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DIRECTORS’ REPORT

The Directors are pleased to present their report on Capricorn Mutual Limited and its controlled entities
for the year ended 30 June 2026.

The following terminology is used throughout the financial report:

CML, Parent or Company — Capricorn Mutual Limited;
CIOM - Capricorn (Isle of Man) Limited, a wholly owned subsidiary of CML;
CMLNZ - CML NZ Limited, a wholly owned subsidiary of CML;

Consolidated or Group - the Consolidated Entity consisting of Capricorn Mutual Limited and its
subsidiaries; and

CSL - Capricorn Society Limited, CML members are also CSL members.

1.1 Directors of Capricorn Mutual Limited

The names and details of Directors in office at any time during or since the year ended 30 June 2026 are
as follows:

Mario Pirone 31 January 2022 Chair, Non-Executive Director
Appointed Chair 1 July 2023 Member of the Audit, Risk and Compliance
Committee

Director of CIOM (Appointed 29 Nov 2023)

Rachel Thomson 30 March 2023 Independent, Non-Executive Director
Chair of the Audit, Risk and Compliance
Committee

Director of CIOM (Appointed 10 Aug 2023)

Lydia Stjepanovic 1 October 2023 Non-Executive Director
Mark Rowe 16 October 2024 Non-Executive Director
Donna-Maree Vinci | 1 July 2026 Non-Executive Director
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DIRECTORS’ REPORT (continued)

1.2 Experience and qualifications of Directors

Mario Pirone B.Bus, Grad. Dip. Bus, FCPA
Chair, Non-Executive Director

Mario joined the CML Board in January 2022 and was appointed Chair on 1 July 2023. He is a member
of the CML Audit, Risk and Compliance Committee. He is also Chair of the Capricorn Insurance Services
Board, providing oversight across the broader Capricorn Group.

Mario was an Independent Director of Capricorn Society Limited from July 2014 to June 2026, including
as Vice Chair from 2019 to 2022, and served on its Audit and Risk Committee.

Mario has extensive experience in senior executive and director roles across general insurance, funds
management and financial services. Mario was formerly CEO of Guild Group, CEO of CGU Insurance, and
a Senior Group Executive at Insurance Australia Group. Mario also serves as a non-executive director of
Auto & General Insurance Company Ltd, Insignia Financial, State Cover Mutual and Medical Indemnity
Protection Society (MIPS).

Rachel Thomson B.Sc, FAICD
Independent, Non-Executive Director

Rachel joined the CML Board in March 2023 and is Chair of the Audit, Risk and Compliance Committee.
She is an experienced Non-Executive Director and Audit & Risk Committee Chair with extensive
experience across the insurance, infrastructure and public sectors in Australia and internationally.

Rachel currently serves on the boards of IBL Ltd, Country Fire Authority and Boomarroo Nurseries and is
an independent member of several public sector audit and risk committees. She holds a Bachelor of
Science from the University of Melbourne and is a Graduate and Fellow of the Australian Institute of
Company Directors.

Lydia Stjepanovic B.Com, GAICD
Non-Executive Director

Lydia joined the CML Board in October 2023. Lydia has served as a Director of CSL since 2021 and is
Chair of the Remuneration and Nomination Committee. She has previously served on the Audit and Risk
Committee, the Digital and Transformation Committee and the Capricorn Relationship Committee.

Lydia is a second-generation automotive business owner with formal qualifications in business and
marketing, bringing both practical and commercial expertise to her role.

Having grown up in the industry as the daughter of an auto electrician, Lydia brings a lifelong connection
to the automotive sector and a deep understanding of members’ needs, challenges and expectations.

She is committed to ensuring that a strong focus on member perspectives is reflected in Board decision-
making and to supporting initiatives that strengthen the long-term sustainability and professionalism of
the industry.
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1.2 Experience and qualifications of Directors (continued)

Mark Rowe, GAICD
Non-Executive Director

Mark joined the CML Board in October 2024. Mark was elected to the CSL Board in October 2022 and
appointed Chair in October 2024. He is a member of CSL'’s Remuneration and Nomination Committee
and the Digital and Transformation Committee and previously served on the Audit and Risk Committee,
and the Capricorn Relationship Committee.

Mark has more than 25 years’ experience as the owner and operator of an automotive services business,
bringing deep industry knowledge and practical commercial insight to the Board.

He holds governance roles within the broader industry, including as Vice President of VASA, a non-profit
organisation representing the automotive air conditioning, electrical and thermal management sector
across Australia and New Zealand. He is an active member of the Beaudesert Chamber of Commerce.

Donna-Maree Vinci DSG, GAICD, FGIA, MACSnr
Non-Executive Director

Donna joined the CML Board on 1 July 2026. Donna has served as an Independent Director of CSL since
2019 and is Chair of CSL’s Audit and Risk Committee. She has previously chaired the Digital and
Transformation Committee, Capricorn Relationship Committee and served on the Remuneration and
Nomination Committee.

Donna brings extensive experience across board and executive roles, with deep expertise in strategy,
operations, governance, risk management, data and digital transformation. She has led large-scale
transformation programs globally, particularly within financial services.

In addition to her role at Capricorn, Donna serves as a Non-Executive Director of Western Sydney Airport,
Newcastle Greater Mutual Group and Hunter Water.

Donna is a Fellow of the Governance Institute of Australia, a graduate of the Australian Institute of
Company Directors, and a graduate in Sustainability and ESG Leadership. She was awarded the CIO of
the Year Award in 2019.



CAPRIC@RN

MUTUAL

DIRECTORS’ REPORT (continued)

1.3 Attendance at Board and Committee meetings

The number of meetings of Directors held during the year and the number of meetings attended by each
Director was as follows:

Mario Pirone
Rachel Thomson
Lydia Stjepannovic
Mark Rowe

[e)e)Ne) o))
[e)le)Ne) o))
B
B S S

2. Principal activity

The principal activity of the Company during the year was to offer mutual financial risk products to
members of CSL to protect those members from financial loss. The Company assesses claims lodged by
members and promises to exercise its discretion to indemnify the member against their loss efficiently,
honestly and fairly in accordance with the Company’s Constitution and Rules. The principal activity of the
Company has not changed since its inception.

As CML is a Discretionary Mutual, it refers to its contracts as protections and premiums as contributions.
Hence, throughout the financial report, these terms are used interchangeably.

3. Operating and financial review

3.1 Operating result for the financial year

FY26 saw another successful year for the Group highlighted by:
° protection revenue growth of 12% compared to FY25;

. total assets of $131.4m (2025: $109.1m); and

o the acceptance of 99% (2025: 99%) of lodged claims.

The Group achieved a Profit after Tax of $14.9m for the year ended 30 June 2026 compared with $9.9m
in the prior year. The result was driven by the following factors:

o an increase in protection revenue by 12% compared to prior year, offset by an increase in protection
service expenses by 17% and a decrease in net expenses from reinsurance contracts held by 67%
compared to prior year; and

o a decrease in net protection finance expense by 44% compared to prior year driven by a decrease
in finance expenses from protection contracts issued, offset by an increase in other operating
expenses relating to the new core system project and unfavourable foreign exchange losses.

The combination of these factors resulted in a combined operating ratio of 93% (2025: 95%). No Member
Loyalty Rebate was issued during the financial year 2026.
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3. Operating and financial review (continued)

3.2 Review of financial condition
A. Financial position

Total assets of the Group at 30 June 2026 were $131.4m compared to $109.1m at 30 June 2025. The
increase in assets is represented by the net effect of:

o an increase of $15.9m in cash and investments due to the high growth in earned protection and
partially offset by large claims and expenses relating to new core system.

. An increase of $6.4m in reinsurance contract assets due to an increase in outstanding reinsurance
recoveries on property per risk excess of loss; and

Total liabilities of the Group at 30 June 2026 were $62.6m compared to $55.2m at 30 June 2025. The
increase in liabilities is mainly due to the increase in large claims and weather events partially offset by
a decrease in other payables and lower tax liabilities.

Members’ Equity increased to $68.8m at 30 June 2026 compared to $53.9m at 30 June 2025 in line with
the reported profit.

B. Cash from operations

The net cash from operating activities for the financial year ended 30 June 2026 was a net inflow of
$12.1m compared to an inflow of $14.3m in 2025. The decrease is a result of a $5.3m project funding
cost paid during the current year. The Board receives and approves a rolling 12-month cash flows forecast
each quarter under the financial conditions of CML’s Australian Financial Services Licence (AFSL).

C. Investments

The investment policy seeks to maximise returns whilst protecting Members’ funds and ensures that
funds are available as and when required. It also seeks to minimise discount rate exposures through
providing a natural hedge by matching assets and liabilities where possible.

During the financial year, the Group revised its investment policy to incorporate government and
corporate bonds, enhancing portfolio diversification and aligning with its long-term investment strategy.

As at 30 June 2026, the Group’s investment balance was at $92.6m compared to $79.9m in 2025. This
growth was primarily driven by a substantial reallocation of cash reserves into government and corporate
bonds, along with increased protection receipts that were subsequently reinvested into term deposits
and bonds.

The investment portfolio is structured to ensure security and diversification. It comprises of fixed term
deposits with Australian banks holding a minimum Standard & Poor’s (S&P) rating of A, and a Bond
portfolio consisting of government and corporate Bonds with a minimum S&P rating of BBB. As at balance
date, 23% of the investment portfolio was allocated to fixed term deposits, while the remaining 77% was
invested in bonds. Further details on investment risk management are provided in Note 13.7.

3.3 Strategy

Strategic Priorities

For the year ended 30 June 2026, the Company has been operating under the strategy called ‘ASPIRE’.
The strategy was first launched in July 2024.

CML'’s purpose and vision under the ‘ASPIRE’ strategy are as follows:

o CML's purpose is “To strengthen members’ businesses by protecting what matters.”
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3. Operating and financial review (continued)
3.3 Strategy (continued)

o CML's vision is “To deliver market leading protection products and Member experience while
maintaining ‘Members first’ culture.”

The ASPIRE strategy will capitalise on the strengths of the business today and will be supported by the
following strategic opportunities:

The following is an overview of the five strategic priorities with a range of initiatives for each of them:

o Grow Member relationships: targeted growth in CSL member base and deeper relationships with
existing CML Members.

o Transform claims: uplift claims processes and experience to support growth and to deliver best in
class claims experience.

o Modernise technology platform: upgrade core business platforms to maintain a safe, efficient and
scalable technology operating environment.

o Strengthen core functions: strengthen insurance and business functions to continually improve
products, services and risk management.

o Invest in our people: support our people and create a team of highly engaged ‘motor industry’ risk
experts.

3.4 Outlook

Underwriting operations are, by their nature, volatile due to the exposure to natural perils and industry
cycles, and more recently the inflationary challenges and thus profit predictions are difficult.

CML expects an increased frequency of weather-related natural catastrophes over the long term.

Despite the challenges, we maintain our focus on disciplined risk selection, in providing protections to
our members.
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4, Members’ guarantee

CML is a company limited by guarantee and does not have share capital. It operates for the mutual
benefit of its Members. The contribution of each member to its debts and liabilities in the event of a
winding up is restricted to an amount not exceeding $1 each.

There were 13,859 members at 30 June 2026 (2025: 13,153).

5. Indemnification of Directors, Officers, and Auditors

Indemnification

As permitted by its constitution, the Company indemnifies, to the extent permitted by law and subject
to the terms and conditions of each deed of indemnity, each Director of the Company for all liability
incurred in their capacity as a director of the Company (including all legal costs of and in connection with
defending or resisting proceedings in which they become involved because of that capacity). The
Company has deeds of indemnity in favour of each Director of the Company, the Company Secretary and
certain other officers of the Company.

To the extent permitted by law, the Company has agreed to indemnify its auditor, Ernst & Young, as part
of the terms of its audit engagement agreement, against claims by third parties arising from the audit,
other than where the claim is determined to have resulted from a breach or any negligent, wrongful or
wilful act or omission by or of Ernst & Young.

Insurance Premiums

Premiums were paid in respect of contracts insuring directors and officers of the Company for liability
and legal expenses for the year. Such insurance contracts insure against certain liabilities (subject to
specific exclusions) for persons who are or have been directors or executive officers of the Company.
Disclosure of the nature of the liabilities and the amount of the premium is prohibited by the
confidentiality clause of the contracts of insurance.

6. Proceedings

No person has applied for leave of court to bring proceedings on behalf of the Company or its controlled
entities or intervene in any proceedings to which the Company or its controlled entity is a party for the
purpose of taking responsibility on behalf of the Company for all or any part of those proceedings.

7. Independence declaration

The Auditor’s Independence Declaration as required under Section 307C of the Corporations Act 2001 is
set out on page 11 and forms part of the Directors’ Report for the year ended 30 June 2026.

8. Auditor

In accordance with section 327C of the Corporations Act 2001, Ernst & Young was appointed as auditor
effective from 28 November 2024 and continues in office as auditor of the Company.

9. Non-Audit services

During the year, Ernst & Young provided taxation and other assurance services to Capricorn Mutual
Limited and its controlled entities. The total amount payable to Ernst & Young for non-audit services
during the year is $48,234 (2025: $46,500) which includes tax compliance services.

The Directors are satisfied that the non-audit services provided are consistent with the general standard
of independence for auditors as set forth by the Corporations Act 2001 and the IESBA code of ethics for
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9. Non-Audit services (continued)

professional accountants. The nature and extent of each non-audit service provided have been assessed,
and it has been determined that these services did not compromise the independence of the auditors.

10. ASIC relief regarding disclosure of separate information on the Company

This Consolidated Financial Report includes the financial statements of the Company as permitted by
ASIC Corporations (Parent Entity Financial Statements) Instrument 2021/195. Adoption of this
Legislative Instrument provides relief from presenting the summary parent entity information otherwise
required by regulation 2M.3.01 of the Corporations Regulations 2001.

11. Rounding of amounts

The Company is of a kind referred to in the ASIC Corporations (Rounding in financial / Directors' Reports)
Instrument 2016/183. Amounts have been rounded off in the Directors' Report to the nearest thousand
dollars or, in certain cases, to the nearest dollar in accordance with that instrument.

12. Subsequent events

In the opinion of the Directors, there are no other factors that have occurred since the balance date that
may significantly affect the Group or the Company's operations, the results of those operations, or the
Company's state of affairs in future periods.

13. Environmental regulation

The Group’s operations are not subject to any significant or particular environmental regulation under
either Commonwealth or State legislation.

Signed in accordance with a resolution of the Directors:

/~ (ore £ bl Tlgrn

Mario Pirone Rachel Thomson
Chair Director
2 September 2026 2 September 2026
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Ernst & Young Tel: +61 2 9248 5555
200 George Street Fax: +61 2 9248 5959
Sydney NSW 2000 Australia ey.com/au

GPO Box 2646 Sydney NSW 2001
Shape the future
with confidence

Auditor’'s Independence Declaration to the Directors of Capricorn Mutual
Limited

As lead auditor for the audit of the financial report of Capricorn Mutual Limited for the financial year
ended 30 June 2026, | declare to the best of my knowledge and belief, there have been:

a) No contraventions of the auditor independence requirements of the Corporations Act 2001 in
relation to the audit;

b) No contraventions of any applicable code of professional conduct in relation to the audit; and

¢) No non-audit services provided that contravene any applicable code of professional conduct in
relation to the audit.

This declaration is in respect of Capricorn Mutual Limited and the entities it controlled during the financial
year.

it 0

Ernst & Young

Jason Bain
Partner
2 September 2026

A member firm of Ernst & Young Global Limited
Liability limited by a scheme approved under Professional Standards Legislation
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Protection revenue 4 172,561 154,101 172,561 154,101
Protection service expenses 4 (147,677) (126,308) (147,597) (126,237)
Net expenses from reinsurance

contracts held 4 (5,378) (16,477) (5,448) (16,537)
Protection service result 19,506 11,316 19,516 11,327
Finance expense from protection

contracts issued 5 (968) (1,810) (968) (1,810)
Finance income from reinsurance

contracts held 5 120 302 120 302
Net protection finance expense (848) (1,508) (848) (1,508)
Protection net result 18,658 9,808 18,668 9,819
Investment income 4,078 4,219 4,057 4,198
Other income 164 160 164 160
Other operating expenses 7 (7,247) (3,390) (7,290) (3,388)
Profit before income tax 15,653 10,797 15,599 10,789
Income tax expense 8 (791) (868) (755) (868)
Profit after income tax 14,862 9,929 14,844 9,921
Total comprehensive income

attributable to the Members of

Capricorn Mutual Limited 14,862 9,929 14,844 9,921

The accompanying notes form part of these financial statements.

12
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Assets

Cash and cash equivalents 9.1 21,460 18,218 20,991 17,764
Investments 10 92,597 79,942 92,597 79,942
Other receivables 68 71 61 64
Reinsurance contract assets 6.3 17,287 10,865 17,287 10,865
Total Assets 131,412 109,096 130,936 108,635
Liabilities

Current tax liabilities 8.3 194 671 159 671
Deferred tax liabilities 8.3 137 234 137 234
Other payables 11 1,495 2,707 1,141 2,315
Protection contract liabilities 6.2 60,791 51,551 60,791 51,551
Total Liabilities 62,617 55,163 62,228 54,771
Net Assets 68,795 53,933 68,708 53,864
Members' Equity

Retained earnings 68,795 53,933 68,708 53,864
Total Members' Equity 68,795 53,933 68,708 53,864

The accompanying notes form part of these financial statements.

13
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STATEMENT OF CHANGES IN EQUITY
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For the year ended 30 June 2025

Balance at 1 July 2024 44,004 43,943
Total comprehensive income for the year 9,929 9,921
Balance at 30 June 2025 53,933 53,864
For the year ended 30 June 2026

Balance at 1 July 2025 53,933 53,864
Total comprehensive income for the year 14,862 14,844
Balance at 30 June 2026 68,795 68,708

The accompanying notes form part of these financial statements.

14
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STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 30 JUNE 2026

Cash flows from operating

activities

Contributions from Members 170,184 153,220 170,184 153,220
Reinsurance & other recoveries

received 1,727 5,256 1,727 5,256
Claims and other protection service

expenses paid (127,325) (112,175) (127,245) (112,104)
Reinsurance expenses paid (13,407) (14,447) (13,477) (14,507)
Acquisition costs paid (11,101) (10,655) (11,101) (10,655)
Payment to suppliers (6,743) (1,326) (6,699) (1,368)
Other income received 167 275 167 276
Income taxes paid (1,365) (710) (1,364) (710)
Member loyalty rebate - (5,113) - (5,113)
Net cash flows from operating

activities 9.3 12,137 14,325 12,192 14,295
Cash flows from investing

activities

Investments in term deposits (22,000) (85,000) (22,000) (85,000)
Investments in bonds (18,763) (65,736) (18,763) (65,736)
Maturity of term deposits 18,197 119,406 18,176 119,385
Proceeds from bonds 13,989 3,774 13,989 3,774
Net cash flows from investing

activities (8,577) (27,556) (8,598) (27,577)
Net movement in cash and cash

equivalents 3,560 (13,231) 3,594 (13,282)
Cash and cash equivalents at the

beginning of the year 18,218 31,448 17,764 31,043
Foreign exchange gains / (losses) (318) 1 (367) 3
Cash and cash equivalents at

the end of the year 9.1 21,460 18,218 20,991 17,764

The accompanying notes form part of these financial statements.

15



Notes to the Consolidated Financial Report CAPRIC@‘RNx
for the year ended 30 June 2026 MUTUAL

NOTES TO THE FINANCIAL STATEMENTS
NOTE 1. REPORTING ENTITY

The financial report covers Capricorn Mutual Limited (CML, Parent or Company) and its controlled entities,
CML NZ Limited (CMLNZ) and Capricorn (Isle of Man) Limited (CIOM). The Company together with CMLNZ
and CIOM in this report refers to the Consolidated Entity (Consolidated or Group).

CML is a public Company limited by guarantee, incorporated in Australia on 2 May 2003 and domiciled in
Australia.

CMLNZ is a Company limited by shares, incorporated in New Zealand on 6 May 2003 and domiciled in
New Zealand.

CIOM is a Company limited by shares, incorporated in Isle of Man on 12 November 2008 and domiciled
in the Isle of Man.

The Company is not an authorised insurer and therefore is not subject to general insurance prudential
standards and guidance established by the Australian Prudential Regulation Authority (APRA).

The Company has been granted an AFSL which is regulated by the Australian Securities and Investments
Commission (ASIC).

The nature of the operations and principal activities of the Consolidated Entity are described in the
Directors’ Report.

NOTE 2. BASIS OF PREPARATION
2.1. Statement of compliance

This Consolidated Financial Report is a general purpose financial report that was authorised by the Board
of Directors on 2 September 2026 and has been prepared in accordance with Australian Accounting
Standards (AAS) and Interpretation of the Australian Accounting Standards Board (AASB) and the
Corporations Act 2001. It also complies with International Financial Reporting Standards (IFRS) as issued
by the International Accounting Standards Board (IASB). The Directors have the power to amend and
reissue the financial report.

Comparative information has been updated to align to the current year’s disclosures where necessary.

2.2. Basis of measurement

This Consolidated Financial Report has been prepared based on the material accounting policies as
detailed in Note 17. The Statements of Financial Position have been prepared using a liquidity basis. The
Board has determined that this presentation on the Statements of Financial Position is more relevant
than a current / non-current classification.

2.3. Functional and presentation currency

Items included in the financial statements are measured using the currencies of the economic
environments in which the Consolidated Entity operates (the functional currency). The Consolidated
Financial Statements are presented in Australian dollars, which is the Group’s functional and presentation
currency.

16
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NOTE 2. BASIS OF PREPARATION (continued)
23 Functional and presentation currency (continued)

Foreign currency transactions are translated into the functional currency using the exchange rates
prevailing at the dates of the transactions. Foreign exchange gains and losses resulting from the
settlement of such transactions and from the translation at year-end exchange rates of monetary assets
and liabilities denominated in foreign currencies are recognised in the Statement of Comprehensive
Income. Translation differences on non-monetary items held at fair value through profit or loss, are
reported as part of the fair value gain or loss.

2.4, ASIC relief regarding disclosure of separate information on the Company

This Consolidated Financial Report includes the financial statements of the Company as permitted by
ASIC Corporations (Parent Entity Financial Statements) Instrument 2021/195. Adoption of this
Legislative Instrument provides relief from presenting the summary parent entity information otherwise
required by regulation 2M.3.01 of the Corporations Regulations 2001.

2.5. Rounding of amounts

The Company is of a kind referred to in the ASIC Corporations (Rounding in Financial / Directors' Reports)
Instrument 2016/183. Amounts have been rounded off in the financial report to the nearest thousand
dollars or, in certain cases, to the nearest dollar in accordance with that instrument.

2.6. New accounting standards and amendments adopted by the Group

All new and amended Australian Accounting Standards and interpretations mandatory as at 1 July 2025
for the Group have been adopted and unless otherwise specified, have had no material impact to the
financial statements of the group.

2.7. New accounting standards or amendments issued but not yet effective

The Australian Accounting Standards and amendments detailed in the table below are not mandatory
until the application dates; however, early adoption is often permitted.

Title Description Application Date

AASB 2024-2 Amendments to AASs - Classification and Measurement of 1 January 2026
Financial Instruments

AASB 2024-3 Amendments to AASs - Annual Improvements Volume II- 1 January 2026
Amendments to AASB 7

AASB 18 Presentation and Disclosure in Financial Statements 1 January 2027

The Group has not early adopted any standard, interpretation or amendment that has been issued but
is not yet effective.

Management has assessed the impact of AASB 2024-2 Amendments to AASs - Classification and
Measurement of Financial Instruments and AASB 2024-3 Amendments to AASs - Annual Improvements
Volume II- Amendments to AASB 7 and the adoption does not have a material impact on the Group's
financial position, financial performance or disclosures.

Management continues to assess the impact of AASB 18 Presentation and Disclosure in Financial
Statements, which will replace AASB 101 Presentation of Financial Statements. AASB 18 introduces new
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NOTE 2. BASIS OF PREPARATION (continued)
2.7 New accounting standards or amendments issued but not yet effective (continued)

requirements relating to the presentation of the statement of profit or loss, mandatory subtotals,
aggregation and disaggregation principles, and management defined performance measures. Based on
the assessment performed to date, AASB 18 is expected to primarily impact the presentation and
disclosure of information in the financial statements rather than the recognition or measurement of
assets, liabilities, income or expenses.

NOTE 3. SIGNIFICANT JUDGEMENTS AND ESTIMATES

The preparation of the Group's financial statements requires Management to make judgements and
estimates that affect reported amounts. Actual results may differ from these estimates.

The key assumptions concerning the future and other key sources of estimation uncertainty at the
reporting date, that have a significant risk of causing a material adjustment to the carrying amounts of
assets and liabilities within the next financial year are discussed below. CML based its assumptions and
estimates on parameters available when the financial statements were prepared. However, existing
circumstances and assumptions about future developments may change due to market changes or
circumstances arising that are beyond CML's control. Such changes are reflected in the assumptions
when they occur.

3.1. Liability for incurred claims

The ultimate cost of outstanding claims is estimated by using a range of standard actuarial claims
projection techniques that analyse experience, trends and other relevant factors.

The estimation process involves using CML's specific data, relevant industry data and more general
economic data. Each class of business is examined separately and the process involves consideration of
a large number of factors. These factors may include the risks to which the business is exposed at a point
in time, claim frequencies and average claim sizes, historical trends in the incidence and development of
claims reported and finalised, legal, social and economic factors that may impact upon each class of
business, the key actuarial assumptions and the impact of reinsurance and other recoveries.

Different actuarial valuation models are used for different claim types and lines of business. The selection
of the appropriate actuarial model considers the characteristics of a claim type and class of business and
extent of the development of each past accident period. Other key circumstances affecting the reliability
of assumptions include variation in interest rates and delays in settlement.

When measuring liabilities for incurred claims (LIC), an explicit ‘risk adjustment for non-financial risk’ is
included (Note 3.3).

Given the size and nature of CML'’s risk profile, the Company has estimated the risk adjustment using a
Confidence Level (Probability of Sufficiency) approach at the 90t percentile (2025: 90t percentile).

3.2. Discount rates

Protection contract liabilities and reinsurance contract assets are calculated by discounting expected
future cash flows at a risk free rate, plus an illiquidity premium where applicable. Risk free rates are
determined by reference to the yields of highly liquid AAA-rated sovereign securities in the currency of
the protection contract liabilities. The illiquidity premium is determined by reference to observable market
rates.

CML has elected to apply the bottom-up approach for determination of discount rate. Under this
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NOTE 3. SIGNIFICANT JUDGEMENTS AND ESTIMATES (continued)
3.2 Discount rates (continued)

approach, a liquid risk-free yield curve is adjusted to reflect the differences between the liquidity
characteristics of the financial instruments that underlie the rates observed in the market and the liquidity
characteristics of the protection contract. This involves applying what is widely being referred to as an
illiquidity premium to the liquid risk-free yield curve.

Discount rates applied for discounting of future cash flows are listed below:

% % % % % %

AUD 4.63 4.67 4.87 3.41 3.55 3.91

NzD 4.63 4.67 4.87 3.41 3.55 3.91
3.3. Risk adjustment for non-financial risk

A risk adjustment for non-financial risk is included as part of the overall measurement of a group of

protection contracts to reflect the compensation that CML requires for bearing the uncertainty about
the amount and timing of the cash flows that arises from non-financial risk as the Company fulfils its
protection contracts.

The above also applies to reinsurance contracts held, as an explicit risk adjustment must be held for
reinsurance cash flows, representing the amount of non-financial risk being transferred by CML to the
issuer of these contracts.

3.4. Assets for protection acquisition cash flows

CML has elected to recognise its protection acquisition cash flows that are directly attributable, in the
Liability for Remaining Coverage and amortise the cash flows as protection contracts are recognised. An
asset for protection acquisition cash flows is recognised for acquisition cash flows incurred before the
related group of protection contracts has been recognised.

CML applies judgement in determining the inputs used in the methodology to systematically and
rationally allocate protection acquisition cash flows to groups of protection contracts.

At the end of each reporting period, CML revisits the assumptions made to allocate protection acquisition
cash flows to groups and where necessary revises the amounts of assets for protection acquisition cash
flows accordingly.

In the current and prior year, CML did not identify any facts and circumstances indicating that the
protection acquisition cash flow assets may be impaired.
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NOTE 4. PROTECTION SERVICE RESULT

Protection revenue 6.2 172,561 154,101 172,561 154,101
Incurred claims and other

attributable expenses (145,633) (132,280) (145,553) (132,209)
Amortisation of protection

acquisition cash flows (11,039) (9,640) (11,039) (9,640)
Changes to liabilities for incurred

claims 8,995 15,612 8,995 15,612
Protection service expenses 6.2 (147,677) (126,308) (147,597) (126,237)
Recoveries of incurred claims and

other attributable expenses 8,257 27 8,257 27
Changes to amounts recoverable for

incurred claims (45) (2,656) (45) (2,656)
Reinsurance expenses (13,590) (13,848) (13,660) (13,908)
Net expenses from reinsurance

contracts held 6.3 (5,378) (16,477) (5,448) (16,537)
Protection service result 19,506 11,316 19,516 11,327

NOTE 5. NET PROTECTION FINANCE INCOME/EXPENSE

The breakdown of net protection finance income/expense is set out in the table below.

Discount unwind and changes in

financial assumptions (968) (1,810) (968) (1,810)
Protection finance expense 6.2 (968) (1,810) (968) (1,810)
Discount unwind and changes in

financial assumptions 121 301 121 301
Effect of changes in non-

performance risk of reinsurers (1) 1 (1) 1
Reinsurance finance income 6.3 120 302 120 302
Net protection finance expense (848) (1,508) (848) (1,508)




Notes to the Consolidated Financial Report CAPRIC@‘RN
for the year ended 30 June 2026 MUTUAL

NOTE 6. PROTECTION AND REINSURANCE CONTRACT BALANCES

6.1. Carrying amount of protection and reinsurance contracts

The breakdown of groups of protection contracts liabilities and reinsurance contract assets is set out in
the table below.

Protection contract liabilities 60,791 51,551

Reinsurance contract assets (17,287) (10,865)

Net protection contract liabilities 43,504 40,686
6.2. Roll forward of net liability for protection contracts issued showing liability /

(assets) for remaining coverage and liability for incurred claims

The assets for protection acquisition cash flows will be derecognised within a year and included in the
measurement of the group of protection contracts to which they are allocated.

No member loyalty rebate liability has been recognised as at 30 June 2026 (2025: $0m), as no rebate
was issued or paid during FY2026. In line with CML’s Capital Return Policy, member loyalty rebates are
typically delivered via Capricorn reward points to eligible members with an active policy and three
consecutive years of tenure. However, no such allocation has occurred in the current financial year, and
no liability has been recorded within protection revenue in the Statement of Comprehensive Income.

The roll-forward of the net liability for protection contracts issued, showing the liability for remaining
coverage and the liability for incurred claims in the tables below.
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NOTE 6. PROTECTION AND REINSURANCE CONTRACT BALANCES (continued)

6.2. Roll forward of net liability for protection contracts issued showing liability /
(assets) for remaining coverage and liability for incurred claims (continued)

Protection contract

MUTUAL

liabilities as at 1 July (11,948) 49,557 13,942 51,551
Net protection contract

liabilities at 1 July (11,948) 49,557 13,942 51,551
Protection revenue (172,561) - - (172,561)
Incurred claims and other

attributable expenses - 134,101 11,532 145,633
Amortisation of protection

acquisition cash flows 11,039 - - 11,039
Changes to liabilities for

incurred claims - prior

accident years - 221 (9,216) (8,995)
Protection service

expenses 11,039 134,322 2,316 147,677
Protection service

result (161,522) 134,322 2,316 (24,884)
Discount unwind and

changes in financial

assumptions = 750 218 968
Effect of movements in

exchange rates 1,398 - 1,398
Statements of

Comprehensive Income (160,124) 135,072 2,534 (22,518)
Cash flows

Contribution received 170,184 - - 170,184
Claims and other

expenses paid = (127,325) = (127,325)
Protection acquisition cash

flows (11,101) - - (11,101)
Total cash flows 159,083 (127,325) - 31,758
Net protection contract

liabilities at 30 June (12,989) 57,304 16,476 60,791
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NOTE 6. PROTECTION AND REINSURANCE CONTRACT BALANCES (continued)

6.2. Roll forward of net liability for protection contracts issued showing liability /
(assets) for remaining coverage and liability for incurred claims (continued)

Net protection contract

MUTUAL

liabilities at 1 July (9,764) 44,585 12,611 47,432
Protection revenue (154,101) - - (154,101)
Incurred claims and other

attributable expenses - 121,733 10,547 132,280
Amortisation of protection

acquisition cash flows 9,640 - - 9,640
Changes to liabilities for

incurred claims - prior

accident years - (5,986) (9,626) (15,612)
Protection service

expenses 9,640 115,747 921 126,308
Protection service

result (144,461) 115,747 921 (27,793)
Discount unwind and

changes in financial

assumptions - 1,400 410 1,810
Effect of movements in

exchange rates (175) - - (175)
Statements of

Comprehensive Income (144,636) 117,147 1,331 (26,158)
Cash flows

Contribution received 153,220 - - 153,220
Claims and other

expenses paid = (112,175) = (112,175)
Protection acquisition cash

flows (10,655) - - (10,655)
Total cash flows 142,565 (112,175) - 30,390
Net Protection Contract

Liabilities before Non-

Cash Adj as at 30 June (11,835) 49,557 13,942 51,664
Non-cash operating

expenses (113) - - (113)
Net protection contract

liabilities at 30 June (11,948) 49,557 13,942 51,551
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NOTE 6. PROTECTION AND REINSURANCE CONTRACT BALANCES (continued)

6.3. Roll-forward of net asset for reinsurance contracts held showing assets for
remaining coverage and amounts recoverable on incurred claims

The roll-forward of the net asset for reinsurance contracts held showing the assets for remaining coverage
and the amounts recoverable on incurred claims arising on insurance ceded to reinsurers in the tables
below:

Reinsurance contract
assets at 1 July 2,790 - 6,368 1,707 10,865

Reinsurance expenses (13,590) - - (13,590)
Recoveries of incurred

claims and other

attributable expenses - - 6,869 1,388 8,257
Changes to amounts

recoverable for incurred

claims - prior accident

years - 162 (207) (45)
Reinsurance income - - 7,031 1,181 8,212
Protection service

result (13,590) - 7,031 1,181 (5,378)

Discount unwind and

changes in financial

assumptions = = 92 29 121
Effect of changes in non-

performance risk of

reinsurers - - (1) - (1)
Statements of

Comprehensive Income (13,590) - 7,122 1,210 (5,258)
Cash flows

Premiums paid 13,407 o = > 13,407
Reinsurance recoveries

received = (1,727) = (1,727)
Total cash flows 13,407 - (1,727) - 11,680
Reinsurance contract

assets at 30 June 2,607 - 11,763 2,917 17,287
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NOTE 6. PROTECTION AND REINSURANCE CONTRACT BALANCES (continued)

6.3. Roll-forward of net asset for reinsurance contracts held showing assets for
remaining coverage and amounts recoverable on incurred claims (continued)

Reinsurance contract

MUTUAL

assets at 1 July 2,191 - 12,939 2,719 17,849
Reinsurance expenses (13,848) - - - (13,848)
Recoveries of incurred

claims and other

attributable expenses - - 21 6 27
Changes to amounts

recoverable for incurred

claims - prior accident

years - - (1,590) (1,066) (2,656)
Reinsurance income - - (1,569) (1,060) (2,629)
Protection service

result (13,848) - (1,569) (1,060) (16,477)
Discount unwind and

changes in financial

assumptions = = 253 48 301
Effect of changes in non-

performance risk of

reinsurers = = 1 = 1
Statements of

Comprehensive Income (13,848) - (1,315) (1,012) (16,175)
Cash flows

Premiums paid 14,447 = = = 14,447
Reinsurance recoveries

received = = (5,256) = (5,256)
Total cash flows 14,447 - (5,256) - 9,191
Reinsurance contract

assets at 30 June 2,790 - 6,368 1,707 10,865
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NOTE 7. OTHER OPERATING EXPENSES

Foreign exchange losses / (gains) 1,716 (176) 1,765 (178)
Other operating expenses 5,531 3,566 5,525 3,566
Total operating expenses 7,247 3,390 7,290 3,388

NOTE 8. INCOME TAX

8.1. Composition

Current income tax expense 1,026 1,131 989 1,131

Movement in deferred tax (234) (263) (234) (263)

Income tax expense 791 868 755 868
8.2. Income Tax Reconciliation

A reconciliation between income tax expense and the profit before income tax multiplied by the applicable
tax rate is as follows:

Profit for the year before income tax 15,653 10,797 15,599 10,789
Income tax calculated at 30% (2025: 30%) 4,696 3,239 4,680 3,237
Adjustments in respect of current income

tax of previous years (234) (263) (234) (263)
Mutual activities not subject to tax (3,807) (2,342) (3,828) (2,340)
Deferred tax 137 234 137 234
Income tax expense 791 868 755 868

The Company is limited by guarantee and operates for the mutual benefit of Members. Accordingly, the
Company is not liable for income tax on contributions received from Members, nor are the related
outgoings tax deductible. The Company is, however, liable for income tax on investment income.

8.3. Tax Liabilities

Income tax due (888) (896) (853) (896)
Instalment paid 694 225 694 225
Current tax Liabilities (194) (671) (159) (671)
Deferred tax liabilities (137) (234) (137) (234)
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NOTE 9. NOTES TO THE STATEMENT OF CASH FLOWS

Cash and cash equivalents represent cash on hand and held with banks and deposits at call readily
convertible to cash.

9.1. Composition

For the purpose of the Statement of Cash Flows, cash and cash equivalents comprise the following at 30
June 2026:

Cash at bank 21,460 18,218 20,991 17,764
Total cash and cash equivalents 21,460 18,218 20,991 17,764
9.2. Significant Risks

The net carrying amount of cash and cash equivalents represents the maximum exposure to credit risk
relevant to cash and cash equivalents at reporting date and is equivalent to the fair value of the assets
because of the negligible credit risk.

9.3. Reconciliation of profit for the year to net cash flows from operating activities

Profit after tax for the year 14,862 9,929 14,844 9,921
Adjustments for:

Foreign exchange loss/(gain) in cash at bank 318 (1) 367 (3)
Interest received (4,357) (3,487) (4,336) (3,466)
Fair value (gain)/loss on bonds 279 (732) 279 (732)
(Increase) / decrease in operating assets

Other receivables 3 115 3 116
Reinsurance contract assets (6,422) 6,984 (6,422) 6,984
Increase / (decrease) in operating liabilities

Current tax liabilities (477) 187 (512) 187
Deferred tax liabilities (97) (29) (97) (29)
Payables (1,212) (2,760) (1,174) (2,802)
Protection contract liabilities 9,240 4,119 9,240 4,119
Net cash flows from operating activities 12,137 14,325 12,192 14,295
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NOTE 10. INVESTMENTS

Government bonds 27,321 23,243 27,321 23,243
Corporate bonds 43,814 40,407 43,814 40,407
Term deposits 21,462 16,292 21,462 16,292
Total investments 92,597 79,942 92,597 79,942

Investments in bonds are classified and measured at fair value through profit or loss.

Investments in bonds comprise of income producing bonds offered by government and semi Government
entities, listed corporations and other private entities, where the underlying portfolio consists of fixed
and floating rate securities and inflation linked securities.

Investments in term deposits are valued at par and mature within 12 months from reporting date,
consistent with last year. These deposits carry fixed yields ranging from 4.05% to 5.25% p.a.

CML investment strategy is to adequately protect the assets backing protection liabilities whilst achieving
a balance of liquidity, security and returns. The Group’s exposure to credit and interest rate risks related
to investments is disclosed in Note 13.

Determination of fair value

The total investments balance is based on a hierarchy that reflects the significance of the inputs used in
the determination of fair value. The fair value hierarchy has the following levels:

(i) Level 1 - Quoted prices
Derived from quoted prices (unadjusted) in active markets for identical financial instruments.
(ii) Level 2 - Observable inputs

Derived from valuation techniques for which the lowest level input that is significant to the fair value
measurement is directly or indirectly observable.

(iii)Level 3 - Unobservable inputs

Derived from valuation techniques for which the lowest level input that is significant to the fair value
measurement is unobservable.

Fair value measurement

The fair value measurement hierarchy for assets is set out in the tables below.

Assets measured at fair value

Government bonds 30 June 2026 - 27,321 -
Corporate bonds 30 June 2026 - 43,814 -
- 71,135 -
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NOTE 10. INVESTMENTS (continued)

Fair value measurement (continued)

Assets measured at fair value

Government bonds 30 Jun 2025 - 23,243 -
Corporate bonds 30 Jun 2025 - 40,407 -
- 63,650 -

There were no transfers between Level 1 and Level 2 fair value measurements during the period, and no
transfers into or out of Level 3 fair value measurements. Bonds are measured at fair value using quoted
market prices from independent external data providers. Classification within the fair value hierarchy is
based on the observability of inputs.

NOTE 11. OTHER PAYABLES

Other payables 1,495 2,707 1,141 2,315

Total other payables 1,495 2,707 1,141 2,315

These amounts represent liabilities for goods and services provided to the Consolidated or Company
Entity prior to the end of the financial year which are unpaid. The amounts are unsecured, non-interest
bearing and are normally settled within 30 days. Amounts have not been discounted because the effect
of the time value of money is not material. The carrying amount of payables is a reasonable
approximation of the fair value of the liabilities because of the nature of the liabilities.

NOTE 12. INVESTMENT IN CONTROLLED ENTITIES

Investments in subsidiaries - - 91 91
Total investments in controlled entities - - 91 91

Relevant information relating to the controlled entities is disclosed in the Consolidated Entity Disclosure
Statement.



Notes to the Consolidated Financial Report CAPRIC@‘RNx
for the year ended 30 June 2026 MUTUAL

NOTE 13. RISK MANAGEMENT

The operating activities of the Group expose it to risks including financial sustainability risks, underwriting
risk, reinsurance risk, market risk, credit risk liquidity risk, operational risk and economic risk.

13.1. Protection Risk
As a mutual, the Company has limited options to raise additional capital. It is therefore strategically
important that the Company continues to maintain a strong financial position.

The Group aims to maintain its financial strength and strong capital base through the application of sound
financial targets for maintaining capital adequacy and profitability, as well as applying a risk-based
approach to the overall management of its business.

a. Nature of risk

Underwriting risk is the risk of financial loss and the inability to meet liabilities due to inadequate or
inappropriate product design, pricing, underwriting, concentration risk, reserving, claims management
and / or reinsurance management. For all protections, the Company retains ultimate responsibility for:

o acceptance criteria and process;

o pricing;

o product wordings;

o portfolio management;

o claims management;

o capital management;

o reserving; and

o monitoring of underwriting performance.

The Company underwriting guidelines include delegations, limits, risk assessment and selection criteria.
Underwriting procedures are reviewed regularly, particularly when changes occur in the internal or
external environment. Adherence to procedures is subject to Line 1 peer and manager reviews and
control testing. The effectiveness of controls may also be subject to Line 2 Risk Advisory reviews, control
testing; and/or Line 3 internal audits in line with a CML Board approved audit plan.

b. How risk is managed

The principal risk associated with any protection contract is the possibility of the protected event
occurring and the uncertainty of the amount of the resulting claim. To mitigate the impact of underwriting
risk, the Company has the following key policies and procedures in place:

(i) Selection and pricing of risk

Pricing risk relates to the risk of assigning a contribution amount at a price too low to cover all risks
associated with the type of protection sought. The Company has in place the following controls to manage
this risk:

o CML Board approved Pricing Policy and a Pricing Procedure Manual, which outlines the framework
and processes for appropriate pricing and risk selection;

o underwriting delegations to experienced underwriters following a detailed analysis of each class of
business being underwritten;
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Note 13. RISK MANAGEMENT (Continued)

13.1 Protection Risk (Continued)

o annual review of Underwriting Guidelines and criteria covering the classes of business the Company
underwrites;

o maximum limits are set for the acceptance of risk on an individual contract basis, for classes of
business and across the portfolio with particular attention paid to geographic exposure, industry

segment and the Company risk appetite;

o prescribed pricing reviews occur quarterly;

) portfolio performance is monitored ongoing, with a Price Committee meeting held monthly to
monitor, assess and discuss all pricing matters;

o management information systems are used to provide reliable and accurate data about the various
risks being underwritten;

) reporting indicators such as loss ratio development highlight specific classes that require pricing
review;

o membership of CML by way of application is assessed on a case-by-case basis to ensure that

potential Members maintain a similar risk profile to the current membership base;

o the diversification of business over numerous classes of business and geography seeks to reduce
variability in loss experience; and

o CML Members are Capricorn Society Limited (CSL) Members and are therefore pre-screened for
credit worthiness which eliminates a significant component of both credit and moral risk.

The terms and conditions attaching to each risk protection agreement affect the level of protection risk
accepted by the Company. There are no special terms or conditions in any non-standard contracts that
have a material impact on the financial statements.

(ii) Claims Management risk

Full details of the Company’s approach to the management of claims is contained in the Claims
Guidelines. These procedures are periodically reviewed by Management. Adherence to procedures is
subject to Line 1 peer reviews. The effectiveness of controls may also be subject to Line 2 Risk Advisory
control testing and/or Line 3 internal audits in line with a Board approved audit plan. The Company seeks
to ensure the adequacy of its reserving and ensure effective claims management through the use of the
following controls:

o experienced claims officers are used to assess claims and determine case strategies. Where
necessary, they are assisted by external subject-matter experts. It is Company policy to respond
to and resolve genuine claims as quickly as possible, in accordance with the provisions of the policy;
and

o all claims advices are captured and updated on a timely basis and with a realistic assessment of
the ultimate claims costs.

(iii)Product risk

The Board has delegated product development to CMM. CMM has in place a product development life
cycle framework that includes appropriate underwriting and legal reviews and Board approvals, before
any amendments are made to the CML Product Disclosure Statement. There are no specific terms and
conditions that are expected to have a material impact on this financial report.
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13. RISK MANAGEMENT (Continued)
13.1 Protection Risk (Continued)
(iv) Concentration risk

Concentration exposure is monitored on a regular basis, ensuring the portfolio is sufficiently diversified
such that there is no undue concentration by risk class, by industry or by geographical region. The
Company underwrites business across broad geographical regions within Australia and New Zealand.
Regular reviews are undertaken to gauge the Company’s geographic accumulation exposure. Catastrophe
reinsurance is purchased to ensure that any accumulation of losses from one area is protected.

Concentration risk is particularly relevant on the occurrence of a catastrophic event. Typically, these are
weather related but can also be man-made such as industrial accidents and infrastructure collapse. The
nature and level of catastrophes in any one year cannot be accurately anticipated but the Company uses
predictive modelling in conjunction with its reinsurance broker to manage its exposure.

The Company’s exposure to concentration of underwriting risk is mitigated by a portfolio diversified
across Australia and New Zealand. Product diversification is achieved through a strategy of developing
strong risk acceptance and pricing skills in a wide variety of classes of business.

The geographical concentration of the Company’s protection contract liabilities net of reinsurance contract
assets is noted below. The disclosure is based on the countries where the business is written:

Australia

Protection contract liabilities 57,967 49,976
Reinsurance contract assets (17,286) (10,858)
New Zealand

Protection contract liabilities 2,824 1,575
Reinsurance contract assets (1) (7)
Total net protection contract liabilities 43,504 40,686

The table below provide an analysis of protection revenue by country and class of business.

Country

Australia 88.63 87.60
New Zealand 11.37 12.40
Total 100.00 100.00
Class of business

Business Property 32.73 33.18
Commercial Motor 32.28 32.02
Domestic Motor 2.00 2.15
Household Buildings and Contents 5.44 5.52
Other Accident 1.33 1.57
Public and Products Liability 25.34 24.71
Professional Indemnity 0.88 0.85
Balance at the end of the year 100.00 100.00
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Note 13. RISK MANAGEMENT (Continued)
13.1 Protection Risk (Continued)

(v) Reinsurance risk

Reinsurance is used to limit the Group's exposure to individual claims and multiple claims arising from
catastrophe events. A Reinsurance Management Strategy (REMS) has been developed to ensure that
the Group implements appropriate reinsurance arrangements in relation to the risks that it
underwrites.

The REMS outlines the Board's requirements for the purchase, maintenance and monitoring of the
reinsurance programme. The REMS is approved by the Board and forms part of the Group's overall Risk
Management Framework.

CML NZ, a wholly owned subsidiary of CML, acts as the Group's reinsurance contracting entity and is
responsible for entering into reinsurance arrangements with external reinsurers on behalf of the Group.
CML determines the Group's reinsurance requirements and risk appetite, while CML NZ executes and
administers the reinsurance programme in accordance with the REMS.

The Group uses a professional reinsurance broker to assist in determining reinsurance requirements,
sourcing reinsurance capacity, and negotiating the terms of the programme each year.
(vi)Sensitivities to key assumptions

Liability for incurred claims is sensitive to the key assumptions in the table below. It has not been possible
to quantify the sensitivity of certain assumptions such as legislative changes or uncertainty in the
estimation process.

The following sensitivity analysis shows the impact on profit after tax, and equity for reasonably possible
movements in key assumptions underlying the gross and net protection liabilities with all other
assumptions held constant. The correlation of assumptions will have a significant effect in determining
the ultimate impacts, but to demonstrate the impact due to changes in each assumption, assumptions
have been changed on an individual basis. It should be noted that movements in these assumptions are
non-linear. The method used for deriving sensitivity information and significant assumptions did not
change from the previous period.

Incurred

development +50% (7,210) (7,210) (7,210) (7,210)
Expected loss ratio +10% (916) (916) (916) (916)
Discount rate +1% 380 338 380 338
Incurred

development -50% 6,870 6,870 6,870 6,870
Expected loss ratio -10% 916 916 916 916
Discount rate -1% (388) (345) (388) (345)
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NOTE 13. RISK MANAGEMENT (continued)
13.1 Protection Risk (Continued)

Incurred

development +50% (6,303) (6,303) (6,303) (6,303)
Expected loss ratio +10% (133) (133) (133) (133)
Discount rate +1% 329 300 329 300
Incurred

development -50% 5,988 5,988 5,988 5,988
Expected loss ratio -10% 133 133 133 133
Discount rate -1% (336) (307) (336) (307)
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NOTE 13. RISK MANAGEMENT (continued)
13.2. Claims development table

The following tables show the estimates of cumulative incurred claims, including both claims notified and
Incurred But Not Reported (IBNR) for each successive accident year at each reporting date, together
with cumulative payments to date.

As required by AASB 17, in setting claims provisions, the Group includes a risk adjustment to reflect the
compensation it requires for bearing the uncertainty associated with the amount and timing of future
cash flows arising from non-financial risk. In general, the uncertainty associated with the ultimate cost
of settling claims is greatest when the claim is at an early stage of development. As claims develop, the
ultimate cost of claims becomes more certain.

Actual claims payments are compared with previous estimates of the undiscounted amounts of the claims
in the below claims development disclosure on a gross of reinsurance basis at 30 June 2026.

Gross liabilities for incurred claims for 2026

Gross of reinsurance,
undiscounted

At end of accident year 87,985

One year later 82,000

Two years later 81,512

Three years later 80,994

Four years later 81,181

Estimates of undiscounted

gross cumulative claims 81,181 56,406 63,081 73,165 91,821
Cumulative gross claims

paid (80,827) (55,539) (61,145) (66,541) (45,417)

Gross liabilities - accident years

from 2022 to 2026 354 867 1,936 6,624 46,404 56,185
Gross liabilities - accident years

before 2022 2,560
Effect of discounting (1,441)
Effect of risk adjustment 16,476
Gross liabilities for incurred

claims 73,780
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NOTE 13. RISK MANAGEMENT (continued)
13.2 Claims development table (continued)

Net liabilities for incurred claims for 2026

Net of reinsurance,

undiscounted

At end of accident year 46,193 58,262 65,603 76,208
One year later 43,872 53,240 61,854 72,632
Two years later 43,623 53,608 61,879
Three years later 53,432
Four years later

Net estimates of
undiscounted gross
cumulative claims 43,538 53,432 61,879 72,632 83,798
Cumulative net claims paid (43,193) (53,242) (60,114) (66,432) (43,584)
Net liabilities - accident years

from 2022 to 2026 345 190 1,765 6,200 40,214 48,714
Net liabilities - accident years

before 2022 (1,890)
Effect of discounting (1,283)
Effect of risk adjustment 13,559

Net liabilities for incurred

claims included in the

Statements of

Financial Position 59,100

13.3. Market risk

Market risk is the risk that the fair value or future cash flows of a financial instrument, protection contract
issued, or reinsurance contract held will fluctuate because foreign exchange rates (currency risk); market
interest rates (interest rate risk); and market prices (price risk).

The nature of the Group’s exposure to market risks and its objectives, policies and processes used to
manage and measure the risks have not changed from the previous period.

13.4. Currency Risk
a. Nature of risk

Currency risk is the risk that the fair value of future cash flows of a financial instrument, protection
contract assets and/or liabilities will fluctuate because of changes in foreign exchange rates.

The Consolidated Entity operates internationally and is exposed to foreign exchange risk arising from
currency exposure with respect to the New Zealand dollar as a result of offering risk protection products
to New Zealand Members. Foreign exchange gains and losses are generated on translation of New
Zealand dollar held balances to the presentation currency of Australian dollars.

The Consolidated Entity is not exposed to foreign exchange risk in relation to transactions entered into
by CIOM, as they are all denominated and settled in Australian dollars.
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NOTE 13. RISK MANAGEMENT (continued)

13.4 Currency Risk (continued)

The table below summarises the Group’s financial assets and liabilities by major currencies:

Financial Assets

Cash and cash equivalents 19,931 1,529 21,460 16,541 1,677 18,218
Investments 92,597 - 92,597 79,942 - 79,942
Reinsurance contract assets

Reinsurance contracts held 14,680 - 14,680 8,074 - 8,074
Reinsurance recoveries 2,607 - 2,607 2,791 - 2,791

Protection contract liabilities
Assets for Remaining Coverage (10,981) (2,008) (12,989) (9,756) (2,192) (11,948)
Liabilities for Incurred Claims 68,948 4,832 73,780 59,715 3,784 63,499

The subsidiaries’ cash and cash equivalents of $468k (2025: $448k) is included in the Group’s AUD
currency and $1k (2025: $6k) in the NZD currency.

b. How risk is managed

The Group has adopted a policy of minimising the exposure to foreign currency through attempting to
match assets and liabilities in New Zealand dollars and transferring any excess cash to or from Australian
dollars when the rates are favourable. This creates a natural hedge.

c. Sensitivity - Currency risk

The analysis below demonstrates the impact on Profit after Tax and Members’ Equity of a movement in
foreign currency exchange rates against the Australian dollar on New Zealand dollar currency exposure
using the foreign currency exposures at the reporting date. The method used for deriving sensitivity
information and significant variables did not change from the previous period.

AUD/NZ$ exchange rate
Financial Assets

Cash and cash equivalents +10% 1,529 153 153
-10% (153) (153)

Financial Liabilities

Liabilities/(Assets) for Remaining Coverage +10% (2,008) 201 201
-10% (201) (201)

Liabilities for Incurred Claims +10% 4,832 (483) (483)
-10% 483 483
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NOTE 13. RISK MANAGEMENT (continued)
13.4 Currency Risk (continued)

AUD/NZ$ exchange rate
Financial Assets

Cash and cash equivalents +10% 1,677 168 168
-10% (168) (168)

Financial Liabilities

Liabilities/(Assets) for Remaining Coverage +10% (2,192) 219 219
-10% (219) (219)

Liabilities for Incurred Claims +10% 3,784 (378) (378)
-10% 378 378

A 10% (2025: 10%) fluctuation in the exchange rate is considered appropriate in the current economic
environment considering recent movements.

13.5. Interest rate risk
a. Nature of risk
Interest rate risk is the risk of loss arising from an unfavourable movement in market interest rates.

The Group’s interest rate exposure is limited to the on-going valuation of protection contract liabilities
which are discounted based on market observable interest rates and the risk that new or renewed
investments need to be made at different interest rates.

b. How risk is managed

The Group’s exposure to interest rate movements on protection contract liabilities is minimal due to the
short tail nature of the contracts. The Group’s Investment Policy allows management to invest in a range
of approved asset classes and flexibility to vary investment durations so that the risks to investment
returns are managed.

c. Sensitivity - Interest rate risk

The analysis below demonstrates the impact on Profit after Tax and Members’ Equity of a movement in
interest rates on the investments at its maturity dates.

Investments - interest rate movement +1% (535) (535)
-1% 535 535
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NOTE 13. RISK MANAGEMENT (continued)
13.5 Interest rate risk (continued)

Investments - interest rate movement +1% (669) (669)
-1% 669 669

13.6. Price risk
a. Nature of risk

Price risk is the risk that the fair value or future cash flows of financial instruments or protection contract
assets and/or liabilities will fluctuate because of changes in market prices (other than those arising from
interest rate or foreign exchange rate risk), whether those changes are caused by factors specific to the
individual financial instrument or contract, or by factors affecting all similar contracts or financial
instruments traded in the market.

The Group is exposed to market price risk in respect of financial instruments held at fair value, including
government and corporate bonds. This exposure arises from changes in market interest rates and credit
spreads. The Group does not issue participating protection or reinsurance contracts and therefore has no
exposure to price risk from such contracts.

b. How risk is managed

The Group manages price risk through a diversified investment portfolio that includes fixed income
securities such as corporate and government bonds, as well as term deposits. Price risk is mitigated
through strict investment constraints including credit rating and duration limits, counterparty
concentration limits, and strategic asset allocation targets. Regular monitoring and reporting ensure
compliance with the Investment Policy and allow timely responses to market developments.

13.7. Credit risk
Credit risk is the risk of loss from a counterparty failing to meet their obligations.
a. Nature of risk

Credit risk is the risk that one party to a financial instrument, protection contract issued in an asset
position or reinsurance contract held will cause a financial loss for the other party by failing to discharge
an obligation.

The Group’s credit risk arises predominantly from investment activities, reinsurance activities and
underwriting activities including contributions receivable and third-party recoveries receivable.
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NOTE 13. RISK MANAGEMENT (continued)
13.7 Credit risk (continued)

b. How risk is managed

(i) Cash and Investments

The Group operates under an Investment Policy approved by the Board. To manage credit risk within its
investment portfolio, the Group enforces strict controls on the credit quality and duration of its
investments. Recognising the importance of diversification, the Group has established limits on
counterparty exposure, which apply to the combined holdings of cash and investments with each
institution. The Investment Policy explicitly prohibits any exposure to equities or derivatives.

(ii) Reinsurance

The Reinsurance Management Strategy (REMS) includes references to the minimum Standard & Poor’s
(S&P) rating that must be used in the composition of the reinsurance panel.

It is Group policy to only deal with reinsurers with good credit ratings of at least A- unless approved by
the Board. Where the credit rating of a reinsurer falls below the required quality during the period of risk,
a contractual right to replace the counterparty exists.

The reinsurance program is spread across major reinsurance markets and reinsurers to avoid over-
dependency upon any one market and to generate competition.

In order to reduce concentrations of credit risk, the Group seeks to limit exposure to any single reinsurer,
or group of related reinsurers, when purchasing reinsurance.

The Group transacts with a large number of reinsurers in various regions without any individual
counterparty having a material outstanding balance or exposure.

(iii)Contributions receivable

The amount of contributions receivable is for protections that are charged to Members’ trade accounts,
collected by CSL and are settled monthly. Non-payment or short payment of contributions results in the
cancellation of the protection contract with the Member, eliminating both the credit risk and underwriting
risk for the unpaid balance.

(iv)Group’s internal rating process

The Group’s Investment policy is to place investments with institutions that are investment grade
according to the Standard and Poor’s (S&P’s) Credit Rating Agency.

c. Credit risk exposure

The carrying amount of financial assets in the Statement of Financial Position represents the maximum
exposure to risk.

The Group manages credit risk by investing in a diversified portfolio that includes term deposits with
APRA-regulated institutions and fixed income securities such as government and corporate bonds. Credit
risk is mitigated through strict investment constraints including minimum credit rating requirements,
duration limits, and counterparty concentration limits, as outlined in the Group’s Investment Policy
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13.7 Credit risk (continued)
c. Credit risk exposure (continued)

MUTUAL

The following table provides information regarding the credit risk exposure of the Group based on S&P’s
counterparty credit ratings to its financial assets. Due to the number of reinsurance counterparties, the
range of credit ratings for that group are disclosed below.

Contributions receivable Not rated Not rated 16,795 15,837
Third party claims recoveries Not rated Not rated 5,817 6,161
22,612 21,998

Reinsurance receivables AA- to A AA- to A- 1,908 910
Reinsurance recoveries AA-to A AA- to A- 12,772 7,165
14,680 8,075

Cash and cash equivalents AA- AA- 21,460 18,218
Fixed term deposits AA- AA- 21,462 16,292
Government Bonds AAA to AA  AAA to AA+ 27,321 23,243
Corporate Bonds AAA to AAA to 43,814 40,407

BBB- BBB-
114,057 98,160
Total 151,349 128,233

Contributions receivable Not rated Not rated 16,795 15,837
Third party claims recoveries Not rated Not rated 5,817 6,161
22,612 21,998

Reinsurance receivables AA- to A AA- to A- 1,908 910
Reinsurance recoveries AA-to A AA- to A- 12,772 7,165
14,680 8,075

Cash and cash equivalents AA- AA- 20,991 17,764
Fixed term deposits AA- AA- 21,462 16,292
Government Bonds AAA to AA AAA to AA+ 27,321 23,243
Corporate Bonds AAA to AAA to 43,814 40,407

BBB- BBB-
113,588 97,706
Total 150,880 127,779

Reinsurance recoveries on liability for incurred claims are not due until the original gross claim is paid to
the Member. However, the credit rating of the underlying reinsurers is extremely important from a

Financial Position strength perspective.

Third Party claim recoveries are due from a wide range of counterparties ranging from individuals, in the

case of a not at fault motor claim caused by an uninsured person, to a listed insurer.
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NOTE 13. RISK MANAGEMENT (continued)

13.8. Liquidity risk

Liquidity risk is concerned with the risk of there being insufficient cash resources to meet payment
obligations without affecting the daily operations or the financial condition of the Group. CML is carefully
monitoring the economic and solvency situation of its related entities as well as the political and
regulatory requirements regarding corporate capital management activities. CML expects to retain a
satisfactory liquidity position, ensuring sufficient resources to support solvency capital requirements
within the Company as well as its own operative liquidity needs.

a. Nature of risk

The liquidity position is derived from operating cash flows, investment portfolio and reinsurance
arrangements.

b. How risk is managed

To ensure payments are made when they fall due, the Investment Policy provides sufficient cash deposits
to meet day to day obligations. Investment funds can be realised to meet significant claims payment
obligations and in the event of a catastrophe event, immediate cash access is available under the terms
of reinsurance arrangements.

c. Maturity profiles

This maturity profile is a key tool used in the investment of assets backing protection contract liabilities
in accordance with the policy of attempting to match the maturity profile of the assets with the estimated
pattern of claims payments.

The following table summarises the maturity profile of the Group’s liabilities for incurred claims based on
the remaining term to settlement at the reporting date.

2026

Protection contract

liabilities 62,949 8,079 1,943 591 190 28 73,780
2025

Protection contract

liabilities 54,414 6,715 1,595 563 182 30 63,499
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NOTE 13. RISK MANAGEMENT (continued)
13.8 Liquidity risk (continued)
C. Maturity profiles (continued)

The following table summarises the maturity profile of financial assets and financial liabilities of the Group
based on remaining undiscounted contractual cash flows:

Cash and cash

equivalents 21,460 - - - - - 21,460
Fixed term deposits 21,462 - - - - - 21,462
Bonds 9,206 18,549 11,106 14,322 9,610 8,260 71,053
Reinsurance contract

assets 12,255 1,784 452 138 44 7 14,680
Contribution receivable 96,169 - - - - - 96,169
from Members

Contribution receivable 17,143 - - - - - 17,143
from CSL

Other payables (1,486) (6) (1) (2) (1,495)

Total 176,209 20,333 11,552 14,459 9,654 8,265 240,472

Cash and cash

equivalents 18,218 = = = = = 18,218
Fixed term deposits 16,292 - - - - - 16,292
Bonds 2,727 13,383 18,080 8,014 11,979 9,467 63,650
Reinsurance contract

assets 6,554 1,040 316 119 39 7 8,075
Contribution receivable

from Members 89,638 - - - - - 89,638
Contribution receivable

from CSL 14,881 - - - - - 14,881
Other payables (2,627) (6) (71) = (1) (2) (2,707)
Total 145,683 14,417 18,325 8,133 12,017 9,472 208,047
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NOTE 13. RISK MANAGEMENT (continued)
13.9. Operational risk
a. Nature of risk

Operational risk is the risk of loss resulting from inadequate or failed internal processes, people and
systems or from external events. In addition to financial loss, operational risks can result in reputational
damage, increased regulatory supervision, loss of members, loss of licence and personal injury.

b. How risk is managed

Operational risks are identified and assessed by Line 1 management and staff, with controls implemented
to reduce inherent risks to acceptable residual levels in line with the Company’s risk appetite. Residual
risks outside of appetite are assigned to responsible persons with documented action plans. Key controls
are subject to periodic testing by Line 1, with assurance activities performed by Line 2 and internal audit
(Line 3) as appropriate.

Key controls include:

o Employment of qualified staff with delegated authorities

o System access controls and dual authorisation for payments
o Documented policies, procedures, and training

o Business continuity and disaster recovery planning

(i) Outsourcing risk

Outsourcing is a significant and important part of the Company’s business model and recognises that the
reliance on outsourcing agreements to achieve business objectives gives rise to substantial risks.

The Board recognises that material outsourced business activities remain one of its key responsibilities.
The Company’s primary outsourced service providers are CMM for its business management and CRS for
its products distribution. CMM and CRS are responsible for managing the Company’s operational risks
under the outsourced management agreements, including ensuring compliance with Service Level
Agreements (SLAs). These SLAs address a range of risks including member complaints, legal and
regulatory (AFSL compliance), people and information security (cyber) risks.

CML also outsources its collections management to CSL which in turn guarantees payment and also
provides access to CSL's membership base.
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NOTE 14. RELATED PARTY TRANSACTIONS
14.1. Parent entity

The parent entity within the Group is Capricorn Mutual Limited.

14.2. Subsidiaries

Investments in subsidiaries are set out in Note 12.

14.3. Inter-company transactions

Transactions between the Company and its controlled entities during the year ended 30 June 2026 are
detailed below:

e The Company recognised expenses from reinsurance contracts held of $13,590,138 (2025:
$13,846,964) in accordance with the Agreement for Discretionary Protection with CIOM. It also paid
a management fee of $70,000 (2025: $60,000) to CIOM. The amounts payable for Discretionary
Protection are equal to the amounts payable by CIOM to CMLNZ and CMLNZ to Aon Reinsurance
Australia Limited (Aon) under the terms of the CMLNZ reinsurance program.

e CIOM recognised expenses from reinsurance contracts held of $13,590,138 (2025: $13,846,964) in
accordance with the Indemnity Agreement with CMLNZ. It also paid a management fee of $12,000
(2025: $10,000) to CMLNZ. The amounts payable for Indemnity are equal to the amounts payable
by CMLNZ under the terms of the CMLNZ reinsurance program.

¢ The Company recognised recoveries from reinsurance contracts held of $12,772,496 (2025:
$7,165,564) in accordance with the Agreement for Discretionary Protection with CIOM.

e CIOM recognised $12,772,496 (2025: $7,165,564) in accordance with the Indemnity Agreement
with CMLNZ which CMLNZ recognised from the ultimate recoveries from reinsurance contracts from
Aon.

The Company has outstanding balances with its controlled entities at 30 June 2026 and are detailed
below. These balances at Group are due to and from the reinsurers at 30 June 2026.

e Expenses from reinsurance contracts held of $3,977,174 (2025: $4,818,734) due to CIOM.
e Recoveries from reinsurance contracts held of $1,907,590 (2025: $910,146) due from CIOM.

14.4. Related party transactions

Transactions between the Company and its related parties during the year ended 30 June 2026 are
detailed below:

e The Company paid management fees of $23,426,081 (2025: $21,654,235) under the terms of the
management agreement with CMM;

e The Company paid management fees of $23,868,685 (2025: $22,851,697) under the terms of the
management agreement with CRS;

e The Company paid performance management fees of $283,000 (2025: Nil) to CSL, under the terms
of the management agreements with CMM and CRS; and

e The Company paid service fees of $9,154,101 (2025: $8,210,647) under the terms of the Preferred
Supplier Trade Agreement (PSTA) with CSL.

The Company has outstanding balances with its related parties at 30 June 2026 and are detailed below:

e Service fee payable of $898,571 (2025: $895,228) due to CSL;
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14.4 Related party transactions (continued)

e Management fee credit of $812,177 receivable from CMM (2025: $103,915 credit);

¢ Management fee credit of $812,177 receivable from CRS (2025: $26,722 credit); and

e Performance management fee payable of $248,980 due to CSL (2025: $282,000 payable).

Members pay contributions for their protections via their Capricorn account with CSL and have the option
to pay either in one lump sum or in monthly instalments. There is no additional charge for the option to
pay in instalments.

CSL remits the collections it makes to the Company monthly in arrears and charges a service fee on all
collections received and guarantees payment to the Company. If a Member fails to make payment, their
protection is cancelled and the carrying amount of the remaining receivable is reduced accordingly, as is
the unearned revenue, effectively resulting in no net Profit and Loss effect.

Under the PSTA terms, CSL does not assume responsibility for the debt owed by Members to CML. The
Members’ liability to make payments to CML is not discharged when CSL receives those funds. It is
discharged only once CML receives the due amount.

14.5. Key management personnel

The Directors of the Company have been determined to be Key Management Personnel (KMP) within the
scope of AASB 124 Related Party Disclosures. The names of the persons who were Directors of the
Company at any time during the financial year were as follows:

e Mario Pirone

e Rachel Thomson

e Lydia Stjepanovic

e Mark Rowe

e Donna-Maree Vinci DSG (Appointed 1 July 2026)

Directors were in office for the full period unless otherwise stated.

The fees paid to Directors during the year ended 30 June 2026 by the Group are detailed below:

2026 2025

$ $

Short Term Benefits 489,365 489,510
Post-Employment Benefits 38,347 35,249
527,712 524,759

All other KMP are employees of CMM, CRS and CSL. The Company receives management services from
CMM, CRS and CSL which includes the provision of KMP. The Company does not remunerate KMP or
directly reimburse CMM, CRS or CSL for this cost; rather an overall management fee is paid to CMM and
CRS. This is disclosed within Note 14.4 Related Party transactions.
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NOTE 15. COMMITMENTS FOR EXPENDITURE

CML has entered into management agreements with CMM for the management of its operations and with
CRS for the distribution of its products to Members. The agreements were renewed on 1 July 2024 for a
five-year term, expiring on 1 July 2029. The agreements may be extended further upon receipt of written
confirmation. The remuneration under each agreement is negotiated annually.

Additionally, CML's agreement with CSL to provide protection to its members under the terms of a PSTA
was renewed on 1 July 2024 for an initial period of five years. After five years, either party may terminate
the agreement upon notice and, in the absence of such notice, the agreement will continue indefinitely.

NOTE 16. AUDITOR’S REMUNERATION

Consolidated Company
2026 2025 2026 2025
$ $ $ $

Audit and related network firms
Audit and review of financial reports
EY Australia 280,800 252,200 260,800 232,200
Other statutory assurance services
EY Australia 32,240 20,800 32,240 20,800
Other non-audit services
EY Australia 48,234 46,500 37,856 35,000
Total auditor’'s remuneration 361,274 319,500 330,896 288,000

NOTE 17. MATERIAL ACCOUNTING POLICIES
17.1. Basis of consolidation

The Consolidated Financial Report comprises the financial statements of CML and its subsidiaries as at
and for the period ended 30 June 2026. Subsidiaries are entities controlled by the Group. The Group
‘controls’ an entity when it is exposed to, or has rights to, variable returns from its involvement with the
entity and has the ability to affect those returns through its power over the entity. The financial
statements of subsidiaries are included in the consolidated financial statements from the date on which
control commences until the date on which control ceases.

17.2. Overview & classification of protection and reinsurance contracts

CML is a discretionary mutual that offers non-life protection coverage exclusively for its Members and
their associates, who are also Capricorn Society Ltd Members. The non-life products include Liability,
Motor and Property. CML refers to its contracts as protections and premiums as contributions.

Unlike an insurance company, CML operates as a non-profit entity solely for the benefit of its members.
As a discretionary mutual, the CML Board has the ability to make discretionary decisions pertaining to
membership admittance, scope of protections and claims decisions. CML issues protection contracts in
the normal course of business, under which it accepts significant protection risk from its policyholders.
As a general guideline, CML determines whether it has significant protection risk, by comparing benefits
payable after an insured event with benefits payable if the insured event did not occur. Protection
contracts can also transfer financial risk.

The Group does not issue reinsurance contracts, but it does hold excess of loss reinsurance contracts for
its own protection and risk mitigation. The Group’s reinsurance contracts held are purchased for the
underlying protection contracts it issues. Some of these reinsurance contracts held are losses occurring
whereas others are risk-attaching.

The Group does not issue any contracts with direct participating features.
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NOTE 17 MATERIAL ACCOUNTING POLICIES (continued)
17.3. Level of aggregation

AASB 17 requires a company to determine the level of aggregation for applying its requirements. The
level of aggregation for CML is determined firstly by dividing the business written into portfolios within a
12 month period. Portfolios comprise groups of contracts with similar risks which are managed together.
The portfolios are further divided by year of issue and expected profitability.

Group aggregates its issued protection contracts into three categories:

o contracts that are onerous at initial recognition, if any;

o contracts that at initial recognition have no significant possibility of becoming onerous
subsequently; and

. a group of remaining contracts, if any.

Portfolios of reinsurance contracts held are assessed for aggregation separately from portfolios of
protection contracts issued. Applying the grouping requirements to reinsurance contracts held, CML
aggregates reinsurance contracts held concluded within a calendar year (annual cohorts) into groups of:

o contracts for which there is a net gain at initial recognition, if any;

o contracts for which, at initial recognition, there is no significant possibility of a net gain arising
subsequently; and

o remaining contracts in the portfolio, if any.

17.4. Measurement - Premium Allocation Approach (PAA)

(i) Initial measurement - Protection contracts

CML applies the Premium Allocation approach (PAA) to all the protection contracts that it issues, as the
coverage period of each contract in the group is one year.

For a group of contracts that is not onerous at initial recognition, CML measures the liability for remaining
coverage as:

o The premiums, if any, received at initial recognition;
o Minus any protection acquisition cash flows at that date;
o Plus, or minus any amount arising from the derecognition at that date of the asset recognised for

protection acquisition cash flows; and

o Any other asset or liability previously recognised for cash flows related to the group of contracts
that CML pays or receives before the group of protection contracts is recognised.

For all the groups of protection contracts issued, there is no allowance for time value of money and the
effect of financial risk for the liability for remaining coverage since the time between providing each part
of the services and the related premium due date is no more than a year.

Under the adopted PAA methodology, CML assumes that no contracts are onerous at initial recognition
unless facts and circumstances indicate otherwise. If facts and circumstances indicate that some
contracts are onerous, an additional assessment is performed to distinguish onerous from non-onerous
contracts. For contracts identified as onerous, further analysis is conducted to determine if a net outflow
is expected, and if so, a loss is recognised in profit or loss, with the liability measured at fulfilment cash
flows. Non-onerous contracts are evaluated for the likelihood of changes in applicable facts and
circumstances in subsequent periods to assess whether they have a significant possibility of becoming
onerous.
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NOTE 17. MATERIAL ACCOUNTING POLICIES (continued)

17.4. Measurement - Premium Allocation Approach (PAA) (continued)

(ii) Initial measurement - Reinsurance contracts held

CML applies the Premium Allocation approach (PAA) to all the reinsurance contracts held since:

o the losses occurring contracts held qualify automatically for PAA owing to the coverage period of
one year; and

o the risk-attaching contracts held have been assessed to meet the eligibility criteria for PAA.

Where a loss on initial recognition of an onerous group of underlying protection contracts is recognised
or when further onerous underlying protection contracts are added to a group, CML establishes a loss-
recovery component of the asset for remaining coverage for a group of reinsurance contracts held
depicting the recovery of losses.

The loss-recovery component is calculated by multiplying the loss recognised on the underlying protection
contracts and the percentage of claims on the underlying protection contracts CML expects to recover
from the group of reinsurance contracts held. CML uses a systematic and rational method to determine
the portion of losses recognised on the group to protection contracts covered by the group of reinsurance
contracts held where some contracts in the underlying group are not covered by the group of reinsurance
contracts held.

The loss-recovery component adjusts the carrying amount of the asset for remaining coverage.

(iii)Subsequent measurement - Protection contracts

CML measures the carrying amount of liability for remaining coverage at the end of each reporting period
as liability for remaining coverage at the beginning of the period:

o Plus, premiums received in the period;

o Minus protection acquisition cash flows;

o Plus, any amounts relating to the amortisation of the protection acquisition cash flows recognised
as an expense in the reporting period for the group;

o Plus, any adjustment to the financing component, where applicable; and

o Minus the amount recognised as protection revenue for the services provided in the period.

CML estimates the liability for incurred claims as the fulfilment cash flows related to incurred claims. The
fulfilment cash flows incorporate, in an unbiased way, all reasonable and supportable information
available without undue cost or effort about the amount, timing and uncertainty of those future cash
flows. They reflect current estimates from the perspective of the Company and include an explicit
adjustment for non-financial risk (the risk adjustment). The liability is discounted for time value of money
and financial risks.

Where, during the coverage period, facts and circumstances indicate that a group of protection contracts
is onerous, CML recognises a loss in profit or loss for the net outflow, resulting in the carrying amount of
liability for the group being equal to the fulfilment cash flows. A loss component is established by the
Company for liability for remaining coverage for such onerous group depicting the losses recognised.
Protection acquisition cash flows are allocated on a straight-line basis as a portion of premium to profit
or loss (through protection revenue).

The subsequent measurement of reinsurance contracts held follows the same principles as those for
protection contracts issued and has been adapted to reflect the specific features of reinsurance held.

Where the Company has established a loss-recovery component, the Company subsequently reduces the
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NOTE 17. MATERIAL ACCOUNTING POLICIES (continued)
17.4. Measurement - Premium Allocation Approach (PAA) (continued)
(iii) Subsequent measurement - Protection contracts (continued)

loss recovery component to zero in line with reductions in the onerous group of underlying protection
contracts in order to reflect that the loss-recovery component shall not exceed the portion of the carrying
amount of the loss component of the onerous group of underlying protection contracts that the entity
expects to recover from the group of reinsurance contracts held.

(iv)Protection acquisition cash flows

Protection acquisition cash flows arise from the costs of selling, underwriting and starting a group of
protection contracts (issued or expected to be issued) that are directly attributable to the portfolio of
protection contracts to which the group belongs.

CML uses a systematic and rational method to allocate protection acquisition cash flows to the group of
portfolios. Protection acquisition cash flows are amortised systematically and corresponds to the earning
pattern of the unearned protection revenue.

(v) Modification and derecognition — Protection contracts and Reinsurance contracts held
CML derecognises protection contracts when:

o The rights and obligations relating to the contract are extinguished (i.e., discharged, cancelled or
expired); or

o The contract is modified such that the modification results in a change in the measurement model
or the applicable standard for measuring a component of the contract, substantially changes the
contract boundary, or requires the modified contract to be included in a different group. In such
cases, the Company derecognises the initial contract and recognises the modified contract as a new
contract.

In the event a contract is modified, referred to as a Mid-term Adjustment (MTA), CML issues a revised
schedule of protection to the member.

When a modification is not treated as a derecognition, the Company recognises amounts paid or received
for the modification with the contract as an adjustment to the relevant liability for remaining coverage.

The modification and derecognition requirements for reinsurance contracts held are similar to that of
protection contracts issued.

17.5. Presentation
(i) Protection revenue

Protection revenue comprises amounts charged to Members excluding amounts collected on behalf of
third parties. The protection revenue for the period is the amount of expected premium receipts allocated
to the period, recognised in the Statements of Comprehensive Income when it has been earned. CML
also charges membership fees to its Members which are recognised as other income when charged.

(ii) Loss components

CML assumes that no contracts are onerous at initial recognition unless facts and circumstances indicate
otherwise. Where this is not the case, and if at any time during the coverage period, the facts and
circumstances indicate that a group of protection contracts is onerous, a loss component is established
as the excess of the fulfiiment cash flows that relate to the remaining coverage of the group over the
carrying amount of liability for remaining coverage of the group. Accordingly, by the end of the coverage
period of the group of contracts, the loss component will be zero.
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NOTE 17. MATERIAL ACCOUNTING POLICIES (continued)
17.5 Presentation (continued)
(iii)Loss-recovery components

Where a loss on initial recognition of an onerous group of underlying protection contracts is recognised,
or when further onerous underlying protection contracts are added to a group, a loss-recovery component
of the asset for remaining coverage is established for a group of reinsurance contracts held depicting the
expected recovery of the losses.

A loss-recovery component is subsequently reduced to zero in line with reductions in the onerous group
of underlying protection contracts in order to reflect that the loss-recovery component shall not exceed
the portion of the carrying amount of the loss component of the onerous group of underlying protection
contracts that the entity expects to recover from the group of reinsurance contracts held.

(iv)Protection and reinsurance finance income or expense

Protection and reinsurance finance income or expenses comprise the change in the carrying amount of
the group of protection contracts issued and reinsurance contracts held arising from:

o the effect of the time value of money and changes in the time value of money; and
o the effect of financial risk and changes in financial risk.

CML considers the entire amount of finance income or expenses in profit or loss.

(v) Net income or expense from reinsurance contracts held

CML presents the amounts expected to be recovered from reinsurers and an allocation of the reinsurance
premiums paid, as a net amount on the face of the Statements of Comprehensive Income.

17.6. Financial assets
(i) Initial recognition

The classification of financial instruments at initial recognition depends on their contractual terms and
the business model for managing the instruments, as described below.

Financial instruments are initially recognised on the trade date measured at their fair value. Except for
financial assets and financial liabilities recorded at FVTPL, transaction costs are added to this amount.

(ii) Measurement categories

The Group classifies and measures its financial assets, made up of investments in bonds and fixed term
deposits (including the interest revenue receivable on the same) at FVTPL.

Investments comprise of assets held to back protection contract liabilities and assets that represent
Members’ Equity, in the form of bonds and fixed term deposits. They are managed and performance
evaluated on a fair value basis for both external and internal reporting purposes. They are designated
and recorded at fair value (being the cost of acquisition excluding transaction costs) through the
Statements of Comprehensive Income upon initial recognition. The carrying amount of investments
includes the effect of interest on the fair value of the investments.

CML classifies bonds at FVTPL. It is initially recognised at fair value, determined as the cost of acquisition,
and are remeasured to fair value through profit or loss at each reporting date. The fair value hierarchy
and approach to measuring the fair value of the investment instruments is disclosed in Note 10.
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NOTE 17. MATERIAL ACCOUNTING POLICIES (continued)
17.6 Financial assets (continued)
(iii)Fair value measurement of financial instruments

The Group uses valuation techniques that are appropriate in the circumstances and for which sufficient
data are available to measure fair value, maximising the use of relevant observable inputs and minimising
the use of unobservable inputs. The valuation of fixed income instruments is provided by third-party
sources and incorporate a range of market data. Inputs to these models are sourced from observable
data, including direct and indirect observable inputs and may include market-based pricing models to
derive the instruments value.

(iv)Subsequent measurement

Investments, made up of bonds and fixed term deposits are subsequently remeasured to fair value at
each reporting date in the Statement of Financial Position. Changes in the fair value are recognised as
realised or unrealised investment gains or losses in the Statements of Comprehensive Income.

Investments are derecognised when the rights to receive future cash flows from the assets have expired,
or have been transferred, and substantially all the risks and rewards of ownership have transferred.

(v) Reclassification of financial assets and liabilities

The Group does not reclassify its financial assets subsequent to their initial recognition.

17.7. Outsourced operations

CML has entered into an agreement with CMM to outsource its underwriting, claims management and
general administration and with CRS to distribute its products. The amount of the fee payable to CMM
and CRS is determined by the Board each year after reference to independent market information for
similar outsourced arrangements.

A corporate administrative agreement is in place between CML, CIOM, CMM and IQ EQ (Isle of Man)
Limited in relation to the administration of the affairs of CIOM.

CML also outsources its collections management to CSL which in turn guarantees payment and also
provides access to CSL’s membership base.

17.8. Income and other taxes

Current tax consists of the expected tax payable on the taxable income for the year, after any
adjustments in respect to previous years. Current tax assets and liabilities are the expected tax
recoverable or payable on the taxable income for the year and any adjustments to tax payable in respect
of previous financial periods.

Deferred tax is recognised in respect to temporary differences between the carrying amount of assets
and liabilities for financial reporting purposes and the amounts used for taxation purposes.

Deferred tax liabilities are recognised for all temporary differences between the carrying amount and tax
bases. Deferred tax assets (deductible temporary differences, carried forward unused tax assets and
unused tax losses) are recognised to the extent it is probable that future taxable profits will be available
to utilise them before the unused tax losses or credits expire.

No deferred tax assets or liabilities are recognised in the following circumstances:

e temporary differences if they arose in a transaction, other than a business combination, that at the
time of the transaction did not affect either accounting or taxable profit or loss.
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NOTE 17. MATERIAL ACCOUNTING POLICIES (continued)

17.8 Income and other taxes (continued)

e temporary differences between the carrying amount and tax bases of investments in subsidiaries
when it is probable that the differences will not reverse in the foreseeable future.

Current tax and deferred tax assets and liabilities are offset when there is a legally enforceable right to
offset, and the tax balances relate to the same taxation authority.

CML is limited by guarantee and operates for the mutual benefit of its members. Accordingly, CML is not
liable for income tax on contributions received from Members, nor are the related outgoings allowable as
an income tax deduction.

CML is, however, liable for income tax on interest and other income from investments. CMLNZ is limited
by shares and is liable for income tax in New Zealand. CIOM is not liable for income tax in Isle of Man as
it does not meet the required profit thresholds.

Revenues, expenses, assets and liabilities are recognised net of the amount of GST, except where the
amount of GST incurred on a purchase of goods or services is not recoverable from the relevant tax
authority. In these circumstances, GST is recognised as part of the cost of acquisition of the asset or as
part of an item of the expense as applicable and receivables and payables are stated with the amount of
GST included.

The net amount of GST recoverable from, or payable to, the relevant tax authority is included as part of
receivables or payables in the Statements of Financial Position. Cash flows are included in the Statements
of Cash Flows on a gross basis.

The GST components of cash flows arising from investing and financing activities which are recoverable
from, or payable to, the relevant tax authorities are classified as operating cash flows.

Commitments and contingencies are disclosed net of the amount of GST recoverable from, or payable
to, the relevant tax authority.

17.9. Cash and cash equivalents

Cash and cash equivalents include cash at bank and on hand which are used in the cash management
function on a day-to-day basis.

Cash and cash equivalents are carried at face value of the amount deposited. For the purposes of the
Statements of Cash Flows, cash and cash equivalents consist of cash and cash equivalents as defined
above, net of outstanding bank overdrafts, if any.

17.10. Investment in subsidiaries

Investment in subsidiaries is initially recognised at cost, being fair value of consideration provided and is
subsequently carried at the lower of cost and recoverable amount by the parent entity. Costs incurred in
investigating and evaluating an acquisition up to the point of formal commitment to an acquisition are
expensed as incurred. Where the carrying value exceeds the recoverable amount, an impairment charge
is recognised in the Statements of Comprehensive Income which can subsequently be reversed in certain
conditions. Where an additional interest is purchased in an existing subsidiary, the acquisition is treated
as a transaction between owners and has no impact on the Statements of Comprehensive Income.
Income from these investments, including dividends and trust distributions, is brought to account on an
accrual basis.

Dividend revenue is accrued on the date the dividends are declared.
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NOTE 18. SUBSEQUENT EVENTS

At the date of this report, there were no material or unusual events or transactions occurring after the
reporting date that the Directors are aware of that would significantly affect the Group’s operations or
its state of affairs.

NOTE 19. CONTINGENT LIABILITIES

There are no contingent liabilities at balance date (2025: Nil).
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CONSOLIDATED ENTITY DISCLOSURE STATEMENT
AT 30 JUNE 2026

Set out below is relevant information relating to entities that are consolidated in the consolidated financial
statements as required by the Corporations Act 2001 (s.295(3A)(a)).

Capricorn Mutual Limited Body corporate Australia N/A Australian N/A
CML NZ Limited Body corporate New Zealand 100% Foreign New Zealand
Capricorn (Isle of Man) Limited Body corporate Isle of Man 100% Foreign Isle of Man

Key assumptions and judgements

Basis of preparation

This consolidated entity disclosure statement (CEDS) has been prepared in accordance with the
Corporations Act 2001 and includes information for each entity that was part of the consolidated entity
as at the end of the financial year in accordance with AASB 10 Consolidated Financial Statements.

Determination of Tax Residency

Section 295 (3A) of the Corporation Acts 2001 defines tax residency as having the meaning in the Income
Tax Assessment Act 1997. The determination of tax residency involves judgment as there are different
interpretations that could be adopted, and which could give rise to a different conclusion on residency.

In determining tax residency, the consolidated entity has applied the following interpretations:
Australian tax residency

The consolidated entity has applied current legislation and judicial precedent, including having regard to
the Tax Commissioner’s public guidance in Tax Ruling TR 2018/5.

Foreign tax residency

Where necessary, the consolidated entity has used independent tax advisers in foreign jurisdictions to
assist in its determination of tax residency to ensure applicable foreign tax legislation has been complied
with.
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DIRECTORS’' DECLARATION
In the opinion of the Directors of Capricorn Mutual Limited:

e the financial report and notes are in accordance with the Corporations Act 2001, including:

o giving a true and fair view of financial position of the Company and Consolidated Entity at 30
June 2026 and of their performance, as represented by the results of their operations and their
cash flows for the year ended on that date;

o complying with Australian Accounting Standards (including the Australian Accounting
Interpretations) and the Corporations Regulations 2001; and

o the financial report also complies with International Financial Reporting Standards as disclosed
in Note 2.

e there are reasonable grounds to believe that the Company will be able to pay its debts as and when
they become due and payable.

e the Consolidated Entity Disclosure Statement required by section 295(3A) of the Corporations Act
2001 is true and correct.

Signed this 2nd day of September 2026 in accordance with a resolution of Directors.

Y /p%}/\@ W

Mario Pirone Rachel Thomson

Chair Director
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Independent Auditor’'s Report to the Members of Capricorn Mutual Limited

Opinion
We have audited the financial report of Capricorn Mutual Limited (the Company) and its subsidiaries
(collectively the Group), which comprises:

» The Group consolidated and Company statements of financial position as at 30 June 2026;

» The Group consolidated and Company statements of comprehensive income, statements of
changes in equity and statements of cash flows for the year then ended;

» Notes to the financial statements, including material accounting policy information;
» The consolidated entity disclosure statement; and
» The directors’ declaration.

In our opinion, the accompanying financial report is in accordance with the Corporations Act 2001,
including:

a. Giving a true and fair view of the Company’s and the Group's financial position as at 30 June 2026
and of their financial performance for the year ended on that date; and

b. Complying with Australian Accounting Standards and the Corporations Regulations 2001.

Basis for opinion

We conducted our audit in accordance with Australian Auditing Standards. Our responsibilities under
those standards are further described in the Auditor’s responsibilities for the audit of the financial
report section of our report. We are independent of the Group in accordance with the auditor
independence requirements of the Corporations Act 2001 and the ethical requirements of the
Accounting Professional and Ethical Standards Board's APES 110 Code of Ethics for Professional
Accountants (including Independence Standards) (the Code) that are relevant to our audit of the
financial report in Australia. We have also fulfilled our other ethical responsibilities in accordance with
the Code.

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

Information other than the financial report and auditor’'s report thereon

The directors are responsible for the other information. The other information comprises the
information included in the Group's annual report but does not include the financial report and our
auditor’s report thereon.

Our opinion on the financial report does not cover the other information and accordingly we do not
express any form of assurance conclusion thereon.

A member firm of Ernst & Young Global Limited
Liability limited by a scheme approved under Professional Standards Legislation
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In connection with our audit of the financial report, our responsibility is to read the other information
and, in doing so, consider whether the other information is materially inconsistent with the financial
report or our knowledge obtained in the audit or otherwise appears to be materially misstated.

If, based on the work we have performed, we conclude that there is a material misstatement of this
other information, we are required to report that fact. We have nothing to report in this regard.

Responsibilities of the directors for the financial report
The directors of the Company are responsible for the preparation of:

» The financial report (other than the consolidated entity disclosure statement) that gives a true
and fair view in accordance with Australian Accounting Standards and the Corporations Act
2001; and

» The consolidated entity disclosure statement that is true and correct in accordance with the
Corporations Act 2001, and

for such internal control as the directors determine is necessary to enable the preparation of:

» The financial report (other than the consolidated entity disclosure statement) that gives a true
and fair view and is free from material misstatement, whether due to fraud or error; and

» The consolidated entity disclosure statement that is true and correct and is free of misstatement,
whether due to fraud or error.

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

Auditor’'s responsibilities for the audit of the financial report

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

As part of an audit in accordance with the Australian Auditing Standards, we exercise professional
judgment and maintain professional scepticism throughout the audit. We also:

» Identify and assess the risks of material misstatement of the financial report, whether due to
fraud or error, design and perform audit procedures responsive to those risks, and obtain audit
evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of not
detecting a material misstatement resulting from fraud is higher than for one resulting from
error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the
override of internal control.

A member firm of Ernst & Young Global Limited
Liability limited by a scheme approved under Professional Standards Legislation
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» Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Company’s or the Group's internal control.

» Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by the directors.

» Conclude on the appropriateness of the directors’ use of the going concern basis of accounting
and, based on the audit evidence obtained, whether a material uncertainty exists related to
events or conditions that may cast significant doubt on the Company’s or Group's ability to
continue as a going concern. If we conclude that a material uncertainty exists, we are required to
draw attention in our auditor's report to the related disclosures in the financial report or, if such
disclosures are inadequate, to modify our opinion. Our conclusions are based on the audit
evidence obtained up to the date of our auditor’s report. However, future events or conditions
may cause the Company or the Group to cease to continue as a going concern.

» Evaluate the overall presentation, structure and content of the financial report, including the
disclosures, and whether the financial report represents the underlying transactions and events
in @ manner that achieves fair presentation.

» Plan and perform the Group audit to obtain sufficient appropriate audit evidence regarding the
financial information of the entities or business units within the Group as a basis for forming an
opinion on the Group financial report. We are responsible for the direction, supervision and
review of the audit work performed for the purposes of the Group audit. We remain solely
responsible for our audit opinion.

We communicate with the directors regarding, among other matters, the planned scope and timing of
the audit and significant audit findings, including any significant deficiencies in internal control that we
identify during our audit.

it 0

Ernst & Young

Jason Bain
Partner

Sydney

2 September 2026

A member firm of Ernst & Young Global Limited
Liability limited by a scheme approved under Professional Standards Legislation
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Registered Office

The registered office of Capricorn Mutual Limited (CML), the parent entity is:
Level 19, 141 St Georges Terrace

Perth

WA 6000

Australia

The registered office of CML NZ Limited (CMLNZ), a wholly owned subsidiary is:
¢/o Buddle Findlay

Aon Centre

1 Willis St

Wellington 6011

New Zealand

The registered office of Capricorn (Isle of Man) Limited (CIOM), a wholly owned subsidiary is:
c/o IQ EQ (Isle of Man) Limited

First Names House

Victoria Road

Douglas

Isle of Man IM2 4DF

Ernst & Young Finity Consulting
200 George Street Level 10, 68 Harrington Street
Sydney, NSW 2000 The Rocks
Australia Sydney, NSW 2000
Bk  selidtr
ANZ Banking Group Lander & Rogers
Level 5, 240 St Georges Terrace Level 19 Angel Place
Perth, WA 6000 123 Pitt St

Sydney, NSW 2000
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THREE YEAR FINANCIAL SUMMARY

Protection revenue 172,561 154,101 126,246
Net expenses from reinsurance contracts held (5,378) (16,477) (12,117)
Protection service result 19,506 11,316 8,872
Income tax expense (791) (868) (610)
Profit after tax 14,862 9,929 9,085
Add: member loyalty rebate - 113 5,000
Profit after tax excluding rebate 14,862 10,042 14,085
Total Assets 131,412 109,096 97,650
Members' Equity 68,795 53,933 44,004
Key Ratios

Protections revenue growth 12% 229% 16%
Gross claims ratio* 55% 50% 53%
Combined operating ratio** 93% 95% 94%
Combined operating ratio excluding rebate 93% 95% 90%

*Gross Claims Ratio excludes the impact of the Member Loyalty Rebate

**Combined operating ratio includes all P&L items as they are all considered to be part of the
operations of the Company

As a result of changes to the presentation items introduced by AASB 17, the key metrics used by CML

to manage and assess protection financial results are derived from components that are no longer
separately presented in the financial statements.
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