To Whom It May Concern
RE:

AMENDED FINANCIAL STATEMENTS

The Company has updated its solvency position and amended notes 19 (iii) and
26 to the Financial Statements for year ending 31 March 2019. The revised
Financial Statements were reissued on 20 September 2019, along with the Audit
report and Section 78 letter.

Yours faithfully

David Old
Chief Finance & Risk Officer

Takapuna Beach Centre, Level 1, 61 Hurstmere Road, Takapuna, Auckland 0622
PO Box 33 743, Takapuna, Auckland 0740
Phone 09 484 0078 Fax 09 486 8071

Independent auditor’s report
To the shareholders of Provident Insurance Corporation Limited
We have audited the financial statements which comprise:


the statement of financial position as at 31 March 2019;



the statement of comprehensive income for the year then ended;



the statement of changes in equity for the year then ended;



the statement of cash flows for the year then ended; and



the notes to the financial statements, which include a summary of significant accounting policies.

Our opinion
In our opinion, the accompanying financial statements of Provident Insurance Corporation Limited
(the Company), present fairly, in all material respects, the financial position of the Company as at 31
March 2019, its financial performance and its cash flows for the year then ended in accordance with
New Zealand Equivalents to International Financial Reporting Standards (NZ IFRS) and International
Financial Reporting Standards (IFRS).

Basis for opinion
We conducted our audit in accordance with International Standards on Auditing (New Zealand) (ISAs
(NZ)) and International Standards on Auditing (ISAs). Our responsibilities under those standards are
further described in the Auditor’s responsibilities for the audit of the financial statements section of
our report.
We 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 (PES 1) 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.
Our firm carries out other services for the Company in the areas of assurance services in relation to the
Company’s solvency return, agreed upon procedures in relation to the financial information associated
with the acquisition of Co-op Insurance’s non-life insurance business, advisory services in relation to
the review of a draft statement of position prepared for the GST dispute, advisory services in relation
to executive remuneration and advisory services in relation to the tax implications of a potential share
transaction. 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.
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Our audit approach
Overview
An audit is designed to obtain reasonable assurance whether the financial
statements are free from material misstatement.
Overall materiality: $354,000, which represents 1% of gross written premium.
We chose gross written premium as the benchmark because, in our view, it is a
key financial statement metric used in assessing the performance of the
Company, is not as volatile as other profit and loss measures, and is a generally
accepted benchmark for general insurers. The 1% is based on our professional
judgement, noting that it is also within the range of commonly accepted
revenue related thresholds.
We have determined that there are two key audit matters:


Valuation of provisions for outstanding claims



Accounting for the acquisition of Co-op Insurance’s non-life insurance
business

Materiality
The scope of our audit was influenced by our application of materiality.
Based on our professional judgement, we determined certain quantitative thresholds for materiality,
including the overall materiality for the financial statements as a whole as set out above. These,
together with qualitative considerations, helped us to determine the scope of our audit, the nature,
timing and extent of our audit procedures and to evaluate the effect of misstatements, both
individually and in aggregate on the financial statements as a whole.
Audit scope
We designed our audit by assessing the risks of material misstatement in the financial statements and
our application of materiality. As in all of our audits, we also addressed the risk of management
override of internal controls including among other matters, consideration of whether there was
evidence of bias that represented a risk of material misstatement due to fraud.
We tailored the scope of our audit in order to perform sufficient work to enable us to provide an
opinion on the financial statements as a whole, taking into account the structure of the Company, the
accounting processes and controls, and the industry in which the Company operates.

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

Key audit matter
Valuation of provisions for
outstanding claims

How our audit addressed the key audit matter
Our audit procedures included:


2019: $9,917,209, 2018:$6,669,796
We considered the valuation of provisions
for outstanding claims a key audit matter
because of the complexity involved in the
estimation process and the significant
judgements that management make in
determining the balance.
In particular, judgement arises over the
estimation of claims that have been
incurred at the reporting date but have not
yet been reported to the Company, as
there is generally less information
available in relation to these claims, and
claims that have been reported but there is
uncertainty over the amount which will be
settled.
To ensure the calculated amount
sufficiently allows for the inherent
uncertainty in the central estimate of
future claims, management based the
calculated amount on estimates
determined by an external independent
actuary using key actuarial assumptions
including the discount rates, loss ratios,
claims handling expenses and risk
margins. Based on the characteristics of
the class of business underwritten,
management industry knowledge and
experience, management determined the
provision for outstanding claims at a level
equivalent to a probability of sufficiency of
98% in determining the risk margin. The
estimation process also relies on the
quality of the underlying data.
Refer to the following notes in the
Company’s financial statements: Note 3(d)
for related accounting policies, Note 4 for
critical judgements and estimates and
Note 9.

Considering the work and findings of the external
independent actuary engaged by the Company
together with our actuarial experts. Our work
included:
o

Assessing the reasonableness of the key
actuarial assumptions including the
discount rates, forced loss ratios, claims
handling expenses and risk margins
against past experience, market
observable data (as applicable) and our
experience of market practice;

o

Evaluating the actuarial models and
methodologies used by the external
independent actuary by comparing with
general accepted models and
methodologies applied in the industry;
and

o

Evaluating the risk margin which brings
the probability of sufficiency to 98%.

Historical claims data is a key input to the actuarial
estimates. Accordingly, we:


Evaluated the design effectiveness and tested the
operating effectiveness of controls over the claims
process;



Re-performed premiums and claims data
reconciliations;



Inspected a sample of claims paid during the year
to confirm they were supported by appropriate
documentation and approved within delegated
authority limits.

We have no matters to report from the procedures
performed.

Key audit matter
Accounting for the acquisition of Co-op
Insurance’s non-life insurance business
We considered the accounting of the
Company’s acquisition of Co-op
Insurance’s non-life insurance business a
key audit matter due to the subjectivity
and complexity inherent in business
acquisitions.
Management has completed a process to
allocate the purchase price to identifiable
assets and liabilities, and intangible assets
- relating to distribution agreements. The
excess of the fair value of the
consideration paid and the assets and
liabilities acquired gives rise to goodwill.
This process involves estimation and
judgement by management on the
following:
 The identification of premiums
outstanding and the determination of
their acquisition-date fair values;
 The identification of unearned
premiums and provision for
outstanding claims assumed and
determination of their acquisitiondate fair values; and
 The valuation of distribution
agreements using a discounted cash
flow forecasts model.

How our audit addressed the key audit matter
Our audit procedures included:


Reading the sale and purchase agreement to
understand the key terms and conditions, and
confirming our understanding of the transaction
with management;



Evaluating the assets and liabilities identified in
the acquisition accounting against the terms of the
sale and purchase agreement;



For premiums outstanding acquired, unearned
premiums and provision for outstanding claims
assumed, evaluating their acquisition-date fair
values against the requirements of NZ IFRS 4
Insurance Contracts based on supporting
information provided from Co-op Insurance to
management;



For the fair value attributed to the distribution
agreements, engaging our internal valuation
experts to independently develop an expectation of
the fair values associated with the acquired
identifiable intangible assets, including the
distribution agreements, based on our
understanding of the transaction and other market
observable transactions; and



Reviewed the disclosure associated with the
acquisition within the financial statements for
compliance with accounting standards.

We have no matters to report from the procedures
performed.

Refer to the following notes in the
Company’s financial statements: Note 3(c)
for related accounting policies, Note 4 for
critical judgements and estimates and
Note 24.

Emphasis of matter
We draw attention to Note 19(iii) of the financial statements, which describes the effect on the
financial statements of a revision made to the solvency return filed on 31 July 2019 in response to the
instructions from the Reserve Bank of New Zealand. As stated in the Statement of Financial Position,
the financial statements were therefore amended and re-issued on 20 September 2019. This opinion
replaces our independent auditor’s opinion on the financial statements for the year ended 31 March
2019 issued on 31 July 2019. Our opinion is not modified in respect of this matter.

Information other than the financial statements and auditor’s report
The Directors are responsible for the annual report. Our opinion on the financial statements does not
cover the other information included in the annual report and we do not and will not express any form
of assurance conclusion on the other information. At the time of our audit, the Directors have advised
that no other information will be included in the annual report.
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 to be materially
misstated. If, based on the work we have performed on the other information that we obtained prior to
the date of this auditor’s report, we conclude that there is a material misstatement of this other
information, we are required to report that fact.

Responsibilities of the Directors for the financial statements
The Directors are responsible, on behalf of the Company, for the preparation and fair presentation of
the financial statements in accordance with NZ IFRS and IFRS, and for such internal control as the
Directors determine is necessary to enable the preparation of financial statements that are free from
material misstatement, whether due to fraud or error.
In preparing the financial statements, the Directors are responsible for assessing the Company’s
ability to continue as a going concern, disclosing, as applicable, matters related to going concern and
using the going concern basis of accounting unless the Directors either intend to liquidate the
Company or to cease operations, or have no realistic alternative but to do so.

Auditor’s responsibilities for the audit of the financial statements
Our objectives are to obtain reasonable assurance about whether the financial statements, as a whole,
are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report
that includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee
that an audit conducted in accordance with ISAs (NZ) and ISAs will always detect a material
misstatement when it exists. Misstatements can arise from fraud or error and are considered material
if, individually or in the aggregate, they could reasonably be expected to influence the economic
decisions of users taken on the basis of these financial statements.
A further description of our responsibilities for the audit of the financial statements is located at the
External Reporting Board’s website at:
https://www.xrb.govt.nz/standards-for-assurance-practitioners/auditors-responsibilities/auditreport-2/
This description forms part of our auditor’s report.

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

The engagement partner on the audit resulting in this independent auditor’s report is Karl Deutschle.
For and on behalf of:

Chartered Accountants
20 September 2019

Auckland

20 September 2019
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 Insurance (Prudential
Supervision) Act 2010
Section 78 of the Insurance (Prudential Supervision) Act 2010 specifies those matters that must be addressed,
namely;
a.

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

b.

I 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

c.

The scope and limitations of the review are detailed in Part B Section 1 of the Financial Condition Report
(FCR) as at 31 March 2019; and

d.

I have no relationship with Provident other than that of Appointed Actuary; and

e.

I have obtained all information and explanations that I 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
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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 2019; and

h.

No condition has been imposed under Section 21 (2)(c) as at 31 March 2019.

Kind regards,

Adam Follington
Appointed Actuary, Provident Insurance Corporation Ltd
Fellow of the New Zealand Society of Actuaries
Tel: +64 2 1271 5667
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