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BERKSHIRE HATHAWAY SPECIALTY INSURANCE COMPANY
NEW ZEALAND BRANCH

DIRECTORS’ REPORT

The Directors are pleased to present the financial statements for Berkshire Hathaway Specialty
Insurance Company (“BHSI") — New Zealand Branch (“the Branch”) for the year ended 31 December

2016.

The Directors are responsible for the preparation, in accordance with New Zealand Law and New
Zealand equivalents to International Financial Reporting Standards (NZ IFRS), of financial statements
which present fairly the financial position of BHSI — New Zealand Branch as at 31 December 2016 and
the results of its operations and cash flows for year ended 31 December 2016.

The Directors consider that the financial statements of the Branch have been prepared using accounting
policies appropriate to the Branch’s circumstances, consistently applied and supported by reasonable
and prudent judgements and estimates, and that all applicable New Zealand Equivalents to International
Financial Reporting Standards have been followed.

The Directors have responsibility for the maintenance of a system of internal control designed fo provide
reasonable assurance as to the integrity and reliability of financial reporting. The Directors consider that
adequate steps have been taken to safeguard the assets of the Branch and to prevent and detect fraud

and other irregularities.

Disclosure

No disclosure has been made in respect of s211(a) and (e) to (j) of the Companies Act 1993 following
a unanimous decision by the shareholders in accordance with s211(3) of the Companies Act 1993.

Directors

Peter James EASTWOOD (18 November 2013 to Present)
David Neil FIELDS (18 November 2013 to Present)

Ajit JAIN (18 November 2013 to Present)

Brian Gerard SNOVER (07 April 2010 to Present)

Ralph TORTORELLA Il (18 November 2013 to Present)
Donald Frederick WURSTER (18 November 2013 to Present)
Peter Michael SHELLEY (30 June 2016 to Present)

Directors ceased during the financial year

Kara Lee RAIGUEL (18 November 2013 to 30 June 2016)

Events subsequent to Balance Date

There has not arisen in the interval between the end of the financial year and the date of this reportany

item, transaction or event of a material and unusual nature likely, in the opinion of the Directors of the
Company, to affect significantly the operations of the Branch, in subsequent years.

Signed for and on behalf of the Board of Directors who authorised the issue of these financial statements
in Boston, Massachusetts, United States of America on 24 April 2017.

Director Director

24 April 2017



BERKSHIRE HATHAWAY SPECIALTY INSURANCE COMPANY

NEW ZEALAND BRANCH

STATEMENT OF COMPREHENSIVE INCOME
For the year ended 31 December 2016

Note
Premium revenue 5
Outwards reinsurance expense 6
Net premium revenue
Claims expense
Reinsurance and other recoveries revenue
Net claims incurred 7
Acquisition costs
Reinsurance commission revenue
Net Commission revenue
Other reinsurance commission revenue 10
Underwriting expenses 11
Underwriting result
Investment income
Loss before income tax
Income tax benefit 12(a)

Loss after income tax attributable to owners of the Company

Items that may be reclassified subsequently to profit/loss, net of tax
Items that will not be reclassified subsequently to profit/loss, net of tax

Other comprehensive income for the year net of tax

Total comprehensive loss for the year attributable to owners of the
Company

Year ended Period

31 ended 31

December December
2016 2015
$ $

13,517,531 2,311,957
(10,871,424) (1,858,813)
2,646,107 453,144
(27,802,462) (846,062)
25,404,857 675,568
(2,397,605) (170,494)
(867,930) (150,149)
1,031,958 177,918
164,028 27,769
3,323,985 2,297,514
(4,206,022)  (2,756,024)
(469,507) (148,091)
192,407 87,312
(277,100) (60,779)
63,253 8,581
(213,847) (52,198)
(213,847) (52,198)

Notes to the financial statements are included on page 8 to 25




BERKSHIRE HATHAWAY SPECIALTY INSURANCE COMPANY

NEW ZEALAND BRANCH

STATEMENT OF CHANGES IN EQUITY
For the year ended 31 December 2016

2016

Balance at the beginning of the financial year

Changes recognised in total comprehensive income
Loss for the year

Other comprehensive income

Transactions with Head Office
Contribution of capital funds

Balance at the end of the financial year

2015

Balance at the beginning of the financial period

Changes recognised in total comprehensive income
Loss for the period

Other comprehensive income

Transactions with Head Office
Contribution of capital funds

Balance at the end of the financial period

Head Office Retained :
Account Earnings Tetal Equity
$ $ $

15,000,000 (52,198) 14,947,802

- (213,847) (213,847)
15,000,000 (266,045) 14,733,955

- (52,198) (52,198)
15’000’000 _ 15,000,000
15,000,000 (52,198) 14,947,802

Notes to the financial statements are included on page 8 to 25




BERKSHIRE HATHAWAY SPECIALTY INSURANCE COMPANY

NEW ZEALAND BRANCH

STATEMENT OF FINANCIAL POSITION
As at 31 December 2016

Assets
Cash and cash equivalents
Premium receivables
Current tax assets
Reinsurance and other recoverables receivables
Deferred reinsurance premiums
Deferred acquisition costs
Property, plant and equipment
Deferred tax assets

Total assets

Liabilities
Trade and other payables
Reinsurance liabilities
Deferred commission liabilities
Current tax liabilities
Other tax liabilities
Intercompany payable
Unearned premium reserve
Outstanding claims payable
Employee benefits provision

Total liabilities

Net Assets

Equity
Head Office account
Retained earnings

Total equity for the Branch

Note

13

12(b)
15
22
73
14

12(b)

16
18
19

12(0)

17
28
24
20
21

25

As at 31 As at 31
December December
2016 2015
$ $
18,552,940 16,666,221
9,095,946 3,841,754
4,825 -
25,604,302 675,568
12,580,079 6,191,033
872,627 423,055
213,052 236,934
381,068 45,225
67,304,739 28,079,790
1,185,525 917,209
4,681,433 2,339,860
1,073,546 531,915
- 36,644
1,314,697 514,326
380,033 210,084
15,727,559 7,738,791
28,053,370 843,159
154,621 -
52,570,784 13,131,988
14,733,955 14,947,802
15,000,000 15,000,000
(266,045) (52,198)
14,733,955 14,947,802

Notes to the financial statements are included on page 8 to 25




BERKSHIRE HATHAWAY SPECIALTY INSURANCE COMPANY

NEW ZEALAND BRANCH

STATEMENT OF CASH FLOWS
For the year ended 31 December 2016

Cash flows from operating activities
Premiums received

Commission revenue received

Interest received

Claims paid

Acquisition costs paid

Net reinsurance paid

Payments to suppliers and employees
Income tax paid

Intercompany funds received
Net cash from operating activities

Cash flows from investing activities
Payments for purchases of plant and equipment

Net cash used in investing activities

Cash flows from financing activities
Capital funds received

Net cash from financing activities

Net increase in cash and cash equivalents

Cash and cash equivalents at the beginning of the financial

year

Cash and cash equivalents at the end of the financial

year

Note 2016 2015

$ $
16,642,854 6,421,550
1,573,590 469,833
192,406 87,312
(592,251) (2,902)
(1,317,401) (354,108)
(10,714,446) (3,045,424)
(3,746,591) (1,866,843)
(314,059) -
169,949 210,084
03 1,894,051 1,919,504
(7,332) (253,283)
(7,332) (253,283)
. 15,000,000
- 15,000,000
1,886,719 16,666,221
16,666,221 .
18,552,940 16,666,221

Notes to the financial statements are included on page 8 to 25



BERKSHIRE HATHAWAY SPECIALTY INSURANCE COMPANY
NEW ZEALAND BRANCH

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The principal accounting policies adopted in the preparation of the financial statements are set out
below.

These financial statements cover Berkshire Hathaway Specialty Insurance Company (“the Company”)
— New Zealand Branch (“the Branch”). The Company is an insurance company incorporated in the
United States of America. The Branch is domiciled in New Zealand, registered address at Level 19,
HSBC House, 1 Queen Street, Auckland, New Zealand. The Branch is a FMC reporting entity under
the Financial Markets Conduct Act 2013.

Statement of Compliance

As a large overseas company that operates in the insurance industry and is licensed by the Reserve
Bank of New Zealand, the financial statements have been prepared in accordance with the Financial
Markets Conduct Act 2013. The financial statements comply with New Zealand equivalents to
International Financial Reporting Standards (NZ IFRS) and other applicable Financial Reporting
Standards as appropriate for profit-orientated entities and International Financial Reporting Standards
(IFRS).

These financial statements were authorised for issue by the directors on 24 April 2017.
Basis of Preparation

These financial statements are prepared on the historical cost basis unless the application of fair value
measurements are required by the relevant accounting standards.

The functional and presentational currency is New Zealand Dollars.

The Branch was incorporated on 26t June 2015 and was granted its licence to carry on Insurance
Business in New Zealand on 29" June 2015 by the Reserve Bank of New Zealand pursuant to the
Insurance (Prudential Supervision) Act 2010. For the purposes of preparing the financial statements
the Branch is a for-profit entity.

The preparation of financial statements in conformity with NZ IFRS requires the use of certain critical
accounting estimates. It also requires management to exercise its judgement in the process of applying
the Branch’s accounting policies. These estimates and underlying assumptions are reviewed on an on-
going basis. Revisions to accounting estimates are recognised in the period in which the estimate is
revised if the revision affects only that period, or in the period of the revision and future periods if the
revision affects both current and future periods

A General Accounting Policies

The general accounting policies recognised as appropriate for the measurement and reporting
of results and the financial position for a for-profit entity have been followed in the preparation of
these financial statements.

"B Branch Assets

The Branch is part of the Company. The assets of the Branch are legally available for the
satisfaction of debts of the entire company, not solely those appearing on the Branch’s Statement
of Financial Position. The debts of the Branch may result in claims against the entire Company’s
assets, not solely the assets presented on the Branch's Statement of Financial Position. Any
deficiency of the Branch is supported by the Company. The amount of equity to be retained to
ensure financial soundness of the Branch is managed at the Company level and details of the
solvency position are set out in Note 34.



BERKSHIRE HATHAWAY SPECIALTY INSURANCE COMPANY
NEW ZEALAND BRANCH

C  Specific Accounting Policies

The following specific accounting policies, which significantly affect the financial performance and
financial position have been applied:

(a) Premiums

Written premiums comprise the premiums on contracts that incept in the financial year. The
earned portion of premiums received and receivable is recognised as revenue. Premiums in
relation to unclosed business have been brought into account and are based on latest
information.

Written premiums are stated gross of commission payable to intermediaries and exclusive of
taxes and duties levied on premiums.

(b) Unearned Premiums

A provision for unearned premiums is made which represents that part of gross, and reinsurers’
share of premiums written which is estimated will be earned in the following or subsequent
financial years. It is calculated separately for each insurance contract usually on the 365ths basis
depending on the estimated incidence of risk throughout the period of the contract.

(c) Outstanding Claims

Provision is made for outstanding claims and settlement expenses incurred at the balance sheet
date including an estimate for the cost of claims incurred but not reported at that date. Included
in the provision is an estimate of the internal and external costs of handling the outstanding
claims. Material salvage and other recoveries are deducted from outstanding claims. Changes in
Outstanding Claims provision are recognised in the Statement of Comprehensive Income in the
year in which the provision is changed.

(d) Current Tax

Current tax, including income tax and foreign tax, is provided at amounts expected to be paid (or
recovered) using the tax rates and laws that have been enacted or substantively enacted by the
balance sheet date.

(e) Deferred Tax

Deferred taxation is provided for using the balance sheet liability method on all temporary timing
differences, arising from the different treatment of items for accounting and taxation purposes,
calculated at the rates that are expected to apply in the period in which the liability is settled or
the asset realised based on tax rates (and tax laws) that have been enacted or substantively
enacted by the end of the reporting period. Deferred tax balances are not discounted. Deferred
tax assets are not recognised if it is not probable that sufficient taxable income will be available
to utilise it against.

(f) Foreign Currency

Foreign currency transactions are translated to New Zealand dollars at the rates of exchange
prevailing at the time of the transaction. Monetary assets and liabilities are translated into New
Zealand dollars at the rates of exchange prevailing at the balance sheet date. Exchange
differences arising are recognised in profit or loss in the financial year in which the exchange
rates change, as exchange gains or losses.




BERKSHIRE HATHAWAY SPECIALTY INSURANCE COMPANY
NEW ZEALAND BRANCH

c

Specific Accounting Policies (continued)

(9) Reinsurance Receivables

Reinsurance receivables on paid and outstanding claims are recognised as revenue. Recoveries are
measured as the value of expected receipts, calculated on the same basis as the outstanding claims
liability.

(h) Deferred Acquisition Costs
The Branch adopts the practice of deferring to the following accounting period, expenses and levies

directly related to premium income, in the same manner as unearned premium is calculated. These
are measured at the lower of cost and recoverable amount.

(i) Liability Adequacy Test

At each reporting date, a liability adequacy test is performed on insurance liabilities less related
deferred acquisition costs to ensure that the carrying value is adequate, using current estimates of
future cash flows, taking into account the relevant investment returns. If that assessment shows that
the carrying amount of the liabilities is inadequate, any deficiency is recognised by recording an
additional liability for claims provision or a provision for unexpired risks. The provision for unexpired
risks is assessed in aggregate for business classes which are managed together.

(j) Cash and cash equivalents

Cash and cash equivalents in the statement of financial position comprise cash at banks and on-hand
and short-term deposits with maturity of three months of less.

(k) Property, plant and equipment

ftems of property, plant and equipment are measured at cost less accumulated depreciation.
Costs include all associated expenditures that are directly attributable to the acquisition of the
asset.

(I) Depreciation

Depreciation is calculated using the straight line method. The estimated depreciation rates for
across the years are as follows:

2016 2015
Furniture & fixtures 10.5% 10.5%
Computer equipment 40% 40%
Leasehold improvements 7% 7%

(m) Interest income

The effective interest method is used to measure the interest income recognised in the Statement
of Comprehensive Income by allocating the interest income over the relevant periods to provide
a constant yield to maturity.

(n) Trade and other payables

Trade and other payables are initially recognised at their fair value. Subsequent recognition is at
the amortised cost using the effective interest method.

10




BERKSHIRE HATHAWAY SPECIALTY INSURANCE COMPANY
NEW ZEALAND BRANCH

c Specific Accounting Policies (continued)
(o) Premium receivables

Premium receivables are initially recognised at their fair value. Subsequent recognition is at the
amortised cost using the effective interest method. The collectability of debts is assessed on an
ongoing basis and a provision for impairment is made based on objective evidence and past
default experience.

(p) Outwards reinsurance

Premiums ceded to the reinsurer under reinsurance contracts are recorded as an outwards
reinsurance expense and are recognised over the period of the reinsurance contract.
Accordingly, a portion of outwards reinsurance premium expense is treated as a prepayment and
presented as deferred reinsurance premiums in the Statement of Financial Position at the
reporting date.

2. CRITICAL ACCOUNTING JUDGEMENTS AND ESTIMATES

The Branch makes estimates and assumptions in respect of certain key assets and liabilities. Estimates
and judgements are continually evaluated and are based on historical evidence and other factors,
including expectations of future events that are believed to be reasonable under the circumstances.
The key areas in which critical estimates are applied are described below.

All the Branch's assets are available to support the Branch’s insurance liabilities and any deficiency is
supported by the Company.

The ultimate liability rising from claims made under insurance contracts

Provision is made at the balance date for the estimated cost of claims incurred but not settled at the
Statement of Financial Position date, including the cost of claims incurred but not yet reported to the
Branch.

The estimated cost of claims includes direct expenses to be incurred in settling the claims gross of the
expected value of salvage and other recoveries. The Branch takes all reasonable steps to ensure that
it has appropriate information regarding its claims exposures. However, given the uncertainty in
establishing claims provisions, it is likely that the final outcome will prove to be different from the original
liability established.

The estimation of claims incurred but not reported (IBNR’) is generally subject to a greater degree of
uncertainty than the estimation of the cost of settling claims already notified to the Branch, where more
information about the claim event is generally available. IBNR claims may often not be apparent to the
insured until many years after the event giving rise to the claims has happened. Allowance is made,
however, for changes or uncertainties which may create distortions in the underlying statistics or which
might cause the cost of unsettled claims to increase or reduce when compared with the cost of
previously settled claims including:

o Changes in Branch processes which might accelerate or slow down the development and/or
recording of paid or incurred claims, compared with the statistics of previous periods
Changes in the legal environment

The effects of inflation

Changes in the mix of business

The impact of large losses

Movements in industry benchmarks

Technological developments

11



BERKSHIRE HATHAWAY SPECIALTY INSURANCE COMPANY
NEW ZEALAND BRANCH

2. CRITICAL ACCOUNTING JUDGEMENTS AND ESTIMATES (continued)

A component of these estimation techniques is usually the estimation of the cost of notified but not paid
claims. In estimating the cost of such claims, the Branch will have regard to the claim circumstances as
reported and information about the cost of settling claims with similar characteristics.

Large claims impacting each relevant business class are generally assessed separately, being
measured on a case by case basis or projected separately in order to allow for the possible distortive
effect of the development and incidence of these large claims.

Provisions are calculated gross of any reinsurance recoveries. A separate estimate is made of the
amounts that will be recoverable from reinsurers based upon the gross provisions. Details of specific
assumptions used in deriving the outstanding claims liability at year end are detailed in note 3.

Assets arising from reinsurance contracts are also computed using the above methods. In addition, the
recoverability of these assets is assessed on a periodic basis to ensure the balance is reflective of the
amounts that will ultimately be recovered.

3. ACTUARIAL ASSUMPTIONS AND METHODS

The Branch commenced writing business in June 2015 and solely focuses on commercial businesses.
The portfolio is composed of Property, Marine, Casualty and Executive, Professional and Cyber risks.

The Branch’s business is valued in accordance with the New Zealand Society of Actuaries Professional
Standard 30, Valuations of General Insurance Claims (PS 30) and New Zealand equivalent to
International Financial Reporting Standard 4: Insurance Contracts (NZ IFRS 4) as at 31 December
2016.

The Appointed Actuary is Warrick Gard of Ernst & Young, Fellow of the New Zealand Society of
Actuaries and Fellow of the Institute of Actuaries of Australia.

Actuarial Assumptions

Bornhuetter-Ferguson (BF) method — Actuarial valuation is based on the BF method with
assumptions set based on the Branch'’s pricing loss ratios, industry benchmarking and the Appointed
Actuary’s experience. The BF method is applied to Accident Quarter cohorts of claims with quarterly
development periods.

Inflation — Economiic inflation is based on economic indicators such as the consumer price index and
increases in average weekly earnings.

Weighted Average Discount rate — The future discount rates adopted are the risk-free no-arbitrage
forward rates derived from the yield curve for fixed interest securities issued by the New Zealand
government at the valuation date. This is a standard actuarial approach for deriving future discount
rates.

Claims handling expense allowance — An estimate of outstanding claims liability will incorporate an
allowance for the future cost of administering the claims. The allowance is based on consideration of
the actual allocated claims handling expense and the Branch’s budget for claims management. The
majority of the outstanding claims liability is composed of a large claim from the NZ earthquake in
2016. As the claims handling expense is largely a fixed cost, the claims handling expense as a
proportion of claims paid is expected to be lower this year due to the larger base with which to spread
costs. -
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