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Davies Financial and Actuarial Limited

31% July 2015
Teo: The Directors

Beneficial Insurance Limited
From: Peter Davies

Appointed Actuary
Re: Beneficial Insurance Limited (“BIL”): Report as at 31"

March 2015 under Sections 77 and 78 of the Insurance
(Prudential Supervision) Act 2010

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

E: I have reviewed the actuarial information included in the audited accounts for
BIL as at 31* March 2015. “Actuarial information” includes the following:

- claim provisions and unexpired risk / unearned premium provisions;

- solvency calculations in terms of the RBNZ Solvency Standard,

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

- disclosures regarding the methodology and assumptions used for
calculating claim provisions, unexpired risk provisions, and other

disclosures.
z No limitations have been placed on my work.
3. I am independent with respect to BIL as defined under professional standard

ISA (NZ) 620 of the External Reporting Board.

L

4, I have been provided with all information that I have requested in order to
carry out this review.

Level 1, 3 Shea Terrace, Takapuna 0622 Telephone (09) 489-3551 e-mail: pdaviesi@actuary.co.nz
P.O. Box 35-258, Browns Bay, Auckland 0753 Facsimile: (09) 489-6613 home page: www.actuary.co.nz



- 3 In my view the actuarial information contained in the financial statements has
been appropriately included, and the actuarial information used in the
preparation of the financial statements has been appropriately used.

6. As at 31* March 2015, BIL’s solvency position under the RBNZ Solvency
Standard for Non-Life Insurance was as follows:

March 2015 | March 2014
Solvency capital 4,069,459 3,463,337
Calculated minimum capital requirement 2,429,219 1,831,569
Surplus on calculated minimum capital requirement 1,640,240 1,631,768
Solvency coverage ratio on calculated margin: 167.5% 189.1%
Overall minimum capital requirement per standard 3,000,000 3,000,000
Surplus on overall minimum capital requirement 1,069,459 463,337
Solvency coverage ratio on overall margin 135.6% 115.4%

The solvency coverage ratio has improved appreciably over the year, and sits
comfortably above the overall minimum capital requirement.

The calculated minimum capital requirement has increased over the year,
arising primarily from a 100% risk charge applied to a significant related party
receivable. This receivable was settled shortly after balance date.

Assuming that the Company’s business plans are realised and claims occur as

projected, the Company is projected to exceed the minimum RBNZ
requirement at all times over the next three years.

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

Yours sincerely

ek

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

Level 1, 3 Shea Terrace, Takapuna 0622 Telephone (09) 489-3551 e-mail: pdavies@actuary.co.nz
P.O. Box 35-258, Browns Bay, Auckland 0753 Facsimile: (09)489-6613 home page: www.actuary.co.nz
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STATEMENT OF RESPONSIBILITY FOR FINANCIAL STATEMENTS

The Directors are responsible for the maintenance of adequate accounting records and the preparation and integrity of
the financial statements and related information. The independent external auditor, CST Nexia Audit, has audited the
financial statements and their report is attached.

The Directors are also responsible for the systems of internal control and risk management. These are designed to
provide reasonable, but not absolute, assurance as to the reliability of the financial statements, and to adequately
safeguard, verify and maintain accountability for assets, and to prevent and detect material misstatements.
Appropriate systems of internal control have been employed to ensure that all transactions have been executed in
accordance with authority and correctly processed and accounted for in the financial statements. The systems are
implemented and monitored by suitably trained personnel with an appropriate segregation of authority and duties.
Nothing has come to the attention of the Directors to indicate that any material breakdown in the functioning of these
controls, procedures and systems has occurred during the year ended 31 March 2015.

The financial statements are prepared on a going concern basis. Nothing has come to the attention of the Directors to
indicate that the Company will not remain a going concern in the foreseeable future.
In the opinion of the Directors:

+» the Statement of Comprehensive Income is drawn up so as to give a true and fair view of the results of
operations of the Company for the year ended 31 March 2015;

« the Statement of Financial Position is drawn up so as to give a true and fair view of the state of affairs of the
Company as at 31 March 2015; and
« there are no reasons to believe that the Company will not be able to pay its debts as and when they fall due.

Signed on behalf of the Board by:

/ Anthony S isich Stephen R Tietjens
Director Director
31 July 2015 31 July 2015
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BENEFICIAL
INSLRANCY (1D

Statement of Comprehensive Income

for the year ended 31 March 2015
notes

Insurance Income 5
Insurance Expense and Related Charges

Net Insurance Income
Finance income - Finance 10
receivable
Finance income - other
Total Operating income
Employee Benefits Expense
Operating Lease Expenses
Depreciation 12
Profit{(Loss) on Sale of Fixed Assets
Audit Fees - financial statements
Audit Fees - other audit compliance services
Other Operating Expenses
Total Expenses
Profit/(Loss) before Income Tax
Income Tax (expense)/credit 6

Profit/(Loss) after Income Tax

Other Comprehensive Income

Total Comprehensive Income for the year attributable to
the Equity holder

¢

4,741,120

(2:376,378)

2364742
112,281

(88,818)
(11,935)

(50,210)
(3,000)
(1,293,383)
(5.
AT
(210,655)

878)

70332

(726,762)
(79,218)
(10,658)

2,826
(56,265)

(3,000)
(699,200)

T (958232)

- 291,938

3,604,655
(1,807,837)

127,328
32,494

(92,425)

The attached notes form part of and are to be read in conjunction with these financial statements.
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Statement of Financial Position Beneficial Beneficial
Insurance Insurance
Limited Limited
as at 31 March 2015 31 March 31 March
notes 2015 2014
Assets
Cash and Cash Equivalents 9 1,826,009 427 555
Insurance Premiums Receivables 2,341,874 1,718,958
Finance Receivables 10 2,610,617 3,000,192
Indemnity Assets 6 675,000 -
Other Assels 103,537 173,829
Govemment Stock - Bond 500,000 500,000
Property and Equipment 12 27,933 36,283
Deferred Acquisition Costs 1" 572,640 599,442
Total Assets : 8,657,610 6,456,250
Liabilities
Payables 572,676 279,786
Current Tax Liability 6 790,245 63
Deferred Tax Liabilities 8 3993 145,338
Provision for Insurance Claims 14 382,470 315,000
Insurance Premiums in Advance 2838767 2,252,735
Total Liabilities S ey v YK ({1 e B TY gy o
Net Assets
Equity
Retained Eamings 3,394 459 3,463,337
Other Contributed Equity
Total Equity

The attached notes form part of and are to be read in conjunction with these financial statements.
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Financial Statements for the year ended 31 March 2015

BENEFICIAL
INLURANTE (1B

Statement of Changes in Equity

for the year ended 31 March 2015

Beneficial
Insurance

Limited
31 March
2015

Beneficial
Insurance
Limited
31 March
2014

Share Capital
Balance as at 1 April 2013
12,738 Ordinary Shares

Balance as at 31 March 2014
Balance as at 1 April 2014

Balance as at 31 March 2015

Retained Earnings / (Accumulated Losses)
Balance as at 1 April 2013
Total comprehensive income
Dividends paid
Balance as at 31 March 2014
Balance as at 1 April 2014
Total comprehensive income
Dividends paid
Balance as at 31 March 2015

Equity

Balance as at1 April 2013
Total comprehensive income
Dividends paid

Balance as at 31 March 2014

Balance as at 1 April 2014

Total comprehensive income

Dividends paid

Capital contribution 6
Balance as at 31 March 2015

Total Equity at the end of the period

3,463,337
(68,878)

3304459

3,463,337
(68,878)

3,463,337

3,471,399
291,938
(300,000)
3,463,337

3,471,399
291,938
(300,000)

The attached notes form part of and are to be read in conjunction with these financial statements.
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Beneficial Insurance Limited
Financial Statements for the year ended 31 March 2015

BENEFICIAL
CRBERANTE LR

Statement of Cash Flows Beneficial
Insurance

Limited
for the year ended 31 March 2015 31 March
2015

Beneficial
Insurance
Limited
31 March
2014

Cash Flow from Operating Activities

Receipts from Customers (Fee and Insurance Income) 4,774,528
Interest Received 30,021
Payments to Suppliers and Employees (3,935,031)
Tax Paid (9,818)

Movement in Financial Receivables e o 542,338
Net Cash inflow(outflow) from Operating Activities By o

Cash Flows from Investing
Activities
Sale of Property Plant and Equipment
Purchase of Property, Plant and Equipment
Net Cash( used in)/ generated by Investing Activities

Cash Flows from Financing
Activities
Loan repayments to Related Parties -

Net Cash inflow/(outflow) from Financing Activities sy
Netincrease/(decrease) in Cash and Cash Equivalents 1,398,454
Cash and Cash Equivalents at beginning of period
Cash and Cash Equivalents at end of period

1,402,038

Dividends Paid — W S

3,387,259
30,000
(3,226,716)
108
499,017
689728

4,106
(31,660)

_(30000)
o (a00000)
362,174

The attached notes form part of and are to be read in conjunction with these financial statements.
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Notes to the Financial Statements for the year ended 31 March 2015

note 1 General Information

The reporting entity is Beneficial Insurance Limited (the “Company”). It is profit orientated and incorporated and
domiciled in New Zealand.

The Company's primary activity is providing insurance by way of Consumer Credit Indemnity, Guaranteed Finance
Protection and Pet Insurance.

These financial statements were approved for issue by the Board of Directors on 31 July 2015.

note 2 Statement of Compliance and Basis of Preparation

BASIS OF PREPARATION

The financial statements of the Company have been prepared in accordance with Generally Accepted Accounting
Practice in New Zealand (NZ GAAP). The Company is a for-profit entity for the purposes of complying with NZ GAAP.
The financial statements comply with New Zealand equivalents to International Financial Reporting Standards (NZ
IFRS) and other New Zealand accounting standards and authoritative notices that are applicable to entities that apply
NZ IFRS. The financial statements also comply with International Financial Reporting Standards. The financial
statements have been prepared on a going concern basis.

The Company is a company registered under the Companies Act 1993 and is an FMC reporting entity under Part 7 of
the Financial Markets Conduct Act 2013. The financial statements have been prepared in accordance with the
requirements of Part 7 of the Financial Markets Conduct Act 2013. The financial statements have been prepared
under the historical cost convention.

The preparation of financial statements in accordance with NZ IFRS requires the use of certain critical accounting
estimates. It also requires management to exercise its judgement in applying the Company's accounting policies. The
areas involving a higher degree of judgement or complexity, or areas where assumptions and estimates are significant
to the financial statements are disclosed in the accompanying notes.

PRESENTATION OF FINANCIAL STATEMENTS

The financial statements are presented in accordance with NZ IAS 1 Presentation of Financial Statements. The
Company has elected to present the Statement of Comprehensive Income in one statement. The Statement of
Comprehensive Income discloses the analysis of expenses under the function of expense method. This clarifies
expenses according to their function as part of cost of insurance sales, operating or as administration activities.

The Statement of Financial Position presentation discloses assets and liabilities in order of liquidity in line with the
Statement of Financial Position presentation used by other entities supplying goods or services.

FUNCTIONAL AND PRESENTATION CURRENCY

The financial statements are presented in New Zealand dollars ($), which is the Company's functional currency. All
financial information is presented in New Zealand dollars and has been rounded to the nearest dollar unless otherwise
stated.

note 3 Summary of Accounting Policies

OVERALL CONSIDERATION
The significant accounting policies that have been used in the preparation of these financial statements are
summarised below.

REVENUE
Revenue is recognised to the extent that it is probable that the economic benefits will flow to the Company and the
revenue can be reliably measured. The following specific recognition criteria must also be met before revenue is
recognised:

¢ Rendering of services comprise supplying Consumer Credit Indemnity Insurance (“CCI") and Guaranteed
Finance Protection Insurance (“GFP") and Pet Insurance protection.

e Gross premium is recognised from the attachment date for all indemnity insurance policies issued.

/ﬂ
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Notes to the Financial Statements for the year ended 31 March 2015

OTHER INCOME
Other income comprises of interest received from the Government bond, Bank and use of money interest. This is
recognised as accrued.

OPERATING EXPENSES
Operating expenses are recognised in profit or loss upon utilisation of the service or at the date of their origin.

CLAIMS EXPENSE
e CCl, GFP and Pet insurance claims which arise during the reporting period and are settled during the same
period are expensed in the Statement of Comprehensive Income.
o CCI, GFP and Pet insurance claims which arise during the reporting period but which are not settled at the
reporting date are recognised based on the present value of expected future payments.
s CCI, GFP and Pet insurance claims incurred but not yet reported (IBNR) are recognised by way of an
estimation based upon claims historical data.

FINANCIAL INSTRUMENTS
Financial assets and financial liabilities are recognised when the Company 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.

Financial assets and financial liabilities are measured initially at fair value plus transactions costs, except for financial
assets and financial liabilities carried at fair value through profit or loss, which are measured initially at fair value.

For financial instruments traded in active markets, the quoted market prices or dealer price quotations are used as a
measure of fair value. Where quoted market prices do not exist, fair values are estimated using present value or other
market accepted valuation techniques, using methods and assumptions that are based on market conditions and risks
existing as at the reporting date. Financial assets and financial liabilities are measured subsequently as described
below.

FINANCIAL ASSETS

For the purpose of subsequent measurement, financial assets other than those designated as hedging instruments
are classified into the following categories upon initial recognition:

loans and receivables;

financial assets at fair value through profit or loss;

held to maturity investments; and

available-for-sale financial assets.

The category determines subsequent measurement and whether any resulting income and expense is recognised in
profit or loss or in other comprehensive income.

All financial assets except for those at fair value through profit or loss are subject to review for impairment at least at
each reporting date. Financial assets are impaired when there is any objective evidence that a financial asset or
company of financial assets is impaired. Different criteria to determine impairment are applied for each category of
financial assets, which 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 recognition, these are measured at amortised cost using the effective interest method,
less allowance for impairment. The Company’s cash, cash equivalents, finance receivables, and other receivables fall
into this category of financial instruments.

Finance receivables and other receivables are considered for impairment when there is objective evidence that the
Company will not be able to collect all expected amounts, and having regard to the Company's credit risk
assessments,

Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss include items 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. All derivative

Page | 1 OCAT\
e
Audit




Beneficial insurance Limited

Notes to the Financial Statements for the year ended 31 March 2015

financial instruments fall into this category, except for those designated and effective as hedging instruments, for
which the hedge accounting requirements apply. The Company at each reporting date does not currently have any
financial assets designated into this category.

Held-to-maturity investments

Held-to-maturity investments are non-derivative financial assets with fixed or determinable payments and fixed
maturity other than loans and receivables. Investments are classified as held to-maturity if the Company has the
intention and ability to hold them until maturity. The Company has government bonds that matured on 15 April 2015
paying a coupon rate of 6% that were held with the Public Trust office.

Available-for-sale financial assets

Available-for-sale financial assets are non-derivative financial assets that are either designated to this category or do
not qualify for inclusion in any of the other categories of financial assets. The Company at each reporting date does
not currently have any financial assets designated into this category.

FINANCIAL LIABILITIES

The Company's financial liabilities include loans and borrowings and trade and other payables. All financial liabilities
are measured subsequently at amortised cost using the effective interest method. Borrowings are classified as
current liabilities unless the Company has an unconditional right to defer settlement of the liability for at least 12
months after the Statement of Financial Position date. Trade and other payables represent liabilities for goods and
services provided to the Company prior to the end of the financial year which are unpaid. The amounts are unsecured
and are usually paid within 30 days of recognition.

CASH AND CASH EQUIVALENTS
Cash and cash equivalents are short term, highly liquid investments that are readily convertible to known amounts of
cash and which are subject to an insignificant risk of changes in value.

INCOME TAX

Income tax expenses comprise current and deferred tax. Current tax is the tax payable to Inland Revenue on taxable
profit for the period using existing tax rates that have been enacted or substantially enacted by the end of the reporting
period. Deferred tax is calculated using the liability method on temporary differences between the carrying amount of
assets and liabilities and their tax basis.

Deferred tax assets and liabilities are carried at the tax rates expected to apply when the assets are recovered or
liabilities settled and they are not discounted. Deferred tax assets and liabilities are offset only when the company has
a right and intention to set off current tax assets and liabilities from the same tax authority. Deferred tax assets and
liabilities are carried on the basis that the Company expects future profits to exceed and reversal of existing temporary
differences.

PROPERTY, PLANT AND EQUIPMENT
Items of property, plant and equipment are measured at cost less accumulated depreciation and impairment losses.
Cost includes expenditure that is directly attributable to the acquisition of the asset.

When parts of an item of property, plant and equipment have different useful lives, they are accounted for as separate
items (major components) of property, plant and equipment.

The cost of replacing part of an item of property, plant and equipment is recognised in the carrying amount of the item
if it is probable that the future economic benefits embodied within the part will flow to the Company and its cost can be
measured reliably. The costs of the day-to-day servicing of property, plant and equipment are recognised in profit or
loss as incurred.

Depreciation is provided on leasehold improvements, computers and software, office furniture and equipment and
motor vehicles. Depreciation is recognised in the Statement of Comprehensive Income to write off the cost of an item
of property, plant and equipment, less any residual value, and is calculated using the diminishing value method to
allocate the cost of assets over their expected useful life, at the following rates:

£ os
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Notes to the Financial Statements for the year ended 31 March 2015

Asset e __ Depreciation Rate
Leasehold Improvements 12.0%
Furniture and Fittings 15.6%
Office Fumiture and Equipment 36.6% - 80.4%

Motor Vehicles 36.0%

Depreciation methods, useful lives and residual values are reviewed at each reporting date.

SHORT-TERM EMPLOYEE BENEFITS
Short-term employee benefits, including holiday entitlement and sick leave, are current liabilities included in payables,
measured at the undiscounted amount that the Company expects to pay as a result of the unused entitlement.

EQUITY, RESERVES AND DIVIDENDS

Share capital represents the nominal value of one share that has been issued. Incremental costs directly attributable
to the issue of ordinary shares are recognised as a deduction from equity. Retained earnings include all current and
prior period retained profits and losses. All transactions with the owner of the company are recorded separately within
equity. Dividend income is recognised on the date that the dividend is declared.

PROVISIONS, CONTINGENT LIABILITIES AND CONTINGENT ASSETS

Provisions are recognised when present obligations as a result of a past event will probably lead to an outflow of
economic resources from the Company and amounts can be estimated reliably. Timing or amount of the outflow may
still be uncertain. A present obligation arises from the presence of a legal or constructive commitment that has
resulted from past events, for example, product warranties granted, legal disputes or onerous contracts

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. Where there are a number of similar obligations, the likelihood that an outflow will be required in settlement
is determined by considering the class of obligations as a whole. Provisions are discounted to their present values,
where the time value of money is material.

Any reimbursement that the Company can be virtually certain to collect from a third party with respect to the obligation
is recognised as a separate asset. However, this asset may not exceed the amount of the related provision.

All provisions are reviewed at each reporting date and adjusted to reflect the current best estimate.

Possible inflows of economic benefits to the Company that do not yet meet the recognition criteria of an asset are
considered contingent assets.

PROVISION FOR OUTSTANDING CLAIMS
The Provision for Outstanding Claims includes a provision for known claims after each reporting date.

The Company's process for establishing the outstanding claims provision involves consultation with the appointed
actuary. This process includes a bi-annual and annual review and calculation of provision for claims by Peter Davies
who is a fully accredited member of the New Zealand Society of Actuaries. The actuary based his provision on the
following assumptions:

For the pet insurance business, the claim administration allowance is estimated to be 15% (2014: 15%) of outstanding
claims. A loss ratio of 47% (2014: 49%) is used based on the pet insurance products available in New Zealand. A 7%
(2014: 7%) risk margin is maintained so as to achieve a 75% likelihood of sufficiency.

For the CCl and GFP insurance business, the claim administration allowance is estimated to be 15% (2014: 15%) of
outstanding claims. A loss ratio is estimated to be 12.1% (2014: 3.6%) based on historical financial performance of
these products. A 50% (2014: 50%) risk margin is maintained so as to achieve a 75% likelihood of sufficiency.

Financial assumptions used to determine the outstanding claims provision are as follows:

(i) Discount Rate - The outstanding claims liability represents payments that will be made in the future,
discounted to reflect the time value of money effectively recognising that the asset held to back insurance
liabilities will earn a return during that period. Discount rates are based on gross yields to maturity of NZ
Government bonds of appropriate terms at each reporting date.
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Beneficial Insurance Limited
Notes to the Financial Statements for the year ended 31 March 2015

(ii) Future settlement patterns and weighted average term to settlement - The weighted average term to
settlement is an aggregate figure for all classes of business based on expected claims development patterns
which are in turn derived from an analysis of historical claim patterns.

(i)  Assumed loss ratios - Assumed loss ratios were determined from a consideration of observed loss ratios for
historical loss quarters.

(iv) Risk Margin - The overall risk margin is determined allowing for diversification between classes of business
and the relative uncertainty of the outstanding claims estimates for each class. The assumptions regarding
uncertainty for each class are applied to the net central estimates and the results are aggregated, allowing for
diversification, in order to arrive at an overall net provision that is intended to provide a probability of
sufficiency of 75 per cent.

(v) Expense allowance - An estimate of outstanding claims liabilities will typically incorporate an allowance for
the future cost of administering the claims.

At each reporting date, an assessment is made of whether the recognised insurance liabilities are adequate, net of
Deferred Acquisition Costs, by using an existing liability adequacy test in accordance with NZ GAAP. The liability
value is adjusted to the extent that it is insufficient to meet expected future benefits and expenses. In performing the
adequacy test, current best estimates of future contractual cash flows, including related cash flows such as claims
handling and policy administration expenses, are used. A number of valuation methods are applied, including
discounted cash flows.

Non-life insurance contract liabilities include the outstanding claims provision, the provision for unearned premium and
the provision for premium deficiency. The outstanding claims provision is based on the estimated ultimate cost of all
claims incurred but not settled at the reporting date, whether reported or not, together with related claims handling
costs and reduction for the expected value of salvage and other recoveries. Delays can be experienced in the
notification and settlement of certain types of claims, therefore, the ultimate cost of these cannot be known with
certainty at the reporting date. The liability is calculated at the reporting date using a range of standard actuarial claim
projection techniques, based on empirical data and current assumptions that may include a margin for adverse
deviation. The liabilities are derecognised when the obligation to pay a claim expires, is discharged or is cancelled.

UNEARNED PREMIUMS

The provision for unearned premiums represents that portion of premiums received or receivable that relates to risks
that have not yet expired at the reporting date. The provision is recognised when contracts are entered into and
premiums are charged, and is brought to account as premium income over the term of the contract in accordance with
the pattern of insurance service provided under the contract. At each reporting date, the Company reviews its
unexpired risk and a liability adequacy test is performed in accordance with NZ GAAP to determine whether there is
any overall excess of expected claims and deferred acquisition costs over unearned premiums. This calculation uses
current estimates of future contractual cash flows after taking account of the investment return expected to arise on
assets relating to the relevant non-life insurance technical provisions. If these estimates show that the carrying amount
of the unearned premiums (less related deferred acquisition costs) is inadequate, the deficiency is recognised in profit
or loss within the Statement of Comprehensive Income by setting up a provision for premium deficiency.

INSURANCE CONTRACTS - PRODUCT CLASSIFICATION

Insurance contracts are those contracts when the Company has accepted significant insurance risk from another party
(the policyholders) by agreeing to compensate the policyholders if a specified uncertain future event (the insured
event) adversely affects the policyholders. As a general guideline, the Company determines whether it has significant
insurance risk, by comparing benefits paid with benefits payable if the insured event did not occur. Insurance contracts
can also transfer financial risk. Once a contract has been classified as an insurance contract, it remains an insurance
contract for the remainder of its lifetime, even if the insurance risk reduces significantly during this period, unless all
rights and obligations are extinguished or expire. Insurance contracts can, however, be reclassified as insurance
contracts after inception if insurance risk becomes significant.

DEFERRED ACQUISITION COSTS

Acquisition Costs are associated with Insurance and Indemnity Contracts. Brokerage and other acquisition costs
associated with policies written on behalf of the Company are deferred and recognised over the life of the policy in
accordance with the incidence of risk expected under the policy.

Those direct and indirect costs incurred during the financial period arising from the writing or renewing of insurance
contracts are deferred to the extent that these costs are recoverable out of future premiums. All other acquisition costs
are recognised as an expense when incurred. Subsequent to initial recognition, the Deferred Acquisition Costs for Pet,
CCl and GFP insurance are amortised over the expected life of the contracts as a constant percentage of expected
premiums.

i
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Beneficial Insurance Limited sENERICIAL
Notes to the Financial Statements for the year ended 31 March 2015

Changes in the expected useful life or the expected pattern of consumption of future economic benefits embodied in
the asset are accounted for by changing the amortisation period and are treated as a change in an accounting
estimate.

An impairment review is performed at each reporting date or more frequently when an indication of impairment arises.
When the recoverable amount is less than the carrying value, an impairment loss is recognised in the Statement of
Comprehensive Income. Deferred Acquisition Costs are derecognised when the related contracts are either settled or
disposed of.

LIABILITY ADEQUACY TEST

Deferred Acquisition Costs are also considered in the liability adequacy test for each reporting date. The test is to
ensure unearned premiums net of Deferred Acquisition Costs are sufficient to meet future claims. This test is prepared
by the Company’s appointed actuary.

INSURANCE RECEIVABLES

Insurance receivables are recognised when due and measured on initial recognition at the fair value of the
consideration received or receivable. Subsequent to initial recognition, insurance receivables are measured at
amortised cost, using the effective interest rate method. The carrying value of insurance receivables is reviewed for
impairment whenever events or circumstances indicate that the carrying amount may not be recoverable, with the
impairment loss recorded in the income statement.

UNEARNED PREMIUMS

Unearned premiums are those proportions of premiums written in a year that relate to periods of risk after the
reporting date. Unearned premiums are calculated on a daily pro rata basis. The proportion attributable to subsequent
periods is deferred as a provision for unearned premiums.

CHANGE IN ACCOUNTING POLICIES
There have been no significant changes in accounting policies during the current period. Accounting policies have
been applied on a basis consistent with prior periods.

STANDARDS, AMENDMENTS AND INTERPRETATIONS TO EXISTING STANDARDS THAT ARE NOT YET
EFFECTIVE

Certain new standards, amendments and interpretations to existing standards have been published that are
mandatory for the Company’s accounting periods beginning on or after 1 April 2015 or later periods.

(i) Standards and Interpretations early adopted by the Company

The Company has not early adopted any new accounting standards and IFRIC interpretations in the current
financial year.

(ii) Standards, amendments and interpretations to existing standards that are relevant to the Company, not yet
effective and have not been early adopted by the Company

NZ IFRS 9: Financial instruments (effective for annual periods beginning on or after 1 January 2018)

NZ IFRS 9, 'Financial instruments’, addresses the classification, measurement and recognition of financial
assets and financial liabilities. The complete version of NZ IFRS 9 was issued in September 2014. It replaces
the guidance in NZ IAS 39 that relates to the classification and measurement of financial instruments. NZ IFRS
9 retains but simplifies the mixed measurement model and establishes three primary measurement categories
for financial assets: amortised cost, fair value through other comprehensive income and fair value through
profit or loss. The basis of classification depends on the entity's business model and the contractual cash flow
characteristics of the financial asset. Investments in equity instruments are required to be measured at fair
value through profit or loss with the irrevocable option at inception to present changes in fair value in other
comprehensive income not recycling. There is now a new expected credit losses model that replaces the
incurred loss impairment model used in NZ IAS 39. For financial liabilities there were no changes to
classification and measurement except for the recognition of changes in own credit risk in other
comprehensive income, for liabilities designated at fair value through profit or loss. NZ IFRS 9 relaxes the
requirements for hedge effectiveness by replacing the bright line hedge effectiveness tests. It requires an
economic relationship between the hedged item and hedging instrument and for the ‘hedged ratio’ to be the
same as the one management actually use for risk management purposes. Contemporaneous documentation
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is still required but is different to that currently prepared under NZ IAS 39. The standard is effective for
accounting periods beginning on or after 1 January 2018. Early adoption is permitted. The Company intends to
adopt NZ IFRS 9 on its effective date and has yet to assess its full impact. This standard is not expected to
significantly impact the Company.

NZ IFRS 15: Revenue from contracts with customers (effective for annual periods beginning on or after
1 January 2017)

NZ IFRS 15 deals with revenue recognition and establishes principles for reporting useful information to users
of financial statements about the nature, amount, timing and uncertainty of revenue and cash flows arising
from an entity's contracts with customers. Revenue is recognised when a customer obtains control of a good
or service and thus has the ability to direct the use and obtain the benefits from the good or service. The
standard replaces NZ IAS 18 'Revenue’ and NZ |IAS 11 'Construction contracts' and related interpretations.

The Company intends to adopt NZ IFRS 15 on its effective date and is currently assessing its full impact. This
standard is not expected to significantly impact the Company.

There are no other NZ IFRS or NZ IFRIC interpretations that are not yet effective that would be expected to have a
material impact on the Company.

note 4 Insurance Contracts and Financial Assets - Risk
Management Policies and Procedures

INSURANCE ACTUARIAL ASSUMPTIONS AND METHODS

Methods

Significant estimates and judgements are made by the Company's approved actuary to arrive at certain key liability
amounts disclosed in the financial statements. These estimates are determined by a qualified and experienced
practitioner with reference to historical data and reasoned expectations of future events. These estimates are then
critically reviewed by the Directors. The key areas in which critical estimates and judgements are applied are
described below.

Central Estimate of Outstanding Claims Liabilities

The estimation of outstanding liabilities is based largely on the assumption that past experience is an appropriate
predictor of the future and involves a variety of actuarial techniques that analyse experience, trends and other relevant
factors. The process commences with the actuarial projection of the future claim payments for claims incurred up to
the reporting date. Each class of business is examined separately and some or all of the following will be considered
for each class in projecting future claim payments:

(i) Exposure details, including earned premiums and policy limits.

(i)  Claim frequencies and average claim sizes.

(ili) The legislative framework, legal and court environments and social and economic factors that may impact
upon each class of business (Pet Insurance, CCl, and GFP).

(iv) Historical and likely future trends in standard inflationary pressures relating to commodity prices and wages.

(v) Historical and likely future trends on inflationary pressures in addition to price or wage inflation, termed
superimposed inflation.

(vi) Historical and likely future trends of expenses associated with managing claims to finalisation.

{(vii) Historical and likely future trends of recoveries from sources such as subrogation and third party actions.

(viii) Insurer specific, relevant industry data and more general economic data utilised in the estimation process.

Projected future claim payments and associated claim handling costs are discounted to a present value as required
using appropriate risk free discount rates. A projection of future claims payments, both gross and net of reinsurance
and other recoveries is undertaken.

In selecting valuation methodologies, actuarial methods are applied to project future claim payments. This assists in
providing a greater understanding of the trends inherent in the past data. The projections obtained from various
methods also assist in setting the range of possible outcomes. The most appropriate method, or even a blend of
methods, is selected taking into account the characteristics of the class of business and the extent of the development
of each past incident period.
L,
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Risk Margins

As an estimate of future outcomes, the net central estimate of outstanding claims liability is subject to uncertainty.
Uncertainty is examined for each class of business and expressed as the volatility of the net central estimate. The
volatility for each class of business was derived after consideration of stochastic modelling and benchmarking to
industry analysis.

Assumptions
The claims liabilities have been assessed by Peter Davies, an actuary who is a fully accredited member of the New
Zealand Society of Actuaries. (Refer to note 3 in respect of the assumptions that were used in his assessment).

Insurance contracts-risk management policies and procedures

The financial condition and operation of the Company are affected by a number of key risks. These methodologies are
consistent for both reporting periods. Notes on the Company's policies and procedures in respect of managing these
risks are set out in this note.

Objectives in managing risks arising from insurance contracts and policies for mitigating those risks

The Company has an objective to control insurance risk thus reducing the volatility of operating profits. In addition to
the inherent uncertainty of insurance risk, which can lead to significant variability in the loss experience, profits from
insurance business are affected by market factors, particularly competition and movements in asset values. Short
term variability is, to some extent, a feature of insurance business.

Key aspects of the processes established to mitigate risks include:

(i) The maintenance and use of sophisticated management information systems, which provide up to date,
reliable data on the risks to which the business is exposed at any point in time.

(i) The use of actuarial models based on historical data to calculate premiums and monitor claim patterns.

(i) The management of assets and liabilities is closely monitored to attempt to match the expected pattern of
claims payments with the maturity dates of assets.

Terms and conditions of insurance business

The terms and conditions attaching to insurance contracts affect the level of insurance risk accepted by the Company.
The majority of direct insurance contracts written are entered into on a standard form. There are no special terms and
conditions in any non-standard contracts that have a material impact on the financial statements.

Concentration of risk

The Company's exposure is diversified in so far as its risk is spread across New Zealand.

UNEXPIRED RISK LIABILITY

The Liability Adequacy Test (LAT) identifies an unexpired risk liability in a portfolio of contracts with broadly similar
risks that are managed together. The Actuary has determined from his review that the full unearned premium
provision net of Deferred Acquisition Costs is recoverable and the provision meets the LAT prescribed by NZIFRS4
“Insurance Contracts”. A provision at 31 March 2015 is therefore not required (March 2014: $nil).

The LAT has identified a surplus for other portfolios of contracts that are subject to broadly similar risks that are
managed together as a single portfolio.

The process of determining the overall risk margin, including the way in which diversification of risk has been allowed
for. As with outstanding claims, the overall risk margin is intended to achieve a 75% probability of adequacy.
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INSURANCE MATURITY ANALYSIS
The table below analyses the Company's insurance assets and insurance liabilities into relevant maturity groupings
based on the expected maturity dates.

Insurance Maturity Analysis

as at 31 March 2015 ' Tto12 | 13to24 25to 60 Qver 60 Total

Months. . Months Months _Months
Insurance Assets
Deferred Acquisition Cost 208,804 342,094 2,180 19,562 - 572,640
Insurance Liabilities
Provision for claims 382,470 - - - - 382,470
Unexpired risk premium “ - 5 . . e
Uneamed premium liabilities 1,035,111 1,695,874 10,806 96,976 - 2,838,767

AMTE8 1695874 10806 96,976

3221287

as at 31 March 2014 0 to 6 0 0 24 0 60 Over 60 ofa
i1 § 0 O 5 0
Insurance Assets
Deferred acquisition cost 132,683 451,655 9,289 5,696 119 599,442
Insurance Liabilities
Provision for claims 315,000 - - - - 315,000
Unexpired risk premium - - - - - -
Uneamed premium liabilities 498,631 1,697,342 34,908 21,405 449 2,@?2,{35
813,631 1,697,342 34908 21,405 449 2,567,735
FINANCE RECEIVABLES

The key assumptions and judgements made regarding the impairment of finance receivables are disclosed in note 10.

FINANCIAL RISK

(i) Interest rate risk. The Company is exposed to interest rate risk arising on interest bearing assets. The
Company manages some of its exposure to this risk by holding the majority of such assets on short term
maturities.

(i) Credit risk. The credit risk on financial assets of the Company is generally the carrying amount, net of any
provisions for doubtful debts. The Company does not expect any counter parties to fail to meet their obligation
and therefore does not require collateral or other security to support credit risk exposures. The credit risk on
financial receivables is that expected cash flows do not recover their receivables value. The Company
manages this risk through the establishment, monitoring and reporting of and against collection targets.
Where appropriate, collateral or other security arrangements and established or enforced to support credit risk
exposures.

(iii) Market risk. The Company is exposed to market risk including fair value, interest risk and price risk. Market
risks arise from open positions in interest rate products which are exposed to general and specific market
movements. The market risks that the Company primarily faces are interest rate risk, due to the nature of its
investments and liabilities.
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