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Breakdown of Crown revenue collected by Customs 2007/08
GST Fuels
$5.812b $853m
63% T~ 9%
Excise
$1.586b Tobacco
17% $160m
2%
Alcohol
Customs Duty $573m

$1.858b 6%
20%
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CAPABILITY AND ¢

ORGANISATIONAL HEALTH

As at 30 June 2008, Customs had over 1200 staff in 16
locations in New Zealand and five locations overseas.

Our extensive border presence and infrastructure mean we
play an important role in New Zealand’s border
management. We need to maintain that presence and
infrastructure in the face of increasing trade and travel
volumes, service delivery expectations, and evolving risks.
Customs needs to have the right mix of quality people,
technical skills and knowledge, systems and technology,
organisational structure, and other resources. In 2007/08,

Customs has continued to focus on these areas.

Our 2007/08 Statement of Intent records the key
capability objectives and focus of initiatives to be
progressed during 2007/08. Progress against each

of those initiatives is discussed in this section.

Systems and technology

The objective identified in relation to systems and
technology was that Customs would advance planning
to replace business critical systems. The initiative to be
advanced in 2007/08 was that Customs would develop
an architectural design and a business case for
consideration by government in relation to our border

management system.

The Statement of Intent also includes the emphasis

for 2007/08 relating to the Development Goals for State
Services and Customs’ Strategic Priorities. In relation
to the Development Goals of Networked State Services
and Accessible State Services, and Customs’ Strategic
Priority of Information Processes and Technology,

it was recorded that in 2007/08 Customs would:

} use the opportunity provided in the process
of the renewal of the information systems of
three agencies in the border sector to ensure
coordinated development and investment of
information processes and technology, which
will provide further opportunities to transform

the way border services are provided

} with other border sector agencies, advance work on
the development of new border management systems

that will provide a “single window” for clients

Replacement of Customs’ border management system

In 2007/08, Customs made considerable progress in the
preparation of a Stage 1 business case for the replacement
of CusMod, the electronic border management system
used by Customs to manage risks at the border while
facilitating legitimate trade and travel. CusMod needs to be
redeveloped to improve risk management capability and to
respond to new demands on the system such as new trade
agreements, policies and international data standards, and
the mounting information needs of other agencies using the
system. An updated border management system is also
critical to the success of Trade Single Window, an initiative
that will, as far as possible, provide a “one-stop shop” for
clients when dealing with government agencies over

clearance of imports and exports.

In developing the business case, Customs consulted
with external stakeholders and other agencies using
CusMod. In particular, we took into account the
collaboration of border sector agencies through the
Border Sector Governance Group and the Government’s
specific direction for those agencies to develop a
common approach to the information technology
systems of Customs, the Ministry of Agriculture and
Forestry, and the Department of Labour. The consultation
by Customs with other border agencies has discussed
the CusMod replacement in light of the need to
rationalise systems and processes with a view to
improving risk management capability, avoiding
duplication, and minimising disruption to trade and
travel. As a result of that consultation, the Ministry of
Agriculture and Forestry has signalled the possibility
that replacement of its own border clearance system

could be incorporated into the CusMod replacement.

The Stage 1 business case was submitted to Cabinet

in August 2008. Cabinet selected one of the options

for replacing CusMod from that business case and the
project is to be progressed further in 2008/09 by way

of a Stage 2 business case, which will include detailed
scoping, finalised costs and the benefits of the approved
option (and address specific opportunities for systems

collaboration between border agencies).



Trade Single Window

Customs made further progress in 2007/08 in discussions
with other agencies concerning the development of Trade
Single Window, a system which would allow trade-related
information and/or documents to be submitted only once
at a single data entry point to fulfil all import, export and
transit-related regulatory requirements. A Trade Single
Window would contribute significantly to addressing many
of the issues raised by industry stakeholders concerning
duplication of effort in clearing border agency processes
and would likely delivery synergies in border management
for Customs, the Ministry of Agriculture and Forestry,

and the New Zealand Food Safety Authority. Discussion
culminated in approval of a joint Budget 2008 bid under
Vote: Customs to confirm the services to be provided to
industry as part of the Trade Single Window concept. A
Stage 1 joint business case is to be developed for Cabinet

consideration prior to Budget 2009.

Information Services

Customs continued to implement its Information Services
Strategic Plan in order to meet its current and future
information and knowledge management requirements.

The Plan aims to progress four key initiatives:

} replacement of CusMod, Customs’ border

management system
} Knowledge Management
} Information Services architecture
} Information Services capability.

As noted in Customs’ 2007/08 Statement of Intent,
Customs is an organisation that is heavily reliant on its
IT systems and there is a significant risk that the current
systems will not continue to serve all of Customs’ needs.
Customs continues to implement necessary levels of
information services capability, reducing the risk of a
major systems outage, but the primary goal is the

replacement of CusMod.

Customs completed the development of its Knowledge

Strategy in June 2008. The Knowledge Strategy will help

Customs obtain complete and accurate information to
best target interventions, keeping compliance costs down
for legitimate traders and passengers while facilitating the
interception of illicit or erroneous border transactions.
The Knowledge Strategy comprises three main streams
of activity to be implemented in future, although central

to delivering this strategy is the replacement of CusMod.

People capability

The Statement of Intent 2007/08 records that in 2007/08
Customs would continue to implement key people
capability objectives in support of the identified objective

of improving the attractiveness of Customs as a career.

The Statement of Intent also includes the emphasis for
2007/08 relating to the Development Goals for State
Services and Customs’ Strategic Priorities. In relation to
the Development Goals of Employer of Choice, Excellent
State Services and Trusted State Services, and Customs’
Strategic Priority of People Capability, it was recorded

that in 2007/08 Customs would continue:

} to implement its organisation development
strategy that is aimed at ensuring that we
are seen, both internally and externally, as an

employer of choice

} its active programme of developing leadership
capability and providing career development

opportunities for staff

} to advance its organisational development
strategy which has a strong emphasis on integrity

and respect for clients and stakeholders.

Customs is facing mounting pressure on our resources
from the need to respond to increases in volumes of
trade, travel and revenue collection; new demands
arising from free trade agreements and international

obligations; and increasingly complex border threats.

Customs focuses on attracting and retaining high calibre
staff to meet these increasing demands. The competitive
job market and staff turnover pose some challenges in

this area.



Customs’ annual staff turnover for 2007/08 was 11.9
percent, an increase of 1.4 percent from the turnover
rate for 2006/07. There has been a significant increase in
turnover for those with one to two years’ service — from
14.7 percent in June 2007 to 24.1 percent in June 2008
— and staff departures remained disproportionately high
for those with two to five years’ service, at 16.8 percent
in June 2008. Of particular concern is that a large
proportion of the departing staff are frontline Customs
officers. These officers cannot be immediately replaced
as any new recruits must complete the necessary
training and have several years’ frontline experience

to be fully operational officers.

Accordingly, Customs has the challenge of managing
capability, specialist knowledge retention and continuity
in key roles. Retention of staff was, and remains,

a particular area of focus for Customs. We recognise
that it is important to have a suitable remuneration,
rewards and conditions framework that allows for
increased flexibility and job enrichment to provide
challenging work, improved productivity and

opportunities for development.

Results of the staff survey confirm that a significant
majority of staff believe in what Customs is trying to
achieve, take an active interest in what’s happening,

and know how their work contributes to the success

of Customs. The survey results also indicated some
concern about remuneration and conditions of service,
which were seen as non-competitive against comparable
positions in other organisations, and in a tight labour
market that offers other opportunities. It has been
reinforced through exit interviews with departing staff
that dissatisfaction with remuneration is a principal factor

for such staff leaving.

Accordingly, in 2007/08, Customs completed a review
of the remuneration framework and conditions of service
against existing and future requirements with the aim of
designing new remuneration and service conditions that
retain staff and confirm Customs as an employer of

choice. Customs has recommitted to focusing on

implementing the new remuneration and conditions
of service framework, continuing to provide practical
support for career planning, and giving access to

development opportunities.

Customs’ broader rewards and recognition framework
also continued to operate in 2007/08. Staff received
internal awards and national honours. In particular,
the institution of the New Zealand Customs Service
Medal was approved by Her Majesty the Queen,

and subsequently awarded to the first group of eligible
Customs officers. The Medal recognises the special
nature and scope of Customs’ border protection work
and the significant contributions that frontline Customs
officers make to the security and protection of New

Zealand’s border.

Building leadership capability

Customs continued to implement its Organisation
Development Strategy in 2007/08. The increased
emphasis on training and development under that
Strategy aims to strengthen performance and employee

engagement and to limit staff turnover.

We seek to grow our internal leadership capacity by
making opportunities available to our best people to

lead our most valuable resource. Customs maintained
our focus on providing opportunities that best utilise
people’s skills and knowledge, providing career and
development opportunities and the practical support to
identify and take those opportunities. We have continued
to develop and implement Customs’ initiatives for lateral

and vertical capability building.

As part of our strategic capability plan for all staff, linked
strongly with the objective of keeping our existing talent,
our Career Development Board continued to identify
leadership and technical ability and provide support and
encouragement to our staff to develop those critical
competencies further. The Career Development Board is
in place to help build the skills of Customs employees
and to provide opportunities to develop a long term

career with the organisation. The Board monitors the



performance and achievement of management staff and
targets training opportunities that will result in skilful and

effective leadership within Customs.

Customs has a Career Path and Training Framework to
provide and build on the leadership opportunities available
to staff who wish to progress their career in the
management and leadership stream. In 2007/08, Customs
undertook further work on the operation of the Framework,
including establishing assessment criteria for progressing

from Customs Officer to Senior Customs Officer.

We continued to implement and refine our Leadership
Development Programme for managers at all levels
in 2007/08.

In addition, all managers are supported through human
resources policies and advice to develop career
pathways for their staff. This starts with the commitment
that all staff will have personal development plans that
clearly demonstrate how they can have a fulfilling career

with Customs.

Customs’ National Training Unit also supports
organisational capability building through developing and
arranging delivery of training and development

programmes, and maintaining competency frameworks.

In 2007/08, we made progress on integrating
Customs’ competency and training framework

with the New Zealand Qualifications Authority National
Qualifications Framework, giving Customs employees
nationally recognised qualifications. This is expected
to be completed in 2008/09.

Equality and Diversity/Equal Employment
Opportunities (EEO)

Customs is committed to equality and diversity. Our
actions in this area are guided by the State Service
Commission’s Equality and Diversity: New Zealand Public

Service Equal Employment Opportunities Policy.

In 2007/08, Customs’ ethnic demographic profile
remained relatively unchanged. There has been no
change in the number of staff who identify themselves as
New Zealand Maori in the last year, with 8.4 percent of
staff identifying as Maori as at June 2008. There has been
a small decrease in those who identify as Pacific Peoples
from 8.1 percent in June 2007 to 7.9 percent as at June
2008. These percentages compare to the 2010 targets
agreed with the State Services Commission of 12 percent
of staff who identify as New Zealand Maori and

10 percent of staff who identify as Pacific Peoples.

Customs’ ethnicity profile as at 30 June 2008

Not Specified

Other 5.5%

4.9%
Asian
8.4%

Pacific
Peoples
7.9%

NZ Maori —
8.4%

NonNz .~
European
13.9%

NZ European/Pakeha
64.4%

Note: Individuals can have up to two ethnicities recorded in the Employee Information database — meaning that the numbers will not equate

to 100 percent. This is in line with both the State Services Commission reporting criteria and Statistics New Zealand practice.



There has been a slight increase in the percentage

of female staff from 38 percent as at June 2007 to 39
percent as at June 2008. Customs will need to increase
the percentage of female staff by a further 8 percent to
meet the 2010 target of 47 percent. Customs completed
a review in 2007/08 to identify if and how gender issues
affect employment within Customs. The review found
that while there are no major concerns, there were some

areas in which improvement could be made.

Customs continues to develop and pursue strategies to
meet its 2010 EEO targets. This includes ensuring that
the trainee recruitment process gives an appropriate
focus to the recruitment of New Zealand Maori, Pacific

Peoples, and women.

During 2007/08, Customs made considerable progress
on the development of a Maori Responsiveness Plan for
2008-2012, which aims to ensure Customs’ policies and
actions meet the needs of Maori audiences both as a
delivery and policy arm of government and also as an
employer. The initiatives contained in the Plan include
those intended to attract more Maori candidates for

positions at Customs and to retain existing Maori staff.

Customs has a Disability Strategy Implementation Plan
in place. During 2007/08, Customs maintained its focus
on the actions contained in that Plan targeted at

providing equal opportunities for disabled people to be
recruited, retained and promoted on the same basis as

non-disabled people.

Customs’ challenges relating to attracting and retaining
staff generally also apply to Maori, Pacific and female
staff. It is anticipated that our initiatives addressing
recruitment and retention of staff generally will assist

us in meeting our 2010 targets.

Passenger facilitation and risk management

Customs’ 2007/08 Statement of Intent recorded that
in pursuit of improving Customs’ capability to cost-
effectively deal with growing volumes and risks, we

would undertake particular initiatives in 2007/08:

} explore automated border processing systems

} upgrade passenger processing facilities

at Auckland International Airport

} develop and implement Standard Processing

Times for air and cruise ship passengers.

The actions taken by Customs in relation to these
initiatives are discussed under the Trade and Tourism
Support outcome above (page 20). Those actions are
intended to improve Customs’ capability to cost-

effectively deal with growing volumes and risks.

Performance measurement

The 2007/08 Statement of Intent recorded that Customs
would establish a new level of capability in performance
measurement and evaluation, and further enhance
Customs’ performance information in 2007/08, towards
the capability objective of increasing the evidence base

relating to Customs’ performance.

Customs’ capability in performance measurement and
evaluation was strengthened and progress was made
in enhancing performance information during 2007/08.
An initial performance measurement framework and a
work programme on performance measurement and
evaluation have been developed. The multi-year
programme will include further developing the
performance measures for outputs, immediate results
and impacts, cost-effectiveness, and long-term
outcomes, and the analysis and evaluation of
performance. The work also aims to improve the

quality of performance information.

Customs’ legislation

Customs’ 2007/08 Statement of Intent recorded that in
2007/08 we would progress preliminary policy work on
reviewing Customs’ legislation on the basis that the
Customs and Excise Act 1996 needs to be reviewed to
ensure that it will continue to provide a suitable framework
for responding to the demands of the future and meeting

the Government’s requirements at the border.



Rather than commencing a comprehensive review of the
Customs and Excise Act, in 2007/08 Customs prioritised
particular amendments to the Act that would enable
Customs to carry out its functions in a more efficient
manner. These amendments are contained in the
Customs and Excise Amendment Bill (No 3), which was
passed in September 2008. The Bill makes a number

of amendments to the Customs and Excise Act to:

} enhance the statutory appeal and review rights
relating to the forfeiture and seizure regime

contained in the Act

} provide greater flexibility for Customs to deal

with ad hoc craft arrivals and departures

} give Customs better control over illegal tobacco

manufacture in New Zealand.

Policy capability

The 2007/08 Statement of Intent recorded the objective
that Customs would enhance its policy capability and

in particular Customs would build process and people
capability in 2007/08 to future-proof Customs’ policy
capability to ensure the provision of high quality advice
now and into the future. In 2007/08, Customs implemented
a Policy Capability Programme containing a number of
initiatives to develop our policy capability, and made

significant progress in delivering on the Programme.

As part of the Programme, we established regular,
independent assessment of our policy advice against
public sector benchmarks by the New Zealand Institute
of Economic Research (NZIER). These reviews
benchmark our policy advice against other public sector
agencies. A number of the initiatives being undertaken
by Customs have resulted from the NZIER reviews of our

policy advice.

Sustainability of resources

As part of Customs’ continued focus on the sustainability
of resources and the Government’s initiatives towards a
carbon neutral public service, Customs developed and
published its first annual emissions reduction plan,
identifying the most cost-effective and environmentally
beneficial means of lowering emissions. The emissions
reduction plan works in tandem with Customs’ current
sustainability initiatives but focuses on the greenhouse

gas emission sources.

A strategic policy framework for Climate Change and
Sustainability was also developed by Customs in
2007/08, for implementation in 2008/09, setting out the
broad strategic issues in relation to climate change and
sustainability. It establishes a framework through which
Customs can approach climate change and sustainability
issues and is intended as a high level document which
will be used to guide and inform future thinking and

decision-making.

In 2007/08, Customs participated in the development and
planned implementation of the Biofuels Bill as we will be
involved, on the passing of the Bill (expected in 2008/09),
in collecting a levy at the border and statistical data.
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I STATEMENT OF RESPONGSIBILITY

In terms of sections 35 and 37 of the Public Finance In my opinion, these financial statements fairly reflect
Act 1989, | am responsible, as Chief Executive of the the financial position and operations of the New Zealand
New Zealand Customs Service, for the preparation of Customs Service for the year ended 30 June 2008.

the New Zealand Customs Service’s financial
statements and the judgements made in the process

of producing those statements.

| have the responsibility of establishing and maintaining,
and | have established and maintained, a system of internal
control procedures that provide reasonable assurance as

to the integrity and reliability of financial reporting.

Signed by: Countersigned by:
II
Martyn Dunne, CNZM John Kyne
Comptroller of Customs Chief Financial Officer
Date: 23 September 2008 Date: 23 September 2008



Audit report to the readers of New Zealand Customs
Service’s Financial Statements and Statement of
Service Performance for the year ended 30 June 2008
The Auditor-General is the auditor of the New Zealand
Customs Service (the Department). The Auditor-General
has appointed me, Ajay Sharma, using the staff and
resources of Audit New Zealand, to carry out the audit
on his behalf. The audit covers the financial statements
and statement of service performance and schedules of
non-departmental activities included in the annual report

of the Department for the year ended 30 June 2008.

Unqualified opinion

In our opinion:

} The financial statements of the Department

on pages 55 to 81:

> comply with generally accepted accounting

practice in New Zealand; and
> fairly reflect:

— the Department’s financial position
as at 30 June 2008; and

— the results of its operations and cash flows

for the year ended on that date.

} The statement of service performance of the

Department on pages 35 to 54:

> complies with generally accepted accounting

practice in New Zealand; and
> fairly reflects for each class of outputs:

— its standards of delivery performance
achieved, as compared with the forecast
standards outlined in the statement of
forecast service performance adopted

at the start of the financial year; and

— its actual revenue earned and output
expenses incurred, as compared with the
forecast revenues and output expenses
outlined in the statement of forecast service
performance adopted at the start of the

financial year.

AUDIT REPORT

} The schedules of non-departmental activities
on pages 82 to 89 fairly reflect the assets,
liabilities, revenues, expenses, contingencies,
commitments and trust monies managed by the
Department on behalf of the Crown for the year
ended 30 June 2008.

The audit was completed on 23 September 2008,

and is the date at which our opinion is expressed.

The basis of our opinion is explained below. In addition,
we outline the responsibilities of the Chief Executive and

the Auditor, and explain our independence.

Basis of opinion
We carried out the audit in accordance with the Auditor-
General’s Auditing Standards, which incorporate the

New Zealand Auditing Standards.

We planned and performed the audit to obtain all the
information and explanations we considered necessary
in order to obtain reasonable assurance that the financial
statements and statement of service performance did
not have material misstatements, whether caused by

fraud or error.

Material misstatements are differences or omissions
of amounts and disclosures that would affect a reader’s
overall understanding of the financial statements and
statement of service performance. If we had found
material misstatements that were not corrected,

we would have referred to them in our opinion.

The audit involved performing procedures to test the
information presented in the financial statements and
statement of service performance. We assessed the

results of those procedures in forming our opinion.
Audit procedures generally include:

} determining whether significant financial and
management controls are working and can be

relied on to produce complete and accurate data;

} verifying samples of transactions and

account balances;



} performing analyses to identify anomalies

in the reported data;

} reviewing significant estimates and judgements

made by the Chief Executive;
} confirming year-end balances;

} determining whether accounting policies are

appropriate and consistently applied; and

} determining whether all financial statement
and statement of service performance disclosures

are adequate.

We did not examine every transaction, nor do we
guarantee complete accuracy of the financial statements

and statement of service performance.

We evaluated the overall adequacy of the presentation of
information in the financial statements and statement of
service performance. We obtained all the information and

explanations we required to support our opinion above.

Responsibilities of the Chief Executive
and the Auditor

The Chief Executive is responsible for preparing

the financial statements and statement of service
performance in accordance with generally accepted
accounting practice in New Zealand. The financial
statements must fairly reflect the financial position of the
Department as at 30 June 2008 and the results of its
operations and cash flows for the year ended on that
date. The statement of service performance must fairly
reflect, for each class of outputs, the Department’s
standards of delivery performance achieved and revenue
earned and expenses incurred, as compared with the
forecast standards, revenue and expenses adopted at
the start of the financial year. In addition, the schedules
of non-departmental activities must fairly reflect the
assets, liabilities, revenues, expenses, contingencies,
commitments and trust monies managed by the
Department on behalf of the Crown for the year ended
30 June 2008. The Chief Executive’s responsibilities arise
from sections 45A, 45B and 45(1)(f) of the Public Finance
Act 1989.

We are responsible for expressing an independent
opinion on the financial statements and statement of
service performance and reporting that opinion to you.
This responsibility arises from section 15 of the Public
Audit Act 2001 and section 45D(2) of the Public Finance
Act 1989.

Independence

When carrying out the audit we followed the
independence requirements of the Auditor-General,
which incorporate the independence requirements of the

Institute of Chartered Accountants of New Zealand.

In addition to the audit we have carried out an
assurance assignment in relation to the Department’s
border management systems replacement project.
This assignment is compatible with those independence
requirements. Other than the audit and this assignment,
we have no relationship with or interests with the

Department.

@%ﬁ ML
Ajay Sharma
Audit New Zealand

On behalf of the Auditor-General

Wellington, New Zealand




STATEMENT OF SERVICE PERFORMANCE (/———

FOR THE YEAR ENDED 30 JUNE 2008

Output Class - Policy Advice

Under this output class the New Zealand Customs
Service provides policy advice and related services
in relation to border security, border management

and Customs revenue.

This includes analysis and advice to the Minister,
Cabinet and Cabinet Committees, parliamentary select

committees, inter-departmental committees and other
Cost (figures are excluding GST)

30/6/07

government agencies, as well as advice and assistance
to overseas customs agencies and relevant

international forums.

This output class makes a significant contribution
to the following outcomes: Border Security; Community
Protection; Customs Revenue; Trade and Tourism

Support; and Border Management Assurance.

30/6/08 30/6/08 30/6/08

Actual Actual Supp Main

Estimates Estimates

$000 $000 $000 $000

6,208 Crown 8,119 8,130 6,334

929 Other 8

74 964 895
7,137 | Total Revenue 8,993 7,229

Performance measures

Actual Actual Standard Variance
06/07 07/08

Quantity
Yes Policy work programme advanced to the position Yes Yes -
agreed or subsequently amended by agreement
between the Minister and the Chief Executive
Yes International work programme advanced to Yes Yes -
the position agreed or subsequently amended
by agreement between the Minister and the
Chief Executive
172 Draft responses to parliamentary questions 111 220 -270 -49.5%
and ministerial correspondence provided
New New Zealand Aid funding provided to Oceania Yes Yes -
measure Customs Organisation (OCO)
New Business case for enhanced border management Yes Yes -
measure systems provided for consideration by Ministers

(as required to meet Budget 2008 timelines)

ANNUAL REPORT 2007-2008



Actual Actual Standard Variance
06/07 07/08

Yes Policy advice conforms to the quality Yes Yes -
characteristics set out in the attachment to
the 2007/08 Output Plan, as assessed by the
Minister’s satisfaction
New Relevant agencies satisfied with Customs’ Yes Yes =
measure international engagement, as demonstrated
by an annual survey
81.3% Draft replies to ministerial correspondence 69.7% 90% -22.6%
provided within 20 working days from the time
of receipt by Customs
New Draft replies to ministerial correspondence 95.5% 100% -4.5%
measure provided within 30 working days from the time
of receipt by Customs unless specifically
provided for
Yes All relevant policy advice subjected to formal peer Yes Yes -

review processes

Explanation of significant variances

Draft responses to parliamentary questions

and ministerial correspondence provided

The forecast of 220-270 is comprised of a forecast

of 100-120 draft replies to ministerial correspondence
and 120-150 draft answers to parliamentary questions.
In 2007/08, Customs provided 89 draft replies to
ministerial correspondence (a variance of -11% from the
forecast) and 22 draft answers to parliamentary questions
(a variance of -81.7% from the forecast). These measures

are demand driven and, therefore, difficult to forecast.

Draft replies to ministerial correspondence
provided within specified timeframes

A number of the draft replies to ministerial
correspondence related to a complex issue requiring
legal and policy consideration, and subsequently a

legislative amendment. As a result, these replies were

NEW ZEALAND CUSTOMS SERVICE

not completed within the 20 and/or 30 working day
timeframes. On a broader front, internal processes were
revised during the year to assist Customs in meeting

the 20 working day turnaround more consistently.

Comments

Policy work programme being advanced to agreed
position and policy advice conforming to quality
characteristics, as assessed by the Minister’s satisfaction

The Minister’s satisfaction is communicated by way of
her response to reports provided by Customs, each
report covering a period of two months, seeking her
feedback on her satisfaction (or otherwise) with the
quality and progress of policy advice provided during
that period. The Minister’s responses indicated that she
was mostly satisfied with the quality and progress of

Customs’ policy advice.



Output Class - Intelligence and Risk Assessment Services

Under this output class the New Zealand Customs
Service provides intelligence and risk assessments that

inform intervention strategies, including alerts for goods,

This output class makes a significant contribution to
the following outcomes: Border Security; Community

Protection; and Border Management Assurance.

people and craft crossing the border.
Cost (figures are excluding GST)

30/6/07
Actual

30/6/08 30/6/08 30/6/08

Actual Supp Main
Estimates Estimates

$000 $000 $000 $000

4,335 Crown 3,924 3,926 4,684

82 Other 69

231 85

Performance measures

Actual Actual Standard Variance
06/07 07/08

Quantity
1,996 Intelligence and operational risk products 1,623 1,900 - 2,100 -14.6%
completed for external use, nationally and
internationally
37,161 Alerts created 32,858 27,500 - 31,500 4.3%
15.949m Organisational transactions scanned 17.026m 16.5-19.5m -

across alerts managed

ANNUAL REPORT 2007-2008



Actual Actual Standard Variance
06/07 07/08

94.1% Intelligence and operational risk
assessments that identify actual
operational risk

83.3% National and international clients are
satisfied with the intelligence and
risk products

Explanation of significant variances

Intelligence and operational risk products completed
for external use, nationally and internationally

The 2007/08 forecast was increased considerably based
on the numbers completed in previous years consistently
trending upwards. As it is now considered that the
expected number for the 2007/08 financial year was

overestimated, the forecast for 2008/09 has been lowered.

NEW ZEALAND CUSTOMS SERVICE

98.1%

95%

Min 90%

Min 80%



Output Class - Clearance of International Passengers, Crew and Craft

Under this output class the New Zealand Customs
Service produces services relating to the clearance of
international passengers, crew and craft arriving in and
departing from New Zealand. This includes the profiling
of potential risks and applying any alert instructions that

might exist in respect of passengers and crew.

Services provided include ensuring that arriving and

departing craft comply with the law, that passengers

Cost (figures are excluding GST)

30/6/07
Actual

and crew comply with Customs, Immigration, Police and
national security requirements, and that the import and
export of goods complies with the law. Particular attention
is paid to preventing the entry of controlled drugs and the

illegal import or export of other controlled items.

This output class makes a significant contribution to the
following outcomes: Community Protection; Trade and

Tourism Support; and Border Management Assurance.

30/6/08
Actual

30/6/08
Supp

30/6/08
Main

Estimates

Estimates

$000 $000 $000 $000

34,582 Crown 38,645 38,789 37,949

1,157  Other 1,289 1,147

Performance measures

Actual Actual Standard Variance
06/07 07/08

Quantity
9.421m International travellers cleared 9.946m 9.4-9.8m 1.5%
4,994 Marine craft, other than marine small craft, 5,229 4,750 - 5,100 2.5%
cleared
1,190 Clearances of arriving or departing marine 1,280 1,250 - 1,400 -

small craft undertaken

ANNUAL REPORT 2007-2008



Actual Actual Standard Variance
06/07 07/08

95.7% Arriving international commercial air 95.3% Min 90% =
passengers exiting Customs Control
Points within 45 minutes of arrival

New Arriving international commercial air 98.5% Min 98% -
measure passengers exiting Customs Control
Points within 60 minutes of arrival

100% Air and marine travellers subject to an 99.42% Min 99.9% -0.48%
alert processed in accordance with the
alert instructions

100% Commercial marine craft boarded at first 100% 100% -
port of arrival in New Zealand

New Additional interactions with international 120,851 120,000 -
measure travellers arriving or departing on a - 160,000
commercial service taking place at
different levels of intrusiveness

Interactions with international travellers to provide specific benefits

Customs outcome benefiting Nature of benefit Actual 07/08

Border Management Assurance Passengers referred to other agencies for action Yes
(total of 21,424)

Passengers refused entry to New Zealand as a result Yes
of NZCS interactions

Community Protection Prohibited imports and exports are detected Yes

Specified examples of prohibited imports and exports
detected:

> Fake identity documents and materials for making them  Yes
> Classified drugs, drug paraphernalia and medicines Yes
> Firearms and weapons Yes
> Objectionable material including child pornography Yes
> Pounamu and other taonga No
> Items of cultural and heritage interest Yes
Trade Support Intellectual Property Rights breaches detected Yes
Explanation of significant variances While this activity was -0.48% below the forecast, in most

instances the risk was mitigated. The relevant travellers

Air and marine travellers subject to an alert processed subject to an alert were identified and further intervention

in accordance with alert instructions . . )
often resulted in the person being assessed as low risk.
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Output Class — Clearance of Import, Export and Excise Transactions

Under this output class the New Zealand Customs Service
provides services relating to the validation, checking,
inspection, clearance and audit of import and export
consignments, and excise returns. Services provided

include the screening of import and export mail items.

This includes services relating to various levels of
intervention to detect error or fraud, to ensure import and

export control systems are complied with, and to ensure

Cost (figures are excluding GST)

30/6/07
Actual

$000

that the correct classification, origin and value are
declared and appropriate duties and taxes are being
paid, and refunds, drawbacks and revenue foregone

are correctly assessed.

This output class makes a significant contribution to the
following outcomes: Community Protection; Customs
Revenue; Trade and Tourism Support; and Border

Management Assurance.

30/6/08
Actual

30/6/08 30/6/08

Supp Main
Estimates Estimates

$000 $000 $000

12,915 Crown 13,675 13,465 15,771
27,546  Other 29,678 30,065 30,450

Performance measures

Actual Actual Standard Variance
06/07 07/08

Quantity
47.894m Import, including mail, transactions 43.804m 47.4 - 52.8m -7.6%
validated
30.187m Export, including mail, transactions 28.993m 26.5-33.2m -
validated
5,020 Excise returns validated 5,057 4,588 - 5,070 -
New Verifications carried out 0.753m 1.1-1.4m -31.5%
measure
43.8% Percentage of container exports to the 45.6% 40 -50% -

United States represented by Secure
Export Scheme partners
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Actual Actual Standard Variance
06/07 07/08

99.5% Import and export transactions (other than 99.5% Min 95% =
those referred for compliance checks)
processed (including assessment against
business rules and intelligence alerts)
within agreed timeframes

Yes Secure Exports Scheme continued to Yes Yes -
comply with requirements of the Supply
Chain Security Arrangement with the
United States

Compliance checking/verification activities to provide specific benefits

Customs outcome benefiting Nature of benefit Actual 07/08

Border management assurance Verified items found compliant Yes
Trade Support Intellectual Property Rights breaches detected Yes
Community Protection Prohibited imports and exports are detected Yes

Specified examples of prohibited imports and exports

detected:

> Classified drugs, drug paraphernalia and medicines Yes

> Firearms and weapons Yes

> Objectionable material including child pornography Yes

> Pounamu and other taonga No

> ltems of cultural and heritage interest Yes

> Deceptive and unsafe goods Yes

> Flora and fauna Yes
Customs Revenue It is expected that a minimum of $15 million revenue Yes (total of

leakage will be captured as a result of verification activities $29,629,873

captured)
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Explanation of significant variances

Import, including mail, transactions validated
and verifications carried out

The lower than forecast number of import transactions
and verifications is principally due to the lower mail
volumes processed. The number of mail items screened
has decreased by around 4.8 million in 2007/08 (from
43.57m in 2006/07 to 38.76m in 2007/08). While there
has been a drop in the total number of mail items due
to a decrease in the volume of letter mail, overall mail
volume by weight has not decreased as the number

of small packet and parcel mail has increased.

The number of mail items set aside for secondary
screening decreased by 61% (from 520,293 in 2006/07
to 200,735 in 2007/08). Despite this decrease in total
mail items subjected to secondary screening, there was
a significant increase (of 53% from 2006/07) in the
number of detections at the International Mail Centre.
The resources required to process the additional
detections also had the effect of fewer resources being

available to undertake secondary screening of mail.

The decrease in the number of verifications carried out
on air and sea freight is a result of Customs adjusting its
approach to screening of such items to better target its

resources to risk.



Output Class - Revenue Collection, Accounting and Debt Management

Under this Output Class the New Zealand Customs
Service provides services relating to the receipt and
processing of revenues owing from import tariffs, goods
and services tax and excise-equivalent duties on imported
goods and excise duty on domestically manufactured fuel,
tobacco and alcohol products. This includes the cost of
paying approved refunds and drawbacks of tariffs, excise

and excise-equivalent duties.

Cost (figures are excluding GST)

30/6/07
Actual

$000

Customs also provides services relating to credit control
and the management of debt and the receipt and

processing of fees and levies on behalf of other agencies.

The output class makes a significant contribution to the
following outcomes: Customs Revenue; and Trade and

Tourism Support.

30/6/08
Actual

30/6/08 30/6/08

Supp Main
Estimates Estimates

$000 $000 $000

1,475 Crown
1,359 Other

2,809 2,862 2,742

247

287 270

2otz |Bpenses |  ses|  ame| 3otz

Performance measures

Actual Actual Standard Variance
06/07 07/08

Quantity
$8,872m Crown Revenue collected $9,256m $8,876m! 4.3%
$231.157m  Value of payments made for Agency levies $283.6m $267.7m 5.9%
586 New applications for Deferred Payment 560 550 - 700 -
and Credit Facility for Broker accounts
processed

1 This is the standard contained in the Statement of Intent 2007-2008. The latest Treasury forecast (BEFU) as at 30 April 2008 was $9,183m.
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Actual Actual Standard Variance
06/07 07/08

Yes

Yes

Professional, best practice credit
management that complies with Customs
Credit Control and Debt Management
policies and procedures and is consistent
with the Customs and Excise Act 1996
and related commercial legislation e.g.,
the Companies Act 1993

Effective and timely management of debt,
with aged debt profiles to be trending
downwards in volume and in $’s
outstanding, and debt write-offs to be no
more than 0.01% of total Crown revenue
collected

Explanation of significant variances

Crown revenue collected and value of payments
made for agency levies

The Crown revenue collected and value of payments

made for agency levies were higher than the 2007/08

Main Estimates forecast provided by Treasury and

other agencies.

Yes

Yes

Yes -

Yes -
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Output Class - Surveillance, Search and Containment

Under this output class the New Zealand Customs This output class makes a significant contribution to the
Service provides services to control the risk of craft following outcomes: Community Protection; and Border
being used for the illegal entry or removal of people and Management Assurance.

goods from New Zealand.

Cost (figures are excluding GST)

30/6/07 30/6/08 30/6/08 30/6/08

Actual Actual Supp Main
Estimates Estimates

$000 $000 $000 $000

5,880 Crown 6,463 6,456 6,271

137  Other 146 115

131
6,017 | Total Revenue 6,609 6,587 6,386

Performance measures

Actual Actual Standard Variance
06/07 07/08

Quantity
12,256 Officer hours applied to patrol 11,338 10,000 - 12,500 -
and surveillance
192 Targeted operational responses 156 135 - 165 -
New Readiness exercises undertaken 7 6-10 -
measure
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Actual Actual Standard
06/07 07/08

New Operational responses targeted to all 91.5% Min 95% -3.7%
measure vessels risk assessed as high or very high
New Operational responses targeted to all 8.0% Min 5% -
measure arriving commercial vessels
80.4% Planned patrol and surveillance hours 92.4% Min 80% -

carried out in accordance with the patrol
and surveillance plans for each location

94.6% Planned targeted responses carried out in 96.8% Min 80% -
accordance with the operational response
plans for each event

New Risk management and response Yes Yes -
measure strategies in place to manage the risk of
arriving and departing small craft

New Targeted patrol and surveillance plans risk Yes Yes =
measure based and proportional to risk

New Readiness exercises subject to agreed Yes Yes =
measure plans and/or guidelines and debriefed to

agencies involved

Explanation of significant variances identified as high or very high risk as the vessel, having

already been cleared for departure, returned to port to

Operational responses targeted to vessels assessed offload a sick crewman. As the vessel spent minimal time

as high or very high risk in port and departed immediately after offloading the
During the year, there were 47 vessels assessed as high crewman, it was not considered that any targeted
or very high risk. Planned targeted responses were made response was necessary in this circumstance.

in all instances in which a vessel was assessed as high
or very high risk except four. Three of these instances
related to a particular vessel which had regular and
multiple arrivals in New Zealand (in all other instances
of that vessel’s arrival, a planned targeted response was
undertaken). In two of these instances, while a search
of the vessel was not undertaken, Customs undertook
targeted surveillance activity. In the other instance,
resources were not available to undertake any activity in
relation to that vessel as they were required for a higher
priority drug operation. A response was not made in

relation to the other instance in which a vessel was
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Output Class - Investigation of Offences

Under this Output Class the New Zealand Customs This output class makes a significant contribution to the
Service provides proactive and reactive investigative following outcomes: Community Protection; Trade and
responses to serious trans-national crime, trans-national Tourism Support; Customs Revenue; and Border

crime and other border offending and revenue offences. Management Assurance.

This includes the investigation of specific offences,
and/or information/intelligence held or received involving

any known or suspected border offending.
Cost (figures are excluding GST)

30/6/07 30/6/08 30/6/08 30/6/08

Actual Actual Supp Main
Estimates Estimates

$000 $000 $000 $000

9,027 Crown 8,968 8,981 9,168

251 Other

305 381 257

Performance measures

Actual Actual Standard Variance
06/07 07/08

Quantity
Amended Investigation cases commenced 1,831 1,200 - 1,800 1.7%
measure
987 Investigation cases investigated 1,058 800 - 1,000 5.8%

to completion
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Actual Actual Standard Variance
06/07 07/08

New
measure

New
measure

Amended
measure

New
measure

72.4%

Investigative priority accorded to those Yes
investigations where intelligence and

investigative processes identified a

recognised level of threat to New Zealand

based on the involvement of trans-national

criminal activity, the harm potential of the

commodities involved, the quantities of

commodity involved, and/or the nature

and complexity of the offending

Investigative activity generated Yes
information for future use by Customs
and other enforcement agencies

Procedures in place to ensure cases are Yes
appropriately commenced and case

management and legal review procedures

in place to minimise the Crown’s exposure

to risks of litigation

Investigation cases finalised within 79.2%
12 months of commencement

Cases meeting high and medium priority 74.4%
crime criteria investigated to completion

Yes -

Yes -

Yes -
Min 90% -12.0%
Min 80% -7.0%
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Investigative activity to provide specific benefits

Customs outcome benefiting Nature of benefit Actual 07/08

Border management assurance Evidence of a quality to inform a prosecution is obtained Yes
about fake identity documents and materials for making them

Trade Support Evidence is obtained to support litigation of Intellectual Yes
Property Rights breaches

Community Protection Evidence of a quality to inform a prosecution is obtained Yes
about prohibited imports and exports

Specified examples of prohibited imports and exports about
which evidence is obtained:

> Classified drugs, drug paraphernalia and medicines Yes
> Firearms and weapons No
> Objectionable material including child pornography Yes
> Pounamu and other taonga No
> Items of cultural and heritage interest No
> Deceptive and unsafe goods Yes
> Flora and fauna Yes
Customs Revenue Evidence is obtained to support prosecution of Revenue Yes

Fraud and support Revenue-related litigation

Explanation of significant variances

Investigation cases finalised within 12 months and
cases meeting high and medium priority investigated
to completion

These performance measures have not been achieved
as investigations are becoming more complex and time

consuming due to:

} changes in offender habits

the complexity of modus operandi

the duration and complexity of investigative efforts
the increasing number of total cases

delays in investigations progressing to court due

I
|y
|y
)
L)

to the number of trials awaiting a court date.
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Output Class - Prosecutions and Civil Proceedings

Under this output class the New Zealand Customs This output class makes a significant contribution
Service provides services relating to the prosecution of to the following outcomes: Community Protection;
offences under the Customs and Excise Act 1996 and civil and Customs Revenue.

proceedings provided for under that Act relating to the

hearing of applications for the release of seized goods.

Cost (figures are excluding GST)

30/6/07 30/6/08 30/6/08 30/6/08
Actual Actual Supp Main
Estimates Estimates
$000 $000 $000 $000
D e
825 Crown
18 Other

-mm-a-m

Performance measures

Actual Actual Standard Variance
06/07 07/08

Quantity
55 Prosecutions commenced 64 35-45 42.2%
97.1% Prosecutions concluded that were 98.2% Min 80% =
successful
0% Cases lodged with the court incurring 0% Max 5% -

adverse judicial comment

Explanation of significant variances particularly affected by the high number of unauthorised
delivery prosecutions taken against three companies in

Prosecutions commenced the second quarter of the year (for infringing the provisions

This activity is difficult to forecast as it depends on the of section 47(1) of the Customs and Excise Act 1996).

level of offending at a particular time. The total was
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Output Class - Technical Advisory Services

Under this output class the New Zealand Customs of rules of origin. Customs also provides to external clients
Service provides services relating to the supply of export classifications and general customs information.

binding rulings to external clients on tariff and excise This output class makes a significant contribution to the

lassification, th lication of tariff con ion .
classitication, the application of tariit concessions, Trade and Tourism Support outcome.

eligibility under the rules of origin and the interpretation

Cost (figures are excluding GST)

30/6/07 30/6/08 30/6/08 30/6/08

Actual Actual Supp Main
Estimates Estimates

$000 $000 $000 $000

I S I R
541 Crown 262 264 515
1,518 Other 1,473 1,489 1,520

Performance measures

Actual Actual 07/08 Standard Variance
06/07

Quantity
New General inquiries responded to by the 122,345 109,500 -
measure Customs National Call Centre — 134,800
213 Binding rulings given 261 220 - 250 4.4%
New Availability on a 24 hours a day, 7 days 99.93% Min 99% =
measure a week basis of the Customs 0800

telephone number and Customs website

No rulings Rulings taken to appeal sustained No rulings Min 60% -
taken to taken to appeal
appeal
99.1% Classification and concession rulings and 98.4% Min 90% -

export classification opinions will be
issued within 20 working days of
lodgement of all necessary information
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Output Class — National Maritime Coordination Centre

Under this Output Class, the New Zealand Customs economic, environment and foreign policy interests
Service provides whole-of-government coordination in the maritime environment.

services to maximise the efficient and effective use of The services are provided by the National Maritime

Government’s maritime patrol and surveillance assets, Coordination Centre (NMCC)’ an operationa| unit
and related information, for civilian purposes. These within Customs working on behalf of a range of
services relate to New Zealand’s sovereignty, safety, government agencies.

Cost (figures are excluding GST)

30/6/07 30/6/08 30/6/08 30/6/08
Actual Actual Supp Main
Estimates Estimates
$000 $000 $000 $000
I S I S I
459  Crown
3 Other

Performance measures

Actual Actual 07/08 Standard Variance
06/07

Quantity
Amended Asset time available for civilian tasking 57% Min 80% -28.8%
measure allocated
N/A All agencies that have signed an Yes Yes =

information sharing agreement with the
NMCC receive the agreed information

New Requesting agencies and asset providers * Min 90% *
measure satisfied in relation to responsiveness,
transparency, and prioritisation

New Requesting and providing agencies * Min 90% *
measure satisfied in relation to information
treatment, information relevance and
timeliness
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Explanation of significant variances

Asset time available for civilian tasking allocated

This measure is comprised of two elements, each
recorded in a different way — allocation of available air
patrol hours and of available surface patrol days. In
2007/08, 98.4% of air patrol hours were allocated but

only 15.6% of available sea patrol days were allocated.

The variance in allocation of sea patrol days is a measure
of civilian agency utilisation of available resources.
NMCC advises agencies of the patrol days available for
civilian tasking and the agencies advise NMCC of how
many of those days they require. Accordingly, if the
agencies do not request the days, they are not allocated.
Additional New Zealand Police vessels were not included
in the available resources when the forecast for this
measure was made and have only recently been fully
integrated into the available capability. As a consequence,
the available level of capacity was higher than agencies
had anticipated and was not able to be used by those
agencies for civilian tasking within the available time.

In addition, some of the additional New Zealand Police
vessels were small vessels not suited to the majority

of agency tasks.

If the additional resources are excluded from the measure,
approximately 70.2% of available patrol days were

allocated for civilian tasking. The shortfall can be attributed
mainly to agencies not having taskings suitable to available

platforms at the time the resources were available.

Comments

* Requesting and providing agencies and asset
providers being satisfied

The stakeholder survey was undertaken between
November 2007 and January 2008. The response to the
survey was too small to provide a statistically valid result
in relation to the two measures. The survey results
demonstrated strong support for the concept of the
NMCC and satisfaction with NMCC'’s performance of its
primary role, although there was some dissatisfaction
principally relating to, or arising from, lack of resources.
NMCC has taken or is taking action to address the

issues identified.



FINANCIAL STATEMENTS «—

Statement of Financial Performance
For the Year Ended 30 June 2008

2007
Actual

$000

Revenue

76,247  Crown
33,000 Other 3
109,247  Total Revenue

2008
Actual

$000

84,216

34,100
118,316

2008
Supp

Estimates

$000

84,216
34,713
118,929

2008
Main
Estimates

$000

84,738
34,371
119,109

Expenditure

69,882  Personnel costs
29,902 Operating costs

7,681 Depreciation and amortisation

N o o b

2,946  Capital charge
110,411 Total expenses
(1,164)  Net Operating Surplus/(Deficit)

Explanations of significant variances against budget are detailed in note 20

Statement of Movements in Taxpayers’ Funds

For the Year Ended 30 June 2008

39,030 Taxpayers’ funds as at 1 July
(1,164)  Net Surplus/(Deficit)

- Provision for repayment of surplus
to the Crown

536 Capital Contribution
(628) Movements in Equity for the year

38,402 Taxpayers’ funds as at 30 June

The accompanying accounting policies and notes form part of the financial statements

75,241
33,106
7,064
2,895
118,306
10

38,402
10
(10)

1,200
1,200
39,602

75,775
33,074
7,200
2,880
118,929

2008
Supp

Estimates

$000

1,200
1,200
39,602

78,698
30,215
7,300
2,896
119,109

2008

Main
Estimates

$000

4,800
4,800
43,601
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Statement of Financial Position
As at 30 June 2008

2007 2008 P0[0]] 2008
Actual Actual Supp Main
Estimates Estimates

$000 $000 $000 $000

Represented by:
CURRENT ASSETS
18,043 Cash and cash equivalents 23,521 21,943 17,970
1,088 Prepayments 427 1,088 456
3,698 Debtors and receivables 8 3,624 3,698 3,264
22,829 Total current assets 27,572 26,729 21,690

NON-CURRENT ASSETS

26,753 Property, plant and equipment 9 24,405 25,447 28,447
3,572 Intangible assets 10 3,934 3,778 5,802
28 Receivables and advances 45 28 31
30,353 Total non-current assets 28,384 29,253 34,280
53,182 Total assets 55,957 55,982 55,970
5,338 Creditors and payables 11 5,539 6,938 4,094
- Provision for repayment of surplus 10 - =
5,893 Employee entitlements 12 6,906 6,246 4,135
137  Other short term liabilities 13 48 137 191
11,368 Total current liabilities 12,503 13,321 8,420
3,212 Employee entitlements 12 3,652 2,859 3,749
200 Other long term provisions 14 200 200 200
3,412 Total non-current liabilities 3,852 3,059 3,949
14,780 Total liabilities 16,355 16,380 12,369

The accompanying accounting policies and notes form part of the financial statements
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Statement of Cash Flows
For the Year Ended 30 June 2008

2007 2008 2008 2008

Actual Actual Supp Main
Estimates Estimates

$000 $000 $000 $000

Cash Flows - Operating Activities

Cash was provided from:

Supply of outputs to
76,244 — Crown 84,226 84,216 84,738
32,523 — Other 34,083 34,713 34,371
108,767 118,309 118,929 119,109

Cash was applied to:

Produce outputs

69,233 — Personnel 73,785 75,775 78,698
28,575 - Operating 32,218 31,474 30,215
(129) — Net GST paid/(received) 7 - -
2,946 — Capital charge 2,895 2,880 2,896
39 — Other 29 - -
100,664 108,934 110,129 111,809
8,108 Net cash inflow from operating activities 19 9,375 8,800 7,300

Cash Flows - Investing Activities

Cash was provided from:
168 Sale of fixed assets 73 300 300

Cash was disbursed for:

(3,055) Purchase of fixed assets (4,037) (4,100) (7,000)
(1,267) Purchase of intangible assets (1,116) (2,300) (2,100)

3 Purchase of accommodation bonds (17) - -
(4,319) (5,170) (6,400) (9,100)
(4,151)  Net cash outflow from investing activities (5,097) (6,100) (8,800)

continued over page...

The accompanying accounting policies and notes form part of the financial statements
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2008 2008
Supp Main
Estimates Estimates
$000 $000

Cash was provided from:
536 Capital contributions 1,200 1,200 4,800
Cash was disbursed for:

- Repayment of surplus = - -

536 Net cash inflow from financing activities 1,200 1,200 4,800
4,488 Net increase in cash 5,478 3,300 3,900
13,555 Cash at the beginning of the year 18,043 18,043 14,670

18,043 | Cash at the end of the year -mm 17,970

The GST (net) component of operating activities reflects
the net GST paid and received with the Inland Revenue
Department. The GST (net) component has been presented
on a net basis, as the gross amounts do not provide

meaningful information for financial statement purposes.

The accompanying accounting policies and notes form part of the financial statements
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Statement of Commitments

As at 30 June 2008

The New Zealand Customs Service has long-term leases accommodate the Wellington Head Office. The lease
on its premises throughout the country and overseas. period is for 12 years and will commence once the
Annual lease payments on the four largest leases, located building has been completed, which is scheduled

in Auckland, Wellington and Christchurch, are subject to to be during the 30 June 2011 financial year.

three-yearly reviews. Other leases are subject to a range . .
yearly © ) 9 The amounts disclosed below as future commitments

of review periods.
P are based on the current rental rates.

The New Zealand Customs Service has signed an

unconditional agreement to lease a new building to

2007 2008
Actual Actual
$000 $000
4,417  Not later than one year 8,495
6,897  Later than one year and not later than five years 21,645
2,962 Later than five years 26,024
14,276  Total non-cancellable operating lease commitments 56,164

Statement of Departmental Contingent Liabilities
As at 30 June 2008

There are no Departmental contingent liabilities
as at 30 June 2008 (30 June 2007: nil).

Statement of Unappropriated Expenditure and Capital Expenditure
For the Year Ended 30 June 2008

There has been no unappropriated expenditure

incurred during the 2007/08 financial year.

The accompanying accounting policies and notes form part of the financial statements
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Statement of Departmental Expenditure and Appropriations

For the Year Ended 30 June 2008

2007
Actual

$000

P0[0]]
Actual

$000

2008

Supp

Estimates

$000

2008

Main
Estimates

$000

VOTE: CUSTOMS

Appropriations for classes of outputs

7,171 Policy advice 9,038 9,094 7,229
4,341 Intelligence and Risk Assessment Services 3,966 4,157 4,769
35,945  Clearance of International Passengers, Crew and Craft 39,824 39,936 38,711
41,603  Clearance of Import, Export and Excise Transactions 43,524 43,530 46,221
2,872  Revenue Collection, Accounting and Debt Management 3,096 3,149 3,012
6,078  Surveillance, Search and Containment 6,544 6,587 6,386
9,128 Investigations of Offences 9,343 9,362 9,425
834  Prosecutions and Civil Proceedings 866 909 891
2,074  Technical Advisory Services 1,741 1,753 2,035
365 National Maritime Coordination Centre 364 452 430
110,411 Total Appropriations for classes of outputs 118,306 118,929 119,109

Appropriations for capital contribution

536  Capital investment 1,200 1,200 4,800

110,947 Total Appropriations 119,506 120,129 123,909

As per the requirement of sections 2 and 4 of the

Public Finance Act, expenditure reported should exclude
remeasurements from appropriation. There have been
no remeasurements identified during the 2007 and 2008

financial years.

The accompanying accounting policies and notes form part of the financial statements
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Schedule of Trust Monies
For the Year Ended 30 June 2008

As at | Contribution | Distribution | Revenue | Expenses As at
01/07/2007 30/06/2008
$000 $000 $000 $000 $000 $000
Alcohol Liquor Advisory 1,056 13,840 13,817 1,079
Council Trust
Heavy Engineering 62 903 892 73
Research Association
Trust
Customs Regional 3,975 4,632 5,125 3,482
Deposit / Bonds Trust
Total 5,093 19,375 19,834 4,634

Schedule of Agency Collections
For the Year Ended 30 June 2008

30/06/2007 30/06/2008
Actual Actual
$000 $000
13,595 Alcoholic Liquor Advisory Council 13,959

883 Heavy Engineering Research Association 902

2,603 Ministry of Agriculture and Forestry 4,010
796,144  Ministry of Transport 813,621
209,685 Accident Compensation Corporation 263,334
1,022,910 Total Agency Collections 1,095,826

Agency collections are receipts collected by the
New Zealand Customs Service as agent on behalf

of the organisations listed above.

The accompanying accounting policies and notes form part of the financial statements
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Notes to the Financial Statements
For the Year Ended 30 June 2008

Note 1: Statement of Accounting Policies

Reporting Entity

The New Zealand Customs Service is a government
department as defined by the Public Finance Act 1989.
The primary objective of the New Zealand Customs
Service is to facilitate the movement of people, craft and
goods across the border and protect New Zealand’s
border and revenue. Accordingly, the New Zealand
Customs Service has designated itself as a public benefit
entity for the purposes of New Zealand Equivalents to

International Financial Reporting Standards (NZ IFRS).

In addition, the New Zealand Customs Service has reported

on Crown activities and trust monies which it administers.

The financial statements are for the year ended 30 June
2008. The financial statements were authorised for issue

by the Comptroller on 23 September 2008.

Basis of preparation

The financial statements of the New Zealand Customs
Service have been prepared in accordance with the
requirements of the Public Finance Act 1989, which
includes the requirement to comply with New Zealand

generally accepted accounting practices (NZ GAAP).

These financial statements have been prepared in
accordance with, and comply with, NZ IFRS as

appropriate for public benefit entities.

This is the first set of financial statements prepared using
NZ IFRS and comparatives for the year ended 30 June
2007 and have been restated to NZ IFRS accordingly.
Explanation of transition to NZ IRFS is detailed in Note 21.

The accounting policies set out below have been

applied consistently to all periods presented in these
financial statements and in preparing an opening NZ
IFRS statement of financial position as at 1 July 2006

for the purposes of transition to NZ IFRS.

Standards, amendments and interpretations issued but not
yet effective that have not been early adopted, and which

are relevant to the New Zealand Customs Service include:

} NZ IAS 1 Presentation of Financial Statements
(revised 2007) replaces NZ IAS 1 Presentation
of Financial Statements (issued 2004) and is
effective for reporting periods beginning on
or after 1 January 2009. The revised standard
requires information in financial statements to be
aggregated on the basis of shared characteristics
and to introduce a statement of comprehensive
income. This will enable readers to analyse changes
in equity resulting from transactions with the
Crown in its capacity as “owner” separately from
“non-owner” changes. The revised standard gives
the New Zealand Customs Service the option
of presenting items of income and expense and
components of other comprehensive income either
in a single statement of comprehensive income
with subtotals, or in two separate statements
(a separate income statement followed by a
statement of comprehensive income). The New
Zealand Customs Service expects it will apply
the revised standard for the first time for the year
ended 30 June 2010, and is yet to decide whether
it will prepare a single statement of comprehensive
income or a separate income statement followed

by a statement of comprehensive income.

Measurement System

The general accounting systems recognised as
appropriate for the measurement and reporting of results
and financial position on an historical cost basis have
been followed. The accrual basis of accounting has been
used unless otherwise stated. These financial statements
are presented in New Zealand dollars rounded to the
nearest thousand. The functional currency of the

New Zealand Customs Service is New Zealand dollars.



Accounting Policies

The following particular accounting policies, which
materially affect the measurement of financial results

and financial position, have been applied.

Critical accounting estimates
and assumptions

In preparing these financial statements, the New Zealand
Customs Service has made estimates and assumptions
concerning the future. These estimates and assumptions
may differ from the subsequent actual results. Estimates
and judgements are continually evaluated and are based
on historical experience and other factors, including
expectations of future events that are believed to be
reasonable under the circumstances. The estimates and
assumptions that have a significant risk of causing a
material adjustment to the carrying amounts of assets and

liabilities within the next financial year are discussed below:

Retirement and long service leave

Note 12 provides an analysis of the exposure in relation
to estimates and uncertainties surrounding retirement

and long service leave liabilities.

Budget Figures

The budget figures are those included in the New Zealand
Customs Service’s Statement of Intent for the year ended
30 June 2008, which are consistent with the financial
information in the Main Estimates. In addition, the
financial statements also present the updated budget

information from the Supplementary Estimates.

Revenue

The New Zealand Customs Service derives revenue
through the provision of outputs to the Crown, and services
to third parties. Such revenue is recognised when earned

and is reported in the financial period to which it relates.

Revenue from the supply of goods and services is
measured at the fair value of consideration received.
Revenue from the supply of goods is recognised when
the significant risks and rewards of ownership have

been transferred to the buyer.

Revenue from the supply of services is recognised at
balance date on a straight line basis over the specified
period for the services unless an alternative method better

represents the stage of completion of the transaction.

Capital Charge

The capital charge is recognised as an expense in the

period to which the charge relates.

Cost accounting policies

The New Zealand Customs Service has determined the
costs of outputs using a cost allocation system, which is

outlined below.

Cost Allocation Policy

Direct costs are charged directly to significant activities.
Indirect costs are charged to significant activities based

on cost drivers and related activity/usage information.

Criteria for Direct and Indirect Costs

“Direct Costs” are those costs directly attributed to an
output. “Indirect Costs” are those costs that cannot
be identified in an economically feasible manner with

a specific output.

Direct Costs Assigned to Outputs

Direct costs are charged directly to outputs,
where appropriate. This includes depreciation

and occupancy costs.

For the year ended 30 June 2008 direct costs accounted
for 86% of the New Zealand Customs Service’s costs

(previous year: 78%).



Basis for Assigning Indirect and Corporate Costs
to Outputs
Indirect costs are assigned to outputs based on a

proportion of direct staff costs usage for each output.

For the year ended 30 June 2008, indirect costs
accounted for 14% of the New Zealand Customs

Service’s costs (previous year: 22%).

Operating Leases

An operating lease is a lease that does not transfer
substantially all the risks and rewards incidental to
ownership of an asset. Lease payments under an
operating lease are recognised as an expense on

a straight-line basis over the lease term.

Plant Property & Equipment

Property, plant and equipment consists of furniture
and office equipment, plant and equipment, computer

hardware, motor vehicles, and launch and watercraft.

Property, plant and equipment is shown at cost less

accumulated depreciation and impairment losses.

Additions

The cost of an item of property, plant and equipment is
recognised as an asset if, and only if, it is probable that
future economic benefits or service potential associated
with the item will flow to the New Zealand Customs

Service and the cost of the item can be measured reliably.

In most instances, an item of property, plant and
equipment is recognised at its cost. Where an asset
is acquired at no cost, or for a nominal cost, it is

recognised at fair value as at the date of acquisition.

Disposals

Gains and losses on disposals are determined by
comparing the proceeds with the carrying amount of the
asset. Gains and losses on disposals are included in the

Statement of Financial Performance.

Subsequent costs

Costs incurred subsequent to initial acquisition are
capitalised only when it is probable that future economic
benefits or service potential associated with the item will
flow to the New Zealand Customs Service and the cost

of the item can be measured reliably.

Depreciation

Depreciation is provided on a straight-line basis on all
property, plant and equipment, other than land, at rates
that will write off the cost of the assets to their estimated
residual values over their useful lives. The useful lives
and associated depreciation rates of major classes of
assets have been estimated as follows:

Furniture and office 5 years (20%)
equipment

Plant and equipment 5to 10 years (10%-20%)

Computer hardware 4 years (25%)
Motor vehicles 5 years (20%)
Launch and watercraft 10 years (10%)

Leasehold improvements, as part of furniture and office
equipment, are depreciated over the unexpired period
of the lease or the estimated remaining useful lives of the

improvements, whichever is the shorter.

The residual value and useful life of an asset is reviewed,

and adjusted if applicable, at each financial year-end.

Intangible Assets

Software acquisition and development

Acquired computer software licences are capitalised
on the basis of the costs incurred to acquire and bring

to use the specific software.



Costs associated with maintaining computer software
are recognised as an expense when incurred. Costs that
are directly associated with the development of software
for internal use by the New Zealand Customs Service are
recognised as an intangible asset. Direct costs include
the software development, employee costs

and an appropriate portion of relevant overheads.

Staff training costs are recognised as an expense

when incurred.

Amortisation

The carrying value of an intangible asset with a finite life
is amortised on a straight-line basis over its useful life.
Amortisation begins when the asset is available for use
and ceases at the date that the asset is derecognised.
The amortisation charge for each period is recognised

in the Statement of Financial Performance.

The useful lives and associated amortisation rates

of intangible assets have been estimated as follows:

Computer software 51to 10 years (10%-20%)

Impairment of non-financial assets

Intangible assets that have an indefinite useful life are
not subject to amortisation and are tested annually for
impairment. An intangible asset that is not yet available
for use at the balance sheet date is tested for

impairment annually.

Property, plant and equipment and intangible assets
that have a finite useful life are reviewed for impairment
whenever events or changes in circumstances indicate
that the carrying amount may not be recoverable.

An impairment loss is recognised for the amount

by which the asset’s carrying amount exceeds its
recoverable amount. The recoverable amount is the
higher of an asset’s fair value less costs to sell and

value in use.

Value in use is depreciated replacement cost for an asset
where the future economic benefits or service potential
of the asset are not primarily dependent on the asset’s
ability to generate net cash inflows and where the entity
would, if deprived of the asset, replace its remaining

future economic benefits or service potential.

If an asset’s carrying amount exceeds its recoverable
amount, the asset is impaired and the carrying amount
is written down to the recoverable amount. The reversal
of an impairment loss is recognised in the Statement of

Financial Performance.

Creditors and other payables

Creditors and other payables are initially measured
at fair value and subsequently measured at amortised

cost using the effective interest method.

Employee Entitlements

Short-term employee entitlements

Employee entitlements that the New Zealand Customs
Service expects to be settled within 12 months of
balance date are measured at nominal values based

on accrued entitlements at current rates of pay.

These include salaries and wages accrued up to balance
date, annual leave earned but not yet taken at balance
date, retiring and long service leave entitlements

expected to be settled within 12 months, and sick leave.

The New Zealand Customs Service recognises a liability
for sick leave to the extent that absences in the coming
year are expected to be greater than the sick leave
entitlements earned in the coming year. The amount is
calculated based on the unused sick leave entitlement
that can be carried forward at balance date, to the extent
that the New Zealand Customs Service anticipates

it will be used by staff to cover those future absences.



Long-term employee entitlements

Entitlements that are payable beyond 12 months, such as
long service leave and retiring leave, have been calculated

on an actuarial basis. The calculations are based on:

} likely future entitlements based on years of
service, years to entitlement, the likelihood
that staff will reach the point of entitlement and

contractual entitlements information; and

} the present value of the estimated future cash
flows. A weighted average discount rate of 7.46%
and a salary inflation factor of 2.75% were used.
The discount rate is based on the weighted
average of government bonds with terms to
maturity similar to those of the relevant liabilities.
The inflation factor is based on the expected

long-term increase in remuneration for employees.

Superannuation schemes —
Defined contribution schemes

Obligations for contributions to the State Sector Retirement
Savings Scheme, KiwiSaver and the Government
Superannuation Fund are accounted for as defined
contribution schemes and are recognised as an expense

in the Statement of Financial Performance as incurred.

Provisions

The New Zealand Customs Service recognises

a provision for future expenditure of uncertain amount
or timing when there is a present obligation (either legal
or constructive) as a result of a past event, it is probable
that an outflow of future economic benefits will be
required to settle the obligation and a reliable estimate
can be made of the amount of the obligation. Provisions

are not recognised for future operating losses.

Provisions are measured at the present value of the
expenditures expected to be required to settle the
obligation using a pre-tax discount rate that reflects
current market assessments of the time value of money
and the risks specific to the obligation. The increase in
the provision due to the passage of time is recognised

as a finance cost.

Make good provision

Where there is certainty that a premises lease will not be
renewed and, in accordance with the lease provisions,
there is an indication or expectation from the lessor that
the building is to be returned to its original condition,

a provision for the estimated cost to make good the

premises is made.

Any significant make good provision will be measured
at amortised cost using the effective interest rate
method. Non-significant make good provision will be

based on the best estimation of future payment.

Taxpayers’ funds

Taxpayers’ funds is the Crown’s investment in the
New Zealand Customs Service and is measured as
the difference between total assets and total liabilities.
Taxpayers’ funds is disaggregated and classified as
general funds and property, plant and equipment

revaluation reserves where applicable.

Financial Instruments

Financial assets and financial liabilities are initially
measured at fair value plus transaction costs unless
they are carried at fair value through profit or loss in
which case the transaction costs are recognised in

the Statement of Financial Performance.

Cash and cash equivalents

Cash includes cash on hand and funds on deposit

with banks.

Debtors and other receivables

Debtors and other receivables are initially measured at fair
value and subsequently measured at amortised cost using

the effective interest rate, less impairment changes.

Impairment of a receivable is established when there

is objective evidence that the New Zealand Customs
Service will not be able to collect amounts due according
to the original terms of the receivable. Significant financial
difficulties of the debtor, probability that the debtor will

enter into bankruptcy, and default in payments are



considered indicators that the debtor is impaired.

The amount of the impairment is the difference between
the asset’s carrying amount and the present value of
estimated future cash flows, discounted using the original
effective interest rate. The carrying amount of the asset is
reduced through the use of an allowance account, and the
amount of the loss is recognised in the Statement of
Financial Performance. Overdue receivables that are

renegotiated are reclassified as current (i.e. not past due).

Financial liabilities

Financial liabilities are recognised initially at fair value
less transaction costs and subsequently measured at
amortised cost using the effective interest rate method.
Financial liabilities entered into with duration less than
twelve months are recognised at their nominal value.
Amortisation and, in the case of monetary items, foreign
exchange gains and losses, are recognised in the
Statement of Financial Performance as is any gain or
loss when the liability is derecognised. There have been
no financial liabilities designed as hedge items, therefore,

no hedge accounting applied.

Accounting for foreign currency transactions

Foreign currency transactions are translated into New
Zealand dollars using the exchange rates prevailing at
the dates of the transactions. Foreign exchange gains
and losses resulting from the settlement of such
transactions and from the translation at year-end
exchange rates of monetary assets and liabilities
denominated in foreign currencies are recognised in the

Statement of Financial Performance.

Non-monetary assets and liabilities measured at historical
cost in a foreign currency are translated using the
exchange rate at the date of the transaction. Non-monetary
assets and liabilities denominated in foreign currencies

and measured at fair value are translated into New Zealand
dollars at the exchange rate applicable at the fair value
date. The associated foreign exchange gains or losses are

recognised in the Statement of Financial Performance.

Goods and Services Tax (GST)

All items in the financial statements, including
appropriation statements, are stated exclusive of GST,
except for receivables and payables, which are stated
on a GST inclusive basis. Where GST is not recoverable
as input tax, then it is recognised as part of the related

asset or expense.

The net amount of GST recoverable from, or payable
to, the Inland Revenue Department (IRD) is included
as part of receivables or payables in the statement of

financial position.

The net GST paid to, or received from the IRD, including
the GST relating to investing and financing activities,
is classified as an operating cash flow in the statement

of cash flows.

Commitments and contingencies are disclosed exclusive
of GST.

Income Taxation

Government departments are exempt from income tax
as public authorities in terms of the Income Tax Act
1994. Accordingly, no charge for income tax has been

provided for.

Comparatives

When presentation or classification of items in the
financial statements is amended or accounting policies
are changed voluntarily, comparative figures are restated
to ensure consistency with the current period unless it is

impracticable to do so.

Commitments

Expenses yet to be incurred on non-cancellable
contracts that have been entered into on or before
balance date are disclosed as commitments to the

extent that there are equally unperformed obligations.

Cancellable commitments that have penalty or exit costs
explicit in the agreement on exercising that option to
cancel are included in the Statement of Commitments

at the value of that penalty or exit cost.



Contingent Assets and Contingent Liabilities

Contingent liabilities and contingent assets are recorded
in the Statement of Departmental Contingent Liabilities

at the point at which the contingency is evident.

Contingent liabilities are disclosed if the possibility that
they will crystallise is not remote. Contingent assets are

disclosed if it is probable that the benefits will be realised.

Related Parties

The Government reporting entity comprises a large
number of commonly controlled entities, which includes
the New Zealand Customs Service. These entities, and
their key management personnel, transact among
themselves and with the Government reporting entity on
a regular basis, for example, for the purchase of postage
stamps or the registration of vehicles. These transactions
are conducted on an arms-length basis. Any transactions
not conducted at arms-length will be disclosed in the

financial statements.

These financial statements disclose the gross

remuneration paid to key management personnel.

Changes in accounting policies

Accounting policies are changed only if the change

is required by a standard or interpretation or otherwise
provides more reliable and more relevant information.
There have been no changes in accounting policies,
including cost allocation accounting policies, since

the date of the last audited financial statements.

Note 2: Transition to NZ IFRS

The financial statements for the year ended 30 June 2008
are the first financial statements of the New Zealand

Customs Service that comply with NZ IFRS.

The New Zealand Customs Service’s transition date is

1 July 2006. The New Zealand Customs Service prepared
its opening statement of financial position at that date.
The New Zealand Customs Service’s NZ IFRS adoption
date is 1 July 2007.

In preparing these financial statements in accordance
with NZ IFRS 1, the New Zealand Customs Service
has applied the mandatory exceptions and optional
exemptions from full retrospective application of

NZ IFRS as follows:

Optional Exemptions

The New Zealand Customs Service has elected to not
apply any of the optional exemptions available under NZ
IFRS 1 from full retrospective application as they relate to
activities or transactions that the New Zealand Customs

Service does not undertake or that do not apply.

Mandatory Exceptions

The New Zealand Customs Service is required to make
the estimates exception from retrospective application.
Estimates under NZ IFRS at 1 July 2006 are consistent
with estimates made for the same date under previous
NZ GAAP.



Note 3: Other Revenue

321 Sale of Publications 185
420 Compliance Activity — Officers’ Time 492
291 Compliance Activities — Other 284
838 Overseas Aid Projects 762
273 Information Processing 377
962 Cost Recoveries — Other 974
22,310 Import Entry Transaction Fees 23,253
6,550 Goods Cost Recovery 6,559
1,085 State Sector Retirement Savings Scheme Recoveries 1,214
33,000 Total other revenue 34,100

Note 4: Personnel Costs

2007 2008
Actual Actual
$000 $000
68,386 Salaries and wages 73,571
461 Government Superannuation Fund Expense 456
1,035 State Sector Retirement Savings Scheme expense 1,214
69,882 Total personnel costs 75,241

ANNUAL REPORT 2007-2008



Note 5: Operating Costs

32 Net loss on sale of fixed assets 1

1 Bad debts written-off 22

5 Increase (decrease) in provision for doubtful debts (18)

192  Audit fees to auditors for audit of financial statements 210

5 Audit fees to auditors for NZ IFRS transition 16

8 Fees to auditors for other services provided 9
5,370 Operating lease rentals 5,565
1,431  Occupancy costs (excluding rentals) 1,604
2,376  Computer equipment costs 2,073
1,829 Communication costs 1,842
6 Net Foreign exchange losses 11
18,647  Other operating costs 21,771
29,902 Total operating costs 33,106

Note 6: Depreciation and Amortisation

539 Leasehold improvements 468
209 Office equipment 190
2,459  Other equipment and plant 2,633
369 Furniture and fittings 858
1,525 Computer equipment 1,282
572  Motor vehicles 613

9 Launch and watercraft 409
5,682 Total Depreciation 5,948
1,999 Intangible assets — computer software 1,116
7,681 Total depreciation and Amortisation cost 7,064

NEW ZEALAND CUSTOMS SERVICE



Note 7: Capital Charge

The New Zealand Customs Service pays a capital
charge to the Crown on its taxpayers’ funds balance
as at 30 June and 31 December each year. The capital
charge rate for the year ended 30 June 2008 was

7.5 percent (2007: 7.5 percent).

Note 8: Debtors and Receivables

458 Trade debtors

(5) Less: Provision for doubtful debts
453 Net trade debtors
721  Receivables
1,689 Debtor — Import Entry Transaction Fee
100 Debtor — Crown
835 Debtor - Goods Cost Recovery

3,698 Total debtors and receivables

227
(18)
209
700

1,591
125
999

3,624
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Note 9: Property, Plant and Equipment

Leasehold Office Other | Furniture | Computer Motor Launches Capital
Improvements | Equipment | Equipment and | Equipment | Vehicles | Watercraft work in
Fittings progress

$000 $000 $000 $000 $000 $000 $000 $000 $000

Balance at 1 July 2006 2,804 1,216 23,675 1,836 6451 4234 1,085 1,638 42,939
Additions 169 205 778 348 2,388 599 - 4341 8828
Disposals - (63) - - (165)  (562) - 4202 (5012
Balance at 30 June 2007 2,973 1,358 24,453 2,184 8674 4271 1,085 1,757 46,755
Balance at 1 July 2007 2,973 1,358 24,453 2,184 8674 4271 1,085 1,757 46,755
Additions 8 265 888 395 1,482 368 - 5136 8542
Disposals - (108) ) - @73  (266) - (4869  (5517)
Balance at 30 June 2008 2,981 1,515 25,340 2,579 9883 4373 1,085 2024 49780

Accumulated Depreciation and Impairment Losses

Balance at 1 July 2006 1,248 739 4,283 996 3,746 1,974 372 = 13,358
Additions 539 209 2,482 369 3,075 572 9 = 7,255
Disposals - (57) - - (148) (406) - - 611)
Balance at 30 June 2007 1,787 891 6,765 1,365 6,673 2,140 381 = 20,002
Balance at 1 July 2007 1,787 891 6,765 1,365 6,673 2,140 381 = 20,002
Additions 468 190 2,633 353 1,282 612 409 = 5,947
Disposals - (99) - - (270) (205) - - (574)
Balance at 30 June 2008 2,255 982 9,398 1,718 7,685 2,547 790 = 25,375
At 1 July 2006 1,556 477 19,392 840 2,705 2,260 713 1,638 29,581
At 30 June and 1 July 2007 1,186 467 17,688 819 2,001 2,131 704 1,757 26,753
At 30 June 2008 726 533 15,942 861 2,198 1,826 295 2,024 24,405

* Capital work capitalised during the year

NEW ZEALAND CUSTOMS SERVICE



Note 10: Intangible Assets

Acquired
Software

$000

Internally
Generated
Software

$000 $000

Balance at 1 July 2006 1,051 16,579 17,630
Additions 37 1,230 1,267
Disposals (90) (10) (100)
Balance at 30 June 2007 998 17,799 18,797
Balance at 1 July 2007 998 17,799 18,797
Additions 49 1,430 1,479
Disposals - - -
Balance at 30 June 2008 1,047 19,229 20,276
Accumulated Amortisation and Impairment Losses

Balance at 1 July 2006 556 12,773 13,329
Additions 108 1,890 1,998
Disposals (102) - (102)
Balance at 30 June 2007 562 14,663 15,225
Balance at 1 July 2007 562 14,663 15,225
Additions 253 864 1,117
Disposals - - -
Balance at 30 June 2008 815 15,527 16,342

Carrying amount

At 1 July 2006
At 30 June and 1 July 2007
At 30 June 2008

495
435
232

3,806 4,301
3,136 3,572
3,702 3,934
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Note 11: Creditors and Payables

4,647  Trade creditors and accrued expenses 4,862
691  GST payable 677
5,338 Total creditors and payables 5,539

Creditors and other payables are non-interest bearing
and are normally settled on 30-day terms, therefore
the carrying value of creditors and other payables

approximates their fair value.

Note 12: Employee Entitlements

2007 2008
Actual Actual

$000 $000
CURRENT LIABILITIES

1,670  Personnel accruals 2,319
3,232  Annual leave 3,579

991  Retirement and long service leave 1,008
5,893  Total current portion 6,906

NON CURRENT LIABILITIES

3,212  Retirement and long service leave 3,652
3,212  Total non-current portion 3,652
9,105 Total employee entitlements 10,558

Note 13: Other Short Term Liabilities

71 Due to Crown - sale of seized goods 48

66 Deferred Revenue -

137 Total other short term liabilities 48

NEW ZEALAND CUSTOMS SERVICE



Note 14: Other Long Term Provisions

200 Make good provision

200 Total other long term liabilities

In respect of a number of its leased premises, the New
Zealand Customs Service is required at the expiry of the
lease term to make good any damage caused to the

premises and to remove any fixtures or fittings installed

Note 15: Financial Instruments

The New Zealand Customs Service’s activities expose

it to a variety of financial instrument risks, including
market risk, credit risk and liquidity risk. The New Zealand
Customs Service has a series of policies to manage the
risks associated with financial instruments and seeks to
minimise exposure from financial instruments. These
policies do not allow any transactions that are speculative

in nature to be entered into.

Market risk

Currency risk

Currency risk is the risk that the fair value or future cash
flows of a financial instrument will fluctuate because of

changes in foreign exchange rates.

The New Zealand Customs Service has five overseas
ports and operates three foreign currency bank
accounts. The New Zealand Customs Service is exposed
to currency risk arising from various currency exposures,
primarily with respect to the US dollars, Australian
dollars, and Thailand Thai Baht. Currency risk arises from
future overseas ports operation, which is denominated

in a foreign currency.

The New Zealand Customs Service’s foreign exchange

management policy requires the New Zealand Customs

200
200

by the New Zealand Customs Service. In many cases the
New Zealand Customs Service has the option to renew
these leases, which impacts on the timing of expected

cash outflows to make good the premises.

Service to manage currency risk arising from future
transactions and recognised liabilities by entering into
foreign exchange forward contracts to reduce its foreign
currency risk exposure. The New Zealand Customs
Service’s policy has been approved by the Treasury and
is in accordance with the requirements of the Treasury
Guidelines for the Management of Crown and

Departmental Foreign-Exchange Exposure.

Interest rate risk

Interest rate risk is the risk that the fair value of a
financial instrument will fluctuate, or the cash flows from
a financial instrument will fluctuate, due to changes in

market interest rates.

The New Zealand Customs Service has no interest
bearing financial instruments and, accordingly, has no

exposure to interest rate risk.

Credit risk

Credit risk is the risk that a third party will default on its
obligation to the New Zealand Customs Service, causing

the New Zealand Customs Service to incur a loss.

In the normal course of its business, credit risk arises
from debtors, deposits with banks and derivative

financial instrument assets.
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The New Zealand Customs Service is only permitted to
deposit funds with Westpac, a registered bank, and enter
into foreign exchange forward contracts with the New
Zealand Debt Management Office. These entities have
high credit ratings. For its other financial instruments,

the New Zealand Customs Service does not have

significant concentrations of credit risk.

The New Zealand Customs Service’s maximum credit
exposure for each class of financial instrument is
represented by the total carrying amount of cash and
cash equivalents, net debtors (note 8), and derivative
financial instrument assets. There is no collateral held
as security against these financial instruments, including

those instruments that are overdue or impaired.

Liquidity risk
Liquidity risk is the risk that the New Zealand Customs
Service will encounter difficulty raising liquid funds to

meet commitments as they fall due.

In meeting its liquidity requirements, the New Zealand
Customs Service closely monitors its forecast cash
requirements with expected cash drawdowns from the
New Zealand Debt Management Office. The New Zealand
Customs Service maintains a target level of available cash

to meet liquidity requirements.

The table below analyses the New Zealand Customs
Service’s financial liabilities that will be settled based
on the remaining period at the balance sheet date to

the contractual maturity date. The amounts disclosed

are the contractual undiscounted cash flows.

Creditors and other payables (note 11)
Provision for repayment of surplus

Total

Creditors and other payables (note 11)

Provision for repayment of surplus

Less than Between Between (0)V/:14
6 months 6 months 1and5 5 years
and 1 year years

$000 $000 $000

5,338 - - -

5,338

5,539 - - -
10

5,549

Total

NEW ZEALAND CUSTOMS SERVICE



Note 16: Related Party Information

The New Zealand Customs Service is a wholly owned
entity of the Crown. The Government significantly
influences the roles of the New Zealand Customs Service

as well as being a major source of revenue.

The New Zealand Customs Service enters into
transactions with other government departments, Crown
entities and state-owned enterprises on an arm’s length
basis. Those transactions that occur within a normal
supplier or client relationship on terms and conditions no
more or less favourable than those which it is reasonable
to expect the New Zealand Customs Service would have

adopted if dealing with that entity at arm’s length in the

Key management personnel compensation

Actual

2007
$000

2,360 Salaries and other short-term employee benefits

2,360 Total key management personnel compensation

Key management personnel are the Comptroller,

two Deputy Comptrollers, and 11 Group Managers.

Note 17: Categories of financial instruments

same circumstance are not disclosed. These transactions

are not considered to be related party transactions.

There are close family members of key management
personnel employed by the New Zealand Customs
Service. The terms and conditions of those arrangements
are no more favourable than would have been adopted if

there were no relationship to key management personnel.

Apart from those transactions described above, the
New Zealand Customs Service has not entered into
any related party transactions. No provision has been
required, nor any expense recognised, for impairment

of receivables from related parties.

Actual
2008
$000

2,666
2,666

18,043 Cash and cash equivalents 23,521
3,698 Debtors and other receivables 3,624
21,741 Total loans and receivables 27,145
5,338 Creditors and other payables 5,539
- Provision for repayment of surplus 10
5,338 Total financial liabilities measured at amortised cost 5,549
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Note 18: Capital management

The New Zealand Customs Service’s capital is its equity

(or taxpayers’ funds).

Equity is represented by net assets. The New Zealand
Customs Service manages its revenues, expenses,
assets, liabilities, and general financial dealings prudently.
The New Zealand Customs Service’s equity is largely

managed as a by-product of managing income, expenses,

assets, liabilities, and compliance with the Government

Budget processes and with Treasury Instructions.

The objective of managing the New Zealand Customs
Service’s equity is to ensure the New Zealand Customs
Service effectively achieves its goals and objectives
for which it has been established, whilst remaining

a going concern.

Note 19: Reconciliation of Net Surplus/Deficit to Net Cash Flow from Operating Activities
for the Year Ended 30 June 2008

Actual

2007
$000

Actual
2008

$000

(1,164) Net operating surplus/(deficit)
7,680 Depreciation and amortisation expense 7,064
7,680 Total non - cash items 7,064
(452) (Increase)/decrease in debtors and receivables 70
(633) (Increase)/decrease in prepayments 665
2,063 Increase/(decrease) in creditors and payables 201
778 Increase/(decrease) in employee entitlements 1,495
(73) Increase/(decrease) in other short term liabilities (89)
1,683 Working capital movements - net 2,342
(128) Increase/(decrease) in employee entitlements 42)
(128) Movements in Non Current Liabilities 42)
Add/(less) investing activity items

32 Net (gain) loss on sale of fixed assets 1

32 Total investing activity items 1
8,103 Net cash flow from operating activities 9,375
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Note 20: Major Budget Variations

Statement of Financial Performance

The following points are explanations for major

budget variations:

Other revenue - is below forecast mainly as a result
of lower than expected revenue from the Goods Cost

Recovery activity and Import Entry Transaction Fees.

Statement of Financial Position

Cash balances as at 30 June 2008 are higher
than forecast as a result of the timing difference

in capital expenditure.

Property plant and equipment (net book value)
is correspondingly lower than forecast due to the

timing of capital purchases in 2007/08.

Statement of Cash Flows

Cash Applied to Operating Activities was lower due
to lower than forecast expenditure on personnel as

a result of staff movements and timing of hiring staff.

Cash disbursed for investing activities was lower than
forecast as a result of timing of capital expenditure

on the purchase and development of software.

Note 21: Explanation of transition
to NZ IFRS

Transition to NZ IFRS

The New Zealand Customs Service’s financial statements
for the year ended 30 June 2008 are the first financial
statements that comply with NZ IFRS. The New Zealand
Customs Service has applied NZ IFRS 1 First-time
Adoption of NZ IFRS (NZ IFRS 1) in preparing these
financial statements. The New Zealand Customs Service’s
transition date is 1 July 2006. The New Zealand Customs
Service prepared its opening NZ IFRS balance sheet at
that date. The reporting date of these financial statements
is 30 June 2008. The New Zealand Customs Service NZ
IFRS adoption date is 1 July 2007.

Optional Exemptions

The New Zealand Customs Service has elected to not
apply any of the optional exemptions available under NZ
IFRS 1 from full retrospective application as they relate to
activities or transactions that the New Zealand Customs

Service does not undertake or that do not apply.

Mandatory Exceptions

The New Zealand Customs Service is required to make
the estimates exception from retrospective application.
Estimates under NZ IFRS at 1 July 2006 are consistent
with estimates made for the same date under previous
NZ GAAP.



Reconciliation of Taxpayers’ Funds

The following table shows the changes in Taxpayers’

Funds resulting from the transition from previous
NZ GAAP to NZ IFRS as at 1 July 2006 and 30 June 2007.

Previous Effect on NZ IFRS Previous Effect on NZ IFRS
NZ GAAP transition to NZ GAAP transition to
NZ IFRS NZ IFRS

1 July 2006 1 July 2006 1 July 2006 | 30 June 2007 | 30 June 2007 | 30 June 2007

$000 $000 $000 $000 $000 $000

Represented by:
wonss L L L
Cash and cash equivalent 13,555 13,555 18,043 18,043
Prepayments 456 - 456 1,088 - 1,088
Trade and other receivables a 3,260 (14) 3,246 3,712 (14) 3,698
Total Current Assets 17,271 (14) 17,257 22,843 (14) 22,829
I S S S S S E
Fixed Assets 33,881 (4302) 29,579 30,325 (3572) 26,753
Intangible assets (Computer Software) c - 4302 4302 - 3572 3,572
Receivables & advances 32 - 32 28 - 28
Total Non Current Assets 33,913 = 33,913 30,353 = 30,353
TOTAL ASSETS 51,184 (14) 51,170 53,196 (14) 53,182
IS S A IS S S
Creditors & payables 3,275 3,275 5,338 5,338
Employee entitlements b 5,005 110 5115 5,675 218 5,893
Other short term liabilities 210 = 210 137 = 137
Total Current Liabilities 8,490 110 8,600 11,150 218 11,368
e
Employee entitiements 3,079 261 3,340 3,059 153 3,212
Other long term provisions 200 - 200 200 - 200
Total Non Current Liabilities 3,279 261 3,540 3,259 153 3,412
Total Liabilities 11,769 3N 12,140 14,409 37 14,780

1 e ow]  mw|  ww | o] e
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Explanatory Notes — Reconciliation
of Taxpayers’ Funds

a. Trade and Other Receivables

An assessment of the impairment of debtors and
receivables under IFRS was undertaken which

resulted in a decrease in their net fair value.

b. Employee Entitlements

Sick Leave

NZ IAS 19, Employee Benefits, requires the New Zealand
Customs Service to recognise sick leave as a liability.

The amount is calculated based on the unused sick leave
that can be carried forward at balance date to the extent
that the New Zealand Customs Service anticipates it will

be used by staff to cover those future absences.

c. Intangible Assets

Under NZ IFRS, computer software should be classified
as intangible assets, which was recognised as fixed

assets under pervious NZ GAAP.

d. Reconciliation Net Surplus and Cash Flows
The Transition from previous NZ GAAP to NZ IFRS did not

result in any material change to the New Zealand Customs

Service surplus and cash flow reported in 2006/07.



Non-Departmental Statements and Schedules
For the Year Ended 30 June 2008

The following non-departmental statements and assets and trust account that the New Zealand Customs
schedules record the income, expenses, assets, Service manages on behalf of the Crown.

liabilities, commitments, contingent liabilities, contingent

Schedules and Statements: Non-Departmental
For the Year Ended 30 June 2008

2007 2008 2008 2008
Actual Actual Supp Main
Estimates Estimates

$000 $000 $000 $000
8,872,007  Revenue 9,255,867 9,183,000 8,876,000
52  Expenses 536 552 552
1,336,951  Assets 1,569,621 1,403,364 776,642
1,722  Liabilities 4,112 4,302 405

Schedule of Non-Departmental Revenue
For the Year Ended 30 June 2008

2007 2008 2008 2008
Actual Actual Supp Main
Estimates Estimates
$000 $000 $000 $000
REVENUE
| mdectTesaton |
1,837,311 Customs Duty 1,857,406 1,880,000 1,865,000
553,120  Excise Duties — Alcohol 573,126 573,000 586,000
237,894  Excise Duties — Tobacco 159,498 144,000 148,000
852,445  Excise Duties - Fuels 853,320 854,000 942,000
5,391,058  Goods and Services Tax 5,812,330 5,732,000 5,335,000
8,871,823  Total Indirect taxation 9,255,680 9,183,000 8,876,000
T et
52  World Customs Organization 52 52 52
132  Sale of Seized Goods i85 - -
184  Total Indirect Non-Taxation 187 52 52
8,872,007 Total Non-Departmental Revenue 9,255,867 9,183,052 8,876,052

The accompanying accounting policies and notes form part of the financial statements

NEW ZEALAND CUSTOMS SERVICE



Schedule of Non-Departmental Expenditure and Appropriations
For the Year Ended 30 June 2008

2007 2008
Actual Actual
$000 $000
52  World Customs Organization 52

- Change in Doubtful debt provision 484

52 Total Non-Departmental Expenditure 536

and Appropriations

Schedule of Non-Departmental Assets

As at 30 June 2008

2007 pL00]:]

Actual Actual

$000 $000

CURRENT ASSETS

574,751 Cash and cash equivalent 836,772
762,200 Receivables and advances 2 732,849
1,336,951 Total Assets 1,569,621

Schedule of Non-Departmental Liabilities
As at 30 June 2008

Actual

CURRENT LIABILITIES

34 Payables and provisions 2,386
1,688 Creditor — Departmental 1,726
1,722 Total Liabilities 3 4,112

The accompanying accounting policies and notes form part of the financial statements

2008 2008
Supp Main
Estimates Estimates
$000 $000

52 52

500 500

552 552

2008 2008

Supp Main
Estimates Estimates

$000 $000

574,752 31,171
828,612 745,471
1,403,364 776,642

2008 2008

Supp Main
Estimates Estimates

$000 $000

4,302 405

4,302 405
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Schedule of Non-Departmental Contingent Liabilities and Commitments
As at 30 June 2008

The following quantified contingent liabilities have not

been recognised in the financial statements because

of the uncertainty associated with their outcomes.

2007 2008
Actual Actual
$000 $000
7,649 Legal proceedings 7,649
7,649 Total Non-Departmental Contingent Liabilities 7,649

The New Zealand Customs Service has no Crown
Commitments as at 30 June 2008 (30 June 2007:nil).

The accompanying accounting policies and notes form part of the financial statements
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Notes to the Non-Departmental
Financial Statements

Note 1: Statement of Accounting Policies
For the Year Ended 30 June 2008

Reporting Entity
The New Zealand Customs Service is a government

department as defined by section 2 of the Public Finance
Act 1989.

These non-departmental schedules and statements
present financial information on public funds managed
by the New Zealand Customs Service on behalf

of the Crown.

These non-departmental balances are consolidated into
the Financial Statements of the Government. For a full
understanding of the Crown’s financial position, results
of operations and cash flows for the year, reference
should also be made to the Financial Statements

of the Government.

Basis of preparation

The non-departmental schedules and statements have
been prepared in accordance with the Government’s
accounting policies as set out in the Financial
Statements of the Government, and in accordance with

relevant Treasury Instructions and Treasury Circulars.

Measurement and recognition rules applied in the
preparation of these non-departmental schedules and
statements are consistent with New Zealand generally
accepted accounting practice as appropriate for public

benefit entities.

This is the first set of financial statements prepared using
NZ IFRS. The comparatives for the year ended 30 June
2007 have been restated to NZ IFRS accordingly.
Reconciliations of income and expenses and assets and
liabilities for the year ended 30 June 2007 under NZ IFRS
to the balances reported in the 30 June 2007 financial

statements are detailed in note 5.

The accounting policies set out below have been

applied consistently to all periods presented in these
financial statements and in preparing an opening NZ
IFRS statement of financial position as at 1 July 2006

for the purposes of the transition to NZ IFRS.

The following particular accounting policies have

been applied:

Budget figures

The budget figures are those included in the New Zealand
Customs Service’s Statement of Intent for the year ended
30 June 2008, which are consistent with the financial
information in the Main Estimates. In addition, these
financial statements also present the updated budget

information from the Supplementary Estimates.

Revenue

The New Zealand Customs Service collects revenue
on behalf of the Crown in the form of GST, Excise and
Customs Duties. Such revenue is recognised when earned

and is reported in the financial period to which it relates.

Debtors and other receivables

Debtors and other receivables are initially measured
at fair value and subsequently measured at amortised
cost using the effective interest rate, less any provision

for impairment.

Impairment of a receivable is established when there is
objective evidence that the New Zealand Customs Service
will not be able to collect amounts due according to the
original terms of the receivable. Significant financial
difficulties of the debtor, probability that the debtor

will enter into bankruptcy, and default in payments

are considered indicators that the debtor is impaired.
The amount of the impairment is the difference between
the asset’s carrying amount and the present value of
estimated future cash flows, discounted using the original
effective interest rate. The carrying amount of the asset is

reduced through the use of an allowance account, and the



amount of the loss is recognised in the schedule of
non-departmental expenses. When a debtor is
uncollectible, it is written off against the allowance
account for debtors. Overdue receivables that are

renegotiated are reclassified as current (i.e. not past due).

Contingent Liabilities

Contingent liabilities are disclosed at the point at which

the contingency is evident.

Changes in Accounting Policies

There have been no changes in accounting policies since

the date of the last audited financial statements.



Note 2: Debtors and Other Receivables

594,879 Crown receivables 586,505

(2,115)  Less Provision for doubtful debts (531)

592,764 Net Crown receivables 585,974

169,436 Accrued revenue 146,875

762,200 Total Accrued revenue and receivables 732,849
Represented by:

760,268 Current 732,849

1,932 Non-current -

Actual Actual
2007 2008
$000 $000

394,239 Not past due 395,316
198,199 Past due 1-30 days 190,251
444  Past due 1-90 days 260

65 Past due 90-360 days 678

1,932 Past due >360 days -
594,879 Total 586,505

Movements in the provision for doubtful debts

are as follows:

Actual Actual
2007 2008
$000 $000
3,057 Balance at 1 July 2,115

- Plus: Additional provisions made during the year 531

- Less: Bad debt written off 2,069

942  Less: Provision written back during period 46
2,115 Balance at 30 June 531

ANNUAL REPORT 2007-2008



Note 3: Creditors and Other Payables

34 Payables and provisions 2,385
1,588 Import entry transaction fees payable 1,692
100 Creditors 135
1,722  Total 4,112

Creditors and other payables are non-interest bearing
and are normally settled on 30-day terms, therefore
the carrying value of creditors and other payables

approximates their fair value.

NEW ZEALAND CUSTOMS SERVICE



Note 4: Major Budget Variations

The following points are explanations for major variances

against budget.

Schedule of Non-Departmental Assets

The increase in Cash Balances as at 30 June 2008
reflects the increased level of Crown revenue collected,
and awaiting to be transferred to Crown on the first day

of the following month.

Schedule of Non-Departmental Liabilities

Payables and provisions largely represent the amount
collected on behalf of Third Party Agencies, which are

yet to be paid over as at balance date.

Note 5: Explanation of Transition to NZ IFRS

Reconciliation of assets and liabilities

There has been no adjustment to non-departmental

recognised assets and liabilities on transition to NZ IFRS.

Reconciliation of income and expenses

There has been no adjustment to non-departmental

income and expenses on transition to NZ IFRS.
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— 1 CUSTOMS" ORGANI
STRUCTURE

SATIONAL

Organisational Structure

Comptroller

& Martyn Dunne

Manager

Group Manager

Audit & Risk

Strategic &
Executive Services

Deputy Comptroller

Operations
Robert Lake

Deputy Comptroller

Policy, People & Resources
John Secker

Group Manager

Intelligence, Planning
& Coordination

Group Manager

Trade & Marine

Group Manager

Investigations
& Response

Group Manager

Airports

Customs’ organisational structure is designed
to ensure that Customs operates on a “Whole of
Customs, One Service” basis, is clearly focused
on strategy, policy and outcomes, and has
an integrated approach to output delivery.
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Group Manager

Organisation
Development &
Human Resources

Group Manager

Group Manager

Information
Services

Chief Financial Officer

Finance &
Corporate Support

Group Manager

Legal & Advisory
Services




Governance

Customs has arrangements in place to facilitate the
overall monitoring and direction of Customs to ensure

effective business performance and governance.

Customs has a layered approach to its governance and
management committees. Customs’ Executive
Leadership Team (ELT) is comprised of the Comptroller
and the two Deputy Comptrollers and provides
leadership, strategic direction, and top-level decision-
making for Customs. ELT also determines and oversees
governance structures, systems and practices, and
monitors organisational risks. The Senior Management
Team (SMT) is comprised of the Comptroller, the two
Deputy Comptrollers, and Group Managers and provides
advice and support to ELT. Supporting ELT and SMT are
a number of other committees — both standing and
project-related — to ensure effective performance, risk

management and upstream advice.

The Audit and Risk Committee is a key governance
committee. It currently has four internal and two external
members and is chaired by the Comptroller of Customs.
Its responsibilities include ensuring that there is a
comprehensive corporate governance framework in
place which is operating effectively and ensuring that

significant risks are being addressed.

Customs also leads, or is part of, a number of other
inter-agency governance committees. These include the
Border Sector Governance Group (BSGG), the Wildlife
Enforcement Group Liaison Committee and the National

Drug Intelligence Bureau Board of Control.



» STATUTORY STATEMENTS

Statement in terms of the Misuse of Drugs
Amendment Act 1978

Section 13M of the Misuse of Drugs Amendment Act 1978
requires the Chief Executive of Customs to report to
Parliament by including in every annual report the
following information relating to the utilisation of powers
of detention and search in respect of the period under

review (being the period from 1 July 2007 to 30 June 2008).

Section 13M(a)
The number of applications for detention warrants made

under section 13E (i.e. applications to the court).

In 2007/08, there were no applications for detention

warrants made by Customs officers under section 13E.

Section 13M(b)

The number of applications for renewal of detention

warrants made under section 13l.

In 2007/08, there were no applications for renewal of
detention warrants made by Customs officers under

section 13I.

Section 13M(c)

The number of such applications referred to in each of
the preceding paragraphs that were granted and the

number that were refused.

In 2007/08, there were no applications granted and no

applications refused.

Section 13M(d)

The average duration of the detention warrants (including

renewals) granted.

As there were no detention warrants (including renewals)
granted in 2007/08, there was no average duration of

such warrants.

Section 13M(e)

The number of prosecutions instituted in which has been
adduced evidence obtained directly during the detention
of any person pursuant to detention warrants granted on
applications by Customs officers, and the results of

those prosecutions.

In 2007/08, there were no prosecutions instituted.

Section 13M(f)

The number of rub-down searches and strip searches

undertaken under section 13EA.

In 2007/08, there were no rub-down searches and strip
searches undertaken by Customs officers under
section 13EA.

Statement in terms of the
Telecommunications (Residual Provisions)
Act 1987

Section 10R(2) of the Telecommunications (Residual
Provisions) Act 1987 requires the Chief Executive

of Customs to include in every annual report prepared
for submission to Parliament the following information
relating to the utilisation of powers to obtain call data
warrants in respect of the period under review (being
the period from 1 July 2007 to 30 June 2008).

Section 10R(2)(a)

The number of applications made by Customs officers

for call data warrants.

In 2007/08, there were no applications made by Customs

officers for call data warrants.

Section 10R(2)(b)

The number of applications made under section 10K by

Customs officers for renewals of call data warrants.

In 2007/08, there were no applications made by Customs

officers for renewal of call data warrants.



Section 10R(2)(c)

The number of applications referred to in each of
paragraphs (a) and (b) that were granted, and the

number that were refused.

In 2007/08, there were no applications granted and no

applications refused.

Section 10R(2)(d)

The average duration of call data warrants (including

renewals) issued to Customs officers.

As there were no call data warrants (including renewals)
granted in 2007/08, there was no average duration of

such warrants.

Statement in terms of the Summary
Proceedings Act 1957

Section 200J of the Summary Proceedings Act 1957
requires the Chief Executive of Customs to include

in every annual report prepared for submission to
Parliament the following information relating to the
utilisation of tracking device powers in respect of the
period under review (being the period from 1 July 2007
to 30 June 2008).

Section 200J(a)

The number of warrants issued under section 200C.

In 2007/08, there were 25 warrants issued to Customs

officers under section 200C.

Section 200J(b)

The number of renewals of warrants granted under
section 200C.

In 2007/08, there were three renewals of warrants

granted to Customs officers under section 200C.

Section 200J(c)

The average duration of warrants including renewals.

In 2007/08, the average duration of warrants, including

renewals, issued to Customs officers was 34.28 days.

Section 200J(d)
The number of times a tracking device was used without

a warrant under section 200G.

In 2007/08, the number of times a tracking device was
used by Customs officers without a warrant under

section 200G was nil.

Section 200J(e)

The number of warrants issued under section 200lI.

In 2007/08, there was one warrant issued to Customs

officers under section 200I.

Section 200J(f)

The number of times a Judge gave authority for a

tracking device to remain in place.

In 2007/08, the number of times a Judge gave authority
to Customs officers for a tracking device to remain in

place was nil.



D PRINCIPAL LEGISLATION

The principal legislation used by the New Zealand
Customs Service is as follows:

Alcoholic Advisory Council Act 1976

Anti Personnel Mines Prohibition Act 1998
Arms Act 1983

Biosecurity Act 1993

Chemical Weapons (Prohibition) Act 1996
Children, Young Persons & Their Families Act 1989
Commerce Act 1986

Companies Act 1993

Consular Privileges and Immunities Act 1971
Copyright Act 1994

Crimes Act 1961

Customs and Excise Act 1996

Diplomatic Privileges and Immunities Act 1968
Dog Control Act 1996

Dumping and Countervailing Duties Act 1988
Evidence Act 2006

Fair Trading Act 1986

Films, Videos, and Publications Classification Act 1993

Financial Transactions Reporting Act 1996

Goods and Services Tax Act 1985

Hazardous Substances and New Organisms Act 1996

Immigration Act 1987

Imports and Exports (Restrictions) Act 1988
Maritime Security Act 2004

Maritime Transport Act 1994

Medicines Act 1981

Mercantile Law Act 1908

Misuse of Drugs Act 1975

Misuse of Drugs Amendment Act 1978

New Zealand Bill of Rights Act 1990
Official Information Act 1982

Ozone Layer Protection Act 1996
Passports Act 1992

Postal Services Act 1998

Privacy Act 1993

Public Finance Act 1989

State Sector Act 1988

Statistics Act 1975

Summary Proceedings Act 1957

Tariff Act 1988

Telecommunications (Residual Provisions) Act 1987
Temporary Safeguard Authorities Act 1987
Terrorism Suppression Act 2002

Trade in Endangered Species Act 1989
Trade Marks Act 2002

Wine Act 2003



Other relevant border protection legislation:

Aviation Crimes Act 1972

Civil Aviation Act 1990

Conservation Act 1987

Cook Islands Act 1915

Customs Law Act 1908

Food Act 1981

Forests Act 1949

Health Act 1956

Heavy Engineering Research Levy Act 1978
Human Assisted Reproductive Technology Act 2004
International Finance Agreements Act 1961
Marine Mammals Protection Act 1978
Motor Vehicles Sales Act 2003

Niue Act 1966

Radiation Protection Act 1965

Ship Registration Act 1992

Smoke Free Environments Act 1990

Transit New Zealand Act 1989

Transport Act 1962

United Nations Act 1946

Wildlife Act 1953



I GLOSSARY

Additional Interactions: Interactions with international
travellers other than those undertaken by the primary

processing officer.

Adverse Judicial Comment: A comment made by
a Judge of a District or higher Court which criticises
Customs, or an officer in its employ, in relation to the
investigation or presentation of a case made under
the Customs and Excise Act 1996.

Agreed Timeframes for Processing Import and
Export Transactions: The agreed time frames for

processing Import and Export transactions are:

> electronically lodged entries processed within

30 minutes

> manually lodged entries processed within
24 hours.

Alerts: Targeted intervention of persons, goods and
craft considered to pose a risk to border or revenue

related issues.

Best Practice Credit Management: The following best
practice credit management procedures have been

established and are followed by Customs:

> advising potential deferred payment clients of the
terms and conditions of Customs’ deferred payment

scheme

> undertaking regular credit assessments of all

deferred payment account holders

> follow-up policy and procedures for those clients

who have overdue payments

> follow-up policy and procedures for the collection
of bad debts.

Bilateral: An agreement/arrangement between two
parties/countries (e.g., Cooperative Arrangement with
the Australian Customs Service, ANZCERTA with
Australia, ANZSCEP with Singapore).

Compliance Checks: The number of entries generated
from compliance alerts, where the entry status is cleared,

i.e., the goods have been released from Customs control.

Also included is the number of entries generated from
compliance alerts, where the entry status is held,

i.e., the goods are not released from Customs control.

Comptroller of Customs: Customs-specific title
for the Chief Executive Officer, as contained in the
Customs and Excise Act 1996.

Customs Cooperative Arrangement: An agreement,
signed between customs entities, which outlines

measures for increased cooperation and interaction.

Credit Facility for Customs Brokers: Customs’ credit
facility allows approved brokers to defer payment of
customs charges (including GST) accounted for on

import entries.

Deferred Payment Scheme: Customs’ deferred
payment scheme allows approved importers who
are registered for GST to defer payment of Customs’
charges (including GST) accounted for on import
entries. The deferred payment facility is offered as

part of Customs’ revenue collection function.

Electronically Lodged Entries: Import and export
entries received by Customs through electronic data

interchange in a predetermined electronic format.

Exiting Customs Control Points: The clearance time
for arriving air passengers exiting Customs Control
Points is measured from the “on blocks” time to the
time the passenger passes through the primary point.
“On blocks” is defined as the point when the aircraft
comes to a stop outside the air-bridge and chocks are

placed around the wheels.

Import Entries: The forms used to account for goods

imported into New Zealand.

Import Transaction Fee: A fee charged by Customs
on every commercial import entry and import
declaration for goods with a duty and/or GST liability
of $50 or more, and on every private import declaration
for goods with a value of $1,000 or more and with a
duty and/or GST liability of $50 or more. The fee is
intended to cover the cost of ongoing improvements

to Customs’ clearance service.



Intelligence Product: Intelligence products are
developed with a focus on Tactical, Operational and
Strategic Intelligence and are completed for the purpose
of providing knowledge to decision-making. It includes
the resulting work of Intelligence and may include Case
Analyses or Assessments, Risk Assessments, Briefings,
Tactical Information Reports, Situation Reports,
Intelligence Collection Plans, Enquiry Requests and
Reports, the Intelligence Bulletin, the Oceania Customs

Organisation (OCO) Bulletin and Craft Risk Assessments.

International Policy Engagement: Includes all types
of international engagement that contribute to Customs

or related all-of-government objectives:

> Dbilateral agreements, memberships of international
organisations, being a signatory to international
standards, and articulating a formal New Zealand
(Customs) position to inter-governmental

organisations

> hosting foreign visitors, primarily from other
customs administrations, and sometimes from tax
administrations as well. Attachments can be short

or long term and consist of visits and study tours

> international representation on Customs’ behalf
includes domestic government agencies attending
overseas meetings where they and Customs have
parallel and sometimes overlapping interests.
It also involves briefings and participation in domestic
policy for relevant international fora where Customs
is subsidiary to “New Zealand Inc”, and regional

representation in customs fora

> receipt and supply of information to and from
overseas. Information can come from both informal
and formal networks, such as bilateral partners,
to maximise trade opportunities and minimise
border risk. Coordinating and facilitating appropriate
exchanges of information and supporting joint
investigations are also fundamental to Customs’ core
business. This work is underpinned by building long-
term relationships to facilitate information sharing

and self-promotion as a good international citizen

> delivery of technical assistance and training to
various foreign countries through external requests
and commitments from the World Customs
Organization and Asia Pacific Economic Cooperation
(APEC). Customs organises provision of training
through funding by external organisations such as
New Zealand Agency for International Development
and APEC, and develops policy in conjunction with

other agencies

> sending representatives to international meetings,
usually representing Customs, but sometimes on
behalf of other agencies including the Ministry of

Foreign Affairs and Trade.

Investigated to Completion: An investigation case
is investigated to completion when all reasonable and

practicable avenues of enquiry have been exhausted.

Investigation: The inquiry process conducted into an
offence that has been committed, or where information
suggests an offence has been or may be committed,
against the Customs and Excise Act 1996 or the Misuse
of Drugs Act 1975. An inquiry results in an investigation

file being initiated.
Investigation Cases - Priority Definitions:
High priority investigation cases

The investigation of specific offences, and/or information
on intelligence held or received involving any known or
suspected breaches of any requirement that is likely to
seriously affect the legitimate interests of New Zealand,

under any regulatory framework of:
> enhanced border security

> community protection

> trade and tourism support

> Crown revenue collection —

whether or not in conjunction with other agencies. Specific

offences or intelligence information would include:



1.

The import/export of certain strategic goods
and conventional weapons that have or may

have a military use, such as:

> dual use equipment, chemicals, biological
agents and plant pathogens that may be
used to manufacture chemical, nuclear and

biological weapons

> chemical weapons and a range of chemicals
that may be used in the manufacture of

chemical weapons

> goods covered by any current United Nations

Sanctions regulations in place

Goods of a health and safety nature, including

hazardous waste
Instances of cross border drug trafficking including:

> Class A drugs in excess of the presumption

for supply level

> Class B drugs (except for Cannabis Resin —
otherwise known as Hashish) in excess of the

presumption for supply level

> Class B drug Cannabis Resin (Hashish) where the
quantity involved is 100+ times the presumption

for supply level

> Class C drug Cannabis where the quantity
involved is 100+ times the presumption for

supply level

Importations of precursor substances where the
intent to illicitly manufacture controlled drugs

is suspected

Importation of objectionable material whether

in physical or electronic form which involves:
> exploitation of children for sexual purposes

> use of violence or coercion to compel

sexual conduct
> necrophilia, coprophilia, urolagnia or bestiality

> promotion or encouragement of acts of terrorism

6. All investigations undertaken as part of the activities

of the joint agency Wildlife Enforcement Group (WEG)

7. Possible revenue evasion in excess of $100,000,
or where a pattern of repeated serious offending
is identified

8. Complicity of persons employed in positions of trust
in the international transport/storage/clearance/

delivery of imported or exported goods.

Medium priority investigation cases

The investigation of specific offences, and/or

information/intelligence held or received involving:
1. Instances of cross border drug trafficking including:

> Class A and Class B (except for Cannabis Resin
— otherwise known as Hashish) drugs below the

presumption for supply level

> Class B drug Cannabis Resin (otherwise known
as Hashish) where the quantity involved is in
excess of the presumption for supply level
(e.g. 5 grams) but below 100+ times the

presumption for supply level

> Class C drug Cannabis where the quantity
involved is in excess of the presumption for
supply level (e.g. 28 grams) but below 100+

times the presumption for supply level

2. Intellectual Property Rights where a “Notice” has

been accepted by Customs

3. Any suspected offending in relation to anything
covered by subsections 3(3)(a) to (e) (excluding acts
of terrorism) of the Films, Video, and Publications
Classification Act 1993

4. Goods imported in breach of the Customs Import
Prohibition Order 2005

5. Any suspected repeat offending in relation to any

other import/export prohibition

6. Possible revenue evasion in excess of $20,000
but less than $100,000



7. Responses to formal requests for assistance

from an overseas customs administration

8. Export prohibitions pertaining to antiquities,

greenstone (pounamu) or Maori artefacts.

Low priority investigation cases

The investigation of specific offences, and/or information
on intelligence held or received involving anything other

than that covered by the above criteria.

Levels of Intrusiveness: Level of intrusiveness differs
in terms of effect on passenger’s waiting time or privacy

(e.g. questioning, baggage search, personal search).

Oceania Customs Organisation (OCO): This is an
organisation that aims to foster harmonisation,
cooperation and assistance between its members

on customs administration in the Oceania region.

Operational Response: This relates to the initiation
of an activity, which requires the mobilisation or
deployment of resources against a perceived risk or
threat. Operations can involve targeted surveillance,
search or containment of risk craft, together with

searching of persons associated with that craft.

Operational Risk Assessment: An Operational Risk
Assessment focuses on the organisation’s policies,
practices and procedures and reviews previous
operational activity (whether the subject of Tactical,
Operational or Strategic Intelligence or not). The purpose
is to identify, from the previous operational activity, risk

exposures and to recommend risk treatment.

Operational Risk Product: Operational risk products
identify existing and future operational risks, and existing
and new (including the enhancement of existing)
strategies for treatment of those risks. They include an
initial risk assessment for identification and prioritisation
of current risk, alert creation, recommendations for audit
or investigation, disseminating intelligence to other
agencies in New Zealand, and reporting new concealment

methods identified to international enforcement agencies.

Outcome: Outcomes are the results experienced
by the community from a combination of government

interventions and external factors.

Output: Outputs are the goods or services that are

produced by a government department.

Patrol and Surveillance: All activities that are
considered to be routine and pre-planned as part of the
annual business plan. That is, they are a part of normal
day-to-day activities. Routine patrol and surveillance
does not include activities that have been requested as
a result of intelligence or an operation. These fall under
targeted operational activity. Patrol and surveillance at
airports may be conducted on the tarmac, runway, in the
passenger terminal, and surrounding security areas.
Patrol and surveillance at seaports may be conducted
on wharf, in areas used for loading and unloading of
international freight, on vessels berthing, in areas used
for storing imported and/or exported goods prior to
clearance, in the passenger terminal, and surrounding
security areas. Routine patrol and surveillance activities
are to support the intelligence gathering function and
mitigate risk of craft arriving in New Zealand’s

contiguous zone without warning.

Readiness Exercises: These exercises involve
practising skills and procedures specific to contingent
responses for such things as a pandemic outbreak,

mass arrival of illegal migrants, or a terrorist event.

Revenue Leakage: The difference between the
forecasts of Crown Revenue and the net proceeds
from Duty and GST.

Rules of Origin: Rules included in a free trade
agreement specifying when a good will be regarded as
produced within the member countries, so as to cross
between members without tariff. Typical Rules of Origin
(RoO) are based on percentage of value added or on

changes in tariff heading.



Statement of Intent: A Statement of Intent commits a
department to achieving results and provides readers with

a comprehensive and coherent picture of its activities.

Successful Prosecution: A successful prosecution is
one that results in a conviction or where a defendant is
found guilty and discharged without conviction under
Section 19 of the Criminal Justice Act 1985.

Supply Chain: The continuous linking of activities that
take place for the systematic movement of goods from

the place of origin to the place of final destination.

Targeted Operational Response: A targeted
operational response is carried out as a result of
intelligence, and is supported by an operational
response plan. It may be carried out in respect

of a craft or group of craft (for example, a fishing fleet)
or a person or persons (for example, a port-based
stevedore servicing a visiting craft) or any situation
that has been assessed as posing a high level of
threat to the integrity of the New Zealand border.

Tariff Classification: The New Zealand Customs Service
Working Tariff document is a commodity coding system
used to identify and describe goods. The structure of the
tariff is based on the World Customs Organization
International Convention on the Harmonized Commodity
Description and Coding System (commonly referred to

as the Harmonized System).

Trans-national Crime/Criminal Activity: An offence
committed by the importation or export of goods/material
across the border under any regulatory framework.
Trans-national crime is considered “serious” where the
offending seriously affects the legitimate interests of
New Zealand, and includes: goods that may have

a military application; chemical, nuclear or biological
weapons, or goods that may be used in the manufacture
of such weapons; import/export that breaches United
Nations (UN) sanctions; trafficking of class A or B drugs
for supply; objectionable material, including child abuse
imagery and material promoting acts of terrorism;

trafficking in wildlife; and revenue evasion.

Travellers: This refers to all persons arriving in or
departing from New Zealand. These include passengers,
crew, military personnel, and cabotage passengers

arriving or departing by air or by sea.

Verification Activities: Assurance and compliance
activity that include non-intrusive interventions
performed using container x-ray or backscatter vans,
conducting document checks, inspecting goods and

conducting trade assurance audits.

World Customs Organization (WCO): The international

organisation based in Brussels for customs administration.



CONTACT

National Call Centre
For all Customs enquiries:

Call Free 0800 4 CUSTOMS (0800 428 786)
Fax 09 359 6730

Visit our website www.customs.govt.nz

Customs Head Office/Wellington

The Customhouse
17-21 Whitmore Street
[PO Box 2218]
Wellington

Tel 04 473 6099

Fax 04 473 7370

Auckland City

Customhouse

50 Anzac Avenue
[PO Box 29]
Auckland

Tel 09 359 6655
Fax 09 359 6732

Auckland International Airport
Customs Terminal Office

Mezzanine Floor

International Terminal
Auckland International Airport
[PO Box 73 003]

Mangere

Tel 09 275 9059

Fax 09 256 8648

Inspections Base, Mangere
Te Mana Arai House

20 Brigade Road
Airport Oaks
[PO Box 73 003]
Mangere

Tel 09 256 5200
Fax 09 256 5201

International Mail Centre
Laurence Stevens Drive

Auckland International Airport
[PO Box 73 003]

Mangere

Tel 09 256 7284

Fax 09 256 7289

Christchurch

Customhouse

6 Orchard Road

[PO Box 14 086]
Christchurch

Tel 03 358 0600

Fax 03 358 0675

Dunedin
The Customhouse

32 Portsmouth Drive
[Private Bag 1928]
Dunedin

Tel 03 477 9251

Fax 03 477 6773

Invercargill
137 Spey Street

[PO Box 840]
Invercargill

Tel 03 218 7329
Fax 03 218 7328

Napier

Dunvegan House
215 Hastings Street
[PO Box 440]
Napier

Tel 06 835 5799
Fax 06 835 1298

INFORMATION ¢
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Nelson
10 Low Street

[PO Box 66]
Nelson

Tel 03 548 1484
Fax 03 546 9381

New Plymouth
54-56 Currie Street

[PO Box 136]
New Plymouth
Tel 06 758 5721
Fax 06 758 1441

Tauranga
Customhouse

27-33 Nikau Crescent
[PO Box 5014]

Mt Maunganui

Tel 07 575 9699

Fax 07 575 0522

Overseas posts:

Bangkok

c/- New Zealand Embassy,
M Thai Tower, 14th Floor
All Seasons Place

87 Wireless Road, Lumpini
Bangkok

[Box 2719, Bangkok 10500]
Thailand

Tel 0066 2 255 1287

Fax 0066 2 254 9488

Beijing

c/- New Zealand Embassy
1 Ritan Dongerjie
Chaoyang District

Beijing 100600

People’s Republic of China
Tel 0086 10 8532 7055

Fax 0086 10 6532 3424

Brussels

c/- New Zealand Embassy and
Mission of New Zealand to the European Union

Square de Meeus 1
7' Floor

B1000 Brussels
Belgium

Tel 0032 2 550 1220
Fax 0032 2 513 4856

Canberra
c/- New Zealand High Commission

Commonwealth Avenue
Canberra, ACT 2600
Australia

Tel 0061 2 6270 4217
Fax 0061 2 6273 3194

Washington

c/- New Zealand Embassy
37 Observatory Circle NW
Washington DC 20008
United States of America
Tel 001 202 328 4889

Fax 001 202 332 4309
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