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RAC Finance Limited
Directors' report

30 June 2010

Directors' report

Your directors present their report on the consolidated entity consisting of RAC Finance Limited ('company') and the entity
it controlled ('Group') for the year ended 30 June 2010.

Directors
The following persons were directors of the company during the whole of the year and up to the date of this report, unless
otherwise stated:

DJ Banks           Chairman
TT Agnew
RM Ahern
DL Gooding
CP O'Sullivan
AJ Halse
MP Stanford

All of the above persons were also directors at the year ended 30 June 2009.

Principal activities
The principal activity of the consolidated entity during the course of the financial year continued to be the provision of
finance.

The company employed 27 (2009: 25) employees as at 30 June 2010.

Review and results of operations
The consolidated entity's profit for the year, after income tax was $4,478,999 (2009: $2,728,320).

Profit has increased due to the sale of the investment in Watermark Enterprises Pty Ltd held by RAC Finance Property
Developments Ptd Ltd. The investment was sold to RACWA Holdings Pty Ltd for a profit on sale of $1,321,486.

Dividends - RAC Finance Limited
Dividends paid to RACWA Holdings Pty Ltd during the financial year were as follows:

2010 2009
$ $

Ordinary dividend from retained earnings for the year ended 30 June 2010  paid on 17
June 2010 10,000,000 -
Dividend recommended on ordinary shares: Nil

No dividend was paid on ordinary shares in respect of the 2009 year.

Significant changes in the state of affairs
As a result of a Board decision on 15 December 2009 there have been two significant changes in the state of affairs of the
consolidated entity for the year ended 30 June 2010. Firstly the Property Finance new lending moratorium was removed to
allow new loans to be written. Secondly the $20m finance facility with RACWA Holdings Pty Ltd was removed upon issue
of Prospectus 26 as a result of RAC Finance Ltd's improved liquidity position.

Matters subsequent to the end of the financial year
There have been no significant events subsequent to balance sheet date.

Likely developments and expected results of operations
There are no likely developments which will significantly impact the expected results of the operations of the economic
entity.

Environmental regulation
The consolidated entity's operations are not subject to environmental regulation under either State or Commonwealth
legislation. 
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RAC Finance Limited
Directors' report

30 June 2010
(continued)

Directors' and executives' emoluments
During or since the financial year no director of the company has received, or become entitled to receive, a benefit other
than a benefit included in the accounts, by reason of a contract entered into by the company or by a body corporate that
was related to the company with:

- a director, or

- a firm of which a director is a member, or

- a company in which a director has substantial financial interest.

Remuneration report (audited)
This remuneration report outlines the director and executive remuneration arrangements of the company and the Group in
accordance with the requirements of the Corporations Act 2001 and its Regulations. For the purposes of this report Key
Management Personnel of the Group are defined as those persons having authority and responsibility for planning,
directing and controlling the major activities of the company and the Group, directly or indirectly, including any director
(whether executive or otherwise) of the  parent company and includes the 5 executives in the Parent and the Group
receiving the highest remuneration.

For the purposes of this report, the term 'executive' encompasses the chief executive, senior executives, general
managers and secretaries of the Company and the Group.

Non-executive directors
Fees and payments to non-executive directors reflect the demands which are made on, and the responsibilities of, the
directors.  Non-executive directors’ fees and payments are reviewed annually by the Board.  The Board has sought the
advice of independent remuneration consultants to ensure non-executive directors’ fees and payments are appropriate
and in line with the market.  The Chairman’s fees are determined independently to the fees of non-executive directors
based on comparative roles in the external market.  The Chairman is not present at any discussions relating to
determination of his own remuneration. 

Directors’ fees
The current base remuneration was last reviewed with effect from 1 July 2009 and is due for review in October 2010.
Directors' fees are paid by the parent entity as part of a composite fee which includes the company. A component of the
fee is allocated to the company for services rendered by the directors. The company is not charged for these fees.
Executive Directors do not receive directors' fees.

Executive pay
The executive pay and reward framework has three components:

 base pay and benefits

 performance incentives, and

 other remuneration such as superannuation.

The combination of these comprises the executive’s total remuneration.

Base pay and benefits
Structured as a total employment cost package which may be delivered as a combination of cash and prescribed non
financial benefits at the executive's discretion.

Executives are offered a competitive base pay that comprises the fixed component of pay and rewards.  External
remuneration consultants provide analysis and advice to ensure base pay is set to reflect the market for a comparable
role.  Base pay for executives is reviewed annually to ensure the executive's pay is competitive with market rates.  An
executive's pay is also reviewed on promotion.

Executives have access to discounted staff benefits including roadside assistance, general insurance, travel, and financial
services.
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RAC Finance Limited
Directors' report

30 June 2010
(continued)

Remuneration report (audited) (continued)
Performance incentives
If RACWA Holdings Pty Ltd ('company') and the entities it controlled ('RACWA Group') achieves pre determined targets
set by the remuneration and nomination committee, an incentive pool is available to executives during the annual review. 
Targets are based on the RACWA Group achieving balanced scorecard objectives. The targets consist of a number of key
performance indicators (“KPIs”) covering both financial and non financial, and RACWA Group and individual measures of
performance. Typically included are measures such as achievement of financial targets, member measures, people
measures, leadership team contributions and progress of key strategies. This ensures variable reward is only available
when value has been created and when financial and non financial returns are consistent with the business plan.  The
incentive benefit is leveraged for performance above the threshold to provide an incentive for executive out performance.

Each executive has a target depending on the accountabilities of the role and impact on the Group or business unit
performance.  The remuneration and nomination committee is responsible for assessing whether the key performance
indicators are met.

On an annual basis, after consideration of performance against KPIs, the remuneration and nomination committee
determines the amount, if any, of the performance incentive to be paid to each executive. This process usually occurs
within three months after the reporting date. 

Performance incentive for 2009 and 2010 financial years

For the 2009 financial year 100% of the performance incentive as previously accrued in that period vested to executives
and was paid in the 2010 financial year. The grant date for the performance incentives was September 2009. The
remuneration and nomination committee will consider the performance incentives for the 2010 financial year in September
2010. The amount has been accrued on the basis that it is probable that all executives will meet their respective KPIs for
the period. Any adjustments between the actual amounts to be paid in September 2010 as determined by the
remuneration and nomination committee and the amounts accrued will be adjusted in the 2011 financial year. The
minimum amounts of performance incentives assuming that no executives meet their respective KPIs for the 2010
financial year is nil. The maximum performance incentive is directly linked to the RACWA Group performance incentive
pool and therefore cannot be individually identified for RAC Finance.

Superannuation
Superannuation is paid in accordance with the Superannuation Guarantee Levy to the superannuation guarantee
maximum contribution base.

As executives, only BD Darling and GP Werrett are employed directly by the company. As such their remuneration and
nomination is structured as follows:
Alignment to shareholder interests

 Financial performance of the company and achievement of its growth targets,

 Leadership of the employees of the company, including attracting and retaining key staff,

 Achievements of a range of non financial value drivers which help contribute to the success of the Company, and

 Contribution to the RAC Group

Alignment to program participant’s interest

 Rewards capability and experience,

 Reflects competitive reward for contributing to growth in shareholder wealth,

 Provides clear structure for earnings rewards, and

 Provides recognition for contribution

RAC Finance’s performance is reflected in the profit after tax over time. The performance for the past five years, including
the current period is shown below.

 2006 - $2,755,296

 2007 - $2,526,609

 2008 - $3,444,735

 2009 - $2,728,320

 2010 - $4,478,999
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RAC Finance Limited
Directors' report

30 June 2010
(continued)

Remuneration report (audited) (continued)
A component of their fixed salary and performance incentives has been allocated to the company. These individuals
participate in the Group incentive program which is the same as described above. However, there is no direct incentive for
these individuals associated with the company or its performance.

All executives have rolling contracts.

The RAC Group has a remuneration committee which provides advice on remuneration and incentive policy and practices
and specific recommendations on remuneration packages and other terms of employment for executive directors, other
senior executives and non executive directors. 

The following persons also had authority and responsibility for planning, directing and controlling the activities of the
Group, directly or indirectly, during the financial year:

(i) Directors
DJ Banks - Chairman
TT Agnew
RH Ahern
DL Gooding
CP O'Sullivan
AJ Halse
MP Stanford

(ii) Executives
BD Darling General Manager Finance RAC Finance Limited
AJ Pickworth Executive General Manager Travel, Finance & Distribution RAC Travel, Finance & Distribution
GB Mather Company Secretary, Chief Financial Officer RACWA Holdings Pty Ltd
GP Werrett Senior Manager Property Finance RAC Finance Limited

All of the above persons  were also key management personnel during the year ended 30 June 2009
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RAC Finance Limited
Directors' report

30 June 2010
(continued)

Remuneration report (audited) (continued)

2010

Short-term benefits

Post-
employment

benefits

Name

Cash
salary and

fees
Performance

incentive
Super-

annuation
Performance

related Total
$ $ $ % $

Directors
DJ Banks 10,552 - 950 - 11,502
RM Ahern 5,628 - 506 - 6,134
MP Stanford 5,628 - 506 - 6,134
CP O'Sullivan 5,628 - 506 - 6,134
AJ Halse 5,628 - 506 - 6,134
DL Gooding 5,628 - 506 - 6,134

Executives
TT Agnew 16,866 4,931 375 22.2 22,172
AJ Pickworth 102,583 26,962 5,106 20.0 134,651
GB Mather 14,670 3,119 824 16.8 18,613
BD Darling 160,554 39,530 11,563 18.7 211,647
GP Werrett 139,970 28,174 13,808 15.5 181,952

Totals 473,335 102,716 35,156 16.81 611,207

2009 Short-term benefits

Post-
employment

benefits

Name

Cash
salary and

fees
Performance

incentive
Super-

annuation
Performance

related Total
$ $ $ % $

Directors
DJ Banks 10,552 - 950 - 11,502
RM Ahern 5,628 - 506 - 6,134
MP Stanford 5,628 - 506 - 6,134
CP O'Sullivan 5,628 - 506 - 6,134
AJ Halse 5,628 - 506 - 6,134
DL Gooding 5,628 - 506 - 6,134

Executives
TT Agnew 16,251 3,876 344 18.9 20,471
AJ Pickworth 40,129 12,145 1,766 22.5 54,040
GB Mather 31,151 14,657 1,668 30.9 47,476
BD Darling 152,866 66,905 10,195 29.1 229,966
GP Werrett 146,701 26,574 14,023 14.2 187,298

Totals for each component 425,790 124,157 31,476 21.35 581,423

End of Remuneration report (audited)

Insurance of officers
During the financial year, the RAC Group paid premiums in respect of insurance against losses incurred as a result of any
wrongful act committed, alleged or attempted by directors, councillors and executives in their individual or collective
capacity as officers of the Group. The total amount of the insurance contract paid by the RAC Group on behalf of directors,
councillors and executives was $22,758 (2009: $27,262).

Corporate Governance
In recognising the need for the highest standard of corporate behaviour and accountability, the directors of RAC Finance
Limited support and adhere to generally accepted principles of good corporate governance. The company's corporate
governance statement is contained in the Corporate Governance section of this annual report.
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RAC Finance Limited
Corporate governance statement

30 June 2010

Corporate governance statement

The RAC Finance Limited Board of Directors ("Board") is responsible for the consolidated entity's corporate governance.
The Board guides and monitors the business and affairs of RAC Finance Limited on behalf of the shareholder by whom
they are elected and to whom they are accountable.  

The Board has established guidelines for the nomination and selection of directors and for its operation, which ensures the
Board is well equipped to discharge its responsibilities.

Board composition
Board composition is determined in accordance with the following principles and guidelines:

 The Board should comprise a maximum of seven directors;

 The Board elects the Chairman; and

 The Board should comprise directors with an appropriate range of qualifications and expertise

Board meetings
The Board generally meets monthly and follows meeting guidelines set down to ensure all directors are made aware of,
and have available, all necessary information to participate in an informed discussion of all agenda items.

Board members
The directors in office at the date of this statement are:

Name Position         Term

DJ Banks Non Executive Director, Chairman 14 years (4 years as Chairman)
TT Agnew Executive Director, Chief Executive Officer 11 years 
RM Ahern Non Executive Director   9 years
DL Gooding Non Executive Director    9 years 
CP O'Sullivan Non Executive Director    9 years 
AJ Halse Non Executive Director        4 years 
MP Stanford Non Executive Director 3 years

Board responsibility
As the Board acts on behalf of and is accountable to its shareholder, the Board seeks to identify the expectations of the
shareholder, as well as other regulatory and ethical expectations and obligations. In addition, the Board is responsible for
identifying areas of significant business risks and ensuring arrangements are in place to adequately manage those risks.
The Board seeks to discharge these responsibilities in a number of ways.

The Board delegates responsibility for the operation and administration of the consolidated entity to the Chief Executive
Officer and the executive team.  The Board ensures that this team is appropriately qualified and experienced to discharge
their responsibilities and has in place procedures to assess the performance of the executive team. 

The Board is responsible for ensuring that management's objectives and activities are aligned with the expectations and
risks identified by the Board. The Board has a number of mechanisms in place to ensure that this is achieved, including:

 Board approval of a strategic plan, which encompasses the entity's vision, mission and strategy statements, designed

to meet stakeholders' needs and manage business risk.  The strategic plan is a dynamic document and the Board is

actively involved in developing and approving initiatives and strategies designed to ensure the continued growth and

success of the entity;

 Implementation of operating plans and budgets by management and Board monitoring of progress against budget.

This includes the establishment and monitoring of key performance indicators,  both financial and non financial for all

significant business processes;

 Establishment of committees to report on operational risks, environmental issues and concerns, and occupational

health and safety; and

 Procedures to allow directors, in the furtherance of their duties, to seek independent professional advice at the

company's expense.
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RAC Finance Limited
Corporate governance statement

30 June 2010
(continued)

The Board utilises the following committees, established by RACWA Holdings Pty Ltd:

Remuneration and Nomination Committee
The Board has a Remuneration and Nomination Committee, which meets at least annually to:

 Review the remuneration arrangements for the directors, the Chief Executive and the executive team;

 Ensure that the Board continues to operate within the agreed guidelines, including, where necessary, evaluating the

skills required by the Board;

 Consider nominations to the Board, if required.

One third of non executive directors retire from office each year.

The Chairman is responsible for communicating Board composition requirements to the shareholder on an annual basis.

The shareholder is responsible for the appointment of directors to the Board.

Shareholder approval is required for any change to director remuneration arrangements.

The Remuneration and Nomination Committee appoints external consultants as and when required, to assist with the
review of remuneration arrangements.

All the members of the Remuneration and Nomination Committee are non executive directors. The members of the
Remuneration and Nomination Committee during the year were:

DJ Banks Chairman, Director
CP O'Sullivan Director
DL Gooding Director
MP Stanford Director

Audit and Risk Committee
The Board has an Audit and Risk Committee, which meets a minimum of four times a year and operates under a charter
approved by the Board.  The Board's responsibility is to ensure that an effective risk and internal control framework exists
within the entity.  This includes internal controls to deal with both effectiveness and efficiency of significant business
processes.  These significant business processes include the safeguarding of assets, the maintenance of proper
accounting records, and the reliability of financial information as well as non financial considerations such as
benchmarking of operational key performance indicators.

The Board has delegated responsibility for the establishment and maintenance of the framework of internal control and
ethical standards for the management of the consolidated entity to the Audit and Risk Committee.

The Audit and Risk Committee provides the Board with additional assurance regarding the integrity of financial reporting.

The Audit and Risk Committee and the Board meet with the internal and external auditors, in the absence of management,
and as required, but at least annually.

The Audit and Risk Committee is also responsible for:

 Overseeing and monitoring the internal audit function and action taken by management to address findings;

 Managing the engagement of the external auditor, including reviewing the adequacy of the scope and quality of the

annual statutory audit; and

 Assisting the Board with regards to oversight of the entity's risk management and compliance frameworks.

All members of the Audit and Risk Committee are non executive directors.  The members of the Audit and Risk Committee
during the year were:

CP O'Sullivan Chairman, Director
DJ Banks Director
AJ Halse Director 
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RAC Finance Limited
Corporate governance statement

30 June 2010
(continued)

The following committees have been established by the Board: 

Due Diligence Committee
The Due Diligence Committee is responsible for ensuring that issues associated with the issuing of a prospectus have
been properly considered and that the content of the prospectus issued by the company is appropriate for debenture fund
raising.

The members of the Due Diligence Committee during the year were:

CP O'Sullivan Chairman, Director
DL Gooding Director
AJ Pickworth Executive General Manager
GB Mather Company Secretary, Chief Financial Officer
BD Darling General Manager
RJ Tannock Investment Manager
RM Taylor Financial Controller

Credit Committee
During the year the Board established a Credit Committee with the responsibility of ensuring that loans over $3,500,000
received consideration by Board members.

The members of the Credit Committee during the year were:

DL Gooding Director
AJ Halse Director
TT Agnew Executive Director, Chief Executive, or in his absence
GB Mather Company Secretary, Chief Financial Officer

Monitoring the Board's performance and communication to the shareholder
The Chairman reviews the performance of all directors annually to ensure the Board continues to discharge its
responsibilities in an appropriate manner.  Directors whose performance is unsatisfactory are asked to retire.

The Board of Directors aims to ensure that the shareholder, on behalf of which they act, is informed of all information
necessary to assess the performance of the directors.

Information is communicated to the shareholder through:

 Chairman's monthly review;

 Group monthly performance report;

 Other information as required; and

 The annual general meeting and other meetings called to obtain approval for Board action as appropriate.

-9-



RAC Finance Limited  77 009 066 862

Annual Financial Report - 30 June 2010

Page
Financial report

Income statement 11
Statement of comprehensive income 12
Balance sheet 13
Statement of changes in equity 14
Cash flow statement 15
Notes to the financial statements 16
Directors' declaration 54

This financial report covers both RAC Finance Limited as an individual entity and the consolidated entity consisting of RAC
Finance Limited and its subsidiary.  The financial report is presented in Australian currency.

RAC Finance Limited is a company limited by shares, incorporated and domiciled in Australia.  Its registered office and
principal place of business is:

RAC Finance Limited
832 Wellington Street
West Perth W.A. 6005.

A description of the nature of the consolidated entity's operations and its principal activities is included in the directors’
report on pages 1-6, which is not part of this financial report.

The financial report of RAC Finance Limited for the year ended 30 June 2010 was authorised for issue in accordance with
a resolution of the directors on 1 September 2010.
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RAC Finance Limited
Income statement

For the year ended 30 June 2010

Consolidated
2010 2009

Notes $ $

Revenue from continuing operations
Interest revenue 4 21,376,658 29,086,137
Interest expense 4 (10,923,660) (18,055,832)
Net interest income 10,452,998 11,030,305

Other income 5 3,359,891 1,557,449

Expenses
Impairment losses - loans and advances - (456,106)
Management fees (1,541,718) (1,026,433)
Employee benefits expense 6 (2,367,441) (2,565,031)
Commissions and fees (166,955) (1,094,155)
Depreciation and amortisation expense 6 (54,120) (65,900)
Advertising and promotional expenses (486,939) (372,248)
Bad debts expense (1,712,966) (1,767,034)
Other operating expenses (1,017,210) (1,156,729)
Borrowing costs 6 (61,514) (166,369)
Profit before income tax from continuing operations 6,404,026 3,917,749

Income tax expense 7 (1,925,027) (1,189,429)
Profit from continuing operations 4,478,999 2,728,320

Profit for the year 4,478,999 2,728,320

The above income statement should be read in conjunction with the accompanying notes.
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RAC Finance Limited
Statement of comprehensive income

For the year ended 30 June 2010

Consolidated
2010 2009

$ $

Profit for the year 4,478,999 2,728,320

Other comprehensive income
Net fair value (losses) / gains on available for sale financial assets (81,024) (672,490)
Income tax on items of other comprehensive income 420,753 201,747
Transferred realised (gains) / losses to other income (1,321,486) -
Other comprehensive income for the year, net of tax (981,757) (470,743)

Total comprehensive income for the year 3,497,242 2,257,577

Total comprehensive income for the year is attributable to:
Owners of RAC Finance Limited 3,497,242 2,257,577

3,497,242 2,257,577

The above statement of comprehensive income should be read in conjunction with the accompanying notes.
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RAC Finance Limited
Balance sheet

As at 30 June 2010

Consolidated
2010 2009

Notes $ $

ASSETS
Cash and cash equivalents 14 28,496,999 14,763,541
Trade and other receivables 10 1,823,771 351,054
Loans and advances 15 160,764,881 240,097,796
Available-for-sale financial assets 9 - 1,967,510
Deferred tax assets 12 575,464 103,291
Plant and equipment 11 63,372 101,555
Intangible assets 13 71,878 45,224
Prepayments 16 26,648 39,830
Total assets 191,823,013 257,469,801

LIABILITIES
Trade and other payables 17 3,943,435 7,053,065
Interest bearing loans and borrowings 18 160,116,996 216,223,595
Provisions 19 384,687 312,488
Total liabilities 164,445,118 223,589,148

Net assets 27,377,895 33,880,653

EQUITY
Contributed equity 20 5,000,000 5,000,000
Reserves 21(a) - 981,757
Retained earnings 21(b) 22,377,895 27,898,896
Total equity 27,377,895 33,880,653

The above balance sheet should be read in conjunction with the accompanying notes.
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RAC Finance Limited
Statements of changes in equity
For the year ended 30 June 2010

Attributable to members of RAC Finance Limited

Consolidated
Contributed

equity

Available-
for-sale
asset

revaluation
reserve

Retained
earnings Total

Notes $ $ $ $

Balance at 1 July 2008 5,000,000 1,452,500 25,170,576 31,623,076
Profit for the year 21 - - 2,728,320 2,728,320
Other comprehensive income 21 - (470,743) - (470,743)
Total comprehensive income for the year - (470,743) 2,728,320 2,257,577

Transactions with owners in their capacity as owners: - - - -
Balance at 30 June 2009 5,000,000 981,757 27,898,896 33,880,653

Balance at 1 July 2009 5,000,000 981,757 27,898,896 33,880,653
Profit for the year 21 - - 4,478,999 4,478,999
Other comprehensive income 21 - (981,757) - (981,757)
Total comprehensive income for the year - (981,757) 4,478,999 3,497,242

Dividends paid 22 - - (10,000,000) (10,000,000)
Balance at 30 June 2010 5,000,000 - 22,377,895 27,377,895

The above statements of changes in equity should be read in conjunction with the accompanying notes.
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RAC Finance Limited
Cash flow statement

For the year ended 30 June 2010

Consolidated
2010 2009

Notes $ $

Cash flows from operating activities
Interest and other operating income from customers 22,721,777 30,360,831
Interest received from deposits 1,264,215 213,542
Interest payments (13,493,981) (17,748,275)
Recoveries on loans previously written off 491,199 46,707
Cash payments to employees and suppliers (6,980,294) (6,070,454)

4,002,916 6,802,351
Customer loans advanced (88,001,671) (135,913,723)
Customer loan repayments received 165,806,678 173,241,646
Proceeds from borrowings 33,004,061 99,567,438
Repayment of borrowings (89,110,660) (134,198,239)
Income taxes paid (2,225,183) (1,439,721)
Net cash inflow from operating activities 30 23,476,141 8,059,752

Cash flows from investing activities
Payments for plant and equipment - (5,465)
Payments for intangibles (56,800) (51,201)
Proceeds on sale of available-for-sale assets 985,753 -
Net receipts made for Joint Venture transactions - 819,028
Proceeds from sale of property, plant and equipment 15,462 4,882
Proceeds from sale of intangibles - 5,771
Net cash inflow from investing activities 944,415 773,015

Cash flows from financing activities
(Payments) / receipts from borrowings (687,098) 4,899
Dividends paid to company’s shareholders 22 (10,000,000) -
Net cash (outflow) / inflow from financing activities (10,687,098) 4,899

Net increase in cash and cash equivalents 13,733,458 8,837,666
Cash and cash equivalents at the beginning of the financial year 14,763,541 5,925,875
Cash and cash equivalents at end of year 14 28,496,999 14,763,541

The above cash flow statement should be read in conjunction with the accompanying notes.
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RAC Finance Limited
Notes to the financial statements

30 June 2010
(continued)

1 Summary of significant accounting policies

(a) General Information

RAC Finance Limited and its controlled entity provide financial services to members of The Royal Automobile Club of W.A.
(Incorporated) and the public through a distribution network in Australia. RACWA Holdings Pty Ltd is the immediate parent
of RAC Finance Limted.

The Royal Automobile Club of W.A. (Incorporated) is an association incorporated in Australia under the Western
Australian Associations Incorporations Act 1987.  The Club was formed in 1905 and incorporated on 24 September 1917
and is the ultimate parent of the Group.

The registered office of RAC Finance Limited is located at:

832 Wellington Street,

West Perth, W.A. 6005

(b) Basis of preparation

This general purpose financial report has been prepared in accordance with Australian equivalents to International
Financial Reporting Standards (IFRSs), other authoritative pronouncements of the Australian Accounting Standards Board
and the Corporations Act 2001.

Compliance with Australian Accounting Standards
The financial report complies with Australian Accounting Standards as issued by the Australian Accounting Standards
Board and International Financial Reporting Standards (IFRSs) as issued by the International Accounting Standards
Board.  

Adoption of new standards
The Group has adopted the following new or amended Australian Accounting Standards and AASB interpretations as of 1
July 2009:  

(i)      AASB 7 Financial instruments: Disclosures (refer note 2)

(ii)     AASB 101 Presentation of Financial Statements

(iii)    Revised AASB 123 Borrowing Costs and AASB 2007-6 Amendments to Australian Accounting Standards arising
from AASB 123

(iv)    AASB 2008-5 Amendments to Australian Accounting Standards arising from the Annual Improvements Project

(v)     AASB 2008-6 Further Amendments to Australian Accounting Standards arising from the Annual Improvements
Project

(vi)    AASB Interpretation 17 Distribution of Non cash Assets to Owners and AASB 2008-13 Amendments to Australian
Accounting Standards arising from AASB Interpretation 17

(vii)   AASB 2008-7 Amendments to Australian Accounting Standards – Cost of an Investment in a Subsidiary, Jointly
Controlled Entity or Associate

(viii)  AASB 2009-2 Amendments to Australian Accounting Standards – Improving Disclosures about Financial Instruments
[AASB 4, AASB 7, AASB 1023 & AASB 1038]

(ix)    AASB 2009-4 Amendments to Australian Accounting Standards arising from the Annual Improvements Project
[AASB 2 and AASB 138 and AASB Interpretations 9 & 16]

(xi)    AASB 2009-6 and 2009-7 Amendments to various Australian Accounting Standards

The adoption of the above new and amended standards has not had a significant impact on the financial results or position
of the Group.  Disclosures have been changed where required.

Historical cost convention
These financial statements have been prepared under the historical cost convention, as modified by the revaluation of
available-for-sale financial assets which are carried at fair value.
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RAC Finance Limited
Notes to the financial statements

30 June 2010
(continued)

1 Summary of significant accounting policies (continued)

Critical accounting estimates
The preparation of financial statements in conformity with IFRS requires the use of certain critical accounting estimates. It
also requires management to exercise its judgement in the process of applying the Group’s accounting policies. The areas
involving a higher degree of judgement or complexity, or areas where assumptions and estimates are significant to the
financial statements, are disclosed in note 3.

(c) Principles of consolidation

(i) Subsidiaries
The consolidated financial statements incorporate the assets and liabilities of the subsidiary of RAC Finance Limited
(''company'' or ''parent company'') as at 30 June 2010 and the results of its subsidiary for the year then ended.  RAC
Finance Limited and its subsidiary together are referred to in this financial report as the Group or the consolidated entity.

The financial statements of the subsidiary are prepared for the same reporting period as the parent company, using
consistent accounting policies.

Subsidiaries are all those entities (including special purpose entities) over which the company has the power to govern the
financial and operating policies, generally accompanying a shareholding of more than one-half of the voting rights.  The
existence and effect of potential voting rights that are currently exercisable or convertible are considered when assessing
whether the company controls another entity.

The Group elected to early adopt AASB 3 (Revised) Business Combination from 1 July 2008.  

The acquisition method of accounting is used to account for the acquisition of subsidiaries by the Group.

Intercompany transactions, balances and unrealised gains on transactions between Group companies are eliminated.
Unrealised losses are also eliminated unless the transaction provides evidence of the impairment of the asset transferred,
in which case an impairment loss is recognised.  Accounting policies of subsidiaries have been changed where necessary
to ensure consistency with the policies adopted by the Group.

(d) Revenue recognition

Revenue is measured at the fair value of the consideration received or receivable. Amounts disclosed as revenue are net
of returns, trade allowances and duties and taxes paid. Revenue is recognised to the extent that it is probable that the
economic benefits will flow to the Group and the revenue can be reliably measured. The following specific recognition
criteria must also be met before revenue is recognised:

(i) Fees and commission income

Fee and commission income is brought to account on an accruals basis. Non-refundable front end fees are recognised as
income when the loan is disbursed. If material, front end fees which are risk or yield related are deferred and amortised to
interest income over the life of the loan using the effective interest method. Fees and direct costs relating to loan
origination, financing or restructuring and to loan commitments are deferred and amortised to interest over the life of the
loan using the effective interest rate method. Fees received for commitments which are not expected to result in a loan are
included in fees and commissions and amortised on a straight line basis over the commitment period. Where fees are
received on an ongoing basis and represent the recoupment of the costs of maintaining and administering existing loans,
these fees are taken to income on an accruals basis.

(ii) Interest income

Revenue is recognised as the interest accrues (using the effective interest method, which is the rate that exactly discounts
estimated future cash receipts through the expected life of the financial instrument) to the net carrying amount of the
financial asset.  Any yield adjusting fee income is recognised within loans and advances and is earned in the income
statement as interest income over the expected term of the loan, using the effective interest method.

Loan origination fees and costs are amortised over the expected life of the loan.  The Group has adopted a loan pool basis
of amortisation with an expected life of loan rather than an effective interest rate approach applied individually to each
loan.

(iii) Dividend income
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RAC Finance Limited
Notes to the financial statements

30 June 2010
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1 Summary of significant accounting policies (continued)

Dividend income from available for sale financial assets is recognised in the income statement as part of revenue from
continuing operations when the right to receive payment is established. However, the investment may need to be tested
for impairment.

(iv) Revenue from joint ventures

Revenue from joint ventures is recognised upon completion of the project. All debt and equity must be repaid before profit
is distributed between joint venture partners.

(e) Income tax

The income tax expense or revenue for the period is the tax payable on the current period’s taxable income based on the
national income tax rate for each jurisdiction adjusted by changes in deferred tax assets and liabilities attributable to
temporary differences between the tax bases of assets and liabilities and their carrying amounts in the financial
statements.

Deferred tax assets and liabilities are recognised for temporary differences at the tax rates expected to apply when the
assets are recovered or liabilities are settled, based on those tax rates which are enacted or substantively enacted for
each jurisdiction.  The relevant tax rates are applied to the cumulative amounts of deductible and taxable temporary
differences to measure the deferred tax asset or liability.  An exception is made for certain temporary differences arising
from the initial recognition of goodwill or of assets and liabilities.  No deferred tax asset or liability is recognised in relation
to these temporary differences if they arose in a transaction, other than a business combination, that at the time of the
transaction did not affect either accounting profit or taxable profit or loss.

Deferred tax assets are recognised for deductible temporary differences only if it is probable that future taxable amounts
will be available to utilise those temporary differences. Unrecognised deferred tax assets are reassessed at each balance
sheet date and are recognised to the extent that it has become probable that future taxable profit will allow deferred tax
assets to be recovered.

Deferred tax liabilities and assets are not recognised for temporary differences between the carrying amount and tax
bases of investments in foreign operations where the company is able to control the timing of the reversal of the temporary
differences and it is probable that the differences will not reverse in the foreseeable future.

Deferred tax assets and liabilities are offset, when there is a legally enforceable right to offset current tax assets and
liabilities and when the deferred tax balances relate to the same taxation authority. Current tax assets and tax liabilities are
offset where the entity has a legally enforceable right to offset and intends either to settle on a net basis, or to realise the
asset and settle the liability simultaneously.

Current and deferred tax balances attributable to amounts recognised directly in equity are also recognised directly in
equity.

Tax consolidation legislation
The Royal Automobile Club of W.A. (Incorporated) and its wholly owned Australian controlled entities have implemented
the tax consolidation legislation as of 1 July 2003.

The head entity, The Royal Automobile Club of W.A. (Incorporated), and the controlled entities in the tax consolidated
group continue to account for their own current and deferred tax expense / benefit and deferred tax assets and liabilities
relating to temporary differences. These tax amounts are measured as if each entity in the tax consolidated group
continues to be a stand alone taxpayer in its own right.

In addition to its own current and deferred tax amounts, The Royal Automobile Club of W.A. (Incorporated), the ultimate
parent entity, also recognises the current tax liabilities (or assets) and the deferred tax assets arising from unused tax
losses and unused tax credits assumed from controlled entities in the tax consolidated group.

Assets or liabilities arising under tax funding agreements with the tax consolidated entities are recognised as amounts
receivable from or payable to other entities in the Group. Details about the tax funding agreement are disclosed in (note 8).

Any difference between the amounts assumed and the amounts receivable or payable under the tax funding agreement
are recognised as a contribution to (or distribution from) wholly owned tax consolidated entities.
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1 Summary of significant accounting policies (continued)

(f) Leases

A distinction is made between finance leases which effectively transfer from the lessor to the lessee substantially all the
risks and benefits incidental to ownership of leased assets and operating leases under which the lessor effectively retains
substantially all such risks and benefits.  Operating lease payments are charged to the Income Statement in the periods in
which they are incurred, as this represents the pattern of benefits derived from the leased assets.

Leases of plant and equipment where the Group has substantially all the risks and rewards of ownership are classified as
finance leases.  Finance leases are capitalised at the lease’s inception at the lower of the fair value of the leased property
and the present value of the minimum lease payments.  The corresponding rental obligations, net of finance charges, are
included in other long term payables.  Each lease payment is allocated between the liability and finance cost.  The interest
element of the finance cost is charged to the income statement over the lease period so as to produce a constant periodic
rate of interest on the remaining balance of the liability for each period.  The plant and equipment acquired under finance
leases is depreciated over the shorter of the asset’s useful life and the lease term.

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

(g) Impairment of non financial assets

Assets 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.  For
the purposes of assessing impairment, assets are grouped at the lowest levels for which there are separately identifiable
cash inflows which are largely independent of the cash inflows from other assets or group of assets (cash generating
units).  Non financial assets that suffered an impairment are reviewed for possible reversal of the impairment at each
reporting date.

(h) Cash and cash equivalents

For cash flow statement presentation purposes, cash and cash equivalents includes cash on hand, deposits held at call
with financial institutions, with original maturities of three months or less that are readily convertible to known amounts of
cash and which are subject to an insignificant risk of changes in value, and bank overdrafts.  
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1 Summary of significant accounting policies (continued)

(i) Trade and other receivables

Trade receivables

Trade receivables, which generally have 30 day terms, are recognised and carried at original invoice amount less any
allowance for any uncollectible amounts.

Collectibility of trade receivables is reviewed on an ongoing basis. Debts which are known to be uncollectible are written
off. An allowance for doubtful receivables is established where there is objective evidence that the company will not be
able to collect all amounts due according to the original terms of receivables. The financial difficulties of the debtor or
default payments of debts more than 30 days overdue are considered objective evidence of impairment. The amount of
the allowance is the difference between the asset's carrying amount and the present value of estimated future cash flows,
discounted at the original effective interest rate. Cash flows relating to short term receivables are not discounted if the
effect of discounting is immaterial. The amount of the allowance is recognised in the income statement.

Related party receivables

Receivables from related parties are recognised and carried at the nominal amount due.

(j) Loans and advances

All loans and advances are initially recognised at cost, being the fair value of the consideration given and including
acquisition charges associated with the loans and advances.

Loans and advances represent loans made to members of The Royal Automobile Club of W.A. (Incorporated) and to the
public.

Loans and advances are subsequently measured at amortised cost using the effective interest rate method.

Non accrual loans are loans and advances where the debt has been written down to recoverable value. The Board is of
the view that the recovery of the principal only will occur on these loans. Once classified as a non accrual loan, interest
payments on the loan receivable are not brought to account as income.

Impairment of loans and advances

(i) Specific provisions
Specific provisions are raised when there is objective evidence that an impairment loss on loans and advances has been
incurred. The amount of the loss is measured as the difference between the asset's carrying amount and the present value
of estimated future cash flows using the original effective interest rate.

(ii) Collective provision
Loans that are not known to be impaired are grouped together according to their risk characteristics and are then
assessed for impairment. The appropriate collective provision is raised, based on historical loss data and current available
information for assets with similar risk characteristics. From analysis undertaken this benchmark has been consistent with
the historical level of bad debts experienced in these portfolios.

(k) Investments and other financial assets

The Group classifies its investments in the following categories: financial assets at fair value through profit or loss, loans
and receivables, held-to-maturity investments, and available-for-sale financial assets. The classification depends on the
purpose for which the investments were acquired. Management determines the classification of its investments at initial
recognition and re-evaluates this designation at each reporting date.

(i) Loans and receivables
Loans and receivables are non derivative financial assets with fixed or determinable payments that are not quoted in an
active market.  They arise when the Group provides money, goods or services directly to a debtor with no intention of
selling the receivable.

(ii) Held-to-maturity investments
Held-to-maturity investments are non-derivative financial assets with fixed or determinable payments and fixed maturities
that the Group’s management has the positive intention and ability to hold to maturity. During the year, the Group did not
hold any investments in this category.
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1 Summary of significant accounting policies (continued)

(iii) Available-for-sale financial assets
Investments are designated as available-for-sale if they do not have fixed maturities and fixed or determinable payments
and management intends to hold them for the medium to long term. They are included in assets in the balance sheet.

Financial assets are derecognised when the rights to receive cash flows from the financial assets have expired or have
been transferred and the Group has transferred substantially all the risks and rewards of ownership.

Available-for-sale financial assets are subsequently carried at fair value. Loans and receivables and held-to-maturity
investments are carried at amortised cost using the effective interest method.

Purchases and sales of investments are recognised on trade-date - the date on which the Group commits to purchase or
sell the asset. Investments are initially recognised at fair value plus transaction costs for all financial assets not carried at
fair value through profit or loss. Financial assets carried at fair value through profit or loss are initially recognised at fair
value and transaction costs are expensed in the income statement. Financial assets are derecognised when the rights to
receive cash flows from the financial assets have expired or have been transferred and the Group has transferred
substantially all the risks and rewards of ownership.

Available-for-sale financial assets and financial assets at fair value through profit and loss are subsequently carried at fair
value. Loans and receivables and held-to-maturity investments are carried at amortised cost using the effective interest
method. Gains and losses arising from changes in the fair value of the 'financial assets at fair value through profit or loss'
category, including interest and dividend income, are presented in the income statement with other income or expenses in
the period in which they arise.

Changes in the fair value of other monetary and non monetary securities classified as available-for-sale are recognised in
equity. When securities classified as available-for-sale are sold or impaired, the accumulated fair value adjustments
recognised in equity are included in the income statement as gains and losses from investment securities.

(iv)     Impairment of financial assets

The Group assesses at each balance date whether there is objective evidence that a financial asset or group of financial
assets is impaired. In the case of equity securities classified as available-for-sale, a significant or prolonged decline in the
fair value of a security below its cost is considered in determining whether the security is impaired. If any such evidence
exists for available-for-sale financial assets, the cumulative loss measured as the difference between the acquisition cost
and the current fair value, less any impairment loss on that financial asset previously recognised in profit and loss is
removed from equity and recognised in the income statement. Impairment losses recognised in the income statement on
equity instruments are not reversed through the income statement.

(l) Fair value estimation

The fair value of financial assets and financial liabilities must be estimated for recognition and measurement or for
disclosure purposes. The fair value of financial assets and liabilities is calculated by discounting the expected cash flows
by the current interest rate for asset/liabilities with similar risk profiles.

The nominal value less estimated credit adjustments of trade receivables and payables are assumed to approximate their
fair values. The fair value of financial liabilities for disclosure purposes is estimated by discounting the future contractual
cash flows at the current market interest rate that is available to the Group for similar financial instruments.

(m) Inventories

Inventory work in progress comprising land and housing, is stated at the lower of cost and net realisable value. Cost
includes the cost of acquisition and development.
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(n) Plant and equipment

Plant and equipment are stated at historical cost less accumulated depreciation and any accumulated impairment losses.
Historical cost includes expenditure that is directly attributable to the acquisition of the items.  

Subsequent costs are included in the asset’s carrying amount or recognised as a separate asset, as appropriate, only
when it is probable that future economic benefits associated with the item will flow to the company and the cost of the item
can be measured reliably.  All other repairs and maintenance are charged to the income statement during the financial
period in which they are incurred.

Depreciation on plant and equipment is calculated using the diminishing value method to allocate their cost or revalued
amounts to their residual values, over their estimated useful lives, as follows:

- Motor vehicles 8 years
- Fixtures and fittings 13.33 years
- Plant and equipment 5 - 7.5 years
- Computer equipment 2.5 - 4 years

The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at each balance sheet date.

An asset’s carrying amount is written down immediately to its recoverable amount if the asset’s carrying amount is greater
than its estimated recoverable amount (note 1(g)).

Gains and losses on disposals are determined by comparing proceeds with carrying amount.  These are included in the
income statement.  

(o) Intangible assets

Computer software
Acquired computer software licences are capitalised on the basis of the costs incurred to acquire and bring to use the
specific software. These costs are amortised on a diminishing value basis over their estimated useful lives (2.5 years).

Costs associated with developing or maintaining computer software programmes are recognised as an expense when
incurred. Costs that are directly associated with the production of identifiable and unique software products controlled by
the Group, and that will probably generate economic benefits exceeding costs beyond one year, are recognised as
intangible assets. Direct costs include the software development employee costs and an appropriate portion of relevant
overheads.

Computer software development costs recognised as assets are amortised over their estimated useful lives.

(p) Trade and other payables

These amounts represent liabilities for goods and services provided to the company prior to the end of financial year which
are unpaid.  The amounts are unsecured and are usually paid within 30 days of recognition.

(q) Interest bearing loans and borrowings

All loans and borrowings are initially recognised at cost, being the fair value of the consideration received net of issue
costs associated with the borrowing.

After initial recognition, interest bearing loans and borrowings are subsequently measured at amortised cost using the
effective interest method.  Amortised cost is calculated by taking into account any issue costs, and any discount or
premium on settlement.

Gains and losses are recognised in the income statement when the liabilities are derecognised and as well as through the
amortisation process.
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(r) Borrowing costs

Borrowing costs  and other expenses associated with the raising of finance but which are not directly attributable to any
individual debenture issues, are expensed.

Interest expense on notes and debentures is recognised as it accrues, using the effective interest method.

(s) Provisions

Provisions are recognised when the Group has a present legal or constructive obligation as a result of past events; it is
probable that an outflow of resources will be required to settle the obligation; and the amount can be reliably estimated. 
Provisions are not recognised for future operating losses.

Where there are a number of similar obligations, the likelihood that an outflow will be required in settlement is determined
by considering the class of obligations as a whole.  A provision is recognised even if the likelihood of an outflow with
respect to any one item included in the same class of obligations may be small.

(t) Employee benefits

(i) Wages and salaries, annual leave and sick leave
Liabilities for wages and salaries, including non monetary benefits, annual leave and accumulating sick leave due to be
settled within 12 months of the reporting date are recognised in other payables in respect of employees' services up to the
reporting date and are measured at the amounts due to be paid when the liabilities are settled.  Liabilities for non
accumulating sick leave are recognised when the leave is taken and are measured at the rates paid or payable.

(ii) Long service leave
The liability for long service leave is recognised in the provision for employee benefits and measured as the present value
of expected future payments to be made in respect of services provided by employees up to the reporting date. 
Consideration is given to expected future wage and salary levels, experience of employee departures and periods of
service.  Expected future payments are discounted using market yields at the reporting date on national government bonds
with terms to maturity and currency that match, as closely as possible, the estimated future cash outflows.

(iii) Defined contribution obligations
The Group participates in a defined contribution fund. Employees can elect to adopt a fund of their choice. All employees
who elect the superannuation fund that the Group participates in, are entitled to benefits on retirement, disability or death
from this plan. The defined contribution fund receives fixed contributions from Group companies and the Group’s legal or
constructive obligation is limited to these contributions. 

Contributions to the defined contribution fund are recognised as an expense as they become payable.  Prepaid
contributions are recognised as an asset to the extent that a cash refund or a reduction in the future payments is available.

(iv) Incentive plans
The Group recognises a liability and an expense for incentives. The Group recognises a provision where contractually
obliged or where there is a past practice that has created a constructive obligation.

(v) Termination benefits
Termination benefits are payable when employment is terminated before the normal retirement date, or whenever an
employee accepts voluntary redundancy in exchange for these benefits. The Group recognises termination benefits when
it is demonstrably committed to either: terminating the employment of current employees according to a detailed formal
plan without the possibility of withdrawal; or providing termination benefits as a result of an offer made to encourage
voluntary redundancy. Benefits falling due more than 12 months after balance sheet date are discounted to present value.

(u) Contributed equity

Ordinary shares are classified as equity.

Incremental costs directly attributable to the issue of new shares or options are shown in equity as a deduction, net of tax,
from the proceeds.
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(v) Dividends

Provision is made for the amount of any dividend declared on or before the end of the financial year but not distributed at
balance date.

(w) Financial instrument transaction costs

Financial instrument transaction costs are included in the carrying initial amounts of financial assets and financial liabilities
carried at amortised cost and are amortised using the effective interest method.

(x) Goods and services tax (GST)

Revenues, expenses and assets are recognised net of the amount of associated GST, unless the GST incurred is not
recoverable from the taxation authority.  In this case it is recognised as part of the cost of acquisition of the asset or as part
of the expense.

Receivables and payables are stated inclusive of the amount of GST receivable or payable.  The net amount of GST
recoverable from, or payable to, the taxation authority is included with receivables or payables in the balance sheet.

Cash flows are presented on a gross basis.  The GST components of cash flows arising from investing or financing
activities which are recoverable from, or payable to the taxation authority, are presented as operating cash flow.

(y) New accounting standards and interpretations

Certain new accounting standards and interpretations have been published that are not mandatory for 30 June 2010
reporting periods.  The Group's assessment of the impact of the relevant new standards and interpretations is set out
below. The Group plans to adopt these standards and interpretations from the date on which the standard/interpretation
becomes effective.

(i) AASB 2009-5  Further Amendments to Australian Accounting Standards arising from the Annual
Improvements Project  [AASB 5, 8, 101, 107, 117, 118, 136 & 139] (effective 1 January 2010)
The amendments to some Standards result in accounting changes for presentation, recognition or measurement
purposes, while some amendments that relate to terminology and editorial changes are expected to have no or minimal
effect on accounting.

The main amendment of relevance is that made to AASB 117 by removing the specific guidance on classifying land as a
lease so that only the general guidance remains.  Assessing land leases based on the general criteria may result in more
land leases being classified as finance leases and if so, the type of asset which is to be recorded (intangible v property,
plant and equipment) needs to be determined.

These amendments arise from the issuance of the IASB’s Improvements to IFRSs.  The AASB has issued the
amendments to IFRS 2, IAS 38, IFRIC 9 as AASB 2009-4.  The Group will apply the amendments prospectively from 1
July 2010.

(ii) AASB 9 Financial Instruments and AASB 2009-11 Amendments to Australian Accounting Standards arising
from AASB 9 (effective from 1 January 2013)
AASB 9 Financial Instruments addresses the classification and measurement of financial assets and is likely to affect the
Group’s accounting for its financial assets. The standard is not applicable until 1 January 2013 but is available for early
adoption. The Group is yet to assess its full impact and has not yet decided when to adopt AASB 9.

(iii) Revised AASB 124 Related Party Disclosures and AASB 2009-12 Amendments to Australian Accounting
Standards (effective from 1 January 2011)
In December 2009 the AASB issued a revised AASB 124 Related Party Disclosures. It is effective for accounting periods
beginning on or after 1 January 2011 and must be applied retrospectively. The amendment removes the requirement for
government related entities to disclose details of all transactions with the government and other government related
entities and clarifies and simplifies the definition of a related party. The Group will apply the amended standard from 1 July
2011. When the amendments are applied, the Group and the parent will need to disclose any transactions between its
subsidiaries and its associates. However, it has yet to put systems into place to capture the necessary information. It is
therefore not possible to disclose the financial impact, if any, of the amendment on the related party disclosures.
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(iv) AASB Interpretation 19 Extinguishing financial liabilities with equity instruments and AASB 2009 13
Amendments to Australian Accounting Standards arising from Interpretation 19 (effective from 1 July 2010)
AASB Interpretation 19 clarifies the accounting when an entity renegotiates the terms of its debt with the result that the
liability is extinguished by the debtor issuing its own equity instruments to the creditor (debt for equity swap). It requires a
gain or loss to be recognised in profit or loss which is measured as the difference between the carrying amount of the
financial liability and the fair value of the equity instruments issued. The Group will apply the interpretation from 1 July
2010. It is not expected to have any impact on the Group or the parent entity's financial statements since it is only
retrospectively applied from the beginning of the earliest period presented (1 July 2009) and the Group has not entered
into any debt for equity swaps since that date.

(v) AASB 2010-3 Amendments to Australian Accounting Standards arising from the Annual Improvements Project
and AASB 2010-4 Further Amendments to Australian Accounting Standards arising from the Annual Improvements
Project (effective from 1 July 2010 / 1 January 2011)
In June 2010, the AASB made a number of amendments to Australian Accounting Standards as a result of the IASB's
annual improvements project.  The company will apply the amendments from 1 July 2010.  It is not expected that any
adjustments will be necessary as the result of applying the revised rules.   

(z) Derecognition of financial assets and financial liabilities

(i) Financial assets

A financial asset (or, where applicable, a part of a financial asset or part of a group of similar financial assets) is
derecognised when:

 - the right to receive cash flows from the asset have expired;
 - the Group retains the right to receive cash flows from the asset, but has assumed an obligation to pay them in full
without material delay to a third party under a "pass through" arrangement; or
 - the Group has transferred its rights to receive cash flows from the asset and either (a) has transferred substantially all
the risks and rewards of the asset, or (b) has neither transferred nor retained substantially all the risk and rewards of the
asset, but has transferred control of the asset.

When the Group has transferred its rights to receive cash flows from an asset and has neither transferred nor retained
substantially all the risks and rewards of the asset nor transferred control of the asset, the asset is recognised to the extent
of the Group's continuing involvement in the asset . Continuing involvement that takes the form of a guarantee over the
transferred asset is measured at the lower of the original carrying amount of the asset and the maximum amount of the
consideration received that the Group could be required to pay.

(ii) Financial liabilities

A financial liability is derecognised when the obligation under the liability is discharged or cancelled or expires.

When an existing liability is replaced by another with the same lender on substantially different terms, or the terms of an
existing liability are substantially modified, such an exchange or modification is treated as a derecognition of the original
liability and the recognition of a new liability, and the difference in the respective carrying amounts is recognised in profit or
loss.

(aa) Parent entity financial information

The financial information for the parent entity, RAC Finance Ltd, disclosed in note 32 has been prepared on the same
basis as the consolidated financial statements.
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2 Financial risk management objectives and policies

The Group's principal financial instruments, comprise loans and advances, debentures, unsecured notes, short term
borrowings, cash and short term deposits. The Group has various other financial assets and liabilities such as trade
receivables and trade payables, which arise directly from its operations.

The Group's activities expose it to a variety of financial risk; market risk (price risk and including fair value interest rate
risk), credit risk, liquidity risk and cash flow interest rate risk. The Group's overall risk management program focuses on the
unpredictability of financial markets and seeks to minimise potential adverse effects on the financial performance of the
Group. 

The Group manages its risk through a comprehensive set of policies, procedures and limits approved by the Board.
Management of all instruments is integrated into the Group's risk management practices and speculative transactions are
not permitted.

Details of the significant accounting policies and methods adopted, including the recognition criteria, the basis of
measurement and the basis on which income and expenses are recognised, in respect of each class of financial asset,
financial liability and equity instrument are disclosed in note 1 to the financial statements.

The Group holds the following financial instruments:

Consolidated
2010 2009

$ $

Financial assets
Cash and cash equivalents 28,496,999 14,763,541
Trade and other receivables 1,823,771 351,054
Loans and advances 160,764,881 240,097,796
Available-for-sale financial assets - 1,967,510

191,085,651 257,179,901

Financial liabilities
Trade and other payables 3,943,435 7,053,065
Interest bearing loans and borrowings 160,116,996 216,223,595

164,060,431 223,276,660

(a) Market risk

(i) Price risk
The Group is exposed to equity securities price risk in the comparative period only. This arises from investments held by
the Group and classified on the balance sheet as available-for-sale. The Group is not exposed to commodity price risk.

The table on page 28 summarises the impact of a movement in the equity prices on the Group's post tax profit for the
comparative year. The analysis is based on the assumption that the equity securities price has increased/decreased by
5% (2009: 5%) with all other variables held constant. Equity at the end of the year would have increased/decreased by $0
(2009: $68,863) as a result of gains/losses on equity securities classified as available-for-sale.

(ii) Cash flow and fair value interest rate risk
The Group's main interest rate risk arises from changes in the shape and direction of interest rates (yield curve risk) as
well as mismatches in the repricing term of assets and liabilities. Interest rate risk is monitored by the Group under
guidelines and limits defined by the Board in relation to acceptable levels of predefined margins between lending and
borrowing rates.

The assumption for using -/+2.0% (2009: -/+0.5%) for interest rate risk and -/+5% (2009: -/+5%) for price risk for the
purpose of the sensitivity analysis, are based on historical trends during the preceding year and what is considered by
management a realistic movement in these financial assets and liabilities within the next 12 months.
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2 Financial risk management objectives and policies (continued)

Consolidated sensitivity analysis

The Group analyses the interest rate exposure by taking into consideration refinancing and renewal of existing positions.
Based on these considerations, the Group calculates the impact on profit and loss of a defined interest rate shift. At 30
June 2010, if the interest rates had changed by -/+2.0% (2009: -/+0.5%) from the year-end rates with all other variables
held constant, post-tax profit for the year would have been ($739,755)/$739,755 (2009: ($269,503)/$269,503) lower/higher.
Equity would have also been ($739,755)/$739,755 (2009: ($269,503)/$269,503) lower/higher.

(iii) Summarised sensitivity analysis 
The following table summarises the sensitivity of the Group’s financial assets and financial liabilities to interest rate risk
and price risk, if the interest rate and price risk moved with all other variables held constant.

Consolidated Price Risk Interest rate risk

-5% +5% -2.0% +2.0%

30 June 2010

Carrying

amount Profit Equity Profit Equity Profit Equity Profit Equity
$ $ $ $ $ $ $ $ $

Financial assets
Cash and cash equivalents 28,496,999 - - - - (408,203) (408,203) 408,203 408,203
Loans and advances 160,764,881 - - - - (331,552) (331,552) 331,552 331,552
Available-for-sale financial assets - - - - - - - - -
Financial liabilities
Interest bearing loans and borrowings 160,116,996 - - - - - - - -

Total increase/ (decrease) - - - - (739,755) (739,755) 739,755 739,755

Consolidated Price Risk Interest rate risk

-5% +5% -0.5% +0.5%

30 June 2009

Carrying

amount Profit Equity Profit Equity Profit Equity Profit Equity
$ $ $ $ $ $ $ $ $

Financial assets
Cash and cash equivalents 14,763,541 - - - - (52,403) (52,403) 52,403 52,403
Loans and advances 240,097,796 - - - - (255,058) (255,058) 255,058 255,058
Available-for-sale financial assets 1,967,510 - (68,863) - 68,863 - - - -
Financial liabilities
Interest bearing loans and borrowings 216,223,595 - - - - 37,958 37,958 (37,958) (37,958)

Total increase/ (decrease) - (68,863) - 68,863 (269,503) (269,503) 269,503 269,503

Movement in profits are due to higher or lower interest costs from variable rate debt and cash balances. Movements in
equity are due to fair value movement.

(b) Credit risk

Credit risk is the potential risk of financial loss from the failure of a client to meet their obligations to the Group on time and
in full, as contracted. To address this risk, the Group has implemented a robust credit risk management framework which
has been approved by the Board. The consolidated entity's maximum exposures to credit risk at balance sheet date in
relation to each class of recognised financial assets, is the carrying amount of those assets as indicated in the Balance
Sheet.

All new customers are assessed for credit worthiness when an application for loan/credit is received. The credit quality of a
customer is assessed by taking into account their financial position, previous credit history and duration at their current
place of employment and residence. Customers that do not satisfy the credit test are denied credit. Larger transactions
over a specific threshold are referred to the Board for assessment and approval. At 30 June 2010 average historical
default rates for Consumer and Real estate were 0.65% (2009: 0.45%) and 0.00% (2009: 0.01%) respectively.

Cash and cash equivalents are limited to high credit quality financial institutions.  The Group has policies that limit the
amount of credit exposure to any one financial institution. All cash and cash equivalents balances on the Balance Sheet at
30 June 2010 were with 'AA' rated financial institutions.

Credit risk further arises in relation to financial guarantees given to certain parties.Such guarantees are only provided in
exceptional circumstances and are subject to specific Board approval.
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2 Financial risk management objectives and policies (continued)

All assets that are neither past due or impaired are not rated by an external agency and are considered to be of a good
rating.

Concentration of credit risk

The company minimises concentration of credit risk in relation to finance receivables by undertaking transactions with a
large number of customers within specified industries. The customers are concentrated in Western Australia.

Concentration of credit risk on finance receivables at balance date arise in the following industries:

% of total trade receivables
2010 2009 2010 2009

Industry

% % $ $

Property construction 30.1 45.6 48,779,500 110,066,172
Primary production - - - -
Wages and salary earners 69.8 54.4 112,958,640 131,292,412
Other non concentrated 0.1 - 138,150 82,950

100.0 100.0 161,876,290 241,441,534

Concentration of loans and borrowings

2010 2010 2009 2009
$ % $ %

Loans and advances

Personal
 - Consumer 113,096,790 69.9 131,375,362 54.4

Commercial
 - Property 48,779,500 30.1 110,066,172 45.6

161,876,290 100.0 241,441,534 100.0

Deposits and borrowings

Short term borrowings

Debentures
 - Other 150,616,996 94.1 201,143,595 93.0

Unsecured notes
 - Related parties 9,500,000 5.9 15,080,000 7.0

160,116,996 100.0 216,223,595 100.0
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2 Financial risk management objectives and policies (continued)

(c) Liquidity risk

The Group's liquidity policy is designed to ensure it has sufficient funds to meet its obligations as they fall due. There are
two aspects of this risk. First, the Group must ensure it has sufficient funds to meet day-to-day requirements arising from
its normal activities. Second, the Group must be able to cope with unforeseen outflows. The volume of liquid assets varies
over time, in line with market conditions and is maintained in accordance with board approved limits.

The Group manages the liquidity risk inherent in the maturity analysis of financial liabilities by expecting some of its
undrawn loan commitments won't be drawn and by maintaining $10m-$15m in Cash at Bank. The liquidity position is
monitored daily and a monthly cash forecast is prepared to determine the level of debt that will be required.

Maturities of financial liabilities

The tables below analyse the Group’s financial liabilities into relevant maturity groupings based on the remaining period at
the reporting date to the contractual maturity date.  The amounts disclosed in the table are the contractual undiscounted
cash flows. 

Consolidated - At 30 June 2010 Less than 3
months

3 - 12 months Between 1 and
5 years

Total

$ $ $ $

On balance sheet
Debentures 46,882,276 77,756,943 25,977,776 150,616,995
Unsecured notes - 4,500,000 5,000,000 9,500,000
Trade and other payables 2,393,104 - - 2,393,104
Total on balance sheet 49,275,380 82,256,943 30,977,776 162,510,099

Off balance sheet
Interest on Debentures 1,768,869 4,209,710 2,478,189 8,456,768
Interest on unsecured notes and bill facility 116,134 236,438 - 352,572
Total off balance sheet 1,885,003 4,446,148 2,478,189 8,809,340

Consolidated - At 30 June 2009 Less than 3
months

3 - 12 months Between 1 and
5 years

Total

$ $ $ $

On balance sheet
Debentures 76,862,165 90,752,878 33,528,552 201,143,595
Unsecured notes 580,000 - 14,500,000 15,080,000
Intercompany loans 2,065,412 - - 2,065,412
Trade and other payables 4,987,653 - - 4,987,653
Total on balance sheet 84,495,230 90,752,878 48,028,552 223,276,660

Off balance sheet
Interest on debentures 4,281,247 5,182,848 2,823,099 12,287,194
Interest on unsecured notes and bill facility 290,556 873,239 576,375 1,740,170
Total off balance sheet 4,571,803 6,056,087 3,399,474 14,027,364

(d) Fair value measurements

On 5 May 2010 the Available-for-sale financial asset in Watermark Enterprises Pty Ltd held by RAC Finance Property
Developments Ptd Ltd was sold to RACWA Holdings Pty Ltd. The investment was sold for $1,886,486 being the current
fair value as determined by Egan National Valuers in January 2010, resulting in a profit on sale of $1,321,486. The
available-for-sale financial asset was classified as Level 3 for the current and comparative period.

-30-



RAC Finance Limited
Notes to the financial statements

30 June 2010
(continued)

3 Critical accounting estimates and judgements

Estimates and judgements are continually evaluated and are based on historical experience and other factors, including
expectations of future events that may have a financial impact on the entity and that are believed to be reasonable under
the circumstances. With the exception of estimates made by the company in respect of specific and collective provisions
for impairment as described in notes 1(j) and 15, the company has not made any estimates or assumptions that have a
significant risk of causing a material adjustment to the carrying amounts of assets and liabilities within the next financial
year.

4 Net interest income

Consolidated
2010 2009

$ $

Loans and advances 21,376,658 29,086,137
Short term borrowings - (762,562)
Notes and debentures (10,923,660) (17,293,270)

10,452,998 11,030,305

(a) Interest revenue and interest expense

The following tables show the average balance for each of the major categories of interest-bearing assets and liabilities,
the amount of interest revenue or expense and the average interest rate. Most averages are daily averages. Weekly or
month-end averages are also used provided they are representative of the entity's operations during the year.

Average
balance Interest

Average rate
p.a.

$ $ %

Interest revenue to June 2010
Deposits with other financial institutions 31,716,985 1,255,464 %3.96
Loans and advances 192,375,046 20,112,443 %10.45

224,092,031 21,367,907 %9.54

Interest revenue to June 2009
Deposits with other financial institutions 4,512,252 213,542 %4.73
Loans and advances 268,275,202 28,872,595 %10.76

272,787,454 29,086,137 %10.66

Interest expense to June 2010
Notes and debentures 183,604,373 10,923,660 %5.95

183,604,373 10,923,660 %5.95

Interest expense to June 2009
Short term borrowings 10,250,000 762,562 %7.44
Notes and debentures 223,496,162 17,293,270 %7.74

233,746,162 18,055,832 %7.72
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5 Other income

Consolidated
2010 2009

$ $

Net gain on sale of available-for-sale financial assets (note 9) 1,321,486 -
Reversal of impairment loss recognised 232,329 -
Fees and commissions 1,314,877 1,510,742
Bad debts recovered 491,199 46,707

3,359,891 1,557,449

6 Expenses

Consolidated
2010 2009

$ $

Profit before income tax includes the following specific expenses:

Depreciation
Motor vehicles 12,457 23,062
Office machines and equipment 1,928 2,682
Computer software - -
Fixtures and fittings 716 838
Computer equipment 5,100 8,217
Low value pool 3,773 (1,150)

Total depreciation 23,974 33,649

Amortisation
Intangibles 30,146 32,251

Total amortisation 30,146 32,251

Finance costs
Borrowing and finance charges paid / payable 61,514 166,369

61,514 166,369
Employee Benefits Expense

Wages and salaries 1,977,841 2,230,393
Workers' compensation costs 18,585 13,263
Defined contribution superannuation expense 177,065 171,822
Payroll tax 121,751 139,874
Annual leave provision 9,428 18,418
Long service leave provision 50 (11,728)
Sick leave provision 62,721 2,989

2,367,441 2,565,031
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7 Income tax expense

Consolidated
2010 2009

$ $

(a) Income tax expense

Current tax 1,947,761 1,381,633
Deferred tax (20,210) (188,885)
Adjustments in respect of current income tax of previous years (2,524) (3,319)

1,925,027 1,189,429

(b) A reconciliation between tax expense and the product of accounting profit
before income tax multiplied by the Group's applicable tax rate is as follows:

Profit from continuing operations before income tax expense 6,404,026 3,917,749
Tax at the Australian tax rate of 30% (2009 - 30%) 1,921,208 1,175,325
Tax effect of amounts which are not deductible (taxable) in calculating taxable income:

Expenditure not allowable for income tax purposes 6,343 17,423
Adjustments in respect of current income tax of previous years (2,524) (3,319)

Total income tax expense 1,925,027 1,189,429

(c) Tax consolidation legislation

The Royal Automobile Club of WA (Inc.) and its 100% owned Australian resident subsidiaries formed a tax consolidated
group with effect from 1 July 2003. The Royal Automobile Club of WA (Inc.) is the head entity of the tax consolidated
group. Members of the group have entered into a tax sharing agreement that provides for the allocation of income tax
liabilities between the entities should the head entity default on its tax payment obligations. No amounts have been
recognised in the financial statements in respect of this agreement on the basis that the possibility of default is remote.  

Tax effect accounting by members of the tax consolidation group

Members of the tax consolidated group have entered into a tax funding agreement. The tax funding agreement provides
for the allocation of current taxes to members of the tax consolidated group in accordance with their taxable income for the
period on a stand alone taxpayer approach for each entity, as if they continued to be a taxable entity in their own right.
Deferred taxes are allocated to members of the tax consolidated group in accordance with the principles of  AASB 112:
Income Taxes. Allocations under the tax funding agreement are made at the end of each financial year.

The allocation of taxes under the tax funding arrangement is recognised as an increase/decrease in the subsidiaries'
intercompany accounts with the tax consolidated group head company, The Royal Automobile Club of W.A.
(Incorporated).

(d)     Deferred  income tax

Refer to note 12 for details of deferred tax assets.
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8 Fair values and interest rate risk

(a) Fair values

The fair values and carrying values of financial assets of the Group are as follows:

2010 2009
Carrying amount Fair value Carrying amount Fair value

$ $ $ $

Cash 28,496,999 28,496,999 14,763,541 14,763,541
Loans to related parties 1,433,756 1,433,756 54,456 54,456
Other receivables 390,182 390,182 296,575 296,575
GST receivable (167) (167) 23 23
Loans and advances - Real estate 48,719,499 48,782,330 109,854,172 109,393,783
Loans and advances - Consumer 112,780,139 113,447,509 130,842,967 129,410,068
Available-for-sale financial assets - - 1,967,510 1,967,510

191,820,408 192,550,609 257,779,244 255,885,956

The fair values of other receivables are estimated using discounted cashflow analysis, based on current lending rates for
similar types of lending arrangements. 

Loans and advances are held by the parent.

(b) Effective interest rate risk

The following table sets out the carrying amount, by maturity or repricing, which ever is earlier, of the financial assets of
the Group exposed to interest rate risk.

Consolidated 2010 Weighted
average
effective
interest

rate

Floating
interest rate

1 year or less Over 1 to 5
years

Over 5
years

Non-
interest
bearing

Total

% $ $ $ $ $ $

Cash 3.96 28,496,999 - - - - 28,496,999
Trade and other receivables - - - - - 1,823,772 1,823,772
Investments - - - - - - -
Loans and advances - Real estate 10.41 - 40,586,315 8,133,185 - - 48,719,499
Loans and advances - Consumer 11.02 - 30,367,439 82,412,700 - - 112,780,139

28,496,999 70,953,754 90,545,885 - 1,823,772 191,820,409

Consolidated 2009 Weighted
average
effective
interest

rate

Floating
interest rate

1 year or less Over 1 to 5
years

Over 5
years

Non-
interest
bearing

Total

% $ $ $ $ $ $

Cash 4.73 14,763,541 - - - - 14,763,541

Trade and other receivables - - - - - 351,054 351,054
Investments - - - - - 1,967,510 1,967,510
Loans and advances - Real estate 9.79 - 88,503,590 21,350,582 - - 109,854,172
Loans and advances - Consumer 11.30 - 33,279,462 97,563,505 - - 130,842,967

14,763,541 121,783,052 118,914,087 - 2,318,564 257,779,244
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9 Assets - Available-for-sale financial assets

Consolidated
2010 2009

$ $

At beginning of year 1,967,510 2,640,000
Revaluation adjustment (81,024) (672,490)
Sale of available for sale financial asset (1,886,486) -
At end of year - 1,967,510

Consolidated
2010 2009

$ $

Unlisted securities
Equity securities - 1,967,510

- 1,967,510

(a) Unlisted securities

On 5 May 2010 the investment in Watermark Enterprises Pty Ltd held by RAC Finance Property Developments Ptd Ltd
was sold to RACWA Holdings Pty Ltd. The investment was sold for $1,886,486 being the current fair value as determined
by Egan National Valuers in January 2010, resulting in a net gain on sale of $1,321,486.

10 Assets - Trade and other receivables

Consolidated
2010 2009

$ $

Net trade receivables 390,182 296,575
Net related party receivables 1,433,756 54,456
Net goods and services tax (GST) receivable (167) 23

1,823,771 351,054

(a) Other receivables

These amounts generally arise from transactions outside the usual operating activities of the Group.  Interest may be
charged at commercial rates where the terms of repayment exceed six months.  Collateral is not normally obtained.

(b) Effective interest rate risk

Information concerning the effective interest rate and credit risk relating to receivables is set out in note 8.

(c) Credit risk

Refer to note 2 for more information on the risk management policy of the Group.
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11 Assets - Plant and equipment

Fixtures and
fittings Motor vehicles

Low value
pool

Office
machines &
equipment

Computer
equipment Total

$ $ $ $ $ $

2009

1 July 2008
Cost 14,553 128,239 34,060 23,063 93,698 293,613
Accumulated depreciation (8,757) (29,127) (25,471) (13,388) (75,118) (151,861)
Net book amount 5,796 99,112 8,589 9,675 18,580 141,752

Year ended 30 June 2009
Opening net book amount 5,796 99,112 8,589 9,675 18,580 141,752
Additions - - 3,271 - 2,195 5,466
Disposals - (12,014) - - - (12,014)
Depreciation charge (838) (23,062) 1,150 (2,682) (8,217) (33,649)
Closing net book amount 4,958 64,036 13,010 6,993 12,558 101,555

At 30 June 2009
Cost 14,553 103,123 37,331 23,063 95,893 273,963
Accumulated depreciation (9,595) (39,087) (24,321) (16,070) (83,335) (172,408)
Net book amount 4,958 64,036 13,010 6,993 12,558 101,555
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11 Assets - Plant and equipment (continued)

Fixtures and
fittings Motor vehicles

Low value
pool

Office
machines &
equipment

Computer
equipment Total

$ $ $ $ $ $

2010

Year ended 30 June 2010
Opening net book amount 4,958 64,036 13,010 6,993 12,558 101,555
Additions - - - - - -
Disposals - (14,209) - - - (14,209)
Depreciation charge (716) (12,457) (3,773) (1,928) (5,100) (23,974)
Closing net book amount 4,242 37,370 9,237 5,065 7,458 63,372

At 30 June 2010
Cost 14,553 77,794 37,331 23,063 95,893 248,634
Accumulated depreciation (10,311) (40,424) (28,094) (17,998) (88,435) (185,262)
Net book amount 4,242 37,370 9,237 5,065 7,458 63,372

(a) Assets pledged as security

Refer to note 18 for information on assets pledged as security by the parent entity.
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12 Assets - Deferred tax assets

Consolidated
2010 2009

$ $

The balance comprises temporary differences attributable to:

Prepaid tax deductible expenditure 39,342 (5,233)
Employee benefits 172,666 93,746
Revaluation of available-for-sale investments to fair value - (420,753)
Provision for future expenses 333,422 491,690
Taxed future revenue for accounting purposes 30,034 (56,159)
Net deferred tax assets 575,464 103,291

Movements:

Opening balance 103,291 (290,660)
Charged to income 20,210 188,885
Charged to equity 420,753 201,747
Adjustments to opening balances 31,210 3,319
Closing balance at 30 June 575,464 103,291

Deferred tax asset 576,962 529,277
Deferred tax liability (1,498) (425,986)

575,464 103,291

-38-



RAC Finance Limited
Notes to the financial statements

30 June 2010
(continued)

13 Assets - Intangible assets

Intangibles Total
$ $

2009

At 1 July 2008
Cost 543,195 543,195
Accumulated amortisation and impairment (516,921) (516,921)
Net book amount 26,274 26,274

Year ended 30 June 2009
Opening net book amount 26,274 26,274
Additions 51,201 51,201
Amortisation charge (32,251) (32,251)
Closing net book amount 45,224 45,224

At 30 June 2009
Cost 594,396 594,396
Accumulated amortisation and impairment (549,172) (549,172)
Net book amount 45,224 45,224

Intangibles Total
$ $

2010

Year ended 30 June 2010
Opening net book amount 45,224 45,224
Additions 56,800 56,800
Amortisation charge (30,146) (30,146)
Closing net book amount 71,878 71,878

At 30 June 2010
Cost 651,196 651,196
Accumulated amortisation and impairment (579,318) (579,318)
Net book amount 71,878 71,878
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14 Assets - Cash and cash equivalents

Consolidated
2010 2009

$ $

Cash at bank and in hand 28,496,999 14,763,541
Balance as per cash flow statement 28,496,999 14,763,541

(a) Cash and cash equivalents

The carrying amount of cash and cash equivalents approximates its fair value. Cash at bank earns interest at floating rates
and on daily bank deposit rates.

15 Assets - Loans and advances

Consolidated
2010 2009

$ $

Term loans 162,859,551 241,868,634
Specific provision for impairment (376,651) (744,395)
Unearned income (983,261) (427,100)
Collective provision for impairment (734,758) (599,343)
Net loans and advances 160,764,881 240,097,796

(a) Maturity analysis

Consolidated
2010 2009

$ $

Maturity analysis
At call 128,748 4,999,725
Not longer than 3 months 16,288,717 23,146,221
Longer than 3 and not longer than 12 months 54,536,289 93,637,106
Longer than 1 and not longer than 5 years 90,545,885 118,914,087
Collective provision for impairment (734,758) (599,343)

160,764,881 240,097,796
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15 Assets - Loans and advances (continued)

(b) Impairment of loans and advances

As at 30 June 2010, receivables of the RAC Finance Limited with a nominal value of $557,170 (2009: $1,861,261) were
impaired.  The amount of the provision was $376,651 (2009: $744,395) and it is expected that a portion will be recovered.

Consolidated
2010 2009

$ $

Less than 90 days 206,751 670,530
90 to 180 days 115,900 73,865
Over 180 days 54,000 -

376,651 744,395

At 30 June 2010, receivables of $1,849,397 (2009: $3,340,317) were past due but not impaired. These relate to a number
of customers for whom there is no recent history of default. The ageing analysis of these receivables are as follows:

Consolidated
2010 2009

$ $

Less than 90 days 1,818,500 3,312,108
90 to 180 days 30,897 28,209

1,849,397 3,340,317

The carrying amount of financial assets that would otherwise be past due or impaired at 30 June 2010 if their terms were
not renegotiated was $2,191,318 (2009: $2,125,378). Collateral held as security for receivables past due or impaired were
in the form of motor vehicles, motorcycles, boats and caravans. The estimated fair value of the security for these
receivables at 30 June 2010 was $1,989,331 (2009: $3,580,998). In addition assets that had been repossessed and were
in possession at 30 June 2010 were estimated to have a fair value of $58,000 (2009: $201,400).

Consolidated
2010 2009

$ $

Specific provisions for impairment
Opening balance 744,395 403,670
Doubtful debts expense 288,456 717,895
Non-accrual loans written off (656,200) (377,170)

376,651 744,395

Collective provision for impairment
Opening balance 599,343 489,397
Doubtful debts expense 135,415 109,946

734,758 599,343

Bad and doubtful debts expense
Specific provisions for impairment 288,456 717,895
Doubtful debts expense 135,415 109,946
Bad debts written off directly 1,056,766 1,389,864

1,480,637 2,217,705
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15 Assets - Loans and advances (continued)

(b) Impairment of loans and advances (continued)

All loans and advances are reviewed and graded according to the anticipated level of credit risk. The classification
adopted is described as follows:

Consolidated
2010 2009

$ $

Non-accrual loans
Without provisions 33,905 5,062,264
With provisions 557,170 1,861,261
Specific provision for impairment (376,651) (744,395)

214,424 6,179,130

Interest foregone on non-accrual loans                                 55,417 18,615

"Non-accrual loans" are loans and advances where the debt has been written down to recoverable value. The Board is of
the view that recovery of the principal only will occur on these loans. Once classified as a non-accrual loan, interest
accruing on the loan is not brought to account as income.

16 Assets - Prepayments

Consolidated
2010 2009

$ $

Prepayments 26,648 39,830

17 Liabilities - Trade and other payables

Consolidated
2010 2009

$ $

Trade payables 138,425 194,347
Accrued interest 1,860,148 4,430,469
Accrued expenses 394,531 362,837
Payable to controlling entity under Tax Funding Agreement * 1,550,331 1,378,314
Amounts due to related parties * - 687,098

3,943,435 7,053,065

The carrying amount of trade and other payables approximates its fair value and is non-interest bearing. Repayment is
expected to occur within 30 days, except for amounts due to related parties which is at call, and payable to the controlling
entity under the tax funding agreement which is 12 months.

Accrued interest

Payment of interest is in accordance with each type of borrowing. All interest is remitted within 12 months from the accrual.

*  Further information relating to loans from related parties is set out in note 27.
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17 Liabilities - Trade and other payables (continued)

Accrued expenses

These amounts represent liabilities for salary and wages and commissions prior to the end of the financial year which are
unpaid. The amounts are unsecured and are usually paid within 30 days of recognition.

The carrying amounts of all the other amounts approximate to their fair value and are non-interest bearing.

18 Liabilities - Interest bearing loans and borrowings

Consolidated
2010 2009

$ $

Secured
Debentures 150,616,996 201,143,595
Total secured borrowings 150,616,996 201,143,595

Unsecured
Unsecured notes 9,500,000 15,080,000
Total borrowings 160,116,996 216,223,595

(a) Assets pledged as security

The debentures issued by the parent entity are secured by way of a first ranking floating charge over the total assets of
RAC Finance Limited (parent entity) carried at $191,824,513 (2009: $255,161,392). All debentures that are secured by the
first ranking floating charge rank equally with all other issued debenture stock. The terms and conditions of the pledge are
specified in the Trust Deed ("Deed") which is an agreement between RAC Finance Limited and Perpetual Trustees W.A.
Ltd. The provisions of the deed are binding on RAC Finance Limited for the protection of investors. The deed limits the
amount RAC Finance Limited may borrow by requiring the sum of Total Secured Liabilities and Issued Stock to not exceed
the lesser of 15 times Shareholder Funds and 90% of Total Tangible Assets. The Deed further limits the amount RAC
Finance Limited may borrow by requiring Total External Liabilities to not exceed the lesser of 15 times Shareholders Funds
and 95% of Total Tangible Assets.

(b) Maturity analysis

Refer to note 18(f) for maturity analysis.

(c) Debentures

Debentures held at balance date have an effective interest rate of 6.17% (2009: 6.65%) paid quarterly or annually in
arrears with average maturity of April 2011. Debentures have terms ranging from 1 to 4 years. Interest is paid in
accordance with the investors instructions which may be quarterly or annually or compounded annually.

(d) Unsecured notes

Unsecured notes have a term of up to 3  years. Interest is paid quarterly in arrears at the nominal interest rate.
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18 Liabilities - Interest bearing loans and borrowings (continued)

(e) Financing arrangements

Unrestricted access was available at balance date to the following line of credit:

Consolidated
2010 2009

$ $

Credit standby arrangements
Total facilities

Unsecured bill acceptance facility - 20,000,000
- 20,000,000

Used at balance date
Unsecured bill acceptance facility - -

- -

Unused at balance date
Unsecured bill acceptance facility - 20,000,000

- 20,000,000

(f) Interest rate risk exposures

The following table sets out the carrying amount, by maturity or repricing, which ever is earlier, of the financial liabilities of
the Group exposed to interest rate risk.

Consolidated and Parent 2010 Weighted
average
effective
interest

rate

1 year or less Over 1 to 5
years

Total

% $ $ $

Unsecured notes 4.85 4,500,000 5,000,000 9,500,000
Debentures 6.17 124,639,220 25,977,776 150,616,996

129,139,220 30,977,776 160,116,996

Consolidated and Parent 2009 Weighted
average
effective
interest

rate

1 year or less Over 1 to 5
years

Total

% $ $ $

Unsecured notes 7.76 580,000 14,500,000 15,080,000
Debentures 6.65 167,615,042 33,528,553 201,143,595

168,195,042 48,028,553 216,223,595
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18 Liabilities - Interest bearing loans and borrowings (continued)

(g) Fair value

The carrying amounts and fair values of borrowings at balance date are:

2010 2009
Carrying
amount Fair value

Carrying
amount Fair value

$ $ $ $

Short term borrowings - - - -
Unsecured notes 9,500,000 9,500,000 15,080,000 15,080,000
Debentures 150,616,996 150,698,802 201,143,595 205,286,243

160,116,996 160,198,802 216,223,595 220,366,243

None of the classes are readily traded on organised markets in standardised form.

19 Liabilities - Provisions

Consolidated
2010 2009

$ $

Employee benefits 384,687 312,488
384,687 312,488
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20 Contributed equity

Consolidated Consolidated
2010 2009 2010 2009

Shares Shares $ $

(a) Share capital

Ordinary shares
Issued and paid up capital 10,000,000 10,000,000 5,000,000 5,000,000

(b) Ordinary shares

All shares issued are ordinary shares and there are no rights, preferences or restrictions attached to the share including
restrictions on the distribution of dividends and the repayment of capital.

Effective 1 July 1998, the Corporations legislation in place abolished the concept of authorised capital and par value
shares. Accordingly, the company does not have authorised capital nor par value in respect of its issued shares.

(c) Capital risk management

The Group's and the entity's objectives when managing capital are to safeguard their ability to continue as a going
concern, so that they can continue to provide returns for shareholders and benefits for other stakeholders and to maintain
an optimal capital structure.

In order to maintain or adjust the capital structure, the Group may pay a dividend to shareholders, return capital to
shareholders or issue new shares.

Consistently with others in the industry, the Group and the parent entity monitor capital on the basis of an equity ratio. The
ratio is calculated as total equity divided by total debt plus total equity. Total debt is calculated as 'liabilities' as on the
balance sheet and total equity is calculated as 'equity' as shown on the balance sheet.

ASIC Benchmark 1 - Equity Capital requires issuers to maintain a minimum equity ratio of 20% where more than 10% of its
activities is lending funds directly or indirectly for property development and 8% in all other cases. While the Group
currently has an equity ratio of 14.3% which doesn't meet the requirement of 20%, it considers that its level of equity is
appropriate in light of its history of low credit losses, credit rating and the business parameters described in the
prospectus. The ASIC Benchmarks are for unlisted debenture issuers to assist investors to understand the risk and
rewards being offered prior to making an investment decision. The Benchmarks are not mandatory and if a debenture
issuer does not comply with one of the benchmarks they must state why not.

Consolidated
2010 2009

$ $

Total debt 164,445,118 223,589,148
Total equity 27,377,895 33,880,653
Net debt 191,823,013 257,469,801
Total equity 27,377,895 33,880,653
Gearing ratio %14.3 %13.2

The increase in the equity ratio during 2010 resulted primarily from a decrease in borrowings during the year.
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21 Reserves and retained earnings

Consolidated
2010 2009

$ $

(a) Reserves

Available-for-sale revaluation reserve - 981,757
- 981,757

Consolidated
2010 2009

$ $

Movements:

Available-for-sale revaluation reserve
Balance 1 July 981,757 1,452,500
Revaluation - net of tax (56,717) (470,743)
Sale of available for sale financial asset (925,040) -
Balance 30 June - 981,757

(b) Retained earnings

Movements in retained earnings were as follows:

Consolidated
2010 2009

$ $

Balance 1 July 27,898,896 25,170,576
Net profit for the year 4,478,999 2,728,320
Dividends paid (10,000,000) -
Balance 30 June 22,377,895 27,898,896

(c) Nature and purpose of reserves

(i) Available-for-sale revaluation reserve
Changes in the fair value and exchange differences arising on translation of investments, such as equities, classified as
available-for-sale financial assets, are taken to the available-for-sale investments revaluation reserve, as described in note
1(k).  Amounts are recognised in profit and loss when the associated assets are sold or impaired.
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22 Dividends

Parent entity
2010 2009

$ $

(a) Ordinary shares

Final dividend for the year ended 30 June 2010 paid to RACWA Holdings Pty Ltd
Unfranked dividend from retained earnings for the year ended 30 June 2010  paid on
17 June 2010 10,000,000 -

The franking account has been transferred to The Royal Automobile Club of W.A. (Incorporated) as part of the tax
consolidation regime.

23 Key management personnel disclosures

(a) Other key management personnel

The following persons also had authority and responsibility for planning, directing and controlling the activities of the
company, directly or indirectly, during the financial year:

BD Darling General Manager Finance RAC Finance Limited
AJ Pickworth Executive General Manager Travel,

Finance & Distribution
RAC Distribution Pty Ltd

GB Mather Company Secretary, Group Chief
Financial Officer

RACWA Holdings Pty Ltd

GP Werrett Senior Manager Property RAC Finance Limited

All of the above persons were also key management personnel during the year ended 30 June 2009.

(b) Key management personnel compensation

Consolidated
2010 2009

$ $

Cash salary and fees 473,335 425,789
Cash incentive 102,716 124,158
Superannuation 35,156 31,476

611,207 581,423

RAC Finance Limited has disclosed details of the key management personnel remuneration disclosures required by AASB
124 Related Party Disclosures paragraphs Aus 25.4 to Aus 25.7.2 in the Remuneration Report section of the Directors'
report. These disclosures have been audited.

(c) Other transactions with key management personnel

During the prior year staff training services were provided to RAC Group entities by The Australian Institute of
Management under normal terms and conditions. Mr T Agnew a director of all the RAC subsidiary entities was a director of
this company.

During the prior year corporate membership services were provided to RAC Finance Limited under normal terms and
conditions by Indian Pacific Limited trading as West Coast Eagles, a company in which Mr T Agnew, a director of all RAC
subsidiary entities  is a director.
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23 Key management personnel disclosures (continued)

During the year and prior year RAC Finance Property Developments Pty Ltd, a subsidiary of RAC Finance Ltd, held a 17%
ownership interest in Watermark Enterprises Pty Ltd, a company that develops land and sells property in Western
Australia. Mr D Gooding a director of RAC Finance Ltd is a director of this company. The investment in Watermark
Enterprises Pty Ltd held by RAC Finance Property Developments Pty Ltd was transferred within the RACWA Group to
RACWA Holdings Pty Ltd on 5 May 2010. At 30 June 2010 RAC Finance Property Developments Pty Ltd no longer holds
an ownership interest in Watermark Enterprises Pty Ltd.

During the year and prior year, J Darby held publicly available debentures with RAC Finance Ltd under normal terms and
conditions. J Darby is a councillor of The Royal Automobile Club of WA (Incorporated) which is the ultimate parent of RAC
Finance Ltd.

Aggregate amounts of each of the above types of other transactions with key management personnel of RAC Finance
Limited:

2010 2009
$ $

Amounts recognised as an expense
Australian Institute of Management - 4,412
West Coast Eagles Corporate Membership - 65,782
Interest on RAC Finance Ltd Debentures 2,720 8,066

2,720 78,260

Amounts recognised as available-for-sale financial assets
Ordinary shares, 565,000 shares in Watermark Enterpises Pty Ltd - 1,967,510

24 Remuneration of auditors

During the year the following fees were paid or payable for services provided by the auditor of the company, and its related
practices:

Consolidated
2010 2009

$ $

(a) Assurance services

Audit services
Ernst & Young Australian firm

Audit and review of financial reports and other audit work under the Corporations Act
2001 123,020 120,300

Total remuneration for audit services 123,020 120,300

It is the Group’s policy to employ Ernst & Young on assignments additional to their statutory audit duties where Ernst &
Young's expertise and experience with the Group are important.  These assignments are principally tax advice and due
diligence reporting on acquisitions, or where Ernst & Young is awarded assignments on a competitive basis. 

25 Contingencies

Contingent liabilities

The Group had no contingent liabilities at 30 June 2010.
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26 Commitments

Credit related commitments

Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any condition
established in the contract.  Commitments generally have fixed expiration dates or other termination clauses and may
require payment of a fee.  Since many commitments are expected to expire without being drawn upon, the total
commitments represents the maximum amount that could be advanced.

Consolidated
2010 2009

$ $

Undrawn facilities 18,367,423 27,387,259

27 Related party transactions

(a) Parent entities

The parent entity within the Group is RACWA Holdings Pty Ltd. The ultimate parent entity is The Royal Automobile Club of
W.A. (Incorporated) which at 30 June 2010 owns 100% (2009 - 100%) of the issued ordinary shares of RACWA Holdings
Pty Ltd.

(b) Subsidiaries

Interests in subsidiaries are set out in note 28.

(c) Transactions with other related parties

The following transactions occurred with related parties:

Consolidated
2010 2009

$ $

Sales of goods and services
Marketing management fees - 25,860
Group services management fee 1,541,718 1,026,433
Interest expense 825,132 2,225,894
Travel services 6,074 368
Rent 420,534 316,670
Fleet management charge 12,215 2,594
Labour services 67,995 89,812

2,873,668 3,687,631

Other transactions
Dividends paid to ultimate Australian parent entity RACWA Holdings Pty Ltd 10,000,000 -
Motor vehicle insurance 1,821 4,861

10,001,821 4,861

(d) Outstanding balances arising from sales/purchases of goods and services

The following balances are outstanding at the end of the reporting period in relation to transactions with related parties:
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27 Related party transactions (continued)

Consolidated
2010 2009

$ $

Current receivables
Wholly owned group entities 1,433,756 54,456

Current payables (purchases of goods)
RACWA Holdings Pty Ltd 687,097

Current payables (loans)
RACWA Holdings Pty Ltd (4,500,000) (580,000)

Non-current payables (loans)
RACWA Holdings Pty Ltd (5,000,000) (14,500,000)

Current payables (tax funding agreement)
Wholly-owned tax consolidated entities (1,550,331) (1,378,313)

(e) Loans to/from related parties

Consolidated
2010 2009

$ $

Loans from The Royal Automobile Club of W.A. (Incorporated) (ultimate Australian parent
entity) / RACWA Holdings Pty Ltd

Beginning of the year 54,456 64,578
Loans advanced 1,433,756 54,456
Loan repayments received (54,456) (64,578)
End of year 1,433,756 54,456

Loans from The Royal Automobile Club of W.A. (Incorporated) (ultimate Australian parent
entity) / RACWA Holdings Pty Ltd

Beginning of the year (17,145,410) (56,198,601)
Loans advanced (11,050,331) (114,150,714)
Loan repayments 17,145,410 153,203,905
End of year (11,050,331) (17,145,410)

(f) Terms and conditions of transactions with related parties other than key management personnel or entities
related to them.

The terms and conditions of the tax funding agreement are set out in note 7(c).

All other transactions were made on normal commercial terms and conditions and at market rates, except that there are no
fixed terms for the repayment of loans between the parties. No interest is charged on the loans.

Outstanding balances are unsecured and are repayable in cash.

28 Subsidiaries

The consolidated financial statements incorporate the assets, liabilities and results of the following subsidiaries in
accordance with the accounting policy described in note 1(c):

Name of entity
Country of

incorporation Class of shares Equity holding 
2010 2009

% %

RAC Finance Property Developments Pty Ltd Australia Ordinary 100 100
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29 Events occurring after the balance sheet date

There have been no significant events subsequent to balance date.

30 Reconciliation of profit after income tax to net cash inflow from operating activities

Consolidated
2010 2009

$ $

Profit for the year after tax 4,478,999 2,728,320
Depreciation and amortisation 54,120 65,900
Employee entitlements 72,199 9,679
Doubtful debts (232,329) 456,106
Bad debts written off 1,712,966 1,767,034
Net (gain) / loss on sale of non-current assets (1,253) 1,360
(Increase) / decrease in other assets (32,964) 199,793
(Decrease) / increase in accrued interest payable (2,570,321) 307,557
(Decrease) / increase in trade and other payables (1,403,528) 10,123
Increase in amount payable to head entity under Tax Funding Agreement 172,017 143,659
Decrease in customer loans advanced 77,805,007 37,394,973
(Decrease) in borrowings (56,106,599) (34,630,801)
(Increase) in deferred tax asset (472,173) (103,291)
(Decrease) in deferred tax liability - (290,660)
Net cash (outflow) inflow from operating activities 23,476,141 8,059,752

31 Non-cash investing and financing activities

Consolidated
2010 2009

$ $

The company has access to the following financial arrangement

RACWA Holdings Pty Ltd short term bill facility - 20,000,000

The amount of credit unused at balance date totalled - 20,000,000

On 15 December 2009 the Board decided to remove the $20m finance facility with RACWA Holdings Pty Ltd upon issue of
Prospectus 26 as a result of RAC Finance Ltd's improved liquidity position.
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32 Parent entity financial information

The individual financial information for the parent entity show the following aggregate amounts:

Parent entity
2010 2009

$ $

Total Assets 191,824,513 255,161,392

Total Liabilities 164,443,843 223,256,739

Shareholders' equity
Contributed equity 5,000,000 5,000,000
Retained earnings 22,380,670 26,904,652

27,380,670 31,904,652

Profit or loss for the year 5,476,018 2,714,928

Total comprehensive income 5,476,018 2,714,928

The parent entity did not have any contingent liabilities as at 30 June 2010 or 30 June 2009
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