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NOTES TO THE FINANCIAL STATEMENTS (continued)
for the year ended 31 March
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DEFERRED TAX ASSETS
Charged/ Acquired Closing
Opening (credited) through balance
balance to profit amalgam at 31
at 1 Aprit and loss ation March
2012
Movements in deferred taxation assets
Provisions and accruals 79 26 200 305
Other - - 12 12
Total deferred tax assets 79 26 212 317
Movement in deferred taxation liabilities
Deferred costs (389) 71 - (318)
Total deferred taxation liabilities (389) 71 - (318)
2011
Movements in deferred taxation assets
Provisions and accruals 87 (2) (6) 79
Total deferred tax assets 87 (2) (6) 79
Movement in deferred taxation liabilities
Deferred costs (417) - 28 (389)
Total deferred taxation liabilities (417) - 28 (389)
PLANT AND EQUIPMENT
Furniture Total
and Plant and
Fittings Equipment
2012
Cost _ 1 1
Accumulated Depreciation - -
Net Book Value 1 i
Opening Net Book Value - -
Additions 1 1
Disposals - -
Depreciation - -
Closing Net Book Value 1 1
2012 2011
$000 $000
TRADE AND OTHER CURRENT LIABILITIES
Trade creditors 1,076 841
Reinsurance creditors 153 34
1,229 875
Related party creditors 915 -
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2012 2011
$000 $000
15 CONTRIBUTED EQUITY
Fully paid ordinary shares at 1 April 12,500 12,500
Fully paid ordinary shares at 31 March 12,500 12,500

As at 31 March there were 12,500,000 ordinary shares. Ordinary share have no par value.

16 PAST DUE AND IMPAIRED ASSETS
The following amounts for past due and impaired assets are included in the amounts
shown in Note 7.

Individually
Past due Restructured impaired

assets assets assets Total

$000 $000 $000 $000
2012
Opening balance - - - -
Plus additions 242 - 711 953
Less write-offs - - - -
Less repayments and
deletions - - - -
Net past due and
impaired assets 242 - 711 953

Individually impaired assets are held at the net present value of expected future cashflows, based
on an assessment of the collateral held and the ability of the customer to make future payments.

Past due assets are assets that have not been operated by the counterparty within the agreed
terms. Management has assessed these loans and does not consider them impaired.

2012 2011
$000 $000
Ageing of past due not impaired assets

Past due 0-90 days 205 -

Past due 90+ days 37 -

242 -

17 ALLOWANCES FOR IMPAIRED ASSETS 2012 2011

$000 $000
Allowance for individual impairment
Balance at the beginning of the year -
Allowance on assets acquired through amalgamation 91 -
Balance at the end of the year 91 -

Allowance for collective impairment

Balance at the beginning of the year 283 290
Net charged to profit and loss 93 (7)
Allowance on assets acquired through amalgamation 614 -
Balance at the end of the year 990 283

There was no interest income on impaired financial assets accrued for the current year (2011: nil).

]
m
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19

RELATED PARTY TRANSACTIONS

Farmers’ Mutual Group

The Parent, Farmers’” Mutual Group provides underwriting, accounting and secretarial
services for which it charges a management fee. The fee charged for the period ended 31
March 2012 was $8,316k (2011: $8,316k). At balance date $915k is owed to the Parent.

The Company has made loans and advances from the Parent. Refer to Note 14 for
balances owing from related parties at 31 March 2012. No interest is payable on current
account balances.

Farmers’ Mutual Group (FMG) is the ultimate controlling entity. FMG was incorporated in
New Zealand and owns 100% of FMG Insurance Limited.

CREDIT RISK

Insurance Credit Risk
Credit risk relating to insurance contracts relates primarily to:

(a) Premium receivable from individual policyholders. Concentrations of credit risk are
considered low due to the large number of customers comprising the customer base
and their dispersion across New Zealand;

(b) Reinsurance recoveries receivable, which are discussed further in note 9.

Finance Lending Credit Risk

Credit risk relating to finance lending is the risk that customers to which the Company
lends money will default on their repayment obligations resulting in losses being
incurred. The financial effect of FMG's credit risk is disclosed in Note 16 Past Due and
Impaired Assets. The maximum exposure to credit risk is the carrying amount of net
loans and receivables included in the Balance Sheet and undrawn lending commitments.
Credit risk is managed through FMG performing credit evaluations on all customers
requesting loans. None of FMG's loan customers have credit ratings. Internal controls
are in place to ensure that the FMG staff members performing and/or approving the
credit evaluation have the necessary delegated authority for the size of the transaction.
Internal controls in place to mitigate credit risk include delegated authority levels, dual
signatory requirements, hindsight reviews, segregation of duties between lending,
credit control and administration staff, and monthly reporting of credit risk to the Board
of Directors and Trustee.

Credit risk in a loan portfolio can be recognised in a number of forms, each of which are
discussed below include; Collateral Risk, Geographic Risk and Industry Risk. Undrawn
lending commitments are disclosed in note 22.

Other financial assets

With respect to credit risk arising from the other financial assets of the Company, which
comprise cash and cash equivalents, financial assets and certain derivative instruments,
the Company’s exposure to credit risk arises from default of the counter party, with a
maximum exposure equal to the carrying amount of these instruments.

Collateral risk

Collateral risk is the risk that a loan may have insufficient security to cover the value of
the loan in the event of customer default. All loans are secured against collateral that is
satisfactory to the Company’s requirements. The Company does not provide unsecured
lending in any form.
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19 CREDIT RISK (CONTINUED)

2012 2011
$000 $000

Security type

Motor vehicles 881 -
Agricultural equipment 788 -
Property mortgage 1,919 -
Other (a) 2,897 -

6,485 -

(a) Other includes lending secured by company charges, machinery, aircraft or marine
equipment.

Geographic risk

Geographic risk is the risk that significant concentrations of loans are held in a single
geographic area, resulting in an increased exposure to economic or environmental
impacts in that area. The Company does not lend money outside New Zealand, and the
geographic spread within New Zealand is as follows:

2012 2011
$000 $000
Geographic area

Northiand 102 -
Waikato 497 -
Bay of Plenty 19 -
Taranaki 90 -
Hawkes Bay 32 -
Central 1,314 -
Tasman / West Coast 720 -
Canterbury 3,573 -
Otago / Southland 138 -

6,485 -

Industry risk

Industry risk is the risk that significant concentrations of loans are held in a single
industry, resuiting in an increased exposure to the macro-economic effects on that
industry. The Company’s industry spread is as follows:

Agriculture 957 -
Wholesale Trade 3,054 -
Households 221 -
Transport and Storage 53 -
Construction ' 692 -
Property 47 -
Manufacturing 132 -
Retail Trade 628 -
Other 701 -

6,485 -
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20

MARKET RISK

Foreign exchange risk
The Company undertakes transactions denominated in foreign currencies and
resulting from these activities, exposures in foreign currency arise.

Unit price risk

Unit price risk is the risk that the fair value of unit prices will decrease as a result of
changes unit prices. The Company holds all of its investment in unit trusts at fair value
through the profit and loss.

Unit price risk sensitivity analysis
The following table demonstrates the impact on profit and loss and equity of a
reasonably possible change in unit prices prevailing at balance sheet date.

Impact Impact

on on

profit equity
2012 $000 $000
10% increase in unit prices 3,154 3,154
10% decrease in unit prices (3,154) (3,154)
2011 .
10% increase in unit prices 3,001 3,001
10% decrease in unit prices (3,001) (3,001)

Interest rate risk

Interest rate risk is the risk that the value of The Companies assets and liabilities will
fluctuate due to changes in market interest rates. The Company manages interest rate
risk by matching as far as possible the maturities of loans and borrowings.

Interest rate cash flows risk analysis

Impact Impact

on on

profit equity

2012 $000 $000

0.25% increase in interest rates 20 20

0.25% decrease in interest rates (20) (20)
2011

0.25% increase in interest rates 3 3

0.25% decrease in interest rates 3 (3)
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21 LIQUIDITY RISK (CONTINUED)

The contractual cashflows of financial assets and liabilities are as follows:

2012 Weighted
average 0-6 6-12 12-24 24-60
interest months months months months

rate
% $000 $000 $000 $000
Bank deposits 2.50 7,963 - - -
Loans and receivables 11.16 3,714 1,531 © 207 328
Trade and other current receivables 8,486 - - -
Total financial assets 20,163 1,531 207 328
Undrawn lending facilities 621 - - -
Related party payable 915 - - -
Trade and other current liabilities 1,229 - - -
Total liabilities 2,144 - - -
Net financial position 18,019 1,531 207 328

2011 Weighted
average 0-6 6-12 12-24 24-60
interest months months months months

rate
% $000 $000 $000 $000
Bank deposits 2.50 1,267 - - -
Related party receivable 8,484 - - -
Trade and other current receivables 6,878 - - -
Total financial assets 16,629 1,607 3,868 315
Trade and other current liabilities 875 - - -
Total liabilities 875 - - -
Net financial position 15,754 1,607 3,868 315

CAPITAL MANAGEMENT
The Company's capital includes retained earnings.

The Company's policy is to maintain a strong equity base so as to maintain creditor and
market confidence and to sustain future development of the business. The impact of the
level of capital on members’ return is also recognised and the Parent recognises the need
to maintain a balance between the higher returns that might be possible with greater
gearing and the advantages and security afforded by a sound capital position

During the year a solvency standard applicable to all insurance companies operating in
New Zealand was issued by the Reserve Bank of New Zealand (RBNZ). As a condition of
the provisional licence the company will become an issuer under the Financial Reporting
Act 1993 from 1 April 2012.

The solvency capital that the company is required to maintain is the minimum solvency
capital amount calculated, for each entity, in accordance with the solvency standard. The
directors believe that this requirement has been met by both entities.
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21

22

LIQUIDITY RISK (CONTINUED)

The allocation of capital between its specific business segments’ operations and activities
is, to a large extent, driven by optimisation of the return achieved on the capital
allocated. The process of allocating capital to specific business segment operations and
activities is undertaken independently of those responsible for the operation.

The Company’s policies in respect of capital management and allocation are reviewed
regularly by the Board of Directors.

The Company manages liquidity risk by maintaining adequate reserves and banking
facilities and undrawn funding facilities by continuously monitoring forecast and actual
cash flows and matching maturity profiles of financial assets and liabilities. The Company
also regularly reviews insurance premiums to ensure they are set at an appropriate level
to cover insurance claims.

There have been no material changes in the Company’s management of capital during
the period.

FINANCIAL INSTRUMENTS

2012 Designated Loans and Other Total Fair
at fair value receivables liabilities carrying value
through amortised amount
profit and cost
loss
$000 $000 $000 $000 $000
Assets
Cash and cash equivalents - 7,963 - 7,963 7,963
Loans and receivables - 5,780 - 5,780 5,738
Investments 31,544 ~ - 31,544 31,544
Trade and other current
receivable - 8,486 - 8,486 8,486
Total assets 31,544 22,229 - 53,773 53,731
Liabilities
Related party payable - 915 - 915 915
Trade and other current
liabilities - - 1,229 1,229 1,229
Total liabilities - 915 1,229 2,144 2,144
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22 FINANCIAL INSTRUMENTS (CONTINUED)

2011 Designated Loans and Other Total Fair
at fair value receivables liabilities carrying value
through amortised amount
profit and cost
loss
$000 $000 $000 $000 $000
Assets
Cash and cash equivalents - 1,267 - 1,267 1,267
Related party receivable - 8,484 - 8,484 8,484
Investments 30,018 - - 30,018 30,018
Trade and other current
receivable - 6,878 - 6,878 6,878
Total assets 30,018 16,629 - 46,647 46,647
Liabilities
Trade and other current
liabilities - - 875 875 875
Total liabilities - - 875 875 875

Financial instrument categories (continued)

For financial instruments not presented in the Balance Sheet at their fair value, fair

value is estimated using the following methods:

e For loans and receivables and borrowings where the applicable interest rate is fixed,
fair value is estimated using discounted cash flow models based on the repayment
profile. Discount rates applied in these calculations are based on current market
interest rates for loans and receivables or borrowings with similar credit and
maturity profiles;

e The fair value calculation of loans and receivables is made after making allowances
for the fair value of impaired assets;

eBank deposits, other assets, related party liabilities and other liabilities are short
term in nature and the related carrying amount is equivalent to their fair value.

23 UNDRAWN LENDING COMMITMENTS
The following credit facility limits are committed but not drawn down as at balance

date:
2012 2011
$000 $000
Undrawn lending commitments 621 2,175

24 CONTINGENT LIABILITIES
There are no contingent liabilities at 31 March 2012 (2011: $Nil).

25 COMMITMENTS
There are no capital commitments as at 31 March 2012 (2011: $Nil).

26 SUBSEQUENT EVENTS
There are no subsequent events.

27 CHARGE OVER ASSETS
FMG was required to hold deposits with the Public Trust under the Life Insurance Act
1908 and the Insurance Companies’ Deposits Act 1953, both Acts were repealed with the
introduction of the Insurance (Prudential Supervision) Act 2010.
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Independent Auditor's Report
To the Shareholders of FMG Insurance Limited
Report on the Financial Statements

We have audited the financial statements of FMG Insurance Limited on pages 4 to 37, which comprise the balance
sheet of FMG Insurance Limited as at 31 March 2012, and the income statement, statement of changes in equity
and statement of cash flows for the year then ended, and a summary of significant accounting policies and other
explanatory information.

This report is made solely to the company's shareholders, as a body, in accordance with section 205(1) of the
Companies Act 1993. Our audit has been undertaken so that we might state to the company's shareholders those
matters we are required to state to them in an auditor’s report and for no other purpose. To the fullest extent
permitted by law, we do not accept or assume responsibility to anyone other than the company and the company's
shareholders as a body, for our audit work, for this report, or for the opinions we have formed.

Directors' Responsibility for the Financial Statements

The directors are responsible for the preparation of the financial statements in accordance with generally accepted
accounting practice in New Zealand and that give a true and fair view of the matters to which they relate, and for
such internal control as the directors determine is necessary to enable the preparation of financial statements that
are free from material misstatement, whether due to fraud or error.

Auditor's Responsibility

Our responsibility is to express an opinion on the financial statements based on our audit. We conducted our audit
in accordance with International Standards on Auditing (New Zealand). These auditing standards require that we
comply with relevant ethical requirements and plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected, depend on our judgement, including the assessment of the risks of
material misstatement of the financial statements, whether due to fraud or error. In making those risk assessments,
we have considered the internal control relevant to the company’s preparation of the financial statements that give
a true and fair view of the matters to which they relate in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the company's internal
control. An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness
of accounting estimates, as well as evaluating the overall presentation of the financial statements.

We believe we have obtained sufficient and appropriate audit evidence to provide a basis for our audit opinion.
Ernst & Young provides taxation advice to the company. We have no other relationship, or interest in the company.

Partners and employees of our firm may deal with the company on normal terms within the ordinary course of
trading activities of the business of the company.

Opinion }
In our opinion, the financial statements on pages 4 to 37:

> comply with generally accepted accounting practice in New Zealand;
» comply with International Financial Reporting Standards; and

B> give a true and fair view of the financial position of FMG Insurance Limited as at 31 March 2012 and its
financial performance and cash flows for the year then ended.

Report on Other Legal and Regulatory Requirements
In accordance with the Financial Reporting Act 1993, we report that:
>  We have obtained all the information and explanations that we have required.

>  Inour opinion proper accounting records have been kept by FMG Insurance Limited as far as appears from our
examination of those records.

oy %{%wﬁ

7 June 2012
Wellington






Appointed Actuary’s review of actuarial information for Farmers’ Mutual Group
in respect of 31 March 2012 Financial Statements

This retumn is in respect of Farmers’ Mutual Group and its subsidiary Farmers’ Mutual Group Limited, collectively
referred fo as FMG.

This return is prepared under secticn 78 of the Insurance (Prudential Supervision) Act 2010 (‘The Act”) in respect
of section 77 of the Act which requires that each licensed insurer within New Zealand must ensure that the
actuarial information contained in, or used in the preparation of, the financial statements of the insurer and any
group financial statements are reviewed by the appointed actuary.

This return has been prepared by Tracey Short (Bsc, FIAA, FNZSA), Appointed Actuary FMG. This is the first
such return prepared for FMG.

I am an employee of FMG; other than my employment relaﬁon'ship I have no financial or ownership interast in
FMG.

| have reviewed actuarial information contained in the 31 March 2012 financial statemenis to confirm information
and/or advice | have provided has been used appropriately in those statements.

FMG has supplied me with all the information and explanations necessary to allow me o undertake this review.

It is FMG’s established policy fo seek the advice of the appointed actuary in respect of all actuarial information
and to adopt that advice in its financial statements.

The following actuarial iterhs have been reviewed and reflect the scope and limitations of this review:

Oufstanding Claims Liabilities

Reinsurance Recoveries

Premium Liabilities

Application of the Liability Adequacy Test

The level of deferred acquisition costs in the financial statements after the application of the Liability
Adequacy Test

In my opinion there was no other information that required actuarial review for the purposes of this refurn.

The outstanding claims (and sensitivity analysis of), premium liabilities and the Liability Adequacy Test have been
calculated by me and in my opinion comply with accounting standard NZ IFRS4 and have been prepared in
accordance with New Zealand Society of Actuaries Professional Standard No. 4 (PS4). They have also been
audited by Ernst & Young Limited.

These items have all been used without adjustment in the financial statements, which | believe to be appropriate.
They have also been used without adjustment in the solvency calculation, which again | believe to be appropriate.

In summary, | can confirm that:

o The actuarial information contained in the 31 March 2012 financial statements has been
appropriately included in those statemenis without exception

o The actuarial information used in the preparation of the 31 March 2012 financial statements has
been used appropriately without exception

e That in my opinion, as at 31 March 2012, FMG is maintaining a solvency margin as defined in The
Solvency Standard for Non-Life Insurance Business issued by the Reserve Bank (Oct 2011
amendments {o May 2012)

For further detall on the items listed above please refer to the 31 March 2012 financial statements.. . .

Signed : 2 o L/L\W\/
Sumenye it

Date : 1% / | ([Z’






