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Group E
o
Performing Non Performing Total o
Related Party receivable - 31 March 2011 2,629 - 2,629 f
Other receivable - 31 March 2011 94 - 94 g
Trust debtors - 31 March 2011 829 - 829 :
Related Party receivable - 31 March 2010 2,683 - 2,683 <
Other receivable - 31 March 2010 115 - 115 .
Trust debtors - 31 March 2010 829 - 829 2
Parent
Performing Non Performing Total
Related Party receivable - 31 March 2011 2,629 - 2,629
Other receivable - 31 March 2011 61 - i 61
Trust debtors - 31 March 2011 829 - 829
Related Party receivable - 31 March 2010 2,683 - 2,683
Other receivable - 31 March 2010 115 - 115
Trust debtors - 31 March 2010 829 - 829

Performing receivables are those considered by management to be fully receivable.

31. GOING CONCERN

A) Going Concern

Propertyfinance securities limited (PFSL) was placed in receivership on 29 August 2007. The Directors restructured PFSL’s
debenture stock repayment terms by way of an Extraordinary Resolution that allowed PFSL to be removed from receivership
on 18 February 2008 (refer Note 25).

A further moratorium has been agreed by debenture stock holders at a Special Meeting on 29 June 2009 (refer Note 25).

Whilst the primary intention of the PFSL restructure is to wind-down its asset base so it can repay secured debenture stock
liabilities, it is the expectation of the Directors for PFSL to be a going concern for the foreseeable future. As noted in Note
25, the company is currently in compliance with the terms of the moratorium.

The Directors consider some of the Group’s assets (such as debt notes held in the securitisation trusts) will be held long-
term to be funded by capital and/or debt and for the Group to trade profitably.

If the Group is not successful in achieving its proposed programme as set out or if stockholders were to appoint a receiver
under the Securities (Moratorium)} Regulations 2009, and is therefore not a going concern, then asset values assigned would
be based on recoverable amounts and may be materially different from those under the going concern assumption.

On 31 May 2010 propertyfinance group limited (PFG) held a special shareholders meeting to delist PFG from NZAX and
liquidate the company. The resolution was passed and effective immediately. PFG is the parent of PFSL and owns 100% of
the PFSL shares. The liquidation of PFG is not expected to affect the wind down of PFSL under the moratorium.

B) Market Events

Clearly the past 36 months has seen a material change in both domestic and international credit markets. These events have
been widely documented and reported upon in the media. Amongst others there have a number of finance company
collapses; the freezing of funds and rating downgrades on securities. It is not known if these market disruptions have passed
or if further changes and/or disruptions will occur; and how these events will impact on the liquidity and recoverability of

assets.
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C) Trust Debtors

The Group has paid, on behalf of the securitisation trusts, various establishment costs and issuance costs. It is also owed by
the trusts various amounts including excess servicer fees, debt note interest and expense reserves. According to the
accounting records of the Group, the total balance receivable from the trust is $7,088,605; comprising trust debtors of
$6,391,637 and accrued interest from the last coupon date to balance date totalling $696,041, which has been included
with debt notes. The Group no longer manages the securitisation trusts and is working with the Trustee to first obtain
access to financial records and secondly to agree on the amount and establish a payment plan. To date the Group has not
been successful in either of these two points. If the Group’s negotiations with the Trustee are unsuccessful then some or all
of the Group’s trust debtor assets may not be recoverable. There has been no further impairment provided against trust
debtors at balance date (2010: $4.82 million, including an offset of trust creditors owed by the Company to the RML 2005-3
Trust).
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D) Value of Mortgage Back Securities

The Directors have assessed the value of the debt notes and have made an impairment based on the stated amounts of the
debt notes as advised by the trustee of the securitisation trusts.

In making this assessment the Directors have been conscious of the long term nature of the mortgage loans within each
trust that provide the backing to the debt notes; whilst the debt notes held by the Group may be charged off against due to
cash flow shortfalls, in the short term it does not necessarily hold true that the charge-off will be a permanent impairment.
The Directors consider there to be favourable trends within each trust that will support these carrying values including but
not limited to improvement in the net interest margins on the residential backed mortgages, a reduction in the servicing and
management cost as the mortgage pools reduce in size, a lengthening of the expected average life due to market constraints
an the availability of credit and the seasoning of the loan poals.

The Directors are unable to make knowledgeable judgements on the asset quality of the trusts as they are no longer
involved on a day to day basis and have limited access to trust records. Information has been requested so that an
assessment can be made however this information is yet to be received by the Group. The Directors do however anticipate
losses in both the residential and commercial trusts due to fundamental changes in the New Zealand property market.

For this reason the losses incurred in the trusts to the date of this report have been recognised where such losses have
resulted in charge-offs against the debt notes held by PFSL.

Should in the future any of the underlying loan assets of the respective trusts be significantly impaired then it will have
further flow on consequences to the Group through either the ultimate recovery of the debt note investment together
and/or the level of excess service fees and other charges the Group would expect to earn from the trusts.

From the date of establishment of the securitisation trusts, to the date of this report, the following charge-offs had been
made by the Trustee of the securitisation trusts:
® Propertyfinance RM 2005-1 Trust had charged-off $405,554, comprising a small portion of the Class D notes and a
quarterly expense-based charge off of the Class E notes.
" Propertyfinance CM 2005-2 Trust had charged-off $5,793,309, comprising a significant portion of the Class G notes
and a quarterly expense-based charge off of the Class E notes.
= Propertyfinance RML 2005-3 Trust had charged-off $12,046,472 comprising a sixth of the class E note and all of the
Class F note and G expense note,
u No charge-offs had been made against debt notes in the LS 2005-4 Trust.

The Company has considered an appropriate methodology for assessing the level of impairment of the debt notes.
5 The impairment loss that would be recognised on the debt notes is the amount by which carrying amount exceeds
recoverable amount.
L The asset's recoverable amount is the higher of fair value less costs to realise, or value in use.
" Given the current market and the fact that no debt notes of the type held by the Trust have been traded, it has
been assumed that fair value less costs to realise will be lower than value in use.
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x Given the absence of reliable loss and default information available from the Trustee of the securitisation trusts,
the Company has been unable to undertake a detailed review of the underlying loans in the trusts, which the
Company considers would be necessary to make a loan default-based assessment of value in use.

" The Company has therefore taken a pragmatic approach to assessing the impairment by impairing the debt notes
to the extent of known charge-offs up to the date of this report.

. The total impairment provisioned against the debt notes is $3,750,486 for the year ended 31 March 2011 {2010:
$4,318,753). This amount brings the total impairment provision against the debt notes to $18,245,335, which is
the amount that has been charged off against debt notes, as advised by the Securitisation Trustee as at 30 June
2011.

E) Fair value determination of Debenture Stock

The circumstances and assumptions surrounding the assessment of fair value of the company’s debenture stock are outlined
in Note 25. While the fair value has been based upon management’s best assessment of expected cash flows, there is an
element of uncertainty over the recoveries of assets, particularly MBS, as outlined above. These uncertainties may
significantly impact expected cash flows and hence the fair value of debenture stock.

32. SUBSEQUENT EVENTS

Debenture Repayment

On 11 May 2011, a further 2 cents per dollar of debenture capital was repaid.
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Chartered Accountants
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Independent Auditor's Report
To the Shareholders of Propertyfinance Securities Limited
Report on the Financial Statements

We have audited the financial statements of Propertyfinance Securities Limited and its subsidiaries on pages
9 to 55, which comprise the statement of financial position of Propertyfinance Securities Limited and the
group as at 31 March 2011, and the statement of comprehensive income, statement of changes in equity and
statement of cash flows for the year then ended of the company and group, and a summary of significant
accounting policies and other explanatory information.

This report is made solely to the company's shareholders, as a body, in accordance with section 205(1) of the
Companies Act 1993. Our audit has been undertaken so that we might state to the company's shareholders
those matters we are required to state to them in an auditor's report and for no other purpose. To the fullest
extent permitted by law, we do not accept or assume responsibility to anyone other than the company and
the company's shareholders as a body, for our audit work, for this report, or for the opinions we have
formed.

Directors’' Responsibility for the Financial Statements

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

Auditor's Responsibility

Our responsibility is to express an opinion on the financial statements based on our audit. We conducted our
audit in accordance with International Standards on Auditing (New Zealand). Because of the matter
described in the Basis for Disclaimer of Opinion paragraph, however, we were not able to obtain sufficient
appropriate audit evidence to provide a basis for an audit opinion.

Ernst & Young provides taxation services to the company and group. We have no other relationship with, or
interest in, the company or group.

Basis for Disclaimer of Opinion

An audit would ordinarily involve performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected, depend on our judgement, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error.
In making those risk assessments, we have considered the internal control relevant to the entity's preparation
of the financial statements that give a true and fair view of the matters to which they relate in order to design
audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion
on the effectiveness of the entity’s internal control.

As stated in note 31C, D and E of the financial statements, the company has been unable to obtain sufficient
information in relation to the Propertyfinance Securities Limited Securitisation Trusts and consequently has
been unable to fully assess the extent of any potential impairment in the carrying value of the Mortgage
Backed Securities and Trust Debtors. Consequently, we were unable to obtain sufficient appropriate audit
evidence about the carrying amount of the Mortgage Backed Securities, Trust Debtors and Debenture Stock
and were unable to determine whether any adjustments to the carrying amounts were necessary.

Disclaimer of Opinion

Because of the significance of the matter described in the Basis for Disclaimer of Opinion paragraph, we have
not been able to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion.
Accordingly, we do not express an opinion on the financial statements on pages 9 to 55.
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Emphasis of Matter

In forming our opinion, we have considered the adequacy of the disclosures made in the financial statements
regarding the company's compliance with the terms of the moratorium and the Securities (Moratorium)
Regulations 2009. As stated in note 31A, the financial statements have been prepared on the going concern
basis, the validity of which depends upon the company's continued compliance with the moratorium
requirements. The financial statements do not include any adjustments that would result should the
moratorium requirements not be met.

Report on Other Legal and Regulatory Requirements

In respect to the matters described in the Basis for Disclaimer of Opinion alone, we have not obtained all the
information and explanations we have required.

In our opinion, proper accounting records have been kept by the company as far as appears from our
examination of those records.

é/’?l'y‘( A%O‘uxy
Christchurch
12 July 2011





