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THE PARTIES AGREE as follows: 

1 INTERPRETATION 

1.1 Definitions 
In this Deed, unless the context requires otherwise: 

Announcement Date means 12 October 2008. 

Creditor has the meaning given in clause 1.3. 

Crown Guarantee means the Crown guarantee in clause 2.2 of this Deed. 

Debt Security: 

(a) has the meaning given to that term in section 2 of the Securities Act 1978, 
but as if the phrase “deposited with, lent to or otherwise owing by any 
person” in that definition read “deposited with or lent to any person”; and 

(b) in relation to the Principal Debtor, means a debt security (as defined in 
paragraph (a) of this definition) issued or to be issued by the Principal 
Debtor. 

Default Event means: 

(a) failure of the Principal Debtor to make payment to a Creditor in the amount 
and at the date lawfully due and payable in accordance with the terms of 
any Indebtedness, other than: 

(i) any such failure due solely to a bona fide dispute, or 

(ii) any such failure in respect of Indebtedness in respect of which the 
Crown, in accordance with clause 2.2(b), is not required to make 
payment under clause 2.2; 

(b) the Principal Debtor institutes or has instituted against it any form of 
proceeding seeking: 

(i) the appointment of a liquidator, provisional liquidator, voluntary 
administrator, receiver, receiver and manager, or similar person; or 

(ii) a judgement of insolvency or bankruptcy; 
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or any similar relief in respect of the Principal Debtor, provided that, if any 
such proceeding is, within 14 days after it is instituted, withdrawn or 
challenged by proceedings which the Principal Debtor is advised by its legal 
advisors have a reasonable prospect of success, it shall be deemed not to 
have occurred for the purposes of this Deed (unless and until such 
challenge is unsuccessful); 

(c) the Principal Debtor becomes subject to the appointment of a voluntary 
administrator, liquidator, provisional liquidator, receiver, receiver and 
manager, or similar person; 

(d) the Principal Debtor has a secured party take possession of all or 
substantially all its assets, or has a distress, execution or attachment or 
other legal process instigated or enforced against all or substantially all of 
its assets; 

(e) the Principal Debtor makes a general assignment, arrangement or 
compromise with, or for the benefit of, all or a material number of its 
creditors (including a moratorium); or 

(f) a statutory manager is appointed to the Principal Debtor under the Reserve 
Bank Act or the Corporations (Investigation and Management) Act 1989, or 
any equivalent action is taken in any other jurisdiction in which the 
Principal Debtor is incorporated or carries on a material part of its business. 

Excluded Debt Security means: 

(a) a Debt Security which is issued during the Guarantee Period pursuant to 
the terms of a registered prospectus or an investment statement under the 
Securities Act 1978 which states that the Debt Security is an “Excluded 
Security” for the purposes of this Deed and that accordingly none of the 
obligations of the Principal Debtor in respect of that Excluded Security have 
the benefit of the Crown Guarantee; and 

(b) any other Debt Security which the Crown, in its sole discretion (and on 
such conditions, if any, as it may specify) agrees with the Principal Debtor, 
prior to that Debt Security being offered to any Person by or on behalf of 
the Principal Debtor, will be an Excluded Security for the purposes of this 
Deed and that accordingly none of the obligations of the Principal Debtor in 
respect of that Excluded Security have the benefit of the Crown Guarantee. 

Execution Date means the date of this Deed. 
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Financial Institution means a “financial institution” as that term is defined in 
section 2 of the Reserve Bank Act and, without prejudice to the generality of the 
foregoing, includes: 

(a) a “collective investment scheme” as that term is defined in section 157B of 
the Reserve Bank Act (as if that term also included any “superannuation 
fund” or “superannuation scheme” as those terms are defined in section 
YA1 of the Income Tax Act 2007) or an issuer, trustee or manager of any 
such scheme acting in that capacity; 

(b) an “insurer” as that term is defined in section 2 of the Insurance 
Companies (Ratings and Inspections) Act 1994 or any other Person 
carrying on the business of providing insurance cover (of whatever 
nature); 

(c) a Person carrying on business as a sharebroker, an investment adviser or a 
fund manager (to the extent that Person is acting in that capacity); or 

(d) a Person who is controlled by a financial institution as defined above.   

GAAP means “generally accepted accounting practice” within the meaning of that 
term under the Financial Reporting Act 1993. 

Guarantee Period means the period commencing at 12:01am on the 
Announcement Date and expiring at 12:01am on 12 October 2010. 

Guaranteed Amount means, in respect of any date, the maximum amount for 
which the Crown would be liable on that date under the Crown Guarantee, in 
accordance with the terms of this Deed, if all Indebtedness existing on that date 
was (and had been, for 15 days) due and payable and was not paid by the 
Principal Debtor. 

Indebtedness means any obligation of the Principal Debtor to pay money 
(whether present or future) to a Creditor under Debt Securities, but excluding: 

(a) any obligation which in terms of priority of payment and otherwise on a 
winding up, dissolution or liquidation of the Principal Debtor would rank 
behind the unsecured unsubordinated obligations of the Principal Debtor; 

(b) any obligation under a Debt Security in respect of which the Crown has 
provided a guarantee (by issue of a “guarantee eligibility certificate”) under 
the Crown’s Wholesale Funding Guarantee Facility (as defined in the Act); 

(c) any obligation which constitutes “Indebtedness” for the purposes of the 
Initial Deed and is guaranteed by the Initial Crown Guarantee; 
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(d) any obligation under an Excluded Debt Security; 

(e) any obligation excluded by clause 2.4, clause 9.5(b) or clause 9.6; and 

(f) where the Principal Debtor is a Person incorporated or established 
overseas, any obligation under a Debt Security which is not issued by the 
Principal Debtor from or in respect of its New Zealand Branch. 

Initial Crown Guarantee means the “Crown Guarantee” as defined in the Initial 
Deed. 

Initial Deed has the meaning given in Background A above. 

Initial Guaranteed Amount means the “Guaranteed Amount” under the Initial 
Deed. 

New Zealand Branch means, where the Principal Debtor is a Person incorporated 
or established overseas, the New Zealand business of that Person, including the 
property, rights, assets and liabilities relating to the New Zealand business of that 
Person as referred to in section 117(3) of the Reserve Bank Act. 

New Zealand Citizen has the meaning given under the Citizenship Act 1977. 

New Zealand Resident means a Person defined as resident in New Zealand 
pursuant to the Income Tax Act 2007. 

Nomination means a deed or agreement between the Crown and a Person (or a 
written notice from the Crown to a Person or to the public) under which the 
Crown designates that Person (whether specifically or by reference to a class of 
Persons) as a “Nominated Beneficiary” for the purposes of this Deed (whether 
that deed, agreement or notice identifies this Deed specifically or by reference to 
a class). 

Nominated Beneficiary means, at any time, a Person who has been designated as 
a “Nominated Beneficiary” under, and at that time remains a “Nominated 
Beneficiary” in accordance with, a Nomination. 

Notice of Claim means a notice, deed or agreement duly executed by or on behalf 
of a Creditor in a form to be determined by the Crown under which the Creditor 
requires the Crown to make payment to that Creditor under this Deed. 

Notice of Withdrawal has the meaning given in Background B above. 

Party means the Crown or the Principal Debtor, and Parties means them 
collectively. 
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Person includes an individual, a body corporate, any association of persons 
(whether corporate or not), a trust (including the trustees of a trust acting in that 
capacity), and a state and any agency of a state (in each case whether or not 
having separate legal personality). 

Registered Bank means a Person registered as a bank under the Reserve Bank 
Act. 

Related Party of the Principal Debtor means a Person who is, or at any date after 
the Announcement Date was, a Person who would be a “related party” as that 
term is defined in section 157B of the Reserve Bank Act 1989, as if:  

(a) the Principal Debtor was a “deposit taker”; and 

(b) “related party” included any Person who controls the Principal Debtor and 
any Person who is controlled by any such Person or by the Principal Debtor.  

Reserve Bank Act means the Reserve Bank of New Zealand Act 1989. 

Specified Creditors means, in relation to a Principal Debtor which is a Person 
incorporated or established overseas, creditors of the New Zealand Branch of that 
Principal Debtor who are neither New Zealand Citizens nor New Zealand 
Residents who would be Creditors under this Deed if they were New Zealand 
Residents or New Zealand Citizens. 

1.2 Construction 
In this Deed, unless the context requires otherwise: 

(a) Headings:  headings are for convenience only, and do not affect 
interpretation; 

(b) Sections, Clauses and Schedules:  a reference to a Section or a clause or 
Schedule is a reference to a Section or clause in, or Schedule to, this 
Deed; 

(c) Singular and plural:  the singular includes the plural and the converse; 

(d) Deed or document:  a reference to a deed or a document is to the deed or 
document as amended, novated, supplemented or replaced from time to 
time; 

(e) Legislation:  a reference to legislation or to a provision of legislation 
includes any amendments and re-enactments of it, a legislative provision 
substituted for it and a statutory regulation, rule, order or instrument 
made under or issued pursuant to it; and 
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(f) Control:  a Person (“A”) is “controlled” by another Person (“B”) if: 

(i) A is a subsidiary of B under the law of incorporation of A or  for the 
purposes of GAAP; or 

(ii) B is able to exercise real or effective control, directly or indirectly, 
over A or over a material part of A’s business or affairs (whether 
pursuant to a contract, an arrangement or an understanding, as a 
result of the ownership or control of securities or other interests in 
or issued by A, or otherwise) except where A is a natural person and 
B’s control arises solely under an enduring power of attorney 
granted by A in favour of B. 

1.3 Creditor 
(a) Subject to clauses 1.3(b), (c) and (d), in this Deed a “Creditor” is a Person to 

whom the Principal Debtor has an obligation to pay money (whether present or 
future) under a Debt Security.  For the avoidance of doubt, the Principal Debtor 
shall be regarded as having such an obligation to a Person if, under the terms of 
a Debt Security, that obligation is owed: 

(i) directly to that Person; or 

(ii) to the trustee under the trust deed under which that Debt Security is 
constituted, if that Person holds that Debt Security.  

(b) Subject to clauses 1.3(c) and (d), a Person to whom the Principal Debtor has an 
obligation to pay money (whether present or future) under a Debt Security is not 
a Creditor: 

(i) if that Person is: 

(A) a Related Party of the Principal Debtor; 

(B) controlled by a Related Party of the Principal Debtor; 

(C) a Financial Institution; 

(D) where the Principal Debtor is a Person incorporated or established 
overseas, neither a New Zealand Citizen nor a New Zealand 
Resident; or 

(E) a Person acting (directly or indirectly) as a nominee of or trustee for 
a Person referred to in (i)(A), (B) , (C) or (D) above; 

(ii) if: 
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(A) that Person consists of two or more Persons who jointly hold that 
Debt Security; and 

(B) one or more of those Persons would not be a Creditor if the Principal 
Debtor had a direct obligation to pay money (whether present or 
future) to that Person individually under that Debt Security. 

(c) A Person to whom the Principal Debtor has an obligation to pay money (whether 
present or future) under a Debt Security is not excluded by clause 1.3(b) from 
being a Creditor to the extent that that Person is: 

(i) a Nominated Beneficiary that is deemed to be a Creditor under clause 2.7;  

(ii) a bare trustee for another Person if that other Person would be a “Creditor” 
if the Principal Debtor had a direct obligation to pay money (whether 
present or future) to that Person under a Debt Security; 

(iii) acting as trustee/s or nominee/s for any one or more Persons (each a 
“Beneficiary”) if that Person (i.e. the Person acting as trustee/s or 
nominee/s) is not excluded by clause 1.3(b)(i)(A), (B) or (C) from being a 
Creditor and the Crown (in its sole and unfettered discretion), having 
regard to (among other things): 

(A) the identity and nature of the Beneficiaries (where known); 

(B) how many of the Beneficiaries (where known) would be Creditors if 
the Principal Debtor had a direct obligation to pay money (whether 
present or future) to each of them under that Debt Security, 

gives notice in writing to that Person (i.e. that Person acting as trustee/s or 
nominee/s) (which may be by way of public notice and may or may not be 
subject to such conditions (if any) as the Crown may specify) that that 
Person (acting in that capacity of trustee/s or nominee/s) is a Creditor; 

(iv) a Specified Creditor deemed to be a Creditor under clause 2.5. 

(d) A Person (“Joint Holder”) consisting of two or more Persons who jointly hold a 
Debt Security under which the Principal Debtor has an obligation to pay money 
(whether present or future) to that Joint Holder is not excluded by clause 1.3(b) 
from being a Creditor if: 

(i) none of those Persons are excluded by clause 1.3(b)(i)(A), (B), (C) or (E) 
from being a Creditor;  
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(ii) at least one of those Persons would be a Creditor if the Principal Debtor 
had a direct obligation to pay money (whether present or future) to that 
Person individually (rather than jointly) under that Debt Security; 

(iii) the Joint Holder would not be excluded by clause 1.3(b)(i)(A), (B), (C) or 
(E) from being a Creditor; and 

(iv) the Joint Holder does not hold that Debt Security in its capacity as trustee 
or nominee for one or more other Persons. 

2 GUARANTEE 

2.1 Conditions 
(a) This Deed is conditional upon a Notice of Withdrawal being given to the Principal 

Debtor by the Crown. 

(b) It is a condition precedent to the Crown’s obligations under this Deed that, except 
to any extent otherwise agreed by the Crown in writing (in its sole and unfettered 
discretion), at the Execution Date no Default Event with respect to the Principal 
Debtor has occurred and either is continuing unremedied or has not been validly 
and effectually waived. 

2.2 Crown Guarantee  
On and subject to the terms of this Deed the Crown:  

(a) absolutely and irrevocably guarantees to each Creditor from time to time 
the due and punctual payment by the Principal Debtor of: 

(i) all Indebtedness that becomes due and payable during the 
Guarantee Period; and 

(ii) if a Default Event of any of the types specified in paragraphs (b) to 
(f) (inclusive) of the definition of “Default Event” in clause 1.1 occurs 
during the Guarantee Period, all Indebtedness arising under Debt 
Securities that exist on the date of that Default Event (whether or 
not that Indebtedness is due and payable during the Guarantee 
Period); and 

(b) undertakes to each Creditor from time to time that if the Principal Debtor 
does not pay to any Creditor any Indebtedness guaranteed under clause 
2.2(a) when due and payable, the Crown will pay the amount of that 
Indebtedness to the Creditor no later than the day which is 14 days after 
the due date of that Indebtedness (or such earlier day as the Crown may 
specify) if that Indebtedness is not otherwise paid on or before that day. 
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To avoid doubt, the Crown shall have no liability at any point in time under the 
Crown Guarantee to a Person who is not, at that time, a Creditor (whether or not 
that Person was previously a Creditor). 

2.3 Notice and Quantification 
The Crown shall not be obliged to make a payment to a Creditor under clause 2.2 
unless and until the Crown: 

(a) receives a Notice of Claim from the Creditor in respect of the relevant 
Indebtedness; and  

(b) has satisfied itself as to the amount of that Indebtedness and as to such 
other matters as the Crown reasonably considers appropriate in order to 
ascertain the extent of its liability under the Crown Guarantee in respect of 
that Indebtedness. 

Despite clause 2.3(a), the Crown may (in its sole and unfettered discretion) waive 
in writing (generally or in any specific case) the requirement for it to receive a 
Notice of Claim. 

2.4 Indebtedness Incurred or Acquired after Default Event not Covered  
An obligation of the Principal Debtor to pay money (whether present or future) to 
a Creditor under a Debt Security shall not constitute “Indebtedness” (and 
accordingly shall not be covered by the Crown Guarantee) to the extent that that 
Debt Security: 

(a) is issued after a Default Event; or 

(b) is acquired (whether by contract, statute, operation of law or otherwise) by 
that Creditor after the occurrence of a Default Event except: 

(i) to the extent otherwise agreed by the Crown in writing (in its sole 
and unfettered discretion); or 

(ii) where: 

(A) the Creditor is a trustee, executor or administrator of a 
deceased person’s will or estate and acquired that Debt 
Security in that capacity from the deceased person; and 

(B) the obligation would have constituted “Indebtedness” if that 
person had not died and had continued to hold that Debt 
Security. 
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 For the avoidance of doubt clause 2.4(b)(ii) is to be read subject to 
clauses 1.3(b) and 1.3(c). 

2.5 Indebtedness to Specified Creditors capped 
The Crown shall have no liability to any Specified Creditors except where the 
Principal Debtor is a Person incorporated or established overseas, in which case 
Specified Creditors shall be deemed to be Creditors except that the aggregate 
amount for which the Crown is liable under the Crown Guarantee and the Initial 
Crown Guarantee in respect of Indebtedness to Specified Creditors shall be 
limited to an amount equal to the Principal Debtor’s aggregate Indebtedness to 
Specified Creditors as at the Announcement Date, plus an amount equal to that 
aggregate multiplied by “X”, where “X” means: 

(a) in respect of any time prior to the first anniversary of the Announcement 
Date, 0.1; 

(b) in respect of any time after the first anniversary of the Announcement 
Date, 0.2; and 

(c) in respect of any time on or after the second anniversary of the 
Announcement Date, 0.3, 

less the aggregate of all amounts paid by the Crown to Specified Creditors under 
the Crown Guarantee and the Initial Crown Guarantee. 

2.6 Amount payable to a Specified Creditor 
The Crown will not be required to make any payment to a Specified Creditor in 
respect of Indebtedness until, in addition to the requirements of clause 2.3, it has 
received notice in writing from the Principal Debtor as to whether the amount 
that the Crown should pay to the Specified Creditor is: 

(a) the amount of that Indebtedness; or 

(b) such lesser amount as the Principal Debtor considers appropriate, having 
regard to the provisions of this Deed (and, in particular, clause 2.5); 

and the Crown’s liability to that Specified Creditor in respect of that Indebtedness 
shall be limited to the amount specified in that notice (or any lesser amount 
determined in accordance with clause 2.8). 

2.7 Nominated Beneficiaries 
Nominated Beneficiaries shall be deemed to be Creditors for the purposes of this 
Deed, provided that the Crown’s liability to a Nominated Beneficiary shall be 
limited to the amount (if any) specified in or determined in accordance with the 
relevant Nomination. 
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2.8 Liability cap 
(a) The Maximum Aggregate Liability of the Crown to each Creditor is: 

(i) in respect of a Nominated Beneficiary, such amount as may be specified in 
or determined in accordance with the relevant Nomination; and 

(ii) in all other cases, one million New Zealand dollars ($1,000,000). 

(b) For the purposes of clause 2.8(a), “Maximum Aggregate Liability” means the 
maximum aggregate liability of the Crown to a Creditor under the Initial 
Guarantee and the Crown Guarantee and any Replacement Guarantee/s, for 
which purpose “Replacement Guarantee” means any guarantee provided by the 
Crown as a result of the acceptance by the Principal Debtor of an offer made by 
the Crown under clause 9.4 (in connection with the withdrawal of the Crown 
Guarantee pursuant to that clause), any fourth guarantee provided by the Crown 
in connection with the withdrawal of that third guarantee under any similar 
provision, any fifth guarantee provided by the Crown in connection with the 
withdrawal of that fourth guarantee under any similar provision, and so on. 

2.9 Interest cap 
Notwithstanding any other provision of this Deed, the Crown may (in is sole and 
unfettered discretion) decline to accept liability for any amount of Interest on or 
in respect of any Indebtedness to the extent that that Interest accrues after the 
date by which the Crown reasonably considers adequate time has elapsed 
following the date on which that Indebtedness became due and payable in order 
for the relevant Creditor to submit a Notice of Claim in respect of, and for the 
Crown to thereafter satisfy itself as to the extent (if any) of its liability under the 
Crown Guarantee respect of, the relevant Indebtedness (taking into account the 
date on which the Crown sent a form of Notice of Claim to the relevant Creditor 
or waived the requirement for it to receive a Notice of Claim), and to the extent 
that the Crown does so decline to accept liability for any such amount of interest 
it shall not be liable under the Crown Guarantee for that amount of interest. For 
the purposes of this clause 2.9, “Interest” means any amount of interest and any 
amount/s in the nature of interest, or having a similar purpose or effect to 
interest, or which the Crown reasonably considers to be economically equivalent 
to interest (including any fee or other amount incurred on a regular or recurring 
basis). 

2.10 Moratorium 
(a) Notwithstanding any other provision of this Deed (but, for the avoidance of 

doubt, without limiting clause 2.8), if: 

(i) the terms of any Debt Security are varied or supplemented (whether by 
agreement between the Principal Debtor and a Creditor, by agreement 
between the Principal Debtor and the trustee for that Debt Security, by 
Court order, or otherwise); or 
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(ii) any other arrangement is entered into by the Principal Debtor which in 
substance is equivalent to a variation or supplement to the terms of a Debt 
Security issued by the Principal Debtor, 

in each case under the terms of, or in contemplation of entry by the Principal 
Debtor into, a compromise or arrangement with any creditors of the Principal 
Debtor (including (without limitation) any moratorium or debt rescheduling) (any 
such variation, supplement or arrangement being a “Variation”), the Crown may 
(in its sole and unfettered discretion) elect to limit its liability under the Crown 
Guarantee to any Creditor in respect of any Indebtedness (to avoid doubt, 
including interest) arising under that Debt Security on any date to the amount 
which the Crown reasonably determines (a Determination) is equivalent in value 
to the amount for which the Crown would have been liable under the Crown 
Guarantee to that Creditor in respect of that Indebtedness on that date had the 
Variation not been made (and, upon such an election being made, the Crown’s 
liability under the Crown Guarantee to that Creditor in respect of that 
Indebtedness (to avoid doubt, including interest) shall be so limited). 

(b) For the purposes of any Determination, the Crown shall be entitled to assume 
that: 

(i) default in payment by the Principal Debtor (had the Variation not been made) 
would have occurred on the earlier of the actual date of a default in payment 
following the Variation and the originally scheduled date for repayment of the 
Debt Security; 

(i) a Notice of Claim requiring payment in full would have been submitted by the 
relevant Creditor no later than 180 days following that default; and 

(ii) the “value” of the amount for which the Crown would have been liable under 
the Crown Guarantee to that Creditor in respect of that Indebtedness on that 
date had the Variation not been made is equal to that amount, except where: 

(y) the date on which the Principal Debtor’s payment default occurs is 
materially later than the originally scheduled date for repayment of 
the Debt Security, and 

(y) the Crown (which must act reasonably) considers that Creditors 
generally would have been unlikely to be able to prevent the Variation 
being made (for example, because no resolution of creditors to 
approve the Variation was required, or such a resolution was obtained 
but the votes able to be cast on that resolution by Creditors were 
unlikely to have been sufficient to prevent the resolution being 
passed), 

in which case the “value” of the amount for which the Crown would have been 
liable under the Crown Guarantee to that Creditor in respect of that 
Indebtedness on that date had the Variation not been made shall be that 
amount plus such additional amount as the Crown reasonably considers 
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appropriate to reflect (and compensate the Creditor for) the later date of 
payment. 

2.11 Excluded Securities  
The Principal Debtor shall ensure that: 

(a) the prospectus (if any) and investment statement (if any), or, if applicable, 
other offering document, pursuant to which an Excluded Debt Security is 
offered, and each application form for subscription for any Excluded Debt 
Security, contains a prominent warning statement in bold font at least as 
large as the font predominantly used elsewhere in that document to the 
effect that none of the Principal Debtor’s obligations under or in respect of 
that Excluded Debt Security will have the benefit of the Crown Guarantee; 

(b) each advertisement (as that term is defined in the Securities Act 1978) 
relating to that Excluded Debt Security contains a prominent statement to 
the same effect; and 

(c) in respect of any Debt Security which the Crown has agreed shall be an 
Excluded Debt Security (for the purposes of paragraph (b) of the definition 
of that term in clause 1.1), the Principal Debtor complies with any 
conditions specified by the Crown in or for the purposes of that consent. 

3 FEE 

3.1 If on the first 12 month anniversary of the Announcement Date the Guaranteed 
Amount exceeds five billion (5,000,000,000) New Zealand Dollars, the Principal 
Debtor shall pay the Crown a non-refundable fee equivalent to 0.1% (ten basis 
points) of the amount by which the Guaranteed Amount exceeds five billion 
(5,000,000,000) New Zealand Dollars. 

3.2 If, on the last day of any calendar month during the Guarantee Period (each a 
Relevant Month), the Guaranteed Amount does not exceed five billion 
(5,000,000,000) New Zealand Dollars, the Principal Debtor will pay to the Crown 
a non-refundable fee calculated as follows: 

F =  GA multiplied by Percentage divided by 12 

where:  

“F” means the fee payable by the Principal Debtor in respect of that 
Relevant Month; 

“GA” means the amount (if any) by which: 
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(i) the Guaranteed Amount on the last day of that Relevant Month  

exceeds 

(ii) the Initial Guaranteed Amount on the Announcement Date multiplied 
by “X”, where “X” means: 

(A) in respect of any time prior to the first anniversary of the 
Announcement Date, 1.1; and  

(B) in respect of any time after the first anniversary of the 
Announcement Date, 1.2. 

“Percentage” means the relevant percentage figure specified in the Ratings 
Table below by reference to the organisation credit rating of the Principal 
Debtor on the last date of that Relevant Month from Standard & Poors 
Ratings Services, for which purpose the ratings in that table shall be 
deemed to refer also to the equivalent ratings from Moody’s Investors 
Service Inc, Fitch Inc and any other rating agency approved by the Crown 
in writing - provided that, if the Principal Debtor has two or more such 
credit ratings, the Principal Debtor’s credit rating for the purposes of this 
definition shall be deemed to be the lowest of them. 

Ratings Table 

Rating on last day of 
Relevant Month 

Percentage 

AA minus or higher 0.1% 

A minus or higher (but lower 
than AA minus) 

0.2% 

BBB minus or higher (but lower 
than A minus) 

0.5% 

BB or higher (but lower than 
BBB minus) 

1.0% 

 

3.3 The following provisions shall apply in respect of all payments by the Principal 
Debtor required under clauses 3.1 and 3.2: 
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(a) The Principal Debtor will prepare an estimate of the amount payable by it 
under the relevant clause and provide that estimate (together with details 
of its calculation), and make payment of the estimated amount, to the 
Crown within 14 days after: 

(i) the first 12 month anniversary of the Announcement Date (in the 
case of clause 3.1); and 

(ii) the end of the Relevant Month (in the case of clause 3.2). 

Each such estimate must constitute the best estimate the Principal Debtor 
is reasonably able to make of the relevant amount in the time available. 

(b) In respect of each such payment, the Principal Debtor must provide to the 
Crown a final calculation of the amount which should have been paid by it 
under clause 3.1 or 3.2 (as the case may be), together with sufficient 
details of that calculation (and the information on which it relies) to enable 
the Crown to assess its accuracy.  Such final calculations must be 
provided: 

(i) within five months after the last date on which payment of the 
estimated amount under clause 3.3(a)(i) was required to be made; 
and 

(ii) no later than the end of each calendar quarter, in respect of each 
payment of an estimated amount under clause 3.3(a)(ii) required to 
have been paid during the immediately preceding calendar quarter. 

(c) The Crown shall review each final calculation and, after considering any 
additional information provided to it by the Principal Debtor at its request, 
will notify the Principal Debtor either that: 

(i) it agrees with the amount calculated by the Principal Debtor (and 
that amount shall then be the “Final Amount”); or  

(ii) it disagrees with the amount calculated by the Principal Debtor, in 
which case the Crown shall also notify the Principal Debtor of the 
amount which (acting reasonably) it considers the Principal Debtor 
should have calculated (and that amount shall then be the “Final 
Amount”). 

(d) Within 7 days of notice from the Crown under clause 3.3(c): 
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(i) if the Final Amount is less than the relevant estimated amount paid 
to the Crown, the Crown will refund the difference to the Principal 
Debtor; and 

(ii) if the Final Amount is greater than the relevant estimated amount 
paid to the Crown, the Principal Debtor will pay the difference to the 
Crown. 

3.4 As soon as practicable after becoming aware that a Person has become a 
Nominated Beneficiary, the Principal Debtor shall pay to the Crown such 
additional amount/s (if any) as would have been payable by it under this clause 3 
had that Person been a Nominated Beneficiary on the terms of the relevant 
Nomination (and this Deed been in effect) on the Announcement Date. 

3.5 To avoid doubt, the agreement of the Crown to (and any notice from the Crown 
concerning) any amount or amounts payable under this clause 3 (including any 
Final Amount) shall be solely for the purposes of this clause 3, and shall not 
constitute evidence of, or the agreement of the Crown as to the extent of, its 
liability under this Deed (or in any other way limit or prejudice the rights of the 
Crown in relation to such liability). 

3.6 Provided the Principal Debtor pays all amounts owing to the Crown under the 
foregoing provisions of this clause 3 in accordance with those provisions, the 
Principal Debtor shall not be required to pay any additional amounts under clause 
3 of the Initial Deed in respect of any period commencing after the Execution 
Date. 

3.7 The part month ending on 12 October 2010 shall be deemed to be a month (and 
accordingly a Relevant Month) for the purposes of this clause 3, but the fee 
payable by the Principal Debtor in respect of that part month shall be the amount 
calculated in accordance with clause 3.1 multiplied by 0.4. 

4 REPORTING 

4.1 Reporting 
The Principal Debtor shall prepare and provide to the Crown, as soon as 
practicable after requested, any reports concerning the business, management, 
operations, or financial position or affairs of the Principal Debtor and/or its 
subsidiaries, and shall ensure that all such reports are accurate, complete and not 
misleading. 

4.2 Principal Debtor to Supply Information to the Crown 
The Crown may at any time require from the Principal Debtor any information in 
the possession or under the control of the Principal Debtor or any of its wholly-
owned subsidiaries relating to the financial position or affairs, or the business, 
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management, or operation, of the Principal Debtor and/or any of its wholly-
owned subsidiaries (including, without limitation, previous or proposed 
transactions involving the Principal Debtor and/or any of its wholly-owned 
subsidiaries).  

4.3 Third Party Information 
The Principal Debtor authorises the Crown to contact and request information 
from those third parties that the Crown requires, including (but not limited to): 

(a) the trustee of any Debt Security issued by the Principal Debtor; 

(b) the auditors of the Principal Debtor; 

(c) the Principal Debtor’s bankers or any other providers of finance; 

(d) the Securities Commission; 

(e) the Registrar of Companies; 

(f) any rating agency contracted to provide rating information in respect of the 
Principal Debtor or any of its subsidiaries (or any Debt Securities issued by 
the Principal Debtor or any of its subsidiaries); and 

(g) the Reserve Bank of New Zealand, 

and hereby authorises (and shall take any other step requested by the Crown to 
authorise) all such requested disclosure, and will use its best endeavours to 
ensure that any such person provide the requested information as soon as 
practicable. 

4.4 Sharing of Information 
The Principal Debtor authorises the Crown to share information provided in 
accordance with clauses 4.1, 4.2 and 4.3 with the Reserve Bank of New Zealand 
and the Securities Commission. 

4.5 Failure to Comply with Information Request 
(a) If the Crown reasonably considers that the Principal Debtor has failed to comply 

with clause 4.1, clause 4.2, clause 4.3 or clause 4.6 or has supplied information 
or data that is false or misleading in a material particular, the Crown may give 
the Principal Debtor notice (which may be by way of public notice) that: 

(i) it considers that the Principal Debtor has failed to comply with the relevant 
provision or has supplied information or data that is false or misleading in a 
material particular; and 
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(ii) the Principal Debtor has 14 days to rectify that failure or supply, for which 
purpose “rectify” means:  

(A) complying with that provision to the reasonable satisfaction of the 
Crown or supplying such additional information or data as (in the 
reasonable opinion of the Crown) is required to ensure that the 
information or data previously supplied is not false or misleading in 
a material particular (as the case may be); or 

(B) satisfying the Crown (acting reasonably) that it has already complied 
with that provision or that the relevant information or data is not 
false or misleading in a material particular (as the case may be). 

(b) If the Principal Debtor fails to so rectify that failure or supply within the 14 day 
period referred to in clause 4.5(a)(ii) the Crown may give public notice that the 
Crown Guarantee is withdrawn on the date of that notice (or will be withdrawn at 
such later date as may be specified in that notice). 

(c) On the day of (or, as the case may be, the date specified in) that notice the 
Crown Guarantee is withdrawn in respect of all obligations which arise under any 
Debt Security issued following the date of withdrawal and such obligations shall 
not be covered by the Crown Guarantee, and the provisions of clause 9.6 shall 
apply in respect of all such obligations.  

4.6 Default Events 
The Principal Debtor shall immediately give notice to the Crown of any Default 
Event or any circumstance or event which, with the passage of time, the giving 
of notice or the taking of any other action would, or would be likely to, constitute 
or give rise to a Default Event. 

5 COMPLIANCE WITH PRUDENTIAL SUPERVISION OR OTHER MATTERS 

5.1 If the Crown reasonably considers that the Principal Debtor has failed to comply 
with: 

(a) any applicable provision of the Reserve Bank Act, or any prudential 
supervision direction, notice or requirement under the Reserve Bank Act or 
otherwise; or 

(b) the terms of any Debt Securities or of any trust deed for Debt Securities 
issued by the Principal Debtor to a Creditor or otherwise relating to the 
Principal Debtor, 

then the Crown may give the Principal Debtor notice (which may be by way of 
public notice) that:  
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(c) it considers that the Principal Debtor has failed to comply with that 
provision, direction, notice or requirement or those terms (as the case may 
be); and 

(d) the Principal Debtor has 14 days to rectify that failure, for which purpose 
“rectify” means: 

(i) complying with that provision, direction, notice or requirement or 
those terms to the Crown’s reasonable satisfaction; or 

(ii) satisfying the Crown (acting reasonably) that it has not failed to 
comply with it. 

5.2 If the Principal Debtor fails to so rectify that failure within the 14 day period 
referred to in clause 5.1(d) the Crown may give public notice that the Crown 
Guarantee is withdrawn on the date of that notice (or will be withdrawn at such 
later date as may be specified in that notice). 

5.3 On the day of (or, as the case may be, the date specified in) that notice the 
Crown Guarantee is withdrawn in respect of all obligations which arise under any 
Debt Security issued following the date of withdrawal and such obligations shall 
not be covered by the Crown Guarantee, and the provisions of clause 9.6 shall 
apply in respect of all such obligations.   

6 ACKNOWLEDGEMENT 

The Parties acknowledge that the offering or entering into of this Deed does not 
in any respect restrict any regulatory or supervisory action by the Reserve Bank 
of New Zealand or any action the Crown may take, including but not limited to 
extending the term of the Crown Guarantee or not extending the term of the 
Crown Guarantee and offering a guarantee to any person whether under the 
same terms or different. 

7 NO ASSIGNMENT 

Neither Party may assign or transfer any of its rights under this Deed. 

8 GOVERNING LAW AND JURISDICTION 

8.1 Governing Law  
This Deed is governed by and is to be construed in accordance with New Zealand 
law.  
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8.2 New Zealand Courts 
Each of the Parties irrevocably and unconditionally agrees that the Courts of New 
Zealand shall have non-exclusive jurisdiction to hear and determine each suit, 
action or proceeding (proceedings) and to settle disputes that may arise out of or 
in connection with this Deed and for these purposes irrevocably submits to the 
non-exclusive jurisdiction of those courts. 

9 GENERAL 

9.1 Contracts (Privity) Act 1982 
The promises and obligations of the Crown under this Deed are intended to confer 
a benefit on, and accordingly are enforceable against the Crown under the 
Contracts (Privity) Act 1982 by, each Creditor, provided that the parties to this 
Deed may, on request of the Crown, by deed vary or discharge any of the 
provisions of this Deed, without the consent or agreement of any Creditor. 

9.2 Entire Agreement 
(a) Subject to clause 9.2(b), this Deed constitutes the entire agreement between the 

Parties in relation to its subject matter.  It replaces all earlier discussions, 
negotiations and agreements relating to that subject matter, except that any 
rights of the Crown and obligations of the Principal Debtor arising as a result of 
any misrepresentation by or on behalf of the Principal Debtor prior to execution of 
this Deed shall continue. 

(b) This Deed does not replace the Initial Deed in relation to the period prior to the 
withdrawal of the Initial Crown Guarantee under the Initial Deed or in relation to 
the continuing rights and obligations of the Crown and the Principal Debtor under 
the Initial Deed subsequent to that withdrawal. 

9.3 Withdrawal as a result of Inappropriate Activity 
If the Crown reasonably considers that the business or affairs of the Principal 
Debtor and/or any of its subsidiaries and/or any other Person controlled by the 
Principal Debtor have been (since the entry into this Deed), are being, or are 
intended or likely to be, carried on in a manner which: 

(a) will or may extend the effective benefit of the Crown Guarantee to Persons 
who are not intended to receive that benefit; or  

(b) is or would be otherwise inconsistent with the intentions of the Crown in 
entering into the Initial Deed and this Deed, 

in each case an “Inappropriate Activity”, the Crown may withdraw the Crown 
Guarantee by written notice to the Principal Debtor.  
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9.4 Withdrawal for other reasons 
If the Crown for any other reason considers it appropriate to do so, it may 
withdraw the Crown Guarantee by written notice to the Principal Debtor.  
However, the Crown may not give a notice under this clause 9.4 (and no such 
purported notice shall be effective) unless the Crown offers, before such notice is 
given, to enter into a new deed of guarantee with the Principal Debtor with effect 
from such notice taking effect on terms which the Crown, taking into account 
clause 9.5(a), reasonably considers to be not materially adverse to Creditors 
generally as compared to the terms of the Initial Deed (and which is otherwise 
on such terms and conditions as the Crown (in its sole and unfettered discretion) 
considers appropriate). 

9.5 Operation and effect of withdrawal 
(a) Any notice given under clause 9.3 or clause 9.4 may be expressed to take effect 

immediately on delivery or at any time thereafter, and shall take effect 
accordingly.  On the day of (or, as the case may be, the date specified in) a 
notice given by the Crown under clause 9.3 or clause 9.4, the Crown Guarantee 
is withdrawn in respect of all obligations which arise under any Debt Security 
issued following the date of withdrawal and such obligations shall not be covered 
by the Crown Guarantee, and the provisions of clause 9.6 shall apply in respect 
of all such obligations. 

(b) Without limiting clause 9.5(a) and clause 9.6, on the taking effect of a notice 
given under clause 9.3, the Crown Guarantee will be withdrawn in respect of all 
obligations of the Principal Debtor under Debt Securities (whether existing at that 
time or subsequently arising) owed to any Creditor who is concerned in, and has 
or ought to have knowledge of, any Inappropriate Activity and no such 
obligations shall constitute “Indebtedness” (and accordingly no such obligations 
shall be covered by the Crown Guarantee). 

9.6 Indebtedness incurred or acquired after withdrawal 
An obligation of the Principal Debtor to pay money (whether present or future) to 
a Creditor under a Debt Security shall not constitute “Indebtedness” (and 
accordingly shall not be covered by the Crown Guarantee) to the extent that that 
Debt Security: 

(a) is issued after the taking effect of a notice given under clause 4.5(b), 5.2, 
9.3 or 9.4  (“Effective Time”); or 

(b) is acquired (whether by contract, statute, operation of law or otherwise) by 
that Creditor after the Effective Time, except: 

(i) to the extent (if any) otherwise agreed by the Crown in writing (in 
its sole and unfettered discretion); or 
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(ii) where: 

(A) the Creditor is a trustee, executor or administrator of a 
deceased person’s will or estate and acquired that Debt 
Security in that capacity from the deceased person; and 

(B) that obligation would have constituted “Indebtedness” if that 
person had not died and had continued to hold that Debt 
Security. 

(c) For the avoidance of doubt clause 9.6(b)(ii) is to be read subject to 
clauses 1.3(b) and 1.3(c). 

 
9.7 Principal Debtor Undertaking 

The Principal Debtor undertakes to the Crown that it shall not take any action to 
challenge or adversely affect any rights or remedies the Crown may at any time 
have (including by way of subrogation or indemnity,  under statute, or otherwise) 
against the Principal Debtor which arise under or in connection with this Deed 
(whether as a result of the payment of any amounts by the Crown to Creditors 
under this Deed or otherwise). 

9.8 Currency amounts 
Any reference in this Deed to an amount shall, to the extent that that amount is 
not already denominated in New Zealand Dollars, mean the amount determined 
by the Crown to be the New Zealand Dollar equivalent of that amount as at the 
time relevant to its calculation or determination. 

9.9 Public Notice 
A certificate from the Crown (i) to the effect that it is satisfied that it has given 
public notice for the purposes of this Deed and (ii) as to the date on which that 
public notice was given shall, in the absence of manifest error, be conclusive 
evidence of that public notice and that date. 

9.10 Other guarantor/s 
If any Indebtedness is or becomes the subject of any guarantee, indemnity or 
other arrangement under which it is effectively guaranteed, or the relevant 
Creditor is effectively indemnified in respect of any non-payment of that 
Indebtedness by, any other person (“Other Guarantee”), whether or not that 
Other Guarantee extends to all Indebtedness owed to the relevant Creditor: 

(a) the Principal Debtor must notify the Crown of the material particulars of 
that Other Guarantee and use all reasonable endeavours to ensure that 
Creditors who have the benefit of that Other Guarantee claim under it 
before claiming against the Crown under the Crown Guarantee and/or that 
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the Crown has the benefit of that Other Guarantee in respect of any 
amounts paid to relevant Creditors under the Crown Guarantee; and 

(b) notwithstanding any other provision of this Deed, except to the extent (if 
any) otherwise agreed by the Crown in its absolute and unfettered 
discretion, the Crown shall not be obliged to make any payment under this 
Deed in respect of any Indebtedness to any Creditor who has the benefit 
of, and is entitled to claim under,  that Other Guarantee in respect of that 
Indebtedness except to the extent that that Creditor has made a claim 
under that Other Guarantee in respect of that Indebtedness and has not, 
within 14 days of the date of that claim, received payment in respect of 
that Indebtedness under that Other Guarantee. 

9.11 Warranty 
The Principal Debtor represents and warrants to the Crown that it is duly 
authorised to execute and deliver this Deed, and that upon execution of this Deed 
by it and the Crown it will constitute the legal, valid and binding obligations of the 
Principal Debtor enforceable against the Principal Debtor in accordance with its 
terms. 

9.12 Subrogation  
Without prejudice to any rights the Crown may at any time have against or in 
respect of the Principal Debtor (including by way of subrogation or indemnity, 
under statute, or otherwise), the Principal Debtor irrevocably acknowledges and 
agrees that any money paid by the Crown to a Creditor under this Deed shall, 
immediately upon such payment, constitute a debt due from the Principal Debtor 
to the Crown, which debt shall be payable by the Principal Debtor to the Crown 
over any period of time and on any terms and conditions that the Crown (in its 
sole and unfettered discretion) considers appropriate.  

9.13 Effect 
Notwithstanding any other provision of this Deed, this Deed takes effect from the 
date specified by the Crown in (or from the date of, if no date is specified in)  the 
Notice of Withdrawal. 

9.14 Counterparts  
This Deed may be executed in any number of counterparts.  Once a party has 
executed a counterpart, and the other party has received a copy of the signed 
counterpart, that counterpart shall be deemed to be as valid and binding on the 
party executing it as if it had been executed by both parties. 

9.15 Waiver 
(a) A waiver of any provision of this Deed shall not be effective unless given in 

writing, and then it shall be effective only to the extent that it is expressly stated 
to be given. 
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General information

Rabobank Group (‘Rabobank’) is an international fi nancial services provider operating on the basis of cooperative 
principles whose core comprises 147 local Rabobanks with 1,010 branches in the Netherlands. Rabobank comprises 
the local cooperative Rabobanks in the Netherlands, the central organisation Coöperatieve Centrale Raiff eisen-
Boerenleenbank B.A. (Rabobank Nederland) and a number of specialised subsidiaries. Rabobank provides services 
in the form of retail banking, wholesale banking, asset management, leasing and real estate services throughout 
the world. 

Rabobank puts the common interests of people and communities fi rst. In the Netherlands, the emphasis is on 
being an all-fi nance service provider. Internationally, Rabobank focuses on the food & agri business. Rabobank 
operates in Rabobank operates in 48 countries and employs some 59,000 FTEs.

Rabobank Nederland is a cooperative whose capital is divided into shares. It is largely the product of a merger on 
1 December 1972 of the two largest Dutch cooperative entities at the time. Rabobank Nederland has its registered 
offi  ce in Amsterdam and is established under Dutch law for an indefi nite period. Rabobank Nederland is registered 
at the Trade Registry of the Utrecht Chamber of Commerce under number 30046259.

Membership of Rabobank Nederland is open to cooperative banks whose Articles of Association have been 
approved by Rabobank Nederland.

The activities of Rabobank Nederland can be roughly divided into two categories. First, its role as central bank for 
the local Rabobanks in which role it encourages the establishment, continuation and development of cooperative 
banks, and its role as central bank for its members in which role it concludes agreements with members, negotiates 
members’ rights and undertakes obligations on behalf of its members insofar as these obligations have the same 
consequences for all members. Second, Rabobank Nederland’s own banking activities, which supplement and are 
independent of the activities of the local Rabobanks.

The local Rabobanks are part of an organisation of cooperative entities incorporated under Dutch law; the majority 
of the members are clients. At 31 December 2009, the local Rabobanks had approximately 1.8 million members.

Address:
Croeselaan 18
P.O. Box 17100
3500 HG Utrecht
The Netherlands

Internet:
www.rabobank.com/annualreports

General information
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Consolidated statement of fi nancial position

In millions of euros Note

At 31 
December

2009

At 31 
December

2008

Assets     
Cash and cash equivalents 6 16,565 7,105
Due from other banks 7 35,641 33,776
Trading fi nancial assets 8 12,761 11,576
Other fi nancial assets at fair value through profi t and loss 9 9,122 7,896
Derivative fi nancial instruments 10 39,091 66,759
Loans to customers 11 433,870 426,283
Available-for-sale fi nancial assets 12 33,349 31,665
Held-to-maturity fi nancial assets 13 418 497
Investments in associates 14 4,056 3,455
Intangible assets 15 3,736 3,728
Property and equipment 16 6,124 5,870
Investment properties 17 1,363 1,038
Current tax assets   240 298
Deferred tax assets 25 1,174 1,619
Employee benefi ts 26 1,467 -
Other assets 18 8,721 10,555
       
       
       
      
Total assets   607,698 612,120
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In millions of euros Note

At 31 
December

2009

At 31 
December

2008

Liabilities     
Due to other banks 19 22,429 23,891
Due to customers 20 286,338 304,214
Debt securities in issue 21 171,752 135,779
Derivative fi nancial instruments and other trade liabilities 10 48,765 77,230
Other debts 22 8,083 8,644
Other fi nancial liabilities at fair value through profi t and loss 23 27,319 24,797
Provisions 24 1,095 875
Current tax liabilities   468 227
Deferred tax liabilities 25 489 474
Employee benefi ts 26 500 371
Subordinated debt 27 2,362 2,159
Total liabilities   569,600 578,661
      
Equity     
Equity of Rabobank Nederland and local Rabobanks 29 22,178 20,074
Rabobank Member Certifi cates issued by a group company 30 6,315 6,236
    28,493 26,310
Capital Securities and Trust Preferred Securities III to VI 31 6,182 3,510
Non-controlling interests 32 3,423 3,639
Total equity   38,098 33,459
Total equity and liabilities   607,698 612,120
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Consolidated statement of income

For the year ended 31 December

In millions of euros Note 2009 2008

Interest income 33 19,766 27,245
Interest expense 33 11,720 18,728
Interest 33 8,046 8,517
      
Fee and commission income 34 3,015 3,400
Fee and commission expense 34 440 511
Fees and commission 34 2,575 2,889
      
Income from associates 35 592 (26)
Net income from fi nancial assets and liabilities at fair value through profi t and loss 36 (226) (1,155)
Gains on available-for-sale fi nancial assets 12 138 (51)
Other income 37 742 1,478
Income   11,867 11,652
      
Staff  costs 38 3,869 4,290
Other administrative expenses 39 2,908 2,796
Depreciation and amortisation 40 527 525
Operating expenses   7,304 7,611
Value adjustments 41 1,959 1,189
Operating profi t before taxation   2,604 2,852
Income tax expense 42 316 98
Net profi t   2,288 2,754
       
Of which attributable to Rabobank Nederland and local Rabobanks 29 1,475 2,089
Of which attributable to holders of Rabobank Member Certifi cates 30 318 316
Of which attributable to Capital Securities 31 308 94
Of which attributable to Trust Preferred Securities III to VI 31 78 100
Of which attributable to non-controlling interests 32 109 155
Net profi t for the year   2,288 2,754

See the notes to the consolidated fi nancial statements.
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Consolidated statement of comprehensive income
For the year ended 31 December

In millions of euros 2009 2008

Net profi t 2,288 2,754
Arising in the period (after taxation):    
Foreign currency translation reserves    
Currency translation diff erences 45 (337)
Revaluation reserve - Available-for-sale fi nancial assets    
Changes in associates (359) (416)
Fair value changes 490 (1,482)
Amortisation of reclassifi ed assets 210 119
Transferred to profi t or loss 189 392
Revaluation reserve - Associates    
Fair value changes (29) (1)
Revaluation reserve - Cash fl ow hedges     
Fair value changes (6) (32)
Non-controlling interests    
Currency translation diff erences (37) 56
Changes in AFS revaluation reserve 12 472
Issue of Capital Securities    
Costs of issue of Capital Securities (13) (12)
Total other comprehensive income 502 (1,241)
     
Total comprehensive income 2,790 1,513
     
Of which attributable to Rabobank Nederland and local Rabobanks 2,002 320
Of which attributable to holders of Rabobank Member Certifi cates 318 316
Of which attributable to Capital Securities 308 94
Of which attributable to Trust Preferred Securities III to VI 78 100
Of which attributable to non-controlling interests 84 683
Total comprehensive income 2,790 1,513
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Consolidated statement of changes in equity

In millions of euros 

Equity of Rabobank 
Nederland and 

local Rabobanks 

Rabobank 
Member 

Certifi cates

Capital 
Securities 

and TPS

Non-
controlling 

interests Total

At 1 January 2008 19,684 6,233 2,779 2,713 31,409
Total comprehensive income 320 316 194 683 1,513
Payment on Rabobank Member Certifi cates, Trust Preferred 

Securities III to VI (TPS) and Capital Securities - (316) (194) - (510)
Issue of Capital Securities - - 835 - 835
Share premium (115) 154 - - 39
Other 185 (151) (104) 243 173
At 31 December 2008 20,074 6,236 3,510 3,639 33,459
       
At 1 January 2009 20,074 6,236 3,510 3,639 33,459
Total comprehensive income 2,002 318 386 84 2,790
Payment on Rabobank Member Certifi cates, Trust Preferred 

Securities III to VI (TPS) and Capital Securities - (318) (386) - (704)
Issue of Rabobank Member Certifi cates and Capital Securities - 79 3,160 - 3,239
Purchase of Trust Preferred Securities III - - (527) - (527)
Other 102 - 39 (300) (159)
At 31 December 2009 22,178 6,315 6,182 3,423 38,098
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Consolidated statement of cash fl ows

For the year ended 31 December

In millions of euros Note 2009 2008

Cash fl ows from operating activities      
Operating profi t before taxation   2,604 2,852
Adjusted for:      
Non-cash items recognised in profi t and loss      
Depreciation and amortisation 40 527 525
Value adjustments 41 1,959 1,189
Result on sale of property and equipment   (14) (12)
Share of (profi t) of associates 35 (592) 84
Fair value results on fi nancial assets and liabilities at fair value through profi t and loss 36 226 1,155
Net result on available-for-sale fi nancial assets 12 (138) 51
Net change in operating assets:      
Due from and due to other banks 7, 19 (3,346) (12,999)
Trading fi nancial assets 8 (2,613) 17,603
Derivative fi nancial instruments 10 27,668 (40,670)
Net change in non-trading fi nancial assets at fair value through profi t and loss 9 2,949 7,731
Loans to customers 11 (8,856) (53,315)
Dividends received from associates and fi nancial assets   54 68
Net change in liabilities relating to operating activities:      
Derivative fi nancial instruments and other trade liabilities 10 (28,464) 46,133
Due to customers 20 (17,875) 27,604
Debt securities in issue 21 35,973 (6,033)
Other debts 22 (562) (1,874)
Income tax paid   (216) (789)
Other changes   932 12,950
Net cash fl ow from operating activities   10,216 2,253
       
Cash fl ows from investing activities      
Acquisition of associates net of cash and cash equivalents acquired 14 (425) (181)
Disposal of associates net of cash and cash equivalents   3 1
Acquisition of property and equipment and investment properties 16, 17 (2,020) (1,638)
Proceeds from sale of property and equipment   531 893
Acquisition of available-for-sale fi nancial assets and held-to-maturity fi nancial assets 12, 13 (25,652) (16,508)
Proceeds from sale and repayment of available-for-sale fi nancial assets and held-to-maturity 

fi nancial assets   24,521 19,889
Net cash fl ow from investing activities   (3,042) 2,456 
       
Cash fl ows from fi nancing activities      
Proceeds from issue of Capital Securities and Rabobank Member Certifi cates 30, 31 3,239 823
Proceeds from issue of subordinated debt 27 1,000 -
Payment on Rabobank Member Certifi cates, Trust Preferred Securities III to VI and Capital Securities (704) (510)
Purchase of Trust Preferred Securities 27, 31 (1,249) -
Repayment of and proceeds from issue of subordinated debt 27 - (46)
Net cash fl ow from fi nancing activities   2,286 267
Net change in cash and cash equivalents   9,460 4,976
Cash and cash equivalents at beginning of year 6 7,105 2,129
Cash and cash equivalents at end of year   16,565 7,105
       
The cash fl ows from interest are included in the net cash fl ow from operating activities       
Interest income   20,503 27,088
Interest expense   12,289 18,219
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1 Basis of consolidation
Rabobank Group (‘Rabobank’) comprises the local Rabobanks (‘Members’) in the Netherlands, the central cooperative 
Rabobank Nederland and other specialised subsidiaries. Together they form Rabobank Group. Rabobank Nederland 
advises the Members and assists them in the provision of their services. Rabobank Nederland also advises 
the Members on behalf of De Nederlandsche Bank (the Dutch Central Bank). Rabobank’s cooperative structure has 
several executive levels, each with its own duties and responsibilities.

In IFRS terms, Rabobank Nederland exercises control over the local Rabobanks.
The consolidated fi nancial statements of Rabobank include the fi nancial information of Rabobank Nederland and 
that of the Members and the other group companies.

2 Accounting policies
The main accounting policies used in preparing these consolidated fi nancial statements are explained below.

2.1 General
The consolidated fi nancial statements of Rabobank have been prepared in accordance with International Financial 
Reporting Standards (‘IFRS’) as adopted by the European Union. In 2009, Rabobank applied IFRS 8, IFRIC 13 and IFRIC 
14 and the amendments to IAS 1, IFRS 7 and IAS 23. In addition, the improvements to the IFRSs have been applied.

IFRS 8 ‘Operating Segments’ applies to fi nancial years commencing on or after 1 January 2009. It addresses the 
manner in which segments should be defi ned for fi nancial reporting purposes. Furthermore, the standard requires 
disclosure of the products and services which the company off ers, the geographical areas in which the company 
operates and its principal clients. This standard does not aff ect the manner in which segment information is presen-
ted.

IFRIC 13 ‘Customer Loyalty Programmes’ applies to fi nancial years commencing on or after 1 January 2009. 
Customer loyalty programmes are used by entities to provide customers with incentives to buy their goods or servi-
ces. If a customer buys goods or services, the entity grants the customer award credits (often described as ‘points’). 
IFRIC 13 requires entities to recognise these points as a separate component of the sale transaction. Since Rabobank 
does not operate any customer loyalty programmes, IFRIC 13 does not apply.

IFRIC 14 ‘The Limit on a Defi ned Benefi t Asset, Minimum Funding Requirements and their Interaction’ applies to 
fi nancial years commencing on or after 1 January 2009. IFRIC 14 provides further guidance with respect to the 
assessment of the restriction under IAS 19 on the surplus that can be recognised as a receivable. In addition, IFRIC 
14 explains how contractual funding requirements or funding requirements under the Articles of Association could 
infl uence a pension asset or pension liability. This interpretation has no eff ect on results or equity.

The amendment to IAS 1 ‘Presentation of Financial Statements’ applies to fi nancial years commencing on or after 
1 January 2009. The adjustment aims to enable users of fi nancial reports to analyse and compare the information in 
the fi nancial statements more eff ectively. This standard aff ects the presentation; the statement of comprehensive 
income has been added.

The amendment to IFRS 7 applies to fi nancial years commencing on or after 1 January 2009. The aim of the 
adjustment is to provide more extensive disclosure of valuation methods used for fi nancial instruments and 
liquidity risk. The amendment results in additional disclosure, but does not aff ect results or equity.

The amendment to IAS 23, ‘Borrowing Costs’, applies to fi nancial years commencing on or after 1 January 2009. 
The amendment results in the requirement for companies to capitalise borrowing costs that are directly attributable 

Notes to the consolidated 
fi nancial statements
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to the acquisition, construction or production of a qualifying asset as part of the costs of that asset. Directly 
recognising such borrowing costs in profi t or loss is no longer allowed. This amendment does not signifi cantly 
aff ect the consolidated fi nancial statements.

The most important new or amended standards and interpretations issued by the IASB that apply to Rabobank 
with eff ect from 2009 are IFRS 3 Business Combinations (amended) and IFRS 9 Financial Instruments. 
Rabobank does not expect the amended IFRS 3 to have a material impact on its consolidated fi nancial statements. 
The impact of IFRS 9 is currently being assessed.

The consolidated fi nancial statements have been prepared on the basis of the accounting policies outlined 
below. The remaining assets and liabilities are accounted for on a historical cost basis, unless otherwise stated.

Unless otherwise stated, all amounts in these fi nancial statements are in millions of euros.

2.1.1 Changes in accounting policies and presentation
With eff ect from 1 January 2009, Rabobank capitalises borrowing costs that are directly attributable to the acquisition, 
construction or production of a qualifying asset as part of that asset’s cost. Other borrowing costs are expensed as 
incurred.

Insofar as other insights implied the need for reclassifi cations, the comparative fi gures have been restated.

2.1.2 Estimates
The preparation of the fi nancial statements requires management to make estimates and assumptions that aff ect 
the amounts reported for assets and liabilities, the reporting of contingent assets and liabilities at the date of the 
fi nancial statements, as well as the amounts reported for income and expenses during the reporting period. 
The situations that are assessed based on available fi nancial data and information mainly concern the determination 
of the provision for doubtful debts, the fair value of assets and liabilities and impairments. Although management 
based their estimates on the most careful assessment of the current circumstances and activities, the actual results 
might deviate from these estimates.

2.2 Group fi nancial statements
2.2.1 Subsidiaries
Subsidiaries and other entities (including special purpose entities over which Rabobank exercises control, directly or 
indirectly) are consolidated. The assets, liabilities and results of these entities are consolidated in full. Subsidiaries 
are consolidated from the date on which Rabobank obtains control, and cease to be consolidated on the date that 
this control ends. All intra-group transactions, balances and unrealised gains and losses on transactions between 
Rabobank Group entities are eliminated for consolidation purposes.

Internal liability (cross-guarantee system) 
A number of corporate entities forming part of Rabobank Group stand surety for one another within the meaning 
of the Financial Supervision Act. This arrangement stipulates that, in the event of a participating entity not having 
suffi  cient fi nancial resources to meet its obligations to creditors, the other participating entities have to provide 
suffi  cient fi nancial resources to the aforementioned entity so that it is able to meet these obligations.

The participating entities are:
- The local member banks of Coöperatieve Centrale Raiff eisen-Boerenleenbank B.A.
- Coöperatieve Centrale Raiff eisen-Boerenleenbank B.A. (Rabobank Nederland), Amsterdam
- Rabohypotheekbank N.V., Amsterdam
- Raiff eisenhypotheekbank N.V., Amsterdam
- Schretlen & Co N.V., Amsterdam
- De Lage Landen International B.V., Eindhoven
- De Lage Landen Financiering B.V., Eindhoven
- De Lage Landen Trade Finance B.V., Eindhoven
- De Lage Landen Financial Services B.V., Eindhoven

2.2.2 Joint ventures
The interests of Rabobank in entities where control is shared are consolidated proportionally. With this method, 
Rabobank includes its share of the income and expenses, assets and liabilities, and cash fl ows of the various joint 
ventures in the relevant items of its fi nancial statements.
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2.2.3 Investments in associates
Investments in associates are recognised in accordance with the equity method. With this method, Rabobank’s 
share of the profi ts and losses of an associate – subject to Rabobank’s accounting policies – (after the acquisition) is 
recognised in profi t and loss, and its share of the changes in reserves after the acquisition is recognised in reserves. 
The cumulative changes after acquisition are adjusted to the cost of the investment.

Associates are entities over which Rabobank has signifi cant infl uence and in which it usually holds between 20% 
and 50% of the voting rights but over which it does not exercise control. Unrealised gains on transactions between 
Rabobank and its associates are eliminated in proportion to the size of Rabobank’s interest in the associates. 
Unrealised losses are also eliminated unless the transaction indicates that an impairment loss should be recognised 
on the asset transferred. Investments by Rabobank in associates include the goodwill acquired. If Rabobank’s share 
in the losses of an associate equals or exceeds its interest in the associate, Rabobank will not recognise any more 
losses of the associate unless Rabobank has given undertakings or made payments on behalf of this associate.

2.3 Derivative fi nancial instruments and hedging
2.3.1 General
Derivative fi nancial instruments generally comprise foreign currency contracts, currency and interest rate futures, 
forward rate agreements, currency and interest rate swaps, and currency and interest rate options (written as well as 
acquired). Derivative fi nancial instruments might be traded on an exchange or as over-the-counter (OTC) instruments 
between Rabobank and a client. All derivative fi nancial instruments are recognised at fair value. The fair value is 
determined using listed market prices, prices off ered by traders, cash-fl ow discounting models and option valuation 
models based on current market prices and contracted prices for the underlying instruments, as well as the time 
value of money, yield curves and the volatility of the underlying assets and liabilities. All derivative fi nancial 
instruments are included under assets if their fair value is positive and under liabilities if their fair value is negative.

Derivative fi nancial instruments embedded in other fi nancial instruments are treated separately if their risks and 
characteristics are not closely related to those of the underlying derivative contract and this contract is not classifi ed 
at fair value through profi t and loss.

2.3.2 Instruments not used for hedging
Realised and unrealised gains and losses on derivative fi nancial instruments classifi ed by Rabobank as held for 
trading are recognised under ‘Trading income’.

2.3.3 Hedging instruments
Rabobank also uses derivative fi nancial instruments as part of statement of fi nancial position control to manage its 
interest rate risks, credit risks and foreign currency risks. Rabobank makes use of the possibilities provided by the EU 
through the carve-out in IAS 39. The carve-out facilitates the application of fair value portfolio hedge accounting to 
certain positions. Buckets are used to measure eff ectiveness.

On the date of concluding a derivative contract, Rabobank can designate certain derivative fi nancial instruments as 
(1) a hedge of the fair value of an asset or liability in the statement of fi nancial position (fair value hedge), as 
(2) a hedge of future cash fl ows attributable to an asset or liability in the statement of fi nancial position, an expected 
transaction or a non-current liability (cash fl ow hedge), or as (3) a hedge of a net investment in a foreign entity 
(net investment hedge). Hedge accounting can be applied for derivative fi nancial instruments designated in this 
manner if certain criteria are met. These criteria include:
- Formal documentation of the hedging instrument, the hedged item, the objective of the hedge, the hedging 

strategy and the hedge relationship before applying hedge accounting;
- The hedge is expected to be very eff ective (in a range of 80% to 125%) in off setting changes in the hedged item’s 

fair value or cash fl ows attributable to the hedged risks during the entire reporting period; and
- The hedge is continuously very eff ective from inception onwards.
Changes in the fair value of derivative fi nancial instruments that are designated as fair value hedges and are eff ective 
in relation to the hedged risks are recognised in profi t and loss, together with the corresponding changes in the fair 
value of the assets or liabilities hedged against the risks in question.

If the hedge no longer meets the criteria for hedge accounting (according to the fair value hedge model), any 
adjustment to the carrying amount of a hedged interest-bearing fi nancial instrument is amortised through profi t 
and loss until the end of the hedged period. Any adjustment to the carrying amount of a hedged equity instrument 
is recognised under equity until disposal of the equity instrument.

Changes in the fair value of derivative fi nancial instruments that are designated and qualify as cash fl ow hedges 
and that are highly eff ective in relation to the hedged risks are recognised in the hedging reserve included under 
equity (see note 10). The non-eff ective part of the changes in the fair values of the derivative fi nancial instruments 
is recognised in profi t and loss. If the forecast transaction or the non-current liability results in the recognition of a 
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non-fi nancial asset or a non-fi nancial liability, any deferred gain or loss included in equity is restated to the initial 
carrying amount (cost) of the asset or the liability. In all other cases, deferred amounts included in equity are taken 
to the statement of income and are classifi ed as income or expenses in the periods in which the hedged non-current 
liability or the forecast transaction had an eff ect on profi t and loss.

Certain derivative contracts, although they are economic hedges in relation to the managed risk positions taken 
by Rabobank, do not qualify for hedge accounting under the specifi c IFRS rules. These contracts are therefore 
treated as derivative trading fi nancial instruments.

The fair value of derivative fi nancial instruments held for trading and hedging purposes is disclosed in note 10, 
‘Derivative fi nancial instruments and other trade liabilities’.

2.4 Trade liabilities and other liabilities at fair value through profi t and loss
2.4.1 Trade liabilities
Trade liabilities are mainly negative fair values of derivative fi nancial instruments and delivery obligations arising on 
short selling of securities. Securities are sold short to realise gains from short-term price fl uctuations. The securities 
needed to settle the short selling are acquired through securities leasing or sale and securities repurchase agree-
ments. Securities sold short are recognised at fair value at the reporting date.

2.4.2 Other liabilities at fair value through profi t and loss
Other liabilities at fair value through profi t and loss include certain fi nancial liabilities that Rabobank does not 
intend to sell, but which it accounted for at fair value on initial recognition. Changes in the fair value of these 
fi nancial liabilities are recognised in profi t and loss for the period in which they arise.

2.5 Trading fi nancial assets
Trading fi nancial assets are acquired to realise gains from short-term fl uctuations in the prices or margins of traders, 
or form part of a portfolio that regularly generates short-term gains.

These assets are stated at fair value based on quoted bid prices. Any realised and unrealised gains and losses are 
included under ‘Trading income’. Interest earned on trading fi nancial assets is recognised as interest income.
Dividends received on trading fi nancial assets are recognised as ‘Trading income’.

All purchases and sales of trading fi nancial assets that have to be delivered within a period prescribed by regulations 
or market convention are recognised at the transaction date. Other trading transactions are recognised as derivative 
fi nancial instruments until the date of settlement.

2.6 Non-trading fi nancial assets and liabilities at fair value through profi t and loss
Rabobank has opted to classify fi nancial instruments not acquired or entered into for realising gains from short-term 
fl uctuations in traders’ prices or margins at fair value through profi t and loss. These fi nancial assets, including venture 
capital, are carried at fair value.

Management designates fi nancial assets and liabilities to this category upon initial recognition if any or all of the 
following criteria are met:
- Such a designation eliminates or substantially reduces any inconsistent treatment that would otherwise have 

arisen upon valuation of the assets or liabilities or recognition of profi ts or losses on the basis of diff erent 
accounting policies;

- The assets and liabilities belong to a group of fi nancial assets and/or fi nancial liabilities that are managed and 
assessed on the basis of their fair value in accordance with a documented risk management or investment 
strategy;

- The fi nancial instrument contains an embedded derivative fi nancial instrument, unless the embedded derivative 
fi nancial instrument does not signifi cantly aff ect the cash fl ows or if it is evident, after limited analysis or no 
analysis at all, that separate recognition is not required.

Interest earned on assets with this classifi cation is recognised as interest income and interest due on liabilities with 
this classifi cation is recognised as interest expense. Any other realised and unrealised gains and losses on revaluation 
of these fi nancial instruments at fair value are included under ‘Income from other fi nancial assets and liabilities’.

2.7 Day 1 profi t
Discrepancies between the transaction price and fair value may arise if valuation techniques are applied at the time 
of the transaction. Such a discrepancy is referred to as Day 1 profi t. Rabobank recognises this profi t directly under 
‘Trading income’ provided that the valuation technique is based on observable data inputs (from active markets). 
If unobservable data inputs were used, the Day 1 profi t is amortised over the term of the transaction and recognised 
under ‘Other debts’. Profi t is subsequently accounted for if the fi nancial instrument in question is sold or if the data 
input has subsequently become observable.
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2.8 Available-for-sale fi nancial assets
Management determines the appropriate classifi cation of a fi nancial asset on the date of acquisition.

Financial assets that are intended to be held indefi nitely and that could be sold for liquidity purposes or in response 
to changes in interest rates, exchange rates or share prices are classifi ed as available for sale.

Available-for-sale fi nancial assets are initially recognised at costs and immediately revalued at fair value based 
on quoted bid prices or values derived from cash fl ow models. The fair values of unlisted equity instruments are 
estimated based on appropriate price/earnings ratios, adjusted to refl ect the specifi c circumstances of the respective 
issuers. Any unrealised gains and losses from changes in the fair value of available-for-sale fi nancial assets are 
recognised in equity unless they relate to amortised interest. If such fi nancial assets are disposed of or suff er 
impairment losses, the adjustments to fair value are recognised in profi t and loss.

At each reporting date, management assesses whether there are objective indications of impairment of available-
for-sale assets. An investment is impaired if its cost permanently exceeds its recoverable amount, i.e. its fair value is 
permanently or signifi cantly lower than its cost. The recoverable amount of investments in unlisted equity instruments 
is determined using approved valuation methods, whereas the recoverable amount of listed fi nancial assets is 
determined on the basis of market value. These listed assets are deemed to be impaired if there are objective 
indications that the market value has decreased to such a degree that no reasonable assumptions can be made that 
the value will recover to carrying amount in the foreseeable future. If the impairment of an available-for-sale asset 
diminishes in a subsequent period and the diminution can be objectively attributed to an event that occurred after 
the impairment, the impairment is reversed through profi t and loss. This does not apply to investments in equity 
instruments whereby an increase in value after impairment is accounted for as a revaluation.

All purchases and sales made in accordance with standard market conventions for available-for-sale fi nancial 
assets are recognised at the transaction date. All other purchases and sales are recognised at the settlement date.

2.9 Held-to-maturity fi nancial assets
Financial assets with fi xed terms and cash fl ows are classifi ed as held-to-maturity fi nancial assets, provided 
management intends to keep them for their full terms and is in a position to do so. Management determines 
the appropriate classifi cation for its investments on their acquisition dates.

Held-to-maturity fi nancial assets are carried at amortised cost based on the eff ective interest method, net of 
provisions for impairment losses.

Interest earned on held-to-maturity fi nancial assets is recognised as interest income. All purchases and sales 
made in accordance with standard market conventions for held-to-maturity fi nancial assets are recognised at 
the date of settlement. All other purchases and sales are recognised as forward derivative contracts until their 
dates of settlement.

2.10 Repurchase agreements and reverse repurchase agreements
Financial assets that are sold subject to related sale and repurchase agreements are included in the fi nancial 
statements under ‘Trading fi nancial assets’ and ‘Available-for-sale fi nancial assets’. The liability to the counterparty 
is included under ‘Due to other banks’ and ‘Due to customers’, depending on the application.

Financial assets acquired under reverse sale and reverse repurchase agreements are recognised as Due from 
other banks, or Loans to customers, depending on the application. The diff erence between the selling price and 
repurchasing price is recognised as interest income or interest expense over the term of the agreement, based 
on the eff ective interest method.

2.11 Securitisations and other derecognition constructions
Rabobank securitises, sells and carries various fi nancial assets. Those assets are sometimes sold to special purpose 
entities (‘SPEs’), which then issue securities to investors. Rabobank has the option of retaining an interest in sold 
securitised fi nancial assets in the form of subordinated interest-only strips, subordinated securities, spread accounts, 
servicing rights, guarantees, put options and call options, and other constructions.
A fi nancial asset (or a portion of it) is derecognised if:
- The rights to the cash fl ows from the asset expire;
- The rights to the cash fl ows from the asset and a substantial portion of the risks and benefi ts of ownership of 

the asset are transferred;
- A commitment to transfer the cash fl ows from the asset is presumed and a substantial portion of the risks and 

benefi ts are transferred;
- Not all the economic risks and benefi ts are retained or transferred; however, control over the asset is transferred.
If Rabobank retains control over the asset but does not retain a substantial portion of the rights and benefi ts, 
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the asset is recognised in proportion to the continuing involvement of Rabobank. A related liability is also 
recognised to the extent of Rabobank’s continuing involvement. The recognition of changes in the value of 
the liability corresponds to the recognition of changes in the value of the asset.

If a transaction does not meet the above conditions for derecognition, it is recognised as a loan for which security 
has been provided.

To the extent that the transfer of a fi nancial asset does not qualify for derecognition, the transfer does not result 
in Rabobank’s contractual rights being separately recognised as derivative fi nancial instruments if recognition of 
these instruments and the transferred asset, or the liability arising on the transfer, were to result in double recognition 
of the same rights or obligations.

Gains and losses on securitisations and sale transactions depend partly on the previous carrying amounts of the 
fi nancial assets transferred. These are allocated to the sold and retained interests based on the relative fair values of 
these interests at the date of sale. Any gains and losses are recognised through profi t and loss at the time of transfer.

The fair value of the sold and retained interests is based on quoted market prices or calculated as the present 
value of the future expected cash fl ows, using pricing models that take into account various assumptions such as 
credit losses, discount rates, yield curves, payment frequency and other factors.

Rabobank decides whether the SPE should be included in the consolidated fi nancial statements.
For this purpose, it performs an assessment of the SPE by taking a number of factors into consideration, including 
the activities, decision-making powers and the allocation of the benefi ts and risks associated with the activities of 
the SPE.

2.12 Cash and cash equivalents
Cash equivalents are highly liquid short-term investments held to meet current obligations in cash, rather than for 
investments or other purposes. Such obligations have outstanding terms of less than 90 days at inception. Cash 
equivalents are readily convertible to known amounts of cash and subject to an insignifi cant risk of changes in value.

2.13 Netting of fi nancial assets and liabilities
Financial assets and liabilities are set off  and the net amount is transferred to the statement of fi nancial position if a 
legal right to set off  the recognised amounts exists and it is intended to settle the expected future cash fl ows on a 
net basis, or to realise the asset and settle the liability simultaneously. This mainly concerns netting off  of current 
account balances. The set-off  of taxes is discussed in section 2.25.

2.14 Foreign currencies
2.14.1 Foreign entities
Items included in the fi nancial statements of each entity in Rabobank Group are carried in the currency that 
best refl ects the economic reality of the underlying events and circumstances that are relevant for the entity 
(‘the functional currency’).The consolidated fi nancial statements are presented in euros, which is the parent 
company’s functional currency. 

Gains, losses and cash fl ows of foreign entities are translated into the presentation currency of Rabobank at 
the exchange rates ruling at the transaction dates, which is approximately equal to the average exchange rates. 
For purposes of the statement of fi nancial position, they are translated at closing rates. Translation diff erences 
arising on the net investments in foreign entities and on loans and other currency instruments designated as 
hedges of these investments are recognised in equity. If a foreign entity is sold, any such translation diff erences 
are recognised in profi t and loss as part of the gain or loss on the sale.

Goodwill and fair value adjustments arising on the acquisition of a foreign entity are recognised as assets and 
liabilities of the foreign entity and are translated at the closing rate.

2.14.2 Transactions in foreign currencies
Transactions in foreign currencies are translated into the functional currency at the exchange rates ruling at the 
transaction dates. Translation diff erences arising on the settlement of such transactions or on the translation of 
monetary assets and liabilities denominated in foreign currencies are recognised in profi t and loss, unless they are 
recognised in equity as qualifying net investment hedges.

Translation diff erences on debt securities and other monetary fi nancial assets carried at fair value are included 
under foreign exchange gains and losses. Translation diff erences on non-monetary items such as equity instruments 
held for trading are recognised as part of the fair value gains or losses. Translation diff erences on available-for-sale 
non-monetary items are included in the revaluation reserve reported under equity.
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2.15 Interest
Interest income and expense for all interest-bearing instruments is recognised in profi t and loss on an accrual 
basis, with the eff ective interest method being applied. Interest income includes coupons relating to fi xed-interest 
fi nancial assets and trading fi nancial assets, as well as the cumulative premiums and discounts on government 
treasury securities and other cash equivalent instruments. If any loans suff er impairment losses, they are written 
down to their recoverable amounts and the interest income recognised henceforth is based on the discount rate 
for calculating the present value of the future cash fl ows used to determine the recoverable amounts.

2.16 Fees and commission
Income from asset management activities consists mainly of unit trust, fund management commission and 
administration. Income from asset management and insurance brokerage is recognised as earned once the services 
have been provided.

Fees and commission are generally recognised on an accrual basis. Fees and commission received for negotiating 
a transaction, or taking part in the negotiations, on behalf of third parties, for example the acquisition of a portfolio 
of loans, shares or other securities, or the sale or purchase of companies, are recognised at completion of the under-
lying transactions.

2.17 Loans to customers and due from other banks
Loans to customers and due from other banks are non-derivative fi nancial instruments with fi xed or defi ned payments, 
not listed on an active market, apart from such assets that Rabobank classifi es as trading, at fair value on initial 
recognition with changes recognised through profi t and loss, or as available for sale. These loans and receivables 
are measured at amortised cost, including transaction costs.

Loans are subject to either individual or collective impairment analyses. A value adjustment, a provision for losses 
on loans, is recognised if there is objective evidence that Rabobank will not be able to collect all amounts due 
under the original terms of the contract. The size of the provision is the diff erence between the carrying amount 
and the recoverable amount, which is the present value of the expected cash fl ows, including amounts recoverable 
under guarantees and sureties, discounted at the original eff ective rate of interest of the loans.

The provision for loans includes losses if there is objective evidence that losses are attributable to some portions 
of the loan portfolio at the reporting date. Examples of objective evidence for value adjustments are:
- Signifi cant fi nancial problems on the part of the borrower;
- Default in making interest and/or redemption payments on the part of the borrower;
- Loan renegotiations;
- Possibility of bankruptcy of or fi nancial reorganisation at the borrower;
- Changes in borrowers’ payment status;
- Changes in economic circumstances that could cause the borrower to default.
The losses are estimated based on the historical pattern of losses for each separate portion, the credit ratings of the 
borrowers, and taking into account the actual economic conditions under which the borrowers conduct their activities. 
The carrying amount of the loans is reduced through the use of a provision account and the loss is taken to the 
statement of income. If a loan is not collectible, it is written off  from the related provision for losses on loans. 
Any amounts subsequently collected are included under the item ‘Value adjustments’ in the statement of income.

In its role as relationship bank, Rabobank will try to prevent the risk of default of payment on the part of the 
customer through adequate credit management, regular consultations with the customer and taking timely action. 
If despite these eff orts a customer defaults on payment, Rabobank will attempt to restructure the loan instead of 
realising the collateral as long as it sees prospects for continuity. This may result in payments being rescheduled, 
new terms attached to the loan agreed or additional collateral obtained. As soon as the prospects for continuity 
have recovered, the loan is no longer considered impaired (not fully collectible). Management continually assesses 
these renegotiated loans to ensure that all criteria are satisfi ed with a view to expected future cash fl ows.

At each reporting date, management assesses whether there is objective evidence that reclassifi ed loans 
previously recognised as available-for-sale assets have been impaired. If this is the case, the revaluation reserve 
is recognised in the ‘Net income from other fi nancial assets and liabilities classifi ed as at fair value through profi t 
or loss’. The loan is subsequently remeasured at the present value of the future cash fl ows at the eff ective rate of 
interest at the inception of the contract and also recognised in ‘Net income from other fi nancial assets and liabilities 
classifi ed as at fair value through profi t or loss’. 
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2.18 Intangible assets
2.18.1 Goodwill
Goodwill is the amount by which the acquisition price paid for a subsidiary or associate exceeds the fair value on 
the acquisition date of Rabobank’s share of the net assets and the contingent liabilities of the entity acquired. 
When non-controlling interests are purchased, the positive and negative diff erence between the cost and the carrying 
amount is accounted for as goodwill. Impairment tests are performed annually or – if indications so dictate – more 
frequently to determine whether impairment has occurred.

2.18.2 Software development costs
Costs related to the development or maintenance of software are recognised as an expense at the time they are 
incurred. Costs directly incurred in connection with identifi able and unique software products over which Rabobank 
has control and that will probably provide economic benefi ts exceeding the costs for longer than a year are recognised 
as intangible assets. Direct costs include the employee expenses of the software development team, fi nancing and 
an appropriate portion of the relevant overhead.

Expenditures that improve the performance of software compared with their original specifi cations are added to 
the original cost of the software. Software development costs are recognised as assets and amortised on a straight-
line basis over a period not exceeding fi ve years.

2.18.3  Insurance contracts acquired as part of a business combination or upon portfolio transfer and other 
intangible assets

The fair value (present value of the expected future cash fl ows) of contractual insurance rights and obligations are 
capitalised as intangible assets and amortised over the term of the contract, which is generally between two and 
fi ve years. The other intangible assets are amortised over their useful lives.

Each year, Rabobank performs an impairment test based on expected future cash fl ows. An impairment loss is 
recognised if the expected future profi ts do not justify the carrying amount of the asset.

2.18.4 Impairment losses on goodwill
Each year at year-end goodwill is tested for impairment by comparing the recoverable amount of cash-fl ow generating 
units with their carrying amount. The higher of value in use on the one hand and fair value less selling costs on the 
other determines the recoverable amount. The defi nition of cash-fl ow generating units depend on the type of 
company acquired.

The recoverable amount of a cash-fl ow generating unit is arrived at by determining the present valueof the 
expected future cash fl ows of the cash-fl ow generating unit in question at the interest rate before tax. The major 
assumptions used in the cash fl ow model depend on the input data which refl ect diff erent fi nancial and economic 
variables, such as the risk-free interest rate in a country and a premium refl ecting the inherent risk of the entity 
concerned. The variables are determined subject to review by management.

2.18.5 Impairment losses on intangible assets
At each reporting date, Rabobank assesses whether there are indications of impairment of other intangible assets. 
If such indications exist, impairment testing is carried out to determine whether the carrying amount of the other 
intangible assets is fully recoverable. An impairment loss is recognised if the carrying amount exceeds the recoverable 
amount. Goodwill and software under development are tested for impairment each year at the reporting date or 
more frequently if indications of impairment exist.

2.19 Property and equipment
Equipment (for own use) is recognised at historical cost net of accumulated depreciation and impairments if applicable.

Property (for own use) represents mainly offi  ces and is also recognised at cost less accumulated depreciation and 
impairments if applicable.

Straight-line deprecation is applied to these assets in accordance with the schedule below. 
Each asset is depreciated to its residual value over its estimated useful life:
- Land Not depreciated
- Buildings 25 – 40 years
Equipment, including
- Computer equipment 1 – 5 years
- Other equipment and vehicles 3 – 8 years
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Each year, Rabobank assesses whether there are indications of impairment of property and equipment. If the carrying 
amount of an asset exceeds its estimated recoverable amount, the carrying amount is written down immediately to 
the recoverable amount. Gains and losses on the disposal of items of property and equipment are determined in 
proportion to their carrying amounts and taken into account when determining the operating result. Repair and 
maintenance work is charged to profi t and loss at the time the relevant costs are incurred. Expenditures on extending 
or increasing the benefi ts from land and buildings compared with their original benefi ts are capitalised and sub-
sequently depreciated.

2.20 Investment properties
Investment properties, mainly offi  ce buildings, are held for their long-term rental income and are not used by 
Rabobank or its subsidiaries. Investment properties are recognised as long-term investments and included in 
the statement of fi nancial position at cost, net of accumulated depreciation and impairment.

Investment properties are depreciated in accordance with the terms of the underlying lease contracts.

2.21 Work in progress
Work in progress is included in ‘other assets’ in the statement of fi nancial position. Work in progress relates to 
commercial real estate projects as well as sold and unsold housing projects under construction or planned and is 
carried at cost plus allocated interest, net of provisions as necessary. Instalments invoiced to buyers and customers 
are deducted from work in progress. If the balance for a project is negative (the amount of the invoiced instalments 
exceeds the capitalised costs), the balance of that project is reclassifi ed as ‘Other liabilities’.

Gains and losses are recognised based on the percentage of completion method given the ‘continuous transfer’ of 
ownership involved. In the course of the construction work, Rabobank transfers the control and the material risks 
and benefi ts of the ownership of the work in progress in its current state to the buyer.

2.22 Leasing
2.22.1 Rabobank as lessee
Leases relating to property and equipment under which virtually all risks and benefi ts of ownership are transferred 
to Rabobank are classifi ed as fi nance leases. Finance leases are capitalised at the inception of the lease at the fair 
value of the leased assets or at the present value of the minimum lease payments if the present value is lower. 
Lease payments are apportioned between the lease liability and the fi nance charges, so as to achieve a constant 
rate of interest on the remaining balance of the liability. The corresponding lease liabilities are included under 
‘Other debts’, after deduction of fi nance charges. The interest components of the fi nance charges are recognised in 
profi t and loss over the term of the lease. An item of property and equipment acquired under a lease agreement is 
depreciated over the useful life of the asset or, if shorter, the term of the lease.

Leases under which a considerable portion of the risks and benefi ts of ownership of the assets is retained by the 
lessor are classifi ed as operating leases. Operating lease payments (less any discounts by the lessor) are charged to 
profi t and loss on a straight-line basis over the term of the lease.

2.22.2 Rabobank as lessor
Finance leases
If assets are leased under a fi nance lease, the present value of the lease payments is recognised as a receivable under 
‘Due from other banks’ or ‘Loans to customers’. The diff erence between the gross receivable and the present value 
of the receivable is recognised as unearned fi nance income. Lease income is recognised as interest income over 
the term of the lease using the net investment method, which results in a constant rate of return on the investment.
Operating leases
Assets leased under operating leases are included in the statement of fi nancial position under ‘Property and 
equipment’. The assets are depreciated over their expected useful lives in line with those of comparable items of 
property and equipment. Rental income (less discounts granted to lessees) is recognised under ‘Other income’ on 
a straight-line basis over the term of the lease.

2.23 Provisions
Provisions are recognised if Rabobank has a present obligation (legal or constructive) as a result of a past event, if 
it is probable that an outfl ow of resources will be required to settle the obligation and if a reliable estimate can be 
made of the amount of the obligation. If Rabobank expects a provision to be reimbursed, for example under an 
insurance contract, the reimbursement is recognised as a separate asset but only if the reimbursement is virtually 
certain. The provisions are carried at the discounted value of the expected future cash fl ows.
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2.23.1 Restructuring
Restructuring provisions comprise penalties for premature termination of leases, payments under redundancy 
schemes and other costs directly attributable to restructuring programmes. The costs are recognised in the period 
in which a legal or constructive obligation arises for Rabobank and a detailed redundancy scheme is in place. 
No provisions are formed in advance for costs relating to continuing operations of Rabobank.

2.23.2 Tax and legal issues
The provision for tax and legal issues is based on the best possible estimates available at year-end, taking into 
account legal and tax advice. The timing of the cash outfl ow of these provisions is uncertain because the outcome 
of the disputes and the time involved are unpredictable.

2.23.3  Other provisions
This item includes provision for onerous contracts, credit guarantees, Opmaat and obligations under the terms of 
the deposit guarantee system.

2.24 Employee benefi ts
Rabobank provides various pension plans based on the local conditions and practices of the countries in which it 
operates. In general, the plans are fi nanced by payments to insurance companies or trustee administered funds. 
The payments are calculated actuarially at regular intervals. A defi ned benefi t plan is one that incorporates a 
promise to pay an amount of pension benefi t, which is usually based on several factors such as age, number of 
years in service and remuneration. A defi ned contribution plan is one under which Rabobank pays fi xed contributions 
to a separate entity (a pension fund) and acquires no legal or constructive obligation if the fund has insuffi  cient 
assets to pay all the benefi ts to employee-members of the plan in respect of service in current and past periods.

2.24.1 Pension obligations
The defi ned benefi t liability is the present value of the defi ned benefi t obligation at the reporting date, including 
adjustments for actuarial gains and losses and past service costs not yet recognised, reduced by the fair value of the 
plan assets. The defi ned benefi t obligation is calculated by independent actuaries each year using the projected unit 
credit method. The present value of the defi ned benefi t obligation is calculated by discounting the estimated future 
cash outfl ows at rates of interest on prime corporate bonds with terms approximating those of the related obligations. 
Most of the pension plans are career average pension plans and the net costs after deduction of employees’ 
contributions are included under ‘Staff  costs’. Actuarial gains or losses from adjustments to actual developments 
and modifi ed actuarial assumptions are recognised using the corridor method. Insofar as unrecognised cumulative 
actuarial gains or losses exceed 10% of the higher of the present value of the gross obligation under the defi ned 
benefi t plan or the fair value of the fund, such excess is taken to profi t or loss, spread over two years.

2.24.2 Defi ned contribution plans
Under defi ned contribution plans, Rabobank pays contributions to publicly or privately managed insured pension 
plans on a compulsory, contractual or voluntary basis. Once the contributions have been made, Rabobank has no 
further payment obligations. The regular contributions are net period costs for the year in which they are due and 
are included on this basis under ‘Staff  costs’.

2.24.3 Other post-employment obligations
Some Rabobank units provide other post-employment benefi ts. To become eligible for such benefi ts, the usual 
requirement is that the employee remains in service until retirement and has been with the company a minimum 
number of years. The expected costs of these benefi ts are accrued over the years of service, based on a system 
similar to that for defi ned benefi t plans. The obligations are valued each year by independent actuaries.

2.25 Tax
Current tax receivables and payables are set off  if there is a legally enforceable right to set off  such items and if 
simultaneous treatment or settlement is intended. Deferred tax assets and liabilities are set off  if there is a legally 
enforceable right to set off  such items and if they relate to the same tax authority and arise from the same tax group.

Provisions are formed in full for deferred tax liabilities, using the liability method, arising from temporary diff erences 
at the reporting date between the tax bases of assets and liabilities and their carrying amounts for fi nancial reporting 
purposes.
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The main temporary diff erences relate to the depreciation of property and equipment, the revaluation of certain 
fi nancial assets and liabilities, including derivative fi nancial instruments, provisions for pensions and other post-
employment benefi ts, provisions for losses on loans and other impairment and tax losses, and, in connection with 
business combinations, the fair values of the net assets acquired and their tax bases. Deferred income tax assets 
and liabilities are measured at the tax rates that have been enacted or substantively enacted at the reporting date.

Deferred tax assets are recognised to the extent that it is probable that future taxable profi ts will be available, 
against which the temporary diff erences can be utilised.

Provisions are formed in respect of taxable temporary diff erences associated with investments in subsidiaries, 
associates and interests in joint ventures, unless the timing of the reversal of the temporary diff erences can be 
controlled and it is probable that the temporary diff erences will not reverse in the foreseeable future.

Taxation on profi t is calculated in accordance with the tax legislation of the relevant jurisdiction and recognised 
in the period in which the profi t is realised. The tax eff ects of the carry-forward of unused tax losses are recognised 
as an asset if it is probable that future taxable profi ts will be available against which the losses can be utilised.

Deferred tax assets or deferred tax liabilities are included for the revaluation of available-for-sale fi nancial assets 
and cash fl ow hedges that are directly taken to equity and recognised in profi t and loss upon realisation together 
with the respective gain or loss.

2.26 Due to other banks, due to customers and debt securities in issue
These borrowings are initially recognised at cost, i.e. the proceeds received less directly attributable and non-recurring 
transaction costs. Loans are subsequently included at amortised cost. Any diff erence between the net proceeds and 
the redemption amount is recognised over the term of the loan, using the eff ective interest method.

If Rabobank repurchases one of its own debt instruments, it is derecognised, with the diff erence between the 
carrying amount of a liability and the consideration paid being recognised as income or expense.

2.27 Rabobank Member Certifi cates
These are the certifi cates for shares in the capital of Rabobank Ledencertifi caten N.V., Rabobank Ledencertifi caten II N.V. 
and Rabobank Ledencertifi caten III N.V. respectively issued in 2000, 2001, 2002 and 2005. On 30 December 2008, 
the merger between RLC (as the recipient company), RLC I and RLC II became eff ective (‘the merger’). Following the 
merger, RLC (known after the merger as: Rabobank Ledencertifi caten N.V.) acquired all the capital of RLC I and RLC II 
by universal title and RLC I and RLC II ceased to exist.

Since the proceeds of the issue are available to Rabobank on a perpetual and highly subordinated basis (also 
subordinate to the Trust Preferred Securities) and since in principle no distribution is made if the consolidated 
statement of income of Rabobank shows a loss for any fi nancial year, the issue proceeds, insofar as they have been 
lent on to Rabobank Nederland, are recognised under ‘Equity’ in proportion to the number of certifi cates held by 
members and employees. As a result, distributions are accounted for in the profi t appropriation.

2.28 Trust Preferred Securities and Capital Securities
Trust Preferred Securities, which pay a non-discretionary dividend and are redeemable on a specifi c date or at the 
option of the holder, are classifi ed as fi nancial liabilities and included under ‘Subordinated debt’. The dividends on 
these preferred securities are recognised in profi t and loss as interest expense based on amortised cost using the 
eff ective interest method.

The remaining Trust Preferred Securities and Capital Securities are recognised as ‘Equity’, as there is no formal 
obligation to repay the principal or to pay the dividend.

When non-controlling interests are purchased, the positive and negative diff erence between the cost and 
the carrying amount is accounted for as goodwill.

2.29 Financial guarantees
Financial guarantees are initially measured at fair value and subsequently at the higher of two amounts, i.e. the 
amount Rabobank would reasonably have to pay at the reporting date to settle the obligation or transfer it to a 
third party and the initial carrying amount less amortisation.

2.30 Bills
Bills represent commitments by Rabobank to redeem bills issued to clients. Rabobank expects to redeem most bills 
at the time clients receive payment. Bills are recognised as off -balance-sheet transactions and disclosed as contingent 
liabilities and obligations.
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2.31 Segment information
A segment is a distinguishable component of Rabobank that engages in providing products or services and is 
subject to risks and returns that are diff erent from those of other segments. The segments reported by Rabobank 
are defi ned on the basis of the ‘management approach’, i.e. the segments assessed by management for the benefi t 
of Rabobank’s strategic management and in order to make informed management decisions and explore various 
risk and return ratios. Rabobank’s primary segment reporting format is by business segment; the secondary format 
is by geographical segment.

2.32 Statement of cash fl ows
Cash and cash equivalents comprises cash resources, money market deposits and deposits at central banks. 
The statement of cash fl ows is prepared in accordance with the indirect method of calculation and provides details 
of the source of the cash and cash equivalents that became available during the year as well as their application 
during the year. Operating profi t before taxation in the net cash fl ow from operating activities is adjusted for items 
in the statement of income and movements in items in the statement of fi nancial position which do not actually 
generate cash fl ows during the year.

The cash fl ows from operating, investing and fi nancing activities are stated separately. Movements in loans and 
receivables and interbank deposits are accounted for under cash fl ows from operating activities. Investing activities 
relate to acquisitions and disposals and repayments on fi nancial investments, as well as the acquisition and disposal 
of subsidiaries and property and equipment.

The proceeds from the issue of and payments on Member Certifi cates and subordinated loans qualify as fi nancing 
activities. Movements on account of currency translation diff erences are eliminated, as are the consolidation eff ects 
of acquisitions of associates.

3 Solvency
As a bank, Rabobank is subject to a number of statutory requirements, one of which concerns the minimum 
solvency position. That position is determined on the basis of a set of ratios which compare the bank’s qualifying 
capital (BIS ratio) and core capital (Tier 1) with the total risk-weighted assets. The minimum requirements for 
qualifying capital and core capital are 8% and 4% of risk-weighted assets respectively. The Dutch banking super-
visory authority, the Nederlandsche Bank (Dutch Central Bank), sets detailed standards for determining the capital 
ratios. These standards are derived from the capital adequacy guidelines of the European Union (the Directive on 
the capital adequacy requirements of investment fi rms and credit institutions) and the Basel Committee on Banking 
Supervision (the Basel II Accord). In the Netherlands these standards have been incorporated into the Financial 
Supervision Act and associated subordinate regulations.

The risk-weighted assets are determined for credit risk purposes in many diff erent ways.
For most assets the risk weight is determined with reference to internal ratings and a number of characteristics 

specifi c to the asset concerned. For off -balance sheet items the balance sheet equivalent is calculated fi rst, on the 
basis of internal conversion factors. The resulting equivalent amounts are then also assigned risk-weightings.

An Advanced Measurement Approach Model is used to determine the amount with respect to the risk-weighted 
assets for operational risk. With the market risk approach, the general market risk is hedged, as well as the risk of 
open positions in foreign currencies, debt and equity instruments, as well as items of property and  equipment.



 22

Consolidated Financial Statements 2009 Rabobank Group

Rabobank’s ratios

In millions of euros 2009 2008

Tier I and qualifying capital can be broken down as follows:    
Retained earnings (note 29) 22,868 21,304
Rabobank Member Certifi cates (note 30) 6,315 6,236
Trust Preferred Securities III to VI (note 31) 1,229 1,697
Trust Preferred Securities II (note 27) 391 1,257
Capital Securities (note 31) 4,953 1,813
  35,756 32,307
Part of non-controlling interest treated as qualifying capital 1,550 1,461
Deductions (5,116) (3,410)
Tier I capital 32,190 30,358
Part of reserves treated as qualifying capital (16) 178
Deductions (1,287) (501)
Part of subordinated debt treated as qualifying capital 1,944 877
Qualifying capital 32,831 30,912
Risk-weighted assets 233,372 238,080
Ratios    
Tier 1-ratio 13.8% 12.7%
BIS-ratio 14.1% 13.0%

4 Risk exposure of fi nancial instruments
4.1 Risk governance
Rabobank Group manages risks at various levels. At the highest level, the Executive Board determines the risk strategy 
it will pursue, the policy framework as well as the limits, under the supervision of the Supervisory Board and on the 
recommendation of the Statement of Financial Position and Risk Management Committee Rabobank Group and the 
Credit Management Committee Rabobank Group. The Supervisory Board regularly assesses the risks attached to the 
activities and portfolio of the Rabobank Group. The Chief Financial Offi  cer, who is also a member of the Executive Board, 
is responsible for the implementation of the risk management policy within the Rabobank Group. Responsibility for 
the risk policy within Rabobank Group is spread across two directorates. Group Risk Management is in charge of the 
policies for interest rate, market, liquidity, currency and operational risks as well as for the policy for credit risks at 
portfolio level. Credit Risk Management is responsible for the credit risk acceptance policy at item level. Furthermore, 
the Group entities practice independent risk management.

4.2 Strategy for the use of fi nancial instruments
Rabobank’s activities are inherently related to the use of fi nancial instruments, including derivative fi nancial 
instruments. Rabobank accepts deposits from clients at fi xed and variable rates of interest for a variety of terms 
and aims to earn above average interest margins on these deposits by investing them in high-quality assets. 
Rabobank also aims to increase these margins by consolidating short funds and loans for longer terms at higher 
interest rates, at the same time keeping suffi  cient liquid resources to meet all payments that might become due.

A further objective of Rabobank is to increase its interest rate margins by obtaining above-average margins, 
after deduction of provisions, and by granting loans to commercial and retail borrowers with various credit ratings. 
These risks apply not only to loans recognised in the statement of fi nancial position; Rabobank also gives guarantees 
such as letters of credit and performance and other guarantee documents.

Rabobank also trades in fi nancial instruments when it takes positions in tradable and unlisted instruments (OTCs), 
including derivative fi nancial instruments, in order to profi t from short-term movements on the share and bond 
markets and in exchange rates, interest rates and commodity prices.

4.3 Interest rate risk
On account of its activities Rabobank is exposed to interest rate risk in its core business. Interest rate risk in a fi nancial 
market environment is part of market risk. Interest rate risk is the risk that the bank’s fi nancial result and/or economic 
value may decline due to unfavourable developments in the money and capital markets. This risk may arise due to 
an interest rate mismatch between assets and liabilities (mismatch risk), due to interest-related options embedded 
in products that could aff ect cash fl ows (option risk), due to possible changes in the yield curve (yield curve risk) and 
due to changes in the relationship between various yield curves (basis risk). Any interest rate risk run by customers 
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due to the fact that their payment obligations increase as a result of higher interest rates does not aff ect Rabobank’s 
interest rate risk position. Any resulting negative eff ects qualify as credit risk.

Accepting a certain level of interest rate risk is inherent in the business of banking and can be a major source of 
results and value creation. Each year, the Executive Board, under the supervision of the Supervisory Board, determines 
the risk appetite and corresponding limits. Reports on the current interest rate risk position are submitted to the 
respective risk management committees on a monthly basis. The various treasury departments within the group 
entities are responsible for the daily monitoring activities. Furthermore, reports are provided to the supervisory 
authority, the Dutch Central Bank, each quarter.

Interest rate risk is not only measured on the basis contract terms; the bank’s internal interest rate risk model also 
takes client behaviour into consideration. For instance, premature mortgage repayments are taken into account and 
items in the statement of fi nancial position without a term stipulated by contract, such as savings and current 
account balances, are modelled based on what is known as the replicating portfolio method. Portfolios of money 
market and capital market instruments are selected that most replicate the behaviour of these items.

Gap analyses, duration determination and simulation are used to determine the interest rate risk. Both the 
income-at-risk and equity-at-risk are subject to restrictions. Another major risk indicator is the basis point value. 
The basis point value (BPV) is the absolute loss in market value of equity that arises in the event of a parallel 
increase of the entire interest rate curve by 1 basis point. During the year under review, the BPV never exceeded 26. 
The defi nition of equity used for interest rate risk management diff ers from the IFRS defi nition of equity. For interest 
rate risk management purposes, the economic value of equity is defi ned as the present value of the assets less the 
present value of the liabilities plus the present value of the derivative position. Through the use of hedge accounting 
and due to the fact that a substantial number of items in the statement of fi nancial position, in IFRS terms, is stated 
at amortised cost and hence is not subject to any changes in value, the eff ects of the calculated changes in value on 
the IFRS equity will be largely restricted to an impact on the net interest income.

4.3.1 Income at risk
The table below sets out the basis point sensitivity of the interest rate result (interest income less interest expense, 
before tax) for the next two years based on a level statement of fi nancial position structure and no management 
intervention. The impacts in the fi rst and second year are listed separately and are based on the assumption that 
the interest rate will show an even and parallel increase/decline by 200 basis points during the fi rst 12 months and 
remain at the same level in months 13 through 24. The simulation of the possible interest income is based on an 
interest rate risk model developed in-house, whereby certain assumptions are made in respect of interest rate sensi-
tivity of products whose interest rates are not directly linked to a certain money or capital market rate, such as 
savings of private customers. A smaller increase or decrease will have a proportionally similar eff ect. Said impact on 
interest income is refl ected in IFRS equity through profi t and loss and is very small.

Income at risk
31 Dec 2009 31 Dec 2008

In millions of euros 200 bp increase 200 bp decline 200 bp increase 200 bp decline 

1-12 months +129 (83) +35 (54)
13-24 months +379 (363) (87) +36

4.3.2 Equity at risk
The table below shows the sensitivity of the economic value of equity to interest rate changes, based on the 
assumption that the yield curve increases and declines by 200 basis points at once. The percentages in the table 
represent the deviation from the current present value of equity.

Equity at risk
31 Dec 2009 31 Dec 2008

In % 200 bp increase 200 bp decline 200 bp increase 200 bp decline

Economic value of equity -10% +12% -11% +11%

The aforementioned methods are supported by various scenario analyses. The results of these scenario analyses are 
important for integral interest rate risk management purposes and are included in reports to senior management.

4.4 Credit risk
Credit risk is the risk that a counterparty is unable to meet a fi nancial or other contractual obligation vis-à-vis the 
bank. Credit risk is inherent to granting loans. Positions in tradable assets such as bonds and shares are also subject 
to credit risk.
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Rabobank restricts its credit risk exposure by setting limits for loans to an individual counterparty, or a group of 
counterparties, as well as for loans to countries. The four-eyes principle is a key factor when granting loans. 
A multi-level committee structure is in place to make decisions on major loan applications, with the competent 
committee being chosen based on the size of the loan. Decisions on the largest loans are made directly by the 
executive board.

The credit risk exposure relating to each individual borrower is further restricted by the use of sub-limits to hedge 
amounts at risk, not all of which are disclosed in the statement of fi nancial position, and the use of daily delivery risk 
limits for trading items such as forward currency contracts. Most actual risks are assessed daily against the limits.

Once a loan has been granted, it is continually subject to credit management as part of which new information – 
fi nancial and other – is reviewed. Credit limits are adjusted where necessary. Rabobank obtains collateral or guarantees 
for the majority of the loans.

The new ‘Basel II’ capital accord became eff ective for Rabobank Group as from 1 January 2008. The Dutch Central 
Bank has granted Rabobank Group permission to determine the Basel II equity requirements in accordance with the 
most advanced methods, i.e. the Advanced Internal Ratings Based approach. For this purpose, Rabobank Group has 
developed its own risk models over the past few years.

4.4.1 Maximum credit risk
The table below sets out the maximum credit risk to which Rabobank is subject at the reporting date in respect of 
the various categories, without taking into account any collateral or other measures for restricting credit risk.

In some cases the amounts below deviate from the carrying amounts, since the outstanding equity instruments 
are not included in the maximum credit risk. The amounts are based on fair value and represent the current credit 
risk and could deviate from the maximum credit risk in the future as a result of changes in parameters.

Maximum gross credit risk

In millions of euros 2009 2008

Cash and cash equivalents 16,565 7,105
Due from other banks 35,641 33,776
Trading fi nancial assets 10,433 9,386
Other fi nancial assets at fair value through profi t and loss 6,655 7,021
Derivative fi nancial instruments 39,091 66,759
Loans to customers 433,870 426,283
Available-for-sale fi nancial assets 32,324 30,671
Held-to-maturity fi nancial assets 418 497
Other assets (incl. current tax assets) 8,961 10,853
Total 583,958 592,351
     
Credit related and contingent liabilities 44,664 42,651
Total 628,622 635,002

4.4.2 Loans
Apart from due from other banks (36 billion, or 6% of total assets), Rabobank’s only signifi cant risk concentration is 
in the private sector lending; these loans to private customers account for 48% of all loans to customers. These loans 
have a very low risk profi le as evidenced by the actual losses incurred in previous years. The proportion of the total 
loan portfolio attributable to the food & agri sector was 17% in 2008. The proportion of the total loan portfolio 
attributable to trade, industry and services was 35% at year-end 2009. Loans to trade, industry and services and 
loans to the food & agri sector are both spread over a wide range of industries in many diff erent countries. None of 
these shares represents more than 10% of the total client loan portfolio. Continuing poor market conditions in 
the Netherlands have a massive impact on many industry sectors. For the local Rabobanks, bad debt costs in the 
food & agri sector are concentrated in glass horticulture, with virtually all segments in the TIS sector having been hit 
hard, inland shipping in particular. For Rabobank International, bad debt costs were signifi cantly infl uenced by the 
provisions formed for the Irish real estate portfolio.
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In millions of euros 2009   2008  

Total loans to customers 433,870   426,283  
Of which : to government clients 3,936   8,848  
 securities transactions due from private sector lending 8,368   3,812  
 interest rate hedges (hedge accounting) 5,818   5,003  
Private sector lending 415,748   408,620  
This can be broken down geographically as follows:        
The Netherlands 312,477 75% 298,172 73%
Rest Europe 37,259 9% 43,228 11%
North America 36,194 9% 40,415 10%
Latin America 8,837 2% 7,372 2%
Asia 6,112 1% 5,803 1%
Australia 14,837 4% 12,830 3%
Other countries 32 0% 800 0%
Total 415,748 100% 408,620 100%
         
Risk spread in the loan portfolio can be broken down by business 

segment as follows:        
Private individuals 200,607 48% 193,958 47%
Trade, industry and services 143,679 35% 146,336 36%
Food and agri 71,462 17% 68,326 17%
Total 415,748 100% 408,620 100%

4.4.3 Derivative fi nancial instruments
Rabobank sets strict limits for open positions, in amounts as well as in terms. If ISDA (International Swaps and 
Derivatives Association) standards apply or a master agreement including equivalent terms has been concluded 
with the counterparty and if the jurisdiction of the counterparty permits setting off , the net open position is 
monitored. The amount exposed to credit risk is limited in each case to the fair value of the transactions plus an 
uplift for potential future risks. This credit risk is managed as part of the general lending limits for clients. Where 
needed, Rabobank obtains security or other safeguards with respect to credit risks inherent in these transactions.

The credit risk exposure represents the current fair value of all open derivative contracts showing a positive 
market value, taking into account master netting agreements enforceable by law.

4.4.4 Credit risk management methods
Rabobank’s credit risk exposure is restricted in part by obtaining collateral where necessary.

The amount and nature of the collateral required depends partly on the assessment of the credit risk of the loan 
to the counterparty. Rabobank follows guidelines for the purpose of accepting and valuing diff erent types of collateral. 
The major types of collateral are:
- Residential mortgage collateral;
- Mortgage collateral on property, inventories and receivables, mainly for business loans;
- Cash and securities, mainly for securities lending activities and reverse repurchase transactions.
The bank also uses credit derivative fi nancial instruments to manage credit risks. Management monitors the market 
value of collateral obtained and requests additional collateral, if necessary.

Rabobank further limits its exposure to credit risk by entering into master netting arrangements with counterparties 
for a signifi cant volume of transactions. In general, master netting arrangements do not lead to the setting off  of 
assets and liabilities included in the statement of fi nancial position as transactions are usually settled gross. 
The credit risk is limited by master netting arrangements, however, to the extent that, if an event or cancellation 
occurs, all amounts involving the counterparty are frozen and settled net. Taking netting arrangements into 
account, the total fair value of the derivative contracts portfolio is a positive amount of 13,613 (2008: 22,350). 

The total credit risk exposure of Rabobank from derivative fi nancial instruments to which netting arrangements 
apply is highly sensitive to the closing of new transactions, lapsing of existing transactions and fl uctuations in 
market interest and exchange rates.



 26

Consolidated Financial Statements 2009 Rabobank Group

4.4.5 Off -balance sheet fi nancial instruments
The guarantees and stand-by letters of credit which Rabobank provides to third parties in the event a client cannot 
fulfi l its obligations vis-à-vis these third parties, are exposed to credit risk. Documentary and commercial letters of 
credit and written undertakings by Rabobank on behalf of clients authorise third parties to draw bills against 
Rabobank up to a preset amount subject to specifi c conditions. These transactions are backed by the delivery of 
the underlying goods to which they relate. Accordingly, the risk exposure of such an instrument is less than that 
of a direct loan.

Obligations to grant loans at specifi c rates of interest during a fi xed period of time are recognised under credit 
granting liabilities and accounted for as such unless these commitments do not extend beyond the period expected 
to be needed to perform appropriate underwriting, in which case they are considered to be transactions conforming 
to standard market conventions. Rabobank is exposed to credit risk when it promises to grant lending facilities. The 
size of such losses is less than the total of the unused commitments, as most promises to grant credit facilities are 
made subject to the clients meeting certain conditions that apply to loans. Rabobank monitors the term to expiry of 
credit promises, as long-term commitments are generally associated with a higher risk than short-term commitments.

4.4.6 Credit quality of fi nancial assets
In its fi nancing approval process, Rabobank Group uses the Rabobank Risk Rating, which refl ects the counterparty’s 
probability of default (PD) over a one-year period. The table below sets out the credit quality (after deduction of the 
provision for doubtful debts) of the loan-related items in the statement of fi nancial position.

Credit quality of fi nancial assets

In millions of euros 
(Virtually) 

no risk
Adequate 

to good Vulnerable Impaired Total

At 31 December 2009          
Due from other banks 31,151 4,410 10 70 35,641
Loans to customers          
Loans to government clients 3,329 590 5 12 3,936
Loans to private clients:          
 - overdrafts 292 12,301 1,533 749 14,875
 - mortgages 62,962 135,352 2,545 432 201,291
 - leases 1,412 15,514 1,290 1,148 19,364
 - receivables relating to securities transactions 5,526 2,842 - - 8,368
 - corporate loans 14,676 126,010 1,234 2,277 144,197
 - other 8,727 28,600 4,053 459 41,839
Total 128,075 325,619 10,670 5,147 469,511
           
At 31 December 2008          
Due from other banks 30,857 2,885 22 12 33,776
Loans to customers          
Loans to government clients 7,810 1,034 - 4 8,848
Loans to private clients:          
 - overdrafts 2,313 12,092 210 109 14,724
 - mortgages 50,010 140,699 1,745 221 192,675
 - leases 1,781 15,936 1,316 400 19,433
 - receivables relating to securities transactions 1,180 2,631 - - 3,811
 - corporate loans 28,230 119,743 1,240 1,747 150,960
 - other 11,328 21,315 1,851 1,338 35,832
Total 133,509 316,335 6,384 3,831 460,059
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The table below gives an age analysis of fi nancial assets expired (overdue) but unimpaired.

Age analysis

In millions of euros < 30 days 30 to 60 days 61 to 90 days > 90 days Total

At 31 December 2009          
Due from other banks 10 - - - 10
Loans to customers          
Loans to government clients 5 - - - 5
Loans to private clients:          
 - overdrafts 1,056 353 118 6 1,533
 - mortgages 1,479 656 295 115 2,545
 - leases 854 258 177 1 1,290
 -  receivables relating to securities transactions - - - - -
 - corporate loans 596 195 204 239 1,234
 - other 2,814 887 351 1 4,053
Total 6,814 2,349 1,145 362 10,670
           
At 31 December 2008          
Due from other banks 22 - - - 22
Loans to customers          
Loans to government clients - - - - -
Loans to private clients:          
 - overdrafts 148 39 23 - 210
 - mortgages 972 509 233 31 1,745
 - leases 936 220 160 - 1,316
 - receivables relating to securities transactions - - - - -
 - corporate loans 668 173 67 332 1,240
 - other 1,013 522 316 - 1,851
Total 3,759 1,463 799 363 6,384

The fair value of the security received by the bank for assets expired but unimpaired is 7,697 (2008: 4,307).

Structured credit
Rabobank Group incurs limited exposure to more structured investments in its trading and investment portfolios. 
This structured credit exposure stood at 8.0 billion at year-end 2009, and consisted primarily of high quality 
investments with AAA ratings.

Structured credit exposure 
rating distribution

AAA 71%
AA 12%
A 10%
Below A 7%

year-end 2009

Structured credit exposure

Non-subprime RMBS 3.0
CDO/CLO and other
corporate exposures 2.3
Commercial real estate 1.3
Other ABS 1.0
ABS CDO 0.2
US subprime 0.2

in billions of euros 
at year-end 2009
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