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Directors’ report  
 

 
  

The directors have pleasure in submitting their report and audited consolidated financial statements for the year ended 31 
December 2006. 
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Results and dividends 

 
 
 
 

Principal activities, business review 
and future developments 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Subsidiary companies 
 
 

Post balance sheet events 
 
 

Directors, secretary and their 
interests 

 
 
 
 
 
 
 
 

 
Accounting Records 

 
 
 
 
 
 
 
 
 

 
The results for the year ended 31 December 2006 are disclosed on page 15 of the 
financial statements.   The directors do not recommend the payment of a 
dividend. 
 
 
The main activities of Rabobank Ireland plc and subsidiaries are in the areas of 
treasury dealing, structured finance, corporate lending and management 
services.   
 
The result of the group for the year at €38m is 25% lower than previous year. 
This reduction is attributed to pressure on interest margins following recent 
interest rate hikes. On a positive note, operating expenses have reduced due to a 
reduction in head office recharges. The assets of the group reached a twelve year 
high of €28 billion in 2005. This has reduced to €24.6 billion in 2006 as a number 
of high value structured finance transactions matured and were replaced 
elsewhere in the Rabobank Nederland group. 
 
In the ordinary course of business, the bank manages a variety of risks, with 
interest rate, liquidity, market, credit and operational being of particular 
significance. The board approves policies and limits with respect to these risks. 
The board has delegated monitoring and control responsibilities to the Audit and 
Compliance Committee, the Credit Committee, Balance Sheet Risk Management 
Committee and Management Team. Information about the financial risk 
management objectives and policies of Rabobank, and fair value disclosures 
regarding all financial instruments are disclosed in note 1 of the financial 
statements.  
 
Details of the subsidiaries are set out in note 27 to the consolidated financial 
statements. 
 
There have been no significant events affecting the group since the year end 
which require disclosure in or amendment to the financial statements. 
 
The directors and secretary who held office at 31 December 2006 had no 
interests in the shares in Rabobank Ireland plc or its subsidiaries or other group 
companies.  
 
Changes in directors during the year and subsequently were as follows: 
 
Directors  Appointed  Resigned 
Wouter Kolff   -  31 March 2006 
Hidzer Kiewiet de Jonge  -  15 September 2006 
Rob Hartog  14 September 2006  - 
 
The directors believe that they have complied with the requirements of Section 
202 of the Companies Act 1990 with regard to books of account by employing 
appropriate accounting personnel and by providing adequate resources to the 
finance function.  The books of account of the company are maintained at 
George’s Dock House, IFSC, Dublin 1, Ireland. 
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Independent Auditor 
 

 
 
 

 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
In accordance with Section 160(2) of the Companies Act 1963, the auditors KPMG, 
Chartered Accountants, will continue in office. 
 
 
 
On behalf of the board 
 
 
R. Schellens   R. Hartog 
Chairman   Managing Director 
 
 
J. Callaghan   M. Barrett 
Director    Secretary  
 
 
27 March 2007 
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The directors are responsible for preparing the directors’ report and the 
consolidated financial statements in accordance with applicable law and 
regulations. 

Company law requires the directors to prepare group and parent company 
financial statements for each financial year. Under that law the directors have 
elected to prepare the group and parent company financial statements in 
accordance with International Financial Reporting Standards (IFRSs) as 
adopted by the EU and as applied in accordance with the provision of the 
Companies Acts 1963 to 2006, and Article 4 of the IAS regulation. 

The financial statements are required by law and IFRSs as adopted by the EU 
to present fairly the financial position and performance of the group; the 
Companies Acts 1963 to 2006 provide in relation to such financial statements 
that references in the relevant part of that Act to financial statements giving a 
true and fair view are references to their achieving a fair presentation. In 
preparing each of the group and parent company financial statements, the 
directors are required to:  

• select suitable accounting policies and then apply them consistently  

• make judgements and estimates that are reasonable and prudent  

• prepare the financial statements on the going concern basis unless it 
is inappropriate to presume that the group and parent company will 
continue in business. 

The directors are responsible for keeping proper books of account which 
disclose with reasonable accuracy at any time the financial position of the 
group and to enable them to ensure that the financial statements comply 
with the Companies Acts, 1963 to 2006, and all Regulations to be construed 
as one with those Acts.  They are also responsible for taking such steps as are 
reasonably open to them to safeguard the assets of the group and to prevent 
and detect fraud and other irregularities. 

 

On behalf of the board 

                            
R. Schellens   R. Hartog 
Chairman    Managing Director 

 
 

J. Callaghan   M. Barrett 
Director    Secretary  

 
 

27 March 2007 
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Impairment of loans  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
General 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 

Non-hedging derivative 
instruments 

 
 
 
 
 
 

 
 
 

A provision for impairment of loans is established if there is objective evidence 
that Rabobank will not be able to collect all amounts due according to the 
original contractual terms of loans. The amount of the impairment is the 
difference between the carrying amount and the recoverable amount, being the 
present value of expected cash flows, including amounts recoverable from 
guarantees and collateral, discounted at the original effective interest rate of the 
relevant loan. 
 
The impairment of loans also covers losses where there is objective evidence that 
probable losses are present in the loan portfolio at the balance sheet date. These 
have been estimated based upon historical patterns of losses, the credit ratings 
allocated to the borrowers and reflecting the current economic climate in which 
the borrowers operate. When a loan is uncollectible, it is written off against the 
related allowance for loan losses; subsequent recoveries are credited to the 
“Provisions for impairment” in the income statement. 
 
If the amount of the impairment subsequently decreases due to an event 
occurring after creation of the allowance, the release of the allowance is credited 
as a reduction of the “Provisions for impairment” in the income statement. 
 
A provision for credit losses, relating to lending commitments is established if 
there is objective evidence that Rabobank will be unable to collect all amounts 
that will become due. This provision is included in “Provision for lending related 
commitments”. 
 
Derivative financial instruments and hedging 
 
Derivative financial instruments generally include foreign exchange contracts, 
currency and interest rate futures, forward rate agreements, currency and interest 
rate swaps and currency and interest rate options (both written and purchased). 
Derivative financial instruments may be either exchange traded or negotiated 
between Rabobank Ireland plc and a counterparty (OTC). All derivatives are 
initially recognised in the balance sheet at fair value on the trade date and 
subsequently re-measured at fair value. Fair values are obtained from quoted 
market prices where available, otherwise dealer price quotations, discounted 
cash flow models and option pricing models which consider current market 
prices and contractual prices for the underlying instruments, as well as the time 
value of money, yield curves and volatility of the underlying. All derivatives are 
carried as assets when fair value is positive and as liabilities when fair value is 
negative.  
 
Certain derivatives embedded in other financial instruments are accounted for as 
separate derivatives when their risks and characteristics are not closely related to 
those of the host contract and the host contract is not carried at fair value with 
unrealised gains and losses reported in income. 
 
 
Where Rabobank enters into derivatives for trading purposes, realised and 
unrealised gains and losses are recognised in “Net trading income”. 
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Hedging derivative instruments 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Rabobank also uses derivative instruments as part of its asset and liability 
management activities to manage exposures to interest rate risks, credit risks and 
foreign currency risk. 
 
On the date a derivative contract is entered into, Rabobank may designate 
certain derivatives as either a hedge of the fair value of a recognised asset or 
liability (fair value hedge), or a hedge of a future cash flow attributable to a 
recognised asset or liability, a forecasted transaction or a firm commitment (cash 
flow hedge). Hedge accounting may be used for derivatives designed in this way, 
provided certain criteria are met. 
 
The criteria for a derivative instrument to be accounted for as a hedge include: 
 

• formal documentation of the hedging instrument, hedged item, 
hedging objective, strategy and relationship is prepared before hedge 
accounting is applied; 

• the hedge is documented showing that it is expected to be highly 
effective (within a range of 80% to 125%) in offsetting changes in fair 
value or cash flows attributable to the hedged risk in the hedged item 
throughout the reporting period; and 

• the hedge is effective at inception and on an ongoing basis. 
 
Changes in the fair value of derivatives that are designated and qualify as fair 
value hedges and that prove to be highly effective in relation to the  hedged risk, 
are recorded in the income statement, along with the corresponding changes in 
fair value of the hedged assets or liabilities that are attributable to that specific 
hedged risk. 
 
If the hedge no longer meets the criteria for hedge accounting (fair value hedge 
model), the adjustment to the carrying amount of a hedged interest-bearing 
financial instrument is amortised to net profit or loss over the period to maturity.  
 
Changes in the fair value of derivatives that are designated and qualify as cash 
flow hedges and that prove to be highly effective in relation to the hedged risk, 
are recognised in the hedging reserve in equity. The non-effective portion of the 
changes in the fair value of the derivatives is recognised in income.  
 
If the hedge no longer meets the criteria for hedge accounting (cash flow hedge 
model), then the hedge accounting is discontinued and the amount recognised 
in equity remains in equity until the forecast transaction affects profit or loss. If 
the forecast transaction is no longer expected to occur, then hedge accounting 
is discontinued and the balance in equity is recognised immediately in profit or 
loss. 
 
Certain derivatives transactions, while providing effective economic hedges 
under Rabobank risk management positions, do not qualify for hedge 
accounting under the specific rules in IFRS and are therefore treated as 
derivatives held for trading with fair value gains and losses reported in trading 
income. 
 
The fair values of derivative instruments held for trading and hedging purposes 
are disclosed in note 9: “Derivative asset/liabilities”. 
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Financial assets available for 
sale  

 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Plant and equipment 
 

 
 
 

 
 
 

 
 
 
 
 
 
 
 
 
 
 

 

Operating leases 
 

 
 
 
 
 
 
 

Financial assets classified as available for sale are initially recognised at fair value 
(plus transaction costs). Available for sale financial assets are subsequently re-
measured at fair value based on quoted bid prices where available or amounts 
derived from cash flow models. Fair values for unquoted equity instruments are 
estimated using applicable price/earnings or price/cash flow ratios refined to 
reflect the specific circumstances of the issuer.  
 
Interest income is recognised in profit or loss using the effective interest method. 
Foreign exchange gains or losses on available for sale debt security investments 
are recognised in profit or loss. Other fair value changes are recognised directly in 
equity until the investment is sold or impaired and the balance in equity is then 
recognised in profit or loss. 
 
A financial asset is impaired if its carrying amount is greater than its estimated 
recoverable amount by a significant amount or for a prolonged period. 
Impairment losses on available for sale investment securities are recognised by 
transferring the difference between amortised acquisition cost and current fair 
value out of equity to profit or loss. When a subsequent event causes the amount 
of impairment loss on available for sale debt security to decrease, the impairment 
loss is reversed through profit or loss. However any subsequent recovery in the 
fair value of an impaired available for sale equity security is recognised directly in 
equity. Changes in impairment provisions attributable to time value are reflected 
as a component of interest income. 
 
All purchases and sales of financial assets available for sale are recognised at 
trade date. 
 
Equipment is stated at historical cost less accumulated depreciation. 
 
Depreciation is calculated on the straight line method to write down the cost of 
such assets to their residual values over their estimated useful lives as follows: 
 

• Equipment, includes the following: 
o motor vehicles – 4 years; 
o other equipment and fixtures and fittings – 3 to 10 years. 

 
• Equipment is periodically reviewed for impairment. Where the 

carrying amount of an asset is greater than its estimated recoverable 
amount, it is written down immediately to its recoverable amount. 
Gains and losses on disposal of plant and equipment are determined 
by reference to their carrying amount and are taken into account in 
determining operating income. 

 
• Subsequent expenditure is capitalised when it is probable that future 

benefits in excess of originally assessed standard of performance will 
arise.  Repairs and maintenance are charged to the income statement 
when the expenditure is incurred.  

 
Leases where a significant portion of the risks and rewards of ownership is 
retained by the lessor are classified as operating leases. Payments by Rabobank 
under operating leases (net of any incentives received from the lessor) are 
charged to the income statement on a straight-line basis over the period of the 
lease. 
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Financial liabilities 

 
 
 
 
 
 
 

Repurchase and reverse repurchase 
agreements 

 
 
 
 
 
 
 
 
 
 
 
 
 

 
Offsetting financial assets and 

liabilities 
 
 
 

 
 

Provisions 
 
 
 
 
 
 
 

Pensions 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Financial liabilities are recognised initially at fair value less directly attributable 
transaction costs incurred. Subsequently borrowings are stated at amortised cost 
and any difference between net proceeds and the redemption value is 
recognised in the income statement over the expected period of the borrowings 
using the effective yield method. Hedge accounting rules are applied to financial 
liabilities hedged by derivative instruments. 
 
 
Financial assets classified as available for sale that are sold subject to a linked 
repurchase agreement (“repurchase agreement”) are retained in the financial 
statements as financial assets available for sale. The counterparty liability is 
included in “Deposits from other banks” and “Due to customers” as appropriate. 
 
Financial assets purchased under agreements to resell (“reverse repurchase 
agreements”) are recorded as: 
 

• Placements with and loans and advances to other banks, or 
• Loans and advances to customers. 

 
The difference between sale and repurchase price is treated as interest income or 
expense and accrued over the life of the agreements using the effective yield 
method. 
 
 
Financial assets and financial liabilities are offset and the net amount reported in 
the balance sheet when there is a legally enforcable right to set off the 
recognised amounts and provided that there is either an intention that expected 
future cash flows will be settled on a net basis, or that the asset and liability will 
settle simultaneously. 
 
 
Provisions are recognised when Rabobank  has a present legal or constructive 
obligation as a result of past events, it is probable that an outflow of resources will 
be required to settle the obligation, and a reliable estimate of the amount can be 
made. Where Rabobank expects a provision to be reimbursed, for example under 
an insurance contract, the reimbursement is recognised as a separate asset but 
only when the reimbursement is virtually certain. 
 
 
Rabobank operates a defined contribution pension scheme.   
 
For defined contribution plans, Rabobank pays contributions to an  
independently administered pension fund.  The annual charge is calculated as a 
percentage of pensionable payroll and is charged to the income statement in the 
year in which it is incurred. Once the contributions have been paid, Rabobank has 
no further obligations. 
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Financial guarantees 

 
 

 
 
 

 
 

 
 
 
 
 
 
 
 
 
 

Cash and cash equivalents 
 

 
 
 
 
 

 
Financial guarantees are contracts that require Rabobank to make specified 
payments to reimburse the holder for a loss it incurs because a specified debtor 
fails to make payment when due in accordance with the terms of a debt 
instrument. 
 
Financial guarantee liabilities are initially recognised at their fair value, and the 
initial fair value is amortised over the life of the guarantee. The guarantee liability 
is subsequently carried at the higher of this amortised amount and the present 
value of any expected payment (when a payment under the guarantee has 
become probable). Financial guarantees are included within other liabilities. 
 
Where Rabobank enters into financial guarantee contracts to guarantee the 
indebtedness of other group companies, these are considered to be insurance 
arrangements and are accounted for as such. Rabobank treats the guarantee 
contracts as a contingent liability until such time as it becomes probable that it 
will be required to make a payment under the guarantee.  
 
 
Cash equivalents are short-term, highly liquid investments, held for the purpose 
of meeting short-term cash commitments rather than for investment or other 
purposes, with less than 90 days maturity from the day of acquisition, that are 
readily convertible to known amounts of cash and which are subject to an 
insignificant risk of changes in value. 
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  2006 2005 

 Note € '000 € '000 

    

Interest income  982,958 748,926 

Interest expense  (924,268) (669,987) 

    

Net interest income 2 58,690 78,939 

    

Fees and commissions income  2,849 1,351 

Fees and commissions expense  (3,415) (3,802) 

Net trading income 3 (9,687) (8,225) 

Gains less losses from available for sale assets 12 4,538 1,962 

Other income 4 1,307 8,930 

    

Operating income  54,282 79,155 

    

Operating expenses 5 (14,780) (26,399) 

Provision for impairment 11 (150) 3,102 

    

Profit before taxation  6 39,352 55,858 

    

Income tax expense 7 (1,511) (4,833) 

    

Profit for financial year attributable to equity shareholders  37,841 51,025 
 
     
Net interest income and profit before taxation are derived entirely from continuing operations. 
 
 
On behalf of the board 
 
 
R. Schellens  R. Hartog   J. Callaghan  M. Barrett 
Chairman  Managing Director  Director   Secretary 
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 Share 
Capital 

Capital 
contribution 

AFS 
Revaluation 

Reserve 

Cashflow 
hedge 

reserve 

Retained 
Reserves 

Total 

 € '000 € '000 € '000 € '000 € '000 € '000 

Balance at 1 January 2005 7,060 338,934 50,139 5,369 274,406 675,908 

       

Fair value movements taken to equity  - - (101,042) 18,570 - (82,472) 
Fair value movements taken to 
income statement - - 54,801 - - 54,801 

Deferred tax - - 5,780 (2,321) - 3,459 
Net income transferred to retained 
earnings - - - - 51,025 51,025 

       

Balance at 31 December 2005 7,060 338,934 9,678 21,618 325,431 702,721 

       

Fair value movements taken to equity  - - (151,830) (6,154) - (157,984) 
Fair value movements taken to 
income statement - - 141,049 - - 141,049 

Deferred tax - - 1,346 769 - 2,115 
Net income transferred to retained 
earnings - - - - 37,841 37,841 

       

Balance at 31 December 2006 7,060 338,934 243 16,233 363,272 725,742 

       
Total recognised gains & losses 
for year ended 31 December 2005   (40,461) 16,249 51,025 26,813 

       
Total recognised gains & losses 
for year ended 31 December 2006   (9,435) (5,385) 37,841 23,021 
  
   
 
On behalf of the board 
 
 
R. Schellens  R. Hartog   J. Callaghan  M. Barrett 
Chairman  Managing Director  Director   Secretary 
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  2006 2005 

Assets Note €’000 €’000 
Cash and balances at central banks  170,402 203,763 

Placements with and loans and advances to other banks 8 13,438,662 13,795,106 

Derivative assets 9 218,488 265,071 

Loans and advances to customers 10 3,138,235 5,817,412 

Financial assets available for sale 12 7,402,677 7,988,654 

Plant and equipment 13 837 932 

Other assets 14 198,235 204,722 

    

Total Assets  24,567,536 28,275,660 

    

Liabilities    

Deposits from other banks 15 15,835,707 19,092,175 

Derivative liabilities 9 302,970 447,871 

Due to customers 16 5,932,609 6,647,053 

Debt securities in issue 17 1,382,615 965,306 

Other liabilities 18 131,576 158,247 

Provision for lending related commitments 11 21,955 26,308 

Current tax liabilities 19 2,277 1,634 

Deferred tax liabilities 20 2,085 4,345 

Subordinated liabilities 21 230,000 230,000 

    

Total Liabilities  23,841,794 27,572,939 

    

Equity    

Called up share capital 22 7,060 7,060 

Available for sale reserve  243 9,678 

Cashflow hedge reserve  16,233 21,618 

Capital contribution reserve  338,934 338,934 

Profit and loss account  363,272 325,431 

Shareholders’ equity  725,742 702,721 

    

Total equity and liabilities  24,567,536 28,275,660 

    

Memorandum items    

Credit related commitments 24 320,024 557,731 
 
 
On behalf of the board 
 
 
R. Schellens  R. Hartog   J. Callaghan  M. Barrett 
Chairman  Managing Director  Director   Secretary 
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  2006 2005 

 Note €’000 €’000 

Cashflows from operating activities:    

 Operating profit before tax  39,352 55,858 

 Adjusted for non cash items included in profit and other adjustments:  

      Depreciation  248 565 

      Profit on disposal of plant and equipment  (39) (17) 

      Profit on sale of AFS assets (4,538) (1,962) 

  

 Net (increase)/ decrease in operating assets/liabilities  

      Due from other banks  376,827 (2,911,412) 

      Loans and advances to customers  2,679,177 363,705 

      Financial assets available for sale  438,685 (635,800) 

      Derivative financial instruments  36,575 (359,602) 

      Other assets  6,487 563 

      Due to banks  (3,256,468) 3,693,790 

      Due to customers  (714,444) 481,439 

      Debt securities in issue  417,309 (663,278) 

      Other liabilities  (28,267) 22,320 

    

 Taxation paid  (3,767) (3,379) 

    

 Net cash (outflow)/inflow from operating activities  (12,863) 42,790 

    

 Cashflows  from investing  activities:    

 Purchase of plant and equipment     (218) (223) 

 Receipts from sales of plant and equipment  104 519 

    

 Net cash (outflow)/ inflow by investing activities  (114) 296 

    

Net (decrease)/increase in cash and cash equivalents  (12,977) 43,086 

Cash and cash equivalents at the beginning of the year 23 67,282 24,196 

    

Cash and cash equivalents at the end of the year 23 54,305 67,282 
  
On behalf of the board 
 
 
R. Schellens  R. Hartog   J. Callaghan  M. Barrett 
Chairman  Managing Director  Director   Secretary 
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Share
Capital

Capital
contribution

AFS
Revaluation

Reserve

Cashflow 
hedge 

reserve 

Retained
Reserves

Total 

€ '000 € '000 € '000 € '000 € '000 € '000 

Balance at 1 January 2005 7,060 338,934 42,714 11,900 260,181 660,789 

       

Fair value movements taken to equity  - - (69,173) (4,173) - (73,346) 
Fair value movements taken to income 
statement - - 54,801 - - 54,801 

Deferred tax - - 1,797 522 - 2,319 

Net income transferred to retained earnings - - - - 30,264 30,264 

       

Balance at 31 December 2005 7,060 338,934 30,139 8,249 290,445 674,827 

       

Fair value movements taken to equity  - - (148,693) (6,086) - (154,779)
Fair value movements taken to income 
statement - - 140,030 - - 140,030

Deferred tax - - 1,082 760 - 1,842

Net income transferred to retained earnings - - - - 44,969 44,969

       

Balance at 31 December 2006 7,060 338,934 22,558 2,923 335,414 706,889

 
Total recognised gains & losses 
for year ended 31 December 2005 (12,575) (3,651) 30,264 14,038

  
Total recognised gains & losses 
for year ended 31 December 2006 (7,581) (5,326) 44,969 32,062

n behalf of the board 

. Schellens  R. Hartog   J. Callaghan  M. Barrett 
hairman  Managing Director  Director   Secretary 
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 2006 2005 

Assets Note €’000 €’000
Cash and balances at central banks  170,388 203,763

Placements with and loans and advances to other banks 8 12,898,526 13,578,917

Derivative assets 9 225,625 215,355

Loans and advances to customers 10 3,416,036 5,122,387

Financial assets available for sale 12 4,718,786 5,606,879

Investment in group companies 27 1,827,366 1,898,695

Plant and equipment 13 837 932

Other assets 14 182,035 180,718

    

Total Assets  23,439,599 26,807,646 

    

Liabilities    

Deposits from other banks 15 15,042,541 19,092,175

Derivative liabilities 9 318,376 440,251

Due to customers 16 5,609,229 5,224,067

Debt securities in issue 17 1,382,615 965,306

Other liabilities 18 122,346 147,720

Provision for lending related commitments 11 21,955 26,308

Current tax liabilities 19 2,277 1,634

Deferred tax liabilities 20 3,371 5,358

Subordinated liabilities 21 230,000 230,000

    

Total Liabilities  22,732,710 26,132,819 

    

Equity    
Called up share capital 22 7,060 7,060

Available for sale reserve  22,558 30,139

Cashflow hedge reserve  2,923 8,249

Capital contribution reserve  338,934 338,934

Profit and loss account  335,414 290,445

Shareholders’ equity  706,889 674,827

    

Total equity and liabilities  23,439,599 26,807,646

   

Memorandum items    

Credit related commitments 24 320,024 557,731 
 
 
 
On behalf of the board 
 
 
R. Schellens  R. Hartog   J. Callaghan  M. Barrett 
Chairman  Managing Director  Director   Secretary 
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for year ended 31 December 2006 
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 2006 2005

Note €’000 €’000

ashflows from operating activities:   

Operating profit before tax  40,908 30,152

Adjusted for non cash items included in profit and other adjustments:  

     Depreciation  248 309

     Profit on disposal of plant and equipment  (39) (17)

     Profit on sale of AFS assets  (4,538) (1,962)
  

Net (increase)/ decrease in operating assets/liabilities   

     Due from other banks  746,258 (2,897,039)

     Loans and advances to customers  1,706,351 139,032

     Financial assets available for sale  743,938 104,056

Derivative financial instruments  1,797 (371,559)

     Other assets  (1,317) 18,463

     Due to banks  (4,049,634) 3,693,790

     Due to customers  385,162 (51,161)

     Debt securities in issue  417,309 (663,278)

     Other liabilities  (26,011) 62,289

Taxation received/(paid)  845 (410)
  

Net cash (outflow)/inflow from operating activities  (38,723) 62,665

  

Cashflows from investing  activities:   

Investment in subsidiaries shares  (549,544) (78,106)

Redemption of shares in subsidiaries  575,421 58,638

Purchase of plant and equipment     (218) (198)

Receipts from sales of plant and equipment  104 64
  

et cash inflow/(outflow) provided by investing activities  25,763 (19,602)

  

et increase/(decrease) in cash and cash equivalents   (12,960) 43,063

ash and cash equivalents at the beginning of the year 23 67,250 24,187
  

ash and cash equivalents at the end of the year 23 54,290 67,250

n behalf of the board 

. Schellens  R. Hartog   J. Callaghan  M. Barrett 
hairman  Managing Director  Director   Secretary 
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Chairman  Managing Director   
 
 
1 Financial instruments risk management 
 
1.1  Strategy in using financial instruments 

By its nature Rabobank’s activities are principally related to the use of financial instruments including derivatives. 
Rabobank accepts deposits from customers at both fixed and floating rates for various periods and seeks to earn 
above average interest margins by investing these funds in high quality assets. Rabobank seeks to increase these 
margins by consolidating short-term funds and lending for longer periods at higher rates while maintaining sufficient 
liquidity to meet all claims that might fall due.  

Rabobank also seeks to raise its interest margins by obtaining above average margins, net of provisions, through 
lending to commercial  borrowers with a range of credit standings. Such exposures involve not just on-balance sheet 
loans and advances but Rabobank also enters into guarantees and other commitments such as letters of credit. 

Rabobank also trades in financial instruments where it takes positions in traded and over the counter instruments 
including derivatives to take advantage of short-term market movements in currency and interest rate prices.  

Rabobank has exposure to the following risks from its use of financial instruments: 

• Credit risk 

• Liquidity risk 

• Market risks 

• Operational risks 

This note presents information about Rabobank’s exposure to each of the above risks, and the objectives, policies and 
processes for measuring and managing risk. 

1.2  Organisation 

Rabobank has a well developed organisation structure for managing risk in financial instruments. The structure is 
developed around a set of committees and delegated authorities.  

The main committees of Rabobank are:  

• Board of Directors.  The Board comprises non-executive directors from within and outside the Rabobank 
Nederland Group and one executive director.  The Board is ultimately responsible for the management of the 
Bank’s business.  This is achieved through defining Rabobank’s purpose and establishing and signing-off on 
strategic plans and policies.  Each director owes a fiduciary duty and a duty of skill and care to Rabobank. The 
Board meets three to four times a year.  

• Management Team.  This comprises the Managing Director and the Bank’s Division Heads, i.e. heads of 
Financial Markets, Operations and Financial Control.  This is the executive decision making platform for the 
daily management of the Bank.  The Management team typically meets on a monthly basis.  

• The BRMC (Balance Sheet & Risk Management Committee) is responsible for reviewing the Rabobank asset 
and liability strategy within the approved risk policies. The BRMC meets on a monthly basis. Risk policies are 
provided and approved by Rabobank Nederland. 

• The Credit Committee is responsible for approving the granting of credit (loans, credit facilities, overdraft 
facilities etc) and any other banking services, whereby Rabobank has or will acquire a claim against a debtor, 
and monitoring and reviewing the credit portfolio of Rabobank. The Credit Committee typically convenes on 
a fortnightly basis, or more often if and when applications are presented. The Credit Committee has 
delegated authority from the Board of Directors to approve credit proposals up to a designated limit. Credit 
proposals above the limit must also be approved by the Rabobank Nederland Credit Committee.  

Notes 

(forming part of the financial statements) 
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1 Financial instruments risk management (continued) 

• The Audit and Compliance Committee is responsible for reviewing the systems and internal controls and 
policies/procedures of Rabobank and reviewing compliance with policies and laws, including codes of 
conduct.  The committee focuses on business and financial risks and related controls. The committee has a 
key role in co-ordinating internal and external audit affairs focusing on appropriate audit coverage of key 
business and financial risk areas and related risk controls. The Audit and Compliance Committee aim to meet 
on a quarterly basis. The Audit and Compliance Committee is chaired by a non-executive director.  

 
1.3  Interest rate risk 

Rabobank is exposed to risk of interest rate fluctuations to the extent that assets and liabilities prepay, mature or re-
price at different times or in differing amounts.  The use of derivatives allow Rabobank to modify the re-pricing or 
maturity characteristics of assets and liabilities in a cost efficient manner.  This helps to achieve liquidity and risk 
management objectives. 

Risk management activities are conducted in the context of the Rabobank Nederland sensitivity to interest rate 
changes.  For example, asset sensitivity can arise due to long term fixed interest earning assets being funded by short 
term interest bearing liabilities.  This means that in a rising interest rate environment margins will decline as it 
becomes more and more expensive to fund the long term assets; the converse applies when interest rates are falling. 
A detailed LCS (Limits and Controls Structure) is in place which documents permitted activity, instruments and 
currencies within defined limit and trading control structures against which all interest rate risk exposures are 
measured on a daily basis. It is Rabobank’s policy not to tolerate any limit excesses. 

The tables below summarise Rabobank’s exposure to interest rate risk. Included in the table are Rabobank’s assets and 
liabilities at carrying amount, categorised by the earlier of contractual repricing or maturity dates.  The carrying 
amounts of derivative financial instruments which are principally used to reduce Rabobank’s exposure to interest rate 
movements are included in “Other assets” and “Other liabilities” under the heading “Non-interest bearing” as the 
interest rate effect of these items is included in the derivative items line which represents the net notional amounts of 
all interest rate sensitive derivative financial instruments. 
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1 Financial instruments risk management (continued) 
 
Interest Rate Gap Analysis as at 31 December 2006 
 
CONSOLIDATED 3 months 

or less 
After 3 

months but 
within 6 
months 

After 6 
months 

but within 
1 year 

After 1 year 
but within 5 

years 

After 5 
years 

Non 
interest 
bearing 

Total 

 €’000 €’000 €’000 €’000 €’000 €’000 €’000 
    
Assets 

       

Cash and balances at central bank 170,402 - - - - - 170,402 
Due from other banks 10,850,018 809,905 648,625 1,054,045 76,069 - 13,438,662 
Loans and advances to customers 1,289,107 149,286 83,725 1,563,986 53,018 (887) 3,138,235 
Financial assets available for sale 2,638,394 85,039 197,574 1,451,125 3,030,545 - 7,402,677 
Other assets - - - - - 417,560 417,560 
        
Total Assets 14,947,921 1,044,230 929,924 4,069,156 3,159,632 416,673 24,567,536 
 
Liabilities and Equity 

       

Due to other banks 13,850,190 1,116,505 44,280 806,288 18,444 - 15,835,707 
Due to customers 4,755,546 204,859 647 963,097 8,460 - 5,932,609 
Debt securities in issue 986,545 - 186,070 210,000 - - 1,382,615 
Other liabilities - - - - - 460,863 460,863 
Subordinated liabilities 230,000 - - - - - 230,000 
Shareholders’ funds - - - - - 725,742 725,742 
        

Total Liabilities and Equity 19,822,281 1,321,364 230,997 1,979,385 26,904 1,186,605 24,567,536 
        
Derivative items affecting interest rate 
sensitivity 

 
1,560,966 

 
(721,053) 

 
649,869 

 
801,893 

 
(2,291,675) 

 
- 

 
- 

        
Interest rate sensitivity gap (3,313,394) (998,187) 1,348,796 2,891,664 841,053 (769,932) - 

        
Cumulative interest rate sensitivity 
gap (3,313,394) (4,311,581) (2,962,785) (71,121) 769,932 - - 

 
The table below summarises the effective average interest rate by major currencies for monetary financial instruments as at 
31 December 2006. The company average rates are consistent with the consolidated average rates. 
 
 EUR USD GBP Other

Assets 
    

Cash and balances at central bank 2.88% - - - 
Due from other banks 2.87% 5.22% 4.70% 2.45% 
Loans and advances to customers       3.43% 5.03% 5.57% 3.87% 
Financial assets available for sale 3.99%   5.27% 5.16% 4.48% 
 
Liabilities 

    

Due to other banks 3.07% 5.25% 5.88% 2.83% 
Due to customers 2.50% 4.92% 4.64% - 
Debt securities in issue 2.67% 5.13% 4.05% 0.67% 
Subordinated liabilities 3.21% - - - 
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1 Financial instruments risk management (continued) 
 
Interest Rate Gap Analysis as at 31 December 2005 
 
CONSOLIDATED 3 months 

or less 
After 

3 months 
but within 6 

months 

After 6 
months but 

within 1 
year 

After 1 year 
but within 5 

years 

After 5 years Non 
Interest 
Bearing 

Total 

 €’000 €’000 €’000 €’000 €’000 €’000 €’000 
 
Assets 

       

Cash and balances at central bank 203,763 - - - - - 203,763 
Due from other banks 12,354,356 612,662 130,667 589,055 108,366 - 13,795,106 
Loans and advances to customers 3,384,256 184,643 163,712 1,988,832 99,104 (3,135) 5,817,412 
Financial Assets available for sale 1,717,933 73,154 80,934 1,868,060 4,092,789 155,784 7,988,654 
Other assets - - - - - 470,725 470,725 
        
Total assets 17,660,308 870,459 375,313 4,445,947 4,300,259 623,374 28,275,660 
 
Liabilities and Equity 

       

Due to other banks 16,998,732 805,589 152,515 1,095,781 39,558 - 19,092,175 
Due to customers 6,068,809 59,750 8,898 484,542 25,054 - 6,647,053 
Debt securities in issue 275,641 32,583 236,859 420,223 - - 965,306 
Other liabilities - - - - - 638,405 638,405 

Subordinated liabilities 230,000 - - - - - 230,000 
Shareholders’ funds - - - - - 702,721 702,721 
        
Total liabilities and Equity 23,573,182 897,922 398,272 2,000,546 64,612 1,341,126 28,275,660 
        
Derivative items affecting interest 
rate sensitivity 

 
3,340,550 

 
(279,356) 

 
(717,250) 

 
(50,868) 

 
(2,293,076) 

 
                 - 

 
                 - 

        
Interest rate sensitivity gap (2,572,324) (306,819) (740,209) 2,394,533 1,942,571 (717,752)                  - 
        
Cumulative interest rate sensitivity 
gap 

    
(2,572,324) (2,879,143) (3,619,352) (1,224,819) 717,752                -                  - 

 
The table below summarises the effective average interest rate by major currencies for monetary financial instruments as at 
31 December 2005. The company average rates are consistent with the consolidated average rates. 
 
 EUR USD GBP Other 
 
Assets 

    

Cash and balances at central bank 2.08% - - - 
Due from other banks 2.00% 3.17% 4.30% 2.81% 
Loans and advances to customers       4.59%          3.39%       6.75%          1.90% 
Financial assets available for sale      4.18%         4.77%      5.00%         3.00% 
 
Liabilities     

Due to other banks 2.17% 3.00% 5.02% 2.95% 
Due to customers 2.34% 4.25% 4.74% 0.78% 
Debt securities in issue 4.44% 2.43% 2.41% 0.43% 
Subordinated liabilities 2.44% - - - 
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1 Financial instruments risk management (continued) 

Interest rate gap analysis: Company 

COMPANY 
31 December 2006 

3 months 
or less 

After 
3 months 

but within 6 
months 

After 6 
months 

but within 
1 year 

After 1 year 
but within 5 

years 

After 5 
years 

Non 
Interest 
Bearing 

Total 

 €’000 €’000 €’000 €’000 €’000 €’000 €’000 
Assets        
Cash and balances at central bank 170,388 - - - - - 170,388 
Due from other banks 10,451,619 809,905 648,625 930,025 58,352 - 12,898,526 
Loans and advances to customers 2,135,468 76,564 83,725 1,067,261 53,018 - 3,416,036 
Financial assets available for sale 1,175,045 85,039 197,574 1,451,125 1,810,003 - 4,718,786 
Other assets - - - - - 408,497 408,497 
Investment in group companies - - - - - 1,827,366 1,827,366 
        
Total Assets 13,932,520 971,508 929,924 3,448,411 1,921,373 2,235,863 23,439,599 
Liabilities and Equity        
Due to other banks 13,057,024 1,116,505 44,280 806,288 18,444 - 15,042,541 
Due to customers 4,423,221 213,804 647 963,097 8,460 - 5,609,229 
Debt securities in issue 986,545 186,070 - 210,000 - - 1,382,615 
Other liabilities - - - - - 468,325 468,325 
Subordinated liabilities 230,000 - - - - - 230,000 
Shareholders’ funds - - - - - 706,889 706,889 
        
Total Liabilities and Equity 18,696,790 1,516,379 44,927 1,979,385 26,904 1,175,214 23,439,599 
        
Derivative items affecting interest 
rate sensitivity 

 
405,071 

 
(680,810) 

 
681,001 

 
1,167,810 

 
(1,573,072) 

 
- 

 
- 

        
Interest rate sensitivity gap (4,359,199) (1,225,681) 1,565,998 2,636,836 321,397 1,060,649 - 
        
Cumulative interest rate sensitivity 
gap (4,359,199) (5,584,880) (4,018,882) (1,382,046) (1,060,649) - - 
COMPANY 
31 December 2005 

3 months 
          or less 

After 
3 months 

but within 6 
months 

After 6 
months 

but within 
1 year 

After 1 year 
but within 5 

years 

After 5  
years 

Non 
Interest 
Bearing 

 

Total 
 

 €’000 €’000 €’000 €’000 €’000 €’000 €’000 
Assets        
Cash and balances at central bank 203,763 - - - - - 203,763 
Due from other banks 12,354,356 582,993 130,667 442,125 68,776 - 13,578,917 
Loans and advances to customers 2,782,019 158,315 163,712 1,922,372 99,104 (3,135) 5,122,387 
Financial Assets available for sale 1,582,072 73,154 80,934 1,868,060 1,825,939 176,720 5,606,879 
Other assets - - - - - 397,005 397,005 
Investment in group companies - - - - - 1,898,695 1,898,695 
        
Total assets 16,922,210 814,462 375,313 4,232,557 1,993,819 2,469,285 26,807,646 
Liabilities and Equity        
Due to other banks 16,998,732 805,589 152,515 1,095,781 39,558 - 19,092,175 
Due to customers 4,654,876 76,386 8,898 458,853 25,054 - 5,224,067 
Debt securities in issue 275,641 32,583 236,859 420,223 - - 965,306 
Other liabilities - - - - - 621,271 621,271 
Subordinated liabilities 230,000 - - - - - 230,000 
Shareholders’ funds - - - - - 674,827 674,827 
        
Total liabilities and Equity 22,159,249 914,558 398,272 1,974,857 64,612 1,296,098 26,807,646 
        
Derivative items affecting interest 
rate sensitivity 

 
2,134,396 

 
(279,356) 

 
(687,580) 

 
392,465 

 
(1,559,925) 

 
                 - 

 
                 - 

        
Interest rate sensitivity gap (3,102,643) (379,452) (710,539) 2,650,165 369,282 1,173,187                  - 
        
Cumulative interest rate sensitivity 
gap 

   
(3,102,643) (3,482,095) (4,192,634) (1,542,469) (1,173,187)                -                  - 
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1 Financial instruments risk management (continued) 
  
1.4  Currency risk 

Rabobank does not actively trade spot foreign exchange on a proprietary basis.  All of the residual foreign exchange 
risk is hedged on a monthly basis. The table below summarises Rabobank’s exposure to foreign currency risk as at 31 
December 2006.  These exposures give rise to the net currency gains and losses recognised in the income statement.  
Included in the table are Rabobank assets and liabilities at carrying amount, categorised by currency. The derivative 
items net notional position represents the difference between the notional amounts of foreign currency derivative 
financial instruments, which are principally used to reduce Rabobank’s exposure to currency movements. 

 
CONSOLIDATED 
As at 31 December 2006 

 
EUR 

 
GBP 

 
USD 

 
OTHER 

 
Total 

 €’000 €’000 €’000 €’000 €’000 
 
Assets 

     

Cash and balances at central bank 170,402 - - - 170,402 
Due from other banks 10,001,269 206,751 3,189,043 41,599 13,438,662 
Loans and advances to customers 1,839,808 67,375 1,221,134 9,918 3,138,235 
Financial assets available for sale 4,056,557 94,454 3,175,867 75,799 7,402,677 
Other assets 222,240 39,539 150,039 5,742 417,560 
Total assets 16,290,276 408,119 7,736,083 133,058 24,567,536 
 
Liabilities and equity 

     

Due to other banks 10,418,913 57,913 5,304,713 54,168 15,835,707 
Due to customers 2,894,046 353,633 2,683,748 1,182 5,932,609 
Debt securities in issue 1,018,906 95,582 82,057 186,070 1,382,615 
Other liabilities  154,004 20,128 188,033 1,697 363,862 
Subordinated liabilities 230,000 - - - 230,000 
Shareholders’ funds 726,532 - - - 726,532 
Total liabilities and equity 15,442,401 527,256 8,258,551 243,117 24,471,325 
      

Derivative items net notional position  (845,261) 119,137 519,642 110,271 (96,211) 
      
Total  2,614 - (2,826) 212 - 

 
 
 

 
As at 31 December 2005 

 
EUR 

 
GBP 

 
USD 

 
OTHER 

 
Total 

   
€’000 

€’000 €’000 €’000 €’000 

 
Total assets 

 
18,518,295 

 
740,332 

 
8,832,298 

 
169,618 

 
28,260,543 

Total liabilities and equity (17,520,699) (567,185) (9,773,645) (414,131) (28,275,660) 

Derivative items net notional position  (989,416) (173,278) 33,079 244,732 15,117 
      
Total  8,180 (131) (8,268) 219 - 
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1 Financial instruments risk management (continued) 
 

 
COMPANY 
As at 31 December 2006 

 
 

EUR 

 
 

GBP 

 
 

USD 

 
 

OTHER 

 
 

Total 
 €’000 €’000 €’000 €’000 €’000 
 
Assets 

     

Cash and balances at central bank 170,387 - 1 - 170,388 
Due from other banks 9,602,869 206,751 3,047,306 41,600 12,898,526 
Loans and advances to customers 968,970 67,375 2,369,773 9,918 3,416,036 
Financial assets available for sale 4,023,750 94,454 524,783 75,799 4,718,786 
Other assets 242,704 38,753 121,298 5,742 408,497 
Investment in group companies 989,009 - 838,357 - 1,827,366 
Total assets 15,997,689 407,333 6,901,518 133,059 23,439,599 
 
Liabilities and equity 

     

Due to other banks 10,418,912 57,913 4,511,548 54,168 15,042,541 
Due to customers 3,066,632 353,633 2,187,781 1,183 5,609,229 
Debt securities in issue 1,018,906 95,582 82,057 186,070 1,382,615 
Other liabilities  192,686 19,341 159,594 1,697 373,318 
Subordinated liabilities 230,000 - - - 230,000 
Shareholders’ funds 706,889 - - - 706,889 
Total liabilities and equity 15,634,025 526,469 6,940,980 243,118 23,344,592 
      
Derivative items net notional position  (349,423) 119,136 25,009 110,271 (95,007) 
      
Total  14,241 - (14,453) 212 - 

 
 
 

 
As at 31 December 2005 

 
EUR 

 
GBP 

 
USD 

 
OTHER 

 
Total 

                  €’000 €’000 €’000 €’000 €’000 
 
Total assets 

 
18,944,531 

 
376,987 

 
7,336,448 

 
169,618 

 
26,827,584 

Total liabilities and equity (17,520,124) (567,185) (8,306,206) (414,131) (26,807,646) 
Derivative items net notional position  (1,387,815) 190,066 933,079 244,732 (19,938) 
      
Total  36,592 (132) (36,679) 219 - 

 
1.5  Liquidity risk 

Liquidity risk is the exposure to loss from not having sufficient funds at an economic price to meet actual and 
contingent customer commitments. The objective of liquidity management is to ensure the availability of sufficient 
funds to meet all claims at an economic price.  Rabobank has its own USD 2 billion Euro Commercial Paper 
programme and is an authorised issuer under the Rabobank Nederland Group’s EUR 30 billion Global Medium Term 
Note programme. 

The Rabobank International (RI) Liquidity Policy sets out to ensure that at all times RI entities are always in a position to 
meet their commitments to external counterparts in a timely manner regardless of any instability of financial markets 
or where the entity is domiciled.  At present, the scope of the Policy is short term i.e. out to 30 days and is not 
supposed to measure the structural liquidity gap in the RI Balance Sheet.  The monitoring of the limit structure is done 
by Global Market Risk with central reporting to the Wholesale Treasurer -Global Financial Markets and the BRMC RI. 
Liquidity Limits are treated as trading controls and require the same sign-off procedure. 
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1 Financial instruments risk management (continued) 
 
The table below categorises assets and liabilities of the bank into relevant maturity groupings on the remaining period at 
balance sheet date to the contractual maturity date. 
 

As at 31 December 2006 
 
CONSOLIDATED 

On 
Demand 

Less than 
3 months 

After 3 
months 

but 
within 1 

year 

After 1 
year but 
within 5 

years 

After 5 
years 

No 
Maturity 

Total 

 €’000 €’000 €’000 €’000 €’000 €’000 €’000 
 
Assets 

       

Cash and balances at central bank 1 170,401 - - - - 170,402 
Due from other banks 41,293 6,616,094 2,679,269 2,943,838 1,158,168 - 13,438,662 
Derivative assets - 61,743 33,605 62,240 60,900 - 218.488 
Loans and advances to customers - 664,187 396,450 1,913,229 165,256 (887) 3,138,235 
Financial assets available for sale - 239,592 280,438 2,323,923 4,559,296 (572) 7,402,677 
Other assets - - - - - 199,072 199,072 
Total assets 41,294 7,752,017 3,389,762 7,243,230 5,943,620 197,613 24,567,536 
 
Liabilities and Equity 

       

Due to other banks 10,010 11,662,787 1,758,880 2,014,338 389,692 - 15,835,707 
Derivative liabilities - 37,074 41,113 141,676 83,107 - 302,970 
Due to customers 2,917 4,441,091 383,942 1,041,264 63,395 - 5,932,609 
Debt securities in issue - 962,017 186,070 234,528 - - 1,382,615 
Other liabilities  - - - - - 157,893 157,893 
Subordinated liabilities - - - - - 230,000 230,000 
Shareholders’ funds - - - - - 725,742 725,742 
Total liabilities and Equity 12,927 17,102,969 2,370,005 3,431,806 536,194 1,113,635 24,567,536 
        
Net liquidity gap 28,367 (9,350,952) 1,019,757 3,811,424 5,407,426 (916,022) - 

 
Cumulative liquidity gap 

 
28,367 

 
(9,322,585) 

 
(8,302,828) (4,491,404)

 
916,022 

 
- 

 

 
As at 31 December 2005 
 
CONSOLIDATED 

On 
Demand 

Less than 
3 months 

After 3 
months 

but 
within 1 

year 

After 1 
year but 
within 5 

years 

After 5 
years 

No 
Maturity 

Total 

 €’000 €’000 €’000 €’000 €’000 €’000 €’000 
 
Assets 

       

Cash and balances at central bank 2 203,761 - - - - 203,763 
Due from other banks 71,837 8,444,268 941,577 3,412,428 924,996 - 13,795,106 
Derivative assets - 74,632 39,627 106,618 44,194 - 265,071 
Loans and advances to customers 142 2,337,560 1,286,335 2,076,246 120,264 (3,135) 5,817,412 
Financial assets available for sale - 348,475 322,088 2,846,618 4,315,690 155,783 7,988,654 
Other assets - - - - - 205,654 205,654 
Total assets 71,981 11,408,696 2,589,627 8,441,910 5,405,144 358,302 28,275,660 
 
Liabilities and Equity 

       

Due to other banks 7,048 14,236,397 1,504,591 3,099,317 244,822 - 19,092,175 
Derivative liabilities - 24,336 45,384 226,193 151,958 - 447,871 
Due to customers 4,662 5,392,957 568,648 571,883 108,903 - 6,647,053 
Debt securities in issue - 256,568 269,442 439,296 - - 965,306 
Other liabilities  - - - - - 190,534 190,534 
Subordinated liabilities - - - - - 230,000 230,000 
Shareholders’ funds - - - - - 702,721 702,721 
Total liabilities and Equity 11,710 19,910,258 2,388,065 4,336,689 505,683 1,123,255 28,275,660 
        
Net liquidity gap 60,271 (8,501,562) 201,562 4,105,221 4,899,461 (764,953) - 

 
Cumulative liquidity gap 

 
60,271 

 
(8,441,291) 

 
(8,239,729) (4,134,508)

 
764,953 

 
- 

 
- 
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1 Financial instruments risk management (continued) 
 

As at 31 December 2006 
 
COMPANY 

On 
Demand 

 
 

Less than 
3 months 

After 3 
months but 

within 1 
year 

After 1 year 
but within 5 

years 

After 5 
years 

No 
Maturity 

Total 

 €’000 €’000 €’000 €’000 €’000 €’000 €’000 
 
Assets 

       

Cash and balances at central bank 1 170,387 - - - - 170,388 
Due from other banks 41,294 6,217,694 2,679,268 2,819,819 1,140,451 - 12,898,526 
Derivative assets - 62,105 33,657 63,475 66,388 - 225,625 
Loans and advances to customers - 1,810,547 323,728 1,117,392 165,256 (887) 3,416,036 
Financial assets available for sale - 214,405 280,438 2,237,502 1,987,013 (572) 4,718,786 
Other assets - - - - - 182,872 182,872 
Investment in group companies - - - - - 1,827,366 1,827,366 
Total assets 41,295 8,475,138 3,317,091 6,238,188 3,359,108 2,008,779 23,439,599 
 
Liabilities and Equity 

       

Due to other banks 10,010 10,869,621 1,758,880 2,014,338 389,692 - 15,042,541 
Derivative liabilities - 37,082 41,740 147,444 92,110 - 318,376 
Due to customers 39,376 3,990,341 391,106 1,125,011 63,395 - 5,609,229 
Debt securities in issue - 962,017 186,070 234,528 - - 1,382,615 
Other liabilities  - - - - - 149,949 149,949 
Subordinated liabilities - - - - - 230,000 230,000 
Shareholders’ funds - - - - - 706,889 706,889 
Total liabilities and Equity 49,386 15,859,061 2,377,796 3,521,321 545,197 1,086,838 23,439,599 
        
Net liquidity gap (8,091) (7,383,923) 939,295 2,716,867 2,813,911 921,941 - 

 
Cumulative liquidity gap 

 
(8,091) 

 
(7,392,014) (6,452,719) 

 
(3,735,852) 

 
(921,941) 

 
- 

 
- 

 
 

As at 31 December 2005 
 
COMPANY 
 
 

On 
Demand 

 
 

Less than 
3 months 

After 3 
months but 

within 1 
year 

After 1 year 
but within 5 

years 

After 5 
years 

No 
Maturity 

Total 

 €’000 €’000 €’000 €’000 €’000 €’000 €’000 
 
Assets 

       

Cash and balances at central bank 2 203,761 - - - - 203,763 
Due from other banks 71,837 8,444,236 911,908 3,265,498 885,438 - 13,578,917 
Derivative assets - 38,699 39,357 101,122 36,177 - 215,355 
Loans and advances to customers 142 2,235,324 818,547 1,951,246 120,263 (3,135) 5,122,387 
Financial assets available for sale - 310,320 297,110 2,773,953 2,069,713 155,783 5,606,879 
Other assets 
Investment in group companies 

- - - - - 181,560 
1,898,695 

181,560 
1,898,695 

Total assets 71,981 11,232,340 2,066,922 8,091,819 3,111,591 2,232,993 26,807,646 
 
Liabilities and Equity 

       

Due to other banks 7,048 14,236,397 1,504,591 3,099,317 244,822 - 19,092,175 
Derivative liabilities - 24,050 45,316 224,541 146,344 - 440,251 
Due to customers 26,280 4,430,694 73,114 585,076 108,903 - 5,224,067 
Debt securities in issue - 256,568 269,442 439,296 - - 965,306 
Other liabilities  - - - - - 181,020 181,020 
Subordinated liabilities - - - - - 230,000 230,000 
Shareholders’ funds - - - - - 674,827 674,827 
Total liabilities and Equity 33,328 18,947,709 1,892,463 4,348,230 500,069 1,085,847 26,807,646 
        
Net liquidity gap 38,653 (7,715,369) 174,459 3,743,589 2,611,522 1,147,146 - 
 
Cumulative liquidity gap 

 
38,653 

 
(7,676,716) 

 
(7,502,257) 

 
(3,758,668) 

 
(1,147,146) 

 
- 

 
- 
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1 Financial instruments risk management (continued) 

1.6  Credit risk 

Credit risk represents the loss which Rabobank would suffer if a counterparty or issuer failed to perform its 
contractual obligation in all forms. Credit risk is inherent in traditional banking products. Positions in tradable assets 
such as bonds and derivatives also carry credit risk.  

Rabobank structures the levels of credit risk it undertakes by placing limits on the amount of risk accepted in relation 
to one borrower, or groups of borrowers and to countries. Such risks are monitored on a revolving basis and subject 
to periodic reviews. For decision-making on individual credits an internal layered authorisation schedule for 
approvals is in place which provides for Credit Committees and for lower levels a four eyes principle.  

Exposure to credit risk is managed through regular analysis of the ability of borrowers and potential borrowers to 
meet interest and capital repayment obligations and by changing these lending limits where appropriate. Exposure 
to credit risk is also managed in part by covenants and/or by obtaining collateral and corporate guarantees. The 
exposure to any one borrower is further restricted by sub-limits covering on and off balance sheet exposures and 
daily delivery risk limits in relation to trading items such as forward foreign exchange contracts. Actual exposures 
against limits are monitored daily.  

1.6.1  Non derivative assets  

Almost 65% of Rabobank assets are with Rabobank Nederland group entities which carry limited risk. The remainder 
is a highly diversified portfolio of loans to business clients in Ireland and abroad and a portfolio of investment bonds. 
Rabobank monitors concentrations of credit risk by geographic location and sector. An analysis of concentrations of 
credit risk at the reporting date is shown below: 

Geographic sector risk concentrations within the loan portfolio were as follows: 

Consolidated 2006 2006 2005 2005 

 € ‘000      %    € ‘000          % 

     

Ireland 7,382,072 31% 11,849,091 43% 

Rest of Europe 13,295,138 55% 14,800,423 54% 

Other Countries 3,302,363 14% 951,658 3% 

     

Total 23,979,573 100% 27,601,172 100% 

     

Company 2006 2006 2005 2005 

             € ‘000      % € ‘000          % 

Ireland 7,634,695 36% 8,460,994 35% 

Rest of Europe 12,836,761 61% 15,257,912 63% 

Other Countries 561,892 3% 589,277 2% 

     

Total 21,033,348 100% 24,308,183 100% 
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1 Financial instruments risk management (continued) 

Economic sector risk concentrations within the loan portfolio were as follows: 

Consolidated 2006 2006 2005 2005 

 € ‘000     %  € ‘000    % 

     

Trade, industry & services 2,680,712 11% 4,762,660 17% 

Public Authorities 2,011,863 9% 1,969,780 7% 

Bankers 18,973,430 79% 20,541,855 75% 

Others 313,568 1% 326,877 1% 

     

Total 23,979,573 100% 27,601,172 100% 

     

Company 2006 2006 2005 2005 

 € ‘000     %  € ‘000     % 

     

Trade, industry & services 1,158,140 6% 2,662,907 11% 

Public Authorities 1,793,555 8% 1,894,873 8% 

Bankers 17,898,177 85% 19,423,526 80% 

Others 183,476 1% 326,877 1% 

     

Total 21,033,348 100% 24,308,183 100% 

 

1.6.2  Derivatives 

Rabobank maintains strict control limits on open derivative positions by both amount and term. If ISDA (International 
Swaps and Derivatives Association) or an equivalent master agreement with the counterparty is in place and the 
jurisdiction of the counterparty allows for netting, then the net open position is monitored. At any one time the 
amount subject to credit risk is limited to the mark-to-market value of transactions plus add-ons for potential future 
exposure (based on a confidence level of 97.5%), which in relation to derivatives is only a fraction of the contract or 
notional values used to express the volume of transactions outstanding. This credit risk exposure is managed as part of 
the overall lending limits with customers.  

Credit risk represents the current fair value of all outstanding derivative contracts in a positive position by taking into 
consideration legally enforceable master netting agreements. Positive fair values at 31 December 2006 amounted to 
€218,488k (2005 €265,071k). Based on location of the ultimate counterparty, 24% of this credit risk amount related to 
Ireland, 70% to Rest of Europe and 6% to Rest of World. 

1.6.3  Credit mitigating techniques  

Rabobank further restricts its exposure to credit losses by entering into master netting arrangements with 
counterparties, with which it undertakes a significant volume of transactions. Master netting arrangements do not 
generally result in an offset of balance sheet assets and liabilities as transactions are usually settled on a gross basis.  
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1 Financial instruments risk management (continued) 

However, the credit risk associated with positive contracts is reduced by a master netting arrangement to the extent 
that if an event of default occurs, all amounts with the counterparty are terminated and settled on a net basis.   

Rabobank’s overall exposure to credit risk on derivative instruments subject to master netting arrangements can 
change substantially by entering into new transactions, maturing of existing transactions and market movements of 
interest and exchange rates.  

A further method of reducing credit exposure arising from derivative transactions and sale and repurchase agreements 
is to use collateralisation arrangements. 

1.6.4  Off-balance sheet financial instruments  

The primary purpose of these instruments is to ensure that funds are available to a customer as required. Guarantees 
and standby letters of credit, which represent irrevocable commitments that Rabobank will make payments in the 
event that a customer cannot meet its obligations to third parties, carry the same credit risk as loans. Documentary 
and commercial letters of credit, which are written undertakings by Rabobank on behalf of a customer authorising a 
third party to draw drafts on Rabobank up to a stipulated amount under specific terms and conditions, are 
collateralised by the underlying shipments of goods to which they relate and therefore carry less risk than a direct 
borrowing.  

Commitments to extend credit represent unused portions of authorisations to extend credit in the form of loans, 
guarantees or letters of credit. With respect to credit risk on commitments to extend credit, Rabobank is potentially 
exposed to loss in an amount equal to the total unused commitments. However, the likely amount of loss is less than 
the total unused commitments since most commitments to extend credit are contingent upon customers maintaining 
specific credit standards. Rabobank monitors the term to maturity of credit commitments because longer-term 
commitments generally have a greater degree of credit risk than shorter-term commitments.  

 

1.7  Market risk 

Rabobank takes on exposure to market risks. Market risks arise from open positions in interest rate, currency and equity 
products, all of which are exposed to general and specific market movements. Rabobank applies a “value at risk” 
methodology to estimate market risk of positions held and the maximum losses expected, based upon a number of 
assumptions for various changes in market conditions. Rabobank Nederland sets limits on the value of risk that may be 
accepted, which is monitored daily. 

The daily market value at risk measure (VAR) is an estimate with a confidence level set at 97.5% , of the potential loss 
that might arise if the current positions were to be held unchanged for one business day. The measure is structured so 
that daily losses exceeding the VAR figure should occur, on average, not more than once every sixty days. Actual 
outcomes are monitored regularly to test the validity of the assumptions and parameters used in the VAR calculation. 

Based on these parameters the VAR as at 31 December 2006 and 31 December 2005 was €2,968,881 and €3,226,329 
respectively. 

  
Note: the figures above are the sum of individual VAR within books and do not take correlation factors between books into 
account thus presenting a worst case view of the 97.5% VAR. 
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1 Financial instruments risk management (continued) 

1.8  Operational risk 

Over the last number of years Rabobank has embarked on both head office (Rabobank International) and local 
initiatives to improve its operating systems/platforms and policies/procedures. Rabobank's approach to managing 
operational risk includes maintaining documented procedures, training of staff, careful selection of new staff, 
monitoring various performance indicators and ensuring close review of financial results.    

Operational risk measurement methods are also under review in the context of the Capital Requirements Directives' 
proposals for a capital charge on organisations based on an operational risk assessment and the Regulation on 
Organisation and Control (ROC) by the Dutch Central Bank. The MBRI (Managing Board Rabobank International) has 
approved the Basel II Advanced Measurement Approach for operational risk and the operational risk framework within 
Rabobank International is currently being implemented.  The approach has been approved by the Dutch Central Bank.  
Risk and control assessments have been conducted and appropriate risk reporting set up for both local and head 
office management. Operational Risk Management are currently working on the allocation of operational risk capital 
based on assessments and loss data modelling and this will be finalised in 2007.  We will continue to improve the 
operational risk assessment, monitoring and reporting in preparation for our final implementation in late 2007.   

1.9  Fair value of financial instruments 

The following table presents the fair values of financial instruments based on the following valuation methods and 
assumptions. It is presented because not all financial instruments are reflected in the financial statements at fair value. 
Fair value is the amount for which an asset could be exchanged, or a liability settled, between knowledgeable, willing 
parties in an arm’s-length transaction. 

Rabobank uses market price to determine fair value, where an active market (such as a recognised stock exchange) 
exists, as it is the best evidence of the fair value of a financial instrument. However market prices are not available for a 
significant number of the financial assets and liabilities held and issued by Rabobank. Therefore, for financial 
instruments where no market price is available, the fair values presented in the following table have been estimated 
using present value or other estimation and valuation techniques based on market conditions existing at balance 
sheet dates. The values derived from applying these techniques are significantly affected by the underlying 
assumptions used concerning both the amounts and timing of future cash flows and discount rates applied. The 
following methods and assumptions have been used. 
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1 Financial instruments risk management (continued) 

Cash and balances at central banks: The fair value of liquid assets is assumed to be their carrying value. This 
assumption is applied to liquid assets and the short-term element of all other financial assets and liabilities.  

Placements with other banks: Placements with other banks includes inter-bank placements and items in the 
course of collection. The fair value of floating rate placements and overnight deposits is their carrying 
amount. The estimated fair value of fixed interest bearing deposits is based on discounted cash flows using 
prevailing money market interest rates for debts with similar credit risk and remaining maturity.  

Derivative assets: Derivatives are measured at fair value by reference to quoted market prices when available. 
If quoted market prices are not available, then fair values are estimated on the basis of discounted cash flow 
models and option pricing models as appropriate.  

Loans and advances to customers: Originated loans are estimated using discounted cash flow calculations 
based upon current market rates for similar type loans. For variable-rate loans that reprice frequently and have 
no significant change in credit risk, fair values are based on carrying values.  

Financial assets available for sale: Financial assets available for sale are measured at fair value by reference to 
quoted market prices when available. If quoted market prices are not available, then fair values are estimated 
on the basis of discounted cash flow models and option pricing models as appropriate.  

Deposits from  other banks: Deposits from other banks includes inter-bank placements, items in the course of 
collection and deposits. The fair value of floating rate placements and overnight deposits is their carrying 
amount. The estimated fair value of fixed interest bearing deposits is based on discounted cash flows using 
prevailing money market interest rates for debts with similar credit risk and remaining maturity.   

Derivative liabilities: The fair values of derivative liabilities are measured at fair value by reference to quoted 
market prices when available. If quoted market prices are not available, then fair values are estimated on the 
basis of pricing models (discounted cash flow). 

Due to customers: Due to customers includes current account and deposits. The fair value of savings, deposits 
and current accounts with no specific maturity is assumed to be the amount payable on demand at balance 
sheet date, i.e. their carrying values at this date. The fair values of time deposits are estimated using 
discounted cash flow calculations based upon interest rates currently being offered for similar contracts with 
maturities consistent with those being valued. The carrying amounts of variable-rate deposits approximate 
their fair values at the reporting date.  

Debt securities in issue: Fair value is calculated based on quoted market prices. For those notes where quoted 
market prices are not available, a discounted cash flow model is used based on a current yield curve 
appropriate for the remaining term to maturity.  

Subordinated liabilities: Borrowings are estimated using discounted cash flow calculations based upon 
current market rates for similar types of borrowings with maturities consistent with those remaining for the 
debt being valued.  
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1 Financial instruments risk management (continued) 

Fair value of financial instruments: 

 
CONSOLIDATED    2006

  Carrying   
Value

  2006
  Fair 

  Value

 
     2005 

Carrying 
    Value 

 
   2005  

   Fair  
       Value 

    €’000   €’000         €’000   €’000 
 
Assets 

    

Placements with other banks 13,438,662 13,548,525 13,795,106 13,936,268 
Derivative assets 218,488 218,488 265,071 265,071 
Loans and advances to customers  3,138,235 3,147,782 5,817,412 5,852,448 
Financial assets available for sale 7,402,677 7,402,677 7,988,654 7,988,654 
 
Liabilities 

  

Deposits from other banks 15,835,707 15,930,430 19,092,175 19,179,638 
Derivative liabilities 302,970 302,970 447,871 447,871 
Due to customers 5,932,609 6,008,031 6,647,053 6,700,275 
Debt securities in issue 1,382,615 1,391,628 965,306 933,299 
Subordinated liabilities 230,000 231,187 230,000 231,472 

 
 
COMPANY    2006

  Carrying   
Value

  2006
  Fair 

  Value

 
   2005 

 Carrying   
Value 

 
  2005 

  Fair  
  Value 

    €’000   €’000    €’000   €’000 
 
Assets 

    

Placements with other banks 12,898,526 12,988,439 13,578,917 13,676,779 
Derivative assets 225,625 225,625 215,355 215,355 
Loans and advances to customers  3,416,036 3,426,728 5,122,387 5,240,308 
Financial assets available for sale 4,718,786 4,718,786 5,606,879 5,606,879 
 
Liabilities 

  

Deposits from other banks 15,042,541 15,129,364 19,092,175 19,179,638 
Derivative liabilities 318,376 318,376 440,251 440,251 
Due to customers 5,609,229 5,676,024 5,224,067 5,238,205 
Debt securities in issue 1,382,615 1,391,628 965,306 933,299 
Subordinated liabilities 230,000 231,187 230,000 231,472 
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2 Net Interest Income 
  
Net interest income is wholly derived from business of wholesale banking.  
  
Distribution by geographical areas:  
 

  2006 2005 

 €’000 €’000

Interest income    

Ireland  416,609 361,181 

Rest of Europe  398,825 257,792 

Rest of World  167,524 129,953 

    

  982,958 748,926 

Interest expense   

Ireland  377,155 167,258 

Rest of Europe  500,765 348,843 

Rest of World  46,348 153,886 

    

  924,268 669,987 
 
Distribution by balance sheet items: 
 

  2006 2005

 €’000 €’000

Interest income    

Cash and balances with central banks 5,330 3,994

Due from other banks 435,832 312,100

Loans and advances to customers 329,203 196,762

Financial assets available for sale 212,593 236,070

    

  982,958 748,926

Interest expense   

Due to other banks 628,808 442,411

Due to customers  260,921 186,135

Debt securities in issue 34,539 41,441

    

  924,268 669,987

  

Net interest income 58,690 78,939
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3 Net Trading Income 
 

2006 2005 
 €’000 €’000 

Foreign exchange 1,088 (1,555) 
Net result on hedge accounting 431 420 

Net result on trading derivatives (11,206) (7,090) 
      

Total trading income (9,687) (8,225) 
 
Foreign exchange includes gains and losses from spot and forward contracts, and translated foreign currency 
assets and liabilities. 
 
Net result on hedge accounting reflects the gains and losses attributable to ineffective hedges in connection with 
hedge accounting.   
 
Net result on trading derivatives reflect measurement of derivatives which do not qualify for hedge accounting. 
 
4 Other income 
 

2006 2005 
€’000 €’000 

Support services 1,307 8,930 
 
This relates to income from other Rabobank Nederland group companies for IT and administration services provided. 
 
5 Operating expenses 
 

  2006 2005 

€’000 €’000 

Staff costs    

 - wages and salaries  7,481 8,486 

- social welfare costs 668 891 

- other pension costs  - defined contribution 760 597 

   - defined benefit - 241 

- other staff costs    827 1,103 

  9,736 11,318 

Other administrative expenses 4,835 14,533 

Depreciation of plant and equipment (note 13) 248 565 

Profit on sale of plant and equipment (39) (17) 

  14,780 26,399 
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5 Operating expenses (continued) 
 
Staff numbers and costs 
 
The average number of persons employed by the group during the year was as follows; 
 

  Number of employees 

  2006 2005 

Management  4 6 

Front office  13 12 

Back office  25 21 

Support  35 27 

IT Support  - 25 
    

  77 91 
 
6 Profit before taxation is stated after charging the following items: 
 

  2006 2005 

  €’000 €’000 

Directors’ remuneration:   

Fees  36 36 

Other emoluments including pensions 369 326 

    

  405 362 

    

Auditors’ remuneration (including expenses) 143 119 

    

Operating lease charges on premises 1,264 1,170 
 
7 Income tax expense 
 

  2006 2005 

  €’000 €’000 

Corporation tax  967 2,621 

Withholding tax  2,205 2,802 

Over provision in respect of prior years (1,516) (351) 

Deferred tax (note  20) (145) (239) 

    

  1,511 4,833 
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7. Taxation (continued) 
 
The group is subject to the standard rate of corporation tax in Ireland which is currently 12.5%.  Prior to 2006 the group 
qualified for an effective rate of corporation tax of 10% on qualifying activities under the provisions of Section 446, Taxes 
Consolidation Act 1997. 
 

  2006 2005 

  €’000 €’000 

Profits before tax  39,352 55,858 

Tax on profit on ordinary activities 

                     at 12.5% (2005: 12.5%) 4,919 6,982 

    

Tax  effects:    

Franked investment income (786) (3,983) 

Non-deductible expenses (199) 1,940 

Manufacturing relief - (894) 

Tax withheld at source 22 25 

Foreign tax adjustments 613 1,114 

Over provision in prior years (1,516) (351) 

Group loss relief  (1,542) - 

    

Total tax in the period 1,511 4,833 
 
8  Placements with and loans and advances to other banks 
 

             2006              2005 

  Consolidated Company Consolidated Company 

  €’000 €’000 €’000 €’000 

Repayable on demand 41,293 41,293 53,726 53,694 

Term deposits  13,397,369 12,857,233 13,741,380 13,525,223 

      

  13,438,662 12,898,526 13,795,106 13,578,917 

Amounts include:      

Due from Rabobank Nederland Group entities 13,277,659 12,737,523 13,517,781 13,301,624 
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9  Derivatives 
 

  2006 2005 

  Consolidated Company Consolidated Company 

  €’000 €’000 €’000 €’000 

Derivative assets by instrument type:    

      

Interest rate  216,506 223,643 255,636 205,920 

Foreign exchange  1,540 1,540 8,733 8,733 

Credit  442 442 702 702 

      

  218,488 225,625 265,071 215,355 

      

Derivative liabilities by instrument type:    

      

Interest rate  296,810 312,216 446,312 438,692 

Foreign exchange  5,755 5,755 958 958 

Credit  405 405 601 601 

      

  302,970 318,376 447,871 440,251 

      

Net derivatives held:     

      

Fair value hedges of interest rate risk (139,950) (139,950) (244,174) (244,174) 

Cash flow hedges of interest rate risk 11,398 3,129 51,158 9,062 

Other derivatives held for risk management 44,070 44,070 10,216 10,216 

      

  (84,482) (92,751) (182,800) (224,896) 

      

Notional amount of derivatives:    

      

Fair value hedges of interest rate risk 3,963,242 3,602,369 3,963,242 3,602,369 

Cash flow hedges of interest rate risk 1,260,355 2,211,386 956,635 582,249 

Other derivatives held for risk management 28,812,144 32,753,968 31,318,485 32,753,968 

      

  34,035,741 38,567,723 36,238,362 36,938,586 
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9.      Derivatives (continued) 
 
Derivatives held for hedging purposes  
 
Rabobank enters into various derivative financial instruments which are designated and qualify as either fair value or 
cash flow hedges. Rabobank also enters into derivative transactions to hedge against economic risk exposures that do 
not receive hedge accounting treatment.  
 
Fair value hedges 
 
Rabobank’s fair value hedges principally consist of interest rate and cross currency swaps that are used to protect 
against any potential decrease in the fair value of fixed rate assets or increase in fair value of term deposits from 
customers denominated both in local and foreign currencies.  
 
Cash flow hedges 
 
Rabobank uses interest rate swaps to protect against changes in cash flows of certain variable rate liabilities. 
 
Derivatives held or issued for trading purposes  
 
Rabobank trades in derivatives where it takes positions in traded and over the counter instruments, to take advantage 
of short-term market movements in currency and interest rate prices. Trading limits are placed on the level of exposure 
that can be taken in relation to both overnight and intra-day market positions. With the exception of specific hedging 
arrangements, foreign exchange and interest rate exposures associated with these derivatives are normally offset by 
entering into counterbalancing positions, thereby controlling the variability in the net cash amounts required to 
liquidate market positions.  
 
10  Loans and advances to customers 
 

  2006 2005 

  Consolidated Company Consolidated Company 

  €’000 €’000 €’000 €’000 

Repayable on demand 9,948 9,948 - -    

Term deposits  3,129,174 3,406,975 5,820,547 5,125,522 

Provision for impairment (note 11) (887) (887) (3,135) (3,135) 

      

  3,138,235 3,416,036 5,817,412 5,122,387 

Amounts include:      

Due from Rabobank Nederland Group entities 2,804,953 3,082,754 5,545,912 4,850,887 
 
Rabobank has accepted collateral to the fair value of €245,277k (2005 €271,320k) in respect of commercial loans 
included above. 
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11    Provision for impairment 
 

  2006 

Consolidated and company Provisions held for: 

 

Lending - related 
Commitments 

Specific 
Advances 

Collective 
Advances 

Total 
Advances 

Total 

  €’000 €’000 €’000 €’000 €’000 

At the beginning of the year 26,308 - 3,135 3,135 29,443 

Additional allowance in year 2,254 144 - 144 2,398 

Reversal of allowance - - (2,248) (2,248) (2,248) 

Recovery of allowance   (3,966) (144) - (144) (4,110) 

Exchange rate movements (2,641) - - - (2,641) 

       

At the end of the year 21,955 - 887 887 22,842 
 
The additional allowances in year and reversal of allowances are reflected in the income statement, giving rise to a provision 
for impairment charge of €150k (2005 €3,102k release). 
 
Interest income in respect of impaired loans was €443k (2005 €849k). 
 

  2005 

Consolidated and company Provisions held for: 

 

Lending - related 
Commitments 

Specific 
Advances 

Collective 
Advances 

Total 
Advances 

Total 

  €’000 €’000 €’000 €’000 €’000 

At the beginning of the year 15,105 14,827 6,535 21,362 36,467 

Additional allowance in year 9,915 1,376 - 1,376 11,291 

Reversal of allowance - (10,993) (3,400) (14,393) (14,393) 

Recovery of allowance   (960) (7,296) - (7,296) (8,256) 

Exchange rate movements 2,248 2,086 - 2,086 4,334 

      

At the end of the year 26,308 - 3,135 3,135 29,443 
 
 
Provision for lending related commitments. 
 
In the normal course of business, Rabobank has provided guarantees of loans given by other financial institutions. In respect 
of guarantees where the loan is in default, Rabobank has made specific provisions  of  US$29m  (€22m) (2005 US$31m, 
€26m) in respect of these exposures. The provision is based upon the discounted cashflows expected. The cash outflows 
relate to legal expenditure in the course of collateral collection. The value of collateral is at directors estimate of fair value, as 
currently no active markets exists for the collateral. The expected recovery period is at least 3 years to 2009. 
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12 Financial assets available for sale 
 

             2006           2005 

Consolidated Listed Total Listed Total 

 €’000 €’000 €’000 €’000 

Government bonds 1,957,610 2,050,724 2,256,037 2,475,704 

Other  debt securities 2,631,742 5,297,283 3,088,369 5,468,956 

Equity securities - 54,670 - 43,994 

     

Total 4,589,352 7,402,677 5,344,406 7,988,654 

             2006             2005 

Company Listed Total Listed Total 

 €’000 €’000 €’000 €’000 

Government bonds 1,907,693 2,000,806 2,181,131 2,400,798 

Other  debt securities 2,570,072 2,663,310 3,027,478 3,162,087 

Equity securities - 54,670 - 43,994 

     

Total 4,477,765 4,718,786 5,208,609 5,606,879 
 

Consolidated and company  2006 2005 

          €’000 €’000 
     

Gains less losses on sale of financial assets available for sale 4,538 1,962 
 
The movement in financial assets available for sale may be summarised as follows: 
 

                             2006            2005 

  Consolidated Company Consolidated Company 

  €’000 €’000 €’000 €’000 

Opening balance 7,988,654 5,606,879 7,451,934 5,778,146 

Exchange differences  (354,375) (72,412) 401,348 119,180 

Additions  1,653,192 592,109 2,383,947 1,182,909 

Disposals (sale and redemption) (1,733,100) (1,263,154) (2,158,070) (1,425,280) 

Gains/(losses)from changes in fair value (151,694) (144,636) (90,505) (48,076) 

      

Closing balance  7,402,677 4,718,786 7,988,654 5,606,879 
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13  Plant & Equipment 
 

Consolidated & Company Fixture and
fittings

Motor
vehicles

Other 
equipment 

Total

 €’000 €’000 €’000 €’000

Cost   

Balance at 1 January 2005 1,295 421 1,269 2,985

Additions  27 158 38 223

Disposals  - (176) (796) (972)

   

Balance at 31 December 2005 1,322 403 511 2,236

   

Balance at 1 January 2006 1,322 403 511 2,236

Additions  75 90 53 218

Disposals  - (207) - (207)

   

Balance at 31 December 2006 1,397 286 564 2,247

   

Depreciation   

Balance at 1 January 2005 778 162 269 1,209

Depreciation for the period 112 102 351 565

Disposals  - (93) (377) (470)

   

Balance at 31 December 2005 890 171 243 1,304

   

Balance at 1 January 2006 890 171 243 1,304

Depreciation for the period 81 81 86 248

Disposals  - (142) - (142)

   

Balance at 31 December 2006 971 110 329 1,410

   

Net book value   

At 1 January 2005  517 259 1,000 1,776

   

At 31 December 2005 432 232 268 932

   

At 31 December 2006 426 176 235 837
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14 Other assets     
 

 
 

          2006           2005 

 Consolidated Company Consolidated Company 

 €’000 €’000 €’000 €’000 

Interest receivable 195,070 177,423 200,568 176,851 

Other prepayments and accrued income 2,013 1,959 3,679 2,851 

Corporation tax prepaid 1,152 2,653 475 1,016 

     

 198,235 182,035 204,722 180,718 
 
15    Deposits from other banks 
 

            2006           2005 

  Consolidated Company Consolidated Company 

  €’000 €’000 €’000 €’000 

Repayable on demand 10,010 10,010 7,048 7,048 

Time deposits  15,825,697 15,032,531 19,085,127 19,085,127 

      

  15,835,707 15,042,541 19,092,175 19,092,175 

Amounts include:      
Received from Rabobank Nederland  
Group entities 13,920,470 13,127,304 17,895,867 17,895,867 

 
16 Due to customers   
 

            2006           2005 

  Consolidated Company Consolidated Company 

  €’000 €’000 €’000 €’000 

Repayable on demand 2,917 39,376 4,662 41,037 

Time deposits  5,929,692 5,569,853 6,642,391 5,183,030 

      

  5,932,609 5,609,229 6,647,053 5,224,067 

Amounts include:      
Received from Rabobank Nederland  
Group entities 4,698,638 4,375,258 5,476,125 4,053,139 
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17 Debt securities in issue 
 

Consolidated and company   2006 2005 
   €’000 €’000 

Certificates of deposit   418,755 736,010 

Commercial paper issued   963,860 229,296 

     

   1,382,615 965,306 

Amounts include:     
Received from Rabobank Nederland  
Group entities 978,148 210,000 

 
18 Other liabilities 
 

  2006 2005 

  Consolidated Company Consolidated Company 

  €’000 €’000 €’000 €’000 

Interest payable  117,464 110,988 133,678 126,200 

Other accrued liabilities  14,112 11,358 24,569 21,520 

      

  131,576 122,346 158,247 147,720 
 
19 Current taxes 
 

Consolidated and company  2006      2005 
  €’000 €’000 
Irish taxes:     

   PAYE/PRSI   472 528 

   VAT   1,805 1,106 
      

   2,277 1,634 
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20 Deferred tax 
 

             2006            2005 

  Consolidated Company Consolidated Company

  €’000 €’000 €’000 €’000

Deferred tax   

At 1 January  4,345 5,358 8,039 7,915

Income statement charge  (note 7) (145) (145) (239) (239)

Available for sale reserve (1,346) (1,082) (5,780) (1,796)

Cashflow hedge reserve (769) (760) 2,321 (522)

Disposal of subsidiary - - 4 -

   

At 31 December  2,085 3,371 4,345 5,358
 
The deferred tax assets and liabilities are attributable to the following: 
 

                 2006               2005 

  Consolidated Company Consolidated Company 

  €’000 €’000 €’000 €’000 

Deferred tax liabilities:     

Plant & equipment  97 97 87 87 

Interest bearing borrowings 427 427 254 254 

Available for sale reserve 37 3,224 1,383 4,306 

Cashflow hedge reserve 2,319 418 3,088 1,178 

      

  2,880 4,166 4,812 5,825 

Deferred tax assets:     

Provision for collective advances - - (467) (467) 

Tax losses  (795) (795) - - 

     

Net deferred tax liability 2,085 3,371 4,345 5,358 
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21 Subordinated liabilities 
 

Consolidated and company   2006 2005 
   €’000 €’000

     

Undated Loan Capital   230,000 230,000 
 
The subordinated debt of €230,000,000 was issued to Coöperatieve Centrale Raiffeisen Boerenleenbank B.A. 
(Rabobank Nederland) by Rabobank Ireland plc on 2 November 2001.  Interest at variable rates is paid quarterly in 
arrears on the last day of each interest period.  The subordinated debt has no final maturity but cannot be repaid 
prior to 2  November 2007. 
 
22 Share capital     
 

Consolidated and company  2006 2005

   €’000 €’000

Authorised      

50,120,000 ordinary shares of EUR 0.50 each 25,060 25,060

     

Allotted, called up and fully paid   

14,120,000 ordinary shares of EUR 0.50 each   7,060 7,060
 
23 Cash and cash equivalents 
 

Consolidated     

 
01-Jan 

2006 

 
Cash flow 31-Dec 

2006 

   €’000 €’000 €’000 

Cash and balances with central banks 203,763 (33,360) 170,403 

less restricted balances with Central bank  (190,207) 32,816 (157,391) 

Due from other banks – repayable on demand 53,726 (12,433) 41,293 

      

   67,282 (12,977) 54,305 

Company   

 
01-Jan 

2006 

 
Cash flow 31-Dec 

2006 

   €’000 €’000 €’000 

Cash and balances with central banks 203,763 (33,375) 170,388 

less restricted balances with central bank (190,207) 32,816 (157,391) 

Due from other banks – repayable on demand 53,694 (12,401) 41,293 

      

   67,250 (12,960) 54,290 
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24 Credit related commitments 
 

Consolidated  and company   2006 2005 

   €’000 €’000 

Guarantees   95,032 356,058 

Commitments to extend credit   224,992 201,673 

     

   320,024 557,731 
 
 
Rabobank measures impairment for inherent risks within its exposure and recorded an impairment provision of  
€21,955k at 31 December 2006 (2005 €26,308k). (See note 11)   
  
Related to the above balances are offsetting commitments received from group companies: 
 

   2006 2005 

   €’000 €’000 

Guarantees   - 191,500 

Commitments to extend credit   36,998 70,503 

     

   36,998 262,003 
 
25 Operating lease commitments 
 
The total future minimum lease payments under non-cancellable operating leases for each of the following periods 
are as follows: 
 

Consolidated  and company  2006 2005 
  €’000 €’000

- not later than one year  1,224 1,170 

- later than one year and not later than five years 4,726 4,680 

- later than five years  8,424 9,064 

     

   14,374 14,914 
 
26 Pension liabilities 
 
The group operated a defined contribution pension scheme for staff whereby an annual percentage of an 
individual’s pensionable salary is paid into that individual’s pension account.  The pension charge in the income 
statement represents contributions payable to the funds and, for the year ended 31 December 2006, amounted to 
€760k (2005: €585k).  Accruals in respect of pension charges at year end 31 December 2006 amounted to € nil  
(2005: €45k). 
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27 Subsidiary companies 
 
The following companies are 100% subsidiaries of Rabobank, and are included within the consolidation results. 

 
Name Issued equity capital Main activities 

  €’000 € ‘000 

Gosmore Investments 1,318,034 Investing in securities 

Tullaghought Company 509,332 Investing in securities 
 
 
Both companies have unlimited status, country of incorporation is Ireland, functional currency is € and registered 
office is George’s Dock House, IFSC, Dublin 1.     
 
On 16 December 2005, Rabobank Ireland plc sold 100% of the share capital in Rabo International Support Limited 
to Rabobank International Holdings BV. 
 

Company   2006 2005 

   €’000 €’000 

Opening investment in subsidiaries during the year 1,898,695 1,814,839 

Additions   549,544 78,106 

Redemption   (582,971) (58,638) 

Exchange adjustment  (37,902) 64,388 

     

Closing investment in subsidiaries  1,827,366 1,898,695 
 
 
28 Collateralised arrangements: Repurchase agreements & securities lending agreements 
 
Repurchase and securities lending transactions undertaken by Rabobank Ireland plc which are cash collateralised 
are included within “Due to other banks” and amounted to the following at 31 December: 
 

Consolidated & Company  2006 2005

 €’000 €’000

Due to other banks  1,854,529 780,775
 
In addition, security lending transactions which are collateral by securities, amounted to: 
 

   2006 2005

  €’000 €’000

Security lending collateral  388 2,132
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29 Related party disclosure 
 
Parties are considered to be related if one party has the ability to control the other party or exercise significant 
influence over the other party in making financial or operational decisions. Related party transactions include 
transactions with subsidiaries, associates, joint ventures, shareholders, key management and transactions between 
subsidiaries. These transactions were carried out on commercial terms and at market rates. 
 
A number of banking transactions are entered into by Rabobank Ireland plc with related parties in the normal 
course of business. These include loans, deposits and foreign currency transactions. These were carried out on 
commercial terms and at market rates. The volumes of related party transactions, outstanding balances at the year 
end and related expense and income for the year are as follows: 
 

              2006              2005 

 Consolidated Company Consolidated Company

 €’000 €’000 €’000 €’000 

Assets   

Loans and advances 16,082,612 15,820,277 19,063,693 18,152,511 

Derivatives 147,751 154,888 215,558 165,841 

Financial assets available for sale 34,276 34,276 63,394 63,394 

Other assets 97,215 87,027 86,416 69,459 

Investment in subsidiaries - 1,827,366 - 1,898,695 

   

Liabilities   

Deposits 18,619,108 17,502,562 23,371,992 21,949,006 

Derivatives 206,847 222,253 282,974 275,353 

Debt securities in issue 978,148 978,148 210,000 210,000 

Other liabilities 104,605 94,971 124,576 116,296 

Subordinated loans 230,000 230,000 230,000 230,000 

   

Income Statement   

Interest income 626,658 489,640  

Interest expense 780,459 554,895  

Trading gains/ losses (8,518) 70,039  

   

Contingents   

Guarantees received 36,998 36,998 262,003 262,003 
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29 Related party disclosure (continued) 
 
Compensation to six key management members of Rabobank were as follows: 
 

Consolidated and company                                                     2006 2005 

     €’000     €’000 

Directors fees  36 36 

Employment benefits  1,540 1,559 

Pension benefits  110 85 

     

   1,686 1,680 
 
 
There were no loans to or deposits from key management members at 31 December 2006 (2005 € nil).  
 
30 Events after the balance sheet date 
 
There have been no significant events after the balance sheet date which require disclosure. 
 
31 Group membership 
 
Rabobank Ireland plc is a wholly owned subsidiary of the Coöperatieve Centrale Raiffeisen - Boerenleenbank B.A. (Rabobank 
Nederland).  Rabobank Nederland is incorporated in The Netherlands.  Its registered office is Croeselaan 18, 3521 CB Utrecht, 
The Netherlands. 
 
The smallest and largest group in which the results of the company are consolidated is that headed by Rabobank Nederland.  
The Rabobank Nederland group financial statements are filed at the Amsterdam Chamber of Commerce in The Netherlands. 
 
32 Approval of financial statements 
  
The financial statements were approved by the board of directors on 21 March 2007. 
 


