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DIRECTORS' REPORT
FOR THE YEAR ENDED 31 MARCH 2010

The directors present the annual report of Dorchester Life Limited for the year ended 31 March 2010.

There are certain matters that the shareholders can determine need not be disclosed in the annual report. The
shareholders have unanimously agreed, under section 211(3) of the Companies Act 1993, to take advantage of
that concession. The shareholders have agreed to limit the annual report to the following:

. Completed and signed financial statements

. Audit Report

Signed for and on behalf of the Board of Directors:

o b

B.W.J.Graham P.A.Byrnes
Chairman Director Executive Director

Date: 31May 2010
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AUDIT REPORT TO THE SHAREHOLDERS OF

DORCHESTER LIFE LTD

We have audited the financial report on pages 5 to 40. The financial report provides information about
the past financial performance and financial position of the Company as at 31 March 2010. This
information is stated in accordance with the accounting policies set out on pages 10 to 20.

Board of Directors' Responsibilities

The Board of Directors is responsible for the preparation of a financial report which gives a true and
fair view of the financial position of the Company as at 31 March 2010 and of the results of operations
and cash flows for the year ended on that date.

Auditor's Responsibilities

It is our responsibility to express an independent opinion on the financial report presented by the
Board of Directors and report our opinion to you.

Basis of Opinion

An audit includes examining, on a test basis, evidence relevant to the amounts and disclosures in the
financial report. It also includes assessing:

+ the significant estimates and judgements made by the Board of Directors in the preparation of the
financial report, and

o whether the accounting policies are appropriate to the Company's circumstances, consistently
applied and adequately disclosed.

We conducted our audit in accordance with New Zealand Auditing Standards. We planned and
performed our audit so as to obtain all the information and explanations which we considered
necessary in order to provide us with sufficient evidence to give reasonable assurance that the
financial report is free from material misstatements, whether caused by fraud or error. In forming our
opinion we also evaluated the overall adequacy of the presentation of information in the financial
report.

Qur firm carries out no other assignments for the Company. The firm has no other interests in the
Company.

An Independent Member of Baker Titly International.
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Fundamental Uncertainties

in forming our unqualified opinion, we have considered the adequacy of the disclosures:

Going Concern ~ Continued financial support from parent

The financial report has been prepared on a going concern basis, the validity of which depends upon
the continued financial support being maintained from the Company’s parent company, Dorchester
Pacific Limited. The Auditors’ Report of the Parent dated 31 May 2010 has raised the following
fundamental uncertainty regarding the validity of the going concern assumption:

“The 31 March 2010 financial statements state that the Group incurred a net loss of $19.1 million
during the year ended 31 March 2010 and that the Group’s liabilities exceed its total assets by
$2.8 million as at 31 March 2010. The Directors announced subsequent to balance date that they
will seek approval for a settlement proposal from debenture holders and note holders, which
incorporates a capital raising and restructuring of the Group in the first half of the 31 March 2011
financial year. The capital reconstruction is conditional on Dorchester Pacific Limited raising a
minimum of $8 million new share capital from a proposed rights issue and shareholder, debenture
and subordinated note holder approval. The financial report has been prepared on the going
concern basis, the validity of which depends on the successful outcome of the capital
reconstruction plan. The financial statements do not include any adjustments that may be
needed should the capital reconstruction plan be unsuccessful, such adjustments may include
assets being realised other than at the amounts they are currently recorded in the financial
statements. The Group and Company may also need to provide for further liabilities that might
arise, consider the carrying value of liabilities and to reclassify certain non-current assets and
liabilities as current assets and liabilities. Details of the circumstances relating to this
fundamental uncertainty are described in Note 1.”

Should the going concern assumption in relation to the parent company not be appropriate; the parent
company may not be able to maintain its financial support to the Company. The going concern basis
may be invalid and adjustments would need to be made by the Company to reflect that assets may
need to be realised other than at the amounts they are currently recorded in the Statement of
Financial Position. The Company may also need to provide for further liabilities that may arise and to
reclassify non-current assets and long-term liabilities as current assets and liabilities. We are unable
to quantify the potential effect of this uncertainty. Details of the circumstances relating to this
fundamental uncertainty are described in Note 1 and Note 16.

Going Concern — Renewal of borrowings

The financial report has been prepared on a going concern basis, the validity of which depends upon
the successful renewal of the Kiwibank loan. Should the Company not be successful in renewing the
Kiwibank loan, the going concern basis may be invalid and adjustments may have to be made to
reflect the situation that the assets may need to be realised other than in the amounts at which they
are currently recorded in the Statement of Financial Position. In addition, the Company may have to
provide for further liabilities that may arise and to reclassify non-current assets and long-term liabilities
as current assets and liabilities. We are unable to quantify the potential effect of this uncertainty.
Details of the circumstances relating to this fundamental uncertainty are described in Note 10.
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Unqualified Opinion
We have obtained all the information and explanations we have required.
In our opinion:

s proper accounting records have been kept by the Company as far as appears from our
examination of those records; and

¢ the financial report on pages 5 to 40:
-~ . complies with generally accepted accounting practice in New Zealand;

- gives a true and fair view of the financial position of the Company as at 31 March 2010 and
the resulits of its operations and cash flows for the year ended on that date.

Qur audit was completed on 31 May 2010 and our unqualified opinion is expressed as at that date.

Skt Aovlny

CHARTERED ACCOUNTANTS
AUCKLAND



DORCHESTER LIFE LIMITED
STATEMENT OF COMPREHENSIVE INCOME

FOR THE YEAR ENDED 31 MARCH 2010

Investment Revenue
Investment revenues/(losses)
Interest income

Investment Expenditure
Investment management expenses
Interest expense

Net Investment Activities

Premiams and Claims
Premium revenues
Claims

Annuities paid
Reinsurance revenues

Net Premiums and Claims Activities

Other Expenditure

Profit/(Loss) Before Movement in Life Insurance Contract
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Liabilities, Life Investment Contract Liabilities and Taxation

Net Decrease in Life Insurance Contract Liabilities
Net (Increase)/Decrease in Life Investment Contract Liabilities

Profit After Movement in Life Insurance Contract Liabilities,
Life Investment Contract Liabilities and Before Taxation

Less Taxation Expense
Profit for the year

Other Comprehensive Income

Total Comprehensive Income for the year

The accompanying notes form part of these financial statements
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2010 009
4,139,204 (4,853,373)
2,379,155 2,406,556
234,802 129,574
813.824 864.564
5,469,733 (3,440,955)
372,793 947,355
(318,090) (133,250)
(153,481) (194,663)
42,546 37,221
(56,232) 656,663
1,169,039 2,623,360
4,244,462 (5,407,652)
309,358 23,924
(2.956.706) _6.182.597
1,597,114 798,869
1,597,114 798,869
$ 1597114 § 798,869




DORCHESTER LIFE LIMITED
STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 31 MARCH 2010

Note

Balance at 1 April 2008
Total Comprehensive Income attributable to shareholders @)

Dividend paid “4)

Balance at 31 March 2009 G
Total Comprehensive Income attributable to shareholders 2)

Balance at 31 March 2010 )

The accompanying notes form part of these financial statements.

Page 6
Share Retained

Capital Earnings Total
2,500,000 5,609,414 8,109,414
- 798,869 798,869
- (2,000,000) (2,000,000)
2,500,000 4,408,283 6,908,283
- 1,597,114 1,597,114
$2,500,000 $6,005,397 $8,505,397




DORCHESTER LIFE LIMITED Page 7
STATEMENT OF FINANCIAL POSITION
AS AT 31 MARCH 2010

Note 2010 2009
ASSETS
Cash and cash equivalents @) 172,332 750,812
Financial assets at fair value through profit or loss
- Insurance t)) 19,396,557 17,824,044
Reverse mortgages (1) 23,684,627 25,565,042
Receivables (12) 68.449 127,707
Total assets $ 43321965 $ 44,267,605
LIABILITIES
Other payables ® 3,290,808 7,829,394
Borrowings [¢1)] 9,382,180 9,833,006
Current tax liabilities 2,453 2,447
Life Investment contract liabilities 20) 19,041,009 16,080,831
Life Insurance contract liabilities Q0 3.100.118 3.613.644
Total liabilities 34.816.568 37.359.322
SHAREHOLDER’S EQUITY
Share Capital €)) 2,500,000 2,500,000
Retained Earnings 6,005,397 4,408,283
Total shareholder’s equity ©) 8.505.397 6.908.283
Total shareholder’s equity and liabilities $ 43321965 § 44,267,605

Signed for and on behalf of the Board of Directors:

B.W.J.Graham A P.A.Byrnes
Chairman Director Executive Director

Dated: 31 May 2010

The accompanying notes form part of these financial statements.



DORCHESTER LIFE LIMITED
CASH FLOW STATEMENT

FOR THE YEAR ENDED 31 MARCH 2010

Cash flows from operating activities

Cash was provided from:
Contributions and Premiums Received
Interest Received

Realised Investment Income

Other

Cash was applied to:
Withdrawals and Claims Paid
Administration Fees Paid
Other Expenses Paid

Net cash outflow from operating activities

Cash flows from investing activities
Cash was provided from:

Investments withdrawals
Reverse Mortgages settlements

Net cash inflow from investing activities

The accompanying notes form part of these financial statements.
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2010 2009
8,110,105 10,913,449
69.147 17.183
144.329 961,963
107.356 12,663
8,430,937 11,905,258
6,494,233 11,451,077
1.852.236 2,694.800
563.731 572.503
8.910.200 14.718.380
(479,263) (2,813,122)
1,978,049 3,274,636
4.122.112 250.407
6,100,161 3,525,043
6,100,161 3,525,043



DORCHESTER LIFE LIMITED
CASH FLOW STATEMENT . (continued)
FOR THE YEAR ENDED 31 MARCH 2010

Cash flows from financing activities

Cash was provided from:
Borrowings

Cash was applied to
Repayment of Kiwibank loan
Intercompany Borrowings

Net cash outflow from financing activities

Net movement in cash and cash equivalents
Add Opening cash and cash equivalents

Closing cash and cash equivalents
Represented by:

Bank balances
Closing cash and cash equivalents

The accompanying notes form part of these financial statements.
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2010 2009

- 518,820

1,264,652 -
4,934,726 726,665
(6.199,378) (207.845)
(578,480) 504,076
750.812 246,736

$ 172332 § 750,812
172,332 750.812

$ 172,332 § 750,812
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NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 MARCH 2010
1. STATEMENT OF ACCOUNTING POLICIES

GENERAL ACCOUNTING POLICIES

Dorchester Life Limited (the “Company™) is a profit oriented company incorporated and domiciled in New
Zealand and registered under the Companies Act 1993. The Company is an issuer for the purpose of the
Financial Reporting Act 1993 and an issuer in terms of the Securities Act 1978. The Company is 100% owned
by Dorchester Pacific Limited, who is the ultimate parent company. The registered address of the Company is
Level 8, 34 Shortland Street, Auckland.

The financial statements were approved for issue by the Directors on 31 May 2010. The Company’s financial
statements have been prepared in accordance with New Zealand Generally Accepted Accounting Practice (“NZ
GAAP”). They comply with New Zealand equivalents to International Financial Reporting Standards (“NZ
IFRS”) and other applicable Financial Reporting Standards, as appropriate for profit-oriented entities. The
financial statements also comply with International Financial Reporting Standards.

The following new amendments to Financial Reporting Standards relevant to the Company have been adopted
for the year ended 31 March 2010:

- Amendments to NZ IAS 1 Presentation of Financial statements, impacts the presentation of the
financial statement but has no impact on the Company’s reported profits or financial positions.

- Amendments to NZ IFRS 4 Insurance contracts, impacts the financial and descriptive information
disclosed about the Company’s life insurance contracts, but has no impact on its reported profits or
financial position.

- Amendments to NZ IFRS 7 Financial Instruments: Disclosures, requires additional disclosures
about fair value measurement and liquidity risk. The fair value measurement and liquidity risk
disclosures are presented in note 14.

- NZ IFRS 8 Operating Segments are reported in a manner consistent with the internal reporting to the
chief operating decision-maker. The chief operating decision-maker has been identified as the board
of the company that makes strategic decisions.

- NZ 1AS 23 Borrowing Costs (Revised) requires capitalisation of borrowing costs that are directly
attributable to the acquisition, construction or production of a qualifying asset. The adoption of
these amendments did not have any impact on the financial position of the Company.

The new standards and amendments to published standards and interpretations that are mandatory for the
Company’s financial periods beginning on or after 1 April 2010 or later periods, but which the Company has not
adopted early, are as follows:

- NZIAS 27 Consolidated and Separate Financial Statements (Revised Standard)

- NZIAS 39 Amendments to IAS 39 Financial Instruments

- NZIFRS 3 Business Combinations

- NZIAS 23 Amendments to NZIAS 23 Borrowing costs
They are not expected to have a significant impact on the financial statements.

Change in Accounting Policies
There have been no significant changes in the accounting policies during the year.

Basis of Preparation
These financial statements have been prepared under the historical cost convention, as modified by the
revaluation of certain assets and liabilities as identified in specific accounting policies below.

Reliance is placed on the fact that Dorchester Life Limited is a going concern. The validity of this concept is
dependent on the successful renewal of the Kiwibank Loan and also on the continued financial support from
Dorchester Pacific Limited. This assumption is conditional on the Capital Reconstruction Plan (CRP) and
Capital Raising announced to the market by Dorchester Pacific being successful. However, should the CRP and
Capital Raising be unsuccessful the going concern assumption may be invalid.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 MARCH 2010

1. STATEMENT OF ACCOUNTING POLICIES (continued)

Presentation Currency and Rounding
The amounts contained in this report and the financial statements are presented in New Zealand dollars (rounded
to the nearest dollar), which is the Company’s functional and presentational currency.

PARTICULAR ACCOUNTING POLICIES

(a) Foreign Currency Transactions

Foreign currency transactions are translated to New Zealand currency at the exchange rate ruling at the date of
the transaction. All foreign currency monetary assets and liabilities are translated at the exchange rates ruling as
at balance date.

(b) Revenue and Expense Recognition

Revenue is recognised to the extent that it is probable that economic benefits will flow to the Company and that
the revenue can be reliably measured. The principal sources of revenue are Premium Income and Investment
Income.

Premium Income

Life insurance contracts — premiums received for providing services and bearing risks are recognised as revenue
on an accrual basis. :

Life investment contracts — premiums received have the fee portion of the premium recognised as revenue on an
accrual basis and the deposit portion recognised as an increase in Life Investment Contract Liabilities. Initial
entry fee income on investment contracts is recognised as revenue at the outset of the contract only if a specific
initial service (for which the fee relates) is provided by the Company at that time. Otherwise initial entry fee
income is deferred as a component of the Life Investment Contract Liability and amortised as related
management services are provided under the contract.

Investment Income
Financial instruments are classified in the manner described in (d). Some are measured by reference to amortised
cost, others by reference to fair value.

For financial instruments measured at amortised cost, the effective interest method is used to measure the
Interest Income or Expense recognised in the Profit or loss. For financial instruments measured at fair value,
Interest Income or Expense is recognised on an accrual basis.

The effective interest method calculates the amortised cost of a financial asset or financial liability and allocates
the Interest Income or Interest Expense over the relevant period. The calculation includes all fees paid or
received and directly related transaction costs that are an integral part of the effective interest rate. The Interest
Income or Expense is allocated over the life of the instrument and is measured for inclusion in the Profit or loss
by applying the effective interest rate to the instruments amortised cost.

Dividend income and unit trust distributions are recorded in the Profit or loss when the Company’s right to
receive the dividend and distribution is established. Realised and unrealised gains and losses from re-
measurement of Financial Instruments at Fair Value through Profit or Loss are included in Investment Income.

Other Revenue
Commission and fee revenue is recognised in the Profit or loss on the basis of the actual service provided as a
proportion of the total services to be provided.
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NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 MARCH 2010
1. STATEMENT OF ACCOUNTING POLICIES (continued)

PARTICULAR ACCOUNTING POLICIES (continued)
(c) Expense Recognition

Claims Expenses

Maturity claims are recognised on the policy maturity date. Surrenders are recognised when paid. Death and all
other Life insurance contract claims are recognised as an expense when a liability has been established. Claims
under life investment contracts represent withdrawals of investment deposits and are recognised as a reduction in
Life Investment Contract Liabilities.

Expenses involved in running the company’s business are categorised into acquisition, investment management
and maintenance costs on the basis of a detailed functional analysis of activities carried out by the company.

Acquisition Costs

Acquisition costs are the fixed and variable costs of acquiring new business including commissions and similar
distribution costs, costs of accepting, issuing and initially recording policies. Acquisition costs relate to the costs
incurred in acquiring specific life insurance policies during the period. They do not include the general growth
and development costs incurred by the company.

Acquisition Costs — Life Insurance Contracts - Acquisition costs represent all costs incurred at the time of
writing a life insurance policy. The most significant component of such costs is usually commissions. Under
MoS methodology, where product profitability can support the recovery of acquisition costs, these costs are
effectively deferred and amortised over the life of the policy. They are reported as negative components of the
MoS life insurance contract liabilities in the Statement of Financial Position.

Acquisition Costs — Life Investment Contracts — Commission that varies with and is directly related to
securing new contracts is capitalised as a deferred acquisition cost asset. All other acquisition costs are
recognised as expenses in the Profit or loss when incurred. The deferred acquisition cost asset is subsequently
amortised over the life of the contracts and recognised in the Profit or loss.

Maintenance Expenses

Maintenance costs are the fixed and variable costs of administering policies subsequent to sale and maintaining
the company’s operations such that they are sufficient to service enforce policies. These include general growth
and development costs. Maintenance costs include all operating and management costs other than acquisition
and investment management costs. Maintenance costs are recognised in the Profit or loss on an accrual basis.

Investment Management Expenses
Investment management costs are the fixed and variable costs of managing investment funds. Investment
management expenses are recognised in the Profit or loss as incurred.

Other Expense Recognition
All other expenses are recognised in the Profit or loss on an accrual basis.

(d) Financial Instruments

BASIS OF RECOGNITION AND MEASUREMENT

The Company classifies financial instruments into one of the following categories at initial recognition:
Financial Assets or Liabilities at Fair Value through Profit or Loss, Available for Sale Financial Assets, Loans
and Receivables, Financial Assets Held to Maturity, and Financial Liabilities measured at amortised cost.
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NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 MARCH 2010
1. STATEMENT OF ACCOUNTING POLICIES (continued)

PARTICULAR ACCOUNTING POLICIES (continued)

Some of these categories require measurement at fair value. Where available, quoted market prices are used as a
measure of fair value. Where quoted market prices do not exist, fair values are estimated using present value or
other market accepted valuation techniques, using methods and assumptions that are based on market conditions
and risks existing as at balance date.

A financia] instrument is recognised if the Company becomes a party to the contractual provisions of the
instrument. Financial assets are derecognised if the Company’s contractual rights to the cash flows expire or if
the Company transfers them without retaining control or substantially all risks and rewards of the asset.
Financial liabilities are derecognised if the Company’s obligations specified in the contract are extinguished.

(i) FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR LOSS ~ Insurance Investments

Assets in this category are measured at fair value. Gains and losses from fair value re-measurement (excluding
interest and dividends) are included in Investment Income in the Profit or loss.

The financial assets in this category have been designated at inception as Fair Value through Profit or Loss
because they back life insurance contract liabilities or life investment contract liabilities. Purchases and sales of
these securities are recorded on a trade basis. Insurance investments include:
= Shares in Listed Companies and managed funds — shares and managed funds are recognised at fair value
based on the bid market price quoted by the stock exchange or fund manager.
* Fixed Interest Securities — fixed interest securities are recognised at fair value based on quoted bid
market price.

(ii) AVAILABLE FOR SALE FINANCIAL ASSETS

Available for sale financial assets are measured at fair value, with changes in fair value recognised directly in
other comprehensive income. The Company has not classified any financial assets in this category.

(iii) LOANS AND RECEIVABLES
Assets in this category are measured at amortised cost using the effective interest method and include:

Reverse Mortgages ‘
Reverse Mortgages comprise of advances that are non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market. The advances are initially recognised at fair value including
fees and transaction costs that are directly attributable to the origination of the advance. They are subsequently
measured at amortised cost using the effective interest method, less impairment loss.

Cash and Cash Equivalents

Cash and Cash Equivalents include cash on hand, bank current accounts, cash on deposit, short term money
market deposits, other short-term highly liquid investments with original maturities of three months or less that
are readily convertible to known amounts of cash and which are subject to an insignificant risk of changes in
value.

Other Receivables
Other Receivables include accounts receivable, and related party receivables.






