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G u i d e  t o  t h e  M a i n  F u n c t i o n s  

o f  t h e  R e s e r v e  B a n k  

F i v e  Y e a r  F i n a n c i a l  S u m m a r y

The Reserve Bank’s outputs are classified according to the major functions of the Bank. Details of functions and perf o rmance criteria are

contained in the 1999 Annual Plan.  Definitions of each output are provided below, in italics, and where necessary further explanation is

p rovided to enhance the re a d e r’s understanding.

M o n e t a ry Policy Form u l a t i o n

F o rmulating and publicly presenting an ongoing monetary policy strategy to enable the Bank to maintain price stability, in the most eff i c i e n t

manner possible.

Market Operations

Trading, liaising with and monitoring financial markets, for effective implementation of monetary policy, and  maintenance of the Bank’s capacity

to intervene in financial markets in support of the orderly and competitive functioning of financial markets.

As part of monetary policy implementation, the Reserve Bank issues Reserve Bank bills (a financial liability).  The proceeds from the issue of

R e s e rve Bank bills are advanced to the Government (a financial asset) and earn interest.  The asset and liability closely match in terms of value1

and similarly the interest income and interest expense flows approximately net off2.

Financial System Oversight

Registering and supervising banks, promoting the efficiency and soundness of the New Zealand financial system and avoiding significant

damage to the financial system that could arise from a bank failure or other financial system distre s s .

C u rrency Operations

To maintain the supply and integrity of legal tender currency in order to facilitate cash transactions in the community.

R e g i s t e red banks pay the Reserve Bank the face value of the currency being issued to them.  These funds are invested in Government securities,

which are included in local currency financial assets on the Reserve Bank’s balance sheet to offset the currency in circulation liability.  Currency in

c i rculation is a non-interest-bearing liability.  However, the Government securities portfolio asset is interest-bearing.  This income dire c t l y

associated with the issue of currency is re f e rred to as seigniorage and provides the Bank with its main source of income.

F o reign Reserves Management

Maintaining the capability to counter circumstances of severe erosion of liquidity in our foreign exchange market and maintaining the Bank’s

f o reign re s e rves at a level and in a form suitable for foreign exchange market interv e n t i o n .

The Crown has advanced foreign currency funds to the Reserve Bank.  The Bank has invested these funds in foreign currency assets that are held

as foreign re s e rves.  These assets and liabilities are closely matched by curre n c y, duration, and value.  As a result the Bank limits its exposure to

i n t e rest and exchange rate movements in these overseas markets.

Banking Serv i c e s

P roviding banking services to the Government, settlement banks and appropriate overseas institutions to meet their banking needs and to

facilitate effective implementation of monetary policy.

Overseas Investment Commission Secre t a r i a t

P roviding the secretariat of the Overseas Investment Commission.  The Commission administers New Zealand’s legislative controls on major

i n w a rd foreign investment.

R e g i s t ry Serv i c e s

Providing high quality depository, registry and settlement services to the securities market, in order to contribute to an efficient and sound

financial sector. 

The Bank’s re g i s t ry services are provided by a wholly-owned subsidiary company, RBNZ Registry Limited, which is re q u i red, under the Reserv e

Bank of New Zealand Act 1989, to be self-funding.

Other Outputs

P roducing other outputs which cannot be classified under our main functions.  These include sundry economic policy advice and overseas

re p resentation and liaison that relates to the general purposes of the Bank rather than to a particular function.

1 9 9 4 1 9 9 5 1 9 9 6 1 9 9 7 1 9 9 8
J u n e J u n e June J u n e J u n e

Financial Position as at: ( $ m ) ( $ m ) ( $ m ) ( $ m ) ( $ m )

A s s e t s :

F o reign Currency Financial 4 , 1 5 4 4 , 0 0 2 4 , 4 7 4 5 , 2 5 5 6 , 3 5 3

Local Currency Financial 3 , 2 7 8 3 , 5 4 5 3 , 9 1 5 4 , 0 2 9 4 , 4 1 3

Other Assets 7 6 6 5 6 6 6 2 6 1

To t a l 7 , 5 0 8 7 , 6 1 2 8 , 4 5 5 9 , 3 4 6 1 0 , 8 2 7

Liabilities and Equity:

F o reign Currency Financial 4 , 1 5 3 4 , 0 0 2 4 , 4 7 3 5 , 2 5 4 6 , 3 5 0

Local Currency Financial 1 , 4 6 0 1 , 5 7 1 1 , 8 1 8 1 , 8 8 0 2 , 1 7 6

C u rrency in Circ u l a t i o n 1 , 4 1 3 1 , 5 1 6 1 , 5 9 9 1 , 6 6 5 1 , 7 3 3

O t h e r 1 1 8 1 4 2 1 7 4 1 5 1 1 6 4

E q u i t y 3 6 4 3 8 1 3 9 1 3 9 6 4 0 4

To t a l 7 , 5 0 8 7 , 6 1 2 8 , 4 5 5 9 , 3 4 6 1 0 , 8 2 7

1 9 9 4 1 9 9 5 1 9 9 6 1 9 9 7 1 9 9 8 1 9 9 9
J u n e J u n e June J u n e J u n e J u n e

Consolidated Income and Expenditure3 A c t u a l B u d g e t
Financial Year Ending: ( $ m ) ( $ m ) ( $ m ) ( $ m ) ( $ m ) ( $ m )

Net Investment Income 1 3 1 . 6 1 5 9 . 1 1 7 1 . 7 1 7 0 . 4 1 8 7 . 4 1 5 8 . 7

Other Income 1 1 . 0 1 0 . 4 3 4 . 4 1 0 . 7 1 0 . 7 1 1 . 4

Total Income 1 4 2 . 6 1 6 9 . 5 2 0 6 . 1 1 8 1 . 1 1 9 8 . 1 1 7 0 . 1

Operating Expenses 3 9 . 5 3 9 . 7 3 8 . 6 3 7 . 8 3 7 . 0 4 0 . 7

Tax for Current Ye a r 0 . 5 0 . 6 0 . 8 0 . 9 0 . 8 0 . 3

Surplus for Appro p r i a t i o n 1 0 2 . 6 1 2 9 . 2 1 6 6 . 8 1 4 2 . 5 1 6 0 . 3 1 2 9 . 1

Transfers to Equity 2 3 . 2 2 2 . 8 5 . 3 6 . 4 8 . 4 4 . 6

Payment to Govern m e n t 7 9 . 3 1 0 6 . 4 1 6 1 . 4 1 3 6 . 0 1 5 1 . 9 1 2 4 . 5

1 See Advances to Government in note 1, Financial Assets, and Reserve Bank Bills in note 4, Financial Liabilities, in the notes to the financial statements.
2 See Advances to Government in note 10, Income from Financial Assets, and Reserve Bank Bills in note 11, Expenses on Financial Liabilities,

in the notes to the financial statements.

3 F i g u res in this section have been rounded.  Totals have not been adjusted for rounding erro r.
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1 9 9 9  B u d g e t  I n f o r m a t i o n

1 9 9 4 1 9 9 5 1 9 9 6 1 9 9 7 1 9 9 8 1 9 9 9
J u n e J u n e June J u n e J u n e J u n e

Cost of Serv i c e s4 A c t u a l B u d g e t
Financial Year Ending: ( $ m ) ( $ m ) ( $ m ) ( $ m ) ( $ m ) ( $ m )

M o n e t a ry Policy Form u l a t i o n 5 . 6 6 . 2 6 . 5 6 . 1 6 . 7 7 . 2

Market Operations 3 . 0 3 . 0 2 . 9 2 . 8 2 . 8 2 . 8

Financial System Oversight 3 . 7 3 . 2 3 . 2 2 . 8 2 . 8 2 . 7

C u rrency Operations 1 7 . 0 1 7 . 6 1 6 . 7 1 5 . 8 1 4 . 0 1 6 . 0

F o reign Reserves Management 3 . 2 3 . 8 3 . 5 3 . 7 3 . 7 3 . 9

Banking Serv i c e s 0 . 8 0 . 3 0 . 4 0 . 8 0 . 8 1 . 1

Overseas Investment Commission Secre t a r i a t 0 . 5 0 . 6 0 . 6 0 . 7 0 . 9 0 . 8

Other Outputs 0 . 6 0 . 5 0 . 5 0 . 7 0 . 6 0 . 9

Total for Functions within Funding Agre e m e n t 3 4 . 5 3 5 . 1 3 4 . 3 3 3 . 4 3 2 . 3 3 5 . 6

R e g i s t ry Serv i c e s5 5 . 5 5 . 2 4 . 9 5 . 5 5 . 7 5 . 7

Less Intercompany Tr a n s a c t i o n s - - ( 0 . 2 ) 0 . 2 0 . 2 0 . 2

Total Expenditure on Functions 4 0 . 0 4 0 . 3 3 9 . 4 3 8 . 7 3 7 . 8 4 1 . 0

The Statement of Cost of Services shows the total cost of providing each function, including internal transfers between functions.  

It includes fees charged by the Registry Services function to other functions, which are netted off against Registry income in the

Consolidated Statement of Financial Perf o rmance. 

The Reserve Bank’s budget has been pre p a red for a 12 month period and is consistent with the Bank’s accounting policies.

The 1999 budget has been pre p a red using April 1998 interest rates.  No allowance has been made for future changes in interest 

and exchange rates.

Assumptions 

The major assumptions underlying the preparation of the 1999 budget are that: 

1 . The Bank perf o rms the functions prescribed in the Reserve Bank of New Zealand Act 1989, and existing functions not dire c t l y

specified in the legislation.

2 . The levels of activity in the Foreign Reserves Management and Market Operations functions in 1998/99 will be similar to the 1997/98

l e v e l s .

4 F i g u res in this section have been rounded.  Totals have not been adjusted for rounding erro r.
5 Includes tax payable.
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The Bank has budgeted to provide the following functions in 1999.  Details of functions and perf o rmance criteria are contained in the 
1999 Annual Plan.

O p e r a t i n g Operating O p e r a t i n g O p e r a t i n g O p e r a t i n g O p e r a t i n g
I n c o m e I n c o m e E x p e n s e s E x p e n s e s S u r p l u s S u r p l u s

( D e f i c i t ) ( D e f i c i t )
B u d g e t A c t u a l B u d g e t A c t u a l B u d g e t A c t u a l

1 9 9 9 1 9 9 8 1 9 9 9 1 9 9 8 1 9 9 9 1 9 9 8
For the year ended 30 June 1999 $ 0 0 0 $ 0 0 0 $ 0 0 0 $ 0 0 0 $ 0 0 0 $ 0 0 0

F u n c t i o n

M o n e t a ry Policy Form u l a t i o n 7 3 5 7 7 , 2 4 3 6 , 7 3 8 ( 7 , 1 7 0 ) ( 6 , 6 8 1 )

Market Operations 1 2 , 4 1 8 1 4 , 7 5 6 2 , 8 1 9 2 , 8 1 0 9 , 5 9 9 1 1 , 9 4 6

Financial System Oversight 1 2 7 2 , 7 2 5 2 , 7 7 2 ( 2 , 7 1 3 ) ( 2 , 7 6 5 )

C u rrency Operations 1 3 4 , 4 7 2 1 4 6 , 4 4 4 1 6 , 0 2 4 1 3 , 9 9 1 1 1 8 , 4 4 8 1 3 2 , 4 5 3

F o reign Reserves Management 1 4 , 4 5 8 2 8 , 3 2 9 3 , 9 0 4 3 , 7 1 3 1 0 , 5 5 4 2 4 , 6 1 6

Banking Serv i c e s 1 , 7 7 3 9 0 8 1 , 1 4 0 7 8 5 6 3 3 1 2 3

Overseas Investment Commission Secre t a r i a t 8 2 4 5 8 3 7 9 2 8 6 2 3 2 ( 2 7 9 )

Other Outputs 1 1 9 3 5 6 3 0 ( 9 3 4 ) ( 6 2 9 )

Total for Functions within Funding Agre e m e n t 1 6 4 , 0 3 1 1 9 1 , 0 8 5 3 5 , 5 8 2 3 2 , 3 0 1 1 2 8 , 4 4 9 1 5 8 , 7 8 4

R e g i s t ry Serv i c e s 6 , 3 2 96 7 , 2 0 36 5 , 6 6 07 5 , 6 8 37 6 6 9 1 , 5 2 0

Less Intercompany Tr a n s a c t i o n s 2 1 5 2 3 4 2 1 5 2 3 4 - -

Total for Bank 1 7 0 , 1 4 5 1 9 8 , 0 5 4 4 1 , 0 2 7 3 7 , 7 5 0 1 2 9 , 1 1 8 1 6 0 , 3 0 4

B u d g e t A c t u a l
1 9 9 9 1 9 9 8

For the year ended 30 June 1999 $ 0 0 0 $ 0 0 0

Operating Income:

Net Investment Income 1 5 8 , 7 2 0 1 8 7 , 3 7 1

Other Income 1 1 , 4 2 5 1 0 , 6 8 3

Total Operating Income 1 7 0 , 1 4 5 1 9 8 , 0 5 4

Operating Expenses:

P e r s o n n e l 1 9 , 2 7 7 1 8 , 4 3 5

Asset Management 6 , 8 0 3 6 , 2 6 8

New Currency Issued 6 , 1 7 3 4 , 2 1 4

A d m i n i s t r a t i o n 1 , 7 7 6 1 , 9 4 3

O t h e r 6 , 6 6 8 6 , 1 4 0

Total Operating Expenses 4 0 , 6 9 7 3 7 , 0 0 0

Operating Surplus 1 2 9 , 4 4 8 1 6 1 , 0 5 4

Ta x a t i o n 3 3 0 7 5 0

Surplus Available for Appro p r i a t i o n 1 2 9 , 1 1 8 1 6 0 , 3 0 4

B u d g e t e d  C o s t  o f  S e r v i c e s C o n s o l i d a t e d  B u d g e t e d  S t a t e m e n t  

o f  F i n a n c i a l  P e r f o r m a n c e  

6 Includes Austraclear fees and ESAS recoverable income, which are netted off against related Bank expenses in the Consolidated Budgeted Statement of Financial Perf o rm a n c e .
7 Includes tax payable.
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Accounting Policies

These are the consolidated financial statements of the Reserve Bank of New Zealand, a body corporate under the Reserve Bank of New

Zealand Act 1989.  These statements apply to the financial year ended 30 June 1998.  They have been pre p a red in accordance with part VI of

the Reserve Bank of New Zealand Act 1989.  Unless otherwise stated, the measurement base is historic cost.

In these financial statements the Reserve Bank of New Zealand is also re f e rred to as the “Reserve Bank” or the “Bank”.

Basis of Consolidation

The Reserve Bank accounts for its Registry Services function via a wholly-owned subsidiary company (RBNZ Registry Limited).  The consolidated

financial statements include this subsidiary company.  The purchase method of consolidation is used.  All material inter-company balances and

transactions have been eliminated.  (Separate financial statements for RBNZ Registry Limited appear in note 27.)  Parent financial statements

a re not produced because the diff e rence between the parent and group accounts is not material.

F o reign Currency Conversions

Transactions in foreign currencies have been translated to New Zealand currency using exchange rates applying on the settlement dates of

transactions.  Foreign currency financial assets and liabilities have been translated to New Zealand currency using mid-market exchange rates

applying at balance date.  The following New Zealand dollar closing exchange rates for major currencies were used to convert foreign curre n c y

assets and liabilities to New Zealand dollars for re p o rting purposes.

1 9 9 8 1 9 9 7

United States dollars 0 . 5 1 2 5 0 . 6 7 7 8

G e rman marks 0 . 9 2 6 5 1 . 1 7 7 7

Japanese yen 7 2 . 1 1 0 0 7 7 . 4 4 0 0

Financial Assets and Liabilities

Except as noted below, foreign currency financial assets and liabilities, along with local currency financial assets held for trading purposes, are

re c o rded at market value.  Changes in market value, whether due to exchange rate movements, interest rate movements or other factors, are

recognised immediately in the Consolidated Statement of Financial Perf o rm a n c e .

Local currency financial assets held for investment purposes, and local currency financial liabilities, are re c o rded on a yield to maturity basis.

Any premium or discount amortisation is recognised in the Consolidated Statement of Financial Perf o rmance. 

C e rtain foreign currency and local currency financial assets and liabilities are re c o rded at face value.  These are :

( a ) S h o rt - t e rm deposits, re p u rchase and re v e r s e - re p u rchase agreements and advances that are not realisable prior to maturity.

( b ) C u rrent account deposits and advances through the daily float tender.

( c ) Assets and liabilities denominated in Special Drawing Rights.

Financial assets and liabilities are recognised in the Statement of Financial Position on a trade-date basis.  Unsettled sales of securities are

re p o rted as assets under the title Forw a rd Sales of Securities and unsettled security purchases are re p o rted as liabilities under the title Forw a rd

P u rchases of Securities.  Income and expense recognition on forw a rd transactions is recognised from trade date.

W h e re derivative instruments have been used to change the characteristics of specifically identified underlying financial instru m e n t s ,

recognition in the Statement of Financial Position and Statement of Financial Perf o rmance is on the basis of the combined characteristics of

both the derivative and the underlying instru m e n t .

Securities sold under agreements to re p u rchase are re c o rded in the assets in the Statement of Financial Position. A liability (Securities Sold

under Agreements to Repurchase) recognising the obligation to re p u rchase is also disclosed. The diff e rence between the sale and re p u rc h a s e

price re p resents interest expense and is recognised within the Statement of Financial Perf o rmance. Securities held under re v e r s e - re p u rc h a s e

a g reements are re c o rded as an asset (Securities Purchased under Agreements to Re-sell). The diff e rence between the purchase and sale price

re p resents interest income and is recognised in the Statement of Financial Perf o rm a n c e .

C u rrency in Circ u l a t i o n

C u rrency issued by the Reserve Bank re p resents a claim on the Bank in favour of the holder.  The liability for currency in circulation is re c o rd e d

at face value in the Statement of Financial Position.

Commemorative and Demonetised Curre n c y

The Reserve Bank has a liability for the face value of commemorative curre n c y.  However, it is most unlikely that significant amounts of

commemorative currency will be re t u rned for redemption.  The face value of commemorative currency is there f o re recognised as a contingent

l i a b i l i t y.

The Bank has a liability for the face value of demonetised currency still in circulation. Except for a portion retained in the Statement of Financial

Position to cover expected future repatriations, this is also recognised as a contingent liability.

Land and Buildings

Land is carried at market value.  Buildings are valued at market value except for the specialised basements and ground floors occupied by the

R e s e rve Bank, which are valued at adjusted replacement cost.  Surpluses of book value over historic cost for this class of asset are re c o rded in

the Pro p e rties Revaluation Account.  Where the book value of this class of asset falls below historic cost, previous individual asset re v a l u a t i o n s

a re reversed and the remaining balance is charged as an expense in the financial year it occurs.  Independent valuations of this class of asset

a re obtained triennially.  Because of this policy of regular valuation, buildings are not depre c i a t e d .

Other Fixed Assets

Other Fixed Assets are carried at cost, less depreciation.  The following assets held by the Reserve Bank of New Zealand are depreciated on a

diminishing value basis at the given rates: 

Plant, Equipment and Ve h i c l e s 30 percent per annum

Computer Hard w a re 50 percent per annum

Other assets are depreciated on a straight line basis over their expected useful lives.  Computer software is capitalised only when total costs

exceed $150,000 and is depreciated on a straight line basis over three years.

Assets held by RBNZ Registry Limited are depreciated on a straight line basis at 20 percent per annum with the exception of computer

h a rd w a re upgrades, which are depreciated at 33 percent per annum.

Operating Leases

Lease rentals payable on operating leases are recognised in the Statement of Financial Perf o rmance over the term of the lease.

I n v e n t o r i e s

Inventories are carried at the lower of cost or realisable value.  Cost is determined on a weighted average basis.  Unissued currency stocks are

re c o rded in inventory accounts at the cost of acquisition and expensed when issued.   

Accounts Receivable

Accounts Receivable are carried at expected realisable value after making due allowance for doubtful debts.

R e s e r v e  B a n k  o f  N e w  Z e a l a n d  

1 9 9 8  F i n a n c i a l  S t a t e m e n t s
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C u rrency and Artwork Collections and Arc h i v e s

Items held in the Reserve Bank’s currency and artwork collections and archives that have a material commercial value are valued at estimated

market values.  Nominal values have been placed on items with no material commercial value.  Collections are not depreciated.  Additions are

held at cost until subsequent revaluations.    

Personnel Expenses

Personnel expenses include the full cost of all staff benefits, including any applicable Fringe Benefit Tax.  Accumulated staff benefits and

entitlements are accru e d .

Ta x a t i o n

Only RBNZ Registry Limited is liable for income tax.

The taxation charged against profit includes both current and deferred taxation calculated under the comprehensive method.  

D e f e rred taxation arises from items of income and expenditure being included in taxation computations in periods diff e rent from those in

which they are re c o rded in the financial statements.

Cash Flows

Cash is defined as those items that are currently convertible “at call”.

Investing activities include the cash movements, including realised gains and losses, in the Reserve Bank’s financial asset portfolios.  Also

included are cash flows arising from movements in IMF Special Drawing Rights, fixed assets, and loans to staff .

Financing activities are those arising from the issue of circulating curre n c y, the issue of Reserve Bank bills, borrowing from the Tre a s u ry, and

payment of the net operating surplus to the Cro w n .

Operating activities include income and expenditure cash flows not included as investing or financing activities. 

Cash movements in portfolios have been presented net as this is considered to provide a fairer presentation of the Bank’s operations.

Custodial Activities

Securities held by the Reserve Bank through a subsidiary company under custodial arrangements are not included in these financial statements.

Comparative Amounts

To ensure consistency with the current year, comparative figures have been restated where appro p r i a t e .

Changes in Accounting Policies

T h e re has been no change in the Reserve Bank’s accounting policies for the year ended 30 June 1998.

1 9 9 8 1 9 9 7
As at 30 June 1998 N o t e $ 0 0 0 $ 0 0 0

A s s e t s :

Financial Assets 1 , 7 , 8 , 9 1 0 , 7 6 5 , 9 3 7 9 , 2 8 3 , 2 3 2

Accounts Receivable 1 , 9 5 2 3 , 3 0 2

I n v e n t o r i e s 2 6 , 3 3 0 5 , 4 5 0

D e f e rred Ta x a t i o n 2 8 7 6 9 3

C u rrency & Artwork Collection 7 6 7 7 6 7

Fixed Assets 3 5 2 , 3 9 3 5 3 , 3 2 1

Total Assets 1 0 , 8 2 7 , 4 5 5 9 , 3 4 6 , 1 6 5

L i a b i l i t i e s :

Financial Liabilities 4 8 , 5 2 6 , 3 8 0 7 , 1 3 3 , 4 0 2

C u rrency in Circ u l a t i o n 1 , 7 3 3 , 3 0 6 1 , 6 6 5 , 2 3 8

P rovision for Transfer of Surplus 1 5 1 5 1 , 8 9 0 1 3 6 , 0 1 5

Accounts Payable 7 , 0 2 4 1 0 , 8 3 6

A c c rued Employee Entitlements 2 , 5 4 0 2 , 4 6 1

Other Current Liabilities 7 5 0 4 0 6

Demonetised Curre n c y 5 1 , 3 2 3 1 , 3 9 9

Total Liabilities 1 0 , 4 2 3 , 2 1 3 8 , 9 4 9 , 7 5 7

E q u i t y 6 , 1 5 4 0 4 , 2 4 2 3 9 6 , 4 0 8

Total Liabilities and Equity 1 0 , 8 2 7 , 4 5 5 9 , 3 4 6 , 1 6 5

The above statement is to be read in conjunction with the notes on pages 47 to 69.

C o n s o l i d a t e d  S t a t e m e n t  

o f  F i n a n c i a l  P o s i t i o n
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1 9 9 8 1 9 9 7
For the year ended 30 June 1998 N o t e $ 0 0 0 $ 0 0 0

Equity at Start of Ye a r 3 9 6 , 4 0 8 3 9 1 , 4 7 5

Net Surplus for the Ye a r 1 6 0 , 3 0 4 1 4 2 , 4 5 0

Movement in Retained Earn i n g s 6 - 7 9 8

Movement in Pro p e rties Revaluation Account 6 ( 5 8 0 ) ( 2 , 3 0 0 )

Total Recognised Revenues and Expenses for the Ye a r 1 5 9 , 7 2 4 1 4 0 , 9 4 8

P rovision for Transfer of Surplus to Government 1 5 ( 1 5 1 , 8 9 0 ) ( 1 3 6 , 0 1 5 )

Equity at End of Ye a r 4 0 4 , 2 4 2 3 9 6 , 4 0 8

The above statement is to be read in conjunction with the notes on pages 47 to 69.

A c t u a l B u d g e t A c t u a l
1 9 9 8 1 9 9 8 1 9 9 7

For the year ended 30 June 1998 N o t e $ 0 0 0 $ 0 0 0 $ 0 0 0

Operating Income:

Income from Financial Assets 1 0 6 3 3 , 9 9 2 5 6 5 , 7 1 0

Expenses on Financial Liabilities 1 1 ( 4 5 7 , 6 5 6 ) ( 3 9 6 , 8 5 5 )

Net Foreign Exchange Revaluation Gain (Loss) 1 2 1 1 , 0 3 5 1 , 5 5 9

Net Investment Income 1 8 7 , 3 7 1 1 6 4 , 1 5 7 1 7 0 , 4 1 4

Other Income 1 3 1 0 , 6 8 3 1 0 , 2 2 8 1 0 , 6 6 2

Total Operating Income 1 9 8 , 0 5 4 1 7 4 , 3 8 5 1 8 1 , 0 7 6

Operating Expenses:

P e r s o n n e l 1 8 , 4 3 5 1 8 , 1 2 6 1 7 , 6 6 9

Asset Management 6 , 2 6 8 6 , 6 4 8 6 , 4 5 1

New Currency Issued 1 6 4 , 2 1 4 5 , 4 2 9 5 , 4 5 9

A d m i n i s t r a t i o n 1 , 9 4 3 2 , 0 3 1 1 , 8 8 4

O t h e r 1 4 6 , 1 4 0 6 , 4 5 7 6 , 2 9 5

Total Operating Expenses 3 7 , 0 0 0 3 8 , 6 9 1 3 7 , 7 5 8

Operating Surplus 1 6 1 , 0 5 4 1 3 5 , 6 9 4 1 4 3 , 3 1 8

Ta x a t i o n 2 8 7 5 0 6 0 0 8 6 8

Surplus Available for Appro p r i a t i o n 1 5 1 6 0 , 3 0 4 1 3 5 , 0 9 4 1 4 2 , 4 5 0

The above statement is to be read in conjunction with the notes on pages 47 to 69.

C o n s o l i d a t e d  S t a t e m e n t  

o f  M o v e m e n t s  i n  E q u i t y

C o n s o l i d a t e d  S t a t e m e n t  

o f  F i n a n c i a l  P e r f o r m a n c e
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O p e r a t i n g O p e r a t i n g O p e r a t i n g O p e r a t i n g O p e r a t i n g
I n c o m e E x p e n s e s S u r p l u s S u r p l u s S u r p l u s

( D e f i c i t ) ( D e f i c i t ) ( D e f i c i t )
A c t u a l A c t u a l A c t u a l B u d g e t A c t u a l

1 9 9 8 1 9 9 8 1 9 9 8 1 9 9 8 1 9 9 7
For the year ended 30 June 1998 N o t e $ 0 0 0 $ 0 0 0 $ 0 0 0 $ 0 0 0 $ 0 0 0

F u n c t i o n s :

M o n e t a ry Policy Form u l a t i o n 5 7 6 , 7 3 8 ( 6 , 6 8 1 ) ( 6 , 3 4 9 ) ( 6 , 0 0 9 )

Market Operations 1 7 1 4 , 7 5 6 2 , 8 1 0 1 1 , 9 4 6 9 , 9 3 5 1 3 , 6 0 8

Financial System Oversight 7 2 , 7 7 2 ( 2 , 7 6 5 ) ( 2 , 9 7 9 ) ( 2 , 8 3 2 )

C u rrency Operations 1 6 , 1 7 1 4 6 , 4 4 4 1 3 , 9 9 1 1 3 2 , 4 5 3 1 2 2 , 4 7 2 1 2 6 , 0 9 8

F o reign Reserves Management 1 7 2 8 , 3 2 9 3 , 7 1 3 2 4 , 6 1 6 1 1 , 9 5 9 1 0 , 9 9 3

Banking Serv i c e s 1 7 9 0 8 7 8 5 1 2 3 ( 4 1 6 ) ( 3 5 2 )

Overseas Investment Commission Secre t a r i a t 5 8 3 8 6 2 ( 2 7 9 ) ( 2 1 ) ( 1 1 6 )

Other Outputs 1 6 3 0 ( 6 2 9 ) ( 7 2 4 ) ( 6 9 5 )

Total for Functions within Funding Agre e m e n t 1 9 1 , 0 8 5 3 2 , 3 0 1 1 5 8 , 7 8 4 1 3 3 , 8 7 7 1 4 0 , 6 9 5

R e g i s t ry Serv i c e s 2 7 7 , 2 0 3 5 , 6 8 3 1 , 5 2 0 1 , 2 1 7 1 , 7 5 5

Less Intercompany Tr a n s a c t i o n s 2 3 4 2 3 4 - - -

Surplus Available for Appro p r i a t i o n 1 9 8 , 0 5 4 3 7 , 7 5 0 1 6 0 , 3 0 4 1 3 5 , 0 9 4 1 4 2 , 4 5 0

The Statement of Cost of Services shows the total cost of providing each function, including internal transfers between functions.

The above statement is to be read in conjunction with the notes on pages 47 to 69.

1 9 9 8 1 9 9 7
For the year ended 30 June 1998 N o t e $ 0 0 0 $ 0 0 0

Cash Flows From Operating Activities:

S o u rc e :

I n t e rest re c e i v e d 5 2 6 , 3 1 9 5 0 4 , 7 9 5

Fees, Commission and Other Income Received 1 6 , 3 8 0 1 0 , 8 5 9

5 4 2 , 6 9 9 5 1 5 , 6 5 4

D i s b u r s e m e n t s :

I n t e rest Paid 3 2 5 , 3 2 2 3 5 2 , 8 5 4

Payments to Suppliers and Employees 4 0 , 0 0 5 4 2 , 4 4 9

Net Income Tax Paid 8 1 0 7 5 5

3 6 6 , 1 3 7 3 9 6 , 0 5 8

Net Cash Flow From Operating Activities 1 8 1 7 6 , 5 6 2 1 1 9 , 5 9 6

Cash Flows from Investing Activities:

D i s b u r s e m e n t s :

Net Increase in Domestic Investments 3 6 6 , 7 5 8 1 1 1 , 9 9 0

Net Increase in Foreign Investments 1 9 3 , 3 0 3 1 7 , 8 9 9

Net Increase in Fixed Assets 2 , 7 9 8 2 , 6 2 6

5 6 2 , 8 5 9 1 3 2 , 5 1 5

Net Cash Flow From Investing Activities ( 5 6 2 , 8 5 9 ) ( 1 3 2 , 5 1 5 )

Cash Flows from Financing Activities:

S o u rc e :

Net Issue of Circulating Curre n c y 6 7 , 9 9 2 6 6 , 4 3 7

Net Issue of Foreign Currency Deposits 1 0 7 , 5 8 9 5 , 0 5 1

1 7 5 , 5 8 1 7 1 , 4 8 8

D i s b u r s e m e n t s :

Net Repayment of Reserve Bank Bills 3 0 , 0 0 0 1 6 , 0 0 0

Payment of Surplus to Govern m e n t 1 3 6 , 0 1 5 1 6 1 , 4 3 2

1 6 6 , 0 1 5 1 7 7 , 4 3 2

S t a t e m e n t  o f  C o s t  o f  S e r v i c e s C o n s o l i d a t e d  S t a t e m e n t

o f  C a s h  F l o w s
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1 9 9 8 1 9 9 7
For the year ended 30 June 1998 N o t e $ 0 0 0 $ 0 0 0

Net Cash Flow From Financing Activities 9 , 5 6 6 ( 1 0 5 , 9 4 4 )

Cash Flow from All Activities ( 3 7 6 , 7 3 1 ) ( 1 1 8 , 8 6 3 )

Exchange Rate Eff e c t 5 2 , 1 9 0 2 , 9 7 7

Net Cash Flow From All Activities ( 3 2 4 , 5 4 1 ) ( 1 1 5 , 8 8 6 )

Opening Cash Balance ( 6 4 0 , 2 0 5 ) ( 5 2 4 , 3 1 9 )

Closing Cash Balance 1 9 ( 9 6 4 , 7 4 6 ) ( 6 4 0 , 2 0 5 )

I n c rease (Decrease) In Cash Balance ( 3 2 4 , 5 4 1 ) ( 1 1 5 , 8 8 6 )

The movement in the closing cash balance mainly reflects the movement in the balance of Government deposits with the Reserve Bank.

This balance will fluctuate in line with the seasonal liquidity influences of the Government.  These seasonal liquidity influences are not

c o n t rolled by the Reserve Bank.

The above statement is to be read in conjunction with the notes on pages 47 to 69.

1 . Financial Assets

(a)   Financial Assets comprise:

1 9 9 8 1 9 9 7
$ 0 0 0 $ 0 0 0

F o reign Currency Assets:

Cash Balances with Other Central Banks 7 , 7 8 1 8 , 6 2 8

S h o rt - Te rm Advances 3 2 7 , 5 1 0 4 1 8 , 0 6 2

F o rw a rd Sales of Securities 9 3 , 0 3 1 1 9 4 , 8 7 8

Securities Purchased under Agreements to Re-sell 1 , 4 3 1 , 8 1 4 1 , 2 1 7 , 3 6 8

Marketable Securities 4 , 5 8 8 , 1 1 4 3 , 7 8 6 , 0 3 6

S h o rt Sales of Securities ( 1 6 8 , 7 8 9 ) ( 4 2 2 , 0 9 5 )

A c c rued Intere s t 7 1 , 6 1 0 5 1 , 6 1 1

I n t e rnational Monetary Fund Special Drawing Rights 2 , 1 7 2 1 9 7

6 , 3 5 3 , 2 4 3 5 , 2 5 4 , 6 8 5

Local Currency Assets:

Cash on Hand 9 4 7 7 0

Advances to Govern m e n t8 1 , 1 9 4 , 9 8 2 1 , 2 2 8 , 6 2 8

Securities Purchased under Agreements to Re-sell 1 , 0 5 8 , 0 0 0 7 4 9 , 0 0 0

NZ Government Securities - Investment Port f o l i o9 2 , 0 9 8 , 0 5 1 1 , 9 9 1 , 1 3 4

A c c rued Intere s t 6 1 , 0 2 0 5 7 , 8 8 2

Advances to Staff 3 3 4 7 4 8

Te rm Loans 2 1 3 3 8 5

4 , 4 1 2 , 6 9 4 4 , 0 2 8 , 5 4 7

Total Financial Assets 1 0 , 7 6 5 , 9 3 7 9 , 2 8 3 , 2 3 2

C o n s o l i d a t e d  S t a t e m e n t  

o f  C a s h  F l o w s  ( C o n t i n u e d )

N o t e s  t o  b e  R e a d  a s  P a r t  o f  t h e

C o n s o l i d a t e d  F i n a n c i a l  S t a t e m e n t s

8 R e p resents the re-investment of the proceeds from the issue of Reserve Bank bills, see note 1(b) v) (a).
9 The investment portfolio is held to support the liability for currency in circulation and the Bank’s net equity.



48 49

( b ) N a t u re and extent of activities

The Reserve Bank’s role as a central bank determines the nature and extent of its activities with respect to financial instruments.  This

role is defined by the Reserve Bank of New Zealand Act 1989.

i ) F o reign Currency Activities

F o reign activity results mainly from the Reserve Bank’s holdings of foreign currency assets under its foreign re s e rves management

function.  These assets are held in various currencies.  The majority are denominated in United States dollars, Japanese yen and

G e rman marks.

The overall level of these assets is determined by the Tre a s u rer on advice from the Bank. The Bank also maintains a standby cre d i t

facility (US $100 million) to augment the amount of foreign currency that can be accessed.

The financial instruments held within these foreign currency portfolios consist mainly of sovereign securities, securities held under

re v e r s e - re p u rchase transactions or balances held with other central banks, commercial banks and settlement institutions. Liquidity

and credit risk are key criteria in determining the type of instruments held.

The funding for these assets is provided by foreign currency loans from the Tre a s u ry and to a lesser extent by Special Drawing Rights

issued by the International Monetary Fund. The overall currency composition of the assets and liabilities is determined in consultation

with the main providers of funding. Generally these loans are held to maturity, though from time to time the opportunity to re p a y

early may be taken where this is expected to reduce the cost of funding.

Subject to liquidity and credit risk constraints being satisfied, the Bank defines benchmark portfolios that re p resent a “neutral” asset

s t ru c t u re in terms of market risk relative to the funding stru c t u re.  The neutral position is established to minimise the Bank’s exposure

to foreign currency risk and interest rate risk arising from changes in the yield curve.  In general, liquidity and credit risk constraints

dictate that the re t u rn on the neutral asset stru c t u re will be less than the cost of funding.

The Reserve Bank also holds, from time to time,  foreign currency assets and liabilities that arise from the implementation of

domestic monetary policy.  Any foreign currency exposures related to domestic monetary policy implementation activity are fully

hedged through the use of foreign currency swaps. 

The Bank also participates in the foreign exchange dealing markets on its own account and to meet the foreign currency needs of

public sector customers.

i i ) D e p a rt u res from Neutral Positions

D e p a rt u res of the asset portfolio stru c t u re from the neutral stru c t u re are undertaken where there is an expected increase in re t u rn s ,

within defined risk boundaries.  Exposures are also incurred by way of investment in short sold assets, again for expected re t u rn

enhancement within defined risk boundaries.

Decision-making for depart u res from neutral positions typically involves delegated discretion to specialist staff or trading strategies

p re - a g reed with the Bank’s senior management.

For further information on the risk management policies relating to financial instruments see notes 7 to 9.

i i i ) D e r i v a t i v e s

The Bank’s involvement in derivatives comprises forw a rd foreign exchange transactions and a cross currency interest rate swap.

The Bank uses foreign exchange swap contracts as part of hedged foreign exchange transactions for both monetary policy

implementation and foreign re s e rves management. The unrealised foreign exchange gain on unsettled swap forw a rd legs are off s e t

by the foreign exchange revaluation on the associated money market instruments.  These are both included within the balance of

S h o rt - Te rm Advances. As at 30 June 1998 the unrealised foreign exchange gain on unsettled swap forw a rd legs (exchanging

principal of US $55 million) was $564,000 (1997 nil).

In November 1997 the Bank entered into a cross currency interest rate swap (exchanging principal of US $110 million) as part of a

series of hedged transactions to enhance the yield on the USD fixed rate portfolio.  As at 30 June 1998 the fair value of the swap

was $2.6 million, of which $0.6 million is included within the balance of Marketable Securities, and $2 million within the balance of

A c c rued Intere s t .

i v ) Securities Lending Pro g r a m m e

As part of its foreign operations, the Reserve Bank participates in a securities lending programme managed by The Chase Manhattan

Bank.  Under the programme The Chase Manhattan Bank lends out securities owned by the Bank in exchange for cash or altern a t i v e

securities. The range of financial assets that can be acquired under the programme is constrained by guidelines compatible with

those that apply to the Bank’s foreign currency asset portfolios.  

The total market value of securities which have been made available to participate in this programme is limited to US $700 million.

As at 30 June 1998 the market value of securities lent out under the programme was US $389.5 million (1997 US $437 million).

v ) Local Currency Activities

Local currency activities arise on two main counts: 

( a ) Liquidity management operations.

Liquidity management involves the Reserve Bank compensating for daily net flows through the Crown Settlement Account by

advancing or withdrawing funds from the banking system.  The Bank issues Reserve Bank bills as part of its liquidity management

operations.  The funds received from the issue of these bills are on-lent to the Government on an unsecured basis.

( b ) Holding assets re p resenting the investment of the Reserve Bank’s net equity and supporting the liability for currency in circ u l a t i o n .

This investment portfolio comprises holdings of benchmark issues of New Zealand Government bonds.  The Bank’s policy is to

hold these investments until maturity.

F rom time to time the Bank may also hold small trading positions in Crown or re g i s t e red bank securities as part of market test

a c t i v i t i e s .

( c ) Restrictions on Title to Assets

As part of the active management of its foreign currency operations, the Reserve Bank enters into security re p u rchase transactions.

The securities sold by the Bank under re p u rchase agreements continue to be re c o rded in the Bank’s Statement of Financial Position.

At balance date securities with a fair value of $1,214 million (1997 $1,106 million) had been sold to counter- p a rties under

re p u rchase agreements.  These transactions are also recognised as a liability for Securities Sold under Agreements to Repurchase in

the Bank’s Statement of Financial Position.

The Bank also purchases securities under re v e r s e - re p u rchase agreements in both its foreign currency and local currency operations.

These transactions are recognised as Securities Purchased under Agreements to Re-sell in the Bank’s Statement of Financial Position.

( d ) Fair Value (Market Value) of Financial Assets 

The carrying value (the value re p o rted in the accounts) of financial assets re p resents their fair value with the exception of 

New Zealand Government Securities - Investment Portfolio, which has a fair value of $2,187,366,000 (1997 $2,210,755,000).
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2 . I n v e n t o r i e s
1 9 9 8 1 9 9 7
$ 0 0 0 $ 0 0 0

Bank Notes for Circ u l a t i o n 2 , 8 8 0 1 , 6 9 3

Coin for Circ u l a t i o n 3 , 1 5 7 3 , 4 7 5

Commemorative Curre n c y 2 9 0 2 7 7

O ffice Supplies 3 5

Total Inventories 6 , 3 3 0 5 , 4 5 0

3 . Fixed Assets
1 9 9 8 1 9 9 8 1 9 9 8 1 9 9 7 1 9 9 7 1 9 9 7

H i s t o r i c A c c u m u l a t e d B o o k H i s t o r i c A c c u m u l a t e d B o o k
C o s t D e p re c i a t i o n Va l u e C o s t D e p re c i a t i o n Va l u e

$ 0 0 0 $ 0 0 0 $ 0 0 0 $ 0 0 0 $ 0 0 0 $ 0 0 0

F reehold Land 1 4 , 5 1 0 1 5 , 6 1 0

B u i l d i n g s 2 5 , 9 1 0 2 5 , 3 9 0

4 0 , 4 2 0 4 1 , 0 0 0

Computer Hard w a re 4 , 5 8 3 3 , 9 7 0 6 1 3 4 , 3 0 5 3 , 6 2 9 6 7 6

P l a n t 5 , 6 2 7 5 , 3 0 3 3 2 4 5 , 6 4 0 5 , 1 7 6 4 6 4

O ffice Equipment 7 , 0 4 4 5 , 3 9 1 1 , 6 5 3 6 , 5 4 3 4 , 9 7 0 1 , 5 7 3

S o f t w a re 7 , 1 3 1 4 , 5 6 8 2 , 5 6 3 5 , 4 0 8 4 , 1 0 6 1 , 3 0 2

C u rrency Processing Equipment 5 , 0 1 9 2 , 6 6 7 2 , 3 5 2 5 , 0 1 9 2 , 0 3 9 2 , 9 8 0

Motor Ve h i c l e s 2 9 6 1 3 8 1 5 8 3 1 9 1 2 1 1 9 8

Building Impro v e m e n t s 4 , 0 3 9 2 , 0 0 4 2 , 0 3 5 4 , 2 1 6 1 , 7 1 8 2 , 4 9 8

Tenancy Inducements 1 , 7 6 1 1 , 0 2 0 7 4 1 2 , 0 8 8 1 , 1 0 8 9 8 0

Work in Pro g re s s 1 , 5 3 4 - 1 , 5 3 4 1 , 6 5 0 - 1 , 6 5 0

1 1 , 9 7 3 1 2 , 3 2 1

Total Fixed Assets 5 2 , 3 9 3 5 3 , 3 2 1

The book values for land and buildings are market values based on existing use provided by Jones Lang Wootton Limited, re g i s t e re d

valuers, with the exception of the specialised basement and ground floors occupied by the Bank, which are valued at adjusted

replacement cost.  The market value of the buildings, to a purchaser not requiring the Bank’s specialised facilities, is $21,800,000 

(1997 $20,470,000). 

June 1998 Va l u a t i o n
$ 0 0 0

Auckland Pro p e rt y 1 4 , 5 0 0

Wellington Pro p e rt y 2 5 , 9 2 0

4 0 , 4 2 0

4 . Financial Liabilities 

( a ) Financial Liabilities comprise:

1 9 9 8 1 9 9 7
$ 0 0 0 $ 0 0 0

F o reign Currency Liabilities:

S h o rt - Te rm Deposits 3 0 , 5 0 9 -

F o rw a rd Purchases of Securities 2 2 , 0 8 2 2 6 9 , 1 1 9

Securities Sold under Agreements to Repurc h a s e 1 , 2 1 3 , 6 6 6 1 , 1 0 6 , 0 7 1

Te rm Liabilities 4 , 6 0 1 , 9 8 6 3 , 5 2 6 , 1 2 3

A c c rued Intere s t 1 1 4 , 5 1 6 6 2 , 5 0 8

I n t e rnational Monetary Fund Special Drawing Rights 3 6 7 , 0 7 0 2 8 9 , 8 3 2

6 , 3 4 9 , 8 2 9 5 , 2 5 3 , 6 5 3

Local Currency Liabilities:

G o v e rnment Deposits 9 5 6 , 4 7 3 6 0 8 , 1 0 4

Settlement Bank Deposits 1 , 6 5 2 1 , 3 9 7

Central Bank Deposits 2 , 5 6 4 9 , 5 9 8

S t a ff Deposits 7 , 6 6 0 6 , 1 6 0

I n t e rnational Monetary Fund Deposits 4 , 2 7 2 1 8 , 3 4 8

R e s e rve Bank Bills 1 , 2 0 3 , 5 8 6 1 , 2 3 5 , 9 0 9

A c c rued Intere s t 3 4 4 2 3 3

2 , 1 7 6 , 5 5 1 1 , 8 7 9 , 7 4 9

Total Financial Liabilities 8 , 5 2 6 , 3 8 0 7 , 1 3 3 , 4 0 2

( b ) N a t u re and Extent of Activities

Te rm liabilities comprise loans from the Tre a s u ry. These loans incur interest at market rates. 

The Bank issues Reserve Bank bills as part of its liquidity management operations.  The Bank provides banking services to the Cro w n

and banks.

For further information on the nature and extent of activities and risk management policies relating to financial instruments, 

see notes 7 to 9.
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( c ) Fair Value (Market Value) of Financial Liabilities

The fair value (market value) of local currency and foreign currency financial liabilities is the value re p o rted in the accounts.

( d ) Concentrations of Funding

The funding for foreign currency assets is provided by foreign currency loans from the Tre a s u ry, and to a lesser extent by Special

Drawing Rights issued by the International Monetary Fund.  Funding for local currency assets is from Government deposits, the issue of

R e s e rve Bank bills, and the issue of circulating curre n c y.

5.  Demonetised Curre n c y

Demonetised currency is recognised as a contingent liability (see note 23(c)) except for $1,323,000 (1997 $1,399,000), which has been

retained to cover future expected repatriations. 

P re - d e c i m a l - c u rrency coin was issued by the Tre a s u ry and is included in the Bank’s contingent liabilities (see note 23(b)).

6 . E q u i t y
1 9 9 8 1 9 9 7
$ 0 0 0 $ 0 0 0

Retained Earn i n g s

Opening Balance 3 8 7 , 0 9 6 3 7 9 , 8 6 3

Add Transfers to Retained Earn i n g s :

R e s e rve Bank of New Zealand 6 , 8 9 4 4 , 6 8 0

RBNZ Registry Limited 1 , 5 2 0 1 , 7 5 5

Transfer from Pro p e rties Revaluation Account - 7 9 8

Closing Balance 3 9 5 , 5 1 0 3 8 7 , 0 9 6

P ro p e rties Revaluation Account

Opening Balance 8 , 6 3 2 1 0 , 9 3 2

Disposal of Wellington Vacant Land - ( 2 , 3 0 0 )

D e c rease in Value of Auckland Pro p e rt y ( 6 4 5 ) -

I n c rease in Value of Wellington Pro p e rt y 6 5 -

Closing Balance 8 , 0 5 2 8 , 6 3 2

Collections Revaluation Account

C u rrency Collection 5 7 2 5 7 2

A rtwork Collection 1 0 7 1 0 7

A rc h i v e s 1 1

Closing Balance 6 8 0 6 8 0

Total Equity 4 0 4 , 2 4 2 3 9 6 , 4 0 8

The Pro p e rties Revaluation Account recognises the surplus of book value over cost of the Bank’s pro p e rties in Auckland and Wellington.  

7. I n t e rest Rate Risk

I n t e rest rate risk is the risk of loss arising from changes in interest rates.  Because the Bank’s foreign currency assets are funded by

f o reign currency liabilities whose interest rate characteristics cannot be exactly replicated, even “neutral” asset portfolios involve

i n t e rest rate risk.  The interest rate characteristics of the liabilities are similar to those of Euro instruments, but liquidity considerations

re q u i re that most investments are in sovereign instruments.  The Bank accepts the associated spread risk as inevitable, but seeks

t h rough optimisation methods to closely limit additional (mainly duration-related) interest rate mismatches.  As at 30 June 1998, the

calculated potential annual income variance inherent in the neutral asset stru c t u re was around $40.1 million (1997 $30 million) at a

95% pro b a b i l i t y.  Recent annual variances have been substantially smaller.

I n t e rest rate risk arising from depart u res from the neutral position is managed in three ways (and monitored daily). Discre t i o n a ry

positions adopted by specialist staff are controlled by “Funds at Risk” limits.  Funds at Risk measures the probability of potential daily

loss from most elements of an adverse movement in market interest rates.  The Funds at Risk limits are set to constrain daily profits or

losses to remain under 3 basis points on 19 out of 20 days.  Given the Funds at Risk positions on 30 June 1998, the likely (19 days out

of 20 probability) loss from any adverse interest rate movements would have been less than $0.4 million (1997 $0.1 million).  

I n t e rest rate risk arising from trading strategies or positions pre - a g reed with the Bank’s senior management are constrained by limits on

position size.  The scale of interest rate risk arising from these strategies was $0.6 million as at 30 June 1998 (1997 $0.7 million) at the

same probability as used for Funds at Risk.

T h i rd l y, stop-loss limits are set for the various depart u res from the neutral position.  Maximum total losses before stop-loss limits apply

a re $4 million.

Funds at Risk limits for the foreign currency asset portfolios, actual Funds at Risk as at 30 June 1998 and the peak Funds at Risk values

over the period were :

U n i t e d
S t a t e s G e rm a n J a p a n e s e 1 9 9 8 1 9 9 7

P o rt f o l i o P o rt f o l i o P o rt f o l i o To t a l To t a l
Funds at Risk Basis Points Basis points Basis Points Basis Points Basis Points

L i m i t 3 . 0 0 2 . 5 0 2 . 5 0

As at 30 June 1998 0 . 3 8 1 . 3 2 0 . 7 8 0 . 7 8 0 . 1 5

Peak over period 1 . 4 0 2 . 0 0 1 . 7 0 1 . 2 0 1 . 4 7

I n t e rest rate risk on the domestic (New Zealand Government securities) portfolio is not actively managed as a matter of policy.  

This decision recognises two factors:

( a ) That active risk management could re q u i re the Bank to carry out transactions that may seem in conflict with the Bank’s monetary

policy stance.

( b ) That the investment portfolio held by the Bank is exactly matched by liabilities held by the Crown, so from a consolidated Crown 

position the risk is eliminated.

The Reserve Bank’s exposure to interest rate risk that arises from liquidity management operations is minimal due to the very short -

t e rm n a t u re of the exposures created and because the exposures are offset by other interest-bearing assets and liabilities.  

The Bank’s exposure to interest rate risk in relation to the investment portfolio of Government securities is potentially gre a t e r. Because

it is the Bank’s policy to hold these investments until or near to maturity, this exposure to interim unrealised interest rate risk does not

result in the Bank incurring any material actual realised gains or losses. 
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Comparative figures as at 30 June 1997 were :

We i g h t e d
Av e r a g e 1 9 9 7 6 Months 6 to 12 1 to 2 2 to 5 Over 5
I n t e re s t To t a l or less M o n t h s Ye a r s Ye a r s Ye a r s

R a t e $ 0 0 0 $ 0 0 0 $ 0 0 0 $ 0 0 0 $ 0 0 0 $ 0 0 0

Financial Assets:

C u rrent Accounts and Advances 6 . 2 1 % 1 , 6 5 6 , 0 8 8 1 , 6 5 6 , 0 8 8 - - - -

S e c u r i t i e s 5 . 5 1 % 7 , 5 1 6 , 3 2 1 3 , 0 8 4 , 5 4 9 6 8 , 3 7 9 4 5 2 , 1 3 9 1 , 9 5 4 , 4 8 7 1 , 9 5 6 , 7 6 7

Other Financial Assets 0 . 0 8 % 1 1 0 , 8 2 3 1 1 0 , 8 2 3 - - - -

Total Financial Assets 9 , 2 8 3 , 2 3 2 4 , 8 5 1 , 4 6 0 6 8 , 3 7 9 4 5 2 , 1 3 9 1 , 9 5 4 , 4 8 7 1 , 9 5 6 , 7 6 7

Financial Liabilities:

D e p o s i t s 7 . 7 7 % 6 4 3 , 6 0 7 6 4 3 , 6 0 7 - - - -

S h o rt - Te rm Liabilities 5 . 0 7 % 2 , 6 1 1 , 0 9 9 2 , 6 1 1 , 0 9 9 - - - -

L o n g - Te rm Liabilities 4 . 6 3 % 3 , 8 1 5 , 9 5 5 1 , 3 3 7 , 0 0 9 - 2 3 4 , 1 0 3 1 , 0 6 4 , 1 4 4 1 , 1 8 0 , 6 9 9

Other Financial Liabilities 0 % 6 2 , 7 4 1 6 2 , 7 4 1 - - - -

Total Financial Liabilities 7 , 1 3 3 , 4 0 2 4 , 6 5 4 , 4 5 6 - 2 3 4 , 1 0 3 1 , 0 6 4 , 1 4 4 1 , 1 8 0 , 6 9 9

Total Interest Rate Sensitivity Gap
All Curre n c i es 2 , 1 4 9 , 8 3 0 1 9 7 , 0 0 4 6 8 , 3 7 9 2 1 8 , 0 3 6 8 9 0 , 3 4 3 7 7 6 , 0 6 8

New Zealand 2 , 1 4 8 , 8 0 0 3 0 7 , 7 2 6 - 1 4 9 , 4 9 2 1 , 0 9 9 , 8 8 1 5 9 1 , 7 0 1

United States 1 2 2 , 6 9 3 6 4 , 4 7 2 6 8 , 3 7 9 ( 1 3 5 , 9 6 0 ) 8 2 , 0 2 6 4 3 , 7 7 6

G e rm a n 5 3 , 7 4 9 2 8 , 7 2 1 - 1 9 6 , 1 7 3 ( 2 3 1 , 3 9 1 ) 6 0 , 2 4 6

J a p a n 4 9 , 8 9 5 2 1 , 3 9 2 - 8 , 3 3 1 ( 6 0 , 1 7 3 ) 8 0 , 3 4 5

SDR and Other ( 2 2 5 , 3 0 7 ) ( 2 2 5 , 3 0 7 ) - - - -

8. C redit Exposure

C redit risk is the risk of loss arising from a counterparty/issuer to a financial contract failing to discharge its obligations.

C redit risk in the foreign currency portfolios is monitored and managed daily.  End-of-day exposures are controlled thro u g h

c o m p rehensive individual counterparty and issuer credit limits.  These limits are measured in credit-equivalent terms depending on

the nature of the exposure. Exposures to particular classes of counterparty are constrained by aggregate credit limits.  Counterpart i e s

a re allocated to a particular class based mainly on their credit rating.  Geographical exposures are controlled by country limits.  Limits

a re updated as necessary when new market information emerges with all limits formally reviewed on an annual basis.

C redit risk in the domestic currency portfolios is also monitored and managed daily.  Intra-day and inter-day exposures are contro l l e d

t h rough comprehensive individual counterparty and issuer limits.  Exposures to the New Zealand Government are not included in this

c redit framework. Most exposures arise under intra-day re v e r s e - re p u rchase agreements entered into with settlement account holders

Financial assets and financial liabilities will mature or re-price within the following periods:

We i g h t e d
Av e r a g e 1 9 9 8 6 Months 6 to 12 1 to 2 2 to 5 Over 5
I n t e re s t To t a l or less M o n t h s Ye a r s Ye a r s Ye a r s

As at 30 June 1998 R a t e $ 0 0 0 $ 0 0 0 $ 0 0 0 $ 0 0 0 $ 0 0 0 $ 0 0 0

Financial Assets:

C u rrent Accounts and Advances 8 . 0 9 % 1 , 5 3 0 , 3 6 8 1 , 5 3 0 , 3 6 8 - - - -

S e c u r i t i e s 5 . 0 7 % 9 , 1 0 0 , 2 2 1 3 , 4 8 4 , 9 4 8 3 0 7 , 8 9 7 1 , 1 7 1 , 1 9 9 1 , 8 1 4 , 3 4 6 2 , 3 2 1 , 8 3 1

Other Financial Assets 0 . 0 9 % 1 3 5 , 3 4 8 1 3 4 , 8 9 6 5 6 1 0 7 2 5 4 3 5

Total Financial Assets 1 0 , 7 6 5 , 9 3 7 5 , 1 5 0 , 2 1 2 3 0 7 , 9 5 3 1 , 1 7 1 , 3 0 6 1 , 8 1 4 , 6 0 0 2 , 3 2 1 , 8 6 6

Financial Liabilities:

D e p o s i t s 8 . 1 0 % 1 , 0 0 3 , 1 3 0 1 , 0 0 3 , 1 3 0 - - - -

S h o rt - Te rm Liabilities 4 . 5 6 % 2 , 6 9 0 , 7 4 6 2 , 6 9 0 , 7 4 6 - - - -

L o n g - Te rm Liabilities 3 . 9 9 % 4 , 7 1 7 , 6 4 3 9 3 7 , 2 2 5 1 5 6 , 8 7 7 7 2 6 , 6 0 8 1 , 4 5 7 , 0 5 3 1 , 4 3 9 , 8 8 0

Other Financial Liabilities 0 % 1 1 4 , 8 6 1 1 1 4 , 8 6 1 - - - -

Total Financial Liabilities 8 , 5 2 6 , 3 8 0 4 , 7 4 5 , 9 6 2 1 5 6 , 8 7 7 7 2 6 , 6 0 8 1 , 4 5 7 , 0 5 3 1 , 4 3 9 , 8 8 0

Total Interest Rate Sensitivity Gap
All Curre n c i e s 2 , 2 3 9 , 5 5 7 4 0 4 , 2 5 0 1 5 1 , 0 7 6 4 4 4 , 6 9 8 3 5 7 , 5 4 7 8 8 1 , 9 8 6

New Zealand 2 , 2 3 6 , 1 4 3 2 8 7 , 6 0 0 5 7 4 4 2 , 0 5 7 6 5 9 , 8 5 4 8 4 6 , 5 7 5

United States 1 6 3 , 1 8 2 3 4 , 9 6 0 - 1 8 7 , 4 0 2 ( 9 8 , 9 8 2 ) 3 9 , 8 0 2

G e rm a n 6 9 , 2 4 1 2 1 9 , 8 9 8 1 4 2 , 3 5 0 ( 1 6 4 , 9 2 6 ) ( 1 0 5 , 3 8 3 ) ( 2 2 , 6 9 8 )

J a p a n 5 3 , 1 7 3 1 4 3 , 9 7 4 8 , 6 6 9 ( 1 9 , 8 3 5 ) ( 9 7 , 9 4 2 ) 1 8 , 3 0 7

SDR and Other ( 2 8 2 , 1 8 2 ) ( 2 8 2 , 1 8 2 ) - - - -
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The table below shows the number of counterparties/issuers where the Bank’s end-of-year and peak end-of-day credit exposures (on

the basis of limits) equals or exceeds 10% of equity:1 0

E n d - o f - y e a r E n d - o f - y e a r Peak end-of-day Peak end-of-day
% of equity 1 9 9 8 1 9 9 7 1 9 9 8 1 9 9 7

10% to 19.9% 6 1 2 3 1 2 8

20% to 29.9% 5 3 1 2 7

30% to 30.9% 1 2 1 4 1 6

40% to 49.9% - - 6 7

50% to 59.9% - - - 6

60% to 69.9% - 2 1 7 1

80% to 89.9% - - 1 -

90% to 99.9% - - 3 0 -

100% to 109.9% - - - 5

110% to 119.9% - 1 2 -

120% to 129.9% - - 2 2

150% to 159.9% - - 1 -

160% to 169.9% - 1 - -

190% to 199.9% - 1 9 -

200% to 209.9% - - - 1 3

310% to 319.9% 1 - - -

320% to 329.9% - 1 - -

420% to 429.9% 1 - - -

490% to 499.9% - - 2 -

510% to 529.9% 1 - - -

590% to 599.9% - - 1 -

610% to 619.9% - - - 3

770% to 779.9% - - 1 -

Peak-end-of-day exposures greater than 100% are to foreign banks, supranational financial institutions and sovereign issuers.  

End-of-year exposures greater than 100% are to sovereign issuers. 
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under the real time gross settlement system.  Securities that the Bank accepts under intra-day re v e r s e - re p u rchase agreements include New

Zealand Government bonds, Reserve Bank and Tre a s u ry bills, and short - t e rm paper issued by re g i s t e red banks and highly rated corporates.

The securities are held in the Bank’s name for the duration of the exposure and there is no charge for this intra-day liquidity.  The

e x p o s u res from the counterparty from whom securities are purchased under re v e r s e - re p u rchase agreements are monitored but are not

subject to formal limits. The Bank no longer accepts private paper in its inter-day liquidity management operations.

The maximum loss that the Bank would suffer as a result of a security issuer defaulting is the value re p o rted in the accounts.

The Bank’s significant end-of-year concentrations of credit exposure by industry type were as follows:

1 9 9 8 1 9 9 7
$ 0 0 0 $ 0 0 0

New Zealand Govern m e n t 4 , 4 0 6 , 0 0 3 4 , 0 2 7 , 4 1 4

Other Sovereign Issuers (excluding New Zealand Govern m e n t ) 5 , 3 3 5 , 1 1 4 4 , 2 7 5 , 4 0 1

Supranational Financial Institutions 2 5 0 , 5 7 2 2 6 0 , 2 3 3

F o reign Banks 5 7 8 , 3 4 8 6 8 1 , 8 0 4

O t h e r 1 9 5 , 9 0 0 3 8 , 3 8 0

Total Financial Assets 1 0 , 7 6 5 , 9 3 7 9 , 2 8 3 , 2 3 2

C redit exposures arising from securities purchased under agreements to re-sell (re v e r s e - re p u rchase agreements) are classified accord i n g

to the issuer of the security for credit exposure concentration purposes.  This is consistent with the Bank’s view of the substance of the

c redit exposure and internal risk management purposes.  An alternative approach is to classify credit exposures arising from securities

p u rchased under agreements to re-sell according to the counterparty of the transaction.  Using this approach would result in cre d i t

e x p o s u res of $1.43 billion (1997 $1.22 billion) being re p o rted against securities trading firms and $1.06 billion (1997 $749 million)

re p o rted against New Zealand banks instead of against the New Zealand Government and Other Sovereign Issuers re s p e c t i v e l y.

The Bank’s significant end-of-year concentrations of credit exposure by geographical area (based on the entity’s country of ownership)

w e re as follows:

1 9 9 8 1 9 9 7
$ 0 0 0 $ 0 0 0

New Zealand 4 , 4 0 6 , 3 4 1 4 , 0 2 8 , 1 6 2

U S A 2 , 3 5 3 , 9 1 6 2 , 3 2 4 , 4 8 7

J a p a n 1 , 7 2 3 , 6 5 4 8 0 7 , 3 4 9

G e rm a n y 1 , 6 8 5 , 2 2 6 1 , 3 4 1 , 9 4 4

Supranational Financial Institutions 2 5 0 , 5 7 2 2 6 0 , 2 3 3

O t h e r 3 4 6 , 2 2 8 5 2 1 , 0 5 7

Total Financial Assets 1 0 , 7 6 5 , 9 3 7 9 , 2 8 3 , 2 3 2

1 0 Excludes exposures to the New Zealand Govern m e n t .
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1 9 9 8 1 9 9 7
$ 0 0 0 $ 0 0 0

Income from Local Currency Assets:

I n t e rest Income:

NZ Government Securities 1 6 1 , 0 9 7 1 5 9 , 8 9 2

Advances to Govern m e n t 9 9 , 3 4 6 1 0 4 , 3 1 8

G o v e rnment Bank Accounts 8 5 1 2 3 3

Securities Purchased under Agreements to Re-sell 3 4 , 9 2 4 4 6 , 9 6 5

Advances to Staff 5 5 8 9

Te rm Loans 1 0 1 6

Other Securities 1 7 1 1 5

Gain (Loss) from Liquidity Management Swaps 1 , 1 3 6 4 4 9

Gain (Loss) from Market Test Activities 6 2 1 5

Total Income from Local Currency Assets 2 9 7 , 5 9 6 3 1 2 , 1 9 2

Total Income from Financial Assets 6 3 3 , 9 9 2 5 6 5 , 7 1 0

1 1 . Expenses on Financial Liabilities 1 9 9 8 1 9 9 7
$ 0 0 0 $ 0 0 0

Expenses on Foreign Currency Liabilities:

I n t e rest Expense:

Securities Sold under Agreements to Repurc h a s e 1 0 , 7 4 4 6 , 5 8 3

Te rm Liabilities 2 2 5 , 1 1 9 1 9 5 , 5 2 3

IMF Special Drawing Rights 1 4 , 1 0 3 1 1 , 3 0 7

U n realised Price Revaluations 4 8 , 8 5 8 1 2 , 1 0 4

Realised Gain (Loss) from Price Changes 3 3 , 2 1 3 2 8 , 8 3 1

Other Expenses 3 8 4 4 8 4

Total Expenses on Foreign Currency Liabilities 3 3 2 , 4 2 1 2 5 4 , 8 3 2

Expenses on Local Currency Liabilities:

I n t e rest Expense:

D e p o s i t s 2 7 , 1 5 0 3 9 , 8 1 8

R e s e rve Bank Bills 9 8 , 0 8 5 1 0 2 , 2 0 5

Total Expenses on Local Currency Liabilities 1 2 5 , 2 3 5 1 4 2 , 0 2 3

Total Expenses on Financial Liabilities 4 5 7 , 6 5 6 3 9 6 , 8 5 5
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9 . F o reign Currency Risk

F o reign currency risk is the risk of loss arising from changes in exchange rates.  The Reserve Bank is not exposed to any significant

f o reign currency risk.  The assets held in foreign currency portfolios are matched by foreign currency liabilities of approximately equal

value.  All foreign exchange trading exposures are constrained by low intra-day and overnight position limits and stop-loss limits

( m o n i t o red on a daily basis).  Foreign currency assets and liabilities arising from domestic monetary policy implementation activity are

fully hedged using foreign currency swaps.

As at 30 June the Reserve Bank’s net exposure to major currencies, including unsettled forw a rd foreign exchange contracts and

f o reign currency swaps, was:

C u rrency of Denomination

U n i t e d
S t a t e s G e rm a n J a p a n e s e O t h e r 1 9 9 8 1 9 9 7

C u rre n c y C u rre n c y C u rre n c y C u rre n c i e s To t a l To t a l
$000 $ 0 0 0 $ 0 0 0 $ 0 0 0 $ 0 0 0 $ 0 0 0

Net currency exposure1 1 2 , 4 9 8 1 , 1 2 8 ( 1 9 9 ) ( 1 3 ) 3 , 4 1 4 1 , 0 2 8

These exposures were within approved limits.

1 0 . Income from Financial Assets
1 9 9 8 1 9 9 7
$ 0 0 0 $ 0 0 0

Income from Foreign Currency Assets:

I n t e rest Income:

C u rrent Accounts and Advances 1 7 , 4 5 1 1 8 , 4 9 4

Securities Purchased under Agreements to Re-sell 1 1 , 5 1 7 1 7 , 7 1 7

Securities Lending 7 9 6 4 0 0

Marketable Securities 1 9 1 , 8 2 8 1 4 0 , 6 5 4

I n t e rnational Monetary Fund 8 , 2 5 2 5 , 3 4 4

U n realised Price Revaluations 5 1 , 5 5 5 1 1 , 2 7 3

Realised Gain (Loss) from Price Changes 5 4 , 7 2 6 5 9 , 5 0 6

Gain (Loss) from Foreign Exchange Tr a d i n g 1 3 2 4 4

Other Income 1 3 9 8 6

Total Income from Foreign Currency Assets 3 3 6 , 3 9 6 2 5 3 , 5 1 8

1 1 SDRs have been disaggregated into their composite currencies for net currency exposure .
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1 2 . Net Foreign Exchange Revaluation Gain (Loss)
1 9 9 8 1 9 9 7
$ 0 0 0 $ 0 0 0

F o reign Exchange Revaluations:

Gain (Loss) on Financial Assets 1 , 0 4 6 , 1 7 9 ( 1 6 3 , 4 1 1 )

Gain (Loss) on Financial Liabilities ( 1 , 0 3 5 , 1 4 4 ) 1 6 4 , 9 7 0

Net Foreign Exchange Revaluation Gain (Loss) 1 1 , 0 3 5 1 , 5 5 9

1 3 . Other Income
A c t u a l B u d g e t A c t u a l

1 9 9 8 1 9 9 8 1 9 9 7
$ 0 0 0 $ 0 0 0 $ 0 0 0

Fees for Registry Serv i c e s 6 , 0 8 4 5 , 4 8 2 5 8 5 9

Sales of Commemorative Curre n c y 1 , 3 8 0 1 , 4 9 2 1 7 2 5

Rental Income from Pro p e rt i e s 1 , 8 1 0 1,914 1 8 8 1

R e g i s t e red Bank Fees 3 8 8

C u rrency Distribution Income 4 9 1 4 4 5 4 5 2

Overseas Investment Commission Fees 5 8 1 4 0 1 5 8 6

M i s c e l l a n e o u s 3 3 4 4 8 6 1 5 1

Total Other Income 1 0 , 6 8 3 1 0 , 2 2 8 1 0 , 6 6 2

1 4 . Other Operating Expenses
A c t u a l B u d g e t A c t u a l

1 9 9 8 1 9 9 8 1 9 9 7
$ 0 0 0 $ 0 0 0 $ 0 0 0

Other Professional Fees 1 , 9 7 6 1 , 9 2 4 2 , 1 3 2

Computer Expenses 1 , 4 6 1 1 , 5 7 8 1 , 4 7 4

I n f o rm a t i o n 8 4 1 8 2 3 8 1 8

Operational Tr a v e l 5 4 9 7 0 7 5 0 8

R e n t a l 2 5 1 2 4 9 2 5 7

P r i n t i n g 2 1 4 2 9 2 2 7 7

Agency and Commissions 2 4 3 2 8 2 1 6 4

Audit Fees 2 1 4 1 9 0 1 5 7

Total Non-Executive Directors’ Remuneration 8 8 8 8 8 3

M i s c e l l a n e o u s 3 0 3 3 2 4 4 2 5

Total Other Operating Expenses 6 , 1 4 0 6 , 4 5 7 6 , 2 9 5

Other Operating Expenses include $155,000 (1997 $161,000) paid to the Bank’s auditors for work undertaken outside their capacity 

as auditors of the Bank.

1 5 . Transfers to Retained Earnings and Provision for Transfer of Surplus

Under section 162 of the Reserve Bank of New Zealand Act 1989, the Bank’s surplus, after any transfers to or from Equity, is paid to

the Govern m e n t .

Transfers to or from the Reserve Bank’s Equity reflect the diff e rence between actual operating expenses and the level of expenditure

specified under the Bank’s Funding Agreement with Government plus the RBNZ Registry net surplus.  Under-spending by the Bank in

relation to the Funding Agreement results in a transfer to Equity.  Over-spending by the Bank results in a transfer from Equity.  In the

c u rrent year, under- e x p e n d i t u re by the Bank of $6,894,000 (1997 $4,680,000) has consequently been transferred to the Bank’s

E q u i t y.  In addition the RBNZ Registry net surplus of $1,520,000 (1997 $1,755,000) forms part of the Bank’s consolidated equity.  

The Bank’s subsidiary, RBNZ Registry Limited, proposes to pay the Bank a dividend of $2,000,000 (1997 $1,500,000) in respect of the

year ended 30 June 1998.

The Tre a s u rer may authorise additional transfers to Equity.  In the current year, no additional transfers have been made and  the

B a n k ’s consolidated surplus, net of the transfers noted above, has been re c o rded in the Provision for Transfer of Surplus.  

1 9 9 8 1 9 9 7
$ 0 0 0 $ 0 0 0

Allowable Expenditure under Funding Agre e m e n t 3 9 , 1 9 5 3 8 , 0 9 5

Operating Expenses for Functions Covered 

by the Funding Agre e m e n t 3 2 , 3 0 1 3 3 , 4 1 5

U n d e r- e x p e n d i t u re Tr a n s f e rred to Equity 6 , 8 9 4 4 , 6 8 0

Surplus Available for Appro p r i a t i o n 1 6 0 , 3 0 4 1 4 2 , 4 5 0

Less Transfers to Equity:

U n d e r- e x p e n d i t u re under Funding Agre e m e n t 6 , 8 9 4 4 , 6 8 0

RBNZ Registry Limited Surplus 1 , 5 2 0 1 , 7 5 5

Total Transfer to Equity 8 , 4 1 4 6 , 4 3 5

P rovision for Transfer of Surplus 1 5 1 , 8 9 0 1 3 6 , 0 1 5
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1 6 . C u rrency Operations

The Reserve Bank owns pro p e rties in Auckland and Wellington.  The Bank’s buildings are primarily designed for secure curre n c y

operations, so their operating costs are re p o rted as part of the Currency Operations function.

The buildings also provide office accommodation for other Bank functions.  These functions pay market rentals via internal costing

systems.  Surplus office space is rented on market term s .

As part of the Currency Operations function, the Bank issues commemorative curre n c y.   The net income associated with this activity

in 1998 was $359,000 (1997 $309,000).  

Packaging and handling fees are charged to banks for the provision of currency distribution serv i c e s .

1 9 9 8 1 9 9 7
$ 0 0 0 $ 0 0 0

Seigniorage Income 1 4 2 , 7 3 1 1 3 7 , 7 4 9

Commemorative Currency Sales 1 , 3 8 0 1 , 7 2 5

Rental Income from Pro p e rt i e s 1 , 8 1 0 1 , 8 8 1

Packaging and Handling Income 4 9 1 4 5 2

Other Income 3 2 4 1

Operating Income 1 4 6 , 4 4 4 1 4 1 , 8 4 8

C u rrency Processing Expenses 1 0 , 2 1 7 1 0 , 8 1 4

New Note Issue Expenses 2 , 1 7 9 3 , 0 3 5

New Coin Issue Expenses 1 , 4 0 9 1 , 6 8 1

Commemorative Currency Issue Expenses 6 2 6 7 4 3

Net Pro p e rty Management Expenses (Income) ( 4 4 0 ) ( 5 2 3 )

Operating Expenses 1 3 , 9 9 1 1 5 , 7 5 0

1 7 . Income Allocated between Functions

Each function receives income and incurs expenses relating directly to the assets and liabilities used exclusively by that function.

Notional balance sheets are calculated for each of the Bank’s functions as though each function operated autonomously. Income and

expense flows are also attached to the notional funding for each function. 

This stru c t u re enables each function to more accurately re p o rt the financial outcome from the services pro v i d e d .

The income earned from the assets funded by the Bank’s net equity is allocated equally to the Foreign Reserve Management and

Market Operations functions as this equity is held primarily to facilitate the conduct of these operations.

18. Reconciliation of Operating Cash Flows with Reported Operating Surplus
1 9 9 8 1 9 9 7
$ 0 0 0 $ 0 0 0

R e p o rted Operating Surplus 1 6 0 , 3 0 4 1 4 2 , 4 5 0

Add (Subtract) Non-Cash Items:

D e p re c i a t i o n 3 , 1 4 4 3 , 5 3 8

Capital Accre t i o n 1 9 , 6 7 5 1 0 , 5 5 6

R e v a l u a t i o n s 4 6 , 6 7 5 9 , 8 2 1

Net Change in Foreign Currency Balance1 2 2 2 3 , 1 2 9 ( 1 5 6 , 3 1 5 )

2 9 2 , 6 2 3 ( 1 3 2 , 4 0 0 )

Add (Subtract) Movements in Other Working Capital Items:

D e c rease in Accounts Receivable 1 , 3 5 1 ( 5 1 7 )

D e c rease in Accounts Payable ( 3 , 3 8 9 ) ( 2 , 7 8 0 )

I n c rease in Inventories ( 8 8 0 ) 7 9 4

I n c rease in Interest Payable 5 2 , 1 6 2 ( 8 1 5 )

I n c rease in Interest Receivable ( 2 3 , 1 3 7 ) ( 4 , 8 9 8 )

2 6 , 1 0 7 ( 8 , 2 1 6 )

Cash Flows from Operating Activities 4 7 9 , 0 3 4 1 , 8 3 4

Add (Subtract) Investing and Financing Activity:

Realised (Gains) Losses ( 3 0 2 , 4 7 2 ) 1 1 7 , 7 6 2

Net Cash Flow from Operating Activities 1 7 6 , 5 6 2 1 1 9 , 5 9 6

1 2 The net change in foreign currency balance re p resents the unrealised effect of exchange rate movements on the Bank’s foreign currency assets and liabilities.
The net effect on the Bank’s overall  results, after allowing for realised exchange rate gains  and losses, is a net gain of $11,035,000 
(1997 $1,559,000 gain).
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1 9 . Consolidated Cash Balances
1 9 9 8 1 9 9 7
$ 0 0 0 $ 0 0 0

F o reign Currency Assets:

C u rrent Accounts 7 , 7 8 1 8 , 6 1 1

Local Currency Assets:

Cash and Bank Account Balances 9 4 7 7 0

7 , 8 7 5 9 , 3 8 1

Demand Liabilities:

G o v e rnment Deposits 9 5 6 , 4 7 3 6 0 8 , 1 0 4

Settlement Bank Deposits 1 , 6 5 2 1 , 3 9 8

S t a ff Deposits 7 , 6 6 0 6 , 1 7 8

Other Deposits 6 , 8 3 6 3 3 , 9 0 6

9 7 2 , 6 2 1 6 4 9 , 5 8 6

Closing Cash Balances ( 9 6 4 , 7 4 6 ) ( 6 4 0 , 2 0 5 )

2 0 . Statement of Commitments

The Reserve Bank’s commitments in relation to outstanding forw a rd foreign exchange contracts at balance date were as follows:

F o reign Exchange Tr a n s a c t i o n s

1 9 9 8 1 9 9 7
$ 0 0 0 $ 0 0 0

The Bank will re c e i v e 1 1 0 , 8 0 5 -

The Bank will pay 1 1 0 , 8 0 5 -

The Bank leases office and storage space in Christchurch, and is committed to pay an annual rental of $232,595 until 30 June 2000.

The Bank also has commitments towards the replacement of the building management systems in the Auckland and We l l i n g t o n

buildings, totalling $231,000.

2 1 . F ree Serv i c e s

The Reserve Bank of New Zealand Act 1989 empowers the Bank to charge directly for some of its functions.  

Some services are provided free of charge.  These include services such as providing information to Ministers and Parliament,

contributing to policy and briefing papers, providing information to the public, storing official documents secure l y, and pro v i d i n g

i n f o rmation and library facilities to parties such as government departments and economic re s e a rch org a n i s a t i o n s .

The Reserve Bank receives some free services from other organisations.  In general these relate to the provision of inform a t i o n

n e c e s s a ry to perf o rm the Bank’s functions.

The Bank liaises closely with other central banks and international agencies.  Information and staff training are exchanged free 

of charge with these institutions.

2 2 . Related Part i e s

In the normal course of its operations the Bank enters into transactions with related parties.  Related parties include the Crown, as

ultimate owner of the Reserve Bank, various Government departments and Crown entities.

Transactions entered into included:

( a ) banking serv i c e s ;

( b ) s h o rt - t e rm advances;

( c ) agency transactions (at no charg e ) ;

( d ) f o reign exchange transactions; and

( e ) funding from the Tre a s u ry and the Earthquake Commission as part of the foreign re s e rves management operations.

Unless otherwise stated, all transactions take place with re f e rence to market rates.

2 3 . Contingent Liabilities

( a ) In terms of a Trust Deed dated 16 May 1980, the Reserve Bank has a contingent liability to maintain the actuarial soundness of the

R e s e rve Bank of New Zealand Staff Superannuation and Provident Fund, following each triennial review of the Fund.  On 2 Febru a ry

1995 the Bank ceased making contributions to the defined benefit division of the Fund on the advice of the Fund’s Actuary that such

contributions were no longer necessary.  The position is re-examined as part of each triennial re v i e w.

The Actuary investigated the financial position of the Fund as at 31 March 1998 and re p o rted on 26 July 1998 that, based on the Fund’s

annual accounts:

i ) the assets of the Fund would have been sufficient at 31 March 1998 to provide for the benefits payable to or in respect of all

members, including existing pensioners, in the event of the Fund being wound up at that time;

i i ) the assets of the Fund would have been sufficient at 31 March 1998 to provide for benefits to members, including existing

pensioners, that are attributable to membership prior to 1 April 1998; and 

i i i ) to his knowledge, there have been no circumstances between 31 March 1998 and 30 June 1998 that would cause him to form a

d i ff e rent opinion as at 30 June 1998.

( b ) Coin issued by the Tre a s u ry prior to July 1989 is not re c o rded by the Reserve Bank within the total of currency in circulation.  The Bank

has accepted liability for all coin in the first instance, whether issued by the Tre a s u ry or the Bank.  However, should coin re t u rned to the

R e s e rve Bank exceed that issued by the Bank, the liability for the excess will re v e rt to the Tre a s u ry.  The face value of coin issued by the

Tre a s u ry is $87,702,000.

( c ) The Bank has a contingent liability for currency in circulation that has been demonetised but not re t u rned to the Bank.

( d ) The Bank has a liability for the face value of commemorative curre n c y.  However, it is most unlikely that significant amounts of

commemorative currency will be re t u rned for redemption at face value.  The face value of all commemorative currency issued by the

Bank to date is $6,799,000 (1997 $6,320,000).

Commemorative coin was issued by the Tre a s u ry prior to July 1989.  Particular specimens of series issued both before and after 1989 are

not generally distinguishable.  The Bank has in practice accepted a contingent liability for all commemorative coin, but part of this

liability could re v e rt to the Tre a s u ry should large quantities of coin be re t u rned.  

( e ) The Bank has indemnified the statutory managers of DFC New Zealand Limited against liability arising from the statutory management

of DFC New Zealand Limited (which essentially ended on 15 October 1997).  However, these indemnities continue and were given under

sections 5 and 39 of the Reserve Bank of New Zealand Act 1989, on substantially the same terms as those provided by the Crown in

P a rt V of the Reserve Bank of New Zealand Act 1989. 
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2 4 . P revious Ye a r’s Contingent Liabilities

Five contingent liabilities were re c o rded in the Reserve Bank’s 1997 Annual Report.  

( a ) R e s e rve Bank of New Zealand Staff Superannuation and Provident Fund.  The Fund re q u i red no additional payment to maintain its

actuarial soundness in the 1998 financial year.

( b ) Coin issued by the Tre a s u ry prior to July 1989.  No liability arose in the 1998 financial year. 

( c ) Demonetised currency issued by the Reserve Bank.  Demonetised currency with a face value of $76,496 was re t u rned to the Bank

for redemption at face value during the 1998 financial year.

( d ) Commemorative currency issued by the Reserve Bank.  Commemorative currency with a face value of $716 was re t u rned for

redemption at face value in the 1998 financial year.

( e ) U n d e rtakings in connection with the statutory management of DFC New Zealand Limited.  No liability arose from these

u n d e rtakings in the 1998 financial year.

2 5 . Contingent Undert a k i n g s

(a) New Zealand is part of the IMF Designation Plan.  Under the Designation Plan, the Bank may be re q u i red to purchase SDR currency in

exchange for other currencies in the circumstances where the IMF are unable to find voluntary buyers of SDR curre n c y.  This pro c e s s

would involve a change in the currency composition of the Bank’s re s e rves.  The probability of the Designation Plan being activated is

c o n s i d e red to be low.

(b) The Bank entered into a bilateral re p u rchase agreement with the Hong Kong Monetary Authority in March 1997.  The agre e m e n t

p rovides for either party to sell to the other US Government securities in exchange for US dollars, while simultaneously agreeing to

re p u rchase those same securities at a specified later date for an agreed amount.  In essence, the arrangement allows each org a n i s a t i o n

to enhance the liquidity of its foreign re s e rves portfolio with minimum additional risks. 

2 6 . Risk Management

C o m p rehensive guidelines control the manner in which the Reserve Bank conducts its local curre n c y, foreign currency re s e rv e s

management, and foreign exchange dealing operations.  These guidelines contain specific provisions designed to minimise the risk

associated with each operation. 

A separate Risk Unit maintains the Bank’s risk management framework.  The Risk Unit and Accounting Services Department are

responsible for the daily monitoring of the Bank’s risk exposures.  A Risk Management Committee comprised of senior management is

responsible for advising the Governor on the monitoring and management of all financial risks that the Bank is exposed to.  

Audit Services re p o rts to the Governors and the Audit Committee of the Board of Directors.  A risk-based framework which evaluates key

business risks and internal controls is used to determine the extent of audits conducted.  All Bank departments are subject to review and

individual audits are categorised according to risk.  Audit frequency is determined according to the risk pro f i l e .

An Audit Committee, comprised of four non-executive members of the Board of Directors, monitors the accounting practices and policies

and internal control systems of the Bank on behalf of the Board of Directors.  The committee also reviews the internal audit function and

has direct access to the external auditor.

The policies for managing interest rate risk, credit risk and foreign currency risk are outlined in notes 7 to 9.  In addition, the Bank is

exposed to operational risk, which is the risk of loss arising from the breakdown of internal controls.  These risks are managed as part of

the day-to-day running of all business operations.

The nature of the activities of a central bank mean that day-to-day liquidity re q u i rements are not an issue.

2 7 . RBNZ Registry Limited

The Reserve Bank operates re g i s t ry services through a wholly-owned subsidiary company, RBNZ Registry Limited. The Bank pro v i d e s

various support services to RBNZ Registry Limited and charges for these services at their cost to the Bank.

RBNZ Registry Limited Statement of Financial Position
1 9 9 8 1 9 9 7

As at 30 June 1998 $ 0 0 0 $ 0 0 0

A s s e t s :

C u rrent Assets:

Bank Accounts 9 , 1 3 0 7 , 0 7 8

Accounts Receivable 1 , 2 8 8 1 , 1 1 3

P re p a y m e n t s 1 9 3 3

Fixed Assets 7 5 2 1 , 0 4 0

D e f e rred Ta x 7 6 9 3

Total Assets 1 1 , 2 6 5 9 , 3 5 7

L i a b i l i t i e s :

C u rrent Liabilities:

Accounts Payable 8 1 3 4 5 8

Funds Held in Trust for Stockholders 2 2 5 4 7 6

Withholding Ta x 1 , 5 6 1 1 , 3 8 1

Funds Received in Advance from Issuers 8 7 2 4 7 9

Funds Due to the Tre a s u ry 1 , 7 1 8 4 2 0

Fees Received in Advance 1 9 4 2 3 0

Goods and Services Tax Payable (Refundable) 1 5 4 4

P rovision for Dividend 2 , 0 0 0 1 , 5 0 0

Tax Payable - 2 2

E q u i t y :

Issued Capital 3 , 0 0 0 3 , 0 0 0

Retained Earn i n g s 8 6 7 1 , 3 4 7

Total Liabilities and Equity 1 1 , 2 6 5 9 , 3 5 7
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2 8 . Ta x a t i o n

Section 180 of the Reserve Bank of New Zealand Act 1989 exempts the Reserve Bank from income tax.  The Bank incurs and meets

liabilities for goods and services tax and fringe benefit tax.

The Bank’s subsidiary company, RBNZ Registry Limited, is liable for income tax.  The table below relates only to RBNZ Registry Limited.

1 9 9 8 1 9 9 7
$ 0 0 0 $ 0 0 0

Income Tax Expense:

Net Profit Before Ta x 2 , 2 7 0 2 , 6 2 3

Add Back Permanent Diff e re n c e 2 7

2 , 2 7 2 2 , 6 3 0

Income Tax Expense at 33% 7 5 0 8 6 8

C u rrent Tax Charg e :

Tax Effect of Timing Diff e re n c e s ( 7 ) ( 2 0 )

C u rrent Tax Charg e 7 4 3 8 4 8

D e f e rred Ta x a t i o n :

Opening Balance ( 9 3 ) ( 1 1 3 )

D e f e rred Portion of Current Tax Charg e 6 2 0

96/97 IRD Tax Assessment Adjustment 1 1 -

D e f e rred Taxation Liability (Asset) ( 7 6 ) ( 9 3 )

2 9 . Custodial Activities

The Reserve Bank of New Zealand operates the Austraclear New Zealand System, which is a securities clearing and settlement system.

It holds assets on behalf of the participants in the name of New Zealand Central Securities Depository Limited (NZCSD), which it has

appointed as custodian trustee in terms of the Trustee Act 1956. 

NZCSD is a wholly-owned subsidiary of the Reserve Bank of New Zealand, which in terms of a Deed of Appointment between the

R e s e rve Bank of New Zealand and NZCSD dated 19 May 1995 is incorporated solely for the purpose of acting as a custodian tru s t e e .

The Reserve Bank has no beneficial interest in the securities which it holds, or any management obligations apart from safe keeping.    

The total of securities held by NZCSD at 30 June 1998 was $84.2 billion (1997 $76.1 billion). 
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RBNZ Registry Limited Statement of Movements in Equity
1 9 9 8 1 9 9 7

For the year ended 30 June 1998 $ 0 0 0 $ 0 0 0

Equity at Start of Ye a r 4 , 3 4 7 4 , 0 9 2

Net Surplus for the Ye a r 1 , 5 2 0 1 , 7 5 5

Less Dividend Provided For 2 , 0 0 0 1 , 5 0 0

Equity at End of Ye a r 3 , 8 6 7 4 , 3 4 7

RBNZ Registry Limited Statement of Financial  Perf o rm a n c e
1 9 9 8 1 9 9 7

For the year ended 30 June 1998 $ 0 0 0 $ 0 0 0

Operating Income:

Fees for Registry Serv i c e s 6 , 1 7 1 5 , 8 8 9

I n t e re s t 8 8 9 1 , 1 2 6

F o reign Exchange Gain 1 8 1 0

Other Income 1 2 5 2 2 6

Total Operating Income 7 , 2 0 3 7 , 2 5 1

Operating Expenses:

P e r s o n n e l 1 , 8 8 1 1 , 7 8 0

A d m i n i s t r a t i o n 1 , 2 5 3 1 , 0 9 0

Computer Expenses 9 1 0 7 6 5

Asset Management 4 0 0 4 0 6

D e p re c i a t i o n 3 5 0 3 4 5

Audit Fees 2 5 2 5

O t h e r1 3 1 1 4 2 1 7

Total Operating Expenses 4 , 9 3 3 4 , 6 2 8

Net Operating Profit Before Ta x 2 , 2 7 0 2 , 6 2 3

Ta x a t i o n 7 5 0 8 6 8

Net Profit After Ta x 1 , 5 2 0 1 , 7 5 5

1 3 Other expenses include $74,000 (1997 $83,000) paid to RBNZ Registry ’s auditors for work undertaken outside their capacity as auditors of the Bank.
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