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DPL INSURANCE LIMITED

DIRECTORS' REPORT

FOR THE YEAR ENDED 31 MARCH 2012

The directors present the annual report of DPL Insurance Limited for the year ended 31 March
2012

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, 1o 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 Direciors:

/ Director

Director

Date: 26 June 2012
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CHARTERED ACCOUNTANTS

INDEPENDENT AUDITOR'S REPORT
TO THE SHAREHOLDERS OF DPL INSURANCE LIMITED

Report on the Financial Statements

We have audited the financial statements of DPL Insurance Limited (‘the Company’) on pages 4 to 43,
which comprise the Statement of Financial Position of the Company as at 31 March 2012, the
Statement of Comprehensive Income, Statement of Changes in Equity and the Statement of Cash
Flows of the Company for the year then ended, and a summary of significant accounting policies and
other explanatory information.

Directors’ Responsibility for the Financial Statements

The directors are responsible for the preparation of financial statements in accordance with generally
accepted accounting practice in New Zealand and that give a true and fair view of the matters to which
they refate, and for such internal controls as the directors determine is necessary to enable the
preparation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditor’s Responsibiiity

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with International Standards on Auditing (New Zealand). Those
standards require that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the financial statements. The procedures selected depend on the auditor's judgement, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers the internal controls relevant to the
entity’s preparation of financial statements that give a true and fair view of the matters to which they
relate in order fo design audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the entity's internal controls. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of
accounting estimates, as well as evaluating the presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinion.

Other than in our capacity as auditor we have no relationship with, or interests in, the Company.

Opinion

In our opinion, the financial statements on pages 4 to 43:

» comply with generally accepted accounting practice in New Zealand; and
s comply with International Financial Reporting Standards, and

+ give a frue and fair view of the financial position of the Company as at 31 March 2012 and of its
financial performance and cash flows for the year then ended,

A indarendein Membie of Baker Ry Inarmatgaal
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CHARTERED ACCOUNTANTS

Emphasis of Matter

The financial report has been prepared on a going concern basis, the validity of which depends upon
the successful renewal of the Kiwibank loan and continued support from DPL Insurance Limited's
parent company, Dorchester Pactific Limited. Should the Company not be successful in renewing the
Kiwibank foan andfor Dorchester Pacific Limited was unable to continue to provide financial support for
the foreseeable future, the going concemn 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. [n addition, the Company may have to
provide for further liabilities that may arise and 1o 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.

Report on Other Legal and Regulatory Requirements

We also report in accordance with Sections 16(1)(d) and 18(1){(e) of the Financial Reporting Act 1993,
In relation to our audit of the financial statements for the year ended 31 March 2012;

i. we have obtained aif the information and explanations that we have required; and

ii.  in our opinion, proper accounting records have been kept by the Company as far as appears from
our examination of those records.

S A

STAPLES RODWAY AUCKLAND
CHARTERED ACCOUNTANTS
AUCKLAND

26 June 2012



DPL INSURANCE LIMITED

STATEMENT OF COMPREHENSIVE INCOME

FOR THE YEAR ENDED 31 MARCH 2012

2012 2011

Note $000 $000
Non insurance business
Investment revenug
Investment revenues 2 1,131 1,683
Interest income 2,127 2,325
Investment expenditure
Investment management expenses 2 76 109
Interest expense 693 778
Net non-insurance income 2,489 3,121
Insurance business
Revenues
Premium revenues 724 486
Reinsurance revenues 21 18
Expenses
Claims 91 54
Annuities paid 125 143
Net insurance income 529 307
Movement in life insurance and life investment
contract liabilities
Net increase in life insurance contract liabilities 18 (265) {60}
Net increase in life investment contract fiabilities 19 {591) (749}
Movement in life insurance and life investment
contract liabilities (856) (809)
Other expenditure 2 1,035 1,375
Profit before taxation 1,127 1,244
L ess: taxation expense 3 - -
Profit for the year 1,127 1,244
Other comprehensive income - -
Total comprehensive income for the year 1,127 1,244

The accompanying notes form part of these financial statements



DPL INSURANCE LIMITED

STATEMENT OF CHANGES IN EQUITY

FOR THE YEAR ENDED 31 MARCH 2012

Balance at 1 April 2010

Total Comprehensive Income attributable to
shareholders

Balance at 31 March 2011
Proceeds of share issue
Transactions with shareholders in their capacity

as owners

Total Comprehensive Income attributable to
shareholders

Balance at 31 March 2012

The accompanying notes form part of these financial statements

Share Retained

Capital Earnings Total
$'000 $'000 $'000
2,500 6,005 8,505

- 1,244 1,244
2,500 7,249 9,749
950 - 950
950 - 950
- 1,127 1,127

3,450 8,376 11,826




DPL INSURANCE LIMITED

STATEMENT OF FINANCIAL POSITION

AS AT 31 MARCH 2012

Note 2012 2011
$'000 $'000

ASSETS
Cash and cash equivalents 7 1,142 1,214
Receivables 8 45 45
Financial assets at fair value through profit or loss 9 19,166 19,369
Reverse annuity mortgages 10 21,281 23,998
Total assets 41,634 44,626
LIABILITIES
Payables 11 853 3,795
Borrowings 12 7,248 9,197
Current tax liabilities 2 2
Life investment contract liabilities 19 18,362 18,835
Life Insurance contract liabilities 19 3,353 3,048
Total liabilities 29,808 34,877
SHAREHOLDER’S EQUITY
Share Capital 4 3,450 2,500
Retained Earnings 8,376 7,249
Total shareholder’s equity 11,826 9,749
Total shareholder’s equity and liabilities 41,634 44,626

Signed for and on behalf of the Beoard of Directors:
/

Director

Dated: 26 June 2012

The accompanying notes form part of these financial statements.



DPL INSURANCE LIMITED

STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED 31 MARCH 2012

Note
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 Feeg Paid
Other Expenses Paid

Net cash outflow from operating activities 17
Cash flows from investing activities
Cash was provided from:

investments
Reverse annuity mortgages

Net cash inflow from investing activities

The accompanying notes form part of these financial statements.

2012 2011
$'000 $'000
7,537 7,449
24 24
48 38

21 18
7,630 7,529
5,928 6,198
1,692 1,826
1,506 1,977
9,126 10,001
(1,496)  (2,472)
1,258 1,673
4,717 2,082
5,975 3,755
5,975 3,755



DPL INSURANCE LIMITED

STATEMENT OF CASH FLOWS STATEMENT (confinued)

FOR THE YEAR ENDED 31 MARCH 2012

Cash flows from financing activities

Cash was provided from:
Borrowings

Cash was applied fo
Repayment of Kiwibank foan
Intercompany Borrowings

Net cash outfiow 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.

Note

2012 20711
$'000 $'000
2,642 953
1,909 (722)
(4,551) (241)
(72) 1,042
1,214 172
1,142 1,214
1,142 1,214
1142 1,214




DPL INSURANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 MARCH 2012

1. STATEMENT OF ACCOUNTING POLICIES

GENERAL ACCOLNTING POLICIES

DPL Insurance 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 1293 and an issuer in terms of the Securities Act 1878. The Company is 100%
owned by Dorchester Pacific Limited, who is The uitimate 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 26 June 2012. The Company's
financial statements have been prepared in accordance with New Zealand Generally Accepted Accounting
Practice ("NZ GAAP"}. Thay comply with New Zealand equivatents to International Financial Reporting
Standards {*NZ IFRS") and other applicable Financtal Reporiing Standards, as appropriate for profit-
oriented entities. The financial statements also comply with International Financial Reporting Standards.

The following new financial reporting standards and amendments to standards refevant to the Group are not
yet effactive for the year ended 31 March 2012, and have not been applied in preparing these financial
statements.

International Financial Repoﬂinglsrandards and Australian Accounting ‘Standards (“the Harmonisation
Amendments”)

The Harmaonisation Amendments resulted in:

- Changes to, and deletions of, some of the New Zealand specific reguiremenis in NZ IFRS;

- Some New Zealand specific requirements in NZ IFRS being relocated to FRS-44; and

- significantly allowing operating cash flows to be presentéd using

Effective date 1 July 2011,

FRS-44: New Zealand Additional Disclosures
Provides New Zealand specific disclosures, Some of the exisling disclosures relocated here as a result of
the Harmonisation Amendments have been slightly modified. Etfective date 1 July 2011.

NZ IFRS 9 Financial Instruments

This standard is part of the {ASB's project to replace [AS39 Financial Instruments. Recognition and
Measurement, The standard The standard introduces amended requirements for classifying and measuring
financial assets and liabilities. Effective date 1 January 2015.

NZ IFRS 10 Consofidated Financial Statermnents, NZ IAS 27

The objective of NZ IFRS 10 is to establish control as the single basis for consolidation for all entilies,
regardless of the nature of the investes. The definition of control includes three elements — power over an
investee, exposure or rights to variable rsturns of the investee ,and the ability to use power over the
investes to affoct the investor's returns. Effective date 1 January 2013.

NZ IFRS 11 Joint Arrangements

NZ IFRS 11 classifies joint amangements as either joint operations or joint ventures. The determination of

whether a joint arrangement is a joint operation or a joint venture is based on the parties’ rights and

obligations under the arrangement:

- Ajoint operation is a joint arrangemant whereby the parties that have joint control have rights to the
assets and obligations for the liabilities. Joint operators recognise their assets, liabilities, revenue and
expenses in relation to their interest in the joint operation.

- Ajoint venture is a joint arrangement whereby the parties that have joint control of the arrangement have
rights to the net assets of the arrangement. NZ IFRS 11 requires the use of the equity method of
accounting for interests in joint ventures,

Effective date 1 January 2013



DPL INSURANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 MARCH 2012

1. STATEMENT OF ACCOUNTING POLICIES (continued)
GENERAL ACCOUNTING POLICIES (continued)

NZ \FRS 12 Disclosure of Interesis in Other Entities

NZ IFRS 12 applies to entities that have an interest in subsidiaries, joint arrangements, associates or
unconsolidated structured entities. )t establishes disclosure abjectives and specifies minimum disclosures
that an entity must provide to meet those objectives. In general, it requires an entity to disclose information
that helps users of its financial statements evaluate the nature of, and risks associated with, its interests in
other entities, and the effects of those interests on its financial slatements. Effective date 1 January 2013.

NZ IFRS 13 Fair Value Measurement

[ defines fair value and provides a singie source of fair vaiue measurement and disclosure requirements for
use across ail NZ IFRSs. The requirements do not extend the use of fair value accounting, but provide
guidance on how It should be applied where its use is already required or permitted by another NZ IFRS.
Effective date 1 January 2013.

The Company has early adopted the following interpretation:

NZ IAS 24 Related Party Disclosures

The amendments clarifies the definition of a related parly and requires the disclosures of commitments
involving related parties. The adoption of this standard has not had any impact of the Company's financial
statements.

Change in Accounting Policies
There hava been no significant changes in the accounting policies during the year exectp as outlined in "(c)
New accounting standards and interpretations” above.

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

Reliancs is placed on the fact that the Company is a geing concern. The validity of this concept dependent
on the successful renewal of the Kiwibank loan and also on the continued financial support from Dorchester
Pacific Limited,

Functional and Presentation Currency and Rounding

The amounts contained in this report and ths financial statements are presented in thousands of New
Zealand dollars which is the Company's functional and presentational currency.

10



DPL INSURANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 MARCH 2012

1. STATEMENT OF ACCOUNTING POLICIES (contfinued)
PARTICULAR ACCOUNTING POLICIES

{a) Forelgn Currency Transactions

Foreign currency transactions are translated to New Zealand currency at the exchange fate 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 Recognition

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

Premium Income
Lite insurance coniracts — 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
an an acerual 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 Coniract Liabiiity and
amoriised 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 1o fair value.

For financial instruments measured at amortised cost, the effective interest method is used to measure the
interest incoma or expense recagnised in prafit or lass. For financial instruments measured at fair value,
interest income or expense is recognised on an accrual basis.

The eftactive interest methad calculates the amartised 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 allocatad over the life of the instrument and is measured for inclusion in
profit or loss by applying the elfective interest rate to the instruments amortised cost.

Dividend income and unit trust distributions ara 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 foss are included in investment income.

Other Revenue
Commission and fee revenue is recognised in profit or loss on the basis of the actual service provided as a
proportion of the total services to be provided.

1A



DPL INSURANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 MARCH 2012

1. STATEMENT OF ACCOUNTING POLICIES (continued)
PARTICULAR ACCOUNTING POLICIES (continuad)

(c) Expense Recognition

Expenses are recognised as incurred in profit and loss on an accrual basis. The following specific
recognition criteria must also be met before expenses are recognised. 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.

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 contracis represent withdrawals of investment deposits and are
recognised as a reduction in fife investment cantract liabilities.

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 iniiially recording paficies. Acquisition costs relate
to the costs incurred in acquiring specific life insurance policies during the period with any amounts to be
deferred capitalised on the bglance sheet as a deferred acquisition cost {DAG). Acquistion costs 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 Margin on Serices (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
Fasition.

Acqulsition 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 expanses in profit or foss when incurred. The deferred acquisition cost asset is subsequently
amortised over the life of the coniracts and recognised in 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 enfarce policies, These include
general growth and development costs. Maintenance costs include all operating and management costs
other than acquisition and investiment management costs. Maintenance costs are recognised in 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 profit or loss as incurred.

Other Expenses
All other expenses are recognised in profit or loss on an accrual basis.

12



DPL INSURANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 MARCH 2012

1. STATEMENT OF ACCOUNTING POLICIES (continued)
PARTICULAR ACCOUNTING POLICIES (continued)

(d) Financial Instruments
Basis on recognistion and measurement

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

Same of these categorles 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 financial instrument is recognised if the Company becomeas a party to the contractual provisicns of the
instrument. Financial assets are derecognised if the Gompany’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 deracognised If the Company's obligations specified in the cantract are extinguished.

() Financial assels at fair vajue through profit or loss .
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 designaled at inception as fair value through profit or loss
because they back life insurance coniract 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.

(1) Available for sale financial asseis

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

13



DPL INSURANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 MARCH 2012

1. STATEMENT OF ACCOUNTING POLICIES {continued)
PARTICULAR ACCOUNTING POLICIES (continued)

(d) Financial Instruments {continued)
{(iii} Loans and receivablos

Assets in this category are measurad at amortised cost using the effective interest method and include:

Reverse Morigages

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 atiributable to the origination of the advance. They are
subsequently measured at amortised cost using the effective inferest method, less impairment loss.

Cash and Cash Equivalents
Cash and Cash Equivalents include cash on hand, bank current accounts, cash on depaosit, short term

money market deposits, other shart-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 vaiue.

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

(iv) Held to maturity investments
Assets in this category are measured at amortised cost. The Company has not classified any financial
assels as held to maturity.

{v) Financial liabilities at fair value through profit and loss

Liabilities in this category are measured at fair value. Gains and losses arising from the fair value re-
measurement are Included in profit or loss. Liabilities in this category include Investment contracts at fair
value through profit or Loss, refer note 19 for details on life investment contract liabilities.

(vi} Other financial liabilities
This category includes all financial liabilities other than those designated as fair value through profit or loss.

Liabilities in this category are meastired at amortised cost and include:

Borrowings

The Company has long term Bank borrowings. These are initially recognised at fair value plus transaction
costs and are subsequently measured at amortised cost. Interest expense is recognised in profit or loss
using the effective interest method.

Other Payables
Other Payables include related party borrowings and amounts due to creditors.

14



DPL INSURANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 MARCH 2012

1. STATEMENT OF ACCOUNTING POLICIES (continued)
PARTICULAR ACCOUNTING POLICIES (continued)

{e} Taxation

Life insurers are subject to a special tax regime. Two tax bases are maintained; the life insurer base where
tax is calculated on investment income less expenses plus underwriting incame, and the policyholder base
which seeks to tax benefits as they accrue to policyholders under the policies in the form of claim, surrender
and maturity payments and increments in the value of policies. The life insurer pays tax on the higher of the
two bases at the company tax rate of 28%. As the life insurer is taxed as proxy for the policyhelder, returns
to policyholders are tax exempt.

From 1 July 2010 the taxation basis has changed. Tax will be payable on investment income allocated to
policyholders and on shareholder cash flows (investment income, premiums fess claims, less expenses).
For the first five years of the new tax regime there are cancessions which afllow certain policies to continue
being taxed under the old regime as explained above.

Deferred tax is provided using the statement of financial position Fability method, providing for temporary
differences between the amounts of assets and liabilities for financial reporting purposes and the amounts
used for taxation purposes. The amount of deferred tax provided is based on the expected manner of
realisation or setilement of the amount of assets and liabilities, using tax rates enacted or substantively
enacted as at balance date.

Deferred taxation assets arising from temporary differences or income tax losses, are recognised only to the
extent that It is probable that a future taxable profit will be avaitable against which the asset can be ulilised.
Deferred taxation assets are reduced to the exteni that it is no longer probable that the related tax asset will
be realised. Any reduction is recagnised in profit or loss.

(f) Provision for Impailrment
Impairment is assessed initially for financial assets that are known to be individually impaired.

Heverse mortgages are reviewed at each balance date 10 deternung whether thete 1S any objective evidence
of impairment as a result of one or more loss events that occurred after the initial recognition of the loan and
prior to the reporting date. The loss event has to have had an impact on the reliable measurement of
estimated future cash flows.

If any such indication exists, the asset’s recoverable amount is eslimated and provision is made for the
difference between the carrying amount and the recoverable amount.

The impairment provision is deducted from reverse mortgages in the statement of financial position and the
movement in the impairment provisions is recognised in profit or loss. Bad debts are written off against the
provision in the year in which they are identified. If in a subsequent period the amount of an impairment loss
decreases and the decrease is linked objectively to an event occurring after the impairment loss, the loss is
reversed through profit or loss.

i5



DPL INSURANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 MARCH 2012

1. STATEMENT OF ACCOUNTING POLICIES {continued)
PARTICULAR ACCOUNTING POLICIES {continued)

(g) Life Insurance Business
The Company's life insurance business is split between life insurance contracts and life investmant

confracts. Life Insurance contracts are accounted for in accordance with the requirements of NZ IFRS 4.
Life investment contracts are accounted for in accordance with NZ 1AS 18 and NZ |AS 39.

Life insurance contracts are those contracts that fransfer significant insurance risk. Life investment contracts
are thase with no significant insurance risk, but which give rise to a financial asset and/or liability under NZ
IAS 38. Contracts that contain a discretionary participation feature are also classified as insurance

contracts.

Determination of Life Insurance Contract Liabilities

Life insurance contract liabilities in the statement of financial position and the increase/(decrease) in profit or
loss have been caleulated using the Margin on Services (MoS) methodology in accordance with New
Zealand Sociely of Actuaries Professional Standard 3 Determination cf Life Insurance Policy Liabilities.

Overview of MoS Methodology

MoS is designed to recognise profits on life insurance contracts as services are provided to policyholders
and income is received. Profits are deferred and amortised over the life of the policy, whereas losses are
recognised immadiately. Services used to determine profit recognition include the cost of expected claims,
maintaining policies, and investment management. The policy service for each of the major product
groupings that is used to defer and amortise the profit over the life of the policies are calied profit carriers.
Life insurance contract liabilities are generally determined as the present value of all future expected
payments, expenses, taxes and profit margins reduced by the preseni value of ali future expected
premiums, Profit margins for participating businesses are sst in relation to the value of supporting assets.

MoS profit comprises the following components:

(i} Planned margins of revenues over expenses

At the time of writing a policy and at each balance date, best estimate assumptions are used to determine
all expected future payments and premiums. Where actual experience replicates best eslimate
assumptions, the expected profit margin will be released to profit over the life of the policy.

(i) The difference between actual and assumed experience

Experience profits/{losses) are realised where actual experience differs from best estimate assumptions.
instances giving rise to experience profits/(losses) include variations in claims, expenses, mortality,
discontinuance and investment returns. For example, an expetience profit will emerge when the expenses
of maintaining all in-force business in a year are lower than the best estimate assumption in respect of those
expenses,

16



DPL INSURANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 MARCH 2012

1. STATEMENT OF ACCOUNTING PCLICIES (continued)
PARTICULAR ACCCUNTING POLICIES (continued)

(g) Life Insurance Business (continued)

(fif} Changes to underlying assumptions

Assumptions usad for measuring life insurance contract liabifities are reviewed each year. Where the review
leads to a change in assumptions, the change is deemed to have occurred from the end of the year, except
for changes in discount rates which are recognised in the year that the rates are changed.

The financial effect of all other changes to the assumptions underlying the measurement of life insurance
contract liabilities made during the reporting period is recognised in profit or loss over the future reporting
periods during which services are provided to policyholders.

(iv) Loss recognition on groups of related products

If based on best estimate assumptions, written business for a group of insurance constracts with broadly
simitar resks that are managed togsether as a single portiolio is expected to be unprofitable, the total
expected loss for that group is recognised in profit or loss immediately. When loss making business
becomes profitable previously recognised losses are reversed.

(v) Investment earnings on assets in excess of policy fiabilities

Profits are generated from investment assets which are in excess of those required to meat policyholder
liabilitles. Investment eamings are directly influenced by market conditions and as such this component of
MoS profit will vary from year 1o year.

Farticipating Policles

Policyholder liabilities attributable to participating policies include the value of future planned shareholder
profit margins and an allowance for future supportable bonuses. The value of supportable bonuses and
planned sharehalder profit margins account for all profit on a policy based on best estimate assumptions.
Under MoS methodology, the value of supportable bonuses and the shareholder profit margin relating to a
reporting year will emerge as expected profit in that year.

Life Investment Contract Liabilities
Investment contract liabilities are measured in accordance with NZ IAS 39,

All contracts issued by the Company which are classified as investment contracts are unit-linked. The fair
value of a unit finked contract is determined using the current unit values that reflect the fair value of the
{inancial assets backing the contract, multiplied by the number of units attributable to the contract halder.

Reinsurance

Reinsurance premiums and recoveries are recognised separately as revenue and expenses in profit or loss
when they become due and payable in accordance with the reinsurance agreements.
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DPL INSURANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 MARCH 2012

1. STATEMENT OF ACCOUNTING POLICIES (continued)
PARTICULAR ACCOUNTING POLICIES (continued)

(h) Fair Values Estimates

Financlal instruments classified as fair value through profit or loss are presented in the Company’s
statement of financial position at their 1air value. For other financdial assets and financial liabilities, fair value
is estimated as follows:

Cash and cash equivalents
These assets are short term in nature and the carrying value less impairment approximates to their tair
value.

Other receivables
These assels are short term in nature and the carrying value ess impairment approximates to their fair
value.

Reverse mortgages

Reverse morigages have fixed interest rates. Fair value is estimated using a discounted cash flow model
based on a current market interest rate for similar products after making allowances for impairment.

Borrowings
Borrowing liabilities have fixed interest rates. Fair value is estimated using a discounted cash flow model
based on a current market interest rate for similar products.

(i Managed Funds and other Fiduciary Activities
DPL Insurance Limited acts as an investment manager for a number of superannuation funds. The assets
and liabilities of these funds are not included in the financial statements.

Arrangements exist to ensure the activities of the superannuation funds are managed independently from
the other activities of the Company.

(i) Statement of Cash Flows

The cash flow statement has been prepared using the direct approach maodified by netling certain cash
flows in order to provide more meaningful disclosure as many of the cash flows are an behalf of the
Carripany’s customers rather than those of the Company. These include reverse mortgages and financlal
assets at fair value through profit or Loss.

{k) Change in presentation from the prior petiod and consistency of presentation

The presentation of some comparative information in the financial statements has been changed, in order to
comply with the current year's financial statement presentation. This was done to better reflect the nature of
these transactions from the perspective of the business. Except as detailed in above, these financial
statements demonstrate consistent presentation and classification for @ach annual reporting period.
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DPL INSURANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 MARCH 2012

1. STATEMENT OF ACCOUNTING POLICIES (continued)
PARTICULAR ACCOUNTING POLICIES (contfinued)}
{I) Contingent Liabilities

The Company is involved in transactions that give rise to contingent liabilities. The Company discloses a
contingent liability when it has a possible obligation arising from past events that will be confirmed by the
oceurrence o1 non-occurrence of one or more uncertain future events. A contingent liability is disclosed
when a present obligation is not recognised because it is not probable that an outflow of resources will be
required to settle an obligation, or the amount of the obligation cannot be measured with sufficient reliability.

(m) Significant Judgements

The Company makes estimates and assumptions that atfect the amounts reported in the financial
statements. Estimates and judgments are continually evaluated; they are based on histotical experience
and current observable data. The estimates and judgments made by the Company in the process of
applying the accounting policies that have the most significant effect relate to the following:

Liabilities arising from claims made under insurance contracts

The estimation of the ultimate liabifity arising from claims made under insurance contracts is based on a
number of actuariat techniques that analyse exparience, trends and other relevant factors, The actuarial
methodologies used are noted below.

Actuarial Policies and Methods

The actuarial report on life insurance contract liabilities and prudential reserves for the current reporting
period was prepared as at 31 March 2012 by Peter Davies, a Fellow of the New Zealand Society of
Actuaries. The value of life insurance contract liabilities has been determined in accordance with
Professional Standard No. 3 of the New Zealand Society of Actuaries. After making appropriate checks, the
actuary was satisfied as to the accuracy of the data from which the amount of policy liabilities has been
determined.

The key assumptions used in determining policy liabilities are as follows:

{i} Discount Rates

Discount rates used to determine the life insurance contract liabilities are based on an appropriate risk-free
rate of return, taking account of the term of the insurance contracts.

Tax was deducted at the rate of 28% on investment earnings net of investment expenses (2011: 28%). The
net discount rates assumed were as follows:

2012 2011
Whole of Life and Endowment Policies 2.92% 4.05%
Term Insurance Policies Not applicable
Funeral Benefit Policies Not applicable
Annuity Policies 2.92% 4.05%
Consumer Credit and Key Person Loan Protection Not applicable

(ity Inflation Rates

In determining the future expected rate of return, general inflation was assumed 1o continue into the future
at 2.0% per annum {2011: 2,0%).

19



DPL INSURANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 MARCH 2012

1. STATEMENT OF ACCCUNTING POLICIES (continued)
PARTICULAR ACCOUNTING POLICIES (continued)

{n) Significant Judgements {continued)

(iii) Mortality Rates

Rates of mortality were assumed as follows:

For underwritten whole of life, endowment and term insurance policies: NZ97 (2011: NZ97). For guaranteed
issue funeral plans: NZ97 multiplied by a factor to reflect higher mortality at younger ages. For annuities and
reverse mortgages the Directors assumed mortality according to the PA{30) table, reduced by four years
(but assuming no age reduction for the Cook Islands Annuity Pension Plan) {2011: PA{(90) table, reduced by
four years, no age reduction for Gook Islands).

(iv) Profit Carriers
The policies were divided into major product groups with profit carriers as follows:

Major Product Groups Carrier

Participating Whole of Life and Endowment Policies Policyholder Bonuses
Non Participating Whole of Life and Endowment Policies Premiums

Funeral Benefit Policies {Caring Plan) Not Applicable

Term Insurance Policies Premiums

Funeral Plan Policies (Regular premium guaranteed issue) Claims

Annuities Annuily Payments
Consumer Credit and Key Person Loan Protection Premiums

{v) Investment and Maintenance Expenses

The maintenance expense and general growth and development expense allowance assumed was $140
gross before tax (2011: $140) per annum per policy assuming a rate of inflation of 2.0% per annum (2011:
2.0%).

Administration costs for annuities in payment were assumed te be $70 per annum (2011: $67), with a rate of
inflation of 2.0% per annum (2011: 2.0%). Investment management expenses were assumed to be 1.0%
{2011: 1.0%} of policy liabilities.

(vi) Inflalion and Automatic Indexation of Benefiis
Maintenance expenses are assumed to increase 2.0% per annum (2011: 2.0%). Investment management
expenses are assumed {0 remain a constant percentage of funds under management.

(vii) Taxation

The assumed future tax rate reflects the corporale tax rale applying in New Zealand with effect from 1 April
2012. The calculations have been carried out on the basis of current life insurance income tax legislation.

(viii) Rates of Discontinuance

Rates of discontinuance are assumed to be 5.0% for whole of life, endowment and term insurance business
(2011: 5.0%), and nil for annuity pension plan business (2011: $nil).
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DPL INSURANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 MARCH 2012

1. STATEMENT OF ACCOUNTING POLICIES (continued)
PARTICULAR ACCOUNTING POLICIES (continued)

(n} Significant Judgements (confinued)
{ix) Surrender Values
The Company's current basis of calculating surrender values is assumed to continue in the future.

(x) Rates of Future Supportable Pariicipating Benefits

Rates of bonus supported by the participating fund are simple annual bonuses of $10 (2011: $10) per
$1,000 of sum assured on whole of life policies and $20 (2011: $20) per $1,000 of sum assured on
endowment policies. These equal the rates of bonus declared in the previous year.

(xi) Impact of changes in assumptions

The impact of the echange in the discount rate from 5.63% to 4.05% (2011: 6.00% to 5.63%) is a increase in
policy liabilities of $285,842 (2011: increase of $49,329).

(xii) Crediting Policy Adopted for Future Supportable Participating Benefits

For participating business the Company's policy is to distribute profits arising such that over long periods the
returns to policy holders are commensurate with the invesiment returns achieved on refevant assets,
together with other sources of profil arising from this business. In applying the policyholders' share of
distributions to provide bonuses, consideration is given to achieving equity between generations of
policyholders and equity between the various classes and sizes of policies in force. Assumed future bonus
rates included in policyhelder liabilities were set such that the present value of policyholder liabilities,
allowing for the shareholders' right to participate in distributions, equals the value of assets supporting the
business.

Provision for impairment on financial assets

Provision for impairment on financial assets is determined in accordance with accounting policy . In
applying the policy the Group makes judgments as to whether there is any observable data indicating
impairment and the estimation of the recoverable amount.

Fair value ot financial instruments

The fair value of financial instruments that are not quoted in active markets are determined using discounted
cash flow models. To the extent practical, models use observable dala, however normal volatilities require
management to make sstimates. Changes in assumptions about these factors could affect the reported fair
values of financial instruments.

Deferred tax asset

Defarred income tax assets are recognised to the extent that the realisation of the related tax benefit
through the future taxable profits is probable. The Directors believe the Company will have future taxable
profits based on its forecasted earnings projections. However as at reporting date, a conservative approach
has been taken to not recognise any deferred tax assets, for both the Company.
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b)

PROFIT AFTER MOVEMENT IN LIFE INSURANCE CONTRACT LIABILITIES, LIFE INVESTMENT

CONTRACT LIABILITIES, TAXATION AND COMPREHENSIVE INCOME

Included in profit after movement in life insurance contract liabilities, life investment contract

liabilities and taxation are the following:

Revenue
Interest received
Expenses
Audit Fees
- Fees for audit of the financial statements
Provision for impairment

Net profit after taxation from insurance activities arose from:

Life insurance coniracts

Planned margin of revenues over expenses

Change in discount rate: 5.63% to 4.05% p.a. (2011: 6.00% 1o 5.63%)
Difference between actual and assumed experience

Life investment contracts

Difference between actual and assumed experience

Investment earnings on assets in excess of insurance contract and

investment contract liabilities
Net profit after taxation attributable to insurance activities

2012 2011
$'000 $'000
24 24
70 51
28 53

4 4
(286) (49)
753 143
(537) (86)
1,193 1,232
1,127 1,244

The disclosure of the components of operating profit after tax expense are reguired to be separated

between policyholders' and shareholders' interests. We have included only one column, as any
policyholder profits are an expense of the Company and not aftributable to the Shareholder.

It is not currently possible to identify all experience variances separately for life investment contracts.

The ditference between actual and assumed experience for life insurance contracts therefore

includes some variances relating to life investment contracts.
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FOR THE YEAR ENDED 31 MARCH 2012

c)

d)

PROFIT AFTER MOVEMENT IN LIFE INSURANCE CONTRACT LIABILITIES, LIFE INVESTMENT
CONTRACT LIABILITIES, TAXATION AND COMPREHENSIVE INCOME

2012 201
Invesiment Income $'000 $'000
Equity securities — Australasian & international 214 1,081
Fixed interest securities — New Zealand 405 368
Property securities — New Zealand and international 512 234
1,131 1,683

Included within equity securities is dividend income of $Nil {201 1: $Nil) and included within fixed
interest securities is interest income of $Nil (2011: $37,214). Included within total investment income
is net realised and unrealised gains on securities at fair value through profit or loss of $1,131,263
(2011: $1,645,474).

Administration fees

Life insurance contracts

Policy acquisition expenses - commission costs 7 6
Deferred acquisition costs amortisation - {35)
Total insurance contract related expenses 7 (29)
Life investment contracts

Investment management expenses 76 109
Total investment contract related expenses 76 109
Total insurance expenses 83 80

Acquisition costs are those fees charged against the schemes and policies during the first year of
operation. Maintenance costs are all other fees charged against the schemes and policies.
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TAXATION

Taxation expense/{benefit)

Net profit/{loss) after movement in life insurance contract liabilities, life
investment contract liabilities and before taxation

Income tax using the Company’s domestic tax rate 28% (2011: 30%)
Add/(lsss) expenses not deductible for tax purposes

Add/{less) movement in temporary differences not recognised
Add/{less) Loss offset

Tax asset not recorded

Imputation credit memorandum account

Opening balance

income tax payments/(refunds received)

Imputation credits received

Imputation credits utilised

Imputation credits lost due to change in share holding
Closing balance

2012 2011
$'000 $'000
1,127 1,244
316 373
(520) (681)
(13) (12)
217 320
10 37
139 10
164

(313) -
- (37)

- 10

Dorchester Pagcific Limited formed a consolidated imputation group with its subsidiaries from the
imputation year ended 31 March 2007, the table above reflects the figures for the Dorchester Pacific

Limited consalidated group.

Policyholder

The batance of the policyholder imputation credit account is $Nil (2011: $Nil).

Taxation Losses

Company

Taxation Josses brought forward

Add/{less) taxation losses Incurred

Add/fless) taxation losses utilised

Add/fless) excess imputation credits converted to losses
Taxation losses carried forward

3,145 1,833
737 1,212
(2,038) -
1844 3,145

The Company has unrecognised tax fosses of $1,844,378 (2011: $3,145,537) available to be carried
forward and to be offset against taxable income in the future. The tax effect of these losses at 28%
(2011 28%) is $527,626 (2011: $880,750). The ability to carry forward these losses is contingent

upon cortinuing to meet the requirement of the Income Tax Act 2007.

Policyholders

The policy holder tax losses carried forward at 31 March 2012 are $2,213,727 (2011: $1,086,540).
Due to a change in tax legislation effective 1 July 2010 the palicy holder tax losses brought forward

from 31 March 2010 of $39,259,000 wers lost,

We note the policyholder taxation losses are only available 1o be offset against future policyholder

income,
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4,

SHARE CAPITAL 2012 2011
$000 $000
Number of ordinary shares
Opening balance 2,500 2,500
Shares issued during the year 950 -
Total authorised and issued share capital 3,450 2,500
Dollar value of otdinary shares $'000 $'000
Opening balance 2,500 2,500
Shares issued during the year 950 -
Total authorised and issued share capital 3,450 2,500

All erdinary shares have equal voting rights and share equally in dividends and surplus on winding

The dividends declared and paid in 2012 and 2011 were $Nil. No dividend has been declared
subsequent to 31 March 2012.

EQUITY — DPL INSURANCE LIMITED SOVENCY CALCULATION

In terms of the Insurance (Prudential Supervision) Act 2010, DPL Insurance Limted must comply with
the Sclvency Standard for Life Insurance Business issued by the Reserve Bank of New Zealand in
August 2011. Due to its classification as a small insurerer DPL Insurance Limited is required to have
a solvency margin of at least $1.

2012

$000
Equity of shareholders 11,826
Minumum solvency rquirement 11,443
Solvency margin 983

As the solvency calculation was only introduced in August 2011 there is no comparative information.
For the year ended 31 March 2011, the solvency requirement was determined in accordance with the
New Zealand Society of Actuaries Guidance Note 5, based on actuarial advice the directors
determined that $6,602 million of the equity of DPL hsurance Limited should be set aside for
solvency purposes at that date.

CAPITAL MANAGEMENT

The Company's ¢capital includes share capital and retained earnings. The Company's policy is to
maintain a strong capital base so as to maintain investor, creditor and market confidence and to
sustain future development of the business. The impact of the level of capital on sharehoiders return
is also recognised and the Company recognises the need to maintain a balance between the higher
returns that might be passible with greater gearing and the advantages and security afforded by a
sound capital position.

The allocation of capital between its specific business operations and activities is, to a large extent,
driven by optimisation of the return on the capital allocated. The process of allocating capital to
specific operations and activities is undertaken independently of those responsible for the operation.
The Company's policies in respect of capital management and allocation are reviewed regularly by
the Board of Directors. During the year under review the Solvency Standard for Life Insurance
Business was issued by the Raserve Bank of New Zealand, refer note 5.
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7. CASH AND CASH EQUIVALENTS

Bank

8.  RECEIVABLES
Other receivables and prepayments

9. FINANCIAL ASSETS AT FAIR VALUE THROUGH THE PROFIT OR LOSS

Investment in unitised funds
Fixed interest securities — government siock

Investments in unitised funds comprise:
Cash/deposits

Fixed interest securities-New Zealand and overseas
New Zealand and international equities

Life insurance policies

New Zealand and overseas property securities

Investments with external investment managers
Cnepath

2012 2011
$'000 $'000
1,142 1,214

45 45
18,644 18,838
522 531
19,166 719,369
3,699 2,745
2,925 3,926
7,468 7,762
4,552 4,405
18,644 18,838
18,644 18,838
18,644 18,838

Investments in unlisted units represent the investments of the life investment contracts (Refer note 19).

10. REVERSE ANNUITY MORTGAGES

Securing bank borrowing (refer note 12)
Allocated to life insurance statutory fund (refer note 19)
Other

Deferred fee revenue and commission expenses
Provision for impairment
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7,802 10,735

- 4,527
13,611 8,868
21,413 24,130
(83) (79)
(49) (53)
21,281 23,998
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11.

12.

13,

PAYABLES

Related party payable (Note 16)
Other payables and accruals

BORROWINGS

Bank borrowings - Kiwibank

2012 2011
$'000 $'000
648 3,540
205 255
853 3,795
7,248 9,197

The Bank borrowings are secured against a parcel of reverse mortgages (refer note 10). The
commitment is extended on an annual basis. As at 31 March 2012 the effective interest rate was

8.44% (2011: 8.39%).

COMMITMENTS AND CONTINGENT LIABILITIES

Operating lease commitments
There are no amounts committed under an Operating Lease (2011: $Nil).

Capital Expenditure
There are no amounts committed to Capital Expenditure (2011: $Nil).

Loan commitments
Loan commitments are provided in the liquidity note in note 14.

Contingent liabilities
The Gompany has no material contingent liabilities at 31 March 2012 (2011: $Nil).
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14.

FINANCIAL INSTRUMENTS

a.) Credit risk

Cradit risk is the risk that a counterparty will cause g financial loss for the Company by
failing to meet its contractual obligations.

Financial instruments which potentially subject the Company to credit risk principally consist
of cash and cash equivalents, reverse mortgages, other receivables and financial assets at
fair value through profit or loss. There s also credit risk in off-Statement of Financial
Position financial instruments, such as loan commitments which represent irrevocable
unused portions of authorisations to extend loans. The Company's cash equivalents and
short term deposits are placed with high credit quality institutions.

The Company performs credit evaluations on all customers reguiring advances. The
Company requires collateral or other security to support the financial instruments with credit
risk. The Company operates a lending policy with various levels of authority depending on
the size of the loan. A lending and credit committee operates and overdue loans are
assessed on a regular basis by this body.

Risk gradings categorise exposures according to the degree of risk of financial loss faced
and focus management on the attendant risks. Risk grades are used to determine where
impairment allowances may be required. The current risk grading framework consists of
three gradas reflecting varying degrees of risk of default and the availability of collateral or

other credit risk mitigation. They are as follows:
- neither past due nor impaired - compliance with all terms, good security value, and no

adverse events affecting the borrower.

. past due but not impaired — non- compliance with all terms and concerns over future
events that may effect the borrower,

- past due and impaired - non-compliance with terms, evidence of impairment of security
held and adverse event affecting the borrower.

The Company implements guidelines on the acceptability of specific classes of collateral or
credit risk mitigation. The principal collateral types for reverse mortgages are mortgages
over residential property,

Maximum exposure to credit risk is represented by the carrying value of each financial asset
in the Statement of Financial Position which is net of any provision for impairment.
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14,

FINANCIAL INSTRUMENTS (continuea)

a.) Credit risk (continued)

With respect to credit risk on commitments, the likely amount of ioss is less than the total
unused commitments, as most commitments to extend credit are contingent upon
customers maintaining specific credit standards.

The credit risk exposure below does not take into account the fair value of any collateral, In
the svent of counterparties failing to meet their contractual abligation.

For life investment linked contracts the investments credit risk is appropriate for each
particular product and the risk is borne by the policy holder. There is no significant risk
assumed by the Company.

a.) i.) Concentrations of credit risk

Concentrations of credit risk exist if a number of counterpariies are involved in similar
activities and have similar economic characteristics that would cause their ability to meet
contractual obligations to be similarly affected by changes in economic or other conditions.

The Company manages, limits and controls concentrations of credit risk, in particular, to
individual counterparties and geographic location. The Company lends only to owners of
property.

Such risks are monitored on an ongeing basis and subject 1o an annual or more frequent
review, when considered necessary.

Geographic concentrations of reverse mortgages
The following table breaks down the Company’s main credit exposure at their carrying
amounts, as categorised by the geographic regions of our counterparties,

2012 2011

$000 $'000

Northland 4,271 3,836
Auckland 8,878 10,521
Waikato/Bay of Plenty 2,039 1,884
Taupo 401 650
Wellington 1,173 1,630
Rest of North Island 1,668 1,902
Canterbury 1,827 1,837
Otago/Southfand 507 451
Rest of South Island 649 1,319
21,413 24130
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14.  FINANCIAL INSTRUMENTS (continued)

a.) Credit risk {continued) 2012 2011
a.) ii.) Reverse mortgages specifically impaired $'000 $'000
Reverse morigages specifically impaired - 590

Reverse morigages are an equity release product from the borrowers' residence. Mortgage
advances and Interest accruals increase the mortgage carrying amount therefore there are
no past due mortgages. When the mortgage advances and interest accruals exceed
socured property valuations the reverse mortgage is specifically impaired.

An eslimate of the fair value of collateral held against impaired reverse mortgages at 31
March 2012 was nil {2011; $550,000).

b.} Liquidity risk
Liquidity risk is the risk that the Company will encounter ditficully in raising funds at short
notice to meet obligations from its financial liabilities.

The Company maintains sufficlent funds to meet its commitments based on historical and
forecasted cash flow requirements, Management actively manages the lending and
borrowing portiolios to ensure the net exposure to liquidity risk is minimised. The exposure
is reviewed on an ongoing basis from dafly procedures to monthly reporting as part of the
Company's liquidity management pracess. The management process includes:

- day to day funding, managed by monitoring future cash flows to ensure that

requirements can be met;
- managing the concentration and profile of debt maturities;

Menitoring and reporting take the form of cashflow measurement and projections, these
include:

- day to day funding reguirements;

- on a weekly basis, projecting the requirements for each of the next 4 weeks;

- on a monthly basis, projecting the requirements for each of the next 12 months;

The weekly projections are reported fo the Board, The Company also monitors the level of
undrawn lending commitments.

The starting point for those projections is an analysis of the contractual maturity of the
financial liabilities (see tablas below).

The tables below present cash flows payable by the Company for financial iiabilities and
unrecognised loan commitments based on the earliest possible contractual maturity. The
Company expects cashflows on these instruments to vary from their contractual maturity.
For instance unrecognised foan commitments are not all expected to be drawn down
immediately.

30



DPL iINSURANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 MARCH 2012

14,

FINANCIAL INSTRUMENTS (continued)

b.) Liquidity risk (continued)

The liquidity risk for cashflows payable on the life investment contracts liabilities that are unit finked
contracts is managed by holding a pool of readily fradeable investment assets (included in financial
assels at fair value through profit or loss) and deposits on call. These have been excluded from the
maturily analysis below because there is no contractual or expected maturity date for the life
investment contracts and the readily tradeable investment assets offset any liquidity risk.

Interest terms of other borrowings funding Reverse mortgages (RAM's) are linked to the underlying
RAM's. Interest accrues and increases the carrying amount of other borrowings. There is no
coniractual maturity for RAM products. On repayment of the RAM, other borrowings are repaid. The
other barrowings funding RAM products is a commitment that is extended on an annual basis.

2012 0-6 6-12 12-24 24-60 60+

$'000 Months Months Months Months Months Total

Financial assets

Cash and cash eguivalents 1,142 - - - . 1,142

Reverse morigages 215 486 361 4961 15,258 21,281

Other receivables 45 - - - - 45

_ 1,402 486 361 4,961 15,258 22,468

Financial liabilities

Borrowings 7,248 - - - 7,248

Advances from related parties 548 - - - - 548
7,896 - - - - 7,896

Off-Statement of Financlal Posltion ltems

Interest receivable not yet accrued - 48 44 1,766 34,407 36,265

Interest payable not yet accrued 117 - - - - 117

Interest receivable not yet accrued is the unearned interest over the remaining term of the reverse
mortgages. Interest payable not yet accrued is the interest payable on the Kiwibank loan over the
remaining term of the loan.

2011 0-6 6-12 12-24 24-60 60+

$'000 Months Months Months Months  Months Total

Financial assets

Cash and cash equivalents 1,214 - - - - 1,214

Reverse morigages 1,508 458 - 4446 17,586 23,998

Other receivables 45 - - - - 45

2,767 458 - 4,446 17586 25257

Financial liabilities

Borrowings 7,358 1,839 - - - 9,197

Advances from related parties 3,540 - - - - 3,540
10,898 1,839 - - - 12,737

Off-Statement of Financial Position items

Interest receivable not yet accrued 16 30 - 1,808 440815 4,859

interest payable not yet accrued 117 - - - - 117
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14.

FINANCIAL INSTRUMENTS (continuead)

c.) Market risk

Market rigk is the risk of an event in the financial markets that results in a fluctuation in earnings or a
fluctuation in value. Market risk arises from the mismatch between assets and liabilities. The
Company is exposed to diverse financial instruments including interest rates, equities, and foreign
currencies.

c.i.) Life insurance business

For the life insurance business, financial assets at fair value through profit or loss are held for
investment linked policies where market risk is transfetred to the policy holder. The Company earns
fees on investment linked policies that are based on the amount of assets invested, it may receive
lower fees should markets fall. Asset allocation for investment linked policies is decided by the Policy
Holder. This risk is not considered significant.

Interest rate risk also arises an risk contracts where negative policy liabilities are valued at current
risk free interest rates. There would not be any significant impact on profit or loss for interest rate
changes refer sensilivity analysis note 19.

c.ii.} Interest rate risk for financing activities

Far the financing activities of the Company, the main market risk is interest rate risk.

interest rate risk is the risk of loss lo the Company arising from adverse changes in inferest rates.
The Company is exposed to the interest rate risk in respect of borrowings from and lending to
customers. Interest rates are managed by assessing the demand for funds, for new lending,
repayments and maintaining an adequate liquidity buffer. Rates are either fixed or variable for both
lending and borrowing over the term of the contract. The Company does not enter into any futures,
swaps or option contracts. Changes to interest rates can impact on the Company's financial results
by affecting the spread earned on the interest-earning assets and the cost of interest-bearing
liabilities.

Interest rate risk is measured by management and the Board of Directors when establishing fixed
and variable rates of interest. When approving interest rates for individual loan advances interest
rate risk is either measured by management and/or Board of Directors in accordance with the
approved lending policy. Exposure 10 interest rates is monitored by the Board of Directors on a
monthly basis.

The expected maturity periods of reverse morigages are set out at note 14.b). Interest rates on
advances are fixed or variable throughout the life of the advances. Advances are secured over the
assets 1o which they relate.

Reverse mortgages and other borrowings are carried at amortised cost with the majority of the
interest rates being fixed. For the variable rate reverse mortgages this is funded by an offsetting
variable rate financial liability in borrowings. Therefore there would not be any impact on the profit ar
loss if there were interest rate changes.
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14.

FINANGIAL INSTRUMENTS (continued)

c.ii.) Interest rate risk for financing activities {continued)

The following table summarises the sensitivity of the Company's finance assets and financial

liabilities to interest rate risk. The analysis shows the anualised impact on profit before tax and
equity of a +/- 1% movement in interest rates. The equity impace takes into account tax effect of the

profit impacts.

2012 ($'000)

Financial assets

Reverse morigages
Financial liabilities
Borrowings

Total increase/{decrease)

2011 ($°000)

Financial assets

Reverse mortgages
Financial liabilities
Borrowings

Total increase/{dectease)

Carrrying 1% 1% +1% +1%
amount profit  equity profit  equity
21,281 {213) (153} 213 163
7,248 72 52 (72) (52)

{140y  ([101) 140 101

Carrrying ~1% -1% +1% +1%
amount __profit _equity profit _ equity
23,998 {240) (168) 240 168
9,197 92 64 (82) (64)

(148) (104) 148 104

d.) Fair value of financial assets and liabilities not carried at fair value
Except for reverse mortgages and borrowings, the carrying value of all financial assets and liabilities
not carried at fair value approximates their fair values as they are either short term in nature or rate

insensitive.

The fair value of reverse mortgages and borrowings is determined using discounted cash flows, the
discount rates used are the current market rates for similar products.

The table below summarises the carrying amounts and fair values of those financial assets and
financial liabilities not presented on the Company’s statement of financial position at their fair value:

2012

$'000

Financial assets

Cash and cash equivalents
Other receivables

Reverse morigages

Financial llabilities
Borrowings
Advances from related parties

2011

$'000

Financial assets

Cash and cash equivalents
Other receivables

Reverse mortgages

Financial liabilities
Borrowings
Advances from related parties

Carrying Fair
Amount  Value
1,142 1,142

45 45
21,281 21,509
22,468 22,696
7,248 7,334
648 648
7,896 7,982
Carrying Fair
Amount  Value
1,214 1,214

45 45
23998 24,378
25,257 25,637
9,197 9,339
3,540 3,482
12,737 12,821
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e.) Fair value financial assets

The fair value of financial assets carried at fair value are determined as follows:

- Level 1. The fair value is calculated using quoted prices in active markets.

- Level 2 : The fair value is estimated using inputs other than quoted prices in level 1 that are
ohservable for the assets, either directly (as prices) or indirectly {derived from prices).

~  Level 3: The fair value is estimated using inputs for the assets that are not based on observable

market data.

The fair value of financial assets carried at fair value as well as the methods used to calculate fair

value are summatised in the table batow:

2012

$'aod

Financial assets:

Financial assets at fair value through profit or loss

2011

$'000

Financial assels:

Financial assets at fair value through profit or loss
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Level1 level2 Leveld Total
522 18,644 - 19,166
522 18,844 - 19,166

level! Level2 Level3 Total
531 18,838 - 19,369
531 18,838 - 19,369
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15. ASSET QUALITY

2012 2011
Specific impairment provision $'000 $'000
QOpening balance 53 -
Provision for impairment - 53
Amounts written off (31) -
Amounts recovered during the year (22) -
Closing balance - 53
Collective impairment provision

Opening balance - -
Provision for impairment 49 -
49 -

Specific impaired financial assets
Opening balance 590 -
Additions to other individually impaired assets - 590
Dslstions from other individually impaired assets {5690) -
- 590

Movement in provisiens - reconciliation 1o statement of comprehensive income - specific
provisions for:

Collecticn impairment provision 49 -
Specific impairment provision {22) 53
Charge to profit or loss 27 53

16. TRANSACTIONS WITH RELATED PARTIES

a) Related party balances
Payable as follows:

Dorchester Lite Management Limited {33) 3,019
Dorchester Life Trustees Limited - 1
Dorchester Pacific Limited 681 520

648 3,540

All related party loans are repayable on demand and bear no interest. No related party debts have
been forgiven or written off during the year.

o] Helated Party Transagtions

The Company paid expenses in the form of activity $562,391 (2011: $632,118), plan $649,512
(2011: $714,777) and establishment fees $480,612 (2011: $478,653) to Dorchester Life
Management Limited in return for Dorchester Life Management Limited administering cerlain
praducts offered by the Company. Certain overhead recharges were received from Dorchester Life
Management Limited of $872,299 (2011: $1,171,834).

The Company, Dorchester Life Management Limited and Dorchester Finance Limited are all wholly

owned subsidiaries of Dorchester Pacific Limited. There were no transactions (2011: NIL) which
occurred at nil or nominal value.
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17.

18.

RECONCILIATION OF NET SURPLUS AFTER TAXATION TO CASHFLOWS FROM OPERATING

ACTIVITIES

Net profit after movement in life insurance contract liabilities, life

investment contract liabilities and taxation

Add/(less} non-cash items:

Non-cash movement in reverse mortgages
Net unrealised (gains)/iosses on investments
Policyholder liabilities

Pravision for impairment

Add/(less) movements in working capital items:
Receivables
Other payables

Add Working Capital items treated as investing activities

Add Working Capital items treated as financing activities
Net cash outflow from operating activities

SIGNIFICANT EVENTS AFTER BALANCE DATE

There were no significant events after Balance Date.
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2012 2011
$'000 $'000
1,127 1,244

(2,127) (2,325)

(1,131) (1,645)
(178) (258)

27 (53)

- 23

(717) (1,369)
(62) (115)
1,565 2,026
(1,496) (2,472)




DPL INSURANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 MARCH 2012

19.

LIFE INSURANCE RELATED DISCLOSURES
a.} Policyholder liabilities

Life insurance contract liabilities
Opening life insurance contract liabilities

Decrease in life insurance gontract liabifities recognised in the statement

of comprehensive income

Decrease in premium revenues recognised in the statement of
comprehensive income

Decrease in interest income recognised in the statement of
comprehensive income
Closing life insurance contract liabilities

Policyholder liabilities contain the following components:
Future policy benetits

Future bonuses

Future expenses

Future profit margins

Balance of future premiums

Re-insurance

Cost of bonus

Life insurance contracts with a discretionary participation feature — the
amount of the liabilities that relates to guarantees

Other contracts with a fixed or guaranteed termination value - current
termination value

Life investment contracts at fair value through profit or loss

Opening life investment contract liabilities at fair value through profit or
loss

Increase in life investment contract liabilities recognised in profit or loss
Contributions

Withdrawals

Activity, plan and establishment fees

Closing life investment contract liabilities held by the life insurance
business

Expected to be realised in more than 12 months

2012 2011
$'000 $'000
3,048 3,100

479 60
(138) (48)
(36) (64)
3,353 3,048
6,187 4,224
40 38
408 255
151 92
(3,435) (1,570)
2 2

- 7
3,353 3,048
433 388
2,341 2,450
18,835 19,041
655 749
6,824 6,963
(6,270) (6,092)
(1,692) (1,826)
18,352 18,835
18,352 18,835

The benefits offered under the Company's unit-linked investment contracts are based on the relurns
of selacted equities and debt securities. This investment mix is unique, and it cannot be associated

to an individual benchmark index with a sufficiently high correlation.
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18.

LIFE INSURANCE RELATED DISCLOSURES (contiried]

a.) Policyholder liabilities {continued)

All financial liabilittes at fair value through profit and loss are designated by the Company to be in this

measuremeant category.

The liabilities originated from unit-linked contracts are measured in reference to their respective
underlying assets of these contracts. Changes in the credit risk of the underlying asseis do not
impact the measurement of the unit-linked liabilities. The maturity value of these financia! liabilities is

determined by the fair value of the linked assets, at maturity date,

2012 2011
b.) Policyholder liabilities $'000 $'000
Annuities 1,976 2,034
Endowment 473 432
Whole of life 549 298
Provision for bonuses and future margins 152 92
Consumer credit protection & key person loan protection o7 133
Accidental death/redundancy 45 G
Term of life 10 3
Claims provision 50 50
Supeilife policies 8,877 9,096
Life bond policies - life bond reserve 11 19
Superannuation Funds:
NZPP Payroll Supsrannuation Fund (Pension) 34 35
NZPP Payroli Superannuation Fund {Lump Sum) 54 53
NZPP Personal Superannuation Fund (Pension) 116 134
NZPP Personal Superannuation Fund (Lump Sum) 9 8
NZFP Portable Superannuation Fund (Pension) 483 565
NZPP Portable Superannuation Fund (Lump Sum) 4 4
NZPP Employses Superannuation Scheme : 1,527 1,714
Super Bond Retirement Pian 7,008 6,979
Invincible Superannuation Plan 157 151
Dorchester Life Group Superannuation Plan 73 76
21,705 21,883

The policy liabilities in respect of annuities, endowment, whole of life, term life, super life and life
bond have been established in accordance with the policy conditions and maintained at a level

equivalent to obligalions due to policy holders as maturily or partial benefits,

Dorchester Life Trusiees Limited, as trustee of all the superannuation funds, invests in a life policy
issued to the trustees by DPL Insurance Limited. During the year the Company received premiums,
paid claims and invested the funds for the superannuation schemes outlined above. All investments

and bank accounts of these funds are recorded in the name of DPL Insurance Limited.

The super life policy liabilities are equal to the super life retirement fund. The super life fund has

been established by DPL Insurance Limited in accordance with the policy conditions and is

maintained at a level equal to the obligations due to super life policyholders as maturity or partial

benefits.
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19.

LIFE INSURANCE RELATED DISCLOSURES (continued)
b.) Pollcyholder Liabllities (continued)

The life bond policy liabilities are separated into two reserves, the premium reserve fund and the life
bond reserve. The premium reserve fund has been established by DPL Insurance Limited in
accardance with the palicy conditions and is maintained at a level equal to the obligations due to life
bond policyholders as maturity or partial benefits as at 31 March 2012,

A life reserve has been created from investment earnings and is attributable to the superannuation
funds and Superlife policies.

¢.) Disaggregated information

The business undsrtaken and policies accepted by DPL Insurance Limited are a combination of
investment linked and non-invastment linked. Investment linked business is business for which the
life insurer issues a contract where the benefit amount is directly linked to the market value of the
investments held in the particular investment linked fund. Non-investment linked business is life
insurance business othar than investment linked business.

Non-

Invesiment Investment
2012 ($'000) Linked Linked Total
Premium income - 724 724
Investment income 1,131 2,148 1,131
Claims expense - (1) 91)
Annuities paid - (125) {125)
Other operating expenses 592) (1,477} {2,069)
Investment revenues allocated to policyholders (591) - (591)
Net profit before taxation (52) 1,179 1,127
Taxation - - -
Net profit after taxation (52) 1,179 1,127
Policy liahilities {18,352} (3,353) {21,705)
Investment assets 18,644 21,803 40,447
Other assets 1,166 1,187 2,353
Other liabilities 221 {(8,103) (7,882)
Retained earnings 2,320 6,056 8,376
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19.  LIFE INSURANCE RELATED DISCLOSURES /continued)

¢.) Disaggregated information (confinuead)

Non-

Investment Investment
2011 ($'000) Linked Linked Total
Premium income - 486 486
Investment income 1,683 2,325 4,008
Claims expense - 54 54
Annuities paid - 143 143
Other operating expenses 1,066 1,238 2,304
Invesiment revenues allocated to policyholders 749 - 749
Net profit before taxation {132) 1,376 1,244
Taxation - - -
Net profit after taxation (132) 1,376 1,244
Policy liabilities {18,835) (3,048) (21,883)
Investment assets 18,838 24,544 43,382
Other assets 1,251 11 1,262
QOther liabilities (27) (12,951) (12,978)
Retained earnings 2,372 4 877 7,249

d.) Managed funds and other fiduciary activities

DPL Insurance Limited acts as an investment manager for a numbet of superannuation funds. The
assets and liabilities of these funds are included in the financial statements. Arrangements exist to
ensure the activities of the superannuation funds are managed independently from the other
activities of the company.

e.) Life insurance rigk

The life insurance business of the Company involves a number of non-financial risks concerned with
the pricing, acceplance and management of the mortality, and longevity risks accepted from
policyholders. Financial risks involving the Company are in note 14 above. insurance risks are
controlled through the use of underwriting procedures and adequate premium rates and policy
charges, all of which are approved by the Actuary. Tight conirols are also maintained over claims
management practices to ensure the correct and timely payment of insurance claims.

Terms and conditions of life insurance confracts

The nature of the terms of the insurance contracts written by the Company is such that certain
external variables can be identified on which related cashflows far claim payments depend. The
tables below provide an overview of the key variabigs upon which the amount of related cashillows
are dependent.
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19. LIFE INSURANCE RELATED DISCLOSURES (confinued]
e) Life Insurabce Risk (continued)

Type of contract

Details of the contract
workings

Natdre of
compensation for
claims

Key variables affecting
cash flows

Non-participating life
insurarnce contracts
with fixed and
guaranteed terms

Benefits paid an death
or maturity are fixed

Benefits, defined by the fMortality, lapses,

insurance contract, are

and guaranteed and not]determined by the
at the discretion of the {contract and are not

issuer

directly affected by the
performance of
underlying assets or the
performance of the
contracts as whole.

expenses and market
earnings on assets
hacking the liabilities.

with discretionary
participating benefits
(endowment and whole
of life)

Life insurance contractsT

These policies include
a clearly defined initial
guaranteed sum
assured which is
payable on death. The
guaranteed amount is a
multiple of the amount
that is increased
throughout the duration
of the policy by the
addition of regular
bonuses annually
which, once added, are
not removed. Regular
bonuses are also
added retrospectively.

Benelits arising from
the discretionary
participation feature are
based on the
performance of a
specified poal of
contracts or a specified
type of contract.

Mortality, lapses,
expenses and market
earnings on assels
backing the liabilities.

Life Annuity Contracts

sr—

These policies provide

guaranieed regular
payments to the life
assured.

The amount of the
payment is set at
inception of the policy.

Longevity, expenses and
market earnings on
assets backing the
liabilities.

Variations in claim levels will affect reported profit and equity. The impact may be magnified if the
variation leads fo a change in actuarial assumptions which cannof be absorbed within the present
value of planned margins for a group of related products.

Insurance risk may anse through the reassessment of the incidence of claims, the trend of future
claims and the effect of unforeseen diseases or epidemics. Insurance risk is controlled by ensuring
underwriting standards adequately identify potential risk, retaining the right to amend premiums on
risk policies where appropriate. The experience of the Company's life insurance business is reviewed

reguiarly,

Concentration of insurance risk
The Gompany aims to maintain a porttolio of policyholders with a broad spread of insurance risk

types, ages, sexes, occupation classes and geographic locations, The Company uses reinsurance to
limit the insurance risk exposure for any ane individual,
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19.

e.)

LIFE INSURANCE RELATED DISCLOSURES (continued)

Life Insurance Risk (continueg)

Sensitivity analysis

The liabilities included in the reported results are calculated using certain assumptions about key
variables as disclosed above. Sensitivity analysis is conducted to assess the impact of actual
experience being different to that assumed in the calculation of liabifities. Movements in any variable
will impact the profit and net assets of the Company. The tables below describe how a change in
actual experience relative to that expected will effect next financial year's expected shareholder

profit.

Varjable
Expense risk

Interest rate risk

Mortality rates

Discontinuance

Market Risk -

Irpact oi movement in undetlying variable

An increase in the level or inflationary growth of expenses over assumed
levels will decrease profit and shareholders equity

Depending on the profile of the investment portiolio, the investment income
of the Company will decrease as interest rates decrease. This may be offsaet
to an extent by changes in the market value of fixed inlerest investments.
The impact on profit and shareholder equity depends on the relative profiles
of assets and liabilities, to the extent that these are not matched.

For insurance contracts providing death benefits, greater mortality rates
would lead to higher levels of claims, increasing associated claims cost and
therelore reducing profit and shareholder equity

The impact of discontinuance rate assumption depends on a range of
factors including the type of contract, the surrender value basis (where
applicable) and the duration in force. For example, an increase in
discontinuance rates at earlier durations of life insurance contracts usually
has a negative effect on profit and shareholder equity. However, due to the
interplay between the factors, there is not always an adverse cutcome from
an increase in discontinuance rates.

For benefits which are not contractually linked to the underlying assets, the
Company is exposed to Market Risk
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19,

LIFE INSURANCE RELATED DISCLOSURES (continued)

Lite Insurance Risk {continued)

The table below illustrates how changes in key assumptions would impact the reported profit and

liabilities of the Company

As at 31 March 2012 — Result of change in assumptions
Ettect on Policy Liability

$'000

Market risks

Increase in interest rates of 1% {341)
Decrease in interest rates of 1% 391

Insurance risks

Increase in expenses of 10% 1
Decrease in expenses of 10% (1)
Decrease in mortality by 10% 320
increase in mortality by 10% 26

Worsening of discontinuance rate by 10% -
Impravement in discontinuance rate by 10% -

As at 31 March 2011 — Result of change in assumptions
Eftect on Palicy Liability

$'000

Market risks

increase in interest rates of 1% (184)
Decrease In interest rates of 1% 208

Insurance risks

Increase in expenses of 10% 1
Decrease in expenses of 10% (1)
Decrease in mortality by 10% 31
Increase in mortality by 10% 31

Worsening of discontinuance rate by 10% -
Improvement in discontinuance rate by 10% .
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Effect on Future Profit
Margins

{9)
10

(78)
78
{64)
452
91
(98)

Eftect on Future Profit
Margins

(5)
8

{21)
21
(1)
61
17

(18)



