


Karanti Shergill: JetStream Customer Service Representative
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We know that the old rules of thumb and reliance on core network
services will not endure. Appropriately Telecom is building new
capability that will support the services of the future. We are well down
the track towards the all-IP network, broadband ubiquity, wireless
connectivity and voice, video and data services available anywhere (in
the world) over any device.

The new network — a ‘smart’ combination of wired and wireless
components, software and intelligent added-value services — is one of
the biggest infrastructure projects in our history. It presents a challenge
to design and build robustly enough, with sufficient inbuilt flexibility and
capacity, to support all the services that customers will want and expect.

For a rural GP the new combination network could mean the ability
to match a patient’s readings against a national or international
database of case studies to get an instant read-out of risk factors for a
range of diseases. For a beef farmer in the Australian outback, the AAPT

Technology Revolution

Livestock Tracker system could provide instant information on the herd
via the mobile network to the PC or hand-held PDA — a requirement
with State Governments across Australia requiring lifetime traceability
of all livestock. A family at home could have something as clever as
individually managed network access that creates an instant ‘virtual
private network’ of friends and entertainment sites, continually updated
from their calling and web traffic — or something as simple as a wireless
device that brings up a videoconference with the daughter on OE, not
on the study computer but on the living room entertainment centre.

Telecom staff ‘long distance calls’ included cars that text you when
they're due for a warrant, mobiles that receive and store shopping
receipts and a huge ‘call’ for mobiles that would allow you to
communicate effectively anywhere in the world by translating voice or
text into any other language. It's all possible and it all depends on what
customers want.
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In the 20 century, mass marketing success and ‘one size

fits all’ was the goal of most business. Now, at least in the
telecommunications sector, it's the opposite. We are pursuing a
market demographic of one — the individual — because customers
increasingly want customised products and services. In a future of
mass personalisation, our customers will literally design our products
and services by telling us what they need. And it's not just a question
of network infrastructure; the billing platforms and the options for
customers must make the choices easy and real.

If customers want it, the IP network of the future will deliver a
separate connection to every room in the house. Each could have its
own calling and data plan. A guest staying in the spare room could log
in with their own ID and account. There would be no more flatmates
squabbling over the split of a bill. A customer who runs a business
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Phill Julian: Mobile Information Architect

marketing New Zealand-made designer fashion from an Auckland office
with links to Sydney, New York and London could want a data plan
based on high international bandwidth. The film editor who is wrapping
up an editing assignment for a Los Angeles client would more likely want
massive international bandwidth around the clock now — but none at all
next month when the job is finished. The Dunedin family with a son on
a year-long student exchange programme in Santiago will need a plan
based on calling and videoconferencing to Chile.

Some of our customers are already their own ‘digijtal aggregators’,
downloading data, images and music and streaming it over their
different handsets and sharing it. The podcasters of today — sending their
radio broadcasts over the internet to audiences of one or a million in
any country of the world — are beginning a revolution.
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Simon Daniels: Solutions Manager, Melbourne

It is clear that Telecom tomorrow will be an enabler of the full
range of communication services, running from entertainment

for the kids, to complex data provision and analysis for the biggest
corporate. Everywhere along that chain customers can turn to many
providers for their needs — the PC manufacturer who embeds content
providers, broadcasters, local wireless broadband providers and a host
of calling operators.

The prospect of supplier choice and competition will be exciting for
the technology savvy and those who enjoy shopping around. However,
the majority of time-strapped kiwis will want the hard work done for
them.They'd like the spaghetti of different content sources and access
networks such as DSL, Wi-Fi, WiMax and EV-DO to disappear into the
background and one supplier they can rely on to bring it all together. And
they will want it simple and complete.

‘Simple and complete’ has become something of a mantra for
Telecom people across New Zealand and Australia as we determine
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Competing for Customers

how we're going to provide customers with the ease they'll want in an
intrinsically more complicated world. Essentially we'll do it by paying
close attention. Networks don't listen to customers; nor do portals or
servers. But talented people do and they know that if you don't stay
tuned in to customers, you'll lose them.

People from this part of the world are eager adopters of new
technology. This, coupled with the size of our populations, makes
Australasia the perfect test environment from which to launch new
industry ideas.

In Australia, Telecom-owned AAPT is a strong brand with which we
are challenging the status quo. We have been investing to build AAPT's
capacity to serve the markets that will fuel its growth and we have re-
invigorated the brand with new positioning around its ‘Straight up’ and
‘Telling it like it is’ attributes.



Investing for Growth

We could maintain this Company on $300 million a year. But that
would prove a dead-end strategy. It is prudent to invest now in areas
that will provide future growth — broadband, mobile and ICT — not only
to protect our market position today, but vitally, to secure our future.

In broadband we have been provisioning new connections. We have
lifted installation staff levels and boosted help-desk staff by 300. We
believe it will be two to three years before we see even the direct return
on that investment, but developing the expectations of Telecom as a
leading deliverer of content over broadband and building the ‘triple
play’ cluster of voice, video and data services is critical to the long run
investment case.

Telecom Mobile has stunned the market with its rejuvenation. The
launch of T3G regained more than 50% of market growth, taking the
lead from our competition in New Zealand. Telecom'’s relationship with
US carrier Sprint has also contributed by affording us access to a wider
range of exciting, feature-rich handsets. The rejuvenation has refreshed

Stephen Crombie: General Manager, Technology and Capability

perceptions around the whole Telecom brand. Similarly, bringing Gen-i
and Computerland into our business achieved a positive perception
shift. Acquiring those businesses was an early step in moving Telecom
aggressively into the ICT market. The Gen-i-Telecom name has rapidly
become a respected solutions provider in Australasia and number two in
the market. We have reconfigured our high-end sales teams around the
new brand — a strong signal to customers of our commitment to a full
and developing solutions business.

But our commitment to New Zealand and Australia is not simply
business. It's also about emotion. We are deeply connected to the
communities we serve. This shows through in our sponsorships and
community support. In New Zealand our commitment to education
through School Connection is well known and in Australia we have
targeted sponsorships to lift AAPT's profile as a real competitor and
involved citizen. These too are investments in our future.
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Simon Moutter

CHIEF OPERATING OFFICER,
NEW ZEALAND

“This year we'll take
it to another level
for customers by
making our products
simpler to use and
providing a more
integrated service
experience.”

Responsibilities

Simon Moutter heads up
Telecom'’s core communications,
information and entertainment
business in New Zealand which
includes the mobile, wired, sales,
service marketing, Xtra and
network functions.

Background

Simon was appointed Chief
Operating Officer, New Zealand,
in February 2002 after joining
Telecom in September 1999

as General Manager Network
Delivery. Before Telecom, he
worked in senior management
roles in Taranaki, including as Chief
Executive Officer of Powerco
Limited, General Manager of New
Plymouth Energy and Station
Manager at the New Plymouth
Power Station. He has a Masters
Degree in Engineering (Electrical)
from Canterbury University and a
Bachelor of Science (Physics) from
Massey University.

Trisha McEwan

GROUP GENERAL MANAGER
HUMAN RESOURCES

“We want to
continue to

build people and
leadership capability
through our
organisational
development
strategies.”

Responsibilities

Trisha McEwan heads up the
Group's Human Resources division
— this group is responsible for
performance management,
people capability and employee
development.

Background

Trisha joined Telecom in

February 2002 from Sydney-

based international recruitment
consultants, Korn-Ferry
International, where she headed up
the Management and Leadership
Assessment Practice. Previously
she was Group Human Resources
Director for Fletcher Challenge. She
has worked in both the private and
public sectors in Australasia.

Jon Stretch

CHIEF EXECUTIVE, AAPT

“The key focus is

on gaining greater
market share in the
small business sector
while focusing on
sustaining profitable
growth in other
markets.”

Responsibilities

Jon Stretch oversees the Telecom
Group's Australian business, AAPT,
which manages the needs of our
Australian customers.

Background

Jon was appointed Chief Executive
in August 2003. Previously he was
Vice President AT&T Business,
Europe, Middle East and Africa,
based in Paris. He has also held
positions in the Asia Pacific region,
based in Hong Kong, including
AT&T Business Asia Pacific Vice
President, and General Manager,
IBM Global Network, Asia Pacific.
Jon holds a degree in Science
(Computing Science) from the
University of Melbourne.

Philip King

GENERAL MANAGER CORPORATE AFFAIRS

Bl

“We'll be looking

to improve people’s
understanding of
how Telecom is
contributing to New
Zealand's success.”

Ukl

Responsibilities

Philip King heads up the Corporate
Affairs Group which is responsible
for issues management strategy
and stakeholder communications.

Background

Philip was appointed General
Manager Corporate Affairs in
December 2002. Previously, Philip
was Telecom'’s General Manager
Finance and before that, the
Company'’s Investor Relations
Manager. Prior to joining Telecom, he
worked for seven years for National
Australia Bank where he held a
variety of positions in New Zealand,
the United Kingdom and Australia.
He holds a Bachelor of Commerce
and Administration degree from
Victoria University (Wellington) and
is a Chartered Accountant.
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INTRODUCTION PERFORMANCE GOVERNANCE

Strategy Overview

In a challenging telecommunications
environment, Telecom is becoming a
Communications Service Provider.

Being Integrated

Like telecommunications companies worldwide, Telecom has over
many years built up a mix of products, technologies and networks
which together deliver telecommunications services to our
customers. A complex cluster of independent platforms have been
melded together to deliver the fixed, wireless and internet services
we know today. The challenge is to present all of the services to
customers in an integrated way. It is an objective which traditionally,
telecommunications companies have found very difficult.

Convergence

Telecom competes with a number of businesses within a broadly
defined communications industry. Each part of the industry has
distinct characteristics — including different growth rates, competitors,
industry structure and regulatory environment. Convergence is
creating large overlaps in certain areas, with communications and

IT services converging in the business and enterprise markets, and
communications, entertainment and information converging in the
mass markets.

T

14

FINANCIALS

DISCLOSURES

Telecom is well on its way to meeting its target of 250,000
residential broadband connections by the end of 2005.

New Technologies

Many of the services which have traditionally been at the core of

our business — such as access and calling — are increasingly regarded
as commodities where margins are being competed away through
aggressive price competition. Increasingly also, new technologies such
as email, instant messaging and voice over IP are rapidly becoming the
core services of tomorrow.

Communications Service Provider

Telecom is managing these changes in the industry at the same time
as handling competitive and regulatory pressures. We are working
towards a clear goal: becoming a Communications Service Provider

— where the customer is at the centre of our network and will benefit
from the ability to access a common set of services with any device,
from any location. The development of IP, broadband and innovative
multi-access terminals is changing customer behaviour, such that the
customer will also be able to personalise their future service offerings
and aggregate their own preferred voice, data and video content.

Trends

A number of broad industry trends are fundamentally changing the
way we deliver services to customers. These trends present both
opportunities and threats to our business — either way, customers
should benefit from a number of exciting new services.

Internet Protocol ('IP’) as a Standard

Once there was analogue, then there was digital, now there is IP.
Essentially it offers the ability to deliver all forms of communications
— voice, video, data — over one connection. For telecommunications
companies it means the ability to offer truly integrated services cost-
effectively, and for customers it means many more options. IP is the
core of the ‘Next Generation Network’ Telecom is building. IP services
are already in the market for business customers; soon they will be in
the smaller business and residential markets as well.



Broadband Ubiquity

Multiple high-speed broadband networks are available today, and
Telecom is well on the way towards its commitment of 250,000
broadband households in New Zealand by the end of 2005. Broadband
uptake will rise exponentially in coming years. We expect the
marketplace to be crowded, too, in terms of the technologies that

will deliver broadband. Already today Telecom deploys ADSL (fixed
broadband) EV-DO (Mobile Broadband), Wi-Fi and business products
such as gigabit Ethernet.

Other technologies such as WiMax are fast being made ready for
market. The diversity of broadband networks will deliver true broadband
ubiquity, but it will be a challenge to manage. Telecom must make sound
investment decisions and manage the diversity of access technologies in
a way that is seamless and simple for customers.

Wireless Connectivity

Customers have come to expect connectivity and a full range of
services wherever they are. Wireless connectivity is essential to

deliver on that demand, and significant commercial premiums still
exist for providing mobile services; hence the investment in third
generation mobile services. Telecom's T3G suite of services has already
revolutionised the mobile market in New Zealand.

Open Standards and Transparent Network Architecture

In addition to IP, the development of common authentication and
transaction platforms with smart interfaces will enable increased inter-
operability across future networks. The development of open standards
will encourage third-party application development and simplify

the delivery of true converged services to mass market and business
customers. Telecom'’s network will become an enabler for a wide array
of future services.

“Push 2 Talk
is here now.

OVER."

How Telecom is Responding

The business strategy of Telecom is responding to the challenging

telecommunications environment. The fundamental trends are

changing the economics of the telecommunications business, although
significant differences exist between the perspective and economics of
large integrated players, alternative telecommunications companies,
and other niche players.

While some clarity is emerging around future customer behaviour
and the desired service and operating models, significant uncertainty
still exists around the rate of industry growth and the shape of the
future industry profit pools — in particular, questions around who will
capture a disproportionate share of the new marketplace?

Telecom recognises the increased level of uncertainty and is
executing against a strategy that is built on the following basic
principles:

m placing the customer at the centre of our organisation, emphasising
integration, interoperability, ease of use, and personalisation

m developing more flexible performance management and incentive
systems, and the dynamic allocation of capital and operating
expenditure

m investing in the common network elements and middleware that
enable unified messaging, common authentication, and friendly user
interfaces with an intuitive ‘look and feel’

m lowering future operating cost structures by moving towards low-
cost service models, product simplification, self-provisioning, basic
pricing models, and active supply chain management

B encouraging transparent ‘eco-systems’ whereby application
developers, content providers, and other third parties can use
published open standards and collaborative industry forums to
develop an increasing array of future services delivered across
Telecom'’s infrastructure.
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INTRODUCTION PERFORMANCE GOVERNANCE

FINANCIALS

DISCLOSURES

Divisional Overview > Wired

Wired broadband is available to 93% of New Zealanders, and
extending. Through wireless and satellite technology, broadband
coverage is virtually 100%.

Overview

The New Zealand Wired division provides voice, data and internet
services to New Zealand business, residential and wholesale
customers. Voice services include fixed line, value-added and national
and international calling (including calls to mobile networks). Data
communications services include residential and small business
broadband, voice messaging, private network management services
and information technology communications services. Internet
access, value-added online services and advertising for New Zealand
residential and business customers are provided within this division
by Xtra. Xtra is the largest internet service provider in New Zealand
and operates the xtramsn.co.nz website in alliance with Microsoft
Corporation.

The international division provides calling and managed data services
between New Zealand, Australia and other countries worldwide, to
Australasian customers. This unit operates through exchanges in
Sydney, Los Angeles, Tokyo, New York, Miami, Frankfurt and London,
supporting international traffic including ‘transit’ traffic where Telecom
is an intermediary carrier of international calls.

Whilst operated separately, for financial reporting purposes, Telecom
Directories, is incorporated within the Wired Division. Telecom
Directories provides online and hard copy White Pages® telephone
listings and Yellow Pages® advertising to New Zealand customers.

Telecom delivers broadband services to more than 1,500 schools —
enabling about 460,000 students with broadband.

Strategy

Telecom is currently a leader in most parts of the core communications

marketplace, and maintaining stable access penetration rates remains

an important priority. This is reflected in the key strategies for Wired:

m continue to grow the broadband customer base, both retail and
wholesale, through:
— ongoing promotion of higher speed plans and product/

service innovation
— continued investment — in network, operating costs and cost of
sales — to match exploding customer growth and opportunities

— development of value-added services and content

m develop integrated service proposition and innovative bundled
offers in the calling market with a particular focus on high value
customer segments

W pursue cost optimisation initiatives to drive to a lower cost
operating model

m invest in the rollout of an all-IP network which will enable the
provision of new value-added services — over time this will include
fibre extensions — and the implementation of new services such
as IP-TV

m expand our presence in the online directories, search and
transactions business.

Capital Expenditure
ACTUAL ACTUAL FORECAST
(DOLLARS IN MILLIONS) 2004 2005 2006
Growth 161 202 170
Upgrades and replacements 76 122 140
New investment
Product development 16 10 30
New network capability 31 42 90
New IS capability 64 50 40
Total new investment 111 102 160
Total NZ Wired division 348 426 470
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$1 billion over the next 10 years for the all-IP Next Generation Network.
This will deliver multiple services over a single connection.

Performance

Broadband Penetration

2004-05 was a record year with 147,000 new broadband connections
added. Total broadband residential and business connections at 30
June 2005 were approximately 267,000, an increase of 122.5% from
30 June 2004. Broadband connection performance was driven by
powerful marketing promotions lowering the upfront cost barrier, and
new pricing plans launched into the market, accompanied by enhanced
customer purchasing, provisioning and support processes. Telecom
expects to reach its target of 250,000 residential broadband customers
before the end of 2005.

Integrated Service Proposition

The 2004-05 year saw continued strong competitive pressure in the
voice calling market with long distance calling prices continuing to

fall. The year also saw increased competitor activity with the launch

of a competing local access service nationwide. In response, Telecom
launched new integrated calling and access plans: Anytime, in the
consumer market, and BusinessTime in the business market. Both plans
have had strong uptake with 336,180 Anytime customers at year end.

Cost Optimisation
Reducing margins in the voice business, coupled with high uptake
of new broadband and IP services, have presented significant cost
challenges. Balancing these two tensions has required ongoing activity
to reduce costs in the core part of the business, while managing the
cost growth associated with the acceleration in the broadband market.
Our partnerships with EDS, Lucent and Alcatel remain key components
of our cost control strategy, and each of these has helped deliver
important cost savings in the network and IT areas.

In addition, we have initiated an operational excellence programme
to improve the efficiency in our core operations, and further reduce

Matt Crockett: General Manager, Wired Division

our controllable cost base. These have included:

m product portfolio rationalisation — reducing product variation and
improving product development processes

® infrastructure — removing redundant infrastructure

m Supply Chain Management — we have centralised our purchasing
and supplier management activities into one specialist unit

B Path 2 Customer — improving on our customer delivery processes

B Business Support — a systematic review of finance, human resources
and legal functions.

New Service Capability

New Zealand Wired division’s capital expenditure has continued to
increase with the rollout of the next generation network. This new
network will ultimately replace the network we have today, and is a
huge undertaking for Telecom. Already we have seen the launch of
One Office into the business market which is an IP-based solution
that can handle all the communications requirements of a business
—ranging from voice telephony and data to more advanced services
including videoconferencing, online booking systems and interactive
technologies.

Continued investment is also being undertaken to develop the
operating systems capability that will support the rollout of the next
generation network and further new services that will be coming to
the market.

Outlook

Strong execution of sales, marketing and product development initiatives
will be required to ensure Telecom meets the competitive challenges in
the market. Price-based competition is likely to continue in fixed calling,
and regulatory scrutiny will remain a feature of the landscape. Telecom'’s
scale and reach should enable the business to continue to generate
strong cash flow, although a changing revenue mix and competitive
pressure will continue to place margins under pressure.
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INTRODUCTION PERFORMANCE GOVERNANCE FINANCIALS

DISCLOSURES

Divisional Overview > Wireless

MOBILE BROADBAND COVERAGE BY CHRISTMAS.
Mobile Broadband will be extended to all main towns and cities
(including the most popular holiday destinations) by Christmas,
covering up to 80% of New Zealanders.

Overview

The New Zealand Wireless division provides new generation mobile
technology and services to New Zealanders. In November 2004
Telecom launched T3G — the identity under which Telecom has
introduced its next generation of mobile services.

The first T3G service was Mobile Broadband, a high-speed 3G mobile
data service using EV-DO technology. EV-DO provides customer
benefits that include unsurpassed mobile data download speeds
making everything, from clearing email to surfing the web, possible
wirelessly at broadband speed.

Telecom currently operates two mobile networks in New Zealand —
the superior 027 CDMA network and the 025 TDMA network. The 025
network will be phased out in 2007. The transition of customers from
025 to 027 is well ahead of plan, with more than 70% of customers
now on the 027 network. Revenue from 027 connections comprised
94% of mobile revenue in the fourth quarter.

TELECOM CUSTOMERS accessed 1.8 million Video Clips
since the T3G service was launched in March.

Strategy

Telecom has led the way in introducing New Zealanders to 3G services,
and maintaining that leadership is central to the business strategy
over the next year. Key strategic themes are: building on the current
momentum and driving for an increased share of revenue growth;
improving every customer experience; and establishing clear advantage
in the delivery of fixed-to-mobile convergence solutions for customers.

Performance

In 2004-05 Telecom achieved significant growth in new connections,
largely as a result of positive customer response to the T3G products
and services, the strong appeal of $10TXT, and an increasingly strong
line-up of the latest handsets.

Market Share

By year end Telecom achieved its goal of securing more than 50%
share of mobile revenue growth. The increased connections helped
drive double-digit growth for mobile voice revenue. Data revenue also
increased significantly, largely a result of messaging services.

NZ Mobile Revenue
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The major drivers of Telecom'’s strong performance in the mobile

sector were:

m the pioneering of T3G services like Mobile Broadband, Video
Messaging, Push 2 Talk, Video Clips

m $10 TXT, which has helped to change the way New Zealanders
communicate

M an increased range of handsets and devices, leveraged through its
United States carrier Sprint

m a concerted effort in reconnecting with customers through improved
distribution channels and proactive customer contact programmes.

Coverage

The initial launch of T3G provided Mobile Broadband coverage in
Auckland, Wellington, Christchurch and selected holiday destinations.
By the end of 2005, coverage will be extended to all main towns and
cities across New Zealand, covering up to 80% of the population.

Devices and Services

As well as Mobile Broadband, Telecom delivered a number of other

new T3G products and services during the year. These included:

M Push 2 Talk — turns a mobile phone into a walkie-talkie

m Video Messaging — enables the taking, viewing, storing and sending
of videos between Telecom mobiles and email addresses anywhere
in the world

m Video Clips — streaming video clips with content that covers sport
from Sky, the news and weather from TVNZ, music from Juice TV, all
the latest games reviews and movie trailers

Other services include Song ID — a song identification service that

provides the name of the track and artist just by holding the phone up

to the music source and SHOUT — a mobile collect calling service for

prepaid customers.

Key performance statistics:

Voice revenue $513 million
Data revenue $112 million
Total Mobile Revenue $709 million
Total call minutes 1, 248 million
Total connections 1,601,000
ARPU*

Post-paid $73.10 per month

Prepaid $10.30 per month

Average total
Capital Expenditure

$36.10 per month
$89 million

*ARPU = Annual Revenue Per User.

Outlook

The New Zealand mobile sector will continue to provide growth
opportunities for Telecom. While the market will remain competitive
with technology and customer services changing at a rapid pace,
Telecom is well positioned to benefit from this growth.

Management remains focused on achieving a balance between
continuing to invest for profitable revenue growth while conscious
of delivering improved operating profit performance over the next
twelve months.

Telecom is well placed to leverage the leadership it has established
in delivering the next generation of mobile services, albeit in a far more
competitive environment.

The global deployment of 3G networks will attract investment in
the development of new content applications, which in turn will drive
uptake, particularly of applications to personalise devices and customer
experience through ringtones/caller tones, wallpapers, etc.
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DISCLOSURES

Divisional Overview > IT Services

Gen-i and Computerland merged on 1 September
2005, forming an integral part of Telecom's
trans-Tasman IT services.

Overview

Telecom delivers Information and Communications Technology (ICT)
infrastructure, software and system integration solutions to more than
1,200 New Zealand corporate and public sector customers through the
convergence of telecommunications expertise and IT capabilities via its IT
Services businesses, Gen-i and Computerland.

In July 2004 Telecom acquired Gen-i and merged the company with
Telecom’s own Telecom Advanced Solutions (TAS) business. This merger
created a new category in the marketplace — ICT.

This was closely followed with Telecom’s purchase of Computerland in
August 2004, which secured a platform to deliver ICT services to a broader
group of large New Zealand customers and, via the Computerland regional
franchise network, customers in provincial New Zealand. Computerland
was well recognised for its services capability including help-desk, remote
management, network and server management, technology design and
implementation and onsite field services.

As of 1 September 2005 Gen-i and Computerland were merged as
part of Telecom’s trans-Tasman IT services business. In the short term the
Computerland brand will continue to be seen in the marketplace, but the
decision has been made to move to one brand. The business will move
towards one brand, Gen-i, in time and in collaboration with our customers.

The combined business now offers a new level of ICT expertise from
over 2,000 people, making Telecom uniquely placed to provide value and
support for customers throughout New Zealand and Australia.

Gen-i and Computerland have branches in eight locations across New
Zealand and Australia plus nine Computerland franchises. Gen-i also owns
IT training brand Auldhouse, and Open Source company Asterisk.
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With approximately 2,000 passionate ICT specialists Telecom
is uniquely placed to provide value and support for customers
throughout New Zealand and Australia.

Strategy

Gen-i is at the core of Telecom’s strategy to be a fully converged
service provider for customers. Providing content and applications — in
addition to pure Next Generation connectivity — is one of Telecom's
connections to future growth. Gen-i's capability, expertise, market
reach and scale means it can support a raft of core ICT services. This is
reflected in the key strategies for Telecom’s IT services business:

W proving to customers the value of voice and data convergence in ICT
solutions and the convenience of a partner who can provide a full
solution

emphasising simplicity and completeness for delivering integrated
ICT services offerings

ensuring business continuity and flexibility for customers

delivering world-leading technologies — investing and partnering
with global leaders

investing in the future — ensuring access to the latest technological
advancements on behalf of clients

maximising the new advantages of scale of investment

maintaining the client intimacy and flexibility expected of a
preferred ICT partner.

Sitting alongside Telecom's internal ICT teams gives Gen-i access to

a broader range of technology skills as well as ensuring, that where
possible, Gen-i provides services to the Telecom group.

IT Services Revenue
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Gen-i is projecting growth at double
the rate of IT industry growth.

Performance

A key priority for the year was to integrate the more traditional IT
services from Gen-i with Telecom’s network delivered services, and

to provide customers with access to the full range of integrated
technology services. This was successfully completed with the new
account management teams in Gen-i looking after 50 of our largest
customers, and Telecom Business Solutions looking after the remaining
managed market customers, formed with representatives from both
the IT and telecommunications disciplines.

The 2004-05 year saw continued strong performance and demand
for services with a number of significant customer wins which have
underpinned sustained revenue growth.

Gen-i has taken advantage of its newly enhanced capability to gain
significant new business including Genesis Energy, Hawke’s Bay District
Health Board, Waikato District Health Board, Manukau City Council,
Wintec, Accor Hotels and the New Zealand Ambulance Service.

Gen-i has also re-signed major clients, including the NZ Fire Service,
IAG, Air New Zealand, Reserve Bank, Department of Corrections,
Westpac, Ravensdown and the ASB Bank.

Recent highlights for Computerland have included a three-year
multi-million dollar outsourcing contract with financial services firm
AMP and nomination as the preferred supplier of Sun servers and
storage products to the National Library of New Zealand.

Offshore, Gen-i has established a stronger footprint in Australia and
is building on a solid client base in Sydney and Melbourne. The Gen-i
Australia team, have joined forces with the Telecom New Zealand
team looking after the Commonwealth Bank of Australia as part of a
200-strong ICT presence in Australia.

Chris Quin: General Manager, Gen-i/Computerland

Key Performance Statistics:

B recognised as a tier one ICT provider in the New Zealand market
whilst continuing to be locally owned

B largest reseller of several of the global brands of technology in New
Zealand giving our clients access to these

m Gen-i is projecting growth at double the rate of IT industry growth.

Outlook

Telecom believes that critical areas where customers will demand
solutions in the future will be identity and storage management,
security, data hosting, disaster recovery, hosted services and utility
computing.

Capitalising upon Gen-i’s increased capability and integration,
challenging competitors as the new player in the tier one market,
and ensuring ongoing customer retention will be required to ensure
Gen-i meets the competitive challenges in the ICT services market.
Associated with this, a key requirement will be to continue to build
organisational capability, keeping and attracting people to grow the
business in a highly competitive employment marketplace.

Projecting growth at double the rate of IT industry growth, Gen-i
still has some capability gaps against competitors, mainly in the area
of business consulting and this will be a key focus area in 2005-06.

Gen-i will continue to help customers to generate greater value
from their traditional IT and telecommunications spend, while
managing the transition from legacy networks and systems to
converged technologies.
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Divisional Overview > Australia

Overview

In Australia AAPT operates Consumer and Business divisions which
consist of segment-focused sales and marketing teams and are
supported by a common network and customer services functions.

The Consumer division provides fixed line, mobile and internet
services to Australian residential and small business (less than five
employees) customers.

The Australian Business division provides fixed line, mobile and
internet services to AAPT’s business, corporate, government and
wholesale customers. This also includes Telecom'’s communications
outsourcing contract with the Commonwealth Bank of Australia.

AAPT operates a comprehensive national voice and internet
telecommunications network. This is supported by information
systems for internal and external customers, billing and operational
service, and management.

Australian Revenue (A$m) AAPT Consumer
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AAPT is focused on delivering full service offerings,
with 88% of customers choosing both local and
national calling, and 30% taking up additional mobile,
internet or Pay TV services.

Strategy

AAPT can generally be thought of as an alternative telecommunications

service provider, with focused product and channel strategies.

Our goal in the Australian market is to deliver growth through the

execution of service-layer strategies. A services orientation requires a

proportionately higher investment in information systems and people

capability and requires a detailed understanding of niche market
segments, and differentiated pricing, service and delivery models.

AAPT intends to be a focused attacker targeting growth in the mass
consumer and business markets. The three principal strategic themes
to implement the strategy and achieve market differentiation are:

W pricing, promotion and packaging for the mass market with a focus
on growing the number of customers that take multiple products
and new services

m building a portfolio of sales channels for the mass market

m building self-service and back-end capability that assists in call
centre and online provisioning.

These initiatives will take place while also maintaining the capability

to deliver a genuine trans-Tasman offering for our corporate customers.
Successful execution of the above strategies is designed to challenge

the market power of the traditional players, while creating a growing
profit pool in offerings that extend well beyond pure connectivity and
transportation. By the end of 2006 AAPT is targeting:

m 50% of its consumer customers will purchase multiple services

m 50% of its business revenues will be in the growth areas around the
mass business segment.



BOLD NEW BRAND CAMPAIGN.

AAPT launched ‘Tell It Like It Is"— underlining the company’s
commitment to being open, honest and straight-talking, and
delivering products and services that customers really want.

Performance

This year AAPT was focused on:

W retaining and growing its existing customers in its Consumer
business

m making profitable business customer acquisitions in its
chosen segments

m striving for excellence by reducing complexity.

Product Development

In consumer, AAPT continued to focus on growing the number of
customers taking more than one product. There was a strong growth
in the number of bundled customers, with 30% of customers now
taking more than one product, up from 13% 12 months ago.
Broadband was an area of growth, with approximately 121,000
internet and Pay TV customers at June 05, up 129%.

In Business, AAPT’s focus was to take advantage of its integrated IP
network to provide a range of business applications such as Hosted
Voice (voice over IP) and best-in-class reporting tools that offer a
transparent view of communication costs and solutions for mobilising
a workforce. This segment saw intensive price competition during the
year with volume growth in calling and data offset by significant unit
price reductions.

Channel Development

During the year steps were taken to fill out AAPT's portfolio of
channels to market, with the appointment of IProvide in the business
market. This new channel initiative is dedicated to helping small

and medium enterprises (SMEs) take advantage of IP-based services,
including voice over IP, virtual private networks and other value-added
IP applications.

Commonwealth Bank of Australia

During the year the Commonwealth Bank of Australia signed a new
three-year data services agreement that will also see the Bank migrate
to a next generation IP network. The network will support the Bank's
more than 1,100 branches and administration sites across the whole
of Australia. Under the new agreement, Telecom will design, install and
operate the network and will also be responsible for the new network’s
ongoing management and development.

Subsequently, a second three-year agreement was concluded to
extend the provision of a number of other key services including Voice
and Contact Centre services until August 2008, with a further option
to extend another 27 months. This contract covers all voice and
managed PABX services to 1,200 bank sites, and contact centre
infrastructure for the banks’ 14 main contact centres, which handle
some 12 million calls per month.

Outlook

AAPT's future growth strategy is shaped around three major themes:

m pricing, promotion and packaging for the mass market with a focus
on growing the number of customers that take multiple products
and new services

m building a portfolio of sales channels for the mass market

m building self-service and back-end capability that assists in call
centre and online provisioning.

These initiatives will take place while also maintaining the capability

to deliver a genuine trans-Tasman offering for our corporate customers.
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WE LAUNCHED AN ASIAN LANGUAGE CONTACT
CENTRE where customers can get information on the range of
Telecom products and services in Mandarin, Cantonese or Korean.

TELECOM ENCOURAGES WORK/LIFE BALANCE and as such
supports team building through engaging in sports. A thirteen-strong
team from Wired Marketing were ‘Running on Xtra Broadband' for the
Adidas Great Lake Relay in Taupo.

We are very focused on connecting our people with our customers.
Leadership is critical in achieving this goal. As Telecom strives to reach
its goals we know that our people will be the key differentiator in our
competitive strategy, and we identified early on that strongly aligned
and engaged people working together will provide superior outcomes
for our customers.

In our industry, value is shifting from physical or network assets
to people or intellectual capital as the key assets of the organisation.
We feel a keen responsibility to build intellectual capital amongst our
employee base to ensure we deliver our corporate goals. As a large
employer in New Zealand we extend this responsibility to our social
environment — the communities we are important to and that are so
important to us.

We are able to do this across a truly diverse workforce from both a
geographical location perspective and in terms of the types of careers
we offer.

To recognise this our strategy is built on two imperatives
— maintaining our high performance organisation and building our
people capability. Everything we do in the people space is founded on
making these strategic imperatives stronger.

Telecom has grown significantly this year. With the successful
integration of 1,450 Gen-i and Computerland employees following last
year's acquisitions. We now have 6,502 employees in New Zealand and
2,058 in Australia.

With more than 2,000 customer service representatives,
these roles account for one in four of all positions in the Company.
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High Performance
The ability to retain high performing staff is critical to the success of
the Company.

Our new Career Development Programme has been successful in
giving our people greater control over their skill development and career
paths. Already 1,000 people have benefited from the programme.

Revised maternity and return to work policies have seen 90% of
new mothers return to Telecom to work, and a newly consolidated
benefits strategy will better support the evolving Telecom employment
brand and our shared purpose.

We continue to consolidate our recruitment process, which has been
supporting our people strategy well. We currently have 40,000 people
registered on the Telecom careers database and 77% of all placements
have originated from our own sources — the database, the website and
staff referrals.

In the present competitive employment market, we aim to attract
high performing individuals who will fit into the Telecom culture.

Building Capability
A critical part of Telecom’s people strategy is developing the leadership
skills that will drive change throughout the organisation; from senior
leaders to identifying leadership potential in entry-level roles. We
evaluate the leadership capabilities that are already present in the
Company and address any gaps in the organisational capabilities or
work on areas that need further development.
Telecom has a programmed approach to developing our 70
senior leaders. This includes succession planning, individual career
development, and a method for building each leader’s emotional
intelligence which will increase their ability to engage emotionally as
well as rationally with their people. We are building transformational
managers who not only lead, but also motivate and inspire those
around them to perform and contribute to the Company’s success.
Already the leadership scheme is seeing results. Initiatives such



IN JANUARY AUSTRALIAN SUBSIDIARY AAPT moved 800
staff from five Sydney locations to the impressive Latitude building
in the CBD, which features energy efficient equipment, movement
sensors and zone-controlled lighting.

EACH YEAR HUNDREDS OF TELECOM PEOPLE earn Being Your
Best awards for going the extra mile for customers and workmates.
Pictured are some of our achievers with gold medalists Caroline and
Georgina Evers-Swindell supported by Telecom since 2001.

as the Leadership Career Progression programme and job rotation
opportunities have been successful in building and retaining

intellectual capital. Turnover in the senior ranks is only 2% and the
engagement levels in this group are in the high performance zone.

We absolutely believe that by providing staff with opportunities for
change within the Company we will grow capability. Our organisation'’s
breadth of products and services means employees can move across
business units to gain new knowledge and experience new markets.
From only 9% in 2002, existing employees filled more than 40% of all
leadership roles in the past year.

Our core Management Development Programme (MDP) is in
its second year and is continuing to develop new opportunities for
Telecom’s managers, with 77 graduates and 164 on the current courses.

MDP alumni are now called on throughout the organisation to help
resolve difficult issues, work on cross-functional project teams and
apply the techniques and skills they have learned.

This year we will be introducing a pre-MDP level model developing
the fundamentals of management.

Engaging our customers
Telecom is focused on continually improving the service experience for
our customers. With more than 2,000 customer service representatives,
these roles account for 25% of all positions in the Company. The past
year has seen dedicated focus on building our broadband support with
150 additional help-desk representatives resulting in a 10% increase
in customer satisfaction. There has also been significant investment in
proactively communicating with customers by investing a further
50 dedicated service specialists who regularly discuss best solutions
with customers.

In line with the strategy to build capability, we have upgraded all
induction and service training programmes and will continue to invest
time in enabling our people to continually enhance their skills.

New Initiatives

Graduate Development Programme

We introduced a Telecom-wide Graduate Development Programme
and are currently receiving applications for new recruits to start in
2006. This will be a comprehensive two-year programme recruiting
and developing talented graduates for the Telecom team, encouraging
our young leadership prospects to stay in New Zealand.

Team Play
Telecom has recently introduced ‘Team Play’, which encourages
employees to strengthen team spirit by providing ‘Telecom team’
sponsorship for entering publicly-recognised events for those who
want to set up sporting teams to enter local activities like indoor
netball or touch rugby leagues.

We support activities that encourage our people to stay healthy by
being active — and having fun with workmates at the same time.

Let's Talk Telecom
Let's Talk Telecom is a new programme designed to give employees
access to Telecom's senior team to talk about what's going on in
Telecom and to get answers straight from the decision-makers.

These meetings are in smaller groups of up to 20 to give people
the opportunity to sit down with decision-makers like Chief Executive
Officer, Theresa Gattung, the Executive team and General Managers, to
have informal conversations about the business.
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Telecom in the Community

THIS YEAR WE'RE INVESTING $10 MILLION in Telecom’s
School Connection Programme, compared to $9 million in 2004.
Above, students from Kelston Boys High, Auckland, with All Blacks,
linked to other schools via videoconference.

“AAPT WORKED diligently around the clock, in the aftermath of the
Tsunami, building incredible structures and providing fantastic advice. We
went in with a great deal of confidence that their solution would stand up,”
said Andrew Johnston, Head of Customer Service, World Vision Australia.

The Telecom Group strives to be socially responsible and central to this
commitment is the $271 million it contributes annually to communities in
New Zealand and Australia through a range of initiatives.

Telecom Sponsorships and
Community Support

The strength of Telecom'’s connection with, and commitment to, our
communities shows in the breadth of our sponsorships — which in turn
reflect our brand values and principles.

Each year we invest more than $21 million supporting education,
community and volunteer organisations, sports, innovation and the arts.

Education has been our key focus for a while now because we
believe that education is an area where we can make a significant
contribution to enriching peoples’ lives, enhancing the fabric of New
Zealand and enabling a more successful future. Our support extends
across all levels and all ages because education is a lifelong process.

Our School Connection programme in New Zealand provides $10
million annually to schools and early childhood education centres, so
they can access the tools they need for learning.

Telecom also helps build community spirit by providing
telecommunications support to more than 1,500 charities through our
Voluntary Welfare Organisation Sponsorship programme.

In times of adversity, we try to go the extra mile. Last year when
two major North Island floods struck, Telecom field staff worked
around the clock reconnecting phone lines to keep families in touch as
well as supporting volunteers with communications equipment. We did
the same again when floods struck in Tauranga in June 2005.

Sport is embedded in the culture of New Zealanders and Australians
and as such, engages people from all areas of our communities. Our
sports sponsorships enable our top sportspeople to take on the world
and, in the case of the Evers-Swindell twins, bring home Gold, from the
Games in Athens.
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Telecom's sponsorship of the arts enables talented New Zealanders
to realise their creative potential and the general populace to enjoy
access to the best of the arts from New Zealand and overseas through
support of major art events.

Innovation is at the heart of everything we do and is the reason we
help nurture companies that could underpin New Zealand's future
economy. We sponsor Incubators New Zealand and the annual Home
Business of the Year competition.

Telecom also engages actively on a number of communications
fronts. We are a member of the New Zealand Business for Sustainable
Development and work with other members of this group on various
projects. Senior Telecom people also participate in steering groups
established by local government and other regional bodies to better
meet the needs of the community.

Here's a snapshot of Telecom’s community support across
Australasian communities over the last year.

m Our Voluntary Welfare Organisation Sponsorship programme is one
of our largest sponsorships and benefits some of New Zealand’s most
respected charities including Barnardos, CCS, Cancer Society, Heart
Foundation, IHC, Plunket, Presbyterian Support Services, Red Cross,
Royal Foundation for the Blind, The Salvation Army and St John.

m Helped educate about the internet and ICT through our support of
SeniorNet — for people over 55.

m Enabled families overcome distance to provide their children
with access to the knowledge and advice of paediatric specialists
via medical videoconferencing support to the New Zealand
TelePaediatric Service.

m Enabled financially disadvantaged but academically talented
students to realise their dreams of tertiary education by sponsoring
the First Foundation.

m Supported the New Zealand Women'’s Convention in june 2005.

m Supported the Boost Mobile Hook Up Tour and Aotearoa Hip Hop
Summit for New Zealand youth.



At the 2004 Annual Ethical Investor Corporate Sustainability
Awards (Australasia) Telecom was awarded a merit award for
its social and community performance. This is the first time a
New Zealand company has been recognised in this category.

CENTRAL REGIONAL HEALTH SCHOOL TEACHER
ROCHELLE COLLINS brings the classroom to the home of
five year-old Amelia, who has spinal muscular atrophy.

QUINTIN BARRETT, TARANAKI,
winner of the annual IHC Telecom Art Awards, which help foster the
creative talents of New Zealanders with an intellectual disability.

m Backed New Zealand’s biggest agricultural event, the Fieldays, which
attracted 1,000 exhibitors and more than 115,000 visitors.

m Supported the Kiwi Can programme which builds confidence and an
‘| can’ attitude in young New Zealanders.

m Sponsored Hui Taumata 2005 which focused on ways to accelerate
economic development for Maori and create pathways for future
generations.

m Supported ethnic events including the Indian community’s Diwali
Festivals, as well as the Auckland Chinese Community Association’s
New Year celebration, and Lantern Festivals.

m Helped spread Christmas cheer with New Zealand staff donating
NZ$30,000 to the RSPCA and Australian staff donating AUD$30,000
to the Cancer Research Fund.

m Supported the Auckland Philharmonia, including the 2004 Telecom
Pops series and the work of their Education Programme Coordinator.

| Raised funds for ‘What's Up’, a free, professional telephone
counselling service for Kiwi Kids and young people by helping
auction the artworks on the covers of White Pages®.

m Supported the Citizen’s Advice Bureau (CAB) and its 2,750
volunteers who have 11,000 phone conversations each week.

m Helped gifted children from low decile schools by providing
telecommunications services to the Gifted Kids Programme and by
developing a ‘Cyber School'.

m Supported customers with special needs through an advisory panel
that brings together people with a range of disabilities and the
professionals who work with them.

m Waived the cost of calls to the United Kingdom (UK) for New
Zealanders calling UK landlines after the London bombings in July.

m Acknowledged innovation by New Zealand home-grown businesses
through the annual Telecom Home Business Awards.

m Brought the world of film to a record 261,000 people with the
Telecom New Zealand International Film Festivals.

m Helped nurture fledgling business sponsoring Incubators
New Zealand.

m Toured the Telecom Information Technology Roadshow to schools
and communities around New Zealand.

B Broadened students’ educational horizons through the Telecom
SchoolZone Leaders and Heroes programme which used
videoconferencing to allow students to interact with leaders
and heroes.

m Continued our long-standing support for the All Blacks, all five New
Zealand Super 12 franchises (the Blues, Chiefs, Hurricanes, Crusaders
and Highlanders), Auckland and Canterbury NPC teams, the
International and National Sevens tournaments and Christchurch
club rugby.

m Continued support for talented individuals, rowers Georgina and
Caroline Evers-Swindell, All Blacks winger Doug Howlett, and
champion rower turned America’s Cup grinder Rob Waddell.

m Supported the Brisbane Lions Australian Football Club as a naming
sponsor through AAPT.

B Received recognition for support of the Arts with a ‘special merit’
award in the NBR 2004 Awards for Sponsorship of the Arts following
the successful Wim Wenders 'Pictures from the Surface of the Earth
exhibition” in late 2003.

For more information go to: www.telecom.co.nz/sponsorships.

EDUCATION
COMMUNITY
SPORTS
INNOVATION
ARTS
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