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The Bank provided
an annual dividend of
$

10 million

for the TSB
Community Trust

TSB
Community Trust’s

30
year anniversary
May 2018

Depositors’ funds for
the year increased by

584.1m

$

to a record

6.7b

$

Grants totalling

115,000

$

were awarded to
11 Surf Life Saving Clubs
around New Zealand

Consumer NZ
TSB won the
Canstar Blue
Overall Customer
Satisfaction Award
for the third consecutive year
and fifth time in six years

The Bank reported
profit before tax of

72.1

$

million
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Awarded TSB
the People’s Choice
Award in Banking
for the third year
running with an

87

%

customer satisfaction level

Turning 168 years old in 2018, TSB has grown from
modest beginnings in New Plymouth, Taranaki, to be
the seventh* largest bank in New Zealand.
We are proud to be a 100% New Zealand-owned bank
whose profits are not sent overseas and to be the
country’s leading bank for customer service having been
awarded, for the third consecutive year, Consumer New
Zealand’s People’s Choice award for Banking.
Our history is a testament to our past success, but it
does not guarantee our future success. That is why our
strategy is focused on how to differentiate our business
from our competitors and build a strong foundation for
steady growth.
Throughout the past year we experienced some significant
changes – we launched our new brand and identity and
said farewell to Kevin Murphy, our CEO of the past nine
years, when he retired after nearly 40 years with TSB.
Looking forward we see exciting opportunities to continue
to expand our national reach and progress our vision.
By providing products, services, advice and community
support we can help individuals and communities across
New Zealand to thrive.
We believe every New Zealander and customer has the
right to get ahead and we are committed to helping
them do so.
*Based on total assets. Source: Reserve Bank of New Zealand Summary information for locally incorporated banks
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Year in review
Economic Environment

The past year was one of change; geopolitical risks
created volatility in financial markets which continued
throughout the year. While world affairs were tumultuous,
New Zealand, despite the fall in business confidence
leading up to the general election and subsequent change
of Government, continued to prosper with annual growth
of 2.9%* in the year ending 31 December 2017.
In November, the Reserve Bank of New Zealand announced that, from January
2018, it was relaxing its Loan to Value Ratio (LVR) policy put in place to help curb
rapid house price inflation and household leverage. This came at a time of concern
by local and foreign investors as to the possible removal of negative gearing
taxation benefits, the introduction of a capital gains tax and the restrictions on
foreign purchases of residential housing and other land assets in New Zealand.
New Zealand banks have been carefully following Australia’s Royal Commission
inquiry into banking which has seen the lending and financial advice practices
of Australia’s major banks and financial services firms coming under scrutiny. In
light of the recent publication of submissions to the Australian Royal Commission,
New Zealand banks have been asked to provide information about their customer
interactions for New Zealand regulators. We are pleased to participate in this and
are confident in the standard of service our customers have received.
*Statistics New Zealand – GDP December 2017 quarter
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Year in review
Our financial results
The entire banking industry has faced historically low
margins and we expect this to carry on over the coming
months. We are diversifying our product mix, market
presence and customer base to assist in mitigating this
while still meeting our customers’ needs. This brings the
question of non-interest income into greater focus and we
are aiming to address this through the addition of other
customer products and services.

Despite some uncertainty in the economic climate during
2017, TSB continued to grow and closed the financial
year ending 31 March 2018 with profit before tax of $72.1
million. Our profit includes a write-back of a Solid Energy
provision amounting to $15.5 million. This is in response to
a previous full write-down of our holdings in Solid Energy.
During the year our deposits increased 9.5% and now
sit at a record high of $6.7 billion. This growth has come
from across New Zealand and was supported by 3%
growth in new-to-bank customers.

At the same time there is a general move from our
competitors to reduce their fees to customers to ensure
they better reflect the cost of providing the service. TSB
has provided a low/no fees offering for many years and,
from a customer’s perspective, it’s good to see the market
moving nearer to our position.

While the early part of the year brought a highly
competitive domestic market for deposits, the latter part
of the year saw a renewed focus on lending with rates
trending upwards and margins tightening. Our lending
portfolio growth of 14% was less than last year but still
exceeded current market growth.

Our AgriBusiness and Business Banking units continue
to grow as their teams and strategies mature. Our
AgriBusiness division, now in its fifth year, is comprised of
rural experts who provide specialist knowledge to regional
farmers. Our rural loan book grew by 6% in the last year
which is considered a steady result considering difficult
weather conditions – a very wet spring and dry summer –
created additional business challenges for farmers such as
reduced production and restricted cashflow. The team was
focused on working closely with and supporting existing
customers during challenging periods throughout the
year which demonstrates TSB’s ‘customer first’ approach
across all of our business.

Our home lending slowed slightly at
the end of the financial year to 14%
but was still well in excess of market
growth at 5.8%.
We maintained strong lending results in Auckland despite
a relatively flat market. We attribute this to our increased
investment and focus in the area over the past few years
as well as ensuring our teams are equipped to identify
leads and have quality conversations with customers
tailored to support their individual financial needs and life
circumstances. Providing quality customer experiences
through both our branch and mobile mortgage manager
networks, supported by competitive pricing and awardwinning customer service, has helped us to grow our
portfolio.

Our specialist Business Banking team entered their third
year of operation. This portfolio increased 19% during
the year as a result of additional specialist resources
and significant increases in commercial property finance
enquiries and opportunities. Our business banking growth
was seen across the country and was supported through
referrals and leads from our branch network.
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Our strategy and focus
In our third year of a five-year strategy, TSB continued
investing in our people and technology capital for future
growth. The trend of digitisation within the banking sector
aligned with a need to deliver quality in-person customer
experiences means we need to stay focused on balancing
our investment across our people and technology. This
year we also invested in our new brand to stay relevant
to New Zealanders. None of these areas are short-term
investments but all are necessary for long-term success.
Our investment in these areas is reflected in our cost to
income ratio of 53.48%.

Building our Brand
On 2 October 2017 we revealed our new “TSB” brand and
identity to New Zealand. After decades of growth, we had
recognised our company and the needs of our customers
were changing and it was time to make sure our brand
was still relevant. Our research told us that our customers
valued our New Zealand roots and ownership so our
rebranding reflects those attributes.
Our brand update saw us drop ‘Bank’ from our name to
simply become TSB – similar to the evolution of other
major banks. Our old logo, which featured Mt Taranaki,
had a makeover to reflect our growth outside the Taranaki
region and be identifiable to people from all around the
country – as a reflected mountain peak, sails or even
a compass. This new logo reflects our commitment to
helping New Zealanders conquer their own goals and
challenges, through our financial advice, products and
services.

We are extremely proud of all of our
people who contributed to our rebrand
and for the recognition it provided us.

Our new brand has now been incorporated across all of
our branches and the majority of our communication
material. We continue to update our brand across the
country on significant properties that bear our name
and logo.
Our new brand campaign entitled ‘Life changes. We’ll be
there’ was designed to show the real ups and downs of
peoples’ lives and position TSB as an organisation that can
provide astute financial support to help people through
those life moments. The campaign was recognised when
it won two Gold Ingots at the Midas Awards in early 2018.
The Midas Awards are international awards celebrating
excellence in financial advertising and marketing on a
global scale. There were entries from 21 countries and
TSB was the only New Zealand financial institution to win
anything across the gold, silver or certificate awards.
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Residential Lending

2.5

Our strategy and focus
Growing nationally
TSB has grown to be the seventh largest bank in New
Zealand and this position aligns with our aspiration to be
recognised as a national bank for all New Zealanders.
We continue to have strong growth across both our
lending and deposit portfolios. Our loan portfolio is
growing outside of Taranaki at a significantly higher rate
than within the region. Residential lending, our dominant
lending product, led our growth at nearly 2.5 times the
market. Our deposits grew across the country at slightly
over 1.5 times market growth with term investments
making up 53% of our deposit mix.

times the market rate

This growth is attributable to an increase in business
opportunities partnered with the maturity of our
investment into key metropolitan areas. We have
supported this growth with our consistent focus on
delivering specialised resourcing, training and coaching
for our teams around the country to enable quality,
consultative interactions with our customers, wherever
they are located.

Increased investment in our network outside of Taranaki
over the past 10 years has resulted in the majority of our
business now being generated from outside of the region.
This is a significant indicator of our success in slowly and
steadily expanding our business into new markets around
New Zealand.

People Leadership
In January, our Chief Executive Officer and Managing
Director, Kevin Murphy, retired after nearly a decade in
the role and nearly 40 years with TSB. Although he had,
for some time, signalled to the Board his intentions to
retire, he postponed his announcement until TSB realised
key milestones of assisting with TSB Community Trust’s
acquisition of Fisher Funds and launching TSB’s new
brand. This commitment reflects his years of dedication
and passion for TSB and the community and he will be
missed by all.

Over the past year we have focused on increasing our
organisational capability, building employee skill and
commitment, and refining our structure to align with
our strategy. Despite considerable change we have
maintained our employee engagement and reduced
employee turnover.
Our primary focus for skill development has been through
our Coaching programme which is now mandatory for
all of our people leaders. We believe investing in our
people’s ability to coach and mentor our own will support
engagement and drive a more performance-oriented
culture.

To ensure continuity and a seamless transition for
employees and customers upon Mr Murphy’s retirement,
TSB Director, Murray Bain, was appointed by the Board
of Directors as Acting Managing Director. Mr Bain’s
significant banking experience with a community-oriented
bank as well as time as Assistant Governor of the Reserve
Bank of New Zealand made him ideal for the role.

To meet our technical needs and growth requirements,
we have cultivated a robust recruitment programme to
effectively attract and retain talent with specialist skills
within a highly competitive market.
As a result, we have successfully recruited talent from
across New Zealand, and all over the world, and we
are now benefiting from a more diverse and inclusive
workforce developing our business.

At the time of writing this report, the Board is progressing
the search for TSB’s new CEO with an announcement
expected in due course.

TSB employees experienced significant changes over the
past year which came in many forms – from the launch
of our new brand and changes in our organisational
structure to new systems and processes as well as a
change in leadership.
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Customer first
Technology
The financial services industry is going through one of the most significant periods
of technological change we have seen in many years. This digital revolution has led
to lower foot traffic in branches and more customer interactions taking place online.
Our goal in this environment is to ensure we are providing high quality customer
services and experiences across all of our channels – whether in person, over the
phone or via mobile and online banking – while continuing to provide customers
with choice around how to do their banking.
This year we continued to invest in technology to strengthen our systems and
provide digital customer experiences that deliver on our promise of making
banking easy – every time and everywhere. Some of this activity included significant
investment into major infrastructure upgrades and improvements across storage,
server and security technologies. We also implemented a new Application
Programming Interface Management Platform to support both internal system
integrations and external ecosystem participation – providing efficiencies through
automated interactions.

To remain relevant to our customers and competitive
within our industry in the future, we need to embrace
the latest digital developments and find the way they
best work for our business and customers. This will be a
key focus for TSB in the coming year and will continue to
require a significant investment into our technology.
Interacting with customers through technology doesn’t just involve banking
services, but also communication channels. We have been enhancing our social
media communications to build our new brand and create quality content that is
relevant and encourages conversations with our audiences. Our 2017 Christmas
campaign was a great example of providing more meaningful and authentic social
interactions.
For this campaign, we posted a two-minute Facebook video featuring our own
employees, and followed up by asking people to share their idea of ‘the best
present in the world’. Those who participated went into the draw to win their
present. We had fantastic engagement and reinforced our brand position as a bank
that genuinely cares about people and customers – a trait that is at the heart of our
business and organisational culture.
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Customer first
Service
As a bank regularly recognised for award winning customer service, TSB’s focus on
providing exceptional customer experiences remains strong. We engage customer
feedback through our “Voice of Customer” programme. This helps us to understand
our customers’ needs and experiences with us, and gives us the opportunity to
continuously improve our services.
Our Net Promoter Score (NPS) among retail customers leads the way in New
Zealand with a score of +63*. This score is considered world class and shows that
our activities and focus on service results in a loyal customer base.
We are pleased to be rated so highly through industry research and even more
proud to be acknowledged through customer satisfaction awards.

This year we won the 2018 Consumer New Zealand’s
People’s Choice Award for Banking. To achieve this award,
a brand must stand out in terms of customer satisfaction.
TSB had the highest customer satisfaction result at 87%
and we are the first bank to receive this award for three
consecutive years.
We also won the 2018 Canstar Blue Overall Customer Satisfaction Award with
5-star ratings across all categories. This is the fifth time in six years and the third
consecutive year that TSB has won this award and demonstrates we are true to our
customer-first promise and commitment.
*Nielsen Financial Tracker March 2018
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Community Engagement
Our Communities
$115,000 in grants was provided to 11 clubs with
representation from all four regions – Northern, Eastern,
Central and Southern. We were proud to be able to
support clubs in an increasingly challenging community
funding environment.

We believe in partnerships as an effective way to give
back to and support the communities in which we work
and live around the country. We have partnerships in all of
the centres where we have branches and our passionate
employees volunteer to support events and organisations
in their area. This commitment to being a responsible
and contributing community citizen is at the heart of our
business.

Our local partnerships have grown this year to include
the Katherine Mansfield Garden Party in Hamilton, Rebel
Sport New Zealand Masters Golf in Auckland and the
Hilux New Zealand Rural Games in Palmerston North. In
addition, we were proud to continue to support some of
our long-established partnerships such as the TSB Festival
of Lights in New Plymouth, WOMAD in Taranaki and TSB
Arena in Wellington.

When we entered our partnership with Surf Life Saving
New Zealand in 2016 we designed it to help us reach and
support communities across New Zealand. This past year
we launched our TSB Surf Life Saving Grants programme
to recognise the great work the 74 surf life saving clubs
do to support communities, ensuring our sponsorship
provides value to clubs coast-to-coast.

Looking ahead, we welcome_the opening of the new
Christchurch City Library – Turanga – in which our TSB
Space (a 200-seat venue) will be available to the local
community. This marks our largest partnership
in Christchurch and what we anticipate will be an
opportunity to build our involvement within the city and
with its citizens.

We launched the grant programme direct to clubs in July
and achieved an outstanding 76% engagement rate from
clubs around the country. We offered 11 grants across
three categories – equipment, maintenance and training.

Our Shareholder
Being a community-owned bank whose profits remain in
New Zealand, means we have a close relationship with
our shareholder – the TSB Community Trust. The Trust
celebrated its 30-year anniversary in May 2018 having
been established in 1988 as a means for us – then named
Taranaki Savings Bank – to remain independent from the
government’s proposal for a merger of all 12 independent
New Zealand banks. We knew it wasn’t in the best
interests of our customers to participate in the merger.
The merger faltered after a few years and was sold off to
a big Australian bank. Our choice to remain independent
allowed us to grow stronger and we are still making
decisions in the best interests of our customers today. The
Trust owns 100% of TSB Bank Ltd through TSB Group Ltd.

In August 2017 we also paid a one-off special dividend
of $10 million which was used to facilitate the Trust’s
increased shareholding in Fisher Funds through its Group
investment arm. In doing so, TSB helped strengthen and
diversify the Trust’s asset base – providing greater financial
depth for our shareholder which in turn provides us with
increased security and potential capital opportunities in
the long-term.

Like publicly owned companies, we pay dividends to our
shareholder. TSB’s dividends are used by our shareholder
in its endeavours to support the community both now
and in the future. This year we paid an annual dividend of
$10 million to assist the TSB Community Trust in achieving
its strategic vision to be an agent of beneficial change
within Taranaki with a focus on child and youth wellbeing.

TSB Community Trust

Since the Trust’s establishment 30 years ago we have paid
over $140* million in dividends to support the Trust in its
work.

30

*excludes special dividends

year anniversary
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TSB faced a significant amount of change over
the last year and throughout it maintained a firm
commitment to our employees and customers. As
we look to the future we know we have a lot of
work ahead of us, particularly when it comes to
developing our digital technologies and defining
what sets us apart from other banks.
TSB has grown over nearly 168 years of operation in
New Zealand and while our past success does not
dictate our future success we can celebrate and learn
from it. We have a resilient leadership team prepared
for what we believe is an exciting future for TSB.

J.J. Kelly
Chair - Board of Directors
24 May 2018

We are confident our strategic efforts to invest in and
strengthen the foundation of our business over the
last couple of years means we are in a good position
to fulfil our vision of being a stronger, more relevant
and competitive bank – now and in the future.

M.I. Bain
Acting Managing Director
Deputy Chair - Board of Directors
24 May 2018
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Historical Summary of Financial Statements
All in $000’s

2018

2017

2016

2015

2014

Financial Performance
Interest income
Interest expense

296,270
169,465

290,385
158,850

317,809
187,810

314,785
189,120

286,985
176,277

Net interest income
Income from associate
Other income

126,805
36,518

131,535
17,224

129,999
13,829

125,665
5,656
15,450

110,708
4,407
15,068

Net operating income
Operating expenses
Impairment losses / (reversal of impairment losses)

163,323
87,340
3,918

148,759
80,241
4,010

143,828
67,003
(8,723)

146,771
57,243
56,052

130,183
50,919
11,492

Profit before tax
Tax expense

72,065
20,192

64,508
18,168

85,548
23,985

33,476
7,959

67,772
17,819

Net profit attributable to shareholder
Dividend
Retained profit for the year

51,873
20,000
31,873

46,340
10,000
36,340

61,563
19,850
41,713

25,517
5,030
20,487

49,953
10,200
39,753

7,416,277
4,400
6,740,890
6,803,262

6,802,680
8,919
6,156,809
6,214,556

6,427,143
10,434
5,813,192
5,872,735

5,912,151
692
53,874
5,366,029
5,414,436

5,681,875
3,960
13,757
5,155,881
5,204,532

31,873
613,015

36,340
588,124

41,713
554,408

20,487
497,715

39,753
477,343

8.46%
0.73%
9.02%
9.49%
4,389,811
5,309,357

7.88%
0.70%
5.84%
5.91%
3,851,176
4,657,668

11.10%
1.00%
8.71%
8.33%
3,125,154
3,829,983

5.13%
0.44%
4.05%
4.08%
2,738,069
3,275,292

10.46%
0.90%
4.66%
4.38%
2,592,508
3,088,354

Net profit after tax
- as a % of average shareholder's equity
- per employee
Operating expenses to net operating income

8.64%
111.73
53.48%

8.11%
105.26
53.94%

11.70%
158.67
46.59%

5.23%
76.86
39.00%

10.92%
162.71
39.11%

Prudential
Shareholder's equity as a % of total assets
Common equity Tier 1 capital ratio
Total capital

8.27%
14.28%
14.28%

8.65%
14.60%
14.60%

8.63%
14.52%
14.52%

8.42%
13.53%
13.85%

8.40%
13.91%
14.21%

Financial Position
Total assets
Total impaired assets - loans and advances
Impaired asset - Solid Energy
Deposits
Total liabilities
Shareholder's Equity
Retained profit for the year
Total shareholder's equity
Performance
Return on shareholder's equity
Return on average total assets
Growth in total assets
Growth in depositors' funds
Residential lending
Total lending

The amounts set out in the Financial Summary have been prepared from audited financial statements of the Bank. The Bank has no extraordinary
items or minority interests.
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Summary Statement of Profit or Loss and
Other Comprehensive Income
For the year ended 31 March 2018
All in $000’s

2018

2017

Interest income
Interest expense

296,270
169,465

290,385
158,850

Net interest income
Other operating income

126,805
36,518

131,535
17,224

Net operating income
Operating expenses

163,323
87,340

148,759
80,241

Profit before impairment and tax
Impairment losses / (reversal of impairment losses)

75,983
3,918

68,518
4,010

Profit before tax
Tax expense

72,065
20,192

64,508
18,168

51,873
(20,000)
31,873

46,340
(10,000)
36,340

51,873

46,340

(7,690)
(2,007)
2,715

(7,014)
3,369
1,021

(6,982)
44,891

(2,624)
43,716

2018
588,124

2017
554,408

Net profit after tax
Other comprehensive income:

51,873
(6,982)

46,340
(2,624)

Total comprehensive income for the period:

44,891

43,716

Dividends to equity holder

(20,000)

(10,000)

Balance at 31 March 2018

613,015

588,124

Equity represented by:
Share capital
Available-for-sale investments revaluation reserve
Cash flow hedge reserve
Retained earnings
Balance at 31 March 2018

10,000
8,546
(3,287)
597,756
613,015

10,000
14,083
(1,842)
565,883
588,124

Net profit after tax
Dividends to equity holder
Retained profit for the year
Other comprehensive income:
Net profit after tax
Items that may be reclassified subsequently to profit or loss:
Movement in fair value of available for sale investments
Movement in effective portion of changes in fair value of cash flow hedges
Income tax on items that may be reclassified to profit or loss
Other comprehensive income for the year (net of tax)
Total comprehensive income for the year

Summary Statement of Changes in Equity
For the year ended 31 March 2018

Balance as at 1 April 2017
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Summary Statement of Financial Position
As at 31 March 2018
All in $000’s

Note
Assets
Cash and cash equivalents
Derivative financial instruments
Investment securities (available-for-sale)
Loans and advances to customers
Deferred tax asset
Property, plant and equipment
Intangible assets
Other assets
Total assets

4
5

Liabilities
Deposits
Derivative financial instruments
Current tax liability
Other liabilities
Total liabilities

7

2018

2017

138,123
839
1,933,466
5,309,357
5,137
19,650
8,299
1,406
7,416,277

144,200
350
1,969,995
4,657,668
3,248
17,662
8,339
1,218
6,802,680

6,740,890
8,196
6,919
47,257
6,803,262

6,156,809
8,285
2,451
47,011
6,214,556

613,015
7,416,277

588,124
6,802,680

2018
(6,903)
20,310
(19,484)

2017
(422,568)
461,083
(12,648)

(6,077)

25,867

144,200
138,123

118,333
144,200

Equity
Total shareholder’s equity
Total liabilities and shareholder’s equity

Summary Statement of Cash Flows
For the year ended 31 March 2018

Net cash flows from operating activities
Net cash flows from investing activities
Net cash flows from financing activities
Net increase in cash and cash equivalents
Add cash and cash equivalents at beginning of the year
Cash and cash equivalents at end of year

For and on behalf of the Board of Directors

J.J. Kelly
Chair - Board of Directors
24 May 2018

M.I. Bain
Acting Managing Director
Deputy Chair - Board of Directors
24 May 2018
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Notes to the Financial Statements
For the year ended 31 March 2018

1. Statement of Compliance
TSB Bank Limited is a profit-oriented company registered under the Companies Act 1993 and incorporated in New Zealand. The Bank’s principal
business activity is retail banking in New Zealand.
These summary financial statements have been prepared in compliance with FRS-43: Summary Financial Statements and comply with New
Zealand Generally Accepted Accounting Practice (NZ GAAP) as it relates to summary financial statements. The specific disclosures included in the
summary financial statements have been extracted from the full financial statements dated 24 May 2018. The full financial statements from which
the summary financial statements have been produced have been audited by KPMG, who expressed an unmodified opinion in relation to those
statements at 24 May 2018. These summary financial statements have been reviewed by KPMG for consistency with the full financial statements.
Users should note that these summary financial statements cannot be expected to provide as complete an understanding as provided by the
full financial statements. A user may obtain a copy of the full financial statements by accessing the TSB Annual Report on the TSB website at
www.tsbbank.co.nz.
The full financial statements have been prepared in accordance with the requirements of the Financial Reporting Act 2013 and NZ GAAP. They
comply with New Zealand equivalents to International Financial Reporting Standards (NZ IFRS) and other applicable Financial Reporting Standards,
as appropriate for profit-oriented entities; as well as with the requirements of the Financial Markets Conduct Act 2013 and the Order. The full
financial statements comply with International Financial Reporting Standards as issued by the International Accounting Standards Board (IASB).
The amounts contained in these summary financial statements are presented in New Zealand dollars and are rounded to the nearest thousand
dollars. Accounting policies adopted are consistent with those used in previous periods.
The financial statements were approved by the Board of Directors on 24 May 2018.

2. Critical Accounting Estimates, Assumptions and Judgements
The preparation of the full financial statements, on which these summary financial statements are based, requires the use of certain critical
accounting estimates and requires management to exercise its judgement in the process of applying the Bank’s accounting policies. Some areas
involve a high degree of judgement or complexity and there are areas where assumptions and estimates are significant.

3. Risk Management Policies
The Bank is committed to the appropriate management of all risks arising from its activities, in accordance with the stated risk appetite of the
Board of Directors. The Bank has governance structures and information systems to manage individual risks. The Board of Directors has overall
responsibility for the establishment and oversight of the Bank’s risk management framework and setting the risk appetite for the material risks
facing the Bank.
The Bank’s risk management framework embeds risk authority and accountability throughout the Bank. This framework is grounded on the
following principles:
•
•
•
•

A well constituted organisational structure defining clearly the roles and responsibilities of individuals involved in instigating, accepting,
managing and reporting risk;
Separation of risk-taking from risk review functions;
Clearly defined risk Management policies and procedures;
Mechanisms for the on-going review of systems, policies, and procedures, including independent review by Internal and External Audit.

The role of Internal Audit is to evaluate and improve the effectiveness of governance, risk management and control processes. The Internal Audit
function is outsourced, and the function reports directly to the Chair of the Audit Committee.
A number of Standing Committees of the Board and Executive Management assist in the management of risk, as follows: Audit Committee (Board
Committee); Risk Committee (Board Committee); Nominations and Remuneration Committee (Board Committee); Asset and Liability Committee
(Executive Committee); and Credit Committee (Executive Committee).
The Bank’s principal risk areas are as follows:
Credit Risk: the potential risk for loss arising from failure of a debtor or counterparty to meet their contractual obligations. This arises within the
Bank from its core business of providing lending facilities.
Interest Rate Risk: refers to the risk to the Bank’s economic value or earnings arising from adverse movements in interest rates.
Liquidity Risk: the inability of the bank to access the funds that it needs to meet its obligations when they become due, which arises largely
through the Bank’s role in the maturity transformation between its assets (loans and investments) and its liabilities (deposits and other funding).
Operational Risk: the risk of economic gain or loss resulting from inadequate or failed internal processes and methodologies, people, systems or
external events.
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4. Investment Securities (Available-for-Sale)
Available for sale:
Local authority securities
Government securities
Registered bank securities
Other investments *
Total investment securities

2018

2017

366,733
437,744
520,650
608,339
1,933,466

493,336
190,943
536,680
749,036
1,969,995

* Other investments relate to investments in utility companies, SOE’s and commercial paper, and Bonds of New Zealand corporates. Included in this amount are $nil (31
March 2017: $17.825m) for Solid Energy (SENZ) restructured asset.

5. Loans and Advances to Customers
This covers all forms of lending to customers, and include mortgages, overdrafts, personal loans and credit card balances.
2018

2017

Residential mortgages
Commercial 1
Agricultural
Community
Personal 2
Others 3

4,389,811
522,012
307,538
3,472
89,335
22,246

3,851,176
438,265
289,672
4,504
78,943
18,356

Total gross loans and advances to customers
Less provision for doubtful debts
Total loans and advances to customers

5,334,414
(25,057)
5,309,357

4,680,916
(23,248)
4,657,668

1
2
3

Commercial includes a loan to TSB Group Limited of $71.04m (31 March 2017; $46.33m) on normal customer terms and conditions.
Personal is inclusive of lending through Harmoney platform, other retail lending and credit card balances.
Others include lending accruals and deferred acquisition costs.

Charts below show the percentage (%) breakdown of the loans and advances to customers.

As at 31 March 2018

As at 31 March 2017

Residential
mortgages (82.3%)

Residential
mortgages (82.3%)

Commercial (9.8%)

Commercial (9.4%)

Agricultural (5.8%)

Agricultural (6.2%)

Other lending (2.1%)

Other lending (2.1%)
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6. Credit Risk Management and Asset Quality
The accounting policies in the full financial statements set out all technical definitions in compliance with accounting standards. The following
definitions are for guidance purposes in order to provide a general understanding.
The loan portfolio is predominantly (82%) residential mortgages which are secured by a first mortgage over freehold dwellings. For overdrafts and
credit card balances, some are unsecured as well as secured by obligation mortgages, which cover all undertakings with the Bank.
An internal rating system is maintained by the Bank to assess the credit quality of loans and advances to customers. At the origination of loans and
advances to customers, loans are risk graded based on debt servicing ability and Loan-to-Valuation (LVR) ratios. These risk grades are reviewed
periodically for adverse changes during the loans’ life.
TSB Bank Limited has a policy of providing a Collective Provision for Doubtful Debts over its lending portfolio. Specific allowances are made
against individual loans and advances to customers that are identified as being impaired in order to reduce the carrying amount to their estimated
recoverable amounts.
A past due asset is any credit exposure where a counterparty has failed to make payment when contractually due.
Impaired assets arise where original terms have been changed to grant the counterparty a concession that would not otherwise have been
available; or where revised terms of a facility are not comparable with the terms of new facilities with comparable risks; where the Bank assumes
ownership of an asset (primarily real estate) in settlement of all or part; or other individually impaired assets.
Gross loans and advances to customers by credit quality
Neither past due or impaired
Past due assets not impaired
Impaired assets
Total gross loans and advances to customers

2018
5,249,795
80,219
4,400
5,334,414

2017
4,612,865
59,132
8,919
4,680,916

1,138
(833)

1,498
(360)

305

1,138

Collective provision for doubtful debts:
Balance at beginning of period
Movement in collective provision

22,110
2,642

17,908

Balance at end of period
Total provision for impairment loss

24,752
25,057

22,110
23,248

2,109
(833)
2,642
3,918

168
(360)
4,202
4,010

2018
3,599,488
2,748,779
358,201
34,422
6,740,890

2017
3,080,422
2,737,705
318,736
19,946
6,156,809

Provision for doubtful debts
Specific provision for doubtful debts:
Balance at beginning of period
Movement in specific provision
Balance at end of period

Impairment losses recognised in profit or loss
Individual impairment expenses
Movement in specific provision
Movement in collective provision
Impairment losses – loans and advances

4,202

7. Deposits

Retail term deposits
On call deposits bearing interest
On call deposits not bearing interest
Wholesale deposits bearing interest
Total deposits
All creditors and depositors are ranked equally. Wholesale deposits consist of registered certificates of deposit (RCD).
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8. Liquidity Risk Management
The following tables analyse the Bank’s financial liabilities into relevant maturity groupings based on the remaining period as at balance date to the
contractual maturity date. The amounts disclosed in the tables are the contractual undiscounted cash flows and include principal and future interest
cash flows, and therefore will not agree to the carrying values on the statement of financial position.
As at 31 March 2018
Liabilities:
Deposits
Other financial liabilities
Total financial liabilities
Lending commitments (off-balance sheet)
As at 31 March 2017
Liabilities:
Deposits
Other financial liabilities
Total financial liabilities
Lending commitments (off-balance sheet)

On
demand

0-1
months

1-3
months

3-12
months

1-5
years

3,141,403
3,141,403

533,984
31,114
533,984

776,856
18,001
794,857

1,402,945
4,540
1,407,485

1,010,536
7,561
1,018,097

37
492
529

6,865,761
61,708
6,927,469

735,991

-

-

-

-

-

735,991

3,076,387
3,076,387

500,280
43,549
543,829

540,030
2,416
542,446

1,687,772
510
1,688,282

454,654
10,549
465,203

-

6,259,123
57,024
6,316,147

698,945

-

-

-

-

-

698,945

Over
5 years

Total

9. Capital Adequacy (Unaudited)
The Bank’s objectives for the management of Capital Adequacy are to comply at all times with the regulatory capital requirements set by the
Reserve Bank of New Zealand (RBNZ); to maintain a strong capital base to cover the inherent risks of the business in excess of that required
by rating agencies to maintain an investment credit grading; and to support the future development and growth of the business to maximise
shareholder’s value.
The Bank is subject to regulation by the RBNZ. The RBNZ has set minimum regulatory capital requirements for banks that are consistent with the
internationally agreed framework developed by the Basel Committee on Banking Supervision. These requirements define what is acceptable as
capital and provide for methods of measuring the risks incurred by the Bank. The Bank must comply with RBNZ minimum capital adequacy ratios
under its Conditions of Registration.
As a Condition of Registration, the Bank must comply with the following minimum requirements set by the
• Total capital must not be less that 8% of risk weighted exposure.
• Tier 1 capital must not be less than 6% of risk weighted exposure.
• Common Equity Tier One Capital must not be less than 4.5% of risk weighted exposure.
• Capital must not be less than NZ$30m.
• Buffer Ratio must be not less than 2.5%.
Total capital adequacy ratios for the Bank at balance date are:
RBNZ
Minimum
ratio
requirement
Common Equity Tier 1 capital ratio
Tier 1 capital ratio
Total capital ratio
Buffer ratio

4.50%
6.00%
8.00%
2.50%

10. Subsequent Events
There have been no material non-adjusting events requiring disclosure in these financial statements.
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2018
31 Mar
Unaudited
Basel III

2017
31 Mar
Unaudited
Basel III

14.28%
14.28%
14.28%
6.28%

14.60%
14.60%
14.60%
6.60%

Independent Auditor’s Report
To the shareholder of TSB Bank Limited
Report on the summary financial statements

Opinion
In our opinion, the accompanying summary financial
statements of TSB Bank Limited (the bank) on
pages 13 to 18:
i. Has been correctly derived from the audited
bank financial statements for the year ended on
that date; and
ii. Is a fair summary of the bank financial
statements, in accordance with FRS 43
Summary Financial Statements.

The accompanying summary financial statements
comprises:

—

the summary statement of financial position as
at 31 March 2018;

—

the summary income statement, statements of
comprehensive income, changes in equity and
cash flows for the year then ended; and

—

notes, including a summary of significant
accounting policies and other explanatory
information.

Basis for opinion
We conducted our audit in accordance with International Standard on Auditing (New Zealand) (ISA (NZ)) 810
(Revised), Engagements to Report on Summary Financial Statements.
Our firm has also provided other services to the bank in relation to regulatory/risk advisory services and technical
accounting services. Subject to certain restrictions, partners and employees of our firm may also deal with the
bank on normal terms within the ordinary course of trading activities of the business of the bank. These matters
have not impaired our independence as auditor of the bank. The firm has no other relationship with, or interest
in, the bank.

Use of this Independent Auditor’s Report
This report is made solely to the shareholder as a body. Our audit work has been undertaken so that we might
state to the shareholder those matters we are required to state to them in the Independent Auditor’s Report and
for no other purpose. To the fullest extent permitted by law, we do not accept or assume responsibility to
anyone other than the shareholder as a body for our audit work, this report, or any of the opinions we have
formed.

Responsibilities of the Directors for the summary Financial Statements
The Directors, on behalf of the bank, are responsible for:

—

the preparation and fair presentation of the summary financial statements in accordance with FRS 43
Summary Financial Statements; and

© 2018 KPMG, a New Zealand partnership and a member firm of the KPMG network of independent
member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity.
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—

implementing necessary internal control to enable the preparation of a summary set of financial statements
that is correctly derived from the audited financial statements.

Auditor’s Responsibilities for the summary Financial Statements
Our responsibility is to express an opinion on whether the summary financial statements are consistent, in all
material respects, with (or are a fair summary of) the audited financial statements based on our procedures,
which were conducted in accordance with International Standard on Auditing (New Zealand) (ISA (NZ)) 810
(Revised), Engagements to Report on Summary Financial Statements.
We expressed an unmodified audit opinion on the financial statements in our audit report dated 24 May 2018.
The summary financial statements do not contain all the disclosures required for a full set of financial statements
under generally accepted accounting practice in New Zealand. Reading the summary financial statements,
therefore, is not a substitute for reading the audited financial statements of the.

KPMG
Wellington
24 May 2018

13445135_1.docx
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