Veterinary Professional Insurance Society Incorporated
Statement of Comprehensive Income
For the year ended 30 September 2014

2013 INCOME Note 2014

$ $
738,307 Insurance income 779,636
206,752 Membership income 220,263
4,387 Miscellaneous income 9,470
949,446 Total operating income 1,009,369

LESS EXPENSES

423,000 Insurance fees and premiums 459,563
159,031 Insurance claims 12 152,472
7,818 Legal and absorbed 230,974
173,712 Administration 213,225
10,513 Audit Fees 21 y 9,800
91,440 Board 99,936
4,009 Depreciation 13,14 5,968
12,269 Investment 11,290
16,216 Special projects 22,470
898,008 Total Expenses 1,205,698
51,438 NET OPERATING SURPLUS/(DEFICIT) (196,329)
INVESTMENT ACTIVITIES

84,407 Investment income 1 103,862
19,327 Investment property income 11 20,405
5,418 Gain/(Loss) on realised investments 11 (9,563)
65,035 Unrealised investment income 11 79,766
174,187 Total Investment Income 11 194,470
225,625 NET PROFIT/ (LOSS) FOR THE YEAR (1,859)

- Other comprehensive income -

TOTAL COMPREHENSIVE
225,625 INCOME/(LOSS) FOR THE YEAR (1,859)

These financial statements should be read in conjunction with the accounting policies and notes that follow
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Veterinary Professional Insurance Society Incorporated
Statement of Movements in Equity
For the year ended 30 September 2014

2013 2014

$ $
1,714,529 Balance at 1 October 1,940,154
225,625 Net Profit/ (Loss) for the year (1,859)
225,625 Total Profit /(Loss) for the year (1,859)

- Other Comprehensive Income -

225,625 Total Comprehensive Income/(Loss) (1,859)
1,940,154 Balance at 30 September 1,938,295

These financial statements should be read in conjunction with the accounting policies and notes that follow
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2013
$

417,001
203,911
271

621,183

219,101

1,613,704
1,832,805

2,453,988

22,534
26,079
221,149
90,791

153,281
513,834

1,940,154

For and on behalf of the Board on 16 December 2014

Julie Hood

NZVA Chief Executive Officer
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Veterinary Professional Insurance Society Incorporated
Statement of Financial Position

As at 30 September 2014

ASSETS
Current Assets

Cash and cash equivalents
Accounts receivable

Interest accrued
GST Receivable

Total Current Assets

Non Current Assets
Software

Investment Property

Investment Portfolio

Total Non Current Assets

TOTAL ASSETS

CURRENT LIABILITIES
Accounts payable

GST payable

Subscriptions received in advance
Sundry payables

Provision for claims
TOTAL LIABILITIES

NET ASSETS / EQUITY

Note

2014

$
333,098
310,612

506
4,680

648,896

13
14

6,7

114,859
215,577

1,753,616

2,084,052

2,732,948

10

12

202,929
358,137
142,595

90,992

794,653

1,938,295

These financial statements should be read in conjunction with the accounting policies and notes that follow



Veterinary Professional Insurance Society Incorporated
Statement of Cashflows
For the year ended 30 September 2014

2013 2014
$ Cash flow from operating activities $
Cash was provided from/ (applied to):

1,049,738 Insurance receipts 1,030,186
15,972 Interest received 22,629
23,714 Other income 29,875

(906,667) Payments to suppliers (1,049,290)

182,757 Net cash from continuing activities 33,400
182,757 Net cash flows from operating activities 22 33,400
Cash flow from investing activities
41,138 Proceeds from interest 43,659
27,297 Proceeds from dividends 37,340
5,418 Proceeds from gain on sale of investments (9,563)
65,035 Unrealised gains 79,766
(126,619) Payments to acquire financial assets (139,912)
- Payments to acquire software assets (117,303)
(12,269) Payments to Management Fees (11,290)
- Net cash flow from/ (used in) investing activities (117,303)
- Net cash flow from financing activities -
182,757 Net change in cash and cash equivalents (83,903)
234,244 Cash and cash equivalents, beginning of year 417,001
417,001 Cash and cash equivalents at end of year 8 333,098
Made up of
417,001 Cash and Cash equivalents 333,098
417,001 Total Cash 8 333,098

These financial statements should be read in conjunction with the accounting policies and notes that follow




Veterinary Professional Insurance Society Incorporated
Notes to the financial statements
For the year ended 30 September 2014

1. REPORTING ENTITY

The Veterinary Professional Insurance Society (Inc.) (“VPIS” or “Society”) is an
Incorporated Society registered under the Incorporated Societies Act 1908 and is
domiciled in New Zealand. Under the Insurance (Prudential Supervision) Act
2010 insurers are issuers as defined by the Financial Reporting Act 1993.

On 15 July 2013 VPIS was issued a licence to carry on insurance business in
New Zealand under the Insurance (Prudential Supervision) Act 2010, and is
eligible to use the small insurance exemptions under this Act.

VPIS principal activities is to establish such schemes or arrangements for
insurance on behalf of members of VPIS against professional liability or fidelity
guarantee insurance, and to promote administer and operate, on behalf of
Members of VPIS, any scheme of insurance so arranged.

VPIS operates a professional liability insurance scheme for veterinary practices
and was licensed by the Reserve Bank in August 2013. VPIS takes advantage of
all of the small insurer exemptions.These financial statements were approved for
issue by the Board of VPIS on 16 December 2014.

2. BASIS OF PREPARATION
(a) Statement of Compliance

(b)

(c)

These financial statements have been prepared using Generally Accepted
Accounting Practice in New Zealand and the requirements of the Financial
Reporting Act 1993. They comply with New Zealand equivalents to International
reporting standards. (NZ IFRS) and other applicable financial reporting
standards, as appropriate for a not for profit Incorporated Society, These financial
statements comply with International Financial Reporting Standards (“IFRS”) as
issued by the International Accounting Standards Board. VVPIS is considered to be
a Tier 1 For-Profit reporting entity under the External Reporting Board'’s
“Accounting Framework”(XRB-A1).

Basis of measurement

The measurement system adopted is standard historical cost. The accrual basis
of accounting has been used unless otherwise stated and the financial
statements have been prepared on a going concern basis.

Presentation and Functional Currency
The VPIS financial statements are presented in New Zealand dollars (%), which is
VPIS’s functional currency.

3. SIGNIFICANT MANAGEMENT JUDGEMENTS AND ESTIMATES IN APPLYING
ACCOUNTING POLICIES

(a) Goods and Service Tax

These financial statements have been prepared on a GST exclusive basis,
except for Accounts Receivable and Accounts Payable which are stated inclusive
of GST.




(b)

(c)

(d)

(e)

(f)

(h)

Veterinary Professional Insurance Society Incorporated
Notes to the financial statements
For the year ended 30 September 2014

Fixed Assets
Fixed assets are included at cost less accumulated depreciation to date and any
impairment.

Depreciation
Depreciation has been provided on a straight line basis using estimated useful
life of the assets. The Board consider the following rates are appropriate:

Land is not depreciated
Investment Property 50 years
Software 4 years

Investment property
The Investment property is held to earn rentals and/or for capital appreciation,
and is accounted for using historical cost model.

The Investment property is stated at cost less accumulated depreciation and any
impairment.

Rental income derived from the investment property is reported within investment
revenue.

Receivables

Receivables are stated at estimated realisable value after providing against debts
where collection is doubtful. Bad debts are written off during the period in which
they are identified.

Taxation
VPIS is exempt from income tax under the Veterinary Services Bodies provisions
of Section CW50 of the Income Tax Act 2007.

Cash and Cash Equivalents

Cash and cash equivalents include cash on hand, deposits held on call with
banks, other short-term highly liquid investments, these are readily convertible
into known amounts of cash, and which are subject to an insignificant risk of
changes in value, with original maturities of three months or less, and bank
overdrafts.

Provisions

A provision is recognised for a liability when the settlement amount or timing is
uncertain; when there is a present legal or constructive obligation as a result of a
past event; it is probable that expenditures will be required to settle the
obligation; and a reliable estimate of the potential settlement can be made.

Provisions are not recognised for future operating losses.

Provisions are measured at the estimated expenditure required to settle the
present obligation, based on the most reliable evidence available at the reporting
date, including the risks and uncertainties associated with the present obligation.
Provisions are discounted to their present values, where the time value of money
is material




Veterinary Professional Insurance Society Incorporated
Notes to the financial statements
For the year ended 30 September 2014

(h)Provisions continued;
All provisions are reviewed at each reporting date and adjusted to reflect the
current best estimate.

(i) Impairment
At each reporting date, the carrying amounts of tangible and intangible assets
are reviewed to determine whether there is any indication of impairment If any
such indication exists for an asset, the recoverable amount of the asset is
estimated in order to determine the extent of the impairment loss (if any). An
impairment loss is recognised whenever the carrying amount of an asset
exceeds is recoverable amount. Impairment losses directly reduce the carrying
amount of assets and are recognised in profit or loss within the Statement of
Comprehensive Income.

(j) Financial Instruments

Financial instruments are comprised of accounts receivable, cash and cash
equivalents, the investment portfolio, accounts payable and other payables, other
financial liabilities.

Financial assets and financial liabilities are measured initially at fair value plus
transaction costs, except for those carried at fair value through profit or loss,
which are measured at fair value. The investment portfolio is carried at fair value
through profit or loss. Financial instruments purchased with the intention of being
held for longer than one year or until maturity are recorded at market value
which is adjusted through profit and loss within the Statement of Comprehensive
Income.

Recognition and de-recognition of financial assets and liabilities

Financial assets and financial liabilities are recognised when VPIS becomes a
party to the contractual provisions of the financial instrument. Financial assets
are derecognised when the contractual rights to the cash flows from the financial
asset expire, or when the financial asset and all substantial risks and rewards are
transferred A financial liability is derecognised when it is extinguished,
discharged, cancelled or expires.

For financial assets and financial liabilities that are actively traded in organised
financial markets, fair value is determined by reference to exchange quoted
market bid prices at the close of business on the reporting date.

Subsequent measurement of financial assets
The subsequent measurement of financial assets depends on their classification
based on the purpose for which the financial assets were acquired.

All financial assets except for those classified as fair value through profit or loss
are subject to review for impairment at least at each reporting date to identify
whether there is any objective evidence that a financial asset or group of financial
assets is impaired. Different criteria are used to identify whether there is any
objective evidence that a financial asset or group of financial assets is impaired.
These criteria are described below;

Loans and Receivables
Loans and receivables are non-derivative financial assets with fixed or
determinable payments that are not quoted in an active market. After initial




Veterinary Professional Insurance Society Incorporated
Notes to the financial statements
For the year ended 30 September 2014

Financial Instruments continued:

Loans and receivables

recognition, these are measured at amortised cost using the effective
interest method, less provision for impairment. Discounting is omitted
where the effect of discounting is immaterial. VPIS's cash and cash
equivalents, trade and most other receivables fall into this category of
financial instruments.

Individually significant receivables are considered for impairment when they
are past due or when other objective evidence is received that a specific
counterparty will default. Receivables that are not considered to be
individually impaired are reviewed for impairment in groups, which are
determined by reference to the industry and region of a counterparty and
other shared credit risk characteristics. The impairment loss estimate is
then based on recent historical counterparty default rates for each identified
group.

Financial assets at fair value

Financial assets at fair value through profit or loss include financial assets that
are either classified as held for trading or that meet certain conditions and are
designated at fair value through profit or loss upon initial recognition.

Assets in this category are measured at fair value with gains or losses
recognised in profit or loss within the Statement of Comprehensive Income. All
investments of VPIS are held in this category.

Subsequent measurement of financial liabilities

Financial liabilities are measured subsequently at amortised cost using the
effective interest method, except for financial liabilities held for trading or
designated at fair value through profit or loss, that are subsequently measured at
fair value with gains or losses recognised in profit or loss within the Statement of
Comprehensive Income.

(k) Revenue Recognition
Revenue is recognised to the extent that it is probable that the economic benefit
will flow to VPIS and revenue can be reliably measured. Revenue is measured at
the fair value of consideration received, excluding goods and service tax, and
insurance recoveries.

The following specific recognition criteria must be met before revenue is
recognised:

Insurance Income and Membership Income

Insurance premiums and society membership income which are attributable to
the current financial year are recognised as revenue in that year. Where these
are paid in advance, the unearned portion has been shown as income in
advance. Where these are payable in arrears, and income that has not been
received is shown as receivable.

<,




Veterinary Professional Insurance Society Incorporated
Notes to the financial statements
For the year ended 30 September 2014

Investment Income

Investment income includes rental income from VPIS’s share in the investment
property, net proceeds from dividends, interest received and investments sold
during the year, adjusted for any gains or losses resulting from changes in the
market value of shares.

Other Income
Other income is recognised in the period that it is earned.

(I) Changes in Accounting Policy
The accounting policies adopted are consistent with those of the previous
financial year, with the exception of Land and Buildings which have been
reclassified as Investment Property from Fixed Assets, given a reassessment of
the reasons behind this investment that was made by Board members.

(m) Foreign Currency
Foreign currency transactions are translated into the functional currency using
the exchange rates prevailing at the dates of the transactions (spot exchange
rate). Foreign exchange gains and losses resulting from the settlement of such
transactions and from the re-measurement of monetary items at year-end
exchange rates are recognised in the profit or loss within the Statement of
Comprehensive Income.

(n) Expenditure
Claims Recognition

Claims Fees and Expenses

In addition, claims accrued are recognised based upon Management's estimate
of expected loss after adjusting for the provision for claims received and settled
as specified under Note 13. These claims are recognised net of excess.

Other Operating Expenses

All other expenses are recognised in profit and loss within the Statement of
Comprehensive Income, upon utilisation of the service or at the date of their
origin.

(o) Segment Reporting
VPIS operates in one segment only being insurance and operates only in New
Zealand.

(p) Cashflows
The Statement of Cash Flows is prepared exclusive of GST, which is consistent
with the method used in the statement of comprehensive income.
The following are the definitions of the terms used in the cash flow statement:

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




Veterinary Professional Insurance Society Incorporated
Notes to the financial statements
For the year ended 30 September 2014

(p)Cashflows continued;
(ii) Investing Activities
Investing activities are those activities relating to the acquisition and disposal of
current and non-current investments and any other non-current assets.

(iii) Cash and Cash Equivalents

Cash includes coins and notes, demand deposits and other highly liquid
investments readily convertible into cash and includes at call borrowings such as
bank overdrafts, used by VPIS as part of their day-to-day cash management.

(q) NZ IFRS Standards issued but not yet effective
The following new standard is considered relevant to the financial statements
has been issued but is not yet effective and which VPIS has not early adopted.

Standards, amendments and interpretations to existing standards

The accounting policies adopted are consistent with those of the previous
reporting period, except that in the current year, VPIS has adopted all of the
new and revised Standards and Interpretations issued by the New Zealand
External Reporting Board (“XRB”) that are relevant to its operations and
effective for the current annual reporting period. The adoption of these new
and revised Standards has not resulted in any changes to the Society’s
accounting policies, nor affected the amounts reported for the current or
prior reporting periods.

NZ IFRS 13 Fair Value Measurement

NZ IFRS 13 clarifies the definition of fair value and provides related
guidance and enhanced disclosures about fair value measurements. It does
not affect which items are required to be fair-valued. The scope NZ IFRS13
is broad and it applies for both financial and non-financial items for which
other standards approved by the XRB require or permit fair value
measurements or disclosures about fair value measurements, except in
certain circumstances.

VPIS has applied the new fair value standard prospectively but not changed
any comparative information on the basis of materiality.

The following new standards considered relevant to the financial
statements have been issued but are not yet effective and which VPIS has
not early adopted.

NZ IFRS 9 Financial Instruments (effective date from 1 January 2018)

The IASB and the XRB will to replace NZ IAS 39 Financial Instruments:
Recognition and Measurement in its entirety with this new standard (NZ IFRS 9).
This deals with recognition, classification, measurement and de —recognition of
financial assets and financial liabilities, expected credit losses and hedging,
these chapters are effective for annual periods beginning on or after 1 January
2018.

Standards, amendments and interpretations to existing standards continued
Management has yet to assess the impact the standard is likely to have on the
recognition and measurement of financial assets held by the Society.

10



Veterinary Professional Insurance Society Incorporated
Notes to the financial statements
For the year ended 30 September 2014

NZ IFRS 15 Revenues from Contracts With Customers (effective date from
1 January 2017)

The IASB and the XRB have published IFRS 15 Revenue from Contracts
with Customers, the product of a major joint project between the IASB and
the US FASB. The previous requirements of IFRS and US GAAP were not
harmonised and often resulted in different accounting treatment for
economically similar transactions. In respect, the accounting Boards have
development new, fully converged requirements for the recognition of
revenue under both IFRS and US GAAP.

NZ FRS 15 replaces

NZ IAS 18 Revenues, NZ IAS 11 Construction Contracts and some revenue
- related interpretations.
- establishes a new control-based revenue recognition model

-changes the basis for deciding whether revenue is to be recognised over
time or at a point in time.
-Provides new and more detailed guidance on specific topics

-Expands and improves disclosures about revenue

Management has assessed this standard and considered it has a limited impact on
the financial statements given the nature and source of revenue.

4.

SIGNIFICANT MANAGEMENT JUDGEMENTS AND ESTIMATES IN APPLYING
ACCOUNTING POLICIES

When preparing the financial statements management undertakes a number of
judgments, estimates and assumption that affect the application of accounting policies
and the reported amounts of assets, liabilities, income and expenses. Where material,
information on significant assumptions and estimates is provided below or in the
relevant accounting policy with additional analysis in the relevant note.

Provision

A provision is made to cover the amount that VPIS has not paid in any year against the
claims made. When the claims reach $150,000 in any year, VERO as the underwriters
pay the amounts over the aggregate. Claims are offset by the excess applicable and
only when the net of these exceeds $150,000 is the underwriter liable. Provisions are
carried forward as a claim can be made for any year where aggregates have not been
reached.

CONTINGENT LIABILITIES

The Society reinsured its liability for claims during the year in excess of $150,000 or
any one claim in excess of $50,000 (2013 $150,000 and any one claim in excess of
$50,000) and the provision for claims shown in the Current Liabilities is net of this
recovery. VPIS has a contingent liability for this excess if for any reason it is not
recoverable from the Underwriters.

In the past year two claims had legal fees that were in excess of the $30,000 allowable
and VPIS were not able to claim the residual from the underwriters. Legal fees are
shown in the profit and loss within the Statement of Comprehensive Income. (2013:
nil)

11




Veterinary Professional Insurance Society Incorporated
Notes to the financial statements
For the year ended 30 September 2014

NZ GOVERNMENT STOCK DEPOSIT UNDER INSURANCE COMPANIES ACT 1953

The investment was purchased in May 2012 and has a face value of $10,000 with a
maturity date of 15 April 2015 and an interest rate of 6% per annum.

The stock has been valued at 30 September 2014 at market value at $10,000 (2013:
10,446).

INVESTMENT PORTFOLIO

Investments have been recorded at market value as at 30 September 2014 and 30
September 2013. The majority of the funds are managed by the Bank of New Zealand
Investment advisors.

CASH AND CASH EQUIVALENTS

The carrying value of cash and cash equivalents approximates their fair value.
Cash at bank earns interest at floating rates on daily deposit balances.

SHORT TERM DEPOSITS

The carrying value of short term deposits approximate their fair value and interest
accrued is shown separately in the statement of financial position. The current deposit
is earning 4.2% per annum. (2013: nil)

ACCOUNTS RECEIVABLE

Accounts receivable are non-interest bearing and receipt is normally for re-insurance
Seven days and other receivables 30 days. Therefore the carrying value of receivables
approximates its fair value. As at 30 September 2014 and 2013, all overdue balances
have been assessed for impairment and no allowance was necessary. All receivables
are subject to credit risk exposure.

The aging of the receivables balances at 30 September are as follows;

2014 2013
$ $
0-30 Days 299,938 0-30 Days 199,676
31-60 Days 9,371 31-60 Days 2,797
60 days and over 1,303 60 days and over 1,438
Total 310,612 Total 203,911
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Veterinary Professional Insurance Society Incorporated
Notes to the financial statements
For the year ended 30 September 2014

10. ACCOUNTS PAYABLE

Accounts payable and other payables are non-interest bearing and normally settled
within 30 days, therefore the carrying amount approximates its fair value.

11. INVESTMENT INCOME

2014 2013
Interest Received $ $
On call accounts 19,452 12,473
Government stock 600 600
20,052 13,073
Investment Portfolio
Interest received 46,470 44,037
Dividends received 37,340 27,297
83,810 71,334
Total interest and dividends 103,862 84,407
Gain from sale of investments
Gains - 5,418
Losses (9,563) -
(9,563) 5,418
Income from Investment property 20,405 19,327
Gain from changes in the market value of investments
Unrealised gains 79,766 65,035
Investment Income 194,470 174,187

13



Veterinary Professional Insurance Society Incorporated
Notes to the financial statements
For the year ended 30 September 2014

12. CLAIMS

Each year the Society makes a provision for claims received and not yet settled.

2014 2013

Provision for Claims $ $
Opening Provision 153,281 89,749
Plus provision for current year 150,000 150,000
303,281 239,749

Less paid current year 135,463 72,328
Less paid other years net of recoveries 76,826 14,140
Closing Provision 90,992 153,281

Provisions are treated as a current liability due to the uncertainty in measuring the portion of
claims that are likely to be paid over a term exceeding one year where the aggregates have
not been breached.

Claims, fees & expenses $ $
Expenses Paid Current Year 135,463 95,499
Less: Paid 30 September (prior year events) 76,826 (23,196)
Plus Additional For 2012 2472 13.584
214,761 145,887
Additional Provision for the two years (net of current
insurance year's payments) (62,289) 13,144
Total expenses incurred for the year 152,472 159,031

14



Veterinary Professional Insurance Society Incorporated
Notes to the financial statements
For the year ended 30 September 2014

13. FIXED ASSETS

Fixed assets are stated at cost less accumulated depreciation as detailed in the attached
schedule.

Original Plus Total  pepreciation Accumulated Carrying
2014 Cost  Additions Cost  forthe year Depreciation amount
$ $ $ $ $ $
Software 49,056 117,303 166,359 2,444 51,500 114,859
49,056 117,303 166,359 2,444 51,500 114,859
Original Plus Total Depreciati Carrying
Cost Additions Cost onforthe Accumulated Amount
2013 year Depreciation
$ $ $ $ $
Software 49,056 - 49,056 485 49,056 3
49,056 - 49,056 485 49,056 -
14. INVESTMENT PROPERTY
The Investment Property is stated at Cost. VPIS has a 25% ownership in the land and
building situated at Level 2, 44 Victoria Street, Wellington, the principal place of operation.
Ownership is shared with New Zealand Veterinary Association (NZVA) and New Zealand
Veterinary Association Foundation for Continuing Education (the Foundation) under an
agreement and Purchase dated August 20086. It receives rental income from NZVA.
Investment Property is stated at cost less accumulated depreciation as detailed in the
schedule below.
Original  pepreciation Accumulated  Carrying
2014 Cost for the year Depreciation amount
Share of Premises 176,226 3,524 38,081 138,145
Land 77,432 - - 77,432
253,638 3,524 38,081 215,577
Original Depreciation Accumulated Carrying
2013 Cost for the year Depreciation amount
Share of Premises 176,226 3,524 34,557 141,669
Land 77,432 - - 77,432
253,638 3,524 34,557 219,101

15




Veterinary Professional Insurance Society Incorporated
Notes to the financial statements
For the year ended 30 September 2014

15. FINANCIAL INSTRUMENTS RISK

16.

VPIS is exposed to various risks in relation to financial instruments. VPIS's financial
assets and liabilities by category are summarised below:

2013 Financial assets 2014

$ $

417,001 Cash and cash equivalents 333,098
203,911 Loans and receivables 310,612
1,613,704 Financial Assets at fair value 1,753,616
2,234,616 2,397,326

Financial liabilities

113,325 Trade and other payables 345,524
- Other amortised Costs -

113,325 345,524

RISK MANAGEMENT OBJECTIVES AND POLICIES

VPIS is exposed to various risks in relation to financial instruments which are
summarised by category in Note 15. The main types of risk are market risk, credit risk
and liquidity risk.

VPIS risk management is co-ordinated by NZVA in close cooperation with the VPIS
board and focuses on actively securing the short to medium term cash flows by

minimising the exposure to financial markets. Longer term financial investments are
managed by BNZ to generate longer lasting returns to the Society and its members.

VPIS does not actively engage in the trading of financial assets. The most significant of
the financial risks to which VPIS is exposed are described below.

Market risk analysis

VPIS is exposed to market risk through its used of financial instruments and
specifically to currency risk, interest rate risk and other certain price risks which result
from both its operating and investing activities.

Foreign currency sensitivity

VPIS transactions are denominated in NZD. Exposures to currency exchange rates
arise from an investment in TR Properties Trust, (British Pounds) and any overseas
investments managed by the BNZ on behalf of VPIS. The exposure to foreign currency
is minimal and no mitigation is considered necessary. All fluctuations in the
investments are shown in the profit or loss with in the Statement of Comprehensive
Income as unrealised gains or losses on investments until they are sold.

16




Veterinary Professional Insurance Society Incorporated
Notes to the financial statements
For the year ended 30 September 2014

Risk management objectives and policies continued;

The impact of the sensitive nature of these investments is deemed to be nil on the
surpluses derived in 2014 and 2013 given the total funds invested.

Interest rate sensitivity

VPIS is exposed to interest rate risk through cash and cash equivalents and its
managed funds. The exposure is considered minimal. There is no effect on the
payables.

Market risk analysis continued;

The following table illustrates the sensitivity of surplus and equity to a reasonably
possible change in interest rates of +/-1%; (2013:+/-1%). These changes are
considered to be reasonably possible based on observations of current market
conditions. The calculations are based on a change in the average market interest rate
and the financial instruments held at each reporting date that are sensitive to changes
in interest rates. All other variables are constant.

Profit Equity
1% 1% 1% 1%
30 September 2014 $3,364 ($3,298) $3,364 ($3,298)
30 September 2013 $4,212 ($4,128) $4,212  ($4,128)

Credit risk analysis

Credit risk is the risk that counterparty fails to discharge an obligation to VPIS. The
exposure to this risk is for various financial instruments, for example receivables from
members and other entities, placing deposits and investments. The maximum
exposure is limited to the carrying amount of the financial assets at 30 September
2014 and 2013. Carrying amounts of financial assets are listed below;

2013 Financial assets 2014
$ $
417,001 Cash and cash equivalents 333,098
203,911 Accounts receivable 310,612
1,603,258 Investment portfolio 1,743,616
10,446 Government Stock 10,000
2,234,616 2,397,326

VPIS continuously monitors defaults of members and other counterparties and
incorporates this into its credit risk controls.

17




Veterinary Professional Insurance Society Incorporated
Notes to the financial statements
For the year ended 30 September 2014

Credit risk analysis continued;

VPIS’s policy is to deal with only creditworthy counterparties. VPIS is not exposed to
any significant credit risk from any single counterparty. Based on historical information
the default rates are negligible.

Liquidity risk analysis

Liquidity risk is that risk that VPIS might be unable to meets its obligations. VPIS’s
objective is to maintain cash and on call deposits to meet its liquidity requirements.
This objective was met for the both 2014 and 2013 reporting periods. The financial
assets currently held exceed the current cash outflow requirements. Cash flows from
receivables are all contractually due within 30 days.

Net cash flows from insurance liabilities

It is estimated that all of the provision for claims provided for the year ended 30
September 2014 , will be paid out within 6 months from this date.

The provision held for the year ended 30 September 2012 is not likely to be called
upon in full in the next 12 months.

Fair Value measurement

Financial assets and financial liabilities measured at fair value in the statement of
financial position are grouped into three Levels of a fair value hierarchy. The three
levels are defined based on the observability of significant inputs to the measurement,
as follows:

Level 1 - quoted prices (unadjusted) in active markets for identical assets and liabilities
Level 2 - inputs other than quoted prices included in Level 1 that are observable for the
asset or liability, either directly (as prices) or indirectly (derived from prices)

Level 3 - inputs for the asset or liability that are not based on observable market data
(unobservable inputs).

The fair value of VPIS financial assets at fair value through profit or loss are classified
as follows:

GovtBond TR BNZ Total
Investments Portfolio Investments
$ $ $ $
Bonds and fixed
Level 1 interest 10,000 115,211 944 771 1,069,982
Level 2 Equities - - 462,178 462,178
Total 10,000 115,211 1,406,949 1,632,160
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Veterinary Professional Insurance Society Incorporated
Notes to the financial statements
For the year ended 30 September 2014

Fair Value Measurement continued;
Measurement of fair value of financial instruments classified as Level 2
Financial instruments classified as being Level 2 include holdings in third party Funds.

Third party Funds
VPIS holdings in third party Funds are valued at the price independently quoted by the third party
manager.

There were no transfers between Level 1 and Level 2 in 2014 or 2013.
There were no Level 3 assets in 2014 or 2013.

17. INSURANCE RISK

The risk under any one insurance contract is the possibility that the insured event
occurs and the uncertainty of the amount of the resulting claim. By the very nature of
an insurance contract, this risk is unpredictable.

For a portfolio of insurance contracts where the theory of probability is applied to
pricing and provisioning, the principal risk that VPIS faces under its insurance contracts
is that the actual claims exceed the carrying amount of the insurance provisions for any
year and there are several single claims that exceed $50,000 which the reinsurer will
not accept. This risk is mitigated by the reinsures involvement in every claim from the
outset. All policies are underwritten so the maximum exposure to VPIS in any one year
is the aggregate of $50,000 per claim or $150,000 in any year. Insurance events are
unpredictable, and the actual number and amount of claims will vary from year to year
but VPIS is exposed in each year to a maximum of $150,000 plus any costs it accepts
as part of the process.

VPIS has developed its insurance underwriting strategy to mitigate the insurance risks.
Refer to note 12 for the movement in the provisions between the last two years.

Short-term insurance liabilities are not directly sensitive to the level of market interest
rates, as they are undiscounted and contractually non-interest bearing.

Insurance Credit risk

VPIS has exposure to credit risk, which is the risk that a counterparty will be unable to

pay amounts in full when due. Key areas where the entity is exposed to credit risk are:
e Reinsurers’ share of insurance liabilities;

Amounts due from reinsurers in respect of claims already paid;

Amounts due from insurance contract holders;

Amounts due from money market and cash positions.

VPIS structures the levels of credit risk it accepts by placing limits on its exposure by
having reinsurer insurance in place to cover amounts that exceed $50,000 in one claim
or $150,000 over one insurance year. Reinsurance is used to manage insurance risk.
Refer to Note 15 for other risk analysis.
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18. CAPITAL MANAGEMENT POLICIES AND PROCEDURES

VPIS considers its capital to comprise of members equity which includes accumulated
surpluses.

In managing its capital VPIS’s objectives are to ensure that VPIS is able to continue as
a going concern. VPIS assesses each relevant transaction to ensure that risks and
returns are at an acceptable level and also to maintain a sufficient funding base to
enable VPIS to meet its working capital and strategic management needs.

There have been no significant changes to the Entity’s capital management objectives,
policies and processes in the year nor has there been any change in what VPIS
considers to be its capital. VPIS does not currently have a gearing ratio policy. VPIS
does have an externally imposed capital requirements to meet with the Reserve Bank
via its Solvency rating. Refer to Note 24.

19. COMMITMENTS

There were no known commitments for capital expenditure at the reporting date (2013: Nil).

20. RELATED PARTY TRANSACTIONS

Rental
Veterinary Professional Insurance Society (Inc.), (VPIS) receives rental income from New
Zealand Veterinary Association Incorporated (NZVA) who occupy the premises.

Rental Income received for the year was $20,405 (2013: $19,327) Owed to VPIS as at 30
September 2014 was $1,955 (2013: $1,852).

Management Fees
VPIS is charged by NZVA for management services provided to VPIS. All transactions
occurred and are agreed by the VPIS Board.

Management fees including extra amounts for becoming a registered insurer which included
extra work as a one off payment was $183,108 (2013: $140,650).

Owed to NZVA as at 30 September 2014 $881 (2013: $14,574).

Fees paid to Board Members

Board members of the VPIS Board are contracted as insurance assessors from time to time.
Board members and Audit and Risk fees paid for the year were $65,264,(2013: $56,250).
Amounts owed to Board members at 30 September 2014 were $nil (2013:$nil).

Assessors Fees paid to Board members for the year was $13,222 (2013:$10,501).

Amounts owed to Board members as assessor fees at 30 September 2014 $5,259
(2013:$500).
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21.  AUDIT FEES

Fees paid include the audit of the annual financial statements and the audit of the solvency
return as at the 30 September. Audit of the Solvency return and any other fees paid are
classified as Other Assurance services. There were two solvency returns audited in the year
ended 30 September 2013.

2014 2013
$ $
Audit Fees 6,000 5,750
Other Assurance Services 3,800 4,763
Total 9,800 10,513

22. RECONCILIATION OF CASH FLOWS FROM OPERATING ACTIVITIES

2013 2014
$ $
225,625 Net Profit/ (Loss) for the year (1,859)
Add non-cash items
4,009 Depreciation 5,968
Add/(deduct) items classified as investing
activities
(126,619) Net change in investment portfolio (139,912)

Add/(deduct) movements in working capital

359,788 Decrease/(increase) in accounts receivable (106,701)
- Decrease/(increase) in accrued interest (235)

(4,386) (Decrease)/increase in accounts payable 180,396
(61,728) (Decrease)/increase in sundry payables 51,804
(22,355) (Decrease)/increase in goods and service tax (30,760)
(255,109) (Decrease)/increase in premiums in advance 136,988
63,532 (Decrease)/increase in provision for claims (62,289)

182,757 Net cash flows from operating activities

:
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23. EVENTS SUBSEQUENT TO REPORTING DATE

There are no events subsequent to reporting date.(2013: Nil)

24. SOLVENCY MARGIN

Under Section 4.6 of the Solvency Standard for Non-Life Insurance business, issued by the
Reserve Bank of New Zealand under section 55 of the Insurance (Prudential Supervision)
Act 2010, VPIS is required to disclose its solvency margin. As at 30 September 2014 the
solvency margin of $1.387m in excess of the minimum solvency requirement of $0.437m.
(2013: Solvency margin of $1.427m and solvency requirement $0.513m)
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