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TOWER LIFE (N.Z2) LIMITED
DIRECTORS' REPORT
For the year ended 30 September 2009

The Board of Directors have pieasure in presenting the annual report of TOWER Life (N.Z.) Limited,
incorporating the financial statements and auditors’ report, for the year ended 30 September 2009.

With the unanimous agreement of all shareholders, the Company has taken advantage of the reporting
concessions available to it under Section 211(3) of the Companies Act 1993.

The Board of Directors of TOWER Life (N.Z.) Limited authorised these financial statements presented
on pages 3 to 38 for issue on 21 December 2009.

For and on behalf of the board:

Z A

Director  ~ / Dil%#or
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TOWER LIFE (N.2) LIMITED
INCOME STATEMENT
For the year ended 30 September 2009

2009 2008
Note $000 $000

Revenue from continuing operations
Premium revenue from insurance contracts 3 31,720 32,403
Less: Outwards reinsurance expense 3 (8,186) (7,705)
Net premium revenue 3 23,534 24,698
Investment revenue 4 30,206 8,633
Net operating revenue 53,740 33,231
Claims expense 5 56,246 59,036
Less: Reinsurance recoveries revenue 5 (5,782) (4,327)
Net claims expense 5 50,464 54,709
Change in life insurance contract liabilities 17 (18,290) (17,633)
Change in life investment contract fiabilities 17 (117) (4,816)
Policy maintenance costs - life insurance contracts 6 11,437 10,212
Policy maintenance costs - life investment contracts 6 307 506
Policy acquisition costs 6 - 70
FuturePlan debenture finance costs 12 1,288 530
Net claims and operating expenses 45,089 43,578
Profit/(ioss) before taxation 8,651 (10,347)
Income tax expense/(credit) 7 4,709 (17,202)
Profit from operations 3,942 6,855
Profit for the year attributable to shareholders 3,942 6,855

The above Income Statement should be read in conjunction within the accompanying notes.
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TOWER LIFE (N.Z2) LIMITED
BALANCE SHEET
For the year ended 30 September 2009

2009 2008
Note $000 $000
Assets
Cash and cash equivalents 21 2,739 1,439
Trade and other receivables 8 6,198 4,755
Financial assets at fair value through profit or loss 9 729,658 785,847
Derivative financial assets 19 46,045 369
Intercompany receivables 13 3,732 373
Prepaid tax asset 2c 6,046 8,449
Other assets 154 97
Assets arising from reinsurance contracts 17 9,116 7,535
Net deferred tax asset 7 17,629 19,928
Total assets 821,317 828,792
Liabilities
Trade and other payables 11 8,487 9,728
Intercompany payables 14 3,733 7,336
Derivative financial liabilities 19 20,634 5,872
Other liabilities 12 22,745 21,457
Life insurance contract liabilities 17 702,821 723,011
Life investment contract liabilities 17 32,651 35,084
Total liabilities 791,071 802,488
Net assets 30,246 26,304
Equity
Contributed equity 15 10,000 10,000
Retained earnings 16 20,246 16,304
Total equity 30,246 26,304

The Directors authorised these financial statements for issue on 21 December 2009.

A ML

“Director P Dnrecto\)" ¥

The above Balance Sheet should be read in conjunction with the accompanying notes.
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TOWER LIFE (N.2) LIMITED
STATEMENT OF CHANGES IN EQUITY
For the year ended 30 September 2009

2009 2008

Note $000 $000

Total equity at the beginning of the financial year 26,304 33,396

Profit for the year 3,942 6,855

Total recognised income and expense for the year 3,942 6,855

Dividends provided for and paid 16 - (13,847)

- (13,947)

Total equity at the end of the financial year 30,246 26,304
The above Statement of Changes in Equity should be read in conjunction with the accompanying notes.
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TOWER LIFE (N.2) LIMITED
STATEMENT OF CASH FLOWS
For the year ended 30 September 2008

2009 2008

Note $000 $000
Cash flows from operating activities ;
Premium revenue 44,683 40,998
Reinsurance revenue 4,459 4,013
Interest received 32,521 29,210
Dividends received 3,855 16,612
Payments to policyholders (75,640) (76,034)
Reinsurance payments (7,373) (6,704)
Payments to suppliers and employees (9,549) (10,504)
Net cash outflow from operating activities 22 (7,044) (2,409)
Cash flows from investing activities
Net (purchase) / sale of investments:
Fixed interest 27,049 (173,372)
Property (40,073) 45,076
Equities 21,368 143,824
Net cash inflow from investing activities’ 8,344 15,528
Cash flows from financing activities
Payment of dividends - (13,947)
Repayment of advance - -
Net cash (outflow)/infiow from financing activities - (13,947)
Net increase in cash and cash equivalents 1,300 (828)
Cash and cash equivalents at beginning of year 1,439 2,267
Cash and cash equivalents at end of year 2,739 1,439

"The statements of cash flows presents the net changes in cash flow for financial assets. TOWER considers that knowledge of gross
receipts and payments is not essential to understanding certain activities of TOWER and it is considered acceptable to report only the net
changes in cash flow for these items. This is based on the fact that either the turnover of these items is quick, the amounts are large, and the
maturities are short.

The above Statement of Cash Flows should be read in conjunction with the accompanying notes.
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TOWER LIFE (N.Z) LIMITED
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 September 2009

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The principal accounting policies adopted in the preparation of the financial report are set out below. These policies have
been applied to all the years presented, unless otherwise stated.

GENERAL INFORMATION

These financial statements have been approved for issue by the Directors on 21 December 2009.
TOWER Life (N.Z) Limited ("the Company") is a New Zealand incorporated life insurance company, domiciled in New
Zealand and an issuer in terms of the Securities Act 1978.

The address of its registered office is:
Level 11
TOWER Centre
22 Fanshawe Street
Auckland Central
New Zealand

BASIS OF PREPARATION

These financial statements are for the Company as a separate legal entity. The Company is designated as a profit-
oriented entity for financial reporting purposes.

This general purpose financial report has been prepared in accordance with the New Zealand Companies Act 1993 and
the Financial Reporting Act 1993.

Group financial statements have not been prepared as the ultimate controlling entity TOWER Limited, issues group
financial statements.

The principal activity of TOWER Life (NZ) Lid is the provision of life insurance. The Company operates in New Zealand.

The Company has a 100% investment in TOWER Bourke St Limited, a company incorporated in New Zealand.

Compliance with International Financial Reporting Standards (IFRS)

The financial statements comply with International Financial Reporting Standards (IFRS), New Zealand equivalents to
International Financial Reporting Standards (NZIFRS) and other applicable financial reporting standards as applicable for
a proft-oriented entity.

The financial statements have been prepared on a fair value basis with any exceptions noted in the accounting policies
below.

PRINCIPLES UNDERLYING CONDUCT OF LIFE INSURANCE BUSINESS

The life insurance operations of the Company comprise the selling and administration of contracts which are classified as
either life insurance contracts or life investment contracts. Contracts that include both investment and insurance elements
are separated into these two elements and reported accordingly.

Life insurance contracts involve the acceptance of significant insurance risk. Insurance risk is defined as significant if,
and only if, an insured event could cause an insurer to pay significant additional benefits in any scenario, excluding
scenarios that lack commercial substance. Insurance contracts include those where the insured benefit is payable on the
occurrence of an specified event such as death, injury or disability caused by accident or iliness. The insured benefit is
either not linked, or only partly linked, to the market value of the investments held by the life insurer, and the financial risks
are substantially borne by the life insurer. Any products that do not meet the definition of a life insurance contract are
classified as life investment contracts.

Life investment contracts include investment-linked contracts where the benefit amount is directly linked to the market
value of the investments held. While the underlying assets are registered in the name of the life insurer and the
investment-linked policy owner has no direct access to the specific assets, the contractual arrangements are such that the
investment-linked policy owner bears the risks and rewards of the investment performance. The life insurer derives fee
income from the administration of investment-linked policies.

Participating policyowner benefits, both vested and unvested, are treated as expenses when incurred and liabilites until
paid.
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TOWER LIFE (N.Z) LIMITED
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 September 2009

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont.)

PRINCIPLES UNDERLYING CONDUCT OF LIFE INSURANCE BUSINESS (cont.)

Participating policy owner benefits, both vested and unvested, are treated as expenses when incurred and liabilities until
paid.

For the purposes of this financial report, holders of life insurance and life investment contracts are referred to as
policyholders.

SPECIFIC ACCOUNTING POLICIES

(a) Premium revenue

Life insurance contracts

Premiums on life insurance business are separated into their revenue and deposit components. Only those amounts
earned by providing services and bearing risks are treated as revenue. Other premium amounts received are similar to
deposits and are recognised as an increase in policy liabilities. Where it is not practicable to split out the two components
all premiums have been recognised as revenue. Where policies provide for the payment of amounts of premiums on
specific due dates, such premiums are recognised as revenue when due. Unpaid premiums are recognised as revenue
only during the days of grace or where secured by the surrender values of the policies concerned. Other premiums are
recognised as revenue on a cash received basis.

Life investment contracts

Under life investment contracts the Company receives deposits from policyholders and those funds are invested on
behalf of the policyholders. There are no premiums recognised as revenue in respect of these contracts. Amounts
received comprise an origination fee and ongoing management fee or amounts credited directly to investment contract
liabilities and recognised in the change in value of the investment contract.

(b) Investment revenue

Dividends, property income, interest, realised gains/losses and unrealised gains/losses on investment assets are brought
to account in the income statement as follows:

Dividends and distributions
Revenue is recognised when the right to receive payment is established. Dividends are recorded as income at the date
the shares become “ex-dividend”.

Property income
Property income is recognised on an accrual basis, in accordance with the substance of the relevant agreement.

Interest income
Interest income is recognised on a time proportion basis using the effective interest method.

Fair value gains and losses
Fair value gains and losses on financial assets at fair value through profit or loss are recognised through the income
statement.

{c) Claims expense

Life insurance contracts

Claims are recognised when the liability to a policyholder under a policy contract has been established or upon
notification of the insured event. Claims are separated into their expense and withdrawal components. Claims on risk
business are treated as an expense and are recognised when a liability to the policyholder is established. Other claim
amounts are similar to withdrawals and as such do not relate to the provision of services or the bearing of risk.
Accordingly, they are not expenses and are treated as movements in life insurance contract liabilities.

Life investment contracts
There is no claims expense in respect of investment contracts. Surrenders and withdrawals which refate to life
investment contracts are treated as a movement in life investment contract liabilities.
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TOWER LIFE (N.Z) LIMITED
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 September 2009

SPECIFIC ACCOUNTING POLICIES (cont.)

(d) Basis of expense apportionment

All operating expenses in respect of life insurance or life investment contracts have been apportioned between policy
acquisitions, policy maintenance and investment management expenses with regard to the objective when incurring the
expense and the outcome achieved.

The apportionment process is adopted by applying the following methodology:

(i) Expenses that can be directly identifiable and attributable to a particular class of business are not apportioned.
Expenses directly attributable to the participating and non—participating classes of business are apportioned based on
appropriate cost drivers.

(i) Commission expenses that cannot be allocated to a class of business, for example volume bonuses, are apportioned
on the basis of new business and renewal commissions of each class, allowing for fimits implied by the bases of adviser
remuneration.

(iii) Investment expenses are apportioned to the classes of business on the mean balance of assets under management.

(iv) Other expenses that cannot be allocated to a particular class of business are apportioned to the classes of business
based on appropriate cost drivers, including number of new policies issued and related premiums, number of new units in-
force, mean balances of assets under management, average number of policies in-force and time and activity based
allocations.

(e) Policy acquisition costs

Policy acquisition costs comprise the fixed and variable costs of acquiring new business, including commission,
advertising, policy issue and underwriting costs, agency expenses and other sales costs. Acquisition costs are recorded in
the income statement.

The Chief Actuary, in determining the policyholder liabilities, takes account of the deferral and future recovery of acquisition
costs, resulting in policyholder liabilities being lower and those costs being amortised over the period in which they will be
recoverable.

(f) Outwards reinsurance
Premiums ceded to reinsurers under insurance contracts held by the Company are recorded as an outwards reinsurance
expense and are recognised in the income statement over the period of indemnity of the reinsurance contract.

{(g) Taxation

Income tax for life investment contracts and life insurance contracts business

The income tax expense recognised in the income statement reflects tax imposed on shareholders as well as
policyholders.

Life investment contracts and life insurance contracts liabilities are established net of the policyholders' share of any
current tax payable and deferred tax balances.

Current taxation

Current tax is calculated by reference to the amount of income taxes payable or recoverable in respect of the taxable profit
or tax loss for the period. It is calculated using tax rates and tax laws that have been enacted or substantively enacted by
reporting date. Current tax for current and prior periods is recognised as a liability (or asset) to the extent that it is unpaid
(or refundable).
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TOWER LIFE (N.Z) LIMITED
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 September 2009

SPECIFIC ACCOUNTING POLICIES (cont.)

Deferred tax

Deferred tax is accounted for using the comprehensive balance sheet liability method in respect of temporary differences
arising from differences between the carrying amount of assets and liabilities in the financial statements and the
corresponding tax base of those items.

Deferred tax liabilities are generally recognised for all taxable temporary differences. Deferred tax assets are recognised to
the extent that it is probable that taxable profits will be available against which deductible temporary differences or unused
tax losses can be utilised. Such assets and liabilities are not recognised if the temporary difference arises from the initial
recognition (other than in a business combination) of the other assets and liabilities in a transaction that affects neither the
taxable profit nor the accounting profit.

The carrying amount of deferred tax assets is reviewed at each balance sheet date and reduced to the extent that it is no
longer probable that sufficient taxable profits will be available to allow all or part of the assets to be recovered.

Deferred tax is calculated at the tax rates that are expected to apply in the period when the liability is settled or the asset
realised.

Deferred tax is charged or credited to the income statement, except when it relates to items charged or credited directly to
equity, in which case the deferred tax is also recorded in equity.

Deferred tax assets and liabilities are offset only when there is a legally enforceable right to offset current tax assets against
current tax liabilities and where they relate to income taxes levied by the same tax authority and the Company intends to
settle its current tax assets and liabiiities on a net basis.

Deferred tax, including amounts in respect of life investment contracts and life insurance contracts, is not discounted to
present value.

Deferred tax on policy liabilities

Life insurance policy liabilities represent the net present value of estimated future cash flows and planned profit margins.
Using the margin on services methodology, planned after tax profit margins are recognised in the income statement over the
period services are provided to policyholders.

Under NZ IFRS, taxable temporary differences implicitly embedded within life insurance policy liabiliites should be disclosed
separately. This would result in a reclassification between life insurance policy liabilities and deferred tax liabilities rather
than impacting net profit, total assets or total liabilities of the Company. The Company has undertaken an exercise to
quantify the level of deferred taxation within insurance policy liabilities and have concluded that it is immaterial and have
therefore not made any reclassification.

(h) Foreign currency

Functional and presentational currency

ltems included in the financial statements of the Company are measured using the currency of the primary economic
environment in which the entity operates ("the functional currency”). The financial statements are presented in New Zealand
dollars, which is the Company's functional and presentation currency.

Transactions and balances

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

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

Exchange differences arising on the settiement or retranslation of monetary items at year end exchange rates are
recognised in the income statement.

(i) Cash and cash equivalents

Cash and cash equivalents includes cash on hand and deposits held at call with financial institutions and other short-term,
highly liquid investments with original maturities of three months or less that are readily convertible to known amounts of
cash and which are subject to an insignificant risk of changes in vaiue.

(j) Receivables (Loans and Receivables)
Receivables are recognised initially at fair value. Due to the short term nature of these assets the recoverable value, i.e.
allowing for doubtful debts, will generally be the fair value.
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TOWER LIFE (N.Z) LIMITED
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 September 2009

SPECIFIC ACCOUNTING POLICIES (cont.)

(k) Assets backing insurance businesses

All assets held within the insurance business are assets backing the policy liabilities of the life insurance business.
These assets are managed under the Group's Risk Management Statement on a fair value basis and are reported
to the Board on this basis. The Company has therefore deemed that these assets should be valued at fair vaiue
through profit or loss wherever the applicable standard allows.

Fair value is determined as follows:

- Cash assets and bank overdrafts are carried at face value which approximates fair value;

- Shares, fixed interest securities, options and units in trusts listed on stock exchanges are valued at the quoted
bid price of the instrument at balance sheet date;

- Unlisted fixed interest securities, are recorded at amounts based on valuations using rates of interest equivalent
to the yields obtainable on comparable traded investments at balance date;

- Unlisted unit trusts are recorded at fund managers' quoted redmeption prices; and

- Receivables are carried at book value, which is the best estimate of fair value, as they are settled within a short
period.

(I) Financial assets

The Company classifies its financial assets as fair value through profit or loss or as loans and receivables. The
classification depends on the purpose for which the financial assets were acquired. Management determines the
classification of its financial assets at initial recognition.

All purchases and sales of financial assets classifed as fair value through profit or loss that require delivery within
the timeframe established by regulation or market convention ("regular way" purchases and sales) are recognised
at trade date, which is the date the Company commits to purchase or sell the assets. Loans and deposits are
recognised at settlement date, which is the date that the assets are delivered or received.

(i) Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss comprise of financial assets that are either held for trading or
designated on initial recognition at fair value through profit or loss. A financial asset is classifed in this category if
acquired principally for the purpose of selling in the short term or if so designated by management. Designation by
management takes place when it is necessary to eliminate or significantly reduce measurement or recognition
inconsistencies or if related financial assets or liabilities are managed and evaluated on a fair value basis.

Financial assets at fair value through profit or loss are stated at fair value, with any resultant gain or loss
recognised in the income statement. The net gain or loss recognised in the income statement includes any dividend
or interest earned on the financial assets.

Derivatives are also categorised as held for trading unless they are designated as hedges. All derivatives entered
into by the Company are classified as held for trading as the Company does not apply hedge accounting.

(i} Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted
on an active market. The Company's loans and receivables comprise trade and other receivables and cash and
cash equivalents in the balance sheet. Loans and receivables are measured at amortised cost using the effective
interest method less any impairment.
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TOWER LIFE (N.Z) LIMITED
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 September 2009

SPECIFIC ACCOUNTING POLICIES (cont.)

(m) Impairment of assets

(i) Impairment of non-financial assets

The Company assesses annually whether there is an indication that an asset may be impaired. If any such indication
exists, or when annual impairment testing for an asset is required, the Company makes an estimate of the asset's
recoverable amount. An asset’s recoverable amount is the higher of its fair value less costs to sell and its value in use
and is determined for an individual asset, unless the asset does not generate cash inflows that are largely
independent of those from other assets or groups of assets and the asset's value in use cannot be estimated to be
close to its fair value. In such cases the asset is tested for impairment as part of the cash-generating unit to which it
belongs. When the carrying amount of an asset or cash-generating unit exceeds its recoverable amount, the asset or
cash-generating unit is considered impaired and is written down to its recoverable amount.

In assessing value in use, the estimated future cash flows are discounted to their present value using a pre-tax
discount rate that reflects current market assessments of the time value of money and the risks specific to the asset.
Impairment losses are recognised in those expense categories consistent with the function of the impaired asset
unless the asset is carried at revalued amount (in which case the impairment loss is treated as a revaluation
decrease).

(i) Impairment of financial assets

Financial assets, with the exception of those measured at fair value through profit or loss, are assessed for indicators
or impairment at each reporting date. Financial assets are impaired when there is objective evidence that the
estimated future cash flows of the asset have been impacted as a result of one or more events that occurred after the
intial recognition of the financial asset.

For financial assets carried at amortised cost, the amount of the impairment is the difference between the assets'
carrying amount and the present value of the estimated future cash flows, discounted at the original effective interest
rate.

For all financial assets, other than trade receivables, the carrying amount is reduced by the impairment loss directly.
For trade receivables the carrying amount is reduced via an allowance account, against which an uncoliectible trade
receivable is written off. A trade receivable is deemed to be uncollectible upon notification of insolvency of the debtor
or upon reciept of similar evidence that the Company will be unable to collect the amount. Changes in the carrying
amount of the allowance account are recognised in the income statement.

A previously recognised impairment loss is reversed when, in a subsequent period the amount of the impairment loss
decreases and the decrease can be related objectively to an event occurring after the impairment loss was initially
recognised.

In respect of financial assets carried at amortised cost, with the exception of trade receivables, the impairment loss is
reversed through the income statement to the extent that the carrying amount of the investment at the date the
impairment is reversed does not exceed what the amortised cost would have been had the impairment not been
recognised. Subsequent recoveries of trade receivables previously written off are credited against the allowance
account.

(n) FuturePlan debenture
The FuturePlan debenture is stated at cost plus compounded accrued interest based on the annual rate of return of a
supporting portfolio of fixed interest securities.

(o) Borrowings

Interest bearing debt and overdrafts are initially measured at fair value, net of transaction costs incurred and are
subsequently measured at amortised cost, using the effective interest rate method. Any difference between the
proceeds (net of transaction costs) and the settlement or redemption of borrowings is recognised over the term of the
borrowings. Borrowing costs are expensed as incurred.

(p) Payables

These amounts represent liabilities for goods and services provided to the Company prior to the end of the financial
year which are unsettled.
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TOWER LIFE (N.2) LIMITED
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 September 2009

SPECIFIC ACCOUNTING POLICIES (cont.)

(q) Life investment contract liabilities

These contracts are designated at inception as at fair value through profit or loss and subsequently measured at fair value with
any change in value being recognised in the income statement. Fair value is the current account balance plus investment
fluctuation reserves subject to a minimum of current surrender value.

The Company designates these investment contracts to be measured at fair value through profit or loss because it eliminates
or significantly reduces a measurement or recognition inconsistency that would otherwise arise from measuring assets and
liabilities or recognising gains or losses on different bases.

(r) Life insurance contract liabilities
The financial reporting methodology used to determine the fair value of life insurance contract liabilities is referred to as Margin
on Services (MoS).

Under MoS the excess of premium received over claims and expenses (‘the profit margin’) is recognised over the life of the
contract in a manner that reflects the pattern of risk accepted from the policyholder (‘the service'), hence the term Margin on
Services. The movement in life insurance contract liabilities recognised in the income statement reflects the planned release of
this margin.

Life insurance contract liabilities are ordinarily determined using a projection method, whereby estimates of policy cash flows
(premiums, benefits, expenses and profit margins to be released in future periods) are projected into the future. The policy
liability is calculated as the net present value of these projected cash flows using best estimate assumptions about the future.
When the benefits under the life insurance contract liability are linked to the assets backing it, the discount rate applied is based
on the expected future earnings rate on those assets, Where the benefits are not linked to the performance of the backing
assets, a risk free discount rate is used. The risk free discount rate is determined by the Chief Actuary based on the zero
coupon swap rates, depending on the nature, structure and term of the contract liabilities.

The assumptions used in the calculation of the policy liabilities are reviewed at each reporting date. A summary of the
significant actuarial methods and assumptions used is set out in note 17.

(s) Dividend distribution

Dividend distribution to the Company's shareholders is recognised as a liability in the Company's financial statements in the
period in which the dividends are approved by the Company's shareholders.

(t) Contributed equity
Ordinary shares are classified as equity and are recognised at fair value.

(u) Comparatives
Where necessary, comparative information has been reclassified to achieve consistency in disclosure with the current year.
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TOWER LIFE (N.Z) LIMITED
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 September 2009

2. CRITICAL ACCOUNTING JUDGEMENTS AND ESTIMATES

The Company makes estimates and assumptions in respect of certain key assets and liabilities. Estimates and judgements are
continually evaluated and are based on historical experience and other factors, including expectations of future events that are
believed to be reasonable under the circumstances. The key areas where critical accounting estimates are applied are noted
below.

(a) Policy liabilities

Policy liabilities for life insurance contracts are computed using statistical or mathematical methods, which are expected to give
approximately the same results as if an individual liability was calculated for each contract. The computations are made by
suitably qualified personnel on the basis of recognised actuarial methods, with due regard to relevant actuarial principles. The
methodology takes into account the risks and uncertainties of the particular classes of life insurance business written.

The key factors that affect the estimation of these liabilities and related assets are:

- the cost of providing benefits and administering these insurance contracts;

- mortality and morbidity experience on life insurance products, including enhancements to policyholder benefits;

- discontinuance experience, which affects the Company’s ability to recover the cost of acquiring new business over the lives
of the contracts; and

- the amounts credited to policyholders’ accounts compared to the returns on invested assets.

In addition, factors such as regulation, competition, interest rates, taxes, securities market conditions and general economic
conditions affect the level of these liabilities. In some contracts, the Company shares experience on mortality, morbidity,
persistency and investment results with its customers, which can offset the impact of these factors on profitability from those
products. Details of specific actuarial policies and methods are set out in note 17.

(b) Assets arising from reinsurance contracts

Assets arising from reinsurance contracts are also computed using the above methods. In addition, the recoverabitity of these
assets is assessed on a periodic basis to ensure that the balance is reflective of the amounts that will ultimately be received,
taking into consideration factors such as counterparty and credit risk. Impairment is recognised where there is objective
evidence that the Company may not receive amounts due to it and these amounts can be reliably measured.

(c) Prepaid tax asset

Included in the Provision for tax asset is a prepaid tax asset of $34.7m. This prepaid tax asset has arisen because the
Company is required to pay tax in relation to its own profits and on behalf of policyholders. Tax paid by the Company on its
taxable profits can be used to satisfy the policyholder tax liability. Due to tax on policyholder liabilities exceeding tax on
Company taxabie profits it has been necessary to prepay income tax resulting in a prepaid tax asset.

Under the current tax regime, the prepaid tax can be used to satisfy tax liabilities on future Group taxable profits. A change in
the tax regime applying to life insurance companies from 1 July 2010 allows the prepaid tax to be used to meet policyhoider tax
liabilities arising after this date. This prepaid tax is not affected by shareholder continuity requirements.

The directors undertook an exercise to assess the appropriateness of the carrying value of the asset including the likely period
over which the Group was expected to utilise this prepaid tax asset using the following assumptions:

- Tax rate of 30% for all years.

- A conservative estimate of growth in TOWER operating profits after 2009.

- Utilisation of prepaid tax against future policyholder tax liabilities.

- Realisation of investment assets occurring on implementation of the new tax regime on 2010, based on investment

values as at 30 September 2009.

Based on the above assumptions the Directors estimated the prepaid tax asset would be recovered in full against future Group
tax liabilities by the 2015 financial year (2008: 2018). Changes in the above assumptions could impact on the timeframe in
which the prepaid tax asset would be utilised by the Group. If the actual tax liabilities of the Group and policyholders differed
from Directors’ estimates by 20% the prepaid tax asset would be fully utilised between 2014 - 2016.

While the Directors have considered the timeframe for realisation of the prepaid tax asset based on future profits from the
Group’s existing business activities, the timeframe for realising the prepaid tax asset can also be affected by future actions
such as business acquisitions or further changes in tax legislation.

(d) Deferred taxation asset

The Company has recognised a significant deferred taxation asset of $17.6m as at 30 September 2009 (2008: $19.9m). Under
NZIAS12: Income Taxes, recognition of a deferred tax asset is permitted if it is probable that future economic benefits will flow
to the Company. Management have assessed the future profitability of the Company and have determined that, based on
current forecasts, utilization of the deferred tax asset is probable. As such a deferred tax asset has been recognised.
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TOWER LIFE (N.Z) LIMITED
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 September 2009

2009 2008

$000 $000
3. Premium revenue
Life insurance premiums 41,161 40,590
Life investment premiums 530 671
Total life premium revenue 41,691 41,261
Less deposits recognised as an increase in policy liabilities (9,971) (8,858)
Life insurance premiums recognised as revenue 31,720 32,403
Less Reinsurance ceded (8,186) (7,705)
Total net premium revenue 23,534 24,698
4. Investment revenue
Interest income 26,026 28,558
Dividend income 3,728 16,822
Net realised and unrealised gains (2,149) (34,317)
Other investment income 2,601 (2,530)
Total investment revenue 30,206 8,533
5. Claims expense
Life insurance claims 69,169 69,996
Life investment contract payments 2,846 5,867
Total life claims and payments 72,015 75,863
Less withdrawals recognised as a decrease in policy liabilities (15,769) (16,827)
Life insurance claims recognised as expense 56,246 59,036

Less reinsurance proceeds received (5,782) (4,327)
Total net claims expense 50,464 54,709

6. Underwriting and other expenses
Life insurance contracts
Policy acquisition costs:

Commission - 70
Policy maintenance costs:

Commission 1,720 1,538
Other maintenance costs 9,182 8,219
Investment management expenses 535 455
Total policy maintenance costs-life insurance contracts 11,437 10,212
Total life insurance expenses 11,437 10,282

Life investment contracts
Policy maintenance costs:

Commission 21 18
Other maintenance costs 286 488
Total life investment expenses 307 506
Total underwriting and other expenses 11,744 10,788

Included in total management and sales expenses are the

following:
Fees paid to auditors PricewaterhouseCoopers:

Audit of financial statements 72 104
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TOWER LIFE (N.2) LIMITED
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 September 2009

2009 2008
$000 $000
7. Taxation
Analysis of taxation expense - current and deferred
Current taxation 2,410 10,334
Deferred taxation 2,299 (27 536)
Income tax expense for year 4,709 (17,202)
The tax expense recognised can be reconciled to the accounting (loss)/profit as
Profit/(loss) before taxation
Continuing operations 8,651 (10,347)
Income tax at the current rate of 30% (2008: 33%) 2,595 (3,415)
Taxation effect of:
Life insurance companies permanent differences & other differences 3,252 (12,896)
Non-deductible investment losses 4,570 -
Non-taxable release of accrual (5,351) -
Other (355) -
Recognition of prior period current tax (2) (891)
Taxation expense 4,709 (17,202)

In April 2007, the Government announced a reduction in the corporate tax rate from 33% to 30% effective in tax years ending after
April 2008.

Deferred taxation

Opening (Charged)/ Closing
balance  credited to balance

income

statement
$000 $000 $000
Provisions and accruals 215 (135) 80
Unrealised losses (7.823) 27,671 19,848
30 September 2008 (7,608) 27,536 19,928
Provisions and accruals 80 22 102
Unrealised losses 19,848 (2,321) 17,527
30 September 2009 19,928 (2,299) 17,629

The Company has not disclosed any entries in either an Imputation Credit Account or Policyholder Credit Account because these
accounts are maintained at a Tax Consolidated Group level. The Company is a member of the Tax Consolidated Group.
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TOWER LIFE (N.Z) LIMITED
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 September 2009

8. Trade and other receivables
Outstanding premiums and trade receivables
Reinsurance recoveries receivable
Other receivables

- Total receivables

Analysed as:
Receivable within 12 months

9. Financial assets at fair value through profit or loss
Fixed interest securities

Government securities

Local authority securities

Loans on policies

Other fixed interest securities & short term deposits

Multi currency unit trusts

Total fixed interest securities

Equity securities
Investments in equities"
Multi currency unit trusts
Total equity securities

™ The majority of these investments are held in unit trusts.

Property securities
Property trusts
Total investment in property

Total financial assets at fair value through profit or loss

10. Subsidiary companies

2009 2008
$000 $000
3,053 2,417
2,513 1,190
632 1,148
- 6,198 4,765
6,198 4,755
6,198 4,755
21,099 4,055
36,803 7,750
32,140 31,913
363,791 406,343
- 31,225
453,833 481,286
50,030 43,375
154,432 180,183
204,462 223,558
71,363 81,003
71,363 81,003
729,658 785,847

The Company has a 100% interest in TOWER Bourke Street Limited which has a balance date of 30 September and
is incorporated in New Zealand. TOWER Bourke Street is non-trading and has been fully impaired within these

financial statements.

11.  Trade and other payables
Trade payables

Accrued investment purchases
Outstanding claims - life and other
Other accruals

Total payables

Analysed as:
Payable within 12 months

5,033 5,656
248 306
3,206 3,621
- 245
8,487 9,728
8,487 9,728
8,487 9,728
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TOWER LIFE (N.Z) LIMITED
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 September 2009

2009 2008
$000 $000

12.  Other liabilities
FuturePlan Debenture 22,745 : 21,457
22,745 21,457

Analysed as:

Payable within 12 months 22,745 21,457
_ 22,745 21,457

The Company has issued a debenture to the TOWER FuturePlan. The debenture is maintained as a separate fund within the
Company. Interest on the debenture is directly linked to the investment earnings of this fund. The debenture has no fixed
repayment term and is repayabie on demand.

2009 2008

13. Intercompany receivables $000 $000
TOWER Managed Funds Limited (parent) - 373
TOWER Financial Services Group Limited 1,432 -
TOWER Corporate Holdings Limited 2,300 -
3,732 373

All intercompany balances are current. Trade amounts owing between related parties are payable under normal commercial
terms. No debts have been written off or forgiven during the year.

2009 2008
14. Intercompany payables $000 $000
TOWER Asset Management Limited 597 268
TOWER Managed Funds Limited (parent) 1,278 -
TOWER Managed Funds Investments Limited 549 549
TOWER Bourke Street Limited (subsidiary) - 1,252
TOWER Corporate Holdings - 1
TOWER Insurance Limited - 5,266
TOWER Financial Services Group Limited 1,309 -
3,733 7,336

All intercompany balances are current and repayable on demand. Trade amounts owing are payable under normal commercial
terms. No debts have been written off or forgiven during the year.

15.  Contributed equity

2009 2008
$000 $000
Ordinary share capital
Fully paid 10,000 10,000
Represented by:
Ordinary shares issued 10,000 10,000

All ordinary shares are ranked equally with one vote attached to each fully paid up ordinary share. Ordinary shares issued
have no par value.

16. Reserves and retained earnings

2009 2008
$000 $000

Retained earnings
Opening balance at 1 October 16,304 23,396
Net profit for the year 3,942 6,855
Dividends paid - (13,947)
Closing balance at 30 September 20,246 16,304

TOWER Life (N.Z) Limited has no equity or debt that is publicly traded.
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TOWER LIFE (N.Z) LIMITED
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 September 2009

17. Life insurance business
(a) Policyholder liabilities

Life insurance contract liabilities

Value of policy liabilities ~ Projection Method
Future policy benefits

Future bonuses

Future expenses

Future profit margins

Future premiums

Value of policy liabilities — Accumulation Method
Future policy benefits

Unvested policyholder benefits
Net policyholder liabilities - life insurance contracts

Reconciliation of movements in insurance contract policyholder
liabilities

Gross life insurance liabilities at 1 October

Acquired insurance contract liabilites

(Decrease) in net life insurance contract liabilities recognised in the
income statement

Increase /(decrease)in liabilities ceded under reinsurance
Deposits recognised as an increase in policy liabilities

Withdrawals recognised as a decrease in policy liabilities
Gross life insurance liabilities at 30 September

Life investment contract liabilities

Value of policy liabilities — Accumulation Method

Future policy benefits

Net policyholder liabilities - life investment contracts

Page 19

2009 2008
$000 $000
495,181 472,846
148,893 185,246
48,783 49,761
38,086 48,209
(110,406) (112,069)
621,437 644,083
47,486 49,234
47,486 49,234
24,782 22,159
693,705 715,476
723,011 743,555
(18,290) (17,633)
1,581 (138)
9,442 8,187
(12,923) (10,960)
702,821 723,011
32,651 35,084
32,651 35,084




TOWER LIFE (N.Z) LIMITED
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 September 2009

2009 2008
$000 $000
17. Life insurance business (cont.)
(a) Policyholder liabilities (cont.)
Reconciliation of movements in investment contract policyhoider
liabilities
Gross life investment contract liabilities at 1 October 35,084 45,095
(Decrease) in life investment contract liabilities recognised in the income
statement (117) (4,816)
Deposits recognised as an increase in policy liabilities 530 672
Withdrawals recognised as a decrease in policy liabilities (2,846) (5,867)
Gross life investment contract liabilities at 30 September 32,651 35,084
Total gross policyholder liabilities 735472 758,095
Liabilities ceded under reinsurance
At 1 October (7,535) (7,673)
Movement in income statement (1,581) 138
At 30 September (9,116) (7,535)
Net policyholder liabilities - non current 726,356 750,560
(b) Analysis of life insurance and life investment contract results
Life insurance contracts
Planned profit margins 4115 4,424
Experience profits/(losses) 57 (211)
Investment (losses)/earnings on assets in excess of policy liabilities of life
companies (446) 2338
Operating profit after tax attributable to shareholders arising from the life
insurance contracts 3,726 6,551
Life investment contracts
Planned profit margins 200 200
Experience profits 14 104
Operating profit after tax attributable to shareholders arising from the life
investment contracts 214 304

(c) Solvency requirements of life funds
The minimum equity required to be retained to meet solvency requirements over and above the policy liabilities for the Company is shi

2009 2008
$000 $000
Solvency requirement A 743,636 764,679
Represented by:
Policyholder liabilities 706,655 728,401
Other liabilities 35,711 36,278
Solvency reserve B 1,270 -
Solvency requirement 743,636 764,679
Assets available to meet solvency reserve: C 49,945 48,463
less solvency reserve B 1,270 -
Excess assets above required 48,675 48,463
Coverage of required solvency reserve c/B 39.33 n/a
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TOWER LIFE (N.Z) LIMITED
STATEMENT OF ACCOUNTING POLICIES
For the year ended 30 September 2009

17. Policyholder liabilities and life insurance contracts (cont.)

(d) SUMMARY OF SIGNIFICANT ACTUARIAL METHODS AND ASSUMPTIONS - LIFE INSURANCE

The effective date of the policy liabilities and solvency reserves calculation is 30 September 2009. The Chief Actuary, Herwig Raubal,
FIAA, FNZSA has calculated policy liabilities for TOWER Life (NZ) Ltd. The actuary is satisfied as to the accuracy of the data from
which the policy liabilities have been determined.

This note summarises the assumptions made and the methods adopted for the caiculations of Policy Liabilities and Solvency
Requirements.

(i) Policy liabilities
Policy liabilities for life insurance business have been determined in accordance with Professional Standard No.3 “Determination of
Life Insurance Policy Liabilities” issued by the New Zealand Society of Actuaries for TOWER Life (NZ) Ltd. This standard requires

that policy liabilities be calculated on the basis of best estimate assumptions and in a way that allows for the release of planned
margins as services are provided to policyholders.

Valuation of policy liabilities
Policy liabilities comprise the amount required to pay the expected future benefits and expenses after receiving expected future
premiums and investment earnings.

The value of policy liabilities may also include a component for profit margins on existing business that will be earned as services are
provided to policy owners over the time the relevant policies are held with the company.

The company incurs costs in selling new policies. Any costs not recovered by specific charges received from the policy owner at
inception are normally deferred. New business selling costs (or acquisition costs) related to the acquisition of new business are
deferred as long as the underlying policies are expected to be profitable. Where costs are deferred, they are recovered from premiums
or charges receivable in the future.

Methods used to value policy liabilities

(i) Projection method
The projection method uses expected cash flows (premiums, investment income, redemptions or benefit payments, expenses and
profits) to establish the value of policy liabilities. The value of expected future premiums is deducted from the value of expected benefit
and expense payments to arrive at the obligation to policy owners.

(ii) Accumulation method
Under the accumulation method for risk policies the poticy liability is the sum of the unearned premiums, outstanding claims pius an
allowance for claims incurred but not yet reported. For investment policies, the policy liability is determined as the policy account
balance including accrued interest to the balance date, plus investment fluctation reserves subject to a minimum of the current
surrender value.
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TOWER LIFE (N.Z) LIMITED
STATEMENT OF ACCOUNTING POLICIES
For the year ended 30 September 2009

17. Policyholder liabilities and life insurance contracts

(d) Summary of significant actuarial methods and assumptions - life insurance (cont.)

(i) Policy liabilities (cont)

Methods used

Where the policy liability is determined by the projection method, actuarial standards require profit to be related to one or
more financially measurable indicators of the provision of service (or related income) called "profit carriers". The profit
carriers adopted for the major product groups are shown in the table below:

PROFIT CARRIERS (for business
valued using project method)

MAJOR PRODUCT GROUPS METHOD
Traditional participating Projection
Traditional non-participating, renewal and level term and Projection
mortgage repayment insurance

Annuities Projection
Individual lump sum life insurance risk (life, temporary and Projection

permanent disability and trauma) and disability income
protection insurance

Non-participating investment account

Investment linked

Group risk insurances and renewable insurances

Accumulation
Accumulation
Accumulation

Cost of supportable bonus
Expected death claims

Expected annuity payments
Expected claims
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TOWER LIFE (N.Z) LIMITED
STATEMENT OF ACCOUNTING POLICIES
For the year ended 30 September 2009

17. Life insurance business (cont.)

(d) Summary of significant actuarial methods and assumptions - life insurance {cont.)

(ii) Disclosure of assumptions

The following table summarises the key assumptions used in the calculation of policyholder liabilities, together with notes on any significant changes in the assumptions:

REQUIRED ASSUMPTION

BASIS OF ASSUMPTION (By product Group)

|Discount rates for participating business

As the value of benefits is contractually linked to the performance of assets, a discount rate
based on the market retum on the asset backing policy liabilities is used. The discount rate
assumed in calculating policyholder liabilities was derived from the expected long term
average rates of retur for the assets pool backing this business, based on the benchmark
asset mix. Discount rates assumed are net of taxation and investment expense.

SIGNIFICANT CHANGES
The discount rates used are as follows:

September 2009
September 2008

5.2%
5.7%

Discount rates for non-participating life insurance
contracts

Risk free discount rates have been adopted for life insurance contracts where the benefits
are not contractually linked to the performance of backing asset pools. The risk free
discount rates have been determined based on the swap rates, depending on the nature
structure and term of the contract liabilities.

The discount rates used are as follows:

September 2009 4.1% 10 4.2%
September 2008 4.4% 10 4.7 %
Infiation Benefit indexation is before allowance for the proportion of policyholders who take up Benefit Indexation
indexation.
September 2009 2.0%
September 2008 2.0%

Future expenses

Future maintenance expenses have been set based on experience analyses conducted by
the various companies as well as the actuaries’ expectations of future expense levels,

Future investment expenses have been assumed to be at the same percentage of assets
under management as currently applies.

Changes have been made in line with
budget.

Rates of taxation

Rates of taxation have been assumed to remain at current ievels.

None

Mortality — risk products

Standard mortality tables, primarily NZ97 in New Zealand. These are adjusted for company
experience.

All muitiples have been reduced by 3% to
allow for mortality improvements to next

year.
Mortality — annuities Standard mortality tables (New Zealand use PML80C10) adjusted for company experience. |None
Disability — lump sum Based upon recent company and reinsurer experience adjusting for different product None
definitions. Some wholesale schemes use specific company experience.
Disability income Standard morbidity tables (1AD89-93) adjusted for company experience. Specific company |[None
experience is used for certain wholesale schemes.
Discontinuances Discontinuance rates have been assumed to be consistent with the experience of recent None
years.
Assumed discontinuance rates vary by sub-grouping within a class and vary according fo the
length of time tranches of business have been in-force and other relevant factors.
Surrender values Surrender values are based on current practice. None

Rates of future supportable participating benefits

Assumed future supportable bonus rates included in policyholder liabilities were set such that
the present value of policyholder liabilities, allowing for the shareholders’ right to participate in
distributions, equals the value of assets supporting the business.

Distributions are split between policyholders and shareholders with the valuation allowing for
shareholders to share in distributions. The rate of shareholder participation assumed is
generally at the maximum allowable of 25% of the value of bonuses distributed to
participating policyholders subject to policy conditions.

Additional policy bonuses will emerge from the assets representing policyholders’ unvested
benefits.

Changes have been made in line with
budget.

Changes have been made in line with
budget.

Changes have been made in line with

budget.
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TOWER LIFE (N.Z) LIMITED
STATEMENT OF ACCOUNTING POLICIES
For the year ended 30 September 2009

17.  Life insurance business (cont))

(d) Summary of significant actuarial methods and assumptions - life insurance (cont.)
iii) Effect of changes in actuarial assumptions during the reporting period
The liabilities for life insurance contracts include the value of future profit margins that are to be released over future reporting periods. The impact of

assumption changes on non participating business are absorbed by the future profit margins, provided sufficient future margins exist, such that there is no
change in the contract liability in the current period.

For participating business, the impact of assumption changes is absorbed by the value of future supportable bonus. The current period contract liability is
impacted by the change in cost of current period supportable bonus.

The impact of the assumption changes in the current period on future profit margins in respect of life insurance contracts (excluding new business confracts
which are measured using assumptions at the valuation date) are shown below.

Where the value of future profit margins are insufficient to absorb the assumption changes, the resulting losses are recognised in the current year via a
change in the insurance contract liability. These losses may be reversed in subsequent periods should experience is improved.

The life Insurance contract liability calculations inciude the use of published market yields, such as government bond and swap rates. The changes in
these yields do not represent actuarial assumption changes and they impact both life insurance contract liabilities and asset values as at the balance sheet
date.

The impact of assumption changes for life insurance contracts made during the year is shown betow.

Change in next

Change in future Financial Year's Change in Current Change in
shareholder Shareholder Period Contract Current Period
profit margins Planned Profit Liability Shareholder Profit

$ $ $ $
Assumption change
Non-market related economic assumptions (159) (268) - -
Mortality and Morbifity 797,314 31,802 (173,508) 34,702
Discontinuances - - - -
Expenses 333,069 25,643 (110,827) 22,165
Other - - - -

There were no material changes in the life insurance contract liabilities due to assumption changes for the year ending 30 September 2009.

Variable Impact of movement in underlying variable

Expense risk An increase in the level or inflationary growth of expenses over assumed levels will decrease profit and
shareholder equity.

Interest rate risk Depending on the profile of the investment portfolio, the investment income of the Group will decrease as

interest rates decrease. This may be offset to an extent by changes in the market value of fixed interest
investments. The impact on profit and shareholder equity depends on the relative profiles of assets and
liabilities, to the extent that these are not matched.

Mortality rates For insurance contracts providing death benefits, greater mortality rates would lead to higher levels of claims,
increasing associated claims cost and therefore reducing profit and shareholder equity.

Morbidity rates The cost of health-related claims depends on both the incidence of policyholders becoming temporarily or
totally and permanently disabled and, in the case of temporary disablement, the duration which they remain
temporarily disabled. Higher than expected incidence and duration would be likely to increase claim costs,
reducing profit and shareholders equity.

Discontinuance The impact of the discontinuance rate assumption depends on a range of factors including the type of
contract, the surrender value basis (where applicable) and the duration in force. For example, an increase in
discontinuance rates at earlier durations of life insurance contracts usually has a negative effect on profit and
shareholder equity. However, due to the interplay between the factors, there is not always an adverse
outcome from an increase in discontinuance rates.

Market risk For benefits which are not contractually linked to the underlying assets, the Group is exposed to market risk.

Sensitivity analysis

Sensitivity analysis is conducted to quantify the exposure to risk of change in the key underlying variables. The valuations included in the reported results
are calculated using certain assumptions about these variable as disclosed above. The movement in any key variable will impact the performance of the
company. The table below illustrates the profit/(loss) impact of each variable net of reinsurance.

New Zealand Change in next financial year's
shareholder profit
VARIABLE MOVEMENT NET OF REINSURANCE ($)
Mortality Adverse movement of 10% (278.952)
Morbidity Claims Costs Adverse movement of 10% (175,320}
Annuitant Mortality Adverse movement of 10% (179,130}
Lapses and Surrenders Adverse movement of 10% (75,169)
Renewal expenses Adverse movement of 10% (296.996)
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