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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 
Portfolio Investment Entity (P.I.E.) Fund for the year 
ending 31 March 2009.
 
During the past year the Fund made a net profit 
before taxation of $8.95 million. 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, as it has in  
the past fifteen years, to produce competitive returns to unitholders while safeguarding 
their funds.
 
Funds under management have reduced and, in these difficult times, it is anticipated that 
there will be minimal 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
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			  Notes	 12 Months	 13 Months		
				   Mar 2009	 Mar 2008	
			   $	 $	
Revenue				  
	 Interest - mortgages		  13,659,993 	 19,920,289 	
	 Interest - term deposits		  669,242	 1,517,288	
	 Interest - other		  890 	 1,566   
	 Sundry income		  14,456  	 -		

Total Revenue		  14,344,581	 21,439,143	

Less Expenses				  
	 Management fees	 13 	 1,629,886 	 3,135,286
	 Trustee fees	 13	 129,571 	 192,943 
	 Audit fees	 9	 38,787	 25,239
	 Financial Expenses		  137,977	 159,190
	 Administration Expenses		  101,669	 124,254
	 Loss on realisation of investments	 15 (l) 	 2,141,536 	 250,160
	 Allowance for impairment of investments	 15 (l)	 1,219,175 	 -
	
Total Expenses		  5,398,601	 3,887,072 	
			
Net Surplus Before Taxation		   8,945,980	 17,552,071 
	 Less Provision for taxation	 10	 - 	 37,684 
  	
Net Surplus After Taxation		  $ 8,945,980 	 $ 17,514,387	
			

Statement of Changes in Equity
For the Year ended 31 March, 2009	
						    
			  Notes	 12 Months	 13 Months		
				   Mar 2009	 Mar 2008
				   $	 $		
			
Equity at the Beginning of the Year		  174,260,631	 195,321,422 	
 
Surplus & Revaluations				  
	 Surplus for the period		  8,945,980 	 17,514,387 	
	
Total Recognised Revenues & Expenses		  183,206,611	 212,835,809	
Contributions & Distributions					   
	 Net contributions / (withdrawals) from unitholders	 3 	 (74,231,477)	 (21,131,902) 	
	 Distributions to unitholders		  (10,588,499)	 (17,443,276) 
	
Equity at the End of the Year		  $ 98,386,635 	 $ 174,260,631 	
									       

The notes on pages 7 to 31 form an integral part of, and are to be read in conjunction with, these financial statements.

Income Statement
For the Year Ended 31 March, 2009
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		  Notes	 12 Months	 13 Months		
			   Mar 2009	 Mar 2008	
			   $	 $	
Assets				  
	 National Bank cheque account		  4,955 	 4,891 	 	
	 Bank deposits on call		  7,939,029 	 19,130,488  
	 Accounts receivable		  32,581 	 56,082 	
	 GST receivable		  5,614 	 -		
	 Mortgage interest due	 8 	 1,048,097 	 1,991,433	  	
	 Mortgage penalty interest due	 8 	 246,546 	 175,522	
	 Term deposit interest due		  52,559 	 211,148 		
 	 Tax refund due	 10	 - 	 544
	 Current portion of mortgage receivables	 11	 54,681,268 	 75,597,102 
	 Mortgage receivables	 11	 37,643,215 	 81,055,622	
		
Total Assets		  101,653,864 	 178,222,832		
	
Liabilities				  
	 Accounts payable	 12	 3,267,229 	 3,962,201	  	

Total Liabilities		  3,267,229 	 3,962,201  	
	
Unitholders’ Funds	 	
	 Unitholders’ funds	 3	 99,830,043 	 174,061,520		
	 NZ Mortgage Income Trust reserve fund	 6	 257,050 	 257,050 		
	 Accumulated income	 7	 (1,700,458) 	 (57,939)

Total Equity	 	 $ 98,386,635 	 $ 174,260,631

Total Equity & Liabilities	 	 $ 101,653,864 	 $ 178,222,832	 	
	

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

				  
	

	 Director, Fund Managers Otago Limited	                                      Director, Trustees Executors Limited			 

	 				  
 	

					     	

	 Director, Fund Managers Otago Limited	                                      Director, Trustees Executors Limited			 

	

	 Date:    30 June    2009          					   
					   

The notes on pages 7 to 31 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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			  Notes	 12 Months	 13 Months		
				   Mar 2009	 Mar 2008	
			   $	 $	
Cashflows from Operating Activities					   
	 Cash was provided from: 				  
	 Interest received		  15,361,026 	 21,585,939	
	 Tax refund received	 	 544	  2,277 		
	 Sundry Income		  32,343 	 - 	  	
	
			    15,393,913 	 21,588,216  		

	 Cash was applied to:				  
	 Payments to suppliers		  2,295,377 	 4,185,360 
	
			   2,295,377 	 4,185,360 		

Net Cash Inflow from Operating Activities		  13,098,536 	 17,402,856		
		
Cashflows from Investing Activities				  
	 Cash was provided from:				  
	 Net (purchase) / sale of investments		  60,967,530 	 8,456,135		

			   60,967,530 	 8,456,135 	  	
	
Net Cash Inflow from Investing Activities	  	  60,967,530 	 8,456,135		

Cashflows from Financing Activities 					   
	 Cash was provided from:				  
	 Unitholders’ funds		   13,093,203 	 65,718,199 		

			   13,093,203 	 65,718,199		

	 Cash was applied to:					   
	 Distributions to unitholders		  11,025,984 	 16,620,042	
	 Repayment of unitholders’ funds		    87,324,680 	 86,850,101  		
			 
			   98,350,664 	 103,470,143	  	
	
Net Cash Inflow / (Outflow) from Financing Activities 		  (85,257,461) 	 (37,751,944)		
		
Net Cash Inflow / (Outflow)		  (11,191,395) 	 (11,892,953)		

	 Plus opening cash carried forward		  19,135,379	  31,028,332 	

	 Ending cash carried forward		  7,943,984 	 19,135,379 	 	
			 
	 Cash consists of:				  
	 National Bank cheque account		  4,955 	 4,891 	
	 Bank deposits on call		  7,939,029 	 19,130,488		
		
			   7,943,984 	 19,135,379 	 	

Statement of Cashflows 
For the Year Ended 31 March, 2009

The notes on pages 7 to 31 form an integral part of, and are to be read in conjunction with, these financial statements.
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		  Notes	 12 Months	 13 Months		
			   Mar 2009	 Mar 2008
			   $	 $	 	
				  
Reconciliation of Net Surplus after Taxation  
with Net Cashflow from Operating Activities					   
	  
	 Net surplus after taxation		   8,945,980 	 17,514,388 		
	 Plus / (less) items not involving cashflows
	 Allowance for impairment of investments		  1,219,175 	 -		
	 Loss on realisation of investments		   2,141,536 	 250,160	 	
			 
			   12,306,691 	 17,764,548 		

	 Movements in working capital 				  
	 (Increase) / decrease in accounts receivable		   17,887 	 (53,965)	
	 Increase / (decrease) in taxation		  544 	 39,961	
	 Increase / (decrease) in accounts payable		  (257,487) 	 (548,448)	
	 (Increase) / decrease in term deposit interest due		  158,589 	 268,467	
	 (Increase) / decrease in mortgage interest due		  872,312 	 (67,707)	 	
	 		
			   791,845 	 (361,692)		

	 Net cash inflow from operating activities		   13,098,536 	 17,402,856		

						    
						    
				  

The notes on pages 7 to 31 form an integral part of, and are to be read in conjunction with, these financial statements.

Statement of Cashflows (Cont.) 
For the Year Ended 31 March, 2009
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1.	 Statement of Accounting Policies
 
Reporting Entity 
 
NZ Mortgage Income Trust Group Investment Fund (“the Fund”) is a group investment fund.  The 
Fund is a profit-orientated entity, which was formed on 30 July, 2001 and commenced operation on 1 
October, 2001. It is registered under the Trustee Companies Act 1967.  NZ Mortgage Income Trust Group 
Investment Fund is an issuer for the purposes of the Financial Reporting Act 1993.   The Fund has elected 
to be a Portfolio Investment Entity for taxation purposes (refer to note 21 for details). 

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 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 
year ended 31 March, 2009 and the comparative information presented in these financial statements for 
the previous thirteen months financial statements 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. 

Notes to the Financial Statements 
For the Year Ended 31 March, 2009
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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 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.  The Fund has also elected to treat 
the supply of qualifying financial services as zero rated for GST purposes allowing the Fund to obtain 
a refund for some of its expenditure in relation to those services.  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 prior 
to 30 September, 2007 was accordingly taxed as a trust.  Usually all income of the Fund was allocated 
to unitholders throughout the income year or was paid and applied within six months of year end.  
In these circumstances the Fund did not have a liability for income tax.  To the extent income was 
retained by the Fund it was taxable to the Fund at 33%.  Following the Fund’s election to become a 
Portfolio Investment Entity (as detailed in note 21) distributions from 1 October, 2007 are subject to the 
PIE regime resulting in the undistributed income at 30 September, 2007 being retained by the Fund 
and taxable at 33%. 

	 The Fund will have no income tax liability on income derived after 1 October, 2007 due to the 
operation of the PIE regime where income is allocated to investors.  The Fund deducts tax at the 
prescribed investor’s tax rate.  The tax deducted is a debt due to the Crown and is paid directly to 
Inland Revenue on the investors’ behalf. 
 
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 asset’s 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.
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d)	 Financial Assets 
 
Financial assets may be 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. 
 
Loans & Receivables 
Accounts receivable and mortgage receivables that have fixed or determinable payments and 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 cashflow 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 cashflows 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 cashflows 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. 
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	 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).

	 “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 Cashflow 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 Cashflow Statement represents gross 
amounts of cashflows.

	 Definition of terms used in the Cashflow 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 is retained to help meet losses on 
individual loans.  This remains as undistributed income, and is recorded in the NZ Mortgage Income 
Trust 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. Prior to the Fund entering the Portfolio Investment Entity regime (as described 
in note 21) and the resulting change in balance date, distributions were made in May, August, 
November and February.  
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	 For the purposes of the March 2008 comparative information, distributions for May 2007, August 2007 
and September 2007 are included.  Further distributions were made in December 2007 and March 
2008 in accordance with the Portfolio Investment Entity regime. 

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 cashflows 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 – 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 – 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 elements of 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

13 Months
March 2008

$ $

Balance at the Beginning of the Period 174,061,520 195,193,422

Plus:
Investor funds – full $1 units purchased 9,410,012 59,236,158
Investor funds – distributions reinvested 3,683,003 6,480,978
Investor funds – full $1 units unissued 188 1,063

13,093,203 65,718,199
Less:
Investor funds – full $1 units withdrawn 87,324,680 86,850,101

Net contributions / (withdrawals) (74,231,477) (21,131,902)

Balance at the End of the Period $99,830,043 $174,061,520

12 Months
March 2009

13 Months
March 2008

$ % $ %

Unitholders’ Funds by Region

Otago / Southland 78,358,841 78.5 142,556,385 81.9

Other – South Island 9,249,147 9.3 7,658,707 4.4

Auckland 4,183,785 4.2 7,484,645 4.3

Wellington 6,985,434 7.0 14,098,983 8.1

Other – North Island 424,636 0.4 1,740,615 1.0

New Zealand resident total 99,201,843 99.4 173,539,335 99.7

Overseas residents 628,200 0.6 522,185 0.3

$99,830,043 100% $174,061,520 100%

	
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 $201,394 (March, 2008 $Nil).  



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

Group
Investment 

Fund

13

During the reporting period to 31 March, 2009 there were no Unitholders’ funds transferred to the NZ 
Mortgage Income Trust (No. 2 Fund) Group Investment Fund (March 2008: $5,286,520 from 53 investors).  
Refer to note 22 for details of the NZ Mortgage Income Trust (No. 2 Fund) Group Investment Fund.   

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. 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. From 1 July, 2008, 
the Manager forgave some of its fee in the current reporting period equal to 0.1% of the gross value of 
the Fund.  The Manager’s fee from 1 July, 2008 was therefore 1.4% per annum of the gross value of the 
Fund plus GST (if any) calculated daily and paid quarterly in arrears from the distributable income.  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 was $Nil (March, 2008 $Nil).  The moneys received are included in accounts payable at the reporting 
date.  

6.	 NZ Mortgage Income Trust Capital Reserve

12 Months
March 2009

13 Months
March 2008

$ $

Balance at the Beginning of the Period 257,050 242,705

Plus transfer from accumulated income - 14,345

Balance at the End of the Period $257,050 $257,050

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

13 Months
March 2008

$ $

Balance at the Beginning of the Period (57,939) (114,705)

Plus:

Net surplus (deficit) for the period 8,945,980 17,514,387

Less:

Distributions to unitholders 10,588,499 17,443,276

Transfer to reserve fund - 14,345

10,588,499 17,457,621

Balance at the End of the Period $(1,700,458) $(57,939)

The over distribution of income for the Fund for the year ending 31 March, 2009 came about due to 
higher than anticipated specific allowances for impairment and losses on realisation of security assets 
due to a continued deterioration of the property market.  The Manager has taken steps to reduce the risk 
of an over distribution reoccurring.  The accumulated income of the Fund is expected to be returned to 
a nil balance by the Manager forgiving the Manager’s fee for the quarter ending 30 June, 2009 and 30 
September, 2009 and by setting the return to unitholders for the June 2009 quarter to 4%.

8.	 Mortgage Receivables Interest Due
	

12 Months
March 2009

13 Months
March 2008

$ $

Mortgage interest 1,048,097 1,991,433

Mortgage penalty interest 246,546 175,522

$1,294,643 $2,166,955

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

9.	 Remuneration to Auditors

12 Months
March 2009

13 Months
March 2008

$ $

Auditing the financial statements 36,460 13,507

Review conversion to NZ IFRS - 6,947

Auditing the prospectus 2,327 4,026

Other non-audit services - 759

$38,787 $25,239
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10.	 Taxation

a) Current Year Taxation 12 Months
March 2009

13 Months
March 2008

$ $

Net Surplus for the Period 8,945,980 17,552,071

Less:

Non assessable net surplus derived as a PIE 8,945,980 7,906,315

Distributions to unitholders (pre PIE regime) - 9,478,479

- 17,384,794
- 167,277

Plus:

Loss on impairment non deductible in current period - 61,621

Non-deductible legal expenses - -

Distribution applied to prior period’s surplus - 61,975

- 123,596

Less:

Loss on realisation of impaired assets now deductible - 176,680

Taxable Surplus for the Period - $114,193

Taxation at 33 cents - $37,684

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

13 Months
March 2008

$ $

Balance at the Beginning of the Period (544) (40,505)

Plus:

Taxation on surplus for the period - 37,684

Tax refunds received 544 40,505

- 37,684
Less:

Terminal tax paid - -

Provisional tax paid - 38,228

Resident withholding tax paid - -

- 38,228

Balance at the End of the Period $(544)
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11.	 Investments

a) Mortgage Receivables 12 Months
March 2009

13 Months
March 2008

$ $

Mortgages

$92,324,483 $156,652,724

Balance at Beginning of the Period 156,652,724 165,359,020

New mortgages paid out 19,429,995 63,873,501

Expenses and arrears charged 3,982,702 4,349,003

Principal instalments paid (199,720) (390,092)

Repayment of existing mortgages (81,738,947) (71,476,577)

Mortgage principal transferred (2,441,560) (4,811,971)

Allowance for impairment /  
loss on realisation recognised (3,360,711) (250,160)

Balance at the End of the Period $92,324,483 $156,652,724

Due within 12 months 54,681,268 75,597,102

Due over 12 months 37,643,215 81,055,622

$92,324,483 $156,652,724

12 Months
March 2009

13 Months
March 2008

$ % $ %

Mortgages by loan type

Home 6,141,177 6.7 13,014,953 8.3

Residential 37,689,790 40.8 56,535,866 36.1

Commercial 43,809,379 47.4 77,492,182 49.5

Rural 4,684,137 5.1 9,609,723 6.1

$92,324,483 100% $156,652,724 100%

Mortgages by region

Otago / Southland 17,005,731 18.4 32,636,145 20.8

Auckland 21,800,043 23.6 27,929,144 17.8

Wellington 21,279,495 23.1 41,054,346 26.2

Other 32,239,214 34.9 55,033,089 35.2

$92,324,483 100% $156,652,724 100%
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12 Months
March 2009

13 Months
March 2008

$ $

Mortgages by nature of underlying security

Standard homes 6,130,889 13,004,496

Cross lease 10,288 10,457

Home total 6,141,177 13,014,953

Apartments 19,657,668 25,132,893

Bare land 5,392,980 7,674,686

Development 2,570,972 2,681,812

Standard homes 7,610,826 18,550,976

Terrace houses 2,457,344 2,495,500

Residential total 37,689,790 56,535,866

Bare land 1,281,773 6,593,444

Development 3,235,551 3,782,936

Investment properties 33,214,907 51,769,556

Owner occupied 6,077,148 15,346,246

Commercial total 43,809,379 77,492,182

Beef 190,366 204,367

Bare land 2,000,030 5,850,000

Dairy 1,514,650 1,331,858

Sheep 758,591 1,703,268

Other 220,500 520,230

Rural total 4,684,137 9,609,723

$92,324,483 $156,652,724

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

As detailed in note 15 (l) there are 14 impaired assets totalling $21,194,891 at the reporting date (March 
2008: $Nil).  There is $2,618,283 of outstanding loan principal and interest included in impaired assets 
at 31 March, 2009 (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.  
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During the year to 31 March, 2009 there were 23 mortgages totalling $2,441,560 transferred to the NZ 
Mortgage Income Trust (No. 2 Fund) Group Investment Fund (31 March 2008: 18 mortgages totalling 
$4,811,971).  Refer to note 22 for details of the NZ Mortgage Income Trust (No. 2 Fund) Group Investment 
Fund.

b) 	 Cash Deposits

The effective interest rates on deposits held with financial institutions as at 31 March, 2009 were in the 
range of 3.15% - 5.75% (March 2008: 8.25% - 9.04%).

12.	 Accounts Payable

12 Months
March 2009

13 Months
March 2008

$ $

Trade creditors 423,990 774,747

Payments received in advance 29,000 21,167

Distribution payments to unitholders 812,452 1,618,458

Statutory requirements 15,000 13,500

Unitholders’ deposits repayable 83,937 -

PIE Tax payable 1,902,850 1,534,329

Total Accounts Payable $3,267,229 $3,962,201

13.	 Related Party Transactions

The related parties are Trustees Executors Limited, who provide trustee services to the Fund, Fund 
Managers Otago Limited, who provide 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
13 Months

March 2008

$ $

Trustees fees to Trustees Executors Limited 129,571 192,943

Management fees to Fund Managers Otago Limited 1,629,886 3,135,286

Legal fees to Gallaway Cook Allan 27,663 46

Legal fees to Anderson Lloyd    24,420 15,919

Legal fees to Webb Farry 1,234 2,014
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The following is the balance payable to each related party at each balance date.

Balance payable at balance date   
12 Months

March 2009
13 Months

March 2008

$ $

Trustees fees to Trustees Executors Limited 25,874 41,228

Management fees to Fund Managers Otago Limited 350,110 661,098

Legal fees to Gallaway Cook Allan 26,609 -

Legal fees to Anderson Lloyd    14,951 -

Legal fees to Webb Farry - -

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 three employees of Fund Managers Otago Limited with personal 
investments (including investments of immediate family members) in the Fund.  The employees’ 
investments in the Fund collectively total $8,414.  The Directors of Fund Managers Otago Limited had 
the following direct investment in the Fund at 31 March, 2009:  D Ehlers $310,442, B Smaill $15,494.  The 
Directors of Fund Managers Otago Limited had the following indirect investments in the Fund at 31 
March, 2008: D Ehlers $733,061, J Gallaher $60,000 and J Farry $421,500.

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 $7,943,984 or 7.81% (March 2008: $19,135,378 million, 10.74%) 
of total assets were invested at the National Bank and the ASB Bank.  The maximum exposure to credit 
risk is represented by the carrying value of each financial asset in the balance sheet. 
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	 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 North Island of New 
Zealand.  The concentrations of loans as a percentage of total equity at balance date are as follows:

12 Months
March 2009

13 Months
March 2008

% of Equity $ Number  
of Loans $ Number  

of Loans

> 100 - - - -

10 - 100 - - - -

0 - 9 92,324,483 156 156,652,724 265

$92,324,483 156 156,652,724 265

	 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 2,503,380 1 2,484,917 1

80 - 89 2,199,703 2 2,738,394 4

70 - 79 15,906,846 14 22,718,653 24

60 - 69 44,929,565 23 71,966,234 42

50 - 59 8,039,001 14 31,079,622 36

40 - 49 11,914,589 16 10,456,063 23

30 - 39 1,760,916 14 4,988,888 27

20 - 29 751,641 12 1,686,535 22

10- 19 3,908,926 38 7,505,412 57

0 - 9 409,916 22 1,038,006 29

$92,324,483 156 $156,652,724 265

	 As noted in note 15 (g) lending is limited to a maximum of 80% of a registered valuer’s report. The 
three loans in excess of this limit at 31 March, 2009 were within the lending limits at the time the loan 
was advanced.  However, arrears charged to the three loans, which are not impaired, have caused the 
percentage of security held to exceed the 80% threshold at reporting date.  Since reporting date the 
loans have either been repaid in full or the security has been realised with no loss to the Fund being 
incurred.
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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

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 Fund’s most recent Prospectus has expired.  The Fund is temporarily not able to accept any new 
investments from unitholders until a new Prospectus has been prepared.  The Manager intends 
(subject to Trustee approval) to issue a new Prospectus in October, 2009.

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 (March 2008: $Nil).

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.
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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 between residential, residential 
	 rental, commercial and farming properties with a minimum of 25% and a maximum of 45% (March, 	
	 2008: 25% - 45%) of the unitholders’ funds invested in the residential rental sector and a minimum 		
	 of 25% and a maximum of 75% of the unitholders’ funds invested in the commercial sector (March 		
	 2008: 25% - 75%).  As at 31 March, 2009, lending on farming properties was limited to a maximum 		
	 of 25% of the unitholders’ funds (March 2008: 25%);

	 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 advance to 		
		  any single borrower at the time the advance is made (March, 2008: 5%).

	 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 securities or other local authority securities.  The Manager 		
	 was in breach of this manager’s guideline at the interim balance date in the comparative period 		
	 (4.00% at 30 September, 2007) due to the timing of exit requirements of unitholders.  At 31 March, 		
	 2009 and at 31 March, 2008 this manager’s guideline was satisfied (7.81% and 10.74% respectively).    

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;

		  - 	All mortgages 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.

	



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

Group
Investment 

Fund

23

	 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.  These conditions have caused the inflow of funds to slow restricting the 
Fund’s lending activities and leakage in terms of the funds under management.  Since 25 June, 2008 
the Manager has been exercising the right to arrange repayment of unitholders’ funds over, or at the 
end of a period of up to, 90 business days.  The Manager has not had to use any of the other liquidity 
management measures available to it under its Trust Deed during this period.

	 Should market uncertainty continue, and the Fund experiences further 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 Fund’s most recent Prospectus has expired.  The Fund is temporarily not able to accept any new 
investments from unitholders until a new Prospectus has been prepared.  The Manager intends 
(subject to Trustee approval) to issue a new Prospectus in October, 2009.     

	 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 4,955 - - - - - 4,955

Bank deposits 2,939,029 5,000,000 - - - - 7,939,029

Total bank 2,943,984 5,000,000 - - - - 7,943,984

Mortgages

Home 1,125,650 1,416,810 - 1,403,308 95,817 2,099,592 6,141,177

Residential 25,016,691 4,226,035 1,400,042 4,321,490 2,683,274 42,258 37,689,790

Commercial 12,979,074 1,241,697 4,661,632 17,362,202 7,080,793 483,981 43,809,379

Rural 1,514,650 731,987 367,000 2,070,500 - - 4,684,137

Total mortgages 40,636,065 7,616,529 6,428,674 25,157,500 9,859,884 2,625,831 92,324,483

Accrued interest - 1,347,202 - - - - 1,347,202

Accounts receivable - 38,195 - - - - 38,195

Anticipated income 

receipts
- 3,851,859 3,851,859 15,407,436 15,407,436 7,703,718 46,222,308

Taxation refund due - - - - - - -

43,580,049 17,853,785 10,280,533 40,564,936 25,267,320 10,329,549 147,876,172

Liabilities

Accounts payable - 3,267,229 - - - - 3,267,229

Anticipated income 

distributions
- 3,774,822 3,774,822 15,099,287 15,099,287 7,549,644 45,297,862

Net 43,580,049 10,811,734 6,505,711 25,465,649 10,168,033 2,779,905 99,311,081

	 At balance date, 36.80% of mortgages are in arrears (March, 2008: 9.22%) and 27.08% is owed by the six 
largest debtors (March, 2008: 19%).
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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 4,891 - - - - - 4,891

Bank deposits 6,130,488 7,000,000 6,000,000 - - - 19,130,488

Total bank 6,135,379 7,000,000 6,000,000 - - - 19,135,379

Mortgages

Home 949,886 4,186,271 264,963 4,514,510 162,520 2,936,803 13,014,953

Residential 12,364,820 15,333,263 7,408,175 15,937,300 5,411,865 80,443 56,535,866

Commercial 9,054,978 12,659,004 10,086,808 24,231,458 20,139,066 1,320,868 77,492,182

Rural - 1,806,845 1,482,088 6,089,199 - 231,591 9,609,723

Total mortgages 22,369,684 33,985,383 19,242,034 50,772,467 25,713,451 4,569,705 156,652,724

Accrued interest - 2,284,547 93,556 - - - 2,378,103

Accounts receivable - 56,082 - - - - 56,082

Taxation refund due - 544 - - - - 544

Anticipated income 

receipts
- 9,381,315 9,381,315 37,525,260 37,525,260 18,762,630 112,575,780

28,505,063 52,707,871 34,716,905 88,297,727 63,238,711 23,332,335 290,798,612

Liabilities

Accounts payable - 3,962,201 - - - - 3,962,201

Anticipated income 

distributions

- 9,193,689 9,193,689 36,774,755 36,774,755 18,387,377 110,324,265

Net 28,505,063 39,551,981 25,523,216 51,522,972 26,463,956 4,944,958 176,512,146

j)	 Interest Rate Risk

	 Cashflow and Fair Value Interest Rate Risk:

	 Interest rate risk is the risk that fair value or future cashflows 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 
comparatives at 31 March, 2008.  The tables include 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

4.44 7,943,984 - - 7,943,984

Accounts receivable - - - 38,195 38,195

Accrued interest - - - 1,347,202 1,347,202

Loans secured by 
first mortgage

7.94 49,898,116 21,231,476 21,194,891 92,324,483

57,842,100 21,231,476 22,580,288 101,653,864

Financial 
Liabilities
Accounts payable - - - 2,425,777 2,425,777

Distribution payable - - - 812,452 812,452

Contributions 
received in advance

- - - 29,000 29,000

- - 3,267,229 3,267,229

	 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

8.67 19,135,379 - - 19,135,379

Accounts receivable - - - 56,082 56,082

Accrued interest - - - 2,378,103 2,378,103

Loans secured by 
first mortgage

10.89 155,380,724 1,272,000 - 156,652,724

174,516,103 1,272,000 2,434,185 178,222,288

Financial 
Liabilities
Accounts payable - - - 2,322,576 2,322,576

Distribution payable - - - 1,618,458 1,618,458

Contributions 
received in advance

- - - 21,167 21,167

- - 3,962,201 3,962,201

	 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 before distributions to unitholders 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 1,002,000 (1,002,000)

Unitholders’ Funds 1,002,000 (1,002,000)

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

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

12 Months
March 2009

13 Months
March 2008

$ $

Impaired Assets

Balance at Beginning of the Period 1,911,489

Mortgage principal transferred 34,758,125 3,409,196

Legal cost incurred 122,194 12,686

Property disposed (10,324,717) (5,083,211)

Loss on impairment provided (1,219,175) -

Loss on realisation (2,141,536) (250,160)

Balance at the End of the Period $21,194,891 -

Impaired Assets

Value of mortgage receivables 21,194,891 -

Estimated fair value of collateral held 32,678,000 -

Age analysis of impaired assets

All payment instalments overdue:

Up to 3 months 448,143 -

3 - 6 months 620,056 -

6 - 12 months 794,598 -

Over 12 months 755,486 -

Impaired Asset Payments Overdue $2,618,283 -

Impaired assets with a past due component:

Up to 3 months - -

3 - 6 months 3,163,085 -

6 - 12 months 9,801,080 -

Over 12 months 8,230,726 -

Impaired Assets with Payments Overdue $21,194,891 -

	 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 14 of the assets held or owned by the Fund are impaired as at 31 
March, 2009 (March 2008: None).  Since 31 March, 2009, five of these assets have been realised (one 
asset is subject to a conditional contract for sale and purchase) for a total of $11,727,079.  Any known 
or anticipated losses have been provided for as specific impairments in these financial statements.  
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The Fund has not provided for any collective impairment.  In the opinion of the Manager, a collective 
impairment is not required as the estimated decrease in future cashflows from the mortgage 
receivables is provided for by the specific impairment provision.  

	 The Fund holds a first ranking mortgage security on properties for the impaired assets with a weighted 
average LVR, at reporting date, of 64.9%. 

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

	 As detailed in note 6, the Fund has a capital reserve available to assist in meeting any impairment 
losses on individual loans that may arise in the future. 

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

13 Months
March 2008

$ $

Mortgages considered past due

Balance at Beginning of the Period 14,442,894 8,008,658

New past due assets 15,254,311 12,279,066

Settled past due assets (13,538,507) (5,607,357)

Transferred to impaired assets (3,378,979) (237,473)

Balance at the End of the Period $12,779,719 $14,442,894

Mortgages considered past due

Value of mortgage receivables 12,779,719 14,442,894

Estimated fair value of collateral held 18,515,000 19,849,035

Age analysis of impaired assets

All payment instalments overdue:

Up to 3 months 259,599 242,988

3 - 6 months 212,808 451,316

6 - 12 months 59,384 319,919

Over 12 months 12,460 213,828

Total Payments Overdue $544,251 $1,228,051

Assets with a past due component:

Up to 3 months 3,946,731 -

3 - 6 months 29,791 10,860,432

6 - 12 months 7,898,810 1,097,545

Over 12 months 904,387 2,484,917

Total Assets with Payments Overdue $12,779,719 $14,442,894
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	 Past due assets include the total amounts owing by the borrowers who are in arrears, not just the 
past due portion.  The table on page 28 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.

	 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, at reporting date, of 
65.7%.

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: One asset with a balance of $3,078,432). 

12 Months
March 2009

13 Months
March 2008

$ $

Restructured Assets

Balance at Beginning of the Period 3,078,432 -

New restructured assets 7,897,583 3,078,432

Transferred to past due or impaired assets (10,976,015) -

Balance at End of Period $Nil $3,078,432

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 did acquire a number of assets through the enforcement of security during the reporting 
period to 31 March, 2009.  Any losses realised by the Fund have been included in these financial 
statements.  As at 31 March, 2009 the Fund did not have any financial or non-financial assets acquired 
through the enforcement of security (March, 2008: $Nil). 

16.	 Commitments for Expenditure

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

17.	 Commitments to Lend

Lending commitments total $246,500 as at 31 March, 2009 (March, 2008: $7,015,000).
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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.

21.	 Portfolio Investment Entity Election

The Fund elected to become a Portfolio Investment Entity (PIE), effective 1 October, 2007.  To become 
a PIE, the Fund needed to change the quarterly distribution dates to the last day of June, September, 
December, and March each year, and the annual balance date has moved to 31 March, effective from 31 
March, 2008.  The change also required an additional distribution to be made at the end of September 
2007.

The Fund will retain its existing Group Investment Fund status, but unitholders’ investments in the Fund 
will be taxed differently.

At 30 September, 2007, the Fund was taxed as a qualifying trust, whereby income was distributed to 
investors as beneficiary income, and resident withholding tax was deducted at the appropriate rates of 
either 0%, 19.5%, 33% or 39%.

From 1 October, 2007, the Fund must allocate income to investors under one of the options available 
under PIE rules, daily or quarterly, and then deduct tax at the investor’s prescribed investor rate of either 
0%, 19.5% or 33%.  The tax rate is capped at a maximum of 33%, which has reduced to 30% from 1 April, 
2008.

22.	 NZ Mortgage Income Trust (No. 2 Fund) Group Investment Fund

A new Fund has been established from 1 October, 2007, called the NZ Mortgage Income Trust (No. 2 
Fund) Group Investment Fund.  The new Fund was established to cater for those investors who do not 
wish to continue their investments in the existing Fund under the PIE regime.  The new Fund operates 
on exactly the same basis as the existing Fund.  The establishment of the new Fund has resulted in a 
decrease in the unitholders funds in the existing Fund, during the comparative period to 31 March 2008, 
due to some investors transferring their investment to the new Fund (refer to note 3 for details).
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23.	 Periods Covered in this Report

The Fund’s annual balance date was changed to 31 March due to the Fund’s election into the PIE regime 
(refer note 21).  

Comparative figures at March, 2008 represent 13 months trading for the period 1 March, 2007 to 31 
March, 2008.  

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

24.	 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.

25.	 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. For the Fund this 
has manifested itself in a significant reduction in funds under management over the period covered by 
the financial statements. 

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. 

The Fund’s most recent Prospectus has expired.  The Fund is temporarily not able to accept any new 
investments from unitholders until a new Prospectus has been prepared.  The Manager intends (subject 
to Trustee approval) to issue a new Prospectus in October, 2009.

26.	 Fundamental Uncertainty

The Fund has been affected by increased withdrawals of investments by unitholders, and by decreases 
in the value of a significant number of the properties securing mortgage advances.  The validity of the 
going concern assumption on which the financial statements are prepared depends upon the Manager’s 
ability to successfully match withdrawal requests with repayment of mortgage advances. The Manager’s 
considerations regarding going concern are set out in Note 25, and an explanation of liquidity risk is 
provided in Note 15 (h).  If the Fund were unable to continue in operational existence for the foreseeable 
future, adjustments may have to be made to reflect the situation where assets that 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.



A u d i t  R e p o r t 
 
To the Trustee (on behalf of the Unit holders) of the NZ Mortgage Income Trust 
Group Investment Fund 
 
We have audited the financial statements on pages 3 to 31.  The financial statements provide 
information about the past financial performance of the Group Investment Fund and its financial 
position as at 31 March 2009.  This information is stated in accordance with the accounting policies 
described in Notes 1 and 2 to the financial statements. 
 

Manager ’s  Responsibil it ies  
The Manager, on behalf of the Trustee, is responsible for the preparation and presentation 
of financial statements which give a true and fair view of the financial position of the Group 
Investment Fund as at 31 March 2009 and of the results of its operations and cash flows for the year 
ended on that date. 
 

Auditor ’s  Responsibil it ies  
We are responsible for expressing an independent opinion on the financial statements presented 
by the Manager and to report our opinion to the Trustee. 
 

Basis  of  Opinion  
An audit includes examining, on a test basis, evidence relevant to the amounts and disclosures in 
the financial statements. It also includes assessing: 
 
	 •	 the significant estimates and judgements made by the Manager in the preparation of the 	 	
		  financial statements; and 
 
	 •	 whether the accounting policies used and described in Notes 1 and 2 are appropriate for the 	
		  circumstances of the Group Investment Fund, consistently applied and adequately disclosed. 
 
We conducted our audit in accordance with generally accepted auditing standards in New Zealand.  
We planned and performed our audit so as to obtain all the information and explanations which we 
considered necessary in order to provide us with sufficient evidence to give reasonable assurance 
that the financial statements are free from material misstatement whether caused by fraud or error.  
In forming our opinion we also evaluated the overall adequacy of the presentation of information in 
the financial statements. 
 
We have no relationship with or interests in the Group Investment Fund other than in our capacity 
as auditors.
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