Telstra Corporation Limited and controlled entities

Notes to the Financial Statements (continued)

9. Income taxes (continued)

Telstra Group

As at 30 June

2012 2011
$m $m

Deferred tax assets not recognised (d)
Incometaxlosses . . . . . . . 46 55
Capital tax losses. . . . . . . . . . e e 161 172
Deductible temporary differences . . . . . . . . .. L e 307 308
514 535

(a) Our net deferred tax asset on our defined benefit liability for the
Telstra Group is $246 million (2011: $64 million).

(b) We have recognised a deferred tax asset for the unused tax
losses of our offshore controlled entities to the extent that it is
probable that future taxable profit will be available against which the
unused tax losses can be utilised. We have prepared a
management budget in line with our current knowledge of future
events to support our view of sufficient future taxable profits being
available to offset our unused tax losses.

(c) When the underlying transactions to which our deferred tax
relates are recognised directly in other comprehensive income or
equity, the temporary differences associated with these
adjustments are also recognised directly in other comprehensive
income or equity.

(d) Our deferred tax assets not recognised in the statement of
financial position may be used in future years if the following criteria
are met:

» our controlled entities have sufficient future taxable profit to
enable the income tax losses and temporary differences to be
offset against that taxable profit;

» we have sufficient future capital gains to be offset against those
capital losses;

» we continue to satisfy the conditions required by tax legislation to
be able to use the tax losses; and

» there are no future changes in tax legislation that will adversely
affect us in using the benefit of the tax losses.

Tax consolidation

The Telstra Entity and its Australian resident wholly owned entities
previously elected to form a tax consolidated group. As a
consequence of the election to enter tax consolidation, the tax
consolidated group is treated as a single entity for income tax
purposes.

The Telstra Entity, as the head entity in the tax consolidated group,
recognises, in addition to its own transactions, the current tax
liabilities and the deferred tax assets arising from unused tax losses
and tax credits for all entities in the group. However, the Telstra
Entity and its Australian resident wholly owned entities account for
their own current tax expense and deferred tax amounts.

Upon tax consolidation, the entities within the tax consolidated
group entered into a tax sharing agreement. The terms of this
agreement specified the methods of allocating any tax liability in the
event of default by the Telstra Entity on its group payment
obligations and the treatment where a subsidiary member exits the
group. The tax liability of the group otherwise remains with the
Telstra Entity for tax purposes.

A tax funding arrangement is also in place for entities within the tax
consolidated group under which:

» the Telstra Entity compensates its Australian resident wholly
owned controlled entities for any current tax receivable
assumed;

+ the Telstra Entity compensates its Australian resident wholly
owned controlled entities for any deferred tax assets relating to
unused tax losses and tax credits; and

» Australian resident wholly owned entities compensate the
Telstra Entity for any current tax payable assumed.

The funding amounts are based on the amounts recorded in the
financial statements of the wholly owned entities.

Amounts receivable of $11 million (2011: $14 million) to the Telstra
Entity and amounts payable by the Telstra Entity of $211 million
(2011: $206 million) under the tax funding arrangements are due in
the next financial year upon final settlement of the current tax
payable for the tax consolidated group.
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