In June 2016, APRA
released the 2015 Life
Insurance Institution
Level Statistics
publication. This annual
publication shows
statutory profits and
capital for each insurer
and reinsurer with an
APRA life insurance
license operating in the
Australian Market.
KPMG's Profitability &
Capital Summary
provides a snapshot of
the key take-outs from
this publication.
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Life Insurance Institution Level — Financial years ended in 2015

Profit performance

QOverall, for financial years ended in 2015, the life insurance industry
reported statutory profits of $3,036 million, a 51 percent increase
compared to the profits reported in financial years ending in 2014.
This is an increase from 9.1 percent to 15.2 percent of net policy
revenue. The increase in profitability reflects a return to normal levels
of industry profitability.

On an institution level:
- all 20 direct insurers reported a profit

- 11 direct insurers and 4 reinsurers reported an increase in profit
compared to the prior year

= as a group, reinsurers continue to show poor performance, reporting
a net profit of 1 percent of net policy revenue.

Capital

- Australian life insurers continue to be well capitalised.

- In 2015, the capital coverage ratio ranged between 1.2 and 3 for 19
insurers, while 6 insurers had coverage ratios above 3

- 4 life insurers now include additional Tier 1 capital in their capital
base, up from 2 insurers in the prior year.

- Proportion of additional Tier 1 and Tier 2 capital as part of the capital
base increased to 14 percent in 2015 relative to 9 percent in 2014.

Return on net assets

Insurers writing CCl have the highest level return on net assets.
Although insurers focusing on retail business achieve higher margin
as a percentage of net policy revenue than those focusing on group,
when capital is taken into account, they show similar level of return
on net assets.
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Overall profitability

For financial years ended in 2015,
the life industry reported net profit
after tax of $3,036 million. This is a
51.3 percent increase compared to
2014 ($2,006 million).

$730 million was from Investment
Linked business and $2,307 million
was from Non-Investment Linked
business.

All direct insurers declared a
profit for financial years
ending in 2015. Four out of
seven reinsurers reported
losses.

Risk product profitability trends

Risk product profitability in calendar
year 2015 shows a return to normal
levels of profitability, with profits
from risk products recovering to
2012 levels.

Group risk profitability in calendar
year 2015 is high relative to historic
averages.

Retail risk profits remain between
$200 million-$300 million per
quarter.

Net Profit — Financial Years Ended in 2015
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Profits mean statutory profits and include impact of discount rates and investment return on
capital. It is net of tax and after reinsurance retrocession.

Risk Product Quarterly Profits — 2011 to 2015
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Source: APRA Quarterly Life Insurance Performance Statistics December 2015

© 2016 KPMG Actuarial Pty Ltd ABN 91 144 686 046, Australian Financial Services Licence No.392050, an affiliate of KPMG. KPMG is an Australian partnership and a member firm of the KPMG network of independent member firms
affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved. The KPMG name and logo are registered trademarks or trademarks of KPMG International. Liability limited by a scheme

approved under Professional Standards Legislation



Non investment linked profitability — Direct Insurers

Year-on-year change in net profit

— Top 10* Direct Insurers
Of the top 10 direct insurers:

- Nine out of 10 insurers reported
higher profit results in 2015
relative to 2014.

« Suncorp reported profits
compared to a loss in 2014.

- Challenger reported slightly lower
profit results in 2015 relative to
2014.

*Top 10 by policy revenue. Each insurer had

net policy revenue greater than $400 million
in financial years ending in 2015.

Year-on-year change in net profit
— Other Direct Insurers*

The majority of smaller direct
insurers reported a similar level of
profits in 2015, except for:

» ClearView which reported the
largest percentage increase in

profits in 2015 vs 2014 (50 percent

increase).

« Zurich which reported the largest
relative drop in profits in 2015 vs
2014 (35 percent decrease).

*QOther insurers each had net policy revenue

less than $400 million in financial years
ending in 2015.

Top 10 Direct Insurers — Non-Investment Linked — Net Profit after Tax ($M)
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Note : Non Investment Linked business includes risk products, participating products, investment accounts, annuities.

Other Direct Insurers — Non-Investment Linked — Net Profit after Tax ($M)
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Non investment linked - direct insurers
Profit as percentage policy revenue

Top 10 Direct Insurers

Most of the top 10 direct insurers reported net
statutory profits between 10 percent to 30 percent of
net policy revenue.

Westpac/St George reported 29 percent, followed by
AMP/AXA (25 percent). Annuity writer Challenger
continues to report the highest profit as a proportion of
net policy revenue (56 percent).

Top 10 Direct Insurers — Net Profit after Tax as percentage of
Net Policy Revenue Non-Investment Linked
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Source: APRA Life Insurance Institution Level Statistics, for Financial Years ended in 2015

Non investment linked - reinsurers

Reinsurers’ profitability remains below long term
profitability levels.

Overall, reinsurers made a net profit of 1 percent of net
policy revenue for financial years ended in 2015. This is
an improvement from a 10 percent loss of net policy
revenue in 2014,

New entrants show losses, consistent with having
lower levels of policy revenue relative to more
established players.

Profit is after retrocession to overseas parents.
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Other Direct Insurers

St Andrew's and Hallmark showed the strongest net
statutory profit per net policy revenue, for the financial
years ended in 2015 (36 percent and 26 percent
respectively).

Other Direct Insurers — Net Profit after Tax as percentage of
Net Policy Revenue Non-Investment Linked
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Reinsurers - Non Investment Linked - Net Profit after Tax ($M)
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Return on net assets

Return on net assets gives an
indication of financial
performance, and shows how
efficiently a company is using its
assets and working capital.

Insurers with a CCl focus have the
highest returns; reinsurers have the
lowest returns in the financial years
ending in 2015.

Capital

Quality of Capital

For financial years ending 2015, the
Life Insurance Industry’s Capital

Base continues to be of high quality:

86 percent Common Equity Tier 1,
7 percent Additional Tier 1, and
7 percent Tier 2 capital.

* The proportion of Additional Tier 1
or Tier 2 capital as part of the
capital base increased to
14 percent in 2015 relative to
9 percent in 2014.

* AMP/AXA, Challenger and
OnePath introduced Additional
Tier 1 capital in 2015; while
Hallmark no longer held Additional
Tier 1 capital in 2015.

Return on Average Net Assets (Non-IL Products)
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Quality of Capital
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Capital coverage ratio

The Capital Coverage ratio* gives an indication of the level of capitalisation of different life insurers. In 2015,
the capital coverage ratio ranged between 1.2 and 3 for 19 insurers, while 6 had coverage ratio above 3.

The Life Insurance industry overall Capital Coverage ratio is 1.9 (up from 1.8 in 2014).

*Capital coverage ratio is defined as the ratio of the capital base over the Prescribed Capital Amount.

Capital Base for Top 10 Direct Insurers
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Capital Base for Medium Insurers
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Capital Base for Small Insurers
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Top 10 Direct Insurers*

The capital coverage ratio for most
larger insurers was between 1 to 2
times in 2015.

The exceptions were MetLife (3.4),
AMP/AXA (2.3), MLC (2.2)
Westpac/St George (2.1) and
Suncorp (2.1).

*by size of capital base in 2015

Medium Insurers

There was more variation in the capital
coverage ratio for medium companies.

Six out of 11 medium insurers had a
capital coverage ratio between 1 and 2.

Two insurers had a capital coverage
ratio above 3: Macquarie (7.6) and
GenRe (4.9).

Small Insurers*

The capital coverage ratio ranged
from 1.9 to 6.8 for smaller
companies. ClearView (6.8), Allianz
(3.7) and Combined Life (3.0)
reported PCA coverage ratios above
three times.

*Small companies have the Minimum
Prescribed Capital Amount of $10 million.
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Your KPMG contacts in respect of this topic:

Hoa Bui James Collier Han Gan

Life Insurance Practice Lead Partner in Charge Manager

Actuarial, Insurance & Actuarial, Insurance & Actuarial, Insurance &
Superannuation Advisory Superannuation Advisory Superannuation Advisory
T: (02) 9335 8938 T: (02) 9335 8933 T: (02) 9455 9603

E: hbui@kpmg.com.au E: jamescollier@kpmg.com.au E: hgan1@kpmg.com.au

The information contained in this document is of a general nature and is not intended to address the objectives, financial situation or needs of any particular individual or
entity. It is provided for information purposes only and does not constitute, nor should it be regarded in any manner whatsoever, as advice and is not intended to
influence a person in making a decision, including, if applicable, in relation to any financial product or an interest in a financial product. Although we endeavour to provide
accurate and timely information, there can be no guarantee that such information is accurate as of the date it is received or that it will continue to be accurate in the
future. No one should act on such information without appropriate professional advice after a thorough examination of the particular situation. To the extent permissible
by law, KPMG and its associated entities shall not be liable for any errors, omissions, defects or misrepresentations in the information or for any loss or damage suffered
by persons who use or rely on such information (including for reasons of negligence, negligent misstatement or otherwise).

KPMG and its affiliated entities respect your privacy. We manage personal information in accordance with the Australian Privacy Act and we will use your personal
information to process your request, to maintain our contacts database, to contact you about KPMG services and for other business related purposes. We may disclose
this information to our service providers on a confidential basis or to co-hosts of KPMG events. You may access the personal information that we hold about you by
contacting the National Privacy Officer at austprivacy@kpmg.com.au or on 03 9288 6068. For further details on how we handle your personal information, please refer to
our Privacy Policy.
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