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CIGNA LIFE INSURANCE NEW ZEALAND LIMITED
Statement of Financial Position
As at 31 December 2011

Note
Assets
Current assets
Cash and cash equivalents 11
[nsurance receivables 12
Other receivables 13
Financial assets at fair value through profit or loss 14
Policy loans
Non-current assets
Deferred tax asset 10
Property, piant and eguipment 15
Intangible assets 16
Total Assets
Liabilities
Current liabilities
Trade and other payables 17
Other liabilities 18
Insurance liabilities 22
Non-current liabilities
Deferred tax liability 1G
L.ife insurance contract Habikities 1%
Total Liabilities
Equity
Contributed equity 21

Retained earnings
Total Equity

These financial statements were authorised for i

On behalf of the board @
s
‘! &
Director "

Director

The notes on pages 5 to 32 are an integral part of these financial statements.

by the signatories below en
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2011 2010
$'000 $'000
35,225 37,001
6,520 6,249
3,054 4,336
81,752 74,488
286 339
10,881 -
1,085 1,184
2611 677
141,418 124,274
9,332 8,041
1,945 1,072
5,685 7,738
30,419 21,707
!23,308 17,649
24 073 20,909
117,345 103 365
500 500
116,845 102,865
117,345 103,365
S /
J = 7 2012;
e 12/7 /12
Date ! /‘7 // 7
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CIGNA LIFE INSURANCE NEW ZEALAND LIMITED
Statement of Comprebensive Income
For the year ended 31 December 2011

Note
Premium revenune
Premium revepue from insurance contracts 6
Outwards reinsurance expense
Net premium revenue
Other revenue
Investment revenue 7
Fee and other revenue
Net other revenue
Payments under policies
Claims expense 8
Inwards reinsurance 8
Net claims expense
Change in life insurance contract liabilitics 19
Orther expenses 9
Reversal of doubtful debt provision i3
Net claims and operating expeases
Profit before tax
Income tax credit / (expense) 10
Profit after tax

Other comprehensive income

Total comprehensive income attributable to
the members of CIGNA Life Insurance NZ
Lid

The notes on pages 5 to 32 ar¢ an integral part of these financial statements.

2011
$'000

63,120

(5,797)
57,323

11,669
178
11,847

(12,168)
757
1,415

4115
(37,288)

(44,584)
24,586

2,165
26,755

26,755

Hl

Ay

pwe

2010
5'000

59,340

(4,478)
54,862

6,328
334
6,662

(13,159)
610
{12,545

3,478
(35,753)
1,671

{43,153)

18,371

{2,078)
16,293

16,293
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CIGNA LIFE INSURANCE NEW ZEALAND LIMITED

Statement of Changes in Equity
For the yvear ended 31 December 2011

Share capital Retained Total
Earnings
$'000 $'900 $'000
Opening balance 1 Jannary 2010 S04 91,072 91,572
Totat comprehensive income 2010 - profit - 16,293 16,293
Transactions with equity holders in their capacity as equity holders:
Dividend payment (39 per share) - (4,500) (4,500)
Balance 31 December 2010 500 102,865 103,365
Total comprehensive income 2011 - profit - 26,755 26,755
Transactions with equity holders in their capacity as equity holders:
Dividend payment ($25.55 per share) - (12,775) (12,775)
Balance 31 December 2011 500 116,845 117,345

The notes on pages 5 to 32 are an integral part of these financial statements.
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CIGNA LIFE INSURANCE NEW ZEALAND LIMITED
Statement of Cash Flows
For the year ended 31 Deceraber 2011

Note 2051
$'000

Cash flows from operating activities
Premiums received

Reinsurance received

Interest received

Dividends received

Fee income

Claims expenses

Reinsurance paid

Payments to suppliers and employees
Commissions paid

Income taxation (paid) received

Net cash inflow from eperating activities

Cash flows from investing activities

Outflow from purchase of property, plant and equipment
Qutflow from purchase of intangible assets

Inflow from sale of investments

Outflow trom purchase of investments

Inflow from life investment policyholders

Outflow from life investment policyholders

Cash (outfow) inflew from investing activities

Cash flows from financing activities

Repayment of lean from (40) related party

THvidend payment

Net cash inflow (outflow) from financing activities
Net {decrease) increase in cash and cash equivalents
Cash and cash equivalents af beginning of year
Cash and cash equivalents at end of year

Cash is represented by:

Cash at bank and in band
Short-term bank deposits

62,352

1,716

5,494

160

178

(14,586)
(4,452)
(25,901)
(12,214)

10 () -
29 12,747

(303)
(274)
4,948
(6,205}
217
{1,861)

(3,478)

1,730
{12,775)
(11,045)
(1,776)

37,001

35,225

11 20,993

1 14,230
35,225

The notes on pages 5 fo 32 are an integra! part of these financial statements.

2040
3000

59,776
735
5,003
166
334
(14,496}
(3,947)
(24,690)
(13,413)

9,462
(123)
{427

14,574
(18,795)

4,771}

54
(4,500)
(4,594)

o7
36,904
37,001
18.276

18,725
37,001
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CIGNA Life Insurance New Zealand Limited
Statement of Significant Accounting Policies
For the year ended 31 December 20311

Statement of Compliance

CIGNA Life Insurance New Zealand Limited (the Company) is a profit oriented entity incorporated and
domiciled in New Zealand. The Company was incorporated on 13 December 1967. These financial statements
cover the 12 month period to 31 December 2011. The Company’s principal products and services comprise the
selling and administration of life insurance and life investment contracts. The Company 1s a reporting entity for
the purposes of the Financial Reporting Act 1993,

The Company is a fimited Hability company. The address of its registered office is Level 25, Majestic Centre 100
Willis Street, Wellington, New Zealand.

Basis of preparation

The financial statements are for the Company as a separate legal entity and have been prepared in accordance
with Generally Accepted Accounting Practice in New Zealand (NZ GAAP). They comply with New Zealand
equivalents to International Financial Reporting Standards (NZ IFRS) and other applicable financial reporting
standards as appropriate for profit oriented entities.

The financial statements comply with International Financial Reporting Standards (IFRS).

These financial statemments are prepared under the historical cost convention, as modified by the revaluation of
financial assets at fair value through profit or loss.

Unless otherwise stated, all amounts are rounded to $000°s and are expressed in New Zealand currency, which is
the Company’s preseatation currency.

The preparation of financial statements in conformity with NZ IFRS requires the use of certain critical accounting
estimates. It also requires management to exercise its judgement in the process of applying the Company’s
accounting policies. The areas involving a higher degree of judgement or complexity, or areas where
assumptions and estimates are significant to the financial statements have been disclosed in notes 1 and 2.

Significant Accounting Policies
(a) New standards adopted by the Company

The accounting policies adopted are consistent with those of the previous financial year except as follows. The
Company has adopted the following new standards and amended New Zealand equivalents to International
Financial Reporting Standards and interpretations as of 1 January 2011:

NZ TAS 24 ‘Related Party Disclosures (2009) (effective for annual reporting periods beginning on or after 1
January 2011).

This standard supersedes NZ IAS 24 - Related Party Disclosures (2004). The revised Standard simplifies some of
the disclosure requirements, clarifies the definition of a related party and provides a partial exemption from the
disclosure requirements for government-related entities. There have been no changes or impact to any amounts
and disclosures in the financial statements due to adoption of this accounting policy.

(b) Policies not vet enacted

The following relevant new standards, amendments or interpretations to existing standards are not yet effective
and have not been early adopted by the Company:

NZ IFRS 9 ‘Financial Instruments’ (effective for periods beginning on or after 1 January 2015). NZ IFRS ¢
replaces the multiple classification and measurement models in NZ IAS 39 with a single model that has only two
classification categories: amorttised cost and fair value. Classification under NZ IFRS 9 will be driven by an
entity’s business model for managing the financial assets and the contractual characteristics of the financial
assets. It is not expected to have a material impact on the Company’s financial statements.
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CIGNA Life Insurance New Zealand Limited
Statement of Significant Accounting Policies
For the year ended 31 December 2013

NZ IAS 12 Recovery of Underlying Assets {effective from 1 January 2012). The amendment requires the
measurement of deferred tax assets or liabilities to reflect the tax consequences that would follow from the way
management expects to recover or settle the carrying of the relevant assets or liabilities, that 1s through use or
through sale and introduces a rebuttable presumption that investment property which is measured at fair value is
recovered entirely by sale. It is not expected to have a material impact on the Company’s financial statements,

NZ [FRS 13 ‘Fair Value Measurement’ (effective for annual periods beginning on or after 1 January 2013). This
standard consolidates all requirements for the measurement of fair value. It is not expected to have a material
impact on the Company's financial statements. The Company intends to adopt this standard from 1 January 2013.

FRS 44 ‘New Zealand Additional Disclosures and Harmonisation Amendments’ (effective | July 2011). FRS 44
sets out New Zealand specific disclosures for entities that apply NZ IFRSs. These disclosures have been
relocated from NZ IFRSs to clarify that these disclosures are additional to those required by IFRSs. Adoption of
the new rules will not affect any of the amounts recognised in the financial statements, but may simplify some of
the Company's current disclosures.

The Harmonisation Amendments amends various NZ IFRSs for the purpose of harmonising with the source
IFRSs and Australian Accounting Standards. The Company intends to adopt FRS 44 and the Harmmonisation
Amendments from 1 January 2012,

NZ IAS 1 Amendments Presentation of Items of Other Comprehensive Income (effective 1 July 2012). The
amendment requires entities to separate items presented in other comprehensive income into two groups, based
on whether they may be recycled to profit or loss in the future. This will not affect the measurement of any of the
items recognised in the balance sheet or the profit or loss in the current period. The Company intends to adopt
the new standard from 1 January 2012,

{c) Accounting for Life Insurance Business

The life insurance operations of the Company comprise the selling and administration of contracts which are
classified as either life insurance contracts or life investment contracts. Contracts that include both investment
and insurance elements are separated, where practicable, into these two elements and reported accordingly.
Where it is not practicable to separate the two elements the contract will be recognised as a life insurance
contract.

Life insurance confracis involve the acceptance of significant insurance risk. Insurance risk is defined as
significant if and only if, an insured event could cause an insurer to pay significant benefits in any scenario,
excluding scenarios that lack commercial substance (i.e. have no discernible effect on the economics of the
transaction). Insurance contracts inchude those where the insured benefit is payable on the occurrence of a
specified event such as death, injury or disability cansed by accident or illness. The insured benefit is either not
tinked or only partly linked to the market value of the investment held by the Company, and the financial risks are
substantially borne by the Company. Any products that do not meet the definition of a life insurance contract are
classified as life investment contracts.

Life investment contracts include investment-linked contracts where the benefit amount is directly linked to the
market value of the investments held in the particular investment-linked fund. While the underlying assets are
registered in the name of the Company and the investment-linked policy owner has no direct access to the specific
assets, the contractual arrangements are such that the investment-linked policy owner bears the risks and rewards
of the fund’s investment performance. The Company derives fee income from the administration of investment-
linked policies and funds.

(d} Revenue

Life premium revenue

Premium revenue is earned on life insurance contracts. Premiums with a regular due date are recognised as
revenue on a due basis. Premiums with no due date are recognised as revenue on a cash received basis. Deposit
components of life insurance contracts are not revenue and are treated as movements in policy holder liabilities.
Where it is not practicable to split out the insurance and investment elements of a contract all premiums have
been recognised as revenue.
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CIGNA Life Insurance New Zealand Limited
Statement of Significant Accounting Policies
For the year ended 31 December 2011

Investment revenue
Dividends and distributions — Revenue is recognised when the right to receive payment is established. Dividends
are recorded as income at the date the shares become “ex-dividend™.

Interest income — Interest income is recognised on a time proportion basis that takes into account the effective
yield on the financial asset.

Fair value gains and losses — Fair value gains and losses on financial assets at fair value through profit or loss are
recognised through Investment Revenue in the Statement of Comprehensive Income in the period in which they
arise,

Fee and other revenue
Fee revenue on investment contracts and other services provided by the Company is recognised in the period
services are provided,

(e) Claims expense

Insurance contracts

Claims incurred relate to life insurance contracts and are treated as expenses. Claims are recognised when the
liability to the policyholder under the policy contract has been established, or upon notification of the insured
event depending on the type of claim.

Claims in respect of investment account and investment linked business are recognised when the policies
concerned cease to participate, in whole or in part, in the earnings of the relevant fund. Where it is not practicable
to split out the insurance and investment elements of a contract ali claims have been recognised as an expense.

Maturity claims are recognised on the policy maturity date. Surrenders are recognised when paid. Death and all
other claims are recognised when the hability to the policyholder under the policy contract has been established,

Provision has been made for the estimated cost of all claims notified but not settled at reporting date. The
Company has also made an additional provision for the estimated cost of claims incurred but not reported at
balance date (IBNR).

Life investment contracts

There is no claims expense in respect of life investment contracts. Surrenders and withdrawals which relate to
life investment contracts are treated as a movement in life investment contract liabilities. Surrenders are
recognised when the policyholder formally notifies of their intention to end the policy previously contracted to.

Unrecouped acquisition costs attaching to life investment contracts surrendered are recognised as a reduction in
the carrying value of deferred acquisition costs.

(f) Reinsurance
Reinsurance premiums and recoveries are recognised separately as revenue and expenses in the Statement of
Comprehensive Income over the period of indemnity of the reinsurance contract.

Reinsurance and other recoveries receivable on paid claims, reported claims not yet paid, IBNR (Incurred But Not
Reported), and unexpired risk liabilities are recognised as revenue. Recoveries receivable are assessed in a
manner similar to the assessment of outstanding claims. Recoveries receivable are measured as the present value
of the expected future receipts, calculated on the same basis as the hiability for outstanding claims,

(g) Basis of expense apportionment
Expenses are incwrred in relation to the acquisition and maintenance of life insurance and life investment
contracts, in addition to expenses incurred with respect to investtnent management and other administrative
activities. Acquisition costs are the fixed and variable costs of acquiring new business, inchuding commissions
and similar distribution costs and costs of accepting, issuing and initially recording policies. Investment
management costs are the fixed and variable costs of managing investment funds. Maintenance costs are the
fixed and variable costs of administrative policies subsequent to sale and maintaining the Company’s operations
such as that they are sufficient to service in-force policies. All other expenses are considered to be maintenance
costs incurred to administer existing life insurance and life investment contracts.

Eh
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CIGNA Life Insurance New Zealand Limited
Statement of Significant Accounting Policies
For the year ended 31 December 2011

Expenses of the Company are either:
Direct costs; where they are directly attributable to life insurance and life investment products.

Indirect costs; all other expenses relating to the acquisition, maintenance and investment management activities
associated with life insurance and life investment contracts which are booked in cost centres and have been
incurred in relation to more than one business activity.

(h) Policy acquisition costs

Policy acquisition costs comprise the fixed and variable costs of acquiring new business, including commission,
advertising, policy issue and underwriting costs, agency expenses and other sales costs. Acquisition costs are
initially recorded in the Statement of Comprehensive Income, with any amounts to be deferred then taken to the
Statement of Financial Position as a Deferred Acquisition Cost (DAC).

(i} Deferred acquisition costs are recognised for the products below:

Life insurance contracts

The proportion of life msurance contract acquisition costs not recovered by specific charges received from the
contract holder at inception is deferred provided that these amounts are recoverable out of future product margins.
The deferred amounts are recognised in the Statement of Financial Position as a reduction in life insurance
liabilities and are amortised through the Statement of Comprebensive Income over the expected duration of the
relevant policies.

Life investment contracts
Acquisition costs incurred in acquiring a life investment contract are deferred, as an asset on the Statement of
Financial Position, and amortised over the periods of expected future benefit,

(j) Taxation

Curvent tax

Current tax is calculated by reference to the amount of income taxes pavable or recoverable in respect of the
taxable profit or loss for the period in each jurisdiction. It is calculated using tax rates and tax laws that have been
enacted or substantively enacted by reporting date. Current tax for current and prior periods is recognised as a
liability (or asset) to the extent that it is unpaid (or refundable).

Deferred tax

Deterred tax is accounted for using the comprehensive balance sheet liability method in respect of temporary
differences arising from differences between the carrying amount of assets and liabilities in the financial
statements and the corresponding tax base of those items.

Deferred tax assets and liabilities are recognised for temporary differences at the tax rates expected to apply when
the assets are recovered or the liabilities are settled, based on the tax rates enacted or substantively enacted by
reporting date.

Deferred tax assets are recogpised to the extent that it is probable that profits will be available against which
deductible temporary differences or unused tax losses can be utilised.

Goods & services tax (GST)

The Statement of Comprehensive Income and Cash Flow Statemnent are stated exclusive of GST where inputs are
recoverable. In these circumstances the GST is included in the related asset or expense. All other components are
stated inclusive of the non-recoverable portion of GST. All items in the Statement of Financial Position are stated
net of GST, with the exception of receivables which include GST invoiced.

(l) Financial assets backing insurance business

The Company has determined that, all assets held are assets backing life insurance contracts and life investment
contracts with the exception of property, plant and equipment. Such assets have been valued at fair value through
profit or loss wherever the applicable standard allows.

5
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CIGNA Life Insurance New Zealand Limited
Statement of Significant Accounting Policies
For the year ended 31 December 2011

Fair value is determined as follows:
¢ (ash assets, bauk overdrafis, and short-term deposits are carried at face value of the amounts deposited or
drawn. This approximates fair value.
¢ Shares listed on stock exchanges: fair value is taken as the bid price of the instrument. If the market fora
financial asset is not active {and for unlisted securities), the Company establishes fair value by using
valuation technigues. These include the use of recent arm’s length transactions, analysis, and option pricing
models, making maximum use of market inputs and relying as little as possible on entity-specific inputs,
+ Managed investment trusts: fair value is based on quoted broker prices, where available, or calculated
discounted cash flow models based on current market rates.
e Receivables are carried at book value, which is the best estimate of fair value, as they are settled within a
short period.
e Policy loans are carried at the recoverable amount represented by the present value of the outstanding cash
flows adjusted for any impairment. Policy loans do not meet the definition of a financial instrument.
e Fixed Interest securities: fair value is based on quoted broker prices, where available, or calculated
discounted cash flow models based on current market rates.

(1) Financial Assets
The Company classifies its financial assets into the following categories: at fair value through profit or loss and

loans and receivables.

1. Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss are financial assets held for trading. A financial asset is
classified 1n this category if acquired principally for the purpose of selling in the short-term. Assets in this
category are classified as current assets.

ii. Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not
quoted in an active market. They are included in current assets, except for maturities greater than 12 months
after the balance sheet date. These are classified as non-current assets. The Company’s loans and receivables
comprise “trade and other receivables”, “cash and cash equivalents” and “insurance receivables” on the

Statement of Financial Position.

Recognition and measurement
Regular purchases and sales of financial assets are recognised on the trade-date — the date on which the Company

conumits to purchase or sell the asset. Investments are initially recognised at fair value plas transaction costs for
all financial assets not carried at fair value through profit or loss. Financial assets carried at fair value through
profit or loss are initially recognised at fair value and transaction costs are expensed in the Statement of
Comprehensive Income. Financial assets are derecognised when the rights to receive cash flows from the
investments have expired or have been transferred and the Company has transferred substantially all risks and
rewards of ownership. Financial assets at fair value through profit or loss are subsequently carried at fair value,
Loans and receivables are carried at amortised cost using the effective interest method.

Gains or losses arising from changes in the fair value of the ‘financial assets at fair value through profit or loss’
category are presented in the Statement of Comprehensive Income within ‘investment revenue’ in the period in
which they arise. Dividend income from financial assets at fair value through profit or loss is recognised in the
Statement of Comprehensive Income as part of investment income when the Company’s right to receive
payment is established.

(m) Property, plant and equipment
Property, plant and equipment is stated at historical cost less accumulated depreciation. Historical cost includes

expenditure that is directly attributable to the acquisition of the items. Subseguent costs are included in the
asset’s carrying amount or recognised as a separate asset, as appropriate, only when it is probable that future
econornic benefits associated with the item will flow to the Company and the cost can be measured reliably.

=
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CIGNA Life Insurance New Zealand Limited
Statement of Significant Accounting Policies
For the year ended 31 December 2011

Deprecration is calculated on a diminishing value basis, using the rates set out below, over the remaining
economic life of the asset. The depreciation expense is recognised in the Statement of Comprehensive Income.

Computer equipment 20% - 60% DV
Leasehold improvements 8.5% - 30% DV
Furniture & fittings 9.5% - 33% DV
Office equipment 15% - 50% DV

The assets’ useful lives are reviewed, and adjusted if appropriate at each balance date. Gains and losses on
disposal are determined by comparing the proceeds with the carrying amount and recognised within Other
Expenses in the Statement of Comprehensive Income.

Au item of property, plant and equipment is derecognised upon disposal or when no future economic benefits are
expected to arise from the continued use of the asset,

{n) Intangible assets

Acquired computer software licences are capitalised on the basis of the costs incurred to acquire and bring to use
the specific software. These costs are amortised over their estimated useful lives at a rate of 48% to 60% DV.
Assets are tested for impairment on a regular basis.

Acquired ANZ CCRI in-force book of business is recognised at the fair value of consideration paid at acquisition
date, which reflects expectation of future economic benefits. This is amortised based on the drop off rate of the
acquired portfolio of in-force policies.

{0) Cash and cash equivalents
Cash and cash equivalents includes cash in hand, deposits held at call with banks and other short term highly

liquid investments with original maturities of 120 days or less.

(p) Impairment of non-financial assets

Assets that have an indefinite useful life are not subject to amortisation and are tested annually for impairment.
Assets that are subject to amortisation are reviewed for impairment whenever events or changes in circumstances
indicate that the carrying amount may not be recoverable. An impairment loss is recognised for the amount by
which the asset’s carrying amount exceeds its recoverable amount. The recoverable amount is the higher of an
asset’s fair value less costs to sell and the value in use. For the purposes of assessing impairment, assets are
grouped at the lowest levels for which there are separately identifiable cash flows (cash generating units).

(q) Trade and other payables
Payables include outstanding claims, expenses and fees payable and are recorded at the cash values to be incurred

when settled.

{r) Life insurance contracts, and life investment contracts
Policy liabilities consist of life insurance contract liabilities (including unvested policyholder benefits) and life
investment contract liabilities.

Life insurance contract liabilities

The value of life insurance contract habilities is calculated using the Margin on Services (MoS) methodology in
accordance with New Zealand Society of Actuaries Professional Standard 3, Determination of Life Insurance
Policy Liabilittes, (PS3). Under this methodology, planned profit margins and an estimate of future labilities are
calculated separately for each related product group using best estimate assumptions at each reporting date. Profit
margins are released over each reporting period in line with the services that have been provided. The balance of
the planned profits is deferred by including them in the value of policy liabilities. Furthber details of the actuarial
assumptions used in these calculations are set out in note 4. Certain product groups use the Accumulation
Method to value the contract labilities, The liability under the accumulation method is the termination value less
the DAC. The termination value for risk products is the sum of the unearned premium reserve, the IBNR reserve,
and the outstanding claims reserve.

Life investment contract liabilities

Life investment contracts liabilities are valued at fair value, which is based on the valuation of the linked assets,
subject to a mimmum of the current surrender value. Fair value is determined by estimating the amount payable
under the contract for any premiums received. %}
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CIGNA Life Insurance New Zealand Limited
Statement of Significant Accounting Peolicies
For the year ended 31 December 2011

The current surrender value is the amount which the contract holder is entitled to receive upon immediate
surrender. This equates to the accumulated premiums received less any surrender penalties.

{s) Liability adequacy fest

Life insurance

At each balance date, liahility adequacy tests are performed to ensure the adequacy of the contract Habilities, In
performing these tests, current best estimates of future contractual cash flows and claims handling and
administration expenses, as well as investment income from assets backing such liabilities, are used. Liahilities
are grouped into related product groups and each group is tested against the best estimate of future cash flows, If
the liability of the related product group is less than the best estimate, the liability is increased with the expense
being booked directly through the Statement of Comprehensive Income.

(t) Employee entitlements

Provision is made for employee entitlements for services rendered up to the balance date. This includes salaries,
wages, bonuses, accumulating sick leave, annual leave and long service leave. Liabilities arising in respect of
emplovee entitlements expected to be settled within 12 months of the reporting date are measured at their nominal
amounis.

{u) Stock Compensation

The company records compensation expense for stock awards and options over their vesting periods based on the
estimated fair value of the stock options, which is calculated using an option-pricing model. Compensation
expense is recorded for restricted stock grants and deferred stock units over their vesting periods based on fair
value, which is equal to the market price of Cigna Corporation’s common stock on the date of grant.

{v) Contributed equity
Ordinary shares issued by the Company are classified as equity and are recognised at fair value less direct issue
COStS,

(w) Operating leases

Operating lease payments arising from the lease of office premises and other equipment assets, where the lessors
effectively retain the significant risks and benefits of ownership of the leased items, are recognised in the
Statement of Comprehensive Income in equal annual instalments over the lease term in the period the amounts

are payable.

{x) Foreign currency translation

Foreign currency transactions are translated into the functipnal currency using the exchange rate prevailing at the
date of the transactions, Foreign exchange gains and losses resulting from settlement of such transactions and
from the translation at year end exchange rates of monetary assets and Habilities denominated m foreign
currencies are recognised in the Statement of Comprehensive Income. The functional currency of the Company
is New Zealand dollars.

(v) Cash flow statement

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

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

{b) Investing activities are those activities relating to the acquisition, holding and disposal of property, plant and
equipment, intangible assets and of investments.

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

Cash flows are included in the Cash Flow Statement on a gross basis and the GST component of cash flows
arising from mvesting and financing activities, which is recoverable from, or payable to, the taxation authority are
classified as operating cash flows.

{z) Change in comparative figures

The comparative figures have changed due to the reclassification of related parties reinsurance recoveries from
Other Receivables to Insurance Receivables in the Statement of Financial Position.
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CIGNA Life Insurance New Zealand Limited
Notes to the Financial Statements
For the yvear ended 31 December 2011

Note 1: Critical Accounting Judgements

The Company makes estimates and assumptions that affect the reported amounts of assets and liabilities at period end.
Estimates and judgements are continually evaluated and are based on historical experience and other factors, including
expectations of future events that are believed to be reasonable under the circumstances. It has been determined that
there have been no critical accounting judgements made during the period.

Note 2: Critical Accounting Estimates

{a) Life insurance confract liabilities

Life insurance contract liabilities are computed using recognised statistical or mathematical methods, which are
expected to give approximately the same results as if an individual liability was calculated for each contract. The
computations are made by suitably qualified personnel on the basis of recognised actuarial methods, with due regard
to relevant actuarial principles. The methodology takes into account the risks and uncertainties of the particular classes
of life insurance business written.

The key factors that affect the estimation of these liabilities and related assets are:

The cost of providing benefits and administering these insurance contracts;
Mortality and morbidity experience on life insurance products;

e Discontinuance experience, which affects the Company’s ability to recover acquisition costs over the lifes of
a contract and also the expected claims payments; and

e The amounts credited to policyholders® accounts compared to the retwmns on invested assets through asset-
liability management and strategic and tactical asset allocation.

In addition, factors such as regulation, competition, inferest rates, taxes, securities market conditions and general
economic conditions affect the level of these liabilities. In some contracts, the Company shares experience on
mortality, morbidity, persistency and investment results with its policyowners, which can offset the impact of these
factors on profitability from those products, Details of specific actuarial policies and methods are set out in note 4.

{b) The ultimate liability arising from claims made under insurance contracts
Provision is made at the period end for the estimated cost of claims incurred but not settled at the balance sheet date,
including the cost of claims incurred but not yet reported to the Company.

The estimated cost of claims includes direct expenses to be incurred in settling claims gross of the expected value of
salvage and other recoveries. The Company fakes all reasonable steps to ensure that it has appropriate information
regarding its claims exposures. However, given the uncertainty in establishing claims provisions, it is likely that the
final outcome will prove to be different from the original liability established.

The estimation of claims incurred but not reported (“IBNR”) is generally subject to a greater degree of uncertainty
than the estimation of the cost of settling claims already notified to the Company, where more information about the
claim event is generally available. IBNR claims may often not be apparent to the insured until many years after the
events giving rise to the claims have happened. In calculating the estimated cost of unpaid claims the Company uses a
variety of estimation techniques, generally based upon statistical analyses of historical experience, which assumes that
the development pattern of the current claims will be consistent with past experience. Allowance is made, however,
for changes or uncertainties which may create distortions in the underlying statistics or which might cause the cost of
unsettled claims to reduce when compared with the cost of previously settled claims including:

o  Changes in Company processes which might accelerate or slow down the development and/or recording of
paid or incurred claims, compared with the statistics from previous periods

Changes in the legal environment

The effects of inflation

Changes in the mix of business

The impact of large losses

Movements in industry benchmarks

a & o 3 @
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CIGNA Life Insurance New Zealand Limited
Notes to the Financial Statements
For the yvear ended 31 December 2011

A component of these estimation techniques is usually the estimation of the cost of notified but not paid claims. In
estimating the cost of these the Company has regard to the claim circumstance as reported, any information available
from loss adjusters and information on the cost of settling claims with similar characteristics in previous periods.

Large claims impacting each relevant business class are generally assessed separately, belng measured on a case by
case basis or projected separately in order to allow for the possible distortive effect of the development and incidence
of these large claims.

Where possible the Company adopts multiple techniques to estimate the required level of provisions. This assists in
giving greater understanding of the trends inherent in the data being projected. The projections given by the various
methodologies also assist in setting the range of possible outcomes. The most appropriate estimation technique is
selected taking into account the characteristics of the business class and the extent of the development of cach
accident year.

Provisions are calculated gross of any reinsurance recoveries. A separate estimate is made of the amounts that will be
recoverable from reinsurers based upon the gross provisions.

(¢} Assets arising from reinsurance contracts

Assets arising from reinsurance contracts are also computed using the above methods. In addition, the recoverability
of these assets is assessed on a periodic basis to ensure that the balance is reflective of the amounts that will ultimately
be received, taking into consideration factors such as counterparty and credit risk. Impairment is recognised where
there is objective evidence that the Company may not receive amounts due to it and these amounts can be reliably
measured.

Note 3: Risk Management Policies and Procedures

The financial condition and operating results of the Company are affected by a number of key financial and non-
financial risks. Financial risks include interest rate risk, currency risk, credit risk, market risk, financing risk and
liquidity risk. The non-financial risks are insurance risk, compliance risk and operational risk. The Company’s
objectives and policies in respect of managing these risks are set out in the remainder of this section.

(a) Risk management objectives and policies for mitigating risk

The Company’s objective is to satisfactorily manage these risks in line with the Company’s Risk Management
Statement. Various procedures are put in place to control and mitigate the risks faced by the Company depending on
the nature of the risk. The Company’s exposure to all risks s monitored by the Company and this exposure is
regularly reported to the Board.

Financial risks are generally monitored and controlled by selecting appropriate assets to back life insurance contracts
and life investment contracts. The assets are regularly monitored by the Board to ensure that there is no material asset
and liability mismatching issues and other risks such as lquidity risk and credit risk are maintained within the
acceptable limits.

Insurance risks are controlled through the use of underwriting procedures, adequate premium rates and policy changes
and sufficient reinsurance arrangements. Tight controls are also maintained over claims management practices to
ensure the correct and timely payment of msurance claims.

Compliance risk and operational risk are both regularly monitored.
(b) Strategy for managing risk
Portfolio of risks

The Company issues term life insurance contracts and disability insurance contracts. The performance of the
Company and its continuing ability to write business depends on its ability to pre-empt and control risks.

Sl
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CIGNA Life Insurance New Zealand Limited
Notes to the Financial Statements
For the year ended 31 December 2011

Risk strategy

In compliance with contractual and regulatory requirernents, a strategy is in place to ensure that the risks underwritten
satisfy policyholder’s risk and reward objectives whist not adversely affecting the Company’s ability to pay benefits
and claims when due. The strategy involves the identification of risks by type, impact and likelihood, the
implementation of processes and controls to mitigate the risks, and continuous monitoring and improvement of the
procedures in place to minimise the chance of an adverse compliance or operational risk event occurring. Included in
this strategy is the process for underwriting and product pricing to ensure products are appropriately priced. Capital
requirements are measured using various regulatory reporting requirements to which the Company’s operations are
subject.

Allocation of capital
A certain level of assets (capital) are required to be held by the Company in order to meet its liabilities to

policyholders and fulfil its new business plans. Capital is held in a central reserve based on management’s assessment
of the risk to which each line of business is exposed and its views on the profitability of the products that are sold.

Solvency margin requirements are in place to reinforce safeguards for policyholders’ interests, which are primarily the
ability to meet the future claims payments to policyholders. The solvency marging measure the excess of the value of
the insurers’ assets over the value of its liabilities, each element being determined in accordance with the applicable
valuation rules. This margin must be maintained throughout the year, not just at year end. These solvency
requirements also take into account specific risks faced by the Company.

(¢} Methods to monitor and assess risk exposures

Exposure to risk

In an effort to protect and enhance shareholder valoe, the Company actively manages its exposure to risks so that it
can react in a timely manner to changes in financial markets, insurance cycles, and economic and political

environments.

Management reporting

The Company reports monthly financial and operations results, mortality and morbidity experience, claims frequency
and severity, and exposure for each portfolio of contracts (gross and net of reinsurance) to CIGNA’s Asia Pacific
Regional Management Committee. This information is combined with the detail of the Company’s reinsurance
programme to provide a central view of the Company’s performance and its gross and net exposure. The information,
the process by which it is gathered and the controls over the process are reviewed by the CIGNA Asia Pacific
Regional Management Committee and is subject to annual review by the Parents company’s internal auditors.

(d) Methods to limit or transfer risk exposures

Reinsurance

The Company’s reinsurance activities and needs are monitored and directed by the CIGNA International Division
Reinsurance and Underwriting Department based in the United States. Reinsurance programumes are put in place to
assess the impact on the Company’s exposure to risk and to ensure the achievement of the optimal choice of type of
reinsurance and retention levels.

Underwriting procedures

Strategic underwriting decisions are put into effect using the underwriting procedures detailed in the Company’s
underwriting manual. Such procedures include limits to delegated authorities and signing powers. The underwriting
process is monitored by the internal quality control personnel to ensure adequate controls are in place over the
underwriting process and that the controls are effective.

Claims management
Strict claims management procedures ensure the timely and cotrect payment of claims in accordance with policy

conditions,

Asset and liability management techniques

Duration analysis is primarily used for interest-sensitive products and policies with long-term fixed payout patterns.
Sensitivity analyses are primarily used for participating products and simulate the impact of certain market fluctuation
scenarios on future cash flows, fair values or forecasted earnings. For non-discretionary participatory insurance
products, such as unit-finked products, the interest and market risks are passed on to the policyholder.

i
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Management of market risk is generally less critical for short-term insurance products, as the amounts and timing of
claims do not vary significantly with interest rates or other market changes that affect the underlying investments. The
premiums received and the investment returns (net investment income and realised gains and losses) provide
substantial lquidity to meet claims payments and associated expenses as they arise. Consequently, there is greater
flexibility in investment strategies while managing investments to ensure sufficient Hquidity to meet the claims as they
become due, based on actuarial assessments.

(e} Concentration of insurance risk

Insurance risks associated with human life events

The Company aims to maintain a stable age profile and gender mix within its portfolio of policyhelders. This policy
maintains a balance between the current and future profitability of the life business, a stable base of assets under
management and exposure to the significant external events such as those described above.

The age profile and gender mix within the population of policyholders is sufficiently spread so that the Company risk
concentration in relation to any particular age group is minimal.

() Terms and conditions of insurance contracts

The nature of the terms of the life insurance contracts written is such that certain external variables can be identified
on which related cash flows for claim payments depend. The tables below provide an overview of the key variables
upon which the amounts of related cash flows are dependant.

Type of contract Detail of contract workings Nature of compensation Key variables that
for claims affect the timing and
uncertainty of future
cash flows
Non-participating Benefits paid on death, Benefits, defined by the Mortality
life insurance survival, accident or ill health  insurance contract, are Morbidity
contracts with fixed  that are fixed and not at the determined by the contract Market risk
terms (Term Life discretion of the issuer. and are not directly affected Interest rates
and Disability) by the performance of Discontinuance
underlying assets or the Expenses
performance of the contracts
as a whole.
Life insurance These policies include a Benefits arising from the Mortality
contracts with clearly defined initial discretionary participation Morbidity
discretionary guaranteed sum assured which  feature are based on the Market risk
participating is payable on death. The performance of a specified Interest rates
benefits guaranteed amount is a pool of contracts or a Discontinuance
(endowment and multiple of the amount that is  specified type of contract. Expenses
whole of life) increased throughout the

duration of the policy by the
addition of regular bonuses,
annually which, once added,
are not removed. Regular
bonuses are also added
retrospectively.

R,
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Note 4: Actuarial Assumptions and Methods

The effective date of the actuarial reports on life insurance liabilities and life investment contract liabilities and
solvency reserves are 31 December 2011. The actuarial reports for the Company were prepared by Keith Christie, a
Fellow of the New Zealand Society of Actuaries. The actuarial reports indicate that the actuary is satisfied as to the
accuracy of the data upon which life insurance contracts and life investment contracts liabilities have been determined.

The liabilities of the life insurance contracts and the life investment contracts have been determined in accordance
with Professional Standard No. 3 (PS3) of the New Zealand Society of Actuaries.

{a) Methods used fo value policy liabilities

Projection method

The projection method uses expected cash flows (premiums, investment income, redemptions or benefit payments,
expenses and profits) to establish the value of policy liabilities. The value of expected future premiums is deducted
from the value of expected benefit and expense payments to arrive at the obligation to policy holders.

Accumulation method

Under the accumulation methed, the policy liability is the sum of the uneamed premiums, outstanding claims plus an
allowance for claims incurred but not yet reported (uniess held elsewhere on the balance sheet), less any deferred
acquisition costs.

Methods used
Where the policy liability is determined by the projection method, actuarial standards require profit to be related to
one or more financially measurable indicators of the provision of service (or related income) called “profit carriers”.

{b) Disclosure of assumptions
The profit carriers used for the related product groups (*RPG’s”) in order to achicve the systematic release of planned
margins were as follows:

RPG’s Profit carriers

Traditional with profit whole of life‘endowment  Value of bonus

Non-Profit Traditional Not Applicable (in loss)
Capital Guaranteed Not Applicable
Unitised Not Applicable

ASB MRI term Expected Death claims
CAPSIL term life including DM, System 6 term Expected Death claims
life

Accident, Health, Revolving Credit Not Applicable

Capital Guaranteed, Unitised and Accident, Health, Revolving Credit have been valued using the accumulation
method. The results from using the accumuliation method rather than the “projection” method recommended under
Appendix C of NZ IFRS 4 are not materially different.

Actuarial assumptions
Actuarial assumptions about future experience are required for the policy liability determination. The assumptions
used were best estimate assumptions set by the Actuary. The key assumptions were:

(i) Discount rates 2011 2010
Discount rates assumed are:
Term insurance policies 2.65% pa 4.12% pa
{after tax and investment fee basis)
Accidentat Health & Revolving Credit 2.29% pa 3.32% pa
Traditional life policies 4.18% pa 4.45% pa

{after tax and investment fee basis)
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(ii) Expense inflation rates
Allowance for future expense inflation of 3.00% pa (2010: 3.00% pa) 1s assumed.

(iif) Future expenses and indexation
Future maintenance expenses have been assumed at current levels increased by the rate of expense
inflation set out above (3.00% pa).

Future investment expenses have been assumed to be at the same percentage of assets under
management as curreptly applies (0.12% of funds under management for cash, fixed interest and
equities).

{iv} Rates of taxation
The assumption for the tax rate was 28% to reflect CLINZ’s tax rate from 1 January 2012.

Class of business 2011 2010
Ordinary life insurance business 28% 30%
Other business (including accident and disability) 28% 30%
Shareholder (general) funds 28% 30%

) Mortality and morbidity
Individual
The projected rates of claims reflect cwrent experience and are based on New Zealand standard
mortality tables NZ95, NZ97 and NZLT 90-92. The proportion of each table adopted was based on
recent actuarial investigations carried out by actuarial personne! of the company.

{vi}  Rates of discontinuance
Future rates of discontinuance for the major classes of business are assumed in aggregate to be in the

order of;

Revolving Credit 15% pa
Accidental & Health 12% pa
Term life msurance 10% pa
Whole of life insurance 2% pa

Assumed rates may vary by business partner within a class and vary according to the length of time
tranches of business have been in force

(vi)  Surrender value
Future policy surrender values are projected on the basis of the Company’s current practice.

(viii)  Unit prices
A fair value approach has been used to determine policy labilities for unit-linked life investment
contract business and no assumptions are needed about rates of growth of unit prices,

(ix) Future participating benefits

For discretionary participating business, it is policy to set bonus rates such that over long periods, the
returns to policyholders are commensurate with the investment returns achieved on relevant assets,
together with other sources of profit arising from business. Distributions are split between
policyholders and shareholders with the valuation allowing for shareholders to share in distributions. In
applying the policyholders’ share of distributions to provide bonuses, consideration is given to equity
between generations of poleyholders and equity between the various classes and sizes of policies in
force, in particular minimum guarantees for business fransferred. Assumed future bonus rates included
in policy liabilities were set such that the present value of policy holder benefits including future
assumed bonus is equal to the value of the assets supporting the business together with assumed future
investment returns, allowing for the shareholders’ right to participate in distributions.

=i
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Assumed future bonus rates for the major classes of individual participating business were thus
calculated to be:

Conventional (with profit) policies reversionary bonus rate — 2.33% pa

These rates are in addition to contractual returns on participating policies.

Effects of changes in actuarial assumptions from 31 December 2010 to 31 December 2011(Measured excluding
new business in the year)

Effect on future Effect on policy

Profit margins liability
$°000 $000

Assumption Category increase/(decrease) increase/(decrease)
Mortality and morbidity 5,871 -
Lapse rates 867) -
Discount rates 4,974 6,999
Expense level (no change in renewal assumptions) - -
Tax rate change (no change in tax rate) - -
Total 9,978 6,999

Risk Processes used to select assumptions

Discount rate

Where benefits under life surance contracts are not contractually linked to the performance of the assets held, the life
insurance contract liabilities are discounted for the time value of money vsing risk-free discount rates based on current
observable, objective rates that relate to the nature, structure and term of the future obligations.

Where benefits under life insurance contracts are contractually linked to the performance of assets held, the life
insurance contract liabilities are discounted using discount rates based on the market returns on assets backing life
insurance habilities.

Expense level and expense inflation
The valuation of Policy Liabilities includes the amount expected on best estimate assumptions to be required to the end
of the benefit period to meet future expenses.

PS3 states that servicing expense assumptions must be sufficient in total across all business assumed to be in force in
the vear following the valuation date to cover expenses estimated to be required in that year to fully support the
administration of that business as a going concern and to manage the assets representing the policy Habilities. Expenses
considered to be “one-off” may be excluded. An appropriate rate of inflation is applied to maintenance expenses
beyond the coming vear,

Acquisition cost assumptions are determined having regard to past expense levels, expected volumes of new business
and any other relevant factors. Acquisition costs relate to the costs incurred in acquiring specific policies, and de not
include any costs of general growth and development.

If any actual acquisition costs differ from best estimate assumptions, an experience profit or loss will emerge at
inception in addition to any planned profit. It is considered normal practice for the acquisition unit costs to reflect the
actual acquisition costs incurred in the reporting period.

The acquisition and maintenance expense assumptions have been derived from the analysis of 2011 expenses. The

analysis allocates expenses for each cost cenire department between solicitation, acquisition and maintenance expenses.
These expenses are then further split into Telemarketing and Bancassurance channels if required and different.

B
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Tax
The Company has adopted new tax rules applicable from 1 July 2010 and applied the new company tax rate, for future
projected periods, of 28%, from 1% January, 2012.

Mortality and morbidity

An appropriate base table of mortality is chosen for the type of product being written. An investigation into the actual
experience of the Company’s business over the most recent three years is performed and statistical methods are used to
adjust the rates reflected in the base table to & best estimate of mortality experience for the valuation. Where data is
sufficient to be statistically credible, the statistics generated by the data are used without reference to an industry table.

Voluntary Discontinuance
An investigation of the actual experience of the Company’s business over the most recent five years is performed and

statistical methods are used to determine an appropriate discontinuance rate. An allowance is then made for any trends
in the data to arrive at a best estimate of future discontinuance rates.

Interest rates

For contracts where benefits are not contractually linked to asset values, NZ IFRS 4 specifically requires an assumption
on the risk free rate of discount. The determination of the risk free discount rate takes into consideration the new money
vields for government bonds with terms corresponding to the expected duration of the underlying contracts. Inputs
from external investment managers are also taken in account in setting the fund growth rate,

Sensitivity analysis

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

Variable Impact of movement in underlying variable
Expense risk An increase in the level or inflationary growth of expenses over assumed levels will decrease
profit and shareholder equity.

Interest rate risk  Depending on the profile of the investment portfolio, the investment income will decrease as
interest rates decrease. This may be offset to an extent by changes in the market value of
fixed interest investments. The ifmpact on profit and sharcholder equity depends on the
relative profits of assets and liabilities, to the extent that these are not matched. Sensitivity
testing performed measures the impact from the liability side only.

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

Morbidity rates  The cost of the health-related claims depends on both the incidence of the policyholders
becoming ill and for continued benefits on the duration for which they remain ill. Higher than
expected incidence and duration would be likely to increase claim costs, reducing profit and
shareholders equity.

Discontinuance  The impact of the discontinuance rate assumption depends on a range of factors including the
type of contract, the surrender value basis (where applicable} and the duration in force. For
example, an increase in discontinuance rates at earlier durations of life insurance contracts
usually has a negative effect on performance and net assets. However, due to the interplay
between the factors, there is not always an adverse outcome from an increase in
discontinuance rates.

T
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Market risk For non-discretionary participation contracts maturity payments depend on the value of
underlying assets. In this case direct market risk is entirely bomne by policyholders. However,
the company derives fee income based on the value of the underlying funds; hence revenues
are always sensitive to changes in market value. For assets which are not contractually linked
to policy liabilities, the business is exposed to market risk

For life insurance contracts, which are accounted for under Mo8, amounts of liabilities, income or expenses recognised
in the period are unlikely to be sensitive to changes in variables even if those changes may have an impact on future
profit margins. The table below illustrates how changes in key variables would impact the reported profit and equity of

the business:

Increase in Policy Decrease i
Changes in Variable Movement Liabilities Shareholder Proﬁ't
NZ $000 After Tax and Equity
NZ $:000

Mortality Deterioration by 10% 0 0
Morbidity Claims Costs | Deterioration by 10% n/a n/a

Lapses and Surrenders Deterioration by 10% 0 0

Discount Rate Deterioration by 1% 7,562 7,562
Renewal Expenses Deterioration by 10% 0 0

Note that the impact of the discount rate change is solely an impact on liabilities. In the normal course of events a
compensatory but not necessarily equal change would occur in the market value of assets and thus to the shareholder

profit,

i
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5  Analysis of net profits

2011
Note 3000
Etermt
A Planned profit marging 4,617
B Experienced profits 10,364
C Capitalised (losses) 0
D Investrnent eamings on retained profits 11,774
Net profit after tax (=A+B+C+D) 26,755
6 Premijum revenue
Insurance premium revenue
Life insurance premiums 57.323
Life nvestinent premivims 495
Total life premivms 57.818
Eess
Deposits recognised as an increase in policyholder liabilities 19 317
Fee and other income recognised in premium incoms (178)
Life premiums recognised as revenue 57,323
Non life insurance premiunis 4
Qutwards reinsurance premiums 5,797
Total premium revenue from insurance contracts 63,120
7 Investment revenug
Dividend income 160
Interest income 3,602
Net fair value gains (logses} on financiai assets designated at fair value through profit or loss (i) 5.907
Total investment revenue 11.669
{i) Net realised gains and losses on financial assets
Equity & managed investiment frust gains / (losses) 107
Debt security gains / (losses) a1
198
(i) Net unrealised gains and losses on financial assets
Equity & managed investinent trust gains / {losses) (34}
Debt security gains / {losses) 5,743
5.709
Total investment revenue by contract type:
Life insurance contracis
Income from:
Equity securities and managed investment trusts 354
Fixed interest securities and cash 10,160
10,514
Life investment contracts
Income from:
Equity securities and managed investment trusts iz
Fixed interest securities and cash 1,276
1.155
11,669
8 Payments under policies
Claims expense
Life insyrance claims (net of reinsurance} 11,411
Life investment contract payments {withdrawals)} 1,414
Life ivestment contract claims (withdrawals) 447
TFotal life claims (net} 13.272
Withdrawals recognised as 2 decrease in policyholder liabilities 19 {1,861)
Inwards reinsurance revenues 757
Total life claims threugh profif and loss 12,168

2010
$'000

4.365
5.918

6,010
16.293

54,862
562
55,424

166
5,426
736
6,328

(7}
322
35

(123)
546
421

159
5,607
5.766

58
504
562

6,328

12,549
756
814

14,149

{1,600}
610
13,159
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9  Other expenses include
Policy acquisifion costs - life insurance contracts

Commission
Other solicitation and acquisition costs
Total policy acquisition costs

Policy maintenance costs
Commission

iife insnrance contracts
Envestiment management expenses
Total maintenance expenses

Total

Analysis of expense by nature
Corunission

Depreciation expense
Amortisation expense

Doubtful debts expense / (reversal)
Empioyee bencfits expense
Superannuation contributions

Fees paid to auditors - andit fees
Employee share options & restricted stock expense
Foreign exchange loss (gain)
Rental expense

Tenmnination expenses

10 Taxation
a) Income tax recognised in profit or loss

Profit from continuing operations

Income tax expense at 28 percent

Permanent differences

- life insurance liability permanent differences
Prior year losses now recognised

Unused tax losses and tax offsets not recognised as deferred 1ax assets

2011
5000

1.459
17,440

18.899

9.655
8,574
160

18,389

37.288

1115
377
340

11,719
773

165

1,161
160

24,586
6,884

1,128
{16,181)
]

(2169}

2010
$'060

1,614
14,565
16,179

10,795
8,665
14
15574

35,753

12,409
343
556

(1.671)

11,341

537

@4
1184
148

18,371
5,511

(8.873)
0
5,440
2,078

The tax expense reflects the movement in deferred tax fn respect of deferred acquisition costs included in policyholder liabilities (note 19} as well
as recognition of tax losses from previous years {due to the fact that CLINZ is now expected to generate taxable profit).

The benefit of income tax Josses not recognised but carried forward and available to be set off against future tife and accident and health base
taxable income approximates $142.2m (2010 $136m). The realisation of the tax benefit of the balance of these losses is dependent on the

Company meeting the requirements of ncome tax legislation.
b) Current tax asset

Movements in Imputation Credit Account
Opening balance

Credits attached to dividends received

Tax paymenis (refunds) to IRD

Credits attached to dividends paid

Transfer to policyholder credit aceount

¢) Deferred tax assets

Movements in deferred taxation assets
Available tax losses
Total deferred tax assets

2,445 2419
36 26
0 0
0 0
2,481 2,445
2011
Opening Movement Closing
balanee charged to balance
Income
Statement

$'000) $'600 §000
- 10.88% 10.88]
- 10,881 10.881

The deferred tax asset balance at 31 Deceraber 2010 was nil as CLINZ was not expected to utilise accurulated tax losses in the foreseeable future.
As CLINZ is now expected to begin grenerating taxable profit, accumulated tax losses will be recognised in the Stateinent of Financial Position to
the extent that they are expected to be used in the foreseeable fiiture (estimates at $38.8 million, tax effect of $10.9 million}. Losses of $38.8m
(deferred tax impact $10.9m) are expected to be recovered within 12 menths. The remainder will be recovered after 12 months.

) Deferred tax liabilities

Movements in deferred taxation liabilities
Policyholder reserves (recovery period greater than {2 months)
Total deferred tax liabilities

2011
Opening Movement Closing
balance charged to balance
Income
Statement

$'000 §'000 S00
21.707 8712 30.419
21,707 8712 30,419

Eh
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1t

12

13

2010
Opening Movement Clesing
balance charged fo halance
income
Statement
3080 5000 5000
Movements in deferred taxation liabilities

Policyholder reserves {recovery period greater than 12 months) 19,629 2,078 21,707
Total deferred tax Habilities 19,629 2,078 21,707
2011 2010
Cash and cash equivalents $'000 000
20,995 18,276
Cash ai bank and in hand 14,230 18,725
Short-term bank deposits 35,225 37,001

The effective interest rate on short-term bank deposits was 3.69% (2010: 4.18%) and has an average maturity of 83 days (2010; 280 days),

Insurance receivables

Quistanding premiums 4,346 4,077
Related party reinsurance recoveries 31 1,300 939
Reinsurance recoveries 363 1,233
Total insizrance receivables {current) 6,520 0,249

The value of past due but not impaired receivables as at 31 December 2011 was $68.030 (2610: $75,601). Premium amounts that are due and do
not have surrender values o offset the premium are lapsed atter three months of non payment. When lapsed, outstanding premimns are written off
to the Statement of Comprehensive Income.

Financial assets past due but not impaired
The Company considers that financial assets are past due if no payments have been received when contractually due. At the reporting date the total
of the camying values of past due but not impaired assets held by the Company are as follows:

-3¢ days 1,017 157
31-60 days 1,079 831
51-90 days 150 71
9] days + 869 462
Total 3,145 2,171

Other receivables

Sundry debtors 10 511
Accrued interest income 975 674
Prepayments 531 126
Related party lpans and receivables 31 1,538 3,031
Total other receivables (current) 3.054 4.336

The movement in the aliowance for doubtful debts during the reporting period was as follows:

Balance as at 1 January 0 (1,671)
Reversal of doubifitl debt relating to related party Joan 0 1.671
Balance as at 31 December 0 i Q

Doubtful debt provisions in relation to receivables are provided based on estimated recoverable amouits determined by reference to current
circumstances of the counterparty and past default experience. In determining the recoverability of receivables the Company considers any change
in the credit quality of the receivable from the date the credit was initially granted up to the reporting date. The Company has provided fully for
receivables over 120 days past due. Trade receivables between 60 days and 120 days past due are provided for based on estimated irrecoverable
amounts determined by reference to past due default experience.

On the 12 April 2011, the related party loan to Cigna International Services Aunstralia Pty Limited (previcusly known as Cigna International
Marketing Australia Limited} was repaid. As such, the allowace for doubtful debt relating to this loan was reversed in the 2010 financial yvear.

Financial assets past due but not impaired
The Company considers that financial assels are past due if no payinents have been received when contractually due. At the reporting date the total
of the carrying values of past due but not impaired assets hield by the Company are as fallows:

0-30 days 3 0
31-60 days o] 0
61-90 days 0 0
91 days + 0 0
Totat 5 o

4
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14 Financial assets at fair value through profit or loss 2011 2010
5000 50060
Equities 0 2,255
Managed investment trusts 3,608 2,393
New Zealand fixed interest securities 78,144 69,838
Total financial assets at fair value through profit or logs {level 2) 81,752 74,488
The fair value of all equities are based on the guoted price of the refevant pubiic stock exchange. The New Zealand fixed interest securities are fair
valied based on broker quotes as supplied by Interactive Data Corporation (2010: the Company's investment manager). All of the Company's
financial instruments held at fair value are considered to be level 2 instruments (2010 same).
15 Property, plant & equipment
Furniture
Leasehold Office and Computer
improvements equipment fittings equipment Total
3000 000 $'000 5000 51008
Year ended 31 December 2011
Opening net balance 572 29 3 266 1,184
Additions 2 13 7 261 303
Depreciation expense {70) (16) (59) (232) (377)
Bisposals {19y 0 (2) 0 (21
Closing net book value 505 26 323 233 1,089
As at 31 December 2011
Cost 1.062 155 847 2,072 4,136
Accumulated depreciation (557) (129 (524) (1.837) {3.047)
Net book value 505 26 323 235 1,089
Furniture
Leasehold Office and Computer
improvements equipment fittings equipment Total
5000 $'000 5000 009 5000
Year ended 31 December 2010
Opening net balance 630 25 437 292 1,404
Additions 0 15 9 99 123
Depreciation expense {1R) {11) (69) (183) (343)
Pisposais 0 0 0 0 0
Closing net book value 572 29 377 206 1,184
As at 31 December 2010
Cost 1,081 155 847 1910 3,993
Accumulated depreciation (509) (126) (470 (1,704) (2,80%)
Net book value 572 29 377 206 1.184
No amounts of property, plant and equipment are pledged as security or have restrictions on their title.
16 Intangible assets
2011 2011 2011 2010 p{1311
£'000 $000 000 5000 000
Software ANZ CCRiY Total Software Total
Book
As at 1 January
Cost 3,228 4] 3,228 31,886 3,886
Accumulated amortisation {2,551 0 (2.551) {3,080) {3.080)
Net book amount 677 0 677 806 806
Year ended 31 December
Opening net book amount 677 0 677 806 806
Additions 274 2,200 2,474 427 427
Disposals 0 0 0 0 0
Amortisation charge (446) (04) (540) (5586) (556}
Closing net book amount 305 2,106 2,611 677 6577
Ags at 31 December
Cost 3,502 2,200 5,702 3,228 3228
Accumulated amortisation (2,957) (94) (3,081 (2,551) {2.551)
Net book amount 505 2,106 2,611 677 677
Refer to note 31 (a} for further detail on the ANZ CCRI Book.
17 Trade and other payables 2011 2010
$'100 £0006
Sundry creditors and accruals 1,310 2,699
Reinsurance premiums payable to related parties 3 1,275 1,160
Other reinsurance premiwms pavable 1,500 270
Amounts due t¢ related parties 3] 422 449
Deposits held for policies not issued 25 19
Payable to agents 4.800 3,444
Total accounts payable {current) 9.332 8,041

-
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2011 2010
18 Other labilities 5000 000
Outstanding disbursements 95 52
GST (receivahle) / payable (17 189
Employee entitlements 2,023 831
Total other liabilities (current) 1,945 1,072
19 Life insurance contract liabilities
Movements in policyholder liabilities
Net policyholder liabilities at the end of the year (23,308} (17.649)
Net policyholder liabilities at the end of the previpus year (17.649) (12,799)
Net change in policyholder liabilities (5,659) (4,850)
Net change in policyholder liabilities as above (5,659) {4.850)
Deposits recognised as an increase in life insurance policy liabilities (317) (228)
Withdrawals recognised as a decrease in Hfe insurance policy liabilifies 1,861 1.600
Net increase {decrease) in policyholder liabilities as per Statement of Comprehensive Income (4,115) (3,478
Components of policyholder liabilities
For non-investment linked business
- Value of future profits 48,860 27,224
- Vale of future policy benefits non investment linked business 214,261 136,856
- Vahlue of future expenses 89,816 57,736
- Vaiue of future reinsurance 0 ¢
- Value of DAC tax seperately recognised {30,419) {21,707}
- Value of (bzlance of } firture premiums (359.214) (231.971)
{36,650) (31,862)
For investment linked business
- Value of future policy benefits 13,388 14,213
Net policyholder liabilities as per Statement of Financial Position (23,3083 (17.649)
Value of poficy benefits subject to capital grarantees incleded in policy labilities 8.500 8,932
20 Disaggrepated information
2011
Investment Non- Total
Linked Investment
Linked
$'000 51000 57000
Statement of Financial Position
Cash and cash equivalents 3,598 31,627 35,225
Insurance receivables 0 6,520 6,520
Other receivables 0 3,054 3,054
Financial assets at fair value through profit or loss (current and non current) 9.790 11,862 81,752
Policy loans 0 286 286
Deferred tax asset 0 10,881 10,881
Property, plant and equipment 0 1,089 1,089
Intangible assets 0 2611 2,611
Trade and other payables & (9,33 {9,332)
Other Habilities ¢ {1,945) {1,945}
Insurance liabilities 0 (5.685) {3,685)
Deferred tax Hability 1] (36,419) {30,419)
Life insurance contract Habilities (13,388) 36,096 23,308
Retaied camings and contributed equity 0 (117.345) {117.345)
4] 0 4]
Statement of Comprehensive Income
Net premium revenue 0 57,323 57,323
Fee and other revenue 178 0 178
Net ¢laims expense 4] (11.411) (11,411}
Other operating expenses (809} (32,364) (33.173)
Reversal of doubtful debt provision o 0 0
Investment revenue 781 10,888 11.669
Profit before tax 150 24,436 24,586
[ncome tax expense 0 2,169 2,169
Profit after fax 150 26,603 26,755
Other comprehensive income ¢ & 4]
Total comprehensive income 150 26,605 26,755

i
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2010
Investment Non- Total
Linked Investment
Linked
$'000 $'0006 5040

Statement of Financial Position
Cash and cash equivalents 3,800 33,201 37,001
insurance receivables 4] 6,249 6.249
Other receivables 0 4,336 4,336
Current tax receivable 0 O 0
Finaneial assets at fair value through profit or loss (current and non current) 10,413 64,075 74,488
Policy loans 0 339 339
(ther assets Q 1,861 1,861
Trade and other payables 4] (8,041} (8.041)
Life insurance contract liabilities {14.213) 31,862 17.649
Qther liabilities O (22.779) (22,779)
Insurance Habilities G (7,738) {1,738)
Retained earnings and contributed equity 0 (103,365) (103.385)

0 0 0
Statement of Comprehensive Income
Net premivm revenue a 54,862 54,862
Fee and other revenue 334 0 334
Net clamns expense 0 (12,54%) (12,549)
Other operating expenses {707y {31,568) {32,273)
Reversal of doubtful debt provision 0 1,671 1,671
Investment revenue 48 5.680 0,328
Profit before tax 275 18,0896 18,371
Income tax expense 9 (2.078) {2,078
Profit after tax 275 16.018 16,293
Other comprehensive ncome 0 0 0
Total comprehensive income 275 16,018 16,293

Whilst there exist products that have investment linked characteristics the existence of significani death benefits embedded in the product design
means that they are classified as non-investment linked for this note.

Equity
2011 2016
Contributed equity - ordinary shares 500,000 500,000

All ordinary shares are ranked equally with one vote attached to each fully paid up ordinary share. There is no par value attached to the shares.

2011 2010
Insurance liabilifies 3000 400
Claims under policies in the process of settlement (current) 4,022 6,261
Claims incurred but not reported (current) 1,663 1477
Total insurance liahilities 5,685 7,738

Selvency requivements
The minimum equity required to be retained to meet solvency requirements over and above the policyhoider Habilities has been determined by the

solvency standard referred to in the Life Insurance Act 1908,

The solvency requirement is shown below:

Represented by:

Policy Labilities (A) 7.111 4,058
Other liabilities (B} 16,962 16,851
Other solvency liabilities (Ch 51,738 48,437
Solvency reserve 75.811 £9.346
Assets available {o meet solvency reserve: {D) 141,418 124,274
Required solvency reserve % {CY/ {(A+(B)) 215% 232%
Coverage of required solvency reserve {(D)-(A+B)/ ) 227% 213%

The Directors have determined, after considering advice from the Actuary. (o set aside an amount of $51,738,000 (2010: $48,437,000) as a resetve for
solvency. This solvency reserve is nol distributable. The amount of the solvency reserve has been determined based on the principles in the New
Zealand Society of Actuaries Professional Standard No. 5 (PSS - Solvency Reserving For Life Insurance Bustmess}.

The Actuary has not invesiigated in detail the Related Party Reinsurance arrangements, The Directors have decided not to establish Prudential
Reserves i respect of this business. This is because the business is directly ceded to 2 reinsurer who, although not formally "rated” is part of the
larger CIGNA Group.

The Actzary has not investigated in detail the capital requirements to ensure fong-tenn financial soundness. The Directors consider the Company to
have adequate capitat for future planned growth.

T
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24 Managed funds and other fiducjary activities

25

The Company acts as Trustees for a number of superannuation funds. The assets and Habilities of these funds are not included in the financial
statements, the Company does not have direct control of the funds, Commissions and fees of $15,044 (2010: $16,567) eamed in respect of
administration activities are included in the Statement of Comprehensive Incorme.

The New Zealand business manages the following funds and activities:

Name Position
CIGNA Life Nestegg Superannuation Plan Trustee
MONARCH Life Superannuation Fund Trustee
MONARCH Life Personal Pension Fund Trustee

Arrangements exist to ensure the above activities are managed independently from the other activities of the Company.

Emplovee Incentive Plans

(2) Share Options

The Company awards options to purchase comimon shares in the Company's ultimate parent coimpany, Cigha Incorporated, at the market price of
the shares on the grant date, Options vest over periods ranging from one to five years and expire no later than ten years from grant date. Options are
granted to certain employees at the discretion of the People Resources Comunittee of the Board of Directors of Clgna Incorporated.

The table below shows the status of, and changes in. common share options during the last two years:

2011 2010

Weighted Weighted
Average Average
Excercise Excercise
Opftions Price Options Price
Oustanding 1 January 9.323 38,94 9,203 34.80
Granted 2,162 54.14 1,771 45.08
Exercised -498 52.06 -1,651 22.46
QOutstanding 31 December 10,987 44,88 4,323 3894
Options exercisabie 7,054 27.76 4,93 2589
The weighted average share price for options exercised during the period was:
2011 54.96
2010 46.23

The weighted average fair value of options granted was $17.91 for 2011 and $15.04 for 2010 , ealeulated vsing the Black-Scholes option pricing
model and the following assumptions:

2011 2010
Dividend Yield 0.10% 0.10%
Expected Volatility 40.00% 40.00%
Risk free intercst rate 1.70% 1.90%
Expected eption life 4 years 4 years

The expected volatility reflects Cigna Incorporated's past daily share price volatility. The Company does not consider volatility implied in the
market prices of traded options to be a good indicator of future volatility becanse remaining maturities of traded options are less than one year. The
risk-free rate is derived using the four-year 1S treasury bond yiekd rate as of the award date for the primary grant. Expected option life refiects the
historical experience of Cigna Incorporated.

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

Bxpiry Date (Feb/Mar) Excercise Price Number of Options

2011 2050 201 2050
2013 17.93 18.18 1,483 1,485
2015 0.00 0.00 a 0
016 0.00 5278 o 498
2017 60.17 61.00 1,299 1,299
2018 61.50 62,36 1,649 1,649
219 18.00 18,25 2,621 2,621
2020 44.46 45.08 1,771 1.77%
2023 54.14 0.00 2,162 0
10,987 0,323

(b) Restricted Stock

A restricted stock unit represents a right 1o receive a comumnon shate of stock when the unit vests. Restricted stock is Cigna Incorporated's cotninon
stock that carries restrictions for a specific period (the "restricted peried™). During the restricied period, share units cannot be sold or mransferred,
When the restricted perfod ends, the shares "vest” and full ownership rights are acquited by the employee. The Company awards restricted stock to
its employees or directors with vesting periods ranging from three o five years, Recipients of restricted stock units are entitied to receive
hypothetical dividends, but cannot vote during the vesting period. They forfeit their units if their employment tenminates before the vesting date.

Compensation expense is recorded for restricted sfock units over their vesting periods based on fair value, which is equal to the market price of
Cigna Incorporated’s common stock on the award date.
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The table below shows the status of, and changes in, restricted stock units:

2011 2010
Weighted Weighted
Average FV Average FV

at Award at Award
Total - NZD Grants/Units Date Grants/Units Date
Qutstanding - 1 January 8,140 61.30 8,060 65,20
Awarded 4,272 54.69 2,423 45.06
Vested -1,599 58.18 2,343 57.91
Forfeited 0 0.00 il 0.00
Outstandiag - 31 December 10,813 50.15 8.140 61.30

The Corapany is recharged by Cigna Corporation, the ultimate parent for the value of the share options and restricted stock,

Operating lease commitments
Future operating lease commitments on premises and equipment leased by the Company are as follows:

2001 2010
$'000 $T00
Payable no later than one year 1,006 1.006
Payabie later than one year and not later than five years 1,258 2,264
Payable later than five years O 0

Contingent liabilities

The Company had no material contingent liabilities at balance date; the Directors believe they have fully provided for any outstanding matters
(2010: Nil).

Capital commitments
The Company had no material capital comiitments at balance date (2010: Nil

Cash flow reconciliation

Profit after tax 26,755 16,293
Non-cash itemns

Depreciation expense 377 343
Amortisation expense 540 556
Deferred fax asset movement (10,881) 2
Deferred fax liability movement 8.712 2078
Provision for doubiful debts 0 (1,697)
Wet unrealised fair value gaing (losses) on financial assets at fair value through profit or loss (5.709) (421)
Change in life insurance contract liabilities (4,115} (3,478)
Dividend imputation credits ¢ 20
Changes in working capital items

Receivables {1,011 {19}
Payables 2,164 (1,505)
Insurance liabilities (2,053) (1,391)
Policy loans (53) 0
Tax receivable ] 54

Items classificd as investing activities

Loan from / to related parties 1,730 G
Met realised fair value gain (loss} on financial assets at fair value through profit or loss (198) 315
Gain (loss) on sale of Investments 212 (320}
Disposal of property, plant & equipment 21 ]
Purchase of intangible assets {2.200) 0
Net withdrawals recognised as a decrease in life insurance policy liabilities {1.544) (1,372)
Net cash inflow from operating activities 12,747 9,462

Financial insiruments

Details of the significant accounting policies and methods adopted, including the criteria for recognition, the basiz of measurement and the basis on
which reverwes and expenses are recognised, in respect of each class of financial asset and financial Hability are disclosed in the Staterment of
Significant Accounting Policies. Significant terms and conditions of policy liabilities are disclosed in Note 4.

The financial condition and operating results of the Company are affected by a mumber of key financial and non-financial risks. Financial risks
include market risk. credit risk and financing and lquidity risk. The non-financial risks include insurance risk, compliance risk and operational risk,
The Company's objectives and policies in respect of non-financial risks are disclosed in the Note 3, whilst management of financial risk is set out in
the remainder of this section.
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Financial instrument by categories
‘The analysis of financial assets and liabilities into their categories is set out in the table below:

Loans and Designated as fair value Financial liabifities at Total
receivahles through profit or Joss amortised cost
As at 31 December 2011 $°000 5000 7000 5000
Cash and cash equivalents 35,225 0 0 35,225
Other receivables (excl prepayments) 2,523 0 0 2,523
Insurance receivables 6,520 0 0 6,520
Fair value through profit or less 4] 81,752 0 81,752
Policy loans 286 0 o] 286
Trade and other payables 0 0 (9,332) (9.332)
Other liabilities ¢ il 78 78
Insurance liabilities 0 4] (5,685) (5.685)
44,554 81,752 (14,939) 111,367
Loans and Designated as fair value Financial liab#lities at Total
receivables through profit or loss amaortised cost
As at 31 December 2010 5000 $'000 51000 $'000
Cash and cash equivalents 37.001 Q [ 37,001
Other receivables {excl prepayments) 5,155 0 0 5,155
Insurance receivables 5.310 0 O 5310
Fair value through profit or loss 4] 74,488 & 74,488
Policy loans 339 0 0 339
Trade and other payables 1] 0 (8,041} (8,041)
Other liabilities 0 0 (2413 (241)
Insurance labilities 0 0 {7.738) (7,738)
47,805 74,488 (16,020) 106,273

Financial risk management objectives

The ultimaze controtling entity's Corporate Treasury function provides services to the Company, monitoring and managing e fimancial risks
relating to the operations of the Company through internal risk reports which analyses exposures by degree and magnitude of risks. These risks
include market risk (including currency risk, interest rate risk and price risk), credit risk and liquidity risk, Compliance with policies and exposure
limits is reviewed by the Parent company's internal auditors on a continuous basis. The Company does not enter into or trade financial instruments,
incloding derivative financial instruments, for speculative purposes.

(a) Financing and lquidity risk
Financing and liquidity risk is the risk that the Company will not be able to meet its cash outflows, as they fall due, because of lack of liquid assets
or aceess to funding on acceptable terms,

Te mitipate financing and lquidity risk the Company's treasury function maintains sufficient liquid assets to ensure that the Company can meet its
obligations and other cash outflows on a timely basis, The Company is required to monitor it's own lquidity position and reports monthly to the
Asia Pacific regional treasury function their cash balances.

Ultimate responsibility for liquidity risk management rests with the Board of Directors, who have built an appropriate liquidity risk management
framework for the management of the Company's short, medium and long-term finding management requirements.

The carTying amount of financial assets and liabilities recorded in the financial statements represents their respective fair values unless otherwise
noted, determined in accordance with the accounting policies disclosed in the Statement of Accounting Policies. The Company's objective is to
maintain a balance between continuity of funding and flexibility tirough the use of related party lending.

Cuantitative liquidity risk

The table below summarises the Company's financial Habilities into relevant maturity groups based on the remaining period at the balance date to
the contractual maturity date. The amounts disclosed are contractual undiscounted cash flows that include interest payments and exclude the inpact
of netting agreements.

2011 Less than 1 year 1-2 years 2-3 years 3-4 years 4-5 years 5+ years Total
$000 $'000 $'000 $000 $900 $000 $000

Financial Liabilities
Payables 0332 Y 0 0 0 0 9332
Other liabilities {78) 0 G 0 & 0 (78}
Insurance liabilities 5,685 ¢ 0 0 4] i} 5,685
Letters of credit and guarantees issned 803 0 0 0 4] 0 803
Life insurance contract liabilities 18,768 19,656 18,335 18,430 17.628 280.113 373930
34.510 19.656 19,335 18,430 17.628 280,113 380.672
2010 Less than 1 year 1-2 years 2-3 years 3-4 years 4-5 years 5+ years Total
5000 £onn 3000 3000 000 $'000 $600

Financial Liabilities
Payables 8,041 0 0 0 0 0 8,041
Other Labilities 241 0 0 0 0 4] 241
Insurance Habilities 7138 0 0 0 0 0 7,738
Letters of credit and guarantees issued 704 0 [ 0 o] 4] 704
Life insurance comtract liabilities 16,599 16,281 16,104 153097 14.728 227482 306591
33.323 16,281 16,104 15,397 14,728 227482 323313

_Eh
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{b) Market risk

Interest raie risk

Interest rate risk is the risk that the value of the Company's assets and liabilities will fluctuate due to changes in market interest rates. The
Company is exposed to interest rate risk through its fixed interest investiments and cash holdings. The Company manages its exposure through the
use ol an mvestment manager and holding investments of a high calibre. The Company's exposure to interest rate risk is shown by the below
sensitivity analysis.

Sensitivity analysis interest rate risk
As at 31 December if interest rates on cash deposits and inlerest bearing investments had been 100 bpts higher or 160 bpts lower with all other
variables lield constant the impact on post tax profits and net assets would have been as follows:

2011 2010
+106bpts/{100bpts) +100bpts/(100bpts)
$'060 000
Effect on Profit and Equity
Cash and cash equivalents 116/ {316) 330/ (330)
Financial assets at tair value through profit or loss 700 7 {700) 585/ (585)

{c) Foreign currency risk exposure
Currency risk is the risk of loss resulting from changes in exchange rates when applied to assets and liabilities or future transactions dencminated in

a currency that is not the Company's functional currency.

The Company is exposed to foreign currency risk through its physical holdings in investments denominated in foreign currency. The foliowing table
details the Company's investment portfolio's net exposure to foreign cwrency as at 31 December 2011 and 31 December 2010, # is the Company's
policy not to enter into forward contracts.

The New Zealand dollar values of assets and liabilities of the Company that are dencminated in forelgn currencies and not hedged are included in
the table below.

201 us British HK
Doflars Pounds Dollars
51000 $'000 3000
Assets denominated in foreign exchange 7 1,700 0
Liabilities denominated in foreign exchange (406) 0 (15)
Net exposure to foreign cunency (399) 1,700 (15)
2010 us British
Dollars Pounds
$'000 $000
Assets denominated in foreign exchange 7 2,395
Liakilities denominated in foreign exclange (447) Q
Net exposure to Toreign currency (440) 2,395

Sensitivity analysis foreign exchange risk
As at 31 December 2011 if exchange rates on financiaf assets and Habilities had been 10% higher or lower with all other variables held constant the

impact on post tax profits and net assets would have been as follows:
+10%A10%)  +10%/10%)  +10%/(10%)

us British HK

Dollars Pounds Pallars

$'000 $'000 $'000

Effect on Frofit and Equity 2011 (40)/40 T (LTOY )2
10 (38)731 2227182) 00

{d) Exposure to price risk
Price risk is the rigk of loss resuiting from the decline in prices of equity securiies or managed investment trusts. The Company is exposed to the
price risk because of its investments in publicly traded equity and menaged investment trusts.

The price risk is managed by diversification of the investment portfolio, which i dene in accordance with the Hmits set by the imvestment mandares
and monitored by the CIGNA Corporation Limited Investment Committes.

Sensitivity analysis price risk on public traded equity and managed investments trusts
As at 31 December if prices were to increase or decrease by 10% with alf other variables lield constant the impact on post tax profits and net assets
would have been as follows:

2011 2010
+10%/110%) +10%/(10 %)
$1000 $1000
Effect on Profit and Equity 192/(192) 53/(53)
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(e} Credit risk exposure

Credit risk refers to the rigk that 2 counterparty will default on its contractual obligations resulting in financial loss to the Company. The Company
has adopted a policy of only dealing with creditworthy counterparties, as a means of mitigating the risk of financial loss from defauits. The
Company's expesure and the credit ratings of its counterparties are continuously monitored and the aggregate value of transactions concluded is
spread amongst approved counterparties. Credit exposure {5 controlled by counterparty limits that are reviewed and approved by the risk
management committee anmaally.

The maximum credit risk for financial assets is the carmying amount less, where applicable, any provision for doubtful debts. As at 31 December
2011 (2010 nil) thers was no significant credit risk exposure to one single entity, other than the normal clearing house exposure associated with
dealings through recognised exchanges. It is Company policy that all customers who wish to trade on credit tenms are subject to credit verification
procedures. With respect to credit risk arising from the other financial assets of the Company, which comprise cash and cash equivalents, insurance
receivables and investment debtors, sundry debtors and related party loans and receivables, the Company's exposure to credit sk arises from
default of the counter party, with a maximum exposure equal to the carrying amount of these instruments. There are no significant concentrations of
credit risk within the Company.

Neo financial assets are held as collateral. security or other credit enbancements.

The credit quality of financial assets that are neither past due nor impaired can be assessed by reference (o external credit ratings (if applicable) or
to historical information about counterparty default rates.

The Company use the services of an Asset Manager who has a mandate of only investing in assets of a minimum S&P rating of A, or an equivalent
rating as detemined by the Manager if no such S&F Rating is available.

Analysis of past due but not itpaired and impaired financial assets is disclosed in Note 12 and Note 13,
None of the financial assets that are fully performing have been renegotiated in the past year,
Reidated party information

The Company is a wholly owned subsidary of CIGNA APAC Heldings Limited. It's ultimate parent company is CIGNA Incorporated, All
members of the Group are considered to be related parties of the Company,

2011 2010
a) Key management personnel compensation £'000 5060
Salaries and other short term benefits 1,849 1,740
Post employment benefits 204 250
Employee share options & restricted stock expense 128 0
Ferminztion benefits 31 G
Directors fees 0 0

Key management personnel are those persems having authority and responsibility for planning, directing and controliing the activities of the entity,
directly or indirectly, including any director {whether executive or otherwise). The Company considers the Directors and Senior Management team
as Key Management Personnel,

b) Transactions with other related companies

CIGNA APAC Holdings Limited Recharge of goods and services 557 24
CIGNA Global Reinsusance Company Limited  Reinsirance premiums paid (1.471) (1,355)
CIGNA Global Reinsurance Company Limited  Reinsurance commission earnt 508 437
CIGNA Global Reipsurance Company Limited — Reinsurance claims recovery 201 223
CIGNA International Corporation Recharge of goods and services (441) {361)
CIGNA HLA Technology Services Company Management services/systen charges (908) (1.043)
Limited
CIGNA HLA Technology Services Company Recharge of goods and services 45 436
Limited
CIGNA International Corporatien - Hong Kong  Recharge of goods and services 144 0
Branch
CIGNA International Corporation - Singapore  Recharge of goods and services 67 (28)
Branch
CIGNA International Services Australia Pty Intercompany loan 90 56
Limited
CIGNA International Services Australia Pty Intercompany loan (1,763) 0
Limited
CIGNA International Marketing (Thailand)} Intercompany loan 14 35
CHGNA International Marketing (Thaitand) Intercompany interest (0} {22)
CIGNA Taiwan Life Insurance Company NZ Recharge of goods and services 0 il
Limited
CIGNA Taiwan Life Insurance Company NZ Intercompany loan and lnterest (248) 22
Limited
CIGNA Taiwan Life Insurance Company NZ Net Reinsurance premiums paid (421) (136}
Eimited
CIGNA Taiwan Life Insurance Company NZ Claims on reinsurance received 532 272
Limitad

Intercompany loans are repayable on demand, the Thailand Joan has an interest rate equal to the New Zealand Inland Revenue FBT rate as at 31
December 2011 5.90% (2010: 6.24%), while the Taiwan loan is based on the official cash rate ag at 31 December 2011 2.50% (20106 3.00%).
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c) Related party balances outstanding 011 2010
000 3000
Receivables
CIGNA APAC Holdings Limited Recharge of goods and services 621 63
CHGNA Global Reinsurance Compaiy Limited  Reinsurance commission earnt 136 126
CIGNA Global Reinsurance Company Limited  Reinsurance claims recovery 151 223
CIGNA International Corperation Recharge of goods and services 2 0
CIGNA HLA Fechnology Services Company  Recharge of goods and services 0 130
CIGNA International Corporation - Hong Kong  Reclarge of goods and services
Branch i it
CIGNA International Services Australia Pty Intercomparny loan
Limited 52 1727
CIGNA International Marketing (Thailand) intercompany loan 249 43
CIGNA International Marketing (Thailand) Intercompany loan interest 0 193
CIGNA Tatwan Life Insurance Company NZ Intercompany loan
Limited 0 329
CIGNA APAC Holdings Limited Intercompany loan 367 0
CIGNA Taiwan Life Insurance Company NZ Reinsurance claims recovery
Limited 0 490
CIGNA APAC Holdings Limited Reinsurance claims recovery
1,023 ¢
CIGNA Taiwan Life Insurance Company NZ Recharge of goods and services
Limited (Branch) o 46
CIGNA  Taiwan Life Assurance Company Recharge of goods and services
Limited 46 Q
Pavables
CIGNA Global Reinsurance Company Limited  Reinsurance premiums (332) 687y
CIGNA International Corporation Recharge of goods and services (325) (167)
CEGNA HLA Technology Services Company Recharge of goods and services
Limited (81) {279
CIGNA International Corporation - Singapore  Recharge of goods and services
Branch o 3)
CIGNA Internationa) Corporation - Hong Kong  Recharge of goods and services
Branch (15) 0
CIGNA TFaiwan Life Insurance Company NZ Reinsurance premiums
Limited 0 {473}
CIGNA APAC Heldings Limited Reinsurance premisms (894) 0

Subsequent events

{(a) Acquisition of intangible asset

On 5 April 2012, the Company entered into an individual business reinsutance agreement with OnePath Insurance Services (NZ) Limited
{"OnePath") to reinsure the ANZ Credit Card Repayment Insurance (CCRI) inforce book of business, which the product was offered to ANZ Bank
credit card holders from inception in April 2008 to 30 September 2011. Prior to this agreement. OnePath was the sole insurer of this porifolio of
policies. The reinsurance commencement date was effective from 1 Qctober 2011. From the effective date, the Company assumes 50% reinsurance
share of the total premiums and claims on the CCRE inforce business. The Company also assumes responsibility for perforining the policy
administration tasks and managing policy claims. As consideration for 50% share of premium and policy claims in relation to the existing ANZ
CCRI inforce portfolio, it was agreed that the Company pay $2,200,000 plus GST. This consideration was settled on 10 April 2012, These financial
statements have been adjusted to recognize the above fransaction.

The assets and liabilities arising from the acquisition are as follows;

Fair Value
In force book of business 2,200,000
GST Receivable 257,400
Amounts payable to OnePath -2,457.400

(1) Restructure of velated parties

During the 2011, Cigna Holdings Overseas Ine determined that Cigna Taiwan Life Insurance Company Limited would become domesticated in
Taiwan.

In order to facilitative this domestication a new subsidiary of Cigna APAC Holdings Limited enfitled CIGNA Taiwan Life Assurance Company
Limited domiciled in the Republic of China has been established. All business, assets and labilities of Cigna Taiwan Life Insurance Company
Litnited Branch have been transferred to CLGNA Talwan Life Assurance Company Limited at book value on the 30 December 2011, All remaining
assets and labilities of Cigna Taiwan Life Insurance Limited have been amalgamated into Cigna APAC Holdings Limited. Note 30 - Related party
information has been updated to reflect this.

1N

pwe

Page 32



pwc

Independent Auditors’ Report
to the shareholders of CIGNA Life Insurance New Zealand Limited

Report on the Financial Statements

We have audited the financial statements of CIGNA Life Insurance New Zealand Limited on
pages 1 to 32, which comprise the statement of financial position as at 31 December 2011, the
statement of comprehensive income, statement of changes in equity and statement of cash flows
for the year then ended, and the notes to the financial statements that include a summary of
significant accounting policies and other explanatory information.

Directors’ Responsibility for the Financial Statements

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

Auditors’ Responsibility

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

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

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

Other than in our capacity as auditors we have no relationship with, or interests in, CIGNA Life
Insurance New Zealand Limited.

PricewaterhouseCoopers, 113-119 The Terrace, PO Box 243, Wellington 6140, New Zealand
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Independent Auditors’ Report
CIGNA Life Insurance New Zealand Limited

Opinion
In our opinion, the financial statements on pages 1 to 32:

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

(i) give a true and fair view of the financial position of the Company as at 31 December
2011, and its financial performance and cash flows for the year then ended.

Report on Other Legal and Regulatory Requirements
We also report in accordance with Sections 16{1)(d) and 16{1)(e) of the Financial Reporting Act
1993. In relation to our audit of the financial statements for the year ended 31 December 2011:

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

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

Restriction on Distribution or Use

This report is made solely to the Company’s shareholders, as a body, in accordance with Section
205(1} of the Companies Act 1993. Our audit work has been undertaken so that we might state
to the Company’s shareholders those matters which we are required to state to them in an
auditors’ report and for no other purpose. To the fullest extent permitted by law, we do not
accept or asstne 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.

Chartered Accountants Wellington
12 July 2012



