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Tower Insurance Limited – 30 September 2019 

Appointed Actuary’s Section 78 Report 

This report has been prepared by Rick Shaw, the Appointed Actuary, as required by Section 78 of the 
Insurance (Prudential Supervision) Act 2010 (IPSA), for use within the financial statements as at 
30 September 2019 of Tower Insurance Limited (TIL).  

 
The purpose of this Section 78 report is to provide information to the Directors and Management of TIL 
on the actuarial information (as defined by Section 77 of IPSA) contained in the TIL financial 

statements as at 30 September 2019 as well as an opinion on the appropriateness thereof.  
 
For the purpose of this report, actuarial information means: 

(a) Information relating to an insurer’s calculations of premiums, claims, reserves, dividends, 
insurance and annuity rates, and technical provisions; and 

(b) Information relating to assessments of the probability of uncertain future events occurring and 
the financial implications for the insurer if those events do occur; and 

(c) Information specified in an applicable solvency standard as being actuarial information for the 
purposes of this section. 

 

Review of the actuarial information contained in the 30 September 2019 Tower Insurance 

Limited Financial Statements  
 
The Directors are responsible for the preparation of TIL’s (the company’s) financial statements. TIL’s 
current policy is to seek the advice of the Appointed Actuary in the preparation of the actuarial 
information contained in its financial statements.  

 
For this purpose, I, Rick Shaw, acting as the Appointed Actuary to the company under a contract for 
services have completed the following work: 
 

(a) Provision of actuarial information to be used in the preparation of financial statements by TIL. 
(b) Review that the actuarial information contained in or used in the preparation of the financial 

statements is appropriate and accurate. 
  
There were no limitations placed on me in preparing and reviewing the actuarial information and all the 
data requested to perform the work required has been provided by TIL. 

 
In my opinion the actuarial information contained in the financial statements has been appropriately 
included and used in the 30 September 2019 financial statements.   

 
Review of the Tower Insurance Limited Solvency Position as at 30 September 2019 
 
I have reviewed TIL’s solvency position as at 30 September 2019. In my opinion TIL is maintaining a 
solvency margin in accordance with the RBNZ Solvency Standard for Non-life Insurance Business. 
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Reliances and Limitations 
 
In my work documented in the report Tower Insurance Limited: Review of Canterbury Earthquake 

claims as at 30 September 2019, I have relied upon: 
 

• Information, data, and assertions made by TIL; and 
• The assessment of potential additional EQC contributions, undertaken by Clyde & Co. lawyers. 

 
I have further reviewed and relied upon the following: 

 
• Information underlying the determination of outstanding claims provisions, both gross and net 

of reinsurance recoveries. 
• Premium liabilities and deferred acquisition cost components. 
• The report Valuation of Insurance Liabilities as at 30 September 2019 (prepared at TIL’s 

request by John Feyter in his capacity as the Company Actuary of TIL). 
• The report Tower Insurance: Pacific Islands Operations; Valuation of Insurance Liabilities as at 

30 September 2019 (prepared at TIL’s request by John Feyter in his capacity as the Company 
Actuary of TIL). 

While I have conducted reasonableness checks regarding the accuracy of the provided information, I 

have not independently verified it. 

I am comfortable with the actuarial information presented in TIL’s 30 September 2019 financial 

statements. 

Conclusion 

I, Rick Shaw, the Appointed Actuary to TIL, am of the opinion that the actuarial information contained 

in the financial statements has been appropriately included and used as at 30 September 2019. 

I am also of the opinion that TIL is maintaining a solvency margin in accordance with the RBNZ 

Solvency Standard for Non-Life Insurance Business as at 30 September 2019. 

 

 

 

Rick Shaw 

Fellow of the Institute of Actuaries of Australia & Member of New Zealand Society of Actuaries 

19 November 2019 



 

 

PricewaterhouseCoopers, 188 Quay Street, Private Bag 92162, Auckland 1142, New Zealand 
T: +64 9 355 8000, F: +64 9 355 8001, pwc.co.nz  

Independent auditor’s report  
To the shareholder of Tower Insurance Limited 
 
We have audited the consolidated financial statements which comprise: 

• the consolidated balance sheet as at 30 September 2019; 

• the consolidated income statement for the year then ended; 

• the consolidated statement of comprehensive income for the year then ended; 

• the consolidated statement of changes in equity for the year then ended; 

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

• the notes to the consolidated financial statements, which include a summary of accounting policies. 

Our opinion  
In our opinion, the accompanying consolidated financial statements of Tower Insurance Limited (the 
Company), including its subsidiaries (the Group), present fairly, in all material respects, the financial 
position of the Group as at 30 September 2019, its financial performance and its cash flows for the 
year then ended in accordance with New Zealand Equivalents to International Financial Reporting 
Standards (NZ IFRS) and International Financial Reporting Standards (IFRS).  

Basis for opinion  
We conducted our audit in accordance with International Standards on Auditing (New Zealand) (ISAs 
(NZ)) and International Standards on Auditing (ISAs). Our responsibilities under those standards are 
further described in the Auditor’s responsibilities for the audit of the consolidated financial 
statements section of our report.  

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

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

Our firm carries out other services for the Group. These services are assurance services in respect of 
solvency and regulatory insurance returns and agreed upon procedures in respect of a regulatory 
insurance return. In addition, certain partners and employees of our firm may deal with the Group on 
normal terms within the ordinary course of trading activities of the Group. These matters have not 
impaired our independence as auditor of the Group. 
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Our audit approach 

Overview 

 
An audit is designed to obtain reasonable assurance whether the consolidated 
financial statements are free from material misstatement. 

Overall Group materiality: $3.4 million, which represents approximately 1% of 
premium revenue. 

We chose premium revenue as the benchmark because, in our view, it is a key 
financial statement metric used in assessing the performance of the Group and 
is a generally accepted benchmark for insurance companies. The 1% is based on 
our professional judgement, noting that it is also within the range of commonly 
accepted revenue related thresholds. 

We have determined that there are two key audit matters: 

• Valuation of outstanding claims 

• Valuation of Earthquake Commission (EQC) receivable in respect of 
Canterbury earthquake claims 

Materiality 
The scope of our audit was influenced by our application of materiality.  

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

Audit scope 
We designed our audit by assessing the risks of material misstatement in the consolidated financial 
statements and our application of materiality. As in all of our audits, we also addressed the risk of 
management override of internal controls including among other matters, consideration of whether 
there was evidence of bias that represented a risk of material misstatement due to fraud. 

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

Our Group audit focused on the Company, which contributes approximately 83% of the Group’s 
premium revenue. The subsidiaries of the Company are not significant for the Group. We performed 
audit procedures over material balances and transactions of the subsidiaries and the consolidation of 
the Group’s subsidiaries. 
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Key audit matters 
Key audit matters are those matters that, in our professional judgment, were of most significance in 
our audit of the consolidated financial statements of the current year. These matters were addressed in 
the context of our audit of the consolidated financial statements as a whole, and in forming our 
opinion thereon, and we do not provide a separate opinion on these matters.  

Key audit matter How our audit addressed the 

key audit matter 

(1) Valuation of outstanding claims 
(2019 $124,060,000, 2018 $148,976,000) 

We considered the valuation of outstanding 
claims a key audit matter because this involves a 
complex estimation process and significant 
judgements and assumptions that management 
make in estimating future claims payments.  

These include the estimate of claims that have 
been reported but there is uncertainty over the 
amount which will be settled and those incurred 
at the reporting date but not yet reported to the 
Group. There is generally less information 
available in relation to these claims and such 
claims require the use of informed estimates of 
the quantum of loss. Small changes in 
assumptions can lead to significant movements 
in claim reserves. Key actuarial assumptions for 
non Canterbury claims are inflation rate, 
discount rate and claims handling expense ratio.  

Outstanding claims in relation to Canterbury 
earthquakes have a greater degree of uncertainty 
and judgement. This mainly arises due to 
Earthquake Commission (EQC) reporting new 
claims to the Group which have gone over the 
$100,000 statutory liability cap (over cap 
claims), how damages are allocated between the 
four major earthquake events, expected claims 
costs for open claims and estimates of future 
claims handling cost.  

Outstanding claims include a risk margin that 
allows for the inherent uncertainty in the central 
estimate of the future claim payments. In 
determining the risk margin, the Group makes 
judgements about the volatility of each class of 
business written and the correlation between 
each division and between different geographical 
locations. 

 

 

 
 

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

o evaluated the design effectiveness and tested 
controls over claims processing; 

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

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

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

o tested the integrity of data used in the 
actuarial models by agreeing the relevant 
model inputs to source. 

Together with our actuarial experts, we: 

o considered the work and findings of the 
actuaries engaged by the Group; 

o evaluated the actuarial models and 
methodologies used by comparing with 
generally accepted models and 
methodologies applied in the sector and 
with the prior year; 

o assessed key actuarial judgements and 
assumptions and challenged them by 
comparing with our expectations based on 
the Group’s experience, our own sector 
knowledge and independently observable 
industry trends; and  
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Key audit matter How our audit addressed the 

key audit matter 

Relevant references in the consolidated 
financial statements.  

Refer to notes B2, B3 and B5 to the consolidated 
financial statements, which also describes the 
elements that make up this balance. 

o assessed the risk margin, by comparing to 
known industry practices. In particular we 
focused on the assessed level of uncertainty 
in the central estimate. 

(2) Valuation of Earthquake Commission 
(EQC) receivable in respect of 
Canterbury earthquake claims (2019 
$69,900,000, 2018 $68,400,000) 

We considered the valuation of EQC receivable a 
key audit matter because significant 
management judgement is required to estimate 
expected recoveries from EQC in respect of land 
and building damage. Management use 
independent technical and actuarial experts to 
calculate the amount receivable.  

This receivable is dependent on the ultimate 
contribution by the EQC to the land and building 
damage arising from the Canterbury earthquake 
events in terms of its statutory liability under the 
Earthquake Commission Act 1993. The quantum 
is highly dependent on the agreement with EQC 
on allocation of liability for damage between 
these events, in particular the September 2010 
and February 2011 events, the quality of 
information available in respect of the damage to 
each property, the time taken to settle with EQC 
and risk associated with litigation. 

Relevant references in the consolidated 
financial statements 

Refer to notes B3 and E1 to the consolidated 
financial statements. 

Together with our actuarial expert, we: 

o assessed management’s approach to estimate 
the EQC receivable; 

o reviewed external legal counsel advice and 
independent technical experts’ conclusions; 

o evaluated the work performed by Tower’s 
actuary and understood the assumptions 
applied in allocation of cost between the four 
major Canterbury earthquake events and the 
risk margin setting process. We compared 
these assumptions with sector peers and 
obtained evidence for any significant 
variances; and  

o considered the range of expected recoveries 
from which the amount recognised as due 
from EQC has been determined and assessed 
whether in the current circumstances a 
different receivable amount would be 
appropriate. 
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Information other than the consolidated financial statements and 
auditor’s report 
The Directors are responsible for the annual report. Our opinion on the consolidated financial 
statements does not cover the other information included in the annual report and we do not and will 
not express any form of assurance conclusion on the other information.  

In connection with our audit of the consolidated financial statements, our responsibility is to read the 
other information and, in doing so, consider whether the other information is materially inconsistent 
with the consolidated financial statements or our knowledge obtained in the audit, or otherwise 
appears to be materially misstated. If, based on the work we have performed on the other information 
that we obtained prior to the date of this auditor’s report, we conclude that there is a material 
misstatement of this other information, we are required to report that fact. We have nothing to report 
in this regard. 

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

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

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

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

https://www.xrb.govt.nz/standards-for-assurance-practitioners/auditors-responsibilities/audit-
report-1/  

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

The engagement partner on the audit resulting in this independent auditor’s report is Karen Shires.  
 
For and on behalf of:  
 
 
 
 
 
 
Chartered Accountants Auckland 
20 November 2019 
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