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20th June 2013 
 
 
To:  The Directors 
  TrustPower Insurance Limited 
 
 
From:  Peter Davies 
  Consulting Actuary 
 
 
Re: TrustPower Insurance Limited: Financial Condition 

Report as at 31st March 2013 
 
 
You have asked me to prepare a report on the financial condition of TrustPower 
Insurance Limited (“the Company”) as at 31st March 2013.  I would like to comment 
further as follows: 
 
 
1. Introduction 
 

The purpose of this report is to provide commentary to the Company’s Board 
on the financial condition of the Company, and to fulfil my obligations, as 
Appointed Actuary to the Company, to provide a financial condition report in 
terms of the Insurance (Prudential Supervision) Act 2010. 

 
 
2. Data 
 
 I have been provided with a set of audited accounts, as well as further details 

regarding the company’s assets (institution, maturity date, interest rates), and 
the company’s reinsurance arrangements.  I have relied on this information in 
preparing this report. 

 
 Being a captive insurer with a very simple premium structure, with no claims 

incurred over the year, the normal checks that would be done on policy and 
claim information are not required for this review. 
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3. Background, business and operations 
 
 TrustPower Insurance Limited is a captive non-life insurer owned by 

TrustPower Limited, a New Zealand-based company, primarily focused on 
electricity generation and retailing.  The ultimate major shareholders are 
Infratil Limited, and the Tauranga Energy Consumer Trust. 

 
 TrustPower Insurance Limited provides cover for companies in the 

TrustPower group for damage to their generation assets and for business 
interruption related to these assets. 

 
 A captive company fulfils the following purposes for its owners: 
 
 (a) Captives tend to be used as a vehicle for retaining a relatively large 

deductible on the group’s insurance programme.  Rather than pay a 
retail insurance premium with a standard excess, the parent will 
typically pay the same or similar level of premium to its captive, the 
captive will hold a significantly higher retention, and offset the 
remainder of its risks with reinsurers.  A high deductible can often lead 
to a significant reduction in reinsurance premiums. 

 
  Clearly on a consolidated basis, the retained premium disappears, and 

it is the group as a whole which is exposed to the higher deductible.  
Nonetheless this tends to be a transparent way of managing and 
presenting the savings arising from having a high deductible. 

 
 (b) Secondly, and more importantly, captives give large industrial groups 

direct access to the reinsurance market, rather than having to deal with 
retail insurers.  This can remove a significant layer of costs from the 
group’s insurance programme. 

 
 In TrustPower Insurance’s case, the selected net deductible is $450,000. 
 
 
4. Recent experience and profitability 
 
 The accounts of the Company for the past two years are set out in Annexure A. 
 
 I note that there have been no claims over the past three years, and that the 

Company has made profits of $381,000, $405,000 and $507,000 in each year 
respectively. 
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 Clearly in this instance a “profit” simply means that the parent has paid more, 

in insurance premiums than the cost of the Company’s reinsurance premiums, 
as there have been no claims. 

 
 With annual premiums of approximately $0.5m net of reinsurance, there is 

sufficient margin being paid for the Captive to experience one claim each year.  
With no claims over the past three years, this would appear to be a 
conservative assumption. 

 
 
5. Pricing, Underwriting and claim management 
 
 Setting an appropriate premium is a relatively simple matter of simply making 

sure that the reinsurance costs are more than adequately covered by the 
premium paid by the parent.  At the moment the parent chooses to pay an 
additional $0.5m, as a contribution towards smoothing the costs of any large 
claims in the parent accounts, although as noted above on a consolidated 
accounting basis it makes no difference whether an additional margin is paid 
or not. 

 
 From an underwriting perspective, the Company’s main responsibility is to 

ensure that its reinsurance arrangements are structured appropriately.  I note 
that the Company uses a professional reinsurance broker for this purpose. 

 
 Claims are likely to be infrequent, and are likely to have the guidance and 

assistance of representatives of the Company’s reinsurers.  The Company can 
also call on the services of Willis New Zealand in managing any smaller 
claims. 

 
 
6. Insurance and Other Liabilities 
 
 The only insurance liabilities on the Company’s books relate to unearned 

premiums.  This is based on a simple time apportionment, and in my view has 
been calculated appropriately. 
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 The unearned premium liability, net of reinsurance, provides for one 

significant claim each year (approximately), but as noted above, in the group 
consolidated accounts this figure is irrelevant. 

 
 
7. Investment and Other Assets 
 
 The balance sheet set out in Annexure A is quite straightforward.  The 

Company’s investments consist of term deposits with New Zealand-registered 
banks, and government stock. 

 
 This is a conservative balance sheet. 
 

Pre-paid reinsurance is an asset on the Company’s books.  This is based on a 
simple time apportionment, and in my view has been calculated appropriately. 

 
 
 
8. Reinsurance Arrangements 
 
 The Company’s reinsurance programme is placed with a panel of direct 

writers and reinsurers, as set out in Annexure C.   
 

There is a per event net deductible of $0.45m, with a facility of $406m. 
 
I note that all reinsurers have an A- or better credit rating. 
 

 Partners Reinsurance Europe Limited has a counterparty grade 2 (2% charge) 
in terms of the RBNZ solvency requirements, the remaining companies and 
reinsurers are all counterparty grade 3 (4% charge).  Partners Re makes up 
approximately 1% of the total reinsurance facility, which has an immaterial 
impact on the reinsurance recovery charge, and accordingly for calculating this 
charge I have used a factor of 4% for all exposures. 

 
 It is beyond my expertise to provide an opinion on whether the reinsurance 

programme provides a comprehensive level of coverage, up to conservative 
maximum probably loss levels.  The Directors should satisfy themselves that 
they have received expert reinsurance advice on the suitability of this 
programme for the risks to which the company is exposed. 
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9. Capital Management 
 
 Captive insurers in New Zealand are required to have a minimum level of 

solvency capital of $1m.  The Company exceeds that by $2.1m. 
 
 The parent may choose to retain more capital than that within the captive, 

depending on its approach to funding for any possible large claims which lead 
to the net deductible of $0.45m being called on. 

 
 At the moment it would seem to me to be appropriate for the Company to have 

sufficient capital to pay for a single large claim, however that is a matter for 
the parent to determine.  The main issue from my perspective is for the parent 
to have a clear view in mind as to what degree of pre-funding of its net 
insurance deductible it wishes to retain within the captive. 

 
 I note that in terms of the Solvency Standard for non-life Captives, issued by 

the Reserve Bank, the insurance capital charge equals 20% of the largest per-
event net claim that the Company could incur (plus a reinstatement premium).   

 
 In other words, from the Reserve Bank’s perspective the Company’s minimum 

requirement is to retain sufficient funds within the Company to meet one fifth 
of the maximum cost of a claim. 

 
 
10. Solvency Assessment 
 
 I have set out my calculations of the Company’s position under the Reserve 

Bank Solvency Standard for non-life Captives, in Annexure B. 
 
 The solvency calculations differ from a non-life insurer dealing with the public 

in the following areas: 
 
 (a) Inter-company balances with a related party are not deducted from 

capital, but are subject to a 15% asset risk charge (up to 66% of the 
Company’s assets, excluding reinsurance recoveries, or $5m if 
greater).  Above that threshold a concentration risk charge applies 
equal to an additional 30% (i.e. a total charge of 45%). 

 
  The Company has no inter-company balances with its parent or with 

other related entities. 
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 (b) The insurance risk capital charge is a simple 20% of the largest per 

event retention, plus a reinstatement premium. 
 
 (c) There is no additional catastrophe risk capital charge (it is effectively 

provided for in (b). 
 
 The results of this calculation are as follows: 
 
 Actual solvency capital:  $3,097,256 (exceeds $1m minimum) 
 Calculated minimum requirement:    $212,577 
 Minimum capital requirement: $1,000,000 
 Solvency margin:   $2,097,256 
 MCR coverage:        3.10 
 
 
11. Capital Adequacy 
 
 The schedules in Annexure B also include a three-year projection of the 

solvency position.  I note that the Company is expected to continue to generate 
after-tax profits, leading to an improved solvency position, although it is likely 
that further dividends will be transferred to the parent over that time if there 
are no claims during this period. 
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12. Risks and Risk Management 
 
 (a) In my view the material risks faced by the Company are as follows: 
 
 The main risk, from my perspective, is that the Company could 

experience two or more large claims at a greater frequency than the 
parent would have been expecting in setting up the captive. 

 
 As long as the parent is clearly aware that this is one of the risks of 

having a relatively high insurance retention then the parent should have 
no difficulty with this outcome.  The important issue is that the parent 
should not be under an impression that having a captive insurer 
somehow takes away the risks of running a reinsurance programme 
with a high deductible. 

 
 The other main risk is that one of the reinsurers in the panel could fail. 
 
 (b) The Company has mitigated these risks by: 
 
 (i) Retaining sufficient capital within the Company to meet the full 

retained cost of a large claim.  Premiums are currently 
structured so as to top up this provision within five years, if the 
current level of capital were to be exhausted. 

 
 (ii) Dealing with an international panel of reputable insurers and 

reinsurers, all with an A- or better credit rating, helps reduce 
the likelihood of reinsurance failure. 

 
(c) The Company has only permanent capital, which is available to meet 

losses on a permanent, unencumbered basis. 
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(d) The Company has no open claims currently on its books.  If any claim 
provisions were to be established, I would need to disclose whether the 
provisions complied with IFRS 4, and any required risk margins to 
achieve the specified probability of sufficiency. 

 
 (e) The Company has no insurance business with long-term risk 

characteristics. 
 
 (f) The Company has no derivatives on its balance sheet. 
 
 (g) The Company has no material mis-matching risks arising from the 

nature and term of its assets and insurance liabilities.  The unearned 
premium provision is well covered by short-term bank deposits. 

 
 (h) The Company’s solvency margin calculations are set out in Annexure 

B.  There is very little assumption-setting required for carrying out 
these calculations for a captive insurer. 

 
  The only real area of sensitivity is with any variation in the market 

value of the Company’s government stock, which matures in 2015, and 
which is therefore affected by fluctuations in market interest rates. 

 
 (i) In my view there is no reason why the Company should not be 

expecting to maintain a satisfactory solvency margin under the RBNZ 
solvency standard at all times over the next three years, taking account 
of the Company’s business plans, its enterprise risk management 
practices, and the external environment. 
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13. Additional Disclosures 
 
 - This report may be released to third parties, at the Company’s 

discretion. 
 
 - I place no limitations on this report. 
 
 - I am happy for this report to be relied on by the Company, its auditors, 

and by the Reserve Bank. 
  
 - I am available to provide supplementary information and explanation 

about the scope, methods and data relating to this report. 
 
 - I am independent with respect to the Company as defined under 

professional standard ISA (NZ) 620 of the New Zealand Institute of 
Chartered Accountants. 

 
 - I am not aware of any events subsequent to the effective date of this 

report that could have a material impact on the results set out in this 
report. 

 
 - I have relied on accounting and other data provided by Willis New 

Zealand in preparing this report. 
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14. Summary and Conclusions 
 
 TrustPower Insurance Limited is a tidy “captive” insurance operation with a 

conservative balance sheet, and a conservative reinsurance structure with an 
international panel of insurers and reinsurers. 

 
 The Company is managed by a professional administrator (Willis) with 

extensive knowledge of the captive insurance market in New Zealand. 
 
 The company has sufficient capital to meet the costs of a single large claim, 

and has sufficient profit margins to top this provision up again on a yearly 
basis, if it were to be exhausted. 

 
 It is important in my view that the parent has a clear appreciation that a captive 

insurer does not remove the risks of its reinsurance deductible.  The parent is 
as exposed to the risks of multiple large claims as it would be if the captive 
company did not exist. 

 
 The Company’s solvency margin exceeds the minimum required by the RBNZ 

solvency standard, with a coverage ratio of 310%. 
 
 
I would be very happy to answer any queries concerning this report. 
 
 
Kind regards 
 
 
Yours sincerely 
 

 
Peter Davies B.Bus.Sc., FIA, FNZSA 
Consulting Actuary 
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Annexure A: Accounts 
Year Ended Year Ended Year Ended

31/03/2013 31/03/2012 31/03/2011

Gross Premiums Written 2,605,777 2,187,000 2,022,000
Less Insurance Premium ceded to reinsurers 2,077,782 1,756,000 1,620,000
Net premiums 527,995 431,000 402,000

Investment income 136,146 118,000 105,000
Other income (13,069) 4,000 3,000
Net fees and commission income 79,347 55,000 49,000

Total income 730,419 608,000 559,000

Opening claim provisions 0 0 0
Claims paid 0 0 0
Closing claim provisions 0 0 0
Gross claim expense 0 0 0
Reinsurance recoveries 0 0 0
Net claim expense 0 0 0

Commissions 10,000 10,000 9,000
Operating expenses 16,761 36,000 7,000

Total expenses 26,761 46,000 16,000

Profit before tax 703,658 562,000 543,000

Tax 197,024 157,000 162,000

Profit after tax 506,634 405,000 381,000

Unrealised gains 0 0 0
Foreign exchange movement 0 0 0

Profit after unrealised gains and FX 506,634 405,000 381,000
Movement in equity 506,634 404,622 381,000
Dividend payments 0 0 0

(0) 378 0

As % of gross premium
Reinsurance 79.74% 80.29% 80.12%
Commission 0.38% 0.46% 0.45%
Expenses 0.64% 1.65% 0.35%
Claims (net) 0.00% 0.00% 0.00%
Investment return % 2.90% 2.99%  
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A.2: Accounts (continued) 
Balance sheet

31/03/2013 31/03/2012 31/03/2011

Cheque Account 247 5,175 0
Short-term Term Deposit 3,114,137 2,651,047 2,038,000
Accrued Investment Income 14,265 14,000 12,000
NZ govt security 525,979 527,823 528,000
NZ Corporate Bonds 0 0 0
Premiums Receivable 0 0 0
Prepaid Reinsurance 1,403,972 1,235,263 966,000
Sundry debtors, pre-payments 19,641 19,791 6,000
Receivable from subsidiaries 0 0 0
Mortgages 0 0 0
Secured loans less impairment 0 0 0
Unsecured loans to subsidiaries 0 0 0
Intercompany Loan 0 0 0
Reinsurance recoveries owing 0 0 0

Total assets 5,078,241 4,453,099 3,550,000

Accounts Payable 0 0 0
Bank overdraft 0 0 0
Provision for income tax 158,309 253,352 129,000
Trade payables and accrued expenses 19,384 15,159 5,000
Deferred commission income 53,789 47,074 26,000
Outstanding claims 0 0 0
Unearned premium 1,749,502 1,546,891 1,204,000
Deferred reinsurance commission 0 0 0
Deferred tax liability 0 0 0

Total liabilities 1,980,984 1,862,476 1,364,000

Share Capital 1,000,000 1,000,000 1,000,000
Retained Earnings 2,097,256 1,590,622 1,186,000
Equity 3,097,256 2,590,622 2,186,000

Check: 5,078,240 4,453,098 3,550,000
(1) (1) 0
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Annexure B: Solvency Calculations 
Workings: Minimum Solvency Capital:

Insurance Risk

Largest Forseeable per event retention: 450,000                       
Factor: 20%
No reinstatement premium - paid by parent
Total Insurance Risk: 90,000                           

Catastrophe Risk
Comment: n/a (Captive)
Total Catastrophe Risk: -                                

Asset Risk
Balance sheet value

Cash and Sovereign Debt 526,226                       0.5% 2,631                            
AA rated fixed interest <1 year 3,128,402                    1% 31,284                           
AA rated fixed interest >1 year -                              2% -                                
A rated fixed interest -                              4% -                                
Unpaid premiums <6 months -                              4% -                                
DAC 5% -                                
BBB rated fixed interest 6% -                                
Unrated Local Authority Debt 8% -                                
Other fixed interest 15% -                                
Off Balance sheet 20% -                                
Listed Equity and trusts -                              25% -                                
Unlisted equity 35% -                                
Any other Assets 19,641                         40% 7,856                            
Assets incurring a full Capital Charge 100% -                                
Total: 3,674,269                    
Total Asset Risk: 41,772                           
Add reinsurance: 1,403,972                    
Total: 5,078,241                    
vs balance sheet: 5,078,240                    

Asset Concentration Risk
Comment: Total assets < $10m, so no charge on bank bills or deposits

Total Asset Concentration Risk -                                

Foreign Currency Risk
Comment: No foreign Currency

Total Foreign Currency Risk: -                                

Interest Rate Risk
Comment: Government Bond & Term Deposits

Total Interest Rate Risk: 24,647                           

Reinsurance Recovery Risk
Comment:
Deferred Reinsurance Premium: 1,403,972                    
Factor:
Charge: 4.00%
Total Reinsurance Risk: 56,159                           

Total 212,577                         

Solvency margin: 2,884,679                      
Solvency coverage ratio: 1457%

Total assets:
With charges: 3,674,269                    
Reinsurance: 1,403,972                    
Total: 5,078,241                    

Balance sheet: 5,078,241                    

Forward Projected Solvency:
Actual Solvency 
Capital

Minimum Solvency 
Capital

Solvency 
Margin

31/03/2013 3,097,256                    1,000,000                      2,097,256 
31/03/2014 3,497,256                    1,000,000                      2,497,256 
31/03/2015 3,897,256                    1,000,000                      2,897,256 
31/03/2016 4,297,256                    1,000,000                      3,297,256 
31/03/2017 4,697,256                    1,000,000                      3,697,256 

Estimate annual Operating Profit: 400,000                        
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Annexure B.2: Fixed interest calculations 
 
Fixed interest calculations

31-Mar-13 1.75%

Name Face value Coupon Mature MV
Position 
Currency Term Credit Rating Yield *1 Value re-calc

Revised 
yield

Value yield 
change

NEW ZEALAND GVT 6.0PCT S 15APR15500,000         6.000% 15-Apr-15 525,980             NZD 1+ AA+ 4.789% 525,979          6.539% 509,694         
Westpac 1,483,531       4.000% 11-Jul-13 1,483,531           NZD <1 AA- 7.349% 1,483,531        9.099% 1,476,847       
ANZ 550,000         3.900% 15-Apr-13 550,000             NZD <1 AA- 60.040% 550,000          61.790% 549,754         
ANZ 600,000         3.900% 18-Apr-13 600,000             NZD <1 AA- 47.976% 600,000          49.726% 599,652         
ANZ 453,000         3.900% 27-May-13 453,000             NZD <1 AA- 13.173% 453,000          14.923% 451,917         

3,586,531       3,612,511           3,612,511        3,587,864       
Resilience: 24,647           
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Annexure C: Reinsurance Arrangements 
Insurer Rating Agency RBNZ grade Risk charge Share of total

Full share up to NZ$406m (60% of total):
QBE A+ S&P 3 4% 35%
Chartis A S&P 3 4% 10%
SCOR A S&P 3 4% 10%
Talbot A+ S&P 3 4% 5%

60%
Remaining 40% of total is in 3 bands:
Layer 1 - up to NZ$50m

Share of band
CNA A- S&P 3 4% 20.0%
New India A- AM Best 3 4% 2.5%
RSA A S&P 3 4% 17.5%

40.0%
Layer 2 - NZ$50 m up to NZ$115m
ARG A+ S&P 3 4% 10.0%
Brit A+ S&P 3 4% 5.0%
TMK A+ S&P 3 4% 5.5%
Partner Re A+ AM Best 2 2% 12.5%
New India A- AM Best 3 4% 7.0%

40.0%

Layer 3 - NZ$115m up to NZ$406m
Axis A+ S&P 3 4% 10.0%
CSL A+ S&P 3 4% 9.0%
Millennium A+ S&P 3 4% 10.0%
GIC A- AM Best 3 4% 2.0%
TPR A- S&P 3 4% 1.0%
HDU A+ S&P 3 4% 4.0%
BGT A+ S&P 3 4% 4.0%

40.0%

Amount Factor * Charge
Prepaid reinsurance: 1,235,000           4% 49,400               
* Partners Re is category 2, makes up approx 1% of total, apply 4% to total  
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