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REANNZ

1. Highlights
REANNZ had some notable successes during the 2008/09 year.

e Foundation Members, the Crown research institutes and the universities,
signed Letters of Intent, to renew their Membership at the expiry of their
current contracts in December 2009.

e End users on KAREN continued to build tangible value from having the
network; one research team in Otago winning USD 1 million in funding as
direct result of KAREN access.

e We invested Capability Funding into a network of KAREN Champions,
working within each Member to build awareness and usage of the
network.

e We hosted one of the largest APAN! meetings to date, with over 350
delegates, which raised substantially the profile of KAREN in New Zealand.

e The Crown committed to provide additional shareholder capital of $16
million in the 2010/11 year, to support the ongoing operation of an
advanced network in New Zealand and its transition to a self-funding
business model.

e The final $2 million of the Capability Build Fund was successfully allocated,
with 97% of delivery milestones on target.

e The Ministry of Research, Science & Technology and the Tertiary Education
Commission engaged REANNZ to invest $2.9 million to connect remote
Members sites to the network.

¢ We implemented a video-conferencing bridge service trial, that has been
highly successful in accelerating usage of the network - and is now being
transitioned to a permanent service.

e One of our industry Partners demonstrated the feasibility of running a
nation-wide Internet television service, doing so over KAREN.

e A small group of the country’s primary and secondary schools were
connected to KAREN as part of a trial National Education Network,
sponsored by the Ministry of Education, Tertiary Education Commission

and National Library.

! Asia Pacific Advanced Networking, the regional advanced network body
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REANNZ

2. Report from the Chair

As the country’s advanced network, KAREN provides reliable high capacity, high
speed connectivity for New Zealand’s research and education organisations, and
the innovation sector. KAREN enables researchers and educators to exchange
information and collaborate nationally and internationally by providing
unconstrained network capacity. This opens up opportunities hitherto

unimagined.

Not only is KAREN essential infrastructure for the research, education and
innovation sectors, it is of significant importance to the entire economy. An
independent study into KAREN last year concluded that every $1 invested

provides a minimum of $4 of ongoing national economic benefits.?

Since KAREN became operational two and a half years ago, network uptake and
usage has exceeded all expectations. The KAREN community has embraced the
opportunity afforded by this new infrastructure to act as a equal on the global

innovation stage.

The success of KAREN to date is attributable to the support received from the
Vice Chancellors and Chief Executives of our core Members, the universities and
Crown research institutes, and successive governments. Together, these
stakeholders have invested - and are committed to re-investing - in KAREN,
recognising it as the national infrastructure New Zealand needs to prosper in the

21st century.

Just as we are planning to re-invest in the network to ensure it remains
advanced, we are also focusing on the question of what is the most appropriate
long term, stable, self-sustaining financial model for advanced networking in New
Zealand. REANNZ’s role will be to work in partnership with the Crown and core

Members to facilitate a solution.

2 “REANNZ Economic Value Assessment” December 2008, by Temple Capital
Investment Specialists
http://www.karen.net.nz/assets/Uploads/Publications/REANNZ-Economic-Value-
Report-Full.pdf
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REANNZ

A particular note of gratitude must be expressed to our two retiring Directors, Dr
Jim Watson, our Chair and Dr Rick Pridmore, who have both served on the Board
since the company’s inception. Their vision and enthusiasm through KAREN'’s
initial phase has been instrumental in the achievement of the company’s success
to date. Both Dr Watson’s and Dr Pridmore’s terms of office ended on 30 June
20009.

From the beginning of July 2008 we were pleased to welcome three new
Directors bringing significant expertise to the board table. They are Professor
George Benwell (Pro-Vice-Chancellor [Commerce] and Dean of the Business
School of Otago University), Dr Graham Hill (Astronomy and Astrophysics
Lecturer, University of Auckland) and Mr Mike Riley (Director and CEO of all
Endace companies).

We are also delighted to welcome, from 1 September 2009, a new Chair,
Professor John Raine, who is the Regional Chief Executive (Albany &

International) Massey University.

Jane Taylor

Deputy Chair

2 October 2009
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REANNZ

3. Board of directors

Jim Watson - Chair - retired 30 June 2009

Dr Jim Watson, of Auckland, is currently, a director and a shareholder of Caldera
Health Limited; and the Chair of the Riddet Institute. He was formerly the Energy
Evangelist of PurePower Global, and Founding Scientist and former Chief
Executive of Genesis Research and Development Corporation. He has served as
the Head of the Department of Molecular Medicine, Auckland University, (1984-
93); a director of the Foundation for Research, Science and Technology (2000-
2003); a member of the Growth and Innovation Advisory Board (2001-2004);
and President of the Royal Society of New Zealand (2003-2006). His professional
interests enable him to take a highly informed view of the value of the Advanced

Network as a key piece of New Zealand’s research and education infrastructure.

ProfessorJohn Raine - Chair (3ppointed 1 September 200g)

Professor John Raine is the Regional Chief Executive (Albany & International)
Massey University, providing strategic leadership, policy development and
management. He has significant experience in leading commercial research and
technology commercialisation, which he has enacted at Massey University and
during this previous role position of Pro Vice-Chancellor (Enterprise and
International) at the University of Canterbury. These esteemed recent positions
are supported by a strong background in teaching and research in mechanical
engineering, product development in industry and in business development. John
Raine was the co-developer of the acclaimed WhisperGen Stirling engine-based

microcogeneration system.

John is a current board member of the Committee for Auckland Ltd, IPENZ, the
Massey University e-centre Ltd, and the MacDiarmid Institute for Advanced
Materials and Nanotechnology. He chaired the Tertiary Education Commission
PBRF Engineering, Technology and Architecture Panel for the 2006 Research
Quality Assessment round and has been a member of the 2008-2009 PBRF Sector

Reference Group.
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Jane Taylor - Deputy (and from 1/uly to 31 August 2009, Acting) Chair

Jane Taylor is a Queenstown-based barrister specialising in the areas of civil law
and equity. Formerly a Chartered Accountant, her business background includes
business and share valuations, corporate finance, insolvency and company
reconstruction, and litigation support. Jane recently retired as a director of Scion
(Crown Research Institute) and was previously a director of Forestry Corporation
of New Zealand. She serves on to the boards of the Legal Services Agency, the
Institute of Geological and Nuclear Sciences Limited and Lakes Leisure Limited
(formerly Chair); and is the Chair of the Milford Community Trust. Jane is a
member of the Institute of Directors, the New Zealand Law Society and the

Institute of Chartered Accountants of New Zealand.

Carol Moffatt

Based in North Canterbury, Carol Moffatt has more than 40 years experience at
all levels of the education sector. She holds directorships with Cognition
Education Trust Ltd (formerly Multiserve Education Trust Ltd) and Core Education
Ltd (formerly Ultralab South). She has also been appointed to the
Correspondence School Board of Trustees and the Nextspace Advisory Board.
Carol was the Manager, ICT Strategy for Schools for the Ministry of Education
between 1998 and 2003.

Dr Rick Pridmore - retired 30 June 2009

Dr Rick Pridmore is an independent business adviser. He currently holds the key
role of DairyNZ's Strategy and Investment Leader (Sustainability). Prior to this he
was Chief Executive of NIWA from 2002 to 2006. Before holding the Chief
Executive office at NIWA, he served as deputy chief executive (Strategic
Development), research director and previously, science leader. From 1980 to
1993 he worked with the Ministry of Works, DSIR and NIWA specialising in
marine and freshwater ecology. He established the NIWA Information
Technology Team in 1994, and was also responsible for making the business case
for and purchasing the CRAY T3E super computer. He is a director of Pastoral

Greenhouse Gas Research Gas Research Consortium Limited.

Professor George L. Benwel/
Professor Benwell is Pro-Vice-Chancellor (Commerce) and Dean of the Business

School at the University of Otago. After working as a surveyor, consultant and
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University of Melbourne academic, Professor Benwell joined Otago's Information
Science Department in 1990. He led the Department from 2001-2006 and
served as the School's Dean of Research. Between 1996 and 1999, he was the
University's Academic Director of Research. In 2007, Professor Benwell was
appointed Pro-Vice-Chancellor and Dean. He is a director of Otago Innovation
Limited and Harmonic Aotearoa Limited; and trustee of Taieri Community Trust

and Middlemarch Cottage Restoration Trust.

Dr Graham Hill

Dr Graham Hill is an astronomer and astrophysicist currently lecturing in
astronomy at the University of Auckland. He spent 29 years as a research
scientist at the Herzbeg Institute in Victoria, Canada and served 12 years on a
local school board (20 schools) at times as Board Chair and Chair of the Finance
Committee. Graham is an active researcher working in collaboration with
colleagues at Brandon University, Canada and The Citadel, USA. His current
specialty is in model building, data processing and the analysis of high resolution
spectroscopy. He is a Councillor on the Unitec Council. Previously, he was a Board
Member of the National Institute for Water and Atmosphere (NIWA), Mighty River

Power and NZ MetService.

Mike Riley

Mike Riley is the Chief Executive of Endace, a world leader in network traffic
monitoring technology. Mike has over 20 years experience in the networking and
security marketplace. Mike previously served as Vice President of Marketing and
Strategy at Network Engines, Inc. (NASDAQ: NENG), a leading manufacturer of

server appliances for the security and storage networking market place.

Prior to this, Mike was as Chief Marketing Officer at Sonexis Inc., Senior Vice
President Worldwide Sales and Marketing at Artel Video Systems Inc. and General

Manager, Europe, Middle East and Africa for Premisys Communications.

He holds a Bachelor of Science Honours Degree in Electronic Engineering from

the University of Southampton, UK.
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4. Chief Executive's report

2008/09 was the third full-year of operation for REANNZ and the second for
KAREN - and the year in which the concept of advanced research and education

networking really became established in New Zealand.

We saw traffic grow from 250 to 1500 terabytes per month, a reflection of a
growth in Member connections and capability. We closed the year with 111
members connected at 68 sites. KAREN also proved to be highly reliable,
achieving 99.91 uptime on the national network and 99.9 uptime on the

international network.

We are constantly working to improve the quality and reliability of the core
network service provided for our Members. We did have one serious network
outage during the year when floods washed away part of a suppliers’ network
infrastructure between Christchurch and Blenheim. Unfortunately, this incident
occurred at one of the very few places where we did not have physical
redundancy in the core network resulting in a 16 hour outage for the South
Island (except Nelson) as repair crews strived to access the fault. I am pleased
to report that in May, we worked with our national network supplier to implement
a new redundant path on this part of the network, significantly improving overall

resiliency on KAREN.

Of course, having a great network is of little use unless the community is making
use of it. The year began with the hosting of APAN26 in Queenstown, a major
international gathering of leading-edge network researchers from throughout
AsiaPac. The meeting turned out to be one of the largest APAN meetings ever -

and a fantastic accelerator on national awareness and capability development.

End-user capability development was further strengthened by the final
investment allocations from the Capability Build Fund. A wide range of exciting
new research activities have been supported by the fund, from genomics to
geophysics. More detail can be found in the case studies section of our website

and on our wiki.
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Whilst KAREN is designed to support cutting-edge research, its quality, speed and
capacity make it ideal for more day-to-day usage. High definition video
conferencing has emerged as a significant application on KAREN, allowing greatly
enhanced collaboration between physical locations and savings in travel time and
costs. To support this trend, REANNZ implemented a trial service for a video
conferencing bridge during the year to allow members to more easily connect to
multiple locations and offering additional functions like streaming and

conferencing recording.

Part of REANNZ’s constitutional mandate is to provide universal connectivity to
the research and education sector. We focused on two development areas during
2008/09 - Institutes of Technology and Polytechnics (ITPs) and schools.

For the ITPs we concluded our KAREN Experience Programme by connecting all
five ITP participants as members. To help more remote ITP campuses connect,
the Tertiary Education Commission engaged REANNZ to invest $2.0 million of

capital.

Schools have different networking needs from our core Members. To understand
these needs in more detail REANNZ worked with the Ministry of Education,
Tertiary Education Commission and National Library to design and execute a
proof-of-concept for a National Education Network. The trial was successful in
both testing the architecture and getting real insights into the commercial,
operational and technical challenges that would be involved in a national-scale

effort to connect schools.

A constant strategic theme for the past three years has been the need to seek re-
investment in the network from the Crown shareholder and from Members. We
were delighted to obtain commitments from our core Members for ongoing
Membership at a significantly increased contribution level and from the Crown for

a $16 million equity investment in the 2009 Budget.
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REANNZ

As we look forward, it is clear that our success will depend ever more on a deep
level of partnership with our Members. REANNZ will continue to remain a small,
member-focused, pragmatic team dedicated to providing the essential innovation
infrastructure that will accelerate New Zealand’s progress.

Donald Clark

Chief Executive
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REANNZ

5. Statement of responsibility
For the year ended 30 June 2009

The Board and management of REANNZ accept responsibility for the preparation

of the annual financial statements and the judgements used in them.

The Board and management of REANNZ accept responsibility for establishing a
system of internal control designed to provide reasonable assurance as to the

integrity and reliability of financial and non-financial reporting.

In the opinion of the Board and management of REANNZ the annual financial
statements and statement of service performance for the year ended 30 June

2009 fairly reflect the financial position and operations of REANNZ.

J.K Raine D. J. Taylor
Chair Deputy Chair

Date: 2 October 2009
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REANNZ

7. Statement of service performance

For the year ended 30 June 2009

Actual service performance against our 2008/09 Statement of Intent indicators is
provided below. These indicators are grouped by our five areas of operations:
network operations, development & uptake, content & services, business

development and management & governance.

Our two output agreements with the Ministry of Research, Science and
Technology contain specific outputs and performance targets. REANNZ has met
these performance targets by way of its quarterly reporting and ongoing business
management.
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REANNZ

Network Operations

network

Measure 2008/09 Target To 30 June 2009 Forecast June 2009
Number of members [129/60 111/68

/connections 111/68

lAverage Traffic load [1-5% 1-5%

over the domestic 1-5%

Network availability

99.9% 12 month rolling
average

99.91%0 nat.; 99.9%
int'l

99.9% national; 99.9 int’l

Services availability

99.9% 12 month rolling
average

99.91%0 nat; 99.9%
int’l

99.9% national; 99.9 int’l

1Pv4 Route

200 domestic
availability on KAREN|12,200 int'l

86 domestic
12,266 int’l

86 domestic
12,266 int’l

User Communities

IAnnual Stakeholder Survey
Results

Measure

2007 Survey

2008 survey

innovation opportunities
missed because the
network did not support
ithe necessary
protocols/functions

Helping members to 80% excellent or very [55% 45% (wider base)
connect good

Responsiveness and 80% excellent or very (82% 80% (wider base)
behaviour of help desk and |good

support staff

Research, education and 0 0 No such missed

opportunities identified in
survey responses

Development & Uptake

Measure

2008/09 Target

To 30 June 2009

Forecast June 2009

Case studies of KAREN
enabled projects per
institutions

3 per institution

3 per institution

3 per institution

Unique visitors to 30,000 pa 58,173 pa 58,173 pa
karen.net.nz

IActive KAREN wiki 3 8 3
communities

Event index > 1 for all events 3 average 3 average
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REANNZ

Measure

2008/09 Target

To 30 June 2009

Forecast June 2009

Media uptake on
KAREN activities and
development

15 positive articles in
general

20 positive articles in
specialist media

26 positive articles in
general media to date

30 positive media items
in specialist media to
date

26 positive articles in
general

30 positive articles in
specialist media

IAn efficient and
effective Capability
Build Fund

Funds dispersed in
accordance with Output
lAgreement standards and
financial forecast

98% of CBF funding
allocated

Round 3 CBF contracting
underway

Institutional component of
CBF contracted. All CBF
funds allocated by year
end

Content & Services

Measure

2008/09 Target

To date 30 June 2009

Forecast June 2009

New service trials
successfully completed

2

Publication of a service
and content roadmap

By 30 June annually

Not completed

By 30 June annually

Services taken-up by
members

3 at 20% penetration

2; 2 at 100%

2; 2 at 100%.

Direct profit
contribution from
services

Positive in the first year
of each service

Positive for completed
trials

Positive for completed
trials

Business Development

Measure

2007/08 Target

To date 30 June 2009

Forecast June 2009

Sector income

In line with financial
forecasts

Achieved (Above budget
by $300K or 7.45%)

Reforecast above budget
by $300k or 7.45%

Connection trials
successfully completed

4

22 Schools connected
along with a number of
Aggregators and
Content partners which
include Te Papa and
National Library.

The NEN community
remains as it is with new
participants reactively
joining by paying their own
way.

Strategic positioning

KAREN accepted as the
backbone network for
education and library
sectors by relevant policy
agencies

Phase IIB of National
Education Network
exists as created with
commitment to the
timeframe being
extended by the
Ministry as a PIIC until
31 December 2009.

Government commitment
to a National Education
Network with REANNZ as
an important part of
delivery.
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Corporate Services

contract compliance

Measure 2008709 Target To date 30 June 2009| Forecast June 2009
Reports delivered on [100% 100% 100%

time

Legislative and 100% 99% due to a bank 99%

account being
overdrawn by $453
overnight; total deposits
with same bank were
over $10 million.

Forecast cash position

+/- 10%

+$1.8 mill or 15.6%

+$1.8 mill or 15.6%

Audit management
report performance

At least 2 out of 3
categories rated ‘good’ or
better

1 category rated ‘very
good’; 1 rated ‘good’ for
2008/09 Interim
Management Report

At least 2 out of 3
categories rated ‘good
or better

’

Staff turnover

1 -2 people

1 resignation, 2
redundancies, 2 new
staff members in 2008-
2009

1 -2 people (excluding
redundancies)

Carbon footprint

5%-10% reductions pa in
carbon from travel

Slight, but not
significant,
improvement in
reduction in overall
kilometres travelled.

Baseline kilometre
(only) measuring in
place.
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8. Financial statements

Research and Education Advanced Network New Zealand Ltd

Statement of Financial Performance
for the year ended 30 June 2009

Actual Actual Budget
2008 2009 2009
$000 Notes $000 $000

REVENUE
1,468 Grant Income 1 8,994 9,244
3,976 Network Income 4,301 4,001
662 Other Income 899 320
29 Foreign Currency Gains 3 676 -
6,135 Total Revenue 14,870 13,565
EXPENSES
22 Audit fee 4 27 23
7 Amortisation 9 9 5
402 Depreciation 8 424 433
171 Directors fees 5 157 186
1,282 Employment expenses 1,433 1,622
- Foreign currency losses 3 - -
7,766 Network expenses 8,793 9,047
2,155 Other operating expenses 2,961 3,234
302 Professional services 6 384 167
76 Rental and lease expenses 64 55
150 Travel and vehicle expenses 97 102
12,333 Total Expenses 14,349 14,874
(6,198) Surplus/(loss) before interest 521 (1,309)
and taxation
495 Interest Income 682 627
(5,703) Surplus/ (loss) before income tax 1,203 (682)
- Taxation 2 - -
(5,703) Net surplus/ (loss) after taxation 1,203 (682)

The Statement of Accounting Policies and Notes to the financial statements form part of and are to be
read in conjunction with these financial statements
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REANNZ

Statement of Financial Position

as at 30 June 2009

Research and Education Advanced Network New Zealand Ltd

” ;K*’—';E"\.‘

Actual Actual Budget
2008 2009 2009
$000 Notes $000 $000

CURRENT ASSETS
5,665 Cash and cash equivalents 7 7,146 11,368
- Investments 7 6,071 -
- Other financial assets 7 1 -
1,443 Receivables and debtors 7 1,324 147
158 Prepayments 79 104
5,980 Prepaid network expenses 11 4,439 -
96 GST receivable - 71
29 Stock on hand 14 17
13,371 Total Current Assets 19,074 11,707
NON-CURRENT ASSETS
2,223 Property, plant & equipment 8 1,966 2,346
14 Intangible assets 9 7 14
6,161 Prepaid network expenses 11 1,722 6,049
8,398 Total Non-Current Assets 3,695 8,409
CURRENT LIABILITIES
1,503 Account payable & accrued expenses 12 765 500
- GST Payable 125 -
117 Employee entitlements 132 26
1,287 Income in advance 2,160 -
478 Other financial liabilities 7 - 963
3,385 Total Current Liabilities 3,182 1,489
18,384 NET ASSETS 19,587 18,627
PUBLIC EQUITY
1 Share capital 1 1
18,383 Accumulated surplus 19,586 18,626
18,384 Total Public Equity 13 19,587 18,627

The Directors of REANNZ authorised these financial statements for issue.
On behalf of the Board:

My
- .| I. -~ I
| ——
/ | ¢

J.K Raine D. J. Taylor

Chair Deputy Chair
Date: 2 October 2009

Statement of Accounting Policies and Notes to the financial statements form part of and are to be
read in conjunction with these financial statements
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REANNZ

Actual
2008
$000

24,087

(5,703)
(5,703)

18,384

Research and Education Advanced Network New Zealand Ltd

Statement of Changes in Equity
for the year ended 30 June 2009

; ;;(f—'-{E"\.'

Actual Budget

2009 2009

Notes $000 $000

Public Equity at beginning of year 18,384 19,309

Share Capital introduced - -
Recognised revenues & expenses

Surplus (deficit) after taxation 1,203 (682)

Total recognised revenues & 1,203 (682)

expenses
Public Equity at end of year 13 19,587 18,627

The Statement of Accounting Policies and Notes to the financial statements form part of and are to be
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REANNZ

Actual
2008
$000

1,468
3,852
494

986
52

(7,363)
(511)

(123)

(123)

(634)

6,299
5,665

5,665

Cash Flows Statement

for the year ended 30 June 2009

CASH FLOWS FROM OPERATING
ACTIVITIES

Cash was provided from (applied to)

Crown revenue

Other Government Department funding
Network Income

Interest received

Sundry income

Net GST

Payments to suppliers and employees
Net cash flow from operating
activities

CASH FLOWS FROM INVESTING
ACTIVITIES

Cash was provided from (applied to)

Purchase of plant & equipment
Term deposit investments

Net cash flows from investing
activities

CASH FLOWS FROM FINANCING
ACTIVITIES

Cash was provided from (applied to)

Issue of equity share capital
Net cash flow from financing
activities

Net (decrease)/increase in cash
held

Cash at beginning of year
Cash at end of year
Represented by:

Cash at bank

” ;K*’—';E"\.‘

Research and Education Advanced Network New Zealand Ltd

Actual Budget

2009 2009

Notes $000 $000
8,994 9,244

900 -

4,484 4,001

604 627

795 320

265 786

(8,455) (9,362)

14 7,587 5,616
(113) (306)

(6,000) -
(6,113) (306)
1,474 5,310

5,665 6,058

7,139 11,368

7,139 11,368

The Statement of Accounting Policies and Notes to the financial statements form part of and are to be
read in conjunction with these financial statements
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9. Statement of accounting policies

The reporting entity is Research and Education Advanced Network New Zealand
Limited ("REANNZ"), a Crown entity as defined by the Crown Entities Act 2004
and a New Zealand incorporated company. As a Crown Entity, REANNZ ultimate

parent is the New Zealand Crown.

REANNZ’s primary objective is to establish, own and operate a high speed
communication network for the research and education sector. As such, REANNZ

aim is to provide services to the public, rather than make a financial return.

Accordingly, REANNZ has designated itself as a public benefit entity for the
purposes of New Zealand Equivalents to International Financial Reporting
Standards.

The financial statements for REANNZ are for the year ended 30 June 2009 and
were approved by the board on 2 October 2009.

Basis for Preparation

Statement of Compliance
The financial statements have been prepared in accordance with the Crown
Entities Act 2004, which includes the requirement to comply with New Zealand

generally accepted accounting practice (‘"NZ GAAP’).

The financial statements comply with the New Zealand Equivalents to
International Financial Reporting Standards (‘NZ IFRS’) and other applicable

financial reporting standards as appropriate for public benefit entities.

Measurement base

The financial statements have been prepared on the basis of historical cost,
except where modified by the revaluation of certain items of Property Plant and
Equipment, and the measurement of derivative financial instruments at fair

value. The accounting policies for these items are stated below.
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Functional currency
The financial statements are presented in New Zealand dollars, rounded to the
nearest thousand ($000). The functional currency of REANNZ is New Zealand

dollars.

Standards or Interpretations not yet effective

Various standards, amendments and interpretations, including revised NZIAS 23
Capitalisation of Borrowing Costs, have been issued by the Accounting Standards
Review Board but have not been adopted by REANNZ as they are not yet
effective.

Application of these standards, amendments and interpretations is not expected

to have a material impact on REANNZ’s financial position and results.

Specific Accounting Policies

Accounting policies are selected and applied in a manner which ensures that the
resulting financial information satisfies the concepts of relevance and reliability.
REANNZ accounting policies, therefore, are designed to report the substance of

the underlying transactions undertaken by the entity.

The following significant accounting policies have been adopted in the preparation

and presentation of the financial statements:

a) Revenue recognition
Revenue is measured at the fair value of the consideration received or

receivable.

Grant income is recognised by REANNZ as it is received or receivable from
the Crown, when the conditions relating to the grant are met. Where there
are no conditions attached to the grant, other than the requirement for
REANNZ to own and operate a high speed communication network for the
research and education sector, grant income is also recognised as it is
received or receivable. Where grant income has been received but the
conditions of the grant are not yet satisfied, grant income is recognised as

income received in advance in the statement of financial position.

Interest revenue is recognised using the effective interest method.
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b) Property, plant and equipment

Property plant and equipment asset classes consist of office equipment, ICT
equipment, national PoP equipment, leasehold Improvements and network

services equipment.

Property, plant and equipment are stated at cost or valuation less
accumulated depreciation and any impairment losses. Cost includes
consideration given to acquire or create the asset and any directly
attributable costs of bringing the asset to working condition for its intended

use.

The cost of an item of property, plant and equipment is only recognised as
an asset when it is probable that future economic benefits or service
potential associated with the item will flow to REANNZ and the cost of the

item can be measured reliably.

Where an asset is acquired at no cost, or for a nominal cost, the asset will

be recorded at fair value at the date when control of the asset is obtained.

Gains and losses on disposals are determined by comparing the proceeds of
disposal with the carrying amount of the asset. Gains and losses on disposal

are included in the Statement of Financial Performance.

Assets under construction are held in work in progress until they are
completed, at which point they are transferred to the appropriate category

of property, plant and equipment.

Costs incurred subsequent to initial acquisition are capitalised only when it
is probable that future economic benefits or service potential associated
with the item will flow to REANNZ and the cost of the item can be measured

reliably.

The costs of servicing property, plant and equipment are recognised in the

Statement of Financial Performance as they are incurred.

Depreciation on property, plant and equipment (excluding work in progress)
is calculated on a straight line basis, from the time the asset is in the
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c)

d)

location and condition necessary for its intended use. This basis allocates
the cost or value of the asset, less its residual value, over its estimated

useful life.

The depreciation method, estimated useful lives and residual values of
property, plant and equipment are reviewed annually to assess

appropriateness.

The following estimated useful lives are used in the calculation of

depreciation:

Leasehold improvements 10 years
Routers & switches 5 years
Information technology equipment 3 years
Information technology software 3 years
Office equipment 5 years
Pop Equipment 8 years

Leasehold improvements are depreciated on the basis of estimated useful

life or the remaining lease term, whichever is shorter.

Intangible assets
Software is a finite life intangible and is recorded at cost less accumulated
amortisation and impairment. Amortisation is charged on a straight line

basis over the estimated useful life of the intangible asset.

The following amortisation rates are used in the calculation of amortisation:

Software 3 years

Impairment

At each reporting date, assets are reviewed by the Directors to determine
whether there are any events or changes in circumstances that indicate that
carrying amounts may not be recoverable. An impairment loss is recognised
as the amount by which the asset’s carrying amount exceeds its estimated

recoverable amount.

If the carrying amount of an asset is exceeds its recoverable amount, the

asset is impaired and the carrying amount is written down to the
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recoverable amount. The impairment loss is then recognised as an expense

in the Statement of Financial Performance.

Where an item of property, plant or equipment has been revalued, any
impairment loss is recognised against the revaluation reserve for that class
of asset. Where this results in a debit balance in the revaluation reserve, the

balance is recognised in the Statement of Financial Performance.

Any reversal of an impairment loss is recognised in the Statement of
Financial Performance. Impairment losses can only be reversed to the
extent that the carrying amount of the asset matches the carrying amount

as calculated under the cost less accumulated depreciation method.

For items of property, plant or equipment which have been revalued, any
reversal of impairment loss is credited back to the revaluation reserve.
However, to the extent that an impairment loss for that class of asset was
previously recognised in the Statement of Financial Performance, a reversal
of impairment loss is also recognised in the Statement of Financial

Performance.

e) Borrowing costs
Borrowing costs are recognised as an expense in the period in which they

are incurred.

) Inventories
Inventories held for sale or use in the provision of services on a commercial
basis is valued at the lower of cost and net realisable value. The cost of

purchased inventory is determined using the first-in first-out method.

The write down from cost to net realisable value is recognised in the
Statement of Financial Performance, in the period when the write-down

ocCcurs.

g) Operating leases
Operating lease payments, where the lessors effectively retain substantially
all the risks and benefits of ownership of the leased items, are included in
the Statement of Financial Performance. Where the leased items are in use,
operating lease payments are allocated in equal installments over the lease

term.
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Where the leased items are not in use, the operating lease payments will be
treated as a prepayment in the Statement of Financial Position. Once the
items begin to be used in deriving income, these prepayments are released
to the Statement of Financial Performance on a straight line basis over the

period of the remaining operating lease term.

h) Financial assets
Investments
For investments under a contract where the terms require delivery within a
specified timeframe, the investment is recognised on the date of trade at

fair value, net of transaction costs.

Other financial assets are classified into “Cash and cash equivalents” and
“receivables”. The classification depends on the nature and purpose of the

financial assets and is determined at the time of initial recognition.

Cash and cash equivalents
Cash and cash equivalents comprise cash on hand; cash held in banks,
other short-term highly liquid investments with original maturities of three

months or less and are net of outstanding bank overdrafts.

Receivables

Accounts receivable are recognised at fair value. A provision for impairment
of accounts receivable is made where there is objective evidence that
REANNZ will not collect all amounts due according to the original terms of
the receivable. When this occurs, the receivable is recorded at amortised
cost, less provision for impairment. When the receivable is uncollectible, it is

expensed in the Statement of Financial Performance.

i) Financial liabilities
Payables
Accounts payable, comprising trade payables and other accounts payable,
are recognised when REANNZ becomes obliged to make future payments
resulting from the purchase of goods and services. Payables are initially
measured at fair value and subsequently measured at amortised cost using
the effective interest method.
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k)

Derivatives

REANNZ enters into a variety of derivative financial instruments, including
forward foreign exchange contracts, as part of its normal operations to
manage its exposure to foreign exchange rate risk. REANNZ does not hold

these financial instruments for trading purposes.

Financial instruments that constitute hedges, including forward foreign
exchange contracts, are valued at the prevailing exchange rate at year end.
Any unrealised gains or losses are recognised in the Statement of Financial

Performance.

Financial instruments that do not constitute hedges are stated at fair value
and any resulting gain or loss is recognised in the Statement of Financial

Performance.

Foreign currency transactions
Transactions in foreign currencies are translated to New Zealand dollars at

the rate applying at the date of transaction.

At balance date foreign currency monetary assets and liabilities are
translated at the closing rate and exchange variations arising from these

translations are recognised in the Statement of Financial Performance.

Employee entitlements
Provision for accrued annual leave is made when it is probable that
settlement will be required and the provision is capable of being measured

reliably.

Provisions made for employee benefits expected to be settled within 12
months of the reporting date are measured using the best estimate of the
amount required to settle the obligation, based on the remuneration rate

expected.

Provisions made in respect of employee benefits which are not expected to
be settled within 12 months of the reporting date are measured at the
present value of the estimated future cash outflows to be made in respect of

services provided by employees up to reporting date.
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m) Taxation

REANNZ, as a public entity, is exempt from taxation. Accordingly, no charge

for income tax has been provided for.

n) Cash flow statement
The Cash Flow Statement is prepared exclusive of GST, which is consistent

with the method used in the Statement of Financial Performance.
Definitions of the terms used in the cash flow statement are:

“Cash” includes coins and notes, demand deposits and other highly liquid
investments readily convertible into cash and includes at call borrowings
such as bank overdrafts, used by REANNZ as part of its day to day cash

management.

“Investing activities” are those activities relating to the acquisition and
disposal of current and non-current investments and any other non-current

assets.

“Financing activities” are those activities relating to changes in equity of
REANNZ.

“Operating activities” include all transactions and other events that are not

investing or financing activities.

0) Goods and Services Tax (GST)
These financial statements have been prepared on a GST exclusive basis
except for accounts receivable and accounts payable which are stated

inclusive of GST.

The net GST paid to, or received from, the Inland Revenue Department,
including the GST relating to investing and financing activities, is classified

as an operating cash flow in the Statement of Cash Flows.

Commitments and contingencies are disclosed exclusive of GST.

p) Budget figures
The budget figures are those that form part of the REANNZ 2008/11

Statement of Intent.
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The budget figures have been prepared in accordance with generally
accepted accounting practice and are consistent with the accounting policies

adopted by REANNZ for the preparation of the financial statements.

Changes in Accounting Policies

There have been no changes in accounting policies during the current period.
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10. Notes to the Financial Statements

1. Grant Income

2009 2008
$000 $000
Growth and Innovation Framework 7,773 247
Capability Build 1,221 1,221
Total Grant Income 8,994 1,468

Government grants and government assistance

REANNZ has been provided with funding from the Crown for the purpose of
establishing and operating a high-speed telecommunications network for the
research and education sectors in New Zealand. Apart from these general
restrictions, there are no unfulfilled conditions or contingencies attached to

the government funding shown above (2008: nil).

In June 2009 REANNZ received a $900,000 grant from the Ministry for
Research, Science & Technology for the purpose of connecting remote
locations to the KAREN. At balance date this purpose had not yet been
fulfilled and, therefore, the grant has been recorded as Income Received in
Advance in the Statement of Financial Position. Once the conditions relating
to the grant are satisfied, the grant monies shall be released to the

Statement of Financial Performance.

2. Income Tax
2009 2008
$000 $000
Taxation payable/(refundable)
Balance at beginning of year - (178)
Income tax refund received - 178

Provision for income tax for the current year - -
Reversal of the prior year tax provision - -
Interest resident withholding tax - -
Balance at end of year - -

During the 2008 year REANNZ received exempt status for taxation. As a
public entity under Section CW 31 (2) of the Income Tax Act 2004, the
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company was exempted from income tax. In 2008 the prior year provision

for taxation and imputation credit account was reversed.

3. Foreign Currency Losses / Gains

2009 2008
$000 $000
Realised foreign currency losses (gains) (533) 451
Unrealised foreign currency losses (gains) (143) (480)
Total Foreign currency loss (gain) (676) (29)
4. Remuneration to Auditors
2009 2008
$000 $000
Audit of the financial statements 27 22
Total Remuneration to Auditors 27 22

During the year Audit New Zealand provided probity assurance services for
the review of REANNZ’s procurement process. Total professional fees for
this assignment were $2,710, in addition to the $27,000 incurred for the

audit of the financial statements.

5. Directors Fees

2009 2008

$000 $000
Board member fees during the year were:
G Benwell 19 -
G Hill 19 -
M Riley 19 -
C Moffatt 19 35
R D Pridmore** 19 35
D J Taylor 24 35
J D Watson** 38 37
W Clegg* - 29
Total Board Member Fees 157 171

REANNZ has taken out Directors and Officers liability insurance to cover Directors.
* resigned during the 2007/08 year
** retired 30 June 2009
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6. Professional Services Fees

2009 2008
$000 $000
Accountancy 107 50
Legal 37 51
Expert Advice 240 201
Total Professional Services Fees 384 302

During the year external professionals were contracted to supply advice and
support where it was more efficient and cost effective to obtain this

externally.

7. Financial Instruments

Financial risk management objectives

REANNZ does not enter into or trade financial instruments, including
derivative financial instruments, for speculative purposes. The use of
derivatives is governed by REANNZ’s policies approved by the Board of
Directors, which provide written principles on the use of financial
derivatives. REANNZ'’s activities expose it primarily to the financial risks of

changes in foreign currency exchange rates and interest rates.

Interest rate risk
REANNZ is exposed to interest rate risk as it has cash on call at floating
interest rates. REANNZ manages its interest risk by investing in short term

deposits with high credit-rated financial institutions.
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The following table details REANNZ's exposure to interest rate risk as at 30

June 20009.
Weighted Variable Non Total
average Interest interest ($000)
effective Rate bearing
interest ($000) ($000)
rate 2o
O) Financial Assets
Cash and cash equivalents
- ASB Business cheque 0% - 86 86
account
- ASB USD Foreign 0% - 1,065 1,065
currency account
- ASB Business cash 3.15% 2,188 - 2,188
management account
- ASB term investment 3.17% 3,807 - 3,807
account
5,995 1,151 7,146
Investments
- ASB term investment 4.50% 6,071 - 6,071
account with maturities
> 3 months
6,071 - 6,071
Debtors & other receivables
(less than one year)
- Accounts receivable 0% - 1,317 1,317
- Sundry debtors 0% - 7 7
- Other financial assets 0% - 1 1
- 1,325 1,325
Total Financial Assets 12,066 2,476 14,542
(ii) Financial Liabilities
Less than one year
Trade payables 0% 585 585
Other payables 0% 180 180
Other financial liabilities 0% - -
Total Financial Liabilities - 765 765
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The following table details REANNZ's exposure to interest rate risk as at 30

June 2008.

Weighted
average
effective
interest
rate %o
(i) Financial Assets
Cash and cash equivalents
- ASB Business cheque 0%
account
- ASB USD Foreign 1%
currency account
- ASB Business cash 8%
management account
- ASB term investment 8.32%
account
Debtors & other receivables
(less than one year)
- Accounts receivable 0%
- Sundry debtors 0%
Total Financial Assets
(ii) Financial Liabilities
Less than one year
Trade payables 0%
Other payables 0%
Other financial liabilities 0%

Total Financial Liabilities

” ;K*’—';E"\.‘

Variable Non Total
Interest interest ($000)
Rate bearing
($000)
- 175 175
901 - 901
179 - 179
4,410 - 4,410
5,490 175 5,665
- 1,435 1,435
- 8 8
- 1,443 1,443
5,490 1,618 7,108
- 309 309
- 1,194 1,194
- 478 478
- 1,981 1,981
-37 -
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Sensitivity Analysis of Interest Rate Risk

At 30 June 2009 it is estimated that a general decrease of one percentage
point in interest rates would decrease interest received on bank balances for
the year, and therefore REANNZ’s profit, by approximately $88,000 (2008:
$59,000).

Liquidity risk

Liquidity risk represents REANNZ's ability to meet its contractual obligations.
In order to meet commitments as they fall due, REANNZ holds a mix of cash
on call and on term deposit with maturity dates in line with expected

cashflow requirements.

At balance date all financial assets and liabilities had remaining maturity

periods of less than six months.

Foreign currency risk
REANNZ undertakes certain transactions denominated in foreign currencies.
REANNZ also hold amounts in US dollar denominated bank accounts. As a

result of these activities exposure to currency risk arises.

Currency risk is managed within approved policy parameters by utilising
forward foreign exchange contracts to hedge the foreign currency risk

exposure.
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The following table details the forward foreign currency contracts

outstanding at 30 June 2009:

Outstanding Foreign
Contracts exchange
rate at
30 June
2009

Buy US Dollars
Less than 1 year 0.6523
1 to 2 years 0.6523
2 to 5 years 0.6523

The following table details the forward foreign currency contracts

outstanding at 30 June 2008:

Outstanding Foreign
Contracts exchange
rate at
30 June
2008

Buy US Dollars
Less than 1 year 0.7619
1 to 2 years 0.7619
2 to 5 years 0.7619

Sensitivity analysis of foreign currency risk

It is estimated that a general decrease of one percentage point in the value

of the New Zealand dollar would decrease REANNZ'’s profit by $11,000

(2008: $30,000) due to the decrease in fair value of the foreign exchange

contract and the company’s USD bank account.
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currency Foreign Contract NZD$000
USD$000 currency value

NzZD$000 NZD$000
14 22 21 1
14 22 21 1

Foreign (Inflow) (Outflow) Fair Value
currency Foreign Contract NZD$000
USD$000 currency value

NzZD$000 NZD$000
1,572 2,062 2,538 (476)
15 19 21 (2)
1,587 2,081 2,559 478)
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Credit risk

Financial instruments which potentially subject the entity to credit risk
principally consist of bank balances. REANNZ has no significant
concentrations of credit risk as it only invests funds with registered banks

with specified credit ratings.

Maximum exposures to credit risk at reporting date are:

2009
$000
Bank Balances 7,146
Investments 6,071

No collateral is held on the above amounts. REANNZ holds $9.9 million on
term deposit due to mature in July and August 2009. There is no maturity
date on other bank balances as these represent cash held in transactional

and cash management accounts.

Fair value of financial instruments

The directors consider that the carrying amount of assets and financial

liabilities recorded in the financial statements approximates their fair values.

F ;K"—'-'{E"\.'
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8. Property, Plant & Equipment

Office ICT National Leasehold Network Work in 2009
2009 Equip Equip Pop Equip Improvements Services Progress Total
$000 $000 $000 $000 $000 $000 $000
Gross carrying
amount
Balance at
beginning of year 38 258 2,524 29 - - 2,849
Additions / transfers 3 14 25 - 74 53 169
Sales / write offs (1) (3) ) ) ) ) (4)
Balance at end 40 269 2,549 29 74 53 3,014
of year
Accumulated
depreciation and
impairment
Balance at
beginning of year 11 138 468 9 - - 626
Depreciation expense 14 8 84 323 7 2 ) 424
Impairment losses & 14
disposals charged to
the Statement of - (2) - - - - (2)
Financial
Performance
Balance at end 19 220 791 16 2 - 1,048
of year
Net Book Value 21 49 1,758 13 72 53 1,966
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Office ICT National Leasehold Network Work in 2008
2008 Equip Equip Pop Equip Improvements Services Progress Total
$000 $000 $000 $000 $000 $000 $000
Gross carrying
amount
Balance at
beginning of year 30 217 2,439 16 2,702
Additions / transfers 8 42 85 13 148
Sales / write offs (1) (1)
Balance at end 38 258 2,524 29 2,849
of year
Accumulated
depreciation and
impairment
Balance at
beginning of year 5 58 158 3 224
Depreciation expense 14 6 80 310 6 402
Impairment losses &
disposals charged to
the Statement of 14
Financial
Performance
Balance at end 11 138 468 9 626
of year
Net book value 27 120 2,056 20 2,223
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9. Intangible Assets

” ;K*’—';E"\.‘

2009 2008
Software Software
$000 $000
Gross carrying amount
Balance at beginning of year 26 19
Additions/transfers 2 7
Sales/transfers
Balance at end of year 28 26
Accumulated amortisation
and impairment
Balance at beginning of year 12 5
Amortisation expense 14 9 7
Impairment losses charged to Statement - -
of Financial Performance
Balance at end of year 21 12
Net book value 7 14

10. Work in Progress

REANNZ’s work in progress costs relate to the proposed development of a

Trans Tasman cable. Costs to date include feasibility work undertaken and

costs associated with the procurement process.

If the project is not pursued, work in progress will be expensed through the

Statement of Financial Performance.

2008
$000

2009
$000
Work in Progress 8 53
Total Work in Progress 53

11. Prepaid Network Expenses

The prepaid network expenses relate to operating lease payments for Core

POP Accommodation & Associated Support Facilities, Core POP Connectivity

and Equipment Provision & Installation, and Network and Service Operation

and Management. These prepayments will be released to the Statement of

Financial Performance on a straight line basis over the period the items are

being used for the remaining operating lease term.
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2009 2008
$000 $000
Gross carrying amount
Balance at beginning of year 21,256 20,039
Additions - 1,217
Balance at end of year 21,256 21,256
Portion of prepayment expensed
Balance at beginning of year 12,141 16,532
Prepayment expensed during year 14 5,980 5,608
Plus additions - 1,217
Net book value 6,161 12,141
Current/Non current split
Current 4,439 5,980
Non current 1,722 6,161
6,161 12,141
12. Accounts Payable
2009 2008
$000 $000
Trade payables 585 309
Accrued expenses 65 192
Other payables 115 1,002
Total payables and accruals 765 1,503

The average credit period on purchases is 30 days. For the majority of trade
payables no interest is charged. REANNZ has a financial risk management
policy in place to ensure that all payables are paid within the credit

timeframe.
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13.

14.

Capital Management

REANNZ’s capital is its equity, which comprises accumulated funds and

other reserves. Equity is represented by net assets.

REANNZ is subject to the financial management and accountability
provisions of the Crown Entities Act 2004, which impose restrictions in
relation to borrowings, acquisition of securities, issuing guarantees and

indemnities and the use of derivatives.

REANNZ manages its equity as a by-product of prudently managing
revenues, expenses, assets, liabilities, investments, and general financial
dealings to ensure REANNZ effectively achieves its objectives and purpose,

whilst remaining a going concern.

Net Cash Flow from Operating Activities

Reconciliation of Statement of Financial Performance Surplus with net cash

flow from operating activities

F ;K"—'-:.f:"\.'
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2009 2008

$000 $000
Net surplus after taxation for the year 1,203 (5,703)
Non cash items
Amortisation 9 9 7
Depreciation 8 424 402
Disposal of assets 8 2 -
Realised prepaid network expenses 11 5,980 5,608
Accrued Interest (78) -
Change in fair value of financial assets (479) (485)

7,061 (171)
Movements in net assets and liabilities
Decrease (Increase) in accounts receivable 119 (1,406)
Decrease (Increase) in prepayments 79 (68)
Decrease (Increase) in inventory 15 (2)
Decrease (Increase) in property, plant and equipment (58) (32)
included in accounts payable
Decrease (Increase) in prepaid network expenses 11 - (1,217)
Increase (Decrease) in accounts payable and accrued (738) 710
expenses
Increase (Decrease) in income received in advance 873 1,276
Increase (Decrease) in employee entitlements 15 80
Increase (Decrease) in GST payable 221 141
Increase (Decrease) in tax payable - 178

526 (340)
Net cash inflow from operating activities 7,587 (511)
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15. Employee Remuneration
Remuneration and other benefits of $100,000 per annum or more received
by employees in their capacity as employees were
2009 2008
$110,000 - $119,999 2 -
$120,000 - $129,999 - 2
$130,000 - $139,999 1 1
$140,000 - $149,999 - -
$150,000 - $159,999 - 1
$160,000 - $169,999 1 -
$170,000 - $179,999 1 -
$180,000 - $189,999 - -
$190,000 - $199,999 - -
$200,000 - $209,999 1* 1*
* Indicates Chief Executive’s remuneration
REANNZ made one redundancy payment of $5,800 during the 2008/09
financial year.
16. Related Party Transactions
REANNZ is a wholly owned entity of the Crown. The Government
significantly influences the role of REANNZ as well as being its major source
of revenue.
REANNZ has entered into a humber of transactions with government
departments, Crown agencies, and state-owned entities on an arms length
basis and in the course of their normal dealings.
Where those parties are acting in the course of their normal dealings with
REANNZ and the transaction are at arms length, related party disclosures
have not been made.
During the period, REANNZ received $8,994,000 (2008 $1,468,000) of
grants from the Crown for Growth and Innovation Framework and Capability
Build, as well as $900,000 to connect remote locations to KAREN.
Other Related Parties
REANNZ directors hold governance positions in organisations which are also
members of KAREN. REANNZ has written policies regarding conflicts of
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interest, and it is both policy and practice for Directors with a conflict of

interest to abstain from voting in the rare instances that conflicts arise.

A summary of REANNZ directors’ current (or recent) relationships with

member organisations is shown below:

REANNZ Director Member Organisation | Position held
Taylor, Jane Institute of Geological Director
and Nuclear Sciences
Limited
Benwell, Prof George | University of Otago Pro Vice Chancellor
(Commerce)
Hill, Dr Graham Unitec New Zealand Council member
NIWA Director (retired 30 June 09)
Moffatt, Carol Correspondence school Member of the Board of
Trustees
Riley, Mike Endace Limited Chief Executive and Director

In the coming financial year member revenue contracts will be renewed.
The total value of existing member contracts to be renewed, in which

directors may have an interest, is $810,000.

This amount has been aggregated for commercial confidentiality reasons. All
transactions during the year have been undertaken within the normal

course of business under standard terms and conditions.

A summary of REANNZ directors’ current relationships with suppliers is

shown below:

REANNZ Director Supplier Position held

Benwell, Prof George | Harmonic Aotearoa Director
Limited

Moffatt, Carol CORE Education Limited | Director
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17. Key Management Personnel Compensation

The compensation of the Directors, Chief Executive and senior

management, being the key management personnel of REANNZ, is set out

below:
2009 2008
$000 $000
Short-term employee benefits 813 805
Post-employment benefits - -
Other long-term employee benefits - -
Termination benefits 24 -
Share-based payment - -
Total Compensation 837 805

18. Commitments

(i) Capital commitments
At reporting date REANNZ had no outstanding capital commitments.
(ii) Operating lease commitment
Operating leases relate to the lease of:
- Office lease at Wellington Railway Station; and

- Accommodation space for the use and location of equipment
together with access to certain shared facilities and the supply of

utilities and other services and deliverables; and

- Core POP accommodation & associated support facilities, core
national and international POP connectivity and equipment

provision & installation.

The lease terms are between 3 to 4 years, with an automatic renewal for a
further 3 to 4 years at the same or lesser price. With the exception of one
lease, all other leases have subsequent rolling 3 month terms unless written
notice to the contrary is provided by REANNZ. REANNZ does not have an
option to purchase the leased asset at the expiry of the lease period.
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2009 2008
$000 $000
Less than one year 417 377
Between one and two years 152 377
Between two and five years - 135
Later than five years - -
Total operating lease commitments 569 889
(iii) Management services commitments
Management services commitments relates to:
- Payments to Verizon Ltd for the management of the international network;
and
- Payments to TelstraClear Ltd for the management of the domestic
network.
The Management services agreements are between 3 to 4 years.
2009 2008
$000 $000
Less than one year 985 2,461
Between one and two years 262 933
Between two and five years - 262
Later than five years - -
Total management services commitments 1,247 3,656
(iv) Capability Build Fund (CBF)
The CBF is used by REANNZ to support the development of member's
capabilities to access and use KAREN. In terms of the output agreement
between REANNZ and the Minister of Research, Science and Technology
(MoRST), REANNZ received regular draw-downs during 2008/09.
The fund is for a total of $ 4,884,000 (excl. GST). REANNZ received the
final drawdown of $1,221,000 during 2008/09. REANNZ has expensed a
total of $4 million on capability development projects over the life of the
fund, of which $3.9 million has been paid out and $102,331 (excl GST) has
been included in current liabilities to 30 June 2009.
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In June 2009 a final round of development projects for the 2009/10 year
was approved. A total of $480,000 has been committed to these projects in
the 2009/10 year.

2009710 2008709

$000 $000
Future Potential Commitments
Travel - 59
Development projects 480 2,085
Total 480 2,144

19. Contingent Liabilities

There are no contingencies outstanding at balance date for which disclosure

is required.

20. Subsequent Events

There are no events subsequent to reporting date, of which the Directors
are aware, that would have a material impact on the financial statements
for the period ended 30 June 2009.

21. Accounting Estimates and Judgments

There are no accounting estimates in these financial statements that have
had a significant effect on the amounts recognised in the financial

statements.
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11. Governance Statement

Organisation form

REANNZ was incorporated on 9 September 2005 under the Companies Act
1993. REANNZ is a Crown-owned company, listed under schedule 4 of the
Public Finance Act 1989. Its shareholders are the Minister of Finance and

the Minister of Research, Science & Technology. Each shareholder holds

500 shares on behalf of the New Zealand public.

REANNZ is not a Crown Entity listed under the Crown Entities Act. It is the
intent of the shareholders that REANNZ act in a manner consistent with the
Crown Entities Act. REANNZ is subject to the Official Information Act.

Management of the Company

The Board of Directors meets monthly. During 2008/09 these monthly
meetings were supplemented with additional meetings and trips as required
for strategic planning purposes and to progress specific decisions. The
Board is accountable to shareholding Ministers in the manner set out in the
REANNZ Constitution, the Statement of Intent and the shareholding

Ministers’ Letter of Intent.

REANNZ has two key output agreements with the Ministry of Research,
Science & Technology covering the build of the network and the
development of professional capability that place additional accountabilities
on the REANNZ Board.

Board of Directors

The Board has established strategic policy, and guides and monitors the
business and affairs of the company on behalf of shareholders and is
committed to a high standard of corporate governance. Responsibility for
the operation and administration of the company is delegated to the Chief
Executive Officer who is accountable to the Board. The Board places
emphasis on strategic planning, implementation of sound administrative

systems and procedures and regulatory compliance.
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Directors

Directors are appointed by the shareholding Ministers following Cabinet
approval. The appointment of two of the Current Directors at 30 June 2009
terminates on that date. One of the Current Directors at 30 June 2008 was
reappointed for two years from 1 July 2008 through until June 2010.
Another was appointed Deputy Chair and Director for three years from 1
July 2008 to 30 June 2011. As from 1 July 2008 three new directors were
appointed for three years to 30 June 2011. The appointment of directors

and the Chairperson is at the discretion of the shareholding Ministers.
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12. Directors’ interests

Disclosures
As at 30 June 2009

The following are specific disclosures given pursuant to section 140(1) of
the Companies Act 1993.

The following are general disclosures of interest given by Directors of
REANNZ and pursuant to section 140(1) and 140(2) of the Companies Act.

Dr Jim Watson

e Director, Malaghan Institute for Medical Research

President of the Royal Society of New Zealand from 2003 - June 12, 2006

Director and shareholder of Caldera Health Limited

Director and shareholder of Tekiri Ventures Limited

Former Director, PurePower Global

Former Director, Biojoule Limited

e Former Director, Salix Limited

Dr Watson’s appointment as Chair terminated on 30 June 2009.
Jane Taylor

e Board member of Legal Services Agency

e Director and former Chair, Lakes Leisure Limited

e Chair, Milford Community Trust

e Director, Institute of Geological and Nuclear Sciences Limited
Professor George Benwell

e Pro-Vice-Chancellor (Commerce) and Dean of the Business School at the

University of Otago
¢ Director, Otago Innovation Limited
e Director, Harmonic Aotearoa Limited

e Former Director, Iso-Trace New Zealand Limited
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e Former Director, E-Media Limited
e Trustee, Taieri Community Trust

e Trustee, Middlemarch Cottage Restoration Trust

Dr Graham Hill

Lecturer in astronomy at the University of Auckland

Council Member, Unitec New Zealand

Former Director, Might River Power

Former Director, NIWA
Carol Moffatt

e Board member, Cognition Education Trust Ltd

Director, Core Education Ltd

Advisor, Microsoft (New Zealand)

Member, Correspondence School Board of Trustees

Board Member, Nextspace Advisory Board
Dr Rick Pridmore

e Director, Pastoral Greenhouse Gas Research Gas Research Consortium
Limited

Director, Dairy Insight (PGGR Consortia) Limited

Director and shareholder, Get Rick Limited

Strategy and Investment Leader (Sustainability), DairyNZ Limited

Former Chief Executive, NIWA

Dr Pridmore’s appointment as Director terminated on 30 June 2009.
Mike Riley

e Chief Executive, Endace Limited

¢ Director, all Endace Group companies

e Member, Square Kilometre Array Project
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Directors’ interest in transactions

During the year Endace Limited, a company of which Mike Riley is Chief
Executive and a Director, entered into a KAREN partner membership
agreement with REANNZ. This agreement was entered into at arms length

and on a commercial basis.

REANNZ also extended its supplier agreement with Harmonic Aotearoa
Limited, a company of which Professor George Benwell was a director during
the financial year. This contract was for the provision of monitoring services
relating to the capability build fund projects. This supplier agreement was

entered into on an arms length basis and on commercial terms.

REANNZ entered into a supplier agreement during the year with CORE
Education Limited, a company of which Carol Moffatt is a director, for the
provision of services relating to the National Education Network trial. This
contract was entered into on an arms length basis and on commercial

terms.
Interest procedures

The REANNZ Board has a documented conflict of interest policy that sets out
procedures for identifying and addressing potential conflict of interests.
This policy applies to the directors and staff of REANNZ.

The key determination when considering whether an interest might create a
conflict is whether the interest creates an incentive for the director or staff

member to act in a way that may not be in the interests of REANNZ.

In deciding whether a conflict is present in any given situation it is
appropriate that the determination be whether a reasonably informed
objective observer would infer from the circumstances that the board of
staff member’s judgement is likely to be influenced to the detriment of
REANNZ’s best interest.

An ‘interests register’ is maintained of the director’s interests and updated

regularly.
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13. Annex A: About REANNZ

Purpose

REANNZ’s purpose is to establish, own and operate a high-speed data
network dedicated to New Zealand’s research, education and innovation
(R,E & I) sector.

Such networks are required as "modern science and education is
increasingly taking place via collaborations that extend beyond institutional,
geographic and international boundaries. Vast datasets are shared and
manipulated around the world, digitized reference and education materials
are being accessed remotely, and personal and group interaction is being
made more real and intimate through applications like virtual reality, even

from opposite sides of the globe”?

Such networks, common overseas, are sometimes called ‘advanced
networks’ as they typically offer technical advantages to their members over

normal ‘commodity Internet’ connectivity

Due to the non-profit and public good aspect of the research, education and
innovation sector, telecommunication infrastructure owners typically provide
access to capacity (usually at the fibre optic cable or wavelength of light
level) at a price much lower than the open market (or that could be
obtained by any single institution). The R&E community therefore gains
everyday access to communication speeds far quicker than the general

populous.

Commercial networks focus on quality and reliability of service. As such,
the ability to innovate with new network protocols (methods of transmitting
data), optimize the network for certain events / activities and generally
push the boundaries of what is capable with networking technologies is very
restricted. An R&E network provides a test-bed for new communications

technologies and approaches that may eventually become mainstream.

For users who have lower bandwidth requirements, e.g. schools, the
advantage of an NREN lies in its focus on their sector and, frequently, with
some national public good mandate to facilitate or provide (subsidised)

connectivity and access to content and services.

3 Cabinet paper EDC (04) 69 Establishment of an Advanced Network
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Many countries have had an R&E network for well over a decade. They
have been proven time and again as essential infrastructure; as a natural

and neutral focus for collaboration and joint problem solving.

It is important that New Zealand has its own R&E network so that it can
participate fully in an ever globalising economy and increase the value of its

exports.

Relation ta the market

It is useful to compare KAREN's position in relation to the private sector
market in New Zealand with that of NRENs and Advanced Networks in other

jurisdictions.

A 2006 foresight project run by TERENA, the trans-European Research &
Education Networking Association examined the differences* between
NRENs and Advanced Networks and standard commercial networks. The
following factors were identified as important to such networks in retaining

their distinctive value offering.

1. A successful NREN has to anticipate the needs of the users, otherwise

will soon become obsolete.

2. NRENSs need to focus on advanced services (e.g. wavelength

switching), not commercially available.

3. NRENSs need to keep full control of the networking infrastructure while

at the same time leave it ‘open’.

4. NRENs can/should invest in projects with higher risk and serve user’s

minorities with specific needs which will never be a "business case".

5. NRENSs should go up in the protocols stack creating economies of scale
but be careful that moving up may change the operating model

(millions of users instead of decades).

4 http://www.terena.nl/activities/earnest/ws1/presentations/EARNEST-
CommonQuestions-GroupC-2006-05-23.ppt

>‘Open’ in this context means the technical and philosophical approach of the
network operator is to not restrict multiple uses and service delivery options
often pursued by vertically integrated telecommunication providers.
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6. The Pan-European NREN solidarity, the collaborative role of European
NRENSs that allows for taking care of aspects like the digital divide or

e2e [end to end] services also differentiate their role.
7. Marketing the mission and role of NRENs is important.

- Comparing solely on a cost-basis, NRENs can be challenged since
more than 90% of our users are “normal users” in terms of

demand.

- Carriers/ISPs may be able to provide most of the services that an

NREN provides but, unlike NRENs, will do so on a “project”-basis.
KAREN is consistent with this comparative analysis in that:

o it has been developed in advance of widespread availability of

network-enabled research and education applications
o it offers an entire wavelength without capacity or usage charges
o it has open PoPs and maintains open layer-2 network protocols

. no institution could afford the national or international bandwidth
KAREN provides

o it connects to many other NRENs on a peering equivalence basis and is

focussed on universal connectivity for the R&E sector.

KAREN leverages the existing telecommunications market as it does not
currently lay or own fibre or other transmission infrastructure. National and
international connectivity are provided by the market - but on a non-
standard basis. KAREN also leases space for some of its PoP premises from

commercial providers.

KAREN can have a positive impact on the market in the way it directly
procures connectivity and facilitates content and services. Our core national
build has enabled TelstraClear’s business case for extending its fibre
network into new areas, bringing competitive supply and significant cost
savings to many of our members and other businesses already. As we
address local access issues, it is likely that urban fibre networks and 3G

mobile networks will see advantages from KAREN member demand.
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Stakeholders

As a network company REANNZ has to retain excellent relationships with a

large number of members, government and non-government stakeholders.
Key working relationships are important with:

KAREN Members, Associates and Partners

o MoRST - as a funder, an RS&T policy agency

o MED - as a coordinator of telecommunications policy in government,

and funder of digital strategy initiatives

o Ministry of Education - as policy and funding agency for schools and

the tertiary education sector

o State Services Commission — as operator of the Government Shared

Network and leader of cross-government networking initiatives

o Tertiary Education Commission - as an supporter of tertiary education

connections

o Network partners - the local and national fibre providers and local

wireless providers and our accredited Network Aggregators

o Service and Content partners — domestic market providers of

education and research services and content

o Internet community — InternetNZ and related community for their

foresight and influence

o Other NRENs - to ensure good transit and peering agreements and to

leverage their experience.

Stakeholder management is the responsibility of everyone in REANNZ at all

times, but has a formal focus in the Development & Uptake team.

Good employer

To ensure that the Research Education and Advanced Network New Zealand
(REANNZ) meets its Good Employer obligations prescribed in the Crown
Entities Act Part 3 Section 1 18.

REANNZ will provide opportunities to:

o enhance the abilities of individual employees

[7111177777111177777111777777111777771111777//REANNZ Annual Report 2009
[111177777711777777171777771117777771177777771177777111177771111777771717
[111177777771777777717777777717777777177777771777771711777777111777771117777777

- 59



REANNZ Y
o recognise the aims, aspirations and employment requirements of
women, and the cultural differences of ethnic or minority groups.
o recognise the employment requirements of persons with disabilities.

REANNZ values the uniqueness of its employees and their contribution to
the organisational personality and culture. Being responsive to a diverse
range of viewpoints and cultures within the workplace will help the
organisation develop a more representative workforce able to respond to an

increasingly diverse NZ society.

Company values
Open
. we are transparent and upfront with our stakeholders and each other

. we seek out and embrace new ideas and thinking, irrespective of

source
o our actions and our outputs are designed to be enabling, not restrictive
o we share our learning

Collaborative

o we work with others, nationally and globally, not in isolation

o we aren’t constrained by roles and responsibilities

o our network is required to inter-connect and inter-operate

Advanced

o we build our community’s capability to push back boundaries

o our network is ahead of the game technically, operationally and

commercially
Reliable & Efficient
) when we say we will do something, we will
o our network can be relied upon

) we do the right thing, even when no one is watching

we will maximise the value of each dollar we spend
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Responsibilities

REANNZ will:

consult with members on strategic development of the network

maintain a network development plan and a network use policy

(Network Access Policy)

approve applications for network connections and participation of

members, associates, or partners

review and set of tariffs in consultation with members

set standards and protocols for use in the operation of the network
manage relationships with overseas NRENs

manage the capability build fund to enhance network use.

While it is unlikely that the Board will seek to acquire or form a subsidiary, it

would only take such action after providing adequate written notice seeking

shareholding Ministers’ approval of its intentions, and in accordance with

Government policy.

REANNZ will advise the shareholding Ministers where it is contemplating

new investments exceeding $1.5M per transaction (or related set of

transactions), and will seek shareholding Ministers’ approval in advance for

new investments exceeding $3M per transaction (or related set of

transactions).
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14.

Annex B: About KAREN

The KAREN offering
KAREN supports a full range of IP protocols is being supported, including:

o the primary transport protocol of ethernet (IEEE 802.ae) with Ethernet

over fibre the preferred transmission medium

o all services will be IP based and be IPv4, IPv6, Jumbo Frame, and IP

Multicast capable
o the backbone network speed is 10 Gb/s national

o the standard access speed will be 100Mb/s with the preferred speed
being 1 Gb/s. 10 Gb/s access speeds shall also be supported

o point to point, managed 10 Gb/s Wavelengths between POPs/AAPs.
There shall be no layer 2 or 3 functions operating between the optical
interfaces in the POP (including AAP) sites. The point-to-point services
will not be supplied via any layer 2 switching or layer 3 routing
equipment now or in the future. As such, the latency on each point-to-

point connection will be predictable.

KAREN provides some support for network partitioning such as VLANs, VPNs
where it makes sense. There should not be quality of service issues with
our network given its size. Our philosophy will be to overprovision

bandwidth — not manage it as a scarce resource.

KAREN will support a range of service offerings in the future, but will be
agnostic about the technology used to deploy such services provided they

are able to run over the network.

KAREN topology

KAREN has 16 points of presence (PoPs) around the country, mostly hosted
with Members. Connecting organisations must come to one of these PoPs to
join KAREN.
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KAREN has two international connections, one to Sydney and one to Seattle.
Through these connections, we can reach (subject to peering agreements)

all other NRENs around the world and the institutions connecting to them.
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REANNZ Y
Relationship between REANNZ and KAREN

The company has a separate identity for the network it has established -
KAREN, the Kiwi Advanced Research and Education Network. Creating a

separate identity was done for two reasons:

1. the REANNZ name was difficult to say, non personal, not easily
remembered and was confused in many peoples’ minds with REINZ
(Real Estate Institute NZ)

2.  REANNZ has a clearly defined ownership structure and remit, the

network has a much wider and more diffuse community of interest.

KAREN is both a technical network - encompassing both REANNZ’s
equipment and connections and members’ equipment and connections
- and a network of people, applications and usage. Whilst our mission
is to deliver and sustain the former, this will only be achieved

alongside the growth of the latter.

[7111177777111177777111777777111777771111777//REANNZ Annual Report 2009
[111177777711777777171777771117777771177777771177777111177771111777771717
[111177777771777777717777777717777777177777771777771711777777111777771117777777

- 64



	1.  Highlights
	2. Report from the Chair
	3. Board of directors
	 4.  Chief Executive’s report
	 5.  Statement of responsibility
	6. Audit Report
	7.  Statement of service performance
	 Network Operations 
	User Communities 
	Development & Uptake 
	Content & Services 
	Business Development  
	Corporate Services


	8.   Financial statements
	9.    Statement of accounting policies
	10.  Notes to the Financial Statements
	2009
	Office Equip
	ICT
	National Pop Equip
	Leasehold Improvements
	Network Services
	Work in
	Progress
	$000
	2009 Total
	14
	14
	Office Equip
	ICT
	National Pop Equip
	Leasehold Improvements
	Work in
	Progress
	$000 
	2008 Total
	2009
	$000
	2008
	$000
	2009
	$000
	2008
	$000
	2009
	2008
	Net surplus after taxation for the year

	2009/10
	2008/09
	59
	2,085
	2,144

	11. Governance Statement
	12.  Directors’ interests
	13.  Annex A: About REANNZ
	14.  Annex B: About KAREN



