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The Reserve Bank’s outputs are classified according to the major functions of the Bank. Definitions of each output are provided below and

where necessary further explanations are provided.

Monetary Policy Formulation:

Formulating and publicly presenting monetary policy to enable the Bank to maintain price stability, in the most efficient manner possible.

Market Operations:
Trading, liaising with and monitoring financial markets, to effectively implement monetary policy and maintain the Bank’s capacity to intervene

in financial markets in support of the orderly and competitive functioning of those markets.

Financial System Oversight:
Registering and supervising banks, promoting the efficiency and soundness of the New Zealand financial system and limiting the significant

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

Currency Operations:

Maintaining the supply and integrity of legal tender currency to facilitate cash transactions in the community.

Registered banks pay the Reserve Bank the face value of the currency being issued to them. These funds are invested in New Zealand
government securities, which are included in local currency financial assets on the Reserve Bank’s balance sheet to back the currency in
circulation liability. Currency in circulation is a non-interest bearing liability. However, the New Zealand government securities investment
portfolio asset is interest-bearing. The income directly associated with the issue of currency is referred to as seigniorage and provides the

Bank with its main source of income.

Foreign Reserves Management:
Maintaining the capability to counter circumstances of severe illiquidity in our foreign exchange market and maintaining the Bank’s foreign

reserves at a level and in a form suitable for foreign exchange market intervention.

The Crown has advanced foreign currency funds to the Reserve Bank, which the Bank has invested in foreign currency assets that are held as
foreign reserves. These assets and liabilities closely match each other by currency, duration, and value. As a result, the Bank has limited

exposure to interest and exchange rate movements in these overseas markets.

Banking Services:
Providing 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 Secretariat:
Providing the secretariat of the Overseas Investment Commission. The Commission administers New Zealand's legislative controls on major

inward foreign direct investment.

Registry and Depository Services:

Providing high quality depository, registry and settlement services to the securities market.

Other Outputs:
Producing other outputs which cannot be classified under the Bank’s main functions. These include sundry economic policy advice and

overseas representation and liaison.



Consolidated Statement of Financial Position?
As At

Assets:

Foreign Currency Financial®
Local Currency Financial
Other Assets

Total Assets

Liabilities and Equity:
Foreign Currency Financial®
Local Currency Financial
Currency in Circulation
Other Liabilities

Equity

Total Liabilities and Equity

Consolidated Statement of Financial Performance

Financial Year Ending

Net Investment Income

Other Income

Total Operating Income
Operating Expenses

Taxation*

Surplus Available for Appropriation

Transfers to Equity

Payment to Government

A W N =

1997
June

($m)

1998
June

($m)

1999
June

($m)

2000
June

($m)

2001
June

($m)

5,677 6,522 6,493 5,898 6,054
4,029 4,413 5,321 4,092 5,225
62 61 60 51 46
9,768 10,996 11,874 10,042 11,325
5,676 6,519 6,487 5,899 5,908
1,880 2,176 2,926 1,405 2,379
1,665 1,733 1,885 2,160 2,463
151 164 171 177 170
396 404 405 400 405
9,768 10,996 11,874 10,042 11,325
1997 1998 1999 2000 2001 2002
June June June June June June
Budget
($m) ($m) ($m) ($m) ($m) ($m)
170.4 187.4 186.1 192.4 189.7 207.2
10.7 10.7 1.7 11.4 9.2 9.1
181.1 198.1 197.8 203.8 199.0 216.3
37.8 37.0 442 44 .4 38.7 37.4
0.9 0.8 0.6 0.1 0.7 -
142.5 160.3 153.0 159.3 159.6 178.9
6.4 8.4 2.2 1.6 5.4 3.6
136.0 151.9 150.8 157.7 154.1 175.3

Where amounts have been reclassified, comparative figures have been restated.

Figures in this section have been rounded. Totals have not been adjusted for rounding error.

The changes in the levels of Foreign Currency Assets and Liabilities over this period are largely due to changes in exchange rates.

There is no budgeted taxation expense as the Bank'’s subsidiary company (RBNZ Registry Limited) ceased trading on 30 June 2001.
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Consolidated Statement of Cost of Services®
Financial Year Ending

Functions:

Monetary Policy Formulation

Market Operations

Financial System Oversight

Currency Operations®

Foreign Reserves Management

Banking Services

Overseas Investment Commission Secretariat
Registry and Depository Services’

Other Outputs

Total
Less Intercompany Transactions

Total for Bank

Income Retained under Funding Agreement

Net Expenditure under Funding Agreement

The Consolidated 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 and Depository Services function to other functions, which are netted off against Registry

income in the Consolidated Statement of Financial Performance.

The Consolidated Statement of Cost of Services has been restated to show net expenditure under the Funding Agreement methodology

applicable from 1 July 2000.

v

6 The increase in Currency Operations expenses during the 1999 and 2000 financial years was largely due to the one-off effect of introducing polymer bank notes. These notes are
expected to have a much longer life than the previous paper notes and result in lower note issue costs in future years.

~

Includes taxation expense.

1997
June

($m)

1998
June

($m)

1999

June

($m)

2000
June

($m)

2001
June

($m)
e ——

2002
June
Budget

($m)

6.1 6.7 7.2 7.2 7.4 8.3
2.8 2.8 2.8 2.8 3.2 35
2.8 2.8 2.7 3.1 3.6 4.8
15.8 14.0 19.6 19.2 12.9 8.8
3.7 3.7 4.0 3.7 3.9 4.2
0.8 0.8 1.1 1.3 1.7 2.2
0.7 0.9 0.7 0.7 0.7 0.8
55 5.7 59 6.1 5.5 4.0
0.7 0.6 1.3 0.8 0.9 0.8
38.9 38.0 453 44.9 39.8 37.4
0.2 0.2 0.4 0.4 0.4 -
38.7 37.8 449 44.5 39.4 37.4
11.4 1.2 11.9 11.8 10.8 10.0
27.3 26.6 33.0 32.7 28.6 27.4

Figures in this section have been rounded. Totals have not been adjusted for rounding error.



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

The 2001/2002 budget has been completed using interest and exchange rates prevailing at the time the budget was prepared. No allowance

has been made for future changes in interest and exchange rates.

Budget Assumptions
The major assumptions underlying the preparation of the 2001/2002 budget are that:

1. the Bank performs the functions prescribed in the Reserve Bank of New Zealand Act 1989, and existing functions not directly specified

in the legislation;

2. the levels of activity in the Foreign Reserves Management and Market Operations functions in 2001/2002 will be similar to the 2000/2001

levels;
3. the SWIFT interface to the Exchange Settlement Account System will become operational in October 2001; and

4. registry services processing operations will be provided by an external contractor from July 2001.




The Bank has budgeted to provide the following functions in 2001/2002.

For the year ended 30 June

Functions:

Monetary Policy Formulation

Market Operations

Financial System Oversight

Currency Operations

Foreign Reserves Management

Banking Services

Overseas Investment Commission Secretariat
Registry and Depository Services

Other Outputs

Total

Less Intercompany Transactions®

Total for Bank

Income Retained under Funding Agreement

Net Expenditure under Funding Agreement

Operating

Income

Budget
2002
$000

Operating
Income

Actual
2001
$000

Operating
Expenses

Budget
2002
$000

Operating Operating

Expenses

Actual
2001
$000

Surplus
(Deficit)
Budget
2002
$000

Operating
Surplus
(Deficit)
Actual

2001
$000

9 10 8,310 7,431 (8,301) (7,421)
14,160 14,612 3,473 3,194 10,687 11,418
27 16 4,812 3,646 (4,785) (3,630)
180,023 176,215 8,755 12,881 171,268 163,334
14,381 448 4,230 3,868 10,151 (3,420)
1,930 1,426 2,229 1,669 (299) (243)
810 581 808 675 2 (94)
4,993 6,021 4,001 5,505 992 516
1 3 799 883 (798) (880)
216,334 199,332 37,417 39,752 178,917 159,580
- 379 - 379 - -
216,334 198,953 37,417 39,373 178,917 159,580

9,966 10,815

27,451 28,558

8  There are no budgeted intercompany transactions as the Bank’s subsidiary company (RBNZ Registry Limited) ceased trading on 30 June 2001.



For the year ended 30 June

Operating Income:
Net Investment Income

Other Income

Total Operating Income

Operating Expenses:
Personnel

Asset Management
New Currency Issued
Administration

Other

Total Operating Expenses

Loss on Revaluation of Bank Properties
Total Expenses

Operating Surplus

Taxation®

Surplus Available for Appropriation

9  There is no budgeted taxation expense as the Bank’s subsidiary company (RBNZ Registry Limited) ceased trading on 30 June 2001.

Budget
2002
$000

S —————— e e ———

Actual
2001
$000

207,213 189,736
9,121 9,217
216,334 198,953
17,077 16,734
5,033 6,078
3,707 4,689
1,473 1,319
10,127 9,022
37,417 37,842
- 817
37,417 38,659
178,917 160,294
- 714
178,917 159,580
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STATEMENT OF ACCOUNTING POLICIES
(a) Reporting Entity and Statutory Base

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 2001. They have been prepared in accordance with part VI
of the Reserve Bank of New Zealand Act 1989.

In these financial statements, the Reserve Bank of New Zealand is also referred to as the “Reserve Bank” or the “Bank".
The Governor of the Reserve Bank of New Zealand authorised these financial statements for issue on 17 August 2001.

(b) Measurement Base

Unless otherwise stated, the measurement base is historic cost.

(c) Currency of Presentation

All amounts are expressed in New Zealand dollars unless otherwise stated.

(d) Basis of Consolidation
The consolidated financial statements are prepared using the purchase method. All material inter-company balances and transactions are

eliminated. Parent financial statements are not produced because the difference between the parent and group accounts is not material.

(e) Foreign Currency Conversions

Transactions in foreign currencies have been translated to New Zealand dollars using exchange rates applying on the trade date of
transactions. Foreign currency financial assets and financial liabilities have been translated to New Zealand dollars using mid-market exchange
rates applying at balance date. The following New Zealand dollar exchange rates for major currencies were used to convert foreign currency

assets and liabilities to New Zealand dollars for reporting purposes:

2001 2000
e e e———— — — e —
Euro 0.4791 0.4919
Japanese yen 50.22 49.44
United States dollars 0.4052 0.4685

(f) Financial Assets and Liabilities

The Bank presents financial assets and liabilities, and the associated income and expense streams, by distinguishing between foreign currency
and local currency activities. Foreign currency activities mainly arise from the Bank’s Foreign Reserves Management function. Local currency
activities mainly reflect the assets and liabilities associated with monetary policy implementation, investment of the proceeds of issuing

circulating currency and banking activities.

The separate reporting of these activities is considered to provide a better presentation of the Bank’s financial position, financial performance
and risk profile. The Bank considers that the combined reporting of foreign and local currency activities would weaken the informational

value of the financial statements.

Al financial assets and liabilities are recognised in the Statement of Financial Position on a trade date basis. This means that purchases and

sales of financial assets are recognised from the date at which the purchase or sale is agreed.

Foreign Currency Marketable Securities
Foreign currency marketable securities are valued at quoted market mid-prices. Any premium or discount on purchase is capitalised and
amortised over the term of the security on a constant yield to maturity basis. Changes in market value are recognised as an increase or

decrease in the value of the Marketable Securities in the Statement of Financial Position.




Gains and losses arising from changes in the market value of foreign currency marketable securities are recognised immediately in the Statement

of Financial Performance. Where the security is still owned, the gain or loss is reported as Gain (Loss) from Unrealised Price Revaluations. Where

the gain or loss has been realised (through selling the security), this is reported as Gain (Loss) Realised from Price Changes.

Foreign Currency Term Liabilities

Foreign currency term liabilities are reported at market or fair value. The funds from these liabilities are invested in foreign currency marketable
securities. This valuation policy ensures consistency with the policy adopted for the corresponding assets. Market or fair value is imputed by
deriving the fair value rate from the relevant market yield curve of similar liabilities and discounting the future cash flows of the liabilities at
this rate. Changes in the value of these liabilities are recognised as an increase or decrease in the value of the Term Liabilities in the Statement

of Financial Position.

Gains and losses arising from changes in market value of foreign currency term liabilities are recognised immediately as expenses in the
Statement of Financial Performance. Where the liability is still owed, the gain or loss is reported as (Gain) Loss from Unrealised Price Revaluation.

Where the gain or loss has been realised (through repayment of the liability), this is reported as (Gains) Losses Realised from Price Changes.

Repurchase and Reverse-Repurchase Transactions
Securities sold under agreements to repurchase continue to be recorded as Marketable Securities in the Statement of Financial Position. The
obligation to repurchase (Securities Sold Under Agreements to Repurchase) is disclosed as a liability. The difference between the sale and

repurchase price represents an expense and is amortised over the term of the contract and reported in the Statement of Financial Performance.

Securities held under reverse-repurchase agreements are recorded as an asset in the Statement of Financial Position (Securities Purchased
Under Agreements to Re-sell). The difference between the purchase price and sale price represents income and is amortised over the term

of the contract and reported in the Statement of Financial Performance.
Both repurchase and reverse-repurchase transactions are reported at the transaction value inclusive of any accrued income or expense.

Securities Lending Programme
Securities lent out under the securities lending programme are accounted for on the same basis as repurchase and reverse-repurchase

transactions.

Derivative Instruments
The Bank’s involvement in derivative instruments comprises forward foreign exchange swap contracts, interest rate futures and interest

rate swaps.

Forward foreign exchange swap contracts are revalued for changes in exchange rates. Premiums or discounts on inception are amortised over
the life of the swap and are not revalued for changes in interest rates. Changes in value are reported in the Statement of Financial

Performance as Liquidity Management Swap Income. The net value at balance date is reported in the Statement of Financial Position.

Interest rate futures are reported in the Statement of Financial Position at quoted market mid-prices. Changes in market value are recognised
immediately in the Statement of Financial Performance as Other Foreign Currency Income (Loss). Margin and cash accounts arising from

interest rate futures are recognised in the Statement of Financial Position as Other Cash Balances.

Interest rate swaps are reported at fair value in the Statement of Financial Position. The fair value is derived by discounting the future cash
flows based on the relevant market yield curves. Changes in fair value are recognised immediately in the Statement of Financial Performance
as Other Foreign Currency Income (Loss). Interest receivable and payable for interest rate swaps with the same counterparty is reported net

where a legal right of set-off exists.

All derivative instruments in a gain position are reported within the balance of foreign currency Marketable Securities in the Statement of Financial
Position. Derivative instruments in a loss position are reported in the Statement of Financial Position as Derivative Instruments in a Loss Position.

Derivative instruments in a loss position are offset against derivative instruments in a gain position where a legal right of set-off exists.



Short Sales of Marketable Securities

A “short sale” is a sale of a security that the Bank does not own. Short sales arise as part of the foreign reserves management function
(see note 1) and the net returns on short sales are reported as income generated through departures from neutral risk positions
(see note 22). Securities that are sold short are recorded at quoted market prices and reported as Short Sales of Marketable Securities in the
Statement of Financial Position. Any gains or losses are recognised immediately in the Statement of Financial Performance on the same basis

as foreign currency Marketable Securities.

Unsettled Transactions
Unsettled transactions are security purchases or sales that have been agreed but are yet to be settled. Amounts payable for unsettled
purchases of securities are reported as liabilities under the title Payable for Unsettled Purchases of Securities. Amounts due from unsettled

sales of securities are reported as assets under the title Receivable from Unsettled Sales of Securities.
Unsettled transactions are reported at the contract amounts.

Investment Portfolio - NZ Government Securities

The Bank’s investment portfolio is accounted for on a constant yield to maturity basis. This reflects the intention to hold the portfolio until
maturity as these assets represent the investment of the proceeds from issuing currency and the Bank's equity. Any premium or discount on
purchase is capitalised and amortised over the term of the security on a constant yield to maturity basis. The portfolio is recorded in the
Statement of Financial Position at historic cost adjusted for amortisation of any premium or discount on purchase. Interest is accrued in the

Statement of Financial Performance as Local Currency Interest Income.

Market Test Activities
From time to time, the Bank may hold small trading positions in local currency securities as part of market test activities. These are valued at
quoted market prices. Changes in market value are recognised as an increase or decrease in the value of Other Local Currency Financial

Assets. Gains or losses are recognised immediately in the Statement of Financial Performance as Gain (Loss) from Market Test Activities.

Other Financial Assets and Liabilities

Local and foreign currency cash, deposits and short-term advances are valued at transaction date value.

(g) Currency in Circulation
Currency issued by the Reserve Bank represents a claim on the Bank in favour of the holder. The liability for Currency in Circulation is recorded

at face value in the Statement of Financial Position.

(h) Collectors’ and Demonetised Currency
The Reserve Bank has a liability for the face value of collectors’ currency. However, it is most unlikely that significant amounts of collectors’

currency will be returned for redemption. Therefore, the face value of collectors’ currency is recognised as a contingent liability.

The Bank has a liability for the face value of demonetised currency still in circulation. This is recognised as a contingent liability except for a

portion retained in the Statement of Financial Position to cover expected future redemptions.

(i) Land and Buildings

Land is carried at market value. Property intended for sale is valued at the lower of book value or market value. Buildings are valued at
depreciated market value except for the specialised basement and ground floor occupied by the Reserve Bank, which are valued at adjusted
replacement cost. Surpluses of book value over historic cost for this class of asset are recorded in the Properties Revaluation Reserve. Where
the book value of this class of asset falls below historic cost, previous revaluations are reversed and any remaining balance is charged as an
expense in the financial year it occurs. Independent valuations of this class of asset are obtained triennially. Buildings are depreciated on a

straight line basis over 40 years.




(j) 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

straight line basis over the following terms:

Computer Hardware 4 years
Computer Software 5 years
Plant and Equipment 5 years
Building Improvements 8 years
Miscellaneous expected useful life

Motor vehicles are depreciated on a diminishing value basis at a rate of 26 percent per annum.

(k) Operating Leases
Where the Bank is the lessee, the lease rentals payable on operating leases are recognised in the Statement of Financial Performance over the

term of the lease on a basis consistent with the expected benefits derived from the leased assets.

Where the Bank is the lessor, the assets leased out are retained in the balance of Fixed Assets and depreciated on the same basis as Other

Fixed Assets.

(I) Currency and Artwork Collections and Archives

[tems held in the Reserve Bank'’s currency and artwork collections and archives that have a material commercial value are independently valued
at estimated market values. Surpluses of book value over historic cost for this class of asset are recorded in the Currency and Artwork
Collections Revaluation Reserve. Nominal values have been placed on items with no material commercial value. Collections are not

depreciated. Additions are held at cost until subsequent revaluations.

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

recorded as inventory at the cost of acquisition and expensed when issued.

(n) Accounts Receivable

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

(o) Provision for Transfer of Surplus

The Bank’s notional surplus income, as calculated under section 158 of the Reserve Bank of New Zealand Act 1989, is recorded in the
Statement of Financial Performance as Provision for Transfer of Surplus. Under section 162 of the Act, the Treasurer directs whether the
notional surplus income is paid to the Crown or credited to the Bank's reserves (after having regard to the Bank’s capital requirements and
the views of the Board of Directors). As the full notional surplus is required to be paid to the Crown unless otherwise directed by the Treasurer,

the full notional surplus is shown as a liability at balance date.

(p) Provision for Restructuring
A provision for restructuring is recognised only when the Bank has a detailed restructuring plan and the plan has either started to be
implemented or has been communicated to those affected by it. Only those expenses that are necessarily entailed by the restructuring and

are not associated with ongoing activities are included in the provision.

(q) Retirement Gratuity
Retirement gratuity liabilities are recorded at actuarial value. This is calculated using a discounted cash flow model based on the relevant
market yield curves. Changes in value are recognised in the Statement of Financial Performance as Personnel Expenses. Retirement gratuity

liabilities are reported in the Statement of Financial Position as Accrued Employee Entitlements.

(r) Personnel Expenses
Personnel Expenses include the full cost of all staff benefits, including any applicable Fringe Benefit Tax. Salaries and leave accrued at year-

end are reported in the Statement of Financial Position as Accrued Employee Entitlements.



(s) Income Tax

Section CB3 of the Income Tax Act 1994 exempts the Reserve Bank from income tax.

The Bank’s subsidiary company, RBNZ Registry Limited, is liable for income tax. Taxation charged against profit includes both current and deferred
taxation calculated using the comprehensive basis under the liability method. Deferred taxation arises from items of income and expenditure being

included in taxation computations in periods different from those in which they were recorded in the Statement of Financial Performance.

(t) Custodial Activities

Securities held by the Reserve Bank under custodial arrangements are not included in these financial statements (see note 38).

(u) Segmental Reporting
The Bank presents financial assets and financial liabilities, and their associated income and expense streams, by distinguishing between foreign
currency and local currency activities. In addition, the Bank provides operating results by function. The Bank considers that these reporting

approaches provide appropriate segmental reporting of the Bank’s activities.

(v) Income Allocated Between Functions

Each function receives income and incurs expenses relating directly to the assets and liabilities used exclusively by that function. These income
and expenses are presented in the Statement of Cost of Services. 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

structure enables each function to more accurately report the financial outcome of the services provided.

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

Operations functions.

(w) Cash Flows

Cash is defined as those items that are convertible to cash within two working days and are used in the day-to-day cash management of the Bank.

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 fixed assets, and the repayment of loans to staff.

Financing activities include those cash flows arising from the issue of circulating currency, borrowing from the Treasury, and payment of the

net operating surplus to the Crown.
Operating activities include income and expenditure cash flows not included in investing or financing activities.

(x) Comparative Amounts

To ensure consistency with the current year, comparative figures have been restated where appropriate.

(y) Changes in Accounting Policies

There have been two changes in the Reserve Bank’s accounting policies for the year ended 30 June 2001.

The Bank commenced depreciating its buildings from 1 July 2000. This has decreased the reported value of buildings by $27,000 and
increased depreciation expense by $513,000. If the Bank had not depreciated buildings, the Loss on Revaluation of Bank Properties would

have been $1,330,000. This change in accounting policy has not been given retrospective effect as the adjustment is not material.

The Bank now reports its retirement gratuity liabilities on an actuarial basis. Previously, the Bank accrued retirement gratuities when
employees became entitled to the gratuity. This change in accounting policy increased the Accrued Employee Entitlements liability by

$1,022,000 and increased Personnel Expenses by the same amount.
Neither of these changes affects the Statement of Cash Flows.

There have been no other material changes to the Bank’s accounting policies and uniform accounting policies have been applied throughout
the Bank.




2001 2000
As at 30 June $000 $000
Assets:
Foreign Currency Financial Assets
Cash Balances with Other Central Banks 141,936 105,537
Other Cash Balances 5,993 3,037
Marketable Securities 4,186,807 4,313,238
Short-Term Advances 148,093 -
Receivable from Unsettled Sales of Securities 4,400 90,524
Securities Purchased Under Agreements to Re-sell 1,512,238 1,314,560
Accrued Interest 54,963 71,380
Total Foreign Currency Financial Assets* 6,054,430 5,898,276
Local Currency Financial Assets
Cash on Hand 206 58
Securities Purchased Under Agreements to Re-sell 2,516,507 1,600,265
Investment Portfolio - NZ Government Securities 2,661,517 2,445,433
Accrued Interest 46,482 46,584
Other Local Currency Financial Assets 41 91
Total Local Currency Financial Assets 5,224,753 4,092,431
Total Financial Assets 11,279,183 9,990,707
Other Assets
Accounts Receivable 1,539 1,822
Inventories 6,692 8,151
Deferred Taxation - 214
Fixed Assets 37,694 41,172
Total Other Assets 45,925 51,359
Total Assets 11,325,108 10,042,066

*  Foreign currency assets and liabilities do not match due to $145.4 million of Short-Term Advances arising from foreign exchange swap

contracts for monetary policy implementation. These Short-Term Advances are fully hedged through forward transactions.



2001 2000
As at 30 June Note $000 $000

Liabilities:

Foreign Currency Financial Liabilities

Payable for Unsettled Purchases of Securities - 123,097
Short Sales of Marketable Securities 178,992 186,536
Derivative Instruments in a Loss Position 3 9,974 86,358
Securities Sold Under Agreements to Repurchase 962,676 911,618
Term Liabilities 4,668,965 4,496,971
Accrued Interest 87,241 94,647
Total Foreign Currency Financial Liabilities* 5,907,848 5,899,227

Local Currency Financial Liabilities

Government Deposits 2,248,961 1,327,376
Other Deposits 7 129,051 77,693
Accrued Interest 796 245
Total Local Currency Financial Liabilities 2,378,808 1,405,314
Total Financial Liabilities 8,286,656 7,304,541

Other Liabilities

Currency in Circulation 2,462,737 2,159,965
Provision for Transfer of Surplus 10 154,138 157,681
Miscellaneous Liabilities 8 16,182 19,779
Total Other Liabilities 2,633,057 2,337,425
Total Liabilities 10,919,713 9,641,966
Equity 11 405,395 400,100
Total Liabilities and Equity 11,325,108 10,042,066

The above statement is to be read in conjunction with the notes on pages 56 to 88.



For the year ended 30 June

Note

2001 2000

Equity at Start of Year

Net Surplus for the Year
Movement in Properties Revaluation Reserve
Movement in Currency and Artwork Collections Revaluation Reserve

Total Recognised Revenues and Expenses for the Year

Provision for Transfer of Surplus to Government

Equity at End of Year

The above statement is to be read in conjunction with the notes on pages 56 to 88.
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10 (154,138) (157,681)
405,395 400,100




Operating Operating Operating Operating Operating
Income Expenses Surplus Surplus Surplus
(Deficit) (Deficit) (Deficit)
Actual Actual Actual Budget Actual
2001 2001 2001 2001 2000
For the year ended 30 June Note $000 $000 $000 $000 $000
Functions:
Monetary Policy Formulation 10 7,431 (7,421) (9,173) (7,159)
Market Operations 14,612 3,194 11,418 11,237 11,851
Financial System Oversight 16 3,646 (3,630) (3,715) (3,067)
Currency Operations 21 176,215 12,881 163,334 143,029 147,300
Foreign Reserves Management 22 448 3,868 (3,420) 9,546 12,848
Banking Services 1,426 1,669 (243) (388) 202
Overseas Investment Commission Secretariat 581 675 (94) (14) (63)
Registry and Depository Services 23 6,021 5,505 516 345 192
Other Outputs 3 883 (880) (843) (839)
Total 199,332 39,752 159,580 150,024 161,265
Less Intercompany Transactions' 379 379 - - 2,000
Total for Bank 198,953 39,373 159,580 150,024 159,265
Income Retained under Funding Agreement"' 10,815
Net Expenditure under Funding Agreement 28,558

The Consolidated 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 56 to 88.

10  Intercompany transactions are mainly for the purchase of registry services by other Bank functions. In 1999/2000, they include a $2,000,000 dividend paid by RBNZ Registry Limited

to the Bank.

11 The Funding Agreement commencing 1 July 2000 allows the Bank to retain revenue from specified revenue-generating activities and net this revenue against expenses for the

calculation of Net Funding Agreement Levels.




Actual Budget Actual
2001 2001 2000

For the year ended 30 June Note $000 $000 $000
Operating Income:
Income from Foreign Currency Financial Assets
Interest Income 24 195,874 165,555
Gain (Loss) from Unrealised Price Revaluations 65,952 (12,464)
Gain (Loss) Realised from Price Changes 27,586 (3,463)
Other Foreign Currency Income (Loss) (630) (2,002)
Total Income from Foreign Currency Financial Assets 288,782 147,626
Expenses on Foreign Currency Financial Liabilities
Interest Expense 25 210,431 176,230
(Gain) Loss from Unrealised Price Revaluations 71,310 (32,922)
(Gain) Loss Realised from Price Changes 21,726 485
Other Foreign Currency Expenses 817 644
Total Expenses on Foreign Currency Financial Liabilities 304,284 144,437
Net Foreign Exchange Revaluation Gain (Loss) 26 1,272 (439)
Foreign Currency Investment Income (14,230) 2,750
Income from Local Currency Financial Assets
Interest Income 24 276,847 248,605
Liquidity Management Swap Income 10,457 22,616
Gain from Market Test Activities 148 27
Total Income from Local Currency Financial Assets 287,452 271,248
Total Expenses on Local Currency Financial Liabilities 25 83,486 81,644
Local Currency Investment Income 203,966 189,604
Net Investment Income™ 189,736 182,054 192,354
Other Income 27 9,217 8,215 11,398
Total Operating Income 198,953 190,269 203,752

12 The Bank does not forecast the main drivers of gross investment income and expenses for budget purposes (exchange rates and interest rates). Hence, the budget for investment

income is presented on a net basis.



For the year ended 30 June

Operating Expenses:
Personnel

Asset Management
New Currency Issued
Administration

Other

Total Operating Expenses

Loss on Revaluation of Bank Properties
Total Expenses

Operating Surplus

Taxation

Surplus Available for Appropriation

The above statement is to be read in conjunction with the notes on pages 56 to 88.

Note

Actual
2001
$000

Budget

2001

$000

Actual
2000
$000

16,734 17,342 20,146
6,078 5,916 6,289
4,689 5,511 9,341
1,319 1,206 1,600
9,022 10,101 7,012

37,842 40,076 44,388

817 - -
38,659 40,076 44,388
160,294 150,193 159,364
714 169 99
159,580 150,024 159,265
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2001 2000
For the year ended 30 June Note $000 $000
Cash Flows From Operating Activities:
Source:
Interest Received - Foreign Currency 286,060 238,674
- Local Currency - Investment Portfolio 181,101 171,861
- Other 91,851 78,385
Liquidity Management Swap Income 13,571 22,616
Fees, Commission and Other Income Received 10,590 8,636
583,173 520,172
Disbursements:
Interest Paid - Foreign Currency 283,467 181,397
- Local Currency 82,934 81,808
Payments to Suppliers and Employees 38,938 41,559
Net GST Paid (Received) 28 (103)
Income Tax Paid 358 390
405,725 305,051
Net Cash Flow From Operating Activities 30 177,448 215,121
Cash Flows From Investing Activities:
Source:
Net (Increase) Decrease in Other Local Currency Financial Assets 50 1,173
Sale of Fixed Assets 19 203
69 1,376
Disbursements:
Net Increase (Decrease) in Foreign Currency Securities Purchased under Agreements to Re-sell 197,678 (545,686)
Net Increase (Decrease) in Foreign Currency Marketable Securities 9,165 324,318
Net Increase (Decrease) in Other Foreign Currency Financial Assets 61,961 49,089
Net (Increase) Decrease in Other Foreign Currency Financial Liabilities 47,888 889,712
Net Purchases of NZ Government Securities for Investment Portfolio 212,086 237,367
Purchase of Fixed Assets 980 1,174
529,758 955,974
Net Cash Flow From Investing Activities (529,689) (954,598)
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2001 2000
For the year ended 30 June Note $000 $000
Cash Flows From Financing Activities:
Source:
Issue of Circulating Currency 3,549,562 10,264,622
Withdrawal of Circulating Currency 3,246,790 9,989,473
Net Issue of Circulating Currency 302,772 275,149
Disbursements:
Payment for Demonetised Currency 69 39
Net Repayment of Foreign Currency Term Liabilities 166,473 447,176
Payment of Surplus to Government 157,681 150,818

324,223 598,033

Net Cash Flow From Financing Activities (21,451) (322,884)
CASH FLOW FROM ALL ACTIVITIES (373,692) (1,062,361)
Plus Exchange Rate Effect 108,422 592,441
NET CASH FLOW FROM ALL ACTIVITIES (265,270) (469,920)
Opening Cash Balance 3,264,662 3,734,582
CLOSING CASH BALANCE 31 2,999,392 3,264,662

The above statement is to be read in conjunction with the notes on pages 56 to 88.

Cash is defined in the Statement of Cash Flows as those items that are convertible to cash within two working days and are used in the day-
to-day cash management of the Bank. This definition includes local currency securities purchased under agreements to re-sell and a

substantial portion of the Bank’s foreign reserves portfolio (see note 2).

Cash movements in some portfolios have been presented net as this is considered to provide a fairer presentation of the movements in the

Bank’s cash profile.

For further information on the management of the Bank’s liquidity, see Note 20. Liquidity Risk.



1.

(a)

Nature 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.

Foreign Currency Activities

Foreign currency activities result mainly from the Reserve Bank’s holdings of foreign currency assets under its foreign reserves management
function. The foreign reserves management portfolio comprises foreign currency assets held for foreign exchange intervention purposes
(“foreign reserves”), pursuant to section 24 of the Reserve Bank of New Zealand Act 1989, and other foreign currency assets held for trading
purposes. The level of foreign reserve intervention assets is determined by the Treasurer on advice from the Bank. The funding for foreign
reserves is provided by foreign currency loans from the Treasury. These loans incur interest at market rates. Generally these loans are held
to maturity, though from time-to-time the opportunity to repay early may be taken at the instigation of either the Bank or the Treasury, where
this is expected to reduce the cost of funding. The funding for other foreign currency assets held for trading purposes usually arises through

repurchase transactions with foreign securities trading firms.

The foreign currency assets are held in various currencies. The majority are denominated in United States dollars, Japanese yen and euros.
The financial instruments held within these foreign currency portfolios consist mainly of sovereign securities, securities held under reverse-
repurchase 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 entire foreign reserves portfolio is actively managed. Subject to liquidity and credit risk constraints being satisfied, the Bank defines
benchmark portfolios that represent a “neutral” asset and liability structure in terms of market risk. The neutral position is established to
minimise the Bank’s exposure to foreign currency risk and interest rate risk. In general, liquidity and credit risk constraints mean that the

neutral structure will return a loss — the returns on assets will be less than the cost of funding those assets.

Departures of the actual asset and liability portfolio from the neutral asset and liability structure are undertaken where there is an expected
increase in returns, within defined risk boundaries. Departures from the neutral structure also arise when the Bank trades in the foreign
exchange markets on its own account and when marketable securities are short sold, again for expected return enhancement, within
defined risk boundaries. Departures from the neutral structure involve discretionary trading and portfolio management decisions, and

quantitative trading strategies, undertaken by specialist staff with delegated authority from the Governor.

The Reserve Bank also holds, from time-to-time, foreign currency assets and liabilities that arise from domestic monetary policy
implementation. Any foreign currency exposures related to monetary policy implementation are fully hedged through the use of forward

foreign exchange swap contracts.

For further information on the risk management policies relating to financial instruments, see notes 14 to 20.

(b) Events during 2000/2001

(i) A new risk management mandate for foreign reserves management (“the mandate”) was agreed by the Governor and implemented
from 30 September 2000. While the mandate is substantially a simplification of the previous risk management rules and procedures,

there are some significant changes to risk management arising from the mandate.

1) The mandate documents the Governor’s strategic objectives with respect to the risks from foreign reserves operations. Wherever

possible, these objectives are expressed in terms of tolerance for loss in extreme market stress circumstances (“tail events”).

2) Risks from foreign exchange trading and interest rate trading are managed under a single Value at Risk (VaR) limit for all market

risks. Previously, foreign exchange and interest rate risk were managed under separate limits (see note 16).

3) The mandate includes risk management policies and procedures with respect to the risks from foreign reserves operations —
financial risks such as credit risk, market risk and liquidity risk, and non-financial risks such as operational risk, legal risk and

reputational risk. The previous rules and procedures concentrated primarily on financial risks.
(i) In April and May 2001, the Bank sold Japanese sovereign long-term debt and bought short-term securities issued by AA rated entities

incorporated in North America and Europe to the equivalent of approximately NZ $800 million. Factors that were considered in the

context of this restructuring included:



(c)

d

~

(e)
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1) Japan’s high and rising public sector debt as a proportion of Gross Domestic Product;

2) rating agencies’ downgrade of Japan’s sovereign long-term foreign currency rating from AAA; and
3) low credit risk on short-term securities issued by AA rated entities in North America and Europe.

The Bank’s exposure to the Japanese government comprised 22 per cent of foreign reserves at 30 June 2001 (2000 40 per cent) and is

expected to fall to 7 per cent by 30 June 2002. The Bank had no exposure to Japanese corporates or banks at 30 June 2001 (2000 nil).

As part of this restructuring, the Bank closed out the cross currency interest rate swap transacted in 1997 (by entering into an equal and

opposite swap transaction) and entered into a fixed-to-floating interest rate swap.

Derivative Instruments

The Bank’s involvement in derivative instruments comprises forward foreign exchange swap contracts, interest rate futures and interest
rate swaps. Forward foreign exchange swap contracts are used as a part of hedged foreign exchange transactions for both monetary
policy implementation and foreign reserves management. Any unrealised foreign exchange gain (loss) on unsettled forward foreign
exchange swap contracts is offset by the foreign exchange revaluation on the associated money market instruments. Interest rate futures
and interest rate swaps are used to enhance expected returns on foreign currency assets and, from time to time, to hedge interest rate

and foreign exchange risk.

Securities Lending Programme

As part of its foreign reserves 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
alternative 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 own 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 2001, the market value of securities lent out under the programme was US $259.4 million (2000 US $406.1 million).

Local Currency Activities

Local currency activities arise as follows:

(i) Liquidity management operations. Liquidity management largely involves the Reserve Bank offsetting the daily net flows to or from
government by advancing funds to or withdrawing funds from the banking system. Most of this business is undertaken through daily
open market operations and any residual banking system liquidity is advanced or withdrawn using the Official Cash Rate scheme
(OCR). Under the OCR scheme, the Bank advances or withdraws cash at a margin to the OCR. The financial instruments used in
these operations include local currency reverse-repurchase transactions and forward foreign exchange swap contracts. In September
2000, the Bank began to use securities from its investment portfolio of NZ government securities in repurchase transactions

(to withdraw funds from the banking system) for liquidity management purposes.

(i) Holding an investment portfolio comprising New Zealand government bonds to support the liability for currency in circulation and

representing the investment of the Reserve Bank’s net equity. The Bank’s policy is to hold these investments until maturity.
From time to time, the Bank may also hold small trading positions in Crown or registered bank securities as part of market test activities.

Restrictions on Title to Assets

As part of the active management of its foreign currency operations, the Reserve Bank enters into security repurchase transactions. The
securities sold by the Bank under repurchase agreements continue to be recorded as Marketable Securities in the Bank’s Statement of
Financial Position. At balance date, securities with a book value of $962.7 million (2000 $911.6 million) had been sold to counterparties
under repurchase 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 reverse-repurchase 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.




2. Foreign Currency Marketable Securities

2001 2000
Note $000 $000

Marketable Securities
- Convertible to cash within two days (considered cash equivalent) 2,712,762 2,960,834
- Convertible to cash outside two days (not considered cash equivalent) 1,473,827 1,042,601
Derivative Instruments in a Gain Position 3 218 303
Securities Linked to Derivative Positions - 309,500
Total Marketable Securities 4,186,807 4,313,238

3. Derivative Instruments

Book Notional Book Notional
Value Principal Value Principal
2001 2001 2000 2000
$000 $000 $000 $000

Interest Rate Futures:

Futures in a Gain Position

Net Futures Position

At 30 June 2001, the Bank had 280 open futures contracts (2000 334).

Interest Rate Swaps:

Swaps in a Loss Position

Net Interest Rate Swap Position

Forward Foreign Exchange Swaps:

Swaps in a Loss Position

Net Forward Foreign Exchange Swap Position

Cross Currency Swap - Derivative Components

Total Derivatives in a Gain Position

Total Derivatives in a Loss Position

Total Derivative Instruments

218 63,582 303 711,016
218 63,582 303 711,016
(6,860) 282,855 - -
(6,860) 282,855 - -
(3,114) 151,948 - -
(3,114) 151,948 - -
- - (86,358) 234,818

218 63,582 303 711,016
(9,974) 434,803 (86,358) 234,818
(9,756) 498,385 (86,055) 945,834




4. Other Local Currency Financial Assets

2001 2000
$000 $000
e
Advances to Staff 38 69
Term Loans - 19
Other Financial Assets 3 3
Total Other Local Currency Financial Assets 41 91
5. Inventories
2001 2000
$000 $000
R R R R ———==—== e —— ===
Bank Notes for Circulation 4,687 6,487
Coin for Circulation 1,684 1,049
Collectors’ Currency 321 615
6,692 8,151

Total Inventories
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Fixed Assets

Freehold Land
Buildings

Total Land and Buildings

Computer Hardware

Plant

Office Equipment

Software

Currency Processing Equipment
Motor Vehicles

Building Improvements
Tenancy Inducements
Leased Currency Equipment
Currency Collection
Artwork Collection

Work in Progress

Total Fixed Assets

The book values for land and buildings are depreciated market values based on existing use with the exception of the Wellington

specialised basement and ground floor occupied by the Bank, which are valued at adjusted replacement cost. The market value of the

2001 2001 2001 2000 2000 2000
Historic Accumulated Book Historic ~ Accumulated Book
Cost/ Depreciation Value Cost/  Depreciation Value
Valuation Valuation
$000 $00