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PricewaterhouseCoopers, PwC Centre, 6 Albion Street, PO Box 645, Napier 4140 New Zealand
T: +64 6 835 6144, www.pwc.co.nz

Independent auditor’s report 
To the unit holders of Midlands Smarter PIE Fund (the Fund) 

Our opinion 
In our opinion, the accompanying financial statements of the Fund present fairly, in all material 
respects, the financial position of the Fund as at 31 March 2025, its financial performance, and its 
cash flows for the year then ended in accordance with New Zealand Equivalents to International 
Financial Reporting Standards (NZ IFRS) and International Financial Reporting Standards Accounting 
Standards (IFRS Accounting Standards). 

What we have audited 
The Fund’s financial statements comprise: 
• the statement of financial position as at 31 March 2025;
• the statement of comprehensive income for the year then ended;
• the statement of changes in equity for the year then ended;
• the statement of cash flows for the year then ended; and
• the notes to the financial statements, comprising material accounting policy information and other

explanatory information.

Basis for opinion 
We conducted our audit in accordance with International Standards on Auditing (New Zealand) (ISAs 
(NZ)) and International Standards on Auditing (ISAs). Our responsibilities under those standards are 
further described in the Auditor’s responsibilities for the audit of the financial statements section of our 
report. 

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

Independence 
We are independent of the Fund in accordance with Professional and Ethical Standard 1 International 
Code of Ethics for Assurance Practitioners (including International Independence Standards) (New 
Zealand) (PES 1) issued by the New Zealand Auditing and Assurance Standards Board and the 
International Code of Ethics for Professional Accountants (including International Independence 
Standards) issued by the International Ethics Standards Board for Accountants (IESBA Code), and we 
have fulfilled our other ethical responsibilities in accordance with these requirements. 

Our firm carries out other assignments for the Fund in the area of other assurance services relating to 
unitholder member register compliance. Subject to certain restrictions, partners and employees of our 
firm may invest in the Fund on normal terms within the ordinary course of trading activities of the 
Fund. The firm has no other relationship with, or interests in, the Fund. 

Key audit matters 
Key audit matters are those matters that, in our professional judgement, were of most significance in 
our audit of the financial statements of the current year. These matters were addressed in the context 
of our audit of the financial statements as a whole, and in forming our opinion thereon, and we do not 
provide a separate opinion on these matters. 
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Description of the key audit matter How our audit addressed the key audit matter 

Provision for impairment of loans 
Advances on Mortgages were $114.1m 
(2024: $105.2m), net of the provision for 
impairment of $1,932k (2024: $905k). As 
disclosed in note 6 of the financial 
statements, Advances on Mortgages 
represent the Fund’s core activity and are 
a significant asset. 
The Fund may be exposed to credit 
losses from loans which become overdue, 
or are in default, and result in an 
impairment provision for expected credit 
losses (ECL). Determining an appropriate 
ECL provision is an area of significant 
management estimation and judgement. 
ECL are probability weighted estimates of 
cash shortfalls expected to result from 
defaults over the relevant timeframe of the 
asset. The standard (NZ IFRS 9) requires 
the Fund to determine the provision for 
ECL by evaluating a range of possible 
outcomes and taking into account the time 
value of money, past events, current 
conditions, and forecasts of future 
economic conditions. 
The Fund calculates the provision for ECL 
at each reporting date to assess the level 
of expected credit loss. Management 
determines an individual impairment 
allowance provision, and for those loans 
not specifically provided for, a collective 
impairment allowance.  
In determining the individual impairment 
allowance, management estimates the 
potential impairment based on trigger 
events of each loan, including the length 
of time a loan has been in arrears, and 
the value and nature of security held. 
The collective impairment allowance is 
based on a calculation of expected credit 
loss which is based on a three stage 
approach. The ECL is calculated in stages 
depending on the level of credit 
deterioration. Stage 1 is where there is no 
additional credit risk.   

Our audit procedures included the following: 
• We obtained an understanding of the lending

process and particularly the process for assessing
the recoverability of Advances on Mortgages and
the calculation of the provision for impairment.
This included evaluating the design effectiveness
of relevant controls for the impairment calculation
and provision of Advances on Mortgages. We also
confirmed they have been implemented as
designed.

• For a sample of new loans, we reviewed the loan
agreements, security documentation provided
(including assessing the valuation of the security),
and other available information used to record the
new loan in the system, including that the new
loan input had been reviewed for accuracy and
validity, and approved.

• We obtained a sample of management’s monthly
reviews of the loan book and associated
impairment allowances to confirm appropriate
review of the loan book and exposures has been
undertaken by management throughout the year.

In addition to the substantive and controls testing 
above, we have performed the following audit 
procedures: 
• Tested the ECL model for mathematical accuracy.
• Assessed management’s assumptions about the

expected recoveries to test the basis of measuring
individually assessed and collective provisions.

• Assessed the appropriateness of the
methodologies and their application in the related
model against the requirements of NZ IFRS 9.

• Assessed management’s application of stages 1
to 3 in the model to ensure they are appropriate.

• For a sample of commercial, residential and rural
loans, we have assessed the reasonableness of
the stage assigned considering any significant
increases in credit risks.

• We obtained the support for individual provisions
calculated over stage 3 loans and, where
appropriate, assessed the actual loss or recovery
for reasonableness.

• Tested the completeness and accuracy of critical
data elements used in the calculation of the
model.
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Description of the key audit matter How our audit addressed the key audit matter 

Management has adopted the rebuttable 
presumption that the credit risk has 
increased significantly since initial 
recognition (i.e. stage 2) when contractual 
payments are 30 days past due. Stage 3 
is where contractual payments are more 
than 90 days overdue or in default.  
At each stage an ECL is calculated which 
is based on a range of assumptions. The 
assumptions that we focused our audit on 
include those with greater levels of 
management judgement and for which 
variations have the most significant 
impact on the provision for ECL. 
Specifically, these included the model 
inputs for the probability of default (PD) 
and loss given default (LGD) parameters, 
the forward-looking adjustment to the PD 
parameters, the macroeconomic 
scenarios used, and whether any model 
adjustments are required to the modelled 
output. 
We consider this a key audit matter due to 
the judgement involved regarding the 
recoverability of Advances on Mortgages, 
the related provision for impairment, and 
the significance of the Advances on 
Mortgages balance. Refer to notes 6 and 
7 of the financial statements which explain 
the critical accounting estimates and 
judgements in determining the ECL 
provision for Advances on Mortgages. 

• Assessed benchmarks used to support the
provision, including the assumptions applied for
PDs and LGDs.

• Used sensitivity analysis to assess the
appropriateness of certain forward-looking
information incorporated into the model, including
the macroeconomic scenarios developed,
underlying forecasts, and probability weightings
applied against current market conditions and
available evidence.

• Considered whether there were any events
occurring subsequent to the balance date that
impact on the provision for ECL.

• We also assessed the reasonableness of the
financial statement disclosures against the
requirements of IFRS 9.

Our audit approach 
Overview 

Materiality Overall materiality: $984,839 which represents approximately  0.75% 
of net assets. 
We chose net assets as the benchmark because, in our view, the 
objective of the Fund is to provide unitholders with a total return on the 
Fund's net assets, taking into account both capital and income returns. 

Key audit matters As reported above, we have one key audit matter, being the provision 
for impairment on loans. 
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As part of designing our audit, we determined materiality and assessed the risks of material 
misstatement in the financial statements. In particular, we considered where management made 
subjective judgements; for example, in respect of significant accounting estimates that involved 
making assumptions and considering future events that are inherently uncertain. As in all of our audits, 
we also addressed the risk of management override of internal controls, including among other 
matters, consideration of whether there was evidence of bias that represented a risk of material 
misstatement due to fraud. 

Materiality 
The scope of our audit was influenced by our application of materiality. An audit is designed to obtain 
reasonable assurance about whether the financial statements are free from material misstatement. 
Misstatements may arise due to fraud or error. They are considered material if, individually or in the 
aggregate, they could reasonably be expected to influence the economic decisions of users taken on 
the basis of the financial statements. 

Based on our professional judgement, we determined certain quantitative thresholds for materiality, 
including the overall materiality for the financial statements of the Fund as a whole as set out above. 
These, together with qualitative considerations, helped us to determine the scope of our audit, the 
nature, timing and extent of our audit procedures and to evaluate the effect of misstatements, both 
individually and in aggregate, on the financial statements of the Fund as a whole. 

How we tailored our audit scope 
We tailored the scope of our audit in order to perform sufficient work to enable us to provide an 
opinion on the financial statements of the Fund as a whole, taking into account the structure of the 
Fund, the Fund’s investments and the accounting and registry processes and controls. 

The Manager is responsible for the governance and control activities of the Fund. 

Responsibilities of the Manager for the financial statements 
The Manager is responsible for the preparation and fair presentation of the financial statements in 
accordance with NZ IFRS and IFRS Accounting Standards and for such internal control as the 
Manager determines is necessary to enable the preparation of the financial statements that are free 
from material misstatement, whether due to fraud or error. 

In preparing the financial statements, the Manager is responsible for assessing the Fund’s ability to 
continue as a going concern, disclosing, as applicable, matters related to going concern, and using the 
going concern basis of accounting unless the Manager either intends to liquidate the Fund or to cease 
operations, or has no realistic alternative but to do so. 

Auditor’s responsibilities for the audit of the financial statements 
Our objectives are to obtain reasonable assurance about whether the financial statements, as a 
whole, are free from material misstatement, whether due to fraud or error, and to issue an auditor’s 
report that includes our opinion. Reasonable assurance is a high level of assurance, but is not a 
guarantee that an audit conducted in accordance with ISAs (NZ) and ISAs will always detect a 
material misstatement when it exists. Misstatements can arise from fraud or error and are considered 
material if, individually or in the aggregate, they could reasonably be expected to influence the 
economic decisions of users taken on the basis of these financial statements. 

A further description of our responsibilities for the audit of the financial statements is located at the 
External Reporting Board’s website at: 

https://www.xrb.govt.nz/assurance-standards/auditors-responsibilities/audit-report-2/ 

This description forms part of our auditor’s report. 

https://protect.checkpoint.com/v2/r04/___https://www.xrb.govt.nz/assurance-standards/auditors-responsibilities/audit-report-2___.Y3A0YTptaWRsYW5kc2Z1bmRzbWFuYWdlbWVudDpjOm86MTcwNjcwYzQwYWQ5Mjc1NjcyNTBlZTI0OGU3NjVjNzc6NzpkNGJjOjI4ZGU5M2YzNmFlOWNmMWJjOWQ2MTA2N2E4NTIzMzVhODUxMGVhOWJlMmI5MTA1YjkwODg1MDE2ZDk0NTY4ODM6cDpUOkY


PwC 36

Who we report to 
This report is made solely to the Fund’s unit holders, as a body. Our audit work has been undertaken 
so that we might state those matters which we are required to state to them in an auditor’s report and 
for no other purpose. To the fullest extent permitted by law, we do not accept or assume responsibility 
to anyone other than the Fund’s unit holders, as a body, for our audit work, for this report or for the 
opinions we have formed. 

The engagement partner on the audit resulting in this independent auditor’s report is Maxwell John 
Dixon. 

For and on behalf of: 

PricewaterhouseCoopers Napier 
17 July 2025 
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