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CONDENSED STATEMENT OF INCOME
Balmora! lnsurance Company Limited .
Asat - December 31, 2020
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CONDENSED STATEMENT OF CAPITAL AND SURPLUS
Baimoral Insurance Company Limited

Asat - December 31, 2020

expressed in Australia Goilars
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BALMORAL INSURANCE COMPANY LIMITED
NOTES TO CONDENSED GENERAL PURPOSE FINANCIAL STATEMENTS
FOR THE PERIOD JANUARY 1, 2020 TO DECEMBER 31, 2020

Matters to be set forth in a General Note to the Financial Statements

1.

(U8

(2)

(®)

Balmoral Insurance Company Limited. (the “Company”), was incorporated under the laws of
Bermuda on November 10, 2017 and is wholly owned by Genworth Mortgage Insurance
Australia Limited (the “Parent”, “GMA”). As at 31 December 2020 the Ultimate Beneficial
Owner of the Company was Genworth Financial Incorporated (“GFI”). Balmoral Insurance
Company Limited is registered as a Class 3A Insurance Company. The Company is registered as
a SAC under the Segregated Accounts Act 2000.

On 28 February 2021, GMA was notified that GFI (through certain wholly owned subsidiaries)
entered into an underwriting agreement pursuant to which GFI agreed to sell of all of its shares in
GMA and, accordingly, the Company with effect from 3 March 2021.

The Company insures mortgage default risk for mortgage loans originated in Australia through a
segregated account on an excess of loss basis. The policy incepted on October 1, 2017 and
expires on September 30, 2022. The insurance business written by the Company is fully
reinsured through a 100% quota share reinsurance programme. The Company owns and controls
the Segregated Cell which is treated as consolidated. The Company is a tax resident of Australia.

These condensed general purpose financial statements are prepared in accordance with financial
reporting provisions of the Insurance Act 1978, amendments thereto and the Insurance Accounts
Rules 2016 with respect to condensed general purpose financial statements (the “Legislation”).
The recognition and measurement principles applied are in line with International Financial
Reporting Standards (“IFRS”). The presentation of these financial statements in accordance with
the guidance prescribed under the Legislation differs from IFRS in certain respects as follows:
e The format of the financial statements is prescribed by schedules IX and X of the
Insurance Accounts Rules 2016;
e Statement of Cash Flows or equivalent is not included;
e Certain disclosures required by IFRS are not included; and
¢ Comprehensive income and its components are not presented in the condensed statement
of income.
The effects of the foregoing variances from IFRS on the accompanying condensed general
purpose financial statements have not been determined.

The accounting policies of the Company are as follows:

Premiums

Premiums have been brought to account as income from the date of attachment of risk over the
period of the insurance contract based on actuarial assessment of the pattern and period of risk.
This assessment led to a recognition of earned premiums on a straight-line basis.

The earned portion of premiums received is recognised as revenue. The balance of premium

received is carried as an unearned premium reserve.

Loss and loss expense provisions

The liability for losses and loss adjustment expenses includes an amount determined from loss
reports and individual cases and an amount, based upon estimates by the actuarial report for



(c)

(d)

(e)

®

(2)

losses incurred but not reported. These estimates are continually reviewed and are necessarily
subject to the impact of future changes in such factors as claim severity and frequency. While
management believes that the amount is adequate, the ultimate liability may be in excess of, or
less than, the amount provided and any adjustments will be reflected in the periods in which they
become known.

Cash and cash equivalents

Cash and cash equivalents include current cash accounts held at financial Institutions. The
carrying amount approximates fair value. Interest income earned on cash and cash equivalents is
recognised on an accrual basis.

Receivables

Accounts and premium receivable and sundry assets are stated at the amounts to be received in
the future less any impairment loss. The amounts are discounted to take into account the time
value of money, using a risk free rate of 0.1%. The recoverability of debts is assessed on an
ongoing basis and provision for impairment is made based on an objective evidence for
individual receivables and having regard to past default experience. The impairment charge is
recognised in profit or loss. Debts which are known to be uncollectible are written off. No
impairment and no write off occurred during the period.

Payables

Payables are stated at fair value of the consideration to be paid in the future for goods and
services received. The amounts are discounted to take into account the time value of money,
using a risk free rate 0f 0.1%.

Recognition and earning of ceded premiums

Premiums ceded to reinsurers are recognised as an expense in accordance with the pattern of
reinsurance coverage received. The outward reinsurance premium relating to future coverage is
deferred and recognized in the condensed balance sheet as a ceded unearned premium reserve in
Line 16(b).

Other insurance income

Other insurance income primarily relates to commissions associated with the placement of the
Company’s reinsurance programme. This income is recognised over the period of the term of the
reinsurance agreements, on a straight-line basis. The portion relating to future periods is
recognised as a deferred insurance income in the condensed balance sheet, in Line 36(e).

Income is recognized on the following basis:

Premiums - see Note 4(a).

Investment Income is accounted for on the accrual basis.

Commission income is accounted for using the same earning pattern used for premiums. Twelve
months commission income amounting to AUD 2,318,556 was earned as at December 31, 2020
(2019 - 2,335,189). The Unearned portion is AUD 4,057,473 (2019 — 6,376,029) which is
presented on Line 36(e) on the Condensed Balance Sheet.

Monetary assets and liabilities originating in other currencies are translated into Australian
Dollars (the functional currency) at the rates of exchange in effect at the balance sheet date. Non-
monetary items originating in other currencies are translated into Australian Dollars at the rate of



exchange in effect at the dates when the transaction occurred. Revenue and expense items are
translated into Australian Dollars at the rate of exchange prevailing at the time of the transaction.
The resulting exchange gains or losses are recognized in the statement of income. For the period
ended December 31, 2020, the foreign exchange loss was AUD 158,031 (2019 — 6,195 gain) and
is included in Line 32 under Combined Other Income (Deductions).

7-14.  Not applicable.
15. The Company has entered into a Services Agreement with Genworth Financial Mortgage
Insurance Proprietary Limited, a related party of the Company. AUD 16,659 (2019 — 15,093) is

payable to the affiliated party as at December 31, 2020, as described in Note 32. There were no
unpaid amounts in relation to the agreement during the period.

16. Events subsequent to reporting date

Prior to 28 February 2021, GFI indirectly held approximately 52% of the issued shares of
GMA. On 28 February 2021, GMA was notified that GFI (through certain wholly owned
subsidiaries) entered into an underwriting agreement pursuant to which GFI agreed to
sell of all of its shares in GMA and, accordingly, the Company with effect from 3 March
2021.

On 22 April 2021, the Directors declared a dividend of AUD 555,000. No payable has been
recognized at 31 December 2020.

17. Not applicable.

Matters to be set forth in Notes to the Condensed Statement of Capital and Surplus

Line

1. (a) Capital stock comprises of 1,250,000 authorized, issued and fully paid shares with a par
value of §1 USD each. Contributed capital at December 31, 2020 accounted to AUD
1,643,655.

1.(b)—1.(d) Not applicable.

2.(c) The Company declared and paid a dividend of AUD 603,000 during the financial year.

Matters to be set forth in Notes to the Condensed Balance Sheet

Line
1. See General Note 4(c). The cash is held in the Company’s segregated account.
2-9.  Not applicable.

10. Accounts and Premiums receivable consists of amounts receivable from third party direct insurance
operations.

11-12. Not applicable.



13(a)-13(g). Not Applicable.

13(h). Deferred tax is provided for temporary differences between the carrying amounts of assets and

13(i)
13G)

16.

liabilities for financial reporting purposes and the amounts used for taxation purposes. The amount of
deferred tax provided is based on the expected manner of realization or settlement of the carrying
amount of the assets and liabilities using the Australian tax rate enacted or substantively enacted at
the balance sheet date.

A deferred tax asset is recognized only to the extent that it is probable that future taxable profits will
be available against which the asset can be utilized. Deferred tax assets are reduced to the extent that
it is no longer probable that the related tax benefit will be realized.

Additional income taxes that arise from the distribution of dividends are recognized at the same time
as the liability to pay the related dividend.

Prepaid assets relate to corporate secretary fees and annual government fees settled in 2019.

See General Note 4(d). Other insurance receivables related to brokerage fee rebate from the
Company’s reinsurance broker that is not yet due.

See General Notes 4(a).



17. a) Movements in the Joss and loss expense provisions are disclosed per below table:

. 2020 2019
General Business Reserves (AUD) (AUD)

Gross loss and loss expense
provisions at beginning of year

Less: Reinsurance recoverable at
beginning of year

Net loss and loss expense
provisions at beginning of year

Net losses incurred and net loss
expenses incurred related to:

(a) Current year - -

(b) Prior years

Total net losses incurred and net
loss expenses incurred

Less: Losses and loss expenses
paid or payable related to:

(a) Current year - -

(b) Prior years - -

Total losses and loss expenses
paid or payable

Net loss and loss expense
provisions at end of year

Add: Reinsurance recoverable at
end of year

Gross loss and loss expense
provisions at end of year

18-27. Not applicable.

28. The insurance and reinsurance balances payable balance of AUD 33,727,523 (2019 — 50,186,953) is
represented by AUD 11,231,265 (2019 — 16,712,255) reinsurance premiums payable to an affiliated
company and AUD 22,496,258 (2019 — 33,474,698) payable to external reinsurers.

29 - 30. Not applicable.



32.

(98]
(V8]

(a)  Income taxes payable is the expected tax payable on the taxable income for the financial period,
using the Australian tax rate enacted or substantively enacted at the balance sheet date, and any
adjustment to tax payable in respect of previous years.

The Company is a member of Genworth Mortgage Insurance Australia Limited tax
consolidation group. Under the tax consolidation system the head entity is liable for the current
income tax liabilities of that group. Entities are jointly and severally liable for the current
income tax liabilities of the tax consolidated group where the head entity defaults, subject to the
terms of the valid tax sharing agreement between the entities in the group. Assets and liabilities
arising in the Company under the tax funding arrangement are recognized as amounts
receivable from or payable to other entities in the tax consolidated group.

{b) Not applicable.
Amounts due to affiliates relate to amounts settled by the Parent or other related entities which bear no
interest or carry any fixed terms of repayment. Service fees of AUD 1,250,000 (2019 — 1,250,000)

were incurred and paid during the period.

Accounts payable and accrued liabilities are broken down as follows:

Accrued professional fees 61314
Total AUD 61,314

34-36(d) Not applicable.

36(e) Deferred insurance income related to deferred commission income. See General Note 5.

36(f) Not applicable.

36(g) Not applicable.

37.

Not applicable.

Matters to be set forth in Notes to the Condensed Statement of Income

6.

8-28..

32.

36.

Insurance commissions income. See General Note 5.

Not applicable.

See General Note 6 for foreign exchange commentary. Other combined income relates to the
discounting of financial assets and liabilities for the time value of money of AUD 15,412. See Note

4(d) and 4(e).

Not applicable.
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INDEPENDENT AUDITOR’S REPORT
To the Board of Directors of Balmoral Insurance Company Limited
Our opinion

In our opinion, the condensed financial statements of Balmoral Insurance Company Limited (the ‘Company”) are
prepared, in all material respects, in accordance with the financial reporting provisions of the Insurance Act 1978,
amendments thereto and the Insurance Account Rules 2016 with respect to condensed general purpose financial
statements (the “Legislation”).

What we have audited
The Company’s condensed financial statements comprise:

= the condensed balance sheet as at December 31, 2020

* the condensed statement of income for the year then ended

* the condensed statement of capital and surplus as at December 31, 2020, and

= the notes to the condensed financial statements, which include a summary of significant accounting policies.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (“ISAs”). Our responsibilities under those
standards are further described in the Auditor’s responsibilities for the audit of the condensed financial statements
section of our report.

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

Independence

We are independent of the Company in accordance with the International Ethics Standards Board for Accountant's
International Code of Ethics for Professional Accountants (including International Independence Standards)

(IESBA Code) together with the ethical requirements that are relevant to our audit of the condensed financial statements
in Bermuda and we have fulfilled our other ethical responsibilities in accordance with these requirements and the IESBA
Code.

Emphasis of matter — basis of accounting

Without modifying our opinion, we note that the condensed financial statements have been prepared in accordance with
the financial reporting provisions of the Legislation. The accounting policies used and the disclosures made are not
intended to, and do not, comply with all of the requirements of International Financial Reporting Standards as issued by
the International Accounting Standards Board.

organisation
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Responsibilities of management and those charged with governance for the condensed financial statements

Management is responsible for the preparation of the condensed financial statements in accordance with the financial
reporting provisions of the Legislation, and for such internal control as management determines is necessary to enable
the preparation of condensed financial statements that are free from material misstatement, whether due to fraud or
error.

In preparing the condensed financial statements, management is responsible for assessing the Company’s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the going concern
basis of accounting unless management either intends to liquidate the Company or to cease operations, or has no
realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Company'’s financial reporting process.
Auditor’s responsibilities for the audit of the condensed financial statements

Our objectives are to obtain reasonable assurance about whether the condensed financial statements as a whole are
free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our opinion.
Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance with
ISAs will always detect a material misstatement when it exists. Misstaternents can arise from fraud or error and are
considered material if, individually or in the aggregate, they could reasonably be expected to influence the economic
decisions of users taken on the basis of these condensed financial statements.

As part of an audit in accordance with ISAs, we exercise professional judgment and maintain professional skepticism
throughout the audit. We also:

* Identify and assess the risks of material misstatement of the condensed financial statements, whether due to fraud
or error, design and perform audit procedures responsive to those risks, and obtain audit evidence that is sufficient
and appropriate to provide a basis for our opinion. The risk of not detecting a material misstatement resuiting from
fraud is higher than for one resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control.

*  Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Company’s internal control.

* Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and
related disclosures made by management.

= Conclude on the appropriateness of management's use of the going concern basis of accounting and, based on the
audit evidence obtained, whether a material uncertainty exists related to events or conditions that may cast
significant doubt on the Company’s ability to continue as a going concern. If we conclude that a material uncertainty
exists, we are required to draw attention in our auditor’s report to the related disclosures in the condensed financial
statements or, if such disclosures are inadequate, to modify our opinion. Our conclusions are based on the audit
evidence obtained up to the date of our auditor's report. However, future events or conditions may cause the
Company to cease to continue as a going concern.

We communicate with those charged with governance regarding, among other matters, the planned scope and timing of
the audit and significant audit findings, including any significant deficiencies in internal control that we identify during our
audit.

KPMG Audit Limited

Chartered Professional Accountants
Hamilton, Bermuda
April 22, 2021
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