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Statement of Comprehensive Income for the year ended 31 December 2011

in thousands of New Zealand dollars Notes 2011 2010

_Revenue :
Premium revenue from life insurance contracts ' 53,863 53,066
Premium revenue ceded to reinsurers (8,776) (8,628)
Net premium revenue . 45,087 44,438
Investment revenue 6 12,388 4,520
QOther revenue ' 7 279 568
Net revenue 57,754 49,526
Expenses
Claims expenses on life insurance contracts 8 51,418 43,027
Claims recovered from reinsurers (9,654) (8,445)
Net claims expense ‘ 41,864 34,582
Increase in net life insurance liabilities 5,667 4,595
Other expenses : 9 7,644 8,659
Net claims and expenses 55,175 47,836
Net profit before tax ‘ ) 2579 1,690
Income tax expense 10 (154) (255)
Net profit after tax 5 2,425 1,435

The above Statement of Comprehensive Income should be read in conjunction with the accompanying notes.
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Balance sheet as at 31 December 2011

in thousands of New Zealand dollars Notes 2011 2010
Assets :

Cash and cash equivalents 12,620 8,072
Deposits 11 29,850 10,460
Debt securities 11 106,768 113,004
Receivables 12 13,909 16,195
Life investment contract assets - 53
Other assets 13 2,605 2.759
Total assets 165,752 150,643
Liabilities

Creditors 14 20,190 13,073
Life insurance contract liabilities assumed under reinsurance 15 66,273 60,977
Life insurance contract liabilities ceded under reinsurance 15 1,625 1,254
Total liabilities ' 88,088 75,304
Net assets 77,664 75,239
Equity

Retained earnings 77,664 75,239
Total equity 77,664 75,239

The above balance sheet should be read in conjunction with the accompanying notes.
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Statement of Changes in Equity for the year ended 31 December 2011

in thousands of New Zealand dollars ’ Notes 2011 2010

Total equity at the beginning of the year 75,239 73,804
Net profit after tax 2425 1,435
Total equity at the end of the year . 77,664 75,239

The above statement of changes in equity should be read in conjunction with the accompanying notes.

Total equity comprises of retained earnings.

These financial statements, comprising the balance sheet, statement of comprehensive income, statement of
changes in equity and accompanying notes are signed for and on behalf of the Directors by:

David M Gonski _ Mark Senkevics
Chairman Chief Executive Officer and Director

27 March 2012
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Notes to the Financial Statements

a)

b)

c)

d)

e)

Summary of significant accounting policies

Basis of preparation

The reporting entity is the New Zealand Branch of Swiss Re Life & Hea!th Australia Limited, a company
incorporated in Australia.

The financial report is prepared in accordance with Generally Accepted Accounting Practice in New
Zealand. They comply with the New Zealand equivalents to International Financial Reporting standards
{NZ IFRS) and other applicable Financial Reporting Standards, as appropriate for profit-oriented entities.
The financial statements have been prepared in accordance with the requirements of the Financial
Reporting Act 1993.

The Branch is a qualifying entity under the Framework for Differential Reporting. The criteria which
establish thivs are that the entity does not have public accountability and all of its owners are members of
the entity’s governing body.

The differential reporting exemptions in the following New Zealand equnvalents to International
Accounting Standards have been applied:

NZ IAS 1 Presentation of Financial Statements

NZIAS 7 : Cash Flow Statements

NZ IAS 8 Accounting Policies, Changes in Accounting Estimates and Errors
NZIAS 12 Income Taxes

NZ IAS 18 Revenue

NZ IAS 24 Related Party Disclosures

NZ IAS 32 Financial Instruments: Disclosure and Presentation

Principles for life insurance business

Contracts that involve the acceptance of significant insurance risk are accounted for as life insurance
contracts. Insurance risk is defined as significant if, and only if, an insured event could cause an insurer to
pay significant additional benefits in any scenario, excluding scenarios that lack commercial substance.
Life insurance contracts include those where the insured benefit is payable on the occurrence of a
specified event such as death, injury or disability caused by accident or illness.

Contracts that do not meet the definition of a life insurance contract, as they do riot involve the
acceptance of significant insurance risk, are classified as life investment contracts. The cash flows under
these contracts give rise to either a financial asset or financial liability and generate fee income for the
Company, either from the services provided under the contract or administration of assets held by the
Company.

Contracts that include both insurance and investment elements are separated into insurance and
investment componénts that are accounted for separately, but only where these elements can be reliably
separated and measured.

All policy contracts are non investment linked and no contracts are related to mvestment linked policies or
shareholder investments.

Revenue from life insurance contracts

Revenue in respect of life insurance contracts is classified as premium revenue. Premiums with a regular
due date are recognised as revenue on the due date, and premiums with no due date are recognised as
revenue on a cash received basis.

Claims expense on life insurance contracts

Claims incurred in respect of life insurance contracts are treated as an expense, and are recognlsed
when the liability to the cedant under the reinsurance contract has been established.

Life insurance contract liabilities

Life insurance contract liabilities are recorded using a methodology referred to as Margin on Services
(MoS). Under MoS the excess of premium received over claims and expenses (“the margin”) is recognised -
over the life of the contract in a manner that reflects the pattern of risk accepted from the policyholder
(“the service”). The movement in life insurance contract Ilabllltles recognised in the income statement
reflects the planned release of this margin.

Life insurance contract liabilities are ordinarily determined using a projection method, whereby estimates
of policy cash flows (premiums, benefits, expenses and profit margins to be released in future periods) are
projected into the future. The policy liability is calculated as the net present value of these projected cash
flows using best estimate assumptions about the future.
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_ Notes to the Financial Statements

e)

f)

g

h)

Life insurance contract liabilities (cont)

An accumulation method, valuing liabilities at the accumulated benefits available to policyowners, may be
used if it produces results that are not materially different from those.produced by a projection method.

Further details of the methods used and assumptions made in valuing liabilities are set out in note 3.

Life investment' contracts

Life investment contracts are accounted for as financial instruments, giving rise to a financial asset or
financial liability based on the present value of future cash flows expected under the terms of the contract.

Revenue in respect of life investment contracts is classified as fee income and disclosed in other income.
Fees are recognised as earned when the services under the contact have been performed.
Apportionment of expenses

Expenses are attributed to particular business lines, at either a class of business or product level, for the
purpose of determining product profitability and as a basis for assessing future expense assumptions used
in determining future margins (refer 1(e) above). .

Expenses that are directly attributable to the sale and maintenance of a life insurance contract are
allocated directly to the relevant expense class of business or product.

Where expenses are not directly attributable they are apportioned based on detailed expense analysis,
having regard to the objective in incurring each expense and the outcome achieved. The apportionment is

‘consistent with the basis prescribed for regulatory reporting in accordance with the Actuarial Professional

Standard No.3 “"Determination of Life Insurance Policy Liabilities” (PS3).
Costs incurred within the statutory fund are classified as:

Acquisition costs — the fixed and variable costs of acquiring new business, including commissions and
similar distribution costs and costs of accepting, issuing and initially recording policies; .

Investment management costs — include the costs involved with buying and selling investments and the
ongoing management costs of an investment portfolio.

Maintenance costs — all other expenses are considered to be incurred to administer existing life insurance
and life investment contracts. '

Acquisition costs

Life insurance contracts

The actual acquisition costs incurred are recorded in the statement of comprehensive income. The
proportion of life acquisition costs not recovered by specific charges received from the policyholder at
inception are deferred provided that these amounts are recoverable from future profit margins. The
deferred amounts are recognised in the balance sheet as a reduction in policy liabilities and are amortised
through the statement of comprehensive income over the expected duration of the relevant policies. '

Life investment contracts

The variable component of commissions on new business is deferred and recognised in the balance
sheet as deferred acquisition costs. These deferred costs are amortised as the Company recognises the
revenue to which those costs relate. All other acquisition costs are expensed as incurred.

No deferred acquisition costs on life investment contracts are currently recognised.

Investment revenue

Investment revenue includes:

(i) Interest from investment assets that is brought to account using the effective interest rate method,
(i) Profits or losses realised on the disposal of investment assets; and ' /

(iii) The change in value of investment assets that are held on a ‘fair value through profit or loss’ basis.
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Notes to the Financial Statements

i)  Assets backing life insurance and life investment contracts

The Company has determined that all investment assets held within its statutory fund are assets backing
policy liabilities.

Financial assets are classified at fair value through profit or loss. Initial recognition is at cost and
subsequent measurement is at fair value. Unrealised profits and losses on subsequent measurement to
fair value are recognised in the statement of comprehensive income. Fair value is determined as follows:

o Cash accounts and short term deposits are valued at the amounts deposited; -

o Fixed interest securities, and other market traded securities are valued at the price the instrument
could be sold into an active market, which is usually represented by the latest bid price for such an
instrument. Where active market data is not available, the valuation is determined with reference to
broker quotes, cashflow modeling or other valuation techniques commonly used by market
‘participants for the same or similar assets and which are considered to be appropriate estimates of
prices that would be reasonable in active market situations. .

e Receivables are carried at book value, which is the best estimate of fair value, as they are settled
within a short period.

k} Assets not backing life insurance and life investment contracts

Financial assets which do not back life insurance or life investment liabilities, are designated at fair value
through profit or loss as the entity is managed on a fair value basis.

). Receivables

Receivables include outstanding premiums and other amounts due to the company under reinsurance
contracts. Amounts are shown net of any reduction for impairment or uncollectability. Any such reduction
is recognised through the statement of comprehenswe income.

m) Cash and cash equivalents

Cash includes cash on hand and in banks, and money market investments readlly convertible to cash, held
to meet the Company’s operational cash requirements.

n} 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, 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, and adjusted for unused tax losses.

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 assessable temporary differences to measure the deferred tax asset or liability.
Deferred tax assets are recognised for deductible temporary differences and unused tax losses only if it is
probable that future taxable amounts will be available to utilise those temporary differences and losses.
Current and deferred tax balances attributable to amounts recognised directly in equity are also
recognised directly in equity.

o} Comparative figures

Comparative figures have been prepared on the current disclosure basis.
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Notes to the Financial Statements

2 Critical Accounting judgements & estimates

The Company makes estimates and assumptions that affect the reported amounts of assets and liabilities.
These judgements are based on factors such as historical experience and expectations of future trends and
events that are believed to be reasonable under the circumstances. Estimates and assumptions are continually
evaluated.

The areas where critical accounting judgements and estimates are applied are noted below.

- Liabilities for life insurance contracts

Liabilities for life insurance contracts are computed using statistical or mathematical methods, which are

expected to give approximately the same results as if an individual liability was calculated for each contract.

The computations are made by suitably qualified personnel on the basis of recognised actuarial methods, with

due regard to relevant actuarial principles. The - methodology takes into account the risks and uncertainties of
* the particular classes of life insurance business written.

The key factors that affect the estimation of these liabilities are:
e data supplied by ceding companies in relation to the underlying policies being reinsured;
¢ historic and expected future mortality and morbidity experience;

o discontinuance experience, which affects the Company’s ability to recover acquisition costs over the lives
of the contracts;

* the cost of providing benefits and administering these insurance contracts; and
¢ the discount rate applied to calculate the present value of future benefits.

In addition, factors such as regulation, inflation, taxes, investment market conditions and general economic
conditions affect the assumptions selected in the calculation of these liabilities.

Specific details of actuarial methods and assumptions are set out in note 3.

Premium receivable from life insurance contracts

Premiums for inwards reinsurance business include estimates for renewal premiums that are based on
historical information, the active status of the policy, the sum assured and the premium renewal date.
Estimates are required as the amount of reinsurance is dependent on the underlying contract between the
cedant and their policyholder and there is typically a delay in the transfer of this information to the reinsurer.
Subsequent premium receipts may be less than, or greater than, the estimates recorded at balance date. The
estimation process is periodically reviewed, including comparison of estimates to subsequent receipts, to
ensure that it provides a reasonable basis.

3 Actuarial methods and assumptions
Regulatory reporting

The effective date of the actuarial report on the policyholder liabilities and solvency reserves is 31 December
2011. The actuarial report, prepared by Mr A Bhalerao, Bec, FIAA, and dated 27 March 2012 indicates that he
is satisfied as to the accuracy of the data upon which policyholder liabilities have been determined.

Policyholder liabilities are measured in accordance with the Actuarial Professional Standard No.3
“Determination of Life Insurance Policy Liabilities” (PS3) which prescribes the margin on services (MoS) basis.

Equity retained as solvency reserves (refer note 16) has been calculated in accordance with the Life Insurance
Company Prudential Reserving Guidance Note issued by the New Zealand Society of Actuaries.

Actuarial methods

Policy liabilities in these financial statements have been determined in accordance with applicable accounting
standards and in accordance with relevant actuarial guidance. Policy liabilities have been calculated in a way
which allows for the systematic release of planned margins as services are provided to policyholders and as
premiums are received.
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Notes to the Financial Statements

Methods adopted for each of the major product groups:

Product Group:

Traditional non-participating life & disability
business;

Group life and salary continuance insurance;
Single premium business with income benefits;
Medical expenses;

Term insurance

Traditional non-partiéipating life & disability

business - Coinsurance on original terms

Conventional whole of life and endowment
business;

Method:
Projection method, using cash flows from sample

policies and applying results to the total product
group

Accumulation

Projection method, using cash flows for all individual
policies.

Single premium business with lump-sum
benefits

Annuities Projection method, using present value of future

payments due.

Where contracts can be unbundled and a separate financial instrument element can be identified, this
component is valued as a life investment contract.

Valuation assumptions

(i)  Profit carriers
Claims are used as the profit carrier for all major product groups in order to achieve the systematic
release of planned margins. ‘

Discount rates

(i)
Risk-free rate of return, gross basis: This has been based on the New Zealand Commonwealth
Government bond yield curve as at 31 December 2011 2.47% to 4.35% (2010: 3.49% to 6.37%)
Rates used for disability products are gross of tax.

Rates used for all other products are adjusted for tax.

Rates of taxation

(iii)
It has been assumed that future income will be taxed consistently with current tax legislation and a tax
rate of 28% (2010: 30%) has been assumed.

(iv)

Inflation rates
3.0% (2010: 3.0%)

The assumed inflation rate has been based on the current inflation rate, the outlook for inflation over the
term of the liabilities and market implied inflation rates relative to the assumed earning rates. The
expense inflation rate is consistent with these assumptions.

Allowance for future inflation:

W

Future maintenance expenses

Allowance for future maintenarnce expenses has been made on the basis that eXpense loadings (before
future inflation impacts) cover maintenance expenses. Expense loadings vary according to product type,

and are expressed as a % of annual premium:
Range of expense loadings 3.20% 10 5.12% (2010:2.95% 10 4.72% )

Expenses have been assumed at levels consistent with the planned expenses in 2011.
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Notes to the Financial Statements

{vi) Mortality and Morbidity

Mortality and morbidity rates for risk products which vary by sex, age, smoking status and occupation
have been based on the Company’s own experience and relevant industry studies. The range of rates

used in the current year is:

Mortality

Males 70% - 90% of IA 95-97m (2010: 70% - 90% of 1A 95-97m)

Females 71% - 91% of IA 95-97f (2010: 67% - 91% of |A 95-97f)

Morbidity

Incidence . between 65% - 130% (2010: 65% - 120%) of IAD 89 - 93
morbidity table » ]

Termination between 43% - 145% (2010: 40% - 145%) of IAD 89 -93

morbidity table

Appropriate base tables are chosen for the type of product written. Investigations into the actual
experience of the Company over the proceeding 5 years are performed annually, and the results of these
investigations are considered in determining adjustments to the base tables to reflect best estimate

experience.

{vii) Discontinuance rates

Future rates of discontinuance which vary by product type are assumed to be in the order of:

Range of rates:

3.0% = 25% (2010: 3.0% - 25%)

Investigations into the actual experience of the company over the proceeding 5 years are performed
annually and used to determine the appropriate discontinuance rates.

(viii}  Surrender values

Surrender value bases used by the cedants are assumed to apply to the future.

(ix)  Investment expenses

Future investment management expenses are based on the rates agreed with the investment manager,
which vary by class of asset and average 0.11% of assets (2010: 0.11%).

Effects of changes in actuarial assumptions from 31 December 2010 to 31 December 2011

Effect on Effect on _
in thousands of New Zealand doflars Net Profit Net Policy Liabilities
Margins Increase/ (decrease)
Increase/
(decrease)
Assumption Change .
Discount rates .7,898 7,669
Expense (1,629) 447
Mortality (2,301) -
Morbidity (3,809) 593
Other - (279)
Discontinuance 6,661 39
Total effect of changes 6,820 8,468
Amount at 31 December 2011 under old assumptions 54,282 59,430
Amount reported 61,102 67,898
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Notes to the Financial Statements

Sensitivity analysis

The Company conducts sensitivity analysis to quantify the exposure to risk of changes in the key underlying
variables such as interest rate, equity prices, mortality, morbidity and inflation. The valuations included in the
reported results and the Company’s best estimate of future performance are calculated using certain
assumptions about these variables. The movement in any key variable will impact the performance and net
assets of the Company and as such represents a risk.

Variable Impact of movement in underlying variable

Interest Rate Risk A decrease in the rate of interest would:

(i) decrease the investment income from the Company's floating rate interest
~bhearing securities;

(ii) bhave a positive impact on the value of the Company’s investments.

The overall impact on profit and shareholder's equity depends on the impact on asset
values, as described above, relative to the impact on the discount rate used to value
policy liabilities, which for the most part are valued using a risk-free discount rate that
may not be matched by the asset portfolio.

Mortality rates For insurance contracts, providing death benefits, increased mortality rates would lead
to higher levels of claims occurring sooner than anticipated, increasing associated
claims cost and therefore reducing profit and shareholder equity.

Morbidity rates The cost of health-related claims depends on both the incidence of policyholders
‘ becoming ill and the duration for which they remain ill. Higher than expected incidence
and duration would increase claim costs, reducing profit and shareholder's equity.

Discontinuance An increase in discontinuance rates at earlier durations of life insurance contracts
usually has a negative effect on performance and net assets. However, due to the
interplay between the factors, there is not always an adverse outcome from an
increase in discontinuance rates. The impact also depends on factors such as the type
of contract.

The table below illustrates how permanent changes in key variables would impact the reported financial
position at balance date of the Company through the value of its assets and liabilities and through changed
valuation assumptions. ' ~

The impact of these variables on other assets and liabilities on the balance sheet is not material,

. Change in Policyholder Investment Profit after tax &
in thousands of New Zealand dollars Variable - Liabilities Assets Equity
Gross
Policyholder liabilities 66,273 149,238 77,'664
Risk free bonds rates +1% {4,258) (3,994) 190
1% 4,521 4177 (248)
Mortality . +10% 6 R @)
-10% - - N
Disability claims incidence +10% 2,508 . (1,806)
‘ -10% {2,508) - 1,806
- +10% .
Disability claims termination -10% {6,242) - 4,495
7.307 - {5,261}
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Notes to the Financial Statements

Actuarial methods and assumptions (continued)

R . Change in - Policyholder Investment Profit after tax &
in thousands of New Zealand dollars Variable . Liabilities Assets ¥ Equity
1 Net
Policyholder liabifities 67.898 149,238 77.664
Risk free bonds rates +1% (4,311) (3.994) 228
1% . 4,587 4177 (295)
Mortality +10% 6 . {4)
-10% - N -
Disability claims incidence ; +10% 2508 2508 774
' 10% (2,608) {2.508) (774)
Disability claims termination +10% (6.242) (6.242) (1.926)
-10% 7.307 7.307 2,255

(1) Investment Assets includes cash and cash equivalents, deposits and debt securities

4 Risk management policies and procedures

The Company is subject to a range of financial, insurance and operational risks that have the potential to affect
-its financial condition and its future operating results. These risks are usual for the nature of the business
conducted by the Company, and are accepted as part of the process of producing value for the shareholder.
The objective of the Company’s risk management procedures is to ensure that these risks are properly
managed. .

The Company has in place a system of controls and a process for regularly assessing these controls. The
Company also has a process in place for regularly reporting to the Audit and Risk Committee on the
effectiveness of these controls as well as reporting on the financial and capital position of the Company.

In relation to insurance risks, the key processes for managing risk are:

Spread of risks: The Company maintains an exposure to a range of mortality and morbidity risks with a
spread of population characteristics (age, sex, etc). For group policies where there is potential for risks to
be concentrated by geography the aggregate exposure is monitored against set limits.

Underwriting procedures: A process exists for setting and reviewing underwriting authorities. Individual
underwriting decisions are supported by a policies and procedures manual and, if necessary, by obtaining
medical opinion. Underwriting decisions are regularly monitored and reviewed. Where authority is
delegated to cedants, the Company has processes in place for auditing the underwriting processes used.

Claims management: Procedures exist for the verification, assessment and payment of claims. Income
protection claims are monitored on a monthly basis and individual case management procedures
determined on a case-by-case basis. Where authority is delegated to cedants, the Company has
processes in place for auditing the claims assessment processes used.

Pricing: Pricing is subject to an internal review and sign-off process to ensure that appropriate
methodology and assumptions have been used. Pricing bases include return on capital targets.

Experience analysis: Experience studies are conducted regularly to determine the adequacy of pricing
assumptions. The results are used to determine prospective changes in pricing.

Reinsurance program: The Company uses reinsurance to manage large risks, either by volume or
volatility, and peak exposures, eg catastrophe cover.

Capital position: The minimum capital requirement set by the Australian regulator requires a company to
maintain sufficient capital to withstand a number of asset and liability shock scenarios. The Company
maintains a target level of capital in excess of the minimum requirement which further mitigates risk-
exposures. ‘ '
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Notes to the Financial Statements

4 Risk management policies and procedures {continued)
In relation to financial and operational risks, the key processes for managing risk are:

‘Operational risk managemént: The Company has in place a system for identifying operational risks
and regularly reviewing and reporting on the effectiveness of the controls used to mitigate these
risks.

Asset management: The Company maintains an investment portfolio to support policyholder
liabilities. Investment guidelines are in place that set clear parameters for the selection of assets,
with respect to the types of assets that are permitted, the amount of the portfolio that can be
committed to a particular asset class or counterparty, the amount of liquidity that needs to be
maintained and derivative use requires management pre approval. The investment manager
receives a liability profile from the company and asset performance is benchmarked against a
portfolio of risk free assets matched to the value and duration of the liabilities.

The Company receives premiums and commits to paying claims in the future. As such, the
investment strategy is focused on secure assets that provide for the long term cash requirements
of the company. Assets selected are predominantly government fixed interest securities. The
asset selection is performed with reference to the duration of the underlying insurance liabilities
and this operates to minimise the interest rate exposure. Notwithstanding the rating of the
Company’s assets, the Company’s performance is exposed to market risk and credit risk and the
resultant impact on the valuation of assets. This exposure remains unhedged, however as the
Company is holding the assets to meet long-term payment obligations and does not have
significant short term liquidity requirements, these assets do not need to be realised at current
values.

in thousands of New Zealand dollars 2011 2010

5 Analysis of profit

Components of profit related to movement in life insurance

contracts:

Planned margins of revenues over expenses released 5,806 5,376
Difference between actual and assumed experience 485 (5,271)
Change in valuation methods and assumptions (7,604) (499)
Capitalisation of expected future losses (1,410) (2,496)
Retrocession recovery relating to loss recognition 1,410 2,496

Other components:

Investment earnings on assets in excess of policy liabilities k 3,705 1,742

Life investment contracts profit (loss) (67) 87

Net profit after tax . 2425 1,435
6 Investment revenue

Revenue derived from:

Debt securities and deposits 6,661 5,339

Realised and unrealised gains (losses) 5,727 (819)

Total investment revenue : ‘ 12,388 4,520
7 Other revenue

Interest on cash and cash equivalents 279 504

Fee income ) R 64

: 279 568

8 Claims expenses on life insurance contfacts |

Death and disability claims 48,678 43,021

Maturities and surrenders 2,740 6

51,418 43,027
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Notes to the Financial Statements

in thousands of New Zealand dollars , 2011 2010

9 Other expenses
Policy acquiéition expenses 2,156 2,244
Policy maintenance expenses 5197 .. 6,315
Investment management expenses 238 100
Other expenses ' : 53 -
7,644 8,659

Acquisition and maintenance expenses include commissions.

Audit fees are paid outside the New Zealand branch.

10 Income tax

Income tax has been determined in accordance with the taxes applicable to each product in accordance with
the Income Tax Act 2007. ' .

In principle two tax bases are maintained: the shareholder base where tax is calculated on taxable income
accruing to the company; and the policyholder base which assesses investment income accruing to the
policyholder. Policyholder losses under the former basis are not available to carry forward into the new
regime.

For Accident and Health business the taxable income is generally consistent with the determination of
accounting profit. : '

Reconciliation between net profit before tax and tax expense

Net profit before tax 2,579 1,690

Tax at the standard rate of 28% (2010: 30%) 722 507

Tax effect of non-assessable income (568) (92)
Over provision from previous year - (160)
Tax charge for the year 154 255

Current income tax asset {liability) ,

Opening balance 2534 2,289

Over provision from previous year - 160

Current income tax expense (249) (415)
Tax paid during current year - 500

Closing balance 2,285 2,534

Deferred tax asset : :

Opening balance ' 225 225

Net increase in the current vear 95 -

Closing balance 320 225

Income tax expense

Current income tax 249 415

Under /(over) provision from previous year - (160)
Movement in deferred tax balances . (95) -
Income tax expense ’ 154 255

Imputation credit account

Balance brought forward 25,046 24,588

Tax payments - 500

Prior year adjustments - u (42)

25,046 ~ 25,046

Policyholder base losses

Balance brought forward ‘ . - 61,977
Adjustment from prior year final return - 171

Current year losses (profits) ) - -
Forfeiture due to change in basis : - (62,148)

Balance carried forward -
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Notes to the Financial Statements

in thousands of New Zealand dollars 2011 2010
11 Investments

Funds on debosit : 29,850 10,460

Debt security investments: NZ government . 106,768 113,004

Total investment assets : 136,618 123,464

The Branch has deposited with the Public Trustee of New Zealand $500,000 (2010: $500,000) of
Government Securities which are held as security on behalf of the Branch’s policyholders and form part of the -
Life Fund of the Branch. . )

Maturity Analysis:
‘Under 1 year 29,850 61,319
1 1o 2 years 10,609 -
2 to 3 years - 11,592
3to 4 years ] 33,085 -
4 10 b years 19,972 10,467
. _Greater than 5 years 43,202 40,086
, 136,618 123,464
12 Receivables -
Outstanding premiums 9,086 8,009
Reinsurance claims receivable 1,187 4,459
Amounts due from related parties 2,873 2,145
Investment income accrued and receivable ) 763 1,682
‘ 13,909 16,195
13 Other assets
Tax prepaid 2,285 2,534
Deferred tax asset 320 225
2,605 2,759
14 Creditors
Reinsurance claims payable 12,290 9,314
Amounts due to cedants and retrocessionaires 4,187 2,267
Amounts due to related parties 3,701 1,483
Other creditors 12 9
20,190 13,073
15 Policy liabilities
156{a) Reconciliation of movements in life insurance contract liabilities
‘Liabilities assumed under reinsurance :
Opening balance at 1 January 60,977 56,725
Net increase reflected in the income statement ] 5,296 4,252
Closing balance at 31 December 66,273 60,977
Liabilities ceded under reinsurance
QOpening balance at 1 January 1,254 911
Net increase reflected in'the income statement - : 371 343
Closing balance at 31 December 1,625 1,254
Net policy liabilities at 31 December 67,898 62,231
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