


Responsibilities of the Board and the Auditor

The Board is responsible for preparing the financial statements and statement of service
performance in accordance with generally accepted accounting practice in New Zealand.
The financial statements must fairly reflect the financial position of the Classification Office
as at 30 June 2009 and the results of its operations and cash flows for the year ended on that
date. The statement of service performance must fairly reflect, for each class of outputs, the
Classification Office’s standards of delivery performance achieved and revenue earned and
expenses incurred, as compared with the forecast standards, revenue and expenses adopted
at the start of the financial year. The Board’s responsibilities arise from the Crown Entities
Act 2004 and the Films, Videos and Publications Classifications Act 1993.

We are responsible for expressing an independent opinion on the financial statements and
statement of service performance and reporting that opinion to you. This responsibility
arises from section 15 of the Public Audit Act 2001 and the Crown Entities Act 2004.

Independence

When carrying out the audit we followed the independence requirements of the Auditor-
General, which incorporate the independence requirements of the Institute of Chartered
Accountants of New Zealand.

Other than the audit, we have no relationship with or interests in the Classification Office.

Ajay Sharma

Audit New Zealand

On behalf of the Auditor-General
Wellington, New Zealand

Matters Relating to the Electronic Presentation of the Audited Financial Statements and Statement of
Service Performance

This audit report relates to the financial statements and statement of service performance of the Office of Film
and Literature Classification (Classification Office) for the year ended 30 June 2009 included on the Classification
Office’s website. The Classification Office’s Board is responsible for the maintenance and integrity of the
Classification Office’s website. We have not been engaged to report on the integrity of the Classification Office’s
website. We accept no responsibility for any changes that may have occurred to the financial statements and
statement of service performance since they were initially presented on the website.

The audit report refers only to the financial statements and statement of service performance named above. It
does not provide an opinion on any other information which may have been hyperlinked to or from the financial
statements and statement of service petrformance. If readers of this report are concerned with the inherent risks
arising from electronic data communication they should refer to the published hard copy of the audited financial
statements and statement of service performance as well as the related audit report dated 30 October 2009 to
confirm the information included in the audited financial statements and statement of service performance
presented on this website.

Legislation in New Zealand governing the preparation and dissemination of financial information may differ from
legislation in other jurisdictions.
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STATEMENT OF OBJECTIVES AND SERVICE PERFORMANCE
For the Year Ended 30 June 2009

Classification Services
(Report against Statement of Intent 2008-2011)

Objectives
Publications are appropriately classified to prevent injury to the public good.
The public has confidence in the classification system.

Activities
1. Production of Classification Decisions.
2. Maintain the Register of Classification Decisions.
3. Production of List of Decisions.

Resources Employed
Projected Actual
30 June 2009 30 June 2009
$ $
Revenue Crown Revenue 1,258,221 1,258,221
Third Party Revenue 1,536,882 1,284,089
Other (including Interest) 152,400 115,487
Total Revenue 2,947,503 2,657,797
Expenditure Total Expenditure 2,961,264 2,955,457
Net Surplus/(Deficit) (13,761) (297,660)
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Activity 1 - Classification Services - Production of Classification Decisions
(Statement of Intent 2008-2011, Performance Criteria 1.1-1.3)

Service Performance

Notes Minimum Maximum

Quantity 1 Estimate  Estimate Actual
Publications Received 2,464 3,141 2,601
1.1 Publications Examined 2,464 3,141 2,535 Achieved
1.1 Publications Classified 2,464 3,141 2,535 Achieved
Additional Quantity Information -
Exemptions/Waivers/Consents etc. 2 Actual
Alternative Methods of Affixing Labels 3
Broadcast Consents 14
Certificate of Existing Decisions 3
Consultations Held (s21) 1
Quality Projected Actual
1.2 Classification decisions to set standard 3 95% 99% Achieved
1.3 Number of classification decisions of Nil Nil Achieved

the Office over-turned on judicial

review

Note 1: Quantity
The actuals and the estimates vary because estimates are based on historic submissions patterns, and the Crown

and the Labelling Body have automatic rights of submission.

Note 2: Additional Quantity Information
Estimates are not provided for some activities including decisions to grant or decline leave, waivers and
broadcast consents when such an estimate may illegally fetter the discretionary decision-making authority of

the Chief Censor.

Note 3: Quality of Classification Decisions

The quality measure target of 95% requires that classification decisions and directions are consistent with the
standards set down in the Classification Office Practice Manual. The size of the sample consists of at least 15%
of the total number of publications classified, with this figure comprising at least 15% from each submission
channel employed for the period in question. The target was exceeded with a 99% result for this financial

year.
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(Statement of Intent 2008-2011, Performance Criteria 1.4-1.12)

Timeliness (July 08 - December 08)

Target Actual Achieved
No. of Pubs
Notes Days % No. %
Queue Time
1.4 s12 & s42 20 90% 1,054 804 76% Not Achieved
1.9 s13 25 70% 99 29 29% Not Achieved
Processing Time
1.5 Standard s12 & s42 10 90% 1,101 1,052 96% Achieved
1.7 6 Complex s12 & s42 15 70% 12 9 75% Achieved
1.1 5 s13 30 70% 99 97 98% Achieved
Total
Processing Time
1.6 Standard s12 & s42 30 90% 1,099 1,014  92% Achieved
1.8 Complex s12 & s42 35 70% 12 10 84% Achieved
1.11 5 s13 55 70% 99 50 51% Not Achieved
1.12 6 s29 100% Achieved

Note 4: Timeliness Measures
Timeliness measures are set in the Statement of Intent 2008-2011. Two timeliness tables are presented. One
table provides the first six months of timeliness results under the old CLOSET database and the second sets

out results from the new CDA.

Note 5: Targets Not Achieved

¢ Queue time for s12 publications was not achieved due to uneven submission activity with large volumes
submitted over short periods.

* Queue time for s13 was not achieved due to the large volume of publications submitted by the Police.

Publications submitted by the Courts took priority over all other Crown work further delaying queue times.

Note 6: 529 Performance
s29 submissions do not have a compliance measure. One hundred percent of s29 submissions are classified

within the time mutually agreed between the Court and the Classification Office.
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(Statement of Intent 2008-2011, Performance Criteria 1.4-1.12)

Timeliness (January 09 - June 09)

Target Actual Achieved
No. of Pubs
Notes Days % No. %
Queue Time
1.4 5 s12 & s42 20 90% 1,119 726 65% Not Achieved
1.9 5 13 25 70% 95 16 17% Not Achieved
Processing Time
1.5 Standard s12 & s42 10 90% 1,071 1,039 97% Achieved
1.7 Complex s12 & s42 15 70% 6 5 83% Achieved
1.1 s13 30 70% 75 74 99% Achieved
Total
Processing Time
1.6 Standard s12 & s42 30 90% 1,071 971 91% Achieved
1.8 Complex s12 & s42 35 70% 6 6 100% Achieved
1.11 5 sl3 55 70% 75 23 31% Not Achieved
1.12 6 s29 100% Achieved

Note 7: Definitions

¢ The distinction between ‘standard’ and ‘complex’ publications is based on the requirement to consider excisions.
Complex publications are those publications for which excisions have been recommended.

* DPerformance on Queue Timeliness is calculated on publications examined during the reporting period.

¢ DPerformance on Processing Timeliness and Total Processing Timeliness are calculated on publications registered
during the reporting period.

* Publications which achieve the Total Processing Timeliness target may have failed on either Queue or Processing
timeliness.

* 512 and s42 publications requiring assistance under s21 of the Act are excluded from the timeliness measures.

* A large representative sample of publications is used to determine these measures.
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CLASSIFICATION ANALYSIS

Performance by Section of the Act against Estimates

Minimum Maximum

Section 12 - Labelling Body Estimate  Estimate  Actual
Publications Received 2,220 2,718 2,165
Publications Examined 2,220 2,718 2,165
Publications Classified 2,220 2,718 2,189

Variance Between Actual and Estimates
Received (2%) (20%)

Examined (2%) (20%)
Classified (1%) (19%)

Regulation 27 - Film Poster Approvals

Publications Received 6 12 12

Publications Examined 6 12 13

Publications Classified 6 12 13
Variance Between Actual and Estimates

Received 100% 0%

Examined 117% 8%

Classified 117% 8%

Section 13(1)(a) - Comptroller of Customs

Publications Received 66 123 40

Publications Examined 66 123 36

Publications Classified 66 123 36
Variance Between Actual and Estimates

Received (39%) (67%)

Examined (45%) (71%)

Classified (45%) (71%)

Section 13(1)(ab) - New Zealand Police

Publications Received 54 84 167

Publications Examined 54 84 129

Publications Classified 54 84 109
Variance Between Actual and Estimates

Received 209% 99%

Examined 139% 54%

Classified 102% 30%
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Minimum Maximum

Section 13(1)(b) - Secretary for Internal Affairs Estimate  Estimate  Actual
Publications Received 26 66 13
Publications Examined 26 66 20
Publications Classified 26 66 20

Variance Between Actual and Estimates
Received (34%) (73%)

Examined (56%) (82%)
Classified (47%) (78%)

Section 13(1)(c) - Chief Censor Grants Leave (Commercial & Public)

Publications Received 2 6 28

Publications Examined 2 6 10

Publications Classified 2 6 10
Variance Between Actual and Estimates

Received 1300% 367%

Examined 400% 67%

Classified 400% 67%

Section 13(3) - Chief Censor’s Own Motion

Publications Received 0 0 2

Publications Examined 0 0
Publications Classified 0 0 0
Variance Between Actual and Estimates
Received - -

Examined = =

Classified - B

Section 29(1) - Courts

Publications Received 90 132 174

Publications Examined 90 132 161

Publications Classified 90 132 158
Variance Between Actual and Estimates

Received 93% 32%

Examined 79% 22%

Classified 76% 20%
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Minimum Maximum

Section 41(3) - Courts Estimate  Estimate  Actual
Publications Received 0 0 0
Publications Examined 0 0 0
Publications Classified 0 0 0

Variance Between Actual and Estimates
Received - -

Examined - -
Classified - -

Sections 42(1),(2) & (3) Reconsiderations

Publications Received 0 0

Publications Examined
Publications Classified 0 0 0

Variance Between Actual and Estimates

Received - -
Examined - -
Classified - -
SUMMARY
Publications Received For the Year 2,464 3,141 2,601
Publications Examined 2,464 3,141 2,535
Publications Classified 2,464 3,141 2,535
Variance Between Actual and Estimates
Received 6% (17%)
Examined 3% (19%)
Classified 3% (19%)
Note 1:

The figures in the estimated range have been rounded to the nearest whole number.

Note 2:
Publications Received may be Examined and/or Classified in the next year.

Publications Examined and/or Classified may have been Received in the previous year.
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Activity 2 - Classification Services - Maintain the Register of Classification Decisions
(Statement of Intent 2008-2011, Performance Criteria 2.1 - 2.2)

Service Performance

Notes Minimum Maximum
Quantity 1 Estimate  Estimate Actual

Classification and Film Poster 2,464 3,141 2,535 Achieved
Decisions Registered

Quality Target Actual
Percentage of Classification Decisions 2,3 100% | 99.88%  Not Achieved

made in each month which are

registered in the same month

Note 1:
The actuals and the estimates vary because the Crown and the Labelling Body have automatic rights of

submission. Estimates are based on historic submission patterns.

Note 2: Register of Classification Decisions
Under s39 of the Act, the Chief Censor is required to set up and maintain a Register of Classification Decisions.
The Register must contain:
e the classification given to a publication by the Classification Office; and
* where that publication is examined by the Film and Literature Board of Review, the classification
given to the publication by the Board; and

e such other particulars as may be prescribed.
Note 3: Quality of Registrations

100% of decisions classified in each month are required to be registered within that month. During the

2008/09 year two publications were registered in the month following the month in which they were classified.
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Activity 3 - Classification Services - Production of List of Decisions
(Statement of Intent 2008-2011, Performance Criteria 3.1 - 3.5)

Service Performance

Quantity Notes Target Actual
3.1 List of Decisions published 1 12 12 Achieved
Quality 2 Target Actual
3.2 Percentage of Corrigenda which are issued on all <2.5% | 0.17% Achieved

entries into the List of Decisions

3.3 Dercentage of entries in the List of Decisions which 100% | 100% Achieved

are in alphabetical order

3.4 Dercentage of Classification Decisions of the Office F 100% | 99.88% Not Achieved
and of the Film & Literature Board of Review
which are entered into the List of Decisions for the
month in which they are classified

Timeliness Target Actual

3.5 List of Decisions published by the 10th working 4 100% [ 100% Achieved

day of the month

Note 1: List of Decisions
Under 540 of the Act, the Classification Office is required to produce a monthly list of classification decisions,
which includes approvals of associated advertising material.

Note 2: Quality standard for List of Decisions

The List of Decisions consists of all publications that, during the month immediately preceeding the month
in which the list is produced, have been classified by the Classification Office or the Film and Literature Board
of Review (when directed by the Board under s55(1)(e)(ii) of the Act).

Each List of Decisions produced in accordance with s40(1) of the Act shall:

* be in alphabetical order; and

* contain particulars of the publications listed as prescribed.

Corrigenda are to be issued on fewer than 2.5% of all entries in the List of Decisions. This quality measure is

calculated using the number of decisions registered, which excludes associated advertising material.

Note 3: Quality Measures

Two processing errors, one breach of timeliness and the other a production error, meant that these two
publications were not included in the List of Decisions in the month they were classified. Failure to process these

documents within the agreed timeframe saw the required compliance rate of 100% reduced to 99.88%.

Note 4: Timeliness

The List of Decisions is required to be:

* published by the 10th working day of the month following the month in which the decisions
have been made; and

* is required to be open to inspection by the public during ordinary office hours.
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STATEMENT OF OBJECTIVES AND SERVICE PERFORMANCE

For the Year Ended 30 June 2009

Information Services
(Report against Statement of Intent 2008-2011)

Objectives

Publications are appropriately classified to prevent injury to the public good.
The public has confidence in the classification system.

The public is well educated and informed about the classification system.

Activities

4. Dissemination of Information.
5. Complaints and Inquiries.
6. Research Activities.

Resources Employed

Projected Actual

30 June 2009 30 June 2009

$ $

Revenue Crown Revenue 701,779 701,779
Third Party Revenue 0 0

Other (including Interest) 0 0

Total Revenue 701,779 701,779

Expenditure Total Expenditure 701,779 741,081
Net Surplus/(Deficit) 0 (39,302)
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Activity 4 - Dissemination of Information
(Statement of Intent 2008-2011, Performance Criteria 4.1 - 4.2)

Service Performance

Quantity and Quality Notes Targets Actual
4.1.1 Estimated number of visits to the 1 350-450 | 130* Not Achieved
Classification Office website (average per day)

4.1.2 Significant errors identified on the website are

corrected within 1 working day 90% | 100% Achieved
4.2.1 Estimated number of presentations given by 24-48 54 Achieved
members of the Office
4.2.2 Percentage of client satisfaction surveys which 80% | 100% Achieved

assess the presentations as ‘very good’ or better

Note 1: Visits to Classification website

Since setting the target range, the Classification Office changed the method used to track visits to the website.
The new Google Analytics web monitoring system was implemented on 1 September 2008 replacing the
former log reader. Log readers had been found to be undiscriminating about what they counted as hits or

visits to sites.

Growing www.censorship.govt.nz
* During the year, additions to the website included new pages on Internet Classification,
Electronic Games, FAQs From Students, and Information for Parents.

*The new public classification decisions database (CDAX), accessed from the home page
of our site, went live in late January and a Help Page was added to assist users with the
features of this database.

*The website performed well in a State Services Commission accessibility audit, and
recommendations for improving accessibility were adopted.

Website stability

A report in May from a member of the public that the site search engine was not working
resulted in resolution of the problem within 48 hours. A simple fix was required. Otherwise,
no significant errors or outages were reported.

Speaking Engagements

The Chief Censor and other staff made presentations to 54 groups during the year — to a total
of between 4,000-5,000 attendees. The groups presented to included high school students,
tertiary students, the New Zealand Police, New Zealand Customs Service, librarians, and
Lions, Rotary and Probus groups. Topics covered included the classification process and the

58 Office of Film and Literature Classification



role of the Office, New Zealand’s censorship legislation, film censorship and media violence.
Feedback on presentations was positive, with 100% of returned client satisfaction surveys
assessing the presentations as “Very Good’ or better.

Censor for a Day

Two Censor for a Day events were held. The first took place in Tauranga, Rotorua, Hamilton
and Wellington where the film American Teen was evaluated against the Classification Act
criteria by 295 students from 16 schools. The second event in Term 1 of 2009 was held at 5
locations in Wellington and Auckland where the film Defrance was studied by 596 students
from 29 schools. Feedback from students and teachers illustrates the value of a programme
which supports and informs the media studies of high school students and also allows the
Classification Ofhice to hear the views of the young New Zealanders.

Comments from teachers included:

A fantastic experience for students and teachers alike. Excellent insight into the censorship process.
Extremely valuable to Media Studies.
- Glendowie College, Auckland

Engaging day — students enjoyed putting into practise theory. Interesting to watch them think
critically about issues they usually tolerate in their own environment.
- Otumoetai College, Tauranga

[My students] were impressed by the questions and looked at films differently, not just as
entertainment, but critically analysing their worth.

- Te Kura Kaupapa Maori O Mangere, Auckland

Media Interviews
The Chief Censor gave 54 media interviews on various aspects of the censorship system
during the year.

Issues of interest to the media included:

e the banning of the Cradle of Filth t-shirt

e the Classification Office’s 2008 Annual Report

e the joint OFLC and BSA research report Viewing Violence
* the Chief Censor’s press release “Where are the G movies?”
* violence in video games.
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Activity 5 - Complaints and Inquiries
(Statement of Intent 2008-2011, Performance Criteria 5.1 - 5.5)

Service Performance

Quantity and Timeliness Notes Targets Actual
5.1 Estimated number of Inquiries received 1 1,000 - 1,500 956 Not Achieved
5.2 Estimated number of Complaints received 40 - 80 60 Achieved
5.3 Estimated number of Classification Information 2 200 - 300 136 Not Achieved
requests received
5.4 Number of reports to the Minister regarding the 4 4 Achieved
quality of information provided by the Office
Reports will incorporate analysis of trends in 100% Achieved
Complaints and Endorsements received by the
Office
5.5 Percentage of written responses to Inquiries, 95% 100% Achieved

Complaints, Endorsements and Classification

Requests made within 20 working days of receipt

Note 1: Inquiries

‘This is a demand driven activity.

Note 2: Classification Information requests

While the number of inquiries is below the expected range the inquiries related to 348 titles.

The Classification Office received 1,270 Inquiries, Classification inquiries, Comments,
Complaints and Endorsements during the year — an average of 5 per working day. The
groups most frequently in contact with the Classification Office were, in descending order:

» members of the public

* film and games industry members

* libraries

* high school students and teachers

* media

e the Film and Video Labelling Body

e tertiary students and educational institutions
* the Inspectors of Publications at the Department of Internal Affairs
* NZ Police

* film-makers

* television broadcasters

* government organisations

e NZ Customs.
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Activity 6 - Research Activities
(Statement of Intent 2008-2011, Performance Criteria 6.1 - 6.3)

Service Performance

Quantity and Timeliness Targets Actual
6.1 Quantity
Number of Research Projects 1 2 Achieved

6.2 Timeliness
Supplier engaged to provide research serviced By 30 March 2009 Achieved

6.3 Draft report on research supplied By 30 June 2009 Achieved

1. Literature Review

The purpose of the research

The Classification Office commissioned Victoria University researchers to conduct a review
of the literature on audio-visual representations of sexual violence. The report was peer-
reviewed by Nicola Gavey, Associate Professor at the Department of Psychology at Auckland
University.

The research objectives were:

* to be updated on the recent literature about issues of sexual violence in audio-visual
representations

* identification of important literature relevant to New Zealand’s censorship regime

* a critical assessment of the methodological approaches and conclusions of the literature
reviewed.

Indications for future research

The researchers concluded that more research is needed about people who participate in online
sexually violent fantasy activity. The internet blurs the distinction between representation and
performance, raising new questions about media effects and requiring innovative research
methods. Any future research should investigate aspects of sexually violent representations
available on new media such as mobile phones and digital games.

Anotherarea where research is lacking is representations of sexual violence against homosexual
men. Finally, future research should investigate whether sexual violence is prevalent in texts
introduced into New Zealand by diasporic groups and whether there is a large New Zealand
audience for non-Western sexually violent material, such as some Japanese manga.
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2. Focus Group Research

The purpose of the research

Focus groups were conducted in May 2009 with the assistance of research agency UMR
Research who recruited members of the public aged 18 and over to participate. One group
comprised 12 people who played action video games, and another group was made up of
12 non-game players. Both groups contained a mix of ages, males and females, and parents
and non-parents. The purpose of the research was to help the Classification Office better
understand adult audience reception to a violent video game.

The video game chosen was X-Men Origins: Wolverine, classified ‘R18 contains violence’ by
the Classification Office in June 2009.

Indications for future research

While the law clearly sets out the criteria for classifying a publication such as a video game,
it is important for the Classification Office to ensure that its classification decisions are in
keeping with the standards and expectations of New Zealand society.

Particular concerns arising from participants’ discussions included risks of desensitisation
and increased aggression from viewing violence in video games, as well as potential injuries
from mimicry of violent behaviours. While participants felt that violent video games were
likely to have a negative impact on some people, most agreed that if the game was restricted
to older people the likelihood of injury to the public good would be reduced. They suggested
that younger people lacked the life experience and skills to fully understand and contextualise
what they saw in games, whereas the older one got the more those skills developed.

The study demonstrated that people who play games, and to a lesser extent people who
don’t, are concerned that the public good can be injured by exposing young people to video
games. It confirmed a perception that injury arises not only from a game’s violent content,
but also from two characteristics inherent in the nature of the medium conveying that
content, namely interactivity and repetition over time. For the Classification Office, the
study affirmed its emphasis on ‘the impact of the medium’ in s3(4) in its application of the
Films, Videos, and Publications Classification Act 1993 to violent video games submitted
for classification.

On the other hand, the study also showed the extent to which participants’ discourse around
video games has been shaped by popular media, which in turn is based on or influenced by
media effects theory. Little mention was made of the many ways young people and adults
interact with games or of the variety of often critical ways they negotiate the messages of
games. Although media effects theory is directly aligned with the Classification Office’s
obligation to consider ‘the impact of the medium’ when classifying games, it is not without
its critics.

The study indicated that future research needs to explore the extent to which the public’s
perception of causal links between game playing and various social ills is moderated or
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even undermined by how players actually respond to and negotiate their way through the
content and characteristics of the medium conveying the content. This could lead to the
Classification Office giving more accurate weight to other criteria in s3(4) of the Act, such
as ‘dominant effect’, ‘merit, ‘purpose’ and ‘other relevant circumstances’, when it classifies
video games.

Library Services
The Classification Office’s library collection was reclassified to the Dewey decimal system.
Other

Public Records Act 2005 Compliance Project

A draft policy was created as a basis for the Classification Office’s programme to institute
recordkeeping practices that comply with the Public Records Act 2005 and the mandatory
standards issued by Archives New Zealand.

Decisions Database Historical Records Project

With the implementation of the new classification decisions database (CDA), the Information
Unit began a project to input the decisions of the Chief Censor of Films into the database.
These decisions span the period 1916 to 1994. It is anticipated that record capture could
take up to five years but the result will be a comprehensive publicly available record of all
classification decisions of the present Office of Film and Literature Classification and its
predecessor agencies, the Indecent Publications Tribunal, Video Recordings Authority, and
Chief Censor of Films.
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STATEMENT OF FINANCIAL PERFORMANCE

For The Year Ended 30 June 2009

Budget Actual Actual
2009 2009 2008
REVENUE Notes $ $ $
Crown Revenue 1 1,960,000 | 1,960,000 | 1,960,000
Labelling Body Revenue 1,534,838 | 1,283,311 | 1,438,394
Other Fee Revenue 2,044 778 156
3,496,882 | 3,244,089 | 3,398,550

OTHER REVENUE
Interest Revenue 150,000 113,928 223,069
Sundry Revenue 2,400 1,248 1,416
Gain on sale of fixed assets 0 311 1,411
152,400 115,487 225,896
TOTAL REVENUE 3,649,282 | 3,359,576 | 3,624,446

LESS EXPENSES

Audit Fee 20,580 22,665 21,585
Audit Fee (IFRS) 0 0 4,500
Depreciation & Amortisation 7,8 318,000 235,242 134,421
Insurance 15,380 22,095 14,760
Lease & Rental Costs 375,042 371,348 381,891
Other Operating Costs 672,945 793,620 633,295
Personnel Expenditure 14 2,261,096 | 2,251,568 | 2,183,792
Loss on Sale of Assets 0 0 3,216
3,663,043 | 3,696,538 | 3,377,460
NET OPERATING SURPLUS (DEFICIT) (13,761) | (336,962) | 246,986

Note: The accompanying accounting policies and notes form an integral part of, and should be
read in conjunction with, these financial statements.
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STATEMENT OF CHANGES IN EQUITY

For The Year Ended 30 June 2009

Budget Actual Actual

2009 2009 2008

$ $ $

TAXPAYERS’ FUNDS AS AT 1 JULY 3,341,902 [ 3,700,562 3,453,576
Net Surplus (13,761) | (336,962) 246,986
Total recognised revenues & expenses for the year (13,761) | (336,962) 246,986
TAXPAYERS’ FUNDS AS AT 30 JUNE 3,328,141 | 3,363,600 | 3,700,562

Note: The accompanying accounting policies and notes form an integral part of, and should be
read in conjunction with, these financial statements.
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STATEMENT OF FINANCIAL POSITION

As at 30 June 2009
Budget Actual Actual
2009 2009 2008

CURRENT ASSETS Noses g g 3
Cash & Cash Equivalents 2 48,412 | 1,751,946 735,183
Debtors & Other Receivables 3 227,331 160,261 270,276
Investments 4 2,024,142 0 1,750,000
Total Current Assets 2,349,885 | 1,912,207 | 2,755,459
CURRENT LIABILITIES
Creditors & Other Payables 5 182,832 173,070 323,242
Employee Entitlements 6 196,706 282,881 235,727
Total Current Liabilities 379,538 455,951 558,969
WORKING CAPITAL 1,970,347 | 1,456,256 2,196,490
NON CURRENT ASSETS
Property, Plant & Equipment 7 987,794 295,972 327,132
Intangible Assets 8 370,000 | 1,611,372 1,176,940
Total Non Current Assets 1,357,794 1,907,344 | 1,504,072
NET ASSETS 3,328,141 | 3,363,600 | 3,700,562
Represented By:
TAXPAYERS’ FUNDS
Taxpayers’ Funds 3,264,550 | 3,300,009 [ 3,636,971
Revaluation Reserve 63,591 63,591 63,591
TOTAL TAXPAYERS’ FUNDS 3,328,141 | 3,363,600 | 3,700,562

Note: The accompanying accounting policies and notes form an integral part of, and should be
read in conjunction with, these financial statements.
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STATEMENT OF CASH FLOWS

For The Year Ended 30 June 2009

Budget Actual Actual

2009 2009 2008

CASH FLOWS FROM OPERATING ACTIVITIES  Notes $ $ $
Cash was provided from:

Crown Revenue 1,960,000 | 1,960,000 | 1,960,000

Receipts from Customers 1,515,411 | 1,325,625| 1,540,932

Interest Received 150,000 152,740 247,574

Net Goods & Services Tax Received 3,709 33,386 0

3,629,120 | 3,471,751 | 3,748,506

Cash was disbursed to:
Net Goods & Services Tax Paid 0 0 57,136
Payments to Suppliers & Employees 3,345,398 | 3,566,785 | 3,491,754

3,345,398 | 3,566,785 | 3,548,890

Net Cash Flows from Operating Activities 16 283,722 (95,034) 199,616

CASH FLOWS FROM INVESTING ACTIVITIES
Cash was provided from:

Sale of Property, Plant and Equipment 0 311 2,918
Sale of Intangibles 0 0 0
Sale of Investments 0| 1,750,000 | 1,200,000

0| 1,750,311 | 1,202,918

Cash was disbursed to:

Purchase of Property, Plant and Equipment 373,500 84,808 120,543
Purchase of Intangibles 0 553,706 844,875
Acquisition of Investments 0 0 0

373,500 638,514 965,418

Net Cash Flows from Investing Activities (373,500) | 1,111,797 237,500
CASH FLOWS FROM FINANCING ACTIVITIES

Net Cash Flows from Financing Activities 0 0 0
Net Increase/(Decrease) in Cash Held (89,778) | 1,016,763 437,116
Add Cash at Beginning of Year 2,162,332 735,183 298,067
Balance at 30 June 2 2,072,554 | 1,751,946 735,183

Note: The accompanying accounting policies and notes form an integral part of, and should be
read in conjunction with, these financial statements.

Annual Report 2008/09 67




STATEMENT OF ACCOUNTING POLICIES
For the Year Ended 30 June 2009
Reporting Entity

The Office of Film and Literature Classification is a Crown Entity formed under the Films,
Videos, and Publications Classification Act 1993. These statements have been prepared in
accordance with the Crown Entities Act 2004.

The Office of Film and Literature Classification’s primary objective is to provide public
services to the NZ public, as opposed to making a financial return.

Accordingly, the Classification Office has designated itself as a public benefit entity for the

purposes of the New Zealand Equivalents to International Financial Reporting Standards.

The financial statements for the Classification Office are for the year ended 30 June 2009
and were approved on 30 October 2009.

Key Judgements and Assumptions

The preparation of financial statements in conformity with NZ IFRS requires judgements,
estimates and assumptions that affect the application of policies and reported amounts of
assets and liabilities, income and expenses. The estimates and associated assumptions are
based on historical experience and various other factors that are believed to be reasonable
under the circumstances. Actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions
to accounting estimates are recognised in the period in which the estimate is revised if the
revision affects only that period, or in the period of the revisions and future periods.

Basis of Preparation

Statement of compliance

The financial statements of the Classification Office have been prepared in accordance
with the requirements of the Crown Entities Act 2004, which includes the requirement
to comply with New Zealand generally accepted accounting practice (“NZ GAAP”). The
financial statements also comply with NZ IFRS.

Measurement base
The financial statements have been prepared on the historical cost basis, except where
modified by the revaluation of certain items of property, plant and equipment.

Functional and presentation currency
The financial statements are presented in New Zealand dollars ($), which is the Classification
Office’s functional currency. All financial information is presented in New Zealand

dollars.
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Standards, amendments and interpretations issued that are not yet effective and have
not been early adopted

Standards, amendments and interpretations issued but not yet effective that have not been
early adopted, and which are relevant to the Classification Office include:

* NZ IAS 1 Presentation of Financial Statements (revised 2007) replaces NZ IAS 1
Presentation of Financial Statements (issued 2004) and is effective for reporting periods
beginning on or after 1 January 2009. The revised standard requires information in
financial statements to be aggregated on the basis of shared characteristics and introduces
a statement of comprehensive income. The statement of comprehensive income will
enable readers to analyse changes in equity resulting from non-owner changes separately
from transactions with the Crown in its capacity as “owner”. The revised standard
gives the Classification Office the option of presenting items of income and expense
and components of other comprehensive income either in a single statement of
comprehensive income with subtotals, or in two separate statements (a separate income
statement followed by a statement of comprehensive income). The Classification Office
intends to adopt this standard for the year ending 30 June 2010, and is yet to decide
whether it will prepare a single statement of comprehensive income or a separate income
statement followed by a statement of comprehensive income.

Significant Accounting Policies

The accounting policies set out below have been applied consistently to all periods presented
in these financial statements.

Revenue
Revenue is measured at the fair value of consideration received or receivable.

Crown revenue

The Classification Ofhice is primarily funded through revenue received from the Crown,
which is restricted in its use for the purpose of the Classification Office meeting its objectives
as specified in the Statement of Intent.

Revenue from the Crown is recognised as revenue when earned and is reported in the
financial period to which it relates.

Interest
Interest income is recognised using the effective interest method. Interest income on an
impaired financial asset is recognised using the original effective interest rate.

Other revenue

Labelling Body income, other fee income and sundry income are recognised when earned
and is reported in the financial period to which it relates.
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Expenses

Operating leases

Leases that do not transfer substantially all the risks and rewards incidental to ownership of
an asset to the Classification Office are classified as operating leases. Lease payments under
an operating lease are recognised as an expense on a straight-line basis over the term of the
lease in the statement of financial performance.

Finance leases
The Classification Office has no finance leases.

Cash and cash equivalents
Cash and cash equivalents comprise cash balances and call deposits, with a maturity of less
than 3 months.

Debtors and other receivables
Debtors and other receivables are initially measured at fair value and subsequently measured
at amortised cost using the effective interest method, less any provision for impairment.

Impairment of a receivable is established when there is objective evidence that the
Classification Office will not be able to collect amounts due according to the original terms
of the receivable. Significant financial difficulties of the debtor, probability that the debtor
will enter into bankruptcy, and default in payments are considered indicators that the debtor
is impaired. The amount of the impairment is the difference between the asset’s carrying
amount and the present value of estimated future cash flows, discounted using the original
effective interest rate. 'The carrying amount of the asset is reduced through the use of an
allowance account, and the amount of the loss is recognised in the statement of financial
performance. When the receivable is uncollectible, it is written off against the allowance
account for receivables.

Property, plant and equipment

Items of property, plant and equipment are shown at cost less any accumulated depreciation
and impairment losses.

Where 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.

Additions

The cost of an item of property, plant and equipment is recognised as an asset only when it
is probable that future economic benefits or service potential associated with the item will
flow to the Classification Office and the cost of the item can be measured reliably.

Where an asset is acquired at no cost, or for a nominal cost, it is recognised at fair value
when control over the asset is obtained.
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Disposals

Gains and losses on disposal are determined by comparing the proceeds with the carrying
amount of the asset. Gains and losses on disposals are included in the statement of financial
performance.

Depreciation

Depreciation is provided on a straight-line basis on all property, plant and equipment at
the rates that will write off the cost of the assets to their estimated residual values over their
useful lives. The useful lives and associated depreciation rates of major classes of assets have
been estimated as follows:

Computer Hardware 3 - 4 years
Fit Out 8 - 9 years
Furniture and Fittings 10 years

Office Equipment 4 - 5 years
Other Equipment 4 - 5 years
Technical Equipment 4 - 5 years
Vehicles 5 - 6 years

The residual value and useful life of an asset is reviewed, and adjusted if applicable, at each
financial year end.

Intangible assets

Software acquisition and development
Acquired computer software licenses are capitalised on the basis of the costs incurred to
acquire and bring in to use the specific software.

Costs that are directly associated with the development of software for internal use by the
Classification Office are recognised as an intangible asset. Direct costs include the software
development, employee costs and an appropriate portion of relevant overheads.

Staff training costs are recognised as an expense when incurred.

Costs associated with maintaining computer software are recognised as an expense when
incurred.

Costs associated with the development and maintenance of the Classification Office’s website
are recognised as an expense when incurred.

Intangible assets are reviewed annually for impairment.

Amortisation

The carrying value of an intangible asset with a finite life is amortised on a straight-line basis
over its useful life. Amortisation begins when the asset is available for use and ceases at the
date that the asset is derecognised. The amortisation charge for each period is recognised in
the statement of financial performance.
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The useful lives and associated amortisation rates of intangible assets have been estimated

as follows:

Software 3 — 4 years
Classification database 7 years
Impairment

Property, plant and equipment that have a finite useful life are reviewed for impairment
whenever events or changes in circumstances indicate that the carrying amount may not be
recoverable. An impairment loss is recognised for the amount by which the asset’s carrying
amount exceeds its recoverable amount. The recoverable amount is the higher of an asset’s
fair value less costs to sell and its value in use.

Value in use is the depreciated replacement cost of an asset where the future economic
benefits or service potential of the asset are not primarily dependent on the asset’s ability to
generate net cash inflows and where the Classification Office would, if deprived of the asset,
replace its remaining future economic benefits or service potential.

If an asset’s carrying amount exceeds its recoverable amount, the asset is impaired and
the carrying amount is written down to the recoverable amount. For revalued assets the
impairment loss is recognised against the revaluation reserve for that class of asset. Where
that results in a debit balance in revaluation reserve, the balance is recognised in the statement
of financial performance.

For assets not carried at a revalued amount the reversal of an impairment loss is recognised
in the statement of financial performance.

Creditors and other payables

Creditors and other payables are initially measured at fair value and subsequently measured
at amortised cost using the effective interest method.

Employee benefits

Entitlements to salary and wages and annual leave are recognised when they accrue to
employees. This includes the estimated liability for salaries and wages and annual leave as a
result of services rendered by employees up to the balance date at current rates of pay.

Entitlements to sick leave are calculated based on an actuarial approach to assess the level
of leave that is expected to be taken over and above the annual entitlement, and calculated
using current pay rates at the time of creation.
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Superannuation Schemes

Defined contribution schemes

Obligations for contributions to Kiwisaver are accounted for as defined contribution
superannuation scheme and is recognised as an expense in the statement of comprehensive
income as incurred.

Provisions

The Classification Office recognises a provision for future expenditure of uncertain amount
or timing when there is a present obligation (either legal or constructive) as a result of a past
event, it is probable that expenditures will be required to settle the obligation and a reliable
estimate can be made of the amount of the obligation.

Provisions are measured at the present value of the expenditures expected to be required to
settle the obligation using a pre-tax discount rate that reflects current market assessments of
the time value of money and the risks specific to the obligation.

Goods and services tax

All items in the financial statements are presented exclusive of GST, except for receivables
and payables, which are presented on a GST inclusive basis. Where GST is not recoverable

as input tax then it is recognised as part of the related asset or expense.

The net amount of GST recoverable from, or payable to, the Inland Revenue Department
(IRD) is included as part of receivables or payables in the statement of financial position.

The net GST paid to, or received from the IRD, including the GST relating to investing and

financing activities, is classified as an operating cash flow in the statement of cash flows.
Commitments and contingencies are disclosed exclusive of GST.
Income tax

The Classification Office is exempt from the payment of income tax in terms of the First
Schedule to the Films, Videos, and Publications Classification Act 1993.

Budget figures
The budget figures are derived from the Statement of Intent as approved by the Board at
the beginning of the financial year. The budget figures have been prepared in accordance

with NZ IFRS, using accounting policies that are consistent with those adopted by the
Classification Office for the preparation of the financial statements.
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Cost of service statements

The Resources Employed statements, as reported in the Statement of Objectives and Service
Performance, report the net cost of services for the outputs of the Classification Office and
are represented by the costs of providing the output less all the revenue that can be allocated
to these activities.

Cost Allocation: The Classification Office has derived the net cost of service for each
significant activity of the Office using the cost allocation system outlined below.

Definition of Terms: Direct costs are those costs which are directly attributable to output
classes. Indirect costs are all other costs that cannot be identified with output classes in
an economically feasible manner. These costs include financial and administration costs,
property costs, depreciation and computing costs.

Method of Assigning Costs to Output Classes: Direct costs that can be readily identified
with a single output are assigned directly to that output class. For example, personnel costs
are charged on the basis of actual time incurred.

Indirect costs are allocated to output classes based on a mix of salary costs, floor space, staff
numbers and time spent on each output.

Commitments

Future payments are disclosed as commitments at the point when a contractual obligation
arises, to the extent that they are equally unperformed obligations. Commitments relating
to employment contracts are not disclosed.

Contingent Liabilities
Contingent liabilities are disclosed at the point when the contingency is evident.
Critical accounting estimates and assumptions

In preparing these financial statements the Classification Office has made estimates and
assumptions concerning the future. These estimates and assumptions may differ from the
subsequent actual results. Estimates and assumptions are continually evaluated and are
based on historical experience and other factors, including expectations of future events that
are believed to be reasonable under the circumstances. The estimates and assumptions that
have a significant risk of causing a material adjustment to the carrying amounts of assets and
liabilities within the next financial year are discussed below:

Property, plant and equipment useful lives and residual value

At each balance date the Classification Office reviews the useful lives and residual values of
its property, plant and equipment. Assessing the appropriateness of useful life and residual
value estimates of property, plant and equipment requires the Classification Office to
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consider a number of factors such as the physical condition of the asset, expected period of
use of the asset by the Classification Office, and expected disposal proceeds from the future
sale of the asset.

An incorrect estimate of the useful life or residual value will impact the depreciation expense
recognised in the statement of financial performance, and the carrying amount of the asset
in the statement of financial position. The Classification Office minimises the risk of this
estimation uncertainty by:

. Physical inspection of assets;

. Asset replacement programs;

. Review of second hand market prices for similar assets; and
. Analysis of prior asset sales.

The Classification Office has not made significant changes to past assumptions concerning
useful lives and residual values. The carrying amounts of property, plant and equipment are
disclosed in note 7.

Critical judgements in applying the Classification Office’s accounting policies

Management has exercised the following critical judgements in applying the Classification
Office’s accounting policies for the period ended 30 June 2009:

Lease classifications

Determining whether a lease agreement is a finance lease or an operating lease requires
judgement as to whether the agreement transfers substantially all the risks and rewards of
ownership to the Classification Office.

Judgement is required on various aspects that include, but are not limited to, the fair value
of the leased asset, the economic life of the leased asset, whether or not to include renewal
options in the lease term and determining an appropriate discount rate to calculate the
present value of the minimum lease payments. Classification as a finance lease means the
asset is recognised in the statement of financial position as property, plant and equipment,
whereas for an operating lease no such asset is recognised.

The Classification Office has exercised its judgement on the appropriate classification of
equipment leases.
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NOTES TO THE FINANCIAL STATEMENTS

For the Year Ended 30 June 2009

2009 2008
Note 1: Reconciliation of Crown Revenue Received $ $
Funds received from Vote: Internal Affairs regarding the
Estimates of Appropriations 2008/09 (net GST) 1,960,000 1,960,000
Crown Revenue Per Accounts as at 30 June 1,960,000 1,960,000

The Classification Office has been provided with funding from the Crown for the specific
purposes of the Classification Office as set out in its founding legislation and the scope of
the relevant government appropriations. Apart from these general restrictions, there are
no unfulfilled conditions or contingencies attached to government funding (2008 nil).

Note 2: Cash & Cash Equivalents

Petty Cash 300 300
Operating Accounts 177,504 710,741
Call Deposits < 90 days 1,574,142 24,142

1,751,946 735,183

Note 3: Debtors & Other Receivables

Interest Receivable 0 38,812
Sundry Debtors 3,528 343
Prepayments 35,945 64,522
Trade Debtors 120,788 135,684
GST 0 30,915

160,261 270,276
Less Provision for Doubtful Debts 0 0

160,261 270,276

The carrying value of receivables approximates their fair value. As at 30 June 2009 all
receivables have been assessed for impairment.

Note 4: Investments
Term deposits > 90 days 0 1,750,000

0 1,750,000
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2009 2008

Note 5: Creditors & Other Payables $ $
Trade Creditors 57,936 183,660
Receipts in Advance 92,333 106,488
Sundry Creditors 20,330 28,594
GST 2,471 0
Accrual for Audit Fee (IFRS) 0 4,500
173,070 323,242

Creditors and other payables are non-interest bearing and are normally settled on 30 days
terms, therefore the carrying value of creditors and other payables approximates their fair
value.

Note 6: Employee Entitlements

Accrued Annual Leave 202,860 168,514
Provision for Staff Accrued Personnel Costs 73,698 57,982
Long Service Leave 5,219 7,131
Sick Leave Provision 1,104 2,100

282,881 235,727

The value of long service leave is calculated on employee’s current hourly rate and the number
of days employees have available.

Long service leave is available to employees based on their individual employee contracts.
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Note 7: Property, Plant and Equipment

Movements for each class of property, plant and equipment are as follows:

Computer n Furniture & Office Other Technical N

Hardware RIZOut Fittings Equipment Equipment Equipment Jehicles USEL
Cost or Valuation $ $ $

$ $ $ $
Balance at 1 July 2007 608,014 831,972 338,095 184,221 9,218 182,470 22,256 | 2,176,246
Additions 101,953 6,642 3,063 5,797 1,500 1,588 (0] 120,543
Revaluation Increase (0] 0o (0] (0] (0] (0] (0] (0]
Disposals (10,904) 0 (0] (1,152) (3,786) (3,595) (0] (19,437)
Balance at 30 June 2008 699,063 838,614 341,158 188,866 6,932 180,463 22,256 | 2,277,352
Balance at 1 July 2008 699,063 838,614 341,158 188,866 6,932 180,463 22,256 | 2,277,352
Additions 70,694 (0] 1,262 2,976 345 9,462 (0] 84,739
Revaluation Increase 0 0 0 0 0 0 0 0
Disposals (20,240) e} (600) (66,466) 0 0 o| (87,306)
Balance at 30 June 2009 749,517 838,614 341,820 125,376 7,277 189,925 22,256 | 2,274,785
Accumulated Depreciation Gy Fit Out Furnl.tu.re & A Cffice N Other Te.chnlcal Vehicles Total
A Hardware Fittings | Equipment | Equipment Equipment

and Impairment Losses $ s $ s $ $
Balance at 1 July 2007 523,596 704,822 270,812 172,543 4,527 163,936 11,684 | 1,851,920
Depreciation Expense 59,679 23,651 10,559 4,453 1,882 8,784 4,006 113,014
Eliminate on Disposal (10,505) 0 ¢} (911) (1,212) (2,086) ol (14,714
Eliminate on Revaluation 0 0 0 0 0 0 0 0
Impairment Losses 0 0 0 0 0 0 0 0
Reversal of Impairment Losses 0 0 0 0 0 0 0 0
Balance at 30 June 2008 572,770 728,473 281,371 176,085 5,197 170,634 15,690 | 1,950,220
Balance at 1 July 2008 572,770 728,473 281,371 176,085 5,197 170,634 15,690 327,132
Depreciation Expense 67,545 20,571 10,101 4,356 703 8,616 4,006 | 1,950,220
Eliminate on Disposal (20,240) 0 (600) (66,466) 0 0 0 115,898
Eliminate on Revaluation 0 ] 0 o 0 0 0 (87,306)
Impairment Losses 0 o 0o 0o 0 0 0 0
Reversal of Impairment Loses 0 o o o 0o 0o 0 0
Balance at 30 June 2009 620,075 749,044 290,871 113,975 5,901 179,251 19,696 | 1,978,813
Carrying Amounts
At 1July 2007 84,418 127,150 67,283 11,678 4,691 18,534 10,572 | 324,326
At 30 June and 1 July 2008 126,293 110,141 59,787 12,781 1,735 9,829 6,566 | 327,132
At30.June 2009 129,442 89,570 50,949 11,401 1,376 10,674 2,560 | 295,972
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Note 8: Intangible Assets

Movements for each class of intangible assets are as follows:

Cost or Valuation Work I Total
Computer Software orkin °
$ Progress
$ $
Balance at 1 July 2007 872,680 308,071 1,180,751
Additions 0 844,875 844,875
Revaluation Increase 0 0 0
Disposals 0 0 0
Balance at 30 June 2008 872,680 1,152,946 2,025,626
Balance ar 1 July 2008 872,680 1,152,946 2,025,626
Additions 1,706,722 545,316 2,252,038
Revaluation Increase 0 0 0
Disposals 0 (1,698,262) (1,698,262)
Balance at 30 June 2009 2,579,402 0 2,579,402
Accumulated Amortisation and Computer Work In Total
Impairment Losses Software Progress
$ $ $
Balance at 1 July 2007 827,279 0 827,279
Amortisation Expense 21,407 0 21,407
Eliminate on Disposal 0 0 0
Eliminate on Revaluation 0 0 0
Impairment Losses 0 0 0
Reversal of Impairment Loses 0 0 0
Bal 0 2008
alance at 30 June 848,686 0 848,686
Balance at 1 July 2008 848,686 0 848,686
Amortisation Expense 119,344 0 119,344
Eliminate on Disposal 0 0 0
Eliminate on Revaluation 0 0 0
Impairment Losses 0 0 0
Reversal of Impairment Loses 0 0 0
Balance at 30 June 2009 968,030 0 968,030
Carrying Amounts
At 1 July 2007 45,401 308,071 353,472
At 30 June and 1 July 2008 23,994 1,152,946 1,176,940
At 30 June 2009 1,611,372 0 1,611,372
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Note 9: Financial Instruments

The Office of Film and Literature Classification is party to financial instrument arrangements
as part of its everyday operations. These include instruments such as bank balances,
investments, accounts receivable, and trade creditors.

Credit Risk

Credit risk is the risk that a third party will default on its obligations to the Classification
Office and cause the Classification Office to incur a loss. In the normal course of its
business, the Classification Office incurs credit risk from trade debtors, and transactions
with financial institutions.

The Classification Office has no significant concentrations of credit risk. No collateral or
security is held or given to support financial instruments. The Classification Office places
funds on short-term deposit with New Zealand registered banks which have satisfactory
credit ratings.

Fair Value
The fair value of all financial instruments is equivalent to the carrying amount disclosed in
the Statement of Financial Position.

Currency Risk and Interest Risk Rate
The Classification Office has no significant exposure to either currency risk or interest rate

risk.

Note 10: Related Party Information

The Office of Film and Literature Classification is a wholly owned entity of the Crown. The
major source of revenue for the Classification Office is received from the Crown through
Vote: Internal Affairs.

The Classification Office enters into numerous transactions with other Government
departments and Crown agencies. These transactions are carried out on an arm’s length
basis on normal business terms and are not considered to be related party transactions.

Note 11: Repayment of Profit to the Crown

Under Section 16 of the Public Finance Act 1989, the Minister of Finance may require
repayment of any profit (or any portion of the profit). At the date of this report, the
Classification Office has not been notified of any such request and therefore has not provided
for any repayment relating to the years ended 30 June 1997 to 30 June 2009.

Note 12: Capital Commitments and Operating Leases
The Office of Film and Literature Classification has long-term leases on its premises in
Wellington. The lease expires 30 September 2015 and is subject to three-yearly reviews.

Operating leases include lease payments for office equipment committed to at balance
date.
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2009 2008

OPERATING LEASE COMMITMENTS $ $
Not later than one year 355,529 363,763
Later than one year and not later than five years 1,403,100 1,407,854
Later than five years 438,469 789,244
Total Operating Lease Commitments 2,197,098 2,560,861
Capital Commitments - -
TOTAL COMMITMENTS 2,197,098 2,560,861

Note 13: Contingencies

The Office of Film and Literature Classification has no known contingent liabilities or assets
as at 30 June 2009 (Nil as at 2008).

Note 14: Personnel Expenditure

2009 2008

$ $

Salaries & Wages 2,175,070 2,124,699
Employer contributions to defined contributions plans 29,344 30,794
Increase/(decrease) in employee entitlements (Note 6) 47,154 28,299
2,251,568 2,183,792

Note 15: Key Management and Employee Remuneration

Key Management Personnel Compensation

2009 2008

$ $

Salaries & Other 383,207 359,400
Post-employment Benefit 20,642 25,538

403,849 384,938

The key management personnel and board members are the Chief Censor and Deputy
Chief Censor.
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Employee Remuneration

Total Remuneration and Benefits Number of Employees
$000 2009 2008
100-110 1 1
160-170 0 1
170-180 1 0
210-220 0 1*
220-230 1* 0

* These refer to the Chief Executive’s remuneration.

Severance & Cessation Payments

During the year ended 30 June 2009 1 (2008:0) employee received compensation in relation
to cessation totalling $15,953.78 (2008:0). No Board members received compensation or
other benefits in relation to cessation (2008:0).

Note 16: Reconciliation of net surplus/(deficit) to net cash flow from operating activities

Budget Actual Actual
2009 2009 2008
$ $ $
Operating Surplus (Deficit) (13,761) (336,962) 246,986
Add/(Less) Non Cash Items
Depreciation 318,000 235,242 134,421
(Gain)/Loss on Sale of Fixed Assets 0 (311) 1,805
318,000 234,931 136,226
Add/(Less) Movements in Working Capital Items
Decrease/(Increase) in Receivables (26,855) 11,711 51,689
Decrease/(Increase) in Prepayments 0 28,577 5,185
Decrease/(Increase) in GST 6,737 33,386 (57,136)
Decrease/(Increase) in Interest Accrual 0 38,812 24,505
Decrease/(Increase) in Receipts in Advance 0 (14,155) 47,866
(Decrease)/Increase in Payables (399) (138,488) (284,644)
(Decrease)/Increase in Employee Entitlements 0 47,154 28,939
(20,517) 6,997 |  (183,590)
Add/(Less) Movements in Non Working Capital Items
Decrease/(Increase) in Fixed Assets 0 0 0
Net Cash Flows from Operating Activities 283,722 (95,034) 199,616
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Note 17: Subsequent Events
There were no subsequent events, which require disclosure in the financial statements.

Note 18: Explanation of Key Variances
Labelling Body revenue

Actual 2008/09 to Actual 2007/08
Labelling Body revenue in 2008/09 was 11% ($155,000) less than that received in 2007/08.
This was due to a number of factors, the most significant of which are:

. Reduction in Labelling Body submissions — 13% fewer fee-bearing publications
were submitted for classification under s12.

. Increase in the number of publications grouped for fees purposes - Due to the increase
in boxed sets of DVDs, the number of publications eligible to be grouped for fees
purposes under Fees Regulation 8 increased by 44% from 2007/08 to 2008/09. In
effect this means that 169 publications were classified at no cost to the submitter
in 2008/09, compared to 117 in 2007/08.

. Reduction in Urgency Fees received — In 2008/09, $64,400 was received under
Fees Regulation 4 for the urgent classification of 127 publications, compared with
$85,155 for the urgent classification of 166 publications in 2007/08, a reduction
of $20,755 or 24%.

Actual 2008/09 to Budget 2008/09
Labelling Body revenue in 2008/09 was 16% ($251,000) less than budgeted. This was due
to a number of factors, the most significant of which are:

. Reduction in Labelling Body submissions — 12% fewer fee-bearing publications
were submitted for classification under s12 than expected.

. The number of publications grouped for fees purposes — this expense was not
budgeted for. The processes operated by the Office at the time did not capture this
expense, however the new classification database allows the Office to capture and
quantify this data, as distinct from Fees Regulation 7.

. Reduction in Urgency Fees received — In 2008/09, $64,400 was received under

Fees Regulation 4 for the urgent classification of 127 publications against a budget
of $87,050, a variance of $22,650 or 26%.
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Interest Income

Actual 2008/09 to Actual 2007/08

Interest revenue in 2008/09 is $114,000, which is 51% less than interest revenue received
in 2007/08. 'This reduction in interest revenue is due to a reduction in cash reserves of
$733,237 which was the result of expenditure on the Classification Database and reduced
Labelling Body revenue, as discussed above.

Actual 2008/09 to Budget 2008/09

Interest revenue was 24% less than budget. While cash reserves were expected to be down
due to expenditure on the Classification Database, additional cash reserves were used to
fund the Office’s deficit position, which was not budgeted.

Depreciation/Amortisation

Actual 2008/09 to Actual 2007/08

Depreciation was 75% higher in 2008/09 than 2007/08. Capital expenditure on the
Classification Database was not depreciated during 2007/08 as it was designated a ‘work in
progress’. This asset was brought into production during 2008/09 and as such was able to
be depreciated.

Actual 2008/09 to Budget 2008/09

Depreciation was 26% less than budget. When the budget was set, the CDA was scheduled
to be in production by the end of the first quarter of the year. However, this release was
deferred until the end of the second quarter; therefore this asset was depreciated for 6, rather
than 9, months of the year.

Other Operating Costs

Actual 2008/09 to Actual 2007/08

Other operating expenditure in 2008/09 was 26% higher than in 2007/08. The main areas
which had increased expenditure in 2008/09 were:

. Computing Services, due to costs associated with support for the CDA during the
first 6 months of production.

. Management Information Systems, due to costs associated with the quality assurance
services and user acceptance testing to bring the CDA into production.

. Consulting — Administration & Finance, due to costs associated with a security review
of the Office’s applications and network.

. Research Projects, due to costs associated with the research project which was initiated
in 2007/08, falling due in 2008/09.

. Periodical & Subscriptions, due to the change in the value of the NZS$.
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Actual 2008/09 to Budget 2008/09
Other operating expenditure in 2008/09 was 19% higher than budgeted. The main areas in
which expenditure exceeded budget were:

. Computing Services, due to support costs during the first 6 months of production
of the CDA, as well as general maintenance and support projects the Office’s IT
infrastructure which was budgeted and commenced during in 2007/08 but completed
in 2008/09.

. Management Information Systems - the Office outsourced the management of user
acceptance testing to bring the CDA into production, following the untimely
resignation of the staff member who had responsibility for this activity. This expense
was balanced by savings on personnel expenditure.

. Information Materials Development, in response to a high demand for information
material, particularly from retailers and libraries.

. Consulting - Finance & Admin, due to costs associated with a security review of
Ofhice’s applications and network exceeding budget.
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MANAGEMENT OF THE OFFICE OF FILM AND
LITERATURE CLASSIFICATION

Organisational Health and Capability
Staffing

In the year ended 30 June 2009, 4 staff resigned and 5 new staff were appointed. However
the actual number of working hours dropped, due to one staff taking an extended leave of
absence. 'This means that the number of staff employed by the Office remained relatively
unchanged over the past 12 months.

The Ofhice’s flexible working conditions enable staff to vary their hours of work to meet both
personal demands and fluctuations in the workload of the Office. As a result a significant
proportion of staff the Classification Office work on a part time basis. There was a slight
reduction in part time staff over 2008/09, as two staff increased to fulltime hours following
changes in their child care responsibilities. Given the size of the Office, small changes to
individual’s working conditions can impact on staffing statistics.

Chart 15: Hours of Work of Staff of the Classification Office as at 30 June 2009

Casual

3%

7

Part time
29%
Full time
68%
Staff Composition

Female Male Total
Classification 10 9 19
Information Unit 4 1 5
Support 8 3 11
22 13 35
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Good Employer Activities

In addition to providing a family friendly environment with flexible hours and conditions
of work, the Office undertakes a range of activities to support the physical and emotional
well-being of its staff.

Chart 16: Staff of the Classification Office as at 30 June 2009

Staff with non-
dependent
children

14%

Staff with no

children
52%
Staff with
dependent
children
34%

Good employer activities undertaken by the Office include:

*  Employee Assistance Programme

The Employee Assistance Programme provides counsellors who are available to all staff of
the Office. Counselling sessions may be used to help staff deal with objectionable material,
work relations, career counselling, and personal issues which may affect work performance.

®*  Workplace Assessments

On joining the Office, and subsequently as required, all staff are provided with a
workplace assessment which includes a review and adjustment of workstations, equipment
recommendations and advice on exercises and self-management techniques to relieve any
discomfort.

®*  Massage
The Office provides space for weekly massages onsite and staff time to organise the scheduling
of the massages. Members of staff pay the provider directly for the service.

®  Support of Social Indoor Soccer Team
The Office contributes to the game fees of the Office’s social indoor soccer team. This

contribution is supplemented by team members, and sporting grants when available.

®  Flu Vaccinations
The Office pays for flu vaccinations each year for staff who want them.
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Classification Information Systems Review

The Classification Database Application (CDA) was put into production on 8 December
2008.

The replacement of the Office’s submission processing and tracking system was required
to ensure the Office is able to continue to meet its reporting responsibilities to the Crown.
The CDA replaces the Office’s increasingly antiquated and unsupported systems, which
had been in place since the Office opened. The new system provides workflow guidance
and monitoring and allows the Office to meet the demands of the growing number of
submissions without compromising the integrity of the Office’s decisions and processes.

The Films, Videos, and Publications Classification Act 1993 deems classification decisions
made by abolished censorship authorities to be current and legally binding. This requires the
Ofhice to perform a significant archival function to preserve old records as far back as 1917.
Incorporation of historical records and functionality from the New Zealand Censorship
Database into the new Classification Database has allowed members of the public real-time
access to the registered decisions of the Office. This is a significant improvement over the
monthly updates prescribed by law.

Funding for the development of the CDA was met from the Office’s reserves, so supplementary
funding was not required.

Management of Significant Relationships

The Minister of Internal Affairs and the Chief Censor have agreed to a mutual “no surprises”
approach to their relationship. This relationship continued on a good footing throughout
the financial year.

Goodwill

The Office is able to protect its reputation as an impartial provider of classification and
information services by performing its functions to a high standard and in a transparent,
legal and accountable manner. Ongoing ministerial and official support of the Office and
its work is also essential to the maintenance of public confidence in the Office and the
classification system. In the year ended 30 June 2009, the Office received sufficient official
and ministerial support to perform its functions to a high standard.

Ecologically sustainable development and environmental performance

Classification Office activities relevant to the Ecologically Sustainable Development (ESD)
principles are use of energy, water and material consumption, and waste disposal.
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The Office’s premises are close to public transport and incorporate a range of energy saving
technologies. Where commercially viable, the OFLC recycles waste and uses recycled
products. The Office gives and stores information electronically to avoid unnecessary paper
and toner use. When the Office purchases new equipment, it considers its energy efficiency
and overall environmental performance. The staft use double-side copying and printing to
reduce paper consumption, and turn off unnecessary lighting and equipment.
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