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Chairman’s Report

On behalf of the Board and management of Southern Cross Building
Society (“The Society”), | report to Members on the performance of
the Society for the year ended 30 June 2010.

Since the last annual report to Members
the Society has continued to maintain

a strong financial position amidst
external market conditions that remained
problematic. Whilst there appears to
have been some restoration in investor
confidence, the property market has
remained weak and, notwithstanding
signs that the New Zealand is emerging
from a prolonged recession and interest
rates are at the lowest levels for decades,
demand for lending in all sectors in which
the Society participates, remains soft, a
trend which is consistent with Reserve
Bank statistics.

The Society reported an operating profit
before impairment and non-recurring
items of $2.2 million. Whilst this
performance is below the expectations
of your Board and management, it does
reflect two key strategies reported
previously to shareholders, namely a
re-weighting of the Society’s lending
toward residential lending (as opposed
to commercial and rural lending), and

a conscious decision to carry strong
levels of liquidity. These conservative
strategies have resulted in lower net
interest margins for the period. However,
the Board considers it prudent for the
Society to carry surplus liquidity on

its balance sheet given the prolonged
uncertainties prevailing in financial
markets, notwithstanding the significant
excess liquidity position does carry a
very high opportunity cost. This cost
(sometimes referred to as a “cost of
carry”) arises because the interest yields
on the Society’s treasury assets are low
relative to the Society’s cost of funding
on its deposits and the opportunity

cost associated with deploying the

liquidity in higher yielding first mortgage
property loans. By way of illustration, the
estimated annual cost of carry based on
the Society’s liquidity position as at 30
june 2010, was around $2.0 million.

Overhead costs were contained at almost
the same level as last year, namely $7.5
million. Impairment expenses were

$5.8 million which despite being below
the prior year, reflect the difficulties
experienced by some of the Society’s
borrowers and suppressed property
values. The Board has continued to adopt
a prudent and conservative position
concerning the Society’s provisioning —
which increased by $3.5 million year

on year.

The bottom line performance of the
Society was impacted by the following
non-operating factors:

¢ Costs associated with the proposed
merger initiative of $0.5m and described
further below. This item is disclosed as
a separate item - “Restructuring costs”.

¢ Areduction in the book value of the
Society’s Hamilton branch property of
$1.2 million. The reduction followed
a valuation undertaken as part of the
Society’s policy to revalue its owned
branch properties every three years.
The adjustment is a non-cash item
and in accordance with the Society’s
accounting Society’s policy, required the
adjustment to be made in the income
statement. This has been disclosed as
a separate item - “Revaluation loss on
land and buildings”.

* Changes announced in the May 2010 NZ
Government Fiscal Budget resulted in
the Society being required to write off

the tax value of its buildings, no longer
able to be depreciated for tax purposes
and a reduction in the corporate tax rate
from 30% to 28%. Both the above items
will not be effective until 1 July 2011,
however as the announcements were
made before the Society’s balance date
of 30 June 2010, the Society is required
to recognise the impact of the changes
in the financial statements for the year
ended 30 June 2010.

These non-recurring tax adjustments
resulted in an increase in the Society’s tax
expense for the year of $1.0 million.

After taking into account the non-
operating adjustments referred to above,
the Society reported a net loss for the
year of $4.7 million.

The Society’s capital position at 30 June
2010 remained strong with shareholder’s
funds of $47.6 million and liquidity of
over $136 million — equivalent to one-third
of the Society’s total assets. The Society
continues to be in a very sound

financial position.

A key strategy of the Society since its
capital restructure in june 2007 has
been to pursue consolidation initiatives
with like-minded institutions. As a
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consequence of following this strategy,

it was therefore pleasing to announce on
1 June 2010 that the Society had entered
into a memorandum of understanding
with Canterbury Building Society and
Pyne Gould Corporation Limited with a
view to merging their respective financial
services activities. This will create a larger
entity, substantially New Zealand-owned,
with a view to ultimately becoming a New
Zealand-owned bank which would be
listed on the New Zealand Stock Exchange
(NZX). Further details of the proposed
merger are outlined later in this report.

Operating Environment

As reported to Members last year, the
strong support from depositors and
investors was once again evident in

the year to 30 June 2010 - with average
re-investment rates of around 90% - the
highest levels experienced since the
Society started actively monitoring re-
investment trends when the Society was
restructured in June 2007.

The Society’s overall level of deposits
year on year has remained fairly stable, a
reflection of the support of our depositor
customers who appreciate the Society’s
financial strength and the service our
branches and agencies provide.

Liquidity

The Society’s liquidity position remains
exceptionally strong relative to the size
of its balance sheet. As at 30 june 2010
the Society’s liquid assets were $136.2
million, compared with $115.8 million as
at 30 June 2009. Relative to the minimum
liquidity required by the Society’s trust
deed, the Society held almost $80 million
excess liquidity at 30 June 2010 -and a
liquidity ratio of almost 38% - compared
with 15% required under the trust deed.
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From an operating perspective, and to be
prudent, the Society maintains an internal
minimum liguidity ratio significantly
higher than the trust deed minimum.

The additional liquidity has largely

arisen from the Society’s ongoing active
management of its loan portfolio —
particularly some of its larger commercial
exposures that were either non-
performing or capable of being refinanced
by other lenders.

Funding

The Society’s total level of deposits

has remained fairly constant during the
year. As referred to earlier, high levels of
re-investment coupled with new deposit
flows reflect strong support from the
Society’s loyal depositor base of around
20,000 customers. The Society’s deposits
are covered by the Crown Retail Deposit
Guarantee scheme (“Guarantee”) until
12 October 2010, and thereafter will be
covered under the extended Crown Retail
Depaosit Guarantee scheme (“Guarantee
Extension”) until 31 December 2011.
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Whilst the Society somewhat reluctantly
applied to be included in the Guarantee
Extension having regard to its strong
liquidity position, the Board considered

it prudent to do so. Given the Society’s
“BB” (with stable outlook) credit rating
from Standard & Poor’s, as a building
society the Society will incur a fee of 0.6%
p.a. on all “eligible” deposits covered
under the Guarantee Extension effective
from 12 October 2010. This fee may have
a significant impact on the Society’s
operating profitability — depending on

the level of the Society’s guaranteed
deposits. In this regard, the Society’s
prospectus and investment statement
have been amended to enable the Society
to offer both “guaranteed” and “non-
guaranteed” investment products to its
customers.

A key strength of the Society is its
distribution network of seven branches
and around forty agencies scattered
around the North Istand. Almost a
quarter of the Society’s deposits are
sourced through its agency network.
These form an important and unique part




of the Society’s distribution footprint
and the Society will continue to seek
new opportunities to extend its agency
network by opening new agencies in
locations considered to add

strategic value.

Lending

During the year under review the Society
advanced some $52 million in new
loans, primarily to residential borrowers.
However, repayments of loans in the
period were $74 million - resulting in a
net reduction in the Society’s gross loan
portfolio year on year of $22 mitlion - and
adding to the Society’s already strong
liquidity position. Lending is on first
mortgages and accordingly the Society’s
security position remains strong.

Whilst the soft demand for quality lending
somewhat constrained the Society’s
ability to lend, it is pleasing to note the
shift in the mix of the Society’s loan
portfolio. As at 30 june 2010, lending
secured by residential property was 59%
of the total portfolio June 2009: 51%),
commercial lending was 21% (June 2009:
27%) and rural lending was 20% (June
2009: 22%). The re-weighting towards
residential lending is consistent with

the Society’s strategy and will serve to
enable the Society to grow its customer
base whilst reducing credit risk in its
loan portfolio. The Society’s focus on
residential lending was further supported
by the recent appointment of additional
residential lending staff (in particular

a Residential Lending Manager and

a Mobile Lending Manager), coupled
with a drive to originate new lending
opportunities through the branch and
agency network.

Although the Society will continue to
lend on first mortgage to commercial and
rural customers, the strategy will be to do
so on a niche basis and to limit any new
exposures to any single borrowers to a
maximum of $5 million (or approximately
10% of shareholders funds).

As was the case last year, the Society
has a policy against related party lending.

Impairment Provisioning

The further deterioration in the property
market referred to earlier has resulted in
a number of inevitable consequences for
lenders such as the Society.

Firstly, those loans already treated as
impaired are taking longer to resolve.

It is the Society’s preference to work

with its borrowers rather than resort to
forced mortgagee sales in a soft property
market — thereby preserving value for the
Society’s Members. Impaired loans at 30
June 2010 were $31.6 million, below the
level of $35.7 million last year.

Since balance date, the position has
improved further to a level of $24.7
million.

Secondly, the Society experienced an
increase in the level of past due assets to
$34.8 million at 30 June 2010 from $12.9
million a year ago. This is particularly
disappointing because as noted in last
year’s annual report, the level of past
dues was showing a declining trend.
Whilst the Society remains well secured
in respect of these exposures given its
first mortgage position, the trend reflects
continuing stress on some borrowers.
However, it is pleasing to note that since
balance date the level of past due assets
has significantly reduced by $18.4 million
to $16.4 million.

Loan Partfolio by security type
as at 30 June 2010

B Commiercial M Residential ¥ Rurat

Loan Portfolio by security type
as at 30 June 2009

W Commercial ~ - B Residential

B Rurat

The Society increased its overall
provisioning as at 30 June 2010 to $12.5
million (30 June 2009: $9.0 million) largely
to take into account the expected delays
in exiting some of its impaired loans - as
required by NZ IFRS accounting standards.
Included in the year end provisioning of
$12.5 million is a collective provision of
$1.6 million (30 June 2009: $1.1 million)
which remains unallocated to any specific
loan exposures. The total impairment
provisioning at 30 june 2010 represents
4.8% of total gross loan advances (30 June
2009: 3.2%) and 39% of total impaired
assets (30 June 2009: 25%).
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Accordingly, in the opinion of the
Society’s Board, the level of provisioning
represents a realistic position for the
Society’s loan portfolio, particularly
since almost 99% of the Society’s loan
advances are secured by a first
mortgage over property.

Equity

The Society’s equity position remains
strong relative to the size of its balance
sheet, but was affected by a number of
one off or non operating factors . These
were referred to earlier. Accordingly,
shareholders’ funds at 30 June 2010
were $47.6 million (30 June 2009: $52.2
million) or 11.8% of total assets (30 June
2009: 12.7%). The Society expects to
comfortably meet the requirements of
the Reserve Bank in relation to a new
capital adequacy regime for non-bank
deposit takers which will take effect from
December 2010.

As at 30 June 2010 the Society’s number
of ordinary shares and share options
remained unchanged at 51.5 million and
17.6 million respectively. The undiluted
net asset backing per share at that date
was $0.95 per share.

Merger Transaction

On 1 june 2010 the Society announced
that it had signed a non-binding
memorandum of understanding

with Canterbury Building Society
(CBS-in which the Society has held a
shareholding of approximately 12%
since August 2007) and Pyne Gould
Corporation Limited (PGC) regarding

a proposed merger of their respective
banking type activities with the objective
of becoming a New Zealand-controlled
bank, listed on the NZX.

This proposed merger of compatible
financial businesses will address the
growing need for an alternative bank that
can service the requirements of individual
customers, small to medium businesses
and farming customers throughout New
Zealand - the strategy will be to serve the
needs of “Heartland” New Zealand. The
merged group business will

operate nationally.

It is envisaged the holding company
under the merger will be listed on the
NZX following completion. The respective
shareholding interests in the new
holding company {which has of yet not
been named) have not yet been finally
determined but it is expected that PGC
will become the majority shareholder in
the merged entity.

The Board and Management of the
Society are enthusiastic about the
proposed merger and the vision to
create a New Zealand-controlled New
Zealand bank servicing “heartland” New
Zealand with a full range of banking
services and products. A key strategy of
the merged group will be growth and it
is expected that greater scale, diversity
of assets, expanded capital and broader
national distribution will grow revenue,
profitability and shareholder wealth.

Further details of the merger and
timelines will be circulated by the

Society within the next few months and
shareholders and depositors of the
Society will be requested to vote on the
merger transaction at special shareholder
and depositor meetings to be held as part
of the transaction approval process.

In the meantime we hope to share more
details of the proposed merger with our
Members at the Society’s Annual General
Meeting on 22 September this year.
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Regulatory Environment

The environment in which the Society
operates is experiencing greater levels

of regulation. In particular, non-bank
deposit taking institutions are subject

to increasing compliance by the Reserve
Bank. The Board and management of the
Society are confident that the Society
will comply with all the new regulatory
requirements relevant to the Society. The
Society already complies with measures
such as, the requirement to have a risk
management programme approved by the
Society’s trustee on behalf of the Reserve
Bank and the minimum capital regime for
non-bank deposit takers (effective from
December 2010).

Dividend

The Board has resolved not to pay a
dividend to Members for the year ended
30 June 2010 in light of the Society’s
financial performance. The Board also
considers it prudent to retain, and over
time, build on the Society’s already strong
capital position to enable the Society
{(and as part of the merged entity), to
grow. However, it is envisaged that if the
proposed merger proceeds, the board
of the merged entity will introduce an
appropriate dividend policy.

Community

The Southern Cross Building Society
Charitable Trust once again supported

the local communities where the Society
operates by sponsoring various activities
(as detailed elsewhere in this annual
report). The Trust is a shareholder in the
Society and over time the success of the
Society (and as part of the merged entity),
will enable the Trust to provide further
support to the local communities.




Directors

in December 2009 our Deputy Chairman
and director since June 2007, Gavin
Walker, resigned from the Board of the
Society because of a potential conflict
of interest. Gavin played a significant
role in developing the Society’s strategic
positioning and was chairman of the
Society’s Treasury Committee. The Board
and Management of the Society are
most grateful to Gavin for his valuable
contribution.

Dr Don Turkington was appointed as a
director in December 2009 and brings

a wealth of experience to the Society
given his investment banking and capital
markets background. Don now chairs the
Treasury Committee.

Staff Acknowledgement

On behalf of the Board | would like to
extend sincere thanks to the management
and staff of the Society. The last year was
challenging - as the prolonged effect of
the Global Financial Crisis continued to be
felt. The pressures facing our people have
increased as the regulatory environment
and compliance requirements change.

Outlook

Overall, risk to the New Zealand
economy is now emerging on the
upside, unemployment is stabilising at
a level lower than previously forecast,
government spending continues in well
directed areas and there are increasing
signs of foreign and commercial
investment. While the risk of a double
recession remains and will be monitored
closely by your Board to ensure credit
quality is maintained, in general your
Board considers the economy is expected
to trend towards historical growth rates
during 2011. If this proves to be the
case, given the Society’s strong financial
position, the Board would anticipate the
Society will trend towards its traditional
long term record of profitability.

Specifically the key focus for the Board
and management in the ensuing year
will be to maintain the Society’s strength
whilst working towards successfully
completing the proposed merger.

The inevitable industry consolidation
will enable the Society to participate

in further growth as part of a larger
entity and benefit from the associated
economies of scale.

Annual General Meeting

The Society’s Annual General Meeting
will be held in Auckland on 22 September
2010 in the Victoria Room of the Crowne
Plaza Hotel, Auckland, commencing at
11.00am. The Board and management
look forward to updating the Society’s
Members on the further progress of

the Society since balance date and, in
particular, on the proposed merger as
previously announced.

Mr G.T. Ricketts
Chairman

11 August 2010
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Director’s Report

The Directors present the Annual Report, together with the financial statements of the Society for the

year ended 30 June 2010.

Principal Activities

The Society provides financial services
to mainly retail investors (largely
through its deposit-taking activities)
and to borrowers for the purposes of
residential, commercial and rural lending.
Substantially all lending is undertaken
on a first mortgage bhasis. The Society
adopts conservative lending criteria and,
in particular, conservative loan to value
ratios, i.e. loan amount compared to

an independently determined value

of underlying property security.

Results

Revenue from lending activities and
interest from investments in the year to 30
June 2010 was 28% lower than the prior
year at $27.4 million (2009: $38.1 million)
—reflecting the general decline in market
interest yields. Total operating income was
$9.7 million (2009: $11 million), a decrease
of 12% over prior year. This reflects largely
a change in the mix of assets as the
Society’s treasury assets grew 18% and
yielded returns below the Society’s cost

of deposits (i.e. the Society incurred a
significant “cost of carry”).

Operating expenses for the year were $7.5
million (2009: $7.8 million) resulting in

a net operating profit before impairment
of $2.2 million (2009: $3.2 million) The
Society’s loan impairment expense was
$5.8 million (2009: $11.4 million), a
reduction of 49%. Included in the loan
impairment expense was an increase in
provisioning of $3.5 million for the year.

Non-recurring items totalling $1.6 miltion
comprising one-time jtems, devaluation
in the Society’s Hamilton property, and
tax changes arising from the May 2010 NZ
Government Fiscal Budget (as described

in the Chairman’s Report) resulted in a
net loss after tax being reported of $4.7
million (2009: loss of $8.7 million).

The softer market conditions resulted in
lower demand for lending, which taken
together with loans being repaid and
active management of non-performing
loans, resulted in net loans and advances
of $249.8 million (2009: $275.6 million).
This resulted in an increase in the level
of the Society’s already strong liquidity
position as treasury assets increased to
$136.2 million (2009: $115.8 million).

Total deposits were $353.7 million
(2009: $358.2 million) which was in line
with the Society’s strategy to maintain its
overall level of deposits given the high
level of liquidity.

Total assets as at 30 june 2010 were
$403 million (2009: $412 million).

Equity as at 30 June 2010 was
$47.6 million (2009: $52.2 million).

Dividend

The Directors have resolved that no
dividend be payable for the year ended

30 June 2010. In the event the proposed
merger referred to in the Chairman’s
Report proceeds, it is envisaged that

an appropriate dividend policy will be
adopted by the board of the merged entity.

Directors

In 16 December 2009 Mr Gavin Walker
resigned as a director and on 21 December
2009 Dr Don Turkington was appointed

as a director of the Society to the casual
vacancy arising on the resignation of Mr
Gavin Walker as a director. Dr. Turkington
retires under the Society’s Rules but offers
himself for re-election at the Society’s
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Annual General Meeting. Messrs Tony
Beasley and Chris Mace retire by rotation
in accordance with the Society’s Rules
and being eligible, offer themselves

for re-election.

Directors’ Remuneration

The level of Directors’ fees for the
year was $110,000 in aggregate. No
change in the level of Directors’ fees is
proposed for the new financial year
that commenced 1 july 2010.

Auditor

Deloitte were appointed as auditor for the
year ended 30 fune 2010. Deloitte, having
indicated their willingness, will continue
to act as the Society’s auditor for the new
financial year that commenced 1 July 2010.

Directors’ Approval of
Financial Statements

The Board of Directors is pleased to
present the Financial Statements for the
year ended 30 June 2010 set out on pages
14 to 68 and have authorised their issue.

The 2010 annual report is signed for and
on behalf of the Board of Directors as at
11 August 2010.

Cﬁ(\\u S

Mr G. T. Ricketts - Chairman

P2 SN

Mr R. L. Smith - Director




Chairman Geoffery T Ricketts, Robert |

Smith, Christopher R Mace, Anthan
Dr Don Turkington (absent from photo

y D] Beasley, Noet Barclay,
graph)
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Sticking to the basics

For 87 years, the Society has been helping New Zealanders to invest their savings and to purchase property.
Our long history and experience have enabled the Society to build a solid business that continues to develop
its capabilities in the residential lending market, so we can keep helping Kiwis into the future.

To keep things fresh we're always looking
for new initiatives that will add value

and meet the financial needs of our
customers, who remain our top priority.
While we will continue to do what we've
been doing well for so long, a continuing

focus is to do the “basics” as best we can.

As such, our strategy is to continue to
grow our deposit base and to become
recognised as a credible alternative to
the banks when catering to the lending
requirements of our customers. This
strategy requires proactive innovations

and understanding our customers’ needs.

In this regard we have implemented a
number of new things. For example, this
year we introduced a brand-new, user-
friendly website with new features and
functions. Also, we have been recognised
for the products we offer - gaining 5-star
credit ratings from Canstar for two of our
savings accounts this year.

Our new website

As mentioned, the Society’s website has
been updated to reflect what we stand
for and to better convey the services

we provide. It now has a fresh, modern
design, simple navigation and content

that is easily accessible to our customers.

If you haven’t seen the site yet you can
view it at www.buildingsociety.co.nz. One
of the exciting new resources you will
find on the site are the new home loan
calculators, which help our customers
figure out how much they can save on
their interest repayments by making
lump sum repayments on their fixed rate
home loans. This is just another way
we're continuing to improve our service
to benefit our valued customers.

Our 5-star Canstar ratings

Canstar Cannex is an independent
industry monitoring organisation that
compares product features and interest
rates, and provides ratings across all New
Zealand banks and financial institutions.
This year Canstar awarded the Society
star ratings for both our “Netsaver” and
“Current Account Saver” products. In
particular, our Netsaver product received
the highest possible 5-star rating - being
rated as “outstanding value”. This stand-
out performance recognises the Society
as one of New Zealand’s best providers
of accounts designed to help people save
money. More details can be obtained at
www.canstar.co.nz.

Advertising

Our advertising continues to convey

the key message of: “We are proud to

be Kiwis. We only lend in New Zealand,
on New Zealand-based properties, to
New Zealand residents.” Qur campaign
has proven to be popular, while still
presenting important messages about all

of the products and services that we offer.

We will continue to review each piece of
advertising material created, to ensure
that it promotes the Society in a positive
way, connects with New Zealanders and
works to increase our market profile.

Community Activities

As a long-standing Kiwi business,
looking after other New Zealanders is an
important part of what Southern Cross
Building Society stands for. We wish to
help other Kiwis get ahead, especially
those who may be disadvantaged, and
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we welcome sponsorship enquiries
through our branch and agency network.

Here are some of the organisations that
we have worked with and sponsored over
the past year:

. Angels fcxr Children
" Auckland Bowling Club
Auckland City Mission
,Auckland Rotary Club.. . -

. Multiple Sclerosis Society

BOP S’ympho’ny Orchestra
BOP Buwllng club :

City to Surf Marathon, Tauranga
Franktnn Junction Bowling Club’
Hamilton Special Children’s Pool Party

‘Heart Children
Kapiti Bowlmg Club , ,
Lions Club World Festival of Maglc

.- Matua Bowlmg Club
Mtlford Bowlmg Club
Northcote Bowhng Club

N Otonga anary School

*Papatcetoe Market Day
Papatoetoe Lad:es Classic Fours Bowlmg
Probus Golf Tournament '

' Pyes Pa School Sponsorshlp
Rotorua Bowlmg Club
Rotorua Community Festival =~

~Rotorua RSA Sausage Sizzle

* RotoruaSchool GalaDay -

Seniors Expo, Tauranga & Auckland
Special Childrens’ Xmas Party
Takapuna Bowling Club
Tauranga Beach Dig ;
Tauranga Combined Womeris’ Club

Tawa Bowling Club k

‘Te Awamutu Bowling Club

The Kids Foundation” "~ = .

The Mllan Soc:ety of NZ
The Young NZ Fuundation
Turbay Tenms Club )

- Welimgton Busmess Expo ]

; Wellmgton Rotary Club Qurrkus Clrcus




Corporate Governance

Nature of Business

The Society was formed in 1923 and has
operated as a building society throughout
its history. The business is incorporated
under the Building Societies Act 1965 and
its financial statements are prepared in
accordance with the Financial Reporting
Act 1993. The Society operates under

a Debt Securities Trust Deed, which

is administered by Trustees

Executors Limited.

The Society provides financial services
to mainly retail investors (largely
through its deposit-taking activities)

and to borrowers for the purposes of
residential, commercial and rural lending.
Substantially all lending is undertaken
on a first mortgage basis. The Society
adopts conservative lending criteria and,
in particular, conservative loan to value
ratios, i.e. loan amount compared to

an independently determined value of
underlying property security.

Role of the Board

The Board oversees the Society’s
business affairs and is committed to
protecting and enhancing the value of the
Society’s assets in the best interests of
the Members, subject to full compliance
with legal requirements. The Board’s
primary responsibilities include the
following:

« directing and controlling the Society’s
activities and its strategic development;

e ensuring systems and processes are in
place so that the business of the Society
is conducted honestly, ethically and
responsibly;

 overseeing the conduct of the Society’s
business; and

¢ ensuring the Society is appropriately
resourced to manage all the risks that
arise from its activities.

Directors are required to disclose, and
avoid, wherever possible, any potential
conflicts of interest.

Composition of the Board

The Board currently comprises six
Directors, all of whom, except for the
Chief Executive Officer, are non-executive
Directors. Each Director has been
selected to ensure that a broad range

of skills, knowledge and experience are
available to the Society. The day-to-day
management of the Society is delegated
to the Chief Executive Officer, who is
accountable to the Board.

Procedures for the appointment and
removal of Directors are governed by the
Society’s Rules.

Board Committees

The Board has constituted the following
committees to focus in the specified
areas of the Board’s responsibility. Each
committee has allocated duties and
responsibilities. Where necessary the
Board will establish special committees to
deal with specific issues on its behalf. The
present committees are:

Credit Committee

The Credit Committee comprises three
directors and is responsible for the
review of policies related to the Society’s
lending, and credit approval for lending
proposals. The members are Messrs

G.T Ricketts (Chair), C.R. Mace, and

R.L. Smith.

Treasury Committee

The Treasury Committee comprises two
directors, Messrs D.}. Turkington (Chair)
and R.L. Smith, members of the senior
management team and an external
treasury consultant. The Committee

is responsible for ensuring that the
following key areas of risk are managed
within the requirements of the Treasury
policy, as approved by the Board:

* Interest Rate Risk Management - the
risk of a loss arising from an adverse
change in interest rates. The Committee
is authorised under the Treasury policy
to use financial instruments to ensure
that the risks are maintained within the
policy limits.

¢ Liquidity Risk Management — the risk that
cash outflows are materially different
to cash inflows in a given period. The
Society maintains sufficient liquid funds
to meet its commitments based on
historical and forecast cash flows and
Trust Deed financial covenants.

Remuneration Committee

The Remuneration Committee comprises
two directors, Messrs G.T. Ricketts

and D.).Turkington. The Committee is
responsible for ensuring the Society’s
Directors and senior management are
fairly rewarded for their contribution to
the Society’s performance.

Shareholder Access
to Information

The Board of Directors ensures that the
Society’s Members are kept informed of
important developments affecting the
Society by communicating with Members
through interim and annual reports and
at the annual meetings. Additionally, the
Society’s website contains details of any
announcements of interest to Members.
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Reporting Entity

Southern Cross Building Society is a profit-oriented Building Society registered in New Zealand under the Building Societies Act 1965.
The Society is an issuer for the purposes of the Financial Reporting Act 1993.

The group consists of the Society and its wholly owned subsidiaries, Southern Cross Building and Investments Limited and Southern
Cross Nominees Limited (“the Society”).

The registered office of the Society is Level 1, Corner Victoria and High Streets, Auckland.

The Society’s principal activities during the period were receiving deposits for investments, providing call accounts, and making
advances generally on first mortgage security.

Statement of Compliance

The consolidated financial statements of the Society have been prepared in accordance with the Financial Reporting Act 1993 and the
Building Societies Act 1965.

The financial statements have been prepared in accordance with the New Zealand Generally Accepted Accounting Practice (“NZ GAAP™)
that complies with New Zealand equivalents to International Financial Reporting Standards (“*NZ IFRS™) and other applicable Financial
Reporting Standards for profit-oriented entities.

The financial statements also comply with International Financial Reporting Standards (“IFRS”).

General Accounting Policies

The financial statements have been prepared on the basis of historical cost, except for the revaluation of certain financial instruments
and certain property, plant and equipment.

Cost is based on the fair value of the consideration given in exchange for assets.

Accounting policies are selected and applied in a manner that ensures that the resulting financial information satisfies the concepts of
relevance and reliability, thereby ensuring the substance of the underlying transactions or other events is reported.

The reporting currency is New Zealand dollars and has been rounded to the nearest thousand ($000) unless otherwise stated.

Use of Significant Judgements, Estimates and Assumptions

The preparation of financial statements requires management to make judgements, estimates and assumptions that affect the
application of accounting policies and the reported amounts of assets, liabilities, income and expenses. Actual results may differ from
these estimates.

Judgements in applying accounting policies
No significant judgements have been applied.

Major sources of estimation uncertainty
Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are recognised in the
period in which the estimate is revised and in any future periods affected.

Significant estimates and assumptions made by management in the preparation of these financial statements are outlined below.

Allowance for impairment loss
Advances and loans are regularly reviewed for impairment loss.

Credit impairment provisions are raised for exposures that are known to be impaired. Loans and advances are impaired and
impairment losses incurred if there is objective evidence of impairment as a result of one or more loss events that occurred after the
initial recognition of the advance or loan and that loss event (or events) has had a reliably measurable impact on the estimated future
cash flows of the individual advance or loan.

Impairment is assessed initially for assets that are individually significant, and then on a collective basis for those exposures not
individually known to be impaired. Exposures that are assessed collectively are placed in pools of similar assets with similar risk
characteristics. The required provision is estimated on the basis of historical loss experience for assets with credit risk characteristics
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Use of Significant Judgements, Estimates and Assumptions continued

Allowance for impairment loss continued
similar to those in the collective pool. The historical loss experience is adjusted based on current observable data. The judgements

adopted in estimating a collective provision required are reviewed regularly to reduce any differences between loss estimates and
actual loss experience.

The provision for credit impairment (individual and collective) is deducted from advances and loans in the balance sheet and the
movement in the provision for the reporting period is reflected in the income statement as ‘impairment expense’. When an advance
or loan is uncollectible, it is written off against the related provision for impairment. Subsequent recoveries of amounts previously
written off are taken to the income statement. Where impairment [osses recognised in previous periods are subsequently decreased
or no longer exist, such impairments are reversed in the income statement.

Estimation of average loan lives used to apportion fees and costs over time

The estimation of the average duration or life of loans has been based on historical experience. In addition, the average life of loans
is assessed at least annually and considered against the remaining legal maturity. Adjustments to the average loan life are made
when considered necessary. The average life of loans is used to apportion fees and costs under the effective interest rate method
(Note 29).

Property, plant and equipment

The valuations of independent valuers are used as a measure of fair value. Valuations are performed every three years and are based
on the capitalisation of net income and open market value, using methods and assumptions that are based on observable market
conditions and risks existing at the date of the valuation (Note 17).

Specific Accounting Policies

The following specific accounting policies that materially affect the measurement of financial performance and the financial position
have been applied.

Consolidation of subsidiaries
Subsidiaries are those entities that are controlled by the Society. Control exists when the Society has the power, directly or indirectly,
to govern the financial and operating policies of entities so as to obtain benefits from its activities.

The consolidated financial statements are prepared by combining the financial statements of the Society and its subsidiaries.
All inter-company transactions, balances and unrealised profits are eliminated on consolidation.

The subsidiaries of the Society are non-trading. The only assets are minor inter-group balances and therefore the Society has only
disclosed consolidated financial statements.

On acquisition, the assets, liabilities and contingent liabilities of a subsidiary are measured at their fair values at the date of
acquisition. Any excess of the cost of acquisition over the fair values of the identifiable net assets acquired is recognised as goodwill.

Revenue and expense recognition

Revenue is measured at the fair value of consideration received or receivable. The principal sources of revenue are lending and
investment interest income, dividend income, rental income and loan establishment fees.

Interest income and expense

Interest revenue on financial instruments recorded at amortised cost is recognised using the effective interest method and on an
accrual basis for financial instruments recorded at fair value.

Loan establishment fees
Fees and direct costs relating to loan origination are amortised using the effective interest rate method.

Dividend income
Dividend income from listed securities is recognised when the shareholders’ rights to receive payments have been established.

Penalty interest

Penalty interest on loan advances is charged in circumstances where the borrower has defaulted on the terms of the mortgage
contract, such as in the case of past due assets. Due to the uncertainty of recovering accrued penalty interest, the Society provides
against such accrued penalty interest in its accounts and only recognises revenue arising from penalty interest when the penalty
interest monies are received.
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Specific Accounting Policies continued

Rental income
Rental Income from tand and buildings is recognised on a straight-line basis over the term of the contract.

Expense recognition
All expenses are recognised in the income statement on an accrual basis.

Effective interest method

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 the
estimated future cash payments or receipts through the expected life of the financial instrument or, when appropriate, a shorter period,
to the net carrying amount of the financial asset or financial liability.

Amortised cost

The amortised cost of a financial asset or financial liability is the amount at which the financial asset or financial liability is measured
at initial recognition minus principal repayments, plus or minus the cumulative amortisation using the effective interest method of any
difference between that initial amount and the maturity amount, and minus any reduction for impairment.

Derivative financial instruments

Derivatives are initially recognised at fair value on the date a derivative contract is entered into and are subsequently re-measured to
their fair value at each reporting date. Transaction costs are expensed immediately. The resulting gain or loss is recognised in profit or
loss immediately. The Society has elected not to adopt hedge accounting.

Employee benefits
Provision is made for benefits accruing to employees in respect of wages and salaries, annual leave, long service leave, and sick leave
when it is probable that settlement will be required and is capable of being measured reliably.

Provisions made in respect of employee benefits expected to be settled within 12 months, are measured at their nominal values using
the remuneration rates expected to apply at the time of settlement.

Provisions made in respect of employee benefits that are not expected to be settled within 12 months are measured as the
present value of the estimated future cash outflows to be made by the Society in respect of services provided by employees
up to reporting date.

Defined benefit plan

The cost of providing benefits for defined benefit superannuation plans is determined using the Projected Unit Credit Method.
Actuarial gains and losses are recognised in full in the period in which they occur by way of a movement in the defined benefit plan
reserve, and are presented in the Statement of Changes in Equity.

Past service cost is recognised immediately to the extent that the benefits are already vested, and otherwise is amortised on a
straight-line basis over the average period until the benefit becomes vested.

The defined benefit obligation is deducted from the fair value of the defined benefit plan asset to derive the defined benefit plan
surplus recognised on the balance sheet.

Executive share scheme
Equity settled share based payments are measured at the fair value on the effective date of grant.

The fair value, determined on the basis of comparison to an observable market price of options issued with similar terms, is expensed
on a straight line basis over the vesting period.

Financial assets

Financial assets are recognised and derecognised on trade date where the purchase or sale of that financial asset is under a contract
whose terms require delivery of the financial assets within the timeframe established by the market concerned, and are initially
measured at fair value, plus transaction costs that are directly attributable to the acquisition or issue of the financial asset.

Following the early adoption of NZ IFRS g Financial Instruments, financial assets are classified into the following specified categories:
financial assets at “amortised cost”, financial assets at “fair value through other comprehensive income” and financial assets “at fair
value through profit or loss”. The classification depends on the business model for managing financial assets and the contractual cash
flow characteristics of the financial asset and is determined at the time of initial recognition or when a change in the business model
occurs (with the exception of equity instruments). :
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Specific Accounting Policies continued

Loans and advances and trade and other receivables
Advances, accounts receivable and other receivables are recorded as financial assets at “amortised cost” less impairment (if any).
Interest income calculated using the effective interest method is recognised in profit or loss.

Loans issued at a non-market interest rate are recorded at fair value upon initial recognition and the resulting discount is amortised
to interest income using the effective interest method.

Local authority stock, corporate bonds and short term deposits
Local authority stock, corporate bonds, call deposits, term deposits, and promissory notes are recorded as financial assets at
“amortised cost” less impairment (if any).

Listed securities
The Society has made an irrevocable decision to record listed securities as financial assets at “fair value through other
comprehensive income”. Dividend income is recognised when the Society’s right to received payment is established.

Derivative financial instruments
interest rate swaps are classified as financial assets “at fair value through profit and loss” and are recorded at fair value. Gains and
losses arising from a change in fair value are recognised in profit or loss. The Society has not designated any derivatives as hedges.

Financial liabilities
Financial liabilities include all forms of funding.

Deposits
Deposits include transactional and savings accounts, term deposits and wholesale funding and are recorded at amortised cost.
Interest expense calculated using the effective interest method is recognised in profit or loss.

Redeemable shares profit and ballot rights

Redeemable shares profit and ballot rights represent the net present value of the expected future liability over and above
the “B” terminating shares subscriptions and are classified as financial liabitities “at fair value through profit and loss”
and are recorded at fair value.

Derecognition of financial assets and liabilities
The Society derecognises financial assets when it no longer has any rights to further cash flows from the asset, similarly financial
liabilities when it no longer has obligations to provide further cash flows relating to the liability.

Financial instruments issued by the Society
Debt and equity instruments are classified as either liabilities or as equity in accordance with the substance of the contractual
arrangement.

Transaction costs on the issue of equity instruments are recognised directly in equity as a reduction of the proceeds of the equity
instruments to which the costs relate. Transaction costs are the costs that are incurred directly in connection with the issue of those
equity instruments and which would not have been incurred had those instruments not been issued.

Interest and dividends
Interest and dividends are classified as expenses or as distributions of profit consistent with the balance sheet classification of the
related debt or equity instruments or component parts of compound instruments.

Asset quality

All loans and advances are subject to regular scrutiny of credit risk.

The Society classifies its non-performing assets into the following categories:
Impaired assets

Loans and advances where a credit event (i.e. a downgrading of security valuation) has occurred and for which it is probable the
Society will not be able to collect all amounts owing in terms of the contract and include the following:

¢ loans and advances which are past due with insufficient security to cover principal and arrears;

* restructured loans and advances where the interest rate charged is below that of the Society’s average cost of funds.
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Specific Accounting Policies continued

Restructured items

Loans and advances where the original contractual terms have been concessionally modified due to the financial difficulties
of the borrower, and on which interest continues to accrue at a rate that is equal or greater to the Society’s average cost

of funds at the date of the restructuring.

Past due assets (including 9o-days past due assets)
Loans and advances where a counterparty has failed to make a payment when contractually due and which are not impaired assets.

Impairment of assets

At each reporting date, the Society reviews the carrying amounts of its tangible and intangible assets to determine whether there is
any indication that those assets have suffered an impairment loss. If any such indication exists, the recoverable amount of the asset
is estimated in order to determine the extent of the impairment loss (if any). Where the asset does not generate cash flows that are
independent from other assets, the consolidated entity estimates the recoverabte amount of the cash-generating unit to which the
asset belongs. An impairment loss is recognised whenever the carrying amount of an asset exceeds its recoverable amount.
Impairment losses directly reduce the carrying amount of assets and are recognised in the income statement.

Financial assets at “amortised cost”

Financial assets at “amortised cost” are assessed for indicators of impairment at each balance sheet date. Financial assets are
impaired where there is objective evidence that as a result of one or more events that occurred after the initial recognition of the
financial asset, the estimated future cash flows of the investment have been impacted. For financial assets carried at amortised cost,
the amount of the impairment is the difference between the asset’s carrying amount and the present value of estimated future cash
flows, discounted at the original effective interest rate.

Impairment losses on an individual basis are determined by an evaluation of the exposures on an instrument by instrument basis.
All individual instruments that are considered significant are subject to this approach.

Financial assets designated at “fair value through other comprehensive income”
Financial Assets at “fair value through other comprehensive income” are measured at fair value and not further
assessed for impairment.

Financial assets at “fair value through profit and loss”
Financial Assets at “fair value through profit and loss” are measured at fair value and not further assessed for impairment.

Non-financial assets
The carrying amounts of the Saciety’s non-financial assets are reviewed at each reporting date to determine whether there is any
indication of impairment. If any indication exists then the asset’s recoverable amount is estimated.

Intangible assets with indefinite useful lives and intangible assets not yet available for use are tested for impairment annually and
whenever there is an indication that the asset may be impaired.

Recoverable amount is the higher of fair value less costs to sell and value in use. In assessing value in use, the estimated future cash
flows are discounted to their present value using a pre-tax discount rate that reflects current market assessments of the time value of
money and the risks specific to the asset for which the estimates of future cash flows have not been adjusted.

If the recoverable amount of an asset (or cash-generating unit) is estimated to be less than its carrying amount, the carrying amount
of the asset (or cash-generating unit) is reduced to its recoverable amount. An impairment loss is recognised in profit or loss
immediately, unless the relevant asset is carried at fair value, in which case the impairment loss is treated as a revaluation decrease.

Where an impairment loss subsequently reverses, the carrying amount of the asset (or cash-generating unit) is increased to the
revised estimate of its recoverable amount, but only to the extent that the increased carrying amount does not exceed the carrying
amount that would have been determined had no impairment loss been recognised for the asset (or cash-generating unit) in prior
years. A reversal of an impairment loss is recognised in profit or loss immediately, unless the relevant asset is carried at fair value, in
which case the reversal of the impairment loss is treated as a revaluation increase.

Taxation

Income tax is recognised as an expense or income in the income statement, except when it relates to items credited or debited directly
to equity, in which case the deferred tax or current tax is also recognised directly in equity, or where it arises from the initial accounting
for a business combination, in which case it is taken into account in the determination of goodwill or excess.
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Specific Accounting Policies continued

Current tax

Current tax is calculated by reference to the amount of income taxes payable or recoverable in respect of the taxable profit or

tax loss for the period. It is calculated using tax rates and tax laws that have been enacted or substantively enacted by reporting date.
Current tax for current and prior periods is recognised as a liability (or asset) to the extent that it is unpaid (or refundable).

Deferred tax
Deferred tax is accounted for using the comprehensive balance sheet liability method in respect of temporary differences between
the carrying amount of assets and liabilities in the financial statements and the corresponding tax base of those items.

In principle, deferred tax liabilities are recognised for all taxable temporary differences and deferred tax assets are recognised to the
extent that it is probable that sufficient taxable amounts will be available against which deductible temporary differences or unused
tax losses and tax offsets can be

utilised. Deferred tax assets and liabilities for temporary differences relating to goodwill are not recognised to the extent they arise
from the initial recognition of goodwill.

Deferred tax liabilities are recognised for taxable temporary differences arising on investments in subsidiaries except where the
consolidated entity is able to control reversal of the temporary differences and it is probable that the temporary differences will
not reverse in the foreseeable future. Deferred tax assets arising from deductible temporary differences associated with these
investments and interests are only recognised to the extent that it is probable that there will be sufficient taxable profits against
which to utilise the benefits of the temporary difﬁerences and they are expected to reverse in the foreseeable future,

Deferred tax assets and liabilities are measured z;t the tax rates that are expected to apply in the period(s) when the asset and
liability giving rise to them will be realised or settled, based on tax rates (and tax laws) that have been enacted or substantively
enacted by reporting date. The measurement of deferred tax liabilities and assets reflects the tax consequences that would follow
from the manner in which the consolidated entity expects, at the reporting date, to recover or settle the carrying amount of its
assets and liabilities.

Deferred tax assets and liabilities are offset when they relate to income taxes levied by the same taxation authority and the Society
intends to settle its current tax assets and liabilities on a net basis.

Management perform a review of the carrying amount of the deferred tax asset or liability at each balance date.

Goods and services tax
Revenue, expenses and assets are recognised net of the amount of GST except:

* when the GST incurred on a purchase of goods and services is not recoverable from the taxation authority in which case the GSTis
recognised as part of the cost of the acquisition of the assets or as part of the expensed item as applicable; and

¢ receivables and payables, which are stated with the amount of GST included.

The net amount of GST recoverable from, or payable to, the taxation authority is included as part of receivables or payables in the
balance sheet. »

Cash flows are included in the cash flow statement on a net basis. The GST component of cash flows arising from investing and
financing activities that is recoverable from, or payable to, the taxation authority is included as an operating activity.

Property, plant and equipment

Land and buildings are measured at fair value. An independent valuation expert determines fair value every three years, on the basis

of capitalisation of net income and open market value. The fair values are recognised in the financial statements of the Society, and are
reviewed at the end of each reporting period to ensure that the carrying value of land and buildings is not materially different from their
fair values.

Any revaluation increase arising on the revaluation of land and buildings is credited to the asset revaluation reserve, except to the
extent that it reverses a revaluation decrease for the same asset previously recognised as an expense in profit or loss, in which case the
increase is credited to the Income Statement to the extent of the decrease previously charged. A decrease in carrying amount arising on
the revaluation of land and buildings is charged as an expense to the Income Statement to the extent that it exceeds the balance, if any,
held in the asset revaluation reserve relating to a previous revaluation of that asset.
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Specific Accounting Policies continued

Depreciation on revalued buildings is charged as an expense to the Income Statement. On the subsequent sale or retirement of a
revalued property, the attributable revaluation surplus remaining in the asset revaluation reserve, net of any related deferred taxes, is
transferred directly to retained earnings.

Plant and equipment, leasehold improvements and equipment under finance lease are stated at cost less accumulated depreciation
and impairment. Cost includes expenditure that is directly attributable to the acquisition of the item. In the event that settlement of all
or part of the purchase consideration is deferred, cost is determined by discounting the amounts payable in the future to their present
value as at the date of acquisition.

Depreciation is provided on property, plant and equipment, including freehold buildings but excluding land.

Depreciation is calculated on a straight line basis so as to write off the net cost or other revalued amount of each asset over its
expected useful life to its estimated residual value. Leasehold improvements are depreciated over the period of the lease or estimated
useful life, whichever is the shorter, using the straight line method. The estimated useful lives, residual values and depreciation method
are reviewed at the end of each annual reporting period.

The following annual rates are used in the calculation of depreciation:

Buildings 1.0% - 2.5%
Office furniture 8.5% - 15.0%
Office equipment 17.5% - 30.0%
Computer equipment 20.0% - 40.0%

Intangible assets

Computer software
Acquired computer software is recognised at cost less amortisation. Amortisation is charged on a straight line basis over the
estimated useful lives (not exceeding three years).

Operating leases

Operating lease payments (or receipts) are recognised as an expense (or income) on a straight line basis over the lease term,
except where another systematic basis is more representative of the time pattern in which economic benefits from the leased
asset are consumed.

Trade and other receivables

Trade and other receivables are measured at initial recognition at fair value, and are subsequently measured at amortised cost
using the effective interest method. Appropriate allowance is estimated for irrecoverable amounts that are recognised in the
income statement when there is objective evidence that the asset is impaired.

Trade and other payables
Trade and other payables are recognised when the Society becomes obliged to make future payments resulting from the purchase
of goods and services. They are measured at amortised cost.

Cash
Cash comprises cash on hand at branches and agencies, and on call bank balances.

Segmental reporting

The Society only operates in one principal business and sector, namely the provision of financial services in New Zealand. These
services involve the acceptance of funds on deposit, the making of advances to borrowers (primarily secured on a first mortgage basis
over property) and investment in Board approved investments such as money market assets, central government and local government
stock and other investments.

Cash Flow Statement
The following are definitions of the terms used in the Cash Flow Statement:

 Investing activities are those relating to the acquisition, holding and disposal of property, plant and equipment and investments.
Investments can include movements in related party balances and securities not falling within the definition of cash.

* Financing activities are those activities that result in changes in the size, composition and the capital structure of the Society.
This includes both equity and debt not falling within the definition of cash.

¢ Operating activities include all transactions and other events that are not investing or financing activities.
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Specific Accounting Policies continued

Changes in accounting policy and standards and interpretations effective in the current period

The Society has elected to adopt early NZ IFRS 9 Financial Instruments with an application date of 31 December 2009. An application
date other than balance date has been used to enable the Society to take advantage of the standard as soon as it was released. In
accordance with the transition retief provided by NZ |FRS 9 Financial Instruments to entities that elect to adopt early, prior period
comparatives have not been restated. Refer to Note 36 for the impact of adopting this standard in the financial statements.

The revisions to NZ IAS 1 Presentation of Financial Statements (revised 2007) adopted in the year has introduced terminology
changes (including revised titles for the financial statements) and changes in the format and content of the financial statements.

The amendments to NZ IFRS 7 Financial Instruments: Disclosures expand the disclosures required in respect of fair value
measurements and liquidity risk.

Other standards, interpretations and amendments adopted in the year did not lead to any changes in the Society’s accounting
policies with measurement or recognition impact on the periods presented in these financial statements.

There have been no other material changes to accounting policies. All other policies have been applied on the basis consistent with
those used in the previous year.

Standards and interpretations in issue not yet adopted ,

At the date of authorisation of the June 2010 financial statements, a number of standards and interpretations were in issue but

not yet effective. Initial application of the following standards will not affect any of the amounts recognised in the financial
statements, but may change the presentation and disclosures presently made in relation to the Souety s and group’s financial report

Improvements to New'«"Zealané!'EquiVa{en'ts to

, S * . 'o'unezdn
Intemnational Financial Reporting Standards 2009 : R 30]
,Ame'ndments t'oynyZlF,RSzS’hy‘are‘-Basegiy'Payment , 1 ]anua" s010 . e o Iuné‘zon
— Group Cash-Settled Share-Based Payment Transactions nuary 2 e 36
Amendment to NZ 1AS 32 Financial Instruments: 1”Februar 2010 , o June 2011
Presentati0n-Classiﬁ;atiun of Rights Issues. S y S 3 '
Améhdmenté t’oN‘Z ths 24},!{3151‘5(:1 Party DiScfosures, . Janaryzon . 30junez2012
NZIFRIC 19 Extmguzshmgﬁnanaal Liabrlmes RS X L

STajuly2010 0 o ‘30 June 2011

thh Equu‘y lnstruments

Amendments to NZ 1FRIC 14 Prepayments
fof a M:mmum Fundmg Requlrement

'lmpmveme" ts to Intematmnal Fmanctai Repﬂrtmg

30junezon -

* The effective date and transitional provisions vary by Standard. Most of the improvements are effective for annual periods beginning
on or after 1 January 2010, with earlier adoption permitted.

Southern Cross Building Society Annual Report 2010 Page 21



Income Statement ror THE vear ENDED 30 JUNE 2010

Interestincome : I : o 1 27,372 38,125

Interes

59

texpenseandfundingcosts R f  o , o ) 2 . 17,675 27,545 .

Restructuring costs 5 : : ~ © (459) 47

Revaluation loss on land and buildings - o S L o . (1,183) -

Net loss before tax

o benei - NN | — ‘ | P W ‘ 6
Net loss after tax (4,702) (8,745)
Basic loss pei share @) o ; : : 34 (0.09) - (0.17)
Diluted loss per share ($) k ; ‘ ; k 34 " (0.09) (0.17)

Statement of Comprehensive INCOME@ FoR THE YEAR ENDED 30 JUNE 2010

Net loss after tax ‘ ¢ C {4702)  (8.745)

Other comprehensive income

Net change in asset revaluation reserve, net of tax : k 24(6) (174) -
Net change in available-for-sale reserve, net of tax ‘ 24(d) ~ - 1,015
Net change in defined b’en’e’ﬁ’t’ plan reséfve, nef ’of tak | k ; 2ﬁ(e) ; - (502)
Net change in fair value through other comprehensive income reserve 234(f)’ BT -

Other comprehensive (loss) / income for the period, net of tax

Total comprehensive loss for the period, net of tax

Total comprehensive loss attributable to owners of the Society

The statement of accounting policies and notes to the financial statements form part of and are to be read in conjunction with these financial statements,
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Assets

Cash and cash equivalents B o ( : : 10 681 f1,oo6

Trade and other receivables 14 ' 631 o 23u

Income tax receivable - 39
Derivative financiat instrumeﬁts - k 13 , - E 25
‘Loansand advances - - - s o PN - o : 16 : 249'822 : 275621
Property, plant and equipment ) . (' ) - : 17 | ' 4711 6,171
Intangible assets ' k ’ ’ ' . 8 ;160 k333

Deferred tax asset ; : 9 5,572 5.414

Defined benefit plan asset : : : 15 283 247

Liabilities

Deposits | - e YO
Derivative financial instrumenﬁts, ' ; 13 108 -
Employee entitlements and other provisions ' ' ) ? 22 ' ‘213 :262

-Trade and other payables

e

Net assets 47,606 52,198

Equity
Share capital : ; ; o ; 23 10,475 10,450
Reserves o ; s ‘ 2 37,131 41,748

Total equity 47,606 52,198

Authorised for issue and signed for and on behalf of the Board of Directors on the 11th day of August 2010.

S Alrd S
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Director Director

The statement of accounting policies and notes to the financial statements form part of and are to be read in conjunction with these financial statements.
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Cash Flow Statement ror tHE vEAR ENDED 30 JUNE 2010

Cash flows from operating activities

Cash was provided from:
Interest on loans & advances ’ 22,791 31,319
Interest on short term deposits and investment securities ‘ B ‘ S 4,451 7:543
Derivative financial instruments ’ , | , (283) ' 25
Rentals received . ' : 321 315
Income from fees = ‘ ; ‘ . ' ; , 20 - 55
Interest on deposits and profit and ballot rights paid on redeemable shares : (7,320 (13,918)
* Payments to employees ' (3,524) (4,383)
_Operating expenses , , , , (2477) (7,:037)
Taxrefund o o ‘ 39

Net changes in operating assets and liabilities

Net decrease in loans and advances ’ . 19,889 51,025
Net increase in short term deposits and investment securities (19, 5’18) | (18,586)
Net decrease/(increasé) in derivative financial instruments ' ' i33 (25)
Net decrease in deposits and redeemable shares o (14,804) (47,22),),

Cash flows used in investing activities

Purchase of property,

— i

plant and-equipment - A ' ‘ ' {43) (299)

. T —— —
e e
o 2 e ,‘%
et o
-

TR S 2
e L

Add opening cash brought forward:

Cash.on hand and at bank

Closing cash carried forward

Compreinge

Cashon hand andat bank

Certain cash flows have been netted in order to provide more meaningful disclosure:

¢ loans and advances are netted as the cash flows received and disbursed to customers are continually rolled into new loans;

¢ short term deposits and investment securities are netted because these mature on a regular basis and subsequently reinvested on similar terms;
» deposits are netted to more accurately reflect the actual cash flows of the Society.

The statement of accounting policies and notes to the financial statements form part of and are to be read in conjunction with
these financial statements,
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Notes To The Financial Statements ror THe Year ENDED 30 JUNE 2010

1. INTEREST INCOME

Loans and advances — at amortised cost Z o ' k k k ‘ 19,85:8 31,041
Loans and advanceséimpaired'asggts' R S - C amm o1

Short term deposit’s‘ ’ ’ ’ , ' | S 3,780 4,524

Investment securities R o S ,’ S o e 92Z2 . 2469

Total interest income 27,372 38,125

2. INTEREST EXPENSE AND FUNDING COSTS

Deposits k ‘ ; ' | : 17,097 26,894
Redeemable shares .. L o , o (12) (o1
Agency commissions‘ : : ‘ ' 663 : 678
Loan acquisition ;dsts - ’ ’ , - , , o 118 16
Crown retail deposit guarantee scheme (refund) / cost : (260) 260
Other funding costs ‘ : ’ ‘ k ; 1 o 55’1’2’
Total interest expense and funding costs - at amortised cost 17,675 27,545

Under the Crown retail deposit guarantee scheme a fee of $0.3 million was payable on deposits in excess of the amount held as at 12 October 2008.
This was refunded during the year ended 30 June 2010 after the Society obtained a “BB” (with stable outlook) credit rating from Standard & Poor’s.

3. OTHER OPERATING INCOME

Rental income : ) . . . : 322 265

Dividend income : ; : ; i 138
Total other operating income 322 403

4. FINANCIAL INSTRUMENTS AT FAIR VALUE THROUGH PROFIT AND LOSS
Net (loss) / gain arising on:

Derivative financial instruments } k (283) 25

Total change in financial instruments at fair value through profit and loss
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Notes To The Financial Statements ror e vear ENDED 30 JUNE 2010

5. OPERATING EXPENSES

Employee entitlements

Wages and salaries 3,236 3,264
Other employment related expenses o » , 77 88
Total employee entitiements 3,313 3,352

Employee entitlements include employer contributions to defined contribution superannuation schemes totalling $0.07 million
(30 June 2009: $0.05 million).

Rental and occupancy

Rental expense : ‘ 597 o 52
Other occupancy expenses ' ' ' 177 196
Total rental and occupancy 774 717

Auditor's remuneration

Audit of the financial statements - 148 203
Taxation services 41 37
Other assurance services ’ 9 19
Total auditor’s remuneration 198 259

Other assurance services comprise primarily of costs incurred in issuing the prospectus, the early adoption of NZ IFRSg and tax changes arising from
the May 2010 NZ Government Fiscal Budget.

Amortisation

Software i ) ) 181 167
Depreciation

Buildings and freehold improvements , ‘ 78 77
Otherbmperty, plant and equipment o o : , s " 413

Total depreciation -

e

Inféfmation fe;hnclogyaﬁd communication PR : oo o R 595 ’ o '55; :
’Marﬁketing E o | o - o | R , 584 - ’ 993
Difé&afsy'fegs“ o o : | . : f | : - ) o 0 o 110

Total operating expenses 7,509 7,789
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Notes To The Financial Statements ror e vear eNoeD 30 JUNE 2010

6. KEY MANAGEMENT PERSONNEL

The following total compensation was paid to directors and key management personnel:
Short term benefits ‘ - ' . o o . 1190 1,200

‘Share based péyment

Total key management personnel

Details of the share based payment to senior executives are contained in Note 32.
Remuneration to non-executive directors is referred to in Note 33.

7. IMPAIRMENT EXPENSE

Bad debts
Written off - B ‘ : ; E : ~ 3,090 ‘ 5,442
Recovered : ; a o o : . (781) o @)

Movement in provision for impairment - loans and advances
Collective increase / (decrease) : ‘ ‘ 529 (1,069)

Specific increase i - k ) : 2,927 . 7,032

As a result of economic conditions, a reduction in the fair value of investment securities of $3.2 million was reported through income in the
year ended 30 June 2009 as an impairment expense. The fair value reduction related primarily to the Society’s 11.56% (30 June 2009: 11.73%)
shareholding in Canterbury Building Society, which was acquired in August 2007. This treatment is disclosed in more detait in Notes 12 and 24(d).

Movement in impairment- investment securities

Revaluation recognised through profit and lass: : . ‘ - ) 2,135

Total impairment - loans and advances and investment securities

Details of impairment provisions are contained in Note 16.
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7. IMPAIRMENT EXPENSE CONTINUED

As at 30 June 2009
Impairment loss previously recognised - investment securities

‘Revalyation previausly?récognised'in,éq'uity o ‘ o o ' 73 C L4016 1,089

Revaluation re,cqgniSed through profit and loss : ' ' 177 1,958 e 2135

Total impairment loss previously recognised - investment securities

8. NON-RECURRING ITEMS

7 i o

Restructuring costs a) (458) a7
Revaluation loss on land and buildings:
Revaluation surplus transferred from equity ) , ) ' 75 ) . -

~ Current year revaluation foss recognised through profit and loss o ‘ (1,258) -

a) On1june 2010, the Society entered into a non-binding Memorandum of Understanding with Canterbury Building Saciety and Pyne Gould
Corporation Limited relating to a proposal to merge their respective financial services (refer Note 37). The restructuring costs incurred in
the year ending 30 June 2010 relate primarily to professional fees incurred in progressing the proposal to a binding agreement.

b) As per the Society’s accounting policy, land and buildings are revalued every three years and to the extent that a decrease in the value of
an asset exceeds the cumulative increases of any previous valuations, the excess is to be reported in the current year income statement.

The revaluation loss on land and buildings reported through income for the year ended 30 June 2010 arises from the revaluation of the
Society’s Hamilton property to a value below its initial cost.
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9. TAXATION

a) The prima facie income tax expense on pre-tax accounting profit from operations reconciles to the income tax expense in the financial
statements as follows:

Net loss before tax : ﬁ ; , S  (5.179)  (1359)

Defined benefit plan surptus & subsidiaries o o E : o () ‘ '(23)'
Non deductible expenditure ‘ ‘ k ) ) 13 8
Impairment loss on investment securities — listed securities : o ’ k - 892
Revaluation of land and buildings ; ‘ (12) -
Prior year adjustments | . k 80 43
Imputation credits - : ' ' : (e C (126)

The May 2010 NZ Government Fiscal Budget was substantively enacted on 20 May 2010. As a result the following non-recurring items are required to
be recognised as a tax expense:

The impact of tax depreciation on buildings being non-deductible from 1 July 2011 629 } -

The impact of deferred tax as a result of reducing the corporate tax rate from 30%to 28% from 1 july 2011~ - 399 S -

Tax benefit (477) (2,614)

Comprising:

‘Current taxation : o o i a (262) (e
Deferred taxation : : ; ; (215) (2590
Tax benefit (477) (2,614)

b) Income tax recognised directly in equity:
Opening balance ' ' ' : 356 ‘ 356

Change in accounting policy - early adoption of NZ IFRS ¢ . (262 : -

fNetmovementf-revaluationof}andand'buﬂdmgs ‘ . B Y] o

Closing balance 37
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9. TAXATION CONTINUED

¢) Deferred tax

Déferred tax arises from the following:

30 June 2010
Gross deferred tax assets:

Investment securities

Loans and advénces

Employee entitlements and other provisions
Trade and other payables

Tax losses carried forward

Gross deferred tax liabilities:

Property, plant and equipment

Deferred tax asset

30 June 2009
Gross deferred tax assets:

Loans and advances

Deposits and redeemable shares

Employee entitlements and other provisions
Trade and other payables

Tax ’lyosses carried forward

Gross deferred tax liabilities:
Prpperty;,plant, and eqmpmeﬁt =

Deferred tax asset

3,976

129

1,350

(255)

5:414

1,199
1’,306
356

209

{246)

2,824

70 - 70
(59) - 3,917
(85) - 129
(16) - 13 '
421 - 1,771
(216) G7) (428)
215 (s7) 5,572

2,777 , - 3,976
(1,306) - -
(142) ’ . - 214
80) - 129
1,350 - 14350
© - 55)
2,590 - 5,414

Southern Cross Building Society Annual Report 2010 Page 31



Notes To The Financial Statements ror rHe vear ENDED 30 JUNE 2010

9. TAXATION CONTINUED

Deferred tax asset

As referred to in the Society’s accounting policies, the Society considers it appropriate to recognise a deferred tax asset to the extent that it is
probable sufficient taxable amounts will be available against which to deduct temporary differences and unutilised tax losses.

In this regard, the Society reviews the carrying amount of any deferred tax asset at each balance date by reference to the Society’s near and long
term financial forecasts.

Upon performing the above review the Society expects to earn sufficient taxable amounts to utilise the temporary timing differences and unutilised
tax losses. Accordingly, and subject to the comments below, it is considered appropriate to recognise the future economic benefit represented by the
deferred tax asset.

On 1 june 2010, the Society signed a non-binding Memorandum of Understanding with Canterbury Building Society and Pyne Gould Corporation
Limited involving a proposed merger of their respective finance activities (refer Note 37).

In the event that the proposed merger proceeds, it is likely to be implemented by way of transfer of engagements in accordance with the provisions of
the Building Societies Act 1965. This may result in the surviving entity being unable to maintain a minimum 49% continuity of ownership and would
consequently result in the loss of any future economic benefit of the deferred tax asset, at that date, represented by unutilised tax losses.

As at 30 June 2010 the value of the Society’s unutilised tax loss is $1.8 million (30 June 2009: $1.4 million). However, the ability of the surviving entity
in the proposed merger to retain any amount of a deferred tax asset will depend upon on the final structure of the proposed merger.

In the event the proposed merger does not proceed and the Society continues to operate in its existing form, it is expected that a minimum 49%
continuity of ownership will be maintained. Accordingly the future economic benefit represented by the deferred tax asset, including the future
economic benefit of unutitised tax losses, will be realised.

Unrecognised tax losses / unrecognised temporary differences

The Society does not have any unrecognised tax losses or unrecognised temporary differences.

d) Imputation credit account

Opening balance - - o o ' ' 1,448 569
Attached to dividends recei\fed : k - ) i68 193 .
Tax refunded : : {19 2) 886
Closing balance 1,424 1,448

Imputation credits are reported on the basis that the Society maintains a minimum 67% continuity of shareholding. In the event that the proposed
merger proceeds (as referred to above and in more detail in Note 37), the minimum 67% continuity of shareholding may not be maintained.
This event would result in the imputation credit balance held as at that date, no longer being available for distribution to shareholders.

As the merger proposal is a non-binding agreement at the reporting date, the imputation credit balance is reported on the basis that the minimum
67% continuity of shareholding will be maintained.

10. CASH AND CASH EQUIVALENTS

Cash at bank : k ; : 506 853
CaShheldatbranches'"' '  L . R o 127 105
Cash held at agencies S S L o o S ‘48 - 48
Total cash and cash equivalents 681 1,006

As at 30 June 2010, the Society’s overdraft facility was $o0.5 million (30 June 2009: $0.5 million) and undrawn.
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e T

11. SHORT TERM DEPOSITS

Call deposits L o o 5,425 10,733
Term deposits | I , o B - | ’ 116,588 59,415
Pronﬁisspry notes | . o , | o : | o - v
Total short term deposits 122,013 95,368

The carrying values of short term deposits approximate their fair value.

12, INVESTMENT SECURITIES

Local authority stock ' " , ' , ‘ - h446 , 5«6'§6 |
Corporate bonds , o ‘ , ' ; ' 10,582 14’334:3,,
Listed securities | ’ k k ’ ‘ ‘ , Ca o 4,095 o 4,448
Total investment securities 19,123 25,477

a) Listed securities

Canterbury Building Society shares — at fair value through other comprehensive income 4,005 -
Canterbury Building Society shares - available forsale , o : , 4448
Total listed securities 4,095 4,448

As at 30 June 2009, investment securities were classified as financial assets “available for sale” and stated at fair value. These values were derived by
reference to published price quotations in an active market.

Prior to, and including 30 June 2009, movements in fair value were recognised in the “available for sale” reserve and as referred to in Note 7 and
explained in more detail in Note 24(d), significant reductions in the fair value of equity instruments classified as “available for sale” and financial
assests determined to be impaired, are required to be reported through current year income as an impairment expense.

On 31 December 2009, the Society elected to early adopt NZ IFRS g Financial Instruments and to report listed securities on the basis of fair value
through other comprehensive income. In addition, local authority stock and corporate bonds are now measured at amortised cost (refer to Note 36).

As at 30 June 2010, listed securities represented 1,411,905 ordinary shares in Canterbury Building Society, equivalent to 11.56% of Canterbury
Building Society (30 June 2009: 11.73%). The Society holds these shares for long-term strategic purposes.
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B

13. DERIVATIVE FINANCIAL INSTRUMENTS

Held for risk management - at fair value through profit and loss

Interest rate related contracts

Swaps L : ‘14,’50(,: S ,E,,’,(mg) o ,,:,,,,15‘5,00";,5, 25 .

Total interest rate related contracts 14,500 - (108) 10,500 25 -

14. TRADE AND OTHER RECEIVABLES

Trade receivables : ‘ ~ ‘ : 14 18
Prepayments . 102 78
Deferred broker fees | R : 276 257
Other receivables ‘ ~ ~ 239 1,958
Total trade and other receivables 631 2,311

Other receivables represent sundry deferred receivables arising from the discharge of mortgage security and settlement proceeds of
unconditional sate and purchase agreements on property provided as mortgage security for loan advances.

The carrying value of trade and other receivables approximate their fair value. As at 30 June 2010 there were no receivables classified
as past due (30 June 2009: nil).

15. DEFINED BENEFIT PLAN ASSET

The Society operates a defined benefit superannuation scheme (“Scheme” or “Plan”) for qualifying employees under the Superannuation
Schemes Act 1989. The Scheme is administered under a Trust Deed with the Society acting as Trustee. The assets of the Scheme are held
separately from those of the Society in funds under the control of the Trustees.

The Scheme is now closed to new members. As at 30 June 2010 there were six pensioners participating in the Scheme. None of the Society’s
key executives are members of the Scheme.

Given the strong financial position of the Scheme as at the last actuarial valuation date, and upon advice of the actuary, the Society (as employer)
ceased contributing to the Scheme. Given the current surplus within the scheme, the Society does not expect to be required to provide any
contributions to the scheme during the twelve months following 30 June 2010.

Member entitlements

Under the Scheme, members are entitled to retirement benefits based on the average Scheme salary, which is determined by the members’
average salary over the last three annual reviews of the Scheme prior to the members’ retirement.

Scheme salary is defined as the annual base salary at the start of each Scheme year, reduced by 20% of the national average ordinary time wage
as disclosed by the Department of Statistics last available survey.

Actuarial valuation

The most recent actuarial valuation of the Schemes assets and the present value of the defined benefit obligations were carried out at 30 June
2010 by Mr Greg Lee, Fellow of New Zealand Society of Actuaries. The present value of the defined benefit obligation, and the relevant current
service cost and past service cost, were measured using the Projected Unit Credit Method.
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15. DEFINED BENEFIT PLAN ASSET CONTINUED

The principal assumptions used for the purpose of the actuarial valuation were as follows:

Expétted return on plan assets 5.8 5.7
CPl inflation ' ‘ ‘ ‘ : 25 2.5
Interest rate for valuing pensions (discount rate) 3.8 2.5

The demographic assumptions used were based on the experience of similar schemes in New Zealand and New Zealand population mortality.

Amounts recognised in the income statement in respect of the Scheme were as follows:

Expected return on plan assets 99 152
Interest cost 63 76
Total impact on income statement 36 76

The credit for the year is reported in the employee entitlements expense in the income statement. All other changes in the value of the defined
benefit plan asset are reflected in the defined benefit reserve.

The amount included in the Society’s balance sheet arising from its obligation in respect of its defined benefit plan is as follows:

Fair value of plan assets 1,841 1,795
Present vaiue of funded obligations : o 1,558 1,548
Defined benefit plan asset recognised in the balance sheet 283 247

The defined benefit plan asset is subject to variations caused by changes in investment yields and inflation. Therefore the defined benefit plan asset
and associated surplus within equity are classified on the balance sheet as a defined benefit plan asset and defined benefit reserve respectively.

In the event of there being a surplus of funds upon a wind up of the plan, per the terms of the plan Trust Deed, the surplus would revert to the
Employer. Per the terms of the Trust Deed, the Employer is the Society.

Defined benefit plan assets

Changes in the fair value of the plan assets are as follows:

'O'péni’ngfairva,lue of ;ﬁlan"assgté , ' - S o ) - o myes 2,3331
Expé;ted rétufn onplan assets S o S o g9
et e gy
Benefs ’.s",paidf i ;@1,253 . ',i SRCOR
Closing fair value of plan assets 1,841 1,795
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15. DEFINED BENEFIT PLAN ASSET CONTINUED

Defined benefit plan obligation

Changes in the present value of the defined benefit obligation are as follows:

Opening deﬁned’beﬁeﬁt ob'lfgatfori A . o  : o L 1,548
et L
Actuarial losses ) k o : ‘ 72
Benefitspaid S @y
Closing defined benefit obligation 1,558

1,708
26

150

,,,(386),

1,548

NZ IAS 19 Employee Benefits requires the use of one rate of return on plan assets. The overall expected rate of return is calculated by weighting the
following individual rates with the anticipated balance in the plan’s investment portfolio.

Expected return by asset class

Equities : ‘ ; ; 6.8
Corporate bonds . o . ; R U . S ,5.0
Government bonds k : 4.0
Dtherﬁ‘e‘pmperty)] L S o se
Weighted average expected return 5.8

57

As at 30 June 2010, 99% of the Scheme’s assets were invested in ING’s SIL Balanced Fund (30 June 2009: 96%), with the remaining 1% (30 June 2009:
4%) invested by the Trustee in call deposits.

The distribution of these assets is as follows:

Scheme assets

Equities ‘ : ; - ' - ' ; T gom
Corporate bonds } : : ‘ 28§
vaernrhenfbonds IR RIS e P T | : ) 239
Other (i.e. property) o o ’ ; ’ . 252
Total scheme assets 1,841

915
341
308
§198

1,795

The Scheme’s assets do not include any of the Society’s own financial instruments, nor any property occupied by, or other assets used by, the Society.
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Notes To The Financial Statements Fror THe Year ENDED 30 JUNE 2010

16. LOANS AND ADVANCES

Advances at amortised cost - E ) . . 262,318 284,661
Provisions ' : , (12,496) (9.040)
Total loans and advances 249,822 275,621

Loans and advances by security type

Secured by mortgage : . 246,900 272;6é1
Secured kby General Security Agreement : k : k ‘ i 2,881 2931
Secured by Personal Property Security Act ‘ , o X! '69{_
Total loans and advances by security type 249,822 275,621

Substantially all loans and advances held by the Society are secured by a first mortgage. As at 30 June 2010 the Souety had $0.2 million secured by
second mortgage (30 June 2009: $0.2 million).

Loans and advances by status

Neither past due or impaired 195,979 236,107
Past due but not impaired 34,760 12,886
impaired assets i : 31,579 35,668
Provisions - ; o - ; o (12,496) * (9,040)
Total loans and advances by status 249,822 275,621

Ageing of past due but not impaired assets

Less than 7 days past due ' , , 5,674 852

Greater than 7days'and.less than 35 days pastdue - | o : o o 19,715 1,461
| Greéterthan 35'&&/5 aﬁd less'thaﬁ 65‘days pastdue k k k . ‘ k S ' 2,197‘ : 7.736
' Greaterthan 65’dév$ and less than 9o days pést due V ’ - B o o | 3,748 1,804
Mofethan 9°day5pastdue L ’ st - 3,426 ) 1'033

Total past due but not impaired assets 34,760 12,886

More than go days past due but not impaired

27,891

3,426 11,496

Amounts wntten off (13) o (1;’275)

£ (1,4';15)’ S Grers)

Balance at end of period 3,426 1,033
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16. LOANS AND ADVANCES CONTINUED

Impaired assets

Balance at beginning of period ’ ~ 35.653 5:519
Additions to mpaired assets status T  sen 2250
Amounts written off . . : ' : (3,399 (2,616
Deletions from i}npaifed assets;status' - ' . o S : (9,362)” x (9,494)

Balance at end of period 31,579 35,668

Subsequent to the Society’s balance date of 30 June 2010 and as at 11 August 2010, actions undertaken by the Society reduced the amount
reported as “past due but not impaired assets” by $18.4 million, and reduced the amount reported as “impaired assets” by $6.8 million.

As at 30 June 2010 there were no restructured assets (30 June 2009: nil) nor financial assets acquired through the enforcement of security
(30 June 2009: nil).

Valuation and nature of security - past due assets

Residential ‘ k : 17,701 " 27,850
Commercial : : : 11,690 12,992
Rural . o - o o ,36,832 o 953
Total valuation and nature security - past due assets 66,223 41,795

Valuation and nature of security - impaired assets
Commercial ' ' - ' ' 14,179 23,550

Residential : ‘ ‘ 6,503 7,100

Total valuation and nature of security - impaired assets

Provision for impairment
Collective provision ‘ : a 1,600 . 1,071

Specific provision 5 ‘ : ‘ b . 10,896 7,969

Total provision for impairment

a) Collective provision

Balance at beginning of period’ - . 1,071 2,140
Charged to income statement ? ‘ ‘ 529 . 835
Released to income statement ‘ ‘ : : - (1,904

Balance at end of period
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16. LOANS AND ADVANCES CONTINUED

b) Specific provision

Balance at beginning of period ' 7,969 937
Charged to income statement . 4,869 9,726
Released to income statement (1,941) 2,694)

Balance at end of period 10,896 7,969

As set out in the accounting policies, under NZ IFRS the Society recognises a loan impairment provision when there is objective
evidence of impairment.

In determining whether an impairment loss should be recorded, the Society makes judgements as to whether there is any observable data
indicating that there is a measurable decrease in the estimated future cash flows from a portfolio of loans before the decrease can be identified
within individual loans in that loan portfolio. In making these judgements, the Society uses estimates based on a combination of historical loss
experience and judgemental assessments for assets with credit risk characteristics and objective evidence of impairment to those in the portfolio.
The methodology and assumptions used in estimating the key data inputs, including the timing and amount of future cash flows, will be subject to
ongoing review to reduce any differences between loss estimates and actual loss experience.

Lending commitments

Undrawn committed loan facilities to customers
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17. PROPERTY, PLANT AND EQUIPMENT

Gross carrying amount
Balance as at 30 June 2008 , o ‘ 5,986 268 306 6,56§

Additions ; , o i - B 36 4 82 ;o122

e

Additions o S o | N 9 B
Revaluation recognised in profit and loss: ) , ' (1,183) e . (1,183)
Revaluation recognised in equity . k k Boo) - (306)

Accumulated depreciation and impairment

Balance as at 30 June 2008 : ' ; 71 . 138 u2 321

Depreciation expense ) 77 33 80 . 3190

Disposals ; ' @ - . @)
Depreciation expense . .. . .~ S S . ' S 78 R T 87 ”':196'
Revaluation o ’ ; ’ ~ (83) - ; - (183)

Net book value

As at 30 June 2008 : : ' : : 5,915 130 194 6,239
Asat3ojune2009 . . . o .. 5874 .. . - 01 L S196. 6,171

As at 30 June 2010 4,522 71 118

Carrying value of land and buildings includes leasehold improvements of $0.2 million (30 June 2009: $0.2 million).

Property revaluations

A cyclical method of valuation of the Society’s land and building has been adopted. Land and buildings classified as items of property, plant and
equipment are valued at least once every three years by independent registered valuers. The dates of the latest valuation are disclosed in the table
below. These valuations were performed on the capitalisation of net income and open market values basis excluding GST.

The following properties were revalued as at 30 June 2010:

452-456 Lake Road, Takapuna, Auckland  Eyles McGough Ltd ; : ANZIV Registered Valuers S 1,250 1,406
411-415 Victoria Street, Hamilton ‘ Briaﬁ Hamill and Associates ANZIY Registered Valuers 1,255 2,335
" 24 Devonport Road, Tauranga =~ Hills Haden Ltd (incorporating Almao and Greéﬁ)' FPINZ Registered Valuers “1,020 1,123
1132-1136 Hinemoa Street, Romruéf - ,Cleghoi'n Gillespie Jenson Ltd ; : ‘FNZ’IViRegistered Va%luers - 820 1 715k
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17. PROPERTY, PLANT AND EQUIPMENT CONTINUED

The valuations have been prepared in accordance with NZ IAS 16 Property, Plant and Equipment and determined by using a valuation model,
or models, and where available, references to market evidence of transaction prices for similar properties.

The following table summarises the valuation models and the key assumptions used in determining the valuations. Where the Society occupies the
property as a tenant, the tenancy agreement is assumed to be based upon a standard Auckland District Law Society tenancy agreement with an
6 - 8 year lease term.

Income capitalisation and depreciated -

-456 Lake Road, Takapuna, Aucklan -6 BT I
452 45 2 puna, Auckland replacement value > L 775
o o Income capitalisation and depreciated ‘ S
411-415 Victoria Street, Hamilton : ) pHe’ P 2-8 . 21 - 6.00-7.00

. : replacement value o o .

N Income capitalisation aﬁd dey réciated ' N '
24 Devonport Road, Tauranga ) P pre! 8 not specified 7.00
] i replacément value B )
. : Income capitalisation and depreciated i
1132-1136 HinemoaVStree’t, Rotorua ’ P P 3-6 4 8.75-9.25

replacement value

The carrying value of the above properties as at 30 June 2010, on the basis these were carried under the “cost less accumulative amortisation
model”, would have been $4.0 million (30 June 2009: $3.7 million).

The following intangible assets relate fo computer software capitalised.
Gross carrying amount
Balance as at 30 June 2008 ‘ ‘ - S ~ ' : 564

Addition

,@w&
- o
e
“,g :

Accumulated amortisation

Net book value

“Asat 30 jurie 2008
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19. DEPOSITS

' Deposits maturing within 1 year ° o o ‘ ) ‘ . P | .  32 8',627 A 344’43:9 .
'Betweenx&zyears o e R o - ’,; o e e
BeMeen2&3years o . e - e o ousz ‘,4'39;5,
Between 3 8 4 years I o L o o S N 1
 Between 4 & 5 years . . R o . | - : - o : . . 23 . k, R
Total deposits 353,737 358,162

Weighted average interest rates

Deposits fnaturing within; year : B ) ’ ’ o , ‘ 4.7 . 5.5
Between 1 & zﬂy’ears’, - o k ’ k : o o 5.7 . | 54
Between 2 & 3 years ’ : o o ; ‘ ; ‘ , 6.2 6.0
Between3&y4years o ’ ’ o , , 00 - 6.3
Between 4 & 5 years : ‘ ‘ ‘ ‘ : , 6;6 0.0
Total weighted average interest rates 4.8 5.5

All deposits are unsecured under the Trust Deed.

20. REDEEMABLE SHARES

The redeemable shares relate to the class of shares called “B” terminating shares.

During the year ended 30 June 2009, in order to further simplify the capital structure of the Society and as provided for in the Rules of the Society, the
Society elected to redeem all remaining “B” terminating shares by way of appropriation.

As at 30 June 2009 all “B” terminating shares were redeemed.

“B” terminating shares - subscriptions i : o : ) ‘ ' - -

“B” terminating shares profit & ballot rights paid

Opening balance ; ‘ ‘ : - ‘ 4,355
Current year profit & ballot payments ‘ k k ~ : : k : 2 (3,440)
Movement in profit & ballot rights . ‘ : ; ~ k . - (12) (915}

Total redeemable shares - -
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20. REDEEMABLE SHARES CONTINUED

The “B” terminating shares represented a class of shares comprising both fully paid up and deferred payments on shares entitling the holder
to receive profits and participate in a ballot for an interest free loan or the calculated cash equivalent.

These were classified as liabilities of the Society and were held in terminating groups as described in the schedule issued at the time the shares
were originally taken up.

The maturity dates for “B” terminating shares were nominated at the time of issue of each share. On 31 March 1981, the Society ceased to issue
“B” terminating shares.

21. TRADE AND OTHER PAYABLES
Trade creditors 1,049 1,065
Withholding tax payable 283 325

Total trade and other payables

1,390

All amounts included within trade and other payables are unsecured.

The carrying value of trade and other payables approximate their fair value. As at 30 June 2010 there were no payables classified as past due (30 June
2009: nil).

22. EMPLOYEE ENTITLEMENTS AND OTHER PROVISIONS
Current employee entitlements

Opening balance - employee entitlements 211 177

Movement in employee entitlements (26) 34

Opening balance - other provisions 51 1,005

Movement in other provisions . , , , ' . o (23) . (954)

Other provisions relate to expected future broker liabilities associated with loans and advances purchased from third parties.
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23. SHARE CAPITAL
Fully paid ordinary shares -~~~ . R e P 10,450

Total share capital 10,475 10,450

a) Ordinary shares

Opening balance : s ‘ - ‘ ; : ; 10,450 10,425
EXeCUtiVEShB\:'ESChemE'é"  e co AU T 25 . 25
Closing balance 10,475 10,450

b) Number of fully paid ordinary shares

Balance at beginningofperiod o ) B . o o . - . 51500 - 51,500

Number of ordinary shares at end of period 51,500 51,500

¢) Number of ordinary share options
Balance at beginning ofpeﬁod ) . L . L S L L L. 17,567 . . 17,567 .

Number of ordinary options at end of period 17,567 17,567

Description:

Ordinary shares
10,250,000 shares called ordinary shares of a value of $1 each. These are classified as equity.

40,000,000 shares called ordinary shares of a value of $1 each, issued by way of bonus issue to holders of “B” terminating shares in terms of their
entitlements as “B” terminating shareholders. These are classified as equity, although recorded as nil value because they were issued by way of
bonus issue.

Executive share scheme

As referred to in Note 32, the Board of the Society approved an executive share scheme (“Scheme”) in the year ended 30 June 2008. Under the
Scheme the Society issued 1,250,000 new ordinary shares of a value of $1 each to participants of the Scheme.

The issue of ordinary shares is subject to vesting rights that are in turn dependant on the achievement of pre-determined objectives by the Scheme’s
participants.

Ordinary share options
As at 30 June 2010 17,566,666 (30 June 2009: 17,566,666) ordinary share options had been issued.
During the year ended 30 June 2010 no ordinary share options have been issued (30 june 2009: nil).

All ordinary share options have the same terms, namely each option entitles the holder to purchase one new ordinary share for $1 at any time on or
before 30 June 2012.

As at 30 June 2010, no options had been exercised.
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23. SHARE CAPITAL CONTINUED

Voting rights

Each ordinary share carries the right to one vote. The ordinary share options also have voting rights.

Other rights and privileges

All ordinary shares carry an equal share in any distributions authorised by the Board and in any distribution of surplus assets of the Society. There are
no rights of conversion, withdrawal or termination of ordinary shares.

New issues of ordinary shares

In accordance with the Rules of the Society, the Society has no authorised capital but the Rules empower the Directors to issue new shares under
certain circumstances.

24. RESERVES

Capital reserve . . a k ‘40,000 k B 49,00@
Retained earnings ‘ ' b (3,676) o 1,026
Asset revaluation reserve i C ; ; 1,074 1,;48 ,
Available for sale reserve : d - - (615}
Defined benefit reserve | o ‘ e ‘ 86 86
Fair value through other comprehensive income reserve : f (353) -
Total reserves 37,131 41,748

a) Capital reserve
Obeningbalance ‘ ‘ ) 40,0000 40,000

Closing balance 40,000 40,000

On 28 June 2007, at a Special Meeting of members, a special resolution was passed to effect a bonus issue to members by capitalising $40 million of
accumulated reserves into a new permanent capital reserve.

b) Retained earnings

Openingbalance o L o - , ; k :  L026 9,77’1"
- Losses transferred from ih;o‘me,statement:” S a0 Baan)
Closing balance (3,676) 1,026

¢) Asset revaluation reserve

Opening balance

: ';'Revé"!uatioﬁ:ciffland' and building‘s o

 Deferred tax impact of current year revaluations

~Pﬁqr year;reva!batibn'moveméﬁts transferred to income statement - -
Closing balance 1,074 1,248

The asset revaluation reserve represents the cumulative net valuation increase net of deferred tax for land and buildings held as at balance date. Loss on
revaluation of land and building in Hamilton has resulted in $0.08 million being transferred to profit and loss from asset revaluations reserves.
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24. RESERVES CONTINUED

d) Available for sale reserve

P R S

Opening balanc (612) o @e27)
. . ,,,,,,, i ‘ o : : i } . B : - \
Change in accounting policy - early adoption of NZ IFRS g Financial instruments o v e IR ‘
A R N : '
1
Prior year revaluation movements transferred to income statement . = 1,089 ‘
'Revaluaticmofinve$tment'secimti‘es"i' o o o - e
Closing balance - (612)
The available for sale reserve represents the cumulative fair value adjustment net of any deferred tax impact of financial assets classified as ‘
“available for sale” held as at balance date under NZ |AS 39 Financial Instruments: Recognition and Measurement.
Early adoption of NZ IFRS g Financial Instruments on 31 December 2009 has changed the accounting treatment for fair value movements of (
investment securities. These assets are no longer classified as available for sale (refer to Note 36). Corporate bonds and tocal authority stock are now \
measured at amortised cost and listed securities at fair value through other comprehensive income reserve. As the fair value of the corporate bonds 1
at 1 july 2010 is the amortised cost under NZ IFRS 9 Financial Instruments, the revaluation reserve amount of $0.6 million is written back. Transition
relief for early adoption of NZ IFRS ¢ does not require prior year comparatives to be restated. Current year changes in the fair value of listed securities
at fair value through other comprehensive income are now in a new reserve at Note 24(f).

Under NZ IAS 39 Financial Instruments: Measurement and Recognition this decline in fair value shown in Note 24(F) would have been reclassified to
profit and loss.

e) Defined benefit plan reserve '
Opening balance S ; o k i k . ) o ‘ 86 588 )
Decrease in value of defined benefit asset S [ . ~ . (5‘02) L |

Closing balance 86

o B
*

The defined benefit plan reserve represents the excess of the fair value of the assets of the Society’s defined benefit superannuation plan over the
net present value of the defined benefit obligations.

f) Fair value through other comprehensive income reserve

Opening balance k ‘ ' B ' ' : -

1
l

q

Revaluation decrease in investment securities - =~ I . : k (353).

Closing balance (353)

The Society has elected to adopt NZ IFRS 9 Financial Instruments early with initial application on 31 December 2009. Under the transition relief for
early adoption, prior year comparatives have not been restated.
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Net loss after tax (4,702) (8,745)

Add / (less) non-cash items:

Depreciatiokn and amortisation k ‘ - 377 357
Revaluation loss on land and buildings 1,183 -
\ Deferred tax recognised in equity k (320) -
’ Increase in deferred tax : (158) {2,590
Actuarial gain on defined benefit plan asset (36) (76)
Executive share scheme expense 25 25
' Impairment on loans and advances ) ' 6,546 11,405
Impairment on investment securities - 2,135
Revaluation surplus transferred from available for sale reserve to profit and loss . - 1,089
b Fair value movement in derivatives | 133 (25)
Change in accounting policy - adoption of NZ IFRS ¢ 874 -
Total non-cash items 8,624 12,320

Deferral or accruals of past or future operating cash receipts or payments:

Increase in short term deposits ~ (26,645) (39,976)
Decrease in investments 6,001 21,808
(increase) / decrease in trade and other receivablgs ‘ ‘ 1,680 (2,052)
Decrease in tax receivable B ‘ ' ' © 39 875
Decrease in loans and advances . ) 19,253 51,466

) Decfease in deposits ‘ ’ ' ) . (4.425) (26,629)
Decrease in.redeemahle shares , | . ’ , I , . k ,(7,84'55 k
Decre&#e in employee entitlements and other pr0visfons : o ' . , o (49) " (920)

Decrease inytra'de and;ofhefﬁayables: S S S Do G T ‘(5 8)‘_ Go")

Net cash flows used in operating activities

v——vw'-vw‘rv*w v TTWpw e
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26. CAPITAL COMMITMENTS

Capital expenditure approved by the Board of Directors for the period subsequent to the reporting date totalled $0.05 million
(30 June 2009: $0.08 million). This expenditure is expected to be incurred within the next 12 months.

27. CONTINGENT LIABILITIES

As at 30 June 2010 the Society had no contingent liabilities (30 June 2009: nil).

28. LEASE COMMITMENTS

Lease revenue commitments
The total of future minimum lease revenue receivable under non-cancellable operating leases is as follows:

Not longer than 1year ' ; : o : 67 101

Longerthan1yearandnnt»’l0ngerrthan5years’E S L . U S o 3 571,,
Total lease revenue commitments 70 172

The Society leases excess space in the buildings owned and occupied by the Society under non-cancellable lease agreements. Lease revenue is
recognised in the income statement. The leases have varying terms and right of renewal options on the expiry of each of the leases.

Lease payment commitments
The total of future minimum lease payments under non-cancellable operating leases is as follows:

Not longer than 1year ‘ ‘ : - ‘ ‘ 523 453

Total lease payment commitments 1,529 1,458

The Society leases various premises under non-cancellable operating lease agreements in addition to those properties owned by the Society. The
third party leases have varying terms and renewal rights. Lease expenditure is charged to the income statement. All the leases relating to the rental
of property provide renewal options on the expiry date of each of the leases.

29. FINANCIAL INSTRUMENTS

Introduction

The Society and its subsidiaries (“Society”) are defined in NZ IFRS 7 as a financial institution. The Society is committed to the management of
risk to achieve sustainability of service, employment and profits, and therefore, take on controlled amounts of risk when considered appropriate.
The primary risks are those of credit, market (price and interest rate), liquidity, funding, and operations risk.

The Board of Directors is responsible for the review and ratification of the Society’s systems of risk management, internal compliance and control,
code of conduct and legal compliance.

The Board maintains a formal set of delegated financial authorities (including policies for credit and treasury operations) that clearly define
the responsibilities delegated to management and those retained by the Board. The Board approves these delegated authorities and reviews
them annually.
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29. FINANCIAL INSTRUMENTS CONTINUED

As required by Reserve Bank non-bank deposit taker (NBDT) regulations and approved by the Trustee, the Society has implemented a Risk
Management Programme (RMP) that outlines how the Society identifies and manages its key risks. Management formally reports on all
aspects of the RMP to the Board on a monthly basis. In addition, the following committees review and manage key risks:

¢ The Senior Management Team meets regularly to consider new and emerging risks, reviews actions required to manage and mitigate key risks,
and to monitor progress;

¢ A Treasury Committee (including an independent consultant) meets at least monthly to consider, monitor and review exposure to interest
rate risk, liquidity, funding, and investments; and

® An External Credit Committee (including non-executive directors) meets regularly to consider, monitor and review credit risk and credit policy.

Additionally, the Society employs an internal auditor who reports separately to the Board on a monthly basis.
Financial risk management policies

Credit risk

Credit risk is the risk that a counterparty will default on its contractual obligation resulting in a financial loss to the Society. The Society has
comprehensive, clearly defined credit policies for the approval and management of all credit risk including risks to banks and related counterparties.
All prospective mortgagors are subject to lending criteria established by the Board of Directors. These include maximum loan to security vatue ratios
and demonstrated debt servicing ability.

Advances are secured by first mortgage except for a few advances that are either secured by either a general security agreement, registered under the
Personal Property Security Act or second mortgage (refer Note 16). All lending approvals are by management, External Credit Committee or Board of
Directors depending on the size of the advance.

Market risk

Market risk is the potential for change in the value of on balance sheet and off balance sheet positions caused by a change in the value, volatility or
relationship between market risks and prices. Market risk arises from the mismatch between assets and liabilities, on and off balance sheet, and from
controlled trading undertaken in pursuit of profit. Market risk includes price and interest rate risk, which are explained below.

Price and interest rate risk

Price and interest rate risk is the risk that the value of financial instruments and the interest margin will fluctuate as a result of changes in market
interest rates. The risk is that financial assets may reprice at a different time and/or by a different amount than firancial liabilities.

This risk is managed by setting control limits under the Society’s treasury policy to measure and monitor the present value amount of interest margin

at risk using an interest rate gap approach. When required to limit interest rate risk within policy, the Society may use interest rate hedging instruments
(including fixed rate agreements, options and interest rate swaps) though only interest rate swaps were in use during the reporting period (refer Note 13).
Liquidity risk

Liquidity risk is the risk that the Society will encounter difficulties in raising funds at short notice to meet commitments associated with financial

instruments. The Society monitors its liquidity daily, weekly and monthly and maintains appropriate liquid assets to meet all obligations in a timely and
cost efficient manner. Management of liquidity risk is designed to ensure that the Society has the ability to meet financial obligations as they fall due.

The objectives of the Society’s funding and liquidity policies are to:

e ensure all financial obligations are met when due;

 provide adequate protection, even under crisis scenarios, at lowest cost; and

e achieve sustainable, lowest-cost funding within the limitations of funding diversification requirements.

The Society monitors this risk by forecasting daily cash requirements and ensuring an adequate liquidity buffer is maintained of readily realisable
investments. The Society’s liquidity management is described further in Note 30.

Funding risk

Funding risk is the risk of concentration on a particular funding source to the extent that a change in that funding source could increase overall funding
costs or cause difficulty in raising funds. The Society has a policy of funding diversification that augments the Society’s liquidity policy with its aim to
ensure the Society has a stable diversified funding base without over-reliance on any one source of funding or market sector.
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29. FINANCIAL INSTRUMENTS CONTINUED

Capital management
The Society’s capital includes share capital and reserves.

The Society’s policy is to maintain a strong capital base so as to maintain investor, creditor and market confidence and to sustain future development
of the business. The Society is subject to externally imposed requirements via its Trust Deed. The minimum capital allowed is 5% of total tangible
assets. As at 30 June 2010 the Society had capital of 11.8% of total tangible assets (30 June 2009: 12.6%). The Society has complied with these
requirements throughout the period.

The Society’s policy in respect of capital management and allocation is reviewed regularly by the Board of Directors. There have been no material
changes in the Society’s management of capital during the period.

Quantitative risk exposure disclosures

Sensitivity analysis

The Board of the Society has identified that a key sensitivity affecting the Society’s financial performance and financial position is a change in market
interest rates. In accordance with NZ IFRS 7 Financial Instruments: Disclosures, the sensitivity of the Society’s net profit after tax for the year and
shareholders equity, to a possible change in interest rates and equity prices is as follows:

Impact of a change in interest rates:
Movement in rates by 1.00%
Net profit after tax 486 (486) 347 347)

Equity , 486 (486) 347 (347)

Impact of a change in equity prices:
Movement in equity prices by 10%
Net profit after tax (409) 409 (445) 445
Equity ‘ (409) 409 (445) 445

The sensitivity analysis above is based on the following key assumptions:

* The sensitivity analysis is not a forward looking exercise; rather the analysis is based on the year to 30 June 2010;

* The balance sheet position as at 30 June 2010 is used as a proxy for the year ending 30 June 2010;

¢ The Society’s exposure to fixed interest rates in its loan portfolio as at 30 June 2010 is used as a proxy for the year ending to 30 June 2010; and

* The Society is able to recover any increase (and will pass on any decrease) in interest rates by increasing (or decreasing) its lending rates on
variable rate loans which comprised approximately 50% of total loans by value as at 30 June 2010 (30 June 2009: 72%).

As referred to above, as part of the Society’s treasury management function, the Society does focus on prospective interest rate risk management
through ongoing monitoring and review using an interest rate gap approach.

Other risks such as funding and liquidity risk are disclosed in more detail in Note 30. It is not considered that exposure to these risks is likely to
lead to material change over the next reporting period and accordingly, a sensitivity analysis of these risks is not included.
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29. FINANCIAL INSTRUMENTS CONTINUED

Interest rate repricing schedule

The following tables include the Society’s assets and liabilities at their carrying amounts (other than derivatives which are shown at their notional
value), categorised by the earlier of contractual repricing or maturity dates.

As at 30 June 2010

Assets

Cash and cash equivalents 2.75 681 - - - - - 681
Shurtierm déposits i 3.97 122,013 . | : - B . oo | 122,013
Investment securities 7 ' 5.46 2;42,5 . 1,000 7,681 - . 3,903 4,005 19;123
Loans and advances o . 7.68' 171,117 41,252 23,963 . 12,321 1,169 - 249,822
: dthéréssets o : , . oo - - - - - . 11,357 11,357

4

Liabilities and equity

Deposits 481 280,337 49.470 21,419 251 - - 353,737
Defivitfve ﬁna'nciali'instru~merits - ' e 000 : o ) . , - ' - 08 E ‘ 108
Other liabilities .~ - oo : o - - . - 1545 1,545
Equity R ’ ) ' N o;ﬁy{)’ o - | - . oo : 47,606 47,606

Onlbalahég shegf‘intére’sts;,ensyiti\fitygap; 15,919 7,218) o2 9,8iC (33,807)

,' ﬁrﬁéhﬁaliﬁstm;ﬁenié 110 }4”5@« ',,T,’(z,sqc’:y) L (8.7@) s

1,525 (33,807)

Total interest rate sensitivity gap
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29. FINANCIAL INSTRUMENTS CONTINUED

As at 30 June 2009

Assets

Cash and cash e'quxivalénts . . - 250 1,006 ;
Short term deposits : ',,3;22 | '95,368 .
Investment securities R o 420 10,346 ~ ”2",:415
Derivative ﬁnancialinstrumerits" 000 - -
Loans and advancés L 9,21 232,880 §25,363
Other assets ‘ o 0.00 SR -

Liabilities and equity

Deposits . 561 286353 58087
Other liabilities ; © 0.00 - -
Equity 0.00 - -

s
Sha

On-balance sheet interest sensitivity gap 53247 (29,804)

Net balance of derivative financial instruments : 1.06 : 10,500 ) -

Total interest rate sensitivity gap

63,747 (29,804)
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29. FINANCIAL INSTRUMENTS CONTINUED -

Maturity analysis for undiscounted contracted cash flows

The following tables analyse the Society’s assets and liabilities into relevant maturity groupings based on the remaining period at the balance sheet
date to the contractual maturity date. The amounts shown in the tables are based on the contractual undiscounted cash flows and therefore will not
agree to the carrying values on the balance sheet. The tables include estimates made by management as to the average interest rate applicable for
each class during the contractual term.

The majority of the longer term loans and advances are commercial loans, which, based on the historical experience of the Society, are likely to be
repaid earlier than their contractual terms. Deposits include both term deposits and deposits at call. Historic experience of the Society has shown
that such deposits provide a stable source of long term funding for the Society.

As at 30 June 2010

Assets

Cash and cash equivalents 681 - - . A . - 681
Short term deposits ' e , 5,425 117,283 , - . - . ' . . 122,708
Investment securities . - 2,808 1,341 . 8,926 - 189 4,230 4,095 21,589
Loans and advancés - 65,488 38,859 - 47,197 52’,,76’0 1 186,730 S - 391,034
Trade and other receivables ' - 631 - , - - - - 631

Liabilities
Deposits ‘ 59,553 . 223,557  5L472 23,015 2,934 L. - 360,531
Derivative financial instruments B = . R ' R 28 77 - oL ':,'1048'

Employeeyentitle,m‘entsaﬁd dtherprwisians:' S T P S 213

1332

Trédéa‘indothérypayéb‘les’?;' AR S 1332

‘y draw overdraft facitity .

Net liquidity gap - cumulative (98,490) (26,747) 164,213 168,3
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29. FINANCIAL INSTRUMENTS CONTINUED

Maturity analysis for undiscounted contracted cash flows continued

As at 30 june 2009

Assets

cas"a",d“,”‘“,‘,““?“,W‘?“e’,‘,t-"f,, B T T 1,006
Sﬁortterm deposits o . \10,733 34,918 . - - . 95,651
Investment secukities E \ - 4,136 3,916 4,460 8,048 3.558 4,443 ‘29,416

'Derivativéﬁnancialinstn’xméh’tsi | R ,,,,, R 3 22 L , | o ’, 25

Loans and advances ‘ - 0921 §31,682 5%,888 96,?;74 92.935 - 359,240

Trade and other receivables .. .~ .. ... L 2311 . R TR R T T
Income taxrecei\éabie k 39 | - . - - - - 39

)

Liabilities

Deposits 34871 262154 6usgr 1369 248 - 374074
Employee entitlen;entsénd othefpmvisinns i - C 262 : - C- oo - ' 262
T’““"""‘“*’F“‘“",‘“, o f L0 - T -

Undrawn overdraft facility : 500 - ‘ - - . . - 500

Unrecognised loan commitments ‘ - (6914) . - E - (6,914

ity gap - cumulative (22,593) (110,737) (136,730) (92,648) 4,607 101,100 105,548
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29. FINANCIAL INSTRUMENTS CONTINUED

Maturity analysis for undiscounted expected cash flows

The following tables analyse the Society’s assets and liabilities into relevant maturity groupings based on the remaining period at the balance sheet
date to the expected maturity date. The amounts shown in the tables are based on the contractual undiscounted cash flows from the expected
maturity dates estimated by management and therefore will not agree to the carrying values on the balance sheet. The tables include estimates
made by management as to the average interest rate applicable for each class during the estimated term.

The expected maturity date of loans and advances used in the following tables has been based upon historical term data and has been estimated to
be an average of three years. Expected maturity dates differ from that of contractual maturity dates due to the average loan being repaid eartier than
the contractual term used for calculating minimum monthly loan repayments.

The expected maturity date of deposits used in the following tables has been based upon the current reinvestment rate of 91.48% (30 June 2009:
87.18%). Therefore the expected maturity dates differ from that of the contractual maturity date because a significant proportion of deposits are
renewed at maturity and therefore do not have a cash flow effect.

As at 30 June 2010

Assets

Cash arid cash equivalents ' 681 . - . , < - - 681

Short term deposits 5,425 117,283 - - - - - 122,708

klhvesf‘ment securities k k . 2808 1,341 8,926 "1‘89 4,230 4,095 21,589

Loans and advances - | 65,488 38,859 475197 132,781 - - 284,325
. 'Tfadeand other receivables’ = - 631 oo S R S = 1

Liabilities

Deposits S 5,074 ,2i1346 28,588 . 49,487 60595 234870 s 399,960 |
'pemme ﬁnancfal inStrUments S o R TR 3 B zB | 77 - - ;  108 '
dEpj‘ployeJi;Eﬂti’tlgm‘eri\‘ts"&:o‘cherpfoViSions.' o : ce : 213 e e , : : R 213

“Tr'adeanduthéyrpailabtés\, ’ e 1332 N S S o 1,332

fﬂndm} n{mrdraﬂfaziﬁw,"‘ :

Net liquidity gap - cumulative 248,715
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29. FINANCIAL INSTRUMENTS CONTINUED

Maturity analysis for undiscounted expected cash flows continued

As at 30 June 2009

Assets

Cash and cash equivalents - ’ ' E‘1,006 | - - - e - VVJQ:QOG
S'ho‘rtytermydyepos;i'té o B 073  84,918 o o 95651
Investment secﬁrities ‘ - . 4,136 ; 3,916 4,460 8,948 3,508 4,448 29,416
Derivatfve financial in’s’truments ’ - | - - -’ B 3 22 o - 25
Loans and advances . - 91,211 " 46,874 . 51,296 ‘ 120,786 - ' - ’ - ’ 310,167
Trade and other receivables - | 2,311 | o - - - - 2,5311
Income tax receivable ; 39 o S - - - 39

Liabilities

Deposits ' 4,469 35,520 46,706 k 69,462 77,966 k 172,525 - 406,648
Employee entitlements & ot:her proVisio:né . . 262 ' ‘ ' - N .. - 262
Trade and other payables . : - - 1,390 : - - - - 1,390

Undrawn overdraft facility : 500 - - - . - - 500

'UnTBCOgnisedloancammitments’ P e (6,914) S A o T S . (6,914)

Net liquidity gap - cumulative 146,299 150,383 136,680 188,470 19,453 23,901

Ranking of securities

Se'éured'cr’edifor{s' e o - R e 768 Sﬁ
Deposits : ; - ‘ . 5 ' : 353;737 : 358,1§2
Unsecured crédf;ors . | H | . o z o 3, 885 : 840

Total first ranking securities 355,390

Deposits are unsecured, subject to a separate trust deed that contains financial covenants and rank before ordinary shares.
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Fair value of financial instruments

Financial assets

Cash and cash equivalents ' 681 681 1,006 1,006
Short term deposits 122,013 122,013 95,368 95,368
Investment securities : | 19,123 18,372 25,477 25,477
Trade and other receivables <~ - : 631 ; 631 2,311 231
Derivative financial instruments N - - ’ 25 25
Loans and advances ) i 249,822 250,120 275,621 277,4(59

Non-financial assets . , ' 10,726 10,726 12,204 12,204

Total assets 402,996 402,543 412,012 413,800

Financial liabilities

Deposits o 353,737 354,320 358,162 369,809
“Derivative ﬁnanci‘al instruments ) 108 108 - -
' 'Trédé and other payables S ' 1,332 : 1,332 1,390 1,390

e

Non-financial liabilities

Total liabilities 355,390 355,973 359,814 371,461

Early adoption of NZ IFRS g Financial Instruments on 31 December 2009 has changed the accounting treatment for fair value movements of
investment securities. These assets are no longer classified as available for sale (refer to Note 36). Corporate bonds and local authority stock are now
measured at amortised cost and listed securities at fair value through other comprehensive income reserve.

Assumptions used in determining fair value of loans and advances

The fair value of loans and advances is calculated using discounted cash flow models based on the interest rate re-pricing and maturity of the loans
and advances.

Discount rates applied in this calculation are based on the following observable information as at 30 June 2010:
¢ wholesale market yields (ranging from 2.94% t0 4.77%)
o the Society’s weighted average funding margin of 1.43%

e and the Society’s risk margin for counterparties of similar credit profiles (ranging from 1.50% to 5.00%)
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29. FINANCIAL INSTRUMENTS CONTINUED

Assumptions used in determining fair value of investment securities

The fair value of investment in securities is based on quoted market prices.

Assumptions used in determining fair value of deposits

The fair value of loans and advances is calculated using discounted cash flow models based on the interest rate re-pricing and maturity of deposits.
Discount rates applied in this calculation are based on the following observable information as at 30 June 2010:

» wholesale market yields (ranging from 2.94% to 4.77%)

 the Society’s weighted average funding margin of 1.43%

Fair value measurement recognised in the statement of financial position

The following table provides an analysis of financial instruments that are measured subsequent to initial recognition at fair value, grouped into Levels
1to 3 based on the degree to which the fair value is observable:

o Level 1 fair value measurements are those derived from quoted prices (unadjusted) in active markets for identical assets or liabilities;

« Level 2 fair value measurements are those derived from inputs other than quoted prices included within Level 1 that are observable for the asset or
liability either directly (i.e. as prices) or indirectly (i.e. derived from prices); and

e Level 3 fair value measurements are those derived from valuation techniques that include inputs for the asset or liability that are not based on
observable market data (unobservable inputs).

As at 30 June 2010

Financial assets at fair value through other comprehensive income
Investment securities - S o S L 4,095 - - 095
Financial liabilities at fair value through profit and loss

Derivative financial instruments i . " 108 . © 108

|

Total 4,095 10 4,203

As at 30 june 2009

Financial assets at fair value through profit and loss

Derivative financial instruments ‘ ‘ - 25 28
Available for sale financial assets

Investment securities 4 ’ o } ' 25,477 B o 25,477

Total 25,477 25 - 25,502
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29. FINANCIAL INSTRUMENTS CONTINUED

Reconciliation of Level 1 fair value measurements of financial assets

sy

Investment securities

kB’alancéatbeginningoftheyeaf‘ - R R a R C 254770 49488
Change in ;éﬁc’ountiﬂ‘gboﬁcv-s’#déptidn of N,Z’lFRSVQ Fiﬁénciél Iﬁétruments, ~ o o S (21,029) . .
Losses recognised in profit or loss o E D ' S f  ; . I ,‘(:3,2'24)?
(Loaées):/gjéins récqgnised in btﬁgrcqrhprghensf#e inco’fné T Lo o ce o 1(353) o ‘ 1’03:9
Bonus issue ~ S S ‘ S | o B
Balance at end of the year 4,095 25,477
’ Due to the early adoption of NZ IFRS 9 Financial Instruments, the opening balance of investment securities totalling $21.0 million (comprising of local

authority stock $6.7 million and corporate bonds $14.3 million) was transferred out of the Level 1. Previous measurement under NZ IAS 39, these
assets were classified as available for sale assets and measured at fair value, however under NZ IFRS 9, these assets are measured at amortised cost.

Of the total gains or losses for the period included in profit or loss $nil (30 June 2009: $0.3 million loss) relates to listed securities. Fair value losses
of $0.4 million (30 June 2009: $1.1 million fair value gain) is included in other comprehensive income and relate to listed securities held at the end of
the reporting period.

Geographical distribution of loans and advances

""“,“’“‘t,‘:“l'énd; L o e B o - . ;9.‘314“ | ,7,58'3’."
Akand o e g
~ ::,B“*’i"fp"é“‘;‘?k v S s aresr

eser

1339

Total loans and advances 249,822 275,621
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29. FINANCIAL INSTRUMENTS CONTINUED

Concentration of funding

Funding comprises deposits and in the priot year redeemable shares and is presented at amortised cost:

* All deposits are unsecured under the Trust Deed. A geographical distribution of deposits follows.

» Redeemable shares were all redeemed as at 30 June 2009 and were unsecured obligations and treated in the Society’s balance sheet as a liability.

Geographical distribution of depositors

" Northland

Auckland

Waikato

Bay of Plenty -
Hawk:eSi Bay-
Tarahaki' :
Wé((ington

South Island

: : ;13&@5'
e
aam
,413 ‘
056

4,670

3437

7904

Australia
United Kingdom
United States of America

French Polynesia

" Malaysia

kThailand

lapan
,Cénada

Other

9,205

7:676

Ceamp

3747
2434

1623

75223

3,283

1’;’0:35 : L

Total deposits

As at 30 June 2010, approximately 39% of the Society’s funding was sourced from customers within the Auckland region (30 June 2009: 41%).
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29. FINANCIAL INSTRUMENTS CONTINUED

Concentration of credit exposures

The Society is selective in targeting credit risk exposures and avoids exposures to any high risk area. Before approving a loan, the Society
generally undertakes an independent credit check, seeks an asset valuation where appropriate and assesses the customer’s capacity to make
repayments, their financial position and their credit history with the Society. Following any loan approval, the Society regularly monitors loan
repayment arrears, takes prompt action to address arrears/default situations and takes fair but firm action to realise securities and minimise
losses in the event of default.

All credit risks are within New Zealand.

Casﬁ atbank | : ' ) o k ' i 506 853
Cash held at branches ' ' . : o : 127 105
Cash held at agencies ; ' ’ . B - ' 48 ' 48
Trade receivables 14 ) 18
Deferred broker fees ‘ ‘ ‘ ‘ 276 257
Other receivables ‘ i ‘ k 239 1.953
Registered banks ; ; ; N . 125,907 . 77:584
Government, local authority and state owned enterprises - 4,446 6,696
Other corporate investments ; ’ ’ ' ' ’ 10,783 36,590
Unrecognised loan commitments . ‘ ‘ - R 6,651 . 6,914

Loans and advances (based on the purpose of the loan)
- Residential g - ‘ : ' 104,392 ,75,674
-Rurat IR R A IR 48607 . 59,853

‘“Commercial’ " 96,823 140,094

398,819 406,644

Loans and advances (based on the security of the loan)

Residential

Total loans and advances 249,822 275,621

Financial assets are presented at their carrying values.

Of the total amount recorded as loans and advances at 30 June 2010, 14.2% (30 June 2009: 13.3%) have repayments in arrears more
than three months.

Of the total amount recorded as loans advances at 30 June 2010, 19.1% (30 June 2009: 21.6%) is owed by the six largest debtors.
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29. FINANCIAL INSTRUMENTS CONTINUED

Credit exposures to individual counterparties as a % of equity

Banks

20 to 29%

3010 39%

4010 49% . . S ,k - - -
6010 69% k i ) : k 2 : : -
2010 79% S R L o 1 o
80 to 89% ‘ R o : L 1 . ;
cotoos% | o L S e e S R R
wrn
Others

1010 19% E o o b ; 8 3 ; 9 8

20t0 29% : ; ‘ ' : 2 2 2 3

Exposures are shown net of allowances for impairment loss on individual assets though gross of set-offs and do not include guarantee arrangements.
Percentages are calculated using the equity as at balance date.

The Trust Deed definition of a single counterparty (defined as “single group”) includes all persons or entities that for commercial purposes should
be reasonably considered or credit rated as one financial entity. Thus it is considered appropriate to include within a single counterparty all
counterparties that are related to each other by a personal guarantee provided by a common shareholder of those counterparties.

All of the individual counterparties included in the Bank category of the above tables have an investment grade rating (equivalent to BBB - or above).

The peak credit exposure within the “120 10 129%” banding as at 30 June 2009 represents treasury assets with ANZ National Bank Limited and
consists primarily of “on call” deposits and short dated term deposits. This counterparty exposure arises from a strategic decision to maintain
treasury assets in short dated liquid deposits. This exposure has subsequently been reduced as the Society has diversified its investments in short
term deposits across a number of New Zealand registered banks.

As a consequence of the Society electing to discontinue its syndicated bank facilities with effect from 30 June 2009, the Society has sought, and
received a waiver from its trustee, Trustees Executors Limited, in relation to the maximum counterparty exposures permitted under the Society’s trust
deed. The need for a waiver arose due to the change in the Society’s total liquidity position arising from the discontinuance of its bank facilities. The
waiver granted by the Society’s trustee permits the Society to increase its exposure to qualifying counterparties (as prescribed in the Society’s trust
deed) in respect of its treasury assets until the earlier of 30 June 2010 or until revoked by the trustee on 20 days prior written notice to the Society.
The waiver was no longer required as at 30 June 2010, and accordingly lapsed.

Percentage of borrowers owing the six largest amounts

The six fargest borrowers as a percentage of monetary assets receivable
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30. LIQUIDITY

The Society’s Treasury Committee monitors the Society’s liquidity position on a continuous basis and forecasts cash flows from operating activities
taking account of the cash flow characteristics of, and expected volatility in, the balances of various classes of recognised assets and liabilities and
unrecognised items that have or can have a significant cash flow effect.

The contractual maturity profile of assets and liabilities presented in Note 29 is not considered by the Society to be in any way indicative of future
cash flows. This is primarily because significant proportions of the Society’s deposits are renewed at maturity and therefore does not, generally,
have a cash flow impact. The contractual maturity date of advances is not indicative of future cash flows due to early repayment, further drawdowns
and loan principal reductions.

To meet both expected and unexpected fluctuations in operating cash flows, the Society maintains a stock of liquid investments that it considers
from analysis of historical cash flows, forecast cash flows and the current composition of the statement of financial position to be adequate.

The Society’s Trust Deed prescribes that minimum liquid assets are to be maintained of at least 15% of “total tangible assets less reserves”.
Included in the definition of liquid assets are undrawn money market lines, standby and overdraft facilities.

As at 30 June 2010 the Society had a very strong on-balance sheet liquidity position of $136 million (30 June 2009: $116 million). The Society
prudently manages its liquidity requirements by means of increasing, as appropriate, its on-balance sheet treasury assets relative to the
minimum liquidity requirements prescribed under the Society’s Trust Deed.

The Society has retained its uncommitted overdraft facility with ANZ National Bank Limited of $500,000 which is subject to review in December 2010.

Liquid assets . ’ S - S : 136,209 115,782
Total liquidity 136,209 115,782

Liquid assets include cash and cash equivalents, short term deposits, corporate bonds and local authority stock. Maturing liquid investments and
raising new deposits usually meet cash demands.

31. SEGMENTAL REPORTING

The Society only operates in one operating segment, namely the provision of financial services in New Zealand. The operating segment is determined
by the regulatory and service nature of the business. This is consistent with internal reporting evaluated by the chief operating decision maker in
deciding how to allocate resources and in assessing performance of the entity. The chief operating decision maker has been identified as the Chief
Executive Officer and the board of directors.

All revenues are derived from customers within New Zealand. All assets, other than certain financial instruments totalling $0.5 million, are held in
New Zealand.

No revenue from a single customer amounts to 10 per cent or more of the Society’s revenues.

32. EXECUTIVE SHARE SCHEME

In June 2008, the Board of the Society approved an executive share scheme (“Scheme”) in terms of which 1,250,000 ordinary shares were issued to
participants of the Scheme. The terms of the Scheme were independently reviewed by Grant Samuel and Associates and considered to be fair and
reasonable to the Society and its members. Under the Scheme, the new ordinary shares were issued at $1.00 per share-and vesting rights are subject
to the participants achieving pre-determined performance objectives as determined by the Board on an annual basis.

The Society has granted an interest free loan of $1,250,000 to the participants of the Scheme, which is subject to repayment terms specified in the
Scheme documents.

The establishment of the Scheme requires the recognition of the share based compensation expense.

The share based compensation expense is derived from the fair value of the optionality inherent in the incentive entitlement at the effective date
of grant, amortised on a straight-line basis over the life of the vesting period scheme of approximately 4 years (12 months remaining as at 30 June
2010). The fair value is determined on the basis of comparison to an observable market price of options issued with similar terms.
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33. RELATED PARTY DISCLOSURES

All related party transactions were entered into on the basis of normal commercial terms, at an arms lengths basis.
Entities with joint control or significant influence over the entity:

Oceania and Eastern Limited

The following directors of the Society are directors and shareholders of Oceania and Eastern Limited:

* Geoffrey Thomas Ricketts

e Christopher Robert Mace

Southern Cross Building Society Charitable Trust

The directors of the Society are trustees of Southern Cross Building Society Charitable Trust.

No related party transactions with entities with joint control or significant influence over the entity have occurred during the period, other than the

reinvestment of an existing term deposit.

Shareholdings by entities with joint control or significant influence over the entity are as follows:
Ordinary shares

Oceania and Eastern Limited

Southern Cross Building Society Charitable Trust — beneficial basis

Southern Cross Building Society Charitable Trust — legal / non beneficial basis

Option holdings by entities with joint control or significant influence over the entity are as follows:
Ordinary options
Oceania and Eastern Limited

Southern Cross Building Society Charitable Trust - legal / non beneficial basis

14,429,432

250,000

4,148,975

5,709,811

1,382,990

14,429,432

250,000

4,261,571

5,709,811

1,420,521

Related party payables to entities with joint control or significant influence over the entity are as fotlows:

Deposits
Deposits — beneficial basis

Deposits — legal / non beneficial basis

570

967

549

983

The ordinary shares and options held by the Southern Cross Building Society Charitabte Trust on a legal/non beneficial basis represent holdings of

members that are untraceable.

In the event that the Society, having used commercially reasonable efforts to do so, is unable to locate such holders before 29 June 2012, then
beneficial ownership of those holdings will transfer.to the Southern Cross Building Society Charitable Trust. In addition, proceeds arising on
redemption of the redeemable shares in respect of which the members are untraceable are held by the Southern Cross Building Society Charitable

Trust in accordance with the Rules of the Society.
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33. RELATED PARTY DISCLOSURES CONTINUED

Key management personnel of the entity:

Per NZ IAS 24 Related Party Disclosures, key management personnel include non-executive directors of the Society.

Related party transactions
There were no related party transactions with key management personnel in the year to 30 June 2010.
In the year ended 30 june 2009, the Society entered into the following related party transaction:

» the purchase of five first mortgages totalling $4.3 million from a party in respect of which Mr G.T. Ricketts is a director of that party’s ultimate
holding company, Suncorp-Metway Limited. The transaction was undertaken on an arm’s length basis.

Short-term benefits paid:

Fees paidto non-executive directors

Geoffrey Thomas Ricketts ' ) 30 30

Gavin Ronald Walker , 10 20
Christopher Robert Mace ' 20 20
Noel Barclay ‘ ‘ ’ 20 20
Anthony Donald jJames Beasley ’ : 20 T 20

Don James Turkington ; ; o o 10 ’

Gavin Ronald Walker resigned as a director of the Society on 16 December 2009 and Don James Turkington was appointed on 21 December 2009.

Post-employment benefits payable:
Retirement allowance payable on retirement

qulBarclay' o . - . 4’ oo 41’37, . T

Related party payables and receivables to key management personnel are as follows:

Depaslts 3 B ' 468 S 460 .

-Loans and advances
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34. EARNINGS PER SHARE

. Ea'rningspershyaryefwy o iy o e (009) o (017)

For the purposes of calculating earnings per share, the following figures have been used:

Net toss after tax N o2 (&?45)5

,,,,,,,, 51,500 51,500

Weighted average number of shares

The outstanding ordinary share options do not give rise to any dilutionary effect on earnings per share.
The calculations are based on the weighted average number of shares issued for the period.

Earnings per share would be (0.10) as at 30 June 2010, had the Society not elected to early adopt NZ IFRS g Financial Instruments.

35. SUBSIDIARIES

Southern Cross Building and Investments Limited and Southern Cross Nominees Limited are wholly owned subsidiaries of Southern Cross Building
Society. As at the reporting date, neither entity was trading.

All subsidiaries are incorporated in New Zealand and have a 30 June balance date.

36. TRANSITION NOTE

NZ IFRS 9 Financial Instruments

The Society has adopted NZ IFRS g Financial Instruments (NZ IFRS 9) on 31 December 2009 in advance of its effective date. The Society has chosen 31
December 2009 as its date of initial application (i.e. the date on which the Society has assessed its existing financial assets) to take advantage of the
revised financial asset treatment when the Standard was issued on 12 November 2009. The Society has taken advantage of the transition relief for
early adoption, therefore retrospective application and comparative amounts have not been restated.

NZ IFRS 9 specifies how an entity should classify and measure its financial assets. It requires all financial assets to be classified in their entirety
on the basis of the entity’s business model for managing the financial assets and the contractual cash flow characteristics of the financial assets.
Financial assets are measured either at amortised cost or fair value.

Debt instruments are measured at amortised cost only if (i) the asset is held within a business model whose objective is to hold assets in order to
collect contractual cash flows and (ii) the contractual terms of the financial asset give rise on specified dates to cash flows that are solely payments
of principal and interest on the principal amount outstanding.

If either of the two criteria is not met the financial instrument is classified as at fair value through profit or loss (FVTPL).

Additionally, even if the asset meets the amortised cost criteria, the Society may choose at initial recognition to designate the financial asset as at
FVTPLif doing so eliminates or significantly reduces an accounting mismatch. In the current period, the Society has not elected to designate any debt
instruments meeting the amortised cost criteria as at FVTPL.

Only financial assets that are classified as measured at amortised cost are tested for impairment.
As the Society has no hedge accounting relationships, all derivatives are classified as at FVTPL.

Investments in equity instruments are classified and measured as at FVTPL except if the equity investment is not held for trading and is designated
by the Society as at fair value through other comprehensive income (FVTOCI). If the equity investment is designated as at FVTOCI, all gains and
losses, except for dividend income recognised in accordance with NZ IAS 18 Revenue, are recognised in other comprehensive income and are not
subsequently reclassified to profit and loss.

The directors have reviewed and assessed all of the Society’s existing financial assets as at the date of initial application of NZ IFRS 9. As a result, the
following summarises the Society’s application of the classification requirements of NZ IFRS g and those assets whose classification changed as a
result of applying NZ IFRS 9.
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“Short term deposits - - ; - Available for sale © : Amortised cost

Contyréctﬁal cash ﬂoWs are

Investment securities — corporate bonds / solely payments of principal

local authority stock Available for sale , Amortised cost and interest on the principal
. ~ amount outstanding,
o . Loans-and receivables . k )
- Cash and cash equivalents - o (amortised cost) Amortised cost All interest payments are the
consideration of the time

Loans and receivables ) Wi

Loans and advances ' ised Amortised cost : value of money and credit risk
(amortised cost) associated with the principal

' Loans and receivables
Trade and other receivables

o amount outstanding.
Amortised cost ,

{amortised cost)
i p Equity investments held for
Investment securities — listed securities Available for sale FvTOC strategic purposes —not held
for trading.
Derivative instrument to be

" Derivative financiat instruments FVTPL ’ FVTPL " measured at FVTPL

Had the Society not elected to early adopt NZ IFRS 9 the following would have been recognised in the financial statements for the year
ended 30 June 2010:

o the decrease in fair value of Canterbury Building Society shares of $0.4 million reported as an impairment expense in profit and loss.

« the mark to market revaluation on local authority stock and corporate bonds totalling $0.8 million would have been reported as a
revaluation loss in the available for sale reserve (equity).

The table below shows the current effect the adoption of NZ IFRS g has on the carrying values of financial assets as at 30 June 2010
and at initial application on 31 December 2009:

" Cashandcashequivalents. . -~ . 681 681 1,572
~Short terrii deposits B 22013 0 122,013
~:’\'Trédé and ;ﬁtﬁér;eceivablé-_;ﬁ ; o o e 631 - )

: Invéstmeht'segurifiés cor
< local autharity stock -

‘Investment Securities - listed securities .

* Derivative financial instruments

DLQaﬁéand advances © - -

391,520 392,270 390,693 391,477
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37. OTHER SIGNIFICANT EVENTS

On 1 June 2010, the Society signed a non-binding Memorandum of Understanding with Canterbury Building Society and Pyne Gould
Corporation Limited.

Under the Memorandum of Understanding, the parties have agreed to evaluate a proposed merger of their respective financial services
activities with a view to ultimately becoming a New Zealand owned registered bank which would list on the New Zealand Stock Exchange
(none of the merger participants are currently registered banks). At this stage, this is just a proposal and there is no certainty that the aim
of the parties will be achieved as numerous requirements must be met even if all parties agree to the proposal.

38. POST BALANCE DATE EVENTS

There were no material post balance date events.
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