a) the date being two (2) years after the Effective Time, unless fhe Bank (by amendment
under ¢lause 11,1} agrees to extend the termination date to a later date specified by the
Bank. Termination of the Guarantee shall not be effective with respect to any
Obligation which RNZ has incurred prior to the date of termination;

b) automatically in reépect of all Obligations whether incurrad before or afier such
termination if:

i) any subgtantial asget of RNZ; or
i) any share m the issued capital of RNZ

is expropriated or nafionalised by the Government of New Zealand; or by any political
subdivision thereof (the "Government") or any entity succeeding to the powers of any such
Govemment or any agency of any such Government or any such successor entity or any
authority which is owmed or controlled by any such Government or any such successor entity

except where such expropriation or nationalisation results from the default by RNZ of any
statute, regulation or other binding law; or

c) a change in any law or regulation i any jurisdiction which renders the Guarantee
illepal or inoperative in New Zealand.

72 Immediately after the Bank Decomes aware of the termination of the Guarantee pursnant to
clause 7.1(b) or 7.1(c) the Bank shall notify RNZ thereof and pive notice of such termination
by an advertisement in a newspaper circulating generally throughout New Zealand.

8. STIBROGATION

81 The Bank and RNZ, expressly agree that the Bank is and shall be enfitled to all the rights and
remedies of a guarantor under law including, without imiting the generality of the foregoing,
al! rights of subrogation which shall accrue to the Bank by virtue of any payment hereander by
the Bank to or for the benefit of any Creditor and, subject to the law, the Bank shall be entitled
to claim the benefit of and participate in any security now or hereafter held by that Creditor
from BRNZ either in whole or upon 2 pro-rata basis, as the case may be, where the Bank has
paid all moneys to or for the benefit of that Creditor under this Deed. Notwithstanding the
generality of the foregoing, the Bank shall not exercise or seek to enforce any claim against
RNZ (whether or not in liquidation) for reimbursement to the Bank of any moneys paid
pursuant te this Deed by the Bank to a Creditor in respect of an Obligation until the default of
RINZ in respect of that Obligation has been fully remedied by RNZ or the Bank.

9. DEALINGS BETWEEN TIHE BANK AND THE CREDITORS

9.1  The Bank and BRNZ agree that a Creditor shall be entitled to directly claim under, or take or
obtain or otherwise enjoy the benefit of, this Deed npon the condition that the Craditor
complies with the provisions of ¢lauses 3.1 and 3.2,

92 Afier recsipt of a written demand from a Creditor under clause 3.2 the Bank and that Creditor
shall deal with one another as principal in relation to all matters under or in relation to this
Deed, the Guarantes and RNZ.

23 Without himiting the generality of clause 10, the Bank shall be and is eutitled to serve any
notice, demands or statements in connection with this Deed apon that Creditor (at its place of
business specified in the Creditor's Demand) and the Bank ghall be and iz entitied to make any
payment which it is liable to pay to the Creditor under this Deed directly to that Creditor and
not through any other Person.
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NOTICES

Any notics to the Creditors generally in respect of this Deed will be validly given if published
in a newspaper circulating generally throughout New Zealand. Any such notice shall be
deemed to have been given on the date of publication or, if published more than once, on the
date of first publication.

Any notice, demand, statement ar other document required to be served on or delivered to the
Bank or RNZ under or in relation to this Deed ("Notice") shall be in writing signed by the
party giving the Notice or by an Authorised Officer of that party, shall be made, setved or
given (subjeet in the case of the Bank to clause 13.2) by being lefl at or sent by prepaid mail or
by facsimile as follows:

to the Bank:

Cooperatieve Centrale
Raiffeisen-Boerenleenbank B.A.
Croeselaan, 18 3521 CB Utrecht
The Netherlands

Attention: Staf en Ieiding CRG, Garantiedesk - Kamer UC-G717

o RNZ:
80 The Terrace,

Wellington,
New Zealand

Attention: Head Counsel, New Zealand
Facsimile no..+61 4 819 2706

or to such other address or facsimile number as shall have been notified {in accordance with
this clause) to the ofher party hereto. No Notice shall be deemed to have been received by the
Bank or RNZ. until actually received by the relevant party to whom it is addressed at its
designated address.

AMENDMENT

The Bank may, from time to time and without any authority or assent of RNZ or the Creditors,
atter, modify, or add to this Deed if in the reagonable opinion of the Bank:

a} the alteration, modification or addition is made to correct a manifest etror or is of a
formal or technical nafurs;

b) the modification, alteration or addition is necessary to comply with the provisions of
any staiute, whether or not required by any statutory anthority; or

¢) the alteration, modification or addition is desirable for the pwpose of more
advantageousty administering the rights and obligations established under this Deed,

and in any case such modification, alteration or addition is considered by the Bank, acting in
gocd faith, not to be materially prejudicial to the Creditors as whels, so far as known to it.

ADDITIONAT, SUBSIDIARY.

The Bank may in its sole and absolute discretion by notice in writing to RNZ agres to assume
a Hability (in addition to ity existing lability under this Deed as gnarantor) for the obligations
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12.3

13.
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of any other subsidiary now or hereafter formed or acquired by the Bank or RNZ (" Additional
Subsidiary"), in which ¢ase the Bank shall then promptly publicise such notice by an
advertisement in a newspaper circulating generally throughout New Zealand,

Upon the date specified in a notice under olause 12.1, the Guarantee and the provisions of this
Deed shall extend and apply mutatis smtandis to the Additional Subsidiary as if each reference
in this Deed to RINZ were a reference to RNZ or the Additional Subsidiary (as the case may

be). A notice under clause 12.1 shall be signed by and shall specify an address for service of
the Additiona! Subsidiary.

As soon as practicable after giving nofice pursuant to clause 12.1, the Bank shall procure the
Additional Subsidiary to enter info a Deed supplemental to this Deed evidencing the consent
by the Additional Subsidiary to the terms of this Deed.

GOVERNING LAW

This Deed shall be governed by and construed in aceordance with the laws for the time being
in force in New Zealand, The Bank and RNZ each hereby submit, for the purposes of this
Deed, to the non-exclusive jurisdiction of the Courts of New Zealand and any court hearing
appeals from thermn in respect of all legal actions arising under or in relation to this Deed.

The Bank hereby irrevocably appoints RNZ (and RNZ hereby accepts such appointment) fo be
the agent of the Bank te accept service of process on behalf of the Bank in respect of all
matiers in New Zealand arising under or in relation to this Deed and the Bank agrees that any
such process shall be properly served upon the Bank if delivered to RNZ at its address for the
service of Notices set out in elause 10.2.

ASSTGNMENT

Mo party to this Deed miy agsign its tights or obligations hersunder without the consent in
writing of the ather party.

CERTIFICATE

RINZ shall advise the Bank in writing within fourteen (14) days of a request in wiiting from
the Bank (made no more frequently than quarterly or following receipt by it of a Creditor's
Demand} to do se, of its best estimate of the aggregate principal amount of the Obligations for
which it is indebted as at such date to either all of the Creditors generally or to those Creditors
speeified by the Bank in its request.

LEGAL COSTS & EXPENSES

Each party agrees to pay all of its own legal costs and expenses of and incidential io the
negotiation, preparation and execution of this Deed.

EXECUTED as a Deed,




STIGNED, for and on behalf of
COQOPERATIEVE RAIFFEISEN-BOERENLEENBANK B.A,

‘“\\\j‘%ﬂm AL
SJQ.ijEfE”,,wﬂ’
MambEr Executive Board

P.J.A. van Schijndel

Member Executive Beard
SIGNED for and on behalf of )
RABOBANE NEW ZEALAND )
LIMITED
in the pregence of )] D]Iectorfﬂuﬁheﬂsed.
Ruurd Weulen Kranenherg Siguator~ STuce Raymond Dick
1! 2
Witness signature

Gregory Paul Kelly

Full name

- L16, 201 Susgex Streat, Sydmey

Address

Ganeral Counsel

Occupation

6 February 2008
Date

Naote: [ vwo directors sign, no witnesg ig necessary. Ifa directar and authoriged signatory sign, both signatures are to e witnessed. If
the dircetor and suthorfsed signatory are not signing togather, a separate witness will be necessary for each signabure.

Qv 3 =1 b




Appendix 1la

Old Guarantee















18702 '98 WED 08:09 FAX 81 2 92237711

3.5

4.1
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4.3
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6.1

BAKER & MCKENZIE

legal proceedings or otherwise. The Trustee agrees promptly to forwird to the Creditor or
Creditors zntitled therato all amonnts paid by the Bank to the Trustee: in relation te the
Creditor under this Deed less arty deductions which the Trustee i3 entitled to make pursuam 1o
thig Deed.

1f the Trustes determines that it will incur costs, expenses or Hisbilities in taking steps pursuant
to clauses 1.3 or 3.4 relating to a Creditor or having taken steps pursuant to those clauses the
Trustee has incurred costs, expenses ot ligbilitiey, the Trustee may in its. sole and absolute
discrerion decide to fake na further steps on account of that Creditor unless the Creditor pays
to-the Trustee a reasonable amount determined by the Trusiee to cover such costs, expenses
ot lisbilitics whetber to be incurred in the future or already incurred. 'When the costs, cxpenses
or liabilitics incurred by the Trustee sre reimbursed in full by the Bank pursuant to clause 10.6,
the Trustee will repay the Creditor an amount equsl to the payments rmade by the Creditor
under this sub-clause, '

PAYMENTS

All payments by the Bank under this Deed shall be made in the surrency or currencies in which
the relevant Obligation is denominated.

All payments by the Bank 1n relation to the Trustes's fees and expenics shall be make in
Aystralian Dollars.

‘Payments hereunder shall be made free and clear of any deduction of withholdings. In the

event that the Bank is prohibited by law from making payments hercunder free of deductions
or withholdings, then the Bank shall pay such additjonal amount to 1 he Trustee as may be
necessary in arder that the actual amount received after all applicable deductions and
withholdings shall equal the amount that would have been received if such deductions or
withholdings were not required, '

REPRESENTATIONS
The Bank represents and warrants to the Trustee that!

B) it will inform the Trustee of the date ar which the Effective Time commences as saon

as known to the Bank; .

b) it is & cooperative sssociation duly organised and velidly existing under the laws of
The Netherlands,

c) it has the corporate power ta enter into this Deed and to perform the obligations
imposed upon it under this Deed in sccordance with its terms;and

d) this Deed congtitutes 8 velid, binding and enforeeable oblignrion upon it,
REVOCATION OF GUARANT EE
The Bank may &t any time by notice in writing to the Trustee revolce the Guarsntee and its

fiability under this Deed with effcct from the date (the "Revocation Date") specified in the
aotice which date shall be not Iess than three calendar months after the date upon which the

HAeoppapns&!la.rbl 5
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notice was served upan the Trustee and the Bank has paid or caused fo be paid ta the Trustee
s reasonable surm 1o cover the expenses to be incurred pursuant to claase 6.2, Such revocation
shall ot be effective with respect to any Qbligation which WFF has incurred prior lo the
Revocation Date. '

§2  On receipt of a notice of revocation and the sum on secount of expenses, the Trustee, at the
cost of the Barik, shall give notice by advertisement in a newspaper circulating generally
throughout each State or Territory of Australia, to the effect that the Guarantee has been
revaked and specifying the Revocation Date,

7. TERMINATION OF GUARANTEE

7.1  Notwithstanding anything to the contrary in this Deed, the Guarantes and the trust herehy
created shull terminate on the first to occur of the following events:

3) the date being [ ] years after the Effective Time, unless the Bank (by amendmuent
uader clause 13.1) egrees to extend the termination date to a [ater date specified by the
Bank. Termination of the Guarentee shall not be effective with respect to sy
Obligation which WFF hes incurred prior to the date of termination;

b) sutomstically in respect of all Obligations whether incumcd hiefore or after such
termination it
i) any substantial asset of WFF. ar

i)  any share in the issked capital of WFF

is expropriated or nationalised by the Govermnment of New South Wales; or by any political
subdivision thereof (the "Governent™) or any entity succeeding to the powers of any such
Govemment or any agency of any such Government or any such successor entity or any authority
which is owned or controlied by any such Govermment or apy such successior entity except where
such expropriation or nationalisation results from the default by WEF of any statute, regulation or
other binding law; or

) a change in any law or regulation in any junisdiction which runders the Guarantce
illega! or inoperative in New South Wales,

7.2  Immediately dfer the Bank becomes aware of the termination of the Guarantee pursuant to *
clause 7.1() or 7.1(c) the Bank shall notify the Trustee thereof and give notice of such
termination by an advertisement in 2 newspaper circulating generally throughout sach State or
Territary of Australiz,

B. SUBROGATION

8.1  The Bank, the Trustee and WFF expressly agres that the Bank is and shall be entitled to sl
the rights and remedies of a gugrantor under law including, without limiting the generality of
the foregoing, all rights of subrogation which shall accruc to the Biank by virtue of sny
payment hereunder by the Bank to or for the benefit of any Creditor mid, subject to the law,
the Bank shall be eatitled to clabm the benefit of and participate in any security now or
hereafter held by that Creditor from WFF cither in whole or upon i pro-rata basis, as the case
may be, where the Bank has paid all moneys to or for the benefit of that Creditor under thus
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10.1

10.2

10.3

10.94

Deed. Notwithstanding the generality of the foregoing, the Bank shall not exercise or seek to
erforce any claim against WEFF (whether or not in liguidstion) for reirnbursemtent to the Bank
of any moneys paid pursuant to this Deed by the Bank to 8 Creditor i respect of an
Obligation until the default of WFF in respect of that Obligation has hieen fully remedied by
WEFF or the Bank.

DEALINGS BETWEEN THE B AND CREDITORS

The Bank, the Trustee and WEF agree that a Creditor shall only be entitled to take or obtain
or otherwise enjoy the benefit of this Decd upon the condition that $}.e Creditor hss complied
with the provisions of clauses 3.1 and 3.2,

After receipt of a written demand from the Trustee under clause 3.3 the Bank shall be
entitled to deal with the Creditor and if the Bank exercises its entitlctent, the Bank and that
Creditor shall deal with one uncther as principal in relation to all matters undet or i relation
1o this Deed, the Guarantee and WFF without the involvement of thi: Trustee, That Creditor
shall not be entiticd to inyoke the provisions of this Deed until the Creditor certifies to the
Trustee that bona fide discussions with the Bank have failed.

Without limiting the generality of clause 12, the Bank shall be and is entitled to serve any
notice, demands or statements in connection with this Deed upon thit Creditor (at its place
of business specified in the Creditor's Demand) and the Bank shall bi and is entitled to make
any payment which it is liable to pay to the Creditar under this Deed directly to that Creditor
and not through the Trustee,

TRUST AND TRUSTEES RIGHTS AND INDEMNITIES

The Trustes shall hold the benefit of the Guarantee upon trust for the benefit of the
Creditors from time to time.

The Trustee will not in respeet of the exereise of its duties ynder this Deed incur any
personal responsibility or be liable for any loss or damage incurred or suffered by any one or
more of the Creditors, the Bank, WFF or any other person however ansing except to the
extent of breach of trust in relation to a particular Creditor knowingly and intentionally
committed by the Trustee and the Trustee's liability is limited in any such case ta the amount
of morties held by the Trustee at the time of tha? breach of Trust o, gccount of that Creditur.*

The Trustee may in relation 1o the Guarantee and the trusts hereby created act on the
opinion of, or information obtained from, any lawyer, accountant, banker, broker or other
expert appuinted by the Trustee for the purpose hereof 2nd shall nct be responsible for any
loss or damage by so acting and the Bark agrees to indemnify the rustee against any loss or
damage which the Trustee suffers by so acting.

The Trustoe will be entitled to rely upon any commurication which it recgives in relation to
the trusts hereby created and which it has no reason to believe is not genuine or correct and
to have been signed, sent or made by the persen or entity purporting o sign, send or make
such communication and the Trustee shall not be responsible for anry loss or damage
occasioned by such reliance end the Bank agrees to indemnify the Trustee against any loss or
damage which the Trustee suflers by such reliance,
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105 The Trustee will be entitled to be engaged and be interested in any financial or other
transaction with the Bank, WEF or any of the Creditors as freely as if it were not & trystes
under this Deed ard is not liable to account to the Bank, WETF or the Creditor for any profits
made.

10.6 The Bank hereby indemuifies the Trustee and agrees to keep it indemnified against all costs
(including legal costs on & solicitor/client basis (including the Trustec's time in attendance
fees)but only when the Bank has beea advised in advance by the Trustee that it proposes o
incuc such costs), claims, Babilities, charges, stampduty and expenses incurted by the Trustee
(vo the extent that the same are not paid by a Creditor) in connection with the subject matter
of this Deed, the Guarantae or the matters contemplated by this Deod including. without
limitation, the enforcetment of this Deed and the appointment of 8 suscessor Trustee pursuant
to this Deed, to the extent that they are not caused by the Trustee's riegligence or wilful
default. The Trustee may deduct from any monjes paid to it on aecount of & Creditor an
amount equal to the sum payable by the Bank to the Trustee under this clause or clause 10.7.

1097 The Trustec's fees will be a3 agrecd in writing between the Trustee and WEF. Such fees will
be paid by WFF or by the Bank if not paid by WFF.

11. CHANGE OF TRUSTEE

11.1 The Trustec may relire at any time upon giving three monthe’ notice: (or such other pediod as
the Trustee, the Bank and WEF agree i writing) of its intention to o so to both the Bank
and WEF and following its retirement becoming effective by delivering to WFF or any new
trustee appointed pursuant to clause 11.3 all books, documents, records and other property
relating 1o the obligations of the Trustes under this Deed. e

11.2 'The Bank may at any time remove the Trustee upon giving three months' notice in wnting to
the Trustee.

113 The Bank, vpon the receipt from or the issuc by it o the trustec (the "Retiring Trustee") of 2
notice of retirement or removal shall forthwith sppoint (and failing notification to the Retinng
Trustce by the Bank of details of any sgreement it has reached with a Successor Trustee
within 2 months of the commencement of the 3 month period refenved to in clauses 11.1 or
11.2, the Retiring Trustee shall thereafter forthwith appoint) a successor trustee (the
"Successor Trustee") which Successor Trustee shall be a corporation resident in Australia,
shall be generally recognised within the financiel community 85 3 leading corporate trustee
and shall not be & related body corporate of WFF or the Bank with'n the meaoing of section
50 of the Corporations Law, Upon retirement or removal, the Retiring Trustee shall vest n
the Successar Trustee any trust moneys or other assets it has received under tius Decd for
the benefit of any Creditor and shall deliver to WFF or the Succeasor Trustes all books,
documents records and other property relating to the obligations of the Trustee under this
Deed, The Successor Trustee shall become bound by the terms of his Deed by executing a
deed of appointment of Trustee hereof, The Reliring Trustee shall, if required by the Baak,
execute a deed of retirement a3 Trustee hereof. The deed of appointment and the deed of
retirement may be contained in one document. The retirement or remova! of the Retiring
Trustee shall only be effective upon the datc of excoution by the Jnst party ta the deed of
appointment and the Deed,
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Within fourten days of the Trustes giving notice pursuant fo clause 11,1 or receiving notice
pursuant to clause 11.2, the Trustee shall, at the cost of the Barlk, give notice of its
retirement o removal (as the case may be), by advertisement in a newspaper cireylating
generally throughout each State or territory of Australia, and specifying the date on which its
retirement or removal takes effect.

The Retiring Trustee shall be released from all fotuce obligations undur this Deed on the dage
of its retirement or removal, The Retiring Teustec shall remain liable for brezches of its
obligations under this Deed which occured prior 0 its retirement or 1emoval. Upon the
appointment of & Succeysor Trustes pursuant {o clause 11.3 the Succassor Trustee may
exercise all powers and enjoy all rights and be subject to all the dutic: and obligations of the
Teustee under this Deed as fully as though it had been originally namid as a party to this
Deed in the capacity of Trustee.

The Successor Trustee, promptly upon its assumption of the cbligatinns of Trustee
hereunder, at the cost of the Bank, shall give notice of its appointmeiit by advertisemnent in 3
newspaper circulating genetally throughout each State or Temitory of Australia, and
including an address to which any Creditor can scrve notice to the Successor Trustee.

In the event that no successor Trustce is appointed in accordance with clause 11.3, then
unless otherwise agreed by the Trustee, this Deed wnd the Guarantee shall terminate at the
end of the televant 3 month period referred to in clause 11,3 and the Trustee shall be
released from all future obligations under this Deed, and the Trustee shall return all books
and property to WFF upon WFF and the Bank mecting all reasonabliz costs in relation to
such termination or other sums outstanding pursuant to clause 10,6 and clause 10.7.

NOTICES

Any notice to the Creditors generally in respect of this Deed will be validly given if published
in a newspaper circulsting generally throughout New Zealand. Any much notice shall be
deemed to have been given on the daic of publjcation or, if published more than ance, on the
date of first publication.

Any notice, demand, statement or other document required to be served on or delivered to
the Bank, the Trustee or WFF under or in relation to this Deed ("Notice") shall be in wnting
signed by the party giving the Notice or by an Authorised Officer of that party, shall be
made, served dc given (subject in the case of the Bank tc clause 15.:2) by being lef} at or sent
by prepaid mail or by facsimile as follows:

to the Bank:

Cooperstieve Centrale
Raiffciscn-Boerenleenbank B.A.
Croeselaan, 18 3521 CB Utrecht
The Netherlands

Attention: Internations! Division
Baron van Slingelandt
Facsimile no.-
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to the Trustee!

23 O'Connel] Street
Sydney, New South Wales
Auvstralia

to WFF:

14 Hartham Place
Porijus

New Zesland

Attention; General Mansger
Fascimile no.:

or to such other address or facsimile number as shall liave been notified (in accordance with
this clause) to the other parties hersto, No Notice shall be deemed tu have been received by
the Bank, the Trustes or WFF until ectually received by the relevant party 10 whom it is
addressed at its designuted address.

13. AMENDMENT

131 The Bank and tho Trustee may, from time to time by agreement without any authority or
assent of the Creditars, alter, modify, or add to this Deed if in the opinion of the Trustee;

a) the alteration, modification or addition is made to correct 8 manifest error of isofa
formal or 1echnical nature; .

b) the modification, slteravion or addirion is necessary to comply with the provisions of
any statute, whether or not required by any statutory sutharity, or

c) the alteration, modification or addition is desirable for the purpose of more
advantageously administering the rights and obligations established under this Deed,

and in any vase such modification, alteration or addition is consider::d by the Trustee not to be
materially prejudicial to the Creditors as whole, so far as known to the Trustee.

14,  ADDITIONAL SUBSIDIARY

14,1 The Bank may in its sole and absclute discretion by notice in writing to the Trustee agree ta assume A
- fiability (in addition to its existing lability under this Deed a5 gurantor) for the obligations of any other
subsidiary now or hereafter formed or acquired by the Bank or WEF (" Additional Subsidiary") and if the
Trustee agrees to act as trustee pursuant 1o that arangement (Which the Trustee may in it$ sol and
ubsolute discretion decide not to do) the Bank shall then promptly publicise such notice by an
advertisement in & néwspaper circulating generally throughout each State of territory of Australis.

142 Upon the date spesified in o notice under clause 14,1, the Guarantue and the provisions of this Deed
shall extend and apply mutatis mutandss to the Additional Subsidiary as if each refercnce in this Deed to
WEF were a reference to WEF or the Additional Subsidiary (as the case may be). A notice under clause
1a.1 shall be signed by and shall specify an address for service of the Additional Subsidiary.
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143  As soon s practicable after giving notice pursuant to clauge 14,1, the Bank shall procure the Additional
Subsidiary to enter into 8 Deed supplemental to this Deed evidencing the consent by the Additional
Subsidiary to the terms of this Deed, and the assumption, sloog with WFF, of responsibilisy for the
payment of the Trustee's fees pursuant 10 clause 10.7.

15, GOVERNINGLAW

15.1 ‘This Deed shall be governed by and copstrued in accordance with the laws for the time being in force in
New South Wales, Austratia, The Bank, the Trustee and WEF, each hiereby submit, for the purposes of
this Deed, to the non-exclusive jurisdiction of the Courts of New South Wales and any court hearing
appeals from them in respect of all legal actions arising under or in relation to this Deed.

15.2 The Bank hereby irrevocably appoints WEF (and WFF hereby accepts such sppointment) to be the agent
of the Bank to accept service of process on behalf of the Bank in respect of all matters in New South
Wales arising under or in relation to this Deed and the Bank agrees that any such process shall be
properly served upon the Bank if delivered to WEF at its address for the service of Notices set out in
clause 12.2. '

16.  ASSIGNMENT

16.1 No party to this Deed may assign its nghts oc obligations hereunder without the consent in writing of
cach other party.

17. CERT

171 'WFF shall advise the Trustee and th Bank in writing within fourteen (14) days of a request in writing
from the Trustee (made no more frequently than quarterly or following receipt by it of a Creditor's
Deimand) to do so, of its best estimare of tie aggregate principal amount of the cbligations for whch it is
indebted as at such date to either all of the Creditor's generally or to those Creditors specified by the

Trustes in its request.

18. LEGAL COSTS & EXPENSES

18.1 The Bank agrees to pay all legal costs and expenses of and incidentisl to the negotiation, preparation and
exscution of this Deed incurred by the Trustee. :

A

EXECU IEDES a Deed.
SIGNED, SEALED AND DELIVERED

for and on behalf of
COQPERATIEVE RAIEFEISEN-BOFRENLEENBANK B A,

by its duly appointed attorney

who states that he has no notice

of any revacation of the power of sttomey
under the authority of which he executes
this Deed in the presence of!

y A

Witndss ,,744;};[9 s ///6/7 . M‘Whp\\/ D ope ER
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COMMON SEAL of Permanent Trustee Company Lmlltl: g
wos affixed by the authority of the Directors _
in the presence of.

S

BiEctor Nocviio@sen OFF IR

Director/sesretary

Signed by WRIGHTSON FARMERS FINANCE LIMITED by:

P .
Davig O Jeap Klep | 4

Direcfor Director

11
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Amending Deed

between

Cooperatieve Centrale Raiffeisen-Boerenleenbank B.A.

(the "Bank")

and

Permanent Trustee Company Limited
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Amending Deed

This Deed is made onthe /& "~ day of February 1998,

Between

Cooperatieve Centrale Raiffeisen-Boerenleenbank B.A.  of
Croeselaan, 18 3521 CB Utrecht, The Netherlands (the "Bank").

?

and

Permanent Trustee Company Limited (ACN 000 000 993) of 23 O'Connell
Street, Sydney, New South Wales, Australia (the "Trustee").

Recitals

A The Bank, the Trustee and Wrightson Farmers Finance Limited ("WFF") are parties
to a Deed of Guarantee made on 18 February 1998 (the "Deed™).

B. The Bank and the Trustee now wish to amend some of the terms of the Deed in
accordance with the procedure set out in clause 13.1 of the Deed.

C. In the opinion of the Trustee, each of the alterations, modifications or additions to
the Deed which are made by this deed satisfy one or more the criteria in paragraphs
(a), (b) and (c) of clause 13.1 of the Deed, and in addition the Trustee considers that
the modifications, alterations and additions in this deed are not materially prejudicial
to the Creditors (as defined in Deed) as a whole, so far as known to the Trustee.

Operative provisions

1. Definitions

Terms used in this deed have the same ineanings given to them in the Deed unless the context
requires otherwise. Principles of interpretation and construction in the Deed apply in relation
to this deed, unless the context requires otherwise.

2. Effective Time

2.1 The alterations, modifications and additions in this deed take effect from the
Effective Time,

22 In accordance with clause 5.1(a) of the Deed, the Bank notifies the Trustee that the
Effective Time commenced on 18 February 1998.
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3. Amendments to Deed

The Deed is amended as follows:

(a) In the definition of "Obligation" in clause 1.1, a comma is inserted after "otherwise"
in the first line, and the comma after "unsecured" in the second line is deleted;

(b) In clause 1.4, "are" is inserted after "legislation" the first time it appears;

{cy . ! In clause 7.1{a), "[ " 1s replaced with "ten (10)";

(d) In clause 7.1(b), "New South Wales" is replaced with "New Zealand",

(e) In clause 10.2, "except to the extent of breach of trust" is replaced with "except in

respect of a breach of trust”, and "Trust" in the last line is replaced with "trust";
(f) In clause 10.6, "Trustee" in the seventh line is replaced with "trustee";

(2) In clause 11.3, "trustee" in the first line is replaced with "Trustee", and "shall" in the
fifth line is replaced with "may";

h In clause 11.7, "successor Trustee" is replaced with "Successor Trustee";
P

(i) In clause 17.1, "th" in the first line is replaced with "the", "obligations" in the third
line is replaced with "Obligations", and "Creditor's" in the fourth line is replaced with
"Creditors": and

() In clauses 6.2, 7.2, 11.4, 11.6 and 14.1, "each State or Territory of Australia" is
replaced with "New Zealand".

4. Counterparts

This deed may be executed in any number of counterparts which taken together constitute one
and the same instrument.

T

R e N N FE e T I VLTS F TR Y (7 ] ZEe i T i ATy

Bank's attorne

5. Representation of

The attorney who executes this deed on behalf of the Bank represents and warrants to the
Trustee that he considers this deed necessary and appropriate in connection with the
acquisition of shares in WEF by Rabobank International Holding B.V.

Executed as a deed
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Signed sealed and delivered )
for and on behalf of
Cooperatieve Centrale Raiffeisen- )
Boerenleenbank B.A

p—

by a duly appointed attorney )

in the presence of: )

Signaﬁlre of witngss SignaturgBf attorney (I have no notice of
revocation of the power of attorney under
which I sign this document)

Froen Fecdals DAV e &

Nanie of witness (please print) Name of attorney (please print)

The Common Seal of ) P

Permanent Trustee Company ) < Mg
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THIS DEED is made on /4 Decewn ber 2000

PARTIES

(1) COOPERATIEVE CENTRALE RAIFFEISEN — BOERENLEENBANK B.A. a duly constituted
banking corporation in the Netherlands and acting through its New Zealand branch ("Rabobank

(Nz)")

(2) RABOBANK NEW ZEALAND LIMITED a duly incorporated company in New Zealand ("RNZL").

BACKGROUND

A. RNZL has a number of assets comprising outstanding loans owed to it by other parties.

B. Rabobank NZ has agreed to guarantee the loans cwed ta RNZL on the terms set out in this Deed.

TERMS OF THIS DEED

1. DEFINITIONS AND CONSTRUCTION

1.1 Definitions: In this Deed:-

"Loans” means each loan owing to or outstanding from RNZL as at the date of this Deed or at any
future date tegether with, in relation to each such lean, the following:

(=)
(b)
(c)
(d)
(e)

(f)
()

(h

(i)

all loan offer and acceptance documentation;

any loan agreement;

any mortgage, debenture or other security interest whatsoever;
any guarantee, indemnity or other undertaking from an Obligor;

all certificates of title, memoranda of lease or other documents of title relating to each
property the subject of any such security interest;

all deeds or memoranda of priority;

any valuations, reports and insurance policies relating to the property concerned orin
relation to any Obligor;

all legal opinions and certificates and all correspondence relating to the [oan, any Obligor or
any property in respect of the lean; and

the benefit of all rights and remedies accruing or arising howsoever in relation to any of the
foregoing.



1.2

2.1

2.2

"Obligor” means, in relation to a Loan, the borrower thereof and any guarantor or security provider
or other person providing any assurances in favour of RNZL in refation thereto.

Interpretation: In this Deed, unless the context requires otherwise:
Derivatives of any defined word or term shall have a corresponding meaning;
The headings to clauses shall be ignored in construing this Deed;

The word including and other similar words do not imply any limitation;

Any party to this Deed or any other agreement includes its successors and permitted assignees
and transferees; and

The plural includes the singular and vice versa.
GUARANTEE BY RABOBANK {NZ)

Rabobank {NZ) hereby guarantees to RNZL thé due and punctual payment by the Obligors of all of
their respective obligations under or in respect of the Loans as and when they fall due for payment
in accordance with their applicable terms and agrees to pay on demand by RNZL any moneys
payable pursuant to this guarantee. Rabobank (NZ) agrees that this guarantee shall be
unconditional and irrevocable and shall apply notwithstanding any defence which may be available
to a surety, all of which defences are hereby waived. However, the guarantee provided in this sub
clause does not extend to any Loan which immediately prior to the entering into of this Deed was
subject to a guarantee from Rabobank (NZ) to RNZL.

Rabobank (NZ)'s obligations under this Deed are by way of continuing security, are in addition to

any other security or guarantee held at any time by any person and may be enforced without RNZL
having first to take any steps against any other person.

GOVERNING LAW

This Deed shall be governed by and construed in accordance with the laws of New Zealand.

PARTIAL INVALIDITY

If at any time any provision of this Deed becomes illegal, invalid or unenforceable in any respect

under the law of any jurisdiction then that provision shall be severed from this Deed and neither the
legality, validity or enforceability of the remaining provisions of this Deed nor the legality, validity or
enforceability of such provisions under the law of any other jurisdiction shall in any way be affected

or impaired thereby.



5. MISCELLANEOQUS

5.1 Cumulative rights: The rights, powers, authorities, discretions and remedies arising out of or
under this Deed are cumulative and do not exclude any other right, power, authority, discretion or
remedy of any party.

5.2 Exercise of rights: No failure to exercise and no delay in exercising a right of RNZL under this
Deed will operate as a waiver of that right, nor will a single or partial exercise of a right preclude
another or further exercise of that right or the exercise of another right,

5.3 Further assurances: Each party shall do all things and execute all further documents necessary
to give full effect to this Deed.

54 Counterparts: This Deed may be signed in counterparts, each of which when taken together will
constitute one and the same instrument. Each party may enter into this Deed by signing any such
counterpart copy, including by facsimile.

55 Costs: RNZL shall pay all costs and expenses (including reasonable legal fees and goods and
services and similar taxes thereon and any stamp duty) incurred in connection with the negotiation,
preparation, review, execution or enforcement of this Deed

EXECUTED as a Deed.

SIGNED on behalf of
RABOBANK NEW ZEALAND LIMITED

by two of its directors in the presence of: Irst/or/ VV/

O&\ Second Director
Witness (157 Diredir) ant Dlr'?_c.tqr)
SecpeTARy @c’m\a 1\
Occupation —

WS O s SNy W\B Q“ L&)\m*

Address % A rﬁ




SIGNED on behalf of
COOPERATIEVE CENTRALE
RAIFFEISEN —- BOERENLEENBANK
B.A. by its attorney Comelis Franciscus

B%n the presence of:

o

C F Broekhuyse

thnZss g ) -—
; a_fj

Occupation

nsS Q\\ Shreat %6\"\&‘;\

Address

and by its attorney David Owen )

in the presenceof:
FZQA Fi::;i : - et

Witness D Owen

TECRETALY I&cﬁa—w\

Occupation D

s P s sdney

Address
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Crown Deed of Guarantee
(Registered Bank)

Her Majesty the Queen in right of New Zealand
and

CooOperatieve Centrale Raiffeisen-Boerenleenbank B.A.
(New Zealand Branch)



Data:

SO COcrogsErR 2008

PARTIES

Her M

ajesty the Queen in right of New Zealand acting by and through the Minister

of Finance (Crown)

Codperatieve Centrale Raiffeisen-Boerenleenbank B.A. (New Zealand Branch)
incorporated in the Netherlands {(Principal Debtor)

BACKGROUND

A

Given turmoil in world financial markets and the need to maintain public
confidence in New Zealand's financial system and in order to maintain the
confidence of general public depositors in New Zealand financial institutions such
as the Principal Debtor it appears to the Minister of Finance that it is necessary
and expedient in the public interest that the Crown guarantees certain cbligations
of the Principal Debtor.

This guarantee shall be in force for 2 years from the Announcement Date which
the Minister considers to be sufficient time for confidence to return to the
financial system.

THE PARTIES AGREE as follows:

1

1.1

1187007

INTERPRETATION

Definitions
In this Deed, unless the context requires otherwise:

Announcement Date means 12 Qctober 2008,

Creditor means any Person to whom the Principal Debtor has an obligation to pay
money (whether present or future) under a Debt Security, excduding:

{a) a“Related Party” of the Principal Debtor, as that term is defined in section
1578 of the Reserve Bank Act, as if:

(i) the Principal Debtor was a “deposit taker”; and
(i) “related party” included a Pers;on who is a subsidiary of, or who is

{or whose business or affairs are substantially) controlled by, any
Person of whom the Principal Debtor is a subsidiary or by whom the



Principal Debtor is (or its business or affairs are substantially)
controlted - for which purpose “control” means real or effective
control, whether direct or indirect, and whether pursuant to a
contract, an arrangement, an understanding or otherwise;

(b) a Finandal Institution;

{c) where the Principal Debtor is a Person incorporated or established
overseas, subject to clause 2.5 Persons who are neither New Zealand
Citizens nor NZ Residents; and

(d) subject to (g) below, any Person acting (directly or indirectly) as a
nominee of or trustee for a Person referred to in {a), (b) or {c) above,

but including:
{e) any Specified Creditor deemed te be a Creditor under clause 2.5;
(f) any Nominated Beneficiary deemed to be a Creditor under clause 2.7; and

{g) if a Person ("A") would be a “Creditor” if directly owed Indebtedness by the
Principal Debtor, any Person ("B”) who is bare trustee for A (to the extent
that B Is acting in that capacity).

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

Debt Security has the meaning in section 2 of the Securities Act 1978, but as if
the phrase “depasited with, lent to or otherwise owing by any person” in that
definition read “deposited with or lent to any person”,

Default Event means:

(a) failure of the Principal Debtor to make a payment to a Creditor in the
amount and at the date lawfully due in accordance with the terms of any
Indebtedness, other than failure due solely to (i) a bona fide dispute or (ii)
administrative error or technical errors provided such amounts are
subsequently paid within 7 days of the due date;

(b) the Principal Debtor becomes insolvent or unable to pay its debts as they
become due;

{c) the Principal Debtor institutes or has instituted against it any form of
proceeding (other than any proceeding which is frivolous) seeking a
Judgement of Insolvency or bankruptcy or any similar relief in respect of
the Principal Debtor, provided that, if any such proceeding is, within

1187007
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(d)

(e}

(f)

(9)

14 days after it is instituted, withdrawn or challenged by appropriate
proceedings having a reasonable prospect of success, it shall be deemed
not to have occurred for the purposes of this Deed (unless and untll such
challenge Is unsuccessful);

the Principal Debtor seeks or becomes subject to the appointment of a
voluntary administrator, liquidator, provisional liquidatar, recelver, receiver
and manager, or similar person;

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;

the Principal Debtor makes a general assignment, arrangement or
compromise with, or for the benefit of, all or 2 material number of its
creditors {including a moratorium); or

any action by the Reserve Bank or the Securities Commission to place the
entity into statutory management under the Reserve Bank Act or
Corporations (Investigation and Management) Act 1989, or any equivalent
action being taken in any other jurisdiction in which the Principal Debtor is
incorporated or carries on a material part of its business.

Execution Date means the date of this Deed.

Financlal Institution means a “financial institution” as that term is defined in
section 2 of the Reserve Bank Act and, without limiting the generality of the
foregoing, includes:

(a)

(b)

(c)

a "collective investrnent scheme” as that term is defined in section 1578 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 2004) or an issuer, trustee or manager of any
such scheme acting in that capacity;

an “insurer” as that term s defined In saction 2 of the Insurance
Companies (Ratings and Inspections) Act 1994 or any other Person
carryfng on the business of providing insurance cover (of whatever
nature);

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
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(d)

a Person who is a subsidiary of, or who is {or whose business or affairs are
substantially) controlled by, a financial institution within (a), {b) or (¢)
above - for which purpose “control” means real or effective control,
whether direct or indirect, and whether pursuant to a contract, an
arrangement, an understanding or otherwise.

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:

(a)

)

in respect of any date prior to the Execution Date, the maximum amount
for which the Crown would have been liable on that date under the Crown
Guarantee, in accordance with the terms of this Deed, if:

(i this Deed had been in effect on that date;

{ii)  all Indebtedness existing on that date was due and payable on that
date and was not paid by the Principal Debtor for reasons other than
administrative error or technical error; and

(iti)  all Nominated Beneficiaries were Nominated Beneficiaries on that
date, in accordance with their relevant Nominations;

and

in respect of any other date, the maximum amount for which the Crown
would have been or would be (as the case may 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 due and payable on that date
and was not pald by the Principal Debtor for reasons other than
administrative error or technical error.

Indebtedness means;

(a)

(b)

where the Principal Debtor Is a Person Incorporated or established in New
Zealand, any obligation of the Principal Debtor to pay money (whether
present or future) to a Creditor under Debt Securities issued or to be
issued by the Princlpal Debtor; and

where the Principal Debtor is a Perscn incorporated or established
overseas, any obligation of the Principal Debtor to pay money {whether
present or future) to a Creditor under Debt Securlties issued or to be
Issued by the Principal Debtor from and In respect of its New Zealand
Branch,
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but excluding (in each case) any obligations of the Principal Debtor 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.

New Zealand Branch means, where the Principal Debtor is a Person incorporated
or established overseas, the New Zealand business of that Pefson, 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 1877,

Nomination means a deed or agreement between the Crown and a Person (or a
written notice from the Crown to a Perscn or to the public) under which the
Crown designates that Person (whether specifically or by reference to a dass 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).

Normninated 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.

NZ Resident means a person defined as resident in New Zealand pursuant to the
Income Tax Act 20607,

Party means the Crown or the Principal Debtor, and Parties means them
collectively,

Person includes an individuat, a body corporate, any assoclation of persons
(whether corporate or nat), 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).

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

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



1.2

2.1
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Specified Creditors means, in relation to a Principal Bebtor 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 NZ Residents who
would be Creditors under this Deed if they were NZ Residents or New Zealand
Citizens.

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)  Particular party or person: a reference to a particular party or person
includes that party’s or person’s executors, administrators, successors,
substitutes and assigns;

(e) 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; and

(f) Legisiation: 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 if.

GUARANTEE

Eligibility

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 is continuing unremedied.
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2.3

2.4
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Crown Guarantee
On and subject to the terms of this Deed the Crown:

(a)

(b)

absofutely 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
{g) (inclusive) of the definition of “Default Event” in clause 1.1
occurs during the Guarantee Period, all Indebtedness that exists on
the date of that Default Event {whether or not that Indebtedness is
due and payable during the Guarantee Period) and all interest
accruing thereon in accordance with the terms of that Indebtedness;
and

undertakes to each Creditor from time to time that, if the Principal Debtor
does not pay to any Creditor any Indebtedness or interest guaranteed
under clause 2.2(a) when due and payable, then the Crown will pay the
amount of that Indebtedness or interest to the Creditor when due and
payable (except to the extent that that Indebtedness or interest is not paid
solely as a result of administrative error or technical error and is
subsequently paid within 7 days of its due date).

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)

(b)

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

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 liabllity under the Crown Guarantee in respect of
that Indebtedness.

Indebtedness Incurred after Default Event not Covered

Any Indebtedness which arises following a Default Event, other than interest
accruing on Indebtedness existing at the Default Event, shall, except to any
extent otherwise agreed by the Crown in writing (in its sole and unfettered
discretion), not be covered by the Crown Guarantee.
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2.6

2.7

2.8
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Indebtedness to Specified Creditors ca pped

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 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; and

{b) inrespect of any time after the first anniversary of the Announcement
Date, 0.2;

less the aggregate of all amounts paid by the Crown to Specified Creditors under
the Crown Guarantee,

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 fesser 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 liabifity 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).

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.

Liability cap

The maximum liability of the Crown to each Creditor under the Crown Guarantee
is one million New Zealand dollars ($1,000,000), or such other amount as may,
in respect of a Nominated Beneficiary, be specified in or determined in
accordance with the relevant Nomination.
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3.2

3.3

1187007

FEE

If on the Announcement Date the Guaranteed Amount exceeded 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 peints) of the amount by which
the Guaranteed Amount on the Announcement Date exceeded five billion
(5,000,000,000) New Zealand Dollars.

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 & non-refundable fee equivalent to 0.1% (ten basis
points) of the amount by which the Guaranteed Amount on the first 12 month
anniversary of the Announcement Date exceeds five billion (5,000,000,000) New
Zealand Dollars,

If, on the last day of any month during the Guarantee Period, 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 = Growth Amount multiplied by Percentage divided by 12
where:
“F” means the fee payable by the Principal Debtor;
*Growth Amount” means the amount (if any) by which:
(i the Guaranteed Amount on the last day of that month

exceeds

(if)y  the Guaranteed Amount on the Announcement Date multiplied by
X", where "X” means:

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

(B) inrespect 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 arganisation credit rating of the Principal
Debtor on the last date of that month from Standard & Poors Rétings
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,
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10

Fiteh Inc and any other rating agency approved by the Crown in writing -
provided that, if the Principal Bebtor 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 month Percentage

AA minus or higher 0.1%

A minus or higher {but lower 0.2%
than AA minus)

BBB minus or higher (but lower | 0.5%
than A minus)

BB or higher (but lower than 1.0%
BBB minus)

The following provisions shall apply In respect of all payments by the Principal
Debtor required under clauses 3.1, 3.2 and 3.3:

(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 Execution Date (in the case of clause 3.1);

(ii}y  the first 12 month anniversary of the Announcement Date (In the
case of dause 3.2); and

(i)  the end of the relevant manth (in the case of clause 3.3).

Each such estimate must constitute the best estimate the Principal Debtor
is reasonably able to make of the relevant amount in the time available.
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(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, 3.2 or 3.3 {as the case may be), together with sufficient
detalls 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 an
estimated amount under clause 3.4(a)(i) or (Ii) was required to be
made {in respect of each such payment); and

(ii)  no later than the end of each calendar quarter, In respect of each
payment of an estimated amount under clause 3.4(a){lil) required to
have been paid during the immediately preceding calendar quarter,

{c) The Crown shall review each final calcutation 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

(ify 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 3.4(c):

(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.

As soon as practicable after becoming aware that a Person has become a
Nominated Beneficiary, the Princlpal 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.
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REPORTING

Principal Debtor to Supply Information to the Crown

The Crown may at any time during the Guarantee Period require from the
Principal Debtor any information relating to the financial position or affairs, or the
business, management or operation, of the Principal Debtor.

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 agencies contracted by the Principal Debtor to provide rating
information; and

{g) The Reserve Bank of New Zealand,

and shall authorise all such requested disclosure and use its best endeavours to
ensure that any such person provide requested information as soon as
practicable.

Sharing of Information

The Principal Debtor authorises the Crown to share information provided in
accordance with clauses 4.1 and 4.2 with the Reserve Bank of New Zealand and
authorises the Reserve Bank of New Zealand to share with the Crown any
information relating to the Principal Debtor that the Reserve Bank has collected in
connection with its functions under the Reserve Bank Act.

Failure to Comply with Information Request

If the Principal Debtor fails to comply with clause 4.1 or clause 4.2, or supplies
information or data that Is false or misleading in a material particular, the Crown
may give public notice that the Principal Debtor has failed to comply with the
relevant provision and that the Principal Debtor has 14 days to comply with it.

12



(b)

(c)

5.1

5.2

5.3

If the Principal Debtor fails to comply within the 14 day period in clause 4.4(a)
the Crown may give public notice that the Crown Guarantee will be withdrawn in

14 days.

Following the expiry of the second 14 day period the Crown Guarantee will be
withdrawn in respect of all Indebtedness which arises following the date of
withdrawal (other than interest accruing on Indebtedness existing at the date of
withdrawal), and such Indebtedness shall not be covered by the Crown
Guarantee,

COMPLIANCE WITH PRUDENTIAL SUPERVISION OR OTHER MATTERS

If the Principal Debtor fails to comply with:

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

(b)  the terms of any Trust Deed for Debt Securities issued by the Principal
Debtor;

then such failure shall be a breach of this Deed and the Crown may give public
notice that the Principal Debtor is in breach of this Deed.

If the breach is not remedied to the Crown’s satisfaction within 14 days of the
public notice the Crown may give public notice that the Guarantee will be
withdrawn in 14 days,

Following the expiry of the 14 day period the Crown Guarantee will be withdrawn

in respect of all Indebtedness which arises following the date of withdrawal (other

than interest accruing on Indebtedness existing at the date of withdrawal), and
such Indebtedness shall not be covered by the Crown Guarantee.

ACKNOWLEDGEMENT

The Parties acknowledge that the offering or entering into of this Deed does not
in any respect restrict any regulatory or supervisory actton by the Reserve Bank
or any action the Crown may teke, 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 ta any person whether under the same terms or
different.

NO ASSIGNMENT

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

1187007
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8.2
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9.2

9.3
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GOVERNING LAW AND JURISDICTION

Governing Law
This Deed is governed by and Is to be construed in accordance with New Zealand
law.

New Zealand Caurts

Each of the Partles 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.

GENERAL

Contracts (Privity) Act 1982

The promises and obiigations 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.

Entire Agreement

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.

Withdrawal

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 controlied by the
Principal Debtor are being, or are intended or likely to be, carried on in a manner
which:

(i)  will or may extend the effective benefit of the Crown Guarantee to Persons
wha are not intended to recelve that benefit; or

{I) is or would be otherwise inconsistent with the intentions of the Crown in
entering into this Deed,

in each case an “Inappropriate Activity”, the Crown may withdraw the Crown
Guarantee by written notice to the Principal Debtor.




(b)

()

(d)

(e)

9.4

9.5

9.6

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 ¢lause 9.3(b) (and no such
purparted 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 9.3(d), reasonably considers to be not materially adverse to Creditors
generally as compared to the terms of this Deed.

Any notice given under clause 9.3(a) or clause 9.3(b) may be expressad to take
effect immediately on delivery or at any time thereafter, and shall take effect

accordingly.

Subject to clauses 9.3(e) and the second sentence of clause 9.3{(h), on the taking
effect of a notice given under clause 9.3(a) or clause 9.3(b), the Crown
Guarantee will be withdrawn in respect of all Indebtedness which arises following
that date {other than interest accruing on Indebtedness existing at the date of
withdrawal), and such Indebtedness shall not be covered by the Crown
Guarantee.

On the taking effect of a notice glven under clause 9.3{a)}, the Crown Guarantes
will be withdrawn in respect of all Indebtedness (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.

Principal Debtor Undertaking

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

Currency amounts

Any reference in this Deed to an amount shall, to the extent that that amount is
not already denominated in New Zealand Daollars, 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.

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.

1187007
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9.7

5.8

9.9

Her M

New Zealand acting by and through John
Whitehead for and on behalf of the Minister
of Finance in the presence of:

Witness’ signature:

Witness’ occupation:

Other guarantor/s

If any Indebtedness of the Principal Debtor 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, the Principal Debtor
must notify the Crown of the material particulars of that arrangement and use all
reasonable endeavours to ensure that Creditors claim under that other
arrangement before claiming against the Crown under the Crown Guarantee
and/or that the Crown has the benefit of that other arrangement in respect of any
amounts paid to Creditors under the Crown Guarantee.

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.

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 pald 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 petiod of time and on any terms and conditions that the Crown (in its
sole and unfettered discretion} considers appropriate,

S (00 ud

hn Whitehead

EXECUTED AND DELIVERED as a Deed by

ajesty the Queen in right of

B e A S S i W )

Witness’ address: \(\I &\‘|ﬂé‘|‘0b-\

1187007
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Coidperatieve Centrale Raiffeisen-
Boerenleenbank B.A. (New Zealand
Branch) by two Authorised Signatories in
the presence of;

Witnhess’ signature:

Witness’ occupation:

Witness” address:

SIGNED for COOPERATIEVE CENTRALE
RATFFEISEN-BOERENLEENBANK B.A.
by 48 Attorneys in the presence of:

Michael John Davis

{ Witnessed by:

Bank Officer
Wellington

1187007

Name:

Name:

Jos Peter de Groot

J-BE GROOT

17




Appendix 2

Financial Satements of the
Overseas Bank and Over seas
Banking Group



Consolidated
Financial Statements 2007

-

Rabobank

A
9




This publication, the financial statements and the separate edition
‘Rabobank Group Annual Report 2007’ together form the

annual report, the financial statements and other information

of the Codperatieve Centrale Raiffeisen-Boerenleenbank B.A.



General information

Rabobank Group (‘/Rabobank’) is a cooperative organisation whose core comprises 174 local
Rabobanks in the Netherlands with over 1,100 branches. Rabobank comprises the local
cooperative Rabobanks in the Netherlands, the central organisation Codperatieve Centrale
Raiffeisen-Boerenleenbank B.A. (Rabobank Nederland) and a number of specialised
subsidiaries. Rabobank provides services in the form of public sector lending, corporate
banking and investment banking, asset management and leasing in many countries
throughout the world. Rabobank puts the common interests of people and communities
first. Internationally, Rabobank aims to be the best food & agri bank with a strong presence
in the major food & agri countries around the world. Rabobank operates in 43 countries and
employs over 60,000 people.

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 office in Amsterdam and is established
under Dutch law for an indefinite period. Rabobank Nederland is registered at the Trade
Registry of the Amsterdam 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 for its members in which role it
concludes agreements with them, negotiates their rights and undertakes obligations on
their behalf 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 2007, the local
Rabobanks had approximately 1.6 million members.

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

Internet:
www.rabobank.com
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Consolidated balance sheet

At 31 December

At 31 December

In millions of euros Note 2007 2006
Assets

Cash and cash equivalents 6 2,129 1,630
Due from other banks 7 43,218 49,086
Trading financial assets 8 29,179 36,789
Other financial assets at fair value through profit and loss 9 18,133 21,468
Derivative financial instruments 10 26,089 18,992
Loans. to.customers 11 372,968 354,924
Available-for-sale financial assets 12 50,355 48,961
Held-to-maturity financial assets 13 859 1,489
Investments in associates 14 4,558 3,250
Intangible assets 15 3,183 1,844
Property and equipment 16 5,572 5,022
Investment properties 17 1,105 1,338
Current tax assets 419 176
Deferred tax assets 25 1,577 1,477
Other assets 18 11,159 10,009
Total assets 570,503 556,455
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At 31 December

At 31 December

In millions of euros Note 2007 2006
Liabilities
Due to.other banks 19 73,428 94,626
Due to customers 20 249,515 234917
Debt securities in issue 21 141,812 128,066
Derivative financial instruments and other trade liabilities 10 31,097 26,694
Other debts 22 10,518 10,649
Other financial liabilities at fair value through profit and loss 23 27,303 26,270
Provisions 24 1,167 1,175
Current tax liabilities 202 172
Deferred tax liabilities 25 851 836
Employee benefits 26 941 1,223
Subordinated debt 27 2,294 2,450
Total liabilities 539,128 527,078
Equity
Equity of Rabobank Nederland and local Rabobanks 29 19,650 17,426
Rabobank Member Certificates issued by group companies 30 6,233 5,808
25,883 23,234
Capital Securities and Trust Preferred Securities lll to VI 31 2,779 1,959
Minority interests 32 2,713 4,184
Total equity 31,375 29,377
Total equity and liabilities 570,503 556,455




Consolidated profit and loss account

For the year ended 31 December

For the year ended 31 December

In millions of euros Note 2007 2006
Interest income 33 29,356 25,059
Interest expense 33 22,585 18,587
Interest 33 6,771 6,472
Fee and commission.income 34 3,394 2,741
Fee and commission expense 34 537 445
Fees and commission 34 2,857 2,296
Income from associates 35 753 556
Net income from financial assets and liabilities at fair value

through profit and loss 36 (38) 246
Gains on available-for-sale financial assets 12 64 7
Other 37 1,092 472
Income 11,499 10,049
Staff costs 38 4,445 4,117
Other administrative expenses 39 2,846 2,429
Depreciation and amortisation 40 418 341
Operating expenses 7,709 6,887
Value adjustments 41 742 450
Operating profit before taxation 3,048 2,712
Taxation 42 386 367
Net profit 2,662 2,345
Of which attributable to.Rabobank Nederland and.local Rabobanks 29 1,937 1,757
Of which attributable to holders of Rabobank Member Certificates 30 299 277
Of which attributable to Capital Securities 31 17 -
Of which attributable to Trust Preferred Securities lll to VI 31 106 110
Of which attributable to minority interests 32 303 201
Net profit for the year 2,662 2,345

See the notes to. the consolidated financial statements.

6

Rabobank Group Consolidated Financial Statements 2007



Consolidated statement of changes in equity

Equity of Rabobank Rabobank Capital
Nederland and local Member Securities Minority Total

In millions of euros Rabobanks Certificates and TPS interests equity
At 1 January 2006 15,450 5,811 2,092 2,996 26,349
(Note 29)
Arising in the period (after taxation):
Net fair value changes - available-for-sale financial assets (277) - - - (277)
Net fair value changes — associates 94 - - - 94
Net fair value changes — cash flow hedges (16) - - - (16)
Other changes 11 - - - 11
Currency translation differences (14) - (133) (191) (338)
Reclassified to net profit for the year -

available-for-sale financial assets 295 - - - 295
Total income and expense for the year recognised

directly in equity 93 - (133) (191) (231)
Net profit for the year 1,757 277 110 201 2,345
Total income and expense 1,850 277 (23) 10 2,114
Payment on Rabobank Member Certificates

and Trust Preferred Securities lll to VI - (277) (110) - (387)
Other 126 (3) - 1,178 1,301
At 31 December 2006 17,426 5,808 1,959 4,184 29,377
At 1 January 2007 17,426 5,808 1,959 4,184 29,377
(Note 29)
Arising in the period (after taxation):
Net fair value changes - available-for-sale financial assets (39) - - (584) (623)
Net fair value changes — associates 70 - - - 70
Net fair value changes — cash flow hedges 12 - - - 12
Currency translation differences (205) - (170) (225) (600)
Reclassified to net profit for the year — available-for-sale

financial assets 315 - - - 315
Total income and expense for the year recognised

directly in equity 153 - (170) (809) (826)
Net profit for the year 1,937 299 123 303 2,662
Total income and expense 2,090 299 (47) (506) 1,836
Payment on Rabobank Member Certificates, Trust Preferred

Securities Il to VI and Capital Securities - (299) (123) - (422)
Issue of Capital Securities - - 990 - 990
Exchange of government bonds for subordinated loans to

Rabobank Nederland = 415 - (415) -
Other 134 10 - (550) (406)
At 31 December 2007 19,650 6,233 2,779 2,713 31,375



Consolidated cash flow statement

For the year ended 31 December

For the year ended 31 December

In millions of euros 2007 2006
Cash flows from operating activities
Operating profit before taxation 3,048 2,712
Adjusted for:
Non-cash items recognised in profit and loss
Depreciation and amortisation 418 341
Value adjustments 742 450
Result on sale of property and equipment 9) (14)
Share of (profit) of associates and result on sale of subsidiaries (698) (527)
Fair value results on investment properties (6) 2
Fair value results on financial assets and liabilities at fair value through

profit and loss 38 (246)
Net result on available-for-sale financial assets (64) (7)
Net change in operating assets:
Due from other banks (15,330) 7,874
Trading financial assets 7,610 2,222
Derivative financial instruments (7,097) 5,143
Net change in non-trading financial assets at fair value through profit and loss 3,335 (4,019)
Loans. to.customers (18,044) (50,473)
Net change in liabilities relating to operating activities:
Derivative financial instruments.and.other trade liabilities 4,403 (4,488)
Due to customers 14,598 29,472
Debt securities in issue 13,746 12,074
Other debts (131) 3,583
Income tax paid (833) (809)
Other changes 1,076 (2,285)
Net cash flow from operating activities 6,802 1,005
Cash flow from investing activities
Acquisition of subsidiaries net of cash and cash equivalents acquired (431) 1,714
Disposal of subsidiaries net of cash and cash equivalents 18 3
Acquisition of property and equipment and investment properties (559) (646)
Proceeds from sale of property and equipment 398 330
Acquisition of available-for-sale financial assets and held-to-maturity

financial assets (21,443) (16,160)
Proceeds from sale and repayment of available-for-sale financial assets and

held-to-maturity financial assets 15,156 12,861
Net cash flow from investing activities (6,861) (1,898)
Cash flows from financing activities
Proceeds from.issue of Capital Securities 990 -
Payment on Rabobank Member Certificates, Trust Preferred Securities 11l to VI

and Capital Securities (422) (387)
Repayment of subordinated debt (10) (13)
Net cash flow from financing activities 558 (400)
Net change in cash and cash equivalents 499 (1,293)
Cash and cash equivalents at beginning of year 1,630 2,923
Cash and cash equivalents at end of year 2,129 1,630
The cash flows from interest are included in the net cash flow from

operating activities
Interest.income 28,831 24,675
Interest expense 21,620 17,740
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Cash and cash equivalents comprises cash resources and deposits at central banks.

The cash flow statement 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.

The cash flows from operating, investing and financing activities are stated separately.
Movements in loans and receivables and interbank deposits are accounted for under cash
flow from operating activities. Investing activities relate to acquisitions and disposals and
repayments on financial investments as well as the acquisition and disposal of subsidiaries
and property and equipment. The proceeds from the issue of and payments on Member
Certificates and subordinated loans qualify as financing activities. Movements on account
of currency translation differences are eliminated, as are the consolidation effects of
acquisitions of associates insofar as material.




Notes to the consolidated financial statements

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 and Rabobank Nederland, which 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 financial statements of Rabobank include the financial 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 financial statements are
explained below.

2.1 General

The consolidated financial statements of Rabobank have been prepared in accordance with
International Financial Reporting Standards ('IFRS’) as adopted by the European Union.
Rabobank applied the new standard IFRS 7 ‘Financial Instruments: Disclosures, the new
appendix to IAS 1, and IFRIC 9 and 10 in 2007.

The consolidated financial 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 financial statements are in millions of euros.

2.1.1 Changes in classification of results and balance sheet items
Insofar as other enhanced insights prompted reclassifications, the comparative figures have
been restated.

The comparative figures have been restated since the fiduciary funds totalling 19.1
(2006: 19.0) billion are accounted for under Due to customers instead of Due to other
banks with effect from 2007. These reclassifications did not affect profit or equity.

2.1.2  Estimates

The preparation of the financial statements requires management to make estimates and
assumptions that affect the amounts reported for assets and liabilities, the reporting of
contingent assets and liabilities at the date of the financial statements, as well as the
amounts reported for income and expenses during the reporting period. The situations that
are assessed based on available financial 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.
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Notes to the consolidated financial statements

2.2 Group financial 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 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 business units of Rabobank are
eliminated as part of the consolidation.

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 flows of the various joint ventures in the relevant items of its financial
statements.

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 profits and losses of an associate (after the acquisition) is
recognised in profit and loss, and its share of the changes in reserves after the acquisition is
recognised in reserves. The cumulative changes after acquisition are adjustments to the cost
of the investment.

Associates are entities over which Rabobank has significant influence 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 financial instruments and hedging
2.3.1 General
Derivative financial instruments generally mean 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 financial instruments might
be traded on an exchange or as over-the-counter (OTC) instruments between Rabobank and
a client. All derivative financial instruments are recognised at fair value. The fair value is
determined using listed market prices, prices offered by traders, cash-flow 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 financial instruments are included
under assets if their fair value is positive and under liabilities if their fair value is negative.
Derivative financial instruments embedded in other financial 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 classified at fair value through profit and loss.

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

2.3.3 Hedging instruments

Rabobank also uses derivative financial instruments as part of balance sheet 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 effectiveness.



On the date of concluding a derivative contract, Rabobank can designate certain
derivative financial instruments as (1) a hedge of the fair value of an asset or liability on the
balance sheet (fair value hedge), as (2) a hedge of future cash flows attributable to an asset
or liability on the balance sheet, an expected transaction or a non-current liability (cash flow
hedge), or as (3) a hedge of a net-investment in a foreign entity (net investment hedge).
Hedge accounting can be applied for derivative financial 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 effective (in a range of 80% to 125%) in offsetting
changes in the hedged item’s fair value or cash flows attributable to the hedged risks
during the entire reporting period; and

— The hedge is continuously very effective from inception onwards.

Changes in the fair value of derivative financial instruments that are designated as fair value

hedges and are effective in relation to the hedged risks are recognised in profit 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 financial
instrument is amortised through profit and loss until the end of the hedged period. Any
adjustment to the carrying amount of a hedged equity instrument is recognised under
‘Profits and losses not disclosed in the profit and loss account’ until disposal of the equity
instrument.

Changes in the fair value of derivative financial instruments that are designated and
qualify as cash flow hedges and that are highly effective in relation to the hedged risks are
recognised in the hedging reserve included under equity (see note 10). The non-effective
part of the changes in the fair values of the derivative financial instruments is recognised in
profit and loss. If the forecast transaction or the non-current liability results in the
recognition of a non-financial asset or a non-financial 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 profit and loss
account and are classified as income or expenses in the periods in which the hedged
non-current liability or the forecast transaction had an effect on profit 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
specific IFRS rules. These contracts are therefore treated as derivative trading financial
instruments.

The fair value of derivative financial instruments held for trading and hedging purposes is
disclosed in note 10, ‘Derivative financial instruments and other trade liabilities"

2.4  Trade liabilities and other liabilities at fair value through profit and loss
2.4.1 Trade liabilities

Trade liabilities are mainly negative fair values of derivative financial instruments and
delivery obligations arising on short selling of securities. Securities are sold short to realise
gains from short-term price fluctuations. The securities needed to settle the short selling are
acquired through securities leasing or sale and repurchase agreements. Securities sold short
are recognised at fair value at the balance sheet date.

2.4.2 Other liabilities at fair value through profit and loss

Other liabilities at fair value through profit and loss include certain financial 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 financial liabilities are recognised in profit and
loss for the period in which they arise.
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2.5 Trading financial assets

Trading financial assets are acquired to realise gains from short-term fluctuations in the
prices or margins of traders, or form part of a portfolio that regularly generates short-term
gains. These assets are valued at fair value based on quoted bid prices. Any realised and
unrealised gains and losses are included under ‘Trading income’ Interest earned on trading
financial assets is recognised as interest income. Dividends received on trading financial
assets is recognised as ‘Trading income’

All purchases and sales of trading financial 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 financial instruments until the date
of settlement.

2.6 Non-trading financial assets and liabilities at fair value through profit and loss
Rabobank has opted to classify financial instruments not acquired or entered into for
realising gains from short-term fluctuations in traders’ prices or margins at fair value through
profit and loss. These financial assets are carried at fair value.

Management designates financial assets and liabilities to this category upon initial

recognition if one of the following criteria is 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
profits or losses on the basis of different accounting principles; or

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

— The financial instrument contains an embedded derivative financial instrument, unless the
embedded derivative financial instrument does not significantly affect the cash flows 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 classification is recognised as interest income and interest

due on liabilities with this classification is recognised as interest expense. Any other realised

and unrealised gains and losses on revaluation of these financial instruments at fair value are
included under ‘Net income from non-trading financial assets and liabilities at fair value
through profit and loss.

2.7 Day 1 profit

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 profit.
Rabobank recognises this profit directly under ‘Trading income’ provided that the valuation
technique is based on observable data (from active markets). If unobservable data was used,
the Day 1 profit is amortised over the term of the transaction. Profit is subsequently accounted
for if the financial instrument in question is sold or if the data input has subsequently become
observable.

2.8 Available-for-sale financial assets
Management determines the appropriate classification of a financial asset on the date of
acquisition.

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

Available-for-sale financial assets are initially recognised at costs (including transaction
costs). These assets are subsequently revalued at fair value based on quoted bid prices or
values derived from cash flow models. The fair values of unlisted equity instruments are
estimated based on appropriate price/earnings ratios, adjusted to reflect the specific
circumstances of the respective issuers. Any unrealised gains and losses from changes in
the fair value of available-for-sale financial assets are recognised in equity unless they relate
to amortised interest. If such financial assets are disposed of or suffer impairment losses,
the adjustments to fair value are recognised in profit and loss.



An impairment loss is recognised on a financial asset if expectations are that its cost
will permanently exceed its estimated recoverable amount. The recoverable amount of
an instrument carried at fair value is the present value of the expected future cash flows,
discounted at the current market interest rate on a comparable financial asset.

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

2.9 Held-to-maturity financial assets
Financial assets with fixed terms and cash flows are classified as held-to-maturity financial
assets, provided management intends to keep them for their full terms and is in a position to
do so. Management determines the appropriate classification for its investments on their
acquisition dates.

Held-to-maturity financial assets are carried at amortised cost based on the effective
interest method, net of provisions for impairment losses.

Interest earned on held-to-maturity financial assets is recognised as interest income.
All purchases and sales made in accordance with standard market conventions for held-to-
maturity financial 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 financial statements under ‘Trading financial assets’ and ‘Available-for-sale financial
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 difference between the selling price and repurchasing
price is recognised as interest income or interest expense over the term of the agreement,
based on the effective interest method.

2.11 Securitisations and other derecognition constructions

Rabobank securitises, sells and carries various financial assets. Those assets are sometimes

sold to special purpose entities (‘'SPE’), which then issue securities to investors. Rabobank has

the option of retaining an interest in sold securitised financial 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 financial asset (or a portion of it) is derecognised if:

- the rights to the cash flows from the asset expire;

- the rights to the cash flows from the asset and a substantial portion of the risks and
benefits of ownership of the asset are transferred;

- a commitment to transfer the cash flows from the asset is presumed and a substantial
portion of the risks and benefits are transferred;

- a commitment to transfer the cash flows from the asset is presumed;

- not all the risks and benefits 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 benefits, 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 financial asset does not qualify for derecognition, the
transfer does not result in Rabobank’s contractual rights being separately recognised as
derivative financial 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.
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Gains and losses on securitisations and sale transactions depend partly on the previous
carrying amounts of the financial 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 profit 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 flows, using pricing models that
take into account various assumptions such as credit losses, discount rates, yield curves,
payment frequency and other factors.

Rabobank decides for each securitisation transaction whether the SPE should be included
in the consolidated financial statements. For this purpose, it performs an assessment of the
SPE by taking a number of factors into consideration, for instance the activities, decision-
making powers and the allocation of the benefits and risks associated with the activities
of the SPE.

2.12 Netting of financial assets and liabilities

Financial assets and liabilities are set off and the net amount is transferred to the balance
sheet if a legal right to set off the recognised amounts exists and it is intended to settle the
expected future cash flows on a net basis, or to realise the asset and settle the liability
simultaneously.

2.13 Foreign currencies

2.13.1 Foreign entities

Items included in the financial statements of each entity in the Rabobank Group are carried in
the currency that best reflects the economic reality of the underlying events and circumstances
that are relevant for the entity (‘the functional currency’). The consolidated financial statements
are presented in euros, which is the parent company’s functional currency.

Gains, losses and cash flows 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 balance sheet purposes, they are
translated at closing rates. Translation differences 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
differences are recognised in profit 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.

2.13.2 Transactions in foreign currencies

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

Translation differences on debt securities and other monetary financial assets carried at
fair value are included under foreign exchange gains and losses. Translation differences on
non-monetary items such as equity instruments held for trading are recognised as part of
the fair value gains or losses. Translation differences on available-for-sale non-monetary
items are included in the revaluation reserve reported under equity.

2.14 Interest

Interest income and expenses for all interest-bearing instruments are recognised in profit
and loss on an accrual basis, with the effective interest method being applied. Interest
income includes coupons relating to fixed-interest financial assets and trading financial
assets, as well as the cumulative premiums and discounts on government treasury securities
and other cash equivalent instruments. If any loans suffer 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 flows used to
determine the recoverable amounts.



2.15 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 underlying transactions.

2.16 Loans to customers and due from other banks

Loans to customers and due from other banks are not derivative financial instruments with
fixed or defined payments, not listed on an active market, apart from such assets that
Rabobank classifies as trading, at fair value on initial recognitions with changes recognised
through profit 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 difference between the carrying amount and the
recoverable amount, which is the present value of the expected cash flows, including
amounts recoverable under guarantees and sureties, discounted at the original effective
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 balance sheet date. Examples of
objective evidence for value adjustments are:

- significant financial 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 financial 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 profit and loss
account. 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 profit and loss account.

2.17 Intangible assets

2.17.1 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
unconditional liabilities of the entity acquired. Goodwill arising on the acquisition of a
subsidiary made on or after 1 January 2004 is recognised on the balance sheet as an
intangible asset net of any impairment losses. Impairment tests are performed annually to
determine whether impairment has occurred. Goodwill that arose on the acquisition of a
subsidiary made before 1 January 2004 was charged directly to equity. Goodwill in such case
has not been capitalised retrospectively, as allowed under IFRS.

2.17.2 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 identifiable and
unique software products over which Rabobank has control and that will probably provide
economic benefits exceeding the costs for longer than a year are recognised as intangible
assets. Direct costs include the employee expenses of the software development team and
an appropriate portion of the relevant overhead.

Expenditures that improve the performance of software compared with their original
specifications 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 five years.
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2.17.3 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 flows) of contractual insurance
rights and obligations are capitalised as intangible assets and amortised over the term of
the contract, which is generally between 2 and 5 years. The other intangible assets are
amortised over their useful lives. Each year, Rabobank performs an impairment test based on
expected future cash flows. An impairment loss is recognised if the expected future profits
do not justify the carrying amount of the asset.

2.17.4 Impairment losses on other intangible assets

At each balance sheet 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 balance sheet date or more frequently if indications of impairment exist.

2.18 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 offices 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 -8years

Each year, Rabobank assesses whether there are indications of impairment of property and
equipment. If the carrying amount of an asset exceed:s 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 profit and loss at the time the relevant costs are incurred.
Expenditures on extending or increasing the benefits from land and buildings compared
with their original benefits are capitalised and subsequently depreciated. Finance expenses
incurred during the creation of an asset for use or sale are charged to profit and loss for the
period in which they are incurred.

2.19 Investment properties
Investment properties, mainly office 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 on the balance sheet at cost, net of accumulated
depreciation and impairment.

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

2.20 Work in progress

Work in progress is included in ‘other assets’ on the balance sheet. 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 reclassified as ‘Other liabilities'
Gains and losses are recognised based on the percentage of completion method.



2.21 Leases

2.21.1 Rabobank as lessee

Leases relating to property and equipment under which substantially all the risks and
benefits of ownership are transferred to Rabobank are classified as finance 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 finance 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 loans;, after deduction of finance charges. The interest
components of the finance charges are recognised in profit 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 substantial portion of the risks and benefits of ownership of the
assets are retained by the lessor are classified as operating leases. Operating lease payments
(less any discounts given by the lessor) are charged to profit and loss on a straight-line basis
over the term of the lease.

2.21.2 Rabobank as lessor

Finance leases

If assets are leased under a finance lease, the present value of the lease payments is recognised
as a receivable under‘Due from other banks’ or ‘Loans to customers. The difference between
the gross receivable and the present value of the receivable is recognised as unearned finance
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 on the balance sheet 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.

2.22 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 outflow of resources embodying economic
benefits 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 flows.

2.22.1 Restructuring

Restructuring provisions comprise penalties for premature termination of leases, payments
under redundancy schemes and other costs directly attributable to restructuring programs.
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.

2.22.2 Leave and long-term employment

Leave entitlements of employees and leave relating to long-term employment are
recognised at the time they are granted. A provision is formed for the estimated obligation
for annual leave and leave relating to long-term service of employees, with the balance
sheet date as reference point.

2.22.3 Legalissues
Legal issues provisions are formed for the amounts estimated at the balance sheet date.
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2.23 Employee benefits

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

2.23.1 Pension obligations

The defined benefit liability is the present value of the defined benefit obligation at the
balance sheet date, including adjustments for actuarial gains and losses and past service
costs not yet recognised, reduced by the fair value of the fund. The defined benefit
obligation is calculated by independent actuaries each year using the projected unit credit
method. The present value of the defined benefit obligation is calculated by discounting the
estimated future cash outflows 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
modified 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 defined benefit plan or the fair value of the fund,
such excess is taken to profit or loss, spread over the expected average remaining years of
service of the employees participating in the plan.

2.23.2 Defined contribution plans

Under defined 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.

2.23.3 Other post-employment obligations

Some Rabobank units provide other post-employment benefits. To become eligible for such
benefits, 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
benefits are accrued over the years of service, based on a system similar to that for defined
benefit plans. The obligations are valued each year by independent actuaries.

2.24 Tax

Tax receivables and payables and deferred tax assets and liabilities are set off if they relate to
the same taxation group, the same taxation authority, a legal right exists to set off tax items
and simultaneous treatment or settlement is expected.

Provisions are formed in full for deferred tax liabilities, using the liability method, arising
from temporary differences at the balance sheet date between the tax bases of assets and
liabilities and their carrying amounts for financial reporting purposes.

The main temporary differences relate to the depreciation of property and equipment, the
revaluation of certain financial assets and liabilities, including derivative financial
instruments, provisions for pensions and other post-employment benefits, 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 balance sheet date.

Deferred tax assets are recognised to the extent that it is probable that future taxable



profits will be available, against which the temporary differences can be utilised.

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

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

Deferred tax items relating to the revaluation to fair value of available-for sale financial
assets and cash flow hedges that are charged or taken to equity are subsequently recognised
in profit and loss together with the respective gain or loss.

2.25 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 difference between the net proceeds and the redemption amount is
recognised over the term of the loan, using the effective interest method.

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

2.26 Rabobank Member Certificates

These are the Members Certificates issued in 2000, 2001, 2002 and 2005. 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 profit and loss account of Rabobank shows a loss for any financial year, the
issue proceeds, insofar as they have been lent on to Rabobank Nederland, are recognised
under ‘Equity’in proportion to the number of certificates held by members and employees,
since there is no formal obligation to repay the principal or make distributions. As a result,
distributions are accounted for in the profit appropriation.

2.27 Trust Preferred Securities and Capital Securities
Trust Preferred Securities, which pay a non-discretionary dividend and are redeemable on a
specific date or at the option of the holder, are classified as financial liabilities and included
under ‘Other loans' The dividends on these preferred securities are recognised in profit and
loss as interest expense based on amortised cost using the effective 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.

2.28 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 balance sheet
date to settle the obligation or transfer it to a third party and the initial carrying amount less
amortisation.

2.29 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.

230 Segmentinformation

A segment is a distinguishable component of Rabobank that engages in providing products
or services and is subject to risks and returns that are different from those of other segments.
A segment in which most of the revenue is generated by sales to external clients, and the
revenue, profit or assets account for 10% or more of all segments in aggregate is reported
separately. Rabobank’s primary segment reporting format is by business segment; the
secondary format is by geographical segment.
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2.31 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 insignificant risk of changes in value.

3 Solvency

The main capital ratio requirements set by De Nederlandsche Bank (the Dutch central bank)
are derived from the capital adequacy guidelines of the European Union and the Basel
Committee on Banking Supervision. These ratios compare a bank’s qualifying capital (Tier |
and Tier Il) and core capital (Tier I) with the total risk-weighted assets and off-balance-sheet
items and with the market risk exposure of the trading portfolios. The minimum
requirements for qualifying capital and core capital as a percentage of risk-weighted assets
are 8% and 4% respectively. The table below shows the capital available to Rabobank and
the minimum capital required by the regulatory authorities.

With the market risk approach, the general market risk is hedged, as well as the risk of
open positions in foreign currencies, debt and own equity instruments. Assets are weighted
according to broad categories of notional risk, the weightings reflecting the deemed capital
required to back the assets. Four risk weightings are used: 0%, 20%, 50% and 100%. For
example, cash and money market instruments are assigned a weighting of 0%, which means
that no capital is required to back the holding of these assets. Items of property and
equipment are assigned a weighting of 100%, which means that capital equal to 8% of their
carrying amount has to be held to back them.

Off-balance-sheet liabilities relating to loans, forward contracts, forwards and options
based on derivative financial instruments have various categories of conversion factors
applied to them in order to disclose these items at their balance sheet equivalents. These
equivalent amounts are then also assigned risk weightings.

Rabobank’s ratios
In millions of euros 2007 2006

Tier I and qualifying.capital can be broken down as follows: S o
Retained.earnings.and.other reserves.(note.29) e 219,123 217,055

Rabobank Member Certificates.(note.30) e ...6,233 ...5,808
Trust Preferred Securities.lll.to.V1.(note 31) e ...1,789 ...1,959
Trust Preferred Securities.|.and Il (note. 27) 1,189 1,329
Capital.Securities.(note.31) 990 :
29,324 26,151
Part.of minority.interest treated as.qualifying.capital e ...1,703. L1710
Deductions (2,543) (1,471)
Tier.l.capital 28,484 26,391
Part.of revaluation.reserve treated as.qualifying capital e ....970 399
Deductions (1,329) (740)
Part.of subordinated.debt treated.as.qualifying.capital . ...1,031. ...1,064
Qualifying.capital 29,156 27,114
Risk-weighted. assets 266,573 247,458
Ratios
Core capital (Tier.1.ratio) 10.7 10.7
Qualifying capital (BIS. ratio) 10.9 11.0
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4  Risk exposure of financial 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 Balance Sheet
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 Officer, 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, 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, risk management is practiced within the business units as
well, where independent risk control departments manage the risks relevant for those units.

4.2  Strategy for the use of financial instruments

Rabobank’s activities are inherently related to the use of financial instruments, including
derivative financial instruments. Rabobank accepts deposits from clients at fixed 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 sufficient 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 on
the balance sheet; Rabobank also gives guarantees such as letters of credit and performance
and other guarantee documents.

Rabobank also trades in financial instruments when it takes positions in tradable and
unlisted instruments (OTCs), including derivative financial instruments, in order to profit 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 non-trading books.
Interest rate risk in the trading books is part of market risk. Interest rate risk is the risk that
the bank’s financial 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 affect cash flows (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 due to the fact that their
payment obligations increase as a result of higher interest rates does not affect Rabobanks
interest rate risk position. Any resulting negative effects 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 balance sheet items without a term
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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 EUR 25 million.
The IFRS equity deviates from the market value of equity used for the purpose of analysing
the impact of interest rate changes on the market value of equity. Since a substantial
number of balance sheet items is not subject to value changes in terms of IFRS as a
consequence of interest rate changes, any effects will be recognised in IFRS equity through
profit and loss.

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 balance sheet
structure and no management intervention. The impacts in the first 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 first 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 sensitivity 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 effect. Said impact on
interest income is reflected in IFRS equity through profit and loss and is virtually nil.

Income at Risk

In millions of euros

At 31 December 2006
200 bp decline

At 31 December 2007

200 bp increase 200 bp decline 200 bp increase

1-12.months (26) 22 (31) 6
13-24 months (46) 78 (13) (20)

4.3.2 Equity at Risk

The table below shows the sensitivity of the economic value of equity to interest rate
changes, whereby the economic value of equity is defined as the present value of the assets
less the present value of the liabilities plus the present value of the position held in
derivative financial instruments, 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 At 31 December 2007 At 31 December 2006
In % 200 bp increase 200 bp decline 200 bp increase 200 bp decline
Economic.value.of equity. -12% +14% -11%. +12%

The aforementioned methods are supported by various scenario analyses, for instance to
determine the quotation risk of pending mortgage quotations. The results of these scenario
analyses are important for integral interest rate risk management purposes and are included
in reports to senior management.
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The credit risk exposure is the loss that Rabobank would suffer if a counterparty or issuer
were to default on all its contractual obligations. Credit risk is inherent in traditional banking
products. Positions in tradable assets such as bonds and shares are also subject to credit risk.
Please refer to paragraph 4.9 for the implications of the financial crisis for the credit risk.

Rabobank is exposed to credit risks. Credit risk is defined as the risk that a counterparty
will be unable to make payments in full when they become due. Rabobank controls the size
of its credit risk exposure by limiting the amount at risk in relation to a borrower, or a group
of borrowers, and to countries. These risks are monitored cyclically and are subject to regular
assessment. Rabobank uses an escalating authorisation system to make decisions on
individual loans. Immediately below the Executive Board, the system takes the form of loan
committees; at lower levels, assessments undergo a review by a four-eyes-principle.

Credit risks are managed by regularly analysing the financial capacity of borrowers and
potential borrowers to pay the amounts they owe in interest and principal and by adjusting
their credit limits as necessary. Credit risks are also partly managed through the use of
covenants and/or the provision of security and business and personal guarantees. 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 on the balance sheet, 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.

Approximately 50% of Rabobank’s total loan portfolio represents loans to private
customers (mainly mortgages) who have an extremely low risk profile, based on losses
incurred in prior years. The remainder is a highly varied portfolio of loans to business clients
in the Netherlands and abroad. The proportion of the total loan portfolio attributable to the
food & agri sector was 17% in 2007. The proportion of the loan portfolio relating to trade,
industry and services was 33% at year-end 2007 and is spread over a large number of clients
in many sectors, mainly in industrialised countries.

The new ‘Basel II' capital accord has become effective for Rabobank Group as from
1 January 2008. The Dutch central bank has granted Rabobank Group permission to
determine the Basel Il equity requirements in accordance with the most advanced methods.
For this purpose, Rabobank Group has developed its own risk models and opted for the
Advanced Internal Ratings Based approach (AIRB) for credit risk.

4.4.1  Maximum credit risk

The table below sets out the maximum credit risk to which Rabobank is subject at the
balance sheet date in respect of its various financial instruments, without taking into account
any collateral or other credit improvements.

Maximum gross credit risk

In millions of euros 2007 2006
Cash.and.cash @QUIVAIENTS ... R 1. 2O, ...1,630
DUe from.OtherDaNKS. ... 34218, 49,086
Trading fINANCIALASSELS.....oeeeeeeeeeeeeeeesennese 2 Qs 1L D. 36,789
Other financial assets.at fair. value through.profit. and.1oss...........e. 18,133 21,468
Derivative financial instruments 26,089 18,992
L.oans.to.customers. 372,968 354,924
Available-for-sale finanCial aSSELS. ...... ... 205309 48,961
Held-10-maturity. fINANCIALASSEES. ... S DD, ...1,489
Other assets.(incl..current taX asSeLS). . ..o A 1 D18, 10,185
Total 554,508 543,524
Credit related and contingent liabilities. ... 47,738 47,369
Total 602,246 590,893

The above amounts for the financial instruments at fair value represent the current credit
risk, which could deviate from the maximum credit risk in the future as a result of changes
in parameters.
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4.4.2 loans

Apart from due from other banks (43 billion, or 8% of total assets), Rabobank’s only
significant risk concentration is in the private sector lending; these loans to private
customers account for 47% of all loans to customers. Loans to trade, industry and services
and loans to the food & agri sector are both spread over a wide range of industries. None of
them represents more than 10% of the total client loan portfolio.

In millions of euros 2007 2006

Total loans to.customers 372,968 354,924

of which:......to.government clients 5,095 3,093

securities.transactions.due from.private sector lending 14,422 28,396
interest rate hedges.(hedge accounting) (2,522) (675)

Private sector lending 355,973 324,110

This.can be broken down geographically.as follows: B B S -

The Netherlands 269,964 76% 243,833 716%

Other countries.in.the EU zone 31,122 . 9%.... 31,784 ..10%

North America 30,207 9% 28,707 9%

L.atin. America 6,604 2% 4,159 1%

Asia 4,872 1% 3,863 1%

Australia 12,370 3% 10,938 3%

Other.countries 834 0% 826 0%

Total 355,973 100% 324,110 100%

Risk spread.in the loan portfolio.can be broken down by business segment as follows: B B B .

Private.individuals 180,146 50% 166,114 51%

Trade,.industry.and.services 116,423 33% 105,499 33%

Food & agri 59,404 17%. 52,497 16%

Total 355,973 100% 324,110 100%
4.4.3 Derivative financial 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 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 for Rabobank (at the 97.5% confidence level). Regarding derivative
financial instruments, this is only a fraction of the notional amount (principal) at which the
open transactions are disclosed. This credit risk is managed as part of the general lending
limits for clients. Substantial amounts of security or other guarantees are given for
Rabobank’s credit risk exposures in relation to these transactions.

The credit risk exposure represents the current fair value of all open derivative contracts

showing a gain, taking into account master netting agreements enforceable by law.

4.4.4 Credit risk management methods

Rabobank further limits its exposure to credit risk by entering into master netting
arrangements with counterparties for a significant volume of transactions. In general, master
netting arrangements do not lead to the setting off of assets and liabilities included on the
balance sheet as transactions are usually settled gross. The credit risk relating to favourable
contracts 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 9,052 (2006: 4,376).

The total credit risk exposure of Rabobank from derivative financial instruments to which
netting arrangements apply is highly sensitive to the closing of new transactions, lapsing of
existing transactions and market movements in interest and exchange rates.
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An additional method for managing the credit risk associated with derivative financial
instruments and sale and repurchase agreements is the use of collateral arrangements.

The amount and nature of the collateral required depends on the assessment of the credit
risk inherent in the counterparty. Rabobank follows guidelines for the purpose of accepting
and valuing different types of collateral. The major types of collateral are:

- Residential mortgage collateral, mainly for the retail portfolio;

- 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 financial instruments to manage credit risks.

Management monitors the market value of collateral obtained and requests additional

collateral, if necessary in accordance with the underlying contract. Management uses this

and other information to determine the amount of the provision for credit losses.

4.4.5 Off balance sheet financial instruments

The main purpose of these instruments is to ensure that financial resources are available for
clients when needed. Guarantees and stand-by letters of credit, which represent irrevocable
commitments by Rabobank to make payments to third parties on behalf of clients if they are
unable to fulfil their obligations, are exposed to the same risks as loans. Documentary and
commercial letters of credit, which are written undertakings by Rabobank on behalf of
clients authorising third parties to draw bills against Rabobank up to a preset amount
subject to specific conditions, 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 specific rate of interest during a fixed period of time are
accounted for as derivatives 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.

Promises to grant lending facilities represent unused partial authorisations to grant such
facilities in the form of loans, guarantees or letters of credit. Regarding promises to grant
credit facilities, Rabobank is potentially exposed to losses up to an amount equal to the
unused commitments. However, the probable 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 financial assets

In its financing approval process, Rabobank Group uses the Rabobank Risk Rating, which
reflects 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 balance sheet items.
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Credit quality of financial assets

(Virtually) Adequate
In millions of euros no risk to good Vulnerable Impaired Total
At 31 December 2007
Due from.other banks 40,363 2,840 5 10 43,218
Loans to customers
—.Loans.to.government.clients 4,583 502 5 5 5,095
—.Loans.to private clients 81,640 277,080 6,690 2,463 367,873
—..Overdrafts 1,549 7.832 525 17 9,923
-..Mortgages 51,515 189,191 2,429 349 243,484
— lLeases 1.353 14,244 1,205 294 17,096
—.Receivables relating.to.securities.transactions e ...9.606..... 4816 T B 14,422
=.Other 17,617 60,997 2,531 1,803 82,948
Total 126,586, 280,422 6,700 2,478 416,186
At 31 December 2006
Due from. other banks 46,659 2,427 z z 49,086
Loans to customers
—.Loans.to.government.clients 2,676 410 - 7 3,093
—.Loans.to private clients - 101,371 242,635 .. D226, 2599 351,831
-..Overdrafts 1,910 6,752 310 55 9.027
-..Mortgages 56,335 162,292 2,041 236 220,904
- lLeases 1,488 12,531 1,204 362 15,585
—.Receivables relating.to.securities.transactions 24,317 4,079 z z 28,396
=.Other 17,321 56,981 1.671 1,946 77,919
Total 150,706, 245,472 5,226 2,606 404,010
In view of its relationship-driven banking approach, Rabobank will try to avoid payment default
on the part of the customer through proper credit risk management, periodic consultations
with its customers and timely measures. If a customer defaults despite these efforts, Rabobank
will attempt to restructure the loan as opposed to recovering the collateral provided that it sees
scope for continuity. Consequently, the payment agreements may be extended, new loan
conditions agreed or additional cover secured. Once there is renewed scope of continuity the
loan will no longer be recognised as impaired. Management continuously reviews the
renegotiated loans to ascertain that all criteria were met and the future cash flows will materialise
as planned.
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The table below gives an age analysis of financial 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 2007
Due from other banks 5 - - - 5
Loans to customers
-..L.oans.to.government clients - 5 - - 5
=.Loans to private clients 4,953 872 470 396 6,691
—..Overdrafts 451 37 37 - 525
=.Mortgages 1.814 349 163 103 2429
- lLeases 896 183 124 2 1,205
-..Receivables relating.to.securities transactions - - - - -
=.Other 1,792 303 146 291 2,532
Total 4,958 871 470 396 6,701
At 31 December 2006
Due from other banks - - - - -
Loans to customers
-.Loans.to government clients - - - - -
—.Loans.to private clients 3,901 785 448 92 5,226
—..Overdrafts 267 23 20 z 310
—.Mortgages 1,485 329 159 68 2,041
—.leases 895 184 123 2 1,204
-..Receivables relating.to securities transactions - - - - -
=.Other 1,254 249 146, 22 1,671
Total 3,901 785 448 92 5,226
The fair value of the security received by the bank for assets expired but unimpaired is 4,315
(2006: 3,469).
4.5 Currency risk
Rabobank is exposed to exchange rate fluctuations impacting the financial position and cash
flows. Just as with other market risks, the currency risk exposure of the trading books is
managed using value-at-risk (VaR) limits set by the Executive Board. This risk is monitored on
a daily basis. The policy aims to prevent open positions whenever possible. The non-trading
books are only exposed to the translation risk on capital invested in foreign activities and on
issues of Trust Preferred Securities not denominated in euros. To monitor and manage
translation risk, Rabobank follows a policy of protecting equity against exchange rate
fluctuations.
4.6 Liquidity risk
Rabobank is exposed to liquidity risk, i.e. the risk that the bank is unable to meet all of its
(re)payment obligations, as well as the risk that the bank is unable to fund increases in assets
at reasonable prices or unable at all. This could happen if, for instance, clients or professional
counterparties suddenly withdraw more funds than expected, which cannot be met by the
bank’s cash resources or by selling or pledging assets or by borrowing funds from third parties.
Rabobank’s policy is to match the term of funding with the term of loans granted.
Furthermore, the bank manages the liquidity risk in three ways. Firstly, by restricting and
limiting cash outflows. For this purpose, the expected cash inflows and outflows for the
next thirty days are measured and reported on a daily basis. Limits were set for these cash
outflows for all currencies and locations. Detailed contingency plans with procedures were
drawn up to face a possible crisis situation.
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Contract repayment date

Secondly, an ample buffer of tradable securities is maintained. This is reflected in the
balance sheet by the substantial items ‘Trading financial assets, ‘Available-for-sale financial
assets’and ‘Other financial assets at fair value through profit and loss. Where necessary, these
assets can be allocated for pledging to central banks, for use in repo transactions or direct
selling in the market to generate liquidity. As part of its liquidity risk management Rabobank
has furthermore securitised a portion of its Dutch mortgage portfolio and retained the
corresponding securities, thus increasing the buffer of marketable securities. These securities
can be lent to the central bank or traded in the market if necessary. However, due to
consolidation of internal securities, the positive effect on the liquidity position is not
reflected in the balance sheet for financial reporting purposes.

Thirdly, the liquidity risk is restricted thanks to the prudent funding policy aimed at
meeting the finance requirements of the group units at acceptable cost. Diversification of
sources of funding and currencies, flexibility of the funding instruments applied and a
hands-on investor relations approach are key factors. This prevents Rabobank from being
overly dependent on a single source of funding.

Furthermore, scenario analyses are performed each month to simulate the possible
consequences of a wide range of stress scenarios, distinguishing between scenarios specific
for the market and scenarios specific for Rabobank. Monthly reports on the liquidity position
of the Group as a whole are submitted to the Dutch central bank. These reports are prepared
in accordance with the guidelines drawn up by this supervisory authority.

The table below shows Rabobank’s non-discounted liabilities grouped by the liquidity
period remaining between the balance sheet date and the earliest reasonable contract
repayment date. The total amounts do not correspond exactly with the amounts in the
consolidated balance sheet, since this table is entirely based on non-discounted cash-flows,
related to both principal and future interest payments.

The item ‘derivative financial instruments and other trade liabilities’ mostly comprises
liabilities in the trading portfolio. The balance sheet item ‘derivative financial instruments
and other trade liabilities’ has not been analysed on the basis of the contract repayment date
since liabilities in the trading portfolio are typically held short-term. The assets or liabilities
underlying of the trading and hedging derivative financial instruments may be long-term.

Less More No
than 3 months than repayment

In millions of euros On demand 3 months to 1 year 1-5 years 5 years date Total
At 31.December 2007

Liabilities

Due to.other banks.... 9,775. ..51,289. ...6,898 ...5,000. ...1,048 ) 25.......74,035
Due to customers..... 157,075, ..51,026 ..16,857. D409, ..18,636. . 532......253,585
Debt securities.in.issue 3,139 53,668 13,590 53,203 29,019 - 152,619
Other.debts.(including.current tax liabilities) 2,709 6,678 1,040 241 53 - 10,721
Other financial liabilities.at fair. value through.profit and.loss.... . - o 035 .. 2409 ...9438 21777 . 34,259
Subordinated debt - 1 66 48 2,549 3 2,667
Total liabilities 172,698 163,297 40,860 77,389 73,082 560 527,886
At 31 December 2006

Liabilities

Due to.other banks 2,164 73,517 13.397 5477 974 36 95,565
Due to.customers..... 136,980, ..66,309 ...9,194 212,234 215,077 1 85...239,949
Debt securities.in.issue . 1,958 YAYAN 17,852 ..46,814 22,875, . 6....137,076
Other debts (incl. current tax liabilities). S 2401 ...1.568 102 ) 94 ) 56 ) 10,821
Other financial liabilities.at fair.value through.profit and.loss.... . 1 978 2378 1,806, ..23,691 . 75.........34,929
Subordinated debt - 1 3 76 2,695 7 2,782
Total liabilities 143,504 195,944 43,526 72,501 65,368 279 521,122
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The table below shows Rabobank’s assets and liabilities grouped by the period remaining
between the balance sheet date and the contract repayment date. These amounts
correspond with the balance sheet.

Contract repayment date

Less than More than
In millions of euros 1 year 1 year Total
At 31 December 2007
Cash.and.cash.eqUIValeNts. ... s 37 B DD ..2.129
Due from.otherbanks. ... 382N L 2,001 43,218
Trading. finANCIal.aSSELS ... BT B 24,7 Q1. 229,179
Other financial.assets at fair value through profitand.loss..........8683 .. . . ...9450 218,133
Derivative financial iNSLrUmMENtS. ... 26428 ... 20,605, 26,089
L.0ANS 10 . CUSTOMENS ... S 100 .. 285,818, 372,968
Available-for-sale financial assets. ... N 0,084 40,271, 50,355
Held-to-maturity. financial @ssets. ... 005 1 94 859
Other assets.(incl..current tax.assets). ... 900 6,678, 211,578
Total assets 160,975 393,533 554,508
Contract repayment date Less than More than
In millions of euros 1 year 1 year Total
At 31 December 2007
Dueto.otherbanks. ... OL, 555,673, 13,428
Due to.customers 223,027 26,488 249,515
Debt securities iNiSSUE. ... 06330 T 2,482, 141,812
Derivative financial.instruments.and other trade liabilities...........8482.........22,615. 31,097
Other.debts. (incl..current tax liabilities). ... D22 . 3494 210,721
Other financial liabilities.at fair.value.. e S
L through profit and.loss. ... 3800 24,299, 227,303
Subordinated.debt 63 2,231 2,294
Total liabilities 378,888 157,282 536,170
Net liquidity surplus/(deficit) ... (217913) .. 236251 18,338
At 31 December 2006
Total.assets 167,298 376,226 543,524
Total liabilities 378,679 145,165 523,844
Net liquidity surplus/(deficit). ... (212,381)..231,0611. 19,680

The above breakdown was compiled on the basis of contract information, without taking into
account actual movements in balance sheet items. This is taken into account, however, for the
day-to-day management of the liquidity risk. Customer savings are an example. By contract,
they are payable on demand. However, experience has shown that this is a very stable source
of financing at the long-term disposal of the bank. The regulations of the supervisory
authority are also factored in. Based on the liquidity criteria of the Dutch central bank,
Rabobank had a substantial liquidity surplus at 31 December 2007 and throughout 2007.

The liquidity requirements to meet payments under guarantees and stand-by letters of
credit are substantially lower than the size of the liabilities, as Rabobank does not generally
expect that third parties to such arrangements will draw funds. The total open position
relating to contractual obligations to provide credit does not necessarily represent
Rabobank’s future cash resource needs, as many of these obligations will lapse or terminate
without financing being required.
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4.7  Market risk

Rabobank is exposed to market risk. A market risk arises on open positions in relation to
interest rates, currency credit spreads and share-based products, all of which are subject to
general and specific market movements. Rabobank employs a value-at-risk (VaR) method to
estimate the market risk of positions it holds and the maximum expected losses. The method
requires a number of assumptions to be made for various changes in market conditions. In
order to estimate the risk under‘abnormal’ market conditions as well, the effect of certain
extreme events (‘event risk’) on the value of the portfolios is measured.

Each year, the Executive Board determines the risk appetite and corresponding VaR and
event risk limits. These limits are converted into limits at book level and are monitored daily
by the market risk management department. The risk position is reported to senior
management on a daily basis and discussed in the various risks management committees
each month. In addition to the VaR limits, a very extensive system of trading controls per
book is in place. These controls include rotation risk, delta profile limits per bucket, nominal
limits and the maximum number of contracts, thus avoiding that risks that offset each other
in the VaR system are overlooked.

The internal VaR model forms an integral part of Rabobank'’s risk management framework;
it has also been approved by the Dutch central bank and is also applied to determine the
solvency requirement for market risk. Rabobank has opted to apply a VaR based on historical
simulation for which one year’s worth of historic data is used. The VaR is calculated over time
horizons of both 1 day and 10 days. For internal risk management purposes, Rabobank has
opted for a confidence level of 97.5%. Furthermore, the VaR with a confidence level of 99% is
also calculated on a daily basis.

The major benefit of a VaR model based on historical simulation is that no assumptions
need to be made in terms of distribution of possible value changes of the various financial
instruments. A drawback is that a certain period of historic market movements needs to be
selected, which may affect the level of the calculated VaR. Further to the requirements of the
supervisory authority and after internal research, Rabobank has opted for a historical period
of 1 year.

The actual results are regularly assessed through back testing in order to determine the
validity of the assumptions and parameters/factors applied when calculating the VaR.

In addition to the VaR model, Rabobank employs a stress testing programme, which
measures the effect of extreme yet plausible events not taken into account in the regular VaR
model. Not only hypothetical scenarios but also actual scenarios are extrapolated for this
purpose, such as the stock market crash of 1987 and the credit market turbulence of 1998.
Complementing the VaR model with the stress test results enables Rabobank to obtain a
more accurate perspective on risk positions. All results were within the relevant limits.

The table below shows the composition of the VaR of the trading and investment books,
divided into several components. A diversification benefit is obtained due to the fact that
opposite positions in different books partially offset each other. Paragraph 4.3 ‘Interest rate
risk’ provides analyses of the interest rate risk of non-trading portfolios. Compared to 31
December 2006, the VaR increased by nearly 25% during the year, mainly owing to a much
greater volatility. By reducing positions, the VaR increase was less steep than could be
assumed based on the market development.

VaR (1 day, 97.5%)

Foreign
In millions of euros Interest rate Credit currency Shares  Diversification Total
2007 -.31.December 16 28 - 5 (18) 31
2007 - average 12 23 - 5 NA 26
2007 = highest 17 29 1 10 NA 32
2007 = lowest 7 18 - 2 NA 20
2006.-.31.December 12 19 - 3 9) 25
2006 - average 12 2] - 4 NA 28
2006. - highest 16 24 1 7 NA 32
2006 = lowest 8 18 - 2 NA 22




4.8 Fair value of financial assets and liabilities

The table below shows the fair values of financial instruments based on the stated valuation
methods and assumptions. This table is included because not all financial instruments are
disclosed at fair value in the financial statements. The fair value is the amount for which an
asset could be exchanged or a liability settled between two knowledgeable and willing
parties in an arm’s length transaction.

Rabobank uses the market price as fair value if an active market exists (such as a stock
market), as this is the best measure of the fair value of a financial instrument.

Market prices are not available for a large number of the financial assets and liabilities that
Rabobank holds or issues. Hence, for financial instruments for which no market prices are
available, the fair values shown in the table below have been estimated using the present value
or the results of other estimation and valuation methods, based on the market conditions at
the balance sheet date. The values produced using these methods are highly sensitive to the
underlying assumptions used for the amounts as well as for the timing of future cash flows and
the discount rates. The following methods and assumptions have been used.

Cash and cash equivalents. The fair value of cash and cash equivalents is assumed to be
almost equal to their carrying amount. This assumption is also used for highly liquid
investments and the current component of all other financial assets and liabilities.

Due from other banks. Due from other banks comprise interbank placings and items to be
collected. The fair values of floating rate placings and overnight deposits are their carrying
amounts. The estimated fair value of fixed-interest deposits is based on the present value of
the cash flows, calculated using appropriate money market interest rates for debts with
comparable credit risks and terms to maturity.

Financial assets and derivative financial instruments held for trading. Financial assets and
derivative financial instruments held for trading are carried at fair value based on available
quoted market prices. If quoted market prices are not available, the fair value is estimated
from appropriate discounted cash-flow models and option valuation models.

Other financial assets at fair value through profit and loss. These financial assets are carried
at fair value based on quoted prices in active markets if available. If not, they are estimated
from comparable assets on the market, or using valuation methods, including appropriate
discounted cash-flow models and option valuation models.

Loans to customers. The fair value of issued loans is estimated from the present value of
the cash flows, using current market rates for similar loans. For variable-interest loans that
are reviewed regularly and do not vary significantly in terms of credit risk, the fair value is
based on the carrying amount until maturity.

Available-for-sale financial assets and held-to-maturity financial assets. Available-for-sale
financial assets and held-to-maturity financial assets are carried at fair value based on
available quoted market prices. If quoted market prices are not available, the fair value is
estimated from appropriate discounted cash-flow models and option valuation models.

Other financial assets. For almost all other financial assets, the carrying amount is a good
approximation of the fair value.

Due to other banks. Due to other banks comprise interbank placings, items to be delivered
and deposits. The fair values of floating rate placings and overnight deposits are their
carrying amounts. The estimated fair value of fixed-interest deposits is based on the present
value of the cash flows, calculated using ruling money market interest rates for debts with
comparable credit risks and terms to maturity.

Trade liabilities. The fair value of trade liabilities is based on available quoted market prices.
If quoted market prices are not available, the fair value is estimated from valuation models.

Other financial liabilities at fair value through profit and loss. The fair value of these
liabilities is based on available quoted market prices. If quoted market prices are not
available, the fair value is estimated from appropriate discounted cash-flow models and
option valuation models. Other financial liabilities classified at fair value through profit and
loss are immune to changes in Rabobank’s credit rating.

Due to customers. Due to customers include current accounts and deposits. The fair value
of savings and current accounts that have no specific termination date is assumed to be the
amount payable on demand at the balance sheet date, i.e. their carrying amount at that
date. The fair value of the deposits is estimated from the present value of the cash flows,

32

Rabobank Group Consolidated Financial Statements 2007



based on current bid rates of interest for similar arrangements with terms to maturity that
match the items to be measured. The carrying amount of variable-interest deposits is a good
approximation of their fair value at the balance sheet date.

Debt and other instruments issued by Rabobank. The fair value of these instruments is
calculated using quoted market prices. For notes for which no quoted market prices are
available, a discounted cash flow model is used, based on a current yield curve appropriate
for the term to maturity.

2007 2006
In millions of euros Carrying amount Fair value Carrying amount Fair value
Assets
Cash.and cash.equivalents 2,129 2,129 1,630 1,630
Due from.other banks 43,218 43,311 49,086 48,962
Trading.financial.assets 29,179 29,179 36,789 36,789
Other financial assets.at fair.value through. profit.and loss . . ..18,133. 18,133 ..21,468 ... ..21,468
Derivative financial assets 26,089 26,089 18,992 18,992
Loans to customers 372,968 . .370,189.. 354,924 . . 355,312
Available-for-sale financial assets 50,355 50,355 48,961 48,961
Held-to-maturity financial assets 859 931 1,489 1,562
Total assets 542,930 540,316 533,339 533,676
Liabilities
Due to.other banks ..73,428 73,341 ..94,626.... ..94,200
Due to customers... 249,515 249,828 .234,916...... 234,977
Debt securities.in.issue 141,812 142,018 128,066 127,469
Derivatives.and.other trade liabilities 31,097 31,097 26,694 26,694
Other financial liabilities.at fair.value through.profit.and.loss....... . ..27,303 . ..27,303.. ..26,270...... ..26,270
Subordinated.debt 2,294 2,297 2,450 2,454
Total liabilities 525,449 525,884 513,022 512,064
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The above stated figures represent the best possible estimates by management, based on a
range of methods and assumptions.

If a quoted market price is available, this is the best estimate of fair value. If no quoted
market prices are available for fixed-term securities, equity instruments, derivative financial
instruments and commodity instruments, Rabobank bases the fair value on the present
value of the future cash flows, discounted at market rates corresponding to the credit ratings
and terms to maturity of the investments. Also, a model-based price can be used to
determine an appropriate fair value.

Rabobank’s policy is to have all models used for valuing financial instruments validated by
expert staff who are independent of the staff who determine the fair values of the financial
instruments.

In determining market values or fair values, various factors have to be considered, such as
the time value of money, volatility, underlying options, warrants and derivative financial
instruments. Other factors are liquidity and the creditworthiness of the counterparty. The
valuation process has been designed such that market prices that are available on a periodic
basis are systematically used. This systematic valuation process has proved its worth during
the credit market crisis of the second half of 2007. Modifications to assumptions might affect
the fair value of held-for-sale and available-for-sale financial assets and liabilities.

The table below summarises the valuation methods used in determining the fair value of
financial assets and liabilities except current financial instruments and receivables and
payables arising in the normal course of business. Due to the relatively short time between
their initial recognition and expected realisation, the carrying amounts of these items are a
good approximation of their fair values.



Measurement of financial instruments 2007 2006

In millions of euros Fair value In % Fair value In %
Quoted. market prices 169,854 16 163,298 16
Valuation.methods based.on.assumptions.fully.supported.by........ o . B - B B
demonstrable market.prices.or rates 896,272 84 882,254 84
Valuation.methods. based.on.assumptions.not supported.by.
demonstrable market.prices.or rates 74 0 188 0
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If other reasonable assumptions are used for the valuation of financial instruments in
accordance with the valuation method based on assumptions that are not substantiated by
demonstrable market prices or rates, the potential effect is 64 (2006: 89). The unrealised
amount of these financial instruments taken to the income statement is small.

The table below shows the movement in deferred profit of the financial instruments which

were initially recognised at a value determined using a valuation technique based on data
input not substantiated by market prices.

Provision day 1 profit

In millions of euros 2007 2006
Opening.balance 142 98
Addition 117 68
Amortisation (36) (24)
Closing balance 223 142

4.9 Implications of the financial crisis

The credit market crisis has left deep scars in the financial markets over the past months,
and, like other financial institutions, Rabobank is feeling its negative effects. The crisis was
directly caused by increased payment problems among less creditworthy mortgagors in the
United States as a result of the higher interest rate and the decline in house prices. Since
many of these so-called subprime mortgages had been securitised, bundled and resold to
other parties in past years, it was unclear where the risks lay, exactly. The result was a lack of
confidence, making banks hesitant to lend each other money, thus causing an acute liquidity
shortage in the money market. The crisis soon spread to the entire credit market. Even
products totally unrelated to US subprime mortgages were affected. Many markets that,
until recently, were liquid saw their liquidity vanish. This had great consequences for the
valuation of positions, for if there is little or no trade in certain financial assets, it is difficult to
establish their fair value. Pricing in the market became more than just a reflection of a
position’s credit risk - the lack of liquidity, too, was reflected strongly in the prices.

Rabobank has no direct exposure to subprime mortgages. However, Rabobank
International’s investment portfolios contain a limited indirect position in the form of
Residential Mortgage Backed Securities (RMBSs) and Collateralized Debt Obligations (CDOs).
At 31 December 2007, this position amounted to EUR 318 million. In addition, there is a
year-end position of EUR 31 million in the trading portfolios.

Further, third party withdrawals were made from a liquidity facility provided by Rabobank,
part of which (EUR 365 million) had been hedged with subprime-related assets and for
which a EUR 51 million provision has been made for reasons of prudence.

The positions in the investment portfolios are stated at fair value. As a rule, any deviations
from their cost are charged or credited to the revaluation reserve in equity. If there is
reasonable doubt as to the expected interest income and repayment of the principal, a
portion of the revaluation must be treated as an impairment, which is charged to profit or
loss. Of the revaluation of subprime-related positions, EUR 284 million has been charged to
the profit for 2007 and EUR 127 million to equity. The two tables below provide further details.
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Revaluation charged to profit for 2007

Revaluation Carrying  Revaluation as

charged to amountat  a % of carrying

2007 profit 31 December  amount before

Description Rating (after tax) Tax effect 2007 revaluation
Alt-A.RMBS AAA - - 38
AA 1 1 1
A.and.lower 1 - 2

2 1 41 6%
Subprime RMBS AAA - - 136
AA 5 2 19
A and lower 12 7 10

17 9 165 11%
(@b]e] Supersenior. AAA 115 62 78
AAA 100 54 23
AA 25 13 8
A.and lower 25 14 3

265 143 112 61%

Total 284 153 318 46%

Revaluation charged to equity

Carrying Impact as a %

Revaluation amount at of carrying

charged to 31 December  amount before

Description Rating equity in 2007 Tax effect 2007 revaluation
Alt-A RMBS AAA 3 1 38
AA - - 1
A and lower 1 1 2

4 2 41 12%
Subprime RMBS AAA 16 9 136
AA 3 2 19
A.and.lower 2 10

24 13 165 16%
(@b]e] Supersenior. AAA 26 52 78
AAA - - 23
AA 3 1 8
A.and.lower - - 3

29 53 112 23%

Total 127 68 318 21%

The table below provides more information about the subprime exposure at 31 December
2007 of EUR 318 million after revaluation. A breakdown is given according to type of subprime-
related exposure. Although, strictly speaking, the Alt-A RMBS exposure does not match the

definition of subprime, Rabobank does consider it as such.




Description In millions of euros %

®.._Alt-A RMBS 41 13%
@®_Subprime RMBS 165. 52%
®..CDO 112 35%
Total 318

In general, a structured product’s rating is a measure of when the position will be affected

by losses on the underlying assets. Losses will initially be absorbed by the lowest-rated

tranches. If losses increase, higher-rated tranches will also be affected, with (Supersenior)

AAA positions being the last to be affected. The term ‘Supersenior AAA’ refers to the fact that
these positions will only be affected once remaining AAA positions have been affected. Over
87% of the exposure is AAA-rated, with only 4% being rated A or lower.

Description

In millions of euros

%

@ Supersenior AAA 79 25%
@ AAA 197 62%
@ AA 28 9%
@ Aand lower 14 4%
Total 318

To provide insight into underlying assets, the table below discloses the times of grant of

the underlying subprime mortgage loans, known as their vintage. In subprime mortgage
markets, the most recent vintages are considered the most vulnerable.

Vintage of underlying positions

2004
Description Rating and before 2005 2006 2007 Totaal
Alt-A RMBS AAA - - 10 28 38
AA - - 1 - 1
A.and lower : 2 : z 2
- 2 11 28 41
Subprime RMBS AAA - 2 49 85 136
AA - 11 1 19
A.and.lower 4 2 10
17 58 38 165
(@p]6] Supersenior AAA ... 11 25 27. 15 78
AAA - 19 4 - 23
AA - 7 1 - 8
A.and lower - 1 2 - 3
11 52 34 15 112
Total 13 71 103 131 318
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Another effect of the credit market crisis was the discrediting of monoline insurers. At year-end
2007, exposure to monoline insurers through insured subprime-related positions was EUR 756
million. For reasons of prudence, losses of EUR 100 million have been recognised.

The credit market crisis also caused many structures that had been financed with money
market paper to be difficult to finance. Examples include Asset Backed Commercial Paper
(ABCP conduits) - i.e. collateralised investment vehicles — and Structured Investment Vehicles
(SIVs) - i.e. off-balance sheet investment vehicles. Over the past few months, the ABCP
market has started to show a split, with high-quality programmes still able to finance
themselves and the lesser programmes, including SIVs, gradually disappearing from the
market. Despite the crisis and thanks to its high-quality programmes, Rabobank still
succeeded in refinancing its expiring commercial paper. At year-end, Rabobank Group had
EUR 23 billion in ABCP outstanding, largely for the financing of its own borrowings and
amounts due to customers. A relatively minor part concerns so-called securities arbitrage
programmes. Since the benefits of these programmes will largely be lost as a result of the
Basel Il regulations in force as from 2008, Rabobank Group is considering a phase-out of
these structures.

Amount
Type Programme Established outstanding Underlying portfolio
Solvency.management. Atlantis 1997 10.5 Qwn.originated
Neptune 1997 loans
Client facilitation......................[Erasmus..... L.20000 D ...Amounts.due.
Nieuw. 1999 to.customers
Amsterdam
Securities.arbitrage............Tempo..... ...Jan.2007.... X T ...AAA and
AA-rated
asset-backed
securities
Aquinas 1999
Monument 2004
Garden
Total 23.0

Rabobank sponsored an SIV named ‘Tango; in which it had a 10% shareholding. Since the
situation regarding SIVs shows no signs of improvement in the short term, this position
has likewise been phased out. After the other investors had bought out for more than

EUR 5 billion in assets, the remaining Tango assets, amounting to EUR 4.8 billion, were
recognised in the balance sheet in January 2008. This had no direct effect on profit or loss.
After an excellent first half, results for the second half of 2007 lagged behind, particularly in
the Global Financial Markets division.

4.10 Trust activities

Rabobank provides fiduciary, trustee, corporate accounting, and asset management services,
as well as advisory services to third parties, as part of which it has to make decisions on

the allocation, purchase and sale of a wide variety of financial instruments. Assets held in
connection with fiduciary activities are not disclosed in these financial statements. For some
of the arrangements, Rabobank has agreed to achieve yield targets for the assets under its
management. With these services, Rabobank could be exposed to the risk of being held
liable for inadequate management or performance.



5 Business segments

The business segments Rabobank uses in its reporting are defined from a management
viewpoint. This means they are the segments that are reviewed as part of Rabobank’s
strategic management and for the purpose of making business decisions and have different
risks and returns.

Rabobank distinguishes five major business segments: Domestic retail banking, Wholesale
and international retail banking, Asset management and investment, Leasing, and Real estate.

The ‘domestic retail banking’ business segment covers mainly the core activities of the
local Rabobanks, Bizner and Obvion. Wholesale banking services are focused on the food
and agri business, Telecom, Media & Internet and Trade & Commodity Finance. Rabobank’s
international retail activities are developed in the regions Europe, North and Latin America,
Australia and New Zealand, as well as Asia. In addition, clients are served via four Internet
banks. Rabobank’s asset management core activities are administered by Robeco Group,
Bank Sarasin, Schretlen & Co and Alex Beleggersbank, and its leasing activities are covered
by De Lage Landen. The real estate division, under its new name Rabo Bouwfonds, includes
FGH Bank, Rabo Vastgoed and parts of Bouwfonds.

The other business activities of Rabobank comprise a variety of segments, none of which
requires separate reporting.

Inter-segment transactions are conducted in accordance with normal commercial terms
and market conditions.

No other material income or expense items arise between business segments. The assets
and liabilities of a segment comprise operating assets and operating liabilities, in other
words, a substantial part of the balance sheet, but excluding items relating to tax.

The accounting policies used for segment reporting are the same as those described in
the section on the main accounting policies used in preparing the consolidated financial
statements.
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Wholesale

banking and Asset
Domestic retail international management

In millions of euros banking retail banking  and investment Leasing Real estate Other* Total
For the year.ended 31.December 2007
External.income 7,736 717 1,473 1,611 1,008 (1,046) 1.1,499
Income from.other. segments (1,941) 1,829 6 (616) (362) 1,084 z
Total income 5795 2.546 1,479 995 646 38 11,499
Segment expense 3,980, 2,208 992 694 437 140 8,451
Operating profit before tax SN - 1o 338 487 300 209 o (102). . 3,048
Income tax.expense......... S IN—— (56)..... 125 67 LT vy ) R— 386
Net profit for the year 1,349 394 362 234 154 169 2,662
Business unit.assets....... s 2 A L0600 399,308 21,790 273760 20,288 (181,47 7). 205,945
Investments.in.associates 15 607 34 17 59 3,826 4,558
Total assets.... S e 2A L 0TS 399905 20,824 22,393 200347 (177,65]), ....570,503
Business.unit liabilities..... e 200,493 ..390,380....... 19586, ... 25073 ......20,295. .. ...(176,699) ....539,128
Total liabilities S e 260,493 ..390,380.. 19586, 250730 20,295. . (176,699) ....539,128
Additions.to.property.

and.equipment 146 170 21 1.547 10 109 2,003
Depreciation.and.amortisation

including.amortisation.of software 145 53 24 32 51 113 418
Value adjustments 145 493 1 100 2 1 742
Value.adjustments.in.loans.to.customers
At.1 January 1,224 174 1 221 24 5 2,249
Additional value. adjustment

for credit losses 158 221 1 105 3 1 489
Reversal.of value adjustment

for credit losses - (185) - - - - (185)
Defaulting.loans.written.off

during.the.year (1.28) (83) - (94) - - (305)
Interest - (22) - - - - (22)
Qther.adjustments 44 16 2 (6) z - 56
Closing.balance 1,298 721 4 226 27 6 2,282
Individual.value adjustment

(specific.provision) 732 542 4 139 3 6 1,426
Collective value.adjustment

(collective provision) 158 38 z 27 - - 223
General.provision.(IBNR) 408 141 - 60 24 - 633

1,298 721 4 226 27 6 2,282

* Including.elimination. between.segments.for profit and loss.account.
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Domestic retail

Wholesale
banking and
international

Asset

management

In millions of euros banking retail banking  and investment Leasing Real estate Other* Total
For the year ended 31 December 2006
External.income 7,731 1,582 894 1.304 492 (1,954) 10,049
Income from.other. segments (2,180) 1,040 (58) (462) (248) 1,908 z
Total income 5,551 2,622 836 842 244 (46) 10,049
Segment.expense 4,016 1.820 551 571 100, 279 7,337
Operating profit before tax.................. 1,535 802 285 27 144 . .. (325). 2,712
Income tax.expense 444 115 62 65 40, (359) 367
Net profit for theyear ... ... 1,091 687 . 223 206, 104 o 34 . ..2,345
Business.unit.assets...... .242,380............ 403,554 ... 18,894 ... 24,765 ... 17,009.........(153,457)... 553,205
Investments.in.associates 12 460 11 11 56 2,700 3,250
Total assets....... . 242,392 ... 404,014 ... 18,905 . 24,776......... 17,125.........(150,757).... 556,455
Business.unit liabilities........... .226,552.........394,688 .. . . 17,238 . 22,670 .. 16,377..........(150,447).... 527,078
Total liabilities 226,552 394,688 17,238 22,670 16,377 (150,447) 527,078
Additions.to.property.

and.equipment 142 48 8 2,855 195 12 3,260
Depreciation.and.amortisation

including.amortisation.of software 152 51 11 21 3 103 341
Value adjustments 139 234 - 77 (1) 1 450
Value.adjustments.in.loans.to.customers............. I I I I S e .
At.1 January 1,198 201 3 189 30 36 2,357
Additional value adjustment

for credit losses 145 444 - 78 - - 667
Reversal.of value adjustment

for credit losses 8 (1.79) - - (1) - (172)
Defaulting.loans.written.off

during.the.year (156) (283) (3) (72) (3) - (517)
Interest - (22) - - : - (22)
Other adjustments 29 (85) - 26 (2) (32) (64)
Closing. balance 1,224 776 - 221 24 4 2,249
Individual.value adjustment

(specific.provision) 666 599 - 133 - 4 1,402
Collective value.adjustment

(collective provision) 196 44 : 24 - - 264
General.provision.(IBNR) 362 133 - 64 24 - 583

1,224 776 - 221 24 4 2,249

* Including.elimination. between segments.for profit. and loss.account.
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Additionsto  Contingent liabilities
property and and obligations

Income from equipmentand  (including revocable
In millions of euros Assets Liabilities external clients intangible assets commitments)
At 31.December 2007
The Netherlands ...375,536....... ...353,297....... 11,0120 1,532 ....55,297
Other.countries.in.the EU.zone 27,918 7,973 1,384 64 4,400
Rest of Europe (excl..EU zone) 60,692 58,146 553 339 8,729
North.America 61,914 76,471 (242) 468 8,661
Latin.America 7,214 2,661 480 4 486
Asia 10,863 18,841 (177) 78 3,458
Australia 26,365 19,183 464 29 3,140
Other.and consolidation. effects............ . - 2556 ..(1,975)..... 25 ... ) B
Total 570,503 539,128 11,499 2,539 84,171
At 31.December.2006
The Netherlands 341,455 328,832 9,634 2,257 48,834
Other.countries.in.the EU.zone............ 29,373 .. 14,010, 1,069...... 864.. .. 4710
Rest.of Europe (excl..EU.zone) o d3,952. ...64,063. . 802 34 8,186
North. America 72,168 82,005 424 203 9,174
Latin.America 5,363 2,370 298 1 692
Asia 8,145 14,901 19 1 2413
Australia 25,999 18,467 226 78 3,528
Other.and.consolidation effects............ . - 2,430..... o (2423). 570...... ) B
Total 556,455 527,078 10,049 4,008 717,537
6 Cash and cash equivalents
In millions of euros 2007 2006
Cash 777 870
Money.market loans 25 39
Deposits.at.central banks.other than.mandatory.reserve deposits.... T63 355
Cash.and cash.equivalents 1,565 ..........1264
Mandatory.reserve.deposits.at.central banks 564 . ..........366
Total cash and cash equivalents 2129 1,630
Mandatory reserve deposits consist of deposits with the Dutch central bank required under
its minimum reserve policy. These deposits are not available to Rabobank for use in its daily
business activities.
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7 Due from other banks

In millions of euros 2007 2006
[DT=T oo TN Vi Lt a Mol d a 1Yl o T=Y oY G— Ko VA 10,965
Assets transferred under.repurchase tranSactions..........eeoeen 2138, ...35,790
Loans 3,960 2,362
Other 18 17
1855 ValUE ACUSTIMEINES. ... S D). e {48)
Total due from other banks. ... 43,218, ...49,086

Breakdown. of value adjustments

At 1 January 48 64
Additional.value adjustment to.due from.other banks. ... Qo 3
Reversal.of value adjustment to.due from.otherbanks. ... 16). e 26)
Value. adjustments (6) (23)
AmMOUNES. WITEEN Off AUIING NG YO ... Bt -
Other.changes (10) 7
At.31.December 35 48

8 Trading financial assets

2007 2006
In millions of euros Listed Unlisted Total Listed Unlisted Total
Purchased loans.............ooz2,350 2,350 ooo7o...2,059. ....2,059
Short-term government securities...........298 ..z 98 187 D43 T30
Government.bonds.........nn 29000 702970050500 1120 5,162
Other debt securities................15770. . . 417 ...16,187 ...19408 . . .216. ....19624
Equity.instruments 6,662 511 7,173 3,860, 1,882 5,742
Other financial assets 33 168 201 3,410 62 3,472
Total 25,663 3,516 29,179 31,915 4,874 36,789

9 Other financial assets at fair value through
profit and loss

2007 2006
In millions of euros Listed Unlisted Total Listed Unlisted Total
Short-term government securities. ...z Ol O A2 A2
Government.bonds...... 223000290 84170004310
Other.debt securities. ... 8812 . ......3....8815 ..13426 .16 ...13442
Venture capital 5 309 314 4 281 285
Equity.instruments 6,382 - 6,382 3,460, 2,346 5,806
Other financialassets ..............2054 . (7). 2047 1571 .11 . . . 1582
Total oo 17476657 ...18133 18631 . 2837 ..21468

The maximum credit risk of other financial assets at fair value through profit and loss is
18,133 (2006: 21,468). The cumulative change in the fair value of the financial assets that is
allocable to the changes in credit risk is minor, as are the changes in the credit risk for the
current year.
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10 Derivative financial instruments and other
trade liabilities

10.1 Types of derivative instruments used by Rabobank

Forward currency and interest rate contracts are contractual obligations to receive or pay a
net amount based on movements in exchange or interest rates, or to purchase or sell foreign
currency or a financial instrument on a future date at a fixed specified price in an organised
financial market. As collateral for forward contacts is provided in the form of cash, cash
equivalents or marketable securities, and movements in the value of forward contracts are
settled daily, the credit risk is negligible.

Forward rate agreements are individually agreed forward interest rate contracts under
which the difference between a contractually agreed interest rate and the market rate on a
future date has to be settled in cash, based on a notional principal amount.

Currency and interest rate swaps are commitments to exchange one set of cash flows for
another. Swaps entail an economic exchange of currencies or interest rates (such as a fixed
rate for one or more variable rates, or a combination i.e., a cross-currency swap). Except for
certain currency swaps, there is no transfer of the principal amount. The credit risk exposure
of Rabobank represents the potential cost of replacing the swaps if the counterparties
default. The risk is monitored continuously against current fair value, a portion of the
notional amount of the contracts and the liquidity of the markets. As part of the credit risk
management process, Rabobank employs the same methods for evaluating counterparties
as it does for evaluating its own lending activities.

Currency and interest rate options are contracts under which the seller (known as the
writer) gives the buyer (known as the holder) the right, entailing no obligation, to purchase
(in the case of a call option) or sell (in the case of a put option) a specific amount of foreign
currency or a specific financial instrument on or before an agreed date or during an agreed
period at a price set in advance. As consideration for accepting the currency or interest rate
risk, the writer receives a payment (known as a premium) from the holder. Options are
traded on exchanges or between Rabobank and clients (OTC). Rabobank is exposed to credit
risks only as option holder and only up to the carrying amount, which is equal to the fair
value in this case.

Credit default swaps (CDSs) are instruments by means of which the seller of a CDS agrees
to pay the buyer an amount equal to the loss that would be incurred by holding an
underlying reference asset if a specific credit event were to occur (i.e. the materialisation of a
risk). The buyer is under no obligation to hold the underlying reference asset. The buyer pays
the seller a credit protection fee expressed in basis points, with the size of the fee depending
on the credit spread of the reference asset.

10.2 Derivative financial instruments issued or held for trading

Rabobank trades in financial instruments to take positions in tradable or OTC instruments,
including derivative financial instruments, so that it can profit from short-term movements
on share and bond markets and in exchange and interest rates. For this type of trading,
Rabobank sets risk limits relating to market positions at the end of the day (overnight trades)
as well as during the day (intraday trades). Apart from specific hedging rules, the currency
and interest rate risks associated with these derivative financial instruments are usually offset
by taking counter positions in order to manage the volatility in the net amounts needed to
liquidate the market positions.

Derivative financial instruments held as hedges

Rabobank concludes various derivative contracts that are intended as fair value, cash flow or
net investment hedges, and which accordingly qualify as such. Rabobank also concludes
derivative contracts as hedges against economic risks. It does not apply hedge accounting to
these contracts.



Fair value hedges
Most of Rabobank’s fair value hedges are interest rate and cross currency swaps that provide
protection against a potential decrease in the fair value of fixed-interest financial assets or a
potential increase in the fair value of clients’time deposits in local as well as foreign currencies.
The net fair value of these swaps at 31 December 2007 was a loss of 171 (2006: loss 287).

Rabobank hedges part of its currency risk exposure relating to available-for-sale shares
with fair value hedges in the form of currency futures contracts. The net fair value of these
forward currency contracts at 31 December 2007 was a loss of 251 (2006: loss 467).

For the year ended 31 December 2007, Rabobank recognised a gain of 207 (2006: gain 26)
on the portion of the fair value hedges classified as ineffective.

For the year ended 31 December 2007, Rabobank recognised a gain of 2,296 (2006: gain
2,793) on the hedging instrument. The total loss on the hedged position allocable to the
hedged risk is 2,089 (2006: loss 2,767).

Cash flow hedges
Rabobank makes almost no use of cash flow hedges.

Net investment hedges

Rabobank uses forward currency contracts to hedge part of the translation risk on net
investments in foreign entities. The net fair value of these forward currency contracts at
31 December 2007 was 2 (2006: 0).

At 31 December 2007, forward contracts with a total notional amount of 2,762 (2006:
3,138) were classified as net investment hedges. These contracts produced gains totalling
143 (2006: 115), which were recognised in equity. No deductions from equity were made
during the year (0). For the year ended 31 December 2007, Rabobank recognised no
ineffectiveness a result of the net investment hedges.

10.3 Notional amount and fair value

Although the notional amount of certain types of financial instruments provides a basis for
comparing instruments that are included on the balance sheet, it does not necessarily
represent the related future cash flows or the fair values of the instruments. Hence, it does
not represent the exposure of Rabobank to credit or exchange risks. The notional amount is
the value of the underlying asset or reference rate or index of a derivative financial
instrument and forms the basis for measuring changes in the value of such instruments.

It provides an indication of the volume of transactions executed by Rabobank; it is not a
measure of risk exposure, however. Some derivative financial instruments are standardised in
terms of notional amount or settlement date, having been designed for trading on active
markets (i.e. on stock exchanges). Others are specifically constructed for individual clients
and not for trading on an exchange, even though they can be traded at prices negotiated by
buyers and sellers (OTC instruments).

The positive fair value represents the cost for Rabobank to replace all contracts on which it
will be entitled to receive payment. Replacement would apply in the event of all
counterparties remaining in default. This is the standard method in the industry for
calculating the current credit risk exposure. The negative fair value represents the cost of all
Rabobank contracts on which it will have to make payment. Replacement would apply in the
event of Rabobank remaining in default. The total of positive fair values and the total of
negative fair values are disclosed separately in the balance sheet. Derivative financial
instruments are favourable (if passive) or not favourable (if not passive) as a result of swings
in market or exchange rates in relation to their contract values. The total contract amount or
notional amount of derivative financial instruments held, the degree to which these
instruments are favourable or not favourable, and hence the total fair value of the derivative
financial assets and liabilities can sometimes fluctuate significantly.

The table below shows the notional amounts and the positive and negative fair values
of Rabobank’s derivative contracts (including those relating to closed derivative positions /
embedded derivative financial instruments).
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Contract/ Notional amount Fair value

In millions of euros Assets Liabilities
At 31 December 2007
Derivative financial.instruments.held for trading 2,223,346, 23,413 22,945
Derivative financial.instruments held.as hedges 100,458 2,676. 3,150
Short positions.shares.and.bonds - - 5,002
Total derivative financial assets/liabilities recognised. 2,323,804 26,089 31,097
Derivative financial instruments held for trading
Currency. derivative financial instruments
Unlisted tradable contracts (OTC) . .
Forward. currency contracts 56,884 559 748
Currency.swaps 230,332 3,957 5,313
Currency.options 16,417 266 312
Listed tradable contracts
Currency. futures 787 - -
Options 746 7 12
Total currency derivative financial instruments 305,166. 4,789, 6,385
Interest rate derivative financial instruments
Unlisted tradable contracts.(OTC)
Interest. rate swaps 1,359,413. 10,822 13,170
Cross-currency.interest rate swaps (22,089). 116 (2,405)
Forward rate agreements 150,933 37 34
Interest rate. options 158,050 1,527 1,541
Total OTC contracts 1,646,307 12,502 12,340
Listed tradable contracts
Interest.rate swaps 197,820 10 5
Total interest rate derivative financial instruments... 1,844,127, 12,512 12,345
Credit derivative financial instruments
Credit. default.swaps 41,376 1,528 1,221
Total return.swaps. 22,144 1,613 674
Total credit derivative financial instruments 63,520. 3,141 1,895
Equity instruments/index derivative

financial instruments
Unlisted tradable contracts (OTC)
Options 7,472 895 2,146
Listed tradable contracts
Futures 308 = -
Options 1,627 1,666 173
Total equity instruments/index

derivative financial instruments 9,407 2,561 2,319
Other derivative financial.instruments 1,126. 410, 1
Total derivative financial assets/liabilities . .

held for trading 2,223,346 23,413 22,945




Contract/ Notional amount Fair value

In millions of euros Assets Liabilities

Derivative financial instruments held.as. hedges
Derivative financial instruments classified
as fair value hedges

Currency.swaps 256, 20 271
Interest rate swaps 76,172 2,654 459
Cross-currency.interest.rate swaps. . . 24,030, 2. 2,420

Total derivative financial instruments . . . .
classified as fair value hedges . . 100,458 2,676 3,150

Derivative financial instruments

classified as.cash flow hedges

Interest. rate swaps - - -

Total derivative financial assets/liabilities . . . .
classified as.hedges . . 100,458 2,676 3,150

At 31.December 2006

Derivative financial.instruments.held for trading........ a1 35,191 17,75]. 20,373
Derivative financial instruments.held as.hedges........ . 58,450. 1,241. 1,995
Short positions.shares.and.bonds . . - - 4,326

Total derivative financial assets/liabilities . . . .
recognised . n2:193,641. 18,992 26,694

Derivative financial instruments held for trading

Currency derivative financial instruments
Unlisted tradable contracts (OTC)

Forward.currency.contracts . . 48,298 691. 787
Currency.swaps ) . 166,559 2,719. 3,972
Currency.options 5,083 44 42
Listed tradable contracts

Currency. futures 620 - -
Options - 5 16
Total currency derivative financial instruments . . 220,560. 3,459 4,817

Interest rate derivative financial instruments
Unlisted tradable. contracts.(OTC) ) . . .
Interest. rate swaps . 1,441,122 10,400. 11,754

Cross-currency.interest rate.swaps. 675 81 102
Forward.rate agreements 87,759 50 29
Interest rate options 145,447 1,547 1,526
Total OTC contracts . 1,675,003, 12,078, 13,411

Listed tradable contracts

Interest rate swaps 171,007 8 5
Total interest rate derivative financial instruments .. 1,846,010, 12,086. 13,416

Credit derivative financial.instruments . . . .
Credit default swaps . . 31,657. 292, 336

Total return swaps ) . 19,571 135, 223
Total credit derivative financial instruments . . 51,228 427. 559
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Contract/ Notional amount Fair value

In millions of euros Assets Liabilities

At 31 December 2006

Equity instruments/index derivative financial instruments

Unlisted tradable contracts.(OTC)

Options 8,110 1,114 1,581

Listed tradable contracts

Futures 7122 - -
Options 6,336 584 -
Total equity instruments/index derivative . . . .

financial instruments 15,168 1,698 1,581
Other derivative financial.instruments 2,225 83 -

Total derivative financial assets/liabilities . . . .
held for trading 2,135,191 17,751 20,373

Derivative financial instruments held.as. hedges
Derivative financial instruments classified

as.fair value hedges

Currency.swaps 4,446 31 498
Interest. rate swaps 53,679 1,193 1,474
Cross-currency.interest rate swaps . . 325 17. 23
Total derivative financial instruments classified . . . .

as fair value hedges ) . 58,450 1,241. 1,995

Derivative financial instruments classified
as.cash flow hedges

Interest rate.swaps - - -
Total derivative financial assets/liabilities . . . .
classified as hedges 58,450 1,241 1,995

11 Loans to customers

In millions of euros 2007 2006

Loans initiated by Rabobank:

Loans. to.government clients:

Leasing 513 474
Qther 4,582 2,619
Loans.to private clients:
Qverdrafts 10,030 9,098
Mortgages 243,636 221,037
Leasing 17,324 15,943
Receivables. relating.to.securities transactions . 14,422 28,396
Qther 84,743 79,606
Gross.loans.to.customers . 375,250 357,173
Less:.changes.in.loans.to.customers (2,282) (2,249)
Total loans to.customers . 372,968 354,924
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In millions of euros 2007 2006
Value adjustments.in loans to.customers .

Value adjustments.in.loans.to customers.can be broken down. as follows:... .

At.1.January. 2,249 2,357
Additional value adjustment for credit losses 489 667
Reversal.of value adjustment for credit losses (190). (172)
Defaulting.loans.written.off during.the year (305). (517)
Interest (22) (22)
QOther.changes 61 (64)
Total value adjustments.in loans to customers 2,282 2,249
Individual (specific). provision 1,426 1,402
Collective value adjustment 223 264
General provision.(IBNR) 633 583
Total value adjustment 2,282 2,249
Gross.carrying.amount.of loans.whose value adjustments. were .

established on.an.individual basis.(specific.and. collective provisions) 4,198 4,355

The fair value of the collateral obtained by the bank for assets which were individually
adjusted at the balance sheet date amounts to 2,397 (2006: 2,412).

During the year, Rabobank acquired financial and non-financial assets by taking possession of
collateral with an estimated value of 12. In general, it is Rabobank’s policy to sell these assets in

the reasonably foreseeable future. Yields are allocated to redeem the outstanding amount.

Finance leases

Loans to customers also includes receivables from finance leases, which can be broken down

as follows:

In millions of euros 2007 2006
Receivables from gross.investment.in finance leases:

Shorter.than.l.year 6,899 6,724
Longer than.1.year but not longer than.5.years 12,326 11,364
Longer.than.5.years 778 372
Total receivables from gross.investment in finance leases 20,003, 18,460
Unearned deferred finance income from finance leases 2,392, 2,264
Net investment.in finance leases 17,611 16,196
Net investment.in finance leases can be broken down as follows: .
Shorter.than.l.year 6,495 5,574
Longer than.1.year but not longer than.5.years 10,512 10,287
Longer than 5 years 604 335
Net investment in finance leases 17,611 16,196

The provision for finance leases included in value adjustments amounted to 226 at

31 December 2007 (2006: 221).
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12 Available-for-sale financial assets

2007 2006
In millions of euros Listed Unlisted Total Listed Unlisted Total
Short-term government securities . 669 13 682. 1,052 20. 21,072
Government bonds 21,343 3,706 25,049 18,701 6,723 25,424
Other debt instruments 8,143 14,409 22,552 5,654 14,060 19,714
Equity.instruments. 199 1,080 1,279 322 1,341 1,663
Other available-for-sale financial.assets . 624 169 793 968 120, 1,088
Total available-for-sale financial assets . 30,978 19,377 50,355. 26,697, 22,264 48,961

Gains and losses on available-for-sale financial assets:

In millions of euros 2007 2006

Derecognised.available-for-sale financial.assets . 64 ) 7

The changes in available-for-sale financial assets can be broken down as follows:

In millions of euros 2007 2006
Opening.balance . 48,962 48,644
Translation differences on.monetary. assets : (2,347). (2,588)
Additions 21,423 15,919
Disposals.(sale.and redemption) (16,162) (12,151)
Changes.in.fair.value (1,601) (528)
Amortisation.of commission,.costs.and. premiums.and.discounts . (215). .(126)
Other.changes 295 (209)
Closing balance 50,355 48,961

13 Held-to-maturity financial assets

2007 2006
In millions of euros Listed Unlisted Total Listed Unlisted Total
Government bonds 736 - 736 1,187 - 1,187
Other.debt instruments . ...123 . :. 123 302 ) - 302
Total held-to-maturity financial assets. ...859 . . ...859 21,489 . . 1,489

The changes in held-to-maturity financial assets can be broken down as follows:

In millions of euros 2007 2006
Opening.balance 1,489 1,908
Additions 20 456
Disposals.(sale.and redemption) (645) (856)
Value. adjustments (5) (19)
Closing balance 859 1,489

49

Notes to the consolidated financial statements



14 Investments in associates

In millions of euros 2007 2006
(@] oY1 o VT Tl oT-1 F= o Tl Y ——- 07501 2971
Purchases 440 :
Sales (18) (5)
Share.of profit.of associates 523 469
Dividends.paid (16) (211)
Associates.included.in.consolidation - (166)
Revaluation.and.other 379 192
Total 4,558 3,250

15 Intangible assets

Software Other
developed intangible

In millions of euros Goodwill in-house assets Total
Year.ended 31 December 2007

Net opening.carrying.amount. ... 1,056 2180 570, 1,844
Foreign.exchange. differences. ...k 30T ). e 00)
Additions 768 159 332 1,259
Acquisition/disposal.of subsidiaries - - 45 45
Other 291 5 37 333
Amortisation.and.value adjustments...........oeeeeed 13 1A (11, ....(238)
Net closing carrying.amount.......................2046  .....268 . . ....869 3,183
Cost 2,059 492 1,138 3,691
ACCUMUIREEA A@PIECIATION. ..o

.and.value adjustments........n X3 (228) . (269). ......(508)
Net carrying amount 2,046 268 869 3,183
Year.ended 31 December 2006

Net opening.carrying.amount. ... 154 844 e RD2
Foreign. eXchang e diff@r@NCES. ... B o o 3
Additions 942 178 485 1,605
Acquisition/disposal.of subsidiaries..............cAZ e D D 16, 134
Other (90) 6 - (84)
Amortisation.and.value adjustments.........oee e A0 (B), S (C12)
Net closing carrying.amount.......................1056 . ......218 .. . ....570 1,844
Cost 1,056 408 606, 2,070
ACCUMUIREEA A@PIECIATION. ...

.and.value adjustments. ...k 190V (36). v (226)
Net carrying amount 1.056 218 570 1,844
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Percentage of
equity instruments

with voting
In millions of euros Acquisition date rights acquired Acquisition price Fair value Goodwill
Year ended 31 December 2007
Mid-State Bank & Trust 30-04-2007. 100%. 628 218 410
Transtrend 01-03-2007 51% 374 96, 278
Sub.total 1,002 314 688
Other 156 76 80
Total 1,158 390 768
The goodwill is attributable to synergy benefits that cannot be separately identified and
intangible assets (brand name and customer portfolio) that have been included in goodwill
because the relevant amounts are minor. These acquisitions are important strategic steps for
Rabobank and contribute directly to Rabobank profit. Goodwill is allocated to cash flow-
generating units for the purpose of impairment testing. These cash flow-generating units
represent the lowest level at which the goodwill is monitored. Virtually no impairments of
goodwill were identified in 2007 since recoverable amounts exceed carrying amounts.

The carrying amounts of the assets and liabilities of the acquired entities largely
correspond to the fair values first recognised in the financial statements of Rabobank. The
main differences concern separate newly-valued intangible assets (brand names, customer
portfolio and so on for 151 million) and an upward revaluation of property, plant and
equipment of 51 million.

The contribution of the newly acquired entities to profit for 2007 from the date of their
acquisition amounts to 76 million. If the acquired entities had been consolidated for the full
year, their contribution to the income of Rabobank would have been 366 million. Net of
financing charges, their contribution to profit of Rabobank would have been 91 million.

16 Property and equipment

Land and
In millions of euros buildings Equipment Total
Year ended 31 December 2007 B S .
Net opening.carrying amount - .. 1,867. ...3,155. ..5,022
Foreign.exchange differences . S 74 B — A e 28)
Purchases 199 1,702 1,901
Acquisition.of subsidiaries 66 36 102
Disposals (44) (494) (538)
Depreciation.and.value.adjustments e (195)... ..(175). ...(370)
Other (including depreciation.operational lease equipment)....... B8 ....(609). ...(521)
Net closing carrying amount o L21.974 ...3,598 ..5,572
Cost 3,381 6,268 9,649
Accumulated depreciation.and.value adjustments _ (1,407).... .(2,670). (4.077)
Net carrying amount 1,974 3,598 5,572
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Land and
In millions of euros buildings Equipment Total

Year ended 31.December 2006 e
Net.opening.Carrying.amOUNT ... . ... s OO L s 23D, 3115

Foreign.exchange differences. ...k D 16). e21)
Purchases 196 604 800
Acquisition. of SUBSIAIANIES. ... D D2 ...2,460
Disposals (103) (471) (574)
Depreciation.and.value adjustments. ...k 8D {1.90). ..(275)
Other (including depreciation.operational lease equipment).............74).............(409). ...(483)
Net closing.carrying.amount. ... 1,867 3,155 ..5,022
Cost 3,187 5,422 8,609
Accumulated depreciation.and.value adjustments. ... {1,320)......... (2,267). (3.587)
Net carrying amount 1.867 3,155 5,022

17 Investment properties

In millions of euros 2007 2006
Net.opening.carrying.amount 1,338 768
Purchases 173 124
ACQUISTEION.OF SUDSIAIAIIES. ...t L o DOT
Sales (373) (135)
Depreciation (30) (33)
Other (20) 47
Net closing. carrying. amount 1,105 1,338

The fair.value and.carrying.amount.are practically. equal.

Cost 1,292 1,475
JaYalal U] a o TVI =i C=Te o ST oTq=Yal T o] o W — o k< V4 § {137)
Net carrying.amount 1,105 1,338

The maximum remaining maturity of investment properties is 15 years.

18 Other assets

In millions of euros 2007 2006
Receivahles.and. prePaYMIENLS. .. ..o s .06, 1,792
Assets.held for sale - 28
Accrued INTEIreST e 2,146, ..2.220
Precious metals,.goods and warehouse reCeipts. ... L 109
Assets.in.progress. 3,274 2,900
Other assets 3,416 2,960
Total other assets 11,159 10,009
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19 Due to other banks

In millions of euros 2007 2006
Other.loans 9,898 7,634
Money.market deposits 87 455
Time deposits 48,259 61,896
Other.deposits 7,768 6,931
Repurchase.agreements 7,416 17,710
Total due to other banks 73,428 94,626
20 Due to customers
In millions of euros 2007 2006
Savings 101,175 89,500
Current.account/settlement.accounts 58,815. 62,168
Time. deposits 55,044 46,346
Repurchase agreements 3,694 8,107
QOther.due to customers 30,787 28,796
Total due to customers 249,515 234,917
21 Debt securities in issue
2007 2006
In millions of euros Listed Unlisted Total Listed Unlisted Total
Certificates.of deposit = 22,319 22,319 z 22,014 22,014
Commercial paper - 34,649 34,649 - 36,812 36,812
Bonds 76,963 3,821 80,784 63,373 3,900 67,273
Other.debt securities 644 3,416 4,060 958 1,009 1,967
Total debt securities.in.issue 77,607 64,205 141,812 64,331 63,735. 128,066
22 Other debts
In millions of euros 2007 2006
Payables 3,435 5410
Dividends.payable 121 92
Accrued interest 4,054 3,089
Other 2,908 2,058
Total other debts 10,518 10,649
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23 Other financial liabilities at fair value through
profit and loss

The change in the fair value of the other financial liabilities at fair value through profit and
loss that is allocable to changes in Rabobank’s credit risk is negligible. The accumulated
change in the fair value that is allocable to changes in Rabobank’s credit risk from the issue
of bonds and debt securities is likewise negligible. The change in fair value that is allocable
to changes in the credit risk is calculated by establishing a connection with the change in
credit mark-up in the market value of bonds issued by Rabobank. The amount Rabobank is
obliged to pay on the contract repayment date, discounted at the effective rate of interest,
exceeds the carrying amount by 1,035 (2006: 670).

In millions of euros 2007 2006
Bonds 24,937 20,795
(O 1T e [T o) d Y=Y LT (=T G— P ¥.1° .5,194
Time.deposits 1,037 281
Total other financial liabilities at fair value through profitandloss................27303 26,270

24 Provisions

Rabobank recognised the following provisions during the year:

In millions of euros 2007 2006
Restructuring.provision 348 385
Legal.issues.provision 414 375
Other 405 415
Total provisions 1,167 1,175

Restructuring.provision

Opening.balance 385 343
Interest - 4
Additional provisions.recognised.in. profit AN LOSS. ... D2 —yA
Used during the Y ar ... A B D). ...(209)
Closing balance 348 385

Legal.issues provision

Opening.balance 375 199
Additional provisions.recognised.in. profit and.10SS. ... 20, 192
Used during.the.year (11) (16)
Closing.balance 414 375
Other

Opening.balance 415 389
Additional provisions.recognised.in. profit and.IOSS. ... 28, 9
Used during.the.year. (38) (53)
Closing.balance 405 415
Total provisions 1,167 1,175

‘Other’includes provisions for onerous contracts, credit guarantees and tax claims.
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Maturity of the Rabobank provisions (excluding provisions for employee benefits and
doubtful debts)

Less than More than
In millions of euros 1 year 1-5 years 5 years Total
At 31 December 2007 778 381 8 1,167
At 31 December 2006 761 396 18 1,175

25 Deferred tax

Deferred tax assets and liabilities are measured for all temporary differences using the
‘liability’ method and an effective tax rate of 25.5% (2006: 25.5%). No deferred tax asset has
been recognised for carry forwarded losses totalling approximately 835 (400). Changes in the
deferred income tax account can be broken down as follows:

In millions of euros 2007 2006

Deferred tax assets

Opening.balance 1,477 1,575
(Charged)/taken.to.profit.and.loss

=.in.respect of rate changes - (5)
=..other temporary. differences : (79). ! 1
Available-for-sale financial assets

=.remeasurement of fair.value 349 (10)
Foreign.exchange differences (45) (43)
Acquisition/(disposal).of subsidiaries . 5 . 2
Other temporary.differences . (130). ...(43)
Closing balance 1,577 1,477

Deferred tax liabilities
Opening.balance 836 668
Charged/(taken).to. profit.and loss

-in.respect of rate changes - 32
-.other.temporary. differences . 50 49
Available-for-sale financial assets . (83). ...{99)
Foreign.exchange differences . (16). -..(10)
Acquisition./ (disposal).of subsidiaries 51 108
Other 13 88
Closing balance 851 836
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In millions of euros 2007 2006
Deferred tax assets

Pensions.and. other post-employment benefits 104 ...156
Value.adjustments. 179 71
Other provisions 186 235
Hedging.of interest rate risk 221 174
Carry.forward. losses 106 240
Intangible.assets 181 292
AES.reserve 362 37
Other.temporary. differences 238 212
Total deferred tax assets 1577 1,477
Deferred tax liabilities

Intangible.assets 176 28
Property.and equipment.including.lease 308, L2317
AES.reserve (31) 67
Other tempory differences 338, 424
Total deferred tax liabilities 851 .836
The deferred tax expense relates to the following temporary differences:

In millions of euros 2007 2006
Property.and equipment e (30), (41)
Pensions.and.other post-employment benefits 11 41
Value.adjustments, provisions.and.losses.on financial assets T ) .53
Carry.forward. losses (1) (4)
QOther temporary.differences — )} 30
Deferred tax expense 2129 .85

Deferred tax assets and deferred tax liabilities are offset if a legally enforceable right exists to
set off current tax assets against current tax liabilities and the deferred tax items relate to the

same taxation authority.

26 Employee benefits

In millions of euros 2007 2006
Pension.plans 386 618
Other employee benefits 555, .....605
Total pension liabilities 940 1,223

26.1 Pension plans

Rabobank has implemented several pension plans covering a significant percentage of its
employees. Most of the plans are career average defined benefit plans, some of which are

administered by pension funds. The assets of the fund-administered plans are held

independent of Rabobank assets and are managed by the trustees of the funds. These plans
are valued each year by independent actuaries using the method prescribed by IFRS. The

most recent actuarial valuations were carried out at the end of 2007.

The weighted average of the principal actuarial assumptions used in the valuation of the

provision for defined benefit plans at 31 December (in % per annum) are:
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2007 2006

Discount.rate 5.5 4.6
Expected salary.accrual rate e 3 3
Consumer price inflation. (indexation) e 2.25 225
Expected. return. on.investments 6.0 5.6

The expected long-term return on the Rabobank Pension Fund'’s portfolio depends largely
on the allocation of assets among various investment categories - fixed-interest securities,
shares, real estate and alternatives - as each category has its own specific projected returns.
The Dutch central bank, which is the supervisory authority for the pensions industry, has set
certain limits to projected returns for the various investment categories that may be
disclosed as part of a continuity analysis. Based on the present asset allocation in the
Rabobank Pension Fund’s portfolio and the Dutch central bank’s parameters, the projected
long-term return is estimated at 6%.

In millions of euros 2007 2006 2005 2004

Present.value of liabilities

administered.by funds...... . B 9497 ... 9,699.... 9,676. 8,593
Fair.value of plan.assets (11,013) (10,262) (8,739) (7,820)
(1,516) (563) 937 773

Present.value.of liabilities
not.administered.by. funds - - 1 8
Unrecognised.actuarial.gains/(losses,............ 1,904 . 1,184... (62). ...466
Unrecognised.past service costs... B (2).. A3) (38). N
Net liabilities..... . . . . . 386 . 618.... 838 1,247




In millions of euros 2007 2006
Present value of liabilities.administered by funds .
Present value.of entitlements.at.1.January. . 9,699 9,676
Acquired entitlements . 236 236
Interest 468 414
Increase.in.entitlements.during.the year 404 485
Benefits.paid (200) (140)
Transfer.of accrued benefits 23 9
Pension.plan.changes 1 (1)
Expected present value of entitlements at 31 December . 10,631 10,679
Actuarial.result (1,134) (980)
Present value of entitlements at 31 December . 9,497, 9,699
Fair value of plan.assets
Fair.value of assets.at.1.January 10,262 8,739
Acquired plan.assets . 228 230
Expected.income from.investments . 600. 467
Premium.contributed by the employer . 496 707
Premium.contributed by the employee 18 3
Benefits.paid (201) (140)
Transfer.of accrued benefits.and.costs . 6 (10)
Expected fair value of assets at 31 December . 11,409 9,996
Actuarial result (396) 266
Fair value of assets at 31 December . 11,013 10,262
The. premium.to.be contributed.to.the 2008 plan

is.expected.to be 480
Plan assets have been allocated as follows: . .
Shares 40.5% 45.5%
Fixed-interest securities . 43.0% 41.9%
Real estate 7.3% 7.1%
Alternatives 6.7% 4.4%
Cash.and.cash.equivalents 2.5% 1.1%
Total plan.assets 100% 100%

Less than 5% of plan assets is allocated to Rabobank’s own funds. These are chiefly cash

and cash equivalents maintained with Rabobank.

Actual income from investments

Expected.income from.investments 600 467
Actuarial result (396) 266
Actual income from investments . 204 733
The amounts recognised in consolidated profit and loss for the year are as follows:

In millions of euros 2007 2006
Costs.based.on period of employment. during. the.year . 404 485
Interest.on liabilities 468 414
Expected.income from.plan.assets . (600). (467)
Pension plan.changes - (2)
Past service costs 1 38
Amortisation.of actuarial.(gains)./losses . (18). -
Losses./.(gains).on.discounts./.(settlements)./.costs . 1 22
Total cost for defined benefit plans . 256 490
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26.2 Other employee benefits
Other employee benefits mainly comprise early retirement liabilities, the non-active persons
scheme and liabilities for future long-service awards.

27 Subordinated debt

In millions of euros 2007 2006
Trust Preferred Securities.l.and.ll 1,189 ..1.329
Rabobank Nederland 1,000 ...1,000
ACC Bank 63 63
FGH Bank 41 51
Other 1 7
Total subordinated debt e 2,294 ..2450

Movements in the Trust Preferred Securities | and Il are stated in the table below.

In millions of euros 2007 2006

Trust Preferred Securities.|.and Il

At.]1.January 1,329 1,483
Foreign.exchange differances.and.other o (140), ...(154)
At 31 December 1,189 1,329

In 2003, 1.75 million non-cumulative Trust Preferred Securities were issued by Rabobank
Capital Funding Trust Il, Delaware, a group company of Rabobank Nederland. The expected
distribution is 5.26% until 31 December 2013, after which the expected distribution is equal
to the three-month USD LIBOR plus 1.6275%. The total proceeds from this issue amounted to
USD 1,750. As from 31 December 2013, these Trust Preferred Securities can be repurchased
on each distribution date (once every quarter) after prior written approval is received from
the Dutch central bank.

Rabobank Nederland issued a variable interest rate loan of 1,000 in 2005, with a quarterly
review of the rates.

The subordinated loan of ACC Bank is a loan of 63 bearing interest at a variable rate. The
loan matures in 2008.

The subordinated loan of FGH Bank NV consists of two loans, totalling 41. A loan of 40
bearing a fixed rate of interest of 6% and repayable in 2012. A further loan of 0.7 bearing a
variable rate of interest and repayable in 2012.

28 Contingencies and commitments

Credit related liabilities

Credit granting liabilities represent the unused portions of funds authorised for the granting of
credit in the form of loans, guarantees, letters of credit and other lending related financial
instruments. Rabobank’s credit risk exposure from credit granting liabilities consists of potential
losses amounting to the unused portion of the authorised funds. The total expected loss is
lower than the total of unused funds, however, credit granting liabilities are subject to the
clients in question continuing to meet specific standards of creditworthiness. Guarantees
represent irrevocable undertakings that, provided certain conditions are met, Rabobank will
make payments on behalf of clients if they are unable to meet their financial obligations to third
parties. Rabobank also accepts credit granting liabilities in the form of credit facilities made
available to ensure that clients’ liquidity requirements can be met, but which have not yet been
drawn upon.



In millions of euros 2007 2006

Guarantees 8,992 7,694
Credit.granting.liabilities 36,323 38,290
Letters.of credit 2,402 1,378
Other contingent liabilities . 21 7
Total credit related and contingent liabilities . 47,738 47,369

Liabilities relating to operating leases
Rabobank has taken on various operating lease contracts as lessee. The future net minimum
lease payments under non-cancellable operating leases can be broken down as follows:

In millions of euros 2007 2006
Shorter.than.l.year 35 9
Longer than. 1 year but not longer than 5. years . 113 20
Longer.than.5.years 76 16
Total liabilities relating.to operating leases . 224 45

Payments receivable from operating leases
Rabobank has taken on various operating lease contracts as lessor. The future net minimum
lease payments receivable from non-cancellable operating leases can be broken down as follows:

In millions of euros 2007 2006
Earlier.than.1.year 1,403 1,339
Later than.l.year. but.not later.than.5.years . 2,059 1,487
Later.than.5.years 110 180
Total payments receivable from operating leases 3,572 3,006

Carrying amount of financial assets provided as security for (contingent) liabilities

Carrying amount of financial assets provided as security

In millions of euros 2007 2006
Due from.other.banks 185 3,400
Trading.financial assets 2,509 860
Other financial.assets.at fair.value through.profit.and.loss . 135. 928
L.oans.to.customers 625 9,764
Available-for-sale financial assets . 35,549 12,814
Held-to-maturity financial assets . - 236

39,003 27,172

The assets were provided to counterparties as security for (contingent) liabilities. If Rabobank
remains in default the counterparties may use the security to settle the debt.
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29 Equity

Equity of Rabobank Nederland and local Rabobanks

In millions of euros 2007 2006
Foreign.currency.translation. reserve . (127). 78
Revaluation.reserve for available-for-sale financial assets . 489 213
Revaluation.reserve for.associates 164 94
Hedging reserve for cash.flow hedges 1 (14)
Retained earnings 19,123 17,055
Total reserves and retained earnings at year-end . 19,650 17,426

Changes in reserves were as follows:

Foreign currency translation reserve

Opening.balance 78 93
Currency.translation differences.emerging.during.the year . (205). (15)
Closing. balance (127) 78

Revaluation reserve available-for-sale-financial assets . .
Opening.balance 213 184

Fair.value changes (39) (277)
(Gains)/losses.reclassified. under. profit 315 295
Other z 11
Closing.balance 489 213

The fair value changes include unrealised gains from available-for-sale financial assets of
associates of 573 (2006: 95).

Revaluation reserve for associates

Opening.balance 94 —
Fair.value changes 70 94
Closing balance 164 94

If a shareholding is increased to such an extent that it must be consolidated, the initial
shareholding is remeasured at fair value at the time of its increase.

In millions of euros 2007 2006

Hedging reserve for cash flow hedges

Opening.balance (14) 1
Acquired. hedging.reserve - (12)
Fair.value changes 12 (2)
Net.gains/(losses).reclassified under profit . 3 (1)
Closing balance 1 (14)

Retained earnings

Opening.balance 17,055 15,172
Net profit attributable to Rabobank Nederland and.local Rabohanks . 1,937 1,757
Other 131 126
Closing.balance 19,123 17,055
Total reserves and retained earnings 19,650 17,426




30 Rabobank Member Certificates issued by
group companies

Members’ capital relates to the Member Certificates issued in 2000, 2001, 2002 and 2005. In
2000, Rabobank Ledencertificaten N.V. (RLC), a group company of Rabobank Nederland,
issued 40 million shares. The total proceeds from this issue amounted to 1,000. In 2000, RLC
granted Rabobank Nederland a 900 deep-subordinated loan with a term of 31 years.

In 2001, RLC issued an additional 60 million shares. The total proceeds of this issue
amounted to 1,575. In 2001, RLC granted Rabobank Nederland a 1,350 deep-subordinated
loan with a term of 30 years. In 2007, RLC granted Rabobank Nederland a third deep-
subordinated loan of 250 with a term of 24 years. In 2002, RLC Il issued an additional 17
million shares. The total proceeds of this issue amounted to 1,747. In 2002, RLC Il granted
Rabobank Nederland a 1,487 deep-subordinated loan with a term of 32 years. In 2007, RLC II
granted Rabobank Nederland a second deep-subordinated loan of 165 with a term of 27
years. In 2005, RLC Ill issued an additional 40 million shares. The total proceeds of this issue
amounted to 2,000. In 2005, RLC lll granted Rabobank Nederland a 1,999 deep-subordinated
loan with a term of 35 years.

At year-end 2007, the number of shares held by members and employees was 98,837,631
(98,506,903) with a net asset value of 2,533 (2,527), 16,370,436 (16,309,627) shares with a net
asset value of 1,719 (1,714) and 39,537,632 (39,450,735) shares with a net asset value of 1,978
(1,973).

Subject to the prior written approval of the Dutch central bank, the loan may be repaid on
29 June 2012.The loans granted by RLC Il can be repaid ahead of schedule on 29 December
2012.The loan granted by RLC Ill can be repaid early on 29 September 2035 and on the 29th
of the third month of every quarter thereafter.

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 profit and loss account of Rabobank shows a loss
for any financial year, the issue proceeds, insofar as they have been lent on to Rabobank
Nederland, are recognised in equity in proportion to the number of shares held by members
and employees.

The distribution per certificate in 2007 was 1.30 for RLC |, 5.15 for RLC Il and 2.20 for RLC Il
RLC has the right not to make a distribution.

Rabobank Member Certificates
In millions of euros 2007 2006

Changes.during.the year:

Opening.balance 5,808 5811
Exchange.of government. bonds.for

..subordinated loans.to.Rabobank Nederland............oeeen A 5 -
Rabobank Member. CertifiCateS ISSUED. ... e
B To Wer=Taat= | F=Te W W a Lo Thu s V=0T | O | ¢ N (3)
Closing.balance 6,233 5,808
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31 Capital securities and Trust Preferred
Securities Ill to VI

In millions of euros 2007 2006
Capital Securities issued by Rabobank Nederland 990, B
Trust Preferred.Securities. lIl.to.VLissued.by.group.companies e 1,789, ...1,959
Closing. balance 2,779 1,959

In 2007, Rabobank Nederland issued Capital Securities for USD 750,000,000 and for NZD
900,000,000. The Capital Securities are perpetual and do not mature. The distribution on the
USD Capital Securities is 7% per annum, payable in arrears every six months from the date of
issue of 22 October 2007, the first distribution therefore being on 22 April 2008. The
distribution on the NZD Capital Securities is equivalent to the one-year swap interest rate
plus a mark-up of 0.76% per annum and is payable each year on 8 October until 8 October
2017. As from 8 October 2017, the distribution will be made payable each quarter based on
the 90-day bank bill swap interest rate plus the same mark-up. The distributions will be made
payable at the end of each quarter, the first time being 8 January 2008.

The amount of Rabobank Nederland’s net profit may affect the interest payments on the
Capital Securities. In the event of insolvency on the part of Rabobank Nederland the Capital
Securities are subordinated to the rights of all other (current and future) creditors of
Rabobank Nederland unless the rights of those other creditors dictate otherwise.

Trust Preferred Securities Ill to VI issued by group companies

In 2004, four tranches of non-cumulative Trust Preferred Securities were issued.

- Rabobank Capital Funding Trust lll, Delaware, a group company of Rabobank Nederland,
issued 1.50 million non-cumulative Trust Preferred Securities. The expected distribution is
5.254% until 21 October 2016. For the period 21 October 2016 to 31 December 2016
inclusive, the expected distribution is equal to the USD LIBOR interpolated for the period,
plus 1.5900%. The trust has the right not to make a distribution. Thereafter, the expected
distribution is equal to the three-month USD LIBOR plus 1.5900%. The total proceeds from
this issue amounted to USD 1,500 million. As from 21 October 2016, these Trust Preferred
Securities can be repurchased on each distribution date (which is once a quarter) after
prior written approval is received from the Dutch central bank.

— Rabobank Capital Funding Trust IV, Delaware, a group company of Rabobank Nederland,
issued 350 thousand non-cumulative Trust Preferred Securities. The expected distribution
is 5.556% until 31 December 2019, after which the expected distribution is equal to the
six-month GBP LIBOR plus 1.4600%. The trust has the right not to make a distribution. The
total proceeds from this issue amounted to GBP 350 million. As from 31 December 2019,
these Trust Preferred Securities can be repurchased on each distribution date (which is
once every half-year) after prior written approval is received from the Dutch central bank.

- Rabobank Capital Funding Trust V, Delaware, a group company of Rabobank Nederland,
issued 250 thousand non-cumulative Trust Preferred Securities. The expected distribution
is equal to the three-month BBSW plus 0.6700% until 31 December 2014 inclusive, after
which the expected distribution is equal to the three-month BBSW plus 1.6700%. The trust
has the right not to make a distribution. The total proceeds from this issue amounted to
AUD 250 million. As from 31 December 2014, these Trust Preferred Securities can be
repurchased on each distribution date (which is once a quarter) after prior written
approval is received from the Dutch central bank.




- Rabobank Capital Funding Trust VI, Delaware, a group company of Rabobank Nederland,
issued 250 thousand non-cumulative Trust Preferred Securities. The expected distribution
is 6.415% until 31 December 2014, after which the expected distribution is equal to the
three-month BBSW plus 1.6700%. The trust has the right not to make a distribution. The
total proceeds from this issue amounted to AUD 250 million. As from 31 December 2014,
these Trust Preferred Securities can be repurchased on each distribution date (which is
once a quarter) after prior written approval is received from the Dutch central bank.

A distribution becomes due on the Trust Preferred Securities issued in 1999 and 2003

included under subordinated loans if:

(i) the most recent, audited and adopted consolidated financial statements of Rabobank
Nederland show that Rabobank Group realised a net profit (after tax and extraordinary

expenses) in the previous year; or

(i) a distribution is made on securities that are more subordinated (such as Rabobank
Member Certificates and Rabobank Member Certificates Il) or on securities of equal rank

(pari passu);

subject to the proviso that no distribution becomes due should the Dutch central bank

object (for example, if Rabobank Group’s solvency ratio is below 8%).

The condition stated under (i) does not apply to Trust Preferred Securities issued in 2004.
The other conditions do apply. If Rabobank Group realises a profit, Rabobank Nederland

can make a distribution on these securities at its own discretion.

Trust Preferred Securities

In millions of euros 2007 2006
Changes.during.the year:

Opening.balance ... 1,959 2,092
Foreign exchange differences (170) (133)
Closing balance 1,789 1,959

32 Minority interests

This item relates to shares held by third parties in subsidiaries and other group companies.
Movements in minority interests in 2007 mainly relate to the (de)consolidation effects of
structured finance deals and conduits with third-party investors. An amount of 548 million of
the movements in minority interests in 2006 relates to the full consolidation of Bank Sarasin.

In millions of euros 2007 2006
Opening.balance 4,184 2,996
Net profit 303 201
Currency. translation. differ@NCES..... ... (225). (191)
Exchange.of government.DONAS.FOr ... B

..subordinated loans.to.Rabobank Nederland ... (415) ..o z
Changes.in AES revaluation reserve (584) 85
Other (550) 1,093
Closing balance 2,713 4,184
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33 Interest

In millions of euros 2007 2006

Interest.income

Cash.and cash equivalents . 46 12
Due from.other. banks . 2,936 3,359
Trading financial assets 1,483 1,499
Other financial.assets.at fair value through.profit.and.loss . 1,033 951
l.oans.to.customers 21,201 16,905
Available-for-sale financial assets . 2,480, 1,788
Held-to-maturity financial assets . 41. 55
Accrued.interest.income.on.impaired. financial assets . 22 20
Other 114 470
Total interest income 29,356 25,059

Interest expense

Due to.other banks 4,876 5371
Trading.financial liabilities 101 142
Due to.customers 9,204 6,795
Debt securities.in.issue . 7,240 5,335
Other.debts 173 185
Other 991 759
Total interest expense 22,585 18,587
Net interest 6,771 6,472

34 Fees and commission

In millions of euros 2007 2006

Fee and commission.income

Asset.management 1,177 776
Insurance.commission 361 387
Trust.or fiduciary.activities 8 -
Lending 261 247
Purchase.and sale of other financial.assets . 517 335
Payment services 411 370
Custodial fees.and securities.services . 45, 40
Handling.fees 146 149
Other transactions.involving financial.instruments . 133 136
Other. commission.income . 335 301
Total fee and commission.income . 3,394 2,741

Fee and commission expense

Asset. management 251 193
Purchase.and sale of other financial.assets . 191 115
Payment services 6 7
Custodial fees.and securities.services . 12 10
Handling.fees 33 37
Other.commission expense 44 83
Total fee and commission expense . 537. 445
Net fees.and. commission 2,857 2,296
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35 Income from associates

In millions of euros 2007 2006

Profit.of associates 753 556

Key figures.of associates.are as.follows:

Total assets.at.year-end 134,468 113,374
Total liabilities.at year-end 115,710 99,095
Total.income 29,341 25,241
Net result 1,775 1,435
Rabobank share.of profit. 0f ASSOCIALES. ... D23, 369
[DITS (oY N uTaT0ITe VAo [Ty o o1y =Yo W la L (=T {=F) £ L. | | N 87
Total income from associates 753 556

36 Netincome from financial assets and liabilities
at fair value through profit and loss

In millions of euros 2007 2006
Debt instruments.and.interest rate derivative financial instruments..........oee...(610). e315)
EQUIEY I SEIUMMEINIES e A DD, 06
Foreign.currencies.and.other trading iNCOME ... E3D 44
Total trading income 63 235
Total net income from other financial assets.and liabilities......................(10%1). ... 11

Total net.income from financial assets.and liabilities. ...
at fair value through profit and loss (38) 246

Net income from currency trading also includes gains and losses on spot and forward
contracts, options, futures and assets and liabilities denominated in foreign currencies.
Trading income was depressed by widening credit spreads and by market-to-market results
on subprime positions. At 31 December 2007, the subprime position in the trading portfolio
was 31 million.

37 Other

As well as rent from real estate investments and income from operating leases, the item
Other includes the results on effects that cannot be allocated to individual categories of the
profit and loss account.
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38 Staff costs

In millions of euros 2007 2006
WAGES. AN SAIATIES ... 302 O, o 2al 92
Social security.contributions.and.inSUraNCE.COSES. ... SO B 4>
Pension.costs.for.defined. contribULION. PIANS.........oocoeeeeeees 2 49
Pension.costs.for defined benefit plans 256 490
Other post-employment benefits 23 (29)
Other.employee costs 622 540
Total staff costs 4,445 4,117

Expressed in FTEs, the average number of employees was 52,655 (48,076).

39 Other administrative expenses

This item includes office supplies, IT expenses, postage, advertising, rent, maintenance of
buildings, etc.

In millions of euros 2007 2006

Other adminiStratiVe. EXPENSES. ... 2 S A, 829

40 Depreciation and amortisation

In millions of euros 2007 2006

Depreciation.and.amOrtiSAtiON. ....... ..o 21 8. e 34]

41 Value adjustments

In millions of euros 2007 2006
Due from.other banks (6) (23)
L.oans.to.customers 299 495
Receipts.less.write-offs (32) (31)
Credit related liabilities 1 -
Available-for-sale finanCial.aSSELS. .........eeeeeeee B 9
Other.assets 3 :
Total value adjustments 742 450
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42 Taxation

In millions of euros 2007 2006
Current.income tax

=.year.under.review. 196 346
=.prior.years 61 (64)
Deferred tax 129 85
Taxation 386 367

The taxation on operating profit of Rabobank differs from the nominal amount based on
Dutch standard tax rates. The reconciliation between the two amounts is shown below:

In millions of euros 2007 2006
Profit. before taxation 3,048 2,712
Tax.exempt.income (1,667) (987)
Non-deductible.expenses 133 106
Tax losses.not recognised.in.prior years (100). .(101)
Other (296) 43
1,118 1.773
Income tax.expense based.on.a.rate of 25.5%.(2006:.29.6%) 285, 525
Effect.of change.in.tax.rates - 37
Effect.of different tax rates.in.other.countries S o
and.other.non-recurring.tax.income.and.charges 101 .(195)
Taxation 386 367

43 Acquisitions and disposals

Acquisitions and disposals of subsidiaries

There were no major disposals in 2007. The main acquisitions made in 2007 relate to
Mid-State & Trust (United States), Transtrend (Netherlands), HNS Banco (Chile), Hagabank
and Bank Hagakita (Indonesia) and Sustainable Asset Management (Switzerland).

The fair values of the identifiable assets and liabilities of Mid-State and the other entities

acquired are as follows:

Mid-State Bank &Trust

Recognised at
fair value

In millions of euros

upon acquisition

Carrying amount

Other

Recognised at
fair value
upon acquisition

Carrying amount

Intangible assets 45 39 - :
Property.and.equipment 78 23 24 25
Financial assets 1,613 1,624 651 649
Other.assets 51 52 23 47
Total identifiable assets 1,787 1,738 698 721
Due to.other.banks 34 34 26 26
Other liabilities 1,535 1,525 651 616
Total identifiable liabilities 1,569 1,559 677 642
Total net equity 218 179 2] 79
New.identifiable.intangible assets - 151
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44 Transactions with related parties

Two parties are considered related if one exercises control or has significant influence over
the other party (regarding finance or operating decisions). In the normal course of business,
Rabobank conducts a wide variety of transactions with related entities, involving different
types of loans, deposits and transactions in foreign currencies. Transactions between related
parties also include transactions with subsidiaries, associates, joint venture entities,
shareholders and senior management, as well as transactions between subsidiaries. All these
transactions were at arm’s length. In accordance with IAS 24.4, transactions within the
Rabobank Group are eliminated in the preparation of the consolidated financial statements.

In the normal course of Rabobank’s business operations, banking transactions are carried
out with related parties. These involve loans, deposits and transactions in foreign currencies.
All these transactions were at arm’s length and against market prices. The volumes of related
party transactions, year-end outstanding balances and the corresponding income and
expenses during the year are given below:

2007 2006 2007 2006
In millions of euros Associates Other related parties
Loans
—..outstanding.at beginning.of year........ . . 545 33 29 22
—.granted.during.the.year - 601 - 36
=..repaid during.the.Year ... - (89). (6). (29)
Loans outstanding at end of theyear . . 545, 545 23 29
Due to.other banks and due to.customers
=.outstanding.at beginning.of the year 6,265 5,969 - -
—.received.during the year 16 296 - -
—.repaid.during the year - - - -
Deposits.at. 31.December 6,281 6,265 - -
Other liabilities 91 9] (6) 18
Credit liabilities.and.other
_.guarantees.issued. by Rabobank. . . . 2,154 1,743. 18 4
2007 2006 2007 2006
In millions of euros Associates Other related parties
Income
=.interest.income 39 25 56 20
—..commission.income 61 12 114 120
=.trading.income 33 55 - 3
-=.other 47 3 153 74
Total income from transactions . . . . . .
with related parties 180 95 323 287
Expense
=..interest expense 84 71 76 111
—..commission.expense 19 24 5 4
Total expenses from transactions
with related parties 103 95 81 115
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45 Supervisory Board and Executive Board

The members of the Supervisory Board and the Executive Board are listed on page 74 of
these consolidated financial statements. The benefits for members and former members of
the Executive Board came to 10.8 in 2007 (9.8). This amount is included under staff costs. It
can be broken down as follows.

In millions of euros 2007 2006
Salaries 7.1 6.6
Pension.charges 1.2 1.2
Performance related DENMETILS. ...... ..o BB 1.7
Other 0.2 0.3
Total 10.8 2.8

The pension plan for the members of the Supervisory Board qualifies as a defined benefit plan.
The total benefits for members and former members of the Supervisory Board amounted
to 1.4 (1.3).
At year-end 2007, loans and advances granted to members of the Supervisory Board and
the Executive Board totalled 4.9 (3.9) respectively 4.0 (4.2).
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46 Principal subsidiaries and associates

Voting
Name Share rights
Subsidiaries
Netherlands
De Lage Landen.International .B.V. 100% 100%
FGH.Bank N.V. 100% 100%
QWM. Rabobanken.B.A 100%. 100%
Obvion.N.V. 50%. 70%
Rabohypotheekbank N.V. 100%. ...100%
Rabobank Ledencertificaten N.V..|.t/m.lll 100% 100%
Rabo.Merchant.Bank N.V. 100% 100%
Rabo.Vastgoed B.V. 100% 100%
Rabo.Bouwfonds.B.V. 100% 100%
Rabo. Wielerploegen B.V. 100%. ...100%
Raiffeisenhypotheekbank N.V. 100%. ..100%
Robeco. Groep.N.V. 100% 100%
Schretlen & Co.N.V. 100% 100%
Other Euro zone/EU countries
ACC Bank.Plc 100%. 100%
Rest of Europe
Bank Sarasin.& Cie.S.A 46%. 69%
North America
Rabobank Capital Funding LCC Il t/m VI 100%. ..100%
Rabobank Capital.Funding Trust.Il.t/m.VI 100%. ...100%
Utrecht America.Holdings.Inc. 100%. ..100%
Australia.and New Zealand
Rabobank Australia Limited 100%. ...100%
Rabobank New. Zealand Limited 100%. ...100%
Associates
Netherlands
Eureko.B.V. 39% 39%
Equens.N.V. 19% 19%
Gilde Venture Capital funds Various. Various
Abroad
B.G.Z.S.A 46% 46%




47 Reverse repurchase transactions and
securities borrowing agreements

Reverse repurchase transactions and securities borrowing agreements concluded by
Rabobank are included under ‘Due from other banks’and ‘Loans to customers.
At 31 December, they amounted to:

In millions of euros 2007 2006
DUe from.OtherDaNKS. ... 2D L. 38, 35,790
Loans to CUStOMErs. .. 4422 ....28,396
Total reverse repurchase transactions and securities borrowing agreements.......... 44,160 .....64,186

Under the terms of the reverse repurchase transactions and securities borrowing
agreements, Rabobank receives collateral that it can pledge or sell to third parties. The total
fair value of the securities received under the terms of the agreements was 44,344 at 31
December 2007 (64,446). In accordance with the agreement terms, a portion of the securities
was repledged or sold as collateral. These transactions were effected subject to the normal
conditions for standard reverse repurchase transactions and securities borrowing
agreements.

48 Repurchase transactions and securities
lending agreements

Repurchase transactions and securities lending agreements concluded by Rabobank
are included under‘Due from/ to other banks, ‘Due to Customers’ and ‘Other loans.
At 31 December, they amounted to:

In millions of euros 2007 2006
Due to.other banks 7416 17,710
Due to.customers 3,694 8,107
Total repurchase.and securities lending.agreements. ... 11,110, 25,817

At 31 December 2007 and 2006, interest-bearing securities with a carrying amount of 11,118
and 25,981 respectively had been provided as collateral for repurchase and similar
agreements. In general, the counterparty has the right to resell or repledge the securities.
These transactions were performed subject to the normal conditions for standard repurchase
transactions and securities lending agreements.

49 Securitisations

As part of Rabobank Group’s financing activities and the reduction of credit risk, cash flows
from certain financial assets are transferred to third parties. Most financial assets subject to
these transactions are mortgage and other loan portfolios. The carrying amount of these
financial assets is 68,650 (2006: 25,813) and the corresponding liability amounts to some
69,727 (2006: 24,304).
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50 Subsequent events

The sale of Alex Beleggersbank to listed internet broker BinckBank was effected early in
2008. The net gain realised on this transaction in 2008 is 276 million. The total assets
and liabilities at the balance sheet date amount to 1,317 and 1,282 million respectively.
After the other investors had bought out for more than EUR 5 billion in assets, the
remaining assets of the structured investment vehicle named Tango, amounting to
EUR 4.8 billion, were recognised in the balance sheet in 2008.
Until now no further events after the balance sheet date have occurred.

51 Management’s report on internal control
over financial reporting

The management of Codperatieve Centrale Raiffeisen-Boerenleenbank B.A. (Rabobank
Nederland) is responsible for establishing and maintaining adequate internal control over
financial reporting. Management is also responsible for the preparation and fair presentation
of the consolidated financial statements.

Rabobank Nederland'’s internal control over financial reporting is a process designed to
provide reasonable assurance regarding the reliability of financial reporting and the
preparation and fair presentation of financial statements for external purposes in accordance
with International Financial Reporting Standards as adopted by the European Union.

All internal control systems, no matter how well designed, have inherent limitations.
Because of its inherent limitations, internal control over financial reporting may not prevent
or detect misstatements. Also, projections of any evaluation of effectiveness to future
periods are subject to the risk that control may become inadequate, because of changes in
conditions, or that the degree of compliance with the policies or procedures may deteriorate.

Management assessed the effectiveness of Rabobank Nederland’s internal control over
financial reporting as of December 31, 2007 based on the framework set forth by the
Committee of Sponsoring Organizations of the Treadway Commission (COSO) established in
Internal Control — Integrated Framework. Based on that assessment, management concluded
that, as of December 31, 2007, Rabobank Nederland’s internal control over financial
reporting is effective based on the criteria established by COSO.

Ernst & Young Accountants, which have audited the consolidated financial statements of
Rabobank Nederland for the fiscal year ended December 31, 2007, have also examined
management’s assessment of the effectiveness of Rabobank Nederland’s internal control
over financial reporting and the effectiveness of Rabobank Nederland’s internal control over
financial reporting; their report is included on page 78.

Bert Heemskerk (H.) Bert Bruggink (A.)



52 Approval by Supervisory Board

The publication of these consolidated financial statements was approved by the Supervisory
Board on 4 March 2008.

Executive Board

Bert Heemskerk (H.), chairman
Bert Bruggink (A.)

Hans ten Cate (J.C))

Piet Moerland (P.W.)

Sipko Schat (S.N.)

Piet van Schijndel (PJ.A.)

Supervisory Board

Lense Koopmans (L.), chairman
Antoon Vermeer (A.J.A.M.), deputy chairman
Sjoerd Eisma (S.E.), secretary
Leo Berndsen (L.J.M.)

Bernard Bijvoet (B.)

Teun de Boon (T.)

Louise Fresco (L.O.)

Marinus Minderhoud (M.)

Paul Overmars (P.F.M.)

Herman Scheffer (H.C.)

Martin Tielen (M.J.M.)

Aad Veenman (A.W.)

Cees Veerman (C.P)

Arnold Walravens (A.H.C.M.)

74

Rabobank Group Consolidated Financial Statements 2007



75

Notes to the consolidated financial statements



Auditor’s report

76

To the Executive Board and Supervisory Board of Rabobank Nederland

Report on the consolidated financial statements

We have audited the 2007 consolidated financial statements of Codperatieve Centrale
Raiffeisen-Boerenleenbank B.A. (Rabobank Nederland), Amsterdam. The consolidated
financial statements comprise the consolidated balance sheet as at 31 December 2007, the
consolidated profit and loss account, consolidated statement of changes in equity and the
consolidated cash flow statement for the year then ended, and accounting policies and
other explanatory notes.

Management’s responsibility

Management of Rabobank Nederland is responsible for the preparation and fair presentation
of the consolidated financial statements in accordance with International Financial Reporting
Standards as adopted by the European Union and with Part 9 of Book 2 of the Dutch Civil
Code, and for the preparation of the management report in accordance with Part 9 of Book 2
of the Dutch Civil Code. This responsibility includes: designing, implementing and
maintaining internal control relevant to the preparation and fair presentation of the
consolidated financial statements that are free from material misstatement, whether due to
fraud or error; selecting and applying appropriate accounting policies; and making
accounting estimates that are reasonable in the circumstances.

Auditor’s responsibility

Our responsibility is to express an opinion on the consolidated financial statements based on
our audit. We conducted our audit in accordance with Dutch law. This law requires that we
comply with ethical requirements and plan and perform the audit to obtain reasonable
assurance whether the consolidated financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the consolidated financial statements. The procedures selected depend on the
auditor’s judgment, including the assessment of the risks of material misstatement of the
financial statements, whether due to fraud or error. In making those risk assessments, the
auditor considers internal control relevant to the entity’s preparation and fair presentation of
the consolidated financial statements in order to design audit procedures that are appropriate
in the circumstances. An audit also includes evaluating the appropriateness of accounting
policies used and the reasonableness of accounting estimates made by the Executive Board of
Rabobank Nederland, as well as evaluating the overall presentation of the consolidated
financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide
a basis for our audit opinion.

Opinion

In our opinion, the consolidated financial statements give a true and fair view of the financial
position of Rabobank Nederland as at 31 December 2007 and of its result and its cash flows
for the year then ended in accordance with International Financial Reporting Standards as
adopted by the European Union and with Part 9 of Book 2 of the Dutch Civil Code.

Rabobank Group Consolidated Financial Statements 2007



Report on other legal and regulatory requirements

Pursuant to the legal requirement under 2:393 sub 5 part e of the Dutch Civil Code, we
report, to the extent of our competence, that the management report is consistent with the
financial statements as required by 2:391 sub 4 of the Dutch Civil Code.

Utrecht, 4 March 2008
for Ernst & Young Accountants

/s/ G.H.C. de Meris
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To the Executive Board and Supervisory Board of Rabobank Nederland

We have performed an assurance engagement in accordance with ISAE 3000 ‘Assurance
engagements other than audits or reviews of historical financial information’ (equivalent) on
management’s assessment, included in the accompanying ‘Management’s Report On
Internal Control Over Financial Reporting, that Codperatieve Centrale Raiffeisen-
Boerenleenbank B.A. (Rabobank Nederland) maintained effective internal control over
financial reporting as of 31 December 2007, based on criteria established in Internal Control
- Integrated Framework issued by the Committee of Sponsoring Organisations of the
Treadway Commission (the COSO criteria).

A company’s internal control over financial reporting is a process designed to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of
financial statements in accordance with generally accepted accounting principles. A
company’s internal control over financial reporting includes those policies and procedures
that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly
reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that receipts
and expenditures of the company are being made only in accordance with authorisations of
management and directors of the company; and (3) provide reasonable assurance regarding
prevention or timely detection of unauthorised acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial statements.

Inherent limitations

Because of its inherent limitations, internal control over financial reporting may not prevent
or detect misstatements. Also, projections of any evaluation of effectiveness to future
periods are subject to the risk that controls may become inadequate because of changes in
conditions, or that the degree of compliance with the policies or procedures may deteriorate.

Management’s responsibility

Rabobank Nederland’s management is responsible for maintaining effective internal control
over financial reporting and for its assessment of the effectiveness of internal control over
financial reporting.

Auditor’s responsibility

Our responsibility is to conclude on management’s assessment and on the effectiveness of
the company’s internal control over financial reporting based on the procedures performed
during our assurance engagement.

We conducted our assurance engagement in accordance with Dutch law. This requires that
we plan and perform the assurance engagement to obtain reasonable assurance about
whether effective internal control over financial reporting was maintained in all material
respects. Our assurance engagement included obtaining an understanding of internal
control over financial reporting, evaluating management’s assessment, testing and
evaluating the design and operating effectiveness of internal control, and performing such
other procedures as we considered necessary in the circumstances. We believe that the
evidence we have obtained is sufficient and appropriate to provide a basis for our conclusion.
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Conclusion

Based on the procedures performed we conclude that management’s conclusion that, as
of 31 December 2007, Rabobank Nederland’s internal control over financial reporting is
effective, is fairly stated, in all material respects, based on the COSO criteria. We also
conclude that Rabobank Nederland maintained, in all material respects, effective internal
control over financial reporting as of 31 December 2007, based on the COSO criteria.

Utrecht, 4 March 2008
for Ernst & Young Accountants

/s/ G.H.C. de Meris
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COMMENTARY



SUMMARY

Results for the three months ended 30 September 2008

OBEGAL was $0.5 billion higher than forecast, at $0.9 billion. This variance was due mainly to tax revenue, which
was $0.5 billion (3.9%) higher than forecast. While most tax revenue types were broadly in line with forecast,
there are two items to note:

o Corporate tax and GST revenue were increased by $0.2 billion and $0.1 billion respectively, as a result of the
late reversal of accruals relating to an earlier period. These accrual reversals did not affect cash receipts.

o0 Putting aside the impact of these accrual reversals, GST revenue was close to forecast, but corporate tax
revenue was $0.2 billion lower than forecast. Company income tax assessments were lower than expected in a
period usually dominated by provisional tax payments from multi-national and finance sector companies.
These companies are likely to be amongst those most affected by the current international financial turmoil.

The total Crown operating balance was a $0.8 billion deficit ($1.7 billion lower than the forecast $0.9 billion
surplus). The two main features of this lower-than-expected result were:

o $1.8 billion related to losses on the investment portfolios of Crown financial institutions. This was mainly due
to continuing turmoil in financial markets; and

o $0.4 billion related to a loss arising from a drop in the discount rate used for valuing ACC’s outstanding
claims liability.

These losses were partly offset by tax revenue which was $0.5 billion higher than forecast, as noted above.

The core Crown residual cash deficit was $1.1 billion lower than forecast at $3.2 billion. This was mainly due to
delays in transferring $0.7 billion for the NZ Fast Forward Fund pending the resolution of governance issues; and
$0.3 billion higher-than-expected petrol royalties received due to high oil prices earlier in the year.

Gross debt was $1.0 billion higher than forecast at $31.9 billion. This was mainly due to valuation changes on
financial instruments (particularly derivatives) and higher-than-expected issues of Government Stock.

Net core Crown debt was $1.4 billion lower than forecast at $2.6 billion due mainly to the lower-than-expected
residual cash deficit (noted above) and valuation changes on financial instruments.
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Table 1 — Key indicators for the three months to 30 September 2008

Year to date Full Year
September September PREFU
2008 2008 Variance Variance June 2009
Actual2 Forecast2 Sm % Forecast3
S million
Core Crown
Core Crown revenue (excl. NZS Fund)l 15,450 15,063 387 2.6 61,102
Core Crown expenses 15,066 15,333 267 1.7 62,359
NZS Fund operating balance (884) 231 (1,115) (482.7) 986
Core Crown residual cash (3,214) (4,309) 1,095 (25.4) (5,909)
GSID (excl. settlement cash) 31,931 30,884 (1,047) (3.4) 32,087
as a percentage of GDP 17.8% 17.2% 17.4%
Net Core Crown debt 2,592 3,952 1,360 34.4 5,207
as a percentage of GDP 1.4% 2.2% 2.8%
Net Core Crown debt (incl. NZS Fund) (10,207) (10,139) 68 (0.7) (10,430)
as a percentage of GDP (5.7)% (5.7)% (5.7)%
Total Crown
OBEGAL 891 424 467 110.1 (64)
Net gains/(losses) and other items (1,648) 519 (2,167) 1,973
Operating Balance (757) 943 (1,700) (180.3) 1,909

1 For the purposes of this indicator, the NZS Fund is treated as a third party (i.e. its revenue is not included but the tax it
pays is)

2 Using GDP for the year ended 30 June 2008 of $179,048 million (Source: Statistics New Zealand).

3 Using forecast GDP for the year ended 30 June 2009 of $184,390 million (Source: Treasury)

Core Crown includes Ministers, Departments, Offices of Parliament, the NZS Fund and the Reserve Bank of New Zealand but excludes
State-owned enterprises and Crown entities.
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Table 2 — Key indicator variances for the three months to 30 September 2008

Key Indicator Variance Key Drivers
Core Crown
Core Crown revenue $0.4 billion e Core Crown tax revenue was $0.5 billon (3.5%) higher than

(excl. NZS Fund
revenue)

(higher than forecast) forecast. This was comprised of:

0 Source deductions were $0.2 billion (2.8%) higher than
forecast. The forecast for source deduction revenue was
understated and did not take proper account of the
superannuation withholding tax impact of Police staff
moving from the Government Superannuation Fund. These
transfers increased the amount of Employer
Superannuation Contribution tax revenue relative to
forecast.

0 GST revenue was $0.2 billion (5.2%) higher than forecast.
This was largely due to the late reversal of a $0.1 billion
accrual relating to an earlier period. The reversal did not
affect tax receipts.

0 Other individuals tax was $0.1 billion (18.5%) higher than
forecast. In the main this is likely to reflect income tax
returns for the 2007/08 tax year, particularly from the
agriculture sector. This sector experienced higher returns
during the 2007/08 tax year, as a result of higher
commodity prices. We will be in a better position to
confirm this explanation once we receive more detailed
data in the coming months.

0 Corporate tax revenue was on forecast, but there were two
significant variances within that result:

- The late reversal of a $0.2 billion accrual relating to an
earlier period. The reversal increased company tax
revenue, but did not affect tax receipts; and

- The impact of the accrual reversal was offset by lower-
than-expected income tax assessments in the September
quarter. Company income tax assessments were lower
than expected in a period usually dominated by provisional
tax payments from multi-national and finance sector
companies. These companies are likely to be amongst
those most affected by the current financial turmoil.

e Other revenue was $0.2 billion higher than forecast, primarily
in relation to petrol royalties. The high price of oil last year has
led to a number of operations moving to a higher royalty
threshold earlier than expected.

e The higher-than-forecast income above was partly offset by
interest revenue and dividends which were $0.3 billion lower
than forecast, primarily due to lower than forecast interest
rates and investment levels.
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Key Indicator

Variance Key Drivers

Core Crown expenses

$0.3 billion e Core Crown expenses were $0.3 billion lower than forecast.

(lower than forecast) This was mainly due to:

0 Transport expenditure was $0.2 billion lower than forecast
due to an over-estimation of funding of state highways in
the forecast.

0 Interest expenses were $0.1 billion lower than forecast.
This was mainly due to fluctuations in settlement cash
balances and interest rates.

0 Other expenditure, across a number of departments, was
$0.2 billion lower than forecast.

0 The lower-than-forecast expenditure (above) was partly
offset by an impairment of the investment in KiwiRail
Holdings Limited of $0.2billion, which was not forecast.

NZS Fund operating
balance

-$1.1 billion e The Fund’s return for the month of September was -7.96%.
This was the lowest return recorded by the Fund (for a single
month) since its inception and reflects the weak performance
of global equity markets. The Fund’s annualised return since
inception (September 2003) is 8.04%, compared to 6.92% for
the risk-free of return (Treasury bills).

(lower than forecast)

Core Crown residual
cash deficit

$1.1 billion e The residual cash deficit was lower than forecast. This was

(lower than forecast) primarily due to:

0 Adelay in the transfer of $0.7 billion funding for the NZ
Fast Forward Fund pending the resolution of governance
issues.

0 Petrol royalty receipts were higher than expected due to
the cash impact of petrol royalty revenue (as noted above).

e Core Crown tax receipts were on forecast.

GSID (excluding
settlement cash)

-$1.0 billion e GSID (excluding settlement cash) was higher than forecast.
This was largely due to valuation changes on financial
instruments (particularly derivatives) and higher-than-
expected issues of Government Stock.

(higher than forecast)

Net core Crown debt

$1.4 billion e Net core Crown debt was lower than forecast. This was due

(lower than forecast) mainly to:

0 A lower-than-forecast deficit in residual cash (as noted
above).

0 Changes in the valuation of financial instruments.

Net core Crown debt
(incl. NZSF)

$0.1 billion e On target.

(on target)
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Key Indicator Variance Key Drivers

Total Crown

OBEGAL $0.5 billion e Total Crown revenue was $1.0 billion higher than forecast.
(higher than forecast) The main components were:

0 Sales of goods and services by SOEs and Crown Entities
were $0.5 billion higher than forecast. The variance
predominantly related to entities in the electricity sector
and was caused by higher-than-expected spot electricity
prices. The variance was partly offset by a corresponding
variance in expenditure (as noted below).

0 Core Crown revenue was $0.4 billion higher than forecast
(as noted above).

e The total Crown revenue result was partly offset by total
Crown expenditure which was $0.5 billion higher than
forecast. The main components were:

0 $0.3 billion higher-than-forecast expenditure by entities
in the electricity sector (as noted above); and $0.1 billion
higher-than-forecast expenditure by DHBs, resulting from
additional income devolved.

0 Kiwibank interest expense was $0.1 billion higher than
forecast. This was largely due to a classification issue in
NZ Post’s forecast as interest from Kiwibank was forecast
on a net basis. This was offset by a corresponding
variance in interest revenue.

0 These variances were partly offset by Core Crown
expenses which were $0.3 billion lower than forecast (as
noted above).

Operating balance -$1.7 billion e OBEGAL was $0.5 billion higher than forecast (as noted

(lower than forecast) above).
e Net gains were $2.2 billion lower than forecast. The main
contributors were:

0 The NZS Fund, ACC and EQC all suffered losses on their
financial instrument portfolios that were larger than
expected. The amounts of the lower-than-forecast
variances were $1.5 billion, $0.2 billion and $0.1 billion
respectively. The losses were the result of continuing
turmoil in financial markets.

0 ACC also recorded a $0.4 billion loss in the valuation of its
outstanding claims liability. The loss arose from a
decrease in the discount rate used to calculate the liability
and was not included in the forecast (consistent with
forecasting policy).

e The lower-than-forecast gains above were partly offset by
net gains by RBNZ and DMO, mainly due to changes in FX
and interest rates, which are held constant for forecasting
purposes.
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FISCAL STRATEGY PERSPECTIVE

The Government’s fiscal strategy (outlined in more detail in the 2008 Fiscal Strategy Report) is to strengthen its fiscal
position so that it is well placed to respond to future challenges such as those associated with population ageing. The
strategy is summarised in Figure 1.

The Government is implementing this strategy primarily by building up financial assets in the New Zealand
Superannuation (NZS) Fund and maintaining gross sovereign-issued debt at around 20% of GDP. In order to keep debt
at around 20% of GDP, the Government has said it intends to run its cash flow position so that borrowing tracks in line
with GDP over time. In practice, this means running operating surpluses sufficient to cover the contributions to the
NZS Fund and some capital spending needs.

The Financial Statements of the Government provide a record of the Government’s financial performance over the
2008/09 financial year and its financial position as at 30 September 2008. They provide a comparison with the fiscal
forecasts in the 2008 Pre-election Economic and Fiscal Update. They also provide the public with a snapshot of the
progress the Government has made in implementing its fiscal strategy as set out in its Short Term Fiscal Intentions and

Long Term Fiscal Objectives.

Figure 1 — Fiscal strategy at a glance

How?

STRATEGY

Strengthen our fiscal position to
help manage future spending
demands, particularly those
arising from an ageing population.

How?

How?

NZS Fund Contributions

Build up assets in the NZS
Fund to help with future NZS
payments.

Taxes and Expenses

Provide certainty to
households, businesses and
investors by keeping taxes and
core Crown expenses around
current levels.

Gross Debt

Finance costs are kept low.
Flexibility in how we meet future
fiscal pressures is preserved by
maintaining low debt.

What must that mean for
the surplus?

Surplus

The operating surplus must be
sufficient to meet NZS Fund
contributions and fund some
capital spending.

What must that mean
for the surplus?

What must that mean for the
cash position?

Cash Position

The difference between revenue
and expenditure (capital and
operating) will be such that
borrowing is in line with GDP
growth over the long term.

Financial Statements of the Government of New Zealand — three months ended 30 September 2008
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Fiscal Strategy Perspective on the financial results to September

The following table shows how the fiscal strategy is represented in the financial results.

Table 3 — Fiscal strategy perspective

Amounts in $ millions

Fiscal Strategy

Taxes...
... combined with other revenue ...

... fund core crown expenses ...

... and with the results of entities outside
the budget process ...

... results in a net operating balance
(surplus or deficit)...

...part of which is due to gains or losses set
aside for fiscal purposes...

... and so we have developed an operating
indicator excluding these items.

Some of this is income retained that is not
available for fiscal purposes

and some is income and expenses not
impacting cash

The operating cash flow that results, needs
to provide sufficient funds for

- building up assets in NZ Superannuation

- meeting the capital expenditure budget,
and

- making advances (e.g. to students and
DHBs)

with a residual impact on debt that allows
it to remain at prudent levels

Fiscal Indicators/Financial Statements

Taxation as a percentage of GDP*
Taxation

Core Crown other revenue, gains and
losses

Core Crown expenses

Net surpluses/(deficits) of SOEs and
Crown entities

Operating balance

Other (gains)/losses

OBEGAL

Net return on NZS Fund (excl. gains and
losses)

Net retained surpluses of SOEs and
Crown entities

Non-cash items and working capital
movements

Core Crown Cash flow from
Operations

Contribution to NZS Fund
Purchase of physical assets
Advances and Capital injections

Residual Cash

... and as a percentage of GDP

Year to date Full Year
September September PREFU
2008 2008 Variance Variance June 2009
Actual Forecast Sm % Forecast
31.6% 30.4% 30.1%
14,131 13,602 529 3.9 55,538
656 1,885 (1,229) (65.2) 7,060
(15,066) (15,333) 267 (1.7) (62,359)
(478) 789 (1,267) (160.6) 1,670
(757) 943 (1,700) (180.3) 1,909
1,648 (519) 2,167 (417.5) (1,973)
891 424 467 110.1 (64)
(87) 23 (110) (478.3) 33
(398) (679) 281 (41.4) (1,088)
(1,603) (1,325) (278) 21.0 1,905
(1,197) (1,557) 360 (23.1) 786
(604) (604) - - (2,242)
(361) (387) 26 (6.7) (1,700)
(1,052) (1,761) 709 (40.3) (2,753)
(3,214) (4,309) 1,095 (25.4) (5,909)
-1.8% -2.4% -3.2%

1

2008 (Source: Statistics New Zealand) extrapolated for three months.

GDP for the three months ended 30 September (actual and forecast)

is the actual data for the year ended 30 June
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Figure 2 — Application of core Crown cash flows (Sbillions)

This diagram shows how the OBEGAL translates into cash available to the core Crown and how this cash was spent.

OBEGAL

0.9

SOE/CE
NZSF
retained

surpluses

Non-cash
items
working
capital
movements

0.5

1.6

Core
Crown
cash

(1.2)

|
/ AN\

Core
Crown
cash
distributed

0.6

&

1.0

(3.2)

Contribution to
NZS Fund

Purchase of
physical assets (eg
schools)

Advances and
capital injections
(eg student loans,
DHBs)

Residual cash
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YEAR-ON-YEAR PERSPECTIVE

Table 4 — Comparison with previous year

September September
2008 2007
Actual Actual Change' Change
Sm $m $m %
Statement of Financial Performance
Core Crown revenue
Taxation revenue 14,196 13,703 493 3.6
Other revenue 1,360 1,179 181 15.4
Total Core Crown Revenue 15,556 14,882 674 4.5
Core Crown expenses
Social security and welfare 4,730 4,474 256 57
GSF pension expenses 164 157 7 4.5
Health 2,991 2,769 222 8.0
Education 2,626 2,427 199 8.2
Core government services 782 680 102 15.0
Law and order 744 699 45 6.4
Defence 425 348 77 22.1
Transport and communications 782 624 158 25.3
Economic and industrial services 784 614 170 27.7
Primary services 114 103 11 10.7
Heritage, culture and recreation 238 196 42 21.4
Housing and community development 83 75 8 10.7
Other 16 6 10 166.7
Finance costs 587 589 (2) (0.3)
Total Core Crown Expenses 15,066 13,761 1,305 9.5
Net surplus of SOE/CE's 401 401 - -
OBEGAL 891 1,522 (631) (41.5)
Total gains/(losses) (1,691) 614 (2,305) (375.4)
Other operating items 43 7 36 -
Operating Balance (757) 2,143 (2,900) (135.3)
Core Crown residual cash (3,214) (347) (2,867) -
Debt indicators
Gross sovereign-issued debt (excluding settlement 31,931 31,288 643 2.1
cash)
Net Core Crown debt 2,592 4,186 (1,594) (38.1)

' Due to the seasonal nature of some expenditure it is not appropriate to annualise these changes.

Revenue and Expenses

Total taxation revenue for the three months ended 30 September 2008 has increased by $0.5 billion (3.6%) on the
same period last year. The increase was primarily in GST, PAYE and other individuals tax. The increase in GST revenue
was primarily due to timing effects in the accrual of GST revenue in June/July 2007, which artificially lowered GST
revenue in the September 2007 quarter, thereby increasing the growth rate for the September 2008 quarter. The
increase in PAYE was driven by high wage growth and the increase in other individuals tax was driven by growth of
unincorporated profits (particularly in the agriculture sector).
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Partly offsetting this increase was a decline in corporate tax. The decline in corporate tax reflects the cut in the
corporate tax rate from 33% to 30% and generally lower profits in the current tax year compared to last year.

Total core Crown expenses were $1.3 billion (9.5%) higher than the comparable period from the previous financial
year. The significant movements within core Crown functional expenses were as follows:

Functional expense Movement Main drivers of the change
from Previous
year
Social security and welfare +$0.3 billion ¢ Indexation of welfare benefits
Health +$0.2 billion e Funding provided in the 2008 Budget to maintain and

improve existing service levels
Education +$0.2 billion e Higher demand-driven expenses from roll growth

e Funding provided in the 2008 Budget

Transport and communications  + $0.2 billion e Impairment of the investment in KiwiRail Holdings Limited
Economic and industrial +$0.2 billion e Primarily due to the introduction of the KiwiSaver
services initiative

Other +$0.2 billion e Mainly due to policy initiatives from the 2008 Budget
Total +$1.3 billion

Total Gains and losses were in a net loss position of $1.7 billion for the period ended 30 September 2008, compared
to a net gain position of $0.6 billion for the same period the previous year. The $2.3 billion difference is due to:

e |lower than expected investment returns experienced in the 2008/09 financial year primarily resulting from the
current downturn in financial markets; and

e anincrease in the ACC unfunded liability since September 2007 due to increases in expected claim costs driven by
economic assumptions (e.g. discount and inflation rates).

The Core Crown residual cash deficit increased by $2.9 billion compared to the same period last year. This is primarily
due to:

e the purchase of KiwiRail Holdings Limited
e theincrease in core Crown expenses (as noted above); and

e adecrease in tax receipts

Net Core Crown debt has reduced by $1.6 billion as a result of an increase in financial assets, primarily due to the
strong outturn reported as at 30 June 2008.
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STATEMENT OF ACCOUNTING POLICIES

1 Reporting Entity

These financial statements are the consolidated financial statements for the Government reporting entity as specified
in Part Il of the Public Finance Act 1989. This comprises:

e Ministers of the Crown e Departments

e Reserve Bank of New Zealand e State Owned Enterprises (SOEs)

e Government Superannuation Fund e Air New Zealand Limited

e Crown entities e New Zealand Superannuation Fund

A schedule of the entities that are included in the Government reporting entity was set out on pages 85 and 86 of the
Pre-election Economic and Fiscal Update 2008 released on 6 October 2008.

All actual, forecast and comparative figures presented in these financial statements are unaudited.

2 General Accounting Policies

These financial statements comply with generally accepted accounting practice and with New Zealand equivalents to
International Financial Reporting Standards (NZ IFRS) as applicable for public benefit entities. The measurement base
applied is historical cost adjusted for revaluations of property, plant and equipment (where appropriate), commercial
forests; and marketable securities, deposits and equity investments held for trading purposes. The accrual basis of
accounting has been used unless otherwise stated.

These financial statements have been prepared on a going concern basis. All other policies have been applied
consistently throughout the period.

3 Specific Accounting Policies

The specific accounting policies of the Crown are detailed on the Treasury’s internet site:

http://www.treasury.govt.nz/publications/guidance/finmgmt-reporting/nzifrs/policies-guidance

4 Forecast Results and Assumptions

The forecast results in these financial statements have been derived from the forecasts released in the Pre-election
Economic and Fiscal Update (PREFU), on 6 October 2008.

The assumptions underlying the preparation of forecasts are set out in the Statement of Accounting Policies and
Forecast Assumptions reproduced in full on the Treasury’s internet site:

http://www.treasury.govt.nz/budget/forecasts/prefu2008
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STATEMENT OF ACCOUNTING POLICIES (CONTINUED)

5 Comparative Figures

When presentation or classification of items in the financial statements is amended or accounting policies are
changed voluntarily, comparative figures have been restated to ensure consistency with the current period unless it is
impracticable to do so.

Percentage variances between the actual and prior year balances exceeding 500% are not shown where the dollar
variance is immaterial.
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STATEMENT OF FINANCIAL PERFORMANCE

Prior Year 3 Months
to30June to 30 Sep
2008 2007
Actual Actual
Sm Sm
Revenue
56,372 13,553 Taxation revenue
3,879 1,013 Other sovereign revenue
Total Revenue Levied through the Crown's
60,251 14,566 Sovereign Power
15,399 3,369 Sales of goods and services
3,214 792 Interest revenue and dividends
2,615 587 Other revenue
Total revenue earned through the Crown's
21,228 4,748 operations
81,479 19,314 Total revenue (excluding gains)
Expenses
Social assistance and official development
18,374 4,549 .
assistance
16,478 3,950 Personnel expenses
3,670 874 Depreciation and amortisation
30,656 6,820 Other operating expenses
3,101 742 Interest expenses
3,563 857 Insurance expenses
- - Forecast new operating spending
- - Top-down expense adjustment
75,842 17,792 Total expenses (excluding losses)
5,637 1,522 Operating balance before gains/(losses)
(617) 604 Net gains/(losses) on financial instruments
Net gains/(losses) on non-financial
(2,925) 10 .
instruments
(3,542) 614 Total gains/(losses)
334 ; Net surplus/(deficit) from associates and joint
ventures
2,429 2,143 Operating balance from continuing activities
22 - Gain/(loss) from discontinued operations
2,451 2,143 F)peratlng balance (including minority
interest)
(67) - Attributable to minority interest in Air NZ
2,384 2,143 Operating Balance

Current Year Actual vs Forecast Annual
Forecast
Note Actual Forecast Variance

Sm $m sm % $m

1 14,131 13,602 529 3.9 55,538
1 980 986 (6) (0.6) 3,993
15,111 14,588 523 3.6 59,531

4,245 3,953 292 7.4 16,084

2 891 986 (95) (9.6) 3,828
886 644 242 37.6 2,247

6,022 5,583 439 7.9 22,159

21,133 20,171 962 4.8 81,690

3 4,992 4,912 (80) (1.6) 20,151
4 4,306 4,271 (35) (0.8) 17,800
5 1,197 973 (224) (23.0) 3,973
5 7,915 7,910 (5) (0.1) 33,721
6 1,010 906 (104) (11.5) 3,311
7 822 775 (47) (6.1) 4,076
5 - - - - 172
5 - - - - (1,450)
20,242 19,747 (495) (2.5) 81,754
891 424 467 110.1 (64)

8 (1,264) 392 (1,656) (422.4) 1,462
9 (427) 52 (479) - 178
(1,691) 444 (2,135) (480.9) 1,640

43 75 (32) (42.7) 334

(757) 943 (1,700) (180.3) 1,910
- - - - (1)

(757) 943 (1,700) (180.3) 1,909

10 (757) 943 (1,700) (180.3) 1,909

The accompanying Notes and Accounting Policies are an integral part of these Statements.
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ANALYSIS OF EXPENSES BY FUNCTIONAL CLASSIFICATION

Prior Year 3 Months Annual
to30June to 30 Sep Current Year Actual vs Forecast Forecast
2008 2007
Actual Actual Actual Forecast Variance
Sm Sm Sm Sm Sm % Sm

Total Crown expenses

21,509 5,513 Social security and welfare 5,569 5,447 (122) (2.2) 23,382
690 157 GSF pension expenses 164 163 (1) (0.6) 654
10,809 2,791 Health 2,899 2,918 19 0.7 11,884
10,397 2,607 Education 2,855 2,838 (17) (0.6) 11,643
3,274 450 Core government services 780 923 143 15.5 3,576
3,082 761 Law and order 781 810 29 3.6 3,370
1,525 339 Defence 412 383 (29) (7.6) 1,716
7,424 1,831 Transport and communications 2,179 2,078 (101) (4.9) 9,487
9,038 1,541 Economic and industrial services 2,415 2,063 (352) (17.1) 8,641
1,459 328 Primary services 337 348 11 3.2 1,450
2,337 495 Heritage, culture and recreation 568 589 21 3.6 2,808
938 231 Housing and community development 262 253 (9) (3.6) 1,053
259 6 Other 11 28 17 60.7 57
3,101 742 Finance costs 1,010 906 (104) (11.5) 3,311
- - Forecast new operating spending - - - - 172

- - Top-down expense adjustment - - - - (1,450)
75,842 17,792 Total Crown expenses excluding losses 20,242 19,747 (495) (2.5) 81,754

Below is an analysis of core Crown expenses by functional classification. Core Crown expenses include expenses incurred by the
Crown, Departments and the Reserve Bank, but not Crown entities and SOEs.

Prior Year 3 Months Annual
to30June to30Sep Current Year Actual vs Forecast Forecast
2008 2007
Actual Actual Actual Forecast Variance
Sm Sm Sm Sm Sm % Sm
Core Crown
Core Crown expenses
17,877 4,474 Social security and welfare 4,730 4,636 (94) (2.0) 19,156
690 157 GSF pension expenses 164 163 (1) (0.6) 654
11,297 2,769 Health 2,991 3,093 102 3.3 12,377
9,551 2,427 Education 2,626 2,613 (13) (0.5) 10,739
3,371 680 Core government services 782 942 160 17.0 3,649
2,894 699 Law and order 744 771 27 3.5 3,139
1,562 348 Defence 425 394 (31) (7.9) 1,756
2,244 624 Transport and communications 782 745 (37) (5.0) 3,566
2,889 614 Economic and industrial services 784 782 (2) (0.3) 3,549
541 103 Primary services 114 111 (3) (2.7) 545
1,107 196 Heritage, culture and recreation 238 254 16 6.3 1,446
260 75 Housing and community development 83 83 - - 347
254 6 Other 16 21 5 23.8 57
2,460 589 Finance costs 587 725 138 19.0 2,657
- - Forecast new operating spending - - - - 172
- - Top-down expense adjustment - - - - (1,450)
56,997 13,761 Total core Crown expenses excluding losses 15,066 15,333 267 1.7 62,359

The accompanying Notes and Accounting Policies are an integral part of these Statements.
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STATEMENT OF CASH FLOWS

Prior Year 3 Months
to30June to 30 Sep
2008 2007
Actual Actual
Sm Sm
55,168 12,787
3,460 1,061
14,635 3,191
3,111 689
2,211 752
78,585 18,480
18,026 4,146
45,972 11,474
2,820 734
66,818 16,354
11,767 2,126
(4,922) (1,219)
(6,080) (1,699)
(320) (50)
(2,646) 478
(363) (141)
(14,331) (2,631)
(2,564) (505)
86 54
1,674 893
1,099 312
(697) 293
2,162 1,552
(402) 1,047
4,162 4,208
44 78
3,804 5,333
1

Cash Flows From Operations
Cash was provided from
Taxation receipts

Other sovereign receipts
Sales of goods and services
Interest and dividends

Other operating receipts

Total cash provided from operations

Cash was disbursed to

Social assistance and official development
assistance

Personnel and operating payments
Interest payments

Forecast new operating spending
Top-down expense adjustment

Total cash disbursed to operations

Net cash flows from operations

Cash Flows From Investing Activities

Cash was provided from/(disbursed to)
Net purchase of physical assets

Net purchase of shares and other securities
Net purchase of intangible assets

Net issue/(repayment) of advances

Net acquisition of investments in associates
Capital contingency provision

Top-down capital adjustment

Net cash flows from investing activities

Net cash flows from
operating and investing activities

Cash Flows From Financing Activities
Cash was provided from/(disbursed to)
Issues of circulating currency

Net issue/(repayment) of Government stock’
Net issue/(repayment) of foreign currency
borrowing

Net issue/(repayment) of other New Zealand dollar

borrowing

Net cash flows from financing activities

Net movement in cash
Opening Cash Balance

Foreign-exchange gains/(losses) on opening cash

Closing Cash Balance

Current Year Actual vs Forecast Annual
Forecast
Actual Forecast Variance
$m $m Sm % $m
12,653 12,512 141 1.1 54,159
1,016 1,071 (55) (5.1) 3,737
5,046 4,250 796 18.7 16,599
887 891 (4) (0.4) 3,292
636 655 (19) (2.9) 2,727
20,238 19,379 859 4.4 80,514
5,308 5,254 (54) (1.0) 19,675
14,287 13,291 (996) (7.5) 54,076
829 504 (325) (64.5) 2,970
- - - - 172
- - - (1,450)
20,424 19,049 (1,375) (7.2) 75,443
(186) 330 (516) (156.4) 5,071
(918) (1,677) 759 45.3 (6,909)
2,839 3,734 (895) (24.0) 499
(107) (42) (65) (154.8) (444)
603 (370) 973 263.0 359
(7) (26) 19 73.1 (1,024)
- - - - (184)
- - - - 485
2,410 1,619 791 48.9 (7,218)
2,224 1,949 275 14.1 (2,147)
95 (33) 128 387.9 172
(1,889) (1,659) (230) (13.9) 1,748
(1,364) (251) (1,113) (443.4) (336)
2,525 266 2,259 - 637
(633) (1,677) 1,044 62.3 2,221
1,591 272 1,319 484.9 74
3,804 3,804 - - 3,804
22 3 19 - (10)
5,417 4,079 1,338 32.8 3,868

The accompanying Notes and Accounting Policies are an integral part of these Statements.

Net issues of Government stock include movements within government stock holdings of entities such as NZS Fund,
ACC and EQC. The Reconciliation of Core Crown Operating Cash Flows to Residual Core Crown Cash (note 18)
outlines proceeds and repayments of domestic bonds.

18 Financial Statements of the Government of New Zealand — three months ended 30 September 2008



STATEMENT OF CASH FLOWS (CONTINUED)

Prior Year 3 Months

to 30 June to 30 Sep Current Year Actual vs Forecast Annual

2008 2007 Forecast
Actual Actual Actual Forecast Variance

Sm Sm Sm Sm Sm % Sm

Reconciliation Between the Net Cash Flows from
Operations and the Operating Balance

11,767 2,126 Net Cash Flows from Operations (186) 330 (516) (156.4) 5,071

Items included in the operating balance
but not in net cash flows from operations.

Gains/(losses)

(617) 604 Gains/(losses) on other financial instruments (1,264) 392 (1,656) (422.4) 1,462
(2,925) 10 Gains/(losses) on other non-financial instruments (427) 52 (479) - 178
(3,542) 614 Total gains/(losses) (1,691) 444 (2,135) (480.9) 1,640

Other Non-cash Items in Operating Balance

(3,670) (874) Depreciation and amortisation (1,197) (973) (224) (23.0) (3,973)
(559) (117) Write-down on initial recognition of loans (123) (134) 11 8.5 (611)
213 2 Impairment on financial assets (excl receivables) 1 - 1 - 3

Decrease/(increase) in defined benefit retirement
2 22 o 35 155 (120) (77.4) (75)

plan liabilities

(1,358) 249 Decrease/(increase) in insurance liabilities 318 443 (125) (28.2) (1,498)
334 7 Other 43 75 (32) (42.6) 334
(5,038) (711) Total other non-cash Items (923) (434) (489) (112.6) (5,820)

Movements in Working Capital

2,100 801 Increase/(decrease) in receivables (310) 684 (994) (145.4) 321
(179) 95 Increase/(decrease) in accrued interest (177) (306) 129 42.3 196
138 32 Increase/(decrease) in inventories 42 8 34 426.8 46
77 44 Increase/(decrease) in prepayments (45) 92 (137) (148.5) 9
(326) 12 Decrease/(increase) in deferred revenue (43) (284) 241 84.7 87
(2,613) (870) Decrease/(increase) in payables 2,575 409 2,166 - 359
(803) 114 Total movements in working capital 2,042 603 1,439 238.7 1,018
2,384 2,143 Operating Balance (757) 943 (1,700) (180.3) 1,909

The accompanying Notes and Accounting Policies are an integral part of these Statements.
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STATEMENT OF RECOGNISED

Prior Year 3 Months
to 30 June to 30 Sep
2008 2007
Actual Actual
Sm Sm
6,214 (16)

9 181

22 15
(60) (23)

17 4

11 4

- 20

6,213 185
2,451 2,143
8,664 2,328

83 -

8,581 2,328
8,664 2,328

Revaluation of physical assets

Effective portion of changes in value of cash flow
hedges

Net change in fair value of cash flow hedges
transferred to operating balance

Net change in fair value of cash flow hedges
transferred to the hedged item

Foreign currency translation differences for foreign
operations

Valuation gain/(losses) on investments available for
sale taken to reserves

Other movements
Total income/(expense) recognised directly in Net
Worth

Operating Balance (including minority interest)

Total recognised income and expense

Attributable to:
- minority interest in Air NZ
- the Crown

Total recognised income and expense

INCOME

AND EXPENSE

Current Year Actual vs Forecast Annual
Forecast
Actual Forecast Variance
$m $m sm % Sm
56 (12) 68 - 292
330 (6) 336 - 19
(1) - (1) - )
(2) - (2) - 34
19 - 19 - (1)
17 (1) 18 - 1
- - - - 1
419 (19) 438 - 346
(757) 943 (1,700) (180.3) 1,909
(338) 924 (1,262) (136.6) 2,255
(338) 924 (1,262) (136.6) 2,255
(338) 924 (1,262) (136.6) 2,255

The accompanying Notes and Accounting Policies are an integral part of these Statements.
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STATEMENT OF FINANCIAL POSITION

As at As at
30 June 30 Sep Current Year Actual vs Forecast Annual
2008 2007 Forecast
Actual Actual Note Actual Forecast Variance
$m $m Sm $m sm % $m
Assets
3,804 5,333 Cash and cash equivalents 11 5,417 4,079 1,338 32.8 3,868
14,158 12,830 Receivables 11 13,848 14,843 (995) (6.7) 14,479
Marketable securities, deposits and
41,189 34,633 o ) 11 40,127 38,319 1,808 4.7 37,672
derivatives in gain
12,964 13,801 Share investments 11 12,583 13,645 (1,062) (7.8) 14,293
12,948 12,320 Advances 11 13,656 13,133 523 4.0 17,134
964 855 Inventory 1,006 973 33 34 1,010
1,663 1,334 Other assets 1,396 1,560 (164) (10.5) 1,441
103,329 95,871 Property, plant & equipment 12 104,057 104,469 (412) (0.4) 107,895
8,065 6,920 Equity accounted investments® 8,069 8,140 (71) (0.9) 8,820
1,751 1,628 Intangible assets and goodwill 1,792 2,107 (315) (15.0) 2,308
- - Forecast for new capital spending - - - - 184
- - Top-down capital adjustment - - - - (485)
200,835 185,525 Total assets 201,951 201,268 683 0.3 208,619
Liabilities
3,530 3,497 Issued currency 3,625 3,500 (125) (3.6) 3,702
10,895 8,769 Payables 14 9,391 11,371 1,980 17.4 11,936
1,292 966 Deferred revenue 1,335 1,576 241 15.3 1,205
46,110 44,453 Borrowings 48,881 45,817 (3,064) (6.7) 48,618
20,484 17,170 Insurance liabilities 15 20,585 20,041 (544) (2.7) 21,982
8,257 7,138 Retirement plan liabilities 8,222 8,102 (120) (1.5) 8,332
4,753 4,498 Provisions 16 4,735 4,423 (312) (7.1) 5,075
95,321 86,491 Total liabilities 96,774 94,830 (1,944) (2.0) 100,850
105,514 99,034 Total assets less total liabilities 105,177 106,438 (1,261) (1.2) 107,769
Net Worth
46,700 46,333 Taxpayer funds 17 45,953 47,656 (1,703) (3.6) 48,675
58,566 52,356 Revaluation reserve 17 58,615 58,542 73 0.1 58,793
(134) 49 Other reserves 17 227 (142) 369 259.9 (81)
105,132 98,738 Total net worth attributable to the Crown 104,795 106,056 (1,261) (1.2) 107,387
Net worth attributable to minority interest in
382 296 . 382 382 - - 382
Air NZ
105,514 99,034 Total net worth 105,177 106,438 (1,261) (1.2) 107,769
1Tertiary education institutions constitute most equity accounted investments.
The accompanying Notes and Accounting Policies are an integral part of these Statements.
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STATEMENT OF BORROWINGS

As at As at

30 June 30 Sep Current Year Actual vs Forecast Annual
2008 2007 Forecast

Actual Actual Actual Forecast Variance
$m $m $m $m sm % $m

Borrowings

18,516 16,730 Government stock’ 16,687 16,213 (474) (2.9) 19,244
1,484 2,244 Treasury bills 1,294 1,383 89 6.4 1,116
423 371 Government retail stock 490 422 (68) (16.1) 416
7,750 8,146 Settlement deposits with Reserve Bank 9,515 7,465 (2,050) (27.5) 7,750
1,591 1,191 Derivatives in loss’ 2,208 1,511 (697) (46.1) 746
955 978 Finance lease liabilities 1,046 680 (366) (53.8) 1,124
15,391 14,793 Other borrowings 17,641 18,143 502 2.8 18,222
46,110 44,453 Total borrowings® 48,881 45,817 (3,064) (6.7) 48,618
33,192 33,277 Sovereign-guaranteed debt” 34,623 32,696 (1,927) (5.9) 33,378
12,918 11,176 Non sovereign-guaranteed debt 14,258 13,121 (1,137) (8.7) 15,240
46,110 44,453 Total borrowings3 48,881 45,817 (3,064) (6.7) 48,618

Gross and net debt analysis:

37,336 37,606 Core Crown borrowings 40,160 36,210 (3,950) (10.9) 37,793
409 667 Add back NZS Fund holdings of sovereign-issued (75) S84 659 112.8
debt and NZS Fund borrowings ) 649
37,745 38,273 Gross sovereign-issued debt’ 40,085 36,794 (3,291) (8.9) 38,442
50,698 47,374 Less core Crown financial assets® 50,292 46,933 3,359 7.2 48,872
(12,953) (9,101) Net core Crown debt (incl NZS Fund)’ (10,207) (10,139) 68 0.7 (10,430)
12,934 13,287 Add back NZS Fund holdings of core Crown financial 12,799 14,091 (1,292) (9.2) 15,637
assets and NZS Fund financial assets
(19) 4,186 Net core Crown debt (excl NZS Fund)® 2,592 3,952 1,360 34.4 5,207

Gross sovereign-issued debt excluding settlement
cash:
37,745 38,273 Gross sovereign-issued debt® 40,085 36,794 (3,291) (8.9) 38,442

Less Reserve Bank settlement cash (incl. Kiwibank)

(7,955) (8,585) (9,754) (7,510) 2,244 29.9 (7,955)
Add back changes to DMO borrowing due to
1,600 1,600 settlement cash’ 1,600 1,600 - - 1,600
31,390 31,288 Grohss sovereign-issued debt excluding settlement 31,931 30,884 (1,047) (3.4) 32,087
casl

Notes on Borrowings

1. Government stock includes $395 million of infrastructure bonds.

2. Derivatives are included in either borrowings or marketable securities, deposits and equity investments depending on their balance date value. This treatment
leads to fluctuations in individual items within the Statement of Borrowings, primarily due to exchange rate movements.

3. Total Borrowings (Gross Debt) is the total borrowings (both sovereign-guaranteed and non sovereign-guaranteed) of the total Crown. This equates to the amount
in the total Crown balance sheet and represents the complete picture of whole-of-Crown debt obligations to external parties.

4. Total Borrowings (Gross Debt) can be split into sovereign-guaranteed and non sovereign-guaranteed debt. This split reflects the fact that borrowings by SOEs and
Crown entities is not explicitly guaranteed by the Crown. No debt of SOEs and Crown entities is currently guaranteed by the Crown.

5. Gross sovereign-issued debt is debt issued by the sovereign (i.e. core Crown) and includes Government stock held by the NZS Fund, ACC or EQC for example. In
other words, the total sovereign-issued debt does not eliminate any internal cross-holdings held by these entities. The Government's debt objective uses this
measure of debt.

6. Core Crown financial assets exclude receivables.

7. Net core Crown debt is the Government sovereign-issued debt less financial assets. This can provide information about the sustainability of the Government's
accounts, and is used by some international agencies when determining the creditworthiness of a country. However, as some financial assets are not easily
converted into cash, and some are restricted, it is important to view net debt alongside gross sovereign-issued debt.

8. Adding back the NZ Superannuation Fund Assets provides the financial liabilities less financial assets of the Core Crown, excluding those assets set aside to meet
part of the future cost of New Zealand superannuation.

9. The Reserve Bank has used $1.6 billion of settlement cash to purchase reserves that were to have been funded by DMO borrowing. Therefore the impact of

settlement cash on GSID is adjusted by this amount.

The accompanying Notes and Accounting Policies are an integral part of these Statements.
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STATEMENT OF COMMITMENTS

As at As at As at
30 Sep 30 June 30 Sep
2008 2008 2007
Sm Sm Sm
Capital Commitments
Specialist military equipment 672 873 576
Land and buildings 1,266 1,121 824
Other property, plant and equipment 4,420 4,303 2,693
Other capital commitments 265 304 242
Tertiary Education Institutions 209 209 90
Total capital commitments 6,832 6,810 4,425
Operating Commitments
Non-cancellable accommodation leases 2,424 2,460 2,218
Other non-cancellable leases 2,335 2,390 2,263
Non-cancellable contracts for the supply of goods and services 2,196 2,157 1,598
Other operating commitments 8,138 7,995 7,215
Tertiary Education Institutions 315 315 303
Total operating commitments 15,408 15,317 13,597
Total commitments 22,240 22,127 18,022
Total Commitments by Segment
Core Crown 17,467 19,627 15,597
Crown entities 15,752 15,830 9,415
State-owned Enterprises 4,787 4,724 3,615
Inter-segment eliminations (15,766) (18,054) (10,605)
Total commitments 22,240 22,127 18,022
STATEMENT OF CONTINGENT LIABILITIES AND ASSETS
As at As at As at
30 Sep 30 June 30 Sep
2008 2008 2007
Sm Sm Sm
Quantifiable Contingent Liabilities
Guarantees and indemnities 343 286 151
Uncalled capital 2,388 2,205 2,138
Legal proceedings and disputes 429 383 1,090
Other contingent liabilities 1,959 1,995 1,895
Total quantifiable contingent liabilities 5,119 4,869 5,274
Total Quantifiable Contingent Liabilities by Segment
Core Crown 5,017 4,685 5,151
Crown entities 35 86 11
State-owned Enterprises 67 98 112
Inter-segment eliminations - - -
Total quantifiable contingent liabilities 5,119 4,869 5,274
Quantifiable Contingent Assets
Core Crown 389 389 90
Crown entities - - -
389 389 90

Total quantifiable contingent assets

The accompanying Notes and Accounting Policies are an integral part of these Statements.
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NOTES TO THE FINANCIAL STATEMENTS

Prior Year 3 Months
to 30 June to 30 Sep
2008 2007
Actual Actual
Sm Sm
23,345 5,621
5,071 1,019
(1,470) (403)
522 146
27,468 6,383
8,787 2,173
(242) 71
1,506 429
71 31
10,122 2,704
2,699 587
69 19
3 -
2,771 606
40,361 9,693
20,631 4,815
(9,516) (2,087)
11,115 2,728
819 180
159 54
1,857 427
851 200
573 132
260 58
226 57
46 12
105 12
4,896 1,132
16,011 3,860
56,372 13,553
2,718 719
279 88
86 22
796 184
3,879 1,013
60,251 14,566

Annual
Current Year Actual vs Forecast Forecast
Actual Forecast Variance
Sm Sm Sm % Sm
NOTE 1: Revenue Collected Through the Crown's Sovereign Power
Taxation Revenue (accrual)
Individuals
PAYE 5,849 5,692 157 2.8 23,073
Other persons 1,270 1,093 177 16.2 4,972
Refunds (481) (441) (40) (9.1) (1,494)
Fringe benefit tax 123 117 6 5.1 514
Total individuals 6,761 6,461 300 4.6 27,065
Corporate Tax
Gross companies tax 1,893 1,836 57 3.1 7,651
Refunds (56) (47) (9) (19.1) (310)
Non-resident withholding tax 522 502 20 4.0 1,549
Foreign-source dividend w/holding payments (6) 10 (16) (160.0) 42
Total corporate tax 2,353 2,301 52 2.3 8,932
Other Income Tax
Resident w/holding tax on interest income 703 689 14 2.0 2,822
Resident w/holding tax on dividend income (6) (7) 1 14.3 60
Estate and gift duties - 1 (1) (100.0) 3
Total other income tax 697 683 14 2.0 2,885
Total income tax 9,811 9,445 366 3.9 38,882
Goods and Services Tax
Gross goods and services tax 5,678 5,505 173 3.1 21,460
Refunds (2,546) (2,527) (19) (0.8) (9,773)
Total goods and services tax 3,132 2,978 154 5.2 11,687
Other Taxation
Petroleum fuels excise 208 208 - - 880
Tobacco excise 41 41 - - 151
Customs duty 435 427 8 1.9 1,889
Road user charges 217 217 - - 877
Alcohol excise 149 149 - - 602
Gaming duties 50 49 1 2.0 252
Motor vehicle fees 54 54 - - 185
Energy resources levies 11 11 - - 43
Approved issuer levy and cheque duty 23 23 - - 90
Total other indirect taxation 1,188 1,179 9 0.8 4,969
Total indirect taxation 4,320 4,157 163 3.9 16,656
Total taxation revenue 14,131 13,602 529 3.9 55,538
Other Sovereign Revenue (accrual)
ACC levies 658 684 (26) (3.8) 2,742
Fire Service levies 88 95 (7) (7.4) 303
EQC levies 22 22 - - 87
Other miscellaneous items 212 185 27 14.6 861
Total other sovereign revenue 980 986 (6) (0.6) 3,993
Total sovereign revenue 15,111 14,588 523 3.6 59,531
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NOTES TO THE FINANCIAL STATEMENTS

Prior Year 3 Months Annual
to30June to 30 Sep Current Year Actual vs Forecast Forecast
2008 2007
Actual Actual Actual Forecast Variance
Sm Sm Sm Sm Sm % $m

NOTE 1 (continued): Receipts Collected Through the Crown's Sovereign Power

Income Tax Receipts (cash)

Individuals
22,830 5,508 PAYE 6,038 5,988 50 0.8 23,041
5,469 1,285 Other persons 1,207 1,153 54 4.7 5,447
(2,171) (730) Refunds (838) (805) (33) (4.1) (2,369)
489 119 Fringe benefit tax 119 125 (6) (4.8) 507
26,617 6,182 Total individuals 6,526 6,461 65 1.0 26,626

Corporate Tax

9,075 2,173 Gross companies tax 1,840 1,940 (100) (5.2) 7,954
(1,026) (227) Refunds (374) (357) (17) (4.8) (1,150)
1,638 446 Non-resident withholding tax 485 374 111 29.7 1,344

72 17 Foreign-source dividend w/holding payments (7) 3 (10) (333.3) 42
9,759 2,409 Total corporate tax 1,944 1,960 (16) (0.8) 8,190

Other Income Tax

2,616 587 Resident w/holding tax on interest income 665 673 (8) (1.2) 2,823
40 16 Resident w/holding tax on dividend income 12 14 (2) (14.3) 90

2 - Estate and gift duties - 1 (1) (100.0) 3
2,658 603 Total other income tax 677 688 (11) (1.6) 2,916
39,034 9,194 Total income tax 9,147 9,109 38 0.4 37,732

Goods and Services Tax

20,085 4,471 Gross goods and services tax 4,872 4,696 176 3.7 20,727
(8,859) (2,057) Refunds (2,492) (2,447) (45) (1.8) (9,260)
11,226 2,414 Total goods and services tax 2,380 2,249 131 58 11,467

Other Taxation

809 191 Petroleum fuels excise 201 206 (5) (2.4) 880
160 36 Tobacco excise 36 38 (2) (5.3) 151
1,946 472 Customs duty 413 408 5 1.2 1,889
851 201 Road user charges 217 217 - - 877
554 127 Alcohol excise 118 133 (15) (11.3) 602
238 60 Gaming duties 61 60 1 1.7 248
223 67 Motor vehicle fees 52 52 - - 185
42 13 Energy resources levies 8 11 (3) (27.3) 48

85 12 Approved issuer levy and cheque duty 20 29 (9) (31.0) 80
4,908 1,179 Total other indirect taxation 1,126 1,154 (28) (2.4) 4,960
16,134 3,593 Total indirect taxation 3,506 3,403 103 3.0 16,427
55,168 12,787 Total tax receipts collected 12,653 12,512 141 1.1 54,159

Other Sovereign Receipts (cash)

2,561 817 ACC levies 757 813 (56) (6.9) 2,752
281 88 Fire Service levies 89 95 (6) (6.3) 303
86 25 EQC levies 24 22 2 9.1 87
532 131 Other miscellaneous items 146 141 5 3.5 595
3,460 1,061 Total other sovereign receipts 1,016 1,071 (55) (5.1) 3,737
58,628 13,848 Total sovereign receipts 13,669 13,583 86 0.6 57,896
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NOTES TO THE FINANCIAL STATEMENTS

Prior Year 3 Months Annual
to30June to30Sep Current Year Actual vs Forecast Forecast
2008 2007
Actual Actual Actual Forecast Variance
$Sm $Sm Sm Sm Sm % Sm
NOTE 2: Interest Revenue and Dividends
By type
2,803 703 Interest revenue 809 908 (99) (10.9) 3,378
411 89 Dividends 82 78 4 5.1 450
3,214 792 Total interest revenue and dividends 891 986 (95) (9.6) 3,828
By source
2,344 629 Core Crown 531 792 (261) (33.0) 2,647
1,233 306 Crown entities 349 271 78 28.8 1,162
704 174 State-owned Enterprises 325 173 152 87.9 673
(1,067) (317) Inter-segment eliminations (314) (250) (64) (25.6) (654)
3,214 792 Total interest revenue and dividends 891 986 (95) (9.6) 3,828
NOTE 3: Social Assistance and Official Development Assistance
7,348 1,815 New Zealand superannuation 1,914 1,915 1 0.1 7,785
1,478 367 Domestic purposes benefit 384 378 (6) (1.6) 1,501
458 120 Unemployment benefit 118 103 (15) (14.6) 487
1,216 296 Invalids benefit 326 326 - - 1,273
1,897 536 Family tax credit 518 514 (4) (0.8) 2,153
891 221 Accommodation supplement 235 229 (6) (2.6) 951
582 151 Sickness benefit 150 145 (5) (3.4) 570
386 122 Student allowances 129 125 (4) (3.2) 411
278 69 Disability allowances 96 96 - - 389
1,102 - KiwiSaver 393 386 (7) (1.8) 1,440
2,376 756 Other social assistance benefits 602 583 (19) (3.3) 2,707
18,012 4,453 Total social assistance 4,865 4,800 (65) (1.4) 19,667
362 96 Official development assistance 127 112 (15) (13.4) 484
18,374 4,549 Tot.al social assistance and official development 4,992 4,912 (80) (1.6) 20,151
assistance
NOTE 4: Personnel Expenses
5,584 1,363 Core Crown 1,449 1,429 (20) (1.4) 5,865
8,741 2,046 Crown entities 2,260 2,248 (12) (0.5) 9,505
2,164 542 State-owned Enterprises 599 596 (3) (0.5) 2,438
(11) (1) Inter-segment eliminations (2) (2) - - (8)
16,478 3,950 Total personnel expenses 4,306 4,271 (35) (0.8) 17,800
NOTE 5: Operating Expenses
By type
3,670 874 Depreciation and amortisation® 1,197 973 (224) (23.0) 3,973
30,656 6,820 Other operating expenses 7,915 7,910 (5) (0.1) 33,721
- - Forecast new operating spending - - - - 172
- - Top-down expense adjustment - - - - (1,450)
34,326 7,694 Total operating expenses 9,112 8,883 (229) (2.6) 36,416
By source
30,432 7,233 Core Crown 7,994 8,222 228 2.8 33,518
15,754 3,526 Crown entities 4,021 4,015 (6) (0.1) 16,028
10,945 2,412 State-owned Enterprises 3,017 2,808 (209) (7.4) 11,426
(22,805) (5,477) Inter-segment eliminations (5,920) (6,162) (242) (3.9) (24,556)
34,326 7,694 Total operating expenses 9,112 8,883 (229) (2.6) 36,416

*Refer Note 19
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NOTES TO THE FINANCIAL STATEMENTS

Prior Year 3 Months
to30June to30Sep
2008 2007
Actual Actual
$m $m
3,015 736
86 6
3,101 742
2,460 589
248 73
870 207
(477) (127)
3,101 742
3,423 833
130 21
10 3
3,563 857
353 358
(743) 275
(37) 79
(190) (108)
(617) 604
(1,098) -
(1,709) -
(118) 10
(2,925) 10
(1,369) (8)
(1,725) 5
170 13
(1) -
(2,925) 10
3,891 1,471
(1,526) 787
723 248
(704) (363)
2,384 2,143

NOTE 6: Interest Expenses
By type

Interest on financial liabilities
Interest unwind on provisions
Total interest expenses

By source

Core Crown

Crown entities
State-owned Enterprises
Inter-segment eliminations

Total interest expenses

NOTE 7: Insurance Expenses

By entity

ACC

EQC

Other insurance expenses
Total insurance expenses

NOTE 8: Gains and Losses on Financial

By source

Core Crown

Crown entities
State-owned Enterprises
Inter-segment eliminations

Net gains/(losses) on financial instruments

NOTE 9: Gains and Losses on Non-Financial
Instruments

By type

Actuarial gains/(losses) on GSF liability

Actuarial gains/(losses) on ACC outstanding claims
Other

Net gains/(losses) on non-financial instruments

By source

Core Crown

Crown entities
State-owned Enterprises
Inter-segment eliminations

Net gains/(losses) on non-financial instruments

NOTE 10: Operating Balance

By source

Core Crown

Crown entities
State-owned Enterprises
Inter-segment eliminations

Total operating balance

Annual
Current Year Actual vs Forecast Forecast
Actual Forecast Variance
S$m Sm sm % $m
996 902 (94) (10.4) 3,219
14 4 (10) (250.0) 92
1,010 906 (104) (11.5) 3,311
586 726 140 19.3 2,650
62 64 2 3.1 254
416 253 (163) (64.4) 1,022
(54) (137) (83) (60.6) (615)
1,010 906 (104) (11.5) 3,311
791 761 (30) (3.9) 4,020
24 10 (14) (140.0) 39
7 4 (3) (75.0) 17
822 775 (47) (6.1) 4,076
(714) 400 (1,114) (278.5) 1,287
(268) 91 (359) (394.5) 412
(201) (34) (167) (491.2) 17
(81) (65) (16) (24.6) (254)
(1,264) 392 (1,656) (422.4) 1,462
(419) - (419) - -
(8) 52 (60) (115.4) 178
(427) 52 (479) - 178
(65) 1 (66) - 33
(420) 2 (422) - (13)
58 49 9 18.4 158
(427) 52 (479) - 178
(279) 154 (433) (281.2) 239
(232) 647 (879) (135.9) 970
118 235 (117) (49.8) 938
(364) (93) (271) (291.4) (238)
(757) 943 (1,700) (180.3) 1,909
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NOTES TO THE FINANCIAL STATEMENTS

As at As at
30 June 30 Sep
2008 2007
Sm Sm
3,804 5,333
7,398 7,301
6,760 5,529
6,741 6,098
5,581 4,487
2,787 1,492
188 188
626 1,735
12,964 13,801
1,563 2,181
36,651 30,772
85,063 78,917
23,228 24,207
13,791 13,287
19,080 15,551
(563) (852)
55,536 52,193
11,977 11,096
1,872 2,015
4,304 4,300
18,153 17,411
11,374 9,313
85,063 78,917
17,609 16,718
22,257 20,684
1,887 1,931
11,202 10,463
2,071 2,511
20,947 19,545
11,621 10,568
3,345 3,080
4,412 3,246
7,978 7,125
103,329 95,871

NOTE 11: Financial Assets

Cash and cash equivalents
Tax receivables

Trade and other receivables
Student loans

Kiwibank mortgages
Long-term deposits
Reserve position at the IMF
Other loans

Share investments
Derivatives in gain

Other marketable securities

Total financial assets

Financial assets by portfolio

Reserve Bank and DMO managed funds
NZ Superannuation Fund

Other core Crown

Intra-segment eliminations

Total core Crown
ACC portfolio

EQC portfolio
Other Crown entities

Total Crown entities

Total State Owned Enterprises

Total financial assets by portfolio

NOTE 12: Property, Plant and Equipment

By Class of asset

Net Carrying Value

Land (valuation)

Buildings (valuation)

Electricity distribution network (cost)
Electricity generation assets (valuation)
Aircraft (excling military) (valuation)
State highways (valuation)

Rail network (valuation)

Specialist military equipment (valuation)
Other plant and equipment (cost)

Specified cultural and heritage assets (valuation)

Total net carrying value

Current Year Actual vs Forecast Annual
Forecast
Actual Forecast Variance
Sm Sm Sm % Sm
5,417 4,079 1,338 32.8 3,868
7,871 8,336 (465) (5.6) 7,637
5,977 6,507 (530) (8.1) 6,842
6,839 6,887 (48) (0.7) 7,173
6,060 5,329 731 13.7 8,500
2,435 2,848 (413) (14.5) 1,670
202 186 16 8.6 174
757 917 (160) (17.4) 1,461
12,583 13,645 (1,062) (7.8) 14,293
1,693 1,597 96 6.0 858
35,797 33,688 2,109 6.3 34,970
85,631 84,019 1,612 1.9 87,446
22,973 18,605 4,368 23.5 15,127
13,382 14,397 (1,015) (7.1) 16,563
19,576 20,534 (958) (4.7) 23,194
(261) (310) 49 15.8 (660)
55,670 53,226 2,444 4.6 54,224
11,173 11,540 (367) (3.2) 12,599
1,793 1,917 (124) (6.5) 2,019
4,432 5,427 (995) (18.3) 4,645
17,398 18,884 (1,486) (7.9) 19,263
12,563 11,909 654 5.5 13,959
85,631 84,019 1,612 1.9 87,446
17,567 17,509 58 0.3 18,122
22,484 22,121 363 1.6 22,977
1,870 2,025 (155) (7.7) 2,255
11,300 11,366 (66) (0.6) 11,890
1,984 2,159 (175) (8.1) 2,051
21,038 21,160 (122) (0.6) 21,628
12,135 12,131 4 - 11,979
3,338 3,387 (49) (1.4) 3,421
4,386 4,765 (379) (8.0) 5,578
7,955 7,846 109 1.4 7,994
104,057 104,469 (412) (0.4) 107,895
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NOTES TO THE FINANCIAL STATEMENTS

As at As at
30 June 30 Sep
2008 2007
$m $m

385 103
237 109
34 (51)
(995) 41
(881) 86
12,973 12,973
2,104 485
(881) 86
16 2
14,212 13,546
13,791 13,287
421 259
14,212 13,546
61,819 14,882
385 103
237 109
61,671 14,888
5,637 1,522
385 103

97 44

237 109
5,586 1,572

NOTE 13: NZ Superannuation Fund

Revenue
Less current tax expense

Less other expenses®
Add gains/(losses)

Operating balance

Opening net worth

Gross contribution from the Crown
Operating balance

Other movements in reserves

Closing net worth

comprising:
Financial assets
Net other assets

Closing net worth

Core Crown revenue (excl NZS Fund)
Core Crown revenue

Less NZS Fund revenue

Add back NZS Fund intra-segment revenue

Core Crown revenue (excl NZS Fund)

OBEGAL excluding NZS Fund
Total Crown OBEGAL

Less NZS Fund revenue

Less NZS Fund expenses

Add back NZS Fund tax
OBEGAL excluding NZS Fund

! NZS Fund other expenses include deferred tax expense/(credits)

Current Year Actual vs Forecast Annual
Forecast
Actual Forecast Variance
$m $m $m % $m
106 86 20 23.3 431
(304) 74 378 - 326
28 40 12 30.0 156
(1,266) 259 (1,525) - 1,037
(884) 231 (1,115) (482.7) 986
14,212 14,212 - - 14,212
604 604 - - 2,242
(884) 231 (1,115) (482.7) 986
22 - 22 - -
13,954 15,047 (1,093) (7.3) 17,440
13,382 14,397 (1,015) (7.1) 16,563
572 650 (78) (12.0) 877
13,954 15,047 (1,093) (7.3) 17,440
15,556 15,075 481 3.2 61,207
106 86 20 23.3 431
- 74 (74) (100.0) 326
15,450 15,063 387 2.6 61,102
891 424 467 110.1 (64)
106 86 20 23.3 431
19 35 (16) (45.7) 138
- 74 (74) (100.0) 326
804 447 357 79.9 (31)
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NOTES TO THE FINANCIAL STATEMENTS

As at As at Current Year Actual vs Forecast Annual
30 June 30 Sep Forecast

2008 2007 Actual Forecast Variance
$m $m $m $m sm % $m

NOTE 14: Payables

6,444 5,033 Accounts payable 5,909 6,920 1,011 14.6 7,485
4,451 3,736 Taxes repayable 3,482 4,451 969 21.8 4,451
10,895 8,769 Total payables 9,391 11,371 1,980 17.4 11,936

NOTE 15: Insurance liabilities

20,374 17,099 ACC liability 20,472 19,948 (524) (2.6) 21,876
97 65 EQC liability 101 79 (22) (27.8) 97
13 6 Other insurance liabilities 12 14 2 14.3 9
20,484 17,170 Total insurance liabilities 20,585 20,041 (544) (2.7) 21,982

NOTE 16: Provisions

562 717 Provision for Kyoto 583 562 (21) (3.7) 562
907 771 Provision for National Provident Fund guarantee 907 907 - - 978
2,220 1,894 Provision for employee entitlements 2,262 2,194 (68) (3.1) 2,206
1,064 1,116 Other provisions 983 760 (223) (29.3) 1,329
4,753 4,498 Total provisions 4,735 4,423 (312) (7.1) 5,075

NOTE 17: Changes in Net Worth

44,222 44,169 Opening taxpayers funds 46,700 46,700 - - 46,700
2,384 2,143 Operating balance excluding minority interest (757) 943 (1,700) (180.3) 1,909
94 21 Transfers from/(to) other reserves 10 13 (3) (23.1) 66
46,700 46,333 Closing taxpayers funds 45,953 47,656 (1,703) (3.6) 48,675
52,442 52,371 Opening revaluation reserve 58,566 58,566 - - 58,566
6,214 (16) Net Revaluations 56 (12) 68 - 292
(90) 1 Transfers from/(to) other reserves (7) (12) 5 41.7 (65)
58,566 52,356 Closing revaluation reserve 58,615 58,542 73 0.1 58,793
(133) (132) Opening other reserves (134) (134) - - (134)
(1) 181 Net movements 361 (8) 369 - 53
(134) 49 Closing other reserves 227 (142) 369 259.9 (81)
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NOTES TO THE FINANCIAL STATEMENTS

Prior Year 3 Months Current Year Actual vs Forecast Annual

to30June to 30 Sep Forecast
2008 2007 Actual Forecast Variance

Sm Sm Sm Sm Sm % Sm

NOTE 18: Reconciliation of core Crown operating
cash flows to residual core Crown cash

Core Crown Cash Flows from Operations

55,975 12,899 Total tax receipts 12,623 12,564 59 0.5 54,851
486 124 Total other sovereign receipts 135 133 2 1.5 536
2,128 494 Interest, profits and dividends 507 665 (158) (23.8) 2,009
1,411 433 Sale of goods & services and other receipts 577 380 197 51.8 1,641
(19,562) (4,442) Subsidies and transfer payments (5,890) (5,753) (137) (2.4) (22,045)
(30,792) (8,055) Personnel and operating costs (8,634) (8,931) 297 3.3 (35,043)
(2,354) (570) Finance costs (515) (615) 100 16.3 (2,441)
- - Forecast for future new operating spending - - - - (172)
- - Top-down expense adjustment - - - - 1,450
7,292 883 Net cash flows from core Crown operations (1,197) (1,557) 360 23.1 786
(1,433) (293) Net purchase of physical assets (361) (387) 26 6.7 (2,001)
(1,254) (355) Net increase in advances (257) (270) 13 4.8 (903)
(444) (98) Net purchase of investments (795) (1,491) 696 46.7 (1,850)
(2,104) (484) Contribution to NZ Superannuation Fund (604) (604) - - (2,242)
- - Forecast for future new capital spending - - - - (184)
- - Top-down capital adjustment - - - - 485
2,057 (347) Residual cash (3,214) (4,309) 1,095 25.4 (5,909)
Financed by:
Other net sale/(purchase) of marketable securities and
(3,595) (1,255) ) 4,391 6,168 (1,777) (28.8) 4,493
deposits
(1,538) (1,602) Total operating and investing activities 1,177 1,859 (682) (36.7) (1,416)
Used in:
(1,585) 224 Net (re?ayment)/lssue of other New Zealand dollar 2518 329 2,189 ) 240
borrowing
901 311 Net (repayment)/issue of foreign currency borrowing (1,368) (365) (1,003) (274.8) (602)
86 54 lIssues of circulating currency 95 (33) 128 387.9 172
249 308 Increase/(decrease) in cash (963) (4) (959) - (29)
(349) 897 282 (73) 355 486.3 (19)
(1,887) (705) Net cash inflow/(outflow) to be offset by domestic 1,459 1,786 (327) (18.3) (1,435)
bonds
Gross Cash Proceeds from Domestic Bonds
1,757 673 Domestic bonds (market) 1,202 963 239 24.8 4,048
130 32 Domestic bonds (non-market) 490 502 (12) (2.4) 738
1,887 705 Total gross cash proceeds from domestic bonds 1,692 1,465 227 15.5 4,786
- - Repayment of domestic bonds (market) (2,700) (2,800) 100 3.6 (2,900)
- - Repayment of domestic bonds (non-market) (451) (451) - - (451)
- - (3,151) (3,251) 100 3.1 (3,351)
1,887 205 Net (repayments of)/cash proceeds from domestic (1,459) (1,786) 327 18.3 1,435

bonds
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Note 19: Acquisition of Toll (NZ) Limited

On 1 July 2008, negotiations were completed and an agreement was signed for the purchase of 100% of the shares in
Toll (New Zealand) Limited. Prior to the acquisition, assets and operations not integral to the rail operation were
separated out of Toll (New Zealand) Limited. On acquisition by the Government, the company was renamed KiwiRail
Holdings Limited.

Ownership of the rail business is intended to place the Government in a better position to integrate rail planning and
funding with its wider transport policy, and to ensure capital investment for improving the rolling stock.

The cost of acquisition of the company was $690 million, settled in cash on 1 July. A provisional assessment as at
30 September 2008 of the fair value of the assets acquired and liabilities assumed through this purchase was
$448 million. No goodwill has been recognised and the difference between the provisional assessment of the fair
value of the assets acquired and liabilities assumed and the cost of acquisition has been charged to the statement of
financial performance.

The fair value of the assets acquired and liabilities assumed may be adjusted in future reporting periods to reflect final
valuations. Final valuations must be completed within one year of the purchase date.

In the three month period to 30 September 2008, revenue earned by KiwiRail Holdings Limited of $158 million and an
operating deficit of $4 million has been included in the financial statements of the Government.

Note 20: Subsequent Events
Deposit Guarantee Scheme

On 12 October 2008 the Minister of Finance announced an opt-in retail deposit guarantee scheme. The objective of
the two year opt-in scheme is to ensure ongoing retail depositor confidence in New Zealand’s financial system given
the international financial market turbulence. Current retail deposits over which the scheme could provide coverage
amount to approximately $166 billion. Processing of applications from deposit takers has begun and approved
deposit takers to date are listed on the Treasury web-site.

The Government is managing its exposure to this risk both through the prudential regulation processes for registered
banks, and by requiring other deposit takers who sign the guarantee to agree to certain controls on their business
including:

e Some restrictions on distributions to shareholders
e Some assurance that the business dealings of the deposit taker are on arms-length terms
e The ability for the Crown to appoint an inspector

e The ability for the Crown to withdraw the guarantee if the business is being deliberately operated in a way to
undermine the intention of the guarantee; and

e Personal undertakings from directors to ensure the non-bank deposit takers comply with the guarantee.
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