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ANNUAL GENERAL MEETING
The EIGHTY SEVENTH ANNUAL GENERAL MEETING of the Heretaunga Building Society will
be held in the Society’s Office, 111 Avenue Road East, Hastings on Tuesday 18 August 2020 at
4.00pm.

BUSINESS
Adoption of Annual Report and Financial Statements
Retirement of Director
Election of Director
Appointment of Auditors
General
			
BROWN WEBB RICHARDSON LIMITED, Secretaries

PROXIES
Members are advised that they are entitled to appoint a proxy to attend the meeting and to
vote on their behalf, and that any such proxy need not be a member. The instrument appointing
the proxy must be deposited at the Society’s Office not less than forty-eight hours before the
time fixed for the meeting. Proxy forms are available at the Society’s Office.

DIRECTORS
S A Greer L.L.B.
A Jopling B.A.
W P S Harvey B.B.S.
T L Webb B.C.A.

BANKERS:		

Westpac New Zealand Ltd

SOLICITORS:		

Bramwell Bate

AUDITORS:		

Baker Tilly Staples Rodway Audit Ltd

TRUSTEES:		

Trustees Executors Limited
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CHAIRMAN’S REPORT
87TH ANNUAL REPORT TO MEMBERS
FOR YEAR ENDED 31 MARCH 2020
On behalf of the Board, I am pleased to share with you, our members, Heretaunga Building Society’s (the Society) Annual Report
for the year ended 31 March 2020.
As with the previous financial year Hawkes Bay has experienced continuing growth. The large majority of that growth continues
to be in the horticultural, farming and industrial sectors. However, the demand for residential property in desirable provinces
like Hawkes Bay continues. The impact of Covid-19 has yet to be fully experienced but the likelihood is that Hawkes Bay will
not suffer as much as many other provinces in New Zealand as it is so strong in the many varied sectors. Although there is still a
number of people either moving to Hawkes Bay or returning to Hawkes Bay for its lifestyle, climate and new job opportunities
the forecast is that the number of properties being sold and purchased will decline significantly during the next 12 months.
This coupled with lowering of interest rates and the Reserve Bank having removed loan to value ratios (LVR’s) for the Banks
means the Society is in a challenging and competitive market.
With the good work of the Directors and in particular the General Manager David Sexton, there has only been a relatively
small decline in mortgage advances (standing at $19,663,484 as at 31 March 2020) from the record high number of $21,011,060
achieved in the previous financial year.
With an abundance of surplus cash as at 31 March 2020 ($15,543,505), the total assets as at 31 March 2020 stand at $39,534,253
being an increase of $8,103,353 from the previous financial year.
The financial result for the year produced a net operating profit before tax of $247,679 which converts to total comprehensive
income of $223,369 down from $324,946 the previous year. This reduction is largely due to a reduced gain from the investment
property revaluations.
The number of loan applications increased during the second half of the financial year and again the Society has been able to
meet the increased demand whilst maintaining strong liquidity and whilst maintaining a safe lending practice with the average
loan to value ratio (LVR) of the residential mortgage portfolio being 48% and the average LVR for rural and commercial loans
being lower still.
The Society continues its sponsorship for the Cornwall Cricket Club and the Hastings Riding for the Disabled.
With interest rates being even lower now than they were at this time last year, the Directors are mindful of the fact that reduced
net operating profit before tax (excluding fair value movements) is forecast. Notwithstanding this, the Directors will strive to
remain competitive and to provide long term growth for the Society.
During the financial year Mark Morgan retired as a Director of the Society after 11 years of dedication and loyalty. A special
thanks from all the Directors goes out to Mark Morgan. The Society has benefited very much from Mark’s business skills during
these years.
Following the earlier retirement of Jeremy Gresson and the retirement of Mark Morgan, Andrea Jopling and Paul Harvey were
both appointed as Directors of the Society during the financial year. Andrea is an independent consultant specialising in project
management and strategic planning. Andrea is on the Board at Cranford Hospice and has been involved in the valuation and
funding in both the Health and Social Services Sectors. Paul Harvey is a Registered Property Valuer and Director at Williams
Harvey in Hawkes Bay. Paul is highly experienced in residential and commercial property valuations and his experience and skills
have already proved invaluable to his fellow Directors in assessing mortgage loan applications. If you combine the skills of our
current Directors with the banking and finance skills of our General Manager, David Sexton, I can sincerely say you have a top
team.
Finally, and most importantly I wish to thank my fellow Directors namely Trevor Webb, Andrea Jopling and Paul Harvey for their
loyalty and dedication and outstanding level of professional and personal service they provide to the Society and its members.

For Directors
SA Greer
Chairman
14 July 2020
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HERETAUNGA BUILDING SOCIETY
GENERAL MANAGERS REPORT FOR 2020 YEAR
The gross interest revenue increase for the year reflected increased mortgage lending as result of being
proactive with mortgage brokers.
The Administration and other expenses decreased to $117,097 without the significant one-off costs incurred
in 2019 for new software and building repairs. The ongoing compliance costs are not abating however they
are required for the Society’s activities.
Total operating expenses decreased to $536,838 mainly due to the decrease in Administration and other
expenses.
The two investment properties are revalued each year and this year the properties have increased in value
by $150,000 to $3,835,000.
The Total Comprehensive Income of $223,369 is a decrease from the previous year however most of this
difference is due to lower net revaluation gains on investment properties, with one property declining in
value. Declining interest rates on bank deposits and higher balances of redeemable shares have also contributed.
Total assets have increased to $39,534,253, an increase over the previous year. The increase has resulted in
an increase in Cash and Cash Equivalents. The mortgage portfolio is still of good quality with very minimal
arrears.
Total equity has increased by $223,369 to $5,333,782. The major component of the increase being the Revaluation Reserve increase as a result of the property revaluations.
The Society has responded well to the COVID 19 pandemic, operating remotely during lock down and
actively assisting the very small number of members who have been impacted financially. While the next 12
months will present challenges, HBS is well placed to meet these with its traditionally conservative approach to lending and strong liquidity.

DG Sexton
General Manager
14 July 2020
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HERETAUNGA BUILDING SOCIETY
CORPORATE GOVERNANCE
2020 ANNUAL REPORT
NATURE OF BUSINESS
Heretaunga Building Society (the Building Society) was formed in 1933 and has operated as a building society throughout its history. The Building Society is incorporated under the Building Societies Act 1965.

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

Directing and controlling the Building Society’s activities and its strategic development.

•

Ensuring systems and processes are in place so that the business of the Building Society is
conducted honestly, ethically and responsibly.

•

Overseeing the conduct of the Building Society’s business and

•

Ensuring the Building Society is appropriately resourced to manage all the risks that arise from its
activities.

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

COMPOSITION OF THE BOARD
The Board currently comprises four Directors, all of whom are independent, selected to ensure that a broad
range of skills, knowledge and experience are available.
The day-to-day management of the Building Society is delegated to the secretaries, who are accountable to
the Board.
Procedures for the appointment and removal of Directors are governed by the Building Society rules.

BOARD COMMITTEES
There are no Board committees.

BOARD MEETINGS
Regular Board meetings are held eleven times per year with additional meetings held as and when required.

MEMBER ACCESS TO INFORMATION
The Board of Directors ensures that the Building Society members are kept informed of important developments affecting the Building Society by communicating with members through the website, annual report
and at the annual meeting.
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HERETAUNGA BUILDING SOCIETY
STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED 31 MARCH 2020
						Note		

Mar-20		

									
					
INTEREST REVENUE

Mar-19

$

$		

					

Advances						
Bank Deposits					

1,076,158

932,745

149,678

222,942

		

Investment Securities						

38,512		
1,264,348

Total Interest Revenue					

56,065
1,211,752

						
INTEREST EXPENSE

					

Interest on Redeemable Shares					
Bank Interest 							
Total Interest Expense						

863,588

817,521

1,917		

1,716

865,505

819,237

				
Net Interest Income					
Other Income		

398,843

392,515

				

Rent Received					

20

270,706

Gains / (Losses) on Sale of Investment Securities		

271,775

0		

Gains / (Loss) in Fair Value of Investment Securities			

(35,032)

861
(10,750)

Gain / (Loss) in Fair Value of Investment Property			
150,000
285,000
						
OPERATING INCOME						 784,517		939,401
											
OPERATING EXPENSES						
Administration and Other Expenses				

117,097

174,123

Audit Fees						
- Audit of the Financial Statements				
- Other Assurance Services

				

- Advisory Services							

35,340		

35,509

2,300		

2,199

0		

1,134

Directors Fees							

82,000

82,000

Secretarial and Office Facilities					

276,000

276,000

Trust Deed Expenses						

23,700

23,000

Depreciation - Office Equipment			
9
				
OPERATING EXPENSES						
				
NET OPERATING PROFIT BEFORE TAX
3		
						
Tax Expense							
				
TOTAL COMPREHENSIVE INCOME				

401		

775

536,838

594,740

247,679

344,661

24,310		
223,369

19,715		
324,946

The attached notes to the financial statements form part of and should be read in conjuntion with the financial statements.
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HERETAUNGA BUILDING SOCIETY
STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 31 MARCH 2020
		
Retained
General
Revaluation
		
Earnings
Reserve
Reserve		
Mar 20
Note 4				
Opening Balance 1 Apr 2019

Total Equity

1,080,048

2,800,000

1,230,365

5,110,413

Income for Year		

223,369

-

-

223,369

Transfer between Reserves

(150,000)

-

150,000

-

Closing Balance 31 March 2020

1,153,417

2,800,000

1,380,365

5,333,782

Total Comprehensive

						
Equity % to Total Assets						

			

13.48%

						
						
						
			
		
Retained
General
Revaluation
		
Earnings
Reserve
Reserve		
Mar 19
Note 4				
				
Opening Balance 1 Apr 2018

1,040,102

2,800,000

324,946

-

Transfer between Reserves

(285,000)

-

Closing Balance 31 March 2019

1,080,048

945,365

Total Equity

4,785,467

Total Comprehensive
Income for Year		

2,800,000

-

324,946

285,000 		
1,230,365

5,110,413

						
Equity % to Total Assets						

16.26%

The attached notes to the financial statements form part of and should be read in conjuntion with the financial statements.
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HERETAUNGA BUILDING SOCIETY
STATEMENT OF FINANCIAL POSITION
AS AT 31 MARCH 2020
						Note		

Mar-20		

									

Mar-19

$

$

ASSETS
Cash and cash equivalents

5

Tax Receivable
Prepayments

15,543,505

5,886,161

-

11,939

5,489

7,129

Investment securities

6

486,218

828,653

Investment property

7

3,835,000

3,685,000

Advances on mortgage

8

19,663,484

21,011,060

Office equipment

9

557

958

39,534,253

31,430,900

10

33,911,136

26,038,061

3

26,191

-

Trade payables

13,337

27,760

Resident withholding tax

33,662

27,261

TOTAL ASSETS
LIABILITIES
Redeemable shares
Tax payable

GST
Directors fees payable

19

Accruals
Deferred taxation

3

TOTAL LIABILITIES

19,309

12,717

37,842

41,000

30,330

32,800

128,664

140,888

34,200,471

26,320,487

EQUITY
Retained earnings

4

1,153,417

1,080,048

General reserve

4

2,800,000

2,800,000

Revaluation reserve

4

1,380,365

1,230,365

5,333,782

5,110,413

39,534,253

31,430,900

TOTAL EQUITY
TOTAL LIABILITIES AND EQUITY

For and on behalf of the Board, who authorised the issue of these Financial Statements on 14 July 2020.

Director

Director

The attached notes to the financial statements form part of and should be read in conjuntion with the financial statements.
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HERETAUNGA BUILDING SOCIETY
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31 MARCH 2020
						Note		

Mar-20		

									
CASH
FLOWS FROM OPERATING ACTIVITIES

Mar-19

$

$

Cash was provided from:
Interest received
Other income
Tax Refund
Rent received

1,301,842

1,222,003

-

9

1,596

-

270,710

271,767

1,574,148

1,493,779

(826,929)

(808,916)

-

(83,486)

Cash was applied to:
Interest paid
Tax paid
Payments to suppliers

(582,943)

(557,594)

(1,409,872)

(1,449,996)

164,276

43,783

Advances on Mortgages

1,350,250

(3,881,552)

Redeemable Shares

7,842,818

538,611

9,357,344

(3,299,158)

300,000

300,000

NET CASH FLOWS FROM OPERATIONS BEFORE
CHANGES IN OPERATING ASSETS AND LIABILITIES
CHANGES IN OPERATING ASSETS AND LIABILITIES
Net Cash was provided from / (applied to):

NET OPERATING CASH FLOWS

11

CASH FLOWS FROM INVESTING ACTIVITIES
Cash was provided from:
Investment Security redeemed
Cash was applied to:
Investment Property deferred purchase / addition

-

(100,000)

300,000

200,000

Total net increase/(decrease) in cash and cash equivalents
held

9,657,344

(3,099,158)

Cash and cash equivalents at the beginning of the period

5,886,161

8,985,319

15,543,505

5,886,161

CASH AND CASH EQUIVALENTS AT THE END OF THE
PERIOD

5

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

9

HERETAUNGA BUILDING SOCIETY
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 MARCH 2020

			
			
1.
REPORTING ENTITY		
			
Legislative Framework		
The Heretaunga Building Society (the Building Society) is a financial institution registered in New Zealand
under the Building Societies Act 1965. It is domiciled in New Zealand and its principal place of business is
Avenue Road East, Hastings. The Building Society is a FMC Reporting Entity under the Financial Markets
Conduct Act 2013 (the “FMCA”). As a FMC Reporting Entity, the Building Society must report in accordance
with Part 7 of the FMCA and the Financial Reporting Act 2013 (the “FRA 2013”). The financial report is a
general purpose financial report for the Building Society as an individual entity which has been prepared in
accordance with the FRA 2013 and the FMCA.
		
To meet the requirements of the Securities Act 1978 a Trust Deed was entered into on 20 December 1990
between the Building Society and Trustees Executors Limited. Trustees Executors Limited was appointed to
act in the interests of the members of the Building Society by monitoring the compliance by the Building Society of its obligations under the Trust Deed. In addition, the Trustee is under a duty to exercise reasonable
diligence to ascertain whether the Building Society has:
(a)

committed any breach of the Trust Deed or any of the conditions of issue of the deposits and

(b)
sufficient assets to meet its obligations to depositors, as they fall due.
			
Nature of Business		
The Building Society operates in the financial services industry, taking deposits from and providing loans to
members.		
			
Members invest in the Building Society by way of redeemable shares. The shares cannot be transferred or
sold. Throughout this document in keeping with their nature and the Securities Act 1978 shares are classified as debt instruments. Members are able to withdraw their funds subject to certain conditions. The
Building Society makes loans to members or invests funds on the members’ behalf. Interest and other
income are received by the Building Society and interest is paid on members’ shares.		
			
Authorisation of the Financial Statements
These financial statements are authorised for issue by the Directors on 14 July 2020.		
			
Basis of Preparation
		
Statement of compliance
The financial statements have been prepared in accordance with generally accepted accounting practice in
New Zealand and they comply with New Zealand equivalents to International Financial Reporting Standards
(NZ IFRS) and other applicable Financial Reporting Standards, as appropriate for for-profit entities. They also
comply with International Financial Reporting Standards (IFRS). 		
			
Basis of measurement		
The financial statements have been prepared under the going concern basis which assumes the Building
Society will be able to pay its debts as they fall due in the oridinary course of business.		
These financial statements have been prepared under the historical cost convention, as modified by the
revaluation of certain assets and liabilities as identified in specific accounting policies below. 		
			
Presentation currency		
The financial statements are presented in New Zealand dollars ($), which is the functional currency of the
Building Society. All values are rounded to the nearest dollar, unless otherwise stated.		
			
Comparitives		
The presentation format for the Statement of Comprehensive Income has been modified. Where applicable
comparitives have been restated to comply with this presentation.
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HERETAUNGA BUILDING SOCIETY
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 MARCH 2020
2.

SIGNIFICANT ACCOUNTING POLICIES		

The following is a summary of the material accounting policies adopted by the Building Society in the
preparation of the financial report. Except where stated, the accounting policies have been consistently
applied.		
			
(a) Revenue
Interest Revenue (net of brokerage) on Loans and Investments.
Interest income net of brokerage is recognised on a time-proportion basis using the effective interest
method.		
			
Rent Revenue from Leases
Revenue received under operating leases (net of any incentives paid to the lessee) is recorded in the profit
or loss on a straight-line basis over the period of the lease.		
			
(b) Expenses
Expenses comprise interest expense on redeemable shares and operating expenses. 		
			
Interest expense is recognised on a time proportion basis using the effective interest method.		
			
Operating expenses are recognised over the period in which an asset is consumed or once a liability is
created.		
			
(c) Financial Instruments Recognition and Measurement
A financial asset or financial liability is recognised only when the Building Society becomes a party to the
contractual provisions of the instrument. Financial assets and financial liabilities are initially recognised at
fair value plus or minus transaction costs. Subsequent to initial recognition these financial instruments are
measured according to the classifications as set out below.
The Building Society classifies its financial instruments in the following categories:
Financial assets at fair value through profit or loss, financial assets at amortised cost, financial assets
through other comprehensive income, financial liabilities at fair value through profit or loss, and financial
liabilities at amortised cost. The classification depends on the Building Society’s business model for the
relevant financial instrument and the contractual cashflow characteristics of the financial instruments
acquired. Management determines the classification of its financial instruments at initial recognition and
re-evaluates this designation at every reporting date.		

			

At the reporting date the Building Society held financial assets at amortised cost, financial assets at fair
value through profit or loss and financial liabilities at amortised cost.		
			
Financial assets are derecognised when the Building Society neither retains the risks and rewards or
ownership nor controls the contractual rights to the cash flows from them. Financial liaibilities are
derecognised when the Building Society’s obligation under the liability is discharged, cancelled or expires.
			
Financial assets are assessed for impairment at each balance date.		
			
Financial assets at amortised cost		
Financial assets at amortised cost are non derivative financial assets with fixed or determinable payments.
They are carried at amortised cost using the effective interest method less accumulated impairment losses.
Cash and cash equivalents, accounts receivable, advances on mortgage and investment securities with
contractual maturity dates are classified as financial assets at amortised cost.		
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HERETAUNGA BUILDING SOCIETY
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 MARCH 2020
			
			
2.
SIGNIFICANT ACCOUNTING POLICIES Cont’d		
			
Financial assets at fair value through profit or loss		
Financial assets at fair value through profit or loss are carried at fair value and any fair value movement is
recognised in profit or loss. Investment securities with no contractual maturity dates ( ie perpetual bonds)
are classified as financial assets at fair value through profit or loss.		
			
Financial liabilities at amortised cost		
Redeemable shares are recognised initially at fair value, net of transaction costs incurred. They are subsequently stated at amortised cost. Any difference between the proceeds (net of transaction costs) and the
redemption value is recognised in the profit or loss over the period of the borrowings using the effective
interest method.		
			
Trade and other payables represent unsecured liabilities for goods and services provided to the Building
Society prior to the end of the financial year which are unpaid. Trade and other payables are recognised
initially at fair value and subsequently measured at amortised cost using the effective interest method. As
trade and other payables are usually paid within 30 days, they are carried at face value. 		
			
(d) Impairment of Financial Assets		
A provision for impairment is measured based on the expected credit loss (ECL) model. The Building Society
applies a three-stage model to measure the expected credit losses associated with its financial assets (advances on mortgage, investment securities and cash & cash equivalents) by assessing the changes in credit
quality of those financial assets since initial recognition.
		
Three stage model is as follows:
Stage 1 (12 months ECL): applies to all items resulting from the possible default events within 12
months after reporting date.
Stage 2 (Lifetime ECL): represents the ECL that results from all possible default events over the
expected life of a financial instrument. If a financial instrument experiences a significant increase
in credit risk since initial recognition then is moved to stage 2 but is not yet deemed to be cred
it-impaired.
Stage 3 (Lifetime ECL): when objective evidence of credit-impairment emerges with one or more
events that have a detrimental impact on the estimated future cash flows of the financial assets
then the asset is considered credit impaired and moved to Stage 3.
A significant change in the credit quality of a financial asset results in movements between the three
stages. Refer to note 8. Advances on Mortgages for recognition and measurement of ECL along with the
assumptions and significant judgement exercised.
Financial assets which are known to be uncollectible are written off as an expense in the profit or loss.
These are only written off after all the necessary procedures have been completed and the amount of the
loss has been determined.
If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be related
objectively to an event occurring after the impairment was recognised (such as an improvement in the
borrowers credit rating), the previously recognised impairment loss is reversed by adjusting the allowance
amount, with the reversal being recognised in the profit or loss.
For stage 2 and 3 financial instruments, the interest revenue is recognised using the effective interest rate
on the gross carrying amount. For stage 3 financial instruments, the interest revenue is recognised using the
effective interest rate on the net carrying amount (gross carrying amount less provision).		
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HERETAUNGA BUILDING SOCIETY
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 MARCH 2020
2.
SIGNIFICANT ACCOUNTING POLICIES Cont’d		
			
			
(e) Income Tax
Income tax expense		
Income tax comprises current tax, deferred tax and any adjustments for tax payable in previous periods.
Current and deferred tax are recognised as an expense or income in profit or loss, except when they relate
to items that are recognised outside profit or loss (whether in other comprehensive income or directly in
equity), in which case the tax is also recognised outside profit or loss.		
			
Current tax			
Current tax is the expected tax payable on the income for the period based on tax rates and tax laws which
are enacted or substantively enacted by the reporting date.		
			
Deferred tax		
Deferred tax is accounted for using the liability method. Deferred tax arises by providing for temporary
differences between carrying amounts of assets and liabilities for financial reporting purposes and the
equivalent amounts used for tax purposes.		
			
Deferred tax assets and liabilities are measured at the tax rates that are expected to apply to the periods
when the asset and liability giving rise to them are realised or settled.		
			
Deferred tax assets 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 can be realised. 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.		
			
(f) Investment Property
Investment property (property held for long term rental yields or capital appreciation) is initially recognised
at cost and subsequently valued by independent registered valuers. Investment property is carried at the
revalued amount which is the fair value at date of revaluation.		
			
Movements in fair value are recognised in the profit or loss then any revaluation surplus/(deficit) is transferred from retained earnings to the revaluation reserve to show the revaluation of investment property
distinct from core business earnings.		

			

Gains or losses on disposal are recognised in the profit or loss. Upon disposal any revaluation reserve relating to the particular asset being disposed of is transferred back to retained earnings.		
			
(g) Goods and Services Tax
The principal activity of the Building Society is a financial institution, which is a non taxable activity for GST
purposes in accordance with section 14(1) (a) of The Goods and Services Tax Act 1985. With the exception
of rental income from its investment property, the Building Society is treated as an end user for GST purposes. GST exclusive accounting is adopted except for non-recoverable GST which is added to expenses and
office equipment. GST is included on Accounts receivable and Trade payables. 		
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HERETAUNGA BUILDING SOCIETY
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 MARCH 2020
			
			
2.
SIGNIFICANT ACCOUNTING POLICIES Cont’d		
			
(h) Critical Estimates, Judgements and Assumptions in Applying the Accounting Policies
The preparation of financial statements in conformity with NZ IFRS requires the use of certain accounting
estimates. It also requires management to exercise its judgement in the process of applying the Building
Society’s accounting policies. The areas involving a higher degree of complexity, or areas where
assumptions and estimates are significant to the financial statements are most apparent in the following
areas:		
			
Going Concern - Covid 19
On 11 March 2020 the World Health Organisation declared the outbreak of a coronavirus (COVID-19) as a
possible pandemic and two weeks later the New Zealand Government declared a State of National Emergency. As a result, economic uncertainties have arisen which could negatively affect the Building Society’s
operations. For the Building Society negative effects could likely be an increase in expected credit loss on
advances on mortgages (refer to note 8 on the impairment analysis), decrease in the fair value of
investment properties and a decrease in the fair value of investment securities. At this time, it is difficult
to estimate the full financial impact of the COVID-19 pandemic that may affect the Building Society. The
directors have assessed the likely impact of COVID-19 on the Building Society and have concluded that, for
the 12 months from the date of signing the financial statements, COVID-19 will not impact the Building
Society’s ability to continue as a going concern.                                                                          		
			
Investment Property		
Valuation Estimates		
The investment properties fair values are estimated by way of a valuation at the end of each financial year
and any changes in value are recorded in the profit or loss. A professional valuation of investment
properties has been undertaken at 31 March 2020, in line with the Building Society accounting policy, and
the updated valuation is reflected in the financial statements. 		
		
Details of key assumptions are disclosed in Note 7 of these financial statements.		
			
Significant valuation uncertainty		
The directors have considered the impact of the COVID-19 pandemic on the valuation of its investment
properties held at fair value. Due to the uncertainties resulting from the COVID-19 pandemic, the
valuation was concluded on the basis of ‘significant valuation uncertainty’in accordance with advice given
by the Property institute of New Zealand (PINZ). As outlined in Note 7, less certainty and a higher degree of
caution should be attached to the valuation as at 31 March 2020. 		
			
Impairment of Advances on Mortgage		
Notwithstanding the Building Society’s historic record in respect of maintaining its advances on mortgage,
the directors and management constantly review the risk and likelihood of impairment occurring. The
directors have considered the impact of the COVID-19 pandemic on the advances on mortgage and
potential impairment. The rationale and assumptions applied to this review process are set out in Note 8.
			
(i) Changes in Accounting Policies
NZ IFRS 16 – Leases has been adopted in the current period. As the Building Society is only a lessor there is
no material impact to the financial statements. There have been no other changes to accounting policies.
All policies have been consistently applied. 		
			
(j) Standards Issued But Not Yet Effective		
NZ IAS 1 – Presentation of Financial Statements: Classification of liabilities as current or non-current
is applicable for annual periods beginning on or after 1 January 2022. This amendment clarifies the
requirement for the presentation of liabilities in the statement of financial position as current or
non-current. Management is yet to assess the impact of this accounting standard on the Building Society.
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HERETAUNGA BUILDING SOCIETY
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 MARCH 2020
				
3.
TAXATION							
(A) CURRENT PERIOD TAX						
Mar-20		Mar-19
								
Profit before tax								 247,679		344,661
Fair Value Movement - Investment Properties		
(150,000)
(285,000)
Other Permanent Differences						
(10,858)		
Taxable Surplus								 86,821
59,661
								
Tax at 28%								 24,310		 19,715
								
Current Period Tax Charge					
24,310		
19,715
								
Effective Tax Rate							
28%		
28%
								
Comprising							
Current tax payable							 36,534		 19,715
Deferred tax								
(12,224)
								
Tax Expense							
24,310		
19,715
								
Tax Payable at start of year						
(11,939)		
51,832
Less: Tax Paid								
1,596
(83,486)
Current Tax Payable							 36,534		 19,715
								
Tax Payable at end of period						 26,191
(11,939)
								
B) DEFERRED TAX LIABILITY / (ASSET)							
								
								
Mar-20				
Depreciation		
Fair Value Change
Total
								
								
Balance at beginning of period
140,888		
140,888
Current period movement
- 			
(12,224)
(12,224)
Balance at end of period		
140,888
(12,224)
128,664

								
Mar-19				
Depreciation		
Fair Value Change		
								
								
Balance at beginning of period
140,888		
- 		
Current period movement
- 		
- 		
Balance at end of period		
140,888
-		
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4.

EQUITY

The nature and purpose of each reserve is as follows:
Retained earnings:

The undistributed profits of the Building Society that have not been
transferred to another reserve.

General reserve:

A reserve set aside to ensure the equity of the Building Society is sufficient to cover required reserve ratios. Refer note 12(e) for details.

Revaluation reserve:

A reserve to maintain the cumulative difference between the fair value
and cost of investment property. The revaluation amount in each year
is transferred to this reserve from Retained Earnings.

5. CASH AND CASH EQUIVALENTS
Mar-20

Mar-19

$

$

1,505

7,132

N Z Registered Bank deposits

15,542,000

5,879,029

TOTAL CASH AND CASH EQUIVALENTS

15,543,505

5,886,161

NZ Registered Bank balance

All balances are available within 3 months. The bank deposits are liquidity funds held by the Building
Society and are available at 30 days notice.
Two of the operational bank accounts are set off by the bank for debt and interest purposes. The bank
accounts are not offset for financial reporting purposes.
6.

INVESTMENT SECURITIES
Fair

Amortised

Total

Value

Cost

Mar-20

(New Zealand debt exchange listed bonds)
Opening Balance

$

$

$

$

521,151

307,502

828,653

1,151,904

Available for sale reserve reversal

6,526

Fair value movement

-

Amortisation
Adjusted Opening Balance

-

(2,234)
307,502

828,653

1,146,228

-

(300,000)

(300,000)

(300,000)

(35,032)

-

(35,032)

(10,750)

Amortisation

(3,427)

(3,427)

(622)

-

-

-

861

99

(4,075)

(3,976)

(7,064)

486,218

-

486,218

828,653

Realised Gain/(Loss) on disposal
Accrued Interest Movement
CLOSING BALANCE

(9,968)

521,151

Bond Purchased/(Sold) / (Matured)
Fair value movement

Mar-19

The fair value of investment securities is derived from their quoted prices on the New Zealand Debt Exchange (NZDX).
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7. INVESTMENT PROPERTIES
Mar-20

Mar-19

Freehold land (at valuation)

1,310,000

1,260,000

Buildings (at valuation)

2,525,000

2,425,000

TOTAL INVESTMENT PROPERTIES

3,835,000

3,685,000

3,685,000

3,400,000

Revaluation movement in profit or loss

150,000

285,000

Carrying value at the end of the period

3,835,000

3,685,000

(A) CLASSES OF INVESTMENT PROPERTY

(B) MOVEMENTS IN CARRYING AMOUNTS
Carrying value at the beginning of the period

(C) VALUATION DETAILS
Fair values are determined by Kirsty Miller BBS , SPINZ, ANZIV a registered valuer from Williams Harvey
Limited, Hastings effective 31 March 2020. A director of Williams Harvey Limited, Paul Harvey, became a
director of the building society during the year. As a result he has stepped aside from personally undertaking the valuations. The fair value is determined using the income approach checked against a market
approach. The income approach has two methods being the capitalisation of income method and the
discounted cash flows method. The fair values resulting from the investment approach is then compared
with the value implied by recent market transactions as a secondary check.
Due to the uncertainties resulting from the COVID-19 pandemic, the valuation was concluded on the
basis of ‘significant valuation uncertainty’ in accordance with advice given by the Property Institute of
New Zealand (PINZ). Consequently, less certainty and a higher degree of caution should be attached to
the valuation as at 31 March 2020.
Investment property details are as follows:
i) The Avenue Road Building is at a fair value of $3,075,000 (2019 - $2,870,000).
Market rental income has been capitalised at an adopted rate of 6.76% (2019 – 7.26%).
Cash flows have been discounted at a rate of 8.50% (2019 - 8.75%) with an adopted terminal yield of
6.75% (2019 – 7.25%)
The investment property is a commercial office building which generated income during the period.
Direct property expenses are paid by the tenant (Brown Webb Richardson Ltd – refer note 20 for details).
The current lease to Brown Webb Richardson Limited expires on 30 September 2026. The assessed valuation was undertaken on this basis.
ii) The Heretaunga Street building is at a fair value of $760,000 (2019 - $815,000).
Market rental income has been capitalised at an adopted rate of 7.70% (2019 – 7.60%).
Cash flows have been discounted at a rate of 9.65% (2019 - 9.25%) with an adopted terminal yield of 8%
(2019 – 7.75%)
Following COVID-19 pandemic 3 months of rent abatement was provided which is incorporated into the
year end valuation. Full rental payments recommenced from 1 July.
The investment property is a retail building which generated income during the period. Direct property
expenses are paid by the tenant. The current lease expires on 1 December 2022. The assessed valuation
was undertaken on this basis.
The investment properties are Level 3 on the fair value hierarchy. Refer to Note 18 for details of the fair
value hierarchy.
Assessing the fair value of buildings involves the use of variables with an element of estimation (eg capitalisation rates, discount rates). The sensitivity range of indicative market values calculated by the valuer
are set out below
Avenue Road
Capitalisation rate range 6.25% to 7.25% gives a valuation range of $3,334,000 to $2,874,000
Heretaunga Street
Capitalisation rate range 7.25% to 8.25% gives a valuation range of $844,000 to $747,000
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8.

ADVANCES ON MORTGAGE

All advances are secured by 1st Mortgage
Mar-20

Mar-19

19,663,484

21,011,060

-

-

19,663,484

21,011,060

(A) SUMMARY
Secured Advances
Less: Provision for Expected Credit Loss
TOTAL SECURED ADVANCES
(B) ANALYSIS
Residential

94%

18,510,262

91%

20,021,745

Commercial

5%

886,602

5%

757,107

Rural
TOTAL

Residential (Policy Maximum 80%)

Commercial (Policy Maximum 60%)

Rural (Policy Maximum 50%)

1%

266,620

4%

232,208

100%

19,663,484

100%

21,011,060

LVR Ranges

Loan Amounts

No of Loans

80% - 70%

2,741,562

9

70% - 60%

2,927,935

15

Less than 60%

12,540,729

77

60% - 50%

-

-

50% to 40%

194,546

3

Less than 40%

692,056

5

50% - 40%

38,523

1

40% - 30%

-

-

Less than 30%

528,133

7

19,663,484

117

(C) GEOGRAPHICAL CONCENTRATION
Hawkes Bay

90%

17,783,145

91%

19,027,980

Taupo

3%

553,169

3%

586,690

Auckland / Wellington

4%

712,774

3%

714,902

North Island - Other

3%

614,396

3%

681,488

100%

19,663,484

100%

21,011,060

TOTAL

Mar-20

Mar-19

$

$

17,567,207

20,236,317

1,824,862

-

271,415

706,805

-

-

(D) CREDIT QUALITY - AGING ANALYSIS
Fully compliant advances
Past due not impaired advances
Up to 30 days
31 - 60 days
61 days - 90 days
90 days and over
Less: Provision for Expected Credit Loss
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67,938

19,663,484

21,011,060

-

-

19,663,484

21,011,060
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(E) CREDIT IMPAIRMENT
The Building Society seeks to provide credit across its core membership base, primarily in the form of residential first mortgages. The Building Society only offers credit to sound customers that have the intent,
willingness and ability to repay. The Building Society has a history of not incurring any losses from a
borrower.
The Building Society manages its credit exposures by maintaining an awareness of the prevailing economic conditions, monitoring repayment requirements and communicating closely with borrowers when
necessary.
The Building Society measures expected credit loss by estimating the probability of default (PD), likely loss
given default (LGD), and the exposure at default (ED).
The following indicators are incorporated in the calculation of PD and LGD:
- actual or expected significant changes in the financial circumstances of the borrower
- significant changes in the value of the collateral supporting the loan obligation
- significant adverse changes in business or economic conditions
- historical loss experience
A significant increase in credit risk is considered to have occurred when the borrower meets one or more
of the following criteria:
- direct debit cancellation or dishonour
- extension of the terms granted
- arrears of repayments in excess of 30 days within the last 12 months
- significant adverse changes in business or economic conditions in which the borrower operates.
The Building Society considers the underlying value of securities and credit assessments on borrowers
while assessing the lifetime expected credit loss.
The Building Society uses three categories for loans which reflect their credit risk and how the loan loss
provision is determined for each of those categories. A summary of the assumptions underpinning the
expected credit loss model is as follows:
Category

Key Assumptions

Basis for recognition of
expected credit loss provision

Stage 1

Loans from borrowers with a low risk of default and a
strong capacity to meet contractual cash flows

12 month expected losses.
Where the expected lifetime of
an asset is less than 12 months,
expected losses are measured
at its expected lifetime.

Stage 2

Loans for which there is a significant increase in credit risk
which is presumed if interest and/or principal repayments
are 30 days past due

Lifetime expected losses

Stage 3

Loans which are deemed credit impaired with all of the
following characteristics
- they are over 90 days past due in making a contractual
payment and,
- there is objective evidence of the events that indicate
the borrower is in significant financial difficulty and
- the Building Society has exhausted all options to rehabilitate a mortgage debt and/or expects to incur a loss.

Lifetime expected losses along
with impaired assets being
specifically provided for on an
individual basis.

Write-off

Loans are written off when there is no reasonable expectation of recovery

Loan less any related provision
is written off.

The Building Society accounts for its credit risk by appropriately providing for expected credit losses on
a timely basis. Management has assessed at 31 March 2020 that there is no requirement for any provision for expected credit losses (31 March 2019 $nil). No significant changes to estimation techniques or
assumptions were made during the reporting period.
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Specific Loans
As at 31 March 2020

Stage 1

Stage 2

Stage 3

Stage 3

12 month
ECL

Lifetime
ECL

Lifetime
ECL

Lifetime ECL

Total

Advances
Advances on mortgages (gross)
Commitments to Advance

19,392,069

271,415

19,663,484

2,412,324

Maximum Exposure

21,804,393

Advances on mortgages (net of provision)

19,663,484

Expected credit loss rate

2,412,324
271,415

22,075,808
19,663,484

0.0%

0.0%

0.0%

0.0%

0.0%

Other financial assets
Cash and cash equivalent

15,543,505

15,543,505

-

-

Investment securities (gross)
Expected credit loss rate

0.0%

0.0%

0.0%

0.0%

0.0%

Specific Loans
As at 31 March 2019

Stage 1

Stage 2

Stage 3

Stage 3

12 month
ECL

Lifetime
ECL

Lifetime
ECL

Lifetime ECL

Total

Advances
Advances on mortgages (gross)
Commitments to Advance

20,236,317

774,743

21,011,060

2,189,692

2,189,692

Maximum Exposure

22,426,009

22,426,009

Advances on mortgages (net of provision)

20,236,317

774,743

0.0%

0.0%

Expected credit loss rate

21,011,060
0.0%

0.0%

0.0%

Other financial assets
Cash and cash equivalent
Investment securities (gross)

5,886,160

5,886,160

307,502

307,502

Expected credit loss rate

0.0%

0.0%

0.0%

0.0%

0.0%

(F) IMPACT OF COVID-19 ON ADVANCES ON MORTGAGE AND EXPECTED CREDIT LOSSES
The COVID-19 pandemic economic impact will likely impact negatively on some borrowers’ ability to pay
monthly instalments on their loans by the due date because of the following:
-          Loss or reductions of personal incomes
-          Loss or distress of tenancies in rental properties
-          Business insolvency
As at the date of approval of these financial statements there have been 3 approaches from borrowers seeking relief totalling $710,890.
There is also potential risk that the value of underlying security properties may fall.
The weighted average loan to valuation ratio (LVR) of the Building Society’s advances (based on loan security
valuations on origination of the loan) as at 31 March 2020 is as follows
-          Residential

47.79%

-          Commercial

26.18%

-          Rural

42.76%

There has been no measurable effect on LVRs so far. The Building Society lends within its policy limits therefore there is a buffer in the event it becomes necessary to enforce loan security rights.
Based on the Building Society’s policies and practices, and its historical impairment losses (nil) there is a very
low likelihood of expected credit loss. As a result no impairment provision has been recognised.
20

HERETAUNGA BUILDING SOCIETY
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 MARCH 2020
(F) IMPACT OF COVID-19 ON ADVANCES ON MORTGAGE AND EXPECTED CREDIT LOSSES CONT’d
The post COVID-19 environment suggests both the probability of default and loss given default
could rise for the reasons outlined above.
Management has undertaken sensitivity analysis applying a higher probability of default against
at risk loans and reducing underlying security valuations using the system property valuations at 31
March 2020 to identify the potential financial impact:
-          a 2% probability of default would result in a loss of $14,721
-          a 5% probability of default would result in a loss of $36,802
-          a 10% probability of default would result in a loss of $73,604
-          a 5% drop in property market values would result in a loss of $7,360.
-          a 15% drop in property values would result in a loss of $10,951.
-          a 25% drop in property values would result in a loss of $14,189.
The above sensitivity analysis has been applied to loans which are considered to have a higher risk
due to their LVR’s exceeding 70%, their terms being interest only or their maturity being over 15
years. The analysis factors in the expected selling costs of the property.
Mar 20

Mar19

$

$

$

$

55,923

55,923

Accumulated depreciation

(55,366)

(54,965)

TOTAL OFFICE EQUIPMENT

557

958

958

1,733

(401)

(775)

557

958

Call shares

8,115,514

7,661,353

Term shares

25,795,622

18,376,708

TOTAL SHARES

33,911,136

26,038,061

9.

OFFICE EQUIPMENT

(A) OFFICE EQUIPMENT
At cost

(B) MOVEMENTS IN CARRYING AMOUNTS
Balance at beginning of period
Depreciation Expense
CARRYING AMOUNT AT END OF PERIOD
10.

REDEEMABLE SHARES

Shares are classified as financial liabilities because they are repayable on demand for call shares, and
repayable at the end of the term for term shares and the total expected cashflows attributable to
the shares are not based on the profit or change in fair value of net assets.
Term shares are invested for terms between one to 24 months. At 31 March 2020 interest rates on
term shares ranged from 2.30% to 3.10% (31 March 2019 – 2.75% to 3.50%).
Call shares interest rates at 31 March 2020 ranged from 1.10% to 1.75% (31 March 2019 – 2.00% to
2.50%).
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11. CASH FLOW STATEMENT RECONCILIATION
Reconciliation of cash flow from operating activities with operating profit
Mar-20

Mar-19

$

$

223,369

324,946

-

-

Depreciation

401

775

Deferred Tax

(12,224)

(1,826)

Net Operating Profit/(Loss) after Tax
Non Cash Items

(Increase) / Decrease in Fair Value of Investment Securities

35,032

10,750

(150,000)

(285,000)

1,640

(2,282)

0

13,427

4,728

(5,064)

Increase/(decrease) in Taxation Payable

38,130

(63,772)

Increase/(decrease) in Accounts Payable

(3,900)

2,904

Increase/(decrease) in Accrued Interest Payable

30,258

16,957

Increase/(decrease) in Accrual for Directors’ Fees

(3,158)

2,000

Net (increase)/decrease in Advances on Mortgage

1,350,250

(3,851,584)

Net increase/(decrease) in Redeemable Shares

7,842,818

538,611

9,357,344

(3,299,158)

(Increase)/Decrease in Fair Value of Investment Property
Changes in Assets and Liabilities
(Increase)/decrease in Prepayments
(Increase)/decrease in Accounts Receivable
(Increase)/decrease in Accrued Interest Receivable

NET OPERATING CASHFLOW
12.

RISK MANAGEMENT OBJECTIVES AND POLICIES

The board has endorsed a policy of compliance and risk management to suit the risk profile of the Building Society.
Key risk management policies encompassed in the overall risk management framework include:
- Liquidity risk management
- Market risk management
- Credit risk management
- Capital adequacy management
The Building Society has undertaken the following strategies to minimise the risks arising from financial
instruments:
(a) Liquidity risk
Liquidity risk is the risk that the Building Society may encounter difficulties raising funds to meet commitments associated with financial liabilities. It is the policy of the Board of Directors that the Building Society maintains adequate cash reserves and committed credit facilities (refer note 21) so as to meet member
withdrawal demands when requested.
The Building Society manages liquidity risk by:
- Continuously monitoring forecast and actual daily cash flows
- Reviewing the maturity profiles of financial assets and liabilities
- Maintaining adequate reserves, liquidity support facilities and reserve borrowing facilities
The Building Society’s policy is to maintain at least 15% of total assets less equity as liquid assets (i.e. cash
and cash equivalents, investment securities and standby bank facilities) capable of being converted to
cash within 30 days. Should the liquidity ratio fall below this level, the management and board are to
address the matter and ensure that liquid funds are obtained from new deposits or borrowing facilities
available.
Liquidity Ratio (including Bank facilities)
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12.
RISK MANAGEMENT OBJECTIVES AND POLICIES – Cont’d
		
(a) Liquidity risk - cont’d
The ability to demand repayment of all member loans provides the Building Society with potential access
to funds if some or all members’ shares required repayment. The Building Society also has the right at any
time to require a fourteen days notice period for repayment of term redeemable shares. The Building Society also has bank facilities (refer Note 21). The Maturity Profile – (note 13) provides more detail of liquidity
risk.		
			
Priority of Creditors Claims		
In liquidation or insolvency, claims by redeemable shareholders will rank equally with other redeemable
shareholders, and behind unsecured creditors and those creditors given priority by Law.		
			
(b) Market risk		
The Building Society is exposed to interest rate risk arising from changes in market interest rates. The Building Society is not exposed to any currency risk. The Building Society does not trade in the financial instruments it holds on its books.		
			
Interest rate risk is the risk of loss to the Building Society arising from adverse changes in interest rates. The
Building Society is exposed to interest rate risk in respect of its following activities: borrowing from and
lending to customers and investing in money market instruments. Changes in interest rates can impact the
Building Society’s financial results by affecting the spread earned on interest earning assets and interest
paying liabilities and impacting on the market value of other financial instruments held.		
			
The policy of the Building Society to manage the risk is to maintain a balanced “on book” strategy by ensuring the net interest rate gaps between financial assets and liabilities are not excessive. 		
			
The interest repricing profile and interest sensitivity analysis details are provided in Note 14.		
			
(c) Credit risk – Advances on Mortgage			
Credit risk is the risk that the other party to a financial instrument will fail to discharge their obligation resulting in the Building Society incurring a financial loss. This usually occurs when debtors fail to settle their
obligations owing to the Building Society		
			
The nature of the Building Society’s activities as a financial intermediary necessitates the Building Society
dealing in financial instruments that contain an inherent element of credit risk. Credit exposure means
the amount of the maximum loss that the Building Society could incur as a result of the counterparty to a
contract failing to discharge its obligations, without taking into account the value of collateral, guarantees,
indemnities, other support arrangements and any potential recoveries. The Building Society’s activities are
conducted within the bounds of prudent and conservative banking practice.		
			
Loans can only be made to Building Society members. The Building Society has a lending policy that requires various levels of security for loans.		
			
The Building Society has established policies or procedures over the:
Credit assessment and approval of loans and facilities covering acceptable risk assessment
		
and security requirements. Maximum loan to value ratios are 80% (Residential), 60%
		
(Commercial) and 50% (Rural).
Limits of exposure over the value to individual borrowers, commercial lending and concen
		
trations to geographic and industry groups considered at high risk of default
Reassessing and review of the credit exposures on loans and facilities
Establishing appropriate provisions to recognise the impairment of loans
Debt recovery procedures.
			
The risk of losses from the loans undertaken is primarily reduced by the nature and quality of the security
taken. All loans require a first registered mortgage as collateral security which the Building Society can
enforce by disposing of the secured assets in the event of default. The board policy is to maintain the loans
in well secured mortgages.		
			
Refer Note 15 for further details of credit risk.		
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12.
RISK MANAGEMENT OBJECTIVES AND POLICIES – Cont’d		
			
(d) Credit risk – Investment securities and cash and cash equivalents
Credit risk is the risk that the other party to a financial instrument will fail to discharge their obligation
resulting in the Building Society incurring a financial loss. This occurs when debtors fail to settle their obligations owing to the Building Society.		
			
The board policy is to place the investments either with New Zealand registered banks or other board approved entities which carry an investment grade rating (BBB). The maximum investment with any one New
Zealand registered bank is not to exceed $6,000,000. This policy limit has been exceeded for deposits with
Westpac while additional banking facilities are put in place.		
			
The risk of losses from the liquid investments undertaken is reduced by the nature and quality of the independent rating of the investee and the limits to concentration on one entity.		
			
Refer Note 15 for further details of credit risk		
			
(e) Capital management
To manage the Building Society’s capital (referred to as equity in the statement of financial position), which
can be affected by excessive growth and by changes in total assets, the Building Society regularly reviews
the capital adequacy ratio to ensure it is above 12% and monitors major movements in the asset levels.
			
The capital adequacy requirement is defined and set out in the Deposit Takers (Credit Ratings, Capital
Ratios and Related Party Exposures) Regulations 2016 and Non Bank Deposit Takers (Credit Rating Minimum
Threshold) Exemption Notice 2016 is incorporated into the Trust Deed. The minimum required capital adequacy ratio for the Building Society is 12%. The capital adequacy ratio at balance date is 17.40% (31 March
2019 – 17.63%). The Society has complied with the Capital adequacy requirement throughout the year.
			
			
13.
MATURITY PROFILES		
Monetary assets and liabilities have differing maturity profiles depending on the contractual term, and in
case of loans the repayment amount and frequency. The associated table shows the period in which different financial assets and liabilities held will mature and be eligible for renegotiation or withdrawal. In the
case of loans, the table shows the period over which the principal outstanding will be repaid based on the
remaining period to the repayment date assuming contractual repayments are maintained.
		
			
The Contractual Maturity Profile indicates a significant liquidity deficiency for the 1 to 3 month, 3 to 6
month and 6 to 12 month periods from 31 March 2020. In order to help manage the potential mismatch
and meet its obligations as they fall due the Building Society has available credit facilities with its bank
(refer note 21 for details). Further, no account is taken of possible early loan repayments and all loans to
members are payable on demand. The contractual profile assumes that all shares are repaid when they
mature. 		
			
The Expected Maturity Profile has been prepared on the following bases
Cash & cash equivalents have been calculated to ensure a positive net liquidity gap;
Advances on mortgage have been calculated based on contractual repayments increased 		
by estimated early repayments spread on a straight line basis;
Redeemable shares have been calculated as being reinvested at a 90% rate. This compares 		
conservatively with the recent historical reinvestment rates. Based on experience for the 		
past three years the Building Society normally achieves high re-investment rates as follows 		
31 March 2020 - 95%, (31 March 2019 – 96%).
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-

Advances on Mortgage

-

Advances on mortgage

(2,120,987)
(2,120,987)

NET LIQUIDITY GAP – CUMULATIVE

-

(2,120,987)

8,115,514

-

8,115,514

-

Net Liquidity Gap

(Refer Note 20)

Unrecognised Mortgage Commitments

NET MONETARY ASSETS

TOTAL MONETARY LIABILITIES

Interest Payable

Redeemable Shares

Trade Payables

MONETARY LIABILITIES

TOTAL MONETARY ASSETS

5,994,527

-

Investment securities

Interest Receivable – sub total

-

Cash and cash equivalents

Interest Receivable

-

5,994,527

On
Demand

Investment Securities

Cash and Cash Equivalents

MONETARY ASSETS

Mar-20

13. MATURITY PROFILE – Cont’d

(6,005,463)

(3,884,476)

(2,630,683)

(2,186,475)

3,818,988

-

3,818,988

5,106,300

2,406,411
(1,253,793)

97,049

5,009,251

-

8,925,288

157,750

152,202

5,548

-

220,174

3,453

8,543,911

1–3
Months

42,669

2,350,405

13,337

1,152,618

79,081

77,367

-

1,714

68,470

-

1,005,067

Within
1 Month

-

-

(12,902,486)

(10,716,011)

-

(10,716,011)

11,076,311

183,179

10,893,132

-

360,300

233,243

224,243

9,000

-

127,057

3–6
Months

-

-

(18,754,687)

(5,852,201)

-

(5,852,201)

6,783,975

182,989

6,600,986

-

931,774

459,672

441,672

18,000

-

472,102

6 – 12
Months

-

-

-

5,057,742

-

5,057,742

-

-

-

-

5,057,742

2,287,573

2,278,573

9,000

-

2,287,404

482,765

2–5
Years

(17,613,785) (12,556,043)

1,140,902

-

1,140,902

995,500

53,652

941,848

-

2,136,402

885,533

849,533

36,000

-

1,250,869

1–2
Years

CONTRACTUAL MATURITY TIMEFRAME
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-

-

11,209,864

23,765,907

-

23,765,907

-

-

-

-

23,765,907

8,528,499

8,528,499

-

-

15,237,408

Over 5
Years

11,209,864

(2,630,683)

13,840,547

34,484,011

559,538

33,911,136

13,337

48,324,558

12,631,351

12,552,089

77,548

1,714

19,663,484

486,218

15,543,505

Total

26

-

-

31,618

(4,587,221)
(4,587,221)

NET LIQUIDITY GAP – CUMULATIVE

-

(4,587,221)

(7,540,682)

(2,953,461)

(2,189,692)

(763,769)

1,745,329

7,661,353

1,685,951

27,760

981,560

90,640

7,661,353

-

3,074,132

Net Liquidity Gap

(Refer Note 20)

Unrecognised Mortgage Commitments

NET MONETARY ASSETS

TOTAL MONETARY LIABILITIES

Interest Payable

Redeemable Shares

Trade Payables

MONETARY LIABILITIES

TOTAL MONETARY ASSETS

Interest Receivable – sub total

-

-

Investment securities

Advances on mortgage

89,121

1,519

86,087

804,833

Within
1 Month

3,074,132

On
Demand

-

Cash and cash equivalents

Interest Receivable

Advances on Mortgage

Investment Securities

Cash and Cash Equivalents

MONETARY ASSETS

Mar-19

13. MATURITY PROFILE – Cont’d

(7,699,738)

-

(7,699,738)

(9,575,839) (17,275,577)

(2,035,157)

-

(2,035,157)

157,844
8,930,932

86,402

8,773,088

-

1,231,194

270,377

259,815

5,867

4,695

152,487

307,502

500,828

3–6
Months

3,850,797

3,764,395

-

1,815,640

190,458

176,216

5,647

8,595

115,460

3,354

1,506,368

1–3
Months

-

-

-

1,752,486

-

1,752,486

-

-

-

1,752,486

1,007,468

971,468

36,000

-

745,018

1–2
Years

-

-

5,929,358

-

5,929,358

-

-

-

5,929,358

2,779,630

2,670,151

109,479

-

3,149,728

2–5
Years

(20,229,369) (18,476,883) (12,547,525)

(2,953,792)

-

(2,953,792)

4,267,725

114,451

4,153,274

-

1,313,933

534,699

507,699

27,000

-

779,234

6 – 12
Months

CONTRACTUAL MATURITY TIMEFRAME
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-

11,686,927

24,234,452

-

24,234,452

-

-

-

24,234,452

7,733,609

7,733,609

-

-

15,983,046

517,797

Over 5
Years

11,686,927

(2,189,692)

13,876,619

26,456,136

390,315

26,038,061

27,760

40,332,755

12,606,881

12,408,079

183,993

14,809

21,011,060

828,653

5,886,161

Total

27

4.84%

Advances on Mortgage

-

Advances on mortgage

719,763
719,763

Net Liquidity Gap

NET LIQUIDITY GAP – CUMULATIVE

(Refer Note 20)

-

719,763

NET MONETARY ASSETS

Unrecognised Mortgage Commitments

111,237

0

111,237

-

TOTAL MONETARY LIABILITIES

Interest Payable

Redeemable Shares

Trade Payables

MONETARY LIABILITIES

TOTAL MONETARY ASSETS

831,000

-

Investment securities

Interest Receivable – sub total

-

-

-

831,000

On
Demand

Cash and cash equivalents

2.82%

7.20%

Investment Securities

Interest Receivable

1.68%

Interest
Rate

Effective

Cash and Cash Equivalents

MONETARY ASSETS

Mar-20

13. MATURITY PROFILE – Cont’d

725,224

5,461

(24,000)

29,461

819,926

42,669

763,920

13,337

849,387

80,918

79,204

-

1,714

68,469

-

700,000

Within
1 Month

1,969,654

1,244,430

(554,000)

1,798,430

1,647,663

88,982

1,558,681

-

3,446,093

222,467

158,066

5,548

58,853

1,220,174

3,452

2,000,000

1–3
Months

3,060,376

1,090,722

(1,400,000)

2,490,722

1,913,966

295,774

1,618,192

-

4,404,688

277,631

222,336

4,842

50,453

1,127,057

-

3,000,000

3–6
Months

-

-

5,121,274

2,060,898

(50,000)

2,110,898

9,320,435

4,199,161

(384,324)

4,583,485

3,053,304

722,280

203,889
863,988

2,331,024

-

7,636,789

885,920

715,143

19,367

151,410

5,250,869

-

1,500,000

1–2
Years

660,099

-

2,974,886

502,784

417,396

9,683

75,705

2,472,102

6 – 12
Months

EXPECTED MATURITY TIMEFRAME

22,215,158

1,640,941

20,574,217

-

5,917,499

867,585

419,234

-

448,351

1,237,409

-

3,812,505

Over 5
Years

-

15,840,968

(456,691)

6,520,533 (16,297,659)

-

6,520,533 (16,297,659)

7,716,111

1,422,345

6,293,766

-

14,236,644

1,766,475

1,383,003

4,842

378,630

8,287,404

482,765

3,700,000

2–5
Years
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(456,691)

(2,412,324)

1,955,633

38,341,353

4,416,880

33,911,136

13,337

40,296,986

4,603,780

3,394,382

44,282

1,165,116

19,663,484

486,217

15,543,505

Total

28

5.03%

Advances on Mortgage

-

Advances on mortgage

719,763
719,763

Net Liquidity Gap

NET LIQUIDITY GAP – CUMULATIVE

(Refer Note 20)

-

719,763

NET MONETARY ASSETS

Unrecognised Mortgage Commitments

111,237

-

111,237

-

TOTAL MONETARY LIABILITIES

Interest Payable

Redeemable Shares

Trade Payables

TOTAL MONETARY ASSETS

TOTAL MONETARY ASSETS

831,000

-

Investment securities

Interest Receivable – sub total

-

-

-

831,000

On
Demand

Cash and cash equivalents

3.10%

6.98%

Investment Securities

Interest Receivable

2.52%

Interest
Rate

Effective

Cash and Cash Equivalents

MONETARY ASSETS

Mar-19

13. MATURITY PROFILE – Cont’d

953,178

233,415

-

233,415

643,311

31,618

583,933

27,760

876,726

90,640

89,121

-

1,519

86,086

-

700,000

Within
1 Month

1,179,416

226,238

(1,025,000)

1,251,238

1,293,518

86,402

1,207,116

-

2,544,756

190,458

176,216

5,647

8,595

115,460

3,353

2,235,485

1–3
Months

835,644

(343,772)

(500,000)

156,228

1,532,797

240,150

1,292,647

-

1,689,025

279,036

259,815

5,867

13,354

152,487

307,502

950,000

3–6
Months

-

-

-

690,094

1,315,237

479,593

(250,000)

729,593

338,509

(976,728)

(414,692)

(562,036)

2,343,998

183,751
599,078

1,653,904

-

1,781,962

1,036,944

971,468

36,000

29,476

745,018

1–2
Years

415,327

-

1,328,671

549,437

507,699

27,000

14,738

779,234

6 – 12
Months

EXPECTED MATURITY TIMEFRAME

-

-

142,661

(195,848)

-

(195,848)

6,213,634

1,748,094

4,465,540

-

6,017,786

2,868,058

2,670,151

109,479

88,428

3,149,728

2–5
Years
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7,194,517

7,051,856

-

7,051,856

18,558,604

2,250,247

16,308,357

-

25,610,460

7,939,940

7,733,609

-

206,331

15,983,047

517,797

1,169,676

Over 5
Years

7,194,517

(2,189,692)

9,384,209

31,296,177

5,230,356

26,038,061

27,760

40,680,386

12,954,513

12,408,079

183,993

362,441

21,011,060

828,652

5,886,161

Total
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14.

INTEREST REPRICING PROFILE AND INTEREST SENSITIVITY ANALYSIS

Interest Repricing Profile
The Building Society’s repricing profile interest rate repricing timeframes are set out below. The effective
weighted average interest rate on classes of financial assets and financial liabilities are also included in the table
below. Only interest sensitive financial assets and liabilities have been included.
REPRICING TIMEFRAME
Mar 20

Weighted
Average
Rate
%

0-6
Months

6 - 12
Months

1 - 2 years

2 - 5 years

Total

-

-

15,543,505

MONETARY ASSETS
Cash and Cash Equivalents

1.68%

15,543,505

-

Investment Securities

7.20%

486,218

-

-

-

486,218

Advances on Mortgage

4.84%

10,845,700

6,704,545

2,113,239

-

19,663,484

26,875,423

6,704,545

2,113,239

-

35,693,207

TOTAL MONETARY ASSETS

MONETARY LIABILITIES
Redeemable Shares

2.82%

TOTAL MONETARY LIABILITIES
TOTAL MISMATCH

26,294,443

6,665,190

951,503

-

33,911,136

26,294,443

6,665,190

951,503

-

33,911,136

580,980

39,355

1,161,736

-

1,782,071

Mar-19
MONETARY ASSETS
Cash and Cash Equivalents

2.52%

5,886,161

-

-

-

5,886,161

Investment Securities

6.98%

307,502

-

521,151

-

828,653

Advances on Mortgage

5.03%

6,557,085

3,898,780

10,555,195

-

21,011,060

12,750,748

3,898,780

11,076,346

-

27,725,874

TOTAL MONETARY ASSETS

MONETARY LIABILITIES
Redeemable Shares

3.10%

21,846,809

4,166,242

25,007

-

26,038,058

TOTAL MONETARY LIABILITIES

21,846,809

4,166,242

25,007

-

26,038,058

TOTAL MISMATCH

(9,096,061)

(267,462)

11,051,339

-

1,687,816
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14.

INTEREST REPRICING PROFILE AND INTEREST SENSITIVITY ANALYSIS CONT’d

Sensitivity Analysis
The following table summarises the sensitivity of the Building Society’s financial assets and financial liabilities to 1% movement in interest rates on the Building Society’s financial results and position.
31-Mar-20

31-Mar-19

Carrying
Amount

-1% Profit +1% Profit
and Equity and Equity

Carrying
Amount

-1% Profit
and Equity

+1% Profit
and Equity

$

$

$

$

$

$

FINANCIAL ASSETS
Cash and Cash Equivalents

15,543,505

(79,327)

79,327

5,886,161

(51,872)

51,872

Investment Securities

486,218

(4,247)

4,247

828,653

(1,384)

1,384

Advances on Mortgage

19,663,484

(110,451)

110,451

21,011,060 (64,871)

(194,025)

194,025

(118,127)

118,127

(228,211)

228,211

26,038,061 (190,979)

190,979

(34,186)

34,186

(72,852)

72,852

Less: Taxation

9,572

(9,572)

20,399

(20,399)

NET IMPACT

(24,614)

24,614

(52,453)

52,453

64,871

FINANCIAL LIABILITIES
Redeemable Shares

33,911,136

Assumptions:
The method used in determining the sensitivity was to evaluate the profit based on the timing of the
interest repricing on loans and bank deposits for the next 12 months. The assumptions applied were that:
·         The interest rate change would be applied equally over all the financial assets.
·         The rate change would be as at the beginning of the 12-month period and no other rate changes
would be effective during the year.
·         Bank deposits and investment securities would all reprice to the new interest rate at the term matu
rity, or be replaced by deposit with similar terms and rates applicable.
·         The value and mix of mortgage loans will be unchanged.
·         Impaired loans would not generate a profit effect from interest rate changes.
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15. CREDIT RISKS
(a) Maximum credit risk exposure
The Building Society’s maximum credit risk exposure, without taking into account the value of any
collateral or other security, in the event other parties fail to perform their obligations under financial
instruments in relation to each class of recognised financial asset, is the carrying amount of those assets
as indicated in the Statement of Financial Position.

Cash and Cash Equivalents

Mar-20

Mar-19

$

$

15,543,505

5,886,161

486,218

828,653

19,663,484

21,011,060

2,412,324

2,026,923

38,105,531

29,752,797

Investment Securities
Advances on Mortgage
Outstanding loan commitments

(b) Concentrations of credit risk
Credit risk is currently managed in accordance with policies to reduce the Building Society’s exposure to
potential failure of counterparties to meet their obligations under the contract or arrangement.
The Building Society considers there is no concentration of credit risk on Advances on Mortgage with
respect to customer, industry or economic sector as the Building Society has a large, diversified number of
loans. Advances on mortgages are concentrated in Hawke’s Bay (refer Note 8). The Building Society considers there is no concentration of credit risk on investment securities or cash and cash equivalents with
respect to industry or economic sector as the Building Society spreads its investments and cash deposits
across various well rated banks with Standard and Poors (or equivalent) rating of BBB+ or better. There
are five counterparties for investment securities and cash and cash equivalents.
All counterparties to financial assets are based in New Zealand.
(c) Large counterparties
The Building Society has exposure to counterparties in excess of 10% of equity as follows:
Advances on Mortgage

Cash and Cash Equivalents and
Investments

3/31/2020

3/31/2020

3/31/2019

Greater than 100% of equity

3/31/2019

2

Between 90% and 100% of equity
Between 80% and 90% of equity
Between 70% and 80% of equity
Between 60% and 70% of equity

1

Between 50% and 60% of equity

1

Between 40% and 50% of equity
Between 30% and 40% of equity

1

Between 20% and 30% of equity

2

Between 10% and 20% of equity

7

6
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16.

CURRENT AND NON-CURRENT DISCLOSURES
Mar-20

Mar-19

15,543,505

5,886,161

5,489

7,129

-

11,939

Current and non-current assets and liabilities
Current assets
Cash and cash equivalents
Prepayments
Tax Receivable
Current portion of Advances on Mortgage

861,642

1,102,380

16,410,636

7,007,609

486,218

828,653

3,835,000

3,685,000

18,801,842

19,908,680

557

958

Total non-current assets

23,123,617

24,423,291

Total assets

39,534,253

31,430,900

32,969,289

26,038,061

Tax Payable

26,191

-

Accounts Payable

96,638

100,538

Provision for Directors Fees

37,842

41,000

33,129,960

26,179,599

Total current assets
Non current portion of Investment securities
Investment property
Non-current portion of Advances on Mortgage
Office Equipment

Current liabilities
Current portion of Redeemable Shares

Total current liabilities
Non-current portion of Redeemable Shares

941,846

-

Deferred taxation

128,664

140,888

1,070,510

140,888

34,200,470

26,320,487

Total non-current assets
Total liabilities
17.

CONCENTRATION OF FUNDING

The Building Society’s source of funding is redeemable shares. The funding is concentrated within the
Hawke’s Bay region of the North Island of New Zealand. The funding from members is recorded as Redeemable Shares in the Statement of Financial Position.

Hawke’s Bay
Rest of New Zealand
Overseas
Total Redeemable Shares

32

Mar-20

Mar-19

30,678,200

22,591,241

1,668,718

2,117,181

1,564,218

1,329,639

33,911,136

26,038,061
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18
FAIR VALUE OF ASSETS AND LIABILITIES AND FAIR VALUE HIERARCHY
		
(a)
Fair value hierarchy
The following fair value information provides an analysis of the assets and liabilities that are measured subsequent to initial recognition at fair value, grouped into Levels 1 to 3 based on the degree to which the fair
value is observable.		
•
Level 1 fair value measurements are those derived from quoted prices (unadjusted) in 		
active markets for identical assets or liabilities.
•
Level 2 fair value measurements are those derived from inputs other than quoted prices 		
included within level 1 that are observable for the asset or liability, either directly (i.e. as 		
prices) or indirectly (i.e. derived from prices).
•
Level 3 fair value measurements are those derived from valuation techniques that 			
include inputs for the asset or liability that are not based on observable market data
(unobservable inputs).
			
Investment securities classified as fair value through profit or loss (Level 1) and Investment Property (Level 3)
are the only items carried at fair value. The securities are valued using current market prices. Refer to note
6 for details of the fair value of investment securities and the effect of the fair value measurement on other
comprehensive income.		
			
For details of the valuation method, inputs and the effect of fair value measurement on profit or loss for
Investment Property, refer to note 7.		
			
(b)
Fair value of financial instruments not carried at fair value
Fair value has been determined on the basis of the present value of expected future cash flows under the
terms and conditions of each financial asset and financial liability except for investment securities carried
at amortised cost which are valued using current market prices on the New Zealand debt exchange. Significant assumptions used in determining the cash flows are that the cash flows will be consistent with the
contracted cash flows under the respective contracts. The information is only relevant to circumstances at
balance date and will vary depending on the contractual rates applied to each asset and liability, relative to
market rates and conditions at the time. No assets held are regularly traded by the Building Society. Investment securities are carried at fair value. The reported amount is $486,218.		
			
For other financial instruments not carried at fair value, the carrying amount approximates fair value for
the reasons detailed below. The fair value estimates were determined by the above methodologies and
following assumptions and are all level 3 for value measurements. 		
			
Cash and cash equivalents		
The reported amount approximates fair value because they are available on Call and attract interest at market rates.		
			
Advances on Mortgage		
Loans are comprised of a mix of floating rate and fixed rate loans. At the end of each reporting period their fair value is calculated using the average market rate for such loans that was in effect as at the
reporting date. The loan interest rates and market interest rates are similar and the loans are assessed for
impairment so the reported amounts approximate fair value. 		
			
Redeemable Shares		
The fair value of shares is calculated using average market rates. The share interest rates and market interest rates are similar so the reported amounts approximate fair value. 		
			
Other Liabilities		
The reported amount of trade and other payables approximates fair value because they are payable in a
short time frame.		
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19.

RELATED PARTY TRANSACTIONS
Mar-20

Mar-19

Shares at end of period

25,800

493,137

Interest paid

5,386

16,385

Shares at end of period

145,980

87,797

Interest paid

2,427

3,483

Advances on Mortgage at end of period

561,893

271,470

Interest paid

9,806

14,333

Directors Fees for the year (Short term benefit)

82,000

82,000

Owing to Directors (Directors Fees Payable)

37,842

41,000

Shares from Directors and key management personnel

Shares from Other Related Parties

Advances on mortgage to Other Related Parties

Key management personnel include the directors of the Building Society, the general manager and the
director of Brown Webb Richardson Ltd responsible for the management of the Building Society.
Other related parties are the spouses, children and other related party entities of the key management
personnel.
All shares and advance on mortgage transactions with directors and other related parties are at normal
commercial rates and terms, including the provision of security and settlement. No balances owing by directors or close family members have been written off or have a provision for expected credit loss against
them.
Williams Harvey Limited is a related party by virtue of one of its directors also being a director of the
Building Society. Valuation fees paid to Williams Harvey Limited during the year total $6,268.
The investment property is leased to Brown Webb Richardson Ltd. The rental of $205,500 (31 March 2019
- $205,500) is at market rates, as assessed by an independent valuer. There are no rental balances outstanding.
Brown Webb Richardson Ltd provided secretarial services to the Building Society to the value of $276,000
(31 March 2019 - $293,250). There are no balances outstanding.
Brown Webb Richardson Ltd have redeemable shares with the Building Society of $1,305 (31 March 2019
- $1,689).
20. COMMITMENTS
(a) Capital Commitments
There are no capital commitments as at 31 March 2020 (31 March 2019 - $nil).
(b) Outstanding Loan Commitments
Loans and credit facilities approved but not disbursed or drawn
at the end of the financial period:

2,412,324

2,189,692

(c) Sponsorship Commitments
The Building Society provided sponsorship of $nil (31 March 2019 - $1,438) to the Ramblers Cycling Club
as from January 2011. This sponsorship ceased on 31 May 2018.
The Building Society has provided sponsorship of $8,625 (31 March 2019 - $8,625) to the Cornwall Cricket
Club as from 1 November 2013. This is reviewed annually.
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20 .

COMMITMENTS - Cont’d

(d) Operating Lease Receivables on Investment Properties
Operating leases relate to the investment property owned by the Building Society
(a)

Leased to Brown Webb Richardson Ltd commencing 1 October 2014 for 12 years, with rights of renewal for
a further 12 years. All operating lease contracts contain market review clauses in the event that the lessee
exercises its option to renew. The lessee does not have an option to purchase the property at the expiry of the
lease period.

(b)

Leased to a café commencing 1 December 2015 for 7 years, with rights of renewal for a further 6 years. All operating lease contracts contain market review clauses in the event that the lessee exercises its option to renew.
The lessee does not have an option to purchase the property at the expiry of the lease period.

Rental income earned from the investment property during the period was $270,706 (31 March 2019 - $271,766). In
2020 and 2019 all direct operating expenses arising on investment property for the year were paid by the tenant.
All leases include a clause to enable upward revision of the rental charge on an annual basis according to prevailing
market conditions. The building society is exposed to changes in the residual value at the end of the current lease term
but typically enters into new operating leases and therefore will not immediately realise any reduction in residual
value at the end of these leases. The expectations about the future residual values are taken into account when calculating the fair value of the investment properties. Any material damage on these properties are mitigated by way of
insurance policies and physical property inspection.
Mar-20

Mar-19

Not later than 1 year

270,500

270,500

Later than 1 year and not later than 2 years

270,500

270,500

Later than 2 years and not later than 3 years

248,833

270,500

Later than 3 years and not later than 4 years

205,500

248,833

Later than 4 years and not later than 5 years

205,500

205,500

Later than 5 years

308,250

513,750

1,509,083

1,779,583

Bank overdraft facility

200,000

200,000

Business Finance Line

500,000

500,000

700,000

700,000

Non cancellable operating lease receivables

21.

STANDBY BORROWING FACILITIES

Of these facilities $nil was drawn down (31 March 2019 - $nil). Both facilities are with Westpac Bank and are subject
to annual review.
22.

CONTINGENT LIABILITIES

There are no contingent liabilities at 31 March 2020 (31 March 2019 $nil).
23.

EVENTS AFTER BALANCE DATE

Other than the continued impact of Covid 19 as outlined in note 2(h)there are no significant events that have occurred
after balance date that require reporting in these financial statements (31 March 2019: none).
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INDEPENDENT AUDITOR’S REPORT
To the Members of Heretaunga Building Society
Report on the Audit of the Financial Statements
Opinion
We have audited the financial statements of Heretaunga Building Society ('the Building Society') on pages 6
to 35, which comprise the statement of financial position as at 31 March 2020, and the statement of
comprehensive income, statement of changes in equity and statement of cash flows for the year then ended,
and notes to the financial statements, including significant accounting policies.
In our opinion, the accompanying financial statements present fairly, in all material respects, the financial
position of the Building Society as at 31 March 2020, and its financial performance and its cash flows for the
year then ended in accordance with New Zealand Equivalents to International Financial Reporting Standards
('NZ IFRS') and International Financial Reporting Standards ('IFRS').
Our report is made solely to the Members of the Building Society. Our audit work has been undertaken so
that we might state to the Members of the Building Society those matters we are required to state to them in
an auditor’s report and for no other purpose. To the fullest extent permitted by law, we do not accept or
assume responsibility to anyone other than the Members of the Building Society as a body, for our audit work,
for our report or for the opinions we have formed.

Basis for Opinion
We conducted our audit in accordance with International Standards on Auditing (New Zealand) ('ISAs (NZ)').
Our responsibilities under those standards are further described in the Auditor’s Responsibilities for the Audit
of the Financial Statements section of our report. We are independent of the Building Society in accordance
with Professional and Ethical Standard 1 (Revised) International Code of Ethics for Assurance Practitioners
(including International Independence Standards) (New Zealand) issued by the New Zealand Auditing and
Assurance Standards Board and the International Ethics Standards Board for Accountants’ Code of Ethics
for Professional Accountants (‘IESBA Code’), and we have fulfilled our other ethical responsibilities in
accordance with these requirements and the IESBA Code. We believe that the audit evidence we have
obtained is sufficient and appropriate to provide a basis for our opinion.
Other than in our capacity as auditor and provider of other assurance services we have no relationship with,
or interests in, Heretaunga Building Society. The provision of these other assurance services has not
impaired our independence.

Emphasis of Matter
As disclosed in Note 2 (h) of the financial statements, the valuation of the Building Society’s investment
properties and advances on mortgages have been impacted by the increased uncertainty associated with key
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management judgements arising as a result of the COVID-19 pandemic. All forward looking assumptions are
inherently more uncertain during these unprecedented times. Our opinion is not modified in this respect.

Key Audit Matters
Key audit matters are those matters that, in our professional judgement, were of most significance in our audit
of the financial statements of the current year. These matters were addressed in the context of our audit of
the financial statements as a whole, and in forming our opinion thereon, and we do not provide a separate
opinion on these matters.

Key Audit Matter

How our audit addressed the key audit matter

Valuation of advances on mortgages
As disclosed in Note 8 of the financial statements,

Our audit procedures among others included:

the Building Society has advances on mortgage

§

Evaluating the design and operating effectiveness of the
key controls over advances on mortgages including

assets of $19.7m.

origination, ongoing administration and monitoring of
arrears;

Advances on mortgage were significant to our audit
due to the size of the asset category and the

§

Assessing the Building Society’s methodology used in

subjectivity, complexity and uncertainty involved in

calculating the expected credit loss (ECL) to provide for

estimating expected credit loss against these

credit impairment in line with the requirements of NZ IFRS

assets.

9: Financial instruments (NZ IFRS 9);
§

recoverability of advances on mortgage;.

Due to COVID-19, and New Zealand entering into
level 4 lockdown just prior to year-end, this

§

Testing the accuracy of key inputs into the ECL model by
checking historic data from internal data sources;

judgement and complexity is heightened in respect
of assessing the impact on borrower cashflows,

Reviewing and challenging management’s assessment of

§

Assessing forward-looking economic assumptions against

security values, expected credit losses and the

external economic information and its application into the

underlying assumptions used to estimate these.

ECL model;

This forward-looking basis of assessment used in

§

Identifying at risk groups of non-impaired advances

calculating the expected credit losses using the

(through LVR portfolio analysis) and challenging whether

probability of future default and the amount of loss

these should be included in the ECL provision or whether

given default involves complex, subjective

additional disclosures were required;

estimation and judgement by management.

§

Assessing the Building Society’s accounting policies and
financial statement disclosures against the requirements
of NZ IFRS 9; and

§

Evaluating the disclosures in the financial statements
relating to COVID-19 and specifically the disclosure of the
potential impact on the determination of the ECL at
balance date.

Valuation of investment property
As disclosed in Note 7 of the financial statements,

Our audit procedures among others included:

the Building Society owns investment properties

§

valued at $3.8m. These properties comprise a

Reviewing the valuation reports for the Building Society’s
investment properties. We confirmed the valuation
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Key Audit Matter

How our audit addressed the key audit matter

commercial office and a retail building, both situated

approach for the properties was in accordance with

in Hastings, Hawkes Bay.

professional valuation standards and IFRS 13 Fair Value

The valuation was carried out by valuation firm,

Measurement and was suitable for determining the

Williams Harvey Limited (the valuer). The valuer

carrying value of the investment properties as at 31 March

was engaged by the Building Society and performed

2020;

their work in accordance with the International

§

Evaluating the valuer’s competence, capabilities and

Valuation Standards and the Australia and New

objectivity including assessing the valuer’s qualifications

Zealand Valuation and Property Standards. As

and expertise and to determine whether there were any

noted in Note 7, a director of the valuer became a

matters that might have impacted on their objectivity or

director of the Building Society during the financial

may have imposed scope limitations upon their work;

year and stepped aside from personally undertaking

§

Assessing the methodologies used and the

the valuations. Despite this there remains a

appropriateness of the key assumptions based on our

potential, perceived conflict of interest in the

knowledge of the market and comparison to similar

provision of valuation services for financial reporting

investment properties and valuations prepared by other

purposes.

valuers for similar property types;
§

Re-performing the calculations for the capitalisation

We identified the valuation of investment property

approach and discounted cash flow approach and

as a key audit matter as the fair value involves

reviewing the sensitivity of the rates used;

significant judgement and estimation, particularly in

§

selecting the appropriate valuation methodology and
in determining the underlying assumptions. The

used;
§

valuation is sensitive to key assumptions applied,
including the capitalisation rate, discount rate, and

Testing the accuracy and relevance of the input data
Assessing the impact of specific COVID-19 related
adjustments such as rent abatements;

§

Engaging an independent valuer, from Logan Stone Ltd,

terminal yield rate. The valuer considers market

to undertake a peer review of management’s valuations to

information when determining a market value for the

manage objectivity risk in relation to these valuations;

property.

§

Evaluating the disclosures relating to the investment
properties included in Notes 2(h) and 7 of the financial

Due to the uncertainties resulting from the COVID19 pandemic, the valuation was concluded on the

statements;
§

Updating our knowledge, through discussion with the

basis of ‘significant valuation uncertainty’ in

valuer subsequent to balance date, for any implications or

accordance with advice given by the Property

impacts on key valuation inputs compared to market

Institute of New Zealand (‘PINZ’). Consequently,

conditions at balance date.

less certainty and a higher degree of caution was
attached to the valuation as at 31 March 2020.
The Building Society has adopted the assessed
value determined by the valuer.

Information Other than the Financial Report and Auditor's Report Thereon
The Directors are responsible for the other information. The other information comprises the information
included in the Building Society’s annual report for the year ended 31 March 2020 (but does not include the
financial statements and our auditor’s report thereon).
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Our opinion on the financial statements does not cover the other information and we do not express any form
of audit opinion or assurance conclusion thereon.
In connection with our audit of the financial statements, our responsibility is to read the other information and,
in doing so, consider whether the other information is materially inconsistent with the financial statements or
our knowledge obtained in the audit or otherwise appears to be materially misstated.
If, based on the work we have performed , we conclude that there is a material misstatement of this other
information, we are required to report that fact. We have nothing to report in this regard.

Responsibilities of the Directors for the Financial Statements
The Directors are responsible on behalf of the Building Society for the preparation and fair presentation of the
financial statements in accordance with NZ IFRS and IFRS, and for such internal control as the Directors
determine is necessary to enable the preparation of the financial statements that are free from material
misstatement, whether due to fraud or error.
In preparing the financial statements, the Directors are responsible on behalf of the Building Society for
assessing the Building Society’s ability to continue as a going concern, disclosing, as applicable, matters
related to going concern and using the going concern basis of accounting unless the Directors either intend
to liquidate the Building Society or to cease operations, or have no realistic alternative but to do so.

Auditor’s Responsibilities for the Audit of the Financial Statements
Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are
free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes
our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted
in accordance with ISAs (NZ) will always detect a material misstatement when it exists. Misstatements can
arise from fraud or error and are considered material if, individually or in the aggregate, they could reasonably
be expected to influence the economic decisions of users taken on the basis of these financial statements.
A further description of the auditor’s responsibilities for the audit of the financial statements is located at the
External Reporting Board’s website at:
https://www.xrb.govt.nz/assurance-standards/auditors-responsibilities/audit-report-2/
The engagement partner on the audit resulting in this independent auditor’s report is Stuart Signal.

BAKER TILLY STAPLES RODWAY AUDIT LIMITED
Hastings, New Zealand
14 July 2020
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