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HighlightsHighlights
half year ended 30 June 2008half year ended 30 June 2008

• Quality insurance profit up 6% to $1,116 million (2007: $1,053 million) despite the 
substantial appreciation of the Australian dollar, increased frequency of large individual 
risk and catastrophe claims and market conditions

• Insurance profit margin of 21.8% (2007: 22.2%) at high end of market performance  

• Profit after tax before net realised and unrealised equity gains and losses was up 7% to 
$920 million (2007: $860 million)

• Cash flow from operations was on target at $839 million, up 7% (2007: $785 million)

• Reported net profit after tax for the half year was $859 million, down 7% (2007: $921 
million) 

• Compared with the same period last year, reported profit adversely affected by $196 
million due to substantially weaker equity markets (down $122 million) and the strong 
Australian dollar (down $74 million applying constant exchange rates)  

• Interim dividend of 61.0 cents per share (2007: 57.0 cents) representing a payout of 
$542 million, up 10% compared with 2007 interim dividend  

• Return on average shareholders’ funds 19.9% (2007: 28.1%)
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• Net earned premium up 8% to $5,108 million and using constant exchange rates up 18%

• Reinsurance costs as a percentage of gross earned premium reduced to 14% (2007: 17%) 
after additional protection purchased in the period and greater use of our captive Equator Re

• As previously announced, $200 million of aggregate reinsurance protection was purchased 
to cover a frequency of large individual risk and catastrophe claims exceeding 8.5% of net 
earned premium

• Gross written premium up 1% to $6,603 million and gross earned premium up 4% to $5,958 
million. Using constant exchange rates gross written premium and gross earned premium up 
11% and 13% respectively – growth was mainly from Australia and acquisitions in the US 

• Premium growth was adversely affected by increased competition and below budgeted 
growth for new business due to inadequate pricing, particularly in Europe and the US; offset 
slightly by overall higher customer retention and better than expected premium rate 
reductions on renewals of 2%

• Eight acquisitions in the period to date include the US based North Pointe, underwriting 
agencies in the US and Australia and the recently announced PMI Mortgage Insurance. We 
expect the first full year to generate in excess of $550 million additional net written premium 
and $160 million incremental profit after tax. 

HighlightsHighlights
half year ended 30 June 2008half year ended 30 June 2008
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Highlights Highlights 
half year ended 30 June 2008half year ended 30 June 2008

(1,863)          (6)32,13330,270Total liabilities

(1,038)          (6)18,19017,152Gross outstanding claims

(2,387)          (6)41,53139,144Total assets

(1,419)          (6)24,68723,268Total investments and cash

(74)           (9)933859Net profit after income tax

(36)           (9)415379Net investment income

(473)           (9)5,5815,108Net earned premium

(556)           (9)6,5145,958Gross earned premium

(615)           (9)7,2186,603Gross written premium

Negative exchange rate 
impact                                

$M            %

2008 at 2007 
exchange rates (1)  

$M

2008        
actual                               

$M

Impact of exchange rate 
movements in first half

(1) Income statement items are restated to 30 June 2007 cumulative average rates of exchange and balance sheet items to 31 December 2007 closing  
rates of exchange

+ 8.4%95.8 cents+ 12.5%92.4 centsUS dollar

+ 8.2%48.1 p+ 12.1%46.5 p£ sterling

Movement vs Dec 2007RateMovement vs Jun 2007Rate

Closing rateAverage rate

The Australian dollar continued to strengthen in th e first half;
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• Combined operating ratio at near record level of 85.8% (2007: 86.2%)

• Underwriting profit up 11% to $727 million due to net earned premium growth and strong 
performance of most of our diverse portfolios

• Claims ratio of 54.7% (2007: 55.7%) reflects continued low attritional claims ratio notwithstanding 
overall average reduction in premium rates and higher frequency and severity of large individual 
risk and catastrophe claims

• Ten largest weather related losses
Net claims cost $M

- Mackay storms (Australia - Feb) 47
- Queensland storms (Australia - Jan) 17
- Mid west floods (US - June) 13
- Wind/hail storms (US - June) 12
- Windstorms (US - Jan) 10
- Victoria storms (Australia - April) 9
- Mid west floods (US - May) 7
- Wind/hail storms (US - May) 7
- Wind/hail storms (US - May) 5  
- Floods (Hong Kong – June) 4 

• Insurance liabilities include significant allowances for large individual risk and catastrophe claims 
in the second half

• Risk margins retained in outstanding claims to provide a probability of adequacy of 95.1% (June 
2007: 95.8% and December 2007: 94.0%). Probability of adequacy assisted by increased 
diversity resulting in a slightly lower coefficient of variation

Highlights Highlights 
half year ended 30 June 2008half year ended 30 June 2008
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Analysis of claims incurred

Full yearHalf year

60.557.754.454.7

48.5     
10.1      

1.9

47.4                                                      
8.9                 
1.4

47.7                                 
6.6        
0.1 

46.4             
8.5          

(0.2)

- attritional
- large risk and catastrophe (3)                          

- risk margin (release)/upgrade (4)

Analysis of claims ratio:

60.557.754.454.7Net claims ratio (2)

2005                               
%

2006                                         
%

2007       
%

2008 (1)

%

(1) Large individual risk and catastrophe claims for the half year to June 2008 includes 
substantial IBNR allowances 

(2) Represents net claims incurred as a % of net earned premium; 2007 and prior years 
restated to include US acquisitions for all years

(3) Large individual risk and catastrophe claims defined as claims with a net cost to QBE in             
excess of A$2.5 million

(4) Risk margin release mainly due to the impact of higher long term interest rates for our UK 
portfolios 
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HighlightsHighlights

• Total acquisition cost ratio (expenses and commissions) slightly better than target at 
31.1% of net earned premium (2007: 30.5%)

• Commission ratio decreased to 17.2% (2007: 18.2%) due to changes in business 
mix and the benefit of acquired underwriting agencies

• Expense ratio increased to 13.9% (2007: 12.3% and 2007 full year: 13.1%) 
reflecting:

- higher expense ratio for acquisitions made last year

- acquired underwriting agencies

- the cost of increased strategic initiatives to improve efficiencies and 
distribution 

- lower net earned premium due to the impact of strong Australian dollar 

- 2007 receipt of special performance fee for NSW workers’ compensation  
managed fund

• Income tax expense reduced to 21% of profit before tax (2007: 24%) due to 
increased profits in lower tax paying countries
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HighlightsHighlights
Investment incomeInvestment income

• Gross investment income $513 million (2007: $679 million). Gross yield 4.3% 
(2007: 6.5%) 

• Lower investment income mainly due to stronger Australian dollar which reduced 
value of overseas investments by $1.4 billion since 31 December 2007, lower US 
interest rates and 6% negative return on the equity portfolio compared with the 
average of comparable equity markets of negative 14.5%

• Net realised and unrealised losses on equities were $86 million compared with net 
gains of $82 million for the same period last year

• Equity hedges in place at year end were gradually taken off during the half year; 
however, we experienced the fall in equity markets in late June after remaining 
hedges were not renewed

• Investment income net of cost of borrowings and investment expenses reduced by 
33% to $379 million (2007: $564 million). Net yield 3.7% (2007: 6.0%) 

• Continued low risk absolute return investment strategy 

• Cautiously managing duration of the fixed interest portfolio (currently averages 0.7 
years in duration)
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• We smooth out the impact of equity markets when considering our dividends

• Interim dividend up 7% to 61.0 cents per share, 20% franked (2007: 57.0 cents 
per share, 60% franked).  Lower franking rate in line with guidance at last AGM

- Ex dividend date 26 August 2008

- Record date 1 September 2008

- Payment date 17 September 2008

• Interim dividend payout $542 million, up 10% from the interim dividend paid in 
September 2007

• The Dividend Reinvestment Plan remains suspended but the Dividend Election 
Plan (or bonus share plan) continues

DividendDividend
half year ended 30 June 2008half year ended 30 June 2008
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Geographical diversificationGeographical diversification
Gross earned premium Gross earned premium –– half year ended 30 June 2008half year ended 30 June 2008

QBE Underwriting Ltd (Lloyd’s)
18.3% (22.5%)

Australia
22.7% (21.7%)

Asia Pacific
4.9% (5.0%)

the Americas
35.3% (28.3%)

QBE Insurance Europe
18.8% (22.5%)

Note: June 2007 comparatives in parentheses
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Worldwide portfolio mixWorldwide portfolio mix
Gross earned premium Gross earned premium –– half year ended 30 June 2008half year ended 30 June 2008

Property
27.1% (26.4%)

Professional
indemnity
6.9% (8.0%) Marine, energy and aviation

9.5% (10.7%)

Other
2.4% (2.0%)

Motor and
motor casualty
19.2% (17.0%)

Accident and health
6.7% (5.6%)

Workers’ compensation
7.4% (8.9%)

Financial and credit
2.3% (2.0%)

Public/product liability
18.5% (19.4%)

Short tail 56% (54%)
Long tail 44%  (46%)

Note: June 2007 comparatives in parentheses
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Worldwide operationsWorldwide operations

(10)(9)(4)(1)Minority interest                                               $M

2,0122,5491,2121,095Profit before income tax                               $M

1,4831,925921 859
Net profit after income tax and               
minority interest                                            $M 

(519)(615)(287)(235)Income tax expense                                        $M

(10)(21)(5)(11)Amortisation of intangibles                              $M

234308164(10)Investment income - shareholders’ funds        $M

21.922.222.221.8Insurance profit to NEP                                  %

1,7882,2621,0531,116Insurance profit                                                $M

588824400389Investment income - policyholders’ funds        $M

1,2001,438653727Underwriting profit                                           $M

85.385.986.285.8Combined operating ratio                               %

12.513.112.313.9Expense ratio                                                   %

17.018.518.217.2Commission ratio                                               %

55.854.355.754.7Claims ratio                                                    %

8,15810,2104,7495,108Net earned premium                                        $M

10,06912,3615,7515,958Gross earned premium                                    $M

10,37212,4066,5206,603Gross written premium                                 $M

2006200720072008

DecDecJune June
FULL YEARHALF YEAR
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1,0531,11686.285.816,603Group

21919572.872.41845Inward reinsurance

83492188.287.415,758Direct and facultative

1,0531,11686.285.816,603Group

----(27)(1,038)Elimination – internal reinsurance

11915775.685.3271,038Equator Re

18120890.791.2122,148the Americas

23120083.680.2(17)1,370QBE Underwriting Ltd (Lloyd’s)

19118592.386.1(3)1,302QBE Insurance Europe

584480.586.05303Asia Pacific operations

27332282.482.1121,480Australian operations

$M$M%%%$M

200720082007200820082008

Insurance profit 
before tax

CORGrowthGWP

Worldwide operationsWorldwide operations
half year ended 30 June 2008half year ended 30 June 2008
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Australian operationsAustralian operations
half year ended 30 June 2008half year ended 30 June 2008

25.828.5Insurance margin                                                %

82.482.1Combined operating ratio                                        %

12.414.4Expense ratio                                                   %

12.712.8Commission ratio                                                %

57.354.9Claims ratio                                                    %

1,0591,131Net earned premium                                              $M

1,2491,352Gross earned premium                                            $M

1,3171,480Gross written premium                                           $M

20072008

• Strong premium growth for half year reflects purchase of distribution channels, new portfolios of 
business from intermediaries and high customer retention

• Overall premium rate reductions were less than 1% on renewed business for half year

• Improvement in claims ratio due to reduction in attritional claims, partly offset by increased large 
individual risk and catastrophe claims

• Total acquisition costs (commission and expenses) of 27.2%, up from 25.1% for the same period last 
year due to initiatives to improve efficiencies and intermediary interfaces and last year benefiting from 
a special performance fee for NSW workers’ compensation managed fund

• Targeted gross written premium for 2008 of around $3 billion with insurance profit expected to 
perform strongly for the remainder of the year
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Asia Pacific operationsAsia Pacific operations
half year ended 30 June 2008half year ended 30 June 2008

28.321.3Insurance margin                                                %

80.586.0Combined operating ratio                                        %

20.021.3Expense ratio                                                   %

20.520.8Commission ratio                                                %

40.043.9Claims ratio                                                    %

205207Net earned premium                                              $M

291291Gross earned premium                                            $M

289303Gross written premium                                           $M

20072008

• Majority of operations in 17 countries produced an underwriting profit

• Gross written premium up 5% to $303 million despite stronger Australian dollar and increased competition

• Overall premium rates for renewed business reduced by 3% for renewed business, slightly better than plans

• Higher combined operating ratio reflects increased large individual risk and catastrophe claims and lower 
premium rates due to competition

• Attritional claims ratios continue at historical lows reflecting focused efforts of our underwriting teams

• Increased expense ratio reflects cost of establishing joint venture in India and staff costs to grow corporate 
business through intermediaries

• Gross written premium targeted to exceed $600 million and insurance profit margin expected to be around 
20% for full year 2008
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European operationsEuropean operations
half year ended 30 June 2008half year ended 30 June 2008

22.324.627.430.118.220.5Insurance margin                               %

88.483.683.680.292.386.1Combined operating ratio                 %

15.215.514.113.416.117.1Expense ratio                                       %

17.016.319.418.215.115.0Commission ratio                                 %

56.251.850.148.661.154.0Claims ratio                                          %

1,8921,5678446651,048902Net earned premium                           $M

2,5842,2111,2921,0891,2921,122Gross earned premium                       $M

2,9932,6721,6561,3701,3371,302Gross written premium                       $M

200720082007200820072008

Total European 
operations

QBE Underwriting               
Ltd (Lloyd’s)

QBE Insurance 
Europe

• Excellent results for the first half reflecting profitable earn out from prior underwriting years, focus on portfolio profitability 
and continued low attritional claims

• Stronger Australian dollar (average rate up 12.1%) materially impacted premium growth with gross written premium down 
11% and net earned premium down 17%.  Net earned premium also impacted by increased reinsurance with Equator Re.  
In sterling, gross written premium increased by 1% and net earned premium was down by 5%

• Growth in sterling impacted by overall reductions in premium rates of 4% on renewed business and discontinuation of 
unprofitable portfolios.  Inadequate pricing resulted in below budget new business, offset by higher customer retention 
together with maintenance of terms and conditions

• Initiatives underway to build our core portfolios outside London market, targeting $500 million of new business in regional 
UK and mainland Europe over next three years

• Gross written premium target for full year revised due to shortfall in new business, now expected to be around £2.1 billion
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Insurance margin                                                %

Combined operating ratio                                        %

Expense ratio                                                   %

Commission ratio                                                %

Claims ratio                                                    %

Net earned premium                                              $M

Gross earned premium                                            $M

Gross written premium                                           $M

15.114.2

90.791.2

8.414.6

25.919.3

56.457.3

1,1991,469

1,6272,104

1,9212,148

20072008

the Americasthe Americas
half year ended 30 June 2008half year ended 30 June 2008

• Gross written premium increased 12% and net earned premium increased 23% benefiting from 2007 acquisitions for a 
full six months and North Pointe acquisition for two months

• Premium growth materially impacted by stronger Australian dollar (average rate up 12.5%); gross written premium up 
27% in US dollars. Top line also affected by lower than expected new business due to inadequate pricing and 
increased competition

• Weighted average premium rates down slightly less than 1% on renewed business compared with flat rates in our plan

• Claims ratio for half year of 57.3% benefited from a lower attritional claims ratio; however, offset by higher catastrophe 
claims from increased frequency of weather related events

• Total acquisition cost (commission and expenses) of 33.9% (2007: 34.3%). Offsetting movements in the expense and 
commission ratios due to acquired underwriting agencies and 2007 acquisitions 

• Target overall gross written premium of slightly less than US$4.0 billion for 2008. Subject to caveats on large individual 
risk and catastrophe claims, confident of achieving combined operating ratio in the low 90% range
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Captive Captive reinsurerreinsurer -- Equator ReEquator Re
half year ended 30 June 2008half year ended 30 June 2008

30.221.4Insurance margin                                                %

75.685.3Combined operating ratio                                        %

5.86.3Expense ratio                                                   %

13.720.8Commission ratio                                                %

56.158.2Claims ratio                                                    %

394734Net earned premium                                              $M

495763Gross earned premium                                            $M

8161,038Gross written premium                                           $M

20072008

• Equator Re provides excess of loss and proportional reinsurance to most of QBE’s subsidiaries -
risks within Group retentions 

• Gross written premium up 27% to $1,038 million and net earned premium up 86% to $734 million 
due to increased participation on excess of loss protections placed in the external market and 
quota share arrangements with the divisions to manage aggregates and capital

• Higher combined operating ratio due to greater level of proportional business and increased large 
individual risk and catastrophe claims

• Subject to caveats on large individual risk and catastrophe claims, a combined operating ratio of 
less than 90% expected for the 2008 full year
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Maximum event retention (Maximum event retention ( ““ MERMER”” ))
• Examples of realistic disaster scenario market losses (“RDS”) used in our risk modelling:

- Sydney earthquake - 5.6 on richter scale - 2% damage ratio

- European windstorm - US$31 billion loss

- Tampa/east Gulf of Mexico windstorm - US$119 billion loss

• QBE’s largest RDS is a Sydney earthquake with an estimated MER of $364 million

• QBE’s second largest RDS is a European windstorm with an estimated MER of $326 million

• QBE’s pre-tax MER is after substantial external reinsurance with highly rated reinsurers and is 
inclusive of Equator Re retentions

4.32912004

4.02942005

4.0  3242006

3.53572007

364

MER        
. 

$M

3.42008*

Ratio to net 
earned premium    

%

Year

* Based on full year projections
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Balance sheetBalance sheet

8,543
64

8,479

8,543
31,070
2,786

897
3,458
5,698

18,231

39,613
689
900

2,493
1,683
4,360
4,882

24,606

$M
31 Dec 2007

7,786
65

7,721

7,786
33,327
3,540

943
3,576
6,842

18,426

41,113
853
934

2,428
2,385
4,361
6,425

23,727

$M
30 June 2007

8,874
58

8,816

8,874
30,270
2,965

821
3,287
6,045

17,152

39,144
624
825

2,662
1,849
4,040
5,876

23,268

$M
30 June 2008

TOTAL EQUITY
Minority interest
Equity attributable to shareholders
EQUITY
NET ASSETS
TOTAL LIABILITIES
Other creditors and provisions
ABC securities for funds at Lloyd’s
Borrowings
Unearned premium
Outstanding claims
LIABILITIES
TOTAL ASSETS
Fixed and other assets
ABC financial assets pledged for funds at Lloyd’s
Intangibles
Deferred insurance costs
Recoveries on outstanding claims
Receivables
Investments and cash
ASSETS
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(1) Excludes ABC financial assets and ABC securities

100.024,606100.023,268Total investments and cash (1)

0.4930.486Investment properties

6.71,6567.61,775Equities

22.65,55230.77,136Fixed interest securities and other

66.316,31756.213,074Short term money

4.09885.11,197Cash and cash equivalents

%$M%$M

31 Dec 200730 June 2008

Investments and cashInvestments and cash

• Since 31 December 2007 the strong Australian dollar has reduced overseas investments 
and cash when translated to A$ by around $1.4 billion

• Approximately 93% of fixed interest and cash is Moody’s Aa3 rated or better and the 
substantial majority of the balance is Moody’s A3 rated or better

• No direct exposure to US sub-prime mortgage, CDO, CLO or similar securities 

• Currently our equity exposure is less than 8% of total investments and cash
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Investments currency mixInvestments currency mix
30 June 200830 June 2008

Total investments and cash
2008: $23 billion (2007: $25 billion)

Equities
2008: $1.8 billion (2007: $1.7 billion) 

Other
9% (7%)

AUD
40% (51%)

USD
32% (18%)

Sterling
19% (24%)

AUD
26% (26%)

Other
12% (11%)

USD
39% (39%)

Sterling
23% (24%)

Note - amounts in parentheses represent 31 December 2007 comparatives
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Balance sheetBalance sheet
30 June 200830 June 2008

• Receivables $5,876 million (2007: $4,882 million) overall within normal trade terms 
and after $69 million provision for doubtful premium debtors (2007: $59 million) 

• Reinsurance recoveries on outstanding claims reduced as follows:

Receivables and recoveries on outstanding claims

4,360

2,153

2,207

Dec 2007 
$M

4,040

1,989

2,051

Jun 2008 
$M

Total recoveries on outstanding claims

IBNR & risk margins

Reinsurance recoveries

• Provision for doubtful debts on recoveries of $129 million considered prudent (31 
December 2007: $196 million). Reduction due to impact of foreign exchange 
movements and commutation of past obligations, with negligible impact on the 
income statement 

• Bad debt experience continues to be low 
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Balance sheetBalance sheet
30 June 200830 June 2008

• Borrowings reduced to $3,287 million mainly due to effects of foreign exchange 
movements since the year end (31 December 2007: $3,458 million)

• Borrowings comprise 21% short term debt, 59% long term/subordinated debt and 
20% hybrid securities

• Ratio of borrowings to shareholders’ funds reduced to 37.3% in line with our target of 
around 40% (31 December 2007: 40.8%)

• Substantial majority of borrowings and interest rates locked in for a number of years

• Annualised weighted average cost of borrowings was 6.7%, unchanged from 31 
December 2007

• Group policy of matching assets and liabilities in local currency and using borrowings 
and hedges to protect shareholders’ funds in overseas subsidiaries was maintained

Borrowings*

* excluding ABC securities for funds at Lloyd’s
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2,2441,5771,707Total risk margins in excess of APRA’s minimum 75% 
probability of adequacy for Australian licensed 
insurers

15.0%13.0%12.8%Risk margins in outstanding claims as a ratio to the 
central estimate

30 June 
2007      

$M

31 Dec 
2007        

$M

30 June 
2008        

$M

1,3138641,002- unearned premium

18,52217,88617,308

3,145

15,377

2,455

15,431

2,494

14,814

Total risk margins

Central estimate (discounted)

1,8321,5911,492Risk margins  - outstanding claims

Represented by:

18,52217,88617,308Net insurance liabilities

4,4574,0154,196Unearned premium net of deferred insurance costs

14,06513,87113,112Total net outstanding claims (discounted)

Insurance liabilitiesInsurance liabilities
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Capital adequacyCapital adequacy

(2,493)(2,662)Deductions, intangibles

(515)(512)Proposed dividend (net of reinvestment)

1,2941,188Perpetual securities (net of borrowing costs)

3,6123,616Group MCR

2.4 times2.4 timesCapital adequacy multiple

8,6078,671Capital base

745660

122112Hybrid securities

623548Subordinated debt

Tier 2

7,8628,011

(473)(512)Tax on excess risk margins

1,5771,707Excess risk margins

8,4728,802Share capital*, reserves and retained earnings

Tier 1

31 Dec 2007          
$M

30 June 2008            
$M

• Calculated using APRA’s risk based capital approach for Australian licensed insurers with assumptions 
made for non-operating holding companies pending finalisation by APRA

• Subsidiaries maintain strong capital adequacy margins for local regulatory purposes

• Standard & Poor’s A+ financial strength rating retained for main insurance subsidiaries

* Notified to Australian Securities Exchange
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AcquisitionsAcquisitions

• Completion of acquisition of North Pointe in the US in April 2008 expected to 
produce $150 million of net written premium in 2009

• Acquisition of Deep South, an underwriting agency in the US, expected to 
generate additional net written premium of $35 million in 2009 

• We expect to close acquisitions of other distribution agencies in the second half 
in line with our announcement in May 2008 generating additional net written 
premium of $145 million in 2009 

• Lenders’ mortgage insurance businesses, PMI Australia and PMI Asia (both
subject to regulatory approvals and definitive agreement for PMI Asia) expected 
to generate net written premium of $220 million in 2009

• The eight acquisitions to date expected to add around $550 million in net written 
premium and incremental profit after tax of around $160 million in the first full 
year

• All acquisitions funded from existing cash resources and proposed additional 
short term borrowings of up to $300 million 
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QBE Group proQBE Group pro --forma balance sheet on completion of PMIforma balance sheet on completion of PMI

31,76452996530,270Total liabilities

8,874(845)8458,874Net assets

4,083229 (5)683,786Other liabilities

3,587300 (4)-3,287Borrowings

6,8077626,045Unearned premium liability

17,28713517,152Gross outstanding claims

Liabilities 

40,638(316)  1,81039,144Total assets 

2,844182 (3)-2,662Intangibles

7,48524 (2)1367,325Other assets 

4,040-4,040Reinsurance recoveries on o/s claims

1,923741,849Deferred insurance costs

24,346(522) (1)1,60023,268Investments at market value 

Assets

QBE Group 
proforma

$M

Consolidation 
adjustments 

$M

PMI proforma
on completion         

$M

QBE Group actual      
30 June 2008              

$M

(1) Existing cash of $522 million to fund acquisitions 
(2) Cumulative deferred interest of $24 million on three year promissory note
(3) Goodwill on consolidation
(4) Short term borrowings of $300 million to fund acquisition
(5) Three year promissory note of $205 million and cumulative interest of $24 million
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PMI acquisition summaryPMI acquisition summary
• Purchase price is NTA using US GAAP of $1,027 million with 20% held back and only paid in full if claims ratio on 

unearned premium at 30 June 2008 is less than 50% - reduces $1 for each $1 claims ratio is above 50%

• Average claims ratio of 25% for past 15 years

• We partly based our stress testing on APRA’s Working Paper: Stress Testing Housing Loan Portfolios; A Regulatory 
Case Study 2005. This equates to a gross maximum event retention (MER) for PMI spread over three years of 
around $1.15 billion.  Based on our analysis this is equivalent to a mortgage property default rate in excess of 3.5% 
up to 10 times greater than current average bank default rates

• MER for PMI expect to reduce by over $100 million for loans expired and not yet advised by banks and originators

• Insurance liabilities to be increased prior to completion by $285 million additional risk margins

• To meet a hypothetical claims cost of around $1 billion in next three years, to protect shareholders’ funds and to 
achieve a COR on the LMI business of less than 100%, QBE will have available:

1,129Total available to meet potential claims 

229Promissory note

165New business earned over three years (less commission and expenses)

145External reinsurance protection

50Vendor contribution to Equator Re

540Risk margins in insurance liabilities

$M

• In addition, insurance profit will benefit from investment income on policyholders’ funds

• QBE Group capital levels and diversity allow us to fund the business at holding company level at a capital  
requirement of less than $500 million
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2008 outlook2008 outlook

• Assuming a full allowance for large individual risk and catastrophe claims at 8.5% of net 
earned premium, the insurance profit is expected to be around 20% of net earned 
premium for the full year

• Aggregate reinsurance cover, effective 1 January 2008, designed to limit large 
individual risk and catastrophe claims to around 8.5% of net earned premium (subject to 
a limit of cover to 10.4%)

• Based on average exchange rate of US$0.92 cents/46.5p sterling to A$1                
(2007: US$0.84/41.8p), we now expect gross written premium to be around $12.5 
billion with net earned premium of $10.8 billion for 2008. Competition for new business 
is expected to remain strong

• Overall weighted average premium rate reductions for QBE’s portfolios for the full year 
expected to be around 2% on renewed business compared with the 4% reduction 
anticipated at start of year

• We are not prepared to write new business to the detriment of our underwriting 
profitability and return on equity objectives

• Reinsurance expense ratio to be around 13% for the full year

Subject to no material movement in current exchange  rates; large individual risk and 
catastrophe claims not exceeding the significant al lowance in our business plans; 
and no major fall in equity markets or interest rat es:



31 QBE INSURANCE GROUP

2008 outlook2008 outlook

• Target acquisition expense ratio (commission and expenses) on existing business 
of around 31% for 2008

• Income tax expense expected to be around 22% for 2008

• Currently reviewing a number of acquisition opportunities in line with our stringent 
criteria for value and EPS accretion 

• We will need a major rebound in equity markets to achieve our targeted gross 
investment yield of around 5.5% for the full year, which assumed a 5% 
appreciation on equities 

• Cautious management of duration of fixed interest book to minimise impact of 
interest rate volatility 

• Post the PMI acquisition, the total equity exposure is expected to be around 7% of 
total investments and cash.  Derivative protections to be used when necessary 

• Continued focus on all key profit drivers which generate wealth for shareholders
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Historical share price performanceHistorical share price performance
QBE Historical Share Price Performance - Last 20 Ye ars
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QBE Share Price Performance

QBE Share Price Performance Including Reinvestment of Dividends

ASX All Ordinaries Accumulation Index

An investment in QBE has outperformed the Australian
All Ordinaries Accumulation index and inflation with a 
compound average annual growth rate of 24% over 5
years, 19% over 10 years and 22% over 20 years.
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