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Chairman 
and 
Managing 
Director’s 
Report

Achievements for half year
•	 Earnings in line with guidance

•	� Exit of non-core property assets  
on track

•	� Interim dividend of 2.5 cents  
per share announced

•	� Standard & Poor’s investment  
grade credit rating reaffirmed   
– outlook revised from ‘negative’  
to ‘developing’

•	� Fitch credit rating of  
BBB- stable assigned

•	� Significant acquisition announced

The strategy of Heartland Bank Limited 
(Heartland Bank), the main operating 
subsidiary of Heartland New Zealand 
Limited (Heartland), is to be known as 
New Zealand’s specialist bank.

We want to operate in areas where we can 
achieve market leading, best in category 
positions while maintaining a balanced risk 
portfolio across three key segments of the 
economy – households, small-to-medium 
sized businesses and the agricultural sector.

We have previously reported that for the 
period ended 30 June 2013 our focus was to 
successfully complete our ‘start-up’ phase. 
For the period ended 31 December 2013 
our focus shifted to business as usual, 
and creating a pathway to future success 
through increased product capability and 
growth through acquisitions. We have made 
good progress, as outlined later in this 
report. The half year financial performance 
detailed in the table below shows net profit 
after tax of $16.7m, which is in line with 
forecast guidance.

Business Performance
Net operating income (NOI) increased 
across all three of our core business 
divisions – Business, Rural and Retail and 
Consumer – primarily driven by lower cost 
of funds and better product mix.

(i) Business
NOI was $14.7m, an increase of $2.1m 
from the previous corresponding half year 
ended 31 December 2012 (the Previous 
Corresponding Reporting Period). The 
increase in NOI was driven by lower cost 
of funds. The Business receivables book 
increased by $9.0m to $558.1m during the 
half year ended 31 December 2013 (the 
Current Reporting Period). The Business 
division has faced increasing competitive 
pressure which has had an impact on asset 
growth over the Current Reporting Period. 

(ii) Rural
NOI was $12.1m, an increase of $0.6m from 
the Previous Corresponding Reporting 
Period. The increase in NOI was also 
driven by lower cost of funds off-setting 
reduced revenue on fewer receivables. 
The Rural receivables book decreased by 
$40.8m to $415.9m during the Current 
Reporting Period. This decrease was driven 
by reductions in the receivables book 
acquired from PGG Wrightson Limited, in 
areas of either higher risk or in competition 
with major banks. Heartland’s emphasis 
is mainly on livestock lending, with the 
pipeline looking good for the next few 
months. Livestock lending continued to 
perform well, growing 10.6% over the  
12 months ended 31 December 2013.

(iii) Retail and Consumer
NOI was $30.0m, an increase of $5.9m 
from the Previous Corresponding Reporting 
Period, driven primarily by lower cost 
of funds as well as increased revenues. 
The Retail and Consumer receivables book 
contracted by $49.7m to $938.1m during 
the Current Reporting Period. The motor 
vehicle receivables book grew $21.4m 
during the Current Reporting Period. In line 
with Heartland’s strategy to realign its 
product mix towards products where it 
has market leadership and can achieve a 
better risk/return, the residential mortgage 
book reduced by $71.1m during the Current 
Reporting Period. Customer response 
to Heartland’s residential mortgage 
arrangements, with Kiwibank as the 
provider, has been pleasing.  

Geoffrey Ricketts 
Chairman

Jeffrey Greenslade 
Managing Director

Financial Performance 
at a Glance

6 months to  
Dec 2013 (NZ $m)

6 months to  
Dec 2012 (NZ $m)

12 months to  
Jun 2013 (NZ $m)

Net interest income 52.4 46.8 95.5

Net other income 6.7 5.3 11.9

Net operating income* 59.1 52.1 107.4

Expenses 32.4 31.9 70.4
Profit before 
impairments and tax 26.7 20.2 37.0

Impaired asset expense 3.3 5.3 22.5

Decrease in fair value of 
investment properties - - 5.1

Net profit before tax 23.4 14.9 9.4

Tax 6.7 4.2 2.5
Net profit after tax 
(reported) 16.7 10.7 6.9

*Net operating income includes share of MARAC Insurance profit.

Net Tangible Assets (NTA) increased from $331.2m to $348.2m during the Current Reporting Period – on a per share 
basis NTA was $0.89 at 31 December 2013 compared to $0.85 at 30 June 2013 and $0.90 at 31 December 2012.
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More than 50% of mortgages refinancing 
externally migrated to Kiwibank in the 
Current Reporting Period. 

(iv) Non-Core Property
The changed strategy for the non-core 
property book1 has progressed favourably 
and ahead of expectations. Total non-core 
property assets reduced by 19% for the six 
months up to 31 December 2013. As at this 
date, non-core property assets comprised 
net receivables of $25.6m and investment 
properties of $61.5m. We remain confident 
that future earnings will not be impacted by 
these assets. 

Heartland’s Interim Financial Statements 
are available from page 7.

Growth Strategy
Over the last four years, Heartland has 
successfully integrated five separate 
businesses. As we move forward, our 
strategy for future growth will continue 
to be through prudent acquisitions and 
specialist product development.

To support this strategy, we have 
established a specialist team for strategic 
growth. Headed by Michael Jonas, recently 
appointed as Head of Strategic and Product 
Development, the team gives Heartland 
targeted capability to evaluate and 
progress acquisition opportunities, and to 
evaluate, design and embed new products. 
Key criteria in assessing acquisition and 
product development opportunities include 
strategic fit, competitive advantage, the 
potential for growth and contributing 
positively to shareholder value (with 
particular reference to Earnings Per Share 
and Return on Equity). Heartland’s growth 
strategy requires agility in order to avoid 
mainstream competition and Heartland 
seeks to do this by:

•	 Minimising fixed cost investment in 
mono-line infrastructure; and 

•	 Maintaining a high degree of variable 
cost flexibility in its distribution model

Acquisition Announcement
On 14 February 2014, Heartland advised 
that it had entered into a Sale and 
Purchase Agreement with Seniors 
Money International Limited (SMI) for 
the acquisition of its New Zealand and 
Australian Home Equity Release (HER) 
mortgage business2.

This acquisition provides Heartland Bank 
with the product capability to meet the 
needs of the 60+ demographic, which is 
a growing demographic and is typified by 
those with the majority of their personal 
wealth tied up in their primary residential 
dwelling. The acquisition advances 
Heartland’s ongoing strategy of pursuing 
niches within the Household, Business and 
Rural sectors where it can obtain a market 
leading position.

The opportunity to purchase SMI’s 
New Zealand and Australian businesses 
arose during Heartland’s strategic 
evaluation of the HER product, giving 
Heartland a fast-track entry into strong and 
established market positions. Following 
due diligence it was confirmed that SMI’s 
processes and underwriting standards are 
consistent with best practice. Key staff, 
both in New Zealand and Australia (with 
experience in the HER market since 2003), 
will be retained. In addition, prior to this 
announcement, Heartland has approved 
risk parameters for the HER product and 
the training of a dedicated distribution 
team has commenced. Heartland will 
hold the Australian business at the parent 
company level, but the New Zealand 
business will be migrated into Heartland 
Bank over time.

Products for people
HER loans allow seniors (an often asset rich 
but income poor demographic) to access 
the equity in their homes. Seniors must 
be a minimum age (60+), live in their own 
home, and have equity in it. The important 
distinction between an HER loan and a 
conventional mortgage is that there are 
no principal or interest payments required 
while the borrower occupies the property, 
meaning that qualifying borrowers can 
access this finance type without having a 
regular source of income. With Heartland 
the product will also come with three 
promises to customers:

Promise One:  
Lifetime occupancy guarantee 
Your home will remain the place you live for 
as long as you choose.

Promise Two: 
No negative equity guarantee
The amount required to repay the loan  
will never exceed the net sale proceeds of 
the property.

Promise Three:  
Loan repayment guarantee
There is no requirement to make any loan 
repayment until the end of the loan.

This acquisition is a tangible example of 
how we will seek out opportunities that 
focus on areas we believe demonstrate 
compelling sector fundamentals, areas 
where we can deliver best-in-breed 
products, helping customers where it really 
matters. We are confident that the time is 
right for HER loan products. Furthermore, 
we believe that this acquisition will offer 
strong and sustainable growth potential in 
the future.

Interim Dividend
The directors of Heartland have resolved to pay 
an interim dividend of 2.5 cents per share on 
4 April 2014 to shareholders on the company’s 
register as at 5.00pm on 12 March 2014.  
This dividend will be fully imputed. 

The Dividend Reinvestment Plan announced 
on 23 April 2103 (DRP) was available, with 
a discount of 2.5% applied (that is, the 
strike price under the DRP will be 97.5% of 
the volume weighted average sale price of 
Heartland shares over the 5 trading days 
following the Record Date)3. Participation 
in the DRP was entirely optional, with 
shareholders wishing to participate making 
a participation election in one of the ways 
specified in the DRP offer document. The 
last date of receipt for a participation 
election from a shareholder who wished to 
participate in the DRP was 12 March 2014.

The Future
We have realised some key achievements 
in successfully integrating five businesses 
and achieving bank registration, but now 
it is time to look forward to realising our 
growth potential. Generally, we expect 
credit and asset growth to remain subdued 
in mainstream areas, although it is in areas 
such as HER loans – which offer growth 
driven by factors other than economic 
growth – where we aim to perform.

 

Geoffrey Ricketts	 Jeffrey Greenslade 
Chairman	 Managing Director

1. For details of the Change in Strategy, see Heartland’s market announcement of 5 June 2013. 
2. For further details see Heartland’s market announcement of 14 February 2014.
3. For the full details of the DRP and the Strike Price calculation, refer to Heartland’s DRP offer document prepared as at 5 April 2013.
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Heartland New Zealand Limited

Directors
Geoffrey Ricketts	 Chairman 
Jeffrey Greenslade	 Managing Director 
Graham Kennedy	 Director 
Gary Leech	 Director 
Christopher Mace	 Director 
Gregory Tomlinson	 Director

Executives
Laura Byrne	 Group General Counsel 
Chris Flood	 Head of Retail & Consumer 
Michael Jonas	 Head of Strategic & Product Development 
James Mitchell	 Chief Operating Officer 
Mark Mountcastle	 Chief Risk Officer  
Simon Owen	 Chief Financial Officer 
Will Purvis	 Head of Business & Rural 
Sarah Selwood	 Head of Human Resources 

Directory

Heartland Bank Limited

Directors
Bruce Irvine	 Chairman 
Jeffrey Greenslade	 Managing Director 
Nicola Greer	 Director 
John Harvey	 Director 
Graham Kennedy	 Director 
Geoffrey Ricketts	 Director 
Richard Wilks	 Director 
Michael Jonas	 Executive Director

Executives
Laura Byrne	 Group General Counsel 
Chris Flood	 Head of Retail & Consumer 
Michael Jonas	 Head of Strategic & Product Development 
James Mitchell	 Chief Operating Officer 
Mark Mountcastle	 Chief Risk Officer  
Simon Owen	 Chief Financial Officer 
Will Purvis	 Head of Business & Rural 
Sarah Selwood	 Head of Human Resources 

Registered Office
75 Riccarton Road 
Riccarton 
Christchurch 8011

PO Box 8623 
Riccarton 
Christchurch, 8440 

T 0508 432 785 
E info@heartland.co.nz 
W www.heartland.co.nz
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Auditors
KPMG 
KPMG Centre, 18 Viaduct Harbour, Auckland 
1140 
T 09 367 5800

Share Registry
Link Market Services Limited 
Level 7, Zurich House 
21 Queen Street, Auckland 1010 
T 09 375 5998 
F 09 375 5990 
E enquiries@linkmarketservices.co.nz 
W www.linkmarketservices.co.nz
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