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TOWER LIMITED

CONSOLIDATED STATEMENTS OF FINANCIAL PERFORMANCE
For the year ended 30 September 2005

Group Campany
2005 004 2005 2004
Kote  NZSDOO NZE00 NZS00 NZ$000
Net premiuim meome H 515,685 478,591 - -
[nvestment mcome 2 517.079 363,452 111,154 7,347
Fee and other income 3 98,602 175,13% E -
Total operating revenne 1,131,366 1,047,182 111,154 7,347
Claims expense 4 311,793 282,026 - -
Change in policyholder Habilities 3 269,051 177,266 - -
Management and sales cxpenses & 392.2%G 456,677 9,131 3,225
Amortisation of goodwill and intangibles 1 3,441 6,749 - -
Investment expenses 11,163 9,611 - -
Total operating expenses 987,738 025,729 o131 3,225
Financing costs 6 {17.511% {16,244} (6.081) -
Ciain on disposal 32 23,045 - - -
Surpius before taxation 149,362 105,209 95,942 4,122
Taxation expensef{credit) 7 49,649 50,473 (6,308) (]
Met surplus after taxation 99,513 84,736 102,259 4,990
Met surptus atiributable to minority inferests 18 {1,685) {1433 - -
Net surplus aitributable to Sharchobders 97,828 54,583 102,256 4,954
Net surplus comprises:
Net surplug from continuing activities™ 69,171 54,503 18342 4,950
Met surplus Fom discontinued activities 32 28,657 - {6,092} -
57,828 54,503 102,250 4,959
NZ cents NZ cents
Basic earnings per share M & 2588 13.37
Basic carnings per share on continuing activities & 1830 1337

Note: ™ Eumnings per share is based on the weighted average of 378.0 million (30 September 2004
4118 .4 miltion) fully paid equivalent shares on issue.

! Basic earnings per share in the year tw 30 September 2005 includes $23.0 mitlion (6.10
cents per share) from the gain on disposat of Australian Wealth Managerment.

! Bastc carnings per share on conlinuing activities in the period fo 30 September 2003
excludes profils from Australian Wealth Management and the gain on disposal.

# Included within Net Surpus from comtinuing activities of $54.6 miltion is 2 net swrplus of
$16.6 million attributable 10 Australian Wealth Management which was disposed of during 2085,

The Statement of Accounting Policies and the Notes to the Financial Statements form part of and are to be read in conjunction with these Financial Statements.
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TOWER LIMITEDR

CONSOLIDATED STATEMENTS OF FINANCIAL POSITION

As at 30 Septembey 2005
Group Company
2005 1804 2005 004
Note NZS(60 NZS000 NZS000 NZS000
Cash 15,724 37,523 133 107
Accoumnts receivable B 207,842 245 685 126,924 443,759
Fixed interest securifies G 2,577,516 2,166,625 - -
Equily securitics & 1,584,356 1,451,824 - -
Property investients 9 355,458 393,728 - -
Other investments 9 360,235 467,347 552,953 441,717
Taxation receivable 27,115 60,471 7,637 1.182
(¢her current assets 5,530 12,116 - -
Property, plant and equipment i3 14,873 28,601 - -
" Deferred tax benefit 7 - 11,769 - -
Goodwill and intangibles 10 15,070 72,539 - -
Total assets 5,164,619 4,948,228 887,649 846,765
Accounts payable i4 412,739 301,350 68,388 1,186
Bank Overdraft and Senior debt i5 2,863 10,610 - -
Insurance provisions t6 242,837 237,448 - -
Deferred tax Hability 7 4,858 - - -
Other halvilities 17 26,491 29281 - -
Policyholder habitities 5 3,494,061 3,282,940 - -
Capital Bonds/MNotes 15 200,000 200,000 - -
Total liabilities 4,383,879 4,151,829 68,388 1,186
NET ASSETS 780,740 796,399 816,261 845,579
Represented by:
Equity share capital 18 911,772 1,040,340 911,772 1,040,340
Retained earnings 18 (84,134 {157,322 {92,511) (194,761}
Reserves i8 (50,063} {94,274) - -
Minorily interests i8 3.163 7,655 - -
SHAREHOLDERS® EQUITY 780,740 796,399 819,261 845,579
NZ§ NLS
Net asset backing per share. 2.18 1.93
Geaf;“g“} 20.63% 20.91%

Mote: {1} Gearing is defined as total debt o total debt plus equity.

The financial statements were approved for issue by the Board on 23 November 2005,

@%LK 0@

Chairman (

Bireator

The $tatement of Accounting Policies and the Notes to the Finaocial $tatements form part of and are to be read in conjunction witl these Financial Siatements.
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TOWER LIMITED

CONSGLIDATED STATEMENTS OF MOVEMENTS I ROUITY
For the year ended 30 September 2085

Group Company
2805 24004 2045 004
Note  NZ3000 NZ3000 NZ30u0 NZ3060
Net surplus/{deficit) for the year, comprising
Parent sharcholders' interest 07,828 54,593 102,250 4,990
Minority imferests 18 1,685 143 - -
99,513 54,736 182,250 4,990

Other recognised revenue and expenses
Movement in forsign currency franslation reserve 19,571 (45,888) - -
Total recognised revenue and expenses 119,084 8,848 102,250 4,994
Sale of treasury stock - 16,008 - -
Shares issued 18 2,422 4,400 2,422 4,400
Drstribution of Auvsiralian Wealth Management 18 {130,993 - {130,594 -
shares
Minorily inderest 18 {6,175} 7475 - -
Movements in equity for the year {15,659 36,731 (26,318} 9.39%
Opening Kaunity
Parent Shareholders' Tnterest TRE, 744 750,631 845379 835,180
Minonty inferest 7.655 37 - -

796,309 759,668 48,579 836,189
Equity ai end of year, comprising
Parent Sharcholders’ Interest 717,575 TEE, 744 819,261 R45,579
Miinority interest 3,168 7.655 - .

784,740 790,300 819,261 845,579

Note: " Shares in the newly listed Australian Wealth Management company were iransferred to
existing TOWER shareholders and 55.7 million TOWER Limited shates were cancetled ag part of
this separation of the Australian Wealth Management business in February 2008,

The Statement of Accounting Policies and the Notes to the Financial Statements form part of and are to be read in conjunction with these Financisl Statements.
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TOWER LIMITED

CONSOLIBATED STATEMENTS OF CASH FLOWS
For the year ended 30 September 2005

Group Company
2005 2004 2005 2084
Mote MZZO00 NZS00 NZZ00D NZZH)

CASH FLOWS FROM OPERATING ACTIVITIES
Cash was provided from/applied ta)
Premiums received 748,448 962,240 - -
Interest received 113,119 121,012 {82) 558
Drividends received 57,202 52,765 - -
Investment income 111,258 53,388 - -
Mon-life company fee income 117,326 106,565 - -
Clatms ¢xpenscs (679,674} {923.951) - “
Payments to suppliers and employees (379,862 {468.917) {9,131 {2,952}
Interest paid {15,336} {13,130) {6,081} -
Income taxation received/(paid) {407Y 12,684 {147 268
Met cash flow from operating activities 21 72,074 {37,344 {15,441} {1.528)
CASH FLOWS FROM INVESTING ACTIVITIES
Cash was provided Trom/{applied to)
Sale/(purchasc) of investmenis’

Fixed interest {454,027} 37,196 - -

Property 232,629 {53,503) - -

Equities 40,252 60,071 - -
Disposal of subsidiary 97,089 - - -
Salef{purchase} of property, plant and {3,771} {5,173) - -
equipnent
Met cash flow fram investing activities {88,728) 38,5 - -
CASH FLOWSE FROM FINANCING ACTIVITIES
Cash was provided from/{applicd (o)
Issue of equity share capital 18 2,422 - 2,422 -
issue of Capital Notes 15 - 75,000 - -
Borrowings {repaid) {8,550} {78,720% - -
Sale of treasury stock - 12,031 - -
Net advances te subsidiaries - - 13,047 1,633
Net cash flow fram financing activities {6.128) 8.302 15,469 1.633
Net inerease/(decrease) in cash held {22,782} 9,549 28 105
Cash at beginning of year 35,463 27,226 67 2
Effect of exchange rate change on forcign 150 {1,308} - -
currency balance
Cagh at end of year 12,831 35,463 135 107
Comprising:
Cash at bank 15,724 37,533 135 107
Bank overdraft i5 {2,80%) (2,060} - -
Cash at end of year 12,831 35,463 135 147

Naote: (1} TOWER considers thal knowledpe of gross receipis and payntents is not essential to uoderstanding certabn activities of TOWEHER and it
14 cumstdered acceptable to feport only the net changes in cash flows for (hese iioms. This i3 based on the fact that either, (be tumover of these
Herns is quick, the amounts are large and the maturitics sre short or in the case of praperty, plant and equipment the value of the sales are
immatertal,

The Statement of Acciunting Policics and the Netes to the Financial Statements fonm part of and are to be read in conjunction with these Finanvial Statements.
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TOWER LIITED

STATEMENT OF ACCOUNTING FOLICIES
For the year ended 30 Sepfember 2005

REFORTING ENTITY
The financial staterments for the ‘company’ are for TOWER Limited as a separate legal entity. The consolidated
financial staterents for the "Group' are for the cconontic entity comprising TOWER Limited and its subsidiaries,

BASIS OF PREFARATION OF FINANCIAL STATEMENTS
These financial ststements have been prepared in accordance with the New Zealand Companies Act 1993 and the
Financial Reporting Act 1903,

The financial statements are based on the general principies of historical cost accounting, modified by the
revaluation of certain assets and liabilities as stated in the specific accouniing policies below.

SPECIFIC ACCOUNTING POLICIES

Basis of Consolidation

The Group financial statements include the {inancial statements of TOWER and all of its subsidiary companies
which have been consolidated using the purchase method. The resulis of any subsidiaries acquived during the year
are consolidated from the effective dates of acquisition,

Subsidiaries of the life insurance companies have been consolidated in accordance with Financial Reporting
Standard 34 "Life [nsurance Business”. The difference between the net assets of those suhsidiaries and their fair
value is recorded in the Group Statement of Financial Position as "Excess of Directors' valuation over net fangible
assels”.

Where the holding company ceases 1o be a Hile insurer, the difference between the subsidiary's net asseis and the
subsidiary's Tair value ag at that date is analysed betwoen goodwill and intangible assets, and these amounts are
amorlised over the following periods:

- [ntangible assets 12 - 15 yoars
- Goodwil} 3 - 20 vears

The principal trading subsidiary companies are detailed in Note 11 Subsidiary Companies.
All intercompany transactions and balances are eliminated on consolidation.

Tnvestments in Substdiaries

Life company subsidiarics are rocorded al net market value. The net market value of invesiments in subsidiartes is
determined on s Compuany by Company basis according to the method asessed by the Directors to be the most
appropriate to the undertying business of the subsidiary and having regard to its individual circumstances.

Compames that are not subsidiaries of life companies are carried at the lower of cost and impaired value.

Vatuztion of Investmenis

Investmenl assets included in the financial statemeonts are recorded at net market valuc as determined by the
financial markets where such values are readily asceriainable. For some asset categories, where markel values
cannot be so determined, speeific valuation procedures have been adopted as detailed below. Al valuations are at
lhe reporting date.

Properties owned by the life companies are shown at uet market value, supported by an independent valuation. The
properties are valued six mouthiy,
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TOWER LIMITED

STATEMENT OF ACCOUNTING POLICIES
For the year ended 30 September 2605

Investraent Income

Dividends, property income, interest, realised gains/losses and unrealised gains/losses on invesiment asgets are
brought to account in the Statement of Financial Performance as follows:

Dividends

Dividends are recorded as incomy at the date the shargs become “ex-dividend”.

Property fncome

Property income is recoprised on an accrual bagis,

Inserest fncome

Inigrest income is recognised on an aceraal basis.

Realised Guins/Losses on Investment Assets

Realised gains/losses on investmenl assets represent the difference between the carying amount and the sale price
which are brought to account through {he Statement of Financial Performance.

Unrealised Gains/Losses on Fnvestment Assets
Unrealised gains/losses on investment assots ate brought to account through the Slatement of Financial
Performance,

For those investinents purchased in the current financial year, unrealised gains/losses on investinent assets
represent the difference between the purchase price and the market value at the end of the year. For those
investments purchased in previons years, unrealised gains/losses are the difference between market value at the
beginning and end of the current financial year.

Premium Income

Premiums on life insurance business are separated into their reverie and deposit components. Only those amounts
camed by providing services and bearing risks are treated as revenue, Other premium amounts received are similar
to deposits and are recognised a3 an incroase in policy Habilities, Where it is not practicable to sphit out the twe
components all premiums have boen recognised as revenue. Where policies provide fur the payntent of amounts of
premiums on specific due dates, such premiums are recognised as revenue when due. Unpaid premiums are
recognised as revenue only during the days of grace or where secured by the swrender values of the policies
concerned. Other premniums are rocognised as revenue on a cash received basts.

Uneamed premiums on generzl insurance business represent the portion of premiums on policies written in the
current year, relaling to cover provided in a subsequent period. For inward treaty reinsurances accepled, the
amnount has been caleulated in aceordance with the terms of each comtract.

Claims Expense

Claims are scparated inlo their expense and withdrawal components when a valid claim is received. Claims paid
on risk business are treated as an expense. Other claim amounts are similar to withdrawals and as suchk do not
refate to the provision of services or the beating of risk. Accordingly, they are recognised as a decrease in policy
liabilities, Claims in respect of investment account and investment linked business are recognised when the
policies concerned coasc to participate, in whole or part, in the eamings of the relevant fund. Where it is not
practicable to split out the fwo components all claims have been recognised as an expense.

Provision has been made Tor the estimated cost of all claims notificd but not settled at reporting date. TOWER
Insurance, and TOWER Health & Life in rospect of its health business, have made additional provision for the
estimated cost of claims incurred but not reported al reporting date.

Provision has been made for the estimate of claim recoveries from third parties in respest of general insurance

business.
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TOWER LIMITED

STATEMENT OF ACCOUNTING POLICIES
For the year ended 30 Septemaber 20065

Beferred Acyuisition Costs
Superannuation and Medical Products

The initial planned costs of establishing coniracts for certain superannuation and medical products arc deferred.
These costs are disclosed in Note 9 Investment Assels and Note 12 Deferred Acquisition Costs. These costs are
amortised aver the period of expected future benefit. A comparison to recoverable value is carried oul annually,
with any variance below camrying value taken to the Statement of Financial Performance in (hat year.

General Tnsurance Produciy .

A portion of acquisition costs relating to unearned premium are deferred and recognised as an asset, in recognition
thal it represenis a future benefit. Deferred acquisition costs are measured at the fower of cost and recoverable
amount and are amortised over the financial years expected to benefit from the expenditure,

Taxation
Income taxation expense is accounted for on the comprehensive basts, using the Hability method . A debil balance
in the deferred taxation account is enly carnied forward to the extent that there is virmaal certainty of its recovery.

Income taxation benefits arising from imcome tax losses are recognised only 1o the extenl of accumulated net
credits from {iming differences in the deferred taxalion account unless there is virtual certainty of their realisation.

Accounts Receivable
Accounts receivable are shown after making due aflowance lor amounts considered doublful.

Reinsuranee and Other Recoveries Receivables

Reinsurance and other recoverics receivable on paid clatns, reported cleims not yet paid and claims incurred but
not reported are recogniscd as revenue. Recoveries receivable on reported claims not yet patd and elaims incurred
but not reported are assessed in a manner similar to the assessment of cutstanding claims. For the general
insurance business, recoveries receivable in relation to long-tail classes are moasured as the present value of the
expected future receipts, calculated on the same basis as the liability for outstanding claims,

Outwards Reilnsurance
Premiums ceded to reinsurers arc recognised as an expense in accordance wilh the pattern of reinsurance service
received. Accordingly, a portion of outwards reinsurance premium is freated af balance date 4s s prepayment.

Property, Plant and Equipment and Depreciation
All property, plant and equipment is shown at cost and is depreciated at the following rates:

Office turatture and equipment 5% — 25% straight Hine
Computer hardware and soflware 20% - 33% siraight line
Refuarbishment costs (owned buildings) 10% straight ling

Motor vehicles less an affowance for resitdual value 20% straight line
Leasehold property improvements Over the tenn of the fease

All items of property, plant and equipment arc subject to an annual impairment review. Aoy adjusiments are taken
to the Statement of Financial Performance.

Leased Assets

Leases that arc rot finance foases are classified as operating leascs. Operating lease payments are recognised as an
expense in the periods the amounts are payable.
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TOWER LIMITED

STATEMENT OF ACCOUNTING POLICIES
For the year ended 30 Sepfember 2005

Forelgn Currency Transactions
Transactions donominaied in [oreign currencies are translated into the reporting currency using the exchange rate
in effect at the transaction date.

Monetary items receivable or payabie in a foreign currency, meluding forward exchange contracts, are transtated at
reporting date at the closing exchange rafe.

Bxchange differences on foreign currency balances are recognised in the Staternent of Financial Performance, with
the exception of exchange differences relating fo items hedging brvestinents for foreign subsidiaries which am
laken direetly to the Foreign Currency Transiation Rescrve.

Derivative Financial Instruments

In the nommal course of business, transactions are entered inte involving derivative financial instroments in order to
manage TOWER's exposure to risk. These include foretgn exchange coniracts, swaps, financial fotures and
options. Insiruments not taken up as hedging transactions are vahied at market rates ruling at the reporting date.
The resulling gains or losses are recognised in the Statement of Financial Performance as Other [nvestment
Income.

Derivative financial instruments taken up a8 hedges dre accounted for on the same basis as related exposures.

Collateral is provided where necessary to cover the risk of the derivative financial instrument. Collateral will
mnelode cash, mortgages, debentures, oquitics and financial covenants.,

Translation of Financial Statements of Foreign Operations

Assets and Habilitics of independent foreign operations are translated at the closing raie. At balance date the
exchange raie used 1o {ransiale TOWER s Austratian subsidiarics was NZ$1.00 = A$0.9080 (2004 A$0.9348).
Revenue and expense ifemns are translated at a weighted average of exchange rates over the peried, as a surrogate
for the spot rates at fransaction dates. The rate used to transtale the resulis of TOWER's Ausiralian operations was
NZ $1.00 = AS0.9180 {2004 A30.8871). Exchange differences are taken to the Foreign Currency Translation
Reserve and recogrised in the Statement of Movemenis in Equity.

The financial staternents of integrated foreign operations are translated in the same way as if the underlying
iransactions had been entered into by the reporting entity itself,

Exchange differences on monetary liahilities designated as a hedge against investments in independent foreign
operations are taken to the Foreign Currency Translatton Reserve and recopnised in the Statement of Movements in
Equity 1o the extent that they are offset by fhe exchange differences on the net investments.

Statement of Cash Flows

The foltowing are the definitions of the terms used in the staterment of cash flows:

{a) operating activities include all transuctions and other gvents that arc noi investing or financing activities.

{b) Invesiing activitios are those activities relating to the acquisition, holding or disposing of property, plani and
equipment and of investments. Investments can include securiftes not fatting within the definition of cash.

{c) Financing activities are those activitics that result in changes in the size or composition of the capital strucrare.
This inciedes beth equity and debt not fatling within the definition of cash, Dividends paid in relation to the capital
structure are inciuded in financing activitics,

() Cash iz considered (o be cash on hand and current accounts in banks, net of bank overdrafts.
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TOWER LIMITED

STATEMENT OF ACCOUNTING POLICIES
For the year ended 30 September 2005

SUMMARY OF SIGNIFICANT ACTUARIAL METHODS AND ASSUMPTIONS - LIFE INSURANCE
BUSINESS

Policyholder Lisbitifies

Poticyholder liabitities for life insurance business have been determined in accordance with Actuarizl Standard 1.03
1ssucd by the Life Insurance Actuarial Standards Board for TOWER Australia and Professional Standard No.3
“Determination of Life Insurance Policy Liabilities™ issued by the Neow Zealand Socioty of Actuaries for TOWER
Life, TOWER Life {NZ} and TOWER Health & Life. The standards require thai the policyholder Habilities be
cateulated on the basis ol best estimate assumptions and in a way that allows for the release of planned margins
esventially 2% services are provided o policyholders,

The policyholder liability is the amount which, together with future preativms and investinent carnings, is cxpected
fo!

(it meet the payment of future benefits and cxpenses; and

{iiy provide for future profits.

Actuarial reports on poticyholder liabilities and prudential reserves are prepared for each period at the respective
batance dates. The Chief Actoary, Herwig Raubal, FIAA, FNZSA has caleulated policyhelder lisbilitics in Now
Zealand for TOWER Life Ltd, TOWER Life (NZ) Ltd and TOWER Health & Lifeltd, and the Appointed Actuary,
Tony Cook, FIAA has caloutated policyholder liabilities for TOWER Australia [1d. The actuaries are salisfied as io
the accuracy of the data from which the policyholder liabilities have beenr determined.

Valuation Approach
The profit carriers used Tor the major product groups in order 1o achieve the systematie release of planned margins
were as follows:

MAJOR PRODUCT GROLUPS METHOD PROFIY CARRIERS
Both Australis and Mew Zealand

Traditional participating Projection Cost of supportable bomties
Traditional non-participating, renewal and level term and Projection Expected Jdeath claims
mortgage repayment inswance

Annuitics Projection Expected annuity payments
Individuat lump sum life insurance risk (Hfe, temporary and  Projection Expected claims

penmanent disability and trawma) and disability income
protection msurance

New Zealand

Non-participaling investnent account Accumulaiion

Investment finked Accunlation

Group risk ingurances and renewable insurances Cash flow

Australia

Pariicipating investment account Projestion Cost of supportable dividends
Mon-participaling investinent account Projection Invesiment income
Investment linked - Stal Fund 2 Accumulation

Investment Hinked - Stal Fund 3 Accumulatien

Group risk insurances and renewable insurances Cash flow

Group salary continuance — open claims Projeciion
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TOWER LIMITED

STATEMENT OF ACCOUNTING POLICIES
For the year ended 30 September 2005

Bisclosure of Assumptions
The foltowing table summarises the key assumptions used in the caleulation of policyholder Habilities, together with notes on any
significant changes in the assumptions:

REQUIRED
ASSUMPTION

BASBIS OF ASSUMPTION

SIGNIFICANT CHANGES

Discount rates

The discount rates assumed in calenlating policyholder
ligbilitics were derived from the expected fong lerm

The discount rates used are as follows:

average rates of return for the relevant asset pools New Zealand Anstralin
based on & nevtral asset mix for each pool. Discount |oeptember 2005 3.6% w0 5.7%  29% t07.5%
rates assurned are net of taxation and investment: September 2004 3.5% to 56%  2.9% 10 74%
CXPERSeS,
Inflation A specific allowance for each country reviewed New Zealand. Australia

fannually. September 2003 2.0% 2.5%
Benefit indexation is before allowance for the September 2004 2.0% 2.5%
propostion of policyholders who take up indexation.

Benefit Indexation

September 2005 2.0% 2.8%

Septerahey 2004 2.0% 279,

Future expenses

Future maintenance expenses have been sot based on
experience anatyses conducted by the various
comparics 25 well as the actuaries’ expectations of
future expense levels.

Future investment cxpenses have been assumed o be
at the same percentage of assets uader management as
currenthy applics.

No significant changes in aggregate but changes in
{splifs between sequisition and maintenance cXpenses
and between policy types.

Rates of laxation

Raies of taxation have been assumed (0 remain at
current levels.

MNone

Mortality — risk
products

Standard mortality tables, primarily NZ97 in New
Zealand and JAB0-92 in Australia. These are adjusted
for company experience.

Mortality rates for TOWER, Life (NZ} were reduced
by between 5% to 10%. TOWER Health and Life
reduced its mortality assumption by between 10% o
20% for most products. Mortality rates for Fuaerat
Plan business sold through TOWER Australia were
unchanged

MoTiality —
annzities

Standard moriality tables, primarily PMLE0CI01n
Mew Zeatand and IMAFSEEG in Australia adjusted for
company experience.

Mertality improvements oun amnuitics for TOWER
Life {NZ) were increased for apges below &G by
between .75% and 2%.

Disability — lump
s

#tased on past reinsurer ¢xperience and adjusted for
differing product definitions. Some wholesale
schemes usc specific company experience.

Mang

Disabitity income

L3004 tables used in New Zealand and [ADE9-03
tablgs in Austratia. These are adjusted for company
experience, Specific company experience is used for
cerain wholesale schemes,

For TOWER Australia, incidence rates wore
unchanged, while termination rates werc increased at
medium to longer claim durations.
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TOWER LIMITED

STATEMENT OF ACCOUNTING FOLICIES
For the year ended 30 September 2005

REQUIREL:
ASSUMPTION  BASIS OF ASSUMPTION SEGNIFICANT CHANGES
Discontinuances  jDiscontinuance rates have been assumed to be TOWER Healih and Life reduced lapse rates on

consistenit with the experience of recent years. premivm payback polictes slightly, but increased
Assumet] discontinuance rates vary by sub-grouping  [assumed lapses on Funeral Plan by 30% in NZ.
within & class and vary accerding to the length of time
tranches of busingss have been in-force.

Surrender valuos  {Surrender vatues are based on the current practice of  [None
the various companics.

Rates of growth for jAusiralian unit Haked business is valeed using gross [ The gross rates of growth used are a3 follows:
unit linked businessirates depending on market conditions. New Zeatand . .
and Australian non-superannuation unif hinked New .&gaiand Ausiralia
business is valued on an accumulation basis. Septomber 2005 61% 10 8.2%  43% t08.2%

September 2004 6.1% 0 82%  4.5% 10 82%

Rates of futute Assumed future sppportable bonus rates included in [None
supportabie poticyholder liabilities were set such that the present
participating vatue of policyholder liabilitics, altowing for the

benefits sharcholders’ right 1o participate in distributions,

equais the value of assets supporting the business.

Distributions are spiit between policyholders and Mone
sharcholders with the valuation allowing for
sharehotders to share in distributions. The rate of
sharcholder participation assumed is generally at the
maxirmm atowable of 25% of the value of bonuses
distributed fo participating policyholders subject to
policy conditions.

Additional policy bonuses will emerge from the assots |None
representing policyholders” unvested benefils.

Folicy Acquisitian Cosis

Policy acquisition costs comprise the fixed and variable costs of acquiring new business, including commmission, advertising, policy
ssue and underwriting costs, agency expenses and other sales costs. Acquisition cests are recorded in the Statoment of Financial
Performance,

The actuary, in determining the policyholder liabilities, takes acconni of the deforral and future recovery of acquisilion costs,
resulling in poticyholder liabilities being lower and those costs being amortised over the period in wlvich they will be recoverable.

Basis of Bxpense Apportionment
The apportionment process adopted varics across the Hfe insurance companies. This seetion provides a general indication of the
methods applied:

(i} Expenses that can be directly identifiable and attributable to 2 particular class of business are not apportioned. Expenses
direetly atiributable to the erdinary and superannuation participating and non-participating classes of business are apportioned
based on appropriate cost drivers.

fiiy Comumission expenses that cannot be allocated to a class of business, for example volume bonuses, are appartioned an the
basis of new business and renewal commissions of sach class, allowing for limits implied by the bases of adviser remuneration.
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TOWER LIMITED

STATEMENT OF ACCOUNTING POLICIES
For the year ended 30 September 2003

{ii) Investment expenses are apportioned to the classes of business on the moean balance of assets under managoment.

(iv) Other expenses that cannot be aliocated to a particuiar class of business are appostioned to the ¢lasses of business based on
appropriate cost drivers, including number of new policics issucd and related premiums, number of new wnits in-force, mean
batances of assets under management, average number of policies in-force and time and activity based allocations.

Solvency Requirements
‘These are amounts required to meet actuarial standards to provide protection against the Impact of fluctuations and wnexpected
adverse circumstances on the life insurance companies,

The methodology and bases for determining solvency requitements are in accordance with the requirements of AS2.03 “Solvency
Standard” issued by the Life Insurance Acluarial Standards Board of Australia for TOWER. Ausiralia, For New Zealand
companies Guidance Note 5 “Life insurancs Cormpany Prudential Reserving™ issued by the New Zealand Society of Actuaries is
adopted.

COMPARATIVE INFORMATION

Certain comparative information has been restated so as to provide consistency with the cutrent year disclosures.

CHANGES IN ACCOUNTING POLICY

There were no changes in acoounting policy during the year ended 39 September 2005.
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TOWER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the yesr ended 30 September 2005

i, Fremiom income

Life insurance premivmes

Less: Deposits recognrised as an increase in policy Habilities
Life tnsurance premivms recognised as revenue

Goneral insurance preminms

Health insurance premiums

Less Reinsurance ceded
Total nef preminm incoma

% Investment income

Fixed interest

Interest

Reatised (losses)/gaing

Unrealised {lossesYgaing

Tofal invesfment income fram fixed inferest
Equities

Dividend income

Reahived gains/(losses)

Unrealtised gains/(losses)

Total investment income from equities
Froperty

Rents, inferest and recoveries

Realised gains/(losses)

Unrealised gains/(losses)

Total investment incomne from property

Change in excess of Directors’ valuation over net
tangible assets of subsidiavies owned by Hife insurance
companies

Recovery of previous uarealized writcdown of subsidiaries

Realised gains/(losses)
Unrealised gains/(losses)

Total other investment income
Total investiment income

3. Fee and other income
Continuing activities
Investment and management fees
Trustee services

Fund management foes

Other revenue

Total continuing sectivities
Discontinued sctiviffes
Investment and management (oes
Trustes services

Total discontinning activities

Total fee and other income

Graup Company
2008 2004 2005 2004
NZZ000: NZH0G NZSN0G NZFGO0
576,062 804,379 - -
{225,873) (478,861) - -
346,189 316,018 - -
186,134 174,134 " -
89,919 75,474 - -
622,242 575,631 - -
(106,557) {97,040 - -
515,683 478.591 - _
113,718 125,132 1,084 556
{4,146) {2.463) - .
33,300 {2,440% - -
142,962 118,219 1,086 356
56,072 34,704 . -
70,808 3,143 - .
142,444 109779 - -
269,324 167,626 - -
21,422 17,623 - .
11,385 4,504 - -
23,269 33,526 - -
58,074 55,633 - -
29,853 12,92 -
111,236
16,276 30,581 . 6,781
2,585 443 {1,168} 10
18.864 31024 (1.168) 6,701
517.07% 303,452 111,154 7.347
48,987 106,477 - -
- 52,722 - -
16,339 15,876 - -
141 o4 - -
65,487 175,134 - -
15,563 - - -
17,552 . - -
33,118 - - N
98,602 175,139 - -

MNaote {1) The 2004 Invesimient and Management foes and Trustes Services includes an amount of $52.1million and
$52. Tmillion, respectively, relating to Australian Wealth Managernent which was disposed of during 2005,
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TOWER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 September 283

Lironp Company
2008 2004 908 2004
4. Claims expense NZE000 NZ5000 NZE008 NESOGD
Iife insurance claims 561,429 811,098 -
Less: Withdrawals recognised as 2 decrease in policy {362,369} {623,539} -
fiabilities
Life insurance claims recognised as expense 199,088 187,550 -
General ingurance claims (refer Note 30 115,877 120,222 -
Health insurance claims {refor Note 30) 40,704 $1.4R88 “
375641 359,262 -
L.ess reinsurance proceeds received {63,848} { 77,236% -
Taotal claims experise 311,793 282,02 -
3. Policyholder liabilifies and Wfe inserance business
(a) Policyholder liabilities represeni:
Value of policy Hahilities - Projection Method
Future policy benefits 2,545,376 2332618 -
Future bunuses 222,245 197,030 -
Future expenses 657,406 615,636 -
Reinsurance 53,418 8,249 -
Fumare profit marging 377,829 313,661 -
Future premivms (2,672.849) {2,258 993} -
1,183,425 1,269,094 B
Vatue of policy fiabilities — dccumulation Method
Future policy bencfiis 2,430,454 2,192,349 -
Future charges for acquisition expenscs (215531} {205,498} -
2214923 1,986,851 -
3,398,348 3,195,945 w
Unvesied policyholder bencfits 95.713 86,995 .
Total policyhoider liabilities 3:494.861 3,282,940 -
Reconcilintion of movements in policyholder Habilities
Opening balance 3,282,940 3,420,987 -
Movement in Statement of Financial Performance 269,651 177,266 -
Deposits recogaised as an increase in policy liabilities {refer 229,873 478,861 -
note 1}
Withdrawals recognised ag a decrease in policy liabilities (362,369} {623,539} -
(refer note 4}
Other adjustments including foreign exchange 74,566 {170,635} -
Closing balance 3.494.061 3,282,940 -
{h) Analysis of life insurance resulis
Planned profil marging 35,728 35,550 -
Expericnce profits/{losses} {3,038} {11,465y .
Capitalised loss/{recognition} and reversal {2,620} {25} -
Investment carnings on assels in excess of policy liabilities
of hife companies 2873 12,056 -
Operating profit /(deficit) after tax attributable to
sharchoiders arising from the life insurance funds 50,943 36,179 -
{c} Policy requisition expenses - life insnrance business:
Commission 56,703 40,752 .
Oiher acquisition oxpenses 45,3060 34,783 -
{d) Policy mainfenance expenses - life insurance husiness:
Policy maintenance cxpense 141,347 125,808 -
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TOWER LIMITED

NOTES TG THE FINANCIAL STATEMENTS
For the year ended 39 September 2005

5 Policyhohier liaWilities and life insurance businesy (continucd}
{#) Sulveney requirements of 1ife funds
The minirum equily required o be retained to meet selvency requirerents over and above the policy Habitities for pach of the life insuranes companies in the Group
is shown below. The Sharcholder equity retaned in each of the life inssrance compandes exceeds these minimum requirements.

Solvency requirement

Represented by
Poticyholder Habilittes
Crther linbdities
Solveacy reserve

Bolvency requirement

Assets availsble to meet
slveney resenae
Salvency reserve

Fxeeas assets shove reguired

fequired soiveagy reserve

Covirpe ot rogired salventy
reerve

{(BA-
k100
o

TOWER Life (N7} TOWER Life TOWER Australin TOWER Health & Life
2005 2044 2005 20604 2005 2004 05 2004

NZ5000 NZSHE BZ5890 NZSHs NZIH00 WZSH0 NSO NZA000

3, X X " PR RNy ¥ :
811,933 502,661 5,678 2,991 2,732,046 2,531,081 {2,431} 3,364
38916 33,244 1 ART 2,184 76,380 §4,128 9773 9,538
12,452 6,085 551,800 467,593 $5.626 96,508 65 467 57,242
863401 T T 57133 42758 I KNIV 2N M T 77
61,521 57,304 642,355 316,984 748,129 204,240 70,541 63,647
12,552 6,085 567,890 467,593 85,626 26,508 63,467 57,242,
48,969 51313 4465 49,391 162,505 11732 5,074 6,408
1.5% 0.7% 7925.9% 5036.0% 3.0% 3.7% ¥91.8% 443.7%.
4.9 9.4 1.4 1.1 29 a1 11 |5
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TOWER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 September 2005

6.  Expenses and profit from operations

Included in total mansgement and ssies expenses are

the follawing:
Amortisation of deferred acquisition costs
Bad debts written off
Change in provision for doubiful debts
Depreciation:
Office cquipment and fumiture
Muaotor vhieles
Computer hardwars and software
Directors’ fees
Dronations
Fees paid to auditors’
Aundit of financial statements
Audit of trust acomnts
Other assurance related services

Neni-recurring or unusual ifgrs:
[mpairment - Compuler hardware and software
Restrueturing cosis

fncinded in financing cosis are the felowing:
Interest expense

7. Taxution

Profit before taxation

Income tax af the current rate of 33 conis

Taxation etfect of permanent differences:
Life insurance companies permanertt difforences
Australian non life insurance companies tax rate
adiustment
Write down of subsidiaries

Non lifo insurance companies pormartent differcnces

Taxation expense

Group Company
2865 2004 2008 2004
NZIG NZEG0 NZSU60 NZ3000

10,753 10,117 - -
. 46 - -
{114) (253} - -
2,748 2,492 - -
521 248 - -
6486 12630 . -
708 809 748 769
43 38 - -
2,642 2176 S0 50

- 373
304 158 . .
- 6,932 - -
3117 5,708 - .
16,131 14,663 6,081 -
149,162 105,209 95,942 4,122
49,223 34,719 33,601 1,360
17,925 18,613 - -
2 {524) . -
- - {36,708) .
{17,501} {2,3335) (1,261) (2,228)
49.64% 58,473 {6.308) {868)
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TOWER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 September 2005

The Group laxation expense includes both tax on Sharcholder profits and on retums attributed to policyholders,
The rates of mxation applicable to significant classes of business arc a5 follows:

Group
2005 204

% Y
New Zealand 33 33
Aunstralia
Ordinary life insurance business 30 kit
Sharcholders' funds k{H kiH
Superannuation business {via cstablishment of 2 Virtual
Pooled Superannuation Trust} i35 15
Immediate annuity and current pension business {via
segregation as Segregated Exemp! Assets) Wil il
Cther Regions

Farsuant to New Zealand lax law, tax at 13% is applicd against the taxable income of all non-Australian TOWER
controlied foreign entities and foreign branches except for the Solomon 1slands (35%;.

Groaup Company
2005 o4 205 064
NZ5600 NZS0 NZ5000 NS00

Amnalvsis of taxation
Current taxation 33,022 20,213 (6,308) (B68)
Deferred taxation 16,627 30,260 - -

48 649 59,473 {6.308) {868}
Moventents in deferred taxation assef
Opening balance 11,769 42,029 “ -
Market vaiue adjustments 617 {10,464} - -
Other adjusiments {17,244} {15,796} - -
Closing balance (4,858} 11.769 u -

The potential impaet of all cutstanding timing differences in respect of the eurrent and prior periods noi recognised
is $18.7 million, tax effect of $6.2 million (2004: $35.3 mittion, tax effeet of $11.7 mithien). Any subseguent
recognition of this tax asset will be substantially offset by an increase in policyholder liabilities, Australian capitat
tax losses not recognised is AUDSS7.1 million, net tax effect of AUDS$17.1 million (2004: AUDSS5.7 milton, net
tax effect of AULIS)6.7 million}.

fmputation Credit Acconnd

Opening balance 2,338 1,600
Transfer from Policvholder Credit Account . .
Attached to dividends reccived 12,865 42,008
Taxation paid 8.014 315
Attached to dividends paid . .
Other including transfers to Policyholder Credit Account {22,031 {40,985}
Closing balance 586 2338

The Group lmputation Credit Account reflects the impulation credits held by the Parent as the representalive member.
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TOWER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 September 2005

Group
2005 2004
MZ%a00 NZ30G0

Policyhoider Credit Account

Opening balance 14,000 27,911
Previous yoar's policyholder tax Hability {12,176) (24,805
Transfer to Imputation Credit Account “ -
Transfer from Imputation Credit Accoun 22.176 10894
Closing balance 24,000 14,000

The Policyholder Credit Account enables TOWER Life {(NZ) to satisfy the incomg fax liability on Pelicyholder
incorme for the year, The company does this by clecting to transfer impatation credits frem the Imputation Credit
Account to the Policyhiolder Credit Account subject to a number of tax mles.

The Policyholder tax Hability is based on actuarial caiculations whicl: are finalised afler yeur end. The balance in
the Policyholder Credit Account is available to meet any Policyholder tax liability.

TOWER Limited may elect to attach Australian franking credits on a pro rata bagis to any dividends paid after 1
October 2003, The credits arise [rom: payment of Australian tax by the TOWER Limitcd Group. These franking
credits may polentially be used by Australian resident sharcholders as credits against their Ausiralian fax Hability.
As al 30 September 2065 the TOWER. Limited Group has available Australian franking credils iotalling
AUDS27,542,725 (2004: AUDS27,408,595).

Group Company
2005 2004 2005 2004
NZSOG) MNEI000 NZ5080 NZ.5000
8. Accounis receivable
Reinsurance debiors 31,868 26,341 o -
Premitm debtors and trade recetvables 130,590 172,472 - -
Subsidiarics - - 326,924 403,75%
Other receivables 45,354 46,872 - -
Total accounts receivable 207,942 245,683 326,924 403,759
9. Investment assels
Fixed interest securities
(overament securities 304,922 562,450 - -
Local authority securitics 243,621 199,597 - -
L.oans on morigages 1,112 1,553 - -
Loans on policies 33,966 35579 - -
Short term deposits 688,252 550,843 - -
Other fixed inferest securitics 1,126,443 672,694 - -
Multi currency unit trusts 179,200 143,909 - -
Total fixed interest securifies 2577516 2,166,625 - -
Equity securities
Investments in equities' 906,939 850,086 - -
Multi currency anit frusts 677,417 601,738 - -
‘Total equity securities 1,584,356 1.451.824 - ~
pmpeﬁy”’ 355,458 393,718 - -

Mote (13 The majority of these investments are held in unit frusts.
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TOWER LIMITED

NOTES 1O THE FINANCIAL STATEMENTS
For the year ended 30 September 2005

Group Company
2005 2004 2005 2004
NZSO0G NZ$000 NZ5a00 NZ5000
9.  Investmeent assets (continued)
Oiher invesiments
Excess of Directors” valuation over net tangible assets of
subsidiaries 289,892 397,727 -
Peferred acquisition costs (Note 12} 0,343 69,620 . .
Investment in subsidiaries - - §52.653 441,717
Total other investments 360335 467.347 853 953 A41.717

Excess of Directors’ valuation over net tangible assets of subsidiaries comprises:

Life cappany subsidiaries:

TOWER Ausiralia Limticd 178,730 142,919 - -
TOWER Life (NZ) 20,291 19,131 - -
TOWER Managed Funds Limited - - - -
TOWER Health & 1ife Limited 70,915 80,856 - -
Bridges Financial Serviees Group Pty Limited “ 140,271 - -
TOWER Medical Insurance Limited 19,954 14510 - -

289.892 397.727 - -

Reconciliation of moveinent in "Excess af irectors® valuaiion over net tangible

asseis of subsidiaries comprises:

Opening balance 397,727 380,374 - .
Transfer o intangibles and goodwill - - - “
Transfer from mtangibles and goodwill - - - -
Revaluations of subsidiaries 29,853 22,920 - -
AWM Spin-off {soe note 32} {140,549) -
Other movements {2,014) 13,154 - “
Impact {ftom movement in forcign exchange 4 872 (18,721} - -
289.892 397,727 v -
1. Goodwill & Intangibles
Gooadwill
Goodwill {gross) ai beginning of year 175,563 175,563 - .
Accumulated amortisation at beginning of year {143,0624) {82,352} - -
72,539 83211 - -
Current year Amortisation {3,441) (6,749} - -
AWM Spin-off {sce note 32} {56,845) -
Irapact of Foreign Exchange 3,717 (3,923} - -
Unamortised balance at year end 15,978 72,539 - -
Comprising:
Goodwill {gross) 75,634 175,563 - -
Accumulated amortisation and itnpact of forcign - .
exchange {59,664} {103,024}
15,970 72,539 - -

Goodwill is amoriised over the peried of expected future benefit. Included in the above is goodwill on TOWER Asset Management
{MN2Z} Limited which is fully amortised and goadwill on TOWER Tnsurance Limited.
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TOWER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Far the vear ended 30 September 2605

11. Subsidiary companies

TOWER Limited holds its subsidiary companics under a holding comnpany, TOWER Financial Services Group
Limited. Al subsidiary companics have a balance sheet date of 30 September 2003. Principal trading subsidiary
companies at 3¢ September 2005 are as follows:

Mame of Company Holdings Wature of Business

a0as 2004
Incorporated in New Zealand
TOWER Asset Management Limted 160% 100% [nvestiment management services
TOWER Corporation Holdings Limited 100% 100% Management services
TOWER Finance Limited 1009 100% Issue of capital notes and bonds
TOWER Health & Life Limited 3% 0% Tern, disabitity and medical insurance
TOWER Insurance Limited 0% 100% Fire and goneral insurance
TOWER Life Limited 150% 100% Life inserance
TOWER Life {N.2.} Limited 100% 100% Life insurance and superannuation
TOWER Maraged Funds Limited 0% 100% Life insurance administration and

personal superannuation management

TOWER Medical Insurance Limited % 130% Medical insurance

Incorporated in Australis

Beacon [nvestment Management Services Limited 1B0% 100% [nvesiment management services
Bridges Financial Services Group Pty Limited" - 100% Master trust and {inancial planning
Financial Services Partners Pty Limited™ 0% 60%  Distribution company

TOWER Asset Management Limited {Auvstralia} 130% 100% Investment managetnent services
TOWER Australia [imited 0% 100% Life insurance and superannuation
TOWER Trust Limited {Australia)" - 100% Trustes Services

Note (1) During the year TOWER Limited disposed of its inferest in the Australian Wealth Management
companies (Bridges Financial Services Limited and TOWER, Trust Limited (Australiay), The spin off paverisc to a
523.0m profit in the Group which was reported through the Statement of Financial Performance. The overall
impact of this disposal was material to the Group (refer Note 37 for the impact on Nel Assels).

Note (2) During the year TOWER Limited sold the majority of its interest in Financiad Services Pariners Piy

Limited reducing its holdings io 10%. This gave rise t© a gain on sale of $0.5m which was reported through the
Statement of Financial Performance.

Group Coempany
20808 2004 2005 2904
NZ5000 NZE000 MNZ50{08 NZS0H)
12,  Deferred acquisition costs for nou-life
campanies
Operning balance 69,620 68,642 - -
Cosis deferred during the peried 11476 11,698 - -
Carrent period amortisation {10,753} {10,117} . -~
Clostag balance T.343 69620 - -
13, Proper{y, plant and equipment
Cast
Office equipment and furniture 30,144 35,905 - -
Meotlor vehicles 836 1,237 - -
Compuler hardware and software 89.473 120,067 - -
120,453 157,209 -
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TOWER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 September 2605

Group Campany
1045 2004 2905 2004
NZS000 NZE0D MZSUb0 NZS000

13, Property, plant and equipment (continued)
Less accumuiated depreciation
Office equipment and lurmiture 23,737 29,343 - -
Motor vehicles 3 901 . -
Comguter hardware and soffware 81,140 98,364 - ~

103.580 128 608 - -
et book value 14.873 28.601 - -
Split by Class:
Office equipmicnt and furniture 6407 6,562 - «
Muotor vehicles 133 336 - -
Computer hardware and software 8333 21,703 - -
et book value 14.873 28,601 - -
i4.  Accounis payable
Trade payables 114,773 134,089 1,184 1,186
Holiday pay 8,725 9,734 - -
Provisions {other than insurance provisions) 1,695 2,079 - -
Accried investment purchases 274,041 218,049 - -
Othier payables 18,505 27,599 - -
Subsidiaries - - 67,204 -
Total nccounts payable 412.73% 391,550 68,388 1,186

As at 30 September 2005 acenued investment purchases include a centracted forward seftlement for $163.3 million
of Government stock (30 September 2004 $158.2 million). The asset is recognised under Govemmont securitics
within note 9,

Restrueturing provision

Opening balance 866 3,541 . -
Additions 733 876 - .
Amount nsed {(866) (3,551} - “
Closing balance 733 866 - -

This provision primarily relates 1o the cost of redundancies. These amounts are expected to be settled within one
year,

Excess lesse provisicn

Opening balance 1,213 2,571 - -
Additions 38 38 - -
Amount used {289} {1,3%6) - -
Closing balance 962 1,213 - -

As a result of Group rationalisation ceriain office accominedation leased by the Group eompanies is no jonger
required. The amount recognised as a provision reflects the net present value of the future obligation of the Group
in regpect of these leases. These amounts are expected 1o be settled within Gve years,

Taotal Provisions 1,698 2079 -
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TOWER LIMITED

NOTES TO THE FINANUCIAL STATEMENTS
For the year ended 30 September 2605

Group Company
2008 2004 5 2004
NZgoe NZ3G00 NZS03D NZ$OHG

15, Borrowing
(i) Senior Ranking Borrowing
Overdraft 2,893 2,060
Orther borrowing - 8,550

2,893 10,610

Oiker borrowings as af 30 September 2004 comprised a long tem loan facility within Financial Services Partners
Pty Limited that was partially dravwn down. The holding in Financial Scrvices Pariners Pty Limited has been
reduced o 0% and as such the entity is no longer consolidated.

(it} Capital Bonds/Notes

Capital Bonds 125,000 125,000
Capital Motes 75,000 73,000
206,000 200,008

Capital Bonds

On 19 March 2002 TOWER Finance Limited, a subsidiary of TOWER Limifed, issucd a prospectus offering §125
miltion of vesecured, subordinated Capital Bonds {the Bonds). The issue was fully subscribed. The Bonds are non-

cumulative debt securities of TOWER Finapee Limited, and are convertible into TOWER Limited Shares in
certain circumstances. TOWER Limited provides a subordinated gugrantee for (hese Bonds.

On the first election date of 15 October 2007 a Bondholder may elect to

1} retain some or all of the Bonds at the new interest rale and/or

21 request the company to sell some or all of the Bonds at the issue price on the election date using the resale
lacility established by the company for that purpose.

The Honds had an issue price of $1.00 and interest will be paid quarterly in arrears at a fixed rate of 8.75% until
the first election date of 15 Gotober 2{07. Inicrest on the Bonds will be paid i priority to dividends paid on
TOWER Limiled ordinary Shargs.

In eertain circumstances, bondholders may require that some or al of their Bonds be converted into TOWER
Limited Shares:

1} on any election date but only in respect of any Bonds which the Bondholder requested TOWER Finance
Liraited sell but whichk were not sold throngh the resale facility at the issue price; or

2y ifa Takeover {as defined in the Capital Bonds Trust Deed) of TOWER Limited occurs.

TOWER Finance Limited may also convert alf Bonds on issue into TOWER Limited Shares:
11 on any clection date

2}y where the TOWER Finance Limited Board resolves that a change in law or the application or interpretation of
any law risks exposing TOWER Limited to more than a negligible increase in costs (including for example tax} or

impose unacceplable additional requirements iy respect of the Bonds; or
3} where the aggregate issue price of Bonds on issue is less than $30 millien.

Funds raised from the Bond issus were used to repay senior ranking borrowing,
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TOWER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
¥ar the year ended 30 Sepfember 2005

Capital Notes

On 18 June 2004 TOWER Finance Limiied, a subsidiary of TOWER Lirnited, issued 2 prospecius offering $63
million of unsccured, subordinated Capital Notes {the Notes} with an additional $15 million over subseription
permnitted. $75 million was subscribed. The Notes are non-cumulative debt secarities of TOWER Finance Limited,
and are convertibie into TOWER Limiticd Shares in cortain circumstances. TOWER Limited provides a
subordinated guarantee for these Notes.

The Notes had an issue price of $1.00 and interest will be paid quarterly in arrears al a (ixed rale of 8.65% until the
first election date of 15 Ociober 2009, [nterest on the MNotes will be paid in priority to dividends paid on TOWER
Limited ordinary Shares,

On the first election dale of 15 October 2009 a Noteholdsr may clect to either:

1) retain some or all of the Notes on the now conditions;

2) convert soine ot all of their Notes to TOWER Shares {dependant on the approval of Shareholders)
Tiespite a Noteholder's efection, on the election date the company may elect to redeem or purchase for cash some
or all of the Notes af their issue price together with interest due. [fit wishes to only redeem or purchase part of the
Notes, it must do o on a pro-rata basis.

If Noteholders are unable to convert Motes 1o TOWER Shares, the company will elect whether to compulsorily
redeem or purchase Notes, or deem the Notes rolled over for a further peried of not more then two years at the
market rate.

Al the end of that period, notcholders may:

1) reguire the company to redeem or purchase some of their Notes; or

2) accept aew conditions to apply 1o some or all of their Notes.

Funds raised from the Note issuc were ased to fully repay senior bank debt.

Maturity Analysis

Effective 08 Effective 2004
Interest rate NZ$O0 Inferest rafe NZS000
Maturing within 12 months 8.00% 2,893 B0 2,064
Maturing 12 to 24 months - - - -
Maturing 24 (v 36 months 8.73% 125 000 - »
Maturing over 36 months R.65% 75,000 B.25-R.75% 208,550
202,893 210.610
Group Campany
2008 2604 2605 2004
NZSO0D NZ5000 NZS0060 NZ3400

6.  Imsurance provisions
Unearned prenviums - fire and general 86,796 83,616 - -
Unesrned premivms — health and disability 14,054 12,202 - -
Outstanding clahins — fire and gencral 66,300 63,402 - -
Ouistanding clatms — tife, health and other 75,681 78,728 - -
242837 237448 - -

17, Other liabikities

FuturePlan Debenture 18,413 17,404 - -
Qther 8,078 11,877 - “
56,49!. 2‘}3281 - -

TOWER Life {NZ} Limited has issued a debenture to the TOWER FuturePlan. The debenture is maintained as a
separate fund within TOWER Life (NZ) Limited. Interest on the debenture is directly linked to the investment
earnings of this fund. The debenture has no fixed repayment torm,
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NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 September 2005

Group Company
2005 2004 2005 2004

NZS009 NZS0AG 75008 NZ$000
18.  Sharcholders’ equity
Equity share capitsl — ordinary shures
Opening balance 1,849,340 081,186 1,040,340 1,035,940
Shares 1ssued during the year 2,422 4,400 2422 4,460
Sale of TOWER Limited shares held by subsidiaries™ - 54,754 . -
Cancellation of TOWER shares {for issue of equivalent (130,990% - (130.,990) -
Avusiralian Wealth Management Limited shares)
Closing balance 911772 1,040,348 911,772 1.840.346
Hepresented by:

Number of shares on issue Number of shares o1 jssue

Fully paid Shares
Opening balance 412,418,208 400,051,740 412,418,208 449,819,692
New issues 1,730,000 2,598,516 1,735,660 2,598,516
Caneelled on issue of Australian Wealth Management (55,080,099} . {55,680,099) -
Limiiled shares
Sate of TOWER Limited shares held by subsidiaries™ - 9,767.952 - -

358,468,100 412,418,208 358,468,100 412,418,208

Alt Shares rank equally with one vote attached to cach share.

Note (1) In December 2603 all TOWER Companies holding Shares in TOWER Limited, sold these invesiments. This resulted in a
$54.8 million increase in share capital,

Grounp Company
2005 2004 2005 2004
NEZSOH0  NZ§000 NZ$000 NZS000

Reserves

Foreign currency translation reserve {30,063} {94,274) - .
Retained Earnings

Opening balance (157,322 {173,169) {194,761 £199,751)
Net surplusf{deficit) aftcr taxation 07,828 54,593 162,250 4,990
Reclassification of Foreign Currency Translation {14,200} - - -

Reserve relating 1o the sale of Australian Wealth

Management Limited

Reclassification of Foreign Currency Translation {9,840} - . -
Reserve relating to the repayment of Transtasman [nter-

company loan

Treasury stock adjusmment - (38,746) - -
Closing balance (84,134} {157,333 {9251 1) {194,761}
Minarity Interests

Dpening balance 7,658 37 . -
Financial Scrvices Pariners Pty Limited - 5,131 - -
Mational Pacific Insurance Limited (Samoa) - 2,387 . .
Other including impact of foreign exchange iy {6) - -
Share of surpluses in subsidiaries 1,685 143 . -
Sale of Goldridge - 7N - .
Sale of Financial Services Partaers Pty Limited {6,294} - - -
Closing balance 3,165 7,655 - -
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19.  Finsacial instruments

Muatnrity Analysis of Monetary Assets and Liabilities — Group

2005

Government securitics

Lacal suthority

Loans on mortgages

Loans on poticics

Short term deposits

Other fixed interest securitics
Rulti currency unit frusls
Total assets

Capital Bonds
Capital Notes
Gther borrowings
Total Habilities

2004

Government securities

Local authority

Loans on morigages

$.0zns on policies

Short term deposits

Other fixned interest securities
Multi currency unit trasts
Taotal assets

Capital Bonds
Capital Notes
Other borrowings
Tatal Habilities

All other interes! insensilive monetary assets and liabilities are duc or payable in 0 - 12 months

Fair Value of Financial Instruments

Effective 6-12 12-24 2460 Over 68
Inferest maonaths manths nionths months Totad
Hate MEIONY NZ$H0 NZ$0G0 NZ$HH MRESHOD
6.18% 8,695 4,545 6,976 284,705 304,921
5.40% 4,546 4,152 52,410 182,514 243,622
7.30% 184 GG 410 428 1,112
10.00% 22,497 3,527 3,527 4414 33,965
5.30% OR7402 850 - . 688,252
5.58% 200,198 186,148 380428 378640 1,145,414
{60,230 - - - 166,230
1,183,752 199,312 443,751 /EG,7H1  2,377.516
8.75% - - 1250600 - 125,000
8.65% “ - 75,600 - 75,600
2.00% 2,593 - - - 2,893
2,893 - 206,000 - 202,853
Effective 0-12 11-24 24-60 Over 60
interest montis mginths months months Totat
Rate NZSO00 NZ5009 NZE000 NZF000 NZ$040

5.48% 25,344 4342 51,544 4BYO20 562,456
6.659% 18,392 20,503 76,482 84,220 169,567
8.75% 423 127 349 454 1,553
10.00% 3.49%4 4 4 1,677 35,579
5.32% 550,476 - 213 154 550,841
6.30% 132,180 61,869 302,609 176,036 672,694
143,909 - - - 143,904
905,218 EA LT 431,401 742,951 2,166,625
8.75% - - 125,000 - 125,000
B.65% - - - 75,000 75,000
8.0%-8.3% 2,060 - - 8,550 10,610
2068 - 125,000 $3,550 210,680

Capital Bonds are carried or the balance sheet as at 30 September 2005 at the historical cost of 3125 mittion, This
compares to the fair value of $126.Tmillion (2004: $125.8 million). Capital Notes are carried on the balance sheet as
at 30 September 2005 at the historical cost of $75 million. This compares to the fair value of $76. 7million (2004

$75.8 mitlion},

Alf other financial assets (other than investments in subsidiaries) and labilities are recorded at values which

approximate fair value.
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19, Financial instruments {confinued)

Foreign Currency Benominated Asset sand Liabilities

Assets and Habilities not hedged Group
As at 30 Septemnber 2005 Assets Lishilities Net Exposure
NZS000 NZS000 NZS000
Exposure to Australian dollars 3,572,538 2,885,466 687,072
Expoesure lo other currencics 73,763 52,881 20,884
Ag at 30 September 2004 Assefs Liabilities Net Exposare
NZ3008 NZS000 NZEOO
Exposure 1o Ausiralian doflars 3,394,934 2,674,602 720,332
Exposure to other currencies 65,635 49,057 16,578

Conecentration of Credit Risk
Concentrations of credit risk avise where TOWER is exposed to the risk that a party inay full {0 discharge an
obligation. The only significant concenteations of credit rigk are ouilined below.

Group Caompany
2005 2004 2088 2004
Carrying value Carrying value Carrying Carrying
vaine valne
NZS000 NZS000 NZSGO NZ3H0

Australian government 17,524 230,052 - -
MNew Zealand government 287,398 332,452 - -
Subsidiaries - - 326,524 403,759

Additionatly, TOWER has normal clearing house ¢xposures associated with dealings through recognised
exchanges and financial intermediaries.

Management Policies

Interest Risk

TOWER manages interest risk arising from external borrowings in accordance with the Board approved freasury
policy. This poticy allows for the use of interest rate swaps. As at 30 September 2003 and 30 September 2004
there were no inlerest rate swaps in place.

TOWER manages interest risk arising from its interest bearing investments in accordance with Board approved
policies based on interrational assel management practice.

Credit Risk

Al activities which result in credit exposure for TOWER are subject to credit iisk puidelines. These guidelincs
have been prepared on the basis of pradent international asset management practice. Regular reviews are
conducted to ¢nsure adherence to these policies,

Curreney Rivk

TOWER"s Board scts limils for the management of currency risk arizing from its investments based on prudent
international asset management practice. Regular reviews are conducted to ersure that these Hmits are adhered
. Inaccordance wilh this policy, TOWER dozs rot edge the currency risk arising fram fransiation of the
lirancial statements of foreign operations.
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Groug Company
2605 2004 2045 2004
NZS000 NZE00H NZSH00 NZS090

0. Operating leases
Rent paid under non-caicellable operating loases
during the vear 6,497 9,795 “ -
Rent payable under non-vanceliable operating leases to
the end of the lease terms are:
— Not later than one year 1,919 9,809 - -
— Later than one yeer and not later than two years 6,658 7.438 - -
— Later than two years and not later than five yoars 14,327 15,443 - -
~ Laier than five years 9,500 2,698 - -

38,404 35,388 - -

21. Reconcifintion of nef suvrplus/{deficit) with net cash figw Trom operating activities

MNet surplusi{deficif) 97,828 54,593 102,250 4,994
Add/{iess) nen cash kems
Depregiation G, 755 15,370 - -
Write-off capitatised expenditure - 6,932 . -
Amortisation of Goodwill and intangibles 3,441 6,749 - “
Movemens in deferred acquisition costs (1,611) {1,578) - -
Clange in policyholder liabilities 136,309 (5,288) - -
Thnrcalised (gam)/doss on fxed interest {31,705} 3,334 - -
1nreatised (gain)toss on equities {14%,752) {109,779) “ -
Unrealised {gain)ioss on property {23,269 {33,526) - -
Unreatised (pain}ioss on other {26,853) {23.023) (111,236) {6,781}
Reatised {gain}loss on subsidiarics {23,045 - - -
Increase/(decrease) in deferred taxation 16,627 34,126 - -
4,725 {53,000) (8,986} {1,791%
Add{(less) movements in working capital relating to
operating sctivitles
{Inerease)/decrease in accoums receivable 16,822 {94357 - {10%
Increase/(decrease) in accoums payabic 17,812 (3,828) - 273
{Increase)decrease in taxation 32,615 29,031 {6,455} -
67,349 15,746 {6,455} 263
Wet cash inflows/(ourfiows) frem operating 72,074 {37,344) {315441) {1,528)
activities

22,  Coniingent liabilitles

Cluarantees have been given in respect of the Capital Guaranteed Fund of the TOWER FuturePlan and the
capital of the TOWER Morigage Income Trust, Additionally, TOWER guarantees cerlain funds managed by
TOWER Australia and TOWER. Life (N2}, as referred to in Note 28 Guaranteed Relurns or Funds Invested —
Life Insurance Companies.

The company has guaranteed extemnal debt issued by a subsidiary company totalling $200 miltion.
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13, Capital commitments
Commitments for capital expenditure not otherwise provided for in the Financial Stateraents:
Group Company
1603 1004 20063 2004
NZIGU0 NZ3000 NZE00i) NZ3000

Computer, software aind supporl services - 200 - -

34, Transactions with related parties

The majority of TOWER’s related party transactions resuli solely from normat dealings of entities in their
capacity as a financial services provider, trustee or asset manager and are therefore not recorded in 1lus nete.
Shares and other financial securities have been traded between TOWER, its subsidiatics, unit trusts and
superammation furds where TOWER or its subsidiaries have an interest. Trade amounts owing between related
patties are payable under normal commercial terms.

Subgidiaries and associates
During the year there have been fransactions between TOWER Limtied, its subsidiarics and associates which
have been conducted on a commercial basis. The transactions from the Parent's perspective comprise:

Hos 2004 205 24
NZEO0 NZ30060 NZS60) NZ5008

Crperating costs - - 2,985 3,144

For balances outstanding at year end refer to Nete 8. These balances are non-interest bearing,

TOWER Share Options

AWM separation - Due to the soparation of Australian Wealth Managemeni Linnted from TOWER Limited in
Febroary 2005, the number of options on issuc al the time of the separation and their exercise price were
adjusted in accordance with the terms of the option scheme and ASX and NZX Listing Rules. This required that
benefits conferred on option holders by the granl of options remained, as far as practicable, the same after the
capiial restruciure as before it. With ihe ensuing reduction in options, the exereise price per option was reduced
from NZ$1.53 to NZ51.40 for options issued fast year under the TOWER Executive Share Option Plan.

The exercise date and ¢xercise peniod of the options remains unchanged for those executives who were not
AWM exceuatives (the exercise period begins on ¥ Aprif 2007 and expires 31 March 2010},

TOWER's Board considered a new gxercise period for AWM oxecutives was appropriate as the AWM
executives had no choice bur o leave the TOWER Group. They were granted a new exercise period
commencing on the day AWM listed on ASX, expiring 90 days later. During the exercise pertod, 1,730,000
options previously granted to AWM execulives were gither exercised or tapsed.

Retired Group Managing Directar - Ex Group Managing Director Keith Taylor had previousty been granted
options under the Senier Execatives Share Option Scheme. Following the AWM separation, the exercise price
of liis options were adjusted from NZ$1.39 1o NZ$1.23, with the number of options dropping from 1,500,000 to
1,297,500, The options vested when Mr Taylor's ceased employment with TOWER and could be exercised
during the 90 day period starting on 30 September 2005,

New Essue of options -~ During the year 4,871,500 options have been issued to senior exceutives under the
existing TOWER Executive Share Option Plan. The exercise price is NZE2 13, with the options granted in two
{ranches with two exercise perieds o encourage improved performance over time. For the fivst trapche, the
exercise period beging on 9 August 2008, while for the second tranche the exercise period begins on 9 August
2009,

Total options on issue at 30 September 2605 (incliding to Kelth Tayler) were 11,306,757 (2004: 12,839,603).
Transactions with Directors

Directors hold various policies and accounts wilh TOWER Group companies. These are operated in the normat
course of business on nonmal customer ferms.
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15, SEGMENTAL REPORTING

Business Segments Savings & Rigk Agset Trustie Other'” Fatal

Tovestment  Enspramce Management Services

NZ§000 NZSU00 NZSU0 NZ5600 HLS000 NZ3H08

2005
{Operating marging including
revaluation of life insurance
subsidiaries 29,885 9,28% 1,783 1,345 41,674 83,146
Investment refurn on Sharcholder
capilal 17,504 4,720 264 123 1,371 23978
Financing costs - - - - {8.296) {92061
MNet (deficitysurplus after taxation 46,589 14,019 043 i,418 33,749 97,818
Total revenue 162,931 365,729 24,303 17,881 20521 {131,365
Tolal assets 4,412,183 443,666 8438 - 300932 5,164,619
Asseis under management/advicd” T.672,344 443,066 212,438 - 300932 1528780
24
Operating margins including
revahiation of it insurance 18,148 8,167 2,780 4,232 8,009 41,334
Invesiment retum ont Shareholder
capital 16,672 3,78% 222 116 2,935 23,10
Binancing Costs . " . - {5,884) 19 184
Net (deficitysurplos after taxation 34,227 11,9586 3,002 4,348 1,060 54,583
Total reverue 703,952 273,168 24,361 33,683 {7,583 1,047,182
Tortal assets 4,192 624 394,576 5818 38,243 314,567 4,948,228
Assets nader management/advice 11,866,169 394,576 2,048,434 2,819,747 314,567 23,443,453

Naote: (1) Crher includes parent company assets, head office expenses, fnancing costs and eliminalions.

{2) Tie reduction i assets under management/advice iz due to the disposal of Australian Wealth Management, which
had assets under management/advice of $14,149.1 million as at 31 January 2665,

{3) Total Revenue for Savings & Investment and Trustee Services includes an amount of $69.6 million and $33.7

mitlion, respectively, relaling to Australian Wealth Management which was disposed of during 2603

{4) Total Assets for Savings & Investnent and Trastec Services includes an amount of $180.0 mitlion and $38.2

million, respectively, relating to Australian Wealth Management which was disposed of duriig 20038

{3) Assets under mamsgement/advice for Savings & Investment and Trusice Services includes an amount of $4,394.8
million and £8.819.7 million, respectively, relating to Australian Wealth Management which was disposed of during 2005

Grographical Segments Tota] Revaluations  Adjusted  Netsurplus Total  Assets Under
Revenue and Profif after  after Tax Assets  Rianagement
amortisstions tay
NZSOH NZS000 NZSO0G NZ3080 NZ5000 NZSGon
2505
Mew Zealand 405,920 {5,150 11,194 241 1318316 6,250,318
Australia 685,413 31,876 39,631 91,08% 3,572,538 4,204,607
Ciher 36,632 - 6,528 6,528 73,763 73,765
Total 1,131,363 26,726 57,333 97838 5164619 10,528,780
Geopraphical Segments Total Revatuations  Adjusted Netsurplus  Total  Assets Under
Reveaue and Profit after  after Tax Assets  Management
anortisations tax
NZSOH} NZ3(D0 _NZSOUH NZSa6o NZS000 NZggon
2004
Wew Zeatand 376,088 6,033 11,764 19,606 {487,659 6,142,614
Page 3}
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Australia 643,886 6,463 36411 3L13% 3,354,934 16,391,204
Orher 27,208 - 3848 3,848 65,635 65,635
Total 1,047,182 12,560 51,4022 54,593 4948008 12500453

Note: ¥ Excludes financing costs, revaluations and amartisations
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15, BEGMENTAL REPORTING (Continged)

There are no significant infer-segment revenues.
Amortigation relates o the amoriisation of in-fores buginess and goodwill.
Revaluations relate to the chaage in the net market value of subsidivries of the life insurance companies,

Dreacription of segments

Savings and Investment includes 13 insurance and retail wealth management services

Risk Ingurance inchides fire and general inserance and health and income protection services

Asset Management includes the management of wholesale assets for extemal clisnts

Trustee services includes estate planning, administration of deceased estates and trastee administration and agent
services.

16, DISTRIBUTIONS TO SHAREHOLDERS

No dividends were paid duging the year ended 30 September 2005 or 30 Sepiember 2004,
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27, Dhsclosurse on Assel Restrictions, Managed Assets and Trustee Activities

Restrictions on Assefs

Investments and other assels held in each of the life insurance companies can only be used 1o meet the Habifities and
expenses of that company, to sequite investments to further the business of the company or as distributions fo
Sharcholders. Distributions may be made to Sharebolders only when solvency requireinents are met and sufficient
equity rerhatns for the onguing operation of the business.

Managed Assety

TOWER conducis investment and other fiduciary activities that resul in the holding or placing of assets on behalf of
individuals, managed funds, trusts, Tetirement beneftt plans and other institutions. These asseis are not the property of
TOWER. and accordingly are not included in these financial statements,

Tlie vahue of sssets subject to funds management and other fiduciary activities were as follows:

Group
S 2004
NZg000 MZE00H)

Superannuation funds 1,342,493 3,308,413
Unit trust and group investment funds 961,049 1,069,764
Trustee administered funds - 4,845,338
Mustaged investraent funds 3360619 937L71H

5,364,161 18,495,223
Assets on Staternent of Financial Position 3,164,619 4,948,228
Total Assets Under Managemeni/ Advice {6,528,780 23,443,453

Amangemenis are in place to ensure that the asset management activittes of these funds
continue 1o be managed separtately lrom TOWERs financial services and life insurance

The reduction in assets under managementadvice is due 1o the disposal of Australian
Wealth Management, which had assets under management/advice of $14,148.1 million

8. Guaranteed Returns on Fands Invested — Life Ingurance Companies
TOWER or its subsidizries guarantee capital contributed by policyholders together with any declared dividends for
the following fands. At balance date the net assels of these fands were:

Hos 2004
NES000 NS

TOWER Life (NZ}

Capital Preservation Fund 66,450 71,053
Capital Protected Plan 12,335 14,425
VITAL 2,507 3,674
Total 42,482 §9,157
TOWER Australis

Siamtory Fund 1 157,946 176,920
Statutory Fund 2 2,802 3,266
Siatatory Fund 3 79661 86,2635
Tatal 240,403 266,451
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29, Imvestment Hoked and Non-investment
linked Business of Life Insurance Companies

Group Ciroup
Investment  Nog-investment  investwient Mon-
Hnked lindzed finked investmeni
Hnked
2605 08 2004 2004
NZS000 HLE00 NZS000 NEZOB
Investment assets 2,147 445 2414267 1,872,854 2,368,238
Other assets TR 111,73% 7,104 50,043
Policyholder liabililics {2.074,204) (1,324,143)  {1,848,348) (1,347,597}
Other fiabilities {30,724) (2184243 {10,7971 {192,097}
Net assets 43,397 983,435 A0R7% §70.587
Retained earnings W W { is,%ﬁ) %ﬂ%
Net premium income 13,852 247,227 19,780 224,194
Investment incoms 204,156 177,303 230,254 118,845
Claims expense . {148,510 - (125734
Other operating expenses (45,47%) {174,130} {33,381 (151,575
259,629 109,890 196,651 65,723
Change in policyholder Habilities (235013 £31.034) {185.761) §,495
Operating surplus/(deficit) before taxation 31,615 78,856 10,840 74,218
Taxation expensef{credity 28,077 29,452 17,823 31,106
Ciperating surpius/(deficit) after taxation 1,539 49.404 (5.937) 43112
Group Company
2005 1004 2005 2064
MESON0 NZ$080 NZZOOD  NZJ00%
30, General and health insurance business
(a) Analysis of geneval and keslth insurance operating resuit
Premivm revenus 276,053 249,613 - -
Qutward reinsurasice expense {17,634) {14,843) - -
Net premitm incomi 258,419 234,170 - -
Clairs expense 176,581 170,783 - -
Reinsurance recoveries {5,208) {15,299) - -
Net claims incerred 171,372 156,404 - -
Acyuisition cosis 435009 43,662 - -
Other underawriting expenses 58,377 42,307 - -
Underwriting resuit (8,339 {7.603) - -
Investment inconie from general insurance
Investment Tevenue 22,137 18,660 - -
Investment expenses {5963 {2213 - -
Investwient income 21,541 18,439 - .
{perating surplus before income tax 13,362 10,836 - -
() Analysis of expense claims:
Gross claims incurred were in respect of events
DeCHITING during:
Current finanecizl year 175,923 171,189 .
Previous financtal yeurs 458 514 - -
Total Gross Claims 176,581 171,703 - -
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30.  General and health insurance business (Confinued)

Group Company
2% 2004 atlik] 2004
NZ3000 NZSH0} NZE000  NZ5004
Chatms incurred net of reinsurance recoveries
were in respect of events occurring during:
Current fingngial year 176,599 £55,833 -
Previous financial yeurs 772 574
Tutal Net Claims 171371 156,404 -
(e} Ouistandiag claims
Gress outstanding claims provision including
prudential margins and clatms settlement costa 122,153 145,369 -
Discount 1o present value {4,209 16,247 -
Total owtstanding claims 17,944 99,122 =
Reinsuranie recoveries on outstanding claims 7885 32,908 -
Discount to present value 542 12,478 -
7343 20,530 -
Cuistanding claims net of reinsurance recovernies:
Current 92,755 69,955 -
Mon-curent 7.846 8,647 -
110,601 8,002 -

{(#) Assumptions adopted in caleulatior of general insurance provisions
The fong t3il claims provisions have been assessed having regard o external actianal assessments,

Now Zealand and the Pacific Islands — P. Davies, B.Bus.Sc, FIA, FNZSA, AlA, AlAA.

The external actwarial assessments are in accordance with the standards of the Societics
of Actuaries in New Zealand and Australia. The Actuary was satisfied as to the natwe,
sufficiency and accuracy of the data used to determine the cuistanding ciaims Habilities,

205 2004
- inftation rates varied from £.5% 1o 805 1.5%% 10 6.5%
- Discount rates varied from 4.0% to 7.0% .05 10 9.0%

The weighted average expected term to settlernent of oulsianding ¢laims from balance
date ig estimated 1o be:

- Short tail claims within 1 year within { year

- Long tail clatms i the Pacilic Tslands 1.6t 26years 21103 years
-Australian long iail claims 6.0to 7.6 years  lully reinsured

- Inwards reinsurance in excess of 10 yesin excess of 18 years

{£) Insurer flpancial strength rating
TOWER Insuranee Limited hag in insurer financial strength rating of “A-" {Excellent) issued by AM Best Company
Limited.

TOWER Medical Ingurance Limited has not obtained & credit rating,

() Refnsurance programme

Reinsurance programmes are structured to adequately protect the general insurance companies’ solvency and capital
positions. They cover per risk and evend losses in each conniry, including 2 major Wellington earthquake, assessed

as the worst possible scenario. Large globel companies and major Lioyds syndicates sccount for the majority of the
programme and are all of bigh quality. Reinsurers’ security is regubarty reviewed.
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31.  Earnimps per Share

Group
208 pitiil]
Earnings per Share has been calculated as follows:
Net surplus/{deficit) after taxation (NZ$600) 97,828 54,593
Weighied average fully paid equivalenl shares 378,018,429 408 461,554
Basic zarnings per Sharc (cents per Share} 2588 13.37
Basic earnings per share on continuing activities 1830 1337

32, Significant Eveuts
Spin-off of Austrafian Weslth Management (AW} businesses

During the year, TOWER Limited {TOWER) separated and listed on the Australian Stock Exchange (ASX), its
Australian Wealth Management business.

Key mansactions were as follows:

- AWM purchased Bridges and TOWER Trust for AS250 million, in exchange for 128 million A$1 shares and a cash
payment of A3130 miition,

- These 120 million shares in AWM were transferved to existing TOWER shareholders and, in consideration, an
equivalent value of TOWER shares held by existing TOWER sharcholders was acquired and cancelled.

- AWM was Histed on Ute Austrahian Stock Exchange.

- AWM underiook 2 capital raising of approxinsately AT130 miflion, by way of an entitlements offer of additional
shares in AWM, fo fund the cash payment to TOWER.

- Following the scheme and completion of the capital raising, TOWER has no equity or any other interest in AWM,
The financial impaet on TOWER is shown i the table below:

Financial Wet Assets
Performance

Alm Akm
Zale Proceads 250.0
{ess Carmying Valug (223.3)
Less coats of separalion {5.6}
Gain recogrised on distribution of
shares
- Afm 21 21.1
- NZ%m 234
Distribution of Ausiratian Wealth
Management sharss (1200}
impact on Ne Assefs
ASm (98.9)
-NZ§m (1073

% The A$120.0 million distribution of shares converted to NZ $130.99 mitlion using the exchange rate af the date of
{he transaction.

A 514.8 million reclassification of the foreign cumency transtation reserve to retained eamings was made.
The net surpios from discontinued aclivities per the Staiement of Financial Performance includes a gain on disposal
of £23.0 milthen plus profit for the period to 31 January 2005 of $5.6 million.
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32, Significant Events {Continued)

fiffect of disposal

NZ$000
investments 24,732
Current Assels 74,753
ther assets 140,546
Croodwill 56,845
Curvent Habilitiex (30,1373
Net assets disposed of 243,759
Shares lssued {130,950)
Gatn on Sale 23,0458
Net cash recetved (afler expenses) 135,814
Cash disposed of 38,725
Net Cash irpact of disposal 97 085

Proceeds from the disposal of Australian Wenlth Management were invested in fized interest securifies.

33, International Financial Reporting Standards

International Financial Reporting Standards (IFRS} are currenily being adopted in many countries around the world
and are replacing the local accounting standards of the respective countries adopting IFRS. The worldwide push o
adopt a commion sel of financial reportisg standards is driven by the globalisation of capital markets and the desire
for comparable and consistent inforniation acrass the world {o enable appropriate and efficient global capital
sHocation,

The replacement of surtent NZ Financial Reporting Standards (NZ. FRS) with a new reporting regivae will resuit i

- some new assetsfiabilities being recopnised on balance shest and, conversely, some existing assety/lmbilities no
iomger being recogmised.

- some assets/liabilities betng recorded at different values to that currently shown under NZ FRS

The above changes will result in a different level of net assels and profii patierns, when compared {0 cutrent NZ FRS,
reported in future poriods. As these changes only affect the preparation of financial statements, there is no direct
effect on the cashflows of the business.

Management of transition

On the 24 Nevember 2004 the Accounting Siandards Review Board (ASRE) approved the New Zealand Eguivalents
1o Internaiienal Financial Reporting Standards (NZ IFRSY.

All reporting entities in Mew Zealand wust comply with NZ IFRS for reporting periods beginning on or after |
January 2007, however entities may early adopt from 1 January 2005,

FOWER has resolved to adopt IFRS in its financial stalements commencing 1 Octaber 2005, and therefore the first
IFRS financial statements will be for the half-year ending 31 March 2006 and year ending 36 September 2006.

Entities complying with NZ IFRS for the first tiine wili be required 10 restate theit comparative financial siatements
10 amounts reflecting the apphication of NZ IFRS to that comparative periad. Mosl adjusiments required on transition
i NZ IFRS will be made, retrospectively, against opening retained earnings on 1 October 2004

TOWER has established a project team to manape the iransilion lo NZ IFRS, including iraining of stafl and system
and internal control changes necessary to gather al} the required financial information. The project team is chaired by
the Group Chief Financial Officer and reporis quarierly to the Group Audit and Compliance Comumiitee. The project
team has prepared a detailed tirsetable for managing the transition and s currently on schedule,

The project leam hus analysed all of the M7 [FRS and has identified the accounting policy changes thaf will be
required. fn some cages cheices of accounting policies are available, including elective exemplions uinder NZ IFRE |
First-Time Adoption of New Zealand Equivalents to internations! Financial Reporting Standards. These choices have
been analysed to determine the most appropriate accounting policy for TOWER.
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For the year ended 3 September 2808

ey accounting impacts

The known or reliably estimable impacts on the financial report Tor the year ended 30 September 2005 had it been
prepared using NZ TFRE are set oot below. The expected financial effect on the statement of financial performance
and statement of finaneial position are shown along with a deseription of the differences. No material impaets are
expecied mn refalion to the sisfement of cash fows,

Although the adjustments disclosed in this nete are based on management’s best knowledge of expecied standurds
and interpretalions, and current facts and cirownstances, these may change. For example, amended or additional
stasdards or interpretations may be approved by the ASEB and the Infernatlional Accounfing Standards Board that
may necessitate further chanpes fo the Tinancial report. Therefore, unill TOWER prepares its first full NZ IFRS
financial staternents, the possibility cannot be exeluded that the accompanying disclosures may have Lo be adjusted.

Except for explicil changes to tax accounting policy, all amounts are stated on an *after-iax’ basis,

Life insorance contracts

NZ IFRS 4 Insurance Contracts applies to life insurance conlracts and financial instraments with discretionary
participation features. A contract governed by the Life Insurance Act, that docs not meet the definition of » life
insurance comiract in this Standard, is a e investment contract and is freated ander NZ TAS 39 Financial
Instruments: Recognition and Measurcment and NZ IAS 18 Revenue.

Changes fo actuarial azsumptions — discount rare

Adl key actoarial assumplions for 1ife insurence contracts 1o be nsed under IFRS are consistent with corrent
assumptions detailed in the Summary of Significant Actuarial Methods and Assumptions with the exception of the
discount rate to be applied.

To the extent that ihe benefits under life insurance contracts are not contractuatly linked to the performance of the
assets held, the 1ife insurance labilities shall be discounted for the time value of troney using risk-free discount rates,
This contrasts wilh current NZ FRS which requires the use of discount rates based on market retumns on the
investnients supporting the policy Habilities,

The fripact of applying a risk-free discount rate would have been 2 $8m reduction io nel assets on 34 September
2005 and $m increase in profil for the 2007 fimuncial year.

Life investment contracts

NZ IFRS 4 requires life investment coniract policy Habilities to be accounted for as a financial Hability using the fair
value option under N7 JAS 39 adjusted for the value of any associaled investmernt services conleact {under NZ [AS
18).

The existing hilt investraent contract poficy Hability reported on the balance sheel under NZ FRS will be separated
into three components upon adeplion of NZ IFRS, compnsing: 1) 4 financial lability representing the present valye
of future surrender and maturity benefits plus the value of any embedded derivatives or guarantees; 2) a deferred
income lability in respect of eniry fees or exit penaltics 3) an asset representing deferred acquisition costs (DAC).
Investraent contraci poliey Habilities are computed using discounting and other fair value techniques, This ensures
ihat the caleulations altow for product features including the irmpaci of regelar prensiums, iiming of surrender
penaities and surrender valne myinimal. The computations are made with regard to relevant actuarial principles to
ensure the Hability best represents is fair value. Any cliange in fair value will be recognised in the statement of
financiat performance.

Antnuat fee tncome for the investmient services contract is recogaised as revenue on receipl and entry fees are deferred
1o be recognised as service is provided.

Hntirely variable acquisition costs {i.e, transaction costs including initial commissions} are deferred and amortised
over the life of the contract. The DAC asset is subject to an impairment test.

The key actuarial assumptions used under NZ RS are consistent with current assumptions delailed in the Summary
of Significant Actvarial Methods and Assumptions with the exception of investinent eamnings and the discount rate.
These rates atc 1o be consistenl with eacl other and at the risk free rate. Under NZ FRS they were also consistent bul
at a rate based on the estimated return on the underlying invesiment (including a significant equity compeonent).
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NOTES TO THE FINANCIAL STATEMENTS
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The application of IFRS fo regular premiura contracts is an industry issue that has just been clarified. The change in
valuation methodology for life investment contracts 15 estimated to reduce net assets in the rangs of $50m 1o $70m as
at 34 September 2005 with an increase to profit for the 2005 financial year in the range of nit te $3m.

knvestmeni contracts - noxn life business

Entirely vartable acquisition cosia (i.e. transaction couts including initist commissions and volume bonuses} are
deferred and amortised over the life of the contracts. The DAC asset ig subject to an impatriment tesl.

The removal of nen commission costs from DAC is estimated to reduce net assets by $14m as at 3¢ September 2005
with an jnerease to profit for the 2003 financial year of $2m.

Asseis backing policy Habilities in the life company

NZ {FRS 4 requires fife insurance liabilities to be measured using an expecied present value caloulation, and life
investnient confract liabilities to be meagured at fair value through the profit and lass accowst under NZ 1AS 39. To
ensure consistency, NZ [FRS 4 requires insurers to measuse asseis backing life insurance liabilities or life investment
cantract {iabitities at fair value with changes in fair value recognised in (he meome statement wherever this option i3
available m the applicable N7 [FRS. TOWER has elected to designate al} assets of the life company as backing
policy tabilities.

As a result, the tife company will be required to use the fair value oplion for measuring is investment assels vider
NZ 1AS 39. This contrasts with the use of net market value under NZ, FRS.

This fair value restriclion also itapacts the accounting for owner-occupied property and is discussed fater.

Under NZ IFRS, fuir values must be determiined using bid price, as compared to fhe use of fast sale price under N7,
FRE. In addition selting costs will no lenger be alowed for under NZ IFRS. These changes would have resubled ina
$ 1 increase i nel agsets reported at 30 September 2085 and an immaterial change in profit for the period.

Excess of market value over et assets

Under NZ FRS, lile msurance entities and their parerts, must carry investments in subsidiaries at market value and
recognise the excess over the value of net assets as “Excess of Market Value Over Net Assets (EMVONAY.
EMVONA includes both acquired and internally generated goodwill.

Under NZ {AS 38 Intangible Assets the EMVONA assei cannot be recognised o the extent {hat i represents
internaily generated goodwill, NZ TAS 38 only allows the recopnition of acquired goodwill. in addition, under NZ
IAS 27 Cousolidated and Separate Financtal Statements the consolidution process does not allow for recagnition of
the EMVONA asset,

On adoption of NZ IFRS, EMVONA will be reclassified as goodwiil and restated to the value of acquired goadwiil
less any amortisation and impairment recognised under cumrent NZ FRS.

in accordanve with NZ IFRS 3 Business Combinations, amortization of goodwill wilt be prohibited and will be
replaced by ammat impairment testing to ensure that the carrying vatue of goodwill is no greater than the recoverable
amnount.

The impact of reclassifying and resiating EMVONA and no longer amortising goodwill would have been s $143m
reduetion 0 nét gssels as al 30 Septewber 2005 and $22m iscrease to profit for the 2005 financial vear. The impaci
on profit primarily resulis from the lower carrying vajue of AWM and therefore the larger gain on sale resuliing,

Accomniing for tax

Under NZ JAS 12 Ineome Taxes, deferred tax must be recopnised on temporary differences, whereas under NZ FRS
deferred tax is recognised on timing differences. The definition of tempaorary differences is broader thay timing
differences, and therefore 1AS 12 could, in some circumsiances, result in recognition of more deferred tax
assets/labtlities. TOWER is currently assessing how the prisciples underpinning the caleulation of temporary
differences should be apglied fo its New Zealand policyholder business, and at this stage canmat refiabdy estimate the
fimancial effect, if any, from this business,. TOWER has performed an assessment of the temporary differences in
other parts of TOWER's business and the estimated finzocial effec on net assets ag ai 30 September 2005 and profit
for the 2005 financial year is not material.
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Unider NZ 1AS 12, the discounting of tax assets and labilites required by NZ FRS is prohibiled. The reversal of the
disenunting wowld have resuled in a S4wm reduction 1o net assets as ai 30 Sepiember 2005 and a $2m reduction to
profit for the 2005 financial year.

Goneral Insurance

Al general insurance centracls issued by TOWER meel the definition of insurance contracts as defined by NZ IFRS
4 and a3 a result there will be minimal change te the accounting treatment of this business under NZ IFRS. NZ IFRS
4 essentisHly atlows for the current accounting ircatment o continue unii] {he new IFRS insurance coniracts standard
is developed amd issued.

The cnly notable chanpes fror the adoption of IFRS are the liability adequacy test that must be performed to support
the adeguacy of the unearned premium Hability and the measurement of owtstanding claims Habilities that must
inctude a risk preminm.

The liakility adeqguacy tegt is to be performed at the Teporting entity leve! by portfolios of contracts that are subject to
broadly similar risks and are managed logether as a single portlolio. The test must inclads 2 tisk margin o reflect the
inherenl uncertainty in a central estimate. I the unearned premium Hability is shown to be deficient, the deficiency
must be recognised through profit and loss,

The labitity adequacy lezl has been performed on the unearned premium liability held in respect of the general
insurance business and it has shown that the level of reserves held at 30 September 2005 under corrent NZ FRS will
also mieet the reserves required under NZ {FRS.

The cutstanding claims Hability shall be measured as the central estimate of the present value of the expecied future
payments for claims incurred with an additional sk margin 10 allow for the inherent uncertginty in the central
estimate.

The impact of applying the outstanding claims lisbifity measurement requirements of NZ IFRS as at 34 September
2005 would have been to reduce net assets by less than $1 miflion and would have had no material impact on profu
for the period.

Gwner oceupied properties

The accounting treatment for investment property thal is deemed owner occupied property will fall under NZ TAS 16
Property, Plant and Equipmenl. NZ IFRS 4 reguires such properties held in life companies and deemed fo back
poticyliabilites 1o by accounted for under ihe revaluation modet in NZ 1AS16.

The revaluation model differs from the current NZ FRE requirement i the asset to be held at net market valoe which
requites an allowance for selling eosts 0 be included in the value of the asset.

The requirement to treat these owner oceupied property invesiments as property, plani and equipment rather than
mvestment property alse means that any revalualions ander NZ IFRS will be recognised in & reserve in equity,
except where the revaluation results in a debit reserve balance in which case that balance, and any subsequent
revaluation reversal of that amount, is recognised in protit and loss. Under NZ FRS all revatuations are recogmised
thraugh profit and tess. As these properties are held by participating funds this will cause a mismatch in the profii in
loss. While the increase in policyholder Habilities will be reported through profit and loss the matching revaluation
will go direct to equity.

During the year the material owner occupied property held within {he Group was either seld or is currently being
marketed, As a result there is only $3m of owner coeupied property retained at 30 September 20035, The impact of
NZ [FRS on the reaiment of owner occtpied property would have been immaterial to prafit and net assets for 30
Seplemnber 2005

Share hased paymen{s

TOWER currenily operates execntive share option schemes. Under NZ FRS options issued 0 emplayees under
performance incentive schemes are not recognised as an expense in the statement ef financial performance.

Linder NZ [FRS 2 Share based payments the cost of option schemes entered into with employees will be recognised
through the siatement of financial performance as an expense over the periods the equity instraments vest. There will
be an equal and opposile adjustment made thraugh the share baged payments reserve reporied in equity.

The expense recognised over the vesting period wilt be based on the fair value of the apiions at the grant date and the
mumber of options that uliimately vest which is subject to performance conditions being et

Page 40



TOWER LIMITED

ROTES TO TRE FINANCIAL STATEMENTS
For the year ended 30 September 2005

The fmpact of applying NZ IFRS 2 remospectively would have been to reduce profit for the 2005 financis! year by
$1.0m. There would have been no change to aef assefs due to the recogmition of an expense as the reduction in net
assels would have been offket by an increase in the share based payments reserve reported in eguity.

There would however have beent an increase in net assets due to the tax asset recognised for the expense hat will be
deductible for tax purposes.

Capital guaranieed provision
TOWER provides capital guaraniees to certain funds. Seme funds are included on the TOWER consalidated balance
gheet and some are held off batance sheet.

Under NZ FRS TOWER discloses these guarantees az contingent labilities but does nol recogaise a provision Tor
these capital guaraniees as i is assessed thal il is nol probable that the lishility will matedalise, TOWER has
agsessed that, in accordance with the principles of N7 IFRS, ceriain guaraniees are embedded derivatives and
therefore & provision should be raised to recognise the valug of these embedded liabilities.

The impact from adopting this approach under NZ [FRS is to reduce net assets by $1m as at 30 Seprember 2005 with
a lews thag $1m increase i full yvear profit.

Prudential capital requirement

Solvency and capilal adequacy requitements as set out by the prudential regulators are currently being reviewed to
reflect the changes to financial reporis due to the adoption of JFRS, TOWER is waiting on the detailed solvency and
capital adequacy requirements before finalising the financial inspacts.

Net fimpact on sharcholder equity

Based on the informalion available to date, the cumulative effect of the key N7 IFRS differences identified above
{other than the accounting for tax on policyholder {isbilities), is a reduction in nef assets ai 31 Sepiember 2005 in the
range of $222m to $242m.
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PricewaferhouseCoopers
113-119 The Terrace

PO Box 243
‘ ’ Wellington, New Zealand
Auditors’ Report Telephone +64 4 462 7000
to the shareholders of TOWER Limited Fecsimile +54 4 462 7001

We have audited the financial statements on pages 2 to 41. The financial statements provide
information about the past financial performance and cash flows of the Company and Group for the
year ended 80 September 2005 and their financial position as at that date. This information is
stated in accordance with the accounting policies set owt on pages 6 fo 13.

Directors’ Responsibilities

The Company’s Directors are responsible for the preparation and presentation of the financial
staternents which give a true and fair view of the financial position of the Company and Group as at
30 September 2005 and their financial performance and cash flows for the vear ended on that date.

Auditors’ Responsibilities

We are responsible for expressing an independent opinion on the financial statemenis prasented
by the Directors and reporting our opinion 1o you.

Basis of Opinion

An audi includes examining, on a test basis, evidence relevant to the amounts and disclosures in
the financial statemenis. H also includes assessing:

(a} the significant estimates and judgements made by the Directors in the preparation of the
financial statements; and

(b} whether the aceounting policies are appropriate to the circumstances of the Company and
Group, consistantly applied and adequately disclosed,

We conducted our audit in accordance with generally accepted auditing standards in New Zealand.
We planned and performed our audit so as fo obtain all the information and explanations which we
considered necessary to provide us with sufficient evidence to give reasonable assurance that the
financial staternents are free from material misstatemnents, whether caused by fraud or arror. In
forming our opinion we also evaluated the overall adequacy of the presentation of information in the
financial statements.

We have no relationship with or inferests in the Company or any of its subsidiaries other than in our
capacities as auditors, tax advisors and providers of other assurance services,
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Auditors’ Report

TOWER Limited

Unauzatified Opinion

We have obtained all the information and explanations we have required.
in our opinion:

{a) proper accounting records have been kept by the Company as far as appears from our
examination of those records; and

{b) the financial statements on pages 2 1o 41:
() comply with generally accepted accounting practice in New Zealand; and
{iiy  give a true and fair view of the financial position of the Company and Group as at
30 September 2005 and their financial performance and cash flows for the year

ended on that date.

Qur audit was completed on 28 November 2005 and our ungualified opinion is expressed as at that
date.

Qunconstitiiouelonfc

Chartered Accountanis Wellington
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TOWER LIMITED
{“the Company”)

Directors’ Declaration in respect of the TOWER Limited Financial Statements
For the year ended 30 September 2005

introduction

it is a requirement of the Australian Stock Exchange Listing Rules that a declaration be given by the
Directors of the Company in respect of the financial statements for the company and its subsidiaries
for the year ended 30 September 2005. This declaration must be filed with the Australian Stock
Exchange.

Declaration
‘The Directors of the Company hereby declare:
1. The TOWER Limited Financial Statements for the year ended 30 September 2005 and the noles

to those Financial Statements comply with the accounting standards issued by the Institute of
Chartered Accountants of New Zealand; and

2. The TOWER Limited Financial Statements for the year ended 30 September 2005 and the noles
to those Financial Statements give a true and fair view of the financial position and performance
of TOWER Limited; and

3. Inthe Directors’ opinion there are reasonable grounds o believe that TOWER Limited will be
able to pay its debis as and when they become due and payable.

This deciaration is made in accordance with a resolution of the Directors dated 23 November 2005
and is signed for and on behalf of the Board of Directors by the Chairman.

Signed
—

-
Olaf B. O'Dudll

CHAIRMAN



