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To the shareholder of Asteron Life Limited

Report on the audit of the financial statements

Opinion

In our opinion, the accompanying financial We have audited the accompanying financial
statements of Asteron Life Limited (the statements which comprise:

CemEEmy) o [FFEs 19 1o & — the statement of financial position as at 30

i. present fairly in all material respects the June 2020;
Company’s financial position as at 30 June 2020
and its financial performance and cash flows for
the year ended on that date; and

— the statements of comprehensive income,
changes in equity and cash flows for the year
then ended; and

comply with New Zealand Equivalents to

International Financial Reporting Standards and

International Financial Reporting Standards.

— notes, including a summary of significant
accounting policies and other explanatory
information.

= Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (New Zealand) (“ISAs (N2)"). We
believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

We are independent of the Company in accordance with Professional and Ethical Standard 1 International Code
of Ethics for Assurance Practitioners (including International Independence Standards) (New Zealand) issued by
the New Zealand Auditing and Assurance Standards Board and the International Ethics Standards Board for
Accountants’ International Code of Ethics for Professional Accountants (including International Independence
Standards) (“IESBA Code”), and we have 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.

Our firm has also provided other services to the Company in relation to regulatory assurance services on the
Company's annual and half-year insurer solvency return, audit of the financial statements, assurance
engagements over the registry and the custodian controls of its related party managed funds, and sensitive
expenditure review. Subject to certain restrictions, partners and employees of our firm may also deal with the
Company on normal terms within the ordinary course of trading activities of the business of the Company. These
matters have not impaired our independence as auditor of the Company. The firm has no other relationship with,
or interest in, the Company.

a Key audit matters

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 shareholder 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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member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity
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Key changes in the assessment of audit risks

The COVID-19 pandemic has created significant additional risks across a number of areas of the business,
particularly the assessment of policy assets and policy liabilities ceded under reinsurance. All forward looking
assumptions are inherently more uncertain during these unprecedented times with increased uncertainty around
economic outlook and emergence of claims and lapse experience. While the key audit matters “Valuation of
policy assets, policy liabilities ceded under reinsurance, change in policy liabilities ceded under reinsurance, and
change in insurance contract liabilities” and “Valuation of outstanding claims liabilities and reinsurance
recoveries receivable”, detailed below, are unchanged from last year, the underlying audit risk has increased.
This has impacted the extent and nature of audit evidence that we had to gather.

1) Valuation of policy assets ($5.2 million) and

Policy liabilities ceded under reinsurance ($29.5 million)
Change in insurance contract liabilities (-$11.0 million)
Change in policy liabilities ceded under reinsurance ($7.2 million)

The key audit matter

How the matter was addressed in our audit

Refer to Note 15 to the financial statements.

The valuation of Policy assets and Policy
liabilities ceded under reinsurance is a key
audit matter because of the judgement
required in projecting expected cash flows
long into the future.

All forward looking assumptions are
inherently more uncertain in the current
COVID-19 environment, in particular,
assumptions around expected life, trauma
and redundancy claims, the duration of
disability income claims, policy lapse rates
and premium revenues as a result of
premium holiday options.

The net movement in Policy assets and
Policy liabilities ceded under reinsurance is a
function of the same valuation uncertainties,
being the year on year movement in the
valuation. This movement includes the
release of profit from the expected cash
flows.

Specific audit and actuarial expertise is
required to evaluate complex actuarial
methodologies and assumptions.

Key assumptions involved in the valuation
include:

e discount rate and inflation

e future expenses and indexation
e  mortality

e disability

e discontinuance

e bonuses and future participating
benefits.

Our audit procedures included:

Assessing the effectiveness of controls around the
authorisation and set up of new policies, validity-checks
of claims and authorisation of claim payments.

Evaluating the key IT systems and the design and
operating effectiveness of IT system controls.

Evaluating the key controls over the integrity of the
base data used in the valuation process. The base data
is projected over the expected life of the policy.

Assessing the appropriateness of any valuation model
changes and the change control processes surrounding
any changes.

Using our actuarial specialist to challenge the actuarial
methods and key assumptions used in the valuation by
comparing key assumptions and expected experience
to:

actual historical experience;

observable market data, including industry
average and experience for certain classes of
business and assumptions; and

actuarial and accounting standard
requirements.

Assessing the appropriateness of the Company’s
documentation of the impact of COVID-19 on the
adopted assumptions, including the process to
determine these.

Assessing the historical accuracy of the estimate by
testing the “analysis of profit”, which compares the
Company'’s expected profit to actual profit. This
included challenging the consistency of the analysis
compared with our understanding of the business and
emerging claims and lapse experience.

Checking that information in the actuarial supporting
documentation from the Company is consistent with
the information disclosed in the financial statements,
including the disclosures on the impact of COVID-19 in
Note 2.3.
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2) Outstanding claims liabilities (-$173.4 million)
Reinsurance recoveries receivable ($56.2 million)

The key audit matter

How the matter was addressed in our audit

Refer to Notes 11 and 14 to the financial
statements.

The valuation of outstanding claims liabilities,
including reinsurance recoveries receivable
involves judgement given the inherent
uncertainty over the final claims settlement
for claims incurred but not yet reported to
the Company.

In the current COVID-19 environment, there
is inherently more uncertainty in forward
looking assumptions such as the emergence
of delays in reported claims for incurred but
unreported claims and the duration of
disability income claims.

Judgement arises over the estimate of
payments for claims that have been incurred
at reporting date but have not yet been
reported to the Company and claims that
have been reported but there is uncertainty
over the amount which will be settled.

This estimate relies on the quality of
underlying data, including historic claims
data, and the application of complex and
subjective actuarial models and
methodologies, judgements and
assumptions about the future events.

We involved our actuarial specialists and performed audit
procedures, which included:

Assessing the effectiveness of controls to validate
claims and authorise payments.

For a sample of claims which have been reported to the
Company but not yet paid, checking that the claims
estimate is based on the latest available information
and that the reinsurers’ share of the claim is calculated
correctly.

Checking the credit ratings of reinsurers for any
indication that the reinsurers may not have the ability to
settle their claims.

Evaluating the key controls over the integrity of the data
used in the estimation process.

Challenging the actuarial methods and key assumptions
used in the valuation by comparing key assumption and
expected experience to actual historical experience.

Assessing the appropriateness of the Company’s
documentation of the impact of COVID-19 on the
adopted assumptions, including the process to
determine these.

Assessing the historical accuracy of the estimate by
testing the “analysis of profit”, which compares the
Company’s expected profit to actual profit. We
challenged the consistency of the analysis compared
with our understanding of the business and emerging
claims and lapse experience.

Checking that information in the actuarial supporting
documentation from the Company is consistent with
the information disclosed in the financial statements,
including the disclosures on the impact of COVID-19 in
Note 2.3.

IE

Other information

The Directors, on behalf of the Company, are responsible for the other information included in the entity’s
Financial Report. Other information includes the director’s report and corporate governance statement. Our
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.
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199 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.

n Responsibilities of the Directors for the financial statements

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 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.

xL\ Auditor’s responsibilities for the audit of the financial statements

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-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 Paul Herrod.

For and on behalf of

V(S

KPMG
Auckland

11 August 2020


http://www.xrb.govt.nz/standards-for-assurance-practitioners/auditors-responsibilities/audit-report-2/
http://www.xrb.govt.nz/standards-for-assurance-practitioners/auditors-responsibilities/audit-report-2/
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Appointed Actuary - Report Required under Section 78 of the
Insurance (Prudential Supervision) Act 2010

To the Board of Directors of Asteron Life Limited

Background

This report has been prepared by Kate Dron FIA FNZSA, Appointed Actuary of Asteron Life Limited
(ALL) under section 78 of the Insurance (Prudential Supervision) Act 2010 (the Act).

The purpose of this report is to provide information to the Board and management regarding the
review | have undertaken in relation to the actuarial information (as described in section 77 of the
Act) in, or used in the preparation of, ALL’s financial statements.

This report has not been prepared with any additional purposes in mind and the results and opinions
contained within may not be applicable or appropriate for other purposes.
Directors’ responsibility for the financial statements

The Directors are responsible for the preparation of ALL’s financial statements in accordance with
generally accepted accounting practice in New Zealand and International Financial Reporting
Standards that give a true and fair view of the matters to which they relate, and for such internal
control as the Directors determine is necessary to enable the preparation of ALL’s financial
statements that are free from material misstatement whether due to fraud or errors.

Appointed Actuary’s responsibility

My responsibility is to review the actuarial information in, or used in the preparation of, ALL’s
financial statements. The financial statements comprise the statements of financial position as at 30
June 2020, the statements of comprehensive income, changes in equity and cash flows for the year
then ended, and a summary of significant accounting policies and other explanatory information.

My review involves:
e Ascertaining the completeness of the actuarial information;
e Evaluating the accuracy and appropriateness of the actuarial information; and

e Providing an opinion of whether the solvency margins for ALL and its life funds (including
statutory fund(s)) are maintained at the balance date.

I am an employee of Suncorp NZ Employees Limited, a related entity of ALL. Part of my
remuneration is dependent on the results of the Suncorp Group, of which ALL contributes towards.

Asteron Life Limited — Appointed Actuary’s Report 30 June 2020 Page 10of2
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Opinion

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

e | have obtained all information that is relevant to the preparation of the financial statements;
and

e In my opinion and from an actuarial perspective:

e the actuarial information contained in ALL’s financial statements has been appropriately
included;

e the actuarial information contained in ALL’s financial statements has been used
appropriately;

e ALL maintains a solvency margin in accordance with the Solvency Standard for Life
Insurance Business 2014 for the purposes of section 21(2)(b) of the Act as at 30 June 2020;
and

e ALL maintains, in respect of its Asteron Life Statutory Fund 1 and Life Fund a solvency
margin in accordance with the Solvency Standard for Life Insurance Business 2014 for the
purposes of section 21(2)(c) of the Act as at 30 June 2020.

Kate Dron
Appointed Actuary
27 July 2020
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