———— |

("Issuer") *10062276780%

CERTIFICATE PURSUANT TO
SECTION 37A(1A) OF THE SECURITIES ACT 1978

This certificate relates to the registered Credit Union Lakeland prospectus dated 18 December 2013
and registered on 20 December 2013 ("Prospectus").

It is the opinion of all the directors of the Issuer, after due enquiry by them that:
1. The financial position shown in the balance sheet as at 30 June 2013 for the Credit Union

referred to in the Prospectus has not materially and adversely changed during the period from
30 June 2013 to the date of this certificate; and

2. The Prospectus is not, at the date of this certificate, false or misleading in a material particular
by reason of failing to refer, or give proper emphasis, to adverse circumstances.

Attached to this certificate are financial statements for the Credit Union for the six month period
ended 31 December 2013.

These financial statements have been prepared in accordance with the Securities Regulations 2009

as if they were required to be contained or referred to in a registered prospectus for those
securities. These financial statements have not been audited.

DATED this )@ I day of Mg fe N 2014

SIGNED for and on behalf of all the
directors of CREDIT UNION LAKELAND
by:

Director's signature Directﬁr's signaj:ﬁre

Nz Andes2en Chloe T e e

Name of Director Name of Director
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CREDIT UNION LAKELAND

STATEMENT OF COMPREHENSIVE INCOME
FOR THE HALF YEAR ENDED 31 DECEMBER 2013

Year Year
Note 31-Dec-13 31-Dec-12
OPERATING REVENUE $000 $000
Interest revenue 2 734 717
Otrermcome _ ; ; ; ; 2 ’ 551 _ 547
ToTAmNCOME 1285 1284
EXPENDITURE
Inferest expendifune 21 243 257
Loanimpoirmert experses 21 o8 27
Employee berefits 2 401 314
Qcoupancy - operafing lease 04 103
Depreciafion 2 24 24
Other admiristrafion expenditure 2@ 420 435
TOTALEXFENDITURE . B s 1,223 11&5
Cperating surplus for the period 61 &%
OTHER COMPREHENSIVE INCORE - -
TOTAL COMFREHENSWE INDOH-E FOR THE PERIOD, o ; .
ATTRIBUTABLE TO MEMBERS . , & 0 89

The attached notes to the financial statements form part of and should be read in conjunction with the financial
sfatements.
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CREDIT UNION LAKELAND

STATEMENT OF CHANGES IN EQUITY
FOR THE HALF YEAR ENDED 31 DECEMBER 2013

Refqined
Note Eqmings

Ganeral
Resarye

Total
Resarves

$000

000

$000

Balgnoe qt1ly2012 =

2,448

Operafing surplus &1

61

Totl comprehensive income for the period al

Trarsfers fol and from reserves

- 61
2509 - 2509

Tmrsferfrom gergnal resewe’ro re’rqired egrn'ngs ; -

Balance at 31Dec 2013

o

% Of Total Assets 15.32%

0.00%

15.32%

Balance qt 1 ul 2012

Qpenafing surplus &9

&%

Total comprehersive income for the period / &9

&%

1,645

Trarsfers (o) and from teserves

759

2,395

Generql resene ; 750

Balance at31Dec2012

2398

2305

% Of Tofal Assetls 14.6%%

0.00%

14.69%

The attached notes to the financial statements form part of and should be read in conjunction with the financial

statements
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CREDIT UNION LAKELAND
STATEMENT OF FINANCIAL POSITION

AS AT 31 DECEMBER 2013

Note 31Dec-13 30-un-13 31-Deac-12

%000 $000 $000

MEMBERS' FUNDS
Retained earrings 4 2,509 2,448 2,395
Gereral resarve _ _ _
TOTAL MEMBERSFUNDS . . 2509 2448 2,395
CLURRENT ASSETS
Cashand coshequivalents Sk 1,345 &31 1,050
Deposits at New Zealand Associafion of Credit Uniors and
Awhi Credit Urion : S 2,100 2,350 2,300
Trade and other raceivables _ 7] a9 2 51
Loars to members 7 12,355 12,624 12,166
NON CLRRENT ASSETS
New Zealard Assoiationof Credit Uriors - Capital Notes 10 268 368 368
Prapetty, plart & equipment @ 1586 167 144
TOTAL ASSETS - ___ = @ 18375 ; 16,081
CURRENT UABILUTIES
Trade and otrer payables 1 607 541 459
Members'deposlts 12 13250 13,443 13207

TOTAL LIABILITES = 1386 13984
NETASSETS . 2509 2448 2395

These fimandal statements are athorised for and on behalf of the Board by:

Diractor Hame Signature Date

Diractor Name Signature Dagte

The attached nofes fo the financial statements form part of and should be read in conjunction with the financial
Statements.

Page 6 of 34



CREDIT UNION LAKELAND

STATEMENT OF CASH FLOWS
FOR THE HALF YEAR ENDED 31 DECEMBER 2013

Nofe 31-Dec-13 31-Dec-12
CASH FLOWS FROM OPERATING ACTIVITIES 000 5000
Inferest feceived 737 725
Otherincome 628 586
Bad debis recovered ag 31
Interest paid (253 (245]
Pcyfmern‘s [1#] suppllers cnd employers _ » _ ﬂ,QS?] __ i B57

Net cash provided by operafing acliviies 24 . 2 aag
CASH FLOWS FROM INVESTING ACTIVITIES

Net movementin members' loars 266 [aza
Pt:lymerﬂs forpmpeﬁy plcm ndequpment _ 15] @

ANei cash |used m] providel:l by mﬁng ey

CASH FLOWS FROM FINAHCING ACTIVITIES

Net movemen’rl n memberdeposns 250

'Nei onsh prwided b? ﬁnqncing qcﬁﬁﬁa -

Tofal ret ([decrease) increase incashand cashequivalents held 264 728

Cashand ccsh equvolerrts atthe t:egmrmg offhe penod 3,181 2 622

Cqgsh qnd cqsh eqqulmis qt th end of 1he periocl

Reprao;nted by
Cashard cashequivalents 51aq) 1345 1030

Deposns m New Zeqlarnd Assocmhan cf Credn Uniars » 51b) 2100 2300

Totql oqsh qnd cash eqqulents i 3 350.

The attached notes fo the financial statements form part of and should be read in conjunction with the financial
statements.
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CREDIT UNION LAKELAND

Noftes fo the Financial Staftements
FOR THE HALF YEAR ENDED 31 DECEMBER 2013

1 Generadl information

Reporting Entity

The Credit Union is a financial instifution that is registered as a credit union under the Friendly Societies and Credit
Unions Act 1982. The purpose of the Credit Union is to promote savings among its members and to use those
savings for their mutual benefit. It operates primarily in the North Island of New Zealand and is incorporated in
New Zealand with its registered office at 1214 Ranolf Street, Rotorua. As the Credit Union is providing a community
and social benefit, it is designated a public benefit entity.

The Credit Union is restricted in its borrowings and members contribute to the Credit Union by way of share
subscriptions. The shares cannot be fransferred or sold. Members are able to withdraw their funds subject to
certain conditions. The Credit Union makes loans to members or invests funds on the members’ behalf. Interest
and other income are received by the Credit Union and interest is paid to depositing members in the form of
interest on shares.

The Credit Union operates predominantly in one industry, being the investment of members’ funds.

Trust Deed

To meet the requirements of The Securities Act 1978 a Trust Deed was entered into on the 9 February 2001
between the Trustees of the Credit Union and Trustees Executors Limited. During 2013 a new Trustee, Foundation
Corporate Trust, was appointed fo act as Trustee from 23 April 2013. Foundation Corporate Trust as the Prudential
Supervisor was appointed to act in the interests of the members of the Credit Union by monitoring the compliance
by the Credit Union of its obligations, its Rules, the Trust Deed and the Friendly Societies and Credit Unions Act
1982. In addition, the Prudential Supervisor is under duty to exercise reasonabile diligence to ascertain whether the
Credit Union has committed any breach of the Trust Deed or any of the conditions of issue of the shares; and
sufficient assets to meet its obligations to members, as they fall due.

2 STATEMENT OF ACCOUNTING POLICIES
The following are the material accounting policies adopted by the Credit Union in the preparation of the financial
statements. Except where stated, the accounting policies have been consistently applied to all periods presented.

(aJ Basis of Preparation

The Credit Union is an issuer for the purposes of the Financial Reporting Act 1993. The financial report is a general
purpose financial report which has been prepared in accordance with the Financial Reporting Act 1993, the Friendly
Societies and Credit Unions Act 1982 and the Securities Regulations 2009.

See Statement of Financial Position for details of when these statements were authorised for issue.

These financial statements are required to be registered to keep the prospectus current and have been prepared
in accordance with New Zealand Generally Accepted Accounting Practice. They comply with the New Zealand
equivalents to International Financial Reporting Standards NZ IFRS'), International Financial Reporting Standards
(IFRS’} and other applicable Financial Reporting Standards as appropriate for public benefit entities. The
comparative figures are audited. -

The financial statements have been prepared in accordance with the historical cost convention. Accounting policies
are selected and applied in a manner which ensures that the resulting financial information satisfies the concepts
of relevance and reliability, thereby ensuring that the substance of the underlying transactions or other events is
reported.

The application of NZ IFRS required management to make judgements, estimates and assumptions about the
carrying values of assets and liabilities not readily available from other sources. The estimates and associated
assumptions are based on historical experience and various other factors that are believed to be reasonable
under the circumstance. Actual results may differ from these estimates. The estimates and underlying assumptions
are reviewed on an ongoing basis. Revisions to the accounting estimates are recognised in the period in which the
estimate is revised if the revision affects only that period, or in the period of revision and future periods if the
revision affects both current and future periods.

The presentation and functional currency is New Zealand dollars and figures are rounded to the nearest thousand
dollars {$000) unless otherwise stated.

(b} Revenue Recognition
Interest Revenue on Loans
Interest revenue on loans is calculated on the daily loan balance outstanding and is charged at each payment
date. This is the effective interest method which allocates the interest over the term of the loans to which they
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CREDIT UNION LAKELAND

Nofes fo the Financial Statements
FOR THE HALF YEAR ENDED 31 DECEMBER 2013

relate. Interest income on impaired loans is recognised using the rate of inferest used to discount the future cash
flows for the purpose of measuring the impairment loss.

Investment Revenue

Investment interest revenue is recognised on an effective interest method which allocates the interest over the
period that it relates fo. Dividends on the New Zealand Association of Credit Unions Capital Notes are recorded as
income once an entitlement to the income is notified to the Credit Union.

Fees & Commissions Revenue
Fees and commissions are brought to account on an accrual basis when the service has been provided.

Loan Origination Fees Revenue

Loan processing fees represent a recovery of costs to process the loan and do not form part of the effective interest
rate on loans. Fees collected represent reimbursement costs incurred as specified by the Credit Contracts and
Consumer Finance Act.

fc) Expense Recognifion

Interest expense

Interest on members’ shares is recognised as an expense in the period that it relates to using the effective interest
method, which allocates the interest expense over the term of the members' shares to which they relate.

Other expenses
Other expenses are recorded in the period to which they relate.

{d) Income Tax

No amounts have been provided for income tax as the Credit Union’s income from members is exempt under
section CW 44 of the Income Tax Act 2007. Income derived other than from members does not produce a taxable
profit.

(e} Goods & Services Tax (GST)
The Credit Union is registered for GST in relation to its commission sales activities and recovers GST on expenditure
related to that income. irrecoverable GST is included in the amounts recognised as expenses and assets.

) Leases

Leases of property, plant and equipment are operating leases as the substantial risks and benefits incidental to
ownership of the asset, are retained by the legal owner. Lease payments for operating leases are charged as
expenses in the periods in which they are incurred on a straight line method.

{g) Cash and cash equivalents

Cash and cash equivalents

Cash and cash equivalents include cash in hand, depasits held at call with banks, other short-term highly liquid
investments with original maturities of three months or less, and bank overdrafts repayable on demand.

Deposits at New Zealand Association of Credit Unions
Deposits at the New Zealand Association of Credit Unions are recorded at cost, less any impairment losses.

) Trade and Other Receivables

These amounts represent amounts due for interest owing and other services performed by the Credit Union prior
to the end of financial period which are not received. The amounts are expected to be received within a year of
recognition. They are initially recorded at fair value and subsequently measured at cost less any impairment
provision.

il  Loans to Members

Loans to members are loans which are non-derivative financial assets with fixed or determinable payments that
are not quoted in an active market. They are initially recognised at fair value plus transaction costs and
subsequently measured at amortised cost, using the effective interest method, less provision for impairment.
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CREDIT UNION LAKELAND

Nofes to the Financial Statements
FOR THE HALF YEAR ENDED 31 DECEMBER 2013

@  Impairment of Loans
An assessment is made at each balance date whether there is objective evidence that loans are impaired. A loan
is impaired and impairment losses are incurred if, and only if, there is objective evidence of impairment as a result
of one or more events that occurred after the initial recognition of the asset (a ‘loss event') and that loss event (or
events) has an impact on the estimated future cash flows of the loan and can be reliably estimated. Objective
evidence that a mortgage receivable is impaired includes observable data that comes to the attention of the
Directors about the following loss events:

» significant financial difficulty of the member;

* abreach of contract, such as a default or delinquency in inferest or principal payments;

s a concession granted to the borrower that the lender would not otherwise consider for economic or legal

reasons relating to the borrower's financial difficulty; or
¢ it becoming probable that the borrower will enter bankruptcy or other financial reorganisation.

The amount provided for impairment of loans is determined by management and the Directors. The Prudential
Standards issued by the New Zealand Association of Credit Unions enable the minimum provision to be based on
specific percentages of the loan balance, contingent upon the length of time the repayments are in arrears, and
the security held. This approach is adopted by the Credit Union. In addition, the Directors make provision for loans
in arrears where the collectability of the debts is considered doubtful by estimation of expected losses in relation to
loan portfolios where specific identification is impracticable.

The Credit Union first assesses whether objective evidence of impairment exists individually for financial assets that
are individually significant and individudlly or collectively for financial assets that are not individually significant.
the Credit Union determines that no objective evidence of impairment exists for an individually assessed financial
asset, whether significant or not, it includes the asset in a group of financial assets with similar credit risk
characteristics and collectively assesses them for impairment. Assets that are individually assessed for impairment
and for which an impairment loss is or continues to be recognised are not included in a collective assessment of
impairment.

The amount of the loss is measured as the difference between the asset’s carrying amount and the present value
of estimated future cash flows (excluding future credit losses that have not been incurred) discounted at the
financial asset's original effective interest rate. The carrying amount of the asset is reduced through the use of an
allowance account and the amount of the loss is recognised in the Statement of Comprehensive Income. If a loan
or held-to-maturity investment has a variable interest rate, the discount rate for measuring any impairment loss is
the current effective inferest rate determined under the contract. As a practical expedient the Credit Union may
measure impairment on the basis of an instrument’s fair value using an observable market price.

For the purpose of a collective evaluation of impairment, financial assets are grouped on the basis of similar credit
risk characteristics (that is, on the basis of the Credit Union’s grading process that considers asset type, industry,
geographical location, collateral type, past-due status and other relevant factors).

Those characteristics are relevant to the estimation of future cash flows for groups of such assets by being
indicative of the debtors’ ability to pay all amounts due according to the confractual terms of the assets being
evaluated.

Future cash flows for a group of financial assets that are collectively evaluated for impairment are estimated on the
basis of the contractual cash flows of the assets in the Credit Union and historical loss experience for assets with
credit risk characteristics similar to those in the Credit Union. Historical loss experience is adjusted on the basis of
current observable data to reflect the effects of current conditions that did not affect the period on which the
historical loss experience is based and to remove the effects of conditions in the historical period that do not
currently exist.

Estimates of changes in future cash flows for groups of assets should reflect and be directionally consistent with
changes in related observable data from period to period {for example, changes in unemployment rates, property
prices, payment status, or other factors indicative of changes in the probability of losses in the Credit Union and
their magnitude).The methodology and assumptions used for estimating future cash flows are reviewed regularly
by the Credit Union to reduce any differences between loss estimates and actual loss experience.

Loans which are known to be uncollectible are written off against the related allowance for loan impairment. Such

loans are written off after all the necessary procedures have been completed and the amount of the loss has been
determined.
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CREDIT UNION LAKELAND

Noftes to the Financial Statements
FOR THE HALF YEAR ENDED 31 DECEMBER 2013

If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be related
objectively to an event occurring after the impairment was recognised {such as an improvement in the debtors
credit rating), the previously recognised impairment loss is reversed by adjusting the allowance amount, with the
reversal being recognised in the Statement of Comprehensive income.

The various components of impaired assets are as follows:

Individually impaired loans are loans and advances for which there is reasonable doubt that the Credit Union will
be able to collect all amounts of principal and interest in accordance with the ferms of the agreement and for
which an individual assessment of impairment is made.

Collectively impdired loans are loans and advances that are not individually assessed for which a collecfive
assessment of impairment is made based on the length of time the loan is in arrears.

Restructured loans are loans where the original contractual terms have been modified to provide for concessions
of inferest, principal or repayment for reasons related to financial difficulties of the member.

Assets acquired through the enforcement of security are assets acquired in full or partial setflement of a loan or
similar facility through the enforcement of security arrangements.

Past-due loans are loans or similar facilities in arrears when a member has failed to make payment when
contractually due which are not impaired loans. 90 day past due loans are loans which have not been operated
by the member within its' key terms for at least 90 days and which are not impaired loans.

k) New Zealand Association of Crediit Unions Capital Nofes

Investments in New Zealand Association of Credit Unions Capital Notes provide equity for the Association to
enable it to provide essential services to the Credit Unions. They are held as "available-for-sale assets" under NZ
IAS 39. This classification recognises that they do not meet the definition of "loans and receivables” or *held to
maturity" investments because they do not have a fixed or determinable inferest or dividend rates attached tfo
them.

fi  Plant and Equipment
Each class of property, plant and equipment is carried at cost and, where applicable, adjusted for any
accumulated depreciation and impairment losses.

Plont and Equipment

Plant and equipment are measured on the historical cost basis, less accumulated depreciation and impairment
losses. Historical cost includes expenditure directly aftributable to the acquisition of the items. Subsequent costs
are included in the assets carrying amount as a separate asset, as appropriate, only when it is probable that
future economic benefits associated with the item will flow fo the Credit Union and the cost of the item can be
measured reliably. All other repairs and maintenance are charged to the Statement of Comprehensive income
during the financial period in which they are incurred.

Depreciation

The depreciable amount of all plant and equipment and capitalised leased assets, if any, is depreciated over their
useful lives to the Credit Union commencing from the time the asset is held ready for use. Leasehold improvements
(if applicable} are depreciated over the shorter of either the unexpired term of the lease or the estimated useful life
of the improvements. :

Plant and equipment is depreciated on a straight-line basis. A summary of the current and prior year rates used
are:

Leasehold Improvements 10%
Motor Vehicles 20%
Computer Equipment 33.3%
Furniture and Equipment 20%

The assets’ residual values, depreciation methods and useful lives are reviewed, and adjusted if appropriate, at
each reporting date. Gains and losses on disposals are determined by comparing proceeds with the carrying
amount. These gains and losses are included in the Statement of Comprehensive Income.
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CREDIT UNION LAKELAND

Noftes fo the Financial Statements
FOR THE HALF YEAR ENDED 31 DECEMBER 2013

{m} Impairment Testing Assefs fexcluding property, plant and equipment and loans)

At each reporting date, the Credit Union reviews the carrying values of its tangible assets fo determine whether
there is any indication that those assets have been impaired. If such an indication exists, the recoverable amount
of the asset, being the higher of the asset’s fair value less costs to sell and value in use, is compared to the asset'’s
carrying value. Any excess of the asset's carrying value over its recoverable amount is expensed fo the Statement
of Comprehensive Income.

{n) Trade and Other Payables

These amounts represented liabilities for goods and services provided to the Credit Union prior to the end of the
financial period which are unpaid. The amounts are unsecured and are usually paid within 30 days of recognition.
Trade payables are recognised initially at fair value and subsequently measured at amortised cost using the
effective interest method.

fo) Employee Benefits

Liabilities for wages and salaries, including non monetary benefits, annual leave and long service leave expected
to be settled within 12 months of the reporting date are recognised in other payables in respect of employees'
services up to the reporting date and are measured at the amounts expected to be paid when the liabilities are
seffled. Liabilities for non-accumulating sick leave are recognised when the leave is taken and measured at the
rates paid or payable. The liability for employee entitlements is carried at the present value of the estimated future
cash flows. Employee benefits payable later than one year have been measured at the present value of the
estimated future cash outflows to be made if material.

) Members’ Deposits

Members’ deposits are the members' shares in the Credit Union. For the purposes of financial reporting,
members' shares are recognised as debt instruments. They are recorded initially at fair value and subsequently at
amortised cost. All payments of dividends on these shares are recorded as inferest payments. Members have the
right o one vote at the meetings of the Credit Union, regardless of the number of shares held. Interest on deposits
is recognised on an accrual basis and is presented as part of trade and other payables.

(q] Financial Instruments Recognition

Financial instruments are initially measured af fair value on trade date, which includes transactions costs, when the
related contractual rights or obligations exist. Subsequent to initial recognition these instruments are measured as
set out below.

Financial assets at fair value through profit or loss

A financial asset is classified in this category only when the Credit Union becomes a party to the contractual
provisions of the financial asset and if acquired principally for the purpose of selling in the short term or if so
designated by management. Redlised and unrealised gains and losses arising from changes in the fair value of
these assets are included in the Statement of Comprehensive Income in the period in which they arise.

Loans and receivables
Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted
in an active market and are stated at amortised costs using the effective interest rate method.

Held-to-maturity investments

These investments have fixed maturities, and it is the Credit Union’s intention to hold these investments to maturity.
Any held-to-maturity investments held by the Credit Union are stated at amortised cost using the effective interest
rate method.

Available-for-sale financial assets

The Capital Notes held as available-for-sale assets are initially recognised at the amount of consideration paid,
which is their fair value at the date of acquisition.

Dividend income from available-for-sale assets is separately recognised in the Statement of Comprehensive
Income as part of other income when the Credit Union’s right to receive payments is established (ex-dividend
date).

Available-for-sale financial assets are normally carried at fair value in subsequent periods with changes in fair
value being recognised in the Statement of Comprehensive Income as part of other comprehensive income.
However, as the Capital Notes are equity instruments, do not have a quoted market price in an active market and
the fair value cannot be measured reliably, they are measured atf cost price in terms of the accounting standard
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CREDIT UNION LAKELAND

Nofes to the Financial Statements
FOR THE HALF YEAR ENDED 31 DECEMBER 2013

NZ IAS 39. Nofe that this concession is likely to be removed in future, with a requirement to measure capital notes
at fair value subsequent to initial recognition. The Credit Union assesses at each reporting date whether there is
objective evidence that a financial asset or a group of financial assets is impaired. In the case of Capital Notes
classified as available-for-sale, a significant or prolonged decline in the fair value of the investment below its cost
is considered in determining whether the investment is impaired. If any such evidence exists for available-for-sale
financial assets, the cumulative loss ~ measured as the difference between the acquisition cost and the current fair
value, is recognised in the Statement of Comprehensive Income.

Financial liabilities

Non-derivative financial liabilities are recognised at amoriised cost, comprising original debt less principal
payments and amortisation using the effecfive interest rate method. This category includes members’ deposits and
other payables. Members’ deposits meet the definition of financial liabilities under NZ {AS 32 as they are secured
by a first ranking registered Trust Deed over the Credit Union’s assetfs and revenue.

{1 Statement of Cash Flows
Definitions of terms used in the Statement of Cash Flows:

Cash includes coins and notes, demand deposits and other highly liquid investments with original maturities of
three months of less and includes at call borrowings such as bank overdrafts, used by the organisation as part of
its day-to-day cash management.

Investing Activities are those activities relating to the acquisition and disposal of current and non current
investments and any other non current assets. They include loans to members and repayments of loans by
members.

Financing Aclivifies are those activities relating to changes in the size and composition of the capital structure of the
Credit Union.

Operating Activities include all transactions and other events that are not investing or financing activities.

Certain cash flows have been netted in order to provide more meaningful disclosure as many of the cash flows are
received and disbursed on behalf of members and reflect the activities of the members rather than those of the
Credit Union. These include members' loans and borrowings.

s Critical Estimates, Judgements and Assumpftions in Applying the Accounting Policies

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. This has an
impact on the one critical estimate, being the impairment provision for doubtful loans (refer Note 8).

The Credit Union makes estimates and assumptions concerning the future when assessing the impairment
provision on loans. The Credit Union reviews its loan portfolio to assess impairment at least monthly. The
impairment provision is adjusted based on evidence relating to borrowers circumstances including the period that
the loans are in arrears. The resulting accounting estimates will seldom equal the related actual results and there
is a significant risk of causing a material adjustment to the carrying amounts of assets and liabilities within the next
financial year. Also the Credit Union has used judgement concerning the future discounted cash flows of the New
Zedland Association of Credit Unions Group when assessing whether there is any impairment loss on the New
Zedland Association of Credit Unions Capital Nofes.

4 Standards, Interpretations and Amendments to Published Standards that are not yet effective.

The following new and amended standards, amendments and interprefations have been issued by the
Accounting Standards Review Board (now replaced by External Reporting Board) but have not been adopted by
the Credit Union as they are not yet effective for the half year ended 31 December 2013.

These are:

NZ IFRS 9: Financial Instruments (effective for periods beginning after 1 January 2015)

The new standard simplifies the classification criteria for financial assets, comparing to the current requirements of
NZ IAS 39, which results in a reduced number of categories of financial assets and some consequential
amendments o disclosures required by NZ IAS 1 Presentation of Financial Statements and NZ IFRS 7 Financial
Instruments: Disclosures. The Credit Union's financial assets currently fall into the category of Loan receivables
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CREDIT UNION LAKELAND

Nofes to the Financial Statements
FOR THE HALF YEAR ENDED 31 DECEMBER 2013

within NZ 1AS 39 classification. If NZ IFRS 9 was adopted, these assets would have met the definition of the
category of financial assets measured at amortised cost . However, their measurement and disclosure would not
have been affected. The Credit Union would not have any fransactions to disclose under the new NZ 1AS 1 and NZ
IFRS 7 disclosure requirements relating to gain or loss arising on derecognition of financial assets measured at
amortised cost.

Other than an impact on the value of the NZACU Capital Notes as mentioned in {r) there will be no impact on the
Credit Union's accounting for financial liabilities, as the new requirement only affects the accounting for financial
liabilities that are designated as at fair value through the profit and loss and the Credit Union does not have any
such liabilities.

XRB Package for Public Benefit Entities

The Minister of Commerce has approved a new Accounting Standards Framework developed by the External
Reporting Board (XRB). Under this Accounting Standards Framework, the credit union is classified as a public
benefit entity and it is expected that it will be required to apply the new PBE Standards as applicable for private
not-for-profit entities. These standards are being developed by the XRB based on current International Public
Sector Accounting Standards (IPSAS). The effective date for the new standards for private not-for-profit entities is
expected to be for reporting periods beginning on or after 1 April 2015. This means the credit union expects to
transition fo the new standards in preparing its 30 June 2016 financial statements. As the PBE Standards as
applicable for private not-for-profit entities are still under development, the credit union is unable to assess the
implications of the new Accounting Standards Framework at this time.

Due to the change in the Accounting Standards Framework for public benefit entities, the XRB has effectively frozen
the financial reporting requirements for public benefit entities up unti! the new Accounting Standard Framework is
effective. Therefore all new NZ IFRS and amendments to existing NZ IFRS issued after T June 2011 will not be
applicable to public benefit entities. Accordingly, no disclosure has been made about new or amended NZ IFRS
that exclude public benefit entities from their scope.

(u) Comparative Figures

The comparative figures in the financial statements and related notes are for the half year ended 31 December
2012.
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CREDIT UNION LAKELAND

Nofes fo the Financial Statements
FOR THE HALF YEAR ENDED 31 DECEMBER 2013

2 REVENUE AND EXPENDITURE

31-Dec-13 31-Dec-12
REVEMUE %000 $000
[q) Interest Revenue
Interest on loars 680 b6bb
Interest onirvestments 54 31

Duldends on Newy Zemcnd &ssocmhon of Credit Urmrs qui‘rcl Nofes

Toiql mirerest revenue 7
(b) Other Income

loanapplicaiion fees Al 54
Cost recovery fees 321 375
Commissiors egrred

Otherincome

Total oiher moome _
Totql operating revenue

EXPEHDITURE

|} Interast Expenditure

Intereést on members’ call shares &0 ol
Inerest onmembers' term shares 17 193
Interest onoverdraft from Mew Zeulond Assouuhon afCredn Unons 4 3
Totql interest expendifure Ly . . Y Dy
(d) Employee Banefits

Salaries and wages 350 283
Kiwisaver contibufions & 3
Accident compersation 1 1
Shaff training & ]
Staff uriforms & &
e R R e RS — T Tz
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CREDIT UNION LAKELAND

Noftes fo the Financial Statements
FOR THE HALF YEAR ENDED 31 DECEMBER 2013

2 REVENUE AND EXPENDITURE (continued)

31-Dec-13 31-Dec-12
=) Other Administration Expenditure SO00 %000
Auditors’ rernurerafion - Extermal audit - Picewaterno eeCoopers 1 &
Irtermal audit 1 1
Bark charges 46 4]
Credif Urion Irsurance - loanand savings insumnce 19 17
Direciors’ fees - -
Directors' experses and fraining 7 7
Loanexperses 23 a1
MNZAC LU fees 25 25
Marketing experses &l 1
Trareacion processing costs 212 202
Postoge 2 7
Prirting and staiorery 10 &
Shatutory Complionce 16 23
Other experses 50 37
Totgl other axpanditure 490 438
{f1 Loan Impgirment Expenses
Bad debts wiitter off Fis) 43
Bad debts recoverad (%) (2
Movermertinallowance forimpaired loars (7] 15
Total loan impairment axpenses 138} 27
{g) Deprecigtion
leasehold improvemernts n 1
Computer equipment 9 4
Furriture fitings and equipment 4 2
Total depredigtion expendifure 24 24

3 INTEREST PAID

Interest is paid to depositing members and relates to the Credit Union’s ability to pay the interest. At fimes during
the period the Credit Union may offer depositors special accounts that have a pre-set interest rate. Interest rates
applied to members’ deposits for the period were (% per annum):

31-Dec-13 31-Deac-12
Ordirary shares 0-45% 0-45%
Chiistrmas club 20% 2.0%
Loyalhy 0-15% 0-15%
Term shares 3.5 -5.0% 40-5 6%
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CREDIT UNION LAKELAND

Nofes fo the Financial Statements
FOR THE HALF YEAR ENDED 31 DECEMBER 2013

4 RESERVES

Retained Earnings
Reserve arising from retained surpluses accumulated from operations.

General Reserve

In past years a general reserve was established in accordance with Section 119 of the Friendly Societies and Credit
Unions Act 1982 which required the Credit Union to transfer 5% of gross earnings to the general reserve until the
genera reserve was the equivalent of 5% of total assets, and thereafter maintained at a minimum of 5% of fotal
assets. Following the enactment of the Friendly Societies and Credit Union Amendment Act 2012 there is no longer
a requirement to maintain a general reserve. Accordingly, this reserve will be transferred to retained earnings in
the future.

Tofal Reserves
The Trust Deed requires total reserves, including retained earnings, amount to be af least 10% of fotal assets of the
Credit Union.,

5 CASH AND CASH EQUIVALENTS

31-Dec-13 30-un-13

Averqge Interast
5 |q) Cash and Cash Equivglents Rate p.q. $000 000
Cashon hand 0% a4 456

Borktolonces 000 10100% 931 594

Total cash qndcqshequmqlen'ls : . 1080

21,345
5 Deposits gt New Zegland Associgfion of
Credit Unions gnd Awhi Credit Union
Term deposis 2761044% 2,300
Total deposits 2,300

The Credit Union does not hold tradeable securities. Effective interest rates are the original contracted values. The
deposits with the NZACU’s central banking facility are excess funds held by the Credit Union. The NZACU
minimises its exposure to credit risk by maintaining a diversified portfolio with majority of investments with deposits
in banks and money market securities. Movements in market rates will not affect the recorded values of these
investments.

6 TRADE AND OTHER RECEIVABLES
3T-Dec-13 31-Deac-12
$000 S000
Accroed inferest 21 23
Prepaymerts 16 12
Other receivables 12 16
Totql frade and otherreceivgbles =~~~ 3@ K
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CREDIT UNION LAKELAND

Noftes fo the Financial Statements
FOR THE HALF YEAR ENDED 31 DECEMBER 2013

7 LOANS TO MEMBERS

Loans are made in accordance with the lending policy of the Credit Union and are repayable on demand. An
allowance for impairment has been made at the end of the reporting period. Bad loans are written off against the
allowance for impairments.

[a) Loans to Mambers Comprise of:

31-Dec-13 31-Dec-12
%000 %000
Neither past due norimpaired 10,669 10,579
Past due put not impaired
110 30 days 654 1,124
21 1o 90 days - -
over 90 days - -
Impaired [oans
Restructured loars 133 133
Impaired individually 665 343
Impaired collecfively 230 22
Gross Loars 12,553 12,451
Less:
Allowance forimpaired individually 136 214
Allowance forimpaired collectively and restructured &2 &3
Meat logns to members 12,355 12,166
(b) Credit quality - Security dissection
Zecured by first morgage over real estate 7011 b ALT
Secured by mator vericles and ofrer collateral 3,501 3,473
secured by members shanes 1,320 1,484
Ursecured 777 457
Gross logns o membpers 12,553 12,451

It is impracticable to provide a valuation of the collateral security held against loans due to the large number of
loans the Credit Union has at any one time. A breakdown of the quality of the security on a portfolio basis is as
follows:

Secunity held as morigage agairst real estote is onthe bosis of:

- loan o valuafion rafio of less than 0% 6,791 5 876
- loanto valoafion rafio of more than &0% bt morgage irsured

126 &64
~ loanto valuafion rafio of more than 80% bt not mortaage irsured 04 o7
Total mortgages 7,01 &,837
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Nofes fo the Financial Stafements
FOR THE HALF YEAR ENDED 31 DECEMBER 2013

7 LOANS TO MEMBERS (continued)
() Credit quality - Concenfration of loans 31-Dec-13 31-Dec-12
i) Loars o individual or related groups of members whichexceed 10% 2 2
of member funds inoggregate
i} loams o membérs concentrated fo individuals emploved in any NIL NIL
particularindustry
il Loars o members concentrated solely in New Zealand and
. _ 100% 100%
pti nci pally within the common bond of the Credit Urion
8 IMPAIRMENT OF LOANS AND ADVANCES
Il Frowsion For impadmen?
31-Dec-13 31-Deac-12
S000 $000
Opening balarce 270 270
[72) 15

Increase (decrease) for provision for impairment

1impaimment expenses

w8

_ 285

Key assumpfions in determining the allowance for impairment

In the first instance, and where practical, the likely impairment is calculated on an individual basis taking into
account the ability of the member to continue making payments and the value of the security. Theredfter, on the
balance of loans not assessed as impaired individually, a collective provision is made using the Prudential
Standards issued by the NZACU. The circumstances may vary for each loan over time resulting in higher or lower
impairment losses. The collective assessment of impairment includes an estimate based on the length of time the
loan is in arrears. The impairment provision on collectively impaired loans is based on the following formula plus
an additional provision for loans in the 1to 30 days overdue category.

Period of Impairment

31 days to 90 days

91 days to 180 days

181 days to 270 days

271 days to 365 days

Over 365 days

Unauthorized overdrawn savings
Authorised overdrafts

% of Balance

20%
40%
60%
80%
100%
100%
1%
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FOR THE HALF YEAR ENDED 31 DECEMBER 2013

8 IMPAIRMENT OF LOANS AND ADVANCES (continued)

{a] Impairment of Loans

Leans
Restructured Individuglly Collectivaly
Leans  Impagired Logns Provisioned Total
Gross Receivaples $000 $000 000 000
Gross carrd ng amountat 1 July 2013 14 7é 230 1,087
Addifiors fo class @ 580 1,651 2,470
Wiitlern off i ! - (78]
Deletiors from class N&) 554 0.687) 2,457
Grogs camrying amount gt 31 Dec 2013 133 565 230 1,028
Allowanes for Impgirment
Provisionat 1 July 2013 7 201 &7 275
Addifiors o class K] 215 132 249
Whitten off U] 78 - 3
Delefiors from closs 2] [202) 140 347
Provision qt and of period 3 13& 59 198
Neat logns gt 31 Dec 2013 130 529 i 830
Logns
Restruchured Individuqlly Collactivaly
Logns  Impaqgired Logns Provisioned Total
Gross Receivables 2000 S000 $000 000
Gross carndng amourdat 1 July 2012 163 537 &3 763
Addifiors fo class 3 470 2,07 2,544
Wiitten off - 4 - (42
Delefiors from closs (2% 1) 2,052 2,522}
Gross cqmying amount gt 31 Dec 2072 139 553 52 744
Allowanee for Impaimieant
Provisionat1 July 2012 13 124 &3 270
Addifiors to class 4 174 145 743
Writtenoff - ()] - 43
Delefiors from class - 108 (154 &3]
Provision qt end of period 17 216 52 285
Net logns qt 31 Dec 2012 122 337 - 459
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CREDIT UNION LAKELAND

Nofes to the Financial Statements
FOR THE HALF YEAR ENDED 31 DECEMBER 2013

8 IMPAIRMENT OF LOANS AND ADVANCES (continued)
31-Dec-13 31-Dec-12
Ic] Interast and Other Revenue racognised and foregone %000 $
Inferest revenue on nonraccrual and restructured loams - -
Interest foregone on noraccrual and restructured loars - -
Revenue an real esiale acquired - -
Revenue onother assets acquired - -

|d} Fair Value of Assets Acquired

Assetls ucql.ired through the eénforcement of security - 4
Assets acquired through the enforcement of security used by the
Credit Urioninits operafiors ; - -

Total fair value of assets aoquired

The policy is to sell the assets via auction at the earliest opportunity after measures fo assist the member to repay
the debts are exhausted.

fe) Loans with repayments past dve but not impaired

The total of past due loans (which were overdue by between 1 day and 30 days at 31 December 2013 but not
impaired was $656,217 (31 Dec 2012: $1,127,607). All 90 days past due assets are included in the individually
impaired and collectively impaired loan categories.

9 PROPERTY PLANT AND EQUIPMENT
{a) Movement in Carrying Amounis
Fumiture v
Leqsehold  Computer and Motor

31 Decamper 2013 Improvements Equipment  Equipment Vehicles Tolql

S000 S000 %000 000 H000
Cost
Cost brought Forward 219 318 294 25 85&
Addifions - 15 - - 15
Dispo_scls (refunds) - - - - al
Closingcost31Dac13 219 333 = 294 25 BN
Accumulqted Depradigtion
Opening Accumulqgted Depredigfion 128 276 260 25 589
Depreciationfor the petiod , 1 G 4 - 24

loss ondisposals - - - - .

s

Net book value qt 31 Dec 2013 80 43 30 - 158
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Nofes fo the Financial Stafements
FOR THE HALF YEAR ENDED 31 DECEMBER 2013

9 PROPERTY PLANT AND EQUIPMENT (continued)
Furniture
Leqachold  Computer and Motor

21 Deacambear 2012 Improvements Equipment  Equipment  Vehicles Toilql

S000 SO00 S000 $000 S000
Cost
Cost brought Forward 210 277 290 25 802
Addifiers - 2 1 - 3
Disposals (refunds) - - - - -
Closing cost 31 Dec 12 270 279 291 25 805
Accumulqted Depreciglion
Opening Accumulated Deprecigiion 106 263 241 25 &35
Depreciafion for the period 10 4 10 - 24
loss ondisposals - - - - -
Closing gocumulated deprecigfion
31Deac12 s 2567 251 25 &59
Net book value gt 31 Dec 20712 o4 12 40 - 14&

(b) Impairment Losses
There were no impairment losses in respect of property, plant and equipment.
10 NEW ZEALAND ASSOCIATION OF CREDIT UNIONS CAPITAL NOTES

New Zealand Association of Credit Unions Capital Notes are classified as "available-for-sale” financial assets and
are issued by the New Zealand Association of Credit Unions Business Services Division as Trust Base Capital Notes
{Capital Notes). These represent monies invested with the New Zealand Association of Credit Unions Business
Services Division Trust for an open-ended term. The Capital Notes constitute unsecured obligations of the Business
Services Division Trust and rank equally and without priority or preference among themselves. The Capital Notes
rank after creditors in the event of the winding up of the Business Setvices Division Trust. Capital Notes may only
be sold or transferred to another Credit Union that is a member of the Business Services Division Trust and with the
consent of the Business Services Division Trust's Board of Directors. The Capital Notes are redeemable in full, with
five years notice, by the Association. However, the Credit Union has no intention of redeeming the investments in
the foreseeable future.

There is no active market for these securities which have no guaranteed rate of return.
Dividends are payable on a six monthly basis subject to the profitability of the Business Services Division Trust.
Capital Notes are non current assets,

The New Zealand Association of Credit Unions has been generating a surplus in the last three financial years and
increased its asset backing for the Capital Notes which had fallen below par. The recent history of dividend
payouts as a return on the Capital Notes supports the view that the Capital Notes are appropriately valued at their
face value and it is determined that no impairment loss has arisen at balance date.  Consequently, the carrying
value of the Capital Notes approximates their fair value at balance date.

The Credit Union's investment in these Base Capital Notes enables the New Zealand Association of Credit Unions

to provide the Credit Union with essential services such as the core operating system, a central bank and
"treasury" function, debit card facilities and insurance products.
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10 NEW ZEALAND ASSOCIATION OF CREDIT UNIONS CAPITAL NOTES (continued)

31-Dec-13 31-Dec-12
$000 $000
New Zealand Assaciafionof Credit Unions Capifal Notes 266 266

LESSImpclrmem _ ; il _-

Tofql qvmlqble-for-sqle mmh-nents

n TRADE AND OTHER PAYABLES

Accesscard - ATM and EFTPOS card settlement 223 32
Accrued interest payable n4 126
Residert withholdi ng fax 12 12
Trade payobles 168 196
Employee ermﬂemerﬂs 6? ‘53
Total frade and other qublee 459
12 MEMBERS’ DEPOSITS

Cuall shares $000 S000
Gereral savings accourts 3,262 3,124
Loyalty Saver 277 2,297
Christmas Sover 45 50
Totglcalideposits =~ 5884 5A71
Term Shares: Onigingl Maturity Terms

0-3 Months 434 742
4-6 Miorths 2,295 2,015
7-9 Morths 1,619 2,262
10-12 Months 3,226 2,730
i ferﬁ‘i"'éﬁﬁré T ‘ T — LT ey
Total members' deposits 18,259

Deposits from members are occepted on the bOSIS of a flxed volue of $1 per share. Deposﬁs no’r in whole dollars
are deemed to be advance subscriptions for shares. Dividends not paid in cash, and reinvested by members, are
deemed to be subscriptions for shares and add to the members’ share balance in the Credit Union. The Directors
believe the reported values reflect fair value.

Members’ shares are secured by a first ranking equitable assignment by way of security over the whole of the
Credit Union's present and future undertaking, property, assets and revenues, including the proceeds received for
the subscription shares and unpaid capital (if any). The equitable assignment by way of security was granted in
favour of Foundation Corporate Trust from 23 April 2013, replacing Trustee Executors Limited the Prudenfial
Supervisor of the Credit Union who had been the Prudential Supervisor under a Trust Deed dated 9 February 2001,
which has been registered with the Registrar of Companies.

The Credit Union has also granted to Foundation Corporate Trust from 23 April 2013 replacing Trustee Executors as
the prudential supervisor a security interest in all its present and after-acquired personal property as additional
security for the members’ shares. Foundation Corporate Trust has registered a financing statement under the
Personal Property Securities Act 1999 in respect of the same. The grant of this security interest was recorded in a
Deed of Modification to Trust Deed dated 18 October 2002, which has been registered with the Registrar of
Companies.
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13 COMMITMENTS

31-Dec-18 31-Dec-12

$000 S000

[a) Future Capitql Commiiments Mil Mil
[b) Fingnce Legse Commitments Mil il

(<} Opergling Leqse Commiiments

Az at balance date the Credit Urion had enfered i nio the operating lease agreerment for the premise ofifs
ofice in Boterua. Noncancellable operaling leases corfracted for but not capitalised inthe inancial
statermenrits, povable:

Mot lorger than 1 year 146 a9
Lorger than 1 and ot longer than'5 years 185 -
lorgerimns years - -
Total opearating leqse commiimenis 333 39

The property lease is a non-cancellable lease with rent payable monthly in advance. The lease expires on 31
March 2016.

1d) Ouistanding Loan Commitments

Loars and credit faciliies approved bt rot funded or drovwniat tre end of the reporting petiod:

Loars approved but mot funded 104 &%
Undrawnoverdrafl, ine of credifand Accesscredit 35 29
Total oufstqnding [oan commitments 132 118

14 CONTINGENT LIABILITIES

There are no contingent liabilities not provided for in the financial statements at 30 Jun 2013 {30 Jun 2012 Nil).

15 STANDBY BORROWING FACILITIES

Approved Current Nat
Facility Bofmowing Avqgilable
H000 S000 %000
3TDec-13
Overdraft Facility 1,500 - 1,000
Standbyy Facility - - -
Total borrowing facilities 1,000 - 1,000
31-Dec-12
Cwverdraft Facility 1,000 - 1,000
Standby Facility - - -
Tolal borowing fadlities 1,000 - 1,000

Currently the unused overdraft facility is $1,000,000 (2012, $1,000,000). The interest rate is 5.65% and the pendlty
rate is 8.5%. There are no material ferms of use.

16 EVENTS OCCURRING AFTER BALANCE DATE
There are no known events subsequent to 31 Dec 2013 which would materially affect these financial statements.
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17 FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES
The board had endorsed a practice of compliance and risk management to suit the risk profile of the Credit Union.

Key risk management practices encompassed in the overall risk management framework include:
- Market Risk and Hedging management

- Credit risk management

- Liquidity risk management

- Operations risk management

- Capital adequacy management

The Credit Union has undertaken the following strafegies to minimise the risks arising from financial instruments:

Market Risk and Hedging Policy
The Credit Union is not exposed to currency risk, and other price risk. The Credit Union does not trade in the

financial instruments it holds on its books.
The Credit Union is exposed to inferest rate risk arising from changes in market interest rates.

The practice of the Credit Union fo manage the risk is fo maintain a balanced "on book" strategy by ensuring the
net interest rate gops between members loans and members term shares are not excessive. The measured gap
in each 3 month range to be maintained between 6.0% and 10.0% of the difference between loans and members’
deposits. The gap is measured monthly to identify any large exposures to the interest rate movements and to
rectify the excess through targeted fixed rate interest products available through investment assets, and term
deposits liabilities to rectify the imbalance to within acceptable levels. The Credit Unions exposure to interest rate
risk is set out in Note 19 which details the contractual interest change profile.

The following table summarises the sensitivity of the Credit Union's assets and financial liabilities to a 1%
movement in inferest rate risk on the Credit Union's financial position and financial results. The 1% movement is
used because management believes that this is the reasonably possible change to the official cash rate (OCR)
within the next 12 months.

2013 - Interest Rqte Risk 2012 Interest Rgte Risk
=-1% +1% -1% +1%
Camying Profit &  Profit & Camying Profit & Profit &
Amvdunf Equity Equity Amount Equity Equity
$000 $000 $000 $000 $000 $000
Fingndal Agssets

NZACU ard bank deposits 3,031 20 20 2,300 (23 23
Loan receivables 12,558 26 126 12,451 (125) 125
(156 154 (148 1486

Fingndiql Ligbilitias
Members deposits 13,259 133 (133} 13,227 132 32

Tolal inqease 7 (deqeqse) 24 =24 s 1B

The Credit Union performs sensitivity analysis to measure market risk exposures. The method used in determining
the sensitivity was to evaluate the profit based on the timing of the interest repricing between the members
deposits and loans for the next 12 months. In doing the calculation the assumptions applied were that:

- The interest rate change would be applied equally over the loan products and term deposits

- The rate change would be as at the beginning of the 12 month period and no other rate changes would
be effective during the period
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17 FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES {continued

- The term deposits would dll reprice to the new interest rate af the term maturity, or be replaced by deposit
with similar terms and rates applicable

- All loans woutld be repaid in accordance with the contractual repayment terms {or current average
repayment ratej

- The value and mix of call savings to term deposits will be unchanged

- The value and mix of personal loans to mortgage loans will be unchanged

There has been no change to the Credit Union's exposure to market risk or the way the entity manages and
measures market risk in the reporting period.

Credit Risk - Loans

Credit risk is the risk that the other party fo a financial instrument will fail to discharge their obligation resulting in
the Credit Union incurring a financial loss. This usually occurs when debtors fail to settle their obligations owing to
the entity. The majority of members are concentrated in the Rotorua district and environs as well as the Tokoroa
area so there is a major credit risk with respect to loans and receivables were there to be a disaster affecting
these areas. The Credit Union minimises this risk by having a large number of customers. The credit policy is that
loans and investments are only made to members that are credit worthy.

The Credit Union has established policies or procedures over the:

- Credit assessment and approval of loans and facilities covering acceptable risk assessment and security
requirements

- Limits of exposure over the value to individual borrowers, non mortgage secured loans, and
concentrations to geographic and industry groups considered at high risk of default

- Reassessing and review of the credit exposures on loans and facilities

- Establishing appropriate provisions to recognise the impairments of loans

- Debt recovery procedures

- Review of compliance with the above policies

Regular reviews of compliance are conducted as part of the internal audit scope.

The risk of losses from the loans undertaken is primarily reduced by the nature and quality of the security taken.
The board policy is to maintain between 40% and 60% of the loans in well secured residential mortgages which
carry an 80% Loan to Valuation ratio or less.

The Credit Union has a concentration in the retail lending for members who reside primarily in the Rotorua District
and environs as well as a branch in Tokoroa.. This concentration is considered acceptable on the basis that the
Credit Union was formed to service these members.

Daily reports monitor the loan repayments to detect delays in repayments and members are contacted after 7
days to establish any reason for non payment or to advise that a payment has been missed. For loans where
repayments become doubtful, external consultants are engaged to continue and support recovery action initiated
by Credit Union.

Exposures to losses arise predominately in the personal loan area and are spread across the varying personal
loan sectors.

The significant accounting judgements are related to the determination of the provision for impairment of loans are
set out in Note 8.

Credit Risk - Liquid Investment

Credit risk is the risk that the other party to a financial instrument will fail to discharge their obligation resulting in
the Credit Union incurring a financial loss. This usually occurs when members fail to settle their obligations owing
to the Credit Union.

There is a concentration of credit risk with respect o investment receivables with the placement of investments in
New Zedaland Association of Credit Unions and trading banks. The credit practice is that investments are only
made to institutions that are credit worthy.

The risk of losses from the liquid investments undertaken is reduced by the nature and quality of the independent
rating of the investee and the limits to concentration on one entity.
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17 FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (continued)

The Board practice is to maintain all its investments with New Zealand registered banks or the New Zealand
Association of Credit Unions, an association set up to support the member credit unions. The Association has a
credit rating of BB+ {Standard and Poor’s} and invests principally with bank deposits and money market securities.

Crediit Risk - Equity Investments
The Credit Union does not have investments in equity investments other than the Capital Notes in the New Zealand
Association of Credit Unions (refer to note 10).

Liquidiity Risk

Liquidity risk is the risk that the Credit Union may encounter difficulties raising funds to meet commitments
associated with financial instruments, e.g. borrowing repayments. It is the policy of the Board of Directors that the
Credit Union maintains adequate cash reserves and committed credit focnlmes so as to meet the member
withdrawal demands when requested.

The Credit Union manages liquidity risk by:

- Continuously monitoring forecast and actual daily cash flows

- Reviewing the maturity profiles of financial assets and liabilities

- Maintaining adequate reserves, liquidity support facilities and reserve borrowing facilities

- Regularly monitoring loan repayments and comparing to cash flow forecasts

- The Credit Union has a standby borrowing facility with the NZACU fo provide support to the Credit Union if
necessary at short notice.

- Regularly monitoring loan repayments and comparing forecast cash flows

The Credit Union's policy has a Trust Deed requirement to maintain at least 8% of total assets as liquid assets
capable of being converted to cash within 7 days. The ratio is monitored and reported to management, the Credit
Union Board and its Trustees on a regular basis. Should the liquidity ratio fall below this level, the management
and Board are to address the matfer and ensure that the liquid funds are obtained from new deposits or
borrowing facilities available.

The maturity profile of the financial liabilities, based on the contractual repayment terms, is set out in the specific
note 18. Whilst there is liquidity deficiency for the within one month period of $4,139,000 as at 31 December 2013
{31 Dec 2012 $4,407,000), based on the contractual arrangements, the Directors can manage any potential
mismatch and meet its obligations as they fall due as all loans to members are repayable on demand. In addition,
the profile assumes that all members' shares are repaid when they mature. In the ordinary course of business, the
Credit Union normally retains the members deposits which are due within 1 month ensuring that it does not need
to demand repayment of the members' loans.

The ability to demand repayment of all members' loans provides the Credit Union with ready access to funds if
some or all members' shares required repayment. The Credit Union also has the right at any time to require a sixty
day notice period for repayment of members' shares and has an undrawn overdraft facility of $1,000,000 with the
New Zealand Association of Credit Unions {refer to note 15).

Operational Risk
Operational risks relate to those risks arising from a number of sources including legal compliance, business
.- continuity, data infrastructure, outsourced services failures and employees’ errors.

These risks are managed through the implementation of policies and systems fo monitor the likelihood of the

events and minimise the impact. Systems of internal control are enhanced through:

- the segregation of duties between employee, e.g. approval and processing duties are two separate functions
where possible

- documentation of the policies and procedures, employee job descriptions and responsibilities, to reduce the
incidence of errors and inappropriate behaviour

- implementation of the whistle blowing policies to promote a compliant culture and awareness of the duty fo
report exceptions by staff

- education of members to review their account statements and report exceptions to the Credit Union promptly

- effective dispute resolution procedures to respond to members complaints

- effective insurance arrangements to reduce the impact of losses

- contingency plans for dealing with the loss of functionality of systems or premises or staff

- regular reviews by the internal auditor.
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17 FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (continued)

General Market Risk

Like all businesses, the financial performance of the Credit Union may be affected by the state of the New Zealand
and international economies. Economic slowdowns, such as New Zealand is currently experiencing will generally
have a negative impact on demand for goods and services and thus, income, which may in turn adversely affect a
member’s ability to invest in shares in the Credit Union and to meet his or her loan payment obligations to the
Credit Union. This in turn may affect the profitability of the Credit Union and returns paid to members.

Capital Management

The Credit Union is regulated under the Friendly Societies and Credit Union Act 1982. There is a statutory
requirement over the minimum reserves required to be maintained. In addition the Credit Union operates under a
Trust Deed which requires the minimum reserves to be held by the Credit Union to be 10% of total tangible assets.
The Credit Union reserves at the end of the reporting period is stated in note 4.

The Credit Union's capital is determined as follows:

31-Dec13 3M1-Dec12
5000 S000

Tier 1
Retained earnings 2509 2,395
General reserve - -
Tolal Tier 1 raservas 2,509 2395
Tier 1 Capital Ratio to Total Tangible Assets 15.32% 14.58%

In addition, the Credit Union must comply with the “Deposit Takers (Credit Ratings, Capital Ratios and Related Party
Exposures) Regulations 2010 which came into effect on 1 December 2010. These regulations require a minimum of
10% capital ratio (equity to risk weighted assets} and the Credit Union meets the requirements of these regulations.
As at 31 December 2013 the Credit Union’s capital ratio was 15.32%, (2012: 14.58%).

To manage the Credit Union's capital, which can be affected by excessive growth and by changes in total assets,
the Credit Union reviews the capital adequacy ratio monthly and monitors major movements in the asset levels.
Policies have been implemented to require reporting to the Board and the Trustee if the capital ratio falls below
10%. Further, an annual capital budget projection of the capital level is maintained annually to address how
strategic decisions or trends may impact on the capital level.
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18

MATURITY PROFILE OF FINANCIAL ASSETS AND LIABILITIES

Monetary assets and liabilities have differing maturity profiles depending on the contractual term, and in the case
of loans the repayment amount and frequency. The associated table shows the period in which different monetary
assets and liabilities held will mature and be eligible for renegotiation or withdrawal. In the case of loans, the table
shows the period over which the principal outstanding will be repaid based on the remaining period to the
repayment date assuming contractual repayments of each loan are strictly complied with and is subject fo change
in the event that current repayment condifions are varied. Future Interest Receivable and Future Interest Payable
represent the expected future inferest cash flows arising from the contractual obligations of the underlying
monetary assets and liabilities respectively.

Within 1 Months Months Months Yeqars Years
31-Dec-13 On Cgll Month 1-3 2=-5 &-T12 1-2yeqars 2 -5years & 5vyears No Maturity Total
Monetary Assets Receivgble 5000 $000 $000 $000 %000 $000 $000 $000 $000 $000
Cash & bank 1,345 - - - - - - - - 1,945
Receivables - 33 - - - - - - - a3
Future irferest receivable - 28 122 267 463 693 1,286 2,876 5,675
Irvestrents - Capital Notes - - - - - - - - 368 36§
Cashirvestmerts - 630 1450 - - - - - - 2,100
Loors - 206 410 597 1,090 1,768 12,553
Total monelary qesels receivable 287, 864 1553 2ue1 [ Tt
Monetqry Ligbilities Payable
Payobles - 538 - - . . " - . 538
Future irferest payable - ¥l 50 a 123 . - “ - 257
Members® call shares 5,484 - - - - - - - - 5,484
Members’ ferm shares - 1,402 1870 1679 2824 - - - - 7,775
Total monetary igbilifies payable . 5884 1982 1920 1721 297 - L e g nayrg

Within1 Monthe Months Months Years Years
31-Dec-12 OnCall  Month 1-3 3-6 &-12 1-2years 2-5years s 5years No Maturity Total
Monefary Assets Receivgble 5000 $000 $000 %000 $000 $000 $000 %000 %000 %000
Cosh & bank 1,050 - - - - - - - - 1,050
Receivables - 39 - - - - - - - 3z
Future interest receivable - 24 185 2353 438 661 1,232 2,740 5,603
Investments - Capital Notes - - - - - - - - 368 368
Cashirvestments - 1,300 1,000 - - - - o - 2,300
loars - 208 0% 590 1,086 1,628 1719 6,861 - 12,451
Total monetary qesels receivable . 1050 1,641 1594 843 1474 2289 2951 9801 . 368 . 2iEM
Monetary Ligbilities Payable
Payobles - 396 - - - - - - - a%é
Future interest poyable - 34 44 2 &3 =~ - - - 254
Members' call shares 5,457 - - - - - - - - 5,457
Members' ferm shares - 874 2,292 2,152 2,452 - - - - 7,770
Tolal monetary ligbilities payable . 5357 11,304 2336 /2288 o - = - naaz
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19  INTEREST RATE RISK

The Credit Union's exposure to interest rate risk, which is the risk that a financial instrument’s value will fluctuate as a result of changes in market interest rates and the effective

weighted average interest rate on classes of financial assets and financial liabilities, is as follows:

Repricing period at 31Dec
Fixed Intarest Bote Maturing in:

Weighted average
offeciive irntarast rate*

Sat 6 monthly in Mon-interast
Foating Inferest Fate| 0 jo 3 months Stoémonths  6Gtol2months 1102 yvears amears Total

2013 20012 2013 20z 2013 2012 2013 2012 2013 2002 2013 202 2012 203 2012

4000 000 €000 FO0C  $D0OD  FOO0  $DDD  F000 Y000 $000 000 $000 $000 $'000 $000
Monekyy Aszelk
Cash & bank 1,345 1,050 - - - - - - - - - - - 1,345 1,050
Deposits at NZACU - - R100 2,300 - - - - - - - - - 2,100 2,500
Trade & other receivables - - - - - - - - - - - - 32 33 39
Loans fo members - fixed - - - - - - - - - - - - - - N
Loans to members - variable 12,553 12,451 - - - - - - - - - - - 12,553 12,451
Base Capital Notes - - - - - - - - - - 368 563 - 368 368
Tokd monekry qeset: 13,698 13,501 2,100 2,500 - - - - - - 368 361 39 1639% 15,208
Moneiory Liobiikes
Members' deposits 5484 5457 3272 3166 L67% 2,152 2824 2452 - - - - - 13,259 13,227
Other payables - - - - - - - - - - - - 396 538 396
Tolal monedory Eobifes 5484 5457 3272 3066 1,679 2152 2824 2457 - - - - 896 18,797 13,623

* The waighted averoge effeclive intarest rate hos been caloslated on the interest sensifive finandal instrumants in eadh catagorny.

{a) Capital notes do not have any pre defermined rate of interast.. On $368 ,442 of the base copital nates inferestis poyabla on a six monthly basis subjedt i the profitability of the NZACU Business Senoes Division Trust.
The last inferast payment was at 4.5% per annum (2Q12: 5.6%% per annumj.

2013 2012
4000 000

0.00% 0.00%

3.41% 3.47%
N/ /A
o.00% 0.00%

10.90% 10.97%

4.50% 5569%
3.47% 395%
NiA MNIA
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20 OTHER CREDIT RISKS

{a) Maximum Credit Risk Exposure

The Credit Union’s maximum credit risk exposure, without taking into account the value of any collateral or other
security, in the event other parties fail to perform their obligations under financial instruments in relation to each
class of recognised financial asset, is the carrying amount of those assets as indicated in the Statement of
Financial Position.

(bj Concentrations of Credit Risk

The Credit Union minimises concentrations of credit risk in relation fo loans by undertaking transactions with a
large number of customers. Credit risk is currently managed in accordance with the Prudential Standards to
reduce the Credit Union’s exposure to potential failure of counterparties to meet their obligations under the
contract or arrangement. All loans are to members of the Credit Union who are concentrated mainly in the Rotorua
district of New Zealand.

(c) Large Counferparties
The Credit Union has exposure to counter-parties in excess of 10% of equity as follows:

Number of counterparties
2013 2012
Greater than 100% of equity - 1NZACU
Between 90% and 100% of equity 1NZACU -
Between 80% and 90% of equity - -
Between 70% and 80% of equity - -
Between 60% and 70% of equity - -
Between 50% and 60% of equity - -
Between 40% and 50% of equity - -
Between 30% and 40% of equity - -
Between 20% and 30% of equity - -
Between 10% and 20% of equity 2 Loans 2 Loans

In relation to loans to members, where a member has shares as security or deemed security, the security has not
been taken into account when calculating the percentage of exposure.

{d} Loans to Members

Loans can only be made to Credit Union members. Loan interest rates range from 6.95% to 23.95% p.a. (2012
6.95% to 26.45% p.a.) with delinquent loans, or loans with decreased security, possibly incurring an additional
penalty of 5% p.a. The Credit Union has a lending policy that requires various levels and types of security for loans
and includes that a portion of loans may be secured over the borrowing members shares. The Friendly Societies
and Credit Unions Act 1982 limits the risk of any one member and provides, along with the loan agreement, that
any and all shares might be used to offset an individual loan to the limit of their liability. Under section 110 of the
Act, the maximum indebtedness and repayment ferms of a member shall not, without the prior consent of the
Registrar, exceed the following limits:

Unsecured Loan 5% of the value of the assets of the Credit Union and 5 Years
Secured Loan 10% of the value of the assets of the Credit Union and 25 Years

The Registrar of Friendly Societies and Credit Unions has approved an extension of the secured loan term from 10
fo 30 Years.

21 CONCENTRATION OF FUNDING

The Credit Union’s source of funding is members’ deposits. Accordingly, the funding is concentrated in and limited
to the area of the ‘common bond' and consequently the Credit Union funding is almost exclusively from individuals

residing within the Rotorua District and environs. The funding from members is recorded as members’ deposits in
the Statement of Financial Position.
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22  FAIR VALUE OF FINANCIAL ASSETS AND LIABILITIES

All financial assets and liabilities, with the exception of loans to members are short-term instruments where their
carrying amount in the Statement of Financial Performance equates to their fair values. As detfdiled in the
accounting policies, loans are carried at estimated redlisable value after providing for impairments. The Directors
believe that any differences between carrying value and fair value are not material because the loan periods are
relatively short and can be changed to “on demand” by the frustees. In addition, interest rate differences between
lending dates and balance date are not significant.

Fair value measurements of financial instruments are classified using a Fair Value Hierarchy (with Levels 1-3) that
reflects the significance of the inputs used in making the measurements. The fair value of financial instruments that
are not traded in an active market is determined by using valuation techniques. These valuation techniques
maximise the use of observable market data where it is available and rely as little as possible on entity specific
estimates.

The three different levels have been defined as follows:

- Quoted prices (unadjusted) in active markets for identical assets or liabilities (level 1)

- Inputs other than quoted prices included within level 1that are observable for the asset and liability, either directly
{that is, as prices) or indirectly (that is, derived from prices) (level 2)

- Inputs for the asset and liability that are not based on observable market data {that is, unobservable inputs) {level
3)

The only financial instruments held by the Credit Union that are recognised at fair value are derivative assets and
liabilities. Management considers the derivatives held by Credit Union Lakeland to be included in level 2 as all
significant inputs required to fair value the derivatives are observable.

23  RELATED PARTY DISCLOSURES
{a) Remuneration of Directors and Key Management Persons (KMP)

The Credit Union deals with Directors, Trustees and other key management persons (‘KMP”} on the same
terms and conditions applied to all members (including interest rates on loans and shares}:

2073 20172
Cirectors and offer KIVMP holdings ot balonce date are: 3000 S000
Owing fo Directors and other KIMP shares) 57 14
O ng by Directors and other KIVP (loars) 4 13
Interest experse fo Directors and other KIMP lonsharas) - 1
Irferestincome from Oirectors and other KWP on loars) 1 1

There are no shares fram Directors exceeding 12 montks
Tre Direcfors received fees of FHIL 2012 MID for their services

Key management persons are those persons having authority and responsibility for planning, directing and
controlling the activities of the Credit Union, directly or indirectly, including any Director (whether executive or
otherwise) of that entity. Control is the power to govern the financial and operating policies of an entity so as
to obtain benefits from its activities.

Key management persons (KMP} has been taken to comprise the Directors and two senior management
responsible for the day to day financial ond operational management of the Credit Union. (2012: 2)

Key management remuneration for the six months ended 31 December 2013 and the half year ended 31
December 2012 was:
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23 Remuneration of Directors and Key Management Persons (KMP) (continued)

2013 2012
$000 %000
Short term employee bernefits 7% 77
long ferm employee bernelis - -
Togleemuneration . . o o0 o 0”0 T

Remuneration shown as short term benefits means (where applicable) wages, salaries, paid annual leave and sick
leave, bonuses, value for fringe benefits received, but excludes out of pocket reimbursements.

The Directors received no fees or honoraria for their services.

{b)  Oftherrelated parties

2013 2012
Other related pariies’ holdings af balance date are: $000 $000
Owirg to other relaled paries shares) 106 a5
Owing by other related parfies (loars) &g 103
Interest expense to otfer related paries fonshares) 1 1
Inferestincame from other related paries lonloars) 3 1

During the 12 month period loans advanced to Directors and other KMP’s was $nil, {2012: $3,410). Commitments at
30 Jun 2013 were nil, (2012 nil). Funds invested on term deposit by Directors and other KMP’s was nil, {2012: $nil).
All loans and term deposits were at standard terms and interest rates. There are no shares from Directors and
other KMP's exceeding 12 months and all other Directors loans are repayable upon demand.

24 CASH FLOW RECONCILIATION

31A12/2013 3171242012

$000 $000
Operqafing surplus for the period &1 a9
Non Cqsh ltems
Depreciation 24 24
Bad debts written off 79 43
Increase {decrease) in allowance for loan impdairment P 15
25 a2
Changes in Assels and Ligbilities
(Increase) decrease in trade and other receivables 42 51
(Decrease) increase in trade and other payables 28 24
16 75
Net cash provided by operaling acfivifies wr s
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25 CLASSIFICATION OF FINANCIAL ASSETS AND LIABILITIES

Loans and
Receivables Available-for-sale Total
31 Decambear 2013 S000 000 %000
Fingneigl Assets gz per Stqtament of Fingncigl Posifion
Cashard coshequivalents 1,244 - 1,344
Deposits at New Zeolond Associafonof Credit Uriors 2,100 - 2,700
Trade and otrer receivablas excluding prepaymerts) 43 = 33
loars to members 12,355 - 12,355
Capifal mofes - 368 366
Total finandql qssefs 15,832 348 16,200
Financial Liabides at
For ¥oe firough Cher Fingroal
Proktor Lozs LighEes: Toldl
S000 S000 $000
Financial Ligbilities qs per Statement of Finandigl Posifion
Trade c:rrd other payables Exciuding provisiors and
employee terefils) - 536 528
Members' deposits - 13,259 13,259
Total finandal ligbilitias - 13,797 13,797
Loans and
Receivables Auvailable-for-sale Total
31 Decamber 20712 L000 000 000
Fingnciql Assets qs per Stqtement of Finqnaal Position
Coshand coshequvalents 1,050 - 1,050
Deposits af New Zealand Associafion of Credit Uriors 2,300 - 2,300
Trade and otfer receivables excluding prepaymerds) a9 - a8
Loars fo memkbets 12,166, - 12,164
Cagital mofes - 366 366
Total finandal assets 15,555 _3&8 15,923
Finoncigl Liqbikes qf
Far Vaue hrough Oher Finoncial
Proftor Loz Liabife: Todal
L0000 $000 000
Financigl Ligbilities as per Statement of Financial Posifion
Trade ard otrer payables [excluding provisiors and
employee berefits) - a%4 296
Members' deposifs - 13,227 13,227
Total Financiqgl Ligbilities - 13,623 13,623
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