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Our vision

Work for New Zealanders by creating housing opportunities
and strengthening communities

Our mission

Housing New Zealand provides access to decent homes,
helping New Zealanders to manage their own circumstances
and contribute to community life

Outcomes we contributed to

1

Improved well-being of individuals and whanau
supported by Corporation services

2
Strong and enduring partnerships with communities and iwi
3

Improved housing affordability/opportunities for New Zealanders

4
Homes that meet the needs of New Zealanders

5
Leadership and innovation in social housing







Housing New Zealand Corporation

(ee) Changes in accounting policies

There have been no changes in accounting policies, and all accounting policies have been applied on
a consistent basis.

(ff)  Significant accounting judgements, estimates and assumptions

The preparation of the financial statements requires management to make judgements, estimates and
assumptions that affect the reported amounts in the financial statements. Management continually evaluates
its judgements and estimates in relation to assets, liabilities, contingent liabilities, revenue and expenses.
Management bases its judgements and estimates on historical experience and reasonable current assumptions,
the results of which form the basis of the carrying values for assets and liabilities that are not readily apparent
from other sources.

Management has identified the following critical accounting policies, which attract significant judgements,
estimates and assumptions. Actual results may differ from these estimates under different assumptions and
conditions and may materially affect financial results or the financial position reported in future periods.

Further details of the nature of these assumptions and conditions may be found in the relevant notes to the
financial statements.

(1) Impairment of non-financial assets

The Corporation assesses impairment of all assets at each reporting date by evaluating conditions specific to the
Corporation and to the particular asset that may lead to impairment. These include technological, economic and
political factors and future expectations. If an impairment trigger exists, the recoverable amount of the asset is
determined. If no impairment is stated, management does not consider that the triggers for impairment testing have
been significant enough, and as such, these assets have not been tested for impairment in this financial period.

(2)  Actuarial liabilities

Mortgage Insurance Scheme (MIS)

The Mortgage Insurance Scheme is assessed six-monthly by an independent actuary to ensure the provision for
claims is based on the best estimate of the present value of future claims. Key assumptions made as part of this
assessment relate to the nature of borrowers and the future patterns of loan repayments and defaults under the
MIS. The discount rate used in the calculation of the provision for MIS claims was 4.5 percent. The probability
of sufficiency and risk margin used is 75 percent.

Westpac Banking Corporation mortgage sale provision

As part of the agreements to sell mortgages to Westpac Banking Corporation, the Corporation guaranteed a
certain number of those mortgages. The mortgage sale provision is an amount, actuarially assessed, likely to be
payable under that guarantee. The value of the provision depends on various factors, including the value of the
loans expected to default, the number of active mortgages and the average loan balance to default.

(3)  Rental properties
The Corporation revalues rental properties annually. Fair value is determined by reference to market-based
evidence from independent valuers Quotable Value New Zealand.

(4)  Derivatives

The Corporation's interest rate derivatives are fair-valued on a daily basis using current market interest rates
(bank bill market rate, swap pricing curve). There is no additional impairment adjustment on these interest rate
derivatives as the Corporation's counterparties are highly creditworthy.
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Housing New Zealand Corporation

(5)  Long service leave
Effective from 1 July 2008, all employees are eligible for long service leave:

e After 10 years' continuous service, a staff member is entitled to two weeks' long service leave.
e After 15 and 20 years' continuous Corporation service, a staff member is entitled to one week's long service leave.

The Corporation values the long service leave provision based on economic assumptions advised by the
Treasury (discount rate 5.75 percent, salary inflation 2.75 percent) and employee leaving probability tables
determined with reference to public service leaving statistics.

(6)  Classification of assets and liabilities as held for sale

The Corporation classifies assets and liabilities as held for sale when its carrying amount will be recovered
through a sale transaction. The assets and liabilities must be available for immediate sale, and the Group
must be committed to selling the asset either through entering into a contractual sale agreement or the
activation of and commitment to a programme to locate a buyer and dispose of the assets and liabilities.

(7)  Taxation

The Corporation's accounting policy for taxation purposes requires management's judgement. Judgement is
also required in assessing whether deferred tax assets and liabilities are recognised in some areas. Deferred tax
assets, including those arising from unrecouped tax losses, capital losses and temporary differences, are
recognised only where they may be recovered, dependent on the generation of sufficient future taxable profits.

Assumptions about the generation of future taxable profits depend on management's estimates of future cash
flows. These include future house prices, rents, housing volumes, operating costs, maintenance costs, rates,
capital expenditure and dividends. Judgements are also required about the application of income tax legislation.

The judgements and assumptions are subject to risk and uncertainty; hence, there is a possibility that changes
in circumstances will alter expectations, which may impact the amount of deferred tax assets and deferred tax
liabilities recognised on the balance sheet and the amount of other tax losses and temporary differences not
yet recognised. In such circumstances, some or all of the carrying amounts of recognised deferred tax assets
and liabilities may require adjustment, resulting in a corresponding credit or charge to the income statement.

(8)  Recovery of deferred tax assets
Deferred tax assets are recognised for deductible temporary differences as management considers that it is
probable that future taxable profits will be available to utilise those temporary differences.

(9)  Make-good provisions

A provision has been made for the present value of anticipated costs of the restoration of leased premises

to their state at the commencement of the Corporation's lease. The calculation of this provision requires
assumptions such as the costs of materials, labour, fittings and fixtures. These uncertainties may result in
future actual expenditure differing from the amounts currently provided. The provision recognised for each site
is periodically reviewed and updated based on the facts and circumstances available at the time. Changes to
the estimated future costs for sites are recognised in the balance sheet by adjusting both the expense or asset
(if applicable) and provision. The related carrying amounts are disclosed in note 12.

(10) Estimation of useful lives of assets

The Corporation reviews the useful lives and residual values of its property, plant and equipment annually.
Assessing the appropriateness of useful life and residual value estimates of property, plant and equipment
requires the consideration of a number of factors such as the physical condition of the asset, expected period
of use and expected disposal proceeds from the future sale of the asset.

An incorrect estimate of the useful life or residual value will impact the depreciation expense recognised in the
income statement and the carrying amount of the asset in the balance sheet.

Depreciation rates are set out in note 2(f) above.

Any estimates of future monetary amounts are in nominal dollars, and no inflationary increases have been built in.
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(11) Capital management
The Corporation's capital is in equity, which comprises accumulated funds and other reserves. Equity is
represented by net assets.

The Corporation is subject to the financial management and accountability provisions of the generally accepted
accounting practice in New Zealand (NZ GAAP) being New Zealand International Financial Reporting Standards
(NZ IFRS) and the requirements of the Financial Reporting Act 1993, the Crown Entities Act 2004 and the
Housing Corporation Act 1974 (as amended).

The Corporation manages its equity as a by-product of prudently managing revenues, expenses, assets, liabilities,
investments and general financial dealings to ensure the Corporation effectively achieves its objectives and
purpose, whilst remaining a going concern.

The Corporation is funded for capital programmes by the Crown and new capital is drawn in the ratio
of 78 percent equity and 22 percent debt.

Detailed information on debt management, including interest rate risk, is contained in note 16. The Corporation's
capital management was unchanged from 2008 and complied with external requirements.

3 Mortgages
3(a) Mortgage advances

I N 1 )

2009 2008 2009 2008

($m) ($m) ($m) ($m)

Non-current mortgage advances 67 96 67 96
Provision for doubtful debts (3) (3) (3) (3)
Net non-current mortgage advances 64 93 64 93
Current mortgage advances 2 3 2 3
Total net mortgage advances 66 96 66 96

The maturity period of the mortgages ranges from one to 25 years. Borrowers may settle loans at any time.
However, expected cash flows are as follows:

2009 2008

Weighted Weighted

average average
interest rate ($m) interest rate ($m)
Up to 1 year 5.39% 2 8.82% g
1 to 5 years 4.70% 17 9.30% 18
Over 5 years 6.37% 50 8.09% 78
Total 6.01% 69 8.34% 99

Interest rates on mortgages range from O percent to 10.2 percent, with an average rate of 7.7 percent.

The mortgages on land and improvement assets and deeds are held as security against these loans. For the
purposes of allocating the net mortgage balance between current and non-current, all of the doubtful debts
provision is assumed to relate to the non-current mortgages.

3(b) Loan impairment expense

At 30 June 2009, the Housing Innovation Fund (HIF) advances were impaired to a lower fair value after the Crown
withdrew appropriations for interest subsidies and suspensory loan write-offs. The impairment was calculated
as the difference between the amortised cost of the advances and the present value of the estimated future
cash flows discounted at the effective interest rate. The impairment was recognised in the income statement.
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Housing New Zealand Corporation

In accordance with IAS 39, the value of the suspensory loans was written down by the total of $29 million
to nil. The value of the term loans were written down by $8 million based on discounted expected future cash
flows. The total HIF impairment expense is $37 million.

Receivables and prepayments

I B Y

2009 2008 2009 2008

($m) ($m) ($m) ($m)
Rent and other customer receivables 7 7 0 0
Provision for doubtful debts (3) (3) 0 0
Sub-total 4 4 0] 0
Prepayments 3 2 1 1
Interest receivable’ 3 10 W) (1)
Other receivables? 12 8 43 43
Receivables and prepayments 22 24 43 43

The 2008 comparatives have been reclassified in line with IFRS requirements to match 2009 actuals:
' A tax prepayment of $3 million classified under receivables and prepayments has been reclassified to income tax liabilities [refer note 14(a)].

2 An advance of $1 million from the Corporation to the Crown, classified as an advance to the Housing Agency Account last year, has been
reclassified to other receivables.

Investments
= I

2009 2008 2009 2008
($m) ($m) ($m) ($m)

Current investments

Bank registered certificates of deposit 27 23 27 23

Non-current investments

Investment in subsidiaries 0 0 3,447 3,447

Subsidiary companies
As at 30 June 2009, the subsidiary companies of the Corporation were:

Company Principal activity Balance date Owir;iz:isz
Housing New Zealand Limited Provision of rental housing and ownership 30 June 100%
of state houses
Community Housing Limited Holding company that formerly owned 30 June 100%
Community Housing, now part of Housing
New Zealand Corporation
Hobsonville Land Company Limited Management company for the Hobsonville project 30 June 100%
HNZC Property Developments Limited ~ Property development 30 June 100%

Property Lease (No. 1) Limited was amalgamated with Housing New Zealand Limited on 30 November 2008.
As Property Lease (No. 1) Limited was a wholly owned subsidiary of Housing New Zealand Limited, there was
no impact at a Group level.
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6 Properties intended for sale
I O ™ Y B
2009 2008 2009 2008
($m) ($m) ($m) ($m)
Properties intended for sale 6 20 0 1

Properties under development held by HNZC Property Developments Limited are recognised as inventory until
available-for-sale. At 30 June 2009, the carrying value includes the land value at cost and the work in progress on
the land. The carrying value consists of $16 million land (2008: $20 million) and $16 million work in progress
(2008: $4 million). The fair value of the land component is $18 million (2008: $27 million).

7 Property, plant and equipment

Total
Capital Furniture Projects property,
Freehold Rental [ work in Leasehold and Office | Computer Motor | work in plant and

GROUP land | properties | progress | improvement fittings | equipment | equipment | vehicles | progress | equipment

Year ended 30 June 2009

At 1 July 2008,
net of accumulated

depreciation 8,526 6,590 37 4 2 1 2 7 7 15,176
Additions 58 194 23 2 0 0 2 2 0 281

Disposals (20) (6) 0 0 0 0 (1) 0 (27)
Revaluations (324) (320) 0 0 0 0 0 0 (644)
Classified as held

for sale (3) (3) 0 0 0 0 0 0 0 (6)
Demolished or

derecognised 0 (8) 0 0 0 0 0 0 0 (8)
Transfers to fixed

assets 0 0 0 0 0 0 0 0 1

Impairment 0 0 0 0 0 0 0 0 0 0
Depreciation charge

for the year 0 (167) 0 2) 0 0 (1) 2) 0 (172)
At 30 June 2009,

net of accumulated

depreciation 8,237 6,280 60 4 2 1 3 6 8 14,601

Year ended 30 June 2008

At 1 July 2007,

net of accumulated

depreciation 8,089 6,649 83 6 2 1 3 5 9 14,847

Additions 57 196 0 1 0 0 1 5 0 260
Disposals (7) (6) 0 (1) 0 0 (1) 0 (15)
Revaluations 392 (99) 0 0 0 0 0 0 293

Classified as held

for sale (10) (10) 0 0 0 0 0 0 0 (20)
Demolished or

derecognised 0 (11) 0 0 0 0 0 0 0 (11)
Transfers 5 41 (46) 0 0 0 0 0 2) (2)
Impairment 0 0 0 0 0 0 0 0 0 0

Depreciation charge

for the year 0 (170) 0 2) 0 0 2) 2) 0 (176)
At 30 June 2008,

net of accumulated

depreciation 8,526 6,590 37 4 2 1 2 7 7 15,176
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Housing New Zealand Corporation

Capital
Freehold Rental [ work in
PARENT land | properties | progress

Year ended 30 June 2009

Leasehold
improvement

Furniture
and
fittings

Office
equipment

Computer
equipment

Motor
vehicles

Projects
work in
progress

Total
property,
plant and
equipment

At 1 July 2008, net
of accumulated

depreciation 227 244 3 0 0 0 0 0 7 481

Additions 3 10 1 0 0 0 0 0 0 14
Disposals (3) 0 0 0 0 0 0 0 0 (3)
Revaluations (13) (18) 0 0 0 0 0 0 0 (31)
Classified as held

for sale 0 0 0 0 0 0 0 0 0 0
Demolished/

derecognised 0 0
Transfers 1 1

Impairment 0 0 0
Depreciation charge

for the year 0 (6) 0 0 0 0 0 0 0 (6)
At 30 June 2009,

net of accumulated

depreciation 214 230 4 0 0 0 0 0 8 456
Year ended 30 June 2008

At 1 July 2007, net

of accumulated

depreciation 220 241 3 0 0 0 0 0 9 473

Additions 5 17 0 0 0 0 0 0 0 22

Disposals (6) 2) 0 0 0 0 0 0 0 (8)
Revaluations 8 (4) 0 0 0 0 0 0 0 4
Classified as held

for sale 0 (1) 0 0 0 0 0 0 0 1)
Demolished or

derecognised 0 (1) 0 (1)
Transfers (2) (2)
Impairment 0 0
Depreciation charge

for the year 0 (6) 0 0 0 0 0 0 0 (6)
At 30 June 2008,

net of accumulated

depreciation 227 244 3 0 0 0 0 0 7 481
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Valuation

Freehold land and rental properties in the portfolio were revalued as at 30 June 2009 at fair value in
accordance with IAS16 Property, Plant and Equipment. Property held for sale was valued under NZIFRS 5
Assets Held for Sale and Discontinued Operations. The valuation was performed by Quotable Value New Zealand,
a company employing registered and qualified valuers, with the principal registered valuer for the valuation
being Kerry Stewart (PG Dip Env Audit, MBA, ANZIV, SNZPI).

The total gross amount of the valuation, excluding properties intended for sale and excluding selling and other
costs but including net additions in June 2009 at cost, was $14,495 million for the Group and $448 million for
the Parent (2008: $15,080 million for the Group and $470 million for the Parent).

The revaluation effect relating to freehold land was a decrease of $324 million for the Group and $13 million
for the Parent (2008: increment of $392 million for the Group and $8 million for the Parent). The revaluation
effect relating to rental properties was a decrease of $320 million for the Group and $18 million for the Parent
(2008: decrease of $99 million for the Group and $4 million for the Parent).

Rights of first refusal for sale of land

The Waikato Raupatu Claims Settlement Act 1995 creates a right of first refusal whereby land held by, or on
behalf of, the Crown or Crown agencies must be offered to the landholding trustees (as defined in the Act)
before it is disposed of to any other person. The Waikato-Tainui right of first refusal applies to land held by
both Housing New Zealand Limited and the Corporation. The right of first refusal does not apply in certain
circumstances, including where land is being transferred to another Crown agency or returned to a former
owner under the Public Works Act 1981. The Waikato-Tainui claim area encompasses a large part of the
Waikato and would affect approximately 4,802 properties for the Group and 246 for the Parent.

In 1999, the Crown and Ngati TGrangitukua entered into a Deed of Settlement. As part of that Deed, Housing
New Zealand Limited agreed to enter into a deed of grant of right of first refusal with Ngati Turangitukua,
whereby specified Housing New Zealand Limited properties must be offered to Tlrangitukua Nominees Limited
before they are disposed of to any other person. The right of first refusal does not apply in certain circumstances,
including where the property is subject to a legal, equitable or statutory obligation to dispose of the property to
another person. The 14 specified Housing New Zealand Limited rental properties are all in and around Turangi.

The Crown has also entered into Deeds of Settlement that contain rights of first refusal with various other
parties. The rights of first refusal in these deeds only apply to land held by or on behalf of the Crown, for example,
land held for state housing purposes under the Housing Act 1955, and would not apply to land held by Housing
New Zealand Limited or the Corporation in their own names. These rights of first refusal do not apply in certain
circumstances, including where the land is being transferred to another Crown agency or returned to a former
owner under the Public Works Act 1981.

Warranty

The Crown has provided a warranty in respect of title to the assets transferred to Housing New Zealand Limited
and has indemnified the company against any breach of this warranty. The Crown has also indemnified the
company against third-party claims that are the result of acts or omissions prior to 1 November 1992 and
has indemnified the directors and officers of the company against any liability consequent on the assets not
complying with statutory requirements, provided they are taking steps to rectify any non-compliance.
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Housing New Zealand Corporation

8 Properties under development
I ™ ™ =y
2009 2008 2009 2008
($m) ($m) ($m) ($m)
Properties under development 32 24 0 0

Properties under development held by HNZC Property Developments Limited are recognised as inventory until
available-for-sale. The fair value of the land component is $18 million (2008: $27 million) compared with the
carrying cost of $17 million (2008: $24 million).

Inventory was valued under NZ |IAS 2 Inventories. The valuation was performed by Quotable Value New Zealand,
a company employing registered and qualified valuers, with the principal registered valuer for the valuation
being Kerry Stewart (PG Dip Env Audit, MBA, ANZIV, SNZPI).

Available-for-sale financial assets

™ I B

2009 2008 2009 2008
($m) ($m) ($m) ($m)

Available-for-sale financial assets 1 0 1 0

Available-for-sale financial assets constitute the lending under the Shared Equity Scheme.

Fair value is determined by independent valuation. The valuation was performed by Quotable Value New Zealand,
a company employing registered and qualified valuers, with the principal registered valuer for the valuation
being Kerry Stewart (PG Dip Env Audit, MBA, ANZIV, SNZPI).

10 Intangible assets

T T e e T

Software Software
external internal Total Total
($m) ($m) ($m) ($m)
Year ended 30 June 2009
At 1 July 2008, net of accumulated amortisation 2 10 12 0
Additions 1 5 6 0
Amortisation (1) 4) (5) 0
At 30 June 2009, net of accumulated amortisation 2 11 13 0
Year ended 30 June 2008
At 1 July 2007, net of accumulated amortisation 1 3 4 0
Additions 1 10 1 0
Amortisation 0 (3) (3) 0
At 30 June 2008, net of accumulated amortisation 2 10 12 0

These assets are tested for impairment where an indicator of impairment arises. No impairment loss was
charged for continuing operations in the 2009 financial year.

Work in progress for intangible assets (information technology projects) as at 30 June 2009 was $8 million.

External software is purchased from a third party and is usually implemented as an ‘off the shelf' product.
Internal software is generally developed within the Corporation for specific applications.
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11 Accounts payable and other liabilities

I O Y

2009 2008 2009 2008

($m) ($m) ($m) ($m)
Maintenance accrual 13 15 1 1
Interest payable 26 37 2 5
Due to the Crown 3 5 3 5
Other accounts payable and accruals 77 72 15 13
Total accounts payable 119 129 21 24

12 Provisions

Sold mortgage Lease commitments
GROUP AND PARENT provisions provisions Total

($m) ($m) ($m)
At 1 July 2008 2 12
Release of unused amounts (1) 1 0
Utilised (1) 0 (1)
At 30 June 2009 8 3 11
Current 2009 0 1 1
Non-current 2009 8 0
Total 2009 8 1 9
Current 2008 2 2 4
Non-current 2008
Total 2008 10 2 12

Mortgage sale provision

As part of the agreements to sell mortgages to Westpac Banking Corporation in 1996, 1998 and 1999, the
Corporation guaranteed a certain number of mortgages. The mortgage sale provision is an amount, actuarially
assessed, likely to be payable under that guarantee. The actuarial assessment was made, as at 30 June 2009,
by John Errington and Andrea Gluyas of PricewaterhouseCoopers, who are both Fellows of the New Zealand
Society of Actuaries and of the Institute of Actuaries of Australia. The value of the provision depends on various
factors, some of which are the value of loans expected to default, the number of active mortgages and the
average loan balance. The Corporation’s liability under this guarantee is currently estimated to continue until
2022 (being the latest repayment date of the guaranteed mortgages). The maximum combined liability for the
Corporation under the insurance is $107 million (2008: $109 million), being the outstanding amount owed
under the guaranteed mortgages.

As part of the agreement to sell a further group of mortgages to Westpac Banking Corporation in 1998,

the Corporation guaranteed all of these mortgages. However, to minimise its guarantee obligations under
the sale, the Corporation obtained an indemnity on losses of more than $23.3 million from Raukura Whare
Limited (a wholly owned subsidiary of Waikato Raupatu Lands Trust). The Raukura Whare Limited indemnity
does not, however, relieve the Corporation from its primary liability to Westpac Banking Corporation under
the guarantee. The Trustee of the Waikato Raupatu Lands Trust has guaranteed (capped at $20 million)
Raukura Whare Limited's liability to the Corporation. The maximum liability for the Corporation under

the above guarantee is $34 million (2008: $38 million), being the outstanding amount owed under the
guaranteed mortgages.
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(a) Westpac Banking Corporation was sold approximately $196 million of mortgages in September 1998.
The Crown has indemnified the Corporation for its payment obligations in respect of this sale. In particular,
the Corporation has insured the purchaser against credit losses under insurance agreements and for interest
rate movements under an Interest Rate Adjustment Agreement. These indemnities last for as long as the
underlying loan remains outstanding. The Crown's exposure under this transaction is approximately
$18.7 million, and the Crown's current risk for the same loan sales is $11.8 million. A provision of
$0.1 million has been made.

(b) Westpac Banking Corporation was sold approximately $38 million of mortgages in December 1998.
The Corporation has fully insured the purchaser for any credit losses on the portfolio, with the Crown
guaranteeing this obligation. These indemnities last for as long as the underlying loan remains outstanding.
The Crown's exposure under this transaction is approximately $39 million, and the Crown's current risk for
the same loan sales is $34 million. A provision of $6.1 million has been made.

(c) Westpac Banking Corporation was sold approximately $34.5 million of mortgages in November 1999.
The Corporation has fully insured the purchaser for any credit losses on the portfolio, with the Crown
guaranteeing this obligation. These indemnities last for as long as the underlying loan remains outstanding.
The Crown's exposure under this transaction is approximately $8.6 million, and the Crown's current risk for
the same loan sales is $5.4 million. A provision of $0.6 million has been made.

(d) Westpac Banking Corporation was sold approximately $250 million of mortgages in 1996. The Corporation
has fully insured the purchaser for any credit losses on the portfolio, with the Crown guaranteeing this
obligation. These indemnities last for as long as the underlying loan remains outstanding. The Crown's
exposure under this transaction is approximately $79.5 million, and the Crown's current risk for the same
loan sales is $16.3 million. A provision of $0.43 million has been made.

As part of a Homebuy Programme, the Corporation agreed with PMI Mortgage Insurance Limited (PMI) to
indemnify PMI for any claims made with respect to lenders' mortgage insurance provided by PMI at the
Corporation's request. At 30 June 2009, the Corporation had a maximum exposure under this indemnity
of $10 million (2008: $10 million).

Lease commitment provisions

Housing New Zealand has 40 (2008: 44) office leases to meet current office accommodation requirements
of its neighbourhood units and service centres.

Over the past 10 years, the Corporation has exited 28 (2008: 24) leased neighbourhood unit offices, and

a sum of $118,000 (2008: $86,000) has been paid in make-good contributions, surrender fees and actual
reinstatement costs.

A make-good provision of $562,000 (2008: $550,000) has therefore been included to meet any liability
in respect of these 40 head leases for neighbourhood unit offices.

13  Employee entitlements

T T e [ o)

2009 2008 2009 2008

($m) ($m) ($m) ($m)
Accumulated current leave provisions 6 4 6 4
Non-current long service leave provision 1 0 1 0
Total employee entitlements 7 4 7 4
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14 Income tax

14(a) Income tax — current liability

T T e

2009 2008 2009 2008
($m) ($m) ($m) ($m)
Income tax - current liability
Opening balance (3) (M (3) (1
Current year tax charge to income statement 44 64 (5) (1)
Transfer of tax losses to Housing New Zealand Limited 0 0 5 0
Income tax paid (34) (66) (34) (1)
Total income tax - current liability/(asset) 7 3) (37) 3)

14(b) Deferred income tax as at 30 June 2009 relates to the following:

I N 1

2009 2008 2009 2008
($m) ($m) ($m) ($m)

Deferred tax liabilities
Rental property building revaluations 1,107 1,229 12 17
Management assets 1 (1) 0 0
Other 3 2 (n
Gross deferred tax liabilities 1,111 1,230 11 17
Deferred tax liabilities
Provisions — employee entitlements 2) (1) 2) 2)
Provisions - other (5) (5) (3) (4)
HNZC Property Developments Ltd deferred expenditure 0 (1) 0 0
Financial derivatives (23) 10 (m 1
Historic tax losses recognised (8) 0 (8) 0
Other 0 0 0 (1
Gross deferred tax assets (38) 3 (14) (6)
Net deferred tax liability 1,073 1,233 3) 11

The major components of income tax expense for the years ended 30 June 2008 and 2009 are:

14(c) Income tax expense/(benefit)

T T

2009 2008 2009 2008
($m) ($m) ($m) ($m)
Income statement
Current income tax 44 64 (5) (1)
Transfer of tax losses to Housing New Zealand Limited 0 0 5 0
Historic tax losses recognised (8) 0 (8) 0
Deferred income tax relating to temporary differences (24) (29) 0 (1)
Income tax expense/(benefit) reported in income statement 12 35 (8) (2)
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Group Group Parent Parent
2009 2008 2009 2008
($m) ($m) ($m) ($m)
Statement of changes in equity
Deferred income tax
Net impact of change in tax rate (reduction to 30%) 0 4 0 0
Net change in deferred tax due to revaluation of buildings at
309% (2008: 339%) (96) (33) (5) (1)
Net change in deferred tax due to hedged financial derivatives
from debt management office at 30% (2008: 33%) (28) (10) (1 (1)
Net change in deferred tax due to hedged financial derivatives
from others at 30% (4) 0 0 0
Income tax expense reported in equity (128) (39) (6) (2)

The reconciliation between the tax expense recognised in the income statement and tax expense calculated on
pre-tax accounting profit at the statutory rate is:

e e e e

2009 2008 2009 2008
($m) ($m) ($m) ($m)

Accounting profit/(loss) before tax

from continuing operations 44 81 (3) 10

Taxation at the statutory income tax rate of 30% (2008: 330%) 13 27 (1 3

Plus tax effect of:

Permanent differences

Non-deductible expenses 5

Transfer of tax losses to Housing New Zealand Limited 0

Historic tax losses recognised (8) 0 (8) 0

Others 0 0 (9) (7)

Impact of change in tax rate 0 3 0 0

Income tax expense/(benefit) reported in income statement 12 35 (8) (2)

The average effective income tax rate for the Group is 26.7 percent for 2009 (2008: 43.2 percent).

I O Y

2009 2008 2009 2008
($m) ($m) ($m) ($m)
Deferred tax liability opening balance 1,233 1,299 1 14
Prior period adjustment 0 1 0 0
Financial derivatives at 30% (2008: 33%) (32) (10) (1 (1)
Rental property building revaluations at 30% (2008: 33%) (96) (33) (5) (1)
Impact of change in tax rate (reduction from 33% to 30%) 0 7 0
Historic tax losses recognised (8) 0 (8)
Deferred tax on temporary differences at 30% (2008: 33%) (24) (31) 0 (1
Deferred tax liability closing balance 1,073 1,233 (3) 11

14(d) Imputation credits

T T [ e )

2009 2008 2009 2008
($m) ($m) ($m) ($m)

Imputation credit account
Balance at beginning of the year 222 164 222 164
Imputation credits attached to dividends paid during the year (1) (6) (M (6)
Income tax paid/(refunded) for the year 34 64 34 64
Balance at end of the year 255 222 255 222
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15  Mortgage Insurance Scheme claim liability

e e e

2009 2008 2009 2008
($m) ($m) ($m) ($m)
Mortgage Insurance Scheme claim liability 16 11 16 11

The Corporation provides mortgage insurance to 11 commercial lenders. The insurance premium is currently
set at 3 percent of the loan value, of which 1 percent is paid by the borrower and 2 percent by the Government.

The Mortgage Insurance Scheme is assessed six-monthly by an independent actuary to ensure that the
provision for claims is based on the best estimate of the present value of future claims. The present value

of the estimated future claims is invested in short-term bank securities in accordance with approved Housing
New Zealand Corporation Treasury policies.

Cases that are under management are reviewed closely and regularly with both the lender and by the Housing
New Zealand Corporation credit team. There is no re-insurance for the Mortgage Insurance Scheme.

The actuarial assessment of the provision for the Mortgage Insurance Scheme claims was made on 30 June
2009 by John Melville and Janet Lockett, both Fellows of the New Zealand Society of Actuaries. The assessment
reports comply with professional standards applicable to actuarial reports on technical liabilities for general
insurance operation and requirements of NZ IFRS 4 Insurance Contracts. The actuaries have expressed

their satisfaction as to the nature, sufficiency and accuracy of the data used to determine the outstanding
claims provisions.

The probability of sufficiency and risk margin used is 75 percent.

The Corporation works closely with the lending organisations to pro-actively manage mortgage holders
with the intention to minimise mortgage failure and subsequent insurance claims by the lending institutions.

The insured underlying loans have a maturity period of between 0 and 25 years. The cash flows relating to
the claims are expected to fall mainly in the first six years of the insured loans; however, there is a degree
of uncertainty as to the exact timing.

Sensitivity analysis

The actuarial assessment of the Mortgage Insurance Scheme also included a summary of the sensitivity
of the valuation results to changes in the valuation assumptions.

The table below indicates the effect of making specific changes in the valuation assumptions.

In each case, all other assumptions are unchanged from those used in the main valuation.

Assumption change 75% adequacy liability ($m)

Central estimate (base value for sensitivity analysis) 16
Default assumptions increased by 10% 15
Early repayment assumptions reduced by 10% 14
Amounts recovered in the event of a default reduced by 10% 19
Amounts recovered in the event of a default reduced by 20% 24
Default assumptions increased by 10% and amounts recovered

in the event of a default reduced by 20% 26
2.5% inflation from valuation date 1
2.5% inflation from inception of loan 10
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Key assumptions made as part of this review related to the nature of the borrowers and the future patterns of
loan repayments and defaults under the Mortgage Insurance Scheme. The discount rate used in the calculation
of the provision for Mortgage Insurance Scheme claims was 4.5 percent (2008: 4.5 percent).

Other quantitative and qualitative assumptions were:

® mortgage interest rate: 8 percent per annum

® market value inflation: O percent per annum

e capital recovered: 75 percent of the market value at time of sale

® sales costs: 10 percent of the market value at time of sale

e delay from default to capital recovery: 12 months from the time of default to the time of sale.

The equity of the Parent of $3,842 million (2008: $3,798 million) is considered sufficient to meet the future
claim liabilities of the scheme.

The Parent, which manages the Mortgage Insurance Scheme, has a long-term credit rating of AAA from credit
rating agency Standard & Poor's.

Claims history and asset backing

The actual claims under the Mortgage Insurance Scheme have been less than those projected by the actuarial
assessment at the 75 percent level.

Group* projected claim liabilities Group actual claims Group* projected claim liabilities Group actual claims

2009 2009 2008 2008
($m) ($m) ($m) ($m)
1.1 0.9 1.1 0.1

*These figures are the same for the Parent.
The Group holds, at all times, available-for-sale short-term investments equivalent to the total of the Mortgage
Insurance Scheme provision, to meet any claims under the scheme.

16  Categories of financial assets and liabilities

The carrying amounts of financial assets and liabilities in each of the categories of financial instruments are
as follows:

I I

2009 2008 2009 2008
($m) ($m) ($m) ($m)
Loans and receivables
Receivables 19 22 42 42
Overnight investments 8 14 0 0
Mortgages 66 96 66 96
Total loans and receivables 93 132 108 138
Financial assets available-for-sale at fair value through equity
Bank registered certificates of deposit - cash and cash equivalents 125 70 125 70
Bank registered certificates of deposit - provisions 27 23 27 23
Total financial assets available-for-sale at fair value through equity 152 93 152 93
Financial assets available-for-sale at fair value
Interest rate swaps - cash flow hedges 10 34
Total derivative assets at fair value through equity 10 34 2 2
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2009 2008 2009 2008
($m) ($m) ($m) ($m)
Derivatives liabilities at fair value through equity
Interest rate swaps - cash flow hedges 87 3 3 2
Total derivatives liabilities at fair value through equity 87 3 3 2
Financial liabilities
Financial liabilities at fair value through income statement
Crown loans - fixed interest rate 0 50 0 0
Total financial liabilities at fair value through income statement 0] 50
Financial liabilities measured at amortised cost
Crown loans - floating interest rate 1,809 1,745 308 303
Accounts payable and other liabilities 119 129 21 24
Financial guarantees - sold loans 8 10 8 10
Total financial liabilities measured at amortised cost 1,936 1,884 337 337

16(a) Cash and cash equivalents

T T e [ o)

2009 2008 2009 2008
($m) ($m) ($m) ($m)
Overnight investments 8 14 0 0
Bank registered certificates of deposit 125 70 125 70
Total cash and cash equivalents 133 84 125 70

Cash and cash equivalents represent cash available for working capital purposes. This earns interest at floating
rates based on daily bank deposit rates. The weighted average effective interest rate for overnight money
market investments is 2.5 percent (2008: 8.25 percent).

The weighted average interest rate on registered certificates of deposit is 2.92 percent (2008: 8.66 percent).
Bank registered certificates of deposit are for varying periods of up to six months depending on immediate
cash requirements of the Group.

Fair values

e The fair value of derivative items has been calculated by discounting the expected future cash flows at
prevailing interest rates.

® The carrying value of guarantees approximates fair value, as the underlying sold loans and Mortgage
Insurance Scheme likely defaults are actuarially assessed each year.

e All interest rate swap derivative financial instruments are valued using the New Zealand dollar swap
borrowing curve (as reported by Thomson Reuters), which is an active market interest rate benchmark.

All categories of financial assets and liabilities have been carried at fair value in the balance sheet with the
exception of the following:

Financial assets Carrying amount Fair value

2009 2008 2009 2008
($m) ($m) ($m) ($m)
GROUP
Loans and receivables
Mortgages 66 96 51 57
Total mortgage advance 66 96 51 57
PARENT
Loans and receivables
Mortgages 66 96 51 57
Total mortgage advance 66 96 51 57
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16(b), (c). (e). (g) Interest rate derivatives — current and non-current

O N

2009 2008 2009 2008
($m) ($m) ($m) ($m)
Interest rate derivatives - total assets
16(b) Interest rate derivatives - current assets 0 1
16(c) Interest rate derivatives — non-current assets 10 33
Interest rate derivatives — total assets 10 34 2 2
Interest rate derivatives — total liabilities
16(e) Interest rate derivatives — current liabilities 39 0 1
16(g) Interest rate derivatives - non-current liabilities 48
Interest rate derivatives — total liabilities 87 3 3 2

16(d), (f) Loans

Interest-bearing borrowings - current and non-current
Set out below are the interest-bearing borrowings analysed by current and non-current.

I e ]

Carrying amount Carrying amount
2009 2008 2009 2008
($m) ($m) ($m) ($m)
16(d) Loans - current
Crown loans - fixed interest rate 0 50 0 0
Crown loans - floating interest rate 235 121 39 21
Total loans - current 235 171 39 21
16(f) Loans — non-current
Crown loans - floating interest rate 1,574 1,624 269 282
Total loans — non-current 1,574 1,624 269 282
16(d) and 16(f) Total current and non-current 1,809 1,795 308 303

During 2009, two Crown fixed rate loans totalling $50 million matured and were repaid ($30 million in August
2008, $20 million in October 2008).

There was no credit or counterparty risk relating to these loans as they were with the New Zealand Government.
The fair value movements for these loans were recognised in the Income Statement for the year ended 30 June
2009 with $197,173 (2008: $1,237,625).

None of the movements was related to changes in the credit risk.

Interest-bearing borrowings

Commercial paper

The Group has a Note Issuance Facility Agreement dated 23 December 1998. At 30 June 2009, there was no
commercial paper outstanding (2008: nil). The aggregate principal amount of commercial paper outstanding
will not at any time exceed NZ$150 million. The Group has given a negative pledge that, while any commercial
paper issued under the Note Issuance Facility remains outstanding, it will not, subject to certain exceptions,
create or permit to exist any charge or lien over any of its assets.

Crown funding

As at 30 June 2009, $1,809 million (2008: $1,795 million) for the Group and $308 million (2008: $303 million)
for the Parent has been borrowed from the Crown with maturity dates ranging from 2009 to 2019.

The Group has given a negative pledge that, while any Crown borrowing remains outstanding, it will not,
subject to certain exceptions, create or permit to exist any charge or lien over any of its respective assets.
During the year ended 30 June 2009, $4,533 (2008: $25,609) was approved by the Crown as a reduction in
the debt to offset write-downs of home suspensory loans during the year.
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2009 2008 2009 2008
($m) ($m) ($m) ($m)

At 30 June, the following committed financing

facilities had been negotiated and were available:

Total facilities

Bank overdraft 1 1 1 1

Bank standby loan facility 0 50 0 0

Total current financing facilities available 1 51 1 1

As at 30 June 2009, the committed financing liabilities were unused.

Financial assets and liabilities
The following table sets out the carrying amount, by maturity, of the financial assets and liabilities.

Year ended 30 June 2009

Interest rate per <1 >1-<2 >2-<3 >3-<4 >4-<5 >5
annum at 30 June Total year years years years years years
GROUP after hedging ($m) ($m) ($m) ($m) ($m) ($m) ($m)

Financial assets (excluding derivatives)

Loans and receivables

Overnight investments 2.5% 8 8 0 0 0 0 0
Mortgages 6.01% 66 2 3 8 5 6 47
Receivables 19 19 0 0 0 0 0
Total loans and receivables 93 29 3 3 5 6 47
Bank registered certificates

of deposit - total 2.93% 152 152 0 0 0 0 0
Total financial assets

(excluding derivatives) 245 181 3 3 5 6 47
Financial liabilities measured at amortised cost

Crown loans - floating

interest rate 6.3% 1,809 235 161 175 151 210 877
Accounts payable and other

liabilities 119 119 0 0 0 0 0
Financial guarantees -

sold loans 8 2 2 1 1 1 1
Total financial liabilities

(excluding derivatives) 1,936 356 163 176 152 211 878
Financial derivatives

Total fair value of

derivatives — assets 10 0 0 1 1 2 6
Total fair value of

derivatives - liabilities 87 39 28 8 3 3 6
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Year ended 30 June 2009

Interest rate per <1 >1-<2 >2-<3 >3-<4 >4-<5 >5
annum at 30 June Total year years years years years years
PARENT after hedging ($m) ($m) ($m) ($m) ($m) ($m) ($m)
Financial assets (excluding derivatives)
Loans and receivables
Mortgages 6.01% 66 2 47
Receivables 43 43 0
Total loans and receivables 109 45 3 47
Financial assets
available-for-sale at
fair value through equity
Bank registered certificates
of deposit - total 2.93% 152 152 0 0 0 0 0
Total financial assets
(excluding derivatives) 261 197 3 3 5 6 47
Financial liabilities (excluding derivatives)
Financial liabilities measured at amortised cost
Crown loans - floating
interest rate 4.09% 308 39 111 16 64 12 66
Accounts payable and
other liabilities 21 21 0 0 0 0 0
Financial guarantees -
sold loans 8 2 2 1 1 1 1
Total financial liabilities
(excluding derivatives) 337 62 113 17 65 13 67
Financial derivatives
Total fair value of
derivatives - assets 2 0 0 0 0 0 2
Total fair value of
derivatives - liabilities 3 1 0 0 0 0 2

Year ended 30 June 2008

Interest rate per <1 >1-<2 >2-<3 >3-<4 >4-<5 >5
annum at 30 June Total year years years years years years
GROUP after hedging ($m) ($m) ($m) ($m) ($m) ($m) ($m)
Financial assets (excluding derivatives)
Loans and receivables
Overnight investments 8.250%0 14 14 0 0 0 0 0
Mortgages 8.34% 96 2 2 2 2 7 81
Receivables 24 24 0 0 0 0 0
Total loans and receivables 134 40 2 2 2 7 81
Financial assets
available-for-sale at
fair value through equity
Bank registered certificates
of deposit - total 8.70% 93 93 0 0 0 0 0
Total financial assets
(excluding derivatives) 225 131 2 2 2 7 81
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Year ended 30 June 2008

Interest rate per <1 >1-<2 >2-<3 >3-<4 >4-<5 >5
annum at 30 June Total year years years years years years
GROUP after hedging ($m) ($m) ($m) ($m) ($m) ($m) ($m)

Financial liabilities (excluding derivatives)

Financial liabilities
available-for-sale at fair
value through income
statement

Crown loans -
fixed interest rate 7.08% 50 50 0 0 0 0 0

Total financial liabilities

available-for-sale at fair

value through income

statement 50 50 0 0 0 0 0

Financial liabilities
measured at amortised cost

Crown loans - floating

interest rate 7.28% 1,745 121 235 161 175 151 902
Accounts payable and

other liabilities 129 129 0 0 0 0 0
Financial guarantees -

sold loans 10 3 2 2 1 1 1
Total financial liabilities

measured at amortised cost 1,884 253 237 163 176 152 903
Total financial liabilities

(excluding derivatives) 1,934 303 237 163 176 152 903

Financial derivatives

Total fair value of

derivatives - assets 34 1 1 2 1 8 21
Total fair value of
derivatives - liabilities 3 0 0 0 0 0 3

Year ended 30 June 2008

Interest rate per <1 >1-<2 >2-<3 >3-<4 >4-<5 >5
annum at 30 June Total year years years years years years
PARENT after hedging ($m) ($m) ($m) ($m) ($m) ($m) ($m)

Financial assets (excluding derivatives)

Loans and receivables

Mortgages 8.34% 96 3 2 3 4 9 75
Receivables 43 43 0 0 0 0 0
Total loans and receivables 139 46 2 3 4 9 75

Financial assets
available-for-sale at fair
value through equity

Bank registered certificates

of deposit - total 8.70% 93 93 0 0 0 0 0
Total financial assets 5
(excluding derivatives) 232 139 2 3 4 9 75
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Year ended 30 June 2008

Interest rate per <1 >1-<2 >2-<3 >3-<4 >4-<5 >5
annum at 30 June Total year years years years years years
PARENT after hedging ($m) ($m) ($m) ($m) ($m) ($m) ($m)

Financial liabilities
(excluding derivatives)

Financial liabilities measured at amortised cost

Crown loans - floating

interest rate 8.24% 303 21 39 112 15 64 52
Accounts payable and

other liabilities 24 24 0 0 0 0 0
Financial guarantees -

sold loans 10 3 2 2 1 1 1
Total financial liabilities

(excluding derivatives) 337 48 41 114 16 65 53

Financial derivatives

Total fair value of

derivatives — assets 2 0 0 0 0 0 2
Total fair value of
derivatives - liabilities 0 0 0 0 0 0 0

Hedging activities

At 30 June 2009, the Group had no foreign exchange contracts or foreign currency debt.

Cash flow hedges

At 30 June 2009, the Group had 139 (2008: 126) interest rate swap agreements, with a notional amount of
NZ$1,596 million (2008: NZ$ 1,555 million), paying a weighted average fixed rate of interest of 6.76 percent
(2008: 7.06 percent) and receiving a variable rate equal to the 90-day bank bill rate. These interest rate swaps
are being used to hedge the exposure to changes in the floating rate of the Group's Crown borrowings and
have been designated as hedging instruments.

16(h) Financial risk management objectives and policies

The Corporation's mortgage portfolio is managed by Westpac Banking Corporation in accordance with a
management agreement. Their processes of mitigating losses to the portfolio are monitored via monthly reports.

The Corporation's principal financial instruments, other than derivatives, comprise Crown loans, commercial paper,
cash and short-term deposits. These financial instruments are used to raise finance for the Corporation's operations.

Derivative transactions consist of New Zealand dollar interest rate swaps, which are used to manage interest
rate risk arising from Crown floating rate borrowings.

The Corporation's other financial instruments are trade debtors and trade creditors arising directly from the
Corporation operations.

The Corporation's policy is not to trade in financial instruments.

The main risks arising from the Corporation’s financial instruments are interest rate risk, liquidity risk, foreign
currency risk and credit risk. The Board reviews and agrees policies for managing each of these risks, and they
are summarised below.

Interest rate risk

The Corporation's exposure to market risk for changes in interest rates relates primarily to the Corporation's
long-term debt obligations.

Corporation policy is to limit the portion of floating rate debt. To achieve this, the Corporation has entered into
interest rate swaps to convert floating rate to fixed rate borrowings.

Management monitors interest rate levels on an ongoing basis and, when appropriate, will lock in fixed rates
within Board-approved interest rate risk policy. Forward rate agreements, interest rate swaps and interest rate
options are instruments available for use. During 2009, interest rate swaps designated to hedge underlying
debt obligations were the primary financial instrument used.
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At 30 June 2009, after taking into account the effect of interest rate swaps, approximately 88 percent of the
Corporation's borrowings were at a fixed rate of interest.

The following sensitivity analysis is based on the interest rate risk exposures in existence at balance sheet date.

If interest rates had been 1 percent higher or lower than the year-end market rate, the following table sets out
movements in net surplus after tax for the year and equity balance (after tax adjustments) at year end:

I O ™

2009 2008 2009 2008
($m) ($m) ($m) ($m)

Financial liabilities measured at amortised cost interest rate risk sensitivity

Net surplus higher/(lower)

Interest rates +1% 2 (2) (1) (1)
Interest rates -1% 2 2 1 1
Equity higher/(lower)

Interest rates +1% 43 35 3 1
Interest rates -1% (46) (37) 3) )

The movements in net surplus are due to changes in interest costs on variable rate debt. The movement in
equity is mainly due to changes in the fair value of derivative instruments designated as cash flow hedges.

Foreign currency risk
The Corporation had no foreign currency borrowings during the 2008/09 financial year. Foreign currency trade
invoices were settled on demand.

It is the Corporation's policy to hedge risks as they arise and not to enter into forward contracts until a firm
commitment is in place. To maximise hedge effectiveness, the terms of the hedge derivatives are negotiated
to match the terms of the hedged item.

Credit risk

Credit risk is the risk that a third party will default on its obligations to the Corporation, causing the
Corporation to incur a loss. Due to the timing of its cash inflows and outflows, the Corporation invests surplus
cash with Board-approved counterparties with a specified Standard & Poor's credit rating. The Corporation's
Treasury policy limits the amount of credit exposure to any one institution. The Corporation's maximum credit
exposure for each class of financial instrument is represented by the carrying amount of cash, deposits and
derivative financial assets. There is no collateral held as security against these financial instruments.

The Corporation is not exposed to any material concentration of credit risk as it has a small number of credit
customers and only has Treasury exposure with Board-approved counterparties with specified Standard &
Poor's credit ratings and the Crown.

In addition, receivable balances are monitored on an ongoing basis with the result that the Corporation's
exposure to bad debts is not significant.

Liquidity risk

Liquidity risk is the risk the Corporation will encounter difficulty in raising funds at short notice to meet its financial
commitments when they are due. The Borrowing Protocol with the Crown allows the Corporation to borrow a
principal amount up to NZ$150 million for working capital purposes from sources other than the Crown at the
discretion of the Corporation. All the Corporation's term debt is obtained from the Crown.

The Corporation has a $150 million uncommitted note issuance facility with a group of banks, available to
meet short-term liquidity requirements.

The Corporation has an unsecured bank overdraft facility of $1 million (2008: $1 million) with an interest rate
of 6.5 percent (2008: 10 percent).

The Corporation's policy is that not more than 25 percent of borrowings should mature in any 12-month period.
13 percent of the Corporation's debt will mature in less than one year at 30 June 2009 (2008: 10 percent).
Concentration of risk

All $1.7 billion borrowing is held with the Crown giving rise to a concentration of risk.
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Ageing analysis of rental debtors 2009 Past due but not impaired

0-7 days 8-42 days 43 days plus

($m) ($m) ($m) ($m)
Rent 2.0 1.1 0.3 3.4
Damages 0.2 0.6 2.1 2.9
Total rent and other customer receivables 2.2 1.7 2.4 6.3

The table summarises rental debts that were past due or impaired. The credit risk of these receivables was minimal.

Ageing analysis of rental debtors 2008 Past due but not impaired

0-7 days 8-42 days 43 days plus

($m) ($m) ($m) ($m)
Rent 2.0 0.9 0.4 3.3
Damages 0.2 0.5 3.1 3.8
Total rent and other customer receivables 2.2 1.4 3.5 7.1

Ageing analysis of loan arrears Past due but not impaired

60 days  60-90 days 90 days plus*
($m) ($m) ($m) ($m)

Total 3 1 2 6

*Loan arrears that are over 90 days in arrears are reviewed for impairment but are not automatically treated as impaired or provided for.
Revenues and expenses

17 Revenues

I N

2009 2008 2009 2008
($m) ($m) ($m) ($m)
17(a) Interest (income) and expenses®
Interest income
Interest on temporary investments and bank 9 9 9 13
Interest on mortgage advances 3 3 3 3
Total interest income 12 12 12 16
Interest expense
Interest - long-term borrowing 124 131 20 25
Total interest expense 124 131 20 25

The 2008 comparatives have been reclassified in line with IFRS requirements to match 2009 actuals:

3 $26 million of Group hedging interest rate swaps classified as interest income in 2008 have been reclassified as an interest expense
in 2009. $1 million of Parent hedging interest rate swaps classified as interest income in 2008 have been reclassified as an interest
expense in 2009.

T T e )

2009 2008 2009 2008

($m) ($m) ($m) ($m)
17(b) Crown appropriation income
Contracted housing support services 2 10 2 10
Housing policy advice 3 3
Housing assistance 9 9
Housing New Zealand Corporation housing support services 7 12 7 12
Housing New Zealand Corporation state house upgrades 22 0 22
Wellington City Council housing grant 7 0 7
Total Crown appropriation income 50 33 50 33
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I O N

2009 2008 2009 2008
($m) ($m) ($m) ($m)
17(c) Other income
Management fees from related parties 1 1 0 0
Management fees from subsidiaries 0 0 129 106
Dividends from subsidiaries 0 0 28 22
Recognised insurance premium on Mortgage Insurance Scheme
(MIS)* [refer note 17(e)] (3) (1) (3) (1)
Other income 3 0 3 (1)
Total other income 1 0 157 126

*Includes MIS third-party and premium reserve excluding appropriations.

I O ™ O

2009 2008 2009 2008
($m) ($m) ($m) ($m)
17(d) Realised gains/(loss)
Gain/(loss) on asset sales 2 0 (1) (1)
Cross currency interest rate swap 8 0 0
Total realised gains 2 8 (1) (1)
T e e
2009 2008 2009 2008
($m) ($m) ($m) ($m)
17(e) Mortgage Insurance Scheme
Third-party premium revenue 2 1 2 1
Premium reserve expense (5) 2 (5) (2)
Recognised premium on Mortgage Insurance Scheme 3) U] 3) ]
Crown appropriation income 5 2 5 2
Total Mortgage Insurance Scheme 2 1 2 1

18  Expenses

T o [ | e

2009 2008 2009 2008
($m) ($m) ($m) ($m)

18(a) Depreciation and amortisation
Depreciation - rental properties 168 170 6 6
Depreciation - management assets 6 6 0 0
Amortisation of intangible assets 4 2 0 0
Total depreciation and amortisation 178 178 6 6

18(b) Personnel

Wages and salaries* 73 62 73 61
Employee benefits 3 10 3 10
Total personnel 76 72 76 71

The 2008 comparatives have been reclassified in line with IFRS requirements to match 2009 actuals:

4 $6 million of salaries from the Property Improvement Team (PIT) have been reclassified from repairs and maintenance to wages and
salaries. $5 million of personnel expenses have been reclassified to other expenses [refer to note 18(c)].
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I N

2009 2008 2009 2008
($m) ($m) ($m) ($m)
18(c) Other expenses®
Tenancy debts written off during the period 24 2.2 0.0 0.0
Change in the tenancy debt provision 0.3 0.0 0.0 0.0
Mortgage bad debts recovered during the period (0.3) (0.4) (0.3) (0.4)
Change in the mortgage advances provision 0.1 0.2 0.1 0.2
Permanent diminution in asset values 8.5 10.5 0.4 0.6
Directors' fees 0.4 0.4 0.2 0.2
Amounts paid to external auditors [refer to note 18(d)] 0.6 0.7 0.6 0.7
Wellington City Council housing grant 7.5 0.0 7.5 0.0
Other 88.3 84.1 73.3 60.8
Total other expenses 107.8 97.7 81.8 62.1

The 2008 comparatives have been reclassified in line with IFRS requirements to match 2009 actuals:
% $10 million of gains and losses have been reclassified to other expenses.

T e e )

2009 2008 2009 2008

($m) ($m) ($m) ($m)
18(d) Amounts paid to external auditors
Amount received or due and receivable by Ernst & Young
(acting on behalf of the Auditor-General) for:
¢ auditing the financial report of the entity and any other entity
in the Group entity 0.5 0.5 0.5 0.5
® other services in relation to the entity and any other entity
in the Group entity 0.1 0.2 0.1 0.2
Total amounts paid to external auditors 0.6 0.7 0.6 0.7
19  Dividends
) O ™ Y )
2009 2008 2009 2008
($m) ($m) ($m) ($m)
Dividends 2 13 2 13

The Corporation is required to return its surplus to the Crown as a dividend each year.

In May 2008, the Crown agreed to allow the Corporation to retain $10 million of its 2008 surplus to provide
funding for the Rural Housing Programme in 2009 and a further $4.5 million of its 2008 surplus to fund
modernisation projects. The dividend paid of $1.6 million represented the surplus available for dividend from
the 2008 financial year, after tax payable was deducted and after the retention of $10 million to fund the Rural
Housing Programme and $4.5 million to fund modernisation projects.
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20 Reconciliation of net profit after tax with cash flows from operating activities
Reconciliation from the net profit after tax to the net cash flows from operations

I N 1

2009 2008 2009 2008
($m) ($m) ($m) ($m)
Net surplus after tax 32 46 5 12
Adjustments for:
Depreciation 174 176 6 6
Dividend received from subsidiaries 0 0 (28) (22)
Intangibles amortisation 4 3 0 0
Permanent diminution of asset values 10 1 0 1
(Gain)/loss on asset sales (2) 0 1 0
Deferred tax paid (24) (29) 0 2)
Loan impairment Housing Innovation Fund 37 0 37 0
Total income statement items 199 161 16 (17)
Increase/(decrease) in other provisions (n (1 (M 1
Increase/(decrease) in tax provisions (8) 0 (8) 0
Increase/(decrease) in mortgage insurance 5 2 5 2
Increase/(decrease) in rent in advance 1 (2) 0 0
Increase/(decrease) in accounts payable (5) (1) (38) 1
(Increase)/decrease in accounts receivable (5) 18 (10) 10
Total balance sheet movements (13) 16 (52) 14
Net cash from operating activities 218 223 (31) 9

21  Commitments and contingencies

Operating lease commitments - the Group as lessee
The Group has entered into commercial leases on 30 June 2009 where it is not in the best interest of the Group
to purchase these assets.

These leases have an average life of between three and six years with renewal terms included in the contracts.
Renewals are at the option of the specific entity that holds the lease.

There are no restrictions placed upon the lessee by entering into these leases.

Future minimum rentals payable under non-cancellable operating leases as at 30 June 2009 are as follows:

I O ™

2009 2008 2009 2008
($m) ($m) ($m) ($m)

Operating lease commitments

Within 1 year 62 52 3 4

After 1 year but not more than 5 years 156 152 3

More than 5 years 40 52 0 1

Total 258 256 6 12

21(a) Sub-lease receivables
The Corporation has no sub-leases as at 30 June 2009 (2008: $190,000).
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21(b) Operating lease commitments - Corporation as lessor

The Corporation has entered into property leases for its property portfolio. These properties held under
operating leases are measured under the fair value model in accordance with NZ IAS 16 as they are considered
to provide a social benefit and are not maintained solely to provide rental income.

There are no non-cancellable leases executed by the Group.

21(c) Capital commitments

At 30 June 2009, the Corporation has capital commitments amounting to $79 million (2008: $76 million)
for property projects.

21(d) Lending commitments

At 30 June 2009, the Corporation has lending commitments approved but not yet paid out amounting

to $12 million (2008: $18 million).

21(e) Contingencies

The Corporation is liable to the owners (ANZ National Bank Limited, Ichthus Limited and Westpac Banking

Corporation) of mortgages sold by the Corporation during 1992 to 1999 for certain losses they may incur from
specified limited aspects of their ownerships of those mortgages. The amount of the liability cannot be estimated.

The Corporation has a contingent liability on properties underwritten for the Home Equity Scheme, a
community-based home ownership programme. The value of the liability at 30 June 2009 is $3.6 million (2008:
$0.9 million) with the number of houses in the scheme expanding this year. In the event of an actual liability,
the Corporation will take the opportunity to use its acquisition budget to discharge the responsibility, which

is expected to have no material effect on the Corporation's financial position.

22  Related party disclosure

The Group financial statements include the financial statements of Housing New Zealand Corporation and the
subsidiaries listed in the following table:

22(a) Subsidiaries

Country of % equity % equity Investment Investment
incorporation interest interest ($m) ($m)

2009 2008 2009 2008
Housing New Zealand Limited* New Zealand 100% 100% 3,447 3,447
Community Housing Limited New Zealand 100% 100% 0 0
Hobsonville Land Company Limited New Zealand 100% 100% 0 0
HNZC Property Developments Limited New Zealand 100% 100% 0 0
Total 3,447 3,447

* On 30 November 2008, Property Lease (No.1) Limited and Housing New Zealand Limited amalgamated to become Housing New Zealand
Limited under part XIII of the Companies Act 1993.

The New Zealand Government wholly owns the Corporation. The Corporation undertakes many transactions
with statutory corporations, state-owned enterprises and government departments on an arm'’s length basis.
These transactions are not considered related party transactions as defined in NZ IAS 24 Related Party
Disclosures, due to the adoption of public benefit entity exemptions.
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22(b) Key management personnel

Key management personnel are defined as senior management of the Corporation and all directors. In 2009,
seven employees were key management personnel (2008: seven employees).

I N

2009 2008 2009 2008
($000) ($000) ($000) ($000)

Key management personnel compensation

Salaries and other short-term employee benefits 1,980 1,959 1,980 1,959

Termination 0 193 0 193

Total key management personnel 1,980 2,152 1,980 2,152

Termination of $0 relates to zero personnel in 2009 (2008: $193,000 and three personnel).

22(c) Remuneration details of members of the Corporation and directors of subsidiaries

I N 1 B

2009 2008 2009 2008

% % 6] ¥
Pat Snedden (Chairperson) 79,900 79,900 49,000 49,000
Lope Ginnen 46,025 46,025 30,625 30,625
Colin Dale 29,033 30,788 29,033 30,788
Sandra Lee 28,500 24,500 28,500 24,500
Garry Wilson 24,500 24,500 24,500 24,500
Tony Paine 24,500 24,500 24,500 24,500
Greg Hinton 39,900 39,900 24,500 24,500
Jo Brosnahan 39,900 39,900 24,500 24,500
Gary Taylor* 15,400 15,400 0 0
Richard Didsbury* 15,400 12,149 0 0
Total remuneration 343,058 337,562 235,158 232,913

* Director of Hobsonville Land Company Limited but not a member of the Corporation during the year.

Jo Brosnahan, Richard Didsbury, Greg Hinton, Lope Ginnen, Pat Snedden and Gary Taylor are directors
of Hobsonville Land Company.

The above table includes all remuneration paid or payable to each director during the year.

There have been no payments to committee members appointed by the Board who are not Board directors

during this financial year.

Directors' insurance

The Corporation has directors' and officers' liability and professional indemnity insurance cover for Board

members and employees. The total annual premium for the directors' and officers' liability insurance is $45,000

(2008: $58,000).

Terms and conditions of transactions with related parties

e Sales to and purchases from related parties are made in arm’s length transactions at normal market prices
and normal commercial terms.

e Qutstanding balances at 30 June 2009 and 2008 are unsecured and settlement occurs in cash.

® There have been no guarantees provided or received for any related party receivables.

e For the year ended 30 June 2009, the Group has not raised any provision for doubtful debts relating to
amounts owed by related parties as the payment history has been excellent (2008: nil). This assessment is
undertaken each financial year through examining the financial position of the related party and the market
in which the related party operates. When assessed as required, the Group raises such a provision.
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23  Remuneration of employees — $100,000 and over
A N B = O
2009 2008 2009 2008 2009 2008
$100,001-$110,000 31 28 31 28 1 0
$110,001-$120,000 25 24 25 23 2 1
$120,001-$130,000 19 8 19 8 0 1
$130,001-$140,000 9 14 8 14 1 0
$140,001-$150,000 8 7 8 6 0 1
$150,001-$160,000 10 5 10 5 1 0
$160,001-$170,000 6 5 6 5 0 0
$170,001-$180,000 4 7 2 6 0 0
$180,001-$190,000 4 0 4 0 1 0
$190,001-$200,000 1 1 1 1 0 0
$200,001-$210,000 1 0 1 0 0 0
$210,001-$220,000 3 1 3 1 3 1
$220,001-$230,000 0 3 0 3 0 2
$230,001-$240,000 1 0 1 0 0 0
$240,001-$250,000 1 0 1 0 0 0
$250,001-$260,000 1 0 1 0 0 0
$260,001-$270,000 1 0 1 0 0 0
$270,001-$280,000 0 0 0 0 0 0
$280,001-$290,000 1 0 0 0 0
$290,001-$300,000 1 1 1 0 0 0
$310,001-$320,000 0 0 0 0 0 0
$320,001-$330,000 1 0 0 0 0 0
$400,001-$410,000 1 1 1 1 0 0
Total employees 129 105 125 101 9 6

During the year ended 30 June 2009, 19 (2008: 12) employees received compensation and other benefits in
relation to cessation totalling $330,101 (2008: $361,764).

24  Events subsequent to balance date

No event has occurred since the end of the financial period not otherwise dealt with in the financial statements
that has or may significantly affect the Corporation’s operations or state of affairs for the year ended 30 June 2009.

25 Budgeted figures
(a) 2009 significant variations from budget

The unaudited budget figures reported in these financial statements are the financial performance targets
included in the Corporation's 2008/09 Statement of Intent.
(b)  Income statement

The Corporation's overall financial performance, the operating surplus after tax, for the year ended 30 June
2009 was a $7 million favourable operating variance against budget. The favourable variance was primarily
due to a combination of additional operating revenue of $34 million and tax expense of $13 million lower than
budget, offset by a $39 million increase in expenses.
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()  Operating income
The key contributors to the positive variance in operating revenue were as follows:

Rental income was $10 million higher than budget due to a higher than expected rental growth rate. Rental
income in 2008/09 increased by 5.8 percent from 2007/2008.

Interest income was $7 million higher than budget due to average cash balances being higher than forecast
and higher interest rates in the first half of the financial year.

Crown appropriated income was $18 million higher than budget due to unbudgeted initiatives during the year
including the stimulus package funding for state house upgrades, the transfer of capital appropriations to operating
for upgrades and the $8 million grant to Wellington City Council for its housing upgrade programme.

(d)  Operating expenditure

The key contributors to the variance in operating expenses were as follows:

Repairs and maintenance was $19 million over budget due to additional funding of $22 million for state
house upgrades from reprioritised capital and the Government's fiscal stimulus package. This was not forecast
in the Statement of Intent.

Rates were $8 million above budget. The budget was finalised before councils announced their 2008/09 rates,
which were greater than expected.

Depreciation and amortisation was $13 million below budget due to lower actual property values compared
with the Statement of Intent budget.

Personnel expenses were $3 million over budget due to a reclassification of salaries of the Property

Improvement Team, expenditure from repairs and maintenance, restructuring of business functions and higher
annual and long service leave liabilities.

Interest costs were $9 million below budget due to lower fair value hedge costs and interest costs than forecast.

Loan impairment expense of $37 million reflects the Housing Innovation Fund (HIF) advances being impaired

to a lower, fair value total after the Crown withdrew appropriations for interest subsidies and suspensory loan

write offs. The impairment was calculated as the difference between the amortised cost of the advances and

the present value of the estimated future cash flows discounted at the effective interest rate. The impairment

was recognised in the income statement.

In accordance with NZ IAS 39, the value of the suspensory loans was written down by the total of $29 million to nil.

The value of the term loans was written down by $8 million based on discounted expected future cash flows.

Other expenses were $12 million under budget due to the following:

e Wellington City Council housing grant of $8 million was unbudgeted but is offset by an equal amount
unbudgeted in revenue.

e Fire damage/demolitions were $13 million under budget as less demolitions were required and the average
cost per demolition was less than budgeted.

e Direct mortgage expenses were $4 million under budget as the provision for bad debts was less than
actuarial calculations.

e Grants were $3 million under budget due to timing differences in the payment of grants.

Tax expense was $13 million under budget as $8 million of historic tax losses were recognised and the

write-downs of the Housing Innovation Fund attracted tax benefits.
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(e) Balance sheet

Current assets were $105 million higher than budget with cash and cash equivalents significantly higher
primarily due to more properties sold, higher opening cash balances and a higher net surplus.

Other variances to budget in net working capital include receivables, payables and rent in advance, which are
all timing-related. Current liabilities also included loans due to settle within one year as per the Statement

of Intent budget. Net working capital is $4 million, excluding the loans from the Crown, which are rolled over
on maturity.

Property, plant and equipment was $453 million less than budget mainly due to the revaluation of property as
at 30 June 2009. The revaluation reduced the carrying value of properties by 4.3 percent. The budget assumed
no change in property valuations.

Mortgage advances were $60 million less than budget mainly due to the write off of the Housing Innovation
Fund advances of $37 million. The rest of the variance is due to a difference in opening balance versus
Statement of Intent budget.

Net interest rate derivatives of ($77) million were net $132 million less than budget.

Interest rate derivatives Budget

2009 2009
($m) ($m)

Current assets 0 3

Non-current assets 10 52

Current liabilities (39)

Non-current liabilities (48)

Total (77) 55

Lower interest rates have resulted in a net decrease in derivatives. The Statement of Intent budget was finalised
when interest rates were higher. Actual interest rates dropped in the latter half of the financial year and in the
majority of cases below the hedged interest rates. Refer to note 16 for more detailed information.

The deferred tax liability is $455 million lower than the Statement of Intent budget. The budget had forecasted
upwards revaluation of property values and hedged financial derivatives; however, actual market conditions
resulted in devaluations. On transition to new accounting standards in 2007/08, the Corporation restated
deferred tax by $252 million that was not reflected in the 2008/09 Statement of Intent budget.

For the 2008/09 financial year, the Corporation has further recognised a historic tax loss carried forward of
$27 million (tax benefit of $8 million) in accordance with New Zealand International Accounting Standard
(NZ 1AS) 12.

(f)  Statement of movements in equity

There was a net $32 million decrease in the closing balance of equity compared with the Statement of Intent
budget. Movements include the following:

Balance at 1 July 2008 - variance between opening balance and Statement of Intent budget of $610 million.
This is due to understatement of the budget, which was finalised prior to the end of the financial year and did
not reflect the previous year's revaluation.

Property, plant, and equipment net variance of $548 million against budget is due to the devaluation of rental
property as at 30 June 2009.

Financial assets at fair value through equity net negative $77 million variance against budget due to a drop
in interest rates below the hedged rates.

Net surplus for the year was $7 million better than budget with variances in the income statement detailed above.

Capital contributions of $69 million were $23 million lower than budget mainly due to lower draw-downs from
the Crown for the Shared Equity Programme.
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(g) Cash flow statement

Positive net cash inflows for the year were $49 million, which exceeded the Statement of Intent budget
by $48 million mainly due to the following:

Operating activities - exceeded budget by $7 million mainly due to higher rental receipts and appropriated
revenue from the Crown.

Investment activities - net cash outflow of $250 million resulted in a positive variance of $72 million due
to higher property sales and receipts from third-party loan repayments.

Financing activities - cash inflows of $81 million were $31 million under budget due to less capital and loan
appropriation draw-downs.

Note: The 2008/09 Statement of Intent budget has been reclassified for the following categories:
Income statement

Depreciation includes rental property depreciation and management assets depreciation, both of which were
shown separately in the Statement of Intent budget.

Other expenses include other direct costs and indirect expenses, both of which were shown separately in the
Statement of Intent budget.
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Balance sheet

AS AT 30 JUNE 2009

2008/09 2007/08

Notes ($000) ($000)
ASSETS
Current assets
Cash and cash equivalents 6,433 0
GST recoverable 63 54
Prepayments and other receivables 7 147 10
Land intended for sale 5 34 34
Total current assets 6,677 98
Non-current assets
Land under development 3 91,283 89,743
Rental properties 4 9,073 9,268
Work in progress 6 2
Total non-current assets 100,362 99,013
Total assets 107,039 99,111
LIABILITIES
Current liabilities
Amount due to Housing New Zealand Corporation Group 7.8 315 971
Contract deposits 7.10 6,186 0
Accounts payable and other liabilities 7 206 544
Total current liabilities 6,707 1,515
Total liabilities 6,707 1,515
Net assets 100,332 97,596
Equity
Shareholders' funds 107,921 104,492
Retained earnings (7,589) (7,744)
Revaluation reserve 0 848
Total equity 100,332 97,596

For and on behalf of the Board of Housing New Zealand Corporation acting as agent for the Crown, who
authorise the issue of the financial statements on 24 September 2009.

%’@f:/ ofe Gt

Patrick N Snedden Lope Ginnen
Chairman Deputy Chair
24 September 2009 24 September 2009

The above statement should be read in conjunction with the accompanying notes.
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Income statement

AS AT 30 JUNE 2009

2008/09 2007/08
Notes ($000) ($000)

Revenue

Rental income from tenants 1,117 758
Interest income 22 3
Crown appropriation income 1,468 69
Other income 24 32
Total operating revenue 2,631 862
Expenses

Revaluation loss on available-for-sale-assets 357 0
Interest expenses 5 3,964
Other expenses 2 2,442 1,922
Total operating expenses 2,804 5,886
Operating surplus/(deficit) (173) (5,024)

The above statement should be read in conjunction with the accompanying notes.
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Housing Agency Account

Changes in equity

AS AT 30 JUNE 2009

I I )
Notes ($000) ($000)

Total equity at 1 July 97,596 51,920
Revaluation of property, plant and equipment

Revaluation gains/(losses/transfers) taken to equity (520) 208
Net surplus/(deficit) for the year (173) (5,024)
Total income and expenditure for the period (693) (4.816)

Contributions from and distributions to the Crown

Equity

Capital contributions from the Crown 3,429 50,492
Total contributions from and distributions to the Crown 3,429 50,492
Total changes in equity 2,736 45,676
Total equity at 30 June 100,332 97,596

Equity attributable to the Crown

Opening balance 104,492 54,000
Contributions from the Crown 3,429 50,492
Closing equity attributable to the Crown 107,921 104,492

Retained earnings

Opening retained earnings (7,744) (2,720)
Net surplus/(deficit) for the year (173) (5,024)
Net transfers from asset revaluation reserve on disposal 328

Closing retained earnings (7,589) (7,.744)

Revaluation reserve

Opening revaluation reserve 848 640
Asset revaluations - property, plant and equipment (520) 208
Net transfers from asset revaluation reserve on disposal 4 (328) 0
Closing revaluation reserve 0 848
Total equity at 30 June 100,332 97,596

The above statement should be read in conjunction with the accompanying notes.
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Cash flow statement

FOR THE YEAR ENDED 30 JUNE 2009

2008/09 2007/08
Notes ($000) ($000)

Cash flows from/used in operating activities

Rental income 1,117 758
Crown appropriation income 1,358 69
Interest received 22 3
GST recovered 0 522
Payments to suppliers (2,647) (4.374)
Interest expense (5) (3,964)
Net cash flows from operating activities 6 (155) (6.986)

Cash flows from/used in investing activities

Contract deposits received 6,186 0
Sale of assets 440 32
Purchase and development of land (2,811) (3,595)
Net cash flows from investing activities 3,815 (3,563)

Cash flows from/used in financing activities

Contributions from the Crown 3,429 50,492
Repayments to the Corporation (656) (39,943)
Net cash flows from financing activities 2,773 10,549
Net cash flows 6,433 0
Opening cash and cash equivalents 0 0
Closing cash and cash equivalents 6,433 0

o1

The above statement should be read in conjunction with the accompanying notes.
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Notes to the financial statements

FOR THE YEAR ENDED 30 JUNE 2009

1 Statement of accounting policies

Reporting entity

The Housing Agency Account is administered as an agency of the Crown by the Corporation in terms of the
Housing Act 1955 (Housing Act). Under the Housing Act, the Corporation is empowered to act as the agent
of the Crown in carrying out the Crown's decisions in relation to acquisition, setting apart and development
of land and the acquisition of assets for state housing purposes.

The registered office of the Corporation is at Level 3, 28 Grey Street, Wellington.

These financial statements have been prepared in accordance with generally accepted accounting practice in
New Zealand and with section 34 of the Housing Act. The Housing Agency Account does not form part of the
Corporation Group Accounts.

Statement of compliance

The financial statements comply with the applicable Financial Reporting Standards, which include New Zealand
equivalents to International Financial Reporting Standards (NZ IFRS), as appropriate for public benefit entities.

Differential reporting

The Housing Agency Account qualifies for differential reporting as it does not have public accountability and
the owners are not separated from the governing body. The Housing Agency Account has taken advantage
of all available differential reporting exemptions, except for the cash flow statement.

Measurement basis

The financial statements are presented in New Zealand dollars, and all values are rounded to the nearest
thousand dollars ($000) unless otherwise stated. The accounting principles for measuring and reporting
financial performance and financial position on a historical cost basis have been followed by the entity except,
under the modified historical cost basis, rental properties and freehold land have been revalued under

NZ IAS 16 Accounting for Property, Plant and Equipment.

Specific accounting policies

Specific accounting policies that materially affect the measurement of financial performance and financial
position have been consistently applied.

Land under development

Land and related developments are stated at the lower of cost or net realisable value, applied on a basis consistent
with management's intended development programme. Any decreases in value are charged to the income
statement. Net realisable values have been determined by independent registered valuers. Cost is defined

as all costs incurred that are directly related to the development of these assets.

Rental property
Rental properties are revalued to fair value, determined by reference to their highest and best use, on an annual
basis under NZ IAS 16 Accounting for Property, Plant and Equipment.

Fair value is determined by reference to market-based evidence, which is the amount for which the assets could
be exchanged between a knowledgeable willing buyer and a knowledgeable willing seller at an arm's length
transaction as at the valuation date. Independent valuations are performed with sufficient regularity to ensure
that the carrying amount does not differ materially from the asset's fair value at balance sheet date.

Any surplus arising from the revaluation of freehold land and rental properties is recognised in the asset
revaluation reserve. A revaluation deficit greater than the asset revaluation reserve is recognised as an expense
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in the income statement in the period it arises. Revaluation surpluses that reverse previous revaluation deficits

recognised in the income statement are recognised as revenue in the income statement.

Depreciation is calculated on a straight-line basis over the estimated useful life of the building as follows:
Rental properties 40 years

Land intended for sale

Land intended for sale is stated at the lower of cost or net realisable value, applied on a basis consistent

with management's intended disposal programme.

Any decreases in value are charged to the income statement. Net realisable values have been determined by

independent registered valuers. Cost is defined as all costs incurred that are directly related to the purchase

of these assets.

Cash

For the purposes of the cash flow statement, cash and cash equivalents were previously represented by

advances from the Corporation.

In June 2008, a bank account was set up and funding received to repay the majority of the advance. The cash

flow statement, cash and cash equivalents has therefore been restated to reflect the actual net cash position.

Receivables

Receivables are stated at their estimated realisable value.

Revenues

Revenue shown in the income statement comprises the amounts received and receivables from the Housing

Agency Account for providing rental land to customers and the gain on sale of land and buildings.

Revenue is recognised to the extent that it is probable that the economic benefits will flow to the Housing

Agency Account and the revenue can be reliably measured.

Income tax

The Housing Agency Account is not liable for taxation, by virtue of section CW 38(2) of the Income Tax Act 2007.

Borrowing costs

Interest is not capitalised but expensed in the year it relates to.

Changes in accounting policies

There have been no changes in accounting policies.

2 Operating expenses

2009 2008
($000) ($000)

Management fee 1,276 1,383
Consultants 454 207
Depreciation (rental property) 119 74
Permanent diminution in asset values 50 0
Premises security 63 65
Property maintenance 100 59
Legal costs 0 27
Insurance 10 24
Rates 150

Valuation fees 0

Other expenses 220 68
Operating expenses 2,442 1,922

Note: Audit fees are paid by the Corporation.
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3 Land under development
2009 2008
Land 91,283 89,743

Land is held at the lower of cost or net realisable value. Land value comprises properties transferred from
various sections of the Crown under the Public Works Act 1981. The cost related to these parcels of land as

at 30 June 2009 amounted to $91.3 million (2008: $89.8 million). The parcels of land under development have
been valued as at 30 June 2009 by Quotable Value New Zealand, a company employing registered and qualified
valuers, with the principal registered valuer for the valuation being Kerry Stewart (PG Dip Env Audit, MBA,
ANZIV, SNZPI).

The fair value is $150.2 million (2008: $180.4 million).

4 Rental properties

2009 2008
($000) ($000)

Land 4,240 4,689
Buildings 4,833 4,579
9,073 9,268

Rental properties comprising land and improvements were revalued as at 30 June 2009 at fair value in accordance
with NZ IAS 16 Accounting for Property, Plant and Equipment.

The valuation was carried out by Quotable Value New Zealand, a company employing registered and qualified
valuers, with the principal registered valuer for the valuation being Kerry Stewart (PG Dip Env Audit, MBA,
ANZIV, SNZPI). The total gross amount of the valuation excluding properties intended for sale and excluding
selling and other costs, was $9.1 million (2008: $9.3 million).

The revaluation effect relating to rental properties was a decrease of $0.9 million (2008: an increase of $0.2 million).
Of this, $0.5 million cleared the revaluation reserve and $0.4 million was charged to the income statement.
The 2008 comparatives have been restated by $382,000 to include a property at 13 Herdman Street,

which should have been in the Housing Agency Account at 30 June 2008 and which was subsequently

sold in November 2008. The revaluation reserve has also been restated to reflect this property.

5 Land intended for sale
2009 2008
T
Land intended for sale 34 34

Land intended for sale is held at the lower of cost or net realisable value. Land intended for sale was valued
as at 30 June 2009 at fair value. The valuation was carried out by Quotable Value New Zealand, a company
employing registered and qualified valuers, with the principal registered valuer for the valuation being
Kerry Stewart (PG Dip Env Audit, MBA, ANZIV, SNZPI).

The net realisable value is $3.5 million (2008: $7.3 million).
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6 Reconciliation of net profit after tax with cash flows from operating activities
| & =
($000) ($000)
Operating surplus/(deficit) (173) (5.024)
Adjustments for:
Depreciation 119 74
Permanent diminution of asset values 50 0
(Gain)/loss on fixed asset (24) (32)
Revaluation loss on assets 357 0
Total income statement items 502 42
Increase/(decrease) in accounts payable (338) (2,537)
(Increase)/decrease in accounts receivable (146) 533
Total balance sheet movements (484) (2,004)
Net cash from operating activities (155) (6,986)

The movement in the accounts payable excludes any amount (2008: $0.2 million) for investing and
financing activities.

7 Financial instruments

Loans and Other financial
receivables liabilities Total
30 June 2009 ($000) ($000) ($000)

Financial assets

Receivables 147 0 147
Cash at bank 6,433 0 6,433
Total financial assets 6,580 0 6,580

Financial liabilities

Borrowings from the Corporation 0 315 315
Contract deposit 0 6,186 6,186
Accounts payable and other liabilities 0 206 206
Total financial liabilities 0 6,707 6,707

Loans and Other financial
receivables liabilities Total
30 June 2008 ($000) ($000) ($000)

Financial assets
Receivables 10 0 10
Total financial assets 10 0 10

Financial liabilities

Borrowings from the Corporation 0 971 971
Accounts payable and other liabilities 0 544 544
Total financial liabilities 0 1,515 1,515
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Housing Agency Account

8 Transactions with related parties

The Crown wholly owns the Housing Agency Account. The Housing Agency Account undertakes some
transactions with statutory corporations, state-owned enterprises and government departments on an arm'’s
length basis. These transactions are not considered to be related party transactions as defined in NZ IAS 24
Related Party Disclosures.

In the year to 30 June 2009, the Corporation, including Hobsonville Land Company Limited, provided
management services to the Housing Agency Account. A management fee of $1.3 million (2008: $1.4 million)
was charged by the Corporation and Hobsonville Land Company Limited for these services.

The Corporation administers the Housing Agency Account as an agency of the Crown in terms of the Housing
Act 1955. As at 30 June 2009, the total amount owing from the Housing Agency Account to the Corporation
is $0.3 million (2008: $1 million). The amount owing to Hobsonville Land Company Limited is nil (2008: nil)
and to Housing New Zealand Limited is nil (2008: nil).

The Corporation previously charged interest in 2008 on the average monthly balance owed by the Housing
Agency Account at the three month bank bill rate (2008: 8.4-9.2 percent). Interest charged in the year was
nil (2008: $4 million).

9 Segment information

The Housing Agency Account predominantly operates in one industry, being the ownership of land, and in one
geographical segment, being New Zealand, for reporting purposes.

10 Contingent asset

On 30 June 2008, the Corporation, acting as agent for the Housing Agency Account, and the Ministry of
Education reached agreement as to the site for a primary school in the Hobsonville development. The land
(3.6 hectares) will be transferred to the Ministry of Education when appropriate development consents have
been obtained and the site development completed.

During the current financial year 2009, the Housing Agency Account has received NZ$6.2 million in contract
deposits from the Ministry of Education. This agreement will become unconditional in the next 12 months;
however, the transfer will not occur in the next financial year.

11 Commitments

The principal development project is the Hobsonville airbase in Auckland. Hobsonville Land Company, a wholly
owned subsidiary of the Corporation, is master-planning the Crown-led staged development of the former
airbase into a community of approximately 3,000 homes.

Hobsonville Land Company and AVJennings Ltd signed a partnering Precinct Development Agreement (PDA)
on 10 April 2008 for the first-stage development of the former Hobsonville airbase. A Comprehensive
Development Plan (CDP) for the first precinct, involving around 1,080 dwellings, obtained Environment Court
consent orders in July 2009, with earthworks commencing in the 2009-10 summer season.

At this stage, the Housing Agency Account has no financial commitments regarding the development of the
buildings on its land. The financial commitment lies with the developer. When the development is complete,
the land and building package will be sold, and both parties will take a share of the revenue.
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AUDIT REPORT

|H”H|||”HH|H”“”II”“”III“'”I'g,ERNST&YOUNG Chartered Accountants

TO THE READERS OF

HOUSING AGENCY ACCOUNT'S
FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 JUNE 2009

The Auditor-General is the auditor of the Housing Agency Account. The Auditor-General has appointed me,
B R Penrose, using the staff and resources of Ernst & Young, to carry out the audit of the financial statements
of the Housing Agency Account, for the year ended 30 June 2009.

Unqualified opinion
In our opinion, the financial statements of the Housing Agency Account on pages 114 to 122:
e comply with generally accepted accounting practice in New Zealand; and
e fairly reflect:
- the Housing Agency Account's financial position as at 30 June 2009; and
- the results of its operations and cash flows for the year ended on that date.
The audit was completed on 24 September 2009 and is the date at which our opinion is expressed.

The basis of our opinion is explained below. In addition, we outline the responsibilities of the Board of Housing
New Zealand Corporation and the Auditor, and explain our independence.

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

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

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

The audit involved performing procedures to test the information presented in the financial statements.
We assessed the results of those procedures in forming our opinion.
Audit procedures generally include:
® determining whether significant financial and management controls are working and can be relied
on to produce complete and accurate data;
* verifying samples of transactions and account balances;
¢ performing analyses to identify anomalies in the reported data;
® reviewing significant estimates and judgements made by the Board of Housing New Zealand Corporation;
¢ confirming year-end balances;
® determining whether accounting policies are appropriate and consistently applied; and
e determining whether all financial statement disclosures are adequate.
We did not examine every transaction, nor do we guarantee complete accuracy of the financial statements.

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

Responsibilities of the Board of Housing New Zealand Corporation and the Auditor

The Board of Housing New Zealand Corporation is responsible for preparing the financial statements in accordance
with generally accepted accounting practice in New Zealand. The financial statements must fairly reflect the
financial position of the Housing Agency Account as at 30 June 2009 and the results of its operations and cash
flows for the year ended on that date. The Board of Housing New Zealand Corporation's responsibilities arise
from the Housing Act 1955.

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

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

Other than the audit, we have no relationship with or interests in the Housing Agency Account.

2

B R Penrose

Ernst & Young
On behalf of the Auditor-General

Wellington, New Zealand
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