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ACE INSURANCE LIMITED
DIRECTORS’ REPORT
FOR THE YEAR ENDED 31 DECEMBER 2015
The Board of Directors present the annual report of ACE Insurance Limited (“the Company”’) incorporating the financial
statements and the Auditors’ report for the year ended 31 December 2015.

In accordance with section 211(3) of the Companies Act 1993, the sharcholders have passed a unanimous resolution that
the annual report of the Company include only the signed financial statements, the Directors’ report for the acconnting
period completed and an Anditors’ report,

The Board of ACE Insurance Limited authorised these financial statements presented on pages 6 to 44 for issus on 30
March 2016.

For and on behalf of the Board of Directors

.....................................

Director

Date S0 Morels 2846 Date 20 Movck, 220G
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Independent Auditors’ Report to the shareholders of ACE
Insurance Limited

Report on the Financial Statements

We have audited the financial statements of ACE Insurance Limited on pages 6 to 44, which
comprise the statement of financial position as at 31 December 2015, the statement of
comprehensive income, the statement of changes in equity and the statement of cash flows for the
year then ended, and the notes to the financial statements that include a summary of significant
accounting policies and other explanatory information,

Directors’ Responsibility for the Financial Statements

The Directors are responsible for the preparation of these financial statements in aceordance 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 controls as the Directors determine are necessary
to enable the preparation of financial statements that are free from material misstatement, whether
due to fraud or error,

Auditors’ 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) and
International Standards on Auditing. These standards require that we comply with relevant ethical
requirements and plan and perform the audit to obtain reasonable assurance about whether the
finaneial 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 auditors consider the internal controls
relevant to the Company’s preparation of 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, ag well as evaluating the overall
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,

We are independent of the Company. Other than in our capacity as auditors and providers of
taxation and other related assurance services we have no relationship with, or interests in, the
Company,

PricewaterhouseCoopers, ABN 52 780 433 757
Barling Park Tower 2, 201 Sussex Sireet, GPO BOX 2650, SYDNEY NSW 1171
T! +61 2 8266 0000, F: +61 2 8266 9099, WUADL.DWE.COM.AQUL
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Opinion
In our opinion, the financlal statements on pages 6 to 44:

(i)  comply with generally accepted accounting practice in New Zealand;
(i) comply with International Financial Reporting Standards; and

(iii) give a true and fair view of the financial position of the Company as at
31 December 2015, and its financial performance and cash flows for the year then ended.

Report on Other Legal and Regulatory Requirements

We also report in accordance with Sections 16{1)(d) and 16(1)(e) of the Financial Reporting Act
1993. In relation to our andit of the financial statements for the year ended 31 December 2015:

()  we have obtained all the information and explanations that we have required; and

(i)  inouropinion, proper accounting records have been kept by the Company as far as appears
from an examination of those records.

Restriction on Use of our Report

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 work has been undertaken so that we might state to
the Company’s shareholders those matters which we are required to state to them in an auditors’
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.

@u, vatlee éc;{?‘-‘

PricewaterhouseCoopers
Chartered Accountants

1, R Balding, am currently a member of the Institute of Chartered Accountants in Australia and my
membership number is 45745.

PricewaterhouseCoopers was the audit firm appointed to undertake the audit of ACE Insurance
Limited for the year ended 31 December 2015. I was responsible for the execution of the audit and
delivery of our firm’s audit report. The audit work completed on 30 March 2016 and an ungualified
opinion was issued.

R Balding Sydney
Partner 30 March 2016



ACE INSURANCE LIMITED
STATEMENT OF COMPREHENSIVE INCOME

FOR THE YEAR ENDED 31 DECEMBER 2015

NOTE 2015 2014

3000 $°000

Net premivm revenue 47,845 52,842
Net claims incurred 9 {19,227) (17,115)
Other underwriting expenses 7 {25,933) (26,966)
Other underwriting revenue 5 12,681 14,822
Underwriting profit 15,366 23,583
Net investment income 6 3,010 3,896
Profit before income tax 18,376 27,479
Income tax expense 8 (5,180) (7,840)
Profit after income tax 13,196 19,639
Profit for the year attributable (o owners of the Comparny 13,196 19,639

Otlter Comprehensive Income

Gain on revaluation of land and buildings 23(a) 550 710

Qther comprehensive income for the year, net of tax 330 710

Total comprehensive income for the year, net of tax
attributable to owners of the Company . _ 13,746 20,349

The above statement of comprehensive income should be read in conjunction with the accomparnying notes.



ACE INSURANCE LIMITED

STATEMENT OF FINANCIAL POSITION

AS AT 31 DECEMBER 2015
Note 2015 2014
$000 5000

ASSETS
Cash and cash equivalents 10 11,093 13,697
Financial assets at fuir value through profit or loss 13 77,800 74,223
Trade and other receivables 11 33,660 31,226
Reinsurance and other recoveries receivable 12 81,420 114,989
Reinsurance and other recoveries receivable — Life insurance business 34 19
Reinsurance and other recoveries receivable — Life assurance fund 342 &77
Deferred insurance costs 15 22,034 21,416
Deferred tax assets 17 622 594
Property, plant and equipment 16 4,727 4,151
TOTAL ASSETS 232,232 261,192
LIABILITIES
Trade and other payables 18 18,253 16,672
Current tax labilities 820 3,787
Qutstanding claims 20 107,003 136,976
Quistanding claims — Life insurance business 47 28
Qutstanding claims — Life assurance fund 1,202 1,253
Provisions 21 327 337
Unearned premiums 19 58,622 55,262
Deferred tax liability 17 1,388 1,053
TOTAL LIABILITIES 187,662 215,368
NET ASSETS 44,570 45,824
EQUITY
Share capital 22 16,500 16,900
Reserves 23(a) 2,902 2,352
Retained earnings 23(b) 24,768 26,572
TOTAL EQUITY 44,570 45,824

The above statement of financial position should be read

2
Director Director
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2ol

conjunction wity the accompanying notes,
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ACE INSURANCE LIMITED
STATEMENT OF CHANGES IN EQUITY

FOR THE YEAR ENDED 31 DECEMBER 2015

NoTE CONTRIBUTED RESERVES RETAINED TOTAL
Equity EARNINGS
3000 5000 $000 £000
At 1 January 2014 16,900 1,642 31,933 50,475
Profit for the year - - 19,639 19,639
Revaluation gain on land and buildings 23{a) - 710 - 710
Total comprehensive income for the year - 710 19,639 20,349
Transaction with owners:
Ordinary dividends - - (25,000)  (25,000)
Total transactions with owners - - (25,000)  (25,000)
At 31 December 2014 ) 22,23 16,900 2,352 26,572 45,824
At 1 Fanunary 2015 16,900 2,352 26,572 45,824
Profit for the year - - 13,196 13,196
Revaluation gain on land and buildings 23{a) - 550 - 550
Total comprehensive income for the year - 550 13,196 13,746
Transaction with owners:
Qudinary dividends - - (15,000)  (15,000)
Total transactions with owners - - {15,000)  (15,000)
At 31 December 2015 22,23 16,900 2,902 24,768 44,570

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



ACE INSURANCE LIMITED

STATEMENT OF CASHFLOWS

FOR THE YEAR ENDED 31 DECEMBER 2015

Notre 2015 2014
000 3000
Cash Flows From Operating Activities:
Premiums received _ 117,303 119,368
Reinsurance and other recoveries received 62,233 76,440
Interest received 4,027 4,104
Rental income received 386 359
Other underwriting revenue 12,681 14,822
Claims paid (78,453) (94,7186)
Outwards reinsurance paid {65,684) (66,579)
Acquisition expenses paid (7,383) {1,587)
Other underwriting expenses {21,371) (20,648)
Income tax paid (7,340) {(6,349)
Net cash inflows from operating activities 28 15,899 19,214
Cash Flows From Investing Activities:
Proceeds from sale of financial assets 18,215 38,926
Purchase of financial assets {21,707} (43,315)
Payments for property, plant & equipment (11} {90)
Net cash outflows from investing activities {3,503) {4,479
Cash Flows From Finaneing Activities;
Dividends paid {15,000} (235,000
Net cash outflows from financing activities (15,000} (25,000}
Net (decrease) in eash and cash equivalents held (2,604) (10,265)
Cash and cash equivalents at beginning of year 13,697 23,962
Cash and cash equivalents af end of year 10 11,093 13,697

The above statement of cash flows should be read in conjunction with the accompanying notes.
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ACE INSURANCE LIMITED
NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2015

Contents of the notes to the financial statements
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ACE INSURANCE LIMITED
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015
1. GENERAL INFORMATION

The financial statements are for the reporting entity ACE Insurance Limited, The Company is resistered under the

Companies Act 1993 and is incorporated and domiciled in New Zealand. The address of the registered office is: CU 1-3,
Shed 24, Princes Wharf, Auckland, New Zealand,

The Company is a for-profit entity, The principal activities of the Company during the year were the underwriting of
general insurance and the investment of fiunds,

These financial statements have been authorised for issue by the Board of Directors on 30 March 2016, The Directors have
the power to amend the finapcial statesments after issue,

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
{2.1)  Buasis of preparation

The financial statements have been prepared in accordance with the Companies Act 1993, the Financial Reporting Act 1993
and with New Zealand Equivalents to International Financial Reporting Standards (NZ JFRS). They are also in compliance
with International Financial Reporting Standards, They have been prepared under the historical cost convention, as
modified by the revaluation of certain assets as identified in specific accounting policies below, The financial statements are

presented in New Zealand dollars, and values are rounded to the nearest thousand dollars, or in certain cases, the nearest
dollar,

] Interpretations to published standards which became gffective for annual reporting periods commencing 1
Jannary 2015

The Company mandatorily adopted the following accounting policies which became effective for annual reporting

periods commencing 1 January 2015. These standards did not materially affect the amounts recognised in the financial
statements,

*  Annual Improvements to IFRSs — 2010-2012 Cycle and 2011 - 2013 Cycle (Application date: 1 January 2015)

() Interpretations to published standards that ave not yet effective and have not been early adapted by the
Company

The following new interpretations to existing standards have been published that are mandatory for the Company’s
accounting periods beginning on or after I January 2016, or later periods, but that the Company has not early adopted.
When applied in future periods, these amended standards are not expected to have a material impact on the Company's
results or financial position, however they may have an impact on disclosures.

¢ NZIFRS 9: Financial Instruments (Applcation date: | Jannary 2018)

» NZIFRS 15: Revenue from Contracts with Customers (Application date: 1 January 2018)
» NZIFRS 16: Leases (Application date: T January 2019)

+  Annval Improvements to TFRSs 2012-2014 Cycle



ACE INSURANCE LIMITED
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
(2.2)  Foreign Currency Translations

(i) Functional and presentation currency

Items included in the financial statements are measured using the currency of the primary economic environment in which
the entity operates (“the functional currency”). The financial statements are presented in New Zealand dollars, which is
ACE Insurance Limited’s functional cwrrency and presentation currency:.

(i} Transactions and balances

Foreign currency transactions during the year are recorded in New Zealand dollars using the rate of exchange prevailing at
the date of the transaction. At balance date, amouunts receivable and payable in foreign currency are translated at the
exchange rate prevailing at that date. Exchange gaing and losses are brought to account in determining the profit or loss for
the year.

{2.3)  Premium Revenue

Direct premium and jnwards reinsurance premiums comprise amounts charged to the policyholders or other insurers,
including government levies but excluding amounts collected on behalf of third parties, principally GST, The earned
portion of premiums received and receivable, including unclosed business is recognised as revenue. Premiums on unclosed
business are brought to account by reference to the previous year’s premiwm processing delays with due atlowance for any
changes in the pattern of new business and renewals.

Premiums where there is a deposit component are not unbundled where the deposit component can be reliably measured.
The rights and obligalions arising from any deposit component are immediately recorded as assets and liabilities in the
balance sheet.

The patiern of recognition of income over the policy or indemnity periods is based on time, which is considered to closely
approximate the pattern of risks underwritten. Uneared premium is determined by apportioning the premium written in the
year on a daily pro rata basis.

{2.4) Oumwards Reinsurance

Preminms ceded to reinsurers are recorded as an outwards reinsurance expense and are recognised in the Stalement of
Comprehensive Income from the attachment date over the period of indemmity of the reinsurance contract in sccordance
with the expected pattern of the incidence of risk ceded.

Reinsurance and other recoveries are recogunised as revenue within net claimg incurred. Recoveries receivable on

oulstanding claims are measured as the present value of the expecied future receipts, calculated on the same basis as the
liability for outstanding claims.

12



ACE INSURANCE LIMITED
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
(2.5)  Receivables and Creditors

All debtors are recognised at the amounts receivable as trade debtors. The fair value of trade receivables is deemed to
approximate the original amount less any impairment. The impairment is determined by assessing the likelihood of
collectability of all trade debtors on a regular basis. Debts that are known to be uncellectible are written off,

Trade and other creditors represent linbilities for goods and services provided to the Company prior to the end of the
financial year and which are unpaid. The amounts are uosecured and are usually paid within 30 days of recognition for
unrelated creditors and within 90 days for related parties.

(2.6) Claims

Claims incurred expense and liabilities for outstanding claims are recognised in respect of the direct and inwards
reinsurance business. The liability covers claims incurred but not yet paid, incurred but not vet reported (IBNR), incurred
but not enough reported claims (IBNER) and the anticipated direct and indirect costs of settling those claimns. Claims
outstanding are assessed by reviewing individual claim files and estimating unnotified claims and settlement costs using
statistics based on past experience and {rends.

The liability for outstanding claims is measured as the present value of the expected future payments reflecting the fact that
all the claims do not have to be paid out in the immediate future. The expected future payments are estimated on the basis of
the ultimate cost of settling claims which is affected by factors arising during the period to settlement such as normal
inflation and “superimposed inflation”. The expected future payments are then discounted to present value at the balance
date using a risk free rate. The details of rates applicd are included in Note 4.

A risk margin is added to the outstanding claims provision net of reinsurance and other recoveries to increase the
probability that the net liability is adequate at a sufficiency level deemed appropriate by the Directors.

(2.7} Acqguisition costs

A portion of acquisition costs relating to unearned premium is deferred where it represents future benefits to the Company
and can be reliably measured. Deferred acquisition costs are amortised over the period expected to benefit from the
expenditure and are stated at the lower of cost and recoverable valne.

13



ACE INSURANCE LIMITED
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
(2.8)  Unexpired Risk Liability

At each reporting date the Company is required to perform a liability adequacy test and immediately recognise any
deficiencies if the carrying amount of unearned premium less any related deferred acquisition costs does not meet estimated
future claims costs including risk margins. The liability adequacy test is calculated nsing 4 portfolios of broadly similar risk
based on the clients and product offerings, being Property and Casualty, Accident and Health, Personal Business Lines, and
Combined.

The adequacy of the unearned premium liability in respect of each class of business is assessed by considering current
estimates of all expected future cash flows to future claims covered by current insurance contracts.

If the present value of the expected future cash flow relating to future claims plus the additional risk margin to reflect the
inherent uncertainty in the central estimate exceedy the unearned premium liability less related deferred costs then the
unearned premium liability is deemed to be deficient. The Company applies a risk margin to achieve the same probability
of sufficiency for future claims as is applied to the outstanding claims liability (note (2.6)).

The entire deficiency, if any, is recognised immediately in the statement of comprehensive income. The deficiency is
recognised first by writing down the related deferred acquisition costs with any excess being recorded in the balance sheet
as an unexpired risk liability.

(2.9)  Financial Assets Backing Insurance Contract Liabilities

All financial assets are deemed to back insurance contract liabilities and are measured at fair valve through profit or loss at
each balance date. All financial assets are managed and evaluated on a fair value basis which is consistent with thée
Company’s documented investment strategy. They are initially recorded at fair value and are subsequently remeasured at
fair value at each balance date. Changes in the fair value of financial assets at the balance date from their fair values at the
previous balance date (or cost of acquisition, if acquired during the firancial year} are recognised as revenue or expense in
the statement of comprehensive income. Fair value is determined for listed equities and quoted debt securities by reference
to market quotations.

Regular purchases and sales of investments are recognised on trade-date — the date on which the Company comumits to
purchase or sell the asset. Financial assets are derecognised when the rights to receive cash flows from the financial assets
have expired or have been transferred and the Company has transferred substantially all the risks and rewards of ownership.

Iavestment incore is brought to account on an accruals basis and dividends are taken into account when received.



ACE INSURANCE LIMITED
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 PECEMBER 2015
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
(2.10) Income Tax

The income tax expense or revenue for the year is the tax payable on the cutrent year’s taxable income adjusted for changes
in deferred tax assets and liabilities atiributable to temporary differences between the tax Dases of assets and liabilities and
their carrying amounts in the financial statements end changes in unused tax losses.

Deferred tax assefs and liabilities are recognised for temporary differences af the tax rates expected to apply when the assets
.are recovered or labilities are settled. The relevant tex rates are applied to the cumulative amounts of deductibles and
assessable temporary differences to measure the deferred tax assets or liability. Deferred tax assets are recognised to the
extent that it is probable that future taxable profit will be available against which the temporary differences can be utilised.

Current and deferred tax is recognised in profit or loss, except to the extent that it relates to items recognised in other

comprehensive income or directly in equity. In this case, the tax is also recognized in other comprehensive income or
directly in equity, respectively.

Deferred income tax is provided in full, using the liability method, on temporary differences arising between the tax bases
of assets and liabilities and their carrying amounis in the financial statements. However, if the deferred income tax arises
from the initial recognition of an asset or liability in a transaction other than a business combination that at the time of the
transaction affects neither acconnting nor taxable profit or loss, it is not accounted for. Deferred income tax is determined
using tax rates (and laws) that have been enacted or substantially enacted by the balance shest date and are expected to
apply when the related deferred income tax asset is realised or the deferred income tax liability is settled.

Deferred income tax assets are recognised to the extent that it is probable that future taxable profit will be available against
which the temporary differences can be utilised.

(2.11) Property, Plant and Equipment

The Company has taken the option to measure owner occupied freehold land and buildings at fair value at each balance
date, Changes in the fair value of owner occupied freehold land and buildings are recognised directly to a revalualion
reserve in the balance shest. :

Fair values for frechold land and buildings are at directors” valuation by reference to an independent valuation and are
performed annually, Buildings are depreciated and any adjustments are carried out as part of the revaluation increment or

decrement. Any remaining balance in the revaluation reserve is credited to retained earnings when the corresponding
property is sold. .

Plant and equipment are measured at historical cost less depreciation. Historical cost includes expenditure that is directly
atiributable to the acquisitions of the items.

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

Depreciation is caloulated on a siraight line basis, so as to allocate the cost of the assets or the revalued amounts [ess their
residual value over their useful lives. The rates are as follows:

Buildings 4%
Computer equipment 20% 10 36%
Furniture and fittings 7% to 13%
Office equipment , 25%

Gains and losses on disposal of fixed assets are taken into account in determining the operating profit for the year.

15



ACE INSURANCE LIMITED
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
(2.12) Financial Assets

The Company classifies its investments as financial assets at fair value through profit or loss. All other financial assets are
classified as loans and receivables.

(i) Financial assets af fuir value through profit or loss

A financial asset is classified into the “financial assets at fair value through profit or loss” category at inception if acquired
principaily for the purpose of selling in the short term, if it forms part of a portfolio of financial assets in which there is
evidence of short term profit making, or if so designated by management.

Financial assets designated as at fair value through profit or loss at inception are those that are managed and whose
performance is evaluated on a fair value basis. Information about these financial assets is provided internally on a fair value
basis to the Company’s key management personnel. The Company’s investment strategy is to invest in debt securities and
to evaluate them with reference to their fair values. Assets that are part of these portfolios are designated upon initial
recognition at fair value through profit or loss.

Financial assets that are designated as at fair value through profit or loss are subsequently carried at fair value. Realised and
unrealised gains and [osses arising from changes in the fair value of the “financial assets at fair value through profit or loss”
category are included in the Statement of Comprehiensive Income in the period in which they arise.

The fair values of quoted investments are based on current bid prices. If the market for a financial asset is not active, the
Company establishes fair value by using valuation techniques. These include the use of recent arn's length transactions,
reference to other instruments that are substantially the same, discounted cash flow analysis and option pricing models
making maxintum use of market inputs and relying as little as possible on entity-specific inputs.

Gains or losses arising from changes in the fair value of the “financial assets at fair value through profit or loss” category
are presented in the Statement of Comprehensive Income within net fair value gains on financial assets at fair value through
income in the period in which they arise.

{if) Loans and receivables
Loans and receivables are non-derivative financial assets with {ixed or determinable payments that are not quoted in an
active market other than those that the Company intends to sell in the short term or that it has designated as at fair value

through profit or Ioss or available for sale, Receivables arising from insurance contracts are also classified in this category
and ate reviewed for impairment as part of the Impairment review of loans and receivables.

16



ACE INSURANCE LIMITED
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

(2.13) Impairment of Non Financial Assets

Asgets, other than financial assets, that have an indefinite useful life are not subject to amortisation and are tested annually
for impairment. Asscts that are subject to amortisation are reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount may not be recoverable, An impairment loss is recognised for the amount

by which the asset’s carrying amount exceeds its recoverable amount. The recoverable amount is the higher of an asset’s
fair value less costs to sell and value in use.

(2.14) Cash and Cash Equivalents
Cash and cash equivalents includes cash on hand, deposits held at call with banks, other short term highly liquid

investments with original maturities of three 1nonths or less that are readily convertible to known amounts of cash and
which are subject to an insignificant risk of changes in value, and bank overdrafts,

(2.15) Share Capital
Shares are classified as equity when there is no obligation to transfer cash or other assets. Incremental costs directly
attributable to the issue of equity instruments are shown in equity as & deduction from the proceeds, net of tax.

(2.16) QOperating Leases

Leases under which all the risks and benefits of ownership are substantially retained by the lessor are classified as operating
leases. Payments made under operating leases (net of incentives) are charged to the Statement of Comprehensive Income on
a siraight line basis over the period of the lease.

{2.17) Revenne Recognition
Revenue other than premium and investment income is recognised as follows: -
{i) Rental income is recognised when due.

(ii) Underwriting and loss control services fees are recognised when services have been performed.

17



ACE INSURANCE LIMITED
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
(2.18) Employee Benefits

) Wages, Salaries and Annual Leave

Liabilities for employees’ entitlements to wages and salaries, annual leave and other current employee entittements
expected to be paid within one year are measured as the amount unpaid at the reporting date at current pay rates in respect
of employees’ services up to that date. Payments of non-accumulating sick leave are recognised when the leave is alcen,

(i) Long Service Leave
A liability for long service leave is recognised, and is measured as the present value of expected future payments to be made
in respect of services provided by employees up to the reporting date,

Consideration is given to expected future wage and salary levels, experience of employee departures and period of service.
Expected future payments are discounted using interest rates at the reporting date on national government gnaranteed
securities with terms to maturity that match, as closely as possible, the estimated future cash flows.

(i) Pension obligations

The Company operates a defined coniribution pension plan. The scheme is fonded through payments to a trust
administered fund. A defined contribution plan is a pension plan under which the Company pays fixed contributions to a
separate entity, The Company has no legal or constructive obligations to pay further contributions if the fund does not hold
sufficient assets to pay all employees the benefits to employee service in the current and prior periods.

The Company pays countributions to a privately administered insurance plan on a mandatory, contractual or voluntary basis.
The Company has no further payment obligations once the contributions have been paid. The contributions are recopnised
as employee benefit expense when they are due.

(iv) Share based compensation

The Company operates a long term incentive plan under which restricted stock awards are granted, Shares granted are for
shares in ACE Limited {the Ultimate Parent Entity). For restricted share awards the value of shares on the grant date is
expensed over the period that the shares vest.

The fair value of the share options at grant date is independently determined using a Black-Scholes option pricing model
that takes into account the exercise price, the term of the option, the impact of dilution, the share price at grant date and
expected price volatility of the underlying share, the expected dividend yield and the rigk free interest rate for the term of
the option.

(v} Termination benefits

Temunation benefits are payable when employment is terminated before the normal retirement date, or whenever an
ernployes accepts voluntary redundancy in exchenge for these benefits. The Company recognises termination benefits
when it i$ demonstrably committed to either terminating the employment of current employees according to a detailed
formal plan without the possibility of withdrawal or providing termination benefits as a result of an offer made (o encourage
voluntary redundancy. Benefits falling due more than 12 months afier the balance sheet date are discounted to present
value.

i} Bonus plans
The Company recognises an expense [or bonuses. A provision is recognised where contracinally obliped or where there is a
past practice that has created a constructive obligation.



ACE INSURANCE LIMITED
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015
2, SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
(2.19) Fuair Values of Financial Assets and Linbilities

The fair value of cash and cash equivalents and non-interest bearing monetary financial assets and financial Habilities of the
entity approximates their carrying amounts.

The fair value of other monetary financial assets and financial liabilities is based upon market prices where 2 market exists

or by discounting the expected future cash flows by the current interest rates for assets and Habilities with similar risk
profiles.

(2.20) Statement of Cash Flows

The following are the definitions of the terms used in the Statement of Cash Flows:

{a) Operating activities include all transactions and other events that are not investing or financing activities;

(b) Investing activities are those activities relating to the acquisition, holding and disposal of property, plant and
equipment and of investments. Investments include securities not falling within the definition of cash;

(c) Financing activities are those activities that result in changes in size and composition of the capital structure, This
includes both equity and debt not falling within the definition of cash. Dividends paid in relation to capital
structure are included in financing activities; and

{d} Cash is considered to be cash on hand, cwsrent accounts in banks, and deposits on call, net of bank overdrafts.

(2.21}) Goods and Services Tax

Revenue, expenses and certain assets are recognised net of the amount of GST, except where the GS'T' is not recoverable, In
these circumstances, the GST is included in the related asset or expense. Receivables and payables are stated inclusive of

GST. The net amount of GST recoverable from, or payable to, the Inland Revenue Department is included ag receivable or
a payable in the Statement of Financial Position,

(2.22) Comparatives
Comparative figures are, where appropriate, reclassified so as to be comparable with the figures in the current year.

(2.23) Changes in accounting policies

There have been no significant changes in accounting policies during the current period. Accounting policies have been
applied on a basis consistent with the prior year, where applicable.

(2.24) Life claims provision
The Life Claims provision compriges the estimated cost of reported Life claims at balance sheet date.

(2.25}) Life assurance fund

The liability is based on a valvation undertaken by Jeff Ukl FSA, MAAA where he completed the 6th schedule and
schedule IT in terms of section 18 of the Life Assurance Act 1908,

The net liability is derived using values by the 1958 C3O table and the 1952 Disability study tables at 3%,



ACE INSURANCE LIMITED
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015

3. RISK MANAGEMENT POLICIES AND PROCEDURES

The Company’s operations are exposed to a number of key risks including insurance risk and financial risk. The
Company’s policies and procedures in respect of managing these risks are set out below.

(i) Financial risk

The Company’s operations are exposed to a varety of financial risks including market risk (including currency and
interest rate risks), credit risk and liquidity risk. The Company’s overall risk management program focuses on the
unpredictability of financial markets and seeks to minimise potential adverse effects on the financial performance of the
Company. '

The Company’s principal investment objective is to ensure that funds will be available to meet its primary insurance snd
reinsurance obligations, Within this broad liquidity constraing, the investment portfolio's structure seeks to maximise
return subject to specifically-approved guidelines of overall asset classes, credit guality, liquidity and wvolatility of
expected returns. As such, the investment portfolio is invested primarily in investment-grade fixed income securities as
measured by the major rating agencies. The Investment Commiltee conducts quarterty reviews with funds managers on
the porifolio's performance and ensures investment mandates as set by the Company are adhered to.

(n} Market risk

Market risk represents the potential for loss due to adverse changes in the fair value of {inancial instruments, The
Company is exposed to various market risks, including changes in interest rates and foreign currency exchange rates. The
investment portfolio consists mainly of fixed income securities, which are sensitive to changes in interest rates.

(b} Credit risk
The significant areas exposed to credit risk are premium collections and reinsurance recoveries on outstanding claims
from related parties.

Most premium revenue is derived from brokers operating in the New Zealand insurance market who are subject to
industry credit terms. Credif risk arising from reinsurance recoveries is managed by settling the majority of reinsurance
recoveries in the month following payment by the Company of the direct claim and monitoring the credit rating of
reinsurers on a continual basis. It is also Company policy that all reinsurers are required to be approved by the ACE
Global Reinsurance Security Commitiee,

The investiment portfolio is managed following prudent standards of diversification. Specific provisions in the investment
mandate limit the allowable holdings of a single issue and issuers,

(¢} Lignidity risk

Prudent liquidity risk management implies maintaining sufficient cash and marketable securities to meet the Company's
insurance and reinsurance obligations, The Company's cash position is monitored daily and funding requirements are
managed through a structured investment portfolio that allows flexibility in funding,

Liquidity risk controls inciude quarterly actuarial reviews of insurance reserves, matching asset and liability duration and
cash flow monitoring,
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ACE INSURANCE LIMITED
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015

RISK MANAGEMENT POLICIES AND PROCEDURES (continued)

(ii) Insurance risk

(a) Objectives in managing risks arising from insurance contracts and policies for mitigating those risks
Risk management forms part of management’s responsibilities and is integrated into the Company’s planning process.

The Company’s policies and procedures, processes and controfs are designed to manage risk, These systems address all
material risks, financial and non-financial, likely to be faced by the Company. The Beard, aided by the Board Audit
Comumittee and the Enterprise Risk Committee directs and moaitors implementation, practice and performance throughout
the organisation. Key processes and conirols include: i

employment of consistent, disciplined pricing and risk selection in order to maintain a profitable book of bustness;
a formal vnderwriting review process to periodically test compliance standards and guidelines;

employment of catastrophe loss and risk modeling techniques to ensure that risks are well distributed and those
loss potentials are contained within our financial capacity;

centrally coordinated reinsurance management facilitates appropriate risk transfer and efficient cost-effective use
of external reinsurance markets. Reinsurance is placed with a select group of only the most financially secure and
experienced companies in the reinsurance industry;

the maintenance and use of information systems provide up to date and reliable data, thus ensuring integrity of data
to management and financial models;

claims management teamn ensures there is consistent approach to reserving practices and the settlernent of claims;
all operating units and fimetional areas are subject to review by a corporate audit team that regularly carries out
operational audits; and

specific guidelines and mandates with respect to investment assets including an independent Investment
Committee.

(b) Terms and conditions of insurance and inwards reinsurance business

The terms and conditions attaching to insurance contracts affect the level of insurance risk accepted by the Company.
The majority of direct insurance contracts written are entered into on a standard form basis. Inwards reinsurance
contracts are subject to substantially the same conditions. There are no special terms and conditions in any non standard
contracts that have a material impact on the financial statements.

(c} Concentration of insurance risks

The Company’s exposure to concentrations of insurance risk is mitigated by a diverse portfolio of business written across
# broad range of locations and industries.

The Company has a specific concentration risk associated with natural catastrophes, This risk is mitigated through a
combination of underwriting strategy, management of risk accumulations and reinsurance.

{d) Development of claims
There is a possibility that changes may occur in the estimate of our obligations at the end of a contract period. The tables
in note 20{d) show our estimates of total claims cutstanding for each underwriting year at successive year ends,



ACE INSURANCE LIMITED
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015

4, CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS

The Company makes estimates and judgements in respeot of certain key assets and labilities. BEstimates and judgements
are continually evaluated and are based on historical experienice and cther factors, including expectations of future events
that are believed to be reasonable under the circumstances.

The resulting accounting estimates will, by definition, seldom equai the related actual results. The estimates and
assumptions that have a significant risk of causing material adjustments to the carrying amounts of assets and [iabilities
within the next financial year are discussed below. .

(i) The uitimate Hability arising from claims made under non-life insurance confracts

Provision is made at the end of the year for the estimated cost of claims incurred but not settled at the balance date.
These reserves include estimates for both claims that have been reported and those that have been incurred but not
reported (IBWR), incurred bui not enough reported (IBNER) and include estimates of expenses associated with
processing and seftling these claims.

The process of establishing reserves is subject to considerable variability as it requires the use of informed estimates and
judgements. These estimates and judgements are based on numerous factors, and may be revised as additional experience
and other data become available or as regulations change.

Outstanding claints provision is estimated by class of business. [istorical experience and other statistical information are
used fo estimate the ultimate claim costs. To determine outstanding claims provisions for a particular line of business,
more than one tethod may be used to estimate ultimate losses and loss expenses and use the results to select a single
point estimate. These methods may include, but are not necessarily limited to, extrapolations of historical reported and
paid loss data, application of industry loss development patterns to the reported or paid lossss, expected loss ratios
developed by management, or historical industry loss ratios. Underlying judgments and assumptions that may be
incorporated into these actuarial methods include, but are not necessarily limited to, adjustments to historical data used in
models to exclude aberrations in claims data such as catastrophes that are typically analysed separately, adjustments to
actuarial models and related data for known business changes, such as changes in claims covered under insurance
contracts, and the effect of recent or pending litigation on future claims settlements.

Provisions are caleulated gross of any reinsurance recoveries and a separate estimate is made of the amounts that will be
recoverable from reinsurers.

The following assumptions were made in determining the outstanding claims labilities:

2018 2014
Discounted average weighted term to settlement from reporting date 1.09 1,72
Ultimate claim numbers - curvent accident year 5,288 4,631
Average claims size — current accident year 7,545 8,135
Indirect claims handling expense rate 3.7% 2.6%
Discount rate 2.7% 3.5%
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NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015

4. CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS {(continued)
(i} The ultimate lability arising from claims made under non-life insurance contracts (continued)
The processes used to determine these assumptions are as follows:

Discounted average weighted term to settlement from reporting date
The discounted average weighted term to settflement is calculated separately by class of business based on historical
payment patterns. The average term of payment for all short tail classes is relatively small and therefore fiuture inflation of

the payment pattern is implicit in the ultimate loss development assumptions. Inflation costs between one accident year
and the next is reflected in the average claim size.

Ultimate claim number current year

The vitimate claim number for the current accident year is estimated separately by class of business by projecting the
number of claims reported to date based on historical reporting patterns.

Average claims size - eurvent year
The average claim size for the current accident year is estimated separately by class of business by projecting the ultimate
claims costs based on historical claim development patterns and dividing by the estimated ultimate claim nuniber.

Indivect claims handling expense rate

The indirect claims handling expense rate is calculated separately by class of business based on historical indirect claims
handling expenses as a percentags of historical payments,

Inflation rate
The inflation rate is implicit in the valuation models used so no explicit inflation rate is used in the valuation, Movement
in average claim size provides a de facto estimate of the inflation rate implied in the valuation,

Discount rate
The discount rate is derived from market yields of New Zealand Government securities at the balance date.

Risk margin
The overall risk margin is detennined allowing for uncertainty of the outstanding claim estimates. Uncertainty is

anelysed at a total portfolio level which includes an implicit assumption for diversification between individual classes of
business.

The assumptions regarding uncertainty are applied o the gross and net central estimales to arrive at an overall provision
which is intended to have a 75% (2014: 75%) probability of sufficiency.

The Company conducts sensitivity analysis to quantify the exposure to changes in the key underlying variables. The
valuations included in the reported resuits are calculated using certain assumptions about these variables as disclosed
above, The movement in any key variables will impact the performance and equity of the Company. The below table
shows how a change in each assumption will affect the outstanding claims liabilities both gross and net of reinsurance
and shows an analysis of the sensitivity of the profit/(loss) and equity to changes in these assumptions. As no explicit
inflation rate is used in the valuation no sensitivity analysis is able to be carried out for a change in the inflation rate.
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NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015
4, CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS (continued)
Risk margin (continued)

Tmpact of changes in key variables

Gross of Net of Tquity
Reinsurance  Reinsurance $*000
5000 $'000

Claims incurred per the statement of comprehensive income 48,448 19,227 -

Total equity per balance sheet - - 44,570
Variables:

Discounted average weighted term to seftlement +0.5 years 47,026 18,869 44,828
-0.5years 49,889 19,589 44,309
Ultimate claim number +10% 53,018 21,539 42,905
-10% 43,879 16,914 46,235
Average claims size +10% 53,018 21,539 42,905
-10% 43,879 16,914 46,235
Indirect claims handling expense rate +1% 49,480 20,258 43,828
-1% 47,416 18,195 45,313
Discount rate +1% 47,321 18,945 44,773
-1% 49,599 19,523 44,357

{ii} Assets arising from reinsurance confracts

Reinsurance recoverable includes the balances due to the Company from reinsurance companies for paid and unpaid
josses and loss expenses based on contracts in force, net of uncollectible reinsurance - determined based upon a review of
the financial condition of the reinsurers and other factors.

The recognition of reinsurance recoverable requires two key judgements. The first involves the estimation of the gross
IBNR to be ceded to reinsurers. Ceded IBNR is developed as part of the loss reserving process and consequently, its
estimation is subjeoct to similar risks and uncertainties as the estimation for gross IBNR. The second judgement involves
the estimation of the amount of the reinsurance balance that ulthmately will not be recovered from reinsurers due to
insolvency, coniractual dispute, or for otlier reasons. Amounis estimated to be uncollectible on unpaid losses are
reflected in the reinsurance IBNR.

(iil) Unclosed business

Due to insufficient information available at the end of a reporting period to accurately identify the business written with
date of attachment of risk prior to the reporting date, provision is made at the end of the financial year to estimate the
Company's unclosed business, Unclosed business is estimated using historical data which measures effective date of the
fransaction against processing date. From this data patterns are modeled and ultimate written premium projected for
months where the full amount of the effective premium is yet to be processed. This estimation is adjusted for the impact
of recent trends and events and consistency checks are made against historical written premium,
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ACE INSURANCE LIMITED
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015
5. REVENUE

NOTE 2015 2014
3000 600
Revenue from ordinary activities
Premium revenue:
Direct 114,402 118,787
Inwards reinsurance . 1,398 1,433

115,800 120,220

Reinsurance and other recoveries revenue 9 29,221 30,820
Investment revenue;

Tnvesiment income 6 2,800 3,873
Commission revenue 12,681 14,822
Total revenue from ordinary activities - 160,502 165,735

6. INVESTMENT INCOME

Initerest 4,026 4,348
Rental and other 386 359
Foreign exchange losses (1,612) (834)
Investment and other income before fair value gains 5 2,800 | 3,873
Net realised and unrealised pains on financial assets held at fair

value through profit or loss 210 23
Net investment income 3,010 3,896
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ACE INSURANCE LIMITED
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015

7. EXPENSES

NOTE 2015 2014
5000 3000
Claims expense 9 48,448 47,935
Outwards reinsurance expense 67,955 67,378
Acquisition expenses 6,239 7,223
Underwriting expenses 8,380 8,321
Commission expense 11,314 11,422
Total expenses 142,336 142,279
8. TAXATION
Profit before income tax 18376 27,479
Permanent difference:
Expenditure not deductible for tax purposes 116 268
‘Profit subject to tax 18,492 27,747
Prima facie tax payable at 28% (2014 28%) 5,178 7,769
Over provision in prior year ~ current tax 2 71
Income fax recognised in statement of comprehensive income 5,180 7,840
Comprising:
Estimated current year tax assessment 4,871 7,561
Qver provision in prior year 2 71
Net movement in deferred tax 17 307 208
5,180 7,840
Imputation credits
Balance at the beginning of the year 18,623 8,986
Tax payments (uet of refunds) 4,820 8,637
Imputations credits available for use in subsequent reporting
periods 23,443 18,623

The above amounts represent the balance of the imputation account as at the end of the reporting period, adjusted for:

a) Imputation credits that will arise from the payment of the amount of the provisien for income tax;
b) Imputation debits that will arise from the payment of dividends recognized as a liability at the reporting date; and

¢} Imputation credits that will arise {rom the receipt of dividends recognized as receivables at the reporting date.

26



ACE INSURANCE LIMITED

NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2015

9. NET CLAIMS INCURRED

2015 2014
Current Prior Total Cutrent Prior Total
Year Year Year Year
$°000 $°000 $:000 $'000 $r000 $7000
Gross claims expense
Direct 49,187 (2,044) 47,143 43,960 4,259 48,228
Discount movement (912) 2,217 1,305 {910) §17 (293)
Discounted gross claims expense 48,275 173 48,448 43,059 4,876 47,935
Reinsurance and other recoveries
revenue
Reinsurance and other recoveries
revemae -~ undiscounted (26,130) (2,406) (28,536) (23,694) (7,190) {30,884)
Discount movement {218) (467) {685) (414} 478 64
Discounted reinsurance and other :
recoveries revenue {26,348) (2,873) {29,221) (24,108) (6,712) {30,820
Net claims incurred 21,027 (2,700) 19,227 - 18,951 (1,836) 17,115
10. CASH AND CASH EQUIVALENTS
2015 2014
000 3000
Cash on hand and at bank 9,603 12,597
Deposits at call 1,450 1,100
Total 11,093 13,697

(a) Cash atbank and on hand

These are interest bearing. Restricted cash balance of $872,223 as at 31 December 2015 (2014: §704,918).

{b) Deposits at call

Short term deposits are bearing floating interest rates averaging 2.20% (2014: 3.50%). These deposits are at call.
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NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015

11. TRADE AND OTHER RECEIVABLES

2015 2014
8000 $000
Premiums and other trade debtors:
Premiums and other trade debtors receivable — direct insurance 31,141 30,107
Less impairment (200) (200)
30,941 29,907
Premiums and other trade debtors receivable — inwards reinsurance 997 219
Other receivables 1,722 1,100
Total frade and other receivables 33,660 31,226
Receivable within 12 months 33,660 31,226
Receivable in greater than 12 months - -
Total 33,660 31,226
Movements in the pravision for impairment of receivables are as follows:
Opening balance as at 1 Jannary 200 200
Provision for impairment recognised/(released) during
the year - -
Total 200 200
12, REINSURANCE AND OTHER RECOVERIES RECEIVABLE
Reinsurance recoveries on claims paid 1,347 1,396
Expected future reinsurance recoveries on outstanding claims 82,630 116,835
Discount to present valus {2,557) (3,242)
Total reinsurance and other recoveries 31,420 114,989
Receivable within 12 months 57,743 96,776
Receivable in greater than 12 months 23,677 18,213
Total 81,420 114,989
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NOTES TO TINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015

13.  FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR LOSS

2015 2014

3’000 21000

Government bonds 49,235 51,693
Corporate bonds 28,429 22,393
Life insurance policy loang 136 137
Total financial assets at fair value through profit or loss 77,800 74,223
Amounts maturing within 12 months 3,236 14,877
Amounts maturing in greater than 12 months 74,564 59,346
77,800 74,223

The fair value of investments has been determined based on quoted prices in active markets for similar assets or liabilities
or other valuation techniques for which all significant inputs are based on observable market data (Level 2).

The following analysis illustrates the credit rating of financial assets as at the end of the reporting period. This includes

deposits at call in Note 10,

S&P rating
LV.V: 11% 9%
AA 80% 84%
A 8% 7%
BBB 1% 0%
Unrated® 0% 0%
Total 100% 100%

""This represents financial assets rated by Moodys as Baa3,

A sensitivity analysis has been carried out on the portfolio as at the ead of the 2014 and 2015 reporting periods. The
sensitivity analysis has been performed on the portfolio using a movement in credit spreads. The table below shows the

following increases/decreases of an increase in the spread rates of 100 bps on the portfolio:

Upgraded Impact Downgraded Impact Upgraded Impact Downgraded Impact
on Investments {$) on Investments ($) on Equity ($) ot Equity (8)

2015 923,434 (923,434) 664,872 (664,872)

2014 486,425 {486,425) 350,226 (350,226)

Using portfelio duration as a measure, an upward/downward parallel shift in the yield curve of 1% would result in the

following decreases/increases to the portfolio:

Upward Impact Downward Impact Unward Impact Downward Imwact
on Investments (3) on Investments ($) on Equity ($) on Equity ($)
2015 {2,123,045) 2,123,045 {1,328,593) 1,528,593
2014 (1,952,096} 1,952,096 (1,405,509) 1,405,500



ACE INSURANCE LIMITED
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015

14, FINANCIAL INSTRUMENTS

{(a) Inferest rate risk exposures

The Company’s exposure fo interest rate risk is managed primarily through investments in interest rate fiatures and
adjustments to existing investment portfolios. The Company’s exposure to interest ratc risk and the effective weightod

gverage interest rate by maturity periods is set out in the following table.

Fixed interest maturing in:

2015 Floating 1year Over! Over2 Over3 Overd More Non- Total
interest orless to 2 fo3 to 4 to 5 than 5 interest
rate years  years  years  years years bearing

Notes 000 3000 $'000  $T000  B'000 B'G00 $000 $'000 $'000

Financial assets
Cash and cash

equivalents 10 11,093 - - - - - - - 1L,093
Receivables 11,12 - - - - - - - 35,007 35,007
Financial assets at
fair value through
profit or loss 13 - 3236 20,663 4,424 36,054 11642 1,781 - 77,800

11,093 3236 20,663 4424 36,054 11,642 1,781 35,007 123,900

Weighted average interest 2.56% 342%  2.92% 343% 3.10% 3.40%  3.40% -
rate
2014 Floating 1lyear Owverl Over2 Over3 Overd More Non- Total
interest  or less to 2 to 3 to 4 to 5 than 5  inferest
rate Years  years  years  yeuars years bearing
Notes §000 3000 $'000  $'000  $'000 S'000 $1000 $'000
Finaneial assets
Cash and Cash
equivalents 10 13,697 - - - - - - - 13,697
Receivables 11,12 - - - - - - - 32,622 32,622
Financiai assets at
fair value through
profit or loss 13 - 14877 3,261 21724 4349 29356 636 - 747223

13,697 14,877 3261 21724 4349 29356 656 32,022 120,542

Weighted average interest rate 297% 431% 4.26% 3.63% 430% 3.65% @ 4.68% -
() Credit risk exposure
The credit risk on financial assets in the balance sheet is generally the carrying amount, nef of any impaivment.
{c Liquidity risk exposure
The Company is exposed to liquidity risk mainly through its obligations to make payments in relation to insurance
activities.
In addition to cash held for working capital requirements, a minimum percentage of investments and cash is held in liquid,

short-term money market securities to ensure Lhat there are sufficient liguid funds available to mest insurance obligations,
The maturity of the Company’s interest-bearing financial assets is included in table in Note 14(a),
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ACE INSURANCE LIMITED
NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2015

14, FINANCIAL INSTRUMENTS (continued)
(<)) Fair value measurement of financial assets and liabilitles

Agsets and liabilities recorded at fair value in the statement of financial position are measured and classified in a
hierarchy for disclosure purposes consisting of three “levels” based on the observability of inputs available in the merket
place used to measurs the fair values as follows:

Level 1; quoted prices (unadjusted) in active markets for identical assets or liabilities, _
Level 2: inputs other than quoted prices included within level I that are observable for the asset or liability, sither directly
or indirectly, and ‘

Level 3: inputs that are not based on observable market data.

The following table presents information about assets carried at fair value and indicates the level of fair value
measurement based on the levels of the input used. The fair value of investments has been determined based on quoted
prices in active markets for similar assets or liabilities or other valuation techniques for which all significant inputs are
based on observable market data (Level 2).

Fair value hierarchy
Total
Level 1 Level 2 Level3  Fair value
$000 $°000 $r000 $2000
As at 31 December 2015:
Government bonds “ 48,235 - 49,235
Corporate bonds - 28,429 - 28429
Life insurance policy loans : - 136 - 136
' - 77,800 - 77,800
Non-financial assets
Land and building - - 4,550 4,550
- - 4,550 4,550
As at 31 December 2014:
Government bonds - 51,693 - 51,693
Corporate bonds - 22,393 - 22,393
Life insurance policy loans - 137 - 137
- 74,223 - 74,223
Non-financial assets
Land and building - - 4,000 4,000
- - 4,000 4,000

The fair vatue of other financial assets and financial liabilities approximate their carrying amounts,

The Company had no transfers betwesn Level T and Level 3 during the year ended 31 December 2013, There were no
Level 3 financial assets holdings during the year ended 31 December 2015,
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NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2015

15. DEFERRED INSURANCE COSTS

2015 2014
5000 5000
Deferred acquisition costs ag at [ January A 2,862 2,498
Acquisition costs deferred 4,006 2,862
Amortisation charged to income (2,862) (2,498)
Deferred acquisition costs as at 31 December 4,006 2,862
Deferred reinsurance premiums at 1 January 18,554 20,259
Deferral of reinsurance premivms on contracts entered into in the period 16,495 17,795
Barning of reinsurance premiums on countracts entered into in previous (17,021) (19,500)
periods
Deferred reinsurance premiums at 31 December 18,028 18,554
Total deferred insurance costs 22,034 21,416
16. PROPERTY, PLANT AND EQUIPMENT
2015 2014
§000 8000
Land and building
Valugtion at 1 January 4,000 3,250
Revaluation 350 710
Valuation at 31 December 4,550 4,000
Office equipment and fittings
At 31 December:
Opening net book value 151 173
Additions 11 90
Depreciation charge for year : {115) (112)
Other 130 -
Closing net bool value 177 151
At 31 December;
Cost 2,375 2,366
Accumulated depreciation (2,198) (2,215)
Net book value 177 151
Total property, plant and equipinent 4,727 4,15 i

Valuation of land and building

The valuation basis of the land and building is fair value being the amounts for which the assets could be exchanged
between willing parties in an arm’s length transaction, based on current prices in an active market for similar properties in
the same location and condition. The 2015 and 2014 valuations were based on independent assessments by qualified
valuers. The revaluation surplus was credited to the property revaluation reserve (Note 23(a)).



ACE INSURANCE LIMITED
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015

17. DEFERRED TAX

2015 2014

82000 5600
Total deferred tax asgets 622 594
Total deferred tax liabilities (1,388) {1,053)
Net deferved tax liability (766) {459
Movements:
Opening balance 1 January (459) (251)
{Charged)/credited to Statement of Comprehensive Income (307 (208)
Closing balance at 31 December (766) {459)
Deferred tax assets
At January ‘ 554 642
Depreciation 35) (38)
Accrued expenses 63 (10
Employee benefits - -
At 31 December 622 594
Deferred tax liabilities
At 1 January 1,053 893
Building revaluzation 14 58
Deferred acquisition costs 321 102
At 31 December 1,388 1,053
Deferred tax assets
Recoverable within 12 months 609 573
Recoverable in greater than 12 months 13 21
Total 622 594
Deferred tax liabilities
To be settled within 12 months 1,122 801
‘To be settled in greater than 12 months 266 252
Total 1,388 1,053
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FOR THE YEAR ENDED 31 DECEMBER 2015

18. TRADE AND OTHER PAYABLES

2015 2014
so00 3000
Qutwards reinsurance expense liability — balance due
to reinsurers:
Related companies 6,020 1,248
Non reiated companies 1,135 4,162
Other creditors and aceraals 11,098 11,262
Total trade and other payables 18,253 16,672
Payable within 12 months 18,253 16,672
Payable in greater than 12 months - -
18,253 16,672
19, UNEARNED PREMIUMS
Unearaed premium liability as at 1 January 55,262 57,549
Movement in unearned premium
Deferral of premiums on contracts written at year end 55,607 53,736
Barning of premiums deferred in prior years (52,247) {56,423)
Unearned premium lighility as at 31 December 58,622 55,262
To be earned within 12 months 53,478 51,1530
To be eaned in greater than 12 months 5,144 4,112
58,622 55,262

The unearned premium Hability is subject to a Liability Adequacy Test as described in accounting policy (2.8). The
liability adequacy test identified a surplus on a total company basis as at 31 December 2015 (2014: Surplus).

34



ACE INSURANCE LIMITED
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2015

20.  OUTSTANDING CLAIMS

2015 2014
5000 5000
(a) Outstanding claims liahility
Ceniral estimate of outstanding claims liability 94,013 121,965
Risk margin 12,3856 16,505
Claim handling expenses 3,517 3,234
Total undiscounted claims lHability 110,426 141,704
Discount to present value (3,423) (4,728)
Total discounted claims liability 107,003 136,976
Less than 12 months 75,488 108,160
Greater than 12 months 31,515 28,816
107,603 136,976
49} Gross risk marging applied
New Zealand 13.2% 13.2%
{c) Reconciliation of movement in discounted outstanding claims Lability
2015 2014
Gross  Reinsurance Net Gross  Reinsurancs Net
$000 $1000 $°000 $°000 $’000 $000
Brought forward 136,976 113,593 23,383 183,685 155,069 24616
Effect of changes in foreign exchange
rates (987) (117) (370 - ; .
Effect of changes in assumptions 3,366 5,971 {2,605} 448 3,268 (2,820}
Increase in claims incurred/recoveries
anticipated over the year 46,069 23,367 22,702 47,487 27,552 19,935
Incurred claims recognised in statement of 48,448 20,221 19,227 47933 30,820 17,115
comprehensive income
Claims payments/recoveries during the (78,421} (62,741) (15,680) (94,644} (76,296) (18,348)
year
Carried forward 107,003 80,073 26,930 136,976 113,593 23,383
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ACE INSURANCE LIMITED

20, OUTSTANDING CLAIMS (continued)

@ Claims development tables:

NOTES TO FINANCIAL STATEMENTS

The following table shows the development of gross and net undiscounted outstanding claims relative to the ultimate
expected claims for the five most recent accident years.

Gross

Accident year 2009 & 2010 2011 2012 2013 2014 2015 Total
Prior 3000 go00 5000 $000 5000 3000 5000
3000

Iistimate of uitimate claims cost:

At end of accident year - 6,396 6,106 8,434 7,384 7,008 8,689

One year later - 5,250 5,296 5,149 7,059 8,326 -

Two years later - 4,298 4,186 5,729 6,953 - -

Three years later - 4,372 4,075 7485 - - -

Four years later - 7,212 2,959 - - - -

Five years later - 7,363 - - - - -

Current estimate of cumulative - 7,365 2,959 7485 -6,933 8,326 8,689

claims cost

Cumulative payments - 4,303 1,597 4,428 2,763 533 874

Outstanding claims undiscounted 10,275 3,062 1,362 3,057 4,190 7,793 7,815 37,554

Discount 352 203 77 157 212 353 604 1,058

Qutstanding claims 35,596

Short tail outstanding claims 55,541

Claims handling expenses 3,384

Total gross central estimate 04,521

Risk margin 12,482

Total gross outstanding claims per statement of financial position 107,003
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20. OUTSTANDING CLAIMS (continued)

Net
Accident year 2009 & 2010 2011 2012 2013 2014 2015  Taotal
Prior 5000 5000 $000 $000 S000 $000 $000
$000
Estimate of ultimate claims cost:
Atend of accident year - 3,278 3,281 3,125 3,482 3,732 4,074
One year lafer - 2,604 2,745 2386 3,284 3,461 -
Twao years later 2,308 2,252 2,705 3,095 - -
Three years later 2,769 2,617 37282 - - .-
Four years later 2,754 1,946 - - - -
Five years later - 2,449 - - - - -
Cuarrent estimate of cumulative - 2,449 1,946 3,282 3,005 3,461 ° 4,074
claims cost
Cumulative payments - 2,109 1,345 1,910 1,638 449 753
Outstanding claims undiscounted 1,480 340 601 1372 1,457 3,012 3,321 11,583
Discount ‘ 43 20 34 . 52 435 89 169 452
Cutstanding claims 11,13
Short tail outstanding claims 9,283
Claims handling expenses 3,384
Total net central estimate 23,798
Risl margin 3,132
Total net outstanding claims per statement of financial position 26,930
21. PROVISIONS
2015 2014
$000 000
Employee benefits 327 337
327 337
Current 255 262
Non-Current 72 75
327 337
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22. SHARE CAPITAL

2015 2014
s000 s000
Issued share capital at 1 January 16,900 16,900
Shares issued during the year - -
Issued share capital at 31 December 16,9068 16,200

As at 31 December 2015, the Company had 16,899,558 (2014: 16,899,558) ordinary shares that were issued for 100
cents per share. All issued shares are [ully paid. Ordinary shares entitle the holder to-participate in dividends and the
proceeds on winding up of the Company ia proportion to the number of and amounts paid on the shares held. Each
share is entitied to one vote,

23, RESERVES AND RETAINED EARNINGS

{n) Reserves

Property revaluation reserve 2,502 2,352

2,902 2,352

Movements:

Property revaluation reserve:

Balance at the beginning of the year 2,352 1,642
Revaluation 550 710
Balance at end of yenr . 2,902 2,352

{b) Retained earnings

Balance at the beginning of year 26,572 31,933
Profit for the year 13,196 19,639
Dividends paid {15,000y (25,000)
Balance at end of year 24,768 26,572

(¢} Nature and purpose of reserves

(i) Property revaluation reserve

The property, plant and equipment revatuation reserve is used to record increments and decrements on the revaluation of
owner occupied fieshold land and buildings. Revaluation increments and decrements are taken directly to the reserve
account as described in accounting note 2.11.
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24, SOLVENCY CAPITAL REQUIREMENTS
The Company maintains a Minimum Solvency Capital policy that provides guidance to the level of capital maintained
and approved by the Board of Directors. The objective of this policy is to hold sufficient levels of capital that is

commensurate with the Company’s overall risk profile and to maintain a level that enables efficient use of capital.

The Minimum Solvency Capital required to be retained to meet solvency requirements are shown below. The Actual
Solvency Capital exceeds the minimum requirements by $22,047,000 (2014: $25,446,000).

2015 2014

NoN-LIFE Lirg ENriTy Now-Lirg Lirg Enriry
SoLvency SOLVENCY

5000 5000 3000 000 $000 5000
Actual Solvency Capital © 44,520 50 44,570 45,774 30 45,824
Minimum Solvency Capital 22,526 22 22,548 20,355 23 20,378
Solvency Margin Excess 21,904 28 22,022 25419 27 25,446

Solvéncy Coverage Multiple 1.98 2.27 1.98 2.25 2.24 2.25

The methodology and bases for determining the Solvency Margin are in accordance with the requirements of the
Solvency Standards for Non-life and Life Insurance Business as published by the Reserve Bank of New Zealand. The
Life business is in ran-off and not material to the company's overall operation.

25, COMMITMENTS AND CONTINGENT LIABILITIES

(a) Capital expenditure commitments

At year end there is no estimated capital expenditure under contract but not recognised as liabilities in the financial
statements of the Company.

(b) Operating lease commitments
2015 2014
5080 5000
Commitments in relation to leases conlracted for at the
reporting date but not recognised as liabilities, paysble: .
Not later than one year 420 437
Later than one year but not later than five years 730 1,150
Later than five years - ~
Non cancellable operating leases 1,150 1,587

The Company leases office premises in Wellington and Auckland. The leases are both subject to renewal rights and have
varying terms. On renewal, the terms of the leases are renegotiated.

(e) Contingent liabilities

The Company is not aware of the existence of any contingent liabililies as at reporting date.
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26. REMUNERATION OF AUDITORS

During the year the anditors of the Company, PricewaterhouseCoopers, were paid or payable for the following services:

Assurance services 2015 2014
3 5

Audit services

Fees paid to PricewaterhouseCoopers Australian

firm:

- Audit and review of financial report 141,470 141,470
- Audit of regulatory return 5,000 5,000
Total remuneration for audit sexrvices ) 146,470 146,470

Taxation services
Fees paid to PricewaterthouseCoopers New Zealand
firm for Tax compliance and advisory services 21,000 21,800

Total remuneration for taxation services ) 21,000 21,800

It is the Company’s policy to employ PricewaterhouseCoopers on assignments additional to their statutory audit duties
where PricewaterhouseCoopers expertise and experience with the Company are important and these assignments are
obtained on a competitive basis. These assignments are principally tax advice and other advisory services.

27, RELATED PARTIES
(a) Parent Entities

ACE Insurance Limited is a wholly owned subsidiary of ACE INA International Holdings, Ltd, registered in Delaware,
United States of America. The ultimate holding company is ACE Limited, whose principal office is located in Zurich,
Switzerland.

(1)) Directors and key executives

The following persons were directors of ACE Insurance Limited during the financial year: Paul Martin (until 5 March
2015}, Andrew Brooks (from 5 March 2015), John French (executive direciors), Graeme Evans (non-executive
Chairman), David Kennedy (non-executive director) and Scott Pickering (non-executive director, appointed 13 November
2015).

(c) Key management compensation
Key management personnel include the directors and six key roles performed by key executives during the year (2014:

six key roles) with the influence and authority 1o execute the strategic direction of the Company during the finarcial year.
Total compensation for key management personnel is set out as follows:

2015 2014

b 5

Short term employee benefits 950,481 1,016,771
Post employment benefits 100,535 93,979
Other long term benefits 3,043 4,269
Termination benefits 293,829 46,976
Share based payments 193,538 169,112
Total 1,541,426 1,331,107
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27. RELATED PARTIES (continued)
{d) Transactions with related partics

The Company has transactions in the normal course of business with related parties. These comprise of insvrance and
reinsurance transactions (based on written premiums and incurred claims), and management and support services, The
significant transactions are as foilows:

2015 2014
3 3
Expenses with commonly controlled entities:
Reinsurance premiums 60,143,450 56,414,145
Management and systems support 6,318,452 5,963,159
Commissions pald 248,685 179,402
Losses paid 906,247 880,645
Revenue with commonly controfled entities:
Reinsurance and other recoveries revenue _ 28,491,838 43,036,905
Commissions received 12,625,832 13,731,066
Premiums assumed 3,344,285 2,238,739
Dividend paid to Parent entity 15,000,000 25,000,000

(&) Outstanding balances

The following balances are outstanding at the reporting date in relation to trensactions with related parties:

2015 2014
3 ¥
Receivables: ‘
Commonly controlled entities with the Ultimate Parent 74,221,869 115,637,224
Pavables:
Commonly controlled entities with the Ultimate Parent 6,872,801 2,655,606

No impairment has been recognised in relation to any outstanding balances, and no impairment has been recognised in
respect of debts due from related parties.

9] Terms and conditions
All transactions were made on normal commercial terms and conditions and at market rates. Services are usually

negotiated with refated parties on a cost-plus basis, allowing a reasonable profit margin. Outstanding balances are
unsecured and are repayable in cash.
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28, RECONCILIATION OF PROFIT AFTER INCOME TAX TO NET CASH INFLOWS FROM

OPERATING ACTIVITIES

2015 2014

$000 3008
Profit for the year 13,196 19,639
Adjusted for:
Depreciation and amortisation 115 112
Fair value change on financial assets (210) {23}
Change in operating assets and liabilities:
Increase/(Decrease) in unearned premium reserve 3,360 (2,687)
{Decrease) in outstanding claims (30,003) (46,781)
Increase/(Decrease) in trade and other creditors 1,576 (1,096)
{Decrease)/Increase in employee entitlements (10) 5
Increase in deferred tax liabilities 335 160
{Decrease)/Increase in tax liabilities (2,967 1,283
(Increase)/Decrease in deferred insurance costs (618) 1,341
(Increase) in other receivables (622) (170}
(Increase)/Decrease in policyholder debtors {1,812) 1,836
Decrease in reinsurance and other recoveries 33,589 45,546
(Increase)/Decrease in deferred tax agsets (28) 49
Net cash inflows from operating activities 15,899 19,214

29. EVENTS OCCURRING AFTER REPORTING DATE

On | July 2015, ACE Limited, the ultimate parent of Ace Insurance Limited (AIL), announced that the Boards of

Directors of ACE Limited and The Chubb Corporation had unanimously approved a definitive agreement under which
ACE would acquire Chubb. Following approval from the shareholders of both companies and receipt of all required
regulatory approvals, ACE Limited completed the acquisition' of The Chubb Corporation on 15 January 2016, and
subsequently changed its name to Chublb Limited.

On 13 February 2016 AL announced its intention to cense writing new business in Combined Insurance in New Zealand
on 25 February 2016,

30. CREDIT RATING

On 19 May 2014, the Company's financial strength rating was upgraded to ‘AA/Negative’ by rating agency Standard and
Poor’s in accordance with the Insurance Companies Rating and Inspections Act 1994. This rating was reaffirmed on 18
November 2015,

31 CASH COLLATERAL

Under the Dead of Partial Release executed on 14 June 2013, the Public Trustee maintaing cash collateral of $100,000
representing the Company’s exposure in relation to workplace accident insurance for policies covering 1 July 1999 to 1
July 2000.
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32, SHARE BASED PAYMENT TRANSACTIONS

ACE Limited has a restricted share prant plan, a restricted share option plan and an employee share purchase plan.

Restricted Share Grant Plan

Under ACE Limited's long term incentive plan, 711 restricted ordinary shares were awarded during the year ended 31
December 2015 (2014: 1,354) and nil (2014: nil) restricted ordinary shares were transferred to other ACE entities due to
employee transfers during the year ended 31 December 2013, These shares vest at various dates over a 4 year period from
the grant dates and any unvested shares are cancelled on termination of the employment of the eligible employees. This
plan is a group scheme with expenses incurred under the scheme charged out by ACE Limited to the Company on an annual
basis, The annual expense is based on an amortised calculation that is reflective of the current year’s expense portion of all
restricted share grants issued in the current and prior years, and is consistent with the treatment required by NZ IFRS.
There is no liability to the Company for the unamortised portion of the restrictive stock prants issued. The amortised
calculation incorporates the fair market value of ACE Limited’s common stock in determining the expense amount.
Expected future dividend payments in relation to the restrictive stock grants issued are made directly by ACE Limited to the
eligible employees. The total expense for the year was NZD $119,819 (2014: NZD $149,739).

Restricted Share Option Plan

Under ACE Limited’s long term incentive plan, restrictive share options were granted to eligible employees of the
Company. The exercisable price of these options is the fair market value at issue date. These options vest at various dates
over a3 year period from the grant date and any unvested options are cancelled on termination of employment. This plan is
a group scheme with expenses incurred under the scheme charged out by ACE Limited to the Company on an annual basis.
Any option not exercised or cancelled pursuant to the terms of plan will be forfeited by the tenth anniversary from the date
of grant. The total value of the options granted during the year was NZD $24,377 (2014: NZD 329,904).

Movements in the number of share options cutstanding and their related weighted average exercise prices are as follows:

2015 2014
Average Average
exercise price Options exercise price Options
in NZD per in NZID per
share share

Al January ‘ 6,580 7,620
Granted 169.72 946 125.05 1,505
Forfeited - 75.85 {1,319
Exercised 103.57 (178} 79.32 (1,226)
Transferred out (3,825} -
At 31 December 3,523 6,580
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32. SHARE BASED PAYMENT TRANSACTIONS (continued)

Out of the 3,523 outstanding options (2014: 6,580 options), 1,917 options (2014: 4,020) were exercisable. Options
exercised in 2015 resulted in 178 shares (2014: 1,226) being issued at 103.57 NZD (2014: 79.32). The weighted average
remaining life of the share options outstanding at the end of the period is 6 years (2014: 6 years).

Share options outstanding at the end of the year have the following expiry date and exercise prices:

Expiry Year Exercise price Share options
NZD 2015 2014
per share

2017 83.01 110 290
2018 89.13 185 465
2019 56.94 470 630
2020 74.48 274 907
2021 02,62 164 933
2022 108.46 236 772
2023 126.26 404 1,156
2024 143.07 734 1,427

2025 169,72 046
3,523 6,580

The weighted average fair value of options granted during the period determined using the Black-Scholes valuation model
wag 25.79 NZD per option (2014: 22.55 NZD). The significant inpuis into the model were share price of 169,72 NZD
{2014: 125.05 NZD), at the grant date, the exercise price shown above, volatility of 20.33% (2014: 25.00%,), dividend yield
of 2.33% (2014: 2.69%), and an expected option life of 5 years and on annual risk-free interest rate of 1,62% (2014:
1.65%). The volatility measured at the standard deviation of continuously compounded share retums is based on statistical
analysis of daily share prices over the last three years.

Employee Share Purchase Plan

The Company collects monies from local eligible employees and acquires ordinary shares in ACE Limited on behalf of the
employees on a bi-annual basis. The price paid by the eligible employees is set at a discount of 15% to the fair value of the
ordinary shares at the date of acquisition; this discount is incurred at the group level by ACE Limited and not charged to the
Company. The total amount of discount applied to the employee share plan purchases in the cument year was NZD 30
(2014: NZD 30).
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ace insurance

Company No. 104656
FSP No. 35924

To: Mr Andrew Brooks, Country President, ACE Insurance Limited

From: Stephen Wilson, Appointed Actuary for ACE Insurance Limited

Cc: Mr G Evans, Mr D Kennedy, Mr S Pickering, Mr ) French, Mr G Sitaramayya, Ms F Eagles

Date: 29 March 2016

Re: Section 78 Appointed Actuary’s Report - ACE Insurance Limited

1. Introduction and scope

In accordance with section 78 of the /nsurance {Prudential Supervision) Act 2010 (IPSA), as the

appointed actuary for ACE Insurance Limited (AL}, this report documents my review under section 77 of

IPSA,

In particular:

. Section 77 {1} of IPSA specifies that “A licensed insurer 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 referred to in section 81(1) {of /PSA} is reviewed by the appointed actuary.”

© Section 77 {3} specifies that the “review must be carried out in accordance with an applicable
solvency standard.”

° Section 77 (4) specifies that “For the purposes of this section and section 78, actuarial information
means—

{fa} information relating to an insurer’s calculations of premiums, claims, reserves, dividends,
insurance and annuity rates, and technical provisions;

{b) information relating to assessments of the probability of uncertain future events occurring
and the financial implications for the insurer if those events do occur;

{c)  information specified in an applicable solvency standard as being actuarial information for
the purposes of this section.”

One of the ACE Group of Insurance & Reinsurance Companies
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With respect to section 77 (4)(c) of IPSA, section 130 of the Reserve Bank of New Zealand's (RBNZ)
Solvency Standard for Non-Life Business, specifies the actuarial information as:

a)
b}
c)

d)
e)

the Premium Liabilities as defined in this solvency standard;

the Net Qutstanding Claims Liability as defined in this solvency standard;

the reinsurance and any other recovery asset(s) relevant to the Reinsurance Recovery Risk Capital
Charge;

any deferred acquisition cost or deferred fee revenue relevant to the Premium Liabilities; and

any other information deemed by the appointed actuary to warrant actuarial review.

With respect to section 77 (4)}{c) of IPSA, section 144 of the RBNZ's Solvency Standard for Life Business,
specifies the actuarial information as:

a)
b)

d)
e}

f)

the Policy Liability;

the reinsurance and any other recovery asset(s) relevant to the Policy Liability, or relevant to
outstanding claims reserves or incurred but not reported claims reserves held outside of the
Policy Liability;

any deferred or other tax asset relevant to the Policy Liability;

any deferred acquisition cost or deferred fee revenue relevant to the Policy Liability;

the unvested policyholder benefits liability; and

any other information deemed by the appointed actuary to warrant actuarial review for the
purpose of profit or solvency reporting.

Each of these items are addressed and documented in detail (to the extent relevant and material) in
AlL's insurance Liability Valuation Report dated 29 March 2016.

Additional analysis has been performed in the preparation of my Financial Condition Report which will
be finalised following the AlL Board meeting on 30 March 2016.

2.

Information required
Name: Stephen James Wilson
Work done by the actuary:
| confirm that | have reviewed the following in respect of AlL's financial statements:
. Information relating to an insurer's calculations:
> Premiums

L Discussions and review of written, earned and unearned premium data with
All Finance and PwC Auditors
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>

" [n addition, as part of my insurance Liability Valuation {ILV) | have calculated an
amount of unclosed written, earned and unearned premium, gross and net of
reinsurance

Claims — As part of my Insurance Liability Valuation Report (ILVR) dated 29 March
2016, | have:

= Reconciled the actuarial claims data with Finance claims data
= Analysed All’s claims data using actuarial techniques

Reserves — As part of my ILVR | have:

® Reconciled the actuarial claim reserve data with Finance claim reserve data

" Analysed the strength of AlL’s claims reserves using actuarial technigques

" Had detailed discussions regarding large claim reserve with underwriting and
claims departments

= Determined Insurance Liability Reserves (including both Outstanding Claim
Liabilities and Premium Liabilities) in accordance with the Reserve Bank of New
Zealand's (RBNZ} Solvency Standards for Non-Life Business and Life Business

Dividends — Reviewed the 2015 and proposed future level of dividends in the context
of Ail’s current and forecast financial condition as part of my analysis for All's
Financial Condition Report (FCR), which will be finalized in March 2016

Insurance (and annuity) rates — Reviewed the adequacy and profitability of All’s
premium rates as part of my analysis for All’s FCR

Technical provisions — Determined and documented as part of my ILVR

° Information relating to assessments of the probability of uncertain future events occurring
and the financial implications for the insurer if those events do occur

> An assessment of the probability of uncertain future events has been performed and
documented as part of my ILVR
® Information specified in an applicable solvency standard as being actuarial information for

the purposes of this section.

>
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I confirm that my review covered:

" Net outstanding claims as per NZ [FRS 4 including:

e central estimate of expected claims and recoveries;

e discounting at a risk free rate;

+ allowance for claim handling expenses; and

e arisk margin intended to provide the specified probability of sufficiency;
= The relevant accounting provisions (unearned premium, deferred acquisition

cost, deferred reinsurance expense, deferred reinsurance commissions, and
unexpired risk);

" The actuarial estimate of net premium liabilities comprising:

determination of the appropriate assessment period for Premium
Liabilities;

central estimate of expected claims and recoveries;

discounting at a risk free rate;

allowance for policy administration and claim handling expenses;
allowance for the cost of any future reinsurance (i,e. that has not yet
been purchased) required to cover unexpired risks; and

a risk margin intended to provide a 75% POS.

Application of the Liability Adequacy Test

The level of deferred acquisition cost in the financial statements after the

application of the Liability Adequacy Test.

c) Scope and limitations of the review

The scope of my review has been to review the information referred to as “actuarial information”
in Section 77 (4) of IPSA, and detailed above, namely:

infarmation relating to an insurer’s calculations ef premiums, claims, reserves, dividends,
insurance and annuity rates, and technical provisions;

information relating to assessments of the probability of uncertain future events occurring
and the financial implications for the insurer if those events do occur;

information specified in an applicable solvency standard as being actuarial information for
the purposes of this section; and

legal advice provided in conjunction with the compilation of the solvency return.

There have been no limitations placed on my review.
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The existence of any relationship {other than that of actuary) that the actuary has with, or any
interests that the actuary has in, the licensed insurer or any of its subsidiaries

| confirm that | am an employee of a related corporate entity, ACE Insurance Limited (Australia) —
which is not a subsidiary of AlL - and | am not a Director of AlL.

Whether the actuary has obtained all information and explanations that he or she has required
| confirm that | have obtained all information and explanations required to perform my review.
Whether, in the actuary’s opinion and from an actuarial perspective:

the actuarial information contained in the financial statements and any group financial
statements has been appropriately included in those statements (and if not, the respects in
which it has been inappropriately included)

the actuarial information used in the preparation of the financial statements and any group
financial statements has been used appropriately (and if not, the respects in which it has
been used inappropriately).

| confirm that in my opinion, and from an actuarial perspective, the actuarial information
contained in All's financial statements has been appropriately included and has been used
appropriately.

Whether, in the actuary's opinion and from an actuarial perspective, the licensed insurer is
maintaining the solvency margin that applies under a condition imposed under section 21(2)(b)
(as at the balance date of the insurer}

| confirm that in my opinion, and from an actuarial perspective, AlL has maintained the solvency
margin in accordance with both the RBNZ's Solvency Standard for Non-Life Business and RBNZ's
Solvency Standard for Life Business.

in the case of a life insurer, whether, in the actuary’s apinien and from an actuarial perspective,
the life insurer is maintaining the solvency margins that apply in respect of its statutory funds
under a condition imposed under section 21{2){c) (as at the balance date of the insurer).

Not applicable as AlL is a non-life insurer and, despite having a small amount of life insurance
business (in run-off), AlL has been given an exemption from holding statutory funds in respect of
this life insurance business.
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Please do not hesitate to contact me if you would like to discuss any aspect of this memorandum.

.,-ﬁ;‘;??’ = ==

Stephen Wilson
Appointed Actuary, ACE Insurance Limited

Email: stephenj.wilson@acegroup.com
DDI: +61 29335 3213
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