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This publication has been designed to serve as a “best practice” set of financial statements
for a full reporting profit oriented entity in New Zealand. It uses a fictitious company,
Diverse Group Limited (Diverse), to illustrate how financial statements should be prepared
and presented in accordance with the New Zealand equivalents to International Financial
Reporting Standards (NZ IFRS). We hope you will find this publication useful in putting into
perspective the disclosure and presentation requirements of NZ IFRS and as a reference
source in preparing your own financial statements.

If you have any queries on NZ IFRS or other financial reporting issues, KPMG will be happy
to provide any assistance that you require. Please do not hesitate to contact us or any of
our specialist staff listed on the back cover

Sanel Tomlinson Simon Lee
Partner KPMG National Technical Director
ACCOUNTING ADVISORY SERVICES ACCOUNTING ADVISORY SERVICES
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About this publication

These illustrative financial statements have been produced by the KPMG International Financial Reporting Group (part of
KPMG IFRG Limited) and updated by KPMG New Zealand’'s Accounting Advisory Services division for New Zealand
specific disclosure requirements. The views expressed herein are those of the KPMG International Financial Reporting
Group and KPMG New Zealand.

Content

The purpose of this publication is to assist you in preparing financial statements in accordance with the New Zealand
equivalents to International Financial Reporting Standards (NZ IFRS). It illustrates one possible format for financial
statements, based on a fictitious multinational corporation, Diverse Group Limited and subsidiaries. The corporation is
not a first-time adopter of NZ IFRS.

This publication reflects NZ IFRS in issue at 1 October 2011 that are required to be applied by an entity with an annual
period beginning on 1 January 2011. NZ IFRS and FRS that are effective for annual periods beginning after 1 January
2011 have not been adopted early in preparing these illustrative financial statements. However, some example
disclosures for the early adoption of certain new standards and amendments are included in the appendices to these
illustrative financial statements.

This publication does not illustrate NZ IFRS 4 Insurance Contracts, NZ IFRS 6 Exploration for and Evaluation of Mineral
Resources, NZ |AS 26 Accounting and Reporting by Retirement Benefit Plans or NZ |IAS 34 Interim Financial Reporting.

This publication illustrates only the financial statements component of a financial report. However, typically a financial
report will include at least some additional commentary by management in accordance with the Companies Act 1993
and the Financial Reporting Act 1993.

NZ IFRS and their interpretation change over time. Accordingly, these illustrative financial statements should not be
used as a substitute for referring to the standards and interpretations themselves.

References

The illustrative financial statements are on the odd-numbered pages of this publication. The even-numbered pages
contain explanatory comments and notes on the disclosure requirements of NZ IFRS. The illustrative examples, together
with the explanatory notes, are not intended to be seen as a complete and exhaustive summary of all disclosure
requirements that are applicable under NZ IFRS.
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Abbreviations

The following abbreviations are used in these lllustrative financial statements:

ASX
C93
EPS
FRA
FRS
FCTR
FX
GAAP
IAS
IASB
IFRIC
IFRS
NZ GAAP
NZ IAS
NZ IFRIC
NZ IFRS
Nz SIC
NZX
PAYE
PBE
SAR

SPE
XRB

Australian Stock Exchange

Companies Act 1993

Earnings Per Share

Financial Reporting Act 1993

Financial Reporting Standards

Foreign Currency Translation Reserve

Foreign Exchange

Generally Accepted Accounting Practice

International Accounting Standards

International Accounting Standards Board

International Financial Reporting Interpretations Committee Interpretations
International Financial Reporting Standards

New Zealand Generally Accepted Accounting Practice

New Zealand equivalents to International Accounting Standards

New Zealand equivalents to International Financial Reporting Interpretations Committee Interpretations
New Zealand equivalents to International Financial Reporting Standards
New Zealand equivalents to Standing Interpretations Committee Interpretations
New Zealand Stock Exchange

Pay As You Earn Tax

Public Benefit Entity

Share Appreciation Rights

Special Purpose Entity
External Reporting Board






Diverse Group Limited financial statements 6
December 2011

Note Reference Explanatory note

1. NZIAS 1.10 In these illustrative financial statements, the titles of the statements are consistent with the
titles used in NZ IAS 1 Presentation of Financial Statements (2007). However, these terms are
not mandatory and different titles are permitted.

2. The difference between the single-statement approach and the two-statement approach with
respect to the statement of comprehensive income is further explained in explanatory note 1
on page 14 that accompanies the statement of comprehensive income.

3. NZIAS 1.NZ14.1 Financial statements may be published as part of a financial report which includes financial
statements, non-financial statements such as statements of service performance and
supplementary information which is additional to the information in financial and non-financial
statements.

4. NZ IAS 1.NZ46.1 Where an entity has published prospective financial statements for the period of the financial
statements, the entity shall present a comparison of the prospective financial statements
with the historical financial statements being reported. Explanations for major variations shall
be given.

NZ IAS 1.NZ46.2 Financial Reporting Standard no 42: Prospective Financial Statements defines general
purpose prospective financial statements and gives guidance on the meaning of prospective
information expressed solely in general terms. Legislative or other requirements may require
a comparison with originally published information, the most recently published information,
or both.
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Note Reference Explanatory note

Section 211(1)(k) of the Companies Act 1993 requires the financial statements to be signed

1. C93
and dated on behalf of the Board by two directors unless there is only one director.

Section 10(1)(b) of the Financial Reporting Act 1993 also requires the financial statements to
be signed and dated on behalf of the Board by two directors unless there is only one
director. (Section 13(1)(b) contains the same requirement in respect of group financial
statements).

Although many companies place these signatures at the bottom of the statement of financial
position this is not a requirement of the act. This approval may be made anywhere in the
financial statements.

2. FRA
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Directors’ declaration

In the opinion of the directors of Diverse Group Limited, the financial statements and notes on pages 11 to 219:

e comply with New Zealand generally accepted accounting practice and give a true and fair view of the financial position
of the Company and Group as at 31 December 2011 and the results of their operations and cash flows for the year
ended on that date; and

e have been prepared using appropriate accounting policies, which have been consistently applied and supported by
reasonable judgements and estimates.

The directors believe that proper accounting records have been kept which enables, with reasonable accuracy, the
determination of financial position of the Company and Group and facilitates compliance of the financial statements with the
Financial Reporting Act 1993.

The directors consider that they have taken adequate steps to safeguard the assets of the Company and the Group, and to
prevent and detect fraud and other irregularities. Internal control procedures are also considered to be sufficient to provide
a reasonable assurance as to the integrity and reliability of the financial statements.

For and on behalf of the Board of Directors:1’ 2

K Johns A Ruttle
Director Director
14 February 2012 14 February 2012
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Note Reference Explanatory note

1. NZ IAS 1.45 The presentation and classification of items in the financial statements is retained from one
period to the next unless the changes are required by a new standard or interpretation, or it is
apparent, following a significant change to an entity’s operations or a review of its financial
statements, that another presentation or classification would be more appropriate. The entity
also considers the criteria for the selection and application of accounting policies in NZ IAS 8
Accounting Policies, Changes in Accounting Estimates and Errors.

2. NZ IAS 1.55, 58 Additional line items, headings and subtotals are presented separately in the statement of
financial position when such presentation is relevant to an understanding of the entity’s
financial position. The judgement used is based on an assessment of the nature and liquidity
of the assets, the function of assets within the entity, as well as the amounts, nature and
timing of liabilities. Additional line items may include, for example, prepayments as illustrated
here.

NZIAS 1.57 NZ IAS 1 Presentation of Financial Statements (2007) does not prescribe the order or format
in which an entity presents items. Additional line items are included when size, nature or
function of an item or aggregation of similar items is such that separate presentation is
relevant to an understanding of the entity’s financial position and the descriptions used. The
ordering of items or aggregation of similar items may be amended according to the nature of
the entity and its transactions to provide information that is relevant to an understanding of
an entity’s financial position.

3. NZ IAS 1.10, 39 An additional statement of financial position and related notes are presented as at the
beginning of the earliest comparative period following a change in accounting policy, the
correction of an error, or the reclassification of items in the financial statements. The
standard provides no further guidance in terms of how the above requirement should be
interpreted. In our view, the requirement to present a third statement of financial position
should be interpreted having regard to materiality based on the particular facts and
circumstances. In our view, the requirement for related notes should be interpreted as
requiring disclosure of those notes that are relevant to the reason why the third statement of
financial position is presented i.e. not all notes are required in every circumstance.

4. See explanatory note 2 on page 12

5. NZ IAS 1.60, 61 In these illustrative financial statements we have presented current and non-current assets,
and current and non-current liabilities as separate classifications in the statement of financial
position. An entity may present its assets and liabilities broadly in order of liquidity if such
presentation provides reliable and more relevant information. Whichever method of
presentation is adopted, for each asset and liability line item that combines amounts
expected to be recovered or settled within (1) no more than 12 months after the reporting
date, and (2) more than 12 months after the reporting date, an entity discloses in the notes
the amount expected to be recovered or settled after more than 12 months.

6. NZIAS 1.54(n), 12.71  An entity offsets current tax assets and current tax liabilities only if it has a legally
enforceable right to set off the recognised amounts, and intends to realise the asset and
settle the liability on a net basis simultaneously.

7. See explanatory note 5 on page 12




Reference
NZ IAS 1.10(a),
NZIAS 1.113

NZ IAS 1.54(a)
NZ IAS 1.54(c)
NZ IAS 1.54(f)

NZ IAS 1.54(h)

NZ IAS 1.54(b),
17.49
NZ IAS 1.54(e),
28.38

NZ IAS 1.54(d)

NZ IAS 1.54(0), 56

NZ IAS 1.60

NZ IAS 1.54(g)
NZ IAS 1.54(f)

NZ IAS 1.54(d)

NZ IAS 1.54(n)
NZ IAS 1.54(h)
NZ IAS 1.55

NZ IAS 1.54(i)

NZ IFRS 5.38, 40
NZ IAS 1.54())

NZ IAS 1.60
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As at 31 December

Statement of financial position"”

Group

31 December 31 December

Company
1January 31 December

31 December

In thousands of New Zealand Dollars Note 2011 2010 2010° 2011 2010
Restated* Restated*

Assets
Property, plant and equipment 16 26,586 31,049 34,757 - -
Intangible assets and goodwill 17 6,226 4,661 5,429 - -
Biological assets 18 7,014 8,716 8,070 - -
Trade and other receivables 24 213 - - - -
Investment property 19 2,170 1,050 950 - -
Equity-accounted investees 20 2,025 1,558 1,140 - -
Oth_er investments, including 27 3,631 3,525 3212 i i
derivatives
Deferred tax assets’ 22 = 1,080 1,961 - -
Employee benefits 29 635 731 708 - -
Investment in subsidiaries 40 - - - 29,265 26,634

Non-current assets5 48,500 52,370 56,227 29,265 26,634
Inventories 23 12,867 12,119 12,716 - -
Biological assets 18 245 140 402 - -
Other investments, including 27 662 1032 821 i i
derivatives
Current tax assets’ - 240 - - -
Trade and other receivables 24 26,250 17,999 16,311 3,200 -
Prepayments 330 1,200 895 - -
Cash and cash equivalents 25 1,505 1,850 2,529 1,038 767
Assets held for sale’ 8 14,410 - - - -

Current assets’ 56,269 34,580 33,674 4,238 767

Total assets 6 104,769 86,950 89,901 33,503 27,401

*See note 2(e)lii)

The notes on pages 29 to 219 are an integral part of these financial statements.
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Note Reference Explanatory note
1. See explanatory note 2 on page 10.
2 NZIAS 1274 Deferred tax liabilities and assets are offset if the entity has a legally enforceable right to offset
’ ’ current tax liabilities and assets, and the deferred tax liabilities and assets relate to taxes levied by
the same tax authority on either:
e the same taxable entity; or
e different taxable entities, but these entities intend to settle current tax liabilities and assets on
a net basis, or their tax assets and liabilities will be realised simultaneously for each future
period in which these difference reverse.
3. See explanatory note 5 on page 10.
4. See explanatory note 6 on page 10.
5. NZ IFRS 5.40, Comparatives are not restated to reflect classification as held for sale or distribution at the end of
the reporting period.
N7 IAS 1.66 In our view, non-current assets, as well as assets and liabilities of disposal groups, classified as

held for sale or distribution are classified as current in the statement of financial position.
Consequently, presentation of a three-column statement of financial position with the headings
‘Assets/Liabilities not for sale’, ‘Assets/Liabilities held for sale’ and ‘Total” with the assets and
liabilities held for sale or distribution included in non-current line items generally would not be
appropriate.




Reference

NZ IAS 1.10(a),
NZIAS 1.113

NZ IAS 1.54(r), 78(e)
NZ IAS 1.54(r), 78(e)
NZ IAS 1.55, 78(e)

NZ IAS 1.54(q), 27.27

NZ IAS 1.54(m)

NZIAS 20.24

NZ IAS 1.54(1)

NZ IAS 1.54(0), 56
NZ IAS 1.60

NZ IAS 1.54(n)
NZ IAS 1.54(m)
NZ IAS 1.54(k)
NZ IAS 1.54(k)
NZIAS 11.42(b)

NZ IAS 1.54(1)

NZ IFRS 5.38, 40,
NZ IAS 1.54(p)

NZ IAS 1.60
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Statement of financial position (continued)’

As at 31 December

Group Company
In thousands of New Zealand 31 December 31 December 1January 31 December 31 December
Dollars Note 2011 2010 20103 2011 2010
Restated* Restated *
Equity
Share capital 19,873 18,050 18,050 19,873 18,050
Reserves 980 326 322 (269) (280)
Retained earnings 21,477 14,159 10,567 3,653 4,776
Eg::?azt;rib“tab'e to owners of the 42,330 32,535 28,939 23,257 22,546
Non-controlling interest 1,666 853 601 - -
Total equity 26 43,996 33,388 29,540 23,257 22,546
Liabilities
Loans and borrowings 28 20,942 16,142 21,478 8,315 3,262
Derivatives 34 20 5 - - -
Employee benefits 29, 30 982 841 2,204 - -
Other payables 33 270 - - 270 -
Deferred income/revenue 31 1,424 1,462 - - -
Provisions 32 1,010 400 6382 - -
Deferred tax liabilities” 22 2,091 1,242 1,436 46 .
Non-current Iiabilities3 26,739 20,092 25,800 8,631 3,262
Bank overdraft 25 334 282 303 - -
Current tax liabilities” 573 - 25 - -
Loans and borrowings 28 4,390 7,450 2,017 1,615 1,593
Trade payables 33 23,481 24,363 30,651
Other payables 33 8 7 9 - -
Deferred income/revenue 31 178 168 156 - -
Provisions 32 660 1,200 1,400 - -
Liabilities held for sale’ 8 4,410 - - - -
Current Iiabilities3 34,034 33,470 34,561 1,615 1,593
Total liabilities 6 60,773 53,662 60,361 10,246 4,855
Total equity and liabilities 104,769 86,950 89,901 33,503 27,401

*See note 2(e)(ii)

The notes on pages 29 to 219 are an integral part of these financial statements.
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Reference
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Explanatory note

1.

NZ IAS 1.10(b)

NZIAS 1.7, 81

A complete set of financial statements comprises, as one of its statements, a statement of
comprehensive income for the period.

Total comprehensive income is the changes in equity during a period other than those changes
resulting from transactions with owners in their capacity as owners, which is presented either in
e one statement, i.e., a statement of comprehensive income; or

e two statements, i.e., a separate income statement and a statement beginning with profit or
loss and displaying components of other comprehensive income.

This analysis is based on a single statement of comprehensive income. Appendix | provides an
illustration of the two statement approach.

NZ IAS 1.99

NZIAS 1.NZ 103.1

NZ IAS 1.87

An entity presents an analysis of expenses based on function or nature. Individual material items
are classified in accordance with their nature or function, consistent with the classification of
items that are not material individually. In these illustrative financial statements, this analysis is
based on functions within the entity.

PBEs that have elected the analysis of expenses based on the function of expenses may disclose
expenses classified by output and are not required to disclose cost of sales. Outputs are defined
as the goods and services produced by the entity. Similar individual outputs can be aggregated.
However, the entity still needs to disclose additional information on the nature of expenses,
including depreciation, amortisation and employee benefits expenses.

No items of income and expense may be presented as “extraordinary”. The nature and amounts
of material items are disclosed as a separate line item in the statement of comprehensive income
or in the notes.

NZ IAS 1.85

An entity presents additional line items, headings and subtotals when this is relevant to an
understanding of its financial performance.

NZ IFRS do not specify whether revenue can be presented only as a single line item in the
statement of comprehensive income, or whether an entity also may include the individual
components of revenue in the statement of comprehensive income, with a subtotal for revenue
from continuing operations. In these illustrative financial statements we have presented revenue
as one line item.

NZ IAS 28.38

An entity presents separately its share of any discontinued operations of its associates.

NZ IFRS 5.33(b)

An entity discloses revenue, expenses and the pre-tax profit or loss from discontinued
operations; tax on the profit or loss from discontinued operations; the gain or loss on the
disposal or measurement to fair value less costs to sell; and tax on that gain or loss. In these
illustrative financial statements we have illustrated this analysis in the notes. An entity also may
present this analysis in the statement of comprehensive income, in a section identified as
related to discontinued operations. For example, a columnar format presenting the results from
continuing and discontinued operations in separate columns is acceptable.

NZ IAS 1.82(g),(h)

An entity presents each component of other comprehensive income by nature. The only exception
to this principle relates to equity-accounted investees. An entity’s share of the other
comprehensive income of an equity-accounted investee is presented as a separate line item
separately from the other components of other comprehensive income. In these illustrative
financial statements, the equity-accounted investee has just one item of other comprehensive
income, hence the specific description for the line item.

NZ IAS 1.94

An entity may present reclassification adjustments directly in the statement of comprehensive
income or in the notes. This analysis is based on presentation directly in the statement of
comprehensive income.

NZ IAS 1.91

Individual components of other comprehensive income may be presented either net of related tax
effects, or before related tax effects with an aggregate amount presented for tax. In these
illustrative financial statements, we have illustrated the latter approach.




Reference

NZIAS 1.10(b), 81(a)

NZ IAS 1.82(a)
NZ IAS 1.99, 103, 2.36(d)
NZIAS 1.103

NZ IAS 1.99, 103

NZ IAS 1.99, 103

NZ IAS 1.99, 103, 38.126
NZIAS 1.99,103

NZ IAS 1.85

NZ IAS 1.82(b)

NZ IAS 1.82(c), 28.38
NZ IAS 1.85

NZIAS 1.82(d), 12.77
NZ IAS 1.85

NZ IFRS 5.33(a),
NZIAS 1.82(e)

NZ IAS 1.82(f)

NZ IAS 1.82(g), 21.52(b)

NZIAS 28.39

NZ IAS 1.82(g)

NZ IAS 1.82(g)
NZ IAS 1.82(g)

NZ IFRS 7.23(c)

NZ IFRS 7.23(d),
NZIAS 1.92

NZ IFRS 7.20(a)(ii)

NZ IFRS 7.20(a)(ii),

NZ IAS 1.92

NZ IAS 1.82(g), 19.93B
NZ IAS 1.91(b)

NZ IAS 1.85
NZ IAS 1.82(i)
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Statement of comprehensive income

For the year ended 31 December

1,2,3

Group Company
In thousands of New Zealand Dollars Note 2011 2010 2011 2010
Restated*
Continuing operations
Revenue’ 10 102,716 96,636 1,936 2,500
Cost of sales’ (55,708) (56,186) - -
Gross profit 47,008 40,450 1,936 2,500
Other income 11 1,095 315 - -
Distribution e><penses2 (17,984) (18,012) - -
Administrative expenses2 (17,142) (15,269)  (1,086) (1,963)
Research and development e><penses2 (1,109) (697) - -
Other expenses 12 (860) (30) (326) -
Results from operating activities 11,008 6,757 524 537
Finance income 1,161 480 - -
Finance costs (1,707) (1,646) (524) (537)
Net finance costs 15 (546) (1,166) (524) (537)
Share of profit of equity accounted investees,
net of tax 20 467 587 - -
Profit before tax 10,929 6,178 - -
Tax expense 22 (2,864) (1,602) - -
Profit from continuing operations 8,065 4,576 - -
Discontinued operation
Profit/(loss) from discontinued operation,
net of tax ° 7 379 (422) - -
Profit for the year 8,444 4,154 = -
Other comprehensive income’
Foreign currency translation differences -
foreign operations 670 368 - -
Foreign currency translation differences -
equity-accounted investees (159) (169)
Reclassification of foreign currency
differences on loss of significant influence (20) - - -
Net loss on hedge of net investment in
foreign operation 15 (3) (8) = -
Revaluation of property, plant and equipment 16 200 - - -
Effective portion of changes in fair value of
cash flow hedges 15 (62) 77 - -
Net change in fair value of cash flow hedges
transferred to profit or loss® 15 (31) (11) - -
Net change in fair value of available-for-sale
financial assets 15 199 94 - -
Net change in fair value of available-for-sale
financial assets transferred to profit or loss® 15 (64) - - -
Defined benefit plan actuarial gains (losses) 30 72 (15) = -
Tax on other comprehensive income” 22 (88) (41) - -
Other comprehensive income for the year, net of tax 714 295 - -
Total comprehensive income for the year 9,158 4,449 - -

*See note 2(e)(ii)

The notes on pages 29 to 219 are an integral part of these financial statements.
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Note  Reference Explanatory note

1. NZ IAS 33.73 Earnings per share based on alternative measures of earnings also may be given if considered
necessary, but should be presented in the notes to the financial statements only and not in the
statement of comprehensive income.

2. NZ IAS 33.67, 69 Basic and diluted earnings per share are presented even if the amounts are negative (a loss per

share). Diluted earnings per share also are presented even if it equals basic earnings per share and
this may be accomplished by the presentation of basic and diluted earnings per share in one line
item.




Reference

NZ IAS 1.83(a)(ii)
NZIAS 1.83(a)fi)

NZ IAS 1.83(b)(ii)
NZ IAS 1.83(b)(i)

NZ IAS 33.66

NZ IAS 33.66

NZ IAS 33.66

NZ IAS 33.66
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Statement of comprehensive income (continued)

For the year ended 31 December

Group Company
In thousands of New Zealand Dollars Note 2011 2010 2011 2010
Restated*
Profit attributable to:
Owners of the Company 7,847 3,924 - -
Non-controlling interest 597 230 - -
Profit for the year 8,444 4,154 - -
Total comprehensive income attributable to:
Owners of the Company 8,534 4,197 - -
Non-controlling interest 624 252 - -
Total comprehensive income for the period 9,158 4,449 - -
Earnings per share'
. . 2
Basic earnings per share (New Zealand Dollars) 27 2.40 1.14
) . 2
Diluted earnings per share (New Zealand Dollars) 27 2.29 1.13
Continuing operations
Basic earnings per share (New Zealand Dollars)2 27 2.28 1.28
Diluted earnings per share (New Zealand DoIIars)2 27 2.18 1.27

*See note 2(e)(ii)

The notes on pages 29 to 219 are an integral part of these financial statements.




Note

Reference
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Explanatory note

NZ IAS 1.80

An entity without share capital, e.g. a partnership, discloses information equivalent to that
required for other entities, disclosing movements during the period in each category of equity
interest, and the rights, preferences, and restrictions attaching to each category of equity interest.

NZIAS 1.106(b)

When a change in accounting policy, either voluntarily or as a result of the initial application of a
standard, has an effect on the current period or any prior period, an entity presents the effects of
retrospective application recognised in accordance with NZ IAS 8 in the statement of changes in
equity. The illustrative examples to NZ IAS 1 demonstrate this in relation to a change in
accounting policy.

NZ IAS 1.106A

Entities may present the disaggregation of changes in each component of equity arising from
transactions recognised in other comprehensive income in either the statement of changes in
equity or in the notes. In these illustrative financial statements, we present this information in the
notes.

NZ IAS 32.33

An entity presents own shares purchased as a deduction from equity. Consideration received
when own shares held are reissued is presented as a change in equity, and no gain or loss is
recognised. NZ IFRS do not mandate a specific method of allocation, however, given that shares
in New Zealand are of no par value, the consideration received would be recognised in Share
Capital.

NZ IFRS 2 Share-based Payments does not address specifically how share-based payment
transactions are presented within equity, e.g. whether an increase in equity in connection with a
share-based payment transaction is presented in a separate component within equity or within
retained earnings. In our view, either approach is acceptable. In these illustrative financial
statements the increase in equity recognised in connection with a share-based payment
transaction is presented within retained earnings.

When equity instruments of a subsidiary have been granted to a counterparty in a share-based
payment arrangement, the credit entry in equity in the consolidated financial statements of the
parent is allocated to non-controlling interest. This is because the definition of non-controlling
interest in NZ IAS 27 Consolidated and Separate Financial Statements refers to “the equity in a
subsidiary not attributable, directly or indirectly, to a parent”.
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- a1
Statement of changes in equity
Reference For the year ended 31 December 2010
NZ IAS 1.108, 109 | Group Attributable to owners of the Company
Fair Revalua Reserve Non-
Share Translation Hedging value tion for own Retained controlling Total
In thousands of New Zealand Dollars Note capital reserve reserve  reserve reserve shares earnings Total interest equity
Balance at 1 January 2010 18,050 (129) 434 17 - - 10,534 28,906 601 29,507
Impact of change in accounting policies2 2(e)(ii) - - - - - - 33 33 - 33
Restated balance at 1 January 2010 18,050 (129) 434 17 - - 10,667 28,939 601 29,540
Total comprehensive income for the year
NZ IAS 1.106(d)(i) Profit for the year - - - - - - 3,924 3,924 230 4,154
NZ IAS 1.106A Total other comprehensive income3 22,26 - 169 47 68 - - (11) 273 22 295
NZ IAS 1.106(a) Total comprehensive income for the year - 169 47 68 - - 3,913 4,197 252 4,449
Transactions with owners of the
Company
Contributions by and distributions to
owners of the Company
Own shares acquired4 26 - - - - - (280) (280) - (280)
NZ IAS 1.106(c)iii) | Dividends paid 26 - - - - - - (571) (571) - (571)
Share-based payment transactions’ 30 - - - - - - 250 250 - 250
NZ IS 1.106(d)i) Total contributions by and distributions to i i i i i
owners of the Company (280) (321) (601) - (601)
Restated balance at 31 December 2010 18,050 40 481 85 - (280) 14,159 32,535 853 33,388
The notes on pages 29 to 219 are an integral part of these financial statements.




Note

Reference
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Explanatory note

NZ IAS 21.48C

When the relative interest of the parent and non-controlling interests change following a partial
disposal, the balance of any foreign currency translation reserve should be allocated between the
parent and non-controlling interests in order to reflect the new interests.

In our view, such a reallocation should be applied to all components of other comprehensive
income amounts.
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Statement of changes in equity (continued)
Reference For the year ended 31 December 2011
NZ IAS 1.108, 109 | Group Attributable to owners of the Company
Fair Revalua Reserve Non-
Share Translation Hedging value tion for own Retained controlling Total
In thousands of New Zealand Dollars Note Capital reserve reserve reserve reserve shares earnings Total interest  equity
Restated balance at 31 December 2010 18,050 40 481 85 - (280) 14,159 32,535 853 33,388
Total comprehensive income for the year
NZ IAS 1.106(a)(i) | Profit for the year - - - - - - 7,847 7,847 597 8,444
NZ IAS 1.106A Total other comprehensive income 22, 26 - 461 (67) 97 144 - 52 687 27 714
NZ IAS 1.106(a) Total comprehensive income for the year - 461 (67) 97 144 - 7,899 8,534 624 9,158
Transactions with owners of the Company
Contributions by and distributions to
owners of the Company
NZ IS 1.106(d)i) Issue‘owc Qrdmary shares related to business
combination 9 87 - - - - - - 87 - 87
NZ IAS 1.106(d)(ii) | Issue of ordinary shares 26 1,550 - - - - - = 1,550 = 1,550
Issue of convertible notes, net of tax 22,28 117 - 117 = 117
NZ IAS 1.106(d)i) | Own shares sold 26 19 - - - - 1 - 30 - 30
NZ IAS 1.106(d)iii) | Dividends paid 26 - - - - . . (1,243)  (1,243) - (1,243)
Share-based payment transactions 30 = = - - - - 755 755 - 755
Share options exercised 26 50 - - - - - - 50 - 50
NZ 1AS 1.106(di) Total contributions by and distributions to
owners of the Company 1,823 - - - - 1 (488) 1,346 - 1,346
Changes in ownership interests in
subsidiaries
| Acquisition of non-controlling interest without
NZ IAS 1.106(d)(iii) . 1
a change in control 9 - 8 - - - - (93) (85) (115) (200)
NZ IS 1.106(d)i) Acqwsmon of subsidiary with non-controlling
Interests 9 - - - - - - - - 304 304
Total transactions with owners of the 1,823 3 i i i 1 (581) 1,261 189 1,450
Company
Balance at 31 December 2011 19,873 509 414 182 144 (269) 21,477 42,330 1,666 43,996
The notes on pages 29 to 219 are an integral part of these financial statements.
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Reference
NZ IAS 1.108, 109

NZ IAS 1.106(d)(i)

NZIAS 1.106(a)

NZ IAS 1.106(d)(iii)
NZ IAS 1.106(d)(iii)
NZ IAS 1.106(d)(iii)

NZIAS 1.108, 109

NZ IAS 1.106(d)(i)

NZ IAS 1.106(a)

NZ IAS 1.106(d)(iii)

NZ IAS 1.106(d)(iii)

NZ IAS 1.106(d)(iii)
NZ IAS 1.106(d)(iii)
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Statement of changes in equity (continued)

For the year ended 31 December 2010

Company
Reserve

Share for own Retained
In thousands of New Zealand Dollars Note Capital shares earnings Total
Balance at 1 January 2010 18,050 - 5,347 23,397
Total comprehensive income for the year
Profit for the year - - B, ;
Total other comprehensive income - - - -
Total comprehensive income for the year - - - -
Transactions with owners of the Company
Contributions by and distributions to
owners of the Company
Own shares acquired 26 - (280) - (280)
Dividends 26 - - (571) (571)
Total transactions with owners of the Company - (280) (571) (851)
Balance at 31 December 2010 18,050 (280) 4,776 22,546
For the year ended 31 December 2011

Reserve

Share for own Retained
In thousands of New Zealand Dollars Note Capital shares earnings Total
Balance at 31 December 2010 18,050 (280) 4,776 22,546
Total comprehensive income for the year
Profit for the year - s s s
Total other comprehensive income c - - -
Total comprehensive income for the year - - - -
Transactions with owners of the Company
Contributions by and distributions to
owners of the Company
Issue of ordinary shares related to business
combination 9 87 - - 87
Issue of ordinary shares 26 1,550 - - 1,550
|ssue of convertible notes, net of tax 22, 28 117 - - 117
Own shares sold 26 19 11 - 30
Dividends 26 = = (1,243) (1,243)
Share-based payment transactions 30 - - 120 120
Share options exercised 26 50 - - 50
Total transactions with owners of the 1,823 11 (1.123) 1
Company
Balance at 31 December 2011 19,873 (269) 3,653 23,257

The notes on pages 29 to 219 are an integral part of these financial statements.




Diverse Group Limited financial statements 24
December 2011

Note  Reference Explanatory note

1. NZ IAS 7. NZ 24.1 When a cash flow item combines receipts and payments to present a net cash flow, a note
shall identify such a cash flow and shall provide reasons why these receipts and payments
have been set off.

2. N7 IAS 7 18 Cash flows from operating activities are to be reported using the direct method, whereby
major classes of gross receipts and payments are disclosed.

3. NZ IAS 7.50(b), (c) An entity is encouraged, but not required, to disclose:

e the aggregate amounts of the cash flows from each of operating, investing and
financing activities related to interests in joint ventures reported using proportionate
consolidation

e the aggregate amount of cash flows that represent increases in operating capacity
separately from those cash flows that are required to maintain operating capacity.

4. NZ IAS 7.22 Cash flows from operating, investing or financing activities may be reported on a net basis if
the cash receipts and payments are on behalf of customers and the cash flows reflect the
activities of the customer, or when the cash receipts and payments for items concerned turn
over quickly, the amounts are large and the maturities are short.

5. NZ IAS 7 31 NZ IFRS do not specify the classification of cash flows from interest and dividends received
and paid, and an entity is required to choose its own its own policy for classifying interest
and dividends paid as either operating or financing activities, and interest and dividends
received as either operating or investing activities. The presentation is selected to present
these cash flows in a manner that is most appropriate for the business of industry, if
applicable and the method selected is applied consistently.

6. In our view, to the extent that borrowing costs are capitalised in respect of qualifying assets,
the cost of acquiring those assets, which would include borrowing costs, should be split in
the statement of cash flows. In such circumstances, the interest paid will be included in
operating or financing activities depending on the entity’s accounting policy for presenting
interest paid in the statement of cash flows. This is consistent with the requirement to
classify separately the different components of a single transaction.

7. N7 IAS 7 35 Taxes paid are classified as operating activities unless it is practicable to identify them with,
and therefore classify them as, financing or investing activities.

8. In these illustrative financial statements, we have presented a consolidated statement of
cash flows that includes an analysis of all cash flows, i.e. including both continuing and
discontinued operations. Amounts related to discontinued operations by operating, investing
and financing activities are disclosed in the notes (see note 7). However, in our view, there
are numerous ways in which cash flows from discontinued operations may be presented.

9. Aggregate cash flows arising from obtaining or losing control of subsidiaries or other
businesses are presented separately as investing activities. However, in some cases
significant judgements may be needed to classify certain cash flows that relate to business
combinations, such as in respect of transaction costs, deferred consideration and contingent
consideration.

10. When a hedging instrument is accounted for as a hedge of an identifiable position, the cash
flows of the hedging instrument are classified in the same manner as the cash flows of the
position being hedged.

If hedge accounting is not applied to a derivative instrument that is entered into as an
economic hedge, then we prefer that the gains and losses on the derivative instrument not
be presented as an adjustment to revenues, cost of sales or other line items related to the
hedged item. However, in our view derivative gains and losses may be shown in the
statement of comprehensive income as either operating or financing items depending on the
nature of the item being economically hedged. In our view, the possibilities for the
presentation in the statement of comprehensive income also apply to the presentation in the
consolidated statement of cash flows.

1. NZIAS 7.NZ 49.1 PBEs must disclose when there are restrictions on the use of part or all of the cash.




Reference

NZ IAS 7.18(a)
NZ IAS 7.18(a)

NZ IAS 7.31,32
NZ IAS 7.31,32
NZ IAS 7.35
NZIAS 7.10

NZ IAS 7.31
NZIAS 7.31

NZ IAS 7.16(a)
NZIAS 7.21
NZ IAS 7.39

NZ IAS 7.21
NZ IAS 7.39

NZ IAS 7.16(a)
NZ IAS 7.16(a)

NZIAS 7.21

NZ IAS 7.6(a)
NZIAS 24.18
NZIAS 7.21
NZIAS 7.10

NZIAS 7.17(a)
NZIAS 7.17(c)

NZIAS 7.17(c)

NZ IAS 7.21
NZIAS 7.21
NZ IAS 7.16(h)

NZ IAS 7.21

NZIAS 7.42A
NZIAS 7.17(b)
NZIAS 7.17(d)
NZIAS 7.17(e)
NZ IAS 7.31
NZIAS 7.10

NZ IAS 7.28
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Statement of cash flows

For the year ended 31 December

1, 2,3

Group Company
In thousands of New Zealand Dollars Note 2011 2010 2011 2010
Cash flows from operating activities”
Cash receipts from customers 96,049 97,996 - -
Cash paid to suppliers and employees (88,839) (86,225) (1,086) (1,963)
Cash generated from operating activities 7,210 11,771 (1,086) (1,963)
Dividend received - - 1,936 2,500
Interest paid™ ° (1,604) (1,521) (362) (537)
Taxes paid7 (400) (1,400) - -
Net cash from operating activities 38 5,206 8,850 488 -
Cash flows from investing activities
Interest received’ 211 155 - -
Dividends received” 369 330 - -
Proceeds from sale of property, plant and
equipment 1,177 481 - -
Proceeds from sale of investments 987 849 - -
Disposal of discontinued operations, net of
cash disposed of 7 10,890 - - -
Loan to subsidiary 24 - - (3,200) -
Acquisition of subsidiary, net of cash acquired9 9 (2,125) - (2,500) -
Acquisition of equity-accounted investees 20 (600) - - -
Acquisition of property, plant and equipment (15,657) (2,228) - -
Acquisition of investment property 19 (300) (40) - -
Plantations and acquisitions of non-current
biological assets (305) (437) - -
Acquisitions of other investments (319) (2,411) - -
Dividends from equity-accounted investees 21 - - -
Development expenditure (1,235) (503) - -
Net cash used in investing activities (6,886) (3,804) (5,700) -
Cash flows from financing activities
Proceeds from issue of share capital 26 1,550 - 1,550 -
Proceeds from issue of convertible notes 28 5,000 - 5,000 -
Proceeds from issue of redeemable preference
shares 28 2,000 - 2,000 -
Proceeds from sale of own shares 26 30 - 30 -
Proceeds from excise of share options 26 50 - 50 -
Proceeds from settlement of derivatives 5 1 - -
Payment of transaction costs related to loans
and borrowings 28 (311) - (311) -
Acquisition of non-controlling interest 9 (200) - - -
Repurchase of own shares 26 - (280) - (280)
Repayment of borrowings (5,132) (4,445) (1,593) (1,860)
Payment of finance lease liabilities (454) (394) - -
Dividends paid" 26 (1,243) (571) (1,243) (571)
Net cash from (used in) financing activities 1,295 (5,679) 5,483 (2,711)
Net (decrease)/increase in cash and cash
equivalents (385) (633) 271 (2,711)
Cash and cash equivalents at 1 January 1,568 2,226 767 3,478
Effect of exchange rate fluctuations on cash
held (12) (25) = -
Cash and cash equivalents at 31 December"’ 25 1,171 1,568 1,038 767

The notes on pages 29 to 219 are an integral part of these financial statements.
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Note  Reference Explanatory note

The notes to the financial statements include narrative descriptions or break-downs of amounts
disclosed in the primary statements. They also include information about items that do not
qualify for recognition in the financial statements.

1. NZIAS 1.7
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Explanatory note

NZ IAS 1.36

When the entity changes its end of reporting period and annual financial statements are presented
for a period longer or shorter than one year, it discloses the reason for the change and the fact that
comparative amounts presented are not entirely comparable.

In this and other cases an entity may wish to present pro forma information that is not required
by NZ IFRS, for example pro forma comparative financial statements prepared as if the change in
the end of the reporting period were effective for all periods presented.

NZ IAS 1.NZ 15.1

NZIAS 1.NZ 114.1

NZIAS 1.NZ 15.2

NZ IAS 1.NZ 16.1,
NZ 16.2

An entity asserting compliance with NZ GAAP must describe the statutory base under which
the financial statements have been prepared, whether it is a profit oriented entity or a PBE and
a statement that the financial statements have been prepared in accordance with NZ GAAP. A
description of the financial reporting standards applied by the entity is required to be included.

The disclosures required by the above paragraph are normally presented at the beginning of
the notes.

A PBE not applying differential reporting would state: “The financial statements have been
prepared in accordance with NZ GAAP. They comply with New Zealand equivalents to IFRS,
and other applicable Financial Reporting Standards, as appropriate for PBEs.”

A PBE may assert compliance with IFRS. However, when applying New Zealand equivalents
to IFRS, the PBE considerations may lead to requirements that are inconsistent with the
corresponding IFRS requirement (preventing the PBE from asserting compliance).

NZ IAS 1.19, 20, 23

NZ IAS 1.NZ 19.1,
NZ 19.2

In extremely rare circumstances in which management concludes that compliance with a
requirement of a standard or an interpretation would be so misleading that it would conflict
with the objective of financial statements set out in the New Zealand Framework for the
Preparation and Presentation of Financial Statements, an entity may depart from the
requirement if the relevant regulatory framework requires or otherwise does not prohibit such
a departure. Extensive disclosures are required in these circumstances.

The Financial Reporting Act 1993 establishes the relevant regulatory framework for many
entities in New Zealand. Entities requiring to prepare financial statements in accordance with a
regulatory framework other than the Financial Reporting Act need to ascertain whether that
regulatory framework permits or prohibits departure from the requirements of NZ IFRS.

NZIAS 10.17

An entity discloses the date that the financial report was authorised for issue and who gave
that authorisation. If the entity’s owners or others have the power to amend the financial
statements after their issue, then an entity discloses that fact.

NZ IAS 1.25,
10.16(b)

NZIAS 1.NZ 26.1

An entity discloses any material uncertainties related to events or conditions that may cast
significant doubt upon the entity’'s ability to continue as a going concern, whether they arise
during the period or after the reporting date. An entity may wish to explain other uncertainties,
as illustrated. See Appendix IV for example disclosures for entities that have going concern
issues.

For PBEs there may be circumstances where the usual going concern test of liquidity and
solvency appears unfavourable but other factors suggest that the entity is nonetheless a going
concern. This could be:

e the power to levy rates or taxes may enable some entities to be considered as a going
concern even though they may operate with negative equity; or

e there may be multi-year funding agreements, or other agreements, in place that will
ensure the continued operation.

NZ IAS 21.53

NZIAS 21.54

If the consolidated financial statements are presented in a currency different from the parent
entity’s functional currency, then an entity discloses that fact, its functional currency, and the
reason for using a different presentation currency.

If there is a change in the functional currency of either the entity or a significant foreign
operation, then the entity discloses that fact together with the reason for the change.




Reference

NZ IAS 1.10(e)
NZ IAS 1.138(a), (b)

NZ IAS 1.51(a)-(c)

NZIAS 1.112(a)

NZIAS 1.16

NZIAS 10.17

NZIAS 1.117(a)

NZ IAS 1.51(d), (e)
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(a)

(b)

(c)

Notes to the financial statements

Reporting entity

Diverse Group Limited (the “Company”) is a company domiciled in New Zealand,
registered under the Companies Act 1993 and listed on the New Zealand Stock Exchange
("NZX"). The company is an issuer in terms of the Financial Reporting Act 1993.

Financial statements for the Company (separate financial statements) and consolidated financial
statements are presented. The consolidated financial statements of Diverse Group Limited as
at and for the year ended 31 December 201 1! comprise the Company and its subsidiaries
(together referred to as the “Group” and individually as “Group entities”) and the Group's
interest in associates and jointly controlled entities.

Diverse Group Limited primarily is involved in the manufacture of paper and paper-related
products, the cultivation of trees and the sale of wood products (see note 6).

Basis of preparation

Statement of compliance2

The 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 (“IFRS").°

The financial statements were authorised for issue by the Board of Directors on 14
February 2012.°

Basis of measurement

The financial statements have been prepared on the historical cost basis except for the
following material items in the statement of financial position:

e derivative financial instruments which are measured at fair value

e non-derivative financial instruments at fair value through profit or loss which are

measured at fair value

available-for-sale financial assets which are measured at fair value

biological assets which are measured at fair value less costs to sell

investment property which is measured at fair value

land and buildings which are measured at fair value

liabilities for cash-settled share-based payment arrangements which are measured at

fair value

e the defined benefit asset which is recognised as plan assets, plus unrecognised past
service cost, less the present value of the defined benefit obligation and is limited as
explained in note 3(m)(ii).

As explained in note 28, management has been in a process of negotiations with a bank
since the Group exceeded its maximum leverage threshold in the third quarter of 2011
resulting in the waiver of the breach of covenant being issued in October 2011.
Subsequent to the reporting date, the bank revised the debt covenant ratio (debt to
quarterly revenue from continuing operations) from 2.5 to 3.5. On the basis of the new
covenant and management forecasts, management believes that the risk of the new
covenant being breached is low and therefore that the Group will continue as a going
concern for the foreseeable future.”

Functional and presentation currency®

These financial statements are presented in New Zealand Dollars ($), which is the
Company’s functional currency. All financial information presented in New Zealand Dollars
has been rounded to the nearest thousand, except when otherwise indicated.
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Note  Reference Explanatory note

1. NZIAS 1.122— 124  An entity discloses the judgements, apart from those involving estimations, that management
has made in the process of applying the entity’s accounting policies and that have the most
significant effect on the amounts recognised in the financial statements. The examples that
are provided in paragraphs 123 and 124 of NZ IAS 1 Presentation of Financial Statements
(2007) indicate that such disclosure is based on qualitative data.

NZ IAS 1.125, 129 An entity discloses the assumptions it has made about the future, and other major sources of
estimation uncertainty at the reporting date, that have a significant risk of resulting in a
material adjustment to the carrying amounts of assets and liabilities within the next financial
year. The examples that are provided in paragraph 129 of NZ IAS 1 (2007) indicate that such
disclosure is based on quantitative data (e.g., appropriate discount rates).




Reference

NZIAS 1.122, 125,
129, 130
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(d)

Notes to the financial statements

Basis of preparation (continued)

Use of estimates and judgements1

The preparation of the financial statements in conformity with NZ IFRS requires management
to make judgements, estimates and assumptions that affect the application of accounting
policies and the reported amounts of assets, liabilities, income and expenses. Actual results
may differ from these estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to
accounting estimates are recognised in the period in which the estimates are revised and in
any future periods affected.

Information about critical judgements in applying accounting policies that have the most
significant effect on the amounts recognised in the financial statements is included in the
following notes:
e Note 9 — business combinations, acquisition of subsidiary
e Note 10 — commission revenue, determination of whether the Group acts as an agent in
the transaction rather than as the principal
Note 19 — classification of investment property
Note 28 — accounting for an arrangement containing a lease
Note 35 — lease classification.

Information about assumptions and estimation uncertainties that have a significant risk of
resulting in a material adjustment within the next financial year are included in the following
notes:

e Note 17 — key assumptions used in discounted cash flow projections

Note 17 — recoverability of development costs

Note 22 — utilisation of tax losses

Note 29 — measurement of defined benefit obligations

Notes 32 and 37 — provisions and contingencies.




Note

Reference
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Explanatory note

1.

When a change in accounting policy is the result of the adoption of a new, revised or
amended NZ IFRS an entity applies the specific transitional requirements in that NZ IFRS.
However, in our view an entity nonetheless should comply with the disclosure
requirements of NZ IAS 8 to the extent that the transitional requirements do not include
disclosure requirements. Even though it could be argued that the disclosures are not
required because they are set out in the NZ IAS 8 requirements for voluntary changes in
accounting policy, it is believed that they are necessary in order to give a fair presentation.

NZ IAS 1.10(1), 8.28, 29

NZ IAS 8.49

NZIAS 1.NZ 10.1

NZIAS 8.NZ 31.1

When a change in accounting policy, either voluntarily or as a result of the adoption of a
new, revised or amended NZ IFRS, has an effect on the current period or any prior period,
an entity discloses, among other things, the amount of the adjustment for each financial
statement line item affected.

If any prior period errors are corrected in the current year's financial statements, then an
entity discloses:

e the nature of the prior period error;

e to the extent practicable, the amount of the correction for each financial statement line
item affected, and the basic and diluted earnings per share for each prior period
presented;

e the amount of the correction at the beginning of the earliest prior period presented;
and

e if retrospective restatement is impracticable for a particular prior period, then the
circumstances that led to the existence of that condition and a description of how and
from when the error has been corrected.

PBEs are not required to present a statement of financial position as at the beginning of the
earliest comparative period when a change in accounting policy is applied retrospectively, or
the financial statements contained a retrospective restatement or reclassification.

Changes in significant accounting policies shall be reported within the summary of
significant accounting policies.

NZ IAS 1.35

NZIAS 1.10(f)

In some cases it can be difficult to determine whether a change represents a change in
accounting policy or a change in estimate. In our view, when an entity changes its method
of measuring the cost of inventory, for example, from weighted average to FIFO, thisis a
change in accounting policy notwithstanding the fact that both methods measure cost.

As this is a change in accounting policy, the 2010 comparatives have been restated and a
third statement of financial position as at the beginning of the earliest comparative period
has been presented.




Reference

NZ IAS 8.29

NZ IAS 8.28(f)
NZIAS 16.17

NZ IAS 8.29
NZ IAS 1.41,
NZ IAS 2.25,26

NZIAS 1.10 (f)
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(e)
(i)

(ii)

NOTEes 1o the Tinancial statements

Basis of preparation (continued)

Change in accounting policies™ 2

Accounting for land and buildings

On 1 January 2011 the Group changed its accounting policy with respect to the subsequent
measurement of land and buildings classified as property, plant and equipment, from the cost
model to the revaluation model, with changes in fair value recognised in other comprehensive
income. The Group believes that subsequent measurement using the revaluation model provides
more relevant information about the financial performance of these assets, assists users to better
understand the risks associated with these assets and is consistent with industry practice in
relation to these types of assets.

This change in accounting policy was applied prospectively and had no impact on earnings per
share. The following table summarises the adjustments made to the statement of financial position
on implementation of the new accounting policy.

Land and Deferred Revaluation
In thousands of New Zealand Dollars buildings tax liability reserve
Effect of revaluation for 31 December 2011 200 (56) 144

The effect on the statement of comprehensive income was as follows.

In thousands of New Zealand Dollars Note 2011 2010
Revaluation of land and buildings 16 200 -
Tax expense 22 (56) -
Effect on other comprehensive income 144 -

Cost of inventories®

On 1 January 2011 the Recycled Papers division within the Group changed its method of
measuring the cost of its inventories from weighted average cost to the first in-first out (FIFO)
basis. The division decided to change its accounting policy for measuring the cost of inventories
because FIFO more accurately reflects the use of the recycled pulp and paper inventories in this
division and is consistent with the accounting policy applied throughout the rest of the Group.

This change in accounting policy was applied retrospectively and had an insignificant impact on
earnings per share (less than $0.01). The following table summarises the adjustments made to the
statement of financial position on implementation of the new accounting policy.

Deferred tax Retained
(liabilities)/ earnings/

In thousands of New Zealand Dollars Inventories assets profit or loss
Balance reported at 1 January 2010 12,670 538 10,534
Effect of change to FIFO for inventories 46 (13) 33
Restated balance at 1 January 2010 12,716 525 10,567
Balance reported at 31 December 2010 12,008 (131) 14,079
Effect of change to FIFO for inventories on 1
January 2010 46 (13) 33
Effect of change to FIFO for inventories on 31
December 2010 65 (18) 47
Restated balance at 31 December 2010 12,119 (162) 14,159
The effect on the statement of comprehensive income was as follows.
In thousands of New Zealand Dollars 2011 2010
Change to FIFO for inventories 20 65
Tax expense (6) (18)

Effect on profit or loss 14 47




Note

Reference
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Explanatory note

1.

NZIAS 1.117(b)

NZ IAS 8.5

The accounting policies describe each specific accounting policy that is relevant to an
understanding of the financial statements.

Accounting policies are the specific principles, bases, conventions, rules and practices that
an entity applies in preparing and presenting financial statements.

The accounting policies disclosed in these illustrative financial statements reflect facts and
circumstances of the fictitious corporation on which these financial statements are based.
They should not be relied upon for a complete understanding of NZ IFRS and should not be
used as a substitute for referring to the standards and interpretations themselves. The
accounting policy disclosures appropriate for an entity depend on the facts and
circumstances of that entity, including the accounting policy choices an entity makes, and
may differ from the disclosures illustrated in these illustrative financial statements.

An entity also may consider a de facto control model for the basis of consolidating
subsidiaries, in which the ability in practice to control another entity exists and no other party
has the power to govern. In our view, whether an entity includes or excludes de facto
control aspects in its analysis of control is an accounting policy choice, to be applied
consistently, that should be disclosed in its significant accounting policies.




Reference

NZIAS 1.112(a),

117(a)

NZ IAS 1.41

NZ IFRS 3.4

NZ IFRS 3.58
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(a)
(i)

(ii)

Notes to the financial statements

Significant accounting policies™ ?

The accounting policies set out below have been applied consistently to all periods presented in
these financial statements, and have been applied consistently by Group entities, except as
explained in note 2(e), which addresses changes in accounting policies.

Certain comparative amounts in the statement of comprehensive income have been reclassified
to conform with the current year's presentation (see note 16). In addition, the comparative
statement of comprehensive income has been re-presented as if an operation discontinued during
the current year had been discontinued from the start of the comparative year (see note 7).

Basis of consolidation
Business combinations

Business combinations are accounted for using the acquisition method as at the acquisition date,

which is the date on which control is transferred to the Group. Control is the power to govern the
financial and operating policies of an entity so as to obtain benefits from its activities. In assessing
control, the Group takes into consideration potential voting rights that currently are exercisable.’

The Group measures goodwill at the acquisition date as:
e the fair value of the consideration transferred; plus
e the recognised amount of any non-controlling interests in the acquiree; plus

e if the business combination is achieved in stages, the fair value of the pre-existing equity
interest in the acquiree; less

e the net recognised amount (generally fair value) of the identifiable assets acquired and
liabilities assumed.

When the excess is negative, a bargain purchase gain is recognised immediately in profit or loss.

The consideration transferred does not include amounts related to the settlement of pre-existing
relationships. Such amounts generally are recognised in profit or loss.

Transactions costs, other than those associated with the issue of debt or equity securities, that
the Group incurs in connection with a business combination are expensed as incurred.

Any contingent consideration payable is measured at fair value at the acquisition date. If the
contingent consideration is classified as equity, then it is not remeasured and settlement is
accounted for within equity. Otherwise, subsequent changes in the fair value of the contingent
consideration are recognised in profit or loss.

When share-based payment awards (replacement awards) are required to be exchanged for awards
held by the acquiree’s employees (acquiree’s awards) and relate to past services, then all or a portion
of the amount of the acquirer’s replacement awards is included in measuring the consideration
transferred in the business combination. This determination is based on the market-based value of
the replacement awards compared with the market-based value of the acquiree’s awards and the
extent to which the replacement awards relate to past and/or future service.

Acquisition of non-controlling interests

Acquisitions of non-controlling interests are accounted for as transactions with owners in their
capacity as owners and therefore no goodwill is recognised as a result. Adjustments to non-
controlling interests arising from transactions that do not involve the loss of control are based on a
proportionate amount of the net assets of the subsidiary.
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Note  Reference Explanatory note

1. NZ IAS 27.41(c) If the reporting date of the financial statements of a subsidiary used to prepare the
consolidated financial statements is different from that of the parent, then an entity
discloses that reporting date and the reason for using it.

2. An associate may have accounting policies for outcomes that are not applicable to the
investor, for example when the investor’s financial statements do not include line items in
respect of an associate’s financial statement items. If disclosure of the accounting policies
of an associate is considered necessary for an understanding of income from associates, or
the carrying amount of investments in associates in the statement of financial position, then
in our view this information should be included in the accounting policy note regarding
investments in associates.

3. NZ IFRS do not specify whether the elimination of unrealised gains and losses resulting from
transactions with equity-accounted investees is presented as a reduction of the investment
in associate or as a reduction in the underlying asset e.g. inventory. In our view, either
approach is acceptable.




Reference

NZ IAS 27.24

NZIAS 27.35

NZ IAS 28.6

NZIAS 28.23,
NZIAS 31.67

NZIAS 28.27

NZ IAS 28.29, 30

NZIAS 31.13

NZIAS 27.21
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(a)
(iii)

(iv)

(v)

(vi)

(vii)

Notes to the financial statements

Significant accounting policies (continued)

Basis of consolidation (continued)

Subsidiaries'

Subsidiaries are entities controlled by the Group. The financial statements of subsidiaries are
included in the consolidated financial statements from the date that control commences until
the date that control ceases.

Loss of control

On the loss of control, the Group derecognises the assets and liabilities of the subsidiary, any
non-controlling interests and the other components of equity related to the subsidiary. Any
surplus or deficit arising on the loss of control is recognised in profit or loss. If the Group
retains any interest in the previous subsidiary, then such interest is measured at fair value at
the date that control is lost. Subsequently it is accounted for as an equity-accounted investee
or as an available-for-sale financial asset depending on the level of influence retained.

Investments in associates and jointly controlled entities (equity accounted investees)’
Associates are those entities in which the Group has significant influence, but not control,
over the financial and operating policies. Significant influence is presumed to exist when the
Group holds between 20% and 50% of the voting power of another entity. Joint ventures are
those entities over whose activities the Group has joint control, established by contractual
agreement and requiring unanimous consent for strategic financial and operating decisions.

Investments in associates and jointly controlled entities are accounted for using the equity
method and are recognised initially at cost. The cost of the investment includes transaction
costs.

The consolidated financial statements include the Group's share of the profit or loss and other
comprehensive income of equity accounted investees, after adjustments to align the
accounting policies with those of the Group, from the date that significant influence or joint
control commences until the date that significant influence or joint control ceases.

When the Group's share of losses exceeds its interest in an equity accounted investee, the
carrying amount of the investment, including any long-term investments that form part
thereof, is reduced to zero, and the recognition of further losses is discontinued except to the
extent that the Group has an obligation or has made payments on behalf of the investee.

Jointly controlled operations

A jointly controlled operation is a joint venture carried on by each venturer using its own assets in
pursuit of the joint operations. The consolidated financial statements include the assets that the
Group controls and the liabilities that it incurs in the course of pursuing the joint operation, and
the expenses that the Group incurs and its share of the income that it earns from the joint
operation.

Transactions eliminated on consolidation

Intra-group balances and transactions, and any unrealised income and expenses arising from
intra-group transactions, are eliminated in preparing the consolidated financial statements.
Unrealised gains arising from transactions with equity accounted investees are eliminated
against the investment to the extent of the Group's interest in the investee.’ Unrealised
losses are eliminated in the same way as unrealised gains, but only to the extent that there is
no evidence of impairment.
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Reference Explanatory note
Note
1 An average rate for the period often is used to translate income and expense items. However,
’ if exchange rates fluctuate significantly, then the use of the average rate for a period is
NZ IAS 21.40 . -
inappropriate.
2 The following decision tree outlines the principles that apply to reclassification of the foreign

currency translation reserve on partial disposal of a foreign operation.

Yes . . .
Dispose of entire interest? Reclassify entire FCTR to profit or
loss (net of NCI)
l No
. Yes . . .
Has control, joint Reclassify entire FCTR to profit or
control or significant _— loss (net of NCI)
influence been lost?
l No
Yes
Is the investment a > Reclassify appropriate portion NCI

subsidiary?
l No

Reclassify appropriate portion to profit
or loss




Reference

NZ IAS 21.21,

23(a)

NZIAS 21.23

NZIAS 21.39

NZ IAS 21.42

NZIAS 21.48

NZIAS 21.15
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(b)
(i)

(i)

Notes to the financial statements

Significant accounting policies (continued)

Foreign currency

Foreign currency transactions

Transactions in foreign currencies are translated to the respective functional currencies of
Group entities at exchange rates at the dates of the transactions. Monetary assets and
liabilities denominated in foreign currencies at the reporting date are retranslated to the
functional currency at the exchange rate at that date. The foreign currency gain or loss on
monetary items is the difference between amortised cost in the functional currency at the
beginning of the year, adjusted for effective interest and payments during the year, and the
amortised cost in foreign currency translated at the exchange rate at the end of the year.

Non-monetary assets and liabilities denominated in foreign currencies that are measured at
fair value are retranslated to the functional currency at the exchange rate at the date that the
fair value was determined. Non-monetary items in a foreign currency that are measured
based on historical costs are translated using the exchange rate at the date of the transaction.

Foreign currency differences arising on retranslation are recognised in profit or loss, except for the
following differences which are recognised in other comprehensive income arising on the
retranslation of:

e available-for-sale equity investments (except on impairment in which case foreign currency
differences that have been recognised in other comprehensive income are reclassified to
profit or loss);

e afinancial liability designated as a hedge of the net investment in a foreign operation to the
extent that the hedge is effective; or

e qualifying cash flow hedges to the extent the hedge is effective.

Foreign operations

The assets and liabilities of foreign operations, including goodwill and fair value adjustments
arising on acquisition, are translated to New Zealand Dollars at exchange rates at the
reporting date. The income and expenses of foreign operations, excluding foreign operations
in hyperinflationary economies, are translated to New Zealand Dollars at exchange rates at
the dates of the transactions.’

The income and expenses of foreign operations in hyperinflationary economies are translated
to New Zealand Dollars at the exchange rate at the reporting date. Prior to translation, their
financial statements for the current year are restated to account for changes in the general
purchasing power of the local currency. The restatement is based on relevant price indices at
the reporting date.

Foreign currency differences are recognised in other comprehensive income, and presented
in the foreign currency translation reserve (translation reserve) in equity. However, if the
foreign operation is a non-wholly-owned subsidiary, then the relevant proportion of the
translation difference is allocated to the non-controlling interests. When a foreign operation is
disposed of such that control, significant influence or joint control is lost, the cumulative
amount in the translation reserve related to that foreign operation is reclassified to profit or
loss as part of the gain or loss on disposal. When the Group disposes of only part of its
interest in a subsidiary that includes a foreign operation while retaining control, the relevant
proportion of the cumulative amount is reattributed to non-controlling interests. When the
Group disposes of only part of its investment in an associate or joint venture that includes a
foreign operation while retaining significant influence or joint control, the relevant proportion
of the cumulative amount is reclassified to profit or loss.”

When the settlement of a monetary item receivable from or payable to a foreign operation is
neither planned nor likely in the foreseeable future, foreign exchange gains and losses arising
from such a monetary item are considered to form part of a net investment in a foreign
operation and are recognised in other comprehensive income, and are presented in the
translation reserve in equity.
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Reference Notes to the financial statements

3. Significant accounting policies (continued)

(b) Foreign currency (continued)

(iii) Hedge of net investment in foreign operation

NZIAS 39.102 The Group applies hedge accounting to foreign currency differences arising between the
functional currency of the foreign operation and the Company’s functional currency (New Zealand
Dollars), regardless of whether the net investment is held directly or through an intermediate
parent.

Foreign currency differences arising on the retranslation of a financial liability designated as a
hedge of a net investment in a foreign operation are recognised in other comprehensive income
to the extent that the hedge is effective, and are presented in the translation reserve within
equity. To the extent that the hedge is ineffective, such differences are recognised in profit or
loss. When the hedged net investment is disposed of, the relevant amount in the translation
reserve is transferred to profit or loss as part of the gain or loss on disposal.

(c) Financial instruments

(i) Non-derivative financial assets

NZ IAS 39.AG 53- The Group initially recognises loans and receivables on the date that they are originated. All other
AG 56 financial assets (including assets designated at fair value through profit or loss) are recognised
initially on the trade date at which the Group becomes a party to the contractual provisions of the
instrument.

NZIAS 39.17 The Group derecognises a financial asset when the contractual rights to the cash flows from the
asset expire, or it transfers the rights to receive the contractual cash flows in a transaction in
which substantially all the risks and rewards of ownership of the financial asset are transferred.
Any interest in transferred financial assets that is created or retained by the Group is recognised
as a separate asset or liability.

NZIAS 32.42 Financial assets and liabilities are offset and the net amount presented in the statement of financial
position when, and only when, the Group has a legal right to offset the amounts and intends either to
settle on a net basis or to realise the asset and settle the liability simultaneously.

NZIAS 39.45 The Group classifies non-derivative financial assets into the following categories: financial assets
at fair value through profit or loss, held-to-maturity financial assets, loans and receivables and
available-for-sale financial assets.

Financial assets at fair value through profit or loss

NZIFRS 7.21 A financial asset is classified at fair value through profit or loss if it is classified as held for trading
or is designated as such upon initial recognition. Financial assets are designated as at fair value
through profit or loss if the Group manages such investments and makes purchase and sale
decisions based on their fair value in accordance with the Group’s documented risk management
or investment strategy. Attributable transaction costs are recognised in profit or loss as incurred.
Financial assets at fair value through profit or loss are measured at fair value and changes therein,
which takes into account any dividend income, are recognised in profit or loss.

NZ IFRS 7.B5(a) Financial assets designated at fair value through profit or loss comprise equity securities that
otherwise would have been classified as available for sale.




Note

Reference
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Explanatory note

NZ IAS 39.9

Subject to certain exceptions, an entity is not permitted to classify any investments as held
to maturity if the entity has, during the current financial year or during the two preceding
financial years, sold or reclassified more than an insignificant amount in relation to the total
amount of held-to-maturity investments before maturity.
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Reference Notes to the financial statements
3. Significant accounting policies (continued)
(c) Financial instruments (continued)
(i) Non-derivative financial assets (continued)

NZIFRS 7.21 Held-to-maturity financial assets

NZ IAS 39.46(b) If the Group has the positive intent and ability to hold debt securities to maturity, then such

financial assets are classified as held-to-maturity. Held-to-maturity financial assets are
recognised initially at fair value plus any directly attributable transaction costs. Subsequent to
initial recognition held-to-maturity financial assets are measured at amortised cost using the
effective interest method, less any impairment losses (see note 3(k)(i)).'

Held-to-maturity financial assets comprise debentures.

NZIFRS 7.21 Loans and receivables

NZ IAS 39.46(a) Loans and receivables are financial assets with fixed or determinable payments that are not
quoted in an active market. Such assets are recognised initially at fair value plus any directly
attributable transaction costs. Subsequent to initial recognition loans and receivables are
measured at amortised cost using the effective interest method, less any impairment losses
(see note 3(k)(i)).

Loans and receivables comprise cash and cash equivalents, and trade and other receivables.

Cash and cash equivalents

NZIAS 7.46 Cash and cash equivalents comprise cash balances and call deposits with maturities of three
months or less from the acquisition date that are subject to an insignificant risk of changes in
their fair value, and are used by the Group in the management of its short-term commitments.

NZIFRS 7.21, 5(b) Available-for-sale financial assets

Available-for-sale financial assets are non-derivative financial assets that are designated as available-
for-sale or are not classified in any of the above categories of financial assets. Available-for-sale
financial assets are recognised initially at fair value plus any directly attributable transaction
costs.

Subsequent to initial recognition, they are measured at fair value and changes therein, other than
impairment losses (see note 3(k)(i)) and foreign currency differences on available-for-sale debt
instruments (see note 3(b)(i)), are recognised in other comprehensive income and presented in
the fair value reserve in equity. When an investment is derecognised, the gain or loss
accumulated in equity is reclassified to profit or loss.

Available-for-sale financial assets comprise equity securities and debt securities.

(ii) Non-derivative financial liabilities

NZIAS 39.44 The Group initially recognises debt securities issued and subordinated liabilities on the date that
they are originated. All other financial liabilities (including liabilities designated at fair value
through profit or loss) are recognised initially on the trade date, which is the date that the Group
becomes a party to the contractual provisions of the instrument.

NZIAS 39.39 The Group derecognises a financial liability when its contractual obligations are discharged,
cancelled or expire.

The Group classifies non-derivative financial liabilities into the other financial liabilities category.
Such financial liabilities are recognised initially at fair value plus any directly attributable
transaction costs. Subsequent to initial recognition, these financial liabilities are measured at
amortised cost using the effective interest method.

Other financial liabilities comprise loans and borrowings, bank overdrafts, and trade and other
payables.
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Note  Reference Explanatory note

1. Consideration should be made as to classification of preference share capital as debt or equity.
The disclosures illustrated here are not intended to be a complete description of accounting
policies that may be applicable to preference share capital.

2. In these illustrative financial statements we illustrate hedge accounting applied to cash flow

hedges and hedges of net investments in foreign operations. If fair value hedging also is used by
an entity, then the accounting policies and disclosures are amended accordingly. Below is an
example of an accounting policy for fair value hedging:

Fair value hedges

Changes in the fair value of a derivative hedging instrument designated as a fair value hedge
are recognised in profit or loss. The hedged item is adjusted to reflect changes in its fair value
in respect of the risk being hedged; the gain or loss attributable to the hedged risk is
recognised in profit or loss with an adjustment to the carrying amount of the hedged item.




Reference

NZ IAS 7.8

NZIFRS 7.21

NZ IAS 32.AG26

NZIAS 32.33

NZ IAS 32.28-32

NZIAS 39.11
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(c)
(i)

(iii)

(iv)

(v)

Notes to the financial statements

Significant accounting policies (continued)

Financial instruments (continued)

Non-derivative financial liabilities (continued)

Bank overdrafts that are repayable on demand and form an integral part of the Group's cash
management are included as a component of cash and cash equivalents for the purpose of the
statement of cash flows.

Share capital

Ordinary shares

Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of
ordinary shares and share options are recognised as a deduction from equity, net of any tax effects.

Preference share capital'

Preference share capital is classified as equity if it is non-redeemable, or redeemable only at
the Company's option, and any dividends are discretionary. Dividends thereon are recognised
as distributions within equity upon approval by the Company's shareholders.

Preference share capital is classified as a financial liability if it is redeemable on a specific date
or at the option of the shareholders, or if dividend payments are not discretionary. Dividends
thereon are recognised as interest expense in profit or loss as accrued.

Repurchase, disposal and reissue of share capital (treasury shares)

When share capital recognised as equity is repurchased, the amount of the consideration paid,
which includes directly attributable costs, net of any tax effects, is recognised as a deduction
from equity. Repurchased shares are classified as treasury shares and are presented in the
reserve for own shares. When treasury shares are sold or reissued subsequently, the amount
received is recognised as an increase in equity, and the resulting surplus or deficit on the
transaction is presented in share premium.

Compound financial instruments

Compound financial instruments issued by the Group comprise convertible notes denominated
in New Zealand dollars that can be converted to share capital at the option of the holder, when
the number of shares to be issued is fixed.

The liability component of a compound financial instrument is recognised initially at the fair
value of a similar liability that does not have an equity conversion option. The equity
component is recognised initially at the difference between the fair value of the compound
financial instrument as a whole and the fair value of the liability component. Any directly
attributable transaction costs are allocated to the liability and equity components in proportion
to their initial carrying amounts.

Subsequent to initial recognition, the liability component of a compound financial instrument is
measured at amortised cost using the effective interest method. The equity component of a
compound financial instrument is not remeasured subsequent to initial recognition.

Interest related to the financial liability is recognised in profit or loss. On conversion, the
financial liability is reclassified to equity; no gain or loss is recognised.

Derivative financial instruments, including hedge accounting?

The Group holds derivative financial instruments to hedge its foreign currency and interest rate
risk exposures. Embedded derivatives are separated from the host contract and accounted for
separately if the economic characteristics and risks of the host contract and the embedded
derivative are not closely related, a separate instrument with the same terms as the
embedded derivative would meet the definition of a derivative, and the combined instrument
is not measured at fair value through profit or loss.
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Reference

NZ IAS 39.88

NZ IAS 39.46

NZ IAS 39.95

NZ IAS 39.98, 101
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(c)
(v)

Notes to the financial statements

Significant accounting policies (continued)

Financial instruments (continued)

Derivative financial instruments, including hedge accounting (continued)

On initial designation of the derivative as the hedging instrument, the Group formally
documents the relationship between the hedging instrument and hedged item, including the
risk management objectives and strategy in undertaking the hedge transaction and the
hedged risk, together with the methods that will be used to assess the effectiveness of the
hedging relationship. The Group makes an assessment, both at the inception of the hedge
relationship as well as on an ongoing basis, of whether the hedging instruments are
expected to be highly effective in offsetting the changes in the fair value or cash flows of
the respective hedged items attributable to the hedged risk, and whether the actual results
of each hedge are within a range of 80-125%. For a cash flow hedge of a forecast
transaction, the transaction should be highly probable to occur and should present an
exposure to variations in cash flows that could ultimately affect reported profit or loss.

Derivatives are recognised initially at fair value; attributable transaction costs are recognised
in profit or loss as incurred. Subsequent to initial recognition, derivatives are measured at fair
value, and changes therein are accounted for as described below.

Cash flow hedges

When a derivative is designated as the hedging instrument in a hedge of the variability in
cash flows attributable to a particular risk associated with a recognised asset or liability or a
highly probable forecast transaction that could affect profit or loss, the effective portion of
changes in the fair value of the derivative is recognised in other comprehensive income and
presented in the hedging reserve in equity. Any ineffective portion of changes in the fair
value of the derivative is recognised immediately in profit or loss.

When the hedged item is a non-financial asset, the amount accumulated in equity is included in
the carrying amount of the asset when the asset is recognised. In other cases the amount
accumulated in equity is reclassified to profit or loss in the same period that the hedged item
affects profit or loss. If the hedging instrument no longer meets the criteria for hedge
accounting, expires or is sold, terminated or exercised, or the designation is revoked, then
hedge accounting is discontinued prospectively. If the forecast transaction is no longer
expected to occur, then the balance in equity is reclassified in profit or loss.

Separable embedded derivatives
Changes in the fair value of separable embedded derivatives are recognised immediately in
profit or loss.

Other non-trading derivatives

When a derivative financial instrument is not designated in a hedge relationship that
qualifies for hedge accounting, all changes in its fair value are recognised immediately in
profit or loss.




Note

Reference
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Explanatory note

1.

If the determination of cost of property, plant and equipment at 1 January 2004, the Group's
date of transition, is relevant to an understanding of the financial statements, then an entity
might include the following accounting policy:

Deemed cost

Items of property, plant and equipment are measured at cost less accumulated depreciation and
accumulated impairment losses. The cost of property, plant and equipment at 1 January 2004,
the Group's sate of transition, was determined by reference to its fair value at that date.




Reference

NZ IAS 16.73(a)
NZ IAS 16.30

NZ IAS 16.31

NZIAS 16.16

NZIAS 16.45

NZ IAS 16.41, 71

NZIAS 40.62

NZIAS 16.13

NZ IAS 16.6, 44

NZ IAS 16.73(b)
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(d)
(i)

(ii)

(iii)

(iv)

Notes to the financial statements

Significant accounting policies (continued)

Property, plant and equipment

Recognition and measurement’

[tems of plant and equipment are measured at cost less accumulated depreciation and
accumulated impairment losses.

Land and buildings are measured at fair value, less accumulated depreciation on buildings and
accumulated impairment losses recognised after the date of the revaluation. Valuations are
performed with sufficient frequency to ensure that the fair value of a revalued asset does not
differ materially from its carrying amount.

Cost includes expenditure that is directly attributable to the acquisition of the asset. The cost
of self-constructed assets includes the following:

e the cost of materials and direct labour;

e any other costs directly attributable to bringing the assets to a working condition for their
intended use;

e when the group has an obligation to remove the asset or restore the site, an estimate of
the costs of dismantling and removing the items and restoring the site on which they are
located; and

e capitalised borrowing costs.

Cost also includes transfers from equity of any gain or loss on qualifying cash flow hedges of
foreign currency purchases of property, plant and equipment. Purchased software that is
integral to the functionality of the related equipment is capitalised as part of that equipment.

When parts of an item of property, plant and equipment have different useful lives, they are
accounted for as separate items (major components) of property, plant and equipment.

Any gain or loss on disposal of an item of property, plant and equipment (calculated as the
difference between the net proceeds from disposal and the carrying amount of the item) is
recognised in profit or loss.

Reclassification to investment property

When the use of a property changes from owner-occupied to investment property, the
property is remeasured to fair value and reclassified as investment property. Any gain arising
on remeasurement is recognised in profit or loss to the extent that it reverses a previous
impairment loss on the specific property, with any remaining gain recognised in other
comprehensive income and presented in the revaluation reserve in equity. Any loss is
recognised immediately in profit or loss.

Subsequent costs

Subsequent expenditure is capitalised only when it is probable that the future economic
benefits associated with the expenditure will flow to the Group. Ongoing repairs and
maintenance is expensed as incurred.

Depreciation

For plant and equipment, depreciation is based on the cost of an asset less its residual value,
and for buildings is based on the revalued amount less its residual value. Significant
components of individual assets are assessed and if a component has a useful life that is
different from the remainder of that asset, that component is depreciated separately.

Depreciation is recognised in profit or loss on a straight-line basis over the estimated useful
lives of each component of an item of property, plant and equipment. Leased assets are
depreciated over the shorter of the lease term and their useful lives unless it is reasonably
certain that the Group will obtain ownership by the end of the lease term. Land is not
depreciated.
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Reference

NZ IAS 16.73(c)

NZIAS 16.51

NZ IAS 28.23(a)

NZ IAS 38.55

NZ IAS 38.57, 66

NZ IAS 38.74

NZIAS 38.74
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(d)
(iv)

(e)
(i)

(ii)

(iii)

Notes to the financial statements

Significant accounting policies (continued)

Property, plant and equipment (continued)

Depreciation (continued)

The estimated useful lives for the current and comparative years of significant items of
property, plant and equipment are as follows:

e buildings 40 years
e plant and equipment 3-12 years
e fixtures and fittings 5-10 years

Depreciation methods, useful lives and residual values are reviewed at each financial year-
end and adjusted if appropriate. Estimates in respect of certain items of plant and equipment
were revised in 2011 (see note 16).

Intangible assets and goodwiill

Goodwill

Goodwill that arises upon the acquisition of subsidiaries is presented with intangible assets.
For measurement of goodwill at initial recognition, see note 3(a)(i).

Subsequent measurement

Goodwill is measured at cost less accumulated impairment losses. In respect of equity-
accounted investees, the carrying amount of goodwill is included in the carrying amount of
the investment, and any impairment loss is allocated to the carrying amount of the equity-
accounted investee as a whole.

Research and development
Expenditure on research activities, undertaken with the prospect of gaining new scientific or
technical knowledge and understanding, is recognised in profit or loss as incurred.

Development activities involve a plan or design for the production of new or substantially
improved products and processes. Development expenditure is capitalised only if
development costs can be measured reliably, the product or process is technically and
commercially feasible, future economic benefits are probable, and the Group intends to and
has sufficient resources to complete development and to use or sell the asset. The
expenditure capitalised includes the cost of materials, direct labour, overhead costs that are
directly attributable to preparing the asset for its intended use, and capitalised borrowing
costs. Other development expenditure is recognised in profit or loss as incurred.

Capitalised development expenditure is measured at cost less accumulated amortisation and
accumulated impairment losses.

Other intangible assets
Other intangible assets that are acquired by the Group and have finite useful lives are
measured at cost less accumulated amortisation and accumulated impairment losses.
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Note  Reference Explanatory note

1. NZ IAS 41.54(a), (b) If biological assets are measured at cost less any accumulated depreciation and
accumulated impairment losses because their fair value cannot be estimated reliably, then
an entity discloses a description of such biological assets and an explanation of why their
fair value cannot be measured reliably.

2. NZ IAS 40.75(c) If the classification of property is difficult, then an entity discloses the criteria developed to
distinguish investment property from owner-occupied property and from property held for
sale in the ordinary course of business.

3. NZ IAS 40.53, 79 For the periods covered by these illustrative financial statements, NZ IAS 40 Investment
Property prohibits the use of the cost model, which is permitted in IAS 40. [Note: The
Harmonisation Amendments, which are effective for annual period beginning on or after 1
July 2011, changes NZ IAS 40 to permits the use of both the cost and revaluation models.]

Accordingly, investment property must be accounted for using the fair value model. In
exceptional cases there might be clear evidence when an entity first acquires an
investment property that the fair value of the investment property is not reliably
determinable on a continuing basis. This arises only when comparable market transactions
are infrequent and alternative reliable estimates of fair value are not available. In such
cases, the value of the investment property should be measured using the cost model in
NZ IAS 16 Property, Plant and Equipment. The residual value shall be assumed to be zero
and NZ IAS 16 shall be applied until disposal of the investment property. There are
additional disclosure requirements contained in the Standard with respect to these
properties.




Reference

NZ IAS 38.18

NZ IAS 38.118(a), (b)

NZ IAS 38.104

NZIAS 41.12,13

NZ IAS 40.75(a)

NZ IAS 16.41, 71

NZ IAS 40.60
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(e)
(v)

(vi)

(f)

(g)

Notes to the financial statements

Significant accounting policies (continued)

Intangible assets (continued)

Subsequent expenditure

Subsequent expenditure is capitalised only when it increases the future economic benefits
embodied in the specific asset to which it relates. All other expenditure, including expenditure
on internally generated goodwill and brands, is recognised in profit or loss as incurred.

Amortisation
Except for goodwill, intangible assets are amortised on a straight-line basis in profit or loss over
their estimated useful lives, from the date that they are available for use.

The estimated useful lives for the current and comparative periods are as follows:

e patents and trademarks 3-20 years
e capitalised development costs 2-5 years
e customer relationships 4-5 years

Amortisation methods, useful lives and residual values are reviewed at each financial year-end
and adjusted if appropriate.

Biological assets

Biological assets are measured at fair value less costs to sell, with any change therein
recognised in profit or loss.' Costs to sell include all costs that would be necessary to sell the
assets, including transportation costs. Standing timber is transferred to inventory at its fair value
less estimated costs to sell at the date of harvest.

Investment property

Investment property is property held either to earn rental income or for capital appreciation or for
both, but not for sale in the ordinary course of business, use in the production or supply of
goods or services or for administrative purposes.2 Investment property is measured at cost on
initial3 recognition and subsequently at fair value with any change therein recognised in profit or
loss.

Cost includes expenditure that is directly attributable to the acquisition of the investment
property. The cost of self-constructed investment property includes the cost of materials and
direct labour, any other costs directly attributable to bringing the investment property to a
working condition for their intended use and capitalised borrowing costs.

Any gain or loss on disposal of an investment property (calculated as the difference between the
net proceeds from disposal and the carrying amount of the item) is recognised in profit or loss.
When an investment property that was previously classified as property, plant and equipment is
sold, any related amount included in the revaluation reserve is transferred to retained earnings.

When the use of a property changes such that it is reclassified as property, plant and equipment,
its fair value at the date of reclassification becomes its cost for subsequent accounting.
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Note  Reference Explanatory note
1. NZ SIC 27.10(b) An entity discloses the accounting treatment applied to any fee received in an arrangement
in the legal form of a lease to which lease accounting is not applied because the
arrangement does not, in substance, involve a lease.
2. NZ IAS 2.NZ 9.1 PBEs must measure inventories held for distribution at the lower of cost and current
replacement cost.
NZ IAS 2.NZ 10.1 PBEs must recognise inventories acquired at no cost or for nominal value at current
replacement cost.
NZ IAS 2.NZ 34.1 For PBEs the carrying amount of inventories held for distribution shall be recognised as an
expense in the period in which the goods are distributed or services rendered.
3. In our view, an entity should establish criteria that it applies consistently to determine

whether a decline in a quoted market price is “significant” or “prolonged”. NZ IFRS do not
contain any specific quantitative thresholds for significant or prolonged. In our view, for
equity securities that are quoted in an active market, the general concepts of significance
and materiality should apply. We believe a decline in excess of 20% generally should be
regarded as significant and a decline in a quoted market price that persists for nine months
generally should be considered to be prolonged; however, it may be appropriate to consider
a shorter period.

In our view, apart from significant or prolonged thresholds, an entity can establish additional
events triggering impairment. These can include, among other things, a combination of
significant and prolonged thresholds based on the particular circumstances and nature of
that entity’s portfolio. For example, a decline in the fair value on excess of 15% persisting
for six months could be determined by an entity to be an impairment trigger.




Reference

NZ IAS 2.36(a)

NZIAS 2.6

NZ IAS 2.20

NZ IAS 11.43

NZ IFRS 7.B5(f)
NZ IAS39.58, 59
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(h)

(i)

(i)

(k)
(i)

Notes to the financial statements

Significant accounting policies (continued)

Leased assets’

Leases in terms of which the Group assumes substantially all the risks and rewards of ownership
are classified as finance leases. Upon initial recognition the leased asset is measured at an
amount equal to the lower of its fair value and the present value of the minimum lease payments.
Subsequent to initial recognition, the asset is accounted for in accordance with the accounting
policy applicable to that asset.

Other leases are operating leases and are not recognised in the Group's statement of financial
position.

Inventories?

Inventories are measured at the lower of cost and net realisable value. The cost of inventories is
based on the first-in first-out principle, and includes expenditure incurred in acquiring the
inventories, production or conversion costs and other costs incurred in bringing them to their
existing location and condition. In the case of manufactured inventories and work in progress,
cost includes an appropriate share of production overheads based on normal operating capacity.
Cost also may include transfers from equity of any gain or loss on qualifying cash flow hedges of
foreign currency purchases of inventories.

Net realisable value is the estimated selling price in the ordinary course of business, less the
estimated costs of completion and selling expenses.

The cost of standing timber transferred from biological assets is its fair value less costs to sell at
the date of harvest.

Construction work in progress

Construction contracts in progress represents the gross unbilled amount expected to be collected
from customers for contract work performed to date. It is measured at cost plus profit recognised
to date (see note 3(0)(iv)) less progress billings and recognised losses. Cost includes all
expenditure related directly to specific projects and an allocation of fixed and variable overheads
incurred in the Group’s contract activities based on normal operating capacity.

Construction contracts in progress is presented as part of trade and other receivables in the
statement of financial position for all contracts in which costs incurred plus recognised profits
exceed progress billings. If progress billings exceed costs incurred plus recognised profits, then
the difference is presented as deferred income in the statement of financial position.

Impairment

Non-derivative financial assets

A financial asset not carried at fair value through profit or loss is assessed at each reporting

date to determine whether there is objective evidence that it is impaired. A financial asset is
impaired if there is objective evidence of impairment as a result of one or more events that
occurred after the initial recognition of the asset, and that the loss event(s) had an impact on the
estimated future cash flows of that asset that can be estimated reliably.

Objective evidence that financial assets are impaired includes default or delinquency by a debtor,
restructuring of an amount due to the Group on terms that the Group would not consider
otherwise, indications that a debtor or issuer will enter bankruptcy, adverse changes in the
payment status of borrowers or issuers in the Group, economic conditions that correlate with
defaults or the disappearance of an active market for a security. In addition, for an investment in
an equity security, a significant or prolonged decline” in its fair value below its cost is objective
evidence of impairment.
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Reference

NZ IAS 39.63, 64

NZ IAS 39.65, 66

NZ IAS 39.67-70

NZ IAS 36.9
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(k)
(i

(ii)

Notes to the financial statements

Significant accounting policies (continued)

Impairment (continued)

Non-derivative financial assets (continued)

Financial assets measured at amortised cost

The Group considers evidence of impairment for financial assets measured at amortised cost
(loans and receivables and held-to-maturity investment securities) at both a specific asset and
collective level. All individually significant assets are assessed for specific impairment. Those
found not to be specifically impaired are then collectively assessed for any impairment that
has been incurred but not yet identified. Assets that are not individually significant are
collectively assessed for impairment by grouping together assets with similar risk
characteristics.

In assessing collective impairment the Group uses historical trends of the probability of
default, the timing of recoveries and the amount of loss incurred, adjusted for management'’s
judgement as to whether current economic and credit conditions are such that the actual
losses are likely to be greater or less than suggested by historical trends.

An impairment loss in respect of a financial asset measured at amortised cost is calculated as
the difference between its carrying amount and the present value of the estimated future
cash flows discounted at the asset's original effective interest rate. Losses are recognised in
profit or loss and reflected in an allowance account against loans and receivables or held-to-
maturity investment securities. Interest on the impaired asset continues to be recognised.
When an event occurring after the impairment was recognised causes the amount of
impairment loss to decrease, the decrease in impairment loss is reversed through profit or
loss.

Available-for-sale financial assets

Impairment losses on available-for-sale financial assets are recognised by reclassifying the
losses accumulated in the fair value reserve in equity to profit or loss. The cumulative loss that
is reclassified from equity to profit or loss is the difference between the acquisition cost, net
of any principal repayment and amortisation, and the current fair value, less any impairment
loss recognised previously in profit or loss. Changes in impairment provisions attributable to
application of the effective interest method are reflected as a component of interest income.
If, in a subsequent period, the fair value of an impaired available-for-sale debt security
increases and the increase can be related objectively to an event occurring after the
impairment loss was recognised, then the impairment loss is reversed, with the amount of
the reversal recognised in profit or loss. However, any subsequent recovery in the fair value
of an impaired available-for-sale equity security is recognised in other comprehensive income.

Non-financial assets

The carrying amounts of the Group’s non-financial assets, other than biological assets,
investment property, inventories and deferred tax assets, are reviewed at each reporting date
to determine whether there is any indication of impairment. If any such indication exists, then
the asset’s recoverable amount is estimated. Goodwill and indefinite-lived intangible assets
are tested annually for impairment. An impairment loss is recognised if the carrying amount
of an asset or its related cash-generating unit (CGU) exceeds its estimated recoverable
amount.
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Note  Reference Explanatory note

1. NZ IAS 36.NZ 32.1 PBEs must measure the value in use of assets whose future economic benefits are not
directly related to their ability to generate cash inflows, are determined as the depreciated
replacement cost of the asset.

2. NZ IFRS do not specify the line item in the statement of comprehensive income in which an

impairment loss is presented. If an entity classifies expenses based on their function, then
any impairment loss is allocated to the appropriate function. In our view, in the rare case
that an impairment loss cannot be allocated to a function, then it should be included in
other expenses, with additional information provided in the notes.




Reference

NZ IAS 36.18, 80

NZ IAS 36.104

NZ IAS 36.124

NZ IFRS 5.15, 19

NZ IFRS 5.25
NZ IAS 28.13(a)
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Notes to the financial statements

Significant accounting policies (continued)

Impairment (continued)

Non-financial assets (continued)

The recoverable amount of an asset or CGU is the greater of its value in use and its fair value
less costs to sell. In assessing value in use, the estimated future cash flows are discounted to
their present value using a pre-tax discount rate that reflects current market assessments of
the time value of money and the risks specific to the asset or CGU." For the purpose of
impairment testing, assets that cannot be tested individually are grouped together into the
smallest group of assets that generates cash inflows from continuing use that are largely
independent of the cash inflows of other assets or CGUs. Subject to an operating segment
ceiling test, CGUs to which goodwill has been allocated are aggregated so that the level at
which impairment testing is performed reflects the lowest level at which goodwill is
monitored for internal reporting purposes. Goodwill acquired in a business combination is
allocated to groups of CGUs that are expected to benefit from the synergies of the
combination.

Impairment losses are recognised in profit or loss.” Impairment losses recognised in respect
of CGUs are allocated first to reduce the carrying amount of any goodwill allocated to the CGU
(group of CGUs), and then to reduce the carrying amounts of the other assets in the CGU
(group of CGUs) on a pro rata basis.

An impairment loss in respect of goodwill is not reversed. For other assets, an impairment
loss is reversed only to the extent that the asset’s carrying amount does not exceed the
carrying amount that would have been determined, net of depreciation or amortisation, if no
impairment loss had been recognised.

Non-current assets held for sale or distribution

Non-current assets, or disposal groups comprising assets and liabilities, that are expected to
be recovered primarily through sale or distribution rather than through continuing use, are
classified as held for sale or distribution. Immediately before classification as held for sale or
distribution, the assets, or components of a disposal group, are remeasured in accordance
with the Group’s accounting policies. Thereafter generally the assets, or disposal group, are
measured at the lower of their carrying amount and fair value less cost to sell. Any impairment
loss on a disposal group is first allocated to goodwill, and then to remaining assets and
liabilities on pro rata basis, except that no loss is allocated to inventories, financial assets,
deferred tax assets, employee benefit assets, investment property or biological assets, which
continue to be measured in accordance with the Group’s accounting policies. Impairment
losses on initial classification as held for sale or distribution and subsequent gains or losses on
remeasurement are recognised in profit or loss. Gains are not recognised in excess of any
cumulative impairment loss.

Once classified as held for sale or distribution, intangible assets and property, plant and
equipment are no longer amortised or depreciated, and any equity-accounted investee is no
longer equity accounted.
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Note  Reference Explanatory note
1 The obligation of estimated future payments is measured on a discounted basis. The
’ obligation is discounted using a high quality corporate bond rate or a government bond rate
when there is an insufficient deep corporate bond market. The currency and maturity of the
bond should match the currency and maturity of the pension obligation.
2 The components of the statement of comprehensive income charge for defined benefit

obligations do not have to be charged or credited in the same line item. An entity should
choose an accounting policy, to be applied consistently, either to include the interest cost
and expected return on plan assets with interest and other financial income respectively, or
to show the net total as personnel expenses. However, regardless of the accounting policy
chosen, disclosure is required of the line items in which the components of the post-
employment cost are recognised.




Reference

NZIAS 19.44

NZ IAS 19.50,56,78

NZ IAS 19.64

NZ IAS 19.93A,
120A(a)

NZ IAS 19.109
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(m)

(i)

(ii)

Notes to the financial statements

Significant accounting policies (continued)

Employee benefits

Defined contribution plans

A defined contribution plan is a post-employment benefit plan under which an entity pays
fixed contributions into a separate entity and will have no legal or constructive obligation to
pay further amounts. Obligations for contributions to defined contribution pension plans are
recognised as an employee benefit expense in profit or loss in the periods during which
services are rendered by employees. Prepaid contributions are recognised as an asset to the
extent that a cash refund or a reduction in future payments is available. Contributions to a
defined contribution plan that are due more than 12 months after the end of the period in
which the employees render the service are discounted to their present value.

Defined benefit plans

A defined benefit plan is a post-employment benefit plan other than a defined contribution plan.
The Group's net obligation in respect of defined benefit plans is calculated separately for each
plan by estimating the amount of future benefit that employees have earned in return for their
service in the current and prior periods; that benefit is discounted to determine its present
value. Any unrecognised past service costs and the fair value of any plan assets are deducted.
The discount rate is the yield at the reporting date on AA credit-rated bonds that have maturity
dates approximating the terms of the Group's obligations and that are denominated in the
same currency in which the benefits are expected to be paid.1

The calculation is performed annually by a qualified actuary using the projected unit credit
method. When the calculation results in a benefit to the Group, the recognised asset is limited
to the total of any unrecognised past service costs and the present value of economic benefits
available in the form of any future refunds from the plan or reductions in future contributions to
the plan. In order to calculate the present value of economic benefits, consideration is given to
any minimum funding requirements that apply to any plan in the Group. An economic benefit is
available to the Group if it is realisable during the life of the plan, or on settlement of the plan
liabilities. When the benefits of a plan are improved, the portion of the increased benefit
relating to past service by employees is recognised in profit or loss on a straight-line basis
over the average period until the benefits become vested. To the extent that the benefits vest
immediately, the expense is recognised immediately in profit or loss.

The Group recognises all actuarial gains and losses arising from defined benefit plans in other
comprehensive income and all expenses related to defined benefit plans in personnel
expenses in profit or loss.”

The Group recognises gains and losses on the curtailment or settlement of a defined benefit
plan when the curtailment or settlement occurs. The gain or loss on curtailment comprises any
resulting change in the fair value of plan assets, change in the present value of defined benefit
obligation and any related actuarial gains and losses and past service cost that had not
previously been recognised.
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Note  Reference Explanatory note

NZ IFRS do not specify whether the remeasurement of the liability in a cash-settled share-
based payment arrangement is presented as an employee cost or as finance income or
finance cost. In our view, both presentations are permitted and an entity should choose an
accounting policy that is applied consistently.

1. NZ IFRS 2.1G19




Reference

NZ IAS 19.128

NZ IAS 19.133

NZIAS 19.10

NZIFRS 2.15, 19,
21A

NZ IFRS 2.32
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(m)

(iii)

(iv)

(v)

(vi)

Notes to the financial statements

Significant accounting policies (continued)

Employee benefits (continued)

Other long-term employee benefits

The Group's net obligation in respect of long-term employee benefits other than pension plans
is the amount of future benefit that employees have earned in return for their service in the
current and prior periods; that benefit is discounted to determine its present value, and the fair
value of any related assets is deducted. The discount rate is the yield at the reporting date on
AA credit-rated bonds that have maturity dates approximating the terms of the Group's
obligations and that are denominated in the same currency in which the benefits are expected
to be paid. The calculation is performed using the projected unit credit method. Any actuarial
gains and losses are recognised in profit or loss in the period in which they arise.

Termination benefits

Termination benefits are recognised as an expense when the Group is committed demonstrably,
without realistic possibility of withdrawal, to a formal detailed plan to either terminate employment
before the normal retirement date, or to provide termination benefits as a result of an offer made to
encourage voluntary redundancy. Termination benefits for voluntary redundancies are recognised
as an expense if the Group has made an offer of voluntary redundancy, it is probable that the offer
will be accepted, and the number of acceptances can be estimated reliably. If benefits are payable
more than 12 months after the reporting date, then they are discounted to their present value.

Short-term employee benefits

Short-term employee benefit obligations are measured on an undiscounted basis and are
expensed as the related service is provided. A liability is recognised for the amount expected
to be paid under short-term cash bonus or profit-sharing plans if the Group has a present legal
or constructive obligation to pay this amount as a result of past service provided by the
employee, and the obligation can be estimated reliably.

Share-based payment transactions

The grant date fair value of share-based payment awards granted to employees is recognised
as an employee expense, with a corresponding increase in equity, over the period that the
employees unconditionally become entitled to the awards. The amount recognised as an
expense is adjusted to reflect the number of awards for which the related service and non-
market performance conditions are expected to be met, such that the amount ultimately
recognised as an expense is based on the number of awards that do meet the related service
and non-market performance conditions at the vesting date. For share-based payment awards
with non-vesting conditions, the grant date fair value of the share-based payment is measured
to reflect such conditions and there is no true-up for differences between expected and actual
outcomes.

The fair value of the amount payable to employees in respect of share appreciation rights,
which are settled in cash, is recognised as an expense with a corresponding increase in
liabilities, over the period that the employees unconditionally become entitled to payment. The
liability is remeasured at each reporting date and at settlement date. Any changes in the fair
value of the liability are recognised as personnel expenses in profit or loss.'
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Note  Reference Explanatory note

1. The accounting for site restoration provisions is a complex issue that involves analysing
specific facts and circumstances. Depending on the circumstances a site restoration
provision might be recognised as part of the cost of the related asset, or as an expense in
profit or loss.

2. NZ IFRS do not provide guidance on the specific types of costs that would be considered
unavoidable in respect of onerous contracts.

3. Revenue recognition can be complex and appropriate disclosures will depend on the
circumstances of the individual entity. Revenue recognition issues include combining and
segmenting construction contracts, software revenue recognition, real estate sales and
barter transactions.




Reference

NZIAS 37.14

NZ IAS 37.39

NZIAS 37.72(a)

NZIAS 37.21

NZIAS 37.66

NZIAS 18.35(a)

NZ IAS 18.15

Diverse Group Limited financial statements 65
December 2011

(n)

(i)

(iii)

(iv)
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Notes to the financial statements

Significant accounting policies (continued)

Provisions

A provision is recognised if, as a result of a past event, the Group has a present legal or
constructive obligation that can be estimated reliably, and it is probable that an outflow of
economic benefits will be required to settle the obligation. Provisions are determined by
discounting the expected future cash flows at a pre-tax rate that reflects current market
assessments of the time value of money and the risks specific to the liability. The unwinding of
the discount is recognised as a finance cost.

Warranties

A provision for warranties is recognised when the underlying products or services are sold. The
provision is based on historical warranty data and a weighting of all possible outcomes against
their associated probabilities.

Restructuring

A provision for restructuring is recognised when the Group has approved a detailed and formal
restructuring plan, and the restructuring either has commenced or has been announced publicly.
Future operating losses are not provided for.

Site restoration’

In accordance with the Group's published environmental policy and applicable legal requirements,
a provision for site restoration in respect of contaminated land, and the related expense, is
recognised when the land is contaminated.

Onerous contracts

A provision for onerous contracts is recognised when the expected benefits to be derived by the Group
from a contract are lower than the unavoidable cost’ of meeting its obligations under the contract. The
provision is measured at the present value of the lower of the expected cost of terminating the contract
and the expected net cost of continuing with the contract. Before a provision is established, the Group
recognises any impairment loss on the assets associated with that contract (see note 3(k)(ii)).

Revenue®
Goods sold

Revenue from the sale of goods in the course of ordinary activities is measured at the fair value of
the consideration received or receivable, net of returns, trade discounts and volume rebates.
Revenue is recognised when persuasive evidence exists, usually in the form of an executed sales
agreement, that the significant risks and rewards of ownership have been transferred to the
customer, recovery of the consideration is probable, the associated costs and possible return of
goods can be estimated reliably, there is no continuing management involvement with the goods,
and the amount of revenue can be measured reliably. If it is probable that discounts will be
granted and the amount can be measured reliably, then the discount is recognised as a reduction
of revenue as the sales are recognised.

The timing of the transfers of risks and rewards varies depending on the individual terms of the
sales agreement. For sales of timber and paper products, usually transfer occurs when the
product is received at the customer’s warehouse; however, for some international shipments
transfer occurs upon loading the goods onto the relevant carrier at the port. Generally for such
products the buyer has no right of return. For sales of livestock, transfer occurs upon receipt by
the customer.
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Reference

NZIFRIC 13.6

NZ IAS 18.20, 35(a)

NZ IAS 11.22

NZIAS 11.39(c)

NZIAS 18.8

NZ IAS 17.50
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(iv)

(v)

(vi)

Notes to the financial statements

Significant accounting policies (continued)

Revenue (continued)

Loyalty programme

The Group has a customer loyalty programme whereby customers are awarded credits known
as "P-points” entitling customers to the right to purchase paper products at a discount from
the Group. The fair value of the consideration received or receivable in respect of the initial
sale is allocated between P-points and the other components of the sale. The amount
allocated to the P-points is estimated by reference to the fair value of the right to purchase
paper products at a discount. The fair value of the discounted paper products is estimated
based on the amount of the discount, adjusted to take into account the expected forfeiture
rate. The amount allocated to P points is deferred and revenue is recognised when the P-
points are redeemed and the Group has fulfilled its obligations to supply the discounted paper
products. The amount of revenue recognised in those circumstances is based on the number
of P-points that have been redeemed in exchange for discounted paper products, relative to
the total number of P-points that is expected to be redeemed. Deferred revenue is also
released to revenue when it is no longer considered probable that the P-points will be
redeemed.

Services

Revenue from services rendered is recognised in profit or loss in proportion to the stage of
completion of the transaction at the reporting date. The stage of completion is assessed by
reference to surveys of work performed.

The Group is involved in managing forest resources, as well as performing related services.
When the services under a single arrangement are rendered in different reporting periods, the
consideration is allocated on a relative fair value basis between the services.

Construction contracts

Contract revenue includes the initial amount agreed in the contract plus any variations in
contract work, claims and incentive payments, to the extent that it is probable that they will
result in revenue and can be measured reliably. As soon as the outcome of a construction
contract can be estimated reliably, contract revenue is recognised in profit or loss in proportion
to the stage of completion of the contract. Contract expenses are recognised as incurred
unless they create an asset related to future contract activity.

The stage of completion is assessed by reference to surveys of work performed. When the
outcome of a construction contract cannot be estimated reliably, contract revenue is
recognised only to the extent of contract costs incurred that are likely to be recoverable. An
expected loss on a contract is recognised immediately in profit or loss.

Commissions
When the Group acts in the capacity of an agent rather than as the principal in a transaction,
the revenue recognised is the net amount of commission made by the Group.

Rental income

Rental income from investment property is recognised in profit or loss on a straight-line basis
over the term of the lease. Lease incentives granted are recognised as an integral part of the
total rental income, over the term of the lease. Rental income from subleased property is
recognised as other income.




Note

Reference
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Explanatory note

NZ IAS 20.24

NZIAS 20.NZ 1.1

An entity also may present government grants related to assets as a deduction in arriving at
the carrying amount of the asset.

A government grant may take the form of a transfer of a non-monetary asset.

PBEs do not need to follow the requirements for recognition, measurement and
presentation set out in NZ IAS 20. However, they shall apply the disclosure requirements in
paragraph 39 (but not paragraph NZ 39.1).




Reference

NZ IAS 20.39

NZ IAS 17.33
Nz SIC 15.3

NZIAS 17.25

NZ IFRIC 4.10

NZ IFRIC 4.12-15
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Notes to the financial statements

Significant accounting policies (continued)

Government grants

An unconditional government grant related to a biological asset is recognised in profit or loss
as other income when the grant becomes receivable.

Other government grants are recognised initially as deferred income at fair value when there
is reasonable assurance that they will be received and the Group will comply with the
conditions associated with the grant and are then recognised in profit or loss as other income
on a systematic basis over the useful life of the asset.' Grants that compensate the Group for
expenses incurred are recognised in profit or loss as other income on a systematic basis in the
same periods in which the expenses are recognised.

Lease payments

Payments made under operating leases are recognised in profit or loss on a straight-line basis
over the term of the lease. Lease incentives received are recognised as an integral part of the
total lease expense, over the term of the lease.

Minimum lease payments made under finance leases are apportioned between the finance
expense and the reduction of the outstanding liability. The finance expense is allocated to
each period during the lease term so as to produce a constant periodic rate of interest on the
remaining balance of the liability.

Determining whether an arrangement contains a lease
At inception of an arrangement, the Group determines whether such an arrangement is or
contains a lease. This will be the case if the following two criteria are met:

e the fulfilment of the arrangement is dependent on the use of a specific asset or assets; and

e the arrangement contains a right to use the asset(s).

At inception or upon reassessment of the arrangement, the Group separates payments and
other consideration required by such an arrangement into those for the lease and those for
other elements on the basis of their relative fair values. If the Group concludes for a finance
lease that it is impracticable to separate the payments reliably, an asset and a liability are
recognised at an amount equal to the fair value of the underlying asset. Subsequently the
liability is reduced as payments are made and an imputed finance charge on the liability is
recognised using the Group’s incremental borrowing rate.
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Note  Reference Explanatory note

1. NZ IAS 1.35 Gains and losses arising from a group of similar transactions are reported on a net basis e.qg.
foreign exchange gains and losses or gains and losses arising on financial instruments held
for trading. However, such gains and losses are reported separately if they are material.

2. An entity may present foreign currency gains and losses on financial assets and liabilities

that arise from operating activities (e.g. payables arising on the purchase of goods) as part of
income and expenses before finance costs, and foreign currency gains and losses related to
financing activities as part of finance income and finance costs.




Reference

NZ IFRS 7.20, 24

NZ IAS 23.8

NZIAS 12.58

NZIAS 12.46

NZ IAS 12.22(c), 39
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Notes to the financial statements

Significant accounting policies (continued)

Finance income and finance costs

Finance income comprises interest income on funds invested (including available-for-sale
financial assets), dividend income, gains on the disposal of available-for-sale financial assets,
fair value gains on financial assets at fair value through profit or loss, gains on the
remeasurement to fair value of an pre-existing interest in an acquiree, and gains on hedging
instruments that are recognised in profit or loss. Interest income is recognised as it accrues in
profit or loss, using the effective interest method. Dividend income is recognised in profit or
loss on the date that the Group's right to receive payment is established, which in the case of
quoted securities is normally the ex-dividend date.

Finance costs comprise interest expense on borrowings, unwinding of the discount on
provisions and contingent consideration, losses on disposal of available-for-sale financial
assets, dividends on preference shares classified as liabilities, fair value losses on financial
assets at fair value through profit or loss, impairment losses recognised on financial assets
(other than trade receivables), and losses on hedging instruments that are recognised in profit
or loss and reclassifications of amounts previously recognised in other comprehensive
income.

Borrowing costs that are not directly attributable to the acquisition, construction or production
of a qualifying asset are recognised in profit or loss using the effective interest method.

Foreign currency gains and losses are reported on a net basis as either finance income or

finance cost depending on whether the foreign currency movements are in a net gain or net
. 1,2

loss position.

Tax

Tax expense comprises current and deferred tax. Current tax and deferred tax is recognised in
profit or loss except to the extent that it relates to a business combination, or items
recognised directly in equity or in other comprehensive income.

Current tax is the expected tax payable or receivable on the taxable income or loss for the
year, using tax rates enacted or substantively enacted at the reporting date, and any
adjustment to tax payable in respect of previous years. Current tax also includes any tax
liability arising from the declaration of dividends.

Deferred tax is recognised in respect of temporary differences between the carrying amounts
of assets and liabilities for financial reporting purposes and the amounts used for taxation
purposes. Deferred tax is not recognised for:

e temporary differences on the initial recognition of assets or liabilities in a transaction that
is not a business combination and that affects neither accounting nor taxable profit or
loss,

e temporary differences related to investments in subsidiaries and jointly controlled entities
to the extent that it is probable that they will not reverse in the foreseeable future; and

e taxable temporary differences arising on the initial recognition of goodwill.

Deferred tax is measured at the tax rates that are expected to be applied to temporary
differences when they reverse, using tax rates enacted or substantively enacted at the
reporting date.

In determining the amount of current and deferred tax the Company takes into account the
impact of uncertain tax positions and whether additional taxes and interest may be due. The
Company believes that its accruals for tax liabilities are adequate for all open tax years based
on its assessment of many factors, including interpretations of tax law and prior experience.
This assessment relies on estimates and assumptions and may involve a series of judgements
about future events. New information may become available that causes the Company to
change its judgement regarding the adequacy of existing tax liabilities; such changes to tax
liabilities will impact tax expense in the period that such a determination is made.




Note
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Explanatory note

It is not clear whether a business that will be disposed of by distribution to owners could be
classified as a discontinued operation prior to its disposal. Although NZ IFRS 5 Non-current
Assets Held for Sale and Discontinued Operations was amended to extend the requirements
in respect of non-current assets or disposal groups held for sale to such items held for
distribution to owners, the cross-referencing in the amendments does not extend to
discontinued operations. In our view, although the definition of a discontinued operation has
not been extended explicitly, classification of non-current assets or disposal groups held for
distribution to owners as a discontinued operation is appropriate if the remaining criteria of NZ
IFRS 5 are met.

NZ IFRS 8.NZ 2.2

PBEs are not required to comply with the requirements of NZ IFRS 8 Operating Segments.

The following standards, interpretations and amendments have been issued with effective
dates relating to periods beginning on or after 1 January 2011.

e In October 2010 the IASB issued Disclosures — Transfers of Financial Assets (Amendments
to IFRS 7) with an effective date of 1 July 2011.

e In October 2010 the IASB issued IFRS 9 Financial Instruments (IFRS 9 (2010)) with an
effective date of 1 January 2013. IFRS 9 (2010) supersedes the previous version that was
issued in November 2009 (IFRS 9 (2009)). Early adopters may elect to apply IFRS 9 (2010) or
IFRS 9 (2009) for periods beginning before 1 January 2013. See Appendix IV for an
illustrative example of the early adoption of IFRS 9 (2010).

e In December 2010 the IASB issued Deferred Tax: Recovery of Underlying Assets —
Amendments to IAS 12 with an effective date of 1 January 2012. See Appendix VIl for an
illustrative example of disclosures for the early adoption of this amendment.

e In May 2011 the IASB issued IFRS 10 Consolidated Financial Statements, IFRS 11 Joint
Arrangements, IFRS 12 Disclosure of Interests in Other Entities and IFRS 13 Fair Value
Measurement, which all have an effective date of 1 January 2013. The IASB also issued
IAS 27 Separate Financial Statements (2011), which supersedes IAS 27 (2008) and IAS 28
Investments in Associates and Joint Ventures (2011), which supersedes IAS 28 (2008). All
these standards have an effective date of 1 January 2013.

e InJune 2011 the IASB issued Presentation of ltems of Other Comprehensive Income
(Amendments to IAS 1 Presentation of Financial Statements) with an effective date of 1
July 2012. See Appendix Ill for an illustrative example in which this amendment is adopted
early.

e InJune 2011 the IASB issued an amended IAS 19 Employee Benefits, with an effective
date of 1 January 2013.

In New Zealand, the above standards and amendments were subsequently issued by the

ASRB or its successor the External Reporting Board (XRB).

e In April 2011, the ASRB issued FRS 44 New Zealand Additional Disclosures and the
Harmonisation Amendments document which are effective for annual reporting period
beginning on or after 1 July 2011.

NZ IAS 1.31

When new standards, amendments to standards and interpretations will have no, or no
material, effect on the financial statements of the Group, it is not necessary to list them as
such a disclosure would not be material.

See Appendix Ill for an example of early adoption of NZ IFRS 9.




Reference

NZIAS 12.71, 74

NZ IAS 12.56

NZ IFRS 5.34

NZ IFRS 8.25

NZIAS 8.30, 31
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Notes to the financial statements

Significant accounting policies (continued)

Income tax (continued)

Deferred tax assets and liabilities are offset if there is a legally enforceable right to offset
current tax liabilities and assets, and they relate to income taxes levied by the same tax
authority on the same taxable entity, or on different tax entities, but they intend to settle
current tax liabilities and assets on a net basis or their tax assets and liabilities will be realised
simultaneously.

A deferred tax asset is recognised for unused tax losses, tax credits and deductible temporary
differences, to the extent that it is probable that future taxable profits will be available against
which they can be utilised. Deferred tax assets are reviewed at each reporting date and are
reduced to the extent that it is no longer probable that the related tax benefit will be realised.

Discontinued operations’

Classification as a discontinued operation occurs on disposal or when the operation meets the
criteria to be classified as held for sale (see note 3(l)), if earlier. When an operation is classified
as a discontinued operation, the comparative statement of comprehensive income is re-
presented as if the operation had been discontinued from the start of the comparative year.

Segment reporting?

Segment results that are reported to the CEQ include items directly attributable to a segment
as well as those that can be allocated on a reasonable basis. Unallocated items comprise
mainly corporate assets (primarily the Company’s headquarters), head office expenses, and
income tax assets and liabilities.

New standards and interpretations not yet adopted®*

A number of new standards, amendments to standards and interpretations are effective for
annual periods beginning on or after 1 January 2011, and have not been applied in preparing
these financial statements. None of these is expected to have a significant effect on the
financial statements of the Group, except for NZ IFRS 9 Financial Instruments, which
becomes mandatory for the Group’s 2013 financial statements and could change the
classification and measurement of financial assets. The Group does not plan to adopt this
standard early and the extent of the impact has not been determined®.
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NZIAS 40.77

Note  Reference Explanatory note

1. NZ IAS 1.31 NZ IFRS 13 Fair Value Measurement, published in May 2011, replaces existing guidance on
fair value measurement in different IFRS with a single definition of fair value, a framework
for measuring fair values and disclosures about fair value measurements.

2. NZ IAS 40.NZ 33.1, An entity is required to determine fair value by reference to a valuation by:

a) anindependent valuer who holds a recognised and relevant professional qualification
and who has recent experience in the location and category of the investment
property being valued; or

b)  an employee with sufficient experience to conduct a valuation has been subject to
review by an independent valuer.

When a valuation obtained for investment property is adjusted significantly for the purpose
of the financial statements, an entity discloses a reconciliation between the valuation
obtained and the adjusted valuation included in the financial statements, showing separately
the aggregate amount of any recognised lease obligations that have been added back and
any other significant adjustments.




Reference

NZ IAS 41.47

NZ IAS 40.75(d),(e)

Diverse Group Limited financial statements 75
December 2011

(i)

(ii)

(iii)

(iv)

Notes to the financial statements

Determination of fair values

A number of the Group’s accounting policies and disclosures require the determination of fair
value, for both financial and non-financial assets and liabilities. Fair values have been
determined for measurement and / or disclosure purposes based on the following methods.
When applicable, further information about the assumptions made in determining fair values is
disclosed in the notes specific to that asset or liability.

Property, plant and equipment

The fair value of property, plant and equipment recognised as a result of a business
combination is the estimates amount for which a property could be exchanged on the date of
acquisition between a willing buyer and a willing seller in an arm'’s length transaction after
proper marketing wherein the parties had each acted knowledgeably. The fair value of plant,
equipment, fixtures and fittings is based on the market approach and cost approaches using
quoted market prices for similar items when available and depreciated replacement cost when
appropriate. Depreciated replacement cost reflects adjustments for physical deterioration as
well as functional and economic obsolescence.

The fair value of land and buildings is determined by direct reference to recent market
transactions on arm's length terms for land and buildings comparable in size and location to
those held by the Group, and to market based yields for comparable properties.

Intangible assets

The fair value of patents and trademarks acquired in a business combination is based on the
discounted estimated royalty payments that have been avoided as a result of the patent or
trademark being owned. The fair value of customer relationships acquired in a business
combination is determined using the multi-period excess earnings method, whereby the
subject asset is valued after deducting a fair return on all other assets that are part of creating
the related cash flows.

The fair value of other intangible assets is based on the discounted cash flows expected to be
derived from the use and eventual sale of the assets.

Biological assets

The fair value of standing timber older than 25 years, being the age at which it becomes
marketable, is based on the market price of the estimated recoverable wood volumes, net of
harvesting and transportation costs. The fair value of younger standing timber is based on the
present value of the net cash flows expected to be generated by the plantation at maturity, in
its most relevant market, and includes the potential additional biological transformation and
the related risks associated with the asset. The fair value of livestock held for sale is based on
the market price of livestock of similar age, weight, breed and genetic make-up.

Investment property

An external, independent valuation company, having appropriate recognised professional
qualifications and recent experience in the location and category of property being valued, values
the Group's investment property portfolio every six months.' The fair values are based on market
values, being the estimated amount for which a property could be exchanged on the date of the
valuation between a willing buyer and a willing seller in an arm'’s length transaction after proper
marketing wherein the parties had each acted knowledgeably.

In the absence of current prices in an active market, the valuations are prepared by
considering the estimated rental value of the property. A market yield is applied to the
estimated rental value to arrive at the gross property valuation. When actual rents differ
materially from the estimated rental value, adjustments are made to reflect actual rents.

Valuations reflect, when appropriate, the type of tenants actually in occupation or responsible
for meeting lease commitments or likely to be in occupation after letting vacant
accommodation, the allocation of maintenance and insurance responsibilities between the
Group and the lessee, and the remaining economic life of the property. When rent reviews or
lease renewals are pending with anticipated reversionary increases, it is assumed that all
notices, and when appropriate counter-notices, have been served validly and within the
appropriate time.




Note
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Explanatory note

Guidance Note 17: The Valuation of Investment Property Under Construction (GN 17),
published by the International Valuation Standards Council, identifies principles that may be
applied in estimating the market value of investment property under construction.

NZ IFRS 7.27

An entity discloses for each class of financial instruments the methods and, when a
valuation technique is used, the significant assumptions applied in determining the fair
values of each class of financial assets and financial liabilities. If there has been a change in
valuation technique, then the entity discloses both the change and the reasons for the
change.

In October 2008 the International Accounting Standards Board (IASB) posted to its Web site
the final report of its Expert Advisory Panel (the Panel) Measuring and disclosing the fair
value of financial instruments in markets that are no longer active (the Panel Report),
together with an IASB Staff Summary Using judgement to measure the fair value of financial
instruments when markets are no longer active (the Staff Summary).

The Panel Report summarises the Panel’s discussions and identifies practices that experts
use for measuring the fair value of financial instruments when markets become inactive, and
practices for fair value disclosures in such situations. The Panel Report and the
accompanying Staff Summary are intended to respond to uncertainty about how to measure
fair values when markets are inactive and about what disclosures may be appropriate in such
circumstances. The Panel Report addresses issues such as determining whether a market is
inactive and using transaction prices and internal models in measuring fair values. The Panel
Report and the accompanying Staff Summary do not have the same authority as standards
and interpretations; however, they do provide useful educational guidance on fair value
measurement.

NZ IFRS 7.29(a)

For financial instruments such as short-term trade receivables and payables, no disclosure of
fair value is required when the carrying amount is a reasonable approximation of fair value.




Reference

NZIAS 1.125

NZ IFRS 7.27

NZ IFRS 7.27

NZIFRS 7.27

NZIFRS 7.27
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Notes to the financial statements

Determination of fair values (continued)

Investment property (continued)

Investment property under construction is valued by estimating the fair value of the
completed investment property and then deducting from that amount the estimated costs
to complete construction, financing costs and a reasonable profit margin.'

Inventories

The fair value of inventories acquired in a business combination is determined based on the
estimated selling price in the ordinary course of business less the estimated costs of
completion and sale, and a reasonable profit margin based on the effort required to
complete and sell the inventories.

Equity and debt securities?

The fair value of equity and debt securities is determined by reference to their quoted
closing bid price at the reporting date, or if unquoted, determined using a valuation
technigue. Valuation techniques employed include market multiples and discounted cash
flow analysis using expected future cash flows and a market-related discount rate. The fair
value of held-to-maturity investments is determined for disclosure purposes only.

Trade and other receivables® 3

The fair value of trade and other receivables, excluding construction work in progress, but
including service concession receivables, is estimated as the present value of future cash
flows, discounted at the market rate of interest at the reporting date. This fair value is
determined for disclosure purposes or when such assets are acquired in a business
combination.

Forward exchange contracts and interest rates swaps2

The fair value of forward exchange contracts is based on their quoted price, if available. If a
quoted price is not available, then fair value is estimated by discounting the difference
between the contractual forward price and the current forward price for the residual
maturity of the contract using a credit-adjusted risk-free interest rate (based on government
bonds).

The fair value of interest rate swaps is based on broker quotes. Those quotes are tested
for reasonableness by discounting estimated future cash flows based on the terms and
maturity of each contract and using market interest rates for a similar instrument at the
measurement date. Fair values reflect the credit risk of the instrument and include
adjustments to take account of the credit risk of the Group entity and counterparty when
appropriate.

Other non-derivative financial liabilities? 3

Fair value, which is determined for disclosure purposes, is calculated based on the
present value of future principal and interest cash flows, discounted at the market rate of
interest at the reporting date. In respect of the liability component of convertible notes,
the market rate of interest is determined by reference to similar liabilities that do not have
a conversion option. For finance leases the market rate of interest is determined by
reference to similar lease agreements.

Deferred revenue

The amount allocated to the P-points, granted through a customer loyalty programme, is
estimated by reference to the fair value of the discounted paper products for which they
could be redeemed, since the fair value of the P-points themselves is not directly
observable. The fair value of the right to purchase paper products at a discount for which
the P-points can be redeemed takes into account the amount of the discount not available
to customers that have not earned P-points, and the expected forfeiture rate.
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Note  Reference Explanatory note

1. NZ IFRS 2.47(b) In transactions in which the fair value of goods and services received was determined
based on the fair value of the equity instruments other than share options, an entity
discloses how it determined the fair value of such equity instruments. Such disclosure
includes:

e if fair value was not measured on the basis of an observable market price, how it
was determined

e whether and how expected dividends were incorporated into the measurement of
fair value

e whether and how any other features of the equity instruments granted were
incorporated into the measurement of fair value.

NZ IFRS 2.47(c) An entity discloses how it determined the incremental fair value of any share-based
payment arrangements that were modified during the period.

2. NZ IFRS 8.2, 3 An entity is required to present segment information if its securities are publicly traded, or
if it is in the process of issuing equity or debt securities in public securities markets. Other
entities may choose to present segment information, but such entities should not describe
information as segment information unless this information complies fully with NZ IFRS 8
Operating Segments.

NZ IFRS 8.NZ 2.2 PBEs are not required to comply with the requirements of NZ IFRS 8.

Entities are required to disclose the following about each reportable segment if the

B NZIFRS 8.23 specified amounts are included in the measure of profit or loss reviewed by the chief
operating decision maker (CODM), or are otherwise provided regularly to the CODM, even
if not included in that measure of segment profit or loss:

e revenues from external customers;
e revenues from transactions with other operating segments of the same entity;
e interestrevenue;
e interest expense;
e depreciation and amortisation;
e material items of income and expense disclosed in accordance with paragraph 97 of
NZ IAS 1 Presentation of Financial Statements (2007);
e equity-accounted earnings;
e income tax expense or income; and
e material non-cash items other than depreciation and amortisation.
4. In these illustrative financial statements the packaging segment, which is also a

discontinued operation, is presented as an operating segment.




Reference

NZ IFRS 2.46,
47(a)(i)-iir)

NZ IFRS 8.20-22, A

NZ IAS 41.46(a)

NZ IFRS 8.16
NZIAS 41.46(a)

NZ IFRS 8.27(a)

NZ IFRS 8.20,
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Notes to the financial statements

Determination of fair values (continued)

Share-based payment transactions

The fair value of the employee share purchase plan is measured using Monte Carlo Sampling.
The fair value of the employee share options and the share appreciation rights is measured
using the Black-Scholes formula." Measurement inputs include share price on the
measurement date, the exercise price of the instrument, expected volatility (based on an
evaluation of the company’s historic volatility, particularly over the historic period
commensurate with the expected term), expected terms of the instruments (based on
historical experience and general option holder behaviour), expected dividends, and the risk-
free interest rate (based on government bonds). Service and non-market performance
conditions attached to the transactions are not taken into account in determining fair value.

Contingent consideration

The fair value of contingent consideration arising in a business combination is calculated using
the income approach based on the expected payment amounts and their associated
probabilities. When appropriate it is discounted to present value.

Operating segments? 3

The Group has six reportable segments, as described below, which are the Group's strategic
divisions. The strategic divisions offer different products and services, and are managed
separately because they require different technology and marketing strategies. For each of the
strategic divisions, the Group’s CEO (the chief operating decision maker) reviews internal
management reports on at least a quarterly basis. The following summary describes the
operations in each of the Group's reportable segments:

Standard Papers: Includes purchasing, manufacturing and distributing pulp and paper.
Recycled Papers: Includes purchasing, recycling and distributing pulp and paper
Packaging: Includes designing and manufacturing packaging materials; this segment was
sold in May 2011 (see note 7).
Forestry: Includes cultivating and managing forest resources as well as related services.
Timber Products: Includes manufacturing and distributing softwood lumber, plywood,
veneer, composite panels, engineered lumber, raw materials and building materials.

e Research and Development: Includes research and development activities.

Other operations include the cultivation and sale of farm animals (sheep and cattle), the
construction of storage units and warehouses, rental of investment property, the manufacture
of furniture and related parts, and the Group's service concession arrangement. None of these
segments meets any of the quantitative thresholds for determining reportable segments in
2011 or 2010.

There are varying levels of integration between the Forestry and Timber Products reportable
segments, and the Standard Papers and Recycled Papers reportable segments. This integration
includes transfers of raw materials and shared distribution services, respectively. Inter-segment
pricing is determined on an arm’s length basis.

Information regarding the results of each reportable segment is included below. Performance
is measured based on segment profit before income tax, as included in the internal
management reports that are reviewed by the Group’s CEO. Segment profit is used to
measure performance as management believes that such information is the most relevant in
evaluating the results of certain segments relative to other entities that operate within these
industries.
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Explanatory note

NZ IFRS 8.1G5

Because the Group’s reportable segments are based on differences in products and
services, no additional disclosures of revenue information about products and services are
required, i.e., the disclosures required in paragraph 32 of NZ IFRS 8 Operating Segments
with regard to revenue from external customers for each product or service, or each group
of similar products and services, are provided already in the overall table on information
about reportable segments.

NZ IFRS 8.23

An entity presents interest revenue separately from interest expense for each reportable
segment unless a majority of the segment’s revenues are from interest, and the CODM
relies primarily on net interest revenue to assess the performance of the segment and to make
decisions about resources to be allocated to the segment. In that situation, an entity may
report that segment’s interest revenue net of interest expense, and disclose that it has done
S0.

NZ IFRS 8.23

NZ IFRS 8 requires that a measure of segment assets is disclosed only if the amounts are
regularly provided to the CODM, consistent with the equivalent requirement for the measure
of segment liabilities.




Reference

NZ IFRS 8.23(a),
32

NZ IFRS 8.23(b)
NZ IFRS 8.23(c)
NZ IFRS 8.23(d)
NZ IFRS 8.23(e)

NZ IFRS 8.21(b)

NZ IFRS 8.23(g)

NZ IFRS 8.23(i)

NZ IAS 36.129(a)

NZ IAS 36.129(b)

NZ IFRS 8.21(b)

NZ IFRS 8.24(a)

NZ IFRS 8.24(b)
NZ IFRS 8.21(b)
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6.0perating segments (continued)
Information about reportable segments

Notes to the financial statements

Group Packaging Research and
Standard Papers  Recycled Papers (Discontinued) Forestry Timber Products Development Other Total

g;/'/::sa”ds of New zealand 2011 2010 2011 2010 2011 2010 2011 2010 2011 2010 2011 2010 2011 2010 2011 2010
External revenues1 64,118 67,092 29,867 22,060 7,543 23,193 3,967 3,646 2,700 2,985 - - 2,064 853 110,259 119,829
Inter-segment revenue - - 317 323 940 2,835 2,681 2,676 1,845 1,923 875 994 891 765 7,549 9,516
Interest revenuez 116 103 46 29 - - 48 32 10 7 - - 28 7 248 178
Interest expense2 (594) (586) (402) (362) = - (353) (308) (76) (63) - - (75) (19) (1,500) (1,338)
Depreciation and
amortisation (1,599) (1,780) (1,487) (1,276) (623) (1,250) (1,069) (696) (233) (201)  (189) (165) (231) (199) (5,431) (5,567)
Reportable segment
profit before tax 6,627 4,106 5,595 1,664 (162) (466) 1,212 979 (263) 1,280 101 67 77 195 13,881 7,825
Share of profit of equity-
method investees 467 587 - - - - - - - - - - - - 467 587
Other material non-cash
items:

Impairment losses on

PPE and intangible

assets - (1,408) - - = - - - (116) - = - = - (116) (1,408)

Reversal of

impairment losses on

PPE and intangible

assets 493 - - - - - - - - - - - - - 493 -
Reportable segment
assets’ 41,054 25267 23,025 16,003 - 13,250 21,046 16,942 4,521 3,664 2,323 1,946 7,398 3,683 99,367 80,755
Equity-accounted
investees 2,025 1,558 2,025 1,558
Capital expenditure 9,697 1,136 6,365 296 - 127 1,158 722 545 369 1,203 123 560 150 19,528 2,923
Reportable segment
liabilities 39,399 26,907 10,875 14,316 - 2,959 5,769 7,097 1,236 1,456 169 158 237 454 57,685 53,347




Diverse Group Limited financial statements 82
December 2011

Note  Reference Explanatory note

1. NZ IFRS 8.28 An entity can also meet the reconciliation requirements of NZ IFRS 8 by inserting two extra
columns in the table illustrated on page 81, referred to as “eliminations” and “total
consolidated”, with material reconciliation items explained in a footnote to the table. In
these illustrative financial statements, the reconciliations are illustrated in separate tables.

2. NZ IFRS 8.28(e) An entity identifies and describes separately all material reconciling items.




Reference

NZ IFRS 8.28(a)

NZ IFRS 8.28(b)

NZ IFRS 8.28(c)

NZ IFRS 8.28(d)

NZ IFRS 8.28(e)
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Operating segments (continued)

Notes to the financial statements

Reconciliations of reportable segment revenues, profit or loss, assets and liabilities and

- . 1
other material items

Group
In thousands of New Zealand Dollars 2011 2010
Revenues
Total revenue for reportable segments 114,853 127,727
Other revenue 2,955 1,618
Elimination of inter-segment revenue (7,549) (9,516)
Elimination of discontinued operations (7,543) (23,193)
Consolidated revenue 102,716 96,636
Profit or loss
Total profit or loss for reportable segments 13,110 7,630
Other profit or loss 771 195
13,881 7.825
Elimination of inter-segment profits (1,695) (1,175)
Elimination of discontinued operations 162 466
Unallocated amounts:

Other corporate expenses (1,886) (1,525)
Share of profit of equity accounted investees 467 587
Consolidated profit before tax 10,929 6,178
Assets
Total assets for reportable segments 91,969 77,072
Other assets 7,398 3,683
Equity-accounted investees 2,025 1,558
Other unallocated amounts 3,377 4,637
Consolidated total assets 104,769 86,950
Liabilities
Total liabilities for reportable segments 57,448 52,893
Other liabilities 237 454
Other unallocated amounts 3,088 215
Consolidated total liabilities 60,773 53,562
Other material items 2011

Reportable Consolidated
In thousands of New Zealand Dollars segment totals Adjustments? totals
Interest revenue 220 (12) 208
Interest expense 1,425 (12) 1,413
Capital expenditure 18,968 560 19,528
Depreciation and amortisation 5,200 586 5,786
Impairment on intangible assets 116 - 116
Reversal of impairment losses on property,
plant and equipment and intangible assets 493 - 493
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Note  Reference Explanatory note

1. NZ IERS 8.31-33 An entity presents entity-wide disclosures related to the following items regardless of
whether the information is used by the CODM in assessing segment performance:

e revenue from external customers for products and services;
e revenue from external customers by geographical areas; and

e non-current assets other than financial instruments, deferred tax assets, post-
employment benefit assets, and rights arising from insurance contracts.

The above information is provided by both the entity’s country of domicile and by an
individual foreign country, if material. In our view, disclosing such information by region, e.g.
Europe or Asia, does not meet the requirement to disclose the information by an individual
foreign country, if material. Such information should be disclosed by the individual foreign
country, e.g. Australia, Japan, United States, when material. These disclosures apply to all
entities subject to NZ IFRS 8, including entities that have only one reportable segment.
However, information required by the entity-wide disclosures need not be repeated if it is
included already in the segment disclosures.




Reference

NZ IFRS 8.28(e)

NZ IFRS 8.33(a)(b)

NZ IFRS 8.34
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Operating segments (continued)
Reconciliations of reportable segment revenues, profit or loss, assets and liabilities and
other material items (continued)

Other material items 2010

Reportable Consolidated
In thousands of New Zealand Dollars segment totals Adjustments totals
Interest revenue 171 (20) 151
Interest expense 1319 (20) 1299
Capital expenditure 2773 150 2923
Depreciation and amortisation 5 368 549 5917
Impairment on property, plant and equipment
and intangible assets 1,408 - 1,408

Geographical information’

The Standard Papers, Recycled Papers and Forestry segments are managed on a worldwide basis,
but operate manufacturing facilities and sales offices in New Zealand, Australia, Japan, Singapore,
Hong Kong and the United States.

In presenting information on the basis of geographical segments, segment revenue is based on the
geographical location of customers. Segment assets are based on the geographical location of the
assets.

Revenue
In thousands of New Zealand Dollars 2011 2010
New Zealand 36,696 39,298
Australia 22,654 25,641
Japan 18,556 20,877
United States 22,643 23,268
Singapore 4,001 5,300
Other Asia Pacific countries 5,709 5,445
Packaging (discontinued) (7,543) (23,193)
Consolidated revenue 102,716 96,636
Non-current assets"
In thousands of New Zealand Dollars 2011 2010
New Zealand 18,513 12,993
Australia 4,983 8,986
Japan 6,104 9,877
Singapore 7,691 7,807
United States 2,002 1,998
Other Asia Pacific countries 2.703 3,815
Investments in equity accounted investees 2025 1 558
44,021 47,034

@ Other than equity-accounted investees, the non-current assets presented consist of property,

plant and equipment, intangible assets, biological assets and investment property.

Major customer

Revenues from one customer of the Group’s Standard Papers and Recycled Papers segments
represents approximately $20,000 thousand (2010: $17,500 thousand) of the Group's total revenues.




Note  Reference

Diverse Group Limited financial statements 86
December 2011

Explanatory note

1. NZ IFRS 5.35

The nature and amount of any adjustments relating to the disposal of discontinued
operations in prior periods are classified and disclosed separately.

In some cases there may be transactions between continuing and discontinued operations,
for example intra-segment sales and purchases. If such transactions are expected to
continue after the operations are disposed of, then in our view the presentation of the
discontinued operation should reflect the continuance of the relationship as such information
enable users of the financial statements to evaluate the financial effects of the discontinued
operation.

3. NZ IFRS 5.33(b)

This information is not required to be presented for a newly acquired subsidiary that is
classified as held for sale on acquisition.

4. NZIAS 33.9, 68

Basic and diluted earnings per share for discontinued operations may be shown either
separately in the statement of comprehensive income or in the notes.

5. NZ IFRS 5.33(c)

NZ IFRS 5.33(c)

The net cash flow attributable to the operating, investing and financing activities of
discontinued operations may instead be disclosed separately in the statement of cash flows.

This information need not be presented for a newly acquired subsidiary that is classified as
held for sale on acquisition.




Reference

NZ IFRS 5.41(a),
(b), (d)

NZ IAS 1.98(e)
NZ IFRS 5.33(b)(i)
NZ IFRS 5.33(b)(i)
NZ IFRS 5.33(b)(i)
NZ IAS 12.81(h)(ii)
NZ IFRS 5.33(b)(i)
NZ IFRS 5.33(b)(iii)

NZ IFRS 5.33(b)(iv),

NZ IAS 12.81(h)(i)

NZIAS 33.68

NZ IAS 33.68
NZ IFRS 5.33(d)

NZ IFRS 5.33(c),
34

NZ IAS 7.40(d)

NZ IAS 7.40(c)

NZ IAS 7.40(a), (b)
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Discontinued operation'’

In May 2011 the Group sold its entire Packaging segment (see note 6); the segment was
not a discontinued operation or classified as held for sale as at 31 December 2010 and the
comparative statement of comprehensive income has been re-presented to show the
discontinued operation separately from continuing operations. Management committed to a
plan to sell this division early in 2011 following a strategic decision to place greater focus on
the Group's key competencies, being the manufacture of pulp paper, forestry and
manufacture of timber products.

In thousands of New Zealand Dollars Note 2011 2010
Results of discontinued operation? 3

Revenue 7,543 23,193
Expenses (7,705) (23,659)
Results from operating activities (162) (466)
Tax expense 22 25 44
Results from operating activities, net of tax (137) (422)
Gain on sale of discontinued operation 846 -
Tax on gain on sale of discontinued operation 22 (330) -
Profit (loss) for the year 379 (422)
Basic earnings/(loss) per share (New Zealand Dollars)” 27 0.12 (0.14)
Diluted earnings/(loss) per share (New Zealand Dollars) 27 0.11 (0.14)

The profit from discontinued operation of $379 thousand (2010: loss of $422 thousand) is
attributable entirely to the owners of the Company. Of the profit from continuing operations
of $8,065 thousand (2010: $4,576 thousand), an amount of $7,495 thousand is attributable
to the owners of the Company (2010: $4,323 thousand).

In thousands of New Zealand Dollars 2011 2010
Cash flows from (used in) discontinued operation'5

Net cash used in operating activities (225) (910)
Net cash from investing activities 10,890 -
Net cash from financing activities g -
Net cash flows for the year 10,665 (910)

Effect of disposal on the financial position of the Group

In thousands of New Zealand Dollars Note 2011
Property, plant and equipment (7,986)
Inventories (134)
Trade and other receivables (3,955)
Cash and cash equivalents (110)
Deferred tax liabilities 22 110
Trade and other payables 1,921
Net assets and liabilities (10,154)
Consideration received, satisfied in cash 11,000
Cash and cash equivalents disposed of (110)

Net cash inflow 10,890




Note

Reference
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NZ IFRS 5.42

If there are changes to a plan of sale or distribution and an asset or a disposal group no longer is
classified as held for sale or distribution, then the entity discloses, in the period of change, a
description of the facts and circumstances leading to the decision, and the effect of the decision
on the results of operations for the period and any prior periods presented.

NZ IFRS 5.58,

The disclosure requirements of NZ IFRS 5 apply to non-current assets or disposal groups
classified as held for sale and to discontinued operations. Disclosures required by other NZ IFRS
apply when it refers specifically to non-current assets or disposal groups classified as held for
sale or to discontinued operations; for example the disclosure of earnings per share for a
discontinued operation. Disclosures required by other NZ IFRS may also apply where they relate
to assets and liabilities in a disposal group that are not within the measurement scope of NZ
IFRS 5. Additional disclosures may be necessary to comply with the general requirements of NZ
IAS 1, in particular for a fair presentation and in respect of estimation uncertainty.

NZ IFRS 5.38, 39

The major classes of assets and liabilities classified as held for sale are disaggregated in the
notes. This disclosure is not required if the disposal group is a newly acquired subsidiary that
meets the criteria to be classified as held for sale on acquisition.

NZ IFRS 3.B67(e)

For each material business combination, or in aggregate for individually immaterial business
combinations that are material collectively, an entity discloses and explains any gain or loss
recognised in the current reporting period that:

e relates to the identifiable assets acquired or liabilities assumed in a business combination
that was effected in the current or the previous reporting period; and

e is of such size, nature or incidence that disclosure is relevant to an understanding of the
combined entity’s financial performance.

NZ IFRS 3.63

If the specific disclosures pursuant to the requirements of NZ IFRS 3 and other NZ IFRS are not
sufficient to enable users of the financial statements to evaluate the nature and financial effects
of business combinations effected in the current period, or any adjustments recognised in the
current period related to business combinations effected in prior periods, then an entity
discloses additional information.

NZ IFRS 3.45

If the initial accounting for an acquisition was based on provisional values, and those provisional
values are adjusted within 12 months of the acquisition date, then comparative information is
restated, including recognition of any additional depreciation, amortisation or other profit or loss
effect resulting from finalising the provisional values. In these illustrative financial statements,
there were no acquisitions in the comparative period.




Reference

NZ IFRS 5.41(a), (b),
(d)

NZ IFRS 5.37, 41(c)

NZ IFRS 5.38

NZ IFRS 5.38

NZ IFRS 3.B64(a)-(d)

NZ IFRS 3.B64(d)

NZ IFRS 3.B64(q)
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Disposal group held for sale’ 2

Part of a manufacturing facility within the Standard Papers segment is presented as a
disposal group held for sale following the commitment of the Group’s management, on 15
June 2011, to a plan to sell part of the facilities. Efforts to sell the disposal group have
commenced, and a sale is expected by June 2012.

An impairment loss of $25 thousand on the remeasurement of the disposal group to the
lower of its carrying amount and its fair value less costs to sell has been recognised in other
expenses (see note 12).

At 31 December 2011 the disposal group comprised the following assets and liabilities.

Assets classified as held for sale®

In thousands of New Zealand Dollars Note 2011
Property, plant and equipment 16 8,164
Inventories 2,750
Trade and other receivables 3,496

14,410

Liabilities classified as held for sale®

In thousands of New Zealand Dollars 2011
Trade and other payables 4,270
Deferred tax liabilities 140

4,410

Cumulative income or expense recognised in other comprehensive income
There are no cumulative income or expenses recognised in other comprehensive income
relating to the disposal group.

Acquisitions of subsidiary and non-controlling interests *°
Acquisition of subsidiary®

On 31 March 2011 the Group obtained control of Papyrus Pty Limited, a manufacturer and
distributor of standard pulp and paper by acquiring 65% of the shares and voting interests in
the company. As a result, the Group's equity interest in Papyrus increased from 25% to
90%.

Taking control of Papyrus will enable the Group to modernise its production process through
access to Papyrus’ patented technology. The acquisition is expected to provide the Group
with an increased share of the standard paper market through access to the acquiree’s
customer base. The Group also expects to reduce costs through economies of scale.

In the nine months to 31 December 2011 Papyrus contributed revenue of

$13,678 thousand and profit of $1,562 thousand to the Group's results. If the acquisition
had occurred on 1 January 2011, management estimates that consolidated revenue would
have been $107,091 thousand and consolidated profit for the year would have been $8,764
thousand. In determining these amounts, management has assumed that the fair value
adjustments, determined provisionally, that arose on the date of acquisition would have been
the same if the acquisition had occurred on 1 January 2011.
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1. NZ IFRS 3.B64, (g), () FOr contingent consideration arrangements and indemnification assets, an entity discloses
the amount recognised at the acquisition date, a description of the arrangement and the
basis for determining the amount, and an estimate of the range of outcomes (undiscounted)
or, if a range cannot be estimated, this fact and the reasons why a range cannot be
estimated. If the maximum payment amount is unlimited, then an entity discloses this fact.




Reference

NZ IFRS 3.B64(f)

NZ IAS 7.40(a)
NZ IFRS 3.B64(f)

NZ IFRS 3.B64(f)(iv)

NZ IFRS 3.B64(1)

NZ IFRS 3.B64(g),
B67(b)(iii)
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Acquisitions of subsidiary and non-controlling interests (continued)
Acquisition of subsidiary (continued)

The following summarises the major classes of consideration transferred, and the recognised
amounts of assets acquired and liabilities assumed at the acquisition date:

Consideration transferred

In thousands of New Zealand Dollars Note 2011
Cash 2,500
Equity instruments (8,000 ordinary shares) 26 87
Replacement share-based payment awards — value of past service 120
Contingent consideration 250
Settlement of pre-existing relationship (326)

2,631

Equity instruments issued

The fair value of the ordinary shares issued was based on the listed share price of the Company
at 31 March 2011 of $10.88 per share.

Replacement share-based payment awards

In accordance with the terms of the acquisition agreement required the Group to exchange
equity-settled share-based payment awards held by employees of Papyrus (the acquiree’s
awards) for equity-settled share-based payment awards of the Company (the replacement
awards). Details of the acquiree’s awards and replacement awards are as follows.

Acquiree’s award Replacement awards

Terms and conditions e Grant date 1 April 2010; e Vesting date 31 March 2014
e Vesting date 31 March 2014 e  Service condition

e Service condition
Market-based measure at
acquisition date $527 thousand $571 thousand

The consideration for the business combination includes $120 thousand transferred to
employees of Papyrus when the acquiree’s awards were replaced by Company awards. An
amount of $400 thousand will be recognised as post-acquisition compensation cost. The
determination of these amounts includes an estimated forfeiture rate of 9%. For further details
on the replacement awards, see note 30.

Contingent consideration

The Group has agreed to pay the selling shareholders additional consideration of

$600 thousand if the acquiree’s cumulative EBITDA over the next three fiscal years exceeds
$10,000 thousand. The Group has included $250 thousand as contingent consideration related
to the additional consideration, which represents its fair value at the acquisition date, using a
discount rate of 11%. At 31 December 2011 the contingent consideration had increased to
$270 thousand.'
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1. NZ IFRS 3.23 At the acquisition date an entity recognises a contingent liability assumed in a business
combination only if it represents a present obligation arising from a past event and its fair
value can be reasonably estimated.

Contingent liabilities that are present obligations are recognised in the acquisition accounting
because they meet the definition of a liability, even if it is not probable that an outflow of
resources will be required to settle the obligation. A possible obligation is not recognised
because it is not a liability.




Reference

NZ IFRS .B64(l)

NZ IFRS .B64(i),

NZ IAS 7.40(a)-
(d)

NZ IAS 7.40(c)

NZ IFRS 3.B67
(@), (in)

NZ IFRS .B64()),

B67(c), NZ IAS
7.86
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Acquisitions of subsidiary and non-controlling interests (continued)

Acquisition of subsidiary (continued)

Consideration transferred (continued)

Settlement of pre-existing relationship

The Group and Papyrus are parties to a supply contract under which Papyrus supplies the Group
with timber at a fixed price under a long-term contractual agreement. The agreement contains a
clause allowing the Group to terminate the agreement by paying Papyrus $326 thousand. At the
acquisition date this pre-existing relationship was effectively terminated as part of the acquisition.
The fair value of the agreement at the acquisition date was $600 thousand, of which $400
thousand related to the unfavourable aspect of the contract to the Group relative to market
prices. The Group has attributed $326 thousand of the consideration transferred, being the lower
of the termination amount and the value of the off-market element of the contract, to the
extinguishment of the supply contract with Papyrus. This amount has been recognised in other
expenses (see note 12).

Identifiable assets acquired and liabilities assumed

In thousands of New Zealand Dollars Note 2011
Property, plant and equipment 16 1,955
Intangible assets 17 250
Inventories 825
Trade receivables 836
Cash and cash equivalents 375
Loans and borrowings (500)
Deferred tax liabilities 22 (67)
Contingent liabilities' 32 (20)
Site restoration provision 32 (150)
Trade and other payables (460)
Total identifiable net assets 3,044

The following fair values have been determined on a provisional basis:

e The fair value of intangible assets (Papyrus’ patented technology and customer relationships)
has been determined provisionally pending completion of an independent valuation.

e The contingent liability of $20 thousand that represents a present obligation in respect of a
claim for contractual penalties made by one of Papyrus' customers. While the Group
acknowledges responsibility, it disputes the amount claimed by the customer of $100
thousand. The claim is expected to go to arbitration in April 2012. The recognised fair value
of $20 thousand is based on the Group's interpretation of the underlying contract, taking the
range of possible outcomes of the arbitration process into account, and supported by
independent legal advice. There are no reimbursement rights related to the obligation.

e Papyrus’ operations are subject to specific environmental regulations. The Group has
conducted a preliminary assessment of site restoration provisions arising from these
regulations, and has recognised a provisional amount in its initial accounting. However, the
Group is continuing its review of these matters during the measurement period.

If new information obtained within one year from the acquisition date about facts and
circumstances that existed at the acquisition date identified adjustments to the above amount, or
any additional provisions that existed at the acquisition date, then the acquisition accounting will
be revised.
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Note  Reference Explanatory note

1. NZ IFRS 3.B64(h) An entity discloses the fair value, gross contractual amounts receivable and the best
estimate at the acquisition date of the contractual cash flows not expected to be collected
for each major class of receivables acquired (e.g. loans, direct finance leases).

2. NZ IFRS 3.B64(n) If an acquirer in a business combination makes a bargain purchase, then it discloses the
amount of the gain recognised, the line item in the statement of comprehensive income in
which the gain is presented, and a description of the reasons why the transaction resulted in
a gain.

3. NZ IFRS 3.B64(0)(ii) If an entity chooses to value non-controlling interests at fair value, then the valuation
technigues and key model inputs used for determining that value are disclosed.

4. When non-controlling interests were initially measured at their proportionate interest in the

identifiable net assets of a subsidiary, because no goodwill was initially attributed to non-
controlling interests, there are different approaches to determination of the adjustment to
non-controlling interests that are acceptable for purchases and sales of non-controlling
interests when retaining control. In our view, each of the following approaches is
acceptable.

e Approach 1. Attribute a proportionate amount of all the net assets of the subsidiary
including recognised goodwill. This view interprets “interests in the subsidiary” in
paragraph 31 of NZ IAS 27 as related to all net assets, including goodwill, recognised in
the parent’s consolidated financial statements, Under this approach, recognised goodwill
is treated as any other asset.

e Approach 2. Attribute a proportionate amount of the net assets of the subsidiary;
however, in doing so there are two separate asset pools: one asset pool is in respect of
the parent’s interest (net assets including goodwill) and the other asset pool is in respect
of the non controlling interests (identifiable net assets but no goodwill). Under this
approach, a purchase of equity interests from non-controlling shareholders results in
adjusting non-controlling interests for the proportionate amount of the non-controlling
interests asset pool because the parent is buying a portion of that pool assets.
Conversely, a sale of equity interests to the non-controlling shareholders results in
adjusting non-controlling interests for proportionate amount of the parent’s assets-plus-
goodwill pool because the parent is selling a portion of that asset pool to the non-
controlling interests.

e Approach 3. Attribute a proportionate amount of the only the identifiable net assets of
the subsidiary. The view interprets “interests in the subsidiary” in paragraph 31 of NZ
IAS 27 as related to identifiable assets only since non-controlling interests have been
initially recognised only in respect of the identifiable assets.

Other approaches also may be acceptable depending on the circumstances. An entity
should choose an accounting policy, to be applied consistently, to both sales and purchases
of equity interests in subsidiaries when control exists before and after the transaction when
non-controlling interests are measured initially at their proportionate interest in the
identifiable net assets of the acquiree.




Reference

NZ IFRS 3.B64(h)

NZ IFRS 3.B64(o) (p)(ii)

NZ IFRS 3.B64(p)

NZ IFRS 3.B64(e), (k)

NZ IFRS 3.B64(l), (m)

NZIAS 27.41(e)
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Acquisitions of subsidiary and non-controlling interests (continued)
Acquisition of subsidiary (continued)

Identifiable assets acquired and liabilities assumed (continued)

The trade receivables comprise gross contractual amounts due of $900 thousand, of which
$52 thousand was expected to be uncollectible at the acquisition date.

Goodwill?
Goodwill was recognised as a result of the acquisition as follows.

In thousands of New Zealand Dollars Note 2011

Total consideration transferred 2,631

Non-controlling interests, based on their proportionate interest in the

recognised amounts of the assets and liabilities of Papyrus® 304

Fair value of previous interest in Papyrus 650

Fair value of identifiable net assets (3,044)
17 541

The remeasurement to fair value of the Group's existing 25% interest in Papyrus resulted in a
gain of $250 thousand ($650 thousand less $420 thousand carrying amount of equity-
accounted investee at acquisition date plus $20 thousand of translation reserve reclassified to
profit or loss), which has been recognised in finance income in the statement of
comprehensive income (see note 15).

The goodwill is attributable mainly to the skills and technical talent of Papyrus’ work force, and
the synergies expected to be achieved from integrating the company into the Group's
existing recycled paper business. None of the goodwill recognised is expected to be
deductible for income tax purposes.

Acquisition-related costs

The Group incurred acquisition-related costs of $50 thousand related to external legal fees
and due diligence costs. The legal fees and due diligence costs have been included in
administrative expenses in the Group's consolidated statement of comprehensive income.

Acquisition of non-controlling interest’

In June 2011 the Group acquired an additional 15% interest in Paper Mache Pte Limited for
$200 thousand in cash, increasing its ownership from 60% to 75%. The carrying amount of
Paper Mache Pte Limited’s net assets in the Group's financial statements on the date of the
acquisition was $767 thousand. The Group recognised a decrease in non-controlling interests
of $115 thousand, a decrease in retained earnings of $93 thousand, and an increase in the
translation reserve of $8 thousand.

The following summarises the effect of changes in the Group’s ownership interest in Paper
Mache Pte Limited.

In thousands of New Zealand Dollars 2011
Company's ownership interest at 1 January 392
Effect of increase in Company’s ownership interest 115
Share of comprehensive income 290

Company’s ownership interest at 31 December 797
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1 In these illustrative financial statements, it is assumed that there are no barter transactions. If an
. NZ IAS 18.35(c) . ) : ; L
entity does enter into material barter transactions, then it discloses the amount of revenue
arising from exchanges of goods or services included in each significant category of revenue.

2. NZ IAS 1.35(b) In NZ IAS 18 Revenue, interest and dividends are also referred to as revenue. In practice, entities
other than financial institutions generally present interest and dividends received within finance
income.

3 Although not required by NZ IFRIC 13 Customer Loyalty Programme, we have illustrated
disclosures that entities may wish to present as users may find them useful. Additional
disclosure items may be necessary if a customer loyalty programme is significant.

4. In our view, whether changes in the fair value of biological assets should be presented as

revenue in a separate line item in the statement of comprehensive income, or as part of other
income, depends on the relative significance of agricultural activities.




Reference

NZ IAS
18.35(b)(i)

NZ IAS
18.35(b)(ii)

NZ IAS
18.35(b)(iv)

NZ IAS
40.75(f)(i)

NZ IAS 11.39(a)

NZ IAS 18.35
(b)(v)

NZ IAS 1.122

NZ IAS 11.39(b)

NZ IAS 1.97

NZIAS 41.40

NZ IAS 40.76(d)

NZ IAS 1.98(c)
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Notes to the financial statements

Revenue' 2
Discontinued

Continuing operation

operations (see note 7) Total Group Company
In thousands of
New Zealand
dollars Note 2011 2010 2011 2010 2011 2010 2011 2010
Sales of goods 87,676 80,690 7,543 23,193 95,219 103,883 - -
Rendering of
services 13,120 14,786 - - 13,120 14,786 - -
Commissions 451 307 - - 451 307 - -
Investment
property rentals 35 810 212 - - 810 212 - -
Construction
contract
revenue 659 641 - - 659 641 - -
Dividends - - - - - - 1,936 2,500
Total revenues 102,716 96,636 7,543 23,193 110,259 119,829 1,936 2,500

The Group has a customer loyalty programme to stimulate the sale of certain paper products used
in the printing industry. The Group grants P-points when customers buy certain designated paper
products. These P-points can be redeemed for discounts on paper products and on their
redemptions an appropriate amount of deferred revenue is released and included in sales of goods.

At 31 December 2011 the Group has deferred revenue of $50 thousand (2010: $38 thousand),
which represents the fair value of that portion of the consideration received or receivable in respect
of initial sales of paper products for which P-points have been granted, but not yet redeemed or

lapsed (see note 31).°

Commission relates to the sale of products in which the Group acts as an agent in the transaction

rather than as the principal. Management consider the following factors in distinguishing between

an agent and a principal:

e The Group does not take title of the goods and has no responsibility in respect of the goods
sold.

e Although the Group collects the revenue from the final customer, all credit risk is borne by the
supplier of the goods.

e The Group cannot vary the selling prices set by the supplier by more than 1%.

Construction contract revenue has been determined based on the stage of completion method.
The amount of revenue recognised results from the development of a number of storage units and
warehouses for some of the Group’s customers in the Timber Products segment. These storage
units and warehouses are constructed based on a specifically negotiated contract with customers.

Other income

Group
In thousands of New Zealand dollars Note 2011 2010
Change in fair value of biological assets’ 18 650 50
Net increase in value of biological assets due to births/deaths 18 11 15
Change in fair value of investment property 19 20 60
Government grants 31 238 -
Net gain on sale of property, plant and equipment 26 100
Rental income from property subleases 35 150 90

1,095 315




Note

Reference
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NZ IAS 1.87

An entity shall not present any items of income and expense as extraordinary items, either in
the statement of comprehensive income or in the notes. No items of income and expense
may be presented as extraordinary. The nature and amounts of material items are disclosed
as a separate line item in the statement of comprehensive income or in the notes.

NZ IAS 1.NZ 105.1

NZ IAS 1.NZ 105.2

Fees to auditors must be disclosed, either on the face of the statement of comprehensive
income or in the notes. In this publication we have illustrated this in the notes. The
disclosure must cover:

In respect of each auditor of the parent entity:
e audit fees for the audit of the financial statements

e audit related fees for assurance and other related services including a description of the
nature of the services

e tax fees for tax compliance, tax advice and tax planning services including a description
of the nature of the services

e all other fees not covered under the above paragraphs including a description of the
nature of the services.

In respect of any other auditor(s) of entities in the group, the audit fees for the audit of the
financial statements.

The total amount of donations is required to be disclosed, either on the face of the
statement of comprehensive income or in the notes. In this publication we have illustrated
this in the notes.

NZ IFRS are silent about how impairment losses on trade receivables are presented. In
these illustrative financial statements impairment losses on trade receivables are presented
as part of other expenses, which is one possible choice of presentation. Other
presentations, e.g. as finance costs, are also possible as long as the disclosure requirements
of NZ IFRS 7 Financial Instruments: Disclosures are met.

NZIAS 1.104

An entity classifying expenses by function discloses additional information on the nature of
expenses, including depreciation, amortisation and employee benefits expenses. The level of
disclosure presented in these illustrative financial statements is optional.
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NZIAS 1.97 12. Other expenses’
Group Company

In thousands of New Zealand dollars Note 2011 2010 2011 2010

Impairment loss on remeasurement of

disposal group 8 25 - - -
NZ IFRS 7.20(e) Impairment loss on trade receivables® 34 150 30 - -

Settlement of pre-existing relationship

with acquiree 9 326 - 326 -

Earthquake related expenses 359 - - -

860 30 326 -

A wholly-owned subsidiary incurred expenses amounting to $359 thousand due to an
earthquake. The expenses relate to the survey of facilities and the removal of damaged items.

NZIAS 1.104 13. Expenses by nature*
Group
In thousands of New Zealand Dollars Note 2011 2010
Changes in raw materials and consumables, finished goods and
work in progress 41,698 44,273
Employee benefit expense 14 22,204 19,457
Depreciation and amortisation expense 5,786 5,917
Consultancy expense 4,866 4,212
Advertising expense 2,550 2,650
Maintenance expense 12,673 12,824
Other expenses 2,166 831
Group and Company
In thousands of New Zealand Dollars 2011 2010
NZ IAS 1.NZ105.2 Donations” 10 8
NZIAS 1.NZ105.1 Auditor’s remuneration to KPMG comprises:”
Audit of financial statements 359 245
Other audit-related services 126 103
Total auditor’s remuneration 485 348

Other audit-related services include services for the audit or review of financial information
other than financial reports including prospectus reviews, other audits required for local
regulatory purposes, taxation and general accounting services. All auditor’s remuneration for
all services provided are paid for by the Company on behalf of the Group entities.

NZIAS 1.104 14. Personnel expenses*
Group
In thousands of New Zealand Dollars Note 2011 2010
Wages and salaries 19,753 17,476
NZIAS 19.46 Contributions to defined contribution plans 455 419
Termination benefits 350 450
Expenses related to defined benefit plans 29 425 500
Increase in liability for long-service leave 26 12
NZ IFRS 2.51(a) Equity-settled share-based payment transactions 30 755 250
NZ IFRS 2.51(a) Cash-settled share-based payment transactions 30 440 350

22,204 19,457




Note
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Explanatory note

NZ IFRS 7.20

There is no guidance in NZ IFRS as to what is included in finance income and finance costs.
An entity discloses as part of its accounting policies which items constitute finance income
and finance costs; see accounting policy in note 3(r) of these illustrative financial statements.

NZ IFRS 7.20(b)

An entity discloses total interest income for financial assets not at fair value through profit or
loss. In these illustrative financial statements we illustrate interest income disaggregated by
category of financial asset. While this level of disaggregation is optional, an entity is required
to disclose separately any material items of income, expense and gains and losses resulting
from financial assets and liabilities.

Interest income on available for sale debt instruments is recognised using the effective
interest method, with the effective interest rate being calculated upon the instrument’s initial
recognition. Therefore, even though a debt instrument is measured at fair value, the holder
applies the effective interest method and calculates the amortised cost of the instrument to
determine interest income.

NZ IFRS 7.20 (a)(iii)-(v)

NZ IFRS 7.20(c)

NZ IFRS 7.24(a)

NZ IFRS 7.24(c)

If applicable, an entity also discloses:

e net gains or losses on held-to-maturity investments, loans and receivables, and financial
liabilities measured at amortised cost;

e fee income and expense, other than amounts included in determining the effective

e interest rate;

e for fair value hedges, gains or losses on the hedging instrument and on the hedged item
attributable to the hedged risk; and

e the ineffective portion of the change in fair value of a net investment hedge.

NZ IFRS 7.28

An entity discloses the following in respect of any “day one"” gain or loss:
e an accounting policy; and

e the aggregate difference still to be recognised in profit or loss, and a reconciliation
between the opening and closing balance thereof.

NZ IAS 32.40

Dividends classified as an expense may be presented in the statement of comprehensive
income either with interest on other liabilities or as a separate item. If there are differences
between interest and dividends with respect to matters such as tax deductibility, then it is
desirable to disclose them separately in the statement of comprehensive income.

NZ IAS 1.93

This amount is adjusted against other comprehensive income in the period in which the
realised gains are reclassified to profit or loss.




Reference

NZIAS 1.97

NZ IFRS 7.20(b)
NZ IFRS 7.20(d)
NZ IFRS 7.20(b)
NZ IFRS 7.20(b)

NZ IAS 18.35(b)(v)
NZ IFRS
7.20(a)(ii)

NZ IFRS 7.23(d)

NZ IFRS
7.20(a)li)

NZ IFRS 7.20(b)
NZIAS 21.52(a)
NZ IFRS 7.20(a)(i)

NZ IFRS 7.20(v)
NZ IAS 37.84(e)
NZ IFRS 7.20(e)
NZ IFRS 7.24(b)

NZ IFRS 7.20(b)
NZ IFRS 7.20(b)

NZIAS 1.7
NZ IFRS 7.23(c)
NZ IFRS 7.23(d)

NZ IFRS 7.20(a)(ii)
NZ IFRS 7.20(a)(ii)

NZ IAS 1.90
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15.

Notes to the financial statements

Finance income and finance costs’
Recognised in profit or loss

Group Company

In thousands of New Zealand dollars Note 2011 2010 2011 2011
Interest income on unimpaired held-to-maturity investments” 157 89 - -
Interest income on impaired held-to-maturity investments 7 6 - -
Interest income on available-for-sale financial assets”” 8 27 - -
Interest income on loans and receivables’ 36 29 - -
Remeasurement to fair value of pre-existing interest in
acquiree 9 250 R . -
Dividend income on available-for-sale financial assets 26 32 - -
Net gain on disposal of available-for-sale financial assets
reclassified from equity 64 - - -
Net change in fair value of cash flow hedges reclassified from
equity 31 11 _ B
Net change in fair value of financial assets at fair value through
profit or loss:

Held for trading 74 - - -

Designated as such upon initial recognition 508 286 - -
Finance income™” 1,161 480 - -
Interest expense on financial liabilities measured at amortised cost’ (1,413) (1,299 (504) (5637)
Net foreign exchange loss (138) (293) - -
Net change in fair value of financial assets:

Held for trading - (19) = -

Designated at fair value through profit or loss - (22) - -
Change in fair value of contingent consideration 9 (20) - (20) -
Unwind of discount rate on site restoration provision 32 (60) - - -
Impairment loss on held-to-maturity investments (60) - - -
Ineffective portion of changes in fair value of cash flow hedges (16) (13) - -
Finance costs” (1,707) (1,646)  (524)  (537)
Net finance costs recognised in profit or loss (546) (1,166) (524) (5637)
The above finance income and finance costs include the
following interest income and expense in respect of assets
(liabilities) not at fair value through profit or loss:

Total interest income on financial assets’ 208 151 - -

Total interest expense on financial liabilities (1,413) (1,299) (504) (537)
Recognised in other comprehensive income

Group Company

In thousands of New Zealand dollars Note 2011 2010 2011 2010
Net loss on hedge of net investment in foreign operation (3) (8) - -
Effective portion of changes in fair value of cash flow hedges (62) 77 - -
Net change in fair value of cash flow hedges reclassified to
profit or loss’ (31) (11) = -
Net change in fair value of available-for-sale financial assets 199 94 - -
Net change in fair value of available-for-sale financial assets
reclassified to profit or loss’ (64) - - -
Tax on finance income and finance costs recognised in other
comprehensive income 22 (12) (45) - -
Finance income recognised in other comprehensive
income, net of tax 27 107 - -




Note

Reference
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Explanatory note

NZ IAS 16.73(d),(e)

NZ IAS 16.74(d)

NZIAS 16.77

NZ IAS 16.NZ 77.1

NZIAS 16.NZ 77.2

NZIAS 16 NZ 77.3

NZIAS 16.NZ 15.1

NZ IAS 16.NZ 33.1-14

NZ IAS 16.NZ 35.1

An entity discloses a reconciliation of the carrying amount of property, plant and equipment
from the beginning to the end of the reporting period. The separate reconciliations of the
gross carrying amount and accumulated depreciation illustrated in these illustrative
financial statements are not required and a different format may be used. However, an
entity is required to disclose the gross carrying amount and accumulated depreciation at
the beginning and at the end of the reporting period.

An entity discloses the amount of compensation from third parties for items of property,
plant and equipment that were impaired, lost or given up that is included in profit or loss.

If an entity uses the revaluation model to account for property, plant and equipment, then it
discloses:

o the effective date of the revaluation
e whether an independent valuer was involved
e the methods and significant assumptions applied in estimating the items’ fair values

e the extent to which the items’ fair values were determined directly by reference to
observable prices in an active market, or recent market transactions on arm’s length
terms, or were estimated using other valuation techniques

e for each revalued class of property, plant and equipment, the carrying amount that would
have been recognised had the assets been measured under the cost model (i.e., not
revalued)

e the revaluation surplus, indicating the change for the period, and any restrictions on
the distribution of the balance to shareholders.

PBEs are not required to disclose, for each revalued class of property, plant and
equipment, the carrying amount that would have been recognised had the assets been
carried under the cost model, as required by paragraph 77(e).

If an asset has been measured at fair value, the following must be disclosed:
a) the name of each valuer

b)  astatement in respect of each valuer as to whether they are an employee of the
entity or whether they are contracted as an independent valuer

c)  the total fair value of property, plant and equipment valued by the valuer

d)  where the valuation has been conducted by an employee of the entity the name of
the independent valuer who reviewed the valuation.

e) the date(s) of such valuations

Where an entity has not used an independent valuer because there is an active market or
readily available price indices that establish the fair value an entity shall disclose the fact.

Where a PBE acquires an asset at no cost/nominal cost, the cost is its fair value at the date
of acquisition. The fair value of the asset received must be recognised in the income
statement.

For PBEs, depreciated replacement cost is an acceptable estimate of fair value where the
fair value of the asset is not able to be reliably determined using market-based evidence.
These paragraphs provide a detailed discussion with respect to the calculation of
depreciated replacement cost.

Where there are no readily available price indices establishing the asset’s fair value with
reasonable reliability, a valuation shall be conducted by an independent valuer or by a
sufficiently experienced person, provided the valuation has been subject to review by an
independent valuer.




Reference

NZ IAS 16.73(d),
(e)

NZ IAS 16.73(d)
NZ IAS 16.73(e)(i)
NZ IAS 16.73(e)(ii)
NZ IAS 16.73(e)
(viii)

NZ IAS 16.73(d)
NZ IAS 16.73(d)
NZ IAS 16.73(e)(iii)

NZ IAS 16.73(e)fi),
74(b)
NZ IAS 16.73(e)(ix)

NZ IAS 16.73(e)(ix)

NZ IAS 16.73(e)(ii)

NZ IAS 16.73(e)(ii)
NZ IAS 16.73(e)
(viii)

NZ IAS 16.73(d)

NZ IAS 16.73(d)
NZ IAS 16.73(e)(vii)
NZ IAS 16.73(e)(vi)
NZ IAS 16.73(e)(ii)
NZ IAS 16.73(e)
(viii)

NZ IAS 16.73(d)
NZ IAS 16.73(d)
NZ IAS 16.73(e)(vii)
NZ IAS 16.73(e)(vi)
NZ IAS 16.73(e)(ix)

NZ IAS 16.73(e)(ii)

NZ IAS 16.73(e)(ii)

NZ IAS 16.73(e)
(viii)

NZ IAS 16.73(d)

NZIAS 1.78(a)
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16.

Property, plant and equipment’

Notes to the financial statements

Group
Fixtures

/Dnot/g;gsands of New Zealand Land and Plant and and Under

Note  buildings __equipment __fittings _construction Total
Cost and Valuation
Balance at 1 January 2010 7,148 29,509 5,289 - 41,946
Additions 373 1,540 675 - 2,588
Disposals - (1,081) - - (1,081)
Effect of movements in
exchange rates - 316 171 - 487
Balance at 31 December 2010 7,521 30,284 6,135 - 43,940
Balance at 1 January 2011 7,521 30,284 6,135 - 43,940
Acquisitions through business
combinations 9 185 1,580 190 - 1,955
Other additions 1,750 9,544 657 4,100 16,051
Offset of accumulated
depreciation on building
transferred to investment
property (300) - - - (300)
Revaluation of land and buildings 200 - - - 200
Reclassification to investment
property 19 (800) - - - (800)
Reclassification to assets held
for sale 8 - (9,222) - - (9,222)
Disposals - (11,972) (2,100) - (14,072)
Effect of movements in
exchange rates - 91 50 - 141
Balance at 31 December 2011 8,556 20,305 4,932 4,100 37,893
Depreciation and impairment losses
Balance at 1 January 2010 693 5,657 939 - 7,189
Depreciation for the year 123 4,240 759 - 5,122
Impairment loss - 1,123 - - 1,123
Disposals - (700) - - (700)
Effect of movements in
exchange rates - 98 59 - 157
Balance at 31 December 2010 816 10,318 1,757 - 12,891
Balance at 1 January 2011 816 10,318 1,757 - 12,891
Depreciation for the year 120 4,140 741 - 5,001
Reversal of impairment loss - (393) - - (393)
Offset of accumulated
depreciation on building
transferred to investment
property (300) - - - (300)
Reclassification to assets held
for sale 8 - (1,058) - - (1,058)
Disposals - (3,808) (1,127) - (4,935)
Effect of movements in
exchange rates - 63 38 - 101
Balance at 31 December 2011 636 9,262 1,409 - 11,307
Carrying amounts
At 1 January 2010 6,455 23,952 4,350 - 34,757
At 31 December 2010 6,705 19,966 4,378 - 31,049
At 31 December 2011 7,920 11,043 3,523 4,100 26,586
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NZIAS 23.NZ 29.1

Note  Reference Explanatory note

1. NZ IAS 36.131 In respect of the aggregate amount of impairment losses or reversals that are not disclosed
because they are not considered material, an entity discloses:

e the main classes of assets affected by impairment losses or reversals
e the main events and circumstances that led to the losses or reversals.

2. NZ IAS 8.40 If the amount of the effect in subsequent periods is not disclosed because estimating it is
impracticable, then the entity discloses that fact.

3. NZ IAS 1.42 If reclassifying comparative amounts is impracticable, then the entity discloses the reason for
not reclassifying the amounts, and the nature of the adjustments that would have been made
if the amounts had been reclassified.

4. NZ IAS 23.26 An entity discloses the amount of borrowing costs capitalised during the period, and the

capitalisation rate used to determine the amount of borrowing costs eligible for capitalisation.

PBEs are permitted, but not required, to apply NZ IAS 23 Borrowing Costs (2010). A PBE
electing to expense borrowing costs in accordance with NZ IAS 23 Borrowing Costs (2004)
discloses such fact and applies the consequential amendments to NZ IAS 16 Property, Plant
and Equipment and NZ IAS 11 Construction Contracts.




Reference

NZ IAS 17.31(a), (e)

NZ IAS 7.43

NZIAS 16.74(a)

NZ IAS 16.74(b)

NZ IAS 23.26

NZ IAS 16.76, 8.39

NZ IAS 1.41(a), (c)

NZ IAS 1.41(b)

NZIAS 16.77

NZIAS 16.77(e)
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16.

Notes to the financial statements

Property, plant and equipment (continued)

Impairment loss and subsequent reversal’

During 2010, due to regulatory restrictions imposed on the manufacture of a new product in
the Standard Papers segment, the Group tested the related product line for impairment and
recognised an impairment loss of $1,123 thousand with respect to plant and equipment. In
2011 $393 thousand of the loss was reversed. See note 17 for further details of the
impairment loss and subsequent reversal.

Leased plant and machinery

The Group leases production equipment under a number of finance lease agreements. Some
leases provide the Group with the option to purchase the equipment at a beneficial price. One
of the leases is an arrangement that is not in the legal form of a lease, but is accounted for as
such based on its terms and conditions. The leased equipment secures lease obligations (see
note 28). At 31 December 2011 the net carrying amount of leased plant and equipment was
$1,646 thousand (2010: $1,972 thousand). During the year, the Group acquired leased assets
of $15 thousand (2010: $180 thousand) (see note 28).

Security
At 31 December 2011 properties with a carrying amount of $5,000 thousand (2010:
$4,700 thousand) are subject to a registered debenture to secure bank loans (see note 28).

Property, plant and equipment under construction

During the year the Group acquired land with the intention of constructing a new factory on
the site. The cost of acquisition was $3,100 thousand. The Group commenced construction of
the new factory; costs incurred up to the reporting date totalled $1,000 thousand (2010: nil).
Capitalised borrowing costs related to the acquisition of the land and the construction of the
new factory amounted to $194 thousand (2010: nil), with a capitalisation rate of 5.2% (2010:
not applicable).”

Change in estimates

During the year the Group conducted an operational efficiency review at one of its plants,
which resulted in changes in the expected usage of certain items of property, plant and
equipment. Certain dye equipment, which management previously intended to sell after five
years of use, is now expected to remain in production for twelve years from the date of
purchase. As a result the expected useful lives of these assets increased and their estimated
residual values decreased. The effect of these changes on depreciation expense, recognised
in cost of sales, in current and future periods is as follows:”

In thousands of New Zealand Dollars 2011 2012 2013 2014 2015 Later

(Decrease) increase in depreciation expense (256) (113) 150 150 130 170

Change in classification

During the current year the Group modified the statement of comprehensive income
classification of depreciation expense on certain office space from administrative expense to
distribution expense to reflect more appropriately the way in which economic benefits are
derived from the use of the office space. Comparative amounts were reclassified for consistency,
which resulted in $120 thousand being reclassified from administrative to distribution e><penses.3
Since the amounts are reclassifications within operating activities in the consolidated statements
of comprehensive income, this reclassification did not have any effect on the consolidated
statements of financial position.

Revaluation of land and buildings

In 2011, the Group changed its accounting policy to the revaluation model for their items of land
and buildings (see note 2(e)). The Group engaged Lee's Valuation Specialists Limited, an
accredited independent valuer, to determine the fair value of its land and buildings at the
revaluation date being 15 December 2011. Fair value is the amount for which the assets could
be exchanged between a knowledgeable willing buyer and a knowledgeable willing seller in an
arm's length transaction at the valuation date. Fair value is determined by direct reference to
recent market transactions on arm's length terms for land and buildings comparable in size and
location to those held by the Group, and to market based yields for comparable properties.

The carrying amount of land and buildings had they been recognised under the cost model would
have been $7,720 thousand (2010: $6,705 thousand).
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Note  Reference Explanatory note
1. NZ IAS 38.122 An entity discloses the following:

e for anintangible asset assessed as having an indefinite useful life, the carrying amount
of that asset and the reasons supporting the assessment of an indefinite useful life. In
giving these reasons, the entity describes the factor(s) that played a significant role in
determining that the asset has an indefinite useful life;

e adescription, the carrying amount and remaining amortisation period of any individual
intangible asset that is material to the financial statements;

e forintangible assets acquired by way of a government grant and recognised initially at
fair value:

- the fair value recognised initially for these assets;

- their carrying amount; and

- whether they are measured after recognition under the cost model or the revaluation
model;

e the existence and carrying amounts of intangible assets whose title is restricted, and
the carrying amounts of intangible assets pledged as security for liabilities; and

e the amount of contractual commitments for the acquisition of intangible assets.

NZ IFRS 3.61, In presenting a reconciliation of the carrying amount of intangible assets and goodwill, an

B67(d)ii)-v), entity also discloses, if applicable:

NZ IAS 38.118 e assets classified as held for sale or included in a disposal group classified as held for
sale in accordance with NZ IFRS 5 Non-current Assets Held for Sale and Discontinued
Operations, and other disposals;

e decreases and increases in the carrying amount of intangible assets during the period
resulting from impairment losses recognised or reversed in other comprehensive
income; and

e adjustments to goodwill resulting from the recognition of deferred tax assets
subsequent to a business combination.

NZ IAS 38.124 If an entity uses the revaluation model to account for intangible assets, then it discloses:

e the effective date of the revaluation for each class of the intangible assets;

e the carrying amount of each class of revalued intangible assets;

e the carrying amount that would have been recognised had the revalued class of
intangible assets been measured after recognition using the cost model;

e the amount of the revaluation surplus that relates to intangible assets at the beginning
and end of the reporting period, indicating the changes during the period and any
restrictions on the distribution of the balance to shareholders; and

e the methods and significant assumptions applied in estimating the assets’ fair values.

NZ IAS 38. NZ 124.1 PBEs need not disclose, in respect of intangible assets accounted for at revalued amounts,
the carrying amount that would have been recognised had the revalued class of intangible
assets been measured after recognition using the cost model.

2. NZ IAS 28.23 In our view, it is not necessary to provide the disclosures for goodwill arising in a business

combination in respect of goodwill on equity-accounted investees.




Reference

NZ IFRS 3.61,
NZ IAS 38.118(c),(e)

NZ IFRS 3.B67(d)(i),
NZ IAS 38.118

NZ IAS 38.118(e)(i)

NZ IAS 38.118(e)(vii)

NZIFRS 3.B67(d)(viii),
NZIAS 38.118

NZ IFRS 3.B67(d)(i),
NZIAS 38.118

NZ IFRS 3.B67(d)(ii),
NZ IAS 38.118(e)(i)

NZ IAS 38.118(e)(i)

NZ IAS 38.118(e)(vii)

NZIFRS 3.B67(d)(viii),
NZ IAS 38.118

NZ IFRS 3.B67(d)(i),
NZIAS 38.118

NZ IAS 38.118(e)(vi)
NZ IAS 38.118(e)(iv)

NZ IAS 38.118(e)(vii)

NZ IFRS 3.B67(d)(viii)
NZ IAS 38.118(c)

NZ IFRS 3.B67(d)(i),
NZIAS 38.118

NZ IAS 38.118(e)(iv)
NZ IFRS 3.B67(d)(v)
NZ IAS 38.118(e)(v)

NZ IAS 38.118(e)(vii)

NZ IFRS 3.B67(d)(viii)
NZIAS 38.118

NZ IAS 38.118(c)
NZ IAS 38.118(c)

NZIAS 38.118(c)

NZIAS 38.118(d)
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17.

Intangible assets and goodwill’

Notes to the financial statements

Group

In thousands of New Zealand Patents Develop
Doll. and trade ment

ollars Note Goodwill marks costs Other Total
Cost
Balance at 1 January 2010 3,545 1,264 4111 ) 8,920
Acquisitions — internally
developed - - 515 - 515
Effect of movements in
exchange rates - (171) (75) - (246)
Balance at 31 December 2010 3,545 1,093 4,551 - 9,189
Balance at 1 January 2011 3,545 1,093 4,551 _ 9,189
Acquisitions through business
combinations 9 541 170 - 80 791
Other acquisitions — internally
developed - - 1,272 - 1,272
Effect of movements in
exchange rates - 186 195 - 381
Balance at 31 December 2011 4,086 1,449 6,018 80 11,633
Amortisation and impairment losses
Balance at 1 January 2010 138 552 2801 ) 3,491
Amortisation for the year - 118 677 - 795
Impairment loss - - 285 - 285
Effect of movements in
exchange rates - (31) (12) - (43)
Balance at 31 December 2010 138 639 3,751 - 4,528
Balance at 1 January 2011 138 639 3,751 _ 4,528
Amortisation for the year - 129 646 10 785
Impairment loss 116 - - - 116
Reversal of impairment loss - - (100) - (100)
Effect of movements in
exchange rates - 61 17 - 78
Balance at 31 December 2011 254 829 4,314 10 5,407
Carrying amounts
At 1 January 2010 3,407 712 1,310 - 5,429
At 31 December 2010 3,407 454 800 - 4,661
At 31 December 2011 3,832 620 1,704 70 6,226

Amortisation and impairment charge

The amortisation of patents, trademarks and development costs is allocated to the cost of inventory
and is recognised in cost of sales as inventory is sold; the amortisation of other intangible assets is

included in cost of sales. The impairment loss is recognised in cost of sales in the statement of

comprehensive income.
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Note  Reference Explanatory note

1. NZ IAS 36.132 An entity is encouraged to disclose assumptions used to determine the recoverable
amount of assets and cash-generating units, and this publication illustrates the disclosure
of the discount rate and terminal growth rate. NZ IAS 36.134 only requires these
disclosures for cash-generating units containing goodwill or indefinite life intangibles,
which this cash-generating unit does not have.

2. NZ IAS 36.130(f) If the recoverable amount of an individual asset, including goodwill, or a cash-generating
unit was determined based on its fair value less costs to sell, and a material impairment
loss is recognised or, in the case of intangible assets other than goodwill (a reversal is
prohibited for goodwill impairments), is reversed during the period, then an entity
discloses the basis used to determine fair value less costs to sell.

NZ IAS 36.130(c) If a material impairment loss is recognised for an individual asset, then an entity
discloses:

e the nature of the asset; and

e if the entity reports segment information in accordance with NZ IFRS 8 Operating
Segments, then the reportable segment to which the asset belongs.

NZ IAS 36.130(d)iii) If a material impairment loss is recognised for a cash-generating unit, and the aggregation
of assets for identifying the cash-generating unit has changed since the previous
estimate of recoverable amount, then an entity describes the current and former way of
aggregating assets, and the reasons for changing the way in which the cash-generating
unit is identified.

NZ IAS 36.126(c), (d) If applicable, an entity discloses the amount of impairment losses or reversals of
impairment losses on revalued assets recognised in other comprehensive income during
the period.

3. NZ IAS 36.126 If an entity classifies expenses based on their function, then any loss is allocated to the

appropriate function. In our view, in the rare case that an impairment loss cannot be
allocated to a function, then it should be included in other expenses as a separate line
item if significant (e.g. impairment of goodwill), with additional information given in a
note.

In our view, an impairment loss that is recognised in published interim financial
statements should be presented in the same line item in the annual financial statements,
even if the asset subsequently is sold and the gain or loss on disposal is included in a line
item different from impairment losses in the annual financial statements.




Reference

NZ IAS 36.132

NZ IAS 1.125, 129

NZ IAS 36.130(a),
(@)

NZ IAS 36.130(e)

NZ IAS 36.130(g)

NZ IAS 36.126(a), (b),
130(b), (d)(ii)

NZ IAS 36.126(a), (b)
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17.

Notes to the financial statements

Intangible assets and goodwill (continued)

Recoverability of development costs’

The carrying amount of an intangible asset representing a development project for a new
process in one of the Group's factories in the Standard Papers segment is $400 thousand. An
impairment test was triggered during the year because the regulation that would allow this new
process to be implemented was delayed, such that the benefit of the new process would not
be realised as soon as previously expected. The recoverable amount of the CGU (the factory
using the process) was estimated based on its value in use, assuming that the regulation would
be passed by July 2012 and using a pre-tax discount rate of 12% and a growth rate of 2% from
2016. The recoverable amount was estimated to be higher than the carrying amount of the
CGU, and no impairment was required.

Management considers it reasonably possible that the new regulation will be delayed a further
year to July 2013. Revenue from the unmodified process continues to decline and the effect of
the further delay of a year would be an impairment of approximately $100 thousand in the
carrying amount of the factory.

Impairment loss and subsequent reversal

During 2010, due to regulatory restrictions on the manufacture of a new product in the Standard
Papers segment, the Group assessed the recoverable amount of the related product line. The
product line relates to a cutting edge new product that was expected to be available for sale in
2011. However, a regulatory inspection in 2010 revealed that the product did not meet certain
environmental standards, necessitating substantial changes to the manufacturing process. As a
result production was deferred and the expected launch date was delayed.

The recoverable amount of the CGU (the production line that will produce the product) was
estimated based on its value in usez, assuming that the production line would go live in August
2013. Based on the assessment in 2010, the carrying amount of the product line was determined
to be $1,408 thousand higher than its recoverable amount, and an impairment loss was recognised
(see below). In 2011, following certain changes to the recovery plan, the Group reassessed its
estimates and $493 thousand of the initially recognised impairment was reversed.

The estimate of value in use was determined using a pre-tax discount rate of 10.5% (2010:
9.8%).

The impairment loss and its subsequent reversal was allocated pro rata to the individual assets
constituting the production line (part of the Standard Papers segment) as follows:

Group
Original
carrying Loss in Reversal in
In thousands of New Zealand Dollars amount 2010 2011
Plant and equipment (see note 16) 1,987 1,123 (393)
Capitalised development costs 504 285 (100)
Total 2,491 1,408 (493)

. . . . 3
The impairment loss and subsequent reversal were recognised in cost of sales.




Note

Reference
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Explanatory note

NZ IAS 36.133

When goodwill allocated to a CGU arose in a business combination in the reporting period,
then that goodwill is tested for impairment before the end of the reporting period. However,
when the acquisition accounting can be determined only provisionally, it also may not be
possible to complete the allocation of goodwill to CGUs before the end of the annual period
in which the business combination occurred. In such cases, an entity discloses the amount
of unallocated goodwill, together with the reason for not allocating the goodwill to CGUs.
However, the allocation of goodwill to CGUs should be completed before the end of the first
annual reporting period beginning after the acquisition date.

NZ IAS 36.99

Instead of calculating recoverable amount, an entity may use its most recent previous
calculation of the recoverable amount of a cash-generating unit containing goodwill, if all of
the following criteria are met:

e there have been no significant changes in the assets and liabilities making up the unit
since the calculation;

e the calculation resulted in a recoverable amount that exceeded the carrying amount of
the unit by a substantial margin; and

e based on an analysis of the events and circumstances since the calculation, the
likelihood that the current recoverable amount would be less than the current carrying
amount of the unit is remote.

NZ IAS 36.44(b)

The risk-free rate generally is obtained from the yield on government bonds that have the
same or similar time to maturity as the asset or cash generating unit, often leading to 10 or
20 year government bonds being considered as a proxy for the longest time horizon
available.




Reference

NZ IAS 36.134(a)

NZ IAS 36.135

NZ IAS 36.134 (c), (e)

NZ IAS 36.134(c), (d)
(f)
NZIAS 1.125

NZ IAS 36.134/(d)(i),
(iv), (v) 134(e)(i), (iv),
v)

NZ IAS 36.134 (e)(ii)

NZIAS 1.125
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17.

Notes to the financial statements

Intangible assets and goodwill (continued)

Impairment testing for cash-generating units containing goodwil
For the purpose of impairment testing, goodwill is allocated to the Group's operating divisions.
The aggregate carrying amounts of goodwill allocated to each CGU are as follows:

|1, 2

Group
In thousands of New Zealand Dollars 2011 2010
Asia Pacific paper manufacturing and distribution 2,676 2,135
Timber products 960 1,076
3,636 3,211
Multiple units without significant goodwill 196 196
3,832 3,407

The Asia Pacific paper manufacturing and distribution CGU’s impairment test was based on
fair value less costs to sell in 2010. In the past year there have been minimal transactions
between competing businesses in the same sector and/or generally similar size companies in
the industry due to current credit conditions. As a result, management has determined that
using an Enterprise to EBITDA ratio to value the business is no longer appropriate, and fair
value less costs to sell has been estimated using discounted cash flow projections.

The recoverable amount of the Timber products CGU was based on its value in use and was
determined by discounting the future cash flows to be generated from the continuing use of
the CGU with the assistance of independent valuers. Value in use in 2011 was determined in
a similar manner as in 2010. The carrying amount of the CGU was determined to be higher
than its recoverable amount and an impairment loss of $116 thousand (2010: nil) was
recognised. The impairment loss was allocated fully to goodwill, and is included in cost of
sales.

Key assumptions used in discounted cash flow projections calculations

Key assumptions used in the calculation of recoverable amounts are discount rates, terminal
growth rates and EBITDA margins. These assumptions are as follows:

Discount rate Terminal value Budgeted
and growth rate EBITDA growth
In percent 2011 2010 2011 2010 2011 2010
Asia Pacific paper manufacturing
and distribution (fair value less costs 6.7 n/a 3.0 n/a 5.2 n/a
to sell)
Timber products (value in use) 8.6 9.0 1.8 2.0 13.0 14.0

Discount rate

The Asia Pacific paper manufacturing and distribution discount rate is a post-tax measure
estimated based on past experience, and industry average weighted average cost of capital,
which is based on a possible range of debt leveraging of 40% at a market interest rate of 7%.

The Timber products discount rate is a pre-tax measure based on the risk-free rate for 10-year
bonds® issued by the government in the relevant market, adjusted for a risk premium to
reflect both the increased risk of investing in equities and the systemic risk of the specific
Group division.
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Note  Reference Explanatory note

1. NZ IAS 36.33, 35 The value in use calculation (used for timber products in these illustrative financial
statements) is based on reasonable and supportable assumptions concerning projections of
cash flows approved by management (as part of the budget) and adjusted to the
requirements of NZ IFRS. These cash flow forecasts should cover a maximum of five years
unless a longer period can be justified. The cash flows after the forecast period are
extrapolated into the future over the useful life of the asset or CGU using a steady or
declining growth rate that is consistent with that of the product, industry or country, unless
there is clear evidence to suggest another basis; these cash flows form the basis of what is
referred to as the terminal value.




Reference

NZ IAS 36.134(d)(ii),
(iv)

NZ IAS 36.134(f)

NZ IAS 23.26 (a), (b)
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17.

Notes to the financial statements

Intangible assets and goodwill (continued)

Key assumptions used in discounted cash flow projections calculations (continued)
Terminal value growth rate

Both the Asia Pacific paper manufacturing and timber products divisions have five years of cash
flows included in their discounted cash flow models.! A long-term growth rate into perpetuity
has been determined as the lower of the nominal GDP rates for the country in which the
division is based and the long-term compound annual growth rate in EBITDA estimated by
management.

Budgeted EBITDA growth

Budgeted EBITDA is expressed as the compound annual growth rates in the initial five years of

the plans used for impairment testing and has been based on past experience adjusted for the

following:

e In the first year of the business plan revenue was projected using the same rate of growth
experienced in 2011. The anticipated annual revenue growth included in the cash flow
projections for the years 2013 to 2016 has been based on average growth levels
experienced over the five years.

e Timber sales price growth was assumed to be a constant small margin above inflation in
the first 5 years in line with information obtained from external brokers who publish a
statistical analysis of long-term market price trends.

Prices were assumed to increase in line with inflation for the next five years.

Weighted probabilities of significant one-off environmental costs have been factored into
the budgeted EBITDA growth reflecting various potential regulatory developments in a
number of Asia Pacific countries in which the CGU operates. Environmental costs are
assumed to grow with inflation in other years.

Sensitivity to changes in assumptions

Following an impairment in the Group's timber products CGU, the recoverable amount is equal
to the carrying amount. Therefore, an adverse movement in a key assumption would lead to a
further impairment.

The estimated recoverable amount of the Asia Pacific paper manufacturing and distribution
division exceeds its carrying amount by approximately $300 thousand (2010: $250 thousand).
Management has identified two key assumptions for which there could be a reasonably
possible change that could cause the carrying amount to exceed the recoverable amount. The
following table shows the amount that these two assumptions are required to change
individually in order for the estimated recoverable amount to be equal to the carrying amount.

Change required for carrying amount
to equal the recoverable amount

In percent 2011 2010
Pre-tax discount rate 1.6 n/a
Budgeted EBITDA growth (4.4) n/a

The values assigned to the key assumptions represent management'’s assessment of future
trends in the forestry, pulp and paper industries and are based on external sources and internal
sources (historical data).

Development costs

Included in capitalised development costs is an amount of $37 thousand (2010: $12 thousand),
that represents borrowing costs capitalised during the year using a capitalisation rate of 5.1%
(2010: 5.4%).
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Note  Reference Explanatory note

1. NZ IAS 41.43 Entities are encouraged, but not required, to provide a quantified description of each group
of biological assets, distinguishing between consumable and bearer biological assets or
between mature and immature biological assets. The basis for making such distinctions is
disclosed in that case.

NZ IAS 41.54 (a)(f) When fair value cannot be determined reliably, an entity discloses:
e adescription of the biological assets;
e an explanation of why fair value cannot be measured reliably;
e the depreciation method and useful lives used;
e if possible, the range of estimates within which fair value is highly likely to lie; and

e the gross carrying amount and the accumulated depreciation, aggregated with
accumulated impairment losses, at the beginning and end of the reporting period.

NZ IAS 41.55 When biological assets are measured at cost less accumulated depreciation and
accumulated impairment losses, an entity discloses separately any gain or loss recognised
on the disposal of such biological assets, and a reconciliation of changes in their carrying
amount at the beginning and at the end of the reporting period, including impairment losses,
reversals of impairment losses and depreciation.

NZ IAS 41.56 If the fair value of biological assets measured previously at cost less accumulated depreciation
and accumulated impairment losses becomes reliably measurable, then an entity discloses:

e adescription of the biological assets;
e an explanation of why fair value has become reliably measurable; and

e the effect of the change.

NZ IAS 41.49(a) An entity discloses the existence and carrying amounts of biological assets whose title is
restricted, and the carrying amount of biological assets pledged as security for liabilities.

NZ IAS 41.49(b) An entity discloses the amount of commitments for the development or acquisition of
biological assets.

NZ IAS 41.50(e) An entity discloses increases in biological assets due to business combinations.

NZ IAS 41.53 If an agricultural activity is exposed to climatic, disease and other natural risks, and an event

occurs that gives rise to a material item of income and expense, then an entity discloses the
nature and amount of the item of income and expense.
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18. Biological assets'

Group
Standing

In thousands of New Zealand Dollars Timber Livestock Total

Balance at 1 January 2010 7,672 800 8,472
NZ IAS 41.50(b) Increase due to purchases 415 22 437
NZ IAS 41.50(c) Decrease due to sales - (63) (63)
NZ IAS 41.50(g) Net increase due to births/deaths - 15 15
NZ IAS 41.40, 50(a) Change in fair value less estimated costs to sell:
NZ IAS 41.51 Due to price changes 20 8 28
NZIAS 41.51 Due to physical changes 15 7 22
NZ IAS 41.50(d) Harvested timber transferred to inventories (168) - (168)
NZ IAS 41.50(f) Effect of movements in exchange rates 68 45 113
NZ IAS 41.50 Balance at 31 December 2010 8,022 834 8,856

Non-current 7,987 729 8,716

Current 35 105 140

8,022 834 8,856

Balance at 1 January 2011 8,022 834 8,856
NZ IAS 41.50(b) Increase due to purchases 294 11 305
NZ IAS 41.50(c) Decrease due to sales - (127) (127)
NZ IAS 41.50(g) Net increase due to births/(deaths) - 11 11
NZIAS 41.40, 50(a) Change in fair value less estimated costs to sell:
NZIAS 41.51 Due to price changes 66 18 84
NZIAS 41.51 Due to physical changes 415 151 566
NZ IAS 41.50(d) Harvested timber transferred to inventories (2,480) - (2,480)
NZ IAS 41.50(f) Effect of movements in exchange rates 30 14 44
NZ IAS 41.50 Balance at 31 December 2011 6,347 912 7,259

Non-current 6,237 777 7,014

Current 110 135 245

6,347 912 7,259

NZIAS 41.41, 43 At 31 December 2011 standing timber comprised approximately 3,270 hectares of pine tree
4610)(0), (i) plantations (2010: 4,360 hectares), which range from newly established plantations to
NZ IAS 41.48 plantations that are 30 years old. $1,201 thousand of the standing timber is less than one year

old and considered to be immature assets. During the year the Group harvested approximately
74,242 tonnes of wood (2010: 5,295 tonnes), which had a fair value less costs to sell of $2,480
thousand at the date of harvest (2010: $168 thousand).

NZIAS 41.41, 43, At 31 December 2011 livestock comprised 1,875 cattle and 3,781 sheep (2010: 2,160 cattle
460} and 4,010 sheep). $587 thousand of this livestock is less than one year old and considered to
be immature assets. During the year the Group sold 279 cattle and 286 sheep (2010: 150
cattle and 175 sheep).
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In those exceptional cases that investment property is accounted for under the cost model,
1. NZ IAS 40.79 (a)c) then an entity should disclose:

e the depreciation methods used
e the useful lives or the depreciation rates used

e the gross carrying amount and the accumulated depreciation (aggregated with
accumulated impairment losses) at the beginning and end of the period.

PBEs may hold property to meet service delivery objectives, rather than to earn rental or
NZIAS 40.NZ 9.1 for capital appreciation. Such property will not meet the definition of investment property
and will be accounted for under NZ IAS 16, for example:

(a) property held for strategic purposes

(b) property held to provide a social service, including those which generate cash
inflows where the rental revenue is incidental to the purpose of holding the
property.

For items for which fair value cannot be determined reliably, an entity should disclose:

NZ IAS 40.78 . .
e adescription of the investment property

e an explanation of why fair value cannot be measured reliably
e if possible, the range of estimates within which fair value is highly likely to lie

e ondisposal of investment property not carried at fair value: the fact that the entity has
disposed of investment property not carried at fair value; the carrying amount at the
time of sale; and the gain or loss recognised.

The following must be disclosed for each valuer used:

NZ IAS 40.NZ 75 .1
e The name of the valuer;

e The total fair value of the property valued by that valuer; and

e The date (s) of such valuations.

In presenting a reconciliation of carrying amounts from the beginning to the end of the

reporting period, an entity discloses changes in the carrying amounts of investment

e) property resulting from acquisitions through business combinations, amounts classified as
held for sale, disposals and foreign currency differences. Items for which fair value cannot
be measured reliably are presented separately in the reconciliation.

NZ IAS 40.76(b), (c),

NZ IAS 40.78

An entity discloses the existence and amounts of restrictions on the realisability of
investment property or the remittance of income and proceeds of disposal. An entity also
discloses any material contractual obligations to purchase, construct or develop investment
property or for repairs, maintenance or enhancements.

NZ IAS 40.75(g), (h)

Since NZ IAS 40 Investment Property makes no reference to making disclosures on a class-
by-class basis, it could be assumed that the minimum requirement is to make the
disclosures on an aggregate basis for the whole investment property portfolio. When
investment property represents a significant portion of the assets, we prefer entities to
disclose additional analysis, for example portfolio by type of investment property.




Reference

NZIAS 41.49(c)

NZ IAS 40.76(a)
NZ IAS 40.76(f)
NZ IAS 40.76(d)
NZIAS 40.76

NZ IAS 17.56(c)

NZ IAS 40.75(d)

NZIAS 1.122
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19.

Notes to the financial statements

Biological assets (continued)
The Group is exposed to the following risks related to its pine tree plantations:

Regulatory and environmental risks

The Group is subject to laws and regulations in various countries in which it operates. The Group
has established environmental policies and procedures aimed at compliance with local
environmental and other laws. Management performs regular reviews to identify environmental
risks and to ensure that the systems in place are adequate to manage those risks.

Supply and demand risk

The Group is exposed to risks arising from fluctuations in the price and sales volume of pine.
When possible the Group manages this risk by aligning its harvest volume to market supply and
demand. Management performs regular industry trend analyses to ensure that the Group’s
pricing structure is in line with the market and to ensure that projected harvest volumes are
consistent with the expected demand.

Climate and other risks

The Group’s pine plantations are exposed to the risk of damage from climatic changes,
diseases, forest fires and other natural forces. The Group has extensive processes in place
aimed at monitoring and mitigating those risks, including regular forest health inspections and
industry pest and disease surveys. The Group also insures itself against natural disasters such
as floods and hurricanes.

Investment property - 2

Group
In thousands of New Zealand Dollars Note 2011 2010
Balance at 1 January 1,050 950
Acquisitions 300 40
Reclassification from property, plant and equipment 16 800 -
Change in fair value 11 20 60
Balance at 31 December 2,170 1,050

Investment property comprises a number of commercial properties that are leased to third parties.
Each of the leases contains an initial non-cancellable period of 10 years. Subsequent renewals are
negotiated with the lessee. No contingent rents are charged. See note 35 for further information.
One property has been transferred from property, plant and equipment (see note 16) to
investment property, since the building was no longer used by the Group and as such it was
decided that the building would be leased to a third party.

The range of yields applied to the net annual rentals to determine the fair value of property for
which current prices in an active market are unavailable is as follows.

Yields
Offices 2011 2010
New Zealand 5.1% - 7.9% 5.8% - 8.5%
Australia 4.8% - 6.8% 5.2% -7.5%

The Group has sublet a vacated warehouse, but has decided not to treat this property as investment
property because it is not the Group's intention to hold it for the long term, capital appreciation or
rental. Accordingly, the property still is treated as a lease of property, plant and equipment.
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1. NZ IAS 28.37(b) An entity discloses summarised financial information of equity accounted investees,
including the aggregated amounts of assets, liabilities, revenues and profit or loss, not
adjusted for the percentage of ownership held by the entity. In these illustrative financial
statements we have presented financial information for each of the investees, as well as in
total.

NZ IAS 31.56 A venturer discloses a listing and description of interests in significant joint ventures and the
proportion of ownership interest held. A venturer that uses equity accounting or the line-by-
line reporting format for proportionate consolidation discloses the aggregate amounts of
each of current assets, long-term assets, current liabilities, long-term liabilities, and income
and expenses related to its interests in joint ventures. In these illustrative financial
statements we have illustrated these disclosures together with the disclosures for
associates. Other methods of presentation may be used.

NZIAS 28.37(d) If an entity has an interest of 20 percent or more in an investment but does not account for it
as an investment in an associate, then the reasons for this are disclosed.

2. NZ IAS 28.37(e), () Further disclosures are required if the entity has used financial statements of an equity
accounted investee with a reporting date different from its own in preparing the consolidated
financial statements, and/or there are restrictions over the ability of the investee to transfer
funds to the entity.

3. NZ IAS 28.37(b), NZ IAS 28 Investments in Associates does not require this information to be disclosed for
3156 associates. However, NZ IAS 31 Interests in Joint Ventures requires it for joint ventures for
which the entity uses equity accounting or the line-by-line reporting format for proportionate
consolidation.

4, NZ IAS 28.37(b), NZ IAS 31 does not require this information to be disclosed for joint ventures, but NZ IAS 28
3156 requires it to be disclosed for associates.
5. NZ IAS 28 does not require reconciliations of the opening and closing carrying amount of

equity-accounted investees. However, an entity may choose to present such information to
allow readers to understand the movement in the carrying amount during the year.




Reference

NZ IAS 28.37(g)

NZIAS 24.18(d)

NZIAS 28.37(a)

NZIAS 28.37(c)

NZ IAS 28.37(b),
31.56
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20.

Equity accounted investees'

Notes to the financial statements

The Group's share of profit in its equity accounted investees for the year was $467 thousand (2010: $5687 thousand). The Group has not recognised losses relating
to Cellulose Pty Limited, totalling $15 thousand in 2011, since the Group has no obligation in respect of these losses.

In 2011 the Group received dividends of $21 thousand from its investments in equity accounted investees (2010: nil).

None of the Group’s equity-accounted investees are publicly listed entities and consequently do not have published price quotations, except for Cellulose Pty
Limited, which is listed on the Australian Stock Exchange. Based on its closing price of $2.28 at the reporting date, the fair value of the Group's investment is

$175 thousand.

Whilst the Group has 20% ownership of Cellulose Pty Limited, it has less than 20% of the voting rights of Cellulose Pty Limited. However, the Group is
considered to have significant influence over this entity because it has Board representation.

The Group obtained control of Papyrus Pty Limited on 31 March 2011 (refer note 9). The financial information for Papyrus Pty Limited in 2011 in the table below
only relates to the period ended 31 March 2011.

All equity accounted investees have a reporting date of 31 December. Summary financial information for equity accounted investees is as follows.

Group
Non- Non- share of Group's
In thousands of New Current current Total Current current Total Net Profit / net share of
Zealand Dollars Ownership® assets® asset’ assets’ liabilities® liabilities® liabilities® assets Income Expenses’ (loss)* assets  profit/(loss)
2010
Papyrus Pty Limited 25% 1470 1810 3,280 670 720 1,390 1,890 27,400 (26,850 550 472 138
(associate)
Paletel AB (joint venture) 40% 1,310 3,259 4,569 1,130 1,320 2,450 2,119 21,405 (20,725) 680 848 272
Cellulose Pty Limited 20% 4220 7,030 11,250 3,250 6810 10,060 1,190 16,600  (15,715) 885 238 177
(associate)
7,000 12,099 19,099 5,050 8,850 13,900 5,199 65,405 (63,290) 2,115 1,558 587
2011
Papyrus Pty Limited 25% . . - . . - . 4375  (3,949) 426 . 106
(associate)
Paletel AB (joint venture) 40% 1,348 5,953 7,301 543 1,716 2,259 5,042 25,796 (22,821) 2,975 2,017 1,190
Cellulose Pty Limited 20% 3210 4,790 8,000 2,220 5,855 8,075  (75) 32,635 (33,900)  (1,265) (15) (253)
(associate)
Paper Web Limited 49% 3460 7,592 11,052 2,850 8185 11035 17 - (1207 (1.207) 8 (591)
(associate)
8,018 18,335 26,353 5,613 15,756 21,369 4,984 62,806 (61,877) 929 2,010 452
Unrecognised losses related 15 15
Cellulose Pty Limited
2,025 467
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Note Reference Explanatory note

1. NZ IAS 28.NZ 37.1 Where the equity method is applied to investments in associates the following must be
disclosed on a aggregate basis:

e the movements in the carrying amount of investments in associates, separately
identifying the carrying amount as at the beginning and end of the period , the amounts
of new investments, disposals, share of total recognised revenues and expenses,
dividends and other movements

e the amount of goodwill in the carrying amounts of investments in associates at the
beginning and end of the period.

2. NZ IFRS 7.30 If investments in unguoted equity instruments or derivatives linked to, and to be settled in,
such equity instruments are measured at cost because their fair value cannot be measured
reliably, then an entity discloses:

e that fact;

e adescription of the financial instruments;

e their carrying amount;

e an explanation of why fair value cannot be measured reliably;

e information about whether and how the entity intends to dispose of the financial
instruments;

e information about the market for the financial instruments; and
e when the financial assets are derecognised:

— the fact that they have been derecognised;

—  their carrying amount at the time of sale; and

— the gain or loss recognised.

NZ IFRS 7.13 An entity may have either transferred a financial asset or transacted in such a way that the
arrangement does not qualify for derecognition. If the entity either continues to recognise
all of the asset, or continues to recognise the asset to the extent of the entity’s continuing
involvement, then it discloses:

e the nature of the assets;
e the nature of the risks and rewards of ownership retained;

e the carrying amount of the asset and associated liabilities, when the asset remains
recognised in its entirety; and

e the carrying amount of the original asset and the amount that is recognised, when the
asset remains recognised to the extent of continuing involvement.

NZIFRS 7.14 If an entity has pledged any financial asset as collateral, then it discloses:
e the carrying amount of financial assets pledged as collateral for liabilities or contingent
liabilities; and
e the material terms and conditions relating to assets pledged as collateral.

NZ IFRS 7.15 If an entity has accepted collateral that it is permitted to sell or repledge in the absence of a
default by the owner of the collateral, then it discloses:

e the fair value of collateral accepted (financial and non-financial assets);

e the fair value of any such collateral sold or repledged, and whether the entity has an
obligation to return it; and

e the material terms and conditions associated with its use of this collateral.
NZIFRS 7.12 If an entity has reclassified a financial asset as one measured at cost or amortised cost

rather than at fair value, then it discloses the amount of the reclassification and the reason
for that reclassification.

3. In our view, derivative assets and liabilities should be presented in a separate line item in
the statement of financial position if they are significant. If derivative instruments are not
significant, then they may be included within other financial assets and other financial
liabilities, respectively, with additional details disclosed in the notes.




Reference

NZIAS 28.NZ 37.1

NZ IFRS 7.8(b)
NZ IFRS 7.8(d)
NZ IFRS 7.8(d)
NZ IFRS 7.8(a)
NZ IFRS 7.22(b)

NZ IFRS 7.8(a)
NZ IFRS 7.22(b)

NZIFRS 7.7

NZ IFRS 7.B5(a)(i),
(iii)
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21.

Notes to the financial statements

Equity-accounted investees (continued)

During the year the Group, together with other companies in the paper industry, established
Paper Web Limited, a web-based marketing operation. The Group's contribution to set up the
investment was $600 thousand and resulted in the Group obtaining a 49% investment in Paper
Web Limited. This contribution represented start-up costs and as a result there is no goodwill
included in the $600 thousand investment. The Group provides management services to the
investee (see note 39).

. . . . 1
Movements in carrying value of equity accounted investees:

Group
In thousands of New Zealand Dollars 2011 2010
Non-current investments
Balance at 1 January 1,558 971
Share of profit/(loss) 467 587
Balance at 31 December 2,025 1,558
Amount of goodwill in carrying value of equity accounted investees:
Balance at 1 January 200 200
Balance at 31 December 200 200
Other investments?
Group

In thousands of New Zealand Dollars 2011 2010
Non-current investments
Debenture 2,436 2,256
Debt securities 118 373
Equity securities 710 511
Financial assets designated at fair value through profit or loss 251 254
Interest rate swaps used for hedging3 116 131

3,631 3,525
Current investments
Financial assets classified as held for trading 243 568
Forward exchange contracts used for hedging3 297 375
Other forward exchange contracts 122 89

662 1,032

Interest-bearing available-for-sale financial assets, with a carrying amount of $118 thousand at
31 December 2011 (2010: $373 thousand) have stated interest rates of 5.2 to 7.0% (2010: 6.5
to 8.0%) and mature in 1 to 2 years. Debentures classified as held-to-maturity investments with
a carrying amount of $2,436 thousand (2010: $2,256 thousand) have interest rates of 6.3 to
7.8% (2010: 7.5 to 8.3%) and mature in 2 to 5 years.

The financial assets designated at fair value through profit or loss are equity securities that
otherwise would have been classified as available-for-sale. The performance of these equity
securities is actively monitored and they are managed on a fair value basis.

The Group's exposure to credit, currency and interest rate risks related to other investments is
disclosed in note 34.




Note

Reference
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Explanatory note

In these illustrative financial statements total tax expense includes tax expense of the Group
and tax expense of equity accounted investees. A different presentation that excludes tax
expense of equity accounted investees also is possible.
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22. Taxes
Group
In thousands of New Zealand Dollars Note 2011 2010

Tax recognised in profit or loss
Current tax expense

NZ IAS 12.80(a) Current year 817 1,074
NZ IAS 12.80(b) Adjustment for prior years 82 (32)
899 1,042

Deferred tax expense
NZ IAS 12.80(c) Origination and reversal of temporary differences 1,937 710
NZ IAS 12.80(d) Reduction in tax rate - (26)
NZ IAS 12.80(g) Change in unrecognised deductible temporary differences (11) 5
NZ IAS 12.80() Recognition of previously unrecognised tax losses (42) (204)
Change in accounting policy 2(e)(i), (ii) 56 31
1,940 516

Tax expense excluding tax on sale of discontinued
operation and share of income tax of equity accounted

investees 2,839 1,658
Tax expense from continuing operations 2,864 1,602
NZIAS 12.81(h)fii) Tax from discontinued operation (excluding gain on sale) 7 (25) (44)

2,839 1,658

NZ IAS 12.81(h)(i) Tax on gain on sale of discontinued operation 7 330 _
Share of tax of equity accounted investees' 251 317
Total tax expense 3,420 1,875
NZ IAS 12.81(a) Tax recognised directly in equity
Group and Company
2011 2010
Tax Tax
Before (expense) Net of Before (expense) Net of
In thousands of New Zealand Dollars tax benefit tax tax benefit tax

Convertible notes 163 (46) 117 - - -
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Explanatory note

NZ IAS 1.90

An entity discloses the amount of income tax relating to each component in other
comprehensive income, either in the statement of comprehensive income, or in the notes. In
these illustrative financial statements, income tax relating to each component in other
comprehensive income is presented in the notes.

NZIAS 12.85

NZIAS 12.81(c)

The reconciliation of the effective tax rate is based on an applicable tax rate that provides the
most meaningful information to users. In these illustrative financial statements, the
reconciliation is based on the entity’s domestic tax rate, with a reconciling item in respect of tax
rates applied by the Group entities in other jurisdictions. However, in some cases it might be
more meaningful to aggregate separate reconciliations prepared using the domestic tax rate in
each individual jurisdiction.

In these illustrative financial statements, both a numerical reconciliation between total
income tax expense and the product of accounting profit multiplied by the applicable tax
rates, and a numerical reconciliation between the average effective tax rate and the
applicable tax rate is disclosed. An entity explains the relationship using either or both of
such numerical reconciliations, and also discloses the basis on which the applicable tax rate
is computed.

In these illustrative financial statements total income tax expense for the purpose of
reconciliation of the effective tax rate includes income tax expense of the Group and income
tax expense of equity-accounted investees. A different presentation of the reconciliation that
excludes tax expense of equity accounted investees is also possible.
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22. Taxes (continued)
NZ IAS 12.81(ab) Tax recognised in other comprehensive income'
Group
2011 2010
Tax Tax
Before (expense) Net of Before (expense) Net of
In thousands of New Zealand Dollars tax benefit tax Tax benefit tax
NZ IAS 1.90 Foreign currency translation
differences for foreign
operations 491 - 491 199 - 199
NZ IAS 1.90 Net loss on hedge of net
investment in foreign operation (3) - (3) (8) - (8)
NZ IAS 1.90 Revaluation of property, plant
and equipment 200 (56) 144 - - -
NZ IAS 1.90 Cash flow hedges (93) 26 (67) 66 (19) 47
NZ IAS 1.90 Available-for-sale financial assets 135 (38) 97 94 (26) 68
NZ IAS 1.90 Defined benefit plan actuarial
gains/(losses) 72 (20) 52 (15) 4 (11)
802 (88) 714 336 (41) 295
NZ IAS 12.81(c) Reconciliation of effective tax rate’
Group
In thousands of New Zealand Dollars 2011 2011 2010 2010
Profit for the year 8,444 4,154
Total tax expense3 3,420 1,875
Profit excluding tax 11,864 6,029
Tax using the 28% Company’s domestic tax rate
(2010: 30%) 28.00% 3,322 30.00% 1,809
Effect of tax rates in foreign jurisdictions (0.28%) (33) 1.99% 120
Difference in effective tax rate of equity accounted
investees 0.10% 12 0.27% 16
Effect of higher tax rate on gain on sale of discontinued
operation 0.36% 43 - -
Reduction in tax rate - - (0.43%) (26)
Non-deductible expenses 1.89% 223 1.67% 100
Tax exempt income (0.56%) (67) - -
Tax incentives (1.03%) (122) (0.47%) (28)
Recognition of previously unrecognised tax losses (0.36%) (42) (3.39%) (204)
Current year losses not recognised for which no
deferred tax asset was recognised 0.11% 13 1.91% 115
Change in unrecognised temporary differences (0.09%) (11) 0.08% 5
Under (over) provided in prior periods 0.69% 82 (0.52%) (32)
28.83% 3,420 31.11% 1,875
NZ IAS 12.81(d) On 27 May 2010 legislation was enacted reducing the New Zealand corporate income tax rate
from 30% to 28% from 1 January 2011 where the Group and Company have a December
balance date.
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Explanatory note

NZIAS 12.NZ 81.1

NZIAS 12.NZ 5.1

Entities must disclose information about imputation credits and foreign dividend withholding
payment credits. The disclosure must include:

e movements during the period

e the credits available to the shareholders of the parent company and through the
subsidiaries respectively.

The following definitions are used in the standard:

e Imputation credits are credits able to be attached to the gross amount of dividends.
Examples include New Zealand imputation credits and foreign dividend withholding
payment credits.

e Withholding taxes are deductions from the gross amount of income. Examples include
New Zealand's resident withholding taxes on interest, dividends and other income (PAYE)
and foreign non-resident withholding taxes. New Zealand's foreign dividend withholding
payments are not a withholding tax.




Reference

NZ IAS 12.81(c)

NZIAS 12. NZ
81.1(b)

NZIAS 12.81(f),
87

NZ IAS 12.82A

NZIAS 12.81(e)

NZ IAS 1.125, 129
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22.

Notes to the financial statements

Taxes (continued)
Imputation credits’

Group Company
In thousands of New Zealand Dollars 2011 2011 2010 2010
Imputation credits at 1 January 11,385 10,089 6,505 5,659
New Zealand tax payments, net of refunds 400 1,400 _ _
Imputation credits attached to dividends received 144 141 753 1,071
Imputation credits attached to dividends paid (483) (245) (483) (225)
Imputation credits at 31 December 11,446 11,385 6,775 6,505
The imputation credits are available to shareholders
of the Company:
Through the Company 6,775 6,505
Through subsidiaries 4,671 4,880

11,446 11,385

Unrecognised deferred tax liabilities

At 31 December 2011 a deferred tax liability of $140 thousand (2010: $80 thousand) for
temporary differences of $500 thousand (2010: $287 thousand) related to an investment in a
subsidiary was not recognised because the Company controls whether the liability will be
incurred and it is satisfied that it will not be incurred in the foreseeable future.

In some of the countries in which the Group operates, local tax laws provide that gains on the
disposal of certain assets are tax exempt, provided that the gains are not distributed. At

31 December 2011 the total tax exempt reserves amounted to $600 thousand (2010:

$540 thousand) which would result in a tax liability of $168 thousand (2010: $151 thousand)
should the subsidiaries pay dividends from these reserves.

Unrecognised deferred tax assets
Deferred tax assets have not been recognised in respect of the following items:

Group
In thousands of New Zealand Dollars 2011 2010
Deductible temporary differences 161 200
Tax losses 644 750
805 950

The tax losses expire in 2013. The deductible temporary differences do not expire under current
tax legislation. Deferred tax assets have not been recognised in respect of these items because
it is not probable that future taxable profit will be available against which the Group can utilise
the benefits therefrom.

In 2010, $750 thousand of previously unrecognised tax losses were recognised as management
considered it probable that future taxable profits would be available against which they can be
utilised. Management revised its estimates following the pilot of a new type of paper, which is
proving popular with customers and is increasing the subsidiary’s results from operating
activities. An additional $152 thousand of previously unrecognised tax losses were recognised
in 2011, following a further change in estimates of subsidiary’s future results from operating
activities. Management has assumed that the recoverability of the balance of losses of $644
thousand is still in doubt because a trend of profitable growth in the subsidiary is not yet fully
established. If profitable growth continues for a further year, then the remaining unrecognised
deferred tax asset will be recognised, resulting in additional tax income of $180 thousand.




Note

Reference
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Explanatory note

NZ IAS 12.81(g)

An entity is required to disclose, in respect of each type of temporary difference, the amount
of deferred tax assets and liabilities recognised in the statement of financial position. NZ
IFRS are unclear as to what constitutes a type of a temporary difference. Disclosures
presented in these illustrative financial statements are based on the statement of financial
position captions related to the temporary differences. Another possible interpretation is to
present disclosures based on the reason for the temporary difference, e.g., depreciation.

In our view, it is not appropriate to disclose gross deductible temporary differences with the
related valuation allowance shown separately because, under NZ IFRS, it is recognised
temporary differences that are required to be disclosed.

NZ IAS 12.82

An entity discloses the nature of the evidence supporting the recognition of a deferred tax
asset when:

e utilisation of the deferred tax asset is dependent on future taxable profits in excess of
the profits arising from the reversal of existing temporary differences

e the entity has suffered a loss in either the current or preceding period in the tax
jurisdiction to which the deferred tax asset relates.




Reference

NZ IAS
12.81(9)(1)
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22.

Taxes (continued)

Notes to the financial statements

Recognised deferred tax assets and liabilities’

Deferred tax assets and liabilities are attributable to the following.

Group
Assets’ Liabilities Net

In thousands of New Zealand Dollars 2011 2010 2011 2010 2011 2010
Property, plant and equipment (8) (316) 1,851 684 1,843 368
Intangible assets (52) (80) 699 420 647 340
Biological assets - - 293 108 293 108
Investment property - - 160 126 160 126
Financial assets at fair value through

profit or loss - - 142 62 142 62
Available-for-sale financial assets - - 136 98 136 98
Held-to-maturity investments (6) - - - (6) -
Derivatives (8) (3) 150 167 142 164
Inventories (70) (35) - 31 (70) (4)
Loans and borrowings - - 115 - 115 -
Employee benefits - - 84 126 84 126
Share-based payment transactions (495) (269) - - (495) (269)
Provisions (473) (448) - - (473) (448)
Other items (57) (181) - - (57) (181)
Tax loss carry-forwards (370) (328) - - (370) (328)
Tax (assets) liabilities (1,539) (1,660) 3,630 1,822 2,091 162
Set off of tax 1,539 580 (1,539) (580) - -
Net tax (assets) liabilities - (1,080) 2,091 1,242 2,091 162




Note

Reference
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Explanatory note

NZ IAS 12.81 (g)(ii)

When the amount of deferred tax recognised in profit or loss in respect of each type of
temporary difference is apparent from the changes in the amounts recognised in the
statement of financial position, this disclosure is not required.




Reference

NZ IAS 12.81(g)(ii)
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22.

Taxes (continued)

Movement in deferred tax balances during the year1

Notes to the financial statements

Group
Recognised Recognised in Acquired in
Recognised in other Recognised Recognised other business Other Balance 31
Balance 1 in profit or comprehen Balance 31 in profit or directly in comprehensive combinations  (note 7 December
In thousands of New Zealand Dollars Jan 2010 loss sive income Dec 2010 loss equity income (note 9) and 8) 2011
Property, plant and equipment (271) 639 - 368 1,568 - 56 29 (178) 1,843
Intangible assets 83 257 - 340 275 - - 32 - 647
Biological assets 90 18 - 108 185 - - - - 293
Investment property 98 28 - 126 34 - - - - 160
Financial assets at fair value
through profit or loss 40 22 - 62 80 - - - - 142
Available-for-sale financial
assets 72 - 26 98 - - 38 - - 136
Held-to-maturity investments - - - - (6) - - - - (6)
Derivatives 138 7 19 164 5 - (26) - - 143
Inventories - (4) - (4) (35) - - 3 (34) (70)
Loans and borrowings - - - - 62 46 - 8 - 116
Employee benefits 164 (34) (4) 126 (63) - 20 - - 83
Share-based payment
transactions (179) (90) - (269) (226) - - - (495)
Provisions (372) (76) - (448) (20) - - (5) - (473)
Other items (134) (47) - (181) 123 - - - - (58)
Tax loss carry-forwards (124) (204) - (328) (42) - - - - (370)
(395) 516 41 162 1,940 46 88 67 (212) 2,091
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Note  Reference Explanatory note
1. NZ IAS 2.39 When an entity presents an analysis of expenses using classification based on the nature of
expenses in the statement of comprehensive income, it discloses the costs recognised as
an expense for raw materials and consumables, labour and other costs, together with the
amount of the net change in inventories for the period.
NZ IAS 2.NZ 36.1 PBEs also must disclose:

e the carrying amount of inventories held for distribution carried at current replacement
cost;

e the amount of any write-down of inventories held for distribution recognised as an
expense in the period;

e the amount of any reversal of any write-down that is recognised as a reduction in the
amount of inventories held for distribution recognised as expense in the period; and

e the circumstances or events that led to the reversal of a write-down of inventories held
for distribution in accordance with paragraph NZ IAS 2.NZ 34.1

2. In these illustrative financial statements, it is assumed that inventories are expected to be
recovered no more than 12 months after the reporting date. If that were not the case, then
the entity would disclose the amount of inventories that are expected to be recovered after
more than 12 months from the reporting date.

3. In our view, write-downs of inventory to net realisable value as well as any reversals of such
write-downs should be presented in cost of sales.

4. NZ IFRS 7.9(a)-(d) When an entity has designated a loan or receivable (or group of loans or receivables) at fair
value through profit or loss, an entity discloses:

e the amount by which any related credit derivative or similar instrument mitigates the
maximum exposure to credit risk;

e the amount of change during the period and cumulatively in the fair value of the loan or
receivable, or group of loans or receivables, that is attributable to changes in credit risk;
determined either as the amount of change in its fair value that is not attributable to
changes in market conditions that give rise to market risk, or using an alternative
method that more faithfully represents the amount of change in its fair value that is
attributable to changes in credit risk; and

e the amount of the change in the fair value of any related credit derivative or similar
instrument that has occurred during the period and cumulatively since the loan or
receivable was designated.

5. There is no guidance on the presentation of assets or liabilities related to construction

contracts in progress. We prefer to present assets as trade accounts receivables, or in the
case of liabilities, as deferred revenue.
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Reference Notes to the financial statements

23. Inventories'?

Group
2011 2010
In thousands of New Zealand Dollars Restated*
NZ IAS 1.78(c), 2.36(b) Raw materials and consumables 4,860 5,753
NZ IAS 1.78(c), 2.36(b) Work in progress 2,543 1,661
NZ IAS 1.78(c), 2.36(b) Finished goods 5,464 4,705
12,867 12,119
NZ IAS 2.36(h) Carrying amount of inventories subject to retention of title clauses 1,650 2,090
*See Note 2(e)(ii)
NZ IAS 1.98(a), 1.104, In 2011 raw materials, consumables and changes in finished goods and work in progress

recognised as cost of sales amounted to $41,698 thousand (2010: $44,273 thousand). In

2300 2011 the write-down of inventories to net realisable value amounted to $345 thousand
(2010: $125 thousand). The reversal of write-downs amounted to $17 thousand as
discussed below (2010: nil). The write-down and reversal are included in cost of sales.”

NZ IAS 2.36(g) During 2010, due to regulatory restrictions imposed on the manufacture of a new product in
the Standard Papers segment, the Group tested the related product line for impairment and
also wrote down the related inventories to their net realisable value, which resulted in a loss
of $42 thousand. In 2011, following a change in estimates, $17 thousand of the write-down
was reversed (see note 17). These amounts are included in the total amount of write-downs
and reversals above.

24. Trade and other receivables*
Group Company
In thousands of New Zealand Dollars Note 2011 2010 2011 2010

NZ IAS 1.78(b) Trade receivables due from related
parties 39 1,236 642 - -
Loans to directors 39 78 32 - -
Loan to subsidiary 39 - - 3,200 -

NZ IAS 1.78(b) Other trade receivables 24,801 17,045 - -

NZ IFRS 7.8(c) Loans and receivables 26,115 17,719 3,200 -

NZ IAS 1.78(b), 11.40(a) Construction work in progress” 348 280 - -

26,463 17,999 3,200 -
Non-current 213 - - -
Current 26,250 17,999 3,200 -
26,463 17,999 3,200 -

NZ IAS 11.40(), At 31 December 2011 aggregate costs incurred under open construction contracts and
recognised profits, net of recognised losses, amounted to $570 thousand (2010: $530
thousand).

NZ IAS 11.40(c) At 31 December 2011 trade receivables include retentions of $200 thousand (2010: $180

thousand) relating to construction contracts in progress.

The Group's exposure to credit and currency risks, and impairment losses related to trade
and other receivables, excluding construction work in progress, is disclosed in note 34.
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Note  Reference Explanatory note

1. NZ IAS 7.48 An entity discloses, together with a commentary from management, the amount of significant
cash and cash equivalent balances not available for use by the entity.

2. Cash equivalents must be readily convertible to known amounts of cash, only debt securities
and deposits can qualify for inclusion, subject to the other criteria being met. ‘Short-term’ is
not defined, but the standard encourages a cut-off of three months’ maturity from the
acquisition date. In our view, three months should be used as an absolute cut-off, and debt
securities with a longer maturity should be regarded as part of investing activities.

3. NZ IAS 1.79a)iii)  Entity should disclose that shares have no par value.

4. NZ IAS 1.79(a)ii An entity discloses the number of shares issued but not fully paid.

NZ IAS 1.79(a)(vii)

An entity discloses details of shares reserved for issue under options and sales contracts,
including the terms and amounts.
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NZIAS 7.45 25. Cash and cash equivalents’
Group Company
In thousands of New Zealand dollars 2011 2010 2011 2010
Bank balances 51 988 38 767
Call deposits” 1,454 862 1,000 -
Cash and cash equivalents 1,505 1,850 1,038 767
Bank overdrafts used for cash management
purposes (334) (282) - -
Cash and cash equivalents in the statement of 1171 1568 1,038 767
cash flows

26. Capital and reserves
Share capital

Group and Company
Non-redeemable

Ordinary shares preference shares

NZ IAS 1.79(a)(iv) In thousands of shares 2011 2010 2011 2010
On issue at 1 January 3,100 3,100 1,750 1,750

Issued for cash 130 } . _

Issued in business combination 8 B . _

Exercise of share options 5 - - _

NZ IAS 1.79(a)(ii) On issue at 31 December 3,243 3,100 1,750 1,750

Ordinary shares
All shares rank equally with regard to the Company’s residual assets, except that
preference shareholders participate only to the extent of the face value of the shares.

The holders of ordinary shares are entitled to receive dividends as declared from time to
time, and are entitled to one vote per share at meetings of the Company. In respect of the

NZIAS 1.79(a)fv) Company'’s shares that are held by the Group, all rights are suspended until those shares
are reissued.
Issue of ordinary shares
. . 3
All issued shares are fully paid and have no par value. o
NZ IAS 1.79(a) In October 2011 the general meeting of shareholders decided on the issuance of 130

thousand ordinary shares at an exercise price of $11.92 per share (2010: nil).

Additionally, 5 thousand ordinary shares were issued as a result of the exercise of vested
options arising from the 2007 share option programme granted to key management (2010:
nil). Options were exercised at an average price of $10 per option.

Finally, 8 thousand ordinary shares were issued as a result of the acquisition of Papyrus Pty
Limited (see note 9) (2010: nil).

Non-redeemable preference shares

Holders of non-redeemable preference shares receive a non-cumulative dividend of 25.03
cents per share at the Company’s discretion, or whenever dividends to ordinary shareholders
are declared. They do not have the right to participate in any additional dividends declared for
ordinary shareholders. Non-redeemable preference shares do not carry the right to vote.

Translation reserve

NZ IAS 1.79(b) The translation reserve comprises all foreign currency differences arising from the
translation of the financial statements of foreign operations, as well as from the translation
of liabilities that hedge the Company’s net investment in a foreign operation.
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Note  Reference Explanatory note

1. NZ IAS 16.77(f) If items of property, plant and equipment are stated at revalued amounts, then the entity
discloses the revaluation surplus, indicating the change for the period and any restrictions on
the distribution of the balance to shareholders.

2. NZ IAS 1.79(a)(vi), An entity discloses separately the amount of treasury shares held, either on the face of the
statement of financial position or in the notes. In these illustrative financial statements, we
disclose this information in the notes.

32.34

3. NZ IAS 32.34 If any of the shares are acquired from the Group's related parties, then an entity discloses
details of the transaction in accordance with NZ IAS 24.

4. NZ IAS 1.137(b) An entity discloses the amount of any cumulative preference dividends not recognised.

5. NZ IAS 12.81(i),87A An entity discloses the amount of income tax consequences of dividends to shareholders
that were proposed or declared before the financial statements were authorised for issue,
but that are not recognised as a liability in the financial statements. An entity also discloses
the important features of the income tax system(s) and the factors that will affect the
amount of the potential income tax consequences of dividends.




Reference

NZ IAS 1.79(b)

NZ IAS 1.79(b)

NZ IAS 1.79(b)

NZ IAS 1.79(a)(vi),
(b),
NZIAS 32.33, 34

NZIAS 1.107

NZIAS 1.137(a),
10.13, 12.81(i)
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26.

Notes to the financial statements

Capital and reserves (continued)
Hedging reserve

The hedging reserve comprises the effective portion of the cumulative net change in the fair value of
cash flow hedging instruments related to hedged transactions that have not yet affected profit or loss.

Fair value reserve

The fair value reserve comprises the cumulative net change in the fair value of available-for-sale
financial assets until the investments are derecognised or impaired.

Revaluation reserve'

The revaluation reserve relates to the revaluation of items of property, plant and equipment i.e.
land and buildings.

Reserve for own shares

The reserve for the Company’s own shares comprises the cost of the Company’s shares held by
the Group. At 31 December 2011 the Group held 48 thousand of the Company's shares (2010: 50
thousand).z'3

Dividends
The following dividends were declared and paid by the Company for the year ended 31
December:

In thousands of New Zealand Dollars 2011 2010
25.25 cents per qualifying ordinary share (2010: 4.28 cents) 805 133
25.03 cents per non-redeemable preference share (2010: 25.03 cents) 438 438

1,243 571

After the respective reporting dates the following dividends were proposed by the directors. The
dividends have not been provided for and there are no tax consequences.4' °

In thousands of New Zealand Dollars 2011 2010
28.00 cents per qualifying ordinary share (2010: 26.39 cents) 892 805
25.03 cents per non-redeemable preference share (2010: 25.03 cents) 438 438

1,330 1,243
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Note  Reference Explanatory note

1 NZ IAS 1.106A Entities are allowed to show the disaggregation of changes in each component of equity
’ arising from transactions recognised in other comprehensive income in either the statement
of changes in equity or in the notes. In these illustrative financial statements, we present
this information in the notes.




Reference

NZ IAS 1.106(d)(ii)

NZ IAS 1.82(g), 21.52(b)
NZIAS 1.82(g)

NZIAS 1.82(g)
NZ IAS 1.82(g)

NZ IFRS 7.23(c),
NZ IAS 1.82(g)

NZ IFRS 7.23(d),
NZIAS 1.82(g)

NZ IFRS 7.20(a)(ii),
NZ IAS 1.82(g)

NZ IFRS 7.20(a)(ii),
NZIAS 1.82(g)

NZ IAS 19.93(b)

NZ IAS 1.82(g), 21.52(b)
NZ IAS 1.82(g)

NZ IFRS 7.23(c),
NZ IAS 1.82(g)

NZ IFRS 7.20(a)(ii),
NZ IAS 1.82(g)

NZ IAS 19.93(b)
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26. Capital and reserves (continued)
Other comprehensive income'

Notes to the financial statements

Attributable to owners of the Company

Fair Non- Total other

Translation Hedging value Revaluation Retained controlling comprehensive
In thousands of New Zealand Dollars reserve reserve reserve reserve  earnings Total interests income
2011
Foreign currency translation differences for foreign operations 484 - - - - 484 27 511
Transfer of foreign currency translations differences on loss of
significant influence (20) - - - - (20) - (20)
Net loss on hedge of net investment in foreign operation (3) - - - - (3) - (3)
Revaluation of property, plant and equipment, net of tax - - - 144 - 144 - 144
Effective portion of changes in fair value of cash flow hedges,
net of tax - (45) - - - (45) - (45)
Net change in fair value of cash flow hedges reclassified to
profit or loss, net of tax - (22) - - - (22) - (22)
Net change in fair value of available-for-sale financial assets,
net of tax - - 143 - - 143 - 143
Net change in fair value of available-for-sale financial assets,
transferred to profit or loss, net of tax - - (46) - - (46) - (46)
Defined benefit plan actuarial gains and losses, net of tax - - - - 52 52 - 52
Total other comprehensive income 461 (67) 97 144 52 687 27 714
2010
Foreign currency translation differences for foreign operations 177 - - - - 177 22 199
Net loss on hedge of net investment in foreign operation (8) - - - - (8) - (8)
Revaluation of property plant and equipment, net of tax - - - - - - - -
Effective portion of changes in fair value of cash flow hedges,
net of tax - 55 - - - 55 - 55
Net change in fair value of cash flow hedges reclassified to
profit or loss, net of tax - (8) - - - (8) - (8)
Net change in fair value of available-for-sale financial assets,
net of tax - - 68 - - 68 - 68
Defined benefit plan actuarial gains and losses, net of tax - - - - (11) (11) - (11)
Total other comprehensive income 169 47 68 - (11) 273 22 295
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Note  Reference Explanatory note

1. NZ IAS 33.64 When earnings per share calculations reflect changes in the number of shares due to events
that happened after the reporting date, an entity discloses that fact.

2. NZ IAS 33.73 If an entity discloses, in addition to basic and diluted earnings per share, per share amounts
using a reported component of profit other than profit or loss for the period attributable to
ordinary shareholders, such amounts are calculated using the weighted average number of
ordinary shares determined in accordance with NZ IAS 33 Earnings per Share.

NZ IAS 33.73 If a component of profit is used that is not reported as a line item in the statement of

comprehensive income, then an entity presents a reconciliation between the component
used and a line item that is reported in the statement of comprehensive income.




Reference

NZ IAS 33.70(a)

NZ IAS 33.70(b)

NZ IAS 33.70(a)

Diverse Group Limited financial statements 141
December 2011

27.

Notes to the financial statements

Earnings per share

Basic earnings per share

The calculation of basic earnings per share at 31 December 2011 was based on the profit
attributable to ordinary shareholders of $7,409 thousand (2010: $3,486 thousand), and a weighted
average number of ordinary shares outstanding of 3,083 thousand (2010: 3,060 thousand),
calculated as follows.

Profit attributable to ordinary shareholders

2011 2010
In thousands of New Zealand Continuing Discontinued Continuing  Discontinued
Dollars operations operation Total  operations operation Total
Profit/(loss) for the year 7,468 379 7,847 4,346 (422) 3,924
Dividends on non-redeemable
preference shares (438) - (438) (438) - (438)
Profit/(loss) attributable to 7,030 379 7,409 3,908 422) 3,486

ordinary shareholders

Weighted average number of ordinary shares'

In thousands of shares Note 2011 2010
Issued ordinary shares at 1 January 26 3,100 3,100
Effect of own shares held (49) (40)
Effect of share options exercised 3 -
Effect of shares issued related to a business combination 9 6 -
Effect of shares issued in October 2011 23 -
Weighted average number of ordinary shares at 31 December 3,083 3,060

Diluted earnings per share

The calculation of diluted earnings per share at 31 December 2011 was based on profit
attributable to ordinary shareholders of $7,470 thousand (2010: $3,486 thousand), and a weighted
average number of ordinary shares outstanding after adjustment for the effects of all dilutive
potential ordinary shares of 3,255 thousand (2010: 3,078 thousand), calculated as follows.

Profit attributable to ordinary shareholders (diluted)?

2011 2010
In thousands of New Zealand Continuing  Discontinued Continuing  Discontinued
Dollars operations operation Total operations operation Total
Profit (loss) attributable to
ordinary shareholders (basic) 7,030 379 7,409 3,908 (422) 3,486
Interest expense on
convertible notes, net of tax 61 - 61 - - -
Profit (loss) attributable to
ordinary shareholders 7,091 379 7,470 3,908 (422) 3,486

(diluted)




Note
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Explanatory note

In our view this reconciliation is not required if basic and diluted earnings per share are equal.

In our view, the method used to determine the average market value of the entity’s shares
for purposes of calculating the dilutive effect of outstanding share options should be
disclosed, particularly with respect to unquoted equity instruments.

NZ IFRS 7.8(e)

NZIFRS 7.10, 11

An entity discloses the carrying amount of financial liabilities designated at fair value through
profit or loss, and the carrying amount of financial liabilities held for trading; while this
explanatory note is attached to the loans and borrowings disclosure, this is not meant to indicate
that liabilities at fair value through profit or loss would be classified as loans and borrowings.

An entity discloses the following if a financial liability is designated at fair value through
profit or loss:

e the change in fair value of the financial liability, during the period and cumulatively, that
is attributable to changes in credit risk, and the method used to comply with this
disclosure requirement; if the entity believes that this disclosure does not represent
faithfully the change in fair value attributable to changes in credit risk, then it discloses
the reasons therefore and the relevant factors; and

e the difference between the carrying amount of the financial liability and the amount
that the entity is contractually required to pay at maturity.

NZIFRS 7.18, 19

NZ IAS 1.74-76

NZIFRS 7.18

For loans payable recognised at the reporting date, an entity discloses information about
any defaults that occurred during the period, or any other breach of the terms of a loan.

When a breach of a loan agreement occurred during the period, and the breach has not
been remedied or the terms of the loan payable have not been renegotiated by the
reporting date, the entity determines the effect of the breach on the current/non-current
classification of the loan.

For loans recognised at the reporting date, an entity discloses:

e details of any defaults during the period of principal, interest, sinking fund, or
redemption terms of those loans payable;

e the carrying amount of the loans in default at the reporting date; and

e whether the default was remedied, or that the terms of the loans were renegotiated,
before the financial statements were authorised for issue.

NZ IAS 1.73-73

The current portion of long-term debt is classified as current even if an agreement to
refinance or reschedule payments on a long-term basis is completed after the reporting
date but before the financial statements are authorised for issue. However, if at the
reporting date an entity expects and is able, solely at its own discretion, to refinance or roll
over an obligation for at least 12 months after the reporting date under an existing loan
facility, then it classifies the obligation as non-current even if the loan otherwise would be
current.




Reference

NZ IAS 33.70(b)

NZ IAS 33.70(c)

NZIFRS 7.7, 8

NZIAS 1.77
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27.

28.

Notes to the financial statements

Earnings per share (continued)
Weighted average number of ordinary shares (diluted)’

In thousands of shares Note 2011 2010
Weighted average number of ordinary shares (basic) 3,083 3,060
Effect of conversion of convertible notes 28 125 -
Effect of share options on issue 47 18
Weighted average number of ordinary shares (diluted) at 31 December 3,255 3,078

At 31 December 2011, 135 thousand options (2010: 44 thousand) were excluded from the diluted
weighted average number of ordinary shares calculation as their effect would have been anti-dilutive.

The average market value of the Company’s shares for purposes of calculating the dilutive effect of
share options was based on quoted market prices for the period during which the options were
ou‘[s‘[anding.2

Loans and borrowings®*

This note provides information about the contractual terms of the Group's interest-bearing loans and
borrowings, which are measured at amortised cost. For more information about the Group’s exposure
to interest rate, foreign currency and liquidity risk, see note 34.

Group
In thousands of New Zealand Dollars 2011 2010
Non-current liabilities’
Secured bank loans 6,576 7,093
Unsecured bond issues 6,136 6,136
Convertible notes 4,678 -
Redeemable preference shares 1,939 -
Finance lease liabilities 1,613 1,913
Loan from associate - 1,000
20,942 16,142
Current liabilities
Current portion of secured bank loans 3,500 4,000
Unsecured bank loans 524 3,181
Dividends on redeemable preference shares 51 -
Current portion of finance lease liabilities 315 269
4,390 7,450
Company
In thousands of New Zealand Dollars 2011 2010
Non-current liabilities’
Secured bank loans 1,698 3,262
Convertible notes 4,678 -
Redeemable preference shares 1,939 -
8,315 3,262
Current liabilities
Current portion of secured bank loans 1,564 -
Current portion of unsecured bank loans - 1,593
Dividends on redeemable preference shares 51 -

1,615 1,693
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Note  Reference Explanatory note

1. NZ IFRS 7.7 An entity discloses information that enables users of its financial statements to evaluate the
significance of financial instruments for its financial position and performance. These
illustrative financial statements illustrate one possible method of disclosing significant
information related to loans and borrowings. An entity assesses the extent of information
provided throughout the financial statements to determine if it has met the disclosure
requirements of NZ IFRS 7 Financial Instruments: Disclosures.

2 NZ IFRS 7.17 If an entity has issued an instrument that contains both a liability and an equity component
and the instrument has multiple embedded derivative features, the values of which are
interdependent (such as a callable convertible debt instrument), then an entity discloses the
existence of those features.




Reference

NZIFRS 7.7

NZ IFRS 7.7, NZ
IAS 16.74(a)

NZIFRS 7.18,19
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28.

Notes to the financial statements

Loans and borrowings (continued)
Terms and debt repayment schedule’
Terms and conditions of outstanding loans were as follows:

Group

31 Dec 2011 31 Dec 2010
In thousands of New Nominal Year of Face Carrying Face Carrying
Zealand Dollars Currency Interest rate maturity value amount value amount
Secured bank loan JPY 3.90% 2015 4,324 4,324 1,257 1,257
Secured bank loan UsD 4.70% 2011-2012 500 447 500 521
Secured bank loan $ 4.50% 2012-2016 4,460 4,460 4,460 4,460
Secured bank loan AUD LIBOR+1% 2011-2012 850 845 4,850 4,855
Unsecured bank loan usb 3.80% 2012 554 524 - -
Unsecured bank loan $ 5.50% 2011 - - 3,064 3,064
Unsecured bank facility $ 5.50% 2011 - - 17 117
Unsecured bond issues $ LIBOR +1/2% 2015 1,023 1,023 1,023 1,023
Unsecured bond issues $ LIBOR +1% 2016 5,113 5113 5,113 5113
Loan from associate $ 4.80% 2012 - - 1,000 1,000
Convertible notes $ 3.00% 2014 5,000 4,678 - -
Redeemable preference
shares $ 4.40% 2017 2,000 1,939 - -
Dividends on
redeemable preference
shares $ - 2012 51 51 - -
Finance lease liabilities $ 6.5-7.0% 2011-2025 2,663 1,928 3,186 2,182
Total interest-bearing 26538 25332 24570 23,592
liabilities
Company
Secured bank loan $ 4.50% 2012-2013 3,262 3,262 3,262 3,262
Unsecured bank loan $ 5.50% 2011 - - 1,593 1,593
Convertible notes $ 3.00% 2014 5,000 4,678 - -
Redeemable preference
shares $ 4.40% 2017 2,000 1,939 - -
Dividends on redeemable
preference shares $ - 2012 51 51 - -
Total interest-bearing 10313 9,930 4,855 4,855
liabilities

The Group's bank loans are secured over land and buildings with a carrying amount of $5,000 thousand
(2010: $4,700 thousand) (see note 16).

Breach of loan covenant

The Group has a secured bank loan that amounts to $4,460 thousand at 31 December 2011. According to
the terms of the agreement, this loan would be repayable in tranches over the next 5 years. However, the
loan contains a debt covenant stating that at the end of each quarter the Group's debt (in the covenant
defined as the Group's loans and borrowings and trade and other payables) cannot exceed 2.5 times the
Group’s quarterly revenue from continuing operations.

The Group has experienced an increase in leverage, and as such the Group exceeded its maximum
leverage threshold in the third quarter of 2011. Management has been in a process of negotiations
with the bank and obtained waiver in October 2011, so that the bank loan is not payable upon
demand at 31 December 2011 (see note 2(b)).

Convertible notes?

In thousands of New Zealand Dollars Group and Company
Proceeds from issue of convertible notes (1,250,000 notes at $4) 5,000
Transaction costs (250)
Net proceeds 4,750
Amount classified as equity (163)

Accreted interest 91

Carrying amount of liability at 31 December 2011 4,678

The amount of the convertible notes classified as equity of $163 thousand is net of attributable
transaction costs of $9 thousand.
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Note  Reference Explanatory note

When a change in prohibition against redemption of a financial instrument leads to a transfer

NZIFRIC 2.13 between financial liabilities and equity, the entity discloses separately the amount, timing
and reason for the transfer.
2. NZ IAS 17.31(d) An entity discloses the total minimum lease payments expected to be received under non-
cancellable subleases at the reporting period.
NZ IAS 17.31(e)ii) An entity discloses any restrictions imposed by lease arrangements, such as those

concerning dividends, additional debt, and further leasing.




Reference

NZIAS 17.31(b)

NZIAS
17.31(c),(e)i), (ii)

NZIAS 1.122,
17.31(e)
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28.

Notes to the financial statements

Loans and borrowings (continued)
Convertible notes (continued)

The notes are convertible into 250 thousand ordinary shares in June 2014 at the option of the
holder, which is a rate of one share for every five convertible notes; unconverted notes become
repayable on demand. These notes were issued on 1 July 2011.

Convertible notes become repayable on demand if the Group exceeds a net debt to equity ratio
of 1.95 (see note 34).

Redeemable preference shares’

In thousands of New Zealand Dollars Group and Company
Proceeds from issue of redeemable preference shares 2,000
Transaction costs (61)
Carrying amount at 31 December 2011 1,939

During the year 1,000 thousand redeemable preference shares were issued with a par value of
$2 per share (2010: nil). All issued shares are fully paid. Redeemable preference shares do not
carry the right to vote and rank equally with other shares with regard to the Company’s residual
assets, except that holders of redeemable preference shares participate only to the extent of the
face value of shares.

The redeemable preference shares are mandatorily redeemable at par on 31 May 2017 and the
Group is obliged to pay holders of redeemable preference shares annual dividends of 4.4% of the
par amount on 31 May each year until and including upon maturity.

Finance lease liabilities
. . e 2
Finance lease liabilities are payable as follows.

Group
Present Present
Future value of Future value of
minimum minimum  minimum minimum
lease lease lease lease
payments Interest payments payments Interest payments
In thousands of New Zealand Dollars 2011 2011 2011 2010 2010 2010
Less than one year 535 220 315 731 262 469
Between one and five years 1,128 343 785 924 385 539
More than five years 1,000 172 828 1,531 357 1,174
2,663 735 1,928 3,186 1,004 2,182

Certain leases provide for additional payments that are contingent upon changes in the market
rental rate. Contingent rents recognised in profit or loss under finance leases amounted to
$17 thousand (2010: $15 thousand).

During 2010, the Group entered into an arrangement whereby a supplier built a set of equipment,
which the supplier will use to provide a specific chemical used in manufacturing a new product in
the American paper manufacturing and distribution division for a minimum period of 16 years.
Due to the unusual nature of the product and the manufacturing process, the supplier is unlikely
to be able to sell the chemical to other customers. It would not be economically feasible for the
supplier to produce the chemical using different equipment. The Group pays a fixed annual fee
over the term of the arrangement, plus a variable charge based on the quantity of chemical
delivered.
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Note  Reference Explanatory note

1. NZIAS 19.118 Entities are not required to split post-employment benefit assets and liabilities into current
and non-current classifications.

NZ IAS 19.122 When an entity has more than one defined benefit plan, the disclosures may be made in
total, separately for each plan, or in such groupings as are considered to be the most useful,
for example, the entity may distinguish groupings by criteria such as geographical location or
the risks related to the plans. Criteria used to distinguish groupings may be the geographical
locations of the plans or types of risk associated with the plans.

NZ IAS 19.30 For any multi-employer defined benefit plans for which sufficient information is not available
to use defined benefit accounting, an entity discloses that fact and the reason why sufficient
information is not available. To the extent that a surplus or deficit in the plan may affect the
amount of future contributions, an entity discloses any available information about that
surplus or deficit, the basis used to determine that surplus or deficit, and the implications, if
any, for the entity.

2. NZ IAS 19.58(b) An entity that has a defined benefit plan in surplus measures the resulting asset at the lower
of the calculation performed under paragraph 54 of NZ IAS 19 Employee Benefits and, if
applicable the total of any cumulated unrecognised net actuarial losses and past service cost
plus the present value of any economic benefits available in the form of refunds from the
plan or reductions in future contributions to the plan. The present value of these economic
benefits is determined using discount rates by reference to market yields at the end of the
reporting period on high quality corporate bonds, unless there is no deep market in such
bonds in which case government bonds can be used.

3. NZ IAS 19.116 An entity is able to offset an asset related to one plan against a liability related to another
plan when, and only when, an entity:

e has alegally enforceable right to use a surplus in one plan to settle obligations under the
other plan; and

e intends either to settle the obligations on a net basis, or to realise the surplus in one plan
and settle its obligation under the other plan simultaneously.




Reference

NZ IAS 19.120A(d)
NZ IAS 19.120A(d),(f)
NZ IAS 19.120A(f)

NZ IFRS 2.51(b)(i)

NZ IAS 19.120A(b)

NZIFRIC 14.10
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28.

29.

Notes to the financial statements

Loans and borrowings (continued)

Finance lease liabilities (continued)

Although the arrangement is not in the legal form of a lease, the Group concluded that the
arrangement contains a lease of the equipment, because fulfilment of the arrangement is
economically dependent on the use of the equipment, and it is unlikely that any parties other
than the Group will receive more than an insignificant part of the output. The lease was
classified as a finance lease. The Group found it impractical to estimate reliably the relative
fair values of the lease element and other elements of the required payments. Therefore, at
inception of the lease the Group recognised an asset and a liability at an amount equal to the
estimated fair value of the equipment (see note 16). The imputed finance costs on the liability
were determined based on the Group's incremental borrowing rate (6.5%).

Employee benefits'

Group
Plan A% ® Plan B2

In thousands of New Zealand Dollars Note 2011 2010 2011 2010
Fair value of plan assets (2,242) (2,450) - -
Present value of obligations 1,607 1,719 335 280
(Surplus)/deficit in the plan® (635) (731) 335 280
Liability for long-service leave 207 181
Cash-settled share-based payment liability 30 440 380
Total employee benefit liabilities 982 841

The Group makes contributions to two non-contributory defined benefit plans that provide
pension and medical benefits for employees upon retirement. The plan entitles a retired
employee to receive an annual payment equal to 1/60 of final salary for each year of service
that the employee provided, and to the reimbursement of certain medical costs.

In addition, the Group makes contributions to a separate defined benefit plan for its directors
and executive officers. A description of this plan is given in note 38. Amounts in respect of
this defined benefit plan have been combined with those of plan A in the disclosures above.

The Group has determined that, in accordance with the terms and conditions of the defined
benefit plans, and in accordance with statutory requirements (such as minimum funding
requirements) of the plans of the respective jurisdictions, the present value of refunds or
reductions in future contributions is not lower than the balance of the total fair value of the
plan assets less the total present value of obligations. This determination is made on a plan-by-
plan basis. As such, no decrease in the defined benefit asset is necessary at 31 December
2011 (31 December 2010: no decrease in defined benefit asset).
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(Q)iv)-(viii), (m)

Note  Reference Explanatory note
1. NZ IAS 19.120A If applicable, an entity discloses the following in the reconciliation of the opening and closing
()i, (), (viix) balances of the defined benefit obligations:
e past service cost
e contributions by plan participants
e business combinations
e curtailments; and
e settlements.
2. Nz 1AS 19.1204 (- |T applicable, an entity discloses the following in the reconciliation of defined benefit
(iv) obligations and plan assets to the liability (asset) recognised in the statement of financial position:
e net actuarial gains and losses not recognised
e past service cost not recognised
e any amount not recognised as an asset because of the limit in paragraph 58(b) of NZ IAS
19 Employee Benefits, which is the total of any cumulative unrecognised net actuarial
losses and past service cost and the present value of any economic benefits available in
the form of refunds from the plan or reductions in future contributions to the plan; and
e the fair value at the reporting period of any reimbursement right recognised as an asset,
with a brief description of the link between the reimbursement right and the related
obligation.
3. NZ IAS 19.120A If applicable, an entity discloses the following in the reconciliation of the opening and closing
(e)fiii), (v), (i), (viii balances of plan assets:
e contributions by plan participants
e business combinations; and
e settlements.
4, NZ IAS 19.120A If applicable, an entity discloses the following:

e expected return on any reimbursement right recognised as an asset

e actuarial gains and losses recognised in profit or loss

e past service cost recognised in profit or loss

e the effect of any curtailment or settlement on amounts recognised in profit or loss

o the effect of the limit in paragraph 58(b) of NZ IAS 19 Employee Benefits on amounts
recognised in profit or loss; and

e the actual return on any reimbursement right recognised as an asset.
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Reference Notes to the financial statements
29. Employee benefits (continued)
Group
NZ IAS 19.120A()) Plan assets comprise:
In thousands of New Zealand Dollars 2011 2010
Equity securities 902 1,127
Government bonds 1,044 1,062
Qualifying insurance policies 90 48
NZ IAS 19.120A(K)(ii) Property occupied by the Group 153 162
NZ IAS 19.120A(k)(i) Company’s own ordinary shares 53 51
2,242 2,450
Plan Assets
In thousands of New Zealand Dollars 2011 2010
NZ IAS 19.120A(m) Actual return on plan assets 140 160
NZ IAS 19.120A(c) Movement in the present value of the defined benefit obligations1' z
In thousands of New Zealand Dollars 2011 2010
Defined benefit obligations at 1 January 1,999 1,913
NZ IAS 19.120A(c)(vi) Benefits paid by the plan (474) (544)
NZ IAS 19.120A(c)fi), (i) Current service costs and interest (see below) 625 612
NZ IAS 19.120A(c)(ix) Curtailment gain (100) -
NZ IAS 19.120A(c)(iv) Actuarial (gains) losses in other comprehensive income (see below) (82) 18
NZ IAS 19.120A(c)(v) Effect of movement in exchange rates. (26) -
Defined benefit obligations at 31 December 1,942 1,999
NZ IAS 19.120A(e) Movement in the fair value of plan assets”®
In thousands of New Zealand Dollars 2011 2010
Fair value of plan assets at 1 January 2,450 2,500
NZ IAS 19.120A(e)(iv) Contributions paid into the plan 299 379
NZ IAS 19.120A(e)(vi) Benefits paid by the plan (474) (544)
NZ IAS 19.120A(e)(i) Expected return on plan assets 100 112
NZ IAS 19.120A(e)(ii) Actuarial (losses) gains in other comprehensive income (see below) (10) 3
NZ IAS 19.120A(e)liii) Effect of movement in exchange rates (123) -
Fair value of plan assets at 31 December 2,242 2,450
NZ IAS 19.120A(g) Expense recognised in profit or loss*
In thousands of New Zealand Dollars 2011 2010
NZ IAS 19.120A(g)(i) Current service costs 463 478
NZ IAS 19.120A(g)(ii) Interest on obligation 162 134
NZ IAS 19.120A(g)vii) Curtailment gain (100) -
NZ IAS 19.120A(g)/iii) Expected return on plan assets (100) (112)
425 500
As a result of a curtailment in the pension arrangement for a number of employees in Australia,
the Group's defined benefit pension obligation decreased by $100 thousand (31 December 2010:
nil). A corresponding curtailment gain is included in the Group's statement of comprehensive
income at 31 December 2011.
NZ IAS 19.120A(g) The expense is recognised in the following line items in the statement of comprehensive income:
In thousands of New Zealand Dollars 2011 2010
Cost of sales 216 297
Distribution expenses 109 154
Administrative expenses 100 49
425 500
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Note  Reference Explanatory note

1. Nz I1AS 19.1204 )iy 1T applicable an entity discloses the expected rate of return for periods presented on any
reimbursement right recognised as an asset.

2. NZ IAS 19.120A(n) Principal actuarial assumptions are disclosed in absolute terms and not, for example, as a
margin between different percentages or other variables.

3. NZ IAS 19.120A (n)vi  |T mortality rates are considered a principal actuarial assumption in measuring a defined
benefit plan, an entity discloses the mortality assumptions used at the reporting date.
Mortality rates may be significant when, for example, pension benefits are paid as annuities
over the lives of participants, rather than as lump sum payments on retirement.
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29. Employee benefits (continued)
Group
Actuarial gains and losses recognised in other comprehensive income

In thousands of New Zealand Dollars 2011 2010
NZ IAS 19.120A(i) Amount accumulated in retained earnings at 1 January (103) 88)
NZIAS 19.120A(h)(i) Recognised during the year 72 (15)
NZ IAS 19.120A() Amount accumulated in retained earnings at 31 December (31) (103)

. Lo
Actuarial assumptions

NZIAS 1.125
NZIAS 19.120A(n) The following are the principal actuarial assumptions at the reporting date (expressed as
weighted averages):”

2011 2010
NZ IAS 19.120A(n)() Discount rate at 31 December 5.1% 4.8%
NZ IAS 19.120A(n)(ii) Expected return on plan assets at 1 January 5.8% 5.9%
NZ IAS 19.120A(n)(iv) Future salary increases 2.5% 2.5%
NZ IAS 19.120A(n)(v) Medical cost trend rate 4.5% 4.0%
NZ IAS 19.120A(n)(vi) Future pension increases 3.0% 2.0%

Assumptions regarding future mortality are based on published statistics and mortality tables. The

NZ IAS 19.120A(n)(vi) e _ At _ , 5
current longevities underlying the values of the liabilities in the defined benefit plans are as follows:

31 December 2011

Other
Australasia  Asia Pacific regions
Longevity at age 65 for current pensioners
Males 19.0 185 18.2
Females 22.0 21.0 19.0
Longevity at age 65 for current members aged 45
Males 19.7 19.2 19.0
Females 23.4 22.9 20.5
31 December 2010
Other
Australasia  Asia Pacific regions
Longevity at age 65 for current pensioners
Males 19.0 18.3 18.0
Females 22.0 21.0 18.8

Longevity at age 65 for current members aged 45
Males 19.5 19.0 18.7
Females 23.1 22.9 20.0
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Note  Reference Explanatory note

1 N7 IFRS 2,52 An entity provides additional disclosures if the required disclosures in NZ IFRS 2 Share
’ ) Based Payments are not sufficient to enable the user to understand the nature and extent

of the share-based payment arrangements, how the fair value of services have been
determined for the period, and the effect on profit or loss.




Reference

NZ IAS 1.125, 129

NZ IAS 19.120A(I)

NZ IAS 19.120A(o)

NZ IAS 19.120A(p)

NZ IAS 19.120A(p)(i)
NZ IAS 19.120A(p)(i)
NZ IAS 19.120A(p)(i)
NZ IAS 19.120A(p)(ii)(a)
NZ IAS 19.120A(p)(ii)(b)

NZ IAS 19.120A(q)

NZ IFRS 2.44

NZ IFRS 2.45(a)

Diverse Group Limited financial statements 155
December 2011

29.

30.

Notes to the financial statements

Employee benefits (continued)

Actuarial assumptions (continued)

The calculation of the defined benefit obligation is sensitive to the mortality assumptions set out
above. As the actuarial estimates of mortality continue to be refined, an increase of one year in
the lives shown above is considered reasonably possible in the next financial year. The effect of
this change would be an increase in the employee benefit liability by $300 thousand.

The overall expected long-term rate of return on assets is 5.8%. The expected long-term rate of
return is based on the portfolio as a whole and not on the sum of the returns on individual asset
categories. The return is based exclusively on historical returns, without adjustments.

Assumed healthcare cost trend rates have a significant effect on the amounts recognised in
profit or loss. A one percentage point change in assumed healthcare cost trend rates would
have the following effects:

One percentage One percentage

In thousands of New Zealand Dollars point increase point decrease
Effect on the aggregate service and interest cost 20 (14)
Effect on defined benefit obligation 380 (250)

Historical information

In thousands of New Zealand Dollars 2011 2010 2009 2008 2007
Present value of the defined benefit obligation 1,942 1,999 1,913 2,101 2,040
Fair value of plan assets (2,242) (2,450) (2,600) (2,483) (2,475
(Surplus) deficit in the plan (300) (451) (587) (382) (435)
Experience adjustments arising on plan liabilities (110) (50) 32 (10) 49
Experience adjustments arising on plan assets (10) 3 (9) (12) (13)

The Group expects $350 thousand in contributions to be paid to its defined benefit plans in 2012.

Share-based payment arrangements1
Description of the share-based payment arrangements

At 31 December 2011 the Group has the following share-based payment arrangements:
Share option programme (equity-settled)

On 1 January 2007 and 1 January 2010 the Group established a share option programme that
entitles key management personnel to purchase shares in the Company. On 1 January 2011 a
further grant on similar terms (except for excise price) was offered to key management personnel
and senior employees. In accordance with these programmes, holders of vested options are
entitled to purchase shares at the market price of the shares at the date of grant.




Diverse Group Limited financial statements 156
December 2011

This page has been left blank intentionally.



Reference

NZ IFRS 2.45(a)

NZ IFRS 2.44,
45(a)

NZ IFRS 2.45(a)
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30.

Notes to the financial statements

Share-based payment arrangements (continued)

Description of the share-based payment arrangements (continued)

Share option programme (equity-settled) (continued)

The terms and conditions relating to the grants of the share option programme are as follows;
all options are to be settled by physical delivery of shares.

Number of Contractual
instruments life of
Grant date/employees entitled in thousands Vesting conditions options

3 years' service from the
grant date and 5% increase

Option grant to key management in operating income in each

on 1 January 2007 400 of the 3 years 7 years
3 years' service from the
grant date and 5% increase

Option grant to key management in operating income in each

on 1 January 2010 200 of the 3 years 10 years
3 years' service from the
grant date and 5 % increase

Option grant to key management in operating income in each

on 1 January 2011 225 of the 3 years 10 years
Option grant to senior employees 3 years' service from the

on 1 January 2011 100 grant date 10 years
Total share options 925

Replacement awards (equity-settled)

In connection with the acquisition of Papyrus Pty Limited, the Group exchanged equity-settled
share-based payment awards held by employees of Papyrus (the acquiree’s awards) for

$150 thousand equity-settled share-based payment awards of the Group with a contractual life
of nine years (the replacement awards) (see note 9).

Share purchase plan (equity-settled)

On 1 January 2011 the Group offered 26 of its employees the opportunity to participate in an
employee share purchase plan. To participate in the plan, the employees must save an amount
of 5% of their gross monthly salary, up to a maximum of $300 per month, for a period of 36
months. Under the terms of the plan, at the end of the three-year period the employees are
entitled to purchase shares using funds saved at a price 20% below the market price at the
grant date. Only employees that remain in service and save the required amount of their gross
monthly salary for 36 consecutive months will become entitled to purchase the shares.
Employees, who cease their employment, do not save the required amount of their gross
monthly salary in any month before the 36-month period expires, or elect not to exercise their
options to purchase shares, e.g. because the share price is below the exercise price, will be
refunded for their saved amounts.

Share appreciation rights (cash-settled)

On 1 January 2008 and 1 January 2011 the Group granted 100 thousand and 300 thousand
share appreciation rights (SARs), respectively, to employees that entitle them to a cash
payment after three years of service. SARs expire at the end of a five-year period after the
grant date. The amount of the cash payment is determined based on the increase in the share
price of the Company between grant date and the time of exercise.




Diverse Group Limited financial statements 158
December 2011

Note  Reference Explanatory note

Disclosures of the inputs for fair value measurement for cash-settled share based payments,

1. NZ IFRS 2.52 e.g. share appreciation rights, are not required specifically in NZ IFRS 2. However, they
should be provided in accordance with the general disclosure requirements in paragraphs 44
and 50 of NZ IFRS 2 if the cash-settled share-based payments are material to the entity
either at grant date or at the reporting date. We believe that the following disclosures should
be provided:

o for awards granted during the period, disclosures on measurement of fair value at grant
date and at the reporting date; and

o for awards granted in previous periods but unexercised at the reporting date, disclosures
on measurement of fair value at the reporting date.




Reference

NZ IFRS 2.47(a)

NZ IFRS 2.47(b)(iii)

NZ IFRS 2.52
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30.

Notes to the financial statements

Share-based payment arrangements (continued)

Measurement of fair values

The fair value of the rights granted through the employee share purchase plan was measured based
on Monte Carlo simulation. The fair value of all other share-based payment plans was measured
based on the Black-Scholes formula. Expected volatility is estimated by considering historic average
share price volatility.

Equity-settled share-based payment plans
The inputs used in the measurement of the fair values at grant date of the share-based payment plans
were as follows:

Share option programme

Key Key Share

management management Senior Replacement purchase

personnel personnel employees awards plan

2011 2010 2011 2011 2011

Fair value at grant date $3.54 $3.75 $3.14 $3.81 $4.02

Share price at grant date $10.10 $10.50 $10.10 $10.10 $10.10

Exercise price $10.10 $10.50 $10.10 $10.10 $8.08
Expected volatility (weighted

average) 40.1% 40.9% 40.1% 42.4% 43.3%

Expected life (weighted

average) 8.6 years 8.8 years 5.4 years 5.9 years 3 years

Expected dividends 3.2% 3.2% 3.2% 3.2% -
Risk-free interest rate (based

on government bonds) 3.9% 3.8% 3.8% 3.9% 3.9%

The requirement that the employee has to save in order to purchase shares under the share
purchase plan is a non-vesting condition. This feature has been incorporated into the fair value
at grant date by applying a discount to the valuation obtained. The discount has been
determined by estimating the probability that the employee will stop saving based on historic
behaviour.

At 31 December 2011 a total amount of $78 thousand was invested by the participants to the
share purchase plan (see note 39) and is included in trade and other payables due to related
parties (see note 33).

Cash-settled share-based payment plan1
The inputs used in the measurement of the fair values at grant date and measurement date of
the share appreciation rights were as follows.
SARs
2011
Grant date = Measurement date
1 January 2011 31 December 2011

Fair value $2.82 $4.40
Share price $10.10 $12.70
Exercise price $10.10 $10.10
Expected volatility (weighted average) 40.3% 43.1%
Expected life (weighted average) 3.6 years 2.8 years
Expected dividends 3.2% 3.3%

Risk-free interest rate (based on government bonds) 4.4% 4.5%
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Reference

NZ IFRS 2.51(a)

NZ IFRS 2.51(a)

NZ IFRS 2.51(a)

NZ IFRS 2.51(a)

NZ IFRS 2.51(a), (b)
NZ IFRS 2.51(a), (b)
NZ IFRS 2.51(a), (b)
NZ IFRS 2.51(a)

NZ IFRS 2.51(b)(i)

NZ IFRS 2.51(b)(ii)

NZ IFRS 2.45(b)

NZ IFRS 2.45(b)(i)

NZ IFRS 2.45(b)(iii)
NZ IFRS 2.45(b)(iv)
NZ IFRS 2.45(b)(v)
NZ IFRS 2.45(b)(ii)
NZ IFRS 2.45(b)(vi)

NZ IFRS 2.45(b)(vii)

NZ IFRS 2.45(d)

NZ IFRS 2.45(c)
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30.

Notes to the financial statements

Share-based payment arrangements (continued)
Employee expenses

In thousands of New Zealand Dollars Note 2011 2010
Share options granted in 2010 250 250
Share options granted in 2011 370 -
Employee share purchase plan granted in 2011 35 -
Replacement awards 2011 9 100 -
Expense arising from SARs granted in 2008 - 280
Expense arising from SARs granted in 2011 282 -
Effect of changes in the fair value of SARs 158 70
Total expense recognised as employee costs 14 1,195 600
Total carrying amount of liabilities for cash-settled arrangements 440 380
Total intrinsic value of liability for vested benefits - 380
The carrying amount of the liability at 31 December 2010 was settled during 2011.
Reconciliation of outstanding share options
The number and weighted average exercise prices of share options under the share options
programme and replacement awards is as follows.
Weighted Weighted
average average
Number exercise Number exercise
of options price of options price
In thousands of options 2011 2011 2010 2010
Outstanding at 1 January 550 $10.18 400 $10.00
Forfeited during the year (50) $10.00 (50) $10.00
Exercised during the year (5) $10.00 - -
Expired during the year = S - -
Granted during the year 475 $10.16 200 $10.50
Outstanding at 31 December 970 $10.18 550 $10.18
Exercisable at 31 December 295 $10.00 350 $10.00

The options outstanding at 31 December 2011 have an exercise price in the range of $10.00 to

$10.50 (2010: $10.00 to $10.50) and a weighted average contractual life of 6.6 years (2010:

5.2 years).

The weighted average share price at the date of exercise for share options exercised in 2011 was

$12.00 (2010: no options exercised).
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Note  Reference Explanatory note
1. See explanatory note 5 on page 132.
2. In these illustrative financial statements, it is assumed that there is no restriction on the

ability to redeem points and as such deferred revenue in relation to this programme is
presented as current. In practice, there may be customer loyalty programmes with
restrictions on the ability to redeem points that could give rise to a non-current presentation
of the related deferred revenue.

3. Deferred income relating to a government grant generally is classified as a non-current
liability. The portion that will be recognised as income in the next year is shown as a current
liability.

4. NZ IAS 20.39(c), An entity discloses any unfulfilled condition and other contingencies attaching to government

41.57(b), (c) grants. For government grants related to agricultural activity, an entity also discloses

significant decreases expected in the level of the grants.

NZ IAS 20. NZ 39.1 Profit-oriented entities also need to disclose the following:

e If an entity has received a government grant in the form of a transfer of a non-monetary
asset and it has been recorded both as an asset and a grant at nominal amount (in line
with paragraph 23), it must disclose, in the period in which it was received, the fair value
of the grant received.

e If an entity has deducted a grant related to the income in reporting the related expenses
(in line with paragraph 29), it must not disclose the fair value of the grant received.

5. NZ IAS 37.92 In extremely rare cases, disclosure of some or all of the information required in respect of
provisions can be expected to seriously prejudice the position of the entity in a dispute with
other parties. In such cases only the following is disclosed:

e the general nature of the dispute
e the fact that the required information has not been disclosed

e the reason why.

6. NZ IAS 37.84 There is no requirement to disclose comparative information in the reconciliation of
provisions.
7. In our view, the reversal of a provision should be presented in the same statement of

comprehensive income line item as the original estimate.

NZ IAS 1.98(), () An entity discloses separately items of income and expense related to reversals of
provisions and litigation settlements.

8. Provisions that will be utilised within one year are classified as current liabilities.

9. NZ IFRS 5.31-36A NZAS 37 Provisions, Contingent Liabilities and Contingent Assets applies to provisions for
restructuring, including in the context of discontinued operations. When a restructuring
meets the definition of a discontinued operation, additional disclosures may be required by
NZ IFRS 5 Non-current Assets Held for Sale and Discontinued Operations.

NZ IAS 37.9




Reference

NZ IAS 11.40(b)
NZIAS 11.41

NZ IAS 20.39(b)

NZIAS 41.57(a)

NZ IAS 37.84(a)

NZ IFRS 3.23

NZIAS 37.84(b)

NZ IAS 37.84(c)

NZ IAS 37.84(d)
NZIAS 37.84(e)

NZIAS 37.84(a)

NZ IAS 37.85(a)-(c)
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31.

32.

Deferred income/revenue
Group

Notes to the financial statements

In thousands of New Zealand Dollars Note 2011 2010
Government grants 1,424 1,462
Customer advances 110 117
Billing in advance of work completed’ 18 13
Customer loyalty claims’ 10 50 38

1,602 1,630
Non-current’ 1,424 1,462
Current 178 168

1,602 1,630

The Group has been awarded two government grants.4 One of the grants, received in 2010,
amounted to $1,462 thousand and was conditional upon the acquisition of factory premises in a
specified region. The factory has been in operation since the early 2011 and the grant,
recognised as deferred income, is being amortised over the useful life of the building. The
second grant, received in 2011, was unconditional, amounted to $200 thousand and related to
pine trees. It was recognised as other income when it became receivable.

Provisions® ®

Group

In thousands of New Zealand Restructu Site rest Onerous

Dollars Warranties ring oration  contracts Legal Total

Balance at 1 January 2011 200 600 800 - 1,600

Assumed in a business

combination - - 150 - 20 170

Provisions made during the

year 280 400 600 160 - 1,440

Provisions used during the

year (200) (500) (800) - - (1,500)

Provisions reversed during the

year’ - (100) - - - (100)

Unwind of discount - - 60 - - 60

Balance at 31 December 280 400 810 160 20 1,670

2011

Non-current 100 - 810 100 - 1,010

Current® 180 400 c 60 20 660
280 400 810 160 20 1,670

Restructuring costs expensed as incurred amounted to $68 thousand in 2011 and were
recognised in administrative expenses (2010: nil).”

Warranties

The provision for warranties relates mainly to paper sold during the years ended 31 December
2010 and 2011. The provision is based on estimates made from historical warranty data
associated with similar products and services. The Group expects to incur most of the liability
over the next year. An expected reimbursement of warranty expense incurred of $25 thousand
has been recognised in other trade receivables following a supplier accepting responsibility for
the defective products.




Note

Reference
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Explanatory note

NZIFRIC 5.11

NZ IAS 37.85(c),

NZ IFRIC 5.13

NZ IAS 37.86,
NZIFRIC 5.12

An entity discloses its interest in and the nature of any decommissioning, restoration and
environmental rehabilitation funds, as well as any restrictions on access to the funds’ assets.

If a right to receive reimbursement from the fund has been recognised as an asset, then an
entity discloses the amounts of the asset and expected reimbursement.

If an obligation to make contributions to the fund has not been recognised as a liability,
then an entity discloses the estimated financial effect of the obligation, a description of
uncertainties related to the amount or timing of contributions, and any possible
reimbursement.




Reference

NZ IAS 1.98(b), 125,
37.85(a), (b)

NZIAS 1.125
NZ IAS 37.85(a)

NZ IAS 37.85(a), (b)

NZIAS 1.129

NZIAS 34.26

NZ IAS 37.85(a), (b)

NZIAS 1.125,
37.85(a), (b)
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32.

Notes to the financial statements

Provisions (continued)

Restructuring

During the previous year the Group committed to a plan to restructure one of the product
lines in the one of the Asia Pacific paper manufacturing and distribution division due to a
decrease in demand as a result of deteriorated economic circumstances. Following the
announcement of the plan the Group recognised a provision of $600 thousand for expected
restructuring costs, including contract termination costs, consulting fees and employee
termination benefits. Estimated costs were based on the terms of the relevant contracts. An
amount of $500 thousand was charged against the provision in 2011. The unused provision of
$100 thousand was reversed and has been included in cost of sales in the statement of
comprehensive income.

During the year ended a provision of $400 thousand was made to cover the costs associated
with restructuring part of a manufacturing facility within the Standard Paper segment that will
be retained when the remainder of the facility is sold (see note 8). Estimated restructuring
costs mainly include employee termination benefits and are based on a detailed plan agreed
between management and employee representatives. The restructuring and the sale are
expected to be complete by June 2012.

Site restoration’

A provision of $800 thousand was made during 2010 in respect of the Group's obligation to
rectify environmental damage in Australia. The required work was completed during 2011 at a
cost of $800 thousand.

In accordance with Thai law, land contaminated by the Group’s subsidiary in Thailand must be
restored to its original condition before the end of 2014. During the year the Group provided
$600 thousand for this purpose. Because of the long-term nature of the liability, the biggest
uncertainty in estimating the provision is the costs that will be incurred. In particular, the
Group has assumed that the site will be restored using technology and materials that are
available currently. The Group has been provided with a range of reasonably possible
outcomes of the total cost which range from $500 thousand to $700 thousand, reflecting
different assumptions about pricing of the individual components of the cost. The provision
has been calculated using a discount rate of 5.9% which is the risk-free rate in the jurisdiction
of the liability. The rehabilitation is expected to occur in the next two to three years.

The provision has increased as compared to the amount of $500 thousand reported in the
Group's interim report as at and for the six months ended 30 June 2011 due to a change in
estimated costs. At the time of preparing the interim report the extent of restoration work
required was uncertain, as the inspection report by the Thai authorities had not yet been
finalised. The estimates were revised subsequently based on the final report.

As part of the acquisition of Papyrus Pty Limited the Group recognised environmental
provisions of $150 thousand, determined on a provisional basis (see note 9).

Onerous contracts

In 2010 the Group entered into a non-cancellable lease for office space which, due to
changes in its activities, the Group had ceased to use by 31 December 2011. The lease
expires in 2014. The facilities have been sublet for the remaining lease term, but changes in
market conditions have meant that the rental income is lower than the rental expense. The
obligation for the discounted future payments, net of expected rental income, has been
provided for.

Legal
As a result of the acquisition of Papyrus Pty Limited, the Group assumed a contingent liability
of $20 thousand, determined on a provisional basis. See note 9 for further details.




Note  Reference
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Explanatory note

See explanatory note 3 on page 120.

Accounting for financial instruments is complex, and appropriate disclosures will depend on
the circumstances of the individual entity. In these illustrative financial statements, the
disclosures in respect of financial instruments have been presented to illustrate different
potential scenarios and situations that an entity may encounter in practice. An entity tailors
its respective disclosures for the specific facts and circumstances relative to its business and
risk management practices, and also takes into account the significance of exposure to risks
from the use of financial instruments.

3. NZ IFRS 7.31, 32

NZ IFRS 7.33

NZ IFRS 7.32A

NZIAS 1.134

An entity is required to disclose information that enables users of its financial statements to
evaluate the nature and extent of risks arising from financial instruments to which the entity
is exposed at the end of the reporting period. Those risks typically include, but are not
limited to, credit risk, liquidity risk and market risk.

For each type of risk, an entity discloses:
(1) the exposures to risk and how they arise;

(2) its objectives, policies and processes for managing the risk and the methods used to
measure the risk; and

(3) any changes in (1) or (2) from the previous period.

An entity makes qualitative disclosures in the context of quantitative disclosures that enables
users to link related disclosures and hence form an overall picture of the nature and extent of
risks arising from financial instruments. Interaction between qualitative and quantitative
disclosures contributes to disclosure of information in a way that better enables users to
evaluate an entity’s exposure to risks.

An entity discloses information that enables users of its financial statements to evaluate the
entity’s objectives, policies and processes for managing capital.

4. NZIFRS 7.3, 5

The disclosure requirements of NZ IFRS 7 Financial Instruments. Disclosures are limited to
financial instruments that fall within the scope of that standard; therefore, operational risks
that do not arise from the entity’s financial instruments are excluded from the requirements,
as are commodity contracts that meet the “own use” exemption detailed in paragraphs 5-7
of NZ IAS 39 Financial Instruments. Recognition and Measurement.




Reference
NZ IFRS 7.8(f)

NZ IFRS 7.31

NZ IFRS 7.33
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33.

34.

Notes to the financial statements

Trade and other payables
Trade payables

Group
In thousands of New Zealand Dollars Note 2011 2010
Trade and other payables due to related parties 39 319 351
Other trade payables 22,850 23,525
Accrued expenses 312 487
23,481 24,363

The Group's exposure to currency and liquidity risk related to trade and other payables is
disclosed in note 34.

Other payables Group Company

In thousands of New Zealand Dollars Note 2011 2010 2011 2010
Current

Derivatives used for hedging1 34 8 7 - -

Non-current
Contingent consideration 9 270 - 270 -

278 7 270 -

Financial instruments?
. 3,4
Overview
The Group has exposure to the following risks from its use of financial instruments:
e creditrisk
e liquidity risk
e market risk

This note presents information about the Group's exposure to each of the above risks, the
Group's objectives, policies and processes for measuring and managing risk, and the Group's
management of capital.

Risk management framework

The Board of Directors has overall responsibility for the establishment and oversight of the
Group's risk management framework. The Board has established the Risk Management
Committee, which is responsible for developing and monitoring the Group's risk management
policies. The committee reports regularly to the Board of Directors on its activities.

The Group's risk management policies are established to identify and analyse the risks faced
by the Group, to set appropriate risk limits and controls, and to monitor risks and adherence to
limits. Risk management policies and systems are reviewed regularly to reflect changes in
market conditions and the Group’s activities. The Group, through its training and management
standards and procedures, aims to develop a disciplined and constructive control environment
in which all employees understand their roles and obligations.

The Group Audit Committee oversees how management monitors compliance with the
Group's risk management policies and procedures, and reviews the adequacy of the risk
management framework in relation to the risks faced by the Group. The Group Audit
Committee is assisted in its oversight role by Internal Audit. Internal Audit undertakes both
regular and ad hoc reviews of risk management controls and procedures, the results of which
are reported to the Audit Committee.




Note

Reference
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Explanatory note

NZ IFRS 7.34

NZ IFRS 7.35, 1G20

NZ IFRS 7 requires the disclosure of risk information based on the information provided
internally to key management personnel of the entity, as defined in NZ IAS 24, e.g. the
entity’s board of directors or chief executive.

If the quantitative data at the reporting date are not representative of an entity's risk
exposure during the year, then an entity provides further information that is representative,
e.g. the entity’s average exposure to risk during the year. For example, if an entity’s
business is seasonal and the balance of loans and receivables fluctuates materially during
the year, then a sensitivity analysis based solely on the position at the reporting date would
not be representative.

NZ IFRS 7.36(a)

NZ IFRS 7.B9, B10

NZ IFRS 7.36, B1-B3

NZ IFRS 7.1G21-1G29

An entity discloses information about the nature and extent of its exposure to credit risk. The
disclosure of the maximum exposure to credit risk ignores any collateral held or other

credit enhancement. This disclosure is not required for financial instruments whose carrying
amount best represents the maximum exposure to credit risk.

The maximum credit risk exposure typically is the gross carrying amount of the financial
asset, net of any amounts offset in accordance with NZ IAS 32 Financial Instruments:
Presentation and any impairment losses recognised in accordance with NZ |AS 39.

The disclosures in respect of credit risk apply to each ‘class’ of financial asset, which is not
defined in NZ IFRS 7. Classes are distinct from the categories of financial instruments
specified in NZ IAS 39. In determining classes of financial instruments, an entity at a
minimum distinguishes instruments measured at amortised cost from those measured at
fair value, and treats as a separate class or classes those financial instruments outside the
scope of NZ IFRS 7.

The NZ IFRS 7 implementation guidance provides additional guidance on the disclosures
without specifying a minimum standard disclosure.




Reference

NZ IFRS 7.36(a)
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34.

Notes to the financial statements

Financial instruments (continued)
Credit risk’

Credit risk is the risk of financial loss to the Group if a customer or counterparty to a financial
instrument fails to meet its contractual obligations, and arises principally from the Group's
receivables from customers and investment securities.

Exposure to credit risk
The carrying amount of financial assets represents the maximum credit exposure. The maximum
exposure to credit risk at the reporting date was as follows.”

Group C