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TOWER INSURANCE LIMITED
DIRECTORS' REPORT

The Directors of TOWER Insurance Limited present their report and consolidated financial statements of the Company
and Group for the year ended 30 September 2010.

During the year the Company and Group undertook its principal activity of providing insurance and insurance related
services to its customer base throughout New Zealand, Fiji, Papua New Guinea, Solomon Islands, Cook Islands, Samoa,
Tonga and American Samoa.

The consolidated after tax profit attributabie to shareholders for the year was $21,937,000 (2009: $16,744,000). Retained
profits at the end of the year totalled $64,994,000(2009: $59,557,000). Shareholders' equity at the end of the year totalled
$126,999,000 (2008: $119,108,000). The directors consider the state of affairs of the Company and Group to be
satisfactory. During the year the directors recommended and paid dividends of $16,500,000 (2009: $23,000,000).

No disclosure has been made in respect of Section 211 (1){(a) and (e) to (j} of the Companies Act 1993 following a
unanimous decision by the shareholders in accordance with Section 211 (3) of the Act.

The Company has arranged directors' liability insurance for directors and officers of the Company and its related
companies which ensures that generally directors and those officers will incur no monetary losses as a result of actions
undertaken by them in the course of their duties. Such insurance arrangements exclude certain actions such as the
incurring of penalties or fines that may be imposed for breaches of the law.

The Directors in office at the date of this report are: RA Flannagan and JE Douglas.
The following director left office during the year: EJ O'Sullivan and SJ Boomert.

"The Board of Directors of Tower Insurance Limited authorised these financial statements presented on pages 2 1o 28 for
Issue on 23 December 2010.

The Directors wish to thank all staff for their loyalty, application and support during a testing year of change and
challenge.

For and on behalf of the Board:

Director: Diwm%’
1 7

Date: 23 Decel r 2010 Date: 23 December 2010
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TOWER INSURANCE LIMITED
INCOME STATEMENTS
For the year ended 30 September 2010

Revenue

Premium revenue from insurance contracts
Less: Outwards reinsurance expense

Net premium revenue

Investment revenue

Net operating revenue

Expenses

Claims expense

Less: Reinsurance and other recoveries revenue
Net claims expense

Management and sales expenses

Net claims and operating expenses

Profit before taxation

Income tax expense

Profit for the year

Profit attributable to minority interests

Profit for the year attributable to shareholders

Group Company
2010 2009 2010 2009
Note NZ$000 NZ$000 NZ$000 NZ$000
21 204,845 214,619 162,818 170,388
21 (21,651) (19,497) (8,468) (7,167)
183,194 195,122 154,351 163,221
3. 21 14,062 11,193 12,855 13,9830
197,256 206,315 167,206 177,151
21 (166,452)  (146,621) (161,471)  (106,872)
21 56,540 25,979 64,021 2,449
(100,912)  (120,642) (97,450)  (104,423)
4 (55,282) (60,373) (47,657) (52,772)
(165,194)  (181,015) (145,107)  (157,195)
32,062 25,300 22,099 19,956
5 9,613 8,008 6,355 4,907
22,449 17,292 15,744 15,049
19 {512) (548) - -
21,937 16,744 15,744 15,049

The above income statements should be read in conjunction within the accompanying notes.
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TOWER INSURANCE LIMITED
STATEMENTS OF COMPREHENSIVE INCOME
For the year ended 30 September 2010

Group Company
2010 2009 2010 2009
Note NZ$000 NZ$000 NZ$000 NZ$000
Profit for the year 22,449 17,292 15,744 15,049
Other comprehensive income:
Currency transiation differences 2,413 (3,419) 2,212 (48)
Other comprehensive income net of taxation 2,413 (3,419) 2,212 (48)
Total comprehensive income for the year 24,862 13,873 17,956 15,001
e —— R S s e —
Total comprehensive income attributed to:
Shareholders 24,312 13,861 17,956 15,001
Minority Interests 850 12 - -
24,862 13,873 17,956 15,001

The above statements of comprehensive income should be read in conjunction within the accompanying notes.
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TOWER INSURANCE LIMITED
BALANCE SHEETS
As at 30 September 2010

Assets

Cash and cash equivalents

Recsivables

Financial assets at fair value through profit or loss
Investment property

Deferred acquisition costs

Property, plant and equipment

Deferred tax asset

investment in subsidiaries

Total assets

Liabilities

Payables

Current tax liabilities
Provisions
Insurance liabilities
Deferred tax liability

Total Hablilitles
Net agsets

Equity
Contributed equity
Retained profits

Reserves
Total equity attributed to shareholders

Minority interests
Total equity

14

15

17
18
19

19

Group Company
2010 2009 2010 2009
NZ$000 NZ$000 NZ$000 NZ$000

67,125 31,659 54,369 17,519
158,787 111,597 141,925 78,518
184,205 210,551 164,447 184,798
13,623 12,447 11,963 11,088
2,787 2,893 384 1,089
1,481 1,968 937 1,924

- - 4,661 4,606
428,008 371,015 368,686 209,542
45,767 34,022 48,354 34,828
3,741 14,134 2,823 12,808
3,188 3.834 2,822 3,442
241,105 193,670 109,235 134,738
4,284 3,555 3,849 3,568
298,085 249,215 257,083 189,474
129,923 121,800 111,89.3 110,068
47,900 47,900 47,900 47,900
64,094 59,557 46,606 47,362
14,105 11,651 17,097 14,806
126,999 119,108 111,603 110,088
2,924 2,692 - -
120,923 121,800 111,603 110,068

The financial statements were approved for issue by the Board on 23 December 2010.

Director %

mm:%

The above balance sheets should be read in conjunction with the accompanying notes.
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TOWER INSURANCE LIMITED
STATEMENTS OF CHANGES IN EQUITY
For the year ended 30 September 2010

Group

Yeoar ended 30 September 2010
At the beginning of the year

Comprehensive Income for the period
Profit for the year

Currency translation differences

Total comprehensive income for the perlod

Transactions with shareholders
Movement in share based payment reserve
Dividends paid

Other

Total transactions with shareholders

At the end of the year

Yeoar ended 30 September 2009
At the beginning of the year

Comprehensive income for the period
Profit for the year

Currency translation differences

Total comprehensive income for the period

Transactions with shareholders
Movement in share based payment reserve
Dividends paid

Other

Total transactions with shareholders

At the end of the year

Aftributed to sharsholders

Retained Minority
Share capital eamnings Reserves Total interest Total equity
$000 $000 $000 $000 $000 $000
47,900 50,557 41,651 119,108 2,692 121,800
21,037 - 21,937 512 22,449
- - 2,375 2,375 38 2,413
- 21,937 2,375 24,312 550 24,862
- - 79 79 - 79
- (16,500) - (16,500) (318) (18,818)
- (16,500) 79 (16,427) 319) (16.739)
47,900 64,994 14,105 126,099 2924 129,923
w m——————
_ Attributed to shargholders
Retained Minority
Share capital  earnings Reserves Total intorost Total equity
$000 $000 $000 $000 $000 $000
47,900 66,123 14,688 128,711 3,020 434,731
- 16,744 - 16,744 548 17,202
- - 2883 2,883 536 3419
- 16,744 (2,883) 13,861 12 13,673
- 201 (154) 47 = 47
- {23,000) - (23,000) (340) (23,340)
< (611) - __{511) . (511)
. (28,310) 154) {23,464) 1340) (23,804)
47,900 58,557 11,651 119,108 2,692 121,800

The above statements of changes in equity should be read in conjunction with the accompanying notes.
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TOWER INSURANCE LIMITED

STATEMENTS OF CHANGES IN EQUITY (CONTINUED)

For the year ended 30 September 2010

Company

Year snded 30 September 2010
At the beginning of the year

Comprehensive Income for the period
Profit for the year

Currency translation differences

Total comprehensive income for the period

Transactions with shareholders
Movement In share based payment reserve
Dividends paid

Total transactions with shareholders

At the end of the year

Year ended 30 September 2008
At the beginning of the year

Comprehensive Income for the period
Profit for the year

Currency translation differences

Total comprehensive iIncome for the period

Transactions with shareholders
Movement in share based payment reserve
Dividends paid

Total transactions with shareholders

At the end of the year

Attrib: to sharshoidaers

Retained Minority
Share capital earnings Reserves Total interest Total equity
$000 $000 $000 _$000 $000 __$000
47,900 47,362 14,808 110,068 - 110,068
* 15,744 s 16,744 - 15,744
- - 2212 2212 . 2,212
- 15,744 2,212 17,956 - 17,986
» - 79 79 - 79
- (16,500) - {16,500) - {16,500)
- (16,500) 79 {16,421) - (16,421)
47,900 46,608 17,097 111,603 . 411,603
Attributed to sharehoiders I
Retained Minority
Share capital  earnings Reserves Total Interest Total equity
$000 $000 $000 $000 $000 $000
47,900 55,112 15,008 118,020 - 118,020
= 15,048 & 15,049 . 15,049
- - (48) (48) - (48)
- 15,049 (48) 15,001 - 16,001
- 201 (154) a7 - 47
“ (23,000) - _{23.000) - (23,000)
- (22,789) (154) (22,953) . (22,853)
47,900 47,362 14,806 110,068 - 110,068

‘The above statements of changes in equity should be read in conjunction with the accompanying notes.
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TOWER INSURANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 September 2010

TOWER Insurance Limited is a profit-oriented entity incorporated and domiciied in New Zealand. Its registered office and
principal place of business is: Level 11, TOWER Centre, 22 Fanshawe Street, Auckland, New Zealand.

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 periods presented, unless otherwise stated.

Basis of preparation

This general purpose financial report has been prepared in accordance with New Zealand Generally Accepted Accounting
Practice (NZ GAAP), the New Zealand Equivalents to International Financial Reporting Standards (NZ IFRS), the New Zealand
Companies Act 1893 and the Financial Reporting Act 1993.

The financlal statements were authorised for issue by the Board of Directors on 23 December 2010.

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

The Company and Group are qualifying entities within the Framework for Differential Reporting for Entities Applying the New
Zealand Equivalents to International Financiai Reporting Standards Reporting Regime. The Company and Group qualify on
the basis that they are not publicly accountable and that there is no separation between owners and the governing body.
‘The Company and Group have taken advantage of all differential reporting concessions available, except for those available
under NZ IAS 12 income Taxes.

During the year the Group undertook its principal activity of providing insurance and insurance related services to its customer
base throughout New Zealand, Fiji, Papua New Guinea, Solomon Islands, Cook Islands, Samoa, Tonga and American Samva.

Principles of consolldation

These consolidated financial statements incorporate the assets and liabllities of all subsidiaries of TOWER Insurance Limited
("Company" or "parent entity") as at 30 September 2010 and the results of all subsidiaries for the year then ended. TOWER
Insurance Limited and its subsidiaries logethar are referred to in this financlal report as the Group or the consolidated entity.

Subsidiaries are all those entities over which the consolidated entity has control, being the power to govern the financial and
operating policies, generally accompanying a shareholding of more than one-half of the voting rights. The existence and effect
of potential voting rights that are currently exercisable or convertible are considered when assessing whether the consolidated

entity controls another entity.

The results of any subsidiaries acquired during the year are consolidated from the date on which control is transferred to the
consolidated entity and the results of any subsidiaries disposed of during the year are consolidated up to the date controt
ceases.

The acquisition of controlled entities Is accounted for using the purchase method of accounting.

The share of net assets of controlled entities attributable to minority interests is disclosed separately in the balance sheet,
income statement and statement of comprehensive income.

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

Specific accounting policies

{a) Premlum revenue
Premium revenue is recognised in the period in which the premiums are eamed during the term of the contract.

The proportion of premiums not earned in the income statement at the reporting date is recognised in the balance sheet as
unearned premium liability.

Premiums on unclosed business are brought to account using estimates based on the previous year's actual unclosed business
with due aflowance made for any changes in the pattern of new business and renewals.
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TOWER INSURANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 September 2010

1. Summary of significant accounting policies (cont.)
(b) Investment revenue
Investment revenue is recognised as follows:

(i} Dividends and distributions
Revenue is recognised on an accruals basis when the right to receive payment is established.

(ii) Property income
Property income is recognised on an accruals basis.

(iij) Interest income
Interest Incomne is recognised on an effective interest method.

(iv) 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

in the period In which they arise.

{¢) Outwards reingsurance

Premiums ceded to reinsurers under reinsurance contracts are recorded as an outwards reinsurance expense and are
recognised over the period of indemnity of the reinsurance contract. Accordingly, a portion of outwards reinsurance premium is
treated at balance date as a prepayment.

{d) Claims expense
Claims expenses are recognised when claims are notified with the exception of claims incurred but not reported for which a
provision is estimated (discussed in Note 2 {a)).

(e) Policy acquisition costs
Acquisition costs incurred in obtaining general insurance contracts are deferred and recognised as assets where they can be
reliably measured and where it Is probable that they will give rise to premium revenue that will be recognised in subsequent

reporting periods.

Deferred acquisition costs are amortised systematicelly in accordance with the expected pattern of the incidence of risk under
the general insurance contracts to which they relate. This pattern of amortisation corresponds to the eaming pattam of the
corresponding premium revenue.

(f) Taxation

(i) Current tax

Current tax i calculated by reference to the amount of income taxes payable or recoverable in respect of the taxable profit or
tax loss for the period. itis 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).

{ii) 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 ltems.

Deferred tax assets and liabilities are recognised for temporary differences at the tax rates expected to apply when the assets
are recovered or liabilities settied, based on the tax rates enacted or substantively enacted for each jurisdiction. Dsferred tax
assets are recognised to the extent that it is probable that texable 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 goodwill or 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.

Current and deferved tax balances attributable to amounts recognised directly in equity are also recognised directly in equity.
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TOWER INSURANCE LIMITED
NOTES TO THE FINANGIAL STATEMENTS
For the year ended 30 September 2010

1. Summary of significant accounting policies (cont.)
{f) Taxation (cont.)

{li)) Tax consolidation
TOWER Insurance Limited is part of the New Zealand tax consolidated group of which TOWER Limited is the head entity. All
members of the tax consolidated group are jointly and severally liable for the tax liabilities of the group.

(v} income lax expense

The income tax expense is the tax payable on taxable income for the current period, based on the income tax rate for each
jurisdiction and adjusted for changes in deferred tax assets and liabilities attributable to temporary differences and unused tax
losses.

(v) GST

All revenues, expenses and certain assets are recognised net of goods and services taxes (GST) except where the GST Is not
recoverable. In these circumstances the GST is included in the related asset or expense. Recaivables and payables are
reported inclusive of GST. The net GST payable to or recoverable from the tax authorities as at balance date is included as a

recelvable or payable in the balance sheet.

(g) Foreign currency

() Functional and presentation currencies
The individual financial statements of each Group entity are presented in the currency of the primary economic environment in
which the entity operates. The consolidated Group financial statements are presented in New Zealand dollars.

(i) Transactions and balances

In preparing the financial statements of the individual entities 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.
Transiation differences on non-monetary items such as financial assets held at fair value through profit or loss are reported as

part of their fair value gain or loss.
Exchange differences arising on the settlement or retransiation of monetary items at year end exchange rates are recognised in

the income statement. :

(i) Consolidation :

For the purpose of preparing consolidated financial statements the assets and liabilities of subsidiaries with a functional
currency different to the Company are transiated at the closing rate at the balance shest 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. Exchange 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 forelgn 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.

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

(h) Cash and cash equivalents

Cash and cash equivalents includes cash on hand and deposits held at call with financial institutions, other shori-term, highly
liquid investments that are readily convertible to known amounts of cash and which are subject to an insignificant risk of
changes in value, and bank overdrafts.
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TOWER INSURANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 September 2010

1. Summary of significant accounting policies (cont.)
{i) Recelvables

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 be the fair value.

(i) Property, plant and equipment

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

Depreciation is calculated using the straight line method to aliocate their cost or revalued amounts, net of any residual amounts,
over their useful lives.

The assets' useful lives are reviewed and adjusted if appropriate at sach 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.

Computer equipment 3-5 years
Furniture & fittings 6§ years
Motor vehicles 5 years
Buildings 50-100 years
Leasehold property improvements 3-12 years

(k) Impairment of non financial assets

Assets that have an indefinite useful life are not subject to amortisation and are tested bi-annually for impairment. Assets witha
finite useful life are subject to amortisation and reviewed for impairment whenever events or changes in circumstances Indicate
that the carrying amount may not be recoverable. An impairment loss is recognised for the amount by which the asset's
carrying amount exceeds its recoverable amount. The recoverable amount is the higher of an asset's fair value less costs to
sell, and value in use. For the purposes of assessing impairment assets are grouped at the lowast levels for which there are
soparately identifiable cash flows {cash generating units).

{) Financial instruments

The Group classifies its financlal assets in the following categories: at fair value through profit or loss and loans and
recelvables. The classification depends on the purpose for which the financial assets were acquired. Management determines
the classification of its financlal assets at initial recognition.

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

()} Financlel 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 classified 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 falr 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 eamed on the
financial assets.

{ii) Loans and receivables

Loans and recelvables are non-derivative financial assets with fixed or determinable payments that are not quoted on an active
market. The Group'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 INSURANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 September 2010

1. Summary of significant accounting policies {cont.)

{m) Impairment of financial assets

Financial assets, with the exception of those measured at fair value through profit or loss, are assessed for indicators of
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 initial 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 uncollectible trade receivable is written
off. A trade receivable is deemed o be uncollectible upon notification of insolvency of the debtor or upon receipt of similar
evidence that the Group will be unable to coliect 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 financlal 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 impalirment 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} Investment in subsidlaries
Investment in subsidiaries are carried at historical cost less any impairment and translated into the reporting currency using the

exchange rates in effect at the transaction dates.

(o) Leased assets

Leases in which a significant portion of the risks and rewards of ownership are retained by the lessor are classified as operating
leases. Operating lease payments are recognised as an expense in the pericds the services are received over the period of the
lease.

Benefits received and receivable for entering into an operating lease are recognised on a straight line basis over the term of the
lease.

{r) Payables
These amounts represent liabilities for goods and services provided to the Group prior to the end of the financial year which are

unsettied.

(q) Provisions

Provisions are only recognised when the Group has a present legal or constructive obligation as a result of a past event or
decision, and it is more likely than not that an outflow of resources will be required to settie the obligation. Provisions are
recognised at the best estimate of future cash flows discounted to present value where the effect is material,

(r) Employee entittements

Provision is made for employee entitlements for services rendered up to the balance dete. This includes salaries, wages,
bonuses, annual leave and long service leave, but excludes share-based payments. Liabilities arising in respect of employse
entitlements expected to be settled within 12 months of the reporting date are measured at their nominal amounts. All other
employee entittements are measured at the present value of the estimated future cash outflows to be made in respect of
services provided up to the balance date. In determining the present value of future cash outflows, discount rates used are
based on the interest rates attaching to government securities which have terms to maturity approximating the terms of the
related liability.
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TOWER INSURANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 September 2010

1. Summary of significant accounting policles (cont.)
(s} General insurance liabilities

Outstanding claims are measured at the central estimate of the present value of expected future payments after allowing for
inflation and superimposed inflation and discounted at the risk free rate.

The expected future payments include those in relation to claims reported but not yet paid, claims incurred but not yet reported
(IBNR), claims incurred but not enough reported (IBNER) and anticipated claims handling costs. Claims handling costs include
costs that can be associated directly with individual claims, such as legal and other professional fees, and costs that can only
be indirectly associated with individual claims, such as claims administration costs. In addition a risk margin is added to the
claims provision to recognise the inherent uncertainty of the central estimate.

Provision has been made for the estimate of claim recoveries from third parties in respect of general insurance business.
Liability adequacy testing is performed in order to recognise any deficiencies in the income statement arising from the carrying
amount of the unearned premium liability less any related deferred acquisition costs and intangible asseis not meeting the
estimated future claims under current insurance conditions. Liability adequacy testing is performed at a portfolio level of
contracts that are subject to broadly similar risks and are managed together as a single portfolio.

{t) Share based payments
The Group issues share-based compensation packages to senior executives as part of their remuneration packages.

These options are measured at fair value at grant date and expensed over the period during which the employee becomes
unconditionally entitied to the options, based on the estimate of shares that will eventually vest. Fair value at grant date is
measured using a binomial model, taking into account the specific conditions of the options issued. The determination of fair
value excludes the impact of any non-market vesting conditions which are ailowed for in assumptions about the number of
options that are expected to be exercisable. When an expense is recognised there is an equal and opposite entry made to the
share option reserve in equity. When the options are exercised the receipt of the exercise price is transferred to share capital.

Where there is a tax deduction allowable in relation to the share option scheme this is recognised In the income statement, to
the extent of the tax credit commensurate to the expense recognised in the income statement, with the balance reported
through the share option reserve in equity.

Where terms are changed during the period that increase the cost of the options then this is recognised over the remaining
vesting period. Where terms are changad during the period that decrease the cost of the options then there is no change to the

expense recognised.

(u) Investment property

Investment property, which is property held to eam rentals and capital appreciation, is measured at its fair value at the reporting
date. Gains or losses arising from changes in the fair value of investment property are included in profit or loss in the period in
which they arise.

{v) Comparatives
Where necessary, comparative information has been reclassified tc achieve consistency in disclosure with the current year.

2. Critica! accounting judgements and estimates

The Group 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 circumstancss. The key areas where critical accounting estimates are applied are noted
below.

(a) Claims liabllities under ganeral insurance contracts

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

The estimated cost of claims includes direct expenses to be incurred in settling claims gross of the expected value of salvage
and other recoveries. The Group takes all reasonable steps to ensure that it has appropriate information regarding its claims
exposures. However, given the uncertainty in establishing claims provisions, It is likely that the final outcome will prove to be
different from the original liability established.
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TOWER INSURANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS

For the year ended 30 September 2010

2. Critical accounting judgements and estimates (cont.)
{a) Claims llabllities under general insurance contracts (cont.)

The estimation of claims incurred but not reported (IBNR) is generally subject to a greater degree of uncertainty than the
estimation of the cost of settling claims already notified o the Group, where more information about the claim event is generally
available. IBNR claims may often not be apparent to the insured until many years after the events giving rise to the claims has
happened. In calculating the estimated cost of unpaid claims the Group uses a variety of estimation techniques, generally
based on statistical analyses of historical experience, which assumes that the development pattern of the current claims will be
consistent with past experience. Allowance is made, however, for changes or uncertainties which may create distortions in the
underlying statistics or which may cause the cost of unsettled claims to increase or reduce when compared with the cost of
previously settied claims including:

- changes in Group processes which might accelerate or slow down the development and (or) recording of paid or incurred
claims, compared with statistics from previous periods;

- changes in the legal environment;

- the effects of inflation;

- changes in the mix of business;

- the impact of large losses; and

- movements in industry benchmarks.

A component of these estimation techniques Is usually the estimation of the cost of notified but not paid claims. In estimating
the cost of these the Group has regard to the claim circumstances as reported, any information available from loss adjusters
and information on the cost of settling claims with similar characteristics in previous periods.

Large claims impacting sach relevant business class are generally assessed separately, being measured on a case by case
basis or projected separately in order to allow for the possible distortive effect of tha development and incidence of these large

claims.

Where possible the Group adopts multiple techniques to estimate the required levet of pravisions. This assists in giving greater
understanding of the trends inherent in the data being projected. The projections given by the various methodologies also assist
in setting the range of possible outcomes. The most appropriate estimation technique is selected taking into account the
characteristics of the business class and the extent of the development of each accident year.

Provisions are calculated gross of any reinsurance recoveries. A separate estimate Is made of the amountg that will be
recoverable from reinsurers based on the gross provisions.

Details of specific assumplions used in deriving the outstanding claims liability at year end are detailed in Note 21,

(b} Assets arising from reinsurance contracts

Assets arising from reinsurance contracts are also computed using the above methods. In addition, the recoverability 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 Group may not receive amounts due to it and these amounts can be reliably measured.

Page 13
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TOWER INSURANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS

For the year endad 30 September 2010

3.  investment revenue

Fixed interest securities
Interest income

Net realised gain

Net unrealised gain / (loss)

Equity securities
Dividend income
Net unrealised gain

Property securities
Property Income
Net unreakised gain / (loss)

Other investment income
Other investment (losses)

Total Investment revenue

4.  Management and sales expenses

included in total management and sales expenses are
the following:
Amortisation of deferred acquisition costs
Change in provision for doubtiul debts
Depraciation:

Office equipment and fumiture

Motor vehicles

Computer equipment
Donations
Fees paid to auditors’

Audlt of financial statements
Employes benefils expense

Group Company
2010 2009 2010 2008
—.Nz§ooo  Nz§ooo —~NZJO00  N235000
9,367 8,553 7,636 6,765
113 211 13 292
1,704 {700) 1,704 (700)
11,184 8,064 D A5 €357
1,328 3,191 2,055 8,014
1,480 1,250 1,380 1029
2,808 1441 3444 9,043
112 168 - o
426 {1,123) 426 {1,123)
538 (985) 426 (1,123)
468 347 {468) (347)
(488) (347) (488) (347)
4062 11,193 i 3
12,447 13,890 11,088 12,192
19 (202) (87 (61)
143 803 1 655
165, 11 22 62
36 209 5 156
1 - - -
. 380 . 254
22,424 27,366 19,728 24,265

TOWER New Ze2aland Limited paid all fees for the audit services of TOWER Insurance Limited for the year ended 30 September 2010,

6. Taxation
{a) Current tax expense

Analysis of taxation expense - current and deferred
Current taxation

Deferred taxation

(Over) / under provided in prior years

Income tax expense for the year

The tax expense recognised can be reconciied to the
accounting profit as folows:

Profit before taxation

Income tax at the cument rate of 30% (2009: 30%)
Taxation effact of non-deductible expenses / non-
assessable revenue:

Prior pariod adjustment

Change in tax retes

Income not assessable for tax

Other tax differences

Taxable/(non-taxeble} income from PIEs

Future withoiding tax on dividends

Release of witholding tex provigion

Non deductible expenditure
Taxation axpense

9,346 8,865 5,581 5,957
1,216 (8s7) 1,268 {1,050)
(849) - (494) -
8,613 8,008 8,355 4,907
32,082 25,300 22,099 16,956
9,619 7,500 6,630 5,987
(949) . {494) -
(64) . 1.072)
391 - 144 -
(42) 370 (42) 370
357 “r . i
- - - (284)
321 21 117 14
613 0 5358 ﬁ

In May 2010 legislation was passed to reduce tha company tax rate from 30% to 28%. This is effactive for the Group from 1 October
2011. There Is no finencial effect of the change In tax rate 1o the Company or the Group.
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TOWER INSURANCE LMITED
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 September 2010

5. Taxstion (Cont.)

{b) Deferred tax ansets and Habilties
Group
Opening Charged/ Creditedto Transferto ~ Closing
balance st (creditad) to oqulty rolated party  balance at
1 October income 30 September
statement
2010 __NZ$00D  N2§000  NZ5000  NZ§000 NZ$000
Movements in deferred tax assets
Provisions and accruais 1,262 219 - - 1,481
Unrealised losses = - * - e
Tax losses 249 (249) - = <
Other 457 (457) - . -
Total deferred tax assets 1,968 (487) - - 1,481
Movements In deferred tax Habfiities
Defermed costs (3,190) (518) - - {3,708)
Falr value - {207) - - (207)
Other (365) 88 - - (279)
Total deferred tax liabilitles {3,565) (728) - - {4,284)
Net deferred tax {1,687) {1,216) - - {2,803)
2009
Movements in deferred tax assets
Provisions and accruals 689 573 - - 1,262
Unrealised losses 1) (08) - - -
Tax losses Y 249 - - 249
Other . 367 90 - - 457
Total deferred tax assets 1,154 814 - - 1,088
Movements In deferred tax liabliitles
Deferred costs (3,598) 408 - - {3,190)
Falr value = = & & =
Othar — (385) - - (365)
Total deferred tax liabilities {3,508) i) - - {3,585)
Net daferred tax {2,444) 857 - - {4,587)
Company
Opening Charged! Creditsdto Transferto Closing
balance at  (credited) to equlty relatad party  balance at
1 October Income 30 Saptember
statement
2010 __NZ$o00 NZ$000 NZ$000 NZ$000 NZ$000
Movemants In deferred tax assets
Provisions and accruals 1,492 (558) - - 934
Othar 432 (429) - - 3
Total deferved tax assets 1,924 {987) . - 937
Movements in deferred tax liabliities
Deferred costs (3,190) {345) - - (3,535)
Deferred PIE allocated income (365) 51 - - {314)
Witholding tax on future dividends S : B i - -
Other (13) 13 - - .-
Total deferred tax Habliities {3,568) (281) - - {3.849)
Net deforred tax {164d) — (1268) E - 2077)
2009
Movements in deferred tax assets
Provisions and accruals 1,603 (111} - - 1,492
Other 342 90 - - 432
Total deferved tax assets 1945 21) [ - 1,924
Movements In deferred tax liabliities
Deferred costs (3,599) 409 - - (3,190)
Deferred PIE allocated income - (385) - - (365)
Witholding tax on future dividends (885) 885 - - -
Other (178) 162 i - (13)
Total deferred tax labliitles (4,639) 1,071 - - {3,568)
Net doferred tax {2.604) 1,060 - - {1,644)
Page 1S
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TOWER INSURANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS
For the yesar ended 30 September 2010

5. Taxation (Cont.)
{b) Deferred tax nssets and labilitles {Cont.}

Group Company
2010 2009 2010 2009
NZ$000 NZ$000 NZ$000 NZ$000

Net deferred tax
Expected to crystalise in the next 12 months {2 803) (2,044) (21909) (2, 076)
Not expectad to crystallise in the next 12 months

M M
6. Cash and cash equivalents
Gash at bank and in hand 5,724 3,621 1,915 1,197
Depostts at call 81,401 27,938 52,454 16,322
Total cash and cash squivalents 67,126 31,859 54,369 i‘l&ﬂ
7. Receivables
Other debtors, prepayments and accrued income 474 643 622 808
Outstanding premiums and trade receivables 62,289 78,871 71.0M 70,128
Relnsurance recoverias receivable on outstanding claims
and other recoveries 75446 31,728 65,476 2,644
Relatad parly receivables 5§78 355 4,756 4,038
Total receivables 158,787 111 141,028 78é1l

Outstanding premiumns and trade receivables above are presented net of allowance for credit losses and impaiment. Movement in the
allowance for credit losses and impairment during the reporting period was as foliows:

Outstanding premiums and trade recalvables 83,696 80,159 71,459 70,603
Allowance for doubfful debts {1,307 {1,288) (388) (475)
82,289 78,871 7,071 70,128
Balance at 1 October {1,288) (1,480} (475) (538)
Impalrment ioss recognised during the year (19) 202 _87 81
Balance at 30 September {1,307) (1,288) {388) {475)

The allowance for credit losses and impairment in relation to trade recelvables is provided for based on estimated recoverable amounts
determined by reference to current customer circumstances and past default experience. in determining the recoverability of a trade
recaivable the Group considers any change in the credit quality of the frade receivable from the date the credit was initially granted up
fo the reporting date. The Group has provided fully for receivables over 120 days past due. Trade recelvables between 60 days and
120 past due are provided for based on estimated imecoverable amounts determinad by reference to past dus default experience.

8. Investment property

Opening batance at 1 October - 2,450 - .
Reclassiiied as property, plent and equipment - (2538) # -
Other adjustmants = 88 b -
Closing balance at 30 September - Py - -

Investment property was reclassifisd as property, piant and equipment on 1 April 2008,

9. investment in subsidiarias -
investments in controled entities - - 4,661 fgs=

10. Controlled entitles
The major trading subsidiaries Incorporated into the consolidated financial statements, all of which have a common balance date with
the Company and undertake insurance activities are as follows:

Domicile Ownerehip
TOWER Insurance (Cook Isiands) Limited Cook Islands 100%
TOWER insurance {F¥1) Limiled Fili 100%
TOWER insurance (PNG) Limited Papua New Guinea 106%
National Pacific Insurance Limited Samoa 70%

The Company has accumulated retalned eamings held by offshore susidiaries totalling $14,360,663 (2009: $9,807,773) which if pmd o
the parent by way of dividend wouki incur withholding taxes of up to 17%.
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TOWER INSURANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 September 2010

11. Related parties

All transactions between companies within the TOWER group were conducted at arms length. Trade amounts owing batween
related parties are payable under normal commercial terms. No related party debts have been written off or forgiven during the

year.
Related party receivable and payable balances of TOWER Insurance Limited at the reporting date were as follows:

2010 2009
_ Related party NZ$000 NZ$000 _ Nature of relationship Type of transactions

TOWER Limited 113 - Ultimate parent Tax gain

TOWER Health & Life Limited 464 340 Fellow subsidiary Commission

TOWER Managed Funds Limited & 15 Fellow subsidiary Operating expenses

TOWER Financial Services Group Limited (7,678) - Parent of TOWER Tax losses

Insurance Limited
TOWER New Zealand Limited (4,112) (1.158) Fellow subsidiary Recoveries, loan and tax
losses

TOWER Life (N.2.) Limited (2,638) - Fellow subsidiary Tax losses

TOWER Capital Limited (409) - Fellow subsidiary Tax losses

TOWER Asset Management Limited (96) (105) Fellow subsldiary Investment management fees

TOWER Maedical Insurance Limited (20) = Fellow subsidiary Tax losses

TOWER Insurance (Fiji) Limited (123) 311 Subsidiary Management, IT services &
reinsurance sattiements

TOWER Insurance (PNG) Limited 954 1,130 Subsidiary Management, [T services &
reinsurance settlements

TOWER Insurance (Cook Islands) Limited (1,1685) 190 Subsidiary Management, IT services &
reinsurance settlements

TOWER Insurance Limited enters into transactions with its related parties in the normal course of business. Transactions during the
year included partial settlement of intercompany balances and intercompany dividends as shown below:

TOWER Limited
TOWER Financial Services Group Limited

TOWER Financial Services Group Limited

TOWER Health & Life Limited
TOWER Health & Life Limited
TOWER Medical Insurance Limited
TOWER Medical Insurance Limited
TOWER Asset Management Limited
TOWER Managed Funds Limited
TOWER New Zealand Limited
TOWER New Zealand Limited
TOWER New Zealand Limited
TOWER New Zealand Limited
TOWER New Zealand Limited
TOWER Life (N.Z.) Limited

TOWER Capital Limited

TOWER Insurance (Cook Islands) Limited

TOWER Insurance (Fiji) Limited
TOWER Insurance (PNG) Limited

National Pacific Insurance Limited

113
(7.678)

(16,500)

210
471
106
(20)

(383)

(3717)
(19,008)
1
794
763
(2,638)
(409)
671

1,838
2,280
380

(23,000)

470

(376-)
387

(4.17(;)

595
1,626
1,908

378
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Ultimate parent
Parent of TOWER
Insurance Limited
Parent of TOWER
Insurance Limited
Fellow subsidiary
Fellow subsidiary
Fellow subsidiary
Fellow subsidiary
Fellow subsidiary
Fellow subsidiary
Fellow subsidiary
Fellow subsidiary
Fellow subsidiary
Fellow subsidiary
Fellow subsidiary
Fellow subsidiary
Fellow subsidiary

Subsidiary

Subsldiary
Subsidiary

Subsidiary

Tax gain
Tax losses

Dividend

Commission
Tax gain
Commission
Tax losses
Investment management fees
Operating expenses
Tax losses
Cost recoveries
Transfer of intangible assets
Transfer of fixed assets
Loan
Tax losses
Tax losses
Management, IT services &
reinsurance settiements
Management, IT services &
reinsurance setiements
Management, IT services &
reinsurance settlements
Management, IT services &
reinsurance settlements
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TOWER INSURANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS
For the year snded 30 September 2010

12. Deferred acquisition costs
Opening balance at 1 October

Acquisition costs deferred during the period
Current period amortisation

Closing balance st 30 September

13.  Property, plant and equipment
Computer equipment cost
Accumulated depreciation

Net hook value at 30 September

Office equipment cost
Accumulated depreciation
Net book value at 30 Septembar

Motor vehicles cost
Accumulated depreciation
Net book value at 30 September

Land and buiidings
Accumulgted depreciation
Net book value at 30 Saptember

Total net hook value at 30 September

Group
2010 2000
NZ$000 NZ$000

12447 13,890
13,623 12,447

{12447) {13,890)

13 12,447
509 2,145
(472) {1,858)

37 187
1,485 4,532

(1,138} {4127)

347 408
1121 840

(629) (634)

462 408
1911 1,895
1,911 1,895
2,787 2,883

A large proportion of computer and office equipment was transfermed to TOWER New Zealand Limited on 1 October 2009. The
Company has been charged a management fee in retum by TOWER New Zealand Limited for the use of these assets.

14. Payables
Trade payables

Other payables
Reinsurance payables
Related party payables
Total payables

15. Provisions
Empiloyee benefits

Total provisions

16. Insurance liabilities
Uneamed premiums
Outstanding claime

Total Insurance labllities

17. Contributed equity
Share capltal
Fully pald ordinary shares

Fully pald ordinary shares
Opening balance at 1 October
Closing bulance st 30 September

Reprasented by:

Ordinary shares authorised, issued and fully paid {no par

value)

Fully paid ordinary shares
Opening balance at 1 Oclober
Closing balance st 30 September

19,476 20,527

5,582 4,884
5,756 7348
14,9563 1,263
45,767 %
8,188 3,834
M
89,604 06,014
141,501 96,756
241,105 193,670
47,900 47,900
00 47900
47,900 47,900
47,800 47,800
Number of shares

45017300_45017,980

49,017,980 49,017,980

49,017,980 49,017,980

All shares rank equally with one vote attached to each share.
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Company
2010 2009
0 N, 0
11,088 12,192
11,063 11,088
11,088 12,192
11,883 1 L88
17 1,640
(8) {1,501)
8 148
434 3,968
41 (3,203)
. 23 985
496 340
(143) 84
353 248
384 1,089
17,679 18,119
4,850 4,353
6,460 7,141
19,465 4215
T
2,822 3442
gzz 3&
81,421 80,702
117,814 54,036
198236 12&73!
47,900 47,900
ATS0____ 4700
47 900 47,900
47,800 41&
Number of shares
49,017,080 49,017,980

49,017,980 49,017,980

49,017,980 49,017,980
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TOWER INSURANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS
For the ysar anded 30 September 2010

Group Company
2010 2009 2010 2009
N. N '] NZ$000 NZ$000
18. Retained profits
Retalned profits
Opening balance at 1 October 59,657 66,123 47,362 §5,112
Net profit for the year atiributebie to shareholders 21,037 16,744 15,744 16,049
Dividend pald {16,500} (23,000} (16,500) (23,000)
Transfer from share based payment reserve - 201 - 201
Other - 511) - -
Closing balance at 30 September 64,994 59,557 48,606 47,362 -
18. Reserves
Foreign currency translation reserve
Opening balance at 4 Qotober (3986) 2,487 3,080 3,138
Curmency tranglation differences arising during the year 2,375 (2,883) 2,212° (48)
Closing balance at 30 September 1,979 (396) 5302 3&

Exchange diffierences arising on translation of foreign controlied entities are teken to the forelgn cumency translation reserve as
described in note 1(g). The reserve is recognised In profit and loss when the net investment is disposed of.

Share based paymants reserve

Opening balance at 1 October 57 211 57 21

Transfer to retained profits - {201) - (201)

Option expense B 79 47 79 47

Closing balance at 30 Septembe 138 57 138 (74
T—— T

The share based payments reserve recognises share options in the parent company, TOWER Limited, held by senior executives
employsd by TOWER Insurance Limited. Ful details relating 1o the share option schemes are included in the financlal statements of
TOWER Limited for the year anded 30 September 2010.

Caphal reserve

Opening balance at 1 October 11,990 11,990 11,659 11,658
Closing baiance at 30 Septsmber —_—l290 11,900 11,859 11,088
Total reserves 1&105 14,651 17,087 14,806
Minority interest

Opening balance at 1 October 2,692 3,020 - -
Share In current year profit of subsidiary 512 548 fa -
Dividends paki by subsidiary to minority sharehoklers {318) (340} - =
Share of foreign cumency translation reserve

movements 38 536 - -
Closing balance at 30 September 024 2,602 . -

20. Distributions to sharehokiers
A dividend of $16,500,000 was paid during the year ended 30 September 2010 (30 September 2009: $23,000,000).
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TOWER INSURANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 September 2010

Group Company
2010 2009 2010 2008
NZ3000 NZ$000 NZ5000 NZ$000
21. Insurance business
{a) Analysis of Insurance oparating result
Premium revenue 204,845 214,619 162,819 170,388
Outward reinsurance expense (21,851) {19.497) {8,468) 1
Net premium income 183,194 195,122 154,351 163,221
Claims expense 166,452 146,621 161,471 106,872
Reinsurance recoveries {56,540} (26.979) (64.021) (2,449)
Net ciaims Incurred 108,912 120,642 97,450 104,428
Acquigition costs 26,656 20,920 23,075 30,920
Other underwriting expenses 28,726 29,453 24 582 21,852
Underwriting resuit 18,000 14,107 9,244 6,026
Net investment income from general insurance business:
Investment revenue 14,530 11,540 13,323 14,277
Investment expenses (468) (347) (468) (340
Net Investment income 14,082 11,193 12,855 13,930
Operating surpius before income tax 32,082 25,300 2,559 19956
(b) Net claims incurred
2010 2009
Risks bone in  Risks bome in Risks borne in  Risks borne in
Group current year prior years Total current year prior years Total
NZ$000 NZ$000 NZ$000 NZ$000 NZ$000 NZ$000
Gross ciaims expense
Direct claims - undiscounted 175,862 (10,874) 164,678 144,538 126 144,656
Discount (3) 1,777 1,774 48 1,919 1,865
Gross claims expense 176,649 {9,087) 186,452 144,582 2,039 1&551
Reinsurance and other recoveries
Relnsurance and other recoverles revenue -
undiscountad 64,830 {8,047) 58,783 23,349 2,863 26,212
Discount 27 (270} (243) {26) (207) (233)
Reinsurance and other recovaries 684,887 {8,317) 56,540 23,323 2,666 25,97%
Net claims incurred ﬂggzl (780} 109,812 121,259 {617) 1zo|u'i"
2010 2009
Company Risks boms in Risks bome In Rigks bome in Risks borne in
current year prior years Total current year prior years Total
NZ$000 NZ$000 NZ$000 NZ$000 NZ$000 NZ$000
Gross claims expense
Direct claims - undiscounted 160,250 (545) 158,705 105,381 (400) 104,981
Discount 1 1,765 1,768 - 1,891 1,801
Gross claims sxpense 16021 ‘Iﬁ 161,1]1 10§_381 1 19_0&2_
Reinsurance and other recoverles
Relnsurance and cther recoveries revenue -
undiscounted 63,460 905 64,365 931 1,653 2,584
Discount - (344) (344) - (135} (135)
Reinsurance and other recoveries 63,460 5681 64,021 931 1,518 2,449
Net claims Incurred 96,791 ] 97,450 104,450 (27) 104423

Current year amounts reiate to risks bome in the current financla! year. Prior period amounts relate to reassessment of the risks borne in all previous

financial yoars.
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TOWER INSURANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS
For the year anded 30 September 2010

21. Insurance business (Cont.)

{c) Net outstanding claims
1) Nat outstarding claims liahility
Group Company
2010 2009 2010 2009
000 NZ$000 NZ3000
Central estimata of expected present value of future payments
for claims incurred 69,138 72,634 66,509 60,005
Rigk margin 5,200 4,907 4,668 4,567
Claims handling costs 5,118 4,668 4,348 3,934
70,457 82,108 65,608 68,508
Discount {13,402) {17,081 (13,266) (17,114)
Net outstanding claims lisbility §6 2.5% 51,362
1) Reconciliation of movements In net discounted outstanding claims labiillty
Group 2010 2009
Gross Reinsurance Net Gross Relnsurance Net
—NZ$000 —_N25000 NZ$000 NZ$000 NZ§000 NZ$e00
Balance brought forward 96,756 (31,728) 65,028 77,3688 (6,624) 70,774
Effect of change in foreign exchange rates (2,480) 578 (1,904) (637) {1,935) (2,572)
Effact of changes in assumptions 3,498 {690) 2,808 676 77 753
incurred claims for year 166,452 (56,541 108,911 146,621 (25.079) 120,642
Claim payments during year 122,725 {12,937) 109,788 127,302 (2,733) 124,568
Balance carried forward 141,501 (75,446) 96,766 {31,728) 85,028
Reconciliation of net undiscountad claims to liabllity for net outstanding claims
Long tail outstanding claims undiscounted 29,622 (2,769) 26,853 36,682 (3,556) 33,126
Discount (14,382) 981 {13,401) {16,457) 738 (15,419)
Long tail outstanding claims 15,240 (1,788) 13,452 20,525 (2.818) 17,707
Short tail outstanding claims 52,603 47,321
Total net outstanding clalms as per balance shest 66,055 85,028
Company 2010 2009
Gross Reinsurance Net Gross Reinsurance Not
NZ$000 NZ$000 NZ$000 NZ$000
Balance brought forward 54,038 (2.644) §1,392 55,778 (2,076) 63,702
Effect of change in foreign exchange rates (3,154) 549 (2,605) (620) {360) (980)
Effect of changes in assumptions 3,498 (690) 2,808 556 63 819
Incurred claims for year 161,471 (64,021) 07,450 106,819 (2,449) 104,370
Clalm payments during year 98,037 {1,330) £6,707 108,497 {2,178) 108,319
Bailance carried forward 117,814 {65,476) 52,398 54,036 2 51,392
Reconclliation of net undiscounted claims to llability for net outstanding claims
Long tall outstanding claims undiscounted 25,264 (1,976) 23,288 30,935 {2171) 28,764
Discount {14,243) 975 (13,268) (16,009) 630 15,378
Long tall outstanding claims 11,021 {1,001) 10,020 14,826 (1,541) 13,385
Short tall outstanding claims 42,318 38,007
Total net outstanding claims as per balance sheet 52,338 s1g
Group Company
2010 2000 2010 2009
NZ$000 NZ$000 NZ$000 NZ$000
1) Long tail outstanding claims ls made up of exposures from:
Pacific islands 3,647 4,438 116 116
Australia §,706 9,240 5,706 9,240
Inwards reinsurance business (excl Australia) 4,190 4020 4,109 4,029
Net discounted long tall outstanding claims 13452 17,701 'Iﬁllp_zlo 13,385
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TOWER INSURANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 September 2010

21. Insurance business (Cont.)

{d) Assumptions adopted in calculation of Insurance provisions

The claims provisions have been assessed having regard to external actuarial essessments.

The actuary used was P. Davies, B.Bus.Sc, FNZSA, Fia, AlA, AIAA,

The actuarial assessments are in accordance with the standards of the Soclety of Actuaries of New Zeakind. The Actuaries were satisfied as to the
nature, sufficiency and accuracy of the data used ta determine the outstanding claims.

The following assumptions have been made In detarmining net outstanding claims abilities:

2010 2008
- Inflation rates varied from 1.5% to 8% 1.6% to 8%
- Discount rates varied from 4% t0 6.5% 4% to 9%
- Claims handling expense ratio 36%t111%  3.3%t013%
- Risk margin 15% to 20% 15% to 20%

Infiation rate
insurance costs are subject to Inflationary pressures. Inflation assumptions for all general insurance classes of business are based on cument economic Indicators.

For mator, property and health classes, for example, cialm costs are related to the tnﬂ?ntlonary pressures of the materials and goods insured as well as labour costs o
effect repairs. These costs are expected to increase at a ievel between appropriate Consumer Price Index (CP1) Indices and wage Infiation,

Risk margin
The overall risk margin Is detarmined allowing for diversification between classes of business and the relative uncertainty of the outstanding claims estimate for each
class,

The assumptions regarding uncertainty for each class were applied to the net central estimates and the results were aggregated allowing for diversification in order to
arrive at an overall provision which Is intended to have a 75% probability of sufficiency.

Applicable to ali long tall and short toll cleims
The weighted average expected torm to settlement of outstanding claims based on historical trends is:

2010 2009
- Short tail claims within 1 year within 1 year
- Long tall claims in the Pacifi: iskands 1.51 10 2.48 years 1.06 to 2,51 years
- Long tail claims in Austrafia 8.1 10 8.4 yvars 8910 7.9 years
- Inwards relnsurance treaties In excess of 10 years In axcess of 10 years

Discount rate
General insurance outstanding claims liabilities are discounted at a rate equivalent to that inherent in a portfolio of riskless fixed interest securities with coupon and
redemption cash flows exactly matching the projected inflation claim cash flows.

General insurance outstanding claims liabilities are discounted 1o present value using a risk free rate based on ten year government bond rate in New Zealand.

Claims handling expsnse
The estimate of outstanding claims liabilities incorporates an allowance for the future cost of administrating the claims. This allowance is determined efter analysing
historical ciaim related expensas incurred by the classes of husiness.

Inward reinsurence business

The Company perticipated in some inward treaty and pooling arrangements all of which ceased prior to 1985. These claims continue to be run off. Some
arrangements have commuted with cedants and other commutations are belng sought. Some pooling arrangements are progressing through solvent schemes of
arrangement. Information from the cedants has been regular and resarves for these claims have been conservatively assessed and reported by the cedants. Because
of the nature of inward treaty and pooling amangements, it Is difficu®t to have these llabitles reliably actuarially assessed. Accordingly the company has taken a
conservative appoarch in assessing these liabilities and has based its reserves on the latest available information from cedants plus IBNR provislons based on recant
trends. With the exception of the Australian treaties, the inwards reinsurance business has not been actuarially assessed and does not form part of the sensitivity
analysis. All other long tall business is included and has been actuarially assessed.
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TOWER INSURANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 September 2010

21.  insurance business (Cont.)

Sensitivity analyels

Sensitivity analysis is conducted to quantify the exposure to risk of change In the key underlying variables. The movement in any key variable wifl impact the
performance and equily of the Group. The tables below describe how the changa in each assumption will affect the Insurance abifities and show an analysis of the
senaitivity of the profit or loss and equity net of reinsurance to changes in assumptions.

2010 2009
Group Parent Group Parent
Variable Movement impact Impact Impact Impact
$'000 $°000 $'000 $'000
Claim gettiement period + 0.5 years (200) (243) {271) {248)
- 0.5 years 280 243 211 248
Claims expenses ratio increase of 1% 85 74 277 254
decrease of 1% (85) {74) @m (254)
Inflation rates increasa of 1% 834 815 978 955
decresse of 1% {719) (700) (755) (733)
Discount rates increase of 1% {759) {741) (801) (779)
decrease of 1% 872 853 935 812

{e) Risk managament policies and procedures

The financial condition and operations of the general insurance business are affected by a number of key risks including insurance risk, interest rate risk, currency risk,
market risk, financlal risk, compliance risk, fiscal risk and operational risk. Nates on the policies and procedures employed in managing these risks in the general
Insurance business are set out below.

{1) Objectives in managing risks arising from Insurance contracts and policies for mitigsting those risks
The risk management activities include prudent underwriting, pricing, and management of risk, together with claims management, reserving and investment
managemant. The objective of these disciplines is to enhance the financial performance of the insurance operations.

The key poficies in place to mitigate risk arising from writing general insurance contracts Include:

- comprehensive management information systems and actuarial models using historical information to calculate premiums and monltor claims;
- monitoring natural disasters such as earthquake, flood, storms and other catastrophes using models; and

- the use of reinsurance to limit the Group's exposure.

(i) Terms and conditions of insurance contracts that have a material effect on amount timing and uncertsinty of cash flows
The term and conditions attaching to insurance contracts affect the level of Insurance risk accepted by the Group. There are no special terms and conditions in any
non standard contracts thet have @ material impact on the financial statements.

(i) Concentration of insurance risk
Risk Source of concentration Rl ement measures
An accumulation of risks arising from a Insured property concentrations | Accumulation risk modelling, relnsurance protaction
natural peril
A large property loss Fire or collapse affecting cne building or & group of |Maximum acceptance limits, proparty risk grading,
adjacent bulldings reinsurance protection

Inclusion of multiple classes of casualty Response by a multitude of the Group's policles to [Purchase of relnsurance clash protection
business in the one event the one event, for example a construction liability
and professional indemnity policy

() Development of claims
The following table shows the development of net undiscounted outstanding claims reiative to the current estimate of ultimate claims costs for the five most recent

years.

Group
— Incident year
: Prior 2006 2007 2008 2008 2010 Totai
Ulimate claims cost estimate NZ$000 N2z$000 NZ$000 NZ$000 NZ$000 NZ$000 N2$000
At end of accldent year . 118,996 121,315 122,903 121,562 110,692
(One year lator & 117,333 121,198 123,926 122,349 -
‘Two years iater - 116,673 119,803 123,455 - -
Three years later - 116,498 119,626 - e -
Four years [ater w5 116,237 - - - -
Current estimate of ultimate claims cost - 116,237 119,626 123,455 122,349 110,692
 Cumulative ents - (115,610) (118.189) {121,575) {117,833) {73,571)
lUndlscoumsd central estimate 23,658 627 1,436 1,880 4,416 ar 121 69,138
Discount to nt value 13,283 21 16 17 29 36 13,402
Discounted central estimate 10,378 L) 1,420 1,863 4,387 37,085 65,736
Cleims handling expense 5,119
Risk margin 5,200
66,0585
75,446
141,501 |
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TOWER INSURANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS
For the vear ended 30 September 2010

21. insurance business (Cont.)

Company
_ - Incident year -
Prior 2006 2007 2008 2009 2010 Total
Ultimats claims cost estimate NZS000  NZ5000 NZ$000 NZ$000 NZ$000 NZ$000 NZ$000 |
At end of accident year - 97,561 104,364 106,718 108,718 97,003
One yesr later - 97,827 108,794 107,439 109,756 -
Two years later - 97,871 103,516 107,281 - -
'Three years later - 97,782 103,648 - - -
Four years later - 97,708 - - ca -
Current estimate of ultimate claims cost - 97,705 103,648 107,281 109,756 97,003
Cumulative nis = {97,691) {103,267) {108,022) {108,268) (67,786)
Und central estimate 22,241 14 381 1,259 3,488 28,217 56,600
13,261 - .3 1 1 2 13,268
Discounted central estimate 8,980 14 ars 1,258 3,487 28,215 43,332
4,347
— 4,659
outstanding claims liabliities 52,338
Reinsurance recoverias on outstanding
claims tiabliities and other recoveries 85,476
|Gross outstanding claims Habllities _ 117,814

() Liability adequacy test
The liability adequacy test has identified a surplus for each porifolio of contracts that are subject 1o broadly simiiar risks and are managad fogether as a single portfolio.

The risk margins adopted in performing the liabllity adequacy test have been selected to provide a probability of sufficiency of 76%. The outstanding claims liabifity is
set at a level that Is appropriste and sustainable to cover the Group's claims obligations after having regard to the prevalling market enviranment and prudent industry
practice.

{h) Insurer financial strength rating
TOWER insurance Limited has an insurer financilal strength rating of “A-* (Exceflent) issued by AM Best Company Limited.

{I) Reinsurance programme

Reinsurance programmeas are structured to adequately protect the general insurance companies’ solvency and capital positions. The adequacy of reinsurance cover is
based on assassing TOWER's exposure in the worst possible scenario. The worst possible scenario for TOWER is a major Wellington earthquake. Each year, as part
of selting the coming year's reinsurance premium, comprehensive modelling of the event probability and amount of the Group's exposure is undertaken.

Group Company
2010 2009 2010 2009
~—NZS000 _ NZ§000 —NZ$000  NZS000

22. Operating leases
Rent paid under non-cancellable operating
leases during the year 837 ‘1223 375 3,388
Rent payable under non-canceliable operating leases to the end of the lease terms are:
- Not later than one yesr 303 2,208 37 2,113
- Later than one year and not later than five
years 172 6,424 24 6,285
~ Later than five years 132 344 - 223

607 9,086 81 8,621

All lease commitments in New Zealand havae bean centralised across the TOWER Limited Group and taken over by TOWER New Zealand Limited from 1 October
2009. The Company has been charged a management fee in retum by TOWER New Zealand Limitad.

Operating lease payments represent the future rentals payable for office space under current leases. Leases are entered Into for an average of seven years with rental
rates reviewed every three years.
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TOWER INSURANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 September 2010

23. Share based payments

‘The Company has three executive share option schemes. Each is equity settied and has diffaring conditions which are set out in the tables balow. The exercise prices
are set at the average of the share price for the 5 days before grant date. Subject fo the discretion of the Board, options are forfelted If an employee leaves the
Company before the options vest.

Vesting requirements of each tranche inciude service and performance conditions. The performance condition is based on a market condition such as total sharehokler
returmn achieved at the end of each reporting period. The hoiders of the options are not entitled to dividend or have other shareholder bensfits, including voting rights.

The grant date fair value for options was estimated by using a binomial pricing madel. The main inputs to the model wers as follows:

Terms of share schames Tranche F Tranche G Tranche |
Exercise price after rights issue $2.10 $1.38 $1.93
Grant date 11-Dec-07 5-Dec-08 22-Dec-08
Vesting date 1-Dec-10 1-Dec-11 3-Dec-12
Expiry date 1-Dec-13 1-Dec-14 2-Dec-156
Expected volatiity 20% 40% 0%
Risk free rate 5.711% 4.88% 6.03%
Amount expensed during 2010 year {NZ$) 45,554 26,181 6,883
Amount expensed during 2009 year (NZ$) 40,474 6,503 o=

Expected volatility was determined by looking at the performance of the sheare price over a number of perlods ranging from six months to two years adjusted to remove
significant impacts ariging from one off events,

The expacted iife s based on best estimates of management allowing for non-transferability, exercise restrictions and behavioural considerations. The weighted
average fair value of options presented under Trance | during the year was $460,508 (2009: Tranche G was $315,600).

Details of the share options outstanding as at 30 September were as follows:

Number of options
Woeighted
average
exercise price

2010 Tranche F Tranche G Tranche | m
Outstanding at start of yaar 314,633 200,000 - $1.82
Granted - - 200,000 $1.
Outstanding at the end of the year 31@53: Mﬂ M t1£_
Exercisabie at the end of the year = - - Q.OD
2008
Outstanding at start of year 314,533 - - $2.18
Granted - 200,000 - $1.47
Outstanding at the end of the year 34533 200,000 - $1.82
Exorcisable at the end of the year - - - 39‘00

! The weighted averege exercise price for outstanding share options at the end of the year has been adjusted for the impact of the rights lssue.
No options are exarcisable in 2010 (2009: Nil).
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TOWER INSURANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 Septomber 2010

24. Financlal instruments categories

The analysis of financial assets and liabilities into their categories and classes is set out in the following tables.

GROUP

As at 30 September 2010

Financial assets

Cash and cash equivalents

Reinsurance recoveries receivable
Outstanding premiums and trade receivables
Related party receivables

Investments in equity securities

Investments in fixed interest securities
Investments in property securities

Total financial assets

As at 30 September 2009

Financlal assets

Cash and cash equivalents

Reinsurance recoveries receivable
Qutstanding premiums and trade recelvables
Related party receivables

Investments in equity securities

Investments in fixed interest securities
investments in property securities

Total financlal assets

COMPANY

As at 30 September 2010

Financial assets

Cash and cash equivalents

Reinsurance recoveries recelvable
Outstanding premiums and trade receivables
Related party receivables

Investments In fixed interest securities
Investments in property securities

Total financlal assets

As at 30 September 2009

Financial assets

Cash and cash equivalents

Reinsurance recoveries receivable
Outstanding premiums and trade receivables
Related party receivables

Investments in fixed interest securities
Investments in property securitiss

Total financial assets

Total Loansand  Designated at
recelvables falr value

through profit

or loss
$000 $000 $000

67,125 67,125 -
75,446 75,446 -
82,289 82,289 -
578 578 -
3,049 - 3,049
172,270 - 172,270
8,886 - 8,886
409,643 225,438 184,205
31,559 31,559 -
31,728 31,728 -
78,871 78,871 -
355 355 -
2,923 - 2,923
199,378 - 199,378
8,250 - 8,250
353,084 142,513 210,551

Total Loans and  Deslignated at
receivables fair value

through profit

orloss
$000 $000 $000
54,369 54,369 “
65,476 65,476 -
71,071 71,071 -
4,756 4,756 -
145,561 - 145,561
8,886 - 8,886
350,119 195,672 154,447
17,619 17,519 -
2,644 2,644 -
70,128 70,128 -
4,938 4,938 -
176,548 - 176,548
8,250 - 8,250
280,027 95,229 184,798
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TOWER INSURANCE LIMITED
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 September 2010

24. Financial instruments categories (cont.)

Financial
GROUP liabilitias at
amortised
Total cost
As at 30 September 2010 $000 $000
Financial liabilities
Trade payables 19,476 19,476
Other payables 5,682 5,582
Reinsurance payables 5,756 5,756
Related party payables 14,953 14,953
Total financial liabilities 45,787 45,767
As at 30 September 2009
Financial liabilities
Trade payables 20,527 20,527
Other payables 4,884 4,884
Reinsurance payables 7,348 7,348
Related party payables 1,263 1,263
FuturePlan Debenture - -
Total financial Habilities 34,022 34,022
Financial
COMPANY liabltities at
amortised
Total cost
As at 30 September 2010 $000 $000
Financial liabllities
Trade payables 17,579 17,579
Other payables 4,850 4,850
Reinsurance payables 6,460 6,460
Related party payables 19,465 19,465
Total financial Habilities 48,354 48,354
As at 30 September 2009
Financial liabilities
Trade payables 19,119 19,118
Other payables 4,353 4,353
Reinsurance payables 7,141 7,141
Related party payables 4,215 4,215
Total financial liabllities 34,828 34,828

25. Contingent liabilities

There are no material contingent liabilities at balance date (2009: $NIil).

26. Capital commitments

There were no capital commitments as at 30 September 2010 (2009: $Nil).
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For the year ended 30 September 2010

a7.

(A

Impact of amendments to IFRS

Standards, amendments and interpretations to existing standards that are not yet effective and have not been early
adopted by the Group.

The foliowing standards, amendments and interpretations to existing standards have been published and are mandatory for the
Group's accounting periods beginning on or after 1 October 2010 or later periods and the Group has not early adopted them:

(B)

IFRS 8 ‘Financial Instruments’ {effective from 1 January 2013). The standard is the first step in replacing IAS 38 and
establishes two primary measurement categories for financial assets: amortised cost and fair value, with dassification
depending on an entity's business mode! and the contractual cash flow characteristics of the financial asset. The Company is in
the process of evaluating the potential effect of this standard.

IAS 24, ‘Related party disclosures’ (effective from 1 January 2011). The revised standard amends the definition of a related
party. The Company Is in the process of evaluating the potential effect of this standard.

IFRS 7, ‘Financial instruments’ (effective retrospectively from 1 January 2011). The amendment emphasises the interaction
between gquantitative and qualitative disclosures about the nature and extent of risks associated with financial instruments. The
Company will apply the IFRS 7 amendments from 1 October 2010.

Standards, amandments and interpretations to existing effective 2010 or early adopted by the Group

The Group has adopted the following applicable, new and amended IFRS’s as of the 1 October 2009:

28.

IAS 27 (Revised), ‘Consolidated and separate financial statements’ (effective from 1 July 2009). The revised standard requires
that investments in subsidiaries, jointly controlled entities and associated accounted for in accordance with IAS 39 in the
parent’s separate financial statements should continue to be measured in accordance with I1AS 38 when classified as heid for
sale (or Included in a disposal group classified as held for sale). The Group has applied IAS 27 (Revised) to transactions with
non-controlling interests from 1 October 2009.

IAS 1 (Amendment) ‘Presentation of financial statements’ (effective from 1 January 2008). The revised IAS 1 requires an entity
to present all owner changes in equity, separately from non-owner changes in equity, in a statement of changes in equity.

All non-owner changes in equity (i.e. comprehensive income) are required to be presented in one statement of comprehensive
income or two statements (an income statement and a statement of comprehensive income). Components of comprehensive
income are not pemmitted fo be presented in the statement of changes in equity. The change in accounting policy has only
impacted presentation aspects.

IFRS 3 (Revised), ‘Business combinations' (effective from 1 July 2008). The revised standard continues to apply the acquisition
method to business combinations, with some significant changes. For example, all payments to purchase a business are to be
recorded at fair value at the acquisition date, with contingent payments classified as debt subsequently re-measured through
the statement of comprehensive income. There has been no impact during the current financial year. The revised standard will
be applied as appropriate in future years.

Subsequent events

There are no subsequent events relating to the year ended 30 September 2010 that have a material impact on the financial
statements.
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PricewaterhouseCoopers
188 Quay Street
Private Bag 92162
Auckland 1142
o New Zealand
' Telephone +64 9 355 8000
Independent Auditors’ Report Facsimile +64 9 355 8001

to the shareholders of TOWER Insurance Limited WWW.pWG.com/nz

Report on the Financlal Statements

We have audited the financial statements of TOWER Insurance Limited on pages 2 to 28 which
comprise the balance sheets as at 30 September 2010, the income statements, statements of
comprehensive income and statements of changes in equity for the year then ended, and a
summary of significant accounting policies and other explanatory information for both the Company
and the Group. The Group comprises the Company and the entities it controlled at 30 September
2010 or from time to time during the financial year.

Directors' Responsibility for the Financial Statements

The Directors are responsible for the preparation of these financial statements in accordance with
generally accepted accounting practice in New Zealand and that give a true and fair view of the
matters to which they relate and for such internal controls as the Directors determine are necessary
to enable the preparation of financial statements that are free from material misstatement, whether
due to fraud or error.

Auditors’ Responsibility

Qur responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with International Standards on Auditing (New Zealand) and
International Standards on Auditing. These standards require that we comply with relevant ethical
requirements and plan and perform the audit to obtain reasonabie assurance about whether the
financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgement, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or etror. In making those risk assessments, the auditor considers
the internal controls relevant to the entity’s preparation of financial statements that give a true and
fair view of the matters to which they relate in order to design audit procedures that are appropriate
in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
entity's internal control. An audit also includes evaluating the appropriateness of accounting
policies used and the reasonableness of accounting estimates, as well ag evaluating the overall
presentation of the financial statements.

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

Other than in our capacity as auditors and providers of other assurance services we have no
relationship with, or interests in, TOWER Insurance Limited or any of its subsidiaries.
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Independent Auditors’ Report
TOWER Insurance Limited

Opinion
In our opinion, the financial statements on pages 2 to 28:
()] comply with generally accepted accounting practice in New Zealand; and

(i) give a true and fair view of the financial position of the Company and Group as at 30
September 2010, and their financial performance for the year then ended.

Report on Other Legat and Regulatory Requirements

We also report in accordance with Sections 16(1)(d) and 16(1){e) of the Financial Reporting Act
1993. In relation to our audit of the financial statements for the year ended 30 September 2010:

{i) we have obtained all the information and explanations that we have required; and

(in In our opinion, proper accounting records have been kept by the Company as far as
appears from an examination of those records.

Restriction on Distribution or Use

This report is made solely to the Company's shareholders, as a body, in accordance with Section

205(1) of the Companies Act 1993. Our audit work has been undertaken so that we might state to

the Company's shareholders those matters which we are required to state to them in an auditors'

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 Group and the Company's shareholders,
a , for our audit work, for this report or for the opinions we have formed.

'@»k\u*%

Chartered Accountants Auckland
23 December 2010




