Australia Post
Annual Report 2008-09

Celebrating AUSTRALIA

900 @ POST

AUSTRALIA

ST PO




In this report

Our business

Celebrating 200 years
The year 1809 marked the beginning of Australia’s postal service, so in 2009 we are
honouring our rich and remarkable history.

Our capabilities
Australia Post’s core capabilities enable us to deliver a diverse and efficient service
to our customers and to work effectively with our suppliers and business partners.

Chairman's report
Australia Post’s chairman, David Mortimer, reflects on the corporation’s dynamic
response to tough economic and market conditions in 2008—09.

Managing Director’s report
Our managing director, Graeme John, reviews this financial year’s challenges and successes.

Financial results
At a time when many international postal organisations have reported substantial losses,
our $380.9 million profit before tax represents a solid result.

Key business results and the year ahead

Significant results for Australia Post’s three core businesses in 2008—09, plus the outlook
for 2009-10 and beyond.

Performance against targets
An overview of how Australia Post performed against the financial, service
and people-focused goals that we set ourselves.

Core businesses

Letters & associated services
While letters continue to play an important communications role in Australia for business,
government and the wider community, we also explore digital products and services.

Agency services & retail merchandise
Our retail network, products and services are evolving to meet changing consumer
needs and market conditions.

Parcels & logistics
We continue to succeed in the highly competitive parcels and logistics market because
of our extensive network capabilities and customers’ trust in our ability to deliver.

R Tl I A
L i 1l

Corporate responsibility

This was a landmark year for Australia Post, not only because of our bicentenary but also
because we adopted a more strategic, rigorous approach to corporate responsibility issues.

Corporate governance

Board of directors

Organisational structure

Financial and statutory reports
Community service obligations
Statutory reporting requirements
Australia Post statistics

Index

Stamp gallery 2008-09

I ——— T [ P T 1
L= s ey E T




Over the past 200 years, Australians have
developed a genuine trust in Australia Post,
thanks to the quality and reliability of our people,
products and services. These invaluable assets,
as well as our continuing focus on innovation,
are carrying us into the future.

David A Mortimer AO, Chairman
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Our business

Celebrating
200 years

At the heart of Australia Post’s success

are two centuries of commitment by our
people — come flood, fire, war or (as we are
experiencing today) tough economic times.
Across the nation, posties, contractors and
retail staff are visible to the public, day in,
day out. Behind the scenes, others are working
around the clock in delivery centres, mail
sorting facilities and offices. Together, they
are ensuring that Australia Post continues
to meet the community’s changing needs.

Our history

On 26 June 2009, Australia Post celebrated
its 200th anniversary. The business that we
are today is a far cry from the Australian
postal service's beginnings back in 1809.
On 26 June 1809, two months after former
convict Isaac Nichols was appointed the
first postmaster for the colony of New South
Wales, his work began in earnest when the
ship Experiment arrived in Sydney Harbour.
Among its cargo was precious mail for

this isolated community.

Other postmasters were appointed as
settlements sprang up across the continent.
Throughout the nineteenth century, post
offices were invariably among the first
significant structures built in the towns and
cities established around the land. Increasingly
symbols of prosperity, they were often grand
edifices that remain important parts of
Australia’s heritage today.

To deliver and collect mail across this vast
network, Australia’s first posties overcame
enormous challenges. On horseback, then
guiding horse-drawn coaches, they played
a vital role in establishing overland routes
connecting what became, in 1901, the
Federation of Australia. The various colonial
postal services merged to form the federal
Postmaster General's Department (PMG),
which managed mail as well as telegraph
and telephone operations.

At Australia Post, we're celebrating. Australia’s postal service began

in 1809, so in 2009 we are honouring our rich and remarkable history.

But we are also celebrating the present and the bright future that awaits.
We have come a long way to become one of the most progressive postal
services in the world — and with a solid record of adaptation and innovation,
we are looking forward to the next 200 years of success.

Already, the postal service was evolving by
managing these new forms of communication,
while also progressively exchanging
horsepower for trains and motor vehicles.
Soon after federation, the PMG was quick
to see the potential in aviation — Australia’s
first airmail deliveries were made in 1914.
The PMG's — and the public’s — interest in
the Air Mail service only grew in the years
to come, as pioneers such as Charles
Kingsford-Smith carried mailbags further
and faster around the globe.

The innovations continued until, in 1975, the PMG
became two separate entities: the Australian
Postal Commission (trading as Australia Post)
and the Australian Telecommunications
Commission (trading as Telecom Australia,
now Telstra). Fourteen years later, the
Australian Postal Commission became

the Australian Postal Corporation under the
Australian Postal Corporation Act 1989 (Cwlth).

Since becoming a government business
enterprise, Australia Post has been required
to operate as a fully commercial business.
We reinvest profits in our operations or return
them as dividends to our sole shareholder,
the Commonwealth Government.

Our future

We are proud of our rich heritage but are always
looking to the future. The history of Australia Post
has involved constant change, as we have
adapted to the evolving needs of our customers
and responded to shifts in the communications
market. Over the past 200 years, a series of
major change programs has transformed
Australia Post into one of the world’s most
efficient and progressive postal enterprises.

This work is ongoing, as we invest in

the people, technology, innovations and
partnerships that will take us into the future.
Central to our strategy for continued growth
are our three core businesses: letters &
associated services; agency services &
retail merchandise; and parcels & logistics.

We will continue to capitalise on our traditional

strengths in these areas, while extending our

capabilities, by:

* ensuring that letters remain viable and
relevant while actively pursuing opportunities
in a digitally enabled marketplace

* enhancing our suite of diverse multi-channel
services and supporting these offerings with
a compelling range of retail merchandise

* extending our already substantial reach in
domestic distribution and logistics while
targeting further international opportunities.

Our values

We conduct our business with integrity

and in compliance with all laws, regulations,
codes and corporate standards relevant to
our operations. \We require our employees and
contractors to commit to the highest ethical
standards of behaviour in their dealings with
customers, the corporation and each other.

We are also committed to adopting

and promoting principles of sustainable
development. Therefore, we report
openly on our sustainability performance;
integrate social, environmental and
economic considerations into our
decision-making; and strive to make
continuous improvements in all that

we do. In 2008-09, that improvement has
included the introduction of a stand-alone
corporate responsibility report (released
in conjunction with this annual report),
which strengthens our commitment

to sustainable business success.

We have come a long way: from one man
operating the postal service at his home in
colonial Sydney to a diverse and dynamic
business employing tens of thousands of
people across Australia and, increasingly,
around the world. Much has changed between
1809 and 2009, but our commitment to the
community and our customers” trust in our
ability to deliver have remained constant.
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Our business

Our capabilities

Letters & associated services

* Collecting, processing and distributing
letters for the entire Australian community
and between Australia and overseas.

* Offering bulk mail delivery services for
businesses and community organisations.

* Providing research, advice, consumer
list rental, and profiling and segmentation
services to help businesses target their best
prospects and customers — and achieve
solid returns on their marketing investments.

* Helping businesses make the most of their
databases (and reduce errors and costs)
through our address verification and
updating services.

* Making mail easy to use by preparing,
printing and lodging documents.

* Designing software that allows our
customers to create and lodge mail from
their desktops.

* Providing “smart” mailroom services for
businesses — including security screening,
sorting, imaging, data capture and electronic
transmission of inbound mail.

* Helping businesses manage their
customers’ replies to mailings more
efficiently — receiving and sorting them,
using technology to automatically capture
relevant data, and organising transfer of
the information.

* Providing a range of associated
services, including ticket production and
internet-based archiving and retrieval.

Agency services &

retail merchandise

* Third-party agency services that connect
consumers, businesses and government
badies, including:

—agency banking services, which provide
access to more than 70 financial institutions

— bill payment services — in person, by
phone and online

— identity services

—a range of services for travellers, including
passport applications, passport photos,
travellers’ cheques and foreign currency

—money orders and money transfers.

* A variety of complementary products,
including stationery, office supplies,
communications products, gifts and cards.

* Packaging products, including Postpak
products and a range of gift boxes.

* Collectable stamps, coins and
associated products.

* Post office boxes and locked bags.
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Parcels & logistics

* Collecting, processing and delivering
parcels all over Australia and between
Australia and overseas.

* The delivery of single parcels or
multi-parcel consignments.

* A broad range of distribution options —
from economical road deliveries to express
and time-critical services. Track and trace,
proof of delivery and compensation are
available with many of these services.

* Offering worldwide delivery, as well
as sophisticated parcels and logistics
services between Australia and the
Asia—Pacific region.

* Providing complete end-to-end supply
chain capability, from manufacturer
(domestic or international) to consumer.

* Providing domestic and international
integrated logistics services, including
order processing, warehousing, fulfilment,
distribution, returns management,
freight forwarding and co-ordination
of customs clearance.



For 200 years, we have developed our capabilities, and expanded our range

of products and services, to meet the changing needs of individual consumers,
small-to-medium sized businesses and major corporations. Our core capabilities
enable us to deliver a diverse and efficient service to our customers. We are
continuing to broaden our capabilities as we prepare for the future.

Our business partners

We collaborate with individuals, small businesses, our joint-venture partners
and our subsidiaries to provide a comprehensive range of products and services.

Contractors, franchisees Joint ventures Subsidiary companies
and licensees

The people who service more Australian air Express — a joint Post Logistics Australasia —
than 5,000 mail, courier and parcel venture with Qantas to provide a third-party logistics provider
contracts and operate almost 3,000 time-critical air and linehaul delivery. specialising in the appliance, household
franchised and licensed post offices and home entertainment sectors.
across the nation are a crucial part
of the Australia Post team. Star Track Express — a joint venture
with Qantas to provide time-critical Post Logistics Hong Kong —
business-to-business transport. freight forwarding services.
Sai Cheng Logistics International — Decipha — mailroom and document
a joint venture with China Post to workflow services.

provide supply chain management
and logistics services between China,
Australia and the rest of the world. PrintSoft — software solutions for

producing letters and documents.

iPrint — a joint venture with
Wellcom to provide internal print
management, including stamps,
retail catalogues and publications.
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Our business

News and
highlights

We delivered 95.5 per cent
of domestic letters on

time or early.
See page 19.

Stamp of approval
for 200 years

We celebrated our
bicentenary year with two
significant stamp issues.
First, ten stamps depicting
the postal service's past
and present were released
in March 2009. Then,
following a national pall,
the five Australian stamps
voted the nation’s all-time
favourites were re-issued
in June. See page 26.

Lending a helping hand

In response to the devastating Victorian bushfires in February
2009, we donated $1 million to the Red Cross Victorian Bushfire
Appeal and also collected $4.8 million in donations from the
public at our retail outlets. See page 38 for further details

about our community involvement.
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During difficult economic
conditions, we earned a

net profit of $260.6 million.
See page 11.

...........................

Passport to success

Building on our dominant and trusted position in identity services,
we became the first external entity permitted to process British
passport applications. This expanded the number of Australian
locations where British citizens can apply for passports from

four to 119. See page 24.




We handled 5.3 billion We paid $499.5 million in We served around a

items of mail and rates and taxes, and paid the  million customers every
delivered to 10.7 million Commonwealth Government  business day in our
Australian addresses. a dividend of $427.8 million. 4,433 retail outlets.
See page 128. See pages 11 and 91. See page 23.
A sustainable future The Stamp of Australia
We introduced our first enterprise-wide corporate responsibility Two hundred years of Australia’s postal service was
strategy, resulting in significant changes to the way we manage the celebrated in The Stamp of Australia, a two-part documentary
social, environmental and economic impacts of our business. Part of that screened on The History Channel and was later released
this improved approach is the introduction of a separate corporate on DVD. There was also a companion book of the same name,
responsibility report, in addition to this annual report. See page 37. published by Allen & Unwin.

*ﬂ‘-.—‘ ¥ 14

Online innovation

The Click and Send service was launched, enabling our suite

of international parcels services to be processed onling, including
documentation, payments and the option of courier pickup and
management of shipment details. This service will be rolled out
to our domestic parcels services in 2009-10. See page 30.
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Our business

Chairman'’s
Report

Just as the world has changed dramatically
over the past 200 years, so has Australia Post.
\We have continued to serve the community
by evolving to meet its changing needs,
tackling new challenges as they emerge.

In our recent history, those challenges have
included meeting the dual objectives of
earning a profit and fulfilling our community
service obligations.

Achieving these dual objectives requires

an increasingly dynamic approach, as

our traditional business of letters is under
mounting pressure from electronic
alternatives. However, new communications
technologies also open up new opportunities,
and we have seen this in the boost to our
parcels business caused by online trading.

Like many other businesses around the
world, Australia Post has experienced an
extremely difficult year as a result of the
global financial crisis. The challenges we
encountered are reflected in our financial
results, but the underpinnings of our
business remain robust.

Our dedicated people will ensure that we
maximise the opportunities future economic
growth will bring by remaining focused on

our three core business areas: letters; agency
services & retail merchandise; and parcels

& logistics. We continue to build on our
strengths in these areas by investing in the
people, processes, innovations and technology
that will carry us into the future — just as

we have done throughout our history.

Letters & associated products

While letter volumes have been falling

around the world for some time, that has

not been the case in Australia, thanks to
Australia Post’s commitment to promoting
letters as an effective communications option.
However, given the tough economic times
experienced this financial year, it is no surprise
that our letter volumes have declined — though
at somewhat lower rates than for comparable
postal organisations.

Our ongoing promotion of the unique qualities
of paper-based communications is supported
by the high service standards and value for
money we offer. Innovative digital solutions
are increasingly important in improving that
service quality and cost-effectiveness,
especially for our business customers.

Australia Post has been able to maintain

the third-lowest basic postage rate in the
OECD over the past decade because of our
investment in mail sorting technology and
the effective implementation of efficiency
programs that have brought significant
productivity gains. However, the combination
of volume decline and rising costs associated
with an ever-expanding number of delivery
points necessitated an increase in the price
of postage during 2008-09. We have applied
to the Australian Competition and Consumer
Commission for an additional increase in
200910, so that we can continue to meet
our community service obligations.

Agency services
& retail merchandise

Our retail network is the largest in Australia,
serving around one million customers every day.
The extraordinary national reach of this network
is one of Australia Post’s most formidable
assets, as is the trust that Australians place in
our brand. This sense of trust has provided us
with an ideal platform from which to expand our
range of agency-based services. In particular,
we have made great strides in identity services
this financial year — and this is an area that we
will continue to develop into the future.

This capacity to adapt our products and
services to meet our customers’ changing
needs has enabled the agency services & retail
merchandise business to perform well in what
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is an extremely challenging and competitive
market. In fact, during 2008-09 we
outperformed our financial forecasts in this area
of the business. We look forward to introducing
new products and services that complement
our core business activities and that are
enhanced by increased electronic capabilities.

Parcels & logistics

Australia Post's parcels & logistics business
continues to be the powerhouse of our profit
generation. Over recent years, growth in
the volume of parcels we have handled has
been built on a range of factors, including
the extensive reach of our network, service
reliability, increasingly sophisticated delivery
offerings and our investment in new
technology. While volumes were down
marginally in 2008—09, we expect growth
to return as economic conditions improve.

The success of our parcels & logistics business
has not been limited to the domestic market:
most significantly, our joint-venture operation
Sai Cheng continues to grow. It enables

us to source our own merchandise, and that
of our customers, out of China and reliably
deliver it in Australia. Our ability to grasp
growth opportunities in a changing world

is also demonstrated by the expanding role
our parcels & logistics business is playing in
facilitating Internet trade and the development
of our online capabilities.

Thank you

| am grateful for the efforts of our management,
staff, contractors, licensees and franchisees,
who have not only faced but also overcome
unprecedented challenges this financial year.
| thank them and our loyal customers, who
together have made Australia Post the
successful business that it is today. | would
also like to acknowledge the invaluable
contribution of my fellow board members,
whom | thank for their ongoing support in
my role as chairman of Australia Post.

»
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David A Mortimer AO
Chairman



Our business
Managing
Director’s Report

Just as we have done throughout the
past 200 years, in 2008—09 Australia Post
delivered first-class community service,
while responding dynamically to changes
in the marketplace.

Financial results and
core businesses

Like many businesses around the world,

the 2008-09 financial year proved to be

a challenging period for Australia Post. We
earned total revenue of $4.99 billion this year,
which is marginally higher than last year's
result (up 0.5 per cent).

However, the slower economic conditions
seriously affected our bottom line, with our
pre-tax profit falling by 35.7 per cent to
$380.9 million. While this was a disappointing
result, it still indicates that our business

is robust and diverse enough to maintain
profitability, even in tough economic times.

Reductions in discretionary spending were
mostly felt in our letters portfolio, which

is already under pressure from electronic
alternatives to physical mail. Addressed
domestic letter volumes declined by

4.1 per cent in 2008-09. This, together with
rising costs and the addition of approximately
200,000 delivery points, resulted in our profit
from the letters portfolio declining.

Our parcels & logistics business remained
strong and continues to contribute around half
of our profit. Revenue grew by 2.5 per cent,
mainly because of the popularity of parcel
services with enhanced tracking and delivery

verification capabilities (such as Post eParcel),
which are valued by online traders. There
was a noticeable shift away from courier and
express services to slower, more affordable
delivery options during the year. While
domestic logistics revenue declined as a
result of the slowdown in local retail trade,
our Asia—Pacific logistics operations
continued to perform strongly.

Despite the tightening of belts during
2008-09, the revenue eamed by our agency
services & retail merchandise portfolio rose by
3.2 per cent. Our expanding suite of identity
services continues to be the key driver of
revenue growth in this portfolio.

People and performance

There is no other Australian corporation

that has the kind of daily interaction with

the community that Australia Post does,

and it is our 35,509 people who provide the
foundation of our success. Their commitment
and dedication, whether working behind the
scenes or serving customers directly, has
made our brand one of the most trusted in the
nation. On-time letter delivery of 95.5 per cent
for domestic letters is just one indicator of
the excellent service our people provide.

| am proud to report that, despite the difficult
economic conditions, there were no forced
redundancy programs at Australia Post during
this financial year. We will continue to seek
productivity improvements, but our change
programs will be managed in a way that
maintains our high service standards and
respects the contribution that our people
have made to Australia Post’s success.

\We value input from our people, which

is why staff in Melbourne have contributed
to decisions about the fit-out of our new
headquarters. We will begin to occupy this
5-star green office building in late 2009 and,
ultimately, these new headquarters will
replace five existing Melbourne offices.

Technology and innovation

Improving the technology we use to operate
our business and serve our customers

has been a major focus this financial year.
We are currently upgrading our major

IT platforms, from our HR system to mail

production and article-tracking systems.

We are also investing in our mail network,
with new mail processing equipment and
improvements to our transport fleet. And,

as part of our plans to serve our customers
more effectively, we are upgrading our
point-of-sale system and our online services.

Throughout our 200-year history, we have
always promptly adopted new technology
and we have continually evolved our
products and services to meet the needs of
contemporary Australians. This commitment
to innovation and change remains a hallmark
of our business today. We continued to
deliver innovative products and services
such as Click and Send, a service that offers
low-volume customers online access to our
international parcels services. We are in the
early stages of implementing a secure digital
communications platform that will satisfy
the total communications needs of our
customers while lowering their costs. This
service will provide surety and confidence

in digital communications for businesses
and their customers.

This year, our reporting has been expanded
with the introduction of our first corporate
responsibility report which details our vision
and strategy for building a sustainable future.

Thank you

The postal service has provided vital
communications and fulfilment services for
communities throughout Australia for 200
years now. Undoubtedly, we have always been
a “people-driven” business — sustained by the
commitment of our staff and the loyalty of our
customers. And this dedication to connecting
people remains absolutely fundamental

to Australia Post today. So, | would like to
sincerely thank every one of our dedicated
people, our business partners, our suppliers
and our customers for giving us so much

to celebrate in this our bicentenary year.

Freph

¥

Graeme T John AO
Managing Director
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Our business

Financial
Results

Labour productivity (illustrating

five-year cumulative growth) before tax
% 6.4 $m
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Performance

Following a decade of consistent profit
growth, Australia Post's financial results were
hit heavily this financial year by the global
economic crisis and a slowing economy in
Australia. As a direct result of the economic
slowdown, the corporation’s profit before tax
declined by 35.7 per cent (from last year's
record high of $592.2 million).

However, our pre-tax profit of $380.9 million
for 2008-09 is still a solid outcome, given that
many international postal organisations have
reported substantial losses over the past year.
This result has ensured that our operating
cashflows continue to support capital
investment in the postal network and the

maintenance of our strategic business projects.

Despite the challenging trading conditions,
our three core business portfolios — letters

& associated services; parcels & logistics;
and agency services & retail merchandise —
all managed to achieve some revenue growth
in 2008-09. The corporation’s overall revenue
growth of $21.6 million (or 0.5 per cent) for
the year was achieved with a contribution
from all three core businesses.

The letters & associated services portfolio
achieved marginal revenue growth this year
(0.7 per cent), mainly as a result of the five
cent increase in the basic postage rate in
September 2008. The volume of domestic
letters declined from a peak of 5.2 billion
last year to 4.9 hillion this year.
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While this decline can be partly attributed
to non-recurring election-related mailings
as well as ongoing electronic substitution,
letters were not immune from the sudden
deterioration in global economic activity. In
particular, transactional mail lodgements from
small businesses contracted sharply during
the year. The overall decline in addressed
domestic letter volumes was 4.1 per cent.
Compared with postal administrations
overseas, however, Australia Post's letter
volumes have remained resilient, and we
are confident that physical mail remains

a highly effective and vital form of
contemporary communication.

Agency services & retail merchandise was

the strongest performing portfolio this year,
recording revenue growth of 3.2 per cent. This
growth was fuelled by the growing demand for
in-person identity services and by aligning our
range of retail products to meet the changing
needs of our customers.

Parcels & logistics achieved revenue growth
of 2.5 per cent, which is well below the strong
growth trend of recent years. More than any
other segment, demand for our parcels and
logistics services fluctuates according to
broader economic activity. Overall, the volume
of parcels we delivered declined marginally in
2008-09. The downturn in economic activity
was most evident in our logistics business,
which serves the business-to-business and
business-to-consumer sectors.
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Operating profit
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The fall in our letter volumes was the major
factor contributing to our return on revenue
declining to 7.6 per cent this year (from

11.9 per cent last year). This result mainly
reflects the impact of rising costs, especially
the addition of approximately 200,000 delivery
points to our nationwide mail delivery netwaork.

Dividends

Based on the distribution of 75 per cent

of the corporation’s after-tax profit, ordinary
dividends payable from the 2008-09 result
are expected to total $184 million. Total
ordinary dividends declared have reduced
by $150.6 million, highlighting the impact
of the volatile economic environment.

During the year, the corporation met its
obligation to provide the Commonwealth with
an additional $150 million dividend payment.
This additional dividend related to earnings
from both the current and prior years.

Capital expenditure

Australia Post continues to invest in growing
its asset base to support core business
activities. Our capital expenditure for the
year was $270.1 million, which is $25 million
less than the previous year. The bulk of this
investment went towards critical information
technology infrastructure assets. \We made
important investments during the year in our
SAP enterprise system, HR systems, event
management systems and an upgrade to our
point-of-sale system. These investments will
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enhance our SAP enterprise foundation and While we don't expect to see a free-fall in Australia Post remains well placed for future
enable our systems to support the introduction  letter volumes, there does appear to be a growth, but we need to be financially cautious
of new services, improve time to market and systemic decline in the letters market (based and ensure that we have sufficient reserves to
ensure ongoing reliability and efficiency gains. on international trends over recent years). invest in the right opportunities as they arise.
With the projected expansion of the delivery This will enable us to pursue our business
Cash management network and the associated increase in costs, strategies and continue to deliver long-term
the corporation will be able to maintain the sustainable value to our shareholder.

Despite weakening consumer demand

and volatility in global credit markets,
Australia Post maintained a strong cash
position of $507 million. Although this is down
$203.2 million on last year, there was still
sufficient cash in reserve to fund dividend
payments of $427.8 million and capital
expenditure of $270.1 million.

In March 2009, $300 million of bonds matured
and the corporation refinanced these, plus

an additional $25 million, at market rates

until March 2014. This has had an impact

on the corporation’s key balance sheet and
cashflow indicators. Debt to debt plus equity
increased to 23.3 per cent (15.4 per cent last
year) and interest cover reduced to 11 times
(from 15.6 times last year).

Outlook

The immediate outlook for the Australian
economy remains uncertain and we face
ongoing risks from a prolonged economic
slowdown, rising interest rates and potentially
rising input costs. However, given the diversity
of the corporation’s businesses and our focus
in the Australian and (to a lesser extent) the
Asian markets, we are well placed to deliver
acceptable financial returns in the future.

viability of the reserved service on letters
only by increasing the basic postage rate.

Five-year trends'

2005 2006 2007 2008 2009

Revenue ($ million)?2 43259 45301 47111 49592 49853
Profit before tax (§ million) 469.8 515.6 561.7 592.2 380.9
Profit after income tax ($ million) 3413 367.9 400.7 432.2 260.6
Return on revenue (%) 10.9 11.4 1.9 1.9 7.6
Return on average operating assets (%) 17.9 18.7 19.6 19.4 12.2
Debt to debt plus equity (%) 212 18.3 15.9 15.4 23.3
Ordinary dividend declared ($ million)? 286.2 267.3 296.9 3346 184.0
Special dividend declared (§ million) 0.0 0.0 0.0 111.6 38.4
Interest cover 15.1 17.2 18.4 15.6 11.0
Cumulative labour productivity 2.7 5.6 7.1 9.8 6.4
Mail volumes (millions) 53631 54181 55158 56094 53234
Capital expenditure ($ million) 159.4 230.6 283.7 295.1 2701

1 Financial information is presented under Australian equivalents of International Financial Reporting Standards (A-IFRS).
2 Includes the corporation’s share of net profits of jointly controlled entities.
3 The 2006, 2007, 2008 and 2009 dividends were determined under A-IFRS. The 2005 dividend was based

on accounting standards applicable at the time (AGAAP).
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Our business

Key business results
and the year ahead

12

Our core businesses

Letters & associated services
(see pages 16-21)

Revenue

* Revenue from domestic letters
increased by 0.7 per cent.

« eletter Solutions, PrintSoft
and Decipha again achieved
revenue growth.

Results and highlights

* Delivered 95.5 per cent of domestic
letters on time or early.

* Delivered 97.5 per cent of bulk mail
on time or early.

* Invested in major programs to
improve operational efficiency
and flexibility.

* Continued to operate one of
the world’s most inexpensive
and reliable letters services.

The year ahead

* We will continue to develop
innovative mail products and
services, including complementary
digital solutions.

* We will stimulate mail volumes by

continuing to promote physical mail.

* As costs outstrip letter revenue,
new revenue sources will be
sought for the letters & associated
services portfolio.

Agency services & retail
merchandise (see pages 22-7)

Revenue

* Retail merchandise and philatelic
products revenue increased by
4.8 per cent.

* Agency services revenue
increased by 1.7 per cent.

Results and highlights

* Maintained Australia’s largest
retail network, with 4,433 outlets
(including 2,541 in rural and
remote areas).

* Served around a million
customers every business day
in our retail outlets.

* Conducted 1.3 million Australian
passport interviews and became
the first external entity permitted to

process British passport applications.

* Sold our millionth gift card.

The year ahead

* We will continue to invest in
new technology to enhance our
point-of-sale and multi-channel
capabilities.

* We will further develop our diverse
range of agency services, with an
emphasis on identity services.
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Parcels & logistics
(see pages 28-33)

Revenue

* Revenue from domestic parcels
increased by 4.5 per cent.

* Express Post revenue increased
by 8.5 per cent.

* Revenue for Sai Cheng, our

joint venture in China, increased
by 56.4 per cent.

Results and highlights

* Delivered 96.4 per cent of large
parcels on time or early.

* Delivered 99 per cent of Express
Post items on time or early.

* Post eParcel volumes increased
by 13 per cent.

* Online processing of our
international parcel services
became available with the launch
of our Click and Send service.

The year ahead

* \We will continue to invest
in technology that will improve
our efficiency and the
customer experience.

* We will expand further into the
business-to-business parcels market.

* We will expand our Sai Cheng
operations in China and look to
further extend our international
logistics activities.



Our business

Performance
against targets

2008-09 Targets 2008-09 Performance

Financial

Revenue base of $5.24 billion. We earned revenue of $4.99 billion.

Profit before tax of $575.1 million. We made a before-tax profit of $380.9 million.

Return on average operating assets of 17.8 per cent. We achieved a return on average operating assets of 12.2 per cent.
Return on equity of 24.6 per cent.! We achieved return on equity of 15.4 per cent.'

Service

Deliver 94 per cent of domestic letters on time. We delivered 95.5 per cent of domestic letters on time.
Maintain 4,000 retail outlets, including We maintained 4,433 retail outlets, with 2,541

2,500 in rural and remote areas. of these in rural and remote areas.

Maintain 10,000 street posting boxes. \We maintained 16,055 street posting boxes.

People

Achieve attendance rates of 94.4 per cent. We achieved attendance rates of 94.6 per cent.

Reduce our lost-time injury frequency rate to 6.6. We sustained 7.1 lost-time injuries per million work hours.
Achieve employment of 605 Indigenous Australians We employed 605 Indigenous Australians (including 33 trainees)
(including trainees). (1.7 per cent of our total workforce).

1 Return on equity excludes the corporation’s superannuation assets.
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A PMG mail van on the corner of Martin Place and Castlereagh Street,
Sydney, in the early 1920s. Today, Australia Post mail vans are still part
of everyday life, seen on roads all over Australia.




Core businesses

Australia’s postal service was founded 200 years ago so that mail in the fledgling colony of New South Wales
could be reliably sent and received. The reliable delivery of mail is still at the heart of what we do, but our
network and our products and services have expanded dramatically since 1809. Essentially, Australia Post

has three core businesses — delivering letters, handling parcels and operating retail outlets. Tens of thousands
of people keep our diverse operations humming. From collection to delivery, many hands ensure that letters
arrive promptly at 10.7 million Australian addresses — and counting. Others provide a diverse range of products
and services at 4,433 retail outlets, from the big cities to the smallest country towns. More and more of our
people and partners deliver increasingly important parcel and logistics services across the nation and around
the globe. From humble beginnings in 1809, Australia Post has grown to become one of the world’s most
successful postal enterprises.

Australia Post Annual Report 2008-09 | Report of operations 15







Core businesses

Letters &
associated services

Highlights of 2008-09

We continued to operate one
of the world’s most reliable
and affordable letters services.

We delivered 95.5 per cent of
domestic letters on time or early.

We delivered 97.5 per cent
of bulk mail on time or early.

Our innovative letters businesses
defied market conditions:
Decipha'’s revenue rose

by 13 per cent, PrintSoft’s

by 11.3 per cent, and elLetter
Solutions’ by 16 per cent.

In 1809, when Australia’s postal service began, letters were crucial

to keeping in touch across town and around the world. While other forms

of communication have long since become options, letters continue to play

an important communications role for business, government and the wider
community. Australia Post has maintained its place as a global leader in
promoting letters as a reliable, efficient and personal way of connecting people.
Despite difficult economic conditions, we continue to deliver a cost-effective
and trusted letters service that meets our community service obligations.

Our place in the market
Australia Post handles three key letter categories:

* transactional, which involves transactions between businesses and their customers
(bills, invoices, accounts and statements)

* promotional (brochures, catalogues and other marketing communications)
* social (greeting cards, postcards and personal letters).

Over many years, letters have faced competition from other forms of communication such

as the telegraph, telephone and fax. In more recent times, the speed and cost-effectiveness
of an increasing number of electronic alternatives have undoubtedly put letters under pressure.
However, mail remains an effective and reliable communication channel with unique physical
qualities appreciated by both senders and receivers.

Letter volumes and revenue

After experiencing positive volume growth in recent years — in contrast to many overseas
countries where letter volumes had declined — in 2008—09 the challenging economic climate
triggered a decline in Australian letter volumes.

The volume of addressed domestic letters fell by 4.1 per cent this year. This was due to the
slowdown in economic activity and ongoing electronic substitution as well as the lack of federal
election mailings, which boosted volumes to record levels in the previous period.

Overall revenue for the letters and associated services portfolio increased marginally —
by 0.7 per cent, mainly as a result of the five cent increase in the basic postage rate
in September 2008.

Basic postage rate increase

Every year, Australia Post must deliver to approximately 200,000 new points around the nation,
adding substantially to costs. As letter volumes are unlikely to grow significantly into the future,
these costs cannot be met without increasing the basic postage rate (BPR). Following an
application to the Australian Competition and Consumer Commission (ACCC), the BPR was
raised from 50 to 55 cents in September 2008. Even after this increase, Australia still has

the third-lowest BPR of OECD countries. See page 18.

Growth through innovation
In 2008—09, mail innovation was driven by specialisation and collaboration.

Australia Post actively works with all areas of the mail industry to develop, support and
promote mail solutions that add value to, and improve the effectiveness of, the mail channel.

We continued to add strength to our core delivery products, extend our range of specialist
services and stimulate growth through the introduction of collaborative solutions across the
entire mail value chain.
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Core businesses Letters & associated services

Innovative delivery products
and specialist services

In recent years, Australia Post has taken to
market many innovations that make letters
a more convenient, flexible and effective
communications option for businesses and
other organisations. Key initiatives include
the following.

* Acquisition Mail: an unaddressed,
non-personalised delivery service that allows
businesses to send mail to every residential
address in a specified area, with the option
to exclude existing customers.

eletter Easy Peel: a high-impact direct
mail product unique in Australia. A special
varnish forms a light seal on a postcard-like
mail piece, which the recipient can peel
open to reveal a personalised message.

elLetter Wrap: an A4 full-colour page
that folds in on itself to form an envelope.
It allows customers to use all the visible
area of their mail piece, which can be
fully personalised.

Mail Channel Response Devices:
Australia Post worked with external
organisations to promote new, innovative
mail response devices. This assists
companies to select mail-based response
devices that can be more effective than
non-mail channels, help increase response
rates and enable recipients to respond

in a convenient and simple way.

Innovative and environmental envelopes:
work was undertaken with envelope
manufacturers to provide innovative

The price of a basic postage stamp

envelope solutions and inform marketers
of the range of envelopes that are available
that minimise impact on the environment.

* eletter Ticket: has opened up a new market
in the ticketing industry by both increasing
automation and significantly enhancing
direct-marketing capabilities.

* Sensory mail: highlights the unique
ability of mail to reach all five senses —
touch, sight, smell, hearing and taste.
Australia Post provides information on
the latest range of direct mail creative
production techniques and the suppliers
that can produce these types of campaigns.

Specialist data products

The availability of customer data is crucial to
the success of promotional mail. Australia Post
has undertaken a wide range of activities that
enable businesses to access reliable, accurate
and relevant customer data. Key products and
solutions include:

* Australian Address Reference Files:
a nationwide collection of deliverable
addresses for marketing purposes
maintained by Australia Post, which
includes residential, non-residential
and “no advertising material” indicators.

* Customer Locator: a user-friendly online
service enabling small-to-medium-sized
enterprises to access primary address data
for marketing campaigns.

* Re-Connect: a service that enables
organisations to re-establish contact with
lost customers who have consented to
make their data available.

* Prospect File: a database of approximately
8.7 million prospective data records that
is built from Australia Post’s residential
address database (the Australian Address
Reference File), overlaid with lifestyle
data that is collected from the Australian
Lifestyle Survey.

Movers Marketing: allows marketers
to make contact with the three million
individuals who move home every year
in Australia. We provide businesses with
an opportunity to mail (and email) to
consumers at a time when they are
open to products and services as they
settle in to their new home.

Data Co-operative: supports the direct
mail activities of the fundraising, publishing
and mail order sectors. Customer data and
transactional information are pooled into

a single database. All participants use

this central database to prospect for

new customers and reactivate lapsed
customers or donors.

Transaction Universe: a mailing database
of 1.2 million individuals who have

purchased goods or services by mail order
or donated by mail over the last two years.

National Change of Address: a service
that helps businesses update addresses
on their databases, minimising the risk of
losing customers as a result of relocation
and reducing the costs of processing
return-to-sender mail.

Asis (A$)  +VAT Asis (A$)  +VAT Asis (A$)  +VAT
Korea 0.43 0.47 Switzerland 0.91 0.98 Finland 1.21 1.21
New Zealand 0.48 0.48 United Kingdom 0.88 1.01 Turkey 1.21 1.21
Australia 0.55 0.55 Japan 1.05 1.05 Czech Republic 1.05 1.25
United States 0.66 0.66 Ireland 0.88 1.07 Italy 1.04 1.25
Canada 0.67 0.67 France 0.93 1.1 Hungary 1.05 1.26
Spain 0.64 0.74 Austria 0.94 113 Portugal 1.05 1.26
Netherlands 0.75 0.90 Germany 0.98 1.16 Norway 1.27 1.27
Luxembourg 0.80 0.92 Denmark 0.95 1.19 Poland 1.1 1.35
Iceland 0.75 0.94 Belgium 0.99 1.20 Greece 1.17 1.39
Sweden 0.97 0.97 Mexico 1.20 1.20 Slovak Republic 1.35 1.61

Note: The VAT-inclusive rate (equivalent to Australia's GST) is the rate that would apply if national VAT exemptions were removed.
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Collaborative solutions
across the mail value chain

Australia Post actively works with business
and the community to develop collaborative
solutions and a wide variety of tools and
information resources that encourage more
efficient and effective mail use. The following
are some examples.

* Local Area Mail Made Easy: a brochure
supported by online material highlighting a
range of local-area mail solutions, including
One-Call Customer Mail and youGROW,
which Australia Post has developed and
supported to help business networks
and franchise organisations implement
and manage mail campaigns.

eLetter Prospect Package: a complete

mail solution that combines Acquisition Mail
with eLetter Easy Peel or eLetter Wrap, used
by businesses to target potential customers.

Council Community Update: developed
by Australia Post with Qur Community and
the Municipal Association of Victoria, the
Community Update mail pack concept was
launched in Victoria at the end of 2008—09.
By using the services of Australia Post

and consolidating communications into

an identifiable pack, it assists councils in
engaging constituents with maximum
efficiency and effectiveness.

Transpromotional mail: a program

that helps organisations to increase the
effectiveness of their mail communications
by adding targeted promotional messages
to the bills and statements they already
mail to their customers.

Established programs also continued,

such as the Open Up To Mail campaign
(openuptomail.com) and the Marketing, Media
and Post Centre of Excellence on the Our
Community website (ourcommunity.com.au).

Delivery performance
and community service

Letters is Australia Post’s only business that
is partially protected. Under the Australian
Postal Corporation Act 1989 (Cwith), letters
that weigh 250 grams or less, or that cost
less than four times the basic postage rate,
are reserved to Australia Post. In return for
this protected service, we are required

to meet a series of community service
obligations (CSOs). In 2008—09, we met or
exceeded all of our CSO-related performance
standards. (See page 110 for a complete
description of our obligations and how we
performed against them.)

One of the key performance standards we
must meet is 94 per cent on-time delivery for
non-bulk letters. Once again, we exceeded
this target, delivering 95.5 per cent on time or
early. Almost all of the remaining 4.5 per cent
of letters were delivered the following day.
We also monitor our delivery of bulk-lodged
business mail, 97.5 per cent of which was
delivered on time during 2008-09.

Our delivery performance figures are also
independently monitored and audited. Global
monitoring company Research International
assesses our performance, and audit firm
Deloitte Touche Tohmatsu independently
certifies the results.

Since 200607, Research International has
inserted radio frequency identification (RFID)
tags into a sample of bulk and basic test
letters each month. A national network of
people record when these items are sent
and received, while equipment in our mail
and delivery centres registers the RFID tags
as they pass through. The resulting data
not only verifies that we are meeting

our performance standards, it also aids

in identifying potential problems, which

in turn enhances our service performance.

Bulk mail services

Bulk mail services, which generate 52 per cent
of our domestic letters volume, showed lower
volumes than last financial year. This reflects
the negative impact economic conditions

have had on business behaviour throughout
Australia. However, customers continue to
value the convenience and cost savings of

our bulk mail services.

The Bulk Mail Partner (BMP) program
continues to grow, with over 60 mail houses
now accredited. Bulk Mail Partners meet
defined standards for quality mail production.

International letters

At a time of global economic downturn,

when use of digital communication has
increased due to its relatively low cost, our
total international letter volumes decreased by
12.5 per cent. The major areas of decline were
in postcards, greeting cards, aerogrammes
and business mail.

In 2008-09, we again exceeded our on-time
delivery target set by the Universal Postal
Union for inward international letters.

Operational optimisation
programs

In order to continue delivering a letters service
that is both reliable and affordable, Australia Post
continuously invests in programs designed to
improve our operational efficiency and flexibility.

A key initiative currently under way is Future
Delivery Design (FDD). This program comprises
several change projects aimed at improving
the efficiency of our delivery operations,
tackling recruitment challenges and enhancing
customer service while maintaining and
strengthening Australia Post’s position in

a rapidly changing marketplace.

Among its achievements during 2008-09,
the FDD program has:

* continued the roll-out of automated sorting
of letters into delivery sequence order
(approximately 15 per cent of all rounds
will be sequenced by the end of 2009)

* begun implementation of an upgrade to the
address recognition software and hardware
in our mail centres with the aim of improving
our address recognition on the mail sorting
machinery by more than 10 per cent and
reducing missorts

* successfully tested alternative
modes of delivery equipment, such
as electric-power-assisted bicycles and
tricycles, as well as new walk buggies,
for implementation in delivery.

Another major program, PostMaster, made
significant progress this financial year in
modernising Australia Post’s core address,
network and mapping systems, processes
and support.

Among PostMaster program activities

during 2008-09 was the establishment of

an enterprise Geographic Information System
(GIS) Unit to implement an enterprise software
licence agreement and national standards for
mapping services. In May 2009, the Australia
Post board approved the Address Replatform
project, which will consolidate seven
applications and five databases into one
integrated IT solution to assist in managing
address information more effectively.

Mail production and handling
Decipha

Our subsidiary business Decipha provides
a broad range of document management

services tailored to meet specific
client requirements.
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Core businesses Letters & associated services

Decipha’s services include mailroom
management, document imaging, data capture,
automated document categorisation, and
electronic workflow and storage solutions.
Decipha's clients are major organisations from
a wide range of industry sectors, including
government, financial services, manufacturing
and retail.

In 200809, Decipha continued its strong
growth by:

* winning new contracts with a range of key
clients, including Telstra, Optus and Vodafone

* establishing imaging and data capture
capability at its Canberra operations

* successfully responding to the federal
government’s requirements for nationwide
health declaration card processing (urgently
initiated for the HIN1 influenza pandemic)

* extending its capability into the delivery
of electronic workflow, storage and
retrieval solutions

* introducing online “smart” form services
to extend its data capture capabilities.

This positive activity led to a 13 per cent
increase in revenue this financial year.

PrintSoft

Our subsidiary company PrintSoft develops
specialised software for the delivery of
communications to the corporate and
service bureau sectors.

PrintSoft employs around 160 people in nine
offices around the globe, with sales activities
in Europe, the Middle East, North America,
the Asia—Pacific region and South Africa.

Its products address the key elements in the
document life-cycle process, from document
origination and design, approval and release
management to production-data input and
transformation, and final communication
delivery, through to paper-based and other
electronic multi-channel delivery mechanisms.

PrintSoft is a leader in hybrid mail, which
collects the small short-run personalised jobs
created throughout a company, applies postal
sorting and data cleansing, and organises
them into efficient high-volume production
print jobs. These jobs can either be printed
centrally or subdivided electronically to
printing locations around the world, close

to the points of mail delivery.

PrintSoft’s revenue increased by
11.3 per cent in 2008—-09.

eletter Solutions

Letters meet digital technology through the
eLetter suite of products, allowing businesses
to send mail from their computers to their
customers’ physical letterboxes. Despite

the challenging economic environment,
eLetter Solutions had another outstanding
year: volumes increased by 9.6 per cent

and revenue was up by 16 per cent.

These excellent results are due to the
innovative new products introduced over
recent years. A number of these are outlined
on page 18, including eLetter Easy Peel, which
was launched this financial year, and eletter
Ticket, which was enhanced during the year.

Other significant activities during
2008-09 included:

* development of the Advertising
Management System for use with direct
mail and tickets (this will deliver new
revenue opportunities and assist the
mail industry in maximising the benefits
of transpromotional mail)

* completion of the infrastructure
upgrade project, delivering cost savings
and a state-of-the-art platform for the
hybrid mail network

* completion of a successful pilot for
WA Police On-Line Forms for their national
police checking process.

Data services

First Direct Solutions, Australia Post's
consumer data and media division, offers
paper-based and digital communications
targeted at the business-to-consumer market.
First Direct Solutions also manages the

Mail Redirection and Mail Holding services.

[t manages the following databases to help
organisations acquire and target customers:
Lifestyle, Movers, Data Co-operative,
Transaction Universe, Australian Address

Reference File and National Change of Address.

In 200809, First Direct Solutions’ revenue
was maintained.

Over the past 12 months, the division has
seen a shifting emphasis from customer
acquisition to customer retention strategies.
First Direct Solutions has focused on
continuing to support the industry with

its retention products and services, as well
as developing opportunities in the digital
communications market.
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Economic conditions have also affected
consumers’ decisions to relocate or travel, and,
as a result, revenue for the Mail Redirection &
Mail Holding Services declined by 0.5 per cent.

Among the highlights of 200809,
First Direct Solutions:

¢ increased the distribution of data for direct
mail marketing by 24 per cent

* exceeded the data generation target
of 8 per cent growth, as we continue
to generate data volumes for our core
data assets through direct mail and
online channels

* brought the Australian Lifestyle Survey
website in-house, providing for greater
flexibility and control in the collection
of data

* as a result of bringing the Australian Lifestyle
Survey website in-house, also developed
real-time data collection, significantly
increasing speed to market for data collected

* launched a movers inserts service to provide
organisations with move-related offers to
insert their marketing messages into Mail
Redirection confirmation and renewal letters.

The future

The decline in overall letter volumes this
financial year has emphasised the importance
of Australia Post’s ongoing promotion of the
benefits of physical mail. Through specialisation
and collaboration we will continue to deliver
innovative products, services and campaigns
that highlight the effectiveness of mail as a
transactional and promotional tool. We will
also maintain a strong focus on making all
aspects of the network more efficient and
flexible in order to minimise costs.

While ensuring that paper-based
communication remains viable and relevant,
the letters & associated services portfolio will
continue to develop products and services
that appeal to a digitally enabled generation.
Innovative businesses, such as First Direct
Solutions and eLetter Solutions (which will
move to an advanced, purpose-built facility

in late 2009), will be an important part of our
dynamic response to changing market trends.

We remain committed to providing our
customers with value, as well as products
and services that meet their changing needs.
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