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ANNUAL REPORT

The address for service for OnePath Life (NZ) Limited (the Company) is Ground Floor, ANZ Centre, 23-29 Albert Street,
Auckland 1010, New Zealand. The principal activity of the Company Is the provision of life insurance.

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

Accordingly, there is no information to be provided in this Annual Report other than the financial statements for the year
ended 30 September 2018 and the audit report on those financial statements.

Signed for and on behalf of the Board of Directors:

e / /

Anne Urlwin € Craig Malholland
Director Director
23 November 2018 23 November 2018

Financial Strength Rating Information

As at 23 November 2018 the Company has an “A+" Insurer Financial Strength rating given by S&P Global Ratings. The
following table describes the rating grades available. Plus (+) or minus (-) following ratings from AA to CCC show relative
standings within the major rating categories:

The following grades display long-term insurer financial strength grade characteristics:

S&P Global
Ratings
Extremely strong capacity to meet its financial commitments. This is the highest insurer financial strength category. AAA
Very strong financial security characteristics, differing only slightly from those rated higher. AA
Strong financial security characteristics but somewhat more likely to be affected by adverse business conditions than A
insurers with higher ratings.
Marginal financial security characteristics, Positive attributes exist, but adverse business conditions could lead to BBB

Insufficient ability to meet financial commitments.

Significant uncertainties exist which could lead to Insufficlent ability to meet its financial commitments. BB
weak financial security characteristics. Adverse business conditions will likely impalr abllity to meet financial

commitments. B
Very weak financlal security characteristics and dependent on favorable buslness conditions to meet financial ccc
commitments.

Extremely weak financial security and is likely not able to meet some of its financial commitments. cc
Under regulatory supervisian, R

In default on one or more insurance policy abligations but nat under regulatory supervision that would involve a SD or D

rating of 'R’
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GOVERNANCE STATEMENT

The Company adheres to the mandatory requirements of the Reserve Bank of New Zealand (RBNZ) Governance
Guidelines (the Guidelines) for licensed insurers issued under the Insurance (Prudential Supervision) Act 2010 and
endeavours to embrace non-mandatory governance guidelines or recommendations of the RBNZ and other relevant
bodies.

Board of Directors

The Company is governed by a Board of Directors, who have effective oversight of the Company’s activities through the
implementation of the Guidelines.

In accordance with the Guidelines, all current directors have been assessed by the Board in accordance with the
Company’s Fit and Proper Policy to have the appropriate fitness and propriety to properly discharge their responsibilities
as a director and have been certified as meeting the RBNZ'’s Fit and Proper Standard for directors of Licensed Insurers.
The Board Is considered to operate independently.

Board members as at 23 November 2018 are:
Anne June Urlwin

BCom, CA, F InstD, FNZIM, ACIS
Chair and Independent Non-Executive Director

Ms Urlwin has over 20 years' governance experience in sectors including energy, health, construction, regulatory services,
internet infrastructure, research, banking, forestry and the primary sector as well as education, sports administration and
the arts.

Charles Stewart Hett

MA, FIA, FNZSA
Independent Non-Executive Director and Audit and Risk Committee Chair

Mr Hett has wide-ranging experience of Financial Services and Insurance businesses in New Zealand, Australia, United
Kingdom and Asia; both as a consultant and holding various insurance company roles. As a consultant, Mr Hett has
provided advice on long-term insurance business products and liabilities alongside business risk and value. Mr Hett has
acted as statutory Appointed Actuary for a number of New Zealand insurers. Mr Hett‘s corporate roles have covered
product, risk and project management as well as maore traditional CFO, marketing and financial management roles.

Mr Hett has consulted in New Zealand, United Kingdom and Asia with larger organisations and also as an independent
consultant, most recently Mr Hett led the Deloitte New Zealand actuarial team from 2008 to 2017.

Craig Andrew Mulholland

BCom, LLB, LLM (Hons), MBA
Managing Director, Wealth

Mr Mulholland is responsible for ANZ Bank New Zealand Limited’s (ANZ Bank) Wealth team, which includes ANZ Bank’s
funds management and insurance businesses. Mr Mulholland has more than 25 years’ experience in commercial and legal
roles across a range of industries in New Zealand and overseas.

Gavin Murray Pearce

BSc, FIA
Non-Executive Director

Mr Pearce is Managing Director, Insurance, Australia and New Zealand Banking Group Limited. Mr Pearce’s career has
spanned over 30 years including senior management roles across a number of insurance and financial services companies
in Australia and New Zealand.

Board Role and Charter

The Board operates in accordance with applicable law, the Company’s Constitution and its Board Charter. The Board
Charter describes the Board’s role, powers, responsibilities and relationship with management.

The Board meets formally on a regular scheduled basis and holds additional meetings as required. The Board reviews its
own performance annually, incorporating the performance of its established Committees.

Committees

The Board has established an Audit and Risk Committee which has its own charter approved by the Board and which
reports directly to the Board. The Audit and Risk Committee’s purpose is to review, monitor and assess the effectiveness
of the Company’s financial reporting, internal audit and risk management framework thereby assisting the Board to
discharge its responsibilities in relation to financial, risk and compliance matters, including internal and external audit
functions.
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STATEMENT OF COMPREHENSIVE INCOME
2018 2017
For the year ended 30 September Note $000 4000
Revenue
Premium revenue 5 200,037 199,647
Less relnsurance premium expense (34,144) (34,603)
Net premium revenue 165,893 165,044
Investment income 6 4,945 4,679
Commission income = 3,608
Other Income 19 4,500 -
Total revenue 175,338 173,331
Expenses
Claims and surrenders 7 75,812 61,147
Less reinsurance recoveries (33,897) (22,157)
Net claims expense 41,915 38,990
Change in life insurance contract assets:
- Effect of changes In discount rates (21,059) 36,146
- Other changes in life insurance contract assets (17,728) (18,987)
Net decrease / (increase) in life insurance contract assets 14 (38,787) 17,159
Commissions and operating expenses 8 71,003 75,430
Tolal expenses 74,131 131,579
Profit before income tax 101,207 41,752
Income tax expense 27,231 9,469
Profit after income tax 73,976 32,283
There are no items of other comprehensive income.
STATEMENT OF CHANGES IN EQUITY
Retained
Share capital carnings Total equity
Note $000 $000 $000
As at 1 October 2016 368,701 227,690 596,391
Profit after income tax 32,283 32,283
Dividends paid 15 (50,000) (50,000)
As at 30 September 2017 368,701 209,973 578,674
Profit after income tax 73,976 73,976
Dividends pald 15 - (50,000) (50,000)
As at 30 September 2018 368,701 233,949 602,650

The notes to the financial statements form part of and should be read in conjunction with these financlal statements.
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BALANCE SHEET

2018 2017
As at 30 September Natae $000 $000
Assets
Cash at bank 19 5,869 11,692
Investments backing insurance contract liabilities 10 164,956 159,129
Trade and other receivables 11 6,528 8,950
Life insurance contract assets 14 661,737 635,702
Goodwill and other intangible assets 12 101,386 105,274
Total assets 940,476 920,747
Liabilities
Payables and other liabilities 13 9,537 10,085
Provisions b 560
Current tax liability 15,643 17,868
Life insurance contract liahilities - reinsurance 14 137,693 150,445
Deferred tax liability 9 174,953 163,115
Total liabilities 337,826 342,073
Net assets 602,650 578,674
Equity
Ordinary share capital 15 368,701 368,701
Retained earnings 233,949 209,973
Total equity 602,650 578,674

For and on behalf of the Board of Directors:

s R ///

Anne Urlwin Cralg MUlholland
Director Director
23 November 2018 23 November 2018

The notes to the financial statements form part of and should be read in conjunction with these financial stataments.

-

()
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CASH FLOW STATEMENT

2018 ¢ 2047
For the year ended 30 September Note $000 $000
Cash flows from operating activities
Premium received 199,998 199,604
Reinsurance premiums paid (34,044) (34,974)
Interest received 4,863 4,347
Commission received B 3,608
Claims, surrenders and maturities paid (75,812) (61,147)
Reinsurance recoveries received 35,188 19,743
Commission paid (18,901) (20,759)
Operating expenses paid . (48,252) (52,749)
Income tax paid (17,618) (14,804)
Net cash flows provided by operating activitles 45,422 42,869
Cash flows from investing activities
Change In investments backing Insurance contract liabilities (5,745) (4,483)
Proceeds from sale of credit card repayment insurance (CCRI) book 19 4,500 -
Proceeds from sale of management rights 19 - 6,005
Net cash flows provided by / (used in) investing activities (1,245) 1,522
Cash flows from financing activities
Dividends paid (50,000) (50,000)
Net cash flows used in financing activities (50,000) (50,000)
Net decrease in cash and cash equivalents (5,823) (5,609)
Cash and cash equivalents at beginning of the year 11,692 17,301
Cash and cash equivalents at end of the year 5,869 11,692
Reconciliation of profit after income tax to net cash flows provided by operating activities
Profit after income tax 73,976 32,283
Non-cash items:
Depreciation and amortisation 3,888 5912
Falr value losses / (gains) (104) 187
Deferrals or accruals of past or future operating cash receipts or payments:
Change in trade and other receivables 2,422 (1,962)
Change in payables and other liabilities (1,108) (4,856)
Change in life insurance contract assets, net of reinsurance (38,787) 17,159
Change in income tax assets and liabilities 9,613 (5,335)
Change in accrued Interest receivable on investments backing insurance contract liabllities 22 (519)
Items classified as investing / financing:
Proceeds from sale of CCRI book 19 (4,500) -
Net cash flows provided by operating activities 45,422 42,869

The notes to the financial statements form part of and should be read in conjunction with these lnancial statements.

N
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NOTES TO THE FINANCIAL STATEMENTS

1. SIGNIFICANT ACCOUNTING POLICIES

(a) Basis of preparation
(i) Statement of compliance

These financial statements have been prepared in
accordance with the requirements of the Financial
Markets Conduct Act 2013, and comply with:

o New Zealand Generally Accepted Accounting
Practice, as defined in the Financial Reporting
Act 2013

. New Zealand equivalents to International
Financial Reporting Standards (NZ IFRS) and
other applicable Financial Reporting Standards,
as appropriate for publicly accountable for-profit
entities

B International Financial Reporting Standards
(IFRS).

The Company is incorporated in New Zealand, and is
a wholly owned subsidiary of ANZ Wealth New
Zealand Limited (the Immediate Parent). The
Ultimate Parent Company of the Company is Australia
and New Zealand Banking Group Limited, which is
incorporated in Victoria, Australia.

The principal accounting policies adopted in the
preparation of these financial statements are set out
below.

(ii) Use of estimates and assumptions

Preparation of the financial statements requires the
use of management judgement, estimates and
assumptions that affect reported amounts and the
application of palicies. Actual results may differ from
these estimates.

Discussion of the critical accounting estimates, which
include complex or subjective decisions or
assessments, is included in note 2. Such estimates
will require review in future periods.

(iii) Basis of measurement

The financial statements have been prepared on a
going concern basis in accordance with historical cost
concepts except that the following assets and
liabilities are stated at their fair value:

. financial instruments designated at fair value
through profit or loss

. life insurance contract assets and liabilities
measured using Margin on Services (MoS)
principles.

(iv) Changes in accounting policies and

application of new accounting standards

" There have been no changes in accounting policies or
early adoption of accounting standards in the
preparation and presentation of the financial
statements.

(v) Presentation currency and rounding

The amounts contained in the financial statements
have been presented in thousands of New Zealand
dollars unless otherwise stated. The functional
currency of the Company is New Zealand dollars.

(b) Income recognition

Income is recognised to the extent that it is earned
and that revenue can be reliably measured.

(c)

(i) Premium income

Life insurance premiums earned by providing services
and bearing risks are treated as revenue.

Premiums with a regular due date are recognised as
revenue on an accruals basis. Unpaid premiums are
only recognised as revenue during the days of grace
or where secured by the surrender value of the policy
and are Included in trade and other receivables in the
balance sheet.

(ii) Other income, including fees and
commissions

Other income that relates to the execution of a
significant act (for example, commission income
received on the issuance of an insurance policy by
another insurer, or commission payments clawed
back on the cancellation of a policy issued by the
Company) is recognised when the significant act has
been completed.

(iii) Reinsurance contracts

Reinsurance premiums, commissions and claims
settlements, as well as the reinsurance element of
insurance contract liabilities, are accounted for on the
same basis as the original contracts for which the
reinsurance was purchased,

(iv) Interestincome

Interest income is recognised as it accrues, using the
effective interest method.

The effective interest method calculates the
amortised cost of a financial asset or financial liability
and allocates the interest income or interest expense,
including any fees and directly related transaction
costs that are an integral part of the effective interest
rate, over the expected life of the financial asset or
liability so as to achleve a constant yield on the
financial asset or liability.

Expense recognition

Expenses are recognised in the statement of
comprehensive income on an accruals basis.

(i) Claims and surrenders

Claims are recognised when the liability to the
policyholder under the policy contract has been
established or upon notification of the insured event
depending on the type of claim. Claims are separated
into their expense and liability components.

Claims incurred that relate to the provision of services
and bearing of insurance risks are treated as
expenses and these are recognised on an accruals
basis once the liability to the policyholder has been
established under the terms of the contract.

Surrenders are recognised when requested by the
policyholder.

(ii) Commission and operating expenses

Commission and operating expenses incorporate all
other expenditure involved in running the Company.

All life insurance contracts are categorised based on
individual policy or products. Expenses for these
products are allocated between acquisition,
maintenance and other expenses.

~
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NOTES TO THE FINANCIAL STATEMENTS

(d)

Basis of expense apportionment

Expenses which are directly attributable to an
individual policy or product are allocated directly to a
particular expense category, class of business and
product line as appropriate. Where expenses are not
directly attributable to an individual policy or product
they are appropriately apportioned based on a
detailed expense analysis having regard to the
objective in incurring that expense and the outcome
achieved.

Acquisition expenses

Acquisition expenses are the fixed and variable
expenses of acquiring new business including
commissions and similar distribution expenses, and
expenses related to accepting, issuing and Initially
recording policies. They do not include general growth
and development costs incurred.

Under MoS, where overall product profitability of new
business written during the period is expected to
support the recovery of acquisition expenses incurred
in that period, these expenses are effectively deferred
as an element of policyholder liabilities and amortised
over the life of the policies written. Unamortised
acquisition expenses are a component of the MoS
policyholder liability. Acquisition expenses are
recognised in the statement of comprehensive income
at the same time as profit margins are released.

Acquisition expenses are allowed for when
determining expected profit margins by setting
standard expense allowances based on each policy
type issued. Actual acquisition expenses in any one
period may vary from standard for a number of
reasons including new business volume, product mix,
distribution mix, cost efficiency and new strategic
initiatives.

As a result of these variances, acquisition expenses
may, in total, be lesser or greater than standard
expense allowances. In both cases the acquisition
expense component of the policyholder liability is
determined as the actual expenses incurred in the
period so that neither a profit nor a loss arises on
acquisition, subject to only the overriding constraint
that the present value of future profit margins on new
business written in the period is not negative.

Maintenance expenses

Maintenance expenses are the fixed and variable
expenses of administering policies subsequent to sale
and the fixed and variable operating and
management expenses of servicing in-force policies.
These include general growth and development
expenses. Maintenance expenses include all operating
expenses other than acquisition expenses and Value
of Business Acquired (VOBA) and are recognised in
the statement of comprehensive income in the period
they relate to.

Income tax

(i) Income tax expense

Income tax expense comprises both current and
deferred taxes and is based on the accounting profit
adjusted for differences in the accounting and tax
treatments of income and expenses (that is, taxable
income). Tax expense is recognised in profit or loss.

(e)

(ii) Current tax

Current tax is the tax payable on taxable income for
the year, based on tax rates (and tax laws) which are
enacted at the reporting date. Current tax is
recognised as a liability (or asset) to the extent that it
is unpaid (or refundable).

(iii) Deferred tax

Deferred tax is accounted for using the balance sheet
method. Deferred tax arises because the accounting
income is not always the same as the taxable income.
This creates temporary differences, which usually
reverse over time. Until they reverse, a deferred tax
asset, or liability, is recognised on the balance sheet,
Deferred taxes are measured at the tax rates that we
expect will apply to the period(s) when the asset is
realised, or the liability settled, based on tax rates
(and tax laws) that have been enacted or
substantially enacted at the reporting date,

(iv) Offsetting

Current and deferred tax assets and liabilities are
offset only to the extent that: they relate to income
taxes imposed by the same taxation authority; there
is a legal right and intention to settle on a net basis;
and it is allowed under the tax law of the relevant
jurisdiction.

Assets

Financial assets

(i) Investments backing insurance contract
assets

Investments backing insurance contract assets are
initially recognised at fair value, with gains and losses
arising from subsequent changes in the fair value
included in the statement of comprehensive income in
the period in which they arise.

(ii) Other financial assets

Loans and receivables are non-derivative financial
assets with fixed or determinable payments that are
not quoted in an active market, The Company’s loans
and receivables comprise cash at bank and trade and
other receivables in the balance sheet.

Cash at bank and trade and other receivables are
initially recognised at fair value and are subsequently
carried at amortised cost using the effective interest
method.

Non-financial assets

(iii) Goodwill

Goodwill represents the excess of the purchase
consideration over the fair value of the identifiable
net assets of a subsidiary at the date of gaining
control. Goodwill is recognised as an asset and not
amortised, but is assessed for impairment at least
annually or more frequently if there is an indication
that the goodwill may be impaired. Where the
assessment results in the goodwill balance exceeding
the value of expected future benefits, the difference is
charged to the statement of comprehensive income.
Any impairment of goodwill may not be subsequently
reversed.

KPWG
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NOTES TO THE FINANCIAL STATEMENTS

(f)

(iv) Other intangible assets

Other intangible assets include costs incurred in
acquiring and building software and computer
systems (software) and the value of business
acquired in business combinations.

VOBA is the value attributed to in-force life insurance
contracts acquired following business combinations.
VOBA is initially measured at fair value by estimating
the net present value of future cash flows from the
contracts in-force at the date of acquisition, VOBA is
subsequently carried at cost less accumulated
amortisation and impairment. VOBA has been
assessed as having a finite life and is amortised based
on the expected pattern of consumption of the future
economic benefits from the VOBA, using actuarial
methods consistent with the calculation of life
insurance contract assets, over a maximum period of
20 years. The estimated useful life is re-evaluated
regularly.

Amortisation is recognised in the statement of
comprehensive income within Commissions and
operating expenses.

At each reporting date, intangible assets are reviewed
for impairment. If any such indication exists, the
recoverable amount of the assets is estimated and
compared against the existing carrying value. Where
the existing carrying value exceeds the recoverable
amount, the difference is charged to the statement of
comprehensive income and is recognised within
Commissions and operating expenses.

Life insurance contract assets

An insurance contract is a contract under which an
insurer accepts significant insurance risk from another
party (the policyholder) by agreeing to compensate
the policyholder if a specified uncertain future event
adversely affects the policyholder.

An outstanding claims reserve is held within life
insurance contract assets to provide for the estimated
costs of all claims notified, but not settled at balance
date, together with the estimated cost of claims
incurred but not reported until after balance date.

Determination of life insurance contracts

Life insurance contract assets and the life insurance
contract liabilities - reinsurance are calculated using
the MoS methodology in accordance with Professional
Standard 20: Determination of Life Insurance Policy
Liabilities (PS20) of the New Zealand Society of
Actuaries (NZSA).

Under the projection method, the liability is
determined as the net present value of the expected
future cash flows plus planned margins of revenues
over expenses relating to services yet to be provided,
discounted using risk-free discount rates that reflects
the nature and structure of the liabilities. Expected
future cash flows include premiums, investment
income, expenses, redemptions and benefit
payments, including bonuses,

An accumulation method may be used where the
policyholder liabilities determined are not materially
different from those determined under the projection
method.

MoS is designed to recognise profits on life insurance
contracts as services are provided to policyholders or
when income is received. Profits are deferred and

amortised over the life of policies, whereas losses are
recognised immediately as they arise. Services used
to determine profit recognition include premiums
expected to be received from policyholders, the cost
of expected claims and maintaining policies. Costs
may only be deferred, however, to the extent that a
contract is expected to be profitable.

Profits emerging under the MoS methodology can be
categorised as follows:

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. Where actual experience replicates best
estimate assumptions, the expected profit margins
will be released to profit over the life of the policy.

The difference between actual and assumed
experience

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 period are
lower than the best estimate assumption in respect of
those expenses.

Changes to underlying assumptions

Assumptions used for measuring life insurance
contract assets are reviewed each period. Where the
review leads to a change in assumptions the change
is deemed to have occurred from the end of the
financial period and the impact of the assumption
change is absorbed within the future value of profit
margins, provided sufficient profit margins exist.

The calculation of life insurance contract assets
includes the use of risk free yields by duration. The
changes in these yields are not absorbed within the
future value of profit margins, but, instead,
recognised during the reporting period.

The financial effect of changes to the assumptions
underlying the measurement of life insurance contract
assets made during the reporting period are
recognised in the statement of comprehensive income
over the future reporting periods during which
services are provided to policyholders. However if,
based on best estimate assumptions, written business
for a group of related products is expected to be
unprofitable, the whole expected loss for that related
product group is recognised in the statement of
comprehensive income immediately, When loss
making business becomes profitable, it is necessary
to reverse previously recognised losses.

Investment carnings on asscts in excess of
policyholder 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 will vary from period to period.

@
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NOTES TO THE FINANCIAL STATEMENTS

(9)

(h)

(M

(6))

Term and other liabilities

Term and other liabilities are recognised in the
balance sheet as the present value of future cash
outflows plus planned profit margin.

Reinsurance

As the reinsurance agreements provide for
indemnification of the Company against loss or
liability, reinsurance income and expenses are
recognised separately in the statement of
comprehensive income when they become due and
payable in accordance with the reinsurance
agreements,

Reinsurance premiums payable are recognised in the
statement of comprehensive income as part of
reinsurance expenses, net of reinsurance
commissions refunded. Outstanding reinsurance
premiums payable are recognised within trade and
other payables in the balance sheet. The present
value of future reinsurance recoveries receivable and
reinsurance premium payable by the Company is
recognised separately from life insurance contract
assets In the balance sheet.

Reinsurance recoveries on claims are recognised in
the statement of comprehensive income as part of
reinsurance income at the time the claim event is
notified to the Company if the corresponding policy is
reinsured. The amount recognised is the present
value of the recoverable amount based on the claim
event date. Outstanding reinsurance recoverables are
recognised within trade and other receivables in the
balance sheet.

Liabilities

Financial liabilities

Financial liabilities are measured initially at fair value
and subsequently at amortised cost using the
effective interest methaod.

Equity
(i) Shares

Issued shares are recognised at the amount paid per
share net of directly attributable issue costs.

(i) Dividends

Where a dividend is declared post reporting date, but
prior to the date of issue of the financial statements,
disclosure of the declaration is made in the notes to
the financial statements but no liability is recognised
in the balance sheet.

Presentation

(i) Offsetting of income and expenses

Income and expenses are not offset unless required
or permitted by an accounting standard, This
generally arises in either of the following
circumstances:

. where transaction costs form an integral part of
the effective interest rate of a financial
instrument which is measured at amortised
cost, these are offset against the interest
income generated by the financial instrument

. where gains and losses arise from a group of
similar transactions, such as foreign exchange
gains and losses.

(k)

(ii) Offsetting of financial assets and liabilities

Assets and liabilities are offset and the net amount

reported In the balance sheet only where there is:

. a current enforceable legal right to offset the
asset and liability

. an intention to settle on a net basis, or to
realise the asset and settle the liability
simultaneously.

(ili) Goods and services tax

Income, expenses and assets are recognised
excluding the amount of goods and services tax
(GST) recaverable from the Inland Revenue
Department (IRD). Receivables and payables are
stated with the amount of GST included. The net
amount of GST payable to the IRD is included in
payables and other liabilities in the balance sheet.

Cash flows are included in the cash flow statement
excluding non-recoverable GST, with the net amount
of GST paid to the IRD included in operating expenses
paid.

Accounting Standards not early adopted
NZ IFRS 9 Financial Instruments (NZ IFRS 9)

NZ IFRS 9 was issued in September 2014. When
operative, this standard will replace NZ TAS 39
Financial Instruments: Recognition and Measurement
(NZ IAS 39) and includes requirements for
impairment, classification and measurement and
general hedge accounting.

NZ IFRS 9 applies far annual reporting periods
beginning on or after 1 January 2018, Based on the
financial instruments on the Company’s balance sheet
as at 30 September 2018, there will not be any
change to the recognition and measurement of the
Company'’s financial instruments.

NZ IFRS 16 Leases (NZ IFRS 16)

The final version of NZ IFRS 16 was issued in
February 2016 and applies for annual reporting
periods beginning on or after 1 January 2019, NZ
IFRS 16 requires a lessee to recognise its right to use
the underlying leased asset, as a right-of-use asset
and obligation to make lease payments as a lease
liability.

There Is not expected to be any impact on the
Company's financial statements because, as at 30
September 2018, the Company does not currently
have any contracts that would be classified as long
term leases under NZ IFRS 16.

NZ IFRS 17 Insurance Contracts (NZ IFRS 17)

The final version of NZ IFRS 17 was issued in August
2017 and applies for annual reporting periods
beginning on or after 1 January 2021. NZ IFRS 17
establishes principles for the recognition,
measurement, presentation and disclosure of
insurance contracts.

The measurement, presentation and disclosure
requirements under NZ IFRS 17 are significantly
different from current accounting standards. Although
the overall profit recognised in respect of insurance
contracts will not change, it is expected that the
timing of profit recognition will change. The Company
is not yet able to reasonably estimate the impact of
NZ IFRS 17 on its financial statements.
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NOTES TO THE FINANCIAL STATEMENTS

2. CRITICAL ESTIMATES AND JUDGEMENTS USED IN APPLYING ACCOUNTING POLICIES

These financial statements are prepared in
accordance with NZ IFRS. However, there are a
number of critical accounting treatments which
include complex or subjective judgements and
estimates that may affect the reported amounts of
assets and liabilities in the financial statements.
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.

An explanation of the judgements and estimates
made by the Company in the process of applying its
accounting policies, that have the most significant
effect on the amounts recognised in the financial
statements are set out below.

Critical accounting estimates and assumptions

Life insurance contract assets

Policyholder liabilities for life insurance contracts are
computed using projection methods, effectively
calculating an individual liability for each contract.
The computations are made by suitably qualified
personnel on the basis of recognised actuarial
methods, with due regard to relevant actuarial
principles and standards. The methodology takes into
account the risks and uncertainties of the particular
classes of life insurance business written. The value of
deferred policy acquisition costs are connected with
the measurement basis of life insurance liabilities and
are equally sensitive to the factors that are
considered in the liability measurement,

Refer to note 3 for discussion of the significant
actuarial methods and assumptions. The uncertainties
surrounding these assumptions mean that it is likely
that the actual experience will vary from that
assumed in the liability estimated at the balance date.

Assets arising from reinsurance contracts

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

Critical judgements in applying the Company’s
accounting policies

Deferred tax

Significant judgement is required in determining the
Company’s income tax liabilities and tax assets, In
arriving at the deferred tax liability, the Company has
taken an assessment of anticipated tax liabilities and
assels, based on estimates of when additional taxes
will be due and benefits will arise.

Where the expected tax outcomes 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,

Given the complexity of life insurance tax legislation
and assumptions involved, material adjustments to
income tax expenses in future years may be required.

Goodwill

Refer to note 12 for details of goodwill held by the
Company.

The carrying value of goodwill is subject to an
impairment test to ensure that the current carrying
value does not exceed its recoverable value at the
balance sheet date. Any excess of carrying value over
recoverable amount is taken to the Statement of
Comprehensive Income as an impairment write down.

Goodwill has been allocated for impairment purposes
to the cash generating units at which the goodwill is
monitored for internal reporting purposes.
Impalrment testing of purchased goodwill is
performed by comparing the recoverable value of the
cash generating unit with the current carrying amount
of its net assets, including goodwill.

The recoverable amount is based on value in use
calculations. The appraisal value methodology
employed in assessing excess market value over net
tangible assets of the cash generating unit is deemed
by management to be an appropriate proxy for
determining value in use. These calculations use
discounted expected future cash flow projections
based on the in-force book of business sold post
acquisition (representing Value in Force). Cash flow
projections cover a maximum period of 70 years, so
that they are consistent with the actuarial model and
assumptions used for the policyholder liability
valuation (refer to note 3).

These cash flow projections are discounted at a rate
derived from an adjusted Asset Capital Model which
allows for New Zealand tax environment. As at 30
September 2018, a discount rate of 9.56% was
applied. The main variables in the calculation of the
discount rate used are the risk free rate, the beta rate
and the market risk premium. The risk free rate is
based on the 10 year Government Bond Rate. The
beta rate and the market risk premium are consistent
with observable and comparative market rates
applied in the regional insurance sector,

The sensitivity of the recoverable amount to changes
in assumptions has been tested by increasing the
discount rate by 5%. This change would not cause the
recoverable amount to be less than the carrying
value.

VOBA

VOBA is the difference between the fair value and the
carrying amount of the insurance liabilities recoynised
when a portfolio of insurance contracts is acquired
(directly from another insurance company or as part
of a business combination).

Annual impairment testing is performed on the VOBA,
however unlike goodwill, VOBA is amortised over a
specified period.

The recoverable amount is based on appraisal value
basis calculations. These calculations use discounted
expected future cash flow projections based on the
book of business that was in-force at acquisition
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(representing Value in Force). Cash flow projections
are based on best estimate assumptions as used for
the policyholder liability valuation (refer to note 3).

These cash flow projections are discounted using a
capital asset pricing model. As at 30 September
2018, a discount rate of 9.56% was applied. The
main variables in the calculation of the discount rate
used are the risk free rate, the beta rate and the
market risk premium. The risk free rate is based on
the 10 year government bond rate. The beta rate and

the market risk premium are consistent with
observable and comparative market rates applied in
the regional insurance sector.

The sensitivity of the recoverable amount to changes
in assumptions has been tested by increasing the
discount rate by 5%. This change would not cause the
recoverable amount to be less than the carrying
value,

SUMMARY OF SIGNIFICANT ACTUARIAL METHODS AND ASSUMPTIONS

The actuarial reports on life insurance contract assets
/ liabilities and solvency reserves for the current
reparting period were prepared as at 30 September
2018. The actuary who prepared the reports for the
Company was Michael Bartram, BSc. (Hons), FIAA,
FNZSA, who is a Fellow of the Institute of Actuaries of
Australia and a Fellow of the NZSA.

The amount of life insurance contract assets /
liabilities has been determined in accordance with
PS20 of the NZSA. After making appropriate checks,
the actuary was satisfied as to the accuracy of the
data from which the amount of the life insurance
contract assets / liabilities had been determined.

The key assumptions used in determining the life
insurance contract assets / liabilities are detailed
below.

Profit carriers

Risk business has been valued using the projection
method. The profit carrier for the risk business to
achieve systematic release of planned margins is
primarily premiums, except for single premium risk
business which uses claims.

Discount rates

The discount rates used to determine policyholder
liabilities were determined from the inter-bank swap
rate curve. These rates are then adjusted to remove
the inherent credit risk margin and provide a risk free
rate. The risk free rate (before tax) varied by duration
between 1.5% to 3.7% (2017: 1.8% to 3.7%).

Inflation

The long-term inflation assumption was determined
on a basis consistent with the medium to long term
RBNZ inflation target of between 1% to 3% (2017:
1% to 3%). The rate assumed is 2% pa (2017: 2%
pa).

Future expenses and indexation

Future maintenance and investment expense
assumptions were derived frorm an analysis of
planned expenses for the coming year. The rates vary
by henefit type and are expresser as a unit enst per
policy. Expense assumptions are assumed to increase
each year by the inflation rate set out above.

Asset mix

The assumptions regarding asset mix are based on
the actual mix of assets.

Asymmetric risks

An asymmetric risk is characterised by a movement
in an assumption that results in a significantly larger
adjustment in one direction than it does in the other.
Given the nature of the business no additional reserve
is required for asymmetric risks (2017: no additional
reserve).

Rates of taxation

The rates of taxation enacted or substantially enacted
at the date of the valuation are assumed to continue
into the future. The corporate tax rate used is 28%.
Life insurance contract assets / liabilities are
calculated gross of tax with a separate liability being
held for tax.

Mortality and morbidity

Projected future rates of mortality for insured lives
range from 50% to 300% (2017: 50% to 270%) of
the NZ07 term mortality tables. These adjustments
are determined by comparing the standard tables
with the Company’s own experience.

Future morbidity (Total Permanent Disability and
Trauma) experience incidence rates are based on
reinsurers' tables and internal investigations.

Future morbidity incidence and termination rates
(Replacement Income) have been based on 1AD89-93
tables, entity and industry experience.

Rates of discontinuance

Long-term discontinuance rates are based on recent
company analysis and vary by product, duration in
force and age of insured, taking into account market
conditions and internal strategies. The assumed rates
of discontinuance are between 1% and 38% (2017:
between 1% and 37%).

Surrender values

Surrender values are based on the provisions
specified in the policy contracts and include a
recovery of policy establishment and maintenance
costs. It is assumed that the current surrender value
bases will be maintained.

Participating business
The Company does not issue participating business,
Solvency requirement

Solvency reserves are amounts required to meet the
regulatory actuarial standards to provide protection to
policyhalders against the impact of fluctuations in and
unexpected adverse experience in the Company's
business. The requlatory standards are imposed by
the RBNZ under the Insurance (Prudential
Supervision) Act 2010 (IPSA).

TN
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Impact of changes in assumptions

Changes in actuarial assumptions are recognised by
adjusting the value of future profit margins in

insurance contract liabilities. Future profit margins are

released over future periods. Changes in actuarial
assumptions do not include market related changes in
discount rates such as changes in benchmark market
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yields caused by changes in investment markets and
economic conditions. These are reflected in both
insurance contract liabilities and asset values at the
balance date. The impact on future profit margins of
changes in actuarial assumptions in respect of
insurance contracts is as follows:

Change in
Change in insurance Change in
future profit contract shareholder's
Impact of changes in assumptions margins labilities profit & equity
increase / (decrease) $000 $000 $000
2018
Mortality and morbidity (1,274) 5
Discontinuance rates 35,451 = -
Maintenance expenses (8,568) - -
Other assumptions 24,255 - -
Total 49,864 - -
2017
Mortality and morbidity 142,435 - -
Discontinuance rates (98,711) - -
Maintenance expenses 4,008
Other assumptions (74,082) - -
Total (26,350) - -
4. SOURCES OF PROFIT
2018 2017
$000 $000
Life Insurance
Planned margins of revenues aver expenses 49,913 46,155
Difference between actual and assumed experience 2,901 8,604
Effects of changes in underlying assumptions 14,774 (25,412)
67,588 29,347
Investment earnings on assets in excess of policy liabilities 3,559 3,368
Other revenue / (expenses)
Business valued on accumulation basis 611 1,209
Inwards commission - 2,598
Amortisation of management rights and VOBA (2,782) (4,239)
Sale of CCRI book 4,500
Release of CCRI reserve 500
2,829 (432)
Profit after income tax 73,976 32,283

All profit after income tax is attributable to the shareholder as the Company does not write participating policies.
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5. PREMIUM REVENUE

2018 2017

$000 $000
Regular premiums 200,037 199,603
Single premiums = 44
Total premium revenue 200,037 199,647
6. INVESTMENT INCOME

2018 2017

$000 $000
Interest income from:
- Cash at bank 117 365
- Debt securities and bank deposits at fair value through profit or loss 4,724 4,501
Total interest income 4,841 4,866
Net gain / (loss) on financial assets at fair value through profit or loss 104 (187)
Total investment income 4,945 4,679
7. CLAIMS AND SURRENDERS

2018 2017

s000 $000
Death and disability 74,861 60,128
Surrenders 951 1,019
Claims and surrenders 75,812 61,147

@
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8. COMMISSIONS AND OPERATING EXPENSES
2018 2017
%000 $000
Acquisition costs
Commissions 12,075 11,801
Operating expenses 27,428 26,902
Total acquisition costs 39,503 38,703
Maintenance costs
Commissions 6,944 8,829
Operaling expenses 20,692 22,011
Total maintenance costs 27,636 30,840
Amortisation of management rights and VOBA 3,864 5,887
Total commissions and operating expenses 71,003 75,430
All costs are associated with life insurance contracts.
2018 2017
$000 $000
Fees paid to principal auditor (KPMG New Zealand)
Audit of financial statements 316 354
Other services - review of solvency returns 38 48
Total fees pald to auditor 354 402

It is the Company’s policy that, subject to the approval of the Ultimate Parent Company Audit Committee, KPMG can
provide assurance and other audit-related services that, while outside the scope of the statutory audit, are consistent with
the role of auditor. KPMG may not provide services that are perceived to be in conflict with the role of auditor. Services
that are perceived to be in conflict with the role of auditor include consulting advice and subcontracting of operational

activities normally undertaken by management, and engagements where the auditor may ultimately be required to

express an opinion on its own work.

‘
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9. INCOME TAX

2018 2017
4000 $000
Reconciliation of the prima facie income tax payable on profit
Profit before income tax 101,207 41,752
Prima facie income tax at 28% 28,338 11,691
Non-deductible policyholder income and expenses 653 311
Effect of pre - 2010 life tax regime (720) (816)
Non-assessable proceeds from sale of management rights (1,260) (1,681)
Other non-deductible expenses 92
Income tax under / (over) provided in prior years 128 (36)
Total income tax expense 27,231 9,469
Total income tax expense comprises:
Current tax 15,393 16,943
Deferred tax 11,838 (7,474)
Total income tax expense 27,231 9,469
2018 2017
s000 $000
Deferred tax liability comprises the following temporary differences
Life insurance contract assets, net of reinsurance 166,625 154,300
VOBA 8,641 9,723
Provisions and accruals (180) (343)
Other deferred tax assets (133) (565)
Net deferred tax liability! 174,953 163,115

} Oeferred tax assets and liabilities are set-off where they relate to income tax levied by the same income tax autharity on either the same taxable entity or

different taxable entities within the same taxable group.

The Company Is a member of an imputation group and can access imputation credits of $4,888 million (2017: $4,166
million) of the imputation group.

Impact of 2010 life tax changes

From 1 July 2010, life insurers have been subject to a new tax regime which applies to all life insurance policies,
irrespective of when they were issued. However, the new regime offered a concessional tax treatment (known as a
transitional adjustment) for life insurance policies that were in force prior to 1 July 2010. The impact of the transitional
adjustment is that it effectively treats designated policies (known as grandparented palicies) as having income tax levied
on a basis equivalent to the life office base under the old tax regime.

In general, grandparented status lasted for 5 years from 1 July 2010. However, for level term and single premium
policies, the grandparented status can be for the duration of the policy.

)
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10. INVESTMENTS BACKING INSURANCE CONTRACT LIABILITIES

16

2018 2017

$000 $000
Bank deposits 155,508 147,236
Bank and corporate bonds 9,448 11,893
Total investments backing insurance contract liabilities 164,956 159,129
Maturity analysis:
Up to one year 158,020 152,256
Over one year 6,936 6,873
Total investments backing insurance contract liabilities 164,956 159,129

Investments backing insurance contract liabilities are the only financial instruments carried at fair value. All other financial
assets and financial liabilities are carried at amortised cost, and their carrying value is considered to approximate the fair
values as they are short term in nature or are receivable / payable on demand.

Valuation methodologies

+ New Zealand Government securities are valued using quoted yields for the specific securities (Level 1).

s All other items are valued using discounted techniques, where contractual future cash flows of the instrument are
discounted using term deposit rates appropriate for the remaining term to maturity (Level 2).

11. TRADE AND OTHER RECEIVABLES

2018 2017
$000 $000
Outstanding premiums 1,521 1,482
Amounts due from reinsurers 5,050 6,341
Other receivables 238 1,408
Provision for doubtful debts (281) (281)
Total trade and other receivables 6,528 8,950
12. GOODWILL AND OTHER INTANGIBLE ASSETS
2018 2017
Accumulated Accumulated
amortisation amortisation
and Carrying and Carrying
Cost impairment amount Cost impairment amount
%000 %000 $000 $000 $000 $000
Goodwill 75,726 (5,226) 70,500 75,726 (5,226) 70,500
VOBA 93,000 (62,139) 30,861 93,000 (58,275) 34,725
Computer software 7,902 (7,877) 25 7,902 (7,853) 49
Total goodwill and other intangible assets 176,628 (75,242) 101,386 176,628 (71,354) 105,274

Refer to note 2 for details of impairment testing of goodwill and VOBA. The remaining amortisation period of VOBA is 11

years (2017: 12 years).

~
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13. PAYABLES AND OTHER LIABILITIES

2018 2017

$000 $000
Creditors 388 1,268
Due to reinsurers 3,030 2,930
Due to related parties 4,447 4,297
Accrued charges 1,111 1,200
Other liabilities 561 390
Total payables and other liabilities 9,537 10,085
Payables and other liabilities have an expected settlement date of less than 12 months and therefore are all current.
14. LIFE INSURANCE CONTRACT ASSETS / (LIABILITIES)
Net life insurance contract assets contain the followlhg components;

2018 2017

$000 $000
Future premiums 2,267,952 2,057,284
Future policy benefits (638,927) (586,528)
Future expenses (212,842) (193,457)
Planned margins of revenues over expenses (892,139) (792,042)
Total life insurance contract assets, net of reinsurance 524,044 485,257
Estimated discounted net cash inflows from life insurance contract assets:
- Less than one year 36,648 35,927
- One year to five years 113,568 112,900
- Later than five years 373,828 336,430
Total net life insurance contract assets future net cash inflows 524,044 485,257
The table above shows the estimated timing of discounted future net cash flows resulting from life insurance contract
assets. This includes estimated future surrenders, claims and expenses offset by expected future premiums and
reinsurance recoveries. All values are discounted to the reporting date using the risk free rate.
Reconciliation of movements in life insurance contract assets and liabilities

2018 2017
$000 $000

Life insurance contract assets
Opeéning balance 635,702 630,190
Recognised in statement of comprehensive income 26,035 5,512
Closing balance 661,737 635,702
Of which:
Current 45,107 44,573
Non-current 616,630 591,129
Life insurance contract liabilities - reinsurance
Opening balance 150,445 127,774
Recognised in statement of comprehensive inwine (12,752) 22,671
Closing balance 137,693 150,445
Of which:
Current 8,459 8,646
Non-current 129,234 141,799

v
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15. ORDINARY SHARE CAPITAL

The Company’s share capital comprises 329,685,311 (2017: 329,685,311) fully paid ordinary shares that have rights and
powers prescribed by section 36 of the Companies Act 1993.

Dividends paid during the year amounted to $0.15 (2017: $0.15) per share.

16. INSURANCE RISK

Insurance risk may arise through the reassessment of the incidence of claims, the trend of future claims and the effect of
unforeseen diseases or epidemics. In addition, in the case of morbidity, the time to recovery may be longer than
assumed. Insurance risk is controlled by ensuring underwriting standards adequately identify potential risk, retaining the
right to amend premiums on risk policies where appropriate and through the use of reinsurance. The experience of the
Company’s life insurance business is reviewed regularly.

Variations in claim levels will affect reported profit and shareholder's equity. The impact may be magnified if the variation
leads to a change in actuarial assumptions which cannot be absorbed within the present value of planned margins for a
group of related products.

Insurance risk management strategy
The Company’s objectives in managing risks arising from the insurance business are:

(i) To ensure risk appetite decisions are made within the context of corporate goals and governance structures
(i) To ensure that an appropriate return on capital is made in return for accepting insurance risk

(ifi) To ensure that strong internal controls embed underwriting for risk within the business

(iv) To ensure that internal and external solvency and capital requirements are met

(v) To use reinsurance as a component of insurance risk management strategy.

In compliance with contractual and regulatory requirements, a strategy is in place to meet the contractual terms of the
policy whilst not adversely affecting the Company’s ability to pay benefits and claims when due, The strategy involves the
identification of risks by type, impact and likelihaod, the implementation of processes and controls to mitigate the risks,
and continuous monitoring and improvement of the procedures in place to minimise the chance of an adverse compliance
or operational risk event occurring.

Included in this strategy is the process for underwriting and product pricing to ensure products are appropriately priced.
Capital management is also a key aspect of the Company’s risk management strategy.

Methods to limit or transfer insurance risk exposures

In an effort to protect and enhance shareholder value, the Company actively manages its exposure to risks so that it can
react in a timely manner to changes in financial markets and economic and political environments. Risk exposures are
managed using various analysis and valuation techniques, such as asset-liability matching analysis to calculate the
economic capital required to support adverse risk scenarios, along with other cash flow analysis, and prudent and
diversified underwriting and investing.

The Company reports monthly financial and operational results, and exposure for each portfolio of contracts (gross and
net of reinsurance) to the Management Committee. This information is combined with the detail of the Company’s
reinsurance programme to provide a central view of the Company’s performance and its gross and net exposure.

. Reinsurance - The credit rating of all reinsurers is monitored on a monthly basis through the Asset and Liability
Committee Insurance Forum and any changes in ratings from the previous month are brought to the committee’s
attention.

. Underwriting procedures - Strategic underwriting decisions are put into effect using the underwriting procedures
detailed in the Company’s underwriting manual. Such procedures include limits to delegated authorities and signing
powers.

. Claims management - Strict claims management procedures are in place to assist in the timely and correct payment
of claims in accordance with policy conditions.

KF‘rln(a
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Concentrations of insurance risk

Concentrations of insurance risk arise due to:

19

. Large sums assured on certain individuals. The largest exposures all relate to mortality, However, this is minimised
through the use of reinsurance.

. Geographic concentrations due to employee group schemes. However, the Company has minimal exposure to such

arrangements,

The following table illustrates concentrations of insurance risk according to benefit types and the extent to which this risk

is mitigated by reinsurance.

2018 2017

Sum Sum Sum Sum

Insurad Reinsured Insured Rainsured

Aggregate Sums Assured $m $m $m $m
Life! 45,268 20,057 45,165 19,905
Trauma / Total Permanent Disablement’ 10,656 4,289 10,726 4,280
Other income? 288 61 301 67
Total 56,212 24,407 56,192 24,252

Terms and conditions of insurance contracts

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

Aggregate sum Insured is the aggregate of all lump sums payable under this benefit category.
Aggregate sum insured Is the aggregate of the monthly benefits payable under replacement income benefit categories.

Type of contract

Detail of contract terms and
conditions

Nature of compensation for claims

Key variables that affect the
timing and uncertainty of future
cash flows

and other income cover,

Benefits paid on death, disability

Premiums may be guaranteed
through the life of the contract,
guaranteed for a specified term
or variable at the insurer's
discretion.

performance of underlying
assets or the performance of the
contracts as a whole.

Norn-participating insurance Benefits, defined by the - Mortality
contracts with fixed and or ill health or that are fixed and | insurance contract, are - Morbidity
guaranteed terms. Benefit types guaranteed and not at the determined by the contract and - Discontinuance rates
include life, trauma, disability discretion of the issuer, are not directly affected by the - Expenses

- Market interest rates

Sensitivity to insurance risk

A 10% increase or decrease in mortality and morbidity, lapse rates or expense assumptions would not have a material
effect (2017: no material effect) on profit after tax or equity.

17. CAPITAL MANAGEMENT

Capital management policies

The Company’s capital management objectives are to maintain a strong capital base to protect policyholders’ and
creditors’ interests, and to meet regulatory requirements, whilst still creating shareholder value.

During the year ended 30 Septemher 201R, the Company has complied with all externally imposed capital requirements,

The Company has a risk management framework that includes the adequacy of capital as a key risk. Continuous reporting
on current and forecast capital requirements is undertaken to monitor this risk. The Company manages its capital
structure and makes adjustments to it, in light of changes in economic conditions. To maintain or adjust the capital
structure, the Company may adjust the dividend payment to shareholders, return capital to shareholders or issue new
shares. In addition, the Company analyses and optimises its product and asset mix, reinsurance programme, insurance
risk exposure and investment strategy, in order to maintain adequate capital.

)
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Solvency requirements and statutory funds

A life insurer is required to have at least one statutory fund in respect of its life insurance business, 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 statutory fund enjoy certain protections under IPSA,
which are designed to ensure that the interests of holders of life insurance policies are given priority over the interests of
other parties, such as unsecured creditors.

Under IPSA solvency requirements, the Company is required to maintain a positive solvency margin for each life fund
calculated in accordance with Solvency Standard for Life Insurance Business 2014 issued by the RBNZ, and the Company
is required to have at least $5 million of actual solvency capital.

The Immediate Parent’s access to the retained earnings and ordinary share capital in the statutory fund is restricted by
IPSA.

The non-statutory fund was closed in March 2018 with all remaining. net assets transferred to the statutory fund.

The Company declared a dividend on 23 November 2018 (note 20). The Appointed Actuary has provided written advice to
the Directors of the consequences of the dividend payment in compliance with IPSA, and certified that the Company
continues to meet IPSA solvency requirements,

The following tables shaw the assets, liabilities, equity, profit and solvency of the Company by fund.

. 2018 2017
Statutory Non-statutory Statutory Non-statutory Total
fund fund Total fund fund
$000 $000 $000 $000 $000 $000

Summary Income Statement information
Premium revenue 200,036 - 200,036 199,647 - 199,647
Investment revenue 4,945 - 4,945 4,503 176 4,679
Claims expense (75,812) - (75,812) (61,147) - (61,147)
All other net expense (26,030) (1,932) (27,962) (98,232) (3,195) (101,427)
Profit before income tax 103,139 (1,932) 101,207 44,771 (3,019) 41,752
Profit after income tax 75,367 (1,391) 73,976 32,792 (509) 32,283
Summary Balance Sheet information
Assets
Investments backing insurance contract liabilities 164,956 - 164,956 159,129 - 159,129
Life insurance contract assets 661,737 - 661,737 635,702 - 635,702
All other assets 113,783 - 113,783 19,752 106,164 125,916
Total assets N 940,476 - 940,476 814,583 106,164 920,747
Life insurance contract liabilities - reinsurance 137,693 " 137,693 150,445 - 150,445
All other liabilities 200,133 - 200,133 181,085 10,543 191,628
Total liabilities 337,826 - 337,826 331,530 10,543 342,073
Equity
Share capital 368,701 - 368,701 191,134 177,567 368,701
Retained earnings 233,949 - 233,949 291,919 (81,946) 209,973
Total equity 602,650 - 602,650 483,053 95,621 578,674
Other items
Dividends paid (50,000) - (50,000) (45,000) (5,000) (50,000)
Transfers 94,230 (94,230) = 8,500 (8,500)
Solvency
Actual Solvency Capital 484,592 - 484,592 482,096 119 482,215
Minimum Solvency Capital 445,859 - 445,859 415,678 19 415,697
Solvency Margin 38,733 = 38,733 66,418 100 66,518
Solvency Ratio 109% - 109% 116% 626% 116%
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18. FINANCIAL RISK MANAGEMENT

Strategy in using financial instruments

Financial instruments are fundamental to the Company’s business, constituting the core element of Its operations.
Accordingly, the risks associated with financial instruments are a significant component of the risks faced by the
Company. Financial instruments create, modify or reduce the credit, market (including traded or fair value risks and non-
traded or interest and foreign currency related risks) and liquidity risks of the Company’s balance sheet. These risks and
the Company’s policies and objectives for managing such risks are outlined below. The Company’s overall risk
management program focuses on the unpredictability of financial markets and seeks to minimise potential adverse effects
on the financial performance of the Company.

Financial assets comprise cash at bank, investments backing insurance contract liabilities and trade and other receivables,
Financial liabilities comprise creditors, due to reinsurers, due to related parties and other liabilities.

Credit risk

Credit risk Is the risk of financial loss from counterparties being unable to fulfil their contractual obligations. The Company
assumes credit risk through the normal course of its operating and investment activities.

To the extent the Company has a receivable from another party, there is an exposure to credit risk In the event of non-
performance by that counterparty. The Company is also exposed to credit risk through its investments in debt securities
and cash and cash equivalents.

The Company manages its exposure to credit risk by investing and transacting with high credit quality financial institutions
and sovereign bodies. The Company continuously monitors the credit quality of the institutions that it invests and
transacts with, and does not expect a high level of non performance risk associated with these counterparties. The
Company further minimises its credit exposure by limiting the amount of funds placed In or Invested with any one
institution at any time.

No collateral exists for any of the securities held by the Company. The maximum exposure of the Company to credit risk
at balance date is the carrying amount of cash at bank, investments backing insurance contract liabilities and trade and
other receivables.

The credit ratings shown in the table below are from S&P Global Ratings for the counterparty’s New Zealand short term
unsecured obligations.

Concentrations of credit risk

Credit Rating 2018 - 2017
ANZ Bank New Zealand Limited A-1+4 24.5% 26.8%
ASB Bank Limited A-1+4 16.6% 15.7%
Bank of New Zealand Limited A-1+ 15.7% 15.8%
Kiwibank Limited A-1 13.2% 9.9%
Rabobank New Zealand Limited A-1 9.2% 11.0%
Westpac New Zealand Limited A-1+ 17.2% 15.8%

The financial strength ratings for the Company’s major reinsurers are shown in the table below. The ratings are from S&P
Global Ratings.

2018 2017
General Reinsurance Life Australia Limited AA+ AA+
Hannover Life Re of Australasia Lirnited AA- AA-
Munich Reinsurance Company of Australasia Limited AA- AA-
RGA Reinsurance Company of Australia Limited AA- AA-
SCOR Global Life SE AA- AA-
Swiss Re Life & Health Australia Limited AA- AA-
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NOTES TO THE FINANCIAL STATEMENTS

Market risk

Market risk is the risk of earnings changes arising from changes in interest rates, currency exchange rates and prices of
equity securities. The Company is not exposed to price risk or currency risk as it does not hold equity securities or have
any assets or liabllities denominated in foreign currencies.

Market risks are effectively managed through the Statement of Investment Policy and Objectives (SIPO) which defines the
Investment strategy for the Company. The SIPO also contains the investment mandate which is used to establish asset
classes and weightings that the investment portfolio is expected to hold. The investment manager is charged with the
responsibility for maintaining investment holdings within these designated asset classes. The SIPO, including the
investment mandate, is reviewed at least annually.

Interest rate risk

Interest rate risk arises from the effects of fluctuations in the prevailing levels of market interest rates on the fair value of
financial assets and liabilities or cash flows. The Company is exposed to interest rate risk through its investments in
interest earning financial instruments and revaluations of its insurance contract liabilities,

The Company has established limits on investments in interest-bearing assets, which are monitored on a daily basis. The
following table summarises the sensitivity of the Company’s life insurance contract assets, net of reinsurance, to changes
in Interest rate movements at year end. The analysis Is based on the assumptions that the relevant interest rate
increased/decreased by 1% (2017: 1%), with all other variables held constant. This represents a best estimate of a
reasonable shift in the Interest rates, with regard to historical volatility of those rates. The balances shown provide the
impact on both profit after tax and equity. The effect of a similar movement in interest rates on investments backing
insurance contract liabllities is not material.

2018 2017
+ 1% - 1% + 1% - 1%
$000 $000 $000 4000
Life insurance contract assets, net of reinsurance (41,976) 52,475 (36,381) 45,358

Liquidity risk

The Company manages its exposure to liquidity risk by investing in predominately short dated deposits and securities.
Demands for funds can usually be met through ongoing normal operations, receipt of premiums and use of reinsurance.
Solvency capital projections are prepared by the Company’s actuary to ensure that the Company continues to meet its
solvency requirements.

The maturity profile for the Company’s insurance contract liabilities is shown in note 14. Payables and other liabilities are
payable within three months.
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NOTES TO THE FINANCIAL STATEMENTS
19. RELATED PARTY TRANSACTIONS

Key management personnel compensation

2018 2017
$000 $000
Directors' fees 92 65

Key management personnel include directors and senior management, being those persons having authority and
responsibility for planning, directing and controlling the activities of the entity. The key management personnel
compensation details above comprise amounts paid by the Company only. One director of the Company is employed by
the Ultimate Parent Company, and the Company does not pay any fees in respect of this director. All other key
management personnel of the Company are contracted to, and paid by, ANZ Bank.

A management charge, shown in the transactions with related parties table below, includes a recharge of personnel,
premises, technology and other costs borne by ANZ Bank on behalf of the Company; however this charge does not include
a separately identifiable amount for key management personnel compensation and does not give rise to any operating
lease commitments for the use of premises and equipment provided by ANZ Bank,

Other transactions with related parties

The Company undertakes transactions with the Immediate Parent, its subsidiary, ANZ Bank and other subsidiaries of ANZ
Bank.

2018 2017
3000 $000
ANZ Bank
Interest income 1,874 1,626
Commission expense 5,349 6,218
Operalting expenses 416,030 46,494
Proceeds from sale of CCRI policies® 4,500
Proceeds from sale of management rights - 6,005
Immediate Parent
Dividend pald 50,000 50,000

L Effective from 1 May 2018, the Company sold its CCRI book to Cigna Life Insurance New Zealand Limited. As part of this arrangement the Campany received
$4.5 million from ANZ Bank New Zealand Limited and will receive no further income related to CCRI.

Balances with related parties

2018 2017

$000 $000
ANZ Bank
Cash at bank 5,869 11,692
Investments backing insurance contract liabilities 37,592 36,399
Total due from related parties 43,461 48,091
Due to ANZ Bank 4,382 4,297
Due to other ANZ Bank subsidiaries 65 -
Total due to related parties 4,447 4,297

Balances due from / to related parties are unsecured, payable on demand and settlement occurs in cash.

20. SUBSEQUENT EVENTS

On 30 May 2018, ANZ Bank announced that it had agreed to sell the Company to Cigna Corporation and the final
regulatory approval was obtained on 29 October 2018. The transaction is subject to closing conditions and ANZ Bank
expects it to close in the 2019 financial year.

On 23 November 2018, the Company’s Board resolved to pay an ordinary dividend of $25 million by 30 November 2018.
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APPOINTED ACTUARY'’S REPORT

TO THE DIRECTORS OF ONEPATH LIFE (NZ) LIMITED

This Appointed Actuary’s report under Section 78 of the
Insurance (Prudential Supervision) Act 2010 (IPSA) is
prepared in respect of the financlal statements of
OnePath Life (NZ) Limited (the Company) for the year
ended 30 September 2018.

[ have undertaken a review of the actuarial information
(as defined in section 77(4) of IPSA) contained in, and
used In the preparation of, the financial statements of
the Company (the Financial Statements) as required
under section 77(1) of IPSA.

My review has been carried out in accordance with the
Solvency Standard for Life Insurance Businesses 2014
issued by the Reserve Bank of New Zealand (the
Solvency Standard), which is the solvency standard
applicable to the Company under section 55 of IPSA,
and with the New Zealand Saociety of Actuaries’
Professional Standards.

In respect of my review, I confirm as follows:

(a) I, Michael Bartram FNZSA, am the Appointed
Actuary for the Company under section 76(1) of
IPSA, and that I have prepared this report.

(b)y The work that I have done to review the actuarial
information contained in, or used in the
preparation of the Financial Statements, includes a
review of:

(1) Information relating to the Company's
calculations of premiums, claims, reserves,
dividends, insurance rates, and technical
provislons (annuity rates and unvested
policyholder benefits liability are not
applicable to the Company);

(i) Information relating to assessments of the
probability of uncertain future events
accurring and the financial implications for
the Company if those events do occur;

(i)  The Company’s Policy Liability, as defined in
the Solvency Standard;

(iv)  Risk management policies including
reinsurance exposures and reinsurance assets
relevant to the Policy Liability;

(v)  The deferred tax assets or liabilities relevant
to the Policy Liability;

(vi) The deferred acquisition cost relevant to the
Policy Liability;
(vii) The analysis of the Company’s profit;

(viit) Any additional assumptions used in the
calculation of the Policy Liability;

(ix)  The consistency between the New Zealand
Society of Actuaries Professional Standard 20
“"Determination of Life Insurance Policy
Liabilities” and the calculated Policy liability;
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(x)  The consistency between the Solvency
Standard and the calculated Solvency Margin;
and

(xi) The Company’s checks and controls over data
and valuation processes.

(¢)  Other than my relationship as Appointed Actuary, I
am an employee and customer of ANZ Bank New
Zealand Limited (ANZ Bank), of which the
Company is a subsidiary. I have a small number of
shares in ANZ Bank, as part of an employee share
scheme,

(d) I have obtained all information and explanations
that I have required in order to conduct my review
under section 77 of IPSA. There were no limitations
in the scope of my review.

(¢) I consider that in my opinion and from an actuarial
perspective:

(i)  The actuarial information contained in the
Financial Statements has been appropriately
included in the Financial Statements.

(i)  The actuarial information used in the
preparation of the Financial Statements has
been used appropriately.

()  Iconsider that in my opinion and from an actuarial
perspective, the Company, as at 30 September
2018, is maintaining a solvency margin that
complies with that required under the Solvency
Standard for the purposes of section 21(2)(b) of
IPSA,

(2) I consider that in my opinion and from an actuarial
perspective as at 30 September 2018, the
Company is maintaining solvency margins that
comply with those required under the Solvency
Standard for the purposes of section 21(2)(c) of
IPSA.

I have prepared, dated and signed this report solely in
my capacity as the Company’s Appointed Actuary under
section 76(1) of IPSA. To the fullest extent permitted by
law, 1 do not accept responsibility to anyone other than
the Reserve Bank of New Zealand, the Company, its
board and shareholder for the contents of this report.

el Ba
ointed Actuary

nePath Life (NZ) Limited
Auckland

23 November 2018
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To the shareholder of OnePath Life (NZ) Limited

Report on the financial statements

Opinion

In our opinion, the accompanying financial We have audited the accompanying financial
statements of OnePath Life (NZ) Limited (the statements which comprise:

UGN L — the balance sheet as at 30 September 2018;

1. present fairly in all material respects the
Company's financial position as at 30 September
2018 and its financial performance and cash
flows for the year ended on that date; and

— the statements of comprehensive income,
changes in equity and cash flows for the year
then ended; and

— notes, including a summary of significant
accounting policies and other explanatory
information

comply with New Zealand Equivalents to
International Financial Reporting Standards and
International Financial Reporting Standards.

\\‘4. Basis for opinion
We conducted our audit in accordance with International Standards on Auditing (New Zealand) ('ISAs (NZ)'). We
believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

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

Our responsibilities under ISAs (NZ) are further described in the auditor's responsibilities for the audit of the
financial statements section of our report.

Our firm has also provided other services to the Company in relation to limited assurance services on the annual
insurer solvency return. Subject to certain restrictions, partners and employees of our firm may also deal with
the Company on normal terms within the ordinary course of trading activities of the business of the Company.
These matters have not impaired our independence as auditor of the Company. The firm has no other
relationship with, or interest in, the Company.

l

The Directors, on behalf of the Company, are responsible for the other information included in the entity’s
Annual Report. Other information includes the Governance Statement and the Appointed Actuary’s Report. Our
opinion on the financial statements does not cover any other information and we do not express any form of
assurance conclusion thereon.

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

$ Bl = ’
192 Use of this independent auditor’s report

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

n Responsibilities of the Directors for the financial statements

The Directors, on behalf of the Company, are responsible for:

— the preparation and fair presentation of the financial statements in accordance with generally accepted
accounting practice in New Zealand (being New Zealand Equivalents to International Financial Reporting
Standards) and International Financial Reporting Standards;

— implementing necessary internal control to enable the preparation of a set of financial statements that is
fairly presented and free from material misstatement, whether due to fraud or error; and

— assessing the ability to continue as a going concern. This includes disclosing, as applicable, matters related
to going concern and using the going concern basis of accounting unless they either intend to liquidate or to
cease operations, or have no realistic alternative but to do so.

XL\ Auditor’s responsibilities for the audit of the financial statements

Our objective is:

— to obtain reasonable assurance about whether the financial statements as a whole are free from material
misstatement, whether due to fraud or error; and

— to issue an independent auditor’s report that includes our opinion.

Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance
with ISAs NZ will always detect a material misstatement when it exists.

Misstatements can arise from fraud or error. They are considered material if, individually or in the aggregate,
they could reasonably be expected to influence the economic decisions of users taken on the basis of these
financial statements.

A further description of our responsibilities for the audit of these financial statements is located at the External
Reporting Board (XRB) website at:

http://www xrb.govt.nz/standards-for-assurance-practitioners/auditors-responsibilities/audit-report-6/
This description forms part of our independent auditor’s report.
The engagement partner on the audit resulting in this independent auditor's report is Mr. Paul Herrod.

For and on behalf of

(I

KPMG Auckland
23 November 2018



