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FORWARD LOOKING STATEMENTS

Except for statements of historical fact, certain information described in this document contains
"forward-looking statements" that involve substantial risks and uncertainties. You can identify these
statements Y forwardlooking words such as "anticipate,” "believe,” "could," "estimate," "expect,"
"intend,” "may," "should,"” "will," "would" or similar words. The statements that contain these or
similar words should be read carefully because these statementss discuBiiture expectations,
contain projections of our future results of operations or of our financial position, or state other
"forward-looking" information. Diligent Board Member Services, Inc. believes that it is important to
communicate our future exgations to our investors. However, there may be events in the future that
we are not able accurately to predict or control. Further, we urge you to be cautious of the-forward
looking statements which are contained in this Annual Report because theyeimisks,
uncertainties and other factors affecting our operations, market growth, service, products and licenses.
Events in the future may cause our actual results and achievements, whether expressed or implied, to
differ materially from the expectations ewdescribe in our forwaslboking statements. The
occurrence of future events could have a material adverse effect on our business, results of operations
and financial position.
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CHAl RMANGS AND CEOGS REPORT

Diligent Board Member Services Inc. (fiDiligento) is pl
ended 31 December 2010. These results are preserstecbidance with United States Generalbcepted Accounting
Principles (AGAAPO) and all figures are in US$ unless othe

On a macroeconomic level, the 2010 financial year was characterized by extraordinarily expansive monetary and
fiscal policies undertaken by central banks aodegnments throughout the world. And while economic activity expanded
in China and the Asian region economies throughout the year, in North America and Europe unemployment remained high
and corporate capital expenditures remained decidedly subduednsiiis somewhat uneven global economic backdrop,
Diligent produced record breaking results across a wide number of key financial performance metrics.

2010 PERFORMANCE HIGHLIGHTS

e New Annualised License Fees ( fiAL ko0)) 55% higherthan®00e f $US3. 7
e Total Annualised Licese Fee income in 2010 of $US10.0 million ($NZ13.3 milliorg9% higher than 2009

e Sales Revenue in 2010 of $US8.3 million ($NZ11.1 millib®6% higher than 2009

e Net Upgrades from existing customers of $38,000 in 2010 85% higher than 2009

e Net Additional License Agreements of 172 in 20186% higher than 2009; and Cumulative License Agreements
of 456 for 2010 61% higher than 2009

e Achieved Positive Operating Cash Flow for the 2010 financial year

OPERATING PERFORMANCE

The 2010 financial year was record breaking in many respects for Diligent. As noted above, the company
achieved extraordinary growth in Annual Sales Revenues, Annual License Fees, License Sales and Net Upgrades. Most
importantly, Dligent increased gross margins in every quarter of 2010 as we began to achieve scale and realize the leverage
inherent in our subscription based Softwasa-Service (SaaS) business.

The drivers behind Diligentdés significant sales growth inc

e  Growing brand recognition of the Diligent Boardboekpp r oduct as the | eading provider
based board reporting software

e High customer confidence and satisfaction with the product, as demonstrated by the record Net Upgrades in
service.

e The introduction of an Apple iPad compatible version of Diligent Boardbooks in September, 2010 and the
acceptance of Boardbooks for iPad 1.0 into the Apple App Store in early January, 2011

e Highly skilled and focused sales foric¢he ratio of sales revee sold per sales person for 2010 is among the
highest in the Softwarasa-Service industry worldwide

Diligent recorded net positive Cash Flow from operations for the 2010 financial year of $US17,843 versus net negative
cash flow from operations of $US. mi I I i on in 2009. The company6s cash posi
at year end totaling $US3.2 million.

Diligent generates its income from subscriptlmased revenue that recurs each year and increases with each new
license agreement apgrade. As mentioned, Diligent posted record sales for thé wempassing $US1 million in
quarterly sales inewAnnualised Licese Fee (ALF) income for the first time with $US1.56 million ($NZ2.1 million) of
sales reported in the fourth quarter adtlyear, surpassing the previous best by more than 80%. Importantly, the momentum
that drove the increase in sales is continuing in the current financial year.

1Diligent Boardbooks is a registered trademark of Diligent Board Member Services, Inc.

Diligent ,



DILIGENT BOARD MEMBER SERVICES, INC
ANNUAL REPORT 2010

On a year on year basis new ALF income was up 55% at $US3.7 million ($NZ4.9 million). This strong sales
performance saw total Annualised License Fees exceed $US10 million ($NZ13.3 million) ih@01@m $US6.32
million a year earlier. Actual sales revenoe the financial year under review was $US8.3 million ($NZ11.1 million), up
66% on the corresponding period.

During 2010 Diligent added 172 new licenses bringing the total of worldwide clients that have signed a contract with
the company to 456. Diligenbw serves over 800 individual boards and has over 12,000 users worldwide.

New sales growth over the 2010 financial year was strong across all industry sectors as well as all geographic regions.
Whilst confidentiality arrangements limit Diligent from disslag its client base, among those recent new clients who have
permitted disclosure are AOL, Exxon Mobil and the BBC. The addition of such key corporate clients such as these
demonstrates the value that Diligent brings to the market place.

A key selling fature, especially among the large multinational clients, is that Diligent owns and manages its own
infrastructure and its systems are secured through some of
clients can be confident thditeir most intimate corporate information is protected against infrastructure failure and that their
critical data is secure and always available.

Customer satisfaction is such t hiafactrtohlyaeeustonies r et ent i on
demonstrably satisfied with the Boardbook product and services, upgrades from existing customers continue to provide a
significant boost to sales. In 2010 ALF added through net upgrades totaled a record for the company gd@WS654

Without doubfDiligent 6 s success cont itousesystern that dlavs dxecstieed to effitienlyn e a sy
manage communications with boards and to provide them withimealccess to their vital board materials. Diligent
Boardbookd which has a growing reputan for offering the highest quality produservice and supportis an
environmentally friendly solution for organisations to manage their boards and meeting groups.

The 2010 financial year also saw Diligent report a profit of $US2.1 million, repiregen$US6.0 million turnaround
on the previous year, which included a $US4.3 million noncash revaluation of a note relating to a loan to its affiliate, SSH.
The carrying value of the loan had previously been reduced to reflect the estimated fair valueof c o mpany dés shar es
are owned by SSH and held as collateral for the loan. The total shares held as security foigHded®@597. The loan is
fully repayable in October 2012.

Gross profit was $US5.5 million in 202@Imost double what it wasyear earlier and over 5 times higher when
compared to 2008. Gross margins increased to 66.6% in 2010 compared to 56.3% in 2009, a significant improvement that
demonstrates the positive effects of greater scale and the inherent leverage in our-Gefiv@evice business model.

The improved sales revenues and operating performance was achieved while controlling the overhead cost base, with
total operating expenses of $US7.9 million, up just 5.5% on the previous year. It should be noted that 8erbodeidas
been refined with profit growth being driven off a cost base that is over 60% lower than what it was in 2008 ($US12.9
million).

Outlook

Diligentds management demonstrated its abn20i0&sthet o dri ve s
company achieved positive operating Cash Flow for the first time in its history. Looking forward to 2011, we expect to
build on the positive trends and record breaking performance delivered in the 2010 financial year.

The increamg demand for Boardbooks has resulted in an extraordinarily full sales pipeline and as a result we have
expanded our sales force and support staff both in NZ and the US. With cash on its balance sheet of $US3.2million, Diligent
is well placed to fund angrowth opportunities that fit its model, such as the recent expansion into Asia through the opening
of a subsidiary in Singapore to service what is expected to be a burgeoning market.

In conclusion, Diligent is positioned to execute onitspromigse del i ver fibest in classo boar
support to its customers and to deliver value to its shareholders. We look forward to an exciting year ahead.
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David Liptak Alessandro Sodi
Chief Executive Officer

Chairman
Diligent Board Member Services, Inc. Diligent Board Member Services, Inc.
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DILIGENT OVERVIEW

History

We are aU.S. Delaware corpation that was incorporated on September 27, 2007. On October 1, 2007, our
accounting predecessor entity and sole stockholder at that time, Services Share Holdirfgreuiausly known as Diligent
Board Member Services, LLC and referred to in this dazumt as 0, S@tibuted sChitantially all of its assets and
its Diligent Boardbooks business to Diligent Board Member Services, Inc. SSH LLC was founded in 1994 and developed
complex databasériven software for large and small companies until 2008en it shifted its focus to corporate
governance service delivery software.

Company Overview

We develop and sell an online software application called Diligent Boardbooks, which isteasezbportal that
directors and administrative staff use tompile, update and examine board materials before, during and after board
meetings. Each of our clients enters into a service agreement whereby we agree to provide and support the Diligent
Boardbooks service. Diligent provides clients with subscripiased access to its software and also provides associated
services including securely hosting the clientsd data and

The Boardbooks product features ansgneen interface that resembles a book and displagsments in single
webvi ewabl e pages, from a secure central dat abase. The sof
system that gives directors the ability to navigate throughout the entire virtual book.

Diligent uses the SoftweasaSer vi ce (fASaaSo) mod el to distribute its
mar ket and maintain the security and integrity of its cli
subscriptions for customer access to its Boawdko pr oduct which is hosted on Diliger

complete suite of related services including training, support, data migration and data security/backup.

The SaaS model allows Diligent to differentiate itself through technologica¥ation and customer service while
the subscription billing approach results in a predictable and recurring revenue stream. This SaaS model also allows
companies to retain control over access to the application while outsourcing to Diligent the supptiesasuch as
managing the IT infrastructure and maintaining the software.

The first phase of our business focus was developing and testing the Boardbooks system, building a loyal core of
blue chip customers to become champions of the product, anabfing product awareness through exposure in print
media. During this phase we did not focus on revenue growth or profitability, and sales and marketing had been conducted
by two to three staff members, who fit this role alongside their other respdiesbiBy 2007 we had a commercially viable
product and shifted our focus to commit substantial resources to the sales and marketing of our Boardbooks product. We are
now in the customer acquisition phase of our business and currently provide the Bhausthoie to over 450 companies
and 12,000 users.

Market Opportunity

The online board portal industry remains in its early stages with market penetration still relatively low. Our client
base was previously comprised of blue chip companies predomimartig financial services sectohese entities had
previously been prime targets because their board materials are crucial to effectively managing the corporate governance
process. Public recognition by prominent publications has helped us becorderdrehe provision of online board portal
software in this sector, and a vast opportunity for us remains in the global financial services sector.

In addition to the financial services sector, Diligent has successfully expanded into numerous otiseasacit,
including energy, oil and gas, health care and universities. In spite of the financial stress in the key US marketsas@impres
list of new clients has been added, including several international brand names. Further inroads have alstelbegn ma
Canada with major energy companies and one of Canadads | ar
provide them with real time access to their vital board materials.

Diligent y
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Results of Operations
Comparisons of the Years Ended Decembed1, 2A0and 200

The data presented below is derived from the audited consolidated financial statements of the Company which are
included elsewhere in this Annual Report.

Revenues

Year ended December 31,

2010 2009 Increase/(Deciase)
Revenues $ 8,300,958 $ 5,000,639 $ 3,300,319

The growth in revenues of 66% in the year ended December 31, 2010 when compared with 2009 is a result of the
cumulative addition of license agreements each quarter. The Company has continuetémselddgreements each quarter
since inception. At December 31, 2010, the cumulative license agreements were 456, compared with 284 at December 31,
2009, a 61% increase. The fourth quarter of 2010 saw an increase of 59 license agreements and miatikegl lsighal
quarterly increase. The introduction of an Apple iPad compatible version of Diligent Boardbooks in September 2010
contributed to the increased demand for our product and we expect this trend to continue.

All of the deferred revenue of $2million recorded on the balance sheet at December 31, 2010 will be recognized
as revenue in the next twelve months.

Cost of Revenues and Operating Expenses

Cost of Revenues

Year ended December 31,

2010 2009 Increase/(Decrease)

Cost of Revenues $ 2,774,217 $ 2,186,850 $ 587,367

Cost of revenues is comprised of account management, customer support and IT services. For the year ended
December 31, 2010, employee costs included in cost of revenues increased by approximately $445 thousarrddatocompa
the year ended December 31, 2009, primarily as a result of a realignment of certain management responsibilities from
research and development to account management, and an increase in head count to support our larger client base. The
remainder of th increase in cost of revenues is primarily attributable to an increase in hosting costs of approximately $61
thousand, which increased primarily due to hosting facilities the Company has expanded as a result of the growth in the
number of users. Additi@h cost increases attributable to our larger client base include travel costs of $34 thousand,
equipment maintenance of $31 thousand, and phone support of $9 thousand.

Cost of revenues as a percentage of revenues decreased to 33.4% in 2010, compaBd%witbr 2009, as a
result of the greater economies of scale that we have achieved as our client base increased.

Selling and Marketing Expenses

Year ended December 31,

2010 2009 Increase/(Decrease)

Selling and Marketing Expenses $ 2,658,301 $ 2,436,912 $ 221,389

Selling and marketing expenses increased in 2010 as compared to 2009 as a result of an increase in labor costs of
$108 thousand, comprised of a decrease in salary expense for sales people, which was more than offset by ian increase
commissions earned. Labor costs for marketing activities were level, as we decreasedoase imarketing staff, while
increasing the use of outside consultants. Marketing costs overall increased by approximately $47 thousand primarily due to
an ingease in trade shows and printing costs, offset by a reduction in advertising and mailings. Foreign selling expenses
increased by approximately $83 thousand, primarily in the UK.

Diligent ;
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General and Administrative Expenses

Year ended December 31,

2010 2009 Increase/(Decrease)

General & Administrative Expenses $ 3,847,156 $ 3,944,363 $ (97,207)

The decrease in general and administrative expenses is comprised of increases-basslammmpensation
expense relating to stock options ($398u$end) and employee compensation ($71 thousand), offset by decreases in
professional fees ($435 thousand), state and city capital taxes ($64 thousand), UK general and administrative costs ($43
thousand) and directoelated costs ($15 thousand). The daseein professional fees is attributable to the inclusion in 2009
of incremental professional fees associated with the requirements of becoming a public company in the U.S. The overall
reduction in general and administrative expenses is a result obcus bn cost control in order to direct our resources
towards business growth.

Research and Development Expenses

Year ended December 31,

2010 2009 Increase/(Decrease)

Research and Development Expenses $ 963,916 $ 730,201 $ 233,715

Research andevelopment expenses increased 32% in 2010, as compared to 2009. Our research and development
is performed primarily by our New Zealand subsidiary, whose expenses in NZD increased by 13%, due to increased staffing
for new product development, includingwlopment of Diligent Boardbooks for Apple iPad. In US dollars, the New
Zealand costs increased by 30%, as a result of an increase in the average NZD/US$ exchange rate to 0.72 in 2010 from 0.63
in 2009. Additionally, we increased R&D staff in our Newrk office in 2010.

Depreciation and Amortization

Year ended December 31,

2010 2009 Increase/(Decrease)

Depreciation and Amortization $ 472,593 $ 418,644 $ 53,949

The increase in depreciation and amortization is attributable to the cretse in property and equipment,
consisting principally of computer equipment and computer software.

Impairment recovery on note receivable from affiliate

Year ended December 31,

2010 2009 Increase/(Decrease)
Impairment recovery on note receivabiom
affiliate $ 4,300,000 $ 300,000 $ 4,000,000

The carrying value of the Note had previously been reduced by a valuation allowance to reflect the estimated fair
value of the Companydés common st ock ewnadte is deemedto heecdlldterah s c ol |
dependent. At March 31, 2010, the Companyneasured a significant input used to value the underlying collateral and
recorded a recovery of $3.2 million. An additional recovery of $1.1 million was recorded at Se@6md@t0, based on
recent events which indicated that the revised measurement was the best representation of fair value of the underlying
collateral for the Note.

Interest Income, net

Year ended December 31,

2010 2009 Increase/(Decrease)

Interest Iitome, net $ 233,388 $ 358,446 $ (125,058)

Interest income, net, includes interest income on the Note Receivable from our affiliate, as well as interest on the
Companyo6s cash and cash equi val-beaing Thendgease erinteredd mqoroesis t s  wh i
attributable to the prepayment and amendment of the Note in June 2010. Although the interest rate increased from 5.0% to
6.5%, the principal balance decreased by approximately $4.1 million, resulting in less interest incathe over

Diligent .



DILIGENT BOARD MEMBER SERVICES, INC
ANNUAL REPORT 2010

Foreign Exchange Transaction Gain/(Loss)

Year ended December 31,

2010 2009 Increase/(Decrease)

Foreign Exchang@&ransactiorGain/(Loss) $ (13,000) $ 60,893 $ (73,893)

The Companyds US and UK oper ataéandsumpliels denognindted a ousrencidgsi ons  w
other than their functional currencies, primarily the Canadian Dollar and the Euro. Additionally, the US parent Company
maintains a portion of its cash and receivable balances in foreign currencies, primariipDilaedNGBP. Foreign exchange
transaction gains and losses arise on the settlement of foreign currency transactions at amounts different from the recorded
amounts, and the measurement of the unrealized foreign currency gains and losses in the redased disbdities at the
end of the period. In 2009, the US dollar weakened significantly against both the NZD and GBP, while in 2010 the US
dollar recovered against the GBP and experienced just a slight weakening against the NZD.

Other Income

Year ended December 31,

2010 2009 Increase/(Decrease)

Other Income $ - $ 171,339 $ (171,339)

Other income in 2009 consists of a recovery of UK Value Added Tax (VAT) on prior year expenses.
Liquidity and Capital Resources

Historically, as the Qmpany grew its business and sustained negative cash flgwinitary source of liquidity had
been the cash received from stock issuances, including $16
public offering and $2.9 million obtaidedrom the issuance of Series A preferred stock issued in March 2009. Additionally,
in June 2010, the Company receiveds1.0 million principal prepaymemn the Note receivable from affiligteand on
October 20, 2010, the Company received $1.4 millioaniroffshore private placement of 3 million shares of newly issued
common stock by First NZ Capital Securities Limited.

In the third and fourth quarters of 2010, the Company generated positive cash flows from operations of $0.2
million and $0.7 million,respectively, resulting in approximately $18 thousand net cash generated from operations for the
full year. This marks the first year since inception of the Company that Diligent achieved positive cash flow from
operations.

At December 31, 2010, theoCmpany 6s sources of Il iquidity consist of
$3.3 million. The Company also has a $1.0 millremolving line of credit facility with Spring Street Partners, L.P. This
line of credit offers the Company additional célslwv support, if needed. As of December 31, 2010, the Company has had
no borrowings under this credit facility.

The Company06s current operating expenses and exp¢
adequate to support our budgeted growth. wéler, with the recent acquisition of additional capital, the Company is
evaluating strategic growth opportunities that could change our current expense and capital forecasts, particularly in the
AsizPaci fic region. T h e Corompaperatidns arecagepuate to support bkudgeted expenses fprt s f
2011. The primary uncertainty concerning the Companyéds c.
expected sales growth in a timely manner.

Cash flows
Year ended Deceler 31,
2010 2009
Cash provided by (used in):
Operating activities $ 17,843 $ (2,473,837)
Investing activities $ (257,339) $ (377,858)
Financing activities $ 2,324,749 $ 2,720,789

Diligent ,
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Net Cash Flows fror®perating Activities

Cash provided by operating activities was $17,843 for the year ended December 31, 2010, compared with
$2,473,837 cash used in operating activities for 2009. This marks the first year since inception that the Company has
generated @sitive cash flow from operations. This was achieved through increased revenues coupled with a leveling off of
cashbased operating expenses (operating expenses less depreciation abdstthemmpensation).

Net Cash Flows from Investing Activities

Cash used in investing activities is comprised primarily of purchases of property and equipment, which decreased
to$x57, 339 in 2010 from $377,858 in 2009. Following Diligent
investments in propertgnd equipment. Additions each year result from necessary expansion to accommodate our growing
customer base.

In 2010, the Company invested an additional $25,000 in a New Zealand term deposit.

Net Cash Flows from Financing Activities

For the yearended December 31, 2010, cash provided by financing activities was $2,324,749, consisting
principally of approximately $1.0 million received from a prepayment of the Note receivable from affiliate and $1.4 million
received from the issuance of common stiocl private placement in the fourth quarter of 2010. In 2009, cash provided by
financing activities of $2,720,789 consists principally of the proceeds of the issuance of Series A preferred stock.
Off-Balance Sheet Arrangements

We have no ofbalane sheet arrangements that have or are reasonably likely to have a current or future effect on

our financial condition, changes in financial condition, results of operations, liquidity, capital expenditures or capital
resources that is material to stocklestl
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Director Profiles

Alessandro Sodi
Executive Director, Chief Executive Officer and President, USA

Alex Sodi is President and CEO of Diligent Board Member Services, Inc. Alex assum
role of CEO in December 2007 and is responsible fugng that the future expansion of t
company is consistent with Diligentds gr (g
base.

Alex is one of the founders of the Company and served as Executive Vice Presig
Manhattan Creat®& Partners, LLC (MCP) from 1998 until 2003.

From 2001 to 2003 he led the development of Diligent Boardbooks and was respons
building and maintaining the pivotal relationship with the board of directors of SunAmerica
iDiligentobslienffoundat.

In 2003, MCP was renamed Diligent Board Member Services, LLC at which time hg¢
appointed President. This enabled Alex to focus entirely on developing and marketing the [
Boardbooks product.

Rick Bettle
Independent Director, New Zealand

Rick Bettle is a professional director and an Accredited FellonegmaktPresident of the New
Zealand Institute of Directors. He is also a Graduate Fellow of the Australian Institute of Co
Directors.

Rick was Managing Directasf Wrightson from 1987 to 1991 and CEO of Alliance Group fr
1991 to 1995. From 1995 to 1998 he was head of the law firm Kensington Swan.

Rick is currently Chairman of the Civil Aviation Authority of New Zealandowerco,
Rissington Breedlines arAITTTO Ltd, and a Director of Revera Lashd RVGNZ Ltd.

Peter Huljich
Independent Director, New Zealand

Peter Huljich has over ten years of investment experience since joining the privatel
Huljich Group which was created from the sale o$tB@orporation to Danone Group in 1995.

He also has an extensive background in the securities industry, predominantly focuseq
procurement of investments within Australia, Europe and the Americas.

His full understanding of financial marseprovides a valuable contribution to the Diligeg
Board. He is currently a director of NZF Group and has previously been a director of Mike
Huljich Wealth Management and Sugar International.

Mark Russell
Independent Director, New Zealand

Mark Russell is a senior commercial partner of the New Zealand law firm Buddle Fi
acting for a wide range of public and private companies and has extensive experience in ¢
finance and structuring, and banking and insolvency.

He actsfor a number of companies listed on NZX and NZAX, with particular emphasi
Listing Rules, compliance advice, initial listing and IPOs.

He gives banking and securities advice to New Zealand and overseas banks and over|
firms, and he also pwides advice to trustee compana issuers on public securities issues
managed funds

Mark Russell is ranked as a leading individual in banking and finance in Asia Pacific Leg
2006/2007.
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David Liptak
Non-Executive Director and Chairman, USA

David Liptak is the founder of Spring Street Partnér®. After receiving his B.A. degree i
Economics from Harvard College in 1981, Mr. Liptaégan his career as an analyst and trads
Bear, Stearns & Company in their Arbitrage Departmianfugust 1982 In 1984, Mr. Liptak
joined Oppenheimer & Co. @sSenior Mce Presidentin charge ot h e  fprioprietadysArbitrage
Department

In 1992 Mr. Liptak formed West Broadway Partners, Inc., a hedge fund that ultimg
managed more than @@ million in investor capitah the West Broadway Partners group of fun
In 1995,Mr. Liptak formed Spring Street PartnersPLand commenced the investment activit
that led to the establishment of the firm as a SEC registered broker/dealer aber m&riINRA.
In March 2005, Mr. Liptak began managing Spring Street Partners on a full time basis.

Over his career. Liptak has served on a number of corporate and philanthropic boktds|
Liptak alsoactively suppogc hi | dr e n 6 s ogeathgpartictldriyimundersgpved aremsd
has established a number of scholarship programs for disadvantaged youths with edu
organizations and schools.
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FINANCIAL STATEMENTS (audited)
These financiattatements are prepared in accordanch Wit GAAP.
All amounts in US$ unless otherwise nated

CONSOLIDATED BALANCE SHEETS

BOARD

ASSETS December 31, 2010 December 31, 2009
Current assets:

Cash and cash equivalents $ 3,212,449  § 1,129,591

Term deposit 97.300 72,530

Accounts receivable 494,048 303,331

Prepaid expenses and other current assets 323,911 183,368
Total current assets 4,127,708 1,688,820
Property and equipment, net 1,082,104 1,312,959
Note receivable from affiliate, net of valuation allowance 1,875,685 1,661,791
Restricted cash - security deposits 226,617 221,886
Total assets $ 7,312,114 S 4,885,456
LIABILITIES, REDEEMABLE PREFERRED STOCK AND STOCKHOLDERS' EQUITY (DEFICIENCY)
Current liabilities:

Accounts payable $ 84,388 $ 144,751

Accrued expenses and other liabilities 915,431 253,089

Deferred revenue 2,849,225 1,593,351

Current portion of obligations under capital leases 86,230 113,418

Payables to affiliates - 5,762
Total current liabilities 3,935,274 2,110,371
Non-current liabilities:

Obligations under capital leases, less current portion 60,861 147,091

Other noncurrent liabilities 50,255 44,252
Total non-current liabilities 111,116 191,343
Total liabilities 4,046,390 2,301,714
Commitments and contingencies
Redeemable preferred stock:

Series A convertible redeemable preferred stock, $.001 par value, 50,000,000

shares authorized, 32,667,123 and 30,000,000 shares issued and outstanding

(liquidation value $5,259,406 and $4,766,712) 3,177,291 3,149,851
Stockholders' equity:

Common Stock, $.001 par value, 250,000,000 shares authorized, 81,968,001 and

90,440,000 shares issued and outstanding 81,968 90,440

Additional paid-in capital 23,107,919 24,532,622

Accumulated deficit (23,099,704) (25,180,648)

Accumulated other comprehensive loss (1,750) (8,523)
Total stockholders' equity (deficiency) 88,433 (566,109)
Total liabilities, redeemable preferred stock and stockholders' equity
(deficiency) $ 7312,114  § 4,885,456

See accompanying notes to consolidated financial statements
Signed for and on behalf of the Boarde&22 March 20]1
Rih-E2tt &, Director MarH Russall, Dl-rnct-:-r
_Dili
~_s DI |ge nt "



DILIGENT BOARD MEMBER SERVICES, INC
ANNUAL REPORT 2010

FINANCIAL STATEMENTS (audited)
These financiattatements are prepared in accordance with US GAAP.
All amounts in US$ unless otherwise naoted

CONSOLIDATED STATEMENTS OF OPERATIONS

Year ended Year ended
December 31, December 31,
2010 2009
Revenues $ 8,300,958 $ 5,000,639
Cost of revenues 2,774,217 2,186,850
Gross profit 5,526,741 2,813,789
Operating expenses:
Selling and marketing expenses 2,658,301 2,436,912
General and administrative expenses 3,847,156 3,944.363
Research and development expenses 963,916 730,201
Depreciation and amortization 472,593 418,644
Total operating expenses 7,941,966 7,530,120
Operating loss (2,415,225) (4,716,331)
Other income (expenses):
Impairment recovery on note
receivable from affiliate 4,300,000 300,000
Interest income, net 233,388 358,446
Foreign exchange transaction gain (loss) (13,000) 60,893
Other - 171,339
Total other income, net 4,520,388 890,678
Income (loss) before provision for income taxes 2,105,163 (3,825,653)
Provision for income taxes 24,219 36,337
Net income (loss) $ 2,080,944 $ (3.861,990)
Net income (loss) per share:
Basic $ 0.02 $ (0.04)
Diluted 3 0.02 $ (0.04)
Weighted average shares outstanding:
Basic 84,487,207 90,371,507
Diluted 119,388,351 90,371,507

See accompanying notes tmeolidated financial statements
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DILIGENT BOARD MEMBER SERVICES, INC

ANNUAL REPORT 2010

FINANCIAL STATEMENTS (audited)
These financiattatements are prepared in accordance with US GAAP.
All amounts in US$ unless otherwise noted.

CONSOLI DATED STATEMENTS OF

CHANGES
AND COM PREHENSIVE LOSS

I N STOENKHOLDERSS®S

Accumulated
Common Additional Other Total
Common Stock Paid-in- Accumulated Comprehensive Stockholders'
Shares $.001 Par Value Capital Deficit Income (Loss) Equity(Deficiency)

Balance at January 1,

2009 90,440,000 $ 90,440 $ 24,618,070 $ (21,318,658) $ (20,045) $ 3,369,807
Net loss - - - (3,861,990) - (3,861,990)
Foreign exchange
translation adjustment _ _ _ _ 11,522 11,522

Total comprehensive

loss - - - - - (3,850,468)
Share-based
compensation, net of
forfeitures - - 203,253 - - 203,253
Amortization of preferred
stock offering costs - - (21,989) - - (21,989)
Accrual of preferred
stock dividend - - (266,712) - - (266,712)

Balance at December 31,

2009 90,440,000 $ 90,440 $ 24,532,622 $ (25,180,648) $ (8,523) § (566,109)
Net income - - - 2,080,944 - 2,080,944
Foreign exchange
translation adjustment . . - . 6,773 6,773

Total comprehensive
income - - - - - 2,087,717
Share-based
compensation, net of
forfeitures - - 601,541 - - 601,541
Cancellation of common
stock (11,650,000) (11,650) (3,064,026) - - (3,075,676)
Issuance of shares in
private placement 3,000,000 3,000 1,395,096 - - 1,398,096
Exercise of stock options 178,001 178 29,464 - - 29,642
Amortization of preferred
stock offering costs - - (27.440) - - (27.440)
Accrual of preferred
stock dividend - - (359,338) - - (359,338)
Balance at December 31,
2010 81,968,001 $ 81,968 § 23,107,919 § (23,099,704) § (1,750) $ 88,433
See accompanying notes to consolidated financial statements
Diligent
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DILIGENT BOARD MEMBER SERVICES, INC

ANNUAL REPORT 2010

FINANCIAL STATEMENTS (audited)

These financiattatements are prepared in accordance with US GAAP.

All amounts in US$ unless otherwise noted

CONSOLIDATED STATEMENTS OF CASH FLOWS

Year ended Year ended
December 31, December 31,
2010 2010
Cash flows from operating activities:
Net income (loss) $ 2,080,944 $(3,861,990)
Adjustments to reconcile net income (loss) to net cash
provided by (used in) operating activities:
Impairment recovery on note receivable from affiliate (4,300,000) (300,000)
Depreciation and amortization 472,593 418,644
Share-based compensation 601,541 203,253
Allowance for doubtful accounts - (7,125)
Straight-line rent adjustment 6,003 44,252
Changes in operating assets and liabilities:
Accounts receivable (190,717) 93,974
Prepaid expenses and other current assets (140,543) 39,249
Restricted cash - security deposits (4,731) 24,799
Accounts payable and accrued expenses 242,641 (77,020)
Deferred revenue 1,255,874 991,943
Payables to affiliates (5,762) (43,816)
Net cash provided by (used in) operating activities 17,843 (2,473,837)
Cash flows from investing activities:
Additional investment in term deposit (25,000) -
Purchase of property and equipment (232,339) (377,858)
Net cash used in investing activities (257,339) (377,858)
Cash flows from financing activities:
Net proceeds from preferred stock issuance - 2,861,150
Cash received from partial prepayment of note receivable from affiliate 1,010,430 -
Proceeds from issuance of common stock through private placement 1,398,096 -
Proceeds from exercise of stock options 29,642 -
Repayments of obligations under capital leases (113,419) (140,361)
Net cash provided by financing activities 2,324,749 2,720,789
Effect of exchange rates on cash and cash equivalents (2,395) (4,850)
Net increase (decrease) in cash and cash equivalents 2,082,858 (135,756)
Cash and cash equivalents at beginning of year 1,129,591 1,265,347

Cash and cash equivalents at end of year

$ 3,212,449

$ 1,129,591

Supplemental disclosure of cash flow information:

Cash paid during the year for :

Interest $ 47,155 $ 32,256
Income taxes $ 17,222 $ 20457
Supplemental disclosure of noncash investing and financing activities:
Property and equipment acquired under capital leases $ - $235,747
Prepayment of principal on note receivable from affiliate in exchange for 11,650,000 shares $ 3,075,676 $ -
Accrual of preferred stock dividend $ 359,338 $ -
See accompanying notes to consolidated financial statements
;
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DILIGENT BOARD MEMBER SERVICES, INC
ANNUAL REPORT 2010

FINANCIAL STATEMENTS (a udited)
These financiattatements are prepared in accordance with US GAAP.
All amounts in US$ unless otherwise noted
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS : YEARS ENDED DECEMBER 31, 2010 & 2009
1) Organization and nature of the business
DiigentBoar d Member Services, I n ds.a globéll€ader in yelbasedoportalsfort he #ACo
Boards of Directors. The Company develops and sells an online software application called Diligent Boardbooks, a web based
portal that board members, management and administrative staff use to compile, update, revidivamdard materials during
and after board meetings. Diligent provides clients with subscriptieed access to the software and also provides associated

services including securely hosting t plieaton.l i ents6é data and ct

The Company was incorporated in the State of Delaware on September 27, 2007 and is listed on the New Zealand Stock

Exchange (fANZSX0) . On December 12, 2007, the Company compl
Company filed a registration statement with the United Stat
effective on June 30, 2008. The Companyés corporate headque

The Company hma whollyowned subsidiary located in New Zealand, Diligent Board Member Services NZ Limited
(ADBMS NZo6), which was acquired on January 1, 2008. DBMS N
The Company has a wholywned subsidiar , Diligent Boardbooks Limited (ADBLO), 8
company which was formed on December 14, 2006, to provide European sales and marketing services. DBL was inactive until
April 2008. The Company also has a Singafimsed whdy-owned subsidiary, APAC Board Services PTE. Ltd., which was
formed on December 23, 2010 and had no operations in 2010. Diligent, together with its subsidiaries, are hereindfteraeferre
ithe Companyo.

The Companyds cons otsarepeesested infUS dobars,couraléd toghe mearestrdellar, which is the
Companyés functional and presentational currency.

The Company has evaluated all subsequent events through the filing dateaohtias reportto ensure that this
annual repdrincludes subsequent events that should be recognized in the financial statements as of December 31, 2010, and
appropriate disclosure of subsequent events which were not recognized in the financial statements.

2) Liquidity

Historically, as the Companyev its business and sustained negative cash floptiiteary source of liquidity had
been the cash received from stock issuances, including $16
public offering and $2.9 million obtained frotine issuance of Series A preferred stock issued in March 2009. Additionally,
in June 2010, the Company receiveds1.0 million principal prepaymemin the Note receivable from affiliatend on
October 20, 2010, the Company received $1.4 million in eshofg private placement of 3 million shares of newly issued
common stock by First NZ Capital Securities Limited.

In the third and fourth quarters of 2010, the Company generated positive cash flows from operations of $0.2
million and $0.7 million, respeekly, resulting in approximately $18 thousand net cash generated from operations for the
full year. This marks the first year since inception of the Company that Diligent achieved positive cash flow from
operations.

At December 31, s2s0uicés,of liquidiey coBsisimop @shyaid term deposits of approximately
$3.3 million. The Company also has a $1.0 millremolving line of credit facility with Spring Street Partners, L.P. This
line of credit offers the Company additional cash flowmrt if needed. As of December 31, 2010, the Company has had
no borrowings under this credit facility.

The Companyds current operating expenses and expected
support our budgeted growth. Howeverithathe recent acquisition of additional capital, the Company is evaluating
strategic growth opportunities that could change our current expense and capital forecasts, particularly iFPgefi8sia
regi on. The Companyds ealopscaretadequate ta supportr badgeted pxpensed for @0hl. dlpee r
primary wuncertainty concerning the Companyds capital needs
growth in a timely manner.
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DILIGENT BOARD MEMBER SERVICES, INC
ANNUAL REPORT 2010

3) Significant accounting policies

Basis of presentationi The Company's consolidated financial statements are prepared in accordance with accounting
principles generally accepted in the United States of America.

Principles of consolidationi The consolidated financial statements incltige accounts of the Company and its wholly
owned subsidiaries. All material intercompany balances and transactions have been eliminated in consolidation.

Use of estimates The preparation of financial statements in conformity with generally acceptedngic principles

requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounnesaimdve
expenses during the reporting period. Actual results could differ from those estimates.

Cash and cash equivalents The Company considers all highly liquid investments with original maturities of three months
or less to be cash equivalents. Toa&mpany invests its excess cash primarily in bank and money market funds of major
financial institutions. Accordingly, its cash equivalents are subject to minimal credit and market risk. At December 31,
2010 and 2009, cash equivalents include investmant®oney market funds of $2,277 and $102,409, respectively, which
are carried at cost which approximates fair value.

Term depositsi Term deposits are sherm investments with banks, with maturities greater than three months at
inception.

Accounts receivable i Accounts receivable are recorded at estimated net realizable value. A provision for doubtful
accounts is recorded based on managementds assessment of a
on age of the receivable, hosy of payments and other relevant information. An allowance for doubtful accounts is

provided for accounts receivable which management determines will not be collectable in full.

Property and equipmenti Property and equipmebnsists of computer andfioe equipment, leasehold improvements and
internatuse computer software. Property and equipresentarried at cost, less accumulated depreciation and amortization and
any impairment losses.

Internal -use _softwarei The Company capitalizes certainst® incurred after the preliminary project stage in connection
with developing or obtaining software for internal use. Internal use software is included in property and equipment.

Depreciation and amortizationi Depreciation on property and equipment@nputed on a straight line basis at rates
adequate to recover the cost of the assets over their estimated useful lives, which range from three to five yeard. Leasehol
improvements are depreciated over estimated useful lives of the assets or the ttegnuraferlying lease, whichever is
shorter. Amortization of computer software is computed on the stifightnethod over its estimated useful life, which is

three years. Expenditures for repair and maintenance costs are expensed as incurred.

Impairment of long-lived assetsi The Company periodically reviews the carrying amounts of its tangible and intangible
assets to determine whether events or changes in circumstances indicate the carrying amount of an asset may not be fully
recoverable. The carryingmount of a londived asset is not recoverable if it exceeds the sum of the undiscounted cash
flows expected to result from the use and eventual disposition of the asset. Measurement of an impairment loss for long
lived assets and certain identifiabigangible assets that management expects to hold and use is based on the fair value of
the asset. An impairment loss is measured as the amount by which the carrying amount oflivedl@sget exceeds its

fair value.

Revenue recognitiori The Companyecognizes revenue when all of the following criteria are met: (a) persuasive evidence

of the arrangement exists, (b) delivery has occurixeked or se
and determinable and (d) collectabilig/reasonably assured. Revenue from the Boardbooks licenses is recorded ratably

over the contract period, which is generally twelve months. License fees paid in advance are recorded as deferred revenue

until recognized. The Company generally invoidescustomers in annual installments. Accordingly, the deferred revenue

balance does not represent the total contract value of annual otyeasltinoncancelable subscription agreements. The

Company also earns fees for-sep and trai nifer@s¢fii m$t alhleatHBrstalatdrbfees kre sy st e n
recorded ratably over the contract period.

Advertising Expensesi Advertising is expensed as incurred. Advertising expense was $320,822 and $302,724 for the
years ended December 31, 2010 and 268ectively.

Research and developmerit Software development costs are expensed as they are incurred until technological feasibility
has been established, at which time those costs are capitalized until the product is available for general telEasers ¢
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To date, software has been available for general release concurrent with the establishment of technological feasibility and,
accordingly, the Company has not capitalized any development costs. Costs incurred to enhance products aftelr the genera
release of the service using the product are expensed in the period they are incurred and included in research and
development costs in our consolidated statements of operations.

Operating leasesi The Company records rental costs, including costsectltd fixed rent escalation clauses and rent
holidays, on a straigHine basis over the lease term.

Income taxesi Diligent files U.S. federal and state income tax returns. Foreign operations file income tax returns in their
respective foreign jurisdicins. The Company accounts for deferred income taxes under the asset and liability method.
Deferred tax assets and liabilities are recognized for the future tax consequences attributable to differences between the
financial statement carrying amounts ofsting assets and liabilities and their respective tax bases and operating loss and
tax credit carryforwards. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxab
income in the years in which those tempormdifferences are expected to be recovered or settled. The effect on deferred tax
assets and liabilities of a change in tax rates is recognized in income in the period that includes the enactment date.

Foreign exchangeg Th e Co mp a noyvfed subsibided, 0By and DBMS NZ, utilize the British Pound Sterling and

the New Zealand Dollar (NZD), respectively, as their functional currencies. Assets and liabilities of these subsidiaries are
translated to US dollars at exchange rates in effect at the balbeee dates, with the resulting translation adjustments
directly recorded to a separate component of accumulated other comprehensive income.

Transactions in foreign currencies are reported at the approximate rates of exchange at the transaétgsedate.
and liabilities are translated at the rates of exchange in effect at the balance sheet date. All differences are resatided in
of operations. The foreign exchange loss is primarily attributable to unfavorable movement in exchange retEs of ce
the Companyb6s cash accounts held in foreign currencies.

From time to time, the Company uses foreign currency option contracts that are not designated as hedging
instruments to manage exposure to fluctuations in foreign currency. The Companjes® instruments as economic
hedges and not for speculative or trading purposes. All foreign currency option contracts are recorded at fair value in othe
current assets on the balance sheet and unrealized gains or losses at the balance sheetadmtiedrien the income
statement. The Company has no open foreign currency option contracts as of December 31, 2010.

Share-based compensatiori The Company measures the cost of employee services received in exchange for an equity
based award using tli@r value of the award on the date of the grant, and recognizes the cost over the period that the award
recipient is required to provide services to the Company in exchange for the award.

The Company measures compensation cost for awards granted-émnptmyees based on the fair value of the
award at the measurement date, which is the date performance is satisfied or services are renderederygplwyeen

Fair value of financial instrumentsi The fair value of our cash and cash equivalents) tposits, accounts receivable,
accounts payable and accrued expenses approximates book value due to their short term seffleeneats.receivable
from affiliate is recorded at estimated net realizable value, adjusted for any valuation allowaae®dots considered
uncollectable. The valuation allowance is reviewed for adjustment each reporting egddote 6.

Segment reporting i Operating segments are defined as components of an enterprise about which separate financial
information is avdable that is evaluated on a regular basis by the chief operating dewiala@m, or decision making group,

in deciding how to allocate resources to an individual segment and in assessing performance of the segment. In light of the
Companyds ctoffering, managementdelieves that the Company operates in one segment.

Net loss and and diluted net loss per sharie Basic net income (loss) per share is computed by dividing the net income
(loss) attributable to common stockholders, after deducticgued preferred stock dividends, by the weighted average
number of common shares outstanding for the period.

Diluted net income (loss) per share reflects the potential dilution that would occur if securities or other contracts to
issue common stock werexercised or converted into common stock, unless the effect-dilatitie. Stock options and
convertible preferred stock are included as potential dilutive securities for the periods applicable. All potentia#ty diluti
securities have been excludedm the calculation for the year ended December 31, 2009 as they weddwivié. There
were 34,660,003 potentially dilutive securities for the year ended December 31, 2009.

The components of the calculation of basic and diluted net income (Brss)ramon share are as follows:

Diligent .
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Year ended December 31,

2010 2009
Numerator:
Net income (loss) $ 2,080,944 $ (3,861,990)
Preferred stock dividends (359,338) (266,712)
Basic net income (loss) available
to common shareholders $ 1,721,6C6 $ (4,128,702)
Diluted net income (loss) available
to common shareholders $ 2,080,944 $ (3,861,990)
Denominator:
Basic weighted average
shares outstanding 84,487,207 90,371,507
Dilutive effect of stock options 2,234,021 -
Dilutive effect of convertible
preferred stock 32,667,123 -
Diluted weighted average
shares outstanding 119,388,351 90,371,507
Basic earnings (loss) per share $ 0.C2 $ (0.04)
Diluted earnings (loss) per share $ 0.C2 $ (0.04)

Recent accounting pronouncements In January 2010, the FASB issued new guidance which improves
disclosures about fair value measurements. The new standard was effective for interim andeaiodsabgyinning after
Decembeil5, 2009, except for certain disclosures regarding Level 3 measurements which are effective for fiscal years
beginning after December 15, 2010. Thew guidancedid not have a material effect on the consolidated financial
statements.

In February 2010, the FASB issued updated guidance to address certain implementation issues related to an
entityds requirements to perform and disclose subsequent
subsequent eventBrough the date financial statements are issued and exempts SEC filers from disclosing the date through
which subsequent events have been evaluated. The updated guidance was effective upon issuance, and did not have a
materi al i mp act nsolidatet financial statepents.y 6 s c o

From time to time, new accounting pronouncements are issued by the FASB and are adopted by the Company as
of the specified effective date. Unless otherwise discussed, the impact of other recently issued accountingmeteunc
will not have a material impact on the consolidated financial position, results of operations, and cash flows, or dp not appl
to the Company6s operations.

4) Term deposit

At December 31, 2010, the Company has a term deposit with a New Zealdndithaa term of 98 days. The
term deposit in the amount of NZD 125,000 (US$97,300 at December 31, 2010) bears interest at 4.02% and matures in
March 2011.

At December 31, 2009, the Company had a term deposit with a New Zealand bank with a termays36bhe
term deposit in the amount of NZD 100,000 (US$72,530 at December 31, 2009) bore interest at 4.50% and matured in
March 2010.
5) Property and equipment and obligations under capital leases

Property and equipment is comprised of the following:
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December 31,

2010 2009
Equipment $ 1,579,859 $ 1,416,470
Computer software 537,379 479,370
Leasehold improvements 151,594 140,653
2,268,832 2,036,493
Less: accumulated depreciation/amortizati 1,186,728 723,534
Net property and equipment $ 1,082,104 $ 1,312,959

Obligations under capital leases consist of various financing arrangements entered into by the Company to acquire
computer equipment and software. The leases bear interest at rates ranging from 10.96% to 30.96% per Annum, wit
monthly payments ranging from $658 to $2,528, and maturities from July 2011 to October 2012.

Each lease is secured by the underlying leased asset. Amortization of assets recorded under capital leases is
included in depreciation expense. The equipnrefdting to capital leases, included in property and equipment on the
balance sheet, is as follows:

Year ended December 31,
2010 2009

Capital lease assets included in property and equipment $ 246,449 $ 409,409
Accumulated depreciation 81,496 139,077

$ 164,953 $ 270,332

Year ended December 31,
2010 2009

Depreciation expense relating to capital lease assets $ 52,139 $ 72,599

The following is a schedule of future minimum lease payments due under capital leases as of Bc@dber

Diligent o
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Year ending
December 31,
2011 $ 110,787
2012 67,724
Total minimum lease payments 178,511
Less interest portion of payments (31,420)
Present value of minimum lease payments $ 147,091
6) Note receivable from affiliatei The note receivable from affiliate represents amounts due from Services Share

Hol di ng, LLC (ASSH LLCo, the Companyds predecessor entity)
October12 007 (t he ANoteo), as amended by the Prepayment and An
approved by our stockholders in June 2010.

Prior to the prepayment and amendment, the principal balance of the Note was $7,161,791, whitbréstratin
5% per annum, and was scheduled to mature on October 1, 2010. It was originally secured by 25,000,000 shares of the
Companydés stock which was pledged as coll ateral by membe)
subsequently sold b$SH LLC in order to obtain funds to make the quarterly interest payments. At De&mRe09,
there were21,678,59%&hares securing the Note.

The Prepayment and Amendment Agreement with SSH jio®ided for:

e The sale in February 2010 by SSH LLC of adi of 4,823,000 shares of the pledged stock to a third
party for US$0.24 per share, for a total of US$1,157,011 (after commissions), which would be applied to
the interest due for the period from January through May 2010 ($146,581) and prepaymertiplprin
($1,010,430). The proceeds of this sale were placed in escrow pending stockholder approval of the
agreement.

e The prepayment of an additional US$3,075,676 of principal through the surrender of 11,650,000 pledged
shares to the Company at US$0.26 giware,

The extension of the maturity date on the Note from October 1, 2010 to October 1, 2012, and

e Effective in June 2010, adjustment of the annual interest rate from 5.0% to 6.5%, payable annually on

Januanyl of each year, in arrears.

This agreementws subject to the approval of the Companyédés sha
and was contingent on the receipt of an appraisal attesting to the fairness of the transaction to the shareholdets unrelated
SSH LLC. The agreement was apged and the proceeds from the February 2010 sale which had been placed in escrow
were delivered to the Company on June 8, 2010. After the transaction, the amended Note had a contractual outstanding
principal balance of $3,075,685 and was secured by 5205, s hares of the Companyds c¢ommo
members of SSH LLC. In a series of transactions in December 2010 and early January 2011, SSH LLC sold an additional
275,000 shares of the Company®&s c o mmpemitedundercttke Npté agréeggnend as c o
to fund interest payments. As a result, the number of shares pledged as collateral for the Note has been reduced to
4,930,597.

A portion of the outstanding loan balance of $3,075,685 is reserved on our baland® shealuation allowance
of $1,200,000, resulting in a net receivable balance of $1,875,685. The Note is considered to be collateral dependent, as
SSH LLCés primary means of repayment is throughB08Ilthequi dat i
thenroutstanding loan balance of $7,161,791 was reduced by a $5.8 million valuation allowance, which was based on the
estimated fair value of the underlying collateral at that time. As discussed below, in the fourth quarter of 2009, thg Compan
recorded a recovery in the value of the Note of $300,000 and a corresponding decrease in the valuation allowance to $5.5
million. At March 31, 2010, the Company recorded an additional recovery in the value of the note of $3.2 million, and at
September 30,20 the Company recorded a further recovery of $1.1 million, as described below.

In the absence of an active market for the Companyés
instruments, the Company originally based its valuation of thenlyidg collateral on the value of the March 2009 issuance

Diligent
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of Series A Preferred Stock, adjusted using an assumed
value of the preferred features of the Series A Preferred Stock. In additimagement assumed that SSH LLC and/or its
members would sell a portion of the underlying collateral to meet their quarterly interest payments, thereby reducing the
amount of collateral expected to be available when the Note was to mature in Oct@ber 201

The recovery of $3.2 million at March 31, 2010 was based on theeasurement of a significant input used to
value the underlying collateral of the Note. The February 2010 sale of shares to a third party indicated that the preferred
stock price wa no longer the best measure of the fair value of our common sidek.Company believed that better
benchmark for fair value was the US$0.24 per share obtained by SSH LLC for the 4.8 million shares sold to a third party in
February 2010. The additidneecovery at September 30, 2010 is based on the subsequemaserement of the
underlying collateral at $0.47 per share, which is the price obtained for the 3 million shares issued by the Company in a
private placement in October 2010. The Companyeresithe valuation of the Note each reporting period and believes the
value is properly stated at December 31, 2010asbessing the adequacy of the valuation allowance at December 31, 2010,
we considered the prices obtained by SSH LLC for the Decemidé/huary 2011 sales of 275,000 shares, which were
approximately equal to the price received for the shares issued in the October 2010 private placement. Additionally, there
have been no other third party sales which would cause us to belie$@ ##per share is not the best measure of the value
of the underlying collateral.

7) Fair value measurements

The Note is the only financial instrument held by the Company for which a fair value measurement is made using
significant unobservable inputs (& 3). A reconciliation of the beginning and ending balances of the Note follows:

Year ended December 31,

2010 2009
Balance at beginning of period $ 1661,791 $ 1,361,791
Total gains or losses (unrealized/realized)
Included in earnings (or changes in net asse 4,300,000 300,000
Included in other comprehensive income - -
Purchases, issuances and settlen (4,086,106) -
Transfers in and/or out of Level 3 - -
Ending balance r$ 1.825.585rLL§_61.191
The amount of total gains or losses for the period included in
earnings (or changes in net assets) attributable to the chang
unrealized gains or losses relating to assets still held at the
reporting date $ 4,300,000 $ 300,000
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8) Accrued expenses and other liabilities

Accrued expenses and other current liabilities is comprised of the following:

December 31,

2010 2009

Accrued dividend $ 359,338 $ -
Accrued commissions, bonuses, and payroll 300,775 73,563
Other (individually less than 5% of total current liabilities) 255,318 179,526

Total accrued expenses and other liabilities '$ 915,431 r$ 253,089
9) Line of credit facility

I n March 2010, the Company entered into an agreement w

to which the Lender extended a $1.0 million revolving line of credit facility to the Company. The lietiderolder of
approximately 22 million shares of the Company6s Series A

common stock. The founder and managing partner of the Lender is also the chairman of the board of directors of the
Company.

The line of credit bears interest at a fixed rate of 9.50% per annum on outstanding borrowings. Upon an event of
default, the Lender has the option to increase the interest rate on all outstanding obligations to 14.50% per ann@n. The lin
of credit issubject to a 0.5% per annum commitment fee on the unused portion, paid quarterly in arrears. Accrued interest
must be paid quarterly on the last business day of each quarter. The credit facility matures in September 2011, & which tim
all outstanding pncipal and unpaid interest and commitment fees are due in full.

The Lender has a first priority I|lien on all of the Co
includes restrictive covenants regarding liens, additional indebtednesspfalesets and dividend payments on common
stock. Additionally, the line of credit includes financial covenants with respect to the achievement of budgeted redenues an
expenses.

As of December 31, 2010, the Company has no outstanding borrowingshiadeedit facility.

10) Related party transactions

Marketing expensei During the years ended December 31, 2010 and 2009, the Company incurred marketing expenses of
approximately $176,000 and $147,000, respectively, for services rendered by Yamhkaenttiany, LLC, an entity owned
by a stockholder of the Company.

Legal services' A director is a partner of Buddle Findlay, a law firm which provides legal services to the Company in New
Zealand. Fees paid to Buddle Findlay for the years ended Dec&8hb2010 and 2009 were approximately $20,000 and
$86,000, respectively. Payables to affiliates include $0 and approximately $5,800 at December 31, 2010 and 2009,
respectively, payable to Buddle Findlay.

Rent expensé The Company subleased its Newsay office from an affiliate through August 2009. Rent expense paid
to affiliates for the years ended December 31, 2010 and 2009 was $0 and approximately $29,000, respectively.
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11) Geographic information

The Companyds r ev e rionefthe customgreandgadiped sissets lodatedoatside the United
States are as follows:

Year ended December 31,

2010 2009
Revenues:
United States $ 6,596,969 $ 4,193,354
Foreign 1,703,989 807,285
Total $ 8,300,958 $ 5,000,639

December 31,
2010 2009

Long-lived assets outside
the United States, net $ 383,416 $ 507,794

12) Income taxes

No provision (benefit) for U.S. income taxes has been recorded in the accompanying consolidated financial
statemerd for the periods ended December 31, 2010 and December 31, 2009 as a result of the Company's net operating
losses. At December 31, 2010, the Company has net operating loss carryforwards of U.S. income taxes of $17,513,250,
which expire from 2027 througt020.

The significant components of loss before provision for income taxes and the consolidated income tax provision
are as follows:

Year ended December 31,

2010 2009

Income (loss) before provision for income taxes:

Domestic $ 2,035,766 $ (4,098,429)

Foreign 69,397 272,776
Total $ 2,105,163 $ (3,825,653)
Provision for income taxes:
Current:

Domestic $ - $ -

Foreign 27,064 31,194

Total current $ 27,064 $ 31,194
Deferred:

Domestic $ - $ -

Foreign (2,845) 5,143

Total deferred $ (2,845) $ 5,143
Provision for income taxes $ 24,219 $ 36,337
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The income tax provision differs from the amount of tax determined by applying thelfetigtdory rate as

follows:
Year ended December 31,
2010 2009
% %
Federal income tax statutory rate 34.00 (34.00)
State income taxes, net of federal benefit 6.63 (10.60)
Foreign income taxes 1.19 0.90
Tax effect of:
Share-based compensation 5.28 13.80
Other (2.07) 0.20
Change in valuation allowance (44.84) 30.60
Income tax provision 1.19 0.90

Significant components of deferred tax assets and liabilities are as follows:
Year ended December 31,

2010 2009
Deferred tax asset (liability) (In thousands) (In thousands)
Net fixed assets $ (108) $ (38)
Accruals and reserves 625 2,469
Foreign 18 -
Net operating loss carryforwards 6,954 7,115
Valuation allowance (7,471) (9,546)
Total $ 18 $ -

Management has provided a valuation allowance of approximately $7,471,000 and $9,546f0D€casnbeB1,
2010 and 2009, respectively, for all U.S. net deferred tax assets since it is more likely than not that the relatethxleferred
assets wild.l not be realized. The net deferredarymralxs asset
included in other current assets on the balance sheet.

The Company has evaluated its uncertain tax positions and determined that any required adjustments would not
have a materi al i mpact on t he Co mpsHiesjn@rest dnd peralties onauhcergih at e me n
tax positions as interest expense and general and administrative expenses, respectively. There were no interessand penaltie
recorded in 2010. Interest and penalties recorded in 2009 were approximately $8,820,800, respectively.

The Company and its subsidiaries are subject to regular audits by federal, state and foreign tax authorities. These
audits may result in additional tax | iabilitithestaxyeart§ he Comp
2007 through 2010 are open for examination by the federal, state and foreign taxing jurisdictions.

13) Redeemable Preferred Stock On March 11, 2009, the Company issued 30,000,000 shares of-created
Series A Preferred Stock for $0.p@r share in a private offering, for an aggregate of $3,000,000 in additional capital.
Expenses relating to the share issuance were $138,850. The principal terms of the Preferred Shares are as follows:

Dividend rightsi The Preferred Shares carry aefik cumulative, dividend of 11% per annum (adjusted for stock
splits, consolidation, etc). The dividend, which is due on the first business day of each calendar year for the pniy year,
(at the Companyds opti on) eissuapca of ddditonat Piegemred Sharesc(RIlS Shares)y, to ben ki n
issued at the same issue price as the Series A Preferred Stock of $0.10 per share. The 11% annual dividend on the Preferred
Shares will have preference over the declaration or payment ofariydiends on t he Company6s comm
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shares). In addition to the 11% preferred dividend, the holders of the Preferred Shares will also be entitled to pasticipate
rata in any dividend paid on the Companyds common stock.

Conversion rights The Preferred Shares are convertible at any time at the option of the holders into the
Companyds ¢ ommo-for-osetbasis & a anversion prineeof $0.10 per share. In addition, Preferred Shares will
automatically be converted into common stagdon the closing of an underwritten share offering by the Company on a
registered stock exchange which realizes at least $40,000,000 of gross proceeds.

Redemption right$ The holders of the Preferred Shares have the option to require the Preferesi(Blctuding
any PIK shares) to be redeemed in cash, at $0.10 per share plus accrued and unpaid dividends, at any time after 60 months
from the date of issue of the Preferred Shares.

Anti-Dilution Provisioni In the event of a future offering of theoGnpany és stock at a price
which is less than the Preferred Share conversion price immediately before such offering, the conversion price for the
Preferred Shares is adjusted according to a weighted average formula.

Liquidation entitlement In the event of any voluntary or involuntary liquidation of the Company, the holders of
Preferred Shares are entitled to an amount per Preferred Share equal to 1.5 times the original issue price of $0.10 plus any
dividends which have become due but hagtbeen paid.

Voting rightsi Preferred Shares have equal voting rights (one vote per share) to common stock, except that
Preferred Shares do not vote in the general election of directors.

Other provisions For as long as not less than 15,000,0006Predl Shares are outstanding, the holders of the
Preferred Shares have the right between them to appoint one director, and the Company may not take action relating to
certain major transactions without obtaining the consent of not less than 60% of treeBr8hares or without obtaining
the approval of the director appointed by the holder of the Preferred Shares (for matters requiring Board of Directors
approval).

Accounting for Preferred Sharéslf certain criteria are met, companies must bifurcatevemsion options from
their host instruments and account for them as free standing derivative instruments. The Company has evaluated the
conversion option on the Preferred Shares and determined that the embedded conversion option should not be bifurcated.
Additionally, the Company analyzed the conversion feature and determined that the effective conversion price was higher
than the market price at date of issuance; therefore no beneficial conversion feature was recorded. Theha@smpany
classified the Pfferred Shares as temporary equity because they are redeemable upon the occurrence of an event that is not
solely within the control of the issuer. As noted above, the holders of the Preferred Shares may demand redemption any
time after 60 months from theate of issue. The securities are carried at their face value net of issuance costs plus accrued
dividends (representing fair value) because the contingency has not been met. If the redemption were considered likely to
occur, the carrying value would bejusted to its liquidation value.

The carrying value of the Preferred Shares at December 31, 2010 and December 31, 2009 is as follows:

December 31,

2010 2009
Gross proceeds $ 3,000,000 $ 3,000,000
Less: Issuance costs (138,850) (138,850)
2,861,150 2,861,150
Issuance of PIK shares 266,712 -
Cumulative amortization of offering costs 49,429 21,989
Cumulative in kind dividend - 266,712
Balance at December 31, 2010 $ 3,177,291 $ 3,149,851

For the year 2009, the Board of Directors of the Company approved the issuance of RKiStiau of cash,
which dividend was effective January 4, 2010. Accordingly, the holders of the Series A Preferred Stock received an
aggregate of 2,667,123 PIK Shares on January 4, 2010.
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14) Stockhol dersé equity (deficiency)

In March 2009, theteckholders of the Company approved an increase in the number of authorized shares of
common stock from 200,000,000 to 250,000,000.

On June 8, 2010, the Companyds shareholders approved t
shares as a prepagnt associated with the Note. These shares were cancelled at June 8, 2010. See Note 6.

In October 2010, the Company announced the successful completion of a 3,000,000 common share private
placement at $0.47 per share. These new shares were allatteettéed on October 20, 2010.

In the fourth quarter of 2010, several employees of the Company exercised options previously granted to them for
common shares in an aggregate amount of 178,001.

15) Stock option and incentive plan

In November 2007, theccmpany adopted the 2007 Stock Option and I nc
the issuance of up to 10,000,000 shares of the Companyods
consultants of the Company and its affiliates, infdren of incentive stock options, najualified stock options, and stock
awards. The 2007 Plan is administrated by the Company's Board of Directors. Pursuant to delegation by the Company's
Board of Directors, the Remunerations and Nominations Committegnipes the number of shares, the term, the
frequency and date, the type, the exercise periods, any performance criteria pursuant to which stock option awards may be
granted and the restrictions and other terms and conditions of each grant of resti@ednshccordance with the terms of
the 2007 Plan.

In June 2010, the Company adopted the 2010 Stock Opti o
i ssuance of wup to 5,000,000 shares of t toesult@tsmoffhe €GgmPay ¢ o mmo n
and its affiliates, as Incentive Stock Options and IQaralified Stock Options. The 2010 Plan is to be administered by the
Remunerations and Nominations Committee pursuant to delegation by the Company's Board of Directorsiilivhic
determine the number of shares, the term, the frequency and date, the type, the exercise periods, and any performance
criteria pursuant to which stock option awards may be granted.

Restricted Stock Awardsi On November 8, 200the Company grante4,000,000 shares of common stock to selected
employees (3,064,000 shares), directors (200,000 shares) and consultants (736,000 shares) of the Company, and its affiliates.
Of these shares, 2,071,000 shares were fully vested upon issuance on Decemb@7,1P6®000 shares were forfeited

during 2008 and 1,769,000 shares vested on January 1, 2009, based on continued employment through that date. The fair
value of the awards to employees was estimated to be NZD0.90(US$0.69) per share, which was thgriclsinthe
Company's stock on December 12, 2007. The fair values of the awards-éonptoyees were closing prices on various
measurement dates.

On October 23, 2008, the Company granted 600,000 shares of restricted stock to two officers in acgithdance
the terms of their employment agreements, which included 250,000 shares which vested immediately, 250,000 shares which
vested on February 15, 2009, and 100,000 shares which vested on May 15, 2009, based on continued employment through
those dates. He estimated fair value of the shares at the award date was measured using the closing price of NZD0.25
(US$0.14) per share on the date of grant.

During the years ended December 31, 2010 and 2009, the Company recognizdéhsbdreompensation costs
related to restricted stock awards of $0 and $23,099, respectively, which is included in general and administrative expenses
in the statement of operations.

At December 31, 2010 all restricted stock is fully vested and there is no unrecognized compenséti

Stock Option Awardsi On August 20, 2009 the Board of Directors approved the Stock Option Agreement, which contains

the terms and conditions with respect to stock options granted by the Company under the 2007 Plan. On that date, the Board
of Directors awarded 3,650,000 stock options to officers and an additional 100,000 options to two former outside directors
of the Company. On October 9, 2009, the Company granted an additional 910,003 shares to employees under the 2007 Plan.
In July 2010, th&€ompany granted 800,000 options to outside consultants, under the 2010 Plan.

The exercise price of each opt i oforthe tast sale erionthe graatt price
date, converted to U.S. dollars using the exchange rate ict effethe grant date. The options generally expire after a
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period not to exceed ten years, except in the event of termination, whereupon vested options must be exercised generally
within three months, or upon death or disability, in which cases the vastieds may be exercised within twelve months,
but in all cases the exercise date may not exceed the expiration date.

The fair value of each option grant was estimated on the date of grant using th&S&iatds option pricing
model and the resultinfgir value is recorded as shdrased compensation expense on a straight line basis over the option
vesting period for employee stock options, ranging from six months to three years. The value of the options granted to
former directors was charged to erpe as of the grant date.

The value of options granted to nonemployees is initially measured at grant date and remeasured each quarter until
the vesting date, which is the measurement date for-blagedl compensation issued to nonemployees.

The far values of the options granted were estimated based on the following assumptions:

Year Ended December 31,
2010 2009

Expected volatility (1) 167.79% 183.98i 186.94%
Expected term (2) 5.25 years 5.351 6.00 years
Risk-free interest rate (3) 1.85% 2361 2.75%
Dividend yield - -
Weighted average gradate fair value
of granted options $0.4266 $0.1406

(1) The expected volatility was determined using historical volatility data for comparable companies.

(2) The expected term of the options heen estimated using the simplified method which calculates the average of
the vesting period and the contractual term of the options.

(3) The risk free interest rate is based on the U.S. Treasury constant maturity nominal yield with a term approximately
equal to the expected terms of the options.

A summary of stock option activity for the year ended December 31, 2010 is as follows:

Weighted Weighted averag

average remaining
Options exercise price contractual term

Outstanding at January 1, 2010 4,660,003 $ 0.14
Granted 800,000 0.45
Exercised (178,001) 0.16
Forfeited (91,667) 0.16

Outstanding at December 31, 2010 5,190,335 0.19 8.78 years

Exercisable at December 31, 2010 2,690,335 0.19 8.77 years

During the years ended December 31, 2010 and 2009, the Company recognizeohstdreompensatio
expense related to stock options of $601,541 and $180,154, respectively, which is included in general and administrative
expenses in the statement of operations. At December 31, 2010 there was $231,610 of unrecognikadedhare
compensation expenseattwill be recognized over the next 1.75 years.

The aggregate intrinsic value of the stock options outstanding and exercisable at December 31, 2010 was
$912,424. The aggregate intrinsic value of options exercised during 2010 was $55,127. No opticnemwsable at
December 31, 2009 or exercised during 2009.

16) Commitments and contingencies

Operating leasesi The Company has operating lease agreements for office space in New York City, New Jersey, New
Zealand and the United Kingdom, which expirevatious dates through 2018. Leases with rent escalations are recognized

as rent expense over the term of the lease. Operating lease rent expense for the years ended December 31, 2010 and 2009
was approximately $307,778 and $383,917, respectively.
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The lease agreements require security deposits in the amount of $222,354 at December 31, 2010.

Future minimum lease payments for leases that have initial ecarwelable lease terms in excess of one year at
December 31, 2010 are as follows:

Year ending
December 31,
2011 $ 323574
2012 322,946
2013 309,183
2014 311,844
2015 314,584
2016 and thereafter 691,186
$ 2,273,317
Warranties and indemnificationi The Companyds service is warranted to perfo
its mar keting and training material s, speci fications and

arrangerents generally include certain provisions for indemnifying customers against liabilities if its products or services

infinge athirdgpar t yds intellectual property rights. To date, the

such indemriications and has not accrued any liabilities related to such obligations.

The Company has also agreed to indemnify its directors and officers to the fullest extent allowed under Delaware
law for costs associated with any fees, expenses, judgmentsafidettlement amounts incurred by any of these persons

in any action or proceeding to which any of those persons

services as a director or officer of the Company, or arising as a réthat person serving at the request of the Company as
a director, officer, employee or agent of another enterprise. The Company maintains director and officer insurance coverage
that should enable the Company to recover a portion of any future amoights pa

17) Risks and uncertainties

Interestraterisk -1 nt er est rate risk is the risk that mar ket i nteres

by affecting the rate of interest charged or received by the Company. It is not expattelthihges in interest rates will
materially affect the Company6s results of operations.

Currency rate risk - The Company is subject to currency rate risk primarily from export sales to Canada, Europe, Australia
and New Zealand, and from cash balanceistaiaed in foreign currencies.

Liguidity risk 1 The Company expects that its cash and cash equivalents will be adequate to support sales and growth.
Particularly in light of current economic conditions, the Company intends to manage liquidity risenbguously
monitoring forecasted and actual cash flows and matching the maturity profiles of financial assets and liabilities.
Additionally, in March 2010, the Company secured a a $1 million revolving line of credit facility, which provides the
Companycash flow protection if neededT he pri mary uncertainty concerning the
ability to continue to achieve the expected sales growth in a timely manner.

Concentrations of credit and other risks- The Company sells itesvice to a diverse number of customers and performs
ongoing credit evaluations of its customers' financial condition as part of its accounts receivable monitoring procedures.
Financial instruments which potentially subject the Company to concentrafiaeredit risk consist primarily of trade

accounts receivable. No single customer accounted for more than 10% of the accounts receivable balance at December 31,
2010 and one customer accounted for 14.2% of the accounts receivable balance at Decemb@r Bl gidgle customer
generated more than 10% of revenue in 2010 and 2009.

Financial instruments which potentially subject the Company to significant concentration of credit risk include
money market funds, time deposits and a term deposit. Theseifihastruments are classified as either cash and cash
equivalents or term deposit and are maintained with high credit quality banking institutions in the United States, New
Zealand and Great Britain. At times the cash balances may be in excess sfithrda limits at a particular bank.
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18) Subsequent events

In January 2011Spring Street Partners, L.P., one of the holders of the Series A Preferred Stock, waived its right
to $200,000 of the dividend due on January 1, and directed the Compaiainatose funds to support future growth. The
Company will record this waiver as a capital contribution in the first quarter of ZI1id founder and managing partner of
Spring Street Partners, L.P.aiso the chairman of the board of directors ofGloenpany.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
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RUBENSTEIN wwe.brrl.com

REMINICK l.ong Island: 125 Baylis Road, Malville, NY 11747-3823

CEICTTFLED FURLIC ACCOUNTANTS Tel: 831,752.7400 Fax: §31.752.1742

Report of Independent Registered Public Accounting Firm

To the Beoard of Directors and Stockholders of
Diligent Board Member Services, [nc.

We have audiied the accompanying consolidated balance sheets of Diligent Board Member Services, Inc. as of
December 31, 2010 and 2009, and the relaied consolidated statements of operations. chanpes in stockholders'
equity (deficiency) and comprehensive income (foss), and cash [ows for the years then ended. Diligent Board
Member Services, Inc.'s management is responsible for these consolidated [inancial statements, Our responsibility
is to express an opinion on these consolidated financial slatements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
{(United Statcs). Those standards require that we plan and perform the audits 1o obtain reasonable assurance about
whether the consolidated [inancial statements are free of material misstatement. The Company is not required 1o
have, nor were we cngaged to perform, an audil of ils internal control over financial reporting.  Our audits
included consideration of intermal control over financial reporting as a busis for designing audit procedures that
are appropriate in the circurnstances, but not for the purpose of expressing an opinion on the effectiveness of the
Company's internal control over financial reporting, Accordingly, we express no such opinion. An audit also
includes cxamining, on a test basis, evidence supporting the amounts and disclosurcs in the consolidated financial
statements and assessing the accounting principles used and significant estimates made by management, as well
as cvaluating the overall consoliduted [mancial statement presentation. We belivve that our audits provide a
reasonable basis for our opinion,

In our opinion, the consolidated [inancial statements referred to above present [airly, in all material respects, the
consolidated financial position of Diligent Board Member Services, Ine. as of December 31, 2010 and 2009, and
the results of their operations, and their cash flows for the years then ended, in conformity with accounting
principles generally accepted in the United States of America,

Hold ?uhw.s"l'-wx\ Romumele uf

New York, New York
March 22, 2011

WaAd:ida
Faausertain oy

T,

Holtz Rubenstain Reminick LLP
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CORPORATE GOVERNANCE

Compliancewith NZX Best Practice Code and Other Guidelines

The NZSX Listing Rules require listed companies to disclose in their annual report whether and extemiatheir
corporate governance principles materially differ from the NZX Corporate Governance Best Practice Code. The directors do
not consider that there is any such material difference.

Role of the Board

Except for Mr. Liptak, he Board is electeby the stockholders and is responsible for the corporate governance of Diligent.

Mr . Liptak is appointed a director by the holders of the ¢
Incorporation. The Board is the final body respon bl e f or decision making within Dil
corporate governance and ethical business practices. Corporate governance encompasses the requirement for the Board to
discharge such responsibilities, to be accountable to the shamsheridieother stakeholders for the performance of Diligent,

and to ensure that Diligent is compliant with laws and standards. The Board establishes the objectives of Diligent and is
engaged in ongoing strategic planning in order to meet these objectipesvittes an oversight of compliance and risk, it

measures and monitors management performance and it sets in place the policy framework within which Diligent operates.

The Board monitors financial results comparing them to the budget and annual plgalat meetings. The Board has

delegated components of its powers to subcommittees of the Board, and the day to day management of Diligent to the Chief
Executive Officer. The ambit of these del ecgnaniitéeedamsof s docun
Reference and by relevant minuted resolutions of the Board. The Chief Executive Officer delegates certain authorities to

staff that report to him.

Board Composition and Membership

As at 31 December 20the Board comprisefive directoss: anonexecutive directoChairmanoneexecutive director, and

three independent directors. The Board has a broad base of knowledge and experience in software development and
commercialization, corporate governance, financial management, legal complisacn d ot her experti se t o
objectives. The details, background and place of residence of the directors are detailed elsewhere in this report. The
Chairman is elected by the Board and it is his role to manage the Board in the most effaotez and to provide a

conduit between the Board and the Chief Executive Officer. He has no significant external commitments that conflict with

this role.

Operation of the Board

The Board meetsegularlyon a formal scheduled basis. In addition to ¢hegularmeetings the Board meets on other

occasions to debate strategic and financial issues. Each month the Chief Executive Officer prepares a report to the Board tha
includes a summary of Diligentds a atibnalwpdatéselrsadditibongtgeeBodrde r wi t h
receives regular briefings on key strategic issues from management, both as part of the regular scheduled Board meetings

and in separate strategic planning sessions.

Chief Executive Officer

The Board is respongi for the evaluation of the Chief Executive Officer against his key performance objectives and is
responsible for the setting of these objectives on a periodic basis and ensuring that they are appropriate measurable targets
The Chief Financial Officemprovides a financial and compliance report to the Audit and Compliance Committee, which
currently meetsit least five times per year

Independence of Directors

To be "independent" a director must not be an executive officer and must not have a disgualifitionship, which
comprises any direct or indirect interest or relationship that could reasonably influence, in a material way, the director's
decision making in relation to the Company. It has been determined by the Board thitdheexecutie director one
non-executive directoend three independent director§he executive directors alsoan officer of Diligent. All directors

are required to immediately advise if any new relationships would interfere with such independence and dedb@édnld t

to consider and determine the materiality of the relationship.
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Rotation of Directors

I'n accordance with Diligent&s B ylécteddiectorsanust retieedrdm officeandare me et i
subject to reappointment atach annual meeting.

Board Committees
The Board maintains two formally constituted standing Board Committees: the Audit and Compliance Committee and the

Remuneration and Nominations Committee. The two Board Committees and their memberships as ahBér R&d@are
set out in the following chart:

Director Membership Classification Committee Membership
Audit Remuneration
and and

Compliance Nomination

R. Bettle Independent Director Member Chairman

P. Huljich Independent Director Member Member

D. Liptak Non-Executive Director - Member

M. Russell Independent Director Chairman Member

A. Sodi Executive Director - -

Audit and Compliance Committee

The Audit and Compliance Committee is responsible nfmnitoring the ongoing effectiveness and implementation of
compliance activities. Membership of the Committee is restricted teerecutive directors and the majority of directors

must be independent directors. The Audit and Compliance Committee inohedasers who have appropriate financial and

legal experience. All members of the Audit and Compliance committee satisfy the independence requirements under NZX
best practice.

The main responsibilities of the Audit and Compliance Committee are to:

A Monitor and oversee the quality of financial reporting and financial management. The Committee considers
accounting and audit issues and makes recommendations to the Board as required and monitors the role,
responsibility and performance of the external auditor.

A Assist the Board to review the effectiveness of the orgahii onds i nter nal control enviro

A Effectiveness and efficiency of operations
A Reliability of financial reporting
A Compliance with applicable laws and regulations

A Oversee the effectiveperation of the risk management framework

A Recommend to the Board the appointment, removal and remuneration of the external auditors, and review the
terms of their engagement and the scope and quality of the audit

A Review and approve, before commencemém nature and scope of nrandit services being provided by the
external auditors

A Ensure compliance with Diligentés disclosure obligatio

The Chief Executive Officer attends each Committee meeting by invitation athéoegernal auditor when requested.
Remuneration and Nominations Committee

The Remuneration and Nominations Committee residw r ect or s6 f ee s, the Chief Execut i
performance, the policy for compensation for senior managemeants stock options to employessd ensureDiligent

has formal and transparent processes for the nomination and appointment of directors to the Board and identifying skill gaps

on the Board to ensure diversity and experience on the Board. Themesrdorm the basis of recommendations to the

Boar d. Details of directorsd compensations are set out wund
the committee is restricted to nemecutive directors and the majority of directors mhestindependent directors. The

Chairman of the committee is an independent director.
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