Appendix 2.

STATEMENT OF ACCOUNTING POLICIES

The Canterbury DHB will adopt the following accounting policies consistently during the year and
apply these policies for the Annual Accounts. In accordance with the Institute of Chartered
Accountants of NZ Financial Reporting Standard 29, the following information is provided in respect of
the Statement of Intent:

(i)

(i)

(iii)

Cautionary Note
The Statement of Intent’s financial information is prospective. Actual results are likely to vary
from the information presented, and the variations may be material.

Nature of Prospective Information
The financial information presented consists of forecasts that have been prepared on the basis of
best estimates and assumptions on future events that the Canterbury DHB expects to take place.

Assumptions
The main assumptions underlying the forecast are noted in Part 5 of the SOI.

New Zealand Equivalents to International Financial Reporting Standards (NZIFRS)

The financial reporting standard about preparing prospective financial statements (FRS-42) says
that the (prospective) forecast statements for an upcoming financial year should be prepared
using the same standards as the statements at the end of that financial year.

The prospective (forecast) financial statements in this SOl have been prepared in accordance
with NZ GAAP. However, from 1 July 2007 a new set of accounting standards will be used in
New Zealand called the New Zealand Equivalents to International Financial Reporting Standards
(NZIFRS). This means that the financial statements at the end of the financial years 2007/08 and
2008/09 will be prepared in accordance with the new NZIFRS but the prospective (forecast)
statements in this document are prepared using the previous standards (NZ GAAP).

The prospective statements for 2007/08 and 2008/09 in this SOl do not comply with FRS-42
because the full impact of the NZIFRS has not yet been determined.

REPORTING ENTITY

The Canterbury DHB is a Crown entity in terms of the Public Finance Act 1989.

The group currently consists of the Canterbury DHB, its subsidiaries Canterbury Laundry Service
Ltd (100% owned) and Brackenridge Estate Ltd (100% owned), and associate entities, NZ Centre
for Reproductive Medicine Ltd (50% owned) and SISSAL (47% owned).

The financial statements of the Canterbury DHB have been prepared in accordance with the
requirements of the NZ Public Health and Disability Act 2000 and the Public Finance Act 1989.

In addition, funds administered on behalf of patients have been reported as a note to the financial
statements.

MEASUREMENT BASE

The financial statements have been prepared on a historical cost basis, modified by the revaluation
of certain fixed assets.

ACCOUNTING POLICIES

The following particular accounting policies, which materially affect the measurement of results and
financial position, have been applied:
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Revenue from Contracts for Services

Revenue from MoH to the Funder arm of the CDHB is recognised as revenue in the financial year.
Revenue from contracts for services where funding is still the responsibility of MoH, is recognised
based upon the percentage of completion of the contract performance targets.

i) Specific Purpose Grants and Specific Service Sales
Specific purpose grants and specific service sales are recognised as revenue when the primary
conditions attached to those grants or services have been complied with.

iii)  Fixed Assets

Fixed Assets Vested from the Hospital and Health Service

Under section 95(3) of the NZ Public Health and Disability Act 2000, the assets and liabilities of
Canterbury Health Ltd were vested in the CDHB on 1 January 2001. Accordingly, assets were
transferred to the Canterbury DHB at their net book values as recorded in the books of CHL. In
effecting this transfer, the Canterbury DHB has recognised the cost/valuation and accumulated
depreciation amounts from the records of Canterbury Health Ltd. The vested assets will continue
to be depreciated over their remaining useful lives.

Fixed Assets acquired since the establishment of the Canterbury DHB

Assets acquired by the Canterbury DHB since its establishment are recorded at cost except for
land, buildings and fitout plant and equipment that are revalued every five years. This includes all
appropriate costs of acquisition and installation, including materials, labour, direct overheads,
financing and transport costs.

Revaluation of land, buildings and fitout plant and equipment

Land, buildings and fitout plant and equipment are revalued every five years. The fair value of land,
buildings and fitout plant and equipment is determined by an independent registered valuer by
reference to the highest and best use of these assets or, if sufficient market based evidence is not
available, by reference to their depreciated replacement cost. Additions between revaluations are
recorded at cost. The results of revaluing land, buildings and fitout plant and equipment are
credited or debited to assets revaluation reserve for that class of asset. Where a revaluation results
in a debit balance in the asset revaluation reserve, the debit balance will be expensed in the
statement of financial performance.

iv)  Depreciation

Depreciation is charged on a straight-line basis so as to write off the cost or valuation of fixed
assets above $2,000 to their estimated residual value over their expected economic life. Assets
below $2,000 are written off in the month of purchase. The estimated economic lives of major
classes of assets are as follows:

Years
Freehold Buildings 20 - 50
Leasehold Building & Fitout 3-20
Fitout Plant and Equipment 5-50
Plant and Equipment (incl pool) 5-12
Office Equipment 8-10
Furniture and Fittings 10
Computer Equipment and Software 2-5
Motor Vehicles 5

Work in progress is not depreciated. The total cost of a project is transferred to buildings and/or
equipment on its completion and then depreciated.

V) Goods and Services Tax

The financial statements have been prepared exclusive of goods and services tax (GST) with the
exception of receivables and payables that are stated with GST included. Where GST is
irrecoverable as an input tax, it is recognised as part of the related asset or expense.

vi)  Donated Assets
Donated assets are recorded at the best estimate of net current value. Donated assets are
depreciated over their expected lives in accordance with rates established for other fixed assets.

vii)  Stocks
Stocks are valued at the lower of cost or net realisable value. Cost is principally determined on a
weighted average cost basis. Full provision has been made for all defective and obsolete stocks.
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viii) Accounts Receivable
Accounts Receivable is stated at the estimated realisable value after providing against debts where
collection is doubtful.

iX) Investments

The investment in the Associate Companies is stated at the fair value of the net tangible assets at
acquisition plus the movement in the share of post acquisition reserves on an equity accounted
basis. Other investments are stated at the lower of cost and net realisable value. Dividend and
interest income is accounted for on an accrual basis.

X) Taxation

The Canterbury DHB is a public authority under the NZ Public Health and Disability Act 2000 and is
exempt from income tax under Section CB3 of the Income Tax Act 1994. The Canterbury DHB's
subsidiaries are however, subject to income tax, with the exception of Brackenridge Estate Ltd.

Income tax expense is charged in the group statement of financial performance in respect of the
subsidiaries current year's earnings after allowance for permanent differences. Deferred taxation is
determined on a comprehensive basis using the liability method. Deferred tax assets attributable to
timing differences or tax bases are only recognised where there is virtual certainty of realisation.

xi)  Research and Development

Research and Development costs are expensed as incurred except in the case of development
expenditure where future benefits are expected to exceed those costs. Where development
expenditure is deferred, the expenditure is amortised over the period of expected benefits.

xii)  Foreign Currencies

Foreign currency transactions are recorded at the exchange rates in effect at the date of the
transaction. Where forward currency contracts have been taken out to cover forward currency
commitments, the transaction is translated at the rate contained in the contract.

Monetary assets and liabilities arising from trading transactions or overseas borrowings are valued
at closing rates. Gains and losses due to currency fluctuations on these items are included in the
Statement of Financial Performance.

xiii) Leased Assets
Leases under which the Canterbury DHB assumes substantially all the risks and rewards incidental
to ownership are classified as Finance Leases and capitalised.

The asset and corresponding liability are recorded at inception of the lease at the fair value of the
leased assets, or if lower, at the discounted present value of the minimum lease payments
including residual values.

Capitalised leased assets are depreciated over their expected lives in accordance with rates
established for other similar assets.

Finance charges are apportioned over the terms of the respective leases using the actuarial
method.

Operating lease payments are charged as expenses in the period in which they are incurred.

xiv) Finance Costs

Where interest rate swap contracts have been taken out to hedge specific borrowing, the rates
contained in the swap contracts have been used to calculate interest payable. For general hedges,
accrued swap payments and receipts due at balance date are recognised as finance costs.

xv) Provision for Staff Entitlements
Provision is made in respect of the Canterbury DHB’s liability for annual leave, long service leave,
retirement gratuities, parental leave and conference leave. Gratuities and long service leave have
been calculated on an actuarial basis at current rates of pay whilst the other provisions have been
estimated based on an entitlement basis.

xvi) Statement of Cash Flows

Cash means cash balances on hand, held in bank accounts, demand deposits and other highly
liquid investments in which the group/company invests as part of its day-to-day cash management.
Operating activities include cash received from all income sources of the Canterbury DHB and
record the cash payment made for the supply of goods and services.
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Investing activities are those activities relating to the acquisition and disposal of current and non-
current securities and advances (other than securities and advances included within cash) and any
other non-current assets.

Financing activities are those activities relating to changes in equity and debt capital structure of the
entity and those activities relating to the cost of servicing the entity's equity capital.

xvii) Donations and Bequests

Donations and bequests received with restrictive conditions are treated as income when received.
Until the conditions attached have been fulfilled, the assets received are treated as restricted
assets.

xviii) Financial Instruments

The Canterbury DHB is party to financial instrument arrangements as part of its everyday
operations, including both instruments which have been recognised in the Statement of Financial
Position and those off-Balance Sheet. Off-Balance Sheet financial instruments include foreign
currency forward exchange contracts and interest rate swaps.

The following methods and assumptions were used to value each class of financial instruments:

e Accounts Receivable is recorded at expected realisable value.

e Investments are recorded at the lower of cost or market value.

e All other financial instruments, including term loans, cash and bank, and accounts payable are
recognised at their fair value.

While off-Balance Sheet financial instruments are subject to risk that market rates may change
subsequent to the purchase of the financial instruments, the opposite effects on the items being
hedged would generally offset such changes. For interest rate swaps, the differential to be paid or
received is accrued as interest rates change and is recognised as a component of interest expense
over the life of the swaps.

xix) Basis of Consolidation
The consolidated financial statements include the parent Canterbury DHB and its subsidiaries. The
subsidiaries are accounted for by adding together corresponding assets, liabilities, revenues and
expenses on a line by line basis.

The interest in the associate companies has been reflected in the financial statements on an equity
accounting basis that shows the share of surplus/deficit in the statement of financial performance
and the share of post-acquisition increases/decreases in net assets in the statement of financial
position.

All significant inter-company transactions are eliminated on consolidation.

D Changein Accounting Policies

There have been no changes from the accounting policy changes adopted in the previous
financial period. All policies have been applied on a basis consistent with the previous period.
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