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Tower (TWR.NZ) has updated the market, saying it is in the early stages of assessing the impact of a powerful ‘1 in 1,000
year event’ eruption near Tonga. It remains too early to properly determine or estimate the cost of repairs at this stage.
Given the complexities of communication (telephone and internet networks have been down) and the prioritisation of the
clean-up and health of the population, TWR's initial assessment of damage will only likely be able to be undertaken over the
next week or two. TWR’s excess for large events like this is NZ$11.25m; we have NZ$20m in our FY22 forecasts for large
event expenses.

NZX Code TWR Financials: Sep/ 21A 22E 23E 24E Valuation (x) 21A 22E 23E 24E
Share price NZ$0.68  NPAT* (NZ$m) 187 224 277 313 PE 153 128 104 9.2
Spot Valuation NZ$0.86 EPS* (NZc) 4.4 5.3 6.6 7.4 EV/EBIT n/a n/a n/a n/a
Risk rating Medium EPS growth* (%) 554 200 233 130 EV/EBITDA n/a n/a n/a n/a
Issued shares 421.6m DPS (NZc) 5.0 5.0 5.3 5.5 Price /NTA 1.3 1.3 1.3 12
Market cap NZ$287m Imputation (%) 0 0 85 100 Cash divyld (%) 7.4 7.4 77 8.1
Avg daily turnover 353.8k (NZ$264k) *Based on normalised profits Gross div yld (%) 7.4 74 103 11.2
What has happened?

= Alarge eruption has caused widespread damage and disruption in Tonga.

= Tonga, like New Zealand, sits within the ‘Ring of Fire’ surrounding the Pacific.

= TWR has 2,500 personal lines customers in Tonga, representing 0.8% of its total 310,000 customers.
= TWR has 300 commercial customers in Tonga.

= The company’s Nuku’alofa branch has reopened since the event to start to assist customers.

= The excess for TWR’s reinsurance programme for large events like this is NZ$11.25m.

= TWR's reinsurance programme covers up to NZ$873m of cover for catastrophe events.

= A new event cover, additional to the one already prepaid, has automatically been purchased.

Hunga-Tonga-Hunga-Ha'apai eruption

On Saturday, 15 January 2022, at 5:10pm local time, a large underwater eruption occurred near Tonga. The volcano, Hunga Tonga
Hungaa Ha'apai, sits 65 km north of the capital, Nuku‘alofa. The Hunga Tonga — Hunga Ha'apai volcano is 1.8 km high and 20 km wide,
with the vast majority underwater. The eruption has covered the Pacific Island in ash, temporarily cut power, and severed the island's
main fibre communication cable. It caused a 1.2m tsunami which hit the capital 20 minutes later. This devastated much of the coastal
services and housing on the islands of Tonga and spread right across the Pacific. The violence of the eruption led to particles being
forced upward at hypersonic speeds around 15-20 km into the atmosphere, creating an air pressure sound wave and sonic boom that
was widely heard in New Zealand and across the world. Ash falling from the volcano has covered the surrounding islands. The fallout
has contaminated both food and water supplies. It is likely to have a corrosive impact on housing, vehicles and air conditioning units.

Estimates unchanged — at this stage

Our stance towards large event claims expense each year is to include NZ$20m of expenses in our estimates, in line with TWR's
management's view. This event will utilise NZ$11.25m of this amount. Given that TWR is only four months into FY22 it is too early to
signal earnings risk to the downside. However, to date there has been a lower incidence of large weather events. Our FY22 underlying
NPAT estimate (NZ$22.4m) is retained and is consistent with management's FY22 underlying NPAT guidance of NZ$21m to
NZ$25m.

This publication is not for reproduction, public circulation or the use of any third party (whether in whole or in part) without the prior written consent of Forsyth Barr Limited.
Forsyth Barr has been engaged and paid by the company covered in this report for ongoing research coverage. Please refer to the full disclaimers and disclosures.
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Tower Limited (TWR)

Market data (NZ$)

Priced as at 21 Jan 2022

52 week high/ low

Market capitalisation (NZ$m)

Key WACC assumptions
Risk free rate

Equity beta

WACC

Terminal growth

Profit and Loss Account (NZ$m)
Sales revenue

Normalised EBITDA
Depreciation and amortisation
Normalised EBIT

Net interest

Associate income

Tax

Minority interests

Normalised NPAT
Abnormals/other

Reported NPAT

Normalised EPS (cps)

DPS (cps)

Growth Rates
Revenue (%)

EBITDA (%)

EBIT (%)

Normalised NPAT (%)
Normalised EPS (%)
Ordinary DPS (%)

Cash Flow (NZ$m)

EBITDA

Working capital change
Interest & tax paid

Other

Operating cash flow

Capital expenditure
(Acquisitions)/divestments
Other

Funding available/(required)
Dividends paid

Equity raised/(returned)
(Increase)/decrease in net debt

Balance Sheet (NZ$m)
Working capital

Fixed assets
Intangibles

Right of use asset
Other assets

Total funds employed
Net debt/(cash)

Lease liability

Other liabilities
Shareholder's funds
Minority interests
Total funding sources

2020A
372.6
n/a

n/a

n/a

n/a

0

n/a

0.4
11.9

11.9
29

2020A
8.0

n/a

n/a
-28.2
-39.7
n/a

2020A
n/a
n/a

18.9
(10.5)
(9.5)
(9.4)
(10.5)

44.9
344

2020A
184.1
10.0
119.6
7.2
277.6
598.6
(80.1)
8.7
322.9
345.0
22
598.6

2021A
3955
n/a

n/a

n/a

n/a

n/a
0.6
18.7

18.7
4.4
5.0

2021A
6.2

n/a

n/a
57.1
55.4
n/a

2021A
n/a
n/a

0

0
100.9
(12.0)
(14.4)
(24.5)
49.9
(10.5)
0
39.4

2021A
146.9
9.4
120.6
25.6
314.8
617.3
(116.1)
394
344.3
346.9
2.8
617.3

2022E
4220
n/a
n/a
n/a
n/a

0

n/a
0.3
224
0
224
53
5.0

2022E
6.7
n/a
n/a
20.0
20.0
0.0

2022E
n/a
n/a

46.5
(13.1)
(4.4)
7.3
36.3
(21.1)

15.2

2022E
151.0
10.4
127.2
232
314.8
626.6
(131.3)
46.7
360.2
348.0
3.1
626.6

2023E
452.1
n/a
n/a
n/a
n/a

0

n/a

0
27.7
0
27.7
6.6
53

2023E
7.1
n/a

n/a
23.3
233
5.0

2023E
n/a
n/a

0

0
538
(13.3)
0

7.7
48.2
(22.1)
0
26.1

2023E
159.8
11.5
127.3
208
314.8
634.1
(157.4)
54.4
380.6
3535
3.1
634.1

0.68

0.89/0.57

286.7

2.30%
115
10.1%
1.5%

2024E
481.3

2024E
6.5

n/a
13.0
13.0

4.8

2024E

2024E
1711
125
128.2
184
314.8
645.0
(188.5)
620
406.8
361.6
31
645.0
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Spot valuation (NZ$)
1. PE relative
2.P/Book relative
3.DCF

DCF valuation summary (NZ$m)
Total firm value
(Net debt)/cash
Less: Capitalised operating leases
Value of equity

Valuation Ratios
EV/EBITDA (x)

EV/EBIT (x)

PE (x)

Price/NTA (x)

Free cash flow yield (%)
Net dividend yield (%)
Gross dividend yield (%)

Key Ratios

Return on assets (%)

Return on equity (%)

Return on funds employed (%)
EBITDA margin (%)

EBIT margin (%)

Capex to sales (%)

Capex to depreciation (%)
Imputation (%)

Pay-out ratio (%)

Capital Structure

Solvency capital

Minimum solvency capital (MSC)
Total regulatory capital
Solvency ratio (%)

Operating Performance
Gross written premium

Gross earned premium
Reinsurance premium

Net earned premium

Net claims expense

Large event claims expense
Management & sales expenses
Underwriting profit
Investment and other revenue
Financing and other costs
Profit before tax

Tax expense

Profit after taxation (Reported)

Key ratios

Tower Direct GWP growth %
Partnership GWP growth %
Pacific GWP growth %

Total GWP growth %

Total claims ratio %

MER %

Combined ratio %

2020A
n/a

n/a
239
13

6.6

0.0

0.0

2020A
n/a

34

0.0

n/a

n/a

2.8

n/a

0

0

2020A
155.9
56.6
106.6
275

2020A
377.2
372.6
(57.2)
315.3
(181.1)
(9.7)
(126.6)
31.8
6.4
(1.1)
20.3
(7.9)
123

13.7%
2.8%
-10.2%
5.7%
49%
39%
88%

2021A
n/a

n/a
153
13
35.2
7.4

7.4

2021A
n/a

54

0.0

n/a

n/a

30

n/a

0

113

2021A
150.5
523
102.3
287

2021A
404.7
395.5
(62.2)
333.3
(204.3)
(13.9)
(123.3)
28.0
13
(0.4)
28.5
(9.1)
19.3

26.4%
-30.0%
5.0%
7.3%
54%
37%
91%

2022E
n/a
n/a
12.8
13
16.2
74
74

2022E
n/a
64
0.0
n/a
n/a
3.1
n/a

0

94

2022E
179.4
66.3
83.3
271

2022E
439.3
422.0
(65.9)
356.1
(215.9)
(20.0)
(131.4)
30.9
3.3
(0.5)
33.6
(11.2)
224

9.8%
8.0%
7.0%
8.6%
54%
37%
91%

MST
Access

0.86

0.80

0.86

1.00

432

4

n/a

424

2023E 2024E
n/a n/a

n/a n/a
10.4 9.2
1.3 12
188 210
77 8.1
10.3 11.2
2023E 2024E
n/a n/a
7.8 8.6
0.0 0.0
n/a n/a

n/a n/a
2.9 2.8

n/a n/a

85 100

80 74
2023E 2024E
199.4 204.9
66.3 66.3
913 913
301 309
2023E 2024E
464.9 497.7
452.1 481.3
(70.9) (75.9)
381.2 405.4
(231.3) (246.5)
(22.0) (24.0)
(135.3) (139.5)
36.7 415
53 5.6
(0.5) (0.5)
414 46.6
(13.8) (15.4)
27.7 313
5.0% 7.0%
8.0% 8.0%
6.0% 5.5%
5.8% 7.1%
55% 55%
36% 34%
90% 90%
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Hunga Tonga — Hunga Ha'apai eruption on the 'Ring of Fire'

The small islands of Hunga Tonga and Hunga Ha'apai form a volcanic island located some 65km north-west of Tonga's main island. It
has been active on and off for a number of years. The previously twin islands of Hunga Tonga and Hunga Ha‘apai were merged by a
volcanic eruption in 2009. This recent, more explosive eruption, separated the islands again and reduced them in size. The volcano
forms part of the highly active Tonga — Kermadec Island volcanic arc, a subduction zone extending from New Zealand north-
northeast to Fiji. The island is formed at the boundary where the Pacific Plate subducts under the Indo-Australian Plate on what is
commonly known as the ‘Ring of Fire'.

Figure 1. Pacific 'Ring of Fire'
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Tonga is an island nation home to some 106,000 people with 70% of them residing on the main island, Tongatapu. This is part of an
archipelago consisting of 169 islands of which thirty-six are inhabited. Tonga is about 1,800km north of New Zealand. The
International Red Cross estimates that up to 80,000 people there could be affected by the most recent eruption.
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Figure 2. A photo of Hunga Tonga — Hunga Ha’apai erupting
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TWR's Pacific operations

Across the Pacific

TWR operates in eight Pacific Islands, contributing ~13% of the company's gross written premiums (GWP). Revenues throughout the
Pacific Islands have been under pressure over the past few years, seeing the region's share of group revenues fall from 17.4% in FY18.
This has occurred mainly due to two factors:
= The first is COVID-19, where the impacts of the global pandemic over the region have been significant despite excellent
vaccination progress in some countries. Travel bans and the lack of international tourists have also had an economic impact.
= The second and likely more influential factor is that TWR has been refocussing its operations toward its core products and letting
unwanted business lapse. This has been a calculated move to manage risk and define what core products for growth would look
like. This focus on managing risk appears reasonable in a relatively high-risk market.

The combined impacts on GWP of COVID-19 and the product rationalisation and risk mitigation strategies saw half-on-half GWP fall
-6.3% in 1H20, -1.3% in 2H20, -14.4% in the 1H21 but start to rebound in 2H21. We forecast that TWR will experience a return to
GWP growth in the Pacific from FY22 and onwards, see Figure 8.

Impact on TWR of Hunga Tonga — Hunga Ha'apai

Too early to tell

While it is too early to make accurate financial impact assessments, we know TWR has 2,500 personal lines and 300 commercial
customers in Tonga. It will take weeks or months before claims are lodged. Initial assessments of the damage will take one to two
weeks to complete. The Tongan personal lines customers represent 0.8% of TWR’s total customer base. The company’s Nuku’alofa
branch has just opened to start the process of assisting customers. Communication to the island has been extremely limited due to the
island's main fibre connection being severed. Initial calls with TWR’s five staff in Tonga, via limited 2G communications, have been
made, and it's our understanding power has been restored.

The excess for TWR'’s reinsurance programme for large events is NZ$11.25m and forms part of a reinsurance programme providing
up to NZ$873m of cover for large catastrophe events such as this. This catastrophe programme has an automatic reinstatement of
cover, ensuring protection is available for future events.

TWR will have residential and commercial buildings impacted by the tsunami. This is given the widespread nature of the impacts and
the often low level of housing and commercial buildings on the island.

Impacts

While the impact is limited to TWR’s excess for large events of NZ$11.25m, there may be significant costs in excess of this, born by
reinsurers, in repairing the damage from:

= Corrosive ash on roofing structures.

= Damage from fallout weight in gutters and on roofs.

= Ash impacting air conditioning units.

= Water inundation for some housing and commercial clients.

= Corrosion of interior surfaces from ash dust for domestic and commercial customers.

= Possible complete house destruction from the tsunami.

= Loss of cars and damage from fallout and the tsunami.

= Windows blowing out from the sonic boom.

Further update likely at the AGM
TWR is expected to update the market again at its AGM which is planned to be held at 10.00am, 2 February 2022.
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Key Charts

Figure 4. TWR GWP Segmental Split (FY21)
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Figure 6. TWR Solvency Position
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Figure 7. TWR Large Events ratio
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Figure 5. TWR Pacific Islands Business GWP Country Split
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Figure 8. TWR Pacific Islands GWP
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Figure 9. Price performance Figure 10. Substantial shareholders
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Figure 11. International valuation comparisons

Company Code Price Mkt Cap PE EV/EBITDA EV/EBIT CashYld
(metrics re-weighted to reflect TWR's balance date - September) (m) 2022E 2023E 2022E 2023E 2022E 2023E 2023E
Tower Ltd TWRNZ NZ$0.68 NZ$287 12.8x 10.4x n/a n/a n/a n/a 7.7%
Heartland Group Holdings * HGH NZ NZ$2.51 NZ$1,480 15.6x  14.8x n/a n/a n/a n/a 5.0%
Insurance Australia Group IAG AT A$4.41 A$10,871 18.6x  14.3x n/a n/a n/a 9.9x 5.5%
Suncorp Group SUN AT A$11.52 A$14,545 16.1x  13.4x n/a n/a n/a  45.9x 6.0%
QBE INSURANCE GROUP QBEAT US$8.72 US$12,874 13.3x  11.6x n/a n/a n/a 8.4x 5.5%
Compco Average: 15.9x  13.5x n/a n/a n/a 21.4x 5.5%
EV = Current Market Cap + Actual Net Debt TWR Relative: -20%  -23% n/a n/a n/a n/a 40%
Figure 12. Consensus EPS momentum (NZ$) Figure 13. One year forward PE (x)
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Important information about this publication

Forsyth Barr Limited (“Forsyth Barr”) holds a licence issued by the Financial Markets Authority to provide financial advice services. In making this publication
available, Forsyth Barr (and not any named analyst personally) is giving any financial advice it may contain. Some information about us and our financial
advice services is publicly available. You can find that on our website at www.forsythbarr.co.nz/choosing-a-financial-advice-service

This publication has been commissioned by Tower (“Researched Entity”) and prepared and issued by Forsyth Barr in consideration of a fee payable by the
Researched Entity. Forsyth Barr follows a research process (including through the Analyst certification below) designed to ensure that the recommendations
and opinions in our research publications are not influenced by this arrangement and the other interests of Forsyth Barr and related parties disclosed below.
However, entities may not be willing to continue to pay for research coverage that includes unfavourable views.

Any recommendations or opinions in this publication do not take into account your personal financial situation or investment goals, and may not be suitable
for you. If you wish to receive personalised financial advice, please contact your Forsyth Barr Investment Adviser.

Past performance is not indicative of future performance. Estimates of future performance are based on assumptions that may not be realised. If provided,
and unless otherwise stated, the closing price provided is that of the primary exchange for the issuer’s securities or investments.

This publication has been prepared in good faith based on information obtained from sources believed to be reliable and accurate. However, that information
has not been independently verified or investigated by Forsyth Barr. If there are material inaccuracies or omissions in the information it is likely that our
recommendations or opinions would be different. Any analyses or valuations will also typically be based on numerous assumptions (such as the key WACC
assumptions); different assumptions may yield materially different results.

Forsyth Barr does not undertake to keep current this publication; any opinions or recommendations may change without notice to you.
In giving financial advice, Forsyth Barr is bound by duties under the Financial Markets Conduct Act 2013 (“FMCA”) to:

e exercise care, diligence, and skill,

e give priority to the client’s interests, and

e when dealing with retail clients, comply with the Code of Professional Conduct for Financial Advice Services, which includes standards relating to
competence, knowledge, skill, ethical behaviour, conduct, and client care.

There are likely to be fees, expenses, or other amounts payable in relation to acting on any recommendations or opinions in this publication. If you are
Forsyth Barr client we refer you to the Advice Information Statement for your account for more information.

Analyst certification: The research analyst(s) primarily responsible for the preparation and content of this publication ("Analysts") are named on the first
page of this publication. Each such Analyst certifies (other than in relation to content or views expressly attributed to another analyst) that (i) the views
expressed in this publication accurately reflect their personal views about each issuer and financial product referenced and were prepared in an independent
manner, including with respect to Forsyth Barr Limited and its related companies; and (ii) no part of the Analyst’s compensation was, is, or will be, directly or
indirectly, related to the specific recommendations or views expressed by that Analyst in this publication.

Analyst holdings: The following Analyst(s) have a threshold interest in the financial products referred to in this publication: N/A. For these purposes, a
threshold interest is defined as being a holder of more than $50,000 in value or 1% of the financial products on issue, whichever is the lesser.

Other disclosures: Forsyth Barr and its related companies (and their respective directors, officers, agents and employees) ("Forsyth Barr Group") may have
long or short positions or otherwise have interests in the financial products referred to in this publication, and may be directors or officers of, and/or provide
(or be intending to provide) investment banking or other services to, the issuer of those financial products (and may receive fees for so acting). Forsyth Barr is
not a registered bank within the meaning of the Reserve Bank of New Zealand Act 1989. Members of the Forsyth Barr Group may buy or sell financial
products as principal or agent, and in doing so may undertake transactions that are not consistent with any recommendations contained in this publication.
Other Forsyth Barr business units may hold views different from those in this publication; any such views will generally not be brought to your attention.
Forsyth Barr confirms no inducement has been accepted from the issuer(s) that are the subject of this publication, whether pecuniary or otherwise, in
connection with making any recommendation contained in this publication. In preparing this publication, non-financial assistance (for example, access to
staff or information) may have been provided by the issuer(s) being researched.

Investment banking engagements:: Other than confidential engagements, Forsyth Barr has not within the past 12 months been engaged to provide
investment banking services to the Researched Entity.

Complaints:Information about Forsyth Barr’s complaints process and our dispute resolution process is available on our website - www.forsythbarr.co.nz.

Disclaimer: Where the FMCA applies, liability for the FMCA duties referred to above cannot by law be excluded. However to the maximum extent permitted
by law, Forsyth Barr otherwise excludes and disclaims any liability (including in negligence) for any loss which may be incurred by any person acting or relying
upon any information, analysis, opinion or recommendation in this publication. The information contained within this publication is published solely for
information purposes and is not a solicitation or offer to buy or sell any financial instrument or participate in any trading or investment strategy.

Distribution: This publication is not intended to be distributed or made available to any person in any jurisdiction where doing so would constitute a breach
of any applicable laws or regulations or would subject Forsyth Barr to any registration or licensing requirement within such jurisdiction.

Terms of use: Copyright Forsyth Barr Limited. You may not redistribute, copy, revise, amend, create a derivative work from, extract data from, or otherwise
commercially exploit this publication in any way. By accessing this publication via an electronic platform, you agree that the platform provider may provide
Forsyth Barr with information on your readership of the publications available through that platform.
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