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Dear Investor,
  
The directors of Fund Managers Otago Ltd are pleased to 
present the Annual Report of the NZ Mortgage Income Trust 
No. 2 Fund for the year ending 31 March 2009.
 
During the past year the Fund made a net profit 
before taxation of $508,000.  The Fund continued 
to provide stable returns to investors over the 
year under review and as you will be well aware 
distribution of income has been completed 
promptly and the directors are confident that 
the Fund will continue to produce competitive 
returns to unitholders while safeguarding their funds.
 
It is pleasing to note that the Funds under management have increased in these difficult 
times and it is anticipated that there will be continued growth in the year ahead.
 
Despite unsettled market conditions it has been a successful year and the directors 
sincerely appreciate your continuing support.

For and on behalf of the board of
FUND MANAGERS OTAGO LTD

JOHN FARRY 
Chairman

        

Chairman’s Statement
As at 31 March, 2009
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			   Notes	 12 Months	 5 Months
				    Mar 2009	 Mar 2008	
				    $	 $	
Revenue			 
	 Interest - mortgages		  600,818 	 173,651 		
	 Interest - bank deposits		  63,969 	 27,625 
	
Total Revenue			  664,787 	 201,276	
	
Less Expenses			
	 Management fees	 13 	 79,780 	 19,766
	 Trustees fees	 13 	 8,690 	 2,137
	 Audit fees		 9 	 12,798 	 1,200
	 Financial expenses   		  13,801	 2,701
	 Administration expenses		  27,487	 16,690
	 Allowance for impairment of investments		  14,000	 -
		
Total Expenses		  156,556 	 41,864	
	
Net Surplus			   $ 508,231 	 $ 159,412		

Statement of Changes in Equity  
For the period ended 31 March 2009

			   Notes	 12 Months	 5 Months
				    Mar 2009	 Mar 2008	
				    $	 $	
			 
Equity at the Beginning of the Year		  5,675,420	 - 

Surplus & Revaluations
	 Surplus for the period		  508,231 	 159,412		

Total Recognised Revenues & Expenses		   6,183,651 	 159,412	
Contributions & Distributions					   
	 Contributions from unitholders	 3 	 892,064	  5,688,998
	 Less distributions to unitholders		  502,929 	 172,990

Equity at the End of the Period	 	 $ 6,572,786 	 $ 5,675,420

Income Statement
For the year ended 31 March, 2009

The notes on pages 7 to 28 form an integral part of, and are to be read in conjunction with, these financial statements.
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				    Notes	 12 Months	 5 Months
					     Mar 2009	 Mar 2008	
					     $	 $	

Assets
	 National Bank cheque account		  4,986 	 4,987		
	 Bank deposits on call		  1,332,502 	 1,096,220
	 Accounts receivable	  	 56,299 	 -		
	 Mortgage interest due	 8 	 63,961 	 68,170
	 Mortgage penalty interest due	 8 	 5,883 	 -		
	 Tax refund due	 10 	 658 	 658		
	 Current portion of mortgage receivables	 11 	 1,321,820 	 1,006,679		
	 Mortgage receivables 	 11 	 3,912,280 	 3,604,806
				  
Total Assets			   6,698,389 	 5,781,520		
				    	
Liabilities
	 Accounts payable		  125,603 	 106,100
				  
Total Liabilities		  125,603 	 106,100
				  
Unitholders’ Funds
	 Unitholders’ funds	 3 	 6,581,062 	 5,688,998
	 NZ Mortgage Income Trust reserve fund	 6 	 - 	 -		
	 Accumulated income	 7 	 (8,276) 	 (13,578)		
						    
Total Equity			   $ 6,572,786 	 $ 5,675,420
	  			 
Total Equity & Liabilities		   $ 6,698,389 	 $ 5,781,520		
	
							       	
	

	 Signed for on behalf of the Manager,	 Signed for on behalf of the Trustee,		
	 Fund Managers Otago Limited		  Trustees Executors Limited			 

							     
	 Director					    Director	
	

				  
	 Fund Managers Otago Limited		  Trustees Executors Limited			 
						    
	 Director					    Director	
	

	 Fund Managers Otago Limited		  Trustees Executors Limited			 
			 

	 Date:    30 June         2009

The notes on pages 7 to 28 form an integral part of, and are to be read in conjunction with, these financial statements.

Balance Sheet
As at 31 March, 2009
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The notes on pages 7 to 28 form an integral part of, and are to be read in conjunction with, these financial statements.

		  Notes	 12 Months	 5 Months
			   Mar 2009	 Mar 2008	
			   $	 $		

Cashflows from Operating Activities					   
	 Cash was provided from:			 
	 Interest received		  606,814 	 133,106		
 			   606,814 	 133,106 
						    
	 Cash was applied to:					   
	 Payments to suppliers		  80,690	  5,422 		
	 Tax paid		  - 	 658 		
			   80,690 	 6,080
	  		
Net Cash Inflow from Operating Activities		  526,124 	 127,026		
	
Cashflows from Investing Activities					   
	 Cash was applied to:					   
	 Net purchase / (sale) of investments		  636,615 	 4,611,485
			   636,615 	 4,611,485	  	
	
Net Cash Inflow / (Outflow) from Investing Activities		  (636,615) 	 (4,611,485)		

Cashflows from Financing Activities					   
	 Cash was provided from:					   
	 Unitholders funds		  1,797,204	  5,809,266 		
			   1,797,204	  5,809,266		
	
	 Cash was applied to:					   
	 Distributions to unitholders		  545,292 	 103,332		
	 Repayment of unitholders funds		  905,140 	 120,268	
			   1,450,432 	 223,600		

Net Cash Inflow from Financing Activities		  346,772 	 5,585,666 		

Net Cash Inflow / (Outflow)		  236,281 	 1,101,207		
	 Plus opening cash carried forward		  1,101,207 	 -		
	 Ending cash carried forward		  1,337,488 	 1,101,207
				  
	 Cash consists of:					   
	 National Bank cheque account		  4,986 	 4,987		
	 Bank deposits on call	  	 1,332,502 	 1,096,220
			   1,337,488 	 1,101,207	
		   

Statement of Cash Flows
For the year ended 31 March, 2009
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The notes on pages 7 to 28 form an integral part of, and are to be read in conjunction with, these financial statements.

		  Notes	 12 Months	 5 Months
			   Mar 2009	 Mar 2008	
			   $	 $
RECONCILIATION OF NET SURPLUS  
AFTER TAXATION WITH NET CASHFLOW  
FROM OPERATING  ACTIVITIES					   
			 
	 Net surplus after taxation		  508,231 	 159,412
	
	 Plus / (less) items not involving cashflows
	 Allowance for impairment of investments		  14,000 	 -
			   522,231 	 159,412		
		   				  
	 Movements in working capital 		
	 (Increase) / decrease in accounts receivable		  (56,299) 	 -		
	 Increase / (decrease) in taxation 		  - 	 (658)		
	 Increase / (decrease) in accounts payable		   61,866 	 36,442		
	 (Increase) / decrease in mortgage interest due		  (1,674) 	 (68,170)

			   3,893 	 (32,386)

	 Net cash inflow from operating activities		  526,124 	 127,026	

Statement of Cash Flows (Cont.)
For the year ended 31 March, 2009
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Notes to the Financial Statements 
For the Year Ended 31 March, 2009
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1.	 Statement of Accounting Policies
 
Reporting Entity 
 
NZ Mortgage Income Trust (No. 2 Fund) Group Investment Fund (“the Fund”) is a group investment 
fund.  The Fund is a profit-orientated entity, which was formed on 18 October, 2007 and commenced 
operation on 12 November, 2007. It is registered under the Trustee Companies Act 1967.  NZ Mortgage 
Income Trust (No. 2 Fund) Group Investment Fund is an issuer for the purposes of the Financial Reporting 
Act 1993.  The financial statements of NZ Mortgage Income Trust (No. 2 Fund) Group Investment Fund 
have been prepared in accordance with the Financial Reporting Act 1993 and with the provisions of the 
Trust Deed.

The principal activity of the Fund is to provide investment in a diversified portfolio of nationwide first 
registered mortgages, to provide regular income to unitholders.

These financial statements have been prepared for NZ Mortgage Income Trust (No. 2 Fund) Group 
Investment Fund by Fund Managers Otago Limited (the Manager), on behalf of Trustees Executors 
Limited (the Trustee), in accordance with the Trustee Companies Act 1967, the Financial Reporting Act 
1993 and the provisions of the Trust Deed.

The financial statements were authorised for issue by the Directors on 30 June, 2009.
 
Statement of Compliance 
 
The financial statements have been prepared in accordance with Generally Accepted Accounting 
Practice in New Zealand (“NZ GAAP”).  They comply with New Zealand Equivalents to International 
Financial Reporting Standards (“NZ IFRS”) and other applicable financial reporting standards as 
appropriate for profit-oriented entities.  Compliance with NZ IFRS ensures that the financial statements 
comply with International Financial Reporting Standards (“IFRS”) 

Basis of Preparation
 
The financial statements have been prepared on a historical cost basis except for the revaluation of 
certain items for which accounting policies are stated below.

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

The financial statements are presented in New Zealand dollars, rounded to the nearest one dollar.

The accounting policies set out below have been applied in preparing the financial statements for the 
period ended 31 March, 2009 and the comparative information presented in these financial statements 
for the first operating period for the Fund at 31 March, 2008.

The financial statements have been prepared on the going concern assumption.  The basis for this 
assumption is detailed in note 15 (h).

Critical Judgements in Applying Accounting Policies

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

Judgements made by management in the application of NZ IFRS that have significant effects on the 
financial statements and estimates with a significant risk of material adjustments in the next year are 
disclosed, where applicable, in the relevant notes to the financial statements. 
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2.	 Summary of Specific Accounting Policies

The principal accounting policies applied in the preparation of the financial report are set out below.  
These policies have been consistently applied unless otherwise stated.

a)	 Goods & Services Tax

	 The Fund is GST registered only for the purposes of returning GST on rental income received on 
repossessed properties being rental income received between repossession and sale by the Fund and 
the sale of any repossessed properties when GST is payable.  All other items in the financial statements 
have been shown inclusive of GST.

b)	 Taxation

	 Current Tax
	 The reporting entity is a Group Investment Fund for the purposes of the Income Tax Act 2007 and 

accordingly is taxed as a trust.  Usually all income of the Fund is allocated to unitholders throughout 
the income year or is paid and applied within six months of year end.  In these circumstances the Fund 
will have no liability for income tax.  To the extent income is retained by the Fund it will be taxable to 
the Fund at 33%.  

	 Deferred Tax
	 Deferred tax is accounted for using the comprehensive balance sheet liability method in respect of 

temporary differences arising from differences between the carrying amount of assets and liabilities in 
the financial statements and the corresponding tax base of those items.

	 In principle, deferred tax liabilities are recognised for all taxable temporary differences.  Deferred tax 
assets are recognised to the extent that it is probable that sufficient taxable amounts will be available 
against which deductible temporary differences or unused tax losses and tax offsets can be utilised.  
However, deferred tax assets and liabilities are not recognised if the temporary differences giving rise 
to them arise from the initial recognition of assets and liabilities (other than as a result of a business 
combination) which affects neither taxable income nor accounting profit. 

	 Current & Deferred Tax for the Period
	 Current and deferred tax is recognised as an expense or income in the income statement, except 

when it relates to items credited or debited directly to equity, in which case the deferred tax is also 
recognised directly in equity, or where it arises from the initial accounting for a business combination, 
in which case it is taken into account in the determination of goodwill or excess.

c)	 Mortgage Receivables

	 The mortgage portfolio is initially recognised at fair value and subsequently measured at amortised 
cost using the effective interest method less any losses due to impairment.  The recovery of mortgage 
receivables is reviewed on an ongoing basis and debts which are determined to be unrecoverable 
are written off.  A provision for impairment is recorded where there is information available to the 
Fund that recovery of all amounts as specified under the original terms of the mortgage agreement 
is not likely.  Any difference between the assets carrying amount and the present value of discounted 
cashflows at the effective interest rate, represents the provision for impairment.  The amount of this 
provision is recognised in the Income Statement.

d)	 Financial Assets

	 Financial assets are classified into the following specified categories: Financial assets ‘at fair value 
through profit or loss’ (FVTPL), ‘held-to-maturity’ (HTM), ‘available-for-sale’ (AFS) financial assets and 
‘loans and receivables’.  The classification depends on the nature and purpose of the financial asset and 
is determined at the time of initial recognition. 

	 The fund does not hold any financial assets classified as FVTPL, HTM or AFS.
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	 Loans & Receivables
	 Accounts receivable and mortgage receivables that have fixed or determinable payments that are not 

quoted in an active market are classified as loans and receivables.  Loans and receivables are initially 
recognised at fair value plus transaction costs and subsequently measured at amortised cost using the 
effective interest method, less any impairment.  Interest income is applied using the effective interest 
rate, except for short-term receivables when the recognition of interest would be immaterial.

	 Effective Interest Method
	 The effective interest method is a method of calculating the amortised cost of a financial asset, and of 

allocating interest income over the relevant period.  The effective interest rate is the rate that exactly 
discounts estimated future cash receipts (including any fees, discounts or premiums) through the 
expected life of the financial assets, or where appropriate, a shorter period.

	 Risk
	 The Fund’s activity exposes it to a variety of financial risks such as market risk (including interest rate 

risk), credit risk and liquidity risk.  The Fund’s management of these risks is discussed in note 15.

e)	 Revenue Recognition

	 Interest income comprises the fair value for the lending monies and is recognised on a  
time-proportional basis using the effective interest method.  

f)	 Revenue Recognition of Impaired Assets

	 When a mortgage receivable is impaired, the Fund reduces the carrying amount to its recoverable 
amount, being the estimated future cash flow discounted at original effective interest rate of the 
instrument, and continues unwinding the discount as interest income.  Interest income on impaired 
loans is recognised using the rate of interest used to discount the future cash flows for the purpose of 
measuring the impairment loss.

g)	 Impaired Assets, Past Due Assets & Restructured Assets

	 “Impaired assets” are any assets where the Manager considers that there is a measurable decrease in 
the estimated future cash flows from the asset.  Details of impaired assets are included in note 15 (l).  

	 At each reporting date, the Manager reviews the carrying amounts of mortgage receivables on an 
asset by asset basis to determine whether there is any indication that those assets have suffered an 
impairment loss.  If any such indication exists, the recoverable amount of the asset is estimated in order 
to determine the extent of the impairment loss (if any). A specific provision for impairments is created 
when recovery of principal and/or interest is not considered fully collectable in accordance with the 
terms of the loan contract.  A collective impairment is determined by the Manager after assessing the 
remaining mortgage receivables according to their credit risk characteristics and considering objective 
evidence of impairment events.

	 If the recoverable amount of an asset is estimated to be less than its carrying amount, the carrying 
amount of the asset is reduced to its recoverable amount. An impairment provision reduces the 
carrying amount of the mortgage receivable, and the amount of the estimated loss is recognised in 
the Income Statement as an expense immediately. When a mortgage security is realised the actual 
realisation is first recorded against the provision with any difference being recorded in the Income 
Statement. 

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

	 “Past due assets” are any assets which have not been operated by the counterparties within their key 
terms and which are not considered impaired assets. Details of past due assets are included in note 15(m).
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	 “Restructured assets” are assets which, were it not for the Fund agreeing to vary the original terms 
of the asset, would have been considered either past due or impaired.  These varied terms are not 
generally comparable with those offered to new borrowings with comparable risk and may often 
result in higher yields for the Fund.  No assets would ever be restructured on terms which might 
potentially result in increased risk for the Fund.  Details of restructured assets are included in note 15(n). 

	 If a restructured asset subsequently becomes past due or impaired it is classified accordingly and is no 
longer regarded as a restructured asset.

h)	 Accounts Payable

	 Accounts payable represents liabilities for goods and services provided to the Fund and that remain 
unpaid at the end of the period.  They are initially measured at fair value plus transaction costs and 
subsequently measured at amortised cost using the effective interest rate method. 

i)	 Statement of Cashflows

	 The Cash Flow Statement has been prepared using the direct method and is inclusive of GST, which is 
consistent with the method used in the Income Statement. The Cash Flow Statement represents gross 
amounts of cash flows.

	 Definition of terms used in the Cash Flow Statement:

	 “Cash” includes cash on hand, demand deposits, and other short-term highly liquid investments that 
are readily convertible to a known amount of cash and are subject to an insignificant risk of change in 
value.

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

	 “Investing activities” are those activities relating to the acquisition and disposal of current and  
non-current investments and any other non-current assets.

	 “Financing activities” are those activities relating to changes in the equity and debt capital structure of 
the Fund and those activities relating to the cost of servicing the Fund’s unitholder investments. 

j)	 Distributions

	 In accordance with the Trust Deed, distributable income is distributed to unitholders by way of cash or 
re-investment into the Fund.  A small percentage of income may be retained to help meet losses on 
individual loans.  This remains as undistributed income, and is recorded in the NZ Mortgage Income 
Trust (No.2 Fund) Capital Reserve (refer Note 6).

	 Distributions to unitholders comprise the income of the Fund to which unitholders are presently 
entitled.

	 Distributions are normally included in the accounts on a quarterly basis at the end of June, September, 
December and March. 
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k)	 Cash & Cash Equivalents

	 Cash and cash equivalents comprise cash on hand, demand deposits, and other short-term highly 
liquid investments with average maturities of six months or less, that are readily convertible to a known 
amount of cash and are subject to an insignificant risk of changes in value.

l)	 Accounts Receivable

	 Accounts receivable are measured on initial recognition at fair value plus transaction costs and are 
subsequently measured at amortised cost using the effective interest rate method.  Appropriate 
allowances for estimated irrecoverable amounts are recognised in the Income Statement when there is 
objective evidence that the asset is impaired.  The allowance recognised is measured as the difference 
between the asset’s carrying amount and the present value of estimated future cash flows discounted 
at the effective interest rate computed at initial recognition.

	 The carrying amount of the asset is reduced by the allowance account, and the amount of the loss is 
recognised in the Income Statement within expenses.  When an accounts receivable is uncollectible it 
is written off against the allowance account.

m)	 Standards and Interpretations Not Yet Effective

	 Standards and interpretations that have been issued or amended but are not yet effective and have 
not been adopted are as follows:

	 NZ IFRS 8

	  Title	 Operating segments.

	 Summary	 Specifies how an entity should report information about its operating 		
	 segments in annual financial reports.

	 Application Date of 	 Periods commencing on or after 1 January, 2009
	 Standard	

	 Impact on Financial	 NZ IFRS-8 is a disclosure standard so will have no impact on the amounts
	 Report	 included in the financial statements.  However, the amendments may result		

	 in changes to the operating segments disclosures included in the financial 		
	 report.

	 NZ IAS 1

	 Title	 Presentation of Financial Statements.

	 Summary	 Prescribes the basis for presentation of general purpose financial  
	 statements, guidelines for their structure and minimum requirements for 		
	 their structure.

	 Application Date of 	 Amendments apply for periods commencing on or after 1 January, 2009.
	 Standard	

	 Impact on Financial	 NZ IAS-1 is a disclosure standard so will have no impact on the amounts
	 Report	 included in the financial statements.  However, the amendments will 		

	 introduce a Statement of Comprehensive Income, make minor adjustments  
	 to the Statement of Changes in Equity and change the presentation 		
	 requirements for restatements or reclassification of items in the financial 		
	 statements.  The amendments will also remove the option of using 		
	 alternative titles for the financial statements. 
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n)	 Changes in Accounting Policies

	 There have been no changes in the accounting policies applied during the period.

3. 	 Unitholders’ Funds

12 Months
March 2009

5 Months
March 2008

$ $

Balance at the Beginning of the Period 5,688,998 -

Plus:
Investor funds – full $1 units purchased 1,587,044 5,732,070
Investor funds – distributions reinvested 210,100 77,171
Investor funds – full $1 units unissued 60 25

1,797,204 5,809,266
Less:
Investor funds – full $1 units withdrawn 905,140 120,268

Net contributions / (withdrawals) 892,064 5,688,998

Balance at the End of the Period $6,581,062 $5,688,998

12 Months
March 2009

5 Months
March 2008

$ % $ %

Unitholders’ Funds by Region

Otago / Southland 4,806,391 73.0 3,749,222 65.9

Other – New Zealand 86,544 1.3 265,841 4.7

New Zealand resident total 4,892,935 74.3 4,015,063 70.6

Overseas residents 1,688,127 25.7 1,673,935 29.4

$6,581,062 100% $5,688,998 100%

The Fund has elected to early adopt the Amendments to NZ IAS-1 and NZ IAS-32 relating to puttable 
instruments which were approved by the Accounting Standards Review Board on 18 February 2008.  The 
amendments are mandatory for reporting periods commencing on or after 1 January, 2009.  The effect of 
this early adoption is that units meet the definition of equity as defined in the amendment.  Similarly, any 
distributions are considered movements in equity.

Each unit issued represents a right to an individual share in the Fund per the Trust Deed.  There are no 
separate classes of units; all units have the same rights.  Funds are from Individuals, Trusts, Companies 
and Estates. 

Requests for units to be withdrawn that have been received but have not been paid by the Fund at 31 
March, 2009 were $2,000 (March, 2008 $Nil).
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4.	 Manager’s and Trustee’s Fees

The Manager is entitled to be paid an annual fee as may be agreed between the Manager and the 
Trustee. Currently, the annual fee for the Manager is 1.5% per annum of the gross value of the Fund plus 
GST (if any) calculated daily and paid quarterly in arrears from the distributable income.  In the quarter 
ended 30 June 2008 the Manager forgave 62% of the Manager’s fee, resulting in a Manager’s fee of 0.57% 
of the gross value plus GST (if any) of the Fund from 1 April 2008 to 30 June 2008. The Manager may 
pay commissions to law firms or other investment advisers for investment applications lodged through 
them, but any commissions are paid out of the Manager’s own funds.

The Trustee is entitled to be paid an annual fee as may be agreed between the Manager and the Trustee. 
Currently the Trustee receives an annual fee of up to 0.1% per annum of the gross value of the Fund plus 
GST (if any) up to the gross value of the Fund of $50,000,000 at which time the annual fee is reduced 
to 0.08% plus GST (if any) for those funds over $50,000,000. This is calculated daily and paid quarterly 
in arrears from the distributable income. There is a minimum fee of $7,500 plus GST (if any) per annum 
payable.  Refer to Note 13 for details of current period payments.

Both the Trustee and Manager are entitled to be reimbursed out of the Fund for all costs, expenses or 
liabilities incurred by either of them whilst acting for the Fund. Both the Trustee and the Manager are 
entitled to alter their fees by agreement between the Trustee and the Manager. The Manager’s and 
Trustee’s fees and expense reimbursements are payable out of the Fund and are not directly payable by 
investors. However, returns to investors are affected by these fees and expenses in that distributions to 
investors are made after the deduction of these fees and expenses from the Fund.

5.	 Contributions Received in Advance

Moneys received on 31 March, 2009 applying for units which had not been created by the Trustee at 
that date were $258 (March, 2008 $100).  The money received is included in accounts payable at the 
reporting date.  The units were issued in April 2009.

6.	 NZ Mortgage Income Trust (No.2 Fund) Capital Reserve

12 Months
March 2009

5 Months
March 2008

$ $

Balance at the Beginning of the Period - -

Plus transfer from accumulated income - -

Balance at the End of the Period $Nil $Nil

The Trust Deed allows the Manager to establish a capital reserve to help meet losses on individual loans 
by setting aside a very small part of the Fund’s income for that purpose.  The amount set aside will be 
reviewed from time to time.  Whilst it is prudent to establish a capital reserve, the Manager’s policy is to 
build up the reserve gradually to a level considered appropriate by the Manager.  Contributions to the 
capital reserve will not have a material effect on the level of income distributed to investors.  
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.
7.	 Undistributed Accumulated Income

12 Months
March 2009

5 Months
March 2008

$ $

Balance at the Beginning of the Period (13,578) -

Plus:

Net surplus for the period 508,231 159,412

Less:

Transfer to reserve fund - -

Distributions to unitholders 502,929 172,990

502,929 172,990

Balance at the End of the Period $(8,276) $(13,578)

The over distribution of income for the Fund for the comparative period ending 31 March, 2008 came 
about due to higher than anticipated expenditure for the Fund’s establishment costs.  The Manager has 
taken steps to reduce the risk of an over distribution reoccurring.  The negative accumulated income of 
the Fund was intended to have been reduced to nil in the reporting period.  However, the unexpected 
specific allowance for impairment recognised in the Income Statement reduced the undistributed 
accumulated income in the reporting period that would have returned the balance of accumulated 
income to nil as at 31 March, 2009.  The Manager now intends to return the accumulated income 
balance to nil by making a minor reduction to the return to unitholders for the first quarter of the next 
reporting period.

8.	 Mortgage Receivables Interest Due
12 Months

March 2009
5 Months

March 2008

$ $

Mortgage interest 63,961 68,170

Mortgage penalty interest 5,883 -

$69,844 $68,170

All mortgage receivables interest relates to mortgage lending on non impaired assets.

9.	 Remuneration to Auditors
12 Months

March 2009
5 Months

March 2008

$ $

Auditing the financial statements 10,081 1,200

Auditing the prospectus 2,717 -

Other non-audit services - -

$12,798 $1,200



15

Notes to the Financial Statements 
For the Year Ended 31 March, 2009

No. 2 Fund Group
Investment Fund

10.	 Taxation

a) Current Year Taxation 12 Months
March 2009

5 Months
March 2008

$ $

Net Surplus for the Period 508,231 159,412

Plus:

Allowance for impairment non deductible 14,000 -

Legal expenses non deductible - 10,684

522,231 170,096
Less:

Distributions to unitholders 502,929 172,990

Distribution payable to unitholders within six                
months of balance date 16,408 -

519,337 172,990

2,894 (2,894)

Less:

Loss carried forward from prior year 2,894 -

Taxable Surplus (Deficit) for the Period - $(2,894)

Taxation at 33 cents - -

b) Tax Payable (Refund due) 12 Months
March 2009

5 Months
March 2008

$ $

Balance at the Beginning of the Period (658) -

Plus:

Taxation on surplus for the period - -

Tax refunds received - -

- -
Less:

Terminal tax paid - -

Provisional tax paid - -

Resident withholding tax paid - 658

- 658

Balance at the End of the Period $(658) $(658)
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11.	 Investments

a) Mortgage Receivables 12 Months
March 2009

5 Months
March 2008

$ $

Mortgages $5,248,100 $4,611,485

Balance at Beginning of the Period 4,611,485 -

New mortgages paid out 2,837,860 5,268,971

Expenses and arrears charged 33,001 -

Principal instalments paid (24,292) (7,639)

Repayment of existing mortgages (2,209,954) (649,847)

Allowance for impairment recognised (14,000) -

Balance at the End of the Period $5,234,100 $4,611,485

Due within 12 months 1,321,820 1,006,679

Due over 12 months 3,912,280 3,604,806

$5,234,100 $4,611,485

12 Months
March 2009

5 Months
March 2008

$ % $ %

Mortgages by loan type

Home 1,810,008 34.6 1,212,758 26.3

Residential rental 55,000 1.0 827,600 17.9

Commercial 2,201,602 42.1 1,416,130 30.7

Rural 1,167,490 22.3 1,154,997 25.1

$5,234,100 100% $4,611,485 100%

Mortgages by region

Otago / Southland 4,089,849 78.2 2,877,982 62.4

Auckland - - 457,600 9.9

Hamilton 425,000 8.1 425,000 9.2

Wellington 415,200 7.9 175,000 3.8

Other 304,053 5.8 675,903 14.7

$5,234,100 100% $4,611,485 100%
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12 Months
March 2009

5 Months
March 2008

$ $

Mortgages by nature of underlying security

Standard homes 1,705,621 1,212,758

Bare land 104,387 -

Home total 1,810,008 1,212,758

Standard homes 55,000 827,600

Residential total 55,000 827,600

Bare land 274,030 -

Investment properties 1,410,572 1,089,350

Owner occupied 517,000 326,780

Commercial total 2,201,602 1,416,130

Dairy 412,493 400,000

Sheep 425,000 425,000

Other 329,997 329,997

Rural total 1,167,490 1,154,997

$5,234,100 $4,611,485

Customer sectors are identified by confirming the nature of the security provided.

The effective interest rates on the mortgage investments as at 31 March, 2009 were as follows:

Home mortgages	 11.25% (March 2008: 10.95%)
Residential rental mortgages	 12.50% (March 2008: 11.25%)
Commercial mortgages	 12.50% (March 2008: 11.25%)
Rural mortgages	 11.75% (March 2008: 10.95%)

There is one impaired asset or non-accrual asset of $181,636 at the reporting date (March 2008: $Nil)
There is no interest income included in the income statement on impaired loans.  The Manager 
carefully manages impaired loans by early identification and actively pursuing remedies to recover the 
outstanding loan and interest amounts.  As detailed in note 15(m), there is $516,880 of outstanding loan 
principal and interest included in past due assets at 31 March, 2009 (March 2008: $Nil).

b) 	 Cash Deposits

The effective interest rate on deposits held with financial institutions as at 31 March, 2009 was 3.15% 
(March 2008: 8.25%).
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12.	 Accounts Payable

12 Months
March 2009

5 Months
March 2008

$ $

Trade creditors 78,840 33,142

Contributions received in advance 258 100

Distribution payments to unitholders 42,005 69,658

Statutory requirements 4,500 3,200

Total Accounts Payable $125,603 $106,100

13.	 Related Party Transactions

The related parties are Trustees Executors Limited, who provides trustee services to the Fund, Fund 
Managers Otago Limited, who provides management services to the Fund, and Gallaway Cook Allan, 
Anderson Lloyd Lawyers, and Webb Farry who provide legal services to the Fund and to Fund Managers 
Otago Limited. The following transactions occurred during the period under review in regard to parties 
directly related to the Fund:

Transactions for the period
12 Months

March 2009
5 Months

March 2008

$ $

Trustees fees to Trustees Executors Limited 8,690 2,137

Management fees to Fund Managers Otago Limited 79,780 19,766

Legal fees to Anderson Lloyd    14,439 10,684

The following is the balance payable to each related party at each balance date.

Balance payable at balance date   
12 Months

March 2009
5 Months

March 2008

$ $

Trustees fees to Trustees Executors Limited 1,717 1,511

Management fees to Fund Managers Otago Limited 23,836 14,400

Legal fees to Anderson Lloyd    - 10,684

Employees and Directors of Fund Managers Otago Limited are allowed to invest in the Fund on 
ordinary commercial terms.  However, all employees and Directors of Fund Managers Otago Limited are 
prohibited from making any borrowings from the Fund.

At 31 March, 2009 there were two employees of Fund Managers Otago Limited with personal 
investments (including investments of immediate family members) in the Fund, collectively totalling 
$22,943 (March 2008: $Nil).  The Directors of Fund Managers Otago Limited had the following direct 
investments, in the Fund at 31 March, 2009: D Ehlers $211 (March 2008: $Nil).  There are no indirect 
investments, in the Fund at 31 March, 2009 (March 2008: $5,050).
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14.	 Financial Instruments

All financial assets are classified as ‘loans and receivables’.  Bank deposits and term deposit interest due 
are further classified as ‘placements with, and loans to and receivable from, other banks’ while mortgage 
receivables, mortgage interest due and accounts receivable are ‘loans to and receivable from customers’.

Financial liabilities, excluding accounts payable, are classified as ‘amounts owed to other depositors’.

15.	 Financial Risk Management

a)	 Credit Risk

	 Financial instruments which potentially subject the Fund to credit risk consist of mortgage receivables, 
bank balances, short term deposits, interest receivable and other receivables.  The maximum exposure 
to credit risk at balance date is the carrying value of the financial instruments as stated in the Balance 
Sheet.

	 Significant concentrations of credit risk apply principally in respect of mortgage receivables and 
short term deposits.  Collateral may be taken as security for mortgage receivables in addition to first 
mortgage security for all mortgage receivables.

b)	 Concentrations of Credit Risk

	 In the normal course of business the Fund has a credit risk on loans and investments. The Fund has a 
credit policy which is used to manage this credit risk.  As at 31 March, 2009 there were no significant 
concentrations of credit risk, except that $1,337,488 or 19.97% (March 2008: $1,101,207, 19.05%) of total 
assets were invested at the National Bank.  The maximum exposure to credit risk is represented by the 
carrying value of each financial asset in the balance sheet.  

	 Security for all mortgage receivables is by way of first mortgages.  The Fund regularly monitors the 
credit quality of its customers.  Credit exposure is concentrated on lending on first mortgage security 
to borrowers in the commercial property sector and is concentrated in the South Island of New 
Zealand.  The largest mortgage receivable is $425,000 this represents 6.46% of total assets.

	
	 The concentrations of loans as a percentage of total equity at balance date are as follows:

12 Months
March 2009

5 Months
March 2008

% of Equity $ Number  
of Loans $ Number  

of Loans

> 100 - - - -

10 - 100 - - - -

0 - 9 5,234,100 32 4,611,485 20

$5,234,100 32 $4,611,485 20
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The concentrations of loans as a percentage of estimated security for each loan at balance date are as 
follows:

12 Months
March 2009

13 Months
March 2008

% of Equity $ Number  
of Loans $ Number  

of Loans

> 100 - - - -

90 - 99 - - - -

80 - 89 - - 457,600 1

70 - 79 263,423 2 - -

60 - 69 612,478 4 1,224,742 6

50 - 59 1,825,868 7 1,648,000 6

40 - 49 699,664 4 425,000 1

30 - 39 911,423 5 87,000 1

20 - 29 639,691 7 754,143 4

10- 19 267,500 2 15,000 1

0 - 9 14,053 1 - -

$5,234,100 32 $4,611,485 20

c)	 Market Risk

	 The Fund’s exposure to market risk is as follows:

	 Market Risk:

	 i)	 Foreign Exchange Risk - The Fund operates locally and is not exposed to any significant foreign 		
	 exchange risk.

	 ii)	 Price Risk - The Fund is not exposed to price risks during the normal course of operations as it does 		
	 not have any investments in equity instruments, nor does it trade or invest in commodities.

	 iii) Interest Rate Risk - The Fund is invested in mortgages that have floating or short-term fixed interest 		
	 rates. The change in interest rates has a large impact on income and therefore on the amounts 		
	 distributed to unitholders.

	 The Manager is of the opinion that the Fund’s exposure to market risk at reporting date is defined as:

	 Risk Factor	 Description	 Sensitivity 

	 (i) Currency risk	 All assets and liabilities are denominated in 
		  New Zealand dollars	 Nil

	 (ii) Interest rate risk	 Refer to the first paragraph of Note 15(j)	 Note 15(k)

	 (iii) Other price risk	 No securities are bought, sold or traded	 Nil
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d)	 Funding Risk

	 The funding risk of the Fund is its continuing ability to raise funds from the public in New Zealand 
financial markets. There is a risk that current unitholders may redeem their units and new issues 
of units may not be sufficient to meet the mortgage maturity profile of the Fund.  The ten largest 
unitholders hold 49.37% of the total unitholders’ funds (March 2008: 55.66%).

e)	 Fair Values

	 The fair value of assets and liabilities equate to their book values, except for mortgage receivables.  The 
fair value of mortgage receivables cannot be determined with an acceptable level of reliability within 
the constraints of timeliness and cost, because it is not practicable to consider all relevant factors to 
determine a fair value for each loan.  Mortgage receivables are valued in these financial statements at 
the effective interest rate method less any losses due to impairment.

	 There are no unrecognised financial instruments.

f)	 General Lending Policy

	 The policy of the Manager is to establish and maintain a broad and secure range of mortgage 
investments.  The skill of the Manager lies in maintaining a mortgage portfolio with a proper mix of 
mortgage types, interest rates, maturity dates and physical locations of the mortgaged property.

g)	 Specific Policy Guidelines

	 Specific investment policy guidelines are agreed between the Manager and the Trustee from time to 
time.  These guidelines are as follows:

	 i)	 Interest Rates - Most investments will be in mortgages with floating interest rates but the  
	 Manager  may maintain some fixed rate mortgages to help protect investors against falls in 		
	 interest rates;

	 ii)	 Mix of Mortgage Types - The mortgage portfolio will be spread mainly between residential 		
	 properties with a maximum of 45% (March 2008; 45%) of the unitholders’ funds invested 		
	 in residential properties and commercial properties with a maximum of 75% of the unitholders’ 		
	 funds invested in the commercial sector.  As at 31 March, 2009, lending on farming properties was 		
	 limited to a maximum of 25% (March 2008; 25%) of the unitholders funds;

	 iii)	 Lending Limits - The maximum size of any mortgage is limited in relation to both the value of the 		
	 property provided as security and to the total funds of the Group Investment Fund.  As at 		
	 31 March, 2009 the limits are:

		  -	 80% of registered valuer’s report for residential properties, 60% of registered valuer’s report 		
		  of farming properties, 66.67% of registered valuer’s report for other commercial properties or 	
		  50% of registered valuer’s report of vacant land (March 2008; 80%, 60%, 66.67%, 50%);

		  -	 In the case of leasehold property the limits are set at 50% of the value of the lessee’s interest 		
		  (March 2008; 50%), and

		  -	 No more than 5% of the funds of the Fund will be invested in any single mortgage or 		
		  advanced to any single borrower (March 2008; 5%) at the time the advance is made.  The 		
		  Manager and the Trustee have agreed a variation of this single entity exposure limit while 		
		  the Fund is still growing following establishment, being that no more than 8.5% of the 		
		  Fund shall be advanced either in any one loan, or to any individual borrower or group of 		
		  associated entities.

	 iv)	 Ranking - The Manager’s policy is to maintain the bulk of investments in first ranking mortgages.

	 v)	 Cash Reserves – The Manager will maintain a minimum of 5% of the Fund in liquid investments to 		
	 provide for withdrawals and running expenses.  This portion of the Fund may be partially invested 		
	 in bank deposits, government or local authority securities. 
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h)	 Liquidity Risk

	 The Fund receives investments from unitholders and lends these to mortgagors on a short, medium or 
long term basis. 

	 Liquidity risk is the risk that the Fund may encounter difficulty in raising funds at short notice to meet 
its commitments, and arises from the mismatch of the maturity of monetary assets and liabilities.

	 Management monitors the liquidity risk as follows:

	 -	 Maintaining liquid cash at a minimum of 5% of total assets;
	 -	 The Trust Deed permits the Manager to arrange repayment of unitholders’ funds over, or at the end 		

	 of a period of up to, 90 business days;
	 -	 Some are advanced on an “on demand” basis.  The ability to demand repayment of such loans 		

	 provides the Trust with ready access to funds if some or all of the unitholders demand repayment.

	 During the period under review, and subsequent to 31 March, 2009, the Fund has faced uncertain 
market conditions following the collapse of some second tier and similar financial intermediaries 
in New Zealand and in the USA.  The Manager has not had to use any of the liquidity management 
measures available to it under its Trust Deed during this period.

	 Should market uncertainty continue, and the Fund experiences unexpected calls for repayment of 
unitholders’ funds, the Manager believes that the Fund has the ability to sell further loans to assist with 
liquidity, if required.

	 The maturity profile below in Note 15(i) analyses the liquidity position of the Fund’s assets.

i)	 Liquidity Profile

	 The maturities of financial instruments are as follows:

March 2009

On 
Demand

Current
0-6 mths

Current
6-12 mths

1-3 years 3-5 years 5+ years Total

$ $ $ $ $ $ $
Bank accounts
Cheque account 4,986 - - - - - 4,986
Bank deposits 1,332,502 - - - - - 1,332,502
Total bank 1,337,488 - - - - - 1,337,488

Mortgages
Home 106,028 404,250 - 717,218 38,249 544,263 1,810,008
Residential - - - 55,000 - - 55,000
Commercial - 483,186 - 1,214,722 - 503,694 2,201,602
Rural - 329,997 - 837,493 - - 1,167,490
Total mortgages 106,028 1,217,433 - 2,824,433 38,249 1,047,957 5,234,100

Accrued interest - 69,844 - - - - 69,844
Accounts receivable - 56,299 - - - - 56,299

Taxation refund due - 658 - - - - 658

Anticipated income - 236,674 236,674 946,695 946,695 473,348 2,840,086
1,443,516 1,580,908 236,674 3,771,128 984,944 1,521,305 9,538,475

Liabilities

Accounts payable - 125,603 - - - - 125,603

Anticipated distributions - 231,940 231,940 927,761 927,761 463,881 2,783,283

Net 1,443,516 1,223,365 4,734 2,843,367 57,183 1,057,424 6,629,589
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	 At balance date, 13.61% of mortgages are in arrears.  The six largest exposures must not exceed 20% of 
the value of the Fund, however due to the Fund being in its initial growth stage, the Manager and the 
Trustee have agreed to a variation of this limit, being that the six largest exposures of the Fund shall 
not exceed 45% of the total assets of the Fund.  At balance date, 33.90% of the total assets of the Fund 
is owed by the six largest debtors (March 2008: 41.90%).  This percentage is expected to decrease as 
the overall size of the Fund increases.

	
March 2008

On 
Demand

Current
0-6 mths

Current
6-12 mths

1-3 years 3-5 years 5+ years Total

$ $ $ $ $ $ $
Bank accounts
Cheque account 4,987 - - - - - 4,987
Bank deposits 1,096,220 - - - - - 1,096,220
Total bank 1,101,207 - - - - - 1,101,207

Mortgages
Home 344,903 95,996 15,000 262,000 - 494,859 1,212,758
Residential - - 827,600 - - 827,600
Commercial 171,000 219,780 160,000 440,350 425,000 - 1,416,130
Rural - - 1,154,997 - - 1,154,997
Total mortgages 515,903 315,776 175,000 2,684,947 425,000 494,859 4,611,485

Accrued interest - 68,170 - - -- - 68,170

Accounts receivable - - - - - - -

Taxation refund due - 658 - - - - 658

Anticipated income - 297,679 297,679 1,190,719 1,190,719 595,359 3,572,155

1,617,110 682,283 472,679 3,875,666 1,615,719 1,090,218 9,353,675

Liabilities

Accounts payable - 106,100 - - - - 106,100

Anticipated distributions - 293,214 293,214 1,172,858 1,172,858 586,429 3,518,573

Net 1,617,110 282,969 179,465 2,702,808 442,861 503,789 5,729,002

j)	 Interest Rate Risk

	 Cash Flow and Fair Value Interest Rate Risk:

	 Interest rate risk is the risk that fair value or future cash flows of a financial instrument will fluctuate 
because of changes in market interest rates.

	 The majority of mortgages are subject to interest receivable at floating interest rates or fixed rates of 
less than 12 months.  Interest rates on mortgages are continually reviewed by the Manager and these 
rates are varied in accordance with movements in the market.

	 An increase in mortgage interest rates charged by the Fund has a significant impact on the distribution 
of funds to unitholders, all other things remaining unchanged.  This will impact on the net assets 
attributable to unitholders depending on the level of distributions reinvested in the Fund

	 The following tables detail the Fund’s exposure to interest rate risk as at 31 March, 2009 and 31 March, 
2008.  The table includes the Fund’s assets and liabilities at their carrying amount, categorised by the 
earlier of contractual repricing or maturity dates.
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31 March, 2009

Weighted 
Average 
Effective 

Interest Rate 

Variable 
Interest  Rate

Fixed Interest 
Rate Less 

than 1 year 

Non Interest 
Bearing

Total

% $ $ $ $
Financial Assets
Cash and cash 
equivalents

3.14 1,332,502 - 4,986 1,337,488

Accounts receivable - - - 56,957 56,957
Accrued interest - - - 69,844 69,844
Loans secured by 
first mortgage

11.35 5,038,464 - 195,636 5,234,100

6,370,966 -- 327,423 6,698,389
Financial 
Liabilities
Accounts payable - - - 83,250 83,250
Distribution payable - - - 42,005 42,005
Contributions 
received in advance

- - - 258 258

- - 125,513 125,513

	 Accrued interest relates to mortgage interest and term deposit interest due.

31 March, 2008

Weighted 
Average 
Effective 

Interest Rate 

Variable 
Interest  Rate

Fixed Interest 
Rate Less 

than 1 year 

Non Interest 
Bearing

Total

% $ $ $ $
Financial Assets
Cash and cash 
equivalents

8.21 1,101,207 - - 1,101,207

Accrued interest - - - 68,170 68,170
Loans secured by 
first mortgage

11.03 4,611,485 - - 4,611,485

5,712,692 - 68,170 5,780,862
Financial 
Liabilities
Accounts payable - - - 36,342 36,342
Distribution payable - - - 69,658 69,658
Contributions 
received in advance

- - - 100 100

- - 106,100 106,100

	 Accrued interest relates to mortgage interest and term deposit interest due.
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k)	 Sensitivity Analysis – Interest Rate Risk

	 The sensitivity of Net Surplus After Taxation for the period to 31 March, 2009, and Unitholders’ Funds at 
that date, to reasonably possible changes in conditions is as follows:

Interest Rates Increase  
by 100 Basis Points (1%)

Interest Rates Decrease 
 by 100 Basis Points (1%)

$ $
Impact on Net Surplus After Taxation 66,000 (66,000)
Unitholders’ Funds 66,000 (66,000)

	 This sensitivity analysis is calculated based on a twelve month period, being the length of the 
reporting period.  

l)	 Impaired Assets

	 An impaired asset is an asset where the Manager considers that there is a measurable decrease in the 
estimated future cash flows from the asset.  The amounts of impaired assets are:

	

12 Months
March 2009

5 Months
March 2008

$ $

Impaired Assets
Balance at Beginning of the Period - -
Mortgage principal transferred 191,719 -
Legal cost incurred 3,917 -
Property disposed - -
Loss on impairment provided (14,000) -
Loss on realisation - -
Balance at the End of the Period $181,636 -

Impaired Assets
Value of mortgage receivables 181,636 -
Estimated fair value of collateral held 265,000 -

Age analysis of impaired assets

All payment instalments overdue:
Up to 3 months - -
3 - 6 months - -
6 - 12 months 21,041 -
Over 12 months - -
Impaired Asset Payments Overdue $21,041 -

Impaired assets with a past due component:
Up to 3 months - -

3 - 6 months - -

6 - 12 months 181,636 -
Over 12 months - -

Impaired Assets with Payments Overdue $181,636 -



Notes to the Financial Statements 
For the Year Ended 31 March, 2009

No. 2 Fund Group
Investment Fund

26

	 Impaired assets include the total amounts owing by the borrowers, not just the past due portion.  The 	
table above details all of the impaired assets and the past due portion (payment instalments that are 
overdue).

	 In the opinion of the Manager one of the assets held or owned by the Fund is impaired as at 31 March, 
2009 (March 2008: None).  

	 There were no other forms of impaired assets at balance date (March, 2008: $Nil).

m)	 Past due assets

	 Past due assets are any assets which have not been operated by the counterparty within its key terms 
which are not considered impaired assets.  Details are as follows:

12 Months
March 2009

5 Months
March 2008

$ $

Mortgages considered past due
Balance at Beginning of the Period - -
New past due assets 708,599 -
Settled past due assets - -
Transferred to impaired assets (191,719) -
Balance at the End of the Period $516,880 -

Mortgages considered past due
Value of mortgage receivables 516,880 -
Estimated fair value of collateral held 973,500 -

Age analysis of  past due assets

All payment instalments overdue:
Up to 3 months 13,586 -
3 - 6 months - -
6 - 12 months - -
Over 12 months - -
Total Payments Overdue $13,586 -

Impaired assets with a past due component:
Up to 3 months 516,880 -

3 - 6 months - -

6 - 12 months - -
Over 12 months - -

Total Assets with Payments Overdue $516,880 -

	
	 Past due assets include the total amounts owing by the borrowers who are in arrears, not just the past 

due portion.  The table above details all of the past due assets and the past due portion (payment 
instalments that are overdue).  The Manager commences appropriate action, when payment 
instalments are overdue by 14 days, to either obtain the payment due, or if necessary, to realise the 
secured property.
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	 In the opinion of the Manager, none of the assets considered past due are impaired as, in each case, 
the Fund holds a first ranking mortgage security on property with collateral at an estimated fair value 
exceeding the mortgage receivable balance, with an weighted average LVR of 53.1%.

n)	 Restructured Assets

	 Restructured assets are assets which, were it not for the Fund agreeing to vary the original terms of the 
asset, would have been considered either past due or impaired.  These varied terms are not generally 
comparable with those offered to new borrowings with comparable risk, and may often result in 
higher yields for the Fund.  No assets would ever be restructured on terms which might potentially 
result in increased risk for the Fund. If a restructured asset subsequently becomes past due or impaired 
it is classified accordingly and is no longer regarded as a restructured asset.

	 The Fund had no mortgage receivables which were classified as restructured assets at 31 March, 2009 
(March, 2008: $Nil). 

o)	 Financial Assets Acquired Through the Enforcement of Security

	 The Fund, in order to realise a mortgage security in the event that no other resolution of a past due 
asset can be achieved, may require the mortgagor to sell the secured property with all proceeds 
initially being to the credit of the Fund.  Funds which are surplus to those amounts required to settle 
the debt secured by the property in question are returned to the mortgagor.

	 The Fund had no financial or non-financial assets acquired through the enforcement of security at 31 
March, 2009 (March 2008: None).

16.	 Commitments for Expenditure

There are no capital commitments at 31 March, 2009 (March 2008: $Nil).

17.	 Commitments to Lend

There are no lending commitments at 31 March, 2009 (March 2008: $Nil).

18.	 Contingent Liabilities

There were no contingent liabilities as at 31 March, 2009 (March 2008: $Nil).

19.	 Unrecognised Contractual Commitments

As at 31 March, 2009, the Fund:

a)	 Had no commitments to extend credit that were irrevocable because they cannot be withdrawn at the 
discretion of the financial institution without the risk of incurring significant penalty or expense;

b)	 Had no direct credit substitutes, including general guarantees of indebtedness, bank acceptance 
guarantees and standby letters of credit serving as financial guarantees for loans and securities;

c)	 Had no certain transaction-related contingent liabilities, including performance bonds, bid bonds, 
warranties and standby letters of credit related to particular transactions;

d)	 Had no short-term self-liquidating trade-related contingent liabilities arising from the movement of 
goods, such as documentary credits where the underlying shipment is used as security; and

e)	 Had no commitments, note issuance facilities and revolving underwriting facilities.

20.	 Segmental Reporting

The Fund operates in the financial service segment in New Zealand, providing flexible mortgage 
packages to families, landlords, businesses and farmers.
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21.	 Periods Covered in this Report

The comparative figures at March 2008 represent 5 months trading for the period 12 November, 2007 to 
31 March, 2008, the first period of trading for the Fund.

Current period figures at March 2009 represent 12 months trading for the period 1 April, 2008 to 31 
March, 2009. 

22.	 Critical Accounting Estimates

The Fund makes estimates surrounding the collectability of amounts owing for impaired and past due 
mortgages receivable.  The Manager continually monitors and assesses the collectability of amounts 
owing by borrowers, including those loans which are classified as past due or impaired.  Should the 
Manager’s assessment of the likelihood of payment be incorrect, not withstanding the fact that all 
lending by the Fund is secured by registered first mortgage and is subject to the conservative lending 
policies adopted by the Manager, there remains a risk that further, possibly significant, adjustments may 
be required to the carrying amounts of assets within the next financial year.

23.	 Going Concern

The Financial Statements have been prepared using the going concern assumption.

The Fund has not been immune from the effects of the global credit crisis and its impact on the 
confidence of the investing public of New Zealand in collective investment schemes. 

The considered view of the Directors of the Manager is that, after making due inquiry, there is a 
reasonable expectation that the Fund has adequate resources to continue operations at existing levels 
for the next twelve months from the date of approving the financial statements. Consequently the 
Manager believes the going concern assumption is a valid basis on which to prepare the financial 
statements.

The Directors of the Manager reached this conclusion, having regard to the circumstances which they 
consider likely to affect the Fund during the period of one year from the date of the financial statements 
and other circumstances which they believe will occur after that date, which could affect the validity of 
the going concern assumption.

24.	 Fundamental Uncertainty

The Fund has been affected by decreases in the value of properties securing mortgage advances. It 
is possible that some security properties may no longer provide sufficient value to repay the related 
advance should the Manager be required to enforce the security.  The Manager’s considerations 
regarding going concern are set out in Note 23, and an explanation of liquidity risk is provided in Note 
15(h). If the Fund was unable to continue in operational existence for the foreseeable future, adjustments 
may have to be made to reflect the situation where assets which have become impaired may need to 
be realised at other than the amounts at which they are currently recorded in the Statement of Financial 
Position. In addition, the Fund may be required to provide for further liabilities that might arise, and to 
reclassify non-current assets as current assets.


