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Το the shareholder of Sunderland Marine Insurance Company Limited - New Zealand Branch
Report on the financial statements
1ι ^ ι

Opinion
In our opinion, the accompanying financial
statements of Sunderland Marine Insurance
Company Limited - New Zealand Branch (the
branch) οη pages 4 to 22:
. present fairly in all material respects the
branch's financial position as at 20 February
2018 and its financial performance and cash
flows for the year ended on that date; and
ii. comply with New Zealand Equivalents to
International Financial Reporting Standards and
International Financial Reporting Standards.

We have audited the accompanying financial
statements which comprise:
the statement of financial position as at 20
February 2018;
the statements of comprehensive income,
changes in head office account and cash flows
for the year then ended; and
notes, including a summary of significant
accounting policies and other explanatory
information.

—

Basis for opinion
1

We conducted our audit in accordance with International Standards on Auditing (New Zealand) ('ISAs (NZ)'). We
believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.
We are independent of the br nch in accordance with Professional and Ethical Standard 1(Revised) Code of
Ethics for Assurance Practitioners issued by the New Zeal nd Auditing and Assurance Standards Board and the
International Ethics Standards Board for Accountants' Code of Ethics for Professional Accountants (IESBA
Code), and we h ve fulfilled our other ethical responsibilities in accordance with these requirements and the
IESBA Code.
Our responsibilities under ISAs (NZ) are further described in the auditor's responsibilities for the audit of the
financial statements section of our report.
Other than in our capacity as auditor we have no relationship with, or interests in, the branch.

τ

Other information

The Directors, on behalf of the branch, are responsible for the other information included in the entity's Annual
Report. Other information includes the Director's statement in the Annual Report. Our opinion on the financial
statements does not cover any other information and we do not express any form of assurance conclusion
thereon. In connectlon 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 misst ted. If, based on the
work we have performed, we conclude th t there is a material misstatement of this other information, we are
required to report that fact. We have nothing to report in this regard

© 20] 8 KPMG, a New Zealend partnership and a member firm of the KPMG network of independent
member flrms affiliated with KPMG International Cooperative 1" KPMG International'"), a Swiss entity.
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Use of this independent auditor's report

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

jb

Responsibilities of the Directors for the financial statements

The Directors, on behalf of the branch, are responsible for:
the preparation and fair presentation of the financial statements in accordance with generally accepted
accounting practice in New Zealand (being New Zealand Equivalents to International Financial Reporting
Standards) and International Financial Reporting Standards;
implementing necessary internal control to enable the preparation of a set of financial statements that is
fairly presented and free from material misstatement, whether due to fraud or error; and
assessing the ability to continue as a going concern. This includes disclosing, as applicable, matters related
to going concern and using the going concern basis of accounting unless they either intend to liquidate or to
cease operations, or have no realistic alternative but to do so.

Auditor's responsibilities for the audit of the financial statements

χ

Our objective is:
to obtain reasonable assurance about whether the financial statements as a whole are free from material
misstatement, whether due to fraud or error; and
to issue an independent auditor's report that includes our opinion.
Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance
with ISAs NZ will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error. They are considered material if, individually or in the aggregate,
they could reasonably be expected to influence the economic decisions of users taken on the basis of these
financial statements.
A further description of our responsibilities for the audit of these financial statements is located at the External
Reporting Board (XRB) website at:
http://www.xrb.govt.nz/standards-for-assurance-practitioners/auditors-responsibilities/audit-report-6/
This description forms part of our independent auditor's report.
The engagement partner on the audit resulting in this independent auditor's report is Jamie Munro.
For and en behalf cf
L ' 'ΛλC1
KPMG
Auckland
20 June 2018
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Sunderland Marine Insurance Company Limited
New Zealand Branch
For the year ended 20 th February 2018

ANNUAL REPORT

The Board of Directors is pleased to present the financial statements of its New Zealand branch for the year
ended 20m February 2018 and the auditor's report thereon.
Ιη the Directors' opinion, the financial statements and notes set out on pages 4 to 22:
a)

comply with New Zealand generalfy accepted accounting practice and give a true and fair view of the
financial position of the branch as at 20 February 2018 and the results of operations of the year ending
on that date.

b)

have been prepared using the appropriate accounting policies, which have been consistently applied and
supported by reasonab4e judgements and estimates.

The Directors believe that proper accounting reports have been kept which enable, with reasonable accuracy,
the determination of the financial position of the branch and facilitate compliance of the financial statements
with the Financial Reporting Act 2013 and the Companies Act 1993. There are reasonable grounds to believe
that, as at the time this statement is made, the branch will be able to pay all debtors or claims as and when
they are due.
Signed in Newcastle upon Tyne on 14 June, 2018 for and on behalf of the Board of Directors:

Τ Rutter
Director

Ιf

Α Α Wilson
Director

14 June, 2018

14 June, 2018
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5underland Marine Insιιrance Company Limited
New Zealand Branch
For the year ended 20 ι"February 2018

STATEMENT OF COMPF2EHEN5IVE INCOME
Note

Revenue
Gross premium written
Gross premium ceded to reinsurers
Net premium revenue

Year ended
20 Feb 18
$NZ

Year ended
20 Feb 17
$ΝΖ

9,309,016
(6,321,279)

10,179,773
(7,052,889)

2,987737

3,126,884

Change in provision for unearned premium
Reinsurers' share of change in unearned premium

199,628
(255,147)

(386,501)
62,964

Change in the net provision for unearned premium

(55,519)

(323,537)

Earned premiums net of reinsurance

2,932,218

2,803,347

Reinsurance commission
Investment income

1,460,539
122,044

1,270,229
124,032

4,514,801

4,197,608

(1,569,839)
(499,863)
(1,727,565)

(3,010,865)
(476,574)
(1,023,569)

(3,797,267)

(4,511,008)

4(b)

Total operating revenue

Expenses
Clairns
Underwriting expenses
Administration expenses

4(a),6
4(α)
4(c)

Total expenses

Operating profit / (loss) before tax

717,534

Income tax

9

Profit / (loss) from operating
activities after tax

(313,400)

(111,035)

14,037

606,499

((299,363)

606,499

(299,363)

Other comprehensive income
Items that witl not be ree{assified to profit & loss
Revaluation of land and buildings

Total comprehensive income / (loss)

The Statement of Comprehensive Income is to be read in conjunction with the notes to and formin g part of
the financiai statements set out on pages 8 to 22.
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Sunderland Marine Insurance Company Limited
New Zealand Branch
For the year ended 20 ιF 'February 2018

STATEMENT OF CHANGES TN HEAD OFFICE ACCOUNT
Note

Year ended
20 Feb 18
$ ΝΖ

Year ended
20 Feb 17
$ΝΖ

4,841,347

5,601,879

HEAD OFFICE ACCOUNT
Head office account at the beginning of the period
Total comprehensive income/(loss)

606,499

(299,363 )

Transaction with owners
Transfer from (to) head office

714,327

(461,169)

6,162,173

Head office account at the end of the period

4,841,347

The Statement of C.hanges In Head Office Account is to be re d in conjunction with the notes to and forming
part of the financial statements set out on pages 8 to 22.
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Siinderland Marine Insurance Company Limited
New Zealand Branch
For the year ended 20"' February 2018

STATEMENT OF FINANCIAL ΡΟSλΤΙΟΝ
Note

As at
20 Feb 18
$ΝΖ

As at
20 Feb 17
$ΝΖ

Νοη-current assets
Land and buildings
Fixed assets

867,800
11,440

Total ηοη-ευrι•ent assets

879,240

889,643

3,429,710
2,969,000
231,410
52,232
2,246,762
2,182
915,469
9,733,992
991,930

3,684,858
3,469,659
229,332
93,905
406,910
2,393,923
405,175
255,892
6,873,272
135,943

20,572,687

17,948,869

21,451,927

18,838,512

5,025,443
4,866,000
670,325
1,486,402
36,332
3,205,252

5,225,071
5,731,506
709,640
1,836,191

Totaf current liabilities

15,289,754

13,997,165

Total liabilities

15,289,754

13,997,165

6,162,173

4,841,347

21,451,927

18,838,512

Current assets
Provision for unearned reinsurance premium
Recoveries outstanding
Deferred acquisition costs
Deferred tax asset
Current tax receivable
Debtors due from policyholders
Debtors due from reinsurers
Qther debtors
Short term bank deposits
Cash on hand

Total current assets
Tota1 assets

Current liabilities
Provision for unearned premiιιm
Claims outstanding
Provision for unearned reinsurance commission
Reinsiirance payables
Current tax payable
Trade and other payables

10

Head office account

Total liabifities and head office account

873,900
i5 743

494,757

The Statement of Financial Position is to be read in conjunction with the notes to the financial statements set
out on pages 8 to 22.
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Siinderland Marirιe Insurance Company Limited
New Zealand Branch
For the year ended 20 ι'' February 2018

STATEMENT OF CASHFLOWS

Cash flows provided by operating ectivities:
Operating profit (loss) before taxation
Tax received / (paid)
Non-cash items
Fixed assets depreciation
Property deprecIation
Changes in non-cash operating accounts:
Provisfon for unearned reinsurance premium
Recoveries outstanding
Deferred acquisition costs
Debtors due from policyholders
Debtors due from reinsurers
Qther debtors
Provision for unearned premium
Claims outstanding
Provision for unearned reinsurance commission
Reinsurance payables
Trade and other payebles

Year ended
20 Feb 18
$Νz

Year ended
20 Feb 17
$ιντ

717,534
373,880

(313,400)
(215,245)

4,303
6,100

6,916
6,100

255,148
500,659
(2,078)
147,161
402,993
(659,577)
(199,628)
(865,506)
(39,315)
(349,789)
2,710,495
3,002,380

Cash flow utilised in investing activities:
Purchases of fixed assets
Cash flows provided by /
From / (to) Head Office

-

(utilised in) financing activities:

(62,964)
(2,125,371)
(23,546)
(122,693)
(297,312)
(181,400)
386,501
3,247,264
17,090
1,500,043
275,755
2,097,738
(1 ρι}3)

714,327

( 461,169)

lncrease ίπ cash and cash equivalents

3,716,707

1,635,526

Cash and cash equivalents, beginning of the period

7,009,215

5,373,689

10,725,922

7,009,215

Cash and cash equivaίents, end of the perlod

Cash and cash equivalents consist of:
Short term bank deposits
Cash on hand

Total Cash and cash equivalents

9,733,992
991,930

6,873,272
135,943

10,725,922

7,009,215

The Statement of Cashflows is to be read in conjunction with the notes to the Financial statements set out on
pages 8 to 22.
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Sunderiand Marine Insurance Cornpany Limited
New Zealand Branch
For the year ended 20 th February 2018

NOTES TO THE FINANCIAL STATEMENTS
1)

5ummary of significant accounting policies
Sunderland Marine Insurance Company Limited - New Zealand branch ("the branch") is registered to
carry on inward insurance business in New Zealand for a foreign company. The branch's principal
activity is general insurance.
The financial statements were authorised for issue by the dlrectors on 14 ]ιιηe 2018.
a)

Reporting entity
The branch is a c:ompany registered under the Companies Act 1993. These are the financial
statements of the branch, The financial statements of the branch have been prepared in
accordance with NZIFRS.
The company is registered under the Financial Markets Conduct Act 2013 and the financial
statements comply with this Act.
The financial statements comprise the following: Staternent of Comprehensive Income, Statement
of Changes in I-lead Office Account, Statement of Financial Position and Statement of Cash Flows
as well as the notes to the financial statements contained on pages 8 to 22 of this annualreport.
The financiai statements have been prepared in accordance with generally accepted accounting
pract[ce in New Zealand and on the basis of historical cost.

b)

Statement of compliance
The financial statements have been prepared in accordance with New Zealand Generall y Accepted
Accounting Practice (NZ GAAP), They comply with the New Zealand Equivalents to International
Financial Reporting Standards (NZ IFRS) and other applicable Financial Reporting Standards as
appropriate to profit generating entities. The branch is a profit oriented entity. The branch is a
reporting entity for the purposesof the Financial Reporting Act 2013 ("the Act") and its financial
statements comply with that Act, They also comply with International Reportin g Standards
(IFRS),

c)

βasis of preparation
The accounts of the branch have been prepared in accordance with applicabl e New Zealand
accounting standards and are expressed in New Zealand Doliars.
The financial statements have been prepared under the historical cost conventior unless
otherwlse stated below,
The accounting policies set out below have been applied conslstently by the branch to all periods
presented in the financial statements.

d)

Premium revenue
Premiums written are accounted for in the year in which the risi< commences. Unearned
premiums are those proportions of premiums written in a year that relate to periods of risk after
the reporting date. Unearned premiums are calcuiated on a daily pro rata basis. The proportion
attributabie to subsequent periods is deferred as a provision for unearned premiums.

e)

Accounts receivable
Accounts receivable are stated at their estimated realisabie value after providin g against debts
where collection is doubtful. Bad debts are wrltten οfΓ in the period in which they are identified.
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Sunderland Marine Insurance Company Limited
New Zealand Branch
For the year ended 20111 February 2018

NOTES TO THE FINANCIAL STATEMENTS (CONTINUEp)
1)

Summary of significant accounting poficies (continued)
f)

Financial assets backing insurance contract liabilities
The branch has determined that all financial assets are deemed to back ίnsurance contract
liabilities and are measured at fair value through profit or loss at each balance date as they meet
the criteria under NZ IAS 39 FinancialInstruments: Recognition and Measurement. Financial
assets are recognised on the date when they are originated The branch derecogni ses a financial
asset when the contractual rights to the cash flows from the asset expire, ur it ceases to have
rights to receive contractual cash flows. Unrealised pr fits and lusses on subsequent
measurement to fair value are recognised In profit or loss.

g)

Land & buildings
Land and buildings comprise the office owned by the company. Land and buildin gs are measured
at cost and subsequently at fair value with any change therein recognised in other comprehensive
Income. Fair value is based on periodic valuations by external independent appraisers.
Freehold land is not depreciated.
Depreciation on property, plant and equipment is calculated as follows:
Freehold buildings
Computer equipment
Motor vehicles
Office equipment and fittings

h)

2% straight line
33.3% straight line
25%reducing balance
20% straight line

Impairment of assets
All assets ather than those which are set outside the sc pe of

NZ

ΙΑ5 36 fnrpalrment of Asse ts

are revtewed for impairment wl ·'enever events or changes in circumstances indicate that the
carrying amount may not be recoverable. For the purposes of assessing impairment, assets are
grouped at the lowest levels for which there are separately identifiable cash flows.
Any impairment losses are included within the Statement of Comprehensiv e Income. If in a
subsequent period the amount of the impairment loss decreases and the decreas e can be related
objectively to an event occurring after the impairment was recognlsed the previously recognised
impairment loss is reversed. The amount of the reversal is recognised in the Statement of
Comprehensive Income.
i)

Cash and cash equivalents
Cash and cash equivalents includes cash In hand deposits held on call with banks, other shurtterm highly liquid investments with original rrιaturities af three months or less, and, for the
purposes of the cash flow statement only bank overdrafts, For the purposes of reporti ng cash
flows, cash and cash equivalents includes cash onbank and short term deposits.

j)

Leases
Operating lease payments where the lessor effectively retains substantiall y all the risks and
benefits of ownership of the leased item are included in the cletermination of operatin g surplus i n
equal instalments over the lease term.

k)

Income tax
The income tax expense charged to the 5tatement of Comprehensive Income includes both the
current year's provision and the income tax effects of timing differences calculated using the
liability method, Tax effect accounting is applied on a comprehensive basis to all timing
differences. A debit balance in the deferred tax account arising from timing differen ces or income
tax benefits from income tax losses is only recognised if there is virtual certainty of realisation,
9

Sunderland Marine Insιιrance Company Limited
New Zealand Sranch
For the year ended 20 ιι'February 2018

NOTES ΤΟ THE FINANCIAL STATEMENTS (CONTINUED)
1)

Summary of significant accounting policies (continued)
I)

Goods and services tax
Revenues and expenses are stated net of goods and services tax (GST). Trade receivables and
trade payabies are stated incluslve of GST to the extent that GST Is recoverable or payable.

m)

Foreign currency
The functional and presentational currency af the branch is New Zealand Dollars.
The Income and expenses of the branch are translated inko New Zealand Dollars at the exchange
rate ruling at the date of the transactions when practical or at an average rate for the period in
which the transaction arose. The assets and liabilities of the branch are translated into New
Zealand Dollars at the rate of exchange prevailing at the repnrting date and the resulting
exchange differences are recognised in the income statement.

n)

Claims
Claims expense and liabllity for outstanding claims are recognised In respect of direct business.
The liability covers claims reported and outstanding, incurred but not reported claims ("IBNR")
and the ankicipated direct and indirect costs of settling those claims, Claims outstanding are
assessed by review of individual clairn files and estimating the ultimate cost of settling cla{ms
which includes IBNR's and settlement costs using statistics based on past experience and trends.
The outstanding claims reserve is estimated using internal management models and noactuarial
valuation is explicitly performed on the branch.

ο)

Acquisition costs
Α portion of acquisition costs relatlng to unearned premtum revenue is recognised as an asset in
recognit-ion that it represents a future benefit. Deferred acquisitlon costs are amortised over the
financial years expected to benefit from the expenditure and are stated at the Iower of cost and
recoverable value.

p)

Reinsurance
Premiums ceded to reinsurersare recognised as an expense in accordance with the pattern of
reinsurance service received,
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Siinclerland Marine Insurance Company Limited
New Zealand Branch
For the year ended 20th February 2018

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
2)

Summary nf significant estimates and assumptions
a)

Actuarial methods
Provisi n is made at the end of each period for the estimated cost of clafms incurred but not
settled at balance date, These reserves include estimates for claims that have been reported,
claims that have been incurred but not reported (I13NR), claims that have been incurred but not
enough reported (ΙβΝΕR) and estimates of expenses associated with processin g and settling
these ciaims.
The process of establishing reserves is subject to considerable variability as it requires the use of
informed estimates and judgements. These estimates and judgements are based Ofl numeruus
factors and may be revfsed as additional experience and other data become available or as
regulations change.
Outstanding claims provision is estimated by class of business Historical experience and other
statistical Information are used to estimate the ultimate claim costs. To determin e the
outstanding claims provisionfor a particular line of business more than one method may be used
to estimate ultimate losses and loss expenses and thus selecting a single point estimate . These
methods may include, but are not necessarily limited to; extrapolations of historlcal repotre d and
paid loss data, application of industry Ioss developments patterns to the report ed or paid losses,
expected loss ratios developed by management or historical industry loss ratios. Underlying
judgements and assumptions that may be Incorporated into these actuarial results Include, but
are not necessarily limited to adjustments to historical data used in models to exclude
aberrations ln claims data such as catastrophes that are typically analysed separately,
adjustments to actuarial models and related data for known business changes, such as changes In
claims covered under insurance contracts, and the effect of recent or pending litigation on future
clalms settlements.
The reserves as at 20 February 2018 were valued by Daniel Smith FIAA who was satisfied as to
the nature, sufficiency andaccuracy of the data provided.
b) Measurement of landand buildings
Land and buildings are measured at cost and subsequentfy at fair value which is based upon
periodic valuations by external independent appraisers.
Details of the methodology and assumptions used in measuring the land and buildin gs at fair
value are disclosed in note 7.

3)

Standards issued but not yet effective
At the date of authorisation of these financial statements the following standards and amendments
were in issue but have not been applied In these financial statements because they are not yet
effective:
NZ IFRS 9 Financial Instruments (effective for periods commencing on or after 1 5` January 2018)
NZ IFRS 15 Revenue from Contracts with Customers, including amendments to 1FRS 15 (effective
for perlods commencing on or after 1 5C January 2018)
NZ IFRS 16 Leases (effective for periods commencing on or after 1 5C January 2019)
IFRS 17 has been issued but is not yet effective. Management are yet to assess the impact of the
new standard
The directors believe that there will be no material impact on the financial statements following the
implementation of these amendments.
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Sunderland Marine Insurance Company Limited
New Zealand Branch

For the year ended 20"'February 2018

NOTES TO THE FINANCIAI. STATEMENTS (CONTINUED)

Year ended

4)

Year ended

20 Feb 18
$Ni

20 Feb 17
$ΝΖ

f2evenue
Gross premium written
(Increase)/decrease in unearned premium

9,309,016
199,628

10,179,773
(386,501)

Grass premium earned

9,508,644

9,793,272

(6,576,426)
1,460,539

(6,989,924)
1,270,229

4,392,757

4,073,576

Claims paid
Claims settlement expenses
Increase/(decrease) in claims outstanding
Reinsurance recoveries

(4,930,055)
(151,159)
832,787
2,678,588

( 5,007,842)
(196,295)
(3,246,588)
5,439,860

Total claims expense

(1,569,839)

(3,010,865)

Underwriting expenses
Agency costs
Other acquisition costs

(467,345)
(32,518)

(443,983)
(32,591)

Total underwriting expenses

(499 863)

(476,574)

Operating results
a)

Underwriting result

Reinsurance premium ceded
Reinsurance commission
Net premium
Claims expense

2,323,005

586,137

Interest

122,044

124,032

Total investment income

122,044

124,032

Underwriting resutt
b)

c)

Investment incoiiie

Administration costs
Marlceting and administration expenses

(1,727,565)

(1,023,569)

Total Administration costs

(1,727,565)

(1,023,569)
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Sunderland Marine Insurance Company Limited
New Zealand Branch
1=or the year ended 20 ι1 February 2018

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
5)

6)

Auditor's remuneration

Year ended
20 Feb 18
$ΝΖ

Year ended
20 Feb 17
$ΝΖ

Audit fees

(19005)

(14,480)

Total Auditor's rernuneration

(19,005)

(14,480)

(4,097,268)

(8,254,430)

2,678,588

5,439,860

a)

Net claims expense
Current
Gross ciaims incurred
Reinsurance and other recoveries
Claims expenses
Claims settlement expenses
Net claims expense

b)

Net claims expense

Gross claims incurred and related
expenses - undiscounted
Reinsurance arid other recoveries undiscounted

Net claims incurred - undiscounted
Discount and discount movement gross ciaims Incurred
Net discount movement

Current Year Prior Years
$ΝΖ
$Νϊ

(1,418,680)

(2,814,570)

(151,159)

(196,295)

(1,569,839)

(3,010,865)

20 Feb 18
$ΝΖ

20 Feb 17
$ΝΖ

(4,600,667)

503,399

(4,097,268)

(8,254,430)

2,914,640

(236,052)

2,678,588

5,439,860

(1,686,027)

267,347

(1,418,680)

(2,814,570)

267,347

(1,418,680)

(2,814,570)

(1,686,027)
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Sunderland Marine Insιιrance Company Limited
New Zealand Branch
For the year ended 20'' February 2018

NOTES TO THE FINANCIAL STATEMENTS (CONTINIIED)
7)

Non-current assets

Land and Computer
βuildings Equipment
Year ended 20 February 2018
Openirιg net book amount
Depreciation charge

873,900

-

(6,100)

Fixed Assets
Motur Office Equip.
Vehicles and Fittings

Total

1,539

8β889g ,664433

14,204
(3,551)

(752)

(10,403)

10,653

787

879,240

Closing net book amount

867,800

At 20 February 2018
Cost or vafuation
Accumulated depreciation

880,000
(12,200)

Net book amount

867,800

10,653

787

879,240

Year ended 20 February 2017
Opening net book amount
Additions
Depreciation charge

880,000

20,311
(6,107)

11,305
1043
(809)

901,616
1,043
(13,016)

Closing net bool< amount

873,900

14,204

1,539

889,643

At 20 February 2017
Cost or valuation
Accumulated depreciation

880,000
(6,100)

Net book amount

873,900

32,620
(32,620)

(6,100)
-

32,620
(32,620)

41,130
(30,480)

41,130
(26,929)
14,204

994,365
40,615
(39,828) (115,125)

994,365
40,615
(39,076) (104,722)

1,539

889,643

The fair value of the New Zealand freehold property has been assessed by the Directors, taking into account a
valuation by Duke & Cooke Limited,Valuers & Property Specialists, during January 2016.
There are no quantitative unobservable inputs that are Individually significant to the fair value measurement.
The highest and best use of the property is for residential purposes. The asset is being usedfor commerciai
purposes as the branch has no use for a residential property.
Ιη establishing the market value of the property the following recognised market based valuation approaches
were used: direct sales comparison and net rate analysis.
The direct sales comparison approach includes comparing and contrasting the comparable sales and ranking
them as inferior, superior or comparable to the subject property. Taken into account are factors such as the
date of sale, size, contour, location zoning and all other relevant aspects of the property, arid the quality, age,
size and layout of the improvements.
Net rate analysis involves the deduction of chattels land value and other improvements fronr a comparable
sales prlce. The residual sum is then pro-rated over the floor area of the dwelling. This method derives a square
metre rate for the dwelling in dollar terms. From this analysls a range of net rates are derived which the subject
property can be cornpared and valued.
14
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Sunderland Marine Insurance Company limited
New Zealand Branch
For the year ended 20^ ι' February 2018

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
8)

Financial Assets

a)

Fair Vatiie

Fair value hierarchy

Level 1

At 20 February 2018
Cash & deposits

10,725,922

10 725,922

10,725,922

10,725,922

7,009,215

7 009,215

7,009,215

7,009,215

At 20 February 2017
Cash & deposits

Level 2

Level 3

Level 1 consists of financial assets that are valued according to published quotes in an active
market. Α financial asset is regarded as quoted in an active market if quoted prices are

readily available from a broker, dealer exchange pricing service industry group or
regulatory agency. Level 2 assets are similar to level l. but the pricίng of those assets has
not been determined in an active market. Level 3 financial assets are assets for which a
value cannot be obtained from observable data.
The level of a financial asset or liability in the falr value hierarchy is determined at the
reporting date, and any transfers between levels are deemed to have occurred at the
reporting date.
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Sιιnderland Marine Insurance Company Limited
New Zealand Branch
For the year ended 20 ιι' February 2018

NOTES ΤΟ THE FINANCIAI. STATEMENTS (CONTINUED)
9)

Incometax

a)

Year ended
20 Feb 18
$ΝΖ

Incorne tax expense
Income tax on taxable profit / (loss) for the year
Adjustments in respect of prior periods
Total current taxes
Deferred taxes
Origination of timing differences
Total deferred taxes
Income tax expense

b)

^

(17,768)

69,362

(17,768)

41,673

3,731

41,673

3,731

111,035

(14,037)

Profit (loss) from operating activities before income tax

717,534

(313,400)

Prima facie income tax recelvable (Ζ8 4/ο)

200,910

(87,752)

Current income tax expense

(17,578)

669
(8 Ζ71)
81,317

(72,297)

111,035

(14,037)

406,910
(69,362)
(373,880)
_

173,897
"
215,245
17,768

(36,332)

406,910

Income tax receivable/(payable)
Opening balance
Additional provisions recognised
(Received) /paid
Prior years recognised
Closing balance

d)

69,362
-

Reconciliation oF prima faeie tax payable to total current incorne tax expense

Tax effects of:Non-taxable income
Non-deductible expenses
Prior year adjustments
Deferred tax on losses not recognised
Tax losses utilised not previously recognlsed

c)

Year ended
20 Feb 17
$ΝΖ

Deferred tax provision
Opening balance
Adjustments in respect of previous years
Adjusted opening balance
Movement during the period
Closing balance
Excess of taxation allowances over depreciation on fixed assets
Tax losses
Other timing differences

16

93,905
-

97,636

93,905
(41,673)

97,636
(3,731)

52,232

93,905

52,232

(319)
69,376
24,848

52,232

93,905

Sunderland Marine Insurance Cornpany Limited
New Zealand Branch
For the year ended 20"' February 2018

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
10)

Outstanding Claims

a)

b)

Year ended
20Feb18
$NZ

Year ended
20 Feb 17
$ΝΖ

Outstanding claims liability
Outstanding clalms (gross)
Claims handling cost
Risk margin

(3,832,000)
(188,000)
(846,000)

(4,533,918)
(201,041)
(996,547)

Total outstanding claims liability - undiscnunted

(4,866,000)

(5,731,506)

Current

(4,866,000)

(5,731,506)

Total

(4,866,000)

(5,731,506)

Risk margins
Incurred but not reported claims are initially calculated on a best estimate basis, and a risk
margin of 21.24% for hull 22.41% for P&I and 17.78% for aquaculture Is applied In order to
achieve the probability of adequacy at a minimum confidence level of 75% These risk margins
are based on 2017/18's actuarial report. Similar risk margins were applied in the previous
period.

c)

Liability adequacy test
The Ilability adequacy test has been conducted using the central estlmate of present value o f
expctdfurashlownidetfasurpl.
Central estimate of the present value of expected future cash flows

(2,034,648)

(2,020,521)

Liabllity adequacy has been reviewed at a branch level and failure in liability adequac y is not
envisaged.

The principal risk the branch faces under insurance contracts is that actual claims payments, or
the timing thereof, differ from expectations. This Is Influenced by the frequency and severity of
claims and the subsequent development of long-tailed claims The objective of the branch is to
ensure that sufficient technical provisions are available to cover these liabilities.
This risk exposure Is mitigated by diversification across a large portfolio of Insurance contracts.
The variability of risks is also reduced by careful selection and implementation of underwriting
strategy guidelines, as well as the use of reinsurance arrangements.
11)

Contingencies
The branch has no known contingent liabilities or contingent assets at the reportin g date or
the previous reportingdate.
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUEp)
12)

Commitments
a)

Capital commitments
There have been no capital commitments contracted for at the reporting date or the prior year
reporting date that have not been recognised as a liability.

b)

Lease commitments
There have been rio lease commitments contracted for at the reporting date ar the prior year
reporting date that have not been recognised as a liability.

13)

Events occurring after the statement of financial position date
Subsequent Events are events or transactions that occur after the Statement oF Financia l Position date
but before financial statements were issued that provide additior a1 evidence about conditions that
existed at the date oF the Statement of Financial Position. In preparing the financial statements, the
branch has evaluated events that occurred after 20 February 2018, up until the financial statements
were available to be issued, which occurred on 19 June 2018.
No significant events have occurred subsequent to the Statement ofFinancial Position date.

14)

Related party transactions
At 20 February 2018, the ultimate controlling party oF the branch was The North of England Protecting
and Indemnity Associati n Limited (North).
Transactions with related parties
Transactions with related parties during the year include the branch's participation in Sunderlan d Marine
Insurance Company Limited's (SMI) global reinsurance programme and service charges charged from
SMI. The service charge is a distribution across 5ΜΙ's branches for the running costs of the Head Office,
which is allocated on an earned premium basis.
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
14)

ffelated party transactions (continued)
Transactlons with related parties during the year are as follows;

a)

20 Feb 17
$ΝΖ

(4668 559)
2,678,588
(1,277,647)

(5,192,487)
4,585,970
(869,421)

(3,267,618)

(1,475,938)

3,152,136
268,242
2,968,300
(646,556)
(1,450,760)

3,382,187
121,659
2,870,516
(694,507)
(1,485,124)

4,291,362

4,194,731

Statement of financial positidn
Provlsion for unearned reinsurance premium
Other debtors
Recoveries outstanding
Provision for unearned reinsurance commission
Reinsurance payables

15)

Year ended

20 Feb 18
$ΝΖ

Statement of comprehensive income
Reinsurance ceded (net)
Reinsurance recoveries
Adminlstration expenses (service charge)

b)

Year ended

Credit rating

Standard and Poor's have assigned an 'A' rating to the North group as a whole.
16)

Risk management
The branch's management of insurance risk and financial risk is a critical aspect of the
business. The branch has exposure to the following risks Prom its use of financial instruments
and Its insurance contracts;
Insurance risk
Credit risk
Liquldity risk
Market risk
This note presents information about the branch's exposure to each of the above risks, the
objectives and policies and processes for measuring and nranaging risk.
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NOTES 7δ7R 'iNΆTfCΊIλΓSTATEMEIVTSTCONT2fViiED)
a)

Risk management frameworlc
I)

Governance framework
The primary objective of the risk management framework is to protect the policyholder s from
events that hinder the achievement of financial performance objectives. Α policy framework, put
in place at the Company level, sets out the risk profiled for the branch and the E3oard regularly
approves the Company's risk management policies.

ίί)

Regulatory framework
One of the objectives of the Company's primary regulator is to protect the rights of the
policyholders. The regulator monitors the Compaey closely to ensure that it ίs satisfactnrily
managing its affairs for the policyhoiders' benefit. At the same time the regulator ls also
interested In ensuring that the Company maintains an appropriate solvency position to meet
unforeseen Ilabifitles.
The operations of the branch are also subject to regulatory requirements. Such regulations not
only prescribe approval and monitoring activities but also impose certain requirements, such as
capital adequacy, to minimize the risk of default and ins Ivency.

iii)

Asset or liability management framework
The branch has limited exposure to risks arising from movements ίπ interest rates and other
prices which are exposed to general and specific market movements. The principal technique
used by the branch is to ensure that there is sufficient cash flow available to meet liabilities as
they fall due.
Specific risks that the branch is exposed to, and how they are managed, are explalned below.

υ)

Insurance risk
The branch issues contracts that transfer significant insurance risk. This section outlines the specific
Insurance related risks the branch is exposed to and how these are managed.
ί)

UnderiNriting risk
Underwriting risk is the risk that the total cost of claims, claims adjustment expenses and
premium acquisition expenses will exceed the premiums received. This can arise as a result of
numerous factors, including pricing risk, reserving risk and catastrophe risk.
Pricing risk arises because actual claims experience can differ adversely from the assumptions
included in pricing calculations, Reserving risk arises because actual claims can differ adversely
from the assumptions included in setting reserves. Catastrophe risk is the risk that a single event
or series of events, of major magnitude leads to a significant deviation in actual claims from the
total expected claims.
Underwriting risk will be influenced by the frequency of claims, severity of claims, and subsequent
development of long-tail claims. The objective of the branch is to ensure that sufficient lnsurance
contract provisions are available to cover these liabilities.
Strict claim review handling policies to assess all new and on-going claims, regular detailed
review of claims handling proceduresand frequent investigation of possible fraudulent claims are
all policies and procedures put In place to reduce the insurance risk exposure of the branch,
The branch further enforces a policy of actively managing claims in order to reduce its exposure
to unpredictable future developments that can adversely impact the branch.
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NOTES TO THE FXNANCIAL STATEMENTS (CONTINUED)

b)

Insurance risk (continued)
II)

Concentration risk
This risk exposure is mit(gated by diversificatίon across a large portfolio of insurance contracts
and geographical areas. The variability of risks is also reduced by careful selection and
implementatfon of underwriting strategy guidelines, as well as the use of reίnsurance
arrangements, This serves to reduce the exposure to concentration risk, the risk of exposure to
increased losses associated with inadequately diversified portfolios or assets and/or obligations.

lii)

Reinsuirance risk
The branch reinsures a portion of the risks It writes in order to control its exposure to losses
(Including catastrophic losses) and protect capital resources. The branch buys a combination of
proportional and non-proportional reinsurance to reduce the net exposure of the branch on any
ne risk. Amounts recoverable from reinsurers are estimated in a manner consistent with the
provision for unpaid claims and are in accordance with the reinsurance contracts.
Although the branch has reinsurance arrangements, it Is not relieved of its direct obligation to its
policyholders and thus a credit risk exposure exists with respect to ceded insurance to the extent
t'hat any reinsurer (s unable to meet its obligations assumed under such reinsurance agreements.
The branch's placement of reinsurance is diversified such that it is not dependent on a single
reinsurer.

c)

Credit risk
Credit risk is the risk of financial loss to the branch If a customer or coiinterparty to a financial
instrument fails to meet its contractual obligations. It arises principally from reinsurance receivables,
direct Insurance receivables, and Investments. The following policles and procedures are in place to
nitigate the branch's exposure to credit risk.
i)

Reinsurance receivabies
Reinsurance is only placed with counterpartles that have a good credit rating. The Company's
security committee ensures that all the Branch's reinsurers' are rated as 'A' or above by Standard
& Poor's.

ii)

Direct insurance receivables
The branch's exposure to credit risk from receivables arising out of direct insurance operations is
influenced by the Individual characteristics of each policyholder and their payment of premiums.
Each policyholder is required to pay the premiums in the period specified in their respectiv e policy
agreement,
The branch manages the impact of credit risk by cancelling policies with balances outstanding
after the relevant payment period has expired, subject to the terms of the ίπdίνίdυαΙ policy
agreement. If a policy Is cancelled, the policyhoidεr has ceased to be insured by the branch and
the branch will no longer be liable for any claims occurring before or after the cancellation f
insurance. This is in accordance with the branch's general conditions.

iii)

Investments
Cash end short term deposits are held with Westpac New Zealand Limited which holds an ΑΑ(stable) rating with Standard & Poor's and Fitch Ratings.
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New Zealand Branch
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NOTES TΠ=THtv-FINANCIAL-STATEMENTS-(CΩNTINUED)
d)

Liquidity risk
Liquidity risk is the risk that the branch will encounter difficulty In meeting its financial obiigations as
they fall due,
The branch's approach to managing liquidity risk is to ensure, as far as possible, that it will always have
sufficient liquidity in meeting its liabilitles when due. The branch monitors its forecast liquidity position
by estimating cash outflows from its insurance contracts and placing cash on deposit with similar
durations to meet those obligations, All financial liabilities at 20 February 2018 and 20 February 2017
are due on demand.

e)

Market risk
Market risk is the risk that the falr value or future cash flnws of a financial instrument will fluctuate
because of changes in market prices. Market risk comprises three types of risk: currenc y risk, interest
rate risk, and other price risk.
Currency risk
Currency risk is the risk that the fairvalue of future cash flows of a financial instrument will fluctuate
because of changes in foreign exchange rates.
Ιη previous years all of the branch's transactions and all balances were held in New Zealand Dollars.
During the current year the branch began to transact and hold balances in currencies other than New
Zealand Dollars, including US Dollars and GB Pounds. The branch participates in SMI's global
relnsurance programme which is denominated In US Dollars and GB Pounds, The branch now pays its
proportion of the costs and receives any recoveries from the global reinsurance programme in these
currencies. The branch is therefore exposed to currency risk on these transactions and balances.
Irrterest rate risk
This is the risk that the fair value or future cash fiows of a financial instrument will fluctuate because of
changes in market interest rates.
The branch's exposure to changes in market interest rates is concentrated in its investment portfolio.
Η wever, excess cash is held ondeposlt so the risk is minimal.
The branch manages its investment portfolio in accordance with an investment framework . The
framework is used to determine both the Investment policy and to establish the Investment risk
appetite. Ιη this context, the overall risk is revlewed on a regular basis and the asset allocation is
adjusted as necessary.
Other price risk
This is the risk that the fair value of future cash flows of a financial instruiment will fluctuate because of
changes In market prices, other than those arising from nterest risk or currency risk, whether those
changes are caused by factors specific to the individual financial instrument or its issuer, or factors
affecting all similar financial instruments traded in the market.
The branch is exposed to minimal other price risk as it has no exposure to debt securities or equities.

f)

Capital management
The required capital for Sunderland Marine Insurance Company Limited, as measured by the UK
Prudential Regulatory Authority's (PRA's) Solvency Capital Requirement (SCR) is determined by the
application of a standard formulathat contains variables for premium and ciaims, expenses arid
reserves.
The branch is exempted from compliance with the Salvency Standard for Non-life Insurance Business
2014 issued under section 55 of the Insurance (PrudentialSupervision) Act 2010,
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f)

Capital management (continued) - Company
The soivency calculation for Sunderland Marine Insurance Company Limited at 20 February 2018 is:
Year ended
2018

Year ended
2017

$IVZ

$ΝΖ

$m (unaudited)
Actual Solvency Capital
Minimum Solvency Capital
Solvency Margin
Solvency ratio

$m (unaudited)

105.7
54.1
51,6

104.5
76.8
27.7

195% (unaudited)

136% (unaudited)
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