




































































































































































































































































88

13. Non-current assets — Intangible assets

a) Intangible assets

NBN Co Limited

Notes to the Financial Statements

30 June 2012

NBN Group
Software Licences Total
$’000 $’000 $’000

As at 1July 2010
Cost 10,054 - 10,054
Accumulated amortisation - - -
Net book value 10,054 - 10,054
Year ended 30 June 2011
Opening net book amount 10,054 - 10,054
Additions 130,624 123,488 254,112
Amortisation (2,255) (11,108) (13,363)
Net book value 138,423 112,380 250,803
As at 30 June 2011
Cost 140,678 123,488 264,166
Accumulated amortisation (2,255) (11,108) (13,363)
Net book value 138,423 112,380 250,803
Year ended 30 June 2012
Opening net book amount 138,423 112,380 250,803
Additions 296,241 3,120 299,362
Amortisation (19,932) (26,070) (46,002)
Net book value 414,732 89,430 504,162
As at 30 June 2012
Cost 436,919 126,608 563,527
Accumulated amortisation (22,187) (37,178) (59,365)
Net book value 414,732 89,430 504,162

As at 30 June 2012, NBN Co had intangible assets under development amounting to $97,403,000
(2011: $86,464,000). As these assets were not installed and ready for use there is no amortisation

being charged on these amounts.

Amortisation of $46,002,000 (2011: $13,363,000) is included in depreciation and amortisation

expense in the profit or loss.



NBN Co Limited
Notes to the Financial Statements
30 June 2012

13. Non-current assets — Intangible assets (continued)

b) Assets in the course of construction
The carrying amounts of the intangible assets disclosed in Note 13(a) includes expenditure
recognised on assets which are in the course of construction.

NBN Group
Year ended Year ended
30June 2012 30June 2011
$’000 $’000
Software 90,171 81,464
Licences 7,232 5,000
Total assets in the course of construction 97,403 86,464

c) Telecommunications Licences

The licences are radio communication licences issued under the Radiocommunications Act 1992,
valid until June 2015.

14. Impairment

As at 30 June 2012, NBN Co had intangible assets under development amounting to $97,403,000
(2011: $86,464,000) which require testing for impairment. For the purposes of the NBN Group’s
impairment testing, NBN Co has identified one cash generating unit (CGU) in accordance with Note
1(I). The CGU is determined according to the smallest group of assets that generate cash inflows
that are largely independent of the cash inflows from other assets or groups of assets. Using a fair
value less costs to sell method no impairment loss was identified (2011: Nil).

15. Trade and other payables

NBN Group

Year ended Year ended
30June 2012 30June 2011
$’000 $’000

Current
Trade payables 103,489 25,555
Accruals 173,502 83,801
Total 276,991 109,356

Information about the group’s exposure to foreign exchange risk is provided in Note 27(e).
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NBN Co Limited
Notes to the Financial Statements
30 June 2012

16. Other financial liabilities

NBN Group
Year ended Year ended
30June 2012 30June 2011
$'000 $'000
Current
Lease liabilities and right of use licences 4,942 -
Non Current
Lease liabilities and right of use licences 232,441 -
Total 237,383 -

The NBN Group accounts for various infrastructure assets and premises as finance leases and right of
use licences. The finance leases and right of use licences have terms expiring within twenty to thirty
five years.

Included within the carrying amount of property, plant and equipment in Note 12 an amount for
infrastructure assets (including duct, rack spaces and dark fibre acquired under the Telstra Definitive
Agreements refer to Note 23) of $204,920,000 (2011: Nil) and premises (aggregation node depots)
of $25,446,000 (2011: Nil).

Property and network infrastructure finance leases and right of use licences provide for the payment
of incremental contingent rentals based on movements in a relevant variable price index.
Contingent rentals are not included in lease liabilities or right of use licence liabilities. Contingent
rentals paid during the year are disclosed in Note 4.

The future finance charges applicable to NBN Group’s finance leases and right of use licences are
disclosed in the Schedule of Commitments.

(i) Property Leases
The NBN Group leases a total of 6 industrial properties under finance leases with various occupancy
terms that are due to expire within 20 years.

(ii) Network Infrastructure

The Telstra Definitive Agreements refer to Note 23 provides access to various infrastructure
including dark fibre links, rack spaces in exchanges, ducts and associated duct infrastructure (pits
and manholes) which have been recognised as finance leases.

The rights of access have an initial term of 35 years, with two options each exercisable at NBN Co’s
discretion, of 10 further years each. Key elements of the lease arrangement including interest rate,
lease term and valuation methodology was assessed at the inception of the lease. Inception date for
the finance lease arrangements has been determined as 7 March 2012 when the Telstra Definitive
Agreements became unconditional.



16. Other financial liabilities (continued)

NBN Co Limited
Notes to the Financial Statements
30 June 2012

NBN Group
Year ended Year ended
30June 2012 30June 2011
$’000 $’000
Commitments in relation to finance leases are
payable as follows:
Within one year 23,352 -
Later than one year but not later than five years 81,468 -
Later than five years 581,813 -
Minimum lease payments 686,633 -
Future finance charges (449,250) -
Recognised as a liability 237,383 -
Representing lease liabilities:
Current (Note 16) 4,942 -
Non-current (Note 16) 232,441 -
237,383 -

17. Operating Leases

Operating Leases

The NBN Group leases 27 properties and 132 commercial vehicles under operating leases with

various occupancy terms that are due to expire within one to ten years.

Leases generally provide the NBN Group with a right of renewal, at which time the commercial terms

are renegotiated with reference to market benchmarks. Lease payments generally comprise a base

amount plus an incremental contingent rental based on movements in the Consumer Price Index

and reviews to market-based levels.

The NBN Group sub-licenses 2 properties with various short term occupancy periods.
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17. Operating Leases (continued)

NBN Co Limited
Notes to the Financial Statements
30 June 2012

NBN Group
Year ended Year ended
30June 2012 30June 2011
$’000 $’000
Commitments for minimum lease payments in
relation to non-cancellable operating leases are
payable as follows:
Within one year 24,421 13,494
Later than one year but not later than five years 82,422 57,334
Later than five years 63,052 25,495
Total 169,895 96,323
Sub-lease payments
Future minimum lease payments expected to be
received in relation to non-cancellable sub-leases of 24 -

operating leases

Full details of the NBN Group’s operating leases are also contained in the Schedule of Commitments.

18. Provisions

NBN Group
Year ended Year ended
30June 2012 30June 2011
$'000 $’000
Current
Employee benefits 15,234 6,884
Make good provision 1,031 231
Total 16,265 7,115
Non-Current
Employee benefits 1,418 175
Make good provision 11,028 7,223
Total 12,446 7,398
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18. Provisions (continued)

a) Amount not expected to be settled within the next 12 months

The non-current provision for employee benefits includes long service leave and deferred short term
incentives not expected to be settled in the next 12 months.

b) Make good provision

Where NBN Co is required to restore the leased premises to their original condition at the end of the
respective lease terms and to decommission VSATSs installed under the First Release Satellite
Solution, a provision has been recognised for the present value of the estimated expenditure to
remove any lease hold improvements and to decommission installed very small aperture terminals
(VSATs). These costs have been capitalised as part of the cost of leasehold improvements and are
amortised over the shorter of the term of the lease or the useful life of the assets. A VSAT
retirement obligation asset has been recognised and is being amortised to 30 June 2015.

NBN Group
Year ended Year ended
30June 2012 30June 2011
$’000 $'000
Carrying amount at start of year 7,454 -
Charged/credited to property, plant & equipment 3,667 7,454
Charged/credited to the profit and loss - unwinding 938 )

of discount

Amounts used during the year - -
Carrying amount at end of year 12,059 7,454
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19. Contributed equity

a) Share capital

NBN Co Limited
Notes to the Financial Statements
30 June 2012

NBN Group NBN Group
Year ended Year ended Year ended Year ended
30June 2012 30June 2011 30June 2012 30June 2011
Number of Number of $’000 $’000
Share capital
Ordinary shares
Fully paid 2,832,000,010 1,362,000,010 2,832,000 1,362,000
Total consolidated contributed equity 2,832,000 1,362,000
b) Movements in ordinary share capital
NBN Group NBN Group
Date Details Number of Issue Value of Shares $
Shares S
30June 2010 Balance 312,000,010 312,000,010
20July 2010 Equity injection 350,000,000 1.00 350,000,000
21 December 2010 Equity injection 350,000,000 1.00 350,000,000
19 April 2011 Equity injection 350,000,000 1.00 350,000,000
30June 2011 Balance 1,362,000,010 1,362,000,010
5July 2011 Equity injection 350,000,000 1.00 350,000,000
31 August 2011 Equity injection 450,000,000 1.00 450,000,000
18 November 2011 Equity injection 320,000,000 1.00 320,000,000
15 February 2012 Equity injection 350,000,000 1.00 350,000,000
Total consolidated contributed equity 2,832,000,010 2,832,000,010

c) Ordinary shares

Ordinary shares entitle the holder to participate in dividends and the proceeds on winding up of the

company in proportion to the number and amounts paid on the shares held.
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Notes to the Financial Statements
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19. Contributed equity (continued)

On a show of hands every holder of ordinary shares present at a meeting in person or by proxy, is
entitled to vote, and upon a poll each share is entitled to one vote.

Ordinary shares have no par value and the company does not have a limited amount of
authorised capital.

d) Capital risk management

The company’s objectives when managing capital is to safeguard its ability to continue as a going
concern, so that it can continue to provide benefits for other stakeholders and to maintain an
optimal capital structure.

20. Reserves and accumulated losses

a) Movements in reserves:

NBN Group
Year ended Year ended
30June 2012 30June 2011
$’000 $’000
Cash flow hedges 15,726 -
Total 15,726 -
Movements
Cash flow hedges
Balance 1July - -
Revaluation - gross 22,577 -
Deferred tax (6,740) -
Transfer to other asset - gross (112) -
Balance at 30 June 15,726 -

b) Nature and purpose of reserves

The cash flow hedging reserve is used to record gains or losses on a hedging instrument in a cash
flow hedge that are recognised in other comprehensive income. Amounts are reclassified to profit
or loss when the associated hedged transaction affects profit and loss.
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20. Reserves and accumulated losses (continued)

c¢) Movements in accumulated losses:

NBN Group
Year ended Year ended
30June 2012 30June 2011
$'000 $'000
Balance at 1 July (403,195) (79,974)
Net (loss) for the year (520,205) (323,221)
Balance at 30 June (923,400) (403,195)

d) Dividends declared
No dividends were declared or paid during the year.

21. Remuneration of auditors

Under section 35 of the Commonwealth Authorities and Companies Act 1997 the Auditor-General is
responsible for auditing the financial statements of NBN Co Limited and its subsidiaries. On 31
March 2011, the Australian National Audit Office appointed PricewaterhouseCoopers (PwC) as
contractors to the financial statement audit process.

PwC was previously retained by NBN Co Limited as internal auditor, and a condition of their
appointment as contractor to the Australian National Audit Office was the transition of the internal
audit role. This transition was completed by 30 June 2011 and is now managed directly by NBN Co
Limited with other providers.

Prior to PwC’s appointment as contract auditor, PwC had been separately engaged by NBN Co in
various advisory capacities, further details of which are provided below. After their appointment on
31 March 2011, PwC was engaged in relation to the continuation of advisory services to which they
were already committed. With regards to these residual advisory services provided by PwC it is
noted that they did not involve partners or staff acting in a managerial or decision-making capacity,
or being involved in the processing or originating of transactions, nor did the partners and staff
involved in the provision of non-audit services participate in NBN Co’s associated approval or
authorisation processes.

In the current year the company has employed PwC on assignments additional to their contract
auditor duties, and may decide to continue to do, where their expertise and experience with the
NBN Group is important and no potential conflicts of interest exist. Any such engagement with PwC
is subject to prior approval by the Australian National Audit Office and having regard to their
independence policies.
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21. Remuneration of auditors (continued)

The directors are satisfied that the provision of advisory services by PwC did not compromise auditor
independence requirements, having a specific regard to PwC’s role as the contractor to the
Australian National Audit Office.

During the year the following fees were paid or payable for services provided by the auditor and
PwC:

NBN Group
Year ended Year ended
30 June 2012 30June 2011

Australian National Audit Office
Audit of financial statements 935,460 200,000
Other assurance services

- Audit of regulatory returns - -

Total remuneration for audit and other

assurance services 935,460 200,000
PwC Australia
Other audit related services
- Accounting advice - 16,160
- Other reviews (fraud policy, model review) - 80,063
Tota.l remuneration for other audit related i 96,223
services
Other services
- HR service delivery support 103,094 729,992
- IT advisory support 502,500 2,696,272
- Tax advice - 15,000
- Internal audit and other 26,489 296,044
Total remuneration for other services 632,083 3,737,308
Total auditor's remuneration 1,567,543 4,033,531
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22. Contingent Liabilities
The details of NBN Co’s significant contingent liabilities are set out below:

(a) Telstra Definitive Agreements — Take or Pay

Under the Telstra Definitive Agreements (see Note 23 (a)) NBN Co has committed to pay for and
Telstra has committed to make available, certain minimum quantities of infrastructure which meet
agreed fitness standards. These minimum quantities reflect large volume levels of usage and
availability and large scale access to each infrastructure type. The quantities can be reduced under
specified circumstances.

The payment and availability commitments are based on mechanisms known as “Provide or Pay”
and “Take or Pay”. Provide or Pay is an incentive mechanism to encourage Telstra to maximise the
amount of infrastructure it makes available to NBN Co up to the agreed minimum quantities. Take
or Pay is a mechanism to encourage NBN Co to maximise the use of the infrastructure that Telstra
makes available. The Take or Pay and Provide or Pay mechanisms may result in a price adjustment
during several key points during rollout.

In the case of transit network infrastructure (dark fibre and exchange rack spaces) there is no Take
or Pay because there is a committed order for that infrastructure. For the other infrastructure
types, the Take or Pay/Provide or Pay (and payments based on those mechanisms) are assessed
when NBN Co reaches rollout completion, and are assessed and pro-rated if the rollout to premises
ceases early based on the level of NBN Co rollout at the relevant time.

NBN Co’s obligations under the Take or Pay provisions are contingent upon Telstra’s ability to make
the relevant infrastructure available.

(b) Telstra Definitive Agreements — Permanent Cessation

Under the Telstra Definitive Agreements (see Note 23(a)), if a permanent cessation of rollout or very
slow rollout occurs NBN Co will, subject to limited exceptions, compensate Telstra for Telstra being
left with a geographically dispersed network. This compensation is on a sliding scale from a
maximum of $500 million (if the event occurs when NBN Co’s fibre rollout has reached 20% of NBN
Co’s current coverage target of 93% of premises in Australia) reducing to zero (if the event occurs
when NBN Co’s rollout has reached that current coverage target). Compensation is not payable if
the event occurs before the rollout has reached that 20% threshold.

(c) Contracts contingent on future events

The NBN Co group has entered into contracts whereby the group may be exposed to possible
obligations, which can only be confirmed by the occurrence or non-occurrence of one or more
uncertain future events which are beyond the control of the Group and it is not probable that an
outflow of resources will be required to settle any obligation arising under contract. These
contingent liabilities are not recognised in the financial statements.
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22. Contingent Liabilities (continued)

(d) ASIC deed of cross guarantee

NBN Co Limited and NBN Tasmania Limited are parties to a deed of cross guarantee as disclosed in
Note 31. Each of the companies guarantees the payment in full of the debt of the other named
companies in the event of their winding up.

(e) Legal Action

As at 30 June 2012 NBN Co had no outstanding legal action however from time to time the company
may be subject to a lawsuit or proceedings. Although no assurances can be given and no
determination can be made at this time as to the outcome of any particular lawsuit or proceeding,
the company believes there are meritorious defences available to the company in respect to all
claims of which the company is aware and that any liability which may finally be determined should
not have a material adverse effect on the company’s consolidated financial position, results of
operations or cash flows which may result from any finally determined liability.

23. Significant Contractual Arrangements

The NBN Group has entered into a large number of contracts that will underpin the delivery of the
network infrastructure. The NBN Group will progressively incur further commitments through the
life of these contractual arrangements as they are executed and delivered during the build of the
network. NBN Co’s schedule of commitments on page 62 is prepared on the basis that the company
is a going concern and will deliver the network infrastructure.

Should future circumstances or conditions arise that change this view, the value of commitments
incurred at that point in time, will be reassessed with reference to relevant contractual termination
obligations. These obligations would be typically lower than those disclosed in the schedule of
commitments.

Details of significant contractual arrangements are outlined below.
(a) Telstra Definitive Agreements

NBN Co and Telstra announced on 23 June 2011 that binding agreements (the Telstra Definitive
Agreements) had been entered into, subject to various conditions precedent (including Telstra
Shareholder approval, regulatory and other approvals).

The Telstra Definitive Agreements provide NBN Co access to certain Telstra facilities comprising
ducts, pits, lead-in conduits (ownership of which transfers to NBN Co), exchange space and Dark
Fibre to facilitate the efficient rollout of the National Broadband Network. The Telstra Definitive
Agreements also require Telstra to progressively disconnect premises from its copper and Hybrid
Fibre Coaxial (HFC) networks (except for certain pay-TV services over the HFC networks). All
conditions precedent to the Telstra Definitive Agreements have been met, with Commencement
occurring on 7 March 2012.

There are four documents signed by NBN Co and Telstra (the Definitive Agreements) that form the
core of Telstra’s participation in the rollout of the National Broadband Network.
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23. Significant Contractual Arrangements (continued)

Subscriber Agreement (SA): The SA deals with the disconnection by Telstra of premises from
its copper-based Customer Access Network services and HFC cable network services
(excluding certain Pay TV services on the HFC network) in the NBN fibre footprint as the NBN
is rolled out.

Subject to limited exceptions, disconnection of premises in a rollout region must be
completed within 18 months of NBN Co declaring that rollout region to be ready for service
(which happens when at least 90% of the premises in the NBN fibre footprint of that rollout
region are passed by NBN Co fibre).

A separate regime (with a different time frame for disconnection) applies to the
disconnection of specified special services provided over the copper which are currently
unable to be provided over the NBN for technical reasons.

Telstra is entitled to payment for disconnecting premises in the NBN fibre footprint from its
copper and HFC networks as the NBN rolls out.

For 20 years from the Commencement Date (7 March 2012), Telstra will exclusively use the
NBN as the fixed line connection to premises in the NBN fibre footprint for the provision of
fixed line carriage services (subject to certain exceptions).

In accordance with Australian Accounting Standards (including Australian Interpretations), it
is management’s current intention to expense the payment made by NBN Co to Telstra for
disconnection of premises from its copper and HFC networks when incurred.

Infrastructure Services Agreement (ISA): The ISA contains the detailed terms for the long-
term provision of access to four types of infrastructure and related services by Telstra to
NBN Co: lead-in conduits, dark fibre links, rack spaces in exchanges, ducts and associated
duct infrastructure (pits and manholes). Telstra retains property in the infrastructure except
for those Lead in Conduits used by NBN Co, which become NBN Co’s property.

The ISA has an initial term of 35 years, with two options each exercisable at NBN Co’s option,
of 10 more years each.

NBN Co has committed to pay for and Telstra has committed to make available, minimum
guantities of infrastructure which meet the agreed fitness standards.

In accordance with Australian Accounting Standards (including Australian Interpretations):

a) Payment obligations for Lead in Conduits are capitalised when the Lead in Conduits are
handed over to NBN Co;

b) Payment obligations for dark fibre links, exchange rack spaces and duct infrastructure
are recorded as Commitments when orders are confirmed and are treated as finance
leased assets when the infrastructure is handed over to NBN Co.
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23. Significant Contractual Arrangements (continued)

(b) Optus HFC Subscriber Agreement

On 23 June 2011, NBN Co executed an agreement with SingTel Optus Pty Ltd and other Optus
entities (Optus) (the ‘Optus HFC Subscriber Agreement’).

On 19 July 2012, the ACCC published a final determination granting authorisation of the Optus HFC
Subscriber Agreement. The Optus HFC Subscriber Agreement is now unconditional.

Under the terms of the Optus HFC Subscriber Agreement:

- Optus agrees to migrate progressively HFC customers to the National Broadband Network as
the NBN is rolled out

- Optus agrees to a fixed-line network preference in favour of NBN Co for residential and small
business customers served by Optus' HFC network

- NBN Co agrees to make progressive payments to Optus based on the actual number of
customers that migrate from its HFC network to the NBN.

In accordance with Australian Accounting Standards (including Australian Interpretations), the
majority of the payment to Optus will be expensed when incurred.

(c) Other Contractual Arrangements

In addition to the above arrangements, NBN Co has entered into contracts where volume
commitments are met indirectly through sub-contractor arrangements. The maximum potential
exposure to NBN Co under these arrangements is $150m.

24. Equity Funding

On 22 June 2011, the Commonwealth and NBN Co entered into an equity funding agreement,
whereby the Commonwealth provided assurances to the company in relation to the provision of
equity funding until 30 June 2021 unless terminated earlier. The Commonwealth has committed to
provide funding sufficient to meet the forecast expenditure of the company in the Corporate Plan
(which is defined to mean the most recent corporate plan of NBN Co endorsed by the Shareholder
Ministers). The total funding pursuant to the agreement was capped at $27.5 billion with reference
to the Corporate Plan dated 17 December 2010, excluding any amounts payable in the event of
termination of the Telstra and Optus agreements.

To the extent that the Commonwealth has provided for equity funding in forward budget estimates,
NBN Co has recorded this as expected equity funding in the Schedule of Commitments. The
expected equity funding to the company as at 30 June 2012 is $24.668 billion. As at 30 June 2012 a
total of $2.832 billion has been made available to the company.

Following the release of the 2012-15 Corporate Plan on 8 August 2012, the Commonwealth has
increased the total funding pursuant to the original equity funding agreement from $27.5 billion to
$30.4 billion.
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25. Related party transactions

a) Parent entity

30 June 2012

The parent entity within the NBN Group is NBN Co Limited. The ultimate parent entity and ultimate

controlling entity is the Commonwealth of Australia.

b) Acquisitions
There were no acquisitions in the year.

c) Subsidiaries
The interest in the subsidiaries is set out in Note 28.

d) Transactions with related parties
The following transactions occurred with related parties:

NBN Group
Year ended Year ended
30June 2012 30June 2011
$ $
Equity injections
Equity injected by the Commonwealth of Australia
into NBN Co Limited (Refer to note 19) 1,470,000,000 1,050,000,000
e) Key management personnel
Disclosures relating to key management personnel are set out below:
NBN Group & Parent
Year ended Year ended
30June 2012 30June 2011
S $
Short term employee benefits 8,239,129 8,967,665
Post-employment benefits 357,455 331,080
Long-term benefits 284,389 9,346
Termination benefits 270,680 194,201
Total 9,151,653 9,502,292




NBN Co Limited
Notes to the Financial Statements
30 June 2012

25. Related party transactions (continued)

f)  Amounts to/from related parties

NBN Group

Year ended Year ended
30June 2012 30June 2011
S $

Intercompany account (Between NBN Co Limited (Parent)

and NBN Tasmania Limited)

Beginning of the year (68,473,044) (65,277,057)
Amounts repaid to NBN Tasmania 5,828,570 3,308,150
Amounts advanced from NBN Tasmania (693,607) (3,230,132)
Net interest payable to NBN Tasmania (3,060,760) (3,274,005)
End of the year (66,398,841) (68,473,044)

NBN Co Limited, NBN Tasmania Limited and NBN Co Spectrum Pty Ltd have formed a tax
consolidated group. The members of the group have not yet entered into tax funding arrangements,
as a result there are no amounts that have been received or paid to NBN Co during the year end 30

June 2012.

NBN Co 2012 Annual Report 103



104

NBN Co Limited

Notes to the Financial Statements

30 June 2012

26. Reconciliation of total comprehensive (loss) for the year to net cash

(used in) operating activities

NBN Group
Year ended Year ended
30June 2012 30June 2011
$'000 $'000
Total comprehensive (loss) for the year (520,205) (323,221)
Add: non cash item
Depreciation and amortisation 73,940 19,249
Non cash interest expense/income 5,988 -
Non cash taxation benefit (6,740) -
(Increase)/decrease in assets
Decrease in trade and other receivables 805 -
(Increase) in GST receivable (1,051) (10,208)
(Increase) in prepayments (11,521) (15,302)
(Increase) in interest receivable (6,288) (4,994)
(Increase)/decrease in deposits 19,991 (19,461)
(Increase) in inventory (12) (1,660)
Increase/(decrease) in liabilities
Increase in trade and other payables 77,931 25,554
Increase/(decrease) in accruals (19,683) 7,686
Increase in provisions 9,567 5,740
Net cash (used in) operating activities (377,277) (316,619)

a) Significant investing and financing activities that involve components of non cash

Acquisition of assets by means of non cash transactions represents those assets acquired during the

period which do not impact cash as the acquisition was made via finance leases.

NBN Group
Year ended Year ended
30June 2012 30June 2011
$'000 $’000
Acquisiti f buildi b f fi
cquisition of buildings by means of finance 26,348 ]
leases
Acquisition of network infrastructure by
. 206,414 -
means of finance leases
Acquistion of assets by non cash transactions 232,762 -
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27. Financial and Capital Risk Management

a) Financial risk management objectives

The NBN Group’s risk management policy is to identify, assess and manage risks which are likely to
adversely affect the NBN Group’s financial performance, continued growth and survival. In terms of
financial and commodity risk management, the group takes a risk-averse approach to financial risk
management as it will seek to minimise risk, provided it is cost effective to do so.

The group’s principal financial instruments comprise cash and short-term deposits. The NBN Group
has various other financial assets and liabilities such as trade receivables and trade payables, which
arise directly from its operations. The main risks arising from the NBN Group’s financial instruments
are interest rate risk, foreign currency risk and credit risk.

Details of the significant accounting policies and methods adopted, including the criteria for
recognition, the basis of measurement and the basis on which income and expenses are recognised,
in respect of each class of financial asset, financial liability and equity instrument, are disclosed in
Note 1 to the financial report.

b) Capital risk management

The NBN Group’s objectives when managing capital are to safeguard the ability to continue as a
going concern while maximising the return to the Commonwealth Government. The capital
structure of the NBN Group consists of cash and cash equivalents disclosed in Note 6 and
contributed equity disclosed in Note 19.

The capital structure is reviewed annually as part of the Corporate Plan, which includes an analysis
of the internal rate of return.
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27. Financial and Capital Risk Management (continued)

c) Categories of financial instruments
NBN Group
Year ended Year ended
30June 2012 30June 2011
$'000 $'000
Financial assets
Cash and cash equivalents 778,952 538,237
Interest receivable 11,978 5,690
Trade and other receivables 2,419 23,073
GST receivable 13,506 12,455
Held to maturity investment 75,000 -
Derivative financial asset 22,466 -
Carrying amounts of financial assets 904,321 579,455
Financial liabilities
Trade and other payables 276,990 109,356
Other financial liabilities 237,383 -
Carrying amounts of financial liabilities 514,373 109,356

d) Net income and expenses from financial assets and liabilities
The net income earned from financial assets and liabilities for the year to 30 June 2012 was
$54,021,000 (2011: $32,616,000).

e) Foreign currency risk management
Foreign currency risk refers to the risk that the fair value or future cash flows of a financial

instrument will fluctuate due to changes in foreign exchange rates. The NBN Group is exposed to

foreign currency risk primarily through undertaking certain transactions denominated in foreign

currency.

The NBN Group Treasury Policy includes a requirement to hedge between 80% and 100% of
committed cash flows in foreign currency for the subsequent three years.

NBN Co will not enter into foreign currency positions which are not supported by underlying

purchasing transactions that are certain or highly probable as to timing, quantum and currency. Any

foreign currency transaction entered into by NBN Co must be substantiated by an underlying
physical exposure.

The NBN Group operates foreign currency denominated bank accounts. There are no funds at

period end in these accounts.
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27. Financial and Capital Risk Management (continued)

As at 30 June 2012, the carrying amount of monetary liabilities denominated in foreign currency as
expressed in Australian dollar was as follows:

NBN Group
Year ended Year ended
30June 2012 30June 2011
usD EUR usb EUR
$'000 $'000 $'000 $'000
Foreign exchange risk
Trade payables 35,954 13 - -
Current foreign exchange risk 35,954 13 - -
Forward Exchange Contracts
- buy foreign currency (cash flow hedges) 537,683 - - -
Forward exchange contract risk 573,637 13 - -

Based on the financial instruments held at 30 June 2012, had the Australian dollar
weakened/strengthened by 10% against the US dollar with all other variables held constant, the
group’s post-tax loss for the year would have been $3,595,428 lower/$3,595,428 higher, mainly as a
result of foreign exchange gains/losses on translation of US dollar denominated financial
instruments as detailed in the above table.

Other components of equity would have been $59,691,136 higher / $49,010,008 lower had the
Australian dollar weakened/strengthened by 10% against the US dollar, arising from foreign forward
exchange contracts designated as cash flow hedges. Equity is more sensitive to movements in the
Australian dollar/USD rates in 2012 than 2011 because of the increased amount of forward foreign
exchange contracts. The group’s exposure to other foreign exchange movements is not material.

f) Interest rate risk management

Interest rate risk refers to the risk that the fair value or future cash flows of a financial instrument
will fluctuate because of changes in market interest rates. The NBN Group is exposed to interest
rate risk from interest-bearing cash and cash equivalents.

The NBN Group’s exposure to interest rate risks and the effective interest rates of interest-bearing
financial assets is set out below. Interest on financial instruments classified as floating rate is
repriced at intervals of less than one year. Interest on financial instruments classified as fixed rate is
fixed until maturity of the instrument.
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27. Financial and Capital Risk Management (continued)

Note Carrying Amount Weighted
average
effective
interest rate
At 30 June 2012
Cash and cash equivalents 6 778,952 4.1%
Interest receivable 7 11,978 4.9%
Held to maturity investments 10 75,000 5.3%
At 30 June 2011
Cash and cash equivalents 6 538,237 5.7%
Interest receivable 7 5,690 5.7%

The table below details the interest rate sensitivity analysis of the NBN Group at the reporting date,
holding all other variables constant. A 140 (2011: 175) basis point change is deemed to be
reasonably possible and is used when reporting interest rate risk.

Effect on
Profit and loss Profit and loss
30June 2012 30June 2011

$’000 $’000
140 (2011: 175) basis point increase in interest rates 15,351 10,168
140 (2011: 175) basis point decrease in interest rates (15,351) (10,168)

The method used to arrive at the possible risk of 140 (2011: 175) basis points was based on both
statistical and non-statistical analysis. The statistical analysis has been based on the cash rate for the
past five years issued by the Reserve Bank of Australia (RBA).

This information is then revised and adjusted for reasonableness under the current economic
circumstances.

g) Credit risk exposure

Credit risk refers to the risk that a counter party will default on its contractual obligations, resulting
in financial loss to the NBN Group. Counterparty exposure is measured as the total value of the
exposures to all obligations of any single legal or economic entity (e.g. a group of companies). The
carrying amount of receivables reflects the maximum credit exposure when collateral held and other
credit enhancements are not considered.

Credit risk is managed on a group basis. Credit risk arises from cash and cash equivalents, favourable
derivative financial instruments and deposits with banks and financial institutions, as well as credit
exposures to retail service providers, including outstanding receivables and committed transactions.



NBN Co Limited
Notes to the Financial Statements
30 June 2012

27. Financial and Capital Risk Management (continued)

The credit quality of financial assets that are neither past due nor impaired can be assessed by
reference to external credit ratings (if available) or to historical information about counterparty
default rates.

NBN Group
Yearended Yearended
30June 2012 30June 2011

$'000 $'000
Trade receivables
Counterparties without external credit rating*
Group 1 - -
Group 2 469 -
Total trade receivables 469 -
Cash at bank and short-term bank deposits
AA- 778,952 -
778,952 -
Held to maturity investments
AA- 75,000 -
75,000 -
Derivative financial assets
AA- 22,466 -
22,466 -

* Group 1 — new customers (less than 6 months)
Group 2 — existing customers (more than 6 months) with no defaults in the past

The NBN Group’s maximum exposure to credit risk at reporting date in relation to its financial assets
is its carrying amount as indicated in the Balance Sheet.

h) Liquidity risk

Liquidity risk refers to the risk of encountering difficulties in meeting obligations associated with
financial liabilities. Liquidity risk management is associated with ensuring sufficient funds are
available to meet financial commitments in a timely manner and planning for unforeseen events
which may curtail cash flows and cause pressure on liquidity. The NBN Group measures and
manages liquidity risk by forecasting liquidity and funding requirements for the next three years as a
minimum, which is reviewed annually by the Board as part of the Corporate Plan. In addition, the
NBN Group prepares and reviews on a rolling daily cash forecast for the quarter.
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NBN Co Limited
Notes to the Financial Statements
30 June 2012

The NBN Group’s financial liabilities are payables and provisions. The NBN Group’s capacity to meet

its liabilities arises from its commitment by the Commonwealth Government described in Note 24.

The following table illustrates the maturities for financial liabilities:

On  Within1 1to5 Greater Total Carrying
demand year years than5 contractual Amount
years cash flows (assets)/
liabilities)
At 30 June 2012
Non-derivatives
Trade payables and accruals 276,991 - - - 276,991 276,991
Finance lease liabilities - 23,352 81,468 581,813 686,633 237,383
Total non-derivatives 276,991 23,352 81,468 581,813 963,624 514,373
Derivatives
Gross settled (forward foreign exchange contracts -
cash flow hedges)
- inflow - 255,299 305,709 - 561,008 -
- outflow - (243,142) (294,542) - (537,683) 22,466
Total derivatives - 12,157 11,168 - 23,325 22,466
At 30June 2011
Non Derivatives
Trade payables and accruals 109,356 - - - 109,356 109,356
Total non-derivatives 109,356 - - - 109,356 109,356

Derivatives

Gross settled (forward foreign exchange contracts-
cash flow hedges)

- inflow

- outflow

Total derivatives

i) Fair value of financial instruments

Fair value approximates the carrying values.

j) Interest rate risk

The only interest bearing items are cash and cash equivalents.
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28. Subsidiaries

The consolidated financial report incorporates the assets, liabilities and results of the following
subsidiaries in accordance with the accounting policy described in Note 1(c):

Equity holding Equity holding

Country o
Name of entity . i ,f Class of shares as at as at
incorporation
30June 2012 30June 2011
NBN Tasmania Limited Australia Ordinary 100% 100%
NBN Co Spectrum Pty Ltd Australia Ordinary 100% 100%

The proportion of ownership interest is equal to the proportion of voting power held.

The acquisition of NBN Co Spectrum Pty Limited (formerly Austar United Licenceco Pty Ltd) by NBN
Co has been treated as an asset acquisition rather than a business combination under AASB 3
(Business Combinations), as the substance of the transaction as opposed to the legal form, is such
that the primary purpose was to acquire the 2.3GHz and 3.5GHz spectrum. The acquisition of the
company was incidental to the transaction.

29. Events occurring after the reporting period

Between 3 and 12 July 2012, NBN Co unveiled the local government areas in the Central West and
Mid-Western regions of NSW, Rockhampton, Townsville and Mackay regions of Queensland where
planning proposals would be lodged to deliver fixed wireless broadband. Subject to final radio
frequency planning and other approvals the fixed wireless network plans to cover up to 54,500
premises across more than 24 councils in these locations.

On 12 July 2012, NBN Co announced that ViaSat of Carlsbad, California had been selected as
provider of the long term satellite service (LTSS) ground systems. In addition, ViaSat has agreed to
supply the equipment to be installed in End User premises. The ground systems contract is in US
dollars and has been hedged in line with group policy. The initial contract value in Australian dollars
is approximately $280 million.

On 19 July 2012, NBN Co received $290 million of Commonwealth equity funding.

On 19 July 2012, the ACCC authorised the agreement between NBN Co and Optus to migrate Optus
HFC subscribers to the National Broadband Network. As the migration progresses, Optus will
decommission parts of the HFC network.

On 3 August 2012, Senator Stephen Conroy (Minister for Broadband, Communications and the
Digital Economy) and Senator Penny Wong (Minister for Finance and Deregulation) announced the
appointment of Brad Orgill to NBN Co’s Board, as well as the reappointments of Diane Smith-Gander
and Siobhan McKenna.

Mr Peter Hay’s term as a director and Mr Gene Tilbrook’s term as a director and as Chair of the Audit
Committee ended on 4 August 2012. Mr Tilbrook was appointed as an interim independent member
of NBN Co’s Audit Committee effective from 5 August 2012.
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29. Events occurring after the reporting period (continued)

On 8 August 2012, the Australian Government released NBN Co’s updated Corporate Plan for 2012-
15.

On 14 August 2012, Mr Clement Doherty resigned as a director.
On 16 August 2012, NBN Co received $290 million of Commonwealth equity funding.

Except items noted above, no other matter or circumstance has arisen since 30 June 2012 that has
significantly affected, or may affect the NBN Group’s operations in future financial years, or the
results of those operations in future financial years, or the NBN Group’s state of affairs in future
financial years.

30. Parent entity disclosures

a) Balance sheet

NBN Co
Year ended Year ended
30June 2012 30June 2011
$'000 $'000
Assets
Total current assets 1,023,890 655,826
Total non-current assets 1,570,840 509,205
Total assets 2,594,730 1,165,031
Liabilities
Total current liabilities 382,250 184,337
Total non-current liabilities 244,887 7,629
Total liabilities 627,137 191,966
Equity
Contributed equity 2,832,000 1,362,000
Reserves 15,726 -
(Accumulated losses) (880,133) (388,935)
Total equity 1,967,593 973,065
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30. Parent entity disclosures (continued)

b) Statement of comprehensive income

NBN Co
Year ended Year ended
30June 2012 30June 2011
$’000 $’000
(Loss) for the period (491,198) (310,047)
Total comprehensive (loss) (491,198) (310,047)

c) Commitments by the parent entity for the acquisition of property, plant and equipment
Commitments disclosed in the Schedule of Commitments entitled network assets and leasehold
improvements represent the total commitment of the parent entity for the acquisition of property,
plant and equipment.

d) Guarantees entered into by the parent entity in relation to debts of its subsidiaries
Other than the Deed of Cross Guarantee as disclosed in Note 31, no guarantees have been entered
into by the parent entity in relation to debts of its subsidiaries.

e) Contingent liabilities of the parent entity
The contingent liabilities disclosed in Note 22 all relate to the parent entity.

31. Deed of cross guarantee

NBN Co Limited and NBN Tasmania Limited are parties to a deed of cross guarantee under which
each company guarantees the debts for the others. By entering into the deed, the wholly-owned
entities have been relieved from the requirement to prepare a financial report and directors’ report
under Class Order 98/1418 (as amended) issued by the Australian Securities and Investments
Commission.

a) Consolidated income statement, statement of comprehensive income and summary of
movements in consolidated retained earnings

NBN Co Limited and NBN Tasmania Limited represent a ‘closed group’ for the purpose of the Class
Order, and as there are no other parties to the deed of cross guarantee that are controlled by NBN
Co Limited, they also represent the ‘extended closed group’.

Set out below is a consolidated income statement, a consolidated statement of comprehensive
income and a summary of movements in consolidated accumulated losses for the year ended 30
June 2012 of the closed group.
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31. Deed of cross guarantee (continued)

For the year ended 30 June 2012

114

NBN Group (Co & Tas)
Year ended Year ended
30June 2012 30June 2011
$'000 $'000
Revenue
Telecommunication revenue 1,924 -
Other revenue 19 -
Interestincome 62,869 33,649
Total Revenue 64,812 33,649
Direct telecommunications costs (64,991) (5,591)
Employment costs (222,109) (118,883)
tIfz:srnal services costs —systems and organisation (67,809) (107,095)
Legal and negotiation support costs (21,472) (54,082)
IT and communications expenses (71,497) (23,873)
Occupancy expenses (24,801) (13,279)
Travel costs (12,615) (6,777)
Insurance expense (2,846) (1,242)
Depreciation and amortisation expense (48,445) (8,334)
Other expenses (20,828) (5,766)
Finance costs (6,143) -
Total Expenses (563,556) (344,922)
(Loss) before income tax (498,744) (311,273)
Income tax (expense)/benefit 6,740 -
(Loss) for the year (492,004) (311,273)
(Loss) attributable to the shareholders (492,004) (311,273)
Other comprehensive income/(loss)
Changes in the fair value of cash flow hedges 22,466 -
-
Total other comprehensive income/(loss) for the 15,726 i
year, net of tax
Total comprehensive income/(loss) for the year (476,278) (311,273)
Total comprehensive income/(loss) attributable to (476,278) (311,273)

the shareholders
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31. Deed of cross guarantee (continued)

b) Consolidated balance sheet
Set out below is a consolidated balance sheet as at 30 June 2012 of the closed group.

For the year ended 30 June 2012

NBN Group (Co & Tas)
Year ended Year ended
30June 2012 30June 2011
$'000 $'000
Current assets
Cash and cash equivalents 778,952 538,237
Trade and other receivables 26,001 18,145
Inventory 1,672 1,660
Derivative financial assets 11,938 -
Held to maturity investment 75,000 -
Other 21,452 35,665
Total current assets 915,014 593,707
Non-current assets
Trade and other receivables 65,012 62,972
Derivative financial assets 10,528 -
Investment in Subsidiaries 57,583 57,566
Property, plant & equipment 1,128,222 232,765
Intangible assets 323,133 145,285
Other 8,068 2,324
Total non-current assets 1,592,546 500,914
Total assets 2,507,560 1,094,621
Current liabilities
Trade and other payables 276,990 109,355
Other financial liabilities 4,942 -
Provisions 16,265 6,884
Total current liabilities 298,198 116,239
Non-current liabilities
Other financial liabilities 232,441 -
Provisions 12,446 7,629
Total non-current liabilities 244,887 7,629
Total liabilities 543,085 123,868
Net assets 1,964,475 970,753
Equity
Contributed equity 2,832,000 1,362,000
Reserves 15,726 -
(Accumulated losses) (883,251) (391,247)
Total equity 1,964,475 970,753
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31. Deed of cross guarantee (continued)

¢) Summary of movements in consolidated accumulated losses
Set out below is a consolidated balance sheet as at 30 June 2012 of the closed group.

NBN Group (Co & Tas)
Yearended Yearended
30June 2012 30June 2011

$’000 $’000
Balance at 1July (391,247) (79,974)
Net (loss) for the year (492,004) (311,273)

Balance at 30 June (883,251) (391,247)
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Directors’ Declaration

(1)  The financial statements and notes set out on pages 58 to 116 are in accordance with the
Corporations Act 2001 and the Commonwealth Authorities and Companies Act 1997, including:
(i) Complying with Accounting Standards, the Corporations Regulations 2001 and other
mandatory professional reporting requirements, and
(i) Giving a true and fair view of the consolidated entity’s financial position as at 30
June 2012 and of its performance for the financial year ended on that date, and
(2) there are reasonable grounds to believe that the company will be able to pay its debts as and
when they become due and payable, and
(3) atthe date of this declaration, there are reasonable grounds to believe that the members of
the extended closed group identified in Note 31 will be able to meet any obligations or
liabilities to which they are, or may become, subject by virtue of the deed of cross guarantee
described in Note 31.

Note 1(a) confirms that the financial statements also comply with International Financial Reporting
Standards as issued by the International Accounting Standards Board.

This declaration is made in accordance with a resolution of the directors.

Signed in accordance with a resolution of the directors.

"

7~ 7
Harrison Young Mike Quigley
Chairman CEO & Executive Director

14 September 2012
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Australian National

Audit Office

INDEPENDENT AUDITOR'S REPORT
To the members of NEN Co Limited

I have audited the accompanymng consolidated financial report of NBN Co Limited for
the year ended 30 June 2012, which comprises the Statement of Comprehensive
Income, the Balonce Sheet as al 30 June 2012, the Statement of Changes in Equity, the
Statement of Cash Flows, the Schedule of Commitments, Notes o the Financial
Statements comprising a Summary of significant accounting policics and other
explanatory information, and the Directors’ Declaration of the NBN Group comprising
NBN Co Limited and the entities it controlled at the year's end or from time 1o time
during the fimancial year.

Divectors' Responsibility for the Financiaf Report

The directors of the NBN Co Limited are responsible for the prepamation of the financial
report that gives a true and fair view in accordance with Australion Accounting
Standlards and the Corporarions Aet 2000 and for such internal control as the directors
determine s necessary to enable the preparation of the financial report that is free from
materal masstatement, whether due to fravd or error. In Note 1, the directors also state,
in accordance with Accounting Standard AASB 101 Presentation of Financial
Statements, that the Gnancial report complies with haternational Financtal Reporting
Standards.

Auditor's Responsibility

My responsibility is to express an opinion on the financial report based on my audit.
| conducted my audit in accordance with the Australinn National Audit Office Auditing
Standards, which ncorporate the Australinn Auditing Standards. These Auditing
Standards require that | comply with relevant ethical requirements relating to audit
engagements and plan and perform the audit to obtain reasonable assurance about
whether the financial report is free from material misstatement.

An audil involves performing procedures 1o obtain sudit evidence aboul the amounts
and disclosures in the financial report. The procedures selected depend on the auditor's
judgement, including the assessment of the risks of material misstatement of the
financial report, whether due to fraud or error, In making those risk assessments, the
auditor considers internal control relevant to the entity™s preparation of the financial
report that gives a true and fair view in order o design audit procedures that are
appropriate in the circumstances, bul not for the purpose of expressing an opinion on the
effectiveness of the company’s internal control. An audit also includes evaluating the
approprisiencss of the accounting policies used and the reasonablencss of accounting
estimates made by the directors, as well as evaluating the overall presentation of the
financial report.

GPO Box 707 CANRERRS ACT Ml
1 Bagional Circuit BARTON ACT M0
118 Phone (07} RA0Y 7300 Fax (07} &200 7777
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| believe that the audit evidence 1 have obtained is sufficient and appropriate to provide
a basis for my audit opinion.

Independence

In conducting my audit, | have complied with the independence requirements of the
Corporations Act 200

Opinion
In my opinion:

(a) the financial report of NBN Co Limited 15 in accordance with the Corporations
Act 200, ineluding:

(i} giving a true and fair view of the consolidated emity’s financial position as ot
30 June 2012 and of its performance for the year ended on that date; and

() complying with Australian Accounting Standards and the Corporations
Reguwlations 2001,

(b} The consohdated financial report also complies with fnternational Financial
Reporitng Standards as disclosed in Note 1.

National Audit Office

Warren 1. €ochrane
Group Executive Director

Delegate of the Auditor-General

Sydney
14 September 2012
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Regulatory Reporting Requirements Index

For the year ended 30 June 2012

Commonwealth Authorities and Companies Act 1997

NBN Co Limited
Regulatory Reporting Requirements Index
30 June 2012

Section Subject Location Pages
s.36 Annual report Directors Report 28-45
Financial statements 58-116
Independent auditor's report 118-119
s.40 Significant events under s.40 of CAC Act Directors Report 28-45
Financial statements 58-116
s.42 Corporate Plan Regulatory report 121
s.43 Government policies under s.43 of the CAC Act during the Operational review
financial year 14-27
s.44 Audit Committee Corporate governance 50-51
statement
Commonwealth Companies (Annual Reporting) Orders 2011
Section Subject Location Pages
cl.5 Approval by directors Director Declaration 117
cl.9 Responsible Minister About NBN Co 4-5
cl. 11 Information about directors Directors Report 28-45
cl.12 Outline of organisational structure and statement on Corporate governance
governance statement 46-55
cl.14 Key activities and changes affecting the company Directors Report 28-45
cl. 17 Disclosure requirements of GBEs Directors Report 28-45
cl. 17(a)(i) An assessment of significant changes in financial structure Financial statements 58-116
and condition the financial year
cl. 17(a)(ii) An assessment of any events or risks that could cause Directors Report 28-45
reported financial information not to be indicative of future
operations or financial conditions
cl. 18 Index of annual report requirements Regulatory reporting 120
requirements index
Work Health and Safety Act 2011
Section Subject Location Pages
Sch 2, cl4(2)(a) Initiatives taken during the year to ensure the health, safety =~ Regulatory report
and welfare of workers who carry out work for the entity. 122
Sch 2, cl 4(2)(b)  Health and safety outcomes (including the impact on injury Regulatory report 122
rates of workers) achieved as a result of initiatives
mentioned under paragraph (a) or previous initiatives.
Sch 2, cl 4(2)(c)  Statistics of any modifiable incidents of which the entity Regulatory report 122
becomes aware during the year that arose out of the
conduct of businesses or undertakings by the entity.
Sch 2, cl Any investigations conducted during the year that relate to Regulatory report 122
4(2)(d)g)) businesses or undertakings conducted by the entity,
including details of all notices given to the entity during the
year under Part 10 of this Act.
Sch 2, cl 4(2)(e) Such other matters as are required by guidelines approved Regulatory report 122
on behalf of the Parliament by the Joint Committee of Public
Accounts and Audit.
Environment Protection and Biodiversity Conservation Act 1999
Section Subject Location Pages
s.516A(4) and Report on the implementation of the Ecologically Regulatory report 125-126

(6)

Sustainable Development program within NBN Co including
social, economic, culture and environmental performance




Regulatory Reporting Requirements

For the year ended 30 June 2012

Introduction

NBN Co Limited is subject to various statutory
reporting requirements under the Commonwealth
Authorities and Companies Act 1997, the Freedom
of Information Act 1982, the Work Health and
Safety Act 2011, the Superannuation Benefits
(Supervisory Mechanisms) Act 1990 and the
Environment Protection and Biodiversity Act 1999.

The index on page 120 shows where the relevant
information can be found in this annual report.

A number of matters are dealt with in the main
body of the report. Others are covered below.

Legislation

The National Broadband Network Companies Act
2011 is a standalone law which establishes:

- NBN Co’s ownership arrangements and
wholesale mandate

- The framework for the eventual privatisation
of NBN Co

NBN ownership and structure

The Commonwealth must retain ownership of NBN
Co until at least:

- The Communications Minister has declared
that the NBN is built and fully operational

- The Productivity Minister has tabled a
Productivity Commission inquiry report in
both Houses of Parliament

- TheJoint Committee on the National
Broadband Network has examined the report

- The Finance Minister has declared that
conditions are suitable for a NBN Co sale
scheme

Corporate Plan

Each year, NBN Co Limited prepares a three-year
Corporate Plan. The 2012-15 Corporate Plan was
submitted to the Shareholder Ministers on 6
August 2012

NBN Co 2012 Annual Report
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Objective

NBN Co’s primary objective is to build and operate
the open access wholesale National Broadband
Network (NBN). The NBN will be delivered to 93%
of Australian homes, schools and businesses with
fibre to the premise technology with a minimum
fibre coverage obligation of 90% of Australian
premises and with all remaining premises to be
served by a combination of leading edge fixed
wireless and satellite technologies, through
uniform national wholesale pricing over the
network from a point of interconnect to premises
on a non-discriminatory basis.

Government policies

The Government has communicated in its
Statement of Expectations (released in December
2010) that its central NBN objectives are to deliver
significant improvement in broadband service
quality to all Australians, address the lack of high
speed broadband in Australia, particularly outside
of metropolitan areas and reshape the
telecommunications sector.

The Government expects that NBN Co will design,
build and operate a new NBN to provide access to
high speed broadband to Australian premises. The
Government expects NBN Co to connect 93% of
Australian homes, schools and businesses with
fibre-to-the-premises technology designed to offer
its access seekers broadband speeds of up to 100
megabits per second’ at the wholesale level, with
a minimum fibre coverage obligation of 90 per
cent of Australian premises. All remaining
premises will be served by a combination of
leading edge fixed wireless and satellite
technologies designed to offer access seekers
speeds of 12 megabits per second at a wholesale
level.

! NBN Co is designing the NBN to be capable of delivering these
speeds to NBN Co’s Retail Service Providers (RSPs) and
Wholesale Service Providers (WSPs) via Fibre, Fixed Wireless
and Satellite. Speeds actually achieved by retail End Users will
depend on a number of factors including the quality of their
equipment and in-premises connection, the broadband plans
offered by their service provider and how their service provider
designs its network to cater for multiple End Users
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The Government expects the company to operate
in accordance with relevant regulations and
specifically will offer open and equivalent access to
wholesale services, at the lowest levels in the
network stack necessary to promote efficient and
effective retail level competition, via Layer 2 bit
stream services.

The Government's vision for NBN Co is that it
operates as a commercial entity. NBN Co has been
established as a wholly-owned Government
Business Enterprise (GBE), with the intention that
at an appropriate time, NBN Co will raise debt on
its own behalf.

The Government expects that NBN Co will consult
with security and law enforcement agencies to
enable national security and resilience
considerations are taken into account in the design
and ongoing operation of the network.

Other government obligations

Superannuation

During 2011-12 NBN Co complied with all relevant
guidelines and made no significant changes to
superannuation arrangements for employees.

Health, Safety & Environment (HSE)

NBN Co holds the safety of people and the
environment as a core value. The company is
committed to providing a safe and healthy working
environment for its workers, contractors and
visitors to NBN Co’s workplaces and takes all
reasonably practicable steps to control hazards
and ensure safety. Through a team of professional
HSE Staff, NBN Co targets high standards of
commitment and compliance with legislative
requirements and community expectations.

HSE Management
NBN Co continues to operate its iSafe HSE

Management System which includes incident and
hazard reporting capability, risk assessment,
investigations, auditing, case management and
reporting modules. NBN Co has a refined
document management system to manage its
policies, standards, procedures and safe work
method statements. Managers still have the
benefit of the HSE Field Guide which is now into

version 2. The guide assists managers and
employees to better understand their obligations
and improve their vigilance to HSE risk, reporting
and management.

In May 2012 NBN Co was accredited to the
International Environmental Standard 1SO14001
and the Health and Safety Standards AS4801 and
OHSAS18001. These standards ensure NBN Co’s
health, safety and environmental systems and
processes are of an international quality.

In the second half of FY12 NBN Co’s management
system was audited by Comcare and legally
reviewed by Ashurst. Both reviews concluded with
12 minor non conformances and observations. A
detailed plan has been developed to address the
non conformances.

NBN Co continues to operate a comprehensive
drug and alcohol testing program to contribute to
the safety of all people working at NBN Co. Tests
are conducted on all employees at random times
of the year, pre employment, after any incidents
or if an employee shows cause. The program uses
modern, non invasive, saliva and breath testing.

HSE Incidents and Hazards
NBN Co is proud of its lost time injury record of 0.4

lost time injuries per million work hours for
employees and 0.6 lost time injuries per million
work hours for contractors working on the
National Broadband Network project.

NBN Co has had no significant environmental
incidents recorded over the past 12 months. The
Company actively encourages our philosophy of
“no fear” in the reporting of all incidents and near
misses and employees/contractors continue to
proactively raise hazard reports and alerts. The
Company remains fully committed to non punitive
responses when employees and contractors
actively and openly report incidents and near
misses.

Workers Compensation
On 1 July 2011 NBN Co was declared as a

Commonwealth Authority for the purposes of the
Safety, Rehabilitation and Compensation Act 1988
and as such entered the Comcare Premium



Scheme. To date, NBN Co has not had a work
related workers compensation claim.

Sustainable Development Program
NBN Co is committed to an ecologically sustainable

development of the network and is working on
new ways of introducing sustainable programs and
processes into the building of the NBN. The
Company has access to key environmental GIS
mapping tools and overlays (e.g. heritage,
indigenous, wetlands, areas of environmental
significance) and follows a rigorous land access
process so all licences, permits and approvals are
obtained prior to development.

Freedom of Information report

NBN Co became subject to freedom of information
legislation on 11 June 2011. By the 30 June 2011,
NBN Co had finalised three requests under the
Freedom of Information Act 1982 (the FOI Act) and
carried over 12 requests into the following
financial year. By 30 June 2012, NBN Co received
19 new requests and had finalised 28 requests
under the FOI Act.

These applications were processed as follows:

Granted in full

Granted in part

Access refused

No documents held

oO|lh~hjlwlO| N

Request was transferred

Application was withdrawn 13

On hand at 30 June 2012 3

FOI applicants made 4 applications for review to
the Office of the Australian Information
Commissioner (OAIC) during the 2011-2012 year.
NBN Co received no Internal Review requests
during this period, nor was the company subject to
any reviews or appeals at the Administrative
Appeals Tribunal.

Operation of FOI Act at NBN Co

In addition to the general exemptions under the
FOI Act, Parliament has determined that
documents relating to NBN Co's commercial
activities are exempt from the operation of the FOI
Act. Similar exemptions operate for other
Commonwealth business, research and other

NBN Co 2012 Annual Report

organisations, such as Australia Post, CSIRO and
Comcare.

During the financial year, the Attorney General
commissioned Mr Stuart Morris, QC, to undertake
a review into the operation of the FOI Act at NBN
Co. Mr Morris is a former justice of the Supreme
Court of Victoria and a former President of the
Victorian Civil and Administrative Tribunal, with
very wide experience in freedom of information
matters. The review is required under s100A(1) of
the National Broadband Network Companies Act
2011. On 16 August 2012, the Attorney-General
tabled the report by Stuart Morris, QC on the
review of the operation of the Freedom of
Information Act 1982, insofar as it applies to
documents held by NBN Co Limited.

How to make FOI requests

NBN Co recognises that information is a vital and
an invaluable resource, both for the company and
for the broader Australian community. NBN Co
promotes a pro-disclosure culture, with the goal of
creating an organisation that is open, transparent
and accountable. A large amount of information is
freely available on the website.

To make an FOI request, applicants should apply in
writing and:

- Specify that documents are being sought for
the purposes of the FOI Act; and

- Provide a postal or email address where
correspondence can be sent. A telephone
number will also help in case further
information is required; and

- Describe as clearly as possible the information
being sought. Please include any reference
numbers or details that may assist in
identifying specific material.

FOI applications can be emailed to:

FOlofficer@nbnco.com.au

Or in post to:

FOI Requests

NBN Co

Level 11, 100 Arthur Street
NORTH SYDNEY NSW 2060
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Information Publication Scheme

Part 2 of the FOI Act requires Australian
Government agencies, Ministers and certain
government business enterprises (GBEs) to
establish an Information Publication Scheme (IPS).
As a GBE, NBN is required to adhere to the IPS
provisions and outline the company’s obligations
to provide the Australian community with access
to information regarding the company's
operations, activities and other matters. In
addition to publishing a broad range of
information on the website, NBN Co has published
its IPS Plan, which explains how the company
intends to implement and administer its
Publication Scheme. This may be found at the
following:

http://www.nbnco.com.au/about-us/freedom-of-

information/information-publication-scheme.html

Privacy Officer

Corporate Services

NBN Co Limited

Level 11, 100 Arthur Street
North Sydney NSW 2060

Or email to:
PrivacyOfficer@nbnco.com.au

Section 7(3A) of the FOI Act exempts NBN Co from
releasing information relating to its commercial
activities. However, NBN Co regularly releases
information about its operations on a proactive
basis. NBN Co’s objective is to continue along this
path without compromising its commercial,
business or operational objectives or those of its
partners.

NBN Co welcomes input from the community
regarding its IPS, along with suggestions regarding
information that should be published by the
company. In that regard, please forward any
comments or suggestions to the
FOlofficer@nbnco.com.au. If NBN Co is unable to

publish the information requested, its staff will be
in contact to discuss the reasons that the
information was unavailable. NBN Co will
endeavor to provide other options regarding
information that may be available.

Privacy and access to personal information

Under the Privacy Act 1988 individuals have,
subject to certain exceptions permitted by law, a
right to request access to their personal
information. For further information please see
NBN Co’s Privacy Policy available on the website.

Individuals may apply for access to their personal
information held by NBN Co by writing to:



Environmental Protection & Biodiversity
Conservation Act 1999 Report

Introduction

This report has been prepared for the purposes of
reporting under Section 516A of the Environment
Protection and Biodiversity Conservation Act 1999
(EPBC Act). The environmental data reported in
this report relates to the activities of NBN Co
employees and NBN Co occupied facilities.

Purpose of this report

NBN Co is a Commonwealth Agency for the
purposes of the EPBC Act and is required to report
against two core criteria. The first is how the
activities of NBN Co accord and contribute to
ecologically sustainable development (ESD). The
second is to report the environmental
performance of NBN Co, that is, the impact NBN
Co activities have on the natural environment,
how these impacts are mitigated and how any
mitigation measures will be reviewed for
improvement (s516A of the EPBC Act). NBN Co
must also include in its annual report particulars of
any directions given by the Minister under
subsection 514D(1) of this Act during the year to
which the report relates s514V of the EPBC Act).

FY 2011-12 Statutory Approvals

During the 2011/12 financial year, significant
progress has been made in preparation of the
likelihood of land access agreements and statutory
approvals increasing significantly in the next
financial year. Of particular significance was the
internal publication of the Strategic Plan in
November 2011. NBN Co did not have any
significant statutory approval issues during the
year and does not currently have any active EPBC
Act conditions.

Ecologically Sustainable Development

As outlined in the Department of the Environment,
Water, Heritage and the Arts Guidelines for
Section 516A reporting — Environmental Protection
and Biodiversity Conservation Act 1999, the
National Strategy for Ecologically Sustainable
Development was endorsed by all Australian
jurisdictions in 1992, defining the goal of ESD:
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“development that improves the total quality of
life, both now and in the future, in a way that
maintains the ecological processes on which life
depends.”

NBN Co subscribes to the following ESD principles
as outlined in Section 3A of the EPBC Act:

a) Decision-making processes should effectively
integrate both long-term and short-term
economic, environmental, social and equitable
considerations (the “integration principle”).

b) If there are threats of serious or irreversible
environmental damage, lack of full scientific
certainty should not be used as a reason for
postponing measures to prevent
environmental degradation (the
‘precautionary principle’).

c) The principle of inter-generational equity —
that the present generation should ensure
that the health, diversity and productivity of
the environment is maintained or enhanced
for the benefit of future generations (the
‘intergenerational principle’).

d) The conservation of biological diversity and
ecological integrity is a fundamental
consideration in decision making (the
‘biodiversity principle’).

e) Animproved valuation, pricing and incentive
mechanism is promoted (the ‘valuation
principle’).

NBN Co Approach to ESD

The NBN Co approach to ESD involves the baseline
measurement of consumption materials such as
electricity, fuels and paper. This eco-efficiency
data is captured via our new online environmental
reporting tool from East River Software. This
software will also assists in generating assorted
greenhouse gas reports.

NBNCo strives to act according to the ESD
principles at all stages of its operations, starting at
the design phase.

As an example, the NBN Co Satellite project
underwent detailed facility and construction
design workshops during the year. As part of the
design phase, ESD principles were considered
during the design risk workshop process.
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As a result, a study was conducted outlining
approximately 90 sustainability initiatives that will
be scoped out further in the design phase
including:

- Solar Thermal Absorption Chillers

- Thermal Energy Storage

- Energy Sub metering

- A 2N redundant UPS based on double
conversion

- Running servers at higher temperatures

- Remote switching access for domestic hot
water, external lighting and HVAC systems

- Use of solar photovoltaic systems to produce
electricity

- Use of wind turbines

These initiatives will enable environmentally-
friendly operation of the satellite earth stations.

Environmental Best Practice

In April 2012 the Australian National Audit Office
published a report titled the Public Sector
Environmental Management Better Practice Guide
and the HSE team is looking at this guide to assist
in developing environmental and sustainability
targets for the coming year. Whist NBN Co is not
legally obliged to comply with the targets set out
in the report, the targets are none the less of
interest, as NBN Co base line data is still limited.

NBN Co is currently developing environmental
targets and programs for the FY12-13 in alignment
with the above publication to ensure continuous
improvement. Furthermore, industry
benchmarking and best practice will assist in
determining NBN Co’s level of environmental
performance.

NBN Co’s contractors

The build of the NBN is carried out on NBN Co’s
behalf by its contractors and NBN Co has processes
in place to ensure that its contractors consider
environmental impacts of their operations. As of
this year we started requesting eco-efficiency data
from contractors to gain an understanding of the
total impact of the NBN roll-out. NBN Co also runs
an HSEQ Audit Program, both internally and
externally.
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