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Financial statements

Statement of comprehensive income
For the year ended 31 August 2013

2013 2012
NZIFRS  Restated NZIFRS
Note $000 $000
Premium revenue 18,374 16,216
Claims experise 10 (18,792) {12:448)
Underwrlting surplus 4,582 3,770
Operating expenses ' 2 (5,235) 4.520)
Investment income 3 244 371
Other income 3 268 294
Profit/(loss) attributed to members {141) (85)
Other comprehensive income - -
Total comprehensive income (loss) attributed to members (141) (85
Statement of changes in reserves
For the year ended 31 August 2013
2013 2012
NZIFRS  Restatad NZ IFRS
$000 $000
Opening balance/retained surplus/total reserves 4,172 4,258
Profit/(loss] attributed to members (141} (85)
Other comprehensive income - -
Total comprehensive incorme attributed to mepmbers (141) {85)
Closing balance/retained surplus/total reserves ‘ 4,031 a4,172

The financial statements should be read in conjunction with'the notes on pages 12 to 34,
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Statement of financial position
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As at 31 August 2013
31 August 2013 31August 2012  1September2011
NZIFRS Restated NZIFRS ~ Restated NZIFRS
Note §600 §000 5000
Assets
Cashrand cash eguivalents 4 1,057 1,074 532
Prémium and:-other receivables 5 841 801 367
Investments 6 6,200 5800 6,866
Property and eguipment 7 95 58 73
Intangible assets 8 114 144 60
Total assets 8.307 7.877 7.898
Liabilities
Trade and other payables 9 367 287 430
Employee benefits 284 213 191
Provision for unearned premiums 16 1,876 1,385 1137
Provision for outstanding claims 10 1,749 1,820 1,882
Total liabilities 4,276 3,705 3,640
Netassets 4,031 4,172 4,258
Represented by
Reserves 4,031 4,172 4,258
¥

Jane Bawden Chair
25 October 2013

Bridgit Sissanse
25 October 2013

The financial statemnents should be read in conjunction with the niotes on pages 12 1o 34,
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Statement of cash flows
For the year ended 31 August 2013
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2013 2012
NZIFRS NZ IFRS
Note $000 $o00

Cash flows from operating activities
Cash receipts from customers 19,015 16,629
Cash paid as claims (13.864) {12,508)
Cash paid to suppliers and employees 4,870) {4.876)
Interest received 170 398
Net cash flows from operating activities 13 ‘ 451 (357)

Cash flows from Investing activities
Proceeds from sale of investments 5,800 1067
Acquisitions of investments (6,200} -
Acquisitions of property, plant and equipment (68} {168)
Net cash flows used in investing activities {468} 898
Net increase/(decrease) in cash and cash equivalents (17 542
Opening cash and cash equivalents 4 1,074 532
Closing cash and cash equivalents 1,057 1,074
Bank ¢all accounts 1057 1,074

The financial statements should be read in.conjunction with the notés on pages 12 16 34.
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Notes to the financial statements
For the year ended 31 August 2013

1. Statement of accouiting policies

Reporting entity
Health Service Welfare Society Limited (the 'Society) trading as Accuro Health Insurance is registered under
the Industrial and Provident Societies Act 1908, The Society is incorporated in New Zealand.

The society is domiciled in New Zealand. The registered office and principal place of business is 79 Boulcott
Street, Wellington.

“The financial statemetits of the Society have been prepared according to the Financial Reporting Act 1993.

During the reporting period, the Society wis operating under a licence granted by the Reserve Bank of
New Zealand to operate asan insurer subject to the Insurance [Prudential Supetvision) Act 2011. The Society
is deemed to be an issuer under the Financial Reporting Act 1993 from 1 September 2012,

Nature of the business
The principal activity of the Society is to provide sickness, accident, hospital, surgical, specialists and medical
berefits and bereavement grants to membaers.

Basis of preparation
The financial statements have been prepared in accordance with New Zealand general accepted accounting
practice {NZ GAAP).

Under the specific criteria and definitions of the financial reporting standards, the Directors have classified the
Society as a public benefit entity for:financial reporting purposés.

The financial statements comply with New Zealand equivalents to International Financial Réporting Standards
{NZ IFRS} as appropriate for not=for-profit entities.

The statements of financial position have been presented in the order of decreasing liquidity. All balances are
current, except for investments; intangible assets, and property and equipment.

The financial statements were approved by the Board of Directors oni 25 Qctober 2013,

These are the Society's first financial statements prepared in accordarice with NZ IFRS and NZ IFRS 1 "First=time
adoption of international financial reporting standards’ has been applied.

An explanation of how the transition to NZ IFRS has affected the reported financial position and financial
performance and cash flow of the Society is provided in note 16,

New financial reporting standards approved but not yet effective

A number of standards and interpretations that have recently been issued or amended, but are not yet-effective,
have riot been adopted by the Society for the annual reporting petiod ending 31 August 2013. Those which are
likely to impact the Society are-outlined in the following:

NZ IFRS 9: Hnancial instruriénts = This standard will eventually réplace NZ IAS 39: Financial instruments -
recognition.and measarement 'NZ I1AS 39"} and is expected to be adopted by the company in the period
gnding 30 Septémber 2015 when it becomes effective. The standard is not expected to materially affect the
company’s financial statements.

800 WELLINGTON
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Basis of measurement

“The financial statements are prepared on a historical cost basis except the following, which are stated at their
fair value! investmenits and insurance contract liabilities.

Functional and presentation currency

These financial statements are presented in New Zealand dollars (), which is the Saciety's functional and
presentation currency.

All finanicial information preserited in New Zealand dollars has been rounded to the nearest thotsand, unless
otherwise stated,

Use of estimates and judgements

The preparation of financial statements reguires management to make judgements, estimates and
assumptions that affect the application of accounting policies and the reported amounts of assets; liabilities,
incorne and expenses. Note 10 details several of the major assumptions. Actual results may differ from these
estimates:

Estimates and underlyihng assumptions are reviewed on an on=-going basis. Revisions to accounting estimates
are recognised in the period in which the estimate is revised,

Information aboiit significant areas of estimation, uricertainty and critical judgements in applying accounting
policies that have the most significant effect on the amounts recognised in the financial statements are
described in the following notes:

+ Note 10 Insurance contract liabilities
+ Note 11 Risk management.

The accounting policies set out below have been applied consistently by the Society to all periods presented
in these financial statements.

Cash and cash equivalent

Cash and cash equivalénts comprise cash balances and call deposits with maturities of three months or less
from the acquisition date that are subject to an insignificant risk of changes in their fair value, and are used
by the Society in the management of its short-term commitments,

Under the NZ IFRS definition of financial assets, cash and cash equivalents are classified as loans and
receivables,

Premiums and other receivables

Premiums and other receivables are initially measured at costand subsequently measured at amortised cost
using the effective interest method, less any impairment losses. Impairment losses for uncollectable premiums
are expensed in the year in which the impairment occurs.

Under the NZ IFRS definition of financial assets, premiums and other receivables are classified as loans and
receivables.

Investments

The management of the investment portfolio was previously outsourced to National Bank Private Bainking
and comprised investment grade New Zealand fixed interest securities. These financialassets were designated
as financial assets atfair value through profit and loss on inception.

13
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During the 2013 financial year, this portfolio'was realisetd and reinvested in term deposits with New Zealand
banks or their subsidiaries. Term deposits with a term greater than three months are classified as investments.
These financial assets are recognised as loans and receivables.

Property and equipment
ltems of property and equipment are:measured at cost, less accumulated depreciation and impairment losses.

Subsequent expenditure that replaces a componefit or enharices the itemn of property or equipment is added
to the carrying amount of an item of property or-equipment when that cost is incurred if it is probable that
the future econamic benefits embodied within the item will flow to the Society and the cost of the item can
be measured reliably, All other costs are recognised asan expense in determining the profit or loss,

Capital expenditure on major projects is initially recorded as work in progress. On completion of the project,
the asset is transferred to the appropriate asset category. Work in progress is not depreciated.

Depreciation of property plant and equipment is recognised in thé profit orloss oni a straight-line basis over
the estimated useful lives of each component of the asset as follows:

« Computer equipment 25%~33% per-annum, 3=~4 years
» Other fixed assets 20%~33% peranrium, 3=5 years
= Leasehold improvements - Based on the remaining life of the lease 1+6 years,

The estimated useful life of assets, residual value and depreciation method are reassessed annuatly.

The sale proceeds and purchase costs of property, plant and equipment is disclosed in the statement of
cash flows.

Subsequent expenditure on assets is recognised as an expense in the profit oross.

intangible assets

Computersoftware is recognised as an intangible assetwhen'it Is not an integral part of the computer hardware.
Softwate development expenditure that meets the criteria for recognition as an intangible asset is capitalised
and amortised over its expected useful life, subject to impairmerit testing. Costs incurred in researching and
evaluating a project up tg the point of formal conimitment to a project are treated as research costs and are
expensed as incurred. All capitalised costs are deemed to have anexpecied useful life of five years, unless it
¢an be clearly demonstrated that the riet benefits aré to be generatéd over either a longer or shorter period.
Thecapitalised costs are amortised on a straight-line basis over the periad following completion of & project
or implementation of part.of a project,

Amortisation of intangible assets are recognised in determining the surplus or deficit in the profit-or loss on
a straight-line basis over the estimated uselul lives of each cormpornient of the assetas follows:

+ Software 20%-33% per annum, 3-5 years

The estimated useful life of assets, residual value and depreciation method are reassessed annually,
The sale proceeds and purchase costs of intangible assets are disclosed in the statement of cash flows.
Subsequent expenditure on assets is recognised as an expénse in the profit orloss.

The recoverability of the carrying amount of the asset is feviewed at each reporting date by détermining
whether there is anindication that the carrying value may beiimpaired. IF-any such indicationexists, the item
is tested for impairment by comparing the recoverable amount.of the asset to its carrying value,

BDO WELLINGTON
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Forelgn curréncy transactions

Tratisactions in foreign cufrencies are translated to New Zealand dollars at exchange rates at the date of
the transaction. Monetary assets and liabilities. denominated in foreign clirrencies at the reporting date are
retranislated to New Zealand dollars at the spot exchange rate at reporting date. All differences arising on
settlement or translation of monetary items are taken to the profit or loss. The Sadiety is New Zealand-based
and as such has minimal foreign currency activity.

Impairment

Non-financial assets impairment

The carrying amounts and rasidual values of property, planit and equipment and intarigible assets are reviewed
at the end of each reporting period to determine whether there is any objective evidence of impairment. If any
such indication exists, the asset's recoverable amount is estimated:

The estimated recoverable amount of an gsset is the greater of fair value, less costs to:sellor value in use,

An impairment loss is recognised whenever the carryirig amount of an asset exceeds its recoverable.amount.
Impairment losses directly reduce the carrying amount of the asset and are recognised in the profit or loss.

Non-derivative financial dssets

A financial asset not carried at fair value through profit or loss is assessed at each reporting date to determine
whether there is objective evidence that it is impaired. A financial asset is impaired If there is objective evidence
of impairment as a result of one or more events that occurred after the initial recognition of the asset, and that
the loss event(s) had an impact on the estimated future cash flows of that asset that can be estimated reliably.

Objective evidence that financial assets are impaired includes default or.delinguency by a debtor, restructuring
of an.amount due to the Society on térms that the Society would not consider otherwise, indications that

a debtor will enter bankruptcy, adverse changes in the payment status of debtors, economic conditioris that
correlate with defaults or the tisappearance of an active market for a security.

Financial assets measured at amortizsed cost

The Society considers eviderice of impairment for financial assets measured at arortised cost{loans and
receivables) at both a specific asset and collective level, Al individually significant assets are assessed for specific
impairment. Those found not to be spécifically impaired are then collectively assessed for any impairment that
has been incurred but not yet identified. Assets that are not individually significant are collectively assessed for
impairment by grouping together assets with similar risk characteristics.

In assessing collective impairment, the Society uses historical trends of the probability of default, the timing
of recoveries and the amount of loss incurred, adjusted for management's judgement as to whether current
economic and credit conditions are such that the actual losses are likely to be greater or less than suggested
by historical trends.

An impairment loss in respect of a financial asset measured at amortised cost'is calculated as the difference
between its carrying amount and the present value of the estimated future cash flows, discounted at the
asset’s original effective interest rate. Losses arerecognised in profit or loss and réflected in ar allowance
account against loans and receivables. Interest on the impaired asset ¢ontinues to be recognised. When an
everit oceurring after the impairment was recognised causes the amount-of impairment loss to.decresse,
the decrease in impairment loss is reversed through profit or loss.

{BDO
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Insurance contracts
Insurance contracts are defined as those containing significantinsurance risk at the inception of the contract.

Once a ¢ontract has been classified as an insurance contract, it remains an insurance contract for the remainder
of its lifetirne, even if the insurance risk réduces significantly during the period,

The Society has determined that all health insurance policies provided to members are insurance contracts.

Income recognition

Premiums

Gross ‘earned premiums from insurance contracts are recognised evenly over the current billing period of
the contract,

Revenue is recoghised on the date from which the policy is effective. Premiums billed but uneamed are
recorded as an unearned premium liability in the statement of financial position, as provision for unearned
premiums.

Feos and other income
Fees and othér income are recognised as Iricomie gvenly over the petiod in which the related services are
performed.

Investinent income
Interest income is recognised in the profit or loss as it accrues: usifg the effective interest rate method.

Premiums and discounts that are an integral part of the effective yield of the investment are recognised as
an adjustment to the effective interestrate of the instrument,

Realised and unrealised gains and losses on investments, recorded profit or loss, include gains and losses

on financial dssets classified as financial ‘assets at fair value through profit or loss. Gains and losses on the sale
of investments are classified as the difference between net sale proceeds-and the carrying value recorded at
the date of the sale transaction. Unrealised gains and losses are classified as the difference between the fair
value at the reporting date and the previous carrying value:

Leases
The Society as a leasee defines its leases as an operating lease where they do not substantially transfer all the
tisks and rewards incidental to ownership.

Payments made under-operating leases aré récognised in determining the surplus or deficit in the staternent
of financial performance on a straight-line basis over the term of the lease.

Any inducement payments received as part of an operating lease agreement are deferred and recognised
on a straight-lirie basis over the term of the lease,

- Policy acquisition costs

benefits from premiums. Acquisition costs are initially recorded in profit orloss. Any amounts that give rise
to premiurmis in subsequent réporting periods are deferred as an asset and amortised over the period covered

by the premium paid.

BDO
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Trade and other payables

Trade and other payables are categorised as other financial liabilities. Trade and other payables are recognised
initially at fair value plus any diféctly attributable transaction costs. Subsequent to initial récognition these
financial liabilities are measured at amortised cost using the effective interest method.

Net claims expense

The net claims expense represents payments made on claims and the movements in the dutstanding claims
and unexpired risk provisions (as described below).

Provisions

A provision is recognised when the Society has a present legal or constructive obligation as a result of a past
éventarid it Is probable that an outflow of economic benefits will be required to settle the obligation. If the
effect is miaterial, provisions are détermined by discounting the expected future ash flows at a rate that reflects
current market rates.and, ‘where appropriate, the risks specific to the obligation.

Outstanding claims provision
A central estimate is made of claims reported but not paid, claims incurred but not reported and claims
incurred but not received.

The liability for outstanding claims includes expected claim payment plus associated claims handling costs.

Unexpired risk provision and liability adequacy test

A liability adequiacy test is performed to assess whether there is any deficiency in the unearned premium liability
arising from expected claims and administration costs.during the period covered by the unearned premium.
The test is performed on all the policies as a whole, as risks are broadly similar and are managed together as
a'single portfolio. The central estimate of claims and administration expenseés is calculated: The total is compared
with the unearned premium liability. Any deficiency is recognised as an expense in the profit or loss.

Employee entitlements

Employee entitlements represent the current obligation to employees in respect of outstanding salaries,
leave entitlements and other short-term benefits.

Income tax expense

The Society is registered under the Industrial and Provident Societies Act 1908 with rules approved and

an acknowledgement of registration dated 26 March 1991. The Sociely is recogriised by the Inland Revenue
Department as being exempt from all income tax.

Goods and services tax (GST)

The statement of comprehensive income in the statement of cash flows have been prepared so thatall
comporients are stated exclusive of GST. All items in the statemient of financial position are stated net
of GST, with the exception of receivables and payables, which include GST invoiced.

BODO WELLINGTON
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Financial Instruments

Financial assets at fair value through profitor loss

A financial asset is classified at fair value through profit or loss if it is classified as held for trading or is designated
as such upon inttial recognition, Financial assets are designated as at fair value through profit or 10ss if the
Society manages such investments and makes purchdse.and sale decisions based on their fair value in
accordange with the Society's documented fisk managément or investment strategy. Attributable transaction
costs are recognised in profit or loss as incurred. Financial assets at fair value through profit or loss are measured
at fair value and changes therein, which takes into aceount any dividend income, are recognised in profit or 1oss.

Financial assets desigriated at fair value through profit or loss comprise of investmenits.

Loans and receivables

Loans and receivables are financial asséts with fixed or Heterminable payrments that are not quoted inan
active market, Such assets are recognised initially-at fair value plus any directly attributable transaction costs.
Subsequent to initial recognition, loans and receivables are measured at amortised cost using the effective
interest method, less any impairment losses

Non-derivative financial liabilities

All other financial liabilities are recognised initially on the trade date, which is the date that the Society
becomes a patty to the contractual provisions of the instrument.

The Society derecognises a financial liability when its contractual obligations are discharged, cancelled or expire.

The Society classifies non-derivative financiat Habilities into the other financial liabitities category. Such financiat
liabilities are recognised iriitially at fair value plus any directly attributable transaction costs. Subsequent to
initial recognition, these financial liabilities:are measured at amortised cost using the effective interest method.

Other financial liabilities comprise trade and other payables,

Change in accounting estimates

A change in‘an accounting estimate that gives rise to a change irran asset or Hiability is recognised by
adjusting the carrying amount of the related asset or liability item in the period of the change, Other changes
in accolnting estimates are recognised prospectively in the profit or loss:

Change in accounting policies

In compliance with the Reserve Bank of New Zealand licensing requiremetits, the Society has adopted NZ IFRS.
The accounting policies set out above have beéen applied consistently to all periods presented in these financial
statements and in preparing the opening NZ [FRS statement of financial position as at1 September 2011 for
the purpose of the transition to NZ IFRS, unless otherwise indicated.

,,,,,,,,, |BDO
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2. Operating expenses

2013 2012
$000 $000
QOperating ‘expenses include:
Independent auditor’s remuneration - BDO Wellington:
Audit of financial statements 28 28
‘Other services 6 7
Depreciation 30 31
Amortisationi of intangible assets 40 39
Directors” fees 73 101
Employee benéefits expense 2489 2,365
Contributions to KiwiSaver 98 110
Rental of premises 96 89
Provision for impairment of réceivables 48 55

Auditor's remuneration for other services disclosed above consists of accounting/tax-advisory services, reviewing

regulatory returhs and providing services at the AGM.

2012

2013
s000 $000
Directors’ fees and expenses:
Geoff Annals 23 27
Jane Bawden 16 14
Melissa Clark-Reynolds - 12
Anne Hare 7 22
Bridgit Sissons 13 14
Bernie Wood 8 12
Edward Schuck 7 -
Aaron Mills 6 -
80 101
Directors’ expenses 4 4
‘ 84 105
In addition, member Directors received a subsidy on their health insurance premiums of 4 4
Health insurance claims paid to member Directors 3 1
Remuneration of key management personnel
Key managerment personnel included Uhief Executive Officer and senior executives
Remuneration 937 861
KiwiSaver contributions 41 44
Health insurance premiums paid 8 1
8 5

Health insuranceé claims paid

The Society doés not provide loans oradvances to key management personnel. Ateach reporting date; the amounts

sutstanding to key management personnel comprise salaries and eamed leave.

BDO
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3. Investment and other income

2013 2012
$000 $000
Investmentincome
Fair value through profitor loss = gains (lOssés) = {19)
Fair value through profit of loss — intérast s 390
Loans and réceivables < interest : 244 -
Total investment income | 244 371
Management fees 172 192
ACC recoveries 96 102
Total other income 268 294
4. Cash and cash equivalents

2013 2012

$000 $000

Held In operating bark accounts on rates ranging from 2=3% 1.057 1074

5. Premium receivables

2013 2012

$000 $000

Premium recelvables 472 A7l
Salary deductions to be allocated - )
Provision for impairment 10 (66)
Net realisable amount 462 404
Prepayments 20 67
Acquisition costs 285 330
Accrued interest 74 -
' 841 g01

Thie fair valiie of premiums-approximates the carrying amount. Receivables aré a current asset. Premiuim receivables
are 90 days orless. When.a member is invatredrs the coveris suspended and if they are in atrears for more than 90 days
their policy and membership lapses ity the premium is'written off. The exception is where a payment plan s in'place.
The total of premium receivables past due and not impaired is $42,000 {2012: $20,000),

IBDO
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2013 2012
Analysis of premium receivables $000 $000
Opening provisiorr 66 232
Additional provision 9 55
Impairmient recsgnised (64) (221)
Closing provision 11 66

6. Investiments
2013 2012
$000 Soo00

At fair value through profit or loss:

Bonds {portfolio managed by the ANZ bank) = 2203
Government stock - 1454
Locat authority stock - 630
Other - 1,513
Total - 5,800

Loans and receivables
Term deposits 6.200 -
Total 6,200 5,800
Totalinvestments 6,200 5,800

During 2013, the Society realised the portfolio fixed-interest investments maniaged by the ANZ Wealth management
group and reinvésted this money in term deposits with a range of New Zedland banks and their subsidiaries. Cash and

¢ash equivalents are all held with trading bariks st the daity call rate applicable.

2013 2012
Analysis of Investments $000 $000
Current
Term deposits under 12 months 4,400 &
Outsourced bond and fixed interest portfolic ' - 620
Non-current
Term deposits over 12 months, under 24 manths 1,800 -
Outsourced bond and fixed-interest investment portfolio - 5,180
' 6,200 5,800

Theaverage interest rate for term deposits at 31 August 2013 was 4.22%. The annual portfolio return for 31 August 2012

was 4.74%.

1h 2012, the investrment portfolio management was ottsourced to ANZ and comprised mainly bonds which were subject

to-daily market rates.

In.2013, this function was taken in-house arid the funds were invested in bank term deposits which have a contract

arhourit which is their face or issue value,

BDOWELLINGTON
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7. Property and eguipment
31 August 2013 31 August 2012

Computer Other Computer Other

and tixed and fixed
equipment assets Total | equipment assets Total
So00 $000 $000 $000 $o000 $000
Cost 52 . 79 131 89 158 247
Accumulated depreciation (19) 17 36) (66} {123} {189}
Closing balance 33 62 ~9§ 23 35 58
Openirg balance 23 35 58 23 50 73
Additionis 25 42 67 9 7 16

Transfers from work
in-progress = - - - - -
Disposals - - -~ - - -
Depreciation 1s) {5} {301 © 22) {31)
Closing balance 33 62 95 23 35 58
8. Intangible assets
31 August 2013 31 August 2012

Work in Workin
Software progress Total Software progress Total
so00 $000 $000 5000 $ooo $000
Cost 184 - 184 263 50 313
Accumulated depreciation (70} = 70 {169} - {169)
Closing balance 114 = 114 94 50 144
Opening balance 94 50 144 60 - 60
Additiors 29 - - 72 50 122

Transfers from work

in progress 50 {50) = - - -
Disposals {19} = {19} - - -
Depreciation (40) = {40) (39} - (39
Closing balance 114 - 114 94 50 144

BDOWELLINGTON
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9. Trade and other payables
2013 2012
$000 $000
Tradé payables 200 150
Other paysbles 167 137
367 287
All payables aré settled within 30 days unless there is an agreed retention. The deferted lease is how included
in other payables.
10. Insurance contract liabilities
2013 2042
$000 $000
Provision for outstanding claims {refer to note 103) 1749 1820
Provision for unearned premium:{refer to note 10¢) 1,876 1385
3,625 3,205
10a
Central estimate 1.557 1620
Expense margin 78 81
Risk margin 114 119
1,749 1,820
10b
Opening claims provision 1,820 1,882
Amounits utilised during the period {1.593) (1,700
Additional provision/(reversal of unused provision) 27) 41
Amounts provided during the year 1,556 1620
Movement.in risk margin 5) {53)
Movement in claims handling costs {2 31
‘ 1,749 1,820
10¢
Claims expense
Insurance claims paid 13,864 12,508
Movement.in provisions for outstanding claims {72} (62}
13,792 12,446
10d
Opening provision for unearned premium 1,385 1,137
Premiums written during the year 18,865 16464
Less premiums earned during the year (18,374} (16,216}
Closing provision of unearned income 1,876 1,385

Claims are predominantly short-term in:nature and are generally settled within 12 months of being incurred.

Accordingly, amourits are notidiscounted.

BDO
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Capital and solvency requirement

The Society is a registered industrfai and provident Society. As a conseguence of its legal structure, the Society
has no recourse to external ‘capital. The Society’s capital of $4.0 millioh (2012: $4.2 million) is equal to the
reserves as disclosed in the financial statements.

From 31 December 2012, as a provisional licence holder, the Society was subject to new solvency margin
requirentients. From 21 February 2013, as & consequence of being a fully licensed insurer, the Solvenicy Standard
for Non-life Insurance Business {‘the solvency standard’) issued by the Reserve Bank requires the Society to
retain a solvency margin of greater than zero, meaning that the actual solvéncy capital position exceeds the
minimum required under the solvency standard.

Based on the information provided to the consulting actuary, he has determined that the total minimum
solvericy provision for the Society as at 31 August 2013 is $1.1 million. The minimutn required by the non-life
solvency standard released by the Reserve Bank is §3 miltion.

During the year ended 30 June 2013, the Society complied with all externally imposed capital requirements.

The Directors’ policy for managing capital is to have a strong capital base to establish security for members and
enable the Society to conduct its businiess whilst maintaining financial soundness. The Society has embedded
in its capital management framework the necessary tests to enslire continuous:and full compliance with'the
solvency staridatd, The key internal benchmark is to maintain the solvericy margin at 18=25% of annualised
premium income, At 31 August 2013, this margin was 21% of annualised premium income. The policy inrespect of
capital management is regularly reviewed by the Directors in line with the guidelines issued by the Reserve Bank:

2013 zo12

$000 $000
The Society's adjusted available capital 3.914 4148
130% 138%

Provision for claims

An.actuarial report has been obtained to assess the provisions for claims incurred but not paid (which ingludes
claims not yet notified) at period end:

+: The effective date of the assessment in the actuarial report was 31 August 2013,

¢ The hame ahd qualification of the actuary is Peter Davies of Davies Financial and Actuarial Limited,
Fellow of the Society of Actuaries New Zealand.,

+  The standards of the New Zealand Society of Actuaries were used to determine the amountof the
outstanding claims liability:

+ Theactuary is satisfied as to the nature, sufficiency and accuracy of the data used to determirié theé
outstanding claims liabitity.

s Theactuarial report contained 1o qualifications.

Outstanding claims liabilities are assessed as the ¢entral estimate of the présent value of expected future

payments for claims incurred but not settled at 31 August 2013, whether reported or not; together with related

claims handling ‘costs and an additional risk margin to allow for the inherent uncertainty in the central claims

estimate. The central estimate of the outstanding claims has been calculated using historical experience to

determine the pattern of claims development,
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A risk:margin has been.added to reflect the inherentuncertainty in the central estimate. An analysis of the
volatility of the historical experience has been used in determining the risk margin. Future volatility is assumed
to be consistent'with historical volatility. A risk margin of 7% of the central estimate was established at

31 August 2013 (31 August 2012: 7%). The risk margin was determined with the objective of achieving at least
75% probability of sufficiency of the outstanding ¢laims provision,

A hindslght analysis of the provision shows:

2013 2012

5000 $000

Central estimate 1,620 1.660
Total claims made in hindsight {1.593) (1,702)
27 (42)

Key assumptions

« Future patterns of claims development will be similar to historical patterns depending on the type of
policy. type of claim and development month.

» Processing of claims will continue to be consistent at the Society.

Claims handling costs include internal and external costs incurred in connection with the negotiation and
settlement of claims.

Internal costs include all direct expenses of the claims department and any part of the generat administrative
costs directly attributable to the claims function, Claims handling costs were determined to be 5% (31 August
2012: 5%) of the underlying claims amounts based on an analysis of administration expenses.

The expected settiement date for 90% of claims included in the liability is less than 90 days for hospital claims
(31 August 2011: less than 90 days) and 11 months for primary/medical claims (31 August 2012: less than

11 mionths). Accordingly, expected future payments are not discounted due to the short-tail pnatare of the
liabilities:

The above provisions have been included in the total of claims paid and accrued irn the statement of financial
performance.

Unexpired risk provision and liability adequacy test

Aliability adequacy test was performed to determing whether the unearnied premiurm liability is adequate to
cover the present value of the expected future cash flows arising from rights and obligations under current
insurance contracts, plus an additional risk margin to reflect the inherent uncertainty in the central estimate.
The future cash flows are future claims, associated claims handling costs and other administration costs
relating to the business.

If the present value of the expected future cash flows plus the additional risk margin to reflect the inhererit
uncertainty in the central éstimate exceeds the unearnéd premium liability less related intangible assets and

An unexpired risk liability is calculated as the projected premiurm deficiency forcurrent in-force business until
the hext policy billing date on or after 1 September 2013, There is no unexpired risk liability for the year ended
31 August 2013 (2012:0).
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The calculation of the risk margin has been based onan analysis of the volatility of historical claims experience
within the time period covered by the unearned premiums. A risk margin of 4% of the present value of expected
future cash flows has been applied at 31 August 2013 (31 Auguist 2012: 4%). The risk margin was determined
with the objective of achieving at least 75% probability of sufficiency of the unexpired risk liability,

Key assumptions:

= Anaverage loss ratio for the remaining deferred revenue period of 74% (2012: 76%)
« An-éxpense allowance of 10% (2012: 10%)
+ A commission component of 12% of the unearned premium

Expected future payments are not discounted due to the short tail nature of the labilities.

11. Risk management

Insurance risk

Accurohas adopted a risk management strategy that is set by the Board and managed operationally by Accuro
staff, which provides a holistic view of risk expostire across all levels of the business: Such 4 strategy has allowed
Accuro to run a sustainable and progressive business with a strong future.

Accuro’s objectives regarding the management of risks arising from all insurance contracts is to ensure:

» thereisa sufficient financial buffer, as set by the RBNZ, to absorb any claims volatility
- -strong underwriting that aligns with industry standards

» a pricing stratégy that covers the underlying risk of insurance products

+ strong operations through robust claims and member processes.

Acturo further mitigates the risks arising from insurarice contracts by structuring its investment portfolio and
financial policies to allow for sufficient cash flow during periods of volatility.

Sensitivity risk represents imipact of variables onAccuro’s key metrics. The financial results of the Society are
primarily affected by the level of claims incurred relative to that implicitin the premiums, The assumptions
used in the valuation of the outstanding ¢laims provision directly affect the level of estimated clairms incurred.
The key assuimptioris used are detailed i note 10. The sensitivity:of the outstanding claims provision to
chianges inthe claims settlement pattern is:

2013 2012
§000 $000
Base assumptions 1,749 1,820
Claiimis settlement time + 10% 2417 2483
Claims settlement time - 10% 1,099 1,238

Concentration risk within Accuro is defined as a coricentration in irnsurance ¢ontracts under one entity. An entity
could bea group or third party such as.an adviser. Although Accuro's insurance risk is varied, there is a particular
focus on ensuring that concentration does not oceur, By doing s, Accurs ensures limited exposure to one-off
large losses from singular events.
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Creditrisk
Thecredit quality of investment counterparties is as follows:

2013 2012

$000 £000

Asrated 6,200 5064
B-rated - 281
Unrated - 455
‘ 6,200 5,800

The above $6,200 is the face value of term deposits with New Zealand trading banks or their subsidiaries.
The 2012 investments were part of a New Zealand fixed-interest portfolio managed by ANZ.

The maximum exposure to credit risk at the end of the reporting period is the amount of financlal assets
stated in the statement of financial position.

These exposures are net of any recognised provisions for impairment losses. The Society does not require
any collateral or security to support financial assets due to the quality of the counterparty organisations.

Premium receivables are due from a very large number of counterparties, ranging from corporates to
individual members. Analysing these by credit quality would not be feasible, as the majority of counterparties
will be non-rated.

Liquidity risk

The Society is exposed to-daily calls on its available cash resources from ¢claims and administration expenses.
Liquidity risk is the risk that payment of obligations may not be met in a timely manner at a reasonable cost.

The portfolio is managed to ensure funds are available to meet such calls to cover claims and expenses at
unexpected levels of demand. ‘ :

2013 2042

§ooo $000
The contractual maturities of investrments are as follows:
Under 12 months 4,400 620
Between 1 and 2 years 1800 999
Between 2 and 3 years - 1116
Between 3 and 4 years - 783
Between 4 and 5vears - 634
Over 5 years - 1,648
6,200 5,800
in addition tothe above investments. the Society has on-call funds of: 1,057 1074
TheContractual maturity of financial tiabilities are as follows:
Trade and dther payables
Under 12 mionths 200 150
200 150
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Foreign currency risk
The Society's members' investiments-and business activities are New Zealand-based, and there is mirimal
exposture to foreign currency risk.

Interestrate risk

The Society invests in both fixed and variable rate financial instruments such as bonds, commercial paper and
floating rate notes. There is @ risk that any miovement ininterest rates could have an effect on the profitability
and cash flows. The Society maintains a ‘spread of investment types and maturity profiles to mitigate this risk,

Cash flow interest rate risk

The cash flows from the Society's investménts in the short term are susceptible to changes ininterest rates.
However, as the majority of investments are fixed rate-and these investments are held until maturity, this
exposure is mitigated. The following analysis shows the impact of any chahges in interest rates on the cash
flows (based on average investments held).

2013 2012
5000 $000

The full year impact of 1% interest rate change would have the following impact
60 63

on interest eamings in profit and loss and equity.

The Society used 1% in'its sensitivity analysis as this is considered a possible material variation in the base
interest rates,
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12. Fair values

The ‘estimated fair values of the financial instruments are considered to be theif ‘carrying value.

C{a”ssiﬁcati‘on and fair values

The fairvalues of financial assets arid liabilities, together with the carrying amounts shown in the statement
of financial position, are as follows.
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Designated at

Other Total
fair value Loansand financial carrying

through PeL receivables liabilities amount. Fair value
2013
Assels
Cash and cash equivalerits - 1057 = 1,057 1,057
Trade and other receivables = 472 - 472 472
Investrents - 6.200 = 6,200 6,200
Total assets - 7.729 - 7,729 7.729
Liabilities
Trade and other payables - - 200 200 200
Total liabilities ' - - 200 200 200
2012
Assets
Cash and cash eguivalents - 1,074 - 1074 1,074
Trade and other recelvables - 471 - 471 471
Investmants 5,800 - - 5,800 5.800
Total assets 5,800 1,545 - 7345 7.345
Liabilities
Trade and other payables - - 150 150 150
Total iabilities - " 150 150 150

Fair value of financial instruments

For financial instruments that are not cartied at fair value, the carryirig amount is a teasonable approximation
fair value. The following table provides an analysis of financial instruments that.are measured subsequent to
initial recognition at fair value, grouped into Level 1to 3 based on the degree to which the fair value is

observable:

Level 1 fair value measurements are those derived from quoted prices.in active- markets for identical assets

and liabilities.

Level 2 fair value measuremients are those derived from inputs other than quoted prices included within
Level 1 that are observablefor the asset-or liability either directly (as prices) or iridirectly (detived from prices).

Level 3 fair value measurements are those derived from valuation technigues that include inputs for the

assets or liabilities that are not based on observable market data.
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Fair value of financial instruments

Level1 Level 2 Level 3 Total

Society 2013
Financial assats = = -

Total - = - -

Soclety 2012
Financial assets = = w =
investmernits - 5800 - 5.800

Total - 5,800 - 5,800

13. Reconciliation of profit/(loss) with net cash flows from

operating activities
2013 2012
$000 $000
Reported profit {loss) {141) (86)
Non-cash items
Bad debts expense 48 30
Depreciation/amortisation expenise 70 70
Movement in claims provision 71 (62)
Fixed asset régister adjustment (61) =
Unrealised capital gains = m
Movements In working capital
Premium and other receivables {40) (434)
Premiums in advance 491 248
Trade arid other payables 81 {144)
Employee benefits 74 21
451 (357)
Net cash inflow from operating activities 451 (357)
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14. Operating lease obligations

2013 2012
$000 $000
Obligations payable 4fter reporting date on non-cancellable operating leasesare
as follows:
Not later than 1 year 194 141
15 years 433 130
Later than 5 years 134 415
' 761 686

The major component of the Society's non-cancéllable leases above relates to a six-year lease al a fixed rate
for the ﬁrst floor of 79 Boulcott Street. This lease runs until November 2018, at which stage the Society has
two further rights of renewal until the lease expires on 31 October 2024,

Capital commitments

Capital commitments at period end were: - 30

15. Contingent liabilities

2013 2012
$000 5000

The Society had no contingent liabilities at reporting date that would
Nit Nit

requiredisclosure
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16. Adoption of NZ IFRS

The Society has adopted NZ IFRS repotting standards from 1 September 2011 as applicable for public
benefit entities.

The opening position as at-1 Septeriber 2011 and the results for the 2012 financial year have been restated.

The accounting policies set out in the notes to the financial statemenits have been épplied in preparing the
financial statements forthe year ended 31 August 2013, the comparative information presented in thesg
financial statements for the year énded 31 August 2012 and in the preparation of an 6periing IFRS statement
of financial position at 1 September 2012 (the Society’s date of transition).

In.preparing its opening NZ IFRS staterment of financial position; the Society has adjusted amouints previcusly
reported in financial statements prepared in accordance with previous New Zealand GAAP. An éxplanation

of how the transition from previous NZ GAAP to NZ IFRS has affected the Society’s financial position and
financial performance is set outin the following tables and the notes accompanying the tables.

Reconciliation of equity

31 August 2012 1 September 2011
OLD GAAP Transition NZIFRS JOLD GAAP Transition NZIFRS
$o0o0 s$o000 $000 : $000 5000 $oo0
Assets
Cash and cash equivalents 1.074 = 1074 532 - 832
Premiuim anid ‘other receivables 801 = 801 367 - 367
[nvestiments 5,800 = 5,800 6.866 = 6,866
Property and eguipment 58 - 58 73 - 73
Intangible assets 205 (151} 144 183 {123} 60
Total assets 8,028 as) 7877 | 8020 7.898
Liabilities
Trade and other payables 286 - 286 430 - 430
Employee benefits 213 = 213 191 - 191
Premiums in advanice 1,385 - 1385 | 1137 - 1137
Provisions for gutstanding claims 1,701 {119} 1,820 171 a7y 1882
Total lablilities ' 3,585 {119) 3,704 | 3,469 {174) 3,640
~Netassets 4,443 (270) 4,172 4,551 294) 4,258
Represénted by
Reserves 4,443 (271) 4,172 4,551 {294) 4,258

The transitional adjustments relate to two items. Under NZ IFRS, the Society's actuary is required to provide
for an additional risk margin on claims. This results in-an additional expense and provision of $171,000 on
1 September 2011,

NZ IAS 38 Section 67 capitalisation criteria related to the development of internally generated assets is much
more stringent arid as such thie Society’s intertially developed software cost is being réduced by $151,000.
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The effect of the above adjustments on retained earnings is as follows:

31 August2012 1September 2011

$0bo $000
Previous OLD GAAP audited reserves 4442 4,582
Claims provision (119) 171
Intangible assets » ’ {151) {123)
Restated IFRS reserves ' 4172 4758

The adoption of NZ IFRS4 increased the opetiing IBNR provision by approximately $171.000. The Society's
actuary already includes:this increased provision in calculating the Society’s solvency for the Reserve Bank,

The adoption of NZ IFRS 4 will increase the level of disclosure related to insurance contract liabilities (refer
to note 10) and risk (refer to note11).

Reconciliation of profit

Restated 2012

OLD GAAP Transition NZIFRS

$oon $000 $000

Premium revenue 16,216 - 16,216
Claims expense (12.498) (52) (12:446)
Underwiriting surplus 3,748 (52) 3,770
Operating expenses {4,401 29 (4,520}
Investment income 37 - 371
Other income 294 - 294
Profit/(loss) attributed to members (108) (23) (85)
Other comprehensive Income - = -
Total comprehensivé income {loss) attributed to members {108} 23) {85}

Reinstatement of cash flow

The 2012 comparative cash flows have beer restated to be consistent with the 2013 presentation. The 2012
cash flows for premium revenue (516,335,000) and other income {$294,000) have been combined and restated
as cash receipts from custamers {$16,629,000). The 2012 cash flows for operating expenses ($4,755,000) and
Tower payments ($121,000) have been combined and restated as cash paid 1o suppliers and employees
($4.876,000). The restatements do not have an impact on the 2012 reported surplus/(deficit) before income tax.
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17. Rating
The:Society credit rating issued by Standard & Poor's is BB+.

18. Related party transactions

All the Society's dealings are at arm’'s length. The Society does provide health insurance to nurses.and
has & contract with the NZ Nurses Organisation (NZNOJ. The Society Baard Chair Geoff Annals was the
Chigf Executive Officer of the NZNO in 2012 and for part &f the 2013 financial years.

19. Subsequent events
There have been no subsequent events since thé balance date that would-have an effect on these
reported results,
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INDEPENDENT AUDITOR’S REPORT
To the Members of Health Service Welfare Society Limited (Trading as Accuro Health Insurance)

Report on the Financial Statements

We have audited the financial statements of Health Service Welfare Society Limited on pages 9 to
34, which comprise the statement of financial position as at 31 August 2013, and the statement of
movements in equity, statement of financial performance and statement of cash flow’s for the
period then ended, and-a summary of significant accounting policies and other explanatory
information, '

This report is made solely to the Members, as a body, in accordance with the Constitution of
Health Service Welfare Society Limited. Our audit has been undertaken so that we might state to
the Members those fmatters 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 Members, as a body, for our audit work, for this report, or for the
opinions we have formed.

Director’s Responsibility for the Financial Statements

The Directors are responsible for the preparation and fair presentation of these financial
statements in accordance with generally accepted accounting practice in New Zealand and for
such internal control as the Directors determine is necessary to enable the preparation of financial
statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with International Standards oh Auditing (New Zealand). Those
standards require that we comply with 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 auditor’s
judgment, 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 auditor considers
internal control relevant to the entity’s preparation and fair presentation of the financial
statements 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 entity’s internal control. An
audit also includes evaluating the appropriateness of accouriting 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 suffi¢ient and appropriate to provide a
basis for our audit opinion,

In addition to audit services, our firm provides other services in the areas of taxation advice and
business services, Partners and employees of our firm deal with Health Service Welfare Society
Limited on normal terms within the ordinary course of trading activities of their business. We have rio
other relationship with or interests in the Health Service Welfare Society Limited.

Opinion

In our opinion, the financial statements on pages 9 to 34, present fairly, in all material respects,
the financial position of Health Service Welfare Society Limited as at 31 August 2013, its financial
performance and its cash flows for the period then ended in accordance with generally accepted
accounting practice in New Zealand.

BDO WELLINGTON
25 October 2013
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Matters Relating to the Electronic Presentation of the Audited Financial Statements

| This auditor’s report relates to the financial statemerits Health Service Welfare Society Limited for
the year ended August 31 2013, included on Health Service Welfare Society Limited’s website. The
directors are responsible for the maintenance and integrity of the entity’s website. We have not been
engaged to report on the integrity of the entity’s website. We accept no responsibility for any
changes that may have occurred to the financial statements since they were initially presented on the
website, The auditor’s report refers only to the financial statements named above., It does not
provide an opinion oni any other information which may have been hyperlinked to or from these
financial statements. If readers of this report are concerned with the inherent risks arising from
electronic data communication they should refer to the published hard copy of the audited financial
statements and related auditor’s report dated 25 October 2013 to confirm the information included in
the audited financial statements presented on this website. Legislation in New Zealand governing the
preparation and dissemination of financial statements may differ from legislation in other
jurisdictions.




