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The address for servicefor Cigna Life Insurance New Zealand Limited (the Company) is Level 24, Majestic
Centre, 100 Willis Street, Wellington.

Pursuantto section 211(3) of the Companies Act 1993 (the Act), the shareholder of the Company has agreed
that the Annual Report need not comply with any of the paragraphs (a),and (e) to (j) of subsection (1) and
subsection (2) of section211.

Accordingly, there is noinformation to be providedin this Annual Report other than the financial statements
for the 12 month period ended 31 December 2019 and the auditreport on those financial statements.

Signed for and on behalf of the Board of Directors:
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Steven Fyfe Anne Urlwin
Director Director
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ABOUT THE COMPANY

Cigna Life Insurance New Zealand Limited (the Company) is wholly-owned by a subsidiary of Cigna
Corporation, a Fortune 500 insuranceand financial services company,andis partof Cigna’s International
division. The Company underwrites and issues variousinsurance products including life,income protection,
trauma, travel and funeral cover to the New Zealand market, and provides financial adviser services asa

Qualifying Financial Entity under the Financial Advisers Act2008.

The Company adheres to all published requirements, standards and guidelines of the Reserve Bank of New
Zealand (RBNZ), includingthe RBNZ’s Governance Guidelines (the Guidelines) for licensed insurers issued
under the Insurance (Prudential Supervision) Act2010. The Company also endeavours to embrace relevant
non-mandatory governance guidelines or recommendations of the RBNZ, Financial Markets Authority and

other relevant regulatory and governmental bodies.

On 31January 2020, the Company acquired the insurancebusiness of its sister company, OnePath Life (NZ)

Limited, and continues to operate as a substantially larger insurer licensed under the Act.

THE BOARD AND ITS ROLE
The Company is governed by its Board of Directors who collectively exercise effective oversight of the
Company’s activities through the implementation of the Guidelines, its Board and Committee programmes and

ongoing, regular dialogue with the Chief Executive Officer, Senior Management and other key personnel.

The role of the Boardis to provideleadership, strategic guidanceand effectively represent the interests of the
stakeholders, includingtheshareholder, with the intention of achievingthe Company’s goalsina manner best

servingthe stakeholders as a whole.

The Board operates inaccordancewith applicablelaw, the Company’s Constitution and its Board Charter. The
Board Charter describes the Board’s role, powers, responsibilities and relationship with management, the

shareholder and other stakeholders.

The Board meets formallyona regular scheduled basisand holds additional meetings as required. The Board

reviews its own performance annually, incorporating the performance of its established Committees.

BOARD COMPOSITION AND MEMBERSHIP

Inaccordancewith the Guidelines, all currentdirectors havebeen assessed by the Board inaccordancewith
the Company’s Fit and Proper Policy to have the appropriatefitness and propriety to properly dischargetheir
responsibilitiesas a director and have been certified as meeting the RBNZ’s Fit and Proper Standard for
directors of licensed insurers. Directors arealsorequired to abide by the Cigna Group’s Code of Ethics and

Principles of Conduct.
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Those directors identified as independent are considered to meet the criteria forindependence as set out in

the Guidelines.

The Board is considered to be of sufficientsizeand, collectively, considered to hold the full range of skills,
knowledge and experience necessary to provide effective, independent governance over the affairsand
operations of the Company. The Boardassesses its performanceannually through an established performance

assessment procedure.

As at 31 December 2019 the Board’s membership consisted of six directors:three of whom are independent
non-executive directors;one of whom is a non-executive director; and two of whom are executive directors.

Information about each the directors is setout below:

Steven Fyfe

BCA, CA, FINSIA (Fellow), 10D (Chartered Member)
Board Chair and Independent Non-Executive Director

Steven has considerableseniorleadership and governanceexperience inthe bankingandinsurancesectors,
andcurrently holds governanceroles ina wide range of sectors includinginsurance, property, public services,
charitableandthe arts.

Mary Jane Daly

MBA, BCom, GAICD, INFINZ (Fellow), 10D (Fellow)
Independent Non-Executive Director
Chair of Audit & Risk Committee and Human Resources and Remuneration Committee

MaryJane is an experienced director with diverse business and governance experience across a range of
sectors includinginsurance, banking, transportand property.

Michael Hartley

BSc
Independent Non-Executive Director

Michael was the Founder and Managing Director of anindependent strategic consultancy providingconsulting
services to banks and financial services companies across Asia and the Pacific.

Patrick Graham
BA (Hons)
Non-Executive Director

Patrickis basedinthe Hong Kong SAR andis the Chief Executive Officer of Cigna Asia Pacific. Healso holds the
position of Head of Innovation, Analytics and Strategy for Cigna International.

Patrick has broad experience in Asia and Europe in the insuranceand financial services industries in both
senior leadership and governanceroles.
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Gail Costa

BCA, CA
CEO and Executive Director

Gail is the Chief Executive Officer of Cigna New Zealand and has over 30 years’ experience inthe insurance
industryinsenior leadership and governanceroles in New Zealand, Turkey, the Hong Kong SAR and the United
Kingdom.

Michael Burrowes

LLB (Hons)
Executive Director

Michael is the Head of Legal & Governance for Cigna New Zealand, with considerable experiencein both legal
and governance roles insectors includinginsurance, banking, regulatory,and the charitablesector.

Since 31 December 2019, the following changes to the Board’s composition havetaken place:
(a) Michael Hartley, Independent Non-Executive Director, resigned from Board and ceased his
directorshipon31January2020;
(b) Anne Urlwin, Independent Non-Executive Director, was appointed to the Board with effect from 31
January 2020.

Anne June Urlwin
BCom, FCA, CFinstD, MAICD, FNZIM, ACIS

Independent Non-Executive Director and Audit and Risk Committee Chair

Anne has considerablegovernanceexperience in a wide range of sectors including energy, health,
construction, regulatory services, internet infrastructure, research, banking, forestry, sports administration
andthe arts.

BOARD COMMITTEES
As at 31 December 2019, the Board had established the following Committees to act for, and/or make

recommendations to, the Board:

(i) Audit and Risk Committee
The Audit and Risk Committee provides independent oversight of the effectiveness of the

Company’s financial reporting, internal audit, risk management programme (includingits Risk

Management Framework and Risk Strategy), and complianceassuranceactivities.

The Committee assists theBoardto dischargeits responsibilities inrelationto financial, riskand

compliance matters, includinginternal and external auditfunctions.
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The Audit & Risk Committee has adopted its own Charter approved by the Board and reports

directly to the Board. The Chair of this Committee is Mary-JaneDaly,independent, non-executive
director of the Company.

The members of this Committee at 31 December 2019 are Mary-Jane Daly (Chair), Steven Fyfe,
Michael Hartley, Gail Costa and Patrick Graham.

(ii) Conduct and Culture Committee

The Conduct and Culture Committee assiststhe Boardto provide focused oversight of activities
specifically connected with the themes and findings arising out of both the Australian Royal
Commissioninto Misconductin the Banking, Superannuationand Financial Services Industry
(Australian Royal Commission) and the Thematic Review of Conduct & CultureinLife Insurers by
Financial Markets Authority (FMA) and RBNZ (Conduct & Culture Review). In particular, the

Committee monitors and provides oversightof the delivery of action plans arising out of the

Conduct & Culture Review.

The Committee has adopted its own Charter approved by the Board and reports directly to the

Board. Itis chaired by Steven Fyfe, independent non-executive director of the Company.

The members of this Committee as at 31 December 2019 are Steven Fyfe (Chair), Mary-Jane Daly
Patrick Grahamand Michael Hartley.

[(iii) Human Resources and Remuneration Committee

The Human Resources and Remuneration Committee has adopted its own Charter approved by
the Board and reports directly to the Board. Itis chaired by Mary-Jane Daly, independent, non-
executive director of the Company.

This Committee’s purposeistoassisttheBoard inestablishingremunerationandincentive
policies and practices for staff, includinginrelation toincentive schemes, performance
objectives and remuneration outcomes, inaddition to providing governance oversight of Human

Resources, Health, Safety and Well-being strategy, policies and practices.

The members of this Committee are Mary-Jane Daly (Chair), Steven Fyfe, Michael Hartley and
Patrick Graham.

Since 31 December 2019, the following changes to the Committees’ chairmanship and composition havetaken
place:

(a) Anne Urlwin, Independent Non-Executive Director from 31 January 2020, was appointedon 18
February 2020:
(i) A member and Chair of the Audit & Risk Committee
(ii) A member of the Conduct and Culture Committee

(iii) A member of the Human Resources and Remuneration Committee
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(b) Michael Hartley, Independent Non-Executive Director to 31 January 2020, ceased to be a member of
the Audit and Risk Committee, the Conduct and Culture Committee, and the Human Resources and

Remuneration Committee from 31 January2020.

BOARD PROGRAMME AND SCHEDULE

The Board currently meets atleastsixtimes each calendaryear.Additional Board meetings are heldas and

when required.

The Board approves for both itselfandits Committees, anannual work programme for each calendar year that
acts as a guide to the preparation of the agenda for each scheduled Board meeting. Agenda items may be

added, deferred, brought forward or removed as necessary for each scheduled meeting.

The Board also participates in workshops and other sessions on various subject-matter with the Company’s

Senior Leadership as the circumstances require.

GOVERNANCE POLICIES

The Board regularly reviews and assesses its governance policies, processes and practices to identify
opportunities for enhancement andto ensure they reflect the Company’s operations, cultureand stakeholder
environment. As a wholly-owned indirectsubsidiary of its ultimate parent company, Cigna Corporation, the
Company complies with Cigna Enterprise policies and requirements, except where they are inconsistentwith
New Zealandlaw or regulatory requirements, or where the Board considers thatthose policies or

requirements arenot inthe bestinterests of the Company.

The Board has adopted a number of Cigna Enterprise policies (amended or supplemented to meet or
otherwise reflect New Zealand,and/or the Company’s, requirements) and has adopted other policies specific

to the Company where warranted or required.

MANAGING CONFLICTS OF INTEREST

The Board is conscious of its obligations to ensure that Directors avoid conflicts of interest between their duty
to the Company andtheir own interests. The Board maintains an Interests Register for each director which

records their other interests and directors arerequired to notify any changes to that register.

Where potential conflicts ofinterestdo exist, a Director must disclosethis interest. The other members of the
Board canthen determine the most appropriateway of mitigatingany actual or perceived conflicts of interest.
Directors and staffare required to avoid or otherwise minimiseany potential conflicts in line with the

Company’s Conflicts of Interest Policy.

DIRECTORS AND OFFICERS LIABILITY INSURANCE
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The Company has effected liabilityinsuranceforits directors and officers.
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Statement of Comprehensive Income
For the year ended 31 December 2019
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GROUP GROUP
2019 2018
Note $’000 $’000
Premium revenue
Premium revenue from insurancecontracts 2 100,821 100,164
Outwards reinsurance expense 2 (5,815) (5,713)
Net premium revenue 95,006 94,451
Otherrevenue
Investment revenue 11 8,078 6,869
Fee and other revenue 3 1,620 1,760
Net other revenue 9,698 8,629
Payments under policies
Claims expense 4 (43,598) (35,131)
Inwards reinsurance 4 2,122 1,715
Net claims expense 4 (41,476) (33,416)
Changein lifeinsurance contractliabilities 7 (41,300) (5,084)
Financecost (154) (1,904)
Other expenses 5 (55,509) (53,767)
Net claims and operating expenses (138,439) (94,171)
(Loss) / Profit before tax (33,735) 8,909
Income tax credit/ (expense) 13 65,053 1,042
Profit after tax 31,318 9,951
Other comprehensive income - -
Total comprehensive income attributable to the owners of the Company 31,318 9,951

The notes on pages 12 to 52 arean integral partof these financial statements
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For the year ended 31 December 2019

Contributed Retained Total

equity earnings
$’000 $’000 $’000
Opening balance as at 1 January 2018 500 62,977 63,477
Total comprehensive income 2018 - 9,951 9,951
Balance at 31 December 2018 500 72,928 73,428
Total comprehensive income 2019 - 31,318 31,318
Balance at 31 December 2019 500 104,246 104,746

All 500,000 ordinary shares (2018:500,000) areranked equally with one vote attached to each fully paid up
ordinaryshare. There is noparvalueattached to the shares.

The notes on pages 12 to 52 arean integral partof these financial statements
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Group Group
2019 2018
Note $’000 $’000
Assets
Cashandcash equivalents 24,249 27,155
Financialassets atfair valuethrough profitor loss 12 97,467 69,388
Insurancereceivables 6 5,673 7,600
Other receivables 14 3,665 8,463
Policyloans 183 188
Term deposits 12 - 900
Right-of-use assets 15 6,778 -
Lifeinsurancecontractassets 7 - 26,770
Property, plantand equipment 16 1,357 1,829
Intangibleassets 17 1,498 1,186
Deferred taxasset 13 30,729 -
Total assets 171,599 143,479
Liabilities
Accounts payable 18 9,077 9,884
Employee entitlements 19 11,085 8,358
Other liabilities 207 282
Lease liabilities 15 7,033 -
Provision 20 7,591 -
Outstandingclaims 8 17,330 17,203
Lifeinsurancecontractliabilities 7 14,530 -
Deferred tax liability 13 - 34,324
Total liabilities 66,853 70,051
Net assets 104,746 73,428
Equity
Contributed equity 500 500
Retained earnings 104,246 72,928
Total equity 104,746 73,428

These financial statements were authorised for issue on behalf of the board by:

Steven Fyfe
Director
23 April 2020

The notes on pages 12 to 52 arean integral partof these financial statements

D ——

Anne Urlwin
Director
23 April 2020
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Cigna Life Insurance New Zealand Limited

Statement of Cash Flows
For the year ended 31 December 2019
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Group Group
2019 2018
$’000 $’000
Cash flows from operating activities
Premiums received 100,895 100,053
Reinsurancereceived 3,970 2,165
Interest received 3,189 5,351
Dividends received 24 23
Fees and other income 1,620 1,760
Claims expenses (43,445) (34,706)
Reinsurancepaid (6,917) (6,446)
Payments to suppliers and employees (24,837) (39,568)
Commissions paid (12,596) (9,813)
Net cash inflow from operating activities 21,902 18,819
Cash flows from investing activities
(Outflow) from purchaseof property, plantand equipment (68) (329)
(Outflow) from purchaseofintangibleassets (450) (301)
Inflow from the saleof property, plantand equipment 13 -
Inflow from saleof investments 2,500 85,884
(Outflow) from purchase of investments (24,756) (42,565)
Net cash (outflow) /inflow from investing activities (22,761) 42,689
Cash flows from financing activities
Dividend payment - (45,000)
Payment of leaseliabilities (2,048) -
Net cash (outflow) from financing activities (2,048) (45,000)
Net (decrease) / increase in cash and cash equivalents (2,906) 16,508
Cashandcash equivalents atbeginning of year 27,155 10,647
Cash and cash equivalents at end of year 24,249 27,155
Cash is represented by:
Cashatbankand inhand 24,249 27,155
Cash and cash equivalents at end of year 24,249 27,155

The notes on pages 12 to 52 arean integral partof these financial statements
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Statement of Cash Flows (continued)
For the year ended 31 December 2019
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Group Group

2019 2018

$’000 $’000
Operating activities reconciliation
Profit after tax 31,318 9,951
Non-cash items
Depreciation expense 2,492 620
Fairvalueadjustmentof dividend payable - 1,904
Amortisation expense 138 95
Deferred tax liability (65,053) (1,042)
Net unrealisedfairvaluelosses/(gains)onfinancial assets at FVTPL (4,923) (1,514)
Remediation provisions 7,591 -
Financecost 338 -
Change in policyholder liabilities 41,300 5,084
Changes in working capital items
Receivables 6,725 (2,816)
Payables 1,844 6,992
Insuranceliabilities 127 428
Policyloans 5 (9)
Items classified as investing activities
Net realised fair value (gains) on financial assets atfair valuethrough profitandloss - (874)
Net cash inflow from operating activities 21,902 18,819

The notes on pages 12 to 52 arean integral partof these financial statements
12
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Notes to the Financial Statements

For the year ended 31 December 2019

These are the Consolidated Financial Statements of Cigna Life Insurance New Zealand Limited and its
subsidiary (the Group).

Cigna Life Insurance New Zealand Limited (the Company) is a for-profitentity incorporated and domiciledin
New Zealand. It was incorporated on 13 December 1967.

The Company is a Limited Liability Company. The address of its registered officeis Level 24, Majestic Centre,
100 Willis Street, Wellington, New Zealand.

These consolidated financial statements for the Company andits subsidiary (together “the Group”) cover the
financialyear ended 31 December 2019.

The Company is partof a New Zealand Group of Companies thatincludes OnePath Life (NZ) Limited. Both Companies
are 100% owned by Cigna New Zealand Holdings Limited. The Company is the soleemployer of stafffor the New
Zealand Group of Companies, and has servicecontracts and rechargearrangements in placeto appropriately allocate
the expenses incurred,inrelation to people and other costs,amongst the New Zealand Group.

The Company’s principal products and services comprisethe sellingand administration of health and life
insurance, lifeinvestment and travel insurancecontracts. TheCompany alsoacts as a reinsurer for certain life
insuranceandcreditcardinsurancecontracts.

The Company was granted a licence by the Reserve Bank of New Zealand (“RBNZ”) on 12 August 2013 to
operate as aninsurer subjectto the Insurance (Prudential Supervision) Act2010 (“IPSA”). As a consequence of
being a licensed insurer, the Company is an FMC Reporting Entity under the Financial Markets ConductAct
2013.

Basis of preparation

The financial statements have been prepared in accordancewith Generally Accepted Accounting Practicein
New Zealand (“NZ GAAP”). They comply with New Zealand equivalents to International Financial Reporting
Standards (“NZ IFRS”) and other applicablefinancial reporting standards asappropriatefor for-profitentities.
The financial statements comply with the International Financial Reporting Standards (“IFRS”). Unless
necessary to explainaccounting policy choices or to add further information, we have notincluded accounting
policy wording where itis otherwise consistentwith the standards.

These financial statements are prepared under the historical costconvention, as modified by the revaluation
of financial assets and financial liabilities atfair value through profitor loss.

Unless otherwise stated, all amounts arerounded to $000’s and are expressed in New Zealand Dollars, which
is the presentation currency of the Group and the functional currency of the Company andits subsidiary.

The preparation of financial statements in conformity with NZ IFRS requires the use of certain critical
accountingestimates. Italsorequires management to exerciseits judgement inthe process of applyingthe

Group’s accounting policies.

Accounting for Life Insurance Business

The lifeinsuranceoperations of the Group comprisethe sellingand administration of contracts which are
classified as either lifeinsurance contracts. Contracts thatinclude both investment and insurance elements
are separated, where practicable,intothose two elements andreported accordingly. For example, for
investment products that includea lifeinsurancerider, figures relating to the investment portion (such as
deposits)arereported under ‘lifeinvestment’ whilstfigures relatingtothe insuranceportion (suchas claims)

H ]
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Notes to the Financial Statements
For the year ended 31 December 2019

arereported under ‘lifeinsurance’. Where itis not practicableto separate the two elements, the contractwill
be recognisedas a lifeinsurancecontractand the valueof the lifeinsurance contracts will beset to the value
of the supportableassets.

Life insurancecontracts involvethe acceptanceof significantinsurancerisk. Insuranceriskis defined as
significantifand onlyif,aninsured event could causean Insurer to pay significantbenefits inanyscenarios,
excludingscenariosthatlack commercial substance. Insurancecontracts includethosewhere the insured
benefit is payableonthe occurrence of a specified event such as death, injury or disability caused by accident
orillness. The insured benefitis either not linked or only partly linked to the market value of the investment
held by the Group, and the financialrisksaresubstantially borne by the Group.

Critical Accounting Judgements
The Group makes estimates and assumptions thataffect the reported amounts of assets and liabilities at

period end. Estimates and judgements arecontinually evaluated and arebased on historical experienceand
other factors, including expectations of future events that are believed to be reasonableunder the
circumstances. These estimates and judgements have been made based upon facts and circumstances that
existed as atbalancedate. Since this time a major event (COVID-19) has occurred. This could materiallyimpact
upon the judgements and estimates made by management. The Company continues to assess theimpactof
COVID-19, refer to note 30 for further details.

The Covid-19 event continues to be monitored but at the date of signingthese accounts, anyimpactis yet to
be determined. The critical accountingjudgements that may materiallyimpactthe financial statements are

detailed together with the associated critical accounting estimates over the remainder of these notes.

The subsequent notes areset outinthe followingmain categories:

a Insurance Profit

b Insurance Liabilities

C Investments

d Non Financial Assets and Liabilities & Taxation
e Risk

f

Unrecognised Items & Other Information

H ]
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For the year ended 31 December 2019

a Insurance Profit

This note provides information aboutthose individuallineitems in the financial statements that the Directors
consider most relevant in the context of the operations of the Group, including:

- ananalysisof net profit

- abreakdown of revenue by type

- abreakdown of claims expenses by type

- other expenses splitbetween acquisition costand maintenancecost

- premium income still owingatbalancedate

- specificaccounting policies whererelevant.

1 Analysis of net profit

This note compares the planned profit marginrelease (on existingbusiness as at31 December 2018 and new
business written over 2019) with the actual profit.

Group Group
2019 2018
Note $’000 $’000
Item:

Planned profitmargin (net of tax) 8,220 9,045
Experience profit 17,138 (2,719)
Assumption Change (Economic) (1,066) (2,776)

Methodology Change 21
Investment earnings onretained profit 7,005 6,401
Net profit after tax 31,318 9,951

The planned profit after tax for 2019 was $8.220m compared to actual profitof $31.318m.

The $17.1m of experience profits were mainly due to the recognition of $29.5m of tax losses brought onto the
balancesheet. This was partly offset by higher than expected commissionand operatingexpenses incurredin
the Statutory Fund.

The $1.1m of losses fromassumption changes is dueto lower valuation discountrates (driven by lower long
term bond yields), partly offsetby a lower assumed future rate of inflation. This resultsina netincreasein
policyholder liabilities.

The profitfrom investment earnings onretained profits does not form partof planned profitmargins, so
provides a positivevarianceof $7.0m.

H ]
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Notes to the Financial Statements
For the year ended 31 December 2019

2 Premium revenue

Revenue is categorised and recognised usingthe methods outlined below.

Note

Insurance premium revenue
Life insurance premiums

Life reinsurance premiums
Travel insurance premiums

3¢ Cigna.
Group Group
2019 2018
$’000 $’000
83,214 79,784
4,344 5,988
13,264 14,392

Life premiums recognised as revenue

100,821 100,164

Outwards reinsurance premiums

(5,815) (5,713)

Net premium revenue from insurance contracts

95,006 94,451

Accounting for revenue from major business activities
Life premium revenue

Premium revenue is earned on lifeinsurancecontracts. Premiums with a regular due date are recognised on a
due date basis. Depositcomponents of lifeinsurancecontracts arenotrevenue andare treated as
movements inlifeinsurancecontracts. Where itis not practicableto splitoutthe insuranceandinvestment

elements of a contract, all premiums have been recognised as revenue.

Life reinsurance revenue

Life reinsurance premiums are recognised when due. Premiums with a regular due date arerecognisedon a
due date basisandanyirregularpremiums arerecognised as per the specific terms of their contracts.

Travel premium revenue

Premium revenue from travel insurance contracts arerecognised over the period the policyholder travels.

Unearned premium

The proportion of premiums not recognisedin profitor loss atthe reporting date is recognised in the
Statement of Financial Positionasunearned premium liability within lifeinsurance contracts balance.

3 Fee and other revenue

Group Group

2019 2018

Note $’000 $’000

Inwards reinsurance commission 1,016 1,125
Other 604 635
Total fee and otherrevenue 1,620 1,760

Inwards reinsurance commission

Inwards reinsurance commissionisrecognised over the period the Group provides reinsuranceservices.

Jll
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For the year ended 31 December 2019

4 Payment under policies

Group Group

2019 2018
Note $’000 $’000

Claims expense
Life insuranceclaims (netof reinsurance) 32,536 26,566
Travel insuranceclaims (netof reinsurance) 8,940 6,850
Total claims (net) 41,476 33,416
Inwards reinsurance recoveries 2,122 1,715
Total gross claims through profit and loss 43,598 35,131

Accounting for claims from major business activities

Life insurance contracts

Claimsincurredrelateto lifeinsurancecontracts and aretreated as expenses. Maturity claims arerecognised
on the policy maturity date. Surrenders are recognised when paid. Death andall other claims arerecognised
when the liability to the policyholder under the policy contracthas been established.

Claims inrespectof with-profitbusiness arerecognised when the policies concerned ceases to participate,in
whole or inpart, inthe earnings of the relevant fund. Where itis not practicabletosplitoutthe insuranceand
investment elements of the contract,all claims have been recognised as an expense. Provision has been made
for the estimated cost of all claims notified but not settled at balancedate, with allowances for the probability
of declinatureand the associated operating costs to administer these claims. Provision hasalso been made for
the estimated costof claims Incurred But Not Reported (“IBNR”) atbalancedate. IBNR is recognised within
Insuranceliabilities.

Travel insurance contracts
Claims expenses arerecognised when claims are notified with the exception of claims incurred but not
reported for which a provisionisestimated.

Reinsurance

Reinsurancepremiums and recoveries are recognised separately as deductions to revenue and expenses in
profitor loss over the period of indemnity of the reinsurancecontract. Recoveries receivableare assessedina
manner similarto the assessmentof outstanding claims. Recoveries receivablearemeasured as the present
value of the expected future receipts, calculated on the same basis as theliability for outstandingclaims.

5 Other expenses

Other expense arealsoincurred for the operation of the business inrelationtothe acquisitionand
maintenance of lifeinsurance contracts. Thisis 45.89%(2018:56.40%) for acquisitionand 54.11%(2018:
43.60%) for maintenance and non-lifeinsurancecosts. Allocationis based on expense surveys of staff time
andcosts that are directly attributableto the acquisition of new policies.

H ]
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Cigna Life Insurance New Zealand Limited
Notes to the Financial Statements
For the year ended 31 December 2019

5 Other expenses (continued)
Group Group
2019 2018
Note $’000 $’000
Policy acquisition costs — life insurance contracts
Commission 902 1,260
Other solicitation and acquisition costs 16,267 25,694
Total policy acquisition costs 17,169 26,954
Policy maintenance costs
Commission 10,632 9,934
Lifeinsurancecontracts 19,255 15,589
Remediation costs 7,700 -
Total maintenance expenses 37,587 25,523
Investment management costs 16 119
Total investment management costs 16 119
Non-life insurance costs
Other administrative costs 737 1,171
Total non-life insurance costs 737 1,171
Total other expenses 55,509 53,767

Acquisition costs arethe costs of acquiring new business, including commissions, distribution costsand costs
of accepting, issuingandinitially recording policies. Maintenancecosts arethe costs of administrative policies

subsequent to sale,and maintainingthe Group’s operations such that they are sufficientto servicein-force
policies. See note 21 for ananalysisof expense by nature. Non-lifeinsurancecosts relateto administrative

costs of the Group’s subsidiary. These costs do not relate to the acquisition or maintenanceof lifeinsurance

contracts.

Any deferred acquisition costs are expected to be recovered through renewal premiums baseon the expected

future lifetime of the underlying products.

6 Insurancereceivable

Insurancereceivables relateto amounts due to the Group inthe ordinary courseof business. The carrying
valueof insurancereceivables approximates their fair valueas they are settled within a shortperiod.

Group Group

2019 2018

Note $’000 $’000

Outstanding premiums 2,543 2,623
Related party reinsurancerecoveries 26 992 2,561
Reinsurancerecoveries 2,138 2,416
Total insurance receivables (current) 5,673 7,600

18
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Cigna Life Insurance New Zealand Limited

Notes to the Financial Statements
For the year ended 31 December 2019

6 Insurancereceivable(continued)

Insurancereceivables pastduebut not impaired

The Group considers thatinsurancereceivables arepastdueif payment has not been received when
contractually due. At the reporting date the total of the carryingvalues of pastdue but not impaired assets
held by the Group is $1,358k (2018:5738k). The agingof these amounts is shown below.

2019 2018
$’000 $’000
Days past due

0-30days 270 332
31-60days 719 380
61-90 days 41 13
90+ days 328 13
Total 1,358 738

Inaddition to the above pastdue balances, the Group has fully impaired assets of $45k (2018: $47k).

Premium amounts that aredue and do not have surrender values to offset the premium are lapsed after three
months of non-payment. Lapsed outstanding premiums are written off to profit or loss, as a debitagainst
premium revenue.

b Insurance Liabilities

This note provides information aboutthe Group’s contractliabilities, including:

- estimates andjudgements used

- lifeinsurancecontracts calculationsand components

- disaggregated information of the Statement of Comprehensive Income and the Statement of Financial
Position

- insuranceliability breakdown and assumption

- Statutory fund breakdown

- Solvency margin

7 Criticalaccountingestimate: Life insurance contracts

Lifeinsurancecontractliabilities arecalculated by the actuarialteamand reviewed and signed off by the
Appointed Actuary on the basis of recognised actuarial methods, with due regard to relevant actuarial
principles. The methodology takes into accountthe risks and uncertainties of the particularclasses of life
insurancebusinesswritten.

Actuarial assumptions and methods
The Group’s actuarialreports for the year ended 31 December 2019 was prepared by the Appointed Actuary,

Michael Bartram BSc. (Hons), FIAA, FNZSA. The Appointed Actuary is satisfied as to the accuracy, natureand
sufficiency of the data and methods upon which the policy liabilities have been determined.
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7 Criticalaccountingestimate: Life insurance contracts (continued)

(a) Disclosure of methods
Life insurancecontracts consistof lifeinsurance contractliabilities (including unvested policyholder benefits)
and non-lifeliabilities.

The Group has made a number of changes to the estimates and methodology used to valuethe lifeinsurance
contractliabilities. These changes were made to align methodology practices with the recently acquired
OnePath business (refer to subsequent event note 30). For each change, the Group concluded that the
changes were not representative of previous errors,and represented a changeinaccountingestimate, rather
than a changeinaccounting policy. The changes made are shown in Note 7bxi.

Life Insurance contract liabilities

The valueof lifeinsurancecontractliabilities is calculated usingthe Margin on Service (MoS) methodology in
accordancewith the New Zealand Society of Actuaries Professional Standard 20 (PS20), Determination of Life
Insurance Policy Liabilities, using either the Projection method or the Accumulation Method, depending on the
product group.

Margin on Services — Projection Method

The “projection method”, recommended under Appendix C of NZ IFRS 4, uses expected cash flows, (premiums,
investment income, redemptions or benefit payments, taxes, expenses and profits) based on best estimate
assumptions, to establish thevalue of policy liabilities. This includesan allowancefor planned profits. Profit
margins arereleased over eachreporting period inlinewith the services thathave been provided.

Accumulation Method

Under the accumulation method, for risk policies the policy liability is the sum of the unearned premiums,
outstanding claims reserves plus an allowancefor claims incurred but not yet reported, less any deferred
acquisition costs.

The Revolving Credit, Travel and Other Non-Life product groups have been valued usingthe accumulation
method. The results from usingthe accumulation method rather than the projection method are not expected
to be materially different.

(b) Disclosure of assumptions

Actuarial assumptions aboutfuture experience are required for calculating policy liabilities. The assumptions
used for the accumulation method are the same as those used for the projection method where they are
required. For the deferred acquisition cost, the key assumptionis thelapserate, which drives the rate at
whichthe reserve runs off. In addition, the unearned premium reserve used inthe accumulation method
assumes that premiums arerecognised halfwaythrough the premium billing period.

The assumptions used were best estimate assumptions approved by the Appointed Actuary for the Company.
The key assumptions were:

i ProfitCarriers

Where the policy liability is determined by the projection method, Appendix C of NZ IFRS4 and actuarial
standards require profitto be related to one or more financially measurableindicators of the provision of
service (or related income) called “profitcarriers”. The profit carriers used for the related product groups
(“RPG’s) inorder to achieve the systematic release of planned margins were as follows:
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7 Criticalaccounting estimate: Life insurance contracts (continued)

Life RPG’s 2019 2018
Traditional With-Profit Value of bonus Value of bonus
Traditional Non-Profit—Regular Premium Expected premium Expected claims
Individual Lump Sum — Regular & Level Premium Expected premium Expected claims
Individual Lump Sum — Single Premium Expected claims Expected claims
Funeral Cover Expected premium Expected claims
Individual Disability —Regular & Level Premium Expected premium Expected claims
Group Lump Sum Expected premium Expected claims
Group Disability Expected Premium N/A

With the exception of the Traditional With-Profitproductgroup, the profitcarriers for 2018 were based on
expected death claims.The profitcarrier for the Traditional With-Profithas remain unchanged from 2018. The
profitcarrier was changed to expected premium at 31 December 2019 for all other RPG’s except Individual
Lump Sum — Single Premium which remains as expected claims.Changes to profit carriers havenoimpacton
the profitand loss. The effect is the change in the pattern of the release of future profits. Refer to paragraphx
where the tablediscloses theeffect on future profits.

ii RiskDiscountRates

Risk Discount Rates (p.a.)

RPG’s Discount (after tax and investment
fees)
Rate Basis 2019 2018

Traditional With-Profit Earnings * 2.22% 2.70%
Traditional Non-Profit Risk Free 1.42% 1.95%
MRI Term Life Risk Free 0.93% 1.25%
Level & Decreasing Term Life Risk Free 1.14% 1.63%
Yearly Renewable Term (YRT) Life Risk Free 1.14% 1.63%
Funeral Cover Risk Free 1.14% 1.63%
Accident & Health, Revolving Credit Risk Free 0.93% 1.25%
Income Protection Risk Free 0.93% 1.25%

* The current asset mix is assumed to continue into the future.

The 2019 net of tax discountrates above were used to determine the economic impacton lifeinsurance
contracts over 2019.

The Group moved from usinggross of tax discountrates to net of tax discountrates, and also changed the
methodology for calculating the forward yield curves. There was onlya residual impactonlifeinsurance
contractliabilities fromchangingyield curve methodology.

Gross of taxdiscountrates were used to determine the final policy liabilities for all products exceptfor
Traditional With-Profitwhich continues to use net of tax discountrates. The gross of tax discountrates used to
determine lifeinsurancecontracts weredetermined from the inter-bankswap rate curve. This curveis then
extended for longer durations with New Zealand long-term risk free rates from the European Insuranceand
Occupational Pensions Authority. The risk free rate (before tax) varied by duration between 1.0% and 3.9% on
this basis.
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7 Criticalaccountingestimate: Life insurance contracts (continued)

iii Expense Inflation & Benefit Indexation Rates
Allowancefor future expense inflationof2.5% p.a. (2018:3.0% p.a.) is assumed.

Some lifeinsurancecontracts haveindexation benefits that providea level of protection against
inflation. Whereincreases arenot fixed or set equal to CPI, they are assumed to increasecover levels ata rate
of 2.0% p.a (2018:2.0%). The assumptionreflects best estimate assumptions aboutfuture experience.

iv Expenses

PS20 states that maintenance expense assumptions mustbe sufficientintotal acrossall businessassumed to
be inforceinthe year followingthe valuation dateto cover expenses estimated to be required inthat year to
fully supportthe administration of that business as a goingconcern. Expenses considered to be “one-off” may
be excluded.

Future maintenance expenses have been assumed atcurrent levels, increased by the rate of expense inflation
set out above (2.5% p.a.; 2018:3.0% p.a.). Projected expenses for 2020 are consistent with the latestbusiness

plan.

Future investment expenses have been assumed to be at the same percentage of assets under management as
applies atthe balancedate. The rates for the lasttwo years are shown inthe table below:

Investment Management Fee

Asset Class Assumptions (p.a)
2019 2018
Cash 0.00% 0.00%
Fixed Interest 0.06% 0.11%
NZ Equities 1.05% 1.05%
Overseas Equities 1.02% 1.12%

Acquisition costs arebased on actual experience incurredinthe year for new business and do not includeany
costs of general growth and developments.

v Tax Rates and Basis

Policy liabilities have previously been determined on a net of tax basis assuminga tax rate of 28% for future
years.For 2019, a gross of tax approach has been used to determine policy liabilities with the exception of
Traditional With-Profitbusiness which continues tousea discountrate thatis net of tax and investment
management fees. Moving to a gross of tax approach has notimpacted net assets. The Group’s view is thisis a
change inaccountingestimate, not accounting policy, and therefore the prioryear’s policy liabilities have not
been restated.

vi Mortalityand morbidity

Term Life Excluding Funeral Cover

The projected rates of claims reflectcurrentexperience and are based on the latestNew Zealand standard
mortality tables released by Gen Re and the NZ Society of Actuariesin2012 (NZSA 08-10). The proportion of
each tableadopted was based on recent actuarialinvestigations carried outby the actuarial personnel of the
Group.
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7 Criticalaccountingestimate: Life insurance contracts (continued)

Funeral Cover and Other Individual

The projected rates of claims reflectcurrentexperience and are based on actual experience where possible
andreferenced againstNew Zealand standard mortality tables NZSA 08-10, NZ95, NZ97 (insured lives)and
NZLT 12-14 (populationlives).

Processes

An appropriatebasetableof mortalityis chosen for the type of product being written. An investigationinto
the actual experience of the Group’s business over the most recent four years (at least)is performed and
statistical methods areused to adjustthe rates reflected inthe base tableto a best estimate of mortality
experience for the valuation. Wheredata is sufficientto be statistically credible, the statistics generated by
the data are used without reference to anindustrytable. The actuarialinvestigations havebeen carried out by
the Valuation Actuaryand has been reviewed and signed off by the Appointed Actuary.

vii Rates of discontinuance

Future rates of discontinuancefromlapses, cancellations or surrenders assumed for the major classes of
individual businessare primarily based oninvestigations of the Group’s own experience. The valuation
assumptions by duration were lastreviewed for 31 December 2019 and aresummarised in aggregate below
with the comparativefigures for 2018.

RPG’s 2019 2018
Traditional With-Profit 5.5% 6.5%
Traditional Non-Profit 13.5% 8.0%
Individual Lump Sum — Regular & Level Premium 10.9% 11.7%
Individual Lump Sum — Single Premium 0.06% 0.04%
Funeral Cover 6.8% 5.9%
Individual Disability —Regular & Level Premium 22.7% 20.6%
Revolving Credit 12.7% 12.7%
Group Lump Sum 6.7% 6.7%
Group Disability 6.7% 6.7%
Travel Insurance - -
Other Non-Life 11.8% 11.8%

Lapserate assumptions arealso dependanton the customer’s age for yearly renewable term products where
premiums generally become more expensive with age. Lapserates are assumedto be 100% at the next policy
anniversary datewhen customers reach the maximum age assumption. For 2019 the maximum age
assumptionis generally 70 years (2018:70 years), but 80 years for one legacy product (2018:80 years).

viiiSurrender value

Future policysurrender values for lifeinsurancecontracts areonly applicablefor Traditional products and are
projected usingthe sums assured, mortality assumptions based on the UK Life Table A49-52 Ult (permanent
assurances 1949 to 1952 ultimate) and an interest rate of 5% (2018: 5%). The numbers or surrenders are
projected using best estimate lapses assumptions as shown above.

ix Future participatingbenefits

Assumed future supportablereversionary bonus ratefor the major classes of conventional Traditional With-
Profitindividual participating businesswas calculated to be 1.90% p.a. (2018:2.70% p.a.). Thisrateisin
addition to contractual returns on participating policies.
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7 Criticalaccountingestimate: Life insurance contracts (continued)

For discretionary participating business, itis policy to set bonus rates such that over long periods the returns
to policyholders arecommensurate with the investment returns achieved on relevant assets, together with
other sources of profit arisingfrombusiness. Distributions aresplitbetween policyholders and shareholders
with the valuation allowing for shareholderstoshareindistributions. Inapplyingthe policyholders’ share of
distributionsto providebonuses, considerationisgiven to equity between generations of policyholders and
equity between the various classes and sizes of policies inforce, in particular minimum guarantees for business
transferred.

Assumed future bonus rates includedin policy liabilities were set such that the present value of policyholder
benefits including futureassumed bonus is equal to the value of the assets supporting the business together

with assumed future investment returns, allowing for the shareholders’rightto participatein distributions.

The declared bonuses for participating policiesarealso determined based on underlyingreturns on assets and
notional assetallocation.

x Changes inactuarialassumptions

Effects of changes in actuarial assumptions from 31 December 2018 to 31 December 2019

Effect on Future Profit Effect on Policy

Margins Liability*

$’000 $’000

Assumption Category Increase/(decrease) Increase/(decrease)
Mortality and Morbidity rates (324) -
Lapse (cancellation) rates (5,511) -
Economic assumptions —discountrates 5,470 5,843
Economic assumptions —expense inflation - (2,121)
Expense level 4,903 -
Methodology Change 27,195 (21)
Total 31,733 3,702

* Note that the effect on policy liability excludes the impact from the change in the supportable bonus rate that
would offset the impact from the assumption changes for Traditional With-Profit business.

The increasein profitmargins from methodology changes is driven mainly by the change from net of tax
discountrates to gross of tax discountrates usedinthe calculation of policy liabilities. The increasein policy
liabilities is mostly driven by lower risk discountrates as a resultofa reductionin NZ government bond yields
over 2019.
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7 Criticalaccountingestimate: Life insurance contracts (continued)

xi Changeinaccountingestimates

Estimation Nature Impact on
net assets
($m)
Unearned Premium Reserve Implicitallowancein UPR for PHL Nil
Discountrates Discountrates applied gross of tax Nil
RDR vyield curve Yield curve matched to duration of underlyingcash flows Nil
Profitcarriers PV of future premium (rather than claims) profitcarrier Nil
Related product groups Related product groups of CLINZ and OPL combined Nil
Projection Method A single projection method as builtfor the combined business Nil

Policy liabilities have previously been determined on a net of tax basis assuminga tax rate of 28% for future
years.For 2019, a gross of tax approach has been used to determine policy liabilities (with the exception of
Traditional With-Profitbusiness). Movingto a gross of tax approach has notimpacted net assets.

xii Sensitivity Analysis

The Group conducts sensitivity analyses to quantify the exposure to risk of changes inthe key underlying
variablessuch as thevaluationinterestrate, mortality, morbidity and inflation. The valuationsincludedin the
reported results arecalculated usingcertain assumptions aboutthese variables. The movement inany key
variablewillimpactthe performance and net assets of the Group’s business and as suchrepresent a risk.

Variable

Impact of movement in underlying variable

1. Expense Risk

An increaseinthe level orinflationary growth of renewal or maintenance expenses over
assumed levels will decrease profitand shareholder equity.

2. Market
(Interest/Discount
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 inthe
market value of fixed interest investments. The impacton profitand shareholder equity
depends on the relative movement inassets and liabilities, to the extent that these are
not matched. Sensitivity testing performed measures the impactfrom the liability side
only.

For assets which arenot contractually linked to policy liabilities, the business is exposed
to market riskthrough changes ininterest rates and discountrates.

3. Mortality &
Morbidity Risk

For insurancecontracts providing death benefits and those providingdisability benefits,
greater mortality rate would lead to higher levels of claims occurring sooner than
anticipated, increasingassociated claims costand therefore reducing profitand
shareholder equity.

For insurancecontracts providing disability benefits, a greater morbidity rate would lead
to higher levels of claims occurring sooner than anticipated, increasing associated claims
costand therefore reducing profitand shareholder equity.

4. lapse
(Cancellation)
Risk

The impactof the lapserateassumption depends on a range of factors includingthetype
of contract, the surrender value basis (where applicable) and the durationinforce. For
example, anincreaseindiscontinuancerates atearlier duration of lifeinsurance
contracts usually has a negative effect on performance and net assets. However, due to
the interplay between the factors, there is not always an adverseoutcome from an
increaseinlapserates.
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7 Criticalaccounting estimate: Life insurance contracts (continued)

3¢ Cigna.

For lifeinsurance contracts, which areaccounted for under MoS, amounts of liabilities,income or expenses
recognisedinthe period are unlikely to be sensitiveto changes invariables even ifthose changes may have an
impacton future profitmargins. The table below illustrates how changes in key variables asat31 December
2019 would have impacted the reported profitand equity of the business.

Changes in Variable

1. Expenses Per Policy (Maintenance)
2. DiscountRate

3. Mortality/morbidity
4. Lapse (Cancellation) Rates

Increase in
Policy Liabilities

Movement

$’000
Increaseby 10% -
Increaseby 1 percentage (9,128)
point (net of taxes, fees)
Increaseby 10% -
Increaseby 10% 912
Decrease by 10% (962)

Decrease in
Shareholder
Profit Before Tax
$’000

9,128

(912)
962

The impacts shown above arenot necessarily linear. Note that the calculated impactofthe discountrate
change focuses solely on the policy liability and does not capture any potential offsetting change inthe value
of the investment assets. Inthe normal course of events a compensatory but not necessarily equal change
would occurinthe market value of assets and thus to the shareholder profit. We have assumed there is no
change to the supportablebonus rate for Traditional With-Profitbusinessin thesensitivity results shown.

Life insurancecontracts consistof lifeinsurance contractliabilities (including unvested policyholder benefits)

and non-lifecontract liabilities.

The net outflows below are the present values of future premiums less the future policy benefits, transfers and

non-investment linked business.
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7 Criticalaccountingestimate: Life insurance contracts (continued)
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Group Group
2019 2018
Note $’000 $’000
Movements in life insurance contracts
Net lifeinsurancecontracts atthe end of the year 14,530 (26,770)
Net lifeinsurancecontracts atthe end of the previous year (26,770)  (31,854)
Net change in life insurance contracts 41,300 5,084
Net changeinlifeinsurancecontracts asabove 41,300 5,084
Net change in life insurance contracts as per Statement of Comprehensive 41,300 5,084
Income
Components of life insurance contracts
Lifeinsurancecontractliabilities
- Value of future profits 132,766 106,098
- Value of future policy benefits, transfers & non-investment linked business 480,409 469,504
- Value of future charges for acquisition cost (11,215)  (19,700)
- Value of future expenses 132,485 125,020
- Value of DAC tax separatelyrecognised?! - (47,297)
- Value of (balance of) future premiums (719,915) (660,395)
Net life insurance contracts as per Statement of Financial Position 14,530 (26,770)
Value of policy benefits subject to capital guarantees included in policy liabilities
- Inrespect of contracts with discretionary participation features 5,162 5,372
- Inrespect of any other contracts not addressed above, the amount of the 695 641
current termination values
Total 5,857 6,013
Life Insurance Contract Liabilities Future Net Inflows
- Under one year 37,067 31,661
- Between one andfive years 103,179 88,965
- Greater than five years 99,261 70,264
Total 239,507 190,890
IDAC tax is nolonger separately recognisedin 2019 due to moving to a gross of tax basis. There is nolonger a
tax cashflowinthe policy liability thatfeeds the Profitbefore tax number.
xiii Liability adequacy test
At each balancedate, liability adequacy tests are performed to ensure the adequacy of the contractliabilities.
In performing these tests, current best estimates of future contractual cash flows and claims handlingand
administration expenses, as well as investment income from assets backingsuch liabilities, are used.
Liabilities aregrouped into related product groups and each group is tested againstthe best estimate of future
cashflows. Ifthe liability of the related productgroup is less thatthe best estimate, the liabilityis increased
with the expense being booked directly through profitor loss. The test was passed.
T
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8 Criticalaccountingestimate: OQutstandingclaims

A provisionismadeat the period end for the estimated cost of claims reported but not settled atbalancedate
andthe costof claims Incurred But Not Reported (“IBNR”) to the Group. The estimated cost of claims includes
some allowancefor directexpenses to be incurredinsettling claims and allows for any material reinsuranceor
other recoveries. The outstandingreported claims reserveis based on caseestimates at the individual policy
level with allowances for the probability of declinatureand the associated operating costs to administer these
claims.

The estimation of claims IBNRis generally subjectto a greater degree of uncertainty than the estimation of the
costof settling claims already notified to the Group, where more information aboutthe claimevent is
generallyavailable.

In calculatingthe estimated costof claims reported but not settled, the Group uses case estimates where
possible. For IBNR claims reserves, the Group uses a variety of estimation techniques, generally based upon
statistical analyses of historical experience, which, subjectto the points made below, assumes that the
development pattern of the current claims will be consistentwith past experience. Allowanceis made for
changes or uncertainties which may create distortions in theunderlying statistics or which might causethe
costof unsettled claims to reduce when compared with the costof previously settled claims, including:

- Changes in Group processes which might accelerateor slowdown the development and/or recording of
paidorincurred claims,compared with the statistics from previous periods

- Changes inthe legal environment

- The effects of inflation

- Changes inthe mix of business

- The impactof largelosses

- Movements inindustry benchmarks

- The effects of changes inforeign exchange rates (travel business)

A component of these estimation techniques is usually the estimation of the cost of notified but not paid
claims. Inestimatingthe cost of these the Group has regardto the claimcircumstanceas reported, any
information availablefromloss adjusters and information on the cost of settling claims with similar
characteristicsin previous periods.

Provisionsarecalculated gross of any reinsurancerecoveries. A separate estimate is made of the amounts
that will be recoverablefrom reinsurers based upon the gross provisions where material.

Group Group

2019 2018

$’000 $’000

Claims under policies inthe process of settlement 10,631 13,584
Claims incurred butnot reported 6,699 3,619
Total insurance liabilities (current) 17,330 17,203

The carryingvalueofinsuranceliabilities approximatethe fair value, as they aresettled withina short period.
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9 Statutory fund

As required by the Insurance (Prudential Supervision) Act2010 (“the Act”), the Group has established a
statutory fund inrespect of its lifeinsurance business—Cigna Statutory Fund Number 1 (“The Fund”).

The purpose of a statutory fund is to ensure that the funds received and paid outinrespect of lifeinsurance
policies areseparatelyidentifiableas being partof the statutory fund. The assets of the Fund are only
availablefor the lifeinsurancebusiness. Inaddition theassets of the Fund enjoy certain protections under the
Act which are designed to ensure that the interests of holders of the lifeinsurancepoliciesaregiven certain
priority over the interests of other parties,such as unsecured creditors.

As at 31 December 2019 there are no other restrictions onthe use of assets invested for policyholder benefits,
nor anyrestrictions on legal titles to assets.

The Statement of Financial Position and Statement of Comprehensive Income as splitbyfund, are broken
down as follows:

2019 - Group 2018 - Group
Statutory Shareholder Total Statutory Shareholder Total
Fund Fund Fund Fund
$’000 $’000 $’000 $’000 $’000 $’000
Statement of Financial Position
Assets
Cashandcashequivalents 9,065 15,185 24,249 9,130 18,025 27,155
Financialassets atfair valuethrough 86,070 11,397 97,467 68,567 821 69,388
profitor loss
Insurancereceivables 5,318 355 5,673 7,245 355 7,600
Other receivables 1,050 2,654 3,704 1,006 7,457 8,463
Policyloans 183 - 183 188 - 188
Term deposits - - - - 900 900
Right-of-use assets - 6,778 6,778 - - -
Life insurancecontractassets - - - 29,716 (2,946) 26,770
Property, plantand equipment - 1,357 1,357 - 1,829 1,829
Intangibleassets - 1,498 1,498 - 1,186 1,186
Deferred taxasset (8,162) 38,891 30,729 - - -
Less Liabilities
Accounts payable 2,632 6,484 9,116 4,334 5,550 9,884
Employee entitlements - 11,085 11,085 634 7,724 8,358
Other liabilities 146 61 207 305 (23) 282
Lease liabilities - 7,033 7,033 - - -
Provision 7,591 - 7,591 - - -
Outstandingclaims 15,036 2,294 17,330 15,207 1,996 17,203
Life insurancecontractliabilities 11,691 2,839 14,530 - - -
Deferred tax liability - - - 47,297 (12,973) 34,324
Net Assets 56,428 48,318 104,746 48,075 25,353 73,428
Opening Equity 48,075 25,353 73,428 42,938 20,539 63,477
Distributionsto Shareholder Fund - - - (5,500) 5,500 -
Profit 8,353 22,965 31,318 10,637 (686) 9,951
Closing Equity 56,428 48,318 104,746 48,075 25,353 73,428
M
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9 Statutory fund continued
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2019 —Group 2018 - Group
Statutory  Shareholder Total Statutory Shareholder Total

Fund Fund Fund Fund

$’000 $’000 $’000 $’000 $’000  $’000
Statement of Comprehensive Income
Income
Net premium revenue 82,134 12,872 95,006 80,351 14,100 94,451
Fee and other revenue 1,016 603 1,619 1,125 635 1,760
Investment revenue 7,700 378 8,078 6,598 271 6,869
Less Expenses
Net claims, changeinreserves & 121,632 16,805 138,437 78,479 15,692 94,171
operating expenses
Loss / (profit) before tax (30,782) (2,952) (33,734) 9,595 (686) 8,909
Less income tax expense (39,135) (25,917) (65,052) (1,042) - (1,042)
Loss / profit after tax 8,353 22,965 31,318 10,637 (686) 9,951
Add Other comprehensive income - - - - - -
Total comprehensive income/(loss) 8,353 22,965 31,318 10,637 (686) 9,951

10 Solvency margin

Solvency requirements

A lifeinsureris requiredto have atleastone statutory fund inrespect of its lifeinsurancebusiness. The
purpose of a statutory fund is to ensure that the funds received and paid outinrespect of lifeinsurance
policies areseparatelyidentifiableas being partof the statutory fund. The assets of the statutory fund enjoy
certain protections under the IPSA, which are designed to ensure that the interests of holders of lifeinsurance
policies aregiven priority over the interests of other parties, suchas unsecured creditors.

The Group maintains a separatesolvency marginfor each of its Statutory and Shareholder funds, which is
calculated as the difference between actual solvency capitaland the minimum solvency capital,asshown
below. The methodology and bases for determining the solvency marginare inaccordancewith the Solvency
Standards for Life Insurance Business and Non-Life Insurance Businessissued by the Reserve Bank of New
Zealand. The actual solvency capital for each fund and for the consolidated entity exceeds the minimum

requirements.

Statutory Fund Shareholder Fund Group
$’000 $’000 $’000
As at 31 December 2019
Actual solvency capital (A) 54,298 7,934 62,232
Minimum solvency capital (B) 43,400 4,538 47,938
Solvency Margin (A)-(B) 10,898 3,396 14,294
Solvency Ratio (A)/(B) 125% 175% 130%
As at 31 December 2018
Actual solvency capital (A) 48,075 11,194 59,269
Minimum solvency capital (B) 30,047 6,470 36,517
Solvency Margin (A)-(B) 18,028 4,724 22,752
Solvency Ratio (A)/(B) 160% 173% 162%
30
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10 Solvency margin (continued)

No dividend has been declared for 2019. Capital surpluslevels remain withinthe Group’s long term target
operating range.

¢ Investments

This note provides further information about the investments held by the Group, outliningthe return received

andthe categorisationsof these assets, including:

- abreakdown of the investment revenue streams

- specificaccountingpolicies whererelevant

- disaggregated information for those instruments considered to be most significantin the context of the
Group’s operations

- informationaboutdetermining the fair valueof the instruments, includingjudgements and estimation
uncertaintyinvolved.

11 Investment revenue

Group Group
2019 2018
$’000 $’000
Dividendincome 24 23
Interest income 3,132 4,458
Net fairvaluegains onfinancial assets designated atfair valuethrough profit or loss 4,923 2,388
Total investment revenue 8,078 6,869
Total investment revenue by contract type:
Life insurance contracts
Income from:
Managed investment funds 436 (54)
Fixed interest securities and cash 7,642 6,923
Total life insurance contracts investment revenue 8,078 6,869

Accounting for investment income from major activities
Interest income
Interestincome is recognised on a time proportion basis using the effective interest method.

Dividend income
Dividend income from financial assets is recognised in profitor loss as part ofinvestment income when the
Group’s rightto receive payment is established.

Fair value gains and losses
Fairvaluegains andlosses on financial assets atfair valuethrough profitor loss arerecognisedin profitorloss
inthe period in which they arise.
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12 Financialinstruments by categories

The Group has determined thatfinancialassets areallassets held backinglifeinsurance contracts with the
exception of property, plantand equipment, intangibleassets and deferred tax assets. Such assets have been
dividedinto two different categories; Amortised cost and fair valuethough profitor loss. All financial liabilities
are measured at amortised costexcept for investment contract liabilities which are measured at fair value.

Regular purchases and sales of financial assets arerecognised on the trade-date — the date on which the Group

commits to purchaseor sell the asset.

The analysis of financial assets and liabilities into their categories is setout in the table below:

Amortised Designated Financial Group
cost  at fair value liabilities at Total
through amortised
profit or loss cost
As at 31 December 2019 — Group $’000 $’000 $’000 $’000
Cashandcashequivalents 24,249 - - 24,249
Financialassets held atfair valuethrough profit or loss - 97,467 - 97,467
Insurancereceivables 5,673 - - 5,673
Other receivables (excl. prepayments) 1,952 - - 1,952
Policyloans 183 - - 183
Accounts payable - - (9,076) (9,076)
Employee entitlements - - (11,085) (11,085)
Other liabilities - - (207) (207)
Insuranceliabilities - - (17,330) (17,330)
Provisions - - (7,591) (7,591)
Total 32,057 97,467 (45,289) 84,235
As at 31 December 2018 — Group
Cashandcashequivalents 27,155 - - 27,155
Financialassets held atfair valuethrough profit orloss - 69,388 - 69,388
Insurancereceivables 7,600 - - 7,600
Other receivables (excl. prepayments) 6,798 - - 6,798
Policyloans 188 - - 188
Term deposits 900 - - 900
Accounts payable - - (9,884) (9,884)
Employee entitlements - - (8,358) (8,358)
Other liabilities - - (282) (282)
Insuranceliabilities - - (13,584) (13,584)
Total 42,641 69,388 (32,108) 79,921

Refer to note 22 for considerations oninterestrate risk.
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12 Financialinstruments by categories (continued)

Impairment

The Group assesses atthe end of each reporting period whether there is objective evidence that a financial
assetor group of financial assets is impaired. Afinancialassetora group of financialassets is impaired and
impairment losses areincurred onlyifthere is objective evidence of impairment as a result of one or more
events that occurred after the initial recognition of the asset(a ‘loss event’) and that loss event (or events) has
animpact on the estimated future cash flows of the financial assetor group of financial assets thatcan be
reliably estimated.

Fair value hierarchy
The table below analyses financial instruments carried atfair value, by valuation method. The different levels
have been defined and measured as follows:

Level 1 - The fair valueof financialinstruments traded in active markets (such as publicly traded derivatives,
andsecurities)is based on quoted market prices atthe end of the reporting period. The quoted market price
used for financial assets held by the Group is the current bid price.

Level 2 - Inputs other than quoted prices included within level 1thatare observablefor the assetor liability,
either directly (thatis, as prices)orindirectly (thatis, derived from prices). Level 2 financialinstruments inthe
fairvaluehierarchyarerecorded base on broker quotes and unitprices as supplied by Interactive Data
Corporation (2018:the same).

Level 3 - If one or more of the significantinputs is notbased on observable market data, the instrumentis
includedinlevel 3.

The followingtable presents the Group’s financial assets and liabilities thatare measured at fair value.

2019 2018
Leve Level2 Level Total Levell Level2 Level3 Total
11 3
$’00 $’000 $’000 $’000 $’000 $’000 $’000 $’000
0

Recurring measurements
NZ Government Bonds - 90,738 - 90,738 - 67,007 - 67,007
NZ Corporate Bonds - 2,926 - 2,926 - 514 - 514
European Corporate Bonds - 1,063 - 1,063 - 307 - 307
Canadian Corporate Bonds - 757 - 757 - - - -
NZ Managed Funds - 1,006 - 1,006 - 770 - 770
European Managed Funds - 977 - 977 - 790 - 790
Total - 97,467 - 97,467 - 69,388 - 69,388
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d Non-financial Assets and Liabilities and Taxation

This note provides further information about those non-financial assets, liabilities and taxation position that
the Directors consider significantfor an understanding of the Group’s financial position and performance,
including:

income tax expense and deferred tax assetand liability breakdown;

relevant accounting policies;

estimates andjudgements made in determining these items;

explanation of the calculation basis for each type of non-financial assets and liabilities; and
individually significantitems.

13 Taxation
Group Group
2019 2018
$’000 $’000
Income tax recognised in profit or loss
Comprising:
Current tax - -
Deferred tax (65,053) (1,042)
Income tax expense (65,053) (1,042)
(Loss) / profit before tax (33,735) 8,909
Income tax at 28% (9,446) 2,495
Permanent differences
- Effect of pre-2010 lifetax regime (720) (767)
- other tax permanent difference 604 598
Non-deductible policyholderincomeand expenses (25,305) (1,042)
Income tax under / (over) providedin prior years (401) -
Tax effect of unrealised investment income - (103)
Recognition of tax losses (29,785) (2,223)
Income tax (credit)/expense (65,053) (1,042)
Deferred tax assets and liabilities
2019 - Group 2018 - Group
Opening Movement Closing Opening Movement Closing
balance charged to  balance balance charged to  balance
profit or profit or
loss loss
$’000 $’000 $’000 $’000 $’000 $’000
Movements in deferred taxation assets
Availabletaxlosses 12,973 21,677 34,650 12,973 - 12,973
Other provisionsandaccruals - 6,366 6,366 - - -
Total deferred tax assets 12,973 28,043 41,016 12,973 - 12,973

H ]l

34 pwc



Cigna Life Insurance New Zealand Limited

Notes to the Financial Statements
For the year ended 31 December 2019

13 Taxation (continued)

Movements in deferred taxation liabilities
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Life insurance contracts (47,297) 37,010 (10,287)  (48,339) 1,042 (47,297)
Total deferred tax liabilities (47,297) 37,010  (10,287) (48,339) 1,042 (47,297)
Total deferred tax (34,324) 65,053 30,729 (35,366) 1,042 (34,324)

Accumulated tax losses arerecognised in the Statement of Financial Position to the extent that they are
expected to be used inthe foreseeable future. Given the transaction described in note 30: Subsequent events,
the Group has now recognised all tax losses on balancesheetand has no unrecognised losses. Recognition of

these tax losses was justified by the forecast profit that the combined entities will generate.

The realisation of the tax benefit of the balanceofthese losses is dependent on the Group meeting the

requirements of the Income Tax Act 2007.

Accounting for taxation relation to the Group’s tax position
Current tax

Current taxis calculatedin respectof the taxable profitor loss for the period. Itis calculated usingtaxrates

andtax laws that have been enacted or substantively enacted by balancedate. Current taxis recognisedas a

liability (or asset) to the extent thatitis unpaid (or refundable).

Deferred tax

Deferred taxassets arerecognised to the extent thatitis probablethatprofits will beavailableagainstwhich
deductible temporary differences or unused tax losses can be utilised.

Life insurance contracts

The Group shifted from calculating Life Insurance Contracts on a net of tax basis toa gross of tax basis during
the year. The impact of this on business thatexisted at the beginning of the year is summarised below.

Existing Business

Net Basis Impact Gross Basis
$’000 $’000 $’000
Life Insurance Asset/(Liability) excluding DTL (14,265) 40,784 26,519
Deferred Tax Asset/(Liability) 46,772 (40,804) 5,968
Life Insurance Asset/(Liability) including DTL 32,507 21 32,487
14 Other receivables
Group Group
2019 2018
Note $’000 $’000
Sundry debtors 745 783
Accrued interestincome 669 542
Prepayments 1,713 1,665
Related party loans and receivables 26 538 5,473
Total other receivables (current) 3,665 8,463
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14 Other receivables (continued)

Other receivables past due but not impaired

The Group considers thatother receivables arepastdue if payment has not been received when contractually
due. At the reporting date the total of the carryingvalues of pastdue but not impaired assets held by the
Group is $114k (2018:5$365k).

15 Leases
NZ IFRS 16: Leases (NZ IFRS 18) has been adopted this year, effective from 1 January 2019.

Right-of-use assets

The Group recognises right-of-useassets atthe commencement date of the lease(i.e., the date the underlying
assetis availablefor use). Right-of-use assets aremeasured at cost, less anyaccumulated depreciationand
impairment losses,and adjusted for any re-measurement of leaseliabilities. The costof right-of-useassets
includes the amount of leaseliabilities recognised, initial direct costs incurred, and lease payments made at or
before the commencement date less anyleaseincentives received. The right-of-useassets aredepreciated on
a straight-linebasis over the shorter of its estimated useful lifeand the leaseterm. Right-of-use assets are
subjectto impairment.

Lease liabilities

At the commencement date of the lease, the Group recognises leaseliabilities measured atthe present value
of lease payments to be made over the leaseterm. The leasepayments includefixed payments (includingin-
substancefixed payments) less anyleaseincentives receivable,variablelease payments that depend on an
index or a rate, and amounts expected to be paid under residual value guarantees.

Incalculatingthe present value of lease payments, the Group uses the incremental borrowingrate at the lease
commencement date ifthe interest rate implicitinthe leaseis not readily determinable. After the
commencement date, the amount of leaseliabilitiesis increased to reflect the accretion of interest and
reduced for the lease payments made. Inaddition,the carryingamountof leaseliabilitiesis re-measuredif
there is a modification,a changeinthe leaseterm or a changeinthe in-substancefixed lease payments.

Short-term leases and leases of low-value assets

The Group applies the short-term leaserecognition exemption to its short-term leases of carparks and motor
vehicles (i.e. those leases that have a leaseterm of 12 months orless and do not contain a purchaseoption). It
alsoapplies thelease of low-valueassets recognition exemption to operating costs for buildingleases. Lease
payments on short-term leases and leases of low-valueassets arerecognised as an expense on a straight-line
basis over the leaseterm.

Significant judgement in determining the lease term of contracts with renewal options

The Group determines the leaseterm as the non-cancellableterm of the lease, together with any periods
covered by anoption to extend the leaseifitis reasonablycertainto be exercised, or any periods covered by
anoption to terminate the lease,ifitis reasonably certain notto be exercised.

The Group has the option, under some of its leases to leasethe assets for additional terms of three to six
years. The Group applies judgement in evaluating whether itis reasonably certainto exercisethe option to
renew. Thatis,itconsiders allrelevantfactors thatcreate aneconomic incentivefor it to exercisethe renewal.
After the commencement date, the Group reassess theleaseterm ifthere is a significantevent or changein
circumstancethatis withinits control and affects its ability to exercise (or not to exercise) the option to renew
(e.g., achangein business strategy).
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15 Leases (continued)

Amounts recognised in the statement of financial position and profit and loss
Set out below, are the carryingamounts of the Group’s right-of-useassets and leaseliabilities and the
movements duringthe period.

Right-of-use assets Lease
liabilities
Buildings Motor Photocopiers Total Total
vehicles
$’000 $’000 $’000 $’000 $’000
As at 1January 7,082 456 68 7,606 7,606
2019
Additions 592 562 7 1,161 1,161
Termination (19) (5) - (24) (23)
Depreciation
expense (1,660) (267) (38) (1,965) -
Interest expense - - - - 338
Payments - - - - (2,049)
As at 31
December 2019 5,995 746 37 6,778 7,033

The Group recognised rent expense from short-term leases of $79k and leases of low-valueassets of $176k for

the financialyear.

16 Property, plantand equipment

Group Group Group Group Group  Group
Leasehold Office Furniture  Computer Work in Total
Improvements Equipment and Equipment Progress
Fittings

$’000 $’000 $’000 $’000 $’000 $’000
As at 1January 2018
Cost 1,484 210 637 1,812 38 4,181
Accumulated depreciation (426) (124) (286) (1,225) - (2,061)
and impairment
Net book amount 1,058 86 351 587 38 2,120
Year ended 31 December 2018
Opening net book amount 1,058 86 351 587 38 2,120
Additions —acquisitions - 6 7 379 12 404
Transfers - - - 38 (38) -
Disposals - - (96) (7) - (103)
Depreciation charge (165) (39) (43) (345) - (592)
Closing net book amount 893 53 219 652 12 1,829
As at 31 December 2018
Cost 1,484 216 409 2,183 12 4,304
Accumulated depreciation
andimpairment (591) (163) (190) (1,531) - (2,475)
Net book amount 893 53 219 652 12 1,829
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16 Property, plantand equipment (continued)

3 Cigna.

Year ended 31 December 2019

Opening net book amount 893 53 219 652 12 1,829
Additions —acquisitions - 21 47 - 68
Transfers - - 12 (12) -
Disposals - (8) - - (13)
Depreciation charge (165) (34) (36) (292) - (527)
Closing net book value 723 19 196 419 - 1,357
As at 31 December 2019

Cost 1,473 216 408 2,224 - 4,321
Accumulated depreciation

andimpairment (750) (197) (212) (1,805) - (2,964)
Net book amount 723 19 196 419 - 1,357

Depreciationis calculated using the straight-line method to allocateassetcostor revalued amounts, net or

residual values, overestimated useful lives.

Computer equipment
Leasehold improvements
Furniture and fittings

4 years SL
9 years SL

12-16years SL

Office equipment 5 years SL
17 Intangibleassets
Group Group Group Group
Goodwill Other Workin Total
intangible Progress
assets

$’000 $’000 $’000 $’000
As at 1January 2018
Cost 750 7,703 - 8,453
Accumulated amortisation and impairment - (7,473) - (7,473)
Net book amount 750 230 - 980
Year ended 31 December 2018
Opening net book amount 750 230 - 980
Additions —acquisition - 301 - 301
Amortisation charge * - (95) - (95)
Closing net book amount 750 436 - 1,186
As at 31 December 2018
Cost 750 8,004 - 8,754
Accumulated amortisation and impairment - (7,568) - (7,568)
Net book amount 750 436 - 1,186
Year ended 31 December 2019
Opening net book amount 750 436 - 1,186
Additions —acquisition - - 450 450
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17 Intangibleassets (continued)

Amortisation charge * - (138) - (138)
Closing net book amount 750 298 450 1,498
As at 31 December 2019
Cost 750 8,004 450 9,204
Accumulated amortisationand impairment - (7,706) - (7,706)
Net book amount 750 298 450 1,498

* Amortisation expenses areincludedin ‘Other Expenses’ of the Statement of Comprehensive Income

Amortisation methods and useful lives

Intangibleassets with a limited useful lifeareamortised usingthe straight-linemethod. The rates areas

follows:
Acquired computer software licences

Goodwill

2-4 years SL

Goodwill represents the excess of purchaseconsideration over the fair value of net assets acquired atthe time
of acquisition ofa business or shares in a subsidiary. Goodwill isallocated to cash-generatingunits (CGUs),

which are the lowest level of assets for which separatelyidentifiablecash flows can beattributed.

Goodwill of $750k was recognised on acquisition of the Grown Ups subsidiary which has now been integrated

into Cigna Life Insurance New Zealand. This is nowallocated to Cigna Life Insurance New Zealand CGU.

Impairment considerations

Inassessing the goodwill forimpairmentthe Group has considered the cash flows generated from the business
as awhole. The operatingcash flows of the CGU for 31 December 2019 year and the financial year 2020

budget significantly exceeded the carryingvalueofgoodwill.No impairment has been recognised.

18 Accounts payable

Group Group

2019 2018

Note $’000 $’000

Sundry creditors and accruals 4,013 2,762
Reinsurancepremiums payableto related parties 26 707 131
Other reinsurance premiums payable 465 2,143
Amounts due to related parties 26 1,666 1,554
Deposits held for policies notissued 83 89
Payableto agents 2,146 3,205
Total accounts payable 9,077 9,884
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19 Employee entitlement

Group Group

2019 2018

Note $’000 $’000

Annual leave 2,664 2,020

Long serviceleave 2,357 2,191

Bonus 5,826 4,113

Other 239 34

Total employee entitlement 11,085 8,358
Employee entitlements includeall employees of the New Zealand Group.

20 Provisionsfor Remediation

Group

2019

$’000

Opening balance -

Provisionraised 7,700

Provision utilised (109)

Closing balance 7,591

Indexation Provision

The Group has recognised a provision of $7.7m for customer remediation payments. Whilethe remediation

exerciseis currentlyin progress and may take up to 12 months to complete, the remaining provision of $7.6m
represents the Group’s best estimate of the liabilityas at31 December 2019.

In determining the provision recognised, the Group has made an assessment (best estimate) of the level of

customer take up (thatis, customers who elect a remediation payment). The level of customer take up is a key
assumptionin determining the overall expected payments — the greater the number of customers who elect a

remediation payment, the greater the cost of remediation to the Group. The range of reasonably possibletake

up percentages wouldindicatea lower and upper provisionrangeof$6.4mto $12.9m. If the take up rate for
remediation payments was 10% higher than expected, then the estimated costwould increaseby

approximately $1.3m.
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21 Analysis of expense by nature

Amortisation expense

Depreciation expense

Depreciation expense right-of-useasset
Directors’ fees

Employee benefit expense

Employee shareoptions & restricted stock expense
Fees paidto auditors PwC New Zealand
- Audit fees*

- Halfyear financial statement review
- Capital benchmarking**

Foreign exchange loss /(gain)

Legal expenses

Rental expense

Superannuation contributions
Termination expenses

Recharge of OnePath expenses

4 Cigna

Group
2019
$’000

138
499
1,965
184
53,044

365
41

50

16

212

132
2,797
718
(37,490)

Group
2018
$’000

95
620

159
26,419
51

198

35

26
1,746
1,195
1,668
194
(6,810)

* This includes theassurance engagement over the annual solvencyreturnandis inclusive of GST.
** Providing benchmarkingservices inrelation to the Group's capital policy review.

The Company incurs a number of expenses for the New Zealand Group of companies (Cigna Life Insurance
New Zealand Limited, OnePath Life (NZ) Limited and Cigna New Zealand Holdings Limited). These expenses
are allocated and recharged as appropriateona monthly basis.

Where such costs havebeen incurred, they are reported gross inthe above note. However, on the Statement

of Comprehensive Income and the Statement of Cash Flows the recoveries are shown againstthe underlying

costs. The recovery billed to related parties at31 December 2019 was $37,490k (31 December 2018 $6,810k).

e Risk

This section of the notes discusses the Group’s exposure to various risks and shows how these could affect the

Group’s financial position and performance.

22 Financialrisk management

This note explains the Group’s exposure to financial risks and how these risks could affectthe Group’s future
financial performance. Current year profitand loss information has beenincluded where relevant to add

further context.

Financialrisksaregenerally monitored and controlled by selectingappropriateassets to backlifeinsurance

contracts. The assets areregularly monitored by the Investment Management Committee and reported to the
Board monthly to ensure that there is no material assetand liability mismatchingissues and other risks such as
liquidity riskand creditriskare maintained within acceptablelimits asdetailed inthe Group’s relevantpolicies.
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22 Financialrisk management (continued)

Financial risk management objectives

Financialinstruments arefundamental to the Company’s business, constituting the core element of its
operations. Accordingly, the risk associated with financial instruments area significantcomponent of the risks
faced by the Company. Financialinstruments create, modify or reduce the credit, market (includingtraded or
fairvaluerisks and non-traded or interest and foreign currency related risks) and liquidity risks of the
Company’s balancesheet. These risks and the Company’s policies and objectives for managingsuchriskare
outlined below. The Company’s overall risk management program focuses on the unpredictability of financial
markets and seeks to minimise potential adverseeffects on the financial performance ofthe Company. The
Group does not enter into or trade financial instruments, including derivative financialinstruments, for
speculative purposes.

Risk management policiesand procedures

The financial condition and operatingresults of the Group are affected by a number of key financial and non-
financialrisks. Financial risksincludeinterestrate risk, currencyrisk, creditrisk, market risk, financingriskand
liquidity risk. Thenon-financialrisksareinsurancerisk, compliancerisk and operational risk.

(a) Risk management objectives and policies for mitigating risk
The Group’s objective is to satisfactorily managethe risks inlinewith the Group’s Risk Strategy and Risk Policy,
the relevant details of which are included below.

(b) Strategy for managing risk

Risk strategy

The Group has putin placea strategy to ensure that the risks underwritten satisfy policyholders’ riskand
reward objectives, whilstnot adversely affectingthe Group’s ability to pay benefits and claims when due. The
strategy involves the identification of risks by type, impact and likelihood, the determination of a riskappetite
for eachrelevantrisk, the implementation of processes and controls to mitigate the risks (inaccordance with
our appetite), and continuous monitoringand improvement of procedures in placeto minimisethe chance of
anadverse complianceor operational riskeventoccurring. Includedinthis strategy is the process for
underwritingand product pricingto ensure products are appropriately priced. Capital requirements are
measured usingthe regulatory reporting requirements to which the Group is subject.

Allocation of capital

The Group is required to hold a certain level of assets (capital) in order to prudently meet its liabilities to
policyholders, fulfilits new business plansand meet regulatory capital requirements. Capitalis held partlyin
the Statutory Fund based on management’s assessmentof the riskthateach lineof business is exposed to,
andits views on the profitability of the products that are sold, on the regulatory capital requirements andits
own views about a suitablemarginabovethe regulatory requirement. At no stage duringthe year was the
Group in breach of the minimum solvency capital requirements or its internal target framework. Refer Note
10 for disclosures on the Group’s solvency requirements and margins.

(c) Methods to monitor and assess risk exposures

Exposure to risk

In an effort to protect and enhance shareholder value, the Group actively manages its exposure to risks so that
itcanreactina timely manner to changes infinancial markets, insurancecycles,and economic and political
environments.

Management reporting

The Group reports monthly financialand operational results, mortality and morbidity experience, claims
frequency andseverity, and exposure for each portfolio of contracts (gross and net of reinsurance) to the
Board and to Cigna’s Asia Pacific Regional Management Committee.
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22 Financialrisk management (continued)

(d) Methods to limit or transfer risk exposure

Reinsurance

The Group’s reinsuranceactivities and needs are monitored and directed by the Board, based upon
recommendations from the Appointed Actuary. The Appointed Actuary can call onthe support of the ultimate
Parent Company’s Division Reinsuranceand Underwriting Department basedinthe United States.
Reinsuranceprogrammes areput in placeto mitigate the impact on the Group’s exposure to riskand to ensure
the achievement of an appropriatechoiceoftype of reinsuranceand retention levels.

Underwriting procedures

Strategic underwriting decisions are putinto effect usingthe underwriting procedures detailed in the Group’s
underwritingmanual. Such procedures includelimits to delegated authorities and signing powers. The
underwriting process is monitored by the internal quality control personnel to ensure adequate controls arein
placeover the underwriting process and that the controls are effective.

Claims management
Strictclaims management procedures ensure the timely and correct payment of claims inaccordance with
policy conditions.

Asset and liability management techniques

Durationanalysisis primarily used for interest-sensitive products and policies with long-term fixed pay out
patterns. Sensitivity analyseshelpto indicate how certain market fluctuation scenarios would affect future
cashflows andfairvalues. For non-discretionary participatory insurance products, such as unit-linked
products, the interest and market risks are passed on to the policyholder.

(e) Concentration of insurance risk

Insurance risks associated with human life events

The Group aims to maintainanappropriatesolvency marginin excess of the minimum requirements for any
given inforce business mix. The Group determines insurancerisk concentrations based on the levels of sum
assuredas well as ageand gender profiling of the policyholders. The Group uses reinsuranceto manage the
impactof insurancerisk concentrations.

Financing and liquidity risk
Financingand liquidity riskistheriskthat the Group will notbe ableto meet its cash outflows, as they fall due,
because of lack of liquid assets or access to funding on acceptableterms.

To mitigate financingand liquidity risk the Group maintains sufficientliquid assets to ensure that the Group
canmeet its obligations and other cash outflows on a timely basis. The Group is required to monitor its own
liquidity position and reports monthly to the Board of Directors its liquidity ratio.

Ultimate responsibility for liquidity risk management rests with the Board of Directors, who have builtan
appropriateliquidity risk management framework for the management of the Group’s short, medium and
long-term funding management requirements.

The carryingamountof financial assets and liabilities recorded in the financial statements represents their
respective fair values unless otherwise noted, determined inaccordancewith the accounting policies disclosed
in Note 12 Financialinstruments by categories
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22 Financialrisk management (continued)

Quantitative liquidity risk

The table below summarises the Group’s financial liabilitiesinto relevant maturity groups based on the

3¢ Cigna

remaining period at the balancedate to the contractual maturity date. The amounts disclosed are contractual
undiscounted cash outflows that includeinterest payments and excludethe impactof netting agreements.

2019 - Group Less than 1year >1 year Total
$’000 $’000 $’000
Financial liabilities
Payables 9,077 - 9,077
Employee entitlements 11,085 - 11,085
Other liabilities 207 - 207
Lease liabilities 1,930 8,135 10,065
Insuranceliabilities 17,330 - 17,330
Provisions 7,591 - 7,591
Letters of creditand guarantees issued 2,550 - 2,550
Total 49,770 8,135 57,905
2018 - Group Less than 1year >1 year Total
$’000 $’000 $’000
Financial liabilities
Payables 9,884 - 9,884
Employee entitlements 8,358 - 8,358
Other liabilities 282 - 282
Insuranceliabilities 13,584 - 13,584
Letters of creditand guarantees issued 2,550 - 2,550
Total 34,658 - 34,658

As at 31 December 2019, the Group does not expect the guarantees to be called. The guarantee is $2,500k for
Payroll Letter of Credit and $50k over the Grown Ups credit cards. Subsequent to balancedate, the Payroll

Letter of Credit was released on 31 January 2020.

Market risk

Management of market riskis generallylesscritical for short-term insurance products, as the amounts and
timing of claims do notvary significantly with interestrates or other market changes that affect the underlying
investments. The premiums received and the investment returns (net investment income andrealised gains
andlosses) providesubstantial liquidity to meet claims payments and associated expenses as they arise.
Consequently, there is greater flexibility ininvestment strategies for these short term products.

Interest rate risk

Interest rate riskis therisk thatthe value of the Group’s assets and liabilities will fluctuatedueto changesin
market interest rates. The Group is exposed to interest rate riskthroughits fixed interest investments and
cashholdings. The Group manages its exposure through the useof an experienced investment manager

operating within the confines of a Board approved investment mandate. The Group’s exposure to interest rate
riskis shown by the below sensitivity analysis.
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22 Financialrisk management (continued)

Sensitivity analysis interest rate risk

As at 31 December if interest rates on cash deposits andinterest bearinginvestments had been 100 bpts
higher or 100 bpts lower with all other variables held constantthe impact on posttax profits and equity would
have been as follows:

Group Group
2019 2018
+100bpts/(100bpts) +100bts/(100bpts)
$’000 $’000

Effect on profit and equity
Cashandcashequivalents 242/(242) 272/(272)
Financialassets atfair valuethrough profitor loss 975/(975) 678/(678)
Leases 3/(3) -

Foreign currency risk

Currency riskis therisk of loss resultingfrom changes in exchange rates when applied to assets and liabilities
or future transactionsdenominatedina currency thatis not the Group’s functional currency. The Group has
no material exposureto anyforeign currencyriskandas suchanysensitivity onthe exposureis considered
immaterial.

Exposure to price risk
Priceriskis therisk of loss resulting fromthe declinein prices of equity securities or managed investment
trusts. The Group is exposed to the pricerisk becauseof its investments in managed investment trusts.

The priceriskis managed by diversification of the Investment portfolio, whichis done inaccordancewith the
limits setby the Investment mandates and monitored by the Group’s internal Management Investment
Committee andthe Board of Directors.

Sensitivity analysis price risk on managed investments trusts
As at 31 December if prices were to increaseor decrease by 10% with all other variables held constantthe
impacton post tax profits and equity would have been as follows:

Group Group

2019 2018

+10%/(10%) +10%/(10%)

$’000 $’000

Effect on profit and equity 198/(198) 156/(156)

Credit risk exposure

Creditriskrefers to the riskthat a counterparty will defaulton its contractual obligationsresultingin financial
loss tothe Group. The Group has adopted a policy of only dealing with creditworthy counterparties,as a
means of mitigatingthe risk offinancialloss fromdefaults. Credit exposure inrespect of the Group’s cash
depositbalancesis limited to banks with minimum A credit ratings. Investments held with banks andfinancial
institutions thataremanaged by investment managers have a minimum creditratingaccepted by the Group of
‘A. Independent ratings areused for customers that are rated by ratingagencies. The Group’s exposure and
the credit ratings of its counterparties are continuously monitored and the aggregate valueof transactions
concludedis spread amongstapproved counterparties.
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The maximum credit risk for financial assets is the carryingamountless, where applicable, any provision for
impairment. Withrespect to credit risk arisingfromthe other financial assets of the Group, which comprise
cashandcash equivalents, term deposits,insurancereceivables and investment debtors, sundry debtors and
related partyloans andreceivables, the Group’s exposure to credit risk arises from default of the counterparty,
with a maximum exposure equal to the carryingamount of these instruments. There are no significant

concentrations of credit risk within the Group.

No financial assets areheld as collateral, security or other creditenhancements.

Cash and cash equivalents

Cashand cashequivalents inthe statement of financial position comprisecash atbanks and short-term
deposits with a maturity of three months or less, which aresubjectto aninsignificantrisk of changes invalue.

The credit quality of financial assets thatare neither pastdue nor impairedis assessed by reference to external
creditratings. The table below sets out the equivalent Standard and Poor’s credit rating for cashand cash

equivalents, shortterm investments, fixed interest securities, managed investment funds, insurance
receivables and other receivables designated at fair valuethrough profitor loss.

2019 - Group 2018 - Group

% $’000 % $’000
Cash and cash equivalents
AAA - - - -
AA+ - - 5.9% 1,597
AA - - - -
AA- 96.74% 23,458 92.5% 25,134
A+ 3.26% 791 1.6% 424
Total cash and cash equivalents 100.0% 24,249 100.0% 27,155
Term investments
AA- - - 100.0% 900
Total term investments - - 100.0% 900
Financial assets at fair value through profit or loss
Fixed interest
AAA 1.9% 1,820 0.4% 307
AA+ 88.4% 86,163 96.7% 67,007
AA 4.7% 4,575 - -
AA- 3.1% 2,927 0.7% 514
A+ - - - -
A - - - -
Total fixed interest 98.0% 95,485 97.8% 67,3828
Managed investment funds
No external rating 2.0% 1,982 2.2% 1,560
Total financial assets at fair value through profit or loss 100.0% 97,467 100.0% 69,388
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22 Financialrisk management (continued)
2019 - Group 2018 - Group

% $’000 % $’000
Insurance receivables
AA+ 10% 595 17.4% 1,324
AA- 29% 1,617 19.0% 1,446
A+ - - 10.2% 776
A 7% 413 6.5% 497
A- 2% 123 - -
No external rating 52% 2,925 46.9% 3,557
Total insurance receivables 100.0% 5,673 100.0% 7,600
Other receivables
AAA 0.2% 5 0.1% 5
AA+ 15.3% 561 5.6% 478
AA- 1.3% 48 0.1% 9
A+ 1.4% 50 4.7% 399
A - - 4.1% 347
AA- 10.4% 383 - -
No external rating 71.4% 2,615 85.4% 7,225
Total other receivables 100.0% 3,665 100.0% 8,463

The financial strength ratings for the Group’s major reinsurers areshown in the table below:
Credit Rating Agency 2019 2018

BNZ Life AM Best A A
Swiss Reinsurance Co. (Australian Branch) S&P AA- AA-
Westpac Life S&P A+ AA-
RGA Reinsurance Co. (US) S&P AA- AA-
General ReinsuranceLife Australia Ltd. (Gen Re) S&P AA+ AA+
Swiss Re (Hong Kong) S&P AA- AA-
Lloyds S&P A+ A+
Hannover Life Reassurance of Australia Ltd S&P AA- AA-
Cigna Global Reinsurance Company Limited Not Rated

f Unrecognised Items and Other Information

This section provides information aboutitems thatare not recognisedin the financial statements but could
potentially havea significantimpacton the Group’s financial position and performance but not included as

they do not satisfy therecognition criteria.

23 Operatinglease commitments

The Group leases premises, equipment and vehicles. From 1 January 2019, the Group has recognised right-of-
use assets for these leases, except for short-term and lowvalueleases, see note 15 for further information:
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23 Operatingleasecommitments (continued)

Group Group

2019 2018

$’000 $’000

Payableno later than one year - 2,158
Payablelater than one year and not later than five years - 6,218
Payablelater than fiveyears - 1,343

24 Contingent liabilities

At 31 December 2018 the Group had commenced a complete product review as part of its responseto the
RBNZ/FMA review into the culture and conduct of the Life Insurancelndustry. Aresponse includingthe
product review and any action planwas supplied to the regulators inJune 2019. At 31 December 2018 there
was a potential riskthatthe Group had a material contingent liability. As at 31 December 2019 a provision has
been recognised in respect of this review. No contingent liabilities existas of 31 December 2019.

25 Capital commitments
The Group had no material capital commitments at balancedate(2018: Nil).

26 Related party information

The Group is a wholly owned subsidiary of Cigna New Zealand Holdings Limited. Its ultimate parent company
is Cigna Corporation. All members of the Group areconsidered to be related parties of the Group.

On 25 October 2017, a dividend was declared and authorised by the Board of $60 million (5120 per share). Of
this $60 million, $15 million was paid in October 2017 with the remaining paidin September 2018. This was
discounted to fair valuedue to the length of the payableperiod.

On 30 November 2018 Cigna New Zealand Holding Company, completed the purchase of OnePath Life (NZ)
Limited from ANZ Bank. This transactionresulted in approximately 220 staff being offered employment terms
in Cigna Life Insurance New Zealand and with a shared management team operating across bothinsurance
entities. The two entities have entered into a recharge agreement to appropriately allocate costs between the
two entities.

(a) Key management personnel compensation
Group Group

2019 2018
$’000 $’000

Salaries and other shortterm benefits 5,444 4,111
Post employment benefits 537 502
Termination benefits 189 -
Directors fees 184 159
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26 Related party information (continued)

Key management personnel are those persons havingauthority and responsibility for planning, directingand
controllingtheactivities of the entity, directly or indirectly, includingany director (whether executive or
otherwise). The Group considers the Directors and Senior Management team as Key Management Personnel
(KMP).

In addition to benefits provided by the Company itis noted that the Company’s ultimate parent Cigna
Corporation administers a Long Term Incentive Scheme issuingvarious awardsto local KMP.The company is
recharged the costs of the scheme and has recognised these costs within employee expenses in profitor loss.
The associated costinthe current year was $292,000(2018:5152,000).

The overall increasein Salaries and other short term benefits payments to Key Management Personnel reflects
the increaseinheadcountin2019.

(b) Transactions with other related companies

Group Group

2019 2018

$’000 $’000

Cigna Finans Emeklilek ve Hayat A.S. Recharge of goods and services 80 298
OnePath Life (NZ) Limited Recharge of goods and services 64,646 8,359
Cigna New Zealand Holdings Limited Recharge of goods and services 15 9,491
Cigna InsuranceServices (Europe) Limited Recharge of goods and services - 63
Cigna Global Holdings, Inc Recharge of goods and services (2,260) (948)
Cigna Global Reinsurance Company Limited Reinsurance premium paid (1,629) (1,573)
Cigna Global Reinsurance Company Limited Reinsurancecommission earnt 314 311
Cigna Global Reinsurance Company Limited Reinsuranceclaims recovery 421 2,356
Cigna HLA Technology Services Company Limited Recharge of goods and services (1,206) (734)
Cigna International Corporation—Hong Kong Branch Recharge of goods and services 342 7,627
Cigna Hong Kong Holdings Limited Dividend paid - (45,000)

(c) Related party balances outstanding

Group Group

2019 2018
Note $’000 $’000
Receivables
Cigna Global Reinsurance Company Limited Reinsurancecommission earnt 130 26
Cigna Global Reinsurance Company Limited Reinsuranceclaims recovery 863 1,087
Cigna Global Reinsurance Company Limited Profitsharereinsurance - 1,448
6 992 2,561
Cigna International Corporation—Hong Kong Recharge of goods and services 479 185
Branch
Cigna Global Holdings, Inc Recharge of goods and services 45 16
OnePath (NZ) Limited Recharge of goods and services - 4,359
Cigna New Zealand Holdings Limited Recharge of goods and services 15 913
14 539 5,473
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26 Related party information (continued)

Note Group Group
2019 2018
$’000 $’000
Payables
Cigna Global Reinsurance Company Limited 18 Reinsurance premiums (707) (2131)
Cigna Global Holdings, Inc Recharge of goods and services (309) (360)
Cigna International Corporation—Hong Kong Recharge of goods and services (21) (1,164)
Branch
Cigna HLA Technology Services Company Limited Recharge of goods and services (590) (30)
OnePath Life (NZ) Limited Recharge of goods and services (817) -

18 (1,737)  (1,554)

27 Changes to comparatives

The 2018 comparative period has been amended to ensure consistency with the current presentation. The
Dividend Discountingof $1.9m as at 31 December 2018, which was previouslyincluded within Other expenses,
is now shown in Finance Costs as at31 December 2019 on the Statement of Comprehensive Income. There
were no changes inthe profitbefore tax as a resultof the amendment.

Previously Adjustment Reclassified

stated 2019 2018
$’000 $’000 $’000
Financecosts - (1,904) (1,904)
Other expenses (55,671) 1,904 (53,767)

28 New standards adopted by the Group

The Group has adopted NZ IFRS 16 Leases which supersedes NZ IAS 17 Leases, |FRIC 4 Determining whether an
Arrangement contains a lease, SIC-15 Operating Leases-Incentives and SIC-27 Evaluating the Substance of
Transactions Involving the Legal Form of a Lease. The new standardrequires all leases, other than short-term
leases, to be measured and accounted for as ifthey are financeleases, with leaseassets and liabilities being
recognised inthe Statement of Financial Position.

NZ IFRS 16 has been applied by the Group usingthe modified retrospective approach. As at1January2019
the right-of-use assets aremeasured at the amount equal to the leaseliability. Prior periods have notbeen
restated and are presented as previously reported under NZ IAS 17.

For contracts inplaceatthe date of initial application, the Group has elected to apply the definition ofa lease
from NZ IAS 17 and NZ IFRIC 4 and has not applied NZ IFRS 16 to arrangements that were previously not
identified as aleaseunder NZ IA17 and NZ IFRICA4.

The Group alsoapplied theavailable practical expedients wherein it:
e Useda singlediscountrateto a portfolio of leases with reasonably similar characteristics
e Relied on its assessment of whether leases areonerous immediately before the date of initial
application
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28 New standards adopted by the Group (continued)

e Applied short-term leases exemptions to leases with leaseterm that ends within 12 months at the
date of initial application

e Excluded the initialdirectcosts fromthe measurement of the right-of-useassetat the date of initial
application

e Used hindsightin determining the leaseterm where the contract contains options to extend or
terminate the lease

On transitionto NZ IFRS 16 the weighted average incremental borrowingrate appliedtoleaseliabilities
recognised under NZ IFRS 16 was 4.49%.

The followingis a reconciliation of total operatinglease commitments at 31 December 2018 to leaseliabilities
recognisedat 1 January2019:

$’000
Operating lease commitments at 31 December 2018 9,719
Weighted average incremental borrowing rate as at1 January 2019 4.49%
Discounted operating lease commitments at 1 January 2019 8,140
Less:
Commitments relatingto short-term leases (67)
Commitments relatingto low-valueassets (467)
Lease liabilities as at 1 January 2019 7,606

29 New standards notyet adopted

The followingrelevantnew standards,amendments or interpretations to existingstandards are notyet
effective and have not been early adopted by the Group:

NZ IFRS 17 Insurance Contracts

NZ IFRS 17 Insurance Contracts is a comprehensive new accounting standard forinsurance contracts covering
recognition and measurement, presentationand disclosure, which replaces NZIFRS 4 Insurance Contracts. In
contrastto the requirements in NZ IFRS 4, which are largely based on grandfathering previously local
accounting policies for measurement purposes, NZ IFRS 17 provides a comprehensive model (the general
model) for insurance contracts, supplemented by the variablefee approach for contracts with direct
participation features that aresubstantially investment-related service contracts,and the premium allocation
approach mainly for shortduration which typically applies to certain non-lifeinsurance contracts. The main
features of the new accounting model forinsurancecontracts areas follows:

e The measurement of the present valueof future cash flows,incorporatingan explicitrisk adjustment,
re-measured every reporting period (the fulfilmentcash flows)

e A Contractual Service Margin (CSM) that is equal and oppositeto any day one gainin the fulfilment
cash flows ofa group of contracts. The CSM represents the unearned profitability of the insurance
contracts andis recognisedin profitor loss over the service period (i.e., coverage period)

e Certainchanges inthe expected present value of future cash flows areadjusted againstthe CSM and
thereby recognised in profitor loss over the remaining contractual service period

e The effect of changesindiscountrates will bereported in either profitor loss or other comprehensive
income, determined by an accountingpolicy choice

e The recognition of insurancerevenue and insuranceserviceexpenses inthe Statement of
Comprehensive Income based on the concept of services provided duringthe period
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29 New standards notyet adopted (continued)

® Amounts that the policyholder will alwaysreceive, regardless of whether aninsured event happens
(no distinctinvestment components) are not presented inthe income statement, but arerecognised
directly on the Statement of Financial Position

e Insuranceservices results (earned revenue less incurred claims) are presented separately from the
insurancefinanceincomeor expense

e Extensive disclosures to provideinformation on the recognised amounts from insurance contracts and
the nature and extent of risks arising from contracts.

IFRS 17 has an effective date for annual reporting periods beginningon or after 1January 2023 (The NZ XRB
are consideringa proposal to defer the effective date of NZ IFRS17 to align with IFRS17). Early applicationis
permitted, provided the entity alsoapplies NZIFRS 9 and NZ IFRS 15 on or before the dateitfirstapplies NZ
IFRS 17. Retrospective applicationisrequired. However, if full retrospective application for a group of
insurancecontracts isimpracticable, then the entity is required to choose either a modified retrospective
approachorafairvalueapproach.

A contractwas signed by Cigna International Markets with Deloitte in Hong Kong in January 2019 for the
design phase. A business impactassessmentwas completed for Cigna Life Insurance New Zealandin2018
whichinvolved a qualitativegap analysisto helpidentify major gapsinthe entity againsttechnical
requirements. Cigna International Markets, workingin conjunction with Deloitte, areleadinga centralised
project to support the locally driven implementation of IFRS 17 across theaffected Cigna Asia-Pacificbusiness.
Cigna Life Insurance New Zealand will continueto work closely with Cigna International Markets and its
implementation partner. The focus of 2019 was on the design phase of the process which involved agreeing
the methodology, decidingon the technological solutions, streaming of models and identifyingthe data flows
andrequirements.

The majority of 2020 will befocussed on the build phaseof the process which will involve detailed design, data
architectureroadmap, solution selection and functional specificationsand will be mainly executed locally.

30 Subsequent events

OnePath Life (NZ) Limited

On 31January 2020, all of the assets and liabilities of OnePath Life (NZ) Limited were transferred to the
Company in exchange for consideration of $716 million, after obtaining necessary consents and approvals,
including fromthe RBNZ. In conjunction with the transfer, OnePath Life (NZ) Limited distributed $716 million
to its parentcompany Cigna New Zealand Holdings Ltd. Post the transfer and distribution, OnePath Life (NZ)
Limited no longer has continuingbusiness operationsand the insurancelicensewith RBNZ has been cancelled.
The transaction was between two sister subsidiary companies (The Group and OnePath Life (NZ) Limited). For
accounting purposes this represents a transaction under common control. The Group's accounting policy
choicefor such transactionsis torecognisethe assets and liabilities being transferred atthe previous book
values.
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30 Subsequent events (continued)

The carryingamountof the identifiableassets and liabilities of OnePath as at the date of acquisition were:

Carrying amount recognised on acquisition

$000
Assets
Cashandcash equivalents 7,848
Financialassets atfair valuethrough profitor loss 151,327
Insurancereceivables 8,399
Other receivables 2,720
Lifeinsurancecontractassets 824,236
Property, plantand equipment 6,252
Intangibleassets 103,348
Total assets 1,104,131
Liabilities
Accounts payable 3,735
Other liabilities 668
Current tax liability 2,747
Insurancereceivables 3,398
Lifeinsurancecontractliabilities—reinsurance 160,159
Deferred tax liability 217,160
Total liabilities 387,867
Total identifiable net assets at carrying amount 716,264
Purchase consideration - 716,264

Covid 19 Pandemic

Post year end, both the Company and the wider NZ and global economy were impacted by the Covid-19
Pandemic. The impactupon the future operations of the Company are still beingassessed and as atthe date of
these financial statements are too early to quantify with certainty. However, the immediate impacts include:

e Significantvolatilityininterestrates drivinglargechanges inassetandlifeinsurance (policyholder) liability
valuations

e All staff working from home for the self-isolation period consistentwith Government directives;

e Alargerthannormal (for this time of year) volume of travel claims received relatingto cancellation of
travel followingthe unprecedented disruptioninthe travel industry globally.

The volume of travel claims received postyear end, and the short term outlook inrespect of travel insurance
sales whilethe economy recovers has led to a transfer of $5m of capital fromthe Statutory Fund to the
Shareholder Fund during March 2020. This transfer is reflected in the year-end solvency positon as a future
distribution from OnePath life (NZ) Limited’s Statutory Fund of $5m.
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Appointed Actuary’s Report
For the year ended 31 December 2019

Section 78 Report in respect of Cigna Life Insurance New Zealand Limited
As at 31 December 2019

e Thisreportis prepared forthe Directors of Cigna Life Insurance New Zealand Limited (“CLINZ”) under
Section 78 of the Insurance (Prudential Supervision) Act2010 (“the Act”).

e As Appointed Actuary to CLINZ, | have reviewed the actuarial information containedin,or usedinthe
preparation of, the financial statements of CLINZ for the year ended 31 December 2019. For this purpose
the actuarialinformation referred to is the information referred to in Section 77(4) of the Act.

e | haveobtained all information and explanations that!| haverequired to complete the review.

e Inmy opinionandfrom an actuarial perspective:

i. The actuarialinformation contained inthe financial statements has been appropriatelyincludedin
those statements;

ii. The actuarialinformationusedinthe preparation ofthe financial statements has been used
appropriatelyinthosefinancial statements.

e New IFRS17 accountingstandards will take effect from 1 January2023 and| have assumed no impacton
CLINZ’s projected solvency position fromthat date on the basis thatthe impactis stilluncertainand that
CLINZ, through its own entity or parent company would ensure appropriatesolvency levels are
maintained.

e Inmy opinionandfroman actuarial perspective,as at31 December 2019, Cignais maintainingthe
required solvency margins imposed by the conditions of its licence under Section 21 of the Act.

e |Inadditionto the ‘Appointed Actuary’ rolefor CLINZ, | am an employee of CLINZ, receiving remuneration
inthe form of a fixed salary with eligibility for performance bonuses. | have a small number of shares in

Cigna Corporation, as partof an employee sharescheme.

Michael J Bartram. BSc (Hons), FIAA, FNZSA 23 April 2020
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Independent auditor’s report
To the shareholder of Cigna Life Insurance New Zealand Limited

We have audited the financial statements which comprise:

e the statement of financial position as at 31 December 2019;

e the statement of comprehensive income for the year then ended;
e the statement of changes in equity for the year then ended;

e the statement of cash flows for the year then ended; and

e the notes to the financial statements, which include significant accounting policies.

Our opinion

In our opinion the financial statements of the Group comprising Cigna Life Insurance New Zealand
Limited (the Company) and its subsidiary present fairly, in all material respects, the financial position
of the Group as at 31 December 2019, its financial performance and its cash flows for the year then
ended in accordance with New Zealand Equivalents to International Financial Reporting Standards
(NZ IFRS) and International Financial Reporting Standards (IFRS).

Basts for opinion

We conducted our audit in accordance with International Standards on Auditing (New Zealand) (ISAs
NZ) and International Standards on Auditing (ISAs). Our responsibilities under those standards are
further described in the Auditor’s responsibilities for the audit of the financial statements section of
our report.

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

We are independent of the Group in accordance with Professional and Ethical Standard 1 (Revised)
Code of Ethics for Assurance Practitioners (PES 1) issued by the New Zealand Auditing and Assurance
Standards Board and the International Ethics Standards Board for Accountants’ Code of Ethics for
Professional Accountants (IESBA Code), and we have fulfilled our other ethical responsibilities in
accordance with these requirements.

Our firm carries out other services for the Group in relation to the review of the interim financial
information, benchmarking services related to the Company’s review of capital policies, and other
assurance services over the regulatory solvency return. In addition, certain partners and employees of
our firm may deal with the Group on normal terms within the ordinary course of trading activities of
the Group. The provision of these other services has not impaired our independence as auditor of the
Group.

PricewaterhouseCoopers, PwC Centre, 10 Waterloo Quay, PO Box 243, Wellington 6140, New Zealand
T: +64 4 462 7000, pwc.co.nz


http://pwc.co.nz/

Our audit approach

Overview

An audit is designed to obtain reasonable assurance whether the financial
statements are free from material misstatement.

Overall materiality: $0.948 million, which represents approximately 1% of
premium revenue from insurance contracts for the year.

Materinlity

We chose premium revenue as our benchmark for materiality because, in
our view it is the benchmark against which the performance of the Group is
Audit seope most commonly measured by users, and is a generally accepted benchmark
within the life insurance industry.

We have determined that there are two key audit matters:

e Valuation of life insurance contract liabilities, and

e The valuation of a provision to remediate policy indexation
matters.

Materiality
The scope of our audit was influenced by our application of materiality.

Based on our professional judgement, we determined certain quantitative thresholds for materiality,
including the overall Group materiality for the financial statements as a whole as set out above. These,
together with qualitative considerations, helped us to determine the scope of our audit, the nature,
timing and extent of our audit procedures and to evaluate the effect of misstatements, both
individually and in aggregate on the financial statements as a whole.

Audit scope

We designed our audit by assessing the risks of material misstatement in the financial statements and
our application of materiality. As in all of our audits, we also addressed the risk of management
override of internal controls including among other matters, consideration of whether there was
evidence of bias that represented a risk of material misstatement due to fraud.

We tailored the scope of our audit in order to perform sufficient work to enable us to provide an
opinion on the financial statements as a whole, taking into account the structure of the Group, the
accounting processes and controls, and the industry in which the Group operates.

Key audit matters

Key audit matters are those matters that, in our professional judgement, were of most significance in
our audit of the financial statements for the year. These matters were addressed in the context of our
audit of the financial statements as a whole, and in forming our opinion thereon, and we do not
provide a separate opinion on these matters.
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Key audit matter How our audit addressed the key audit

matter
Valuation of life insurance contract liabilities

As detailed within note 7, as at 31 December We used PwC actuarial experts to assist with the
2019 the Group has life insurance contract audit of this area. Specifically, together we:

liabilities of $14.53 million (31 December
2018: asset of $26.8 million).

We consider the valuation of life insurance

contract liabilities as a key audit matter due to:

e the subjective judgements around key
material assumptions required to be made
by the Directors, and

e the sensitivity of the life insurance contract

liabilities valuation to changes in these
judgements and assumptions.

These key actuarial assumptions represent
best estimate assumptions at reporting date
and include the expected future cash flows to
be generated by the policies. This includes
estimates of future:

e premium payments adjusted for likely
rates of discontinuance,

e investment returns, mortality and
morbidity, and

e maintenance expenses and claims.

These forecast cash flows are then adjusted to
present day values using long term economic
assumptions including discount rates and
inflation rate.

Life insurance policy data is used as key input
to the actuarial estimates.

The Group made changes to the valuation
methodology used to measure the life
insurance contract liability. The most
significant of these methodology changes were
to value life insurance contract liabilities on a
gross of tax basis (previously net of tax) and to
change the methodology used to calculate the
discount rate yield curves. These changes were
applied prospectively and treated as a change
in an accounting estimate.

e  assessed the reasonableness of the key
assumptions including those for rates of
discontinuance, mortality and morbidity
rates, investment and maintenance expenses,
discount rates and inflation rates. Our
assessment of the assumptions included:

o obtaining an understanding of, and
testing, the controls in place to
determine the assumptions,

o assessing the approach (including
changes to underlying estimates) used
by management to derive the
assumptions by applying our industry
knowledge and experience, and

o challenging the key assumptions used
by management against past experience,
market observable data (as applicable)
and our experience of market practice.

o  Assessed the reasonableness of the analysis
of profit to consider whether assumption
changes are consistent with experience and
whether the movement in life insurance
contract liabilities from the prior reporting
period have been adequately explained.

e  assessed the valuation methodologies used
by applying our industry knowledge and
experience

e inrelation to changes to the valuation
methodology, compared whether the
methodologies, and any changes to those
methodologies are consistent with
recognised actuarial and accounting
practices and expectations derived from
market experience.

Policy data is a key input to the actuarial
estimates. Accordingly, we tested the
completeness and accuracy of data between
source and actuarial valuation systems.
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As at 31 December 2019 the Group has
recognised a provision of $7.59 million for
customer remediation payments (31 December
2018: Nil).

The determination of the provision requires
management to exercise judgement. This
judgement, particularly with respect to take up
rates, has a material impact on the financial
statements. For these reasons, we consider the
valuation of the remediation provision to be a
key audit matter.

In determining the value of the provision, the
Group has used actuarial models to estimate
the range of possible outcomes required to
remediate the matter. These models use data
(sum assured, age, indexation elections)
obtained from underlying policy
administration systems. The Group has then
used judgement to estimate the level of
customer take up (that is, customers who elect
a remediation payment).

Remediation of the matter may occur through
policyholders electing to retain insurance
cover at current levels, or reducing insurance
cover and receiving a premium refund. The
Group has recognised a provision based on
their best estimate of the amount of premiums
expected to be refunded (take up rate) and the
costs associated with remediating the matter.

The matters being remediated extend back
over several years. The Group has determined
that the recognition of the provision was a
current year expense and did not represent a
prior period error.

Refer to note 20 in the Group’s financial
statements.

Our procedures to address this key audit matter
included:

e  reviewing Board minutes, confirming the
Group’s intention, and therefore obligation,
to remediate the matter

e  assessing management’s processes to identify
impacted policyholders

e  together with our actuarial experts, assessing
the underlying methodology implemented to
determine the indexation provision. We did
this through applying our industry
knowledge and experience. We also assessed
the mathematical accuracy of the valuation
models used by management to estimate the
remediation amount.

We applied our industry knowledge and
experience to assess management’s judgement of
take up rate and also performed sensitivity
analysis to assess the impact of reasonable
changes to this key judgement.

For a sample of policyholders, we confirmed the
key information attributes (sum assured, age,
election to take or not take indexation
adjustments) to underlying policy records.

We considered whether the remediation provision
was appropriately recognised in the current
period, or whether it represented a prior period
€error.

Finally, we considered the appropriateness of
financial statement disclosures, including
sensitivities to key assumptions.

We have no matters to report from the procedures
performed.
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Information other than the financial statements and auditor’s report

The Directors are responsible for the annual report. Our opinion on the financial statements does not
cover the other information included in the annual report and we do not, and will not express any form
of assurance conclusion on the other information.

In connection with our audit of the financial statements, if other information is included in the annual
report, our responsibility is to read the other information and, in doing so, consider whether the other
information is materially inconsistent with the financial statements or our knowledge obtained in the
audit, or otherwise appears to be materially misstated. If, based on the work we have performed on the
other information that we obtained prior to the date of this auditor’s report, we conclude that there is a
material misstatement of this other information, we are required to report that fact. We have nothing
to report in this regard.

Responsibilities of the Directors for the financial statements

The Directors are responsible, on behalf of the Company, for the preparation and fair presentation of
the financial statements in accordance with NZ IFRS and IFRS, and for such internal control as the
Directors determine is necessary to enable the preparation of financial statements that are free from
material misstatement, whether due to fraud or error.

In preparing the financial statements, the Directors are responsible for assessing the Group’s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the
going concern basis of accounting unless the Directors either intend to liquidate the Group or to cease
operations, or have no realistic alternative but to do so.

Auditor’s responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements, as a whole,
are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report
that includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee
that an audit conducted in accordance with ISAs (NZ) and ISAs will always detect a material
misstatement when it exists. Misstatements can arise from fraud or error and are considered material
if, individually or in the aggregate, they could reasonably be expected to influence the economic
decisions of users taken on the basis of these financial statements.

A further description of our responsibilities for the audit of the financial statements is located at the
External Reporting Board’s website at:
https://www.xrb.govt.nz/standards-for-assurance-practitioners/auditors-responsibilities /audit-
report-1/

This description forms part of our auditor’s report.
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Who we report to
This report is made solely to the Company’s shareholder. Our audit work has been undertaken so that

we might state those matters which we are required to state to them in an auditor’s report and for no
other purpose. To the fullest extent permitted by law, we do not accept or assume responsibility to
anyone other than the Company and the Company’s shareholder, for our audit work, for this report or

for the opinions we have formed.

The engagement partner on the audit resulting in this independent auditor’s report is Kevin Brown.

For and on behalf of:
Chartered Accountants Wellington
28 April 2020
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