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In 1950 an idea was born from within one of
Australia’s leading financial institutions, the
Commonwealth Bank of Australia.

The idea was simple; to provide the employees of the
Commonwealth Bank with access to affordable health insurance
from a distinguished organisation whose sole purpose was that of
serving its members. A shared not-for-profit-cooperative, to which
employees could exclusively belong and call their own. On the 1st of
January 1951, the Commonwealth Bank Health Society (CBHS) was
formed.

Today, well over 80,000 members, and their families, trust CBHS to
provide them with complete peace of mind that CBHS will be there
when it is needed most. In times of uncertainty, CBHS has provided
thousands of Australian families with financial relief so that they can
focus on what’s most important — their wellbeing.

For CBHS, it’s not about being the biggest health fund, it's about
being a market leader in ways that are important to its members.
CBHS has one of the highest claims payout ratios and one of the
lowest management expense ratios allowing it to return more value
to members. It is not surprising then, that CBHS is regularly awarded
higher member satisfaction scores than most funds in the industry
by some of Australia’s highly respected research companies such as
Roy Morgan and Choice Magazine.

CBHS will never stop striving to improve. Embracing innovation
and a tenacious attitude towards constant and never-ending
improvement, it will always be committed to delivering on its Value
Promise, without compromising its not-for-profit philosophy.

Ultimately, we’ll always be there for you at each stage of your life’s
journey, like a loyal companion, always ready to help.

Ultimately, we’ll always be
there for you at each stage
of your life’s journey, like a
loyal companion, always
ready to help.
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3.5% increase in Membership
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11.3% increase in net claims incurred
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8.3% Investment Returns in 2013
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2013 2012 2011 2010 2009
INCOME STATEMENT
Direct premium revenue 269,043,545 251488025 227,983,184 205,367,330 180,282,354
Benefits incurred 215008365 191211740 177,989,149 161,605,655 142,930,274
:g:;r.]s::gﬁﬂttri ;'tsf'fj o 32140736 30,651,130 29282266 26,701,157 23,033,093
Government levies 3512052 3339350 3161989 2959269 2,755,649
Net claims incurred 250,752,053 225202,229 210433404 91,266,081 168,719,016
Net movement in unexpired ., 45s 45 (200,000) (088,583  (4,546,850)
risk liability
Management expenses 18,549,700 14,501,871 12,347,342 11,090,222 10,630,212
Underwriting surplus 907,261  11,083925 5202438 3099619 5479976
::Zif‘:r:e”t and other 13463984  7,232569 8230050 6499614 3,127,404
Operating surplus
attributable to members 14371245 19216494 13433388  10,499233 8,607,380
of CBHS
BALANCE SHEET
Current assets 113,000,141 29179389 96,990,009  97,270279 75,505,440
Non current assets 85137648 58542602  51,621752 25863740 31,035,699
Total assets 198,146,780 187,721,991 148,612,661 123,134,019 106,541,139
Current liabilities 65131425 69213969  49,120239  36,646830 30,524,491
Non current liabilities 620,979 484,882 374,134 396,415 519,232
Total liabilities 65,752,404 69,698,851 49494373  37,043245 31,043,723
Net assets 132,304,385 118,023,140  99,118288 86,000,774  75497,M6
Reserves
Asset revaluation reserve - - 311,642 717,516 623,391
Retained surpluses 132,304,385 118,023,140 98,806,646 85373258 74,874,025
Total reserves 132,304,385 118,023,140  99,118288 86,000,774  75497,M6
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Delivering value

to members @,
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186,000 people now experience the benefits
of CBHS membership.
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CBHS’ member focus ensures we give back more to members than
the industry average. In 2013 we paid out over 92 cents in claims for
every premium dollar received.
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7.0% increase in revenue, after providing members with a rate deferral
to the value of $3.5m.
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In keeping with our philosophy, we continually look to improve the
way we operate. This allows CBHS to maintain one of the lowest cost
bases in the industry.
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Message from

the Chairman
CEO

Chairman
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Paul Gladman
Chief Executive Officer

In early 2013, CBHS was very
proud to win the Roy Morgan
Research “Health Insurer of
the Year 2012” award. This
award measures satisfaction
across a range of products and
services for all providers in the
industry.

It was extremely satisfying

to have regular and positive
feedback from members
reinforced in this way. However,
we know that the smaller not-
for-profit funds dominate when it
comes to customer service and
value for money, so it is even
more rewarding to know that we
beat our peers in the not-for-
profit sector too.

In 2013, CBHS membership
grew by 3.5% such that it is now
in excess of 80,000 members
and with over 186,000 lives
covered. The fact that we have
again outgrown the industry

is testament to the value that
CBHS provides.

One example of how we
endeavoured to enhance that
value during 2013 was our
decision to defer our premium
rate increase for 3 months,

i.e. from the usual 1st April
implementation date to 1st

July. For two years we have
experienced a low claims
environment contributing to year-
on-year increased surpluses. As
we have said before, however,
low claims in one year should not
mean a low price increase for
the coming year because claims
behaviour can, and usually does,
revert back to normal or higher
levels. Notwithstanding this
uncertainty, we remained true to
our member focus, i.e. to return
as much as possible to our
members. We chose to do this
via both a premium rate increase
which was well below the
industry average and the deferral
of the increase.




Despite continuing economic
pressures on our members
and rapidly escalating hospital
and medical costs, CBHS has
managed to deliver a solid set
of financial results including an
above-target surplus of $14.4m.
Our benefit/contributions

ratio of 92.8% is particularly
pleasing as this is the measure
that represents our underlying
commitment to being a health
fund which strives to give
back to members as much as
possible.

Our Management Expense

Ratio (MER) is another measure
of which we have historically
been very proud. This year we
have seen it grow t0 6.9% —a
conscious decision on the part
of the Board due to the decision
to defer the implementation of
the 2013 rate increase and some
increased investment in strategic
initiatives. Removing the effects
of one-offs the underlying MER
was 6%, which continues to be
industry leading. We strongly
believe that in order to continue
to deliver value to our members
and thrive, not just survive, we
need to invest in new technology,
new processes and new product

development. Our strategy
for the next three years sees
significant investment in all of
these areas.

As a not-for-profit fund, we
pursue - and take great pride
in achieving — a relatively lean
average underwriting margin
of 1.75% - this compares to
an industry average of around

5%. One of the risks of such

a lean margin, together with a
low expense ratio, is that claims
cost volatility will have a greater
impact on pricing — there being
less of a margin available to
absorb the increased costs. To
help offset this impact, we rely
on income from our investments.
In 2013, our portfolio, which
now totals $185m, returned
$13.3m or 8.3%. While this is
an excellent result, we do not
focus on, nor strive for, returns
on a year-by-year basis. With
our investments playing such

a significant part in our overall
returns, it is critical for us to
ensure that our investment
assets are working as hard as
possible, but also with as little
risk as possible. In other words,
we will pursue consistency

of returns over absolute size

of return. To assist us in this
pursuit, from July 1st we
appointed a new investments
advisor, Towers Watson,

with whom we have worked
very effectively to develop a
clearer investment objective, a
more relevant Strategic Asset
Allocation and a revised strategic
investment policy. The key
principles of our policy include an

objective of achieving an average
return of CPI plus 2.5% over

a five year investment horizon
(the Reserve Bank of Australia
currently targets an inflation
rate of between 2% and 3%),
and a disciplined approach to
monitoring of performance and
to execution. As we approach
the end of calendar year 2013,
we have largely completed

our transition to our new asset
allocation which represents

a good blend of risk, returns,
diversification and security.

CBHS enjoys a unique
relationship with the
Commonwealth Bank in which
we feel we are a true partner
rather than just a supplier. This

is undoubtedly as a result of

our heritage in once being a

part of the Bank. Since 1996,

we have been open to past
employees (in addition to current
employees) and since 2007 we
have also been open to their
family members. While these
expansions have given us great
growth potential over the past 17
years, the opportunity exists to
further grow membership in this
expanded market. In an effort

to capture this opportunity and
ensure that we continue to grow
at above-industry levels, we have
embarked upon a major strategic
path which involves a number of
clear programs of work including:

1. ldentifying new distribution
channels. An example of this
iS our decision to trial our
products on a comparison
website. Aggregators are
becoming more popular
among consumers and
represent a great opportunity
for CBHS to gain wider
brand exposure and
marketing in order to get
in front of a much greater
number of eligible members.

2. Self-service is an initiative
which aims to increase the
functionality of our website,
and to provide mobile
applications, such that more
members can do more for
themselves; something
which has been identified as
a clear requirement from our
recent market research.

CBHS Annual Report 2013 15



3. Product development is a
normal part of our business
but we have determined
to focus on exploring new
product opportunities in
customer segments where
we have traditionally not
offered products.

Through these initiatives we aim
to build upon our value promise
of Greater Benefits, Lower Costs
and Member Focus.

To support our strategy
development for 2013 and
beyond, we undertook significant
market research. Thank you to
all members who participated in
this research. Some of the key
insights which will serve as a
foundation for our development
work in the coming years are as
follows:

1. Members are increasingly
expecting and demanding
full service via websites and
even mobile devices. To
this end, one of our major
strategic projects is the
redevelopment of our cbhs.
com.au website to provide
greater functionality, richer
and more relevant content
and easier navigation.

2. There is a market demand for
lower cost products which
CBHS does not currently
satisfy. While we will always
maintain a focus on value,
we have also committed to
better serve those members
and prospective members
who are looking for a lower
cost alternative.

3. There is a need for member
communication which
is more customised i.e.,
relevant to the individual
member, and goes beyond
policy administration and

16 CBHS Annual Report 2013

claims processing. We
will, therefore, be looking
to provide more pertinent
information, either through
the members’ area of the
website or via email.

Our recent member research
also identified changing
expectations regarding our hours
of operation i.e., members and
non-members expect us to be
open outside of core business
hours. In response to this, from
1st August this year we have
extended our operating hours

to 7.00am to 7.00pm. Not only
will this better meet member
expectations, it will also give us
greater workforce flexibility such
that much of our paperwork

can be processed in the quieter
periods, allowing more people to
spend more time answering the
phones in our peak periods.

Another example of our response
to member feedback was the
launch of our new “Prestige”
product. The feedback said,
among other things, that our
top product should have no
excess and that its name should
unequivocally communicate

‘the best’. To further cement

the product’s position as best of
breed, we added a new service
called “Best Doctors”, a service
which provides expert medical

opinions on diagnosis and
treatment plans for members
with critical illnesses. While the
product is our most expensive,
it is selling well among those
people who absolutely want the
best available.

Also reflecting the changing
needs and preferences of our
members, CBHS is now part of
the social media world. To date
we have been learning as much
as anything else; learning what
to do and, most importantly,
what not to do. Consequently,
we see social media as an
immediate communications
channel, as much for listening
as for speaking, and a great
opportunity to engage with
those members who like to

use this channel. However, it is
not for everyone and so we will
certainly not be prioritising it over
more traditional communication
channels.

Information technology always
has been, and is increasingly, a
major differentiator in business.
For many years, CBHS has
employed the services of an
external software support
company to facilitate our
systems development. During
2013, we took the decision to
bring this vital function back
in-house. With a likely increasing
agenda of government reform
and, therefore, systems changes
to support that reform, together
with our own internally generated
changes to support our
strategic program, we decided
that we needed much greater
control over our core asset i.e.,

our member administration
systems. This work involved
the recruitment of our own
systems development staff and
the development of operational
processes to replace those
that were previously run on our



Information technology always has
been, and is increasingly, a major
differentiator in business.

behalf. The increased costs of
this initiative are not material
and are offset by the benefits
outlined above. All of this work
was successfully completed in
August 2013.

As we prepare for 2013/2014,
we recognise that our members
are being presented with an
ever increasing amount of
choice — and not just in private
health insurance — and their
expectations are increased
every day as they become
exposed to more self-service,
more immediacy and more
customisation. You, our
members, have said that you
expect this from CBHS too. So,
we have committed to adding
this into our value promise for
this coming year.

We would like to take this
opportunity to thank the
directors, the Management

team and the staff of CBHS for
their continued commitment to
helping deliver on this promise.
And finally, we’d like to thank all
of our members for their ongoing
lovalty to our fund.

A7

Kerry Brinkley
Chairman

G clnn

Paul Gladman
Chief Executive Officer
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Corporate

(Governance
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Framework

The Constitution sets out various
matters relating to the corporate
governance practices of CBHS
and can be viewed on the CBHS
website (www.cbhs.com.au).

The role and responsibilities

of the Board of Directors (the
Board) are set out in the Board
Charter. Through this Charter
the Board is accountable to
Members for the activities and
performance of CBHS under the
Constitution. Under the Charter
a number of functions have been
reserved to the Board. These
functions include:

¢ approving the strategies and
financial objectives of CBHS

e approving the annual business
plan and budget

® approving major corporate
and capital initiatives

e endorsing corporate
governance programs

e approving investment
management initiatives.

The functions performed by the
Board are exercised within an
appropriate risk management
framework. To ensure that
decisions are taken quickly and
effectively, the Chief Executive
Officer (CEO) has been delegated
a number of authorities. These
authorities are exercised within
an extensive system of internal
controls. Principal among the
delegated authorities are the
day-to-day management of
CBHS along with developing
and maintaining a culture of
trust, honesty and integrity in
the relationships entered into by
CBHS.

Private health insurers (including
CBHS) are required to comply
with a number of prudential
standards issued by the Private
Health Insurance Administration
Council (PHIAC). One of these
standards, the Governance
Standard, is intended to ensure
that private health insurers are
managed prudently, that boards
have access to appropriate
independent expertise and that
the boards of insurers include




directors who have suitable
competencies and experience to
understand the relevant business
issues and risks that they
encounter.

The Board also endeavours,
where applicable, to conform

to the corporate governance
principles and recommendations
issued by the ASX Corporate
Governance Council from time-
to-time.

CBHS is committed to keeping
its Members informed about
general developments in
corporate governance and

the practical impact of those
developments for CBHS. A
dedicated corporate governance
section is maintained on the
CBHS website which also
includes commentary about the
risk management approach of
CBHS.

Board of Directors

The Board comprises seven
Directors. Each of the Directors
is a non-executive director.
Throughout the financial year
each Director also confirmed
that he or she was independent
(that is, free from any business
or other association with

CBHS that could materially
interfere with the Director’s
independent judgment).

Details of each Director’s
experience, qualifications, special
responsibilities and attendance
at meetings are set out in the
Directors’ Report. In accordance
with the Constitution, all
Directors are members of CBHS.

The Board meets regularly

to a schedule agreed prior

to the start of each calendar
year. The meeting agenda is
designed to provide adequate
information about operations
and the environment in which

CBHS operates and to allow
the Board to guide and monitor
management and assist in
involvement in discussions and
decisions on strategy. Matters
of a strategic nature including
implementation of key strategic
initiatives are given priority on the
agenda. In addition, scheduled
meetings are supplemented

by special purpose meetings
where required and at least one
meeting annually has a detailed
strategy review focus.

Directors, as provided for in
the Constitution, have utilised
“written resolutions” as a way
to maximise efficiency. Such
written resolutions are generally
dealt with by using appropriate
communication technology to
enable decisions to be made
by the Board where it is not
possible or convenient to
convene a physical meeting.
These decisions are formally
recorded in the minutes of the
next meeting of the Board.

Directors are required to
disclose any conflicts and
material personal interests to

the Board. Where necessary

the Board will evaluate whether
a Director should participate in
the consideration of a matter by
using the mechanism set out in
the Corporations Act 2001. Each
Director regularly reviews his or
her position in order to avoid any
situation where an interest might
affect, or appear to affect, a
decision made by the Board.

Managers responsible for

critical areas of the business

are requested from time-to-

time to brief the Board and its
Committees so as to assist
Directors in maintaining their
familiarity with and understanding
of CBHS activities. These
briefings contribute to the
assessment made by the

Board about the performance

of Management in running the
business. External professionals
and consultants also brief the
Board and its Committees where
appropriate.

The Board has in place a
procedure whereby, after
appropriate consultation,
Directors are entitled to seek
independent professional advice
at the expense of CBHS to assist
them carry out their duties as
Directors. The policy provides
that any such advice is generally
made available to all Directors at
the request of the Chairman.

The Constitution provides that
the maximum aggregate term

of a director is 12 years. For
directors in office at the time

of this change, the 12 year
aggregate is to be calculated
from 20 November 2003. The
Board periodically assesses

its performance, policies and
practices along with the skills,
experience and expertise that are
required to competently discharge
the Board’s duties, having regard
to the strategic direction of the
Company. Directors participate

in an induction program upon
appointment and in relevant
industry education sessions
where appropriate. Industry
education includes sessions with
experts in the particular fields
relevant to CBHS operations. The
training and education programs
ensure Directors keep up to

date with developments in a
dynamic and challenging industry.
Directors are also encouraged to
attend and actively participate in
education sessions and courses
offered by the Australian Institute
of Company Directors and other
relevant professional institutions.
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Relationship with
Management

The Board has delegated to

the CEO the authorities and
powers necessary to achieve the
Vision of CBHS. The authorities
are designed to accelerate
decision-making processes,
improve efficiency and service

to members.

The CEO may further delegate
within a comprehensive set

of Management delegations
and guidelines. The CEO
remains accountable for all
authority delegated to Executive
Management.

Board Committees

The Board is supported by
four Committees which meet
regularly to consider the audit
process, board composition,
investment and capital
management, remuneration
and people matters. Each
Committee operates under a
Charter, approved by the Board,
which is reviewed from time-to-
time. Board Committees have
delegated authority within

their Charter of responsibilities
and make recommendations
to the Board. Activities of

each Committee are reported
to the Board.

Details about the membership of
Committees and the attendance
of members at Committee
meetings are set out in the
Directors’ Report.
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Audit Committee

The purpose of the Audit
Committee is to assist the
Board to fulffill its statutory and
fiduciary responsibilities relating
to the financial reports, the risk
management framework, the
independence of the auditors
and regulatory compliance.

In practice the Audit Committee
provides an objective non-
executive review of the
effectiveness of the external
reporting of financial information,
the strength of systems,
process and control frameworks
(including over outsourced
functions) and the strength

and reliability of management
practice and internal and external
audit services.

* reviewing all material
accounting matters that
require the exercise of
judgement by Management
together with the reporting of
those matters to the Board

e monitoring the effectiveness
of the risk management
framework (including the Risk
Management Plan) and the
internal control environment

¢ evaluating the independence
of the external auditor.

During the 2013 financial year,
the Audit Committee devoted

a significant amount of time

to reviewing the way in which
CBHS identifies and manages its
strategic risks. This review was
against the background of the
extensive strategy development

The Charter of the Audit Committee
meets the requirements for the

responsibilities of an Audit Committee set
out in the PHIAC Governance Standard.

The Charter of the Audit
Committee meets the
requirements for the
responsibilities of an Audit
Committee set out in the PHIAC
Governance Standard. The Audit
Committee’s responsibilities
include:

e oversight of Management
in the preparation of the
financial statements and
financial disclosures and
PHIAC statutory regulatory
requirements

® reviewing accounting policies
adopted by CBHS to ensure
compliance with relevant laws
and accounting standards

initiatives that were identified in
the latter part of 2012-13.

The Audit Committee relies

on the information provided

by Management, the Internal
Auditor and the External Auditor
and a critical part of its oversight
function includes meeting
separately with both the External
and the Internal Auditors, in the
absence of Management, on a
regular basis. In addition, the
Audit Committee considers, in
the absence of Management and
the Auditors, the quality of the
information it receives.



CBHS currently requires the
partner of CBHS’ External
Auditor responsible for managing
the CBHS audit to be rotated
after a period of five years.

The CEQO is authorised to appoint
and remove the Internal Auditor
only after consultation with the
Audit Committee.

Membership of the Audit
Committee consists of financially
literate non-executive Directors.
In accordance with the PHIAC
Governance Standard the
Chairman of the Audit Committee
is an independent Director. The
Board has also decided that at
least one Director must have
expertise in financial accounting
and reporting. The Chairman

of the Board is not permitted

to be Chairman of the Audit

Committee. The CEQ, Executive
Managers, Appointed Actuary,
Internal Auditor and External
Auditor attend by invitation.

Nomination
Committee

The Nomination Committee
reviews the composition and
effectiveness of the Board. In
addition to its role in proposing
candidates for director
appointment for consideration
by the Board, the Nomination
Committee has oversight
responsibility with respect to:

e the establishment of
processes by which the skKill,
experience and expertise
levels of Directors can be
enhanced (including through
both continuing education and
induction programs)

¢ the processes for the annual
review of the performance of
individual Directors and the
Board as a whole

¢ review of the Board’s
succession plan to ensure
that CBHS maintains an
appropriate balance of skills,
expertise and experience on
the Board

review of the succession
planning requirements for
the CEQO.

The work of the Nomination
Committee includes responsibility
for reviewing CBHS’ compliance
with the “renewal” policy
requirements of the PHIAC
Governance Standard (i.e. the
renewal of directors on the
board). With respect to Director

appointments, the Constitution
requires that Directors must
stand for re-election at least
every three years on a rotation
basis. In addition to the three
year re-election requirement,
new Directors appointed by the
Board to fill casual vacancies
must seek election at the Annual
General Meeting of Members
which immediately follows their
appointment.

Meetings of the Nomination
Committee may also include the
CEO, Executive Managers and
other professionals by invitation.

Investment
Committee

The Board has established an

Investment Committee with a

Charter to review, develop and
monitor all investment-related

activities.

Key responsibilities of the
Investment Committee include
making recommendations to
the Board on appropriate risk
and return objectives, strategic
benchmarks, investment
structures, investment target
allocations and investment
delegations for CBHS’ investment
portfolio. The work of the
Investment Committee includes
reviewing, recommending
investment managers and
reviewing the performance of those
managers and the investment
portfolio as a whole.

To assist in undertaking this
work, the CBHS Investment
Committee has for a number

of years been supported by an
external investment advisor.
Towers Watson was formally
appointed as CBHS’s investment
advisor effective 1 July 2012,
Throughout 2012-13, Towers
Watson assisted the Investment
Committee in a detail review
and update of the Investment
Policy Statement (IPS). The

IPS is intended to ensure that
appropriate oversight is provided
over CBHS investments and
that, ultimately, effective returns
are delivered according to
identified objectives and risk
tolerances. The appointment of
Towers Watson recognised the
changing nature of investment
markets and experiences, and
the benefits of pre-eminent
advice in the management of the
investment portfolio.
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People &
Remuneration
Committee

The principal responsibilities of
the People and Remuneration
Committee are to:

e consider and recommend to
the Board the remuneration,
performance payments and
KPIs of the CEOQ;

¢ be informed of leadership
performance, legislative
compliance in employment
issues, industrial agreements
and occupational health and
safety;

® approve the aggregate of the
remuneration adjustments
and the performance payment
structure for senior executives;

e review succession plans for
key management employees;

* review the remuneration
process for general staff; and

* review people policies.

The Board and the People
and Remuneration Committee
recognise that, while
remuneration is important

in recruiting, retaining and
motivating talented and effective
people, other factors also play
a major role. These include the
corporate reputation of CBHS,
its ethical culture and business
values, its executive leadership
and other people policies.

Meetings of the People and
Remuneration Committee
may also include the CEO,
Executive Managers and other
professionals by invitation.
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Board and Committee
Performance
Assessment

In accordance with the PHIAC
Governance Standard, CBHS
has a policy to assess (on an
annual basis) the performance
of the Board, Committees and
individual Directors against each
of their performance objectives.
The assessment of performance
for the Board, Committees and
Directors is undertaken prior

to the commencement of the
meeting programs for each
calendar year.

Directors’
Remuneration

The aggregate remuneration

of independent non-executive
Directors is determined, from
time-to-time, by a general
meeting, as specified in the
Constitution. The aggregate sum
is divided between the Directors
as they agree. The policy of

the Board is that the aggregate
amount should be set at a level
which provides CBHS with the
necessary degree of flexibility to
enable it to retain the services of
Directors of the highest calibre.
The last determination was at
the AGM held on 28 October
2010, when members approved
an aggregate remuneration of
$300,000 per annum. Details of
Directors’ remuneration are set
out in note 26. Directors’ fees
do not incorporate any bonus or
incentive element.

Chief Executive
Officer Remuneration

The Board, pursuant to

the Constitution, fixes the
remuneration of the CEQ as part
of the terms and conditions of
appointment. Remuneration is
reviewed on an annual basis

by the Board. The CEO’s
remuneration includes an
appropriate level of “at risk”
remuneration in the form of a
performance payment. The
payment, where it is payable,

is made annually and relates to
CBHS’ performance across a
range of key result areas and to
the CEQ'’s individual contribution
with respect to a range of
performance targets.

Executive
Management
Remuneration

CBHS policy in respect of
Executive Management
incorporates remuneration that
is competitively set so that
CBHS can attract, motivate and
retain high calibre executives

to lead the company. The

policy contains variable pay for
performance elements which link
reward with the strategic goals
and performance of CBHS as
well as individual performance.
The People and Remuneration
Committee reviews remuneration
annually through a process

that also considers relevant
comparative remuneration in

the market.



Executive
Management
Performance
Assessment

Executive Management
(including the CEO) have
individual and company-wide key
performance indicators (KPIs) set
at the commencement of each
financial year. The KPIs of the
CEO are finalised following the
Board’s approval of the annual
business plan. The KPIs of the
senior management team are
usually finalised after the CEO’s
targets have been set.

A performance payment potential
is established for each executive
and senior manager at the
commencement of the financial
year. The payment, where it is
payable, is an annual payment
that relates to performance
against a range of targets.
Performance payments were
made to senior managers in
October 2012. These payments
related to the performance

of each employee for the
2011/2012 financial year.

Deed of Indemnity
for Directors

At the 2012 AGM, Members
approved CBHS entering into a
deed of indemnity (in the form
tabled at the meeting) with
current and future Directors.
Deeds of indemnity have been
executed by CBHS with each
Director in a form consistent with
the approval of Members. The
deeds provide an appropriate
indemnity for each Director

and clarify the rights and
obligations of a Director with
respect to access to documents
and records, confidentiality,
notification and conduct of
claims, advances of legal costs
until the finalisation of a claim
and insurance against claims.

Risk Management

The Board and Management

of CBHS see risk management
as a discipline for ensuring
achievement of business
objectives rather than as an
administrative compliance
exercise. To this end the Board
and Management have spent
considerable time over the last
few years evaluating the various
risks facing the business, with
particular focus on material
strategic risks. This has helped
formulate the Board’s risk
appetite for operating in the
current environment and has
created a discipline for the Board
to review and focus on those
higher level strategic risks that
could ultimately jeopardise the
viability of the business. Our
risk management approach
also allows CBHS to explore
the opportunities that can be
pursued whilst mitigating the
risk. This strategic approach to
risk management has helped
direct our efforts to just those
initiatives that will truly ensure the
sustainability of our business.

CBHS also has a comprehensive
system of operational risk
management and controls. This
risk management framework is
critical to the safety, reputation
and sustainability of the
operations of the Company and
to the ongoing viability of the
health benefits fund operated

by CBHS. A detailed Risk
Management Plan has been in
place over a number of years
which sets out the various
elements of the risk management
framework and also documents
the actions the Company

will take to ensure risks are
appropriately handled. CBHS
also utilises risk management
software to identify and manage
operational risks. The various risk
management practices are

undertaken within the overriding
principle that business risk

is a basic line management
responsibility — all managers,

not just the CEO, share that
responsibility. Independent
review of the way in which
Management has assessed risks
and implemented internal controls
within the risk management
framework is carried out through
Internal Audit.

Both the Board and the Audit
Committee receive frequent
updates about the management
of operational and strategic

risk. At each Board meeting,
the CEO updates the Board on
developments in relation to the
material strategic risks facing
CBHS. The Audit Committee
also reviews business risks on a
regular basis, with Management
advising the Committee about
CBHS risk management
practices during each Audit
Committee meeting.

As part of the sign-off for the
financial reports, Management
completes a Management
Certification and Representation
questionnaire on various

matters relevant to the financial
statements and internal control
framework. Also included in the
Certification is an assurance from
the CEO and Chief Financial
Officer that the risk management
and internal control systems are
effective.

At the conclusion of each
financial year the Board is
required to empower two
Directors to certify the annual
PHIAC Risk Management
Statement. The Statement
acknowledges that CBHS

has adequate control systems
to measure, monitor and
manage risk.
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CBHS Workplace
Philosophy

CBHS has a general duty of
care to ensure the health,

safety and welfare at work

of all employees and others

who come into the workplace.

In line with this, CBHS is
committed to maintaining a work
environment that is free of any
form of unlawful discrimination,
harassment or bullying. Through
the implementation of effective
anti discrimination policies,
procedures and targeted training
programs, CBHS provides a
workplace culture that is fair

and equitable in all aspects

of employment and where
employees are treated with
respect and dignity.

A system has been established
which allows staff to maintain

their confidentiality should they
wish to report behaviour issues.

CBHS has a policy of diversity
in employment tailored to the
unique circumstances and
requirements of the Company.
This policy leads to a variety of
skills, experience and personal
qualities in its employees. This
commitment allows CBHS to
reap the corporate benefits of its
employee and director talent —
benefits which serve to enhance
CBHS’ capacity to provide a
quality service to its Members.
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Monitoring

The financial performance of
CBHS is monitored through
regular Management reporting
of performance against budgets.
These budgets have been
established by Management
and approved by the Board. The
External Auditors review and test
the system of internal controls,
to the extent necessary, for an
independent opinion on the
financial statements at the end
of the year.

Systems

The systems of information
technology and internal

financial controls are designed
to provide assurance against
material misstatement or loss by
enabling the timely identification
of problems that require the

Private Health
Insurance Code of
Conduct

CBHS operates and is
accredited under the Private
Health Insurance Industry Code
of Conduct. The Code forms the
basis for the manner in which
the people of CBHS perform
their work by requiring CBHS

to operate its business in an
open and honest manner with
Members, employees, providers,
the regulator (PHIAC) and the
health insurance industry.

The Code promotes informed
relationships between private
health insurers and consumers.
The objective of the Code is to
enhance regulatory compliance
and service standards across the
industry.

A system has been established
which allows staff to maintain their
confidentiality should they wish to
report behaviour issues.

attention of Management or the
Board. These controls have been
established by Management and
are reviewed from time-to-time
by the Audit Committee and

the Board.







Directors’
Report

The Directors of CBHS Health Fund

Limited (CBHS) submit their report
together with the financial report
of CBHS for the year ended

30 June 2013. In order to comply
with the provisions of the
Corporations Act 2001,

the Directors report

as follows:

Board of Directors Information on

The following persons held office Directors
as Directors during or since the
end of the financial year:

Kerry Maree Brinkley

. _ Ms Brinkley has been a member
* Kerry Brinkley (Chairman) of CBHS since February 1973.
¢ Leslie Moth (Deputy Chairman)  She has been a Director of
CBHS since January 1993,
and was elected Chairman on
e Michelene Hart 25 November 2008. She is the
Chairman of the Nomination
Committee and a member of
* John Matthews the People and Remuneration

e Ronda Ryan (retired from the ~ Committee. Ms Brinkley is

Board on 8 November 2012) the Managing Director of
Directioneering Queensland Pty

* Fintan Thornton (was Ltd. Ms Brinkley has had 20
appointed to the Board on 8 o5s” experience in various roles
November 2012) within the Commonwealth Bank

(the Bank). Following her time in
the Bank, Ms Brinkley occupied
the roles of CBA Section
Secretary and Queensland
Branch Secretary (CBA Section)
within the Finance Sector Union

e Kevin Bourke

e Marielle Latour
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of Australia and then operated
a successful Industrial Relations
Consultancy, Kerry Brinkley
Consulting Pty Ltd. She is a
graduate of Harvard University,
Trade Union Program 1997,
which included topics of law,
economics and the American
Health Systems. Ms Brinkley

is a graduate and fellow of the
Australian Institute of Company
Directors.

Mr Moth has been a member of
CBHS since February 1968. He
has been a Director of CBHS
since December 2006, and was
elected Deputy Chairman on 25
November 2008. He is Chairman
of the Investment Committee, as
well as a member of the Audit
and Nomination Committees.

Mr Moth retired from the Bank

in 2004 following a career
spanning 36 years. During

this time he performed senior
roles including leadership roles
within a number of subsidiary
companies of the Bank Group.
Mr Moth holds a Bachelor of
Economics with Honours, is a
Fellow of the Financial Services
Institute of Australasia and is a
Certified Professional Member of
the Australian Human Resources
Institute.

Mr Bourke has been a member
of CBHS since August 1963.
He was elected a Director

of CBHS in November 2002
and is a member of the

People and Remuneration
Committee. He has had over
38 years experience with the
Commonwealth Bank Group
and held executive positions in
Branch Management, Property
Project Management, Corporate

Finance, Human Resources
and Financial Services. He

was the Company Secretary

of the Financial Services group
of subsidiary companies for
seven years and the Assistant
Company Secretary of the Bank
from 1996 until his retirement in
November 2001. He is also a
Fellow of Chartered Secretaries
Australia, Fellow of the Financial
Services Institute of Australasia,
and Fellow of the Institute of
Public Accountants.

Ms Hart has been a member of
CBHS since April 2005. She has
been a Director of CBHS since
December 2006 and is Chairman
of the Audit Committee and

a member of the Investment
Committee and Nomination
Committee. Ms Hart has over
25 years experience in financial
services (including over 20 years
within the Bank and the Colonial
Group). She has operated for
the last 15 years at a board

and general management

level in asset management,
superannuation, insurance and
banking. Most recently she has
been the Chief Executive Officer
of a listed investment company,
Managing Director of a listed
property trust and is currently
the principal and co-founder

of Yorkway Capital Partners,

an independent investment
advisory firm. Ms Hart’s
professional experience includes
general business management,
strategy development, finance,
governance, risk management
and corporate finance. Ms

Hart is a CPA and holds a
Bachelor of Economics, an
Executive MBA and a Graduate
Diploma in Applied Finance and
Investments.

Ms Latour is a member of
CBHS and was appointed by
the Board in May 2010. She is a
member of the Audit Committee
and Investment Committee.

Ms Latour has over 25 years
experience in financial services
having worked for organisations
including the Bank, Colonial
Group and Tower Australia
Limited. Her professional
experience is in marketing and
the operational management

of businesses. She has held
senior management positions

in marketing, strategy and
project management. Ms Latour
holds an Executive MBA and a
Bachelor of Economics.

Mr Matthews has been a
member of CBHS since 1964
and a Director since September
2008. He is Chairman of the
People and Remuneration
Committee and a member of
the Nomination Committee.

Mr Matthews retired from the
Bank in 2004 after a career of
40 years, during which he held
senior executive positions in
Australia and overseas. He has
extensive experience in treasury
management and human
resources. Mr Matthews holds
several company directorships/
committee memberships. He
holds a Bachelor of Economics
degree from Sydney University,
is a graduate of the International
Advanced Management
Programme (IMI Geneva), a
Senior Fellow of the Financial
Services Institute of Australasia
and a member of the Australian
Institute of Company Directors.
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Mr Thornton is a member of
CBHS and was appointed as
a Director in November 2012
and is a member of the Audit
Committee. Mr Thornton

has over 14 years’ financial
services experience. Mr
Thornton’s current role is Head

communications, governance
and strategy development.
Amongst other appointments,
Mr Thornton was actuary to
Qantas Airways, the Reserve
Bank of Australia and the NZ
Government. Mr Thornton
also held the role of executive
adviser to Russell Investment’s
Australia/NZ CEO. Mr Thornton
holds a Bachelor of Actuarial
Mathematics and Statistics

Ms Ryan retired from the Board
on 8 November 2012. Ms Ryan
has been a member of CBHS
since July 1997 and was a
Director since November 2000.
She has experience in a broad
range of industries including
financial services and media
having worked for organisations
including the Bank, Westpac,

of Employee Superannuation

at the Commonwealth Bank

of Australia. He has previously
worked as a consulting

actuary for Towers Watson

and Russell Investments. Mr
Thornton’s financial services
experience is predominantly

in superannuation (including
complex defined benefit
arrangements) where he advised
companies and super funds

on asset/liability matters (i.e.
investments), risk management,

National Australia Bank, and
News Limited. Her professional
experience is in Project and
Program Management and the
Operational management of IT.
Ms Ryan holds an MBA and

is a graduate member of the
Australian Institute of Company
Directors

degree and is a Fellow of the
UK and Australian Actuaries
Institutes and is a Member of the
Australian Institute of Company
Directors. Mr Thornton is
actively involved in the Actuaries
Institute where he supports its
Risk Management Committee
on developing guidance for
actuaries on various matters
including Enterprise Risk
Management.

Directors’ Meetings

The number of Directors’ meetings (including meetings of Committees of Directors) and number of meetings
attended by each of the Directors of CBHS during the financial year were:

Board Audit Committee People & Remuneration
Committee

Directors No. of No. of No. of No. of No. of No. of

meetings meetings meetings meetings meetings meetings

eligible to  attended eligibleto  attended eligibleto  attended

attend attend attend

K. G. Bourke 10 9 1 1 1 1

K. M. Brinkley 10 10 - 12 2 2

M. Hart 10 9 3 3 - -

M. D. Latour 10 10 3 3 - -

J. E. Matthews 10 10 - 12 2 2

L. G. Moth 10 8 3 3 - -

R. J. Ryan 3 2 - 12 - -
F. B. Thornton 7 8 2 2

1. Attended Board meeting of 12 September 2012 as an observer.
2. Attended Audit Committee meeting of 30 August 2012.
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Nomination

Investment

Directors No. of meetings No. of meetings No. of meetings No. of meetings

eligible to attend attended eligible to attend attended
K. G. Bourke - - - -
K. M. Brinkley 2 2 - -
M. Hart 2 2 5 5
M. D. Latour - - 5 5
J. E. Matthews 2 2 - -
L. G. Moth 2 2 5 5
R. J. Ryan - - - -

F. B. Thornton

Company Secretary

Mr Nick Elvin was appointed
Company Secretary in June
2008. He joined CBHS following
a 16 year career in the public and
private sectors encompassing
areas such as risk management,
legal and industrial advocacy,
employee relations and human
resources. Mr Elvin worked in the
Bank for over 5 years and held
governance responsibilities while
working in the Bank’s global
markets risk team. Mr Elvin has
a Bachelor of Economics and a
Bachelor of Laws, was admitted
as a Solicitor of the NSW
Supreme Court in 1993 and
obtained the Graduate Diploma
of Company Secretarial Practice
in 2001. Mr Elvin is a Chartered
Secretary and holds Associate
membership of Chartered
Secretaries Australia.

Indemnification of
officers or auditor

During the financial year, CBHS
paid a premium in respect of

a contract insuring all past,
present and future directors,
company secretaries, and

executive officers of CBHS
against any liability incurred as a
director, secretary or executive
officer to the extent permitted
by the Corporations Act 2001.
In accordance with commercial
practice the contract of
insurance prohibits disclosure
of the terms of the policy
including the nature of the liability
insured against and the amount
of the premium.

CBHS has not otherwise,
during or since the financial
year, indemnified or agreed to
indemnify an officer or auditor
of CBHS or of any related body
corporate against a liability
incurred as an officer or auditor.

Principal activities

The principal activity of CBHS
during the financial year was the
provision of health insurance and
related well being services to its
members, their dependants and
immediate family members.

Dividends

The Constitution of CBHS
prohibits the payment of
dividends.

Review of operations

The net amount of surplus for the
financial year was $14,371,245
(2012: $19,216,494 surplus).
CBHS is exempt under section
50-30 of the Income Tax
Assessment Act 1997 from
paying income tax.

A review of operations and the
results for the financial year are
set out in the Chairman’s and
CEO’s messages.

Changes in state
of affairs

During the financial year there
was no significant changes in the
state of affairs of CBHS.

Subsequent events

There has not been any matter
or circumstance, occurring
subsequent to the end of

the financial year that has
significantly affected, or may
significantly affect the operations
of CBHS, the results of those
operations, or the state of affairs
of CBHS in future financial years.

CBHS Annual Report 2013 29



Details of the
amounts paid
or payable to
the auditor for
audit and non-
audit services
provided during
the year are
provided in
note 25 to the
accounts.
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Environmental
regulation

CBHS has assessed whether
there are any particular or
significant environmental
regulations which apply to it
and has determined that there
are none.

Non-audit services

The Company may decide

to employ the auditor on
assignments additional to their
statutory audit duties where
the auditor’s expertise and
experience with the company,
are important.

Details of the amounts paid or
payable to the auditor for audit
and non-audit services provided
during the year are provided in
note 25 to the accounts.

The Board has considered the
position and, in accordance
with advice received from the
Audit Committee, is satisfied
that the provision of the non-
audit services is compatible
with the general standard of
independence for auditors
imposed by the Corporations
Act 2001. The Directors are
satisfied that the provision of
non-audit services by the auditor
did not compromise the auditor
independence requirements of
the Corporations Act 2001 for
the following reasons:

¢ all non-audit services have
been reviewed by the Audit
Committee to ensure they do
not impact the impartiality and
objectivity of the auditor;

e none of the services
undermine the general
principles relating to auditor
independences as set out in
APES 110 Code of Ethics for
Professional Accountants.

Auditor’s
independence
declaration

The auditor’s independence
declaration as required under
section 307C of the Corporations
Act 2001 is set out on page 31
of the annual report.

Future developments

Disclosure of information
regarding likely developments in
the operations of CBHS in future
financial years and the expected
results of those operations
would result in unreasonable
prejudice to CBHS. Accordingly,
this information has not been
disclosed in this report.

Signed in accordance with a
resolution of the directors made
pursuant to section 298 (2) of the
Corporations Act 2001.

On behalf of the Directors.

HLe—7

K. M. Brinkley
Chairman

N OA

M Hart
Director

Dated at Sydney 29th day of
August 2013



.

pwc

Auditor’s Independence Declaration

As lead auditor for the audit of CBHS Health Fund Limited for the year ended 30 June 2013,
I declare that to the best of my knowledge and belief, there have been:

a) no contraventions of the auditor independence requirements of the Corporations Act
2001 in relation to the audit; and

b) no contraventions of any applicable code of professional conduct in relation to the audit.

This declaration is in respect of CBHS Health Fund Limited during the period.

o —

R Balding
Partner

Sydney
29 August 2013

PricewaterhouseCoopers, 201 Sussex Street, GPO BOX 2650, SYDNEY NSW 1171
T: +61 (2) 8266 0000, F: +61 (2) 8266 9999, www.pwc.com.au

Liability limited by a scheme approved under Professional Standards Legislation.
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Statement of
Comprehensive
Income




2013 2012

Notes $ $
Direct premium revenue 269,043,545 251,488,025
Direct claims expense (214,273,810) (190,780,320)
Net movement in outstanding claims liability (1,114,555) (256,420)
(claims & other component)
Net movement in outstanding claims liability 290,000 (175,000)
(risk equalisation component)
Health benefits risk equalisation trust fund (32,140,736) (30,651,139)
Government levies (5) (3,512,952) (3,339,350)
Net claims incurred (2) (250,752,053) (225,202,229)
Net movement in unexpired risk liability (21)b) 1,165,469 200,000
Salaries and employee benefit expense (9,921,312 (8,126,889)
Other underwriting expenses ) (8,156,281) (5,880,764)
Underwriting result 1,379,368 12,478,143
Investment income 3) 7,732,488 7,822,053
Fair value gains/(losses) on financial assets 4 5,555,733 (671,908)
at fair value through profit or loss
Other income (3) 175,763 (15,448)
Depreciation and amortisation expense (6) (472,107) (396,346)
Operating surplus attributable to 14,371,245 19,216,494
members of CBHS
Other comprehensive income
Gain/(loss) on revaluation of building (22) - (311,642)
Surplus for the period 14,371,245 19,216,494
Total comprehensive income 14,371,245 18,904,852

for the year
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Balance
Sheet




2013 2012

Notes $ $
Current assets
Cash and cash equivalents 8) 42,188,122 27,165,871
Trade and other receivables 9 13,601,158 15,550,679
Financial assets at fair value through profit (10) 57,000,000 83,450,000
or loss
Other (12) 219,861 418,606
Assets classified as held for sale (1 - 2,594,233
Total current assets 113,009,141 129,179,389
Non-current assets
Financial assets at fair value through profit (13) 83,226,602 57,793,523
or loss
Property, plant & equipment (14) 1,911,046 749,079
Total non-current assets 85,137,648 58,542,602
Total assets 198,146,789 187,721,991
Current liabilities
Trade and other payables (16) 10,505,873 10,041,003
Outstanding claims liability (19) 27,983,875 27,159,320
Unearned premium liability (20) 25,437,881 29,878,806
Unexpired risk liability (21)a), (21)c) - 1,165,469
Provisions (17 1,203,796 969,371
Total current liabilities 65,131,425 69,213,969
Non-current liabilities
Provisions (18) 620,979 484,882
Total non-current liabilities 620,979 484,882
Total liabilities 65,752,404 69,698,851
Net assets 132,394,385 118,023,140
Reserves
Retained surpluses 132,394,385 118,023,140
Total reserves (22) 132,394,385 118,023,140
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Cash Flow
Statement




2013 2012
$ $
Notes Inflows Inflows
(Outflows) (Outflows)
Cash flows from operating activities
Receipts from members 266,263,786 265,056,892
Payments to members, employees and (266,886,177) (237,767,706)
suppliers
Net cash flow provided by operating (23)b) (622,391) 27,289,186
activities
Cash flows from investing activities
Payments for property, plant and equipment (1,639,235) (654,132
Proceeds from sale of property, plant & 2,690,380 187
equipment
Interest and investment income received 8,020,843 7,872,743
Payments for investments 6,572,654 (22,612,505)
Net cash flow used in investing 15,644,642 (15,393,707)
activities
Increase / (decrease) in cash and cash 15,022,251 11,895,480
equivalents
Cash and cash equivalents at 27,165,871 15,270,391
beginning of financial year
Cash and cash equivalents at the end (23)a) 42,188,122 27,165,871

of financial year
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Notes to the
Financial
Statements
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1) Summary of
Significant accounting
policies

Statement of compliance

These general purpose financial
statements have been prepared
in accordance with Australian
Accounting Standards, other
authoritative pronouncements
of the Australian Accounting
Standards Board, Urgent Issues
Group Interpretations and the
Corporations Act 2001.

The financial statements

of CBHS also comply with
International Financial Reporting
Standards (IFRS) as issued by
the International Accounting
Standard Board (IASB).

The financial statements were
authorised for issue by the
Directors on 29 August 2013.

Basis of preparation

The financial report has been
prepared on the basis of
historical cost, except for the
revaluation of certain non-current
assets and assets backing
general insurance liabilities. Cost
is based on the fair values of the
consideration given in exchange
for assets. All amounts are
presented in Australian dollars.

The following significant policies
have been adopted in the
preparation and presentation of
the financial report.

New Accounting
Standards and
Interpretations

Standards, interpretations and
amendments available for early
adoption were not applicable
to CBHS and hence have not
been applied in these financial
statements.



Insurance Policies

Insurance contracts are defined
as those containing significant
insurance risk at the inception
of the contract, or those

where at the inception of the
contract there is a scenario
with commercial substance
where the level of insurance risk
may be significant over time.
The significance of insurance
risk is dependent on both the
probability of an insurance
event and the magnitude of its
potential effect.

Once a contract has been
classified as an insurance
contract, it remains an insurance
contract for the remainder of its
lifetime, even if the insurance
risk reduces significantly during
this period.

CBHS has determined that all
current contracts with members
are insurance contracts.

Revenue is recognised to the
extent that it is probable that
the economic benefit will flow
to CBHS and the revenue can
be reliably measured. Revenue
is measured at the fair value

of the consideration received
or receivable. The following
specific recognition criteria must
also be met before revenue is
recognised.

Premium revenue

Premium revenue comprises
premiums from private health
insurance contracts held by
policy holders.

Premium revenue comprises
contributions received from
members, inclusive of the
Government rebate. The rebate
is recognised in the Statement

of Comprehensive Income as
premium revenue. Rebates due
from the Government but not
received at balance date are
recognised as receivables.

Premium revenue is recognised
in the income statement from the
attachment date over the period
of the contract. Premium revenue
relating to future financial periods
is classified as unearned premium.
Revenue includes the movement
in contributions in arrears which is
assessed based on the likelihood
of collection established from
past experience.

Investment income

Interest revenue is accrued on a
time basis, by reference to the
principal outstanding and at the
effective interest rate applicable,
which is the rate that exactly
discounts estimated future cash
receipts through the expected
life of the financial asset to the
asset’s net carrying amount.

Net fair value gains or losses are
recognised in the period for all
financial assets classified as at
fair value through profit or loss.

Revenue, expenses and assets
are recognised net of the amount
of goods and services tax (GST),
except:

i. where the amounts of GST
incurred are not recoverable
from the taxation authority,
it is recognised as part of
the cost of acquisition of an
asset or as part of an item of
expenses; or

ii. for receivables and payables
which are recognised
inclusive of GST.

The net amount of GST
recoverable from, or payable to,
the Australian Taxation Office
(ATO) is included as part of
receivables or payables.

Cash flows are included in the
cash flow statement on a gross
basis. The GST component of
cash flows arising from investing
and financing activities which is
recoverable from, or payable to,
the ATO is classified as operating
cash flows. Under the Goods
and Services Tax Act 1999
subsection 38-55, the majority of
CBHS income is GST free.

Health insurance claims incurred
include all claim losses during the
year, whether reported or not,
including the related handling
costs and any adjustments to
claims from previous years.

Claims handling costs include
internal and external costs
incurred in connection with the
negotiation and settlement of
claims. Internal costs include all
direct expenses of the claims
department and any part of the
general administrative costs
directly attributable to the claims
function.

Under the provisions of the
Private Health Insurance Act
2007, all health insurers must
participate in the Health Benefits
Risk Equalisation Trust Fund,
which charges a levy on all health
insurers. The levy is calculated
based on the proportion of
hospital and medical claims of all
persons aged 55 years and older
as well as any person with high
cost claims.

The amounts payable to the

Risk Equalisation Trust Fund are
determined by the Private Health
Insurance Administration Council
after the end of each quarter.
Estimated provisions for amounts
payable are recognised on an
accruals basis.
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With the exception of expenses
related to salaries and employee
benefit expenses, all other
expenses are classified as
underwriting expenses.

CBHS is a Private Health Insurer
registered under the Private
Health Insurance Act 2007

and is exempt from income

tax and capital gains tax under
section 50-30 of the Income Tax
Assessment Act 1997.

Trade payables and other
accounts payable are recognised
when CBHS becomes obliged to
make future payments resulting
from the purchase of goods and
services.

Investments are recognised
and derecognised on trade
date where the purchase or
sale of an investment is under
a contract whose terms require
delivery of the investment within
the timeframe established by
the market concerned, and are
initially measured at fair value, net
of transaction costs, except for
those financial assets classified
as at fair value through profit or
loss which are initially measured
at fair value.

Financial assets are classified
into ‘trade and other receivables’
and ‘financial assets at fair

value through profit or loss’.

The classification depends

on the nature and purpose

of the financial assets and is
determined at the time of initial
recognition.
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Financial assets at fair value
through profit or loss

CBHS has classified its
investments (Term Deposits and
managed funds) as financial
assets at fair value through profit
or loss since these investments
are assets backing general
insurance liabilities. Financial
assets at fair value through profit
or loss are stated at fair value,
with any resultant gain or loss
recognised in profit or loss.

In estimating the fair value
of financial assets CBHS
has adopted the following
approaches:

¢ where financial instruments

are traded in active markets
and valuations are determined
with reference to unadjusted
quoted prices for identical
assets, CBHS has utilised

the market value of these
instruments as advised by
relevant financial institutions; or

¢ where financial instruments
are traded in currently inactive
markets, CBHS has adjusted
the value of these instruments
as advised by relevant
financial institutions to reflect
observable market activity.

Financial Assets - trade and
other receivables

Trade and other receivables
that have fixed or determinable
payments that are not quoted in
an active market are classified
as ‘receivables’. Receivables
are measured at amortised

cost using the effective interest
method less impairment.

Impairment of financial assets —
trade and other receivables

Trade and other receivables

are assessed for indicators of
impairment at each balance
sheet date. Such financial
assets are impaired where there

is objective evidence that as

a result of one or more events
that occurred after the initial
recognition of the financial asset
the estimated future cash flows
of the investment have been
impacted. For financial assets
carried at amortised cost (such
as receivables), the amount of
the impairment is the difference
between the asset’s carrying
amount and the present value
of estimated future cash flows,
discounted at the original
effective interest rate. The loss is
recognised in profit or loss.

Land and building

As at 30 June 2012 land and
buildings were classified as
“asset held for sale”. For the
period 1 July 2012 to the date
of sale 24 January 2013, the
building was not depreciated.
For prior period where land and
buildings were classified as “land
and buildings” the treatment
within the financial statements
was as follows:

Land and building was
measured at fair value. Fair
value was determined on the
basis of an annual independent
valuation prepared by external
valuation experts, providing

an assessment of the market
environment at reporting date.
The fair value was recognised
in the financial statements and
was reviewed at the end of
each reporting period to ensure
that the carrying value of land
and building was not materially
different from the fair value.

Any revaluation increase arising
on the revaluation of land

and building was credited to
the asset revaluation reserve,
except to the extent that it
reverses a revaluation decrease



for the same asset previously
recognised as an expense in
profit or loss, in which case

the increase is credited to the
income statement to the extent
of the decrease previously
charged. A decrease in carrying
amount arising on the revaluation
of land and building was charged
as an expense in profit or loss

to the extent that it exceeds the
balance, if any, held in the asset
revaluation reserve relating to

a previous revaluation of that
asset.

Depreciation of the revalued
building was charged to profit or
loss. On the subsequent sale or
retirement of a revalued property,
the attributable revaluation
surplus remaining in the asset
revaluation reserve, was
transferred directly to retained
earnings.

Plant and equipment

Plant and equipment are stated
at cost less accumulated
depreciation. Cost includes
expenditure that is directly
attributable to the acquisition

of the item. In the event that
settlement of all or part of the
purchase consideration is
deferred, cost is determined by
discounting the amounts payable
in the future to their present value
as at the date of acquisition.

Depreciation is provided on
property, plant and equipment,
including freehold building but
excluding land. Depreciation is
calculated on a straight line basis
S0 as to write off the net cost or
other revalued amount of each
asset over its expected useful life
to its estimated residual value.
The estimated useful lives, residual
values and depreciation method
are reviewed at the end of each
annual reporting period with the
effect of any changes recognised
on a prospective basis.

The following estimated useful lives are
used in the calculation of depreciation:

Description Useful life
Buildings 30 years
Computer Equipment 3 years
Furniture and Fittings 7 years
Office Equipment 4 years

k. Employee benefits

Provision is made for employee
benefits accumulated as a

result of employees rendering
services up to the reporting date.
These benefits cover wages and
salaries, annual leave and long
service leave. Sick leave is non-
vesting and is accounted for as
incurred.

The liability for wages and
salaries, annual leave and any
other employee entitlements
expected to be settled within
twelve months of the reporting
date, is calculated at current
remuneration rates which are
expected to be paid when the
liability is settled.

The liability for long service leave
entitlements represents the
present value of the estimated
future cash outflows to be

made. In determining future

cash outflows, consideration has
been given to future increases in
wage and salary rates, and the
probability that employees will
remain with CBHS for the period
of time necessary to qualify for
long service leave. The calculation
includes related on-costs. In
calculating the present value, the
estimates of future cash outflows
are discounted using the

rates attaching to government
guaranteed securities which have
terms to maturity approximating
the terms of the related liability.

Employee entitlement expenses
and contributions made to
superannuation funds by CBHS
are recognised against profit
when due.

I. Outstanding claims liability

The liability for outstanding
claims is measured as the central
estimate of the present value
of expected future payments
against claims incurred at the
reporting date under health
insurance contracts issued by
CBHS, with an additional risk
margin to allow for the inherent
uncertainty in the central
estimate.

The expected future payments
include those in relation to

claims reported but not yet paid,
claims incurred but not reported,
anticipated claims handling costs
and the expected payment to the
Health Benefits Risk Equalisation
Trust Fund.

Claims handling costs include
administration costs regarding
the processing of these claims.

In assessing the outstanding
claims liability CBHS seeks
advice from its Appointed
Actuary.

m. Provisions

Provisions are recognised when
CBHS has a present obligation
(legal or constructive) as a result
of a past event, it is probable
that CBHS will be required to
settle the obligation and a reliable
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estimate can be made of the
amount of obligation.

The amount recognised as a
provision is the best estimate
of the consideration required
to settle the present obligation
at reporting date, taking

into account the risks and
uncertainties surrounding the
obligation. Where a provision is
measured using the cash flows
estimated to settle the present
obligation, its carrying amount
is the present value of those
cash flows.

When some or all of the
economic benefits required to
settle a provision are expected to
be recovered from members, the
receivable is recognised as an
asset if it is virtually certain that
recovery will be received and the
amount of the receivable can be
measured reliably.

Leases in which a significant
portion of the risks and rewards
of ownership are not transferred
to CBHS as leasee are classified
as operating leases (see note
29). Payments made under
operating leases (net of any
incentives received from the
lessor) are charged to profit or
loss on a straight-line basis over
the period of the lease.

Cash comprises cash on hand;
cash in bank and “24 hour”
money at call. Cash equivalents
are short-term, highly liquid
investments that are readily
convertible to known amounts
of cash which are subject to

an insignificant risk of change
in value.

CBHS also maintains a portfolio
of term deposits and many

of the term deposits have

the characteristics of cash
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equivalents. These term deposits
have not been categorised as
cash equivalents and have been
instead categorised as financial
assets at fair value through

profit or loss, given these term
deposits are not utilised as
business working capital in the
same way as cash and cash
equivalents.

Non-financial assets that have an
indefinite useful life are subject
to amortisation and are tested
annually for impairment or more
frequently if events or changes
in circumstances indicate that
they might be impaired. Other
assets are tested for impairment
whenever events or changes

in circumstances indicate that
the carrying amount may not be
recoverable.

An impairment loss is recognised
for the amount by which the
asset’s carrying amount exceeds
its recoverable amount. The
recoverable amount is the higher
of an asset’s fair value less

costs to sell and value in use.
For the purposes of assessing
impairment, assets are grouped
at the lowest levels for which
there are separately identifiable
cash inflows. The inflows

for these assets are largely
independent of the cash inflows
from other assets or groups of
assets (cash-generating). Non-
financial assets that suffered
impairment are reviewed

for possible reversal of the
impairment at the end of each
reporting period.

The liability adequacy test is
required to be performed to
determine whether the unearned
premium liability is adequate

to cover the present value of
expected cash flows relating to
future claims arising from rights
and obligations under current
insurance contracts, plus an
additional risk margin to reflect
the inherent uncertainty in the
central estimate.

The liability adequacy test is
performed at the level of a
portfolio of contracts that are
subject to broadly similar risks
and that are managed together
as a single portfolio.

If the present value of the
expected future cash flows
relating to future claims plus

the additional risk margin to
reflect the inherent uncertainty

in the central estimate exceeds
the insurance liability then the
insurance liability is deemed to
be deficient. CBHS applies a
risk margin to achieve the same
probability of sufficiency for future
claims as is achieved by the
estimate of outstanding claims
liability. The entire deficiency

is recognised immediately in

the income statement. The
deficiency is recognised in the
balance sheet as the “Unexpired
Risk Liability”.

If the liability adequacy test
identifies that the insurance
liability exceeds the expected
future cash flows relating to
future claims taking into account
the additional risk margin then no
recognition occurs in the income
statement and balance sheet.

In assessing the unexpired risk
liability CBHS seeks advice from
its Appointed Actuary.

Acquisition costs incurred in
obtaining health insurance
contracts are expensed and not
deferred.



s. Assets backing general
insurance liabilities

All investments held by CBHS,
excluding land and building as
this is owner occupied, have
been determined to be assets
backing general insurance
liabilities, and accordingly are
designated as “at fair value
through profit or loss”. These
are initially recorded at cost and
subsequently re-measured at
fair value. Interest earned or
dividends/distributions received
are included in interest income or
fair value gains/(losses).

t. Intangible assets

Software is recorded at cost
less accumulated amortisation
and impairment. Amortisation is
charged on a straight-line basis
over the estimated useful life of
3 years. The estimated useful
life and amortisation method

is reviewed at the end of each
annual reporting period, with
any changes in the accounting
estimate being accounted for on
a prospective basis.

u. Critical accounting
judgements and estimates

In the application of CBHS’
accounting policies, which

are described in note 1,
management is required to
make judgments, estimates and
assumptions about carrying
values of assets and liabilities
that are not readily apparent from
other sources. The estimates
and associated assumptions are
based on historical experience
and other factors that are
considered to be relevant, the
results of which form the basis
of making the judgments. Actual
results may differ from these
estimates.

The estimates and underlying
assumptions are reviewed on

an ongoing basis. Revisions

to accounting estimates are
recognised in the period in which
the estimate is revised if the
revision affects only that period
or in the period of the revision and
future periods if the revision affects
both current and future periods.

v. Critical judgements in
applying the entity’s
accounting policies

The following are the critical

judgements that management

has made in the process of
applying CBHS’ accounting
policies and that have the most
significant effect on the amounts
recognised in the financial
statements:

i. Outstanding claims liability

Provision is made during the
year for the estimated cost of
claims incurred but not settled at
balance date, including the cost
of claims incurred but not yet
reported to CBHS.

The estimated cost of claims
includes direct expenses to be
incurred in settling claims and
any risk equalisation related

to the hospital and medical
portion of claims. CBHS

takes all reasonable steps to
ensure that it has appropriate
information regarding its claims
exposures. Given the uncertainty
in establishing claims provisions,
a risk margin is added to
determine the liability balance.
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The risk margin is based on
analysis of the volatility of
historical claims experience.
This past experience is assumed
to be representative of future
experience.

The estimation of claims incurred
but not reported (IBNR) is
generally subject to a greater
degree of uncertainty than the
estimation of the cost of settling
claims already notified to CBHS,
where more information about
the claim event is generally
available. IBNR claims may
often not be apparent to CBHS
until several months later. In
calculating the estimated cost

of unpaid claims CBHS uses a
variety of estimation techniques,
generally based upon actuarial
analyses of historical experience,
which assumes that the
development pattern of the
current claims will be consistent
with past experience. Allowance
is made, however for changes or
uncertainties which may create
distortions in the underlying
assumptions or which might
cause the cost of unsettled
claims to increase or reduce
when compared with the cost

of previously settled claims
including:

e changes in internal or external
processes which might
accelerate or slow down the
payment of claims, compared
with the information from
previous periods;

e the effects of inflation;

e medical and technological
developments;
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¢ increase in membership;
¢ increase in utilisation; and

e seasonal changes in
utilisation.

Details of specific assumptions
used in deriving the outstanding
claims liability during the year are
detailed in note 30(a).

ii. Unexpired risk liability

In estimating the unexpired risk
liability, CBHS uses a variety of
estimation techniques, generally
based upon actuarial analyses of
historical experience. Allowance
is made, however for changes or
uncertainties which may create
distortions in the underlying
assumptions or which might
cause the cost of future claims
to increase or reduce in a similar
manner with the outstanding
claim liability.

Details of specific assumptions
used in deriving the unexpired
risk liability during the year are
detailed in note 30(b).




2) Net Claims Incurred

2013 2013 2013
Current Year Prior Years Total
Provision Profitand Provision Profitand Provision Profit and
Movement loss Movement loss Movement loss
$ $ $ $ $ $
Gross claims expense - 196,558,207 17,715,603 17,715,603 196,558,207
Outstanding claims (23,424,875) 23,424,875 4,594,717  (4,594,717) (18,830,158) 18,830,158
provided for
Risk equalisation and 31,803,319 3,850,369 3,850,369 31,803,319
gov't levies
Risk equalisation and (4,559,000) 4,559,000 998,631 (998,631)  (3,560,369) 3,560,369
goVv't levies provided for
Net claims incurred (27,983,875) 256,345,401 27,159,320 (5,593,348) (824,555) 250,752,053

Current year amounts relate to risks borne in the current financial year. Prior period amounts relate to a
reassessment of the risks borne in all previous financial years.

2012 2012 2012
Current Year Prior Years Total
Provision Profitand Provision Profitand Provision Profitand
Movement loss Movement loss Movement loss
$ $ $ $ $ $
Gross claims expense 173,849,252 16,931,069 16,931,069 173,849,252
QOutstanding claims (22,310,320) 22,310,320 5,122,831 (5,122,831) (17,187,489) 17,187,489
provided for
Risk equalisation and 30,402,197 3,588,291 3,588,291 30,402,197
gov't levies
Risk equalisation (4,849,000) 4,849,000 1,085,709  (1,085,709)  (3,763,291) 3,763,291
and gov't levies
provided for
Net claims incurred (27,159,320) 231,410,769 26,727,900 (6,208,540) (431,420) 225,202,229
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QOutstanding claims liability movements are as follows:

2013 2012
$ $
Opening balance (27,159,320) (26,727,900)
Prior year claims, risk equalisation and levies paid 21,565,972 20,519,360
Write back to profit and loss 5,593,348 6,208,540
2013 provision established claims, risk equalisation (27,983,875) (27,159,320)
and levies paid
Closing balance (27,983,875) (27,159,320)
Net claims incurred (824,555) (431,420)
See Note 19 for detail
3) Investment and other income
2013 2012
$ $
Interest revenue:
Cash and cash equivalents 1,142,577 967,059
Term deposits 5,178,564 5,499,178
Floating rate notes and bank bills 103,458
Distributions 1,411,347 1,252,358
Gain/(loss) on sale of assets 90,986 (97,872
Licence fee revenue 84,777 82,424
Total 7,908,251 7,806,605
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4) Fair value gains / (losses) on financial assets

2013

$ $
Managed share funds gains/(loss) @ 4,979,693 (1,053,931)
Managed cash funds gains/(loss) @ - 32,409
Managed bond fund gains/(loss) @ 379,428 326,014
Managed multi assets fund gains/(loss) ©@ 196,612 -
Floating rate notes and bank bills gains/(loss) © - 23,600
Net gains/(losses) 5,555,733 (671,908)

a) Fair value of managed funds is based on unit prices provided by fund managers at 30 June 2013.

b) The primary determinant of bank bill and floating rate note (FRN) valuations is the credit spread to bills or the margin at which the financial markets

are prepared to trade the relevant paper.

5) Government levies

2013 2012
$ $
NSW, ACT ambulance levies 3,512,952 3,256,782
Other levies - 82,568
Total 3,512,952 3,339,350
6) Depreciation and amortisation expense
2013 2012
$ $
Depreciation expense
Building - 94,125
Plant and equipment 472,107 230,207
Amortisation expense
Software - 72,014
Total 472,107 396,346
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7) Other Underwriting expenses

2013 2012
$ $
Information technology 799,879 715,828
Financial charges and taxes 327,586 333,967
Postage & telephone 501,773 430,278
Printing and stationery 397,677 438,044
Property expense 742,961 221,401
Research, advertising and publicity 1,992,676 204,135
Consultant, actuarial, audit and legal fees 1,278,309 1,592,426
Electronic claims processing fees 705,995 612,715
Subscriptions for industry & purchasing 528,337 573,129
associations
Insurance 92,112 98,914
Other expenses 788,976 659,927
Total 8,156,281 5,880,764
8) Cash and cash equivalents
2013 2012
$ $
Cash at bank 2,272,756 1,434,922
Cash deposits — “24 hour At-Call” 39,914,816 25,730,399
Cash on hand 550 550
Total 42,188,122 27,165,871
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9) Current trade and other receivables

2013 2012

$ $

Premium receivable @ 11,391,264 12,974,988
Investment income receivable 2,191,194 2,479,549
Sundry debtors 18,700 96,142
Total 13,601,158 15,550,679

a) Premium receivable comprises two components, the Federal Government’s Private Health Insurance Rebate Scheme (PHI Rebate Scheme)
$8,528,990 (2012: $10,495,491) and members who pay for their contributions in arrears or who are non-financial $2,862,274 (2012: $2,479,497).

* The rebate is accrued on a monthly basis and payment is due and payable within 30 days in the following month. Payment is normally received by
the 15th day of the following month.

® The credit period for members who pay their contributions in arrears is 14 days. 14% of CBHS’ members pay for their contributions in arrears
while the other 86% pay their contributions in advance. Members who fall into arrears by more than 14 days are not charged interest however they
are classified as “non-financial” and no benefit will be paid. CBHS Fund Rules state that if a member is non-financial for more than two months
membership may be terminated. Consequently, for members who are non-financial for more than two months, the accrued premium income is
reversed out of the profit and loss account and no allowance for impairment is provided.

Premium receivable for members in arrears at year end is made up of approximately 11,454 (2012: 12,335) members.

Medicare Australia is the only significant counterparty as at reporting date. Medicare Australia is the arm of the Federal Government that manages the
PHI Rebate Scheme. As at 30 June 2013 the amount owing to CBHS from Medicare Australia was $8,528,990. This amount is guaranteed by the
Federal Government.

10) Current financial assets at fair value through profit or loss

2013 2012

$ $

Term deposits @ 57,000,000 83,450,000
Total 57,000,000 83,450,000

a) These term deposits have maturity dates ranging from 17 July 2013 to 17 May 2014. The weighted average interest rate on these term deposits is
4.63% (2012: 5.73%).

11) Assets classified as held for sale

2013 2012
$ $

Non-current assets held for sale
Property, plant and equipment - 1,594,233
Land - 1,000,000
Total - 2,594,233

The property at 10 Pitt Parramatta NSW 2150 was sold on 24 January 2013 for the amount of $3,035,875 inclusive of GST.
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12) Other current assets

2013 2012

$ $

Prepayments 138,760 288,890
GST Recoverable 81,101 129,716
Total 219,861 418,606

13) Non-current financial assets at fair value through profit or loss

2013 2012

$ $

Term deposits @ 18,300,000 22,300,000
Managed multi assets fund at market value © 9,284,611 -
Managed bond fund at market value © 18,042,766 14,638,428
Managed share funds at market value @ 37,599,224 20,855,095
Total 83,226,601 57,793,523

a) These term deposits have maturity dates ranging from 19 July 2014 to 19 August 2016. The weighted average interest rate on these term deposits
is 6.63% (2012: 6.64%).

b) As at 30 June 2013 CBHS had $9,284,611 (2012: Nil) invested in an externally managed multi asset fund. The funds are managed by a professional
fund manager.

c) As at 30 June 2013 CBHS had $18,042,766 (2012: $14,638,428) invested in two externally managed bond funds. The funds are managed by
professional fund managers.

d) As at 30 June 2013 CBHS had $37,599,224 (2012: $20,855,095) invested in externally managed share funds. This balance is comprised of two
managed Australian share funds ($25,343,302) (2012: $12,854,028) and a managed International share fund ($12,255,922) (2012: $8,001,067).
The funds are managed by professional fund managers.
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14) Property, plant and equipment

30 June 2013
Plant and Land Building Total
Equipment at fair at fair
at cost value value
$ $ $ $
Gross carrying amount
Balance as at 30 June 2012 at cost 1,664,468 1,664,468
Additions 1,639,235 1,639,235
Disposals (197,759) (197,759)
Net adjustment from revaluation -
(decrement)/increment
Assets reclassified as held for sale -
Balance as at 30 June 2013 3,105,944 - - 3,105,944
Accumulated depreciation
Balance as at 30 June 2012 915,389 915,389
Disposals (192,598) (192,598)
Depreciation expense 472,107 472,107
Net adjustment from revaluation (decrement) - -
Balance as at 30 June 2013 1,194,898 - - 1,194,898
Net book value
Balance as at 30 June 2012 749,079 - 749,079
Balance as at 30 June 2013 1,911,046 - - 1,911,046
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14) Property, plant and equipment

30 June 2012
Plant and Land Building Total
Equipment at fair at fair
at cost value value
$ $ $ $
Gross carrying amount
Balance as at 30 June 2011 at cost 1,893,190 1,000,000 2,000,000 4,893,190
Additions 654,132 - - 654,132
Disposals (882,854) - - (882,854)
Net adjustment from revaluation (decrement)/ - (405,767) (405,767)
increment
Assets reclassified as held for sale (1,000,000)  (1,594,233)  (2,594,233)
Balance as at 30 June 2012 1,664,468 - - 1,664,468
Accumulated depreciation
Balance as at 30 June 2011 1,469,978 - - 1,469,978
Disposals (784,796) - - (784,796)
Depreciation expense 230,207 - 94,125 324,332
Net adjustment from revaluation (decrement) - - (94,125) (94,125)
Balance as at 30 June 2012 915,389 - - 915,389
Net book value
Balance as at 30 June 2011 423,212 1,000,000 2,000,000 3,423,212
Balance as at 30 June 2012 749,079 - - 749,079

Aggregate depreciation allocated during the year is recognised as an expense and disclosed in note 6) to the financial statements.

Freehold land and building carried at fair value

Had CBHS land and buildings been measured on a historical costs basis, the carrying amount would
have been as follows:

2013 2012

$ $

Freehold land - 1,000,000
Buildings - 1,594,233
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15) Intangible assets

Software

Gross carrying amount

Balance as at 30 June 2012 at cost 650,362 650,362
Additions - _
Disposals - -

Net adjustment from revaluation increment - -

Balance as at 30 June 2013 650,362 650,362

Accumulated amortisation

Balance as at 30 June 2012 650,362 578,348
Disposals - }
Amortisation expense - 72,014

Net adjustment from revaluation increment - -

Balance as at 30 June 2013 650,362 650,362

Net book value

Balance as at 30 June 2012 - -

Balance as at 30 June 2013 - -

16) Current trade and other Payables

2013 2012

$ $

Amounts due to the Health Benefits Risk 8,063,610 7,699,658
Equalisation Trust Fund @

Accruals ® 2,017,854 1,048,054

Trade payables © 424,409 1,293,291

Total 10,505,873 10,041,003

a) The credit period provided to CBHS by PHIAC for amounts due to the Health Benefits Risk Equalisation Trust Fund is 14 days from the date of
invoice paid quarterly. Thereafter, interest is charged at 15% on the outstanding balance. CBHS has procedures in place to ensure this payment is
made by the due date.

b) For other trade creditors, the credit period on purchases of goods and services can vary between 7 and 30 days. No interest is charged on late
payments. CBHS has procedures in place to ensure all payments are made by the due date.

CBHS Annual Report 2013 53



17) Current provisions

2013 2012

$ $

Employee benefits @ 514,142 414,183
Provision for employee performance payments © 689,654 555,188
Total 1,203,796 969,371

a) The current provision for employee benefits is annual leave accrued and expected to be paid within 12 months.

b) The provision for employee performance payments is expected to be paid within 12 months.

18) Non-current provisions

2013 2012
$ $
Employee benefits 620,979 484,882
Total 620,979 484,882
19) Outstanding claims provision
a) Outstanding claims liability
2013 2012
$ $
QOutstanding claims — central estimate of the 21,289,000 20,136,000
expected future payments for claims incurred ©
Risk margin @ 1,458,875 1,537,320
Claims handling costs 677,000 637,000
Risk equalisation 4,559,000 4,849,000
Gross outstanding claims liability 27,983,875 27,159,320

i) The expected future payments are not discounted due to the short tail nature of health insurance, as claims are generally settled within twelve months.

i) The risk margin of 5.50% (2012: 6.00%) of the underlying liability has been estimated to equate to a probability of adequacy of approximately
75% (2012: 75%).
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b) Risk margin

Process for determining risk margin

The outstanding claims risk margin was determined allowing for the relative uncertainty of the outstanding
claims central estimates for health insurance contracts issued by CBHS. Uncertainty was analysed by
comparing the initial outstanding claims central estimates of past months with that provision again determined

after a further period of processing allowing for more accurate estimates of the outstanding claims. The relative
differences between the initial central estimate of the provision and the later central estimate of the provision
are then analysed to provide a basis from which to set the risk margin.

Although there are some claims paid for health insurance services that have been incurred for more than
12 months, these claims are small in number. Most activity in hospital and medical benefits after more than
12 months of the date of service are reversals due to compensation settlements. This activity is usually
around 0.10% to 0.60% of total incurred claims in a month. (CBHS pays claims that are likely to be subject
to compensation when the claimant gives an undertaking that the benefits will be repaid to CBHS upon
compensation settliement). Also around 0.7% of ancillary benefit services for which benefit is payable are
claimed (and paid) more than 12 months after the date of service. These very small changes in the total
incurred claims in any month are reasonably predictable and included in the estimated provision that is

determined 12 months after the initial provision date.

The overall provision is intended to have a 75% probability of adequacy.

2013 2012
Risk margin 5.50% 6.00%
c) Reconciliation of movement
2013 2012
$ $
Changes in the gross outstanding claims 27,159,320 26,727,900
liabilities can be analysed as follows:
As at 1 July 250,752,053 225,202,229
Claims incurred during the year (249,927,498) (224,770,809)
Claims paid during the year
As at 30 June 27,983,875 27,159,320
20) Unearned premium liability
2013 2012
$ $
Unearned premium liability as at 1 July 29,878,806 10,937,074
Deferral of premiums on contracts written in the 25,437,881 29,878,806
period
Earning of premiums written in previous periods (29,878,800) (10,937,074)
Unearned premium liability as at 30 June 25,437,881 29,878,806
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21) Unexpired risk liability

The liability adequacy test is performed to determine whether the unearned premium liability is adequate
to cover the present value of expected cash flows relating to future claims arising from rights and
obligations under current insurance contracts, plus an additional risk margin to reflect the inherent
uncertainty in the central estimate.

The liability adequacy test is performed at the level of a portfolio of contracts that are subject to broadly
similar risks and that are managed together as a single portfolio.

If the present value of the expected future cash flows relating to future claims plus the additional risk
margin to reflect the inherent uncertainty in the central estimate exceeds the insurance liability then the
insurance liability is deemed to be deficient. CBHS applies a risk margin to achieve the same probability
of sufficiency for future claims as is achieved by the estimate of outstanding claims liability. The entire
deficiency is recognised immediately in the statement of comprehensive income. The deficiency is
recognised in the balance sheet as the “Unexpired Risk Liability” (URL).

CBHS performed the liability adequacy test and has recognised a reduction of $1,165,469 in the
unexpired risk liability as at 30 June 2013 (2012: $200,000).

a) Unexpired risk liability

2013 2012

$ $

Unexpired risk liability as at 1 July 1,165,469 1,365,469

(Decrease)/increase recognition of additional risk (1,165,469) (200,000)
liability in the period

Unexpired risk liability as at 30 June - 1,165,469

Unexpired risk liability includes a risk margin of 2.75% (2012: 3.0%)

b) Movement recognised in the statement of comprehensive income

2013 2012

$ $

Gross movement in unexpired risk liability (1,165,469) (200,000)
Net movement in unexpired risk liability (1,165,469 (200,000)
Total movement recognised in the income (1,165,469) (200,000)

statement
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C) Calculation of deficiency

2013 2012
$ $
(i) Unearned premium liability component

Unearned premium liability (A) 23,812,524 28,008,587

Central estimate of expected future cash 22,966,942 27,588,642

flows arising from future claims on unearned

premium liability (B)

Risk margin of 2.75% at 75% PoA* (C) 617,103 1,011,380

(2012: 3.0%)

Net deficiency (B+C-A) - (591,435)
(ii) Unclosed business liability component

Unclosed business liability (A) 1,625,357 1,870,219

Central estimate of expected future cash 1,567,641 1,814,011

flows arising from future claims on unearned

premium liability (B)

Risk margin of 2.75% at 75% PoA* (C) 42,121 53,138
Net deficiency (B+C-A) - -
(iii) Insurance contracts renewable before

the next pricing review

Insurance contracts renewable before the next 216,923,134 5,387,217

pricing review (A)

Central estimate of expected future cash 209,220,193 5,783,764

flows arising from future claims on insurance

contracts renewable, allowing for differences

between classes (B)

Risk margin 2.75 at 75% PoA* (C) 5,621,576 177,487
Net deficiency (B+C-A) - (574,034)
TOTAL DEFICIENCY (I)+(11)+(I) - (1,165,469)

* Probability of Adequacy
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22) Total reserves

2013 2012
$ $

Assets revaluation reserve
Balance at beginning of financial year - 311,642
Revaluation increments / (decrements) - (311,642
Balance at end of financial year - -
The asset revaluation reserve comprises
revaluations of land and building. Note this
building was sold in financial year ending 2013.
Retained surplus
Balance at beginning of financial year 118,023,140 98,806,646
Operating surplus 14,371,245 19,216,494
Total retained surplus end of financial year 132,394,385 118,023,140
BALANCE AT END OF FINANCIAL YEAR 132,394,385 118,023,140

23) Notes to the cash flow statement

a) Reconciliation of cash and cash equivalents

For the purpose of the cash flow statement, cash and cash equivalents includes cash on hand and in the
bank net of outstanding bank overdrafts. Cash and cash equivalents at the end of the financial year as
shown in the cash flow statement is reconciled to the related items in the balance sheet as follows;

2013 2012

$ $

Cash and cash equivalents 42,188,122 27,165,871
Total 42,188,122 27,165,871
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b) Reconciliation of operating surplus to net cash flows from operating activities

2013

$ $
Operating surplus 14,371,245 19,216,494
Interest received and receivable (7,732,488) (7,822,053)
Depreciation and amortisation 472,107 396,346
Net (increment)/decrement arising from the (5,555,733) 671,908
revaluation of current and non-current financial
assets
(Gain)/loss on sale of assets (90,986) 97,872
(Increase)/decrease in current receivables 1,661,166 (5,372,868)
(Increase)/decrease in other current assets 198,745 (102,990)
Increase in amount payable for HBREE* 363,952 (342)
Increase/(decrease) in accounts payable and 100,918 839,550
accruals
Increase/(decrease) in unearned premium liability (4,440,925) 18,941,732
Increase in outstanding claim liability 824,555 431,420
(Decrease) in unexpired risk liability (1,165,469) (200,000)
Increase in current provisions 234,425 81,369
Decrease in non-current provisions 136,097 110,748
Total (622,391) 27,289,186

*HBREE - Health Benefits Risk Equalisation Expense

24) Related Parties

During the year all of the Directors of CBHS were members of the Fund. Membership was on terms and
conditions no more favourable than those adopted when dealing with an unrelated individual in an arm’s

length transaction.
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25) Remuneration of auditors

2013 2012

$ $

Auditing the financial report 98,400 95,600
Other audit services 24,600 23,900
Other non-audit services 4,500 4,500
Total 127,500 124,000

The auditor of CBHS is PricewaterhouseCoopers.

26) Remuneration of directors and other key management personnel

Key management personnel include:

¢ 8 Non-Executive Directors (Note: Ms R Ryan retired on 8 November 2012)

e 6 Executive Managers

a) Directors remuneration

2013 2012
$ $
Short-term employment benefits 256,917 254,041
Post-employment benefits (9% statutory 23,123 22,864
superannuation guarantee)
Total directors remuneration 280,040 276,905
b) Other key management personnel remuneration
2013 2012
$ $
Short-term employment benefits 1,426,724 1,184,331
Post-employment benefits (9% statutory 112,702 99,440
superannuation guarantee)
Total key management personnel 1,539,426 1,283,771
remuneration
Total directors and other key management 1,819,466 1,560,676

personnel Remuneration
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27) Liability of members

CBHS is a company limited by guarantee, incorporated and operating in Australia. The liability of the
members is limited. Every voting member of CBHS undertakes to contribute to the assets of CBHS, in
the event of CBHS being wound up while still a voting member, or within one year after ceasing to be a
voting member, for payment of the debts and liabilities of CBHS (contracted before ceasing to be a voting
member) and of the costs, charges and expenses of winding up, not exceeding ten dollars ($10.00).

28) Contingent liability

There are no contingent liabilities that we are aware of that may affect the financial position of CBHS in
the future.

29) Lease Commitments
Non-cancellable operating leases

CBHS leases office space under a non-cancellable operating lease which expires in ten years. The
lease has varying terms, escalation clauses and renewal rights. On renewal, the terms of the lease are
renegotiated.

2013 2012
Commitments for minimum lease payments in $ $
relation to non-cancellable operating lease are
payable as follows:
Within one year 459,273 459,273
Later than one year but not later than five years 2,296,365 2,296,365
Later than five years 1,377,823 1,817,096
Total 4,133,461 4,592,734

30) Actuarial assumptions and methods
a) Outstanding claims liability
Hospital, Medical, Ambulance and Ancillary Cover

With the insured services of these products there can be some months delay between the incurred
service and the service being paid by CBHS. The ultimate expected cost for these claims is determined
by projecting the known claims reported and paid using historic patterns of claim development.
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Actuarial assumptions

The following assumptions have been made in determining the outstanding claims liabilities.

Estimate Key Variable Key Variable
2013 2012

Estimated Medical and Ancillary Incurred Claims $8,606,559 $7,719,000

Cost for June 2012

Estimated Hospital Incurred Claims Cost for $10,316,443 $10,848,000

June 2012

Claims Handling Expense — Hospital 2.50% 2.50%

Claims Handling Expense — Medical and Ancillary 5.00% 5.00%

Risk equalisation (Outstanding Claims 25.00% 28.00%

Component)

Risk Margin 5.50% 6.00%

Process used to determine assumptions

Hospital & Medical Incurred Claims Cost

This is determined by projecting the total paid claims for each month incurred at the balance date using
seasonal factors and historic reporting patterns.

Ancillary Incurred Claims Cost

This is determined by projecting the total paid claims for each month incurred at the balance date using
historic patterns.

Claims Handling Expense Rate

Claims handling expenses were calculated by reference to past experience of claims handling costs as a
percentage of past claims.

Risk equalisation (Outstanding Claims Component)

This is determined by applying the projected relationship between net risk equalisation claims and paid
claims to the hospital and medical outstanding claims.

Sensitivity analysis

Summary
CBHS conducts sensitivity analyses to quantify the exposure to risk of changes in the key underlying

variables. The valuations included in the reported results are calculated using certain assumptions about
these variables as disclosed.
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Impact of changes in key variables

Key Changes in Key Changes in
Variable Outstanding Variable Outstanding
Change Claims Change Claims
Component* Component*
2013 2013 2012 2012
Incurred claims for June 2012 +10% $2,270,000 +10% $2,278,000
-10% ($2,270,000) -10%  ($2,278,000)
Expense rate +10% $68,000 +10% $66,000
-10% ($68,000) -10% ($66,000)
Risk equalisation (OSC Component) +10% $456,000 +10% $499,000
-10% ($456,000) -10% ($499,000)

*Excludes risk margin

b) Unexpired risk liability

Actuarial assumptions

The following assumptions have been made in determining the unexpired risk liabilities. The table below is
a combination of the unexpired risk liabilities from 1) unearned premium liability and 2) insurance contracts
to be renewed before next pricing review.

Estimate Key Variable Key Variable

2013 2012
Estimated Claims Cost $169,422,343 $154,137,000
Risk equalisation (relating to above 15.60% 17.74%

estimated claim)

Risk margin 3.30% 3.67%

Process used to determine assumptions

Estimated Claim Cost

This is determined by projecting the claims from (1) unearned premium liabilities and (2) renewable
contracts to the next pricing review, based on historic reporting patterns.

Risk equalisation (relating to above estimated claim)

The proportion of claims for each product that are claimed under the risk equalisation arrangements is
kept constant. The net deficit per single equivalent unit is projected based on using CBHS experience of
the average change from quarter to quarter.
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Process for determining the risk margin

The risk margin was determined allowing for the relative uncertainty of the budget projection central
estimates of benefits. The budget projection is used to determine the likely future claims experience of the
unearned premiums and contractual obligations.

Uncertainty was analysed by comparing the nine month rolling central estimates of budgeted benefits with
those actually incurred. The relative differences between the central estimate of the budget forecasts and
the actual benefits are then examined on an empirical basis, providing the basis for the selected risk margin.

The liability is intended to have a 75% probability of adequacy.
2013 2012

Risk margin 2.75% 3.00%

Sensitivity analysis

Summary

CBHS conducts sensitivity analyses to quantify the exposure to risk of changes in the key underlying
variables. The valuations included in the reported results are calculated using certain assumptions about
these variables as disclosed.

Impact of changes in key variables

Key Changes in Key Changes in

Variable Outstanding Variable Outstanding

Change Claims Change Claims

Component* Component*

2013 2013 2012 2012

Estimated Claims Cost +10% $17,124,104 +10%  $19,146,000

-10% - -10%  ($1,165,000)

Risk equalisation +10% $704,391 +10% $2,472,000
(relating to above estimated claim)

-10% - -10%  ($1,165,000)

* Excludes risk margin

31) Insurance contracts — risk management policies and procedures

The financial condition and operation of CBHS is affected by a number of key risks including insurance
risk, interest rate risk, credit risk, market risk, liquidity risk, compliance risk, fiscal risk and operational risk.

The Board of Directors of CBHS determines the entity’s risk appetite and approves the risk management
strategies, policies and practices to ensure that risks are identified and managed within the context of
this appetite.
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Some of the key features of CBHS’s risk management framework include the:

Audit Committee’s responsibility is to assist the Board fulfil its statutory and fiduciary duties relating to
the financial reports, the risk management framework, the independence of the auditors and regulatory
compliance;

Investment Committee’s responsibility to monitor investment-related activities;

annual endorsement of a Risk Management Plan which sets out the ways in which CBHS will mitigate
strategic and operational risks;

monitoring and management of risk through the utilisation of risk management software; and
various internal policies, procedures and information systems including:

CBHS Management’s regular assessment and reporting on key risks. Risk profiles are reviewed
regularly and where necessary policies and procedures are implemented to mitigate the risk;

the specific identification and addressing of insurance risk within the CBHS risk profile;

the Internal Audit function which provides management and the Board independent assurance of
the internal control environment;

the annual Management Certification and Representation Questionnaire provides the Board from
management about the accuracy of the representation of financial data and the effectiveness of
internal controls;

an investment strategy heavily weighted to defensive investment assets and capital preservation;

the monitoring and review of compliance with Solvency and Capital Adequacy standards as
required by the Private Health Insurance Act 2007, and the strategic benchmarks set by the
Board;

the setting of key performance indicators under the annual Business Plan together with the
monitoring and re-forecasting of targets throughout the course of the year;

a product design and approval process that includes sign-off by business units (Marketing,
Finance and Operations), the Appointed Actuary and Legal prior to Board approval;

a rigorous pricing review;
review and approval of the budget and forecast/s compiled by management; and

continuous monitoring of performance against budget and forecast/s.

The provision of Private Health Insurance in Australia is governed by the Private Health Insurance Act
2007. The regulatory factors which impact CBHS’ insurance risk include the:

principle of community rating which precludes health insurers from discriminating against people based
on factors which include medical condition, gender, race, religious belief or age;

Risk Equalisation scheme which, in effect, re-allocates some of the risk of private health insurers which
relates to the age profiles of their health benefits funds; and

review and approval by the Federal Minister for Health and Ageing of all Health Insurance premium
increases.
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CBHS is a not for profit private health insurer, exclusively for current and former employees of the
Commonwealth Bank Group as well as their family members.

This exclusive market base is key to the diversified CBHS policyholder membership base.

Credit Risk is the potential of loss arising from failure of a debtor or counterparty (in relation to loans to
counterparty), to meet their contractual obligations.

CBHS is exposed to credit risk through the operation of its Private Health Insurance business and
management of its financial assets (credit risk of financial assets is addressed in Note 33f).

In terms of non financial assets, credit risk relates to HIC Rebate Receivable (a government organisation
administering the Private Health Insurance Government rebate scheme) and Premium Receivable from
policyholders. Premiums in arrears are continuously monitored. No claims are paid on policies with
contributions in arrears.

CBHS'’s interest rate risk is limited to those of its financial assets (see note 33d).

All other receivables are non interest bearing.

In operating a health benefits fund, CBHS is required to comply with the requirements set out in the
Private Health Insurance Act 2007.

CBHS has established internal controls to ensure that it meets its compliance requirements under the
Act. These measures include:

e external legal input in relation to the drafting of its health benefits fund rules;

e dedicated compliance reviews of operational practices;

e regular documented internal control reviews of changes to regulations;

e completion of the annual Directors’ Questionnaire by operational managers; and

* internal audit assessments of compliance arrangements.

Market Risk and Liquidity Risk are addressed at Note 33.

32) Segment information

CBHS operates only in one business and geographical segment, which is providing private health
insurance and related wellbeing services in Australia.

33) Financial instruments

a) Capital risk management

CBHS manages its capital to ensure that it will be able to:
e continue as a going concern;

¢ fund ongoing returns to members via growth in health benefits and minimisation of future increases in
contribution rates; and

¢ meet the capital adequacy requirements set by PHIAC.

66 CBHS Annual Report 2013



The capital risk management strategy remains unchanged from 2010.

b) Significant accounting policies

Significant accounting policies, including the criteria for recognition, the basis of measurement and the
basis on which revenue and expense are recognised in respect of each class of financial asset and liability
are disclosed in Note 1.

c) Financial risk management objective

CBHS principal financial instruments comprise receivables, payables, short and long term deposits
and units in managed funds. CBHS manages its exposure to key financial risks in accordance with the
company’s risk management framework. The objective of the risk management framework is to protect
the future financial assets of CBHS.

The main risks arising from CBHS financial instruments are market risk (including interest rate and price
risk), credit risk and liquidity risk. CBHS uses different methods to measure and manage different types
of risks to which it is exposed. These include monitoring levels of exposure to interest rate risks and
assessments of market forecasts for interest rates. Ageing analyses are monitored to manage credit risk
and liquidity risk is monitored through the development of rolling cash flow forecasts.

The primary responsibility for identification and control of financial risks rests with the Chief Executive
Officer and Chief Financial Officer.

There has been no change to CBHS’ exposure to financial risks or the manner in which it manages and
measures the risks from the previous year.

d) Interest rate risk management
CBHS is exposed to interest rate risk on its investment portfolio and bank deposits. The investment
portfolio comprises both fixed and floating interest rate investments. The risk is managed by maintaining a

high proportion in fixed interest rate investments. As at 30 June 2013 the fair value of investments with a
fixed interest rate was $75,300,000 (2012: $105,750,000).

CBHS’ exposures to interest rates on financial assets are detailed below:

Weighted average 2013 2012
effective interest rate
% $ $
Cash deposits — “24 hour at call” 2.98% 39,914,816 25,730,399
Term deposits designated at 512% 75,300,000 105,750,000

fair value through profit or loss

Interest rate sensitivity analysis

The sensitivity analyses below has been determined on the exposure to interest rate movements on the
investment portfolio at reporting date and the stipulated change taking place at the beginning of the
financial year and held constant throughout the reporting period. A 25 basis point increase or decrease is
used when reporting interest risk internally to key management personnel and represents management’s
assessment of the possible change in interest rates.

CBHS Annual Report 2013 67



At reporting date, if interest rates had moved, as illustrated in the table below, with all other variables held
constant, net profit would have been affected as follows:

Surplus Higher/(Lower)

2013 2012

$ $

+0.25% (25 basis points) per annum 188,250 264,375
-0.25% (25 basis points) per annum (188,250) (264,375)

This is mainly attributable to CBHS’ exposure to variable interest rates on its investments.

e) Price risks

CBHS is exposed to price risks arising from its investments in cash, share, bond and multi asset
managed funds. These investments are held for strategic rather than trading purposes. CBHS mitigates
its price risk with an investment policy weighted to defensive natured assets.

Price risk sensitivity - managed funds

The sensitivity analyses below have been determined based on the exposure to unit price risks at the
reporting date. If the unit prices of the managed funds had moved as illustrated in the table below, with all
other variables held constant, net profit would have been affected as follows:

Surplus Higher/(Lower)

2013 2012

$ $

+5% per annum 3,065,984 1,363,175
-5% per annum (3,065,984) (1,363,175)

f) Credit risk management

Credit risk is the potential for loss arising from the failure of a debtor or counterparty (in relation to loans to
that counterparty), to meet their contractual obligations.

CBHS investments are with Board approved financial institutions and managed investment schemes. For
investments held directly, these instruments are subject to Board approved counterparty limits.
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Credit exposure by credit rating

2013 2012
$ $
Cash and cash equivalents
A series rating 39,914,816 25,730,399
B series rating - -
Unrated - B
39,914,816 25,730,399
Financial assets at fair value through the
profit or loss
A series rating 75,300,000 97,250,000
B series rating - 8,500,000
Unrated 64,926,601 35,493,523
140,226,601 141,243,523

Financial instruments designated as at “fair value through profit or loss”

2013 2012
$ $
Carrying amount of financial instruments 75,300,000 105,750,000
designated as at “fair value through profit or loss”
Principal amount of financial instruments 75,300,000 105,750,000
designated as at “fair value through profit or loss”
Cumulative changes in fair value attributed to (362,000) (1,133,000)
changes in credit risk
Changes in fair value attributable to changes in 771,000 (1,391,000)

credit risk recognised during the period

At reporting date there are no significant concentrations of credit risk relating to loans and receivables
at fair value through profit or loss. The carrying amount reflected above represents CBHS maximum
exposure to credit risk for such loans and receivables.
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g) Liquidity risk management

Liquidity risk arises from the possibility that CBHS may be unable to settle a transaction on the due
date. The ultimate responsibility for liquidity risk management rests with the Chief Executive Officer and
Chief Financial Officer. CBHS manages liquidity risk by maintaining adequate reserves, by continuously
monitoring forecast and actual cash flows and matching the maturity profiles of financial assets and
liabilities. CBHS continues to review its Capital Management Plan to assist in managing the company’s
medium and long term funding and liquidity requirements.

Liquidity and interest risk tables

The following table details CBHS’ remaining contractual maturity for its non-derivative financial liabilities.
The table outlines the undiscounted cash flows of financial liabilities based on the earliest date on which
CBHS can be required to pay. The table only includes principal cash flows arising from trade and other
payables that are non-interest bearing.

Less than 1 1-3 months 3 months 1-5 years 5+ years

month to 1 year
2013 1,433,336 9,072,537 - - -
Trade and other payables
2012 1,293,291 8,747,712 - - -

Trade and other payables

h) Fair value control framework

Fair values are subject to a control framework designed to ensure that they are either determined,

or validated, by a function independent of the risk taker. The ultimate responsibility for the determination
of fair values lies with the Chief Financial Officer who establishes the accounting policies and procedures
governing valuation, and is responsible for ensuring that these comply with relevant accounting
standards.

For fair values determined by reference to external quotation or evidenced pricing parameters,
independent price determination or validation is utilised. At 30 June 2013, all financial instruments held
by CBHS were traded in active markets.

The fair value measurements have been classified using a fair value hierarchy that reflects the significance
of the inputs used in making the measurements. The fair value hierarchy has the following levels:

i. Quoted prices (unadjusted) in active markets for identical assets or liabilities (Level 1);

ii. Inputs other than quoted prices included within Level 1 that are observable for the asset or liability,
either directly (i.e. as prices) or indirectly (i.e. derived from prices) (Level 2); and

iii. Inputs for the asset or liability that are not based on observable market data (unobservable inputs)
(Level 3).
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i) Fair value of financial instruments

As at 30 June 2013, the split of the financial assets at fair value through the profit and loss into the fair

value hierarchy is as follows:

2013 Level 1 Level 2 Level 3 Total
quoted prices in valuation valuation
active markets (i) techniques based techniques
on observable incorporating
market data (ii) information other
than observable
market data (jii)
Assets
Fair value through profit or loss
Term deposits $75,300,000 - - $75,300,000
Managed multi asset fund 9,284,611 - - 9,284,611
Managed share funds $37,599,224 - - $37,599,224
Managed bond fund $18,042,766 - - $18,042,766
Total $140,226,601 - - $140,226,601

As at 30 June 2012, the split of the financial assets at fair value through the profit and loss into the fair

value hierarchy is as follows:

2012 Level 1 Level 2 Level 3 Total
quoted prices in valuation valuation
active markets () techniques based techniques
on observable incorporating
market data (ji) information other
than observable
market data (jii)
Assets
Fair value through profit or loss
Term deposits $105,750,000 - - $105,750,000
Managed share funds $20,855,095 - - $20,855,095
Managed bond fund $14,638,428 - - $14,638,428

Total

$141,243,523

$141,243,523
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At 30 June 2013, all financial instruments held by CBHS are traded in active markets, hence level 1.
Financial assets are valued using unadjusted quoted prices in active markets for identical assets. Financial
assets in this category are managed funds.

Quoted unit prices for the managed funds are provided by the respective fund manager. The unit price
is determined based on the sum of the last traded prices of the underlying shares at the end of the
trading day divided by the number of units issued to unit holders. When determining the fair value of the
managed fund the exit unit price is used.

The directors consider that the carrying amounts of the financial assets and liabilities in the financial
statements approximate the fair values.

34) Solvency Reserve

The Solvency Reserve, with respect to the Private Health Insurance (Health Benefits Fund Administration)
Rules 2007, is $21,108,571. Net assets are $132,394,385 representing an excess of $111,285,814 over
the Solvency Reserve.

35) Additional company information

CBHS is a public company, limited by guarantee, incorporated and operating in Australia.

Registered Office Principal Place of Business
Level 5, 79 George Street Level 5, 79 George Street
PARRAMATTA NSW 2150 PARRAMATTA NSW 2150
Tel: (02) 9843-7603 Tel: (02) 9843-7603
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Directors’
Declaration




In the directors’ opinion:

(a) the financial statements and notes set out between pages 32 to 73 are in
accordance with the Corporations Act 2001, including:

i. complying with Accounting Standards, the Corporations Regulations 2001 and
other mandatory professional reporting requirements, and

ii. giving a true and fair view of the company’s financial position as at 30 June 2013
and of its performance for the financial year ended on that date, and

(b) there are reasonable grounds to believe that the company will be able to pay its
debts as when they become due and payable.

Note 1 confirms that the financial statements also comply with International Financial
Reporting Standards as issued by the International Accounting Standards Board.

The directors have been given the declarations by the chief executive officer and chief
financial officer as required by section 295A of the Corporations Act 2001.

This declaration is made in accordance with a resolution of the directors.

L~

K. M. Brinkley
Chairman

=

M. Hart
Director

Dated at Sydney 29th day of August 2013
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Independent
auditor’s report
to the members
of CBHS Health
Fund Limited




R
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Report on the financial report

We have audited the
accompanying financial report
of CBHS Health Fund Limited
(“the fund”), which comprises
the balance sheet as at 30
June 2013, the statement of
comprehensive income and
statement of cash flows for
the year ended on that date,

a summary of significant
accounting policies, other
explanatory notes and the
directors’ declaration.

Directors’ responsibility for
the financial report

The directors of the fund are
responsible for the preparation
of the financial report that

gives a true and fair view in
accordance with Australian
Accounting Standards and

the Corporations Act 2001

and for such internal control

as the directors of the fund
determine is necessary to
enable the preparation of the
financial report that is free from
material misstatement, whether
due to fraud or error. In Note

1, the directors also state, in
accordance with Accounting
Standard AASB 101 Presentation
of Financial Statements, that
the financial statements comply
with International Financial
Reporting Standards.

Auditor’s responsibility

Our responsibility is to express
an opinion on the financial
report based on our audit.

We conducted our audit in
accordance with Australian
Auditing Standards. These
Auditing Standards require
that we comply with relevant

ethical requirements relating

to audit engagements and plan
and perform the audit to obtain
reasonable assurance whether
the financial report is free from
material misstatement.

An audit involves performing
procedures to obtain audit
evidence about the amounts
and disclosures in the financial
report. The procedures selected
depend on the auditor’s
judgement, including the
assessment of the risks of
material misstatement of the
financial report, whether due

to fraud or error. In making
those risk assessments, the
auditor considers internal
control relevant to the entity’s
preparation and fair presentation
of the financial report 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
entity’s internal control. An
audit also includes evaluating
the appropriateness of
accounting policies used and the
reasonableness of accounting
estimates made by the directors,
as well as evaluating the overall
presentation of the financial
report.

Our procedures include reading
the other information in the
Annual Report to determine
whether it contains any material
inconsistencies with the financial
report.

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

Auditor’s opinion
In our opinion:

(a) the financial report of
CBHS Health Fund Limited
is in accordance with the
Corporations Act 2001,
including:

(i) giving a true and fair
view of the fund’s
financial position as at
30 June 2013 and of its
performance for the year
ended on that date; and

(ii) complying with
Australian Accounting
Standards (including the
Australian Accounting
Interpretations) and the
Corporations Regulations
2001; and

(b) the fund’s financial
report also complies with
International Financial
Reporting Standards as
disclosed in Note 1.

%ewﬁ'@m écru

PricewaterhouseCoopers

Z a—

R Balding
Partner

Sydney

29 August 2013
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