OHGLFDO ,QVXUDQFH 6RFLHW\ /JLPLWHG
$QQXDO UHSRUW IRU WKH ILQDQFLDO \HDU HQZC

&RQWHQWYV 3DJH

([HPSWLRQV
JLODQFLDO 5HSRUW

&RQVROLGDWHG 6WDWHPHQW RI &RPSUHKHQVLYH ,QFRPH
&RQVROLGDWHG 6WDWHPHQW RI &KDQJHV LQ (TXLW\
&RQVROLGDWHG 6WDWHPHQW Rl )LQDQFLDO 3RVLWLRQ
&RQVROLGDWHG 6WDWHPHQW RI &DVK )ORZYV

IRWHVY WR DQG )RUPLQJ 3DUW RI WKH )LQDQFLDO 6WDWHPHQWYV
$XGLWRU V 5HSRUW

$SSRLOWHG $FWXDU\ 5HSRUW




Exemptions

Medical Insurance Society Limited, with the approval of its shareholder Medical Assurance Society New
Zealand Limited, has applied the reporting exemptions available under section 211(3) of the Companies

Act 1993.



MEDICAL INSURANCE SOCIETY LIMITED

STATEMENT OF COMPREHENSIVE INCOME

for the year ended 31 March 2019

Note 2019 2018
$000 $000
GROSS WRITTEN PREMIUM 79,565 74,328
Less: Reinsurance Premiums (18,706) (17,982)
Increase in Unearned Premium Reserve (2,613) (2,310)
NET EARNED PREMIUM 58,246 54,036
OPERATING EXPENSES
Claims (45,274) (64,688)
Reinsurance Recoveries 5,365 13,459
Other Recoveries 1,833 2,864
Net Claims Incurred 4 (38,076) (48,365)
Administration Expenses 5 (2,052) (2,615)
Administration Fees paid to Parent Company 6 (11,046) (11,286)
Total Operating Expenses - (51,174) (62,266)
SURPLUS / (LOSS) ON UNDERWRITING 7,072 (8,230)
INVESTMENT INCOME
Interest Received on Intercompany Advances 6 46 18
Cash and Short Term Deposits 76 69
Domestic Fixed Interest 3,444 3,498
Net Investment Income 17 3,566 3,585
Commission and Sundry Income 169 563
NET SURPLUS / (LOSS) BEFORE TAXATION 10,807 (4,082)
Taxation (Expense) / Credit 7 (3,019) 1,169
NET SURPLUS / (LOSS) AFTER TAXATION 7,788 (2,913)
Other Comprehensive Income Net of Taxation - -
TOTAL COMPREHENSIVE (LOSS) / INCOME 7,788 (2,913)

The accompanying notes form part of and should be read in conjunction with these financial statements.
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MEDICAL INSURANCE SOCIETY LIMITED

STATEMENT OF CHANGES IN EQUITY

for the year ended 31 March 2019

Note

OPENING BALANCE 1 APRIL 2018
Current Year Surplus

Other Comprehensive Income

Total Comprehensive Income

CLOSING BALANCE 31 MARCH 2019 21

OPENING BALANCE 1 APRIL 2017 =
Current Year Deficit

Other Comprehensive Income

Total Comprehensive Income

CLOSING BALANCE 31 MARCH 2018 21

The accompanying notes form part of and should be read in conjunction with these financial statements.
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2019 2019 2019
Share Retained Total
Capital Earnings
$000 $000 $000
38,000 (2,281) 35,719
- 7,788 7,788
- 7,788 7,788
38,000 5,507 43,507
2018 2018 2018
Share Retained Total
Capital Earnings
$000 $000 $000
—38,000 632 38,632
- (2,913) (2,913)
- (2,913) (2,913)
38,000 (2,281) 35,719

EY



MEDICAL INSURANCE SOCIETY LIMITED

STATEMENT OF FINANCIAL POSITION

as at 31 March 2019

Note 2019 2018
$000 $000
FUNDS EMPLOYED
EQUITY
Ordinary Shares 21 38,000 38,000
Retained Earnings 5,507 (2,281)
Total Equity 43,507 35,719
LIABILITIES
Trade and Other Payables 8 6,972 4,744
Advance from Parent Company 6 1,690 -
Provision for Taxation 1,211 -
Other Insurance Liabilities 10 1,845 1,234
Total Current Liabilities 11,718 5,978
Deferred Tax 7 129 155
Provisions
Provision for Unearned Premium 9 39,644 37,031
Provision for Outstanding Claims 4 43,128 67,741
Total Provisions 82,772 104,772
TOTAL FUNDS EMPLOYED 138,126 146,624
ASSETS
Cash and Cash Equivalents 11 4,306 4,236
Other Insurance Assets 12 100 143
Advance to Parent Company 6 - 61
Premiums Outstanding 13 18,931 17,908
Current Tax Asset - 2,292
Reinsurance Recoveries Outstanding 14 16,986 28,091
Claims Recoveries Outstanding 15 1,333 2,774
Deferred Acquisition Costs 16 458 551
Investments 17 96,012 90,568
138,126 146,624
TOTAL ASSETS 138,126 146,624

Approved for issue for and on behalf of the Board of Medical Insurance Society Limited.

Wellington, 26 June 2019

yhetaseanie

n
Director

The accompanying notes form part of and should be read in conjunction with these financial statements.
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MEDICAL INSURANCE SOCIETY LIMITED

STATEMENT OF CASH FLOWS

for the year ended 31 March 2019

CASH FLOWS FROM OPERATING ACTIVITIES

Receipts from Policyholders
Sundry Income

Reinsurance Recoveries Received

Payment of Claims
Payments to Suppliers

Interest on Cash and Cash Equivalents

Income from Investment Funds

Administration Fees Paid to Parent Company

Interest Received on Advances to Parent Company

Taxation Refund

Net Cash Flows from Operating Activities

CASH FLOWS (FOR) / FROM INVESTING ACTIVITIES

Contributions to Investment Funds
Withdrawals from Investment Funds

Net Cash Flows (for) / from Investing Activities

CASH FLOWS FROM / (FOR) FINANCING ACTIVITIES

Net Advances from / (to) Parent Company————

Net Cash Flows from / (for) Financing Activities

NET INCREASE IN CASH HELD

Opening Cash Balance brought forward

CASH AND CASH EQUIVALENTS CARRIED FORWARD

CASH AND CASH EQUIVALENTS COMPRISE

On Call Deposits

The accompanying notes form part of and should be read in conjunction with these financial statements.
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Note 2019 2018
$000 $000

78,542 72,580

169 564

16,442 19,896

(66,585) (67,029)

(17,783) (17,460)

76 70

3,444 3,498

(11,046) (11,286)

46 18

458 58

22 3,763 909
(32,000) (26,998)

26,556 28,000

(5,444) 1,002
e (1,645)
1,751 (1,645)

70 266

4,236 3,970

4,306 4,236

11 4,306 4,236
4,306 4,236
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MEDICAL INSURANCE SOCIETY LIMITED

NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
for the year ended 31 March 2019

1.

CORPORATE INFORMATION

REGISTERED OFFICE
19 - 21 Broderick Road
Johnsonville
Wellington

The parent and ultimate parent of Medical Insurance Society Limited ("the Company" or "MIS") is Medical
Assurance Society New Zealand Limited ("the Parent" or "MAS"), which owns 100% of the ordinary shares.
The Parent together with its subsidiaries are referred to as the Group in this financial report.

The Company is incorporated and domiciled in New Zealand and is a reporting entity under the Financial
Markets Conduct Act 2013.

Standard & Poor's has assigned Medical Insurance Society Limited an A-/Stable insurer financial strength
rating.

ACCOUNTING POLICIES

(a)

(b)

(c)

(d)

Principal Activity
The Company provides general insurance products to Members of MAS.

Head Office is situated in Wellington and there are branch sites throughout New Zealand.

Basis of Preparation

These financial statements have been prepared in accordance with generally accepted accounting
practice in New Zealand and the requirements of the Companies Act 1993 and the Financial Markets
Conduct Act 2013. The financial statements-have also-been-prepared on-a historical cost basis except
for certain assets and liabilities as outlined in the accounting policies.

The financial statements are presented in New Zealand dollars and rounded to the nearest thousand
dollars unless stated otherwise.

Statement of Compliance

These financial statements have been prepared in accordance with generally accepted accounting
practice in New Zealand. They comply with New Zealand equivalents to International Financial Reporting
Standards ("NZ IFRS"), and other applicable Financial Reporting Standards, as appropriate for profit-
oriented entities. These financial statements also comply with International Financial Reporting
Standards ("IFRS").

The following new standards, amendments to standards or interpretations have been issued but are not
yet effective for the period ended 31 March 2019, and have not been applied in preparing these financial
statements. The Company has given consideration to the impact of the following standards but hasn't
progressed the assessment to a point where the impact (if any) can be quantified.

NZ IFRS 17 Insurance Contracts, which replaces NZ IFRS 4 Insurance Contracts, is a comprehensive
new accounting standard which establishes principles for the recognition, measurement, presentation
and disclosure of insurance contracts. The standard is effective for reporting periods beginning after 1
January 2022; early application is permitted. The Company is yet to assess the impact of adopting the
standard.

Premium Revenue and Provision for Unearned Premium

Premium revenue comprises amounts charged to policyholders for insurance policies. Premium is
expressed net of levies and charges which are collected on behalf of the Fire Service and the Earthquake
Commission, and net of Goods and Services Tax ("GST").

Premium revenue is recognised in profit and loss when it has been earned. That is, from the date of
attachment of the risk, over the period of the policy (which is generally one year).

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

Claims and Provision for Qutstanding Claims

Claims expense represents payments for claims plus the movement in the Provision for Outstanding
Claims. Claims represent the benefits paid or payable to the policyholder on the occurrence of an event
giving rise to loss or accident according to the terms of the policy.

-5
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2,

ACCOUNTING POLICIES continued...

(e)

(f)

(9)

Claims and Provision for Qutstanding Claims continued...

Claims expenses are recognised in profit and loss as losses are incurred which is usually the point in time
when the event giving rise to the claim occurs.

The liability for any outstanding claims is carried in the Statement of Financial Position as the Provision for
Outstanding Claims. It is measured as the central estimate of the present value of the expected future
payments against all claims incurred at reporting date. A risk margin is also included over and above the
central estimate, to allow for the inherent uncertainty in the central estimate of the outstanding claims
liability. The details of risk margins and the process for their determination are set out in Note 4. The
expected future payments includes primarily those in relation to claims reported but not yet paid, incurred
but not reported ("IBNR") and the direct costs of settling those claims.

Provision for Unearned Premium / Liability Adequacy Test

At each reporting date a liability adequacy test is performed to determine whether there is any overall
excess of expected claims and deferred acquisition costs over unearned premiums. 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 and loss.

The proportion of premiums not earned in profit and loss at reporting date is recognised in the Statement
of Financial Position as Provision for Unearned Premium. The Provision for Unearned Premium is
calculated separately for each group of contracts which are subject to broadly similar risks and managed
together as a single portfolio. Any unexpired risk liability is recognised immediately.

The expected value of claims is calculated as the present value of the expected cash flows relating to
future claims and includes a risk margin to reflect the inherent uncertainty in the central estimate.

Financial Instruments - Initial Recognition and Subsequent Measurement
A financial instrument is any contract that gives rise to a financial asset of one entity and a financial liability
or equity instrument of another entity. All financial assets and liabilities are recognised initially at fair value
plus, in the case of a financial asset or liability not at fair value through_ profit_or_loss, transaction costs.

i) Financial Assets
Financial assets are classified as subsequently measured at amortised cost, fair value through other
comprehensive income (OCI), or fair value through profit or loss.

Investments

Investment funds, which are managed by JBWere and Bancorp Treasury Services Limited, are classified
as financial assets at fair value through profit or loss and any movements in fair value, interest and
dividend income, and fund distributions are recognised in the statement of comprehensive income as
Investment Income. Investment Income is split by asset class.

The assets are valued at fair value each reporting date based on the current bid price where one is
available. In the absence of a bid price, valuation is based on recent arms length transactions. The
Company's policy is to manage investments to give the best possible yield whilst taking a prudent
approach to risk.

The Company measures financial assets at amortised cost if:

(a) the financial asset is held within a business model whose objective is to hold financial assets in order to
collect contractual cash flows and

(b) the contractual terms of the financial asset give rise on specified dates to cash flows that are solely
payments of principal and interest on the principal amount outstanding.

Financial assets at amortised cost are subsequently measured using the effective interest (EIR) method
and are subject to impairment. Gains and losses are recognised in profit or loss when the asset is
derecognised, modified or impaired.

Advance to Parent Company

Classified as a financial asset measured at amortised cost. The allowance for expected credit losses has
been assessed as zero at 31 March 2018 as there were no actual or expected credit losses. The
assessment is not applicable at 31 March 2019 as the Advance is a Financial Liability.

Claims Recoveries Outstanding

Classified as a financial asset measured at amortised cost. During the normal course of the Company's
activities, claims are paid which will result in a contractual right to seek recovery from third parties (which
may include other insurers). The detail of the impairment assessment and total expected credit losses are
set out in Note 15.

i) Financial Liabilities

Financial liabilities are classified as subsequently measured at amortised cost or financial liabilities at fair
value through profit or loss. All financial liabilities are measured at amortised cost using the EIR method.
Gains and losses are recognised in profit or loss when the liabilities are derecognised as well as through
the EIR amortisation process.

Advance from Parent Company
Classified as a financial liability measured at amortised cost.

= =
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ACCOUNTING POLICIES continued...

(9)

(h)

(i)

)

(k)

()

Financial Instruments - Initial Recognition and Subsequent Measurement continued...

Trade and Other Payables
Classified as a financial liability measured at amortised cost.

Cash and Cash Equivalents

Cash and cash equivalents include liquid assets and amounts due from other financial institutions, with
an original term to maturity of less than three months.

Premiums Outstanding

A significant number of policyholders elect to spread premium payments over the term of the cover.
Accordingly, at any one time there is a large balance of premiums which are outstanding but not
overdue. They are initially recognised at fair value, and subsequently measured at amortised cost less
any allowance for impairment.

All outstandings are constantly reviewed for collectability and immediately written off where deemed to
be uncollectible.

Reinsurance Recoveries

During the normal course of the Company's activities claims are paid which will result in a contractual
right to seek recovery from its reinsurers. At any point in time there will be amounts owing by these
counterparties which will be represented by assets on the Statement of Financial Position.

Reinsurance assets are reviewed for impairment at each reporting date or more frequently when an
indication of impairment arises during the reporting year. The Company does not consider any of its
reinsurance recoveries to be impaired.

Assets Backing Insurance Liabilities

All investment assets of the Company have been identified as assets backing the insurance liabilities of
the Company. -

Income and Other Taxes, and Deferred Tax

Current tax assets and liabilities for the current and prior periods are measured at the amount expected
to be recovered from or paid to the taxation authorities based on the current period's taxable income. The
tax rates and tax laws used to compute the amount are those that are enacted or substantively enacted
by the balance date.

Deferred income tax is provided on all temporary differences at the balance date between the tax bases
of assets and liabilities and their carrying amounts for financial reporting purposes.

Deferred income tax liabilities are recognised for all taxable temporary differences except:

- when the deferred income tax liability arises from the initial recognition of goodwill or of an asset or
liability in a transaction that is not a business combination and that, at the time of the transaction, affects
neither the accounting profit nor taxable profit or loss; or

- when the taxable temporary difference is associated with investments in subsidiaries, associates or
interests in joint ventures, and the timing of the reversal of the temporary difference can be controlled
and it is probable that the temporary difference will not reverse in the foreseeable future.

Deferred income tax assets are recognised for all deductible temporary differences, carry-forward of
unused tax credits and unused tax losses, to the extent that it is probable that taxable profit will be
available against which the deductible temporary differences and the carry-forward of unused tax credits
and unused tax losses can be utilised, except:

- when the deferred income tax asset relating to the deductible temporary difference arises from the
initial recognition of an asset or liability in a transaction that is not a business combination and, at the
time of the transaction, affects neither the accounting profit nor taxable profit or loss; or

- when the deductible temporary difference is associated with investments in subsidiaries, associates or
interests in joint ventures, in which case a deferred tax asset is only recognised to the extent that it is
probable that the temporary difference will reverse in the foreseeable future and taxable profit will be
available against which the temporary difference can be utilised.

The carrying amount of deferred income tax assets is reviewed at each balance date and reduced to the
extent that it is no longer probable that sufficient taxable profit will be available to allow all or part of the
deferred income tax asset to be utilised.

Unrecognised deferred income tax assets are reassessed at each balance date and are recognised to
the extent that it has become probable that future taxable profit will allow the deferred tax asset to be
recovered.

EY



2. ACCOUNTING POLICIES continued...

()  Income and Other Taxes, and Deferred Tax continued ...

Deferred income tax assets and liabilities are measured at the tax rates that are expected to apply to the year when
the asset is realised or the liability is settled, based on tax rates (and tax laws) that have been enacted or

substantively enacted at the balance date.

Deferred tax assets and deferred tax liabilities are offset only if a legally enforceable right exists to set off current tax
assets against current tax liabilities and the deferred tax assets and liabilities relate to the same taxable entity and
the same taxation authority.

Other taxes

Revenues, expenses and assets are recognised net of the amount of GST except when the GST incurred on a
purchase of goods and services is not recoverable from Inland Revenue, in which case the GST is recognised as
part of the cost of acquisition of the asset or as part of the expense item as applicable.

The net amount of GST recoverable from, or payable to, Inland Revenue is included as part of Trade and Other
Payables in the Statement of Financial Position. Commitments and contingencies are disclosed net of the amount of
GST recoverable from, or payable to, Inland Revenue.

(m) Policy Acquisition Costs

Policy acquisition costs comprise the costs of acquiring new business, including sales costs, underwriting costs and
policy issue costs. These costs are deferred when they can be reliably measured and it is probable that they will give
rise to premium revenue that will be recognised in subsequent reporting periods. Costs are amortised systematically
in accordance with the expected pattern of the incidence of risk to which they relate. This pattern of amortisation
corresponds to the earning pattern of the corresponding premium revenue.

An impairment review is performed at each reporting date as part of the Liability Adequacy Test. When the
recoverable amount is less than the carrying value an impairment loss is recognised in profit and loss.

(n) Other Insurance Assets and Liabilities
Reinsurance Premium Payable - ) S —
———Accrued but not yet paid reinsurance premiums.
Premiums Received in Advance
Premium revenue received in advance from policyholders for policies starting subsequent to balance date.
Reinsurance Premiums Paid in Advance
Reinsurance premiums already paid for the period subsequent to balance date.

(o) Changes in Accounting Policies

The Company adopted NZ IFRS 9 and NZ IFRS 15 for the first time from 1 April 2018. The nature and effect of the
changes as a result of adoption of these new accounting standards are described below.

NZ IFRS 9 Financial Instruments replaces NZ IAS 39 Financial Instruments: Recognition and Measurement for
annual periods beginning on or after 1 January 2018, bringing together all three aspects of the accounting for
financial instruments: classification and measurement; impairment; and hedge accounting. No restatement of
comparative balances was required; however, comparative information was reclassified based on changes in the
classification of financial assets and liabilities.

The classification and measurement requirements of NZ IFRS 9 did not have a significant impact. Changes in the
classification of the Company's assets and liabilities are summarised below:

NZ IFRS 9 Classification Outside Scope of NZ IFRS 9

Assets As at 31 March 2019 Amortised Cost Fair Value Through Insurance Cash and Cash
Profit or Loss Asset Equivalents
NZ IAS 39 Classification $000 $000 $000 $000 $000
Receivables* 106 - - 100 6
Claims Recoveries Outstanding 1,333 1,333 - - -
Investments 96,012 - 96,012 - -
Cash and Cash Equivalents* 4,300 - - - 4,306

*Change in carrying amount of Cash and Cash Equivalents is a result of reclassifying Interest Receivable.

Liabilities As at 31 March 2019 Amortised Cost Fair Value Through Insurance
Profit or Loss Liability
NZ IAS 39 Classification $000 $000 $000 $000
Payables** 8,817 6,972 - 1,845
Advance from Parent Company 1,690 1,690 - -

**Payables is now classified as Trade and Other Payables in the Statement of Financial Position.
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2. ACCOUNTING POLICIES continued...
(o) Changes in Accounting Policies continued...
NZ IFRS 9 Classification Outside Scope of NZ IFRS 9
Assets As at 31 March 2018 Amortised Cost Fair Value Through Insurance Cash and Cash
Profit or Loss Asset Equivalents
NZ IAS 39 Classification $000 $000 $000 $000 $000
Receivable 149 - - 143 6
Advance to Parent Company 61 61 - - -
Claims Recoveries Outstanding 2,774 2,774 - - -
Investments 90,568 - 90,568 - -
Cash and Cash Equivalents 4,230 - - - 4,236
Liabilities As at 31 March 2018 Amortised Cost Fair Value Through Insurance
Profit or Loss Liability
NZ IAS 39 Classification $000 $000 $000 $000
Payables 5,978 4,744 - 1,234
NZ IFRS 15 Revenue from Contracts with Customers replaces NZ IAS 18 Revenue for annual periods beginning on or
after 1 January 2018. NZ IFRS 15 establishes a five-step model to account for revenue arising from contracts with
customers and requires that revenue be recognised at an amount that reflects the consideration to which an entity expects
to be entitled in exchange for transferring goods or services to a customer.
The standard did not have a material impact on the Company as it does not affect any significant revenue streams.
Insurance premiums are accounted for under IFRS 4 Insurance Contracts, while investment income is accounted for under
IFRS 9. No restatement of comparative balances was required.
(p) Comparatives -
~ Where necessary, comparative information has-been reclassified to -achieve consistency with the current year.
3. SIGNIFICANT ACCOUNTING JUDGEMENTS, ESTIMATES AND ASSUMPTIONS

These financial statements are prepared in accordance with New Zealand equivalents of the International Financial
Reporting Standards and other authoritative accounting pronouncements. In applying the Company's accounting policies
management continually evaluates judgements, estimates and assumptions based on experience and other factors. All
judgements, estimates and assumptions are based on the most current set of circumstances available to management.
Actual results may differ from the judgements, estimates and assumptions. Significant judgements, estimates and
assumptions made by management in the preparation of these financial statements are outlined below.

Outstanding Claims Liability
The outstanding claims liability is measured as the central estimate of the present value of expected future claims
payments (including claims incurred but not reported) plus a risk margin.

The estimated cost of claims includes expenses to be incurred in settling those claims, net of the expected value of
salvage and other recoveries. The Company takes all reasonable steps to ensure that it has appropriate information
regarding its claims exposures. Given the uncertainty in establishing claims provisions, it is almost certain that the final
outcome will prove to be different from the original liability established.

There is significant uncertainty to the net claims arising from the Canterbury earthquakes and significant judgement is
required in regards to elements such as; increases in building claim costs, apportionment between earthquake events,
claim handling expenses and future additional claims being received from EQC. Due to these uncertainties a higher risk
margin is carried for earthquake claims than for non-earthquake claims.

All claims reported are estimated with due regard to the claim circumstance as reported by the insured, legal
representative, assessor, loss adjuster and / or other third party, and then combined, where appropriate, with historical
evidence on the cost of settling similar claims. Estimates are reviewed regularly and are updated as and when new
information arises.

The ultimate net outstanding claims provision also includes an additional (risk) margin to allow for the uncertainty within
the estimation process.

Reinsurance and Other Recoveries Assets

As is the case for claims, reinsurance and other recoveries must be estimated at reporting date. The recoverability of
these assets is assessed on a periodic basis to ensure that as best can be determined, the balance is reflective of the
amounts which will ultimately be received, taking into consideration factors such as counterparty credit risk.
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Af\Th]f\]fl Ym\algjik jlhgjl Ig 1'] K Yj] gd\]j g~ E]\a[Yd AfkmjYf[] Kg[a]lq Daeal

Opinion

We have audited the financial statements of Medical Insurance Society Limited ( #ie company ) on pages 2 to 20 ,
which comprise the statement of financial position of the company as at 31 March 2019 , and the statement of
comprehensive income, statement of changes in equity and statement of cash flows for the year then ended of
the company, and the notes to the financial statements including a summary of sign ificant accounting policies.

In our opinion, the financial statements on pages 2 to 20 present fairly, in all material respects, the financial
position of the company as at 31 March 2019 and its financial performance and cash flows for the year then
ended in accordance with New Zealand equivalents to International Financial Reporting Standards and
International Financial Reporting Standards.

This report is made solely to the company's shareholder. Our audit has been undertaken so that we might state to
the company's shareholder those matters we are required to state to them in an 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 company and the company's share holder, for our audit work, for this report, or for the opinions we have
formed.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (New Zealand). Our
responsibilities under those standards are further described inthe 9m\algjlk J]khgfkazZadala]lk ~gj |'] 9m\al g
Financial Statements section of our report.

We are independent of the company in accordance with Professional and Ethical Standard 1 (revised) Code of
Ethics for Assurance Practitioners issued by the New Zealand Auditing and Assurance Standards Board, and we
have fulfilled our other ethical responsibilities in accordance with these requirements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
opinion.

We provide regulatory assurance services to the company. We have no other relationship with, or interest in, the
company. Partners and employees of our firm may deal with the company on normal terms within the ordinary
course of trading activities of the business of the company.

Key audit matters

Key audit matters are those matters that, in our professional judgment, were of most significance in our audit of
the financial statements of the current year. These matters were addressed in the context of our audit of the
financial statements as a whole, and in forming our opinion thereon, but we do not provide a separate opinion on
these matters. For each matter below, our description of how our audit addressed the matter is provided in  that
context.

We have fulfilled the responsibilities described inthe 9m\algjlk jlkhgfkaZadala]lk ~gj I'] Ym\al g~ I'] ~afyY
statements section of the audit report, including in relation to these matters. Accordingly, our audit included the

performance of procedures designed to respond to our assessment of the risks of material misstatement of the

financial statements. The results of our audit procedures, including the procedures performed to address the

matters below, provide the basis for our audit opi nion on the accompanying financial statements.

$ PHPEHU ILUP RI (UQVW



Valuation of outstanding claims liabilities

Why significant How our audit addressed the key audit matter

L] [gehYfqlik daYZadalg ~gj gmlklY Our procedures included:
which includes an estimate of incurred but not

reported claims (IBNR) and a risk margin, y
represents 46 % of total liabilities.

Evaluating and testing key controls over the
claims assessment and settlement process and
over selected IT systems;

The estimation of the value of outstanding claims
involves significant judgement and is based on an
actuarial model of the expected cost of claims

On a sample basis validating the costs recorded
for claims closed in the year;

incurred on, or prior to, balance date. Assumptions y  Assessing cost estimates for a sample of claims
included in the model can generally be categorised from the 2010 and 2011 Canterbury earthquakes

as either economic assumptions such as inflation against the most recent claim information;

and discount rates or non -economic assumptions . )

relating to claims development and cost. Non - y Comparln_g the datf':l used by the appointed _
economic assumptions are often based on YilmYjq Ig I'] [gehYfalk mfl]ljdgaf_
historical data relating to the volume, amount and system;

pattern of claims settlement. y  Using our actuarial special ists to review the

The liability for outstanding claims includes an outstanding claims liability valuation report
JklaeYI] g~ I'] [gehYfqik jleYafaf prepared by the appointed actuary and evaluate
claims from the Canterbury earthquakes that B the appropriateness of the methodologies and

occurred in late 2010 and early 2011. The assumptions used in the valuation;

estimates of the value of these claims involves y  Evaluating the objectivity and expertise of the
significant judgement as the tail of claims from appointed actuary; and

these events generally contains claims with a

higher level of complexity. For the earthquake that y  Considering the adequacy of disclosures for the
occurred in February 20 11 the company has fully outstanding claims liability.

utilised the associated reinsurance cover so any
change in the underlying claims estimates has a
direct impact on profit or loss.

Disclosures relating to outstanding claims
liabilities, including key assumptions, are included
in Note 4 of the financial statements.

AfrgjeYlagf gl ]j 1°Yf I°] rafYflaYd klYI]e]flk Yf\ Ym\algjik jlhgjl

The directors of the company are responsible for the Annual Report, which includes information  other than the
rafyYf[aYd klYI]e]flk Yf\ Ym\algjlk jJhgjl&

Our opinion on the financial statements does not cover the 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 m aterially inconsistent with the financial statements or our
knowledge obtained during the audit, or otherwise appears to be materially misstat ed.

If, based upon 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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<aj][lgjki jlkhgfkazadalalk ~gj I'] émasfYf[aYd klYI]e

The directors are responsible, on behalf of the company , for the preparation and fair presentation of the financial
statements in accordance with New Zealand equivalents to International Financial Reporting Standards and
International Financial Reporting Standards, and for such internal control as the directors determine is necessary
to enable the preparation of financial statements that are free from material misstatement, whether due to fraud
or error.

In preparing the financial statements, the directors are responsible for assessing on behalf of the company the

company Ik YZadalqg Ig [gflafm] Yk Y _gaf_ [gf[]jf$ \ak[dgkaf_$ Yk Yhhda[YZd]$ eYII]jk j]c
using the going concern basis of accounting unless the directors either intend to liquidate the company or cease

operations, or have no realistic alternative but to do so.

9m\algjlk jlkhgfkazadalalk ~gj I°'] Ym\al g~ I'] ~afYf[aYd klYI]e]flk

Our objectives are to obtain reasonable assurance about whether the financial stateme nts as a whole are free

Ajge eYl]ljaYd eakklYl]e]lfl$ o ]1°]j \m] Ig ~jYm\ gj ]jjgj$ Yf\ Ig akkm] Yf Ym\algjik jlhgjl
opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in

accordance with International Standards on Auditing (New Zealand) will always detect a material misstatement

when it exists. Misstatements can arise from fraud or error and 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.

9 "mjl’]j \lk[jahlagf g~ I'] Ym\algjlk jlkhgfkazZadalalk ~gj I’] Ym\al g~ I'] ~afYf[aYd kIY
=pl]ljfyd Jlhgjlaf_ :gYj\lk o]Z kaij.2rb.goltin2/standards -for -assurance-practitioners/auditors -
responsibilities/audit -report -2/. This description forms partof gmj Ym\algjik jlhgjl& L ] 1f_Y _Jelfl hYjlf]j gof
'] Ym\al jlkmdlaf_ af I"ak af\]h]f\]fl YDavVid Rpjiie. jlhgjl ak

Chartered Accountants
Wellington
* Bmf] *Q@

$ PHPEHU ILUP RI (UQVW



12" June2019

To: The Directors
Medical Insurance Societyimited

From: Peter Davies
Appointed Actuary

Re: Medical Insurance Society Limited: Report as at 3f'
March 2019 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 | would like to comment further as follows:

1. | have reviewed the actuarial information included in the audited accounts for
Medical Insurance Societyimited as at 31 March 2019  Attuarial
LQIRUPDWLRQ LQFOXGHV WKH IROORZLQJ

- claim provisions and unexpired risk provisipns

- solvency calculations in terms of the RBNZ Solvency Standard;

- balance sheet and other information allowed fothmcalculaton of
WKH FRPSDQ\fV VROYHQF\ SRVLWLRQ DQG

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

2. No limitations have been placed on my work.

Level 1,Building 1, 61 Constellation Drive, Mairangi Bay 0632 elephone (09) 483551 e-mail: pdavies@actuary.co.nz
P.O. Bax 35258, Browns Bay, Auckland 0753 Facsimile: (09) 48%613 home page: www.actuary.co.nz



3. | am independent with respect tbledical Insurance Societyimited as
defined under professional standard ISA (NZ) 620 ofBkternal Reporting
Board

4. | have been provided with all information that | have requested in order to

carry out this review.

5. In my view the actuarial information contained in the financial statements has
been appropriatelyincluded, and the actuarial information used in the
preparation of the fiancial statements has besgpropriatelyused

6. Medical Insurance SocietyLimited exceeded the minimumsolvency
requiremenunder the RBNZ Solvency Standard for Nafe Insurance 2014,

as at 31 March2019 The company is also projected to exceed the minimum
requirement at all times over the néoair years.

| would be very happyotanswer any queries concerning this report.

Yours sincerely

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

Level 1,Building 1, 61 Constellation Drive, Mairangi Bay 0632 elephone (09) 483551 e-mail: pdavies@actuary.co.nz
P.O. Bax 35258, Browns Bay, Auckland 0753 Facsimile: (09) 48%613 home page: www.actuary.co.nz



