BNZ Life Insurance Limited

STATEMENT OF COMPREHENSIVE INCOME
For the year ended 30 September 2013

2013 2012
Note $°000 £'000
Revenues
Direct insurance premium revenue and policy fees 2 77,121 71,290
Less insurance premiums ceded to reinsurers 3 (15,128) (13,229)
Net insurance premium revenue 61,993 58,061
MNet investment revenue 4 4,076 3,547
Total revenue 66,069 61,608
Expenses
Gross claims expense 5 32,634 20,686
Reinsurance recoveries revenue 3 (9,763) (10,762)
Net claims expense 22,871 18,924
Change in net policy liabilities 15 (253) 1,601
Other expenses 6 24,518 25,580
Total expenses 47,136 46,106
Profit /(loss) before income tax 18,933 15,503
Income tax expense/(benefit) 7 (1,594) (2.388)
Net profit after tax 20,527 17,891
Other comprehensive income - .
Total comprehensive income 20,527 17,891

The Statement of Comprehensive Income should be read in conjunction with the notes to the financial statements.
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BNZ Life Insurance Limited

STATEMENT OF FINANCIAL POSITION

As at 30 September 2013
2013 2012

Note $'000 $'000
Current Assets
Cash and cash equivalents ] 2,518 5,368
Receivables 9 3,754 4,166
Current tax asset 10 1,226 2,775
Total current assets 7,498 12,309
Non-current assets
Financial assets at fair value through profit and loss 1" 73,565 56,170
Intangible assets 14 4,574 6,269
Total non-current assets 78,139 62,459
Total assets 85,637 74,768
Current Liabilities
Payables 12 12,908 19,255
Total current liabilities 12,909 19,255
Non-current liabilities
Deferred tax liability 13 1,092 1,218
Policyholders' liabilities 15 (1,702) (3,116)
Total non-current liabilities (610) (1,898)
Total liabilities 12,299 17,357
Net assets 73,338 57,411
Equity
Contributed equity 16 11,000 11,000
Retained profits 62,338 46,411
Total equity 73,338 57,411

The Statement of Financial Position should be read in conjunction with the notes to the financial statements.

These financial statements were authorised by the Board for issue on 18 December 2013

Dirgctor
Z Life Insurance Limited

Date ;%_;2.;_2

i r il
BNZ Life Insurance Limited

Date [3:/2:/3
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BNZ Life Insurance Limited

STATEMENT OF CHANGES IN EQUITY
For the year ended 30 September 2013

Contributed Retained

Equity Earnings Total

$°000 $'000 $'000
As at 1 October 2011 11,000 51,520 62,520
Movements in Equity for the year - = B
MNet profit after tax - 17,891 17,891
Other comprehensive income - - -
Total Comprehensive Income for the year - 17,891 17,891
Dividends Paid 25 (23,000) (23,000)
As at 30 September 2012 11,000 46,411 57,411
As at 1 October 2012 11,000 46,411 57,411
Movements in Equity for the year - 5
Net profit after tax 20,527 20,527
Other comprehensive income * _ £
Total Comprehensive Income for the year - 20,527 20,527
Dividends Paid 25 - (4,800) (4,600)
As at 30 September 2013 11,000 62,338 73,338

The Statement of Changes in Equity should be read in conjunction with the notes to the financial statements.
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BNZ Life Insurance Limited

STATEMENT OF CASHFLOWS
For the year ended 30 September 2013

2013 2012

$'000 $'000
Cash flows from operating activities
Premiums and deposits received from policyholders 77,189 71115
Interest received 134 135
Reinsurance claims recoveries 10,108 10,044
Income tax refunds 3,017 938
Payments in the course of operations (29,405) (31,385)
Reinsurance premiums paid (14,872) (12,904)
Claims paid (30,968) (30,143)
Net cash provided by / (used in) operating activities 19 15,203 7,800
Cash flows from investing activities
Proceeds from disposal of financial assets 11,915 75,918
Payments for financial assels (25,368) (60,569)
Proceeds from / (payments for) property, plant and equipment - 24
Proceeds from / (payments for) intangible assets - 573
Net cash provided by / (used in) investing activities (13,453) 15,944
Cash flows from financing activities
Dividends paid (4,600) (23,000)
Net cash provided by / (used in) financing activities (4,600) (23,000)
Net increase/(decrease) in cash held (2,850) 744
Cash at the beginning of the period 5,368 4,624
Cash at the end of the period 19 2,518 5,368

The Statement of Cashflows should be read in conjunction with the notes to the financial statements.
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BNZ LIFE INSURANCE LIMITED

NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
for the year ended 30 September 2013

1. SIGNIFICANT ACCOUNTING POLICIES

Corporate Information

BNZ Life Insurance Limited is incorporated in New Zealand and registered under the Companies Act 1993, The
principal place of business is 60 Waterloo Quay, Wellington, New Zealand.

BNZ Life Insurance Limited is a wholly owned subsidiary of National Wealth Management New Zealand Holdings
Limited. National Australia Bank Limited in turn ultimately owns National Wealth Management New Zealand
Holdings Limited.

BNZ Life Insurance Limited offers life insurance products to customers. All operations are performed in New
Zealand within the insurance industry.

The Reserve Bank of New Zealand issued BNZ Life Insurance Limited with a full licence under the Insurance
(Prudential Supervision) Act 2010 on 18 April 2013. The full licensing process required BNZ Life Insurance
Limited to separate non life business from life business and operate the life business from a statutory fund.
Effective 1 October 2011, BNZ Life Insurance Limited transferred its non life business to a new service company,
BNZ Insurance Services Limited, a wholly owned subsidiary of National Wealth Management New Zealand
Holdings Limited.

The significant accounting policies that have been adopted in the preparation of this financial report are:
Basis of Preparation

These financial statements have been prepared in accordance with New Zealand Generally Accepted Accounting
Practice ("NZ GAAP") and the requirements of the Companies Act 1993 and the Financial Reporting Act 1993. NZ
GAAP comprises New Zealand equivalents to International Financial Reporting Standards (“NZ IFRS") and other
applicable Financial Reporting Standards and Interpretations as appropriate for profit-oriented entities. The
financial statements have also been prepared on a historical cost basis, except for financial assets and liabilities
that have been measured at fair value and the actuarial quantification of the policyholder liability.

The financial statements are presented in New Zealand dollars and all values are rounded to the nearest
thousand dollars ($'000). The functional currency is New Zealand dallars.

Statement of Compliance

The financial statements have been prepared in accordance with NZ GAAP. They comply with New Zealand
equivalents to International Financial Reporting Standards, and other applicable Financial Reporting Standards,
as appropriate for profit-oriented entities. The financial statements comply with International Financial Reporting
Standards (“IFRS").

Significant Accounting Judgements, Estimates and Assumptions

In applying the accounting policies of the company, management continually evaluates judgements, estimates
and assumptions based on experience and other factors, including expectations of future events that may have
an impact on the company.

In determining the policyholder liability at year end, significant assumptions have been made as documented in
Note 20.

Deferred tax assets are recognised for tax loss carry forwards and unused tax credits only to the extent that the
realisation of the related tax benefit is probable. The uncertainty of the recoverability of the tax losses and tax
credits is taken into consideration.

Applicable Standards or Interpretations that have not been adopted

The following new standards, amendments to standards or interpretation have been issued but not yet effective
for the period ended 30 September 2013, and have not been applied in preparing these financial statements:

NZ IFRS 9 Financial Instruments. This standard is part of the IASB’s project to replace IAS 39 Financial
Instruments: Recognition and Measurement in three phases.

The standard requires all financial assets to be classified on the basis of the entity's business model for managing
the financial assets and the contractual cash flow characteristics of the financial asset. Financial assets are
initially measured at fair value plus, in the case of a financial asset not at fair value through the profit and loss,
particular transaction costs and subsequently measured at amortised cost or fair value.
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BNZ LIFE INSURANCE LIMITED

NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
for the year ended 30 September 2013

1. SIGNIFICANT ACCOUNTING POLICIES

The standard retains the existing requirements of NZ IAS 39 for the classification of financial liabilities and the
ability to use fair value. However the change in fair value is accounted for in two parts; change relating to credit
risk is presented in other comprehensive income, any remaining change is presented in profit and loss.

In February 2012 the mandatory effective date of NZIFRS 9 was extended changing the applicable date to
periods beginning on or after 1 January 2015. The adoption of this standard is expected to have an impact on
disclosures only.

NZ IFRS 13 Fair Value Measurement was issued in June 2011 and is effective for periods beginning on or after 1
January 2013. It explains how to measure fair value of assets and liabilities and expands the disclosure
requirements for all assets and liabilities carried at fair value. The adoption of this standard is expected to have
an impact on disclosures only.

Changes in Accounting Policy

The accounting policies adopted are consistent with those of the previous period.

The financial statements were authorised for issue by the Directors on 18 December 2013.

Revenue Recognition

Premium Revenue Recognition

Premiums receivable on all insurance policies are recognised as revenue on an accruals basis.
Investment Revenue Recognition

Investment revenue includes both realised and unrealised profits and losses which represent changes in the
measurement of financial assets.

All other investment income is recognised on an accruals basis.
Other Revenue Recognition

All other operating revenue is recognised as revenue on an accruals basis with the exception of reinsurance
rebates which are recognised on a cash basis due to the subjectivity of the calculation.

Reinsurance

Reinsurance agreements provide for indemnification of the company by the reinsurer against loss or liability.
Reinsurance income and expense are recognised separately in the Statement of Comprehensive Income when
they become due and payable in accordance with the reinsurance agreement.

Claims Recognition

Claims incurred that relate to insurance contracts, providing services and bearing risks including protection
business, are treated as expenses. Claims are recognised when the liability to the policyowner under the policy
contract has been established, or upon notification of the insured event depending on the type of claim.

Financial Assets

Financial assets, excluding cash and receivables, are classified at fair value through profit or loss in accordance
with NZ IAS 39. Financial assets are therefore initially recognised at cost in the Statement of Financial Position
and subsequent remeasurement is at fair value. Purchases and sales of financial assets are accounted for at
trade date. Unrealised profits and losses on subsequent remeasurement to fair value will be recognised in the
Statement of Comprehensive Income. Details of fair value for the different types of financial assets are listed
below.

@ Cash assets are carried at face value of the amounts deposited. The carrying amounts of cash assets
approximate to their fair value. For the purposes of the statements of cash flows, cash includes cash on
hand, deposits held at call with banks and investments in money market instruments.

. Trade receivables are accounted for as loans and receivables and are generally settled within 60 days and
are carried at amounts due. The collectability of debts is assessed at reporting date and specific provision is
made for any doubtful accounts. The carrying amount of receivables approximates to their fair value.



BNZ LIFE INSURANCE LIMITED

NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
for the year ended 30 September 2013

1. SIGNIFICANT ACCOUNTING POLICIES

. Shares, fixed interest securities, options and units listed on stock exchanges trusts are initially recognised at
cost and the subsequent fair value is taken as the quoted price of the instrument at the Statement of
Financial Position date.

. Unlisted fixed interest securities are recorded at amounts based on valuations using rates of interest
equivalent to the yields obtainable on comparable investments at balance date.

. Unlisted unif trusts are recorded at fund managers' valuation.

Depreciation

All tangible non-current assets are depreciated by taking the depreciable amount and spreading this cost over the
useful economic life of the asset on a straight-ine basis. The depreciable amount represents the initial
recognised cost at the date of acquisition, or that at the date when it becomes ready for use in the case of
internally constructed assets, less any residual value,

Depreciation rates and methods are reviewed annually for appropriateness. Changes to depreciation rates and
methods are reflected prospectively in current and future periods only. Depreciation is expensed through the
Statement of Comprehensive Income.

The depreciation rates used for each class of asset are as follows:

Office equipment 5 years
Data processing equipment 3 or 5 years

Intangible Assets

The costs of developing and enhancing internal use software are expensed as incurred. Casts that are directly
associated with the production of identifiable and unique software products controlled by the Company, and that
will probably generate economic benefits exceeding costs beyond one year, are recognised as intangible assets.
Direct costs include software development employee costs and an appropriate portion of relevant overheads.

Computer software development costs recognised as assets are amortised using the straight-line method over
their useful lives of 3 or 5 years.

Sale of Non-Current Assets

The gain or loss on disposal of non-current tangible assets is recognised at the date that the risks and benefits of
ownership of the asset passes to the buyer, usually when an unconditional contract of sale is signed. The gain or
loss on disposal is calculated as the difference between the carrying amount of the asset at the time of disposal
and the net proceeds on disposal.

Impairment

If there is an indication that the carrying value of any asset exceeds its recoverable amount, an impairment review
is performed to determine the deficit. Any resultant write-down is recognised as an expense in the reporting
period in which it occurs unless the asset had previously been revalued, in which case the previous revaluation is
written back with any excess being expensed.

Where a group of assets working together supports the generation of cash inflows, the recoverable amount is
assessed in relation to that group of assets.

In assessing the value-in-use of non-current assets the relevant cash flows have been discounted to their present
value using a pre-tax discount rate that reflects current market assessments of the time value of money and the
risks specific to the asset or group of assets.

Provisions

A provision is recognised when, as a result of a past event, there is a legal, equitable or constructive obligation, it
is probable that an outflow of economic benefits will be required to settle the obligation and a reliable estimate of
the amount of the obligation can be made.

The amount of provision recognised is determined by discounting the expected future cash flows (adjusted for
expected future risks) required to settle the obligation. The pre-tax discount rate used is one that reflects current
market assessments of the time value of money and the risks specific to the liability. The unwinding of the
discount is treated as a finance cost.
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BNZ LIFE INSURANCE LIMITED

NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
for the year ended 30 September 2013

1. SIGNIFICANT ACCOUNTING POLICIES
Payables

These amounts represent liabilities for goods and services provided to the Company to the end of the financial
year and which are unpaid.

Employee Benefit Expenses

No personnel are employed directly by BNZ Life Insurance Limited, but seconded via BNZ Insurance Services
Limited, from related party Bank of New Zealand Limited. All personnel related costs are presented as employee
benefit expenses and liabilities in BNZ Insurance Services Limited's financial statements. BNZ Life Insurance
Limited pays BNZ Insurance Services Limited a management fee for the services they receive in relation to
personnel employed.

Liabilities

Palicy liabilities are measured at net present values of estimated future cash flows or, where the result would not
be materially different, as the accumulated benefits available to policyholders. Other liabilities are measured at
net present values and changes in their net present values arising from changes in the measurement of net
present values are recognised in the Statement of Comprehensive Income as revenues or expenses in the
financial year in which the changes occur.

Policyholders’ Liabilities

Provision for Policy Liabilities
New Zealand Equivalent to International Financial Reporting Standard No. 4 — Insurance Contracts (NZ IFRS4)
sets out the methodology for measuring policyholder liabilities.

The provision for policy liabilities has been calculated using the New Zealand Margin on Services (MoS) method
as set out in New Zealand Society of Actuaries Professional Standard No. 3 “Determination of Life Insurance
Policy Liabilities”.

The MoS policy liabilities represent the amount, which together with future premiums and investment earnings,
will:

(a) meetthe expected payments of future benefits and expenses, and
(b) provide for the systematic release of profit as policy services are provided and income is received or
recognised.

The amount of equity retained as solvency reserves (see Note 22) has been determined in accordance with the
Reserve Bank of New Zealand Solvency Standard for Life Insurance Business.

Provision for Incurred Claims

Provision has been made for estimated liabilities that arise from claims notified but not settled at balance date.
Inclusion of a particular claim in this provision does not signify an admission of liability.

Income Tax

BNZ Life Insurance Limited is subject to the life insurance tax regime. From 1 July 2010 there have been
significant changes to the taxation of life insurance businesses. Prior to this change the tax regime required a life
office base and a policyholder base to be maintained. The life office base is subject to tax on investment revenue
less expenses plus underwriting income. The policyholder base seeks to tax benefits as they accrue to
policyholders and the company is taxed as a proxy for the policyholder. The life insurer pays tax on the higher of
the two bases at the company rate of 28%. From 1 July 2010 a shareholder base and a policyholder base are
required to be maintained. The shareholder base taxes term insurance business on actual profits as other
businesses are taxed, removing what was generally considered to be favourable tax provisions. Transitional rules
exist for term insurance business sold before 1 July 2010.

The income tax expense or revenue for the period is the tax payable on the current period's laxable income
adjusted by changes in deferred tax assets and liabilities attributable to amounts recognised as assets or
liabilities, and to unused tax losses.

Deferred tax assets and liabilities are recognised for temporary differences between the carrying amount of
assets and liabilities for accounting purposes and the tax bases of those assets and liabilities, and for unused tax

8
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BNZ LIFE INSURANCE LIMITED

NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
for the year ended 30 September 2013

1. SIGNIFICANT ACCOUNTING POLICIES

losses. The tax rates expected to apply when the assets are recovered or liabilities are settled, based on those
tax rates which are enacted or substantively enacted for each jurisdiction, are applied to the cumulative amounts
of deductible and assessable temporary differences to measure the deferred tax asset or liability.

Deferred tax assets are recognised for deductible temporary differences and unused tax losses only if it is
probable that future taxable amounts will be available to utilise those temporary differences and losses.

Deferred tax balances attributable to amounts recognised directly in equity are also recognised directly in equity.
The tax-related amounts arising from deferred tax balances are determined using the balance sheet method
which calculates temporary differences based on the carrying amounts of an entity's assets and liabilities in the
Statement of Financial Position and their associated tax bases. In addition, current and deferred taxes
attributable to amounts recognised directly in equity are also recognised directly in equity.

GST

Where a transaction is subject to GST the amount recorded in the Statement of Comprehensive Income is net of
the recoverable portion.

Dividends

A provision for dividends payable is recognised in the reporting period in which the dividends are declared, for the
entire undistributed amount, regardless of the extent to which they will be paid in cash.

Contributed Equity
The company has only one type of authorised share capital, ordinary shares,
Holders of ordinary shares receive dividends as declared at the discretion of the company and are entitled to one

vote per share at shareholder meetings. In the event of winding up of the company ordinary shareholders rank
after creditors and are fully entitled to any surplus proceeds of liquidation.
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BMNZ Lifa Insurance Limited

NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS (continued)
for the year ended 30 September 2013

2013 20z
2 Pramium Revenua §'000 §000
Life insurance contract premiums 774 71,290
Total premiums received or recelvable 7742 71,200
2013 2012
3 Relnsurance 3000 000
In the curreni and previous year BNZ Life Insurance Lid has enfered into reinsurance agreements with Munleh Re, Hanfover Lile Re, Swiss Re, CIGNA and RGA.
Reinsuranca Revenus
Reinsurance portfolio revenue 762 1,567
Reinsurance recoveries on clams 9,001 9,195
9,763 10,762
Reinsurance Expanse
Réinsurance premiums 15,128 13229
15,128 13,229
2013 2012
4 Investment Revenus §'000 5000
Revanue fiom
- Equity saciirities 2412 1,665
- Debt sacurities 1,530 1.747
Represented by
- Intarest income 1,530 1,747
- Realised gainef{losses) on financial assets held as fair value thiough profit or loss (178) 195)
- Unraalised gainaflosses) on financial assets held as fair value theoogh profit or loss 2,687 1,760
Call interest income - commonly controlled entities 134 135
Total investmant revenue 4076 3,547
T T
013 iz
5 Claims expanse $'000 000
Death & disability 32,634 20 686
Total claims pald or payable 32,634 20 686

EY



BNZ Life Insurance Limited

NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS [continued)
for the year ended 30 Seplember 2013

2013 202
& Other Expanses $'000 $000
Management fees 9,164 11,200
Marketing expense 685 773
Commission 12,521 11,658
Loes on sale - Property, plani and equipment
Amartisation - Intangible assets 1715 1,715
Software development and licensing sxpense & =
Audit fees = -
Outside sarvices 192 )
Medical foes 214 183
Bank fess 17 17
Total other expanses 24,518 25 580
Policy acquisition costs
Commissian 2,948 2971
Olher acqusition costa 5,205 7,071
Total policy acquisition costs 8,233 0,554
Policy maintenance costs
Commission 9,572 9335
Other maintenance cosis 6,560 6.722
Total policy maintanance costs 16,123 16,057
Investment managemeant expansas 162 128
Total other axpenses 24,518 25 580
Investment Management expanses are as charged. Expenses are apportionad batwenn policy acguisiien and policy meintenance on the hasis of time [ cost analysis
All audit fees are paid by a related company, BNZ Insurance Sarvices Limidad
2013 2012
7 Income Tax Expansal|Benafit) §'000 000
Total income tax charged to Statement of Comprehansive Incoma
Current Lax (1.510) {3.4GE)
Dioterred tan (B4) 1,080
Taolal income e axgensel’i penafit) (1,554) {2.388)
The tax on the company profit befors tax diffars from the theoretical ameunt that would arise using the basic company fax rate of 26% as follows.
Reconciliation of income tax expense/{benefit) shown in the Statement of Comprehensive Income with prima facie tax payable on the pre-lax
accounting profit
Frofit [{loss) before income tex 18,933 15,503
Prima facie income tax at 28% 5,301 45341
Addideduct: Tax effact of amounls which are non-deductible or non-aseessable:
Mon assessable and tax paid incoma (8,201) {8.302)
Hon deduchble expanses 1962 2524
Underlfover) provision in prior years a4 &7
Rate Adjustment 30% 1o 28% = (18)
Total income fax expansael|benedil) {1,594) {2,386)
_
2013 2012
& Cash and Cash Equivalents $'000 §'000
Cash at bank - Cemmanly contiolled entities 2518 5,368
2,518 5,368
2013 2m2
9 Receivables $'000 5000
Reinsurance claims recoverable 3,431 27785
Life insurance pramiums recewabla 173 153
itz 150 238
Receivable within 12 montha 3,754 4,166

At 30 September 2013 thare were 3ol (2012, Snil) past due o impaired recevables
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BMZ Life Insurance Limited

MNOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS [continued)
for the year ended 30 September 2013

2013 amz

10 Current Tax Assals and Liabilities $'oon §0do
Opening balance 2,775 (93]
Dwer f {under) provision in prior years (199 210
Tax paymentsl{refunds) (3,059} (601)
Cunent year tax (expense)benefit 1,709 3,250
Closing balance - current {ax assetiFability) 1.226 2778

1

prs

Any tax fosees and ynused lax credis are reflected ae a current tax asset as the tax lozses and unused {ax credils are offset against iaxable income of the BNZ group. Tha BMZ group compansates the
Company for any benefit received from using tax losses and excess credits. A current tax liability of the Company is alsa mef by the BNEZ group, and the Company will comgensate the BNZ group for
meating its tax kability

The tax calculations reflect the changes introduced in the Taxation (Intermational Taxation, Life Insurance, and Remedial Metiers) Asi 2000, The tax rules relating 1o the life insurance business have been
updated to ersure that term insurance business is taxked on actual profits, as other businesses ars taxed. Thase changas genarally took sffect from 1 July 2000, with term insurance products sold before
thal date subject bo ransitional rules.

2013 20z
Financial Assets at Fair Value through Profit and Loss §ooo 000
Currenl financial assels - Expected to be reatised within 12 monthe - .
Non=suiranl inancial assets - Expected 1o be realised in mors than 12 manths 73,565 6,170
73,565 58,170
S

The majority of cur financial assets have been classified 22 non current lo meet the requirements of NZ IAS 1 {Presentation of Financial Slatements j which refers ko the expectation or inlention of
realisation. Whike these financial assets ara of a long team nature and not expected fo be realised within 12 months, over 75% of these financial assats have a confractual maturity of less than 12 manths
and therelore could be realsed wihin two business days to meet any short berm commitmants.

The: determination of fair value by leval of tha fair valus hisrarchy definad in NZ 185 32 and IFRS 7 is as follows:

30 Seplember 2013 Lewel 1 Lewal 2 Lewel 3 Total Falr Valua
Equity securities

= Unit Trusts . 14,838 . 14,938
Subtotal Equity securities i 14,938 = 14,938

Debl securifies

- Mational Govermment - NZ Govemmant sacunties 1,124 - - 1,124

= Linif Trusis - 57,304 - 57,304

= Qiher - Morigage Income Fund - - 199 199
Suhblolal debl securities 1,124 57,304 194 58,627
Total Financial Asseats at Fair Valus through Profit and Loss 1,124 72,242 1849 73,565

- e——

30 September 2012 Lovel 1 Lovel 2 Level 3 Taotal Fair Value
Equity securitias

= Uit Trusts = 13,186 - 13,186
Subtotal Equity securibes = 13,186 - 13,186
Debt securibes

- Mational Governmaent - NZ Government securifies 1,124 - - 1124

- Unit Trusts - 41,662 - 41,662

- Othar - Mortgage income Fund s - 188 198
Subtotal dabt securites 1,124 41,662 158 42984
Total Financial Assels at Fair Value through Profit and Loss 1,124 54,848 185 56,170

Raconciliabon of moverants in Leval 3 financial assets measured at fair valus:

2013 a2
000 $000
Digbt secwilies - Marigage ncome Fund
Carmying amount al beginning of year 198 293
Total gainalosses} in Statement of Comprehansive Income 1 a)
Purchases
Sales - {81}
Carrying amount at end of year 183 158

Included in the Level 1 category are the financial instrements thal are measured in whobe or in part by reference o published guotes in an active markat
Included in the Level 2 category are inputs other than quoted prices included in Level 1 that are cbaervable, either directly {as prices) or indirectly (derived from prices).

Included in the Level 3 category are inputs that are not based on observable market data bt instead in whole or in pan using a valuation technigue (model} based on assumptions that are neither
supported by prices from observable current markel ransactions in the same instrument nor are they based on avallabla markst data. The only asset class in this category is the Morigage Incoms Fung
becauss it s closed o new business, This investient continues o be valusd and priced on a daily basks taking into ascount movemants in interest samad and managemantitustes foss incurred.

The Morigage Income Fund {(MIF) has been suspandad since Oclober 2008 and is being formally weund up. A small percentage of the MIF is held in cash investments with the remainder in mortgege
related Investmants through units in the Mofgage Distnbution Fund (MDF), which Invests in first mortgages. The MOF is alse being formally weund up. Capital ks being returned pro rata as units in the
MDF are repaid, The exact timing of these distributions will depend on how quickly loans made by the MDF matura and are repaid or, in some circumstances, ane sold. As at 30 Seplember 2013 capital
distributions recefved totalled 84%. with the last distribution recefved 2% during the year ended 30 Seplember 2012,

Mo fransfers between levels of the fair vabee hierarchy were made during the pedod.
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BNZ Life Insurance Limited

NOTES TO AND FORMING PART OF THE FIMANCIAL STATEMENTS (contnised)
fer the year anded 30 Seplember 2013

2013 2012
12 Payables §'000 £000
Reinsurance premiums payabile 2,947 268
Accruad operating sxpanses a54 403
Other payables - related parties
- commonly controlled enfities 0,508 16,155
Payable within one year 12,8900 14255
2013 012
Deferred Tax Asset | (Liability) £'000 5000
Dafarred Tax Asset | (Lizbility)
Balance a1 beginning of perkod (1.218) 200
Aquisition | |disposal) 42 (33E)
Tax Expense recognised in Statement of Comprehensive Incoma B4 [1.080)
Ealance al end of pericd - delemred lax aamfiliehlyj (1,092) {1,218)
Defarred tax asset is attributable Lo the lollowing items:
Lifa Resarvas 1340) (405)
Depraciaton {752} (809)

Total deferrad tax ss=ats § {liability)

(o2

[1.2132

The defermed tax charge in the Statement of Comprehensive Income comprises the following temporary diffarsnces:

Accalerated tax depeeciation 15 1556)
Othar provisicns . 13785)
Invastmants - -
Life Reserves 69 1149)
Defarred tax ansing from changes i the lax rale - -
Fecognition of tax credits - =
Tatal temporary differances included in delemed tax charge Statement of Comprehensive Income a4 (1,080

Doforred tax assets

Defarred Lax assets are recognieed for 1ax less carmy forwards and unused tax credits only io the extent that the realisation of the relatid tax benefits i probabie. The uncertainty of the recovesalility of
the tax losses and 1ax credits is taken into consideration, Tax losses to cary forward and unused tax cradits are recognised as part of curmant tax because losses and tax credits are utilsed in the year

generated by the BNZ Tax group and compensalion received.

All deferred tax assets and defered tax liabifilies hawe boen faken nlo accaunt in the Statement of Financial Position

2013 22
Intangible Assels 3000 5000
Inlernally Generated Software
At cosl 8,004 8.004
Accumulated amedisation (3,430) {1.715)
Tetal Intangibla Assets 4,574 6268
Reconciliations
Reconcilistions of the carmying amewnts for each class of offioe equipment. dats processing equiprmant and softwars are sel cul below

2013 2mz2

3000 $'000
Internally Generaled Soffware
Carmying amaunt al beginning of year 6,289 BATT
Additions - :
Dizpozals = (573)
Amortisation (4,715) {1.715)
Impairment losses recognised in Statement of Comprehensive Income under NZIAS36 - -
Impairment losses reversed in Stalement of Comprehensive Income under NZIAS 3G - -
Carrying amount at end of year 4,574 6.260
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS (continued)
fo the year ended 30 Septerbar 2013

2013 22
15 Policyholders® Liabilities 5000 $000

Gross ingurance contract liabilites / (assets) a1 1 Oelober {3,104) [4,822)
Acquired insurance contract policy labilites - -
Increasel (decraase) in insurance contract policy liabillties refiected in the Stalement of Comprehensive Incoma 1] (610} 1,718
Gross Inaurance contract liabilfties | [szseta] a1 30 Saplember (3,714) {3.,104)
Liabilities ceded under relnsurance
Opening balance at 1 Octobar (6.228) {6.111)
Incresss! (decrease) in reinsurance assels reflected in the Statement of Comprehensive income (i} 167 17
Cloging balance 30 September (5,871) 16 228)
Provision for incurrad claims 7,883 6216
Met policy liabilities / {assets) at 30 September {1,702) (3,118}

. A
Expectad to be realised within 12 months 7,883 6,218
Expecled lo be realised in moie than 12 menths - -
i) + (it} = increasalfdecrease) in ned policy liabilities as disclosed in the Statement of Comprehensive Income (253} 1,60
Componants of life insurance contract liabilities | (assats)
Future policy benefits 331,911 346,834
Future expenses 352,769 263115
Planned margins over fulure expenses 367,239 360,951
Balance of lulure revenues {1,061,504) {1,080.532)
Total life insurance coniracl pobcy liabiliies | (assels) [EJE Eﬂ. 332;

2013 2012
Contributed equity ¥'00a Shoa
Issued share capilal
20,000,000 $1.00 ordinary shares paid up to 30.55 each. 11,000 11,000

All ehares have equal woting rights and shara equally in dividends and surpluzs on winding up of the company.
There were no movements m ordinary share capdtal during the current and prior financial years.

When managing capital. management’s objactive is to ansura the entity continuss as & going concem as well as ablaming eptimal reterns to the shareholder and benefits for othar stakeholders.
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BMZ Life Insurance Limited

NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS (continued)
fo the year ended 30 September 2013

17 Related parties

Directors

The namas of aach person holding fhe position of directar of the company during the finencial year ware:

Glenn R Palrick {resigred 5 Apel 2013)
Richard L Morath

Prudence M Flacks {resigred 10 July 2013)
Pasyuish Gupla

Stephen J Mair

Andeew D Syrmons

Abigail K Foole [8ppointed 10 July 2013)
Campbell L Parkes [appointed 10 July 2013)

Direclor leas paid during the year ended 30 Septenber 2013 was 5110,687 {2012 - 326,417)

Apart from the defails disclosed in this note, no dissctor has entered into 8 matenal contract wih the company sknee the end of the previous financial year and there were no material contrasts invalving
direciors’ interests existing at reporiing date.

Other related parties
immediate and Lilimate parani entity

The immmadiate parent entity of the company is National YWealth Management Mew Zealand Hokdings Limited, a company incorporatad in New Zealand. The ulimate pasent entity is National Australia Bank
Lirmited ['tha National )

Commaonly controlled enlities

Bank of New Zealand Limited
BMZ Insurance Sarvices Limited

Transactions

Al ransactions, including banking transactions with Bank of New Zealand Group entibes, have besn enfered mio at armi's length an narmal commercial terma and conditions axcept that amaunts dus fram
group enfities are interest free Oulstanding balances at 30 September 2013 snd 2012 are unsecured and setllenent oLours in cash.

Transaction 1

BINZ Life Insuranca Limited is a ralated company to BINZ Insurance Services Limited. BNZ Insurance Services Limited incurs various expenses and overheads on behalf of BMZ Life Insurance Limited
which ara on-charged 1o BNZ Life Insurance Limited,

Transaction 2

BMZ Life Insurance Limited pays commissions be Bank of New Zealand and its subsidiary companiss in respect of the company's products.

Transaction 3

BNZ Life Insuranca Limited acquirss and dispeses of investiments with the Bank of New Zealand being the counterparty. At 30 September 2013 cach and call deposits were held at the Bank of New
Zaaland,

Transaction 4

BNZ Life Insurance Limited holds a payable to BNZ Insurance Services Limited and Bank of New Zealand at batance date. This ks in respect of, management fees incured, commission accruals and
paymients made on BMZ Life Insurance Limited's behall. Payments made on BMZ Life Insurance Limited's behalf are repaid six monihs following Bank of Mew Zealand invoice data

Transacfion 5

Effactive 1 Oclaber 2011, BNZ Life Insurance Limiled ransferrad ite non life business to BNZ Insurance Services Limited. This included cash considarabion for the transfer of the non fife assets and
liabilities as st 30 September 2011 from BNZ Life Insurance Limited to BNZ Insurance Services Limited. There were no outstanding batances as al 30 September 2012,

The aggregats amounts incleded in the Statement of Finansial Pasilien and the profit fram ordinary activities bafors income tax expense that resulted from transaclions with other related parties are:

For the year ended 30 For the yaar anded 30

Septembear Sepleiber As at 30 September  As at 30 September
2013 iz 013 2012
$°000 £000 £'000 $000
Trangaation 1
Commanly contrelled entities - managemant fee incurmmed 9,164 11,200
Trarsaation 2
Cammonly contrelied snlities - Commisskans 12,521 11,658
Transaction 3
Commeonly controlled entities - Cash and call deposis 2,518 5,368
Transaation 4
Commanly contrelled entities - Payables 21 belance date 9,508 16,155
Transaation 5
Commatly controlled entities - Cash consideration fer transfer of non life assets and labilities . 21,202
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BNZ Life Insurance Limited

NOTES TO AMD FORMING PART OF THE FINANCIAL STATEMENTS (continued)
for the year andad 30 September 2013

from BMEZ Life Insurance Limited o BNEZ Inswance Services Limited

18 Financial and Risk M nl Disclosures

The financial candition and oparating results of the Company are afected by a number of key fmancial and non-financial risks. Financial risks include market risk {including interest rata nisk, currency risk,
equity price risk and Investmen? nisk), liquidity risk and credit risk. The non-financial risks are insurance risk, H risk and al risk. The Company's abjeclives and pelicies in respest of

managing thase risks are sal out in the remainder of this section.

{a) Classification of Finaneial Instrumenis

The camying amounts of financial Instruments have been classified into the following categories defined in NZ A5 30:

Designated &t Fair
Loans and Value through Profit

30 Septembaer 2013 Racaivables and Loss Amortised Cost Fair Valus
Cash and cash equivalents 2,518 2518

Receivables 3,754 3,754

Financial assets at fair value through profit and loss 73,565 73,565

Payables [12,908) 112.908)
Total Financlal Assets ! (Liabilities) 6,272 73,565 (12,909) 66,028

30 September 2012

Caeh and cash equivalants 5368 £ 368

Recevablas 4,166 4166

Financial sesets ai fair value through pralit and loss 56,170 56170

Payables (10,255) (19,258
Total Financial Asseis | (Liabilities) 9,534 56,170 {19,255) 46,449

() Markat risk

Market nisk is the nisk of loss arising from movemants in market vanables including cbservable vanables such as inlerest rates, exchange rates and equity markets, and indirectly obesrvable vanakies
such as velstiliies and comedations, Market risk in the Company primarnly arises fram the management of insurance confracts and from non-trading market rsk posihons ansing from balance sheet and

capital management activities
fil fraferest rate fsk

Intarast rata risk represents the exposure to the effects of movements in prevalling interest rates.

Investment assais of the Company comprise cash, equily securiies and debt securites. All debt securibes are subject to market risk in the event of changes in interest rates. The maturity profile of

financial instrumenis is set oul below logather with the effective yields.

2013 Due within ~ Due within Mo -Interest Floating Yiald
1year 11to5years Bearing Interest Total
$000 5000 $000 £000 $000 o
Cash and cash equivalents - - - 2,518 2,518 2.50%
Roceivables - - 3,754 = 3,754
Financial assets at fair value through profit and loss
- Equity securities
Unit trusts = - 14,938 - 14,938
= Dabt sacurities
National nt - NZ securities - 1,124 - . 1,124 3.08%
Unit Trusts i r 57,204 - 57,304
Other - Mortgage Investment Fund - - 199 - 199
- 1,124 76,195 2,518 79,837
2012 Diue within Due within Mon -interest Flaating Yield
1year 1to5years Bearing Interest Total
000 £000 5000 S000 £000 b
Cash and cash equivalenis - - 5,368 5,308 Z2.50%
Recelvables = 4,168 - 4166
Financial assets al fair value through profit and loss -
- Equity securities =
Unit Trusts - 13,188 - 13,186
- Dent secunties
National Governmant - NZ Governmen! securilies - 1,124 = =. 1,124 3.08%
Linit Trusts = = 41 662 - 41,862
Other - Morigage Investmen! Fund = S 198 - 188
- 1,124 59.212 5.368 65,704

Dbt securities are astively managed and therefors part or all of the Company's poertfolie of sush securilies may not be held to maturty,
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BMZ Life Insurance Limited

MOTES TO AND FORMING PART OF THE FINAMCIAL STATEMENTS {continued)
far the: year ended 30 September 2013

Interest rate risk sensitivity analysis
The foliowing table demanstrates the impact of a reasonably possible changs in New Zealand and Intermatonal inlerest rates, with all other vaniabies held constant, on the Company's profit before tax. Itis

assumed that the retevant change occuss as al the Statemenl of Financial Pesition date (30 September 2013 and 2012),

Thia intarest rate risk disclosure has been prépared on the basis of the Company's investment in Unit Trests that have direct hoddings in cash and cash equivalents, and debt securities,

Sensitivity analysis on changes in fair value of investmants

The sensitivity analysis fer changes In the fair value of debt securities has been based en ten year volatility rates. Volatility rales are calculated using historical returna for industry recognized indices for
each asset class, The sensitivity range | based on a one standard deviation event for each Unil Trust. The effect on prodit or loss due to reasonably possible changes in market factors, &8 represented

by historicel price volatiliies, with all other variables held constant is dedailed below

10 Year Vedatility Rates

Sector valatility 30-Sep-13 30-Sap-12
NZ Cash 0.68% 0.50%
NZ Fixed Interest 3.23% 3.00%
Global Fixed Intarest 2.60% 3.00%
Impact on profit bafore tax Impact on profit before tax
013 2013 2012 2012
Sensitivity #{ve) $000's  Sensitivity -(ve) Sensitivity +(ve) $000's Sensitivity {ve)

Sactor $000's £000's

000 5000 5000 000
NZ.Cail 347 (347 183 (163}
NZ Fixed Interest kgl {31) a7 {37)
Global Fixed Interest 162 {162} 180 1180}

540 (540) 400 (a00)

Sensitivity analysis on interest incoms and interest axpanse

The sensitvity analysis for intenest income and interest expense hae been based on a one percant movemant in the interest rate, The effect an profitor lose due to reasonably possible changes in markel

factars, with all othed vanables hald canatant is detailed below.

Impact on profit befors tax Impact on prefit befere tax
213 2043 2013 202 2012 2012
Carrying +{we)  -{ve]% Movementin  Cairying amoun &t +(we) Movermenl in  -(we)% Movement in
amount at Movement In interest rate finating rate interast rata interest rate

floating rate  inlerest rate

£'000 $'000 §'000 5000 5000 5'000
Cash and cash equivalents 2,518 25 25) 5,368 54 54}
Financial assets heid a1 fair value through profit o loss 57,304 ETR E‘_l's: 41 662 417 1417)
Total assets subject to interest rate fisk 59,822 598 {508) 47,030 471 1471)

The risks faced and methods used for denving sensitivity information and significant vasiables did not change from the pravious pericd

] Corrency risk

Currancy, or foreign exchange, risk s the isk of loss resulting fiem changes in exchange rates. Losses in valus may resull from translating the Company's overseas invesiments into New Zealand doliars
{iranslation risk) or from adverse foreign cumency exchange rate movements on specific cash flow transactions (fransaction risk)

A proportion of the Company's investments comprise units in a unit trust that inveets principally in offshore equities. The marke! value of the unit trust is affected by mavements in the New Zealand dollar
relative to other cumenceess. altheugh the wnits in the unit trest e themselves New Zealand dollar denominatod

[+ y risk Hivity analysi
The foreign exchange risk disclosurs has been prepared on the basis of the Unit Trusts direct cumency exposures. The Unit Trusts did not hold any direct investments denominated (n a foreign surency
at balance dale



BNZ Life insurance Limied

NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS (continued)
{or the year snded 30 Seplember 2013

fiiil  Equify price risk

Equity price fisk is the risk that the fair value of equities will decrease as a resull of ehanges in levets of equity indices and the valus of individual stocks. The Company holds all of its equities at fair value
through profit and loss.

Equity investments are actively managed and monitored on a dally basia

Equity price risk sensitivity analysis
Tha fellkwing table damonstrates the impact of 8 ressonably possible movement in the fair value of equities, with all ether variables hald constant, en the Company's profit before tax, it is assumed that
the relavant change ocours s at the Statement of Financial Position date (30 September 2013 and 2002),

The sensilivity anatysis for equity invesiments has been based on ten year volatility rates. Volatility rates are calouliated using histoncal raturns for industry recognized indices for each ssset class and the
sensitivity 1ange Is based on a ene standard deviation event for each Uinit Trust. The effect on profit or loss due 1o reasonably possible changes in market factors, as represanied by historical price
vedalilites, with alil other variables held constant is detailed below.

10 Year Volatility Rates

Sactor volatility 30-Sep-13 50-Sep-12
Mew Zealand Equities 12.00% 12.20%
Infemational Equities 15.75% 15.70%
Impact on profit befors tax Impact an profit before tax
2013 2013 2m2 2z
Sensitivity +(ve) $000's  Sensitivity -[ve) Sansiivity +{ve) $000's Senaitivity {va)

Sector §000°s &000°s

000 §°000 5000 $000
Maw Zealand Equities 48T (487) 426 (428}
Inmrnational Equities 1,677 [1.677) 1.344 (1,344}

2,164 12,164) 1,770 1,770}

The risks faced and methods used for deriving sensitivity infarmation and significant vasiables did not change from the previous period

fiif}  Invesiment rigk

irvestment risk is the risk of volatility in the Company's net investmant samings and value that result in a reduced absility to implemant corporate sirategy. Investiment eamings arise from the Comgany's
imvastment of shareholder capital. Investment classes include equities and intereet baarings instruments, so the management of investment fisk encompasses aquity price fisk and interest rate riek.

Far the purposes af the risk mant policies and p L invesiment risk managemeni involves decisions made regarding the allosation of ivestment sssets Boross asset classes andior
markets and includes the management of risks within these asset classes. Investmant risk management relates b the investmant allocation decisions made by the Company in relation fo the investmant
of shareholder capital

(e} Liguidity risk

Liquidily risk ks the risk that the Company wil not be abla fo mest its debl obligations, or othes cash outflows, as they fall dus, because of 8 lack of liquid assets or difficulty in sither realising assets or
alferwise rasing adequate funding on accaptabla terms. The risk management guidelines adopled by the Company are designed to minimise liquiddy risk throwegh:

» ensuring that there is no significant expasure 1o iliquid o thinly traded financial instuments, and

= spplying fimits 1o ensure there is no concentration of liquidity risk to a pardicular counteqeary or markat,

(i) Risk management abjectives and policies for mitigating insurance risk

The Company's objestive is to satisfactonly manasge these risks in line with the Company's Risk Management Statement which is approved by the Board. Vasious procedures are pul in place b conbrol and
mitigate the risks faced by the Company depending on the nature of the risk. The Company's exposure to all risks is monitorad by the Head of Business Services and this exposure is regularly reparted to

the Board

Insurance risks are controllad through the use of undenamting procedures. adequate premium rates and policy charges and sufficient reinsurance arangements. Tight contrals are alse maintained over
claims management practices 16 ensure the corract and timely payment of insurance claims

Compliance risk and operational risk are both monitored by the Leadership Team which raports regularly 1o the: Board.

(1) Strategy for managing insurance risk
Partiollo of risks

The Company issues pridaminately tarm ifs insurance contracts and seme small fotal and permanent deaability and disability business. The parfarmance of the Company and it continuing abibty to write
business depends on ite ability 1o pre-empt and control risks. The Company has a risk strategy which has bean approved by the Board. It summanses the Company's agproach to risk and nisk

managament
Risk strategy

In sommpliance with contractusl and regulatory requirements, a sfratagy i in place fo ensure hat the risks undarwritien will not adversely affact the Company's ability to pay benefits and claims when due
The strateqy invalves the dentification of risks by type, impact and likelihood, the implementstion of processes and sontiols to mitigate the risks, and continuous manitoring and improvement of the
procedures in place 1o minimise the chance of an adverse compliance of operational risk occurring. Included in thiz stratagy is the process for underwiling and produst pricing lo ensure products are
appropriately pricad. Capital management is also a key aspest of the Company's risk managemant strategy. Capital requiremants are measurad using a risk based capital model and all of the various
requialafy reporting requirements to which the Company is subject

Tha Reserve Bank of Mew Zealand issued the Company with a full lisence undar the Insurancs (Prudential Supervision) Act 2070 on 18 April 2013 1t I a condibon for all lisansed insurers to maintain
minimum apital raquirements 1o meet the salvency standard fests as determined by the Bank. The board has put in place a targed surplus capial policy which datermines the capital fo be held in addition
ta the minimum capital requirements of the Bank. As af 30 September 2073 and 2012 the entity had caphal In excess of thal required by legislation and the Board

(i) Methods to monifor and #ssess Insurance risk exposures
Exposure to risk

In an &lfer to protect and enhance shareholder value, the Company activaly manages ils expasure 1o rizka ao that it can react in & limely manner to changaes in financial markels, insurance cycles and
peanomic and polfisal environments. Risk exposunes are managed using various analysis and valuation techniques and prudent and diversified undanriting

Managemeni reporing
The Company repes monthly financial and aperational results. claims experionce, claims frequency and saverity to the Leadership Team and Board This infarmation |e combined with the detail of the

Company's reinsurance programme 1o provide a cantral view of the Company’s performance and its gross and net expagure, The infarmation, the process by wiich it is gathered and e contrals over the
procass are reviewad on a quarterly basis by the Leadarship Team which reports regularly to the Board



BME Life Insurance Limited

NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS (continuad)
far tha year endad 30 September 2013

fiv) Mathods to limit or transfer insurance risk exposures
Reingurans

All reinsurance treaties are analysed o aseess the impact on the Company's exposure to riek and o ensure the schievement of the optimal cholce of type of reinswance and retention lavals,
Claims managamen
Stict claims managerment proceduies ensure the timely and correct payment of claims in eccordance with poficy conditiona.

Agsel and Fability managemeant lechniguss
Aegats are aliocaled in a way (o ensure an appropriate matzhing o tha kengar tarm Eabilites in the business.

{v) Concentration of insurance risk
Irsurance risks associsled wilh human life events

The age prefibe and mix of sexes within the population of policyholders is deemed sulliciently spread so that the risk consentation in relation o any particular age group is minimal.

{vi} Terms and conditions of insurance contracls

The nature of the terms of the insurance contracts wiitten |2 such 1hat certain jablos can b i ified on which related cash flows fo claim payments depend. The lable below provides an
cwerview of the key vanables upon which the amount of related cash flows are dependent.

Kay variables that affect the timing and uncerainty of futire cash

Type of contract Diwtail of contract workings Nature of compensation for claims  flows
Mon-participating life insurance Guaranieed benefits peid on death or il heatth {lotal and  Benefits, defined by the insurance Mortality, Morbidity, Market eaming iates, Interest rates,
contracis with fixed and permanent disability) that are fxed and guaranteed and  contract, are determined by the Discontinuance rates, Expansas.
guarantead terms (Tarm Lifa not at the discretion of the Esuer contract and are nod directly affected
and Disability), by the paiformance of the contracts as
a whole.
(d) Cradit risk

Credit risk is the nsk of loss that anses from a counterparty failing to meet their confractual commitments in full and on tme, or from losses ansng from the change in value of a financial nstrumend as a
result of changes in credit sk an that instrument

Credit risk in relation to the Company's insurance eperations is the risk that policyhalders, reinsurers, or third parties which have a contractual liability to the Company. default on thedr financial obligations.
& numbar of key policies are in place o mitgate this credit sk through:

« all life Insurance proposats baing subject to normal underwiting procedures bafore accaptance of risk. and
= the Company entering into reinsurance contracts wheseby some oo all of the risk associated with life insurance undenwriting is ceded to third party reinsurers, and

= the use of standard credit control technigues which ensure thal premium payments are made within a reasonable timeframe or cover and hence exposure to claim, canceded, and
= the moniloring of a reinsurer credit risk rating o control exposune bo reinsurance counterparty default.

Crafil risk in ralafion to the investment portfolio consists princepally of cash and shaort term domestic securities and deposits, and indirectly, investments in unitised products which invest in domesbic and
internationat fixed interest secutilies and international and Australasian equities. Mo collateral axists for any of the investmants hald by the Company. The maximum credit fisk exposure is the carrying
amaunt of the Individual invesiments. However, as invesiments are made in credit-worthy financial institufions, credit deficits are considered, at this time, unlixely to occur.

The investment portfolio in part backs the insurance aperations and in patt supports share capital and retained eamings. Investment mandales have been structured accordingly and are formalized by way
of a Board approved Statamant of Investment Policy and Objectives [SIPO). The Board has set exposure bmits (or benchmarks) for each sased class to ensure theve are no specilic concenirations of
chedil fisk across assel classes, counlries, ourrencias, industries, durations and securitiss. Compliance with the SIPC is monitored through the Company and repored 1o Board,

Credit exposure by credit rating
The aciual spresd of New Zealand cash and fixed interest and Giobal fixed interest mvestments at Stalement of Financial Position date is shown in the table below,

Rating range 2013 2z
k) %

ARA E% ki
AR 0% TES
A 3% 1%
BBB 2% TH
BB 0% %
Below BB 0% 5%
Mo cradit rating 0% 3%
100 100%:

Cradit axposure by investmant sactar

The table below provides information regarding the credit riek expesure of the Company at Statement of Financial Position date by investment secior,

Investment Sector 2013 i
% )

MZ Cash T0% B5%
MZ Fixed Intarest 1% 2%
Global Fived Interest 8% 10%
MZ Property 1% ik
Ghobal Property 1% %
MZ Equities 5% 8%
Intemational Equitias 10% 11%
Emarging Markets 2% 2%
Global Infrastructure 1% 1%
Cammodities 1% 1%
100% 100%
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS {sonlinued)
for the year ended 30 September 2013

19 Motes to the statement of cash flows

20

2013

§'000

2012
5'000

{a) Reconciliation of cash

For the purposes of the statement of cash flows, cash includes cash on hand and at bank and shor-teem deposits at call, net of outetanding bank overdrafts. Cash as at the end of the financial vear as

shown in the Statement of Cash Flows ks reconciled o the related items in the Statement of Financial Position as follows:

Cash &t bank - Commanly controllad antifies 2,518 5,568
2,518 5,368

{b) Raconciliation of profit from ordinary aclivities afer income tax Lo net cash provided by operating activities

Profil from ordinary activities afier income tax 20,527 17,89

Adjustments for items classified as imvestingfinancing acfivities

Realisad (gains)lozses from financial assets 8 fair value through profit and |oss 115 a5

Interest incoma from financial assets at fair value through profit and oss {1.530) {1.747)

Adjusiments for non-cash movements

Unrealised (gains Mlosses fram financial assets al fair value through profit and less (|2,587) {1,760}

Dapraciation and amonisation 1,715 115

Change in assels and Fabiliies during e fnancial pear

{ini e in re 412 (BO3)

{Increase)Decreass in current lax assets 1,549 (2 BB

Increasaf{dacrease) in policyholders” liabilites 1414 1744

{Increase)Decrease in deferred tax assels [126) 1418

{Decrease)increase in payables (6,346) (7.185)

Mat cash provided byf{used in) operaling activities 15,203 7,800

Actuarial information

The offective date of the actuarial report on the policy liabiliies and solvency reserves for BMZ Life Insurance Limited is as at 30 September 2013 and covers the 12 month peried ending on that date.

T palicy kabilitiss and solvency resarves repart is prepared by Hamish Farrar, BSc, FIAS, Fellow of the New Zealand Scciely of Acluaries

Folicy liabilites have been detarmined in aceordance with the New Zealand Society of Actuanes’ Professional Standard Mo, 3 and solvency reserves have been determined in ascordance with the

Reserve Bank ef New Zealand Solvency Standard for Life Insurance Business.

Summary of the best estimate assumplions used in delermining policy labilities:

Rigk Free Discount Rates

Year Discount Rate
k)

4.50
450
450
450
4.50
4,50
4,50
4,50
4.50
4.50

0@ W B WM e

1

o
3

The risk free discount mie s based on 10 Year goverament bond yields with and allowance for iInvestmen? expenses. For 2013 the rate used was 4.50% [2012- 3.38%). Thess rates are gross of tax and

were darived by reference lo NZ Government Stock yialds.

Inflaticn Rats

The inflation rate is based on the assumption thal the long term inflation rate is measured by the increase in the Consumer Price Index will be 2% (2012 2%) per annum. The inflabion rate |e used to
detarmine expacted future palicy Increases in respect of those policies whare thers is an option far the policy holder 1o increasa tha level of sum insured sach year according to the growth in Consumar

Price Index

Profit Carriers and Valuation Methods
The methods and profit carmiers for particular policy types are as lollows:

Product Mathad Prafit Carrier
Securitylifa Projection Framiuns

Aol ife Projection Fremiums

LifaCan Projection Pramiums
EasyCovar Projection Premiums
Business LifeCare Projection Pramiums
LoanCara Aocumalatian na

Personal Loen Insurance Projection Promiums

Dirget Marketing Producis Projection Premiuwms or claims
Group Insurances Unexpirad Risk nia

20

EY



BHNZ Life Insurance Limilad

HNOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS {continued)
for the year ended 30 September 2013

Future Maintenance and Investment Mansgement Expenses
The fulure expenses range from $8.60 to $73.08 per policy per annum, depending on the product. Allowance is also mada for claims expenses and discontinuance expanses

Expenses are assumed to inflate at a rate of 2% (2012: 2%) per annum,

In addition, proper allowances heve been made for futere commiselon payments sccording to rates of commission appropriate for each product

Rate of Taxation
A tan rate of 28 cents in the dollar has been assumed. With the enactment of lagislabon revising the taxation basis for e insurance, allowances have been made within projections of future paymenls

due under the new basis along with changes to the pricing basis of products,

Martality and Morbidity
The main mortality table used is ane derived from the NZOT Martality Table (berm insurances) modified for emoker / non smeker mortality and adjusted for the Company's exparience. Morbidity rates used

for warious disability and trauma benefits are based on various published tables reflecling expenence in Australia and New Zealand

Rate of Dlscontinuance
Rates of discontinuance have been determined by reference fo actual experence and range fram 1% to 31%. depanding on the product end, for some products. on durabion

Sensitivity to Key Assumptions
The table below illustrates the changs in present value of fubure profit margins il claim rales, lapses and expenses are changed.

Assumption Changa in present value of fulure profit margins
{$million) %)
claime increased by 10% -33 -0t
claims decreased by 10% 33 94
lapsa increased by 10% =27 %
lapse decreased by 10% o 7%

maintenance expenses
{mecluding commession) -18 ~6%
increased by 10%

mainlenance sxpenses
{imchuding commission) 1B )
decreased by 10%

i of Change In A pii

¥

The table below lustrates tha significant changes in present value of future profit margins a1 30 Seglember 2073 due to the change in sssumptions from 2002 10 2073, The change In sesumplons has no
affect on the policy habilities.

Valuation Movermasnt Change in p-rnn_m v-alu_n nnf future profit
margins ($million)
2012 Valuation a1
Change in discownd rate and
policy movemants -8
Change in expense
assurmpbons 4
Change in morbidity and
moriality assumptions -8
Change in lapse
S83UMpLoNE a
Ciher assumplion changes 18
2013 Valuation T

Basis of Calculating Surrendar Valuas
Mo BNZ Life Insurance Limided products atract surmender values

Rates of Growth of Unit Prices in Respect of Unit Policies
BNZ Life Insurance Limied has not Ssued any unit linked contracts

Rates of Fulure Suppertabls Participating Benefils
BNZ Lile Insurance Limied does not have any pasicipating products.

Crediting Policy Adoptad in Determining Future Supporiable Participating Benafits
BNZ Life Insurance Limited does not have any pariicipating products,

2013 2012
21 Operating profit oo Lt
Profit related to movements in policyholders” liabiities
Plannad margins of ravanuss over axpanses 19,683 18,272
Differance batween actual and assumed expenence (3,293) {2.286)
The effects of changes fo undarling assumplions Ler) (955}
Investiment sarmings on assels in excess of polcyhalders’ liabilikes 3,249 2,880
Other income N =
par Statement of Comprehensive Income 20,527 17,891

byl
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS {continued)

for the year ended 30 September 2013
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Regulatory Capital

2013
$000

2012
5000

The Campany is required fo comply with solvency standards for life insurance business izsued undar the Insurance (Prudential Supervizion) Act 2010

BNZ Lile Insurance Limited established the BMZ Life Limited Statutory Fund Mo, 1 (e Statutory Fund) on 26 February 2013, All of the business in BNZ Life Insurance Limited is held in the one statulory

fuind, The ealvency requirements and capital composition balow as at 30 September 2013 represent the Statutary Fund in it's entirety.

Solvency requirements and capital compasition:

Paid share capital 11,000 11,000
Retlained eamings 62,338 46411
Capital 73,338 57411
Less deduclions:
Intangible assats [4,574) (6.284)
Dualerred lax assat = -
Actual solvency capital BB, 764 5.2
Insurance sk capital charge 20,579 24,537
Catastrophe rigk capital charge 13,737 13,614
Aszat nisk capital chame 7,974 7.5820
Palicy liablities plus Other liabilities i12.259) (16,128}
Minirmum solvency capital 20,991 25532
36,773 21,500

Solvency margin

Commitments and contingencies

The Directors are nel sware of any capital commitments ar contingent lisbiitiss at balance date. (30 September 2012: nil)

Subsequant evants

Ma ileme, transactions or events of a matensl and unusual nature hive arsen betwean he end of the financial yesr and the date of this report. which is likely, in the opinion of the direciors, 1o aflect

significantly the operations of the company, the results of those eperations. or the state of affairs of the company in future financial years

2013 20z
Dividends $'000 5000
Declared and paid during the year (2073 23.00 cents | 2012; 115.00 cents) {4,800) (23,000)
Total dividends gnised in the f (4,600) {23.000)
2013 M2
Imputation Credil Aceount §'000 §'000
Balance af beginning of penod 1,792 1702
Transfers from cther group companies - =
Iimputation credits attaching o dividends received during the period T =
|mputation credils attaching 1o dividends paid during the period . %
Income tax paymenis dunng the period net of refunds & =
Adjustment for change in group stushine - =
Balance al end of period 1,863 1,792
— —
Mo Dividend Wihholding Payment acecunt e meintained by the Company.
nil nil

Paolicyhalder credit sccount
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Independent Auditor's Report
To the Shareholders of BNZ Life Insurance Limited

Report on the Financial Statements

We have audited the financial statements of BNZ Life Insurance Limited (the ‘company”) on pages 1 to 22, which
comprise the statement of financial position of BNZ Life Insurance Limited as at 30 September 2013, the
statement of comprehensive income, statement of changes in equity and statement of cash flows for the year
then ended and a summary of significant accounting palicies and other explanatory information.

This report is made solely to the company's sharehaolders, as a body, in accordance with section 205(1) of the
Companies Act 1993. Our audit has been undertaken so that we might state to the company's shareholders
those matters we are required to state to them in an auditor's report and for no other purpose. To the fullest
extent permitted by law, we do not accept or assume responsibility to anyone other than the company and the
company's shareholders as a body, for our audit work, for this report, or for the opinions we have formed.

Directors’ Responsibility for the Financial Statements

The directors are responsible for the preparation of the financial statements in accordance 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 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

Qur responsibility is to express an opinion on the financial statements based on our audit. We conducted our audit
in accordance with International Standards on Auditing (New Zealand). These auditing standards require that we
comply with relevant 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 our 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, we have considered the 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 overall presentation of the
financial statements.

We believe we have obtained sufficient and appropriate audit evidence to provide a basis for our audit opinion.
We provide other assurance services to BNZ Life Insurance Limited.

Partners and employees of our firm may deal with the company on normal terms within the ordinary course of
trading activities of the business of the company.

Opinion

In our opinion, the financial statements on pages 1 to 22:

[ comply with generally accepted accounting practice in New Zealand;
» comply with International Financial Reporting Standards; and

»  give atrue and fair view of the financial position of BNZ Life Insurance Limited as at 30 September 2013 and
its financial performance and cash flows for the year then ended.

Report on Other Legal and Regulatory Requirements
In accordance with the Financial Reporting Act 1993, we report that:
We have obtained all the information and explanations that we have required.

[n our opinion proper accounting records have been kept by BNZ Life Insurance Limited as far as appears from
our examination of those records.

Ernik &

18 December 2013
Wellington



BNZ Life Insurance Limited — Appointed Actuary’s Report for the Year Ended 30" September 2013

This report has been prepared in accordance with s78 of the Insurance (Prudential Supervision) Act
2010.

| have reviewed the actuarial information contained in the financial statements of BNZ Life Insurance
Limited (BNZ Life) for the year ended 30 September 2013.

This review has encompassed:

e Checking the underlying policy data for reasonableness.

e Checking the accounting data for reasonableness.

e The assumptions underlying the projected policy liabilities.

e The calculation of non-projected reserves.

e The notes containing actuarial information in the financial statements.
e The calculation of the solvency reserves

This review has not included a detailed review of the accounting data as | have relied on the external
audit to highlight any material issues in this data.

Aside from my relationship as Appointed Actuary of BNZ Life | have no other interests in BNZ Life or
its subsidiaries. | do hold directly a number of shares in NAB, the ultimate parent of BNZ Life.

I have obtained from BNZ Life all the information and explanations that | required to complete this
review.

The actuarial information contained in the financial statements has been appropriately included in
those financial statements. The actuarial information used in the preparation of the financial
statements has been used appropriately.

In my opinion BNZ Life is maintaining the required solvency margin that applies under its license.

In my opinion the sole statutory fund operated by BNZ Life is maintaining the required solvency
margin.

,W,
Hamish Farrar, FNZSA

Appointed Actuary, BNZ Life Insurance Limited

9" December 2013



