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NZACU Overview

Our profile

The New Zealand Associafion of Credit Unions is the industry
association for credit unions. Our Members are an important
option in the New Zealand financial services market and
have more than 50 years banking history in communities

across the country.

Mission
The NZACU exists to represent, promote and support Member
credit unions and provide cost effective business services.

Vision
All New Zealand credit unions and the NZACU cooperating
together.

Our history and ownership

The New Zealand Association of Credit Unions came into
existence in 1961 as the New Zealand Credit Union League.
In 1989 we became the New Zealand Association of Credit
Unions. We are owned by and represent 22 credit unions

of the 30 registered credit unions with total assets of $633
million.

Our market

NZACU represents credit unions that meet the financial
services needs of more than 170,000 New Zealanders. With
a focus on members, not shareholder profits, customer
satisfaction levels for credit unions are among the highest
in the market. Our Member credit unions provide a much
needed option for those disillusioned by the mainstream
banking choices and for those who the banks choose

not to deal with. We work in pockets of communities
throughout New Zealand, in main centres and in small towns.
Traditionally a blue-collar option, credit unions today serve
all sectors of the community. ’

Our future

Credit unions are building their strength and visibility

to ensure they are considered as the first option in

the communities they service. Ongoing reviews of our
govemance, pricing, service and products will continue to
ensure we offer credit unions what they need to satisfy their
current and future members. We will continue to encourage

Our Board of Directors

Vice Chair

Director Director

working together to harness the collective strength of credit
unions. We are working to satisfy the increasing demands of
governance and compliance that continues fo be placed
upon us.

Business Services provides

* FACTS Computer Bureau - 24/7 real time bureau and
core banking software platform with a full suite of savings
and loans products. Functionality includes card processing,
internet, telephone and texi banking

* Accesscard - a debit card which can be utilised at all
ATM and EFTPOS terminals throughout New Zealand and
overseas where the MAESTRO logo is displayed

* Accesscard — nationwide ATM network

* Banking Services - an interface to the clearing system

» Systems Support - help desk support

* Central Banking ~ a central treasury system for managing
credit union liquidity

* Credit Union Insurance - Funerai, House and Contents,
Loan Protection, Life and income Protection

* Motor Vehicle insurance through Pioneer Insurance
Company Limited.

Member Services provides

¢ guidance on legislative changes

¢ education and development courses for credit union
directors, managers and staff

* networking opportunities for credit unions

* strategic planning assistance

¢ governance guidance

*» management systems and accounting procedures

« financial and operational performance monitoring

* best practice guidelines and benchmarking

» advocacy in lobbying with Govermmment regulators

* marketing guidance and assistance with growth strategies

+ public affadirs, public relations and communications

« development of credit union websites hosted by the
Association

* liaison with World Council of Credit Unions on international
events and other affiiated organisations where
appropriate.

Director

Independant Director
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Location of Member credit
unions and their branches

NORTHLAND REGION

WAIKATO REGION

Steelsands Credit Union
Marsden Point
Wesfforce Credit Union
Whangarei

AUCKLAND REGION

Aotearoa Credit Union
Botany Junction
Clendon

Glen Innes

Mangere

Otahuhu

Otara

Papakura

Papatoetoe

Carbine Credit Union
Mt. Wellington

Credit Union Auckland
Auckland Airport
Penrose

Manukau City

Mt Roskill

Fisher & Paykel Credit
Union
East Tamaki

New Zealand
Employees Credit Union
Penrose

Harbour Board Staff
Credit Union
Mechanics Bay

Steelsands Credit Union
Glenbrook
Auckland City

United Credit Union
Howick

Wesiforce Credit Union
Avondale

Great Barrier Island
Onehunga

Papakura

Pukekohe

Aotearoa
Hamilton

First Credit Union
Hamilton City
Te Aroha

Credit Union North
Hamilton City
Matamata
Ngaruawahica

Te Kauwhata
Tokoroa

Thames

Waikato Hospital

BAY OF PLENTY
REGION

AWHI Credit Union
Opotiki

Rotorua

Caxion Employees
Credit Union
Kawerau

First Credit Union
Tauranga
Tauranga Hospital

Credit Union Ceniral
Kawerau
Kopeopeo
Murupara

Rotorua

Taneatua

Te Ngae

Credit Union North
Kawerau -
Taupo

Turangi
Whakatane

Mt. Maunganui
Papamoa Beach
Greerton

Te Puke

Credit Union Lakeland
Rotorua

TARANAKI REGION
Credit Union Baywide

New Plymouth
Waitara

GISBORNE REGION
AWHI Credit Union
Gisborne

Credit Union Baywide
Gisbormne

HAWKE'S BAY REGION

Credit Union Bay Health
Hastings

Credit Union Baywide
Dannevirke

Hastings

Napier

Waipukurau

Wairoa

MANAWATY/
WANGANUI REGION

Aotearoa Credit Union
Wanganui

Credit Union Baywide
Palmerston North
Palmerston North’
Hospital

Wanganui

WELLINGTON REGION

Aotearoa Credit Union
Porirua

Credit Union Baywide
Lower Hutt

Masterton
Porirua
Wainuiomata

NZ Firefighters’ Credit
Union
Petone

United Credit Union
Johnsonville

NELSON REGION

Credit Union South
Nelson

Motueka
Richmond

Takaka

Nelson Port

WEST COAST REGION

Credit Union South
Greymouth
Hokitika

Westport

CANTERBURY REGION

Christchurch
Emergency Services
Credit Union
Christchurch

Credit Union South
Christchurch

Timary

OTAGO REGION

Credit Union South
Dunedin
Lawrence
Oamaru
Palmerston

SOUTHLAND REGION

Alliance Group Credit
Union
Invercargilt

Invercargill Licensing
Trust Credit Union
Invercargill

Credit Union South
Invercargill
Invercargill South
Gore
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Chairman’s Report

Graham Clouston

Overview

The year to 30 June 2010 saw a significant recovery in the
financial position of the NZACU. We finished the yearin a
very good position to serve the needs of our 22 Member

credit unions.

Following the write-offs and losses brought to account
in the two prior years, the Board and management fook
firm action to address the situation. Understandably our
Member credit unions, being our owners and customers,
had concerns about the NZACU performance and
relationships were tested.

Pressures for change within the NZACU governance
structure and processes resulted in further changes in
the Board. The long standing Chief Executive, Doug
McLaren, resigned and left the NZACU in September,
prior to the 2009 AGM.

The Board decided to initiate a broad ranging strategic
review process before appointing a new Chief Executive.
The review resulted in a revised strategic plan that was
endorsed by Members in May 2010. Key actions were
implemenied during the five month review process.

The NZACU gained a Standard and Poor's rating of

BB but with-a negative outlook primarily due to the
inadequate capital position and Member credit

union concerns resulting from the prior financial year
outcomes. We are on track to be in a position 1o seek
areview of the outlook as capital adequacy is restored
before 31 December 2010.

The financial performance for the year to 30 June 2010
was satisfactory with a Group surplus of $2.348 miliion.
Additionally the sale of subsidiary PlatinumDirect Ltd has
substantially reduced commercial loans outstanding
and, together with a performance improvement in
subsidiary Pioneer Insurance Company Ltd, has enabled
NZACU Group capital o improve from $7.8 miilion at

30 June 2009 to.$10.0 million as at 30 June 2010. After
balance date, in light of this improved performance,
the Board declared a dividend of 5.79% on Base Capital
Notes.

Our Member credit unions have continued to perform
well in a continuing challenging economic environment.
Regulatory change continues unabated placing
significant compliance costs and resource demands on

all Boards and management.

Chief Executive

Doug McLaren served the NZACU as Chief Execufive

for 11 years and following his departure in September
2009, our CFO David Smart was appointed Acting Chief
Executive. The Board deferred the Chief Executive
recruitment process to undertake the strategic review
process which was undertaken by Independent NZACU
Director Rob Nicholls who was appointed Acting Chief
Executive from 1 January 2010. When the strategic
review was successfully completed CFO David Smart
resumed the Acting Chief Executive role from 9 June until
the appointment of Henry Lynch as Chief Executive from
6 September 2010.

While these changes in the Chief Executive position initially
created some uncertainty, the Board is convinced that
the success of the strategic review process, and Members
endorsing a new way forward together, demonstrates that
the cormrect decisions were taken.

The Board expresses its appreciation for the service
provided to the NZACU by Doug Mclaren, the support
of David Smart through the change process, and to Rob
Nicholls who undertook the strategic review process
that engaged all Member credit unions and staff of the
NZACU. We wish new Chief Executive Henry Lynch every
success going forward with the support of the Board.

Strategic Plan

The NZACU Strategic Plan 2010 to 2013 provides the
framework for our Member Services and Business Services
Divisions to better serve our Member credit unions in
confinuing to rebuild our stakeholder reiationships and
financial performance.

Our new mission will guide us to being alighed and
relevant to our Members viz “The NZACU exists to
represent, promote and support Member credit unions
and provide cost effective business services”.

The seven key strategic goals over the three year plan
will reinforce and deliver the Mission. Additionally the
establishment of the Information Systems Steering
Committee, incorporating elected representatives of
our Member credit unions, has a critical role fo play in
reviewing the core banking system and related network
and resource services.

Continuing work to establish the Group Guarantee
Scheme and the implementation of a debit card product

for our Members remain key goals o be achieved.

Board

Your Board is committed to restoring Member confidence
in the NZACU and to gain increased support for our
cooperative products and services. The Board is united
and focused on the task at hand in implementing the new
strategic plan and working with the new Chief Executive
1o better support all. Member credit unions.

Director Simon Scott and | were elected to the Board
at the 2009 AGM and Rob Nicholls was appointed an
Independent Director following the AGM. Following his
time as Acting Chief Executive, Rob continues on the
Board in the Independent Director role.

In December 2009 both Independent Director and Board
Chair Ray Tibbits, and Director and Board Vice Chair

Bill Sinclair, resigned from the Board. They wrote to all
Members explaining their position. The Board thanks Ray
and Bilt for their contribution 16 the NZACU and notes that
they have continued to serve on the Group Guarantee
Scheme Supervisory Board.

Following these resignations the Board appointed me

as Chair, Director Bruce Rass as Vice Chair and Brian
Hancock as Director to fill the casual vacancy. As
explained to Members at the May forum the Board does
not see a need to fill the second Independent Director
position at this time.
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Future

Cur themes for this period of restorafion are Unity ~
Cooperation - Fuiure.

Unity of purpose within the New Zealand credit union
Movement whilst embracing diversity. Cooperation on ¢
voluntary and proactive basis. Focusing on the Future as
we address the issues of the past.

I sincerely thank oll Member credit unions for your
support, patience and participation in our strategic
review and chcmge processes. | alsc recognise the
excellent support the NZACU staff has provided

to our Members during the difficult environmeni we
encountered internally and externally during the vear.
The Booard and | thank you.

Finaily | thank my fellow Directors for supporting me and
the challenging work we needed o underfake fogether
during the year. We are in good shape.

Graham Clouston
Chair

Directors Fees - FY2010

Association

i Role Director Audit & Risk
! Fees Committee
: G Clouston Chair $25,962 $1,250
| Hfrom 15 December}
- B Ross Vice Chair $22,708
: ifrom 15 December!
- § Screen Director $21.250 $1.005
R Tibbits Chair $18.201 $1.576
{untit 14 December)
| L Sinciair vice Chair $11.374 33,775
* {until 14 December)
S Scott Director $15,000
j
B Hancoc Director $10.1 $750

R Nicho Advisorfing Director $10.000

i G Earle Oirector
{Ficneer insurance Co Lid}
 Total $134,408 $8,356

: Atfendance af meetings dunng fhe ﬁnanc;ol yvear, ended 30 June 2010
Forrncﬂ Board meetings

RTbbIES oy J 3 q
A Sinciai( . 5 N V J
SScreen Vi N W o K

BRoss Ny Gy J
AD Mcl.orer\ A . S - .
Dsmant - e v v N
G Clouston: ' : ; = ; L e ’
3.5cott ' e e g ¥
& Hancock ™, S (e .

R Nicholfs:

Amuddit & Risk Cornmiites meetings

PR A

_ _— y
Total Director Total
Association Fees Group
$27.213 $30,000 $57,213
$22,708 $22,708
$22,255 $22,255
$19.777 $19,777
$15,151 $15.151
$15,000 $18,750 $33.750 3
510,860 $10,860 |
$10,000 ) $10,000
$15.000 $15,000
$142,965 $63,750

$206,715 ¢
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it Unions has adopted the Securities Commission

fe Governance in New Zeala

practices. Details of the directors are
At the 2009 AGM Graham: Clouston, Credit Union Taranaki and
Simon Scott, First Credit Union were elected to the NZACU Board.
They replaced long standing directors John Keenan and Neil
McDonald who had resigned prior to the AGM. Following the
resignation of Ray Tibbits, Chairman and Bill Sinclair, Vice Chair
in December 2009, Graham Clouston was appointed Chairnan
and Bruce Ross Vice Chair. Rob Nicholls was appointed an
Independent Director in November. Bruce Ross and Simon Scott
were appointed Trustees and Selwyn Screen was appointed
Chair of the Audit & Risk Committee.

1. Ensuring solid foundations for management and oversight

The Association has procedures designed to:

* Enable the Board fo provide strategic guidance and effective
oversight of management

* Clarify the respective roles and responsibilifies of Board
members and senior executives in order to facilitate Board
and management accountability to both the Association and
its Member credit unions

* Ensure the balance of authority so that no single individual has
unfettered powers.

The Board has an obligation to protect and enhance the value

of the Association’s assets and act in its interests. It exercises this

obligation through the approval of appropriate organisational

strategy and processes, with particular regard to investment

portfolio composition and retum expectations.

The Association achieves Board and management

accountability through written terms of reference [policies), and

a formal delegation of authority to the Chief Executive. The

Chief Executive is charged with the day-to-day leadership and

management of the Association.

The govemance procedures require the Board to have up

to two independent directors to complement the elected

directors. The Board appointed Rob Nicholls as independent

Director in November 2009 and Members agreed at the May

2010 forum not to appoint a second Independent Director.

2. Structuring the Board to add valve

Directors believe that for the Board to be effective it needs to

facilitate the efficient discharge of the duties imposed by law

and to add value to the Association. To achieve this, the Board

is organised in such a way that it:

+ Obtdins a proper understanding of, and competence to deal
with, the curent and emerging issues of the business

« Can effeclively review and challenge the performance of
management and exercise independent judgment.

Board composition

The Association’s constitution (its Rules) provides for a Board of

eight being comprised of five Member elected directors, two

directors appointed by the Board and one executive director,

the Chief Executive. The directors serve a term of two years

with the appointed directors being limited to a maximum of

two, two year terms. Although Rob Nicholls was appointed

an independent Director in November 2009, from 1 January

2010 until 8 June 2010 he undertook the role of Acting Chief

Executive. Effective ¢ June 2010 he again tock up the role of

independent Director.

Committees of the Board

The curent committees of the board are Audit and Risk, Chief

Executive Remuneration and Director Remuneration. From time

to time the Board may create ad hoc committees to examine

specific issues on its behalf.

Board process

Although the majority of directors are elected by Member

yuidelines fo review and report on our go

ef ouft on page 1 of thisre

‘ermndance

>orf.

credit unions to bring special expertise or perspectives to Board
deliberations, decisions of the Board are made as a whole after
taking each perspective into account and in the best interests of
the Association.

The directors receive comprehensive information on the
Association’s operations before each meeting and have
unresticted access to any other information or records. Senior
management is available and attend relevant secfions of Board
meetings to address queries and to assist in developing the
Board's understanding of the issues facing the Association and
the performance of the business.

Director participation remains very high with all Directors being
present at the majority of meetings. In addition to regular Board
meetings a sirategic planning process was undertaken in the
first half of 2010 by Acting Chief Executive, Rob Nicholls, and the
results reported back and voted on by Members at the forum
held in May 2010. The Strategic Plan for 2010 to 2013 has been
approved by Members. Additionally there was a forum held

in November 2009, a number of Member credit union visits by
directors and the Annual General Meeting and associated forum
in September.

3. Promoting ethical and responsible decision making
The Association has written procedures to clarify the standards
of ethical behaviour required of directors and management
and ensure observance through a Code of Ethics and a policy
on dealing appropriately with conflicts and/or interests.

The Association has an employee handbook which embodies
our values and supplements the code of conduct practices that
are incorporated into all employees' terms of employment.

An Ethics Committee can be formed when requested by the
Board, or a Member credit union, for the purposes of reviewing
any complaint received in accordance with the Code of Ethics.

4, Safeguarding the integrity of financial reporting

While the ultimate responsibility to ensure the integrity of the

Association’s financial reporting rests with the Board, the

Association has in place a struciure of review and authorisation

designed to ensure truthful and factual presentation of its

financial position. This includes:

* An appropriately resourced Audit & Risk Committee operating
under a wriften charter

* Review and consideration by the Audit & Risk Committee of
the accounts and appropriate policies

* A process to oversee and ensure the independence and
competence of the Association’s extemat quditors

» Responsibility for appointment of the external auditors resides
with the Audit & Risk Committee subject to approval by the
Board )

¢ Establishment of an independent extemal party who conducts
the internal audit function with reporiing responsibility to the
Audit & Risk Committee

* The Audit & Risk Committee meet on a regular basis
throughout the year and report directly to the Board.

5. Making timely and balanced disclosure

Accountability for compliance with disclosure obligations is with
the Association's Secretary. The Secretary’s position has been
delegated by the Board fo the Chief Executive.

Significant announcements including the interim half year

and final full year results and dividend, the accounts for those
periods, and any advice on a change of earnings forecast
requires the Chief Executive:and Chief Financial Officer to seek
prior approval from the Audit & Risk Committee and the Board.
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6. Respecting the right of Member shareholders

The Association seeks to ensure that its Member shareholders

understand its activities by:

« Communicating regularly and effectively with them

* Giving Members ready access to balanced and clear
information about the Association and any key organisational
proposals

* Making it easy for Member credit unions to participate in
general meetings and forums.

To assist with this, an Association website intranet is maintained

with relevant information including copies of presentations,

reports and media or Member communiqué releases. The

annual report is available in elecironic format on the Association

infranet 'CU Insight’.

7. Recognising and managing risk

The Association has a formalised system for identifying,
overseeing, managing and conirolling risk.

The processes involved require the maintenance of a
governance level Risk Management Policy and a Risks Register
that identifies key operational risks facing the business and

the status of various initiatives employed to reduce them. The
operational risks per key business unit section, including the
adequacy of internal controls and IT security standards, are
included as part of the Audit & Risk Committee’s internal audit
programme. ’

8. Encouraging enhanced performance

Directors and senior execufives need to be equipped with the
appropriate knowledge and information to discharge their
responsibilities effectively and be assured that individual and
collective performance is regutarly and fairly reviewed.

Board policy provides financial resource for directors' ongoing
training and education with a formal appraisal process that
includes the chairman. On appointment directors receive

an education and development allowance for their two year
term. This is specifically for professional development, education
and training that will be of direct benefit to their role as an
Association director.

As part of the annual review of its governance processes,

the Board via a sub-committee, evaluates annually the
performance of the Chief Executive. The evaluation is based
on criteria that include the performance of the business and
the accomplishment of key strategic objectives and other non
quantitative objectives established at the beginning of each
year.

In addition to these annual performance reviews, the significant
policy issues, annual budget and capital expenditure decisions
of management are put through a formal Board review process.

9. Remunerating fairly and responsibly

Remuneration philosophy

The Association's remuneration strategy aims to attract, retain
and motivate high calibre employees at dll levels of the
organisation, and so drive performance and sustained growth
of Member shareholder value. Underpinning this strategy

is a philosophy that all employees should be appropriaiely
and competitively rewarded. Total remuneration for senior
executives comprise a base salary including the value of

any benefits and a short term variable incenfive in the form

of an annual performance related payment that requires
achievement of a mix of financial and personal targets.
Non-executive directors’ remuneration

The fees paid to non-executive directors for services in their
capacity as directors of the Association during the year ended
30 June 2010 are as per the table on page 4.

The Association's policy is to align directors’ remuneration to
the market measured against organisations of similar total
asset value and similar annual revenues with a 20% discount to
market applied. Directors’ fees are normally reviewed annually

by the Director Remuneration Committee and any changes
recommended to Members biennially, unless a significant
market movement has occurred. The last review was in 2007
and at the 2007 AGM the directors’ fees payable in any one
year was increased to $170,000.

In acknowledgement of the varying workloads of the Board's
Audit & Risk Committee $5,000 from the director fee pool was set
aside for the Chair of the Audit & Risk Committee and additional
meeting fee expenses of $500 for a full day meeting or $250 per
teleconference or half day meeting was paid to members of the
Audit & Risk Commitiee.

Travel Allowance

The directors receive reimbursement for their fravel,
accommodation and out of pocket expenses whilst attending
Board meetings.

Apart from fravel and costs to attend the Association's Annual
General Meeting and forum, the Associdtion does not pay for
accompanying pariners. When directors travel overseas to
international meetings and conferences, their travel, registration
and accommodation expenses are paid. Reasonable costs
(including travel, accommodation and registration) are also
paid for a partner of an official representative of the Association
aftending such international meetings.

Directors’ development allowance

As the role and requirements of a director of the Association is
significantly different from that of a director of a credit union or
commercial entity, this allowance is not o enhance a director's
position or experience in relation to any credit union, affiliated
organisations or commercial entities.

Directors’ insurance protection

The Association maintains appropriate Accidental Death

and Disability cover as well as Directors' Liability Insurance for

its directors. The Accidental Death and Disability cover for
directors and the Chief Executive provides for full proceeds
being paid to the insured director or their estate, in the event of
a claim being made.

The Directors’ Liability Insurance ensures that the directors will
suffer no financial loss as a result of actions taken by them as
directors, provided that they operate with due diligence and
within the law.

Executive director's remuneration

Rob Nicholls was the Acting Chief Executive from 1 January 2010
until 8 June 2010 and during this period was also a director, ex-
officio of the Association. As an executive director, Mr Nicholls
did not receive any further remuneration in his capacity as a
director of the Association or its affiliated entities.

10. Recognising the legitimate interest of stakeholders

The Association recognises that it has a number of legal

and other obligations to non-member stakeholders such as
employees, regulatory authorities, suppliers and the community
as a whole.

Its commitment to these obligations is captured in our Code of
Ethics and various policies and procedures for ethical conduct,
the responsibility to employees and relationships with suppliers
and customers. These aré incorporated into the employment
terms of all employees.

Holding securities

No director or executive of the Association holds any notes or
any personal beneficial interest in the Association.

Other interests

- No other writteni or verbal contracts or arrangements involving

directors’ interests whether direct or indirect, were entered into
during the year ended 30 June 2010 or existed at that date.
Compliance with corporate governance best practice

The Association seeks to meet the principles of best practice
for New Zealand directors as promulgated by the Four Pillars
of Effective Board Governance as published by the Institute of
Directors in New Zealand Inc.
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Report of the Acting Chief Executive
for the year ended 30 June, 2010

David Smart

In a year of economic downturn for many businesses,
credit unions have justifiably continued to receive support
from their members as demonstrated by stability in the
level of deposits and lending. Capital adequacy has
continued to strengthen. Total credit union reserves as a
percentage of total credit union assets increased from
17.08% at 30 June 2009 to 17.36% at 30 June 2010.

With one minor exception all 22 Member credit unions
increased their Reserves over the 12 months. This is despite
credit union assets increasing by only 2% over the same
period. It is pleasing to observe a significant improvement

in profitability within the Movement.

NZACU Financial Pefformance

| am also pleased to report a substantial improvement in
financial performance and financial position.at NZACU
following disappointing results in the two prior years.

Group profitability was $2,348,000 compared fo a loss

of $5,247,000 in the prior year. All trading group entities
contributed bottom line profits. The group loss in the prior
year was due to impairment losses including the write-
off of Goodwill on the acquisition of Pioneer Insurance
Company Limited, the write-off by Pioneer of a software
development capitdlised by the former owners and
additional provisions within PlatinumDirect Limited.

These write-offs cleared the decks and together with
improved operating performance resulted in the positive
outcome recorded this financial year.

The Association through its core business activities again
made a positive contribution of $1,415,000 over the
year compared with a surplus prior to impairment of
$2,087,000 in the prior year: The prior year bottom line
loss of $5,979,000 was entirely attributable to increases in
provision for impairment on CU Group Trust investments.
These investments are now conservatively stated in the
Association's accounts, The reduction in the current
year of the Association’s surplus prior to impairment is
affributable to repayment to.credit unions of $672,000
in Stabilisation Funds. The Association’s surplus before
repayment was $2,087,000 — the same as the surplus
prior to impaiment for the year to 30 June 2009. This
coincidence illustrates the underlying resilience in the
Association's profitability.

PlatinumDirect Limited was sold with effect 1 December
2009, however the group remains on risk for thirty one
loans not acquired by the purchaser, two small loans
subject to a put option from the purchaser and a further
loan from NZACU to the purchaser to fund part of the
acquisition price. Net loan receivables at the 30 June 2010
reduced 1o $1,974,000 from $2,666,000 at the prior year
end. The remaining book is conservatively provisioned and
the group result benefited from a net credit in impairment
expense of $306,000 for the year.

We continue to work on exit strategies for the balance of
the book.

Pioneer insurance Company Limited contributed a
significantly improved bottom line surplus of $621,000
compared to a prior year loss before tax of $2,592,000.
A decision to focus on credit union infroduced business
was carmied out in the last quarter of the prior financial
year. This resulted in a much improved loss ratio prior to
acquisition costs of 60.1% compared to 78% in the prior
year.

The Pioneer surplus is after paying a return to the
Association of $236,000 compared to the prior year of
$391,000. A significant element in the Pioneer result was
the receipt of substantial proceeds from the settlement of
legal action initiated in earlier years.

The company is continuing to reduce overhead costs and
it is budgeting for a modest profit after paying a return to
the Association in the new financial year.

The Group and Association Balance Sheets have
significantly strengthened over the year. This fogether
with the improved level of profitability has enabled the
directors to declare a higher level of dividend of $765.000
for the year compared to $436,000 in the prior year. The
dividend is payable on 30 September 2010.

Member Services

Our Education Training and Development Consutiant

has responsibility for learning and development initiatives
underiaken by the Association. Good traction was gained
on a number of fronts including the successful launch of
director induction guidelines and a board appraisal kit as
well as the provision of a greater range of online learning
courses or modules for credit union staff and directors. An
important initiative has been the launch in New Zealand
of a member-centric advisor program. This was developed
by Credit Union Australia and kindly provided to the New
Zedland Movement. The program puts Members at the
centre of everything, thus guaranteeing a successful
credit union. ‘

The Business Development team acted proactively to the
chalienging market conditions by offering Member credit
unions assistance in enhancing their market strategies

on a user pays basis. Consequently, new customer
segmentation techniques were introduced allowing credit
unions to better define their target markets as well as
their potential. In addition to this, the team assisted the
NZCU Group to re-design, develop and launch their new
websites. Currently the Business Development team is
working on re-branding and enhancing the Association's
communications. The team will continue to offer
marketing support, guidance and adyvice to all Member
credit.unions,

The Risk and Compliance team has been heavily focused
on all of the regulatory reforms and regularly meets with
officials at the Ministry of Economic Development and
Securities Commission, as examples, to both enhance their
understanding about credit unions in general and to
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openly discuss the implications policy options have on the
operations of our Member credit unions.

The last few years have seen some of the most extensive
reforms in the financial services sector for decades and
2010 continued this frend. As g result, your Association has
prepared submissions on eleven consuliation documents,
bills and reguiations during the last financial year.

Whilst legislation of many of these reforms was passed
in 2008, the resultant Acts have either been significantly
amended or the regulations have been promulgated in
more recent times.

The Reserve Bank Amendment Act 2008, for example,
deemed all credit unions as well as this Association to
be deposit takers and thereby regulated by the Reserve
Bank of New Zealond (RBNZ). However as at the end of
the financial year only draft regulations were available,
leaving uncertainty and an inability for our Members,
and indeed the NZACU, to apply for exemptions where
necessary.

We have advocated and contributed to some positive
improvements from the original capital adequacy
proposals. Examples include the ability to take into
account member deposits used as security for loans as
these are now freated as collateral, and a recognition of
the lower risk posed by low value personal loans.

Over this time there have also been extensive reporting
requirements for credit unions. We have continued to
support Members with understanding these requirements
and providing reports and other toolis to help reduce at
least some of the time spent on compliance reporting.

Prior to and since prudential regulation by the RBNZ

was first mooted, we have been assured by successive
governments that many of the archaic restrictions within
the Friendly Societies and Credit Union Act 1982 would
be removed, in particular the maximum deposit limit of
$250,000. Disappointingly, the undertakings have not
come to fruition. We will continue to work closely with
officials to expedite changes to ensure that credit unions
do not continue to be handicapped by these restrictions.

We have seen some successes through amendments to
the Financial Advisers Act 2008 such as the reclassification
of credit union call shares as category 2 (less complex),
financial products and a change in the definition of
financial plonning which mean the good work credit
unions do for their members to improve financial literacy
and assist them with budgeting will no longer be captured
as financial planning.

Business Services

A considerable investment in NZACU's iT infrasiructure has
occured over the period.

In the first half of the financial year the entire server
network outside the FACTS and Postilion servers were
replaced resulting in a significant reduction in the

number of servers (virtudlisation technology was used — a
process by which large numbers of physical servers are
consolidated into a smaller number of servers which are
partitioned into separate areas that virtual servers run on).
Each physical server contains built in redundancy to avoid
a single point of failure.

In March the FACTS core banking system was installed to
run on new Sun M4000 servers. These replace our old V880

servers which have been retired. The new servers are four
times faster than the old V880s, have built in redundancy,
take up one third of the storage space, consume less
power and generate less heat.

In April the Postilion card management system was
upgraded to the latest software version. In addition we
replaced the servers and updated the SQL database.

Over and above this all production environments are
mirrored in our DR systems.

During the year the IS team successfully cut over both
our core FACTS and Postilion processes to DR, processed
business as usual in our DR environment then cut back
to the production environment. This is a significant
achievement that proceeded without blemish.

Card transactions on external ATM and EFT networks and
banking transactions were slightly higher than the prior
year. However there was 16% year on year growth in the
number of transactions on our ACCESSCASH ATM network.
The ATM fleet expanded to 68 active terminals compared
o 61 at the end of the prior year.

Mobile banking transactions were fiat, telephone banking
transactions fell but internet banking transactions rose.

In part these movements reflect the subdued economic
environment, however they also reflect changes in
technology uptake amongst the credit union membership.

The volume of direct credits, direct debits and automatic
payments through our Banking Services product grew by
2% over the year. Again this appears to be symptomatic

of the subdued economic environment.

Premium income in Credit Union insurance products was
flat (0.8% higher than for the prior year at $5.5 million).
However there was a reduction in the overall loss ratio
from 71.7% in the prior year to 64.6% in the cumrent year.

As a consequence, Credit Union Insurance rebates for the
year recovered to $828,000 excluding GST, compared to
$546,000 in the prior year. Total claims processed by Credit
Union Insurance were 1,555, 12.3% down from the previous
year's high of 1.774. The major reduction was in new
disability and redundancy claims.

Although Central Banking investments, including cash
and cash equivalents, at 30 June 2010 were higher than
at the 30 June 2009, the average level of investments
was 11% lower over the year compared to the prior year
($76.7 milion compared to $86.2 million). We believe
that credit union liquidity has been steady over the two
years and therefore a number of credit unions have
extended a practice of placing a significant portion of
their liquidity with their banking competitors. This volume
decline together with a high level of competition for
‘retail deposits’ from registered banks resulted in a lower
contribution to NZACU's profits from Central Banking.

Pioneer Insurance Company Limited

NZACU's investment in CU Group Trust entities declined
from a net $7.4 million to $4.2 million over the year. This
reflects good progress in collection of the loans written
through Platinum Direct Lid and a reduction in funding
for Pioneer Insurance Company Limited where most of
the remaining capital is invested. Pioneer’s book is now
focused on credit union members who make up 88% of
current policyholders.
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Pioneer's management has worked hard at achieving cost
and performance efficiencies during the year. Staff numbers
and associated costs have been reduced without loss of
customer service quality and a move to smaller premises
late 2010 will produce additional savings. Management will
continue to seek cost reductions and efficiency gains in the
year ahead.

Credit Union Guaraniee Scheme

Progress on this initiative has been disappointingly slow.

The guarantee and underwrite structure is designed to
enhance depositor protection and reduce systemic risk.
This structure provides a greater level of assurance than a
standard parent subsidiary relationship which may or may
not be supported by cross guarantees. However whilst the
RBNZ requires parent subsidiary arangements o report on
a consolidated basis for regulatory purposes, the tighter
arangement that we are proposing needs to follow an
exemption process in order to achieve regulatory approval.

We are working to bring this project to fruition as soon as
possible.,
People

The team at the Association remain dedicated to achieving
the best outcome for credit unions and their members. 1
would like to thank all staff for continuing to focus on this
outcome in what has been a testing period.

David Smart
Acting Chief Executive
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Key Statistics as at 30 June 2010
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