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The information in this report is current as at 30 June 2013. All amounts are in New Zealand dollars, unless otherwise specifiedANNUAL REPORT 2013

steWardsHip
We make wise and prudent use 
of the resources entrusted to 

us for safe keeping

fidelity
We retain our original 
focus to ‘keep faith’ in 

times of need 

listeninG 
& respondinG

We engage in dialogue to 
create value through our 

relationships

By providing insurance and savings solutions for New Zealanders, 
Fidelity Life helps keep Kiwi families strong today and tomorrow. 
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A milestone yeAr for fidelity life; 25% improvement  
in profit After tAx And the Acquisition of the  

toWer life business.

on behalf of the Board of Directors I am very pleased to 
announce total comprehensive income for the year ended 
30 June 2013 of $17.5m. this is a signifcant improvement 
on the $14.1m achieved in 2012. this has also been a 
year of change for Fidelity life, as we look to cement 
our position as a leader in the life insurance sector. 
Although the acquisition of the toWer life business and 
the divestment of the Fidelity KiwiSaver Scheme did not 
complete until early in the 2014 fnancial year they have 
been a major focus for the Board and many of our staff in 
2013. It is a pleasure to be able to report on the success of 
both transactions. 

Major Transactions
In May 2013 the Company announced that it had reached 
an agreement to purchase the life insurance policies of 
toWer Health & life limited and the Group risk business 
of toWer life (n.Z.) limited. that transaction successfully 
completed on 1 August 2013 and has made Fidelity life 
the largest new Zealand owned life insurer and the 
third largest in the country. this is clearly an important 
milestone in the history of the Company. 

the transaction signals the Board’s determination to 
continue to grow the business through both strategic 
acquisition and organic means. It represents an exciting 
opportunity for the Board, management and staff to deliver 
an outcome to shareholders where the resultant combined 
business is greater than the sum of its individual parts. 
the Board has accepted that challenge and is working 
closely with senior management to ensure that this next 
phase contributes to a stronger business.

the full impact of the transaction will be reflected in next 
year’s fnancial results; though $1.7m of costs incurred in 
relation to this are included in the current year’s proft. the 
transaction was funded through a combination of full risk 
transfer reinsurance and a payment from capital reserves. 

In July 2013 we announced the sale of the management 
of the Fidelity KiwiSaver Scheme, 64,800 members 
and over $300 million of managed funds, to Grosvenor 
Financial Services Group limited (‘Grosvenor’). this 
transaction completed on 23 August 2013. As part of the 
deal we have taken a minority shareholding in Grosvenor 
and will be actively working with them to build a strong 
relationship to beneft both organisations, advisers and all 
of our customers.

I A n  B r A D D o C K

C h a i r m a n ’ s  r e p o rt
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Financial Results
the Company’s increased proft was driven by a 10% rise 
in premium income; record new business production 
of $14.8m; and a sharp increase in investment income. 
offsetting these were higher claims; higher income 
tax expense; and increases in management expenses, 
predominantly due to the transactions mentioned above.

the increase in investment income was driven by strong 
market conditions. Investment markets benefted from the 
growth in overseas markets, with market indices generally 
climbing over the period. this was tempered to some 
extent by the continuing strength of the new Zealand dollar. 
Although the majority of our investment income is for the 
beneft of policyholders, and is reflected by the increase in 
policyholder funds, shareholder investments contributed 
$6.9m to the proft (2012: $1.5m).

there were a high number of claims experienced over the 
course of the year. of these claims a large number were for 
low-assured values, and therefore reduces the proportion 
recoverable from our reinsurers. net claims increased 
44% to $16.0m. 

new life assurance tax rules, which came into effect in 
2010, reduced the level of tax relief that new Zealand 
life assurance companies previously beneftted from. We 
are now in the third year of a fve year transition period, 
which resulted in our overall tax charge increasing by 
$3.3m in the year. tax credits attributable to shareholders 
decreased by $1.4m; whilst the tax expense attributable 
to policyholders increased by $1.9m, due to improved 
investment returns. It is worth noting that the Company’s 
proft before tax attributable to shareholders increased by 
46% in the year.

total assets grew by 9% to $588m as investment valuations 
improved, contributions increased and policyholder 
surrenders and withdrawals fell. this fgure excludes 
the funds under management in the Fidelity KiwiSaver 
Scheme. Shareholders’ funds grew from $140m to 
$155m, and policyholder liabilities from $281m to $308m. 
Shareholders’ funds as a percentage of policyholders’ 
funds are consistent with last year at 50%, reflecting our 
continued focus on risk business. 

Dividend and Solvency 
Despite a challenging operating environment the Company 
has recorded a strong proft result for the period and 
an improved solvency position. the Board has therefore 
authorised an ordinary base dividend of $2.42 per share, 
compared to $2.20 in 2012. However, as signalled in 
last year’s Annual report and in the interim results 
announcement in March 2013, we are unable to continue 
to impute dividends in the near term. this change in policy 
arises due to the new tax regime and the Company being 
unable to generate imputation credits for shareholders. 

In addition to the $2.42 ordinary dividend, we will also 
pay shareholders a special dividend of $0.58 per share in 
recognition of the improved proftability and the success of 
the transactions we have undertaken. this special dividend 
will also not be imputed. this means the total dividend for 
the year will be $3.00 gross, with 33% resident withholding 
tax to be deducted from this.

the Board’s revised dividend policy now is to maintain real 
increases in the dividend rate year on year; targeting a 10% 
per annum compound increase on the base dividend over a 
fve year rolling period. our ability to meet this expectation 
is subject to proft levels and maintaining prudent solvency 
margins; the Board having adopted a target solvency 
ratio of 130%. our solvency margin as at 30 June 2013 
is $30.1m compared to $22.2m in 2012, in line with the 
Board’s objective.

In January A.M. Best reaffrmed our A- (excellent) fnancial 
strength rating for the 17th consecutive year. As typically 
happens following a major transaction this rating is 
currently under review. It is therefore imperative that we 
continue to demonstrate to AM Best that Fidelity life is 
prudently managed and well positioned for the smooth 
integration of the new business. 

C h a i r m a n ’ s  r e p o rt

continued on page 6
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“Believe you can  
and you’re halfway there.”
 - Theodore Roosevelt
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Full Insurance License Granted
under the Insurance (prudential Supervision) Act 2010 all 
insurers carrying on insurance business in new Zealand 
were required to be fully licensed and supervised by the 
reserve Bank of new Zealand (‘rBnZ’) by 7 September 
2013. on 2 August 2013 the Company was granted its full 
insurance license by the rBnZ to operate as a life insurer. 
Insurance licencing is aimed at ensuring that insurers are 
adequately capitalised and prudently managed. the rBnZ 
licensing requirements are wide ranging, covering aspects 
such as corporate governance, risk management and 
fnancial strength. As with the year under review, we expect 
that going forward licencing will require signifcant input 
from the Board and senior management. 

Outlook
the Board acknowledges that there is hard work ahead, 
not least of which is the successful integration of the 
toWer business over the coming years. It is important 
to recognise that this transaction provides us with both 
leverage and scale. It also presents a huge opportunity to 
cement a position as a leading insurance provider in the 
new Zealand market. the Board has every confdence that 
the management and structures now in place will result in a 
very positive long-term outcome for shareholders.

the challenge will be to continue to successfully grow the 
business and deliver acceptable returns to shareholders; 
against a backdrop of a fast changing legal, regulatory and 
tax environment. We look forward to 2014 with enthusiasm, 
and believe we are well positioned to meet these challenges.
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extend my thanks to his management team and the rest of 
the Fidelity life staff, who at times were put under signifcant 
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hard work and dedication.
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iAn brAddock 
ChaiRman
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Marcus was 42 years old and had his own furniture 
restoration business. He is the father of three, who at  
the time of the incident were school-aged.

Marcus also led a very active lifestyle. His hobbies  
included dirt bike riding, scuba diving and he also had  
a single fgure golf handicap.

Marcus’ injuries left him with impaired vision, speech 
diffculties, on-going migraines and fatigue. Marcus  
suffered memory loss and even now he cannot clearly  
recall any events for the 12 months following the incident, 
including moving into his new home. He will never drive  
a car again, is not able to ride a bicycle and has been told  
that he will never return to full time employment. even  
part time employment will be diffcult for him.

Fortunately, Marcus had taken out a Fidelity life Mortgage 
protector policy, with Income protection, Accelerated  
Critical Care and Waiver of premium benefts. He saw 
the need to have insurance protection to meet mortgage 
commitments if he became unable to work. 

the Income protection beneft on the policy provides  
Marcus with a specifed income for fve years; and the  
Waiver of premium beneft also ensures that as long as 
Marcus is unable to work in his own occupation, his  
insurance payments are covered. Finally, Marcus’ 

Accelerated Critical Care beneft provided a lump sum 
payment for permanent disability. this lump sum was 
enough to pay the remaining mortgage off on his new home.

Marcus’ story is one of great sadness but Marcus agrees 
wholeheartedly that having insurance with Fidelity life took 
the fnancial burden away from a situation that has impacted 
him both mentally and physically. “It meant there was no 
panic. I had complete peace of mind fnancially and was able 
to concentrate on dealing with everything else going on.”

three years on, Marcus is still undergoing rehabilitation. 
He has moved house so that he and his children are within 
walking distance of town. He has since done a tandem 
skydive and is back playing golf despite impaired vision.  
His upbeat and his tenacious attitude remains. Although  
he tires easily and is often in bed by 7:30pm at night,  
Marcus’ goal is to one day return to part time work.

In the short term, he is looking forward to a pacifc Island 
cruise with his new partner, his frst holiday since the 
accident. He has spotted a climbing wall on-board the  
ship and looks forward to giving it a go!

This is a real life claim, but names and personal information 
have been changed to protect privacy.

mArcus WAs involved in A deliberAte hit And run  
incident Which resulted in multiple injuries  

thAt left him unAble to Work. 

unexpected cover  
in A time of need
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“Many small people  
in many small places  
do many small things,  

that can alter the  
face of the world.”

– Anonymous
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in future yeArs, 2013 Will be regArded As A key phAse in 
the development And groWth of fidelity life.

2013 was one of the most eventful periods in the 40 year 
history of Fidelity life. It was a year in which we advanced 
our growth strategy by laying the groundwork to purchase 
the toWer life business. We also spent time fnding a 
strategic partner who could take over management of the 
Fidelity KiwiSaver Scheme. But most signifcantly, it was 
the year in which we demonstrated to the new Zealand 
market that Fidelity life is a major force in the local 
fnancial services industry.

Financial Result
Whilst we always strive for greater proftability, on the 
macro side we have a low interest rate environment, greater 
taxation from the new regime, increased compliance costs 
and strong competition in the life insurance market.

It was especially pleasing that we were able to grow our 
premium income by 9%, thanks to record new business of 
$14.8m. this was supplemented by a very good investment 
year with an average return across the invested assets 
of 9%. However, much of this goes to policyholders, 
as reflected by the increase in policyholder liabilities. 
Shareholders’ funds tend to be conservatively invested to 
maximise solvency, but we still achieved an average return 
on largely fxed interest type investments of about 6%.

Increases in claims and management expenses adversely 
affected profts this year. For the three years prior to 2013 

death claims had been falling but that trend reversed in the 
year with a 43% increase in gross death claims. In addition, 
critical care claims were up 8% over last year. these spikes 
in claims are consistent with our historical experience 
and the nature of the industry we operate in. If we take out 
transaction costs then management expenses increased 
16%. this included a number of non-recurring one off costs 
as well as extra expenditure in marketing to boost new 
business sales. our major expense, employment costs, 
was well controlled and only rose by 8%. new business 
premium per sales and marketing staff increased 40% in 
the last year.

We have a strong base of planned margins on our risk 
products. Along with close cost control and assuming 
a normal claims experience, we are confdent of producing 
an improved result for 2014.

TOWER Life Purchase
While the toWer transaction completed in the 2014 
fnancial year it consumed a huge amount of time and 
resources during most of the year under review. I gratefully 
acknowledge the tremendous amount of determination and 
sacrifce that was shown by the Fidelity life staff involved 
in putting this deal together. In particular, I would like to 
highlight the hard work of ed eadie, John Smith, richard 
Horton and their teams, plus all our external consultants. 

M I l t o n  J e n n I n G S

C eo ’ s  r e V i e w
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With the transaction now complete, Fidelity life has 
total in-force annualised premium in excess of $190m 
and another 47,000 policyholders. toWer had a strong 
presence in the group risk market with over $20m of 
in-force premium and the acquisition takes us to number 
three in that market. I strongly believe that this transaction 
will propel the Company forward as one of the leading risk 
insurers in the new Zealand market. We have put together 
an experienced integration team to ensure that the 
transition is successfully managed and that the projected 
added value for shareholders is achieved.

Fidelity KiwiSaver Scheme
As a result of the Company’s strategic focus on core 
proftability, in 2013 we decided to divest our KiwiSaver 
business but maintain our niche non-KiwiSaver investment 
interests. the resultant search for a business partner 
who was willing to form a strategic alliance with us led to 
Grosvenor Financial Services Group limited (‘Grosvenor’). 
Fidelity life has had a long standing and very positive 
relationship with Grosvenor for many years. the frm 
shares a lot of our values, particularly in their support for 
fnancial advisers, so was an obvious strategic ft. 

the agreement that we have now completed for the 
transfer of the Fidelity KiwiSaver Scheme management 
rights sees us take a minority equity position in Grosvenor. 
We will work closely with them to ensure that advisers 
continue to have a quality new Zealand managed  
KiwiSaver offering. In turn we will provide risk products  
to their clients.

Distribution
our key distribution channel remains our loyal network 
of advisers, who continue to show us strong support and 
commitment. In order to continue to fully support advisers, 
we have extended our network of Business Development 
Managers from 10 to 13. they are invaluable to our  
strategy in developing and nurturing relationships with 
advisers as well as acting as an intermediary with our 
other departments. 

We continue to receive strong support for our spread 
commission model, which we see as the way forward. 
this differentiates us from other companies in the market 
and reduces the impact of competing on high initial 
commissions. Spread commission helps advisers build 
the value of their business by creating a signifcant asset 
for the future. Furthermore, it results in a higher level of 
renewal income, providing the right type of incentive and 
allowing good client service in a regulated world. our sales 
and marketing strategies of relationship building and It 

enhancements, as well as the spread commission on offer, 
are the key reasons for achieving our record new business 
production this year. We again thank advisers for their loyal 
support and their belief in what we are trying to achieve at 
Fidelity life.

People
the toWer transaction has recently added another 
69 people to our overall headcount. this takes the total 
number of staff to over 250, clearly demonstrating that the 
Company has now become a major employer in the local 
fnancial services industry. 

the general calibre of Fidelity life staff is high, and all 
have worked determinedly and tirelessly with management 
to maintain the business and not let standards slip while 
these major transactions were negotiated. I remain 
particularly proud of the positive culture at the Company 
– the resulting 88% retention rate enables us to maintain 
continuity over longer periods than the industry average, 
while also bringing in new blood and new ideas.

recognising the changing needs of a growing business, 
we strengthened our Sales and Marketing areas with 
some recent key senior appointments. peter Mensah 
stepped across into the role of national Sales Manager; 
Mark nalder has joined us from toWer as Head of 
Corporate Distribution; and Ian Moody takes on the role 
of Chief Marketing offcer. these three have extensive 
fnancial services backgrounds and bring a wealth of 
experience to the senior leadership team. 

Technology
Keeping up with developments in information technology 
and utilising its capabilities to improve the effciency of 
our operations continues to be an important part of our 
business strategy. on-going investment in this area is 
necessary to enhance Fidelity life’s complex computer 
systems to be more effcient and to meet the needs of our 
ever changing environment. 

the take-up of our web-based electronic application process 
(e-App) has been very encouraging, with over 3,000 lives 
underwritten in this period. We see the online area as a 
key opportunity to differentiate ourselves and we continue 
to be innovators in this space. Also during the year our 
quotation software, Apollo, went web-based; we were 
able to link Apollo to advisers’ CrM systems to make their 
processes even more effcient; and we launched a new 
credit card system. recent projects have started in relation 
to reinsurance and fnance, and there will be some new 
product developments launching in the new fnancial year.

C eo ’ s  r e V i e w

continued on page 12
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 218 Critical Care claims  
totalling $15,568,336

 reinsurance recoveries  
of $9,518,575

 Youngest claimant: 28

 oldest claimant: 69

 Average age of claimant: 50

CritiCal Care Claims 2010-2013
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Community
Fidelity life has always seen itself as being a part of the 
wider community of new Zealand. therefore an important 
part of our business culture is our continued support of  
a number of charities. the main charity that we support  
is leukaemia & Blood Cancer new Zealand and this  
year staff members were active in participating in a 
number of their fundraisers. this included Shave for  
a Cure, the Golf Marrowthon 100 Hole Challenge and the 
Sky tower Challenge. 

We continue to support the Multiple Sclerosis Society and 
several staff members continue to provide mentoring 
support to the Foundation for Youth Development.

Looking ahead
our major focus this year will be following through on the 
success of the transactions with toWer and Grosvenor. 
Following the toWer deal there has already been 
signifcant work undertaken to gain effciencies and this 
will continue for some time yet. Within the next 12 months 
we will be bringing all Auckland staff together under 
one roof. 

We will continue to work hard to attract and retain quality 
fnancial advisers who value our offering of product quality, 
modern technology, a track record of consistent support 
and dedicated, friendly staff. We performed extremely 
well in this year’s Beaton Adviser Satisfaction Survey, 
particularly in the key areas of underwriting speed, claims 
servicing and adviser support. Fidelity life was rated four 
stars and had the second highest overall satisfaction rating. 

An improving operating environment, combined with a 
renewed focus on proftability and effciencies, gives me 
every confdence that Fidelity life will continue to grow 
and succeed into the future. I would like to thank the 
Board, my senior management team and staff, advisers 
and shareholders for the support they have been shown to 
the Company over this period. this is an exciting time for 
the Company and I am confdent that 2014 will be another 
successful year.

milton jennings 
Chief exeCutive offiCeR

Dollars in thousands 2013 2012 2011 2010 2009

Ordinary risk premium * 104,134 95,048 86,746 80,716 75,417

Investment income **/*** 39,407 3,391 45,128 54,398 2,590

Claims expense *** 54,671 44,649 39,549 38,534 40,233

Net profit after taxation 17,075 13,644 18,314 16,916 10,350

Ordinary dividend per share $2.42 $2.20 $1.70 $1.32 $1.00

Special dividend per share $0.58 - $0.30 $0.15 -

Earnings per share (year-end) $11.86 $9.48 $12.73 $11.76 $7.19 

Shareholders’ equity 154,712 140,401 129,089 112,661 96,845

Policyholder liabilities 307,619 281,895 289,851 290,377 272,575

Total assets ** 588,499 540,293 531,130 529,948 493,345

Shares on issue 1,439 1,439 1,439 1,439 1,439

* 2009 has been adjusted from published fnancial statements to reflect a reclassifcation of a portion of premium from risk to savings.

**  In 2011 to 2013 amounts relating to Fidelity Capital Guaranteed Bond limited and consolidated in the Group have been prepared on a realisable value basis.

***  In 2011 to 2013 the Financial Summary includes discontinued activities which are disclosed separately within the Statements of Comprehensive Income.

finanCial summaRy
for the years ended 30 June

C eo ’ s  r e V i e w
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“Alone we can do so little;  
together we can do so much.”

– Helen Keller
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Direct shareholdings Indirect beneficial 
shareholdings

Total remuneration 
and other benefits

Director As at 
30 June  

2013

Increase/
(decrease) 

during the year

As at 
30 June  

2013

Increase/
(decrease) 

during the year

Ian Braddock
Chairman

531 – 9,933 – 149,403

Colin Wise
Director

500 - 8,354 – 74,701

Jeff Meltzer
Director

517 – 10,342 – 74,701

Carole Durbin
Director

3,750 – – – 74,701

Anne Blackburn
Director

500 – – – 74,701

for the years ended 30 June 2013

stAtutory And  
other disclosures

Information on directors of the  
parent company
In accordance with the Company’s constitution,  
Ian Braddock and Anne Blackburn retire by rotation  
at the AGM and being eligible, offer themselves  
for re-election.

Jeff Meltzer is a trustee of the Fidelity Family trust, 
which holds 788,370 (2012: 788,370) shares in  
Fidelity life.

Ian Braddock is a trustee of the Fidelity life employee 
Share purchase Scheme which holds 20,900 (2012: 29,383) 
shares in Fidelity life. 

Director’s insurance
In accordance with the constitution, Fidelity life Assurance 
Company limited and its subsidiaries have arranged 
policies of directors’ and employees’ liability insurance 
which, together with a deed of indemnity, ensure that 
directors will incur no monetary loss as a result of actions 
undertaken by them as directors provided they operate 
within the law. the directors certifed that the premium 
was fair and reasonable to the Company.
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no subsidiary company director received in his capacity 
as such, directors’ fees nor other such benefts. 

Employee remuneration 
Details of total remuneration packages including 
grossed-up benefts for employees of the parent 
company are set out below.

Subsidiary Company Directors

Auditors
pricewaterhouseCoopers have indicated their willingness 
to continue as auditors of the Group.

Use of company information
no notices were received from directors regarding the 
use of company information that would not have been 
available to them other than in their capacity  
as directors.

Events after balance date
the directors are not aware of any matter or 
circumstance since the end of the fnancial year,  
not otherwise dealt with in this report nor the attached 
fnancial statements that has signifcantly  
affected the operations of Fidelity life Assurance 
Company limited.

Shareholders
the following table shows the names and holdings  
of the ten largest shareholders of the Company  
as at 30 June 2013. 

Ian Braddock  Colin Wise Jeff Meltzer

Fidelity Fund Management Limited • •

Fidelity Capital Guaranteed Bond Limited • • •

Fidelity Securities Limited* • •

Remuneration 
ranges

Number of 
employees in 

each band

2013 2012

$460,000-$470,000 1 0

$440,000-$450,000 1 0

$420,000-$430,000 0 1

$370,000-$380,000 0 1

$320,000-$330,000 1 0

$280,000-$290,000 1 0

$270,000-$280,000 1 1

$250,000-$260,000 1 0

$240,000 $250,000 4 1

$220,000-$230,000 3 0

$210,000-$220,000 0 1

$200,000-$210,000 0 2

$190,000-$200,000 2 1

$180,000-$190,000 4 2

$170,000-$180,000 4 3

$160,000-$170,000 3 1

$150,000-$160,000 1 4

$140,000-$150,000 1 5

$130,000-$140,000 5 4

$120,000-$130,000 8 6

$110,000-$120,000 6 6

$100,000-$110,000 9 9

Shareholders  Shares 
held

1.  Whale M J & Meltzer J P 788,370

2.  Burgess G A J & Burgess M S 258,914

3.  Farmers’ Mutual Group 166,185

4.  Trotter K & Childs P & Hughes C 23,996

5.  Braddock I L & Jennings M J 20,900

6.  Alison D J & Alison K H 13,636

7.  Meltzer J P & Porus J L 10,342

8.  Alison K H & Alison D J & Webber J E 9,958

9.  Braddock I L & Braddock F M 9,933

10.  Hamilton Y D & Vanderwee J C & 

Hamilton R B & Hamilton G R

9,471 

*  Fidelity Securities limited was sold to Grosvenor Investment Management limited on 23 August 2013. Ian Braddock and Jeff Meltzer resigned as 
directors on that date.
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The board
the board of directors controls and monitors the business 
of Fidelity life Assurance Company limited and subsidiary 
companies on behalf of the shareholders. the directors 
are elected by the shareholders and are accountable for 
the performance of the Group and compliance by the 
Group with laws and standards. the board has adopted the 
Financial Markets Authority “principles and Guidelines of 
Corporate Governance” as a framework against which the 
board monitors and reviews its corporate governance.

Board membership
At 30 June 2013 the board comprised fve non-executive 
directors, including a non-executive chairman. their 
qualifcations and experience are set out at the end 
of this report. 

the directors Are elected by the shAreholders And Are 
AccountAble for the performAnce of the group And 
compliAnce by the group With lAWs And stAndArds.

for the years ended 30 June 2013

stAtement of  
corporAte governAnce

Board attendance
Attendance at the scheduled and unscheduled formal meetings of the Board and its committees for the period 1 July 2012 
to 30 June 2013 was as follows:

Board Audit & Risk Remuneration Nomination

Scheduled Unscheduled Scheduled Unscheduled Scheduled Scheduled

Meetings 11 8 5 2 2 1

Ian Braddock 11 8 5 2 2 1

Colin Wise 11 8 n/a n/a 2 1

Jeff Meltzer 11 8 4 2 n/a 1

Carole Durbin 11 8 5 2 n/a 1

Anne Blackburn* 11 7 5 1 2 1

* Anne Blackburn was appointed to the Audit & Risk Committee on 14 September 2012

Board members also attended a number of informal meetings during the year. 
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Committees
the board has formally constituted three board 
committees: the Audit & risk Committee, the 
remuneration Committee and the nomination Committee. 

Audit & Risk Committee: established as a link between 
the board and external auditors. provides independent 
oversight of the effectiveness of the Company’s fnancial 
reporting and risk management processes. Committee 
membership is reviewed annually.

Members: Anne Blackburn (Chair), Ian Braddock, 
Jeff Meltzer and Carole Durbin.

Remuneration Committee: established to assist the board 
with the remuneration structures for the Company’s Chief 
executive offcer and senior executives.

Members: Colin Wise (Chair), Ian Braddock and 
Anne Blackburn.

Nomination Committee: established to assist in 
the planning of the board’s composition and the 
appointment of new directors.

Members: all directors.

Directors’ shareholdings
Directors are required to hold at least 500 shares. 
they must refrain from dealing in the Company’s shares 
for their personal beneft except for the periods from the 
announcement of annual results to 30 november, and 
the announcement of half year results to 30 April; and 
must refrain from trading at any time if they have market 
sensitive information. the same restrictions are imposed 
upon senior management. 

Directors’ fees
the level of non-executive directors’ fees was last approved 
at the shareholders meeting on 9 november 2012 as 
$65,000 per director and $130,000 for the chairman. 

no additional fees are paid for attendance at board 
committee meetings. 

Non-executive directors’ superannuation fund
In accordance with the Company’s constitution, it is the 
Company’s policy to pay a sum into a superannuation fund 
for each director’s retirement. this amount is equal to 
10% of that director’s fees after the deduction of all taxes 
payable, as settled by the Company. Distribution of the 
proceeds is at the discretion of the trustees of the fund. 

Ethics
the board has adopted the Code of proper practice for 
Directors of the new Zealand Institute of Directors. 
the board acknowledges the need for the continued 
maintenance of a high standard of corporate governance 
practices and ethical conduct by all directors and 
employees of Fidelity life Assurance Company limited. 

Delegational framework 
the board has formally delegated to the Chief executive 
offcer the day-to-day management of the Group. the Chief 
executive offcer recommends to the board changes in 
the business, performance, goals, strategies and plans of 
the Group. 

Comprehensive formal delegations of fnancial authority to 
management are in place, as are agreed policy frameworks 
with respect to the principal operational aspects of 
the Group.

Annual budgets and longer term strategic fnancial 
plans are agreed by the board, which in turn monitors 
management’s performance relative to the goals and plans.

Internal controls
the Group has in place an integrated framework of controls 
designed to safeguard the Group’s assets and interests 
and to ensure the integrity of its reporting. the overall 
framework has been developed and guidelines formulated 
for risk management structures and processes in areas 
additional to fnancial risk. 

Business risks
All committee duties have been developed to allow the 
board to identify and manage the various business risks 
faced by the Group. In order to ensure that procedures are 
current and comprehensive, the responsibilities of each 
committee are reviewed annually.
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Group Parent

	
Note

2013 
$’000

2012	
$’000

2013 
$’000

2012	
$’000

Insurance busIness

revenue

	 Insurance	premium	revenue	 	 104,134	 95,048	 104,134	 95,048

	 Insurance	premium	ceded	to	reinsurers	 8	 (35,191)	 (33,787)	 (35,191)	 (33,787)

	 Fee	and	commission	income	 9	 891	 475	 891	 475

	 Investment	income	 10	 39,406	 3,388	 39,406	 3,388

	 Investment	property	income	 11	 1,284	 1,285	 1,284	 1,285

	 Other	income	 12	 65	 6,603	 65	 6,603

Total insurance revenue	 	 110,589	 73,012	 110,589	 73,012

expenses

	 Claims	expense	 13	 54,671	 44,636	 54,671	 44,636

	 Reinsurance	recoveries	 14	 (38,685)	 (33,550)	 (38,685)	 (33,550)

	 Net	change	in	life	insurance	contract	liabilities	 31	 (13,142)	 842	 (13,142)	 842

	 Net	change	in	life	investment	contract	liabilities	 32	 23,378	 (7,053)	 23,378	 (7,053)

	 Commission	and	management	expenses	 15	 64,640	 54,619	 64,640	 54,619

Total insurance expenses	 	 90,862	 59,494	 90,862	 59,494

net insurance income before tax	 	 19,727	 13,518	 19,727	 13,518

Income	tax	expense	 16	 3,280	 43	 3,280	 43

net insurance income after tax	 	 16,447	 13,475	 16,447	 13,475

net discontinued operations income after tax	 17	 628	 169	 628	 169

Profit for the year attributable to the  
owners of the company and Group	 7	 17,075	 13,644	 17,075	 13,644

OTher cOmPrehensIve IncOme

 Items that will not be reclassified to profit or loss:

	 Revaluations	movement,	net	of	tax	 34	 400	 397	 400	 397

	 Employee	share	purchase	plan	 33	 59	 71	 59	 71

Other	comprehensive	income	for	the	year,	net	of	tax	 	 459	 468	 459	 468

TOTal cOmPrehensIve IncOme fOr The year  
aTTrIbuTable TO The Owners Of The  
cOmPany and GrOuP	 	 17,534	 14,112	 17,534	 14,112

basIc and dIluTed earnInGs Per share

From	continuing	operations	 36	 11.43	 9.36

From	discontinued	operations	 36	 0.43	 0.12

The above statements of comprehensive income should be read in conjunction with the accompanying notes.

StatementS of comprehenSive income for the year ended 30 June 2013
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Group Parent

	
Note

2013 
$’000

2012	
$’000

2013 
$’000

2012	
$’000

asseTs

Cash	and	cash	equivalents	 18	 12,984	 15,543	 12,790	 15,296

Assets	arising	from	reinsurance	contracts	 19	 12,091	 10,347	 12,091	 10,347

Financial	assets	at	fair	value	through	profit	or	loss	 20	 485,463	 437,228	 419,850	 373,734

Derivative	financial	instruments	 21	 857	 2,721	 857	 2,721

Loans	and	other	receivables	 22	 31,520	 32,446	 31,520	 32,446

Investment	property	 23	 10,203	 9,275	 10,203	 9,275

Property,	plant	and	equipment	 24	 10,121	 9,282	 10,121	 9,282

Investment	in	subsidiaries	 25	 -	 -	 8	 8

Income	tax	asset	 16	 3,881	 2,560	 3,881	 2,560

Deferred	tax	assets	 26	 17,090	 15,102	 17,090	 15,102

Deferred	acquisition	costs	–	investment	 27	 6	 867	 6	 867

Intangible	assets	 28	 4,283	 4,922	 4,283	 4,922

TOTal asseTs	 	 588,499	 540,293	 522,700	 476,560

lIabIlITIes

Payables	and	other	financial	liabilities	 29	 30,541	 30,652	 30,520	 30,579

Current	tax	liabilities	 	 428	 -	 428	 -

Derivative	financial	instruments	 21	 2,557	 173	 2,557	 173

Deferred	tax	liabilities	 26	 26,864	 23,512	 26,864	 23,512

Interest	bearing	liabilities	 30	 65,778	 63,660	 -	 -

Life	insurance	contract	liabilities	 31	 (30,595)	 (17,054)	 (30,595)	 (17,054)

Life	investment	contract	liabilities	 32	 338,214	 298,949	 338,214	 298,949

TOTal lIabIlITIes	 	 433,787	 399,892	 367,988	 336,159

neT asseTs	 	 154,712	 140,401	 154,712	 140,401

equITy

Share	capital	 33	 13,186	 12,946	 13,186	 12,946

Retained	earnings	 34	 140,357	 126,686	 140,357	 126,686

Revaluation	reserve	 34	 1,169	 769	 1,169	 769

TOTal equITy	 	 154,712	 140,401	 154,712	 140,401

The above statements of financial position should be read in conjunction with the accompanying notes.

For and on behalf of the board

5 September 2013

Ian Braddock Anne Blackburn
chairman director

StatementS of financial poSition as at 30 June 2013
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share  
capital

retained  
earnings reserves Total

Note $’000 $’000 $’000 $’000

GrOuP and ParenT

balance at 1 July 2011	 	 12,581	 116,136	 372	 129,089

Profit for the year	 	 -	 13,644	 -	 13,644

Other comprehensive income

 Items that will not be reclassified to profit or loss:

	 Revaluations,	net	of	tax	 34	 -	 -	 397	 397

	 Employee	share	purchase	plan	 33	 71	 -	 -	 71

Total other comprehensive income for the year	 	 71	 -	 397	 468

Total comprehensive income for the year	 	 71	 13,644	 397	 14,112

Transactions with owners

Ordinary	shares	issued	 33	 45	 -	 -	 45

Share	capital	vested	from	Trust	 33	 249	 -	 -	 249

Dividends	 35	 -	 (3,094)	 -	 (3,094)

Total transactions with owners	 	 294	 (3,094)	 -	 (2,800)

balance aT 30 June 2012	 	 12,946	 126,686	 769	 140,401

balance at 1 July 2012	 	 12,946	 126,686 769 140,401

Profit for the year	 	 -	 17,075 - 17,075

Other comprehensive income

 Items that will not be reclassified to profit or loss:

	 Revaluations,	net	of	tax	 34	 - - 400 400

	 Employee	share	purchase	plan	 33	 59	 - - 59

Total other comprehensive income for the year 	 59	 - 400 459

Total comprehensive income for the year 	 59	 17,075 400 17,534

Transactions with owners

Share	capital	vested	from	Trust	 33	 181	 - - 181

Dividends	 35	 -	 (3,404) - (3,404)

Total transactions with owners	 	 181	 (3,404) - (3,223)

balance aT 30 June 2013	 	 13,186	 140,357 1,169 154,712

The above statements of changes in equity should be read in conjunction with the accompanying notes.

StatementS of changeS in equity for the year ended 30 June 2013
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Group Parent

	
Note

2013 
$’000

2012	
$’000

2013 
$’000

2012	
$’000

cash flOws frOm OPeraTInG acTIvITIes

Premiums	from	life	insurance	contracts	 	 104,214	 97,678	 104,214	 97,678

Deposits	from	life	investment	contracts	 	 55,560	 43,795	 55,560	 43,795

Reinsurance	received	 	 36,942	 30,186	 36,942	 30,186

Interest	received	 	 8,387	 7,121	 8,386	 7,118

Dividends	received	 	 37	 175	 37	 175

Distributions	from	unitised	investments	 	 6,639	 8,442	 6,639	 8,442

Other	investment	income	 	 17,168	 9,797	 17,168	 9,797

Proceeds	from	reinsurance	treaty	recapture	 	 -	 6,500	 -	 6,500

Benefits	paid	under	life	insurance	contracts	 	 (54,329)	 (40,375)	 (54,329)	 (40,375)

Benefits	paid	under	life	investment	contracts	 	 (39,675)	 (45,457)	 (39,675)	 (45,457)

Reinsurance	premiums	paid	 	 (34,744)	 (33,787)	 (34,744)	 (33,787)

Commission	paid	 	 (34,961)	 (29,253)	 (34,961)	 (29,253)

Payments	to	suppliers	and	employees	 	 (29,032)	 (24,791)	 (28,978)	 (24,067)

Income	tax	paid	 	 (3,051)	 (1,200)	 (3,051)	 (1,200)

neT cash InflOws frOm OPeraTInG acTIvITIes	 37	 33,155	 28,831	 33,208	 29,552

cash flOws frOm InvesTInG acTIvITIes

Purchases	of	intangible	assets	 	 (928)	 (1,455)	 (928)	 (1,455)

Purchases	of	financial	assets	 	 (234,119)	 (342,783)	 (234,119)	 (342,783)

Purchases	of	property,	plant	and	equipment	 	 (938)	 (390)	 (938)	 (390)

Deposit	paid	on	acquisition	 22	 (2,000)	 -	 (2,000)	 -

Proceeds	from	sale	of	financial	assets	 	 207,517	 304,015	 207,517	 304,015

Proceeds	(to)/from	related	companies	 40	 (1,887)	 1,913	 (1,887)	 1,913

Proceeds	on	sale	of	property,	plant	and	equipment	 	 45	 25	 45	 25

neT cash OuTflOws frOm InvesTInG acTIvITIes	 	 (32,310)	 (38,675)	 (32,310)	 (38,675)

cash flOws frOm fInancInG acTIvITIes

Proceeds	from	issue	of	ordinary	shares,		
net	of	transaction	costs	 	 -	 45	 -	 45

Interest	paid	on	borrowings	 	 -	 (3,469)	 -	 -

Ordinary	dividends	paid	 	 (3,404)	 (3,094)	 (3,404)	 (3,094)

neT cash OuTflOws frOm fInancInG acTIvITIes	 	 (3,404)	 (6,518)	 (3,404)	 (3,049)

net decrease in cash and cash equivalents	 	 (2,559)	 (16,362)	 (2,506)	 (12,172)

Cash	and	cash	equivalents	at	1	July	 	 15,543	 31,905	 15,296	 27,468

cash and cash equIvalenTs aT 30 June	 18	 12,984	 15,543	 12,790	 15,296

The above statements of cash flows should be read in conjunction with the accompanying notes.

StatementS of caSh flowS for the year ended 30 June 2013
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noteS to the financial StatementS for the year ended 30 June 2013

1. General InfOrmaTIOn

Fidelity Life Assurance Company Limited (‘Fidelity Life’) (the ‘Company’ or ‘Parent’) and its subsidiaries (together called the 
‘Group’) are financial services companies that provide insurance and investment management services. The Company and its 
subsidiaries are profit oriented entities.

The Company is a limited liability company incorporated and domiciled in New Zealand. The address of its registered office is 
Level 1, 81 Carlton Gore Road, Newmarket, Auckland, New Zealand.

These consolidated financial statements have been approved for issue by the Board of Directors on 5 September 2013. 
The Company’s owners do not have the power to amend these financial statements after issue.

2. summary Of sIGnIfIcanT accOunTInG POlIcIes

The principal accounting policies adopted in the preparation of the financial statements are set out below. These policies have 
been consistently applied to all the years presented, unless otherwise stated.

(A)	BASIS	OF	PREPARATION

The financial statements have been prepared in accordance with New Zealand Generally Accepted Accounting Practice 
(‘NZ GAAP’). They comply fully with New Zealand Equivalents to International Financial Reporting Standards (‘NZ IFRS’), 
as appropriate for profit oriented entities, and comply with International Financial Reporting Standards (‘IFRS’).

enTITIes rePOrTInG

The financial statements include separate financial statements for Fidelity Life Assurance Company Limited, a separate legal 
entity (the ‘Parent’); and the consolidated entity (the ‘Group’), consisting of the Company and its subsidiaries.

sTaTuTOry base

The Company is registered under the Companies Act 1993 and is an issuer in terms of the Securities Act 1978. The financial 
statements have been prepared in accordance with the requirements of the Financial Reporting Act 1993 and the Companies 
Act 1993.

hIsTOrIcal cOsT cOnvenTIOn

With the exception of the information relating to the Parent’s 100% owned subsidiary Fidelity Capital Guaranteed Bond Limited 
(‘FCGBL’) these financial statements have been prepared under the historical cost convention, as modified by the revaluation of 
certain assets and liabilities as stated in specific accounting policies below.

Due to the events occurring in August 2011, detailed in note 17(b), the financial statements of FCGBL have been prepared, and 
consolidated into the Group accounts, on a realisable value basis.

(B)	PRINCIPLES	OF	CONSOLIDATION

subsIdIarIes

The consolidated financial statements incorporate the assets and liabilities of all subsidiaries of the Company as at 
30 June 2013 and the results of all subsidiaries for the year then ended. The Company and its subsidiaries together are referred 
to in these financial statements as the Group or the consolidated entity.

Subsidiaries are all those entities over which the Group has the power to govern the financial and operating policies, generally 
accompanying a shareholding of more than one half of the voting rights. The existence and effect of potential voting rights that 
are currently exercisable or convertible are considered when assessing whether the Group controls another entity.

Subsidiaries are fully consolidated from the date on which control is transferred to the Group. They are de-consolidated from the 
date that control ceases.

The purchase method of accounting is used to account for the acquisition of subsidiaries by the Group. The cost of an acquisition 
is measured as the fair value of the assets given and equity instruments issued and liabilities incurred or assumed at the date 
of exchange. Acquisition related costs are expensed as incurred. Identifiable assets acquired and liabilities and contingent 
liabilities assumed in a business combination are measured initially at their fair values at the acquisition date, irrespective of 
the extent of any minority interest. The excess of the cost of acquisition over the fair value of the Group’s share of the identifiable 
net assets acquired is recorded as goodwill. If the cost of acquisition is less than the fair value of the net assets of the subsidiary 
acquired, the difference is recognised directly in the profit and loss component of the statements of comprehensive income.
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2. summary Of sIGnIfIcanT accOunTInG POlIcIes  (cOnTInued)

(B)	PRINCIPLES	OF	CONSOLIDATION	(CONTINuED)

Intercompany transactions, balances and unrealised gains on transactions between Group companies are eliminated. 
Unrealised losses are also eliminated unless the transaction provides evidence of the impairment of the asset transferred. 
Accounting policies of subsidiaries have been changed where necessary to ensure consistency with the policies adopted by 
the Group.

(C)	FOREIgN	CuRRENCy	TRANSLATION

funcTIOnal and PresenTaTIOn currency

Items included in the financial statements of each of the Group’s entities are measured using the currency of the primary 
economic environment in which the entity operates (the ‘functional currency’). The consolidated and parent financial statements 
are presented in New Zealand dollars, which is the Company’s functional currency and the Group’s presentation currency.

TransacTIOns and balances

Foreign currency transactions are translated into the functional currency using the exchange rates prevailing at the dates of the 
transactions. Foreign exchange gains and losses resulting from the settlement of such transactions and from the translation at 
year end exchange rates of monetary assets and liabilities denominated in foreign currencies are recognised in the profit and 
loss component of the statements of comprehensive income.

(D)	SEgmENT	REPORTINg

An operating segment is a group of assets and operations engaged in providing products or services that are subject to risks 
and returns that are different to those of other operating segments. Operating segments are reported in a manner consistent 
with the internal reporting provided to the chief operating decision-maker (‘CODM’) who reviews the operating results on a 
regular basis and makes decisions on resource allocation and assessing performance.

(E)	PREmIum	REvENuE

lIfe Insurance cOnTracTs

Premiums on life insurance contracts are recognised on an accruals basis except where a policy provides for payment on a 
specific date, then such premiums are recognised as revenue when due. Unpaid premiums on policies that have deemed to have 
lapsed at balance date are not recognised as revenue.

lIfe InvesTmenT cOnTracTs

Amounts received under life investment contracts are separated into their fee and deposit components. The fee component 
is recognised as income on an accruals basis and the deposit component is recognised as an increase in the liability for 
investment contracts.

(F)	INvESTmENT	INCOmE

InTeresT IncOme

Interest income is recognised using the effective interest method.

dIvIdend and dIsTrIbuTIOns

Revenue is recognised when the right to receive payment is established. Dividends from equity securities are recorded as 
revenue on the ex-dividend date.

faIr value GaIns and lOsses

Fair value gains and losses on financial assets at fair value are recognised through the profit and loss component of the 
statements of comprehensive income.

(g)	FEE	AND	COmmISSION	INCOmE

Fee revenue on investment contracts is recognised when the service is provided. To the extent that the service will be provided 
in future periods, this amount is deferred to the liability for investment contracts and amortised as the services are provided. 
Commission revenue for which no future service is required is recognised on trade date.

noteS to the financial StatementS for the year ended 30 June 2013
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2. summary Of sIGnIfIcanT accOunTInG POlIcIes  (cOnTInued)

(h)	CLAImS	ExPENSE

lIfe Insurance cOnTracTs

Claims are recognised when the liability to a policyholder has been established or upon notification of the insured event.

lIfe InvesTmenT cOnTracTs

Claims under life investment contracts represent withdrawals and surrenders of investment deposits and are recognised as a 
reduction in the liability for investment contracts.

(I)	ExPENSES

All operating expenses in respect of life insurance or life investment contracts have been apportioned between policy 
acquisitions, policy maintenance and investment management expenses with regard to the objective when incurring the expense 
and the outcome achieved.

(J)	POLICy	ACquISITION	COSTS

Policy acquisition costs comprise the costs of acquiring new business, including commission, advertising, policy issue and 
underwriting costs, agency expenses and other sales costs. 

acquIsITIOn cOsTs – lIfe Insurance cOnTracTs

Where overall product profitability of new business written during the year is expected to support the recovery of acquisition 
costs incurred in that year, these costs are effectively deferred as an element of life insurance contract liabilities and amortised 
over the life of the policies written. Unamortised acquisition costs are a component of life insurance contract liabilities. 
Amortisation of acquisition costs is recognised in the profit and loss component of the statements of comprehensive income as 
a component of net change in life insurance contract liabilities at the same time as policy margins are released.

acquIsITIOn cOsTs – lIfe InvesTmenT cOnTracTs

Commission that varies with and is directly related to securing new contracts is capitalised as a deferred acquisition cost asset 
along with an administration and marketing allowance. All other acquisition costs are recognised as expenses in the profit and 
loss component of the statements of comprehensive income when incurred. The deferred acquisition cost asset is subsequently 
amortised over the life of the contracts and is recognised in the profit and loss component of the statements of comprehensive 
income. Unamortised acquisition costs are recorded in deferred acquisition costs on the statements of financial position.

maInTenance and InvesTmenT manaGemenT exPenses

Maintenance costs are the fixed and variable costs of administering policies subsequent to sale. These include general 
growth and development costs. Maintenance costs include all operating costs other than acquisition and investment 
management costs.

Investment management costs are the fixed and variable costs of managing investment funds. Maintenance and investment 
management costs are recognised in the profit and loss component of the statements of comprehensive income on an 
accrual basis.

(k)	OuTwARDS	REINSuRANCE

Premiums ceded to reinsurers under reinsurance contracts are recorded as an outwards reinsurance expense and are 
recognised over the period of indemnity of the reinsurance contract.

(L)	REINSuRANCE	RECOvERIES

Reinsurance assets consist of amounts receivable in respect of ceded insurance liabilities and are recognised as revenue. 
Amounts recoverable from reinsurers are estimated in accordance with the relevant reinsurance contract and in a manner 
consistent with the outstanding claims.
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2. summary Of sIGnIfIcanT accOunTInG POlIcIes  (cOnTInued)

(m)	LIFE	INSuRANCE	BuSINESS

classIfIcaTIOn

Life insurance contracts are those contracts that transfer significant insurance risk. Life investment contracts are those 
contracts with no significant insurance risk, but which give rise to a financial asset and/or liability.

A contract with a discretionary participation feature is unbundled where possible so that the deposit component of the contract 
is treated as a life investment contract and the insurance component of the contract is treated as an insurance contract.

lIfe Insurance cOnTracT lIabIlITIes

Life insurance liabilities (‘policyholder liabilities’) in the statements of financial position and the increase or decrease in 
policyholder liabilities in the profit and loss component of the statements of comprehensive income have been calculated in 
accordance with the New Zealand Society of Actuaries Professional Standard No 3 – Determination of Life Insurance Policy 
Liabilities (‘PS3’) which prescribes the Margin on Services (‘MoS’) basis.

MoS is designed to recognise profits on life insurance policies as services are provided to policyholders and income is received. 
Profits are deferred and amortised over the life of the policy, whereas losses are recognised immediately. Policy services 
provided over the lifetime of a contract include the costs of expected claims, maintaining policies and investment management. 
Profit margins relating to the expected income from providing policy services for each of the major product groupings are used 
to defer and amortise the profit over the life of the policies. Typically renewal premiums are used as a ‘profit carrier’ to release 
profits as services are provided. Policy liabilities are generally determined as the present value of all future expected payments, 
expenses, taxes and profit margins reduced by the present value of all future expected premiums, except in the case of some 
investment business where policyholder liabilities are determined as the accumulated benefits to policyholders. Profit margins 
for participating business are set in relation to the value of supporting assets.

mOs PrOfIT cOmPrIses The fOllOwInG cOmPOnenTs:

Planned marGIns Of revenues Over exPenses

At the time of writing a policy and at each balance date, best estimate assumptions are used to determine all expected future 
payments and premiums.

The dIfference beTween acTual and assumed exPerIence

Where actual experience replicates best estimate assumptions, the expected profit margin will be released to profit over the 
life of the policy. Experience profits or losses are realised where actual experience differs from best estimate assumptions. 
Instances giving rise to experience profits or losses include variations in claims, expenses, mortality, discontinuance and 
investment returns. For example, an experience profit will emerge when the expenses of maintaining all in-force business in a 
year are lower than the best estimate assumption in respect of those expenses.

chanGes TO underlyInG assumPTIOns

Assumptions used for measuring policy liabilities are reviewed each year. Where the review leads to a change in assumptions, 
the change is deemed to have occurred from the end of the year, except for changes in discount rates which are recognised in 
the year that the rates are changed. The financial effect of all other changes to the assumptions underlying the measurement 
of policyholder liabilities made during the reporting period, is recognised in the profit and loss component of the statements of 
comprehensive income over the future reporting periods during which services are provided to policyholders.

lOss recOGnITIOn On GrOuPs Of relaTed PrOducTs

If, based on best estimate assumptions, written business for a group of related products is expected to be unprofitable, the total 
expected loss for that related product group is recognised in the profit and loss component of the statements of comprehensive 
income immediately. When loss making business becomes profitable previously recognised losses are reversed.

InvesTmenT earnInGs On asseTs In excess Of POlIcy lIabIlITIes

Profits are generated from investment assets which are in excess of those required to meet policyholder liabilities. Investment 
earnings are directly influenced by market conditions and as such this component of MoS profit will vary from year to year.
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2. summary Of sIGnIfIcanT accOunTInG POlIcIes  (cOnTInued)

(m)	LIFE	INSuRANCE	BuSINESS	(CONTINuED)

ParTIcIPaTInG POlIcIes

Policyholder liabilities attributable to participating policies include the value of future planned shareholder profit margins 
and an allowance for future supportable bonuses. The value of supportable bonuses and planned shareholder profit margins 
account for all profit on a policy based on best estimate assumptions. Under MoS methodology, the value of supportable 
bonuses and the shareholder profit margin relating to a reporting year will emerge as expected profit in that year.

lIfe InvesTmenT cOnTracT lIabIlITIes

Life investment contracts are determined to be either participating or non-participating. A participating contract is eligible for 
a share of the profits of the returns of the underlying funds invested in.

ParTIcIPaTInG

A small amount of life investment contract liabilities are participating investment contracts. The Group establishes a liability 
equal to the future benefit entitlement to be paid out to the contract holders.

nOn ParTIcIPaTInG

Life investment contracts that are non-participating are unit-linked and are measured at fair value. The fair value of a unit 
linked contract is determined using the current unit values that reflect the fair value of the financial assets backing the contract, 
multiplied by the number of units attributed to the contract holder.

There are a small amount of non-participating contracts that are non-linked and are measured at amortised cost. This is 
calculated by determining the present value of future expected cash flows payable discounted at the risk free rate of return 
appropriate to the contract.

(N)	INvESTmENT	PROPERTy

Investment property is property that is held for long-term rental yields and is not occupied by the Group. These properties are 
partly accounted for as property, plant and equipment where partly occupied by the Group (refer to property and equipment 
policy below). Investment property is carried at its fair value, which is supported by market evidence, as assessed by qualified 
external valuers. Fair value is based on active market prices, adjusted, if necessary, for any difference in the nature, location 
or condition of the specific asset. Changes in fair values are recorded in the profit and loss component of the statements of 
comprehensive income in other income.

(O)	PROPERTy	AND	EquIPmENT

Owner-occupied properties are held by the Group for use in the supply of services or for its own administrative purposes. These 
properties are partly accounted for as investment property, to the extent they are occupied by third parties (refer to investment 
property policy above).

Owner-occupied land and buildings are carried at fair value, based on periodic, but at least triennial, valuations by external 
independent valuers, less annual subsequent depreciation for buildings. Any accumulated depreciation at the date of revaluation 
is eliminated against the gross carrying amount of the asset, and the net amount is restated to the revalued amount of the asset.

Increases in the carrying amount arising on revaluation of land are credited to revaluation reserves in other comprehensive 
income. Decreases that offset previous increases of the same asset are charged against revaluation reserves directly in other 
comprehensive income; all other decreases are charged to the profit and loss component of the statements of comprehensive 
income. Each year the difference between depreciation based on the revalued carrying amount of the asset charged to the 
profit and loss component of the statements of comprehensive income and depreciation based on the asset’s original cost is 
transferred from revaluation reserves to retained earnings.

All other items classed as property and equipment within the statements of financial position are carried at historical cost less 
accumulated depreciation. Historical cost includes expenditure that is directly attributable to the acquisition of the items.

Subsequent costs are included in the asset’s carrying amount or recognised as a separate asset, as appropriate, only when it is 
probable that future economic benefits associated with the item will flow to the Group and the cost of the item can be measured 
reliably. All other repairs and maintenance are charged to the profit and loss component of the statements of comprehensive 
income during the financial year in which they are incurred.
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noteS to the financial StatementS for the year ended 30 June 2013

2. summary Of sIGnIfIcanT accOunTInG POlIcIes  (cOnTInued)

(O)	PROPERTy	AND	EquIPmENT	(CONTINuED)

Depreciation is calculated on the straight-line method to write down the cost of other assets to their residual values over their 
estimated useful lives as follows:
• Properties building component 50 years
• Building fit out 8 years
• Leasehold improvements 8 years
• Motor vehicles 5 years
• Computer equipment 4 years
• Furniture and office equipment 5 years

Where the carrying amount of an asset is greater than its estimated recoverable amount, it is written down immediately to 
its recoverable amount. Gains and losses on disposal of property and equipment are determined by comparing the proceeds 
with the carrying amount and are recognised within other income. Repairs and maintenance are charged to the profit and loss 
component of the statements of comprehensive income during the financial period in which they are incurred.

(P)	INTANgIBLE	ASSETS

(i) GOOdwIll

Goodwill represents the excess of the cost of an acquisition over the fair value of the Company’s share of the net identifiable 
assets of the acquired business or associate at the date of acquisition. Goodwill on acquisitions of businesses is included in 
intangible assets. Goodwill acquired in business combinations is not amortised. Instead, goodwill is tested for impairment 
annually, or more frequently if events or changes in circumstances indicate that it might be impaired, and is carried at cost less 
accumulated impairment losses. Gains and losses on the disposal of an entity include the carrying amount of goodwill relating 
to the entity sold.

(ii) sOfTware

Acquired computer software licenses are capitalised on the basis of the costs incurred to acquire and bring to use the specific 
software. Employee and contractor costs associated with developing significant, identifiable and unique software products 
controlled and utilised by the Company and Group are capitalised and treated as intangible assets. These costs are amortised 
over their estimated useful lives (three to five years).

The amortisation expense, costs associated with minor software development and costs associated with or maintaining 
computer software programmes are recognised as an expense in the profit and loss component of the statements of 
comprehensive income as incurred.

(iii) acquIred value Of In-fOrce busIness (‘avIf’)

The present value of future profits on a portfolio of life insurance and investment contracts, acquired either directly or through 
the purchase of a subsidiary, is recognised as an asset. In most cases, this is classified as AVIF but, for non-participating 
investment contracts, it is included within intangibles. In all cases, the AVIF is amortised over the useful lifetime of the related 
contracts in the portfolio on a systematic basis. The rate of amortisation is chosen by considering the profile of the additional 
value of in-force business acquired and the expected depletion in its value. The value of the acquired in-force long-term 
business is reviewed annually for any impairment in value and any reductions are charged as expenses in the profit and loss 
component of the statements of comprehensive income. Details of the methodology and assumptions are included in note 28.

(q)	ImPAIRmENT	OF	NON-FINANCIAL	ASSETS

Assets with definite useful lives are reviewed for impairment whenever events or changes in circumstances indicate that the 
carrying amount may not be recoverable. Intangible assets that have an indefinite useful life are not subject to amortisation 
and are tested annually for impairment irrespective of whether any circumstances identifying a possible impairment have 
been identified. An impairment loss is recognised for the amount by which the asset’s carrying amount exceeds its recoverable 
amount. The recoverable amount is the higher of an asset’s fair value less costs to sell and value in use. For the purposes of 
assessing impairment, assets are grouped at the lowest levels for which there are separately identifiable cash flows (cash 
generating units).
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noteS to the financial StatementS for the year ended 30 June 2013

2. summary Of sIGnIfIcanT accOunTInG POlIcIes  (cOnTInued)

(R)	CASh	AND	CASh	EquIvALENTS

Cash and cash equivalents consist of cash at banks and in hand, deposits held at call with banks, treasury bills and other short-
term highly liquid investments with less than 90 days’ maturity from the date of acquisition. For the purposes of the statements 
of cash flows, cash and cash equivalents also include bank overdrafts, which are included in payables and other financial 
liabilities on the statements of financial position.

sTaTemenT Of cash flOws

The following are the definitions of the terms used in the statements of cash flows:

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

(ii)  Investing activities are those activities relating to the acquisition, holding and disposal of property, plant and equipment and 
of investments.

(iii) Financing activities are those activities relating to changes in the equity and debt structure of the Group.

(S)	LEASES

Leases in which a significant portion of the risks and rewards of ownership are retained by the lessor are classified as operating 
leases. Payments made under operating leases (net of any incentives received from the lessor) are charged to the profit and loss 
component of the statements of comprehensive income on a straight line basis over the period of the lease.

(T)	FINANCIAL	INSTRumENTS

The Group classifies its financial assets in the following categories: financial assets at fair value through profit or loss; and loans 
and other receivables, covered in note 2(z). The classification depends on the purpose for which the financial instruments were 
acquired. Management determines the classification of its investments at initial recognition and re-evaluates this designation at 
each reporting date.

(i) fInancIal asseTs aT faIr value ThrOuGh PrOfIT Or lOss

This category has two sub-categories: financial assets held for trading, and those designated at fair value through profit or 
loss on initial recognition. A financial asset is classified as held for trading if acquired principally for the purpose of selling 
in the short term. Derivatives are also categorised as held for trading. Assets are designated at fair value through profit or 
loss if a group of financial assets is managed and its performance is evaluated on a fair value basis, in accordance with the 
Group’s documented investment strategy, and information about the group of assets is provided internally on that basis to 
key management personnel. Assets in this category are classified as current assets if they are either held for trading or are 
expected to be realised within 12 months of the balance date.

Purchases and sales of financial assets are recognised on trade date, the date on which the Group commits to purchase or sell 
the asset. Financial assets are initially recognised at fair value plus transaction costs for all financial assets not carried at fair 
value through profit or loss. Financial assets are derecognised when the rights to receive cash flows from the financial assets 
have expired or have been transferred and the Group has transferred substantially all the risks and rewards of ownership.

(ii) faIr values Of fInancIal InsTrumenTs

The fair value of financial assets and financial liabilities must be estimated for recognition and measurement or for disclosure purposes.

The fair values of financial instruments traded in active markets (such as publicly traded derivatives, and trading securities) are 
based on quoted market prices at the balance date. The quoted market price used for financial assets held by the Company is 
the current bid price; the appropriate quoted market price for financial liabilities is the current ask price.

If the market for a financial asset is not active (and for unlisted securities), the Group establishes fair value by using valuation 
techniques. These include reference to the fair values of recent arms length transactions, involving the same instruments or 
other instruments that are substantially the same, discounted cash flow analysis, and option pricing models refined to reflect 
the issuer’s specific circumstances.

Realised and unrealised gains and losses arising from changes in the fair value of the financial assets at fair value through 
profit or loss category, interest and dividends are included in the profit and loss component of the statements of comprehensive 
income in the period in which they arise.

The fair value of financial liabilities for disclosure purposes is estimated by discounting the future contractual cash flows at the 
current market interest rate that is available to the Group for similar financial instruments.
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noteS to the financial StatementS for the year ended 30 June 2013

2. summary Of sIGnIfIcanT accOunTInG POlIcIes  (cOnTInued)

(T)	FINANCIAL	INSTRumENTS		(CONTINuED)

(iii) derIvaTIves

Derivative financial instruments include foreign exchange contracts, interest rate futures, currency and interest rate swaps, and 
currency and interest rate options.

Derivatives are initially recognised at fair value on the date a derivative contract is entered into and are subsequently 
remeasured to their fair value.

Fair values are obtained from quoted market prices or, if these are not available, by using valuation techniques such as 
discounted cash flow models or option pricing models.

Changes in the fair value of any derivative instrument are recognised in the profit and loss component of the statements of 
comprehensive income.

(iv) ImPaIrmenT

The Group assesses at each balance date whether there is objective evidence that a financial asset or group of financial assets 
is impaired.

If the carrying value of an investment is greater than the recoverable amount, the carrying value is reduced through a charge to 
the profit and loss component of the statements of comprehensive income in the period of impairment.

(u)	PROvISIONS

A provision is recognised in the statements of financial position when: the Group has a present legal or constructive obligation 
as a result of past events; it is probable that an outflow or resources will be required to settle the obligation; and a reliable 
estimate can be made of the amount of the obligation. Provisions are not recognised for future operating losses.

(v)	CONTINgENT	LIABILITy

The Group discloses a contingent liability when it has a possible obligation arising from past events, that will be confirmed by 
the occurrence or non-occurrence of one or more uncertain future events not wholly within the Group’s control. A contingent 
liability is disclosed when a present obligation is not recognised because it is not probable that an outflow of resources will be 
required to settle an obligation, or the amount of the obligation cannot be measured with sufficient reliability.

(w)	EmPLOyEE	BENEFITS

(i) waGes and salarIes, annual leave and sIck leave

Liabilities for wages and salaries, including non monetary benefits, annual leave and accumulating sick leave expected to 
be settled within 12 months of the reporting date are recognised in other payables in respect of employees’ services up to 
the reporting date and are measured at the amounts expected to be paid when the liabilities are settled. Liabilities for non-
accumulating sick leave are recognised when the leave is taken and measured at the rates paid or payable.

(ii) suPerannuaTIOn OblIGaTIOns

The Group pays contributions into administered superannuation funds including KiwiSaver. Once the contributions have been paid, 
the Group, as employer, has no further payment obligations. The Group’s contributions are charged to the profit and loss component 
of the statements of comprehensive income in the year to which they relate and are included in employee benefit expenses.

(iii) emPlOyee share OwnershIP scheme

Historically the Group operated an equity-settled share based compensation plan in which the Group offered employees the 
right to purchase shares at a discount in return for employee services. The discount granted to employees is recognised as an 
expense over the vesting period with a corresponding increase in equity. At any time during the vesting period the employee 
has an option to require the Group to repurchase the shares at the lower of cost or fair value. Therefore, the Group recognises a 
liability at balance date for the amount that the Group can be required to pay to repurchase the shares. Once the vesting period 
is complete the Group extinguishes the liability and recognises a corresponding increase in equity.

(x)	ShARE	CAPITAL

Ordinary shares are classified as equity.

Incremental costs directly attributable to the issue of new shares or options are shown in equity as a deduction, net of tax, from 
the proceeds.



F I D E L I T Y  L I F E  a n n u a L  r E p o r T  2 0 1 332
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2. summary Of sIGnIfIcanT accOunTInG POlIcIes  (cOnTInued)

(y)	DIvIDENDS

Provision is made for the amount of any dividend declared on or before the end of the financial year but not distributed at 
balance date.

(z)	LOANS	AND	OThER	RECEIvABLES

Loans and other receivables are non derivative financial assets with fixed or determinable payments that are not quoted in an 
active market. They arise when the Group provides money, goods or services directly to a debtor with no intention of selling the 
receivable. The Group’s loans and other receivables comprise receivables and cash and cash equivalents in the statements of 
financial position.

Loans and other receivables are recognised initially at fair value and subsequently measured at amortised cost, less provision 
for doubtful debts. 

A provision for impairment of loans and other receivables is established when there is objective evidence that the Group will 
not be able to collect all amounts due according to the original terms of the receivables. Significant financial difficulties of the 
debtor, probability that the debtor will enter bankruptcy or financial reorganisation, and default or delinquency in payments are 
considered indicators that the receivable is impaired. The amount of the provision is the difference between the asset’s carrying 
amount and the present value of estimated future cash flows, discounted at the original effective interest rate. The carrying 
amount of the asset is reduced through the use of a bad debt provision account, and the amount of the loss is recognised 
in the profit and loss component of the statements of comprehensive income within other expenses. When a receivable is 
uncollectible, it is written off against the provision.

resTrucTured fInancIal asseTs

Where concessionary terms and conditions on an asset have been formally granted to a customer because of the customer’s 
financial difficulties, and the return on the asset following restructuring is such that a loss is not expected to be incurred, then 
the asset is to be regarded as a restructured asset.

(AA)	INCOmE	TAx

The income tax expense comprises both current and deferred tax. Income tax expense is recognised in the profit and loss 
component of the statements of comprehensive income except to the extent that it relates to items recognised directly in equity, 
in which case it is recognised in equity.

Current tax is the expected tax payable on the taxable income for the year, using tax rates enacted or substantively enacted 
at the reporting date, and any adjustment to the tax payable in respect of previous years. Deferred tax is recognised using 
the statements of financial position method, providing for temporary differences between the carrying amounts of assets 
and liabilities in a transaction that is not a business combination and that affects neither accounting or taxable profit, and 
differences relating to investments in subsidiaries to the extent that they probably will not reverse in the foreseeable future.

Deferred tax is measured at the tax rates that are expected to be applied to the temporary differences when they reverse, based 
on the laws that have been enacted or substantively enacted at the reporting date.

A deferred tax asset is recognised for the carry forward of unused tax losses and unused tax credits to the extent that it is 
probable that future taxable profit will be available against which the unused tax losses and unused tax credits can be utilised.

Deferred tax assets are set-off against deferred tax liabilities to the extent they relate to income taxes which are legally able to 
be set-off against each other.

lIfe Insurance Tax

A new income tax regime was introduced for Life Insurers from 1 July 2010. Tax is payable on investment income allocated to 
policyholders and on shareholder cash flows (investment income, premiums less claims, less expenses). For the first five years 
of the new tax regime (1 July 2010 – 30 June 2015) there are concessions which allow most legacy policies to continue being 
taxed similar to that incurred under the old regime as explained below.

Prior to 1 July 2010 Life Insurers were subject to a special tax regime. Two tax bases were maintained; the life insurer base 
where tax is calculated on investment income less expenses plus underwriting income, and the policyholder base which seeks 
to tax benefits as they accrue to policyholders under the policies in the form of claim, surrender and maturity payments and 
increments in the value of policies. The life insurer paid tax on the higher of the two bases at the company tax rate of 30%. 
As the life insurer was taxed as proxy for the policyholder, returns to policyholders were tax exempt.
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2. summary Of sIGnIfIcanT accOunTInG POlIcIes  (cOnTInued)

(AB)	TRADE	AND	OThER	PAyABLES

These amounts represent liabilities for goods and services provided to the Group prior to the end of financial year which are 
unpaid. The amounts are unsecured and are usually paid within 30 days of recognition.

(AC)	BORROwINgS

Borrowings are initially recognised at fair value, net of transaction costs incurred. Borrowings are subsequently measured at 
amortised cost. Any difference between the proceeds (net of transaction costs) and the redemption amount is recognised in 
the profit and loss component of the statements of comprehensive income over the period of the borrowings using the effective 
interest method.

Borrowings are classified as current liabilities unless the Group has an unconditional right to defer settlement of the liability for 
at least 12 months after the balance date.

(AD)	BORROwINg	COSTS

Borrowing costs are expensed as incurred.

(AE)	FIDuCIARy	ACTIvITIES

Assets and income arising from fiduciary activities, together with related undertakings to return such assets to customers, are 
excluded from these financial statements where the Group has no contractual rights in the assets.

(AF)	DERECOgNITION	AND	OFFSET	OF	FINANCIAL	ASSETS	AND	FINANCIAL	LIABILITIES

A financial asset (or, where applicable, a part of a financial asset or part of a group of similar financial assets) is derecognised where:

• The rights to receive cash flows from the asset have expired;

•  The Group retains the right to receive cash flows from the asset, but has assumed an obligation to pay them in full without 
material delay to a third-party under a “pass-through” arrangement; or

•  The Group has transferred its rights to receive cash flows from the asset and has either transferred substantially all the risks 
and rewards of the asset, or has neither transferred nor retained substantially all the risks and rewards of the asset, but has 
transferred control of the asset.

A financial liability is derecognised when the obligation under the liability is discharged or cancelled or expires. Financial assets 
and liabilities are offset and the net amount reported in the statements of financial position when there is a legally enforceable 
right to set off the recognised amounts and there is an intention to settle on a net basis, or realise the asset and settle the 
liability simultaneously.

(Ag)	EARLy	ADOPTION	OF	NEw	zEALAND	EquIvALENTS	TO	INTERNATIONAL	FINANCIAL	REPORTINg	STANDARDS

The Group has not early adopted any New Zealand Equivalents to International Financial Reporting Standards.

(Ah)	STANDARDS,	AmENDmENTS	AND	INTERPRETATIONS	ADOPTED	DuRINg	yEAR

The following new accounting standards and amendments to standards relevant to the Group have been adopted from 
1 July 2012 and have been applied in the preparation of these financial statements. Adoption of the standards has not resulted 
in any changes to the Groups’ reported profit or financial position.

•  NZ IAS 1  Presentation of financial statements – The amendment requires entities to separate items presented in other 
comprehensive income into two groups, based on whether they may be recycled to profit or loss in the future. The adoption 
of this amendment has not affected the measurement of any of the items recognised in the statements of financial position 
or the profit or loss, however, it has altered the disclosure of these items in the statement of comprehensive income by 
identifying which items in other comprehensive income may, and which may not, be recycled to profit or loss in the future.

•  NZ IAS 12  Income taxes – The amendments provide a practical approach for measuring deferred tax liabilities and deferred 
tax assets when investment property is measured using the fair value model. IAS 12 requires the measurement of deferred tax 
assets or liabilities to reflect the tax consequences that would follow from the way management expects to recover or settle 
the carrying of the relevant assets or liabilities, that is through use or through sale. The amendment introduced a rebuttable 
presumption that investment property which is measured at fair value is recovered entirely by sale. The adoption of this standard 
has not resulted in any additional disclosures or impacted on the Company’s or Groups’ reported result or financial position.
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(AI)	STANDARDS,	AmENDmENTS	AND	INTERPRETATIONS	TO	ExISTINg	STANDARDS	ThAT	ARE	NOT	yET	EFFECTIvE

The following new accounting standards and amendments to standards relevant to the Group are not yet effective and have not 
yet been applied in preparing the financial standards.

• NZ IFRS 9  financial instruments replaces part of NZ IAS 39 Financial instruments and will be mandatory for the Group’s 
financial statements for the year beginning 1 July 2015. It establishes two primary measurement categories for financial 
assets: amortised cost and fair value, with classification depending on an entity’s business model and the contractual cash 
flow characteristics of the financial asset. The impact of this standard on the financial statements of the Group has not yet 
been determined.

 A further amendment to the standard was issued in October 2010 and is mandatory for the Group’s financial statements for 
the year beginning 1 July 2015. The amendment provides an additional presentational requirement for liabilities designated at 
fair value through profit or loss. Where such a designation is made, the liability will be recorded on the statements of financial 
position at its full value. However, the fair value movement taken to the profit and loss component of the statements of 
comprehensive income excludes the effect of credit risk; this is recorded in other comprehensive income (unless recognising 
own credit in other comprehensive income creates an accounting mismatch). There will be no subsequent reclassification of 
the amounts in other comprehensive income to profit or loss. The impact of this amendment on the financial statements of 
the Group has not yet been determined.

• NZ IFRS 10  consolidated financial statements – This standard was issued in May 2011 and replaces all of the guidance on 
control and consolidation in NZ IAS 27 Consolidated and separate financial statements, and NZ SIC-12 Consolidation – special 
purpose entities. The standard will be mandatory for the Group’s financial statements for the year beginning 1 July 2013. The 
core principle that a consolidated entity presents a parent and its subsidiaries as if they are a single economic entity remains 
unchanged, as do the mechanics of consolidation. However, the standard introduces a single definition of control that applies 
to all entities. It focuses on the need to have both power and rights or exposure to variable returns before control is present. 
Power is the current ability to direct the activities that significantly influence returns. Returns must vary and can be positive, 
negative or both. There is also new guidance on participating and protective rights and on agent/principal relationships. While 
the Group does not expect the new standard to have a significant impact on its composition, it has yet to perform a detailed 
analysis of the new guidance in the context of its various investees that may or may not be controlled under the new rules.

• NZ IFRS 12  disclosure of interests in other entities – The standard was issued in May 2011 and sets out the required 
disclosures for entities reporting under the two new standards, IFRS 10 Consolidated Financial Statements and IFRS 11 Joint 
Arrangements, and replaces the disclosure requirements currently found in IAS 28. The standard will be mandatory for the 
Group’s financial statements for the year beginning 1 July 2013. Application of this standard by the Group will not affect any 
of the amounts recognised in the financial statements, but may impact the type of information disclosed in relation to the 
Group’s investments.

• NZ IFRS 13  fair value measurement – The standard was released in May 2011 and explains how to measure fair value and 
aims to enhance fair value disclosures. The Group has yet to determine which, if any, of its current measurement techniques 
will have to change as a result of the new guidance. It is, therefore, not possible to state the impact, if any, of the new rules on 
any of the amounts recognised in the financial statements. However, application of the new standard will impact the type of 
information disclosed in the notes to the financial statements. The Group does not intend to adopt the new standard before its 
operative date, which means that it would be first applied in the annual reporting period beginning 1 July 2013.

(AJ)	COmPARATIvE	INFORmATION

Comparative information has been reclassified in relation to the discontinued operations. For further information refer to 
note 17.
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3. crITIcal accOunTInG esTImaTes and JudGemenTs

Estimates and judgements are continually evaluated and are based on historical experience and other factors, including 
expectations of future events that are believed to be reasonable under the circumstances.

The Group makes estimates and assumptions concerning the future. The resulting accounting estimates will, by definition, 
seldom equal the related actual results. The estimates and assumptions that have a significant risk of causing a material 
adjustment to the carrying amounts of assets and liabilities and profit within the next financial year are discussed below.

(A)	INSuRANCE	LIABILITIES	–	EFFECT	OF	ChANgES	AND	ASSumPTIONS

Policy liabilities arising from life insurance and life investment contracts are calculated at each reporting date using 
mathematical and statistical models. The valuations are prepared by experienced Fellows of the New Zealand Society of 
Actuaries on the basis of actuarial methods set out in Professional Standards issued by the New Zealand Society of Actuaries, 
a full member of the International Actuarial Association. The methodology takes into account the risks and uncertainties of the 
particular classes of business written.

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

• The cost of providing benefits and administering these contracts;

• Mortality and morbidity experience on life insurance products;

• Persistency experience, which affects the entity’s ability to recover the cost of acquiring new business over the lives of 
the contracts; and

• Other factors such as regulation, competition, interest rates, the performance of the capital markets and general economic 
conditions affect the level of these liabilities.

The uncertainties surrounding these assumptions means that it is likely that the actual observed claims incidence will vary from 
the liability estimated at the reporting date.

Refer to note 4 for more detail on the valuation of the policy liabilities and the assumptions applied.

(B)	ACquIRED	vALuE	OF	IN-FORCE	BuSINESS

The balance of acquired value of in-force business (‘AVIF’) is reviewed for impairment at each reporting period by the 
Appointed Actuary.

The key factors that affect the estimation of the valuation are:

• The life expectancy of the outstanding life insurance contracts;

• The value of planned profit margins, discounted at a risk adjusted rate of return; and

• The discount rate to use for assessing the value of economic capital.

Where the outcome of the valuation differs adversely against the book value of the AVIF there is an impact to the profit and 
loss component of the statements of comprehensive income and the AVIF intangible balance recognised on the statements of 
financial position.

(C)	DEFERRED	TAx

Significant judgements relating to the calculation of policyholder liabilities (note 3(a)) also impact the Group and Company’s 
deferred tax assets and liabilities. The Group and Company has taken an assessment of anticipated tax assets and liabilities 
based on estimates of when additional taxes will be due and benefits will arise.

Where the expected tax outcome of these matters is different from the amounts that were initially recorded, such differences 
will impact the reported profit or loss and current and deferred tax amounts in the period in which such determination is made.
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The actuarial reports on policyholder liabilities and solvency reserves for the years ended 30 June 2012 and 30 June 2013 were 
prepared by the Appointed Actuary, John Smith MSc FNZSA FIAA, and peer reviewed by the Consulting Actuary, Peter Davies 
BBusSc FNZSA FIAA of Davies Financial and Actuarial Limited.

The results incorporate legacy direct mail policies based on data supplied by a third-party administrator and accounting 
information maintained by the Company.

The value of the policyholder liabilities has been determined in accordance with PS3 and NZ IFRS 4 Insurance Contracts.

The actuaries have examined the information used for the determination of the liabilities and have satisfied themselves as 
to the accuracy of the data from which the policyholder liabilities have been determined, and that all policies have been 
valued accurately.

The accumulation method to determine liabilities has been used for all investment contracts (Gold Medal type policies, group 
superannuation deposits, Power Saver and bonds). There is no allowance in the policyholder liabilities for deferred acquisition 
charges on investment contracts. A prospective reserve is held for the potential shortfall if the market value of assets backing 
Gold Medal policies is insufficient to cover guaranteed maturity benefits.

Assurances, annuities, disability claims in payment and risk contracts have been valued using the projection method as in 
previous years.

The value of supporting assets for participating policies issued by Farmers Mutual Life Limited is the fund value transferred 
on 28 February 2007 rolled up with subsequent cash flow and interest, adjusted by any difference between the actual and MoS 
supportable bonuses at each year end.

The valuation assumptions are based on best estimates for each component in terms of PS3. To determine the best estimates, 
the actuaries examined observable market data and recent experience of the Company and appropriateness of assuming that 
the current experience continues.

discount rates: The 10 year NZ Government bond rate at 30 June 2013 was 4.13% (2012: 3.4%). For the year ended 30 June 2013 
a gross discount rate of 4.13% was used (2012: 3.4%).

A gross interest rate of 4.13% was used to value discounted cash flows on renewable risk plans where the policy reserve is 
negative and level premium risk plans where the policy reserve is positive (2012: 3.4%).

A net rate of interest of 2.97% was used to value non-participating assurances (2012: 2.5%).

A gross rate of interest of 4.13% was used to value claim reserves and provisions for investment guarantees (2012: 3.4%).

Annuities were valued at 2.97% net of tax (2012: 2.5%).

For former Farmers Mutual Life Limited (‘FMLL’) participating plans, a valuation rate of 3.75% was used (2012: 4.0%). This is 
derived from expected after-tax return on the assets backing the participating fund.

The solvency reserves are valued in accordance with the Solvency Standard for Life Insurance Business issued by the Reserve 
Bank of New Zealand in August 2011. The discount rate for the insurance risk capital requirement was 4.13% (before tax) 
and 2.97% (after tax). Participating plans were valued using the risk free rate of 2.97% (not a higher expected after-tax return 
on assets). All contracts except annuities, participating business and traditional assurances were valued on a gross basis, 
assuming no tax charge would arise if the prescribed adverse yield applied. Annuities, participating business and traditional 
assurances were valued on a net basis.

Taxation: Tax is payable on investment income allocated to policyholders and on shareholder cash flows (investment income, 
premiums less claims, less expenses). This change has been incorporated into the valuation methodology for annuities and 
participating contracts which were valued on a net basis (2012: net basis). The assumed long-run rate is 28% (2012: 28%).

asset mix: The current asset mix was assumed to continue into the future.

Inflation rates: A rate of 2.5% was used where applicable (2012: 2.5%).

Profit carriers (where valued on the projection method):

• Interest earnings for traditional policies

• Claims for mortgage repayment insurance

• Premiums for other policies.
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Investment and maintenance expenses: The maintenance expenses of policies are based on an analysis of existing and projected 
costs and product margins. Where those expenses relate to life insurance, trauma and disability insurance it has been assumed 
that those expenses increase at the same rate that premiums increase – according to age rather than the inflation rate.

mortality: Mortality was based on the net reinsurance rates. A selection rebate of 100% (2012: 100%) was assumed in accordance with 
the actual selection rebate set out in reinsurance treaties. Standard mortality is the reinsurance rates for underwritten business.

For guaranteed acceptance plans mortality is assumed to be 500% of standard mortality for the first five years, falling to 200% 
of standard from the 10th year (unchanged from 2012).

For former FMLL plans the mortality assumptions were unchanged from 2012:

• 100% of NZ97(5) select for participating business;

• 65% of NZ97(5) select for term insurance; and

• Adjusted reinsurance valuation table for direct mail business.

For limited premium guaranteed acceptance plans mortality is assumed to be 200% of standard throughout (unchanged from 2012).

annuitant mortality: The mortality of annuitants is assumed to follow the IMA92C20 and IFA92C20 standard tables with a 
reduction in attained age of 5 up to age 55 falling by 1 year for every 10 years of age to nil from age 95 (2012: age reduction 
5 years to age 55, falling 1 year every 10 years of age to nil from age 95).

morbidity: Morbidity was based on the net reinsurance rates. A selection rebate of 100% (2012: 100%) was assumed in 
accordance with the actual selection rebate agreed with reinsurers.

rates of discontinuance: The ultimate discontinuance rates used for life and accelerated critical care and accelerated TPD was 
11.5% for policies from year 6 onwards (2012: 11.0%). The assumed discontinuance rate in the first year was 7.0% or 11.5% 
depending on the level of compulsory spreading. The discontinuance rate during years 2 to 5 of the policy life time is assumed to 
be 11.0% to 12.0% or 15.5% depending on the minimum proportion of initial commission that is spread (2012: 11.0% to 15.5%).

The ultimate discontinuance rate for stand-alone critical care and stand-alone total and permanent disability (‘TPD’) was 13.5% 
for policies in force from year 6 onwards (2012: 13.0%). The assumed discontinuance rate in the first year is 7.5% or 12.0% 
depending on the level of compulsory spreading. The discontinuance rate during years 2 to 5 of the policy life time is assumed to 
be 13.0% to 14.5% or 17.5% depending on the minimum proportion of initial commission that is spread (unchanged from 2012).

The ultimate discontinuance rate for income protection was 15.5% for policies in force from year six onwards (2012: 15.0%). 
The assumed discontinuance rate in the first year was 8.5% or 13.0% depending on the level of compulsory spreading. 
The discontinuance rate during years 2 to 5 of the policy life time is assumed to be 13.5% to 16.0% or 19.0% to 19.5% depending 
on the minimum proportion of initial commission that is spread (2012: 14.0% to 19.5%).

The discontinuance rate for traditional whole of life and endowment assurances was assumed to be 5.0%, the same as last year.

Discontinuance rates for the former FMLL plans were based on a recent experience study. Those rates vary by product and 
duration in force.

surrender values: The surrender value of whole of life and endowment assurances, issued by the former FMLL, is 90% of the 
net premium reserve with double Zillmer calculated using NZ97(5) mortality table discounted at 4.8%, ignoring any terminal 
bonus (2012: 4.8%). For legacy assurances issued by Fidelity Life the surrender value is based on the A49/52 ultimate mortality 
table discounted at 4.5% (same as last year).

There is no exit charge on bonds and power saver (same as last year).

The exit charge on Gold Medal is 5.0%, reducing by 1.0% each year from the policy anniversary four years preceding maturity 
(same as last year). Policies issued after July 2009 do not have an exit charge.

Participating business: For Fidelity Life with-profit assurances it was assumed that the current bonus allocation will continue 
indefinitely. The bonus is equal to conservative portfolio return on cash deposits plus a cash bonus of 10% of premiums paid.

For former FMLL plans the supportable bonus rate is 0.74% of the sum assured and reversionary bonus (2012: 0.57%). 
The current bonus declaration was 0.75% (2012: 0.57%).

It is assumed that the policyholder’s share of the surplus on the participating pool is 83.3% (2012: 83.3%), which matches the 
value of supportable assets at date of transfer from Farmers Mutual Group Limited to Fidelity Life.
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Profit margins: Profit Margins have been incorporated for existing product categories to release those profits arising in the 
future which are not in relation to the provision of the original acquisition cost as and when those profits are released.

Profit margins were adjusted to ensure that there was no capitalisation of future profits arising from changes to demographic 
assumptions and rates used in the projection. However, changes to economic and financial assumptions are capitalised.

Impact of actuarial changes in assumptions: Under MoS, for life insurance contracts valuations using the projection method, 
changes in actuarial assumptions are recognised by adjusting the value of future profit margins in life insurance contract 
liabilities. Future profit margins are released over future periods.

The impact of the assumption changes in the current period on future profit margins in respect of life insurance contracts 
(excluding new business contracts which are measured using assumptions at the valuation date) are shown below:

GrOuP and ParenT

effect on future 
Profit margins

effect on  
life Insurance 

contract liabilities
effect on future 

Profit margins

effect on  
life Insurance 

contract liabilities

2013 
$’000

2013 
$’000

2012 
$’000

2012 
$’000

assumPTIOn chanGe

Discontinuance	rates	 (5,133) -	 7,232	 -

Premium	rates	 (655) -	 (2,975)	 -

Renewal	expenses	 (7,831) -	 202	 -

mortality/morbidity	rates	 7,911 -	 -	 -

Other	modelling	changes	 9,224 -	 -	 -

Discount	rate	 (10,442) (2,327)	 17,857	 (4,837)

During the financial year the software used for the projection of future cash flows was upgraded to a new platform. During the 
upgrade process implicit historic assumptions were revised to align closer to current business processes.

SENSITIvITy	ANALySIS	OF	LIFE	INvESTmENT	CONTRACTS

The following table shows the changes in the value of future margins, policy liability and profit at 30 June if actuarial 
assumptions change as follows:

GrOuP and ParenT

2013

change in 
assumption

effect on  
future margins

effect on  
Policy liability

effect on Profit 
(before tax)

$’000 $’000 $’000

Lapses Decrease	by	10% - - (80)

Expenses Increase	by	$1	million - - (1,000)

2012

change in 
assumption

effect on  
future margins

effect on  
Policy liability

effect on Profit 
(before tax)

$’000 $’000 $’000

Lapses Decrease	by	10% - - (52)

Expenses Increase	by	$1	million - - (1,000)
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SENSITIvITy	ANALySIS	OF	LIFE	INSuRANCE	CONTRACTS

Refer to note 5(B) for sensitivity analysis for life insurance contracts.

ASSETS	BACkINg	LIFE	INSuRANCE	AND	LIFE	INvESTmENT	BuSINESS

All assets in wholesale unit trusts and segregated mandates are marked to market by external wholesale fund managers that 
primarily invest in investment grade listed securities.

Directly held investments comprise Property, Mortgages and subordinated debt issued by Fidelity Capital Guaranteed Bond 
Limited. Property is valued annually by an independent chartered surveyor. Mortgages are valued at outstanding balance 
less provision for bad debts. At 30 June 2013 the value of the subordinated debt issued by FCGBL on a realisable basis is $nil 
(2012: $nil).

The carrying value of the assets backing life insurance and life investment contracts is as follows:

GrOuP and ParenT

life  
Investment

life  
Insurance

2013 
$’000

2012	
$’000

2013 
$’000

2012	
$’000

Loans	 	 18,242	 17,794	 7,819	 11,606

Debt	securities	 	 100,404	 90,369	 11,524	 12,780

Equity	securities	 	 109,409	 93,830	 2,010	 -

Other	investments	 	 87,798	 75,931	 109,562	 103,545

Investment	property	 	 9,083	 8,531	 1,120	 744

Property,	plant	and	equipment	 	 8,055	 6,728	 2,066	 2,554

Cash	and	cash	equivalents	 	 5,223	 5,766	 7,567	 9,530

Other	receivables	 	 -	 -	 5,459	 3,046

Assets	arising	from	reinsurance	recoveries	 	 -	 -	 12,091	 10,347

Investment	in	subsidiaries	 	 -	 -	 8	 8

Income	tax	asset	 	 -	 -	 3,881	 2,560

Deferred	tax	assets	 	 -	 -	 17,090	 15,102

Deferred	acquisition	costs	–	investment	 	 -	 -	 6	 867

Intangible	assets	 	 -	 -	 4,283	 4,922

Total assets backing	 	 338,214	 298,949	 184,486	 177,611

The asset portfolios linked to life investment contracts are determined by policyholders, who stipulate the respective portfolio 
funds to invest in at the time of investment, and subsequent transfers between portfolios.

The assets of FCGBL do not back the life investment and life insurance business, and as such are not included in this analysis.
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RISk	mANAgEmENT	FRAmEwORk

The Board of Directors (the ‘Board’) acknowledges the need for the continued maintenance of a high standard of corporate 
governance practices and ethical conduct by all directors and employees of Fidelity Life.

The Board of Directors has adopted the Financial Markets Authority (formally Securities Commission) ‘Corporate Governance 
in New Zealand Principles and Guidelines’ as a framework against which the Board monitors and reviews its corporate 
governance. The Board has also adopted the Code of Proper Practice for Directors of the New Zealand Institute of Directors.

The Board has formally delegated to the Chief Executive Officer the day to day management of the Group. The Chief Executive 
Officer recommends to the Board changes in the business, performance, goals, strategies and plans of the Group.

The Board has in place an integrated framework of controls designed to safeguard the Group’s assets and interests and to 
ensure the integrity of its reporting.

The Board has established a number of standing committees that focus on specific areas of the Board’s responsibilities. 
The committees currently constituted are:

• audit & risk committee – established as a link between the Board and external auditors. Provides independent oversight of 
the effectiveness of the Company’s financial reporting and risk management processes.

• nomination committee – established to assist in the planning the Board’s composition and the appointment of new directors.

• remuneration committee – established to assist the Board with the remuneration structures for the Company’s Chief 
Executive Officer and senior executives.

The Board’s committees operate under the same rules of conduct and procedure as the Board and provide a framework 
for efficient decision making. The Board’s committees are subordinate to the Board which retains overall responsibility for 
decision making.

Under Reserve Bank of New Zealand (‘RBNZ’) requirements, all insurers who wish to continue to operate in New Zealand are 
required to have a full licence prior to 7 September 2013. Fidelity Life was granted a full licence on 2 August 2013. The Company 
has an A- (Excellent) credit rating from A.M. Best, an approved credit rating agency.

Fidelity Life has a formalised risk management programme. The Company’s risk management programme is supported by four 
key components:

(i) The risk management policy states the objectives of the risk management framework and strategy; and identifies who 
is responsible for the various risk management activities, including oversight, implementation and assessment of 
effectiveness.

(ii) The risk management framework details how the company ensures effective risk management is real and reflected in the 
operational activities of the Company.

(iii) The risk management strategy forms part of the annual strategic and business planning documents, identifying the key 
risks to achieving strategic objectives and the risk management initiatives that need to be planned and budgeted for. The 
risk management strategy is updated annually, ensuring that the Company continues to focus on relevant and current risks.

(iv) The risk register allows Board and senior management to critically evaluate if the risk management process is effectively 
identifying and addressing exposures. The risk register continuously evolves as risks are identified, monitored and treated.

The risk management programme is periodically reviewed to ensure the effectiveness of the overall risk management programme.

The business risk assessment estimates the consequences from adverse events and the likelihood that such adverse events 
might occur. The effectiveness of measures to mitigate the impact of adverse events or reduce the chance of adverse events is 
assessed against market norms and best practice. The controls for all identified risks are deemed to be at least adequate.

The Board has also appointed an Investment Committee to oversee the investments in line with the Statement of Investment 
Policy and Objectives (‘SIPO’) that is approved by the Board.

The Appointed Actuary submits an annual Financial Condition Report (‘FCR’) to the Board that encompasses the items specified 
in section 6.3 of the Reserve Bank of New Zealand’s ‘Solvency Standard for Life Insurance Business’ as well as the New Zealand 
Society of Actuaries Professional Standards. The FCR examines all matters material to the financial condition of the Company 
and makes recommendations to maintain and enhance the Company’s financial strength. The Board reviews the FCR and 
as appropriate approves and implements the recommendations of the Appointed Actuary. The Appointed Actuary submits an 
update at half year.
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Distributors need to be Authorised Financial Advisers to provide personalised advice on investment products. Distributors 
need to be Registered Financial Advisers or Authorised Financial Advisers to provide advice on insurance products. Fidelity Life 
does not accept business that is submitted via advisers who are not permitted to provide such advice under the legislation. 
The Company is a member of the Insurance & Savings Ombudsman Scheme Inc. (ISO) dispute resolution scheme.

Risk is categorised as follows:

• Market

• Insurance

• Liquidity

• Credit

• Fair values

• Capital management

A.	mARkET	RISk

Market risk is the risk of changes in the fair value of financial instruments from fluctuations in foreign exchange rates 
(currency risk), market interest rates (interest rate risk) and market prices (price risk), whether such a change in price is caused 
by factors specific to an individual financial instrument or to its issuer, or to factors affecting all financial instruments traded in 
a market.

For each of the major components of market risk, the Company has put in place procedures to set out how each risk should 
be managed and monitored, and the approach to setting an appropriate risk appetite. The management of market risk 
is undertaken by the Investment Committee which is responsible for managing market risk, and a number of investment 
related risks.

Most investment contracts are linked to the underlying performance of asset portfolios. The Investment Committee oversees the 
selection of wholesale managers, construction of wholesale mandates and asset allocation within the permitted guidelines of 
the SIPO. The financial impact from changes in market risk is managed by the fund managers, however, market risk is borne by 
the policyholder.

There is a maturity guarantee provided under the Gold Medal range of policies. The Company is liable to make good any 
shortfall between the market value of assets and the minimum rate of return at maturity. The solvency reserve allows for a one-
off shock to asset values (consistent with credit, equity and property (‘CEP’) risk capital charges defined in the RBNZ solvency 
standard) and long-term risk-free yield.

The assets that are not required to meet linked liabilities are invested defensively. However, each investment portfolio has a 
small proportion of non-linked funds to provide immediate liquidity for any policyholder that wishes to withdraw or switch. 
Prescribed asset risk capital charges are maintained to meet currency, interest rate and price risks defined in the RBNZ 
solvency standard for life insurance business.

(i) currency rIsk

Currency risk is the risk of changes in the fair value of financial instruments from fluctuations in exchange rates. Foreign 
currency risk arises as the parent and its subsidiaries have assets invested in foreign currencies.

The Group’s SIPO policy requires that the fund managers maintain sufficient assets to meet currency liabilities. Therefore, the 
Group limits its exposures regardless of foreign currency movements.

The Investment Committee meets with the currency adviser every quarter to determine the appropriate levels of forward 
currency contracts to enter into. These contracts are implemented by the Bank of New Zealand (’BNZ’).

The forward foreign currency contracts are accounted for at fair value through profit or loss as the Group does not apply 
hedge accounting.
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A.	mARkET	RISk		(CONTINuED)

concentrations

The following table shows the assets of the Group (policyholder and shareholder) denominated in foreign currency:

Group Parent

	 2013 
nZ$’000

2012	
Nz$’000

2013 
nZ$’000

2012	
Nz$’000

nOn-mOneTary asseTs

AuD	 	 134,896	 108,355	 134,896	 108,355

gBP	 	 28,847	 17,034	 28,847	 17,034

uSD	 	 4,012	 15,696 4,012	 15,696

TOTal asseTs In fOreIGn currency	 	 167,755	 141,085	 167,755	 141,085

PercenTaGe Of TOTal asseTs	  28.5%	 26.1%	 32.1%	 29.6%

The Group also holds forward exchange contracts as detailed in note 21.

sensitivity analysis

The following table, which includes only shareholder investments, shows the change in profit after tax and the effect on equity 
if there was an increase/decrease in the foreign exchange rates of 10% with all other variables assumed unchanged:

Group and Parent

+10% change in foreign exchange rates -10% change in foreign exchange rates

Impact on  
post tax profit 

Impact  
on equity

Impact on  
post tax profit 

Impact  
on equity

2013 
$’000

2012	
$’000

2013 
$’000

2012	
$’000

2013 
$’000

2012	
$’000

2013 
$’000

2012	
$’000

AuD	 14	 204	 14	 204	 (11)	 (167)	 (11)	 (167)

gBP	 123	 75	 123	 75	 (100)	 (61)	 (100)	 (61)

uSD	 14	 99	 14	 99	 (11)	 (81)	 (11)	 (81)

	 	 151	 378	 151	 378	 (122)	 (309)	 (122)	 (309)

(ii) PrIce rIsk

Price risk is the risk that the fair value of future cash flows of a financial instrument will fluctuate because of changes in 
market prices.

Price risk is incurred for directly held securities and exchange traded funds. Price risk also exists for wholesale unit-trusts, 
common trust funds and wholesale investment mandates or Portfolio Investment Entities (‘PIE’) based on movements in the 
underlying securities within the wholesale vehicles.

The Investment Committee delegates active monitoring of its investments owned directly by the Company. Concentrations of 
specific holdings are also managed and monitored by the Company’s fund managers.

Most price risk is borne by policyholders who have selected the investment portfolio that invests in a particular mix of assets. 
The unit-price of investment portfolios includes the full and immediate change in market values of underlying investments.

Shareholders’ funds provide security to meet adverse fluctuations in insurance risks rather than investment market risks. Thus, 
shareholders’ funds are invested defensively to minimise price risk.
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sensitivity analysis

The following table shows the change in profit after tax and the effect on equity if there was an increase/decrease in the market 
value of investments of +/- 10% with all other variables assumed unchanged:

Group and Parent

+10% change in price variable -10% change in price variable

Impact on  
post tax profit 

Impact  
on equity

Impact on  
post tax profit 

Impact  
on equity

2013 
$’000

2012	
$’000

2013 
$’000

2012	
$’000

2013 
$’000

2012	
$’000

2013 
$’000

2012	
$’000

Change in the Market Value of:

 New Zealand and Australian Shares 142 184 142 184 (142) (184) (142) (184)

 International Shares 47 237 47 237 (47) (237) (47) (237)

 New Zealand Property 34 139 34 139 (34) (139) (34) (139)

	 Bond	Options	(Derivatives)	 67	 375	 67	 375	 (67)	 (375)	 (67)	 (375)

	 	 	 290	 935	 290	 935	 (290)	 (935)	 (290)	 (935)

(iii) InTeresT raTe rIsk

Interest rate risk is the risk of loss to the Group arising from adverse changes in interest rates.

fair value interest rate risk

Fair value interest rate risk arises from the potential for a change in interest rates to cause a fluctuation in the fair value of 
financial instruments and life insurance contract liabilities.

cash flow interest rate risk

Cash flow interest rate risk is the potential for a change in interest rates to change interest expense and interest income in 
future periods.

The Group’s investments that are subject to fair value interest rate risk includes fixed interest securities and put and call options 
that are taken out against overseas interest rates.

Investments held in mortgages and policy loans are subject to cash flow interest rate risk.

Most interest rate risk is borne by policyholders who have selected the investment portfolio that invests in a particular mix 
of assets. The unit-price of investment portfolios includes the full and immediate change in market values of underlying 
investments.

Shareholders’ funds provide security to meet adverse fluctuations in insurance risks rather than investment market risks. 
Thus, shareholders’ funds are invested defensively to minimise interest rate risk.
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sensitivity analysis

The following table shows the change in profit and the effect on equity if there was an increase/decrease in interest rates of 1% 
with all other variables assumed unchanged:

Group

+1% change in interest rates -1% change in interest rates

Impact on  
post tax profit

Impact  
on equity

Impact on  
post tax profit

Impact  
on equity

2013 
$’000

2012	
$’000

2013 
$’000

2012	
$’000

2013 
$’000

2012	
$’000

2013 
$’000

2012	
$’000

Cash	and	Cash	Equivalents	 56	 70	 56	 70	 (56)	 (70)	 (56)	 (70)

Loans	 56	 84	 56	 84	 (56)	 (84)	 (56)	 (84)

Nz	Debt	Securities	 (5,656)	 (1,705)	 (5,656)	 (1,705)	 5,799	 1,853	 5,799	 1,853

International	Debt	Securities	 (17)	 (369)	 (17)	 (369)	 19	 393	 19	 393

	 	 (5,561)	 (1,920)	 (5,561)	 (1,920)	 5,706	 2,092	 5,706	 2,092

Parent

+1% change in interest rates -1% change in interest rates

Impact on  
post tax profit

Impact  
on equity

Impact on  
post tax profit

Impact  
on equity

2013 
$’000

2012	
$’000

2013 
$’000

2012	
$’000

2013 
$’000

2012	
$’000

2013 
$’000

2012	
$’000

Cash	and	Cash	Equivalents	 54	 68	 54	 68	 (54)	 (68)	 (54)	 (68)

Loans	 56	 84	 56	 84	 (56)	 (84)	 (56)	 (84)

Nz	Debt	Securities	 (5,656)	 (1,705)	 (5,656)	 (1,705)	 5,799	 1,853	 5,799	 1,853

International	Debt	Securities	 (17)	 (369)	 (17)	 (369)	 19	 393	 19	 393

	 	 (5,563)	 (1,922)	 (5,563)	 (1,922)	 5,708	 2,094	 5,708	 2,094

B.	INSuRANCE	RISk

Insurance exists to provide peace of mind to people who will be compensated for part or all of a financial loss that is relatively 
infrequent, strikes at random and is potentially devastating for an individual or their family.

The Company pools the risks of tens of thousands of policyholders, each of whom pays a relatively modest premium for their 
insurance cover. The relatively few claims are met from the many premiums paid into the insurance pool.

The Appointed Actuary sets premium rates based on the expected incidence of claims, costs of running the insurance pool 
(including commission to sales intermediaries) and contingency margin to cover the variability risk and cost of capital that 
provides solvency support for the insurance pool.

The exposure of the Company to variation in the incidence of claims and concentration of risk is controlled through the use of 
reinsurance that caps the total amount payable on each claim to a predefined amount of risk retained on each individual person.

The Company actively manages its exposure under its retention agreements with its reinsurers. Levels of retained risk are 
increased or decreased to reflect changes in the Company’s retention risk appetite.



F I D E L I T Y  L I F E  a n n u a L  r E p o r T  2 0 1 3 45

noteS to the financial StatementS for the year ended 30 June 2013

5.  rIsk manaGemenT  (cOnTInued)

B.	INSuRANCE	RISk		(CONTINuED)

The exposure of the Company to mis-estimation of the expected incidence of claims is controlled by setting rates based on 
actuarial research undertaken by international reinsurance companies to derive pure risk premium rates.

Most premium rates are adjustable every year so any systemic strain can be rectified. Premium rates are not adjusted for 
random fluctuations.

The analysis of recent experience for each component in the insurance premiums is included in the annual FCR and half-yearly 
actuarial valuation reports. Profitability is estimated from monthly management accounts.

sensitivity analysis

The analysis assumes that the value of liabilities will not be affected by changes in demographic assumptions.

The following table shows the changes in the value of future planned margins (assuming no compensating changes in future 
premiums), policy liability (including future profit margins) and surplus at 30 June if actuarial assumptions change as follows:

2013

future  
margins

Policy  
liability Profit

$’000 $’000 $’000

Discount	rate/inflation	rate	 Increase	by	0.25%	 (2,249) (552) 358

	 	 Decrease	by	0.25%	 2,334 629 (429)

mortality/morbidity	 Increase	by	10%	 (57,247) 120 (487)

	 	 Decrease	by	10%	 14,905 (110) 526

Lapses	 Increase	by	10%	 (22,521) - -

	 	 Decrease	by	10%	 27,732 - -

Expenses	 Increase	by	10%	 (21,325) 5 -

	 	 Decrease	by	10%	 21,325 (5) -

Terminations	 Increase	by	10%	 - (312) 312

	 	 Decrease	by	10%	 - 329 (329)

2012

future  
margins

Policy  
liability Profit

$’000 $’000 $’000

Discount	rate/inflation	rate	 Increase	by	0.25%	 (3,301)	 (471)	 249

	 	 Decrease	by	0.25%	 3,435	 548	 (318)

mortality/morbidity	 Increase	by	10%	 (56,210)	 105	 (483)

	 	 Decrease	by	10%	 14,554	 (90)	 518

Lapses	 Increase	by	10%	 (27,193)	 -	 -

	 	 Decrease	by	10%	 33,741	 -	 -

Expenses	 Increase	by	10%	 (20,101)	 6	 -

	 	 Decrease	by	10%	 20,101	 (6)	 -

Terminations	 Increase	by	10%	 -	 (333)	 333

	 	 Decrease	by	10%	 -	 352	 (352)
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variable Impact of a movement in the underlying variable

mortality risk For insurance contracts providing death benefits, greater mortality rates would lead to higher levels of 
claims, increasing associated claims cost and therefore reducing profit and shareholders’ equity.

morbidity risk The cost of claims related to health depends on both the incidence of policyholders being diagnosed with 
a critical illness or becoming temporarily or permanently disabled and the duration which they remain 
temporarily or permanently disabled. Higher than expected incidence and duration would be likely to 
increase claim costs, reducing profit and shareholders’ equity.

expense risk An increase in the level or inflationary growth of expenses over assumed levels will decrease profit and 
shareholders’ equity.

Termination risk The impact of the termination rate assumption depends on a range of factors including the type of 
contract, the surrender value basis (where applicable) and the duration in force.

C.	LIquIDITy	RISk

Management of liquidity risk is designed to ensure that the Group and Company have the ability to meet their financial 
obligations as they fall due at a reasonable cost.

The Group is exposed to daily calls on its available cash resources from maturing policies, policy claims, surrenders and cashing 
in or switching between investment portfolios.

Through the application of a liquidity management policy the Group seeks to maintain sufficient resources to meet its 
obligations as they fall due.

Investment durations are matched with the expected timeframes of liabilities to ensure that liabilities are adequately covered.

Each investment portfolio has a small proportion of non-linked funds to provide immediate liquidity for any policyholder that 
wishes to withdraw funds or switch portfolios.

maturity analysis

The table below shows the maturity of the contractual undiscounted cash flows of the Group and Company’s financial assets and 
liabilities. Where the counterparty has discretion in requesting payment, liabilities have been classified according to the earliest 
time period in which the Group may be required to pay. Cash flows on derivative financial instruments are analysed on a gross 
basis, unless they are settled net.

In relation to FCGBL (included in Group figures) the inputs have been prepared on the basis of expected cash flow maturities 
post the Close Out of Fund.
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Group 2013

less than  
1 year

between  
1 & 2 years

between  
2 & 5 years

Over  
5 years Total

carrying 
amount

$’000 $’000 $’000 $’000 $’000 $’000

financial assets:

	 Cash	and	cash	equivalents	 12,984 - - - 12,984 12,984

	 Loans	and	other	receivables	 7,307 4,672 6,939 24,601 43,519 28,188

	 Financial	assets	at	fair	value		
	 through	profit	or	loss	 380,439 18,406 59,529 42,959 501,333 485,463

	 Derivative	financial	instruments	 1,310 560 347 722 2,939 857

	 Assets	arising	from		
	 reinsurance	contracts	 12,091 - - - 12,091 12,091

	 	 	 414,131 23,638 66,815 68,282 572,866 539,583

financial liabilities:

	 Policyholder	liabilities	–	investment		
	 (non-participating)	contracts	 146,810 11,969 32,012 147,423 338,214 338,214

	 Policyholder	liabilities	–		
	 insurance	contracts	 936 826 2,023 8,167 11,952 (30,595)

	 Payables	and	other	financial	liabilities	 26,978 - - - 26,978 26,978

	 Derivative	financial	instruments	 2,557 - - - 2,557 2,557

	 Interest	bearing	liabilities	 65,865 - - - 65,865 65,778

	 	 	 243,146 12,795 34,035 155,590 445,566 402,932

Group 2012

less than  
1 year

between  
1 & 2 years

between  
2 & 5 years

Over  
5 years Total

carrying 
amount

$’000 $’000 $’000 $’000 $’000 $’000

financial assets:

	 Cash	and	cash	equivalents	 15,543	 -	 -	 -	 15,543	 15,543

	 Loans	and	other	receivables	 7,207	 2,697	 10,798	 29,332	 50,034	 31,435

	 Financial	assets	at	fair	value		
	 through	profit	or	loss	 284,570	 84,652	 62,766	 26,529	 458,517	 437,228

	 Derivative	financial	instruments	 2,721	 -	 -	 -	 2,721	 2,721

	 Assets	arising	from		
	 reinsurance	contracts	 10,347	 -	 -	 -	 10,347	 10,347

	 	 	 320,388	 87,349	 73,564	 55,861	 537,162	 497,274

financial liabilities:

	 Policyholder	liabilities	–	investment		
	 (non-participating)	contracts	 119,011	 12,373	 28,911	 138,654	 298,949	 298,949

	 Policyholder	liabilities	–		
	 insurance	contracts	 6,344	 2,538	 4,328	 12,309	 25,519	 (17,054)

	 Payables	and	other	financial	liabilities	 27,708	 17	 -	 -	 27,725	 27,714

	 Derivative	financial	instruments	 173	 -	 -	 -	 173	 173

	 Interest	bearing	liabilities	 -	 65,865	 -	 -	 65,865	 63,660

	 	 	 153,236	 80,793	 33,239	 150,963	 418,231	 373,442
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Parent 2013

less than  
1 year

between  
1 & 2 years

between  
2 & 5 years

Over  
5 years Total

carrying 
amount

$’000 $’000 $’000 $’000 $’000 $’000

financial assets:

	 Cash	and	cash	equivalents	 12,790 - - - 12,790 12,790

	 Loans	and	other	receivables	 7,307 4,672 6,939 24,601 43,519 28,188

	 Financial	assets	at	fair	value		
	 through	profit	or	loss	 314,739 18,406 59,529 42,959 435,633 419,850

	 Derivative	financial	instruments	 1,310 560 347 722 2,939 857

	 Assets	arising	from		
	 reinsurance	contracts	 12,091 - - - 12,091 12,091

	 	 	 348,237 23,638 66,815 68,282 506,972 473,776

financial liabilities:

	 Policyholder	liabilities	–	investment		
	 (non-participating)	contracts	 146,810 11,969 32,012 147,423 338,214 338,214

	 Policyholder	liabilities	–		
	 insurance	contracts	 936 826 2,023 8,167 11,952 (30,595)

	 Payables	and	other	financial	liabilities	 26,957 - - - 26,957 26,957

	 Derivative	financial	instruments	 2,557 - - - 2,557 2,557

	 	 	 177,260 12,795 34,035 155,590 379,680 337,133

Parent 2012

less than  
1 year

between  
1 & 2 years

between  
2 & 5 years

Over  
5 years Total

carrying 
amount

$’000 $’000 $’000 $’000 $’000 $’000

financial assets:

	 Cash	and	cash	equivalents	 15,296	 -	 -	 -	 15,296	 15,296

	 Loans	and	other	receivables	 7,207	 2,697	 10,798	 29,332	 50,034	 31,435

	 Financial	assets	at	fair	value		
	 through	profit	or	loss	 284,570	 18,952	 62,766	 26,529	 392,817	 373,734

	 Derivative	financial	instruments	 2,721	 -	 -	 -	 2,721	 2,721

	 Assets	arising	from		
	 reinsurance	contracts	 10,347	 -	 -	 -	 10,347	 10,347

	 	 	 320,141	 21,649	 73,564	 55,861	 471,215	 433,533

financial liabilities:

	 Policyholder	liabilities	–	investment		
	 (non-participating)	contracts	 119,011	 12,373	 28,911	 138,654	 298,949	 298,949

	 Policyholder	liabilities	–		
	 insurance	contracts	 6,344	 2,538	 4,328	 12,309	 25,519	 (17,054)

	 Payables	and	other	financial	liabilities	 27,643	 -	 -	 -	 27,643	 27,643

	 Derivative	financial	instruments	 173	 -	 -	 -	 173	 173

	 	 	 153,171	 14,911	 33,239	 150,963	 352,284	 309,711
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D.	CREDIT	RISk

Credit risk is the risk of loss in the value of financial assets due to counterparties failing to meet all or part of their obligations.

In respect of Group assets, the Group manages credit risk by monitoring exposures entered into by the fund managers and 
assets held directly by the Group. Financial assets are not to fall outside of a preset range.

The following table provides information regarding the aggregated credit risk exposure for financial assets with external credit ratings. 
Other financial asset categories are unrated.

Group 2013

aaa+ to a- bbb+ to bbb- bb+ to b- unrated Total 

$’000 $’000 $’000 $’000 $’000

Cash	and	cash	equivalents	 12,984 - - - 12,984

Assets	arising	from	reinsurance	contracts	 12,091 - - - 12,091

Debt	securities	 142,137 27,982 775 6,647 177,541

Derivatives	 857 - - - 857

Loans	 - - - 26,984 26,984

	 	 168,069 27,982 775 33,631 230,457

Group 2012

aaa+ to a- bbb+ to bbb- bb+ to b- unrated Total 

$’000 $’000 $’000 $’000 $’000

Cash	and	cash	equivalents	 15,543	 -	 -	 -	 15,543

Assets	arising	from	reinsurance	contracts	 10,347	 -	 -	 -	 10,347

Debt	securities	 131,036	 22,998	 1,275	 11,334	 166,643

Derivatives	 2,721	 -	 -	 -	 2,721

Loans	 -	 -	 -	 30,174	 30,174

	 	 159,647	 22,998	 1,275	 41,508	 225,428

Included in the statement of financial position are unitised funds of $196,503,000 (2012: $176,755,000). Unitised products are 
invested within the guidelines of the Group’s SIPO. The SIPO requires investments to be well diversified, outlines minimum 
credit rating applicable dependent on type of asset and the maximum exposure to class of investment.
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Parent 2013

aaa+ to a- bbb+ to bbb- bb+ to b- unrated Total 

$’000 $’000 $’000 $’000 $’000

Cash	and	cash	equivalents	 12,790 - - - 12,790

Assets	arising	from	reinsurance	contracts	 12,091 - - - 12,091

Debt	securities	 76,524 27,982 775 6,647 111,928

Derivatives	 857 - - - 857

Loans	 - - - 26,984 26,984

	 	 102,262 27,982 775 33,631 164,650

Parent 2012

aaa+ to a- bbb+ to bbb- bb+ to b- unrated Total 

$’000 $’000 $’000 $’000 $’000

Cash	and	cash	equivalents	 15,296	 -	 -	 -	 15,296

Assets	arising	from	reinsurance	contracts	 10,347	 -	 -	 -	 10,347

Debt	securities	 67,542	 22,998	 1,275	 11,334	 103,149

Derivatives	 2,721	 -	 -	 -	 2,721

Loans	 -	 -	 -	 30,174	 30,174

	 	 95,906	 22,998	 1,275	 41,508	 161,687

Included in the statement of financial position are unitised funds of $196,503,000 (2012: $176,755,000). Unitised products are 
invested within the guidelines of the Group’s SIPO. The SIPO requires investments to be well diversified, outlines minimum 
credit rating applicable dependent on type of asset and the maximum exposure to class of investment.

cOncenTraTIOn Of credIT rIsk

Concentration of credit risk exists if a number of counterparties are engaged in similar activities and have similar economic 
characteristics that would cause their ability to meet contractual obligations to be similarly affected by changes in 
economic conditions.

The concentration of credit risk on financial assets is generally the carrying amount, net of any provisions for doubtful debts. The 
Group does not expect any investment or reinsurance counterparties to fail to meet their obligations given their high credit ratings.

asseT qualITy

An ageing analysis of loans receivable is shown below. All loans are deemed not to be impaired unless specifically disclosed as such:

Group and Parent

2013 
$’000

2012	
$’000

Current	 	 	 	 16,537	 17,933

Less	than	three	months	 	 	 	 4,234	 3,917

Between	three	and	six	months	 	 	 	 1,821	 2,933

greater	than	six	months	past	due	 	 	 	 2,006	 2,253

Impaired	 	 	  2,386	 3,138

Total due	 	 	 	 26,984	 30,174

As at 30 June 2013 $1.0 million (2012: $2.8 million) of loans receivable would have been past due at balance date, however their 
terms were re-negotiated.
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maximum exposure to credit risk

The maximum exposure relating to each class of financial asset is its carrying value.

collateral held as security

Loans are secured in a variety of ways, including mortgages over property, life insurance cover, a charge over future business 
income, a personal guarantee or a charge over other assets. For mortgages, which comprise 83% of the loans portfolio, the 
Company policy is for a maximum loan to value ratio of less than 75%. In the event of a default, the Group is able to sell or 
repledge the mortgage collateral held. In the case of policy loans, the loan is secured by the underlying policy. If the outstanding 
loan exceeds the level of security held it is actively managed to reduce the Group’s exposure. At present the fair value of all 
security across the entire portfolio is not calculated.

collateral taken possession of

The Group did not hold any collateral which it was permitted to sell or repledge in the absence of default, at the end of either 
2013 or 2012.

Provision for impairment of receivables

Group and Parent

2013 
$’000

2012	
$’000

Carrying	amount	at	the	beginning	of	the	year	 	 	 	 774	 536

Provisions	recognised	during	the	year	 	 	 	 366	 353

Balances	written	off	during	the	year	 	 	 	 -	 (31)

unused	amounts	reversed	 	 	 	 (217)	 (84)

carrying amount at the end of the year	 	 	 	 923	 774

The provisions above are all made against specific loans and receivables where it is considered there have been events making 
full repayment unlikely. There have been no collective provisions included (2012: nil).

The creation and release of the provision for impaired receivables has been included in other expenses in the profit and loss 
component of the statements of comprehensive income. Amounts charged to the allowance account are generally written off 
when there is no expectation of recovering additional cash.

E.	FAIR	vALuES

The Group classifies fair value measurements using a fair value hierarchy that reflects the significance of the inputs used in 
making the measurements. The fair value hierarchy has the following levels:

(i) Quoted prices (unadjusted) in active markets for identical assets or liabilities (level 1).

(ii) Inputs other than quoted prices included within level 1 that are observable for the assets or liability, either directly (that is, 
as prices) or indirectly (that is, derived from prices) (level 2).

(iii) Inputs for the asset or liability that are not based on observable market data (that is, unobservable inputs) (level 3).

The level in the fair value hierarchy within which the fair value measurement is categorised is determined on the basis of the lowest 
level input that is significant to the fair value measurement in its entirety. For this purpose, the significance of an input is assessed 
against the fair value measurement in its entirety. If a fair value measurement uses observable inputs that require significant 
adjustment based on unobservable inputs, that measurement is a level 3 measurement. Assessing the significance of a particular 
input to the fair value measurement in its entirety requires judgement, considering factors specific to the asset or liability.

As at 30 June 2013, the Group’s financial instruments held at fair value through profit or loss (refer notes 20 and 21) have been 
classified as level 2 (2012: level 2) in the fair value hierarchy, apart from specific instruments relating to the Company’s 100% 
owned subsidiary, FCGBL, as disclosed below. These instruments comprise debt securities, unitised funds, equities of corporate 
New Zealand and non-New Zealand entities and derivative financial instruments comprising forward exchange contracts and 
interest rate swaps. These financial instruments are priced daily with reference to active market pricing.
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As at 30 June 2013, FCGBL’s financial assets held at fair value through profit or loss have been classified as level 3 (2012: level 3) 
in the fair value hierarchy. These assets comprise a zero coupon bond debt security issued by a New Zealand registered bank. 
The discount on the face value of the bond of $65.7 million (2012: $65.7 million) was amortised on a market yield basis to 
maturity on 15 July 2013.

The fair value of the Capital Guaranteed Bonds has been classified as level 3 in the fair value hierarchy. The fair value of the 
Capital Guaranteed Bonds at 30 June 2013 was $65,778,000 (2012: $63,660,000). The fair value of the Capital Guaranteed Bonds 
are the estimated realisable values being the outstanding principal owed on the Senior Bonds adjusted for the shortfall of total 
recognised assets compared to total recognised liabilities held by FCGBL at 30 June.

The fair value of the Subordinated Bonds has been classified as level 3 in the fair value hierarchy. The fair value was derived 
from a re-estimation of future expected cash flows by FCGBL management discounted by the original effective interest rate of 
12.35%. At 30 June 2013 fair value was $nil (2012: $nil).

The carrying value of cash, receivables and other financial assets and payables and other financial liabilities are assumed 
to approximate their fair value due to their short term nature. The fair value of loans on mortgage and policy loans is the 
outstanding loan balance and accrued interest.

F.	CAPITAL	mANAgEmENT

Capital Risk is managed by the Board with reference to the FCR presented by the Appointed Actuary which includes projections 
of the solvency margin over the next 5 years for a central basis and various scenarios that would create a bigger solvency strain 
than the central basis.

On the basis of the projections, the Appointed Actuary makes recommendations on items that may have a bearing on future 
solvency or maintenance of the Company’s credit rating.

Prior to receipt of a Close Out Notice (refer note 17(b)), funds held by FCGBL were invested within the Active Portfolio which 
were used to generate investment income and used as collateral to generate option income as set out in FCGBL’s Investment 
Statement and Supplemental Trust Deed. At 30 June 2013 and 30 June 2012 all assets were held with the Capital Guarantor.

PrIOrITy Of credITOrs claIms

Following the receipt of a Close Out Notice on 11 August 2011 by FCGBL (refer note 17(b)), and the investment of the Fund in 
a Fixed Portfolio, the Fund was in a deficit position. As there was no Surplus on Close Out of the Fund, suspended and future 
interest payable was discharged and cancelled. As a result there was no payments to bondholders other than settlement by the 
Trustee of the senior bondholder principal amount of $75 million on the Maturity Date of 15 July 2013.

FCGBL has a bank account for Ongoing Expenses which will be used to meet contemplated expenses for auditor fees, legal fees, 
registrar’s fees, listing fees and trustee’s fees. It is anticipated that there will be no surplus on this account, any shortfall will be 
met by Fidelity Life as Parent.

GuaranTees

FCGBL entered in to a Reimbursement Agreement dated 7 February 2007 with Westpac Banking Corporation, New Zealand 
Branch who have guaranteed payment of the Principal Amount at maturity of the Capital Guaranteed Bonds to the extent that 
the Principal Amount is not paid in full by FCGBL from the Liquidated Proceeds of the Fund. The Capital Guaranteed Bond 
matured on 15 July 2013, refer to note 46 for further information.
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5.  rIsk manaGemenT  (cOnTInued)

F.	CAPITAL	mANAgEmENT		(CONTINuED)

sOlvency

The Company’s capital management goals are to maintain a strong capital base to protect policyholders; to maintain an 
excellent credit rating; and to support its dividend policy.

From 1 December 2011, the Company has operated under a provisional licence issued by the RBNZ, under the provisions of 
the IPSA. Fidelity Life was granted a full licence by the RBNZ on 2 August 2013.

One of the ongoing licensing requirements is to comply with the Solvency Standard for Life Insurance Business issued by RBNZ 
(the ‘Solvency Standard‘). It is a requirement that the actual solvency capital must at all times exceed the higher of $5 million 
and the minimum solvency capital.

During the year ended 30 June 2013, the Company complied with all capital and other licensing requirements. The Appointed 
Actuary continuously monitors the capital position of the Company and updates the Board of Directors of the solvency position 
on a monthly basis.

The Audit and Risk Committee reviews the annual and interim financial statements and receives an actuarial review by independent 
consulting actuary. From 30 June 2012, the Company has been required to obtain a report from the auditor on the solvency return.

The Board of Directors considers an annual FCR prepared by the Appointed Actuary in accordance with both professional 
standards issued by the New Zealand Society of Actuaries and the Solvency Standard. The FCR identifies and describes all 
material risks (of which it is reasonable to expect the Appointed Actuary to be aware) and steps taken or proposed to address 
such risks. The FCR includes consideration of: related entities; assets, investment policy and matching; investment guarantees; 
tax; bonuses; dividend policy and capital requirements; risk assessment, controls and operational risk; unit-pricing; persistency; 
counter-party risks; product pricing, cost of sales and planned growth; and compliance with new and proposed legislation.

The Company manages its capital by considering the return on capital reported under NZ IFRS and projections of solvency 
margin. Regulatory capital is made up of two components, actual solvency capital and minimum solvency capital. This is 
calculated as follows for Fidelity Life as the Life Insurer of the Group:

Parent

2013 
$’000

2012	
$’000

Actual	solvency	capital	 	 	 	 126,700	 118,747

minimum	solvency	capital	 	 	 	 96,605	 96,592

solvency margin	 	 	 	 30,095	 22,155

solvency ratio	 	 	 	 131.2%	 122.9%
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6.  seGmenT InfOrmaTIOn

The operating segments reflect the reporting provided to the Board of Directors (Chief Operating Decision Maker ‘CODM’). 
They reflect the key sectors that the Group operates in and earns revenue from.

Operating segments reported to the CODM for decision making purposes are the Life Insurance segment and the Capital 
Guaranteed Bond (discontinued operation). Life insurance includes all insurance and investment management services, and 
includes receipts from fiduciary activities. Operations are conducted in, and revenues derived from, New Zealand. Capital 
Guaranteed Bond (discontinued operation) relates to investment, all investments are held in New Zealand. Other contains 
reclassifications of items to reconcile the Board reporting to the statutory financial statements.

The Group does not rely on a major customer for its revenue basis.

2013

life Insurance 
segment

capital 
Guaranteed 

bond segment  
(discontinued 

operation) Other Group

$’000 $’000 $’000 $’000

revenue

	 Insurance	premium	revenue	 104,134 - - 104,134

	 Insurance	premium	ceded	to	reinsurers	 (35,191) - - (35,191)

	 Interest	revenue	 8,386 1 (1) 8,386

	 Other	investment	income	 31,020 - - 31,020

	 Investment	property	income	 1,961 - (677) 1,284

	 Other	income	 4,709 - (3,753) 956

Total segment revenue	 115,019 1 (4,431) 110,589

expenses

	 Claims	expense	 54,671 - - 54,671

	 Reinsurance	revenue	 (38,685) - - (38,685)

	 Commission	and	other	management	expenses	 66,566 1 (4,113) 62,454

	 Depreciation	 619 - - 619

	 Amortisation	 979 - - 979

	 Impairment	 588 - - 588

Total segment expenses	 84,738 1 (4,113) 80,626

Net	change	in	policyholder	liabilities	–	expense	 9,837 - 399 10,236

net profit before taxation	 20,444 - (717) 19,727

Income	tax	expense/(credit)	 3,369 - (89) 3,280

net insurance income after tax 17,075 - (628) 16,447

net discontinued operations income after tax - - 628 628

PrOfIT fOr The year aTTrIbuTable TO  
The Owners Of The cOmPany and GrOuP 17,075  - - 17,075

Total assets 522,700 65,807  (8) 588,499

As per note 17(b) the instrument related to FCGBL has been measured on a realisable value basis (2012: realisable value basis).
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6.  seGmenT InfOrmaTIOn (cOnTInued)

2012

life Insurance 
segment

capital 
Guaranteed 

bond segment  
(discontinued 

operation) Other Group

$’000 $’000 $’000 $’000

revenue

	 Insurance	premium	revenue	 95,048	 -	 -	 95,048

	 Insurance	premium	ceded	to	reinsurers	 (33,787)	 -	 -	 (33,787)

	 Interest	revenue	 9,103	 3	 (3)	 9,103

	 Other	investment	income	 (5,715)	 -	 -	 (5,715)

	 Investment	property	income	 1,962	 -	 (677)	 1,285

	 Other	income	 10,766	 -	 (3,688)	 7,078

Total segment revenue	 77,377	 3	 (4,368)	 73,012

expenses

	 Claims	expense	 44,649	 -	 (13)	 44,636

	 Reinsurance	revenue	 (33,550)	 -	 -	 (33,550)

	 Commission	and	other	management	expenses	 56,818	 3	 (4,236)	 52,585

	 Depreciation	 626	 -	 -	 626

	 Amortisation	 744	 -	 -	 744

	 Impairment	 664	 -	 -	 664

Total segment expenses	 69,951	 3	 (4,249)	 65,705

Net	change	in	policyholder	liabilities	-	credit	 (6,294)	 -	 83	 (6,211)

net profit before taxation	 13,720	 -	 (202)	 13,518

Income	tax	expense/(credit)	 76	 -	 (33)	 43

net insurance income after tax 13,644	 -	 (169)	 13,475

net discontinued operations income after tax -	 -	 169	 169

PrOfIT fOr The year aTTrIbuTable TO  
The Owners Of The cOmPany and GrOuP 13,644		 -	 -	 13,644

Total assets 476,560	 63,741	 	(8)	 540,293

(B)	REvENuES	ATTRIBuTABLE	TO	FOREIgN	COuNTRIES:

All revenues received by the life insurance segment are attributable to New Zealand. Subsequent to the Close Out notice 
(refer note 17(b)) all revenues received by the Capital Guaranteed Bond segment are attributable to New Zealand.

As per note 17(b) the instrument related to FCGBL has been measured on a realisable value basis (2012: realisable value basis).

(C)	NON-CuRRENT	ASSETS

All non current (non financial instrument) assets held in the Life Insurance segment are located in New Zealand.

All assets under the Capital Guaranteed Bond segment are deemed to be current in nature.
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7.  PrOfIT afTer TaxaTIOn

Group and Parent

2013 
$’000

2012	
$’000

Profit	after	taxation	arose	from

life insurance contracts

Planned	margins	of	revenues	over	expenses	 	 	  9,657	 9,761

Difference	between	actual	and	assumed	experience	 	 	 	 (3,113)	 2,568

Effects	of	changes	in	underlying	assumptions	 	 	 	 (289)	 (3,749)

Investment	earnings	on	assets	in	excess	of	life	insurance	liabilities	 	 	 2,821	 3,809

	 	 	 	 	 9,076	 12,389

life investment contracts

Difference	between	actual	and	assumed	experience	 	 	 	 955	 222

Effects	of	changes	in	underlying	assumptions	 	 	 	 123	 (467)

	 	 	 	  1,078	 (245)

Investment	earnings	on	assets	in	excess	of	policy	liabilities	 	 	 	 6,921	 1,500

Profit after taxation	 	 	  17,075	 13,644

8.  Insurance PremIum ceded TO reInsurers

Insurance premiums ceded to reinsurers on life insurance contracts were $35,191,000 (2012: $33,787,000) for the Group 
and Parent.

Reinsurance contracts were held with the following reinsurers during 2013: Swiss Re Life and Health Australia Limited, Munich 
Reinsurance Company of Australasia Limited, RGA Reinsurance Company of Australia Limited, Hannover Life Re of Australasia 
Limited and General Reinsurance Life Australia Limited.

(2012: Swiss Re Life and Health Australia Limited, Munich Reinsurance Company of Australasia Limited, RGA Reinsurance 
Company of Australia Limited, Hannover Life Re of Australasia Limited and General Reinsurance Life Australia Limited, Global 
Life Reinsurance Company of Australia Pty Limited).

9.  fee and cOmmIssIOn IncOme

Group and Parent

2013 
$’000

2012	
$’000

Administration	fees	 	 	 	 891	 475

Total fee and commission income	 	 	 	 891	 475
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10.  InvesTmenT IncOme

Group and Parent

2013 
$’000

2012	
$’000

Financial	instruments	designated	at	fair	value	through	profit	or	loss

	 Equity	securities	 	 	 	 438	 (1,122)

	 Debt	securities	 	 	 	 6,802	 5,464

	 unit	Trusts/PIEs	 	 	 	 28,649	 (6,033)

	 Other	 	 	 	 8	 3

	 	 	 	  35,897	 (1,688)

Financial	instruments	at	amortised	cost

	 Loans	 	 	 	 1,768	 2,007

	 	 	 	 	 1,768	 2,007

Fair	value	movement	from	financial	instruments	held	for	trading

	 Derivative	financial	instruments	 	 	 	 2,123	 3,545

	 	 	 	  2,123	 3,545

Net	exchange	losses	on	financial	instruments	at	amortised	cost	 	 	 (382)	 (476)

	 	 	 	 	 (382)	 (476)

	 	 	 	 	 39,406	 3,388

summary Of InvesTmenT IncOme

Interest	and	similar	income	 	 	  8,386	 9,103

Dividend	income	 	 	 	 37	 175

Distributions	from	unitised	investments	 	 	 	 6,639	 8,442

Net	fair	value	gains/(losses)	on	financial	assets	at	fair	value	through	profit	or	loss	 	 22,221	 (17,877)

Net	fair	value	gains	on	financial	assets	held	for	trading	 	 	 	 2,123	 3,545

neT InvesTmenT IncOme	 	 	 	 39,406	 3,388



F I D E L I T Y  L I F E  a n n u a L  r E p o r T  2 0 1 358

noteS to the financial StatementS for the year ended 30 June 2013

11.  InvesTmenT PrOPerTy IncOme

Group and Parent

2013 
$’000

2012	
$’000

Increase	in	fair	value	of	investment	property	(note	23)	 	 	 	 476	 477

Rental	income	from	investment	property	 	 	 	 808	 808

Total investment property income	 	 	 	 1,284	 1,285

12.  OTher IncOme

Group and Parent

2013 
$’000

2012	
$’000

Reinsurance	treaty	recapture	 	 	 	 -	 6,500

Other	income	 	 	 	 65	 103

Total other income	 	 	 	 65	 6,603

In June 2012 $6.5m was received for the recapture of the reinsurance contract relating to the Direct Mail book, which was 
purchased as part of the acquisition of Farmers Mutual Life Limited in February 2007.

13.  claIms exPense

Group and Parent

2013 
$’000

2012	
$’000

Claims	paid	to	policyholders	under	life	insurance	contracts

	 Claims	paid	on	death	or	critical	illness	 	 	 	 54,671	 44,636

Total life insurance claims and benefits paid	 	 	 	 54,671	 44,636

14. reInsurance recOverIes

Reinsurance recoveries received for the year on life insurance contracts was $38,685,000 (2012: $33,550,000) for the 
Group and Parent.
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15.  cOmmIssIOn and manaGemenT exPenses

Group and Parent

2013 
$’000

2012	
$’000

lIfe Insurance cOnTracTs

Acquisition	costs

	 Commissions	 	 	 	 19,669	 17,304

	 Other	expenses	 	 	 	 13,924	 12,649

maintenance	costs

	 Commissions	 	 	 	 10,542	 9,765

	 Other	expenses	 	 	 	 14,620	 11,816

	 Corporate	financing	activities	 	 	 	 1,837	 -

	 	 	 	 	 60,592	 51,534

lIfe InvesTmenT cOnTracTs

Acquisition	costs

	 Commissions	 	 	 	 1,330	 463

	 movement	in	deferred	acquisition	cost	 	 	 	 (1)	 12

	 Other	expenses	 	 	 	 3	 10

maintenance	costs

	 Commissions	 	 	 	 1,988	 1,828

	 Other	expenses	 	 	 	 118	 155

Investment	management	expenses	 	 	 	 610	 617

	 	 	 	 	 4,048	 3,085

Total commissions and management expenses	 	 	 	 64,640	 54,619

During the year the Company has undertaken corporate financing activities with respect to the purchase of life insurance 
policies from TOWER Health and Life Limited and the group risk business of TOWER Life (N.Z.) Limited and the sale of the 
management rights in the Fidelity KiwiSaver Scheme. Although both transactions did not complete until after 30 June 2013, 
the Company is required to recognise associated costs as incurred. For further information refer to note 46.
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15.  cOmmIssIOn and manaGemenT exPenses  (cOnTInued)

Group and Parent

2013 
$’000

2012	
$’000

Total	commission	and	management	expenses	include	the	following:

Employee	benefit	expense

	 wages	and	salaries	and	other	short	term	benefits	 	 	 	 14,223	 11,979

	 Contribution	to	superannuation	schemes	 	 	 	 985	 816

	 Employee	share	purchase	scheme	(note	33)	 	 	 	 59	 71

Remuneration	of	auditors	(appointed	auditor:	PricewaterhouseCoopers)

	 Audit	services	 	 	 	 155	 137

	 Advisory	services	 	 	 	 28	 19

	 Acquisition	advice	services	 	 	 	 151	 -

	 Tax	services

	 				–	Compliance	 	 	 	 36	 39

	 				–	Advisory	 	 	 	 9	 83

Depreciation	(note	24)	 	 	 	 619	 626

Amortisation

	 Acquired	in-force	business	(note	28)	 	 	 	 465	 605

	 Software	(note	28)	 	 	 	 514	 139

Impairment

	 Acquired	in-force	business	(note	28)	 	 	 	 -	 664

	 Internally	developed	software	 	 	 	 588	 -

Directors’	fees	 	 	 	 448	 392

Operating	lease	costs	(note	43)	 	 	 	 162	 145

Direct	rental	property	expenses	(note	23)	 	 	 	 322	 284

Bad	and	doubtful	debts	expense	 	 	 	 148	 325

During the normal course of business, management have written off receivables from agents’ commission accounts where the 
agencies have been terminated. In addition, as disclosed under note 22, the Company has increased its provision for impairment 
of the mortgages and loans portfolio and agents’ commission accounts by $149,000 (2012: $294,000). These amounts are 
included in bad and doubtful debts expense.
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16.  IncOme Tax exPense

Group and Parent

2013 
$’000

2012	
$’000

(A)	INCOmE	TAx	ExPENSE

Current	tax	 	 	 	 2,069	 (68)

Deferred	tax	 	 	 	 1,196	 562

Adjustment	to	prior	period	deferred	tax	 	 	 	 15	 (451)

	 	 	 	 	 3,280	 43

Tax	credit	attributed	to	policyholders	 	 	 	 4,684	 2,803

Tax	expense	attributed	to	shareholders	 	 	 	 (1,404)	 (2,760)

Total	tax	expense	 	 	 	 3,280	 43

(B)		NumERICAL	RECONCILIATION	OF	INCOmE	TAx		
ExPENSE	TO	PRImA	FACIE	TAx	PAyABLE

Profit	before	income	tax	expense	 	 	 	 19,727	 13,518

Tax	at	the	New	zealand	tax	rate	of	28%	(2012:	28%)	 	 	 	 5,524	 3,785

Tax	effect	of	non-taxable	income	 	 	 	 (9,021)	 (8,004)

Tax	effect	of	non-deductible	expenses	 	 	 	 7,142	 5,124

Subsidiary	tax	losses	transferred	to	parent	company	 	 	 	 (98)	 (111)

Benefit	of	imputation	credits	received	 	 	 	 (281)	 (243)

Prior	period	adjustment	 	 	 	 14	 (508)

Income tax expense	 	 	 	 3,280	 43

Income tax expense includes both tax on shareholder profits and on returns attributed to policyholders.

(C)	ImPuTATION	CREDIT	ACCOuNT

Group and Parent

2013 
$’000

2012	
$’000

Imputation	credits	available	for	use	in	subsequent	reporting	periods	 	 	 117	 109

(D)	TAx	ChARgE	RELATINg	TO	COmPONENTS	OF	OThER	COmPREhENSIvE	INCOmE

The tax charge relating to components of other comprehensive income is as follows:

before  
tax

deferred 
Tax 

charge
after  

tax
before  

tax

deferred 
Tax 

charge
after  

tax

2013 
$’000

2013 
$’000

2013 
$’000

2012	
$’000

2012	
$’000

2012	
$’000

GrOuP and ParenT

Fair	value	gains/(losses)	on		
revaluation	–	land	and	building	 555 (155) 400	 552	 (155)	 397

Employee	share	purchase	plan	expense	 59 - 59	 71	 -	 71

	 	 614 (155) 459	 623	 (155)	 468
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16.  IncOme Tax exPense  (cOnTInued)

(E)	INCOmE	TAx	ASSET

An income tax asset of $3,881,000 (2012: $2,560,000) is recognised on the statements of financial position of the Company and 
Group at 30 June 2013. The income tax will be utilised to meet the Company’s future shareholder income tax liabilities once tax 
losses carried forward have been exhausted. The Company cannot request a refund of this income tax asset and it will not be 
utilised in the next financial year.

17.  dIscOnTInued OPeraTIOns

Group Parent

	
Note

2013 
$’000

2012	
$’000

2013 
$’000

2012	
$’000

revenue

	 Fee	and	commission	income	 a	 3,753	 3,688	 3,753	 3,688

	 Investment	income	 b	 1	 3	 -	 -

Total revenue	 	 3,754	 3,691	 3,753	 3,688

expenses

	 Claims	expenses	 a	 -	 13	 -	 13

	 Net	change	in	life	insurance	contract	liabilities	 a	 (399)	 (83)	 (399)	 (83)

	 Commission	and	management	expenses	 a,b	 3,436	 3,559	 3,435	 3,556

Total expenses	 	 3,037	 3,489	 3,036	 3,486

net income before tax	 	 717	 202	 717	 202

Income	tax	expense	 a	 89	 33	 89	 33

net income after tax	 	 628	 169	 628	 169

(A)		SALE	OF	mANAgEmENT	RIghTS	IN	ThE	FIDELITy	kIwISAvER	SChEmE		
TO	gROSvENOR	INvESTmENT	mANAgEmENT	LImITED

On 8 July 2013, the Company entered into an Agreement for the sale of its management rights in the Fidelity KiwiSaver Scheme 
(‘Agreement’) to Grosvenor Investment Management Limited (‘GIML’) and Grosvenor Financial Services Group Limited (‘GFSGL’) 
for consideration of $16.5m comprising cash and shares in GFSGL. This amount represents the minimum receivable by 
Fidelity Life in relation to the transaction, with the potential for additional payments if the number of members in the Fidelity 
KiwiSaver Scheme increases by at least 2,000 in each of the two years post completion.

Fidelity Securities Limited, the Fund Manager of the five Fidelity wholesale funds (Fidelity Global Shares Fund, Fidelity Global 
Bond Fund, Fidelity Property Fund, Fidelity Asset Class Conservative Fund, and Fidelity Asset Class Growth Fund), along with the 
management rights to the five wholesale funds, were also included within this agreement.

The revenue and expenses relating to the management rights in the Fidelity KiwiSaver Scheme are deemed to be held for sale 
and have been disclosed separately in the statement of other comprehensive income. The sale completed on 23 August 2013. 
For further information refer to note 46.
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(A)		SALE	OF	mANAgEmENT	RIghTS	IN	ThE	FIDELITy	kIwISAvER	SChEmE		
TO	gROSvENOR	INvESTmENT	mANAgEmENT	LImITED		(CONTINuED)

Analysis of the results in relation to the benefits received of the management rights relating to the Fidelity KiwiSaver Scheme:

Group and Parent

2013 
$’000

2012	
$’000

revenue

	 Fee	and	commission	income	 	 	 	 3,753	 3,688

Total revenue	 	 	 	 3,753	 3,688

expenses

	 Claims	expenses	 	 	 	 -	 13

	 Net	change	in	life	insurance	contract	liabilities	 	 	 	 (399)	 (83)

	 Commission	and	management	expenses	 	 	 	 3,435	 3,556

Total expenses	 	 	 	 3,036	 3,486

net income before tax   	 717	 202

Income	tax	expense	 	 	 	 89	 33

net income after tax	 	 	 	 628	 169

INCOmE	TAxATION	FROm	DISCONTINuED	OPERATIONS	CONSISTS	OF:

Group and Parent

2013 
$’000

2012	
$’000

(a) Income tax expense

Current	tax	 	 	 	 89	 33

	 	 	 	 	 89	 33

(b) numerical reconciliation of income tax expense to prima facie tax payable

Income	before	income	tax	expense	 	 	 	 717	 202

Tax	at	the	New	zealand	tax	rate	of	28%	(2012:	28%)	 	 	 	 201	 57

Tax	effect	of	non-taxable/non-deductible	amounts	 	 	 	 (112)	 (24)

Income tax expense from discontinued operations	 	 	 	 89	 33

noteS to the financial StatementS for the year ended 30 June 2013
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17.  dIscOnTInued OPeraTIOns  (cOnTInued)

(A)		SALE	OF	mANAgEmENT	RIghTS	IN	ThE	FIDELITy	kIwISAvER	SChEmE		
TO	gROSvENOR	INvESTmENT	mANAgEmENT	LImITED		(CONTINuED)

As at 30 June 2013 all assets and liabilities in relation to the Fidelity KiwiSaver Scheme Management Rights were held by 
Fidelity Life and comprised of:

Group and Parent

2013 
$’000

2012	
$’000

assets of disposal group classified as held for sale

Sundry	receivables	 	 	 	 117	 102

Deferred	tax	assets	 	 	 	 16	 8

Deferred	acquisition	costs	 	 	 	 -	 862

	 	 	 	 	 133	 972

Group and Parent

2013 
$’000

2012	
$’000

liabilities of disposal group classified as held for sale

Creditors	and	accruals	 	 	 	 172	 135

Employee	entitlements	 	 	 	 65	 36

Deferred	tax	liability	 	 	 	 -	 241

Life	insurance	contract	liabilities	 	 	 	 102	 500

	 	 	 	 	 339	 912

Group and Parent

2013 
$’000

2012	
$’000

cash flows of disposal group classified as held for sale

Operating	cash	inflows	 	 	 	 1,231	 1,399

Total cash inflows	 	 	 	 1,231	 1,399
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17.  dIscOnTInued OPeraTIOns  (cOnTInued)

(B)	FIDELITy	CAPITAL	guARANTEED	BOND

Group

2013 
$’000

2012	
$’000

Investment income

Financial	instruments	designated	at	fair	value		
through	profit	or	loss	–	Debt	securities	 	 	 	 2,119	 2,711

(Increase)/reduction	in	funds	attributable	to	Bondholders	 	 	 	 (2,118)	 (2,708)

Investment income	 	 	 	 1	 3

expenses

Auditors’	fees	 	 	 	 10	 32

Other	expenses	 	 	 	 49	 74

movement	in	provision	for	future	on-going	operating	expenses	 	 	 (58)	 (103)

Total operating expenses	 	 	 	 1	 3

net discontinued operations loss before tax	 	 	 	 -	 -

Income	tax	expense	from	discontinued	operations	 	 	 	 -	 -

neT dIscOnTInued OPeraTIOns lOss afTer Tax	 	 	 	 -	 -

In August 2011 there was significant volatility in investment markets. Major losses were incurred by the Company’s wholly 
owned subsidiary, Fidelity Capital Guaranteed Bond Limited (‘FCGBL’). The net asset value of the investments (the ‘Fund’), 
managed by Tyndall Investment Management Limited, fell below the Bond Floor on 10 August 2011, triggering an Event of 
Default. This led to the Capital Guarantor, Westpac Banking Corporation, New Zealand Branch, issuing a Close Out Notice 
and assuming control and direction of the Fund. Open position Active Portfolio Assets were closed out and, in accordance 
with the Supplemental Trust Deed (No. 1), the resulting proceeds were invested in Fixed Portfolio Assets during August 2011. 
The resulting proceeds were invested in a zero coupon bond and cash. No future interest coupons will be paid and interest is 
no longer expensed or accrued.

Following these events in the 2011 financial statements FCGBL was deemed to be a discontinuing operation and the financial 
statements for the subsidiary are based on a realisable value basis. FCGBL continues to be accounted for on a realisable 
value basis.

In the current year, interest income and net changes in financial assets at fair value through profit or loss on investments have 
been offset by a realisable value adjustment to the senior bond liability. In addition the provision for on-going expenses has been 
adjusted to reflect actual expenses incurred in the year and future expected cash flows. The net impact is that profit before tax 
is nil.

Assets and liabilities for 30 June 2013 and 30 June 2012 are carried at net realisable values. As at 30 June 2013, all assets 
were held with the Capital Guarantor and comprised a $65.6 million zero coupon bond (2012: $63.5 million) with a face value 
of $65.7 million (2012: $65.7 million) on the maturity date of 15 July 2013; and $0.2 million (2012: $0.2 million) of cash and 
accrued interest in a money market bank account. In addition at 30 June 2013 the Company had $0.03 million (2012: $0.1 million) 
in a separate operating bank account to cover on-going expenses accrued and expected to be incurred prior to the maturity date 
of 15 July 2013.
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17.  dIscOnTInued OPeraTIOns  (cOnTInued)

(B)	FIDELITy	CAPITAL	guARANTEED	BOND		(CONTINuED)

The Capital Guarantor guarantees the payment of the principal amount at maturity of the $75 million Capital Guaranteed Bonds 
to the extent that the principal amount of the bonds is not paid in full by FCGBL from the liquidated proceeds of the Fund. As at 
30 June 2013 this is estimated to be $9.1 million (2012: $9.1 million) (for further information refer to note 46).

Investment income consists of:

Group

2013 
$’000

2012	
$’000

Interest	and	similar	income	 	 	 	 1	 3

net investment income from discontinued operations	 	 	 	 1	 3

18.  cash and cash equIvalenTs

Group Parent

2013 
$’000

2012	
$’000

2013 
$’000

2012	
$’000

Cash	at	bank	and	in	hand

	 Bank	balances	 	 12,984	 15,441	 12,790	 15,194

	 Deposits	at	call	 	 -	 102	 -	 102

Total cash and cash equivalents	 	 12,984	 15,543	 12,790	 15,296

19.  asseTs arIsInG frOm reInsurance cOnTracTs

Group and Parent

2013 
$’000

2012	
$’000

Assets	arising	from	reinsurance	contracts	comprise:

Life	insurance	contracts	 	 	  12,091	 10,347

	 	 	 	 	 12,091	 10,347

life insurance contracts reinsurance assets

Carrying	amount	at	1	July	 	 	 	 10,347	 6,983

Reinsurance	claims	made	to	reinsurers	 	 	 	 38,277	 33,112

Payments	received	from	reinsurers	 	 	 	 (36,533)	 (29,748)

carryInG amOunT aT 30 June	 	 	 	 12,091	 10,347

Expected	maturity

within	12	months	 	 	 	 12,091	 10,347

	 	 	 	 	 12,091	 10,347
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20.  fInancIal asseTs aT faIr value ThrOuGh PrOfIT Or lOss

Group Parent

2013 
$’000

2012	
$’000

2013 
$’000

2012	
$’000

fInancIal asseTs desIGnaTed aT faIr value  
ThrOuGh PrOfIT Or lOss

debt securities

	 Local	Authority	 	 8,355	 11,021	 8,355	 11,021

	 New	zealand	government	 	 21,357	 11,216	 21,357	 11,216

	 Corporate	–	New	zealand	 	 147,829	 144,406	 82,216	 80,912

	 unitised	Funds	 	 196,503	 176,755	 196,503	 176,755

Total debt securities	 	 374,044	 343,398	 308,431	 279,904

equity securities

	 Corporate	–	New	zealand	 	 797	 -	 797	 -

	 Corporate	–	non-New	zealand	 	 -	 8,309	 -	 8,309

	 unitised	Funds	 	 110,622	 85,521	 110,622	 85,521

Total equity securities	 	 111,419	 93,830	 111,419	 93,830

TOTal fInancIal asseTs desIGnaTed aT  
faIr value ThrOuGh PrOfIT Or lOss	 	 485,463	 437,228	 419,850	 373,734

expected maturity based on contractual terms

within	12	months	 	 381,679	 278,910	 316,066	 278,910

Later	than	12	months	 	 103,784	 158,318	 103,784	 94,824

	 	 	 485,463	 437,228	 419,850	 373,734

As per note 17(b) the instrument related to FCGBL has been measured on a realisable value basis (2012: realisable value basis).
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21.  derIvaTIve fInancIal InsTrumenTs

Group and Parent

2013 
$’000

2012	
$’000

assets

Forward	currency	 	 	 	 392	 2,721

Interest	rate	swaps	 	 	 	 465	 -

derivative assets	 	 	 	 857	 2,721

Less	non-current	portion

Interest	rate	swaps	 	 	 	 465	 -

current portion of derivative assets	 	 	 	 392	 2,721

liabilities

Forward	currency	 	 	 	 2,477	 166

Put	options	 	 	 	 80	 -

Call	options	 	 	 	 -	 7

current portion of derivative liabilities	 	 	 	 2,557	 173

The notional principal amounts of outstanding derivatives at 30 June 2013 were:

• forward foreign exchange contracts $120,404,000 (2012: $92,935,000);

• interest rate swaps $55,000,000 (2012: $nil);

• put options $3,990,000 (2012: $nil); and

• call options $nil (2012: $31,072,000).
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22.  lOans and OTher receIvables

Group and Parent

2013 
$’000

2012	
$’000

mortgage	and	agents’	loans	 	 	 	 25,995	 29,473

Policy	loans	 	 	 	 143	 143

Other	loans	 	 	 	 846	 558

Total loans	 	 	 	 26,984	 30,174

Less	provision	for	impairment	on	loans	(note	5(D))	 	 	 	 (923)	 (774)

net loans receivable	 	 	 	 26,061	 29,400

Other receivables

Proceeds	due	from	sale	of	investments	 	 	 	 287	 214

Outstanding	premiums	 	 	 	 848	 928

Prepayments	 	 	 	 1,332	 1,011

Interest	due	on	loans	 	 	 	 380	 697

Prepaid	deposit	 	 	 	 2,000	 -

Sundry	receivables	 	 	 	 612	 196

Total other receivables	 	 	 	 5,459	 3,046

TOTal lOans and OTher receIvables	 	 	 	 31,520	 32,446

expected maturity

within	12	months	 	 	 	 8,805	 6,469

Later	than	12	months	 	 	 	 22,715	 25,977

	 	 	 	 	 31,520	 32,446

The provisions above are all made against specific loans and receivables where it is considered there has been events making 
full repayment unlikely.

There have been no collective provisions included (2012: nil).

The creation and release of the provision for impaired receivables has been included in other expenses in the profit and loss 
component of the statements of other comprehensive income. Amounts charged to the allowance account are generally written 
off when there is no expectation of recovering additional cash.

Refer to note 5(D) for reconciliation of impairment provision.

The Company paid a deposit of $2m on entering the agreement to purchase the life insurance policies from TOWER Health 
and Life Limited and the group risk business of TOWER Life (N.Z.) Limited. Refer to note 46 for further information on 
the acquisition.
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23. InvesTmenT PrOPerTy

Group and Parent

2013 
$’000

2012	
$’000

at fair value

Opening	balance	 	 	 	 9,275	 8,798

Capitalised	expenditure	 	 	 	 452	 -

Net	gain	from	fair	value	adjustment	 	 	 	 476	 477

closing balance	 	 	  10,203	 9,275

(A)	DIRECT	OPERATINg	ExPENSES	FROm	INvESTmENT	PROPERTy

Group and Parent

2013 
$’000

2012	
$’000

That	generated	rental	income	during	the	period	 	 	 	 322	 284

	 	 	 	 	 322	 284

(B)	vALuATION	BASIS

Investment property includes commercial office buildings based in Auckland.

Investment property (including the owner occupied component – refer note 24) was valued on 30 June 2013 at $19.3m 
(2012: $17.5m), by P R Amesbury (ANZIV, SPINZ) an independent registered valuer in the firm of Barratt-Boyes Jefferies 
Lawton Limited.

The fair values are based on active market prices calculated on capitalisation rates derived from sales of comparable properties, 
adjusted, if necessary, for any difference in the nature, location or condition of the specific assets.

(C)	CONTRACTuAL	OBLIgATIONS

There are no contractual obligations to purchase, construct or develop investment property or for any other repairs, 
maintenance or enhancements (2012: nil).

noteS to the financial StatementS for the year ended 30 June 2013
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for the year ended 30 June 2013

24.  PrOPerTy, PlanT and equIPmenT

land buildings
building 

fit out

leasehold 
improve-

ments
motor 

vehicles
computer 
equipment

furniture 
and office 
equipment Total

$’000 $’000 $’000 $’000 $’000 $’000 $’000 $’000

GrOuP and ParenT

at 1 July 2011

Cost	 2,820	 4,982	 972	 67	 515	 1,376	 692	 11,424

Accumulated	depreciation	 -	 -	 (628)	 (21)	 (202)	 (1,014)	 (567)	 (2,432)

net book amount	 2,820	 4,982	 344	 46	 313	 362	 125	 8,992

year ended 30 June 2012

Opening	net	book	amount	 2,820	 4,982	 344	 46	 313	 362	 125	 8,992

Additions	 -	 -	 13	 12	 -	 324	 34	 383

Revaluation	 94	 458	 -	 -	 -	 -	 -	 552

Depreciation	 -	 (130)	 (121)	 (10)	 (80)	 (226)	 (59)	 (626)

Disposals	 -	 -	 -	 -	 (19)	 -	 -	 (19)

closing net book amount	 2,914	 5,310	 236	 48	 214	 460	 100	 9,282

at 1 July 2012

Cost	 2,914	 5,310	 985	 79	 445	 1,673	 748	 12,154

Accumulated	depreciation	 -	 -	 (749)	 (31)	 (231)	 (1,213)	 (648)	 (2,872)

net book amount	 2,914	 5,310	 236	 48	 214	 460	 100	 9,282

year ended 30 June 2013

Opening	net	book	amount	 2,914 5,310 236 48 214 460 100 9,282

Additions	 - 401 - 2 201 254 80 938

Revaluation	 221 334 - - - - - 555

Depreciation	 - (133) (121) (10) (87) (215) (53) (619)

Disposals	 - - (9) - (26) - - (35)

closing net book amount	 3,135 5,912 106 40 302 499 127 10,121

at 30 June 2013

Cost	 3,135 5,912 976 81 499 1,908 828 13,339

Accumulated	depreciation	 - - (870) (41) (197) (1,409) (701) (3,218)

net book amount	 3,135 5,912 106 40 302 499 127 10,121

gROuP	AND	PARENT

(a) Owner-OccuPIed PrOPerTIes

Owner-occupied properties are stated at their revalued amounts as assessed by qualified external valuers. Values are 
calculated on the basis of existing use, being the estimated arms-length value at which the properties could be exchanged 
with vacant possession and without allowing for alternatives to their current use. The most recent valuation was undertaken 
by P R Amesbury a registered valuer in the firm of Barratt-Boyes Jefferies Lawton Limited on 30 June 2013. For further 
information on the valuation refer to note 23(b).

noteS to the financial StatementS
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24.  PrOPerTy, PlanT and equIPmenT  (cOnTInued)

(b) If land and buIldInGs were sTaTed On The hIsTOrIcal cOsT basIs, The amOunTs wOuld be as fOllOws:

Group and Parent

2013 
$’000

2012	
$’000

Cost	 	 	 	 7,318	 6,917

Accumulated	depreciation	 	 	 	 (1,241)	 (1,108)

net book amount	 	 	 	 6,077	 5,809

25.  InvesTmenT In subsIdIarIes

The Parent holds the following interests in subsidiaries

 
company nature of activities class of shares Ownership

2013 2012

Fidelity	Capital	guaranteed	Bond	Limited	 Investment	(Discontinued	Operations)	 Ordinary	 100%	 100%

Fidelity	Fund	management	Limited	 Non-trading	Trustee	Company	 Ordinary	 100%	 100%

Fidelity	Securities	Limited	 Fund	manager	(Discontinued	Operations)	 Ordinary	 100%	 100%

All subsidiaries are incorporated in New Zealand and have a balance date of 30 June.

Fidelity Securities Limited was sold to Grosvenor Investment Management Limited (‘GIML’) on 23 August 2013.

26.  deferred Tax

The balance comprises temporary differences attributable to:

 
deferred tax assets

fixed 
assets Provisions

 unused tax 
losses  Total 

$’000 $’000 $’000 $’000

GrOuP and ParenT

Balance	at	30	June	2011	 	 613	 877	 12,687	 14,177

movement	through	profit	or	loss	 	 (157)	 249	 833	 925

Balance	at	30	June	2012	 	 456 1,126 13,520 15,102

movement	through	profit	or	loss	 	 (354) 349 1,993 1,988

balance at 30 June 2013	 	 102 1,475 15,513 17,090

Group and Parent

2013 
$’000

2012	
$’000

deferred tax assets to be recovered:

Later	than	12	months	 	 	 	 15,616	 11,452

within	12	months	 	 	 	 1,474	 3,650

	 	 	 	 	 17,090	 15,102
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26.  deferred Tax  (cOnTInued)

 
 
deferred tax liabilities

Investment 
property

Insurance 
reserves

 deferred 
acquisition 

costs  Total 

$’000 $’000 $’000 $’000

GrOuP and ParenT

Balance	at	30	June	2011	 	 168	 884	 21,270	 22,322

movement	through	profit	or	loss	 	 97	 478	 460	 1,035

movement	through	other	comprehensive	income	 	 155	 -	 -	 155

Balance	at	30	June	2012	 	 420 1,362 21,730 23,512

movement	through	profit	or	loss	 	 96 (117) 3,218 3,197

movement	through	other	comprehensive	income	 	 155 - - 155

balance at 30 June 2013	 	 671 1,245 24,948 26,864

Group and Parent

2013 
$’000

2012	
$’000

deferred tax liabilities to be settled:

Later	than	12	months	 	 	 	 26,864	 23,512

	 	 	 	 	 26,864	 23,512

27.  deferred acquIsITIOn cOsTs – InvesTmenT

Group and Parent

2013 
$’000

2012	
$’000

Carrying	amount	at	1	July	 	 	 	 867	 2,130

Acquisition	costs	deferred	during	the	year	 	 	 	 6	 6

Amortisation	 	 	 	 (867)	 (1,269)

carrying amount at 30 June	 	 	 	 6	 867
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28.  InTanGIble asseTs

software

Internally 
developed 

software avIf Total

$’000 $’000 $’000 $’000

GrOuP and ParenT

at 1 July 2011

Cost	 	 978	 1,222	 6,054	 8,254

Accumulated	amortisation	 	 (764)	 -	 (2,622)	 (3,386)

net book amount	 	 214	 1,222	 3,432	 4,868

year ended 30 June 2012

Opening	net	book	amount	 	 214	 1,222	 3,432	 4,868

Additions	 	 218	 1,244	 -	 1,462

Amortisation	 	 (139)	 -	 (605)	 (744)

Impairment	charge	 	 -	 -	 (664)	 (664)

closing net book amount	 	 293	 2,466	 2,163	 4,922

at 1 July 2012

Cost	 	 1,201	 2,466	 6,054	 9,721

Accumulated	amortisation	 	 (908)	 -	 (3,891)	 (4,799)

net book amount	 	 293	 2,466	 2,163	 4,922

year ended 30 June 2013

Opening	net	book	amount	 	 293 2,466 2,163 4,922

Additions	 	 174 754 - 928

Amortisation	 	 (104) (410) (465) (979)

Impairment	charge	 	 - (588) - (588)

closing net book amount	 	 363 2,222 1,698 4,283

as at 30 June 2013

Cost	 	 1,375 3,220 6,054 10,649

Accumulated	amortisation	 	 (1,012) (998) (4,356) (6,366)

net book amount	 	 363 2,222 1,698 4,283

Internally developed software

Software includes internally developed software. This relates to the development of significant, identifiable and unique software 
utilised by the Company and Group. Employee and contractor costs associated with developing the software is capitalised 
and amortised over the estimated useful life being 3 - 5 years. Internally developed software includes the charges for both 
implemented projects and any work in progress at the end of the period. Amortisation commences once the software is put 
into production.

An impairment review is undertaken annually to determine if any impairment has occurred on the outstanding unamortised 
amount. An impairment charge has been applied where no future economic benefits were deemed to be realisable (2012: nil).
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28.  InTanGIble asseTs  (cOnTInued)

acquired value of in-force business

The acquired value of in-force business (‘AVIF’) from the acquisition of Farmers’ Mutual Life Limited (‘FMLL’) has been 
determined by an actuarial valuation and relates to the future anticipated profits emerging from the life insurance contracts. 
On 1 March 2007 the AVIF was valued at $6,054,000, which, it was determined, should be amortised over 10 years, being the 
life expectancy of the outstanding life insurance contracts. An impairment review is undertaken annually at the balance date to 
determine if any impairment has occurred on the unamortised amount.

At 30 June 2013 the unamortised amount was $1,698,000. Using a discount rate of 10% (2012:10%) the AVIF was valued at 
$1,914,000 (2012: $2,163,000). No impairment charge has been recognised for the year to 30 June 2013 (2012: impairment 
charge of $664,000).

The decrease in AVIF is due to the amortisation of the residual AVIF over the remaining time to the tenth anniversary of the 
FMLL acquisition (2012: The fall in AVIF due to a reduction in the value of planned profit margins on the FMLL book, resulting 
from the application of a uniform planned margin. The technical change in the AVIF accords with the underlying change in value 
of economic capital. In addition, due to the change in the solvency margin calculation methodology (see note 5(F)) the AVIF 
valuation in 2012 included a charge for solvency capital).

29.  Payables and OTher fInancIal lIabIlITIes

Group Parent

	
Note

2013 
$’000

2012	
$’000

2013 
$’000

2012	
$’000

Creditors	and	accruals	 	 5,482	 5,029	 5,454	 4,949

Claims	notified	 	 11,653	 11,376	 11,653	 11,376

Premiums	in	advance	 	 412	 392	 412	 392

Reinsurance	liabilities	 	 9,843	 9,396	 9,843	 9,396

Employee	entitlements	 	 2,314	 1,528	 2,314	 1,528

Payable	to	subsidiary	 	 -	 -	 7	 7

Payable	to	related	entity	 40	 -	 1,913	 -	 1,913

Employee	share	purchase	plan	provision	 47	 837	 1,018	 837	 1,018

	 	 	 30,541	 30,652	 30,520	 30,579

expected maturity

within	12	months	 	 29,936	 29,798	 29,915	 29,725

Later	than	12	months	 	 605	 854	 605	 854

Total payables and other financial liabilities	 	 30,541	 30,652	 30,520	 30,579
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30.  InTeresT bearInG lIabIlITIes

Group Parent

2013 
$’000

2012	
$’000

2013 
$’000

2012	
$’000

Capital	guaranteed	bonds	 	 65,778	 63,660	 -	 -

Total interest bearing liabilities	 	 65,778	 63,660	 -	 -

expected maturity

within	12	months	 	 65,778	 -	 -	 -

Later	than	12	months	 	 -	 63,660	 -	 -

	 	 	 65,778	 63,660	 -	 -

At 30 June 2013 FCGBL was listed on the New Zealand Debt Exchange (‘NZDX’).

In accordance with the FCGBL’s supplemental Trust Deed the principal and interest amounts owing to the holders of the Capital 
Guaranteed Bonds rank ahead of all amounts owing to the Subordinated bondholder.

The carrying value of the Capital Guaranteed Bonds at 30 June 2013 reflects the market value of the underlying investment 
portfolio on a realisable value basis. The bond matured on 15 July 2013. The Trustee was permitted, in accordance with the 
Supplemental Trust Deed and Guarantee to make demand to Westpac as Guarantor for any difference between the principal 
amount of the outstanding Senior Bonds and the liquidated proceeds from the Fixed Portfolio.

Due to the Close Out of the Fund resulting in no surplus, as described in note 17(b), coupon payments are discharged and cancelled.

31.  lIfe Insurance cOnTracT lIabIlITIes

Group and Parent

2013 
$’000

2012	
$’000

Opening balance at 1 July	 	 	 	 (17,054)	 (17,813)

Premiums	received	 	 	 	 101,676	 93,534

Liabilities	released	for	payments	on	death,	surrender	and	other	terminations	in	the	year	 	 (54,671)	 (44,649)

Net	cost	of	reinsurance	 	 	 	 3,494	 (237)

Non-investment	commission	 	 	 	 (30,211)	 (27,069)

Expenses	other	than	commission	 	 	 	 (33,099)	 (26,167)

Other	movements	 	 	 	 (730)	 5,347

closing balance at 30 June	 	 	 	 (30,595)	 (17,054)

expected maturity

within	12	months	 	 	 	 936	 6,344

Later	than	12	months	 	 	 	 (31,531)	 (23,398)

	 	 	 	 	 (30,595)	 (17,054)

Life	insurance	contracts	with	a	discretionary		
participation	feature	that	have	a	guaranteed	element	 	 	 	 32,047	 31,835

life insurance contract liabilities contain the following components

Future	policy	benefits	 	 	 	 647,430	 620,586

Future	expenses	 	 	 	 239,067	 219,573

Planned	margins	of	revenues	over	expenses	 	 	 	 117,901	 112,237

Future	revenues	 	 	 	 (1,034,993)	 (969,450)

	 	 	 	 	 (30,595)	 (17,054)
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32.  lIfe InvesTmenT cOnTracT lIabIlITIes

Group and Parent

2013 
$’000

2012	
$’000

Participating	contracts

	 guaranteed	element	 	 	 	 194,751	 185,054

	 	 	 	 	 194,751	 185,054

Non-participating	contracts	designated	at	fair	value	through	profit	or	loss	 	 	 143,463	 113,895

	 	 	 	 	 338,214	 298,949

movement	in	life	investment	contract	liabilities

Opening balance at 1 July	 	 	  298,949	 307,664

Contributions	received	 	 	 	 58,018	 45,309

Fees	deducted	from	account	balances	 	 	 	 (2,458)	 (1,514)

Liabilities	released	for	payments	on	death,	surrender	and	other	terminations	in	the	year	 	 (39,675)	 (45,457)

Investment	return	credited	to	policyholders	 	 	 	 25,328	 (4,243)

Other	movements	 	 	 	 (1,948)	 (2,810)

closing balance at 30 June	 	 	 	 338,214	 298,949

expected maturity

within	12	months	 	 	 	 145,634	 119,011

Later	than	12	months	 	 	 	 192,580	 179,938

	 	 	 	 	 338,214	 298,949

33.  share caPITal

Group and Parent

2013 
shares

2012	
Shares

2013 
$’000

2012	
$’000

(A)	AuThORISED	ShARE	CAPITAL

Ordinary	shares	–	fully	paid.	No	par	value	 	 1,439,082	 1,439,082	 13,186	 12,946

(B)	mOvEmENTS

Opening	balance	of	ordinary	shares	issued	 	 1,439,082	 1,438,582	 12,946	 12,581

Issues	of	ordinary	shares	during	the	year	 	 -	 500	 -	 45

Employee	share	purchase	plan	fully	vested	shares	 	 -	 -	 181	 249

Employee	share	purchase	plan	expense	 	 -	 -	 59	 71

closing balance of ordinary shares issued	 	 1,439,082	 1,439,082	 13,186	 12,946

held:

Directly	 	 1,418,182	 1,409,699

Employee	share	purchase	plan	trust	 	 20,900	 29,383

Total balance of ordinary shares held	 	 1,439,082	 1,439,082
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33.  share caPITal  (cOnTInued)

(C)	ORDINARy	ShARES

Ordinary shares entitle the holder to participate in dividends and the proceeds on winding up of the Company in proportion to 
the number of and amounts paid on the shares held.

34.  reTaIned earnInGs and reserves

Group and Parent

2013 
$’000

2012	
$’000

(A)	REvALuATION	RESERvE
movements	in	the	revaluation	reserve	were	as	follows:

balance at 1 July	 	 	 	 769	 372

Owner	occupied	land	and	buildings	revaluation,	net	of	tax	 	 	 	 400	 397

balance 30 June	 	 	 	 1,169	 769

The asset revaluation reserve is used to record increments and decrements on the revaluation of the owner occupied land 
and buildings.

Group and Parent

2013 
$’000

2012	
$’000

(B)	RETAINED	EARNINgS
movements	in	Retained	Earnings	were	as	follows:

balance 1 July	 	 	 	 126,686	 116,136

Profit	for	the	year	 	 	 	 17,075	 13,644

Dividends	(note	35)	 	 	 	 (3,404)	 (3,094)

balance at 30 June	 	 	 	 140,357	 126,686
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35.  dIvIdends

Group and Parent

2013 
Per share

2012	
Per	share

2013 
$’000

2012	
$’000

Ordinary shares

Final	dividend	 	 2.37	 2.15	 3,404	 3,094

Total dividend paid	 	 2.37	 2.15	 3,404	 3,094

The dividends are fully imputed.

On 4 September 2013 the Company declared an ordinary dividend of $2.42 (gross of tax) per share issued amounting to 
$3,482,578 (gross of tax) and a special dividend of $0.58 (gross of tax) per share issued amounting to $834,668 (gross of 
tax). The dividends are not imputed. This dividend is not recognised in the financial statements, as it is a post balance date 
declaration with no liability attaching at 30 June 2013.

36.  earnInGs Per share

(i)	BASIC

Basic earnings per share is calculated by dividing the profit attributable to equity holders of the Company by the weighted 
average number of ordinary shares in issue during the year, excluding ordinary shares purchased by the Company and held as 
treasury shares.

2013 
‘000

2012	
‘000

Profit	attributable	to	equity	holders	of	the	Company	 	 	 	 $16,447	 $13,475

Profit	from	discontinued	operation	attributable	to	equity	holders	of	the	Company	 	 $628	 $169

weighted	average	number	of	ordinary	shares	in	issue	 	 	 	 1,439	 1,439

2013 
$

2013	
$

basic earnings per share

From	continuing	operations	 	 	 	 11.43	 9.36

From	discontinued	operations	 	 	 	 0.43	 0.12

(ii)	DILuTED

There is no dilution in the earnings per share as the employee share purchase plan is recognised within the basic earnings per 
share, as all shares are currently issued.
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37.   recOncIlIaTIOn Of neT PrOfIT afTer TaxaTIOn TO cash flOws frOm OPeraTInG acTIvITIes

Group Parent

2013 
$’000

2012	
$’000

2013 
$’000

2012	
$’000

net profit after taxation	 	 17,075	 13,644	 17,075	 13,644

non cash items

Losses/(gains)	on	sale	of	property	and	equipment	 	 16	 (7)	 16	 (7)

Fair	value	gains	on	investment	property	 	 (476)	 (477)	 (476)	 (477)

Fair	value	(gains)/losses	on	investments	 	 (19,220)	 15,990	 (17,102)	 17,874

Depreciation	of	property	and	equipment	 	 619	 626	 619	 626

Equity	compensation	plans,	equity	settled	expense	 	 59	 71	 59	 71

Taxation	 	 317	 (1,128)	 317	 (1,128)

Amortisation	of	acquired	value	of		
in-force	business	and	intangibles	 	 979	 744	 979	 744

Impairment	of	acquired	value	of		
in-force	business	and	intangibles	 	 588	 664	 588	 664

Realisation	adjustment	to	Senior	Bonds	 	 2,118	 2,708	 -	 -

movement	in	provision	for	future	on-going	expenses	 	 (58)	 (103)	 -	 -

	 	 	 2,017	 32,732	 2,075	 32,011

changes in working capital

Increase	in	reinsurance	assets	 	 (1,744)	 (3,364)	 (1,744)	 (3,364)

Decrease	in	deferred	acquisition	costs	 	 861	 1,263	 861	 1,263

Increase/(decrease)	in	insurance	liabilities		
and	investment	contracts	 	 25,724	 (7,956)	 25,724	 (7,956)

(Increase)/decrease	in	other	assets	 	 (657)	 1,690	 (658)	 895

Increase	in	other	liabilities	 	 2,706	 5,986	 2,702	 6,594

Decrease/(increase)	in	derivatives	 	 4,248	 (1,520)	 4,248	 109

Decrease	in	accrued	interest	payable	 	 -	 (3,469)	 -	 -

Items classified as financing activities

Interest	paid	 	 -	 3,469	 -	 -

cash flows from operating activities	 	 33,155	 28,831	 33,208	 29,552
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38.  InvesTmenT and nOn-InvesTmenT lInked

NZ IFRS 4 requires disclosure of disaggregated information in respect of amounts relating to investment linked business,  
non-investment linked business and shareholders’ funds for certain categories as shown below. Non-investment linked 
business includes shareholders’ funds.

Investment 
linked

non 
investment

linked Total

$’000 $’000 $’000

GrOuP 

2013

Investment	assets	 	 	 330,813 165,710 496,523

Other	assets	 	 	 7,400 84,576 91,976

Policy	liabilities	 	 	 338,214 (30,595) 307,619

Liabilities	other	than	policy	liabilities	 	 	 - 126,168 126,168

Shareholders’	retained	earnings	 	 	 - 140,357 140,357

Premium	revenue	 	 	 55,560 104,134 159,694	

Investment	revenue	 	  35,228 5,463 40,691 

Claims	expense	 	 	 39,675 54,671 94,346	

Other	operating	expenses	 	 	 4,048 64,028 68,076 

Investment	revenues	paid	or	allocated	to	policyholders	 	 	 (25,328) - (25,328)

Operating	profit	before	tax	 	 	 5,504 14,940 20,444	

Operating	profit	after	tax	 	 	 1,078 15,997 17,075

Investment 
linked

non 
investment

linked Total

$’000 $’000 $’000

GrOuP 

2012

Investment	assets	 	 	 292,221	 157,003	 449,224

Other	assets	 	 	 6,728	 84,341	 91,069

Policy	liabilities	 	 	 298,949	 (17,054)	 281,895

Liabilities	other	than	policy	liabilities	 	 	 -	 117,997	 117,997

Shareholders’	retained	earnings	 	 	 -	 126,686	 126,686

Premium	revenue	 	 	 43,795	 95,048	 138,843

Investment	revenue	 	 	 1,056	 3,620	 4,676

Claims	expense	 	 	 45,457	 44,649	 90,106

Other	operating	expenses	 	 	 4,939	 53,239	 58,178

Investment	revenues	paid	or	allocated	to	policyholders	 	 	 4,243	 -	 4,243

Operating	profit	before	tax	 	 	 1,913	 11,807	 13,720

Operating	(loss)/	profit	after	tax	 	 	 (245)	 13,889	 13,644
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39.  fInancIal InsTrumenTs by caTeGOry

ASSETS	AS	PER	STATEmENT	OF	FINANCIAL	POSITION

assets at 
fair value 

through 
profit or 

loss

loans 
and other 

receivables Total

$’000 $’000 $’000

GrOuP

year ended 30 June 2013

Financial	assets	at	fair	value	through	profit	or	loss	 	 	 485,463 - 485,463

Derivative	financial	instruments	 	 	 857 - 857

Loans	and	other	receivables	 	 	 - 28,188 28,188

Cash	and	cash	equivalents	 	 	 - 12,984 12,984

Assets	arising	from	reinsurance	contracts	 	 	 - 12,091 12,091

	 	 	 	 486,320 53,263 539,583

year ended 30 June 2012

Financial	assets	at	fair	value	through	profit	or	loss	 	 	 437,228	 -	 437,228

Derivative	financial	instruments	 	 	 2,721	 -	 2,721

Loans	and	other	receivables	 	 	 -	 31,435	 31,435

Cash	and	cash	equivalents	 	 	 -	 15,543	 15,543

Assets	arising	from	reinsurance	contracts	 	 	 -	 10,347	 10,347

	 	 	 	 439,949	 57,325	 497,274

As per note 17(b) the instrument related to FCGBL has been measured on a realisable value basis (2012: realisable value basis).

ParenT

year ended 30 June 2013

Financial	assets	at	fair	value	through	profit	or	loss	 	 	 419,850 - 419,850

Derivative	financial	instruments	 	 	 857 - 857

Loans	and	other	receivables	 	 	 - 28,188 28,188

Cash	and	cash	equivalents	 	 	 - 12,790 12,790

Assets	arising	from	reinsurance	contracts	 	 	 - 12,091 12,091

	 	 	 	 420,707 53,069 473,776

year ended 30 June 2012

Financial	assets	at	fair	value	through	profit	or	loss	 	 	 373,734	 -	 373,734

Derivative	financial	instruments	 	 	 2,721	 -	 2,721

Loans	and	other	receivables	 	 	 -	 31,435	 31,435

Cash	and	cash	equivalents	 	 	 -	 15,296	 15,296

Assets	arising	from	reinsurance	contracts	 	 	 -	 10,347	 10,347

	 	 	 	 376,455	 57,078	 433,533
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39.  fInancIal InsTrumenTs by caTeGOry  (cOnTInued)

LIABILITIES	AS	PER	STATEmENT	OF	FINANCIAL	POSITION

liabilities 
at fair value 

through profit 
or loss

measured at 
amortised cost Total

$’000 $’000 $’000

GrOuP

year ended 30 June 2013

Life	investment	contract	liabilities	 	 	 338,214 - 338,214

Derivative	financial	instruments	 	 	 2,557 - 2,557

Payables	and	other	financial	liabilities	 	 	 - 26,978 26,978

Interest	bearing	liabilities	 	 	 - 65,778 65,778

	 	 	 	 340,771 92,756 433,527

year ended 30 June 2012

Life	investment	contract	liabilities	 	 	 298,949	 -	 298,949

Derivative	financial	instruments	 	 	 173	 -	 173

Payables	and	other	financial	liabilities	 	 	 -	 27,714	 27,714

Interest	bearing	liabilities	 	 	 -	 63,660	 63,660

	 	 	 	 299,122	 91,374	 390,496

As per note 17(b) the instrument related to FCGBL has been measured on a realisable value basis (2012: realisable value basis).

ParenT

year ended 30 June 2013

Life	investment	contract	liabilities	 	 	 338,214 - 338,214

Derivative	financial	instruments	 	 	 2,557 - 2,557

Payables	and	other	financial	liabilities	 	 	 - 26,957 26,957

	 	 	 	 340,771 26,957 367,728

year ended 30 June 2012

Life	investment	contract	liabilities	 	 	 298,949	 -	 298,949

Derivative	financial	instruments	 	 	 173	 -	 173

Payables	and	other	financial	liabilities	 	 	 -	 27,641	 27,641

	 	 	 	 299,122	 27,641	 326,763
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40.  relaTed ParTy TransacTIOns

(A)	PARENT	ENTITIES

The ultimate parent entity within the Group is Fidelity Life Assurance Company Limited.

(B)	DIRECTORS

The names of persons who were Directors of the Company at any time during the financial year are as follows: Ian Braddock; 
Jeff Meltzer; Carole Durbin; Colin Wise; Anne Blackburn.

(C)	kEy	mANAgEmENT	PERSONNEL	COmPENSATION

Key management personnel compensation for the year ended 30 June 2013 and the year ended 30 June 2012 is set out below. 
The key management personnel are all the Directors of the Company and the executives with the greatest authority for the 
strategic direction and management of the Company.

Group and Parent

2013 
$’000

2012	
$’000

Short	term	benefits	 	 	 	 2,730	 2,518

Total	 	 	 	 2,730	 2,518

(D)	OThER	TRANSACTIONS	wITh	kEy	mANAgEmENT	PERSONNEL	OR	ENTITIES	RELATED	TO	ThEm

Information on transactions with key management personnel or entities related to them, other than compensation, are set 
out below.

Group and Parent

2013 
$’000

2012	
$’000

Loans	to	key	management	personnel,	or	entities	related	to	them,	comprise:

Secured	loans:

Secured	loans	at	1	July	 	 	 	 1,946	 1,844

Secured	loans	advanced	during	the	year	 	 	 	 34	 119

Loan	repayments	received	–	secured	loans	 	 	 	 (707)	 (17)

secured loans at 30 June	 	 	 	 1,273	 1,946

Interest revenue from secured loans	 	 	 	 90	 105

All transactions are at arms length.

(E)	TRANSACTIONS	wITh	RELATED	PARTIES

The following transactions occurred with related parties:

Group and Parent

2013 
$’000

2012	
$’000

Commissions	paid	in	the	year	to	shareholders	as	at		
30	June	who	held	agency	agreements	with	the	Company	 	 	 	 2,950	 2,129

All transactions are at arms length.
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40.  relaTed ParTy TransacTIOns  (cOnTInued)

(F)	OuTSTANDINg	BALANCES

The following balances are outstanding at the reporting date in relation to transactions with related parties:

Group Parent

2013 
$’000

2012	
$’000

2013 
$’000

2012	
$’000

Fidelity	Funds	management	Limited	 	 -	 -	 (7)	 (7)

Fidelity	global	Shares	Fund	 	 13	 (1,913)	 13	 (1,913)

Fidelity	global	Bond	Fund	 	 13	 -	 13	 -

Fidelity	kiwiSaver	Scheme	 	 (50)	 -	 (50)	 -

Loans	made	to	shareholders	 	 2,433	 3,409	 2,433	 3,409

Agency	accounts	with	shareholders

	 Due	to	Shareholder	 	 (66)	 (92)	 (66)	 (92)

At 30 June 2012 the Group and Company held money on deposit in an Australian denominated bank account on behalf of Fidelity 
Global Shares Fund. The payable balance was settled in cash to Fidelity Global Shares Fund in July 2012.

During the year Fidelity Life paid audit fees on behalf of Fidelity Global Shares Fund and Fidelity Global Bond Fund and 
recharged these costs to the entities as applicable. There were no other transactions with these entities for the year.

Fidelity Life, as manager of the Fidelity KiwiSaver Scheme, has identified errors in the members’ PIE tax calculation. Overall, 
this has resulted in a net overpayment of PIE tax to the Inland Revenue. The Manager will claim the excess tax from the Inland 
Revenue on behalf of members for reimbursement at the earliest practicable date. Above a threshold of three dollars, Fidelity 
Life will compensate members, in accordance with the requirements of the trustee, for the loss of income arising from these 
overpayments to the Inland Revenue up to the date that the members are reimbursed. A best estimate of this compensation is 
$50,000; but the level of final compensation up to the date of final payment is still to be determined.

(g)	TERmS	AND	CONDITIONS

secured loans

The secured loans are for periods of up to 25 years repayable in cash, at interest rates of 5.7% per annum (2012: 5.7% per 
annum), and are secured by first mortgages over individuals’ residences or investment properties.

unsecured loans

No unsecured loans were made to key management personnel or entities related to them during the year (2012: nil). Where an 
unsecured loan is extended interest is payable at the prescribed Inland Revenue Department Fringe Benefit Tax rate or higher.

commissions paid to shareholders

Commissions paid to shareholders who hold agency agreements with the Company are paid at standard rates applicable to 
other commission agents.

Outstanding balances with related parties

Subsidiary advances are payable on demand. Outstanding balances are unsecured, do not bear interest and are repayable 
in cash.

loans made to shareholders

Loans secured by mortgages over properties or other assets are made to shareholders during the normal course of business 
and at arms length. In the year the average annual interest rate was 5.7% (2012: 5.7%) on a mixture of fixed and floating rates. 
The loans are for periods of up to 25 years.
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41.  GuaranTees

FIDELITy	kIwISAvER	SChEmE	–	CAPITAL	guARANTEED	kIwI	FuND

The Company provides a guarantee to the Trustee on behalf of members who hold Units in the Capital Guaranteed Kiwi 
Fund (‘CGK Fund’). The guarantee is given by the Company in its capacity as the manager of the Fidelity KiwiSaver Scheme 
(‘Scheme’). Under the guarantee the Company guarantees that on 31 March 2014 the Unit Value of the CGK Fund will be not 
less than $2.502343. The Company further guarantees that the Unit Value of the CGK Fund on 31 March in each subsequent 
year will be no less than the Unit Value of the CGK Fund on the preceding 31 March. The Company is required to give effect to 
its obligations under the guarantee by transferring into the Scheme for the CGK Fund investment assets of a value sufficient 
to ensure the Unit Value of the CGK Fund meets the guaranteed value as at the relevant 31 March. The investment assets 
transferred must be authorised investments for the CGK Fund and are valued in accordance with the valuation methodology set 
out in the Scheme’s Trust Deed.

The guarantee is conditional upon the Company’s continued appointment as manager of the Scheme.

The Company’s obligation to pay under the guarantee is at all times subordinated to its obligation to pay all life insurance 
policyholder liabilities of the Company and is not referable to the Fidelity Life Statutory Fund Number 1. This means that in a 
liquidation of the Company or otherwise, the Company will only be required to meet its obligations under the guarantee after all 
life insurance policyholder liabilities have been paid in full. The Company’s obligations under the guarantee are also unsecured 
and will rank behind all secured and preferential creditors of the Company and equally with all other unsecured creditors. There 
are no restrictions on the amount of insurance policyholder liabilities or secured or unsecured creditors that the Company may 
incur during the term of the guarantee.

This guarantee terminated on 23 August 2013 due to the completion of the sale of management rights in the Fidelity KiwiSaver 
Scheme to Grosvenor Investment Management Limited (‘GIML’) and was replaced by a new guarantee. For details refer note 46.

The Company has a provision within policyholder liabilities for this guarantee of $40,000 (2012: $448,000).

FIDELITy	kIwISAvER	SChEmE

The Company provides a death benefit to members of the Scheme. If a member dies while they are a member of the Scheme, 
on application by the member’s personal representatives, the member’s estate will be paid the death benefit “top up” if the 
member is eligible.

If the member’s death is the result of an accident, and the value of the Member’s Accumulation is less than $10,000, the 
Company will “top up” the death benefit payment to $10,000. This “top up” is only available if, at the date of the member’s death, 
the member is making regular contributions and at the date of death was under the age of eligibility for NZ Superannuation 
but aged at least 10 years. If the member is under the age of 10 years the Company will top up any payment to $2,000. The 
value of any top up will be reduced by the total of any payments already made on hardship or disability grounds, or first 
home withdrawal.

The death benefit is not a life policy under the Insurance (Prudential Supervision) Act 2010 and is not referrable to the Fidelity 
Life Statutory Fund Number 1.

The Company’s obligations to provide the death benefit will cease at the earlier of: 

(a) 22 August 2014; or

(b) the date that the Scheme is merged into another KiwiSaver Scheme managed by GIML, GFSGL or a related company.

The Company has a provision within policyholder liabilities for this death benefit of $61,000 (2012: $52,000).
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42.  cOnTInGencIes

In relation to the Company’s wholly owned subsidiary, FCGBL, The New Zealand Guardian Trust Company Limited (the ‘Trustee’) 
entered into a guarantee with Westpac Banking Corporation, New Zealand Branch (the ‘Capital Guarantor’) on 7 February 2007 
to cover payment of the principal amount at maturity of the Capital Guaranteed Bonds to the extent that the principal amount of 
$75m is not paid in full by FCGBL from the liquidated proceeds of the investments. This guarantee is deemed a contingent asset 
available to the capital guaranteed bondholders to reimburse them for the original capital invested ($75m) if insufficient funds 
arise at the guarantee payment date, being the later of the maturity date of 15 July 2013 or the date at which the investments 
are liquidated in accordance with the transaction documents. Payment of interest is not guaranteed by the Capital Guarantor or 
any other person. The fair value of the guarantee has not been recognised in these financial statements.

In addition FCGBL has included in the provision for on-going expenses of $0.03m an allowance for on-going operating expenses 
to cover expenses expected to be incurred up to the maturity date. Fidelity Life has a contingent liability to the extent that 
additional expenses or liabilities above this provision are incurred up to and past the maturity date, however any amounts are 
not expected to be significant.

The Capital Guaranteed Bond matured after the reporting period on 15 July 2013. Refer to note 46 for information on the effect 
of the maturity.

The Group had no further contingent liabilities or assets as at 30 June 2013 (2012: nil).

43.  cOmmITmenTs

(A)	CAPITAL	COmmITmENTS

There were no material capital commitments at balance date other than those disclosed elsewhere in the financial statements 
(2012: nil).

(B)	OPERATINg	LEASE	COmmITmENTS	:	gROuP	AND	PARENT	AS	LESSEE

Leases are for:

• commercial office space in Tauranga, Wellington, Christchurch, Hamilton and Dunedin;

• photocopier rental;

• car parking.

Group and Parent

2013 
$’000

2012	
$’000

Commitments	for	minimum	lease	payments	in	relation	to		
non-cancellable	operating	leases	are	payable	as	follows:

within	one	year	 	 	 	 204	 204

Later	than	one	year	but	not	later	than	five	years	 	 	 	 234	 397

Later	than	five	years	 	 	 	 -	 5

	 	 	 	 	 438	 606

noteS to the financial StatementS for the year ended 30 June 2013
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43.  cOmmITmenTs  (cOnTInued)

(B)	OPERATINg	LEASE	COmmITmENTS	:	gROuP	AND	PARENT	AS	LESSEE		(CONTINuED)

The Group has entered into lease agreements with the right of renewal/extension of lease terms (being the conditional portion 
of the lease) as follows:

lease a (christchurch):

• 1 June 2014 right of renewal for a further non-cancellable lease to 31 May 2017

lease b (dunedin):

• 1 July 2015 right of renewal for a further non-cancellable lease to 30 June 2018

(C)	OPERATINg	LEASES:	gROuP	AND	PARENT	AS	LESSOR

Leases are for commercial office space in Auckland.

Group and Parent

2013 
$’000

2012	
$’000

Commitments	for	minimum	lease	payments	in	relation	to		
non-cancellable	operating	leases	are	receivable	as	follows:

within	one	year	 	 	 	 384	 809

Later	than	one	year	but	not	later	than	five	years	 	 	 	 -	 242

	 	 	 	 	 384	 1,051

The Group has entered into lease agreements with tenants for the right of renewal/extension of lease terms (being the 
conditional portion of the lease) as follows:

Tenant b:

• 30 November 2013 right of renewal for a further non-cancellable lease to 29 November 2016; and

• 30 November 2016 right of renewal for a further non-cancellable lease to 29 February 2019.

44.  resTrIcTIOns On asseTs

As at 30 June 2013 there are no restrictions on the use of assets invested for policyholder benefits, nor any restrictions on legal 
titles to assets.

From 1 July 2013 under the Insurance (Prudential Supervision) Act 2010 (‘IPSA’) Fidelity Life is required to have a 
statutory fund. Fidelity Life’s statutory fund was implemented on 1 July 2013 and is called the Fidelity Life Statutory Fund 
Number 1. The Fidelity Life Statutory Fund Number 1 is established in the records of the Company and relates only to life 
insurance business, as defined under IPSA.

The purpose of a statutory fund is to ensure that the funds received and paid out in respect of life insurance policies are 
separately identifiable as being part of the statutory fund. The assets of the Fidelity Life Statutory Fund Number 1 are only 
available for the life insurance business. In addition the assets of the Fidelity Life Statutory Fund Number 1 enjoy certain 
protections under IPSA which are designed to ensure that the interests of holders of life insurance policies are given certain 
priority over the interests of other parties, such as unsecured creditors.

There are no other restrictions on the use of assets invested for policyholder benefits, nor any restrictions on legal titles 
to assets.
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45.  fIducIary acTIvITIes

Fidelity Fund Management Limited, a wholly owned subsidiary, acts as a trustee for a number of superannuation funds. 
The Company manages $191,034,000 (2012: $156,235,000) on behalf of this subsidiary.

As at 30 June 2013 the Company was the manager of the Fidelity KiwiSaver Scheme and the Golden Harvest Retirement Plan 
and as such managed $304,134,000 (2012: $250,962,000) on a fiduciary basis. The Company sold the management rights to the 
Fidelity KiwiSaver Scheme on 23 August 2013, refer to note 46 for further information. The Golden Harvest Retirement Plan was 
wound up effective 31 December 2011.

46.  evenTs OccurrInG afTer balance daTe

(A)	LICENSE	TO	CARRy	ON	INSuRANCE	BuSINESS	IN	NEw	zEALAND

Under Reserve Bank of New Zealand (‘RBNZ’) requirements all insurers who wish to continue to operate in New Zealand are 
required to have a full licence prior to 7 September 2013.  Fidelity Life was granted a full licence on 2 August 2013.

(B)		PuRChASE	OF	LIFE	INSuRANCE	POLICIES	FROm	TOwER	hEALTh	AND	LIFE	LImITED	AND	ThE	gROuP	RISk	
BuSINESS	OF	TOwER	LIFE	(N.z.)	LImITED

On 1 August 2013, the Company completed an asset purchase of the in-force life insurance policies of TOWER Health and Life 
Limited and the group risk business of TOWER Life (N.Z.) Limited. Through the purchase, the Company took management of life 
insurance policies with an aggregate annual in-force premium in excess of $66m for individual risk and $16m for group risk. 

As part of the transaction the Company acquired two companies, Life Operations Limited and Life and Advisory Services 
Limited. Life Operations Limited comprises the 69 staff positions transferring from the legacy TOWER operations; the tangible 
assets included in the purchase price; assigned intermediary contracts in relation to the in-force policies; and a number of 
commercial contracts related to the acquired business. 

The Company entered into a Transition Services Agreement (‘TSA’) with TOWER Insurance Limited and TOWER Limited. The TSA 
outlines the responsibilities of both parties in relation to the separation and migration of business systems; and the provision of 
operational support for the transferring business. 

The purchase price of $145.0m for the transaction was derived with reference to the value of in force business (‘VIF’) at 
September 2012. At completion, Fidelity Life paid $71.8m cash consideration with the balance in transferred liabilities and 
other assets. A mechanism in the Sale and Purchase Agreement (‘SPA’) provides for the final value ascribed to the transaction 
to be recalculated with reference to the VIF at the date of settlement, with an adjustment to the purchase price to be made. 
The transaction was funded through a combination of full risk transfer and a payment from capital reserves.

At the date of signing the financial statements these final calculations are still to be finalised, and are unable to be estimated 
with a high degree of certainty. In addition, due to the significant time period between September 2012 and the settlement date 
it is deemed that any disclosures derived with reference to the VIF at September 2012 would be materially different to the final 
position. Accordingly the amounts disclosed here are provisional.
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46.  evenTs OccurrInG afTer balance daTe  (cOnTInued)

(C)		SALE	OF	mANAgEmENT	RIghTS	IN	ThE	FIDELITy	kIwISAvER	SChEmE	TO	gROSvENOR	INvESTmENT	
mANAgEmENT	LImITED

On 23 August 2013, the Company completed the sale of its management rights in the Fidelity KiwiSaver Scheme to Grosvenor 
Investment Management Limited (‘GIML’) and Grosvenor Financial Services Group Limited (‘GFSGL’) for consideration of $16.5m 
comprising cash and shares in GFSGL. The Company has an option to convert the shares to cash two years post completion, 
at the value struck on completion day. This amount represents the minimum receivable by Fidelity Life in relation to the 
transaction, with the potential for additional payments if the number of members in the Fidelity KiwiSaver Scheme increases by 
at least 2,000 in each of the two years post completion.

Through the sale, the Company has transferred the management rights to funds under management of more than $300.0m on 
behalf of around 64,800 KiwiSaver members. Fidelity Securities Limited, the Fund Manager of the five Fidelity wholesale funds 
(Fidelity Global Shares Fund, Fidelity Global Bond Fund, Fidelity Property Fund, Fidelity Asset Class Conservative Fund, and 
Fidelity Asset Class Growth Fund) was also sold to GIML, along with the management rights to the five wholesale funds.

In the financial statements at 30 June 2013 the Company does not ascribe a value to the management rights, but has recognised 
transaction costs incurred prior to balance date, see note 17(a). Accordingly the 2014 financial statements will include an 
estimated one-off profit for the $16.5m less the transaction costs incurred post balance date, estimated at $0.4m.

(D)	FIDELITy	kIwISAvER	SChEmE	–	CAPITAL	guARANTEED	kIwI	FuND

As of the 23 August 2013, the Company provides a guarantee to the Trustee on behalf of members of the Fidelity KiwiSaver 
Scheme (‘Scheme’) who hold Units in the Capital Guaranteed Kiwi Fund (‘CGK Fund’). This guarantee replaces the prior 
guarantee in relation to the CGK Fund, as outlined in note 41, which terminated at completion of the sale of management rights 
in the Fidelity KiwiSaver Scheme to Grosvenor Investment Management Limited (‘GIML’). Under the guarantee the Company 
guarantees that on 31 March 2014 the Unit Value of the CGK Fund will be not less than $2.502343. The Company is required to 
give effect to its obligations under the guarantee by transferring into the Scheme for the CGK Fund investment assets of a value 
sufficient to ensure the Unit Value of the CGK Fund meets the guaranteed value as at 31 March 2014. The investment assets 
transferred must be authorised investments for the CGK Fund and are valued in accordance with the valuation methodology set 
out in the Scheme’s Trust Deed. The guarantee will terminate on satisfaction of this obligation.

The Company’s obligation to pay under the guarantee is at all times subordinated to its obligation to pay all life insurance 
policyholder liabilities of the Company and is not referable to the Fidelity Life Statutory Fund Number 1 (refer note 44). This 
means that in a liquidation of the Company or otherwise, the Company will only be required to meet its obligations under the 
guarantee after all life insurance policyholder liabilities have been paid in full. The Company’s obligations under the guarantee 
are also unsecured and will rank behind all secured and preferential creditors of the Company and equally with all other 
unsecured creditors. There are no restrictions on the amount of insurance policyholder liabilities or secured or unsecured 
creditors that the Company may incur during the term of the guarantee.

(E)	FIDELITy	CAPITAL	guARANTEED	BOND	LImITED	(‘FCgBL’)

The Capital Guaranteed Bond matured after the reporting period on 15 July 2013. There was a shortfall of $9.1m in the 
liquidated proceeds of the investments requiring the capital guarantee to be called upon. Senior bondholders were repaid their 
capital investment of $75m in full on the maturity date, with no additional cost to the Company. The repayment sources were:

• a zero-coupon bond with a face value of $65,700,000 maturing 15 July 2013;

• a money market account of $165,000; and

• payment by the capital guarantor of $9,135,000.

Post this settlement there are no further obligations due to Senior or Junior bondholders.

There were no other events requiring adjustment to or disclosure in the financial statements other than those 
disclosed elsewhere.
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47.  share based cOmPensaTIOn

The Fidelity Life Employee Share Purchase Scheme (the ‘Scheme’) was established by the Company in 1988 to assist employees 
to become shareholders. No shares have been allocated since 2007. From time to time employees who had been with the 
Company for a period of at least one year were entitled to participate in the Scheme. Shares were issued to the Scheme at 
an issue price based on the fair value of the shares at the date of issue. Fair value was determined by the Board of Directors 
by reference to a combination of recent trading activity and an independent valuer’s report. Allocated shares participate in 
dividends, but voting rights are held by the trustees of the Scheme. Neither the Company nor its related parties have rights with 
respect to the shares issued by the Scheme.

Ian Braddock, the chairman of the Company, and Milton Jennings, CEO, are trustees of the Scheme, as such, they have 
non-beneficial control of any shares in the Scheme not yet allocated to employees. The Trustees are appointed by the Company’s 
board of directors. Other key management personnel are also included within the Scheme.

Shares are held in trust for employees and vest eight years from the end of the income tax year in which the shares 
were purchased.

The Scheme entitled employees to purchase shares in Fidelity Life Assurance Company Limited at a discount. This discount is 
recorded by the Company and Group as an employee benefit expense. Refer to note 15 for the expense incurred by the Company 
and Group for the year.

The fair value of the shares has been determined in reference to the latest arms length trading undertaken.

Movements in the number and carrying value of shares held by the employee trust comprise:

2013 2012 2013 2012

number Number $’000 $’000

held	by	Trust	at	1	July	 	 29,383	 43,383	 1,018	 1,267

Shares	vested	from	Trust	 	 (8,483)	 (14,000)	 (181)	 (249)

balance at 30 June	  20,900	 29,383	 837	 1,018

At 30 June 2013, shares held in employee trust unvested were as follows:

year	of	
grant

Number
of	Shares

market	
Price

grant
Price

fidelity life employee share Purchase scheme
	 	 	 2005	 7,960	 43.70	 29.13

	 	 	 2006	 9,285	 64.76	 43.18

	 	 	 2007	 3,655	 83.75	 55.84

At any time during the vesting period the employee has an option to require the Group to re-purchase the shares at the lower of 
cost or fair value.
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Independent Auditors’ Report  
to the shareholders of Fidelity Life Assurance Company Limited 

Report on the Financial Statements 
We have audited the financial statements of Fidelity Life Assurance Company Limited (the 
“Company”) on pages 20 to 91, which comprise the statements of financial position as at 30 
June 2013, the statements of comprehensive income, statements of changes in equity and 
statements of cash flows for the year then ended, and the notes to the financial statements that 
include a summary of significant accounting policies and other explanatory information for 
both the Company and the Group. The Group comprises the Company and the entities it 
controlled at 30 June 2013 or from time to time during the financial year. 

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

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

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

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

We have no relationship with, or interests in, Fidelity Life Assurance Company Limited or any of 
its subsidiaries other than in our capacities as auditors, tax advisors and providers of other 
assurance related and advisory services. These services have not impaired our independence as 
auditors of the Company and the Group. 
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“Company”) on pages x to x, which comprise the statements of financial position as at 30 June 
2013, the statements of comprehensive income, statements of changes in equity and statements 
of cash flows for the year then ended, and the notes to the financial statements that include a 
summary of significant accounting policies and other explanatory information for both the 
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June 2013 or from time to time during the financial year. 

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

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

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

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

We have no relationship with, or interests in, Fidelity Life Assurance Company Limited or any of 
its subsidiaries other than in our capacities as auditors, tax advisors and providers of other 
assurance related and advisory services. These services have not impaired our independence as 
auditors of the Company and the Group. 
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Independent Auditors’ Report 
Fidelity Life Assurance Company Limited 

Opinion 
In our opinion, the financial statements on pages 20 to 91: 

(i) comply with generally accepted accounting practice in New Zealand; 

(ii) comply with International Financial Reporting Standards; and 

(iii) give a true and fair view of the financial position of the Company and the Group as 
at 30 June 2013 and their financial performance and cash flows for the year then 
ended. 

Emphasis of Matter 
Without modifying our opinion, we draw attention to note 2(a) of the financial statements which 
describes the basis of accounting applied for the Company’s subsidiary Fidelity Capital 
Guaranteed Bond Limited. The financial results and position of Fidelity Capital Guaranteed 
Bond Limited as consolidated into the Group’s financial statements for the periods presented 
have been prepared on a realisation basis and presented as a discontinued operation.  As 
disclosed in note 17 of the Company’s financial statements, significant volatility in the 
investment market during August 2011 resulted in trading losses. An Event of Default occurred 
and the Guarantor provided a Close Out Notice in accordance with the Supplemental Trust 
Deed.  After the reporting period, the Fidelity Capital Guaranteed Bond matured on 15 July 
2013. 

Report on Other Legal and Regulatory Requirements 
We also report in accordance with Sections 16(1)(d) and 16(1)(e) of the Financial Reporting Act 
1993. In relation to our audit of the financial statements for the year ended 30 June 2013: 

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

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

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

Chartered Accountants Auckland 
5 September 2013 
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This return is prepared under sections 77 and 78 of the Insurance (Prudential Supervision) Act 2010 which requires that a 
licensed insurer must ensure that the actuarial information contained in, or used in the preparation of, financial statements of 
the insurer and any group financial statements is reviewed by the Appointed Actuary.

In relation to Financial Statements for Fidelity Life Assurance Company Limited for both the insurer and group for the year 
ended 30 June 2013 and as that date, I confirm the following:

appointed actuary: John Laurence Smith

work undertaken: The review of the actuarial information contained in, or used in the preparation of, financial 
statements of the insurer and group was conducted in accordance with the Solvency Standard for 
Life Insurance Business (RBNZ, August 2011). 

scope and limitations: The actuarial information reviewed was: (a) information relating to an insurer’s calculations of 
premiums, claims, reserves, dividends, insurance and annuity rates, and technical provisions; and 
(b) information relating to assessments of the probability of uncertain future events occurring and 
the financial implications for the insurer if those events do occur; and (c) information specified in 
the Solvency Standard for Life Insurance Business as actuarial information for the purposes of 
this review.

 There were no restrictions on the scope of my investigation. 

 The return is provided as a statutory disclosure by Fidelity Life Assurance Company Limited for both 
the insurer and group. No warranty is provided to third parties for any other purpose.

relationship with insurer: I am a permanent employee of Fidelity Life Assurance Company Limited. I also own 2,650 shares of 
which 2,400 are owned directly and 250 are beneficially held on my behalf.

Information: I obtained all information and explanations that I required.

actuarial opinion: In my actuarial opinion and from an actuarial perspective: 

 (i)   the actuarial information contained in the insurer and group financial statements at and in the 
year to 30 June 2013 has been appropriately included in those statements; 

 (ii)   the actuarial information used in the preparation of the insurer and group financial statements  
at and in the year to 30 June 2013 has been used appropriately.

solvency margin: In my actuarial opinion and from an actuarial perspective:

 Fidelity Life Assurance Company Limited (licensed insurer) is maintaining the solvency margin 
calculated under the solvency standard for life insurance business (IPSA 21(2)(b)).

statutory funds: In my actuarial opinion and from an actuarial perspective:

 Fidelity Life Assurance Company Limited (licensed insurer) after establishing a statutory fund will 
maintain the solvency margin in respect of the statutory fund calculated under the solvency standard 
for life insurance business (IPSA 21(2)(c)).

John Smith
appointed actuary

5 September 2013

appointed actuary’S review of  
fidelity life aSSurance company limited at 30 June 2013
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