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i RESERVE
/il BANK

OF NEW ZEALAND

17 August 2010

MANAGEMENT STATEMENT
Pursuant to section 165 of the Reserve Bank of New Zealand Act 1989, we hereby certify that:

1. We have been responsible for the preparation of the annual financial statements and for the judgements
used in them.

2. We have been responsible for establishing and maintaining a system of internal controls designed to
provide reasonable assurance as to the integrity and reliability of the Bank’s financial reporting.

3. In our opinion, the annual financial statements for the year ended 30 June 2010 fairly reflect the
financial position and operations of the Bank.

e,

Governor

| S

Deputy Governor

2 The Terrace, Wellington 6011,
PO Box 2498, Wellington 6140, New Zealand
Telephone +64 4 472 2029, Fax +64 4 473 8554
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PRICEAVATERHOUSE( QOPERS

Auditors’ report

To the readers of the Reserve Bank of New Zealand and Group’s Financial Statements for the year ended
30 June 2010

The Auditor-General is the auditor of the Reserve Bank of New Zealand (the ‘Bank’) and Group. The Auditor-
General has appointed me, John Meehan, using the staff and resources of PricewaterhouseCoopers, to carry out
the audit of the financial statements of the Bank and Group, on her behalf, for the year ended 30 June 2010.

Unqualified Opinion
In our opinion the financial statements of the Bank and Group on pages 58 to 105:

e comply with generally accepted accounting practice in New Zealand; and
o fairly reflect:
e the Bank and Group’s financial position as at 30 June 2010; and
e the results of their operations and cash flows for the year ended on that date.

The audit was completed on 17 August 2010, and is the date at which our opinion is expressed.

The basis of our opinion is explained below. In addition, we outline the responsibilities of the Governor and the
Auditor, and explain our independence.

Basis of Opinion
We carried out the audit in accordance with the Auditor-General’s Auditing Standards, which incorporate the
New Zealand Auditing Standards.

We planned and performed the audit to obtain all the information and explanations we considered necessary in
order to obtain reasonable assurance that the financial statements did not have material misstatements whether
caused by fraud or error.

Material misstatements are differences or omissions of amounts and disclosures that would affect a reader’s
overall understanding of the financial statements. If we had found material misstatements that were not
corrected, we would have referred to them in our opinion.

The audit involved performing procedures to test the information presented in the financial statements.
We assessed the results of those procedures in forming our opinion.
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PRICEAVATERHOUSE( QOPERS

Audit procedures generally include:

¢ determining whether significant financial and management controls are working and can be relied on to
produce complete and accurate data;

e verifying samples of transactions and account balances;

e performing analyses to identify anomalies in the reported data;

e reviewing significant estimates and judgements made by the Governor;

e confirming year-end balances;

e determining whether accounting policies are appropriate and consistently applied; and

e determining whether all financial statement disclosures are adequate.

We did not examine every transaction, nor do we guarantee complete accuracy of the financial statements.

We evaluated the overall adequacy of the presentation of information in the financial statements. We obtained
all the information and explanations we required to support our opinion above.

Responsibilities of the Governor and the Auditor

The Governor is responsible for preparing the financial statements in accordance with generally accepted
accounting practice in New Zealand. The financial statements must fairly reflect the financial position of the Bank
and Group as at 30 June 2010 and the results of their operations and cash flows for the year ended on that date.
The Governor’s responsibilities arise from the Reserve Bank Act 1989.

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

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

In addition to the audit we have carried out assignments in the areas of systems audits and accounting advice,
which are compatible with those independence requirements. Other than the audit and these assignments, we
have no relationship with or interests in the Bank or its subsidiary.

s P S

n Meehan PricewaterhouseCoopers
On behalf of the Auditor-General
Wellington, New Zealand

Matters relating to the electronic presentation of the audited financial statements

This audit report relates to the financial statements of the Reserve Bank of New Zealand and Group for the year ended 30 June 2010 included on the Reserve Bank
of New Zealand's website. The Reserve Bank of New Zealand's Governor is responsible for the maintenance and integrity of the Reserve Bank of New Zealand's
website. We have not been engaged to report on the integrity of the Reserve Bank of New Zealand's website. We accept no responsibility for any changes that may
have occurred to the financial statements since they were initially presented on the website.

The audit report refers only to the financial statements named above. It does not provide an opinion on any other information which may have been hyperlinked to
or from the financial statements. If readers of this report are concerned with the inherent risks arising from electronic data communication they should refer to the
published hard copy of the audited financial statements as well as the related audit report dated 17 August 2010 to confirm the information included in the audited
financial statements presented on this website.

Legislation in New Zealand governing the preparation and dissemination of financial information may differ from legislation in other jurisdictions.
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GUIDE TO THE

MAIN FUNCTIONS OF THE RESERVE BANK

The Reserve Bank’s role is defined by the Reserve Bank of
New Zealand Act 1989 (the Reserve Bank Act).

The Bank classifies its outputs according to its main functions
in the ways described below.

Developing monetary policy to achieve and maintain price
stability in line with the Policy Targets Agreement.

Transacting with, monitoring and liaising with financial markets
to manage aggregate liquidity in the New Zealand banking
system. These actions are for the purpose of implementing
monetary policy, facilitating payments and monitoring financial
stability.

Registering and supervising banks, regulating non-bank
deposit takers, overseeing payment systems, and undertaking
analysis and surveillance of financial institutions, markets and
other sectors of the economy relevant to financial stability.
These actions are for the purpose of promoting a sound and
efficient New Zealand financial system by limiting damage to
the financial system that could arise from a bank or non-bank
deposit taker failure or other financial system distress.

Maintaining the supply and integrity of legal tender currency
to facilitate cash transactions in the community.

Managing the Bank’s foreign reserves held to support monetary
policy objectives and the maintenance of orderly markets. This
includes execution of foreign currency intervention activities.

Providing settlement accounts and related payment services
to the New Zealand government, financial institutions, and
appropriate overseas institutions to meet their banking needs
and to facilitate effective implementation of monetary policy.

Providing securities registry and depository services mainly to
financial institutions.

Producing other outputs that cannot be classified under the
Bank’s main functions. These include sundry economic policy
advice, and overseas representation and liaison.
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CONSOLIDATED STATEMENT OF
FINANCIAL POSITION

2010 2009
As at 30 June Note ™ $M
ASSETS
Foreign Currency Financial Assets
Cash Balances 1,960 1,284
Securities Purchased Under Agreements to Resell 1,665 2,129
Marketable Securities 18,097 14,906
Derivative Financial Instruments in a Gain Position 4 745 1,002
Other Foreign Currency Financial Assets 5 145 139
Total Foreign Currency Financial Assets 22,612 19,460
Local Currency Financial Assets
Securities Purchased Under Agreements to Resell 200 6,931
New Zealand Government Securities 3,457 4,435
Other Local Currency Financial Assets 1 3
Total Local Currency Financial Assets 3,658 11,369
Total Financial Assets 26,270 30,829
Other Assets 6 87 93
Total Assets 26,357 30,922
LIABILITIES
Foreign Currency Financial Liabilities
Short-term Foreign Currency Financial Liabilities 9 1,330 1,017
Securities Sold Under Agreements to Repurchase 714 Al
Derivative Financial Instruments in a Loss Position 4 706 592
Term Liabilities 2,783 3,219
Total Foreign Currency Financial Liabilities 5,533 5,539
Local Currency Financial Liabilities
Deposits 10 13,931 15,495
Securities Sold Under Agreements to Repurchase - 190
Reserve Bank Bills - 2,085
Currency in Circulation 3,938 3,923
Other Local Currency Financial Liabilities 11 84 84
Total Local Currency Financial Liabilities 17,953 21,777
Total Financial Liabilities 23,486 27,316
Other Liabilities 12 297 639
Total Liabilities 23,783 27,955
EQUITY 14 2,574 2,967
Total Liabilities and Equity 26,357 30,922

The above statement is to be read in conjunction with the notes set out on pages 63 to 105.
Derivative Instruments are used to manage the Bank’s exposure to foreign currency risk. The effective foreign currency exposure as at
balance date is recorded in Note 21.
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CONSOLIDATED STATEMENT
OF CHANGES IN EQUITY

2010 2009
For the year ended 30 June Note ™M $M
Net Profit/(Loss) for the Year (111) 906
Other Comprehensive Income for the Year 53 165
Total Comprehensive Income/(Expense) for the Year (58) 1,071
Dividend Payable to the New Zealand Government 13 (290) (630)
Voluntary Dividend Paid to the New Zealand Government 13 (45)
Capital Contributed by the New Zealand Government - 600
Movement in Equity for the Year (393) 1,041
Equity at the Beginning of the Year 2,967 1,926
Equity at the End of the Year 2,574 2,967

The above statement is to be read in conjunction with the notes set out on pages 63 to 105.
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CONSOLIDATED INCOME STATEMENT

2010 2009
For the year ended 30 June Note ™ $M
Interest Income 670 1,042
Interest Expense 345 760
Net Interest Income 325 282
Net Gains/(Losses) from Fair Value Changes (129) 187
Net Gains/(Losses) from Foreign Exchange Rate Changes (270) 431
Dividend Income 5 2
Total Net Investment Income/(Loss) 24 (69) 952
Other Income 8 8
Total Operating Income/(Loss) (61) 960
Total Operating Expenses 26 50 54
Net Profit/(Loss) for the Year (111) 906
The above statement is to be read in conjunction with the notes set out on pages 63 to 105.
CONSOLIDATED STATEMENT OF
COMPREHENSIVE INCOME
2010 2009
For the year ended 30 June Note ™ $M
Net Profit/(Loss) for the Year from the Consolidated Income Statement (111) 906
Items Recognised Directly in the Consolidated Statement of Comprehensive Income
Movement in Available-for-sale Revaluation Reserve taken to Equity 14 53 170
Movement in Property Revaluation Reserve taken to Equity 14 - (5)
Total Income and Expense Taken to Equity during the Year 53 165
Total Comprehensive Income/(Loss) for the Year (58) 1,071

The above statement is to be read in conjunction with the notes set out on pages 63 to 105.
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CONSOLIDATED STATEMENT OF CASH FLOWS

For the year ended 30 June
CASH FLOWS FROM OPERATING ACTIVITIES
Sources from Income
Interest Received:

Foreign Currency

Local Currency:

Available-for-sale Securities

Other
Dividend
Fees, Commission and Other Income Received
Total Sources of Cash Flows from Income
Disbursements for Expenses
Interest Paid:

Foreign Currency

Local Currency

Payments to Suppliers and Employees

Total Disbursements of Cash Flows from Expenses

Operating Cash Flows from Income and Expenses

Operating Cash Flows from Changes in Operating Asset Balances
Net (Increase)/Decrease in Foreign Currency Operating Assets

Net (Increase)/Decrease in Local Currency Operating Assets

Total Operating Cash Flows from Changes in Asset Balances
Operating Cash Flows from Changes in Operating Liability Balances
Net (Increase)/Decrease in Other Foreign Currency Operating Liabilities

Net (Increase)/Decrease in Local Currency Operating Liabilities

Total Operating Cash Flows from Changes in Liability Balances
Operating Cash Flows from Changes in Asset and Liability Balances

Net Cash Flows from Operating Activities
CASH FLOWS FROM INVESTING ACTIVITIES
Sources

Maturity of Available-for-sale Securities

Total Sources of Cash Flows from Investing Activities

Disbursements

Purchases of Available-for-sale Securities

Purchase of Property, Plant and Equipment and Intangible Assets

Total Disbursements of Cash Flows from Investing Activities

Net Cash Flows from Investing Activities

Note

27
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2010
™M

173

230
447

860

356

44
409
451

(2,713)
6,875
4,162

(148)
3,826
3,678

484
935

957

957

294

296
661

2009
M

494

250

668

43
812
227

2,138
2,138

1,791

1,795
343
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CONSOLIDATED STATEMENT OF

CAS H FLOWS (CONTINUED)

For the year ended 30 June

CASH FLOWS FROM FINANCING ACTIVITIES

Sources

Net Issue of Circulating Currency

Capital Contributed by the New Zealand Government

Total Sources of Cash Flows from Financing Activities
Disbursements

Repayment of Foreign Currency Term Liabilities

Payments to the New Zealand Government

Total Disbursements of Cash Flows from Financing Activities
Net Cash Flows from Financing Activities

NET CASH FLOWS

Plus Foreign Exchange Rate Effect on Cash Balances at the Beginning of the Year
NET CASH FLOWS FROM ALL ACTIVITIES

Cash Balances at the Beginning of the Year

Cash Balances at the End of the Year

The above statement is to be read in conjunction with the notes set out on pages 63 to 105.
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Note

2010
™

15

15

166
675
841
(826)
770
(94)
676
1,284
1,960

2009
M

475
600
1,075

649
168
817
258
126
67
793
491
1,284



NOTES TO BE READ AS PART OF THE
CONSOLIDATED FINANCIAL STATEMENTS

Reporting Entity and Statutory Base

These are the consolidated financial statements of

the Reserve Bank of New Zealand, a body corporate
under the Reserve Bank of New Zealand Act 1989.
These consolidated financial statements apply to the
financial year ended 30 June 2010. They are prepared
in accordance with part VI of the Reserve Bank Act and
comply with Generally Accepted Accounting Practice in
New Zealand.

In these financial statements, the Reserve Bank of
New Zealand is also referred to as the “Reserve Bank”
or the "Bank”. The Bank’s parent entity is the
Government of New Zealand.

The Governor and Deputy Governor of the Reserve Bank
authorised these financial statements for issue on
17 August 2010.

Compliance with New Zealand Equivalents to
International Financial Reporting Standards

Under NZ IAS 1 Presentation of Financial Statements,

the Bank is classified as a Public Benefit Entity (PBE).

A PBE is a reporting entity whose primary objective is

to provide goods and services for community or social
benefit and where any equity has been provided with

a view to supporting that primary objective rather than
for a financial return to equity holders. PBEs are required
to comply with requirements under New Zealand
Equivalents to International Financial Reporting Standards
(NZ IFRS), which differ from corresponding provisions

of the equivalent International Financial Reporting
Standards (IFRS). For the reasons set out below, while
the Bank asserts full compliance with Generally Accepted
Accounting Practice in New Zealand and NZ IFRS, it is
unable to make an unreserved statement of compliance
with IFRS.

The following accounting practice adopted in accordance
with the Bank’s PBE status has prevented the Bank from
asserting full compliance with IFRS.

NZ IAS 2 Inventories requires that inventories of currency
that are held for distribution be measured at cost.

Where that inventory is acquired at no cost, or for
nominal consideration, it should be measured at current
replacement cost. The corresponding IFRS provision in
IAS 2 requires that inventories be measured at the lower
of cost and net realisable value.

Inventories of currency on hand include currency
repatriated to the Bank at no cost. In accordance with
NZ IAS 2, this portion of inventory is measured at the
current replacement cost of that inventory at the time
of repatriation. At 30 June 2010, the carrying value of
inventory was $3.3 million more than that which
would have been reported had IAS 2 been applied
(2009: $2.2 million more).

Basis of Preparation of Financial Statements

Measurement Base

These financial statements have been prepared using the
general principles of historical cost accounting, modified
by fair value accounting for available-for-sale financial
assets, all derivative contracts, financial assets and
liabilities that are held at fair value through profit or loss,
land and buildings, and currency and artwork collections.

Changes in Accounting Policies

There have been no changes in accounting policies and
these have been applied consistently by the Bank for all
the financial years presented (unless otherwise stated).

Standards and Interpretations Issued but not yet Effective
The following standard has been issued and is expected to
be relevant to the Bank:

NZ IFRS 9 Financial Instruments replaces part of NZ IAS 39
Financial Instruments: Recognition and Measurement and
will be mandatory for the Bank’s financial statements for
the year beginning 1 July 2013. It establishes two primary
measurement categories for financial assets: amortised
cost and fair value, with classification depending on an
entity’s business model and the contractual cash flow
characteristics of the financial asset. The Bank is in the
process of evaluating the potential effect of this standard.

Early Adoption of Standards
The Bank did not early adopt any new or amended
standards in 2010.
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Comparative Figures

Where changes have been made in the presentation of
the disclosure for the current year, comparative figures
have been restated.

Basis of Consolidation

These consolidated financial statements are prepared
using the purchase method. All material inter-company
balances and transactions are eliminated. Parent financial
statements are not produced because the difference
between the parent and group is not material.

Trust and Custodial Activities

Assets held for third parties under custodial arrangements
and income arising thereon is excluded from these
financial statements, as they are not assets or income of
the Bank (see Note 34).

Segment Reporting

The Bank’s operations comprise a single operating segment
for the purposes of NZ IFRS 8 Operating Segments. The
Bank has significant foreign currency financial liabilities

and foreign currency financial assets as part of its Foreign
Reserves Management and Domestic Market Operations
activities. While the Bank is required by the Reserve Bank Act
to report revenue and expenses by reference to the functions
carried out by the Bank, these activities do not constitute
separate operating segments for the purposes of NZ IFRS 8.

Functional and Presentation Currency

The Bank’s financial statements are presented in

New Zealand dollars, the Bank’s functional and presentation
currency. Amounts in the financial statements are rounded
to the nearest million dollars unless otherwise stated.

Foreign Currency Conversions

Transactions denominated in foreign currency are
translated to New Zealand dollars using exchange rates
applied on the trade date of the transaction.

Foreign currency assets and liabilities are translated to
New Zealand dollars at the relevant market bid or offer
foreign exchange rate as at balance date.

Foreign exchange gains and losses resulting from
settlement of foreign currency transactions and from

the translation at year-end exchange rates of monetary
assets and liabilities denominated in foreign currency are
recognised in the Income Statement. Where a gain or loss
on a non-monetary item is recognised directly in equity,
such as equity investments classified as financial assets
that are available for sale, the related exchange gain or
loss is also recognised in equity.

e FINANCIAL STATEMENTS
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Financial Assets

Classification of Financial Assets

The Bank classifies its financial assets into the following
categories: financial assets at fair value through profit or
loss, loans and receivables, and available-for-sale financial
assets. Bank management determines the classification of
its financial assets at initial recognition.

Financial Assets at Fair Value Through Profit or Loss

This category has two sub-categories: financial assets
designated as fair value through profit or loss at inception
and those that are held for trading.

The bulk of the Bank’s assets and liabilities are designated
as fair value through profit or loss, as compliance with
the Bank’s investment mandates and performance of

the Bank’s Foreign Reserves Management and Domestic
Market Operations functions are assessed daily on the
basis of the fair value of assets and related liabilities
funding those assets.

The Bank has active management portfolios, which are
classified as held for trading. A financial asset is classified
as held for trading if acquired or incurred principally for
selling it in the near term; if it is part of a portfolio of
identical financial instruments that are managed together
and for which there is evidence of a recent pattern of
short-term profit taking; if it is a derivative that is not a
designated hedging instrument; or if it is so designated
on acquisition by management.

This designation may only be made if the financial

asset either contains an embedded derivative or will

be managed on a fair value basis in accordance with a
documented risk management strategy, or if designating
it (and any financial liability) at fair value will reduce an
accounting mismatch.

Loans and Receivables

Loans and receivables are non-derivative financial assets
with fixed or determinable payments that are not quoted
in an active market. They arise when the Bank provides
goods or services directly to a debtor with no intention of
trading the receivable.

Available-for-sale Financial Assets

Available-for-sale financial securities are those non-
derivative financial assets that are designated as available
for sale or that are not classified as financial assets at fair
value through profit or loss, or loans and receivables.

Available-for-sale financial assets include the Bank’s
holdings of New Zealand government bonds and its



shareholding in the Bank for International Settlements.
These assets are intended to be held either to maturity

or for an indefinite period of time, and in the case of

New Zealand government bonds, these may be sold in the
course of the Bank’s operations. As part of its liquidity
management operations, the Bank purchases New Zealand
government securities up to six months before these
securities mature. Government securities purchased for
liquidity management operations are classified as financial
assets at fair value through profit or loss.

Recognition and Measurement of Financial Assets
Purchases and sales of financial assets are recognised

on trade date, the date on which the Bank commits to
purchase or sell the asset. Financial assets are recognised
initially at fair value. Financial assets are derecognised
when the rights to receive cash flows from the financial
assets have expired or where the Bank has transferred
substantially all the risks and rewards of ownership.

Loans and receivables are carried at amortised cost less
impairment losses.

Available-for-sale financial assets and financial assets
through profit or loss are subsequently carried at fair value.

The fair values of quoted investments in active markets
are based on current bid prices. In other cases, the Bank
establishes fair value by using appropriate valuation
technigues.

Realised and unrealised gains and losses arising from
changes in the fair value of financial assets at fair value
through profit or loss are included in the Income Statement
in the year in which they arise. These realised and
unrealised gains and losses exclude interest and dividends.

Gains and losses arising from changes in the fair value of
available-for-sale financial assets are recognised directly in
equity until the financial asset is derecognised or impaired,
at which time the cumulative gain or loss previously
recognised in equity is recognised in the Income Statement.

Interest income on all assets is calculated using the effective
interest method and is recognised in the Income Statement.
The effective interest method is a method of calculating the
amortised cost of a financial asset or a financial liability and
of allocating the interest income or interest expense over
the relevant period. The effective interest rate is the rate that
exactly discounts estimated future cash payments or receipts
through the expected life of the financial instrument to

the net carrying amount of the financial asset or financial
liability. When calculating the effective interest rate, the
Bank estimates cash flows considering all contractual terms

of the financial instrument. The calculation includes all fees
paid or received between parties, transaction costs and all
other premiums or discounts.

Dividends on available-for-sale equity instruments are
recognised in the Income Statement when the right to
receive payment is established.

Derivative Financial Instruments

Derivatives are initially recognised in the Statement of
Financial Position at fair value on the date on which a
derivative contract is entered into and are subsequently
remeasured at their fair value. Fair values are obtained
from quoted market prices in active markets, including
recent market transactions, or valuation techniques,

as appropriate. The best evidence of the fair value of a
derivative at initial recognition is the transaction price
(i.e., the fair value of the consideration given or received).

Derivative transactions, such as foreign currency swaps,
and the payment and receipt of different currencies are
stated in the Statement of Financial Position at the net of
the fair value of receipts less the fair value of payments,
both expressed in New Zealand dollars. The net fair value
of each derivative contract is determined individually and
carried as an asset if the net fair value is positive and as a
liability if that value is negative.

The majority of the Bank’s assets and liabilities are carried
at fair value and managed on a fair value basis. Therefore,
the Bank has not applied the hedge accounting rules

of NZ IAS 39 Financial Instruments: Recognition and
Measurement.

Gains and losses on all derivatives are recognised in the
Income Statement.

Securities Purchased Under Agreements to Resell
Where the Bank purchases securities under agreements
to resell (“reverse-repurchase agreements”), the security
is not included as an asset in the Bank's Statement of
Financial Position.

The consideration receivable under the agreement to resell
is recorded at fair value. Movements in the fair value of
reverse-repurchase agreements are reported in the Income
Statement.

Securities Lending Programme

The Bank operates a securities lending programme.
Where securities are lent, the Bank receives collateral in
the form of cash or other securities and the securities
continue to be recorded as assets in the Bank's Statement
of Financial Position.
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The Bank’s agent administers the securities lending
programme and monitors the securities lending and related
collateral against requirements agreed with the Bank.

The Bank records an asset being the market value of

the securities lent and a liability for the same amount in
respect of the collateral to be returned by the Bank at the
conclusion of the loan.

The Bank records income from securities lending as it
accrues. Changes in the value of the asset are reflected
by a change in the corresponding liability.

Impairment of Financial Assets

For financial assets that are not classified as fair value
through profit or loss, the Bank assesses as at each
balance date whether there is objective evidence that a
financial asset or group of financial assets is impaired.
Objective evidence of impairment would include
observable data that comes to the attention of the Bank,
such as significant financial difficulty of the issuer or
counterparty, the disappearance of an active market for
the financial asset because of financial difficulties, or a
market downgrade in credit rating of the financial asset.

Other Assets

Inventories

Inventories of currency on hand are recognised in the
Statement of Financial Position at cost. Costs include the
cost of bringing inventories to their present location and
condition.

For the portion of inventories of currency on hand that
relates to currency repatriated to the Bank, this cost is
measured at the current replacement cost of producing

the currency at the time of repatriation, and is recorded by
crediting currency issue expense and increasing the value of
inventory recognised in the Statement of Financial Position.

When currency is issued, the value of inventory is reduced
and an expense is recorded for currency issuance costs.
Currency issuance cost is determined on a first-in,
first-out (FIFO) basis.

Property, Plant and Equipment

Land and Buildings

Land and buildings owned by the Bank are classified as
Property, Plant and Equipment.

Land is recorded at fair value. Buildings are recorded

at depreciated fair value. Surpluses of book value over
historical cost for this class of asset are recorded in the
Property Revaluation Reserve. Where the book value of
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this class of asset falls below historical cost, previous
revaluations are reversed and any remaining balance is
charged as an expense in the financial year it occurs.
Buildings are depreciated on a straight-line basis over
40 years.

The Bank obtains an independent valuation of land
and buildings every three years. In the years between
independent valuations, an annual assessment is made
of whether or not there is likely to have been a material
change in value. An independent valuation is obtained
where a material change is expected.

Currency and Artwork Collections and Archives

Items held in the Bank’s currency and artwork collections
and archives that have a material commercial value are
independently assessed to determine estimated fair
values. Surpluses of book value over historical cost for this
class of asset are recorded in the Currency and Artwork
Collections and Archives Revaluation Reserve. Nominal
values have been placed on items with no material
commercial value. Collections are not depreciated.
Additions are held at cost until subsequent revaluations.

Other Property, Plant and Equipment

Other property, plant and equipment is carried at cost less
depreciation and impairment losses. The following assets
held by the Bank are depreciated on a straight-line basis
over the following terms:

Computer Hardware 3-5years
Plant and Equipment 5-10 years
Property Improvements 8 years

Miscellaneous expected useful life

Intangible Assets

Intangible assets comprise acquired and internally
developed computer software. Intangible assets are stated
at cost less accumulated amortisation and impairment
losses. Costs include all direct expenses incurred to acquire
and bring to use the specific software.

Costs incurred in bringing to use enhancements to an

existing software programme are capitalised only if the
enhancement will produce additional future economic
benefits exceeding costs over more than one year.

Capitalised software development costs are amortised
on a straight-line basis over the estimated useful life
of the software (three to five years). Costs associated
with maintaining computer software are recognised as
expenses when incurred.



Leases

Leases of plant and equipment where the Bank has
substantially all the risks and rewards of ownership are
classified as finance leases. Finance leases are capitalised
at the lease’s inception at the lower of the fair value of
the leased property and the present value of the minimum
lease payments. The corresponding rental obligations,

net of finance charges, are included in Other Liabilities.
Each lease payment is allocated between the liability and
finance charges so as to achieve a constant rate of return
on the finance balance outstanding. Plant and equipment
acquired under finance leases is depreciated over the
shorter of the asset’s useful life and the lease term.

Leases in which a significant portion of the risks and
rewards of ownership are retained by the lessor are
classified as operating leases. Minimum payments made
under operating leases (net of any incentives received
from the lessor) are charged to the Income Statement on
a straight-line basis over the period of the lease.

Impairment of Non-financial Assets

Non-financial assets are reviewed for impairment annually.
An impairment loss is recognised for the amount by
which the asset’s carrying amount exceeds its recoverable
amount. The recoverable amount is the higher of an
asset’s fair value less costs to sell and value in use. For the
purposes of assessing impairment, assets are grouped at
the lowest levels for which there are separately identifiable
cash flows (cash generating units).

Financial Liabilities

Recognition of Financial Liabilities

Financial liabilities are recognised initially at fair value.
Except for liabilities classified as financial liabilities at
fair value through profit or loss, financial liabilities are
subsequently stated at amortised cost.

Financial liabilities are derecognised only when the
obligation is discharged, cancelled or expired.

Financial liabilities are recorded on trade date, the date
on which the Bank commits to borrow or repay the
relevant funds.

Financial Liabilities at Fair Value Through Profit or Loss
This category has two sub-categories: financial liabilities held
for trading and those designated as fair value through profit
or loss at inception. Financial liabilities that are classified

as financial liabilities through profit or loss are included in
those sub-categories on the same basis as financial assets at
fair value through profit or loss (see page 64).

Securities Sold under Agreements to Repurchase
Where the Bank sells securities under agreements to
repurchase (“repurchase agreements”), the security
continues to be included as an asset in the Bank's
Statement of Financial Position.

The consideration payable under the agreement to
repurchase is recorded at fair value. Movements in the
fair value of repurchase agreements are reported in the
Income Statement.

Short Sales of Marketable Securities

A short sale is a sale of a security that the Bank does
not own. Securities that are sold short are recorded at
fair value through profit or loss using quoted market
offer prices.

Any gains or losses are recognised in the Income
Statement.

Currency in Circulation

Currency issued by the Bank represents a claim on the
Bank in favour of the holder. The liability for currency in
circulation is recorded at face value in the Statement of
Financial Position.

Demonetised Currency

The Bank has a liability for the face value of demonetised
currency still in circulation. For currency demonetised
before 1 July 2004, this is recognised as a contingent
liability except for a provision retained in the Statement of
Financial Position to cover expected future redemptions.
For currency demonetised from 1 July 2004, the Bank
records a liability equal to the face value of that currency
still in circulation.

Collectors’ Currency

The Bank has a liability for the face value of collectors’
currency. The face value of collectors’ currency issued
before 1 July 2004 is recognised as a contingent liability.
For collectors’ currency issued from 1 July 2004, the Bank
records a liability equal to the face value of that currency.

Offsetting of Financial Assets and Financial

Liabilities

Financial assets and liabilities are offset and the net
amount reported in the Statement of Financial Position
when there is a legally enforceable right to set off the
recognised amounts and there is an intention to settle on
a net basis, or to realise the asset and settle the liability
simultaneously.
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Other Liabilities

Employee Entitlements

Wages and Salaries, Annual and Sick Leave

Liabilities for wages and salaries, including non-monetary
benefits and annual leave, are recognised in Other
Liabilities in respect of employees’ services and are
measured at the amounts expected to be paid when
liabilities are settled.

Retirement Gratuity

Retirement gratuities and post-retirement benefits are
recognised in Other Liabilities in respect of employees’
services and are measured at the present value of future
payments expected to be made in respect of services
provided by employees up to balance date. This is
calculated by an independent actuary using a discounted
cash flow model. Expected future payments are
discounted to their net present value using market yields
at the reporting date on government bonds with terms
that match as closely as possible the estimated timing of
future cash flows.

Changes in the value of the liability for retirement gratuities
and post-retirement benefits are included in the Income
Statement in staff expenses in Operating Expenses.

Superannuation Obligations

Obligations for contributions to defined benefit
superannuation schemes are recognised as an expense in
the Income Statement as incurred.

A liability is recognised in the Statement of Financial
Position where the present value of defined benefit
obligations exceeds the fair value of the scheme’s assets
(as adjusted for unrecognised past-service costs).

An asset is recognised in the Statement of Financial Position
where the present value of defined benefit obligations is
less than the fair value of the scheme’s assets (as adjusted
for unrecognised past-service costs). Any net asset
recognised in the Statement of Financial Position is limited
to the estimated present value of reductions in future
employer contributions to the defined benefit scheme.

The present value of the defined benefit obligation is
determined by discounting the estimated future cash flows
using interest rates of New Zealand government bonds
that have terms to maturity approximating the terms of
the related superannuation liability. The calculation is
performed annually by an independent qualified actuary
using the projected unit credit method.

Staff expenses within Operating Expenses in the Income
Statement includes the current-service cost, past-service
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cost, an interest cost and an expected return for the
defined benefit superannuation scheme. The actuarial gain
or loss on the defined benefit superannuation scheme is
included as a separate item within Operating Expenses.

Income and Expenses

Fee Income
Fee income earned from provision of services is recognised
as revenue on an accruals basis as the service is provided.

Income and Expenses Allocated to Functions

The Reserve Bank Act requires the Bank to account for
revenue and expenses by reference to the functions the
Bank performs. Each function receives income and
incurs expenses relating directly to the assets and
liabilities used exclusively by that function. Earnings
from the investment of the Bank’s equity are allocated
to each function based on the estimated amount of
equity required for each function.

Income and expense flows are attached to the notional
funding for each function. The Bank operates notional
balance sheets to calculate the notional income and
expenditure for each of the Bank’s functions as though
each function operates autonomously. The Bank also has
systems in place to allocate operating costs to functions.
Operating costs are allocated as closely as possible to
reflect their consumption. Direct operating costs are
assigned directly to functions. Indirect operating costs
are allocated to functions based on predetermined cost
drivers and related activity or usage information. These
structures enable each function to report more accurately
the financial outcome of the services provided.

Income Tax

Section CW38 of the Income Tax Act 2007 exempts the
Bank from income tax. Accordingly, no provisions are
raised for current or deferred income taxes.

Cash Flows

For the purposes of the Statement of Cash Flows, cash
and cash equivalents include balances with other central
banks and amounts available at call with other institutions.

Certain cash flows have been netted in order to provide
more meaningful disclosure. Netting of cash flows
occurs where cash receipts and payments on behalf of
customers reflect the activities of the customer rather
than the Bank, or where cash receipts or payments are
for items in which turnover is quick, amounts are large,
and maturities are short.



Significant Accounting Estimates and Judgements
in Applying Accounting Policies

The Bank makes estimates and assumptions that affect
the reported amounts of assets and liabilities. Estimates
and judgements are continually evaluated and are based
on historical experience and other factors, including
expectations of future events that are believed to be
reasonable under the circumstances.

Fair Value of Financial Instruments

Financial instruments classified as held for trading or
designated at fair value through profit or loss and financial
assets classified as available for sale are recognised in

the financial statements at fair value. All derivatives are
measured and recognised at fair value.

The fair value of a financial instrument is the amount at
which the instrument could be exchanged in a current
transaction between willing parties, other than in a forced
or liquidation sale.

Financial instruments are priced either with reference to
a quoted market price for that instrument or by using a
valuation model. Where the fair value is calculated using
financial market pricing models, the methodology used
is to calculate the expected cash flows under the terms
of each specific contract and then discount these values
back to the present value. These models use as their basis
independently sourced market parameters including, for
example, interest rate yield curves and currency rates.
Most market parameters either are observable directly or
are implied from instrument prices.

Judgement is applied also in assessing the extent of
impairment of financial and other assets.

Superannuation and Post-retirement Obligation

The Bank has obligations under the defined benefit
superannuation plan and for certain post-retirement
obligations as described on page 68. The carrying amount
of these obligations is based upon actuarial valuations,

which in turn are dependent upon a series of assumptions.

Key valuation assumptions include price inflation, earnings
growth, employee retirement dates, and investment
returns. Valuations are performed on the basis that the
scheme will not be wound up.

Valuation of Land and Buildings

Every three years, the fair value of the Bank's land and
buildings is assessed by an independent registered property
valuer. Estimated fair value is arrived at by the valuer, based
on a number of assumptions, principally with respect to
market rates of rental and market capitalisation rates.
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The Reserve Bank’s role as a central bank determines the nature
and extent of its activities with respect to financial instruments.
This role is defined by the Reserve Bank Act.

a  Local Currency Activities

The Bank provides exchange settlement account
facilities to financial institutions and to the New Zealand
government. The Bank manages the aggregate level of
liquidity held by financial institutions in their exchange
settlement accounts.

The financial instruments used to inject funds into the
banking system include local currency reverse-repurchase
transactions, outright purchases of New Zealand
government securities shortly before maturity and
foreign currency swaps. The Bank uses securities from
holdings of New Zealand government securities in
repurchase transactions and issues Reserve Bank bills to
withdraw funds from the banking system for liquidity
management purposes.

Balances in exchange settlement accounts are repayable
on demand and the Bank pays interest on overnight
balances. From time to time, the Bank may also hold small
trading positions in New Zealand government securities or
registered bank securities as part of market test activities.

The Bank issues notes and coins to registered banks in
order to meet the currency needs of the public. When
currency is issued to a registered bank, that bank’s
settlement account is debited with the face value of
currency issued.

The Bank also operates the NZClear System. This
includes carrying out securities registry and paying agent
responsibilities.

b Foreign Currency Activities
The Bank’s foreign currency activities arise mainly from:

¢ holding foreign currency assets for crisis management
purposes;

¢ the investment of proceeds of foreign currency swaps
entered into for managing the aggregate level of
liquidity of the New Zealand banking system; and

e the purchase or sale of foreign currency in order to
meet monetary policy objectives.

Foreign reserve assets held for crisis management
purposes are funded by a combination of foreign currency
loans from the Treasury, which are made on arm’s length
terms, and New Zealand dollar-denominated liabilities,
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including currency in circulation and deposits placed
with the Bank by financial institutions. Foreign currency
swaps are used to convert New Zealand dollar funding
into foreign currency and to manage a significant
portion of foreign currency risk. A proportion of foreign
currency assets held for crisis management purposes are
maintained without hedging their foreign currency risk.
The hedged/unhedged position will vary over time as the
Bank determines appropriate.

The Bank routinely injects New Zealand dollars into

the New Zealand banking system as part of its liquidity
management operations. The injection of New Zealand
dollars entails the Bank entering into foreign currency
swap transactions for a finite term. The foreign currency
received from a swap is invested in foreign currency-
denominated securities for a term coinciding with the
term of the swap. Proceeds received on maturity of the
foreign currency investment are used by the Bank to repay
the foreign currency at the end of the term of the foreign
currency swap transaction.

Foreign currency purchased or sold when the Bank
intervenes in the foreign exchange market to meet
monetary policy objectives usually entails the Bank
borrowing or lending New Zealand currency to finance the
foreign currency transaction.

Financial instruments held within foreign currency portfolios
consist mainly of sovereign securities, securities held under
reverse-repurchase transactions, or balances held with
other central banks, commercial banks, or highly-rated
supranational institutions. Liquidity and credit risk are key
criteria in determining the type of instruments held.

The Bank manages the foreign currency exposure

arising from certain operating and capital expenditure
commitments denominated in foreign currency. The Bank
will purchase foreign currency cover for those foreign
currency-denominated commitments that will fall due over
the following financial year.

For further information on the risk management policies
relating to financial instruments, see Notes 16 to 23.

Foreign Exchange Dealing

Section 16 of the Reserve Bank Act provides the Bank
with the power to deal in foreign currency for the purpose
of carrying out its functions and powers. All dealings in
foreign currency assets and liabilities occur under that
section, except for transactions that occur at the direction
of the Minister of Finance.



Sections 17 and 18 of the Reserve Bank Act provide

for the Minister of Finance to direct the Bank to deal in
foreign exchange, or for the Minister of Finance to fix the
foreign exchange rates for foreign exchange dealing by
the Bank. Section 21 of the Reserve Bank Act requires the
Bank to either pay any foreign currency exchange gains to
the Crown, or to be reimbursed for any foreign exchange
losses, as a result of dealing in foreign exchange under
sections 17 or 18 of the Reserve Bank Act. For the year
ended 30 June 2010, there have been no directions from
the Minister under section 17 or 18 and there have been
no payments to or from the Crown under section 21 of
the Reserve Bank Act (2009: nil).

Under section 24 of the Reserve Bank Act, the Minister,
in consultation with the Bank, determines the level or
range of foreign reserve assets that must be maintained
by the Bank.

Derivative Financial Instruments

The Bank’s involvement in derivative financial instruments
includes primarily foreign currency swaps, interest

rate futures, interest rate swaps and forward foreign
exchange contracts.

Foreign currency swaps are used to manage transactions
for foreign exchange for both Domestic Market
Operations and Foreign Reserves Management. The
arrangements are described in more detail above in (b)
Foreign Currency Activities.

Interest rate futures and interest rate swaps are used to
enhance expected returns on foreign currency assets and,
from time to time, to manage interest rate and foreign
exchange risks.

Title to Assets

As part of its foreign currency operations, the Bank enters
into security repurchase transactions. These foreign currency
securities sold by the Bank under repurchase agreements
are recorded as an asset within Marketable Securities in

the Bank’s Statement of Financial Position. These foreign
currency-denominated transactions are also recognised

as a liability within Securities Sold Under Agreements to
Repurchase in the Bank’s Statement of Financial Position.

The Bank enters into security repurchase transactions as
part of its liquidity management operations and market
testing activities. These local currency-denominated
securities sold by the Bank under repurchase agreements
are recorded as an asset in New Zealand Government
Securities in the Bank’s Statement of Financial Position.

The Bank also purchases securities under reverse-
repurchase agreements in both its foreign currency

and local currency operations. These transactions are
recognised as Securities Purchased Under Agreements to
Resell in the Bank's Statement of Financial Position.

The Bank can be required to deliver collateral under
interest rate swap arrangements. Any collateral delivered
by the Bank remains in the Statement of Financial Position.

Note 3 gives details of the collateral taken or provided as
at balance date.
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Analysis of Financial Assets and Liabilities by Measurement Basis
Financial assets and financial liabilities are measured on an ongoing basis either at fair value or at amortised cost. The summary

of significant accounting policies describes how the classes of financial instruments are measured, and how income and
expenses, including fair value gains and losses, are recognised. The following table analyses the financial assets and liabilities in
the Statement of Financial Position by class and by category as defined by NZ IAS 39. There have been no transfers between

classes of financial instruments.

As at 30 June 2010

ASSETS

Foreign Currency Financial Assets

Cash Balances

Securities Purchased Under Agreements to Resell
Marketable Securities

Derivative Financial Instruments in a Gain Position
Other Foreign Currency Financial Assets

Total Foreign Currency Financial Assets
Local Currency Financial Assets

Securities Purchased Under Agreements to Resell
New Zealand Government Securities

Other Local Currency Financial Assets

Total Local Currency Financial Assets

Total Financial Assets

LIABILITIES

Foreign Currency Financial Liabilities
Short-term Foreign Currency Financial Liabilities
Securities Sold Under Agreements to Repurchase
Derivative Financial Instruments in a Loss Position
Term Liabilities

Total Foreign Currency Financial Liabilities
Local Currency Financial Liabilities
Deposits

Securities Sold Under Agreements to Repurchase
Reserve Bank Bills

Currency in Circulation

Other Local Currency Financial Liabilities

Total Local Currency Financial Liabilities

Total Financial Liabilities
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Fair Value Through Profit or Loss

Designated Derivatives

Upon Deemed Available-

Initial Held for-sale

Recog- for  Held for  Financial

Total nition Trading Trading Assets
$M ™ M M $M

1,960 1,960 > = =

1,665 1,656 - 9 -
18,097 18,097 - - -
745 - 745 - -
145 - - - 140
22,612 21,713 745 9 140
200 200 - - -
3,457 - - - 3,457
1 = - = =
3,658 200 - - 3,457
26270 21,913 745 9 3,597
1,330 383 - - -
714 705 - 9 -
706 - 706 - -
2,783 2,783 - - -
5,533 3,871 706 9 -

13,931 13,931 > = =

3,938 - - - -

84 - - - -
17,953 13,931 - - -
23,48 17,802 706 9 -

Loans
and
Receiv-
ables
M

Financial
Assets
and
Liabilities
at
Amortised
Cost

M

3,938

84
4,022
4,969



Fair Value Through Profit or Loss Financial

Assets
Designated  Derivatives and
Upon Deemed Available- Loans Liabilities
Initial Held for-sale and at
Recog- for Held for Financial Receiv-  Amortised
Total nition Trading Trading Assets ables Cost
As at 30 June 2009 $M $M $M $M M $M M
ASSETS
Foreign Currency Financial Assets
Cash Balances 1,284 1,284 - - - - -
Securities Purchased Under Agreements to Resell 2,129 2,129 - - - - -
Marketable Securities 14,906 14,888 - 18 - - -
Derivative Financial Instruments in a Gain Position 1,002 - 1,000 2 - - -
Other Foreign Currency Financial Assets 139 - - - 137 2 -
Total Foreign Currency Financial Assets 19,460 18,301 1,000 20 137 2 -
Local Currency Financial Assets
Securities Purchased Under Agreements to Resell 6,931 6,931 - - - - -
New Zealand Government Securities 4,435 341 - - 4,094 - -
Other Local Currency Financial Assets 3 - - 3 -
Total Local Currency Financial Assets 11,369 7,272 - - 4,094 3 -
Total Financial Assets 30,829 25,573 1,000 20 4,231 5 -
LIABILITIES
Foreign Currency Financial Liabilities
Short-term Foreign Currency Financial Liabilities 1,017 363 - - - - 654
Securities Sold Under Agreements to Repurchase AN 703 - 8 - - -
Derivative Financial Instruments in a Loss Position 592 - 590 2 - - -
Term Liabilities 3,219 3,219 - - - - -
Total Foreign Currency Financial Liabilities 5,539 4,285 590 10 - - 654
Local Currency Financial Liabilities
Deposits 15,495 15,495 - - - - -
Securities Sold Under Agreements to Repurchase 190 190 - - - - -
Reserve Bank Bills 2,085 2,085 - - - - -
Currency in Circulation 3,923 - - - - - 3,923
Other Local Currency Financial Liabilities 84 - - - - - 84
Total Local Currency Financial Liabilities 21,777 17,770 - - - - 4,007
Total Financial Liabilities 27,316 22,055 590 10 - - 4,661
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Fair Value of Financial Assets and Liabilities

All financial assets and liabilities are recorded at fair value based on either quoted market prices or prices derived from market
yield curves, as described in the Bank’s accounting policies, except as detailed below. Refer below and to page 75 for details
of the classification by valuation hierarchy of financial assets and financial liabilities carried at fair value.

a

Unsettled Transactions
The reported value of unsettled sales and purchases is considered to approximate their fair value due to the very short
period between balance date and the settlement date.

Short-term Deposits
The carrying value of short-term deposits is considered to approximate their fair value, as they are payable on demand.

Currency in Circulation
Currency in Circulation is reported at its face value as currency in circulation is payable on demand. NZ IAS 39 requires that
the fair value cannot be less than the face value.

Determination of Fair Value of Financial Instruments Carried at Fair Value
Each financial instrument carried at fair value is categorised within the hierarchy based on the lowest-level input that is
significant to the fair value measurement of the whole instrument.

Fair values are determined according to the following hierarchy:

a

Quoted Market Price
Financial instruments with quoted prices for identical instruments in active markets (level 1).

Valuation Technique Using Observable Inputs

Financial instruments with quoted prices for similar instruments in active markets or quoted prices for identical or similar
instruments in inactive markets, and financial instruments valued using models where all significant inputs are observable
(level 2).

The determination of what constitutes ‘observable’ requires significant judgement by the Bank. The Bank considers
observable data to be that market data that is available readily, distributed or updated regularly, reliable and verifiable,
not proprietary, and provided by independent sources that are involved actively in the relevant market. Judgement is
required to be exercised also in determining appropriate margins to representative forward prices and interest rate yield
curves in order to model more accurately the market price of the specific instrument that is being valued.

Where necessary, valuation models include estimated future cash flows and discount rates that are calculated using
forward prices and interest rate yield curves. Forward prices and interest rate yield curves are sourced from the relevant
published market observable exchange rates and interest rates applicable to the remaining life of the instrument at the
valuation date. Also, where necessary, margin adjustments are made to representative prices and interest rate yield curves
in order to allow for features of the instrument that would be taken into account in valuing a financial instrument, where
those features are not included or priced into representative forward prices and interest rate yield curves.

Valuation Technique with Significant Non-observable Inputs
Financial instruments valued using models where one or more significant inputs are not observable (level 3).
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The following table analyses the basis for the valuation of financial assets and financial liabilities measured at fair value:

As at 30 June 2010

ASSETS

Foreign Currency Financial Assets

Cash Balances

Securities Purchased Under Agreements to Resell

Marketable Securities

Derivative Financial Instruments in a Gain Position

Other Foreign Currency Financial Assets

Total Foreign Currency Financial Assets Carried at Fair Value
Local Currency Financial Assets

Securities Purchased Under Agreements to Resell

New Zealand Government Securities

Total Local Currency Financial Assets Carried at Fair Value
Total Financial Assets Carried at Fair Value

LIABILITIES

Foreign Currency Financial Liabilities

Short-term Foreign Currency Financial Liabilities

Securities Sold Under Agreements to Repurchase

Derivative Financial Instruments in a Loss Position

Term Liabilities

Total Foreign Currency Financial Liabilities Carried at Fair Value
Local Currency Financial Liabilities

Deposits

Securities Sold Under Agreements to Repurchase

Reserve Bank Bills

Total Local Currency Financial Liabilities Carried at Fair Value

Total Financial Liabilities Carried at Fair Value

Total
™M

1,960
1,665
18,097
745
140
22,607

200
3,457
3,657

26,264

383
714
706
2,783
4,586

13,931

13,931
18,517

Quoted
Market
Price
M

1,958
1,665
7,436

11,059

3,457
3,457
14,516

714

7114

13,931

13,931
14,645

Valuation
Techniques:

Using
Observable
Inputs

™M

10,661
745

11,408

200

200

11,608

383

706

2,783
3,872

3,872

With
Significant
Non-
observable
Inputs
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Valuation
Techniques:
With
Significant
Quoted Using Non-
Market ~ Observable  observable
Total Price Inputs Inputs
As at 30 June 2009 $M $M $M M
ASSETS
Foreign Currency Financial Assets
Cash Balances 1,284 1,281 3 -
Securities Purchased Under Agreements to Resell 2,129 2,129 - -
Marketable Securities 14,906 10,315 4,591 -
Derivative Financial Instruments in a Gain Position 1,002 1 1,001 -
Other Foreign Currency Financial Assets 137 - 137 -
Total Foreign Currency Financial Assets Carried at Fair Value 19,458 13,726 5,732 -
Local Currency Financial Assets
Securities Purchased Under Agreements to Resell 6,931 - 6,931 -
New Zealand Government Securities 4,435 4,435 - -
Total Local Currency Financial Assets Carried at Fair Value 11,366 4,435 6,931 -
Total Financial Assets Carried at Fair Value 30,824 18,161 12,663
LIABILITIES
Foreign Currency Financial Liabilities
Short-term Foreign Currency Financial Liabilities 363 - 363
Securities Sold Under Agreements to Repurchase 7 703 8
Derivative Financial Instruments in a Loss Position 592 1 591
Term Liabilities 3,219 - 3,219
Total Foreign Currency Financial Liabilities Carried at Fair Value 4,885 704 4,181
Local Currency Financial Liabilities
Deposits 15,495 15,495
Securities Sold Under Agreements to Repurchase 190 - 190
Reserve Bank Bills 2,085 2,085
Total Local Currency Financial Liabilities Carried at Fair Value 17,770 17,580 190
Total Financial Liabilities Carried at Fair Value 22,655 18,284 4,371

Additional Information for Financial Instruments Carried at Fair Value where the Valuation Incorporates Non-Observable
Market Data

Financial instruments carried at fair value where the valuation incorporates non-observable market data comprise the Bank'’s
shares in the Bank for International Settlements (BIS). As at 30 June 2010, the Bank owned 3,211 shares (2009: 3,211 shares)
issued by the BIS. This represents approximately 0.6 percent of all shares on issue. The shares have a par value of SDR 5,000
each and are paid up to SDR 1,250 each. The Bank’s investment in shares issued by the BIS is valued at fair value, which is
determined as being 70 percent of the Bank's interest in the BIS's net asset value. This is the valuation basis confirmed by the
International Court at the Hague in 2002 for the acquisition of shares from former private shareholders of the BIS. While the
Bank considers that the 30 percent discount against the BIS's net asset value continues to be the appropriate basis for valuation,
the valuation inputs no longer are considered to be observable and, therefore, it has reclassified the shares as level three:
Valuation Technigue with Significant Non-observable Inputs (2009: level two: Valuation Technique Using Observable Inputs).
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The following table details movements in the level-three assets:

2010

M

Opening Balance -

New Purchases and Sales -

Transfers into the Category 137

Transfers out of the Category -
Fair Value Gain Recognised in the Consolidated Statement of Comprehensive Income Recorded in:

Movement in Available-for-Sale-Revaluation-Reserve taken to Equity 3

Closing Balance 140

Collateral Pledged
The carrying amount of securities pledged as collateral for liabilities was $9 million (2009: $193 million). Cash collateral of
$9 million was provided (2009: $34 million).

Collateral Received

Residential Mortgage-backed Securities, Asset-backed Securities and Asset-backed Commercial Paper

The Bank has entered into reverse-repurchase agreements in respect of New Zealand dollar-denominated residential mortgage-
backed securities, asset-backed securities and asset-backed commercial paper. At 30 June 2010, the principal amount subject
to reverse-repurchase agreements for residential mortgage-backed securities was $0 million (2009: $6,320 million), and asset-
backed securities was $0 million (2009: $16 million). The principal value of securities received as collateral for those repurchase
agreements must be at least 119 percent of the cash to be paid to the Bank when the securities are repurchased. The Bank
does not sell or repledge that collateral unless the counterparty is in default of its obligations.

Marketable Securities

The Bank has entered into reverse-repurchase agreements in respect of New Zealand dollar-denominated marketable securities.
The principal amount subject to reverse-repurchase agreements for New Zealand dollar-denominated marketable securities was
$200 million (2009: $409 million) and the fair value of collateral received was $219 million. The Bank may sell or repledge that
collateral even if the counterparty is not in default of its obligations.

The Bank has entered into reverse-repurchase agreements in respect of foreign currency-denominated marketable securities.
The principal amount subject to reverse-repurchase agreements for foreign currency-denominated marketable securities was
$951 million (2009: $1,425 million). The fair value of collateral received was $971 million (2009: $1,445 million). The Bank
may sell or repledge that collateral even if the counterparty is not in default of its obligations.

Other Collateral Received
In addition, cash collateral received is $383 million (2009: $363 million). Cash collateral received is recorded in the Statement
of Financial Position in Short-term Deposits within Short-term Foreign Currency Financial Liabilities.

Under the Bank’s securities lending programme, the Bank has lent securities with a fair value of $705 million (2009:
$703 million). The Bank has accepted securities with a fair value of $722 million (2009: $712 million) as collateral for the
securities lent under this programme.

These transactions are conducted under terms that are usual and customary to standard securities borrowing and reverse-

repurchase agreements.

Additional Information for Financial Liabilities
The carrying amount as at balance date of financial liabilities designated at fair value through profit or loss was $14 million less
(2009: $79 million more) than the contractual amount at maturity.

All changes in the fair value of financial liabilities designated as fair value through profit or loss are considered attributable to
changes in prevailing interest rates and foreign exchange rates.

Collateral has been pledged for all Securities Sold Under Agreements to Repurchase. All other liabilities of the Bank are
unsecured and rank equally in the event that the Bank ceases to trade.
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Book Notional Book Notional
Value Principal Value Principal
2010 2010 2009 2009
$M $M M M
Interest Rate Futures
Interest Rate Futures in a Gain Position = 42 1 104
Interest Rate Futures in a Loss Position - 85 (1 46
Net Interest Rate Futures Position - 127 - 150
As at 30 June 2010, the Bank had 87 open Interest Rate Futures contracts (2009: 577).
Interest Rate Swaps
Interest Rate Swaps in a Gain Position - - - -
Interest Rate Swaps in a Loss Position - - (6) 92
Net Interest Rate Swaps Position - - (6) 92
Foreign Currency Swaps and Forward Exchange Contracts
Foreign Currency Swaps and Forward Exchange Contracts in a Gain Position 745 10,229 1,001 12,135
Foreign Currency Swaps and Forward Exchange Contracts in a Loss Position (706) 11,394 (585) 6,145
Net Foreign Exchange Swaps and Forward Exchange Contracts Position 39 21,623 416 18,280
Total Derivative Financial Instruments in a Gain Position 745 10,271 1,002 12,239
Total Derivative Financial Instruments in a Loss Position (706) 11,479 (592) 6,283
Net Derivative Financial Instruments Recognised in the
Statement of Financial Position 39 21,750 410 18,522
2010 2009
$M $M
Shareholding in the Bank for International Settlements 140 137
Dividend Receivable 5 2
145 139

As at 30 June 2010, the Bank owned 3,211 shares (2009: 3,211 shares) issued by the Bank for International Settlements (BIS).
This represents approximately 0.6 percent of all shares on issue. The shares have a par value of SDR 5,000 each and are paid up
to SDR 1,250 each. The Bank’s investment in shares issued by the BIS is valued at fair value, which is determined as being 70
percent of the Bank’s interest in the BIS's net asset value. This is the valuation basis confirmed by the International Court at the
Hague for the acquisition of shares from former private shareholders of the BIS.

2010 2009

Note M $M

Property, Plant and Equipment 7 59 60
Intangible Assets 8 3 6
Inventory 25 27
87 93
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As at 30 June 2009

Cost

Accumulated Depreciation

Net Book Value

For the Year Ended 30 June 2010

Net Book Value at the Beginning of the Year
Additions

Revaluation

Accumulated Depreciation Written Back
Less Depreciation

Net Book Value at the End of the Year
As at 30 June 2010

Cost

Accumulated Depreciation

Net Book Value

Total
M

69
9
60

60

59

Al
12
59

Land and
Buildings
M

48

48

48

47

438
1
47

Property
Improve-
ments
™M

4

Computer
Hardware
$M

4
1

Plant and
Equipment
™M

5
2

Currency

and

Artworks
Collections

and

Archives

The Bank obtains an independent valuation of land and buildings every three years. The most recent valuation of Land and

Buildings, dated 16 June 2009, was prepared by Jones Lang LaSalle Limited, an independent registered valuer. The valuation

$M

was prepared by discounting rental and nominal rental flows at current market capitalisation rates. The valuation report included
details of recent sales of broadly comparable premises. The capitalisation rate applied in valuing property was a weighted
average of 8.2 percent. The aggregate market value of Land and Buildings was $48 million. The original cost was $10 million.

As at 30 June 2009

Cost

Accumulated Amortisation

Net Book Value

For the Year Ended 30 June 2010

Net Book Value at the Beginning of the Year
Additions

Less Amortisation

Net Book Value at the End of the Year
As at 30 June 2010

Cost

Accumulated Amortisation

Net Book Value

Computer
Software
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18
12

18
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2010 2009

$M $M

Payable for Unsettled Purchases of Securities 947 654
Short-term Deposits 383 363
1,330 1,017

2010 2009

$M M

New Zealand Government Deposits 7,005 8,320
Settlement Bank Deposits 6,901 7,132
Central Bank Deposits 19 36
International Monetary Fund Deposits 6 7
13,931 15,495

2010 2009

$M M

Accounts Payable 2 2
Demonetised Currency 82 82
84 84

2010 2009

Note $M $M

Dividend Payable to the New Zealand Government 13 290 630
Accrued Salaries and Holiday Pay 2
Accrued Retirement Gratuities 4 3
Superannuation Liability 29 1 3
Capitalised Lease Obligations 28 - 1
297 639

No provision is made for non-vesting sick leave, as the pattern of sick leave taken indicates that no additional liability will arise

for non-vesting sick leave.

The Bank has recommended that a statutory dividend of $290 million be paid for the 2009-10 financial year. The Minister has
given a direction that a dividend of $290 million (2009: $630 million) be paid. The dividend will be paid in September 2010.

In addition, the progressive removal of temporary liquidity facilities provided to the market resulted in a reduction of the Bank’s
exposure to financial risk. This enabled the Bank to make a voluntary dividend payment in April 2010 of $45 million of surplus
capital to the Crown.

In making dividend determinations, the Minister must have regard to the recommendations of the Bank, the views of the Board
of Directors of the Bank and any other relevant matters.
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The Bank's Statement of Intent includes a statement of the principles in accordance with which the Bank must determine the

amount it recommends to the Minister as an annual dividend. Those principles are:

e The Bank should maintain sufficient equity for the financial risks of performing its functions. Equity in excess of that

required to cover those risks will be distributed to the Crown.

e In general, unrealised gains should be retained by the Bank until they are realised in New Zealand dollars. However, the
Bank may recommend the distribution of unrealised gains where the Bank believes that the probability of the gain being

realised is high.

The Bank’s Equity as at balance date, together with the movements for the financial year, comprised:

Capital

Balance at the Beginning of the Year

Capital Contributed by New Zealand Government™
Total Capital

Retained Earnings

Balance at the Beginning of the Year

Net Profit/(Loss) for the Year

Dividend Payable to the New Zealand Government
Voluntary Dividend Paid to the New Zealand Government
Total Retained Earnings

Available-for-sale Revaluation Reserve

Balance at the Beginning of the Year

Fair Value Movements during the Year

Total Available-for-sale Revaluation Reserve
Property Revaluation Reserve

Balance at the Beginning of the Year

Fair Value Movements during the Year

Total Property Revaluation Reserve

Currency and Artwork Collections and Archives Revaluation Reserve
Balance at the Beginning of the Year

Fair Value Movements during the Year

Total Currency and Artwork Collections and Archives Revaluation Reserve

Total Equity

Retained Earnings comprises:

Realised Gains not yet Distributed
Changes in the Market Value of Financial Instruments not yet Realised
Foreign Exchange Gains not yet Realised in New Zealand Dollars

Total Retained Earnings

2010
Note $M

1,600

1,600

1,157

(111)

13 (290)
13 (45)
711

163

216

42

42

2,574

2010
M

600
15
96

711

On 2 July 2008, the Bank received a capital injection from the New Zealand government of $600 million.
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2009
$M

1,000
600

1,600
881
906
(630)

1,157
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Management of the Bank's Capital
The Bank’s capital management framework focuses on the Bank’s total equity reported in its financial statements.

The main drivers of reported equity are reported financial results and the Bank's dividend. The dividend is determined annually
by the Minister of Finance under the provisions of the Reserve Bank Act.

The Bank’s primary capital management objective is to have sufficient capital to carry out effectively its statutory responsibilities.
In determining whether the Bank has sufficient capital for those purposes, it assesses the extent of financial risks and the
resulting potential for losses arising from its operations. The Bank assesses the appropriate ranges for capital by considering
financial risks across the Statement of Financial Position, including the use of statistical models at varying levels of confidence,
and supplements that analysis with judgement, where appropriate.

The Bank’s significant end-of-year concentrations of funding were as follows:

New

New New Zealand  Overseas

Total Zealand Zealand Financial Financial
2010 Government Public Institutions Institutions Other
M $M $M $M $M $M

Financial Liabilities
Term Liabilities 2,783 2,783 - - - -
Securities Sold Under Agreements to Repurchase 714 - - - 714 -
Deposits 13,931 7,005 - 4,866 2,060 -
Reserve Bank Bills - - - - - -
Currency in Circulation 3,938 - 3,938 - - -
Other Liabilities 2,120 - 82 395 1,641 2
Total Financial Liabilities 23,486 9,788 4,020 5,261 4,415 2
New

New New Zealand Overseas

Total Zealand Zealand Financial Financial
2009  Government Public  Institutions Institutions Other
$M $M $M $M $M $M

Financial Liabilities

Term Liabilities 3,219 3,219 - - - -
Securities Sold Under Agreements to Repurchase 901 - - 41 860 -
Deposits 15,495 8,320 - 5,711 1,464 -
Reserve Bank Bills 2,085 - - 2,085 - -
Currency in Circulation 3,923 - 3,923 - - -
Other Liabilities 1,693 5 82 317 1,287 2
Total Financial Liabilities 27,316 11,544 4,005 8,154 3,611 2

All figures are stated at carrying values in the Statement of Financial Position.
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RISK MANAGEMENT NOTES

The Reserve Bank is involved in policy-oriented activities. Therefore, elements of the Bank's risk management framework might
differ from the risk management frameworks for most other financial institutions. The main financial risks to which the Bank
is exposed include credit risk, foreign currency risk, and interest rate risk on both foreign and local currency assets. In the
management of foreign reserves, minimising liquidity risk is a major consideration in order to maintain an effective foreign
exchange intervention capability. Policies for managing credit, interest rate, foreign currency, and liquidity risks are outlined in
Notes 18 to 22. Like most other central banks, the nature of the Bank’s operations creates exposure to a range of operational
and reputational risks.

The Bank seeks to ensure that strong and effective risk management and control systems are in place for identifying, assessing,
monitoring, and managing risk exposures. An Asset and Liability Committee (ALCO), comprising the governors and senior
management, is responsible for advising the Governor on the management and monitoring of the Bank’s strategy, risks and
performance of all balance sheet-related activities. This review includes the appropriateness of risk-return trade-offs underlying
the Bank’s strategy. Specialist staff conduct the Bank’s local currency, foreign currency reserves management, and foreign
exchange-dealing operations in accordance with a clearly defined risk management framework, including delegated authorities
and limits set by the Governor. The risk management framework is subject to regular review by ALCO. The overall risk
management framework is designed to encourage strongly the sound and prudent management of the Bank’s risks.

The majority of the Bank’s financial risks arise from the Foreign Reserves Management and Domestic Market Operations units
of the Bank’s Financial Markets Department. Within this department, a Risk Unit is responsible for maintaining the Bank’s
financial risk management framework. A separate department of the Bank (Financial Services Group) operates independent risk
reporting systems that monitor and report compliance with various risk limits and policies.

The Risk Assessment and Assurance Department (which includes an internal audit unit) reports on internal audit and related
issues to the governors and the Audit Committee of the Board of Directors, comprising four of the Bank’s non-executive
directors. A risk-based framework, which evaluates key business risks and internal controls, is used to determine the extent and
frequency of internal audits conducted. All Bank departments are subject to periodic internal audit review.

The Bank is subject to an annual external audit by the Office of the Auditor-General under the Public Audit Act 2001. Auditing
arrangements are overseen by the Audit Committee of the Board of Directors, which meets regularly to monitor the financial
reporting and audit functions within the Bank. The committee reviews the internal audit function and has direct access to the
external auditor. The committee reports to the Board of Directors on its activities. The Board of Directors monitors the Bank'’s
management of risk as part of its role of keeping the Bank’s performance and use of resources under constant review.

The Bank self-insures all property, plant and equipment, including the Bank’s Wellington building.

Operational risk is the risk of loss in both financial and non-financial terms resulting from human error and the failure of
internal processes and systems.

Managing operational risk in the Bank is seen as an integral part of day-to-day operations and management, which includes
explicit consideration of both the opportunities and the risks of all business activities. Operational risk management includes
Bank-wide corporate policies that describe the standard of conduct required of staff, a number of mandated requirements
(e.g., a project management template), and specific internal control systems designed around the particular characteristics
of various Bank activities.
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Compliance with corporate policies and departmental internal control systems is supported by:

an induction programme for new employees that makes them aware of the requirements;

a quarterly management affirmation by each Head of Department that corporate policies and departmental internal control
systems have been complied with;

a proactive problem management process whereby problems and incidents are reported and analysed for potential risk
management improvements;
periodic review of each department’s risks and internal controls; and

an active internal audit function.

The above policies and procedures for managing operational risk are reinforced by the requirements of section 165 of the
Reserve Bank Act. The Reserve Bank Act requires that the financial statements of the Bank include a statement signed by the
Governor and Deputy Chief Executive accepting responsibility for, among other things, the establishment and maintenance
of a system of effective internal control within the Bank.

Credit risk is the potential for loss arising from the failure of a debtor or counterparty to meet their contractual obligations.

Within the Bank, credit risk arises principally through the investment of funds and related derivative contracts entered into for
the Foreign Reserves Management and Domestic Market Operations functions.

Credit risks arising from the various Bank activities are aggregated for limit and monitoring purposes.

a

Foreign Reserves Management Credit Risk Management

Credit risk for Foreign Reserves Management is monitored and managed daily. Exposures are controlled through
comprehensive individual counterparty and issuer credit limits. Individual credit limits are set on the basis of the rating of
the counterparty or issuers. Additionally, sovereign and supranational issuers are assigned a higher limit than similarly rated
corporates. Individual credit exposures are also aggregated and managed by cumulative limits, such as country exposure
limits. The credit risk framework recognises differences in short-term (settlement risk) and longer-term credit risk.

In measuring compliance with credit limits, actual exposures are calculated on a credit-equivalent basis. In particular, where
exposures to counterparties are collateralised by securities issued by sovereign states or other issuers, for the purpose of
limit compliance, the measure of actual credit exposure is reduced to reflect the collateral held. Credit exposures arising
from Securities Purchased Under Agreements to Resell (reverse-repurchase agreements) are classified according to the
issuer of the security for credit exposure concentration purposes. This is consistent with the Bank’s view of the substance of
the credit exposure and internal risk management.

The Bank does not constrain credit exposure to certain sovereign issuers (e.g., the United States of America). Exposures to
these sovereign issuers are managed through other limits and controls (such as currency composition limits).

As part of the arrangements for using financial instruments, the Bank manages credit risk by receiving collateral. Collateral
is likely to take the form of cash or government securities. The value of collateral held is required to be within a prescribed
range of the value of the exposure to the counterparty. Valuations are updated daily and, as a result, additional collateral
may be called for or excess collateral returned to the counterparty.

Domestic Market Operations Credit Risk Management

The Domestic Market Operations function gives rise to credit risk primarily by transacting foreign currency swaps and
reverse-repurchase transactions. The Bank accepts a wide range of pre-approved securities for reverse-repurchase
transactions. Acceptable securities include government securities, securities issued by registered banks, highly-rated entities
including supranational organisations, local authorities and state-owned enterprises. Where funds are advanced by reverse-
repurchase agreements, the amount advanced is subject to specified discounts depending upon the type of security so as
to ensure that the value of security held exceeds the amount advanced. The value of security held is monitored daily and
calls are made for additional collateral from, or excess collateral is returned to, the counterparty as required.

e FINANCIAL STATEMENTS



Throughout the global financial crisis, the Bank put in place a number of financial facilities to improve liquidity in the
New Zealand financial system. As the crisis abated, the Bank commenced the process of either removing the facilities
or incorporating them in normal Domestic Markets operations.

Exposures to the New Zealand government are not included in this credit framework.

¢ Concentrations of Credit Exposure
The Bank’s significant end-of-year concentrations of credit exposure, classified by issuer and by counterparty, were as

follows:2°
Classified by Issuer  Classified by Counterparty

2010 2009 2010 2009

$M M $M $M

New Zealand Government 3,457 4,435 3,457 4,435
Other Sovereign Issuers 11,275 13,832 9,391 11,126
Supranational Financial Institutions 1,860 307 1,860 291
Overseas Financial Institutions 9,293 5,183 11,214 7,832
New Zealand Financial Institutions 385 7,040 348 7,145
State-owned Enterprises/Local Authorities - 32 - -
Total Financial Assets 26,270 30,829 26,270 30,829

The carrying value of financial assets is the Bank’s maximum exposure to credit risk as at balance date. The Bank's
maximum credit risk exposure in relation to financial derivatives is the cost of re-establishing the derivative contracts in
the market in the event of the failure of the counterparty to fulfil its obligations. This cost is the fair value of the financial
derivatives in a gain position as reported in Note 4.

The Bank’s significant end-of-year concentrations of credit exposure, based on the country/region in which the issuer’s
parent is located, are as follows:

2010 2009

™M $M

New Zealand 3,842 11,507
United States of America 7,520 7,316
Europe 10,850 9,777
Supranational Financial Institutions 1,860 307
Japan 857 1,245
Other 1,341 677
Total Financial Assets 26,270 30,829

d  Credit Exposure by Credit Rating
The following table presents the Bank’s financial assets based on Standard & Poor’s credit rating of the issuer. AAA is the
highest-quality rating possible and indicates the entity has an extremely strong capacity to pay interest and principal. AA
is a high-grade rating, indicating a very strong capacity, and A is an upper-medium grade, indicating a strong capacity to
pay interest and principal. BBB is the lowest investment-grade rating, indicating a medium capacity to pay interest and
principal. Ratings lower than AAA can be modified by + or - signs to indicate relative standing within the major categories.
N/R indicates the entity has not been rated by Standard & Poor’s.

20  The differences between amounts disclosed by issuer and by counterparty relate to Securities Purchased Under Agreements to Resell.
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Credit 2010  Financial 2009 Financial
Rating ™M Assets $M Assets

SUMMARY BY MAJOR CREDIT CATEGORY
Foreign Currency Financial Assets AAA 20,327 77.4% 16,666 54.1%
AA +/- 1,841 7.0% 2,094 6.8%
A +/- 150 0.6% 414 1.3%
Various?' 154 0.6% 147 0.5%
N/R 140 0.5% 139 0.5%
Total Foreign Currency Financial Assets 22,612 86.1% 19,460 63.2%
Local Currency Financial Assets AAA 3,500 13.3% 11,043 35.8%
AA +/- 157 0.6% 307 1.0%
BBB +/- > > 7 0.0%
N/R 1 0.0% 12 0.0%
Total Local Currency Financial Assets 3,658 13.9% 11,369 36.8%
Total Financial Assets 26,270 100.0% 30,829 100.0%

Collateral taken in reverse-repurchase agreements involving residential mortgage-backed securities with a carrying value
of nil (2009: $6,504.1 million) is included in the table above as Local Currency Financial Assets that are AAA-rated
securities. The issuers of these securities are special-purpose entities that are assigned credit ratings by rating agencies in
their own right, and these ratings differ from the credit ratings assigned to the counterparties with the reverse-repurchase
agreements.

e Credit Exposure by Counterparty as a Percentage of Bank’s Equity
The following table shows the number of individual counterparties, or groups of closely related counterparties, where the
Bank’s credit exposures equalled or exceeded 10 percent of the Bank’s equity as at the end of the year. These exposures are
measured without taking into account collateral held by the Bank for credit exposures to individual counterparties. Credit
exposures are measured taking into account any enforceable rights of set-off.

End-of-year  End-of-year

Percentage of Equity 2010 2009
10% to 19.9% 2 3
20% t0 29.9% 2 4
30% t0 39.9% 2 2
40% t0 49.9% 2 1
50% to 59.9% 2 1
60% t0 69.9% 2 1
70% to0 79.9% - 1
80% t0 89.9% - 1
90% t0 99.9% 1 1
130% to 139.9% 1 -
140% to 149.9% - 1
170% to 179.9% - 1
220% t0 229.9% 1 -

21 This includes the Bank’s investments in the Asian Bond Fund 1 and the Asian Bond Fund 2 (the Funds). While the Funds themselves are
not rated, the underlying investments owned by the Funds have various credit ratings.
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Market risk is the risk that the fair value of future cash flows of a financial instrument will fluctuate because of changes in

market prices. In respect of the Bank, market risk comprises interest rate risk and foreign currency risk.

The Bank uses a range of position size, duration and stop-loss limits, together with Value at Risk (VaR) methodology for

measuring and managing market risks. Actual limits and measures differ according to whether the relevant portfolio is
established for trading purposes or for policy-related purposes (such as foreign reserves management, foreign exchange

intervention or domestic market operations).

Interest Rate Risk - Effective Duration Limits

For policy-related portfolios (i.e., portfolios that are not trading portfolios), the Bank controls interest rate risk with effective

duration limits.

Foreign Currency Risk - Position Limits

Limits are established for the aggregate net foreign currency position that may be taken, together with limits for the net
exposure to individual foreign currency positions.

VaR Levels and Limits

VaR estimates the potential daily loss from movements in market variables (interest rate changes and foreign currencies
movements) in normal market conditions. The Bank uses a VaR model based on equally weighted data for the previous year

(250 trading days), a one-day time horizon, and a 99 percent confidence interval. This means the Bank would expect to incur
losses greater than that predicted by VaR estimates only once every 100 trading days, or about 2.5 times a year. VaR does not
capture market risk losses arising from the extreme price volatility associated with financial market crises.

VaR limits are utilised for the management of market risk arising from the Bank’s trading portfolios, and for market risk arising
in respect of the investment of foreign currency swaps proceeds received as part of the Domestic Market Operations function.
Trading portfolios, in which the Bank actively manages positions to derive short-term returns as well as for market testing and
training purposes, generate a relatively small part of the Bank’s aggregate exposure to market risk.

VaR is measured in respect of other (non-trading) portfolios, including positions held for crisis management and currency
intervention. While actual daily profit and loss outcomes for these portfolios are compared with VaR levels for these positions,
VaR limits do not apply, as these positions are held principally for monetary policy or crisis management policy reasons. As
noted above, market risk for non-trading portfolios is managed primarily through open position and duration-based limits
augmented with monitoring of actual against expected VaR outcomes for the actual position.

Trading Portfolios

Total Market Risk

2010
VaR $000
Limit 2,000
As at 30 June 65
Peak over the Year 435
Low over the Year 45
Average over the Year 142

Stop-loss Limits

2009
$000

2,000
207
691
198
395

Non-trading Portfolios

Total Market Risk

2010
$000

n/a
46,332
101,063
44,631
72,218

2009
$000

n/a
98,185
119,151
69,342
95,697

Trading and Non-trading Foreign Reserves

Management Portfolios Combined

Foreign Interest
Currency Rate
Risk Risk Total Market Risk

2010 2010 2010 2009
$000 $000 $000 $000
n/a n/a n/a n/a
40,562 15,240 46,433 97,710
100,019 24,184 100,886 119,395
38,889 3,437 44,728 69,552
65,742 16,604 72,238 95,956

Stop-loss limits are set to control losses that may arise in trading portfolios. When market risk losses exceed the stop-loss limit,
trading positions are closed down. The Governor must approve the re-establishment of trading positions.
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Sensitivity to Interest Rate Risk and Foreign Currency Risk
The sensitivity of the Bank’s financial assets and liabilities to assumed across-the-board changes in interest rates and the
exchange rate is shown below.

Total Total

Gain/(Loss) Gain/(Loss) Gain/(Loss)  Gain/(Loss)  Gain/(Loss)  Gain/(Loss)
Impacting Reported in  Reported Impacting  Reported in Reported

Comprehen- the Income Directly Comprehen-  the Income Directly
sive Income Statement  in Equity sive Income  Statement in Equity
2010 2010 2010 2009 2009 2009
$000 $000 $000 $000 $000 $000
Impact of:
Arrise of 10% in the value of the New Zealand dollar (259,314) (246,549) (12,765)  (353,002)  (340,513) (12,489)
A fall of 10% in the value of the New Zealand dollar 316,939 301,337 15,602 431,447 416,183 15,264
Arise of one percentage point in the local currency
yield curve (140,148)  (16,940) (123,208)  (155387)  (35644)  (119,743)
A fall of one percentage point in the local currency
yield curve 147,783 16,852 130,931 165,684 39,025 126,659
A rise of one percentage point in the yield curve
for all foreign currencies (8,307) (8,307) - (9,728) (9,728) -
A fall of one percentage point in the yield curve
for all foreign currencies 7,629 7,629 - 7,476 7,476 -

The Bank’s exposures to foreign currency risk and interest rate risk can change materially over time depending on the Bank’s
policy objectives and economic conditions.

Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes
to market interest rates.

Foreign Reserves Management Interest Rate Risk Management

The Bank holds an open foreign currency position, effectively financing a portion of its foreign currency assets using

New Zealand dollar funding. This exposes the Bank to the risk of changes in the relative interest rates between New Zealand
and overseas currencies. Interest rate risk also arises as a result of mismatches between the maturity or interest rate resets of
assets and liabilities, where the assets and liabilities are denominated in the same currency. The Bank manages this interest rate
risk through effective duration mismatch limits between assets and the corresponding liabilities.

Domestic Market Operations Interest Rate Risk Management

The Bank’s exposure to interest rate risk that arises from transacting foreign currency swaps in Domestic Market Operations is
constrained by an effective duration limit, which ensures that interest rate exposures are of a short-term nature. The exposure
to interest rate risk arising from reverse-repurchase transactions in various liquidity facilities is managed by restricting the tenor
of those transactions and by issuing Reserve Bank bills.

As a matter of policy, interest rate risk on New Zealand government securities is not managed actively and it is intended
that these securities be held to maturity.

The average duration of the Bank’s holding of New Zealand government securities in its investment portfolio (which
excludes outright purchases of government securities for liquidity management purposes) as at 30 June 2010 was 3.8 years
(2009: 2.4 years).
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Assets and liabilities will mature or reprice within the following periods:

Non- Between Between Between
Total Interest 6 Months 6 and 12 1and 2 2and5 Over 5
2010 Sensitive Overnight or Less Months Years Years Years
™M ™M ™ ™ ™ M ™M M
Assets
Marketable Securities 18,097 - - 17,943 - - 154 -
Securities Purchased Under
Agreements to Resell 1,865 - - 1,865 - - - -
New Zealand Government Securities 3,457 - - - - 954 1,508 995
Other Financial Assets 2,851 146 1,958 747 - - - -
Other Assets 87 87 - - - - - -
Total Assets 26,357 233 1,958 20,555 - 954 1,662 995
Liabilities
Term Liabilities 2,783 - - 2,783 - - - -
Securities Sold Under
Agreements to Repurchase 714 - - 714 - - - -
Deposits 13,931 - 13,931 - - - - -
Reserve Bank Bills - - - - - - - -
Currency in Circulation 3,938 3,938 - - - - - -
Other Financial Liabilities 2,120 1,031 455 634 - - - -
Other Liabilities 297 297 - - - - - -
Equity 2,574 2,574 - - - - - -
Total Liabilities and Equity 26,357 7,840 14,386 4,131 - - - -
- (7,607) (12,428) 16,424 - 954 1,662 995
Derivative Financial Instruments - - - (112) - 70 - 42
Total Interest Rate Sensitivity Gap - (7,607) (12,428) 16,312 - 1,024 1,662 1,037
Interest Rate Sensitivity Gap by Currency:
New Zealand dollar (2,851)  (6,806) (13,931) 14,428 = 954 1,509 995
United States dollar 738 (879) 1,174 278 - 70 53 42
Euro 624 48 131 445 - - - -
Japanese yen 145 15 57 73 - - - -
British pound 394 15 61 318 - - - -
Australian dollar 598 (1) 35 564 - - - -
Canadian dollar 251 1 43 207 - - - -
Other 101 - 2 (1) - - 100 -
- (7,607) (12,428) 16,312 - 1,024 1,662 1,037
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Assets and liabilities will mature or reprice within the following periods:

Assets
Marketable Securities

Securities Purchased Under
Agreements to Resell

New Zealand Government Securities

Other Financial Assets
Other Assets

Total Assets
Liabilities

Term Liabilities

Securities Sold Under
Agreements to Repurchase

Deposits

Reserve Bank Bills

Currency in Circulation

Other Financial Liabilities
Other Liabilities

Equity

Total Liabilities and Equity

Derivative Financial Instruments

Total Interest Rate Sensitivity Gap

Total
2009
$M

14,906

9,060
4,435
2,428
93
30,922

3,219

901
15,495
2,085
3,923
1,693
639
2,967
30,922

Interest Rate Sensitivity Gap by Currency:

New Zealand dollar
United States dollar
Euro

Japanese yen
British pound
Australian dollar
Canadian dollar
Other
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(3,881)
1,012
1,032

140
545
112
347

93

Non-
Interest
Sensitive
$M

93
235

3,923
738
639

2,967

8,267

(8,032)

(8,032)

(7,516)
(97)
(451)

15

15

2

(8,032)

Overnight
M

1,284

1,284

15,495
(14,211)

(14,211)

(15,494)
765
203

47
102
88
77

(14,211)
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6 Months
or Less
$M

14,741

7,184
1,327
1,002

24,254

3,219

901

2,085

955

7,160
17,094

(119)

16,975

14,145
181
1,280
54

428
622
270

()

16,975

Between
6and 12
Months
$M

1,876
22
1,898

1,876
22

1,898

Between
1and 2
Years
$M

Between
2and 5
Years
$M

147

1,819

1,966

1,966
83
2,049

1,819

97
2,049

Qver 5
Years
$M

1,289

1,299

1,289

24

1,313



Foreign currency risk is the risk of loss arising from changes in exchange rates.

Foreign exchange risk arises from:

¢ maintenance of a portion of foreign currency reserves on an unhedged basis for crisis management purposes;
e currency intervention to meet monetary policy objectives; and

e active management undertaken in trading portfolios.

The Bank intends to hold some of its reserves on an unhedged basis through most of the exchange rate cycle. The Bank has a
policy of maintaining a passive ‘benchmark’ open foreign exchange position of SDR1 billion ($NZ2.2 billion), but can vary the
actual open position, and thus the amount of unhedged reserves, around that benchmark level, depending on the behaviour of
the exchange rate and foreign exchange markets. This variation might be significant.

For non-trading portfolios, foreign currency risk is managed by way of open position limits, target open currency composition
weights and deviation bands. Additionally, the Bank monitors actual and expected VaR outcomes for these portfolios.

Stop-loss and VaR limits are also used to assist in managing the Bank’s trading portfolios, which account for a minor proportion
of the Bank’s total open foreign exchange position.

As at 30 June 2010, the Bank’s net exposure to major currencies, in New Zealand dollar terms, was:

2010 2009

™M $M

Australian dollar 598 712
British pound 394 545
Canadian dollar 251 347
Euro 624 1,032
Japanese yen 145 140
Swiss francs 1 (4)
United States dollar 738 1,012
Various currencies (Asian Bond Fund 2) 100 97
Total Net Open Foreign Exchange Position 2,851 3,881

At 30 June 2010, the net open foreign exchange position was SDR 1,325 million (2009: SDR 1,621 million). The open position
varies over time as the Bank determines is warranted by its policy objectives and economic conditions. The largest net open
foreign exchange position (measured in SDR terms) during the 12 months ended 30 June 2010 was SDR 1,666 million

($NZ 3,538 million) (2009: SDR 2,091 million ($NZ 4,622 million)). The smallest net open foreign exchange position (measured
in SDR terms) during the 12 months ended 30 June 2010 was SDR 1,314 million ($NZ 2,895 million) (2009: SDR 1,517 million
($NZ 4,370 million)).
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Liquidity risk is the risk that the Bank will encounter difficulty in meeting financial obligations associated with financial liabilities
that are settled by delivering cash or another financial asset. Liquidity risk also includes the risk that the Bank may have to sell a
financial asset quickly at less than its fair value.

The objectives of the Bank’s liquidity policy are to:

ensure all financial obligations are met when due;

ensure foreign reserves assets held for currency intervention purposes are able to be liquidated in an orderly fashion, within
agreed timeframes; and

ensure the Bank manages the aggregate level of New Zealand dollar liquidity in the New Zealand banking system, so as to,
in turn, ensure that interest rates in inter-bank markets are consistent with monetary policy settings, and to facilitate the
smooth operation of the inter-bank payment system.

The Bank manages its liquidity risk primarily by forecasting future cash flows, ensuring that cash inflows and cash outflows are

matched appropriately.

a

Foreign Currency Activities

Liquidity is a key criterion in determining the composition of the Bank's foreign currency assets. This reflects the potential
requirement to liquidate foreign reserves for intervention purposes, should the need arise. Accordingly, there is an array of
interacting controls aimed at ensuring quick access to funds. These controls include a required composition of portfolios
based on the liquidity characteristics of securities, with defined minimum levels, duration, and limits on the minimum and
maximum proportion of reserves that may be held in any one currency.

In February 2010, the swap facility put in place by the Bank and the Federal Reserve Bank of New York (FRBNY) expired.
To assist financial institutions to gain access to liquidity during the global financial crisis, the Bank and the FRBNY had
agreed to a United States dollar-New Zealand dollar swap facility. Under this facility, the FRBNY agreed to make up to 15
billion United States dollars available via a swap for an equivalent amount of New Zealand dollars. This facility had not
been used prior to its expiry.

At 30 June 2010, foreign currency assets valued at $20,863 million were classified as being able to be settled within two
business days of being liquidated (30 June 2009: $17,233 million).

The Bank also manages refinancing risk on foreign reserves funded from borrowing by applying limits on the amount of
borrowing maturing in any 12-month period.

Local Currency Activities
The Bank’s management of its own New Zealand dollar liquidity risk is a function of the Bank’s management of the daily
aggregate liquidity that is available within the New Zealand banking system.

The Bank manages its own New Zealand dollar cash flows by advancing funds to, and withdrawing funds from, the

New Zealand banking system. This is achieved through a range of financial transactions, including entering into foreign
exchange swap and basis swap transactions, repurchase and reverse-repurchase agreements, and by issuing Reserve Bank bills.
As New Zealand's central bank, the Bank is able to create New Zealand dollar liquidity through its daily market operations.
Therefore, the Bank is not required to maintain a certain level of liquid assets in order to meet its New Zealand dollar obligations.

The following table sets out the maturity profile of the Bank’s financial assets and liabilities. The table discloses the contractual
principal receivable or due at the maturity date, together with interest receivable or payable for the period to the maturity date based
on interest rates and foreign exchange rates prevailing as at balance date. Financial liabilities payable on demand includes currency in

circulation. However, historical experience has shown such balances provide a stable source of long-term funding for the Bank.

Deposits, which are on-demand liabilities, are managed taking into account the Bank’s ability to create New Zealand dollar
liquidity through its daily market operations. In all other respects, the Bank manages liquidity on a contractual maturity basis,
which is consistent with the expected maturities of financial instruments.
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The balances in this table do not equate with the balances in the Consolidated Statement of Financial Position, as the table
incorporates all cash flows on an undiscounted basis.

Contractual maturities exclude the following assets, which have no fixed maturity dates: Asian Bond Fund 1, Asian Bond
Fund 2, and shares in the Bank for International Settlements. The aggregate carrying value of these assets at 30 June 2010
was $293 million (2009: $284 million).

Total On 6 Months  6to 12 1to2 2to5 Over 5
2010 Demand orLess  Months Years Years Years
$M $M $M $M $M $M $M

Foreign Currency Financial Assets
Cash Balances 1,960 1,960 - - - - -
Securities Purchased Under Agreements to Resell 1,665 - 1,665 - - - -
Marketable Securities 17,951 - 17,951 - - - -
Other Foreign Currency Financial Assets 5 - 5 - - - -

21,581 1,960 19,621 - - - -

Foreign Currency Financial Liabilities

Short-term Foreign Currency Financial Liabilities 1,330 1,330 - - - - -
Securities Sold Under Agreements to Repurchase 714 - 714 - - - -
Term Liabilities 3,041 - 2 12 361 1,425 1,241
5,085 1,330 716 12 361 1,425 1,241
Foreign Currency Derivatives
Contractual Inflows 4,986 - 2,510 483 915 671 407
Contractual Outflows (19,845) - (10,569) (905) (1,460) (3,999) (2,912)
(14,859) - (8,059) (422) (545) (3,328)  (2,505)
Foreign Currency Net Gap in Contractual Maturities 1,637 630 10,846 (434) (906) (4,753)  (3,746)
Local Currency Financial Assets
Securities Purchased Under Agreements to Resell 201 - 201 - - - -
New Zealand Government Securities 3,935 - 93 93 1,078 1,527 1,144

Other Local Currency Financial Assets - - - - - - -
4,136 = 294 93 1,078 1,527 1,144

Local Currency Financial Liabilities

Deposits 13,931 13,931 - - - - -

Securities Sold Under Agreements to Repurchase - - - - - - -

Reserve Bank Bills - o o - - - .

Currency in Circulation 3,938 3,938 - - - - -
Other Local Currency Financial Liabilities 84 82 2 - - - -
17,953 17,951 2 - - - -
Local Currency Derivatives
Contractual Inflows 17,929 - 8,252 636 1,520 4,166 3,355
Contractual Outflows (2,053) - (254) (106) (813) (347) (533)
15,876 - 7,998 530 707 3,819 2,822
Local Currency Net Gap in Contractual Maturities 2,059 (17,951) 8,290 623 1,785 5,346 3,966
Total Net Gap in Contractual Maturities 3,696 (17,321) 19,136 189 879 593 220
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Foreign Currency Financial Assets

Cash Balances

Securities Purchased Under Agreements to Resell
Marketable Securities

Other Foreign Currency Financial Assets

Foreign Currency Financial Liabilities
Short-term Foreign Currency Financial Liabilities
Securities Sold Under Agreements to Repurchase

Term Liabilities

Foreign Currency Derivatives
Contractual Inflows

Contractual Outflows

Foreign Currency Net Gap in Contractual Maturities

Local Currency Financial Assets
Securities Purchased Under Agreements to Resell
New Zealand Government Securities

Other Local Currency Financial Assets

Local Currency Financial Liabilities
Deposits

Securities Sold Under Agreements to Repurchase
Reserve Bank Bills

Currency in Circulation

Other Local Currency Financial Liabilities

Local Currency Derivatives
Contractual Inflows

Contractual Outflows

Local Currency Net Gap in Contractual Maturities

Total Net Gap in Contractual Maturities
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Total
2009
Y

1,284
2,129
14,767
2
18,182

1,017

m
3,812
5,540

6,727
(17,113)
(10,386)

2,256

7,023
5,192

12,215

15,495
190
2,100
3,923
84
21,792

12,995
(1,459)

11,536
1,959
4,215

On
Demand
$M

1,284

267

15,495

3,923
82
19,500

(19,500)
(19,233)

6 Months
or Less
$M

2,129
14,753

16,884

3,545
(7,658)
(4,113)
11,885

2,100

2,292

4,711
(217)
4,494
8,736
20,621

6to012 1102
Months Years
$M $M

19 36

19 36
1,702 222

(2,309) (574)
(607) (352)
(626) (388)

1,912 -
91 182
2,003 182
895 702
(114) (259)
781 443
2,784 625
2,158 237

2t05
Years
$M

1,267
1,267

789
(4,567)
(3,778)
(5,044)

2,065

2,065

4,309
(296)
4,013
6,078
1,034

Over 5
Years
$M

2,315
2,315

469
(2,005)
(1,536)
(3,838)

2,378
(573)

1,805

3,236
(602)
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Net Investment Income includes:

Interest Income

Cash Balances

Securities Purchased Under Agreements to Resell
Marketable Securities

Derivative Financial Instruments

New Zealand Government Securities

Total Interest Income

Interest Expense

Securities Sold Under Agreements to Repurchase
Term Liabilities??

New Zealand Government Deposits

Settlement Bank Deposits

Reserve Bank Bills

Total Interest Expense

Net Interest Income/(Expense)

Net Gains/(Losses) from Fair Value Changes
Net Gains/(Losses) from Foreign Exchange Rate Changes
Dividend Income

Total Net Investment Income/(Loss)

Total
2010
$M

142

40
280
205
670

3
@)
125
190
29
345
325
(129)
(270)
5
(69)

Foreign
Currency
™M

40
280

324

03]

)
326
(89)
(270)
5
(28)

Local
Currency
™

141

205
346

3
125
190

29
347

m
(40)

(41)

Total
2009
$M

1,042

29
85
109
443
94
760
282
187
4381
2
952

Foreign
Currency
M

10
45
218
294

567

85

85
482
147

Local
Currency

M

261
475

29

443
94

675

(200)
40

(160)

Interest income from the New Zealand government (including entities controlled by the New Zealand government) comprised

31 percent (2009: 25 percent) of total interest received.

Interest rates on Term Liabilities with the New Zealand government are re-set every quarter, based on market reference rates less a margin
agreed at the inception of the loans. During 2010, with market interest rates at very low levels, interest was received by the Bank after

the fixed margin was applied.
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Components of Net Investment Income from Financial Instruments
Net investment income includes net income/(expense) arising from:

Financial Assets and Financial Liabilities Classified as Fair Value through Profit or Loss upon Initial Recognition
Derivative Instruments Deemed to be Classified as Held for Trading

Financial Assets and Financial Liabilities Classified as Held for Trading

Interest and Dividend Income from Available-for-sale Financial Assets

Total Net Investment Income/(Loss)

Market Value Gains and Foreign Exchange Gains on Financial Assets Classified as Available-for-sale reported
in the Income Statement

Interest Expense on Financial Liabilities Measured at Amortised Cost

Market Value Changes and Foreign Exchange Rate Changes on Financial Liabilities Measured at Amortised Cost
reported in the Income Statement

2010
M

(559)
280

210
(69)

2010
$M

The following table sets out operating income and operating expenditure for each of the Bank’s main functions.

Attribution of
Earnings on
Investments
Operating  Funded by
Income Equity
2010 2010
For the year ended 30 June $M $M
FUNCTIONS
Monetary Policy Formulation - -
Domestic Market Operations 29 26
Financial System Surveillance and Policy - -
Currency Operations 184 1
Foreign Reserves Management (384) 75
Settlement Services 4 -
Registry and Depository Services 4 -
Other Outputs - -
Total for Bank before Earnings on Investments Funded by Equity (163) 102
Earnings not Allocated to Functions:
Earnings on Investments Funded by Equity 102 (102)
Total for Bank (61) -

Income Retained Under the Funding Agreement

Net Operating Expenses
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Operating
Expenses
2010

$M

11

1

50

50

42

2009
$M

392
294

263
952

2009
$M

Net
Profit/
(Loss)
2010
™M

&)
49

an
174

(316)
2

(111)

(111)



Operating
Income
2009
For the year ended 30 June $M
FUNCTIONS
Monetary Policy Formulation
Domestic Market Operations 106
Financial System Surveillance and Policy
Currency Operations 230
Foreign Reserves Management 472
Settlement Services 3
Registry and Depository Services 4
Other Outputs -
Total for Bank before Earnings on Investments Funded by Equity 815
Earnings not Allocated to Functions:
Earnings on Investments Funded by Equity 145
Total for Bank 960

Income Retained Under the Funding Agreement

Net Operating Expenses

Attribution of
Earnings on
Investments

Funded by
Equity
2009

$M

43

97

(145)

Operating
Expenses
2009

$M

54
8
46

Net
Profit/(Loss)
2009

$M

906

Operating income for each function includes allocations of notional interest income and expenditure on New Zealand dollar

funding provided by (or provided to) the function through internal lending and borrowing. Notional interest rates take

into account the estimated term of the funding and the associated external interest earned or incurred. Earnings from the
investment of equity are allocated to individual functions based on the estimated level of equity required for that function.
The total operating expenses for each function include internal transfers between functions.
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2010 2009
Note M $M
Staff Expenses 26 24
Net Currency-issued Expenses 4 6
Asset Management Expenses 8 7
Other Operating Expenses 14 13
Total Operating Expenses excluding Actuarial (Gain)/Loss on Defined Benefit Superannuation Scheme 52 50
Actuarial (Gain)/Loss on Defined Benefit Superannuation Scheme 29 (2) 4
Total Operating Expenses 50 54
2010 2009
$000 $000

Operating Expenses includes:
Depreciation of Property, Plant and Equipment 3,100 2,930
Amortisation of Intangible Assets 2,778 2,651
Impairment Charges for Property, Plant and Equipment - -
Impairment Charges for Intangible Assets = -
Bad Debt Expenses - -
Rental and Lease Expenses 456 532

Auditor's Remuneration:

Statutory Audit 213 200
Payment Systems Audits 61 59
Advisory Services 15 -

The Statutory Audit expense comprises the fee for the audit of the annual financial statements of the Bank.

The Payments Systems Audits expense comprises fees paid for the contractual audits of the NZClear depository system and the
Exchange Settlement Account System.

The Advisory Services expense comprises fees for advice regarding the operation and assessment of payment systems. These
advisory services were approved in accordance with the Bank’s External Auditor Independence Policy, which requires that prior
to engaging the external auditor for any of these services, the advice of the Chair of the Audit Committee must be sought and
approval must be given by the Governor.

Key Management Personnel

Key management personnel comprise the Governor, Deputy Governor and Assistant Governors. Because non-executive Board
members are not responsible for decision-making by the Bank, and their statutory role is to monitor the performance of the
Bank, they are not considered to be key management personnel as defined in NZ IAS 24 Related Party Disclosures. For the year
ended 30 June 2010, aggregate compensation paid to key management personnel comprised:

2010 2009
$000 $000
Salaries, Superannuation Contributions and Other Short-term Benefits 1,645 1,638
Total Key Management Personnel Compensation 1,645 1,638
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Net Profit/(Loss) for the Year

Add/(Subtract) Items included in Net Profit/(Loss) relating to cash flows from

2010
™M

(111)

changes in Operating Assets and Operating Liability Balances, Investing and Financing Activities:

Foreign Exchange (Gains)/Losses?
Market Value Changes
Add/(Subtract) Non-cash Items:
Depreciation and Amortisation
Amortisation of Premium/Discount on Financial Instruments

Net Movement in Repatriated Currency Income and Expense

Movements in Other Working Capital Items
Decrease/(Increase) in Current Assets:
Movement in Accounts Receivable
Movement in Inventories

Movement in Interest Receivable

Increase/(Decrease) in Current Liabilities:
Movement in Miscellaneous Liabilities

Movement in Interest Payable

Net Movements in Other Working Capital Items
Operating Cash Flows from Income and Expenses
Cash Flows from Changes in Operating Assets and Operating Liability Balances

Net Cash Flows from Operating Activities

270
129

(15)
(1)
389

@3)

187
186

(3)
(10)
(13)
173
451
484
935

Foreign Exchange (Gains)/Losses includes the Foreign Exchange Rate Effect on Cash Balances at the Beginning of the Year in the

Consolidated Statement of Cash Flows on pages 61 and 62.
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(102)
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(a) Capitalised Finance Lease Liabilities
The Bank leases computer equipment under non-cancellable finance leases. The payments are determined at the beginning
of the lease agreements and remain constant during the term of the lease. There are no terms of renewal or purchase options
attached to the lease agreements. There are no further restrictions imposed by the agreements such as dividends, additional
debt and further leasing.

2010 2009

$000 $000
Computer Equipment Finance Leases
Due within One Year 233 307
Due between One and Two Years 65 220
Due between Two and Five Years - 56
Present Value of Minimum Lease Payments 298 583
Finance Charge 8 25
Total Minimum Lease Payments 306 608
Comprising:
Due within One Year 240 326
Due between One and Two Years 66 226
Due between Two and Five Years - 56
Total Minimum Lease Payments 306 608

(b) Operating Lease Commitments
The Bank leases office equipment and premises under operating leases. The payments are determined at the beginning of
the lease agreements and remain constant during the term of the lease.

2010 2009
$000 $000
Office Equipment and Premises Operating Leases
Due within One Year 350 324
Due between One and Two Years 190 274
Due between Two and Five Years 31 114
Total Office Equipment Premises Operating Lease Commitments 571 712
(c) Capital Expenditure and Inventory Commitments
2010 2009
$000 $000
Capital Expenditure and Inventory
Property, Plant and Equipment:
Due within One Year - 611
Inventories:
Due within One Year - 1,453
Total Capital Expenditure and Inventory Commitments - 2,064
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(d) Lease Payments Receivable
The Bank owns its head office in Wellington and leases six and one-half of the 14 floors to tenants under operating leases.
Under the current non-cancellable lease agreements, the total minimum lease payments receivable are as follows:

2010 2009
$000 $000
Tenancy Lease Payments Receivable
Receivable within One Year 1,369 1,579
Receivable between One and Five Years 1,175 739
Total Tenancy Lease Payments Receivable 2,544 2,318

The Bank has a superannuation fund for staff. The superannuation fund includes both a defined contribution scheme and a
defined benefit scheme. Contributions, as specified in the rules of the respective schemes, are made by the Bank as required.
Actuarial valuations of the schemes are undertaken annually, with the last valuation being undertaken as at 31 March

2010. There have been no material changes to the fund’s financial position between 31 March 2010 and 30 June 2010.
Contributions to the defined benefit scheme are at a rate, reviewed annually, sufficient to keep the scheme solvent, based on
actuarial assessments.

Defined Benefit Scheme
The following information is provided in respect of the defined benefit scheme.

2010 2009
As at 31 March $000 $000
Superannuation Asset/Superannuation Liability Recognised in the Statement of Financial Position
Present Value of Wholly Unfunded Obligations c
Present Value of Wholly or Partly Funded Obligations 39,612 39,383
Fair Value of Plan Assets 38,652 36,620
Present Value of Net Obligations 960 2,763
Actuarial Gains Not Recognised in the Statement of Financial Position -
Net Liability Recognised in the Statement of Financial Position 960 2,763

The net asset (if any) recognised at the end of the year is limited to the estimated present value of reductions in future employer contributions to
the defined benefit plan. The value of net assets of the defined benefit superannuation scheme not recognised as an asset of the Bank was nil
(2009: nil).

Movements in the Defined Benefit Obligation

Current-service Cost 144 154
Interest Cost 1,614 1,712
Contributions by Plan Participants 61 51
Actuarial (Gains)/Losses on Defined Benefit Obligations 725 919
Benefits Paid (2,315) (2,570)
Movement for the Year 229 266
Present Value of Defined Benefit Obligations at the Start of the Year 39,383 39,117
Present Value of Defined Benefit Obligations at the End of the Year 39,612 39,383
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Movements in the Fair Value of Plan Assets
Expected Return on Plan Assets

Actuarial Gains/(Losses) on Plan Assets

Contributions by Plan Participants

Benefits Paid

Movement for the Year

Fair Value of Plan Assets at the Start of the Year

Fair Value of Plan Assets at the End of the Year

Composition of Plan Assets By Type of Financial Instrument
Cash and Short-term Securities

Domestic Fixed-interest Securities

Foreign Fixed-interest Securities

Domestic Equity Securities

Foreign Equity Securities

Other Assets

Expense Recognised in the Income Statement

2010
$000

1,596
2,690
61
(2,315)
2,032
36,620
38,652

2010
% of
Plan Assets

11.3
57.1
0.0
19.8
11.4
0.4
100.0

2009
$000

1,768
(3,205)
51
(2,570)
(3,956)
40,576
36,620

2009
% of
Plan Assets

100.0

The amounts recognised in the Income Statement as operating expenses for the financial year in respect of the defined benefit

superannuation scheme are as follows:

For the year ended 30 June
Past-service Cost
Current-service Cost
Interest Cost

Expected Return on Plan Assets

Defined Benefit Scheme Expense/(Gain) Recognised in Staff Expenses
Actuarial (Gains)/Losses on Plan Assets and Defined Benefit Obligations

Addition to (Decrease in)/Actuarial Gains Not Recognised in the Statement of Financial Position

Net Actuarial Loss Recognised in Operating Expenses

Total Defined Benefit Expense/(Gain) Recognised in Operating Expenses

2010
$000

144

1,614
(1,596)

162
(1,965)
(1,965)
(1,803)

2009
$000

154
1,712
(1,768)

98
4,124
(283)
3,841
3,939

The estimated employer contribution to be paid to the defined benefit scheme for the year ending 30 June 2011 is $0.3 million.

The primary actuarial assumptions used in the above calculations expressed as weighted averages are as follows:

Discount Rate at the Beginning of the Year
Expected Rate of Return on Plan Assets at the Beginning of the Year
Future Salary Increases

Other Material Actuarial Assumptions - Pension Increases
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2010
%

4.20
4.50
3.00
2.50

2009
%

4.20
4.50
3.00
2.50



Historical Details

The following table provides amounts for the defined benefit superannuation scheme for the current and previous four periods:

2010
For the year ended 30 June $000
Present Value of Defined Benefit Obligations 39,612
Fair Value of Plan Assets 38,652
Present Value of Net (Obligations)/Asset (960)
Actuarial Gains Not Recognised in the Statement of Financial Position -
Superannuation Asset/(Liability) (960)
Experience Adjustments
Gain/(Loss) on Plan Liabilities Due to Experience (725)
Gain/(Loss) on Plan Assets Due to Experience 2,690

Defined Contribution Scheme

2009 2008 2007
$000 $000 $000

39,383 39,117 37,120
36,620 40,576 44,489

(2,763) 1,459 7,369
283 6,240

(2,763) 1,176 1,129
279 (1,717) (597)
(3,205) (2,704) 242

The Bank recognised as an expense the following contributions to defined contribution superannuation schemes:

Bank's Defined Contribution Scheme

Other Defined Contribution Schemes

2010
$000

103
920
1,023

2006
$000

40,914
45,807
4,893
3,159
1,734

451
3,109

2009
$000

791
899

The Bank has a wholly-owned New Zealand incorporated subsidiary, New Zealand Central Securities Depository Limited (NZCSD).

NZCSD is a non-trading company, incorporated solely for the purpose of acting as a custodian trustee. It holds assets on behalf

of the participants in the NZClear System, as described in Note 34.

In the normal course of its operations, the Bank enters into transactions with related parties. Related parties include the Crown,

various government departments, and Crown entities. Unless stated otherwise, all transactions with related parties take place

at arm’s length.

Transactions entered into include:

e banking services;

® agency transactions (at no charge);

o foreign exchange transactions;

e funding from the Treasury as part of the Foreign Reserves Management operations;

¢ purchases of New Zealand government securities; and

* monitoring services and advice concerning the Crown'’s guarantee of the obligations of certain entities under the Crown
Wholesale Funding Guarantee Facility and the Retail Deposit Guarantee Scheme.
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Material transactions with entities controlled by the Crown and balances with entities controlled by the Crown were:

Year ended 30 June

Receipts from and Payments to Entities Controlled by the New Zealand Government
Receipts of Income from Entities Controlled by the New Zealand Government

Interest Income

Rental Income

Receipts of a Capital Nature from Entities Controlled by the New Zealand Government
Receipt of Proceeds on Maturity of New Zealand Government Securities - Available for Sale
Receipt of Proceeds on Maturity of New Zealand Government Securities - Fair Value through Profit or Loss
Receipt of New Capital

Payments of Expenses to Entities Controlled by the New Zealand Government

Interest Expense

Payments of Capital to Entities Controlled by the New Zealand Government

Net Decrease/(Increase) in Deposits

Repayment of Term Liabilities

Payment for Purchase of New Zealand Government Securities

As at 30 June

Balances with Entities Controlled by the New Zealand Government

Assets that Comprise Claims on Entities Controlled by the New Zealand Government
New Zealand Government Securities

Securities Purchased Under Agreements to Resell

Liabilities that Comprise Claims by Entities Controlled by the New Zealand Government
Derivative Financial Instruments in a Loss Position

Deposits

Term Liabilities

In addition, during the year, as part of the Bank’s domestic market operations, the Bank entered into securities reverse-
repurchase agreements with Crown-owned entities on standard commercial terms. Except as noted above, all amounts
advanced under these agreements have been repaid. The table above also includes interest income received by the Bank

from this activity.
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2010
M

209

957
330

127

1,319
166
294

2010
$M

3,457
100

7,226
2,783

2009
$M

265

2,138

600

202

(1,435)
649
1,791

2009
$M

4,435
176

8,545
3,219



a Interms of a Trust Deed dated 16 May 1980, the Reserve Bank has a contingent liability to maintain the actuarial
soundness of the Reserve Bank of New Zealand Staff Superannuation and Provident Fund (the Fund), following each
triennial review of the Fund.

The Actuary carried out a review of the financial position of the Fund as at 31 March 2010.

The Fund’s Trust Deed provides for the Defined Benefit division of the Fund to be wound up in the event that the Bank is
wound up or by resolution of the Bank’s directors. In the event that the Fund is wound up, the Fund is required to purchase
annuities having values equal to the actuarial value of benefits payable by the Fund. The Actuary reported that, based on
current estimates of the cost of annuities, in the event the Defined Benefit division of the Fund is wound up, the purchase
cost of annuities would exceed the value of Defined Benefit assets of the Fund. On winding up, the Bank is required by the
Trust Deed to make good any shortfall. The Bank considers that the likelihood of the Fund being wound up is remote.

b One current and four former employees of the Bank (the applicants) who either are, or at one time were, members of the Bank’s
Defined Benefit superannuation scheme have commenced proceedings against the Bank in the Employment Court. Based on
the legal advice received, the likelihood of successful proceedings being brought against the Bank is considered to be remote
and no provision has been made for any loss that may arise after balance date in respect of this matter. Provision has been made
in the financial statements at 30 June 2010 for the estimated legal costs associated with the court proceedings.

¢ The Bank has a contingent liability for currency in circulation that has been demonetised but not returned to the Bank, but
only to the extent that the Bank has not recognised an actual liability. The total face value of demonetised currency as at
30 June 2010 was $105.0 million (2009: $105.0 million). Of the total face value of demonetised currency, $81.9 million
(2009: $82.0 million) is recognised as a liability in the Consolidated Statement of Financial Position.

d The Bank has a liability for the face value of collectors’ currency. However, it is most unlikely that significant amounts of
collectors’ currency will be returned for redemption at face value. The face value of collectors’ currency issued before 1 July
2004 and that is not recognised as a liability is $9.8 million (2009: $9.8 million).

e Asat 30 June 2010, the Bank had a contingent liability of $25.95 million (SDR 12.04 million) (2009: $28.85 million, SDR
12.04 million) in respect of uncalled and unpaid capital attached to its shareholding in the Bank for International Settlements.

Section CW38 of the Income Tax Act 2007 exempts the Bank from income tax. The Bank incurs and meets liabilities for goods
and services tax, fringe benefit tax and other withholding tax.

The Bank operates the NZClear System (formerly the Austraclear New Zealand System), which is a securities clearing and
settlement system. It holds assets, on behalf of the participants, in the name of New Zealand Central Securities Depository
Limited (NZCSD), which it has appointed as custodian trustee in terms of the Trustee Act 1956.

NZCSD is a wholly-owned New Zealand-incorporated subsidiary of the Bank, which, in terms of a Deed of Appointment
between the Bank and NZCSD, is incorporated solely for the purpose of acting as a custodian trustee. The Bank undertakes to
accept liability for all costs and debts of NZCSD as a means of reinforcing that role. NZCSD is a non-trading company, but has
legal ownership of securities beneficially owned by members of the NZClear System. With the exception of the local currency
securities owned by the Bank and held through NZCSD, the Bank has no beneficial interest in the securities that NZCSD holds,
or any management obligations apart from safekeeping or acting as paying agent in certain circumstances.

The total value of securities held by NZCSD as at 30 June 2010 was $131.5 billion (2009: $131.0 billion).

Under the NZClear System Rules, the Bank’s and NZCSD's liability to any member of NZClear, arising out of, or in connection
with, the system, is limited to direct losses, up to an aggregate of $5 million for any one event.

There have been no significant post-balance date events.
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FIVE-YEAR HISTORICAL FINANCIAL
INFORMATION

On 1 July 2007, the Bank adopted New Zealand Equivalents to International Financial Reporting Standards (NZ IFRS). In accordance
with NZ IFRS, the comparative information was restated using the new accounting standards from 1 July 2006. Historical financial
information for the 2006 financial year is presented applying previous New Zealand Financial Reporting Standards (NZ FRS).

Refer to the Bank’s 2008 Annual Report for an explanation of the Bank’s transition to NZ IFRS and the nature of the main
adjustments required to comply with NZ IFRS.

Previous Previous
NZ FRS NZ FRS NZ IFRS NZ IFRS NZ IFRS NZ IFRS
Audited Audited Audited Audited Audited Audited
2006 2007 2007 2008 2009 2010
As at 30 June $M $M $M $M $M ™M
Assets
Foreign Currency Financial 11,745 16,653 16,647 20,754 19,460 22,612
Local Currency Financial 5,035 4,358 4,222 4,307 11,369 3,658
Other Assets 80 89 92 101 93 87
Total Assets 16,860 21,100 20,961 25,162 30,922 26,357
Liabilities and Equity
Foreign Currency Financial 7,130 4,868 4,870 4,605 5,539 5,533
Local Currency Financial 7,893 14,369 14,456 18,458 21,777 17,953
Other Liabilities 416 285 199 173 639 297
Equity 1,421 1,578 1,436 1,926 2,967 2,574
Total Liabilities and Equity 16,860 21,100 20,961 25,162 30,922 26,357
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For the year ended 30 June

Operating Income

Net Investment Income/(Expense)
Other Income

Total Operating Income/(Expense)
Operating Expenses

Staff Expenses

Currency-issued Expenses

Asset Management Expenses

Other Operating Expenses

Total Operating Expenses excluding Actuarial Loss/(Gain)
on Defined Benefit Superannuation Scheme

Actuarial Loss/(Gain) on Defined Benefit Superannuation Scheme
Total Operating Expenses

Net Profit/(Loss) for the Year

Five-year Outcomes under the Funding Agreement
Actual Net Expenses under the Funding Agreement

Net Expenditure Specified under the Funding Agreement

Funding Agreement Under-expenditure (Over-expenditure)

Previous
NZ FRS
Audited
2006
$M

290
8
298

44

44
254

35.9
39.0
3.1

Previous
NZ FRS NZ IFRS NZ IFRS NZ IFRS NZ IFRS
Audited Audited Audited Audited Audited
2007 2007 2008 2009 2010
M $M M M M
362 365 573 952 (69)
23 39 8 8 8
385 404 581 960 (61)
22 23 22 24 26
11 11 4 6
7 7 7 7
12 12 13 13 14
52 53 46 50 52
- - - 4 (2)
52 53 46 54 50
333 351 535 906 (111)
29.1 30.4 38.1 45.7 41.2
34.0 34.0 41.0 433 46.9
4.9 3.6 29 (2.4) 5.7

Actual Net Expenses under the Funding Agreement for 2007 excludes a $16 million timing adjustment required by NZ IFRS. Under
NZ IFRS, hedging costs associated with income arising from the disposal of recovered ‘silver’ coins were required to be expensed in
2006. Under FRS, these costs were deferred and expensed in 2007. Given this was a timing difference that straddled the change-
over to NZ IFRS, we have assumed that the FRS treatment applied for the purposes of reporting five-year outcomes under the

Funding Agreement.

For the year ended 30 June
Dividends Paid to the New Zealand Government

Previous
NZ FRS
Audited
2006
$M

410

Previous
NZ FRS NZ IFRS NZ IFRS NZ IFRS NZ IFRS
Audited Audited Audited Audited Audited
2007 2007 2008 2009 2010
$M M M M $M
193 193 168 630 335

The dividend paid in 2010 includes a voluntary dividend to the Crown of $45 million that was paid in April 2010.
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