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Veterinary Professional Insurance Society
Statement of Comprehensive Revenue and Expenses
For the year ended 30 September 2022

Notes
Revenue from Exchange Transactions 4.3
Gross premium
Premium ceded to Re-Insurer

Net Premium

Other Revenue
Membership revenue
Miscellaneous revenue
Investment income
Rental income

Total Other Revenue

Other Gains and Losses

Revaluation of Investment Property 10
Fair Value (Loss)/Gain on Investments

Total Other Gains and Losses

Total Revenue (and other gains/losses)

Expenses

Net Claims Cost 6
Operating Expenses

Insurance fees and premiums

Legal expenses

Administration

Finance cost

Board cost

Depreciation and amortisation 9
Investment management fees

Personnel costs

Project expenses

Total Operating Expenses

Total Expenses

Total Surplus (Deficit) for the Year

Total comprehensive revenue and expenses for the year

Restated
2022 2021
1,874,835 1,468,179
(777,919) (713,767)
1,096,916 754,412
284,020 217,732
5,048 8,675
65,831 608
28,104 28,104
383,003 255,119
55,000 32,500
(187,849) 161,345
(132,849) 193,845
1,347,070 1,203,376
212,935 231,877
88,000 65,000
144,090 57,539
365,361 170,480
660 3,550
93,684 94,925
864 1,563
20,251 13,058
266,705 243,152
222,484 119,088
1,202,099 768,355
1,415,034 1,000,232
(67,964) 203,144
(67,964) 203,144

These financial statements should be read in conjunction with the accounting policies and notes that follow.
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Veterinary Professional Insurance Society

Statement of Changes in Net Assets

For the year ended 30 September 2022

Restated
Retained Earnings 2022 2021
Balance as at 1 October 3,385,733 3,182,589
Total Surplus (Deficit) for the Year (67,964) 203,144
Balance as at 30 September 3,317,769 3,385,733

These financial statements should be read in conjunction with the accounting policies and notes that follow.
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Veterinary Professional Insurance Society
Statement of Financial Position

As at 30 September 2022
Restated

Current Assets Notes 2022 2021
Cash and cash equivalents 8 1,513,946 831,606
Receivables from exchange transactions 168,057 45,203
Recoverable from reinsurer in respect of claims provision 57 885,750 476,096
Prepayments 408,950 408,484
GST receivable 36,727 44,155
Total Current Assets 3,013,430 1,805,544
Non Current Assets
Fixed Assets 9 2,221 1,766
Investment property 10 367,500 312,500
Investment portfolio 11 1,493,196 2,369,594
Total Non Current Assets 1,862,917 2,683,860
Total Assets 4,876,347 4,489,404
Current Liabilities
Accounts payable from exchange transactions 132,632 433,688
Unearned premium 7 352 1,626
Subscriptions received in advance 1,770 608
Sundry payables 426,283 64,796
Employee payables 48,247 27,454
Provision for claims 5,7 945,539 571,315
Total Current Liabilities 1,554,823 1,099,487
Non Current Liabilities
Unearned Premium 7 2,990 3,177
Subscription in advance 765 1,007
Total Non Current Liabilities 3,755 4,184
Total Liabilities 1,558,578 1,103,671
Net Assets 3,317,769 3,385,733
Equity 3,317,769 3,385,733

For and on behalf of the board 15 February 2023

Name Gavin Shepherd Name Mark Gilmour

Director Director
Signature - /\7(//(“, 4 Signature ///
(- [t
Date 15/02/2023 Date 15/02/2023

These financial statements should be read in conjunction with the accounting policies and notes that follow.
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Veterinary Professional Insurance Society

Statement of Cash Flows

For the year eded 30 September 2022

Cashflows from operating activities
Cash was provided from/(applied to):
Insurance premiums

Membership Subscriptions

Excesses and reinsurer payments received

Interest received
Other income

Operational Payments to suppliers
Insurance Claims Paid

Insurance Premiums Paid

Net cash flows (applied to)/from operating
activities

Cash flow from investing activities
Proceeds from sale of financial assets
Payments to acquire financial assets
Payments to acquire fixed assets
Proceeds from interest

Proceeds from dividends

Payments to management fees

Net cash flow (applied to)/from investing
activities

Net cash flow (applied to)/from financing
activities

Net change in cash and cash equivalents
Cash and cash equivalents, beginning of year

Cash and cash equivalents at end of year
Made up of

Cash and Cash equivalents
Total Cash

Restated
2022 2021
1,444,784 1,473,417
284,020 216,664
508,255 329,393
1,872 1,659
31,281 35,120
(686,372) (682,063)
(856,391) (591,906)
(777,919) (713,767)
(50,470) 68,517
1,965,455 2,194,152
(1,276,906) (1,948,874)
(1,320) -
34,775 467
31,057 141
(20,251) (13,058)
732,810 232,828
682,340 301,345
831,606 530,261
1,513,946 831,606
1,513,946 831,606
1,513,946 831,606

These financial statements should be read in conjunction with the accounting policies and notes that follow.
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Veterinary Professional Insurance Society
Financial Statements
For the year ended 30 September 2022

1 Reporting Entity
The Veterinary Professional Insurance Society Incorporated (“VPIS” or “Society”) is a Public Benefit Entity (PBE)
registered as an Incorporated Society under the Incorporated Societies Act 1908 and is domiciled in New Zealand. This
entity is a small insurer up until 30 September 2022, which under section 11(1)(b) of the Insurance (Prudential
Supervision) Regulations 2010 is exempted from being an FMC reporting entity for the purposes of the Financial Markets
Conduct 2013 by virtue of section 451(h) of that Act.
On 15 July 2013 VPIS was issued its original licence and on 13 August 2015 was issued a revised license to carry on
insurance business in New Zealand under the Insurance (Prudential Supervision) Act 2010, and is eligible to use the small
insurance exemptions under this Act.
VPIS’s principal activities are to establish such schemes or arrangements for insurance on behalf of members of VPIS
against professional liability or fidelity guarantee insurance, and to promote, administer and operate, on behalf of
Members of VPIS, any scheme of insurance so arranged. VPIS also provides non-financial advice and education to its
members.
VPIS operates a professional liability insurance scheme for veterinary practices and has operated on its revised license
since August 2015. VPIS takes advantage of all of the small insurer exemptions that apply to it. These financial
statements were approved for issue by the Board of VPIS on 15 February 2023.

2 Statement of Compliance
The financial statements have been prepared in accordance with Generally Accepted Accounting Practice in New
Zealand (“NZ GAAP™). They comply with Public Benefit Entity International Public Sector Accounting Standards (“PBE
IPSAS”) and other applicable financial reporting standards as appropriate that have been authorised for use by the New
Zealand Accounting Standards Board for Not-For-Profit entities. For the purposes of complying with NZ GAAP, the
Society is a public benefit not-for-profit entity and is eligible to apply Tier 2 Not-For-Profit PBE IPSAS on the basis that it
falls within the small insurer exemption.
The Board has elected to report in accordance with Tier 2 Not-For-Profit PBE Accounting Standards and in doing so has
taken advantage of all applicable Reduced Disclosure Regime (“RDR”) disclosure concessions.

3 Restatement Due to Changes in Accounting Policy
During the year, the Society revised its accounting policy in relation to its investment property from the cost model to
the fair value model. The policy has been changed because the fair value model results in a more accurate valuation of
the property as it is based on an independent valuation and considers the current property market, which has changed
significantly since the property was purchased. Historical financial information has been restated to account for the
impact of the change — refer notes 10 and 19.

Also during the year, the Society revised is accounting policy in relation to its recognition of cash and cash equivalents.
The Society now recognises cash held in the JBWere investment portfolio as cash and cash equivalents rather than as
part of the investment portfolio. The policy has been changed because it was determined that the cash held at JBWere
was readily available to the Society, being without penalty or excessive notice.
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Veterinary Professional Insurance Society
Financial Statements
For the year ended 30 September 2022

4 Summary of Accounting Policies
The significant accounting policies used in the preparation of these financial statements are set out below

4.1 Basis of measurement
The measurement system adopted is standard historical cost except for the investment portfolio which is at fair value
and the claims provision which is accounted for in accordance with PBE IFRS 4. The accrual basis of accounting has been
used unless otherwise stated and the financial statements have been prepared on a going concern basis.

4.2 Presentation and Functional Currency
The VPIS financial statements are presented in New Zealand dollars ($), which is VPIS’s functional currency. All financial
information presented in New Zealand dollars has been rounded to the nearest dollar.

4.3 Revenue
Revenue is recognised to the extent that it is probable that the economic benefit will flow to the Society and revenue can
be reliably measured. Revenue is measured at the fair value of the consideration received, excluding goods and service
tax, and insurance recoveries.

The following specific recognition criteria must be met before revenue is recognised.

Revenue from Exchange Transactions

Gross Premium

Gross general insurance written premiums comprise the total premiums receivable for the whole period of cover
provided by contracts entered into during the reporting period. They are recognised on the date on which the policy
commences. Premiums include any adjustments arising in the reporting period for premiums receivable in respect of
business written in prior accounting periods.

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

Membership Revenue
The proportion of membership revenue that is attributable to the current financial year is recognised as revenue in that
insurance year. Where this is paid in advance, the unearned portion has been shown as income in advance.
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Veterinary Professional Insurance Society
Financial Statements
For the year ended 30 September 2022

4.3 Revenue (cont)
Premiums ceded to reinsurer
Gross outward reinsurance premiums on insurance contracts are recognised as an expense on the earlier of the date
when premiums are payable or when the policy becomes effective.

Gross general reinsurance premiums ceded comprise the total premiums payable for the whole cover provided by
contracts entered into in the period and are recognised on the date on which the policy incepts. Premiums include any
adjustments arising in the accounting period in respect of reinsurance contracts incepting in prior accounting periods.

Unearned reinsurance premiums are those proportions of premiums ceded in a year that relate to periods of risk after
the reporting date. Unearned reinsurance premiums are deferred over the term of the underlying direct insurance
policies for risks-attaching contracts and over the term of the reinsurance contract for losses-occurring contracts.

Reinsurance premiums on the face of the Statement of Comprehensive Revenue and Expense have been presented as
negative items within net premiums.

Investment Income
Investment income includes net proceeds from dividends, interest received, and investments sold during the year.
Interest revenue is recognised as it accrues. Dividend revenue is recognised when the dividend is received.

Gains or losses resulting from changes in the market value of shares and bonds are separately identified.

Rental Income
Rental income from VPIS’s share in the investment property held jointly with the New Zealand Veterinary Association
and the New Zealand Veterinary Trust.

4.4 Financial Instruments
Financial assets and financial liabilities are recognised when the Society becomes a party to the contractual provisions of
the financial instrument.

The Society derecognises a financial asset or, where applicable, a part of a financial asset or part of a group of similar
financial assets when the rights to receive cash flows from the asset have expired or are waived, or the Society has
transferred its rights to receive cash flows from the asset or has assumed an obligation to pay the received cash flows in
full without material delay to a third party; and either:

ethe Society has transferred substantially all the risks and rewards of the asset; or

=the Society has neither transferred nor retained substantially all the risks and rewards of the asset, but has transferred
control of the asset.
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Veterinary Professional Insurance Society
Financial Statements
For the year ended 30 September 2022

4.4 Financial Instruments (cont)
Financial assets
Financial assets within the scope of PBE IPSAS 29 Financial Instruments: Recognition and Measurement are classified as
financial assets at fair value through surplus or deficit, loans and receivables, held-to-maturity investments or available-
for-sale financial assets. The classifications of the financial assets are determined at initial recognition.
The categorisation determines subsequent measurement and whether any resulting income and expense is recognised in
surplus or deficit or in other comprehensive revenue and expenses. The Society’s financial assets are classified as either
financial assets at fair value through surplus or deficit, or loans and receivables. VPIS’s financial assets include; cash and
cash equivalents, receivables from exchange transactions, investment portfolio and investment property.

All financial assets except for those at fair value through surplus or deficit are subject to review for impairment at least
at each reporting date to identify whether there is any objective evidence that a financial asset or group of financial
assets is impaired. Different criteria are used to identify whether there is any objective evidence that a financial asset or
group of financial assets are impaired. These criteria are described below.

Financial assets at fair value through surplus or deficit

Financial assets at fair value through surplus or deficit include financial assets that are either classified as held for trading
or that meet certain conditions and are designated at fair value through surplus or deficit upon initial recognition. All
investments of VPIS, except its property investment, fall into this category of financial instruments.

Loans and Receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in an
active market. After initial recognition, these are measured at amortised cost using the effective interest method, less
provision for impairment. VPIS's cash and cash equivalents and receivables from exchange transactions fall into this
category of financial instruments.

Impairment of financial and non-financial assets

At each reporting date, the carrying amounts of tangible and intangible assets are reviewed to determine whether there
is any indication of impairment. If any such indication exists for an asset, the recoverable amount of the asset is
estimated in order to determine the extent of the impairment loss (if any). 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 surplus or deficit within the Statement of Comprehensive Revenue and Expenses.

Financial Liabilities

The Society’s financial liabilities include accounts payables from exchange transactions and sundry payables.

All financial liabilities are initially recognised at fair value (plus transaction cost for financial liabilities not at fair value
through surplus or deficit) and are measured subsequently at amortised cost using the effective interest method.

4.5 Cash and Cash Equivalents
Cash and cash equivalents include cash on hand, deposits held on call with banks and short-term deposits which have a
term of 90 days or less. These are highly liquid investments readily convertible into known amounts of cash which are
subject to an insignificant risk of changes in value. Their carrying value approximates to their fair value.

4.6 Receivables from Exchange Transactions
Accounts receivable from exchange transactions are non-interest bearing and receipt is normally due for re-insurance in
7 days and other receivables in 30 days. Therefore, the carrying value of receivables approximates its fair value. As at 30
September 2022 and 2021, all overdue balances have been assessed for impairment and no allowance was necessary.
All receivables are subject to credit risk exposure.
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Veterinary Professional Insurance Society
Financial Statements
For the year ended 30 September 2022

4.7 Investment Property
The investment property is held to earn rentals and/or for capital appreciation. Investment property is initially
measured at cost and subsequently measured at fair value.

4.8 Other Assets
The depreciation period for the fixed assets are as follows;
Computer hardware - 2.5 years
Plant and Equipment - 4 years

4.10 Income Tax
VPIS is exempt from income tax under the Veterinary Services Bodies provisions of Section CW50 of the Income Tax Act
2007.

4.11 Goods and Service Tax (GST)
The financial statements have been prepared on a GST exclusive basis, except for receivables from exchange
transactions and accounts payable from exchange transactions which are stated inclusive of GST. The net amount of GST
payable/(receivable) to/(from) the Inland Revenue Department is included as either a payable or a receivable in the
Statement of Financial Position. Cash flows are included in the Statement of Cash Flows on a net basis. The GST
component of cash flows which is recoverable from, or payable to, the Inland Revenue Department is classified as part
of operating cash flows.

4.12 Provisions
A provision is recognised for a liability when the settlement amount or timing is uncertain; when there is a present legal
or constructive obligation as a result of a past event; it is probable that expenditures will be required to settle the
obligation; and a reliable estimate of the potential settlement can be made.

Provisions are not recognised for future operating losses.

Provisions are measured at the estimated expenditure required to settle the present obligation, based on the most
reliable evidence available at the reporting date, including the risks and uncertainties associated with the present
obligation.

Provisions are discounted to their present values, where the time value of money is material.

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

4.13 Expenditure
Gross Claims
Gross insurance claims, fees and expenses include the cost of all claims occurring during the year, and related internal
and external claims handling costs that are directly related to the processing and settlement of claims.

Claims Ceded
Reinsurance claims are recognised when the related gross insurance claim is recognised according to the terms of the
relevant contract.

Other Operating Expenses

All other expenses are recognised in surplus and deficit within the Statement of Comprehensive Revenue and Expenses,
upon utilisation of the service or at the date of their origin.
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Veterinary Professional Insurance Society
Financial Statements
For the year ended 30 September 2022

4.14 Reinsurance ceded to reinsurance counterparties
VPIS cedes insurance risk in the normal course of business. Reinsurance assets represent balances due from reinsurance
companies. Amounts recoverable from reinsurers are estimated in a manner consistent with the outstanding claims
provision or settled claims associated with the reinsurer’s policies and are in accordance with the related reinsurance
contract.

Reinsurance assets are reviewed for impairment at each reporting date, or more frequently, when an indication of
impairment arises during the reporting period. Impairment occurs when there is objective evidence as a result of an
event that occurred after initial recognition of the reinsurance asset that VVPIS may not receive all outstanding amounts
due under the terms of the contract and the event has a reliably measurable impact on the amounts that VPIS will
receive from the reinsurer. The impairment loss is recorded in the Statement of Comprehensive Revenue and Expenses.

Gains or losses on buying reinsurance are recognised in the Statement of Comprehensive Revenue and Expense
immediately at the date of purchase and are not amortised.

Ceded reinsurance arrangements do not relieve VPIS from its obligations to policyholders.

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

Insurance receivables are derecognised when the de-recognition criteria for financial assets have been met.

4.16 Software as a Service
Software-as-a-Service (SaaS) arrangements are service contracts providing the Company with the right to access the
cloud provider’s application software over the contract period. Costs incurred to configure or customise, and the
ongoing fees to obtain access to the cloud provider's application software, are recognised as operating expenses when
the services are received.

Some of these costs incurred may be for the development of software code that enhances or modifies, or creates
additional capability to, existing on-premise systems and meet the definition of and recognition criteria for an intangible
asset. These costs are recognised as intangible software assets and amortised over the useful life of the software ona
straight-line basis. The useful lives of these assets are reviewed at least at the end of each financial year, and any change
accounted for prospectively as a change in accounting estimate.
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Veterinary Professional Insurance Society
Financial Statements
For the year ended 30 September 2022

5 Significant management judgements and estimates in applying accounting policies
When preparing the financial statements management undertakes a number of judgements, estimates and assumptions
that affect the application of accounting policies and the reported amounts of revenue, expenses, assets and liabilities,
and the accompanying disclosures, and the disclosure of contingent liabilities. Judgements have been made in respect of
claims acceptance and validity.

Further significant estimates are made in conjunction with the appointed Actuary to determine the provision for future
claims amounts. Uncertainty about these judgements and estimates could result in outcomes that require a material
adjustment to the carrying amount of assets or liabilities affected in future periods.

VPIS management based its assumptions and estimates on parameters available when the financial statements were
prepared. Existing circumstances and assumptions about future developments, however, may change due to market
changes or circumstances arising beyond the control of the Society. Such changes are reflected in the assumptions when
they occur.

The risk under any one insurance contract is the possibility that one or more insured events occurs and the uncertainty
of the amount of the resulting claim. By the very nature of an insurance contract, this risk is unpredictable.

Amounts recoverable from reinsurers are estimated in a manner consistent with the outstanding claims provision and
are in accordance with the reinsurance contracts. Although VPIS has reinsurance arrangements, it is not relieved of its
direct obligations to its policyholders and thus a credit exposure exists with respect to ceded insurance, to the extent
that any reinsurer is unable to meet its obligations assumed under such reinsurance agreements. Short term insurance
liabilities are not sensitive to the level of market interest rates as they are contractually non-interest bearing and

the effect of discounting is not significant.

In applying the entity’s accounting policy in respect of customisation and configuration costs incurred in implementing
SaaS arrangements, the directors made the following key judgements that may have the most significant effect on the
amounts recognised in financial statements. Determination of whether configuration and customisation services are
distinct from the Saa$S access costs incurred to configure or customise the cloud provider's application software are
recognised as operating expenses when the services are received. In a contract where the cloud provider provides both
the SaaS configuration and customisation, and the SaaS access over the contract term, the directors applied judgement
to determine whether these services are distinct from each other or not, and therefore, whether the configuration and
customisation costs incurred are expensed as the software is configured or customised (i.e. upfront), or over the SaaS
contract term.

Specifically, where the configuration and customisation activities significantly modify or customise the cloud software,
these activities will not be distinct from the access to the cloud software over the contract term. Judgement has been
applied in determining whether the degree of customisation and modification of the cloud-based software that would be
deemed significant. During the year, the Society recognised $408,950 (2021: $408,484) as prepayments in respect of
customisation and configuration activities undertaken in implementing SaaS arrangements which are considered not to
be distinct from the access to the SaaS access over the contract term.

During the year, the term of the contract was determined to be 8 years, compared to the 5 years used in preparation of
the 2021 accounts. This change in estimate has been accounted for on a prospective basis.

During the year, the accounting policy for the investment property was changed to the fair value model. See note 3.

Insurance Credit risk
VPIS has a contingent liability if for any reason expected recoveries are not received from the underwriters.
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Veterinary Professional Insurance Society
Financial Statements
For the year ended 30 September 2022

5 Significant management judgements and estimates in applying accounting policies (cont)

VPIS’s Appointed Actuary, Christine Ormrod FNZSA FIA of PricewaterhouseCoopers Consulting (New Zealand) LP, has prepared a
valuation of VPIS’s outstanding claims liability as at 30 September 2022.

The valuation was undertaken using the Payment Per Claim Incurred method. The claims provision has been calculated by
multiplying open claims by the average claim size, adjusting for any specific large claim estimates and deducting payments
already made against these open claims. The provision has been adjusted for inflation and expected claims handling expenses.
Future payments have been discounted as appropriate. Key assumptions used in determining the outstanding claims liability
were as follows:

*Discount rate — 4.05-4.34% (2021: nil) Based on the risk-free forward rates published by The Treasury as at 30 September 2022.
eInflation rate — 2.1-4.8% (2021: nil) When considering claim development patterns, historic payments are increased with CPI
inflation. Future claim payments are increased to allow for projected future CPI inflation.

eFuture claims handling expenses — 6% (2021:16%) of gross claims payments.

*Reinsurance — as VPIS has met its retention level in each recent year to 2022, all future claims payments are assumed to be
covered by reinsurance.

*Risk Margin — net claims cost is calculated at a 75% probability of sufficiency by applying a risk margin of 25% (2021: 25%) to
gross claims.

*Assumed average claim size - this is based on historic average claim size for small, medium and large claims. See table below:

Size of claim Small Medium Large
$ 435 3,539 40,000

The impact of this was to decrease the net provision for outstanding claims by $35,430 at 30 September 2022 (2021: increase by
$1,090).

Uncertainty and sensitivities

The estimate of the outstanding claims provision is subject to a significant amount of uncertainty as it can take several years for
the final cost of a claim to be known. The ultimate claims costs of the claims outstanding at any particular date may be
materially higher or lower than the current estimates. However, the stop-loss reinsurance treaty in place with Berkshire
Hathaway reduces the volatility of VPIS’s profit, with the net of reinsurance underwriting result generally known within the year.

The valuation results are sensitive to the assumptions relating to the pattern of which claims are reported and the mixture of
claims received, particularly the amount paid in the year after claim inception. As VPIS is a small business, its experience is likely
to be more volatile. Sensitivity tests have been carried out to determine the impact of an adverse change to the underlying
assumptions in the projections.

Effect on revenue and net equity

Claim development factors

$1,000,000 higher (62,116)

Claim development factors

$450,000 lower 31,708
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Veterinary Professional Insurance Society
Financial Statements
For the year ended 30 September 2022

5 Significant management judgements and estimates in applying accounting policies (cont)
This is the sixth valuation by an Appointed Actuary. The net ultimate claims cost for the nine most recent claim years, from years
ending 30 September 2013 to 30 September 2022 are as follows:

Valuation Year
2017

2013 2014 2015 2016 2018 2019 2020 2021 2022

2022
2021

200,000 200,000
200,000 200,000

~®oascC
-2 o <

@5 —m--5

2020
2019
2018
2017
2016
2015
2014
2013

150,000
150,000 150,000

150,000

150,000
150,000

150,000
150,000

150,000
150,000 150,000

150,000

150,000
150,000

200,000

Net paid
claims

150,000 150,000

150,000

150,000

150,000 150,000

150,000

200,000 200,000 200,000

Net undiscounted outstanding claims -

Discounting  (70,222)

Indirect expenses 53,145

Risk margin 6,643

Provision for net outstanding claims 59,788

6 Net Claims Cost

VPIS reinsures its exposure to claims and seeks to recover all costs over the agreed cap from its reinsurer. Each year the Society makes a
full provision up to the cap for potential claims and claims received but not yet settled. This provision is reduced during the year as claims
and related expenses are paid.

Underwriting Expenses and recoveries continued

Claims, fees & expenses 2022 2021
Expenses incurred - current year claims 468,960 326,807
Expenses incurred - prior years claims 387,431 265,099
856,391 591,906
Insurance expenses recovered - current year claims (245,382) (125,182)
Insurance expenses recovered - prior-year claims (362,644) (235,937)
(608,026) (361,119)
Movement in net outstanding claims (35,430) 1,090
Net Claims cost for the year 212,935 231,877

7 Liability adequacy testing and solvency disclosure
Liability adequacy test and unexpired risk provision
A liability adequacy test (LAT) is a test to determine whether the net unearned premium provision is sufficient to cover the net premium
liability. The net premium liability is the provision deemed necessary to cover the claim risk and expenses associated with unearned
premiums plus a risk margin. An unexpired risk provision is required if there is a deficit of net unearned premium provision less deferred
acquisition costs (DAC) compared to net premium liability. VPIS’s unearned premium both current and noncurrent as at 30 September
2022 is $3,342 (2021: $4,803). These all relate to run-off insurances. There is no other net premium liability either so there is no overall
deficit under the LAT.

Solvency Position

Under section 4.5 of the Solvency Standard for Non-Life Insurance business, issued by the Reserve Bank of New Zealand under section 55
of the Insurance (Prudential Supervision) Act 2010, VPIS is required to disclose certain information regarding its solvency position. As at 30
September 2022:

(@) VPIS's Actual Solvency Capital was $2.911m (2021: $2.857m)

(b) VPIS's Minimum Solvency Capital was $0.496m (2021: $0.676m

(c) VPIS's Solvency Margin was $2.414m (2021: $2.18m)

(d) VPIS's Solvency Ratio was 586%. (2021: 422%)
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Veterinary Professional Insurance Society
Financial Statements
For the year ended 30 September 2022

8 Cash and Cash equivalents
The carrying value of cash and cash equivalents approximates their fair value.

Cash at bank earns interest at floating rates on daily deposit balances. There are currently no short-term deposits. On Call rates were

0.05%.
Cash held on behalf by JBWere earns interest at floating rates on daily deposit balances.
2022 2021
Cash and Cash Equivalents $ $
Cash held at Bank 549,632 598,777
Cash held in Investment portfolio 964,314 232,829
1,513,946 831,606
9 Fixed Assets
. Plus Less . Amortisation  Accumulated  Carrying
2022 Opening Cost Additions  Disposals Closing Cost fortheyear  Amortisation ~ Amount
$ $ $ $ $ $ $
Computer Hardware 2,949 1320 - 4,269 481 3,037 1,232
Plant and equipment 1,916 - - 1,916 383 926 990
4,865 1,320 - 6,185 864 3,963 2,221
. Plus Less . Amortisation Accumulated  Carrying
2021 Opening Cost Additions  Disposals Closing Cost fortheyear  Amortisation ~ Amount
$ $ $ $ $ $ $
Computer Hardware 2,949 - - 2,949 1,180 2,556 393
Plant and equipment 1,916 - - 1,916 383 543 1,373
4,865 - - 4,865 1,563 3,099 1,766

10 Investment Property

VPIS has a 25% ownership in the land and building situated at Level 2, 44 Victoria Street, Wellington, the principal place of operation.
Ownership is shared with New Zealand Veterinary Association (NZVA) and the New Zealand Veterinary Trust (as successors to the New
Zealand Veterinary Association Foundation for Continuing Education) under an agreement for purchase dated August 2006. VPIS is
restricted from disposing of the asset since it owns only 25% of the property. There are no contractual obligations to purchase, construct,
develop the property or for maintenance and enhancements.

VPIS receives rental income from NZVA.

Investment property is stated at fair value. The most recent revaluation was done with an effective date of 30 September 2022. The
valuation was performed by an independent valuer, being Jon Parker, BBS, ANZIV, SPINZ of Darroch Property Advisors & Valuers.

The valuation was based on capitalising the potential net income at an appropriate market derived rate of return to arrive at a capitalised
value. Key assumptions used in determining the value of the investment property were as follows:

*Capitalisation rate (market income) — 7.75% (2021: 7.5%)

*Rate per square metre Building — $3,400 - $3,450 psm (2021: $2,950 - $3,000 psm)

*Range of equivalent yields (Market rental/sale price adjusted for vacancy, capital expenditure, etc) — 6.75% to 8.30% (2021: same).
*Market rental assessment — $115,055 (2021: $91,272) based on a comparison with recent leasing and reviews of similar premises in the
near locality.

Investment Operning Cost Opening Fair Value gain Additions Fair value gain Carrying
Property (loss) (loss) amount
$ $ $ $ $
2022 253,658 58,842 - 55,000 367,500
2021 253,658 26,342 - 32,500 312,500

Reconciliation of the carrying amount at the beginning and end of the period:
Investment Property

2022 2021
Opening balance as at 1 October 312,500 280,000
Changes in Fair Value 55,000 32,500
Additions - -
Disposals - -
Depreciation - -
Closing balance as at 30 September 367,500 312,500
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11 Financial instrument risk
VPIS is exposed to various risks in relation to financial instruments. VPIS’s financial assets and liabilities by category are summarised below:

2022 2021
Financial Assets $ $
Cash and Cash Equivalents 1,513,946 831,606
Receivables from exchange transactions 168,057 45,203
Financial Assets at Fair Value through Profit and Loss 1,493,196 2,369,594
3,175,199 3,246,403

Financial Liabilities
Accounts payable from exchange transactions 132,632 433,688
Sundry payables 426,283 64,796
Employee liabilities 48,247 27,454
607,162 525,938

VPIS has exposure to credit risk, which is the risk that a counterparty will be unable to pay amounts in full when due. Key areas where the
entity is exposed to credit risk are:

*Reinsurers’ share of insurance liabilities.

Amounts due from reinsurers in respect of claims already paid.

*Amounts due from insurance contract holders.

*Amounts due from money market and cash positions.

VPIS structures the levels of credit risk it accepts by placing limits on its exposure by having reinsurer insurance in place to cover amounts
that exceed $50,000 in one claim or $200,000 over one insurance year. Reinsurance is used to manage insurance risk.

Liquidity and market risk are managed by VPIS through the reinsurance agreement and through limited cover explained above. VPIS’s
reinsurance provider has a financial risk rating of A+.

Up to 30 September 2022, as a small insurer, VPIS was not required to have a credit rating. Subsequent to balance date, VPIS obtained a
credit rating and has been given a B (fair) insurer financial strength rating by AM Best.

12 Commitments
There were no commitments at year end (2021: $nil).

13 Key management personnel
VPIS services apart from the employees and contractors of VPIS are provided under contract from New Zealand Veterinary Association
Incorporated (NZVA). VPIS during the year ended 30 September 2022 had 3 full time employees. There is a management fee charged by
NZVA (see note 14) which includes some staff salaries and other support services provided.

14 Related party transactions
Rental
VPIS receives rental income from New Zealand Veterinary Association Incorporated (NZVA) who occupies the premises.
Rental Income received for the year was $28,104 (2021: $28,104), owed to VPIS as at 30 September 2022 was $2,693 (2021: $2,693).

Management fees

VPIS is charged by NZVA for management services provided to VPIS. All transactions are agreed by the VPIS Board.
Management fees were $55,692 (2021: $40,333).

Amounts owed to NZVA as at 30 September 2022 were $6,630 (2021: $3,900).

Key management personnel
Total costs incurred $137,218 (2021: $127,781).

Fees paid to board members

Board members of the VPIS are contracted as insurance assessors from time to time. The Board have determined that if a board member
also earns income as an assessor and this amount is less than 2% of the gross annual insurance income then they are deemed to be an
independent board member.

Board member fees, Audit and Risk Committee fees and membership committee fees paid for the year were $88,800 (2021: $82,965).
Board and Audit and Risk Committee fees owed to Board members as at 30 September 2022 were $nil (2021: $nil).

Assessors Fees paid to Board members for the year was $92,212 (2021: $117,239).

Board Members received the following payments:

Name Assessor Fees Assessor Fees Payable at
Balance Date (inc GST)
2022 2021 2022 2021
Gavin Shepherd (Board Chair) - 1,890 - -
Brendon Bell 13,775 3,125 - -
James Rhynd - - - -
Mark Gilmour (ARC Chair) 23,751 34,795 5,957 -
Paul Fraser 15,798 7,651 930 -
Steve Cranefield 9,620 5,565 - -
Tanya Page 26,633 39,180 4571
Vince Peterson 2,636 25,133 - -
92,212 117,239 6,887 4,571
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15 Impact of COVID 19
The surplus to 30 September has been impacted by Covid-19 due to the following;
a)lmpact on Members which impact financially on VPIS
Despite initial projections of a reduction in membership turnover, a high proportion of members experienced increased demand over the
past year, especially in companion animal practices, supported by increased pet ownership.
Claim volume has increased significantly, due to the challenging covid environment. Increased demand for services alongside a shortage of
veterinarians, closed borders and high stress levels in veterinarians and the public have resulted in increased mistakes and more persistent
claimants.

b)Compliance costs
Compliance demands specific to Covid-19 have eased slightly. The financial impact is negligible.

c)Investment returns
Investment markets have experienced periods of volatility directly and indirectly resulting from Covid-19. Related to this VPIS has
restructured its investments to a more conservative portfolio to protect its capital. Interest rates have begun to show signs of increasing.

d)Board and Staff
Like last year travel has been interrupted as a result of Covid-19. VPIS has utilised remote working systems for the day to day running of its
business as well as in place of face to face meetings, including the Annual General Meeting (AGM).

16 Events subsequent to reporting date
Effective 1 October 2022, the Society no longer meets the criteria of a small insurer and the related reporting exemptions will no longer
apply. Therefore the Society will report under Tier 1 Non-For-Profit Standards from 1 October 2022.

17 Potential legal costs
There is an ongoing defence of allegations made by a former service provider. While VPIS is not named as a defendant in this case there
are potential legal costs to be incurred and therefore VPIS has lodged a claim under its Association Liability policy. The outcome of these
proceedings is not expected to be significant to VPIS and based on the current facts and circumstances and legal advice the board are
confident in respect of the likely outcome and do not consider any provision necessary.

18 Audit fees
Audit fees of $21,750 (2021: $16,750) and Solvency fees of $7,250 (2021: $5,500) were paid to Deloitte.

19 Retrospective restatement
As disclosed in note 3, the Society revised its accounting policy in relation to its investment property during the year and its recognition of
cash and cash equivalents. Historical financial information has been restated to account for the impact of the change in accounting policy,
as follows:

Financial Statement Item

As previously stated Revised As restated
30-Sep-21 30-Sep-21

Statement of Comprehensive Income DR/(CR) DR/(CR) DR/(CR)
Depreciation 5,087 (3,524) 1,563
Revaluation of Investment Property - (32,500) (32,500)
Total Surplus for the year 5,087 (36,024) (30,937)
Statement of Changes in Equity
Opening Balance (3,097,019) (85,570) (3,182,589)
Total comprehensive revenue and expenses (167,120) (36,024) (203,144)
Total Equity (3,264,139) (121,594) (3,385,733)
Statement of Financial Position
Investment Property 190,906 121,594 312,500
Total Assets 190,906 121,594 312,500

Statement of Cashflows
Net Cash used in Investing Activities
Cash and cash equivalents at end of year

The effect on prior years due to the changes above was an increase in Investment Property of $85,570 and an increase in Revaluation of
Investment Property of $85,570. This has been captured in the increase in Opening Balance on the Statement of Changes in Equity.
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20 Recent accounting pronouncements
Public benefit entity international financial reporting standard 17 insurance contracts (IFRS 17) was issued in July 2019 with amendments
up to and including 20 August 2020. IFRS 17 applies to periods beginning on or after 1 January 2023.

IFRS 17 establishes the principles for the recognition, measurement, presentation, and disclosure of insurance contracts. IFRS 17 requires
entities to measure insurance contract liabilities at their current fulfilment values using one of three measurement models, depending on
the nature of the contract. IFRS 17 is to be applied retrospectively to each group of insurance contracts unless impracticable. IFRS 17 will
affect how the Society accounts for insurance contracts and how it reports financial performance. The Society is currently assessing the
impact of IFRS 17 and anticipates it will have an impact on the timing of earnings recognition and the presentation and disclosure of
financial results in the Financial Statements.
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