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1. Details of the reporting period 
 
 

Current Period:  1 July 2006 - 30 June 2007 
 

Previous Corresponding Period:  1 July 2005 - 30 June 2006 
 

 

2.  Results for announcement to the market 
 

     $A’000
 
2.1  Revenues from ordinary activities 
 

 
up         6,564.8%*

   
2,954,937

     
 
2.2  (Loss) from ordinary activities after tax 

attributable to members 
 

 
up          331.5%* 

   
(131,677)

     
 
2.3  Net (loss)for the period attributable to members  
 

 
up          331.5%* 

   
(131,677)

* Refer overview of operating performance in section 14.3    

2.4  Distributions Amount per security Franked amount 
per security 

Current Period: 
Final distribution 
Interim distribution 

N/A
N/A

Previous Corresponding Period: 
Final distribution 
Interim distribution 

 
 

nil 
nil 

 
 

nil 
nil 

N/A
N/A

 
2.5 Record date for determining entitlements to the  

distribution 
 

 
N/A 

 

 
2.6   Provide a brief explanation of any of the figures reported above necessary to enable the figures to 

be understood: 
 

Refer to section 14.3 for explanations surrounding the figures. 
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3. Statement of Financial Performance with notes 
 

Refer to the Income Statements in the attached financial results. 
 

4. Statement of Financial Position with notes 
 

Refer to the Balance Sheets in the attached financial results. 
 

5. Statement of Cash Flows with notes 
 

Refer to the Cash Flow Statements in the attached financial results. 
 

6. Details of distributions 
 

No dividend has been declared or paid since the commencement of the financial year and the 
directors do not recommend the declaration of a dividend. 
 

7. Details of dividend reinvestment plan  
 

N/A 
 

8. Statement of retained earnings showing movements 
 

Refer attached financial statements (Note 27(A) Retained (Losses)/Profits). 

 

9. Net asset value per security 
 

 
 

Current period 
 

Previous 
period

 
Net asset value per ordinary security * 
 

 
$4.66 $5.04

 
*NTA is Nil.(2006:$5.04).The Babcock & Brown Capital Limited Group has recognised significant 

intangibles, including goodwill, brand names and licences from the eircom acquisition during the 
period. 

10. Control gained or lost over entities during the period 
 
10.1  Name of entity (or group of entities) over which control 

was gained 
 

eircom Group Limited (formerly 
eircom Group plc) Refer full list of 
eircom subsidiaries in note 34. 

10.2  Date control was gained 18 August 2006 
 

10.3  Consolidated (loss)/profit from ordinary activities and 
extraordinary items after tax of the controlled entity (or 
group of entities) since the date in the current period on 
which control was acquired 

$(154.9) million 

10.4  Profit (loss) from ordinary activities and extraordinary 
items after tax of the controlled entity (or group of 
entities) for the whole of the previous corresponding 
period 

 

N/A 
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10. Control gained or lost over entities during the period (continued) 
 
 
10.1  Name of entity (or group of entities) over which control 

was lost 
  

N/A 

10.2  Date control was lost N/A 
10.3  Consolidated profit (loss) from ordinary activities and 

extraordinary items after tax of the controlled entity (or 
group of entities) for the current period to the date of 
loss of control 

N/A 
 
 
 
 

 
 
11. Details of associates and joint venture entities  

 
eircom was accounted for as an associate in the current year for the period 1 July 2006– 
18 August 2006. From this date BCM held a 57.1% interest and consolidated the eircom 
Group Ltd (“eircom”).Refer note 33 in the attached financial statements for details on 
consolidation. 
 
In the prior year eircom was an associate.For details of associates refer note 15 in the 
attached financial statements. 

 
12. Other significant information  
 

Refer attached Results Announcement, titled “Review of Operations.” 

 
13. Accounting standards used by foreign entities 

 
Refer note 1 of the financial statements “Summary of Significant Accounting Policies” 

 
14. Commentary on results 
 

 
 

Current period 
 

Previous 
corresponding

period
 
14.1  Earnings per share 
 

Basic earnings per share 
Diluted earnings per share 

 

 
 
 

(65.8) ¢ 
(65.8) ¢ 

(15.3) ¢
(15.3) ¢ 

 
 
14.2  Returns to shareholders:  

Distributions 
 

$A’000 
 

nil 
 

$A’000

N/A

 
No dividends were paid or recommended during the period.  
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14. Commentary on results (continued) 

 

14.3  Significant features of operating performance and trends in 
operating performance: 

 
Current Period 

$A’000 

Previous 
Corresponding 
Period $A’000 

Revenue   

Telecommunications Revenue 2,853,002 - 

Interest income 51,233 17,244 

Construction income 30,950 - 

Effective interest un-wind on receivable from shareholders - 16,502 

Dividend income 1,413 9,651 

Other income 18,339 939 

Total revenue 2,954,937 44,336 

  
Share of net operating profits of associates accounted for using the equity method 1,933 21,260 

Share of one-off finance cost write-offs accounted for using the equity method - (71,073) 

Total share of net losses of associates accounted for using the equity method 1,933 (49,813) 

  
Expenses  
Payments to telecommunication operators (565,208) - 

Staff Costs (565,785) - 

Purchase of goods for resale, commission and related costs (220,331) - 

Sales and Marketing (155,445) - 

Materials and services (74,607) - 

Lease rental expense (35,063) - 

Other network costs (50,203) - 

Defined superannuation expense (39,035) - 

Restructure Costs  (269,688) - 

Management fee (13,254) (10,964) 

Auditors remuneration (7,904) (406) 

Net loss on derivatives not qualifying as hedges (1,969) (7,964) 

Directors fees  (1,331) (409) 

Net loss on financial assets at fair value through profit or loss (1,265) - 

Share based payments (717) (200) 

Net foreign exchange losses (449) - 

Project and deal costs (81) (210) 

Management company’s administration expenses - (288) 

Other operating expenses (197,215) (550) 

Finance costs (429,411) (5,214) 

Depreciation and amortisation (580,085) - 

Total expenses (3,209,046) (26,205) 
   

(Loss)/Profit before income tax (252,176) (31,682) 
   

Income tax benefit/(expense) 4,600 1,166 

   

(Loss)/Profit for the year (247,576) (30,516) 
   

Loss attributable to minority interest 115,899 - 

(Loss)/Profit attributable to members of BCM (131,677) (30,516) 
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15.  International Financial Reporting Standards (“IFRS”) 
 

The financial statements comply with the Australian Equivalents to International Financial 
Reporting Standards (AIFRS).  Refer Note 1B(i) of the attached financial statements. 

 
16.  Audit / review of accounts upon which this report is based 
 

This report is based on accounts to which one of the following applies (tick one): 
 

 The accounts have been audited. 
(refer attached financial statements)  The accounts have been subject to 

review. 
(refer attached financial statements) 
 

 The accounts are in the process of 
being audited or subject to review.  The accounts have not yet been audited 

or reviewed. 
 
 
17.  Qualification of audit  
 

Not applicable. 



 

 

 

 

 
 
Babcock & Brown Capital Limited
and Controlled Entities 
 
ABN 31 112 119 203 

 
Full Year Financial Report 
For the year ended 30 June 2007 
 
 
Babcock & Brown Capital Management Pty Ltd ACN 112 118 144 (“BBCM”) is the Management Company for Babcock & Brown Capital Limited (“the 
Company”) under a Management Agreement dated 20 December 2004.   
 
Investments in the Company are not investments in, deposits with or other liabilities of Babcock & Brown Limited, or any entity in the Babcock & Brown 
Group and are subject to investment risk, including loss of income and capital invested. Neither BBCM nor any member of the Babcock & Brown Group, 
guarantees the performance of the Company, the repayment of capital or the payment of a particular rate of return on the Company’s shares. 
 
This report is not an offer or invitation for subscription or purchase of or a recommendation of securities. It does not take into account the investment 
objectives, financial situation and particular needs of the investor. Before making an investment in the Company, the investor or prospective investor should 
consider whether such an investment is appropriate to their particular investment needs, objectives and financial circumstances and consult an investment 
adviser if necessary. 
 
Babcock & Brown Capital Limited is a company limited by shares, incorporated and domiciled in Australia. Its registered office and place of business is: 
 
Level 23, The Chifley Tower 
2 Chifley Square 
SYDNEY NSW 2000 
Australia 
 
The Company’s consolidated financial report has been prepared to enable the Company to comply with its obligations under the Corporations Act and to 
ensure compliance with the ASX Listing Rules and satisfy the requirements of the Australian accounting standards. The responsibility for preparation of the 
consolidated financial report and any financial information contained in this financial report rests solely with the Directors of the Company. 
 

The financial report was authorised for issue by the directors on 28 August 2007. The company has the power to amend and reissue the financial report.

port.
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Results for Announcement to the Market 

Name of Company:   Babcock & Brown Capital Limited (“BCM”) 
   ABN 31 112 119 203 

 

1 The current year’s results consolidate eircom Group Limited’s (formerly eircom Group plc “eircom”) results from 18 August 2006. 
2 Net tangible asset backing per security is nil (2006: $5.04). The Babcock & Brown Capital Group (“the Group”) has recognised significant intangibles, including goodwill, brand 

names and licences from the eircom acquisition during the period. 
3 Balance in prior year of $49.8 million, includes an equity accounted profit from operations of $21.3 million and $71.1 million in finance costs as a result of the Group restructuring its 

finances.  
4 BCM’s after tax share (57.1%) of restructuring costs was $134.5 million. 
 

It should be noted that true comparable figures on a year on year basis are not reflected in the above due to the fact that as at 30 June 

2006, BCM only held 27.1% of eircom which was equity accounted rather than consolidated.  Comparable percentage changes between 

periods are not included as they are not meaningful for the current period. 

 

BCM’s results were significantly impacted by a number of accounting adjustments and non-recurring items. These are discussed further 

in the Results Review section of the Management Discussion and Analysis. 

 

Dividends 

The Directors have not proposed a dividend for the year ended 30 June 2007.  

 
All amounts are in Australian dollars unless otherwise stated.  The information on which this announcement is based has been audited by the Company’s auditor, 

PricewaterhouseCoopers.  The Company has a formally constituted Audit and Risk Management Committee of the Board of Directors.  This report was approved by resolution of the 

Board of Directors on 28 August 2007. 

Year ended 
30 June 2007 

$’0001 

Year ended
30 June 2006 

$’000 

 
Operating revenue 

 
2,903,704 

 
44,336 

Operating expenses (excluding restructuring costs, depreciation,  
amortisation and finance costs) (1,929,862) (20,991) 
Earnings before interest, tax, depreciation and amortisation expense 
(“EBITDA”) and restructuring costs 973,842 23,345 
   
Restructuring costs (269,688) - 
Depreciation and amortisation (580,085) - 
Net finance costs (378,178) (5,214) 
Share of net gains/(losses) of associates accounted for using the equity 
method 1,933 (49,813)3 
(Loss) before tax (252,176) (31,682) 
Income tax benefit 4,600 1,166 
(Loss) for the year (247,576) (30,516) 
Loss attributable to minority interest 115,899 - 
(Loss) for the year attributable to members (131,677) (30,516) 

Basic and diluted earnings per share before restructuring costs 1.4 cents4 20.3 cents3 
Basic and diluted (losses) per share (65.8) cents (15.3) cents 
   
Net Tangible Asset (“NTA”) Backing   
Net asset value per security before restructuring costs $5.33 $5.39 
Net asset value per security 2 $4.66 $5.04 
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REVIEW OF OPERATIONS 
 
eircom Group Limited 

During the year, the Group completed its first major investment with the acquisition of the major Irish telecommunications provider, 

eircom Group Limited, formerly eircom Group plc (“eircom”). 

 

BCM completed the $8 billion recommended offer for eircom on 18 August 2006, which was effected by means of a scheme of 

arrangement under section 425 of the United Kingdom Companies Act (“the Scheme”). 

 

On conclusion of the Scheme, BCM hold a 57.1% interest and associates of Babcock & Brown Limited hold an additional 7.9%.  

Existing and former employees hold the remaining 35% through the eircom Employee Share Ownership Trust (“the ESOT”). 

 

In November 2006, the Group completed a refinancing of its investment in eircom by way of an unsecured subordinate note offering 

(“Payment-In-Kind note” or “PIK”).  This refinancing totalled €425 million at a margin rate of EURIBOR + 700bps. BCM’s capital return 

from this refinancing was approximately $364 million, or approximately 45% of its total investment of $812 million in eircom.  The 

proceeds of $364 million were returned to BCM for use in other investments. Included in this return was approximately $17 million 

realised on favourable exchange movements between the time of purchase and the refinancing in November 2006. This cash return is 

recorded as a reduction in BCM’s investment in eircom and cannot be recognised as income.  Subsequent to this refinancing, BCM has 

approximately $448 million invested in eircom. 

 

Fixed Line 
Fixed line has performed well since the acquisition, delivering solid EBITDA results for the period.  For the 12 months ended 30 June 

2007, fixed line produced an EBITDA before fair value adjustments of €590 million.  This figure is in line with the 12 month figure to 

March 2007 of €594 million and was only 1% less than EBITDA for the previous 12 months to March 2006 of €597 million.  

 

The fixed line resilience stems from a 2% increase in the number of fixed lines year-on-year with new housing builds holding strong at 

approximately 93,000 as well as increased broadband penetration.  Broadband penetration in Ireland has reached record levels and as 

at March 2007 eircom retained 72% of the fast growing broadband market through its retail and bitstream DSL products, and has 

increased its customer levels by 75% from 260,000 to 455,000 for the year to 30 June 2007. 

 
Mobile  
eircom operates in the Irish mobile market through its subsidiary, Meteor. According to latest management estimates, Meteor has a 

rapidly growing 18.2% market share representing an increase of 3.6% for the year. At 30 June 2007, Meteor had approximately 875,000 

subscribers, representing a 28% increase for the 12 months when the subscriber levels approximated 683,000.  

 

Driven by subscriber numbers, Meteor’s operating revenue is €387 million for the year to 30 June 2007.  In turn, this has produced an 

EBITDA margin of 17% resulting in EBITDA for the 12 months of €65 million. 

 

Other 
During May 2007, the Group successfully completed a repricing of its eircom debt package.  This is expected to result in savings of 

approximately €16 million per annum in finance costs.  
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REVIEW OF OPERATIONS (continued) 
 
Golden Pages Israel 
On 31 July 2007, the Group completed its second major investment, with the acquisition of the leading Israeli directories business, 

G.P.M. Classified Directories (Management & Marketing) Ltd (“GPM”), also referred to as Golden Pages Israel. 

 

The Group acquired 100% of GPM from Markstone Capital Partners and other Israeli-based institutional investors. The acquisition 

enterprise value was $248.1 million, requiring $143.3 million of equity from BCM. Inclusive of transaction costs, the total acquisition 

price was $152.1 million. 

 

The GPM Group includes: 

 

• Golden Pages, Israel’s yellow pages business which is the largest directory franchise in the country.  This business publishes 

approximately 77 directories annually (national, regional and specialist). 

• “D”, an online directory business; 

• Golden Pages and D branded directory offerings across cellular and television platforms; and 

•  A suite of directory related print and online businesses including: 

 

• ZAP, Israel’s # 1  comparative shopping website; 

• REST, Israel’s # 1 restaurant directory business; 

• ProGroup, Israel’s premier student portal; 

• 55% of Dun & Bradstreet Israel, a business directory and business information service; and 

• D-Media, a business unit focused on marketing and advertising sales across the entire GPM portfolio.  
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Management Discussion & Analysis 

Results Review  
 
Revenue: 
The Group generated revenue of $2,956.8 million for the year.  This included: 

• eircom telecommunications revenue of $2,884.0 million; 

• interest income from cash and term deposits from BCM equity of $22.6 million and interest from eircom of $28.6 million; 

• dividend income and other income from investments of $19.7 million; and  

• equity accounted profits of $1.9 million. 

 
Operating Expenses: 
The Group incurred total expenses of $3,209.0 million.  This included: 

• eircom operating expenses of $3,187.1 million for the period from 18 August to 30 June 2007. This consisted of $1,910.0 

million in operating expenses, depreciation and amortisation of $580.1 million, $427.3m of finance costs and $269.7 million in 

restructuring costs; and 

• Operating costs from local operations of $21.9 million, consisting of $13.3 million in management fees to Babcock & Brown 

Capital Management Pty Limited, $2.0 million net losses from derivatives not qualifying as hedges, $1.3 million in mark-to-

market losses on investments held at fair value through profit or loss, $2.1 million of finance costs and $3.2 million of other 

expenses. 

 
Accounting Impacts of Acquisition: 
Acquisition Accounting 

The Group has accounted for the acquisition of eircom in accordance with AASB 3: Business Combinations.  As a result of applying this 

standard a significant number of accounting adjustments have been derived from the fair value exercise including:  

 

• The purchase price allocation exercise resulted in materially higher levels of depreciation and amortisation in the Group 

accounts.  This reduced BCM’s consolidated reported accounting profits, due to increased depreciation and amortisation from 

the fair value uplifts to tangible and intangible assets.  The increased level of depreciation and amortisation will continue to 

apply in future years. These results do not reduce cash flow or EBITDA;  and 

• The step-up acquisition has resulted in an increase in the opening balance of retained earnings of $82.4 million being the 

consolidated entity’s proportionate share of adjusted assets at each acquisition date. 

 

Tax impacts of non-deductible items from the acquisition 

The return of capital to BCM from the €425m PIK note refinancing on 24 November 2006 resulted in higher interest costs and reduced 

consolidated reported accounting profits.  Interest will be paid in the form of additional PIK notes and there will be no cash impact while 

the interest is paid in additional PIK notes.  The PIK interest that accrues is not tax deductible.  This innovative refinancing is expected 

to increase BCM’s long-term shareholder returns as the expected return from the investment is greater than the PIK note coupon. 

 

In addition to PIK interest there are a number of other non-deductible items recorded during the period including expensed transaction 

costs, amortisation of upfront debt establishment costs and other non-deductible finance costs, including preference share dividends. 
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Directors’ Report  
 

The Directors of Babcock & Brown Capital Limited (“the Company” or “BCM”) submit their report on the Babcock & Brown Capital Group (“the Group”) 

consisting of the Company, and its controlled entities, for the year ended 30 June 2007. 

 
DIRECTORS 
 

The Directors of the Company who held office during the year and until the date of this report are set out below.  Directors were in office for this entire 

period unless otherwise stated. 

Kerry Roxburgh Non-Executive Chairman  

William Wavish Deputy Chairman, Non-Executive Director 

Greg Clark Non-Executive Director – appointed 4 August 2006 

Phillip Green Non-Executive Director 

Robert Topfer Managing Director of the Management Company 

 

Kerry Roxburgh was a Non-Executive Director for the entire period and was appointed Non-Executive Chairman on 25 July 2006. 

 

Rex Comb was a director from the beginning of the financial year until his resignation on 31 August 2006.  

 

Robert Champion de Crespigny AC was Non-Executive Chairman from the beginning of the financial year until his resignation on 25 July 2006. He 

continued to hold his directorship as a Non-Executive Director and subsequently resigned as Non-Executive Director on 4 August 2006. 

 
CORPORATE INFORMATION AND STRUCTURE 
 

Babcock & Brown Capital Limited is a company limited by shares that is incorporated and domiciled in Australia. The Company was incorporated on 8 

December 2004 and was listed on the Australian Stock Exchange on 14 February 2005. 

 

The total capital raised upon listing was $1 billion through the issue of 200 million shares with an issue price of $5.00, paid to $2.50. These shares were 

allotted on 4 February 2005. The second instalment of $2.50 was payable on 6 February 2006 and was fully received during the financial year ended 30 

June 2006. 

 

Since incorporation, the Company has established a number of subsidiary companies. These are set out in note 34 of the financial statements. 

 

NATURE OF OPERATIONS AND PRINCIPAL ACTIVITIES 
 

The Company is an investment company which focuses on a concentrated portfolio with a flexible investment horizon. The Company is able to build 

positions in domestic and overseas listed and private entities with the key objective to grow their value over time. 

 

The primary goal of the Company is to achieve further risk-adjusted returns over the long term consistent with the Company’s investment objectives.  

 

During the year, the Company gained control of the eircom Group Ltd, formerly eircom Group plc (“eircom”), a Dublin-based telecommunications company. 

Further details of this investment are set out in the Review of Operating Results on pages 2 to 3 and note 33 of the financial statements.   In addition, the 

Group is continuing to source additional investments in accordance with its investment mandate. 

 
DIVIDENDS 
 

The Directors, in accordance with the dividend policy outlined in the Initial Public Offering (“IPO”) Prospectus, do not propose a dividend for the year to 30 

June 2007 (2006: nil).   

 

The Company will not have a definitive dividend policy until its investments have further developed and matured.  A dividend policy will be determined in 

light of the nature of those investments. 
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Directors’ Report (Continued) 

 
REVIEW OF OPERATIONS  
 
An analysis and review of the operations of the Group and the results of those operations for the year ended 30 June 2007 is included in the Review of 

Operations and Management Discussion and Analysis on pages 2 to 4 of this annual report. 

 

SIGNIFICANT CHANGES IN THE STATE OF AFFAIRS 
 
Significant changes in the state of affairs of the Group during the financial year were as follows: 

 

• During the year, the Company gained control of eircom.  Further details of this investment are set out in note 33 of the financial statements and 

in the review of operations. 

 
MATTERS SUBSEQUENT TO THE END OF THE FINANCIAL YEAR 
 
On 1 August 2007 the Company announced the acquisition of Israeli Golden Pages from Markstone Capital Partners and other Israeli-based institutional 

shareholders. The acquisition enterprise value was $248.1 million, initially requiring $143.3 million of equity from the Company. 

 

The Directors are not aware of any other matter or circumstance that has occurred since 30 June 2007 that has significantly affected or may significantly 

affect the operations of the Company, the results of those operations or the state of affairs of the Group in subsequent financial years.  

 

FUTURE DEVELOPMENTS AND EXPECTED RESULTS OF OPERATIONS 
 
In the opinion of the Directors, disclosure of other information regarding likely developments in the operations of the Group and the expected results of 

those operations would prejudice the interests of the Company. Accordingly, this information has not been included in this report. 

 
ENVIRONMENTAL REGULATION AND PERFORMANCE 
 
To the best of their knowledge and belief after making due enquiry, the Directors have determined that the Group has complied with all significant 

environmental regulations applicable to its operations.   

 

INFORMATION ON DIRECTORS 
 

Name, independence status and 

special responsibilities Qualifications and experience 

 
Kerry C D Roxburgh 
Non-Executive Chairman.  Age 65. 

 

 

Chairman of the Board 

Chairman of the Remuneration 

Committee  

Member of the Audit & Risk 

Management Committee 

 
Experience and expertise 
Independent Non-Executive Director since February 2006. Mr Roxburgh has extensive experience on the boards of 

listed and unlisted companies. SDIA Practitioner Member. 

 

Other current listed company directorships 
Non-Executive Chairman of Charter Hall Group (since April 2005)  

Non-Executive Director of Ramsay Health Care Ltd (since July 1997) and Everest Babcock & Brown Group (since 

April 2005). 

 
Former listed company directorships in last 3 years 
E*Trade Australia Limited (February 1996 to June 2007) 
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Directors’ Report (Continued) 
 

Name, independence status and 
special responsibilities Qualifications and experience 
 

William P R Wavish  
Non-Executive Director.  Age 59. 

CMA(NZ), CA(NZ), ACIS, ANZIM 

 

 
Chairman of the Audit & Risk 

Management Committee 

 

 

Experience and expertise 
Independent Non-Executive Director since December 2004.  

Mr Wavish has held numerous senior management and board positions including being the director responsible for 

the Woolworths Supermarkets Group and Finance Director.  

 
Other current listed company directorships 
Executive Chairman of Myer Group Finance Limited 

 
Former listed company directorships in last 3 years 

Chairman Housewares International Limited (November 2004 to April 2006) 

Non-Executive Director Atlas Group Holdings Limited (November 2004 to April 2006) 

 

 
Dr Gregory J Clark 
Non-Executive Director.  Age 64. 

PHD, BSC(HONS), FAP, FTSE 

 
 
Chairman of the Nomination & 

Governance Committee 

Member of the Remuneration 

Committee 

 

Experience and expertise 
Independent Non-Executive Director since August 2006. Dr Clark is Principal of Clark Capital Partners, a US based 

firm that advises internationally on technology and the technology marketplace. Previously he held senior executive 

positions in IBM, News Corporation and Loral Space and Communications. 

 
Other current listed company directorships 
Non-Executive Director of ANZ Banking Group Limited 

 
Former listed company directorships in last 3 years 

Non-Executive Director of James Hardie Industries N.V. (April 2002 to May 2006) 

 
Phillip H Green  
Non-Executive Director.  Age 53. 

BCOM, LLB 

 
 
Member of the Nomination & 

Governance Committee 

 

Experience and expertise 
Director since December 2004. Mr Green is the Chief Executive Officer of Babcock & Brown Limited and has held 

numerous listed and unlisted board positions. 

 

Other current listed company directorships 
Chairman of Babcock & Brown Environmental Investments Limited 

Non-Executive Director of Babcock & Brown Infrastructure Limited, Everest Babcock & Brown Group and of the 

responsible entity of Babcock & Brown Japan Property Trust. 

 
Former listed company directorships in last 3 years 
Non-Executive Director of Thakral Holdings Group (February 2004 to July 2007), Abacus Property Group (October 

2002 to September 2006), Primelife Corporation Limited (February 2004 to April 2005) and of the responsible entity 

of the MTM Entertainment Trust (July 2001 to July 2007) 
 

Robert N Topfer  

Managing Director of the 

Management Company.  Age 47. 

BA, LLB 

 
 
Member of the Remuneration 

Committee 

Member of the Nomination & 

Governance Committee 

 

Experience and expertise 

Director since December 2004. Mr Topfer has over 20 years of specialist structured and corporate finance 

experience across many industry sectors. 

 
Other current listed company directorships 

Non-Executive Director of Babcock & Brown Communities Group and Assetinsure Limited. 

 
Former listed company directorships in last 3 years 
Non-Executive Director of ERG Limited (October 2002 to January 2005), Commander Communications Limited 

(August 2003 to September 2005) and the responsible entity of the MTM Entertainment Trust (July 2005 to July 

2007). 
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Directors’ Report (Continued) 

INFORMATION ON SECRETARIES 

Name, independence status 
and special responsibilities Qualifications and experience 

 
Simone Lander 
Company Secretary 

 
Simone Lander was appointed Company Secretary on 11 August 2006. 

 

Experience and expertise 

Simone joined Babcock & Brown in August 2006 as Company Secretary for a number of the Group’s listed and unlisted 

specialised funds and is responsible for the Company Secretarial function and corporate governance for the boards 

and committees of these Group entities.  Prior to joining Babcock & Brown, Simone held Company Secretarial positions 

within the Investa Property Group from August 2001 and the position of Assistant Company Secretary of the Mirvac 

Group from 1998. 

 

Simone holds a Bachelor of Economics and is an Affiliate of Chartered Secretaries Australia. 
 

David Richardson 
Company Secretary 

 

David Richardson was appointed Company Secretary on 25 July 2006. 

 

Experience and expertise 

David joined Babcock & Brown in 2005 as Company Secretary for a number of the Group’s listed and unlisted 

specialised funds and is responsible for the Company Secretarial function and corporate governance for the boards 

and committees of these Group entities. Prior to joining Babcock & Brown, David was a Company Secretary within the 

AMP Group, and at various stages was appointed Company Secretary for the AMP Capital investors, Financial 

Services and insurance divisions. 

 

David holds a Diploma of Law, Bachelor of Economics and a Graduate Diploma in Company Secretaries Practice. 

David is a member of Chartered Secretaries Australia. 
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Directors’ Report (Continued) 

DIRECTORS’ MEETINGS 

Meetings of Committees  

Scheduled Directors’ 
Meetings 

Audit & Risk 

Management Remuneration 

Nomination & 

Governance 

Number of meetings held: 13 6 0 1 

Number of meetings attended:     

Kerry Roxburgh 12 5 ** ** 

William Wavish 13 6 0 ** 

Greg Clark1 13 ** 0 1 

Phillip Green 12 ** ** 1 

Robert Topfer 13 ** 0 1 

William Stevens2 ** 6 ** ** 

Robert Champion de Crespigny AC3 1 ** 0 ** 

Rex Comb4 3 ** ** ** 

**  Not a member of that committee 
1   Gregory Clark was appointed as a member of the Board on 4 August 2006. 
2    William Stevens is an independent Committee member of the Audit and Risk Management Committee, but is not a Director of the Company. 
3   Robert Champion de Crespigny AC resigned as a member of the Board and Remuneration Committee on 4 August 2006.  
4   Rex Comb resigned as a member of the Board on 31 August 2006. 

 

Remuneration Report 

The Remuneration Report for the Group details the remuneration policies and arrangements of the Company’s (“BCM”) directors and the BCM Group’s 

executives, who are principally employed by eircom.  It also covers remuneration arrangements for executives provided by the Management Company 

(Babcock & Brown Capital Management Pty Ltd (“BBCM”)).  The Company’s Non-Executive Directors are paid a fee, details of which are shown below 

under the heading, ‘Non-Executive Directors’. 

Specialised Fund Platform 

Babcock & Brown Limited has established a Specialised Funds Platform which consists of entities (“Funds”) established and managed by Babcock & Brown 

Limited wholly-owned subsidiaries under long-term Management Agreements. All staff who are employed full time in the management of the Funds or 

whose employment from time to time relates to the Funds are Babcock & Brown Limited employees and are remunerated in accordance with Babcock & 

Brown’s remuneration policies. Babcock & Brown Capital Limited does not have any employees and the executives provided by Babcock & Brown Limited 

to enable BBCM to comply with its obligations under its Management Agreement with BCM, are paid in accordance with Babcock & Brown Limited’s 

remuneration policies as set out in this Remuneration Report. It should be noted that the employees of subsidiaries of BCM are likely to be remunerated on 

a different basis than that applicable to Babcock & Brown Limited employees. 

Babcock & Brown Limited is currently reviewing the philosophy and framework as it applies to their employees in the Specialised Funds Platform.  Babcock 

& Brown Limited intends that the remuneration policies applicable to these employees should be designed to further align their interests with the interests of 

the Fund Manager and the investors in the Funds.   

The remuneration strategy of Babcock & Brown Limited is critical to achieving BCM’s overall objective of producing enhanced returns for investors through 

a strong performance culture.  
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Remuneration Report (Continued) 

The Babcock & Brown remuneration philosophy seeks to focus on: 

• driving performance over and above security holder and market expectations; and 

• ensuring variable pay is very directly linked to performance and that individuals who contribute to this performance are rewarded. 
 

This report outlines the remuneration arrangements in place for Directors of BCM and Executives of BBCM. It also provides the remuneration disclosures 

required by paragraphs Aus 25.4 to Aus 25.7.2 of AASB 124 Related Party Disclosures, which have been transferred to the Remuneration Report in 

accordance with the Corporations Regulations 2001. In this report, Executives refers to the executives of the BCM Group. 

Role of the Babcock & Brown Remuneration Committee 

The Babcock & Brown Limited Remuneration Committee assists the Babcock & Brown Limited Board in achieving fairness and transparency in relation to 

remuneration issues whilst overseeing the remuneration and human resources policies and practices of the Babcock & Brown Limited Group including 

those employees allocated to the Specialised Funds Platform.   

The Babcock & Brown Limited Remuneration Committee seeks to ensure that the remuneration framework is consistent with market expectations for listed 

entities and stakeholder body guidelines. In doing this, the Babcock & Brown Limited Remuneration Committee seeks advice from independent 

remuneration advisors. 

Membership of the Babcock & Brown Limited Remuneration Committee 

The Babcock & Brown Limited Remuneration Committee consists of five Directors, of whom three are Independent Non-Executive Directors. Its members 

throughout 2006/2007 were: 

Ian Martin (Chair)  

James Babcock 

Phillip Green 

Elizabeth Nosworthy 

Michael Sharpe 

Non-Executive Directors 

Independent Non-Executive Directors’ fees, including committee fees and subsidiary Board membership fees, are determined by the BCM Board within the 

aggregate amount approved by Shareholders.  The current maximum aggregate amount which may be paid to all independent Non-Executive Directors is 

$1,000,000 per annum as approved by Shareholders.  Babcock & Brown Limited senior executives who are Directors of BCM do not receive any Directors’ 

fees personally. 

Independent Non-Executive Directors receive a cash fee for their services.  They do not receive any performance-based remuneration or any retirement 

benefits, other than receiving statutory superannuation. 

Fees payable to Non-Executive Directors during the year ended 30 June 2007 are set out below:   

Board / Committee Role Fee 
Board Chair $ 150,000 

 Deputy Chair $ 100,000 

 Member $ 100,000 

The fees payable to Non-Executive Directors include their services on the Audit and Risk Management, Nomination & Governance and Remuneration 

Committees and subsidiary Board memberships. 
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Remuneration Report (Continued) 

Option holdings of the independent Non-Executive Directors are shown in the table below. 

Table 1: Independent non-executive option holdings 

 Terms and Conditions for Each Grant 

Granted

Number Grant date 
Value per 

Option (average) Total Value 
Exercise 

Price per 

First Exercise 

Date 
Last Exercise 

Date 
Independent Non-

Executive Directors 

(audited)   ($) ($) ($)   

Kerry Roxburgh 1,000,000 9 February 2006 0.389 388,466 $5.00 28 August 2007 14 February 2012 

William Wavish 1,000,000 14 February 2005 0.923 923,334 $5.00 28 August 2007 14 February 2012 

Greg Clark 1,000,000 8 November 2006 0.135 135,167 $5.00 28 August 2007 14 February 2012 

TOTAL 3,000,000  $1,446,967  

 

Executives  

Remuneration Policy  

The Babcock & Brown Limited Board recognises that it operates in a global market place and its success is ultimately dependent on its people. In light of 

this, Babcock & Brown Limited aims to attract, retain and motivate highly-specialised and skilled employees from a global pool of talent, who have the 

expertise to manage BCM in the best interests of the Shareholders of BCM. 

Attracting, developing and retaining talent in the Specialised Funds pool of employees is essential for BCM’s ongoing success. In the last year, Babcock & 

Brown Limited secured the services of key individuals in a number of areas to manage the operations of the growing Specialised Funds Platform. The 

ongoing recruitment of further key employees is integral to meeting the growth strategy of the Specialised Funds and of BCM. 

Babcock & Brown Limited Executives who are Directors of BCM have significant shareholdings in BCM. 

Remuneration framework and philosophy 

The Babcock & Brown Limited remuneration framework has three components which are consistent with those of competitors and have been designed to 

drive superior levels of performance and to closely align Executive and Shareholder interests. These are: 

 fixed remuneration (base salary and benefits, primarily superannuation and ancillary benefits);  

 short-term incentive plan (annual cash bonus and equity deferral); and    

 long-term incentive plan (Executive share options and performance rights).     

 

The remuneration philosophy currently provides for Executive remuneration to be significantly “at-risk”, meaning that base salary and benefits form the only 

part of potential annual remuneration known at the commencement of a financial year.  

Fixed remuneration 

The Babcock & Brown Limited Board has set fixed remuneration for the Executives allocated to BBCM at or lower than the median for comparable 

executives in companies with comparable businesses to that of BCM.  This complements the strategy of weighting the variable amount of Executive pay to 

encourage superior performance consistent with a strong performance oriented culture. Adjustments to fixed remuneration are made annually and are 

based on job role, pay relative to comparable market pay and performance in the role.  

The fixed remuneration component for the Executives generally includes cash salary as well as non-cash benefits, primarily superannuation and ancillary 

benefits. 
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Remuneration Report (Continued) 

Short-term Incentive Plan (“STIP”) – delivered as cash and deferred equity (Bonus Deferral Rights)  

For employees who receive a STIP allocation above a certain threshold level (see below), the STIP allocation is made partly in cash and partly through a 

grant of Bonus Deferral Rights. All bonuses below a threshold level of $350,000 ($350,000 in 2006) are generally delivered entirely as cash. 

Under the Bonus Deferral Rights Plan at least 25% of the STIP allocation above the threshold level is delivered as Bonus Deferral Rights which entitle the 

holder to shares in Babcock & Brown at no cost after a four year vesting period. The Bonus Deferral Rights act as a retention mechanism. Any Executive 

leaving Babcock & Brown Limited will forfeit their Bonus Deferral Rights if they terminate employment within the four-year vesting period, unless special 

circumstances, such as redundancy or retirement, apply. The Babcock & Brown Limited Board also reserves the right to allow vesting in other 

circumstances which would include an employee leaving to pursue other interests which the Board is satisfied will not compete with the Babcock & Brown 

Limited Group or BCM. 

As part of the corporate governance framework for Babcock & Brown’s Specialised Funds, BCM’s board going forward will approve specific key 

performance indicators for the key management personnel (“KMP”) providing services to BCM. The framework provides that BCM’s independent directors 

will be given the opportunity to provide formal input to Babcock & Brown on the performance of the Manager as a whole and the KMP who perform services 

for them. The framework also provides that this input will be taken into account in determining the proposed remuneration of those KMP, as it relates to the 

services to BCM, and the Independent Directors are consulted on that remuneration.  

As short-term incentive allocations are determined after the end of Babcock & Brown Limited’s financial year (31 December) and are directly dependent on 

the Babcock & Brown Limited Group’s financial performance, employees are not advised of a target bonus amount. As such, Chapter 2M.3.03 (2)(c)(i)(ii) of 

the Corporations  Regulations 2001 does not apply to Babcock & Brown Limited. 

Long-term Incentive Plan (“LTIP”) 

To complement the STIP, Babcock & Brown Limited has established a LTIP which aims to motivate and retain key Executives. Going forward, selected 

employees will receive a mix of: 

 Executive Share Options: These will entitle the employee to one share in Babcock & Brown Limited upon vesting subject to the payment of an 

exercise price.  The exercise price on each option will generally be based on the market value of shares at the time of grant; and/or 

 Performance Rights:  These will entitle the employee to one share in Babcock & Brown upon vesting. 

Vesting of Executive Share Options and Performance Rights will typically be at least three years and be subject to performance hurdles. For the current 

year, those performance hurdles relate to the Total Shareholder Return (“TSR”) of Babcock & Brown Limited in comparison to all ASX 100 Index companies 

over a four year period. Going forward, as part of the review of the remuneration philosophy and framework as it applies to the Babcock & Brown Limited 

employees in the Specialised Funds Platform, Babcock & Brown Limited anticipates that such performance hurdles for LTIP awarded to those employees 

will take into account BCM’s performance. 

Remuneration policy and structure 

Summarised below is the BCM Group’s major subsidiary’s (eircom’s), objectives in relation to remuneration policies. 

 

Objectives of eircom’s remuneration policy 
 
The eircom Remuneration Committee determines remuneration policies and practices which conform with best market practice, with the aim of attracting, 

retaining and motivating top class executives who will deliver excellent performance for the business and shareholders.  The objectives that underpin 

eircom’s remuneration policy are: 

• to drive a high-performance culture where rewards are clearly linked to performance; 

• to contribute to very focussed business goals;  

• to support the retention of high performers with strong leadership skills; 

• to encourage the development of employees’ full potential; 

• to develop cost-effective and market-based pay platforms; and  

• to attract, retain and motivate high-performing employees with the required skill and competencies. 

eircom’s remuneration policy objectives are aligned with the remuneration objectives of BCM and the Group.  BCM has representation on the eircom 

Remuneration Committee through members supplied by BBCM.  Through this representation, BCM will continue to ensure remuneration arrangements in 

eircom are aligned with BCM and shareholder interests. Performance bonuses in eircom for the period have been determined on the basis of financial 

short-term targets that are expected to result in an increase in returns for shareholders. 
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Remuneration Report (Continued) 

Table 2: Remuneration of the Directors and Executives for the year ended 30 June 2007 

Details of the nature and amount of each element of the emoluments of each Director of BCM and Executive of BBCM and of the consolidated entity for the 

year ended 30 June 2007 are set out in the table below. 

 
Short-term employee benefits 

Post-
employment 

benefits 

Long-term 
employee 
benefits 

Remuneration figures 
are in AUD (audited) Year Salary 

STIP relating
to current

period
STIP relating to 

prior years
Non-monetary 

benefits Superannuation Share based 
payments2

Total

 $ $ $ $ $ $ $

Independent Non -Executive Directors 

2007 150,000 - - - 12,686 250,076 412,762Kerry Roxburgh4 

(Chairman) 2006 39,167 - - - 3,525 96,603 139,295

2007 25,000 - - - - - 25,000Robert  Champion de 
Crespigny AC 5 

2006 150,000 - - - 12,139 - 162,139

2007 100,000 - - - 9,000 359,694 468,694William Wavish 

2006 100,000 - - - 9,000 359,694 468,694

2007 90,580 - - - - 107,221 197,801Greg Clark 

2006 - - - - - - -

2007 365,580 - - - 21,686 716,991 1,104,257Total remuneration for 
Independent Non-
Executive directors 

2006 289,167 - - - 24,664 456,297 770,128

Other Non-Executive Directors  

2007 100,000 - - - - - 100,000Phillip Green1, 6 

2006 - - - - - - -

2007 100,000 - - - - - 100,000Robert Topfer1, 6 

2006 - - - - - - -

2007 353,756 - - - 1,737,138 - 2,090,894Rex Comb1, 3 

2006 550,000 500,000 - - 100,000 - 1,150,000

2007 553,756 - - - 1,737,138 - 2,290,894
Total renumeration for 
other Non-Executive 
directors  

2006 550,000 500,000 - - 100,000 - 1,150,000

2007 919,336 - - - 1,758,824 716,991 3,395,151Total remuneration for 
Directors 

2006 839,167 500,000 - - 124,664 456,297 1,920,128

 
1Remuneration paid to directors supplied by the management company (Robert Topfer, Phillip Green and Rex Comb) is not paid by the Company. This 
remuneration is paid in respect of their wider responsibilities relating to the Babcock & Brown Group, of which the directorship of BCM is a part. It is not 
practicable or meaningful to apportion the remuneration to the time spent directly on the Non-Executive Directorship supplied by the Management Company, 
for Robert Topfer and Philip Green. The remuneration is 100% of the remuneration paid to Rex Comb. The figure presented for Phillip Green and Robert 
Topfer is based on the non-executive fee paid by the Group to other Non-Executive Directors. 

2Equity options have been valued using a Binomial pricing model. Option values for Independent Non-Executive Directors William Wavish, Kerry Roxburgh and 
Greg Clark represent options granted in BCM.  Options granted to Non-Executive Directors of the Management Company relate to Babcock & Brown Limited. 

3Rex Comb resigned on 31 August 2006. 

4Kerry Roxburgh was appointed Chairman on 25 July 2006. 
5Robert Champion de Crespigny AC resigned as Chairman on 25 July 2006 and was a Non-Executive Director until 4 August 2006. 
6In the prior year, remuneration paid to Non-Executive Directors, Phillip Green and Robert Topfer was not paid by the Company. Remuneration paid to Phillip 
Green was $11,265,948, including options of $902,779. Remuneration paid to Robert Topfer was $4,884,179, including options of $359,759.  This 
remuneration was 100% of the remuneration paid to each of the Directors by the Babcock & Brown Group. Options granted relate to Babcock & Brown Limited. 
This remuneration was paid to the Non-Executive Directors in respect of their wider responsibilities relating to the Babcock & Brown Limited Group, of which 
the Non-Executive Directorship of BCM was a part. It was not practicable or meaningful to apportion the remuneration to the time spent directly on the Non-
Executive Directorship of the Group. 
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Remuneration Report (Continued) 

Table 2: Remuneration of the Directors and Executives for the year ended 30 June 2007 (Continued) 
 

Short-term employee benefits Post-employment benefits 
Long-term 
employee 

benefits

 

Remuneration figures 
are in AUD 
(unaudited) 

Year Salary Cash Bonus Non-monetary 
benefits

Termination 
payments Superannuation Share based 

payments 
Total

$ $ $ $ $ $ $
BCM Group 
Executives1     

Philip Nolan2, 3 
(former eircom Chief 
Executive Officer) 

2007 479,429 531,531 61,638 2,934,047 227,474 - 4,234,119

Peter Lynch2,3 
(former eircom Chief 
Financial Officer) 

2007 316,238 378,172 22,681 2,487,975 47,436 - 3,252,502

Rex Comb2 
(Chief Executive Officer - 
eircom) 

2007 822,945 544,037 355,500 - 123,442 - 1,845,924

Andrew MacLeod2 
(Chief Operating Officer - 
eircom) 

2007 737,023 583,881 155,423 - 110,555    - 1,586,882

Cathal Magee2 
(Managing Director of 
Retail – eircom) 

2007 745,055 530,113 54,200 - 96,732 - 1,426,100

Total remuneration 
for Group executives 2007 3,100,690 2,567,734 649,442 5,422,022 605,639 - 12,345,527

Secretaries5     
2007 60,000 - - - 5,400 - 65,400Simone Lander 

2006 - - - - - - -

Sarah Zanon 2007 - - - - - - -

 2006 16,017 10,000 - - 1,214 3,5974 30,828

2007 60,000 - - - 5,400 - 65,400Total remuneration 
for secretaries 

2006 16,017 10,000 - - 1,214 3,597 30,828

1The executives presented above for the financial year ended 30 June 2007 are the five highest paid BCM Group executives and who were, or are all 
employed and paid by eircom. In the prior year, the BCM Group did not employ any executives. Disclosures on KMP for the Company are shown in note 
28 of the financial statements.  
2eircom executives renumeration has been included from the acquisition date of 18 August 2006. Rex Comb and Andrew MacLeod were appointed 18 
August 2006. 
3Philip Nolan and Peter Lynch left eircom during the year.  Philip Nolan resigned on 18 August 2006 and Peter Lynch on 30 October 2006. Payments to 
Philip Nolan and Peter Lynch, including termination payments, were made in accordance with their existing contracts prior to BCM’s acquisition of 
eircom.  
4Options to Sarah Zanon in the prior year were issued in Babcock & Brown Limited shares. 
5David Richardson served as a secretary to the Company during the year. Paul Ferguson served as a secretary to the Company in the prior year.  The 
remuneration paid to David Richardson and Paul Ferguson is paid in respect of their wider responsibilities relating to the Babcock & Brown Group. It is 
not practicable or meaningful to apportion the remuneration to the time spent directly on BCM. 

Table 3: Remuneration components as a proportion of total remuneration 

Performance-based remuneration  

2007 Fixed Remuneration Cash STIP Share based payments1 Total 

Directors (%) (%) (%) (%) 

Kerry Roxburgh 39.4 - 60.6 100.0 

Robert Champion de Crespigny AC 100.0 - - 100.0 

William Wavish 23.3 - 76.7 100.0 

Greg Clark 45.8 - 54.2 100.0 

Phillip Green 100.0 - - 100.0 

Robert Topfer 100.0 - - 100.0 

Rex Comb 100.0 - - 100.0 
1 Share–based payments include options. 
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Remuneration Report (Continued) 

Table 3: Remuneration components as a proportion of total remuneration (continued) 

Performance-based remuneration  

2007 

(unaudited) Fixed Remuneration Cash STIP Share based payments Total 

BCM Group Executives (%) (%) (%) (%) 

Phil Nolan 87.5 12.5 - 100.0 

Peter Lynch 88.4 11.6 - 100.0 

Rex Comb 70.5 29.5 - 100.0 

Andrew MacLeod 63.2 36.8 - 100.0 

Cathal Magee 62.8 37.2 - 100.0 
 

Executive Employment Contracts 

The employment contracts of Group executives and Non-Executive Directors supplied by the Management Company contain the conditions below: 

Length of contract  Open-ended 

Frequency of base remuneration review  Annual 

Benefits  Executives are entitled to participate in Babcock & Brown Limited Group benefit plans that 

are made available. 

 eircom executives are entitled to participate in BCM Group benefit plans that are made 

available. 

STIP Participation  Executives are eligible for an award of STIP remuneration from the STIP pool available (if 

any). 

Non-compete clauses  If Phillip Green or Robert Topfer leave the Babcock & Brown Limited Group within three 

years of the IPO, they will (other than in limited circumstances) be prohibited from competing 

with the Babcock & Brown Limited Group for 12 months from the date of such departure.  

Notice period  Employment of Phillip Green and Robert Topfer can be terminated by either party on three 

months written notice and the Babcock & Brown Limited Group may elect to pay the 

executive three months salary in lieu of notice.  

 Rex Comb and Cathal Magee have a 12 month notice period. Andrew MacLeod has a 6-

month notice period 

 
Share Holdings 
Refer to note 28 in the Financial Statements for the further information regarding option and share holdings for BCM directors and KMP. 

 

INDEMNIFICATION AND INSURANCE OF OFFICERS  
 
On a full indemnity basis and to the full extent permitted by law, the Company indemnifies each person (an “Indemnitee”) who is or has been a Director or 

Company Secretary of the Company or any of its subsidiaries, and each Director who acts or has acted as a representative of the Company serving as an 

officer of another entity at the request of the Company. An Indemnitee is indemnified against any liability (other than legal costs) incurred in the discharge of 

their duties as an officer of the Company or such other entity except where the liability is a liability owed to the Company or a related body corporate or the 

liability arises out of conduct involving a lack of good faith on the part of the indemnitee or conduct attracting the civil penalty provisions of the Corporations 

Act. 

 

Indemnitees are also indemnified by the Company for costs (including legal costs) and expenses incurred in defending an action for a liability incurred in 

acting as an officer of the Company or any of its subsidiaries or such other entities.  In addition, the Company may indemnify any other officer or former 

officer of the Company against those liabilities and costs on the same basis.  

The Company has agreed to pay a premium for a policy of insurance designed to insure the Company’s Directors and officers and those of its subsidiaries. 
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Directors’ Report (Continued) 

NON-AUDIT SERVICES 
 
During the year, the Company had in place a policy to maintain perceived as well as actual independence of the auditor.  Under this policy, non-audit 

services are sought from other service providers in preference to PricewaterhouseCoopers unless there is a compelling reason to engage 

PricewaterhouseCoopers on a particular assignment.  In the situation where PricewaterhouseCoopers remains preferred advisor, the Audit and Risk 

Management Committee will be required to approve the appointment.  

 

The Directors were satisfied that the provision of this non-audit service by PricewaterhouseCoopers was compatible with, and did not compromise, the 

general standards of independence imposed by the Corporations Act 2001, for the following reasons: 

 

• The non-audit service was subject to the corporate governance procedures adopted by the Company and was reviewed by the Audit and Risk 

Management Committee in terms of the Audit Independence and Provision of Non-Audit Services by the External Auditor Policy to ensure that it 

did not impact the integrity and objectivity of the Auditor and was not in conflict with the Auditor’s role as statutory auditor; and 

• The non-audit service provided did not involve reviewing or auditing the Auditors’ own work, acting in a management or decision making 

capacity for the Company or the Group, acting as an advocate for the Company or jointly sharing risks and rewards.  

 

PricewaterhouseCoopers received the following for the provision of non-audit services: 

 

Consolidated
2007

$’000 
1. Other audit-related services  

Related practices of PricewaterhouseCoopers Australian firm  

Audit of regulatory returns  2,126 

Other audit related services    2,760 

Total remuneration for other audit-related services 4,886 
  

2. Taxation services  

Related practices of PricewaterhouseCoopers Australian firm  

Tax compliance services    256 

Total remuneration for taxation services   256 
  

Total remuneration for non-audit services 5,142 

 

ROUNDING OF AMOUNTS 
The Company is of a kind referred to in Class Order 98/0100 issued by the Australian Securities and Investments Commission relating to the “rounding-off” 

of amounts in the Directors’ Report and Financial Report. In accordance with the Class Order, reported amounts have been rounded to the nearest $1,000, 

unless otherwise indicated. 

 
CORPORATE GOVERNANCE 
In recognising the need for the highest standards of corporate behaviour and accountability, the Directors of the Company support, and have adhered to, 

the principles of corporate governance set out in the Company’s Corporate Governance Statement. 

 
AUDITOR’S INDEPENDENCE DECLARATION 
A copy of the auditor’s independence declaration as required under section 307C of the Corporations Act 2001 is set out on page 17 and forms part of this 

report for the year ended 30 June 2007.   

 
RESOLUTION OF DIRECTORS 
This report is made in accordance with a resolution of the Directors. 

 
Kerry Roxburgh 
Director         Sydney, 28 August 2007 
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Income Statements for the year ended 30 June 2007 

 Consolidated Parent 
 

Note 

Year ended 
30 June 2007 

$’000 

Year ended  
30 June 2006 

$’000 

Year ended  
30 June 2007 

$’000 

Year ended 
30 June 2006 

$’000 
      

Revenues from continuing operations 4 2,936,598 43,397 32,358 42,091 

Other income 5 18,339 939 4,549 - 

Expenses from continuing operations (excluding finance costs) 6 (2,199,550) (20,991) (16,129) (20,874)

Depreciation and amortisation expense  (580,085) - - - 

Finance costs 6 (429,411) (5,214) - (536)

Share of net gains/(losses) of associates accounted for using the 
equity method 

15 1,933 (49,813)* - - 

(Loss)/profit before income tax  (252,176) (31,682) 20,778 20,681 

Income tax benefit/(expense) 8 4,600 1,166 (4,480) (1,752)

(Loss)/profit for the year  (247,576) (30,516) 16,298 18,929 

Loss attributable to minority interest  115,899 - - - 

(Loss)/profit attributable to members of Babcock & Brown 
Capital Limited 

 
(131,677)

 
(30,516) 

 
16,298 18,929 

 

Earnings per share for (loss) attributable to the members of Babcock & Brown Capital Limited 

Basic (losses) per share 36 (65.8 cents) (15.3 cents) 

Diluted (losses) per share 36 (65.8 cents) (15.3 cents) 
 
 
* Included in the prior year’s share of net losses of associates of $49.8 million, is a trading profit of $21.3 million and a one-off expense of $71.1 million.  The one-off expense 

represented the cost of restructuring and early redemption of financial liabilities carried out by eircom Group Ltd (“eircom”), after majority control of eircom passed to Babcock & 
Brown Capital Limited on 18 August 2006. 

 
The above income statements should be read in conjunction with the accompanying notes. 
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Balance Sheets as at 30 June 2007 
 Consolidated Parent 

 

Note 

30 June 
2007 

$’000 

30 June 
2006 

$’000 

30 June 
2007 

$’000 

30 June 
2006 

$’000 
CURRENT ASSETS      

Cash and cash equivalents 9 843,636 188,114 506,941 151,996 

Term deposits 10 - 59,267 - 59,267 

Trade and other receivables 11 652,000 12,874 24,642 19,523 

Inventories 12 23,913 - - - 

Financial assets at fair value through profit or loss 13 95,849 - - - 

Derivative financial instruments 14 7,839 9,738 10,840 9,711 

Other assets 18 58,926 - - - 

TOTAL CURRENT ASSETS   1,682,163 269,993 542,423 240,497 

      
NON-CURRENT ASSETS      

Investments accounted for using the equity method 15 134 995,024 - - 

Derivative financial instruments 14 87,185 12,800 - - 

Available-for-sale financial assets 16 - 23,627 - - 

Property plant and equipment 17 3,471,964 - - - 

Deferred tax assets 19 46,496 8,205 4,956 7,878 

Intangible assets 20 5,045,399 - - - 

Other assets 18 90,335 - 628,585 905,101 

TOTAL NON-CURRENT ASSETS   8,741,513 1,039,656 633,541 912,979 

TOTAL ASSETS  10,423,676 1,309,649 1,175,964 1,153,476 

      

CURRENT LIABILITIES      

Trade and other payables 21 1,204,098 26,499 160,702 159,772 

Borrowings 22 144,003 273,108 - - 

Derivative financial instruments 14 8,748 - - - 

Current tax liabilities  43,463 - 3,250 - 

Provisions  23 230,640 - - - 

TOTAL CURRENT LIABILITIES  1,630,952 299,607 163,952 159,772 

      

NON-CURRENT LIABILITIES      

Borrowings 22 6,658,748 - - - 

Deferred tax liabilities 25 378,854 2,803 1,289 - 

Provisions  23 341,997 - - - 

Retirement benefit obligations 24 245,009 - - - 

TOTAL NON-CURRENT LIABILITIES  7,624,608 2,803 1,289 - 

TOTAL LIABILITIES  9,255,560 302,410 165,241 159,772 

NET ASSETS  1,168,116 1,007,239 1,010,723 993,704 

      

EQUITY      

Contributed equity 26 957,026 957,026 957,026 957,026 

Reserves 27(B) 74,741 100,445 27,557 26,836 

Retained (losses)/profits 27(A) (99,476) (50,232) 26,140 9,842 

Parent entity interest  932,291 1,007,239 1,010,723 993,704 
Minority Interest  235,825 - - - 

TOTAL EQUITY  1,168,116 1,007,239 1,010,723 993,704 

The above balance sheets should be read in conjunction with the accompanying notes. 
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Statement of Changes in Equity for the year ended 30 June 2007 

  Attributable to members of Babcock & Brown Capital Limited   

Consolidated 

Note 

Contributed 
Equity 
$’000

Reserves 
$’000

Retained  
Earnings/
(Losses) 

$’000
Total 
$’000 

Minority 
Interest 

$’000 

Total 
Equity 
$’000 

Balance at 1 July 2005  983,360 401 6,888 990,649 - 990,649 
Adjustment on adoption of AASB 132 and 
AASB 139 (net of tax)  (26,239) - 10,264 (15,975) - (15,975)

Restated total equity at the beginning of the 
financial year  957,121 401 17,152 974,674 - 974,674 

        
Changes in the fair value of available-for-sale 
financial assets, net of tax 27(B) - (4,087) - (4,087) - (4,087)

Recognition of retained (loss) on eircom 
becoming an associate 27(A) - - (10,629) (10,629) - (10,629)

Changes in the fair value of cash flow 
hedges, net of tax 27(B) - 10,240 - 10,240 - 10,240 

Changes in the investment valuation reserve, 
net of tax 27(B) - 18,557 - 18,557 - 18,557 

Exchange differences on translation of foreign 
operation 27(B) - 48,895 - 48,895 - 48,895 

Net income/(expense) recognised directly in 
equity  - 73,605 (10,629) 62,976 - 62,976 

(Loss) for year  - - (30,516) (30,516) - (30,516)

Total recognised income and expense for 
the year  - 73,605 (41,145) 32,460 - 32,460 

        
Transfer to equity reserve from retained 
earnings  27(B) - 26,239 (26,239) - - - 

Contributions of equity, net of transaction 
costs 26 (95) - - (95) - (95)

Changes in share-based payments reserve 27(B) - 200 - 200 - 200 

  (95) 26,439 (26,239) 105 - 105 

Balance at 30 June 2006  957,026 100,445 (50,232) 1,007,239 - 1,007,239 

 
Balance at 1 July 2006  

 
957,026 

 
100,445 (50,232)

 
1,007,239 

 
- 

 
1,007,239 

Arising on acquisition of subsidiary  - - - - 350,733 350,733 

Changes in the fair value of available-for-sale 
financial assets, net of tax 27(B) - 4,087 - 4,087 - 4,087 
Changes in the fair value of cash flow  
hedges, net of tax 27(B) - 23,402 - 23,402 25,286 48,688 
Changes in the fair value of net investment 
hedges, net of tax 27(B) - 2,515 - 2,515 - 2,515 
Adjustments resulting from the step-up 
acquisition entries 27(A) - - 82,433 82,433 - 82,433 

Changes in the investment valuation reserve, 
net of tax 27(B) - (13,741) - (13,741) - (13,741)

Exchange differences on translation of foreign 
operation 27(B) - (42,684) - (42,684) (24,295) (66,979)

Net (expense)/income recognised directly in 
equity  - (26,421) 82,433 56,012 351,724 407,736 

(Loss) for year  - - (131,677) (131,677) (115,899) (247,576)

Total recognised expense and income for 
the year  - (26,421) (49,244) (75,665) 235,825 160,160 

   
Changes in share-based payments reserve 27(B) - 717 - 717 - 717 

  - 717 - 717 - 717 

Balance at 30 June 2007  957,026 74,741 (99,476) 932,291 235,825 1,168,116 

The above Statement should be read in conjunction with the accompanying notes. 
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Statement of Changes in Equity for the year ended 30 June 2007 (Continued)  

Parent 
Note 

Contributed 
Equity 
$’000

Reserves 
$’000

Retained 
Earnings 
/(Losses) 

$’000 
Total Equity 

$’000

Balance at 1 July 2005  983,360 401 6,888 990,649 
Adjustment on adoption of AASB 132 and AASB 139 (net of tax)  (26,239) - 10,264 (15,975)

Restated total equity at the beginning of the financial year  957,121 401 17,152 974,674 

      

Exchange differences on translation of foreign operation 27(B) - (4) - (4)

Net (expense) recognised directly in equity  - (4) - (4)
Profit for year  - - 18,929 18,929 

Total recognised expense and  income for the year  - (4) 18,929 18,925 

      

Contributions of equity, net of transaction costs  (95) - - (95)

Transfer to equity reserve from retained earnings  - 26,239 (26,239) - 

Changes in share-based payments reserve 27(B) - 200 - 200 

  (95) 26,439 (26,239) 105 

Balance at 30 June 2006  957,026 26,836 9,842 993,704 

      
Balance at 1 July 2006  957,026 26,836 9,842 993,704 

Exchange differences on translation of foreign operation 27(B) - 4 - 4 

Net income recognised directly in equity  - 4 - 4 
Profit for year  - - 16,298 16,298 

Total recognised income and expense for the year  - 4 16,298 16,302 

      

Changes in share-based payments reserve 27(B) - 717 - 717 

  - 717 - 717 

Balance at 30 June 2007  957,026 27,557 26,140 1,010,723 

The above Statement should be read in conjunction with the accompanying notes. 
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Cash Flow Statements for the year ended 30 June 2007 

  Consolidated Parent 
 

Note 

Year ended 
30 June 2007 

$’000 

Year ended 
30 June 

2006 
$’000 

Year ended  
30 June 

2007 
$’000 

Year ended 
30 June 

2006 
$’000 

CASH FLOWS FROM OPERATING ACTIVITIES      

Cash flows from operations 35 1,013,504 (14,681) (8,443) (5,233) 

Interest received  35,563 17,704 18,314 17,582 

Restructuring cost payments  (30,733) - - - 

Income tax paid  (88,805) (2,758) (3,104) (2,758) 

Net Cash inflows from Operating Activities  929,529 265 6,767 9,591 

CASH FLOWS FROM INVESTING ACTIVITIES      

Payments for investments in subsidiaries  (2,485,013) - - - 

Payments for held for trading investments  (4,848) - - - 

Purchase of property, plant and equipment  (438,342) - - - 

Proceeds from sale of property, plant and equipment  87,850 - - - 

Purchase of intangible assets  (128,940) - - - 

Payments for available-for-sale financial assets  (156,526) (27,715) - - 

Proceeds from sale of available for sale financial assets  196,908 - - - 

Payments for derivative financial instruments  (9,781) (17,675) - (17,675) 

Proceeds from derivative financial instruments  17,936 - 3,308 - 

Payments for investment in associates  - (977,125) - - 

Proceeds from intercompany borrowings  - - 543,179 169,000 

Repayment of intercompany borrowings  - - (261,529) (774,956) 

Withdrawal from/(investment in) term deposits  10 59,267 (59,267) 59,267 (59,267) 

Dividends received  4,859 27,973 3,761 - 

Payments (made to)/received from investor partners  (1,304) 1,304 - - 

Net Cash (outflows)/inflows  from Investing Activities  (2,857,934) (1,052,505) 347,986 (682,898) 

CASH FLOWS FROM FINANCING ACTIVITIES      

Proceeds from call on shares  - 500,000 - 500,000 

Share issue costs  - (16,115) - (16,115) 

Proceeds from borrowings  6,887,264 258,263 - - 

Repayment of borrowings  (3,845,468) - - - 

Redemption of preference shares  (137,312) - - - 

Preference share dividends paid  (15,438) - - - 

Payments of loan establishment and redemption fees  (344,857) - - - 

Lease payments made  (8,064) - - - 

Proceeds from equity injection of minority interests  724,331 - - - 

Payments made to investors from investment refinancing  (322,196) - - - 

Interest paid  (341,050) (3,769) - (9) 

Net Cash inflows from Financing Activities  2,597,210 738,379 - 483,876 

Net increase/(decrease) in cash and cash equivalents  668,805 (313,861) 354,753 (189,431) 
Cash and cash equivalents at the beginning of the financial year  188,114 501,427 151,996 341,427 

Effects of exchange rate changes on cash and cash equivalents  (13,385) 548 192 - 

CASH AT THE END OF FINANCIAL YEAR 9 843,534 188,114 506,941 151,996 

The above Cash Flow Statements should be read in conjunction with the accompanying notes. 
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1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 

(A) COMPANY STRUCTURE 
 

The Babcock & Brown Capital Group ("the Group") consists of Babcock & Brown Capital Limited ("the Company”) and its subsidiaries.  The Company was 

listed on the Australian Stock Exchange (“ASX”) on 14 February 2005.  On 18 August 2006, the Group completed the acquisition of eircom Group Limited 

(“eircom”). The results of eircom have been consolidated from that date in accordance with note 1(C)(i). 
 

The principal accounting policies adopted in the preparation of the financial report are set out below.  Following the acquisition of eircom, a number of the 

Group’s accounting policies presented below have been updated to incorporate the acquisition of eircom. The financial report includes separate financial 

statements for BCM as an individual entity and the consolidated entity consisting of the Company and its subsidiaries. 
 
(B) BASIS OF PREPARATION 
 

This general purpose financial report presented in this report has been prepared in accordance with Australian Accounting Standards, other authoritative 

pronouncements of the Australian Accounting Standards Board, Urgent Issues Group Interpretations and the Corporations Act 2001.  

 

(i) Compliance with International Financial Reporting Standards (“IFRS”) 
Australian Accounting Standards include Australian equivalents to International Financial Reporting Standards (“AIFRS”).  Compliance with AIFRS ensures 

that the consolidated financial statements and notes of the Company comply with IFRS.  The parent entity financial statements and notes also comply with 

IFRS except that it has elected to apply the relief provided to parent entities in respect of certain disclosure requirements contained in AASB 132:  Financial 

Instruments - Presentation and Disclosure. 

 

(ii) Early adoption of standards 
The Group has elected to apply the following pronouncement to the annual reporting period beginning 1 July 2006: 

 

• AASB 2007 – 4 Australian Additions to, and from IFRS (issued April 2007) 
 
Certain financial statement disclosures are no longer required under the above pronouncement. The change impacting the Group is in respect of the 

presentation of cash flows. The Group has early adopted the indirect method allowed under IFRS. The Group has early adopted the standard to maintain 

consistency with other European telecommunications entities, who report under IFRS.  

 

(iii) Historical cost convention 
These financial statements have been prepared under the historical cost convention, as modified by the revaluation of available-for-sale financial assets 

and financial assets and liabilities (including derivative instruments) at fair value through profit or loss. 

 

(iv) Critical accounting estimates and judgements 
The preparation of financial statements in conformity with AIFRS requires the use of certain critical accounting estimates.  It also requires management to 

exercise judgement in the process of applying the Group’s accounting policies.  The areas involving a higher degree of judgement or complexity, or areas 

where assumptions and estimates are significant to the financial statements, are disclosed in note 3. 

 
(C) PRINCIPLES OF CONSOLIDATION 

 

(i) Subsidiaries 
The consolidated financial statements incorporate the assets and liabilities of all subsidiaries of the Company as at 30 June 2007 and the results of all 

subsidiaries for the year then ended. The Company and its subsidiaries together are referred to in this financial report as the Group or the consolidated 

entity. 

 

Subsidiaries are all those entities over which the Group has the power to govern the financial and operating policies, generally accompanying a 

shareholding of more than one half of the voting rights.  The existence and effect of potential voting rights that are currently exercisable or convertible are 

considered when assessing whether the Group controls another entity. 
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1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 

 

(C)  PRINCIPLES OF CONSOLIDATION (Continued) 
 

Subsidiaries are fully consolidated from the date on which control is transferred to the Group.  They are de-consolidated from the date that control ceases.  

 

The purchase method of accounting is used to account for the acquisition of subsidiaries by the Group (refer to note 1(H)). 

 

The Group applies a policy of treating transactions with minority interests as transactions with parties external to the Group.  Disposals to minority interests 

result in gains and losses for the Group that are recorded in the income statement. Purchases from minority interests result in goodwill, being the difference 

between any consideration paid and the relevant share acquired of the carrying value of identifiable net assets of the subsidiary. Minority interests in the 

results and equity of subsidiaries are shown separately in the consolidated income statement and balance sheet respectively. 

 

Intercompany transactions, balances and unrealised gains and losses on transactions between Group companies are eliminated.  Accounting policies of 

subsidiaries have been changed where necessary to ensure consistency with the policies adopted by the Group. 

 

Investments in subsidiaries are accounted for at cost in the individual financial statements of the Company. 

 

(ii) Associates 

Associates are all entities over which the Group has significant influence but not control, generally accompanying a shareholding of between 20% and 50% 

of the voting rights.  Investments in associates are accounted for in the parent entity financial statements using the cost method and in the consolidated 

financial statements using the equity method of accounting, after initially being recognised at cost.  The Group’s investment in associates includes goodwill 

(net of any accumulated impairment loss) identified on acquisition (refer to note 33). 

 

The Group’s share of its associates’ post acquisition profits or losses is recognised in the income statement, and its share of post acquisition movements in 

reserves is recognised in reserves.  The cumulative post acquisition movements are adjusted against the carrying amount of the investment.  Dividends 

receivable from associates are recognised in the parent entity’s income statement, while in the consolidated financial results they reduce the carrying 

amount of the investment. 

 

When the Group’s share of losses in an associate equals or exceeds its interest in the associate, including any other unsecured long term receivables, the 

Group does not recognise further losses, unless it has incurred obligations or made payments on behalf of the associate. 

 

Unrealised gains on transactions between the Group and its associates are eliminated to the extent of the Group’s interest in the associates.  Unrealised 

losses are also eliminated unless the transaction provides evidence of an impairment of the asset transferred.  Accounting policies of associates are 

changed, on consolidation, where necessary to ensure consistency with the policies adopted by the Group. 

 
(D) SEGMENT REPORTING 
 
A business segment is identified as a Group of assets and operations engaged in providing products or services that are subject to risks and returns that 

are different to those of other business segments.  A geographical segment is engaged in providing products or services within a particular economic 

environment and is subject to risks and returns that are different from those of segments operating in other economic environments.  The Group’s primary 

segment is Telecommunications. 

 
(E) FOREIGN CURRENCY TRANSLATION 
 
(i) Functional and Presentation Currency 
Items included in the financial statements of each of the Group’s entities are measured using the currency of the primary economic environment in which 

the entity operates (“the functional currency”). The consolidated financial statements are presented in Australian dollars, which is the Company’s functional 

and presentation currency. 
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1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 

 

(E)  FOREIGN CURRENCY TRANSLATION (Continued) 
 

(ii) Transactions and balances 
Foreign currency transactions are translated into the functional currency using the exchange rates prevailing at the dates of the transactions.  Foreign 

exchange gains and losses resulting from the settlement of such transactions and from the translation at year end exchange rates of monetary assets and 

liabilities denominated in foreign currencies are recognised in the income statement, except when deferred in equity as qualifying cash flow hedges and 

qualifying net investment hedges or are attributable to part of the net investment in a foreign operation. 

 

Translation differences on non-monetary financial assets and liabilities are reported as part of the fair value gain or loss. Translation differences on non- 

monetary financial assets such as equities classified as available-for-sale financial assets are included in the fair value reserve in equity. 

 
(iii) Group companies 
The results and financial position of all the Group entities (none of which has the currency of a hyperinflationary economy) that have a functional currency 

different from the presentation currency are translated into the presentation currency as follows: 

 

- assets and liabilities for each balance sheet presented are translated at the closing rate at the date of that balance sheet; 

- income and expenses for each income statement are translated at average exchange rates, (unless this is not a reasonable approximation of the 

cumulative effect of the rates prevailing on the transaction dates, in which case income and expenses are translated at the dates of the transactions); 

and 

- all resulting exchange differences are recognised as a separate component of equity. 

 

On consolidation, exchange differences arising from the translation of any net investment in foreign entities, borrowings and other financial instruments 

designated as hedges of such investments, are taken to shareholders’ equity. When a foreign operation is sold or any borrowings forming part of the net 

investment are repaid, a proportionate share of such exchange differences are recognised in the income statement, as part of the gain or loss on sale 

where applicable. 

 

Goodwill and fair value adjustments arising on the acquisition of a foreign entity are treated as assets and liabilities of the foreign entities and translated at 

the closing rate. 

 

(F) REVENUE RECOGNITION 
 
Revenue is measured at the fair value of the consideration received or receivable.  Amounts disclosed as revenue are net of rebates, duties and taxes paid. 

 

The Group recognises revenue when the amount of the revenue can be reliably measured, it is probable that future economic benefits will flow to the entity 

and specific criteria have been met for each of the Group’s activities as described below. The amount of revenue is not considered to be reliably 

measurable until all contingencies relating to the sale have been resolved. The Group bases its estimates on historical results, taking into consideration the 

type of customer, the type of transaction and the specifics of each arrangement.  

 

Revenue is recognised for the major business activities as follows:   

 
(i) Telecommunications services revenue 
Revenue is recognised in the period earned by rendering of services or delivery of products. Revenue includes sales by Group entities but excludes all 

inter-company sales.  Traffic revenue is recognised at the time the traffic is carried over the Group's networks. Revenue from rentals is recognised evenly 

over the period to which the charges relate. Bundled products are accounted for in the same manner as the unbundled products comprising the bundle. The 

discount to standard rates is normally applied based on the relative fair value of the bundle. 

 

Connection fee revenue is deferred over the life of the connection, which is estimated to be between three and six years. Connection lives are reviewed 

annually. Revenue from equipment sold to third parties is recognised at the point of sale. Revenue arising from the provision of other services, including 

maintenance contracts, is recognised over the term of the contract. 
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1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 

 

(F)  REVENUE RECOGNITION (Continued) 
 

Billings for telephone services are made on a monthly, bi-monthly or quarterly basis. Unbilled revenues from the billing cycle date to the end of each month 

are recognised as revenue during the month the service is provided. 

 

When the Group acts as principal bearing the risk and rewards of a transaction, revenue is recorded on a gross basis. However when the Group acts as an 

agent on behalf of third parties, revenue is reported net of costs. 

 

The Group is required to interconnect its network with other telecommunications operators. In some instances, as is normal practice in the 

telecommunications industry, reliance is placed on other operators to measure the traffic flows interconnecting with the Group’s network. In addition, the 

prices at which services are charged are often regulated and can be subject to retrospective adjustment. Estimates are used in these cases to determine 

the amount of income receivable from, or payments required to be made to, these other operators and to establish appropriate provisions. 

 

(ii)  Construction income 
Contract costs are recognised when incurred. When the outcome of a construction contract cannot be estimated reliably, contract revenue is recognised 

only to the extent of contract costs incurred that are likely to be recoverable. When the outcome of a construction contract can be estimated reliably and it is 

probable that the contract will be profitable, contract revenue is recognised over the period of the contract. When it is probable that total contract costs will 

exceed total contract revenue, the expected loss is recognised as an expense immediately.  

 

The Group uses the "percentage of completion method" to determine the appropriate amount to recognise in a given period. The stage of completion is 

measured by reference to the contract costs incurred up to the balance sheet date as a percentage of total estimated costs for each contract.  

 

The Group presents as an asset the gross amount due from customers for contract work for all contracts in progress for which costs have been incurred 

plus recognised profit (less recognised losses). 

 

(iii)  Interest income 
Interest income is recognised on a time proportion basis using the effective interest method.  

 

(iv)  Dividend income 
Dividend income is recognised when the right to receive payment is established. 

 

(v)  Associate income 
Refer to note 1(C)(ii) for recognition criteria on associate income. 

 

(G) INCOME TAX 
 
The income tax expense or revenue for the period is the tax payable on the current period’s taxable income based on the national income tax rate for each 

jurisdiction adjusted by changes in deferred tax assets and liabilities attributable to temporary differences between the tax bases of assets and liabilities and 

their carrying amounts in the financial results, and to unused tax losses. 

 

Deferred income tax is provided in full, using the liability method, on temporary differences arising between the tax bases of assets and liabilities and their 

carrying amounts in the consolidated financial statements. However, the deferred income tax is not accounted for if it arises from initial recognition of an 

asset or liability in a transaction other than a business combination that at the time of the transaction affects neither accounting nor taxable profit or loss. 

Deferred income tax is determined using rates (and laws) that have been enacted or substantially enacted by the balance sheet date and are expected to 

apply when the related income tax asset is realised or the deferred income tax liability is settled. 

 

Deferred tax assets and liabilities are recognised for temporary differences at the tax rates expected to apply when the assets are recovered or liabilities 

are settled, based on those tax rates which are enacted or substantively enacted for each jurisdiction.  The relevant tax rates are applied to the cumulative 

amounts of deductible and taxable temporary differences to measure the deferred tax asset or liability. 

 

Deferred tax assets are recognised for deductible temporary differences and unused tax losses only if it is probable that future taxable amounts will be 

available to utilise those temporary differences and losses. 
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1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 

 
(G)  INCOME TAX (Continued) 
 

Deferred tax liabilities and assets are not recognised for temporary differences between the carrying amount and tax bases of investments in controlled 

entities where the parent entity is able to control the timing of the reversal of the temporary differences and it is probable that the differences will not reverse 

in the foreseeable future. 

 

Deferred tax assets and liabilities are offset when there is a legally enforceable right to offset current tax assets and liabilities and when the deferred tax 

balances relate to the same tax authority. Current tax assets and tax liabilities are offset where the entity has a legally enforceable right to offset and 

intends either to settle on a net basis, or to realise the asset and settle the liability simultaneously. 

 
Current and deferred tax balances attributable to amounts recognised directly in equity are also recognised directly in equity. 

 
(i) Tax consolidation legislation 

The Company and its wholly-owned Australian controlled entities became a tax consolidated Group as of 19 April 2005. 

 

The head entity, Babcock & Brown Capital Limited, and the controlled entities in the tax consolidated Group continue to account for their own current and 

deferred tax amounts.  These tax amounts are measured as if each entity in the tax consolidated Group continues to be a stand alone taxpayer in its own 

right. 

 

In addition to its own current and deferred tax amounts, the Company also recognises the current tax liabilities (or assets) and the deferred tax assets 

arising from unused tax losses and unused tax credits assumed from controlled entities in the tax consolidated Group. 

 

Assets or liabilities arising under tax funding agreements with the tax consolidated entities are recognised as amounts receivable from or payable to other 

entities in the Group. Details about the tax funding agreement are disclosed in note 8(D). 

 

Any difference between the amounts assumed and amounts receivable or payable under the tax funding agreement are recognised as a contribution to (or 

distribution from) wholly-owned tax consolidated entities. 

 
(H) BUSINESS COMBINATIONS 
 
The purchase method of accounting is used to account for all business combinations, including business combinations involving entities or businesses 

under common control, regardless of whether equity instruments or other assets are acquired.  Cost is measured as the fair value of the assets given, 

equity instruments issued or liabilities incurred or assumed at the date of exchange plus costs directly attributable to the acquisition.  Transaction costs 

arising on the issue of equity instruments are recognised directly in equity.  

 

Project and deal costs (direct and external only) are capitalised and deferred only to the extent that it is highly probable that a contract will be entered into 

which will result in the recognition of an asset.  

 

Project and deal costs are assessed for recoverability at the end of each reporting period to determine the amount, if any, which should be expensed to the 

income statement. 

 

Identifiable assets acquired and liabilities and contingent liabilities assumed in a business combination are measured initially at their fair values at the 

acquisition date, irrespective of the extent of any minority interest.  The excess of the cost of acquisition over the fair value of the Group’s share of the 

identifiable net assets acquired is recorded as goodwill (refer note 1(P)(i)).  If the cost of the acquisition is less than the fair value of the net assets of the 

subsidiary acquired, the difference is recognised directly in the income statement, but only after reassessment of the identification and measurement of the 

net assets acquired. 

 
Where settlement of any part of the cash consideration is deferred, amounts payable in the future are discounted to their present value at the date of the 

exchange. The discount rate used is the entity’s incremental borrowing rate, being the rate at which a similar borrowing could be obtained from an 

independent financier under comparable terms and conditions. 
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1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 

 
(I) IMPAIRMENT OF ASSETS 
 

Goodwill (and intangible assets) that have an indefinite useful life and are not subject to amortisation are tested annually for impairment, or more frequently 

if events or changes in circumstances indicate that they might be impaired.  Other assets are reviewed for impairment whenever events or changes in 

circumstances indicate that the carrying amount may not be recoverable.  An impairment loss is recognised for the amount by which the asset’s carrying 

amount exceeds its recoverable amount.  The recoverable amount is the higher of an asset’s fair value less costs to sell and value in use.  For the 

purposes of assessing impairment, assets are Grouped at the lowest levels for which there are separately identifiable cash inflows which are largely 

independent of the cash inflows from other assets or Groups of assets (cash generating units).  Non-financial assets other than goodwill that suffered an 

impairment are reviewed for possible reversal of the impairment at each reporting date. 

 
(J) CASH AND CASH EQUIVALENTS 
 
Cash and cash equivalents consist of cash in banks and highly liquid investments with original maturities of three months or less. These assets are stated 

at nominal values.  For the purposes of the Cash Flow Statements, cash includes cash on hand and in banks, and money market and term deposit 

investments readily convertible to cash within two working days, net of outstanding bank overdrafts. 

 
(K) TRADE RECEIVABLES 
 
Trade receivables are recognised initially at fair value and subsequently measured at amortised cost using the effective interest method, less provision for 

doubtful debts. Trade receivables are generally due for settlement within 30 days. 

 

Collectibility of trade receivables is reviewed on an ongoing basis.  Debts which are known to be uncollectible are written off.  A provision for doubtful 

receivables is established when there is objective evidence that the Group will not be able to collect all amounts due according to the original terms of 

receivables.  The amount of the provision is the difference between the asset’s carrying amount and the present value of estimated future cash flows, 

discounted at the Group’s effective interest rate.  Cash flows relating to short term receivables are not discounted if the effect of discounting is immaterial.  

The amount of the provision is recognised in the income statement. 

 
(L) INVESTMENTS AND OTHER FINANCIAL ASSETS 
 
(i)  Classification 

The Group classifies its investments in the following categories: financial assets at fair value through profit or loss, loans and receivables, and available-for-

sale financial assets. The classification depends on the purpose for which the investments were acquired. Management determines the classification of its 

investments at initial recognition. This classification may change and is subject to regular review. 

 

(ii)  Financial assets at fair value through profit and loss 
Financial assets at fair value through profit or loss are financial assets held for trading. A financial asset is classified in this category if acquired principally 

for the purposes of selling in the short-term. Derivatives are classified as held for trading unless they are designated as hedges. Assets in this category are 

classified as current assets. 

 
(iii) Loans and receivables 
Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in an active market.  They are included 

in current assets, except for those with maturities greater than 12 months after the balance sheet date which are classified as non-current assets. Loans 

and receivables are included in trade and other receivables in the balance sheet note 11.  

 

(iv)  Available-for-sale financial assets 
Available-for-sale financial assets, comprising principally marketable equity securities, are non derivatives that are either designated in this category or not 

classified in any of the other categories.  They are included in non-current assets unless management intends to dispose of the investment within 12 

months of the balance sheet date. 
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1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 

 

(L)  INVESTMENTS AND OTHER FINANCIAL ASSETS (Continued) 
 

(v) Recognition and derecognition 
Regular purchases and sales of investments are recognised on trade-date - the date on which the Group contracts to purchase or sell the asset.  

Investments are initially recognised at fair value plus transaction costs for all financial assets not carried at fair value through profit and loss. Financial 

assets carried at fair value through profit or loss are initially recognised at fair value and transaction costs are expensed in the income statement. Financial 

assets are derecognised when the rights to receive cash flows from the financial assets have expired or have been transferred and the Group has 

transferred substantially all the risks and rewards of ownership. 

 

When securities classified as available-for-sale are sold, the accumulated fair value adjustments recognised in equity are included in the income statement 

as gains and losses from investment securities. 

 
(vi) Subsequent measurement 

Loans and receivables are carried at amortised cost using the effective interest method. 

 

Available-for-sale financial assets and assets at fair value through profit or loss are subsequently carried at fair value. Gains or losses from changes in the 

fair value of the ‘financial assets at fair value through profit or loss category are presented in the income statement within other income or other expenses in 

the period in which they arise.  Dividend income from financial assets at fair value through profit and loss is recognised in the income statement as part of 

revenue from continuing operations when the Group’s right to receive payments is established. 

 

Changes in the fair value of monetary securities denominated in a foreign currency and classified as available-for-sale are analysed between translation 

differences resulting from changes in amortised cost of the security and other changes in the carrying amount of the security. The translation differences 

related to the changes in amortised cost are recognised in profit or loss, and other changes are recognised in equity. Changes in the fair value of other 

monetary and non-monetary securities classified as available-for-sale are recognised in equity. 

 

(vii) Fair value 
The fair values of quoted investments are based on current bid prices. If the market for a financial asset is not active (and for unlisted securities), the Group 

establishes fair value by using valuation techniques. These include the use of recent arm’s length transactions, reference to other instruments that are 

substantially the same, discounted cash flow analysis, and option pricing models making maximum use of market inputs and relying as little as possible on 

entity-specific inputs. 

 
(viii) Impairment 
The Group assesses at each balance date whether there is objective evidence that a financial asset or Group of financial assets is impaired. In the case of 

equity securities classified as available-for-sale, a significant or prolonged decline in the fair value of a security below its cost is considered an indicator that 

the securities are impaired. If any such evidence exists for available-for-sale financial assets, the cumulative loss – measured as the difference between the 

acquisition cost and the current fair value, less any impairment loss on that financial asset previously recognised in the profit or loss – is removed from 

equity and recognised in the income statement. Impairment losses recognised in the income statement, from assets classified as available-for-sale are not 

reversed through the income statement. 

 
(M) DERIVATIVES 
 
Derivatives are initially recognised at fair value on the date a derivative contract is entered into and are subsequently remeasured to their fair value at each 

reporting date. The accounting for subsequent changes in fair value depends on whether the derivative is designated as a hedging instrument, and if so, 

the nature of the item being hedged.  The Group designates certain derivatives as either; (1) hedges of the fair value of recognised assets or liabilities or a 

firm commitment (fair value hedge); (2) hedges of the cash flows of recognised assets and liabilities and highly probable forecast transactions (cash flow 

hedges); or (3) hedges of net investments in foreign operations. 

 

The Group documents at the inception of the hedging transaction the relationship between hedging instruments and hedged items, as well as its risk 

management objective and strategy for undertaking various hedge transactions.  The Group also documents its assessment, both at hedge inception and 

on an ongoing basis, of whether the derivatives that are used in hedging transactions have been and will continue to be highly effective in offsetting 

changes in fair values or cash flows of hedged items. 
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1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 

 

(M)  DERIVATIVES (Continued) 
 

The fair values of various derivative financial instruments used for hedging purposes are disclosed in note 14.  Movements in the hedging reserve in 

shareholders' equity are shown in note 27(B).  The full fair value of a hedging derivative is classified as a non-current asset or liability when the remaining 

maturity of the hedged item is more than 12 months; it is classified as a current asset or liability when the remaining maturity of the hedged item is less than 

12 months. Trading derivatives are classified as a current asset or liability. 

 

(i) Fair Value Hedge 

Changes in the fair value of derivatives that are designated and qualify as fair value hedges are recorded in the income statement, together with any 

changes in the fair value of the hedged asset or liability that are attributable to the hedged risk.  

 

If the hedge no longer meets the criteria for hedge accounting, the adjustment to the carrying amount of a hedge item for which the effective interest 

method is used is amortised to profit or loss over the period to maturity using a recalculated effective interest rate. 

 

(ii)  Cash flow hedge 
The effective portion of changes in the fair value of derivatives that are designated and qualify as cash flow hedges is recognised in equity in the hedging 

reserve.  The gain or loss relating to the ineffective portion is recognised immediately in the income statement within other income or other expense. 

 

Amounts accumulated in equity are recycled in the income statement in the periods when the hedged item will affect profit or loss (for instance when the 

forecast transaction that is hedged takes place).  The gain or loss relating to the effective portion of interest rate swaps hedging variable borrowings is 

recognised in the income statement within ‘finance costs’.  

 

When a hedging instrument expires or is sold or terminated, or when a hedge no longer meets the criteria for hedge accounting, any cumulative gain or loss 

existing in equity at that time remains in equity and is recognised when the forecast transaction is ultimately recognised in the income statement.  When a 

forecast transaction is no longer expected to occur, the cumulative gain or loss that was reported in equity is immediately transferred to the income 

statement. 

 

(iii)  Hedge of net investment in foreign operation 
The portion of the gain or loss on an instrument used to hedge a net investment in a foreign operation that is determined to be an effective hedge is 

recognised directly in equity.  The ineffective portion is recognised immediately in income statement. 

 
(iv)  Derivatives that do not qualify for hedge accounting 
Certain derivative instruments do not qualify for hedge accounting.  Changes in the fair value of any derivative instrument that does not qualify for hedge 

accounting are recognised immediately in the income statement and are included in other income or other expenses. 

 
(N) FAIR VALUE ESTIMATION 
 
The fair value of financial assets and financial liabilities must be determined for recognition and measurement or for disclosure purposes. 

 

The fair value of financial instruments traded in active markets (such as publicly traded derivatives, and trading and available-for-sale securities) is based 

on quoted market prices at the balance sheet date. The quoted market price used for financial assets held by the Group is the current bid price. 

 

The fair value of financial instruments that are not traded in an active market (for example, over-the-counter derivatives) is determined using valuation 

techniques.  The Group uses a variety of methods and makes assumptions that are based on market conditions existing at each balance date. Quoted 

market prices or dealer quotes for similar instruments are used for long-term debt instruments held.  Other techniques, such as estimated discounted cash 

flows and option pricing models, are used to determine fair value for the remaining financial instruments.  The fair value of interest rate swaps is calculated 

as the present value of the estimated future cash flows.  The fair value of forward exchange contracts is determined using forward exchange market rates 

at the balance sheet date.  The fair value of foreign exchange and equity options is determined using option pricing models, the inputs of which include the 

spot rate, trading price, forward rate, volatility and time. 
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1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 

 

(N)  FAIR VALUE ESTIMATION (Continued) 
 

The carrying value less impairment provision of trade receivables and payables are assumed to approximate their fair values due to their short-term nature. 

The fair value of financial liabilities for disclosure purposes is estimated by discounting the future contractual cash flows at the current market interest rate 

that is available to the Group for similar financial instruments. 

 
(O) PROPERTY, PLANT AND EQUIPMENT 
 
Property, plant & equipment (excluding land and buildings) are stated at historical cost, less accumulated depreciation and impairment losses.  Land is 

stated at deemed cost and buildings are stated at deemed cost less accumulated depreciation and impairment losses.  Cost in the case of network plant 

comprises expenditure up to and including the last distribution point before customer's premises and includes contractors' charges, materials and labour 

and related overheads directly attributable to the cost of construction. 

 

Land is not depreciated. Depreciation on other assets is calculated using the straight-line method to allocate their cost or revalued amounts, net of their 

residual values, over their estimated useful lives, as follows: 

 

Asset Class   Estimated Economic Life (Years) 
 

Buildings      40 

 
Network Plant 
Transmission Equipment: 
 Duct     20 

 Overhead cable/poles    10-15 

 Underground cable    14 

 Other local network    6-8 

Exchanges 
 Exchange line terminations    8 

 Core hardware/operating software   3-4 

Others      3-7 

 

The Group’s policy is to review the remaining economic lives and residual values of property, plant & equipment on an ongoing basis and to adjust the 

depreciation charge to reflect the remaining estimated life and residual value. 

 

Fully depreciated property, plant & equipment are retained in the cost of property, plant & equipment and related accumulated depreciation until they are 

removed from service.  In the case of disposals, assets and related depreciation are removed from the financial report and the net amount, less proceeds 

from disposal, is charged or credited to the income statement. 

 

Assets in the course of construction represent the cost of purchasing, constructing and installing property, plant & equipment ahead of their own productive 

use.  No depreciation is charged on assets in the course of construction.  The estimated amount of interest incurred, based on the weighted average 

interest rate on outstanding borrowings while constructing capital projects, is capitalised. 

 

The Group has certain obligations in relation to the retirement of assets - mainly poles, batteries and international cable.  The Group also has obligations to 

dismantle base stations and to restore the property owned by third parties on which the stations are situated after the stations are removed.  The Group 

capitalises the future discounted cash flows associated with these asset retirement obligations and depreciates these, capitalised amounts assets over the 

useful life of the related asset.  

 

Gains or losses on disposals are determined by comparing proceeds with carrying amount.  These are included in the income statement.  When revalued 

assets are sold, it is Group policy to transfer the amounts included in other reserves in respect of those assets to retained earnings. 
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1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 

 

(P) INTANGIBLE ASSETS 
 
(i)  Goodwill 
Goodwill represents the excess of the cost of an acquisition over the fair value of the Group’s share of the net identifiable assets of the acquired 

associate/subsidiary at the date of acquisition.  Goodwill on acquisitions of subsidiaries is included in intangibles.  Goodwill is not amortised. Instead, 

goodwill is tested for impairment annually, or more frequently if events or changes in circumstances indicate that it might be impaired, and is carried at cost 

less accumulated impairment losses.  Gains and losses on the disposal of an entity include the carrying amount of goodwill relating to the entity sold. 

 

Goodwill is allocated to cash generating units for the purpose of impairment testing.  Goodwill arising on new acquisitions will be allocated to cash 

generating units in accordance with the timeline permitted by AASB 3 Business Combinations. 

 
(ii)  Brand names 
The eircom brand name has an infinite useful life and is carried at cost less accumulated amortisation and impairment losses. The Meteor brand name has 

an estimated useful life of 12 years. 

 
(iii)  Trademarks and licences 
Trademarks and licences have a finite useful life and are carried at cost less accumulated amortisation and impairment losses. Amortisation is calculated 

using the straight-line method to allocate the cost of trademarks and licences over their estimated useful lives, which are between 3 to 25 years. 

 
(iv) Customer contracts 
Customer contracts acquired as part of a business combination are recognised separately from goodwill.  The customer contracts are carried at their fair 

value at the date of acquisition less accumulated amortisation and impairment losses.  Amortisation is calculated using the straight-line method to allocate 

the cost of the customer contracts over their estimated useful lives, which is estimated at between 1.5 to 5 years. 

 
(v) IT development and software 

Acquired computer software licences and associated costs are capitalised on the basis of the costs incurred to acquire and bring to use the specific 

software.  Internal costs associated with developing computer software programmes are also capitalised.  These costs are amortised over their estimated 

useful lives which is estimated at between three and four years.  

 

Costs associated with maintaining computer software programmes are recognised as an expense as incurred. 

 

(Q) TRADE AND PAYABLES 
These amounts represent liabilities for goods and services provided to the Group prior to the end of the financial year which are unpaid.  The amounts are 

unsecured and are usually paid within 30 days of recognition. 
 
(R) EMPLOYEE BENEFITS 
 
(i)  Wages and salaries, annual leave and sick leave 

Liabilities for wages and salaries, including non-monetary benefits, annual leave and accumulating sick leave expected to be settled within 12 months of the 

reporting date are recognised in other payables in respect of employees’ services up to the reporting date and are measured at the amounts expected to be 

paid when the liabilities are settled. 

 

(ii)  Long service leave 

The liability for long service leave is recognised in the provision for employee benefits and measured as the present value of expected future payments to 

be made in respect of services provided by employees up to the reporting date using the projected unit credit method. Consideration is given to expected 

future wage and salary levels, experience of employee departures and periods of service. Expected future payments are discounted using market yields at 

the reporting date on national government bonds with terms to maturity and currency that match, as closely as possible, the estimated future cash outflows. 

 

(iii) Retirement benefit obligations 
Group companies operate various pension schemes. The schemes are generally funded through payments determined by periodic actuarial calculations to 

trustee-administered funds. The Group operates both defined benefit and defined contribution plans. 

 



FINANCIAL STATEMENTS – 30 JUNE 2007 

 

Notes to the Financial Statements for the year ended 30 June 2007 

34 

 

1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 

 

(R)  EMPLOYEE BENEFITS (Continued) 
 

A defined contribution plan is a pension plan under which the Group pays fixed contributions into a separate fund.  Under defined contribution plans, the 

Group has no legal or constructive obligations to pay further contributions if the fund does not hold sufficient assets to pay all employees the benefits 

relating to employee service in the current and prior periods. 

 

A defined benefit plan is a pension plan that is not a defined contribution plan.  Typically, defined benefit plans set out the amount of pension benefit that an 

employee will receive on retirement, usually dependent on one or more factors such as age, years of service and compensation. 

 

The amount recognised in the balance sheet in respect of defined benefit pension plans is the present value of the Groups defined benefit obligation at the 

reporting date less the fair value of plan assets at that date together with adjustments for unrecognised actuarial gains or losses.  The present value of the 

defined benefit obligation is based on expected future payments which arise from membership of the fund to the reporting date, calculated annually by 

independent actuaries using the projected unit credit method. 

 

The present value of the defined benefit obligation is determined by discounting the estimated future cash outflows using interest rates of AA corporate 

bonds that are denominated in the currency in which the benefits will be paid, and that have terms to maturity approximating to the terms of the related 

pension liability. 

 

Actuarial gains and losses, arising from experience adjustments and changes in actuarial assumptions, in excess of the greater of 10% of the value of plan 

assets or 10% of the defined benefit obligation are charged or credited to income over the employees’ expected average remaining working lives. 

 

Past service costs are recognised immediately in income, unless the charges to the superannuation fund are conditional on the employees remaining in 

service for a specified period of time (the vesting period).  In this case, the past service costs are amortised on a straight-line basis over the vesting period. 

 

For eircom Group Ltd, pre 1 January 1984 past service costs are the responsibility of the Irish Minister for Finance. Post 1 January 1984, past service costs 

are recognised immediately in the Income Statement, unless the changes to the pension plan are conditional on the employees remaining in service for a 

specified period of time (the vesting period).  In this case, the past service costs are amortised on a straight line basis over the vesting period. 

 

For defined contribution plans, the Group pays contributions to publicly or privately administered pension plans on a contractual or voluntary basis.  The 

Group has no further payment obligations once the contributions have been paid.  The contributions are recognised as employee benefit expense when 

they are due.  Prepaid contributions are recognised as an asset to the extent that a cash refund or a reduction in the future payments is available. 

 
(iv) Share based payments 
Share-based payment benefits are provided to the independent Non-Executive Directors of the Company as the Share Option Plan. 

 

The fair value of the options granted under the Share Option Plan for no cash consideration, is recognised as an employee benefit expense with a 

corresponding increase in equity.  The fair value is measured at grant date and recognised over the period during which the directors/employees became 

unconditionally entitled to the options. 

 

The fair value at grant date is independently determined using a binomial option pricing model that takes into account the exercise price, the term of the 

option, the vesting and performance criteria, the impact of dilution, the non-tradeable nature of the option, the share price at grant date and expected 

volatility of the underlying share, the expected dividend yield and the risk-free interest rate for the term of the option. 

 

At each balance sheet date, the Company revises its estimates on the number of options that are expected to become exercisable.  The employee benefit 

expense recognised each period takes into account the most recent estimate. 

 

Upon the exercise of options, the balance of the share-based payments reserve relating to those options is transferred to share capital. 



FINANCIAL STATEMENTS – 30 JUNE 2007 

 

Notes to the Financial Statements for the year ended 30 June 2007 

35 

 

1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 

 

(R)  EMPLOYEE BENEFITS (Continued) 
 

(v) Termination benefits 
Termination benefits are payable when employment is terminated by the Group before the normal retirement date, or whenever an employee accepts 

voluntary redundancy in exchange for these benefits.  The Group recognises termination benefits when it is demonstrably committed to either: terminating 

the employment of current employees according to a detailed formal plan without possibility of withdrawal; or providing termination benefits as a result of an 

offer made to encourage voluntary redundancy.  Benefits falling due more than 12 months after balance date are discounted to present value. 

 

(vi) Bonus plans 
The Group recognises a liability and an expense for bonuses and profit-sharing based on a formula that takes into consideration the profit attributable to the 

company’s shareholders after certain adjustments.  The Group recognises a provision where contractually obliged or where there is a past practice that has 

created a constructive obligation.  

 
(S) BORROWINGS 
 
Borrowings are initially recognised at fair value, net of transaction costs incurred.  Borrowings are subsequently measured at amortised cost.  Any 

difference between the proceeds (net of transaction costs) and the redemption amount is recognised in the income statement over the period of the 

borrowings using the effective interest method.  Fees paid on the establishment of loan facilities, which are not incremental costs relating to the actual draw 

down of the facility, are recognised as prepayments and amortised on a straight line basis over the term of the facility. 

 

Borrowings are classified as current liabilities unless the Group has an unconditional right to defer settlement of the liability for at least 12 months after the 

balance sheet date. 

 
(T) BORROWING COSTS 
 

Borrowing costs incurred for the construction of any qualifying asset are capitalised during the period of time that it is required to complete and prepare the 

asset for its intended use or sale. Other borrowing costs are expensed. 

 

The capitalisation rate used to determine the amount of borrowing costs to be capitalised is the weighted average interest rate applicable to the entity’s 

outstanding borrowings during the year, in this case 6.4%. 
 

(U) PROVISIONS 
 
Provisions are recognised when a legal, equitable, constructive obligation to make a future sacrifice of economic benefits to other entities arises as a result 

of past events and it is probable that a future sacrifice of economic benefits will be required to settle the obligation and the amount has been reliably 

estimated.  

 

Provisions are measured at the present value of management’s best estimate of the expenditure required to settle the present obligation at the balance 

sheet date.  The discount rate used to determine the present value reflects current market assessments of the time value of money and the risks specific to 

the liability.  The increase in the provision due to the passage of time is recognised as interest expense. 
 
(V) PAYMENTS TO OTHER OPERATORS 
 
Payments to other operators are mainly settlement fees that the Group pays to other telecommunications operators for traffic that is routed on their 

networks.  Costs associated with these payments are recognised in the period in which the traffic is carried. 
 
(W) CUSTOMER ACQUISITION COSTS 
 
The Group pays commissions to dealers for the acquisition and retention of mobile subscribers and certain fixed line products.  Customer acquisition costs 

are recorded immediately in the income statement. 
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1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 

 
(X) CAPITAL GRANTS 
 
Grants from the government are recognised at their fair value where there is a reasonable assurance that the grant will be received and the Group will 

comply with all attached conditions. 

 

Government grants relating to costs are deferred and recognised in the income statement over the period necessary to match them with the costs that they 

are intended to compensate. 

 

Government grants relating to the purchase of property, plant and equipment are included in non-current liabilities as deferred government grants and are 

credited to the income statement on a straight line basis over the expected lives of the related assets. 
 
(Y) LEASED ASSETS 
 
The capital cost of property, plant & equipment acquired under finance leases is included in property, plant and equipment and depreciated over the shorter 

of the lease term and the estimated useful life of the asset. The outstanding capital element of the lease obligations is included in current and non-current 

liabilities, as applicable, while the interest is charged to the income statement over the primary lease term so as to produce a constant periodic rate of 

interest on the remaining balance of the liability. 

 

Leases in which a significant portion of the risks and rewards of ownership are retained by the lessor are classified as operating leases.  Payments made 

under operating leases (net of any incentives received from the lessor) are charged to the income statement on a straight-line basis over the period of the 

lease. 
 
(Z) INVENTORIES 
 
Inventories comprise consumable items and goods held for resale.  Inventories are stated at the lower of cost and net realisable value. Cost is calculated 

on a weighted average basis and includes invoice price, import duties and transportation costs.  Where necessary, write-downs in the carrying value of 

inventories are made for damaged, deteriorated, obsolete and unusable items on the basis of a review of individual items included in inventory. 
 
(AA) RESEARCH 
 
Expenditure on research is written off as incurred.  Development costs are capitalised under intangible assets, if they generate probable future economic 

benefits.  The capitalised development costs are amortised using the straight-line method over their estimated useful life.  Development costs that do not 

fulfil the requirements for capitalisation are expensed as incurred. 
 
(AB) INDEFEASIBLE RIGHTS OF USE (“IRU”) 
 
The Group accounts for IRU contracts in the following manner: 

(i) The sales contracts are accounted for as service contracts with the entire income being deferred and recognised on a straight-line basis over a 17 to 25 

year period. 

 

(ii) The purchase contracts are accounted for as service contracts and accordingly, the pre-paid balance has been recorded as a deferred debtor and is 

being amortised on a straight-line basis as an expense over a 7 year period. 

 
(AC) CONTRIBUTED EQUITY 
 

Ordinary shares are classified as equity.  Mandatorily redeemable preference shares are classified as liabilities note 22. 

 

Incremental costs directly attributable to the issue of new shares or options are shown in equity as a reduction, net of tax, from the proceeds.  Incremental 

costs directly attributable to the issue of new shares or options for the acquisition of a business are not included in the cost of the acquisition as part of the 

purchase consideration. 
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1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 

 
(AC) CONTRIBUTED EQUITY (Continued) 
 

If the entity reacquires its own equity instruments, eg. as a result of a share buy-back, those instruments are deducted from equity and the associated 

shares are cancelled.  No gain or loss is recognised in the profit or loss and the consideration paid including any directly attributable incremental costs (net 

of income taxes) is recognised directly in equity. 

 
(AD) DIVIDENDS 
 

Provision is made for the amount of any dividend declared, being appropriately authorised and no longer at the discretion of the entity, on or before the end 

of the financial year but not distributed at balance date. 

 

(AE) EARNINGS PER SHARE (“EPS”) 
 
(i) Basic earnings per share 
Basic EPS is calculated by dividing the net profit/loss after tax attributable to equity holders of the company, excluding any costs of servicing equity other 

than ordinary shares, by the weighted average number of ordinary shares outstanding during the financial year, adjusted for bonus elements in ordinary 

shares issued during the year. 

 

(ii) Diluted earnings per share 
Diluted earnings per share adjusts the figures used in the determination of basic earnings per share to take into account the after income tax effect of 

interest and other financing costs associated with dilutive potential ordinary shares and the weighted average number of shares assumed to have been 

issued for no consideration in relation to dilutive potential ordinary shares. 

 
(AF) GOODS AND SERVICES TAX (“GST”) 
 

The amount of GST incurred by the Group that is not recoverable from the taxation authority is recognised as an expense or as part of the acquisition of an 

asset.  Receivables and payables are stated at amounts inclusive of GST.  The net amount recoverable from the taxation authority is included in 

receivables in the Balance Sheet. 

 

(AG) ROUNDING OF AMOUNTS 
 

The Company is of a kind referred to in Class order 98/0100, issued by the Australian Securities and Investments Commission, relating to the rounding off 

of amounts in the report.  Amounts in the report have been rounded off in accordance with that Class Order to the nearest $1,000, or in certain cases to the 

nearest dollar. 

 
(AH) PRESENTATION OF FINANCIAL STATEMENTS 
 

With the application of AIFRS, the amounts related to the 2nd instalment of uncalled capital due from shareholders on 6 February 2006, and the subject of 

a contractual obligation, has been considered to be, on a net basis a “financial asset”. 

 

In accordance with AIFRS, the net “financial asset” was discounted to reflect the time value of money over the period from the date of establishment of the 

financial instrument to its ultimate date of recovery.  This discount has been brought to account progressively over the period through to expected recovery. 

 

As a result of this treatment, a net $10,264,000 of the amount ultimately received from shareholders has been brought to account as retained earnings at 1 

July 2005.  A further net $15,975,000 of the amount of $5.00 per share received from shareholders has been brought to account as income for the year 

ended 30 June 2006. 

 

All costs incurred in respect of the original issue of shares at $5.00 each have been charged directly against the capital value of the shares issued. 

 

The Directors have determined that this total of $26,239,000 in income and retained earnings should not be used to pay future dividends.  As a result, the 

Directors have resolved to transfer the total discount un-wind from retained earnings to an equity reserve. 
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1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 

 
(AI) FINANCIAL GUARANTEE CONTRACTS 

 

Financial guarantee contracts are recognised as a financial liability at the time the guarantee is issued.  The liability is initially measured at fair value and 

subsequently at the higher of the amount determined in accordance with AASB 137: Provisions, Contingent Liabilities and Contingent Assets and the 

amount initially recognised less cumulative amortisation, where appropriate. 

 

(AJ) NEW ACCOUNTING STANDARDS AND UIG INTERPRETATIONS 
 
Certain new accounting standards and UIG interpretations have been published that are not mandatory for 30 June 2007 reporting periods.  The Group’s 

assessment of the impact of applicable new standards and interpretations is set out below. 

 
(i) AASB 7 Financial Instruments: Disclosures and AASB 2005-10 Amendments to Australian Accounting Standards (AASB 132, AASB 101, 
AASB 114, AASB 117, AASB 133, AASB 139, AASB 1,AASB 4, AASB 1023 & AASB 1038) 

AASB 7 and AASB 2005-10 are applicable to annual reporting periods beginning on or after 1 January 2007.  The Group has not adopted the standards 

early.  Application of the standards will not affect any of the amounts recognised in the financial results, but will impact the type of information disclosed in 

relation to the Group’s and the parent entity’s financial instruments. 

 

(ii) AASB-I 10 Interim Financial Reporting and Impairment 
AASB-I10 is applicable to financial reporting periods commencing on or after 1 November 2006.  The Group has not recognised an impairment loss in 

relation to goodwill, investments in equity instruments or financial assets carried at cost in an interim reporting period and hence has not subsequently 

reversed the impairment loss in the annual report.  Application of the interpretation will therefore have no impact on the Group’s or the parent entity’s 

financial statements. 

 
(iii) AASB 8 Operating Segments  

 

AASB 8 sets out the requirements for disclosure of financial and descriptive information about an entity’s operating segments and also about the entity’s 

products and services, the geographical areas in which it operates, and its major customers.  The standard also amends the definition of a reportable 

segment.  The standard replaces AASB 114 Segment Reporting and is mandatory for accounting periods beginning on or after 1 January 2009.  The Group 

will apply AASB 8 in the financial year ended 30 June 2010.  At this stage it is not anticipated that this standard will have an impact on the Group’s financial 

statements.  

 




