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Tower (TWR) delivered a strong 1H24 result, aided by the absence of large events in the period and the hardening rates
cycle. Gross written premium (GWP) rose +19% from 1H23 and underlying NPAT was NZ$36.6m, in-line with our
expectations. The result included a positive large event one-off of +NZ$1.9m (a revision of the prior year) against a -
NZ$37.3m impact in 1H23. Capital has recovered sufficiently for TWR to declare an interim dividend of NZ3cps
(unimputed). TWR reiterated its previous FY24 guidance for underlying NPAT to be greater than NZ$35m, conservatively
assuming the full utilisation of the large events allowance. The strategic review continues and the Chairman noted a ‘range
of options being considered to maximise shareholder value’. We consider this result constructive to our longer-term thesis
of solid uplifts in underlying NPAT over coming years from operational efficiency and improved scale. We lift our estimate
for FY24 underlying NPAT to NZ$55.8m, utilising NZ$20.5m (gross) of large event claims, but note upside risk to these
estimates from a lower utilisation of the large events allowance. We lift our FY24 DPS forecast to 7cps, representing a cash
yield of 8.5%. Our blended spot valuation rises +NZ2cps to NZ$1.46, equating to 10x PE on our FY25 EPS estimates.

NZX Code TWR Financials: Sep/ 23A 24E 25E 26E Valuation (x) 23A 24E 25E 26E
Share price NZz$0.82 Rev (NZ$m) 470.8 559.1 640.5 7134 PE nfa 57 57 4.2
Spot Valuation NZ$1.46 (from 1.44) NPAT* (NZ$m) 24 550 549 742 EV/EBIT n/a n/a n/a n/a
Risk rating High EPS* (NZc) 0.6 145 145 196 EV/EBITDA na n/a n/a n/a
Issued shares 379.5m DPS (NZc) 0.0 7.0 8.0 9.0 Price / NTA 2.0 1.7 15 15
Market cap NZ$311m Imputation (%) 0 0 0 100 Cash divyld (%) 00 85 98 110
Avg daily turnover 153.7k (NZ$103k) *Based on normalised profits Gross div yld (%) 00 85 98 152
What's changed?

= Earnings: Our underlying NPAT estimate in FY24 lifts +8% to NZ$55.8m, FY25 rises +4% to NZ$54.9m (at the upper end of the
guided range of NZ$40m to NZ$60m) and FY26 rises +3% to NZ$74.2m (within the guided range of NZ$60m to NZ$80m).
= Blended spot valuation: Our blended spot valuationrises +1% to NZ$1.46.

Positive operational momentum in 1H24

TWR's 1H24 showed good signs of operational improvements with continued expense control. The hardening rates cycle was evident
in GWP growth of +19% versus 1H23 to NZ$291m. TWR's management expense ratio (MER) fell from 35.0% in 1H23 to 31.3%. It's
business as usual (BAU) claims ratio surprised positively at 49.7%, against 51.1% in 1H23. Investment income was also strong. On the
negative side, customer numbers declined -1% to 309,000, but TWR attributed customer losses to predominantly motor risks it did
not wish to continue with.

Earnings revised up and longer-term targets remain in place

We lift our estimates across the forecast horizon in response to trends observed and comments within TWR's 1H24 relating to: (1)
insurance costs becoming more favourable, (2) strong investment returns, (3) robust BAU claims performance, and (4) changes to
MER and CEQ assumptions. We note management comments that uplifts in policy pricing are moderating, with underlying 1H24
GWP growing +19%. TWR retained its +10% to +15% GWP forecast for FY25, aligning with our expectations at +15%.

NOTE: Our earnings forecasts do not yet incorporate the new IFRS 17 and Interim Solvency Standard 2023 (ISS) standards and
remain subject to the prior IFRS 4 accounting basis. See the appendix for more information.

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$)
Priced as at 28 May 2024 0.82
52 week high/ low 0.84/0.58
Market capitalisation (NZ$m) 311.2
Key WACC assumptions
Risk free rate 5.00%
Equity beta 1.18
WACC 11.0%
Terminal growth 1.8%
Profit and Loss Account (NZ$m) 2022A 2023A 2024E 2025E 2026E
Revenue (GEP) 409.6 470.8 559.1 640.5 7134
Normalised EBITDA n/a n/a n/a n/a n/a
Depreciation and amortisation n/a n/a n/a n/a n/a
Normalised EBIT n/a n/a n/a n/a n/a
Net interest n/a n/a n/a n/a n/a
Associate income 0 0 0 0 0
Tax (7.5) (5.1) (22.1) (21.7) (29.3)
Minority interests 0.1 0 0 0 0
Normalised NPAT 274 7.6 55.8 54.9 742
Abnormals/other (8.5) (8.8) (0.6) 0 0
Reported NPAT 18.9 (1.2) 55.2 54.9 742
Normalised EPS (cps) 4.6 0.6 145 14.5 19.6
DPS (cps) 65 0 7.0 8.0 9.0
Growth Rates 2022A 2023A 2024E 2025E 2026E
Revenue (%) 59 14.9 18.8 14.6 114
EBITDA (%) n/a n/a n/a n/a n/a
EBIT (%) n/a n/a n/a n/a n/a
Normalised NPAT (%) -4.9 -86.6 >100 -0.1 35.2
Normalised EPS (%) 5.6 -86.6 >100 -0.1 35.2
Ordinary DPS (%) 30.0 -100.0 n/a 14.3 125
Cash Flow (NZ$m) 2022A 2023A 2024E 2025E 2026E
EBITDA n/a n/a n/a n/a n/a
Working capital change n/a n/a n/a n/a n/a
Interest & tax paid 0 0 0 0 0
Other 0 0 0 0 0
Operating cash flow 59.8 10.0 137.7 99.5 99.6
Capital expenditure (17.3) (12.0) (18.2) (18.6) (19.1)
(Acquisitions)/divestments (6.1) (5.9) 0 0 0
Other (21.1) (1.3) (8.1) (9.0) (10.1)
Funding available/(required) 15.3 (9.2) 1115 718 704
Dividends paid (20.0) (15.2) (26.6) (30.4) (34.2)
Equity raised/(returned) (30.6) 0 0 0 0
(Increase)/decrease in net debt (35.4) (24.4) 84.9 415 36.3
Balance Sheet (NZ$m) 2022A 2023A 2024E 2025E 2026E
Working capital 183.2 336.8 503.2 559.3 624.1
Fixed assets 5.4 6.3 8.1 9.7 11.4
Intangibles 1325 138.5 145.6 152.6 159.3
Right of use asset 233 232 20.6 18.0 15.4
Other assets 295.6 286.7 367.3 406.7 441.2
Total funds employed 640.0 791.4 1,044.8 1,146.3 1,251.4
Net debt/(cash) (84.5) (64.0) (68.3) (70.3) (72.1)
Lease liability 35.1 326 287 24.8 20.9
Other liabilities 3835 526.5 755.6 838.4 934.0
Shareholder's funds 306.0 296.3 328.8 3534 368.6
Minority interests 0 0 0 0 0
Total funding sources 640.0 7914 1,044.8 1,146.3 1,251.4
Forsyth Barr target prices reflect valuation rolled forward at cost of equity less the next 12-
months dividend** Information on Forsyth Barr's Carbon and ESG (CESG) ratings can be found at
\'/\',‘\'/f()7\\’“1’7\“'\'.( 0.Nnz, (’)H)()V'yﬂ’("ﬂ(‘\”/S'(‘V(‘HTS C (‘Sg*l'('p()!'f
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Spot valuation (NZ$)
PE relative

P/Book relative

DCF

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

Valuation Ratios

EV/Sales (x)

EV/EBITDA (x)

EV/EBIT (x)

PE (x)

Price/NTA (x)

Free cash flow yield (%)
Adj. 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 (%)

Underlying Performance
Gross written premium

Gross earned premium
Reinsurance premium

Net earned premium

Net claims expense

*includes Large event claims of
Management & sales expenses
Underwriting profit
Investment and other revenue
Financing and other costs

2022A
n/a

n/a

n/a
17.8
18
11.7
11.7
7.9

7.9

2022A
n/a

5.7

5.0

n/a

n/a

42

n/a

0

141

2022A
155.9
56.6
106.6
275

Profit before tax (from continuing operations)

Tax expense

Profit after taxation

NPAT (from discontinued operation)
NPAT (Reported)

Key ratios

Total GWP growth %
Total claims ratio %
MER %

Combined ratio %

2023A 2024E

0.0 n/a

n/a n/a

n/a n/a

>100x 57

2.0 17

-2.8 35.8

-2.8 35.8

0.0 85

0.0 85

2023A 2024E

n/a n/a

0.8 16.7

0.7 15.0

n/a n/a

n/a n/a

25 32

n/a n/a

0 0

0 48

2023A 2024E

150.5 179.4

523 66.3

102.3 83.3

287 271
2022A 2023A 2024E
436.6 5115 606.7
430.7 4708 559.1
(69.5)  (69.5) (84.6)
3612 4163 4745
(195.5) (269.3) (268.4)
(19.00 (382) (20.5)
(129.9) (151.4) (145.4)
35.8 (4.4) 60.8
11 14.3 18.1
13 23 (1.0)
38.2 12.2 77.8
(10.9) (4.6) (22.1)
27.3 7.6 55.8
(4.5) (9.8) (0.6)
228 -2.2 55.2
10.2% 17.2% 18.6%
54.1% 64.7% 56.6%
36.0% 322% 30.6%
90.1% 101.1% 87.2%
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2025E
n/a

n/a

n/a
57

15
231
231
9.8

9.8

2025E
n/a
15.5
14.2
n/a

n/a
2.9
n/a

0

55

2025E
136.4
66.5
91.3
205

2025E
674.4
640.5
(100.2)
5404
(335.4)
(50.0)
(147.2)
57.8
19.9
(1.0)
76.6
(21.7)
54.9

54.9

11.2%
62.1%
27.2%
89.3%

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.

1.46
1.63
1.04
173

747
(44)
(48)
655

2026E
n/a
n/a
n/a
4.2
15
226
226
11.0
15.2

2026E
n/a
20.1
18.5
n/a
n/a
2.7
n/a
100
46

2026E
145.4
91.6
913
160

2026E
752.5
7134
(109.8)
603.6
(368.6)
(55.0)
(149.9)
85.1
19.4
(1.0)
103.5
(29.3)
74.2

74.2

11.6%
61.1%
24.8%
85.9%
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1H24 results summary

TWR delivered a solid 1H24 result with underlying net profit of NZ$36.6m, clearly helped by no large events in the period. In fact, due
to a revision of prior periods' large events allowances, a positive contribution of +NZ$1.9m was seen, as the prior Vanuatu volcanic
eruption allowance was positively revised down. Evidence of the hardening rates cycle was clear, with gross written premium (GWP)
of NZ$291m up +19% on 1H23. 1H24 reported NPAT was +NZ$36m (EPS of NZ9.5¢ps) vs a -NZ$5.1m loss in 1H23. Customer
numbers declined by -1% to 309,000 as TWR removed motor risks it did not wish to continue with. TWR's MER fell from 35.0% in
1H23 to 31.3%, and isnow down an impressive -700 bps over four years, showing the benefits of scale and operational
efficiency. Business as usual (BAU) claims ratio surprised on the positive side at 49.7% against the 51.1% in 1H23. Investment income
was strong, producing NZ$10m in 1H24, with the core investment book yielding 5.67% as of 31 March 2024. There was an NZ$0.8m
charge due to further Canterbury earthquake claims (CEQ) with NZ$21.4m of outstanding claims provision — now assessed at a 90%
confidence interval (Cl) — versus NZ$23.4m as of FY24. Only 21 outstanding claims related to the CEQ event remain. As expected,
this was partially offset by a gain from the sale of the Solomon Islands business.

Solvency capital recovers enough to declare a 1H24 dividend

Capital has recovered sufficiently after solid operational earnings and TWR successfully closing 97% of claims from the Auckland
Anniversary and Cyclone Gabrielle catastrophe events last year, enabling TWR to pay an interim dividend of NZ3cps (unimputed).
The Board looks to continue to pay out 60% to 80% of cash earnings where prudent to do so. Capital recovered to a 162% solvency
ratio against the 139% at the end of FY23, as reported under the new Interim Solvency Standard (ISS). TWR noted that the RBNZ is
consulting on a proposed second amendment to the ISS. This is expected to be announced and effective for TWR's FY25 financial year.
Management said these standards will ‘likely have a material impact on TWR's regulatory solvency position, and will reduce the
solvency margin’.

Figure 1. TWR — Results table (hybrid IFRS and management underlying numbers and using 1H23 restated accounts in NZ$m)

1H23 (restated) 1H24 Change

underlying profit underlying profit
Gross written premium 245.0 290.6 +19%
Insurance revenue 233.8 274.6 +17%
Reinsurance expense (32.2) (41.8) +30%
Net insurance revenue 201.7 232.8 +15%
Net claims expense - BAU (103.0) (115.8) +12%
Net claims expense - large events (33.9) 1.9 n/a
Large event reinsurance reinstatement (3.4) - n/a
Management and sales expenses (64.7) (68.3) +6%
Net commission expense (5.8) (4.5) (22%)
Net insurance service expense (210.8) (186.7) (11%)
Reinsurance and other recoveries - BAU - -
Reinsurance and other recoveries - large events - -
Net income from reinsurance contracts held - -
Insurance service result (9.1) 46.1 n/a
Net investment income 6.3 10.0 +59%
Net insurance finance expense (0.7) (1.7) n/a
Other income and expenses (0.9) (0.9) +0%
Underlying loss before tax (4.4) 53.5 n/a
Income tax expense 0.8 (16.8) n/a
Profit after tax from discontinued operations - - n/a
Underlying net loss after tax (NPAT) (3.7) 36.6 n/a
Canterbury impact (net of tax) (0.6) (0.8) n/a
All other non-underlying costs (net of tax) (0.8) 0.2 n/a
Reported loss after tax (5.1) 36.0 n/a
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FY24 outlook and earnings revisions

In its results call TWR suggested reinsurance markets were looking more favourable for 2H24. Given the +NZ$1.9m reversal in
the Vanuatu allowance, TWR's FY24 guidance for large events allowance is now NZ$43m, down from the prior NZ$45m.
Management noted that BAU claims were ‘very benign in 1H24' at a 49.7% claims ratio versus 51.1% in 1H23, but the company said
this was back within the target range. However, we anticipate that the 2H24 BAU claims ratio will exceed that experienced in this
interim period, given that winter falls within the second half. These improvements have seen TWR's FY24 forecast for the combined
operating ratio fall from its previous guide of 95% to 97% to under 93% now. Given the move to a 90% Cl on CEQ claims, TWR has
said this result will be the last that specific details will be released on the Christchurch earthquakes.

Figure 2. TWR — Group MER as a % of NEP (interim periods) Figure 3. TWR — GWP by division (interim periods)
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Earnings revisions

We lift our expectations for investment returns and make amendments to our estimates for: (1) BAU claims lowered, (2) large events
allowances down slightly from NZ$22.5m to NZ$20.5m, (3) management expenses up slightly, (4) reinsurance costs reduced slightly
in the medium term, and (5) incorporate the extra costs of CEQ. We lift our FY24 DPS forecast to NZ7cps from NZ4cps.

Figure 4. Earnings revisions

FY24 Estimate FY24 Mgt FY25 Estimate FY25 Mgt FY26 Estimate FY26 Mgt
guidance guidance guidance
GWP growth (%) +15% +10% to +15% +11% +10% to +15% +12% +10% to +15%
Large events allowance (NZ$m) $20.5m $43 $50m $50m $55m $55m
MER 29.8% 30% to 32% 27.2% <28% 24.8% <26%
Combined operating ratio (%) 85.9% <93% 89.4% <91% 86.0% <87%
Underlying NPAT (NZ$m) $55.8m >$35m $54.9m $40m to $60m $74.2m $60m to $80m
ROE (%) n/a n/a 14.2% 12%to 15% 17.7% >15%
Source: Company, Forsyth Barr analysis
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Charts

Figure 5. TWR — Solvency position over time (NZ$m)
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Appendix

Transition to IFRS 17 and the RBNZ's Interim Solvency Standard

TWR has transitioned its financial reporting to NZ IFRS 17 and the Interim Solvency Standard (ISS) for 1H24. These new accounting

and solvency standards significantly alter the presentation and disclosure of financial statements. Still, our analysis and TWR's

disclosed view from its 15 May 2024 announcement show it does not materially impact the company's strategic direction,

profitability, or dividend policies. The two key changes are:

= Effective from 1 October 2023, Tower Limited implemented the NZ IFRS 17 Insurance Contracts (IFRS 17), a mandatory
accounting standard for all insurance companies, aimed at improving the transparency and consistency of financial reporting, with
its 1H24 result marking the first interim reporting period under this new standard.

= The Reserve Bank of New Zealand introduced the Interim Solvency Standard 2023 (ISS) effective from 1 October 2023, replacing
the Non-Life Solvency Standard (NLSS). In addition, it is currently consulting on a proposed second amendment expected in TWR's
FY25. This proposed amendment could materially impact TWR's regulatory solvency position, potentially reducing the solvency
margin to levels similar to those under the NLSS, although these changes will not take effect until formally implemented.
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Figure 8. Price performance Figure 9. Substantial shareholders
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Figure 10. International valuation comparisons

Company Code Price Mkt Cap PE EV/EBITDA EV/EBIT Cash YId
(metrics re-weighted to reflect TWR's balance date - September) (m) 2024E 2025E 2024E 2025E 2024E 2025E 2025E
Tower Ltd TWR NZ NZ$0.82 NzZ$311 57x  57x n/a n/a n/a n/a 9.8%
Heartland Group Holdings * HGHNZ NZ$1.01 NZ$940 8.7x 8.3x n/a n/a n/a n/a 7.8%
Insurance Australia Group IAG AT A$6.43 A$15,241 17.1x  15.5x n/a n/a n/a  10.2x 4.7%
Suncorp Group SUN AT A$16.00 A$20,357 15.0x 14.8x n/a n/a n/a 54.5x 5.2%
QBE INSURANCE GROUP QBE AT US$11.79 US$17,708 10.8x 9.8x n/a n/a n/a 8.9x 5.9%
Compco Average:  12.9x 12.1x n/a n/a n/a 24.6x 5.9%
EV = Mkt cap+net debt+lease liabilities+min interests-investments TWR Relative: -56% -53% n/a n/a n/a n/a 65%
Figure 11. Consensus EPS momentum (NZ$) Figure 12. One year forward PE (x)
0.15
17 +
0.13
14
0.11
0.09 114
0.07 8 1
0005 T T T T T 5 T T T T T
= g c g = g < < < < < <
> g > 2 N 8 g g g g g g
= R N R © 8 S S S N 3 N
—2024 EPS (consensus): TWR  ---2025 EPS (consensus): TWR +/-2 stdev. —TWR PE: 5.9x —12mth Moving Ave

6

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.



2% MST
£ FORSYTH BARR “|| L

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 Please note the
limitations in relation to distribution generally, and in relation to recipients in Australia in particular, as set out under those headings below.

This publication has been commissioned by Tower Limited (“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 (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.
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