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GENERAL INFORMATION

This Disclosure Statement is for the year ended 30 June 2012 and has been issued by Heartland Building Society (Heartland or Bank) in accordance
with the Registered Bank Disclosure Statements (New Zealand Incorporated Registered Banks) Order (No 2) 2012 (Order). The Financial Statements
of the Bank for the year ended 30 June 2012 form part of, and should be read in conjunction with, this Disclosure Statement.

Words and phrases defined by the Order have the same meanings when used in this Disclosure Statement.

Name and address for service

The name of the entity is Heartland Building Society and the address for service is 75 Riccarton Road, Riccarton, Christchurch. The Banking Group
consists of the Bank and all of its controlled entities. All controlled entities are incorporated in New Zealand.

Details of incorporation

Heartland was established in January 2011, as a result of the merger of Canterbury Building Society (CBS Canterbury) (CBS), MARAC Finance
Limited (MARAC) and Southern Cross Building Society (SCBS) and is incorporated under the Building Societies Act 1965.

Ultimate holding company

The ultimate holding company of the Bank is Heartland New Zealand Limited (HNZ), which was listed on the New Zealand Stock Exchange on 25
January 2011. HNZ's address for service is 75 Riccarton Road, Riccarton, Christchurch.

The Bank's intermediate share holders are BSHL No.1 Limited, BSHL No.2 Limited, BSHL No.3 Limited, BSHL No.4 Limited, BSHL No.5 Limited,
BSHL No.6 Limited, BSHL No.7 Limited, BSHL No.8 Limited, BSHL No0.9 Limited, BSHL No0.10 Limited, BSHL No.11 Limited, BSHL No.12 Limited,
BSHL No.13 Limited, BSHL No.14 Limited, BSHL No.15 Limited, BSHL No.16 Limited, BSHL No.17 Limited, BSHL No.18 Limited, BSHL No.19 Limited
and BSHL No.20 Limited (collectively intermediate parents). HNZ wholly owns the Bank's intermediate parents.

There are no regulations, legislation, or other restrictions of a legally enforceable nature that may materially inhibit the legal ability of HNZ to provide
material financial support to the Bank.

Interests in 5% or more of voting securities of the Bank
At the time this Disclosure Statement was signed, 100% of the voting securities (shares) in the Bank were indirectly owned by HNZ and 99.99% of the

voting securities (shares) in the Bank were directly owned by BSHL No. 1 Limited. Disclosed below are persons with shareholdings in HNZ of greater
than 5% as at the 12 December 2012:

Name Percentage held
Harrogate Trustee Limited 9.35%
Accident Compensation Corporation 6.33%
Philip Maurice Carter 5.40%

Other than HNZ, no person has the ability to directly or indirectly appoint 25% or more of the Board of Directors (Board) of the Bank.

PRIORITY OF CREDITORS' CLAIMS

In the unlikely event of the Bank becoming insolvent or ceasing business, certain claims set out in legislation are paid in priority to others. These claims
include secured creditors, taxes, certain payments to employees and any liquidator's costs. After payment of those creditors, the claims of all other
creditors are unsecured and would rank equally with each other.

GUARANTEE ARRANGEMENTS

Guarantee of Bank's obligations

As at the date the Registered Bank’s Directors signed this Disclosure Statement, MARAC, VPS Parnell Limited, VPS Properties Limited and PGG
Wrightson Finance Limited (PWF), all members of the Banking Group, each guarantee the obligations of the Bank under a Standby Cash Advances
Facility Agreement dated 15 December 2010 (as amended from time to time) to Bank of New Zealand and Westpac New Zealand Limited. There is no
limit on the amount of the obligations guaranteed. The only material condition applicable to the guarantee is non-performance by the Bank. There are
no material legislative or regulatory restrictions in the guarantors’ country of incorporation (New Zealand) which would have the effect of subordinating
the claims under the guarantee of any of the creditors of the Bank on the assets of the guarantors to other claims on the guarantors in a winding up of
that guarantor. The guarantee does not have an expiry date.

MARAC's address for service is Heartland House, 35 Teed Street, Newmarket, Auckland. The net tangible assets of MARAC were $222.2 million as at
30 June 2012. The address for service of VPS Parnell Limited, VPS Properties Limited and PWF is 75 Riccarton Road, Riccarton, Christchurch and
net tangible assets of these entities as at 30 June 2012 are $0.7m, ($0.3m) and $114.4m respectively. Neither MARAC, VPS Parnell Limited, VPS
Properties Limited or PWF have a credit rating applicable to their long term senior unsecured obligations.

Cross Guarantees

The Guaranteeing Group (including the Bank) have entered into an All Obligations Cross Guarantee and Indemnity Deed Poll dated 15 December
2010. The Guaranteeing Group comprises the Bank, MARAC, VPS Parnell Limited, VPS Properties Limited and PWF. Each member of the
Guaranteeing Group guarantees all of each other’s obligations to Bank of New Zealand and Westpac New Zealand Limited. There is no limit on the
amount of the obligations guaranteed. The only material condition applicable to the cross guarantee is non-performance by another member of the
Guaranteeing Group. There are no material legislative or regulatory restrictions in the guarantors' country of incorporation (New Zealand) which would
have the effect of subordinating the claims under the cross guarantee of any of the creditors of the Bank on the assets of the cross guarantors to other
claims on the cross guarantors in a winding up of that cross guarantor. The cross guarantee does not have an expiry date.
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DIRECTORS

All Directors of the Bank reside in New Zealand. Communications to the directors can be sent to Heartland Building Society, 75 Riccarton Road,
Riccarton, Christchurch. The Directors of the Bank and their details at the time this Disclosure Statement was signed were:

Name: Bruce Robertson Irvine Qualifications: BCom, LLB, FCA, AF Inst D, FNZIM

Chairman - Board of Directors Occupation: Company Director

Type of director: Independent Non-Executive Director

External Directorships:

Arts Management Limited, Avon Pacific Holdings Limited, B R Irvine Limited, Blackbyre Horticulture Limited, Bowdens Mart Limited, Bray Frampton
Limited, Britten Motorcycle Company Limited, Cambridge 141 Limited, Canterbury Business Recovery Group Limited, Canterbury Spinners Limited,
CCHL (2) Limited, CCHL (4) Limited, CCHL (5) Limited, CCHL (6) Limited, Christchurch City Holdings Limited, Christchurch City Networks Limited,
Cockerill and Campbell (2007) Limited, Dogs Breakfast Trading Company Limited, Godfrey Hirst NZ Limited, Hansons Lane International Holdings
Limited, Heartland New Zealand Limited, House of Travel ESP Trustee Limited, House of Travel Holdings Limited, Lake Angelus Holdings Limited,
Lamanna Bananas (NZ) Limited, Lamanna Limited, Lorne Investments Limited, Mainland Tomatoes Limited, MARAC JV Holdings Limited, Market
Fresh Wholesale Limited, Market Gardeners Limited, Market Gardeners Orders (Christchurch) Limited, Market Gardeners Orders Wellington Limited,
MG Marketing Limited, MG New Zealand Limited, PGG Wrightson Limited, Phimai Holdings Limited, Quitachi Limited, Rakon ESOP Trustee Limited,
Rakon Limited, Rakon PPS Trustee Limited, Scenic Circle Hotels Limited, Skope Industries Limited, Southland Produce Markets Limited.

Name: Edward John Harvey Qualifications: BCom, CA

Type of director: Independent Non-Executive Director Occupation: Company Director

External Directorships:

APN News & Media Limited, APN Media (NZ) Limited, Ballance Agri-Nutrients Limited, Chalmers Properties Limited, DNZ Property Fund Limited,
Fiordland Pilot Services Limited, Kathmandu Holdings Limited, New Zealand Opera Limited, Perpetual Property Limited, Pomare Investments Limited,
Port Otago Limited.

Name: Gary Richard Leech Qualifications: BCom, FCA, AF Inst D, FNZTA

Type of director: Independent Non-Executive Director Occupation(s): Company Director and Chartered Accountant in Public Practice
External Directorships:

Ashburton Implement Services Limited, Back Track Dairies Limited, Bakker Bulbs Limited, Cariboo New Zealand (2011) Limited, Clock Trustees
Limited, Electricity Ashburton Limited, Heartland New Zealand Limited, Hooked Trustee Company Limited, Leech & Partners Trustees (2004) Limited,
Leech & Partners Trustees (2007) Limited, Leech & Partners Trustees (2009) Limited, Leech & Partners Trustees (2010) Limited, Leech & Partners
Trustees (2011) Limited, Leech & Partners Trustees (2012) Limited, Leech & Partners Limited, Leech & Partners Trustees Limited, Londale
Development Limited, Lye Properties Limited, McGoldrick Trustees Limited, Murney Investments Limited, Northbank Irrigation Limited, Potlach
Governance Limited, Power Turf New Zealand Limited, Radfield Trustees Limited, Sempiternal Custodians Limited, Sempiternal Trust Company
Limited, South Beach Properties Limited, South Pacific Seeds (N.Z.) Limited, South Pacific Seeds Pty Limited, South Pacific Seed Sales (NZ) Limited,
TCB Results Limited, Te Mahanga Trustee Company Limited, The New Zealand Sock Company Limited, W. H. Collins & Co. Limited, Webling &
Stewart Limited, Windermere Trustees Limited, Woodhams Limited, Woodhams Properties Limited.

Name: Graham Russell Kennedy Qualifications: J. P., BCom, FCA, ACIS, ACIM, AF Inst D

Type of director: Independent Non-Executive Director Occupation: Company Director

External Directorships:

Ashburton Aquatic Park Limited, Ashburton Central Limited, Avon Properties Limited, Avon Properties (2008) Limited, BK&P Trustees Limited, BK
Trustees (2005) Limited, BK Trustees (2009) Limited, BK Trustees (2010) Limited, BK Riversdale Trustees Limited, Black Gnat Properties Limited,
Black Quill Investments Limited, Bradford Management Limited, Cates Grain & Seed Limited, Clairvoyant Development Limited, Concurrent Properties
Limited, Crescent Custodians Limited, Earth & Sky Limited, Germinal Seeds N.Z. Limited, GPGD Limited, Heartland New Zealand Limited, Hornby
Consortium Limited, Lake Extension Trust Limited, Norman Spencer Nominees Limited, Penrose Nominees Limited, Shooting Star Properties Limited.

Name: Geoffrey Thomas Ricketts Qualifications: LLB (Hons), F Inst D

Type of director: Independent Non-Executive Director Occupation: Company Director

External Directorships:

Asteron Life Limited, Great Northern Developments Limited, Heartland New Zealand Limited, Janmac Capital Limited, Lion Pty Limited, Lion Nathan
Nominees Limited, Macmine Group Limited, Macmine Investments Limited, Maisemore Enterprises Limited, MCF 1 Limited, MCF 2 Limited, MCF 3
Limited, MCF 4 Limited, MCF 5 Limited, MCF 6 Limited, MCF 7 Limited, MCF 8 Limited, MCF 9 Limited, MCF 10 Limited, Mercury Capital No.1 Fund
Limited, Mercury Capital No. 1 Trustee Limited, New Zealand Catholic Education Office Limited, NZCEO Finance Limited, O & E Group Services
Limited, Oceania and Eastern Finance Limited, Oceania and Eastern Group Funds Limited, Oceania and Eastern Holdings Limited, Oceania and
Eastern Industries Limited, Oceania and Eastern Limited, Oceania and Eastern Overseas Investment Limited, Oceania and Eastern Securities Limited,
Oceania Capital Limited, Quartet Equities Limited, Shopping Centres Australasia Property Group Trustee NZ Limited, Suncorp Group Holdings (NZ)
Limited, Suncorp Group New Zealand Limited, Suncorp Group Services NZ Limited, The Todd Corporation Limited, Todd Management Services
Limited, Vero Insurance New Zealand Limited, Vero Liability Insurance Limited.

Name: Christopher Robert Mace Qualifications: CNZM

Type of director: Independent Non-Executive Director Occupation: Company Director

External Directorships:

Akitu Capital Limited, Akitu Equities Limited, Akitu Investments Limited, Goldburn Resources Limited, Hazardous Investments Limited, Heartland New
Zealand Limited, Helicopter Enterprises Limited, J N S Capital Limited, Janik Equities Limited, Janik Group Holdings Limited, Janmac Capital Limited,
Mace Capital Limited, Mace Construction Limited, Mace Developments Limited, Mace Enterprises Limited, Mace Investments Limited, Maisemore
Enterprises Limited, MARAC Insurance Limited, Martinborough Vineyard Estates Limited, National Institute of Water and Atmospheric Research
Limited, NIWA Vessel Management Limited, Nuffield Forestry Limited, O & E Group Services Limited, Oceania and Eastern Finance Limited, Oceania
and Eastern Group Funds Limited, Oceania and Eastern Holdings Limited, Oceania and Eastern Industries Limited, Oceania and Eastern Limited,
Oceania and Eastern Overseas Investment Limited, Oceania and Eastern Securities Limited, Oceania Capital Limited, Paroa Bay Station Limited, PPT
Trustee (NZ) Limited, Pukeha Farms Limited, Quartet Equities Limited, Ryburn Lagoon Trust Limited, St. Just Enterprises Limited, The New Zealand
Initiative Limited.
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DIRECTORS CONTINUED

Name: Michelle Anne Smith Qualifications: MCom, CA - NZICA and ICAEW

Type of director: Independent Non-Executive Director Occupation: Company Director

External Directorships:

Camden Apartments Nominee Company Limited, Medasoty Securities Limited, Medical Assurance Society New Zealand Limited, Medical Funds
Management Limited, Medical Insurance Limited, Medical Insurance Society Limited, Medical Life Assurance Society Limited, Medical Pensions
Limited, Medical Securities Limited, Michelle A Consulting Limited, Paul Smith Publishing Limited.

Name: Jeffrey Kenneth Greenslade Qualifications: LLB

Type of director: Non-Independent Executive Director Occupation(s): CEO Heartland Building Society

External Directorships:

Brew Greenslade & Company Limited, BSHL No.1 Limited, BSHL No.2 Limited, BSHL No.3 Limited, BSHL No.4 Limited, BSHL No.5 Limited, BSHL
No.6 Limited, BSHL No.7 Limited, BSHL No.8 Limited, BSHL No.9 Limited, BSHL No0.10 Limited, BSHL No.11 Limited, BSHL No.12 Limited, BSHL
No.13 Limited, BSHL No.14 Limited, BSHL No.15 Limited, BSHL No.16 Limited, BSHL No.17 Limited, BSHL No.18 Limited, BSHL No0.19 Limited,
BSHL No.20 Limited, Greenslade Investments Limited, Heartland Financial Services Limited, Heartland New Zealand Limited, Heartland NZ Trustee
Limited, MARAC JV Holdings Limited, MARAC Insurance Limited.

Conflicts of interest policy

All directors are required to disclose any actual or potential conflict of interest which may exist or is thought to exist upon appointment and are required
to keep these disclosures to the Board up to date. The details of each disclosure made by a director to the Board must be entered in the Interests
Register.

Directors are required to take any necessary and reasonable measures to try to resolve the conflict and comply with the Building Societies Act 1965 on
disclosing interests and restrictions on voting. Any director with a material personal, professional or business interest in a matter being considered by
the Board must declare their interest and, unless the Board resolves otherwise, may not be present during the boardroom discussions or vote on the
relevant matter.

Interested transactions

There have been no transactions between the Bank and any director or immediate relative or close business associate of any director which either, has
been entered into on terms other than those which would in the ordinary course of business of the Bank be given to any other person of like
circumstances or means, or could be reasonably likely to influence materially the exercise of the director's duties.

Audit committee composition

Members of the Bank's Audit Committee as at the date of this Disclosure Statement are as follows:
Gary Leech (Chairperson) Independent Non-Executive Director

Bruce Irvine Independent Non-Executive Director
Graham Kennedy Independent Non-Executive Director
Christopher Mace Independent Non-Executive Director
AUDITOR

KPMG

KPMG Centre
18 Viaduct Harbour Avenue
Auckland
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CONDITIONS OF REGISTRATION
These conditions apply on and after 17 December 2012, except as provided otherwise.

The registration of Heartland Building Society (“the bank”) as a registered bank is subject to the following conditions:

1. That the banking group complies with the following requirements:
(a) the total capital ratio of the banking group is not less than 12 percent;
(b) the tier one capital ratio of the banking group is not less than 12 percent; and
(c) the capital of the banking group is not less than $30 million.

For the purposes of this condition of registration, capital, the total capital ratio and the tier one capital ratio must be calculated in accordance with
the Reserve Bank of New Zealand document entitled “Capital Adequacy Framework (Standardised Approach)” (BS2A) dated October 2010.

This condition of registration does not apply after 31 December 2012.

1A. That—
(a) the bank has an internal capital adequacy assessment process (“ICAAP”) that accords with the requirements set out in the document “Guidelines
on a bank’s internal capital adequacy assessment process (“ICAAP”)” (BS12) dated December 2007,

(b) under its ICAAP, the bank identifies and measures its “other material risks” defined as all material risks of the banking group that are not

explicitly captured in the calculation of tier one and total capital ratios under the requirements set out in the document “Capital Adequacy
Framework (Standardised Approach)” (BS2A) dated October 2010; and

(c) the bank determines an internal capital allocation for each identified and measured “other material risk”.
This condition of registration does not apply after 31 December 2012.

1B. That—
(a) the Total capital ratio of the banking group is not less than 12 percent;
(b) the Tier 1 capital ratio of the banking group is not less than 12 percent;
(c) the Common Equity Tier 1 capital ratio of the banking group is not less than 10 percent;
(d) the Total capital of the banking group is not less than $30 million; and

(e) the process in Subpart 2H of the Reserve Bank of New Zealand document: “Capital Adequacy Framework (Standardised Approach)” (BS2A)
dated December 2012 is followed for the recognition and repayment of capital.

For the purposes of this condition of registration, capital, the Total capital ratio, the Tier 1 capital ratio, and the Common Equity Tier 1 capital ratio

must be calculated in accordance with the Reserve Bank of New Zealand document: “Capital Adequacy Framework (Standardised Approach)”
(BS2A) dated December 2012.

This condition of registration applies on and after 1 January 2013.

1C. That—

(a) the bank has an internal capital adequacy assessment process (“ICAAP”) that accords with the requirements set out in the document “Guidelines
on a bank’s internal capital adequacy assessment process (‘ICAAP’)” (BS12) dated December 2007;

(b) under its ICAAP the bank identifies and measures its “other material risks” defined as all material risks of the banking group that are not explicitly
captured in the calculation of the Common Equity Tier 1 capital ratio, the Tier 1 capital ratio and the Total capital ratio under the requirements set
out in the document “Capital adequacy framework (Standardised Approach)” (BS2A) dated December 2012; and

(c) the bank determines an internal capital allocation for each identified and measured “other material risk”.

This condition of registration applies on and after 1 January 2013.

2. That the banking group does not conduct any non-financial activities that in aggregate are material relative to its total activities.
In this condition of registration, the meaning of “material” is based on generally accepted accounting practice.
3. That the banking group’s insurance business is not greater than 1% of its total consolidated assets.

For the purposes of this condition of registration, the banking group’s insurance business is the sum of the following amounts for entities in the
banking group:

(a) if the business of an entity predominantly consists of insurance business and the entity is not a subsidiary of another entity in the banking group

whose business predominantly consists of insurance business, the amount of the insurance business to sum is the total consolidated assets of
the group headed by the entity; and

(b) if the entity conducts insurance business and its business does not predominantly consist of insurance business and the entity is not a subsidiary
of another entity in the banking group whose business predominantly consists of insurance business, the amount of the insurance business to

sum is the total liabilities relating to the entity’s insurance business plus the equity retained by the entity to meet the solvency or financial
soundness needs of its insurance business.

In determining the total amount of the banking group’s insurance business—
(a) all amounts must relate to on balance sheet items only, and must comply with generally accepted accounting practice; and

(b) if products or assets of which an insurance business is comprised also contain a non-insurance component, the whole of such products or
assets must be considered part of the insurance business.

For the purposes of this condition of registration,—
“insurance business” means the undertaking or assumption of liability as an insurer under a contract of insurance:
“insurer” and “contract of insurance” have the same meaning as provided in sections 6 and 7 of the Insurance (Prudential Supervision) Act 2010.
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CONDITIONS OF REGISTRATION CONTINUED

4. That aggregate credit exposures (of a non-capital nature and net of any allowances for impairment) of the banking group to all connected persons do
not exceed the rating-contingent limit outlined in the following matrix:

Credit rating of the bank * Connected exposure limit (% of the Banking Group’s Tier 1 capital)
AA/Aa2 and above 75
AA-/Aa3 70
A+/AL 60
AIA2 40
A-I1A3 30
BBB+/Baal and below 15

Within the rating-contingent limit, credit exposures (of a non-capital nature and net of any allowances for impairment) to non-bank connected
persons shall not exceed 15 percent of the banking group’s tier 1 capital.

For the purposes of this condition of registration, compliance with the rating-contingent connected exposure limit is determined in accordance with
the Reserve Bank of New Zealand document entitled “Connected Exposures Policy” (BS8) dated December 2012.

5. That exposures to connected persons are not on more favourable terms (e.g. as relates to such matters as credit assessment, tenor, interest rates,
amortisation schedules and requirement for collateral) than corresponding exposures to non-connected persons.

6. That the bank complies with the following corporate governance requirements:

(a) the board of the bank must have at least five directors;

(b) the majority of the board members must be non-executive directors;

(c) at least half of the board members must be independent directors;

(d) an alternate director,—
(i) for a non-executive director must be non-executive; and
(ii) for an independent director must be independent;

(e) at least half of the independent directors of the bank must be ordinarily resident in New Zealand;

(f) the chairperson of the board of the bank must be independent; and

(9) the bank’s constitution must not include any provision permitting a director, when exercising powers or performing duties as a director, to act
other than in what he or she believes is the best interests of the company (i.e. the bank).

For the purposes of this condition of registration,—

“independent,”—

(a) in relation to a person who is not a director of both Heartland New Zealand Limited and the bank, has the same meaning as in the Reserve Bank
of New Zealand document entitled “Corporate Governance” (BS14) dated March 2011; and

(b) in relation to a person who is a director of both Heartland New Zealand Limited and the bank, means a person who meets the criteria for
independence set out in section 10 except for those in paragraph 10(1)(a) and who meets the criteria in section 11 of the Reserve Bank of New
Zealand document entitled “Corporate Governance” (BS14) dated March 2011 but only if the consolidated total assets of Heartland New Zealand
Limited and all of its subsidiaries other than the banking group and the intermediate holding companies of the bank is not greater than 1% of the
consolidated total assets of Heartland New Zealand Limited and all of its subsidiaries:

“non-executive” has the same meaning as in the Reserve Bank of New Zealand document entitled “Corporate Governance” (BS14) dated March 20:
6A. That at least two of the independent directors of the bank must not be directors of Heartland New Zealand Limited.

For the purposes of this condition of registration, “independent” has the same meaning as in the Reserve Bank of New Zealand document entitled
“Corporate Governance” (BS14) dated March 2011.

7. That no appointment of any director, chief executive officer, or executive who reports or is accountable directly to the chief executive officer, is made
respect of the bank unless:
(a) the Reserve Bank has been supplied with a copy of the curriculum vitae of the proposed appointee; and
(b) the Reserve Bank has advised that it has no objection to that appointment.

8. That a person must not be appointed as chairperson of the board of the bank unless:
(a) the Reserve Bank has been supplied with a copy of the curriculum vitae of the proposed appointee; and
(b) the Reserve Bank has advised that it has no objection to that appointment.

9. That the bank has a board audit committee, or other separate board committee covering audit matters, that meets the following requirements:
(a) the mandate of the committee must include: ensuring the integrity of the bank’s financial controls, reporting systems and internal audit standards;
(b) the committee must have at least three members;
(c) every member of the committee must be a non-executive director of the bank;
(d) the majority of the members of the committee must be independent; and
(e) the chairperson of the committee must be independent and must not be the chairperson of the bank.

For the purposes of this condition of registration, “independent” and “non-executive” have the same meaning as in condition of registration 6.

10. That a substantial proportion of the bank’s business is conducted in and from New Zealand.

1 This table uses the rating scales of Standard & Poor's, Fitch Ratings and Moody's Investor Service. (Fitch Ratings' scale is identical to Standard

& Poor's.)
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CONDITIONS OF REGISTRATION CONTINUED

11. That the banking group complies with the following quantitative requirements for liquidity-risk management:
(a) the one-week mismatch ratio of the banking group is not less than zero per cent at the end of each business day;
(b) the one-month mismatch ratio of the banking group is not less than zero per cent at the end of each business day; and
(c) the one-year core funding ratio of the banking group is not less than 75 per cent at the end of each business day.

For the purposes of this condition of registration, the ratios identified must be calculated in accordance with the Reserve Bank of New Zealand
documents entitled “Liquidity Policy” (BS13) dated March 2011 and “Liquidity Policy Annex: Liquid Assets” (BS13A) dated December 2011.

12. That the bank has an internal framework for liquidity risk management that is adequate in the bank’s view for managing the bank’s liquidity risk at a
prudent level, and that, in particular:
(a) is clearly documented and communicated to all those in the organisation with responsibility for managing liquidity and liquidity risk;
(b) identifies responsibility for approval, oversight and implementation of the framework and policies for liquidity risk management;
(c) identifies the principal methods that the bank will use for measuring, monitoring and controlling liquidity risk; and
(d) considers the material sources of stress that the bank might face, and prepares the bank to manage stress through a contingency funding plan.

13. That no more than 10% of total assets may be beneficially owned by a SPV.

For the purposes of this condition,—

“total assets” means all assets of the banking group plus any assets held by any SPV that are not included in the banking group’s assets:

“SPV” means a person—

(a) to whom any member of the banking group, has sold, assigned, or otherwise transferred, any asset;

(b) who has granted, or may grant, a security interest in its assets for the benefit of any holder of any covered bond; and

(c) who carries on no other business except for that necessary or incidental to guarantee the obligations of any member of the banking group under
a covered bond:

“covered bond” means a debt security issued by any member of the banking group, for which repayment to holders is guaranteed by a SPV, and
investors retain an unsecured claim on the issuer.

14. That—

(a) no member of the banking group may give effect to a qualifying acquisition or business combination that meets the notification threshold, and
does not meet the non-objection threshold, unless:
(i) the bank has notified the Reserve Bank in writing of the intended acquisition or business combination and at least 10 working days have
passed; and
(ii) at the time of notifying the Reserve Bank of the intended acquisition or business combination, the bank provided the Reserve Bank with the
information required under the Reserve Bank of New Zealand Banking Supervision Handbook document “Significant Acquisitions Policy” (BS15)
dated December 2011; and

(b) no member of the banking group may give effect to a qualifying acquisition or business combination that meets the non-objection threshold unles
(i) the bank has notified the Reserve Bank in writing of the intended acquisition or business combination;
(ii) at the time of notifying the Reserve Bank of the intended acquisition or business combination, the bank provided the Reserve Bank with the
information required under the Reserve Bank of New Zealand Banking Supervision Handbook document “Significant Acquisitions Policy” (BS15)
dated December 2011; and

(iii) the Reserve Bank has given the bank a notice of non-objection to the significant acquisition or business combination.
For the purposes of this condition of registration, “qualifying acquisition or business combination”, “notification threshold” and “non-objection

threshold” have the same meaning as in the Reserve Bank of New Zealand Banking Supervision Handbook document “Significant Acquisitions
Policy” (BS15) dated December 2011.

15. That Heartland Building Society converts to a company under Part 7A of the Building Societies Act 1965 by 15 February 2013.

In these conditions of registration, —

“banking group” means Heartland Building Society's financial reporting group (as defined in section 2(1) of the Financial Reporting Act 1993):
“generally accepted accounting practice” has the same meaning as in section 2 of the Financial Reporting Act 1993.
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PENDING PROCEEDINGS OR ARBITRATION

There are no pending legal proceedings or arbitrations concerning any member of the Banking Group at the date of this Disclosure Statement that may
have a material adverse effect on the Banking Group or the Bank.

CREDIT RATING

As at the date of signing this Disclosure Statement, the Bank's credit rating issued by Standard & Poor's (Australia) Pty Limited (S&P) was BBB-
stable. This BBB- credit rating was issued on 6 December 2011 and is applicable to long term unsecured obligations payable in New Zealand, in New
Zealand dollars. The following amendments have been made to the credit rating or outlook in the two years up to the date of signing of this disclosure
statement:

- on 4 January 2011, S&P issued the BBB- credit rating with outlook stable.

-on 11 August 2011, S&P affirmed the BBB- credit rating and amended the outlook from stable to negative.

- on 6 December 2011, S&P affirmed the BBB- credit rating and amended the outlook from negative to stable.

- on 18 October 2012, S&P affirmed the BBB- credit rating with outlook stable.

The following is a summary of the descriptions of the major ratings categories of each rating agency for the rating of long-term senior unsecured
obligations:

Fitch Standard Moody's .
. \ Investors Description of Grade
Ratings & Poor's .
Service
AAA AAA Aaa Ability to repay principal and interest is extremely strong. This is the highest investment category.
AA AA Aa Very strong ability to repay principal and interest in a timely manner.
A A A Strong ability to repay principal and interest although somewhat susceptible to adverse changes in
economic, business or financial conditions.
BBB BBB Baa Adequate ability to repay principal and interest. More vulnerable to adverse changes.
BB BB Ba Significant uncertainties exist which could affect the payment of principal and interest on a timely basis.
B B B Greater vulnerability and therefore greater likelihood of default.
CCC CCC Caa Likelihood of default considered high. Timely repayment of principal and interest is dependent on favourable

financial conditions.

CC-C CC-C Ca-C Highest risk of default.

RD to D D - Obligations currently in default.

Credit ratings from Fitch Ratings and Standard & Poor’s may be modified by the addition of a plus or minus sign to show relative status within the major
rating categories. Moody’s Investors Service apply numerical modifiers 1, 2, and 3 to show relative standing within the major rating categories, with 1
indicating the higher end and 3 the lower end of the rating category

Standard & Poor’s defines its BBB rating to mean the obligator “has adequate capacity to meet its financial commitments. However, adverse economic
conditions or changing circumstances are more likely to lead to a weakened capacity of the obligator to meet its financial commitments”.

FUTURE DEVELOPMENTS

Heartland intends to approve a scheme of conversion (as permitted under the Building Societies Act 1965) to enable it to become a company having
limited liability under the Companies Act 1993.

OTHER MATERIAL MATTERS

There are no other material matters relating to the business or affairs of the Bank or the Banking Group which would, if disclosed in this Disclosure
Statement, materially affect the decision of a person to subscribe for debt securities of which the Bank or any member of the Banking Group is the
issuer.

HEARTLAND
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DIRECTORS' STATEMENTS
Each Director of the Bank states that he or she believes, after due enquiry, that:
1. As at the date on which the Disclosure Statement is signed:

(a) the Disclosure Statement contains all the information that is required by the Order; and
(b) the Disclosure Statement is not false or misleading;

2. Atthe date of registration:

(a) the Bank complied with all conditions of the registration;
(b) credit exposure to connected persons were not contrary to the interests of the Banking Group; and
(c) the Bank had systems in place to monitor and control adequately the Banking Group’s material risks, including credit risk,

concentration of credit risk, interest rate risk, currency risk, equity risk, liquidity risk, operational risk and other business risks, and
that those systems were being properly applied.

This Disclosure Statement is dated 17 December 2012 and has been signed by all the Directors.

Bruce Robertson Irvine (Chair — Board of Jeffrey Kenneth Greenslade
Directors)
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Edward John Harvey Graham Russell Kennedy
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EXPLANATORY FOREWORD

The financial statements presented are those of Heartland Building Society and its subsidiaries (Banking Group or Heartland Group).

On 5 January 2011, the Heartland Group was formed through the business combination of CBS, SCBS and MARAC. On 31 August 2011, the Heartland
Group acquired PWF.

From a legal perspective MARAC is a subsidiary the Heartland. Under New Zealand equivalents to International Financial Reporting Standards (NZ
IFRS) MARAC was treated as the acquirer of CBS and SCBS. The effect of this is that the financial statements represent a continuation of the MARAC
business.

As described in Note 1, the Heartland Group's comparative results for the year ended 30 June 2011 reflect the results of the MARAC Group from 1 July

2010 to 5 January 2011 and the results of the Heartland Group from 6 January 2011 to 30 June 2011. The year ended 30 June 2012 includes the
Heartland Group results from 1 July 2011 onwards and the PWF result from 31 August 2011.
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STATEMENTS OF COMPREHENSIVE INCOME

For the year ended 30 June 2012

BANKING GROUP BANK
Jun 2012 Jun 2011 Jun 2012 Jun 2011
NOTE $000 $000 $000 $000
Interest income 5 205,131 161,297 49,674 30,895
Interest expense 5 121,502 99,705 111,971 54,738
Net interest income / (expense) 83,629 61,592 (62,297) (23,843)
Operating lease income 6 15,064 18,073 - -
Operating lease expenses 6 9,954 11,130 - -
Net operating lease income 5,110 6,943 - -
Lending and credit fee income 1,889 1,327 771 370
Dividends received - - 88,482 -
Other income 13 4,330 718 9,033 179
Net operating income / (loss) 94,958 70,580 35,989 (23,294)
Selling and administration expenses 7 64,181 44,826 34,966 9,934
Profit / (loss) before impaired asset expense and income tax 30,777 25,754 1,023 (33,228)
Impaired asset expense 29(c)(ii) 5,642 13,298 3,473 2,074
Decrease in fair value of investment properties 13 3,900 - - -
Profit / (loss) before income tax 21,235 12,456 (2,450) (35,302)
Income tax (benefit) / expense 8 (2,974) 4,712 (30,176) (10,285)
Profit / (loss) for the year 24,209 7,744 27,726 (25,017)
Other comprehensive income
Cash flow hedges:
Effective portion of changes in fair value, net of tax 378 596 - -
Reserves:
Net change in available for sale reserve, net of tax (103) 111 (103) 111
Net change in defined benefit reserve, net of tax (435) 14 (435) 14
Other comprehensive (loss) / income for the year, net of income tax (160) 721 (538) 125
Total comprehensive income / (loss) for the year 24,049 8,465 27,188 (24,892)
All comprehensive income for the year is attributable to owners of the Banking Group.
The notes on pages 15 to 58 are an integral part of these financial statements.
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STATEMENTS OF CHANGES IN EQUITY

For the year ended 30 June 2012

Available Defined
Share for sale benefit Hedging Retained Total
Capital Reserve Reserve Reserve  Earnings Equity
NOTE $000 $000 $000 $000 $000 $000
Jun 2012 - BANKING GROUP
Balance at 1 July 2011 134,774 111 14 (1,388) 160,330 293,841
Total comprehensive income for the year
Profit for the year - - - - 24,209 24,209
Total other comprehensive income - (103) (435) 378 - (160)
Total comprehensive income for the year - (103) (435) 378 24,209 24,049
Contributions by and distributions to owners
Issue of share capital 24 55,000 - - - - 55,000
Dividends to equity holders - - - - (1,597) (1,597)
Total transactions with owners 55,000 - - - (1,597) 53,403
Balance at 30 June 2012 189,774 8 (421) (1,010) 182,942 371,293
Jun 2011 - BANKING GROUP
Balance at 1 July 2010 55,000 - - (1,984) 153,452 206,468
Total comprehensive income for the year
Profit for the year - - - - 7,744 7,744
Total other comprehensive income - 111 14 596 - 721
Total comprehensive income for the year - 111 14 596 7,744 8,465
Contributions by and distributions to owners
Issue of share capital 79,774 - - - - 79,774
Dividends to equity holders - - - - (866) (866)
Total transactions with owners 79,774 - - - (866) 78,908
Balance at 30 June 2011 134,774 111 14 (1,388) 160,330 293,841
Jun 2012 - BANK
Balance at 1 July 2011 284,043 111 14 - (25,883) 258,285
Total comprehensive income for the year
Profit for the year - - - - 27,726 27,726
Total other comprehensive income - (103) (435) - - (538)
Total comprehensive income for the year - (103) (435) - 27,726 27,188
Contributions by and distributions to owners
Issue of share capital 24 55,000 - - - - 55,000
Dividends to equity holders - - - - (1,597) (1,597)
Total transactions with owners 55,000 - - - (1,597) 53,403
Balance at 30 June 2012 339,043 8 (421) - 246 338,876
Jun 2011 - BANK
Balance at 1 July 2010 - - - - - -
Total comprehensive income for the year
Loss for the year - - - - (25,017) (25,017)
Total other comprehensive income - 111 14 - - 125
Total comprehensive income for the year - 111 14 - (25,017) (24,892)
Contributions by and distributions to owners
Issue of share capital 24 284,043 - - - - 284,043
Dividends to equity holders - - - - (866) (866)
Total transactions with owners 284,043 - - - (866) 283,177
Balance at 30 June 2011 284,043 111 14 - (25,883) 258,285
The notes on pages 15 to 58 are an integral part of these financial statements.
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STATEMENTS OF FINANCIAL POSITION

As at 30 June 2012

BANKING GROUP BANK
Jun 2012 Jun 2011 Jun 2012 Jun 2011

NOTE $000 $000 $000 $000
Assets
Cash and cash equivalents 11 89,220 267,034 72,217 245,322
Investments 12 24,327 17,831 24,327 17,831
Due from related parties 26 276 200 1,107,857 740,817
Investment properties 13 55,504 34,499 - -
Finance receivables 14 2,078,276 1,707,311 547,984 626,518
Operating lease vehicles 15 34,550 32,727 - -
Current tax assets 5,272 - 6,369 10,708
Other assets 16 15,857 19,499 5,112 7,465
Investment in subsidiaries 17 - - 302,282 204,269
Intangible assets 18 22,997 21,602 22,213 20,216
Property, plant and equipment 19 10,067 10,079 9,613 9,433
Deferred tax asset 20 8,143 4,703 5,083 371
Total assets 2,344,489 2,115,485 2,103,057 1,882,950
Liabilities
Borrowings 21 1,939,489 1,787,524 1,750,579 1,613,731
Current tax liabilities - 2,209 - -
Due to related parties 26 193 104 770 -
Trade and other payables 22 33,514 31,807 12,832 10,934
Total liabilities 1,973,196 1,821,644 1,764,181 1,624,665
Equity
Share capital 24 189,774 134,774 339,043 284,043
Retained earnings and reserves 181,519 159,067 (167) (25,758)
Total equity 371,293 293,841 338,876 258,285
Total equity and liabilities 2,344,489 2,115,485 2,103,057 1,882,950
Total interest earning and discount bearing assets 2,193,238 1,994,344 645,943 891,836
Total interest and discount bearing liabilities 1,940,948 1,787,524 1,750,994 1,613,731
The notes on pages 15 to 58 are an integral part of these financial statements.
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STATEMENTS OF CASH FLOWS

For the year ended 30 June 2012

BANKING GROUP BANK
Jun 2012 Jun 2011 Jun 2012 Jun 2011
NOTE $000 $000 $000 $000
Cash flows from operating activities
Interest received 197,136 152,011 47,859 29,000
Operating lease income received 13,099 14,367 - -
Proceeds from sale of operating lease vehicles 7,932 15,384 - -
Lending, credit fees and other income received 6,219 4,279 9,804 549
Net decrease in finance receivables - - 77,596 42,404
Total cash provided from operating activities 224,386 186,041 135,259 71,953
Payments to suppliers and employees 66,940 54,336 29,696 6,448
Interest paid 121,742 91,267 114,713 48,858
Purchase of operating lease vehicles 16,905 18,201 - -
Net increase in finance receivables 20,547 19,417 - -
Taxation paid 23 - - -
Total cash applied to operating activities 226,157 183,221 144,409 55,306
Net cash flows (applied to) / from operating activities 10 (1,771) 2,820 (9,150) 16,647
Cash flows from investing activities
Sale of investment property 832 - - -
Proceeds from sale of investments - 3,709 - 3,709
Proceeds from sale of finance receivables to related party - 39,764 - -
Total cash provided from investing activities 832 43,473 - 3,709
Purchase of office fit-out, equipment and intangible assets 3,191 1,831 2,886 111
Purchase of investments 6,496 - 6,496 -
Advance to subsidiaries - - - 34,523
Purchase of subsidiary 36 24,898 - 24,898 -
Purchase of investment property 937 21,140 - -
Total cash applied to investing activities 35,522 22,971 34,280 34,634
Net cash flows (applied to) / from investing activities (34,690) 20,502 (34,280) (30,925)
Cash flows from financing activities
Issue of share capital 55,000 - 55,000 -
Total cash provided from financing activities 55,000 - 55,000 -
Dividends paid 1,597 866 1,597 866
Net decrease in borrowings 256,399 48,954 183,078 17,078
Total cash applied to financing activities 257,996 49,820 184,675 17,944
Net cash flows applied to financing activities (202,996) (49,820) (129,675) (17,944)
Net decrease in cash held (239,457) (26,498) (173,105) (32,222)
Opening cash and cash equivalents 267,034 86,406 245,322 -
Cash impact of business combination 36 61,643 207,126 - 277,544
Closing cash and cash equivalents 11 89,220 267,034 72,217 245,322
The notes on pages 15 to 58 are an integral part of these financial statements.
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NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 June 2012

1

(@)

(b)
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(e)
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Reporting entity

The financial statements presented are the consolidated financial statements comprising Heartland Building Society and its subsidiaries (Banking
Group or Heartland Group).

On 5 January 2011:
. All of the assets and liabilities of CBS, SCBS (net of the shares held by SCBS in CBS) and CBS Warehouse A Trust (CBS Trust) were
amalgamated to form Heartland.
. The borrowings of MARAC were transferred to Heartland.
. The shares in MARAC were transferred to Heartland from MARAC Financial Services Limited to form the Heartland Group.

From a legal perspective MARAC is a subsidiary of Heartland. Under New Zealand equivalents to International Financial Reporting Standards (NZ
IFRS) the merger was treated as a reverse acquisition. The business combination was therefore accounted for as if MARAC acquired 72% of
Heartland.

As a result the financial statements represent a continuation of the MARAC business. Comparatives for the year ended 30 June 2011 reflect the
total comprehensive income of the MARAC Group from 1 July 2010 to 5 January 2011 and the total comprehensive income of the Heartland Group
from 6 January 2011 to 30 June 2011. From 1 July 2011 onwards the total comprehensive income reflects the Heartland Group.

The MARAC Group comprises MARAC, Heartland ABCP Trust 1 (ABCP Trust) (previously known as MARAC ABCP Trust 1), MARAC Retirement
Bonds Superannuation Fund and Heartland Cash and Term PIE Fund (previously known as MARAC PIE Fund). The Heartland Group wound up
MARAC Retirement Bonds Superannuation Fund with effect from 31 October 2010.

On 31 August 2011, Heartland acquired 100% of PGG Wrightson Finance Limited (PWF) from PGG Wrightson Limited (PGW), refer to Note 36 -
Business combinations for more information.

The Banking Group includes ABCP Trust and CBS Trust (collectively known as the Trusts). The assets securitised into the Trusts continue to be
recognised in the Banking Group's financial statements.

All entities within the Banking Group offer financial services or are special purpose entities. The Banking Group operates and is domiciled in New
Zealand. The registered office address is 75 Riccarton Road, Riccarton, Christchurch.

Basis of preparation

Statement of compliance

The financial statements have been prepared in accordance with Generally Accepted Accounting Practice in New Zealand (NZ GAAP) and with the
requirements of the Financial Reporting Act 1993. The financial statements comply with New Zealand equivalents to International Financial
Reporting Standards (NZ IFRS) and other applicable Financial Reporting Standards as appropriate for profit-oriented entities, and the Registered
Bank Disclosure Statement (New Zealand Incorporated Registered Banks) Order (No 2) 2012 (Order). The financial statements also comply with
International Financial Reporting Standards (IFRS) as issued by the International Accounting Standards Board.

The Bank and all entities within the Banking Group are profit-oriented entities. The Bank is a reporting entity and an issuer for the purposes of the
Financial Reporting Act 1993 and its financial statements comply with that Act. The financial statements have been prepared in accordance with the
requirements of the Building Societies Act 1965 and the Securities Regulations 2009.

Basis of measurement
The financial statements have been prepared on the basis of historical cost, unless stated otherwise.

Functional and presentation currency and rounding
These financial statements are presented in New Zealand dollars which is the Banking Group's functional currency. Unless otherwise indicated,
amounts are rounded to the nearest thousand.

Estimates and judgements

The preparation of financial statements requires the use of management judgement, estimates and assumptions that effect reported amounts.
Actual results may differ from these judgements. For further information about significant areas of estimation, uncertainty and critical judgements
that have the most significant effect on the financial statements, refer to Note 29 - Credit risk exposure.

Going concern
The financial statements have been prepared on a going concern basis after considering the Bank’s and the Banking Group’s funding and liquidity

position.

Comparative information
Certain comparatives have been restated to comply with current year presentation.

HEARTLAND

Building Society 15




NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 June 2012

3
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Significant accounting policies

Consolidation of subsidiaries
Subsidiaries are entities that are controlled by the Banking Group. Investments in subsidiary companies are recorded at cost by the Bank.

The consolidated financial statements are prepared by consolidating the financial statements of the Bank and its subsidiaries. All intercompany
transactions, balances and unrealised profits are eliminated on consolidation.

Special purpose entities

Special purpose entities are created to accomplish a narrow and well-defined objective such as the securitisation or holding of particular assets, or
the execution of a specific borrowing or lending transaction. The financial statements of special purpose entities are included in the Banking
Group's financial statements where the substance of the relationship is that the Bank controls the special purpose entity.

Interest

Interest income and expense are recognised using the effective interest method in comprehensive income. The effective interest rate is established
on initial recognition of the financial assets and liabilities and is not revised subsequently. The calculation of the effective interest rate includes all
yield related fees and commissions paid or received that are an integral part of the effective interest rate.

Interest on the effective portion of a derivative designated as a cash flow hedge is initially recognised in the hedging reserve. It is released to
comprehensive income at the same time as the hedged item or if the hedge relationship is subsequently deemed to be ineffective.

Operating lease income and expense
Income from operating lease vehicles is apportioned over the term of the operating lease on a straight line basis.

Operating lease vehicles are depreciated on a straight line basis over their expected life after allowing for any residual values. The estimated lives
of operating lease vehicles vary up to five years. Vehicles held for sale are not depreciated but are tested for impairment.

Lending and credit fee income
Lending and credit fee income that is integral to the effective interest rate of a financial asset or liability is included in the measurement of the
effective interest rate. Other lending and credit fee income is recognised as the related services are rendered.

Dividend income
Dividend income is recognised in comprehensive income on the date that the Bank's right to receive payment is established.

Tax

Income tax expense

Income tax expense for the year comprises current and deferred tax. Income tax expense is recognised in comprehensive income except to the
extent that it relates to items recognised directly in equity or other comprehensive income, in which case it is recognised in equity or other
comprehensive income.

Current tax

Current tax is the expected tax payable on the taxable income for the year, using tax rates enacted or substantively enacted at the reporting date,
and any adjustment to tax payable in respect of previous years. Current tax for current and prior years is recognised as a liability (or asset) to the
extent that it is unpaid (or refundable).

Deferred tax
Deferred tax is recognised in respect of temporary differences between the financial reporting carrying amount of assets and liabilities and the
amounts used for tax purposes.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply to the year(s) when the asset or liability giving rise to
them are realised or settled, based on the tax rates (and tax laws) that have been enacted or substantively enacted by the reporting date. The
measurement reflects the tax consequences that would follow from the manner in which the Banking Group, at the reporting date, recovers or
settles the carrying amount of its assets and liabilities.

Deferred tax assets, including those related to the tax effects of income tax losses and credits available to be carried forward, are recognised only
to the extent that it is probable that future taxable profits will be available against which the deductible temporary differences or unused tax losses
and credits can be utilised. Deferred tax assets are reviewed each reporting date and are reduced to the extent that it is no longer probable that the
related tax benefit will be realised.

Current and deferred tax assets and liabilities are offset only to the extent that they relate to income taxes imposed by the same taxation authority
and there is a legal right and intention to settle on a net basis and it is allowed under tax law.

Share capital
Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of ordinary shares and share options are recognised as
a deduction from equity, net of any tax effects.

Cash and cash equivalents

Cash and cash equivalents consist of cash and liquid assets used in the day to day cash management of the Banking Group. Cash and cash
equivalents are carried at amortised cost in the Statements of Financial Position.

HEARTLAND
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NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 June 2012

3 Significant accounting policies (continued)

(i) Investments
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The Bank and the Banking Group hold investments in local authority stock, public securities and corporate bonds. Investments held are classified
as being available for sale and are stated at fair value less impairment if any. The fair values are derived by reference to published price quotations
in an active market.

Investment properties
Investment properties have been acquired through the enforcement of security over finance receivables and are held to earn rental income or for
capital appreciation (or both). Investment property is initially recognised at its fair value, with subsequent changes in fair value recognised in
comprehensive income.

Fair values are supported by independent valuations or other similar external evidence, adjusted for changes in market conditions and the time
since the last valuation.

Finance receivables
Finance receivables are initially recognised at fair value plus incremental direct transaction costs and are subsequently measured at amortised cost
using the effective interest method, less any impairment loss.

Operating lease vehicles

Operating lease vehicles are stated at cost less accumulated depreciation. Profits on the sale of operating lease vehicles are included as part of
operating lease income. Current year depreciation and losses on the sale of operating lease vehicles are included as part of operating lease
expenses.

Derivative financial instruments

Derivative financial instruments are contracts entered into to reduce the exposure to the volatility of variable rate borrowings (cash flow hedges), or
to convert fixed rate borrowings or assets to variable rates (fair value hedges), in order to mitigate the Banking Group’s interest rate risk. The
financial instruments are subject to the risk that market values may change subsequent to their acquisition; however such changes would be offset
by corresponding, but opposite, effects on the variable rate borrowings or fixed rate borrowings or assets being hedged. Derivatives are initially
valued at fair value and subsequently remeasured at fair value.

Fair value movements of derivatives that are not designated in a qualifying cash flow hedge relationship, are recognised in comprehensive income.
Fair value movements of the effective portion of a qualifying cash flow hedge derivative, are recognised directly in other comprehensive income
and held in the hedging reserve in equity. The amount recognised in equity is transferred to comprehensive income in the same year as the hedged
cash flow affects comprehensive income, disclosed in the same line as the hedged item. Any ineffective portion of changes in fair value of the
derivative is recognised immediately in comprehensive income. Fair value movements of a derivative designated as a fair value hedge are
recognised directly in comprehensive income together with the hedged item.

Property, plant, equipment and depreciation
Land and buildings are measured at fair value. Fair value is determined on the basis of independent valuations prepared by external valuation
experts, based on discounted cash flows or capitalisation of net income.

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

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

earnings.

Other items of property, plant and equipment are stated at cost less accumulated depreciation and impairment. Depreciation is calculated on a
straight line basis to write off the net cost or other revalued amount of each asset over its expected useful life to its estimated residual value.

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

Buildings 1.0% - 4.0%
Fixtures and fittings 5.5% - 36.0%
Office equipment and furniture 6.0% - 30.0%
Computer equipment 16.2% - 48.0%
Motor vehicles 21.0% - 25.2%
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NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 June 2012

3
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Significant accounting policies (continued)
Intangible assets and goodwill

Goodwill

Goodwill arising on acquisition represents the excess of the cost of the acquisition over the Banking Group’s interest in the fair value of the
identifiable net assets and contingent liabilities. When the fair value of the identifiable net assets and contingent liabilities exceeds the cost of an
acquisition, the resulting discount is recognised immediately in comprehensive income for the year. Goodwill is tested for impairment at least
annually, and is carried at cost less accumulated impairment losses.

Computer software

Software acquired or internally developed by the Banking Group is stated at cost less accumulated amortisation and any accumulated impairment
losses. Subsequent expenditure on software assets is capitalised only when it increases the future economic value of that asset. Amortisation of
software is on a straight line basis, at rates which will write off the cost over their estimated economic lives of three to four years. All other
expenditure is expensed immediately as required.

Financial assets and liabilities

Classification
Financial assets and liabilities are classified in the following accounting categories:

Einancial assets/liabilities Accounting category

Cash and cash equivalents Loans and receivables

Investments Available for sale

Due from related parties Loans and receivables

Finance receivables Loans and receivables

Other financial assets Loans and receivables

Borrowings Other liabilities at amortised cost

Other financial liabilities Other liabilities at amortised cost

Derivatives Held for trading (or qualifying hedges as described in Note 3(n))
Recognition

The Banking Group initially recognises finance receivables, borrowings and subordinated liabilities on the date that they are originated. All other
financial assets and liabilities (including assets and liabilities designated at fair value through comprehensive income) are initially recognised on the
trade date at which the Banking Group becomes a party to the contractual provisions of the instrument.

Derecognition

The Banking Group derecognises a financial asset when the contractual rights to the cash flows from the asset expire, or it transfers the rights to
receive the contractual cash flows on the financial asset in a transaction in which substantially all the risks and rewards of ownership of the financial
asset are transferred. Any interest in transferred financial assets that is created or retained by the Banking Group is recognised as a separate asset
or liability.

The Banking Group derecognises a financial liability when its contractual obligations are discharged or cancelled or expire.

The Banking Group enters into transactions whereby it transfers assets recognised on its Statements of Financial Position, but retains either all
risks and rewards of the transferred assets or a portion of them. If all or substantially all risks and rewards are retained, then the transferred assets
are not derecognised from the Statements of Financial Position. Transfers of assets with the retention of all or substantially all risks and rewards
include, for example, securitised assets and repurchase transactions.

Impaired assets and past due assets
Impaired assets are those loans for which the Banking Group has evidence that it will incur a loss, and will be unable to collect all principal and
interest due according to the contractual terms of the loan.

The term collectively impaired asset refers to an asset where an event has occurred which past history indicates that there is an increased
possibility that the Banking Group will not collect all its principal and interest as it falls due. No losses have yet been identified on these individual
loans within the collectively impaired asset grouping, and history would indicate that only a small portion of these loans will eventually not be
recovered. The Banking Group provides fully for its expected losses.

Restructured assets are assets where the Banking Group expects to recover all amounts owing although the original terms have been changed due
to the counterparty's difficulty in complying with the original terms of the contract and the amended terms are not comparable with similar new
lending. In order to be classified as a restructured asset, following restructuring, the return under the revised terms is expected to be equal to or

greater than the Banking Group's average cost of funds, or a loss is not otherwise expected to be incurred.

Past due but not impaired assets are any assets which have not been operated by the counterparty within their key terms but are not considered to
be impaired by the Banking Group.

Bad debts provided for are written off against individual or collective provisions. Amounts required to bring the provisions to their assessed levels
are recognised in comprehensive income. Any future recoveries of amounts provided for are taken to comprehensive income.

For further information about credit impairment provisioning refer to Note 29 - Credit risk exposure.
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NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 June 2012

3 Significant accounting policies (continued)

(s) Goods and services tax (GST)
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Revenues, expenses and assets are recognised net of the amount of GST. As the Banking Group is predominantly involved in providing financial
services, only a proportion of GST paid on inputs is recoverable. The non-recoverable proportion of GST is treated as part of the cost of acquisition
of the asset or is expensed.

Provisions
A provision is recognised if, as a result of a past event, the Banking Group has a present legal or constructive obligation that can be estimated
reliably, and it is probable that an outflow of economic benefits will be required to settle the obligation.

Employee benefits

Annual leave entitlements are accrued at amounts expected to be paid. Long service leave is accrued by calculating the probable future value of
entitlements and discounting back to present value. Obligations to defined contribution superannuation schemes are recognised as an expense
when the contribution is paid.

Defined benefit plan

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

Past service cost is recognised immediately to the extent that the benefits are already vested, and otherwise is amortised on a straight-line basis
over the average period until the benefit becomes vested. The defined benefit obligation is deducted from the fair value of the defined benefit plan
asset to derive the defined benefit plan surplus recognised in trade receivables in the Statements of Financial Position.

Borrowings
Bank borrowings and deposits stock are initially recognised at fair value including incremental direct transaction costs. They are subsequently
measured at amortised cost using the effective interest method.

Share schemes
The Banking Group provides benefits to staff in the form of share based payments, whereby staff provide services in exchange for shares.
Currently in place is a discretionary share scheme and an executive share scheme, refer to Note 34 - Staff share ownership arrangements.

Under both of these schemes HNZ and the previous ultimate parent, Pyne Gould Corporation Limited undertake to transfer a specific number of its
shares to various key staff at a specified future date on that staff member achieving certain criteria. The shares are issued at a price agreed by the
directors and held in trust until all the conditions are satisfied. The expected benefit is expensed over the years over which any conditions are
required to be met.

Statements of Cash Flows

The Statements of Cash Flows have been prepared using the direct method modified by the netting of certain cash flows associated with cash and
cash equivalents, investments, related party balances, finance receivables and borrowings. Netting of cash flows provides more meaningful
disclosure as many of the cash flows are received and paid on behalf of customers and reflect the activities of those customers rather than the
Banking Group.

Changes in accounting policies
There have been no material changes in accounting policies in the current year.
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NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 June 2012

3 Significant accounting policies (continued)

(aa) New standards and interpretations not yet adopted
A number of new standards, amendments to standards and interpretations are not yet effective for the year ended 30 June 2012, and have not
been applied in preparing these financial statements. The new standards identified which may have an effect on the financial statements of the
Banking Group are:

Standard and description Effective  Expected
for annual to be

periods initially

beginning applied in

on or year

after: ending:

. . . . . 1 Januar 30 June
NZ IAS 12 Income Taxes, which introduces a presumption that an investment property is recovered entirely through sale. y

2012 2013
NZ IAS 1 Presentation of Financial Statements, which requires an entity to present separately the items of other 1 July 30 June
comprehensive income that would be reclassified to comprehensive income in the future if certain conditions are met. 2012 2013

NZ IFRS 10 Consolidated Financial Statements, which introduces a new approach to determining which investees should 1 January 30 June
be consolidated and provides a single model to be applied in the control analysis for all investees. 2013 2014

NZ IFRS 13 Fair Value Measurement, which defines fair value, and establishes a framework for measuring fair value 1 January 30 June
including disclosure requirements. 2013 2014

NZ IFRS 12 Disclosure of Interests in Other Entities, which contains the disclosure requirements for entities that have 1 January 30 June
interests in subsidiaries, joint arrangements, associates and/or unconsolidated structured entities. 2013 2014

NZ IFRS 9 Financial Instruments, which specifies how an entity should classify and measure financial assets and 1 January 30 June
liabilities. 2013 2014

NZ IAS 27 Separate Financial Statements, which carries forward existing accounting and disclosure requirements with 1 January 30 June
minor clarifications. 2013 2014

1 January 30 June

NZ IFRS 7 Financial Instruments: Disclosures, amendment to offsetting financial assets and financial liabilities. 2013 2014

1 January 30 June

NZ IAS 32 Financial Instruments: Presentation, amendment to offsetting financial assets and financial liabilities. 2014 2015

NZ IAS 19 Employee Benefits, which requires actuarial gains and losses to be recognised immediately in other 1 January 30 June
comprehensive income and the expected return on plan assets recognised in comprehensive income to be calculated 2013 2014

based on the rate used to discount the defined benefit obligation.

Initial application of the above standards and interpretations relevant to the Banking Group are not expected to have any material impact on the
financial statements of the Banking Group.
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4 Segmental analysis

Segment information is presented in respect of the Banking Group's operating segments which are those used for the Banking Group's
management and internal reporting structure. During the year ended 30 June 2012, the operating segments were restructured to amalgamate Retail
and Consumer into one segment. The comparative year has been restated to align with the new operating segments.

All income received is from external sources, except those transactions with related parties, refer to Note 26 - Related party transactions. Certain
selling and administration expenses, such as premises, IT and support centre costs are not allocated to operating segments and are included in
Other.

Operating segments
The Banking Group operates predominantly within New Zealand and comprises the following main operating segments:

Retail and Consumer Providing a comprehensive range of financial services to New Zealand businesses and
families, including term, transactional and savings based deposit accounts together with
residential mortgage lending, motor vehicle finance and asset finance.

Business Providing term debt, plant and equipment finance, commercial mortgage lending and
working capital solutions for small-to-medium sized New Zealand businesses.

Rural Specialist financial services to the farming sector primarily offering livestock, rural
mortgage lending, seasonal and working capital financing, as well as leasing solutions to
farmers.

Non-core Property Funding assets in the non core-property division of MARAC and the Bank.

The Banking Group's operating segments are different than the industry categories detailed in Note 29 - Credit risk exposure. The operating
segments are primarily categorised by sales channel, whereas Note 29 - Credit risk exposure categorises exposures based on credit risk
concentrations (see Note 29 - Credit risk exposure for further details).

BANKING GROUP

Retail & Business Rural  Non-core Other Total
Consumer Property
$000 $000 $000 $000 $000 $000
Jun 2012
Interest income 94,606 49,867 41,391 12,630 6,637 205,131
Interest expense 55,572 28,911 22,340 10,370 4,309 121,502
Net interest income 39,034 20,956 19,051 2,260 2,328 83,629
Net operating lease income 5,097 13 - - - 5,110
Net other income 927 57 66 4,104 1,065 6,219
Net operating income 45,058 21,026 19,117 6,364 3,393 94,958
Depreciation and amortisation expense - - - - 1,830 1,830
Other selling and administration expenses 11,475 5,273 5,837 6,350 33,416 62,351
Selling and administration expenses 11,475 5,273 5,837 6,350 35,246 64,181
Profit / (loss) before impaired asset expense and income tax 33,583 15,753 13,280 14 (31,853) 30,777
Impaired asset expense 1,991 2,445 689 517 - 5,642
Decrease in fair value of investment properties - - - 3,900 - 3,900
Profit / (loss) before income tax 31,592 13,308 12,591 (4,403) (31,853) 21,235
Income tax benefit - - - - (2,974) (2,974)
Profit / (loss) for the year 31,592 13,308 12,591 (4,403) (28,879) 24,209
Total assets 989,352 540,228 478,582 160,168 176,159 2,344,489

Total liabilities - - - 1,973,196 1,973,196

Total equity - - - - 371,293 371,293
Jun 2011

Interest income 90,280 39,178 4,242 19,805 7,792 161,297
Interest expense 56,972 22,040 2,599 10,637 7,457 99,705
Net interest income 33,308 17,138 1,643 9,168 335 61,592
Net operating lease income 6,823 120 - - - 6,943
Net other income 543 21 - 542 939 2,045
Net operating income 40,674 17,279 1,643 9,710 1,274 70,580
Depreciation and amortisation expense - - - - 1,482 1,482
Other selling and administration expenses 8,996 3,983 1,048 1,986 27,331 43,344
Selling and administration expenses 8,996 3,983 1,048 1,986 28,813 44,826
Profit / (loss) before impaired asset expense and income tax 31,678 13,296 595 7,724 (27,539) 25,754
Impaired asset expense 2,829 7,195 510 2,764 - 13,298
Profit / (loss) before income tax 28,849 6,101 85 4,960 (27,539) 12,456
Income tax expense - - - - 4,712 4,712
Profit / (loss) for the year 28,849 6,101 85 4,960 (32,251) 7,744
Total assets 1,035,118 476,367 75,961 187,091 340,948 2,115,485
Total liabilities - - - - 1,821,644 1,821,644
Total equity - - - - 293,841 293,841
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5 Netinterest income / (expense)

BANKING GROUP BANK
Jun 2012 Jun 2011 Jun 2012 Jun 2011
$000 $000 $000 $000

Interest income
Cash and cash equivalents 5,132 6,770 4,690 5,708
Finance receivables 199,526 154,527 42,278 23,900
Derivatives held for risk management:
- Net interest income on cash flow hedges 473 - 2,706 1,287
Total interest income 205,131 161,297 49,674 30,895
Interest expense
Retail deposits and debenture stock 100,769 78,327 100,788 48,330
Bank and securitised borrowings 20,733 21,332 11,183 6,408
Derivatives held for risk management:
- Net interest expense on cash flow hedges - 46 - -
Total interest expense 121,502 99,705 111,971 54,738
Net interest income / (expense) 83,629 61,592 (62,297) (23,843)

Included within the Banking Group's interest income on finance receivables is $2,674,000 (June 2011: $5,902,000) on individually impaired assets.
Included within the Bank's interest income on finance receivables is $2,081,000 (June 2011: $1,540,000) on individually impaired assets.

6 Net operating lease income

BANKING GROUP BANK
Jun 2012 Jun 2011  Jun 2012 Jun 2011
$000 $000 $000 $000
Operating lease income
Lease income 13,065 14,277 - -
Gain on disposal of lease vehicles 1,999 3,796 - -
Total operating lease income 15,064 18,073 - -
Operating lease expense
Depreciation on lease vehicles 9,149 10,490 - -
Direct lease costs 805 640 - -
Total operating lease expenses 9,954 11,130 - -
Net operating lease income 5,110 6,943 - -
7 Selling and administration expenses
BANKING GROUP BANK
Jun 2012 Jun 2011  Jun 2012 Jun 2011
NOTE $000 $000 $000 $000
Personnel expenses 34,186 21,747 20,580 4,061
Directors' fees 175 - 175 -
Superannuation 475 302 253 30
Audit fees 516 386 489 247
Audit related fees 35 59 32 28
Amortisation - intangible assets 18 1,075 978 178 187
Depreciation - property, plant and equipment 19 755 504 531 186
Operating lease expense as a lessee 1,648 1,277 810 357
Legal and professional fees 5,397 6,632 1,492 1,669
Other operating expenses 19,919 12,941 10,426 3,169
Total selling and administration expenses 64,181 44,826 34,966 9,934

Audit related fees include professional fees in connection with trustee reporting, due diligence, review of prospectus documentation for various
Banking Group entities, accounting advice and review work completed.

HNZ has paid some Director's fees on behalf of the Bank.
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8

Income tax (benefit) / expense

BANKING GROUP BANK
Jun 2012 Jun 2011 Jun 2012 Jun 2011
$000 $000 $000 $000

Current income tax expense
Current year 4,942 2,136 (25,024) (9,914)
Adjustments for prior year (3,218) - 987 -
Deferred tax (benefit) / expense
Origination and reversal of temporary differences 1,484 2,278 43 (397)
Tax legislation change (6,182) 298 (6,182) 26
Total income tax (benefit) / expense (2,974) 4,712 (30,176) (10,285)
Reconciliation of effective tax rate
Profit / (loss) before income tax 21,235 12,456 (2,450) (35,302)
Prima facie tax at 28% (Jun 2011: 30%) 5,946 3,737 (686) (10,591)
Plus tax effect of items not taxable / deductible 480 677 480 280
Adjustments for prior year (3,218) - 987 -
Dividends received - - (24,775) -
Tax legislation changes (6,182) 298 (6,182) 26
Total income tax (benefit) / expense (2,974) 4,712 (30,176) (10,285)

In May 2010, legislation was passed to reduce the New Zealand corporate tax rate from 30% to 28%, effective for the 2012 income tax year. The tax
effect in the prior year of $298,000 is the impact on the value of deferred tax assets and liabilities as a result of the reduction in the corporate tax

rate for the financial year commencing 1 July 2011.

On 29 August 2011, the Taxation (Tax Administration and Remedial Matters) Act 2011 received Royal Assent. This Act contains a retrospective
legislative change in relation to mergers of building societies. The result is that the $6.2 million benefit of future tax deductions which were lost on
the merger of MARAC, SCBS and CBS are now available to entities in the Heartland New Zealand Consolidated (Tax) Group, and cash that would
otherwise have been required to pay tax will now be available to the Banking Group.

During the year MARAC made a subvention payment to MARAC Financial Services Limited (its former parent) for the use of tax losses to 31 May
2011. The amount paid was less than the tax rate of 30%. As a result the Banking Group recognised a benefit of $3.4 million included in

adjustments for prior year.

Tax recognised in other comprehensive income

BANKING GROUP

Jun 2012 Jun 2011
Before Tax Net of Before Tax Net of
tax expense tax tax expense tax
/ (benefit)
$000 $000 $000 $000 $000 $000
Cash flow hedges 476 98 378 851 255 596
Available for sale investments (247) (44) (103) 159 48 111
Defined benefit plan (463) (28) (435) 20 6 14
(134) 26 (160) 1,030 309 721
BANK
Jun 2012 Jun 2011
Before Tax Net of Before Tax Net of
tax expense tax tax expense tax
/ (benefit)
$000 $000 $000 $000 $000 $000
Available for sale investments (147) 44 (203) 159 48 111
Defined benefit plan (463) (28) (435) 20 6 14
(610) 16 (538) 179 54 125
Imputation credit account
BANKING GROUP BANK
Jun 2012 Jun 2011 Jun 2012 Jun 2011
$000 $000 $000 $000
Balance at beginning of year - 33,515 - -
Imputation credits forfeited on shareholding change - (33,507) - -
Tax paid net of refunds 23 (8) - -
Balance at end of year 23 - - -
HEARTLAND
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10 Reconciliation of profit / (loss) after tax to net cash flows from operating activities

BANKING GROUP BANK
Jun 2012 Jun 2011 Jun 2012 Jun 2011
$000 $000 $000 $000

Profit / (loss) for the year 24,209 7,744 27,726 (25,017)
Add / (less) non-cash items:
Depreciation and amortisation expense 1,830 1,482 709 373
Change in fair value of investment properties 3,900 - - -
Impaired asset expense 5,642 13,298 3,473 2,074
Deferred tax (benefit) / expense (2,978) 2,897 (4,712) (371)
Derivative financial instruments revaluation (219) 5,419 (1,250) 5,059
Accruals 529 1,567 446 138
Dividends received - - (88,482) -
Total non-cash items 8,704 24,663 (89,816) 7,273
Add / (less) movements in working capital items:
Other assets 2,695 (10,163) 1,715 (890)
Current tax (6,675) 1,733 (25,347) (9,866)
Other liabilities 212 (2,174) 1,957 4,188

Total movements in working capital items

(3,768)  (10,604)

(21,675) (6,568)

Net cash flows from / (applied to) operating activities before

movements in finance receivables and operating lease vehicles

29,145 21,803

(83,765)  (24,312)

Movements in operating lease vehicles
Movements in finance receivables
Net cash flows (applied to) / from operating activities

(1,823) 10,168
(29,093)  (29,151)

74,615 40,959

11 Cash and cash equivalents

Cash and cash equivalents
Cash and cash equivalents - securitised
Total cash and cash equivalents

(1,771) 2,820 (9,150) 16,647
BANKING GROUP BANK
Jun 2012 Jun 2011  Jun 2012 Jun 2011
$000 $000 $000 $000
73,641 251,204 61,070 243,955
15,579 15,830 11,147 1,367

89,220 267,034

72,217 245,322

Cash and cash equivalents are short term funds held with New Zealand registered international banks.

12 Investments

BANKING GROUP BANK
Jun 2012 Jun 2011 Jun 2012 Jun 2011
$000 $000 $000 $000
Bank deposits 24,327 10,577 24,327 10,577
Public securities and corporate bonds - 6,256 - 6,256
Local authority stock - 998 - 998
Total investments 24,327 17,831 24,327 17,831
13 Investment properties
BANKING GROUP BANK
Jun 2012 Jun 2011  Jun 2012 Jun 2011
$000 $000 $000 $000
Opening balance 34,499 - - -
Acquisitions 23,584 34,499 - -
Additional capital expenditure 2,153 - - -
Sales (832) - - -
Change in fair value (3,900) - -

Closing balance

55,504 34,499

From 31 December 2010, the Heartland Group (through VPS Properties Limited and VPS Parnell Limited) began acquiring investment properties as
a result of enforcement of security over finance receivables. The acquisitions by VPS Properties Limited and VPS Parnell Limited were funded by
advances from Heartland and MARAC to those acquiring entities. These advances are covered by the RECL management agreement. Refer to

Note 26 - Related party transactions for further detail.

The carrying amount of investment properties at 30 June 2012 is the fair value based on independent valuations and current sale and purchase
agreements. Valuations have been obtained from the following independent valuers who hold recognised professional qualifications.

Name of valuer

Date of valuation

Bayleys Valuations Limited 01 Jun 12
Bayleys Valuations Limited 12 Jul 12
Sheldon & Partners Limited 19 Jun 12
Gribble Churchton Taylor Limited 21 Jun 12
Telfer Young (Hawkes Bay) Limited 29 Jun 12
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13 Investment properties (continued)

During the year ended 30 June 2012, the Banking Group recognised rental income of $4,094,000 (June 2011: $542,000) included in other income,
direct operating expenses of $2,975,000 (June 2011: $198,000) arising from investment property that generated rental income and direct operating
expenses of $107,000 (June 2011: nil) arising from investment property that did not generate rental income.

14 Finance receivables

BANKING GROUP BANK
Jun 2012 Jun 2011  Jun 2012 Jun 2011
$000 $000 $000 $000
Non-securitised
Gross finance receivables 1,828,201 1,535,183 494,737 615,149
Less allowance for impairment 26,693 37,565 17,404 20,762
Total non-securitised finance receivables 1,801,508 1,497,618 477,333 594,387
Securitised
Gross finance receivables 277,501 210,425 70,651 32,131
Less allowance for impairment 733 732 - -
Total securitised finance receivables 276,768 209,693 70,651 32,131
Total finance receivables 2,078,276 1,707,311 547,984 626,518
Refer to Note 36 - Business Combinations for information about the acquisition of finance receivables.
15 Operating lease vehicles
BANKING GROUP BANK
Jun 2012 Jun 2011 Jun 2012 Jun 2011
$000 $000 $000 $000

Cost
Opening balance 47,230 60,264 - -
Additions 16,905 11,910 - -
Disposals (12,899) (24,944) - -
Closing balance 51,236 47,230 - -
Accumulated depreciation
Opening balance 14,503 17,369 - -
Depreciation charge for the year 9,149 10,490 - -
Disposals (6,966) (13,356) - -
Closing balance 16,686 14,503 - -
Opening net book value 32,727 42,895 - -
Closing net book value 34,550 32,727 - -

The future minimum lease payments under non-cancellable operating leases not later than one year is $11,123,000 (2011: $10,478,000), within one
to five years is $7,635,000 (2011: $9,011,000) and over five years is $7,000 (2011: nil).

16 Other assets

BANKING GROUP BANK
Jun 2012 Jun 2011 Jun 2012 Jun 2011
NOTE $000 $000 $000 $000
Derivative financial assets 23 2,122 3,048 2,122 3,048
Trade receivables 3,261 3,351 890 1,610
GST receivable - - 288 -
Prepayments 10,474 13,100 1,812 2,807
Total other assets 15,857 19,499 5,112 7,465
17 Investment in subsidiaries
BANK
Jun 2012 Jun 2012 Jun 2011 Jun 2011
Significant subsidiaries Nature of business % held $000 % held $000
MARAC Finance Limited Financial services 100% 204,269 100% 204,269
PGG Wrightson Finance Limited Financial services 100% 98,013 0% -
VPS Parnell Limited Investment property holding company 100% - 100% -
VPS Properties Limited Investment property holding company 100% - 100% -
302,282 204,269

Other controlled entities

Heartland Cash and Term PIE Fund
CBS Warehouse A Trust Securitisation
Heartland ABCP Trust 1

Portfolio investment entity
Special purpose vehicle holding securitised loans purchased from the Bank
Special purpose vehicle holding securitised loans purchased from MARAC

All subsidiary companies were incorporated in New Zealand.

On 31 August 2011 Heartland acquired 100% of the shares in PWF, an entity specialising in the provision of financial services to the rural sector,
refer to Note 36 - Business Combinations for more details.
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18

19

Intangible assets and goodwill

BANKING GROUP BANK
Jun 2012 Jun 2011 Jun 2012 Jun 2011
$000 $000 $000 $000

Computer software - cost
Opening balance 6,142 3,722 1,144 -
Additions 2,370 1,337 2,075 61
Acquired on amalgamation - 1,083 - 1,083
Disposals (1,764) - (12) -
Closing balance 6,748 6,142 3,207 1,144
Computer software - accumulated amortisation
Opening balance 4,727 2,821 1,115 -
Amortisation charge for the year 1,075 978 178 187
Acquired on amalgamation - 928 - 928
Disposals (1,764) - (12) -
Closing balance 4,038 4,727 1,281 1,115
Computer software - opening net book value 1,415 901 29 -
Computer software - closing net book value 2,710 1,415 1,926 29
Goodwill and trademark
Opening balance 20,187 - 20,187 -
Additions 100 46 100 46
Acquired on amalgamation - 20,141 - 20,141
Closing balance 20,287 20,187 20,287 20,187
Total intangible assets and goodwill - opening net book value 21,602 901 20,216 -
Total intangible assets and goodwill - closing net book value 22,997 21,602 22,213 20,216

On 5 January 2011, 100% of each of SCBS and CBS amalgamated to form Heartland, refer to Note 36 - Business Combinations. As part of this
amalgamation $20.1 million of goodwill was recognised.

Goodwill of $20.1 million has not been allocated to individual cash generating units, as the future economic benefit is attributable to all business
units. The Banking Group's management and Board continue to monitor goodwill at a group level.

Property, plant and equipment

BANKING GROUP BANK
Jun 2012 Jun 2011 Jun 2012 Jun 2011
$000 $000 $000 $000

Cost
Opening balance 15,191 4,284 10,474 -
Additions 735 448 711 4
Acquired on acquisition 22 - - -
Acquired on amalgamation - 10,470 - 10,470
Disposals (2,787) (1) - -
Closing balance 13,161 15,191 11,185 10,474
Accumulated depreciation
Opening balance 5,112 3,764 1,041 -
Depreciation charge for the year 755 504 531 186
Acquired on amalgamation - 855 - 855
Disposals (2,773) (11) - -
Closing balance 3,094 5,112 1,572 1,041
Opening net book value 10,079 520 9,433 -
Closing net book value 10,067 10,079 9,613 9,433
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Deferred tax

BANKING GROUP BANK
Jun 2012 Jun 2011 Jun 2012 Jun 2011
$000 $000 $000 $000
Property, plant and equipment - 67 - -
Employee entitlements 1,201 584 1,009 1
Finance receivables 7,475 4,984 4,873 280
Trade and other payables 152 145 152 90
Investment properties 1,054 - - -
Derivatives held for risk management 392 527 - -
Tax assets 10,274 6,307 6,034 371
Property, plant and equipment 877 - 928 -
Intangible assets 52 67 23 -
Operating lease vehicles 1,202 1,537 - -
Tax liabilities 2,131 1,604 951 -
Net tax assets 8,143 4,703 5,083 371

The corporate tax rate changed from 30% to 28% effective 1 July 2011. The tax effect on the temporary differences reported above, that did not
reverse prior to this change in tax rate, was a decrease in the Banking Group's deferred tax asset of $336,000 in June 2011.

All deferred tax movements are included in profit or loss except for those in respect of the available for sale and hedging reserves which are
recognised in other comprehensive income.

Borrowings
Concentration of funding by product BANKING GROUP BANK

Jun 2012 Jun 2011 Jun 2012 Jun 2011

$000 $000 $000 $000

Bank borrowings 50,010 - 50,010 -
Deposits 1,625,120 1,593,247 1,625,569 1,593,731
Securitised borrowings 264,359 194,277 75,000 20,000
Total borrowings 1,939,489 1,787,524 1,750,579 1,613,731

The Banking Group has bank facilities totalling $650.0 million (June 2011: $475.0 million).

Bank facilities and deposits (which include NZDX bonds) rank equally and are unsecured. The terms of all deposits issued by the Bank (other than
the NZDX bonds) are set out in the appendix to a Supplemental Trust Deed (Accounts) dated 29 October 2010. The terms of the NZDX bonds are
set out in the deed poll in schedule 5 of the Master Trust Deed dated 29 October 2010 and a Supplemental Trust Deed (Bonds) dated 29 October
2010.

The Banking Group has securitisation facilities in relation to the Trusts totalling $450.0 million. On 27 February 2012, the Heartland Group entered
into an agreement with its securitisation facility provider to extend the maturity date of ABCP Trust $300 million securitisation facility to 6 February
2013. On 19 December 2011, Heartland entered into an agreement to increase CBS Trust securitisation facility by $100 million to $175 million.
$25m of this increase matured on 1 April 2012. The maturity date of the remaining $150 million CBS Trust securitisation facility is 22 July 2013.

Investors in ABCP Trust rank equally with each other and are secured over the securitised assets of that trust. Investors in CBS Trust rank equally
with each other and are secured over the securitised assets of that trust.

Concentration of funding by geographical area BANKING GROUP BANK
Jun 2012 Jun 2011 Jun 2012 Jun 2011
$000 $000 $000 $000
Auckland 442,727 387,419 379,139 330,550
Wellington 240,758 250,735 114,984 133,327
Rest of North Island 325,091 339,133 325,091 339,133
Canterbury 681,474 615,276 681,926 615,760
Rest of South Island 173,787 134,182 173,787 134,182
Overseas 75,652 60,779 75,652 60,779
Total borrowings 1,939,489 1,787,524 1,750,579 1,613,731
Trade and other payables
BANKING GROUP BANK
Jun 2012 Jun 2011 Jun 2012 Jun 2011
NOTE $000 $000 $000 $000
Derivative financial liabilities 23 1,459 2,444 415 1,127
Trade payables 13,432 13,010 8,447 9,104
GST payable 14,028 13,790 - 183
Employee benefits 4,595 2,563 3,970 520
Total trade and other payables 33,514 31,807 12,832 10,934
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Derivative financial instruments

BANKING GROUP BANK

Jun 2012 Jun 2011 Jun 2012 Jun 2011

$000 $000 $000 $000

Qualifying fair value hedges - non-securitised 2,122 3,048 2,122 3,048
Total derivative financial assets 2,122 3,048 2,122 3,048
Qualifying fair value hedges - non-securitised 297 979 297 979
Qualifying fair value hedges - securitised 118 148 118 148
Qualifying cash flow hedges - securitised 1,044 1,317 - -
Total derivative financial liabilities 1,459 2,444 415 1,127

Derivatives consist of interest rate swaps held to manage the Banking Group's exposure to interest rate repricing risk on its interest bearing assets
and liabilities.

The Banking Group uses interest rate swaps to hedge the interest rate risk arising from its commercial paper issuance and its current and future
floating rate bank debt and designates those swaps as qualifying cash flow hedges. The Banking Group uses interest rate swaps to hedge the
interest rate risk arising from deposits and fixed rate mortgage loans and designates these swaps as qualifying fair value hedges.

Securitised derivatives are held in the name of the Trusts to hedge the interest rate risk arising in the Trusts.

Share capital

The share capital reflected in the following note represents the share capital of the Bank. This differs from the share capital reflected in the Banking
Group's Statements of Financial Position as a result of the reverse acquisition accounting applied, refer Note 1 - Reporting entity.

BANK
Jun 2012 Jun 2011

Number of Number of

shares shares
000 000
Issued shares
Opening balance 297,400 -
Shares issued during the year 55,000 297,400
Closing balance 352,400 297,400

At the opening of business on 5 January 2011, the Bank had on issue 20 fully paid ordinary shares, which were issued at a price of $10,000 each.

On 5 January 2011, Heartland:

Issued 214,030,283 fully paid ordinary shares to BSHL No. 1 Limited in exchange for the transfer by BSHL No. 1 Limited of all shares in MARAC.
Issued 44,241,396 fully paid ordinary shares to CBS as part of the consideration due in exchange for the transfer of engagements from CBS. These
shares were then transferred by CBS to BSHL No. 1 Limited.

Issued 39,128,321 fully paid ordinary shares to SCBS as part of the consideration due in exchange for transfer of engagements from SCBS. These
shares were then transferred by SCBS to BSHL No. 1 Limited.

On 31 August 2011, BSHL No. 1 Limited subscribed for 55,000,000 fully paid ordinary shares in the Bank issued at a price of $1 each.
The shares have equal voting rights, rights to dividends and distributions and do not have a par value.

Special purpose entities

Heartland Cash and Term PIE Fund

The Banking Group controls the operations of the Heartland Cash and Term PIE Fund, a portfolio investment entity that invests in the Bank's
deposits. Investments of Heartland Cash and Term PIE Fund are represented as follows:

BANKING GROUP BANK
Jun 2012 Jun 2011  Jun 2012 Jun 2011
$000 $000 $000 $000
Deposits 12,347 6,517 12,347 6,517

Heartland ABCP Trust 1 and CBS Warehouse A Trust Securitisation

The Banking Group has securitised a pool of receivables comprising residential, commercial and motor vehicle loans to the Trusts. The Banking
Group substantially retains the credit risks and rewards associated with the securitised assets, and continues to recognise these assets and
associated borrowings on the Statements of Financial Position. Despite this presentation in the financial statements, the loans sold to the Trusts are
set aside for the benefit of investors in the Trusts and are represented as follows:

BANKING GROUP BANK
Jun 2012 Jun 2011 Jun 2012 Jun 2011
$000 $000 $000 $000
Cash and cash equivalents - Securitised 15,579 15,830 11,147 1,367
Finance receivables - Securitised 276,768 209,693 70,651 32,131
Borrowings - Securitised (264,359)  (194,277) (75,000) (20,000)
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The Bank's immediate parent is BSHL No. 1 Limited, which is a wholly owned subsidiary of HNZ. The Bank holds all shares in MARAC and PWF,
refer to Note 17 - Investment in subsidiaries.

Former related parties

Until 5 January 2011 the immediate parent of MARAC was MARAC Financial Services Limited (MFSL). MFSL's ultimate parent is Pyne Gould
Corporation Limited (PGC). On 30 May 2011, PGC distributed directly to PGC shareholders its 72.21% stake in HNZ. As a result from 30 May 2011,
PGC and its subsidiaries (including Real Estate Credit Limited) are no longer related parties of the Banking Group, however material transactions in
respect of these former related parties are disclosed below.

Transactions with former related parties

Real Estate Credit Limited (RECL) Management agreement

On 5 January 2011, MARAC entered into a management agreement with RECL. The agreement (as previously amended) was further amended on
19 October 2011. Under this arrangement, RECL manages certain non-core real estate loans (not previously sold in September 2009) of MARAC
for a 5 year period (ending 5 January 2016), and assumes the risk of loss on those loans for that period. Any payment by RECL to MARAC in
respect of that loss is due at the end of the 5 year period (with some limited right on the part of MARAC to earlier payment). The maximum amount
payable by RECL in respect of loss (including interest accruing on loss payments until the due date for payment) is limited to $30 million. The
payment obligations of RECL are “limited in recourse” to a pool of security provided by RECL. This pool of security includes an $11 million 5 year
zero coupon bond (issued by Westpac New Zealand Limited which is rated AA- by Standard & Poor's (Australia) Pty Limited), and other assets
(initially real estate or real estate loans) with a required minimum security value of (initially) $19 million. PGC will be obliged to top up the security
pool to the extent that the security value of other assets is less than the minimum required.

MARAC paid RECL an upfront fee of $11 million (which will be amortised over the 5 year period of the arrangement), and will pay an ongoing
management fee of $200,000 per annum for the 5 year period.

The benefit of this management agreement is included in the determination of the charge and the analysis of risk gradings and the classification of
individually impaired assets as at 30 June 2012. In September 2011, RECL paid $1.5 million cash for claims to MARAC. This payment reduced the
required minimum security value of other assets to $17.5 million.

From 31 December 2010, the Banking Group (through VPS Properties Limited and VPS Parnell Limited) began acquiring investment properties as a
result of enforcement of security over finance receivables. The acquisitions by VPS Properties Limited and VPS Parnell Limited were funded by
advances from the Bank and MARAC to those acquiring entities. These advances are covered by the RECL management agreement.

Transactions with related parties

On 5 January 2011, all secured debenture stock issued by MARAC was transferred to become deposits in Heartland. On 31 August 2011, all
borrowings issued by PWF were also transferred to become deposits in Heartland, refer to Note 36 - Business Combinations.

Advances have been made by the Bank and MARAC to VPS Parnell Limited and VPS Properties Limited for the purchase of investment properties,
refer Note 13 - Investment Properties. VPS Parnell Limited invests in the Bank's deposits.

Shares have been issued to the Bank's immediate parents, refer to Note 24 - Share Capital.

MARAC provided administrative assistance to RECL, MARAC Insurance Limited and Heartland Cash and Term PIE Fund, and received insurance
commission from MARAC Insurance Limited.

MARAC Insurance Limited and some key management personnel invested in the Bank's deposits. The investments of Heartland Cash and Term
PIE Fund are detailed in Note 25. Key management personnel investments are detailed in Note 26(c).

The Bank charged MARAC and PWF for personnel expenses incurred for centralised management and support services.

All transactions were conducted on normal commercial terms and conditions, except that no interest is charged on intragroup balances.
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26 Related party transactions (continued)
(b) Transactions with related parties (continued)

Material related party transactions BANKING GROUP BANK

Jun 2012 Jun 2011  Jun 2012 Jun 2011

$000 $000 $000 $000

Previous parent and previous ultimate parent
Interest income - MFSL - 2,976 - -
Selling and administration expenses - PGC - (2,494) - -
Immediate parent
Due from BSHL No. 1 Limited 200 200 200 200
Ultimate parent
Due from Heartland New Zealand Limited 76 - 76 -
Due to Heartland New Zealand Limited 193 - - -
Subsidiaries
Other income - - 8,739 -
Due from subsidiaries - - 1,107,581 740,617
Due to subsidiaries - - 770 -
Other related parties
Lending and credit fee income 368 481 - -
Other income 328 207 - -
Interest expense - (130) - -
Selling and administration expenses - (1,000) - -
Total transactions with other related parties 696 (442) - -
Due to other related parties - 104 - -
Total due from related entities 276 200 1,107,857 740,817
Total due to related entities 193 104 770 -

(c

N

Transactions with key management personnel

Key management personnel, being directors of the Bank and those staff reporting directly to the Chief Executive Officer and their immediate

relatives, have transacted with the Banking Group during the year as follows:

BANKING GROUP BANK
Jun 2012 Jun 2011 Jun 2012 Jun 2011
$000 $000 $000 $000

Deposit investments by key management personnel:
Maximum balance 77 409 77 409
Closing balance 468 385 468 385
Loans to key management personnel:
Closing balance 304 304 304 304
Key management personnel interest expense and compensation is as follows:
Interest expense 21 20 21 20
Short-term employee benefits 4,570 2,353 4,570 185
Share-based payments 91 287 91 -
Total 4,682 2,660 4,682 205

27 Fair value

The following methods and assumptions were used to estimate the fair value of each class of financial asset and liability.

Finance receivables

The fair value of the Banking Group's finance receivables is calculated using a valuation technique which assumes current market interest rates for
loans of a similar nature and term.

The current market rate used to fair value finance receivables with a fixed interest rate for the Banking Group is 9.06% (June 2011: 9.51%) and for
the Bank is 6.60% (June 2011: 7.99%). Finance receivables with a floating interest rate are deemed to be at current market rates. The current
amount of credit provisioning has been deducted from the fair value calculation of finance receivables as a proxy for future losses. Prepayment
rates have not been factored into the fair value calculation as they are not deemed to be material.

Investments
Investments in public securities and corporate bonds are classified as being available for sale and are stated at fair value less impairment, with the

fair value being based on quoted market prices (Level 1 under the fair value hierarchy).

Other financial assets and liabilities
The fair value of all other financial assets and liabilities is considered equivalent to their carrying value due to their short term nature.
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27 Fair value (continued)

Derivative items

The fair value of interest rate contracts is modelled using observable market inputs (Level 2 under the fair value hierarchy).

Borrowings

The fair value of deposits, bank borrowings and other borrowings is the present value of future cash flows and is based on the current market

interest rates payable by the Banking Group for debt of similar maturities.

Held for Loans and Available Financial Total Total Fair
trading receivables for sale liabilities at Carrying Value
amortised Value
cost
$000 $000 $000 $000 $000 $000
BANKING GROUP - Jun 2012
Cash and cash equivalents - 89,220 - - 89,220 89,220
Investments - - 24,327 - 24,327 24,327
Finance receivables - 1,801,508 - - 1,801,508 1,800,616
Finance receivables - securitised - 276,768 - - 276,768 281,104
Derivative financial assets 2,122 - - - 2,122 2,122
Other financial assets - 3,537 - - 3,637 3,637
Total financial assets 2,122 2,171,033 24,327 - 2,197,482 2,200,926
Borrowings - - - 1,675,130 1,675,130 1,681,134
Borrowings - securitised - - - 264,359 264,359 264,359
Derivative financial liabilities 1,459 - - - 1,459 1,459
Other financial liabilities - - - 18,220 18,220 18,220
Total financial liabilities 1,459 - - 1,957,709 1,959,168 1,965,172
BANKING GROUP - Jun 2011
Cash and cash equivalents - 267,034 - - 267,034 267,034
Investments - - 17,831 - 17,831 17,831
Finance receivables - 1,497,618 - - 1,497,618 1,511,777
Finance receivables - securitised - 209,693 - - 209,693 215,743
Derivative financial assets 3,048 - - - 3,048 3,048
Other financial assets - 3,551 - - 3,551 3,551
Total financial assets 3,048 1,977,896 17,831 - 1,998,775 2,018,984
Borrowings - - - 1,593,247 1,593,247 1,598,815
Borrowings - securitised - - - 194,277 194,277 194,277
Derivative financial liabilities 2,444 - - - 2,444 2,444
Other financial liabilities - - - 15,677 15,677 15,677
Total financial liabilities 2,444 - - 1,803,201 1,805,645 1,811,213
BANK - Jun 2012
Cash and cash equivalents - 72,217 - - 72,217 72,217
Investments - - 24,327 - 24,327 24,327
Finance receivables - 477,333 - - 477,333 477,453
Finance receivables - securitised - 70,651 - - 70,651 70,471
Due from related parties - 1,107,857 - - 1,107,857 1,107,857
Derivative financial assets 2,122 - - - 2,122 2,122
Other financial assets - 890 - - 890 890
Total financial assets 2,122 1,728,948 24,327 - 1,755,397 1,755,337
Borrowings - - - 1,675,579 1,675,579 1,681,134
Borrowings - securitised - - - 75,000 75,000 75,000
Derivative financial liabilities 415 - - - 415 415
Other financial liabilities - - - 13,187 13,187 13,187
Total financial liabilities 415 - - 1,763,766 1,764,181 1,769,736
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27 Fair value (continued)

28

Held for Loans and Available Financial Total Total Fair
trading receivables for sale liabilities at Carrying Value
amortised Value
cost

$000 $000 $000 $000 $000 $000

BANK - Jun 2011
Cash and cash equivalents - 245,322 - - 245,322 245,322
Investments - - 17,831 - 17,831 17,831
Finance receivables - 594,387 - - 594,387 595,189
Finance receivables - securitised - 32,131 - - 32,131 32,031
Due from related parties - 740,817 - - 740,817 740,817
Derivative financial assets 3,048 - - - 3,048 3,048
Other financial assets - 1,610 - - 1,610 1,610
Total financial assets 3,048 1,614,267 17,831 - 1,635,146 1,635,848
Borrowings - - - 1,593,731 1,593,731 1,599,389
Borrowings - securitised - - - 20,000 20,000 20,000
Derivative financial liabilities 1,127 - - - 1,127 1,127
Other financial liabilities - - - 9,624 9,624 9,624
Total financial liabilities 1,127 - - 1,623,355 1,624,482 1,630,140

Risk management policies

The Banking Group is committed to the management of risk. The primary risk categories are credit, liquidity, market (including interest rate) and
operational. The Banking Group's risk management strategy is set by the Board. The Banking Group has put in place management structures and
information systems to manage risks incorporated in the Banking Group's Risk Management Programme (RMP). The Banking Group has separate
monitoring tasks where feasible and subjects all risk processes to hindsight and internal audit, and accounting systems to regular internal and
external audits.

Role of the Board and the Risk Committee

The Board, through its Risk Committee, is responsible for the overall risk management process and the development of the RMP. The role of the
Risk Committee is to assist the Board to formulate its risk appetite, understand the risks the Banking Group faces for each strategic, credit, liquidity,
market (including interest rate), regulatory, financial, operational and reputational risk and to ensure that all policy and decisions are made in
accordance with the Banking Group's corporate values and guiding principles. The Risk Committee has the following responsibilities:

- To oversee the Banking Group’s risk profile and review and approve the Banking Group’s Risk Management Framework within the context of
the risk-reward strategy determined by the Board at least annually.

- To make recommendations regarding high-level liquidity / capital / funding policies and strategy, including the use of securitisation and special
investment vehicles.

- To agree and recommend for Board approval and annual review; a set of risk limits and conditions that apply to the taking of risk, as delegated
to the Risk Committee by the Board, that are consistent with the Board's determined risk appetite. This includes the authorities delegated by the
Board to the Chief Executive Officer (CEO), Chief Financial Officer (CFO), Chief Risk Officer (CRO) and any other officers of the Bank to whom
the Board or the Committee have delegated authority, and to consider and accept risks beyond management’s approval discretion where deemed
appropriate.

- To monitor the risk profile, performance, capital levels, exposures against limits and the management and control of the Banking Group’s risks.

- To review significant correspondence with the Banking Group’s regulators, and receive reports from management on the Banking Group’s
regulatory relations and report any significant issues to the Board.

- To monitor changes anticipated in the economic and business environment and other factors considered relevant to the Banking Group’s risk
profile and capital adequacy.

- To review significant risk management issues that are raised in external or internal audits as well as the length of time and action taken to
resolve such issues.

- To ensure an appropriate set of applicable corporate governance principles are developed, and reviewed on a regular basis.
The Risk Committee consists of four directors, of which at least three are non-executive directors and two are independent directors. In addition the

CEO, CRO and CFO are in attendance at meetings. The Risk Committee meets at least bi-monthly to review identified risk issues, and reports
directly to the Board. A member of the Risk Committee sits on the Audit Committee and vice versa.
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Audit Committee and Internal Audit

The Banking Group has an internal audit function the objective of which is to provide independent, objective assurance over the internal control
environment and additional services designed to add value and improve the Banking Group’s operations. It assists the Banking Group to
accomplish its objectives by bringing a systematic and disciplined approach to evaluate and improve the effectiveness of risk management, control,
and governance processes. Internal audit is granted full, free and unfettered access to any and all of the organisation’s records, personnel and
physical properties deemed necessary to accomplish its internal audit activities.

A regular cycle of testing has been implemented to cover all areas of the business. Its focus is on assessment, management and control of risks.
The intention is to cycle through various business units and operational areas on a pre-set and agreed cycle relative to assessed risk, looking at the
specific internal control issues pertinent to the area, with a requirement to meet or exceed the Standards for the Professional Practice of Internal
Auditing of The Institute of Internal Auditors.

Each audit has a separate audit programme tailored to the area of business that is being reviewed. The audit programmes are updated during each
audit to reflect any process changes. Audit work papers are completed to evidence the testing performed in accordance with the audit programme.

All internal audit reports are addressed to the manager of the relevant area that is being audited. Management comments are obtained from the
process owner(s) and are included in the report.

The internal audit function has direct reporting lines, and accountability to the Audit Committee of the Bank and administratively to the CFO. A
schedule of all outstanding internal control issues is maintained and presented to the Audit Committee to assist the Audit Committee to track the
resolution of previously identified issues. Any issues raised that are categorised as high risk are specifically reviewed by internal audit during a
follow-up review once the issue is considered closed by management. The follow-up review is performed with a view to formally close out the issue.

The Audit Committee focuses on financial reporting and application of accounting policies as part of the internal control and risk assessment
framework. The Audit Committee monitors the identification, evaluation and management of all significant risks through the Banking Group. This
work is supported by internal audit, which provides an independent assessment of the design, adequacy and effectiveness of internal controls. The
Audit Committee receives regular reports from internal audit.

Charters for the Risk and Audit Committee ensure suitable cross representation to allow effective communication pertaining to identified issues with
oversight by the Board. The CRO has a direct reporting line to the Chairman of the Board. The Head of Internal Audit has a direct reporting line to
the Chairman of the Audit Committee.

Asset and Liability Committee (ALCO)

The ALCO comprises the CEO (Chair), CFO, CRO, Head of Treasury & Strategy, Treasurer, Head of Retail, Head of Business and Head of Rural.
The ALCO has responsibility for overseeing aspects of the Bank's financial position risk management. The purpose of the ALCO is to support the
Risk Committee with specific responsibilities for decision making and oversight of risk matters in relation to:

- Financial position structure;

- Non-traded interest rate risk (including the investment of capital);

- Liquidity and funding; and

- Capital management.

The ALCO usually meets monthly, and reports to the Risk Committee.
Specific areas of risk management

Credit risk

Credit risk is the risk of loss arising from the non-performance of a counterparty to an instrument or facility. Credit risk arises when funds are
extended, committed, invested or otherwise exposed through contractual arrangements, and encompasses both on and off balance sheet
instruments. Credit risk is managed to achieve sustainable and superior risk-reward performance whilst maintaining exposures within acceptable
risk “appetite” parameters. This is achieved through the combination of governance, policies, systems and controls, underpinned by sound
commercial judgement as described in Note 29 - Credit risk exposure.
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Market risk

The Banking Group's market risk arises primarily due to significant exposure to interest rate risk, predominantly from raising funds through the retail
and wholesale deposit market, the debt capital markets and committed and uncommitted bank funding, securitisation of receivables, and offering
loan finance products to the commercial and consumer market in New Zealand.

Interest rate risk is the risk that the value of assets or liabilities will change because of changes in interest rates. Interest rate risk for the Banking
Group refers to the risk of loss due to holding assets and liabilities that may mature or re-price in different periods. Market interest rates may change
and thus alter the margin between interest-earning assets and interest-bearing liabilities.

The Banking Group’s exposure to market risk is governed by a policy approved by the Board as part of the RMP and managed by the ALCO. This
policy sets out the nature of risk which may be taken and aggregate risk limits, and the ALCO must conform to this. The objective of the ALCO is to
derive the most appropriate strategy for the Banking Group in terms of the mix of assets and liabilities given its expectations of the future and the
potential consequences of interest rate movements, liquidity constraints and capital adequacy.

To manage this market risk, the Banking Group measures sensitivity to interest rate changes by frequently testing its position against various
interest rate change scenarios to assess potential risk exposure. The Banking Group also manages interest rate risk by:
- Monitoring maturity profiles and seeking to match the re-pricing of assets and liabilities (physical hedging);
- Monitoring interest rates daily and regularly (at least monthly) reviewing interest rate exposure; and
- Entering into forward rate agreements and interest rate swaps and options to hedge against movements in interest rates (derivative or synthetic
hedging).

Liquidity risk

Liquidity risk is the risk that under certain conditions, cash outflows can exceed cash inflows in a given period. The Banking Group maintains
sufficient liquid funds to meet its commitments based on historical and budgeted cash flow forecasts. Management of liquidity risk is achieved by
maintaining a prudent level of liquid assets, use of committed and uncommitted wholesale funding facilities, utilisation of securitisation vehicles and
management control of the growth of the business.

The Banking Group’s liquidity risks are governed by a Board approved liquidity strategy that defines policy, systems and procedures for measuring,
assessing, reporting and managing liquidity. This also includes a formal contingency plan for dealing with a liquidity crisis.

Operational risk

Operational risk is the risk arising from day to day operational activities which may result in direct or indirect loss. Operational risk losses occur as
the result of fraud, human error, missing or inadequately designed processes, failed systems, damage to physical assets, improper behaviour or
from external events. The losses range from direct financial losses, to reputational damage, unfavourable media attention, or loss of staff or clients.
Examples include failure to comply with policy and legislation, human error, natural disasters, fraud and other malicious acts. Where appropriate,
risks are mitigated by insurance.

To ensure appropriate responsibility is allocated for the management, reporting and escalation of operational risk, the Banking Group operates a
“three lines of defence” model which outlines principles for the roles, responsibilities and accountabilities for operational risk management:

- The first line of defence is the business line management for the identification, management and mitigation of the risks associated with the
products and processes of the business. This accountability includes regular testing and certification of the adequacy and effectiveness of
controls and compliance with the Banking Group’s policies.

- The second line of defence is the Operational Risk function, responsible for the design and ownership of the Operational Risk Policies. It
incorporates key processes including risk and control assessment, scenario analysis, loss data collection, new product approval process, key

risk indicators, notifiable events process, and the self-certification process.

- The third line of defence is audit. Internal Audit is responsible for assessing compliance with policy frameworks and for providing independent
evaluation of the adequacy and effectiveness of the risk and control framework.
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Credit risk management framework

Credit risk is the risk of financial loss to the Banking Group caused by the failure of a customer to meet their contractual obligations that arise from
the Banking Group’s lending activities. Credit risk carries the greatest risk of resulting in a material adjustment to the carrying amounts of the
Banking Group's assets within the next financial year.

To manage this risk the Risk Committee, a committee of the Board, has been delegated the task of overseeing a formal credit risk management
strategy. The Risk Committee reviews the Banking Group's credit risk exposures to ensure consistency with the Banking Group's credit policies to
manage all aspects of credit risk.

Reviewing and assessing credit risk
The credit risk management strategies ensure that:
- Credit origination meets agreed levels of credit quality at point of approval.
- Sector and geographical risks are actively managed.
- Industry concentrations are actively monitored.
- Maximum total exposure to any one debtor is actively managed.
- Changes to credit risk are actively monitored with regular credit reviews.

Lending standards and processes

The Banking Group has adopted a detailed Credit Policy Framework supported by Lending Standards providing criteria for finance products within
each business sector. The combination of the Credit Policy Framework and Lending Standards guides credit assessment, credit risk grading,
documentation standards, legal procedures and compliance with regulatory and statutory requirements.

The Risk Committee has authority from the Board for approval of all credit exposures. Lending authority has been individually provided to the Chief
Risk Officer, for delegation through the business units under a detailed Delegated Lending Authority framework. Application of credit discretions in
the business operation are monitored through a defined review and hindsight structure. Delegated Lending Authorities are provided to individual
officers with due cognisance of their experience and ability. Larger and higher risk exposures require approval of senior management, the credit risk
committee and ultimately through to the CRO or the Risk Committee.

Collateral requirements

Although the Banking Group relies primarily on the integrity of borrowers and their ability to make contracted repayments, the Banking Group also
requires appropriate collateral for loans. This collateral is usually by way of first charge over the asset financed and usually includes personal
guarantees from borrowers and business owners.

Because of the wide nature of the collateral held against loans it is impractical to provide an accurate estimate of their fair value.

Credit risk grading
The Banking Group's receivables are monitored either by account behaviour or a regular assessment of their credit risk grade based on an
objective review of defined risk characteristics. The portfolio risk is regularly refreshed based on current information.

The Banking Group classifies finance receivables as Behavioural or Judgement.

The Behavioural portfolio consists mainly of consumer and retail receivables and usually relates to financing the acquisition of a single asset.
Consumer loans are typically introduced by vendors of the asset financed and are smaller in value than Judgement loans. Behavioural loans are
risk graded based on arrears status.

The Judgement portfolio consists mainly of business and rural lending and includes non-core property. Judgement loans relate to loans where an
ongoing and detailed working relationship with the customer has been developed.

Judgement loans are individually risk graded based on loan status, financial information, security and debt servicing ability. Exposures in the
Judgement portfolio are credit risk graded by an internal risk grading mechanism. Previously, the risk grading mechanism used a credit risk grade
scale of 1 to 7 and classified loans as Transactional or Relationship. During the year, the risk grades have been revised to a more comprehensive
10 point scale model which better represents the Banking Group's risk profile.

In the Judgement portfolio, grade 1 is the strongest risk grade for undoubted risk and grade 9 represents the highest risk grade where a loss is
probable. Grade 10 reflects loss accounts written off. Grades 2 to 8 represent ascending steps in management's assessment of risk of exposures.
The Banking Group typically finances new loans in risk grades 2 to 5 of the Judgement portfolio.

The Banking Group raises provisions based on historical loss experience for loans risk graded in grades 6 to 8. Loans in grade 9 of the Judgement
portfolio are individually assessed for impairment.

Credit impairment provisioning

Credit impairment provisions are made where events have occurred leading to an expectation of reduced future cash flows from certain
receivables. These provisions are made in some cases against an individual loan and in other cases on a collective basis.
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29 Credit risk exposure (continued)
(a) Creditimpairment provisioning (continued)

Collective provisioning

Collective provisions are assessed with reference to risk profile groupings and historical loss data. Other judgemental factors including economic
and credit cycle considerations are also taken into account in determining appropriate loss propensities to be applied. The future credit quality of
these portfolios is subject to uncertainties that could cause actual credit losses to differ materially from reported loan impairment provisions. These
uncertainties include the wider economic environment, interest rates and their effect on customer spending, unemployment levels, payment
behaviour and bankruptcy rates.

For Behavioural loans, as arrears drive provision outcomes, the trend in arrears behaviour is an indicator of future provisioning impact. Behavioural
loans are classified as either not in arrears, active, arrangement, repossession or recovery. Each arrears classification carries a provision for
potential loss based on historical experience for that classification in the same portfolio. Retail mortgages currently carry no provision based on
historical loss experience, however a general collective provision is held against this group of loans. The categories are described below:

* Active — loans for which the arrears category has reached 5 days overdue.
« Arrangement — 5 to 34 days overdue accounts for which arrangements have or are in the process of being made for arrears to be repaid.

« Non-performing / Repossession — residential mortgage loans that are greater than 90 days past due / other loans for which security has or is in the
process of being repossessed.

* Recovery loans — loans for which security has been sold and shortfalls are being sought from the customer or where other recovery action is
being taken.

Judgement loans in grades 6 to 8 ordinarily attract a collective provision based on risk grading overlaid with the strength of security position, except
for risk grades 6 which have strong security and accordingly attract no collective provision (typically rural exposures). Other collective provisions are
also maintained where considered appropriate against a class of loans or those with common risk characteristics. Judgement loans with a risk
grade of 1 to 5 may be past due and not attract a provision if the Banking Group has reviewed the risk position and it is deemed to remain sound.
Under such circumstances normally an amended credit risk grade will result.

No provision is applied to loans that are newly written and loans that remain within their contractual terms, except where the Banking Group
becomes aware of an event that might alter its view of the risk of a particular deal or group of deals.

Individual provisioning

Specific impairment provisions are made where events have occurred leading to an expectation of reduced future cash flows from certain
receivables. For individually significant loans for which the assessed risk grade is considered a “potential loss”, an individual assessment is made of
an appropriate provision for credit impairment.

Credit impairments are recognised as the difference between the carrying value of the loan and the discounted value of management’s best
estimate of future cash repayments and proceeds from any security held (discounted at the loan’s original effective interest rate). All relevant
considerations that have a bearing on the expected future cash flows are taken into account, including the business prospects for the customer, the
likely realisable value of collateral, the Banking Group