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BALLANGE AGRI-NUTRIENTS INSURANGCE LIMITED

ANNUAL REPORT 2013

The Directors are pleased to present fo the shareholder the Annual Report and audited financial
statements of the Company for the period ended 31 May 2013,

Activities
The Company’s principal activity during the period was providing insurance to Ballance Agri-Nutrients
Limited and its subsidiaries.

Financial Performance

Gross eamed premium revenue was $6,042,263 (2012: $4,926,767) and the Company net profit for
the year after tax is $499,188 (2012: $1,200,642). Reinsurance premiums increased substantially in
December 2011 and continued at a similar level on renewal in December 2012. The increased
reinsurance cost was passed on to the Group companies and the 2013 year represents a full year
reflecting the higher premium.

The Baliance Agri-Nutrients (Kapuni) Limited {"Kapuni"} claim for the fire on 15 August 2011 was
settled in April 2013. The claim value paid to Kapuni was $38,251,544 and the reinsurance recovery
was $36,934,162. There are no outstanding claims payable or outstandmg reinsurance recoveries at
31 May 2013. The difference of $1,317,382 between the claim paid and the recovery from
reinsurance is the insured risk that the captive had under the insurance policy. Based on professional
advice from Marsh FACS at balance date last year the Company did not anticipate there was any net
claims cost incurred by the Company.

Financial Position

Total Assets are $11,059,364 (2012: $29,309,937) and Shareholders' Equity is $7,408,920 (2012:
$6,909,732). Total assets reduced with the settlement of the Kapuni fire claim.

Dividend
Directors recommend that no dividend be paid.

Directors

During the year LD Bilodeau was appointed as a Director. On the 31st July 2013 DF O'Reilly resigned
as a Director, RK Hopklns was appointed as a Director on the 1st August 2013. DS Graham resigned
as a Director on the 25" September 2013. No Directors remuneration has been paid.

Share Dealings

There have been no share transactions requiring disclosure to the Board under section 148(2) of the
Companies Act 1993,

Disclosure

As permitted by section 211(3) of the Companies Act 1993 the shareholder has agreed the Gompany
will not disclose Director and employee remuneration that are otherwise reported under section
211(1)¢, fand g.

Company Information
No requests have been received from Directors under section 145 of the Gompanies Act 1993 to use

Company information received in their capacity as Directors that would not otherwise have been
avallable to them.

Auditors
KPMG have been appointed auditors of the Company. It will be necessary for the Annual Meeting to
record that the auditors continus in office.

Conclusion

Directors consider the affairs of the are satisfactory.

LD Bilodeau RK Hopking .
Chairman Director £ \’N
30 September 2 30 September 2013 ‘ ) .




Ballance Agri-Nutrients Insurance Limited
Income statement
For the year to 31 May 2013

Note 2013 2012
$ $

Revenue
Gross earned premium 5 6,042,263 4,926,767
Oulward reinsurance premium expense 5 (4,294,074) (3,493,651)
Net premium income 1,748,189 1,433,116
Clalms expense 6 (5,251,544) (33,000,000)
Reinsurance and other recoveries 6 3,934,162 33,000,000
Net claims incurred (1,317,382) -
Reinsurance commission revenue 5 164,468 124,757
MNet underwriting result 585,275 1,557,873
Investment revenue 7 226,996 194,724
Net change in fair value of investments (11,457) (3,524)
Other operalting expenses 8 (107,497) (81,515)

108,042 . 109,685
Profit for the year before income tax 693,317 1,667,558
Income tax expense 9 (194,129) (466,916)
Profit for the year 499,188 1,200,642

The accompanying Notes form part of and should be read in conjunction with these Financial Statements




Ballance Agri-Nutrients Insurance Limited
Statement of comprehensive income
For the year to 31 May 2013

Note 2013 2012
$ $
Other comprehensive income, net of income tax E =
Profit for the year 499,188 1,200,642
Total comprehensive income for the year ' 499,788 1,200,642

The accompanying Notes form part of and should be read in conjunction with these Financial Statements




Ballance Agri-Nutrients Insurance Limited
Statement of movements in equity
For the year to 31 May 2013

Share capital Retained Total equity
earnings
o $ $ $
Balance at 1 June 2011 1,000,000 4,709,090 5,709,090
Profit for the year - 1,200,642 1,200,642
Total comprehensive income for the year - 1,200,642 1,200,642
Balance at 31 May 2012 1,000,000 5,909,732 6,909,732

“The accompanying Notes form part of and should be read in conjunction with these Financial Statements




Ballance Agri-Nutrients Insurance Limited
Balance sheet
As at 31 May 2013

Mote | 2013 2012 2011
§ § $
Shareholder's equily
Pald in capital 10 1,000,000 1,000,000 1,000,000
Relained eamings 6,408,920 5,609,732 4,709,000
Total equity 7,408,920 6,909,732 5,709,080
Current llabilitles
Qulstanding claims liabililies 11 - 18,840,000 -
Unearnad pramium liability 12 4,076,820 2,998,709 1,860,654
Unearned reinsurance commission 13 76,431 78,102 51,720
Trade payables 14 8,508 9,000 7,806
Income lax payable 488,585 473,394 124,565
Total current llabllities 3,660,444 22,400,205 2,144,746
Tolal equily and Habllities 11,069,364 28,309,937 7,063,836
Current assels
Relnsurance and olher recoveries 15 - 18,840,000 -
Deferred reinsurance premiums 16 2,191,458 2,126,437 1,390,328
Trade and other receivables 17 193,077 41,596 41,596
Inter-company receivable 22 8,140,434 7,791,508 5,807,092
Total current assets 10,624,969 28,799,641 7,339,916
Non-current assols
Invesimenls - Government slock i8 | 534,395 510,396 513,919
Total non-currant assets 534,396 510,396 613,919
Total assels 11,059,364 1'_9.1!09.5!? 7,863,836
>

For and on behalf of Board of Direclors:

30 September 2013

30 Seplember 201

The accompanying Notes form part of and should be read in conjunclion with these Financial Stalements




Ballance Agri-Nutrients Insurance Limited
Statements of cash flows
For the year to 31 May 2013

Cash flows from operating activities
Premiums received

Reinsurance commission received
Reinsurance recoveries

Claims paid

Payments to reinsurers

Interest received

Income tax (paid) refunded

Other expenses paid

Net cash flow from operating activities

Cash flows from investing activities
Sale of Government stock
Purchase of Government Stock

Net cash flow from investing activities

Nel increase/(decrease) in Inter-company balance with Parent
Inter-company balance with Parent at the beginning of the year

Inter-company balance with Parent at the end of the year

Note 2013 2012
$ $
6,120,375 5,964,821
- 162,139
22,774,162 14,160,000
(24,091,544) (14,160,000)
(4,359,005) (4,229,760)
241,404 194,724
(178,927) (118,087)
(107,900) (80,321)
21 398,475 1,883,516
500,000 -
(549,549) .
(49,549) -
3j 348,926 1,883,516
7,791,508 EGT‘EQZ
22b 8,140,434 7,781,508

The accompanying Notes form part of and should be read in conjunction with these Financial Statements




BALLANCE AGRI-NUTRIENTS INSURANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR TO 31 MAY 2013

1 REPORTING ENTITY
Ballance Agri-Nutrlents Insurance Limited ("lhe Company") Is a company Incorporaled and domiciled in New Zealand and Is a wholly
owned subsidiary of Ballance Agri-Nulrients Limiled ("Ballance” or lhe "Parent). The reglslered office is care of Ballance Agri-
Nulrients Limited, Administration Building, Hewlells Road, Mount Maunganul, New Zealand. The Company Is a general insurer and
was Incorporaled lo insure members of lhe Ballance Group of companies in which Ballance has at least a 51% inlerest. The Company
is a "caplive insurer” in that it only insures Ballance Group companies and currently only provides Insurance for materlal damage and
business interruplion risks. The Company refains an insurance deduclible thal lhe Ballance Group delermines is acceplable for the
Group risk profile and purchases reinsurance from international markels to cover the remaining insurance risk.

The Company is registered under the Companies Act 1993. Wilh the Inlroduction of the Insurance (Prudential Supervision) Act 2010
("IPSA") all insurers carrying on insurance business in New Zealand are required to be licensed by the Reserve Bank of New Zealand
("RBNZ"). The Company was granted a provisional license on 17 February 2012 and subsequenlly was granted a full license on the 2
May 2013, the Company is deemed to be an issuer under section 4(1)(da) of the Financial Reporling Act 1993 as of 1 June 2012,
These financial stalements have been prepared in accordance with the Financial Reporling Act 1993 and lhe IPSA.

The financial slatements for the Company are for the year ended 31 May 2013 and have been authorised for Issue by the Board of
Direclors on 30 September 2013.

2 BASIS OF PREPARATION
(a) Statement of compliance
The financial statements have been prepared in accordance with New Zealand Generally Accepted Accounling Praclice ("NZ
GAAP"). Thay comply with New Zealand equivalents lo Inlernalional Financial Reporling Standards ("NZ IFRS"), and other applicable
Financlal Reporling Slandards, as appropriate for profit-oriented enlilies. These financlal stalements also comply with International
Financlal Reporting Slandards ('IFRS"). These are lhe Company's first NZ IFRS financial statements and NZ IFRS 1 has been
applied.

An explanation of how lhe transition to NZ IFRS has affected the reported financial position and financial performance of the Company
Is provided in note 26.

(b) Functional currency
These financial statements are presented in New Zealand dollars ($), which Is the Company's funclional currency. All financial
information presented In New Zealand dollars has been rounded (o the nearest dollar.

(c) Basls of measurement
The financial stalements have been prepared on the hislorical cost basis except for investments which are slated al falr value.

(d) Critical accounting estimates and judgements
The preparalion of financial slalemenls requires management to make judgemenils, estimates and assumplions that affect the
application of accounling policles and the reporled amounts of assels, liabililies, income and expenses. Aclual resulls may differ from
Ihese eslimales. Eslimales and underlying assumplions are reviewed on an ongoing basls. Revislons to accounling estimales are
recagnised in the period in which the eslimate is revised and In any fulure periods alfected. The key areas of significant estimalion
uncerlainly and critical judgernents in applying accounling policies relate to the oulstanding claims liability, related reinsurance
recoveries and the liability adequacy lesl. These are discussed in note 19.

3 SIGNIFICANT ACCOUNTING POLICIES
The accounling policies sel out below have been applied consistenlly lo all periods presented in these financial statements, and in
preparing the opening NZ IFRS statement of financial position at 1 June 2011 for the purpose of lhe transilion to NZ IFRSs.

(a) Revenue recognition
Premium ravenue
Premium revenue comprises amounts charged to and payable by policyholders (direct premiums). Direct premlums exclude taxes
and dulies which are collected on behalf of third pariies. Premium revenue Is brought lo account from the dale of altachment of risk
over lhe period of the conltract. The earned porlion of premiums received and receivable Is recognised as revenue, The unearned
premium liabllily Is recognised in the Balance Sheet liabilily and is calculated by apportioning the premium income wrillen in the year
over the perlods of risk from the date of attachment using the 365 days method.
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3 SIGNIFICANT ACCOUNTING POLICIES {continued)

Reinsurance and other recoveries revenue

Reinsurance and other recoveries receivable on paid claims, reported claims not yel paid, claims incurred bul not reported ("[BNR")
and claims incurred but not enough reported ("IBNER"} are recognised as revenue and as a reduction of the claims expense.
Amounts due in respect of claims paid and anlicipated recoveries in respect of cutstanding claims are recognised as reinsurance and
other recoverles receivable in the Baiance Sheel. Reinsurance and other recoveries receivable are measured as the present value of
the expected future receipts, calculated on the same basis as the Fability for oulstanding claims, subject to any deduclibles lo be
incurrad by the Company.

Reinsurance commission revenue

Reinsurance commission revenue is received from reinsurers and is zecognised in the Income Statement proportionately each month
over the term of the policy period, Al reporling date, any proportion of reinsurance commission revenue received and receivable but
not earned is recognised in the Balance Sheet as an unearned reinsurance commission.

Investment revenue
Investment revenue comprises of interest income and Is recorded as income when recelved or accrued using the effective interest
rate method in respect of the period for which it is earned.

{h) Outward reinsurance premium expense

Premiums ceded 1o reinsurers are recognised by the Company as outwards reinsurance premium expense from the aftachment date
over the period of indemnily of the reinsurance contract in accordance with the expected pattern of the incldence of risk. Outward
relnsurance premium expense Is recognised as a reduction of gross premium revenue. A poriion of oulwards reinsurance premium is
recognised as a deferred reinsurance assel and presented as deferred reinsurance premiums In the Balance Sheel,

{c) Claims

{d)

Claims expense

Claims expense represents payments for claims and the movement in outsianding claims Habililies. Claims represent the benefits paid
or payable to the insured on the occurrence of an event giving tise to a loss or accident according 1o the terms of the palicy, Claims
expenses are recognised in profit and loss as losses are incurred.

Qutstanding claims labilify

The liability for outstanding claims is measured as the cenlral estimale of the present value of expected future payments against
claims incusred at the reporiing date under Insurance confracts issued by the Company, with an addilional risk margin to allow for the
inherent uncertainty in the central estimate. The expected future payments include those In refation to claims reported bul nol yet paid,
claims incurred but not yet reported {IBNR), claims incurred but not enough reported (JBNER) and anticipated claims handling costs.
Qutstanding reported claims are assessed by review of individual claims files, whilst IBNR and [BNER are assessed based upon
knowledge of the business and past experience. The liability for outstanding claims is not discounted due to The short term nature of
claims incurred,

Tax

Income tax comprses current and deferred tax. Current tax is the expected tax payable on the taxable income for the year, using tax
rates enacled or substantively enacted at the reporting dale, and any adjustment to tax payable in respect of previous years.
Deferred tax is recognised for lemporary differences between the carrying amounts of assets and liabiiities for financial reporting
purposes and the amounts used for taxation purposes. Deferred tax is measured at the tax rates that are expected to be applied to
the temporary differences when they reverse, based on the laws that have been enacted or substantively enacted by the reporting
date. A deferred tax asset is recognised o the extent thal It is probable that future taxable profits will be available against which
temporary difference can be ulilised. Deferred tax assels are reviewed at each repoting date and are reduced to the extent that it is
no longer probable that the related tax benefit will be realised, The tax effect of Income tax losses available for carry forward is
recognlsed as an asset when it is probable that fulure taxabie profits will be available against which these losses can be utilised.

(&) Investments

tnvestments comprise of New Zealand Government Stocks and are designated as at fair value through profil or loss as the
investments are managed and their performance evaluated an a fair value basis. The investment was designated as al fair value al
{he date of lransition to N7 IFRS. Iis value at designation was $513,919. Iis carrying vajue did not change on designation. Initial
recognition and subseguent measurement is at fair value in the Balance Sheet wilh any resultant unrealised gains and losses arising
from changes in fair value recagnised in the Income Statement. The fair value of investmends are determined by reference to quoted
bid prices as at reporting date. Investments are therefore classified as Level 1 in the fair vaiue hierarchy, for which inputs into the
valuation are based on quoied prices in ackive markets for identical financial insiruments. Purchases and sates are accounled for at
trade date.

(f) Other financial assets and liahilities

Other financial assets comprise of reinsurance, trade and intercompany receivables, which are initially recognised at fair value and
stated at amortised cost less any impairment losses. Other financiat liabilities comprise of trade payables which are initially
recognised at fair value and stated at amortised cost,

{a} Impairment

A financial asset not carred at fair value through profil or loss, e.g. a frade and other receivable, is assessed at each reporting dale to
determine whether there is objective evidence that it is impaired. Impairment losses are recognised in the income Statement.




{h) Share capital
Ordinary shares are issued as fully paid shares and are recognised as equity.

(i) Goods and services tax
All amounts are shown exclusive of GST, excepl for receivables and payables that are stated inclusive of GST.

{i} Statement of Cash Flows
The Company does not operale a separate bank account and all receipts and paymenls ara transacted by the Parent on its behalf.
The inter-campany account with the Parent is effectively the Company's quasi bank account. The inter-company account with the
Parent meets the definition of "cash and cash equivatents” because the inter-company balance represents cash on hand or on-
demand deposits, which are short term In nature, highly liquid and readily converted fo cash for any cash payments required by the
Company. Therefare, a Statement of Cash Flows has been presented to disclose cash flow information which represents the
movement in the inter-company balance willt the Parent.

(k) Comparatives
These financial statemenls include a balance sheet, as at transition to NZ IFRS, on 1 June 2011. Because no adjusimenls were
required on transition te NZ IFRS the notes fo the financial statements do nol include comparative information as at 1 June 2011, as
the directors do not believe this information would be usaful to he reader.

New accounting standards and interpretations issued but not yet adopted

A number of new standards, amendimenis to standards and interpretations are issued but not yet effective for annual periods
beginning on or after 1 June 2012, and have not been applied in preparing these financial statements. None of these are expected fo
have any effects on the financial statements of the Company, except for:

{a) NZ IFRS 13 Fair Value Measurement, effective for the Company's May 2014 financial statements. This standard replaces the
guidance on fair value measurement in existing NZ IFRS literature with a single standard. The standard is nol expected to have a
material impact on the financial staternants.

(b) NZ IFRS 9 Financial instrurnents, effective for the Company's May 2016 financial slalements, coutd change the classification and
measurement of its financial assets. The Company does nol ptan to adopt this standard early and the new standard is no! expecled to
have a material impact on the financial stalements.

UNDERWRITING INGOME 2013 2012

$
Gross premium wiltlen 6,120,375 5,964,823
Less movement in gross unearmed premiums (78,112) {1,038,056)
Gross prernium revenue 6,042,263 4,926,767
Reinsurance premium ceded 4,359,095 4,229,760
Less movement In deferred reinsurance premiums (65,021) {7386,109)
Outward reinsurance premium expense 4,294,074 3,493,651
Reinsurance commission deferred 151,797 152,139
Less movement in unearned reinsurance commission 2,671 {27,382)
Reinsurance commission revenue 154,468 124,757

GCLAIMS EXPENSE

Gurrent year claims relate to risks borne in the current financial year. Pilor year claims relates lo the reassessment of prior year
claims where the amounis are adjusled as the costs and recoveries are finalised, Claims expenses and reinsurance recoverles are
not discounted given they are shart term in nature.

Gurrent Prior Total

$ $ $

Gross incurred claims {undiscounted) - 5,251,544 5,251,544
Reinsurance and other recoveries (undiscounted) - (3,934,162) {3,934,162)
Mel ctaims incurred 0 1,317,382 1,317,382

The claims expense and related relnsurance recovery relates to a claim by Ballance Agri-Nutrlents (Kapuni) Lid as a result of a fire at
the Kapuni plant in August 2011. The gross incurred claim of $38.251m is He cost of the fire claim, comprising $33.000m reserved in
2012 plus the revised costs agreed wilh Baliance Agri-Nutrdents {Kapuni) Ltd this year. The gross incurred ¢laim has increased since
2012 due to revisions in the costs nagotialed under the insurance contract, offset by the inclusion of a deductible for the first 7 days of
business interruption costs. The deductible was not thought to be enforceable In 2012, and only eventuated on later negotiation of the
cfaim.

The reinsurance recovery on the fire claim of $36.934m, comprising $33.000m reserved in 2012 plus the recoverles agreed with the
reinsurers this year. The recovery has increased since 2012 due to revisions in the amounts negotiated under the reinsurance
contract {(equal to the increase in the gross incurred claim discussed above), offsel by the Inclusion of a deductible for the first 30 days
of husiness inlerruption costs, The deduclible was not thought to be enforceable in 2012, and only eventuated on later negofiation of
the clalm recovery.

The increase In net claims incurred arises from lhe treatmenti of the deductibles on further negotiation of the claim.
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INVESTMENT REVENUE 2013 2012
$ $
Other interest income - 442
Investment income on Governmenl Stock 33,002 32,500
Inter-gompany inferest income 193,804 161,782
226,996 194,724
OPERATING EXPENSES 2013 2012
$ $
Operating expenses includes the following expenditure items :
Audit fees paid to Auditors 6,000 6,000
Other fees paid to Auditors 24,275 -
Management fee paid 75,000 75,000
Other expenses 2,222 515
107,497 81,5815
Other fees paid to KPMG include consultancy fees related to the Company's fransilion to NZ IFRS and fees relating to regulalory
reporting. Tax services are provided at a Baliance Agri-Nutiients Limiled Group level and the fees are nol separately identifiable for,
or charged 1o, the Company.
Claims handling expense is nil as any cosls are covered by the management fee, or borne by the Parent.
INCOME TAX : 2013 2012
$ $
{a) Income tax expense in {the Income Statement
Current laxalion 194,129 466,916
Under/(over) provision in prior years - -
Income lax expense 194,129 486,916
{p) Reconciliation of effective tax rale
Profit before tax- 693,317 1,667,658
Tax charge thereon @ 28% 194,129 466,916
Adjustments {tax effected)
MNon-assessable income - -
Nen-deductible expendilure - -
Income lax expense 194,129 466,916
{c} Deferred tax asset
The Company has no recognised or unrecognised deferred tax assets or liabilities.
{d} linputation credit account:
lmputation credils available for use in subsequent reporting periods 1,929,269 1,766,364
SHAREHOLDER'S EQUITY ' 2013 2012
$ $
1,000,000 ordinary shares 1,000,000 1,008,000
1,000,000 1,000,000

Al shares have equal voting rights and share equaly in dividends and surplus on winding up.

The capital of the Company comprises its share capital and retained earnings. Share capital and refained eamings are maintained {o
ensure that the maximum ameunt of prebable loss that can be sustained by the Company, from any individually large or multiple
event, is able to be met after taking into account premiums received and reinsurance purchased.

With effect from 31 December 2012, the Company is required to mainiain a solvency margin of at least $0 and hold Actual Solvency
Capital of at least $1m. The Company complied with those extarnally imposed capital requirements throughout the period. The
minimum soiveney capital required 1o be retained fo mest solvency requirements is shown below. The actual sclvency capltal exceads
the minimum requirements by $4,041,335 {(2012: $3,425,924).

2013 2012

$

Actual solvency capital 7,408,920 6,909,732
Minimum solvency capital 3,367,585 3,483,808
Solvency margin 4,041,335 3,425,924

The methodalogy and bases for determining the solvency margin are in accordance with the requirements of the Solvency Standard
for Caplive Insurers Transacting Non-life Insurance Business.
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OUTSTANDING CLAIMS LIABILITY 2013 2012

$ $
Balance at 1 June 18,840,000 -
Claims incurred in the current year - 33,000,000
Other movements in claims incurred in prior years 5,251,544 -
Giaims paid during the year (24,091,544}  (14,160,000)
Salance at 31 May 0 18,840,000
UNEARNED PREMIUM LIABILITY 2013 2012

$ $
Balance at 1 June 2,998,709 1,960,654
Deferral of premiurs on contracls written during the year 6,120,374 5,964,822
Premiums released to Income Statement during the year (6,042,263) (4,926,767)
Balance at 31 May 3,076,820 2,998,709

Ali premiums received in advance are current as the premiums are expected to be released o the Income Statement within 12
months of repording date.

UNEARNED REINSURANCE COMMISSION 2013 2012

$
Balance at 1 June ’ 79,102 51,720
Deferral of commissien received on reinsurance contracts during the year 151,797 152,139
Reinsurance commission released to Income Statement during the year {154,468) {124,757)
Balance at 31 May 76,431 79,702

All unearned reinsurance commissions recelved in advarce are current as the commissions are expecled to be released o the
Income Slatement within 12 months of reperting date.

TRADE AND OTHER PAYABLES 2013 2012
$ $

Trade payables 8,598 9,000
8,598 9,000

REINSURANCE AND OTHER RECOVERIES 2013 2012
$ $

Balance at 1 June 18,840,000 -
Reinsurance and other recoveries claimed 3,934,162 33,000,000
Reinsurance payments recelved (22,774,162) (14,160,000)
Balance at 31 May 0 18,840,000

This reinsurance recovery relates to the one claim described in note 6. There are no cutstanding recoveries in the current year.

The reinsurance counterparties had a mintmum credit rating of B++ at 31 May 2012. 25% of the tolal recoverable balance was due
from Allianz Global Risks. All other reinsurers each represented less than 20% of the recoverable balance. Al reinsurance
recoverables are current as they were settlad within 12 months of reporting date.

DEFERRED REINSURANCE PREMIUMS 2013 2012
$ $
Balance at 1 June 2,126,437 1,390,328
Reinsurance premiums incurred 4,359,085 4,229,760
Reinsurance premiums expensed during the year {4,294,074) {3,493,651)
Balance at 31 May 2,191,458 2,126,437
TRADE AND OTHER RECEIVABLES 2013 2012
$ $
Trade receivables 165,677 4,096
Prepayments 37,500 37,500
193,077 41,596
INVESTMENTS 2013 2012
% $

Financial asset at fair value through profit or loss
New Zealand Government Stock . 534,395 510,396
534,355 510,396

The investment in the Government Stock was previousty held as a deposit with the Public Trust as required by the insurance
Companies Deposits Act 1953 (now repealed) and restriclions existed on the Company's ability to deal in this slack, The Government
Stock matured on 15 April 2013. A new bond was purchased as the Company was a provisional license hotder at the date of maturity.
The new bond matures 15 April 2015 and bears a coupon rate of 6%.

iz




19

INSURANCE RISK

{a) Insurance risk management

The Company engages the services of Marsh Limited to assist with managing the insurance programme. The key terms of the
contracts for losses incurred after 1 December 2012 are outlined helow.

The Company is exposed to claims from Ballance Group companies. Each claim is reduced for a deductible by the Ballance Group
companies of $1m on property damage claims and 7 days of costs on business interruption claims. Between days 8 and 45 of a
business interruption claim Ballance Group companies may ciaim up to $6.5m only, aithough this may increase if the maximum
deducfible is exceeded. The maximum deductibie that the Company can enforce against Ballance Group companies is capped at
$7.5m for material damage and business Inlerruption claims in aggregate, per occtrrence. The Company only insures property and
related business interrupfion risks,

The Company reinsures 100% of its exposure to Ballance Group companies, above the reinsurers’ deductible liemits, as approved by
its Parent. The deductible limit for each claim is $1m on properly damage claims and 45 days of costs on business interruption
claims. The maximum deductible that the reinsurers can enjorce against the Company is capped at $7.5m for material damage and
business interruplion claims In aggregate, per occurrence,

The Company's nel exposure e each ocourrence is therefore $6.6m.

The deductiblas above vary for materlal damage ¢laims arising from an earthquake. The reinsurance agreements mirror the
variations in the Company's contract with the Ballance Group, such that the Company's exposure is passed on Lo the reinsurers for
these variations.

The concentration of insured risks for the Company are the manufacluring and distribution operations of the Ballance Group within
New Zealand. The manufacturing sites are predominantly in the North sland and the distribution facilities are geographically
dispersed througheut both Islands.

The insured base of the Ballance Group companies is small and claims are infrequent therefore claims valatility is high. The insured
assets are geographically dispersed.

{h) Principle of reinsurance programme

Reinsurance is purchased to ensure that the Company's results are more prediciabte by reducing the effect that individually targe
claims and catastrophic events lhal lead fo multiple claims have on its restlt, Reinsurance is purchased only from highly rated and
repulable reinsurance companies.

{c} Cutstanding claims liability - methodology and key assumptions

(d

—

As al 31 May 2012, the provision for gross outstanding claims is the estimated future cost of claims incurred, whether reported or not,
including direct and indirect claim hanrdling costs, al a 76% probability of sufficlency. Reinsurance recoverables are assessed on a
censistent basis. Reporied claims are assessed based on information available at the balance date and taking account of expected
trends in future seltlements. Claims are infrequent and the risk margin for gross cutstanding claims s assessed as the value of the
specific insurance liabilities at the lime, at a 75% level of sufficiency.

All claims are expected to be settled within one yaar and there is no provision for inflation or discounting. No clalms handling costs
are assumed as these costs are borne by the Parent or covered by the management fee.

At 31 May 2013 there were no outstanding claims and no allowance for incurred but not reported or re-opened claims. As a result the
central estimate of gross oulstanding claims, allowance for diversification and the risk maargin at 75% probabilily of sufiiciency are nil.
While the Kapuni claim discussed in Note 6 has not yet been closed, the directors believe the fikelihood of any furlher claims
payments , or reinsurance recoveries, is remote.

2013 2012
$ $

Gross outstanding claims llability
Central estimate - 18,840,000

Risk margin* - .
Chaims hardling costs -

0 18,840,000

* The risk margin has been deterinined neat of reinsurance. The nel margin Is zero.

Liability adequacy test

The adeguacy of the unearned premium liability is assessed by considering current estimates of the expected future cash flows
relating to fulure claims covered by current insurance conftracts, plus a tisk margin to reflect a 75% probability of sufficiency. Claims
are expected to be infrequent and so the 75% probability of sufficiency is calculated using a risk margin of 50% of the standard
devialion for the expected claim distribution. The risk margin is 16% of the net claims expense. This indicated a surptus In the
unearned premium kability. The same approach has been adopted for the year ending 31 May 2012 and 31 May 2011.

2013 2012

$ $

Cenlral estimate of the present value of expected fulure cash flows 388,303 386,750
Risk margin 51,666 50,355
Net premium liabilities 439,869 437,105
Net unearned premiuirs fiability 885,362 872,272
Surplus 445 393 435,167
Risk margin as a percentage of the central estimate of the present value of expecled 13% 13%

future cash flows
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FINANCIAE RISKS MANAGEMENT AND FINANCIAL INSTRUMENTS INFORMATION

The Company has exposwre to lhe following financial risks: credit risk, market risk and fiquidity risk. This note presents informalion
about the Company's exposure to each of the financial risks, the Company's objectives, policies and processes for measuring and
managing such risks.

(a) Credit risk ‘
Credit risk is the risk of financiai loss lo the Company when a counterparty to a financial Instrument or a contract fails to meetils
confraclual obligations. In the normal course of ils business, the Cetnpany is exposed to credit risk from ils trade receivables,
reinsurance counterparties, dealings with related company policyholders and inter-company balance with its Parent.

The Gompany manages credit risk by setting minimum requirements for the credit worthiness of key counterparties, The reinsurers
selected to be on the current insurance panel are required to have a credit rating from an independent credit rating agency equivalent
to a Standard & Poars of A- or better. all othar counterparlies are unrated. The Company does not require collaterat or security to
support financlal Instruments. The maximum exposure to eredit risk (s represented by the carrying value of each financial asset in the
balance sheet.

There are no pasl due receivables {2012: nif).
{b) Market risk

Mariet risk Is the risk that changes in market prices, such as foreign exchange rates, interest rales and equity prices will affect the
Company's income or value of its holdings of financiaf instrumenis. The Company is not exposed to currency and equity price risks.

Interest rate risk

The Company is exposed (o interest rale risk from its investment in New Zealand Government Stock and ils inter-company balance
with ils Parent.

Fixed interest rate assels create expasura in respect of their fair value as interest rates move. Financial assets with floating rates
create exposure in respect of uncerlainty in cash flows as interest rates move due to re-pricing.

The following summarises the sensitivity of the Company's interest bearing financial assets to interast rate risks.

Cash flow Sensitivity Analysis for Floating Rate Instruments

Inferest Rate Risk

-1% +1%
Effective Carrying Profi/Equity  ProfitiEquity
Interest Rate  Amount
2013 $ $ 3
Intercompany balance wilh Parent 2.50% 8,140,434 (81,404) 81,404
2012
intercompany halance with Parent 2.60% 7,791,508 {77,915) 77,915

Falr Value Sensitivity Analysis for Fixed Rate instruments

Interest Rate Risk

“1% %
Effeciive Carrying Profit/Equity Profit/Equity
Interest Rate Amount
$ $ $
2013
New Zealand Government Stack 6.00% 534,395 9,603 {9,340}
2012
New Zealand Government Siock 6.50% 510,396 4,374 (4,300)

(c) Liquidity risk
Liquidily risk is the risk that the Company will encounter difficulties in meeting the obligations to seltfe operating expenses and claims
payments in a timely manner.

The Company mitigates liquidily risk by holding the inler-company toan which is repayable on demand,

Bue to the short term nature of the Company's caplive Insurance business, the maturity 'proﬁ!e of all financial fiabilities is that they are
all payable within 12 months of reporting date. Contractual cash flows of financial liabilities approximate the carrying amounts in the
balance sheet.
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(d) Accounting classification and fair values

The carrying values of financial assets and liabililies in the balance sheet reasenably approximate their fair values.

Other
Designated at Loans & financtal  Carrying and
fair value  receivables liabifities falr values
2013 $ $ $ $
Trade and other receivables - 193,077 - 193,077
Inter-company balance with Parent - 8,140,434 - 8,140,434
Investments 534,395 - - 534,395
Trade payables - - {8,598) (8,698)
534,395 8,333,511 {8,598) 8,850,308
2012
Trade and other receivables - 41,586 - 41,696
Inter-company balance with Parent - 7,791,508 - 7,791,508
Investments 510,396 0 - 510,396
Trade payables - - (9,000} (9,000)
510,396 7,833,104 (9,000) 8,334,500
RECONCILIATION OF PROFIT FOR THE YEAR TO NET CASH FLOWS FROM OPERATING ACTIVITIES
2013 2012
$ $
Profi{ for the year 499,188 1,200,642
Non-cash transactions 11,457 3,524
Non-operating transactions wilhin movement in receivables 14,093 -
Adjustments:
Movement in receivables 18,623,498  (19.,576,109)
Movement in payables (18,764,962) 19,806,630
Movement in income tax payahla 15,201 348,829
Net cash flows from operating activities 398,475 1,883,516

RELATED PARTY TRANSACTIONS

The Company is a wholly owned subsidiary of Ballance Agri-Nulrients Limited (the Parent and uftimate holding company), which is a
cooperalively owned company incorporated in New Zealand. All members of the Ballance Group of companies are considered {o be
related parties of the Company,

Transactions and halances

The Company is a captive insurer and only provides insurance to members of the Ballance Group of companies. Therefore all
premiumn revenue and claim expenses reported in the Income Statements are related party transactions. Similarly, outstanding claims
liabilities and unearnad premiums in ihe Balance Sheet represent related party balances as at reporting date. Premium revenue is
apportioned to Parent and Group Companies based on their relative proportion of the insurance programme. The allocation is based
on their property damage and business interruption values. Of the $6,120,374 (2012; $5,964,822) for premiums on contracts written
referred to in nole 12, $3,745,287 (2012: $3,607,220) was charged to the parent and the balance to subsidiaries.

(b} Inter-company balance with Parent

As explained in Note 3(j), the Company uses the Inter-company account with its Parent as a quasi bank account. As al reporting date,
the Company had an inter-company bafance owing from the Pareni of $8,140,434 (2012: $7,791,508). [nler-company balances
between the Company and the parent are unsecured, repayable on demand and interest bearing.

(¢) Key management personnel

There were no transaclions or balances involving the Cempany's key management personnel.

CONTINGENT LIABILITIES AND COMMITMENTS
The direclors are not aware of any contingent liabilities or capital commiiments at the reporting date.

CREDIT RATING

Under the terms of the Company's license issued by the Reserve Bank of New Zealand, the Company is exempt from the
requirements of seclions 80(1) and 63 1o 71 of the IPSA, and as a result {he Company is not required to have a financial strength
rating.

SUBSEQUENT EVENTS
There have baen no subsequent events.
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EXPLANATION OF TRANSITION TO NZ IFRSs
As stated in note 2, these are the Company's first financial slalements prepared in accordance with NZ IFRSs,

The accouniing policies set out in note 3 have been applied in preparing the financial statements for the year ended 31 May 2013, the
comparative information presented in these financlal stalements for the year ended 31 May 2012 and in the preparation of an opening
NZ [FRS balance sheet at the dale of transition 1 June 2011,

In preparing its apening NZ IFRS balance sheet, the Company has assessed whether amounts reported previously in financial
statemenls prepared in accordance with its old basis of accounting (previous NZ GAAP} need fo be adjusted. An explanation of the
differences in accounting policies from pravious NZ GAAP to NZ IFRSs is set out in the following tables and the noles that accompany
the tables.

Reconcliiation of equity
The effecis on lotal equity on the fransition from previous NZ GAAP to NZ IFRS are as follows.

1-Jun-11 31-May-12
$ $
Tolal equity under previous NZ GAAP 5,709,080 6,909,732
Effacts of transition to N2 IFRS:
Liability adequacy teslting 0 0
Risk margin 0 ¢
Valuation of investment assels 0 t]
Total equity under NZ {FRS 5,709,090 6,909,732

{b) Reconciliation of total comprehensive income for the year ended 31 May 2012

The eifects on tolal comprehensive income for the year on the transition from previous NZ GAAP to NZ [FRS are as follows.

31-May-12
$
Total comprehensive income for the year under previous NZ GAAP 1,200,642
Effests of lsansition to NZ IFRS:
Liability adequacy testing 0
Risk margin 0
Valuation of invesiment assels 0
2

Total comptehensive income under NZ IFRS 1,200,64

{¢} Notes to the reconciliations

Insurance contracts

The significant changes arising oul of the transition from old NZ GAAP to NZ IFRS 4 Insurance contracts are the Introduction of a new
liability adequacy test and the inclusion of an explicit risk margin when measuring the outslanding claims Hability.

(i) Liability adequacy fest

NZ IFRS infroduces the liabifity adequacy test and requires that unearned premium Hability adequacy be assessed at each reporting
date. Under old NZ GAAP the liability adequacy test was not required. The liability adequacy test identified no deficiencies on the date
of transition or on 31 May 2012.

(i) Risk margin

Under NZ IFRS, It Is a requirement that cutstanding claims liability includes an additional risk margin to allow for the inherent
uncertainty in the central estimate. Risk masgins are determined on a basis {hat reflects the Company's businass. At 1 June 2011
there was no outstanding claims liability and at 31 May 2012 the acluary defermined the net cutstanding liability was nil and a risk
margin was not required. .

Valuation of investments

Under old NZ GAAP, invesiments were measured at net market value {fair value less disposal costs) with movements in net market
value recorded in the Income Statement. Under NZ IFRS, investments are to be measured at fair value without any deduction for
disposal costs.

Under NZ IFRS, ihe fair value of invesiments is determined by reference to the quoted bid prices Instead of last sale prices under old
NZ GAAP. Analysis performed suggests thal there is immalerial differences on the valuation of the Company's investment in New
Zealand Government Stock and therefore no adjustment has heen made as af 1 June 2011 for the year ended 31 May 2012.
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Independent auditor’s report

To the sharecholder of Ballance Agri-Nutrients Insurance Limited

Report on the financial statements

We have audited the accompanying financial statements of Ballance Agri-Nutrients Insurance
Limited ("the company") on pages 3 to 16, The financial statements comprise the balance
sheet as at 31 May 2013, the income statement and statements of comprehensive income,
movements in equity and cash flows for the year then ended, and a summary of significant
accounting policies and other explanatory information.

Directors' responsibility for the financial staferments

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

Auditor’s responsibility

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

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

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

Our firm has also provided other services to the company in relation to taxation and general

accounting services. These matters have not impaired our independence as auditor of the
company. The firm has no other relationship with, or interest in, the company.
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Opinion
In our opinion the financial statements on pages 3 to 16:
e comply with generally accepted accounting practice in New Zealand,

o give a true and fair view of the financial position of the company as at 31 May 2013 and
of its financial performance and cash flows for the year then ended.

Report on other legal and regulatory requirements

In accordance with the requirements of sections 16(1)(d) and 16(1)(e) of the Financial
Reporting Act 1993, we report that:

e  we have obtained all the information and explanations that we have required; and

e in our opinion, proper accounting records have been kept by Ballance Agri-Nutrients
Insurance Limited as far as appears from our examination of those records.

SN

3 October 2013
Auckland
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Richard Hoplkins

Chief Financial Officer/Director
Ballance Agri-Nutrients Insurance Ltd
Private Bag 12503

Tauranga 3143

26 September 2013

Appointed actuary’s review of actuarial information for Ballance Agri-
Nutrients Insurance Limited

Dear Richard

This letter has been prepared for Ballance Agri-Nutrients Insurance Limited (BIL) to met the
requirements of Section 78 of the Insurance (Prudential Supervision) Act 2010 (the Act) in respect of
Section 77 of the Act, which requires that each licensed insurer must ensure that the actuarial
information contained in, or used in preparation of, the financial statements of the insurer is reviewed
by the appointed actuary.

I have reviewed the following actuarial information to be included in the audited financial statements
for BIL as at 31 May 2013:

Item Amount
Outstanding claims liability, at a 75% probability of sufficiency $0
Reir-x;suran.c.e.and 01&1&1‘ 1‘ec§veﬁes | $o0
Net outstanding claims lial;lity $0

Liability adequacy test on the premium liability, at a 75% probability of No additional provision
adequacy. required

I have been provided with all the information and explanations that I have required to complete my
review,

I am the appointed actuary to BIL and am employed by PricewaterhouseCoopers New Zealand. I am
independent of BIL,

PricewaterhouseCoopers, 188 Quay Street, Private Bag 92162, Auckland 1142, New Zealand
T: +64 9 355 8000, F: +64 9 355 8001, pwe.conz




_t

pwe

In my opinion:

o the actuarial information contained in the financial statements has been appropriately included
in those statements; and

° the actuarial information used in the preparation of the financial statements has been used
appropriately; and

° BIL is maintaining a solvency margin as required under Solvency Standard for Captive Insurers

Transacting Non-life Insurance Business issued by the Reserve Bank of New Zealand.
Reliances and limitations
This letter has been prepared for Ballance Agri-Nutrients Insurance Limited and is provided in
accordance with the terms set out in our engagement letter dated 4 February 2013.

No distribution of this letter to third parties, other than as required by law is permitted by us. There
may be requests for our report to be copied to third parties. We will be happy to consider these
requests, as and when they arise.

Our responsibilities and liabilities are limited to Ballance Agri-Nutrients Insurance Limited and exist
only in the context of their use of our letter. No liability or responsibility will be accepted by us in
relation to the use of our report for any other purpose. We will not accept any liability or responsibility
to any third party recipients.

We have relied on information provided to us in the course of carrying out our work. We perform some
data validation checks but we have not verified all of the information provided to us, nor have we
carried out anything in the nature of an audit. Accordingly, we express no opinion on the total
reliability, accuracy or completeness of the information provided to us and upon which we have relied.
We have no reason to believe that the information provided to us is inaccurate or misleading,

This letter must be read in its entirety. Individual sections of this letter could be misleading if
considered in isolation from each other. If distributed, this letter must be distributed in its entirety.

Yours sincerely
for PricewaterhouseCoopers

Christine Ormrod FNZSA

Appointed Actuary, Ballance Agri-Nutrients Insurance Limited
christine.d.ormrod@nz.pwe.com

T: +64 (9) 355 8437
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