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Independent auditor’s report to the Shareholder of Factory Mutual Insurance 
Company

Report on the audit of the financial statements 

Opinion
We have audited the financial statements of the New Zealand Branch of Factory Mutual Insurance 
Company (the “company”) on pages 8 to 58, which comprise the statement of financial position of the 
New Zealand Branch of Factory Mutual Insurance Company as at 31 December 2019, and the statement 
of comprehensive income, statement of changes in equity and statement of cash flows for the year then 
ended of the New Zealand Branch of Factory Mutual Insurance Company, and the notes to the financial 
statements including a summary of significant accounting policies.

In our opinion, the financial statements on pages 8 to 58 present fairly, in all material respects, the 
financial position of the New Zealand Branch of Factory Mutual Insurance Company as at 31 December 
2019 and its financial performance and cash flows for the year then ended in accordance with New 
Zealand Equivalents to International Financial Reporting Standards and International Financial Reporting 
Standards.

This report is made solely to the company's shareholder. Our audit has been undertaken so that we might 
state to the company's shareholders those matters we are required to state to them in an auditor's report 
and for no other purpose. To the fullest extent permitted by law, we do not accept or assume 
responsibility to anyone other than the company and the company's shareholder, for our audit work, for 
this report, or for the opinions we have formed.

Basis for opinion
We conducted our audit in accordance with International Standards on Auditing (New Zealand). 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 are independent of the New Zealand Branch of the company in accordance with Professional and
Ethical Standard 1 (revised) Code of Ethics for Assurance Practitioners issued by the New Zealand
Auditing and Assurance Standards Board, and we have fulfilled our other ethical responsibilities in
accordance with these requirements.

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

Other than in our capacity as auditor we have no relationship with, or interest in, the New Zealand Branch 
of the company.
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Key audit matters

Key audit matters are those matters that, in our professional judgment, were of most significance in our
audit of the financial statements of the current year. These matters were addressed in the context of
our audit of the financial statements as a whole, and in forming our opinion thereon, but we do not
provide a separate opinion on these matters. For each matter below, our description of how our audit
addressed the matter is provided in that context.

We have fulfilled the responsibilities described in the Auditor’s responsibilities for the audit of the
financial statements section of the audit report, including in relation to these matters. Accordingly, our
audit included the performance of procedures designed to respond to our assessment of the risks of
material misstatement of the financial statements. The results of our audit procedures, including the
procedures performed to address the matters below, provide the basis for our audit opinion on the
accompanying financial statements.

Valuation of outstanding claims liability

Why significant How our audit addressed the key audit matter

The estimation of the value of outstanding
claims involves significant judgement and is
based on an actuarial model of the expected
cost of claims incurred on, or prior to, balance
date. An external actuary was appointed by the
New Zealand branch of the company to assist in
assessing the outstanding claims liability.
Assumptions included in the model can
generally be categorised as either economic
assumptions such as inflation and discount
rates or non-economic assumptions relating to
claims development and cost. Non-economic
assumptions are often based on historical data
relating to the volume, amount and pattern of
claims settlement.

Disclosures regarding the outstanding claims
liability and the assumptions used in its
calculation are included in Note 19 to the
financial statements.

Our audit procedures over the valuation of the
outstanding claims liability included:

► Evaluating and testing key controls relating to
the claims processes;

► On a sample basis validating the costs
recorded for claims closed in the year;

► On a sample basis checking the claims data
used by the appointed actuary to the
underlying claims system;

► Using our actuarial specialists to review the
outstanding claims liability valuation report
prepared by the appointed actuary and
evaluate the appropriateness of the
methodologies and assumptions used in the
valuation. Economic assumptions were
considered in the context of relevant market
rates and non-economic assumptions within
the context of historical claims experience;

► Evaluating the objectivity and expertise of the
appointed actuary; and

► Considering the adequacy of disclosures for
the outstanding claims liability.
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Emphasis of Matter: Subsequent Events – Impact of the Coronavirus (COVID-19)
Outbreak

We draw attention to Note 24 of the financial report which notes the World Health Organisation’s
declaration of the outbreak of COVID-19 as a global pandemic subsequent to 31 December 2019 and how
this has been considered by the Directors in the preparation of the financial report.  As set out in Note
24, no adjustments have been made to financial statements as at 31 December 2019 for the impacts of
COVID-19. Our opinion is not modified in respect of this matter.

Directors’ responsibilities for the financial statements
The directors are responsible, on behalf of the entity, for the preparation and fair presentation of the
financial statements in accordance with New Zealand Equivalents to International Financial Reporting
Standards and International Financial Reporting Standards, 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 on behalf of the entity
the New Zealand Branch of the company’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 New Zealand Branch of the company or 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 International Standards on Auditing (New Zealand) 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 website: https://www.xrb.govt.nz/standards-for-assurance-
practitioners/auditors-responsibilities/audit-report-2/. This description forms part of our auditor’s
report.

The engagement partner on the audit resulting in this independent auditor’s report is T M Dring.

Ernst & Young

Melbourne
9 April 2020
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Appointed actuary’s report to the Directors of Factory Mutual Insurance 
Company – New Zealand Branch 

Report in respect of a review of actuarial information in, or used in the preparation of, financial 
statements 

This report is provided under section 78 of the Insurance (Prudential Supervision) Act 2010 (“the 
Insurance Act”), and relates to a review of the actuarial information in, or used in the preparation of, 
the financial statements of Factory Mutual Insurance Company (New Zealand) (“FMIC (NZ)”) for the 
year ended 31 December 2019.  

The financial statements were authorised for issue by the Board of Directors of Factory Mutual 
Insurance Company (“FMIC (US)”) on 9 April 2020 and the accompanying independent auditors’ report 
was issued on 9 April 2020. 

Name of appointed actuary conducting the review 

I, Daniel Smith, of Taylor Fry Consulting Actuaries (“Taylor Fry”) am a Fellow of the New Zealand 
Society of Actuaries. This review has been conducted by me in my role as appointed actuary to FMIC 
(NZ).   

Other than that of actuary, I confirm that I have no relationship with, or any other interests in, FMIC 
(NZ).  

Exemption from solvency standard  

FMIC (US) has been granted a Section 59 exemption under the Insurance Act, which applies to overseas 
insurers of approved jurisdictions.  This provides an exemption from compliance with the New Zealand 
Solvency Standard for Non-life Insurance Business and was dated 5 October 2015. I understand that 
under this exemption, the Reserve Bank of New Zealand considers the solvency of FMIC (NZ) based on 
the solvency requirements of FMIC (US) under the regulatory requirements of the State of Rhode 
Island. I have been provided with a Letter of Representation from the Chairman of FMIC (US) to the 
independent auditors of FMIC (US), which attests that FMIC (US) has complied with the rules and 
requirements of the State of Rhode Island and Providence Plantations Department of Business 
Regulation relating to statutory-basis financial information for the period covered by the financial 
statements for the year ended 31 December 2019. I have not reviewed the calculations underlying the 
solvency data supplied to the State of Rhode Island but have relied on the attestation of FMIC (US) and 
the report of the auditors as to their accuracy.   

Work done in relation to actuarial information used in the financial statements 

The actuarial information used in the financial statements comprises the outstanding claims liability as 
at 31 December 2019 shown in the statement of financial position. This amount was determined in 
accordance with the New Zealand Equivalent to International Financial Reporting Standard 4 (“NZ IFRS 
4”), and represents the net central estimate plus a risk margin to provide a 75% probability of 
sufficiency. I confirm that this amount was calculated by me and advised to FMIC (NZ) in a Financial 
Condition Report dated 27 March 2020.  
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I have carried out a Liability Adequacy Test, and confirm that the unearned premium less deferred 
acquisition costs plus unexpired risk liability is not less than my actuarial estimate of the net premium 
liability.  

In carrying out this review, I confirm that I have been provided with all required information and 
explanations from FMIC (NZ).  

Opinion 

In my opinion: 

» The actuarial information contained in the financial statements for FMIC (NZ) has been 
appropriately included in those statements, and  

» The actuarial information used in the preparation of the financial statements for FMIC (NZ) has 
been used appropriately. 

Scope and limitations of review 

This report is prepared for the Directors of FMIC (NZ), solely for the purposes set out in section 78 of 
the Insurance Act and for no other purpose.  

 

 

Daniel Smith 

Fellow of the New Zealand Society of Actuaries 

 

9 April 2020 
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