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The information in this report is current as at 30 June 2010, unless otherwise specified. All amounts are in New Zealand dollars, unless otherwise specified.

LISTENING
& RESPONDING

WE ENGAGE IN DIALOGUE TO
CREATE VALUE THROUGH OUR
RELATIONSHIPS.

R

e,

100% NZ OWNED

WE RETAIN OUR ORIGINAL
FOCUS TO 'KEEP FAITH' AND
CARE IN TIMES OF NEED.

®

STEWARDSHIP

WE MAKE WISE AND PRUDENT USE
OF THE RESOURCES ENTRUSTED
TO US FOR SAFE KEEPING.



- GORDON WATSON, FIDELITY LIFE'S FOUNDER, PASSED AWAY
» RECORD GROUP PROFIT OF 316.9 MIELION
» A RECORD $13.7 MILLION NEW PREMIUMS WRITTEN

 EAUNCH OF PLATINUMPLUS RISK PRODUCT RANGE

o RIDELITY KIWISAVER SCHEME FASTEST GROWING IN NEW ZEALAND
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CHAIRMAN'S
REPORT

IAN BRADDOCK

ON BEHALF OF THE BOARD OF DIRECTORS, I AM DELIGHTED
TO REPORT A RECORD NET PROFIT AFTER TAX OF $16.9M, A
63% INCREASE ON THE 2009 YEAR.

Financial results

The year to 30 June 2010 stands in marked contrast
to the previous year. Twelve months ago my report to
shareholders dealt with the effects of the aftermath
of international financial market turbulence on

the financial services sector in New Zealand.

The outcome for Fidelity Life shareholders was
depressed investment revenue and a reduced profit.
This year has seen the turbulence recede, with
prices and yields steadying and investment returns
recovering. This, coupled with a positive return on
the underwriting business, has produced a very
positive result for shareholders. On behalf of the
board of directors, | am delighted to report a record
net profit after tax of $16.9m, a 63% increase on the
2009 year.

Group investment revenue from both the insurance
and non-insurance business is $54m for the current
year, compared with $3m for the 2009 year. The
revenue comprises $36m from the life insurance
business and $18m from Fidelity Capital Guaranteed
Bond Limited (FCGBL). After expenses, FCGBL
detivered a net profit after tax of $0.5m, a pleasing

turnaround from the $0.3m loss of last year. This

profit was the residual surplus after having paid
all interest due on the guaranteed bonds during
the year - all arrears of interest, penalty interest
accumulated on those arrears, and the coupon
interest that fell due during the 2010 year.

The life insurance investment revenue of $36m
resulted from significant improvements in the equity
and fixed interest markets, with a small contribution
from property. Our building in Newmarket increased
in value over the year, and with full occupancy,
delivered positive rental income. The impact on
profit of the growth in overseas markets was much
greater, with indexes climbing sharply. This was
tempered to some extent by the continuing strength
of the New Zealand dollar.

Our other significant investment activity, Fidelity
KiwiSaver, grew rapidly during the year. KiwiSaver
is a trust scheme, and therefore is not included

in the Fidelity Life group figures. However, | can
advise that we significantly increased the number
of members in our KiwiSaver schemes during the
year, and grew the funds under management from
$46m to $116m. While we are still recovering the

initial establishment costs related to KiwiSaver, fee
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revenue is strong and growing, and we anticipate
it will provide a significant component of our

investment related revenue in future.

Ordinary risk insurance premium for the year was
$80.7m, an increase of 7% over the previous year.
The amount of premium passed on to reinsurers
increased as we transferred a greater proportion of

the claims risk to the reinsurers.

Net claims expenses after recovery from reinsurers
fell 25%, from $10.3m to $7.7m. | note that last year
we experienced an increase in claims or “spike”,
which has not reoccurred this year, with claims
reflecting a steadier progressive trend. Underwriting
activities overall have contributed positively to the
profit this year, although on a smaller scale than the

investment side of the business.

The costs of acquiring new business and operating
the company increased by 14% over last year.
Commissions increased as new business (including
KiwiSaver} was taken onto the books. Management
expenses increased predominantly as a result of

a growth in head count - we added staff to handle
the processing of increased volumes of both the
insurance and KiwiSaver businesses. During the
final quarter of the financial year we, and the life
industry generally, experienced a rapid uptake of
level-term contracts, as policyholders sought to lock
in prices prior to anticipated premium increases

in response to pending income tax changes. in
addition, KiwiSaver membership numbers doubled
during the year. We also committed more resources
to our IT area in order to speed up the delivery of

key projects.

Balance sheet and financial strength

Total assets grew by 7% to $529m as investment
valuations improved, and policyholder surrenders
and withdrawals returned to more normal levels.
This figure does not inctude $116m funds under
management in our KiwiSaver scheme. Shareholders’
funds grew from $97m to $113m, and policyhotder
liabilities from $273m to $290m. Shareholders’ funds
as a percentage of policyholders’ funds is now 39%,

up from 35% last year. This changing ratio reflects

our focus on risk rather than savings business over

the last few years.

Our rating agency A.M. Best reaffirmed our
A-(Excellent} rating which we have held for

14 consecutive years.

The solvency margin is $12.3m, up from $11.4m
last year - this is the surplus by which Fidelity
Life exceeds the minimum level required by the
New Zealand Society of Actuaries Professional
Standard No. 5.

Dividend

Last year the directors held the annual dividend at
$1.00 per share, the same as the 2008 dividend. That
was in response to the reduced profit and difficult
year experienced by the financial services industry.
We have a stated policy of aiming for a 15% increase
in the dividend per year over a rolling five year period,
and { am pleased to advise that circumstances have
improved sufficiently to restore the dividend to the
level anticipated by this poticy. The directors have
authorised a normal dividend for the 2010 year of
$1.32 per share. This represents a 15% compounded
increase on the two years since the 2008 dividend. In
addition, directors have authorised a one-off special
dividend of $0.15 per share to be paid along with the
normal dividend. This represents a "catch up” of the
foregone increase in 2009. The $1.47 will be net of
tax — a combination of imputation credits and resident
withholding tax credits will be distributed along with
it, ensuring that the cash payment is $1.47 per share.
We believe shareholders appreciate the need to
adjust the dividend from time to time in accordance
with market conditions, and we are delighted to be
able to restore the 2010 dividend to the growth trend

envisaged by our policy.

Qutlook

While this year’s surplus represents an exceptional
bounce back from the lower result of last year,

| remind shareholders that our industry faces a
fundamentat change in the coming year - the new life
insurance income tax legislation came into effect on
1 July 2010. | referred to the challenges posed by the

new tax rules in my report last year. The separation
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THAT I WANT TO MAKE BURN AS BRIGHTLY AS POSSIBLE
BEFORE HANDING ON TO FUTURE GENERATIONS.

GEORGE BERNARD SHAW
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of the business from a tax perspective into its
investment and underwriting limbs will mean a
significant increase in the tax impost. This will need to
be covered by a combination of increasing prices and
revenues and decreasing expenses. The challenge
will be to get the balance right and continue to grow
the business while delivering acceptable returns

to shareholders.

We are currently subject to more legisiative changes
than at any other timey in the history of the company.
Our industry is currently addressing income tax
changes, prudential supervision rules, financial
adviser regulation and new laws dealing with the
financing of terrorism and money laundering. The
GST rate changes will also have an impact, albeit to a
lesser degree than other changes. Compliance costs
are increasing and directors and management must
spread their time over a greater range of issues than

ever before. 2011 will be a year of change.

Financial markets have steadied over the past
year and the extreme volatility of 2008/2009 has
subsided. However, recent high profile finance
company problems suggest we are not completely
out of the woods, and there may be further distress
in the financial services industry. On a positive
note, investment returns are currently steady and
positive. Should the New Zealand dollar fall this
year, our offshore investments will benefit in local

currency terms.

KiwiSaver membership numbers across the entire
industry have reached levels that suggest market
saturation is approaching. We anticipate a leveling
off of KiwiSaver applications over the coming year.
As this occurs, and the value of funds grows, we will
divert resources from increasing member numbers,

to increasing funds under management .

At the time of writing we are nearing the end of the
first quarter of the 2011 financial year. Risk sales
remain strong and there has been no apparent

drop off since 30 June, despite the expiry of the tax
driven incentive to buy life insurance before prices
began to increase. We have increased staff numbers

in the sales team, and plan to promote the risk

area heavily this year, with a particular focus on
distribution opportunities through a number of targe

adviser groups.

My message to shareholders is that the current year’'s
excellent profit is unlikely to be repeated in 2011, the
key constraint being the taxation changes. However,
we are working hard to reduce costs and increase
revenues wherever practical, and we are well ptaced
to take advantage of both sales opportunities and
investment market growth. We ook forward to 2011
with enthusiasm, and believe we are well positioned

to meet these challenges.
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Fidelity Life is proud to continue supporting the Leukaemia
& Blood Foundation. During the past six years, we have
contributed over $300,000 towards their work.

This year, Milton Jennings, Fidelity Life' CEO joined over 400 fire fighters for the
seventh annual Firefighter Sky Tower Challenge insupport of the Leukaemia &
Blood Foundation-on 22 May.

They racedup 51 flights ~or 1,103 Sky Tower steps.~wearing full-firefighting kit
and breathing apparatus weighing up to 25kg.

And in March all of the Fidelity Life:staff got behind-Lian Wong s Shave for a Cure,
and raised over $3,000, which-the company matched:;

“The significant contributions that Fidelity Life and its staff make'to the Leukaemia
& Blood Foundation enable us to continue to provide vital support to patients and
families with blood cancers and conditions. We are so very appreciative of the

dedicated and ongoing support,” says Pru Etcheverry, 1.BF Executive Director.
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