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Strong business performance drives positive result for Tower

Kiwi insurer, Tower Limited (NZX/ASX:TWR) has today announced full-year underlying profit including large events
was $27.3m, up 31% from $20.8.m for the full-year 2021. Reported profit was $18.9m, compared to $19.3m in
the prior year.

Summary of key underlying results':
e Gross written premium (GWP) $457m, up 13% on FY21
e Customer numbers increased 5% to 319,000
e Management expense ratio (MER) improved to 36% vs 37% in FY21
e Large event costs $19m vs $13.9m in FY21
e Combined operating ratio (COR) 90.1% vs 91.4% in FY21
e Underlying net profit after tax (NPAT) excluding large events $41m vs $30.8m in FY21
e Underlying NPAT including large events $27.3m vs $20.8m in FY21
e Reported profit including large events $18.9m vs $19.3m in FY21

Reported profit was impacted by a $5.5m after tax additional strengthening of the residual Canterbury
earthquake provision and a provision of $2.6m after tax for customer remediation.

Reflecting the positive FY22 results and based on Tower’s ordinary dividend policy, the Board has declared a final
dividend of 4 cents per share. This brings total dividends for FY22 to 6.5 cents per share, compared to 5 cents in
FY21.

Strong growth and business performance
Tower CEO, Blair Turnbull says, “This strong result is underpinned by our strategy of delivering simple and
rewarding customer experiences combined with our advanced technology and digital and data capability.

“The decisive actions taken to combat record inflation, global supply change blockages, and increasing frequency
and severity of large events together with consistent growth and strong underlying business performance, have

delivered a strong result for shareholders.”

Growth in both premium and customer numbers has continued in FY22 with GWP increasing 13% year on year to
$457m, customer numbers rising 5% to 319,000, and retention rates improving.

The flagship Tower Direct business has also performed well with GWP up 17% to $320m as Tower continues to
innovate to build rewarding and engaging relationships with customers.

Mr Turnbull says, “Our digitisation strategy is delivering on its promise. It has simplified purchasing and managing
insurance policies and making a claim on one user-friendly online platform.”

My Tower registrations are up 51% to 200,000 customers.

Tower’s core platform has now been rolled out across seven Pacific countries, supporting a return to growth with
GWP up 8% to $58m.

Tower’s Partnerships business also increased GWP from active partners by 35% to $54m. Tower has attracted
new partners over the year securing agreements with Ray White and Kiwi Advisor Network. Fair and transparent

1 A reconciliation of underlying results to Tower’s reported profit after tax, as prepared in accordance with Generally Accepted Accounting
Practice (GAAP), is shown in the Company’s FY22 Investor Presentation (slide 28).
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commission terms and legacy book acquisitions have resulted in commission payments reducing to 2.2% of gross
earned premiums.

Disciplined cost control and improved efficiencies through increasing scale saw overall MER improve to 36%
versus 37% in FY21. The company’s actions to address claims inflation have seen the BAU claims ratio reduce to
48.9% compared to 50.2% in FY21.

Supporting customers through climate change and large events
Mr Turnbull says, “It’s clear that supporting customers and communities through the increasing impacts of
climate change is our most important challenge as a New Zealand and Pacific insurer.”

Large events comprised $19m in claims costs for the 2022 financial year compared to $13.9m in FY21. These
included the one-in-a thousand-year Tongan volcanic eruption and subsequent tsunami, and multiple storms and
floods across New Zealand.

Tower continues to take decisive action to address the increasing severity and frequency of extreme weather
events. This includes future proofing its underwriting capability by expanding risk-based pricing to inland flooding
in FY22 and coastal hazards in FY23. For the 2023 financial year Tower has increased its perils allowance by 50%
to $30 million. The successful renewal of Tower’s reinsurance programme with $934m of catastrophe cover will
also provide important protection from this volatility.

ENDS
This announcement has been authorised by Tower CEO, Blair Turnbull.

For media enquiries, please contact in the first instance:
Emily Davies

Head of Corporate Affairs and Sustainability

Tower Limited

Mobile: +64 21 815 149

Email: emily.davies@tower.co.nz
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Consolidated statement of comprehensive income

For the Year Ended 30 Sepiember 2022 Re-presented
S thousands Note 2021
Gross written premium 396,003
Unearned premium movement (9,383}
Gross earned premium 2.1 386,620
Outward reinsurance premium (60,341)
Movement in deferred reinsurance premium 1,586
Outward reinsurance premtum expense {58,755)
Net earned premium 327,865
Ciaims expense (226,920}
Less: Reinsurance and other recoveries revenue 2.1 24,601
Net claims expense 2.2 {202,319}
Gross commission expense (17,667}
Commission revenue 2.1 6,461
Net commission expense {11,206)
Underwriting expense 2.3 {87,160)
Underwriting profit 27,180
Investment income 3.1 559
Investment expense (384)
Other income 707
Other expenses (52)
Financing and other costs (363)
Profit before taxation from continuing operations 27,647
Tax expense 7.1 (9,245)
Profit after taxation from continuing operations 18,402
Profit after taxation from discontinued operation 8.4 913
Profit after taxation for the year 19,315
Iitems that may be reclassified to profit or loss
Currency translation differences {1,213)
Itemns that will not be reclassified to profit or loss
Gain on asset revaluation 5.2 159
Deferred income tax relating to asset revaluation 5.2 (16}
Other comprehensive loss net of tax (1,070}
Total comprehensive profit for the year 18,245
Earnings per share:
Basic and diluted earnings per share (cents) for continuing operations 5.4 421
Basic and diluted earnings per share (cents) 5.4 4,43
Profit after taxation attributed to:
Shareholders 18,683
Non-controlling interests 632
19,315
Total comprehensive profit attributed to:
Shareholders 17,729
Non-controlling interests 516
18,245

The above statement should be read in conjunction with the accompanying notes.
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Consalidated balance sheet

As gt 30 September 2022

S thousands Note 2021
Assets

Cash and cash equivalents 8.1 116,129
fnvestments 3.2 277,470
Receivables 2.7 216,925
Current tax asset 7.2a 12,901
Assets classified as held for sale 8.4 -
Deferred tax asset 7.3a 24,450
Deferred insurance costs 2.6 31,967
Right of use assets 6.3ali) 25,577
Property, plant and equipment 6.1 9,374
Intangible assets 6.2 88,592
Total assets 803,385
Liabilities

Payables 2.8 69,977
Unearned premiums 2.5 212,275
Outstanding claims 24 122,338
Lease liabilities 6.3a{ii} 39,421
Provisions 2.9 6,709
Current tax liabilities 7.2b 170
Liabilities classified as held for sale 8.4 -
Deferred tax liabilities 7.3b 2,775
Total liabilities 453,665
Net assets 349,720
Equity

Contributed equity 5.1 492,424
Accumulated losses (39,995)
Reserves 5.2 {105,385)
Total equity attributed to shareholders 347,044
Non-controlling interests 2,676
Total equity 348,720

The above statement should be read in conjunction with the accompanying notes.

The financial statements were approved for issue by the Board on 23 November 2022,
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Chairman Director
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Consolidated statement of changes in equity

Year Ended 30 September 2022
Attributed to Shareholders

Non-controtfing

s thousands Contributed equity  Accumulated fosses Reserves interest

Total Equsity

Year Ended 30 September 2022

Balance as at 30 September 2021
Comprehensive income

Profit for the year

Currency translation differences

Total comprehensive income
Transactions with shareholders
Capital return to shareholders
Purchase of non-controlfing interests
Dividends paid

Other

Total transactions with shareholders
At the end of the year

Yeor Ended 30 September 2021

Balance as at 30 September 2020 492,424 {48,107) {104,431} 2,160 342,046
Comprehensive income

Profit for the year - 18,683 - 632 15,315
Currency translation differences - . {1,097} (116) {1,213)
Gain on asset revaluation - - 158 - 159

Deferrec? income tax relating to asset ) (16) § (16)
revaluation

Total comprehensive income - 18,683 {954) 516 18,245

Transactions with shareholders

Dividends Paid - {10,541} - - (10,541}
Other . (30} - - (20}
Total transactions with shareholders - (10,571} - {10,571}
At the end of the year 492,424 (35,995} {105,385} 2,676 349,720

The above statement should be read in conjunction with the accompanying notas,
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Consclidated statement of cash flows

For the Year Ended 30 September 2022 Re-presented

S thousands 2021
Cash flows from operating activities

Premiums received 389,236
Interest received 5,268
Fee and other income received 6,212
Reinsurance and other recoveries received 17,668
EQC settlement receipt 52,883
Motor premium refund payments (1,351)
Reinsurance paid {54,288)
Reinsurance paid in relation to settlement of EQC receivable {10,741)
Claims paid (213,756)
Employee and supplier payments {92,384)
Income tax paid {1,928}
Operating activities cashflow from discontinued operations 1,276
Net cash inflow from operating activities 98,095
Cash flows from investing activities

Proceeds from sale of interest bearing investments 156,544
Proceeds from sale of unlisted equity investments 25
Paymentis for purchase of interest bearing investments {150,548)
Paymenis for purchase of intangible assets (8,866)
Payments for purchase of customer relationships™ {14,434)
Payments for purchase of property, ptant & equipment (3,163)
Investing activities cashflow from discontinued operations 1,220
Net cash outflow from investing activities {59,222)
Cash flows from financing activities

Payments for capital return to shareholders -
Purchase of non-controlling interests -
Received from lessor on signing of new lease 10,544
Dividends paid (8,866)
Facility fees and interest paid (378)
Payments relating to lease liabilities {2,684)
Financing activities cashflow from discontinued operations {1,287)
Net cash outflow from financing activities (2,271)
Net {decrease)/increase in cash and cash equivalents 36,602
Effect of foreign exchange rate changes {581)
Cash and cash equivalents at the beginning of the year 80,108
Cash and cash equivalents at the end of the year 116,129
Cash from discontinued operations 8.4 -
Cash and cash equivalents at the end of the year from continuing operations 116,129

The above statement should be read in conjunction with the accompanying notes.
* The 2022 balance represents the purchase of Westpac and TSB's rights and obligations relating to servicing a portfolic of

insurance underwritten by Tower. The 2021 balance represents the purchase of ANZ's rights and obligations relating to
servicing a portfolio of insurance underwritten by Tower, Please refer to note 6.2 for more information.
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Motes to the consolicated financisl statements

1 Overview

11

C

About this Report

. Entities reporting

The financial statements presented are those of Tower Limited (the Company) and its subsidiaries. The Company
and its subsidiaries together are referred to in this financial report as Tower or the Group. The address of the
Company's registered office is 136 Fanshawe Street, Auckland, New Zealand.

During the periods presented, the principal activity of the Group was the provision of general insurance. The
Group predominantly operates in New Zealand with some of its operations based in the Pacific Islands region.

The financial statements were authorised for issue by the Board of Directors on 23 November 2622, The entity’s
owners or others do not have the power 10 amend the financial statements after issue.

Statutory base

Tower Limited is a company incorporated in New Zealand under the Companies Act 1993 and listed on the NZX
Main Board and the Australian Securities Exchange. The Company is a reporting entity under Part 7 of the
Financial Markets Conduct Act 2013.

Basis of preparation

The Company is a for-profit entity and the financial statements have been prepared in accordance with New
Zealand Generally Accepted Accounting Practice {NZ GAAP). They comply with International Financial Reperting
Standards (IFRS), New Zealand Equivalents to International Financial Reporting Standards {NZ IFRS) and other
applicable financial reporting standards, as appropriate for Tier 1 for-profit entities.

The financial statements of the Group have been prepared in accordance with the requirements of Part 7 of the
Financial Markets Conduct Act 2013 and the NZX Main Board Listing Rules.

The Group financial statements are presented in New Zealand doilars and rounded to the nearest thousand
dollars. They have been prepared in accordance with the historical cost basis except for certain financial
instruments that are stated at their fair value.

Re-presentation of comparatives

The Group's Papua New Guinea Operations {"disposal group") constituies a discontinued operation and is
classified as held for sale as at 30 September 2022. Profit or loss informaticn for the current period is prepared
on a continuing basis with net results from discontinued operations presented separately. Profit or loss
information for 2021 has been re-presented for comparability. Refer to note 8.4 for further details.

Where necessary, comparative information has been reclassified for consistency with the current year
presentation.

6 pwe
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1.2 Consolidation

a. Principles of consclidation

The Group financial statements incorporate the assets and liabilities of all subsidiaries of the Company at balance
date and the results of all subsidiaries for the vear.

Substdiaries are those entities over which the consolidated entity has cantrol, being power over the investee;
exposure, or rights to variable returns from its involvernent with the investee; and the ability to use its power over
the investee to affect the amount of the investor's returns.

The results of any subsidiaries acquired during the year are consolidated from the date on which control was
transferred to the consolidated entity and the results of any subsidiaries disposed of during the year are
consolidated up to the date control ceased. During the year ended 30 September 2022, Tower Limited acquired the
minority shareholding of National Pacific insurance Limited. This is now 100% owned by Tower Limited.

The acquisition of controlled entities from external parties is accounted for using the acquisition method of
accounting. Non-controlling interests in the results and equity of subsidiaries are shown separately in the statement
of comprehensive income, statement of changes in equity and balance sheet respectively. Acquisition related costs
are expensed as incurred.

When the Group ceases to have control, any retained interest in the entity is re-measured to its fair value at the
date when control is lost, with the change in carrying amount recognised in profit or loss.

Intercompany transactions and balances between Group entities are eliminated on consolidation.

b. Foreign currency

(i} Functional and presentation currencies

The financial statements of each Group entity are presentad in the currency of the primary economic environment
in which the entity operates. The Group financial statements are presented in New Zealand dollars and rounded to
the nearest thousand dollars unless stated otherwise.

{ii} Transactions and balances

In preparing the financial statements of the individual entities, transactions denominated in foreign currencies are
translated into the entities functional and reporting currency using the exchange rates in effect at the transaction
dates. Monetary items receivable or payable in a foreign currency are translated at reperting date at the closing
exchange rate.

Translation differences on non-monetary items such as financial assets heid at fair value through profit or loss are
reparted as part of their fair value gain or loss.

Exchange differences arising on the settlement or retranslation of monetary items at year end exchange rates
impact profit after tax in the consolidated statement of comprehensive income unless the items form part of a net
investment in a foreign operation. In this case, exchange differences are taken to the Foreign Currency Translation
Reserve and recognised (as part of comprehensive profit) in the statement of comprehensive income and the
statement of changes in equity.

{it}) Consolidation

For the purpose of preparing consofidated financial statements the assets and liabilities of subsidiaries with a
functional currency different to the Company are translated at the closing rate at the balance date. Income and
expense items for each subsidiary are translated at a weighted average of exchange rates over the period, as a
surrogate for the spot rates at transaction dates. Foreign currency translation differences are taken to the Foreign
Currency Translation Reserve and recognised in the statement of comprehensive income and the statement of
changes in equity,

Goodwill and fair value adjustments arising on the acquisition of a foreign operation are treated as assets and
liabilities of the foreign operation and are translated at the closing rate with movements recorded through the
Foreign Currency Translation Reserve in the statement of changes in equity.

pwec
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1.2

1.3

Consolidation (continued)

On disposal of a foreign entity, the deferred cumulative amount recognised in equity relating to that particular
foreign operation is recognised in the statement of comprehensive income.

. Subsidiaries

The table below lists Tower Limited's principal subsidiary companies and controlled entities. All entities have a

balance date of 30 September.

Name of company Incorporation _Ijtc_:!_dings

2022 2021
Parent Company
few Zealand general insurance operations
Tower Limited NZ Parent
Subsidiaries
Overseas general insurance operations
Tower Insurance (Cook Islands} Limited Cook Islands 100%
Tower Insurance {Fiji} Limited Fiji 100%
Tower Insurance {PNG) Limited (refer Note 8.4} PNG 100%
National Pacific Insurance Limited ("NPI"} {refer Note 5.1} Samoa 71%
National Pacific Insurance (Tonga) Limited (refer Note 5.1) Tonga 71%
Nationat Pacific Insurance (American Samoa) Limited {refer Note 5.1) American Samoa - 71%
Tower Insurance (Vanuatu} Limited Vanuatu 100%
Management service operations
Tower Services Limited NZ 100%

Critical accounting judgements and estimates

In preparing these financial statements management is required to make estimates and related assumptions about
the future. The estimates and related assumptions are based on experience and other factors that are considered to
be reasonable, and are reviewed on an ongoing basis. Revisions to the estimates are recognised in the period in
which they are revised, or future periods if relevant. The key areas in which estimates and related assumptions are

applied are as follows:

- Net outstanding claims

- Liability adequacy test

- Intangible assets

- Lease liabilities (incremental borrowing rate)

- Deferred tax

note 2.4
note 2.5
note 6.2
note 6.3afii}
note 7.3

pwe
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1.4 Segmental reporting

a. Operating segments

Tower operates in two geographical segments, New Zealand and the Pacific region. New Zealand comprises the
genereal insurance business underwritten in New Zealand. Pacific Islands comprises the general insurance
business underwritten in the Pacific by Tower subsidiaries and branch operations. Other contains balances
relating to Tower Services Limited {management services entity}, and also includes intercompany eliminations

and group diversification benefits.

The Group does not derive revenue from any individual or entity that represents 10% or more of the Group's

total revenue.

The Pacific islands operating segment excludes the disposal group and assets and liabilities held for sale. The
prior year comparatives have been re-presented accordingly. Intercompany transactions with the disposal group

are eliminated within continuing operations, refer note 8.4.

b. Financial performance of continuing operations

S thousands New Zealand

Pacific Islands

Other

Total

Year Ended 30 September 2022

Gross written premium

Gross earned premium

Outward reinsurance premium

Net earned premium
Net claims expense
Net commission expense

Underwriting expense

Underwriting profit/{loss}

Net investment income

Other expenses

Profit before tax from continuing operations

Profit after tax from continuing operations

Year Ended 30 September 2021 (Re-presented)

Gross written premium 351,058 44,945 - 396,003
Gross earned premium 340,568 46,052 386,620
Quiward reinsurance premium (44,918) {13,837} {58,755)
Net earned premium 285,650 32,215 - 327,865
Net clazims expense {195,343) (6,888} (88) (202,319)
Net commission expense {9,762) {1,444) - {11,206)
Underwriting expense {76,519) (10,641) - (87,160}
Underwriting profit 14,026 13,242 (88) 27,180
Net investment income 43 132 - 175
Other expenses 182 110 - 292
Profit before tax from continuing operations 14,251 13,484 (88) 27,647
Profit after tax from continuing operations 8,855 9,620 (73} 18,402
9
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1.4 Segmental reporting {continued)

¢. Financial position of continuing operations

S thousands New Zealand pacific Islands Other Total

305eptember2022 -~ - -
Additions to non-current assets
30 September 2021

Total assets 308

Total assets 30 September 2021

otal lia 30 Septemb i (985 477,427,
Total liabilities 30 September 2021 405,058 (617) 448,101
Additions to non-current assets include additions to property, plant and equipment, right of use assets, intangible assets and
investments in subsidiaries.

Definition

An operating segment is a group of assets and operations engaged in providing products or services that are subject to risks and
returns that are different to those of other operating segments. Operating segments are reported in a manner consistent with the
internal reporting provided to the chief operating decision-maker {the Chief Executive Officer) who reviews the operating results on z
regular basis and makes decisions on rasource allocation and assessing performance.

10 pwe
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2 Underwriting activities

2.1

This section provides information on Tower's underwriting activities.

Tower collects premiums from customers in exchange for providing insurance coverage. These premiums are
recognised as revenue when they are earned by Tower, with a liability for unearned premiums recognised on the

balance sheet,

When customers suffer a loss that is covered by their policy, Tower will make payments to customers or

suppliers, which it recognises as claims expenses. To ensure Tower’s obligations to customers are properly

recorded within the financial statements, Tower recognises provisions for outstanding claims.

To manage Tower's risk and optimise its returns, Tower reinsures some of its exposure with reinsurance

companies. The premiums paid to reinsurers are recognised as an expense, while recoveries from reinsurers are

recognised as revenue,

Underwriting Revenue

Composition

S thousands

2021

Gross written premium

Movement in unearned premium liability
Gross earned premium

Reinsurance and other recoveries revenue
Reinsurance commission

Insurance administration services commission

Commission revenue

396,003
(9,383)
336,620
24,601
5,343
1,118
6,461

Underwriting revenue

417,682

Recognition and measurement

Gross earned premium is recognised in the period in which the premiums are earned during the term of the contract,
excluding taxes and levies collected on behalf of third parties. It includes a provision for expected future premium
cancellations (which is offset against gross premium receivables, see note 2.7), and customer remediation (see note 2.9). The
proportion of premiums not earned in the consolidated statement of comprehensive income at reporting date is recognised
in the consolidated balance sheet as unearned premiums.

Reinsurance and other recoveries on paid claims, reported claims not yet paid, claims incurred but not reported and claims
incurred but not enough reported are recognised as revenue. Recoveries are measured as the expected future receipts and

recognised when the claim is incurred.

Reinsurance commission revenue includes reimbursements by reinsurers to caver part of Tower's management and sales
expense over the term of the reinsurance agreements. Reinsurance commission income can also include a proportion of
expected profitability of business ceded to the reinsurer, The final vaiue of the variable commission is based on the
achievement of a hurdle rate over time. This revenue is recognised over the term of the reinsurance agreements dependent
on the profitability of proportional arrangement which is reassessed at each reporting date.

Insurance administration services commission includes a percentage of levies collected on behalf of third parties and is

recognised at the point the levy is coilected.

1
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2.2

2.3

Net claims expense

Caomposition

3 thousands EK;S;‘:E;Z;W Canterbury earthquake Total

2022 2021 2021 2021
Gross claims expense 226,611 309 2_410'147_‘:_. 226,920
Reinsurance and other recoveries revenue {23,396} {1,205) 3) (24,601}
Net claims expense 203,215 {896) 202,319

Recogniticn and measurement

Net claims expense is measured as the difference between net outstanding claims liability at the beginning and end of the financiai
year plus any claims payments made net of reinsurance and other recoveries received during the financial year. Please refer to note
2.4 for more information.

Additicnal disclosures related to the Canterbury earthquake events in 2010 and 2011 are provided in note 2.4,

Underwriting expense

Composition

S thousands 2021
People costs 64,626
People costs capitalised during the year (3,568)
Technology 14,320
Amortisation 12,556
Depreciation® 4,440
External fees 10,300
Marketing 8,477
Communications 3,829
Miscellaneous 4319
Movement in deferred acquisition costs** 877
Claims related management expenses reclassified to claims expense {31,320)
Service fees charged to discontinued operations*** (1,695)
Underwriting expenses 87,160

* Inctades $2.7m (2021: $2.3m) of depreciation on right of use assets. See note 6.3b for further information.

** 2021 included a writedown for a deficiency on the liability adequacy test of $2.5m, refer note 2.6. This resulted in a lower
amortisation expense of deferred acquisition costs in 2022,

*4% Refer note 8.4 for further detail.

12
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2.4 Net outstanding claims

a. Composition

Exc. Canterbury

S thousands earthquake

Canterbury earthquake Total

2022 2021 2021 022 2021
Central estimate of future cash flows 94 4 87,535 16,402 103,937
Claims handling expense 5,430 1,314 6,744
Risk Margin 6,724 4,933 11,657
Gross outstanding claims 22,649 122,338
Reinsurance recoveries (3,880) (22,850}
Net outstanding claims 18,769 98,488
Net claim payments within 12 months 7,508 77,195
Net claim payments after 12 months 11,261 22,293
Net outstanding claims 18,769 59,488

Recognition and measurement
Gross outstanding claims liability comprises a central estimate of future cash outflows and a risk margin for uncertainty.

The outstanding claims liability is measured at the central estimate of future cash outflows relating to claims incurred prior to the
reporting date including direct and indirect claims handling costs. The liability is measured based on the advice of the Appointed
Actuary ot on valuations which have been peer reviewed by the Appointed Actuary. It is intended to include no deliberate or
unconscious hias toward over or under-estimation. Given the uncertainty in establishing the liability, it is likely the final outcome
will differ from the original liahility established. Changes in the claim estimates are recognised in profit or loss in the reporting
period in which the estimates are changed.

The gross outstanding claim liabilities also include a risk margin that relates to the inherent uncertainty in the central estimate of
the future payments. The risk margin represents the amount by which the lability recognised in the financial statements is greater
than the actuarial estimate. Tower currently applies a 75% probability of adequacy to the outstanding claims liability which means
there is a E-in-4 chance all future claim payments will exceed the overall reserve held.

Discounting has been applied to the provision for outstanding claims relating to the Canterbury earthquakes, using spot rates
derived from government issued bonds. The overail discount, at 30 September 2022, is equivalent to using a uniform discount rate
of 4.2% per annum, At the previous valuation of the Canterbury earthquakes liability, discounting was not applied as it was
considered immaterial in a lower interest rate environment. Discounting has also not been allowed for on other cutstanding
claims as the expected timeframe for paying these claims is short, and the impact of discounting is considered to be immaterial.

Uncertaintias surrounding the liability estimation process include those relating to the available data, actuarial models and
assumptions, the statistical uncertainty associated with the general insurance run-off process and external risks.
Net outstanding claims liability is caiculated by deducting reinsurance and other recoveries from gross outstanding claims.

Reinsurance and other recoveries on outstanding claims are recognised as income with the corresponding asset being recognised
on the balance sheet.
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2.4 Net outstanding claims (continued)

b. Reconciliation of movements in net outstanding claims liability

S thousands 2022 2021

Gross Reinsurance Net Gross Reinsurance Net
12 ' . 99.488° 107,747  (12,888) 94,858
7,595 234,675 {22,171) 212,504
{5,772) (2,464)  (3,236)

Balance brought forward

Claims expense - current year

Claims expense - prior year

|I1CUI.‘I‘EC.! claims re.cogmsed in profit or loss from 274908 ;. 226,920 (24,601) 202,319
continuing operations Bl

lrrcurreg claims reco.gmsed in profit or loss from S5 1983 (34) 1,649
discontinued operations ot

Claims paid and reinsurance and other recoveries
raised from continuing and discontinued
operations

Foreign exchange

Liabilities reclassified as held for sale*

14,397 (198,953)

{962} 277 {685)

0) - 110,451 122,338 (22,850) 99,488

Outstanding claims

* Refer note 8.4
¢. Development of claims

The following table shows the development of net outstanding claims relative to the current estimate of ultimate claims
costs for the five most recent years.

S thousands

Ultimate claims cost estimate Prior 2018 2019 2020 2021 2022 Total

At end of incident year

One year later
Two years later

Three years later

Four years later

Ultimate ¢laims cost

Cumulative payments

Central estimate
Claims handling expense

Risk margin

Net outstanding claim liabilities

Reinsurance recoveries

Gross outstanding claim liabilities

All amounts in this note exclude discontinued operations, consistent with other profit or loss disclosures.

Priar year numbers have been restated at current year exchange rates to reflect the underlying development of claims.

14 "=
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2.4 Net outstanding claims (continued)

d. Actuarial information
The estimation of outstanding claims as at 30 September 2022 has been carried out by:

(i} Geoff Atkins, BA {ActuarDc), FIAA, FIAL, FANZIF, Appointed Actuary - Canterbury earthquake claims; and

(i} John Feyter, B.Sc., FNZSA - all other outstanding claims

The New Zealand actuarial assessments are undertaken in accordance with the standards of the New Zealand
Society of Actuaries, in particular Professional Standard No. 30 "Valuations of General Insurance Claims". The

Actuaries were satisfied as to the nature, sufficiency and accuracy of the data used to determine the

outstanding ¢laims fiability. The outstanding claims liability is set by the Actuaries at a level that is appropriate

and sustainable to cover the Group's claims obligations after having regard to the prevailing market
environment and prudent industry practice.

e. Canterbury earthquakes
Cumulative impact of Canterbury earthaquakes

As at 30 September 2022, Tower has 36 claims remaining to settle (2021: 33) as a result of the earthquakes
impacting the Canterbury region during 2010 and 2011. The following tabie presents the cumulative impact of
the four main Canterbury earthguake evenis on the consolidated statement of comprehensive income.

S thousands 2021
Earthquake claims estimate net of EQC payments (944,418)
Reinsurance recoveries 732,090
Claim expense net of reinsurance recoveries (212,328)
Reinsurance expense {25,045)
Cumulative impact of Canterbury earthquakes before tax {237,373}
Income tax 66,464
Cumulative impact of Canterbury earthquakes after tax {170,909}
Canterbury earthauake impact on profit or loss before tax
S thousands 2021
Net claims {gain)/expense (8986)

15
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2.4 Net outstanding claims {continued)

Critical accounting estimates and judgements
Outstanding claims liability (excluding Canterbury Earthquakes}

The estimation of the outstanding claims liability involves a number of key assumptions. Tower's estimation uses
Company specific data, relevant industry data and general economic data for each major class of business. The estimation
process factors in a number of considerations including the risks to which the business is exposed to at a point in time,
claim frequency and severity, historical trends in the development of claims as well as legal, social and ecenomic factors
that may affect each class of business.

Assurnption 2021
Expected future claims development proportion 19.7%
Claims handling expense ratio 6.7%
Risk margin 9.1%

Expected future claims development proportion

This is the proportion of additional claims cost that is expected to be recognised in the future for claims that have already
heen reported. The assumption is expressed as a proportion of current case estimates for open claims and the resuiting
amount is recognised in the balance sheet as an outstanding claims liability.

Claims handling expense ratio
This reflects the expected cost to administer current open and future claims. The ratio is calculated based on histerical
experience of claims handling costs.

Risk margin

Risk margins are calculated for outstanding ¢laims in each country separately and a diversification benefit is calculated
taking into account the uncorrelated effect of random risk. The total risk margin percentage shown is calculated on a
weighted average basis. The decrease in the risk margin this year reflects the reassessment of uncertainty ona ciaim
outcomes as a result of the COVID-19 pandemic,

Canterbury Earthquake outstanding claims flability

Assumptions are made for the estimation of outstanding claims related to the Canterbury earthquakes. The key
assumptions are estimated uitimate costs (including building costs} for settling open claims, and the numbers of new
overcap claims, litigated claims, re-opened claims and their associated costs. Other elements of judgement include the
apportionment of claim costs between the four main earthquake events, future claim management expenses and
assessment of the risk margin.

Assumption 2021
Number of future new overcap and new litigated claims 38
Average cost of new overcap or new litigated claim 121,000
Provision for re-opened claims 2,400,000
Additional portfolio-level provision for incurred but not enough reported 1,274,000

New avercap and new litigated claims

New overcap claims are typically for properties that have previously been managed by £QC but where damage is now
assessed as being more extensive than previously thought and there is now an insurance claim payable,

New litigated claims are existing or future new claims that are referred to either the Insurance Tribunal or the High Coust
for resolution. Costs for new fitigated claims are assumed to be substantially higher than costs for other overcap claims.
Oniy a small number of new litigated claims is now expected.

Provision for re-opened claims

Re-opened claims arise where additional liability arises for additicnal scope not previously identified or where a repair has
failed or where ancther expense is payable for a claim that is currently closed.
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2.4 Net outstanding claims (continued)

f. Sensitivity Analysis

The impact on profit or lass of changes in key assumptions used in the calculation of the outstanding claims liabilities
is surmmarised below. Each change has been calculated in isolation from the other variables and is stated before
income tax.

Cuistanding claims excluding Canterbury earthquake

S thousands Impact on profit or (loss)

Movement in
assumption
2021
Expected future claims development +10% (1,339)
-10% 1,339
Claims handling expense ratio +10% {543}
- 10% 543
Risk margin +10% (672)
- 10% 672
Canterbury earthquake outstanding claiims
S thousands Impact on profit or (loss}
Movemei?t in 2021
assumption
+35% {1,610)
Number of new overcap or new litigated claims
-35% 1,610
+ 20% {920}
Change in average cost of a new overcap or new litigated claim
- 20% 920
+35% {840}
Number of reopened claims
-35% 840
+ 20% (480}
Change in average cost of a reopened claim
- 20% 480
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2.5 Unearned premium liahility

Reconciliztion

$ thousands 2021
Opening balance 203,452

Premiums written during the year from continuing operations 396,003

Premiums earned during the year from continuing operations {386,620)
Unearned premium movement from continuing operations 9,383
Premiums written during the year from discontinued operations 8,678
Premiums earned during the year from discontinued operations {8,910)
Unearned premium movement from discontinued operations (232)
Foreign exchange movements (328)
Liabilities reclassified as held for sale -
Unearned premium liability from continuing operations 212,275

All unearned premiums will be earned in the 12 months after 30 September 2022 and therefore are current
liabilities. The unearned premium liability is presented net of cancellation provisions.

Recognition and measurement

Unearned premium liability is the portion of premiums written that are yet to be earned in the consolidated statement of
comprehensive income. It is calculated based on the term of the risk and in accordance with the expected pattern of the
incidence of risk underwritten using an appropriate pro-rated method.

Edequacy of unearned premium Hability

Tower undertakes a liability adequacy test {"LAT"} to determine whether the unearned premium Hability is
sufficient to pay future claims net of reinsurance recoveries.

If the present value of expected future net cash flows relating to current insurance contracts, plus a risk margin,
exceeds the unearned premium liabilities less related deferred acquisition costs and intangible assets, then the
unearned premium liability is deemed deficient. This deficiency is immediately recognised in profit or loss. In
recognising the deficiency, Tower will first write down any related deferred acquisition costs or intangible assets
hefore recognising an unexpired risk liability.

The unearned premium liability as at 30 September 2022 was sufficient for the New Zealand business {2021:
$2.0m deficiency). The unearned premium liabilities as at 30 September 2022 for each Pacific entity was also
sufficient {2021: all sufficient with the exception of Fiji and Vanuatu where a total deficiency of $0.5m was
recognised).

% 2021
Central estimate net claims as a % of unearned premium liability 45.2%
Risk margin as a % of net claims 11.0%

Critical accounting estimates and judgements

The LAT is conrducted using a central estimate of premium liability adjusted for risk margin and i is carried out on an individual
country basis. The test is based on prospective information and so is heavily dependent on assumptions and judgements.
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2.6 Deferred insurance costs

Reconcilistion

S thousands

Deferred outwards

Deferred acquisition costs R
reinsurance expense

Deferred insurance costs

2021 22 2021 2021
Balance bought forward 25,220 851 9,447 34,667
Costs deferred 17,968 58,291
Amortisation expense {16,428) (58,325)
Writedown due to LAT deficiency {2,538)
Foreign exchange movements (136) (132)
Asset reclassified as held for sale - 1, _ -
Closing balance 26542 21,116 1,27? 10,851 31,967

Deferred insurance costs are expected to be amortised within 12 months from reporting date.

Recognition and measuretnent

acquisition costs related to unearned premium.

Acquisition costs comprises costs incurred in obtaining and recording general insurance contracts such as advertising
expenses, sales expenses and other underwriting expenses. These costs are initially capitalised and then expensed in fine
with the earning pattern of the related premium. Deferred acquisition costs at the reporting date represent the

Outwards reinsurance expense reflects premiumns ceded to reinsurers and is recognised as an expense in accordance
with the pattern of reinsurance service received. Deferred outwards reinsurance expense at the reporting date
represents outwards reinsurance expenses related to unearned premium.

19
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2.7 Receivables

Composition

S thousands 2021
Gross premium receivables 178,213
Provision for expected future premium cancellations (655)
Premium receivable 177,558
Reinsurance recoveries 20,326
Canterbury earthguake reinsurance recoveries 3,880
Other recoveries 5,207
Reinsurance and other recoveries 29,413
Finance tease recejvables 4,278
Prepayments 3,279
Other receivables 2,397
Receivable from discontinued operations*® -
Receivables 216,925
Receivable within 12 months 214,504
Receivable in greater than 12 months 2,421
Receivables 216,925

* Refer note 8.4 for further detail.

Recognition and measurement

Receivables (inclusive of GST} are recognised at fair value and are subsequently measured at cost less any impairment.

Tower's premium receivables and reinsurance and other recoveries arise from insurance contracts. These receivables are
impaired if there is objective evidence that Tower will not be able to coliect all amounts due according to the original terms of
the receivable.

The remainder of Tower's receivables are assessed for impairment based cn expected cradit losses.

kb

20 pwe



Tower

2.7

2.8

Limited

Receivables (continued)

Finance lease receivables

Tower entered into a sub-fease for its previous Auckland premises. The sub-lease is for the remaining non-

cancellable term of the head lease and therefore is classified as a finance lease. The profile of the net receipts is

Hlustrated in the table below:

S thousands 2021
Less than one year 2,019
Between cne and five years 2,421
Total undiscounted finance lease receivable 4,440
Unearned finance income (162)
Net investment in the finance lease 4,278
Payables

Composition

S thousands 2021
Trade payables 11,452
GST payable 23,264
EQC & Fire and Emergency New Zealand tevies payable 10,857
Reinsurance premium payable 6,343
Unsettled investment purchases 11,456
Other 6,605
Payables 69,977
Payable within 12 menths 69,977
Payable in greater than 12 months -
Payables 69,977

Retognition and measurerment

Payables are recognised where goods or services that have been received or supplied and have been invoiced or formally
agreed with the supplier. Payables are stated at the fair value of the consideration to be paid in the future inclusive of GST. GST
payable represents the net amount pavyable to the respective tax authorities.
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2.9

2.10

Provisions

Compositich

5 thousands 2021
Annual leave and other employee benefits 6,709
Customer remediation® -
Provisions 6,709
Payable within 12 months 6,235
Payable in greater than 12 months 474
Provisions 6,705

* This is a one-off provision for customer remediation arising from an error in the calculation of multi-policy discounts.

Recognition and measurement

Tower recognises a provision when it has a present obligation as a result of a past event and it is more likely than not that an

outfiow of resources witl be required to settle the obligation. Tower's provision represents the best estimate of the
expenditure required to settle the present obligation at the end of the reporting period.

Assets backing insurance liabilities

Tower has determined that all assets within its insurance companies are held to back insurance liabilities, with

the exception of: (i) property, plant and equipment; {ii) right of use assets, (iil) intangible assets; and (iv)
investments in operating subsidiaries. Assets backing insurance liabilities are managed in accordance with

approved investment mandate agreements on a fair value basis and are reported to the Board on that basis.
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3 Investments

3.1

3.2

Tower invests funds collected as premiums and provided by shareholders to ensure it can meet its obligations to
pay claims and expenses and to generate a return to support its profitability. Tower has a low risk tolerance and
therefore the majority of its investments are in investment grade supranational and government bonds, and term
deposits.

Investment income

S thousands 2021
Interest income 5,127
Net realised loss (2,152}
Net unrealised loss (2,416)
Investment income 559

Net realised losses relate to the maturity of fixed interest bonds, with interest coupon rates higher than market
rates, purchased at higher than face vatue. The corresponding higher interest received is reflected in the interest
income amount.

Recognition and measurement

Tower's investment income is primarily made up of realised and unrealised interest income on fixed interest investments and
fair value gains or losses on its investment assets. Both are recognised in the period that they are earned through profitor
loss.

Investments

S thousands 2021
Fixed interest investments 277,436
Property investment 34
Investments 277,470

‘Recognition and measurement

Tower's investment assets are designated at fair value through profit or loss. Investment assets are initialiy recognised at fair
value and are remeasured to fair value through profit or loss at each reporting date. Tower's approach to measuring the fair
value of these assets is covered in the note 3.3.

Purchases and sales of investmeants are recognised at the date which Tower commits to buy or sell the assets (i.e. trade date).
Investments are derecognised when the rights to receive future cash flows from the assets have expired, or have been

Eoneinam i s e o i

:transferred, and substantially ali the risks and rewards of ownership have transferred.
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3.3 Fair value hierarchy

Tower designates its investments at fair value through profit or loss in accordance with its Treasury policy. It
categorises its investments into three Jevels based on the inputs available to measure fair value:

Level 1 Fair value is calculated using quoted prices in active markets. Tower currently does not
have any Level 1 investments.

lLevel 2 Investment valuations are based on direct or indirect observable data other than
quoted prices included in Level 1. Level 2 inputs include: (1) quoted prices for similar
assets or liabilities; (2) quoted prices for assets or liabilities that are not traded in an
active market; or (3) other observable market data that can be used for valuation
purposes. Tower investments included in this category include government and
corporate debt, where the market is considered to be lacking sufficient depth to be
considered active, and part ownership of a property that is rented out to staff.

Level 3 Investment valuation is based on unobservable market data. Tower currently does not
have any Level 3 investments.

3 thousands Level 1 Level 2 Level 3 Total

As at 30 September 2022
Fixed interest investments

Property investment

Investments

As at 30 September 2021

Fixed interest investments - 277,436 - 277,436
Property investment - 34 - 34
Investments - 277,470 - 277,470

There have been no transfers between levels of the fair value hierarchy during the current financial period {2021:
nil).
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4 Risk Management

Tower is exposed to multiple risks as it works to set things right for its customers and their communities whilst
maximising returns for its sharehelders. Everyone across the organisation is responsible for ensuring that Tower's
risks are managed and controlled on a day-to-day basis.

4.1 Risk management overview

Tower's approach to achieving effective risk management is to embed a risk-aware cuiture where everyone across
the organisation (including contractors and third parties) is responsible for managing risk.

Tower’s Board expresses its appetite for risk in a Risk Appetite Statement, which:

{i) Gives clear concise guidance to management of parameters for risk taking,

(i} Embeds risk management into strategic and decision-making processes.

{iii} Facilitates risk to be managed at all levels of the organisation through a structured process te identify risk,
and the allocation of clear, personal responsibility for management of identified risks by assigned risk
owners.

The Board then approves and adopts: {i) the Risk Management Framework (RMF) which is the central document
that explains how Tower effectively manages risk within the business; and (ii) the Reinsurance Management
Strategy (ReMsS) which describes the systems, structures, and processes which collectively ensures Tower's
reinsurance arrangements and operations are prudently managed. These documents are approved annually by
the Board.

The Board has delegated its responsibility to the Risk Committee to provide oversight of risk management
practices and provide advice to the Board and management when required. In addition, the Risk Committee also
monitors the effectiveness of Tower’s risk management function which is overseen by the Chief Risk Officer (CRO}.
The CRO provides regular reports to the Risk Committee on the operation of the RMF.

Tower has embedded the RMF with clear accountabilities and risk ownership to ensure that Tower identifies,
manages, mitigates and reports on all key risks and controls through the three lines of defence model.

{i) First line: Operational management has ownership, responsibility and accountability for directly
identifying, assessing, cantrolling and mitigating key risks which prevent them from achieving business
objectives.

{ii} Second Line: Tower’s Risk, Compliance and Conduct Function is responsible for developing and
implementing effective risk, compliance and conduct management processes; providing advisory support
to the first line of defence and constructively challenging operational management and risk and obligation
owners to ensure positive assurance.

(iii) Third line: Internal Audit is responsible and accountable for providing an independent and objective view
of the adequacy and effectiveness of the Group’s risk management, governance and internal control
framework. Internal audit, along with other groups such as external audit, report independently to the
Board and/or the Audit Committee.

The RMF is supported by a suite of policies that address the risks and compliance obligations covered in this
section.
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4,2 Strategic risk

Strategic risk is the risk that internal or external faciors compromise Tower's ability to execute its strategy or
achieve its strategic objectives. Strategic risk is managed through:

{i} Monitoring and managing performance against Board approved plan and targets.

{ii) Board leading an annual strategy and planning process which considers our performance, competitor

positioning and strategic opportunities.

(iii) Identifying and managing emerging risks using established governance processes and forums.

4.3 insurance risk

fnsurance risk is the risk that for any class of risk insured, the present value of actual claims payable will exceed
the present value of actual premium revenues generated (net of reinsurance). This risk is inherent in Tawer's
operations and arises and manifests through underwriting, insurance concentration and reserving risk.

a. Underwriting risk

Underwriting risk refers to the risk that claims arising are higher (or lower) than assumed in pricing due to bad
experience including catastrophes, weakness in controls over underwriting or portfolio management, or claims
management issues. Tower has established the following key controls to mitigate this risk:

(i)

(i)

{iii}

Use of comprehensive management information systems and actuarial models to price products based on
historical ciaims frequencies and claims severity averages, adjusted for inflation and modelled
catastrophes, trended forward to recognise anticipated changes in claims patterns after making
allowance for other costs incurred by the Group.

Passing elements of insurance risk to reinsurers. Tower's Board determines a maximum level of risk to be
retained by the Group as a whole.

Tower's reinsurance programme is structured to adequately protect the solvency and capital positions of
the insurance business. The adequacy of reinsurance cover is modelled by assessing Tower's exposure
under a range of scenarios. The plausible scenario that has the most financial significance for Toweris a
major Wellington earthquake. Each year, as part of setting the coming year's reinsurance cover,
comprehensive modelling of the event probability and amount of the Group's exposure is undertaken,

Underwriting limits are in place to enforce appropriate risk selection ¢riteria and pricing with specific
underwriting authorities that set clear parameters for the business acceptance.
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4.3 insurance risk (continued)

b. Concentration risk

Concentration risk refers to the risk of underwriting a number of like risks, where the same or similar loss
events have the potential to produce claims from many of Tower's customers at the same time. Tower is
particularly subject to concentration risks in the following variety of forms:

{i)  Geographic concentration risk - Tower purchases a catastrophe reinsurance programme to protect
against a modelled 1-in-1000 years whole of portfolio catastrophe loss.

{ii} Product concentration risk - Tower's business is weighted towards the NZ general insurance market
where its risks are concentrated in house insurance {(Home & Contents) and motor insurance. Tower
limits its exposure through proportionate reinsurance arrangements. The table below illustrates the
diversity of Tower's operations.

Gross written premium (5} 2021

NZ  Pacific* Total
Home & Contents 52% 4% 56%
Motor 34% 3% 37%
Commercial 1% 4% 5%
Liability 1% 0% 1%
Workers compensation 0% 0% 0%
Other % 1% 0% 1%
Total 100% 89% 1%  100%

* The Pacific Islands operating segment excfudes the disposal group and the prior year comparatives have been re-
presented accordingly.

Tower has limited exposure to long-tail classes {which comprises part of "liability" and "workers
compensation}). Long-tail classes have increased uncertainty of the ultimate cost of claims due to the
additional period of time to settlement.

¢. Reserving risk
Reserving risk is managed through the actuarial valuation of insurance liabllities and monitoring of the

probability of adeauacy booked reserves. The valuation of the net central estimate is performed by gualified
and experienced actuaries. The central estimate is subject to a comprehensive review at least annually.
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4.4

1}

imited

Credit risk

Credit risk is the risk of loss that arises when a counterparty fails to meet their financial obligations to Tower in
accordance with the agreed terms. Tower's exposure to credit risk primarily results from transactions with security
issuers, reinsurers and policyholders and is set out below.

Investment and treasury

Tower manages its investment and treasury credit risks in line with limits set by the Board:

(i} New Zealand cash deposits that are internally managed are limited to banks with a minimum Standard & Poor's
(S&P) AA- credit rating.

(i) Cash deposits and investments that are managed by external investment managers are limited to counterparties
with @ minimum S&P A- credit rating.

(ii) Tower holds deposits and invests in Pacific regional investment markets through its Pacific Island operations to
comply with local statutory requirements and in accordance with Tower investment policies. These deposits and
investments generally have low credit ratings representing the majority of the value inciuded in the 'Below BBB'
and 'not rated' categories in the table below. This includes deposits and investments with Australian bank
subsidiaries that comprise 55% (2021: 88%) of the 'not rated' category.

S thousands Cash and Cash Equivalents Fixed Interest Investments

2 2021 2021
AAA - 94,430 94,430
AA 83,614 143,548 227,162
A - 33,100 33,100
BBB - - -
Below BBB 9,173 2,226 11,399
Not rated 23,342 4,166 27,508
Total 115,129 277,470 383,599

. Reinsurance

Tower manages its reinsurance programme in ling with the ReMS. Tower seeks to manage the quantum and volatility
of insurance risk in order to reduce exposure and overall cost.

Tower's policy is to only deal with reinsurers with a credit rating of S&P A- or better unless local statutory
requirements dictate otherwise. Additionzal requirements of the policy are for no individual reinsurer 1o have more
than 25% share of the overall programme and Tower is prohibited from offering inwards reinsurance to external
entities. The following table provides details on Tower's exposure to reinsurance recoveries:
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4.4 Credit risk (continued)

[

S thousands Reinsurance on:

Outstanding claims Paid claims Total

AAA -
AA 12,005 13,033
A 10,805 11,125
BRB -
Below BBB -
Not rated 44
Total 22,850 24,202

The following table provides further information regarding the ageing of reinsurance recoveries on paid claims
at the balance date,

S thousands past due
1to2 2to3 o] 3
Not due 1 month ° to ver Total
months months months

As at 30 September 2022

Reinsurance recoveries on paid
claims

As at 30 September 2021

Reinsurance recoveries on paid
claims

1,352 - - - . 1,352

Premium receivable

Tower's premium receivable balance primarily relates to pelicies which are paid on either a fortnightly or
monthly basis. Payment default or policy cancellation - subject to the terms of the policyholder's contract - wili
result in the termination of the insurance contract eliminating both the credit risk and the insurance risk.

S thousands Past due
Not due* 1 month 1t02 2to3 Over 3 Total
months months months
As at 30 September 2022
Net premium receivable 192464 5033 1188 384 . 95 200,064,
As at 30 September 2021
Net premium receivable 169,915 5,514 1,484 562 83 177,558

* This includes premiums that are less than 30 days outstanding (which are owed but not past due) of $4.0m {2021: $5.5m).
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4.5 Market risk

Market risk is the risk of adverse impacts on investment earnings resulting from changes in market factors.

Tower's market risk is predominately as a result of changes in the value of the New Zealand dollar {currency
risk) and interest rate movements. Tower's approach to managing market risk is underpinned by its Treasury

Policy as approved by the Board.

a. Currency risk

Tower's currency exposure arises from the transtation of foreign operations into Tower's functional currency
{currency translation risk) or due to transactions denominated in a currency other than the functional currency

of a controlled entity (operational currency risk). The currencies giving rise to this risk are primarily the US

dollar, Fijian dollar and Papua New Guinea (PNG} kina,
Tower's principal currency risk is currency translation {where movement impacts equity). Tower generally elects

not to hedge this risk as it is difficult given the size and nature of the currency markets in the Pacific. Tower
seeks to minimise its net exposure to foreign operational risk by actively seeking to return surplus cash and

capital to the parent company.

Operational currency risk impacts profit and generally arises from:

{i} Procurement of goods and services denominated in foreign currencies. Tower may enter into hedges for
future transactions, using authorised instruments, provided that the timing and amount of those future

transactions can be estimated with a reasonable degree of certainty.

(il} Investment assets managed by the external investment manager that are denominated in foreign
currencies. Tower's Board set limits for the management of currency risk based on prudent asset
management practice. Regular reviews are conducted to ensure that these limits are adhered to.

The following table demonstrates the impact of the New Zealand dollar weakening or strengthening against the
most significant currencies for which Tower has foreign exchange exposure holding all other variables constant.

S thousands

Direct impact on equity

Impact on profit or (loss)

2021

2021

New Zealand Dollar - USD
Currency strengthens by 10%
Currency weakens by 10%

New Zealand Dollar - Fijian Dollar
Currency strengthens by 10%
Currency weakens by 10%

New Zealand Dollar - PNG Kina
Currency strengthens by 10%

Currency weakens by 10%

{581)
710

{1,667)
2,037

(743)
908

23
(28)

(38}
47

30
{36)

30
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4.5 Market risk {continued)

b. Interest rate risk

Tower is exposed to interest rate risk through its holdings in interest-bearing assets. Interest-bearing assets with a
floating interest rate expose Tower to cash flow interest rate risk, whereas fixed interest investments expose
Tower to fair vaiue interest rate risk.

Tower's interest rate risk primarily arises from fluctuations in the valuation of fixed-interest investments
recognised at fair value and from the underwriting of general insurance contracts, which have interest rate
exposure due to the use of discount rates in calculating the value of insurance liabilities.

Fixed-interest investments are measured at fair value through profit or loss. Movements in interest rates impact
the fair value of interest-bearing financial assets and therefore impact profit or foss (there is no direct impact on
equity). The impact of a 1% increase or decrease in interest rates on fixed interest investments is shown below
(holding everything else constant).

S thousands Impact on profit or (loss)
2021

Interest rates increase by 1% (2021: 0.5%) (988)

interest rates decrease by 1% (2021: 0.5%) 960

Tower manages its interest rate risk through Board approved investment management guidelines that give regard
to policyholder expectations and risks, and to target surplus for solvency as advised by the Appointed Actuary.

4.6 Liquidity risk

Liguidity risk arises where liabilities cannot be met as they falf due as a result of insufficient funds and/or illiquid
asset portfolios. Tower mitigates this risk through maintaining sufficient liquid assets to ensure that it can meet all
obligations on a timely basis.

Tower is primarily exposed to liquidity risk through its obligations to make payment for claims of unknown
amounts on unknown dates. Fixed-interest investments can generally be readily sold or exchanged for cash to
settle claims and are managed in accordance with the policy of broadly matching the overall maturity profile to
the estimated pattern of ¢claim payments. This is #iustrated in the table below:

Net outstanding claims

., Cash and Investments
liahility

5 thousands

022 2021
Floating interest rate {at call) 116,217
Within 3 months 75,129
3 to 6 months 31,890
6to 12 months 47,381
After 12 months 122,982
Total 393,599
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4.7

o

Capital management risk

Capital risk is the risk that capital is insufficient or not of the best form to provide a buffer against losses
arising from unanticipated events, while also maximising the efficient use of capital with a view to
enhancing growth and returns, and adding long-term value to Tower's shareholders.

Tower has a documented description of its capital management process which sets out Tower's principles,
approaches, and processes in relation io capital management that enables it to operate at an appropriate
tevel of target solvency capital which is within the bounds of Tower's risk appetite.

The capital management process allows the Board, management, rating agencies and the regulator to
understand Tower's approach to capital management, including requirements for formulating capital
targets, and monitoring, reporting and remediating capital as required.

The operation of the capital management process is reported annually to the Board together with a
forward-looking estimate of expected capital utilisation and capital resilience. In addition, Tower carries out
stress, reverse stress and scenario testing to ensure the level of capital is appropriate given its risk appetite.

Regulatory solvency capital

The Reserve Bank of New Zealand {RBNZ} is the prudential regulator and supervisor of all insurers carrying
on insurance business in New Zealand, and is responsible for administering the Insurance (Prudential
Supervision} Act 2010. Tower measures the adequacy of capital against the Solvency Standards for Non-life
Insurance Business published by the RBNZ alongside additional capital held to meet RBNZ minimum
requirements and any further capital as determined by the Board.

Foreign operations are subject to regulatory oversight in the relevant jurisdiction. 1t is Tower's policy to
ensure that each of the licenced insurers in the Group maintain an adeguate capital position within the
requirements of the relevant regulator.

During the year ended 30 September 2022 the Group complied with all externally imposed capital
requirements (2021: complied).

Tower Limited's Group and Parent solvency margin are illustrated in the {able below.

§ thousands 2022 2021

Parent Group Parent Group
Actual solvency capital 179,439 214,128
Minimum solvency capital 66,252 79,927
Solvency margin® 113,187 134,201
Solvency ratio 271% 268%

* Tower is requirad to maintain a solvency margin of at least 535m (2021: $25m), due to a license condition issued by
the RBNZ.

In October 2020, the RBNZ commenced consultation on a review of the Insurance (Prudential Supervision)
Act 2010. As part of the overall process, the RBNZ issued an exposure draft on an interim solvency standard
(1SS} in July 2021 which anticipated the introducticn of iFRS 17. The final ISS was issued in October 2022,

Tower will apply the new ISS from 1 October 2023. The ISS: combines requirements for life and non-life
insurers, which were previously separate standards; proposes enhancements to the transparency of
solvency reporting; provides for increased prudential supervision for insurers operating close to their
minimum solvency margin; and imposes some changes that will impact solvency margins. The change in the
ISS which is expected to have the largest impact on Tower's solvenicy margin, the introduction of the
operational risk capital charge, will be phased in over the four years to 2026. While Tower is still assessing
the ISS in its finat form, Tower expects to maintain an appropriate capital position under the ISS.
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4,7 Capital management risk (continued)

b. Capital composition

4.8

4.9

The balance sheet capital mix at reporting date is shown in the table below:

S thousands 2021

Total equity attributed to shareholders 347,044

Financial strength rating

Tower Limited has an insurer financial strength rating of "A- (Excellent)" and a long-term issuer credit rating of
"a-" as affirmed by international rating agency AM Best Company Inc. in April 2022,

Operational risk

Operational risk is the risk of loss due to inadequate or failed internal processes or systems, human error or
from external events.

Tower's approach is to proactively manage our operational risks to mitigate potential customer detriment,
regulatory or legal censure, financial and reputational impacts.

Tower has in place appropriate operational processes and systems, including prevention and detection
measures. These include processes which seek to ensure Tower can absorb and/or adapt to internal or external
occurrences that could disrupt business operations.

Management and staff are responsible for identifying, assessing, recording and managing operational risks in
accordance with their roles and responsibilities. Assoclated controls for identified risks are recorded and then
actively monitored and managed through our enterprise risk management system (ERMS). Incidents are
managed by the first line of defence and overseen by the second line of defence, with ongoing reporting to
management and the Board Risk Committee,

Tower also maintains and regularly updates its Crisis Management, Business Continuity and Disaster Recovery
Plans to minimise the impact of material incidents or crisis events and to support continuity of critical systems
and processes.

Regulatory and compliance risk

Regulatory and compliance risk is defined as the risk of legal, regulatory or reputational impacts arising from
failure to manage compliance obligations, or fallure to anticipate and prepare for changes in the regulatory
environment.

Tower, via its ERMS, has in place an obligations management framework. The framework provides operational
and managerial oversight of applicable and relevant regulatory compliance obligations to Tower and supports
Tower in discharging its obligations under legislation across NZ & the Pacific.

Tower engages with regulators and regularly monitors developments in regulatory requirements to support
ongoing compiiance.
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4.10

4.11

4.12

Conduct risk

Conduct risk is definad as the risk that conduct may contribute to poor outcomes for customers.

Tower manages Conduct risk through a number of measures including undertaking ongoing product reviews to
ensure products are delivering good customer outcomes, reviewing customer feedback to identify conduct
trends or issues, completing quality assurance reviews, managing vulnerable customers, holding workshops
with frontline staff to identify potential conduct issues and embedding and monitoring controls across the
business to deliver fair customer outcomes.

Tower's approach to managing conduct risk is set out in its Conduct Governance Framework. The framework is
a collation of policies, frameworks and processes and ensures there's robust governance in place to oversee
Tower's conduct risk profile including reporting te the Management and Board Committees.

Cyber risk

Cyber risk is any risk associated with financial loss, disruption or damage to the reputation of Tower resulting
from either the failure, or unauthorised or erroneous use of its information systems.

Tower's approach to Cyber risk is to proactively protect against, monitor for and respond to those cyber threats
seen to be targeting the organisation. Tower continues to monitor evolving key cyber risks, which are being
discussed and reviewed on a monthly basis through our Management Risk and Conduct Committee andona
quarterly basis with the Risk Committee. Risk mitigation is achieved through ongoing investment in Tower's
Security programme and Tower’s dedicated security function.

Climate change risk

Climate change risk is the risk associated with the unpredictable nature and impacts of weather events which
may increase in frequency and severity over time due to changes in climate.

Tower’'s RMF considers environmental and emerging risks, which are regularly reported to the Board. Tower's
approach to managing climate change risk includes leading the market by continuing to expand our risk-based
pricing strategy for climate-related hazards, maintaining a robust reinsurance programme to provide protection
from volatility in weather events, ptanning for increasing large events over time in our budget process to limit
financial impacts, and supporting communities through climate change via product development and education
of customers,

Tower considers that climate change risk does not impact the valuation of the majority of Tower's assets and
liabilities, where these assets are expected to be realised in one year or less. For non-current assets, Tower has
looked to its short-medium term farecasting, which implicitly includes allowances for the risk of climate change
in forecasts of the severity and frequency of future claims, including large events. These forecasts show
continued profitability for Tower, which supports the carrying value of non-current assets. Accordingly, Tower
does not consider that climate change risk has a material impact on the assets and liabilities recorded in these
financial statements, as at 30 September 2022.
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5 Capital Structure

This section provides information about how Tower finances its operations through equity. Tower's capital
position provides financial security to its customers, employees and other stakeholders whilst operating within
the capital requirements set by regulators.

5.1 Contributed equity

S thousands 2021
Opening balance 452,424
Return of share capital to shareholders* -
Purchase of non-controliing interes{s** -
Total contributed equity 492,424
Represented by:

Opening balance 421,647,258
Cancellation of shares on return of capital -
Total shares on issue 421,647,258

* On 9 March 2022 the Group completed its ordinary share buy-back for a consideration of $30.6m (including transaction
costs). This resulted in 42.2m shares being cancelled during the year ended 30 September 2022,

** On 14 October 2021 Tower Limited reached an agreement to increase its shareholding in National Pacific Insurance Limited
from 71.39% to 93.88% for a consideration of $3.4m. Tower Limited subsequently commenced a process to acquire the
remaining 6.12% shareholding which completed on 17 December 2021 for a consideration of 50.9m.

Ordinary shares issued by the Company are classified as equity and are recognised at fair value less direct issue
costs. All shares rank equally with one vote attached to each share, There is no par value for each share.
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5.2

5.3

Reserves

S thousands 2021
Opening balance (4,985)
Currency translation differences arising during the year {1,097)
Foreign currency translation reserve (6,082)
Opening balance 1,564
Gain on revaluation 159
Deferred tax on revaluation (16)
Asset revaluation reserve 1,707
Capital reserve 11,990
Separation reserve® {113,000}
Reserves {105,385}

* The separation reserve was created in 2007 at the time of the demerger of the New Zealand and Austratian businesses in
accordance with a rufing provided by the Australian Tax Office (ATO}. It wilt be carried forward indefinitely as a non-equity

reserve ta meet the requirements of the ATO.

Recopnition and measurement

The assets and liabilities of entities whose functional currency is not the New Zealand dollar are translated at the exchange rates
ruling at balance date. Income and expense items are translated at a weighted average of exchange rates over the period
approximating spot rates at the transaction dates, Exchange rate differences are taken to the foreign currency translation

reserve.

Tower's land and buildings are valued at fair value less accumulated depreciation. Any surplus on revaluation of these items is
transferred directly to the asset revaluation reserve unless it offsets a previous decrease in value recognised In profit or loss in
which case it is recognised in the consolidated statement of comprehensive income.

Net tangible assets per share
S dollars 2021
Net tangible assets per share 0.57

Net tangible assets per share have been calculated using the net assets as per the balance sheet adjusted for

intangible assets {including goodwill) and deferred tax assets divided by total shares on issue.

38

I

pwc



Tower Limndted

5.4 Earnings per share

2021
Profit from continuing operations attributable to shareholders ($ thousands) 17,770
Profit from discontinued operations attributable to shareholders ($ thousands) 913
Wei Vi r of ordin hares for basic and dil rnij rshare & ;
(ningﬂ,l;frdoi Siraaii}numbe of ordinary shares for basic and diluted earnings per share  421647.258
Basic and diluted earnings per share {cents) for continuing operations 4.21
Basic and diluted earnings per share (cents} : ; 3 4.43

The basic and diluted average numbers of ordirary shares shown above are used for calculating all earnings per share measures including
those for profit after tax from discontinued operations {note 8.4).

5.5 Dividends
On 30 fune 2022, Tower paid an interim dividend of 2.5 cents per share {2021: 2.5 cents per share}, with the cash impact of

$8.5m (2021: $10.5m).

On 23 November 2022, the Board approved a final dividend of 4 cents per share (2021: 2.5 cents per share), with the dividend
being nayable on 1 February 2023. The anticipated cash impact of the final dividend is approximately $15.2m {2021: $10.5m).

37 pPwcC



Tower Limited

6 Other balance sheet items

This section provides infarmation about assets and liabilities not included elsewhere.

6.1 Property, plant and equipment
Composition:

30 September 2022

Land and . Uttice . Computer
. equipment & Motor vehicles )
buildings . equipment

frarnit

S thousands Total

Composition:
Cost**

Accumulated depreciation**

Property, plant and equipment

Reconciliation:

Opening balance

Depreciation

Additions

Disposals

Foreign exchange movements
Assets reclassified as held for sale¥

Closing Balance

* Assets reclassified as held for sale include the Suva butlding {$4.5m} and the assets of discontinued operations. Refer to Note 8.4,

** Dyring the year, and following the decommissioning of several legacy ‘on premise’ [T systems, a review of property, plant &
equipment with zero book values was completed. As a conseguence, property, plant and equipment with a total cost and
accumulated depreciation of $12.6m were written off as they are no longer in use. As the assets had zero book values, there was
no impact on profit or loss from these write-offs,

30 September 2021

Composition:

Cost 4,162 4,257 1,616 17,292 27,267
Accumulated depreciation - (2,289) (847} (14,757} (17,893)
Property, plant and equipment 4,102 1,968 769 2,535 8,374
Reconciliation:

Opening balance 4,035 2,989 1,083 1,934 10,041
Depreciation for continuing operations - (838) (242) (1,104} (2,184)
Depreciation for discontinued operations - {50} {18) (2) (210)
Additions - 1,437 - 1,654 3,001
Revaluations 159 - - - 159
Disposals - (1,527) (34} 56 (1,505}
Foreign exchange movements {92) (3) (20} (3} {118)
Closing Balance 4,102 1,968 769 2,535 9,374

_=h
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6.1 Property, plant and equipment {continued)

Recognition and measuremeant

Property, plant and equipment is initially recorded at cost including transaction costs and subsequently measured at cost less any
accumulated depreciation and impairment losses.

Depreciation is calcuiated using the straight line method to aliocate the asset's cost or revalued amounts, net of any residual
amounts, over their useful lives, The assets' useful lives are reviewed and adjusted if appropriate at each balance date. An asset’s
carrying amount is written down immediately to its recoverable amount if it is considered that the carrying amount is greater than
its recoverable amount.

Furniture & fittings 5-9 years
Leasehold property improvements 3-12 years
Motor vehicles 5 years
Computer equipment 3-5years

Land and buildings are shown at fair value, based on periodic valuations by external independent appraisers less subsequent
depreciation for buildings. Any accumulated depreciztion at the date of revaluation is eliminated against the gross carrying amount
of the asset and the net amount is restated to the revalued amount of the asset.
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6.2 Intangible assets

a. Amounts recognised in the balance sheet

30 September 2022

Lustomer
S thousands Goodwill Software . . Total
£
Relationships

Composition:
Cost*

Accumulated amortisation™

Intangible Assets

Reconciliation:
Opening balance
Ameortisation
Additions

Disposals

Transfers to property, plant and equipment

Closing Balance

* During the year, and foliowing the decommissioning of several legacy IT systems, a review of intangible assets with zero book
values was completed. As a conseguence, intangible assets with a total cost and accumulated amortisation of $32.8m were
written off as they are no longer inuse. As the assets had zere book values, there was no impact on profit or loss from these

write-offs,

30 September 2021

Composition:

Cost 17,744 58,850 28,656 145,250
Accumulated amortisation - (50,323) (6.335) (56,658)
Intangible Assets 17,744 48,527 22,321 88,552

Reconciliation:

Opening balance 17,744 47,866 12,238 77.848
Amortisation - (8,205} {4,351) {12,556}
Additions - 10,528 14,434 24,962
Disposals - {237} - {237)
Transfers to property, plant and equipment - {1,425) - (1,425)
Closing Balance 17,744 48,527 22,321 88,592

in the year ended 30 September 2021, Tower acquired and assumed ANZ's rights and obligations related to servicing the
insurance polices of 2 group of customers already underwritten by Tower, and entered into a non-compete agreement for a
period of 5 years. In the year ended 30 September 2022, Tower acquired and assumed Westpac's and TSB Bank's rights and
obligations relating to servicing the insurance polices of two further groups of customers already underwritten by Tower. The
amounts capitalised includes the price paid and associated acquisition/migration costs. The assets will be amortised over 5 year
{the ANZ non-compete agreement) or 10 vears (for other customer relationships), with the pattern of amortisation being aligned
with expected net cashflow benefits over this period.
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6.2a

T

(i)

Amounts recognised in the balance sheet (continued)

Recognition and measurement

Intangible assets are assets without physical substance. They are recognised as an asset if it is probable that expected future
economic benefits attributable to the asset will flow to Tower and that costs can be measured reliably.

Application software and customer refationships are recorded at cost less accumulated amortisation and impairment.
Application software is amortised on a straight line basis over the estimated useful life of the software. Customer relationships
are amortised over the estimated useful fife in accordance with the pattern of economic benefit consumption,

Internally generated intangible assets are recorded at cost which comprise all directly attributable costs necessary to create,
produce and prepare the asset to be capable of operating in the manner intended by management. Amortisation of internafly
generated intangible assets begins when the asset is available for use and is amortised on a straight line basis over the
estirnated useful life.

The useful lives for each category of intangible assets with a finite life are as follows:

- capitalised software: 3-5 years for general use computer software and 3-10 years for core operating system software
- customer relationships: 5-10 years

Goodwili (i.e. assets with an indefinite useful life) generated as a result of business acquisition is initially measured as the
excess of the purchase consideration over the fair value of the net identifiable assets and liabilities acquired. Goodwill is not
subject to amortisation but is tested for impairment annually or more frequently where there are indicators of impairment.

Criticai accounfing estimate_s_and jUdgemen:t_s o

The customer relatuonshlps asset ;Jredommantly cons:sts of customer relat|onsh1p asset Wlth a useful [ife equzvaient to the -

customer base’ s expected hfespan of ten years W|th the excepuon of one asset W[th an addstlonal non compete component '

that has a contracted useful Elve of fwe years : -
Where apphcahle the est|mated cap[talased cost relater.i to the customer reiatlonshlps asset has been apport:oned between i
the two asset components by valuing the non compete atthe dsfferentral in het present vaiue of the asset from 1mproved
customer retentton over the non- compete penod pro-rated over the ful! asset value. This va!uatlon is calcuiated with - ‘. _
reference to cash flow forecasts that combme past expenence wuth future expectahons based on prevazlmg and antn:mated :
market factors, expected retentlon rates (86 94%) and ] cirscount rate of 12, 5% for each customer reIanonshxp asset E

Impairment iesting

An impairment charge is recognised in profit or loss when the carrying value of the asset, or cash-generating unit
(CGU}, exceeds the calculated recoverable amount.

Software and customer relationships

Software and customer relationships are reviewed at each reporting date by determining whether there is an
indication that the carrying values may be impaired. If an indication exists, the asset is tested for impairment. A
loss is recognised for the amount by which the carrying value exceeds the asset's recoverable value.

There were no indications of impairment during the year and therefore these assets were not tested for
impairment {2021: no indications).

Critical accounting estimates and Judgements

The recoverable amount for software and customer relationships is determined by reference to a value in use calculation
based on {i} cash flow forecasts that combine past experience with future expectations based on prevailing and anticipated
market factors; and {ii} a discount rate that appropnately reflects the time value of money and the specific risks associated
with the assets.
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6.2b Impairment testing (continued)

(i} Software and customer relationships
Critical accountmg estrmates ancl 1udgements

Value- m-use calculations involve the use of accountmg estimates and assumptrons to determ:ne the projected net cash
flows, which are discounted using an appropraate discount rate to reflect current market assessment of the risks associated
with the assets, An impairment charge for capatalrsed software is |ncurred where there is evidence that the economic
performance of the asset is not as ;ntended by management Customer relatronshtps represent the present value of future
benefits expected to arase from existing customer relatronshrps The assumptrons for the useful life are based on hrstorrcal
rnformatron

(i} Goodwill
Goodwill is deemed to have an indefinite useful life and is tested annually for impairment or more frequently
where there is an indication that the carrying value may not be recoverable.

Goodwill is allocated to cash generating units {CGUs) expected from synergies arising from the acquisition
giving rise to goodwill. Tower's goodwil is allocated to the New Zealand general insurance CGU.

Tower undertook an annual impairment review and no loss has been recognised in 2022 as a result (2021: nil).
COVID-19 impacts were again taken into account when performing the review.

Crrttcal accountmg estrmates and ;uégements

The recoverab!e amount of the New Zeaiand general msurance busrness is assessed by determrnmg rts value m use by
discoynting the future cash flows generated fromthe contmurng use of the unit (2021 the recoverable amount was
assessed with reference to apprarsal value technrques, which isa common practice fori rnsurance compames) A base
discount rate of 14. S% was used | in the calculatton (2021 12 0%) The cash flows are based on management 's plans and :
forecasted prof:ts for FY23 - FY25 (2021 fYZZ FY24) The pro;ected cash onws are determmed based on past, performance
and management 3 expectatlons for market development wrth termmal growth rate of3% (2021 2 5%}

The overall va]uatron is sensrtwe toa range ofassumptrons |nclud|ng the clrscount rate ancE the termmai growth rate
Reasonable changes to these assumptions erE not result inan rmpalrment
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6.3 Leases

a. Amounts recognised in the Balance Sheet

{1} Right of use assets

30 September 2022
S thousands Office space Motor vehicles Total

Compasition:
Cost
Accumulated depreciation

Right of use assets
Reconciliation:

Opening balance

Depreciation

Additions

Disposals

Revaluations

Net foreign exchange movements
Assets reclassified as held for sale

Right of use assets

30 September 2021

S thousands Office space Motor vehicles Total
Composition:

Cost 26,501 25 26,926
Accumulated depreciation (1,332) {17) {1,349)
Right of use assets 25,569 3 25,577
Reconciliation:

Opening balance 7,189 22 7,211
Depreciation for continuing operations (2,242) (14} (2,256)
Depreciation for discontinued operations (182) - {162)
Additions™® 24,332 - 24,332
Disposals {3,308} - (3,308)
Revaluations {3} - (3}
Net foreign exchange movements (237) - (237)
Right of use assets 25,569 8 25,577

* I August 2021 Tower entered into @ new lease with a 10 year term for its Auckland premises. Tower recognised an initial
right of use asset of $24.0m and an initial lease liability of $33.3m with the difference primarily representing lease incentives.
Tower has assumed no renewals of the lease past the initial 10 year term for the right of use asset and lease liability.

Recognition and measurement

Right of use assets are recognised when Tower has the right to use the corresponding assets. Right of use assets are measured
at cost comprising the initial measurement of the lease liability adjusted for any lease payments made at or before the
commencement date less any lease incentives received; and indirect costs; and restoration costs. Right of use assets are
generally depreciated over the shorter of the asset's useful life and the lease term on a straight line basis.
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6.3a Amounts recognised in the Balance Sheet (continued)

(ii} Lease liabilities

$ thousands 2021
Composition:

Current 6,082
Non-current 33,339
Lease liabilities 39,421
Due within 1 year 6,082
Due within 1 to 2 years 6,041
Due within 2 to 5 years 12,055
Due after 5 years 19,514
Discount (4,271)
Lease liabilities 39,421

Recognition and measurement

Lease liabilities are recognised at the date Tower has the right to use the corresponding asset. Lease liabilities are initially measured as
the present value of expected lease payments under fease arrangements. Lease liability will include any option to extend where itis
reasonably certain that the option will be exercised. The lease payments are discounted using the incremental borrowing rate as the
interest rate in the lease cannot be readily determined. The incremental borrowing rate is the rate of interest that Tower would have to
pay to borrow over a similar term, and with a similar security, the funds necessary to obtain an asset of a simiar value to the right of
use asset in a similar economic envirenment. Tower's incremental borrowing rate is based on bonds issued by financial institutions with
simitar credit rating and maturity profile. Incremental borrowing rates used during the year ranged between 1,9% and 5.0% {2021:
between 1.9% and 3.6%).

Subsequent repayments are split between principal and interest cost where the finance cost represents the time value of money and is
charged to the profit or loss over the lease period. The discount rate applied is unchanged from that applied at the initial recognition of
the lease, uniess there are materiai changes to the lease.

. Amounts recognised in the consolidated statement of comprehensive income

S thousands Classification 2021
Depreciation and impairment  Underwriting expense & corporate and other expenses (2,252)
Interest expense Finance ¢osts (363)
Gain an disposal Other Income 1,179
Lease expense {1,436}
. Amounts recognised in the consolidated statement of cash flows
S thousands 2021
Total cash outflow for lease principal payments {2,684)
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7 Tax

This section provides infarmation on Tower's tax expense during the year and its position at balance date.

7.1 Tax expense

Composition

S thousands 2021
Current tax 3,745
Deferred tax 5,785
Adjustments in respect of prior years {395)
Tax expense 9,135
Tax expense from continuing operations 9,245
Tax expense from discontinued operations (210)
Reconciliation of prima facie tax to income tax expense

§ thousands 2021
Profit before tax from continuing operations 27,647
Profit before tax from discontinued operations 803
Profit before taxation 28,450
Prima facie tax expense at 28% (2021: 28%) 7,966
Adjustments in respect of prior years {395)
Tax effect of non-deductible expenses and non-taxable income 796
Foreign tax credits written off 861
Other (93)
Tax expense 9,135

Recognition and measurement

Tax expense is calculated on the basis of the applicable tax rates that have been enacted or substantively enacted at the end
of the reporting period in the jurisdictions Tower operates in. There have been no tax rate changes during the year in these
jurisdictions. Current tax expense relates to tax payable for the current financial reporting period while deferred tax will be
payable in future periods.
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7.2 Current tax

a. Current tax asset

5 thousands 2021
Excess tax payments related to prior periods® 12,038
Excess tax payments related to current period®* 863
Current tax assets 12,901

* Expected to be recovered from 2024 as per the Board approved cperational plan for 2023 10 2025.
** £xcess tax payment made in the Pacific Istands during the reperting period.

b. Current tax liability

The current tax liability balance of 5136k {2021: $170k) relates to taxes payable to offshore tax authorities in the Pacific
Isiands.

] X
|Recognition and measuremant
i

‘Overpayment of tax in the current and prior periods is recognised os @ current tax asset, Current tax assets are measured at the amount
§expected to be recovered from the taxation authorities, using the tax rates and tax laws that have been enacted or substantively
ienacted by the end of the reporting pericd.

7.3 Deferred tax

a. Deferred tax asset

Composition

S thousands 2021
Tax losses recognised 24,116
Software, property, nlant and equipment 2,834
Leases 373
Provisions and accruals 4,165
Recognised in profit or loss 31,488
impact through other comprehensive income -
Recognised in comprehensive profit or loss 31,488
Set-off of deferred tax liabilities pursuant to NZ IAS 12 {7,038}
Deferred tax asset 24,450
Deferred tax asset from continuing operations 24,450
Deferred tax asset from discontinued operations -
Reconcifiation of movements

S thousands 2021
Opening bzlance 35,397
Movements recognised in proft or loss (3,809)
Deferred tax asset pre NZ |1AS 12 set off 31,488
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7.3 Deferred tax (continued)

b. Deferred tax liahility

Composition

5 thousands 2021
Deferred acquisition costs (5,481)
Customer relationships (3,433)
Software, property, plant and equipment -
Qther* (461)
Recognised in proflt or loss {9,375)
Asset revaluation {438)
Recognised in comprehensive profit or loss {9,813}
Set-off of deferred tax liabilities pursuant 1o NZ 1AS 12 7,038
Deferred tax liability (2,775)
* Primarily relates to withholding tax on undistributed profit from the Pacific Islands.

Reconciliztion of movements

S thousands 2021
Opening balance {7,921)
Movements recognised in other comprehensive income {16)
Movements recognised in profit or loss {1,876)
Deferred tax liability pre NZ 1AS 12 set off {9,813}

Recogniticn and measurement

Deferred tax is income tax which is expected to be payable or recoverable in the future as a result of the
unwinding of temporary differences. These arise from differences in the recognition of assets and labilities for
financial reporting and from the filing of income tax returns. Deferred tax is recognised on all temporary
differences, other than those arising from {i) goodwill or (i) from the initial recognition of assets and liabilities in
a transaction (other than in a business combination) that affects neither the accounting nor taxable profit or loss.

At the reporting date, the Group has recognised a deferred tax asset in respect of its unused tax losses of $84.7m
{2021:386.2m).

beferred tax is calculated at the tax rates that are expected to apply to the year when the liabiity is settled or
the asset realised, based on tax rates and tax taws that have been enacted or substantively enacted at balance
‘date.

Deferred tax assets and liabilities are offset when there is a legally enforceable right to set off current tax assets
against current tax liabilities and when they relate to income taxes levied by the same taxation authority and the
Group intends to settle its current tax assets and liabilities on a net basis.
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7.3 Deferred tax {continued)

Critical accountmg judgements and estlmates

Deferred tax assets are recognised for al! unused tax losses to the extent itis probabie that taxabie prof:ts will be avaulable
against which the losses can be utilised. Significant management ;udgement is requn‘ed to determine the' amount of deferred
tax assets that can be recogmsed based on the likely tlmmg and quantum of future taxable proflts.

This assessment is comp1eted on the basis of the approved strateglc pEans of Tower Limited and subsuilarles Tower S ablhty
to utilise these tax losses depends on the future proﬂtab|l|ty, shareholder contmmty and no major change in Tower's busmess.
The enactment of the new busmess continuity test in the Income Tax Act 2007 on 30 March 2021 for carrymg forward tax
losses means that Tower is able to carry forward its tax iosses evenifthereisa s:gmﬂcant shareholding change, as iong as the
business continuity test is met. FE

7.4 Imputation credits

The Group imputation credit account reflects the imputation credits held by the Company as the representative
member of the Group.

S thousands 2021

271

Imputation credits availabie for use in subsequent reporting periods
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8 Other information

This section includes additional disclosures which are required by financial reporting standards.

8.1 Notes to the consolidated statement of cash flow

Composition

S thousands 2021
Cash at bank 88,740
Deposits at call 27,389
Cash and cash equivalents 116,129
The average interest rate at 30 September 2022 for deposits at call is 2.89% (2021: 0.25%).

Reconciliation of profit for the year to cash flows from operating activities

S thousands 2021
Profit after taxation from continuing operations 18,402
Adjusted for non-cash items

Depreciation of property, plant and equipment 2,182
Depreciation, impairment and disposals of right of use assets 2,252
Amortisation of intangible assets 12,556
Financing costs 363
Fair value losses on financial assets 4,568
Gain on disposal of fixed assets 319
Change in deferred tax 5,731
Adjusted for movements in working capital

Change in receivables 41,957
Change in payables 6,888
Change in taxation 1,601
Net cash inflows from operating activities from continuing operations 56,819
Cashftows from operating activities from discontinued operations 1,276
Net cash inflows from operating activities 98,095
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8.2 Reliated party disclosures

Tower considers key management personnel to consist of the Board of Directars, Chief Executive Officer and
executive leadership team. Information regarding individual director and executive compensation is provided in
the Corporate Governance section of the annual report.

S thousands 2021
Salaries and other short term employee benefits 4,799
Long term benefits 260
Termination benefits 486
Director fees 723
Related party remuneration 6,268

Tower insurance products are available to all key management personnel on the same terms as avaifable to
other employees. In addition, Tower purchases indemnity insurance for all directeors both past and present
covering liabilities and legal expenses incurred whilst in office.

The Board has decided to implement a share based long term incentive scheme with effect from 1 Cctober
2022,

During the year ended 30 September 2022, Tower Limited acquired the minority shareholding of National
Pacific [nsurance Limited. Refer Note 5.1.

Definition

Key management personnel are those persons having authority and responsibility for planning, directing and controlling the
activities of the entity, directly or indirectly, including any director (whether executive or otherwise) of that entity.

8.3 Auditor's remuneration

S thousands 2021
Audit of financial statements™® 59%
Other assurance services** 60
Total fees paid to Group's auditors 659
Fees paid to subsidiaries' auditors different to Group auditors:

Audit of financial statements*** 14
Auditors remuneration G673

* Audit of financial statements includes fees for both the audit of annual financial statements and the review of the interim
financial statements. PwC Fiji performs the audits of all overseas incorporated subsidiaries with the support of PwC New
Zealand and other PwC network firms. $129.6k is paid to other PwC network firms (non New Zealand) for their audit
Services.

** Other assurance services includes annual solvency return assurance and Pacific Island regulatory return audits. The other
assurance services for the year ended 30 September 2021 were completed during the year ended 30 September 2022.

*** The audit of Tower Insurance (Vanuatu) Limited was performed by Law Partners (2021: Law Partners).
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8.4 Discontinued operation and asset held for sale

On 10 June 2022 Tower announced the conditional sale of all of its shares in its Papua New Guinea subsidiary to
Alpha Insurance Limited for a sale price of AUD 7.9m, subject to settlement adjustments. The sale was still
conditional as at 30 September 2022 and so the Group's Papua New Guinea Operations constitutes a
discontinued operation and is classified as held for sale as at 30 September 2022.

Subsequently, the sale became unconditional and was compileted on 28 Cctober 2022, for a revised price of PGK
22m, subject to settlement adjustments and transaction costs. The estimated gain on sale that will be included
in profit or loss after tax, including reclassifications of amounts in the foreign currency translation reserve, is
approximately $2.1m, however at the time these financial statements were prepared a final calculation of the
gain on sale had not been completed.

At 30 September 2022, Tower was actively marketing the Suva building for sale. The recoverable amount of the
building of $4.5m is included in the property, plant and equipment disclosed below. The sale is expected to he
completed within a year from the reporting date.

The sale of the Suva building was approved by the Board on 3 November 2022. Refer note 8.6.

Assets and liahilities classified as held for sale

S thousands

Assets classified as held for sale
Cash and cash equivalents
Investments

Receivables

Current tax assets

Deferred tax assets

Deferred insurance costs

Right of use assets

Property, plant and equipment*

Total assets classified as held for sale

Liabilities classified as held for sale
Payables**

Unearned premiums

Outstanding claims

Lease liabilities

Provisions

Total liabilities classified as held for sale

Net assets classified as held for sale

* Property, plant and equipment disciosed above includes the Suva building carrying value of 54.5m.

** Ag at 30 September 2022, Tower PNG owed other members of the Tower Group of $1.8m. The liabilities from
discontinued operations disclosed above are stated without adjustment for these intercompany transactions.

The cumulative currency transiation losses recognised in other comprehensive income in relation to the
discontinued operation as at 30 September 2022 were 52.7m.
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8.4 Discontinued operation and asset held for sale (continued)

Profit from discontinued operation

S thousands 2021
Gross written premium 8,678
Unearned premium movement 232
Gross earned premium 8,910
Outward reinsurance premium (3,426)
Movement in deferred reinsurance premium {46)
Outward reinsurance premium expense ** {3,472}
Net earned premium 5,438
Claims expense {1,983)
Less: Reinsurance and other recoveries revenue 34
Net claims expense (1,949)
Gross commission expense (391)
Commission revenue 292
Net commission expense {99}
Underwriting expense ** (2,591)
Underwriting profit 799
investrent income 21
Other income/{expense) (2}
Financing and other costs (15}
Profit before taxation 803
Tax expense 110
Profit after taxation from discontinued operation 913

** Tower PNG paid fees to other members of the Tower Group of $2.4m during the financial year ended 30 September 2022
(2021: $2.5m), relating to the provision or reinsurance, management and other services. These amounts are included within
the reinsurance premium expense and underwriting expense lines above, and are then eliminated within continuing
operations.

Earnings per share

Basic and diluted earnings per share {cents) for discontinued operations

The currency translation differences recognised in other comprehensive income during the period ending 30
September 2022 in relation to the discontinued operation were $1.1m,
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8.5

8.6

8.7

8.8

Contingent liabilities

The Group is occasionally subject to claims and disputes as a commercial outcome of conducting insurance
business. Provisions are recorded for these claims or disputes when it is probable that an outflow of resources will
be required to settle any obligations. Best estimates are included within claims reserves for any litigation that has
arisen in the usual course of business.

The Group has no other contingent liabilities.

Subsequent events

On & October 2022, Tower entered an agreement with Kiwibank to purchase the rights and obligations relating to
servicing the insurance polices of a group of customers underwritten by Tower for $5.9m payable on 1 December
2022.

On 28 October 2022, Tower completed the sale of Tower Insurance (PNG) Limited, refer note 8.4 for more
information.

On 3 November 2022, the Board approved the sale of Suva building at 2 price of FID 8.2m which, afier allowing for
transaction costs and taxes, is greater than the book value of this asset recorded in these financial statements. The
estimated gain on sale to be recognised in profit or loss after tax is approximately $1.1m, however at the time
these financial statements were prepared a final calculation of the gain on sale had not been completed.

On 23 November 2022, the Board approved a full year dividend of 4 cents per sharg, with the dividend being
payable on 1 Febiruary 2023 as specified by Note 5.5. The anticipated cash impact of the final dividend is
approximately $15.2m.

Capital commitments
As at 30 September 2022, Tower has nil capital commitments (2021: nil).

Impact of new accounting standards and changes in interpretation of current accounting standards
New accounting standards
No new accounting standards were implemented during the year with a material effect on Tower.

Issued and not yet effective

The only new or revised accounting standard that is expected to have a material impact on Tower’s financial
statements is NZ IFRS 17 insurance Contracts {“IFRS 17”). Other new or revised accounting standards that will be
mandatory in future financial years are not expected to have a material impact.

1ERS 17

IFRS 17 is effective for periods beginning on or after 1 January 2023, Tower will apply the standard for the year
ending 30 September 2024, with the comparative period for the year ending 30 September 2023. Tower expects
to apply the standard using the full retrospective approach.

IFRS 17 replaces the current guidance in NZ IFRS 4 insurance Contracts {"IFRS 4”), and establishes principles for
the recognition, measurement, presentation and disclosure of insurance contracts. The standard introduces
substantial changes in the presentation of financial statements and disclosures, introducing new balance sheet
and income statement line items and increased disclosure requirements compared with existing reporting.

IFRS 17 contains three new measurement medels. The general model measures insurance contracts based on the
fulfilment cash flows {the present value of estimated future cash flows with an explicit risk adjustment for non-
financial risk) and the contractual service margin {the unearned profit that will be recognised as services are
previded over the coverage peried). A modified version of the general model (the variable fee approach) is applied
to insurance contracts with direct participation features, and a simplified measurement model (the premium
allocation approach, or “PAA"} is permitted in certain circumstances. The PAA is similar to the current
measurement model used for general insurance. Tower expects all its current insurance contracts and reinsurance
contracts will meet the requirements of the PAA.
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8.8 Impact of new accounting standards and changes in interpretation of current accounting standards
(continued)

Under the PAA, insurance and reinsurance contracts will be aggregated together into portfolios based on the
contracts having similar risks and being managed together, and then divided into groups based on the expected
prefitahility of contracts and the periods in which the contracts are written. Insurance contracts and reinsurance
contracts are measured separately. Under the aggregation reguirements, the identification and measurement of
coniracts that are expected to be foss making will be performed at a lower granularity than occurs for the liability
adequacy test under current accounting standards, with any loss component recognised on initial recognition.

IFRS 17 makes changes to the way that discount rates are applied to future cash flows, with discount rates
required to reflect the time value of money, the characteristics of the cash flows and the liguidity characteristics of
the insurance contracts. Tower has determined that it will not discount insurance assets and liabilities for
remaining coverage unless the time between the provision of the services and the premiums received will be more
than one year. Insurance assets and liabilities for incurred claims will be discounted to reftect the time value of
money. The methodology for deriving the discount rate is currently being finalised, with Tower expecting to apply
the bottom-up approach, whereby a risk-free yield curve is adjusted through the addition of an illiquidity
premium.

IFRS 17 allows a choice between expensing acquisition costs related to the fulfilment cash flows immediately, or
deferring them. Tower expects to defer acquisition costs and amortise them over the coverage period of the
related insurance contracts.

IFRS 17 requires a risk adjustment for non-financial risk to be applied to reflect the compensation an entity
requires for bearing uncertainty about the amount and timing of cash flows. This differs from the risk margin used
under IFRS 4, which reflects the inherent uncertainty in the central estimate of future claims cash flows. Tower is
developing its framework for determining the risk adjustment and expects to use a confidence level approach.

IFRS 17 also introduces significant changes to the presentation of insurance contracts. Assets and liabilities retated
to portfolios of insurance contracts and reinsurance contracts will be shown separately on the balance sheet,
replacing current insurance related line such as premium receivables, deferred insurance costs and unearned
premiums. In the consolidated statement of comprehensive income Tower will present income and expenses
related to insurance contracts gross of reinsurance, which will be disclosed separately.

Tower has a programme to assess the impact of adopting NZ IFRS 17 and to project manage the transition to the
new standard including system development. Tower has completed a proposed accounting policy framework
under NZ IFRS 17, subject to approval by the Board, and systems development work is in the implementation
phase.

IFRS 17 is not expected the change the underlying economics or cash flows of Tower's business, although it may
impact how profit emerges on a year-to-year basis, and it will change the presentation in the financial statements.
Due to the complexity of the requirements within the standard and with global interpretations continuing to
change, some material judgements and accounting policy choices are still under consideration by Tower, and
therefore a full assessment of the financial impact of IFRS 17 has not yet been completed. '
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Independent auditor’s report
To the shareholders of Tower Limited

Our opinion

In our opinion, the accompanying consclidated financial statements of Tower Limited (the Company),
including its subsidiaries (the Group), present fairly, in all material respects, the financial position of the
Group as at 30 September 2022, its financial performance and its cash flows for the year then ended
in accordance with New Zealand Equivalents to International Financial Reporting Standards (NZ IFRS)
and International Financial Reporting Standards (IFRS).

What we have audited
The Group's consolidated financial statements comprise:

e the consolidated halance sheet as at 30 September 2022,

e the consolidated statement of comprehensive income for the year then ended;
e the consolidated statement of changes in equity for the year then ended;

e the consolidated statement of cash flows for the year then ended; and

e the notes to the consolidated financial statements, which include significant accounting policies
and other explanatory information,

Besis for opinion

We conducted our audit in accordance with International Standards on Auditing (New Zealand) (ISAs
{NZ)) and International Standards on Auditing (ISAs). Our responsibilities under those standards are

further described in the Auditor’'s responsibilities for the audit of the consolidated financial statements
section of our report,

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

Independence

We are independent of the Group in accordance with Professional and Ethical Standard 1 International
Code of Ethics for Assurance Practitioners (including International Independence Standards) (New
Zealand} (PES 1) issued by the New Zealand Auditing and Assurance Standards Board and the
International Code of Ethics for Professional Accountants (including International Independence
Standards) issued by the International Ethics Standards Board for Accountants (IESBA Code), and we
have fulfilled our other ethical responsibilities in accordance with these requirements.

Our firm carries out other assurance services for the Group over solvency and regulatory insurance
returns. In addition, certain partners and employees of our firm may deal with the Group on normal
terms within the ordinary course of trading activities of the Group. The provision of these other
services and relationships have not impaired our independence as auditor of the Group.

Key audit matters

Key audit matters are those matters that, in our professional judgement, were of most significance in
our audit of the consolidated financial statements of the current year. These matters were addressed
in the context of our audit of the consolidated financial statements as a whole, and in forming our
opinion thereon, and we do not provide a separate opinion on these matters,

PricewaterhouseCoopers, PwC Tower, 15 Customs Street West, Private Bag 92162, Auckland 1142 New Zealand
T: +64 ¢ 355 8000, Wiww.pwe.co.nz
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(1} Valuation of outstanding claims
(2022: $124,531,000, 2021: $122,338,000)

We considered the valuation of outstanding
claims a key audit matter as it involves an
estimation process combined with
significant judgements and assumptions,
made by management, to estimate future
cash outflows to settle claims.

The outstanding claims liability includes a
central estimate of the future cash outflows
relating to claims incurred, as at and prior
to the reporting date, and the expected
costs of handling those claims. There is
uncertainty over the amount that reported
claims and claims incurred at the reporting
date but not yet reported to the Group will
ultimately be settled at. The estimation
process relies on the quality of underlying
claims data and the use of informed
estimates to determine the quantum of the
ultimate loss.

Key actuarial assumptions applied in the
valuation of outstanding claims (excluding
Canterbury earthquakes) include;

e expected future claims development
proportion; and

e claims handling expense ratios.

QOutstanding claims in relation to the
Canterbury earthquakes have a greater
degree of uncertainty and judgement. This
mainly arises due to the uncertainty as to
further deterioration of open known claims,
the Earthquake Commission (EQC)
reporting of new claims to the Group which
have gone over the $100,000 statutory
liability cap (over cap claims}), new litigation
claims, reopening of closed claims,
expected claims costs for open ¢laims and
estimates of future claims management
expenses.

Changes in assumptions can lead o

significant movements in the outstanding
claims liability.

PwC

Claims data is a key input to the actuarial estimates.
Accordingly, we:

evaluated the design effectiveness and tested
controls over claims processing;

assessed a sample of claim case estimates at
the year end to check that they were supported
by an appropriate management assessment and
documentation;

assessed, on a sample basis, the accuracy of
previous claim case estimates by comparing to
the actual amount settled during the year and
analysed any escalation in the claim case
estimate to determine whether such escalation
was based on new information available during
the year;

inspected a sample of claims paid during the
year to confirm that they are supported by
appropriate documentation and approved within
delegated authority limits; and

tested the integrity of data used in the actuarial
models by agreeing relevant model inputs, such
as claims data, to source, on a sample basis.

Together with our actuarial experts, we:

considered the work and findings of the actuaries
engaged by Tower;

evaluated the actuarial models and
methodologies used, and any changes to them,
by comparing with generally accepted models
and methodologies applied in the sector,

assessed key actuarial judgements and
assumptions and challenged them by comparing
with our expectations based on Tower's
experience, our own sector knowledge and
independently cbservable industry trends (where
applicable);

tested on a2 sample basis, the underlying
calculations in certain valuation models; and

assessed the risk margin by comparing to known
industry practice. In particular we focused on the
assessed level of uncertainty in the central
astimate and the inherent uncertainty in the
remaining Canterbury earthquake claims and
consistency of the risk margin with prior periods.
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The outstanding claims liability includes a
risk margin that allows for the inherent
uncertainty in the central estimate of future
claim cash outflows. In determining the risk
margin, the Group makes judgements
about the volatility of each class of
business written and the correlation
between different geographical locations.

Refer to note 2.4 to the consclidated
financial statements,

{2) Recoverability of the deferred tax
asset arising from tax losses

(2022: $23,716,000, 2021: $24,116,000)

The majority of the Group's deferred tax
asset arises from tax losses. We
considered recoverability of the deferred
tax asset a key audit matter because
utilisation of the asset is sensitive to the
Group's expected future profitability and
sufficient continuity of the ultimate
shareholders or business continuity.

Management judgement is involved in
forecasting the timing and quantum of
future taxable profits, which are inherently
uncertain, and whether it is probable the
tax losses will be utilised in the foreseeable
future.

Refer to note 7.3 to the consolidated
financial staterments.

In considering the recoverability of the deferred tax
asset arising from tax losses we performed the
following procedures:

compared the previous management budget with
actual results to assess the reliability of
management’s forecasting;

considered the reasonableness of the
assumptions in the year ending 30 September
2023 operational plan on the forecast utilisation
of tax losses;

assessed the Group's ability to maintain
sufficient continuity of the ultimate shareholders
or to meet the business continuity test and
therefore its entittement to offset the tax losses
against future taxable profits; and

determined whether it was probable (moere likely
than not) that the tax losses would be utilised in
the foreseeable future.

PwC
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Gur audit approach
Overview

Overall group materiality: $4.5 million, which represents
approximately 1% of gross written premium from continuing and
discontinued operations.

We chose gross written premium as the benchmark because, in our
view, it is the benchmark against which the performance of the
Group is most commonly measured by users, and is a generally
accepted benchmark for insurance companies,

Pateriality

A full scope audit was performed for the Company based on ks
financial significance to the Group. Specified audit procedures were
performed on financial statement line items of certain subsidiaries
and analytical review procedures were performed on remaining

Group entities.
ey Audit

Matiers As reported above, we have two key audit matters, being:

e Valuation of outstanding claims
e Recoverability of the deferred tax asset arising from tax losses

As part of designing our audit, we determined materiality and assessed the risks of material
misstatement in the consolidated financial statements. In particular, we considered where
management made subjective judgements; for example, in respect of significant accounting estimates
that invoived making assumptions and considering future events that are inherently uncertain. As in alf
of our audits, we also addressed the risk of management override of internal controls, including among
other matters, consideration of whether there was evidence of bias that represented a risk of material
misstatement due to fraud.

Materiality

The scope of our audit was influenced by our application of materiality. An audit is designed to obtain
reasonable assurance about whether the consolidated financial statements are free from material
misstatement. Misstatements may arise due to fraud or error. They are considered material if,
individually or in aggregate, they could reasonably be expected to influence the economic decisions of
users taken on the basis of the consolidated financial statements.

Based on our professional judgement, we determined certain quantitative thresholds for materiality,
including the overall Group materiality for the consclidated financial statements as a whole as set out
above. These, together with qualitative considerations, helped us to determine the scope of our audit,
the nature, timing and extent of our audit procedures and to evaluate the effect of misstatements, both
individually and in aggregate, on the consolidated financial statements as a whole.

How we tailored our group audit scope

We tailored the scope of our audit in order to perform sufficient work to enable us to provide an opinion
on the consolidated financial statements as a whole, taking into account the structure of the Group, the
accounting processes and controls, the industry and countries in which the Group operates.

Qther information

The Directors are responsible for the other information. The other information comprises the
information included in the Annual Report, but does not include the consolidated financial statements
and our auditor's report thereon. The Annual Report is expected to be made available to us after the
date of this auditor's report.

Our opinion on the consolidated financial statements does not cover the other information and we will
not express any form of audit opinion or assurance conclusion thereon.
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In connection with our audit of the consolidated financial statements, our responsibility is to read the
other information and, in doing so, consider whether the other information is materially inconsistent
with the consolidated financial statements or our knowledge obtained in the audit, or otherwise
appears to be materially misstated.

When we read the other information not yet received, if we conclude that there is a material
misstatement therein, we are required to communicate the matter to the Directors and use our
professional judgement to determine the appropriate action to take.

Responsibilities of the Directors for the consolidated financial statements

The Directors are responsible, on behalf of the Company, for the preparation and fair presentation of
the consolidated financial statements in accordance with NZ IFRS and IFRS, and for such internal
control as the Directors determine is necessary to enable the preparation of consalidated financial
statements that are free from material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, the Directors are responsible for assessing the
Group's ability to continue as a going concern, disclosing, as applicable, matters related to going
concern and using the going concern basis of accounting unless the Directors either intend to liquidate
the Group or ta cease operations, or have no realistic alternative but to do so.

Auditor's responsibilities for the audit of the consolidated financial statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial
statements, as a whole, are free from material misstatement, whether due to fraud or error, and to
issue an auditor's report that includes our opinion. Reasonable assurance is a high level of assurance,
but is not a guarantee that an audit conducted in accordance with 1SAs (NZ) and ISAs will always
detect a material misstatement when it exists. Misstatements can arise from fraud or error and are
considered material if, individually or in the aggregate, they could reasonably be expected to influence
the economic decisions of users taken on the basis of these consolidated financial statements.

A further description of our responsibilities for the audit of the consolidated financial statements is
located at the External Reporting Board’s website at:

hitps Awww xrb.govi nz/assurance-siandards/auditors-responsibilitfes/audit-repori-1/
This description forms part of our auditor's report.

Who we report to

This report is made solely to the Company’s sharehoiders, as a body. Our audit work has been
undertaken so that we might state those matters which we are required to state to them in an auditor's
report and for no other purpose. To the fullest extent permitted by law, we do not accept or assume
responsibility to anyone other than the Company and the Company’s shareholders, as a body, for our
audit work, for this report or for the opinions we have formed.

The engagement partner on the audit resulting in this independent auditor's report is Karen Shires.

For and on behalf of;

Froulmsgthpe s

Chartered Accountants Auckland
23 Novemnber 2022
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23 November 2022

The Directors

Tower Limited

136 Fanshawe Street
Auckland 1010

Dear Directors

Review of Actuarial information contained in the financial statements

As required by Section 78 of tPSA the Appointed Actuary, Geoff Atkins of Finity Consuiting, has reviewed the
actuarial information contained in, or used in the preparation of, the financial statements at 30 September
2022. Geoff Atkins and Finity have no relationship with or interest in Tower other than being a provider of
actuarial services.

| prepared the actuarial valuation of liabilities remaining from the Canterbury Earthquakes and reviewed the
actuarial valuations of insurance liabilities for the New Zealand business and the Pacific Islands businesses. |
reviewed the other actuarial information as specified by IPSA in Section 77, including the solvency calculations
for the financial statements.

Mo limitations were placed cn me in performing the review and all data and information requested was
provided.

Nothing has come to my attention that would lead me to believe that any of the actuarial information
containad in, or used in the preparation of, the financial statements is nct appropriate.

In my opinion the company has maintained a solvency margin in excess of the minimum required as at 30
September 2022,

The report is being provided for the sole use of Tower for the purpose state above. Itis not intended, nor
necessarily suitable, for any other purpose and should only be relied on for the purpose for which it is intended.

Yours sincerely

Geoff Atkins (Appointed Actuary) Anagha Pasche

Fellows of the New Zealand Society of Actuaries Fellows of the New Zealand Society of Actuaries
Level 7, 68 Harrington Street, wasibnuvee Level 3, 30 Collins Street, resiinsd Level B, 78 Queen Street,
The Rocks, NSW 2000 Methourne, VIC 3000 Auckliand, NZ 1010

T +61 28252 3300 T +61 3 8080 0300 T +64 93067700
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Chairman’s update

Positive growth and strong underlying business performance, delivering dividends

STRONG & RESILIENT TO CONTINUED
WELL CAPITALISED CHALLENGES LONG-TERM GROWTH
« 6.5¢ FY22 dividend * Managing « Strong performance on core
inflationary pressures business platform
« $30.6m capital returned to
shareholders * Proactively managing * Flagship Tower Direct
climate change risks digital business growing
* AM Best reaffirmed A-
financial strength rating + Successful placement of » Leveraging unique
_ N FY23 reinsurance partnership distribution
+ RBNZ licence condition programme capability

reduced from $25m to $15m
+ Digitising Pacific business
» Value accretive acquisitions improving efficiency &

growth




Business
update

Blair Turnbull

Chief Executive Officer




Our performance

Solid growth and increased efficiencies underpin strong underlying business performance

GWP growth

(Gross written premium)

Customer growth

13% | $457m

vs $404min FY21

Large events

Net of reinsurance and recoveries

$19m

vs $13.9min FY21

319,000

VS 304,000 in FY21

COR

(Combined operating ratio)

BAU claims ratio

90.1%

VS 91.4% in FY21

48.9%

VS 50.2% in FY21

Underlying profit

MER

(Management expense ratio)

36.0%

Vs 37.0% in FY21

Reported profit

$27.3m

vs $20.8min FY21

$18.9m

vs $19.3min FY21



Strong core business performance

UNDERLYING NPAT
excl. large events

$41m

vs $30.8m FY21

UNDERLYING NPAT
incl. large events

$27.3m

vs $20.8m FY21

UNDERLYING NPAT EXCL. LARGE EVENTS

$21.5m

$52m

$7.9m

FY18

Large events (after tax)

$35.4m

$30.8m
$28.4m

$20.7m

$22.4m

$41.0m

$26.5m

$0.9m

$3.8m
$13.7m
$10.0m
$51m $7.0m
$0.am
FYig FYzo Fya1 Fyzz
Net Investment Income (after tax) B Underlying NPAT (excl NI

Double digit growth

Effective management of
inflation & claims costs

Platform delivering scale
& efficiencies, reducing
MER

Investment income
substantially below
historical average

Reported profit of $18.9m
impacted by Canterbury
earthquake (CEQ)
valuation and customer
remediation




Strong growth in customers and premium

GWP GROWTH CUSTOMER GROWTH
% 319,000
13 /% ,
to $457m in FY22 up 5% on FY21
1
COST TO ACQUIRE MULTIPLE PRODUCT
HOLDING

12% 50%

of NZ customers have
Down from 12.6% in two or more policies

FY21 (50% in FY21)

Note 1: Cost to acquire is calculated as deferred acquisition cost amortisation divided by net earned premium

GWP BY BUSINESS UNIT ($m)

457

385 404

357
336 79
(=21 77
110
104 107
20
273 .
174 190 215
FY18 FY19 FY20 Fya1 Fya2
Tower Direct Partnerships ®Pacific
TOWER DIRECT
DIGITAL QUOTES & SALES
66%
56% 597
41%
292
34756 250
172 192
142
FY18 FY1g9 FYzao Fya1 Fyaz
Digital Quotes (000's) Digital Sales % (of total sales)



Growth and improvements across all three businesses

TOWER DIRECT

¢ 17% growth to $320m

« 200k My Tower registrations, up 51%
*+ Over 500k logins in FY22, up 56%

+ 85% legacy book policy retention

* Online purchase journey NPS 61%,
up from 57% Sep 21

Tower Direct GWP ($m)

69
55

43

36 20
273 3

190 215

FY19 FYa0 Fy21 Fya2
GWP New Business GWP

PARTNERSHIPS

38% Trade Me growth to $25m GWP
Advisor network grew 35% to 1,500
New partners; Ray White, KAN

Commission reduced from 2.9% to
2.2% of GEP

1
Partnerships GWP ($m)

107 110
77 79
82 77 2
36 4
54
25 33 40
FY19 FY20 Fy21 Fy22

Active partners Legacy partners

PACIFIC

« Pacific migrated to Tower platform
* Industry-first online payments

« My Tower in Fiji and Vanuatu

* GWP up 8%, return to growth

« Simplification - NPl acquisition &

PNG sale

Pacific GWP ($m)

6o 59
8 8
6 6

- (OH%
~ Rl

13 14
23 20 18
FY19 FYz0 Fyz1 Fyaz

Fiji NPI PNG ®mVanuatu ®Cook & Solomon Islands

Note: 1: Legacy partnership portfolios have been transferred from the Partnerships business unit to Tower Direct after purchase, comprising ANZ in FY21, and TSB and Westpac in FY22




Enhanced underwriting accuracy, and expanded product range

NEW PRODUCTS LAUNCHED
RISK BASED PRICING AUTOMATED HOUSE SUM

145K 97% a = ft o>~

NZ house customers of NZ customers Cyclone Renovation  Travel
transitioned to flood updated via CPI or

risk pricing Cordell vs 77% in FY21

EVs UNDERWRITTEN
4,140

AGILE RATING STRAIGHT THROUGH . 3,683

CAPABILITY, MITIGATING UNDERWRITING 33%
INFLATION IMPACTS 2,828
2,320

140+ 957%

Pricing adjustments in NZ risks sold without
FY22 assisted underwriting

Vs 92% in FY21
Mar-21 Jun-21 Sep-21 Dec-21 Mar-22 Jun-22 Sep-22



Improving claims ratio while managing inflation and weather events

BAU CLAIMS RATIO

52.3%

BAU CLAIMS RATIO NZ WEATHER EVENTS £0.2%
(incl large and other L80%
events) 48.4%
% 8
46.3%
48.9% 18m
Vs 50.2% in FY21 vs five-year average of .
$11m
FY18 FY1g9 FYz0 Fya1 FYz2
NZ CLAIM VOLUMES
SUPPLY CHAIN DIGITAL IMPROVING
OPTIMISATION CLAIMS EFFICIENCY 72,689

65,884

59,662

57.230 57,078

77 7% 48%

of NZ motor repairs by . .
preferred suppliers vs Claims lodged online

75% in FY21 vs 31% in FY21

Fy18 FY1g Fyzo Fya1 Fyaz




Improving MER through simplification & platform efficiency

MANAGEMENT EXPENSE RATIO (% NEP)

40.0%
MER NZ SERVICE TASKS 30.0% 39.3%
COMPLETED DIGITALLY
37.0%
6% %
30% 50 7%
vs 37% in FY21 VS 46% in FY21
FY18 FY19 FYz20 Fyz21 Fyzaz
COMMISSION (% GEP)
$26m LEGACY LEGACY SYSTEMS o
BACKBOOK ACQUISITIONS REMAINING 50%
COMPLETE
3.8%
$11m 2
2.2%
Commissions saved 2 Down from 4 in FY21
FY18 FY1g FY20 FY21 FY22

Note 1: Digital service tasks are 50% for the full year FY22 vs 46% for full year FY21. Previously this metric has been reported on as a six monthly figure

Note 2: Commission of $11m saved is the annualised amount of commission paid prior to purchase of all legacy books
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Group underlying financial performance

Strong GWP growth of 13% to $457.3m

$ million FY22 FY21 Change
Management expense ratio improved 1%, reflecting Gross written premium 4573 4041 532
Lower commission expense through legacy portfolio Gross eamed premium (GEP) 4307 3949 358
acquisitions Reinsurance (69.5) (62.2) (7.3)
Net earned premium (NEP) 361.1 332.7 28.5
FY21 Large event claims expense2 (19.0) (13.9) (5.1)
Reported profit impacted by CEQ valuation increase of Management expenses R 20 87
$5.5m after tax and provision for customer Net commission expense 93 (113) 20
remediation of $2.6m after tax Underwriting profit 367 287 70
Net investment income 1.2 0.2 1.0
Key ratios (% of NEP) FY22 FY21 Change Other income 13 b (0.0)
Claims ratio excluding large events 48.9% 50.2% @3% Tax (109) (9.5) (15)
Large events Clalms rat|o 53% 42% 11% Underlying net proﬁt after taX (NPAT) 27.3 20.8 6.5
Expense ratio 36.0% 37.0% (1.0)% One-off transactions (net of tax) 3 (8.5) (15) (7.0
Combined ratio 90.1% 91.4% (1.3)% Reported profit after tax 18.9 19.3 (0.5)

Note 1: BAU claims defined as business as usual claims expenses that are not a large event

Note 2: Large event defined as a single event impacting more than 1 risk with an ultimate estimate of $2m or greater (FY21 $1m or greater)
Note 3: Refer to reconciliation between Underlying NPAT and Reported profit on page 28




Business growth drives strong underlying NPAT

MOVEMENT IN NPAT

§136m  onAm
-$3.7m
$0.7m $0.8m $27.3m
-$6.3m
-$5.5m $18.9m
-$2.6m -$0.4m
Fy21 Business Reduced Large Expenses Investment Other Fy22 CEQ Customer Other Fy22
Underlying growth commission events income Underlying remediation Reported
NPAT NPAT NPAT
Underlying NPAT of $27.3m is $6.5m above FY21, reported NPAT Increase in expenses includes legacy back book purchase
$0.4m below FY21 amortisation and increase in staffing levels
Business growth underpinned by 13% GWP growth CEQ valuation increase as a result of inflation, new overcaps

Reduction in commission of $1.4m after tax reflects legacy books and complexity of existing claims

purchase, partially offset by lower reinsurance commission Provision for customer remediation includes expected payment
to customers including compensation, as a result of multi policy

Increase in large events of $5.1m ($3.7m after tax) discounts not correctly applied

(i TOWER




Steady BAU claims ratio in a challenging environment

Improving BAU loss ratio despite high inflation period
and increasing weather events

Leveraging targeted rating changes and supply chain
optimisation to manage economic challenges

Covid reduced the frequency of motor claims in H1 FY22,
however there have been supply chain pressures for all
products with associated cost increases

New unjustified claims tool live in FY22

TOTAL CLAIMS RATIO

56.4%
4.1%

54.3% 54.1%
49.3% 4.2% 53%

FY18 FY19 Fyao Fya1 Fyaz

mBAU Large events

1 2
NZ MOTOR SEVERITY & FREQUENCY

1.9% 11.7% 11.8% 1.8%
v
$2,670 $26 $2.713
$2:355 $2517 44
FY18 FY1ig Fyao Fya21 FYz2

Severity —efrequency

NZ HOUSE SEVERITY & FREQUENCY

, 7.1%
6.5% 6.7%
5.8% 5.9%
$3.200 $3.1 ,
$2.834 $3.113 3 3157 $3.138
Fy18 FY19 Fyao0 Fya1 Fya2

Severity —e=Frequency

Note 1: Severity is defined as the cost of claims (excluding large events, large house, windscreen) divided by the count of claims. In prior years this definition excluded negative or zero incurred claim

1 volumes and was based only on closed claims. The updated definition is deemed more affective in understanding claims and aligns to the actuarial valuation of outstanding claims
5 Notez: Frequency is defined as the number of claims (same exclusions as above) divided by risks in force




Continued improvement in management expense ratio

Management expense ratio (MER) reduced 1% to MOVEMENT IN MANAGEMENT EXPENSE RATIO
36%

GWP growth contributes a 2.9% reduction in MER o

Net commission expenses decreased due to the » oo —
purchase of legacy back books - - .

Unwind of prior year's Liability Adequacy Test (LAT) 1.4%

deficiency

Investing in people, technology and marketing as
well as increasing compliance and regulatory

capability _ |
MER Business Net LAT Marketing Staff costs Other MER
. . . s FY21 growth commission and Tech Fy22

Other includes an increase in deferral of acquisition investment

costs due to higher acquisition spend

Note 1: Management expense ratio is defined as Management Expenses (including net acquisition expenses, commission, claims lodgement, and other overhead costs) divided by net earned

premium




Investment strategy limits impact of market volatility

. 1
Net investment income was $1.2m vs $0.2m in FY21 CORE INVESTMENT PORTFOLIO RUNNING YIELD

Increasing interest rates resulted in subdued investment

income as the portfolio was revalued to market values 412%

Maintaining conservative investment strategy, with a
focus on liquidity and high credit quality, and a target 45
duration for the core investment portfolio of six months y 4

Our strategy has minimised profit impact from 1329
macroeconomic factors and market movements, and we 077% 072%
are now set to benefit from higher interest rates

Sep-20 Mar-21 Sep-21 Mar-22 Sep-22

Note 1: Core investment portfolio refers to Tower's fixed income investment portfolio in NZ. It excludes cash held for operational purposes in NZ, and cash and short-term deposits held in Tower's

Pacific subsidiaries. (iTOWER




Increasing reserves to support Canterbury earthquake claims

FY22 has seen an adverse CEQ charge of $7.5m ($5.5m after
tax) in non-underlying items

_ _ OPEN & NEW CEQ CLAIMS'
$5.4m new overcaps (including allowance for future new

overcaps)

. . . . . 163
$4.3m increase in existing open claims 158

$2.2m reduction for partial reinsurance cover relating to
these increases

The EQC fixed cap level is not inflation indexed, contributing
to additional new overcap claims. We are working with EQC
to mitigate additional costs
Existing claims assessed as increasingly complex to resolve, . l
provisions have been increased to address this

FY18 FY19 FYzo Fya1 Fyza2
Dedicated CEQ team actively working to finalise claims as mOpen claims atend of year  ®New and reopened

efficiently as possible

Note 1: Refer to pg 29 for reserving table and graph of open/closed claims in the period




Robust reinsurance programme provides protection

HISTORICAL LARGE EVENTS

$30.0m
$23.6m
$21.0m $21.1m
$10.0m $9.7m
$12.3m $16m
$2.6m " $13m
$19.0m
$11.0m $9. 717
$13m $9.7m
I
Fy18 FY1g Fyzo Fya1 Fyzaz Fyz23
Allowance
mmm Net cost to Tower Recoveries 10 year avg 5 year avg

FY22 large events

$21.1m large events incurred in FY22; Tonga volcanic eruption
($6.8m), Cyclone Dovi ($3.6m), North Island Rainstorms ($6.4m), and
Nelson Floods ($4.3m)

$19m net cost to Tower from FY22 $20m aggregate cover excess
and $1m recovery of prior period event

Note 1: Overall FY22 gross reinsurance spend as % of premium income (subject to the reinsurance programme) was 14.3% when FY23 programme placed. As a result of FY22 finalisation this

increased to 14.5%

REINSURANCE PROGRAMME OVERVIEW

o -

$889m

]
3
o
@
=
-
£
w
z
2
L]
<

One Prepaid Reinstatement

$220m

Multi-year
secured

Multi-year
secured

$12.5m

$11.875m 1% Cat Loss
(retention:

$11.875m)

27d Cat Loss 3 Cat Loss

(retention: (r n:
$11.875m) $12.5m)

FY23 reinsurance cover

Catastrophe cover: $934m limit with retention of $11.9m

Aggregate cover removed - provision in FY23 guidance of $30m
large events

Overall reinsurance spend for FY23 is 13.6% of premium income,
down from 15.9% for FY22 (14.5% excluding the FY22 aggregate) *

(i TOWER




Strong capital & solvency, delivering shareholder returns

CAPITAL RETURN & AM BEST TOWER SOLVENCY - NZ PARENT ($m)
DIVIDENDS FINANCIAL STRENGTH -
RATING

$55.3m A- ” .

15.8
returned to e d i
shareholders from artirmed in
FY oo April 2022
Surplus to operating range
250 Operating range
" m Target solvency margin
TOWER PARENT FULL YEAR DIVIDEND License condition
SOLVENCY B Minimum solvency capital
657
° 6.5C
205 7% :
30-Sep-21 post dividend and 31-Mar-22 post dividend 30-Sep-22 post dividend
capital return
after capital return 4c final dividend
and final dividend (FY21 full year 5¢)

Note 1: Tower's ordinary dividend policy is to pay a stable annual dividend to shareholders that aims to be in the range between 60-80% of “adjusted earnings” (defined as the reported full year Net Profit(
After Tax (NPAT) plus acquisition amortisation and unusual items) for the Tower consolidated group, where prudent to do so. i TOWER

20




FY23 guidance

FY22 Actual FY23 Guidance

(o) o
GWP growth 13% 1Q/o - 15%
(excluding Tower PNQG)

Large events allowance $1,9m $30m
(net of reinsurance)

Underlying NPAT
(including large events) $27.3m $27-32m

Dividend" 6.5 cents per share 6.5 cents per share

Note 1: Tower's ordinary dividend policy is to pay a stable annual dividend to shareholders that aims to be in the range between 60-80% of “adjusted earnings” (defined as the reported full year Net Profit

After Tax (NPAT) plus acquisition amortisation and unusual items) for the Tower consolidated group, where prudent to do so. (iTOWER
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Leveraging scalable platform to continue growth and efficiencies

SERVICE EFFICIENCIES CLAIMS EFFICIENCIES
PLANNED FOR FY23 PLANNED FOR FY23 INITIATIVE INVESTMENT

16% 3% s

5%
1%

$32m $33m
reduction in cost to Saving in total claims $28m 12% >
serve (down to $8) costs $24m 2%
66%
- G0
MY TOWER CAPABILITY AUTOMATED MARKETING

Car replacement

journey, ways to save, 5 m | '_'_|0n

FY¥i1a FYzao Fyza1 Fyzaz
personal detal'_s 17% expensed 15% expensed 14% expensed 11% expensed 24% expensed
m Technology Platforms and Regulatory Customer Relationships/ Acquisition Property, Plant & Equipment
Self-service features Personalised messages
to launch in Hi1 FY23 planned for FY23

(i TOWER



Tackling resourcing gap via digital service and unique footprint

RESOURCING HAS
IMPACTED NPS*

20%

In Sep 22, down from
43% in Sep 21

CONTINUALLY IMPROVE
STAFF ENGAGEMENT

7.8

FY22 engagement score
up from 7.7 FY21

Note 1: NPS = Net Promoter Score

DIGITAL INVESTMENT

30%

Of FY23 investment on
customer experience &
frontline enhancements

FIJI HUB INVESTMENT

+100

Additional planned
Tower staff working in
Suva office in FY23

FY23 NPS PATHWAY

Fiji hub My Tower Automate post
Eax*)éar\si()n f?EEitLJrEBS Eﬂj(jGE(j Cxall VVC)rk
Career pathway Frontline user Straight
launched improvements through claims
processing
TOWER STAFF BY LOCATION
8% 7% 6%

FY20

11% 12%

Fyza1 Fyaz FYa3
Plan

m Auckland ®mSuva mWork from Home Rotorua Other




Protecting the future for our customers & communities

PROPERTY RISK RATINGS

Coastal erosion
& inundation

Planned for FY23

SUSTAINABLE PRODUCT
DEVELOPMENT

$15K sustainability
benefit, e-mobility

Focus on supply chain
and customer education

SUPPORTING COMMUNITIES
THROUGH CLIMATE
CHANGE

Parametric
cyclone cover

Pilot launched in Fiji

2025 EMISSIONS
REDUCTION TARGET OF

21%

FY22 emissions up 12%
to 617 tCo2e vs FY20
base year

OUR ENVIRONMENT, SOCIAL AND GOVERNANCE
STRATEGY




CONTINUING TO
DELIVER
DIVIDENDS AND

GROWTH

Strong underlying operating performance
Positive customer outcomes and growth

Mitigating inflation headwinds and
iImplementing process enhancements

Driving efficiencies through scalable
platform and focus on expenses

Delivering positive shareholder returns:
dividends and accelerating growth

] TOWER






Reconciliation between underlying profit after tax and reported profit after tax

Fya2 Non- Papua Fyaz Underlying and reported profit:
underlying underlying New reported
» “Underlying profit" does not have a standardised meaning

under Generally Accepted Accounting Practice

)
profit items (1) Guinea (3) profit

Gross written premium : (3.7) (8.1) B . .

P ) 573 37 49 (GAAP). Consequently it may not be comparable to similar
Gross eamed premium 4307 (37 87 4183 measures presented by other reporting entities and is not
Reinsurance expense (69.5) 32 (66.3) subject to audit or independent review
Net earned premium 361.1 (3.7) 0.0 (5.4) 3521 « Tower uses underlying profit as an internal reporting
BAU claims expense (176.5) (7.6) (232 12 (205.9) measure as management believes it provides a better
Large events (19.0) (19.0) measure .of Tower's underlying perform.anc.e than reported
Management and sales expenses (120.6) (0.2) 24.0 26 (94.2) profit, as it exclqdes largg or non—rgcurrmg items that ma.]y
Net o - (03] obscure trends in Tower's underlying performance, and is

€1 commission expense 93 00 93 useful to investors as it makes it easier to compare Tower's

Underwriting profit 357 (11.4) 1.0 1.7) 23.6 financial performance between periods
Net '”feﬂmeﬂt neome 12 (0.0} = « Tower has applied a consistent approach to measuring
Other income 13 (10) (0.0) 04 underlying profit in the current and comparative periods.
Underlying profit before tax 383 . “Reported profit after tax” is calculated and presented in
Income tax expense (10.9) 29 05 (7.5) accordance with GAAP and is taken from Tower Limited's
Profit after tax from discontinued operation 0.0 12 12 financial statements for the full year ended 30 September
Underlying profit after tax 27.3 2OZZ
Canterbury impact (5.5) 55
Multipolicy holder discount remediation (2.6) 26
Other non-underlying costs (0.4) 04
Reported profit after tax 18.9 0.0 0.0 0.0 18.9

(1) Non-underlying items include net impact of Canterbury earthquake valuation update, provision for multipolicy discount
customer remediation, regulatory and compliance projects (such as the adoption of IFRS-17), and a prior period tax adjustment

(2)  Reclassification of claims handling expenses from management expenses to net claims expense and FX gain/loss from other
income to management expenses

(3) Tower Insurance (PNG) Ltd was sold after balance date however for statutory reporting the full P&L of this business is
reclassified as a discontinued operation for the full 2022 financial year




Canterbury earthquake reserving and open claims

CEQ RESERVING OPEN CEQ CLAIMS

Sep-19 Mar-20

Case estimates 20.8 15.1 9.7 7.3 6.8 4.5 53
30
IBNR/IBNER* 15.5 11.7 11.6 9.9 9.6 11.9 12.7 >0 43 -40
Claims handling expense 2.5 1.9 1.9 1.6 1.3 1.0 0.8
Risk margin 7.8 6.7 57 51 4.9 4.9 57
Additional risk margin 50 50 5.0 25 0.0 0.0 0.0 EE! 36
Actuarial provisions 30.8 253 24.2 19.1 15.8 17.8 19.2
Open New/reopened Closures Open New/reopened Closures Open

properties at 30 properties at 30 properties at 30

Gross outstanding claims 51.6 40.4 33.9 26.4 22.6 22.3 24.5 September 2020 September 2021 September 2022

Note 1: IBNR = Incurred but not reported; IBNER = Incurred but not enough reported.




Disclaimer

This presentation has been prepared by Tower Limited to provide shareholders with information on Tower's business. This
document is part of, and should be read in conjunction with an oral briefing to be given by Tower. A copy of this webcast of the
briefing is available at http.//www.tower.co.nz/investor-centre/ It contains summary information about Tower as at 30

September 2022 which is general in nature, and does not purport to contain all information a prospective investor should
consider when evaluating an investment. It is not an offer or invitation to buy Tower shares. Investors must rely on their own
enquiries and seek appropriate professional advice in relation to the information and statements in relation to the proposed
prospects, business and operations of Tower. The data contained in this document is for illustrative purposes only. Past
performance is not a guarantee of future performance and must not be relied on as such. The information in this presentation

does not constitute financial advice.

Forward looking statements

This document contains certain forward-looking statements. Such
statements relate to events and depend on circumstances that will occur
in the future and are subject to risks, uncertainties and assumptions.
There are a number of factors which could cause actual results and
developments to differ materially from those expressed or implied by
such forward-looking statements, including, among others: the
enactment of legislation or regulation that may impose costs or restrict
activities; the re-negotiation of contracts; fluctuations in demand and
pricing in the industry; fluctuations in exchange controls; changes in
government policy and taxation; industrial disputes; and war and
terrorism. These forward-looking statements speak only as at the date of
this document.

Disclaimer

Neither Tower nor any of its advisers or any of their respective
affiliates, related bodies corporate, directors, officers, partners,
employees and agents (other persons) makes any representation or
warranty as to the currency, accuracy, reliability or completeness of
information in this presentation. To the maximum extent permitted by
law, Tower and the other persons expressly disclaim any Lliability
incurred as a result of the information in this presentation being
inaccurate or incomplete in any way. The statements made in this
presentation are made only as at the date of this presentation. The
accuracy of the information in this presentation remains subject to
change without notice.
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Tower FY22 Results Announcement Investor Presentation Script
Slide 1 — 2022 Full Year Results
Michael Stiassny

Morena, good morning and thank you for making the time to join us for this

investor call and presentation of our 2022 full year results.
Slide 2 - Agenda

With me in Auckland is our Chief Executive Officer, Blair Turnbull and our Chief
Financial Officer, Paul Johnston who will take you through the results and

answer your questions.
Slide 3 — Chairman’s update

This has been a positive year for Tower. The business has experienced solid
growth, delivered a strong underlying business performance and continues to

be well capitalised.

Importantly, despite the inflationary headwinds and pandemic-induced
difficulties that all business are struggling with, Tower has proven resilient in

2022 and remains well positioned for long-term growth.
Strong and well capitalised

As a result, | am pleased to announce that the Board has declared a final
dividend of 4 cents per share, to be paid on the 1+ of February 2023. This

brings total dividends for FY22 to 6.5 cents per share.

In late 2021, the Board announced a share buyback as a result of the Reserve
Bank lowering Tower’s solvency condition. This was completed in February

2022, with $30.6 million being returned to shareholders.
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In June, in recognition of our strong financial position, the Reserve Bank once
again reduced Tower’s licence condition from $25 million to $15 million and

ratings agency, AM Best reaffirmed our A-, excellent rating in April.

We continue to look for investments that will deliver strong shareholder value.
To that end, over the year we completed our purchase of the minority
interests in National Pacific Insurance and also completed our programme of
acquiring legacy books and migrating them to Tower Direct. This has resulted

in further efficiencies and growth benefits which Blair will expand on shortly.
Resilient to challenges

It has been gratifying to see that the actions Tower has taken to address
challenges including record inflation, supply chain issues, access to talent, and

increasing large events, are having the desired effect.

However, there is no room for complacency, and we remain tightly focused on
continuing to manage the inflationary pressures that are likely to be prevalent

for some time.

Climate change is the defining challenge of our lifetime. Proactively managing
the risks posed by climate change is fundamental to protecting our customers’,

our communities’ and our shareholders’ interests.

In the last year, we introduced flood risk-based pricing and parametric
insurance, to better inform and prepare our customers - and our business - for
the future. Increasing the large event limit in our financial plans and Tower’s

reinsurance programme also provide necessary protection from this volatility.

In the coming financial year, we will respond to the Government’s new

Climate-related Disclosures reporting regime by beginning to share the risks
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and opportunities we anticipate from a range of potential climate change

scenarios.

We see this regime as a positive opportunity to further inform our business

strategy and support future resilience.
Continued long term growth

This year’s strong performance reflects the investments we have made in our
core technology platform and distribution footprint which have positioned

Tower well to continue delivering GWP growth.

Our flagship Tower Direct business and unique partnership distribution
capability continue to go from strength to strength. Digitisation of our Pacific
business continues at pace, and we are now operating on one core platform
across New Zealand and the Pacific, leading to further improvements in

efficiency and competitiveness.
[pause]

There have been some significant changes to the Board this year. I'd like to
publicly acknowledge and thank Steve Smith and Warren Lee, both of whom

made considerable contributions to Tower’s transformation over many years.

| would also like to welcome Geraldine McBride who has recently joined the
Board. Geraldine brings extensive New Zealand and international governance
and technology industry experience that will be invaluable as Tower continues

to evolve.

In closing, I'd like to thank the Tower team. It’s a good result — we’re paying a

dividend, the business remains strong and well capitalised, and has achieved
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sustained premium growth. None of this would be possible without the vision,

dedication and commitment of our people.

I’ll now hand over to Blair and Paul, who will take you through the results and

outlook before we take questions.

Blair Turnbull

Slide 4 — Business update

Kia ora, thank you Michael and good morning, everyone.

| am delighted to be here sharing our 2022 financial results which see Tower in

a very positive position.

Today’s results demonstrate the resilience of our customer and digitally led
strategy. We are continuing to grow; to drive down expenses; and to innovate

our customer experience.

Our technology and direct distribution advantage sets us apart from our
competitors and affords strong long-term customer and premium growth

prospects.

Slide 5 — Our performance - Solid growth and increased efficiencies underpin

strong underlying business performance

| am pleased to report positive business performance for the year which has

been achieved through strong growth and efficiencies.

Offering our customers a simple and rewarding experience through our leading
technology platform has helped grow Tower’s Gross Written Premium for the
year to 30 September to $457 million, up 13% on the same period last year.
Good customer growth was a key contributor to this, with Tower welcoming
15,000 new customers in the past 12 months, increasing to 319,000 customers.

4



j TOWER

As the Chair referenced, we are managing external headwinds well with
Tower’s BAU claims ratio dropping to 48.9% from 50.2% in the 2021 financial

year.

We are pleased to have seen our management expense ratio (MER) improve
again to 36% versus 37% in FY21, thanks to our disciplined cost control and

further efficiencies.

Tower planned for $20m of large events costs for the FY22 year, and these

came in at a $19m net impact, up from $13.9m net in FY21.

Pleasingly, our combined operating ratio decreased to 90.1% from 91.4% in the

FY21.

Reflecting our positive business performance, underlying NPAT including large

events was $27.3 million, up 31% from $20.8m in FY21.
Reported profit was down 2% at $18.9m versus $19.3m in FY21.
Slide 6 — Strong core business performance

Our business fundamentals continue to improve as we drive double digit
growth and our investments in our core technology platform and actions to

control inflationary pressures continue to deliver efficiencies.

Our core business performance has improved substantially, with underlying

NPAT excluding large events increasing 33% year on year to $41m.

As we disclosed in our guidance update on the 17" of October, our reported
profit was impacted by additional strengthening of the residual Canterbury

earthquake provision, which Paul will talk through in more detail shortly.

Additionally, we have made a provision of $2.6m after tax for customer

remediation arising from an error in the calculation of multi-policy discounts.
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After we identified the issue, we proactively advised the Financial Markets
Authority. We are in the process of identifying affected customers and expect

to begin processing refunds in December.
Slide 7 — Strong growth in customers and premium

Tower’s focus on simple and rewarding customer experiences combined with
our digital and data capability have contributed to strong growth in both

premium and customers.

During the financial year we grew our gross written premiums 13% year on
year, up to $457m. We also grew customer numbers to 319,000, up 5% on the

last financial year.

Our digitisation strategy is driving deeper customer engagement and growth,
with the number of Tower Direct quotes online increasing to 292,000 leading

to 66% of sales now taking place on digital channels.

These new customers are being brought on board at a lower cost to acquire, at

12% of net earned premium, versus 12.6% in FY21.

However, it’s not just about attracting new customers. Half of our New Zealand
customers have two or more products with Tower which shows we are

continuing to sell more to existing customers as we grow.

Two achievements we are particularly proud of this year are winning Canstar’s
top Car Insurer of the Year Award, and also the Outstanding Value Award for

the second year running.
Slide 8 — Growth and improvements across all three businesses
All three of our business units are growing and improving performance.

Tower Direct
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Our flagship Tower Direct business is going from strength to strength growing
GWP by 17% to $320m as we innovate to build rewarding and engaging

relationships with customers.

And our leading digital platform continues to perform strongly and increase
customer engagement. In FY22 we recorded a milestone 200,000 My Tower
registrations, up 51% on FY21 which has contributed to a record 500,000 logins
in FY22, up 56% on FY21.

Contributing to this success is our strong, 85% retention of the customers we

transitioned to Tower Direct via our legacy book acquisitions.

We are pleased that an important aspect of our digital self-service experience
is valued by customers with our online purchase journey achieving a customer

net promoter score of 61%, up from 57% in FY21.
Partnerships

Our Partnership business is continuing to deliver positive growth with GWP
from active partners increasing by 35% to $54m. Our flagship Trade Me

partner contributed strongly to this growth, growing by 38% to $25m GWP.

The number of advisors referring customers to Tower has also expanded,
increasing by 35% over the year to 1,500 active advisors. This growth will be
further bolstered by our new agreement with advisory firm Kiwi Advisor

Network.

We continue to attract new retail partners and in September were pleased to
enter a significant partnership with leading real estate agency, Ray White
which sells 20,000 houses a year across New Zealand. We look forward to
welcoming Ray White’s customers to Tower as part of its successful Concierge

insurance and moving solutions offering.
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This year we completed the delivery of our strategy of acquiring legacy
insurance books and migrating them to Tower Direct. Between February 2021
and October 2022 we purchased books for a total price of $26m from ANZ,
Westpac, TSB and Kiwibank, ending commission payments of around $11m per
annum and enabling us to have a direct relationship with these customers,

who represent more than 88,000 risks.

This strategy has contributed to commission payments further reducing to just

2.2% of gross earned premium.
Pacific

FY22 was a milestone year for our Pacific business which has returned to
growth after the challenges of Covid, growing GWP by 8% to $58m in the year.
We are continuing to digitise our Pacific offering, aligning our New Zealand and

Pacific activities more closely to deliver growth and efficiencies.

Our core operating platform is now live across all our markets, we have
launched a Pacific industry-first online payments capability and the full My

Tower experience is now available across Fiji and Vanuatu.

We are continuing the simplification of our Pacific business and to this end sold
our Papua New Guinea subsidiary in October and have now begun operating
under the Tower brand following our acquisition of the minority interest in

National Pacific Insurance.
Slide 9 — Enhanced underwriting accuracy, and expanded product range

Our strategy of leading with an innovative product range which enables us to
deepen our customer relationships, improve revenue and increase retention

has further progressed in FY22. Early in the year we launched new pet and
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travel offerings and in August began supporting customers with their home

renovations by launching contract works cover.

In a particularly innovative approach, we have now begun piloting a cyclone
parametric insurance product in Fiji. Cyclone Response Cover provides a rapid
cash pay-out when a customer is impacted by a high wind speed cyclone event,

regardless of damage and without the need for an insurance assessor’s signoff.

With less than 10% of Pacific families having home insurance, we hope this will
address a much-needed gap in the market and help provide economic

resilience following a cyclone event.

Since broadening the range of EVs we insure in 2021 and Government schemes
to incentivise uptake of EV and hybrid vehicles, the number of EVs we
underwrite has continued to soar, increasing 78% to more than 4,000 electric

vehicles during FY22.

Underpinning our rapid and targeted product development capability is our
disciplined and agile approach to underwriting, enhanced through our use of

data analytics.

This sophisticated underwriting approach saw us quickly implement risk-based
pricing for flooding in November last year which has enabled us to transition
145,000 customers to this new pricing model as their house insurance policies
have come up for renewal. In FY23 we will add coastal inundation and erosion,
and windstorm risks to our ratings tool, offering customers greater insights

into their homes’ risks and giving Tower even better rating accuracy.

Ensuring accurate sum insured amounts for our customers’ homes is one tool
that’s allowing us to stay ahead of inflation. In FY22 97% of our home

insurance customers’ policies were updated automatically either by the
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consumer price index or the Cordell calculator, compared to only 77% a year

ago.

We are continuously monitoring our pricing to ensure we stay both
competitive and profitable. Our agility and data-driven capabilities have
enabled us to make more than 140 pricing and underwriting adjustments in

the year.

And our underwriting capability is becoming increasingly automated with 95%
of risks in New Zealand now sold without requiring a manual underwriting

review.

Slide 10 — Improving claims ratio while managing inflation and weather

events

Inflation impacts all facets of our lives, including how far our insurance cover
will stretch at claims time. Due to the sharp increase in inflation over the
previous 12 months, in FY22 it became more expensive to repair and rebuild

homes, and repair or replace cars and contents.

But Tower’s advantage is our ability to identify and quickly address emerging
trends, thanks to our investments in digital and data technology and the

decisive actions we’ve taken over the past 18 months to deliver improvements.

Our increasing scale is also continuing to deliver efficiencies, with Tower’s BAU
claims ratio being brought back to a very strong level of 48.9%, compared to

50.2% in the 2021 financial year.

This is despite the stormy weather across New Zealand this year resulting in
total claims costs of $18m compared to the five-year average of $11m and
New Zealand claims volumes overall increasing to almost 73,000 individual

claims over the year.
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By working with suppliers to optimise our supply chain we are seeing
efficiencies with 77% of New Zealand motor repairs now being completed by

our preferred supplier network.

And our work to streamline the claims lodgement process has seen the

number of New Zealand claims lodged online increase from 31% to 48%.
Slide 11 — Improving MER through simplification and platform efficiency

By global standards, a 1% reduction in management expense ratio is a good
result in any year for an insurer. So, in this highly inflationary environment, we
are particularly pleased to have achieved yet another improvement in MER to

36% this year.

With half of all tasks and transactions in New Zealand now completed digitally
versus 46% in FY21, the customer and efficiency benefits from our leading

digital and data technology platform are being realised.

Two key drivers of our reducing expenses are the commissions saved through
the transformation of our Partnerships business to a lower commission model

and the legacy book acquisition programme.

We are on track with decommissioning legacy systems and now have just two
remaining, down from 4 in FY21. | will now hand over to Paul Johnston to

present our detailed financial performance.

Slide 12 - Financial performance title slide — Paul Johnston
Thank you, Blair and good morning, everyone.

Slide 13 — Group underlying financial performance

Looking at the consolidated results, we can see that growth in GWP continued
to be a highlight, up $53.2m, or 13%, on FY21. As Blair just highlighted,
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management expenses improved 1% as benefits of the EIS platform and our
increasing scale continue to be realised along with lower commissions through

our legacy portfolio acquisitions.

Underlying NPAT including large events increased 31% to $27.3m,

demonstrating strong business performance.

Reported NPAT was $18.9m, down 2% on FY21. Contributing to this was a
Canterbury Earthquake valuation increase of $5.5m after tax and a provision

for customer remediation of $2.6m after tax.
Slide 14 — Business growth drives strong underlying NPAT

As this chart demonstrates business growth contributed a strong $13.6m
increase to Tower’s underlying NPAT of $27.3m in the year, which is $6.5m

above FY21.

As we have previously noted, reduced commissions provided a $S1.4m benefit

to the result.

FY22 saw a $5.1m increase in large events costs compared to FY21 which
reduced underlying NPAT by $3.7m after tax. Large event costs were $19m net

of reinsurance and a prior period recovery, up from $13.9m in FY21.

A $6.3m after tax increase in expenses includes amortisation of the legacy back
book purchases and an increase in staffing costs due to wage inflation and an

increase in both growth and regulatory compliance spend.

As we have previously noted, reported profit has been impacted by a $5.5m
after tax Canterbury earthquake valuation increase across FY22 as a result of
new claims valued more than the historic $100,000 EQC cap, the complexity of

existing claims and inflation.
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We have also made a provision for customer remediation which includes
compensation payments as a result of discounts for taking out more than one

policy being incorrectly applied.
Slide 15 — Steady BAU claims ratio in a challenging environment

The positive actions we have taken in the past 18 months to address the
rapidly increasing inflationary pressures and an increased number of severe
weather events are seeing results as evidenced by our BAU loss ratio improving

to 48.9%.
Frequency and severity are the two key components of total claims costs.

The charts show average motor claims severity is following a rising trend up to
$2,713 while frequency of motor claims is flat due to the lockdown we saw at

the start of the financial year.

House claims have continued to increase year on year and are up 7.1% largely
as a result of the wettest winter on record in New Zealand, while severity has

dropped slightly back to pre-Covid levels.

Tower has applied targeted premium increases across motor and home to
offset inflation and continues to work closely with supply chain partners to

moderate the impact on customers as much as possible.

Our new artificial intelligence-based tool that identifies potentially unjustified
claims went live in FY22. While it is early days, the results are promising. Since
implementation began in April, we have improved our detection rate of
potentially unjustified claims by 300%, which has led to a greater proportion of
claims resulting in customers either withdrawing their claims or Tower

declining the claims.
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Slide 16 - Continued improvement in management expenses

We are pleased to see our management expense ratio continue to reduce with

an improvement over the year of 1% to 36%.

Pleasingly business growth has enabled scale efficiencies and a 2.9% reduction
in MER with a further 0.4% decrease in net commission expenses due to the

legacy back book portfolio purchases.

In addition, we reduced our expectations of future policy administration costs
which allowed us to unwind the liability adequacy test deficiency recognised at
30 September 2021, resulting in a 1.4% benefit. We elected to reinvest this LAT
release in people, marketing and technology as we prioritise growth and

regulatory compliance activities.

Other MER impacts include more deferred acquisition costs due to higher

acquisition spend which helped drive our growth.
Slide 17 — Investment strategy limits impact of market volatility

Net investment income in FY22 increased to $1.2m before tax compared with

income of $0.2m before tax in FY21.

This subdued income was the result of increases in interest rates revaluing
Tower’s portfolio to market values, however these losses are expected to be
recovered through higher yields as the portfolio matures in the future. This is
evidenced by the running yield on the core investment portfolio increasing to

4.12% at the end of September 2022 (from 1.32% at 30 September 2021).

Tower maintains a conservative investment policy with a focus on high credit
quality and liquidity bonds, and a target duration for the core investment

portfolio of six months.
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Our strategy has mitigated the impact on our profit from macroeconomic
factors and market movements and we expect to benefit from higher rates

going forward.
Slide 18 - Increasing reserves to support Canterbury earthquake claims

We continue to settle open Canterbury earthquake claims with 40 closed over

the year.

However we received an additional 43 new overcaps and reopened claims,
bringing the total number of open claims at the year end to 36. This was a net

increase of 3 from a total of 33 as at the end of September 2021.

As a consequence, FY22 has seen an adverse Canterbury earthquake P&L
charge of $7.5m before tax in non-underlying Items, reflecting these increases

in expected claims costs. Contributing to this is:

e S$5.4m in new overcaps, which includes an allowance for future new
overcaps, and;

e aS4.3mincrease in provision for existing open claims.
Remaining reinsurance cover partially mitigates these two factors by $2.2m.

A contributing factor to the additional new overcap claims is that the $100K
cap is not inflation adjusted so the cost of the same repair is now higher. We

will work with EQC to help mitigate these additional costs.

Some of our open CEQ claims are complex and long-term. The expected cost
for several of these has increased in FY22, driven by both inflation and more
costly rectification approaches and we have increased our provisions to

address this.
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We continue to closely manage these outstanding claims and our dedicated

CEQ team is actively working to finalise claims as efficiently as possible.
Slide 19 - Robust reinsurance programme provides protection

In September we were pleased to successfully renew our reinsurance
programme for the 2023 financial year, obtaining comprehensive cover with
very competitive rates for our home, motor, boat and commercial portfolios,

across New Zealand and the Pacific.

Tower’s reinsurance strategy provides protection from volatility caused by
large events and maintains financial flexibility to support growth, while

underpinning strong solvency.

Under this new arrangement we have increased our catastrophe upper limit
from $873m to $934m in FY23 to reflect business growth. The catastrophe

cover excess is $11.9m, in line with previous years.

In FY23 we will be paying proportionally less for reinsurance cover at 13.6% of
total income, compared to 15.9% of premium income in FY22 (including the
previous aggregate programme). This proportional reduction reflects

reinsurers’ confidence in Tower’s positive business performance.

To manage the impact of large events volatility on our results, we have
budgeted for S30m of large events in our FY23 plan. For context, this is almost
S$9m more than ultimate estimate of large events costs for FY22 and more than
double the 10-year average of $13m and well above the five-year average of

S16m.

FY22 large events of $21.1m comprised $6.8m for the Tonga volcanic eruption
and tsunami, $3.6m for Cyclone Dovi, $6.4m for the North Island Rainstorms,
and $4.3m for the Nelson Floods.

16



j TOWER

The expense recorded in Tower’s profit and loss was reduced to $19m after
reinsurance recoveries under the FY22 $20m aggregate cover excess and a

S1m recovery on a prior period event.
Slide 20 - Strong capital and solvency, delivering shareholder returns

In the last 12 months Tower has returned $55.3m to shareholders in the form
of dividends and a capital return. As a result of these payments to

shareholders, Tower’s surplus capital has decreased.

However, with a solvency ratio of 205% as at 30 September, after the capital
return and final dividend, it is clear that Tower remains in a strong capital and
solvency position. As the Chair announced we will be paying a final dividend of
4 cents on the 1% of February, 2023, bringing the full year dividend to a total of

6.5 cents per share.
Slide 21 - FY23 guidance
In FY23 Tower anticipates underlying NPAT of between $27m and $32m.

This range is based on further growth of between 10% and 15% as well as the
allowance for large events of S30m. It represents a $8m after tax increase in

the impact of large events when compared to FY22.

Consistently with FY22, we will measure large events as those which have a

total cost of more than $S2m.

In line with Tower’s ordinary dividend policy to pay a sustainable annual
dividend in the range of between 60-80% of adjusted earnings where prudent

to do so, Tower anticipates FY23 dividends to be 6.5 cents per share.

Slide 22 — Looking forward
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Thank you. | will now hand back to Blair who will provide an update on our

outlook.

Blair Turnbull

Thank you, Paul.

Slide 23 — Leveraging scalable platform to continue growth and efficiencies

Tower is continuing to leverage investments in our scalable platform to deliver

shareholder value via attractive long-term growth and greater efficiencies.

Two areas where we are targeting efficiencies are in our customer service and
claims processes and in FY23 we expect to see significant improvements

through further digital and process optimisation.

New My Tower improvements to enhance customer experience and further
reduce telephony interactions include our car replacement journey. We know
that customers predominantly cancel their motor insurance when they have
bought a new car. Our new feature coming soon aims to capture these

customers with the option to replace their car policy rather than cancel.

We are also offering customers information at their fingertips on ways to save

on their insurance and enhancing the ability to update personal details on the

go.

We are further investing in our enhanced sales capability with our automated
marketing platform set to send out 5 million targeted and personalised

messages in FY23.

Following the completion of our digital transformation, the mix of our spend

has moved from focusing on our technology platform, systems and regulatory
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compliance towards customer relationships and growth, reflecting the

maturity of our technology transformation.
Slide 24 - Tackling resourcing gap via digital service and unique footprint

It's no secret that a key challenge for New Zealand businesses today is the tight
labour market. And for many businesses with active contact centres this
struggle to fill seats has resulted in long wait times and frustrations for

customers.

Tower has not been immune to these challenges which have disappointingly

seen our net promoter score (NPS) drop to 20% from 43% in September 2021.

However, we have some clear unique advantages that will allow us to tackle

this challenge via a pathway for NPS improvement in FY23. This includes:

Firstly, leveraging our digital self-service platform. In FY23 digital will comprise
30% of our investment on customer experience and frontline enhancements
and will include new My Tower features, further automation and enhanced

straight through claims processing.

Secondly, we will make further improvements to our fantastic staff culture and
engagement through promoting and developing career pathways for frontline
staff and leveraging digital technology to improve the frontline user

experience.

Thirdly and excitingly, we will invest in our Fiji hub by adding an additional 100
Tower people in Suva in FY23. This will see the mix of staff more evenly spread
between our operational centres in Auckland, Rotorua and Suva, and our

people permanently working from home.
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Our investments in digital technology are increasingly enabling us to move
workflows across our Suva, Rotorua and Auckland operations centres. Having a
physical presence in these locations also gives us access to talent in these

markets.

In Suva particularly we are offering high quality roles where our people there
appreciate the opportunity to progress their careers into senior positions
without having to leave their countries. Tower roles in Fiji comprise a wide
range of corporate functions, including, finance, technology, human resources,

marketing and customer service.

Our recent recruitment drives in Fiji have seen strong interest from highly
educated, experienced and professional candidates who are excited about
becoming part of the Tower team and providing high quality service to our

customers.
Slide 25 — Protecting the future for our customers and communities

Last year we began our sustainability journey with the development of a
strategy that guides how Tower manages its environment, social and

governance issues under the following focus areas:

Firstly, a diverse and inclusive workplace that builds people’s physical and

emotional wellbeing.

Secondly, ensuring we are thinking ahead for our planet by moving all aspects
of our business towards zero-carbon and zero-waste and having a positive

impact on New Zealand and the Pacific.

Thirdly, helping communities navigate climate change by championing
informed dialogue and supporting research and education on climate change
issues.
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And finally, being people’s go-to trusted insurance partner by providing fair

and transparent insurance that is accessible and affordable.

In FY23 we will progress on these commitments by adding coastal erosion and
inundation risks to our customer facing risk ratings tool, educating
homeowners transparently about the risks that may impact their properties.
And we are excited about the potential for parametric cyclone cover to

improve the economic resilience of Pacific communities in the future.

We are also committed to further innovating our products to influence our
customers to reduce their carbon footprints. We currently offer a home
insurance sustainability benefit which contributes $15,000 to sustainable
products for a total rebuild; our policies support a range of e-mobility vehicles;
and we have updated our GoCarma app to give people real time feedback on
their driving emissions, based on their car’s make and model, and their driving

behaviour.

We take measuring and reducing our emissions seriously as we recognise that
every effort to reduce emissions helps to mitigate global warming. Tower has
set an ambitious target, grounded in science, of a 21% reduction over five
years using FY20 as our base year, which as we all know was subject to Covid

restrictions.

We will present full details of our sustainability reporting in this year’s annual
report which has been prepared in accordance with the Global Reporting

Initiative 2021 standard.

And as the Chair noted, we are currently preparing for the introduction of the
External Reporting Board’s Climate-related Disclosures regime and are

planning an early partial disclosure in FY23.
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Slide 26 — Continuing to deliver dividends and growth

It’s clear that Tower’s business performance has been strong. And we have
delivered customer and premium growth while further improving our

management expenses.

Tower is a well-capitalised business with a strong balance sheet and solvency
margins and we are delighted to have returned $55.3m to shareholders in the

form of dividends and a capital return.

In the coming year, our focus is on continuing our solid underlying operating

performance and achieving positive customer outcomes and growth.

We continue to focus on claims inflation and enhancing claims processes while
driving efficiencies through our scalable digital platform and focus on

expenses.

We remain committed to delivering positive returns to our shareholders

through continued dividends and accelerating growth.

Thank you for your time this morning, | will now hand back to the operator to

ask for questions.
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NEW ZEALAND'S EXCHANGE Distri bution Notice

TE PAEHOKO O AOTEAROA
Updated as at June 2022

Please note: all cash amounts in this form should be provided to 8 decimal places, including zeros (ie 0.01001000)

Section 1: Issuer information ‘

Name of issuer Tower Limited

Financial product name/description Ordinary Shares

NZX ticker code TWR

ISIN (If unknown, check on NZX | NZTWRE0011S2

website)

Type of distribution Full Year X Quarterly
(Please mark with an X'in the Half Year Special
relevant box/es) DRP applies

Record date 18/01/2023

Ex-Date (one business day before the | 17/01/2023
Record Date)

Payment date (and allotment date for | 01/02/2023
DRP)

Total monies associated with the | $15,179,359
distribution’

Source of distribution (for example, | Retained earnings
retained earnings)

Currency NZD

Section 2: Distribution amounts per financial product
Gross distribution? $0.04000000
Gross taxable amount 3 $0.04000000
Total cash distribution* $0.04000000
Excluded amount (applicable to listed | N/A

PIEs)

Supplementary distribution amount $0.00000000

Section 3: Imputation credits and Resident Withholding Tax®

Is the distribution imputed No imputation

' Continuous issuers should indicate that this is based on the number of units on issue at the date of the form

2 “Gross distribution” is the total cash distribution plus the amount of imputation credits, per financial product, before the deduction of
Resident Withholding Tax (RWT).

3 “Gross taxable amount” is the gross distribution minus any excluded income.

4 “Total cash distribution” is the cash distribution excluding imputation credits, per financial product, before the deduction of RWT.
This should include any excluded amounts, where applicable to listed PIEs.

5 The imputation credits plus the RWT amount is 33% of the gross taxable amount for the purposes of this form. If the distribution is
fully imputed the imputation credits will be 28% of the gross taxable amount with remaining 5% being RWT. This does not constitute
advice as to whether or not RWT needs to be withheld.



If fully or partially imputed, please | N/A
state imputation rate as % applied®

Imputation tax credits per financial | N/A
product

Resident Withholding Tax per $0.01320000
financial product

Section 4: Distribution re-investment plan (if applicable)

DRP % discount (if any) N/A

Start date and end date for | N/A N/A
determining market price for DRP

Date strike price to be announced (if N/A
not available at this time)

Specify source of financial products to N/A
be issued under DRP programme
(new issue or to be bought on market)

DRP strike price per financial product N/A

Last date to submit a participation | N/A
notice for this distribution in
accordance with DRP participation
terms

Section 5: Authority for this announcement

Name of person authorised to make

; Blair Turnbull
this announcement
Contact person for this : .

Emily Davies

announcement
Contact phone number +64 21 815 149
Contact email address emily.davies@tower.co.nz
Date of release through MAP 23/11/2022

8 Calculated as (imputation credits/gross taxable amount) x 100. Fully imputed dividends will be 28% as a % rate applied.
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