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2 IMPORTANT INFORMATION

21 REPLACEMENT PROSPECTUS

A copy of this replacement Prospectus dated 18 October 2012 (this “Prospectus”) has been lodged with ASIC. ASIC
takes no responsibility for the content of the Prospectus.

The Prospectus replaces a prospectus dated 10 October 2012 relating to Xero.

No securities will be offered, allotted or issued on the basis of this Prospectus in New Zealand or any other jurisdiction,
other than Australia. Only one Share will be offered in Australia on the basis of this Prospectus. The Offer of that one
Share is solely to satisfy a regulatory requirement regarding the proposed admission of Xero to the Official List of the
ASX. This Prospectus is being issued as a requirement of the application for the admission of Xero to the Official List of
the ASX,

The expiry date of this Prospectus is 31 December 2012. No securities will be allotted or issued on the basis of this
Prospectus after such expiry date. No person has been authorised to give any information or make any representation
other than contained in this document and, if given or made, such information or representation must not be relied on as
having been so authorised.

This Prospectus is available in electronic form on the Internet at http://www.xero.com/about/investors. Any person
receiving this Prospectus electronically may obtain a paper copy of this Prospectus (free of charge) by calling the
Company on +64 4 819 4800.

Xero is listed on the NZX Main Board in New Zealand. The NZX Main Board is an equities market operated by NZX
Limited. NZX Limited has not examined or approved the contents of this document.

Certain terms and abbreviations used in this Prospectus have defined meanings which are explained in the Glossary.

2.2 IMPORTANT STATEMENTS REGARDING ASX LISTING

The fact that the ASX may admit Xero to its Official List is not to be taken in any way as an indication of the merits of the
Company. The ASX (and its officers) takes no responsibility for the contents of this Prospectus.

Xero has been listed on the NZX Main Board since 5 June 2007 and has at all times complied with its centinuous
disclosure obligations under the NZX Listing Rules.

This Prospectus is intended to be read in conjunction with the publically available information lodged with NZX Limited.
Ordinary Shares issued by Xero are quoted on the NZX Main Board, operated by NZX Limited, under the ticker code
XRO. As a listed Company, Xero is subject to disclosure obligations which require it to notify certain material information
to NZX Limited for the purpose of that information being made available to participants in the NZX Main Board securities
market. A copy of the material information notified to NZX Limited may be viewed and obtained on its website at
http:/fwww.nzx.co.nz/ under the ticker code XRO.

Xero has sought and obtained certain relief from ASX in respect of a number of ASX Listing Rule requirements, further
details of which are set out in section 5.4.
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2.3 FORWARD LOOKING STATEMENTS

Certain statements in this Prospectus constitute “forward looking statements™. “Forward looking statements” includes all
statements other than statements of historical facts, including Xero's financial position, business strategy, plans and
objectives for management for future operations and any statements preceded by “estimates”, “expects”, “aims”,
‘intends”, “can”, “may”, “anticipates”, “would", “should”, “could”, or similar expressions or the negative thereof.

Forward looking statements involve known and unknown risks, uncertainties and other important factors beyond Xero's
control that could cause actual results, performance or achievements of Xero to be materially different from the future
results, performance, or achievements expressed or implied by such forward loaking statements.

Forward looking statements are based on numerous assumptions regarding Xero's present and future business
strategies and the environment in which Xero will operate in the future. Among the important factors that could cause
Xero's actual results, performance or achievements to differ materially from those in the forward looking statements
include those factors in section 9 of this Prospectus titled “Risk Factors” and elsewhere in this Prospectus.

These forward looking statements speak only as at the date of this document. Except as required by applicable law or
regulation, the Company expressly disclaims any obligation or undertaking to disseminate any updates or revisions to
any forward looking statements contained herein to reflect any change in the Company's expectations with regard
thereto or any change in events, conditions or circumstances on which any such statements are based. As a result of
these factors, the events described in the forward looking statements in this document may not occur.

24 CURRENCY

Unless otherwise specified, a reference to NZD, NZ$ or $ is a reference to New Zealand dollars, and a reference to
AUD, AUDS or AS is a reference to Australian currency. On 28 September 2012 the NZD/AUD exchange rate was
NZD$1.00:AUD$0.7953.
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3 CHAIRMAN'S LETTER

Dear Investor

Since Xero was listed on the NZX Main Board on 5 June 2007, it has buili a successful online accounting business
based primarily in New Zealand. As Xero has continued to grow, Xero has raised additional capital and utilised the
increased revenue to successfully invest in the global growth of its business, particularly in Australia, the United States

and the United Kingdom.

Australia has over 1,200 accounting pariners for Xero countrywide and has recently surpassed New Zealand as the
fastest growing region for Xero internationally. As a consequence, the interest in Xero as an investment opportunity has
also increased. However, despite an increase in interest, cross Tasman investment has remained cumbersome.
Accordingly, to facilitate Australian investors’ ability to easily trade in Xero securities, the Board considers it is
appropriate and desirable for Xero to seek a secondary listing on the ASX.

In addition to providing a simpler trading platform for Australian investors, an ASX listing will benefit all Xero
shareholders by providing Xero with exposure to the Australian investment market — a market that is significantly bigger

and more sophisticated than the New Zealand investment market.

As Xero is already well funded it will not be seeking to raise any funds as part of the listing. The ene share issued under
this Prospectus is solely to satisfy regulatory requirements as part of the listing process.

In summary, | would encourage you to read this Prospectus and consider Xero as an exciting growth stock with
substantial global potential.

A LS

Sam Knowles
Chairman — Xero Board
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4 COMPANY OVERVIEW

41 THE COMPANY

Xero was incorporated on 6 July 2006 under the New Zealand Companies Act 1993 by Rod Drury, an experienced New
Zealand based technology entrepreneur who has a record of building successful software businesses, and Hamish
Edwards, the owner of a small and medium sized enterprises accounting business and a published commentator on
such enterprises.

Xero was admitted to trading on the NZX Main Board on 5 June 2007. Xero successfully completed a placement of
15,000,000 Shares at NZD$1.00 per Share for gross proceeds of approximately NZD$15 million from its initial public
offering in 2007. Subsequently Xero has raised a further NZD$68 million via a number of private placements and share
purchase plans. Xero is a fast growing company with operations in Wellington, Auckland, Melbourne, Canberra, Sydney,
Brisbane, San Francisco and Milton Keynes.

Xero has a substantial partner and customer base in Australia and, accordingly, with this Prospectus, seeks a secondary
listing on the ASX to make it more convenient for Australian based interested parties, including partners and customers,
to acquire Shares in Xero.

Employee Restricted Share Plan

In May 2008 the Xero Limited Employee Restricted Share Plan (RSP) was introduced for selected executives and
employees of the Xero Group. Under the RSP, ordinary Shares in Xero Limited are issued to a trustee, Xero Trustee
Limited, a wholly-owned subsidiary, and allocated to participants, on grant date, using funds lent to them by the
Company.

Under the RSP, the Shares are beneficially owned by the participants. The length of retention period before the Shares
vest is between one and three years. The price for each Share issued during the year under the RSP is the higher of the
volume-weighted average end-of-day market price reported on the NZX Main Board for the 20 business days
immediately preceding the date on which the Share is allocated or the invitation price.

If the individual is still employed by the Xero Group at the end of this specific period, the employee is given a cash bonus
that must be used to repay the loan and the Shares are then transferred to the individual. The number of Shares
awarded is determined by the Remuneration Committee of the Board of Directors. The Group has no legal or
constructive obligation to repurchase the Shares or settle the RSP for cash.

Employee (USA) Share Option Scheme

The Board approved the establishment of the Xero Limited Employee (USA) Share Option Scheme (the Scheme) in
January 2012. The Scheme has been established to enable key contributors to the potential success of the Company to
share in that success by giving them a stock option to purchase ordinary Shares in the Company at an agreed price. The
Scheme provides participants with an opportunity to benefit financially if the Company is successful and the Shares
become worth more than the agreed exercise price.

The options are granted by Xero issuing an option certificate to the employee that will include, amongst other things, the
date of the grant, the number of options granted (one option gives the right to purchase one Share), the exercise price at
which the Shares may be purchased and the timing of the entitlement to exercise the options. If an employee ceases to
be employed by Xero, any unvested and unexercised options will automatically cancel and any vested options as at the
date of that employee’s termination may only be exercised for 30 days following such termination {or six months if
termination is due to death or disability).

The Scheme has a term of 10 years (unless terminated earlier) and the maximum aggregate number of Shares that may
be granted under the Scheme is 2,200,000 Shares.
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42 COMPANY STRUCTURE

Xero has the following wholly owned subsidiaries:

Subsidiary Principal Activity Country of Incorporation

Xero Australia Pty Limited Limitred risk distributor Australia

Xero Inc mlted risk distributor ) VUnited States

Xero (UK) Limited Limited risk distributor 7 __L_Jnited Kingdom N
Xero Trustee Limited 7 Trustee New Zealand

Max Solutions Holdings Lirﬁﬁéd Intermediate Holding company - New Zealand

N-I;(-Solutions L:mlted B - Business software developer o _N_ew Zearlsﬁ - B
SpotIight_\fVorkpape_r_s;__ltimited " Business software developer Rfew Ze"a-land -

My Workpapers Limited Nén-trading B - New Zealand :
Subsidiary N Pringipal Activity - Country of Incorporation -

4.3 PRODUCT

Xero provides an online accounting system that provides small businesses with a clear picture of the money that flows in
and out of their businesses, helping them maintain an accurate picture of their financial situation at all times via the
Internet. Using Xero, small businesses can import their bank transaction information, which saves significant time and
moves small businesses into real time accounting. As with online banking, Xero can be accessed through the Internet
anywhere at any time.

The Xero system currently includes features such as bank transaction imparting, a cashbook, a general ledger,
invoicing, accounts receivable, accounts payable, fixed assets, payrall (Australia), GST, financial reporting and
management of expense claims.

In addition to the small business accounting system, Xero also provides a range of tools to enable accounting practices
ta more efficiently produce both monthly and annual accounts for their business clients.

Xero also has a personal finance management product, providing a simple method of accounting for an individual's or
household’s cashflows.

A summary of the various products is outlined in the diagram below.

SMALL MEDIUM LARGE

PERSONAL
PAYROLL (AU)
PARTNER EDITION
CASHBOOK, LEDGER
REPORTING
PRACTICE MANGEMENT WORKPAPERS (NZ/AU) TAX (AU)
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44 CURRENT OPERATING RESULTS - 30 SEPTEMBER 2012

Outlined below are the mast recent Operating highlights ~ these demonstrate the growth being achieved by the Company.

« First half operating revenue to 30 September 2012 is expected to exceed $16.7m. This compares to $7.9m for the
corresponding period last year.

= Annualized Monthly Committed Revenue (MCR) at 30 September 2012 is $38.7m, up from $18.0m at 30 September
2011, or +115% growth.

+ Offshore revenue is 58% of MCR.

= Grown staff from 148 to 278 in the last year.

+ Paying customers are at 111,800 at 30 September 2012, up from 51,300 at the same date last year, or +118% growth.

Regional customer breakdown

Paying customers As at 30 Sept 2012

As at 30 Sept 2011

Year on year change

New Zealand _ 57,300 30,600 i +87%
AW - 32,500 : m +213%
U_m;e_d_KlngEiiogi _ - B 15,100 7 7,300 +107%
United States/GIoIJél - - 6.9766 “ 3,000 - +1§&%
Total 111,800 51,300 +118%
Commentary

Xero has continued its growth agenda for the first six months of FY 2013, Over the past year 130 new jobs have been
created, significantly increasing the development and support capability in NZ and expanding the organisation in its key
markets of Australia, the United Kingdom and the USA.

Xero's paying customer base has grown an additional 118% to 111,800 as at 30 September 2012. The Australian region
has shown particularly strong growth, with a tripling of the numbers of paying customers, on the back of the integrated
payroll features and significant growth in numbers of accounting and bookkeeping partners.

Xero has increased its capability to support this significant growth and provide a platform for continued rapid expansion.
Staff numbers have grown from 140 to 278 during the year to 30 September 2012, with over a quarter of those now
offshore. New offices have been established in San Francisco, Canberra and Miiton Keynes and Xero has relocated to
larger premises in Melbourne, Auckland and Wellington.

Scaling the business so that it can gain traction in large overseas markets has, so far, gone to plan. The Company is
continuing to invest in its internal infrastructure, systems and personnel around the globe in order to build a platform far
significant growth in offshore markets and maintain momentum. This will result in continued losses, at least for the next
year.

Despite these projected losses, Xero considers that its strong cash position, product innovation, focus on developing a
channel of advisars, thriving ecosystem and five years of investment, place Xero in a strong position to seek to achieve
its goal of building the business to support customer acquisition in large overseas markets and gain a million customers
worldwide.

4.5 FINANCIAL POSITION

Details of the Company’s financial position are set out in section 8.
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5 ASXLISTING

51 OVERVIEW

Xero is currently listed on the NZX Main Board. The NZX Main Board is an equities market operated by NZX Limited. Xero
is now seeking a secondary listing on the ASX (by way of a compliance listing as a foreign entity).

This Prospectus is prepared by the Company in connection with its application for admission to the Official List of the
ASX. The Company has lodged its application for admission to the Official List of the ASX on or about the date of this
Prospectus (ASX Admission Application).

52 RATIONALE FOR SECONDARY LISTING
Xero considers that the proposed Secondary Listing has the following strategic benefits for the business:

= improved visibility, product awareness and marketing opportunities within Australia.
= improved liquidity;

= improved access to capital markets; and

- improved ability to invest for Australian based interested parties.

53 NO FUND RAISING

Xero has enough working capital to carry out its current business plans and objectives. The one Share to be offered
under this Prospectus is solely to comply with regulatory requirements and does not represent fund raising.

The Company has not raised any capital, including in Australia, in the three months prior to the date of this Prospectus
and will not raise capital in Australia in the three months after the date of this Prospectus.

54 ASX WAIVERS & DISCLOSURE

The Company has applied for waivers and confirmations from the ASX which are standard for a New Zealand company
listed on the ASX (including confirmation that ASX will accept accounts denominated in New Zealand dollars and
prepared and audited in accordance with New Zealand generally accepted accounting principles and New Zealand
auditing standards).

-
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STOCK EXCHANGE INFORMATION

Xero's Shares are currently quoted on the NZX Main Board, operated by NZX Limited, under the ticker code XRO and
have traded on the NZX Main Board since the Company's admission on 5 June 2007. Details of the trading history for
the last 12 months are shown below:

Table 6.1 — Share Price Range

Prices (12 Months)

Highest Pricei

Lowest Price

NZD§$5.80(approximately AUD$4.61)

NZD$2.41 (approximately AUDS1.92)

Closing Price (as at 30 September 2012)

NZD$5.20 (approximately AUD$4.14)

6.1 CAPITAL STRUCTURE
Ordinary Shares - 107,188,024
Warrants N/A
(ﬂotions - 582,397
Fully diluted 107,770,421

Table 6.2 — Share Issues since Xero's listing on the NZX Main Board

As at the date of this Prospectus Xerc has 107,188,024 Shares on issue.

Date of Issue

No. of Shares

Total Shares on

Explanation

Issued (000s) Issue (000s)
June 2007 15,000 - 95,000 IPO shares
November 2009 ' 461 55,461 Employee Restricted Share Plan issue
April 2009 8777 61,238 Private Placement
I\iﬂavyj?ﬁDOQ - . 20,000 81 .238 a Private Placement
May 2009 6495 87,733 Share Purchase Plan o
June 2010 598 88,331 :__Employee Restricted Share Plan issue
October 2010 2,681 91,012 _ I;;ivate Placement -
June 2011 550 91,562 Employee Restricted Share Plan issue
August 2011 . 606 N 92,168 Issue of Shares for Acquisition of Assets
December 2011 - 393 7 92,561 Issue of Shares to selected executives
February 2012 1,273 99,834 Private Placement
MEEOT 2 7 77-75.686 105,520 Share Purchase Plan
March 2012 1,262 N 106,782 I_sé_ue of Shares for Acquisition of Company
July 2012 58 B 108,840 - }ﬁsue of Shares for Acquisition of Company
July 2012 7 348 . 107,188 Employee Restricted Share Plan issue
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6.2 POTENTIAL ISSUE OF ORDINARY SHARES

Xero has 582,397 options outstanding exercisable over the Shares, as follows:

Table 6.2 — Options on Issue

Exercise Price

Conversion to

Date of Grant Exercisable From Exercisable To (NZD$%) Shares (000s)
January 2012 Ja_nuary 2013 January 2018 2.75 2(_)0
April 2012 Xprii 2013 - }-\pril 2016 3.82 1_40
July 2012 July 2013 July 2016 5.31 142
October 2012 October 2013 October 2016 - 4.97 100
Total 582

6.3 SUBSTANTIAL SHAREHOLDINGS

The following table sets out the spread of Shareholders as at 30 September 2012

Table 6.5 — Shareholders Spread

Range No. of Shareholders Shares (000s) Percentage %
0-1,000 803 448 0.4
1.7001—5,000 1,018 o 2,758 B 26
5001-10000 495 7 a 3,661 3.4
10,001-100,000 550 12198 114
100,001 and over 58 88,123 8_2_’_2
Total 2,924 107,188 100.0
THIS IS A REFLACEMENT PROSPECTUS DATED 8 O TUBEF PAGE 12
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Table 6.6 — Top 20 Shareholders

Name Amount Percentage %
1 Anna Drury & Kenneth Drury (Rod Drury) 22,553,113 21.0
5 7 Givia Pty Limited (Craig Winkler) 20,954,545 19.5
3 Hamish Edwards & Tineke Edwards & Andrew Finch 6,126,632 57
4 Jasmine Investment Holdings Limited (Sam Morgan) 6,122,609 5.7
5 New Zealand Central Securities Depositofy Limited 5,190,847 4.8
6 Valar Ventures LP R S N 74,135,870 3.9
;_ Bank of New Zealand &?.7?78 - B 2.0
éﬁi : Eco.la Wilson & David Wilson & Christopher Ritchie o 1,812,819 - d 1.7
9 Anna Grigg & Alastair Grigg & Claymore Trustees Limited " 1,351,776 - 1.3
10 Graham Shaw & Delwyn Shaw 1,336,010 12
ik Xero Limited”(Employee Restricted Share Plan) 1,157,562 ) 11
12 FNZ Custodians Limited 985,585 09
13 W5 Limited - 965561 0.9
:14 7 Nelson Wang & Pei-Chun Ko 8?94& - 0.8
15  JBWere (NZ) Nominees Limited 744,789 0.7
16 Craig Walker & Catherine W.a;lk-e_l:-—_ o 738,898 . 0_7
17 Gavin George & Jacquetta George 630,915 0.6
157 Spence Corporaﬁe Trustee Limited 630,915 0.6
19 - _Eg_ret_h Morgan & Joanne Morgan & Charles Purcell 545,455 0.5
2? Ravere Pty Limited 3 503,636 0.5
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7 DIRECTORS & MANAGEMENT

7.1 DIRECTORS' PROFILES

Rodney Kenneth Drury (Rod) — Chief Executive/Executive Director

One of New Zealand's leading technology entrepreneurs, Rod is a member of the New Zealand Hi-Tech Hall of Fame,
NZ Hi-Tech Entrepreneur of the Year in 2006 and 2007, World Class New Zealander for ICT in 2008 and an Honorary
Fellow of the NZ Computer Society.

Rod is a director of NZX Limited the operator of the New Zealand Stock Exchange and is a member of Victoria
University of Wellington Faculty of Commerce Advisory Board.

lan Samuel Knowles (Sam) — Non-Executive Chairman

Sam has held senior positions in major banks in both Australia and New Zealand and has extensive experience in
strategy, marketing, organisational capability building, and private and public sector governance.

Sam is perhaps best known for his role in establishing Kiwibank and subsequently leading the company over ten years
through its transition from start-up to a large successful business.

Sam has recently taken up a number of governance roles in growth businesses with a technology focus. These roles
include Chairman of the Governments ICT Council and Fingertapps and a Director of Magritek, PartnersLife, Rangatira
and Trustpower.

Samuel Gareth Morgan (Sam) — Non-Executive Director

Sam started his career at Deloitte Consulting and is best known for founding online auction website Trade Me which, in
2008, sold for NZD$750 million.

He is a director of Trade Me group which is listed in Australia and New Zealand and is alsc a director of Fairfax Media
Limited an ASX200 company.

In addition, Sam spends a great deal of his time involved in philanthropic activities and alsc as an investor in smaller
companies.

Graham John Shaw — Non-Executive Director

Graham is a Chartered Accountant with 30 years experience in business. A member of a number of corporate, statutory
and not-for-profit boards. He remains a representative of Downer New Zealand (formerly Works Infrastructure) and is
Chair of the Chartered Professional Engineers Council.

Graham spent 10 years with KPMG primarily as an advisor to businesses. He then joined Works Infrastructure where he
held a number of finance roles before being appointed Chief Executive, leading the company to substantial growth and
successful expansion into Australia. Graham has also been CEO of Kensington Swan, one of New Zealand's national
law firms.

Graham is a Member of the New Zealand Institute of Chartered Accountants and the Institute of Directors in New Zealand.
a Fellow of the New Zealand Institute of Management and a Companion of the Institution of Professional Engineers of
New Zealand.
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Andrew Craig Winkler (Craig) — Non-Executive Director

Craig co-founded Australian small business accounting software provider MYOB in 1991.

Craig went on to build up a team around him that made MYOB a popular business taol and brand in Asia, New Zealand,
the USA, the United Kingdom and Ireland.

In 2004, MYOB merged with Solution 6 to become Australia's largest IT company with more than 1,000 staff globally.
Craig resigned as director and chief innovation executive at MYOB in 2009 upon its purchase by Archer Capital.

Craig Wesley Elliott — Non-Executive Director

Craig Elliott co-founded and is CEO of Pertino Networks, a cloud netwarking software company based in Silicon Valley.
He is also a Strategic Advisor at New Zealand Trade and Enterprise in respect to Angel, VC and PE markets, helping
guide New Zealand high growth technology companies to enter markets in the United States.

Craig is a previous CEO of Packeteer, taking the company from three people to IPO, spent ten years at Apple in senior
product, marketing and GM roles, and has written several bestselling books.

7.2 DIRECTORS' INTERESTS IN THE COMPANY

As at the date of this Praspectus (and as expected to be immediately following admission to the ASX) detailed below are
the holdings of the Directors and of any Associated Person of them in the Share capital of the Company.

No. of Ordinary % held of Issued
Name Shares (000s) No. of Options Share Capital
Rod Drury 22,553 n/a 21.0
Craig Elliott - - w0000 -
Sam Knowles (sum of two holdings) 569 na 05
Sam Morgan - é,123_ n/a 7 -5.7
Graham Shaw 133 wa 12
Craig Winkler (sum of two holdings) 20,976 ' wa 19.6

7.3 DIRECTORS® FEES
The maximum aggregate remuneration able to be paid to non-executive Directors (being the monetary sum payable to
all non-executive Directors taken together, including directors of subsidiaries of Xero) is NZD$500,000 per annum.

As at the date of this Prospectus (and as expected to be immediately following admission to the ASX) detailed below are
the fees paid to each of the Directors of Xero for the years ended 31 March.

Name 2012 NZD $000s 2011 NZD $000s
Rod Drury - . Nil’ Nil
_Sam Knowles - _ ) 7747 12"
Sam Morgan _ - . 40 40
Graham Shaw ) - 40 40
Craig Winkler B “ 40 " 40
Craig Elliott ' ' ' Nil™ Nil™

" Rod Drury received remuneration from Xero in the fom of salary and cash bonus. His total remuneration for 2012 was $NZD255,000 and for 2011 was SNZD256.000,
** 8am Knawles joined lhe Board in December 2010

*** Craig Elliott joined the Board in September 2012.
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8 FINANCIAL AND TAXATION INFORMATION

81 FINANCIAL STATEMENTS

Financial statements in NZD$ for Xero for the years ended 31 March 2012, 31 March 2011 and 31 March 2010 are set
out in Annexure A. The consolidated statements of comprehensive income, changes in equity, financial position, and
cash flows and the accompanying notes have been independently audited by Xero's auditors, PricewaterhouseCoopers.

The financial statements of Xero have been prepared in accordance with New Zealand generally accepted accounting
practice. They comply with New Zealand Equivalents to International Financial Reporting Standards, and other
applicable Financial Reporting Standards, as appropriate for profit-oriented entities. The financial statements comply
with International Financial Reporting Standards.

8.2 EVENTS SUBSEQUENT TO 31 MARCH 2012

In July 2012 Xero announced the acquisition of Spotlight Warkpapers Limited for NZD$800,000, payable in cash and
Shares with a deferred compensation component. The Spotlight Workpapers software is in beta use by accounting and
bookkeeping partners across Australia and New Zealand. Xero will continue to build out the functionality and scalability
of the software and release it under the Xero brand in March 2013 for the Australian and New Zealand markets

There have been no other significant events subsequent to 31 March 2012.

8.3 COMPANY TAX STATUS

Xero is atax resident of New Zealand and not a tax resident of Australia, The proposed ASX listing in itself does not
have a direct effect on the tax residency of Xero.
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9 RISK FACTORS

In addition to the usual risks associated with a business at a relatively early stage of its development, the Directors
consider the following risk factors to be the most significant and should be carefully considered and read in conjunction
with this document and all (publicly available) historical documentation lodged with NZX.

If any of the following risks actually occur, the Company may not be able to conduct the business as currently planned and
the Company’s business or financial condition could be materially adversely affected. In such case, the market price of the
ordinary Shares could decline and Shareholders may lose all or part of their investment. However, the risks listed do not
necessarily comprise all of those associated with an investment in the Company. Additional risks not presently known to
the Directors, or which the Directors currently deem immaterial, may also have an adverse affect on the Company.

Investors should also take their own tax advice as to the consequences of owning Shares in the Company, as well as
receiving returns from it. No representation or warranty, express or implied, is given ta investors as to the tax
conseguences of their acquiring, owning or disposing of any Shares in the Company and neither the Company nor the
Directors will be responsible for any tax consequences for any such investors.

9.1 RISKS RELATING TO SHARES

The principal risk to investors is that they may not be able to recoup their original investment or they may not receive the
returns they expect. This could happen for a number of reasons, including that:

- The price at which the Shares trade may be lower than the price paid for them.

= Investors are unable to sell their Shares because the market for them becomes illiquid or ceases to exist.
» The operational and financial performance of Xero is worse than expected.

- Xero becomes insolvent and is placed in receivership or liquidation.

In the event of insolvency of Xero, Shareholders would not receive any payment in respect of their Shares until Xero has
paid all its other creditors, both secured and unsecured, including the costs of liquidation or receivership. Any funds
remaining after the payment of Xero's debts in full would be distributed to Shareholders in proportion to their respective
Shareholdings. As a result, Shareholders may receive less than the amount initially invested.

9.2 RISKS RELATING TO INVESTING IN XERO

Xero is a technology business and, accordingly, it is a higher risk investment than shares in other sectars with more
stable earnings records. There is a track record of early success with customer acquisition, however there is no certainty
that its business plan and strategies will be successful. The key risk factors for Xero include:

= Unproven market for its product offering — The international market for its software is at a relatively early stage of
development and the level of demand for its products/services is uncertain. Xero primarily relies on a single product
offering. The failure of that product to achieve and maintain market acceptance, particularly in any of Australia, the
United States or the United Kingdom, would adversely affect its business. If it fails to develop new products/services in
a timely manner then its revenues will be adversely affected.

« Failure to compele — Xero may not be able to compete successfully against its current, and any future, competitors,
particularly in overseas markets. The potential response of Xero's competitors to its product offering, and future
products/services, is unknown.

« Failure to dezl with growth — Xero's business is growing rapidly and if Xero fails to properly manage that growth, then
that failure could harm its business. Any failure to meet customer demand properly could adversely affect the business,
including demand for Xero's products/services, revenue collection, customer satisfaction and public perception.
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Failure to retain personnel — Any failure to generally attract, retain and effectively manage qualified personnel could
adversely affect its business. In particular, Xero has been dependent, in its initial stages, on the experience and
expertise of its Chief Executive, Rod Drury. Over time, Xero’s reliance on Rod, and his experience and expertise and
understanding of Xero's business and strategy, has reduced as Xero's management team has grown and become
more established. However, the loss of Rod, for whatever reason, could have an adverse effect on Xero and its future

prospects.

®

= Loss-making for foresesable future — Xero will be very much focusing on establishing and then growing its business.
Accordingly, it expects to make further losses and have negative cash flow in at least the short term.

e Lack of additional funding — Xero may require additional funding in the future to maintain and/or expand its business,
and such funding may not be available on favourable terms or may not be available at all.

9.3 RISKS RELATING TO XERO’'S BUSINESS

Given the nature of Xero's business, there are a number of risk factors that apply particularly to it. Some of these risk
factors apply generally to the technology industry. These risk factors may, individually or in combination with other risk
factors, affect the future operating performance of Xero and the value of an investor's investment in Xero. These risk

factors include:

= Dependence on the Internel - Xero's business is based on online applications. Accordingly, its business is dependent
on the continued existence and functionality of the Internet.

= Security nisks — Xero is reliant on data transmission over the Internet. While best practices are adopted by Xero, there
will be new security threats by third parties on an ongoing basis. Any security risks that cannot be mitigated by Xero
may adversely affect sales, or potential sales, of its products/services.

Third party failure — Xero is reliant on a number of third parties to provide essential services on an outsourced basis.
A failure for any reason by any of these suppliers to provide those services or a failure of their systems may adversely
affect Xero's ability to provide services to its customers.

o

Exchange rate risk — As Xero expands into international markets, it will derive some or mast of its revenues and costs
in those international markets, implying significant exposure to foreign exchange movements.

°

« Market volalility of lechnology stocks — The market prices of technology stocks are, historically, particularly volatile,
including in response to changes in stock markets, or the technology industry, generally.

« Patent applications from unrelated parties — While Xero holds a registered trademark over the name “XERQ”, it has
not applied to register any patents for the intellectual property that it has developed. The intellectual property under
development or in use by Xero may be subject to patent applications by unrelated parties in New Zealand or in other
jurisdictions, with the result that Xero may, in carrying out its business activities, infringe the patents of such parties.
Alternatively, other parties may develop and patent other very similar, potentially substitutable products, processes or
technologies. Such events may be outside the control of Xero and may have adverse consequences for its business.
Xero has developed an Intellectual Property Strategy to deal with such matters to the extent practicable.
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10 CORPORATE GOVERNANCE

Xero has adopted a formal written Board Charter. Xero believes that good corporate governance improves corporate
performance and benefits all Shareholders.

To further enhance listed entities disclosure of corporate governance issues, the ASX Corporate Gavernance Council
(CGC) was established on 1 August 2002. The CGC was established for the purpose of setting an agreed set of
corporate governance standards of best practice for Australian listed entities. These standards are contained in the ASX
Corporate Governance Principles and Recommendations (ASX Guidelines). The ASX Guidelines articulate eight core
principles that CGC believes underlie good carporate governance, The ASX Guidelines provide that a listed entity's
Annual Report is required to disclose its main corporate governance practices and also the extent to which the entity
complies with the ASX Guidelines and where it does not, explain why.

This section sets out Xero's approach to corporate governance and addresses Xero's compliance with the ASX Guidelines.

ASX Principles and Recommendations Compliance

Principle 1 — Lay solid foundations for management and oversight

Companies should establish and disclose the respective roles and responsibilities of board and management

Recommendation 1.1: The Board has adopted a formal Board Charter that details their
Companies should establish the functions functions and responsibilities. The Board's role is to effectively
reserved to the board and those delegated to  represent, and promote the interests of, Shareholders with a view to
senior executives and disclose those adding long-term value to the Company’s Shares. Having regard to this
functions role the Board directs, and supervises the management of, the

business and affairs of the Company including, in particular:

« Ensuring that the Company’s goals are clearly established, and that
strategies are in place for achieving them.

That there is ongoing review of performance against the strategic
objectives.

Approving transactions relating to acquisitions and divestments and
capital expenditure above delegated authority limits.

« That there is ongoing assessment of business risks and ensuring
apprapriate control and accountability systems are in place to
manage them.

Establishing policies for strengthening the performance of the
Company including ensuring that management is proactively seeking
to build the business through innovation, initiative, technology, new
products and the development of its business capital.

Manitoring the performance of management.

Appointing the Chief Executive, setting the terms of their employment
and, where necessary, terminating their employment.

Approving and monitoring the Company's financial and other
reporting and ensuring the Company’s financial statements represent
a true and fair view.

-

To enhance efficiency, the Board has delegated some of its powers to
Board Committees and other powers to the Chief Executive. The terms
of the delegation by the Board to the Chief Executive are clearly
documented in the Board Charter. The Chief Executive has, in some
cases, formally delegated certain authorities to his direct reports and
has eslablished a formal process for his direct reports to sub-delegate
certain authorities.
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ASX Principles and Recommendations

Compliance

Recommendation 1.2:

Companies should disclose the process for
evaluating the performance of senior
executives

The Remuneration Committee evaluates the performance of the Chief
Executive.

Performance evaluation of the senior management team is facilitated
by the GM — Human Relations, in liaison with the Chief Executive.

Evaluation of both the CE and senior management team is based on
criteria which include the perfarmance of the business, the
accomplishment of long-term strategic objectives and other non-
quantitative objectives agreed at the beginning of each year.

Recommendation 1.3:

Companies should provide the information
indicated in the ASX Guidelines to reporting
on principle 1

Information to be included in the next Annual Report.

Principle 2 — Structure the board to add value

Companies should have a board of an effective composition, size and commitment to adequately discharge its

responsibilifies and duties

Recommendation 2.1:
A majority of the board should be
independent directors

Recommendation 2.2:
The chair should be an independent director

The Board has five non-executive Directors, three of which (Sam
Knowles, Craig Elliott and Graham Shaw) are considered to be
independent. The Board intends to appoint a further independent
director over the next 12 months.

Sam Knowles is the non-executive Chairman of the Board. Sam
Knowles is also considered an independent Director.

Recommendation 2.3:

The roles of chair and chief executive officer
should not be exercised by the same
individual

The roles of Chairman (Sam Knowles) and CE (Rod Drury) are split.

Recommendation 2.4;
The board should establish a nomination
committee

Recommendation 2.5

Companies should disclose the process

for evaluating the performance of the board,
its committees and individual directors

Recommendation 2.6:

Companies should provide the information
indicated in the ASX Guidelines to reporting
on principle 2

ability to work with other Directors).

Xero has a Nominations Committee whose role is to identify and
recommend to the Board individuals for nomination as members of the
Board and its Committees (taking into account such factors as it deems
appropriate, including experience, qualifications, judgement and the

The Chairman meets regularly with Directors to discuss individual
performance of the Directors. The Board also has a formal review of its
performance on an annual basis. This process incorporates providing
feedback via a third party to enhance the robustness of the process.
Feedback on relevant Board performance factors is provided by
executive members to enhance the working relationship between the
Board and management.

Information to be included in the next Annual Report .
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ASX Principles and Recommendations

Compliance

Principle 3 — Promote ethical and responsible decision making

Companies should actively promote ethical and responsible decision making

Recommendation 3.1:

Companies should establish a code of

conduct and disclose the code or a summary

of the code as to:

« the practices necessary to maintain
confidence in the company's integrity

= the practices necessary to take into
account their legal obligations and the
reasonable expectations of their
stakeholders

= the responsibility and accountability of
individuals for reporting and investigating

The Board maintains high standards of ethical conduct and the CE is
responsible for ensuring that high standards of conduct are maintained
by all Xero staff, although no formal code of ethics is documented at
this time.

reports of unethical practices

Recommendation 3.2:

Companies should establish a policy
concerning diversity and disclose the policy
or a summary of that policy.

The policy should include requirements for
the board to establish measurable objectives
for achieving gender diversity for the board
to assess annually both the objectives and
progress in achieving them

Recommendation 3.3:
Companies should disclose in each annual
report the measurable objectives for

achieving gender diversity set by the board
in accordance with the diversity policy and
progress towards achieving them

Recommendation 3.4:

Companies should disclose in each
annual report the proportion of women
employees in the whole organisation, women
in senior executive positions and women on
the board

Recommendation 3.5:

Companies should provide the information
indicated in the ASX Guidelines to reporting
an principle 3

Xero has drafted a diversity policy and this will be approved at the next
regular Board Meeting in November 2012.

Information to be included in the next Annual Report.

Information to be included in the next Annual Report.

Information to be included in the next Annual Report.
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ASX Principles and Recommendations Compliance

Principle 4 — Safeguard integrity in financial reporting

Companies should have a structure to independently verify and safeguard the integrity of their financial reporting

Recommendation 4.1: Xero is committed to a transparent system for auditing and reporting of
The board should establish an audit the Company’s financial performance. The Board has established an
committee Audit and Risk Management Committee, which performs a central role

in achieving this goal.
The Audit and Risk Management Committee’s principal functions are:

« To assist the Board in ensuring that appropriate accounting policies
and internal controls are established and followed.

To assist the Board in producing accurate financial statements in
compliance with all applicable legal requirements and accounting
standards.

- To ensure the efficient and effective management of business risks.

.

Recommendation 4.2: The Audit and Risk Management Committee consists of Graham Shaw,
The audit committee should be structured Sam Knowles and Craig Winkler, all of whom are non-executive
so that it: Directors. Graham Shaw and Sam Knowles are independent.
= consists of only non-executive directors Graham Shaw is the Chairman of the committee and is a Chartered
« consists of a majority of independent Accountant.
directors

- is chaired by an independent chair,
who is not chair of the board
- has at least three members

Recommendation 4.3: Audit and Risk Management Committee has adopted a formal charter.

The audit committee should have a formal

charter

Recommendation 4.4: Information to be included in the next Annual Report.

Companies should provide the information The Audit and Risk Management Committee is governed by the Audit
indicated in the ASX Guidelines to reporting and Risk Management Committee Charter which is available at

on principle 4 WWW.Xero.com.

Principle § — Make timely and balanced disclosure

Companies should promote timely and balanced disclosure of all material matters concerning the company

Recommendation 5.1: Xero has drafted a formal market disclosure and communications
Companies should establish written policies policy and this policy will be approved at the next regular Board
designed to ensure compliance with ASX Meeting in November 2012.

Listing Rula disclqsyre reqwre.ments am,j 1o Xero has been listed on the NZX Main Board since 5 June 2007 and
il accountabll.aty kA senu?r BxecUtlve has at all times complied with its continuous disclosure obligations
el for that.compliancs and disclossithoss under the NZX Listing Rules and the Securities Markets Act 1988.

policies or a summary of those paolicies
Xero will consider how best to ensure compliance with ASX Listing

Rule disclosure requirements.

Recommendation 5.2: Information to be included in the next Annual Report and/or on the

Companies should provide the information Company's website.
indicated in the ASX Guidelines to reporting
on principle 5
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ASX Principles and Recommendations Compliance

Principle 6 — Respect the rights of shareholders

Companies should respect the rights of shareholders and facilitate the effective exercise of those rights

Recommendation 6.1: Xero has drafted a formal market disclosure and communications
Companies should design a communications policy and this policy will be approved at the next regular Board
policy for promoting effective communication Meeting in November 2012.

Wi shafenoiags Shd shgoliragigthelr During the time that Xero has been listed on the NZX it has built a

gértflc'patt'l_?”_ at g;lgneral meslings an?th ; reputation of openness and has encouraged a high level of
isclose their policy or a summary of tha communication with Shareholders and the market generally.

Information to be included in the next Annual Report and/or on the
Companies should provide the information Company’'s website.

indicated in the ASX Guidelines to reporting

on principle 6

Principle 7 — Recognise and manage risk

Companies should establish a sound system of risk oversight and management and internal control

Recommendation 7.1: The Board has an established Audit and Risk Management Committee
Companies should establish policies for that reports to the Board regularly. The functions of the Audit and Risk

oversight and management of material Management Committee are set out in the Audit and Risk Management
business risks and disclose a summary of Charter available at www.xero.com.

those policies

Recommendation 7.2: Referto 7.1.
The board should require management to Management report to the Board at each regular meeting.
design and implement the risk management

and internal control system to manage the

company's material business risks and report

to it an whether those risks are being

managed effectively. The board should

disclose that management has reported to it

as to the effectiveness of the company's

management of its material business risks

Recommendation 7.3: As a New Zealand company, Section 295A of the Corporations Act has
The board should disclose whether it has not been applicable to Xero. However Xero's Chief Executive and Chief
received assurance from the Chief Executive Financial Officer do provide equivalent assurances to the Board as part
officer (or equivalent) and the Chief Financial  of the annual external Audit process.

Officer (or equivalent) that the declaration

provided in accordance with section 295A of

the Corporations Act is founded on a sound

system of risk management and internal

control and that the system is operating

effectively in all material respects in relation

{o financial reporting risks.

Recommendation 7.4: Information to be included in the next Annual Report.

Companies S:OU’g DFGOVI'(;B :he L The Audit and Risk Management Committee is governed by the Audit
indicated in the ASX Guidslines to:reparting and Risk Management Committee Charter which is available at
on principle 7 WWW.XEro.com.
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Compliance

Principle 8 -~ Remunerate fairly and responsibly

Companies should ensure that the level and composition of remuneration is sufficient and reasonable and that its

relationship to performance is clear

Recommendation 8.1:

The board should establish a remuneration

committee

Recommendation 8.2:

The remuneration committee should be

structured so that it:

- consists of a majority of independent

directors

= is chaired hy an independent chair

- has at least three members

Recommendation 8.3:

Companies should clearly distinguish the
structure of non-executive directors’
remuneration from that of executive directors

and senior executives

The Board has established a Remuneration Committee whose principal
function is to oversee the remuneration strategies and policies for the
Company.

The Remuneration Committee consists of Sam Knowles (Chairman),
Graham Shaw and Craig Winkler all of whom are non-executive
Directors. Sam Knowles and Graham Shaw are also independent.

Xero distinguishes the structure of non-executive Directors’
remuneration from that of executive Directors — this is set out in the
Annual Report.

Recommendation 8.4:

Companies should provide the information
indicated in the ASX Guidelines to reporting

on principle 8.

Information to be included in the next Annual Report.
The Remuneration Committee is governed by the Remuneration
Committee Charter which is available at www.xero.com.
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11 RIGHTS ATTACHING TO SHARES

A summary of the rights attaching to Shares in the Company is set out below. This summary is qualified by the full terms
of the Company’s constitution (the Constitution), which is available on the New Zealand Government website
www.business.govt.nz/companies, and does not purport ta be exhaustive or to constitute a definitive statement of the
rights and liabilities of Shareholders.

The rights attaching to Shares in the Company are set out in:

(a) the Constitution; and

(b) in certain circumstances, regulated by the laws of New Zealand, the NZX Listing Rules and, following admission to
the Official List, the ASX Listing Rules.

11.1 SHARE ISSUES

The Board may issue Shares with Shareholder approval by ordinary resolution, and without Shareholder approval in certain
circumstances, including but not limited to, if made pro-rata to existing Shareholders under certain permitted procedures.

11.2 VOTING

Each Share gives the holder the right to attend and vote at a meeting of Xero including the right ta cast one vote per
Share on a poll on any resolution, including but not limited to, a resolution to:

= appoint or remove a Director or auditor;

- approve the total remuneration pool available to non-executive Directors:

- adopt, revoke or alter Xero's Constitution;

- approve a major transaction;

« approve the amalgamation of Xero under section 221 of the Companies Act; and
= place Xero in liquidation.

11.3 DIVIDENDS

Each Share gives the holder the right to receive an equal share in any distribution, including dividends, if any, authorised
by the Board and declared and paid by Xero in respect of that Share.

11.4 SURPLUS ASSETS

Each Share gives the holder the right to receive an equal share in the distribution of surplus assets in any liquidation of Xero.

11.5 ALTERATION OF RIGHTS

The issue by Xero of any further Shares which rank equally with, or in priority to, any existing Shares, whether as to voting
rights or distributions is permilted and not deemed to be an action affecting the rights attached to those existing Shares.
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11.6 TRANSFERS OF SHARES

The holders of Shares may transfer those Shares at any time, subject to any restrictions on those Shares, and subject to
certain requirements set out in the Constitution for the registration of the transfer. The Board may decline to register any
transfer of Shares where:

(a) the Company has a lien on any of the Shares;

(b) the transfer is not accompanied by the certificate (if any) for the Shares to which it relates or other evidence as the
Board of the Company's Share registrar may reascnably require to show the right of the transferor to make the
transfer; or

(c) registration, together with the registration of any further transfer then held by the Company and awaiting
registration, would result in the proposed transferee holding Shares of less than a minimum holding (which has the
definition given to it in the NZX Listing Rules),

pravided that the Board resolves to exercise its powers within 30 working days after receipt of the relevant transfer and
notice of the resolution is sent to the transferor and to the transferee within five working days of the resolution being
passed by the Board.

11.7 CALLS ON SHARES

The Board may, by notice in writing to a Shareholder or Shareholders, make calls in respect of all moneys unpaid on
Shares and which are not, by the terms applicable to the Shares, payable at fixed times. The Board may revoke or
postpone a call before payment is received. Each relevant Shareholder shall be liable (jointly and severally in the case of
joint Shareholders) to pay, in accordance with the relevant notice, every call and shall remain liable to do so
notwithstanding the subsequent transfer of the relevant Shares.

11.8 BOARD REMUNERATION

The Board's power to authorise payment or remuneration by Xero to a Director (in his or her capacity as a Director} is
subject to the prior approval of Shareholders by ordinary resolution.

11.9 RESTRICTED TRANSACTIONS
Under the NZX Listing Rules, an ordinary resolution of Shareholders is required for the following:

{a) Any transaction or series of linked or related transactions to acquire, sell, lease, exchange or otherwise dispose of
(otherwise than by way of charge) assets of Xero or assets to be held by Xero in respect of which the gross value is
in excess of 50% of the average market capitalisation of Xero.

(b) Any transaction that will change the essential nature of Xero's business.

(c) Certain material transactions (generally those having a net value in excess of 5% of the average market
capitalisation of Xero) entered into by any member of the Xero Group with, or for the benefit of, the Directors of any
Company in the Xero Group, substantial Shareholders or their Associated Persans.

In addition, the Companies Act requires Shareholder approval by special resolution prior to Xero entering into any
transaction (whether by way of an acquisition, disposition or otherwise) invalving more than 50% of the market value of
Xero's gross assets before the acquisition, disposition or otherwise.
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1110 MINORITY BUY OUT RIGHTS

If, by special resolution, Xero resolves to:

(a) alter or revoke its Constitution in a way which imposes or removes a restriction on the activities of Xero;

(b) approve a major transaction; or

(c) approve a statutory amalgamation,

any Shareholder voting against the resolution is entitled to require Xero to purchase, or to arrange for another person to
purchase, the Shares of that Shareholder for a fair and reasonable price nominated by Xero or, if the Shareholder
objects to such a price, a price determined by arbitration.
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12 DETAILS OF THE OFFER

121 OFFER

Xero offers for subscription, to Andrew Craig Winkler (Non-Executive Director of Xero, based in Australia), one Share at
a price of NZD$5.50 under this Prospectus. The one Share offered under this Prospectus will, on issug, rank equally
with Shares on issue at the date of this Prospectus. No offer is made under this Prospectus to any other person in any
jurisdiction.

12.2 PURPOSE

Xero issued Shares under a private placement in February 2012 and under an associated share purchase plan in March
2012. The Shares were issued without a New Zealand prospectus in accordance with New Zealand securities law and
the NZX Listing Rules and upon being admitted on the Official List the Shares would have been subject to the resale
restrictions in the Corporations Act for 12 months from the date of issue.

An Australian prospectus is required to essentially remove such resale restrictions. In any event, Xero would have been
required to prepare an Information Memorandum to be admitted to the Official List which essentially includes the same
information as an Australian prospectus.

12.3 OPENING DATE AND CLOSING DATE OF THE OFFER
The opening date for the Offer is 26 October 2012 and the closing date is 29 October 2012.

12.4 OFFICIAL QUOTATION BY ASX

An Application for admission of the Shares to quotation on the Official List will be made to ASX within seven days after
the date of this Prospectus.

If the Share to be issued by this Prospectus is not admitted to official quotation by ASX before the expiration of three
months afler the date of this Prospectus, or such period as is varied by ASIC, the Company will not issue the Share and
will repay all application money within the time prescribed under the Corporations Act, without interest.

The fact that ASX may grant official quotation to the Share to be issued pursuant to this Prospectus is not to be taken in
any way as an indication of the merits of the Company or the Share offered for subscription.
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13 OTHER INFORMATION

13.1 DISCLOSURE AND REPORTING OBLIGATIONS

Xero has been continuously quoted on the NZX Main Board since being listed on 5 June 2007, and can confirm its
compliance with the NZX continuous reporting and disclosure obligations during that period. A copy of the material
information notified to NZX Limited may be viewed and obtained on ils website at www.nzx.co.nz under the ticker code XRO.

Below is a ‘snapshot’ of the disclosures made by Xero to NZX since 14 December 2011.

Xero Limited — NZX disclosures for the period from 14 December 2011 to 2 October 2012

Announcement ) Date
Xero continues streng growth - - _ 2 October 2012
Notice of allotment of securities , " 1 Oclober 2012
Xero appoints US- based Dlre-el_e-r - _ - 20 September 2012
D&O disclosure (cngoing dISCIDSUTBV) C Winkler 7 4 September 2012
D&O disclosure (ongoing disclosure) P Norman - 30 August 2012
D&O disclosure (ongoing disclosure) A.Grigg - - 7 29 August 2012
D&O disclosure (ongoing disclosure) R.Jenkins " - . o ) 28 August Q{I’Z
NZXMS Prlce Enqunry into XRO B - 27 August 2012
D&O d|sclcnsure {ongoing dISCIOSUI’E‘) A Grigg B ” 21 Augu;m
D&O disclosure {ongoing disclosure) R,Jenkmsu - W “ - 20 August 2012
Notice _of allotment ef seggrities 7 20 August 2012
Notice of_allolment of securiiies - ' 1 August 2012
Xero Annual Meeting 2012 — Qutcomes 7 27 July 2012
Xero Annual Mesting 2012 _ 26 July 2012
Notice of issue of Shares under NZX Listﬂiﬁq Rule 7.12.1 N - 23 July 2012
Xero conference highlights Australian progi;e;s - 23 July 2012
Xero acquires Spot_light Workpapers - .- - _ 20 July 2012
Xero integrates with leading US Payroll Provider _ - 17 July 2012
Xero f_\_nnual Meeting 2012 15 June 2012
Notice of Director nominatioh period B 30 May 2012
Xero investor presentation N 29 May 2012
Xero launches lntegra_t;d_ p-r:aS/rolI for Australlan customers _ 28 May 20172
Annual Report 24 May 2072
Resignation of P.Noﬁ;an as Director " : 7 24 May 2012
Xero delivers offshore growth — full year results 2012 - . - - : 24 May 2012
Xero Annual Report 2012 ) N - — 24 May 2012
Year end 31 Ma_rch 2012 financial results — release date - o . 3 May 2012
D&O disclosrlﬂre (ongoing disclosqrel)_A.Grigg 19 Aprif 2012
D&O disclosure (ongoing disclosure) R Jenkins 18 April 2012
Xero doubles/ revenue and invests for growth . 3 April 2012
Natice of issue of Shares . : 3 April 2012
Notice of issue of Shares (aﬁmended) ) N o - _ _ - 28 March 2012
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Announcement

Xero completes practice management acquisition

Date

23 March 2012

Change of registered office

23 March 2012

D&O disclosure notice (R.Jenkins)

19 March 2012

D&O disclosure notice (G.Shaw)

14 March 2012

Notice of issue of Shares

14 March 2012

SPP takes Xero capital raised to over NZD$35m

8 March 2012

Share Purchase Plan

20 February 2012

D&O disclosure notice (H.Edwards)

16 February 2012

D&O disclosure notice (A.Grigg)

D&O disclosure notice (R.Drury)

14 February 2012
14 February 2012

D&O disclosure natice (R.Jenkins)

14 February 2012

SSH notice — Disclosure of movement (R.Drury)

10 February 2012

8SH notice - Disclosure of movement (H.Edwards)

10 February 2012

Xero adds institutional and strategic investors

10 February 2012

D&O disclosure notice (S.Morgan)

D&O disclosure notice (S.Knowl?_s_)_ -

7 February 2012

D&O disclosure notice (C.Winkler)

Notice of allotment of securities

SSH - Jasmine Investment Holding_s I:JT“E‘E',,

7 February 2012
7 February 2012
7 February 2012

2 February 2012

Xero raises NZD$20m to fund global growth and offers SPP

2 February 2012

Appendix 7 — Share Purchase Plan

2 February 2012

Xero acquires leading practice management company

2 February 2012

Notice of issue of options pursuant to NZX Listing Rule 7.12.1

31 January 2012

Xero expects to double 2012 operating revenue

Xero's Shareholder newsletter

26 January 2012

16 December 2011

Xero interim report for the six months 30 September 2011

16 December 2011

Ongoing disclosure notice — R Jenkins

15 December 2011

Xero announces President for USA

15 December 2011

Notice of issue of Shares pursuant to NZX Listing Rule 7.12.1

14 December 2011
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13.2 LITIGATION

Xero is not currently engaged in any litigation, and the Directors are not aware of any pending or threatened litigation,
which has or would be likely to have a material adverse effect on either the Company or its business activities.

13.3 AUDITOR

PricewaterhouseCoopers has given and at the time of lodgement of this Prospectus has not withdrawn its consent to be
named in this Prospectus as Xero's auditor and auditor of the financial statements attached to this Prospectus at
Annexure A. PricewaterhouseCoopers takes no responsibility for, nor has it authorised the issue of, any part of this
Prospectus except for the financial statements attached to this Prospectus at Annexure A.

13.4 AUTHORISATION

The Directors report that after due inquiries by them, in their opinion, since the date of the audited financial statements in
the financial information in Section 8, there have not been any circumstances that have arisen or that have materially
affected or will materially affect the assets and liabilities, financial position, profits or losses or prospects of the
Company, other than as disclosed in this Prospectus.

This Prospectus is authorised by each Director of the Company who has consented to its lodgement with ASIC and its
issue, and has not withdrawn that consent.

e

Rod Drury
Director

—
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Glossary

Associated Person has the meaning given to it in the NZX Listing Rules.
ASIC means the Australian Securities and Investments Commission.
ASX means the Australian Securities Exchange.

ASX Listing Rules means the official listing rules of the ASX.

Board means the Board of Directors of Xero from time to time.

CE means the Chief Executive Officer of Xero.

Companies Act means the New Zealand Companies Act 1993,
Company or Xero means Xero Limited.

Constitution means the constitution of Xero adopted on 9 May 2007.
Corporations Act means the Corporations Act 2001 (Cth).

Director means an individual who is appointed to the Board of Xero.
Group means Xero and its subsidiaries.

NZX means NZX Limited.

NZX Listing Rules means the listing rules of the Main Board of NZX.
Offer means the invitation made in this Prospectus to subscribe for one Share in the Company.
Official List means the official list of securities that ASX has admitted.

Prospectus means this replacement Prospectus dated 18 October 2012 which replaces a prospectus dated 10 October
2012 relating to Xero.

Share means a share in the capital of Xero and includes any share or other security allocated or issued under a bonus
issue or any other capital rearganisation of any nature.

Shareholder means a holder of Shares.

Xero means Xero Limited.

THIS 15 A REPLACEMENT PROSPECTUS DATED *8 OCTOBER 26 PAGE 32

IT REPLACES A PROSPECTUS DATED 10 OCTOBER 2012 RELATING TO XERQ



Beautiful accounting software

Annexure A: Financial Statements

THIS 1S A REPLACEMENT PROSFECTUS DATED 18 OCTORBER 201;

PAGE 33
IT REPLACES A PROSPECTUS DATED 10 OCTOBER 2012 RELATING TO XERO



XERD ARNUAL REPORT
FOR THE ¥LAR EHDED 31 MARCH 2012

PAGE 3

Group Group Parent Parent
2012 aom 2012 20m
Notes {sc00s3) ($000s) {s000s) {30008)
Operating revenue 4 19,370 8,341 15,186 8,858
Gther income 4 401 325 427 325
Total revenue & other income 19,771 4,666 18,613 9,183
Operating expenses 4 28,385 18,017 24,720 17,855
Operating deficit (8.614) (8,351 {9107) (8,472)
Netinterest income 4 612 a8o 607 878
Met operating loss before tax {8,002} (7477 (8,500) (7,594}
Gain on investment in assoclate n 170 - 78 -
Share of profit of associate 12 38 10 - -
Net [oss before tax {7.794) {7,467 (8:322) (7,594}
Income tax expense 5 o) (26} - -
Net loss after tax {7:904} (7.487) (8,322) (7,594}
Net loss for the year attributable
to the shareholders of the Company (7.904) (7.487) (8,322) (7:594)
Earnings per share
Basic & diluted loss per share 4 ($0.08) {$0.08) {so.09) (40.09)

XERQ LIMITED = STATEMENTS OF COMPREHENSIVE INCOME - FOR THE YEAR ENDED 31 MARCH 2042

Parent

Parent

Group Group
2012 2011 2012 2071

(50008} {0008} ($o00s) ($o00s)
Net loss after tax {7.904) (7.487) (8.322) (2.594)
other comprehensive income
Exchange difference on translation
of international subsidiaries (39) (53) - -
Tetal other comprehensive {expense)/
income for the year, net of tax (39) (53} - -
Total comprehensive loss for the year attributable
to the shareholders of the Company (7,943} (7:540) {8,322) (7.594)

Thae accompanying notes form an integral port of these financial stutements
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Share- Foreign
based currency
Share Treasury payment Accumulated translation Total
capital stock reserve losses reserve equity
Notes (40008} (30008}  ($000s) {$o000s) (sooos)  ($0005)
Year ended 31 March 2012
Group
Balance at ¥ April 2011 56,168 (1m3) " q02 {28,047) {22) 21,688
Net (loss) after tax - - - (7.904) - {7.904)
Currency translation movements - - - - (39) {29)
Total comprehensive income - - - (7,904) (39) (7:.943)
Transactions with owners:
Issue of ordinary shares (net of issue costs) 172 36,365 - - - - 36,365
Issue of ordinary shares ~
purchase of Paycycle assets 1 1,204 (1,294) o2 - - 512
lssue of ordinary shares - purchase
of Max Selutions Holdings Limited n 4,000 (4,000} 407 - - 407
Issue of ordirary shares under
employee restricted share plan 21 1,424 (1,424) - - - -
Vesting of ordinary shares in
employee restricted share plan - 957 262 - - 1,219
Balance as at 31 March 20712 93,251 (6,874) 1,883 (35.951) (61) 52,248
Farent
Balance at 1 April zo0m 50,168 (1,m3) 702 (28,105) - 21,652
Net {loss) after tax - - - {8,322) - (8,322)
Total comprehensive income - - - (8,3232) - (8,322)
Transactions with owners:
tssue of ordnary shares (et of issue costs) 13 36,365 - - - - 36,365
tssue of ardinary shares -
purchase of Paycycle assets n 1,294 $,2949) 512 - - 512
Issue of ordinary shares - purchase
of Max Solutions Haldings Limited kil 4,000 {4,000) 407 - - 407
Issue of ordinary shares under
eraployee restricted share plan 21 1,424 (1,424) - - - -
Vesting of ordinary shares in
employee restricted share plan - as57 262 - - 1,219

Balance as at 31 March 2012 93,251 {6.874) 1,883 {36,427) - 51,833
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Share- Foreign

based currency
Share Treasury payment Accumulated translation Total
capital stock reserve losses reserve equity
Notes ($0005) {$ooos)  ($000s) {$co0s) (3000s5) ($000s)
Year ended 31 March aon
Group
Balance at1 April 2010 45,270 (738) 3n (20,560) 3t 24,374
Net (loss) after tax - - - (7.487) - (7,487)
Currency translation meovements - - - - (53 (53)
Total comprehensive income - - - (7,487) (53) (7540}
Transactions with owners:
issue of ordinary shares {net of issue costs) 13 4,040 - - - - 4,040
Issue of ordinary shares under employee
restricted share plan 2 858 (858) - - - -
vesting of ordinary shares in employee
restricted share plan - 483 331 - - 814
Balance as at 31 March 2om1 50,168 {,m3) 702 (28,047) (22) 21,688
Parent
Balance at1 April 2010 45,270 (729) 3N (20,51 - 24,401
Net (loss) after tax - - - (7.594) - (7.594)
Total comprehensive income - - - (7.594) - {7,594)
Transactions with owners:
Issue of ordinary shares (net of issue costs) 3 4,040 - - - - 4,040
1ssue of ordinary shares under employee
restricted share plan 2 858 {858) - - - -
Vesting of ordinary shares in employee
restricted share plan - 474 3N - - 805
Balance as at 31 March 2011 50,168 {1,13) 702 (28,105) - 21,652

The accompenying nctes form an Integral part of these financial stotements
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Group Group Parent Parent
2012 2011 2012 20M
Notes {soc0s) (s0005) {$000s5) (3o00s)
Assets
Current assets
Cash & cash equivalents <] 38,976 16,922 36,722 16,651
Trade & other receivables 7 3,023 1,503 5,409 1,187
Total current assets 41,889 18,425 42,131 17,838
Non-ctirrent assets
Property, plant & equipment 9 495 466 3.990 384
Intangible assets 10 10,260 4773 8,033 4,741
Investrnent [n subsidiaries 1 - - 2,638 262
Investment in associate 2 - 207 - 200
Deferred tax benefit 5 85 35 - -
Trade & other receivables 7 1,234 441 1,169 423
Total non-current assets 15,774 5,022 15,830 6,010
Total assets 57,773 24,347 57,961 23,848
Liabilities
Current liabilities
Trade & other payables 8 3,046 1,538 4,472 1,273
Employee entitlernents 2,408 1,080 1,657 923
Income tax 5 7t &1 (&)} -
Total current liabilities 5,525 2,659 6,128 2,196
Total {Iabilities 5,525 2,650 6,128 2,796
Net assets 52,248 21,688 51,833 21,652
Equity
share capital 13 86,377 49,055 86,377 49,058
Share based payment reserve 1,883 702 1,883 702
Accurnilated losses (35,951) (28,047) (36,427 {28,105}
Foreign currency translation reserve (87) (22) - -
Total equity 52,248 21,688 51,833 21,652

The accompanying notes form un integral part of these financial stotements



XERC AHHUAL REPORT
FOR THE VEAR EHDED 31 MARCH 2012

PAGE 7

Group

Group Parent Parent
2012 2071 2072 2011
Notes ($oco0s) ($o00s) (#c00s5) {s000s8)
Operating activities
Cash was provided from
Receipts from customers 18,560 8,615 14,774 8,308
GSTreceived - 136 - 39
Dividends received 26 - 26 -
Other income 283 362 283 125
Interest received 632 BuB 627 896
19,501 10,011 15,710 9,568
Cash was applied to
Payrients to suppliers & employees (23,379} {15,231) {22,277) (14,934)
GST paid (833} - (329) -
Income tax paid (150) - - -
{24,362 (15,231) (22,546} {24.934)
Net cash flows from operating activities 18 (a,867) (5,220) (6,836} {5,268}
Investing activities
Cash was provided from
Cash acquired on acquisition of subsidiary " 259 - - -
259 - - -
Cash was applied to
Purchase of property, plant & equipment {3,963) (z07) (3,777} {237)
Capitalised development costs {3,519} (2.753) (3,499) (2.747)
Intangible assets =7) (19 {38) (8)
Other assets (2209) 08y (253) -
[nvestment in associate - {200} - (200)
Investment in subsidiary (1,000) - (1.000) 67
(8,218) (3,205) (8,567) (2,258)
Net cash flows from investing activities {8,559) {3,295) (8.567) (3,259)
Financing activities
Cash was provided from .
Director's loan 100 - 100 -
Repayment of other [oans 100 - 00 -
Share issue 35,638 4,000 35,638 4,000
35,838 4,000 35,838 4,006
Cash was applied to
(Cost)frefund of share issue (364) 40 (364) 40
Net cash flows from financing activities 35,474 4,040 35,474 4,040
Net increase/f{decrease) in cash held 22,054 (4.475) 20,071 (4.585)
Foreign currency translation adjustrment - - - -
Cash & cash equivalents at beginning of the year 16,922 1,397 18,651 7,238
Cash & cash equivalents at end of the year 38,576 16,922 36,722 16,651

The eccompanying notes form an integre! port of these financlal statements



PAGE B XERQ ANRUAL REPORT

FOR THE VEAR EXIDED 21 MARCHE 202

NOTES TO THE FINANCIAL STATEMENTS

1. CORPORATE INFORMATION

Xero Limited is a limited liability company, domiciled and
incorporated in New Zealand and registered under the New Zealand
Compantes Act1993. The registered office ofthe Company is

3 Market Lane, Wellington 6om, New Zealand.

The financlal statements presented are for Xero Limited (the
“Company"} and its subsidiaries comprising Xero (UK) Limited,

Xero Pty Limited (Australia), Xero Inc {Unlted States), Xero Trustee
Limited, Max Sofutions Holdings Limited (“MSHL™) and Max Solrtions
Limited (together “the Group”) for the year ended 31 March 2012,

Xero Limited is an issuer for the purpases of the Financial Reporting
Act 1993,

The consalidated financlal statements of the Group for the year
ended 31 March 2012 were authorised for fssue in accordance with a
resolution of the Direetors on 24 May 2012

The Group’s principal activity is the provision of a platform for ontine
accounting and business services to small businesses.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(a) Basis of preparation The financial statements have been prepared
in aceardance with New Zealand generally accepted accounting
practice, They comply with New Zealand Equivalents to Internaticnal
Financial Reporting Standards (“NZ IFRS"), and other applicable
Financial Reporting Standards, as appropriate for profit-orfented
entities. The financial statements comply with Internationai Financial
Reparting Standards (“IFRS").

The financial staterments have been prepared in accordance with
the requirements of the Financial Reporting Act 1893 and Companies
Act1993.

The Company and Group are profit-oriented companies for financial
reporting purposes.

The consolidated financial statements have been prepared using the
histerical cost convention.

The preparation of financial statements requires management

to make judgements, estirmates and assumptions that affect the
application of accounting policies and the reported amounts of
assets, liabilities, income and expenses. The areas involving a higher
degree of judgement or complexity, or areas where assumptions and
estimates are significant to the consolidated financial statements,
are disclosed in Note 3.

(b) Changes in accounting policy & disclosures The accounting
policies adopted are consistent with those of the previous year.

(c} Basis of consolidation Subsidiaries are all entities over which
the Group has the power to govern the financial and operating
policies generally accompanying a shareholding of more than one
half of the voting rights, Subsidiaries are fully consclidated from
the date on which control is transferred to the Group. They are
de-consolidated from the date that control ceases. The acquisition
method of accounting is used to account for the acquisition of
subsidiaries by the Group. The consideration transferred for an
acquisition is measured as the fair value of the assets given, equity

instruments issued and liabilities incurred or assumed at the date of
exchange. Costs directly attributable to the acquisition are expensed
in the ncome Statement. Inter-company transactions, balances

and unrealised gains on transactions between Greup companies

are eliminated. Unrealised losses are also eliminated. Accounting
policies of subsidiaries are consistent with the policies adopted by
the Group.

(d) Associates Associates are afl entities over which the Group has
significant influence but not control. Investments In assaciates are
accounted for using the equity method of accounting and are initially
recognised at cost.

The Group's share of its associates’ post-acquisition profits or
[osses is recognised in the Income Statement, and its share of

post acquisition movernents in cther comprehensive income is
recognised in other comprehensive income. The cumulative post-
acquisition movements are adjusted against the carrying amount

of the investment. When the Group's share of losses in an associate
equals or exceeds its interest in the assoclate, including any other
unsacured receivables, the Group does not recognise further losses,
unless it has incurred obligations or made payments on behalf of
the assccizate,

Unrealised gains on transactions between the Group and its
associates are eliminated to the extent of the Group's interest

in the associates. Unrealised losses are also eliminated unless
the transaction provides evidence of an impairment ofthe asset
transferred. Accounting policles of assaciates have been changed
where necessary to ensure consistency with the policies adopted
by the Group.

(e) Reveniue Revenue ia relation to subscriptions and training is
recognised to the extent that it is probable that the economic
benefits witl flow to the Group and the revenue can be reliably
rmeasured. Revenue is recorded net of GST and discounts and

after eliminating sales within the Group. The following specific
recognition criteria must also be met before revenue is recognised:

Services - Revenue is recognised in the aecounting perfod in which
the service is rendered. Consideration received prior to the service
being rendered Is recognised in the Staternent of Financial Position
as income in advance and included within trade and cther payables.
Revenue for which services have been rendered but inveices have not
beenissued is recognised within the Income Statemnent and in the
Staternent of Financial Position as acerued income within trade and
other recejvables.

Interest - Interestincome is recognised on an acervals basis using
the effective interest rate method,

Govarnment grants - Government grants are recognised at their
fair value where there is reascnable assurance that the grants will
be received and all attaching corditions will be complied with.
When a grant relates to an expense jtem, it is recognised as income
over the perfod necessary to match the grant on a systematic basis
to the costs that it is intended to compensate.

(f) Income tax Income tax expense comprises current and deferred
tax. Income tax expense is recognised in the Income Statement
except to the extent that it relates to iterns recognised directly in
equity, in which case it is recognised in other Comprehensive Income
and equity.



Current tax is the expected tax payable on the taxable income for
the year, using tax rates enacted or substantially enacted at the
reporting date, and any adfustment to tax payable in respect of
previous years.

beferred tax is recognised, using the lability method, on temporary
differences arising between the tax bases of assets and labilities
and their carrying amounts in the consolidated financial statements.
Deferred income tax is determined using tax rates {and laws) that
have been enacted or substantially enacted by the reporting date
and are expected to apply when the related deferred income tax
asset Js realised or the deferred income tax liability is sestled.

A deferred taxasset is recugnised to the extent that it is probable
that future taxable profits will be available against which temporary
differences can be utilised. Deferred tax assets are reviewed at
each reporting date and are reduced to the extent that it is no
longer probable that the related benefits will be realised,

As permitted by NZIAS 12: Income Taxes, deferred tax assets

in relation to tax losses have been recognised to the extent

of the Group's deferred tax liabilities.

Deferred income tax is provided on temporary differences arising
on investments in subsidiaries and associates, except for deferred
income tax liabilities where the timing of the reversal of the
temporary difference is controlled by the Group and itis
probable that the temporary difference will not reverse

in the foreseeable future.

Deferred Income tax assets and liabilities are offsetwhen thereis

a legally enforceable right to offset current tax assets against current
tax liabilities and when the deferred income tax assets and labilities
relate to income tax levied by the same taxation authority on either
the same taxable entity or different entities where there is an
intention to settle the balanice ¢n a net basis,

{g) GST The Income Statements and the Statements of Cash Flows
have been prepared so that all components are stated exclusive of
GST, except where GST is not recoverable. All iterns in the Statement
of Financial Position are stated net of GST with the exception of
receivables and payables, which Include GST invoiced.

Commitments and contingencies are disclosed net of the amount
of GST recoverable from, or payable to, the taxation authority.

{h) Foreign currency translation [tems included in the financial
statements of each of the Group's entities are measured using the
currency of the primary econormle environment in which the entity
operates (“the functional currency™). The consolidated financial
staternerts are presented in New Zealand dollars (§), which is the
Company’s functionat currency. Foreign currency transactions are
transfated into the functional currenty using the exchange rates
prevailing at the dates of the transactions. Foreign exchange gains
and losses resulting from the settlerent of such transactions and
from the translation at year-end exchange rates of monetary assets
and liabilities denominated in foreign currencies are recognised

in the ncome Statement. Foreign exchange gains and losses are
presented in the Income Statement within operating expenses.

The Group translates the results of its forelgn operations from their
functional currencies to the presentation currency of the Group using
the closing exchange rate at balance date for assets and liabilitles
and the average monthly exchange rates for incame and expenses.

XERD ANNUAL REPORT
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The difference arising from translation of the Statement of Financial
Position at closing rate and the Income Statement at average rateis
recorded within the foreign currency translation reserve.

{i) Property, plant & equipment Property, plant and equipment
are stated at historical cost less depreclation. Historical cost
includes expenditure that is directly attributable to the acquisition
of the itemns.

Depreciation on assets is calculated using the straight-line method
to allocate their casts to their residual values over their estimated
useful lives, as follows:

Leasehold improvements Terms of lease

Motor vehicles 3-4 years
Furniture & equipment 1=~7 years
Computer equipment 2-3 years

The assets’ resitdual values and usefid lives are reviewed and
adjusted if appropriate at each balance date.

An asset’s carrying amount Is written down immediately to its
recoverable amourit if the asset's carrying amount is greater than
its estimated recoverable amount.

Gains and losses on disposals are determined by comparing
praceeds with carrying amounts, and are recognised in the
Incomme Statement.

(j) Ineangible assets
(1} Research costs are expensed as incurred.

Costs associated with maintaining internal computer software
programs are recognised as an expense as incurred. Costs that
are directly associated with the development of the software
products controlled by the Group are recognised as intangible
assets where the following criteria are met:

itis technically feasible to complete the software product
so that it wilt be available for use;

~ management intends to cortplete the software praduct
and use or sell it;

there is an ability to use or sell the software product;

itcan be demonstrated how the software product will generate
probable future economic benefits;

- adequate technical, financial and other resources te complete
the development and to use or sell the software product are
available; and

the expenditure attributable to the software product during
its development can be reliably measured.,

Directly attributable costs that are capitalised as part of the
capitalised software develapment costs include the software
development employee costs. Other development expenditures that
do not meet these criteria are recognised as expenses as Incurred,
Developrient costs previously recognised as expenses are not
recognised as assets in a subsequent period, Computer software
development costs recognised as assets are amortised over their
estimated useful lives,
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

(1) Other intangible assets acquired are initially measured at cost.
Internally generated assets, excluding capitalised development
costs, are not capitalised and expenditure is recognised in the
Incorme Statement in the year in which the expenditure is incurred,

The useful tives of the Group’s intangible assets are assessed to be
finite. Assets with finite lives are amortised over their useful lives and
tested for impairment whenever there are indications that the assets
may be impaired.

(1)) Amortisation is recognised in the Income Statement on a
straight-line basis over the estimated useful fife of the intangible
asset, from the date it is available for use.

The estimated useful lives are:

Trademarks/patents 10 years
Domains 10 years
Capitalised development costs 3-5 years

(k) tmpairment of non-financial assets At each reporting date, the
Group assesses whether there is any indication that an asset may be
impaired. Where an indlcator of impairment exists, the Group makes
a format estimate of the recoverable amount. Where the carrying
value of an asset exceeds its recoverable amount, the asset is
considerad Impaired and is written dawn to its recoverable amount.

Recoverable amount is the greater of fair value less costs to sell

and value in use. For the purposes of assessing impairment, assets
are grouped at the towest levels for which there are separately
identifiable cash flows {cash-generating units). Non-financial assets
other than goodwitl that sufferad an impairment are reviewed for
possible reversal of the impairment at each reporting date,

(1) Non-derivative financial instruments The Group classifies its
financial assets as loans and receivables. The classifications depend
on the purposes for which the financial assets were acquired.
Managesment determines the classifications of its financial assets at
initial recognition.

{m) Loans & recelvables are non-derivative financial assets with fixed
or determinable payments that are not quoted in an active market.
They are included in current assets, except for those with maturities
greater than 12 months after the reporting date, These are classified
as non-current assets. The Group’s loans and receivables comprise
“trade & other receivables” and “cash & cash equivalents” in the
Statement of Financial Position. Loans and receivables are carried
at amortised cost using the effective interest method. The Group
assesses at each reporting date whether there is objective evidence
that a financial asset or a group of financial assets is impaired.
Impairment testing of trade receivables is described in Note 2.(0).
The Group does not have any derivatives.

{n) Cash & cash equivalents include cash in hand, deposits held at
calf with banks, other short-term and highly liquid investments with
original maturities of six months or less, '

(o) Trade & other receivables are recognised initially at fair value and
subsequently measured at amortised cost using the effective interest
method, less proviston for impairment, A provision for impairment of
trade receivables is established when there is objective evidence that
the Group will not be able to collect all amounts due according to the
original terms of the receivables. The carrying amount of an asset is
reduced through the use of an allowance account, and the amount
ofthe loss is recognised in the Income Statement, When a trade
recelvable {s uncollectible, it is written off against the allowance
account for trade receivables. Subsequent recoveries of amounts
previausly written offare credited against the Income Statement.

(p) Trade & other payables are recognised initlally at fair value and
subsequently measured at amortised cost using the effective interest
method. They represent liabilities for goods and services provided to
the Group prior to the end of the financial year that are unpaid. The
amounts are unsecured, non-interest bearing and are usuatly paid
within 45 days of recognition.

(q) Provisions Provisions are recognised when the Group has a
present legal or constructive obligation as a result of past events, it
is probable that an outflow of resources will be required to settle the
obligation, and the amount has been reliably estimated. Provisions
are not recognised for future operating losses,

Where there are a number of similar obligations, the likelihood
that an outflow will be required in settlement Is determined by
considering the class of obligations as a whote, A provision is
recopgnised even if the likelihood of an outflow with respect to any
one item included in the same class of obligations may be smatl.

Provisions are measured at the present value of the expenditures
expected to be required to settle the obligation using a pre-tax rate
that reflects current market assessments of the time value of money
and the risks specific to the obligaticn, The increase inthe provision
dua to the passage of time is recognised as interest expense,

{r} Employee entitlements The liability for employeas’ compensation
for future leave is accrued in relation to the length of service rendered
by erployees and relates to the vested and unvested entitlements.

The Group operates both short-term and long-term incentive
plans. Employee incentive obligations are measured at the amounts
expected to be paid when the lability is settled and are expensed
as the related service Is provided. The Group operates an equity-
settled, share-based compensation plan, under which the entity
receives services from employees as consideration for equity
instruments of the Group. The value of the employse services
received for the grant of non transferable share options and
shares is recognised as an expense over the vesting period and the
amount is determined by reference to the fair value of the options
and shares granted.

(s) Leases Operating lease payments are recognised as an expense
in the Income Statement on a straight-line basis over the lease term.

Finance leases, which transfer to the Group substantially all the
risks and benefits incidental to ownersghip of the leased items,

are capitalised at the inception of the leases at the fair value of

the leased assets or, if lower, at the present value ofthe minimum
lease payments. The leased assets and corresponding Habilities are
therefore recognised and the assets are depreciated in line with the
Grotip's depreciation palicy to reflect estimated useful {ives.



Lease payments are apportioned between the finance charges and
reduction of the lease liability so as to achieve a constant rate of
interest onthe remaining balance of the liability. Finance charges
are inctuded in the Income Statement as interest costs.

(t} Earnings per share The Group presents basic and diluted earnings
per share ("EPS"} data for its crdinary shares,

Basic EPS is calcutated by dividing the Group profit or loss attributable to
ordinary sharehalders of the Company by the weighted average number
ofordinary shares outstanding during the period.

Diluted EPS is determined by adjusting the profit or loss attributable to
ordinary shareholders and the weighted average number of ordinary
shares outstanding for the effects of all dilutiva potential crdinary
shares, which comprise convertible notes and share options granted
to emnployees,

{u) Share capital Ordinary shares are classified as equity.
Incremental costs directly attributable to the Issue of new shares are
shown in equity as a deduction, net of tax, from the proceeds, Whara
any Group company purchases the Company’s equity share capitat
(treasury shares), the consideration paid is deducted from equity
attributable to the Company’s equity holders until the shares are
cancelled or transferred outside the Group.

(v} Segment reporting An operating segment is a component

of an entity that engages in business activities fram which it may
earn revenue and incur expenses, whose operating results are
regularly reviewed by the entity’s Chief Operating Decision Maker
to make decislons about resources te be allocated to the segment
and assess its perfermance, and for which diserete financial
information is available. Operating segments are aggregated for
disclosure purposes where they have similar products and services,
production processes, customers, distribution methods and
regulatory environments,

(w} Standards or interpretations issued but not yet effective

NZ1FRS g Financfal tnstruments addresses the classification,
measurement and derecognition of financial assets and financial
lizbilities. The standard is not applicable until 1 January 2035 but is
available for early adoption. Financial assets are classified according
to thelr measurement, fair at ither value or amortised cost. It is not
expected to have a material impact on the Company or Group.

NZ IFRS 44 New Zealand Additional Disclosures (effective for
accounating periods beginning on or after 1 July 201). This standard
relocates Mew Zealand specific disclosures that were previously
embedded within the standards to one place and revises disclosures
relating to compliance with NZ-IFRS, the statutory basis or reporting
framework for financial staternents, audit fees, imputation

credits, reconciliation of net operating cash flaws to profit or loss,
prospective financial statements, and efernents in the statement,

of financial performance. The standard is not expected to have a
material impact on the Group financial statements. The Group will
adopt the standard for the year ending 31 Mareh 2013.

Harmonisation Admendments: Amendments ta NZ-IFRS to
Harmonise with IFRS and Australian Accounting Standards (effective
for accounting periods beginning on or after 1 July 20m). The
harmonisation amendments relate to the joint Trans-Tasman project
to align New Zealand and Australian accounting standards with IFRS
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and to remove disclosures to a separate standard (FRS 44) that were
previously included within the associated reporting standard. This
standard [s not expected to have a material impact on the Group
financizl statements. The Group will adopt the standard for the year
ending 31 March 2013,

There are a number of other amendments to accounting standards as
part of the cngoing Improvement process, None of these changesis
expected te impact significantly on the Group.

The Company and Group have not adopted any standards prior to
their effective date.

3. SIGNIFICANT ACCOUNTING JUDGEMENTS

In applying the Group's accounting policies, management continually
evaluates judgements, estimates and assumptions based on
experience and other facters, including expectations of future events
that may have an Impact on the Group. All judgements, estimates and
assumptions made are believed to be reascnable based onithe most
current set of circumstances available to the Group, Actual results
may differ from the judgements, estimates and assumptions.

The significant judgements, estimates and assumptions made by
management {n the preparation of these financial statements are
outlined below.

(a} Deferred tax asset Deferred tax benefits relating to carry ferward
tax losses and deductible temporary differences are recognised by
the Group and Company 1o the extent that it is probable that taxable
profits will be available against which those losses and temporary
differences can be recognised. Deferred tax assets in relation to tax
losses have been recognised to the extent of the Group’s deferred
tax liabilities.

The Group has not recognised deferred tax benefits in relation to all
carry forward losses. The Company has not yet reached break-even
and is expected to make a further loss in the year ending 31 March
2013. It is not considered prudent to recognise a deferred tax assetin
respect of losses and other ternporary differences unti] the point that
the Company reaches break-even.

{b} Capitalised development costs The Group capitalises its
development costs based on a proportion of employee costs. The
percentages applied are in line with Industry standards, The Group
regularly reviews the carrying value of capitalised development costs
to ensure thay are supported by the associated future economic
benefits. The development costs are amertised over three to five
years, being the expected useful life of the software,

(c) Business combinations Business combinations are accounted for
using the acquisition method. The amounts transferred it a business
combination are measured at fair value, which is calculated 25 the
sum of the acquisition date fair value of the assets transferred and
the liabilities incurred by the Group to former owners of the acquiree.

Management has assessed the fair value of the financial assets

and liabilities In accordance with the contractual terms, economic
conditfons, the Group’s operating and accounting policies and other
relevant conditions as at the acquisition date.
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4. REVENUES & EXPENSES

Group Group Parent Parent
2012 2011 2012 201
Notes (s000%) {$o00s) {$0008) {s000%)
Operating revenue from the rendering of services 19,370 9,341 15,186 8,858
Other income
Government grants* 401 52 401 52
Research & development tax credit - 273 - 273
Dividends received 1 - - 26 -
401 325 427 325
Total revenue & other income 19,771 9,666 15,613 9,183
Operating expenses
Employee entitlements 19,272 1,047 12,742 8,760
Employee entitlements capitalised (5,426) (2,753) (3,208) {2,747)
Advertising & marketing 2,876 2,237 123 1,490
1T infrastructure costs 3,266 2,046 2,856 2,046
Intercompany market support payments 15 - - 4,703 3,644
Consulting & subcontracting 1222 412 792 368
Travel related 839 537 487 339
Lease/rental 958 472 766 433
Communicaticn & office administration 484 325 338 246
Superannuaticn costs 330 204 139 94
Directors’ fees 220 222 220 239
Fees paid to auditors 16 167 143 142 ga
Loss on disposal of property, plant & equipment Mg - 121 -
Loss/{gain) on foreign exchange transactions 8 {10) &3] 15
Other operating expenses 2,072 2,012 1,559 1,523
Total operating expenses exc, depreciation & amortisation 26,491 16,864 22,882 16,532
Depreciation & amortisation expense
Property, plant & equipment g 320 207 a5y 186
Amortisation of other intangibic assets 10 b 10 10 7
Amortisation of development costs 10 1,563 936 1,569 930
Total depreciation & amortisation 1,884 1,153 1,838 1,123
Total operating expenses 28,385 18,017 24,720 17,655
Interest income
Interest incore ~ bank 587 868 582 866
Interest income - loan to related party 15 20 :3 20 8
Interest income - other 5 4 5 4
Net interestincome 612 aso Go7 878
Net operating loss before tax (8,002) (747} {8,500} £7,594)

‘Government grants have been received from the Ministry of Science and Innovation {2011: New Zealand Trade and Enterprisé). The grants were
claimed retrospectively oa qualifying expenditure, and all conditions have been fuifilled at balance date.
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The tax on the Group's profit before tax differs from the theoretical amount that would arise using the weighted average tax rate applicable to

profits of the cansolidated entities as follows:

Group Group Parent Parent

2012 2011 2012 201

{3000s) {0008} (3000s) ($000s)

Accounting loss before income tax (7,794) (7.467) {8,322} (7594)

At the statutory Income tax rate of 28% (2011: 30%) (2,182) (2,239) (2,330} (2,278)
Nen-deductible expenditure 27 20 (37) 1
Effect of change in income tax rate 39 - - -
Tax rate variance of subsidiary 63 =) - -
Tax expense on share of associate company profit n 3 - -
Total tax losses not recognised 2,152 2,244 2,367 2,267
Income tax expense reported in income statement o 26 - -

Comprising:
Income tax 160 61 - -
Deferredtax {50} {35) - -
Income tax expense 110 26 - -
income tax payablefreceivable

Opening balance & - - -
Income tax liability for the year 160 61 - -
Income tax paid {(150) - )] -
Current tax payable/(receivable) 71 61 (% -

Imputation credit account

Balance as at 1 April

New Zealand income tax payments during the year

Balance at 31 March
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5. CURRENT & DEFERRED INCOME TAX (CONTINUED)

Deferred income tax

The analysis of deferred tax assets and deferred tax liabilities is as follows:

Group
provisions Group

& employee  accelerated Group Group

entitlements depreciation tax losses net

{$0008) (so00s) (3co0s) (s000s)

Deferred tax/(liability) balances:
A1 April 201 296 (577) 310 35
Effect of change In income tax rate on opening balance {20} 38 21 39
Adjustment in respect of prior periods (a7 - (=) {99)
Charged to income statement 345 (229) {8} 1o
At 37 March 2012 524 (752) 323 85
At April 2010 - - - -
Charged to income statement 206 (577 310 35
At 31 March 20m 256 (5T} 310 35
Parent
pravisions Parent

&employee accelerated Parent Parent

entitlements depreciation tax losses net

(s000s) (30008) {sco0s) {$000s)

Deferred tax/(liability) balances:

At 1 Aprit 20m 261 (577) 310 -
Effect of change in income tax rate on cpening balance 7 38 (=1} -
Adjustment in respect of prior periods (155) - 155 -
Charged to income statement 238 (229) {9) -
At 31 March 2012 327 (762) 435 -
At April 2010 - - - -
Charged to incorne statement 251 (571} 310 -
At 31 March 2om 261 (571 310 -

With the exception of $77,000 it is not anticipated that deferred tax balances will be recovered within 12 months. Deferred tax assets and
liabilities have been offset where the balances are due tofreceivable from the same counterparties. Deferred income tax assets are recognised
for earried forward tax losses to the extent of the Company’s deferred tax liabilities. The Company has unrecognised New Zealand tax losses
available to carry forward of $35,051,000 (201 $26,698,000) subject to shareholder continuity being maintained as required by New Zealand
tax legislation.

6. CASH & CASH EQUIVALENTS

Group Group Parent Parent

2012 20m 2012 201

{$0008) {s000s) {sooos) {so00s)

Cash at bank . 2,607 380 416 157
Bank term deposits 36,369 16,542 36,306 16,500

38,876 16,922 36,722 16,651
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7. TRABE & OTHER RECEIVABLES
Group Group Parent Parent
2012 201 2012 2011
Notes {3000s) ($000s) {s00c0s) (soocs)
Current assets

Trade receivables 1,347 814 832 587
Trade receivables from related parties 15 - - 2,213 122
Accrued income 687 350 357 23
Prepayments Mm 172 iy g0
Interest receivable 138 16y 138 167
Government grant zeceivable 170 - 170 =
GST receivable - - 182 -
Rentat bonds 250 - 250 -
Loans to Directors 15 120 - 120 -
2,023 1,503 5,409 1,187

Non-current assets
Loans to Directors 15 - 232 - 232
Loans to key management 15 1,094 - 1,094 -
NZX & rental bonds 140 75 75 7%
Other loans - ne - 16
Other assets - 18 - -
1,234 441 17163 423

Trade receivables that are less than three months past die are not considered impaired. As of 31 March 20712, trade receivables of the Parent
and Group of $64,000 were past due (2011 $24,000). These relate to a number of independent customers for whom there is no recent history

of default. The Group has created a provision of $7,000 (2013: $16,000) for impaired recelvables,

8. TRADE & OTHER PAYABLES

Group Group Parent Parent

2072 2011 2012 20m

Notes (300083) {sc008) (saovos) {5000s5)

‘Trade payables 969 915 738 768
Trade payables due to related parties 15 - - 1,913 207
Accrued expenses 651 478 528 265
Onerous lease provision 23 275 - 275 -
Amounts payable on acquisition of subsidiary m 1,000 - 1,000 -
Income in advance g0 - 8 -
GST payable 61 145 - 33
3,046 1,538 4,472 1,273
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9. PROPERTY, PLANT & EQUIPMENT

Leasehold Motor Computer  Furniture &
improvements vehicles  equipment  equipment Total
(sc00s) ($000s) {3000s) {$o00s) {0003)

Group -~ Year ended 31 March 2012
Cost
Balance as ats April 2a11 308 8o 565 252 1,205
Additions 2,792 36 817 752 4,197
Disposals {319) - 077 (132) (625)
Foreign exchange adjustment - - 2 3] {4
Balance as at 31 March 2012 2,784 116 1,003 87c 4,773
Depreciation
Balance as at1 April zom 182 62 391 194 738
Depreciation expense 75 % 177 52 320
Dlsposals (212) - (162) (76} (480)
Foreign exchange adjustment 0] - (€3] 2 (i}
Balance as at 31 March 2012 4 78 404 8z 578
Net carrying amount 2,770 38 589 788 4,195
Parent - Year ended 31 March 2012
Cost
Balance as at 1 April 20M 306 8o 487 213 1,086
Additions 2,752 36 519 684 3,991
Disposals (304) - (173} (132) {6og)
Balance as at 31 March 2012 2,754 16 833 765 4,468
Depreciation
Balance as at1 April 20m 182 62 357 o1 702
Depreciation expense sl 16 133 40 259
Disposals (244) - {163) {76} {483)
Balance as at 31 March 2012 8 78 327 65 478
Net carrying amount 2,746 38 506 FOO 3,990

Continued on next poge ...
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Leasehold Motor Computer  Furniture &
improvements vehicles  equipment  equipment Total
(socoos) {$000%) ($o00s) (s0008) ($o00s)

Group - Year ended 31 March 2011
Cost
Balance as at1 April 2010 255 60 422 162 899
Additions 53 20 144 a0 307
Disposals - - - - -
Foreign exchange adjustiment - - (] - 0
Balance as at 31 March 2011 308 8o 565 252 1,205
Depreciation
Balance as at 1 April 2010 125 48 282 77 532
Depreciation expense 57 % 109 27 207
Disposals - - - - -
Foreign exchange adjustment - - - - -
Balance as at 31 March 2011 182 62 391 104 739
Net carrying amount 126 18 174 148 466
Parent - Year ended 31 March 2011
Cost
8alance as att April 2010 255 60 379 155 849
Additions 51 206 108 58 237
Disposals - - - - -
Balance as at 31 March 2071 306 8o 487 213 1,086
Deprecintion
Balance as at 1 April 2010 125 48 266 77 518
Depreciation expense 57 14 g1 24 185
Disposals - - - - -
Balanee as at 3t March 2011 282 62 357 101 702

Net carrying amount 124 8 130 T2 384
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10. INTANGIBLE ASSETS

Patents & Software
trademarks development* Domains Total
{$oo0os) {30008} (so00s) {$000s)

Group - Year ended 31 March 2012
Cost
Balance as at1 April 20m ag 7,688 81 7,798
Additions 3 7,054 34 7,09
Disposals - - (33 (33)
Fareign exchange adjustment - - 0] 0]
Balance as at 31 March 2012 32 4,742 -3 14,855
Amortisation & impairment
Balance as at1 April 2011 7 2,997 2 3,025
Amortisation during year 3 1,563 2 1,574
Disposals - - ) @
Balance as at 31 March 2012 10 4,560 25 4,595
Met carrying amount 22 10,182 56 10,260
Parent - Year ended 21 March 2012
Cost
Balance as at T April 20m 26 7:682 49 7:757
Additions <] 4,834 kil 4,87
Balance as at 31 March 2012 32 12,516 f:{a3 12,628
Amortisation & impairment
Balance as at1 April 2011 7 2,991 18 3,016
Amartisation during year 3 1,569 7 1,579
Balance as at 31 March 2012 10 4,560 25 4,595
Net carrying amount 22 7,956 55 8,033

Continued on next pege ...
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Patents & Software
trademarks development* Domains Total
($0003) {s0008) {s0005) ($o00s)

Group - Year ended 31 March zom
Cost
Balance as at1 April 2010 22 4,935 70 5,027
Additions 7 2,753 L 2,77
Balance as at 31 March 2011 29 7,688 81 7,758
Amortisation & impairment
Balance as at1 April 2010 2,061 3 2,079
Amortisation during year 916 8 946
Balance as at 31 March 20m 7 2,897 21 3,025
Net carrying amount 22 4,691 60 4,773
Parent - Year ended 31 March 20m
Cost
Balance as at1 April zo10 22 4,935 45 5,002
Additions 4 2,747 4 2,755
Balance as at 3t March zo11 26 7,682 49 7.757
Amartisation & impairment
Balance as at 1 April 2010 2,061 i3 2,079
Amortisation during year 230 5 937
Balance as at 31 March 2011 7 2,901 18 3,016
Met carrying amount 19 4,691 3 4,741

*Capitalised development costs have been internally generated.
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11. BUSINESS COMBINATIONS
Paycycle Holdings Pty Limited

On 1 August 2011 the Group acqulired the assets and business of Paycycle Holdings Pty Limited. The transaction will cost a total of NZ $1.9 million
comprising a cash component and an equity component.

The following table summarises the cash componant pald and the amount of assets acquired. No liabilities were assumed.

($000s)
Cash consideration at 1 August 20m 377
Contingent consideration paid December 201 251
Total cash consideration G628
Recognised amounts of identifiable assets acquired
Software development costs 628
Goodwill .
Total identifiable assets 628

The equity component of the consideration comprised the issue of 606,130 shares in Xero Limited to the owners of Paycycle Holdings Pty
Limited at the volume welghted average price (“VWAP”) for the twenty days prior to1 August 20m which was $213. The total equity component
was $1.3 miltion.

The vesting of the shares is to be recognised separately from the acquisition and is contingent on continued employment by the Group of
the owners for a three year period and will be recognised as an employment cost over that periad. As these employees are invelved in the
development of software an element of these amounts will be capitalised under the Group's software development capitalisation policy.

The revenue from the Paycycle business included in the Group’s Income Statement for the period ended 31 March 2012 was $235,000. The
paycycle business incurred a loss of $110,000 for the period. Had the acquisition oceurad at the start of the financial year the result of the
Group would not have materially changed.

Max Solutions Holdings Limited

On 27 January 2012 the Group acquired Lhe remaining shares (84.1%) in Max Solutions Holdings Limited (“MSHL”). The transaction will cost
a total of 36 million comprising a cash component and an equity component. Control of the assets and business of MSHL was obrained on1
November zom, consolidation commenced from this date.

$1 million of the cash component was paid on completion. Deferred consideration arrangements require the Group to pay the owners of MSHL a
further $3 million in cash; $500,000 being payable six months after completion date and $500,000 payable 12 months after completion date,

The equity component of the consideration comprised the issue of 1,261,830 shares in Xero Limited to the owners of MSHL at the VWAP price for
the twenty days prior to 23 March 2012 which was $3.17. The total equity component was $4 million.

The vesting of the shares Is to be recognised separately from the acquisition and is contingent on continued employment by the Group of
the awners for a three year period and will be recognised as an employment cost over that period. As these employees are involved in the
development of software an element of these amounts will be capitalised under the Group’s software development capitalisation policy.

The fair value of MSHL at acquisition date was $2,378,000.

Continued on next pegs ...
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The following table summarises the consideration paid and the amounts of assets and liabilities assurnad:
(soo0s)
Cash consideration at 27 January 2012 {Completion date) 1,000
Deferred consideration 1,000
Total consideration for remaining shareholding 2,000
Recognised emounts of identifiable assets & liabilities acquired
Cash & cash equivalents 259
Property, plant & equipment 14
Intangible assets - software development 2,204
Amounts payable to outside parties (a7}
Income tax payable (52}
Enterprise value 2,378
Satisfied by:
Cash consideration 1,000
Deferred cash consideration 1,000
15.9% investment at acquisition date 200
Share of pre-acquisition profits net of tax 34
Dividends received {26)
Gain on revatuation of investment to fair value 170
2,378

#rior to the acquisition the Group held a 15.9% stake in MSHL which had been acquired for $200,000 cash. The Group recognised i its

Statement of Comprehensive Income a gain of $170,000 as a result of re-measuring at falr value its 15.9% share, as required by NZ IFRS 3.

The costs directly attributable to the acquisition of MSHL were $51,000. These have been expensed within the Group’s Income Statements

as an operating expense,

The revenue from MSHL included in the Group's Income Statement for the period 1 November 2011 to 31 March 2012 was §601,000.
MSHL reported a profit of $251,000 for the same period ending 31 March 2012,

tad the business cornbination taken place from 1 April 2011, MSHL would have reported revenues of $1,289,000 and a profit of $492,000

for the year ended 31 March 2oz,
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12. INVESTMENT IN ASSOCIATE

Group Group
2012 2011
{sooos) (s000s)
At 1 April 207 -
Acquisition of associate - 200
share of profit 38 10
Dividend received (26} -
income tax expense a )
Consideration received {378} -
Gain on disposal 170 -
At 31 March - 207
Xero Limited purchased 189 shares of MSHL, an unlisted company, on 24 December 2010,
Xero Limited purchased the remaining shares to acquire MSHL as a subsidiary on 27 January 2012,
13. SHARE CAPITAL
Movement in ordinary shares on fissue
Group Group Parent Parent
2012 2011 2012 20m
Notes (ocos) {ooos) (ooos) {oo0s)
Balance as at1 Aprit 91,012 27,631 Q91,012 87,640
Issue of ordinary shares 13,352 2,681 13,352 2,681
Issue of ordinary shares - purchase of Paycycle assets 1 606 - 606 -
issue of ordinary shares - purch.';lse of Max Solutions
Holdings Limited ] 1,262 B 1,262 -
Issue of ordinary shares under employee
restricted share plan il 550 700 550 691
Ordinary shares on issue at 31 March 106,782 91,012 106,782 91,012
Treasury stock (2.683) {763) (2,683) {763}
Ordinary shares on issue at 31 March 104,099 90,249 104,099 90,249

All shares have been issued, are fully paid and have no par value,

During the year the Company undertook a share placemant programme whereby a total of 7.27 million shares were issued at $2.75. In March
2012 a Share Purchase Plan was completed with & total of 5.69 million shares issued at $2.75to existing shareholders. In addition, shares were

issued to key management personnel (note1s),

The Company issued 550,000 shares in June 201 as part of the Company’s Employee Restrictad Share Plan at an average price of $2.20.

Included within the value of share capital are transaction costs associated with the issue of new erdinary shares. These transaction costs were

directly associated with the equity transactions and accordingly have been accounted for as a deduction from equity.

Treasury stock includes shares issued in relation to the purchase of the Paycycle assets and MSHL and the Employee Restricted Share Plan and

that have yet tovest.



XERD ANKUAL REPGAT PAGE 23
FOIR THE YEAR ERDGD 31 M2REH 2017
14. EARNINGS PER SHARE
Loss attributable to ordinary shareholders:
Group Group Parent Parent
2012 201 2012 20M
Notes {oo0s) {oo0s) {ooos) {coos)
Wet loss after tax {($7:.904) (37.487) (48,322) ($7.594)
tssued ordinary shares 12 106,782 91,012 106,782 91,012
Weighted average of issued ordinary shares 93,472 89,322 93,472 89,322
Basic & diluted loss per share (50.08) (40.08) {$0.09) (30.09)
15, RELATED PARTIES
The Company entered into the following transactions and had balances (payable)/receivable with the following related parties:
Group Group Parent Parent
2012 2071 2012 20M
(0003} {$000s) ($o00s8) {s000s)
Xero (UK) Limited (UK)
Market support payments to subsidiary - - 739 1,421
Distribution charge to subsidiary - - T2 985
Management fee charged to subsidiary - - 224 -
Due from/f{ta) subsidiary - - 693 (140)
Xero Pty Limited {Australia)
Market support payments to subsidiary - - 2,652 2,223
Intercompany transaction fees paid to subsidiary - - 39 -
Distribution charge to subsidiary - - 1,889 1,319
Management fee charged to subsidiary - - 488 -
Due from/(to) subsidiary - - 474 122
Xera Ine (United States)
Market support payments to subsidiary - - 1,312 -
Intercompany transaction fees paid to subsidiary - - 1 -
Distribution charge to subsidiary - - 79 -
Management fee charged 1o subsidiary - - 184 -
pue from/{to) subsidiary - - 333 (&7
Xero Trustee Limited
pue from subsidiary in refation to shares issued during the year - - - -
Xero Trustee Limited acts as Trustee for the Xero Limited Employee Restricted Share Plan. (Note 21),
Max Selutions Heldings Limited
Due from/(tc) subsidiary - - {200) -

All transactions and outstanding balances with these related parties are priced to provide a fair return on assets employed and revenues

generated and are to be settled in cash and under normal commercial terms. None of the balances are secured.

Operating revenue/(expense) includes ranagement fees, distributor costs, transaction fees and market support payments batween the

Company and its subsidiaries.
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15. RELATED PARTIES (CONTINUED)

The Group and Company entered into the following transactions and had balances payablefreceivable with the following related parties;

Leans te Directors and key managemant

Loan Loan Balance Loan Balance
principal interest outstanding interest outstanding
2012 2012 2012 2019 2011
(o005} ($o005) {$000s) {sooos) {so000s)

Directors
Phil Norman - 4 120 4 F11+
Graham Shaw - 2 - 4 16
Key managemsant 1,080 14 1,084 - -
1,080 20 1,214 8 232

Unsecured loans were issued to Directors during the year ended 31 March 2008 to purchase shares in the Company at $1.00 per share.
Simple interest is accrued at a rate of 4% per annum, with the loans and interest baing repayable five years after the date of Issue,

Secured loans were issued to key management during the year ended 31 March 2012 to purchase shares in the Company at §2.75 per share.
Simple interest is accrued ata rate of 4% per annum, with the loans and interest being repayable three years after the date of issue.

Gther related parties - key management & directors

Transaction Transaction Balance Balance

value for year value for year outstanding outstanding

2012 201 2012 2om

{$ooos) {$coo0s) {50005) {soc0s)

Sam Morgan, Graham Shaw, Craig Winkler - Anaplan nc. 55 - - -
55 - - ~

All transactions and outstanding balances with these related parties are priced on anarm’s tength basis and are to be settled in cash and under
normal commercial terms, Transactions relate to the provision of Financial Reporting software provided by Anaplan Inc. None of the balances
are secured. '

Some members of key management ard Directors subscribe to the Xero services provided by the Group. None of these related party
transactfons were significant to either the Comnpany or the Dlrectors.

Some members of key management participate in the Employes Restricted Share Plan (Note 1)
No amounts with any related parties have been written off or foregone during the year (20112 Nil).

Key management persannal remuneration Key management personael are defined as those persons having autherity and responsibility for
planning, directing and controlling the activities of the Group, directly or indirectly, and include the Chief Executive, his direct reports and
Directors. The following table summarises reruneration paid to key management personnel.

2012 20m

{s000s) {soc0s)

Short-term employee benefits 2,480 1,878
Share options (under Employee Share Options Scherne) 14 -

Share based payments {under Employee Restricted Share Plan) 487 243
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16. AUDITORS" REMUNERATION

Group Group Parent Parent
2072 2071 2012 20mM
{sooos) (soo0s) {0005} {s0008)

Amounts received or due & receivable by PricewaterhouseCoopers for:
Audit of financial statements 72 86 47 42
Accounting advice & agreed upon procedures review* 57 19 57 19
Taxation services** 18 38 38 38
Total feas paid to auditors 167 143 142 a9

* Services relate to ugreed upon procedures for the Group's haif yeor result, eurtit of the Company’s share register ond technieet aceounting advice,

** Services celate Lo the provision of assurance services for the annual lox return, tax advice on the Group's incentive plans and toxation of offshore employecs.

17. FINANCIAL INSTRUMENTS & FINANCIAL RISK MANAGEMENT OBJECTIVES

Financial instruments Financial instruments recognised in the Statement of Financial Position include cash balances, recelvables and payables,
itis, and has been, through the period of these financial statements, the Group's policy that no trading In financial instruments shall be

undertaken,

Classification & fair values The carrying value of the Parent’s and Group’s finangial instruments approximates their fair value. Set out below is a
comparison by category of the earrying amounts of all the Parent’s and Group’s financial instruments and their fair values.

Financial
liabilities at Total
Leans & amortised carrylng
receivables cost value Fair value
$oo0s) {soco0s) {$000s) ($0005)

Group - Year ended 31 March 2012
Assets
Trade & other receivables 2,732 - 2,732 2,732
Cash & cash equivalents 38,976 - 38,976 38,976
Loans to Directors 120 - 120 120
Loans to ey management 1,094 - 1,094 1,004
Total financial assets 42,922 - 42,922 42,922
Liabilities
Trade & other payables - 2710 2,710 2,710
Total financial liabilities - 2,710 2,710 2,770
Group - Year ended 21 March 2011
Assets
Trade & other receivables 1,406 - 1,406 1,406
Cash & cash equivalents 16,922 - 16,922 16,922
Loans to Directors 232 - 232 %32
Other loans 129 - 134 134
Total financial assets 18,694 - 18,694 18,694
Liabilities
Trade & other payables - 1,393 1,393 1,393
Total financiak liabilities - 1,383 1,393 1,383
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17. FINANCIAL INSTRUMENTS & FINANCIAL RISK MANAGEMENT OBJECTIVES (CONTINUED)

Financial
liabilities at Total
Loans & amortised carrying
receivables cost value Fairvalue
{s000s) {30005) {$000s) ($000s)

Parent - Year ended 31 March 2012
Assets
Trade & other receivables 5,035 - 5,035 5,035
Cash & cash equivalents 36,722 - 36,722 36,722
Loans to Directors 120 - 120 20
Loans to key management 1,094 - 1,094 1,094
Total financial assets 42,971 - 42,971 42,971
Liabilities
trade & other payables - 4,397 4,97 4,367
Total firancial liabilities - 4097 4197 4,197
Parent - Year ended 31 March 2011
Assets
Trade & other receivables 1172 - 1,172 1,172
Cash & cash equivalents 16,651 - 16,651 78,651
Loans to Directors 232 - 232 232
Gther loans 16 - 18 16
Total financial assets 18,171 - 18,7 18,171
Liabilities
Trade & other payables - 1,240 1,240 1,240
Tatal financial liabilities - 1,240 1,240 1,240

The main risks arising from the Group’s financlal instruments are interest rate risk, liquidity risk, credit risk and foreign currency risk.

Interest rate risk The Group's interest rate risk arises from its cash balances. These are placed on deposit at variable rates that expose the
Group to cash flow interest rate risk. The Group does not enter into forward rate agreements or any interest rate hedges.

The Company’s managertent regularly reviews its banking arrangements to ensure that it achieves the best returns on its funds while

maintaining access to necessary cash levels to service the Company’s day-to-day actlvities.

Continued on next poge ...
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The interest rate re-pricing profiles of the Group’s financial assets and Vabilities subject to interest rate risk are:
Balance
sheet 2 Months 24 Months  >24 Months

Interest Rate {s000s) {socos) (sooos) {sooos)
Group - Year ended 31 March 2012
Financial assets
Cash at bank 4.9% 38,976 38,976 - -
Loans to Directors & key management 4.0% 1,214 120 - 1,004
Total 40,190 39,096 - 1,084
Parent - Year ended 31 March 2012
Financiaf assets
Cash at bank 4.9% 36,722 36,722 - -
Loans to Directors & key management 4.0% 1214 120 - 1,094
Total 37,936 36,842 - 1,094
Group - Year ended 31 March 2om
Financlal assets
Cash at bank 4.9% 16,922 16,922 - -
Loansto Directors 4.0% 232 - 232 -
Other loans 4.0% né - né -
QOther assets 5.5% 18 - 18 -
Total 17,288 16,922 366 -
Parent - Year ended 21 March 20m
Financial assets
Cash at bank 4.8% 16,651 6,651 - B
Loans to Directors 4.0% 232 - 232 -
Other loans 4£.0% 16 - 116 -
Total 16,899 16,651 348 -

Ofthe financial assets and liabilities above, only the cash at bank [s subject to floating Interest rate risk. Loans to Directors and other loans are
subject to fived rate interest. All other financial assets and liabilities of the Group are not subject to interest rate risk.

As at 31 March 2012 if interest rates had been 1.0% higherflower with all other variables held constant, interest income, net loss and retained
earnings for the Company and the Group would have decreased/increased by $364,000 {2071 £186,000).

Liguidity risk Liguidity risk is the risk that the Company or Group cannat pay contractuat liabilities as they fall due. During the year, the Company
raised $36.6 million by way of private placement and the Share Purchase Plan. Following the receipt of the proceeds of the capital ralsing, the
Company has sufficient cash to meet its requirements in the foreseeable future, The Group has no debt and therefore management remains
focused on generating sufficlent revenue from sales to cover the ongoing costs of operation.
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17, FINANCIAL INSTRUMENTS & FINANCIAL RISK MANAGEMENT OBJECTIVES {(CONTINUER)

The following table sets out the undiscounted contractual cash flows for alt financial liabilities of the Company and Group:

Balance Contractual 6 months 8-12 More than
sheet  cashflows or less months 1-2years zyears
(50008} (s000s) (so00s) (so000s) {$o00s) {50003)
Group - Year ended 31 March 2012
Trade & other payables 2,710 2,710 2,710 500 - -
Total non-derivative liabilities 2,710 2,710 2,710 500 - -
Parent - Year ended 31 March 2012
Trade payables 4197 4,187 3197 500 - -
Total non-derivative liabilities 4,197 2197 3,197 500 - -
Group - Year ended 31 March zom
Trade payables 1,393 1,393 1,393 - - -
Total non-derivative liabilities 1,393 1,393 1,203 - - -
Parent - Year ended g1 March 2011
Trade payables 1,240 1,240 1,240 - - -
‘Total non-derivative liahilities 1,240 1,240 1,240 - - -

Credit risk Where the Group has 2 recelvable from anothar party, there is a credit risk in the event of non-performance by that other party.
Financial instruments that potentially subject the Group to credit risk principatly consist of bank balances and receivables.

The Group manages its exposure to credit risk by monitoring the credit quality of the finaneial Institutions that hold its cash balances. The
credit risk associated with trade receivables is small because of the inherently tow individual transactlon value and the spread over many
customers.

Maximum exposure fo credit risk at balance date

Group Group Parent Parent

20712 2011 2012 20m

{30005} {$000s) {soo0s) (s$000s)

Cash & cash equivalents 38,978 16,822 36,722 16,651
Receivables 2,712 1,406 5,080 1172
Non-current recaivables 1,234 366 1,165 348
Total 42,922 18,694 42,971 18,171

Foreign currency risk The Group faces the risk of movements in foreign currency exchange rates against the New Zealand doflar. The Group
operates in three other currencies, being UK pounds, Australian dallars and US dollars. As a result the Group’s Income Statement and
Staternents of Finarcial Position can be affected by movements in exchange rates.

Both the UK and Australian operations are now self funding. The US operation is funded directly from New Zealand and will continue to require
funding support for at least the next year. During this time the forelgn currency risk will increasingly be mitigated by the generation of revenues
inthe US,

The potential effect on the Company's and Group’s results for the year ended 31 March 2012 if the New Zealand dollar had weakened by 10%
against the other cperating currencies, with all other variables remaining constant, would be an increase in the net loss and retained earnings
for the Group of $188,000 (2011 $122,000).
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18. RECONCILIATION OF OPERATING CASH FLOWS
Group Group Parent Parent
2012 20m 2012 201
{s0003) {sco0s) (s000s) {so00s)
Reconcitintion from the net loss after tax to the net cash from operating activities
Net [oss after tax {7,904} (7.487) (8.322) (7.594)
Adjustments
Depreciation 320 207 259 186
Amortisation 1,574 946 1,579 937
Deferred tax (s0) {35) - -
Associate profit (28) 7 - -
Gain on investment in associate {170} - (178) -
Loss/(gain) on foreign exchange transactions (8) (53} 8 -
Loss on disposal on property, plant & equipment 19 - 12 -
Employes entitlements 1,380 814 950 Bos
Interest on loans (18) (12) (18) (2}
Changes in working capital items
(Increase)/decrease intrade receivables & prepayments (1062) (545) (3.697) {ao7)
(Decrease)fincrease in trade payables & aceruals (z02) 688 2,008 415
(Increase)/decrease in GST (84) 126 (215} 33
(Increase)fdecreasa in current tax payable 10 61 () -
(Decrease)fincrease in employee entitiements 1,282 75 €68 312
(Decrease)fincrease inincome in advance g0 (a8) 18 2]
Met cash from operating activities (4.,861) {5,220) {6,836} {5.368)
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19, SEGMENT INFORMATION

The Group has three reporting segments based on the geographical locations of the operations and revenue streams,

These segments have been determined based on the reports reviewed hy the Chief Operating Decision Maker to make strategic

decisions.

The Group currently operates in one business segment, providing an online accounting solution for small businesses,

Sales between segments are carried out at arm’s length. The revenue from external parties reported to the Board is measured [n a manner
consistent with that in the Income Statement, Entities are domiciled in New Zealzad, the United Kingdom ard Australia. Revenue from external

customers fs generated in their domiciliation countries.

The total of non-current assets, other than financial instruments, located in New Zealand is $11,097,000 (2011 $5,748,000) and the total of
non-current assets lecated in other countries is $191,000 {2011:139,000).

Inter-
United Rest of Segment
New Zealand Kingdom Australia World eliminations Total
{$oo0s) {sco00s} ($c00s) {s0008) {s0005) ($o00s)
Group - For the year ended 31 March 2012
Revenue from external customers 10,325 2,723 5,024 1,288 - 19,370
Inter-segment revenue 4,075 739 2,691 1,313 (8,819) -
Total segment revenue 14,400 3,462 2,715 2,611 (8,818) 19,370
Depreciation & amortisation (3.842) {6) {44} @ - (1,894)
Interest income 8og - 3 - - 612
Segment net {foss)/profit before tax {2,308) 154 347 1,103 - (7.799)
segment net (loss)/profit after tax (9,456) 138 312 1,102 - (7.904)
Non-current asset additions 11,098 2 165 22 - 1,288
Sepment assets 60,615 1,286 2,037 477 {6,642) 57,773
Segment liabllities 5,965 1,113 1,860 411 {3,824} 5,525
Group - For the year ended 31 March zom
Revenue from external customers 5,937 1,294 1,484 616 - 2:34
Inter-segment revenue 2,305 1,421 2,223 - (5.949) -
Total segment revenue 8,242 2,715 3717 616 (5.949) 9,391
Depreciation & amortisation (3,123) (o) {on) - - (53}
Interest income 878 - 2 - - 880
Segment net (loss)/profit before (8,210} 30 38 616 65 {7.467)
Segment net (loss)/profit after tax (8,733) 26 9 616 65 (7,487)
Non-current asset additions 3,27 16 g6 - (58) 2,315
Segment assets 23,948 860 96 - (1277} 24,347
Segment liabilities 2,186 706 875 - (,118) 2,659
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20. COMMITMENTS & CONTINGENCIES

There were no capital commitments or contingent liabilities as at 31 March 2012 (201t Nil).

21. SHARE BASED PAYMENTS
Employee Restricted Share Plan

In May 2008 the Xero Limited Employee Restricted Share Plan ("RSP') was introduced for selected executives and employees of the Group,
Under the RSP, ardinary shares in Xero Limited are issued to atrustee, Xero Trustee Limited, a wholly-owned subsidiary, and allocated to
participants, on grant date, using funds lent to them by the Company.

Under the RSP, the shares are beneficially owned by the participants. The length of retention period before the shares vest is between one and
three years. The price for each share issued during the year under the RSP is the higher of the volume-weighted average end-of-day market
price reported on the New Zealand Exchange for the 20 business days immediately preceding the date on which the share is allocated or the
invitation price.

If the individual is still employed by the Group at the end of this specific period, the employee is given a cash bonus that must be used to repay
the loan and the shares are then transferred to the individual. The number of shares awarded is determined by the Remuneration Committee
of the Board of Directors. The weighted average grant date fair value of restricted shares issued during the year was $2.29 (201! $1.44)

Shares with a grant date fair value of $580,000 vested during the year {20111 $483,000). The Group has no legal or constructive obligation to
fepurchase the shares or settle the RSP for cash.

Number of Number of
shares 2012 shares 2071
{coos) (oocs)
Unvested shares as at 1 April 670 420
Awarded pursuant to Employee Restricted Share Plan 621 721
Forfeited (49) (18)
Vested {493) (344)
Unvested shares as at 31 March - allocated to employees 758 678
Forfeited shares not yet reallocated - held by Trustee 57 84
815 763
Percentage of total ordinary shares 0.8% ©.8%
Ageing of Unvested shares
Balance of shares to vest within one year 455 358
Balance of shares to vest after one year but not more than two years 303 321
758 679

The number of shares awarded pursuant to the RSP does not equal the number of shares created for the scheme as forfeited shares are hetd in
trust and reissued.
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21. SHARE BASED PAYMENTS (CONTINUED)

Employee Share Options Scheme

Share aptions are granted to selected employees. The exerclise price of the granted options is equal to the market price of the shares on the
date of the grant.

Qptions are conditioral on the employee completing the necessary years service (the vesting perioad) as appropriate to that tranche.
The options tranches are exercisable in equal amounts over five years from the grant date. No options ¢an be exercised later than the first
anniversary of the final vesting date (a total of six years from the vesting date).

The Group has no legal or constructive obligation to repurchase or settle the options in cash.

Movements in the number of share options outstanding and their related weighted average exercise prices are as follows:

Average 2012 Average 201

exercise Options exercise Options

price {oo0s) price {ocos)

At 1 April - - - -

Granted 2,75 200 - -

At 31 March 2.75 200 - -

Cfthe 200,000 outstanding options none were exercisable as at 31 March 2012.

Shares Shares

Exercise {oo0s) {oo0s)

Expiry date - 27 January price 2012 207

2013 2.75 40 -

2014 275 40 -

2015 275 40 -

205 2.75 40 -
2017 2.75 40 -

200 -

The weighted average fair value of options granted during the period determined using the Black-Scholes vatuatlon model was $0.70 per option.

The significant inputs into the model were the spot share price of $2.75 at the grant date, the exercise price shown above, the expected
annualised volatility of33%, a dividend yield of 0%, an expected option life of between one and sixyears and an annual risk-free interest rate of
between 2.5% and 3.5%.

The volatility measured is the standard deviation of continuously compounded share returns and based on a statistical analysis of dally share
prices over the last 12 months.
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Group Group Parent Parent
2012 aomM 2012 zom
(30009 {s000s8) (s000s) {$oouos)
Within one year 1198 403 902 339
After one year but not more than five years 3,667 245 3,595 144
Mare than five years 2,943 - 2,943 -
7,808 648 7,440 483

Operating lease commitments are for the Group’s premises.

23. PROVISIONS

Group Parent
{socos) {$o00s)
Balance at 1 April 20m - -
Provision for onerous lease commitments 292 275
Armounts incurred )] -
Closing balance at 31 March 2012 275 275

The onerous lease provision consists of the fult amount payable over the remainder of the contracts for rental on premises in Wellington and
Melbourna that are no loager used by the Group and had no arrangements for subleasing at 31 March 2012.

24, GROUP ENTITIES

Subsidiaries

Interest Interest

Country of 2012 2013

Principal activity incorporation Balance date {9z} (%)

Xera Inc Limited risk distributor United States 31 December 100% 100%
Xero {(UK) Limited Limited risk distributor United Kingdom 31 Mareh 100% 100%
Xero Pty Limited Lirtited risk distributor Australia 20 June 100% 160%
Xero Trustee Limited Trustes New Zealand 1 March 100% 100%
Max Solutions Holdings Limited Holding company New Zealand 31 March 100% 15.9%
Max Solutions Limited Business software developer New Zealand 31 March 100% 15.9%

Xero Inc was incorporated on 24 February zon and commenced trading on16 August 2011.

Xero Trustee Limited is the Trustee for Xerc Limited Employee Restricted Share Plan.
Duringthe period Xero Ine and Xero Pty Limited applied to change their balance dates from 31 Becember and 30 June respectively to 31 March.

25. EVENTS AFTER THE BALANCE SHEET DATE

There were no events after balance date.
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AUDITORS’ REPORT

We have audited the financial statements of Xero Limited

("the Company") on pages 3 to 33, which comprise the statements

of financial position as at 31 March 2012, the income statements,
staternents of comprehensive income, statements of changes in
equity and statement of eash flow, for the year then ended, and

the notes to the financial statements that include a summary of
significant accounting policies and other explanatory information for
both the Company and the Group. The Group comprises the Company
and the entities it cantrelied at 31 March 2012 or from time to time
during the financial year.

Directors® Respensibility for the Financial Statements The Directors
are responsible for the preparation of these 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 controls as the Divectors determine
are necessary to enable the preparation of financial statements that
are free from material misstatement, whether due to fraud or error.

Auditors’ Responsibllity Our respensibility is to express an opinion

on these financial statements based on our audit. We conducted our
audit in accordance with Internatfonal Standards on Auditing (New
Zealand) and International Standards on Auditing, These standards
require that we comply with relevant ethical requirements and plan
and perform the audit to obtain reasonable assurance about whether
the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence
about the amounts and disclosures in the financlal statements. The
procedures selected depend on the auditors’ judgement, including
the assessment of the risks of material misstatement of the financial
staternents, whether due to fraud or error. In making those risk
assessments, the auditors consider the internal controls relevant to
the Company and the Group’s preparation of finaneial 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 opinien on
the effectiveness of the Company and the Group’s internal contrel.
An audit also includes evaluating the appropriateness of accounting
policies used and the reasonableness of accounting estimates,

as well as evaluating the overall presentation of the financial
staterments.

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

We have no relationship with, or interests in, Xero Limited or any

of its subsidiaries other than in our capacity as auditors and
providers of other assurance and taxation services, These services
have not impaired our independence as auditers of the Company and
the Group,

|

pwc

Opinion I our opinion, the financial statements on pages 3 to 33:

(i) complywith generally accepted accounting practice
in New Zeatand;

(ify comply with International Financial Reporting Standards; and

(if) give a true and fair view of the financial position of the
Cornpany and the Group as at 31 March 2012, and their financial
performance and cash flows for the year then ended.

Repart on Other Legal and Regulatory fequirements We also
report in accordance with Sections 16(1){d) and 16()(e) of the
Financial Reporting Act1983. In relation to our audit of the financial
statements for the year ended 31 March 2012:

(i) we have obtained alt the informatien and explanations that
we have required; and

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

Restriction on Distribution or Use This report is made sclely

to the Company's shareholders, as a body, in accordance with
Section 205(7) of the Companies Act 1993. Our audit work has been
undertaken so that we rnight state to the Company’s shareholders
those matters which we are required 1o state to them in an auditors’
report and for no other purpose. To the fullest extent permitted by
taw, we do not accept or assume respaonsibility to anyone other than
the Company and the Company's shareholders, as a body, for our
audit wark, for this report or for the opinions we have formed.

Prcaanizrtrouse (Dopens

PricewaterhouseCoopers
Chartered Accountants
wellington, New Zealand
24 May 2012



PAGE & XERO ANRUAL REPORT
FOR THE YEAR ENDED 31 MARCH 2011

Group Group Parent Parent

2011 2010 2011 2010
Notes {$000s} (so000s) {$000s) {5000%8)
Operating revenue 4 9,341 3,58 8,858 3,868
Other income 4 325 237 325 237
Total operating revenue & other income 9,666 3,395 9,183 4105
Operating expenses 4 18,017 12,874 17,655 13,543
Operating deficit {8,357 (2,479} (8,472) {9,438}
Netinterest income 4 88o 1,029 878 1,028
Net operating loss before tax (a7} (8.450) (7.524) (8,410)
Share of profit of associate 22 10 - - -
Net oss before tax (7.481) (8,450) {7.504) {8.410)
Income tax expense 5 (26) - - -
Netloss for the year attributable to the
shareholders of the Company {7.487) (8.450) (7:594) (8.410)
Earanings per shara
Basic & diluted loss per share 7 {s0.08) {$0.10) (30.09} ($0.10)

The accompanying notes form an integral part of these financial stotements

‘XERU LIMITED ~ STATEMENTS OF COMPREHENSIVE INCOME'~ FOR THE YEAR ENDED 31'MARCH 2041
Group Group Parent Parent
20m 2010 20T 2010
(soo0s) ($o00s) ($000s) {$0005)
Net loss after tax {7,.487) (8.450) (7.594) (8,:410)
Other comprehensive income
Exchange difference on translation of international subsidiaries (53} N - -
Other comprehiensive (expense)/ income for the year, net of tax (53) 3 - -
Total comprekensive loss for the year attributable to the
shareholders of the Company (7,540} (8,419) {7.594) (8,470}

The accampanying netes form an integrof part of these financiol stetements



XERO ANHUAL REPORT PAGE 5
FOR THE YEAR ENDED 31 MARECH 2011

Foreign
Share based currency
Share Treasury payment Accumulated  translation Total
capital stock reserve losses reserve aquity
Notes (so00s) {$000s) ($o0c0s) {$oo0s) (soc0s) {$000s8)
Group —- Year ended 31 March 2011
Restated balance at 1 Aprit 2010 45,270 (738) an (20,560} 31 24,374
Netloss after tax - - - (7.497) - (7,487)
Currency translation movements - - - - (52) (59)
Total comprehensive income - - - (7,487} {53) (7.540)
Transactions with owners
Issue of ordinary shares 4,040 - - - - 4,040
Issue of ordinary shares for
employee restricted share plan 858 (858) - - - -
Vesting of ordinary shares in
employee restricted share plan - 483 331 - - 814
Balance as at 21 March 20m 50,168 (1n3) 702 {28,047) (22} 21,688
Group - Year ended 31 March 2010
Balance at1 April 2009 17130 - - {a2mo) - 5,020
Prior period restatement 23 - {228) 190 - - (28)
Restated balance at 1 April 200g 17130 (228) 18] {12,110) - 4,982
Net loss after tax - - - (8,450} - (8.450)
Currency translation movements - - - - 21 3
Total comprehensive income - - - {8,450) 31 {8.a419)
Transactions with owners
Issue of ardinary shares 28,140 - - - - 28,140
Share buy back - (740) - - - (740}
Vesting of ordinary sharesin
employee restricted share plan - 230 181 - - 4n
Balance as at 31 March 2010
as restated 45,270 (738) an (20,560) 3 24,374

The accompanying notes form an integral part of these financial stotements
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Share based
Share Treasury payment Accumulated Total
capital stock reserve losses equity
Notes ($000s) {30005) ($0008) {$0005) {$0005)
Parent - Year ended 31 March zo11
Restated balance at1 April 2010 45,270 (729) 371 (20,511} 24,401
Net loss after tax - - - (7.594) (7.594)
Total comprehensive ltcome - - - (7.594) (7.594)
Transactions with owners
Issue of ordinary shares 4,040 - - - 4,040
Issue of ordinary shares for employee restricted
share ptan 858 (858) - - -
Vesting of ordinary shares in employee restricted
share plan - 474 33 - 805
Balanee as at 31 March 20m 50,168 (1,m3) 702 (28,103) 21,652
Parent - Year ended 31 March 2010
Balance at 1 April 2009 17,130 - - (12101) 5,028
Prior period restatement 23 - (228) 190 - (38)
Restated balance at1 April 2003 17,130 (228) 1890 (12,101) 4,991
Net loss after tax - - - (8,410} (8,410}
Total comprehensive income - - - (8,410) 8,410}
Transactions with owners
Issue of ordinary shares 28,140 - - - 28,140
Share buy back - (740) - - {740)
vesting of ordinary shares in employee restricted
share plan - 239 181 - 420
Balance as at 31 March 2010
as restated 45,270 {729) an (20,511) 24,401

The accormpunying notes form an integral part of these financie! statements
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Group Group Parent Parent
Group 2010 2009 Parent 2010 2009
20M Restated Restated 20M Restated Restated
Maotes (sooos) ($0005) ($000s8) {$0005) ($0005) (so0vos)
Assets
Non-current assets
Property, plant & equipment 8 466 367 375 384 333 364
Investment in subsidlaries 3 - - - 262 195 185
investment in associate 22 207 - - 200 - -
Intangible assets 9 4,773 2,948 2,029 4,741 2,923 2,023
Trade & other receivables n 441 41 398 423 4m 398
Total non-cutrent assets 5,887 3,726 2,802 6,010 3,862 2,986
Current assets
Cash & cash equivalents =] 16,922 21,397 3,807 16,651 21,236 3,720
Deferred tax benefit 5 35 - - - - -
Trade & other receivables 1 1,503 958 280 1,187 78¢ 239
Total current assets 18,460 22,355 4,087 17,838 22,016 3,959
Total assets 24,347 26,081 6,880 23,848 25,878 6.945
Liabilities
Current llabilities
Trade & other payables 12 2,659 1707 1,887 2,106 1,477 1,934
Finance [ease - - -] - - &
Total current liabilities 2,659 1,707 1,883 2,196 1,477 1,940
Non-current Habilities
Finance lease - - 4 - - 14
Total non-current [fabilities - - 14 - - 14
Total Liabilities 2,659 1,707 1,907 2,196 1,477 1,954
MNet assets 21,688 24,374 4,982 21,652 24,401 4,981
Equity
Share capital ] 49,757 44,903 17,092 49,757 44912 17,092
Accumulated losses (28,047) {20,560) (12.10) {28,108} {20,517 (12,307)
Foreign currency translation reserve 8§ {22) k3 - - - -
21,688 24,374 4,982 21,652 24,401 4,991

The accompenying notes form on integral part of these financial statements
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Group Group Parent Parent

2071 2010 2011 2010
Notes ($0005) {$0003) ($000s) (3ooos)
Operating activities
Cash was provided from
Receipts from customers 8,615 2,851 8,308 2,300
GSTreceived 136 64 39 48
Other income 362 123 325 123
Interest received 8¢8 s 896 880
10,071 3.919 9,568 3,351
Cash was applied to
Payments to suppliers & employees (15.237) (10,714) (14,934) {i0,308)
(15,231) (1o.714) (14,934) {10,308)
Net cash flows from operating activities 15 (5,220) {6,735) {(5.,366) (6,957}
investing activities
Cash was applied to
Purchase of property, plant & equipment (307} (198) {237) (139)
Capltalised development costs (2.752) (1,749) (2,747) 1,749)
tntangible assets (38} (33) (8) (8)
Other assets (g} - - -
Investment in subsidiary - - (87 -
Investment in associate (200) - (200) -
Net cash flows from investing activities (3,205} (1,980} (3,259) (1,896)
Financing activities
Cash was provided from
Share buyback - (740} - (740)
Share issue 4,000 28,046 4,000 28,048
4,000 27,306 4,000 27,306
Cash was applied to
Refundf(cost} of share issue 40 (915} 40 (815)
Fingnce lease repayments - (20} - (20)
40 {o385) 40 {935)
Net cash flows from financing activities © 4,040 26,371 4,040 26,271
Net (decrease) / increase in cash held (4,475} 17,596 {4.585) 17,518
Foreign currency translation adjustment - (&) - (2)
Cash & cash equivalents at beginning of the year 0 21,397 3.807 21,236 3,720
Cash & cash equivalents at end of the year 10 16,922 21,397 16,651 21,236

The accompenying notes form an integral port of these financial statements



NOTES TO THE FINANCIAL STATEMENTS

1. CORPORATE INFORMATION

Xero Limited is a limited liability company, domiciled and
Incorporated in New Zealand and registered under the New Zealand
Companies Act 1993- The registered office of the Company is Level 3,
Old Bank, g8 Customhouse Quay, Wellington 6011, New Zealand.

The financial statements presented are for Xero Limited (the
“Company”) and its subsidiaries comprising Xera (UK) Limited, Xero
Pty Limited (Australia), Xero Inc, {United States) and Xero Trustee
Limited {together “the Group™) for the year ended 31 March 2011,

Xero Limnited is an issuer far the purposes of the Financiat Reporting
Act 1993.

The conselidated financial statements of the Group for the year
ended 31 March 20 were autherised for issue in accordance with a
resolution of the Directors on 19 May 2011,

The Group’s principal activity is the provision of a platform for onfine
accounting and business services to small businesses.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(a) Basis of preparation The financial statements have been prepared
in accordance with New Zealand Generally Accepted Accounting
Practice. They comply with New Zealand Equlvalents to International
Financial Reporting Standards {"NZ IFRS"), and other applicable
Financial Reporting Standards, as appropriate for profit-orientad
entities, The financial statements comply with International Financial
Reparting $Standards ("IFRS").

The financial statements have been prepared in accordance with
the requirements af the Financial Reporting Act 1993 and Companies
Act1993.

The Company and Group are profit-oriented companies for financial
reporting purposes.

The consolidated financial statements have been prepared using the
historical cast convention.

The preparation of financial statements requires management

to make judgements, estimates and assumptions that affect the
application of accounting policies and the reported amaounts of
assets, [fabilities, income and expenses. The areas involving a higher
degree of judgement or complexity, or areas where assumptions and
estimates are significant to the consolidated financial statements,
are disclosed in Note 3.

(b) Changes in accounting policy & disclosures The accounting
policies adopted are consistent with those of the previous year.

() Basis of consolidation Subsidiaries are all entities over which the
Group has the power to govern the financial and operating policies
generally accompanying a shareholding of more than one half of the
voting rights. Subsidiaries are fully consolidated from the date on
which contral it transferred to the Group. They are de-consclidated
from the date that control ceases. The purchase method of
accounting is used te account for the acquisition of subsidiaries

by the Group. The cost of an acquisition is measured as the fair
value of the assets given, equity instruments issued and liabilities
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incurred or assumed at the date of exchange, plus costs directly
attributable to the acquisition. Inter~company transactions, balances
and unrealised gains on transactions between Group companies

are eliminated. Unrealised losses are also eliminated. Accounting
polities of subsidiaries are consistent with the policies adoptad by
the Group,

(d) Associates Associates are all entitfes over which the Group has
significant influence but not control. Investments in asscciates are
accounted for using the equity method of accounting and are initially
recognised at cost.

The Group’s share of its associates’ post-acquisition profits or
losses is recognised in the Income Statement, and its share of

post acquisition movements in other comprehensive income is
recognised in other comprehensive income. The cumulative post-
acquisitlon movements are adjusted against the carrying amount

of the investment. When the Group's share of losses in an associate
equals or exceeds its interest In the associate, including any other
unsscured receivables, the Group does not recognlse further losses,
unless it has incurred obligations or made payments on behatf of
the associate.

Unreatised gains on transactions between the Group and its
associates are eliminated to the extent of the Group’s interest
inthe associates. Unrealised [osses are also eliminated unless
the transaction provides evidence of an impairment of the asset
transferred. Accounting policies of associates have been changed
where necessary to ensure consistency with the policies adopted
by the Group.

{e) Revenue Revenue in relation to subscriptions and training is
recognised to the extent that it is probable that the economic
benefits will flow to the Group and the revenue can be reliably
measured. Revenue is recorded net of GST and discounts and

after eliminating sales within the Group. The following specific
recognition criteria must also be met before revenue is recognised:

Services - Revenue s recognised in the accounting period inwhich
the service is rendered. Consideration received prior to the service
being renderad is recognised in the Statement of Financial Position
as income in advance and included within trade and other payables.
Revenue for which services have been rendered but invoices have not
been issued is recognised within the Income Staternent and in the
Statement of Financial Position as accrued income within trade and
cther receivables.

Interest - [nterest income Is recognised on an accruals basis using
the effective interest rate method.

Government grants - Government grants are recognised at their
fair value where there is reasonable assurance that the grants will
be received and all attaching conditions will be complied with.
when a grant relates to an expense item, it is recognised as income
over the period necessary to match the grant on a systematic basis
to the costs that it is intended to compensate.

(f) \ncome tax Incame tax expense comprises current and deferred
tax. Income tax expense is recognised in the Income Statement
except to the extent that it relates to items recognised directly in the
Statement of Comprehensive Income ar equity, in which case it is
recognised in the Statement of Comprehensive Income or equity.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED}

Current tax is the expected tax payable on the taxable income for
the year, using tax rates enacted or substantially enacted at the
reporting date, and any adjustment to tax payable in respect of
previous years,

Deferred tax is recogaised, using the liability method, on temporary
differences arising between the tax bases of assets and liabilities
and their carrying amounts in the consolidated financial statements.
Deferred income tax is determined using tax rates (and taws) that
have been enacted or substantially enacted by the reporting date
and are expected to apply when the related deferred income tax
asset is realised or the deferred income tax liability is settled.

Adeferred tax asset is recognised to the extent that it is probable
that future taxable profits will be available against which temporary
differences can be utilised. Deferred tax assets are reviewed at
each reporting date and are reduced to the extent that it is no
longer probable that the related benefits will be realised.

Az permitted by NZIAS 12: Income Taxes, deferred tax assets

in relation to tax losses have been recognised to the extent

of the Group's deferred tax liabilities.

Deferred income tax is provided on temporary differences arising
on Investments in subsidiaries and associates, except for deferred
income tax lizbilities where the timiag of the reversal of the
temporary difference is controlled by the Group and itis
probable that the temporary difference will not reverse

in the foreseeable future.

Deferred income tax assets and liabilities are offset when there is

a legally enforceable right to offset current tax assets against current
tax liabiiities and when the deferred income tax assets and [iabilities
relate to income tax levied by the same taxation authority ¢n either
the same taxable entity or different entities where there is an
intention to settle the balance on a net basis.

(g) GST The Income Statement and the Statement of Cash Flows
have been prepared so that all components are stated exclusive of
GS$T, except where GST Is not recoverable, All items in the Statement
of Financial Position are stated net of GST with the exception of
receivables and payables, which include GST invoiced.

Commitments and contingencies are disclosed net of the amount
of GST recoverable from, ar payable to, the taxation authority.

(h) Foreign currency translation ltems included in the financial
statements of each of the Group's entities are measured using the
currency of the primary econermic environment In which the entity
operates (“the functional currency”). The consolidated financiat
statements are presented in New Zealand dotlars ($), which is the
Company's functional currency. Foreign currency transactions are
translated into the functicnal currency using the exchange rates
prevailing at the dates of the transactions. Foreign exchange gains
and losses resulting from the settlement of such transactions and
from the translation at year-end exchange rates of monetary assets
and liahilities denominated in foreign currencies are recognised

in the Income Statement. Foreign exchange gains and losses are
presented in the Income Statement within operating expenses,

The Group translates the results of its foreign operations from their
functional currency to the presentation currency of the Group using
the closing exchange rate at balance date for assets and ljabilities
and the average yearly exchange rate for the income and expenses.
The difference arising from translation of the Statement of Financial
Position at closing rate and the Income Statement at average rate Is
recorded within the Foreign Currency Translation Reserve,

(i} Property, plant & equipment Property, plant and equipment

is stated at historical cost [ess depreciation. Historical cost
includes expenditure that is directly attributable to the acquisition
of the items.

Cepreciation on assets is calculated using the straight-line method
to allocate their costs to their residual valuas over their estimated
useful tives, as follows:

teasehold improvements Terms of lease

Motor vehicles 3-4years
Furniture & equipment 1-7years
Computer equipment 2 -3years

The assets” residuai values and useful lives are reviewed and adjusted
if appropriate at each balance date.

An asset’s carrying amount is written down immediately to its
recoverable amount if the asset’s carrying amount, is greater than
its estimated recoverable amount.

Gains and iesses on disposals are determined by comparing
proceeds with carrying amounts, and are recognised in the
Income Staternent.

(j} Intangible assets
(1} Research costs are expensed as incurred.

Costs asseciated with maintatning internal computer software
programs are recognised as an expense as incurred. Costs that
are directly associated with the development of identifiable and
unigue software products controlted by the Group are recognised
as intangihle assets where the following criteria are met:

it is technically feasible to complete the software product
so that it will be available for use;

~ management intends to complete the software product
and use or sellit;

~ there is an ability to use or sell the software preduct;

- it can be demonstrated how the software product will generate
probable future economic benefits;

- adequate technical, financial and other resources to complete
the development and to use or sell the software product are
availzble; and

- the expenditure attributable to the software product during
its development can be reliably measured.
Directly attributable costs that are capitalised as part of the
capitalised software development costs include the software
development employee costs. Other development expenditures that



da not meet these criteria are recognised as expenses as incurred.
Development costs previously recognised as expenses are not
recogrised as assets in a subsequent period. Computer scfiware
development costs recognised as assetsare amartised over their
estimated useful lives,

(1) Other intangible assets acquired are initially measured at cost.
Internally generated assets, excluding capitalised development
costs, are not capitalised and expenditure is recognised inthe
Income Statement, in the year in which the expenditure is incurred.,

The useful lives of the Group’s intangible assets are assessed to be
finite. Assets with finite lives are amortised over their useful lives and
tested for impairment whenever there are indications that the assets
may be impaired.

(111} Amartisation is recognised in the Income Statement ona
straight-line basis over the estimated useful life of the intangibte
asset, from the date it is available for use.

The estimated useful lives are:

Trademarks / patents 10 years

Damains 10 years

Capitalised development costs 3-5years (2010: 3-4 years)

(k} Impairment of non-financiai assets At each reporting date, the
Group assesses whether there is any indication that an asset may be
impaired. Where an indicator of impairment exists, the Group makes
a formal estimate of the recoverable amaunt. Where the carrying
value of an asset exceeds its recoverable smount, the asset is
considered impaired and is written down to its recoverable amount.

Recoverable amount is the greater of fair value less costs to sell

and value in use. For the purposes of assessing impairment, assets
are grouped at the lowest levels for which there are separately
identifiable cash flows (cash-generating units). Non-financial assets
other than goodwill that suffered an impairment are reviewed for
possible reversal of the impairment at each reporting date.

(1) Non-derivative firancial instruments The Group classifies its
financial assets as loans and receivables. The classifications depend
on the purposes for which the financial assets were acquired.
Management determings the classifications of its fInancial assets at
initial recognition.

{m) Loans & receivables are non-derivative financial assets with fived
or determirable payments that are not quoted in an active market.
They are included in current assets, except for those with maturities
greater than 12 months after the reporting date. These are classifled
as non-current assets. The Group's loans and receivables comprise
"trade & other receivables” and “cash & cash equivalents” in the
Statement of Financial Position. Loans and receivables are carried
at amortised cost using the effective interest method. The Group
assesses at each reporting date whether there is objective evidence
that a financial asset or a group of financial assets is impaired.
Impairment testing of trade receivables is described in Nate 2.(0).
The Group does not have any derlvatives.

(n) Cash & cash equivalents include cash in hand, deposits held at
call with banks, other short-term, highly liquid investments with
original maturities of three months or less, and bank overdrafts,
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(o) Trade & other recelvables are recognised initfally at fair value and
subsequently measured at amortised cost using the effective interest
methad, iess provision for impairment. A provision for impairment of
trade receivables is established when there is objective evidence that
the Group will not be able to collect all amounts due according to the
original terms of the receivables. The carrying amount of an assetis
reduced through the use of an allowance account, and the amount

of the loss is recognised in the Income Statement. When a trade
receivable is uncollectible, it is written off against the zllowance
account for trade receivables. Subsequent recoveries of amounts
previously written off are credited against the Income Staternent.

(p} Trade & ather payables are recognised initlally at fair vatue and
subsequently measured at amortised cost using the effective interest
method. They represent liabilities for goods and services provided to
the Group prior to the end of the financial year that are unpaid. The
amaunts are unsecured, non-interest bearing and are usuatly paid
within 45 days of recognition.

(1) Employee entittemants The {ability for employees’ compensation
far future leave is accrued in relation to the length of service
rendered by employees and relates to the vested and

unvested entitlements.

The Group operates both short-term and long-term incentive plans,
Employee incentive obligations are measured on an undiscounted
basis (short-term} and are expensed as the related service is
provided. The Group operates an equity-settled, share-based
compensation plan, under which the entity receives services from
employees as consideration for equity instruments of the Group.
The value of the employee services received for the grant of shares
is recognised as an expense over the vesting period and the armount
is determined by reference to the fair value of the shares granted,

(¥} Leases Operating lease payments are recognised as an expense
in the Income Staternent on a straight-tine basis over the lease term.

Finance leases, which transfer to the Group substantially alf the
risks and benefits Incidental to ownership of the leased items,

are capitatised at the inception of the leases at the fair value of

the leased assets or, if lower, at the present value of the minimum
lease payments. The leased assets and corresponding liabitities are
therefore recognised and the assets are depreciated in line with the
Group's depreciation pollcy to reflect estimated useful tives.

Lease payments are apportioned between the finance charges and
reduction of the lease liability so as to achieve a constant rate of
interest on the remaining balance ofthe liability. Finance charges
are incltuded in the Income Statement as interest costs.

{s) Earnings per share The Group presents basie and diluted earnings
per share (EPS) data for its ordinary shares.

Basic EPS is ealoulated by dividing the Group profit or loss attributable to
ordinary shareholders of the Company by the weighted average number
of prdinary shares outstanding during the period.

Diluted EPS is determined by adjusting the profit or lossattributable to
ordinary shareholders and the weighted average number of ordinary
shares autstanding for the effects of all dilutive potential ordinary
shares, which comprise convertible notes and share options granted
to employees.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

(t) Share capital Ordinary shares are ctassified as equity. Incremental
costs directly attributable to the issue of new shares are shown In
equity as a deduction, net of tax, from the proceeds. Where any
Group company purchases the Company's equity share capital
{treasury shares), the consideration paid is deducted from equity
attributable to the Company's equity holders until the shares are
cancelled or transferred cutside the Group,

(u) Segment reporting An operating segment is a component of

an entity that engages in business activities from which it may

earn revenue and iacur expenses, whose operating results are
regularly reviewed by the entity’s Chief Operating Decision Maker
to make decisions about resources to be allocated to the segment
and assesses its performance, and for which discrete financial
information is available. Cperating segments are aggregated for
disclosure purposes where they have similar produets and serviges,
production processes, customers, distribution methods and
regulatory environments.

{v) Standards or interpretations issued but not yet effective
The following standards not yet effective are relevant to the
Company and Group,

NZ IFRS g Financtal Instruments - Recognition and Measurement of
Financial Assets was issued in November 2009 as part of the 1AS8’s
praject to reptace [AS 39 Financial Instrements: Recognition and
Measurement. The standard deals with acceunting for financial
assets, their recognition, derecognition and measurement. Financial
assets are classified according to their measurement, either at fair
value or amortised cost. The standard is effectiva for annual periods
beginning on or after1 January 2013. it is not expected to have a
material impact on the Company or Group.

There zre a number of other amendments to accounting standards as
partofthe engoing improvement process. None of these changes fs
expected to impact significantly on the Group.

The Compeny or Group has not adopted any standards prior to their
effective date.

3. SIGNIFICANT ACCOUNTING JUDGEMENTS

In applying the Group's acceunting policies, management continually
evaluates Judgements, estimates and assumptions based on
experience and cther factors, including expectations of future events
that may have an impact on the Group. all judgements, estimates and
assumptians made are believed to be reasonable based on the most
current set of circumstances available to the Group, Actual results
may differ from the judgements, estimates and assumptions.

The significant judgements, estimates and assumptions made by
management in the preparation of these financial statements are
outlined below.

(a) Deferred tax asset Deferred tax benefits relating to carry forward
tax losses and deductible temporary differences are recegnised by
the Group and Company to the extent that it is probabie that taxzble
profits will be available against which those losses and temporary
differances can be recognised. Deferred tax assets in relation to tax
losses have been recognised to the extent of the Group's deferred
tax {fabitities.

The Group has not recognised deferred tax benefits in relation to

all carry forward losses as it is not considered probable that these
losses will reverse in the foreseeable future. The Company has not
yet reached break-even and is expected to make a further loss in the
year ending 31 March 2012. It is not considered prudent to recognise
a deferred tax asset in respect of losses and other temporary
differences until the point that the Company reaches break-even.

(b} Capitalised development costs The Group capitalises its
development costs based on a proportion of employee costs, The
percentages applied arg in line with industry standards. The Group
regularly reviews the carrying value of capitalised development costs
to ensure they are supported by the associated future economic
benefits. The development costs are amortised over three to five
years, being the expected useful life of the software (2010: three

to four years).

The Group took the decision to change the amortisation rate from
three to four years to three to five years as it considers this period to
reflect better the period in which the capitalisad development costs
will generate future economic banefits.

The impact of the change In the useful life of capitalised development
costs from three to four years to three to five years is a decrease in
the amortisation cost for the year of $880,000.
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4. REVENUES & EXPENSES
Group Group Parent Parent
201 2010 207 2010
Nctes ($000s) ($o00s) {$o00s) ($000s)}
Operating revenue from the rendering of services 9,341 358 8,858 3,868
Other income
Goverament grants® 52 101 cz2 11
Research & development tax credit 273 - 273 -
Other - 136 - 136
325 237 325 237
Total operating revenue & other income 9,666 3,395 9,183 4,105
Operating expenses
Employee entitlements 8,498 6,503 6,107 4771
Advertising & marketing 2,237 %282 1,490 823
IT infrastructure costs™* 2,046 480 2,046 490
Inter company market support payments 7 - - 3.644 3,502
Consulting & sub-contracting 112 325 368 240
Travel related 537 497 339 305
Leasefrental 472 368 433 342
Communication & office administration 325 287 246 25
Directars' fees 222 15 222 215
Fees paid to auditors 13 43 181 99 146
Loss on disposal of property, plant 8 equipment - 3 - 3
Loss/(gain) on foreign exchange transactions (40} 59 15 59
Other operating expenses 2,012 1,256 1,523 1,036
Total operating expenses exc. depreciation & amertisation 156,864 11,466 16,532 12,147
Depreciation & amortisation expense
Property, plant & equipment 8 207 198 186 186
Amortisation of other intangible assets 10 6 7 6
Amortisation of development costs a36 1,204 930 1,204
Tatal depreciation & amortisation 1,153 1,408 15123 1,396
Total operating expenses 18,007 12,874 17,655 13,543
interest
Interest income - bank 368 1077 BEG 1,016
Interest income - loan ta related party 17 [ 12 2 32
Interest income - other 4 - 4 -
Hetinterest income 280 1,029 878 1,028
Net operating toss before tax {7.471) (8,450} (7,504} (8,410)

“Government grants hove been recelved from New Zeeland Trade end Eaterprise in respect of oversoas market development. The grants were claimed retrospectively

on qualifying expenditure, and all conditions have been fulfilied at batence date,

““Increase due ko increased customer avmbers ond the intreduction of Akamai services.
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5. CURRENT & DEFERRED INCOME TAX

Current income Lax

The tax on the Group’s profit before tax differs from the theoretical amount, that would arise using the welghted average tax rate applicable to

profits of the consolidated entities as follows:

Group Group Parent Parent
20M 2010 207 2010
(3000s5) (s000s) (sv00s) ($000as)
Accounting [oss before income tax (7,467) (8.450) (7.524) (8.410)
At the statutory income tax rate of 20% (2010: 30%) (2,238} {2,535} (2,278) (2,523)
Non-deductible expenditure 20 2 h§ 13
Tax rate variance of subsidiary &3] - - -
Tax expense on share of associate company profit 3 - - -
Total tax losses notrecognised 2,244 2,514 2,267 2,510
Income tax expense reported in Income Statement 26 - - -
Comprising
income tax Bt - - -
Deferred tax {35) - - -
Income tax expense 26 - - -
Opening bafance - - - -
Income tax liability for the year 61 - - -
Income tax paid - - - -
Current tax payable B1 - - -
Imputatien credit account
Group Group Parent Parent
2011 2010 20M 2010
(soo0s) {so00s) {$oo0s) ($o00s)
Balance as at 1 April - - - -
New Zealand income tax payments during the year - - - -
Tax refunds received - - - -
Balanceat 31 March - - - -
Deferred intome tax
Accelerated
Provisions Depreciation Tax losses MNet
(so008) {so000s) ($0003) (so000s)
Group ~ Deferred tax asset/{liability) balances
At1 April 2010 - - - -
Charged to income statement 296 {57} 310 35
At 31 March 201 296 {577) 30 35
Parent ~ Deferred tax asset/(liability) balances
At1 April 2010 - - - -
Charged to income statement 261 (571} 30 -
At 31 March 2011 281 {5779) 30 -

Itis not anticipated that deferrad tax balances will be recovered within 12 months. Deferred tax assets and liabilities have been offset where
the balances are due to freceivable from the same counterparties. Deferred income tax assets are recagaised for carried forward tax losses
to the extent of the Company’s deferred tax liabilitfes. The Commnpany has unrecognised New Zealand tax losses available to carry forward of

$26,698,000 {2010: $18,675,000) subject to sharehclder continuity being maintained as required by New Zealand tax leglslation,
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&. SHARE CAPITAL

Mopvement in erdinary shares on issue

Group Group Parent Parent

20m 2010 2017 2010

Notes (ooos) {ocaos) {eo0s5) (ocos)

Balance as a1 Aprit 87.631 55,460 87,640 55.460
Issue of ordinary shares 2,681 32,273 2,681 32,273
Issue of ordinary shares for employee restricted share plan 700 - 691 -
Ordinary shares on issue at 31 March 97,012 87,733 91,012 87,733
Treasury stock ] 763 522 763 513
Ordinary shares on issue at 31 March 50,249 87,211 80,249 87,220

All shares have been issued, are fully paid and have no par value.

The Company issued 0.6 million shares in June 2010 as part of the Company's Employee Restricted Share Plan at an average price of $1.44.
In October 2010 the Company undertook a share placement whereby & total of 2.7 million new shares were issued at $1.4918.

Inctuded within the value of share capital in 2011 are transaction costs associated with the issue of 3.3 million ordinary shares that took place
in June and October 2010 and a receipt of a refund of GST on prior year overseas issue costs from the IRD. These transaction costs wers directly
associated with the equity transactions and accordingly have been accounted for as a deduction from equity.

Treasury stock includes shares issued in relation to the Employee Restricted Share Plan that have yet to vest.

Foreign currency translation reserve

Grolp Group Parent Parent

2011 20M0 201 2010

($o008) (s000s) {§0005) (sooo0s)

Balance as at1 April fn - - -
Translation of overseas subsidiaries into presentation currency (53) 31 - -
Balance as at 31 March (22) 31 - -

Capital risk management The Group's objectives when managing capital (comprising share capital) are to safeguard the Group's abillty
to continue as a going concern in order to provide returns for shareholders, and to maintain an optimal capital structure.

7. EARNINGS PER SHARE

Loss attributable to ordinary shareholders

Group Group Parent Parent

2011 2010 2011 2010

Notes (ov0s) {ooos) (oocs) {ooo0s)

Net loss after tax (§7.487) {58.450) {s7.504) ($8,470)
Issued ordinary shares 8 91,012 87,733 97,012 87,733
Weighted average of issued ordinary shares 89,322 83,455 8g,322 83,464
Basic & diluted loss per share ($0.08) (50.10) (s0.00) (s0.10)

The prior period restatement of the Employee Restricted Share Plan (refer Note 23) has no impact on the Earnings per Share,
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8. PROPERTY, PLANT & EQUIPMENT

Leasehold Maotor Computer Furniture
improvements vehicles equipment & equipment Total
(3000s) {so00s) (sco0s) {scoos) (s000s)

Group - Year ended 31 March 2011
Cost
Batance as at1 April 2010 255 60 422 152 809
Additions 53 20 144 90 307
Disposals - - - - -
Foreign exchange adjustment - - Q)] - )]
Balance as at 31 March 201 308 8a 565 252 1,205
Depreciation
Balance as at1 April 2010 125 48 282 77 532
Depreciation expense 57 4 109 27 207
Disposals - - - - -
Balance as at 31 March 2011 182 62 391 104 739
Net carrying amount 126 18 174 148 466
Parent - Year ended 31 Mavch 20m
Cost
Balance as at1 April 2010 255 60 379 155 849
Additions 51 20 108 58 237
Disposals - - - - -
Balance as at 31 March 2011 306 Bo 487 213 1,086
Depreciation
Balance as at1 April 2010 125 48 266 77 516
Depreciation expense 57 4 91 24 186
Disposals - - - - -
Balanceas at 31 March 2011 182 62 357 0] 702
Net carrying amount 124 8 130 12 384

Continved on next page ...
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Leasehold Motor Computer Furniture
improvements vehicles equipment & equipment Total
{$0005) {40008} ($000s) {$o00s) {$000s)

Group - Year ended 31 March 2010
Cost
Balance as at 1 April 200g 246 60 250 126 722
Additions =] - 148 4 98
Disposals - - (4) (s) (19)
Foreign exchange adjustment - - (@) - {2)
Balance as at 31 March 2010 255 &0 422 162 83g
Depreciation
Balance as at1 April 2009 82 28 183 54 347
Depreciation expense 43 20 109 26 98
Disposals - - ©) (3 (2}
Foreign exchange adjustment - - ) - 1
Balance as at 31 March 2010 125 48 282 77 532
Net carrying amount 130 12 140 ;13 367
Parent - Year ended 31 March 2010
Cost
Balanice asat1 April 2009 246 €0 274 125 705
Additions g - ns 35 160
Disposats - - (D] {5) (18)
Balance as at 31 March zo10 255 6o 378 155 849
Depreciation
Balance as at1 April 2009 82 28 177 B4 M
Depreciation expense 43 20 g7 26 186
Disposals - - (8) (3) ()
Balance as at 31 March 2010 125 48 66 77 516
Net carrying amount 130 12 13 78 333
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9. INTANGIBLE ASSETS

Patents & Software
trademarks  development® Damains Total
($o00s) {3000s) {scoo0s) ($0008)

Group - Yearended 31 March 2om
Cost
Balance as at1 April 2010 22 4,935 70 5.027
Additions 7 2,753 n 2,771
Batance as at 31 March 2011 29 7,688 & 7,798
Amortisation & impairment
Balance asat1 Aprit 2010 5 2,061 13 2,079
Amortisation during the year** 2 a36 8 946
Balance as at 31 March 20m 7 2,997 21 3,025
Net carrying amount 22 4,691 [a] 4,773
Parent ~ Year ended 31 March 20m
Cost
Balance as at1 April 2010 22 4,935 45 5002
Additions 4 2,747 4 2,755
Balance as at 31 March 2011 28 7,682 49 7757
Amortisation & impairment
Balance as at1 Aprilao10 5 2,061 13 2,079
Amortisation during the year** 2 930 5 937
Balance as at 31 March 20m 7 2,991 18 3,076
Net carrying amount 19 4,69 3 4,741
Group - Year ended 31 March 2010
Cost
Balance as at 1 April 2009 18 2,839 70 2,527
Additions 4 2,096 - 2,100
Balance as at 31 March 2010 22 4,935 70 5,027
Amortisation & Impairment
Balance as at1 April 2008 3 857 9 86g
Amortisation during the year 2 1,204 4 1,210
Balance as at 31 March 2010 5 2,061 13 2,079
Net carrying amount 17 2,874 57 2,048

Continued on next page ...
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Patents & Software
trademarks  development* Domains Total
{$000s) ($o00s) (socos) ($aoo0s)

Parent - Year ended 31 March 2010
Cost
Balance as at1 April 2009 8 2,839 ; 2,898
Additions 4 2,096 4 2,104
Balance as at 31 March 2010 22 4,935 45 5,002
Amortisation & impuairment
Balance as at 1 April 2009 3 857 8 869
Amortisation during the year 2 1,204 4 1,210
Balance as at 31 March 2010 5 2,063 13 2,079
Net carrying amount 17 2,874 32 2,923

“Capitatised development costs have been internally generated.

*~The Group took the decision to charge the emortisation rate from three to four years to three to five years o it considers this period to better reflect the period in which the
copitolised development costs will generate future economic benefits. The impact of the change in the useful life of copilalised development costs from three to fouryearsto

three ta five yeors is a decrease in the amortisation cost for the year of $880,000.

10. CASH & CASH EQUIVALENTS

Group Group Parent Parent

20m 2010 20M 2010

($000s5) ($000s) {$o00s) ($o00s)

Cash at bank 380 597 151 436
Bank term deposits 16,542 20,800 16,500 20,800

16,922 21,397 16,651 21,236
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11. TRADE & OTHER RECEIVABLES

Group Group Parent Parent
20M 2010 20N 2010
Notes (soo00s) ($o00s) (soc0s} {s000s)
Current assets

Trade receivables 814 536 587 384
Trade receivables from related parties 17 - - 122 -
Accrued income 350 - 221 -
Prepayments 72 178 jo]e] 156
Interest receivable 167 197 187 197
Gavernment grant receivable - 37 - 37
GST receivable - 10 - ]
1,503 958 1,187 780

Non-current assets
Loans to Dirgctors 17 232 336 232 336
NZX bond 75 75 75 75
Other loans ] - 16 -
Other assets 18 - - -
44 41 423 411

Trade receivables that are less than three months past due are not considered impaired, As of 31 March 20m, trade receivables of the Parent and
Group of $24,000 were past due (2070: $30,000). These relate to a number of independent customers far whom there is no recent history of
default. The Group has no impaired receivables.
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12. TRADE & OTHER PAYABLES

Group Group Parent Parent
2011 2010 201 2016
Notes {$000s) {30005) (s0008) {so00s)
Trade payables 415 401 768 401
Trade payables due to related parties 7 - - 207 204
Other payables & accrued expenses 478 214 265 120
Income in advance - g8 - 41
GSTpayable 145 18 33 -
Income tax payable 5 61 - - -
Employee entitlements 1,060 885 923 6M
2,659 1,707 2,196 477
13. AUDITORS REMUNERATION
Group Group Parent Parent
2011 2010 2011 2010
($000s) (sooos) (0005} {$0005)
Amounts received or due & receivable by PricewaterhouseCoopers for:
Audit of financial statements 86 72 42 37
Other assurance services in relation to the entity” 19 23 19 23
Taxation services** 38 86 38 86
Total fees paid to auditors 143 18 g9 146

“Other assuraace services relate to agreed upon procedures over the Group’s haif year result ard the qudit of the Compuny's share register,
“*Taxation services primarily relote to the provision of essurance services for the annwal tax return,
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14, FINANCIAL INSTRUMENTS & FINANCIAL RISK MANAGEMENT OBJECTIVES

Financial instruments Financial instruments recognised in the Statement of Financial Position inslude cash balances, receivables and payables, itis,
and has been, through the period of these financial statements, the Group's policy that no trading in financial instruments shall ke undertaken.

Classification & fair values The carrying value of the Parent's and Group’s financial instruments approximates their fair value. Set out belowis a
comparison by category of the carrying amounts of all the Parent’s and Group's financial instruments and their fair values.

Financial
Loans & liabilities at Total Fair
recelvables amortised cost  carrying value value

{$000s) (s0008) {¢0o00s) ($000s)
Group - Year ended 31 March 2011
Assets
Trade & other receivables agi - S8 f1:3]
Cash & cash equivalents 16,922 - 6,922 16,922
Loans to Directors 232 - 232 232
Cther loans 134 - 134 134
Totak finaacial assets 18,269 - 18,269 18,269
Liabilities
Trade & other payables - 1.393 1,393 1,393
Total financial liabilities - 1,393 1,393 1,393
Group - Year ended 37 March 2010
Assels
Trade & other receivables 770 - 770 770
Cash & cash equivalents 21,397 - 21,397 21,397
Loans to Directors 336 - 336 335
Total financial assets 22,503 - 22,503 22,503
Liabilities
Trade & other payables - 705 705 705
Total financial liabilities - 705 705 705
Parent - Year ended 31 March 2011
Assets
Trade & other receivables 878 - 876 a76
Cash & cash equivalents 18,651 - 16,651 16,651
Loans ta Directors 232 - 232 232
Other loans 16 - 16 16
Total financial assets 17,875 - 17,875 17,878
Ligbilities
Trade & other payables - 1,240 1,240 1,240
Total financial liabilities - 1,240 1,240 1,240

Continued on ngxt page ...
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Finaneial
Loans & liabilities at Total Fair
receivables amortised cost  carryingvalue value

{soaocs) (s0008) ($o00s) (sooos)
Parent - Year ended 31 March 2010
Assets
Trade & other receivables 618 - 618 "8
Cash & cash equivalents 21,236 - 21,236 21,236
Lozas to Diregtors 336 - 336 336
Total financial assets 22,190 - 22,180 22,190
Liabifities
Trade & other payables - 828 825 825
Total financial [Tabilities - 825 825 825

The main risks arising from the Group's financial instruments are interest rate risk, tiquidity risk, credit risk and foreign currency risk.

Interest rate risk The Group's interest rate risk arises from its cash balances. These are placed on deposit at variable rates which expose the
Group to cash flow interest rate risk. The Group does not enter into forward rate agreements or any interest rate hedges.

The Company’s management regularly reviews its banking arrangements to ensure that it achieves the best returns on its funds while
maintaining access to necessary cash levels to service the Company’s day-to-day activities.

The interest rate re-pricing profiles of the Group’s financial assets and liabilities subject to interest rate risk are:

Interest Balance sheet 12 months 24 months »24 months
rate {$000s) ($c00s) (soo0os) {$000s3)

Group - Year ended 31 Mareh 2011
Financial assets
Cash at bank 4.9% 16,922 16,932 - -
Loans to Directors 4.0% 232 - 2312 -
Other loans 4.0% ns - 16 -
Other assets 5.5% 18 - 18 -
Total 17,288 16,922 366 -
Parent - Year ended 21 March zon
Financiol assets
Cash at bank 4.9% 16,651 16,651 - -
Loans to Directors £.0% 232 - 232 -
Other lozns 4.0% 18 - 16 -
Total 16,999 16,651 348 -
Group - Year ended 31 March 2010
Financial assets
Cash at bank 4.5% 21,387 21,287 - -
Loans to Directors 4.0% 336 - - 336
Total 24,733 21,397 - 336

Continyed on next poge ..
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14. FINANCIAL INSTRUMENTS & FINANCIAL RISK MANAGEMENT OBJECTIVES (CONTINUED)

Interest Balance sheet 12 months 24 months »24 months
rate (30008} {40003} {$ooos} ($0003)
Parent - Year ended 31 March 2010
Financial assets
Cash at bank 5.9% 2,236 21,236 - -
Loans to Directors 4.0% 336 - - 336
Total 21,572 21,236 - 336

Of the financial assets and Babilities above, only the Cash at bank is subject to floating interest rate risk. Loans to Directors and other loans are
subject to fixed rate interest. Alt other financial assets and liabilities of the Group are not subject to interest rate risk,

As at 31 March 2011 if interest rates had been 2.0% higher/lower with all other variables held constant, interest income. net loss and retained
earnings for the Company and the Group would have decreasedfincreased by $371,000 (2010! $496,000).

Liquidity risk Liquidity risk is the risk that the Company or Group cannot pay contractual Uabilities as they fall due. During the year, the Company
raised $4.0 million by way of private placement. Foliowing the receipt of the private placement funds, the Company has sufficient cash to meet
its requirements in the foreseeable future. The Group has no debt and therefore management remains focused on generating sufficient revenue
from sales to cover the ongoing costs of operation.

The following table sets out the undiscounted contractuat cash flows for all financial liabilities of the Company and Group:

Balance  Contractual & months 6=12 -2 More than
sheet  cash flows or less months years 3 years
($o00s) ($000s) {$c00s) (3c00s) {$000s) (socos)
Group ~ Year ended 31 March 2o0n
Trade payables 1.393 1,393 1,393 - - -
Total non-derivative liabilities 1,393 1,393 1,393 - - -
Parent - Year ended 31 March 20m
Trade payables 1,240 1,240 1,240 e - -
Total non-derivative liabilities 1,240 1,240 1,240 - - -
Group - Year ended 31 March 2010
Trade payables 705 705 705 - - -
Total non-derivative liabilities 705 705 7a5 - - -
barent - Year ended 31 March 2010
Trade payables 825 825 8a5 - - -
Total non-derivative liabilities 825 825 825 - - -

Cradit risk Where the Group has a receivable from ancther party, there is a credit risk in the event of non-performance by that other party.
Financial instruments that potentially subject the Group to credit risk principally consist of bank balances and receivables.

The Group manages its exposure to credit risk by monitoring the credit quality of the financial institutions that hold its cash balances. The credit
visk associated with trade receivables is small because of the inherently low individual transaction value and the spread over many customers,

Continuet on rext page ...



XERO ANNUAL REPORT PAGE 2§
FOR THE YEAR EMDED 31 MARCH 2012
Maximum exposure to credit risk at balance date
Group Group Parent farent
201 2010 2011 2010
{$o005) (4c00s) {30005} {$000s)
Cash & cash equivalents 6,922 21,357 16,661 21,236
Receivables gt 776 g75 518
Non-current receivables 366 336 348 336
Total 18,268 22,503 17,875 22,180

Foreign currency risk The Group faces the risk of movements in foreign currency exchange rates against the New Zealand dollar, The Group

operates in three other currencies, being UK pounds, Australian dollars and US dollars. As a result the Group’s Income Statement and

Statements of Financial Positien can be affected by movements in exchange rates.

Both the UK and Australian operations are now self funding. The US aperation is funded directly from New Zealand and will continue to require
funding support for at least the next year. During this time the foreign currency risk will increasingly be mitigated by the generation of revenues

inthe US.

The potential effect on the Company’s and Group's results ifthe New Zealand dollar weakens by 10% against the other operating currencles,
with all other variables remaining constant, is an Increase in the net loss and retained earnings for the Group by $122,000 (2010: 5296,000).

15. RECONCILIATION OF DPERATING CASH FLOWS

Group Group Parent Parent
201 2010 207 2010
($000s) (sc00s) ($o000s) {$000s)
Reconciliation from the net (foss) after tax to the net cash from operating activities
Net loss after tax {7.487) (8,450) (7.584) (8.410)
Adjustments
Depreciation 207 198 186 86
Amortisation 946 1,210 937 1,210
Deferred tax (35) - - -
Assoclated company profit (N - - -
Translation of foreign operations {53} 59 - -
Employee entitlements 814 - 305 -
interest on loans to directors {8 () 8) {12)
{nterest on loans to others @ - %) -
Changes in working capital items
(Increase){decrease in trade receivables & prepayments (545) {680) (407 (547}
(Decrease)fiacrease in trade payables & accruals 688 350 435 356
(Decrease)fincrease in GST 126 10 33 (5
(Becrease)fincrease in current tax 61 - - -
(Decrease}fincrease in employee entitlernents 175 438 32 282
{Decrease)/increase in income in advance (58) 13 (4 47
Net cash flows from operating activities (5.220) (6:795) (5,366) {6,057)
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16, SEGMENT INFORMATION

The Group has three reporting segments based on the geographical locations of the operztions and revenue streams.

These segments have been determined based on the reports reviewed by the Chief Operating Decision Maker to make strategic decisions.

The Group currently operates in one business segment, providing an online accounting solution for small businesses,

Sales between segments are carried out at arm’s length, The revenue from external parties reported to the Board is measured in a manner
consistent with that in the Income Statement. Entities are domiciled in New Zealand, the United Kingdom and Australia. Revenue from external
customers is generated in their domiciliation countries, except for New Zealand where the total of revenue from other countries is $615,000

(2010t $195,000).

The total of non-current assets, other than financial instruments, located in New Zealand is $5.748,000 (2010: $3,645,000} and the total of
non-current assets located in other countries is $139,000 (2010: $60,000).

United Inter-segment
New Zealand Kingdom Australia eliminations Total
($ocos) {$o00s) ($000%) {$000¢5} {sco0s)
Group - Year ended 31 March 2011
fotal segmient revenue 8,858 2,715 3.7 - 15,290
Inter-segment revenue (2,305) (.423) (2,223) - (5,949)
Revenue from external customers 6,553 1,204 1,494 - 9,341
Depreciation & amortisation {1,123) (9) (23) - {1.153)
Interest revenue 878 - 2 - 880
Segment net (loss)/profit before tax (7,.594) 30 38 65 (7,467}
Segment net {loss)/profit after tax (7.584) 23 9 65 (7.487)
Non-current asset additions 3,271 16 88 {s8) 3,315
Segment assets 23,848 860 916 (L2717 24,347
Segment labilities 2,106 706 875 {1,118} 2,659
Group - Year ended 31 March 2010
Total segment revenue 3,888 2,645 1,493 - 8,008
Inter-segment revenue {1,346) (2,282) (1,210) - (4.848)
Revenue from external customers 2,522 353 283 - 3158
Depreciation & amortisation (1,396} (6} (6) - (1,408)
Interest revenue 1,028 - 1 - 1,029
Segment et (loss)/profit before & after tax (8.410) 8 8 (56) (8,450)
Non-current asset additions 2,264 15 49 - 2,328
Segment assets 25,878 1,153 1,107 {2,057) 26,081
Segment liabilities 1,477 1,040 1,034 (1.844) 1,707
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17. RELATED PARTIES

The Company entered into the foltowing transactions and had balances payable/receivable with the following related parties:

Xero (UK) Limited (United Kingdom)

Group Group Parent Parent

201 2010 20M 2010

($o0005) ($000s) ($000s5) ($000%)

Market support payments to subsidiary - - 1,421 2,292

Distribution charge to subsidiary - - 885 1,018

bue to subsidiary - - (140) (218)
Xero Pty Limited {Australia)

Market support payments to subsidiary - - 2,223 7,0

Distribution charge to subsidiary - - 1,319 353

Due from/{to) subsidiary - - 122 (95)

Xero Inc {(United States)

Operating revenue - -~ - -

Operating expense - - - -

Due to subsidiary - - (67) -

Xero In¢ was incorporated on 24 February 201 but did not trade for the period,

All transactions and outstanding balances with these related parties are priced on an arm’s length basis and are to be settled in cash and under
narmal commercial terms. None of the balances ara secured.

Operating revenue/{expense) includes management fees, distributer costs and market support payments between the Company and its
subsidiaries.

Xero Trustee Limited

Due from subsidiary in relation to shares issued during the year - - - g

Xero Trustee Limited was incorporated on 1 May 2008 to act as Trustee for the Xera Limited Employee Restricted Share Plan {Note 19).
These balances represent forfeited shares held for future allocation.

The Group and Company entered into the following transactions and had balances payablefreceivable with the following related parties:

Loans to Directors

Loan Accumulated Balance Balance

2011 interest 201t outstanding outstanding

{000s) {$o00s} 2011 ($0005) 2010 {$0008)

Guy Haddleton (Ceased to be a Director during the year) - - - 112
Phil Norman 100 16 16 2
Graham Shaw 100 16 16 112
200 32 232 336

Unsecured loans were issued to Directors during the year ended 31 March 2008 to purchase shares in the Company 3t $1.00 per share. Simple
interestis accrued at a rate of 4%, with the loans and interest being repayable five years after the date of issue.
Coatinied on next page ...
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17. RELATED PARTIES {CONTINUED}

Other related parties - key management & Directors

Transaction Transaction Balance Balance
value foryear  value for year outstanding outstanding
2011 ($000s)} 2010 ($000s) 2011 ($000s) 2010 {$o0as)

Trade payables to related parties:
Hamish Edwards -~ Openside CA Limited by ] - -
Sam Morgan - Sonar & [ 7 - -
26 13 - -

Alltransactions and outstanding balances with these related parties are priced on an arm's length basis and are to be settled in cash and under normal
commercial terms. Transactions relate to the provision of consultancy services by Openside and Sonar 6. None of the balances are secured.

Some members of key management and Directors subscribe to the Xero services provided by the Group. None of these related party transactions were
significant to either the Company or the Directors.

Some members of key management pariicipate In the Employee Restricted Share Plan (Note 19).
Mo amounts with any refated parties bave been written off or foregane during the year (2010: Nil).

Key management personnel remuneration Key management personnel are defined as these persons having authority and responsibility for planning,
directing and coatrolling the activities ofthe Group, directly or indirectly, and include the Chief Executive, his direct reports and Directors. The
following table summarises remuneration paid to key management personnel.

20Mm 2010

{$o00s) {$c00s)

Short-term employee benefits 1,878 1315
Share based payments (under the Employee Restricted Share Plan) 243 n4

Key management. personnel within 201 include the country managers who now report to the Chief Executive,

18. COMMITMENTS & CONTINGENCIES

There are no capital commitments or contingent liabilities as at 31 March zo11 (2010: Nil).

1%. EMPLOYEE RESTRICTED SHARE PLAN

in May 2008 the Xero timited Employee Restricted Share Plan (‘RSP") was introduced for selected executives and employees of the Group, Under
the RSP, ordinary shares in Xero Limited are issued to Xero Trustee Limited, a wholly-owred subsidiary, and allccated to participants, on grant
date, using funds lent to them by the Company.

Under the RSP, the shares are beneficially owned by the participants. The length of retention period before the shares vest is between one and three
years. The price for each share issued during the year under the RSP is the higher of the volume-weighted average end-of-day market price reported
on the New Zeatand Exchange for the 20 business days Immediately praceding the date on which the share is allocated or the invitation price.

If the individual is still employed by the Group at the end of this specific period, the employee is given a cash bonus that must be used to repay
the loan and the shares are then transferred to the individual. The number of shares awarded is determined by the Remuneration Committee
of the Board of Directors. The weighted average grant date fair value of restricted shares issued during the year was $1.44 (2010: $1.65),
Shares with a grant date fair vatue of $483,000 vested during the year (2070: $268,000). The Group has no legal or constructive obligation to
repurchase the shares or settle the RSP for cash,

Continued en next poge ...
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19. EMPLOYEE RESTRICTED SHARE PLAN {CONTINUED)
Number of Number of
shares 2011 shares 2010
(ooos) {ooos}
Unvested shares as at 7 April 420 227
Awarded pursuant to RSP b3l 476
Forfeited (m8) (78)
Vested (344) {205)
Unvested shares as at 31 March Gro 420
Forfeited shares not yet reallocated 84 102
763 522
Percentage of total ordinary shares 0.8% 0.6%
Ageing of unvested shares
Balance of shares to vest on 31 March 2012 358 205
Balance of shares to vest on 31 March 2013 321 25
679 420
20. OPERATING |.EASE COMMITMENTS FOR THE GRGUP'S PREMISES
Group Group Parent Parent
2071 2010 20m 2010
(s000s) ($o00%) {$000s) {30003}
Within one year 403 314 338 314
After one year but not mare than five years 245 422 144 422
648 7368 483 736
271, INVESTMENT [N SUBSIDIARIES
Subsidiaries
Interest Interest
Country of Balance 2017 2010
incorporation date (%) (%)
Xeroinc United States 31 December 106% nfa
Xero Pty Limited Australia 30 June 100% 100%
Xero Trustee Limited New Zealand 31 March 100% 100%
Xero (UK) Limited (formerly Xero Live Limited) United Kingdom 31 March 100% 100%
Xero inc was incorporated on 24 February 2071 but did not trade for the period,
Xero Trustee Limited was incorporated on1 May 2008 and is the Trustee for the Xero Limited Employee Restricted Share Plan.
22. INVESTMENT IN ASSOCIATE
20M 2010
{$00c0s) (3o00s8)
At April - -
Acquisition of associate 200 -
Share of profit 10 -
Income tax expense {3} -
At 31 March 207 -
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22 INVESTMENT IN ASSOCIATE (CONTINUED)

Xero Limited purchased 183 shares of Max Solutions Holdings Limited, an unlisted cempany, on 24 Becember 2010.

The Group's share of the results of its associate and its aggregated assets and liabilities is as follows:

Country of Assets Liabilities Revenues Profit
Name incorparation (s000s8) {sc00s) {soaos) ($000s)  Interest held
Max Solutions Holdings Limited NZ 212 4 221 7 15.90%

Xero Limited has provided Max Solutions Holdings Limited with an unsecured debt facility of up to $100,000 that can be drawn down at any time
until 31 March 2012, Interest is payable at OCR+5%. At 31 March 2011 o amounts kad been drawn down.

23. PRIOR PERIOD RESTATEMENT OF EMPLOYEE RESTRICTED SHARE PLAN

In the prior year the Company treated the noa~recoursa loan to employees and the ynvested cost of the Employee Restricted Share Planas a
receivable and accrual within the Statement of Financial Position. For the 20m year the Company has determined thatitis more appropriate

to record these transactions as equity transactions. This classification is compliant with NZ IFRS. Comparative balances have been restated to
reflect this change.

31 March
2009 31 March 31 March
(as previously 2009 31 March 2010
reported) Adjustment (restated) 2010 Adjustment  (restated)
($000s5) {$0003) {soo0s) {$c00s3) {$000s) {sc00s)
Group
Assets
Trade & other receivables - loans to 22 (122) - 277 @) -
employees
Nopr-current assets - leans to employees 1086 (106) - 314 {314) -
Liabilities
Trade & other payables - employee (692} 190 {502) (1,256) n (885)
entitiements
Equity
Treasury stock - 228 228 147 591 738
Share based payments reserve - {1g0) (390) - (371} (371)
Parent
Assets
Trade & other recelvables - loans to 122 (122) - 297 (277) -
employees
Non-current assets - loans to employees 106 (308) - 314 (314} -
Liabilities
Trade & other payables - employee (624) 1go (424) (982) kil (61}
entitlements
Equity
Treasury stock - 228 228 128 591 729
share based payments reserve - (g0) (190} - (371) (7Y

24. EVENTS AFTER THE BALANCE SHEET DATE
On 6 May 2071 the Company entered into a long term agreement to lease new premises in Wellington. The lease will commence in March 2012.



AUDITORS’ REPORT

We have audited the financial statements of Xero Limited on pages
410 30, which comprise the statements of financial position as at 33
March 2011, the income statements, statements of comprehensive
income, statements of changes in equity and cash flow statements
for the year then ended, and the notes to the financlal statements
that include a summary of significant accounting policies and other
explanatory information for both the Company and the Group. The
Group comprises the Company and the entities it controlled at 1
March 201 or from time te time during the financial year.

Dizectors” Responsibility for the Financial Statements The Directors
are responsibie for the preparation of these 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 controls as the Directors determine are
necessary to enable the preparation of financial statements that are
free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility Our responsibility Is 1o express an opinion

on these financial statements based on our audit. We conducted our
audit in accordance with Internationat Standards on Auditing (New
Zealand) and International Standzrds on Auditing, These standards
require that we comply with relevant ethical requirements and plar
and perform the audit to obtaln reasonable assurance about whether
the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence
about the amounts and disclosures in the financial statements. The
procedures sefected depend on the auditors' judgement, including
the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk
assessments, the auditor considers the internal controls relevant to
the Company's and Group's preparation of 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 epinion on the effectiveness
of the Company's and Group's internal control. An audit also includes
evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates, as well as evaluating the
overall presentation of the financiat statements,

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

Other than in our capacity as auditers and providers of other
assurance and taxation services, wa have no relationship with, or
interests in, Xero Limited or any of its subsidiaries. These services
have not impaired our independence as auditors af the Company
and Greup.

PRICEWATERHOUSE(COPERS
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Opinion n our opinion, the financial statements on pages 4 to go:

(i) complywith generally accepted accaunting practice
in New Zealand;

(i} comply with internaticnat Financlal Reporting Standards; and

(ii} givea trueand fair view of the financial position of the
Company and Group as at 31 March 2011, and their financial
performance and cash flows for the year then ended,

Report on Other Legal and Regulatory Requirements We also
report in accordance with Sections 16(1)(d) and t6(1}(8) of the
Financial Reporting Act 1593. In relation to our audi; of the financial
statements for the year ended 31 March 201:

(i) we have obtained all the information and explanations that we
have required; and

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

Restriction on Distribution or Use This repart is made solely

to the Company’s shareholders, as a body, in aceordance with
Section 205(1) of the Companies Act 1933. Qur audit work has been
undertaken so that we might state to the Company's sharehalders
those matters which we are required to state 1o them in an auditors’
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.

PricewaterhouseCoopers
Chartered Accountants
Wetlingten, New Zealand
19 May 201
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Group Group Parent Parent
2010 2009 2010 2009
Notes ($oo0s) (so005) ($0008s) ($o00s)
Operating revenue & other income 4 3,395 1,419 4,105 1,239
Operating expenses 4 12,874 8,364 13,543 8,487
Operating deficit {9,479} (7.245) (8.438) (7.248)
Netinterest income 4 1,029 494 1,028 491
Net {loss) before tax (8,450} {6,757) {8.410) (6.757)
Inceme tax L) - - - -
Net (loss) after tax attributable to the
shareholders of the Company (8.450) (6,751) (8,410) (8,757)
Earnings per share 7
Basic & diluted loss per share {s000) (s0a2) (s0.10) ($0.12)

The accompanying notes form an integral part of these financiol statements

XERD LIMITED = STATEMENTS OF COMPREHENSIVE INCOME - FOR THE YEAR ENDED 31 MARCH 201
Group Group Parent Parent
2010 2009 2010 2009
($000s) ($ooos) {$o00s) {$o00s)
Net (loss) after tax (B.450} {6,757 {8.410) (6,757}
Other comprehensive income
Exchange difference on translation of international subsidiaries k3 (10) - -
Cther cempreiensive incoeme for the year, net of tax k1| ()] - -
Total comprehensive loss for the year attributable
to the shareholders of the Company (8,419) (6,761} {8,470} (6,757

Other comprehensive income does not have any tax effect for the reporting period.

The accompanying notes form an integral part of these financial statements
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Foreign
currency
Share Accumulated translation Total
capital losses reserve equity
Notes ($o00s) ($000s5) ($000s) ($o0005)
Year ended 31 March 2010
Group
Balance at1 April 2008 17,130 (1z,110) - 5,020
Net (loss) after tax - (B.450) - {8,450)
Currency transtation movements - - k4l 3
Total cemprehensive income - (8.450) 31 (8.419)
tssue of ordinary shares 28,140 - - 28,140
Buyback of shares (740) - - €r40)
Issue of shares under Employee Restricted Share Plan 602 - - 6oz
Forfeited shares not re-issued )] - - @)
Balance as at 31 March 2010 6 45,123 {20,560) kY 24,594
Parent
8alance at t April 2009 17130 (1207) - 5,029
Met (loss) after tax - {8,410} - {8,410)
Total comprehensive income - {8,430) - (8.410)
Issue of ordinary shares 28,140 - - 28,140
Buyback of shares (740) ~ - {740}
Issue of shares under Employee Restricted Share Plan 6oz - - Boz
Balance as at 31 March 2010 6 45,732 {20,571) - 24,621
Year ended 31 March 2009
Group
Balance at1 April 2008 16,670 (5.359) 10 1,32
Net (loss) after tax - )] - (6,757)
Currency transtation movements - - fio) (10)
Total comprehensiva income - (6.757) {10) (6781
issue of ardinary shares 460 - - 460
Balanee as at 31 March 2009 6 17,130 {12,110) - 5,020
Parent
Balance at 1 April 2008 16,670 (5.344) - 11,326
Net (toss) after tax - (757 - {6.757)
Total comprehensive income - (6,757) - 6.757)
Issue of ordinary shares 460 - - 460
Balance as at 37 March 2009 6 17,134 {12,107) - 5,029

The eccompanying notes form an integral part of these finencial statements
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Group Group Parent Parent
2010 2008 2010 2009
Notes (4000s) ($000s) {so00s) ($oo0s3)
Assets
Non-current ussets
Property, plant & equipment 8 367 375 333 364
Investment in subsidiaries 22 - - 195 195
Intangible assets g 2,948 2,029 2,923 2,029
Other non-current assets 7 725 504 725 504
Total non-current assets 4,040 2,908 4,176 3,092
Currant gssats
Cash & cash equivalents 10 21,297 3,807 21,236 3,720
Trade & other receivables 1 1,235 402 1,057 361
Total current assets 22,632 4,209 22,293 4,081
Total assets 26,672 7,17 26,469 773
Liabilities
Current liabilities
Trade & other pavables 12 2,078 2,077 1,848 2,124
Finance lease 3 - 6 - [
Total current liabilities 2,078 2,083 1,848 2,130
Non-current Habifitios
Finance lease 13 - 14 - 14
Total non-current tiabilities - 14 - 14
Total liabilities 2,078 2,097 1,848 2,144
Net assets 24,5494 5,020 24,621 5,029
Equity
Share capital 5 45123 17,130 45132 T30
Accumulated losses {20.560) {12,10) (20,511) (12007
Forelgn currency translation reserve 8 k1l - - -
24,594 5,020 24,621 5,028

The accompanying notes form an integral part of these financial statements
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Group Parent Parent
2010 2009 2010 2009
Notes {$00os} (scoos) {$0008) {s000s}
Operating activities
Cash was provided from
Receipts from customers 2,851 925 2,300 1,043
GSTreceived G4 282 48 21
RWT received - 210 - 230
Cther income 123 148 123 48
Interest received 881 463 88o 449
3,919 2,028 3.351 2,061
Cash was applied to
Payments to suppliers & employees (o714} (7A72) (10,308) {7.055)
Income tax paid (RWT) - - - -
(10,714) (7972) (10,308} {7.955)
Net cash flows from operating activities 16 (6.795) {5,144) {6,957) (4,994}
Investing activities
Cash was applied to
Purchase of property, plant & equipment (198) {126) {139) (112)
Capitalised development costs (1,745} (1.397) (1.749) (.397)
intangible assets (33) ] @ ]
Investmentin subsidiaries - - - {ig5)
Net cash flows from investing activities (.a80) (1,524) (1,896) (1,708)
Financing activities
Cash was provided from
Net private placement funds received in advance - 954 - 954
Share buyback (740} - (740) -
Share issus 28,046 - 28,046 -
27,308 954 27,306 854
Cash was applied to
Cost of share issve (518) - (g5} -
Finance lease repayments {20) (€} {20) {8)
{935) )] (935) {8
Net cash flows from financing activities 26,371 g48 26,371 g48
Net (decrease)fincrease in cash held 17,596 {5,720} 1518 {5,757
Foreign currency translation adjustment {8) 10 @ -
Cash & cash equivalents at beginning of the year 10 3.807 9,517 3.720 9,471
Cash & cash equivalents at end of the year 0 21,397 3,807 21,236 3,720

The accompanying notes farm o integral poart of these finorciol statements
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NOTES TO THE FINANCIAL STATEMENTS

1. CORPORATE INFORMATION

Xero Limited is a limited liability company, domiciled and
incorporated In New zealand and registered under the New Zealand
Companies Act 1993, The registered office of the Company is Level T,
Old Bank, 88 Custemhouse Quay, Weltingtan, New Zealand.

The financial statements presented are for Xero Limited {the
"Company”) and its subsidiaries comprising Xere Live Limited
(United Kingdom), Xero Pty Limited {Australia) and Xero Trustee
Limited (together “the Group”} for the year ended 31 March 2010.

Xero Limited is anissuer for the purposes of the Financial Reporting
Act1993.

The consolidated financial statements of the Group for the year
ended 31 March 2010 were authorised for issue in accordance
with a resolution of the Directors on 13 May 2010,

The Group’s principat activity is the provision of a platform for
onfine accounting and business services to small and medium-sized
enterprises.

2, SUMMARY QF SIGNIFICANT ACCOUNTING POLICIES

(a) Basis of preparation The financial statements have been prepared
in accordance with New Zealand Generally Accepted Accounting
Practize. They comply with New Zealand Equivalents to International
Financial Reporting Standards ("NZ IFRS") and other applicable
Finaneial Reporting $tandards as appropriate for profit-criented
entities. The financial statements comply with International Financial
Reporting Standards (“IFRS™).

The financlal statements have been prepared in accordance
with the requirements of the Financial Reparting Act 1993 and
Companies Act 1993,

The Company and Group are profit-oriented companies for financial
reporting purposes.

The consolidated financial statements have been prepared using
the historical cost convention.

The preparation of financial statements requires management

to make judgements, estimates and assumptions that affect the
application of accounting policies and the reportad amounts of
assets, liabilities, income and expenses. The areas invalving a higher
degree of judgement or complexity, or areas where assumptions and
estimates are significant to the consolidated financial statements,
are disclosed in Note 3.

(b} Changes in accounting policy and disclosures The accounting
policies adopted are consistent with those of the previous year
except as foltows:

The Group has adopted the following new and amended NZ iFRS and
interpretations as of 1 April z008:

~ NZAS 1 Presentation of Firancial Statements (revised zaoy)
effective 1 January 2003
~ NZ IFRS 8 Segment reporting effective 1 January 2009
When the adoption of the standard or interpretation is deemed to

have an impact on the financial statements or performance of the
Group, its impact is described below:

NZ tAS 1 Presentation of Financial Statements (revised) separates
owner and non-owner changes in equity, The Statement of Changes
in Equity includes only details of transactions with cwners, with
non-cwner changes in equity presented in a reconciliation of

each component of equity and included in the new Statement of
Comprehensive Income. The Statement of Comprehensive Income
presents all items of recognised income and expense either in one
single statement or in two linked statements. The Group has
elected to present two linked statements.

NZ IFRS 8 Operating Segments Is applicable for financial periods
beginning on or after 1 January 2009. NZ IFRS 8 replaces NZiAS 14,
Segment Reporting, and requires 2 management approach, under
which segment information is presented on the same basis as that
used for internal reporting purposes to the chief operating decision-
maker, The adoption of this standard has not had a material impact
on the Group’'s financial statements,

{c) Basis of consalidaticn Subsidiaries are all entities over which the
Group has the power to govern the financlal and operating policies
generally accompanying a shareholding of more than one half of the
voting rights. Subsidiaries are fully consolidated from the date on
wiich control is transferred to the Group. They are de-consolidated
from the date that control ceases. The purchase method of
accounting is used to account for the acquisition of subsidiaries by
the Group. The cost of an acquisition is measured as the fair value of
the assets given, equity instruments issued and liabilitles incurred or
assumed at the date of exchange, plus costs directly attributable to
the acquisition. Inter-company transactions, balances and unrealised
gains an transactions between Group companies are eliminated.
Unrealised losses are also eliminated. Accounting policies of
subsidiaries are consistent with the policies adopted by the Group.

{d} Revenue is recognised to the extent that it is probable that the
economic benefits will flow to the Group and the revenue can be
refiably measured. Revenue is recarded net of G5T and discounts
and after eliminating sales within the Group. The feflowing specific
recognition criterla must also be met before revenue is recognised:

Services - Revenue is recognised in the accounting period in which
the service Is rendered. Consideration received prior to the service
being rendered is recognised in the Statement of Financial Position as
income in advance and included within trade and other payables.

Interest - Interest income is recognised on an zccruals basis using
the effective Interest rate method.

Government grants - Grants are recognised at their fair value

where there is reasonable assurance that the grants will be received
and all attaching conditions will be complied with. When the grant
relates to an expense item, it is recognised as income over the period
necessary to match the grant on a systematic basis to the costs that
it isintended to compensate.

(e} Income tax Incame tax expense comprises current and deferred
tax. Income tax expense is recognised in the Income Statement
extept to the extent that it relates to items recognised directly in the
statement of Comprehensive Income or equity, in which caseitis
recognised in the Statement of Comprehensive Income or equity.

Current tax is the expected tax payzble on the taxable income for
the year, using tax rates enacted or substantially enacted at the
reporting date, and any adjustment to tax payable in respect of
previous years.



Deferred tax is recognised, using the liability method, on temparary
differences arising between the tax bases of assets and [iabilities
and their carrying amounts in the consolidated financial statements.
Deferred income tax is determined using tax rates (and laws) that
have been enacted or substantiaily enacted by the Statement of
Financial Position date and are expected to apply when the related
deferred income tax asset is realised or the deferred income tax
liability is settled.

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

() GST The Income Statement and the Statement of Cash Flows have
been prepared so that all components are stated exclusive of GST,
except where GSTis not recoverable, Allitems in the Statement

of Financial Position are stated net of GST with the exceptian of
receivables and payables, which include GST invaiced.

Commitments and contingencies are disclosed net of the amount
of GST recoverable from, or payable to, the taxation authority.

(g) Fereign currency transiation ltems included in the financial
statements of each of the Group's entities are measured using the
currency of the primary economic environment in which the entity
operates (“the functional currency™). The consolidated financial
statements are presented in New Zeatand dollars (§), which is the
Company’s functional currency. Foreign currency transactions are
translated inte the functional currency using the exchange rates
prevailing at the dates of the transactions. Foreign exchange gains
and losses resulting from the settlement of such transactions and
from the translation at year-end exchange rates of monetary assets
and liabilities denominated in foreign currencies are recognised

in the Income Statement. Foreign exchange gains and losses are
presented in the Income Statement within operating expenses.

The Group translates the results of its foreign operations from their
functional currency to the presentation currency of the Group using
the closing exchange rate at balance date for assets and liabifities
and the average yearly exchange rate for income and expenses.

The difference arising from translation of the Statement of Financial
Position at the closing rate and the Income Statement at the average
rate is recorded within the Foreign Currency Translation Reserve.

(h) Property, plant & equipment is stated at histarical cost less
depreciation. Historical cost includes expenditure that is directly
attributable to the acquisition of the items.

Depreciation on assets is calculated using the straight-line method to
allocate their cost to their residual values over their estimated useful
lives, as follows:
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An asset’s carrying amount is written down immediately to its
recoverable amotnt if the asset's carrying amount is greater than
its estimated recoverable amount.

Galins and losses on disposals are determined by comparing
proceeds with carrying amounts and are recognised in the Income
Statement.

{i) intangible assets
(1) Research costs are expensed as incurred.

Costs associated with maintaining internal computer software
programs are recognised as an expense as incurred. Costs that are
directly assaciated with the development of identifiable and unique
software products controlled by the Group are recognised

as intangible assets where the following criteria are met:

- itis technically feasible to complete the software
product so that it will be available for use;

- management interds 10 complete the software
product and use or sell it;

- there isan ability to use or sell the software product;

~ itcan be demonstrated how the software product
will generate prabable future economic benefits;

- adequate technical, financial and other resources to
complete the development and to use or sell the
software product are available; and

]

the expenditure attributable to the software product
during its development can be reliably measured.

Directly attributable costs that are capitalised as part of the
capitatised software development costs include the software
development employee cests. Other development expenditures that
do not meet these criteria ave recognised as expenses as incurred.
Development costs previously recognised as expenses are aot
recognised as assets in a subsequent period. Computer software
development costs recogaised as assets are amortised over their
estimated useful lives,

(1) Other intangible assets acquired are initially measured at cost.
Internally generated assets, excluding capitalised development
costs, are not capitalised and expenditure is recognised in the
Income Statement in the year in which the expenditure is incurred.

The useful tives of the Group’s intanpgible assets are assessed to be
finite. Assets with finite lives are amortised over their useful lives
and tested for impairment whenever there are indications that the
assets may be impaired.

(n) Amortisation is recognised in the Income Statementona
straight-line basis over the estimated useful life of the intangible
asset, from the date itis avaitable for use.

Leasehold improvements Terms of lease The estimated useful lives are:

Motor vehicles 3 - 4years Patents & trademarks 10 years
Furniture & equipment 1-7years Domains 10 years
Computer equipment 2-3years Capitalised development costs 3-4years

The assets’ residual values and useful lives are reviewed and adjusted
if appropriate at each balance date.
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{i) Impairment of non-financial assets At each reporting date, the
Group assesses whether there is any indication that an asset may be
impaired. Where an indicatar of impairment exists, the Group makes
a formal estimate of the recoverable amount. Where the carrying
value of an asset exceeds its recoverable amount, the asset is
considered impaired and is written down to its recoverable amount.

Recoverable amount is the greater of fair value less costs to sell

and value in use. For the purposes of assessing impairment, assets
are grouped at the lowest levels for which there are separately
identifiable cash flows (cash-generating units). Non-financial assets
other than goodwill that suffered an impairment are reviewed for
possible reversal of the impairment at each reporting date.

(k) Non-derivative financial instruments The Group classifies

its financial assets as loans and receivables. The classifications
depend on the purpose for which the financial assets were acquired.
Management determines the classifications of its financial assets at
initial recognition.

() Loans & receivables are non-derivative financial assets with fixed
or determinable payments that are not quoted in an active market.
They are included in current assets, except for those with maturities
greater than 12 months after the Statement of Financial Position dage.
These are classified as non-current assets. The Group’s loans and
receivables comprise “trade and other receivables” and cash and
cash equivalents in the Statement of Financial Position. Loans and
receivables are carried at amortised cost using the effective interest
methed. The Group assesses at each Statement of Financial Position
date whether there Is objective evidence that a financial asset ora
group of financial assets isimpaired. Impairment testing of trade
receivables is described in Note 2(n). The Group doas not have

any derivatives,

{m) Cash & cash equivalents include cash in hand, deposits held at
call with banks, other short-term, highly liguid investments with
original maturities of three months or less, and bank overdrafts.

(n) Trade & ather receivables are recognised initially at fair vatue and
subsequently measured at amortised cost using the effective interest
method, less provision for impairment, A provision for impairment of
trade receivabies is established when there is objective evidence that
the Group will not be able to collect all amounts due accerding to the
original terms of the receivables. The carrying amount of the asset is
reduced through the use of an allowance aceount, and the amaunt

of the loss is recognised in the Income Statement. When a trade
receivable is uncollectiblae, it is written off against the allowance
account for trade receivables. Subsequent recoveries of amounts
previcusly written off are credited agalnst the Incore Statement.

(0} Trade & other payables are recognised initially at fair value and
subsequently measured at amortised cost using the effective interest
methed. They represent liabilities for goods and services provided to
the Group prior to the end of the financial year that are unpaid, The
amounts are unsecured, non-interest bearing and are usually paid
within 45 days of recognition.

{p) Employee entitlements The llability for employees’ compensation
for future leave is accrued in relation to the length of service
rendered by employees and relates to the vested and unvested
entitlements,

The Group operates both shert-term and long-term incentive plans.
Employee incentive obligations are measured an an undiscounted

basis and are expensed as the related service is provided. The Group
operates an equity-settled, share-based compensation plan, under
which the entity receives services from employees as consideration
for equity insiruments of the Group. The value ofthe employee
services received for the grant of shares is recognised as an expense
over the vesting period and the amount is determined by reference to
the fair value of the shares granted.

(9) Leases Operating lease payments are recognised as an expense
inthe income Statement on & straight-line basis over the lease term.

Finance leases, which transfer to the Group substantially all the
risks and benefits incidental to ownership of the leased items,

are capitalised at the inception of the leases at the fair vatue of

the leased assets or, if lower, at the present value of the minimum
lease payments. The leased assets and carresponding Habillties are
therefore recognised and the assets are depreciated in line with the
Group's depreciation policy to reflect estimated useful lives.

Lease payments are apportioned between the finance charges and
reduction of the lease Gability so as to achieve a constant rate of
interest on the remaining balance of the liability. Finance charges
are included in the Income Statement as interest costs.

(r) Earnings per share The Group presents basic earnings per share
(EPS) data for its ordinary shares.

Basic EPS is calculated by dividing the Group profit or loss
attributable to ordinary shareholders of the Company by the
weighted average number of ardinary shares outstanding
during the period.

Diluted EPS is determined by adjusting the profit or loss attributable
to ordinary shareholders and the weighted average number of
ordinary shares vutstanding for the effects of all dilutive potential
ordinary shares, which comprise convertible notes and share options
granted to employees.

(s) Share capital Qrdinary shares are classified as equity. Incremental
costs directly attributable to the issve of new shares are shown in
equity as a deduction, net of tax, from the praceeds. Where any
group eompany purchases the Company’s eguity share capital
(treasury shares), the consideration paid Is deducted from equity
attributable to the Company’s equity holders until the sharesare
cancelled or transferred outside the Group.

(t) Segment reporting An operating segment is a component of an
entity that engages in business activities fram which it may earn
revenue and incur expenses, whose operating results are regularly
reviewed by the entity’s chief operating decision-maker to make
decisions about resources to be allocated to the segment and
assess performance, and for which discrete financizl information

is available. Operating segments are aggrezated for disclosure
purposes where they have similar products and services, production
processes, customers, distribution methods and regulatory
envirenments.

(4) Standards or interpretations issued but not yet eifective
The following standards not yet effective are relevant to the
Company and Group.

NZIFRS 3 Business Combinations (revised) is applicable to the Group
for accounting periods beginning on or after 1 July 2000, The revised
standard introduces a number of changes to the accounting for
business comblnations, the most significant being the requirement
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to expense transaction costs. The Company will apply NZ FRS 3
(revised) to any future business combinations,

NZ IFRS g Financlal Instruments ~ Recognition and Measurement

of Financial Assets was issued in November 2009 as part of the
tnternational Accounting Standards Board's (JASB) project to replace
IAS 39 Financial Instruments: Recognition and Measurement. The
standard deals with accounting for financial assets, thelr recognition,
derecognition and measurement. Financial assets are classified
according to thelr measurement, either at fair value or amortised
cost. The standard Is effective from 1 January 20m. Itis not expected
to have a material impact on the Company or Group.

There are a number of other amendments 10 zccounting standards
as part of the ongoing improvement process. None of these changes
is expected to Impact significantly on the Group.

The Company and Group have not adopted any standards prior to
their effective date.

3. SIGNIFICANT ACCOUNTING JUDGEMENTS

In applying the Group’s accounting policies, management continually
evaluates judgements, estimates and assumptions based on
experience and other factors, including expectations of future events
that may have an impact on the Group. All judgements, estimates and
assumptions made are believed to be reasonable based on the most
current set of circumstances available to the Group. Actual results
may differ from the judgements, estimates and assumptions.

The significant judgements, estimates and assumptions made hy
management in the preparation of these financial statements are
autlined below.

{a) Deferred tax asset The Group has not recognised a deferred
tax asset In respect of the aceumulated losses and temporary
differences incurred, as given the Group is In the early stage of
its development and has no history of profits, Itis not considered
prudent to recognise an asset until the point the Group reaches
break-even.

(b) Capitalised development costs The Group capitalises its
development costs based on a proportion of the employee costs of
staff directly attributable to software development. The proportian
of costs capitallsed is based on the percentage of time employees
spend developing the product.

The percentages applied are in line with industry standards and
predominantly range between 60% and Bo% of individual software
development employee costs. The development costs are amortised
over the expected useful life of the software (3-4 years). The Group
regularly reviews the carrying value of capitalised development costs
to ensure it is supported by the associated future economic benefits.

PAGE 13
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4. REVENUES & EXPENSES

Group Group Parent Parent
2010 2009 2016 2009
Notes {$ocos) ($oo0s) {$000s) (30008)
Operating revenue from the rendering of services 3,158 959 3,868 1,089
Qther income
Gavernment grants* 109 125 101 125
Other i36 35 136 25
237 160 237 150
Total revenue and other income 3,395 1,119 4,105 1,239
Operating expenses
employee entitlements 8,503 4,577 4,771 3.523
Advertising & marketing 1,282 633 823 369
Consulting & sub-contracting 325 288 240 160
Travel related 497 303 305 249
Lease/rental 368 387 342 285
Communication & office administration 287 237 M5 156
Directors’ fees 215 180 bal] BO
Fees paid 1o auditors 14 181 52 146 37
Loss on disposal of property, plant & equipment 3 7 3 4
Lossf{gain) on foreign exchange transactions 59 (9) 59 (9)
Other operating expenses 1746 836 5.028 2,688
Totaf operating expenses exc. depreciation & amortisation 1,466 7,491 12,147 7,622
Depreciation & amortisation expense
Property, plant & equipment 8 98 212 186 204
Amortisation of other intangible assets g 6 6 [ 6
Amartisation of development costs g 1,204 B55 1,204 655
Total depreciation & amortisation 1,408 873 1,286 865
Total operating expenses 12,874 8,364 13,543 8,487
Interest
Interest income - bank 1,016 485 1,015 482
Interest income - loan to related party 18 12 12 12 12
Interest expense - finance charges payable under finance lease 1 (1) 1 ()
Net interest income 1,029 494 1,028 491
Net {loss) before tax (8.450) (6:751) (8,410) (6,757)

*Government grants have been received from New Zealand Yrade and Sntesprisa (VZTE) in respect of overseas market development. The grants wera claimed retrospectively
on quatifyiag expenditure, and aff conditions hove been fulfilled at balance date.
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E. INCOME TAX

The tax on the Group’s profit before tax differs from the theoretical amount that would arise using the weighted average tax rate applicable
1o profits of the consolidated entities as follows:

Group Group Parent Parent

2010 2009 2010 2008

(sov0s) ($o005) ($o00s) ($o00s)

Accounting (loss) before income tax (8.,450) {6,757) (8,410) (6.757)
At the statutory Income tax rate of 3a% (2000: 30%) (2.535) (2,025) (2,523) (2,027)
Non-deductible expenditure b g 3 5
Total tax losses not recognised 2,514 2,020 2,510 2,022
Income tax expense reported in [ncome Statement - - - -
Openiag balance - 210 - 210
Incame tax paid (RWT) - - - -

Income tax refunded (RWT) - {n0) - (210)

Current tax receivable

The Company has New Zealand tax losses available to carry forward of $18,675,000 (2008: $11,855,000) subject to shareholder continuity being
maintained as required by New Zealand tax legislation.

The Company has not recognised other temporary differences of $176,171 (2009 $106,000) In terms of a deferred tax asset as outlined in Note 3
Significant Accounting Judgements.

Imputation credit account

Group Group Parent Parent
2010 2009 2010 2008
($0005) ($o008) ($00053) (3000s)
Balance asat1April - 210 - 210
New Zealand income tax payments during the year - - - -
Tax refunds received - (210) - (210}

Balance at end of the year
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6. SHARE CAPITAL

Group Group Parent Parent

2010 2009 2010 2009

($ocos) {$o00s) {$o000s) (3000s%)
Batance as at1 April 17,730 16,870 17330 16,670
Issue of ordinary shares 39,715 460 29,115 460
Cost of issue (975) - (975) -
Issued share capital 45,270 17,130 45.270 17130
Buyback of shares (740) - (749) -
Net cost of shares issued under Employee Restricted Share Plan 6oz - 802 -
Farfeited shares not re-issued (2) - - -
Treasury stock (147} - (138) -
Balance as at 31 March 45,123 17,130 45,132 17,130

Included within the value of share captal In 2a10 are transaction costs asseciated with the {ssue of 32 million ordinary shares, which took place
in April and May zo0g. These transaction costs were directly associated with the equity transactions and accordingly have been accounted for

as a deduction from equity. Included within these costs was $32,000 paid to Directors for services relating to the share issue.

Movement in ordinary shares on issue

Group Group Parent Parent

2010 2009 2010 2009

($c00s) {$o00s) {$oo0s} (5000s)
Balance asat1 April 55,460 55,000 55,460 55,000
Issue of ordinary shares 32,273 460 32,273 460
issued share capital 87.733 55,460 87,733 55,460
Buyback of shares {z00) - {s00) -
Shares issued under Employee Restricted Share Plan 407 - 407 -
Forfeited shares not re-issuad [C)] - - -
Treasury stock (x02) - (23) -
Ordinary shares on issue at 31 March 87,631 55,460 87,640 55,460

All shares have been issued, are fully paid and have no par value.

During the year the Company undertook a share placement programme whereby a total of 25.8 million new shares were issued at $0.90.
In May 2009 a Share Purchase Plar was completed with a total of 6.5 million new shares belng issved at $0.90 to existing shareholders.
in August 2003 the Company completed a share buyback, which resuited in the purchase of 500,000 shares at an average price of $1.4s.

Treasury stock includes unallocated shares remaining after the issue of shaves ander the Employee Restricted Share Plan and forfeited shares.

The holders of ardinary shares are entitled to receive dividends as declared from time to time and are entitled to one vote per share at meetings
of the Company. All shares rank equally with regard to the Company's residual assets, As set out in Note 20, 420,000 ordinary shares are held

under the Employee Restricted Share Plan and have yet to vest.

Foreign currency translation reserve

Group Group Parent Parent

2010 2008 2010 2009

{$oc0s) ($oo0s) {$0008) (sc00s)
Balance as at 1 April - he] - -
Translation of overseas subsidiaries into presentation currency (31 (0} - -
Balance as at31 March (z1) - - -

Capital risk management The Group’s abjectives when managing capital {compromising share capital) are to safeguard the Group’s ability to
continue as a going concern in order to provide returns for shareholders, and to maintzin an optimal capital structure.
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7. EARNINGS PER SHARE

Loss aitributable to ordinary shareholders:

Group Group Parent Parent
2010 2008 2010 2009
Note {ooes) {coos) {ooos) (ooos)
Net (loss) after tax {58,450) {86,751} (58.410) (36.757)
Issued ordinary shares 8 87,631 35.460 87.640 55,460
Weighted average of issued ordinary shares 83,455 55402 83,464 55,402
Basic & difuted (loss) per share ($0.10) ($012) (so010) (30.12)
8. PROPERTY, PLANT & EQUIPMENT
Leasehnld Motor Computer Furniture
improvements vehicles equipment & equipment Total
{$o00s) {$000%) ($c00s) (so00s8) {$o00s)
Group - Year ended 31 March 2010
Cast
Balance as at1 April 2009 246 60 290 126 722
Additions °] - 148 4 198
Disposals - - (14) (5) f19)
Foreign exchange adjustment - - @ - (2}
Balance as at 31 March 2010 255 80 422 162 839
Depreciation
Balance as at1 April 2008 82 28 183 54 347
Depreclation expense 43 30 109 26 198
Disposals - - 6)] @) (12}
Foreign exchange adiustment - - V)] - m
Balance as at 31 March 2070 125 48 282 77 532
Net carrying amount 130 12 140 85 367
Parent - Year ended 31 March 2010
Cost
Balance as at 1 April2cog 246 60 274 125 708
Additions 9 - 6 35 160
Disposals - - ) (5) (16)
Balance as at 31 March 2010 255 60 379 155 849
Depreciation
Balance as at1 April 2009 82 28 177 54 34
Depreciation expense 43 20 o7 26 86
Cisposals - - &) (3) ()
Balance as at 31 March 2010 125 48 266 77 516
Net careying amount 130 12 3 78 333

Continued on next page ...
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8. PROPERTY, PLANT & EQUIPMENT (CONTINUED)

Leasehold Mator Computer Furniture
improvements vehicles equipment & equipment Total
(3000s%) ($000s) {$co0es) ($0008) ($0005)

Group - Year ended 31 March 2009
Cost
Balance as at1 April 2008 232 60 27 M8 B2t
Additions 14 - 104 B 126
Disposals - - (25) - (25)
Balance as at 31 March 2009 245 50 289G 126 J22
Depreciation
Balance as at 1 April 2008 43 8 72 26 149
Depreciation expense 39 20 125 28 22
Disposals - - (14} - (14}
Balanee as at 31 March 2003 82 28 183 54 347
Net carrying amount 164 32 107 72 375
Parent - Year ended 31 March 200g
Cost
Balance as at71 April zo08 232 60 198 8 GoB
Additions 14 - a1 7 12
Disposals - - (15} - (s)
Balance as at 31 March 2009 246 60 274 125 705
Depreciation
Balance as at1 April 2008 43 8 71 26 148
Depreciation expense 39 20 n7 28 204
Disposals )] a1
Balance as at 31 March 2009 82 28 177 54 31
Net carrying amount 164 22 97 71 364

Previously within Furniture & Equipment net carrying amounts of the Parent and Group were assets leased under a finance lease. (z009: $7.720).
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9. INTANGIBLE ASSETS
Capitalised
Patents & development
trademarks costs* Domains Total
($000s) {40005) (3o00s) {$o00s)
Group - Year ended 21 March 2070
Cost
Balance as at1 April 2009 18 2,839 A 2,898
Additions 4 2,096 29 2328
Balance as at 31 March 2010 22 4,935 79 5,027
Amortisation & impairment
Bzlance as at1 April 2009 857 9 88g
Amaortisation during year 1,204 4 1,210
Balance as at 31 March 2010 5 2,061 13 2,079
Net carrying amount 17 2,874 57 2,948
Parent -~ Year ended 31 March 2010
Cost
Balance as at 1 April 2008 18 2,839 $ 2,898
Additions 4 2,006 4 2,104
Balance as at 31 March 2010 22 4,935 45 5,002
Amortisation & impairment
Balance as at1 April 2009 3 857 [+] 86g
Amortisation during year 2 1,204 4 1,210
Balance as at 31 March 2010 5 2,061 3 2,079
Neat carrying amount 17 2,874 32 2,923
Group & Parent - Year ended 37 March 2oon
Cost
Balance as at1 April 2008 17 1,215 41 1,273
Additions 1 1,624 - 1.625
Balance as at 31 March 2008 18 2,839 4 2,808
Amortisation & impuoirment
Balance as at1 April 2008 1 202 208
Amortisation during year 2 655 4 661
Balance as at 31 March 2008 3 857 a 269
Net carrying amount 15 1,982 32 2,028

*Capitalised development costs has been Internally generated.
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10. CASH & CASH EQUIVALENTS

Group Group Parent Parent
2010 2009 2010 2009
($o000s) (so005) {§0005) ($0008)
Cash at bank 597 1,257 436 1170
Bank term deposits 20,800 2,550 20,800 2,550
21,357 3,807 2,236 3,720
14. TRADE & DTHER RECEIVABLES
Group Group Parent Parent
2010 2009 2010 2009
Note {$0005) ($ooos) ($o00s) {0005}
Current assets
Trade receivables 516 100 384 b ]
Employee loans 277 122 277 122
Prepayments 178 74 156 54
interest receivable 97 58 197 58
Government grant receivable 37 36 37 26
GSTreceivable 0 12 6 12
1,235 402 1,057 361
Non-current assets
Loans to Directors 18 336 324 336 324
NZX bond 75 75 75 75
Employee loans 34 10§ 314 105
725 504 725 504

Trade receivables that are less than three months past due are not considered impaired, As of 31 March 2010, trade receivables of the Parant
and Group of $30,000 were past due (2098: §3,500). These relate to a number of independent customers for whom there Is no recent history
of default. The Group has no impaired receivables.

12. TRADE & OTHER PAYABLES

Group Group Parent Parent

2010 2009 2010 2009

Note {$0005) (sooos) {$000s} {$o00s)
Trade payables 291 221 461 174
Trade payables due to related parties 18 - - 304 208
Net private placement funds received in advance - 854 - 954
Other payables & accrued expenses 214 325 120 a
Income in advance 98 85 At 58
GST payable 19 - - -
Employee entitlements 1,256 692 982 £34
2,078 2,077 1,848 2,124
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13. FINANCE LEASE
Minimum Lease
payments interest Principal
{$o00s} (sovos) {$o00s)
Graup & Parent - Year ended 37 March 2010
Lessthan one year - - -
Between one & five years - - -
Group & Parent ~ Year ended 31 March 2009
Less than one year 8 2 8
Between ane & five years 24 20
32 a6
14. AUDITORS' REMUNERATION
Group Group Parent Parent
2010 2008 2010 2003
(sooo0s) (3c00s) {$000s) {soo0s)
Amourits received or due & receivable by PricewaterhouseCoapers for:
Audit of financial statements 72 40 37 a5
Other assurance services In relation to the entity* 23 12 23 12
Taxation services™* 86 - 86 -
Total fees paid to auditors 187 L2 146 a7

* Cther assurance services relate to agreed upon procedures aver the Group’s half year result and the Company’s share register.
** Taxation services relate to the provision of assurance services over the annuaf tax return and tax advics conreerming sharcholder continuity and the Company’s

share buyboek,
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15. FINANCIAL INSTRUMENTS & FINANCIAL RISK MANAGEMENT OBJECTIVES

Financial instruments recognised in the Statement of Financial Position include cash balances, receivables, payables and finance leases. It is,
and has beer, through the period of these financial statements, the Group's policy that no trading in financial instruments shall be undertaken.

Classification and fair vatues The carrying value of the parent’s and Group's financial Instruments approximates thefr fair value. Set aut below Js
a comparison by category of the carrying amounts of all the Parent’s and Group's financial instruments and their fair values.

Loans & At amartised Total Fair
receivables cost  carrying value value
{s000s) ($000s) {$ocoos) ($o00s)
Group - Year ended 31 March 2010
Assets
Trade & other receivables 770 - 77¢ 770
Cash & cash equivalents 21,387 - 21,397 21,397
Loans to Directers 3386 - 336 336
Total financial assets 22,503 - 22,503 22,503
Liabilities
Trade & other payables - 705 705 708
Total financial liabilities - 705 705 705
Group - Year ended 3t March 2009
Assets
Trade & other receivahles 194 - 184 194
Cash & cash equivalents 3,807 - 3.807 3.807
Leans to Directors 324 - 324 324
Total financial assets 4,325 - 4,325 4,325
Liabilities
Finance {ease - current - 5 6 6
Finance lease -~ non-current - I 14 14
Trade & other payables - 346 348 346
Total financial liabilities - 366 366 366
Parent - Year ended 31 March zo10
Assets
Trade & other receivables &18 - 818 ag
Cash & cash equivalents 21,236 - 21,236 21,236
Loans to Directors 336 - 336 336
Total finanecial assets 22,190 - 22,180 22,96
Linhilities
Trade & other payables - 825 825 B25
Total financial liabilities - 825 325 825

Continued on next page ...
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Loans & At amortised Total Fair
receivables cost  carrying value value
($000s) ($000s) {scoos) {$ovoas)
Parent - Year ended 31 March 2008
Assets
Trade & other receivables 73 - 173 173
Cash & cash equivalents 3,720 - 3,720 3,720
Loans to Directors 324 - 324 324
Total financial assets 4,217 - 4,17 4,217
Liabilities
Finance lease - current - 5 6 6
Finance lease - non-current - 14 14 14
Trade & other payables - 478 478 478
Tetatl financial liabitities - 498 498 498
The main risks arising from the Group’s financial instruments are interest rate risk, liquidity risk, credit risk and fereign currency risk.
Interest rate risk The Group's interest rate risk arises from its cash balances. These are placed on depusit at variable rates which expose
the Group to cash flow interest rate risk. The Grovp does not enter into forward rate agreements or any interest rate hedges.
The Company’s management regularly reviews its banking arrangements to ensure that it achieves the best returns on its funds while
maintaining access te necessary cash levels to service the Company’s day-to-day activities.
The interest rate re-pricing profile of the Group's financial assets and liabilities subject to interest rate risk are:
Interest Balance sheet 12 months 24 months »24 months
rate ($000s) ($o00s) (so00s) {5000s)
Group — Year ended 31 March 2010
Financial assets
Cash at bank 4.5% 21,397 27,397 - -
Leans to Directors 4.0% 336 - - 336
Total 21,733 21,397 - 336
Parent — Year ended 31 March 2010
Fipancial assets
Cash at bank 4.5% 21,236 21,236 - -
Leans to Directors 4.0% 336 - - 336
Total 21,572 21,236 - 336
Group - Year ended 31 March 2009
Firanclal assets
Cash at bank 5.9% 3.807 3.807 - -
Loans to Directors 4,0% 324 - - 3249
Total 4,131 3,807 - 324

Continued 04 next page ...
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Interest  Balance sheet 12 months 24 months s24 months
rate ($000s) ($0008%) {soc0s) (tooos)

Firancial tinbitities
Finance lease 12.7% 20 [ 7
Total 20 [ 7
Parent ~ Year ended 31 March 2009
Financial assets
Cash at bank 5.9% 3,720 3,720 - -
Loans to Directors 4.0% 324 - - 324
Total 4,044 3,720 - 324
Financial liabilities
Finance lease i2.7% 20 6 7
Total 20 <1 7

Of the financial assets and lizbilities above only the Cash at bank is subject to floating interest rate risk. Loans to Directors and finance lease
tiabilities are subject to fixed rate interast, All other financial assets and liabilities of the Group are not subject to interest rate risk.

As at31 March 2010 if interest rates had been 2.0% higherflower with all ather variables held constant, Interest income, net [oss and retained

earnings for the Company and the Group would have decreased/increased by $496,000 (2008: $76,000).

Liquidity risk is the risk that the Company or Group cannot pay contractuat liabilities as they fall due. During the year, the Company raised
$23.2m by way of private placement and an additional $5.8m from & Share Purchase Flan (SPP). Following the completion of the SPP and receipt
of the private placement funds, the Company has sufficient cash to meet its requirements in the foreseeable future. The Group has no debt and
therefore management remains focused on generating sufficient revenue from sales to cover the ongaing costs of operation,

The following table sets out the undiscounted contractual cash flows for afl financial labilities of the Company and Group:

Balance Contractual & months 12  More than
sheet  cash flows orless years 2years
(so00s) {$000s) {$0005) (30005) ($000s) {40005)
Group - Year ended 31 March 2010
Trade payables 7085 7085 705 - -
Total non-derivative [iabillties 705 705 705 - -
Parent - Year ended 31 March 2010
Trade payables Bag 825 B25 - -
Total nan-derivative Habilities Bazs :+13 825 - -
Group - Year ended 31 March 2008
Finance lease 20 24 4 8 a
Trade payables 346 346 248 - -
Total non-derivative liabilities 366 370 250 ] 8
Parent - Year ended 31 March 20035
Finance lease 20 4 4 8 23
Trade payables 478 478 478 - -
Total non-derivative [fabilities 498 502 482 8 B

Contirued on next page ...
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Credit risk Where the Group has a receivable from another party, there Is a credit risk in the event of non-performance by that ather party.
Financial instruments that potentially subject the Group to credit risk prineipally consist of bank balances and receivabtes.

The Group manages its exposure to credit risk by menitoring the credit quality of the financial institutions that hold its cash balances. The credit
risk associated with trade receivables is small because of the inherently low individual transaction value and the spread over many cistoraers.

Maximum exposure to credit risk at balance date

Group Group Parent Parent

2070 2008 2000 2009

($000s) (3c00s) ($000s) ($0003)
Cash & cash equivalents 21,397 3,807 21,236 3.720
Receivables 770 194 518 73
Non-current receivables 338 324 336 324
Total 22,503 4,325 22,190 4,277

Foreign currency risk The Group faces the risk of mevements in foreign currency exchange rates against the New Zealand dollar. The Group
operates in three other currencies, being UK pounds, Australian dollars and US dellars. As a result the Group’s Income Statement and Statement
of Financial Position can be affected by movements in exchange rates.

Both the United Kingdem and Australian operations are funded directly from New Zealand and will continue to require funding support for at
least the next year. During this time the foreign currency risk will increasingly be mitigated by the generation of revenues in those countries.

The potential effect on the Company's and Group’s results if the New zealand dollar weakens by 10% against the other operating currencies,
with all other variables remaining constant, is an increase in the net logs and retained earnings for the Group of $296,000 (2009 $188,000).

16. RECONCILIATION OF OPERATING CASH FLOWS

Group Group Parent Parent
2010 2008 2010 2008
{$0005) {$voos) {$0005) ($o005)

Reconciliation from the net (loss) after tax to the net cash from operating activities

Net {loss) after tax (8,450) (6.757) (8.410) {6.757)
Adjustments

bepreciation . 188 72 136 204

Amortisation 1,210 661 1,210 661

Net {profit)flass on disposal of property, plant & equipment - 7 - 4

Translation of forelgn operations 59 (10} - -

employee entitlements - 408 - 348

Interest on loans to Directors (x2) (12) (12) (12)

Changes in working capital items

(Increase)/decrease In trade receivables & prepayments (680) (88) (547) (64)
{Decrease)fincrease in trade payables & acceryals 359 & 356 191
(Increase)/decreass in GST receivable 10 103 {5} ot
(Increase)/decrease in current tax receivable - 210 - 210
(Decrease)/increase in employee entitlements 498 75 282 75
(Decrease)fincrease in income in advance 13 51 (7) 54
Issue costs - - - -

Net cash from eperating activities (6,795) (5,744) 6,957 (4,954)
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17. SEGMENT INFORMATION

The Group has three reporting segments based on the geographical location of the operations and revenue streams.

The Group’s managementand internal reporting structures are aligned to these segments.

The Group currently operates in one business segment, providing an onfine accouating selution for small and medium-sized enterprises.

Sales between segments are carried out at arm’s length. The revenue from external parties reported to the Board is measured ina manner
consistent with that in the Income Statement. Entities are domieiled in Mew Zealand, the United Kingdom and Australia. Revenue from external
customers is generated in their domicilfation countries, except for Mew Zealand where the total of revenue from other countries is $195,000

(2009: $10,000).

The total of non-current assets, other than financiat instruments, located in New Zealand is $3.645,000 (2003: $2,573,000) and the total of
non-current assets located in ather countries is 560,000 (2000: $11,000).

United Inter-segment
New Zealand Kingdom Australia eliminations Total
{$co0s) {$ocos) {$0008) {30005) (3000%)
Group - Year ended 31 March 2010
Total segment revenue 3.868 2,645 1,493 - B8.006
inter-segment revenue (1,346) (2,2093) (t.210) - (¢,848)
Revenue from exterral customers 2,522 353 283 - 3,158
Depreciation & amortisation (1.398) {5) (6) - (1,408)
Interest revenue 1,028 - 1 - 1029
Segment net {loss)/profit before and after tax (8,410) 8 8 (56) (8,450}
Non-current asset additions 2,264 15 48 - 2,328
Segment assets 26,468 1,153 1,107 @.057) 26,672
Segment liabilities 1,848 1,040 1,034 (1,844) 2,078
Group - Year ended 31 March 2009
Totsl segment revenue 1,079 1,818 75 - 3,072
Inter-segment revenue (304) (1,6439) (160) - {@n3)
Revenue from external customers 775 169 15 - 959
Depreciation & amertisation (865) ) ] - (873)
Interest revenue 491 - - 3 494
Segment net {loss)/profit before and after tax (6.757) & - - (6,757}
Non-current asset additions 1737 1% 4 - 1,751
Segment assets 7173 262 85 {403) m7
Segment liabilities 2,144 136 5 {208} 2,097
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18. RELATED PARTIES

The Company entered into the following transactions and had balances payablefreceivable with the following related parties:

Xero Live Limited (United Kingdom)

Group Group Parent Parent

2070 2009 2070 2009

($000s) {$000s) (s0008) {$000s)
Operating revenue - - 32,202 1,648
Operating expense - - 1,018 216
Due to subsidiary - - 208 195

Xero Pty Limited (Australia)

Operating revenue - - 1,210 160
Operating expense - - 353 71
Due to subsidiary - - 95 13

All transactions and outstanding balances with these related parties are priced on an arm’s length basis and are to be settled in cash
and under normal commercizl terms. None of the balances are secured.

Operating revenue/(expense) includes management fees, distributor costs and market support payments between the Company and its
subsidiarles.

Xero Trustee Limited

Due from subsidlary - - a -

Xero Trustee Limited was incorporated on 1 May 2008 to act as Trustee for the Xero Limited Employee Restricted Share Plan (Note 20).
This balance represents forfeited shares held for future allocation.

The Group and Company entered into the following transactions and had balances payable/receivable with the following related parties:

Loans to Directors

Loan Accumutated Balance Balance

2010 interest z010 outstanding outstanding

($000s) {30008) 2010 (§0008) 2000 ($0008)
Guy Haddleton k[s]e} 12 112 108
Phil Norman 100 12 12 108
Graham Shaw 100 12 12 108
300 36 316 324

Unsecured loans were issued to Directors during the year ended 31 March 2008 to purchase shares in the Company at $1.00 pershare.
Simple interest is accrued at a rate of 4%, with the loans and interest being repayable 5 years after the date of issue.

Other related parties - key management and Birectors

Transaction Transaction Balance Balance
value for year value for year outstanding outstanding
2010 {$000s) 2009 ($0005) 2010 ($000s) 2008 ($000s)

Trade payables ta related parties:

Hamish Edwards - Openside Ca Limited [ 10 - -
Sam Morgan - Sonar 6 7 - - -
Employee loans (under Employee Restricted Share Plan) 147 65 47 65

160 75 147 65
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All transactions and outstanding balences with these related parties are priced on an arm’s tength basis and are teo be settled in cash and under normal
commercial terms. Transactions relate to the provision of consultancy services by Openside and Sonar 6. None of the balances are secured,

Some members of key management and Directors subscribe 1o the Xero services provided by the Group. None of thesa related party
transactions were significant to either the Company, key management or the Directors.

Some members of key management participate in the Employee Restricted Share Plan (Note 20).
No amounts with any related parties have been written off ar faregone during the year (2004: Nit).

Key management personnel remuneration Key management personnel are defined as those persons having authority and responsibility for
planning, directing and controlling the activities of the Group, directly or indirectly, and includes the Chief Executive and his direct reports
and the Directors. The following table summarises remuneration paid to key management personnel.

2010 2009

{sc00s) {socos)
Short-term employee benefits 1315 1,475
Share-based payments (under Employee Restricted Share Plan) N4 157

19. COMMITMENTS & CONTINGENCIES

There are no capital commitments or contingent liabilities as at 21 March 2070 (2009: Nil).

20. EMPLOYEE RESTRICTED SHARE PLAN

In May 2008 the Xero Limited Employee Restricted Share Plan (RSP} was introduced for selected executives and employees of the Group. Under
the RSP, ordinary shares in Xero Limited are issued to Xero Trustee Limited, a whelly owned subsidiary. and allocated to participants, on grant
date, using fuads lent to them by the Company, shown as employee loans in Note 11.

Under the RSP, the shares are beneficially owned by the participants. The length of retention period before the shares vest is between one and three
years. The price for each share issued during the year under the RSP is the higher of the volume-weighted average end-of-day market price reported
onthe New Zealand Exchange for the 20 business days immediately preceding the date on which the share is allocated or the invitation price.

If the individual is still employed by the Group at the end of this specific period, the employee is given a cash bonus that must be used to repay
the loan and the shares are then transferred to the individual. The number of shares awarded is determined by the Remuneraticn Committee of
the Board of Directors. The weighted averagé grant date fair value of restricted shares Issued during the year was $1.65 (2009 $1.00). Shares
with a grant date fair value of $268,000 vested during the year (2009: $233,000). The Group has no legal or constructive obligation

ta repurchase the shares or settle the RSP for cash.

Number of Number of

shares 2010 shares 2009

(ooos) {oo0s)
Unvested shares as at 1 April 227 -
Awarded pursuant to RSP 476 460
Farfeited (78) -

vested (205} (233)
Unvested shares as at 31 March 420 227

Percentage of total ordinary shares Q.5% ©.4%

Ageing of unvested shares

Bzlance of shares to vest on 31 March 2090 205 122
Bzlance of shares to vest on 31 March 201 215 05
420 227

The number of shares awarded pursuant te the RSP does not equal the number of shares created for the scheme as forfeited shares are held in
trust and re-issued.
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21. OPERATING LEASE COMMITMENTS

Group Group Parent Parent
2010 2008 2010 2009
{$0005) {yooo0s) {$00058) {$oo0s)
Within one year 34 456 314 456
After one year but not more than five years 422 G635 422 635
736 1,091 736 1,00
Operating lease commitments are for the Group's premlises.
22. GROUP ENTITIES
Subsidiaries
Interest Interest
Country of Balance 2010 2009
incorporation date {%/e) (%)
Xero Live Limited United Kingdom 31 March 100 100
Xero Pty Limited (formerly Xero Live Pty Limited) Australia 30 June 100 100
Xero Trustee Limited New Zealand 3t March 100 100

Xero Trustee Limited was incorporated on 1 May 2008 and is the Trustee for the Xero Limited Employee Restricted Share Plan.

23. EVENTS AFTER THE BALANCE SHEET DATE

There are no subsequent events,
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AUDITORS’ REPORT

To the shareholders of Xero Limited We have audited the financial
statements on pages 6 to 29. The financial statements provide
information about the past financial performance and cash flows
of the Company and Group for the year ended 31 March 2010 and
their financial position as at that date. This information is stated in
accordance with the accounting policies set out on pages101013.

This report is made solely to the Company's shareholders, asa
body, in accordance with Sectioa 205(3) of the Companies Act 1993.
Our audit work has been undertaken so that we might state to the
Company's sharehotders those matters which we are required to
state to them in an auditors® 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 farmed.

Directars’ Responsibilities The Company’s Directars are responsible
for the preparation and presentation of the financial statements
which give a true and fair view of the financial position ofthe
Company and Group as at 31 March 2010 and their financial
performance and cash flows for the year endad on that date.

Auditors’ Responsitilities We are responsible for expressing an
independent opinien on the financial statements presented by the
Birectors and reporting our opinion to you.

Basis of Opinion An audit incledes examining, on a test basis,
evidence relevant to the amounts and disclosures in the financial
statements. |t also includes assessing:

(a) thesignifieant estimates and judgements made by the
Directors in the preparation of the financial statements; and

() whether the accounting policies are appropriate to the
circumstanees of the Company and Group, consistently
applied and adequately disclosed.

We conducted our audit in accordance with generally accepted
auditing standards in New Zealand. We planned and performed our
audit sa as to obtain all the information and explanations which

we considered necessary to provide us with sufficient evidence to
give reasonable assurance that the financiat statements are free
from material misstatements, whether caused by fraud or error. In
forming our opinion we atso evaluated the overall adequacy of the
presentaticn of information in the financial statements.

We have no relationship with or interests in the Company or any
ofits subsidiaries ather than In our capacity as auditors and
providers of other assurance and taxation related services.

PRICEAATERHOUSE(COPERS

Unqualified Opinion We have obtained all the information and
explanations we have required.

In our opinjon:

(a) proper accounting recards have been kept by the Campany
as far as appears from our examination of those records; and

(b} the financial statements on pages 6 to 2g:

(i) complywith generally accepted accounting practice in
New Zealand;

(ii) comply with International Financial Reporting Standards; and

(i) give atrue and fair view of the financial position of the
Company and Group as at 37 March 2010 and their financial
performance and cash flows for the year ended on that date.

Our audit was completed on 13 May 2010 and ouwr unqualified opinion
is expressed as at that date.

‘memoma(bq@f‘:?

Pricewaterhousecoopars
Chartered Accountants
Wellington, New Zealand



