






























































Product Care (NZ) Limited
Notes to the financial statements
For the year ended 30 June 2016

4. Summary of significant actuarial methods and assumptions (continued)
a) Unearned premium reserve and unexpired risk reserve (continued)

Analysis of the unearned premium reserve is provided in Note 17 together with the application of
the Liability Adequacy Test including the assessment of the need for an unexpired risk reserve.
The estimation of premium liability includes a number of key assumptions. The Company takes
all reasonable steps to ensure it has appropriate information on which to base this estimate.
However, given the uncertainty involved it is likely that the final outcome will differ from the original

claims liability established.

The level of uncertainty around the eventual cost of claims relating to the unexpired portion of
policies is significant given both the extended time period over which the claims may be reported
{up to 7 years from the date of purchase of the underlying service plan/extended warranty
arrangement) and the potential change in the underlying assumptions as set out in Note 17(i).

b) Deferred reinsurance expense

Deferred reinsurance expense is also determined using the above methods. In addition, the
recoverability of these assets is assessed on a periodic basis to ensure that the balance is
reflective of the amounts that will ultimately be received, taking into consideration factors such as
counterparty and credit risk. Impairment is recognised where there is objective evidence that the
Company may not receive amounts due to it and these amounts can be reliably measured.

¢) Outstanding claims liability

The outstanding claims liability is determined in accordance with Note 3(j) by reference to the
historical average number of days between reporting and settlement as the expected delay
applicable at the balance date. This is used pro-rata to estimate the current outstanding claims
based on the annual gross payments and there being 365 days per annum. Reinsurance
recoveries are similarly determined using the prevailing rate of recoveries in the preceding month.

5. Revenue
In thousands of NZD 2016 2015
Gross written premium 9,987 8,977
Movement in unearned premium (3,678) ’(3,615) ,
Premium revenue 6,309 5,362
Reinsurance recoveries income ~2,498 2,119
Underwriting revenue , 8,807 : , 7,481

6. Operating expenses

In thousands of NZD 2016 2015

Operaling expenses

Auditors remuneration — current year 21 68 47

Consulting fees 57 47

Accounting and secretarial fees .18 5
- 143 o 99
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‘Product Care (NZ) Limited
Notes to the financial statements

For the year ended 30 June 2016

7. Interestincome

In thousands of NZD 2016 2015
Interest income 501 469
501 469

8. Income tax expense
Recognised in the Statement of comprehensive income

in thousands of NZD 2016 2015

Current tax expense
Current year 243 205

Total income tax expense in Statement of
comprehensive income 243 205

Numerical reconciliation between tax expense and pre-tax net profit

In thousands of NZD 2016 2015
Profit before tax 867 736
Income tax using the domestic corporation '

tax rate of 28% 243 205

Imputation credit account
The Company is a member of a New Zealand tax consolidated Group.

The imputation balance as 30 June 2016 available to the Group is $10,254,264 (2015:

$9,537,547).
9. Cash and cash equivalents
In thousands of NZD 2016 2015
Bank balances 3,775 1,296
3,775 1,296
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Product Care (NZ) Limited
Notes to the financial statements
For the year ended 30 June 2016

9. Cash and cash equivalents (continued)

10.

Reconciliation of cash flows from operating activities

In thousands of NZD

Cash flows from operating activities
Profit for the period

Adjustments for:

Investment income

Income tax expense

Operating profit before changes in
working capital and provisions

(Increase)/decrease in reinsurance
recoveries

Decrease/(increase) in trade and other
receivables

(Increase)/decrease in deferred
reinsurance expenses

Increase in trade and other payables

Increase/(decrease) in outstanding claims
liability

Increase in unearned premium reserve

Income taxes paid

Net cash inflows from operating activities
Trade and other receivables
in thousands of NZD

Current
Trade receivables due from related parties
Other receivables

Note

12

10

11

14

16

17

2016 2015
624 531
(501) (469)
243 205
366 267
(107) 38
1,577 (1,133)
(1,797) (1,526)
260 37
108 (39)
3,678 3,615
4,085 1,259
(107) (192)
3,978 1,067
2016 2015
1,140 1,704
299 1,312
1,439 3,016

19



Product Care (NZ) Limited
Notes to the financial statements
For the year ended 30 June 2016

11. Deferred reinsurance expense

In thousands of NZD 2016 2015
Current 3,623 3,641
Non-current 7,373 5,558

10,996 9,199
Opening balance 9,199 7,673
Reinsurance premiums incurred in the year 4,992 4,488
Reinsurance premiums expensed in the year (3,195) (2,962)
Balance as at 30 June 10,996 9,199

12. Reinsurance receivables

in thousands of NZD 2016 2015

Current

Recoveries on claims paid 417 357

Recoveries on outstanding claims liability B 280 233
697 590

13. Investments
In thousands of NZD 2016 2015

Term deposits , 11,750 9,750

14, Trade and other payables

In thousands of NZD ; 2016 2015

Payables due to related parties 31 -

Other trade payables including reinsurance

premiums payable 1,236 1,007
1,267 1,007

15. Income tax payable

in thousands of NZD 2016 2015
Income tax payable 146 10
146 10

The current tax payable for the Company represents the difference of tax payments versus the
estimated balance payable to the Inland Revenue Department.
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Product Care (NZ) Limited
Notes to the financial statements
For the year ended 30 June 2016

16. Outstanding claims reserve

In thousands of NZD 2016 2015
Central estimate 470 380
Risk margin 68 50
Gross outstanding claims — current __ 538 430

Reconciliation of movement in claims

liability:

Balance at the beginning of the year 430 469
Claims incurred in the current year 4,814 3,871
Reinsurance and other recoveries in the current

year (2,498) (2,119)
Claims costs paid (net of reinsurance) (2,208) (1,791)
Balance at end of year 538 430
Reinsurance and other recoveries receivable (280) (233)

Net outstanding claims liability at the end of the

year 258 197

The outstanding claims liability is determined by reference to the historical average number of
days between reporting and settlement as the expected delay applicable at the balance date. This
is used pro-rata to estimate the current outstanding claims based on the annual gross payments
and there being 365 days per annum. Reinsurance recoveries are similarly determined using the
prevailing rate of recoveries in the preceding month.

The risk margin is an additional allowance for uncertainty in the cost of claims over and above the
central estimate, determined on the bases set out in Note 4. Factors considered in setting the
risk margin include variability of claims experience, quality of historical data, uncertainty to future
economic conditions and future legislative changes.

A risk margin for outstanding claims of 14.4% (2015: 13.1%) of net central estimate has been
assumed and is intended to achieve a 75% probability of sufficiency (2015; 75%).

Sensitivity Analysis

The valuation of outstanding claims is based on the time taken to process claims between
reporting and payment using historical claims data. The impact on the profit and loss before
income tax to changes in key actuarial assumptions is set out below.

fn thousands of NZD Change in Impact on

Variable oCL

2016 2016
Process lag — plus 10 days +28% 72
Process lag — less 10 days -28% (72)
Risk Margin +1% 2
Risk Margin -1% (2)
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Product Care (NZ) Limited
Notes to the financial statements
For the year ended 30 June 2016

17. Unearned premium reserve

A. Reconciliation of movements

In thousands of NZD 2016 2015
Current 7,221 7,237
Non-current 14,696 11,002

21,917 18,239

Reconciliation of movement in unearned
premium liability

Opening balance 18,238 14,624
Written premium in the period 9,987 8,977
Premium earned during the year (6,309) (5,362)

21,917 18,239

B. Liability Adequacy Test

The liability adequacy test identified a surplus as at 30 June 2016 (2015: surplus). This is intended
to achieve a probability of adequacy of 75% (2015: 75%). The Risk Margin was determined from
a statistical analysis of the historic loss experience as undertaken by the Appointed Actuary.

C. Composition unearned premium reserve

The adequacy of the Unearned Premium Reserve (UPR) is assessed by determining the central
estimate of expected future cash flows in respect of claims associated with unexpired risks
together with a risk margin to reflect the inherent uncertainty in the estimate and then comparing

this amount to the unearned premium liability.

A number of actuarial methods have been applied to project future claim payments in order to
establish the central estimates and risk margin. These methods assist in providing a greater
understanding of the trends inherent in past data. The most appropriate method or a blend of
methods is selected, taking into account the characteristics of the warranty category and the
availability of historic loss development data.

The principal method adopted uses a combination of claim severity (average claims size) and
claim frequency (the expected number of claims per underlying risk exposure) to determine the
expected future costs.

The following assumptions have been made in assessing adequacy of the unearned premium
liability:
(i) Assumptions

30 June 2016 30 June 2015

Weighted average term to recognition (years) 1.72 1.54
Discounted mean term (years) 1.66 1.46
Indirect expense ratio 1.0% - 1.0%
Risk margin 14.4% 13.1%
Claims inflation 4.0%-5.0% 4.0%
Discount rate 2.1% 3.04%
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Product Care (NZ) Limited
Notes to the financial statements
For the year ended 30 June 2016

17. Unearned premium reserve (continued)

The table below summarises the sensitivity of the premium liabilities calculation for the purpose
of the Liability Adequacy Test.

Net premium liabilities
{central estimate)

increase/(decrease)
Movement in $000’s (Note A)
variable
In thousands of NZD 2016 2015
Net premium liabilities 10,720 9,040
Claim Severity +NZD$20 494 408
NZD$20 (494) (408)
Inflation rate +1% 164 183
1% (162) (180)
Discount rate +1% (168) (114)
1% 173 117
Indirect expense ratio +1% 107 89
-1% (107) (89)
Risk margin +1% 107 89
-1% (107) (89)
Discounted mean term + 6 months 100 42
- 6 months (100) (42)

Note A: This change would have an equivalent effect on net profitlloss before tax and
shareholder’s equity (net of tax effect).

D. Concentration of insurance risk

The underwriting business writes warranty contracts predominantly covering retail electrical
products. The portfolio is spread across a diversified range of manufacturers.

Regular reviews are undertaken to monitor the accumulation exposure to any particular product
and/or manufacturer. Quota share reinsurance has been purchased to share the accumulated
exposure in accordance with commercially available terms.

23



Product Care (NZ) Limited
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18. Equity
Share capital

In thousands

2016 2015
Issued for cash (number of shares) 3,000 3,000
On issue at 30 June 3,000 3,000

Issued at NZ$1 per share.

Ordinary shares entitle the holder to participate in dividends and the proceeds on winding up of
the Company in proportion to the number of and amounts paid on the shares held.

The Company meets all capital adequacy requirements specified by the Reserve Bank of New
Zealand.

Capital Management

The capital management strategy of the Company is to optimise shareholder value by managing
the level, mix and use of capital resources. The main objectives are to ensure sufficient capital
resources to maintain the business and operational requirements, retain sufficient capital to
exceed externally imposed capital requirements, and ensure the entity’s ability to continue as a
going concern. The Company’s capital policy is to hold all surplus capital in bank deposits with
bank credit ratings of a minimum of AA-.

The Company's capital includes contributed equity on the statement of financial position of
$3,000,000 (2015: $3,000,000).

The Company is required to hold a fixed capital amount of $3 million to fully comply with the
Reserve Bank of New Zealand ("RBNZ") Solvency Standard for Non-Life Insurance Business
issued December 2014. This capital requirement has been complied with.

There were no changes in the Company's approach to capital management during the year.

The Company has embedded in its capital management framework the necessary tests to ensure
continuous and full compliance with the Solvency Standard for Non-Life Insurance Business

issued December 2014 by the RBNZ.

The Company's Audit and Risk Committee oversees the computations and capital solvency is
carefully monitored against the Company’s capital management plan. In addition, the Company
manages the required level of capital through maintaining its investment strategy and its
reinsurance quota share.

The Company manages its capital by considering regulatory requirements. The primary source

of capital used is total equity attributable to owners. Total equity aftributable to owners equates
to “capital” as the defined in the solvency standard and shown below.
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Product Care (NZ) Limited

Notes to the financial statements

For the year ended 30 June 2016
18. Equity (continued)

Regulatory capital is made up of two components, actual solvency capital and minimum solvency
capital, with the difference representing the solvency margin. The calculation of the solvency
margin for the Company is detailed below

Summary of Solvency position

In thousands of NZD
2016 2015
Balance Sheet capital 4,789 4,165
Deductions « -
Actual solvency Capital 4,789 4,165
Risk Based Charges
Insurance Risk 1,702 1,408
Catastrophe Risk 729 522
Reinsurance Recoveries Risk 268 221
Asset Risk 308 277
Interest Rate Risk 185 100
Calculated Solvency Capital 3,192 2,528
Minimum Capital Requirement per RBNZ N/A 3,000
Solvency Margin 1,597 1,165
Solvency Ratio , , 1.50 1.39

Note that as the total risk based charges as at 30 June 2015 were less than the fixed capital
amount of $3 million, the minimum capital requirement at 30 June 2015 was $3 million. As at 30
June 2016, given risk based charges exceed $3 million, the minimum solvency capital is $3.192
million.
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Product Care (NZ) Limited
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19.

Financial instruments & risk management
A. Financial Risk Management

The activities of the Company expose it to the following financial risks:

= Credit risk

= Liquidity risk

« Operational risk

» Market risk (include currency risk, cash flow and fair value interest rate risk)

The Company has developed, implemented and maintains Investment and Capital Management
Strategies to minimise potential adverse impacts upon the financial performance of the Company

arising from financial market volatility.

The key objective of the Company's asset and liability management strategy is to ensure sufficient
liquidity is maintained at all times to meet the Company's obligations, including its settlement of
insurance liabilities.

Credit Risk
Credit risk relates to the possibility of default by transactional counterparties as well as the loss
of value of assets due to the deterioration in credit quality. The Company's credit risk arises
predominantly from investments, policyholder premium debtors and reinsurance recoveries.

Trade and other receivables

The credit risk exposure of the Company is non-repayment of the carrying amounts of the financial
assets. For underwriting and warranty services, the balance due from Product Care
Administration Services (NZ) Ltd (PCASNZ) is $1,140,000 (2015: $1,704,000). Payment terms
have been accelerated, with PCASNZ now paying the insurance premium received from the
insured party immediately on receipt. The $1,140,000 due at 30 June 2016 was paid on 18 July

20186.

Reinsurance Recoveries

The credit risk exposure on reinsurance recoveries is reduced by only dealing with AA- rated
reinsurers as rated by Standard & Poor’s or Moody’s.

Investments and cash
The Company limits its exposure to credit risk by only investing in liquid securities and only with
counterparties that have a credit rating of at least AA- from Standard & Poor's or Moody's

equivalent. The majority of the investments are rated AA-.

Trade and other receivable ageing

In thousands of NZD 0to 30 31-60 61-90 91+ Total
- Days Days Days Days

2016

Trade receivables 1,140 - - - 1,140
Other receivables 299 - - - 299
Reinsurance recoveries ; - 697 - - 697
Total Trade Receivables 1,439 - B97 - . 2,136
2015

Trade receivables 941 836 868 . 2,645
Other receivables 371 - - - 371
Reinsurance recoveries - 590 - - 590
Total Trade Receivables ‘ 1,312 1,426 868 - '3,606

Based on the aging shown above and allowing for cash received after reporting date, no
impairment was required against trade and other receivable balances.
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Product Care (NZ) Limited
Notes to the financial statements
For the year ended 30 June 2016

19. Financial instruments & risk management (continued)

A. Financial Risk Management (continued)

Credit Exposures
The table below provides information regarding the credit risk exposure of the Company by

classifying investments according to Standard and Poor's credit ratings of the counterparties.
Trade and other receivables are not rated because of their short term nature and the lack of any
singularly material debtors. AAA is the highest possible rating. As at 30 June 2016 the Company
did not hold any rated financial assets with a Standard and Poor's credit rating below AA-,

2016 AA- rated Not rated Total
In thousands of NZD
Financial Assets
Cash and cash equivalents 3,775 - 3,775
Investments 11,750 - 11,750
Deferred reinsurance 10,996 - 10,996
Reinsurance recoveries 697 - 697
Trade and other receivables , 299 1,140 ,1,439
27,517 1,140 28,657
2015 AA- rated Not rated Total
In thousands of NZD
Financial Assets
Cash and cash equivalents 1,296 - 1,296
Investments 9,750 - 9,750
Deferred reinsurance 8,199 - 9,199
Reinsurance recoveries 590 - 590
Trade and other receivables 371 2,645 3,016

21,206 2,645 23,851
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19.

Financial instruments and risk management (continued)

A. Financial Risk Management (continued)

Liguidity Risk

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they
fall due. The Company’s approach to managing liquidity is to ensure that it will always have
sufficient liquidity to meet its liabilities when due, under both normal and stressed conditions,

without incurring unacceptable losses or risking damage to the Company's reputation.

Management of liquidity risk includes asset and liability management strategies. The assets held
to back insurance liabilities consist predominantly of cash deposits. The assets are managed so
as to principally match the maturity profile of the assets with the expected pattern of claims
payments or liability settlements. The cash deposits are restricted to banking institutions with a

credit rating of at least AA-.

Maturity Profiles

The table in below summarises the maturity profile of the financial liabilities of the Company based
on remaining undiscounted contractual obligations, except for insurance contracts, when maturity
profiles are determined on the discounted estimated timing of net cash outflows. Repayments
which are subject to notice are treated as if notice were to be given immediately.

Maturity Periods In Years

In thousands of NZD 1 2-3 4-5 6-10 Total

2016

Financlal Liabilities

Trade and other payables (1,267) - - - (1,267)

Unearned premium liability (7,221) . (11,812) (2,643) (141) (21,917)

Outstanding claims liability (538). - : - - (538)
(9,026) (11,912)  (2,643) (141) (23,722

Maturity Periods In Years

In thousands of NZD 1 2-3 4-5 6-10 Total
2015

Financial Liabilities

Trade and other payables (1,007) - ~ - (1,007)
Unearned premium liability (7,237) (5,922) (3,271) (1,809) - (18,239)
Cutstanding claims liability {430) - - - (430)

(8,674)  (5922)  (3271)  (1,809) (19,676)

Market Risk
Market risk is the risk that changes in security market prices will affect the Company’s income or

the value of its holdings of financial instruments. The objective of market risk management is to
manage and control market risk exposures within acceptable parameters. The Company has no
material exposure to market revaluation of financial instruments.
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19.

Financial instruments and risk management (continued)

A. Financial Risk Management (continued)

Cash flow sensitivity analysis for interest rate risk

Interest rate risk is the risk that the value or future cash flows of a financial instrument will fluctuate
because of changes in market interest rates.

The impact of a 1% uplift or reduction in market interest rates would impact pre-tax profit as
follows:

Movement in market
interest rates

In thousands of NZD Minus Plus
1.0% 1.0%

Pre-tax impact on profit 2016 (155) 155

Pre-tax impact on profit 2015 (110) 110

B. Risk management objectives and policies for mitigating insurance risks

(i) Objectives
The Company's objectives and policies in respect of managing insurance risks are:

# Understanding insurance risk so as to ensure that pricing and claims management reduce

any risk of loss.

Measuring the frequency and severity of possible insurance risk loss events.

Treating insurance risk with controls designed to assure that any changes in trends or loss
patterns are identified at the earliest time via rigorous analysis of detailed monthly claim

and loss ratio data.
e Protecting the Company by holding at least 50% reinsurance with AA- rated reinsurers.

(ii) Concentrations of insurance risk
Please refer to Note 17 (d).

(iif) Exposure to risk
The Company manages claims in order to mitigate insurance risk primarily through:

e Detailed monthly management reporting on claims costs which may identify a need for
changes to pricing or claim management processes

® Detailed analysis of claims cost by manufacturer, model and fault type to identify at the
earliest time any recurrent problem that may be recoupable from manufacturers or require
discontinuation of future warranty sales for that particular product

# Monthly actuarial reporting of all loss ratios including analysis of frequency and severity
which may identify a need for changes to pricing or claim management processes.

29



Product Care (NZ) Limited
Notes to the financial statements
For the year ended 30 June 2016

20.

21.

22,

Related parties

For the year ended 30 June 2016 the Company had an agreement with a related party, Product
Care Administration Services (NZ) Limited (PCASNZ) to administer premium revenue collection
and settle warranty claims on behalf of the Company, as part of its warranty services business.

For the year ended 30 June 2016, PCASNZ, a related entity, received written premiums of
$9,887,874 (2015: $8,976,592) on behalf of the Company and subsequently transferred these
monies to the Company on 30 day payment terms. At the statement of financial position date, the
Company was owed $1,140,770 (2015: 1,703,516) by PCASNZ (Note 10).

For the year ended 30 June 2016 warranty claims settled gross of reinsurance on behalf of the
Company by PCASNZ totalled $4,814,343 (2015: $3,871,000).

The Company paid a related entity, SPWS for managerial services during the year ended 30 June
2016 the amount of $24,000 (2015: $24,000) and for finance and actuarial services the amount
of $184,800 (2015: $184,800). As at 30 June 2016, $30,800 (2015: $Nil) remained payable from

the Company to SPWS.

The shareholders of ICF Holdings Pty Ltd, the ultimate parent entity, held a 93% interest in
Motherboard Solutions Limited which in turn held a 70% interest in Maxtech Services Limited up
until 1 April 2016. Therefore, from 1 April 2016, Maxtech Services Limited is no longer a related
party of the Company. During the year, Maxtech Services Limited provided repair and salvage
services that are incorporated into the claims cost for the insurance companies within the group.
Payments made by the companies within the group to Maxtech Services Limited during the 9-
month period to 31 March 2016 totalled $650,828 (2015: $820,230 for the 12-month period).
Pricing from Maxtech Services Limited was determined via tender to ensure competitiveness

against alternative suppliers.

Auditor’s remuneration
In thousands of NZD 2016 2015
Audit services
Auditors of the Company: KPMG

Statutory financial statements audit , 60 42

60 , 42

Other services

Auditors of the Company: KPMG

Other assurance service 8 5

Other assurance services relate to the review of the Company’s annual Insurer Solvency Return.

Subsequent events

No significant events have occurred subsequent to the balance sheet date.
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Independent auditor’s report
To the shareholder of Product Care {NZ) Limited

Report on the financial statements

We have audited the accompanying financial statements of Product Care (NZ) Limited ("'the company'') on pages 6 to
30. The financial statements comprise the statement of financial position as at 30 June 2016, the statements of
comprehensive income, changes in equity and 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 shareholder as a body. Our audit work has been undertaken so that we might state to
the company’s shareholder those matters we are required to state to them in the 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's shareholder as a body, for our audit work, this report or any of the opinions we have formed.

Directors' responsibility for the financial statements

The directors are responsible on behalf of the company for the preparation and fair presentation of the financial
statements in accordance with generally accepted accounting practice in New Zealand (being New Zealand Equivalents
to International Financial Reporting Standards) and International Financial Reporting Standards, 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 these financial statements based on our audit. We conducted our audit in
accordance with International Standards on Auditing (New Zealand). Those standards require that we comply with
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 the auditor’s 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,
the auditor considers internal control relevant to the company's preparation and fair presentation of the financial
statements 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

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

Our firm has also provided other services to the company in relation to regulatory assurance services. Subject to
certain restrictions, partners and employees of our firm may also deal with the company on normal terms within the
ordinary course of trading activities of the business of the company. These matters have not impaired our
independence as auditor of the company. The firm has no other relationship with, or interest in, the company.
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Opinion

In our opinion, the financial statements on pages 6 to 30 comply with generally accepted accounting practice in New
Zealand and present fairly, in all material respects, the financial position of Product Care {NZ) Limited as at 30 June
2016 and its financial performance and cash flows for the year then ended in accordance with New Zealand
Equivalents to International Financial Reporting Standards and International Financial Reporting Standards.

Kpme

17 October 2016
Auckland
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