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Provident Insurance Corporation Limited

STATEMENT OF COMPREHENSIVE INCOME

For Year Ended 31 March 2016

Note 31-03-16 31-03-15

$ $
Gross Written Premium 12,542,289 8,440,482
Reinsurance Premiums {Qutwards) (19,297) {6,710}
Unearned Premium 5 (5,730,070) (5,382,864)
Net Earned Premium 6,792,922 3,050,908
Net Claims Incurred 6 (4,148,813) (1,863,002)
Salaries (1,513,845) (1,109,673)
Administration Expenses 7 (2,025,689) (1,380,433)
Total Expenses {3,539,534) {2,450,106)
Underwriting Loss (895,425) {1,302,200)
Revenue from Commission 55,082 1,230
Investment income 740,219 553,189
Qther income 8 13,013 7,827
Operating Loss before Taxation {87,111) (739,554)
Taxation Credit 13 19,181 204,898
Net loss after Taxation (67,930} {535,056)
Other Comprehensive Income - -
TOTAL COMPREHENSIVE LOSS (67,930) (535,056)

The above statement of comprehensive income should be read in conjunction with the notes to the financial statements.
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Provident Insurance Corporation Limited

STATEMENT OF FINANCIAL POSITION

As at 31 March 2016

Note 31-03-2016 31-03-2015
$ $

ASSETS

Cash and Cash Equivalents 9 699,483 876,895
Premiums QOutstanding 521,365 363,389
Receivables 10 505,363 238,648
Investments 11 21,200,000 13,969,000
Deferred Acquisition Costs 12 1,784,763 1,219,514
Deferred Tax Assets 13 647,786 628,605
Property, Plant and Equipment 14 317,182 243,735
Intangibles 15 231,032 132,702
Total Assets 25,906,974 17,672,488
LIABILITIES

Payables 16 585,139 432,623
Finance Lease Obligation 17 244 1,710
Other Provisions 18 852,206 167,748
Provision for Qutstanding Claims 6 2,695,635 958,797
Provision for Unearned Premium 5 13,738,927 8,008,857
Total Liabilities 17,872,151 9,569,735
Net Assets 8,034,823 8,102,753
EQUITY

Share Capital 20 10,420,000 10,420,000
Retained Earnings (2,385,177) (2,317,247)
Total Equity 8,034,823 8,102,753

Approved for issue by the Board of Directors on 27 July 2016.

Signed on behalf of the Board of Directors.

Director

..'"'fl{:fa ve statement of financial position should be read in conjunction with the notes to the financial statements.

/\"\/\/\

Director
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Provident Insurance Corporation Limited

STATEMENT OF CHANGES IN EQUITY
For Year Ended 31 March 2016

Share Retained Total
Capital Earnings Equity
$ $ $

2016
Balance at 1 April 2015 10,420,000 (2,317,247) 8,102,753
Total Comprehensive Loss for the year - (67,930) (67,930}
Balance at 31 March 2016 10,420,000 (2,385,177} 8,034,823
2015
Balance at 1 April 2014 10,420,000 {1,782,191) 8,637,809
Total Comprehensive Loss for the year - (535,056) (535,056)
Balance at 31 March 2015 10,420,000 (2,317,247} 8,102,753

The above statement of changes in equity shouid be read in conjunction with the notes to the financial statements.
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Provident Insurance Corporation Limited

STATEMENT OF CASH FLOWS
For Year Ended 31 March 2016

Note 31-03-16 31-03-15
$ $

CASH FLOWS FROM OPERATING ACTIVITIES

Premiums received 12,408,672 8,378,958
interest received and Other Income 1,124,079 391,432
Ciaims paid (2,408,535) (1,033,650)
Operating expenses paid (3,741,826) (3,477,820)
Net cash flows from operating activities 21 7,382,390 4,258,820
CASH FLOWS FROM INVESTING ACTIVITIES

Acgulsition of property, plant and equipment (148,931) (142,284)
Acquisition of Intangibles - Software (178,405) (20,678)
Payments under Finance Lease {1,466} (1,250)
Cash invested in term deposits (7,231,000} (3,519,254)
Net cash flows from investing activities {7,559,802) {3,683,466)
CASH FLOWS FROM FINANCING ACTIVITIES

Net cash flows from financing activities - -

Net movement in cash held (177,412) 575,454
Cash and cash equivalents beginning of the year 876,895 301,441
Cash and cash equivalents end of the year 9 699,483 876,895

The ahove statement of cash flows should be read in conjunction with the notes to the financial statements.

pwe

Page 4



Provident Insurance Corporation Limited

Notes te the financial statements

1. CORPORATE INFORMATION

REGISTERED OFFICE

Ground Floer, 67 - 73 Hurstmere Road, Takapuna, Auckland

Provident Insurance Corporation Limited {the Company) is a profit-oriented company Incorporated on 23 May 2012 under the New
Zealand Companies Act 1993 and domiciled in New Zealand. This is a reporting entity for the purposes of Financial Markets Conduct Act
2013,

The Company was granted a licence to carry on Non-Life Insurance Business in New Zealand by Reserve Bank of New Zealand on 31 July
2013 in accordance with Insurance (Prudential Supervision) Act 2010,

2. BASIS OF PREPARATION

{a) BASIS OF MEASUREMENT

These financial statements have been prepared in accordance with generally accepted accounting practice in New Zealand, the Financial
Reporting Act 2013 and the Financial Markets Conduct Act 2013,

They have aiso been prepared on a historical cost basis except where modified by certain policles relating to assets and liabilities
recognised at falr value through the Profit or Loss.

(b) STATEMENT OF COMPLIANCE

These financial statements comply with New Zealand Equivaients to International Financial Reporting Standards {NZ IFRS) and other
applicable financial reporting standards, as appropriate for profit-oriented entities, They alse comply with International Financial
Reporting Standards (IFRS).

There have been no new or amended standards and interpretations to adopt in the year.

New ndar nd interpr 1]

NZ IFRS 9, ‘Financial instruments’, addresses the classification, measurement and recogrition of financial assets and financiai Fabilities.
The complete version of NZ IFRS S was issued in Seplember 2014, It replaces the guidance in NZ IAS 39 that relates Lo the classification
and measurement of financial instruments. NZ iIFRS 9 retains but simplifies the mixed measurement model and estabiishes three primary
measurement categories for financlal assets: amortised cost, fair value through other comprehensive Income and fair vaiue through
profit or Joss, The basis of classification depends on the entity’s business model and the contractuat cash flow characteristics of the
financiai asset. investments in equity instruments are required te be measured at fair value through profit or loss with the Irrevocable
option at inception to present changes In fair value in other comprehensive Income not recycling. There is now a new expected credit
losses model that replaces the incurred ioss impalrment mode! used In NZ 1AS 39. For financial liabilities there were no changes to
classification and measurement except for the recognition of changes In own credit risk In other comprehensive income, for Hablilties
designated at fair value through profit or loss. N2 IFRS 9 relaxes the requirements for hedge effectiveness by replacing the bright fine
hedge effectiveness tests. It reguires an econosnic refationship between the hedged itern and hedging Instrument and for the ‘hedged
ratio” to be the same as the one management actually use for risk management purposes, Contemporaneous documentation is still
required but is different to that currently prepared under NZ 1A% 39. The standard is effectlve for accounting periods beginning on or
after 1 January 2018. Early adoption is permitted. The Cempany intends to adopt NZ IFRS 9 on its effective date and has yet to assess
its fuli impact,

NZ IFRS 15, 'Revenue from contracts with customers' deals with revenue recognition and establishes principies for reporting usefut
informatlon to users of financial statements about the nature, amount, timing and uncertainty of revenue and cash flows arising from an
entity’s contracts with customers. Revenue Is recognised when a custamer obtains contrel of a good or service and thus has the abllity to
dgirect the use and obtain the benefits from the good or service. The standard replaces NZ IAS 18 'Revenue’ and NZ IAS 11 'Construction
contracts’ and refated interpretations. The standard is effective for annual periods beginning on or after 1 January 2018 and earier
application is permitted, The Company intends tc adopt NZ IFRS 15 on its effective date and has yat to assess its full impact,

NZ IFRS 16, ‘Leases’, replaces the current guidance In NZ IAS 17, Under NZ IFRS 16, a contract Is, or contains, a lease If the contract
conveys the right to control the use of an Identified asset for a perlod of time In exchange for consideration, Under NZ 1AS 17, a lessee
was reguired to make a distinction between & finance lease {on balance sheet} and an eperating lease (off batance sheet), NZ IFRS 16
now requires a lessee to recognise a lease lability reflecting future lease payments and a 'right-of-use asset’ for virtually all lease
contracts. Included is an optional exemption for certain short-term jeases and leases of low-value assets; however, this exemption can
cnly be appiled by lessees.

The standard Is effective for accounting periods beginning on or after 1 January 2019, Early adoption Is permitted but only In conjunction
with NZ IFRS 15, ‘Revenue from Contracts with Customers. The Company intends to adopt NZ IFRS 16 on its effective date and has yet

to assess its full impact.
These annual financial statements were approved by the Board of Directers on 27 July 2016.

3. SIGNIFICANT ACCOUNTING POLICIES
{a) PREMIUM REVENUE AND PROVISION FOR UNEARNED PREMIUM

Gross Written Premium comprises amounts charged to policyholders for insurance polictes relating to Mechanical 8reakdewn Insurance
{MBI), Credit Contract Indemnity (CCI) and Loan Equity tnsurance (GAP). It is expressed net of levies and charges which are collected
on behalf of the Fire Service and the Earthquake Commission {if applicabie), and net of Goods and Services Tax.

Premium revenue is recognised in the Statement of Comprehensive Income when it has been earned. That is, from the date of
attachment of the risk, over the period of the policy,

The propertion of premiums not earned in the Statement of Comprehensive income at the reporting date is recognised in the Statement
of Financial Position as a Provision for Unearned Premium.

5
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Provident Insurance Corporation Limited

Notes to the financial statements

3, SIGNIFICANT ACCQUNTING POLICIES {Continued)

{b) REINSURANCE

Premiums ceded to reinsurers under relnsurance contracts are recorded as an expense and are recognised over the period of indemnity
of the contract. Amounts recoverabie from reinsurers are estimated in a manner consistent with the outstanding claims provision or in
accordance with the reinsurance contract.

Ceded reinsurance does not relieve the Company from Its obligations to poficyholders.

{c) CLAIMS AND PROVISION FOR OUTSTANDING CLAIMS

Clalms expense represents payments for claims and the movement in the Provision for Qutstanding Claims. Claims expense represents
the benefits paid or payable to the policyholder on the occurrence of an event giving rise {0 loss or accldent according to the terms of the
policy. Claims expenses are recognised in the $tatement of Comprehensive Income as losses are Incurred which is usually the point in
time when the event giving rise to the claim occurs.

The liability for any outstanding claims {s carried In the Statement of Financtail Pesition as the Provislon for Outstanding Claims. 1t is
measured as the central estimate of the present value of the expected future payments against all claims incurred at reporting date with
an additicnal risk margin to allow for the inherent uncertainty in the central estimate. The expected future payments include those In
refation to claims reported but not yet paid, claims Incurred but not enough reported ("IBNER"), claims incurred but not reperted

("IBNR") and the anticipated direct and Indirect claims handling costs,

(d) LIABILITY ADEQUACY TEST

At each reporting date a Liability Adequacy Test is performed to determine whether there Is an adequate provision for unearned
premiums less related deferred acquisitions to meet the estimated future claims. If the Llability Adeguacy Test shows that the carrying
amount of the unearned premiums less related deferred acquisition costs is inadequate, the deficlency In unexplred risk llability is
recognised in the Statement of Comprehensive Income.

The Liabillty Adequacy Test Is calculated separately by the type of peolicies which are subject to broadiy similar risks and managed
together as a single product portfolio,

{e) INTEREST INCOME
Interest Income is recognised in the Statement of Cornprehensive Income on an accrual basis, Interest Income Is recognised using the

effective interest method,

(f) TAX
(1} Income Tax

Currant tax assets and ilabllities for the current and prior perlods are measured at the amount expected to be recovered from or paid to
the taxation authorities based on the current period’s taxable Income. The tax rates and tax laws used to compute the amount are those
that are enacted or substantively enacted by the reporting date,

(ii) beferred Tax

Deferred tax assets and fiabilities are racognised for temporary differences at the tax rates expected to apply when the assets are
recovered or liabilities settied, based on the tax rales enacted or substantively enacted by the reporting date. Deferred tax assets are
recognised to the extent that it is probable that Laxable profits will be available against which deductibie temperary differences or unused
tax losses can be utilised.

Such assets and liabilities are not recognised if the temporary difference arises from goodwillt or from the initial recognition (other than in
a business cambination) of the other assets and liabilities in a transaction that does not affect either the taxable profit or the accounting

profit.

Defarred tax assets are recognised only to the extent that it Is probable that future taxable profits will be available against which the
asset can be utlised,

(1li} Goods and Services Tax (GST)

Revenues, expenses and assels are recognised net of the amount of GST except when the GST incurred on a purchase of goods and
services is not recoverable from Intand Revenue, in which case the GST is recognised as part of the cost of acquisition of the asset or as
part of the expense item as applicable.

The net amount of GST recoverable from, or payable to, Inland Revenue is included as part of Receivables or Payables in the Statement
of Financlal Position.

{g) PAYABLES

Payables are recognised when the Company becomes obliged to make future payments resulting from the purchases of goods and
services.

Payabies are carried at amortised cost. They represent liabilities for goods and services provided ta the Company prier to the end of the
financlaf year but which are unpaid at reporting date.

(h)} LEASED ASSETS

Leases in which the Company assumes substantially all the risks and rewards of ownership are classified as finance leases. Upon initial
recognition the leased asset is measured at fatr value of the minimum fease payments. Subsequent to initial recognition, the asset is
accounted for under the class of asset in accordance with accounting policies for property, plant and equipment. The finance lease
obligation is presented as 2 liability in the Statement of Financial Position, while the lease interest charge is expensed in the profit and
loss.

Other leases are operating leases and payments are recegnised as an expense in the perfods the services are received over the period of

the lease, Benefits recelved and receivabie for entering inte an operating lease are recognised on a stralght line basis over the term of
the lease,

i
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Provident Insurance Corporation Limited

Notes to the financial statements

3. SIGNIFICANT ACCOUNTING POLICIES (Continued}

{I) CASH AND CASH EQUIVALENTS

Cash and cash eguivalents include cash on hand and deposils held at call with financial institutions. Cash and cash equivalents are
measured at fair value, being the principaf amount,

{j) RECEIVABLES

Recelvables are stated at the amounts to be received In the future, being fair value, less any impairment losses. The recoverabliity of
debts is assessed on an ongoing basis and provision for impalrment is made based on objective evidence and having regard to past
default experience. Changes to Impairment charge are recognised In the Statement of Comprehenstive Encome. Debts which are known
to be uncoliectibie are written off,

{k) INVESTMENTS

Investments comprise assets held to back insurance liabilities (also referred to as technical reserves) and assets that represent equity
holders' funds. Al investments are heid in short to medium term deposit accounts with financia!l institutions in accordance with a
documented risk management strategy, The investments are measured at fair vaiue.

(1) PREMIUMS OUTSTANDING
At any one time there is 2 balance of premiums which are outstanding but nol overdue. These are recognised at fair value being the
amount due.

All outstanding amounts are constantly reviewed for ccllectability and immediately written off where deemed to be uncellectible.

{m) REINSURANCE AND CLAYMS RECOVERIES OUTSTANDING

During the normal course of the Cempany's activities, ¢laims are paid which will result in a contractual right to seek recovery from its
reinsurers and / or other third parties. At any point in time there wll be amounts owing by these counterparties which will be
represented by assets on the Statement of Financial Position.

Amounts recoverabile from relnsurers are estimated in a manner consistent with the outstanding claims provision or settied claims
associated with the reinsurer's policles and are In accordance with the related relnsurance contract.

An impairment review is performed at reporting date. When the recoverable amount I35 less than the carrying value an impairment loss {s
racognised in the Statement of Comprehensive Income.

{n} DEFERRED ACQUISITION COSTS
Acquisition costs incurred in obtalning new insurance business Include commission, advertising, policy issue and underwriting costs,

agency expenses and other sales costs.
These costs are deferred and recoghised as assets where they can be rellably measured and where it is probable that they will glve rise
to premium revenue that will be recognised in subsequent reporting periods.

Deferred acquisition costs are amorlised systematically in accordance with the expected pattern of the incldence of risk under the
contracts to which they relate. This pattern of amortisation corresponds to the earning pattern ¢f the corresponding premium revenue,

An fmpairment review s performed at reporting date as part of the Liability Adequacy Test. When the recoverable amount is less than
the carrying value an impairment 1oss is recognised in the Statement of Comprehensive Income,

{o) PROPERTY, PLANT AND EQUIPMENT, AND DEPRECIATION
Property, plant and equipment is initially recorded at cost including transaction costs and subsequently measured at cost less any
subsequent accumulated depreclatien and Impairment losses,

Depreciation i5 calcutated using diminishing value method applying the foflowing rates.

» Computer hardware & equipment - 16-50% diminishing value (estimated usefu! tife 3-12 years)
+ Office fit out - 10% diminishing value {estimated usefui kfe 19 years)

= Furniture & fittings - 16-25% diminishing value {estimated useful life 8-12 years)

+ Office equipment - 25-40% diminishing value {estimated useful life 4-8 years)

= Motor vehicies - 30% diminishing value {gestimated usefu! life 5 years)

(p) INTANGIBLES

Intangible assets represent software and software work In progress and are initially measured at cost. Following initiaf recognition,
intanglble assets are carried at cost less any accumulated amertisation and any accumulated impairment losses.

Intangibles are amortised using diminishing value method applying the foilowing rate.
+ Software - 40% diminishing value (estimated useful life 4 years)

{q) PROVISIONS

Provislons are only recegnised when the Company has a present fegal or tonstructive obligation as a result of & past event or decislon,
and it Is more likely than not that an outfiow of resources witl be required to settle the obligation. Provisions are recognised at the best
estimate of future cash flows discounted to present value where the effect is material.

(r) EMPLOYEE BENEFITS

Provision is made for salarlies, commissicons, annual feave and accumulating sick leave expected to be settled within 12 months of the
reporting date are recognised in respect of employee entitlements up to reporting date. This provision is measured at the amounts
expectad to be paid when the entitlements are settied.

() STATEMENT OF CASH FLOWS ﬁ

The Statement of Cash Flows has been prepared using the direct approach. pr
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Provident Insurance Corporation Limited

Notes to the financial statements

4. CRITICAL JUDGEMENTS AND ESTIMATES

In the process of applying the significant accounting policies, certain critical accounting estimates and assumptions are used, and certain

judgements are made.

The estimates and related assumptions are based on experience and other factors that are considered o be reasonable, the resuits of
which form the basls for judgements about the carrying values of assets and liabilities, Actual results may differ from these estimates.
The estimates and underlying assumptions are reviewed on an cngoing basis. Revisions to accounting estimates are recognised In the
period in which the estimates are revised, and future perleds if relevant.

The areas where the estimates and assumptions Involve a high degree of judgement or complexity and are considered significant to the

financial statements, listed together with reference to the notes to the financial statements where more information is provided, are:

« Provision for Qutstanding Claims, refer Note 6

Provision is made at the end of the year for the estimated cost of clalms Incurred but not settled at reporting date, inciuding the cost of

claims Incurred but not yet reported to the Company. The estimated cost of cialms includes direct expenses to be incurred in setthng

claims gross of the expected value of recoveries,

The Company takes alf reasonable steps to ensure that it has appropriate information regarding its claims exposures. However, glven the

uncertainty In establishing claims provisions, it is likely that the final outcome will prove to be different from the original liability

estabiished.

The estimation of claims incurred bul riot reported (IBNR) is generally subject to a greater degree of uncertalnty than the estimation of

the cost of settling claims already notified to the Company, where more information about the clalm event is generaliy available.

Management uses a combination of a central estimate, assessment by the Appointed Actuary and management's Industry knowledge and

experience to determine the final provision.

* Provision for Unearned Premium, refer Note 5

The estimate of the unearned premium is calcuiated based on the date of attachment of risk over pericd of the policy with an appropriate
margin for uncertainty for each portfolio of contracts, The estimate is based con industry and preduct specific historical information and
50 is heavily dependent on assumptions and judgements. The lisbility adequacy test is required to be conducted by product with Hroadly

similar risks and that are managed together as a single portfolio. The Company has determined that ali policies for a single product
written in New Zealand are affected by common risk factors. The provision for unearned premium should be sufficient to cover the
present value of the expected cash flows arising from rights and obligations under current insurance contracts, plus an additicnal 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 tc the business.

* Deferred Acquisition Costs, refer Note 12

Deferred acquisitions costs are deferred only to the extent that they are recoverable from future premium income. The Company
estimates its deferred acquisition costs through the centrai estimate and calcuiates the provision using an assumption of 12% on the
movemant of unearned premium (2015: 16% of unearned premium). The actual costs Incurred and their recoverability are reviewed
annually and form part of the liabllity adequacy test performed by the Appointed Actuary. Any adjustments to the assumptions that
result in a change in the provision Is recognised in the Statement of Comprehensive Income.

+ Deferred Tax Assets, refer Note 13

Deferred tax assets are recognised for ail unused tax losses to the extent it is probable that taxable profits will be avaliable against which

the losses can be utilised. Management judgement is required to determine the amount of deferred tax assets that can be recognised

based on the likeflhood, tUming and quantum of future taxable profits.

5. PROVISION FOR UNEARNED PREMIUM AND LIABILITY ADEQUACY TEST

2016 2015

Provisi r rned Premium ¥

Balance at the start of the year 8,008,857 2,625,993
Premiums Written 12,542,289 8,440,482
Premiums in Advance 675,540 336,617
Premiums Earned (7,488,759} (3,394,235)
Balance as at 31 March 13,738,927 8,008,857
Current 7,184,930 3,882,604
Nen-Current 6,553,997 4,126,253

Some MBI warranties at reporting date were sold with a contract start date In the future. The Company is currently not on risk for these
contracts and treats the total premiums received in advance as unearned premiums, When the contracts commance the premiums will

start to be earned as normal and the Cempany will be on risk,

pwe
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Provident Insurance Corporation Limited

Notes to the financial statements

5. PROVISION FOR UNEARNED PREMIUM AND LIABILITY ADEQUACY TEST (Continued)
Liabijlity Adequacy Test

Liability adequacy tests are performed by the Company's appointed Actuary (Karl Marshall, The Quantium Group PTY Ltd) to determine
whether the unearned premium liability is sufficient to cover the present value of the expected cash flows arising from rights and
obligations under current insurance contracts, pius an additional risk margin to refiect the Inherent uncertalaty 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 unearnad premium liability less related deferred acquisition costs exceeds the present value of the expected future cash flows plus
the additienal risk margin to reflect the inherent uncertainty in the centrat estimate then the unearned premium ltability is deemed to be
suffictent. The risik margins applied to future clalms were determined with the objective of achieving at feast 75% probability of
sufficiency of the unexplred risk liability using the same mathodelogy as described above.

The net unearned premium less Deferred Acquisition Costs is $1,621,192 higher than the premium Habilities, Therefore it has passed the
Liability Adequacy Test and deemed fo be sufficient.

6. CLAIMS AND QUTSTANDING CLAIMS

2016 2015
Clalms Incurred $
Claims Payments during year 2,411,975 1,033,650
Provision for cutstanding ciaims in profit and loss 1,736,838 829,352
Total claims incurred for year ended 31 March 4,148,813 1,853,002

2016 2015
Provision for outstanding claims % $
Balance at the start of the year 958,797 129,445
Qutstanding claims Hability 1,736,838 829,352
Balance as at 31 March 2,695,635 958,797

Claims incurred relate to risks borne in the prior and current year, Reinsurance & Other Recoveries are Nil for financial years 2016 and
2015.

Assum, n h i A ry in lculation of 1iiability for in im
The total liabfity for outstanding claims are based on the following assumptions.

- Loss Ratios of 35-70%

- Claim bandling expenses estimated at 10%

-~ Risk Margin of 30% to increase the probability of sufficiency of the provision to 75%

The liabliity is measured based on the advice of, valualicns performed by, or under the direction ¢f, the Appointed Actuary. The expected
future payments include those in relation to claims reported but not yet paid, claims incurred but not enough reported ("IBNER"), claims
incdrrad but not reported (*IBNR’) and the anticipated direct and indirect claims handilng costs.

The Appointed Actuary has performed an actuarlal assessment in accordance with the standards of the New Zealand Soclety of Actuaries,
The Actuary is satisfied as to the nature, sufficiency and accuracy of the data used to determine the outstanding claims liability. The
cutstanding claims liability is set at a level that is appropriate and sustainable to cover the Company's claims obligations after having
regard to the prevailing market environment and prudent industry practice.

Undiscounted Discounted
Qutstanding Claims Outstanding Outstanding
Term Claims Handling Clalms Claims
{Manths) Payments Expense Risk Margin Provision Discount Provision
$ $ $ $ $
31 March 2016
All Products 12-48 840,145 84,015 277,248 1,201,408 (2,542) 1,198,866
31 March 2015
All Products 12-48 561,907 56,191 185,429 803,527 (2,633) 800,894

Forward discount rates have been derived from the yields of New Zealand government bonds. Forward rates are used which indicate the
rate of Investment tncome that may be earned on money invested during each future period.

The equivalent average single discount rate implicit in the insurance Habiiitles is 2,04% (3£ March 20£5: 3.2%) per annum as at 31
March 2016,

Ad men andin laims Provision

31 March 2016 31 March 2015

$ %

Discounted Cutstanding Claims Provision 1,198,866 860,894
Adjustment to achleve forced loss 1,496,769 157,903
Provision based on Forced Loss 2,695,635 958,767
Management have adjusted the outstanding ¢iaims provision amount for a forced loss of 61% of net earned premiums (31 March 2015:
61%). This is considered to be the most .appropriate method taking Into account the characteristics of the class of business,
management's industry knowledge and experience. =
Ciaims are expected to be settled within one year. pwg
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Provident Insurance Corporation Limited

Notes to the financial statements

6. CLAIMS AND QUTSTANDING CLAIMS (Continued)

The sensitivity analysis on the balance of Provision for Qutstanding Claims in respect to changes In inltial loss ratios of 16% plus and

minus impact on loss and equity of the Company.

Change in Initial Loss Ratio
2016 2015
-10% No Change +10% =10% No Change +1.0%

Provision for Qutstanding Claims 3,342,588 2,695,635 2,048,683 1,188,909 958,797 728,686
7. ADMINISTRATION EXPENSES

31 March 2016 31 March 2015

% $

Directors' fees 309,997 320,000
Depreciation 78,267 75,893
Amortised software 79,874 74,968
Audit of financial statements 50,000 35,000
Other assurance reiated services 2,500 2,500
Finance lease Interest expense 162 390
Other expenses 2,070,138 1,671,037
Ceferred Acquisition Costs (565,249} {799,355)
Total Administration expenses 2,025,689 1,380,433

Other assurance related services includes $2,500 paid to the auditors for the review of RBNZ solvency return fer 2016 and 2015 financial

vears. No other fees were pald teo the auditors.

8. OTHER INCOME

31 March 2016 31 March 2015

$ $
Refunded POSM Premium - 803
Surplus from Seminars 13,013 7,024
Total Other Income 13,013 7,827

9. CASH AND CASH EQUIVALENTS

31 March 2016 31 March 2015

$ $
Cheque Account 285,695 128,349
Cali Account 413,788 748,546
Total Cash and Cash Equivalents 699,483 876,895

10. RECEIVABLES

31 March 2016 31 March 2015

$ $
Prepayments 50,743 27,851
Interest accrued ~ term deposits 366,503 210,797
Other Receivables 88,117 -
Total Receivables 505,363 238,648
Tota! receivables are expected to be received during the next 12 months.
11, INVESTMENTS
$ Term Maturity Interest Rate
31 March 2016
Term Deposit - Lease Bond v . - -
Term Deposits 21,200,000 90 -549 days 02-04-16 - 11/08/2017 3.3% - 4.58%
21,200,000
31 March 2015
Term Deposit - Lease Bond 69,000 365 days 05-07-15 4.65%
Term Deposits 13,900,000 90 -182 days 07-04-15 - 17/08/2015 4.3% - 4.75%
13,569,000

The lease bond regarding the lease of the office premises was refunded on maturity In July 2015, Term deposits are hetd by AA- rated
NZ Financial Institutions, The fair value of the investments approximates their carrying value.

12. DEFERRED ACQUISITION COSTS

2016 2015

$ %
Balance at the start of the year 1,219,514 420,159
Movement for the year 565,249 799,355
Balance as at 31 March 1,784,763 1,219,514
Current 833,362 591,207
Non-Current 551,401 628,307

The change in the provision is recognised in the Statement of Comprehansive Income.

»
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Provident Insurance Corporation Limited

13. TAXATION

Components of tax credit
Current tax expense
Deferred tax asset

Tax Credit

31 March 2016

31 March 2018

$ $

- 50
(19,181) (204,948)
{19,181) { 204,898)

31 March 2016

31 March 2015

Relationship between tax credit and accounting loss

Net loss before tax

Tax at 28%

Plus (iess} tax effect of:
Non-deductible expenditure
Ceferred tax adiustment
Tax Credit

Deferred tax asset

Balance at 31 March 2014

Charged to surplus er deficlt

Charged to other comprehensive income
Balance at 31 March 2015

Charged to surpius or deficit

Charged to other comprehensive income
Balance at 31 March 2016

Notes to the financial statements

$ $
(87,111} (735,954)
(24,391) (207,187)
6,607 3,346
{1,397) (1,087)
(19,181) (204,898)
Property, plant Employee Other
and equipment  entitfements provisions Tax losses Total
$ $ $ L4 $
- 11,562 140,017 272,078 423,657
- 5,539 {140,017} 339,426 204,948
- 17,101 - 611,504 628,605
- 35,185 1,459 {17,473 19,181
~ 52,296 1,459 594,031 647,786

Expected to crystallise In the next 12 months
Not expected to crystaltise in the next 12 months

31 March 2016

31 March 2015

% $
53,755 17,101

594,031 611,504

647,786 678,605

b
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Provident Insurance Corporation Limited

Notes to the financial statements

15. INTANGIBLES - SOFTWARE

Work in . by
Completed Progress Total Amortised
31 March 2016 : ¢ L bR 3 sl Y F e
Balance at 1 April 2015 246,491 17,360 263,851 (131,149)
Existing Software - - (65,775)
Work in progress completed 17,210 (17,210) 2 i
Additions 112,977 65,227 178,204 (14,099)
Balance at 31 March 2016 376,678 65,377 442,055 (211,023) 231,032

e F | e |
Completed - w’g‘ﬁ‘%i"; . Total
31 March 2015 g O A T
Balance at 1 April 2014 241,853 -
Existing Software - - - (74,280)
Additions 4,638 17,360 21,998 (688)
Balance at 31 March 2015 246,491 17,360 263,851 (131,149)
16. PAYABLES
31 March 31 March
2016 2015
$ $
Trade Accounts Payable 584,270 431,754
Premiums held for Third Party 869 869
585,139 432,623
All payables are at fair value,
Current 585,139 432,623
Non-Current - -

17. FINANCE LEASE OBLIGATION
The Company leases a Canon photocopier under a finance lease agreement. The lease term is 3 years whereby

ownership or title of the equipment passes to the Company, i.e. lease to buy.

Interest is fixed for this contract at 27.4% of principal.

31 March 31 March
2016 2015
Finance Lease Liabilities $ %
Minimum Lease Payments 244 1,710
- Current 244 1,577
- Non-Current . 133
18. OTHER PROVISIONS
31 March 31 March
2016 2015
$ $
Employment Benefits 160,478 90,684
Other 691,728 77,064
852,206 167,748
Current 498,700 167,748
Non-Current 353,506 -

Employment Benefits

The provision includes salaries, commissions, bonuses and leave allowance.
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Provident Insurance Corporation Limited

Notes to the financial statements

18. OTHER PROVISIONS (Continued)

Other

Rebates and incentives are payabie to deaters when they meet their sales targets. This is calculated monthly and the
provision represents incentives owing te dealers but remained unpaid at reporting date.

Commission received from point of sales motor insurance is earned over the term of the policies. Any commission
unearned is held in a provision for unearned commission.

19, RISK MANAGEMENT

The financial condition and operations of the business are affected by a number of key risks including insurance risk,
interest rate risk, currency risk, market risk, financial risk, compiiance risk, fiscai risk and operational risk.

The Company is committed to proactively and consistently managing risk, to effectively limit identified risks within the
Company's risk appetite and to achieve continued growth and profitability of the Company.

The Company has an Enterprise Risk Management framework, which aligns with AS/NZS IS0 31000:2009 Risk
management: principles and guidelines, to facilitate the identification, evaluation, mitigation and monitaring of the risks
affecting the Company.

The accountabilities and responsibilities of employees and directors are conveyed in the Company's Risk Management
policy. The Company's exposure to relevant risks are recorded and managed through the Company's risk ragister,

The board has delegated the monitoring and reporting of extreme and high risk items to the Board Risk Committee,
which reports quarterly t¢ the board.

The board has delegated the oversight of the effectiveness of audit functions, internal controls and compliance
processes to the Board Audit Commitiee, which reports quarterly to the board,

Notes on the policies and procedures employed in managing these risks in the business are set out below.

(A) Insurance Risk

Insurance risk is the risk that either inadequate or inappropriate product design, pricing, underwriting, reserving, claims
management or reinsurance management wiil expose the Company to financiat loss and, in the worst case a consequent
inability to meet its liabilities when they fall due.

The Company's risk management activities include prudent underwriting, pricing, claims management, reserving and
investment management. The objective of these disciplines is to enhance the financial performance of the insurance
operations and to ensure sound business practices are in place for management of risks in underwriting and claims.

The key processes and controls in place which mitigate insurance risk include:

» the recruitment, retention and on-going training of suitably qualified personnel

» the use of management information systems that provide retiable data on the risks which the business is exposed to
s the use of externaf actuarial expertise to assist in determining premium levels and monitoring claims patierns

« the use of reinsurance to limit the Company’s exposure to large single claims and accumulations of claims that arise

from a singular event.

{B) Market risk
Market risk is the risk of change in the fair value of financial instruments from fluctuations in the foreign exchange rates

(currency risk}, market interest rates (interest rate risk) and market prices {price risk}, whether such change in price is
caused by factors specific to an individual financial instrument or its issuer or factors affecting all financial instruments
traded in a market.

The sensitivity analysis and the impact of possible changes in interest rate risk on the Company’s profit and equity is
included in note 19 (E) below.

(i) Currency risk

Currency risk is the risk of loss resulting from changes in exchange rates when applied to assets and liabilities or future
transactions dencminated in & currency that is not the Company’s functional currency.

The Company’s principal transactions are carried out in New Zealand Dollars and its exposure to foreign exchange risk
arises primarily with respect to payments overseas for various services to the Company. At reporting date there is no
exposure to currency risk. (31 March 2015: Nif)

(ii) Interest rate risk
Interest rate risk is the risk that the vaiue or future value cash flows of a financial instrument will fluctuate because of

changes in interest rates.

The Board is responsible for the management of the interest rate risk arising from externat borrowings. As at 31 March
2016 there were no external borrowings. (31 March 2015: N#)

Pwc
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Provident Insurance Corporation Limited

Notes to the financial statements

19, RISK MANAGEMENT (Continued)
The Company manages interest rate risk arising from its interest bearing investments in accordance with the Company's
Capital Management Plans and the Company's Investment policy.

(iii) Price risk
Price risk Is the risk of loss resulting from the dectine in prices of equity securities or other assets. The Company has no
exposure to price risk because there are no investments in publicly traded equity securities and other unit trusts,

{C) Credit risk

Credit risk is the risk of foss that arises from a counterparty failing to meet their contractual commitment in full and on
time, or from losses arising from the change in value of a trading financial instrument as a result in changes In credit
risk of that instrument, The Company’s exposure to credit risk is limited to deposits and investments held with banks as
well as credit exposure to trade customers or other counterparties.

Independent ratings are used for counterparties that are rated by rating agencies. Internal procedures cover monitoring
customers’ financial position, the extent of monies owing and other relevant factors.

The Company has no significant exposure to credit risk. Credit exposure in respect of the Company’s cash and term
deposits is limited to banks with minimum "AA-" credit ratings.

{D) Liquidity Risk
Liquidity risk is the risk that the entity will encounter difficulty in meeting commitments linked to financial instruments.

The Company manages its liquidity risk on an on-gcing basis by:
¢ spreading its Invastments across multiple banks and institutions with different maturity profiles
« forecasting expected future liquidity and ensuring a sufficient Hquidity *buffer’ Is maintained at all times.

The table below analyses the Company’s financial assets and liabilities at balance date into the relevant maturity
groupings based on the remaining pericd Lo the maturity date.

On Demand 0-3 Months  4-12 Months 1-3 Years Total
31 March 2016 $ $ % $ $
Financial Assets
Cash and cash equivalents 699,483 - - - 699,483
Term Deposits (Investments) - 2,700,000 12,900,000 5,600,000 21,200,000
Receivables 975,984 - - - 975,984
1,675,467 2,700,000 12,800,000 5,600,000 22,875,467
Financial Liabilities
Accounts Payables 304,885 - - - 304,889
Other Liabilities - 244 - - 244
304,889 244 - - 305,133
On Demand -3 Months  4-12 Months 1-3 Years Total
31 March 2015 £ $ $ % $
Financial Assets
Cash and cash equivalents 876,895 - - - 876,895
Term Deposits {Investments) - 10,400,000 3,569,000 - 13,969,000
Receivables 574,186 - - - 574,186
1,451,081 10,400,000 3,569,000 - 15,420,081
Financial Liabilities
Accounts Payables 257,450 - - - 257,450
Other Liabilities - 343 1,234 133 1,710
257,450 343 1,234 133 259,160

Financial assets and liabifities are held at amortised cost. The fair value of the financial assets and financial liabilities
approximates their carrying value. The carrying amount of these financial assets and liabilities are a reasonable
approximation of fair value, either due to their short-term nature or that they are floating rate instruments that are re-
priced to market interest rates on or near the balance sheet date.

(E) Sensitivity analysis

The analysis below demonstrates the impact of changes in interest rates on profit after tax and equity on continuing

business. The aralysis is based on changes in economic conditions that are considered reasonably possible at the

reporting date, The potential impact is assumed as at the reporting date, @

pwc
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Provident Insurance Corporation Limited

Notes to the financial statements

19. RISK MANAGEMENT (Continued)
(i) Interest rate

All Investments of the Company are held by NZ financial institutions on short to medium term deposits (refer note 11}, The
term deposits have a fixed interest rate for a fixed term. Therefore, the impact at reporting date on the Company's profit after
tax and equity is Nil, with all other variables being at a constant. (31 March 2015: Nil)

The sensitivity analysis in respect to changes in interest rates as applied to Provision for Unearned Premium considers the
impact of a 175 basis point plus and minus change in New Zealand interest rates (i.e. Reserve Bank of New Zealand Solvency

Standard for Non-Life Business).

Change in Interest Rates
2016 2015
-1.75% No Change +1.75% -1.75% No Change +1.75%
$ % $ $ $
Provision for Unearned Premium 14,093,941 13,738,927  13,402,598| 8,215,766 8,008,857 7,812,720

(F) Operating risk
Operating risk is the risk of financial loss resulting from either external events, inadequate or failed systems or processes, or
insufficiently skilled and trained staff. There are a number of key processes and controls in place which mitigate operating risk,
including:
« the management and staff responsible for identifying, assessing and managing operational risks in
accordance with their roles and responsibilities
« the Chief Finance and Risk Officer charged with assisting staff identify risks, assessing the sufficlency of
and ongoing presence of suitable mitigations
» the Board Risk Committee charged with monitoring and reporting on risks.

20. CAPITAL MANAGEMENT
(i) Share Capital
31 March 31 March
2016 2015
$ $

Fully paid up Capital 10,420,000 10,420,000
Unpaid Capital - -
Share Capital at 31 March 10,420,000 10,420,000
Represented by:
Number of Shares 10,420,000 10,420,000

(ii) Financial Strength Rating
Provident Insurance Corporation Limited has a B++ Financial Strength Rating awarded by AM Best Company on 1 August 2013.
This rating was subsequently reconfirmed on 1 August 2015. The rating scale is:

Rating |Explanation
Ad+, At Superior

A, A- Excellent
B++, B+ Good

B, B- Fair

CH++, C+ Marginal

C, C- Weak

o) Poor

E Under Regulatory Supervision
F In Liquidation
s Suspended

Ratings from A to C also may be enhanced with a "+-+" (double plus), "+" (plus) or "-" {minus) to indicate whether credit
quality is near the top or bottom of a category.

v pwc
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Provident Insurance Corporation Limited

Notes to the financial statements

20, CAPITAL MANAGEMENT (Continued)
{iil) Capital Management Plan and Saolvency

When managing ¢apital, management's objective is to ensure that the Company continues as a going concern with sufficient
reserves to settie claims and meet its financial obligations to creditors. The Company has an established capital management

plan (CMP), which is reviewed annually.

Minimum Solvency Capital for the end of the financial year required to meet the solvency standards is:

31 March 31 March
2016 2015
$ $
Actual Solvency Capital (ASC) 7,156,005 7,341,446
Minimum Solvency Capital (MSC)* 3,000,000 3,000,000
Sclvency Margin $4,156,005 $4,341,446
Solvency Ratio 2.39 2.45

*MS5C has been set by the Reserve Bank of New Zealand.

21. CASH GENERATED FROM OPERATIONS

Reconcillation of loss for the year to net cash flows from operating activities
201

2015
$ $

Loss after tax for the year {67,930} (535,056)
Add/(less) non-cash items
Depreciation of property, plant and equipment 78,266 75,892
Amortisation of software 79,874 74,568
Increase in capitalised costs 565,249 799,355
Increase in provision for outstanding claims 1,736,838 829,352
{Increase) in deferred tax {19,181} (204,898}
Increase/ {decrease) in other provisions 171,679 (332,342}

2,544,795 707,271
Add/{less) movements in working capital
{Increase} in receivables (424,692) (129,456)
Increase in payables 152,516 114,374
QOther changes in working capital 5,109,771 3,566,771

4,837,595 3,551,649
Net cash inflow from operating activities 7,382,390 4,258,920

22, CONTINGENT LIABILITIES

There were no contingent liabilities as at 31 March 2016 {31 March 2015: Nit).

23, CAPITAL COMMITMENTS

There were no capital commitments as at 31 March 2016 (31 March 2015: Nil}.

24, SUBSEQUENT EVENTS
There have been no material events subsequent to 31 March 2016.

o

pwe

Page 17



.

pwc

Independent Auditors’ Report

to the shareholders of Provident Insurance Corporation Limited

Report on the Financial Statements

We have audited the financial statements of Provident Insurance Corporation Limited (the
“Company”) on pages 1 to 17 which comprise the statement of financial position as at 31 March
2016 the statement of comprehensive income, the statement of changes in equity and the
statement of cash flows for the year then ended, and the notes to the financial statements that
include a summary of significant accounting policies and other explanatory information.

Directors’ Responsibility for the Financial Statements

The Directors are responsible on behalf of the Company for the preparation and fair
presentation of these financial statements in accordance with New Zealand Equivalents to
International Financial Reporting Standards and for such internal controls as the Directors
determine are necessary to enable the preparation of financial statements that are free from
material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with International Standards on Auditing (New Zealand).
These standards require that we comply with relevant ethical requirements and plan and
perform the audit to obtain reasonable assurance about whether the financial statements are
free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditors’
judgement, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditors
consider the internal controls relevant to the Company’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
Company’s internal control. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting estimates, as well as evaluating
the overall presentation of the financial statements.

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

We are independent of the Company. Other than in our capacity as auditors and providers of
other related assurance services we have no relationship with, or interests in, the Company.

Opinion

In our opinion, the financial statements on pages 1 to 17 present fairly, in all material respects,
the financial position of the Company as at 31 March 2016, and its financial performance and
cash flows for the year then ended in accordance with New Zealand Equivalents to International
Financial Reporting Standards.

PricewaterhouseCoopers, 188 Quay Street, Private Bag 92162, Auckland 1142, New Zealand
T: +64 (9) 355 8ooo, F: +64 (9) 355 8oo1, www.pwe.com/nz
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Independent Auditors’ Report

Provident Insurance Corporation Limited

Restriction on Use of our Report

This report is made solely to the Company’s shareholders, as a body, in accordance with the
Companies Act 1993. Our audit work has been undertaken so that we might state those matters
which we are required to state to them in an auditors’ report and for no other purpose. To the
fullest extent permitted by law, we do not accept or assume responsibility to anyone other than
the Company and the Company’s shareholders, as a body, for our audit work, for this report or
for the opinions we have formed.

)
ﬂiwm@)vw Loapym

Chartered Accountants Auckland
27 July 2016



QUANTIUM

27 July 2016

The Board of Directors

Provident Insurance Corporation Ltd

Crown Centre, Ground Floor, 67-73 Hurstmere Road
Takapuna

Auckland 0622

New Zealand

Dear Sirs
Appointed Actuary Report Required under Section 78 of the Act

Section 78 of the Act specifies those matters that much be addressed, namely,

(@) | am the Appointed Actuary of Provident Insurance Corporation Limited
(Provident); and

(b) | have reviewed the actuarial information contained in, or used in the
preparation of the financial statements of Provident. The review has been
carried out in accordance with the applicable solvency standard. For the
avoidance of doubt, actuarial information means:

. Information relating to Provident's calculations of premiums, claims,
reserves, insurance rates, and technical provisions; and
. Information relating to assessments of the probability of uncertain future

events occurring and the financial implications for the insurer if those
events do occur; and

. Information specified in an applicable solvency standard as being
actuarial information for the purposes of this section; and

(¢) The scope and limitations of the review will be detailed in Part B Section 1 of
the Financial Condition Report (FCR) as at 31 March 2016; and

(d) | have no relationship with Provident other than that of Appointed Actuary; and
(e) | have obtained all information and explanations that | require; and

(f) In my opinion and from an actuarial perspective:

. Provident has adopted an outstanding claims provision that is higher
and therefore more prudent than the provision recommended in the
insurance liability valuation. In all other aspects, the actuarial
information contained in the financial statements has been
appropriately included in those statements; and

THE QUANTIUM GROUP PTY LTD
Level 25, 8 Chifley, 8-12 Chifley Square, Sydney NSW 2000, Australia T +61 2 8292 6400 F +61 2 9292 6444 W www.quantium.com.au ABN 45 102 444 253
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. The actuarial information used in the preparation of the financial
statements has been used appropriately; and

(g) No condition has been imposed under Section 21(2)(b) as at 31 March 2016;
and

(h)  No condition has been imposed under Section 21 (2)(c) as at 31 March 2016.

Yours sincerely

ot Dl

Karl Marshall

Appointed Actuary, Provident

Fellow of the New Zealand Society of Actuaries
Tel: +61 2 9292 6431



