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MITSUI SUMITOMO INSURANCE COMPANY LIMITED
NEW ZEALAND BRANCH

STATEMENT OF COMPREHENSIVE INCOME
For the year end 31 March 2017

Notes 2017 20186
$ $
Gross earned premium 1 7,332,724 7,445,483
Reinsurance expense 2 (3,671,201) (3,192,515)
Net Premium Revenue 3,661,523 4,252,968
Claims Expense 4 (528,841)  (11,499,835)
Reinsurance and Other Recoveries 1 279,139 7,646,909
Net Claims Expense (249,702) (3,852,926)
Commissions (392,333) (406,582)
Reinsurance commission income 1 364,451 306,349
Net Acquisition Costs (27,882) (100,233)
Underwriting Result 3,383,939 299,809
Operating Expenses 3 (1,150,256) (1,159,073)
Investment income 1 1,325,520 1,844,119
Sundry income 1 187 1,293
Net Profit Before Tax 3,559,360 986,148
Taxation expense 5 - -
Net Profit for the Year 3,559,360 986,148
Other comprehensive income for the year - -
Total Comprehensive Income for the Year 3,559,360 986,148

The above Statement of Comprehensive Income should be read in conjunction with the

accompanying notes.

KPMG



MITSUI SUMITOMO INSURANCE COMPANY LIMITED
NEW ZEALAND BRANCH

STATEMENT OF MOVEMENT IN HEAD OFFICE ACCOUNT
For the year ended 31 March 2017

2017 2016
$ $
Opening Head Office Balance 42,677,752 41,691,604
Net Profit for the Year 3,559,360 986,148
Total Comprehensive Income for the Year 3,559,360 986,148
Closing Head Office Balance 46,237,112 42,677,752

The above Statement of Movement in Head Oifice Account should be read in conjunction with the
accompanying notes.

KPMG



MITSUI SUMITOMO INSURANCE COMPANY LIMITED
NEW ZEALAND BRANCH

STATEMENT OF FINANCIAL POSITION
For the Year ended 31 March 2017

Notes 31 March 2017 31 March 2016
$ $

Assets
Cash and Cash Equivalents 58,798,049 59,754,339
Premium Receivables 1,372,160 1,530,360
Taxation Receivable 4,285 -
Other Current Assets 6 1,273,849 1,597,131
Reinsurance Receivable 7,184,574 3,418,220
Reinsurance Recoveries T 35,757,439 39,533,421
Property, Plant and Equipment 8 5,869 14,985
Total Assets 104,396,225 105,848,456
Liabilities
Accounts Payable 9 346,650 464,931
Reinsurance Payable 835,271 765,869
Other Current Liabilities 10 311,339 291,685
Unearned Premium Reserve 11 2,457,308 2,784,665
Outstanding Claims Liability 12 51,472,828 56,510,709
Due to Related Partlies 16 2,738,717 2,352,945
Total Liabilities 58,159,113 63,170,704
Net Assets 46,237,112 42,677,752
Head Office Account 46,237,112 42,677,752

The above Statement of Financial Position should be read in conjunction with the accompanying

notes.

For and on behalf of the Board of Directors

B

_Director Director
i 2017 1 g M17
Date Date
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MITSUI SUMITOMO INSURANCE COMPANY LIMITED

NEW ZEALAND BRANCH

STATEMENT OF CASH FLOWS
For the year ended 31 March 2017

Notes 2017 2016
$ $

Cash flows from operating activities
Premiums received 7,163,567 7,613,763
Reinsurance and other recoveries received 288,767 749,435
Interest received 1,327,005 1,975,805
Claims paid (5,566,721) (10,351,135)
Reinsurance premiums paid (3,244,276) (3,579,256)
Net acquisition costs (40,445) 7,347
Operating expenses paid (884,187) (521,095)
Net cash (used in) operating activities 18 (956,290) (4,105,136)
Cash flows from investing activities
Receipt of investments on maturity - 500,000
Payments for purchases of plant & equipment - -
Net cash from/(used in) investing activities - 500,000
Net (decrease) in cash and cash equivalents (956,290) (3,605,136)
Cash and cash equivalents at the beginning of 59,754,339 63,359,475
the financial year
Cash and cash equivalents at the end of the 58,798,049 59,754,339

financial year

The above Statement of Cash Flows should be read in conjunction with the accompanying notes.

KPMG



MITSUI SUMITOMO INSURANCE COMPANY LIMITED
NEW ZEALAND BRANCH

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 March 2017

Reporting Entity

The financial statements are for Mitsui Sumitomo Insurance Company Limited - New Zealand Branch
("the Branch"). The Branch's ultimate parent company is MS & AD Insurance Group Holdings, Inc.
The Branch is a branch of Mitsui Sumitomo Insurance Company Limited ("the Company”), a company
incorporated in Japan and an overseas company registered under the Companies Act 1993. The
Branch provides insurance both directly to other entities and through reinsurance arrangements. The
Branch's principal place of business is AMP Centre, 29 Customs Street West, Auckland, New
Zealand. These Branch financial statements should be read in conjunction with the full financial
statements of the Company.

The Branch operates as a fire and general insurer and reinsurer within New Zealand.

Basis of Preparation

Statement of Compliance

The Branch is a profit oriented entity. The Company is classified as a Financial Market Conduct
(FMC) Reporting Entity for the purpose of the FMC Act 2013. The financial statements have been
prepared in accordance with New Zealand Generally Accepted Accounting Practice in New Zealand
(NZ GAAP) and in accordance with the requirements of the Companies Act 1993, the Financial
Reporting Act 2013 and the Insurance (Prudential Supervision) Act 2010. They comply with the New
Zealand equivalents to Interational Financial Reporting Standards (NZ IFRS) and other applicable
Financial Reporting Standards as applicable for Tier 1 for-profit entities under the External Reporting
Board of New Zealand (XRB) accounting standards framework. They also comply with International
Financial Reporting Standards (IFRS).

The financial statements of the Branch are for the year ended 31 March 2017. The financial
statements were authorised for issue by the Directors on the /940 Tu/ j of
2017. :

Critical Judgements and Accounting Estimates

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. The areas involving a higher degree of judgment or
complexity, or areas where assumptions and estimates are significant to the financial statements, are
disclosed in Note 22. These relate to the outstanding claims liability and reinsurance recoveries in
Notes 12 and 7 respectively. The Branch makes estimates and assumptions in respect to certain key
assets and liabilities. Estimates and judgements are continually evaluated and are based on historical
experience and other factors, including expectations of future events that are believed to be
reasonable under the circumstances.

Basis of Measurement

The financial statements have been prepared on the historical cost basis, as modified by certain
exceptions noted in the financial statements, with the principal exception being the measurement of
investments at fair value and the measurement of the outstanding claims liability and related
reinsurance recoveries as set out below.

Presentation and Functional Currency

The Branch's functional currency is New Zealand dollars (§). These financial statements are
presented in New Zealand dollars ($).

e



MITSUI SUMITOMO INSURANCE COMPANY LIMITED
NEW ZEALAND BRANCH

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 March 2017

Basis of Preparation (Continued)
Changes in Accounting Policies

The accounting policies have been consistently applied to all periods presented in these financial
statements.

Significant Accounting Policies

Insurance Contracts

An insurance contract is defined as a contract under which one party (the insurer) accepts significant
insurance risk from another party (the policyholder) by agreeing to compensate the policyholder if a
specified uncertain insured event adversely affects the policyholder. The insurance activities of the
Branch all arise from general insurance contracts.

Premium Revenue

Direct premium comprises amounts charged to the policyholders and reinsurance premium comprises
amounts charged to other insurers (inward reinsurance) net of fire service and earthquake levies
collected on behalf of the Government. The earned portion of premiums received and receivable,
including unclosed business, is recognised as revenue. Premium is earned from the date of
attachment of risk, over the contract period based on the pattern of risks underwritten. Unearned
premium is determined using the 365ths method.

Outward Reinsurance Expense

Premium ceded on reinsurance is recognised as an expense from the date of attachment of risk over
the period of indemnity of the reinsurance contract in accordance with the expected pattern of the
incidence of risk. A portion of outwards reinsurance premium is treated as deferred reinsurance
premium and recognised over the period of reinsurance cover.

Reinsurance premium expense on catastrophe and single risk reinsurance is determined on a straight
line basis over the financial year based upon a predetermined level of cover, which is periodically
adjusted to reflect the actual level of cover.

Reinsurance Commission Income

Reinsurance commission income is earned on business ceded to reinsurers. Commission income is
recognised as the service is performed.

Claims Expense

Claims expense represents payments made on claims and the movement in the outstanding claims
liability as described below.

<



MITSUI SUMITOMO INSURANCE COMPANY LIMITED
NEW ZEALAND BRANCH

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 March 2017

Significant Accounting Policies (Continued)
Outstanding Claims Liability

The central estimate of outstanding claims liabilities is the best estimate of the present value of future
projected claims payments and associated claim handling costs in respect of claims reported but not
yet paid, claims incurred but not reported (“IBNR") and claims incurred but not enough reported
(“IBNER").

Standard actuarial methods are applied to all BAU classes of business to assess the central estimate
of outstanding claims liabilities. Features and trends of claims experience including claim
frequencies, average claim sizes and individual claim estimates are analysed and assumptions about
the future are selected. The earthquake outstanding claims liabilities were evaluated on a claim by
claim basis, including information from expert loss adjustors and claim managers

A risk margin is added to the central estimate in determining the outstanding claims liabilities. The
risk margin is designed to increase the probability of the outstanding claims liabilities proving
ultimately to be adequate.

Acquisition Costs

Acquisition costs incurred in abtaining and recording insurance contracts are deferred and recognised
as assets where they can be reliably measured and where it is probable that they will give rise to
revenue that will be recognised in profit or loss in subsequent reporting periods. Deferred acquisition
costs are measured at the lower of cost and recoverable amount. Deferred acquisition costs are
amortised in accordance with the expected pattern of incidence of risk under the insurance contract to
which they relate.

Liability Adequacy Testing

The reserve for unearned premiums includes premiums received for risks that have not yet expired.
Generally the reserve is released over the term of the insurance contract and is recognised as

premium income.

A liability adequacy test is performed at each balance date to assess whether there are any
deficiencies in the unearned premium reserve due to expected future claims and claims costs. The
amount of these expected future claims is estimated using the present value of future claims and
expenses plus an additional risk margin to reflect the inherent uncertainty in those estimated cash
flows. This is compared to the unearned premium reserve net of deferred acquisition costs. Any
deficiency is recognised in profit or loss after first writing down any deferred acquisition costs. Any
shortfall after having written down acquisition costs is then recognised in profit or loss with the
corresponding amount recognised in the Statement of Financial Position as an unexpired risk liability.

The liability adequacy test is performed at the level of a portfolio of contracts that are subject to
broadly similar risks and are managed together as a single portfolio. No deficiency was identified as at
31 March 2017 (2016: Nil).

Reinsurance Receivables and Recoveries

Reinsurance receivables, being amounts recoverable on paid claims, and reinsurance recoveries on
outstanding claims liabilities are recognised in revenue. Reinsurance recoveries are measured at the
present value of the expected future receipts, calculated on the same basis as the outstanding claims
liability. A reinsurance asset is impaired if there is objective evidence as a result of an event that
occurred after initial recognition of the asset that the amounts due may not be received and the
amount can be reliably measured. Any impairment is recognised in profit or loss.

KPMG



MITSUI SUMITOMO INSURANCE COMPANY LIMITED
NEW ZEALAND BRANCH

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 March 2017

Significant Accounting Policies {Continued)
Tax

Income tax expense comprises current and deferred tax and is recognised in profit or loss. Current
tax is the expected tax payable on the taxable income for the year, using tax rates enacted or
substantively enacted at the reporting date, and any adjustment to tax payable in respect of previous
years. Deferred tax is recognised using the balance sheet method, providing for temporary
differences between the carrying amounts of assets and liabilities for financial reporting purposes and
the amounts used for taxation purposes. Deferred tax is measured at the tax rates that are expected
to be applied to the temporary differences when they reverse, based on the laws that have been
enacted or substantively enacted by the reporting date. A deferred tax asset is recognised to the
extent that it is probable that future taxable profits will be available against which temporary difference
can be utilised. Deferred tax assets are reviewed at each reporting date and are reduced to the
extent that it is no longer probable that the related tax benefit will be realised.

Goods and Services Tax

The Statement of Comprehensive Income has been prepared so that all components are stated
exclusive of GST. All items in the Statement of Financial Position are stated exclusive of GST, with
the exception of receivables and payables, which include GST invoiced.

Foreign Currency Transactions

Transactions in foreign currencies that are settled in the accounting period are translated at the
settlement rate. Transactions in foreign currency that are not settled in the accounting period,
resulting in monetary assets and liabilities denominated in foreign currencies at the balance date are
translated to NZD at the foreign exchange rate ruling at that date. Foreign exchange differences
arising on their translation are recognised in profit or loss.

Cash and Cash Equivalents

Cash and cash equivalents comprises cash balances on call at bank and cash deposits with an
original maturity of ninety days or less.

Financial Assets

A financial asset is recognised in the Statement of Financial Position when the Branch becomes a
party to the contractual provisions of the instrument. Initial recognition is at fair value plus transaction
costs that are directly attributable to the acquisition of the financial asset except for financial assets at
fair value through profit or loss which exclude transaction costs.

All purchases and sales of financial assets that require delivery of the asset within the time frame
established by regulation or market convention are recognised at trade date, being the date on which
the Branch commits to buy or sell the asset. Financial assets are derecognised when the rights to
receive future cash flows from the assets have expired, or have been transferred, and the Branch has
transferred substantially all risk and rewards of ownership.

Government stock has been designated at fair value through profit and loss as it is held to match the
average duration of a corresponding insurance liability as assets backing general insurance liabilities.
The fair value of government stock is established by reference to quoted bid prices. Interest income
is recognised in profit or loss using the effective interest rate method.

The Branch also holds cash and cash equivalents which back general insurance liabilities.

10
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MITSUI SUMITOMO INSURANCE COMPANY LIMITED
NEW ZEALAND BRANCH

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 March 2017

Significant Accounting Policies (Continued)
Property, Plant and Equipment

Property, plant and equipment are recorded at cost less accumulated depreciation and impairment
losses. Depreciation is charged to the profit or loss and is recognised on a straight line basis over the
useful life of the asset at the following rates:

Motor vehicles 20%
Office equipment 40%

The carrying value of assets are assessed annually for indications of impairment.
Premium Receivables

Premium receivables are recognised in the Statement of Financial Position at their estimated
realisable value after providing for non-payment of premiums in respect of those policies expected to
lapse. The collectability of debtors is assessed and provision is made with regard to past experience
or if events or circumstances indicate that the amount may not be recoverable.

Payables

These amounts represent liabilities for goods and services provided to the Branch prior to the end of
the period, which are unpaid. Payables are measured at amortised cost.

Impairment

The carrying amounts of the Branch's assets are reviewed at each balance date to determine whether
there is any objective evidence of impairment. If any such indication exists, the asset's recoverable

amount is estimated. An impairment loss is recognised whenever the carrying amount of an asset
exceeds its recoverable amount. Impairment losses directly reduce the carrying amount of assets

and are recognised in profit or loss. The estimated recoverable amount of receivables is the present
value of estimated future cash flows discounted at the original effective interest rate.

Estimated recoverable amount of other assets is the greater of their fair value less costs to sell and
value in use. Value in use is determined by estimating future cash flows from the use and ultimate
disposal of the asset and discounting these to their present value using a pre-tax discount rate that
reflects current market rates and the risks specific to the asset. For an asset that does not generate
largely independent cash inflows, the recoverable amount is determined for the cash-generating unit
to which the asset belongs.

Head Office Account
The Branch equity in the form of a Head Office Account represents funding provided by the Head
office together with accumulated retained earnings, repayable at the discretion of the Branch which is

the amount retained for the purpose of financial soundness. As a Branch there are no externally
imposed capital restrictions to which the Branch must adhere. Refer to Note 19 Solvency.

11



MITSUI SUMITOMO INSURANCE COMPANY LIMITED
NEW ZEALAND BRANCH

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 March 2017

Significant Accounting Policies (Continued)
New Accounting Standards and Interpretations Not Yet Adopted

A number of new standards, amendments to standards and interpretations are effective far annual
periods beginning on or after 1 January 20186, and have nof been applied in preparing these financial
statements.

NZ IFRS 9 Financial Instruments, is expected to become mandatory for the Branch's March 2019
financial statements and could change the classification and measurement of financial assets. The
Branch does not plan to adopt this standard early. The Branch does not consider the impact of this
new standard to be significant.

NZ IFRS 17 Insurance Contracts will take effect on the tst of January 2021. This standard will
increase fransparency and will give users more insight into an insurer's financial health. NZ IFRS 17
uses a single revenue recognition principle to reflect services provided. Insurers will need to account
for business performance at a more granular level. The Branch does not plan to adopt this standard
early. The Branch does not consider the impact of the new standard to be significant as it intends to
adopt the premium allocation approach (PAA).

12



MITSUI SUMITOMO INSURANCE COMPANY LIMITED

NEW ZEALAND BRANCH

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 March 2017

1. Total Revenue

2017 2016
5 §
Gross written premium 7,005,367 7,395,392
Change in uneamed premium reserve 327,357 50,091
Gross Earned Premium 7,332,724 7,445,483
Reinsurance commission income 364,451 306,349
Reinsurance and other recoveries 279,139 7,646,900
Reinsurance Income 643,590 7,953,258
investiment income 1,325,520 1,844,118
Other income 157 1,283
Sundry income 157 1,293
Total Revenue 9,301,991 17,244,153
{(A) Premium Revenue
2017 2016
$ $
Direct 7,289,308 7,386,720
Reinsurance 43,416 48,763
Total Gross Earned Premium 7,332,724 7,445,483
(B) Investment Income
2017 2016
$ $
Interest income - 1,392
Cash and cash equivalents interest income 1,325,520 1,842,727
Total investment Income 1,325,520 1,844,119

i3
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MITSUI SUMITOMO INSURANCE COMPANY LIMITED
NEW ZEALAND BRANCH

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 March 2017

2. Reinsurance Expenses

2017 2016
$ $
Outward reinsurance premium expense (3,391,737) (3,678,530)
Change in unearned reinsurance premium provision (279,464) 486,015
(3,671,201) (3,192,515)
3. Operating Expenses
2017 2016
$ $
Management fee 630,850 641,300
Fees paid to auditors:
Audit — Statutory financial statements 84,100 81,500
Tax 7,650 6,550
Depreciation 9,116 10,594
Employee benefits 194,757 156,951
Other Expenses 223,783 262,178
Total operating expenses 1,150,256 1,159,073
4. Claims Expense
2017 2016
$ $
Direct 528,841 11,499,835
Reinsurance = ”
528,841 11,499,835

Current year claims relate to risks borne in the current financial year. Prior year claims relate to a

reassessment of the risks borne in all previous financial years.

Current Year Prior Years Total
2017 $ $ 3
Gross claims incurred - undiscounted 1,106.107 (599,039) 506,068
Discount movement (11,527) 34,300 22,773
Gross claims incurred - discounted 1,093,580 (564,739) 528,841
Reinsurance and other recoveries - undiscounted (275,811) (1.948) (277,759)
Discount movement 3,649 (5,029) (1,380)
Reinsurance and other recoveries - discounted (272,162) (6,977) (279,139)
Net claims incurred 821,418 (571,716) 249,702

KPMG



MITSUI SUMITOMO INSURANCE COMPANY LIMITED
NEW ZEALAND BRANCH

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 March 2017

4. Claims Expense (Continued)

Current Year Prior Years Total
2016 $ $ $
Gross claims incurred - undiscounted 4,212,701 7,314,109 11,526,810
Discount movement (40,1086) 13,131 (26,975)
Gross claims incurred - discounted 4,172,595 7,327,240 11,499,835
Reinsurance and other recoveries - undiscounted (543,338) (7,106,133) (7,649,471)
Discount movement 5,319 (2,757) 2,562
Reinsurance and other recoveries - discounted (538,019) (7,108,890) (7,646,909)
Net claims incurred 3,634,576 218,350 3,852,926

Included in reinsurance recoveries is a loss of $53,810 (2016: loss of $294,494) in relation to the
impact of the movement in the Japan/New Zealand exchange rate on the retention under the Mitsui
global catasirophe reinsurance programme, which is denominated in Japanese Yen.

Details of the uncertainties that exist in measuring gross incurred claims and reinsurance recoveries
arising from the Canterbury earthquakes are explained in Note 12.

5. Taxation Expense

2017 2016
$ $
Reconciliation of effective tax rate
Profit before tax 3,559,360 986,148
Income tax at Branch tax rate 28% (2016: 28%) 996,621 276,121
Recognition of previously unrecognised tax losses (996,621) (276,121)

Total Income Tax Expense - -

15




MITSUI SUMITOMO INSURANCE COMPANY LIMITED

NEW ZEALAND BRANCH

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 March 2017

6. Other Current Assets

2017 2016
$ $
Accrued income 50,658 52,143
Deferred acquisition costs 215,891 261,634
Deferred reinsurance premium 866,589 1,146,053
Prepaid expenses 84,018 77,604
GST receivable 56,693 59,697
1,273,849 1,597,131
(A) Deferred acquisition costs
2017 2016
$ $
Deferred acquisition costs at 1 April 261,634 263,803
Acquisition costs deferred 346,590 404,413
Amortisation charged to the profit or loss (392,333) (406,582)
Deferred acquisition costs at 31 March 215,891 261,634
(B) Deferred Reinsurance premium
2017 2016
$ $
Deferred reinsurance premium at 1 April 1,146,053 660,038
Reinsurance premium deferred 3,391,737 3,678,530
Reinsurance premium charged to the profit or loss (3,671,201) (3,192,515)
Deferred reinsurance premium at 31 March 866,589 1,146,053
7. Reinsurance Recoveries
2017 2016
$ $
Reinsurance recoveries arising from claims 35,757,439 39,633,421
Reinsurance and other recoveries receivable at 1 April 39,533,421 35,219,622
Recoveries on claims reassessed 6,977 7,108,890
Recoveries received (407,897) (237,738)
Transfer of recoveries to receivables (3,647,224) (3,095,272)
Recoveries on new claims 272,162 538,019
Reinsurance and other recoveries receivable at 31 March 35,757,439 39,533,421

16
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MITSUI SUMITOMO INSURANCE COMPANY LIMITED
NEW ZEALAND BRANCH

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 March 2017

7. Reinsurance Recoveries (Continued)

Reinsurance is purchased to make the Branch’s results more predictable by reducing the effect that
individual large claims, and catastrophic events that lead to multiple claims, have on results. The
majority of reinsurance is arranged using a combination of facultative or excess of loss treaty
arrangements.

There are still considerable uncertainties that exist surrounding the measurement of reinsurance
recoveries as a result of the uncertainties surrounding the measurement of the related outstanding
claims liabilities resulting from the Canterbury earthquakes. These uncertainties are discussed in
Note 12.

8. Property, Plant and Equipment

Motor Vehicles Office Total
Equipment
Cost $ $ $
Balance at 31 March 2015 41,189 42 344 83,533
Additions - - -
Disposals - - -
Balance at 31 March 2016 41,189 42,344 83,533
Additions - - -
Balance at 31 March 2017 41,189 42,344 83,533
Accumulated depreciation
Balance at 31 March 2015 18,020 39,934 57,954
Charge for the year 8,650 1,944 10,594
Balance at 31 March 2016 26,670 41,878 68,548
Charge for the year 8,650 466 9,116
Balance at 31 March 2017 35,320 42,344 77,664
Carrying amounts
At 31 March 2016 14,519 466 14,985
At 31 March 2017 5,869 - 5,869
9. Accounts Payable
2017 2016
$ $
Trade creditors and accruals 230,657 320,474
Government levies 115,993 144,457
346,650 464,931
17
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MITSUI SUMITOMO INSURANCE COMPANY LIMITED

NEW ZEALAND BRANCH

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 March 2017

10. Other Current Liabilities

2017 2016
$ $
Unearned reinsurance commission 153,819 212,125
Non-resident withholding tax 157,520 79,460
311,339 291,585
(A) Unearned Reinsurance Commission
2017 2016
$ $
Unearned reinsurance commission at 1 April 212,125 106,714
Reinsurance commission deferred 306,145 411,760
Reinsurance commission recognised in profit or loss (364,451) (306,349)
Unearned reinsurance commission at 31 March 153,819 212,125
11. Unearned Premium Reserve
2017 2016
$ $
Unearned premium liability 2,457,308 2,784,665
Unearned premium liability at 1 April 2,784,665 2,834,754
Deferral of premium on contracts written at year end 2,457,308 2,784,665
Prior year premium earned (2,784,665) (2,834,754)
Unearned premium liability at 31 March 2,457,308 2,784,665

Liability adequacy test

A liability adequacy test ("LAT") was'performed as at 31 March 2017 and 31 March 2016. Both tests

identified a surplus the calculations for which are disclosed below:

2017 2016

$ $

Gross unearned premium 2,457,308 2,784,665

Deferred reinsurance premium (866,589) (1,146,053)

Deferred acquisition expenses — net of reinsurance (62,072) (49,509)

Premium available to meet expected claims cost 1,628,647 1,589,103

Net premium liability (including 75% probability of adequacy 1,487,839 1,469,820
risk margin)

LAT result Pass Pass

The risk margin included in the Branch's expected future cash flows for future claims is 33% (2016:
33%). The risk margin takes into account uncertainty within the estimates of estimated premium
liability for each type of risk insured and applying an allowance for diversification across the portfolio.
The risk margins adopted at this valuation are unchanged from last valuation.

18
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MITSUI SUMITOMO INSURANCE COMPANY LIMITED
NEW ZEALAND BRANCH

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 March 2017

12. Outstanding Claims Liability

(A) Gross outstanding claims liability

2017 2016

$ 3

Central estimate of outstanding claims liabilities 47,856,194 52,603,536
Discount to present value (13,674) (31,279)

Risk margin 3,531,689 3,798,441

Claims handling expense 98,619 140,011

51,472,828 56,510,709

There remains uncertainty surrounding the measurement of gross claims liabilities and ihe related
reinsurance recoveries. The uncertainty arises from a number of factors including; complexities
associated with foreign exchange and inflationary assumptions; uncertainty surrounding the outcome
of future legal proceedings and uncertainty arising from the claimant's business decision regarding its
insured assets. These uncertainties existed during the prior period and are likely to remain for the
foreseeable future.

Given the nature and number of uncertainties the Branch's actual claims experience may deviate,
perhaps substantially, from the gross outstanding claims fiabilities recorded as at 31 March 2017.
Any changes to estimates will be recorded in the accounting period when they become known.

{B) Claims development table

The following table shows the development of net undiscounted cutstanding claims relative to the
ultimate expected claims for the previous six most recent accident years.

15
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MITSUI SUMITOMO INSURANCE COMPANY LIMITED
NEW ZEALAND BRANCH

NOTES 7O THE FINANCIAL STATEMENTS
For the year ended 31 March 2017

Uitimate claims cost

estimate 2011 2012 2013 2014 2015 2016 2017 Total
$ $ $ $ $ 5 5 3

At end of accident year - - 2,613,282 1427174 3,219,289 3,554,776 920,486 920,486
One year later - §,631,i71 1,862,865 1,150,408 3,041,577 3,393,984 3,393,984
Two years later 150,311,131 7,751,977 1,541,712 1,138,371 3,033,971 3,033,971
Three yoars later 169,156,948 7,068,354 1,609,955 1,138,867 1,138,867
Four years laler 161,445,112 7,506,884 1,609,955 1,609,955
Five years later 169,435,711 7,506,658 7,506,658
Six years later 169,502 705 169,592,705

Total current

estimate of ultimate

claims costs 169,592,705 7,506,658 1,609,955 1,138,867 3,033,971 3,393,984 020,486 187,196,626
Cumulative payments 128,102,843 2,236,356 1,609,955 1.138.866 3,029,869 2,685,353 237,090 139,340,431
Undiscounted central

estimate 41,489,862 5,270,302 - 1 4,002 408,631 683,396 47,856,194
Discount 171 - - - 39 4,362 9,102 13,674
Discounted central

estimate 41,489,681 5,270,302 - 1 3,963 404,268 674,294 47,842 520
Claims handiing

expense 6,604 - - - 337 34,363 57,315 98,612
Risk margin 2,722,547 527,030 - - 1,033 105,355 175,724 3,531,689
Gross outstanding

claims liabllity 44,218,842 5,797,332 - 1 5,333 543,987 907,333 51,472,828
Reinsurance

recoveries on
outslanding claims

liability (35,469,588) - - - - (33,416) (254,435} ({35.757,439)
Net oulstanding
claims liability 8,749,254 5,797,332 - 1 5,333 510,571 652,898 15,715,389
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12. Outstanding Claims Liability (Continued)

(C) Reconciliation of movement in outstanding claims

2017 2016

$ $

Outstanding claims liability at 1 April 56,510,710 55,362,010
Claims reassessed (564,739) 7,327,240
Claims paid (5,566,723) (10,351,135)
New claims 1,093,580 4,172,595
Outstanding claims liability at 31 March 51,472,828 56,510,710

13. Deferred Tax

At 31 March 2017 the Branch has unused tax losses of $82,122 406 (2016: $83,119,027) for which no
deferred tax asset is recognised.

14. Contingent Liabilities

The Branch has no contingent liabilities at balance date (2016: Nil).

15. Commitments

The Branch has no commitments for expenditure at balance date (2016; Nil).

16. Related Party Information

The Branch has a related party relationship with its parent entity, other group entities and its directors
and executive officers. The Branch has had a number of transactions during the year with the Head
Office of the Company. These transactions relate to the outward reinsurance of certain business

written in New Zealand, including reinsurance premiums, reinsurance claims and reinsurance
commission earned.

2017 2016

Transactions with Head Office: $ $
Reinsurance premiums 545,815 1,101,569
Reinsurance recoveries (31,066) (54,140)
Reinsurance commission earned (106,542) (219,264)
Other expense paid/ recharged (25,435) (49,271)
382,772 778,894
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16. Related Party Information (Continued)

The Branch is covered by the Mitsui global catastrophe reinsurance programme. This global cover is
purchased by the Head Office and the premium is not expensed to the Branch.

2017 2016
Outstanding balance with Head Office: $ $
Due to related parties 2,735,717 2,352,945

Aioi Management New Zealand Ltd (“Aioi"), a related entity, provides motor vehicle claims handling
services on behalf of the Branch.

2017 2016
Transactions with Aioi: $ $
Management Fees Paid 30,850 41,300
Outstanding balance with Aioi:
Other current assets 84,018 77,604

All the above related party outstanding balances are not secured and are repayable on demand. The
balances are non-interest bearing.

Key Management Personnel ("KMP") are those persons who have authority and responsibility for
planning, directing and controlling the activities of the Company. The remuneration for such KMP is
set out in the table below:

2017 2016
$ $
Short-term employee benefits 187,105 150,973

17. Credit Rating

Mitsui Sumitomo Insurance Company Limited has received an A+ (2016: A+) credit rating from
Standard and Poar's. The credit rating is an indication of the ability to pay current and future claims.
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18. Reconciliation of the net profit for the period to the net cash flows from operating activities

2017 2016
$ $

Net profit for the period 3,559,360 986,148
Movement in financial assets at fair value through profit or - -
loss
Depreciation 9,116 10,594
Change in operating assets and liabilities
Decrease in premium receivables 158,200 218,370
(Increase) in taxation receivable (4,285) -
Increase in reinsurance receivables (3,766,354) (2,583,575)
Decrease/(Increase) in reinsurance recoveries 3,775,982 (4,313,899)
Decrease/(Increase) in other current assets 323,282 (158,079)
(Decrease) in accounts payable (118,281) (346,884)
Increase in reinsurance payable 69,401 110,827
Increase in other current liabilities 19,754 93,858
(Decrease)/Increase in outstanding claims liability (5,037,881) 1,148,699
Decrease in unearned premium reserve (327,356) (50,089)
Increase in amounts due to related parties 382,772 778,894
Net cash flow from operating activities (956,290) (4,105,136)

19. Solvency

On 25 March 2013 the Branch was granted a full licence under the Insurance (Prudential Supervision)
Act 2010 ('the Act"). As the Branch is a branch of an overseas insurer it is exempt under the Act from
complying with the Solvency Standard for Non-life Insurance Business subject to the condition that
the Company meets the equivalent Japanese non-Life solvency standard. The table below discloses
the solvency margin for Mitsui Sumitomo Insurance Company Limited which includes the Branch, as
disclosed in the MS and AD Insurance Group Holdings, Inc 2016 Annual Report and the 31 March
2017 supplement to the Earnings Report available from www.ms-ad-hd.com, as calculated under the
Japanese regulations. The 2017 Annual Report states that a solvency margin ratio of 200% or higher
indicates that an insurance company has sufficient capability to pay insurance claims and other
obligations

2017 2016

NZD in millions  NZD in millions

{(Unaudited) {Unaudited)

Actual Solvency Capital [A] 36,249 33,566
Minimum Solvency Capital [B] 11,019 11,456
Solvency Margin [A-B/2] 25,229 27,838
Solvency Ratio [A/B*2]*100 657.9% 586.0%

23

(kPMG



MITSUI SUMITOMO INSURANCE COMPANY LIMITED
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20. Financial Risk Management

The Branch's activities expose it to a variety of financial risks: credit risk, liquidity risk and market risk.
The Branch's overall risk management program is based on the defined risk appetite of the Branch
and the requirements of the Insurance (Prudential Supervision) Act 2010. Further, the Branch seeks
to optimise the risk/return profile of its assets and liabilities taking into account market fluctuations.
The Branch invests in government stocks, term deposits and it holds a call account. The Branch
regularly monitors the performance and compliance of the investment portfolio. The Branch's
exposure to credit risk, liquidity risk and market risk is detailed below:

(A) Credit risk

Credit risk is the risk of loss from a counterparty failing to meet their obligations. The Branch's credit
risk arises predominantly from investment activities, reinsurance activites and dealings with
intermediaries. The maximum exposure to credit risk is the fair value of individual financial assets.
The Branch does not hold collateral.

Management limits credit risk by setting high requirements on the credit worthiness of debtors. The
Branch has a credit risk procedure in place to manage the exposure to insurance contract related
credit risk which is monitored on an ongoing basis. The credit terms for the settlement of premiums in
New Zealand is 90 days.

The Branch has a concentration of credit risk with ANZ Bank New Zealand Limited and ASB Bank
Limited of $43,721,627 and $15,076,422 respectively (2016: $44,678,833 and $15,075,506
respectively) representing all cash and cash equivalents held. The Branch's reinsurance recoveries
are spread over a number of counterparties and relate predominantly to the Canterbury earthquakes.
The largest concentration with a single reinsurer is for $9,734,167 (2016: $9,622,805).

The table below provides information regarding the credit risk exposure of the Branch by classifying
assels according to Standard & Poor's credit ratings of the counterparties. AAA is the highest
possible rating. These credit ratings are grouped in accordance with the specifications outlined by the
Standard & Poor's Ratings Services.

Credit Rating

AA A BBB Not Rated Total
2017 $ $ $ $ $
Cash and cash 58,798,049 - - - 58,798,049
equivalents
Premium = = - 1,372,160 1,372,160
receivables
Other current 50,658 - - - 50,658
assets — accrued
income
Reinsurance 1,846,436 5,302,215 - 35,923 7,184,574
receivable
Reinsurance 9,159,637 26,306,012 - 291,790 35,757,439
recoveries
Total 69,854,780 31,608,227 - 1,699,873 103,162,880
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20. Financial Risk Management {Continued)

Credit Rating

AA A BBB Not Rated Total
2016 5 $ $ $ 5
Cash and 59,754,339 - - - 59,754,339
cash
equivalents
Premium - - - 1,830,360 1,530,360
receivables
Other current 52,143 - - - 52,143
assels —
accrued
income
Reinsurance 795,485 2,607,259 - 15,476 3,418,220
receivable
Reinsurance 10,084,677 29,147,486 - 301,258 39,533,421
recoveries
Total 70,686,644 31,754,745 - 1,847,094 104,288,483

As at 31 March 2017 there are no assets that are past due or impaired (20186: Nil).
(B) Liquidity risk

Liquidity risk is the risk that the Branch is unable to convert its financial assets into cash to pay for its
financial obligations when they fall due. The Branch has processes in place tc monitor and forecast its
liquidity position. The Branch maintains sufficient funds at all times to meet the needs of the Branch's
operations. In addition to treasury cash held for working capital requirements the Branch may hold
additional liquid, term deposits to ensure there are sufficient funds available to meet obligations. Al
financiat assets mature in 0-1 Year.
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20. Financial risk management (Continued)

The table below analyses the Branch's financial liabilities into relevant maturity groupings based on
the remaining period at the end of the reporting period to the contractual maturity date. The amounts
disclosed in the table are the contractual cash flows. Balances due within 12 months equal carrying
balances, as the impact of discounting is not significant.

Maturing in:
0-1 Year 1-2 Year 2-4 Year No Term Total
2017 $ $ $ $ $

Financial

Liabilities

Reinsurance 835,271 - - - 835,271
Payable

Due to - - - 2735717 2,735,717
Related

Parties

Trade 230,657 - - - 230,657
Creditors and

accruals

Total 1,065,928 - - 2735717 3,801,645

Maturing in:
0-1 Year 1-2 Year 2-4 Year No Term Total
2016 $ $ $ $ $

Financial

Liabilities

Reinsurance

Payable 765,869 - - - 765,869
Due to

Related

Parties - - - 2,352,945 2,352,945
Trade

Creditors and

accruals 320,474 - - - 320,474
Total 1,086,343 - - 2,352,945 3,439,288
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20. Financial risk management (Continued)
(C) Market risk

Market risk is the risk that the fair value or future cash flows of the Branch’s income will fluctuate
because of changes in market factors. Market risk comprises three types of risk: currency risk (due to
fluctuations in foreign exchange rates), interest rate risk (due to fluctuations in market interest rates)
and price risk (due to fluctuations of market prices).

(i) Currency risk

Currency risk is the risk of cash flow uncertainty that may arise from a movement in foreign exchange
rates to which the Branch may be exposed. The Branch is primarily exposed to currency risk through
its catastrophe reinsurance programme. The threshold at which reinsurance recoveries can be
claimed is expressed in Japanese Yen. A 1% strengthening of the Yen against the New Zealand
dollar would no longer result in a movement in the threshold at 31 March 2017, as cumulative claims
payments have now exceeded the reinsurance recovery threshold (2016: $31,265).

(i) Price risk

The Branch does not hold any securities that expose the Branch to price risk, or commodity price risk.
(iii) Interest rate risk

The exposure to interest rate risk results from the holding of financial assets in the normal course of
business. Fixed interest rate assets create exposure in respect of their fair value as interest rates
move. Financial assets with floating interest rates create exposure in respect of uncertainty in cash

flows as interest rates move due to re-pricing.

The following summarises the sensitivity of the Branch's interest bearing financial assets and financial
liabilities to interest rate risks.

Cash flow Sensitivity Analysis for Floating Rate Instruments

Interest Rate Risk

1% +1%

Carrying Amount Profit/Equity Profit/Equity

2017 $ $ $
Financial Assets

Cash and Cash 58,798,049 (587,980) 587,980

Equivalents
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20. Financial risk management (Continued)
Interest Rate Risk

-1% +1%

Carrying Amount Profit/Equity Profit/Equity

2016 $ $ $
Financial Assets

Cash and Cash 59,754,339 (597,543) 597,543

Equivalents

Fair Value Sensitivity analysis for Fixed Rate Instruments

Analysis of Financial Assets/Liabilities

The analysis of financial assets and liabilities into their categories and classes is set out in the
following table

Total Loans and  Fair Value through
Receivables Profit and Loss
2017 $ $ $
Financial Assets
Cash and Cash Equivalents 58,798,049 58,798,049 -
Other Current Assets — Accrued 50,658 50,658 -
Income
Total 58,848,707 58,848,707 -

Total Fair Value through Financial Liabilities
Profit and Loss  at Amortised Cost

$ $ $
Financial Liabilities
Accounts Payable - Trade 230,657 - 230,657
Creditors and Accruals
Reinsurance Payable 835,271 - 835,271
Due to Related Parties 2735717 - 2135717
Total 3,801,645 - 3,801,645
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