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Southsure Assurance Limited is governed by a Board
of Directors who are elected by the shareholders and
are accountable for the performance of the Company
and compliance by the Company with laws and
standards.

All current directors have been assessed by the Board
in accordance with the Company’s Fit and Proper
Policy and have been certified as meeting the Reserve
Bank of New Zealand’s Fit and Proper Standard for
directors of licenced insurers.

Ine poard's role IS one of governance, rather than
management. To facilitate performance of this role
the Company has in place a comprehensive
governance framework for which the Board Charter is
the cornerstone document. The Board Charter
describes the Board's governance role, procedures
and responsibilities.
The Board is required to fulfil a nhumber of statutory
obligations, most notable under the Companies Act
1993 and the Insurance (Prudential Supervision) Act
2010. In addition the Board's activities are guided by
the Company's Constitution and Shareholders
Agreement.
The governance framework provides the structure by
which the Board promotes and protects the
Company's interests for the benefit of its respective
stakeholders including shareholders, policyholders
and employees.
The Board's ultimate objective is to ensure the
Company has a sustainable future and to deliver
maximum value to shareholders.
In performing their role the Board's broad areas of
focus are:

= Regulatory and policy compliance

= Strategy development and direction

= Policy development

= QOperational oversight

Specifically the Board:
= ensures long and short term business objectives
and appropriate business strategies are in place
and provides guidance and direction in the
formation of the same
= approves and monitors financial and other
reporting, ensuring the financial statements
accurately reflect the Company's position and
conform with legislative requirements
= monitor senior management's performance and
implementation of strategy, ensuring
appropriate resources are available
= ensures that business is carried out in
accordance with all statutory and legal
requirements and the terms of the Constitution
= ensures that appropriate internal controls,
policies and processes are in place to manage
potential and relevant risks. To this end the
Company has established a comprehensive Risk
Management Programme
The Board meets formally at least four times per
year. At each normal meeting the agenda will include

the Company's Register of Directors Interests, a
report from management covering operational and
financial performance, specific proposals for capital
expenditure and acquisitions and major issues and
opportunities.

The Board will at least annually review the goals and
strategies, approve budgets and financial statements
and undertake other activities outlined in the Board
Charter.

The Board reviews its own performance annually.

e wormpany s consuwtion sets the size of the
Board. The Board currently comprises three
independent and two non-independent directors.
Their qualifications and experience are set out on
page 4 of this report.

The Board Charter sets out policies and procedures
covering the appointment and removal, proceedings,
powers and duties, remunerations and expenses of
directors.

11T pualu 1ias ucicyalcu |c:-|.lu||5ib“ity for the overall
management and profit performance of Southsure
Assurance Limited including all the day-to-day
operations and administration, to the Chief Executive
(CE).

The CE manages the business in accordance with the
Policies, Budget, Annual Plan, and Strategies
approved by the Board. The CE has the power to
manage the business, subject to the limits set out in
the “CEO Delegated Authority Limits” schedule
contained within the Board Charter,

ihe Board has formally constituted one Board
committee; the Audit Committee. The Audit
Committee is governed by its own terms of reference.
The primary objectives of the Audit Committee are:

» to set the principles and standards with respect
to internal controls, accounting policies and the
nature, scope, objectives and functions of
external and internal audit

= ensures the efficient and effective management
of all business risk, and the efficient and
effective compliance with relevant legal and
company policy requirements

= to assist and advise the Board on the
appointment, remunerations, development and
performance management of Directors and the
CE

The current composition of the Audit Committee is Mr
Tim Loan (Chairman), Ms Anne Mcleod, Mr Joe
O’Connell and Mr Kerrie Wales.



BCom, LLB

Anne was appointed a Southsure director in June 2016 and
Chair in September 2017.

A corporate commercial lawyer based in Dunedin, Anne was
elected to the board of Southsure’'s parent company, SBS
Bank in 2015. She has considerable experience in banking,
business and legal industries.

Anne is a Member of the Institute of Directors, RITANZ
(Restructuring Insolvency and Turnaround Assoclation New
Zealand) and a Member of the Banking and Financial
Services Law Association.

CA, BCom, DipBusStuds

Tim was appointed a Southsure director in August 2009 and
chairs Southsures Audit Committee.

Tim is an accountant with over 30 years’ experience in the
public practice and corporate sectors. He has been SBS
Bank’s Chief Financial Officer for the past 16 years, having
previously held various senior finance roles working for
private and state owned companies in Wellington and
Invercargill. He attended the Harvard Business School
Advanced Management Program in 2011.

Tim is a Fellow of Chartered Accountants Australia and New
Zealand and a Member of the Institute of Directors.

MBA, DipAg, DipvVFM
Kerrie was appointed a Southsure director in July 2008.

Kerrie has extensive experience in banking and insurance
specialising in strategy formulation and business planning,
strategic and business partnerships, risk management, and
product development and marketing. Kerrie has held a
range of general management positions including General
Manager Insurance at the former National Bank of New
Zealand and Managing Director of NBNZ Life Insurance
Limited. Kerrie has a Masters of Business Administration
(Victoria University) and Diplomas in Agriculture and
Valuation and Farm Management (Lincoln University).

BCom, FCA
Joe was appointed a Southsure director in September 2018,

Joe serves as a director on several companies including
Powernet, Electricity Invercargill and was the Chairman of
Invercargill Airport Limited from 2011 to 2016.

Joe has worked in many industries including transport,
timber, concrete, petroleum distribution and property.

Joe is a Fellow of Chartered Accountants Australia and New
Zealand and a Member of the Institute of Directors.

BCom, DipBanking

David is Southsure’s Chief Executive and was appointed a
Southsure director in December 2014.

David joined Southsure in October 2002 when the company
was established as an independent trading subsidiary of SBS
Bank concurrently acquiring a minority shareholding in the
business. Formerly General Manager Operations and
Finance at SBS Bank for 6 years. Previously to that he held
Senior Executive roles in the Bank including the position of
Chief Financial Officer with executive responsibility for
Southsure since the Company was incorporated in 1987.

David has a Bachelor of Commerce (Otago), majors in
Accounting and Marketing Management, and a Diploma of
Banking (Massey).















for the year ended 31 March 2019

Southsure Assurance Limited (the Company) is a limited liability company incorporated and domiciled in New Zealand. The
principal activities of the Company are the provision of life assurance and accident insurance.

The life insurance operations are conducted in accordance with the Life Insurance Act 1908 and the Insurance (Prudential
Supervision) Act 2010. On 15 July 2013, the Company obtained its licence to carry on life insurance business in New
Zealand under the Insurance (Prudential Supervision) Act 2010 from the Reserve Bank of New Zealand.

The registered office of the Company is 40 Don Street, Invercargill, New Zealand.

The financial statements for the Company for the year ended 31 March 2019 were authorised for issue by the Board of
Directors on 28 June 2019.

A)

BASIS OF PREPARATION

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

Statutory base

The Company is registered under the Companies Act 1993 and is a FMC reporting entity and Tier 1 entity in terms of
the Financial Reporting Act 2013. The financial statements have been prepared in accordance with the requirements
of the Companies Act 1993, Financial Reporting Act 2013, the Financial Markets Conduct Act 2013 and the Insurance
(Prudential Supervision) Act 2010.

Changes in accounting policies and application of new accounting policies

There have been no changes in accounting policies or early adoption of accounting standards in the preparation and
presentation of the financial statements, except as disclosed below.

The following standards have been adopted from 1 April 2018 and have been applied in the preparation of these
financial statements:

- NZ IFRS 9 Financial instruments
- NZ IFRS 15 Revenue with contracts with customers

NZ IFRS 9 Financial Instruments

The Company adopted NZ IFRS 9 Financial Instruments from 1 April 2018 without restatement, in accordance with
the transition requirements. NZ IFRS 9 was issued in September 2014 and is applicable for periods beginning on or
after 1 January 2018. The standard sets out new requirements for classification and measurement of financial
instruments. It replaces NZ IAS 39 Financial Instruments: Recognition and Measurement. The Company has not
restated the comparative information, which continues to be reported under NZ IAS 39. Differences arising from the
adoption of NZ IFRS 9 have been recognised directly in retained earnings and other components of equity.

i. Classification of financial assets and financial liabilities

NZ IFRS 9 contains three principal classification categories for financial assets: measurement at amortised cost, fair
value through other comprehensive income (FVOCI) and fair value through profit or loss (FVTPL). The classification of
financial assets under NZ IFRS 9 is generally based on the business model in which a financial asset is managed and
its contractual cash flow characteristics. The standard eliminates the previous NZ IAS 39 categories of held to
maturity, loans and receivables and available for sale.

A financial asset is measured at amortised cost only if both of the following conditions are met:
- it is held within a business model whose objective is to hold assets in order to collect contractual cash flows; and

- the contractual terms of the financial asset represent contractual cash flows that are solely payments of
principal and interest.

If the above conditions are not met, financial assets that are held for collection of contractual cashflows and for
selling, where the assets' cashflows represent solely payments of principal and interest, are measured at FVOCI.
Movements in FVOCI are taken through other comprehensive income, except for the recognition of impairment gains
or losses, interest income and foreign exchange gains and losses which are recognised in profit or loss. Financial
assets that do not meet the criteria for amortised cost or FVOCI are mandatorily measured at FVTPL.
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The following table summarises the classification and measurement changes by balance sheet asset class to the
Company's financial assets on 1 April 2018, the date of initial application of NZ IFRS 9. There are no changes in the
classification and measurement of financial liabilities of the Company.

Original Original Carrying New Carrying
Measurement New Measurement Amount Amount

Financial Asset under NZ IAS 39 under NZ IFRS 9 NZ IAS 39 NZ IFRS 9
Cash and cash equivalents Loans and receivables  Amortised cost 5,866,673 5,866,673
Trade and other receivables Loans and receivables ~ Amortised cost 797,412 797,412
Equity securities Available for sale FVTPL 1,341,921 1,341,921
Debt securities
- Bank Paper Available for sale Amortised cost 3,778,664 3,778,664
- Corporate FVTPL FVTPL 315,000 315,000
- Bonds FVTPL FVTPL 728,179 728,179
- Capital Notes FVTPL FVTPL 251,838 251,838

NZ IFRS 15 Revenue from Contracts from Customers

NZ IFRS 15 applies but has no material impact on revenue recognition for the Company, as the majority of the
Company's revenues are recognised in accordance with NZ IFRS 4 Insurance Contracts. NZ IFRS 15 has been
applied to commission income but there is no change in the measurement of the revenue as the performance
obligations are satisfied over time.

NZ IFRS Accounting Standards issued but not yet effective

There are a number of standards, amendments to standards, and interpretations which have been issued by the NZ
IASB that are effective in future accounting periods that the Company has decided not to early adopt. The most
significant of these is:

- NZ IFRS 16 Leases

- NZ IFRS 17 Insurance Contracts

NZ IFRS 16 Leases

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. This standard, which becomes effective for annual reporting
periods commencing on or after 1 January 2019 is expected to be initially applied in the financial year ending 31
March 2020. There is not expected to be any impact on the Company’s financial statements because the Company is
not expecting to have any lease contracts that would be classified as long term leases under NZ IFRS 16 in the
financial year ending 31 March 2020.

NZ IFRS 17 Insurance Contracts

NZ IFRS 17 establishes the principles for the recognition, measurement, presentation and disclosure of insurance
contracts that fall within the scope of the standard. This standard, which becomes effective for annual reporting
periods commencing on or after 1 January 2021 is expected to be initially applied in the financial year ending 31
March 2022. It will replace the current standard, IFRS 4 Insurance Contracts. The Company is not yet able to
reasonably estimate the impact of NZ IFRS 17 on its financial statements.

Historical cost convention

These financial statements have been prepared under the historical cost convention, as modified by the revaluation of
certain assets and liabilities as stated in specific accounting policies below.

Functional and presentation currency

The financial statements values are presented in New Zealand Dollars (NZD) and ali values are rounded to the
nearest dollar ($), unless otherwise stated.
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B)

9]

PRINCIPLES UNDERLYING CONDUCT OF LIFE INSURANCE BUSINESS

The life insurance operations consist of insurance contract business. The Company has no investment contract
business.

Insurance contract business are those contracts that the Company has accepted significant insurance risk from the
policyholder by agreeing to compensate the policyholder if a specified uncertain future event adversely affects the
policyholder. The compensation, referred to as insured benefits, are payable on death, or on the occurrence of a
contingency dependent on the termination or continuation of human life, or on the occurrence of injury or disability
caused by accident or iliness, and the financial risk of the occurrence of the event which crystallises the payment of
the insured benefit is borne by the Company.

ASSET MEASUREMENT
Cash and Cash Equivalents

Cash and cash equivalents consist of cash at banks and in hand, deposits held at call with banks, term deposits and
other short-term highly liquid investments with an original term to maturity of less than three months.

Receivables

Receivables include insurance premiums billed but not yet collected and other business related receivables. Trade
receivables are recognised initially at fair value and subsequently measured at amortised cost less any allowances for
impairment.

Investments and Other Financial Assets
a) Initial r nition and measurement

Financial assets in the scope of NZ IFRS 9 Financial Instruments are initially measured at fair value plus or
minus, in the case of a financial asset not at fair value through profit or loss, transactions costs.

Subject to initial recognition, all financial assets within the scope of NZ IFRS 9 are measured at amortised cost,
fair value through other comprehensive income (FVOCI) or fair value through profit or loss (FVTPL). The FVOCI
classification is mandatory for certain debt instruments unless the options to FVTPL ("the fair value option") is
taken.

The Company has no financial assets classified as fair value through other comprehensive income (FVOCI).

G

=

Einancial assets at amortised cost
The Company measures financial assets at amortised cost if both the following conditions are met:
* The financial asset is held within a business model with the objective to hold financial assets in order to
collect contractual cash flows; and
» The contractual terms of the financial asset give rise on specified dates to cash flows that are solely
payments of principal and interest on the principal amount outstanding.
Financial assets at amortised cost are subsequently measured using the effective interest method and are
subject to impairment. Gains and losses are recognised in profit or loss when the asset is derecognised,
modified or impaired.

(ii} Financial assets at fair value through profit or loss
Financial assets in this category are those that are managed in a fair value business model, or that have been
designated by management upon initial recognition or are mandatorily required to be measured at fair value
under NZ IFRS 9. This category includes debt instruments whose cash flow characteristics fail the SPPI criterion
or are not held with a business model whose objective is either to collect contractual cash flows, or both to
collect contractual cash flows and sell.

Financial assets at fair value through profit or loss are recorded in the statement of financial position at fair
value with net changes in fair value recognised in the statement of profit or loss.

This category includes debt instruments and listed equity investments which the Company had not irrevocably
elected to classify at fair value through other comprehensive income. Dividend income from equity investments
are also recognised as investment income in the statement of profit or loss when the right of payment has been
established.
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D)

Investment in Associate

An associate is an entity over which the Company has significant influence. Significant influence is the power to
participate in the financial and operating policy decisions of the investee, but is not control or joint control over those
policies.

The Company's investment in associate is accounted for using the equity method and is measured in the Statement
of Financial Position at cost plus post-acquisition changes in the Company's share of net assets. Goodwill relating to
associates is included in the carrying amount of the investment. Dividends reduce the carrying value of the
investment.

The financial statements of the associate are prepared for the same reporting period as the Company. When
necessary, adjustments are made to bring the accounting policies in line with those of the Company.

Plant and Equipment

Plant and equipment are initially measured at cost less accumulated depreciation and any accumulated impairment
losses.

The Company's plant and equipment comprise Computer Equipment, Office Equipment and Motor Vehicles.
Intangible Assets

Intangible assets represent Computer Software and are initially measured at cost. Following initial recognition,
computer software is carried at cost less accumulated amortisation and any accumulated impairment losses.

Depreciation

Depreciation on plant and equipment and intangible assets is provided in the financial statements on a basis which
will write down the value of the assets over their useful lives to their estimated realisable value.

The primary annual rates used for assets are:

Office Equipment - 13% on diminishing value
Motor Vehicles - 30% on diminishing value
Computer Equipment - 50% on diminishing value
Computer Software - 50% on diminishing value

LIABILITY MEASUREMENT
Payables

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

Determination of Policy Liabilities

Life insurance liabilities (policyholder liabilities) in the Statement of Financial Position and the increase or decrease in
policyholder liabilities in the statement of profit or loss have been calculated in accordance with the Actuarial
Professional Standard No 3 — Determination of Life Insurance Policy Liabilities (PS3) which prescribes the Margin on
Services (*MoS’) basis.
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G)

H)

Other Expenses

Other expenses incorporate all other expenditure involved in running the Company’s business including costs of new
business and depreciation. These are recognised in the Statement of Profit or Loss as follows:

Life assurance

For the purpose of determining Policy Liabilities, Other Expenses are categorised into acquisition, or maintenance
costs on the basis of a detailed functional analysis of activities carried out by the Company.

Acquisition costs are the fixed and variable costs of acquiring new business for the current reporting period. For
Southsure, acquisition costs include the fixed and variable costs incurred in relation to developing new business,
marketing, product design and development, and fixed and variable operating and management costs that do not
relate to maintaining Southsure’s operations at the level required to service in force policies.

Under MoS, where overall product profitability of new business written during the year is expected to support the
recovery of acquisition costs incurred in that year, these costs are effectively deferred as an element of policy
liabilities and amortised over the life of the policies written. Unamortised acquisition costs are a component of the
MoS policy liabilities.

Acquisition costs are recognised in the Statement of Profit or Loss as a component of “increase in policy liabilities” at
the same time as policy margins are released.

Acquisition costs are allowed for when determining expected profit margins by setting cost allowances for the year in
question. Actual acquisition costs may vary from year to year for a number of reasons including new business
volume, product mix, distribution mix, cost efficiency and new strategic initiatives.

The profit margin component of the policy liability is determined so that neither a profit nor a loss arises on
acquisition, subject only to the overriding constraint that the present value of future profit margins on total new
business written in the year is not negative.

Investment management costs are borne by the Company.

Maintenance costs are the fixed and variable costs of administering policies subsequent to sale and the fixed and
variable operating and management costs of maintaining the Company’s operations such that they are sufficient to
service in force policies. Maintenance costs include all operating costs other than acquisition and investment
management costs. The total of maintenance costs allowed for in Policy Liabilities is consistent with the costs
expected to be required to fully support the administration of in force business as a going concern.

Maintenance costs are recognised in the Statement of Profit or Loss in the period they become due and payable.
Consistent expense categorisation is used in deriving the assumptions used for reserving and solvency measurement.

REINSURANCE

As the reinsurance agreements provide for indemnification of the Company against loss or liability, reinsurance
income and expense are recognised separately in the Statement of Profit or Loss when they become due and payable
in accordance with the reinsurance agreements.

Reinsurance recoveries on claims are recognised in the Statement of Profit or Loss as "Reinsurance Recoveries".
Reinsurance premiums are recognised separately as "Reinsurance Premiums”.

TAXATION
Income Tax

The income tax expense comprises both current and deferred tax. Income tax expense is recognised in the
Statement of Profit or Loss except to the extent that it relates to items recognised directly in equity, in which case it
is recognised in equity.

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

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

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

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

Life insurance tax

From 1 July 2010 taxation is payable on investment income allocated to policyholders and on shareholder cash flows
(investment income, premiums less claims, less expenses). Concessions which allowed certain policies to continue
being taxed similar to that incurred under the old regime came to an end at 30 June 2015 and are explained below.
Level term policies may have concessions for the duration of the policy.

Prior to 1 July 2010 Life Insurers were subject to a special tax regime. Two tax bases were maintained; the life
insurer base where tax is calculated on investment income less expenses plus underwriting income; and the
policyholder base which seeks to tax benefits as they accrue to policyholders under the policies in the form of claim,
surrender and maturity payments and increments in the value of policies. The life insurer paid tax on the “'=--~ -*
the two bases at the company tax rate of 30%. As the life insurer was taxed as proxy for the policyholder
policyholders were tax exempt.
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I)
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K)

L)

M)

N)

Goods and Services Tax (GST)

Revenue, expenses and assets are recognised net of the amount of goods and services tax (GST) except where the
amount of GST incurred is not recoverable from the Inland Revenue Department (IRD). In these circumstances, the
GST is recognised as part of the cost of acquisition of the asset or as part of the expense.

Receivables and payables are stated with the amount of GST included. The net amount of GST recoverable from, or
payable to, the IRD is included as 'other assets' or 'other liabilities' in the Statement of Financial Position.

Cash flows are included in the Statement of Cash Flows on a net basis. The GST components of cash flows arising
from investing and financing activities which are recoverable from, or payable to, the IRD are classified as operating
cash flows.

STATEMENT OF CASH FLOWS

The following are the definitions of the terms used in the Statement of Cash Flows:

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

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

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

PROVISIONS

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

CONTINGENT LIABILITY

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

EMPLOYEE BENEFITS

The amounts expected to be paid in respect of employee's entitlements to annual leave are accrued at expected
salary rates.

SHARE CAPITAL

Ordinary shares are classified as equity.

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

CHANGES IN ACCOUNTING POLICIES

The accounting policies adopted by the Company are consistent with those adopted in previous periods, except for
the adoption of all mandatory new standards, amendments to standards and interpretations which were applicable to
annual reporting periods commencing on or before 1 April 2018. None had a material impact on these financial
statements.
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Estimates and judgements are continually evaluated and are based on historical experience and other factors, including
expectations of future events that are believed to be reasonable under the circumstances.

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

A) INSURANCE LIABILITIES — EFFECT OF CHANGES AND ASSUMPTIONS

Policy liabilities arising from life insurance contracts are calculated at each reporting date using mathematical and
statistical models. The valuations are prepared by appropriately qualified and experienced members of the New
Zealand Society of Actuaries on the basis of internationally recognised actuarial methods set out in Professional
Standards issued by the New Zealand Society of Actuaries, a full member of the International Actuarial Association.
The methodology takes into account the risks and uncertainties of the particular classes of business written.
The key factors that affect the estimation of these liabilities are:
= The cost of providing benefits and administering these contracts;
= Mortality and morbidity experience on life insurance products;
= Persistency experience, which affects the entity’s ability to recover the cost of acquiring new business over the
lives of the contracts;
= Other factors such as regulations, competitors, interest rates, the performance of capital markets and general
economic conditions affect the level of these liabilities;

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

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

The effective date of the actuarial reports on Policy Liabilities is 31 March 2019. The actuarial reports were prepared by
Peter Davies, Fellow of the New Zealand Society of Actuaries and signed on 28 May 2019. (2018: Prepared by Peter Davies,
Fellow of the New Zealand Society of Actuaries signed 19 May 2018)

The Actuary certified that the amount of Policy Liabilities has been determined in accordance with methods and
assumptions disclosed in this financial report and with the standards of the New Zealand Society of Actuaries.

The Actuary certified that he was satisfied as to the accuracy of the data upon which the amount of the Policy Liabilities has
been determined.

Disclosure of Assumptions

Policy Liabilities are measured as net present values of estimated future cash flows. The key assumptions used in
determining the Policy Liabilities were:

A) Discount Rates and Inflation Rates

The discount rates assumed are based on risk-free rates of return on fixed interest securities of an equivalent average term
to the future policy cash-flows.

The discount rate assumed for short-term single premium business (Payment Protection Insurance, and two related
contracts) is 1.22% net of tax based on swap rates (2018: 1.57%).

Ine aiscount rate assumed ror other business (predominantly term life and regutar premium aisability business) 1S 1.21%
net of tax based on swap rates (2018: 1.86%).

The assumed inflation rate was 2.0% p.a. (2018: 2.0%).
B) Profit Carriers

Group Life and Total Permanent Disability (TPD) cover, and Bond insurance, were valued using an accumulation method,
therefore no profit carrier was used.

The profit carrier for all other product groups, which were valued using a projection method, was claims plus renewal
commission plus administration costs (2018: no change).

C) Future Expenses and Indexation

Maintenance expenses per policy in the year ended 31 March 2019 were assumed to be:

Payment protection insurances - $17 per policy per annum (2018: $14 p.a.)
Regular premium term insurances - $43 per policy per annum (2018: $35 p.a.)
Single premium term insurances - $13 per policy per annum (2018: $10 p.a.)
Reviewable disability insurances - $43 per policy per annum (2018: $35 p.a.)

Expenses are assumed to escalate at 2.0% per annum (2018: 2.0% p.a.)
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E)

F)

G)

OPERATIONAL RISK

Operational risk is the risk of direct or indirect loss, including damage to reputation, resulting from inadequate or
failed internal processes, people and systems, or from external events.
The Company manages its operational risk by:

= the utilisation of established and documented policies and procedures that are subject to internal and external
audit
maintaining an appropriate organisational and management structure with clearly defined responsibilities and
accountabilities including the division of duties where appropriate
appropriate training and development of all staff together with maintenance of key person backup capability
the maintenance of multiple office sites and an established and proven Business Continuity and Disaster
Recovery Plan

STRATEGIC RISK

Strategic risk is the risk of a strategic event that could materially disrupt the Company's business operations or result
in significant financial loss that could result in the Company's inability to continue as an independent going concern
under current ownership arrangements or could result in the Company being placed in Statutory Management.
The Company manages its strategic risk by:

= diversification of income streams across different classes of business and to include non-underwriting sources of
profit
diversification of income streams through the use of multiple distribution channels and including retail and
wholesale insurance offerings
established Business Continuity, Pandemic and IT Disaster Recovery Plans
identified contingency strategies for all significant risks
= ongoing monitoring of competitor and legislative developments

CAPITAL MANAGEMENT

The Company's capital management objectives are to ensure an adequate and prudent level of capital is maintained
to support the risks borne by the business and in turn protect policyholders and shareholders interests, and to meet
its obligations under the Insurance (Prudential Supervision) Act 2010.

The Act requires the Company to maintain a minimum level of capital at all times that meets the Solvency Standard
for Life Insurance Business ("Solvency Standard").

The Directors have adopted a policy of holding a "buffer" amount of free capital over and above the minimum level of
capital required by the Solvency Standard.

Solvency

The Solvency Standard requires the Company to hold a minimum level of capital at all times. This must be in excess
of either $5,000,000 or the (risk-based) calculated minimum solvency capital requirement - whichever is higher.

Statutory Funds
A life insurer is required to have at least one statutory fund in respect of its life insurance business. The Company
established "Southsure Statutory Fund No 1" (the Fund) on 1 April 2013.

The Fund gives priority to policy holders to the assets held in the Fund ahead of the claims of any other creditor. All
operating profits and losses generated by the Fund are retained within the Fund and distributions of these can only be
made provided they comply with the requirements of the Insurance (Prudential Supervision) Act 2010 and the
Insurance (Prudential Supervision) Regulations 2010. These requirements include receiving and having regard to the
Company's Appointed Actuary’s written advice as to the likely consequences of any proposed distribution. A
distribution of the Fund’s retained profits must not be made if the distribution would have the result that the
Company would fail to maintain the minimum solvency margin in relation to the Fund.
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Key audit matters are those matters that, in our professional judgement, were of most significance in our audit
of the financial statements in the current period. We summarise below those matters and our key audit
procedures to address those matters in order that the shareholders as a body may better understand the
process by which we arrived at our audit opinion. Our procedures were undertaken in the context of and solely
for the purpose of our statutory audit opinion on the financial statements as a whole and we do not express
discrete opinions on separate elements of the financial statements
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Report Involvement of a KPMG actuarial specialist to assist with performing
The valuation of policy liabilities s a the following procedures:
key audit matter due 1o the higher )
level of estimation and judgement —Asse;smg the data checking process undertaken by the
required in determining the Appointed Actuary;
appropriateness of assumptions, — ldentifying changes to the Policy Liability model and evaluate
including future claims payments rationale and compliance with Actuarial Standards and Generally
used in valuing the liability Accepted Accounting Practice;
In determining the valuation of the — Assessing whether the valuation methodology applied is
liabilities, the key actuarial consistent with Actuarial Standards and Generally Accepted
assumptions made by the Accounting Practice;

Appointed Actuary include: ) ‘
— Checking valuation assumptions for methodological consistency

- discount rates; with industry practice and check that assumptions included those
- future maintenance and expected for the Company's product groups {including, but not
acquisition expenses, limited to, premium and reinsurance premiums, lapses, mortality,
- mortality and morbidrty commissions and expenses, and the discount rate),
rates, — Reviewing the policy liability valuation, prepared by the Appointed
- persistency rates, and Actuary,
- investment returns — Evaluating the Analysis of Profit performed by the Appointed

Actuary and the Company, and

— Evaluating the historical accuracy of estimates.

Other audit procedures included:

— Assessing the gualifications and objectivity of the Appointed
Actuary,

— Agreeing underlying data used in the Policy Liability valuation to in-
force and historic policy data,

— Assessing the classification of expenses between acquisition,
maintenance, and general expenses, and

— Reconciling the Policy Liability as determined by the Appointed
Actuary 10 the amount in the financial statements.
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The Directors, on behalf of the company, are responsible for the other information included in the entity's Annual
Report. Other information includes the Directors' Statement, Statement of Corporate Governance, Directors’
Profiles, and Appointed Actuary's Report. Qur opinion on the financial statements does not cover any other
information and we do not express any form of assurance conclusion thereon.

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.

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

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 Zezland (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 efror, and

— assessing the ability to continue as a going concern. This includes disclosing, as applicable, matters related
10 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 1o do so.

Our objective is:

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

— toissue 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 {SAs NZ will always detect a material misstatement when it exists.

Misstatements can arise from fraud or error. They are considered material i, individually or in the aggregate,
they could reasonably be expected to influence the economic decisions of users taken onthe 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 :/inwew . xro govt nz/standards-for-assurance-practitionersfauditors-responsibilities/audit-report-2/
This description forms part of our independent auditor's report.
The engagement partner on the audit resulting In this independent auditor's report is Peter Taylor.

For and on behalf of

KPMG
Christchurch

2&June 2019
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28th May 2019

To: The Directors
Southsure Assurance Limited

From: Peter Davies
Appointed Actuary

Re: Southsure Assurance Limited: Report as at 315t March 2019 under Sections 77 and 78 of the Life
Assurance (Prudential Supervision) Act 2010

You have asked me to prepare this report in terms of the above sections of the Act, and I would like to comment further as
follows:

1. I have reviewed the actuarial information included in the audited accounts for Southsure Assurance Limited as at 31%
March 2019. “Actuarial information” includes the following:

- policy liabilities;

- solvency calculations in terms of the RBNZ Solvency Standard;

- balance sheet and other information allowed for in the calculation of the company’s solvency position; and

- disclosures regarding the methodology and assumptions used for calculating policy liabilities, and other

disclosures.
2. No limitations have been placed on my work.
3. I am independent with respect to Southsure Assurance Limited as defined under professional standard ISA (NZ) 620
of the External Reporting Board.
4. I have been provided with all information that I have requested in order to carry out this review.
5. In my view the actuarial information contained in the financial statements has been appropriately included, and the

actuarial information used in the preparation of the financial statements has been appropriately used.

6. Southsure Assurance Limited’s actual solvency capital exceeds the minimum requirement of the RBNZ solvency
standard as at 31 March 2019. The company is also projected to exceed the minimum requirement at all times over
the next four years.

I would be very happy to answer any queries concerning this report.

Yours sincerely

Peter Davies B.Bus.Sc., FIA, FNZSA
Appointed Actuary



