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SPEECH NOTES
TELSTRA STRATEGY UPDATE
20 JUNE 2018
ANDREW PENN – CEO
Slide– Introduction
Good morning and welcome to our investor briefing.
Slide – Story Old to New
For 100 years, Telstra has been at the forefront of connecting Australia and Australians to each other
and to the world. There have been significant moments in our history. Many that have shaped who
we are and many that have helped create the fabric of our nation.
From the beginning, in the late 1800s with the first overland telegraph, we have connected people firstly with fixed lines, then with mobile, then to the internet and now we are connecting things. And in
that time we have confronted many challenges.
It is clear that today we are at another important point in our history. And at moments like this, critical
inflection points we have a choice as to how we respond. As Telstra has always done, we are
choosing to lead.
Today, we are outlining a new strategy Telstra2022 because this is the year in which the nbn will be
rolled out, 5G will be at scale and the Internet of Things will be pervasive in our homes, businesses
and communities.
This strategy is built on the foundation of Telstra being the undisputed leader in Australian
telecommunications with unrivalled and trusted consumer and enterprise relationships built over more
than a century.
We have state of the art assets, expansive scale and a global network footprint. We have a customer
base that continues to grow, a strong enterprise business, the best infrastructure in the country and a
strong balance sheet and we never take these strengths for granted.
The strategy is also built on the critical strategic investments we have been making through the $3bn
investment program that we laid out for the market a little over 18 months ago. Without these
investments what we are announcing today would not have been possible.
We will simplify our products, our services and our operations, we will improve customer experience
and reduce our cost base further. We intend to transform the nature of telecommunications products
and services and remove pain points and frustrations that have annoyed Australians for so long.
I know you may feel we have said this before and that may be true. We have been transforming the
business but at the same time managing our existing legacy and established profit pools. It is difficult
to do both as many telecommunications companies around the world have found.
But our legacy is now holding us back. It is time to take a bolder step and leave the past behind.
We are at a tipping point. A moment in time where we must be more ambitious to meet the challenges
head on. For Telstra this means that we need to be more prepared to disrupt ourselves than ever
before. That is what Telstra2022 is all about.
The telecommunications industry is going through a very dynamic and challenging time. Possibly the
most significant in decades, if not in its history.
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While many of the dynamics that are playing out in the market today were predictable, it is their
intensity and depth of impact that is accelerating our need for change.
The origins of many of these challenges point back to the nbn. We are no longer the wholesale fixed
line provider in Australia and ultimately we lose our legacy wholesale business.
Additionally, with nbn driving a doubling of wholesale prices, Telstra and the other industry
participants are facing a fixed line market where reseller margins are rapidly going to zero.
This has also led to increased competition in mobiles and the entrance of a fourth operator.
I want to acknowledge that it has also been a challenging time for our investors and we have listened
carefully to your feedback.
Today we will demonstrate how our strategy addresses the market challenges and we are confident
that the plans that we have been working on for the last 12 months will deliver a radically different
Telstra.
Slide - Telstra22
Through this strategy.
•
•
•

•
•
•
•
•

We will reduce the number of consumer and small business plans from 1800 to 20.
We will also migrate all of these and plans and 50% of enterprise plans to completely new
technology stacks within three years and leave the legacy behind.
We will establish a standalone infrastructure business unit to drive improved performance and
create optionality for the future including a potential demerger or the entry of a strategic
investor post the roll out of the nbn.
We will reduce 2-4 layers of management across the company.
We will eliminate the need for one third of customer service calls within 2 years and two thirds
by FY22.
We will lead in all key industry surveys for network performance.
We will increase our productivity program by a further $1bn to $2.5bn.
And we intend to monetise up to $2bn in assets over the next 24 months to strengthen the
balance sheet.

These are just some of the benefits from the program and we will be reporting on these key
deliverables and milestones along the way.
Slide – Telstra2022 Plan on a Page
Our strategy has 4 pillars, 4 strategic pillars that will be the priority of our business over the next 3
years.
•
•
•
•

Radically simplifying our product offerings, eliminating customer pain points and creating all
digital experiences.
Establishing a standalone infrastructure business unit to drive performance and set up
optionality post the nbn rollout.
Greatly simplifying our structure and ways of working to empower our people and serve our
customers
And delivering industry leading cost reduction programme and portfolio management.

These 4 pillars are underpinned by two critical enabling capabilities that we have been investing in
through our strategic investment program over the last two years. I would like to underline that without
these investments our strategy would simply not be possible.
•
•

Firstly, new digital platforms
And secondly, Australia’s largest, fastest, smartest, safest and most reliable next generation
network.

CHECK AGAINST DELIVERY

Page 2

Our strategy has 6 key goals with tangible and clear milestones to which we will hold ourselves to
account and that will provide transparency on our progress.
These cover customer experience, simplifying our business, network superiority, our people, cost
improvements and strengthening our balance sheet.
The strategy will deliver benefits for all stakeholders, for our customers, for our shareholders, and for
our people and it will ensure that Telstra remains Australia’s premium and most trusted brand in
telecommunications.
In making these changes we are acutely aware of the role we play in connecting all Australians, and
the investment and technology contribution we make to the broader community, to regional
Australians and to serving the needs of our vulnerable customers. Australia needs a strong Telstra
contributing to the broader national economy.
Let me reassure you. Telstra’s longstanding commitment to regional Australia is unwavering. Only last
year we announced we would spend up to an additional $1 billion in regional Australia with our
partners over five years, including the delivery of more than 650 sites under the Federal
Government’s Mobile Black Spot Program. This will continue.
The changes we are making are designed to set us up to continue to make strong contributions to
communities and economies right across the country for the long-term.
Slide - Agenda
Today you are going to hear a lot more about our strategy from the team. You will hear from:
• Vicki and Brendon in relation to our new approach for customers.
• Will in relation to our Infrastructure Business.
• Alex in relation to our structure and operating model.
• Robyn in relation to our enabling capabilities.
• And Warwick in relation to our productivity initiatives and the other financial implications.
We propose to present the full strategy to you before opening up for Q&A at the end of the morning.
Slide – Technology Showcase
At 10:30am we will be taking a break during which I will invite you to view a number of showcases that
we have set up in the CIC which you passed as you came in.
These address respectively:
• The state of technology development in 5G;
• Our progress in relation to digitising the business;
• How we are working with businesses on the Internet of Things opportunities; and
• How we are innovating with our partners.
Before I hand over to the team, I would like to make a few extra comments myself in relation to the
strategy.
As I mentioned in my opening our strategy has 4 key pillars.
Slide - Pillar 1
The first pillar is to radically simplify our product offering and eliminate customer pain points. We will
drive growth in our business by delivering the next generation of connected experiences for our
customers. We are creating simple, flexible ways for customers to choose the best value connectivity,
devices and services for their household and business.
Our collective dependency on connectivity today is greater than it has ever been and it is only going
to increase in the future. At the same time, customers continue to be frustrated with the complexity of
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plans telecommunication companies provide today. Customers want them to be simple, easy and
digital with certainty on what they are going to be charged.
As an industry we have failed to deliver on this. It is not an easy challenge because today’s
telecommunications technology is complex. But this is the challenge we must meet.
Customers will start to benefit from this simplified approach in a few weeks when we launch peace of
mind data across a range of new post paid mobile plans making excess data changes a thing of the
past. Four more major product and service experiences will be progressively announced in the lead
up to June 2019.
Two years ago we announced we would increase our capital investment in the business by up to $3b
over the 3 years to 30 June 2019 - to build the capabilities that we would need for the future. Part of
this investment has been in designing and building new technology stacks which will support a
migration to a new world of products and services for our customers.
Robyn will talk more about the underlying digital capabilities later, but they will enable us to simplify
our products to remove customer pain points and deliver an effortless digital experience with simpler
modular solutions for customers.
For Consumer and Small Business we expect to have all new plans in this model and on the new
technology by 30 June 2019. We will then use the momentum in the business to drive growth in these
new services.
We will also systematically migrate customers from existing legacy plans as they come to end of
contract such that we will have all customers and plans in the new world by 30 June 2021.
This will deliver a much improved experience for our customers and massive simplicity to the
business. We expect the number of customer plans to reduce from 1800 to 20.
For enterprise customers we are already in market with many elements of our technology platform.
This is delivering new digital experiences today such as the Telstra programmable network, our new
unified comms product Liberate and Telstra Connect enabling our customers to manage their services
digitally.
We plan to accelerate the migration to this new world for our Enterprise customers reducing the
number of plans by more than 50% within three years. This will also open up new opportunities for
growth and Brendon is going to talk about two in particular:
• A new on demand subscription based communication solution to the mid-market that we will
launch in the first half of the 2019 financial year.
• And significant opportunities in IoT where we are already making strong progress.
In making these changes, it is clear we have to change aspects of our economic model. Customers
are frustrated with the many out of bundle charges they experience today. They want simpler, easier
to understand plans. This means we must leave behind fees that the industry has historically charged.
This comes at considerable cost as ultimately we expect more than $500m of historic revenues to be
eliminated from the business over the next three years.
However, we believe this will be more than offset by an increase in the number of services per
customer and the benefits of an improved customer experience as well as massive simplification
across the business.
The current model of telecommunications products and services in Australia is unsustainable. As an
industry we must change and Telstra intends to lead the way.
Slide - Pillar 2
Let me turn to the second pillar of our strategy.
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Two years ago we commenced a project to monetise the payments we were receiving from the nbn
for access to our infrastructure. Fundamentally what stood behind this initiative was a belief that our
telecommunications infrastructure assets were the most valuable in the country.
With the increasingly important role that telecommunications is playing today, that value is only
increasing. We have continued to look at ways in which we can maximise this value and make it
transparent to you while creating efficiency and optionality in the business.
We are announcing today that we will be establishing a wholly owned standalone infrastructure
business unit with its own CEO reporting to me.
This business will comprise Telstra’s high quality fixed network infrastructure assets including data
centres, domestic fibre, international subsea cables, exchanges, poles, ducts and pipes.
It will provide access to these assets to Telstra through commercial arrangements to drive efficiency
and transparency.
It will comprise Telstra’s commercial work activities and existing Telstra wholesale business. It will
also continue to provide services to nbnco and it will have an initial total workforce of more than
3,000.
It is expected that the business will control assets with a book value of approximately $11b, annual
revenues and EBITDA of approximately $5.5b and $3b respectively.
The business will not include the mobile network assets including spectrum, radio access equipment,
towers and some elements of backhaul fibre. These will remain integrated in Telstra’s core customer
segment focused business to enable us to effectively manage our strategic differentiation in the
market. This will be crucial for our 5G strategy.
The initial steps for the establishment of this business have already been undertaken. We will be
providing proforma financials today and update these with our FY18 result.
We will have full segment reporting in the FY19 half year results and be in full operation by 30 June
2019.
By creating this new infrastructure focused business we will better optimise and manage our valuable
fixed infrastructure assets. It will also facilitate significant optionality for Telstra in the future
particularly when the nbn rollout is complete.
Slide – Pillar 3
Let me now turn to the third pillar of our strategy which is to simplify our structure and create an agile
environment for our people to better serve our customers.
Our progress on this journey is well advanced. We are already implementing new ways of working
such as Agile across the business. We have rolled out the extensive use of lean for process reengineering, DevOps in IT and human centred design in marketing and product development.
We propose to further accelerate the adoption of these methodologies which are the hallmark of
successful customer centric companies.
We are also in the process of making a number of organisational changes to our structure. In addition
to the creation of a new infrastructure business announced today, we are establishing Telstra Global
Business Services as a point of consolidation for all of our large scale back of house processes and
functions. Its focus is to build scale and reduce costs for large repeatable activities.
We will make further announcements in the coming weeks regarding key executive appointments to
lead these new activities and other flow on structural changes.
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We also intend to elevate our focus and capabilities in product development and management across
the company.
Collectively these changes will enable us to flatten the organisational structure and improve the
operating model of the company. Through these changes we expect to reduce 2-4 layers of
management.
Telstra’s strategy is premised on the benefits to customers of market leading simplified and digitised
products and services for all Australians. This in turn will facilitate significant simplification and cost
reductions. This simplification is critical to Telstra’s competitiveness and we expect it to lead to a 30%
reduction in our labour costs.
This will have an impact on jobs at Telstra and while we expect to create up to 1,500 new roles within
the company, we expect a net reduction of 8,000 jobs over the next 3 years including Telstra
employees and contractors.
I am acutely conscious the impact the loss of jobs has on our people and society. I am also acutely
conscious of the uncertainty that this announcement creates. But, I need to be upfront and
transparent about the scale of the change needed at Telstra and what this means.
Improving the service that we provide to our customers, improving the efficiency of the business,
improving our competitiveness of the company means we also have to reduce our costs.
At the same time if we are to grow the company over the longer term, create new positions, new and
exciting opportunities we have to respond to the market dynamics and their negative impact on the
company today.
Recognising the very significant impact that these changes have on our people, we are also
announcing transition programs which will focus on supporting our people. The first is to assist people
whose roles will no longer be required through enhanced outplacement support including training and
coaching, access to financial planning, post employment and other support.
The second will provide support to employees to upskill and transition to new ways of working in a
leaner, more agile Telstra. To support the transition programs we intend to make available initial
funding up to $50m.
It is our commitment to do everything that we possibly can to mitigate the impact on our people and
provide them with as much support as possible during the transition.
Let me now turn to the final pillar of our strategy.
Slide - Pillar 4
Two years ago we re-focused our strategy to ensure that all new investments were focused on
products and services close to the core of our business. Since then we have made decisions not to
pursue international consumer opportunities such as in the Philippines, to sell our investment in
AutoHome for $2.4b, to restructure our investments in Foxtel, streamline our Health business and
completely restructure and exit underperforming aspects of the Ooyala business.
We will continue to look for ways to streamline our business and improve efficiency and through this
work we intend to monetise assets of up to $2b over the next 2 years.
This will help us to further strengthen our balance sheet.
In addition, the first three pillars of our strategy enable us to increase the target for our productivity
programme by a further $1b to $2.5 in core non DVC cost reduction by FY22. This equates to a
reduction of almost 50% in our fixed costs after taking into account the impacts of inflation and
growth.
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Through this work we also expect our total costs to remain flat or decline meaning that we will absorb
the full weight of the CVC/AVC costs that we will incur in the migration to nbn.
So these are the 4 pillars of our Telstra2022 strategy.
Slide – Telstra2022 Enablers
I again want to be clear, they would not have been possible without the investments that we have
been making under our strategic investment program - in our new technology stacks and in building
the capacity and capabilities under The Network 2020 program. You will hear more about these from
Robyn later this morning.
In the meantime I wanted to make some comments specifically in relation to 5G.
Slide – Leading with 5G
The migration of the industry to 5G will be a profound technology transition. It is not just that we are
moving to a new G, it is that we are moving to a new G at the same time as two other very significant
technology innovations:
• Firstly software defined networking and network function virtualisation are changing the way
telecommunication networks are architectured and operated.
• Secondly significant advancements in computing capability and the development of advanced
algorithms are leading to sophisticated data analytics and machine learning.
It is the combination of these two innovations as we transition to 5G and the evolution of the world of
the Internet of Things, that will transform the telecommunications industry and support significant
economic growth across many industries over the next decade.
When we reflect on the G’s through the last 20 years, what has driven our success has been our
ability to lead early and be ahead of the competition. This G will be no different.
We intend to rollout 5G in three phases.
Phase 1 is the period we are in right now which is characterised by pre 5G technical standards and
early launch. Mainstream compatible 5G handsets are unlikely to be available until late 2019 and into
2020. In the meantime there will be use cases for early 5G adoption the most significant of which will
be fixed wireless.
Currently around 15% of homes in Australia choose to have no fixed broadband service and we can
see a situation where this increases a further 10-15 percentage points.
We already have a number of offerings in the market for our customers who choose to have a
wireless only solution as do other mobile operators. 5G will open up new opportunities and new
markets in this regard. We have rolled out significant core capacity to support this and we will have
the products and services to support these customers as we compete in the mobile sector.
Notwithstanding this and as you have heard me say before, 5G will not replace the nbn. The volumes
of data on fixed networks exceed those on mobile by more than 50 times and whilst 5G will create a
number of options for customers who choose to go wireless, it will not be for everyone.
Phase 2 of the 5G rollout will address the mainstream market as handsets become available. 5G is
critically important as it will enable us to drive down the cost per gigabyte of data as technology
innovation improves speeds and capacity. In this regard therefore we will roll out 5G fast and
extensively as it becomes available.
Phase 3 of 5G will comprise the longer term opportunities for growth, many of which have not even
been identified yet. We have already laid very substantial foundations in the Internet of Things and
connected solutions which are the early use cases that we have deployed on 3G and 4G. These are a
precursor to the long term growth opportunities that will exist.
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As every business, in every industry, in every sector looks to improve the efficiency and effectiveness
of their operations through the use of technology - many of these solutions will ultimately be
connected via Internet of Things solutions. Whether it’s in mining, agriculture, logistics, healthcare and
even for consumers as you will hear from Vicki later.
That is why we have the largest IoT platforms in the country in both narrowband and CATM1
technology.
We intend to lead in 5G and we intend to win in 5G. We will have more to say on this at a 5G strategy
day we are planning in the second half of this calendar year.
Slide – Telstra2022 Will Deliver 6 Key Outcomes
Finally as I said in my opening, our Telstra2022 strategy has 6 key goals with tangible and clear
milestones to which we will hold ourselves to account. These will provide transparency on our
progress.
They cover customer experience, simplifying our business, network superiority, our people, cost
improvements and strengthening our balance sheet.
The strategy will deliver benefits for all of our stakeholders, for our customers, for our shareholders,
and for our people and it will ensure that Telstra remains Australia’s premium and most trusted brand
in telecommunications.
We will measure our progress and hold ourselves accountable with key milestones along the way.
Let me summarise before I hand over to Vicki and Brendon to take you through the first pillar of our
strategy in more detail.
Slide – Plan on a Page
As I said in my opening, we have listened to your feedback and our strategy addresses this head on.
It is our strategy to lead the market.
By delivering the next generation of connected experiences for our customers, by simplifying our
product range, by removing customer pain points and by migrating all of our customers to the new
world and leaving the legacy behind.
By maximising the value of our infrastructure by creating and operating it through a standalone, wholly
owned and controlled business unit with optionality for the future.
By simplifying our structure to create an agile environment to better serve our customers and by
building competitive advantage by resetting our economic model to drive further significant cost
reduction.
We have been investing wisely which is why we are already well advanced in the underlying
capabilities we need to deliver. With digital platforms that will enable our growth and Australia’s
largest, fastest, safest, smartest and most reliable next generation network.
Slide – Future
Transforming a company needs a clear strategy, a willingness to invest, tenacity to stay the course
and a team who can lead through change and disruption.
Because today customers have many choices and their expectations are high. They need seamless,
secure connectivity wherever they are. They demand privacy, security and transparency in their
relationships with corporate Australia.
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Above all else, customers choose to spend their money with companies who put exceptional
customer experience at the heart of everything they do and who are willing to take risks to innovate
and lead.
Our employees need to be equipped with state of the art technology and trained in new ways of
working that are agile and enable us to execute at speed.
Our shareholders expect us to deliver growth while leading the market.
As we move into executing our plan I feel both challenged and invigorated at the same time.
I look forward to answering your questions at the end of the morning. Let me now introduce you to
Vicki and Brendon who will take you through Pillar 1 of our strategy in more detail.

WARWICK BRAY – CFO
Slide – Telstra2022 Pillar 4
Good morning.
Through this initiative we will implement industry leading cost and portfolio management.
Slide – We are increasing our productivity target by $1 billion to $2.5 billion by end of FY22
We previously committed to more than $1.5 billion of net cost productivity by FY22.
We have been successfully executing against this target since FY16. Indeed, we brought forward and
increased the target in August 2017.
Today, we are again increasing our net cost productivity target by $1 billion to $2.5 billion to be
delivered by the end of FY22.
Our target is equivalent to an 8% annual reduction in underlying core fixed costs from FY18.
Our new target is significant and is at the upper end of what global peers have delivered in similar
time periods.
We are on track to achieve approximately $700 million of productivity by the end of FY18. We expect
to increase our momentum with $1.5 billion to be delivered by FY20.
To support our increased target, we expect approximately $600 million of additional restructuring
costs in FY19.
Slide – Our ~$2.5 billion net productivity target includes reinvestment offset by >$4 billion
gross productivity
We measure productivity as the reduction in reported net underlying core fixed costs.
In order to achieve our $2.5 billion net cost productivity target, we estimate that we need more than $4
billion in gross productivity by the end of FY22 to offset inflation, re-investment and other underlying
core cost growth such as increased power costs.
This means that after inflation and re-investment, our gross cost productivity target is expected to
almost halve our underlying core fixed costs to approximately $4.5 billion by the end of FY22.
We are targeting to achieve this productivity while supporting improved customer experience and five
times growth in FY16 fixed and mobile network traffic by FY20.
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Slide – We expect our total costs to be flat or decline each year with our productivity ultimately
offsetting the CVC/AVC nbn costs
We expect total costs to be flat or decline each year excluding restructuring costs. Cost productivity is
expected to ultimately offset increased CVC/AVC nbn costs.
Looking at each of our cost categories.
Within core sales costs, network payments to nbn will increase as customers are progressively
connected.
We will also continue to progress cost efficiencies to improve other gross contribution margins. For
example, our simplification initiatives will aim to reduce handset subsidies.
Within core fixed costs, we are committed to a $2.5 billion reduction.
We manage NAS labour costs through the NAS margin – we are targeting mid-teens NAS margins at
maturity.
One-off nbn DA costs will reduce to zero post the nbn rollout. In the interim, we are reducing the nbn
cost-to-connect and improving the customer experience.
Slide – Simplify the way we operate and interact with customers to reduce the overall cost of
doing business
Our company-wide productivity program will simplify the way we operate and interact with customers
to reduce our costs.
Our productivity program has overall company support with implementation owned by line divisions,
not a central function.
The consistent theme with the productivity program since FY16 is an aim to improve outcomes for our
customers and achieve productivity benefits as a result. When our products are simple, intuitive and
easy to use, and when our processes work right first time every time, our customers receive a brilliant
customer experience and the cost to serve our customers reduces.
The program has four main elements consistent with that theme:
First, we are simplifying product offerings. This will involve phasing out legacy products, migrating
customers to new better products and simplifying our NAS offerings, and we will decommission
systems that support legacy products.
Second, we are targeting a simpler organisation to de-layer, de-duplicate and reduce demand. We will
consolidate and streamline back-office processes into a single shared services division through the
establishment of Global Business Services. And Telstra InfraCo is aimed at improved capital
efficiency and infrastructure delivery to further reduce costs.
Third, we are digitising and automating sales and service channels. With increasing customer
preference for digital channels, and by enabling straight through processing, we can improve the
customer experience and reduce service costs such as calls. We will, in particular, improve our fixed
reseller cost to serve by operating on a new digital stack. This will eliminate costs that support legacy
systems and processes and provide us with a leading and competitive cost structure.
Finally, our discretionary cost review program is targeting reduced operating costs by tightening
business policies across procurement, property utilisation and discretionary costs such as transport.
Slide – This will transform the operating and financial profile of our business
Our productivity program will transform the operating and financial profile of our business. For
example, we are targeting a 30% improvement in our labour costs to income ratio.

CHECK AGAINST DELIVERY

Page 10

Slide – We will simplify our portfolio and intend to monetise up to $2 billion of assets by end of
FY20
We intend to monetise up to $2 billion of assets by the end of FY20 to further strengthen our Balance
Sheet. We will make more specific announcements on monetisation at our regular results
announcements.
Our strategy is expected to deliver a post nbn Return on Invested Capital greater than 10% with
underlying ROIC expected to improve from FY19 to the end of FY22.
As we discussed in November our long term corporate ROIC will depend on:
• A mix effect where our higher ROIC products such as fixed voice are currently in decline,
• The nbn which will reduce the ROIC of our fixed line business, and
• The development of other product ROIC for instance NAS which is improving.
We manage our ROIC through capital allocation and through improving capital effectiveness and
product returns.
We are aiming for ongoing improvements in capital and working capital efficiency.
For example, on working capital we have recently changed standard payment terms with our largest
suppliers to bring us in line with industry peers.
We have further increased the precision with which we forecast and match handset inventory to
demand.
And we have moved to a Vendor Owned Inventory model with select suppliers where they retain
ownership of inventory up to the point of dispatch from our distribution centres. This initiative has
improved our cash cycle by one to two days.
On capex, we have consolidated the number of vendors providing IT integration testing from 3 to 1
enabling us to reduce costs
We have further improved our matching of software licences with internal demand.
And we have also centralised our data warehouse teams in Telstra Operations enabling us to remove
duplication and reduce capital costs.
In summary, today we have announced an industry leading cost reduction program. We have
increased our cost out ambition by $1 billion with $2.5 billion targeted by the end of FY22. We will
achieve cost benefits through fewer, simpler products, a leaner organisation, and through digitisation
and automation.
We will also simplify our portfolio and seek to monetise assets of up to $2 billion by the end of FY20.
Thank you. I will hand to Robyn.

Financials
Slide – Agenda
Thank you Robyn. Before Andy’s closing remarks, I will cover financials from today’s strategy update.
•
•
•

Firstly, a summary of the financial implications of our strategy,
Secondly, reconfirm FY18 guidance and provide FY19 guidance including financial influences,
and
Finally, our Capital Management Framework.
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Slide – Financial implications of strategy
The financial implications of the strategy are shown on this chart.
Through Pillar 1 we will lead the market with simplified customer orientated charging.
By choosing to lead the market and simplify the charging model for our customers, we expect to
accelerate the decline of more than $500 million worth of traditional out of bundle revenue in the next
three years.
Over time, our intent is to offset this reduction through an increase in the number of services per
customer, and benefits from an improved customer experience and simplification.
Through the establishment of Telstra InfraCo as a new business unit, we will improve capital
efficiency and create future flexibility. I will make more comments on InfraCo on the next slide. We will
also gain efficiency benefits through the establishment of Global Business Services.
All elements of the strategy support our productivity. We are increasing our productivity target by $1
billion to $2.5 billion by the end FY22. This will be supported by approximately $600 million of
additional restructuring costs in FY19.
We will also seek to monetise up to $2bn of assets by the end of FY20 to strengthen the Balance
Sheet.
Through our network and digitisation enabling capabilities, we are on track to achieve more than $500
million EBITDA benefits from our up to $3 billion strategic capex by FY21.
Our strategic program of additional investments has been necessary to implement our new strategy,
empowering us to simplify our business and increase our differentiation.
This investment potentially brings forward write offs of some software assets. I will give more detail on
depreciation at our full year results announcement in August.
Slide – Pillar 2: Infra Co pro forma statements and timeline
We expect that Telstra InfraCo will control assets with a book value of approximately $11 billion and
annual FY18 pro forma revenue and EBITDA to be about $5.5 billion and $3 billion respectively.
In our results announcements we will report product EBITDA margins with and without Telstra
InfraCo.
Excluding Telstra InfraCo, Mobile and NAS EBITDA margins are expected to be lower by mid to low
single digits, and Fixed and Data & IP EBITDA margins are expected to be lower by mid to high teen
digits.
Slide – Our financial strategy supports our Telstra2022 strategy
Let me comment more on what will create value for the company in the medium to long term.
Our initiatives seek to grow our underlying businesses with bold initiatives across Consumer and
Enterprise.
To grow our underlying businesses, we need to turnaround the current trends in mobile revenue and
ARPU. Today we have announced our strategy to do so.
We are also aiming for future growth with new opportunities such as 5G.
For nbn, our reseller economics depend on our subscribers, our ARPU, our cost to serve and
connect, and nbn’s CVC/AVC charges. Our initiatives will improve all those factors that are within our
control.
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We are also seeking continued growth in our NAS business and modern IP products to offset the
impact of pricing pressure and the decline in legacy data revenue.
We are resetting our cost base.
We are delivering returns on our capital investments.
We are committed to the $500 million benefits from our strategic investment of up to $3 billion.
The spectrum auction is very important to us.
We need to manage timing and conversion of cash. On this point, it’s important to look at us on a
cash and earnings basis given the timing of capex, spectrum auctions and nbn DA receipts over the
next couple of years.
Finally, capital, cash and fiscal decisions will be managed via our capital management framework.
Turning to guidance.
Slide – No change to FY18 guidance post May trading update
FY18 guidance numbers are consistent with our 14 May trading update.
While we do not typically provide guidance on the dividend we are conscious the dividend is very
important to shareholders. We are confirming today our total dividend for FY18 is expected to be 22
cents per share, fully franked, including ordinary and special.
Slide – FY19 guidance
Turning to our FY19 guidance based on current accounting standards.
In FY19 we expect total income of $26.6 to 28.5 billion.
We expect FY19 EBITDA excluding restructuring of $8.7 to 9.4 billion.
FY19 additional restructuring costs are expected to be around $600 million.
We expect FY19 net one off nbn DA receipts less nbn cost to connect of $1.8 to $1.9 billion.
FY19 is a very material year in the migration to the nbn and its impact on Telstra. However, the basis
for our guidance on nbn one off volume in FY19 is an estimate of a lower volume of disconnections
than the last nbn corporate plan for FY19 as a result of the HFC cease sale.
In FY19 we expect capex of $3.9 to $4.4 billion.
We will provide FY19 guidance for free cashflow at our full year results announcement in August.
As is usually the case, the basis on which we provide guidance is detailed in the slide footnote.
Slide – FY19 underlying EBITDA
As highlighted at our 14 May trading update, we expect that influences that are resulting in declining
underlying EBITDA in FY18 will continue in FY19.
This includes ongoing intense competition. In our guidance, we have estimated FY19 total market
mobile and fixed revenue will decline 2-3% on FY18.
In FY19, we expect a decline in our mobile EBITDA given ARPU trends and potential impact from a
fourth entrant.
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From our updated strategy we expect an accelerated reduction in traditional mobile revenue including
excess data, excess voice and other fees across the next three years.
Headwinds from the nbn network rollout will continue to impact our fixed line business.
We have increased our cost productivity aspirations which will partially offset the negative trends in
FY19. We expect to achieve more than $1.5 billion of our cost productivity target by the end of FY20.
Slide – Maintain balance sheet strength and financial flexibility
We manage capital, cash and fiscal discipline through our Capital Management Framework.
Our objectives remain unchanged:
• Maximising returns for shareholders;
• Maintaining financial strength; and to
• Retain financial flexibility.
We remain committed to all principles.
Our dividend policy is to pay ordinary dividends of 70-90% of underlying earnings, fully-franked.
In addition, it is our intention to return in the order of 75% of net one-off nbn receipts to shareholders
over time via fully-franked special dividends.
Our capex guidance in FY19 equates to 16 to 18% capex to sales. As you know, we’ve elevated our
capex by up to $3 billion to support our strategic investment. We are on track to complete this
investment in FY19 and possibly into FY20.
The accompanying slide provides further detail regarding our capital management framework.

In summary, we are operating in one of the most challenging periods the company has faced with the
rollout of the nbn, competitive intensity and fourth entrant in mobiles.
Against this background, we have an updated strategy and increased our net cost productivity target
to $2.5 billion by the end of FY22.
We are also on track to deliver economic benefits from our up to $3 billion strategic investment
program, including from Digitisation and Networks for the Future.
We are well positioned for the long term. We believe in the long-term value but the short to medium
term is likely to be more challenging.
Thank you. I will pass to Andy to conclude.

WILL IRVING – GROUP EXECUTIVE, TELSTRA WHOLESALE
Slide – Pillar 2
As Andy has outlined, Pillar 2 of Telstra’s new strategy is focussed on maximising the value of our
infrastructure.
As such, one of the key changes we are announcing today is the formation of a new stand-alone
Business Unit in Telstra called Telstra InfraCo.
I will now spend some time talking through:
•

Firstly why we are establishing Telstra InfraCo and how it will better serve customers.
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•
•

I’ll then give you a closer look at what it will consist of, followed by a look at its key financial
metrics.
Finally, I’ll outline our timeline from a reporting perspective.

Slide – Why establish Telstra InfraCo?
From 1 July, Telstra InfraCo will be responsible for key fixed network assets as well as Telstra’s
relationships with our wholesale customers and with nbn co.
It will be accountable for the following infrastructure:
• Our copper and HFC networks;
• All of our fibre network that is not dedicated to mobiles;
• Access equipment associated with these networks;
• All ducts, pits and pipes;
• Property, including managing more than 5,000 exchanges, together with our data centres;
and
• Our international subsea cables.
This totals millions of kilometres of connectivity infrastructure around Australia and internationally.
From an organisational perspective, Telstra InfraCo will comprise both our Telstra Wholesale team,
which provides sales, marketing, product and customer service for domestic wholesale customers;
and also our NBN and Commercial Delivery team in Telstra Operations, which is responsible for the
services we provide to NBN Co including network design and construction.
From its establishment on 1 July, Telstra InfraCo’s mission will be to be the most efficient fixed
telecommunications infrastructure provider in the market. It will have clear incentives to drive capital
efficiency and return on invested capital, including focussing on monetising assets. It will also have a
primary mission to improve productivity and infrastructure delivery, benefitting all our customers.
For our investors, segment reporting of Telstra InfraCo will provide greater visibility of the value of
these assets and the returns they generate.
Additionally, by putting these assets in the one business we are giving ourselves more options and
flexibility - particularly as we look forward to the period after the NBN rollout is completed.
Slide – Customer benefits
The creation of Telstra InfraCo will deliver benefits to all our customers. InfraCo itself will have three
types of customer relationships:
•

•

•

It will serve our 200 plus wholesale customers in Australia by providing them the infrastructure
and services they need to reach their customers – continuing Telstra Wholesale’s leadership
in the wholesale market.
It will serve nbn co across the range of activities we undertake for them: from network design,
construction and maintenance, to access to our infrastructure and asset transfers under the
Definitive Agreements. By bringing various dimensions of our relationship with nbn co closer
together we will better integrate how we serve nbn co.
It will also serve the rest of Telstra, providing it with access to the fixed telecommunications
infrastructure it needs to deliver services to all market segments from Consumers to large
Enterprises. It will have performance targets and internal Service Level Agreements to
improve fibre delivery timelines and infrastructure availability, which will benefit all customers.

You will have noted that mobile assets are not part of Telstra InfraCo. Telstra will continue to operate
an integrated mobile business, with key assets including spectrum and towers, and our NAS business
remaining with our retail business units.
Likewise, responsibility for operational activities, like actively managing the traffic on our fibre
networks, will continue to be with Telstra’s Operations group, as it does today.
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Indeed, while Telstra InfraCo will share ownership of the equipment used to power services carried
over InfraCo infrastructure, all network management functions will continue to be undertaken by
Telstra Operations. This means that we will continue to run one integrated network from a traffic and
managed services perspective.
This alignment of assets and operations is designed to ensure that we continue to lead the market
across Consumer & Small Business and Enterprise, and deliver on the plans that we have outlined
today under Pillar 1.
Moreover, having our mobile network, software, applications and 4G/5G and IoT capabilities all
aligned together with our retail customer businesses will enable close collaboration with customers to
bring innovative new products to market faster.
Finally, maintaining an integrated mobiles business is particularly important as we execute on our
strategy to rollout 5G.
Slide – Telstra InfraCo
This slide details the full make-up of Telstra InfraCo.
As I mentioned, it will have three key customer segments – Wholesale customers in Australia, nbn co
and the broader Telstra.
It will be accountable for all our fixed network related infrastructure as I outlined earlier.
From an employee perspective, it will bring together Telstra Wholesale and the NBN and Commercial
Delivery teams, which combined total more than 3,000 people. As a part of Telstra, Telstra InfraCo
will continue to make use of shared services provided by Telstra, including Global Business Services
and support functions.
Importantly, because the new structure maintains separation between Wholesale and our Retail
businesses, the creation of InfraCo is consistent with all our regulatory obligations, including our
Structural Separation Undertaking and our information ring-fencing obligations to nbn co.
Reflecting the standalone focus of Telstra InfraCo, it will have its own CEO, who will report to Andy
Penn as Telstra CEO.
I am leading the implementation process for InfraCo to enable a smooth transition once the
permanent appointment of the InfraCo CEO is announced.
Slide – Telstra InfraCo indicative financial metrics
At establishment on 1 July, this new Business Unit will control assets with a book value of
approximately $11 billion, broken down as shown - with the majority being ducts, pipes and fibre.
Its annual revenue for FY18 would have been around $5.5 billion.
This revenue has four primary sources.
•
•
•
•

Externally, there is revenue from domestic wholesale customers – the business that is Telstra
Wholesale today.
There is revenue from nbn co for the commercial works we are undertaking for them as part
of the rollout. This revenue does not include one-off payments from nbn co.
There is the recurring long-term proceeds from nbn co from the Definitive Agreements
covering the nbn.
Finally, in addition to external revenue, there are the internal access charges from the use of
Telstra InfraCo infrastructure by the rest of Telstra. These are calculated at market rates or
the closest equivalent.
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Based on this revenue, there would have been EBITDA of around $3 billion in FY18. This splits into
roughly two-thirds that is recurring, long-term revenue (including recurring nbn receipts, which are
inflation linked and grow over the next 30+ years), and then one-third that is tied to legacy assets and
the rollout of the nbn and thus is declining each year.
These figures are estimates and may change subject to final asset valuations. Nonetheless, they
serve to underline the size and scale of this new infrastructure focused business.
As you can see, our investors will now have greater transparency of the value of our fixed assets and
Telstra’s performance in managing them and in driving returns on invested capital.
As I mentioned before, it also gives us more optionality for the future as the industry continues to
evolve and the nbn rollout is completed.
Slide – Telstra InfraCo implementation timeline
In closing I will leave you with some details on our timeframe for setting up InfraCo as a stand-alone
business unit.
On 1 July the employees and customers will be aligned into Telstra InfraCo and we will begin
implementing the standalone arrangements for asset and operational accountability outlined earlier.
As you can see, this process will be completed during FY19.
In August, at our Full Year Results, we will publish pro forma FY18 financials for Telstra InfraCo.
Beyond that, we will have the first formal segment reporting of InfraCo as part of our first half results
for FY19 in February next year.
Thank you.
[END]
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