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QBE INSURANCE (INTERNATIONAL) LIMITED

New Zealand Branch

STATEMENT BY DIRECTORS

We, being two directors of QBE Insurance (intemational} Limited, certify that the Slatement of Comprehensive ncome,
Statement of Changes in Balances Due To Head Office, Statement of Financial Position, and notes set out on pages 8 10 21 are
true copies of the Financial Statements of the New Zealand Branch of the Company for the year ended 31 December 2011.

The Board of Directors of QBE Insurance finternational} Limited authorised these staiements for issue on the Phic day of hiavcin
2012.

0o
DIRECTOR:

DIRECTOR: g




pwc

Independent Auditors’ Report
to the Directors of QBE Insurance (International) Limited — New Zealand
Branch

Report on the Financial Statements

We have audited the financial statements of QBE Insurance (International) Limited ~ New
Zealand Branch (the Branch) on pages 5 to 21, which comprise the statement of financial
position as at 31 December 2011, the statement of comprehensive income and statement of
changes in balances due to head office for the year then ended, and the notes to the financial
statements that include a summary of significant accounting policies and other explanatory
information.

Directors’ Responsibility for the Financial Statements

The Company’s Directors are responsible for the preparation of these financial statements in
accordance with generally accepted accounting practice in New Zealand and that give a true and
fair view of the matters to which they relate and for such internal controls as the Directors
determine are necessary to enable the preparation of financial statements that are free from
material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our andit. We
conducted our audit in accordance with International Standards on Auditing (New Zealand) and
International Standards on Auditing. These standards require that we comply with relevant
ethical requirements and plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements, The procedures selected depend on the auditors’
judgement, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditors
consider the internal controls relevant to the Branch’s preparation of financial statements that
give a true and fair view of the matters to which they relate, 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 Branch’s internal control. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of accounting estimates, as
well as evaluating the overall presentation of the financial statements.

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

We have no relationship with, or interests in, the Branch other than in our capacities as auditors
and tax advisors. These services have not impaired our independence as auditors of the Branch.

PricewaterhouseCoopers, 188 Quay Street, Private Bag 92162, Auckland 1142, New Zealand
T: +64 (9) 355 8000, F: +64 (9) 355 8001, www.pwc.com/nz
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Independent Auditors’ Report

QBE Insurance (International) Limited — New Zealand Branch

Opinion
In our opinion, the financial statements on pages 5 to 21:

(i) comply with generally accepted accounting practice in New Zealand; and

(ii) give a true and fair view of the financial position of the Branch as at
31 December 2011, and its financial performance for the year then ended.

Restriction on Distribution or Use

This report is made solely to the Company’s Directors, as a body. OQur audit work has been
undertaken so that we might state to the Company’s Directors those matters which we are
required to state to them in an auditors’ report and for no other purpose. To the fullest extent
permitted by law, we do not accept or assume responsibility to anyone other than the Company’s
Directors, as a body, for our audit work, for this report or for the opinions we have formed.

[ e cacrnans Cogprs

Chartered Accountants Auckland
28 March 2012



QBE INSURANCE (INTERNATIONAL) LIMITED

New Zealand Branch

STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED 31 DEGEMBER 2011

Notes 2011 2010
000 $000
Insurance premiurn revenue 266,826 237,533
Insurance premium ceded to reinsurers (135,562) (133,141}
Met insurance premium revenug 131,264 104,392
Maovemenl in unsamed prermium reserve (30,899 5,538
TOTAL REVENUE 100,365 108,930
Claims expenses ' B 66,603 64,874
Acauisition costs 21,408 20,171
Operating expenses 7 30,657 27,916
TOTAL EXPENSES 118,068 112,961
UNDERWRITING 1L.OSS (17,703 (3,031
Sundry income 1,321 8e7
Investment income <] 10,843 11,780
Other expenses 7 {5,705) (6,900)
(LOSS)/PROFIT BEFORE TAXATION (11,244) 2,756
income Tax Credit/(Expenss) 8 3,344 (537
(LOSS)/PROFIT FOR THE YEAR {7.800} 2218
Other Comprehensive Loss after tax 23 423 388
TOTAL COMPREHENSIVE (LOSSYINCOME FOR THE YEAR {8,323) 1,831

The accompanying notes form part of these Financial Statements




QBE INSURANCE (INTERNATIONAL) LIMITED

New Zealand Branch

STATEMENT OF CHANGES IN BALANCES DUE TO HEAD OFFICE
FOR THE YEAR ENDED 31 DECEMBER 2011

HEAD OFFICE ~ ALISTRALIA

Balance at 1 January

(Loss)/Profit for the year

Qther comprehensive expense

Tolal comprehensive (foss)income for the year

Current net transactions with MHead Qffice

Balance at 37 December

2011 2010

$000 $000
23,187 20,361
(7.860) 2,218

(423) (388)
(8,323 1,831
10,278 (8.005)
25,142 23,187

‘The accompanying notes form part of these Financial Statements
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QBE INSURANCE (INTERNATIONAL) LIMITED

New Zealand Branch

STATEMENT OF FINANCIAL POSITION
AS AT 31 DECEMBER 2011

Notes 2011 2010
2000 $000
DUE TO HEAD OFFICE — AUSTRALIA 25,142 23,187
LIABILITIES
Trade and other payables 13 18,332 14,773
Qutstanding claims 15 132,616 128,862
Unearnad premiums reserve 14 125,405 34,506
Advances from related companies 17 107,298 103,666
Deferred income tax liability 8 1,324 4,260
TOTAL LIABILITIES 410,117 369,354
ASBETS
Cash and cash equivalents 17,139 10,988
Trade recaivables 9 78,901 £3,331
Other receivables 11 13,238 4,997
Tax refund - 1,332
Deferred acquisition cosls 18 21,948 20,931
Financial asseis at {air value through profit or loss 12 276,951 264,911
Fraoperiy, plant and equipment i0 1,942 2,276
Relirement benefit surplus 23 - 588
TOTAL ASSETS 490,117 369,354

The accompanyling notes form part of these Financial Staterments




QBE INSURANCE (INTERNATIONAL) LIMITED

New Zealand Branch
NOTES TO ENANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2011

1. GENERAL INFORMATION

QBE Insurance {Internationz) Limited, is a company incorporated in Australia and operates in New Zealand as a branch {ihe
Branchy).

The Branch is an insurer based at 29 Cusioms Stree! West, Auckland.

The financial statements of the Branch are for the year ended 31 December 2011 and were authorised for issue by the
directors on the 23 day of by 2012,

The Branch's owners do not have the power to amend these financial statements once issued.

2,  SUMMARY CF SIGNIFICANT ACCOUNTING POLICIES

{3

{&}

{c}

The pringipal accounting policies adopted in the preparation of the financial statements are set out below. These policies
have been consistently applied 1o &l the years presented, untess otherwise stated. Cartain comparative figures have baen
restated to ensure consietent presentation with the current reporting period.

There were no new or revised accounting standards, interpretations and amendments which became operaive for the annual
reporting period commencing 1 Jaruary 2011, which have a significant impact on these financial statements.

Basls of preparation

Entity Reporling and Statutary Base

The financial statements have been prepared in accordance with Generally Accepted Accounting Practice in New Zealand.
‘Thay comply with the Naw Zealand Equivalents to Internationat Financial Reporting Standards and other applicable financial
reporting standards, as appropriate for profit oriented entities that qualify for and apply difierential reporting concessions. The
Branch is a profit ordented entity registered under the Companies Act 1993, It is & reporting entity for the purposes of the
Financial Reporting Act 1893. The financial statements are prepared in accordance with the requiremenis of lhe Financial
Reporting Act 1993 and the Campanies Act 1963,

Differential Repoerting

The Branch quatifies for Differential Reporting exemptions as il has no public accountability and there is no separation of
owners and the goveming body. All available reporting exemptions allowed under the Framework for Differential Reporing
have been adopted except for NZ IAS 12: Income Taxes, which has been fully complied with,

Historical Cost Convention

These financial statemenis have been prepared undsr the historical cost convention, as modified by the revaluation of
financial assets and liabilities at fair value through profit or loss.

Premium revenue

Direct and Inward reinsurance premium comprises amounts charged to policyholders, excluding taxes collected on behalf of
third pariies. The eamed portion of premium received and receivable, including unclosed business, is recognised as revenue.
Pramium on unclosed business is brought to account based upon the patlern of booking of renewals and new business.

Uneamed premium and deferred reinsurance
Unearned premium is calculated based on the term of the risk, which closely approximates the pattemn of risks underwriiten,
using the daily pro rata method.

Premium ceded to reinsurers is recognised as an expanse in accordance with the paltern of reinsurance service received,
Accordingly, 2 portion ¢f oulward reinsurance premium is treated as a prepayment at the balance date.

=T
foi—1
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QBE INSURANCE (INTERNATIONAL) LIMITED

New Zesaland Branch
NOTES TO FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2011

(d  Ciaims, reinsurance and other recoveries

The outstanding claims liabllity is measured as the central estimate of the present value of expected future payments for
claims incurred with an additional risk margin to eliow for the inherent uncertainty in the central estimate. The expected future
payments are discounted to present value using a risk free rate.

Reinsurance and other recoveries receivable on paid claims and reported claims not yet paid are recognised as revenue.

Recoveries receivable are assessed in & manner similar to the assessment of outstanding claims. Recoveries are measured
as the present value of the expected future receipis, calculated on the same basis as ihe provision for outstanding claims.

{8} investiment Income

Interest incame Is recognised using the effective interest rate, Dividends are recognised when the right {o receive payment is
established. investmeni income inciudes realised and unreafised gains or losses on financial assets which are reporied on a
combinad basis as fair value gains or losses on financial assets.

{f} Taxation

The income tax expense for the year is the tax payable on the curent year's taxable income, adjusted by changes in deferred
tax assets and Fabilities attibutable to temporary differences between the tax bases of assets and #abilities and their carrying
amounts in the financial statements.

Defarred tex s provided in full, using the liabilly method, on temporary differences between the tax bases ol asseis and
liabilities and their carmying amounts in the financial statements.

Deferred tax assets and liabilities are recognised for iemporary difierences at the tax rate expecled o apply when the assels
are recovered or liabiities are settied. The relevant lax rales are applied to the cumulative amounts of deductible and taxable
temporary differences to measure the deferred tax asset or liability. An exception is made for certain termporary differences
arising from the initial recognition of an asset or liability. No deferred 1ax asset or liability is recognised in relation to these
temporary differences if they arcse in a transaciion that is nol a business combination and at the time did not afiect either
accounting profit or taxable loss.

Deferred 1ax assets are recognised for daductible lemparary differences and unused tax losses only if if is probable that future
taxable amounts will be avalable 10 utilise those temporary differences and losses.

{9y  Cashand cash equivalents

Cash and c¢ash equivalents inciudes cash at bank and cn hand and deposits ai call which are readily convertible to cash on
hiand and which are used in the cash management function on a day {o day basis.

{r} Trade and cther receivables

Trade recefvables are recognised Inftially at fair value and subsequently measured at amortised cost using the effective
interest methaod, less provision for impairment.

A provision for impalrment is established when there is objective evidence that the Branch will not be able {o collect all
amounis due according to the original terms of the receivabies. The amount of the provision is the difference between the
asset’s camying amount and the present value of the estimated future cash flows which is recognised in the Statement of
Comprehensive Income. The carrying amount of the provisicn of the assel is reduced through the use of an alowance
account, and the amount of the loss is recognised in the Statement of Comprehensive Income within ‘operating expenses’.
When a trade receivable is uncollectible, it is wiitien off against the allowance account.  Subseguent recoveries of amounis
previously written off are credited against ‘operating expanses’ in the Statement of Comprehansive Income.

pwe




QBE INSURANCE (INTERNATIONAL) LIMITED

New Zealand Branch
NOTES TO FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2011

(] Financial assels

Basis of valuation

All financial assets, except for trade and other receivables and trade creditors, are designated at fair value through profit or
loss on initial recognition on the basis that they are acquired principally for the purpose of selling in the near future. They are
initially recorded at fair value and are subsequently remeasured to fair value at the end of each reporting period. Purchases
and sales are recognised on trade date. Assels are derecognised when the rights to receive cash flows have expired or have
been transferrad. Movements in the fair valee are recognised in the Stalement of Comprehensive Income. Fair velue for each
type of financial asset is determined as follows:

Listed investments — by reference to the closing bid price of the instrument at the end of each reporting period.

Unlisted investments — the fair value of financial assets not traded on an active marke! is detemiined using valuation
techniques including reference to:

« the fair value of recent arm's length transactions involving the same instrument or instruments that are substantially the
same; o

= discounted cash flow analysis; or
= opiion pricing models.

All financial assets are used o back general insurance contracts and financial liabiiities arsing under non insurance contracts.

] Property, ptant and equipment

All plant and equipment is stated at historical cost less depreciation and Impairment. Plant and equipment is depreciated
using diminishing value method ovar the estimated useful life of each class of asset. Estimated useful lives are between thres
and ten years.

Subssgquent costs are included in the asset's camrying amount or recognised a5 a separate asset, as approprate, only when it
is probable that fulure economic benefits associated with the item will fiow to the Branch and the cost of the item can be
measured reliably. The canrying amount of the replaced part Is derecognised. All other repairs and maintenance are charged
1o the Statemen of Comprehensive Income during the financial period in which they are incurred.

The asseis resldual values and uselul lives are reviewed, and adjusted if appropriate, at the end of eash reporting period.

An asset’s carrying amount is wrtien down to its recoverable amount if the assel’s carrying amount is greater than its
estimated recoverabie amount,

Gains and fosses on disposals are determined by comparing the proceeds with the carrying amount and are recognised
within *operaling expenses’ in the Staternent of Comprehensive Income.

&) Impaimnent of nan financial assets

Assels thal are subject to amorlisation are reviewed for impaiment whenever events or changes indicate thaf the camying
ameunt may not be recoverable.

An impairment loss Is recognised as 1he amount by which the assel’s carrying amouni exceeds its recoverable amount. The
recoverable amount is the higher of an asset’s fair value less costs to sell and value in use. For the purposes of assessing
impairment, assets are grouped at the lowest levels for which there are separately identifiable cash flows {cash generating
unitsh

An allowance account is used to record provisions for impairment. The carrying amount of the asset is reduced through the
use of the allowance account and the amount of the loss is recognised in the Statement of Comprehensive Income within
‘operating expenses’.

0] Fareign currency translation

Functional and presentation curency

The financial statements are presented in New Zeafand dotlars which s both functional and presentation currency of the
Branch.

Transactlons and balances

Foreign currency transactions are translated at the rates of exchange at the dates of tha transactions. At the balance date,
amounts payable and receiveble in foreign currencies are translated at the rates of exchange prevdiling at that date.
Exchange gains and losses on cperational foreign currency transactions and the transiation of amounts receivable and
payable in foreign currencies are included in the Statement of Comprehensive Income,

10
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QBE INSURANCE (INTERNATIONAL) LIMITED

New Zealand Branch
NOTES TO FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2011

(m)

{n)

(r}

Y/

Employee benefits

Superannuation

The Branch participates in a superannuation plan and contributes 1o the plan in accordance with plan rules and actuaral
recommendations, which are designed to ensure that the plan's funding provides sufficiznt assels {0 mest its liabilities.  The
Superannuation Plan is considered to be a defined contribution scheme as the Branch has no legal or construclive obligation
1o pay further contrbulions if the Plan does rot hold sufficient assets to pay all benefits due.

Other

Liabdities for wages and salaries, including non-monetary henefits, annual leave, and accumulating sick leave expected to be
setiled within 12 months of the reporting date are recognised in other payables in respect of employees' services up to the
reporting date and are measured at the amounis expecied 1o be paig when the Habilities are seitled. Liabiities for non-
accumulating sick leave are recoanised when the leave is taken and measured at the rates paid or payable.

Fhe liability for employee entitiemsants is carried at the present value of the estimated future cash flows.

Leases

Leases in which a significant portion of the risks and rewards of cwnership are relained by the lessor are classifisd as
operating leases. Payments made under opsrating leases are charged to the Statement of Comprehensive Ingcome on a
straight line basis over the period of the lease.

Statement of Changes in equity
The Branch, having no equily, has not presented a Slatement of Changes in Equity. The movement in the balance due to
Head Office has been shown in the Statement of Changes Due to Head Office.

(Goods and Seivices Tax {GST)

The Statement of Comprehensive Income has been prepared so that all components are stated exclusive of GST. All tems
in the Stalement of Financial Position are stated net of GST, with the exceptlion of receivables and payables, which include
GST invoiced.

Acquisition costs

Acquisition costs include cemmissicns on premium revenue, payable to brokers, net of commissions on premiums ceded to
reinsurers, receivable from reinsurers. A portion of acquisition costs relating to uneamed premium is deferred in recagnition
that it represents a future benefit. Deferred acquisition cosis are amortised over the same pericd as ihe underlying premium
revenue,

Liabllity adeguacy testing

Liability adeguacy testing is performed in order to recognise any deficiencies in the Statement of Cemprehensive Income
arising from the carrying amount of the uneamad premium liability less any refated deferred acquisition costs not meeting the
estimated {ufure claitns under cuirent insurance contracts.

The estimated future claims under current insurance contracts are measured using the present value of the expected cash
flows refaling to {uture claims and associaled expenses {discounted using a risk free discount rate) plus the additional risk
margin to reflect the inherent uncertainty of those estimated cash flows.

Liability adequacy testing is performed at the level of a portiolio of cantracis that are subject to broadly similar risks and are
managed together as a single porifclio.

3. CHRITICAL AGCOUNTING ESTIMATES AND JUDGMENTS

The Branch makes estimates and assumptions in respect of cerlain key assets and liabilities. Estimates and judgemenis are
continually evaluated and are based on historical experiance and other factors, including expeactations of future events that are
beligved {0 be reasonable under the circumstances. The key areas where critical accounting estimates are applied are noted
below.

Claims liabilittes under generat Insumnce contracts

Provision 1s made at the end of the year for the estimated cost of claims incurred but not sefiled al the end of the reporting
periad, including the cost of claims incureed but not yet reported to the Branch.

The esiimated cost of claims includes direc! expenses to be incurred in seltling claims gross of the expected value of salvage
and other recoveries. The Branch {akes all reasonable steps to ensure that it has appropriate information regarding its claims
exposures, Howaver, given the uncertzinty in establishing claims provisions, it is likely that the final cutcorme will prove to be
different from the coriginal liabifity established.

11




QBE INSURANCE (INTERNATIONAL) LIMITED

New Zealand Branch
NOTES TO FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2011

(i)

The estimation of claims incurred but not reported (1BNR" is generally subject to a greater degree of unceriginty than the
estimation of the cost of settling claims ziready notified to the Branch, where more information atrout the clzim event is
available including:

claims, compared with statistics from pravious periods;
changes in the legal environment;

the effects of inflation;

changas in the mix of business;

tha impact of large josses;

movermnents in industey benchmars.

LI I I I

A component of these estimation techniques is usually the estimation of the cost of notified but not paid ctaims. In estimating
the cost of these the Branch has regard {0 the claim circumstances as reported, any information available from loss adjusiers
and irformation on the cost of setiling claims with simitar charzcteristics in previous periods,

Large claims impacting each relevant business class are generally assessed separately, being measured on & case Dy case
hasis or projected separately in order ta allow for the possible distortive effect of the development and incidence of these
iarge claims.

Provisions ara calculated gross of any reinsurance recoveries. A separate estimale is made of the amounts thal will be
recoverable from reinsurers based on the gross provisions.

Assets anising from contracts with reinsurers

Assets arising from contracis with the Branch's reinsurers are determined using the same methods described above. In
addition, the recoverabilily of these assels is nissessed at the end of each reporting period o ensure that the balances
preperly reflact the amounts that will uliimately be received, taking into account counterparty and credit risk. [mpairment is
recognised when thare is chjective evidence that the Branch may not receive amounts due to it, and these amounts can be
reliably measured.

Impact of changes in key varables
The impact of changes in key outsianding claims variables are summarised below. Each change has been calculated in
isclation of the other changes.

MOVEMENT IN FINANCIAL IMPACT
VARIABLE PROFITALOSS)

2011 2010
% $000 $000
inflation rates increase of 1% (1,912) (1,851)
decrease of 1% 1,912 1,851
Discount rates increase of 1% 1,884 1,787
decrease of 1% {1.884) (1.787)
Claims expenses ratio increase of 1% (883) 840)
decrease of 1% 863 840
Weighted average term to setllement + 0.5 years 1420 2,094
- 0.5 years {1,420 {2,094)

Determined at the Branch level net of reinsurance ard faxation.
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QBE INSURANCE (INTERNATIONAL) LIMITED

New Zealand Branch
NOTES TO FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2011

4, INSURANCE CONTRACTS — RISK MANAGEMENT FOLICIES AND PROCEDURES

The Branch's risk management objectives are to:

»  avoid unwelcome surprises by reducing uncertainty and volatility,

« achieve competitive advantage by better undersianding the risk environment in which the Branch operales; and
»  optimise risk and more effectively allocate resources by assessing the bafance of risk and reward.

A fundamental part of the Branch's overall risk siraiegy is the effective governance and management of the risks that impact
the amount, timing and uncertainty of cash flows arsing from insurance contracts. These risks include insurance risks,
firancizt risks and other risks, such as requlatory and capital risks.

One of the comerstones of the Branch's risk management frameworle is the recruitment and retention of high quality people
who are entrusted with appropriate levels of autonomy within the parameters of disciplined risk management practices. The
Branch operates a system of delegaled authorities based on expertise and proven performance, and compliance is closely
raonitored.

&) Insurance risks

The Branch has established protacols to manage its insurance risks across the underwriting, claims and actuarial disciplines,

i Underwriting risks

Selection and pricing risks

Underwiiting authority is delegated 10 experienced underwriters for the forthceming year foliowing a detailed retraspective and
prospective analysis of each class of business as part of the Branch's annual business planning process. Delegated
authorities reflect the level of risk which the Branch is prepared o lake, end are measured by reference to some combination
of:

Gross written premium;

premium per contract;

sum insured per coniract;

aggregate exposures;

prcbxable maximum oss;

levels and quality of reinsurance protection;

geographic exposures; and/or

classes of busingss or types of product that may be written,

Limits in respect of each of the above are set at a Branch level and are included within business plans for individual classes of
husiness. They reflect a risk factor for the Branch depending on previous underwriling results, the political enviconment and
other potential drivers of volatility.

insurance and reinsurance policies are wiritten in accordance with the Branch's risk tolerance and underwriling protocols.
Non-standard and fong term policies may only be written if expressly included in delegated authorities.

Piicing of risks is controlled by use of In-heuse pricing models relevant to the specific matkels in which the Branch cperates.
Experenced underwriters and actuaries mainiain detalled analysis of historical pricing and ctaims analysis by porticlio and this
is combined with a detailed knowledge of the cusrent developments in their respeclive markets,

Concentration risk

The Branch's exposure to concentrations of insurance risk is mitigated through product diversification. Product diversification
is achieved through a strategy of developing strong underwriting skills in a wide variety of classes of businesses.

The Branch has potential exposure to catastrophe losses that may impact more than one class of business. This exposure is
monitared by reference to the Branch's maximum evant retention {"MER") which is 1he estimated net loss from major natural
catastrophes with an approximate return period of {250) years for that peril. Realistic disaster scenarics {"RBS'), industry
standard probable maximum lcsses and various models are used to assess potential losses to major catastrophe events for
delermining the MER.

13




QBE INSURANCE (INTERNATIONAL) LIMITED

New Zealand Branch
NOTES TO FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2011

B

Reinsurance risk

The Branch's strategy in respect of ihe seleclion, approval and monitoring of reinsurance arrangements is addressed by the
following protocols:

» Placement of appropriate trealy or fecultative reinsurance is governad by the Branch's reinsurance management
strategy and Groug security committee guidelings.

+« Reinsurance arangements are regulardy reassessed to detemine their effectiveness based on current exposures,
historic losses and potential future fosses based on RDS.

The quality of the Branch's exposure to seinsurance counterparties Is actively monitored at Branch level with reference fo
detailed counterparty analysis prepared using age of balance, and rating agency analyses.

Claims management and claims provisioning risks

The Branch's approach to claims provisioning, and the related sensitivitiss, are provided in note 3. The Branch seeks Lo
ensure the adequacy of its claims pravisions by reference to the following centrols:

«  Experenced claims managers work with underwriters on coverage issues and operate within the levels of autherity
delegated to them in respect of the settiement of claims.

»  Processes exist 10 ensure that alf claims advices are caplured and updaied on & timely basis and with a realistic
assessment of the ultimate claims cost.

+ Initial IBNR estimates are set by experienced internal actuaries in conjunction with the product manzgers and
underwriters for each class of business.

Despite the rigour involved in the establishment and review of claims provisions, these provisions are subject to significant
unceriainly for the reasons provided in note 3.

Financial risks arising from insurance contracts

The financial position of the Branch is monitored to ensure that sufficient net assets are refained for the purpose of financial
soundness. The Branch has processes in place to ensure that there is sufficient Equidity in the invastment portiolio to enable
timely settlement of claims. The Branch's financist assets comprise ¢f cash and ¢ash equivalents, trade receivables (note 9),
and financial assets at fair velue through profit or loss (note 12).

The Branch is exposad 1o the risk that interest rate movements may materially impact the valuation of the outstanding claims
provisions. Historically there has been a high correlation between changas in discount rates and the movement in claims
inflaticn, The financial impact of changing interest rates on oulstanding claims is therefore expected o be offset in the longer
term by similar changes in claims inflation.

14




QBE INSURANCE (INTERNATIONAL) LIMITED

New Zealand Branch
NOTES TO FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2011

2011 2010
$000 $000
5. INVESTMENT INCOME
Term deposiis and Bills receivable 29 51
Government securities 871 145
Local authority securities 7,621 11,131
Interest on curent account 540 844
Equities 4 1,065
9,135 13,238
Changes in net market vatue of invesiments;
Term depaosits and Bills receivable 2,884 2,627
Govarnment securities - 40
Local authority securifies {1,285) {2,898)
Equities 108 {1,115)
1,708 {1,448)
Investment incoma 10,843 11,790
B. CLAIM EXPENSES
{&) Claims Analysis
Gross claims incurred 894,432 255354
Claims handling expenses 314 (1.630
Discouni movemsnt (14,514) (5,761}
Discounted gross claims incusred 880,232 247,963
Reinsurance and olher recoveries 831,182} (188,324}
Discount movement 17,553 5,308
Discounted reinsurance recoveries (813,629) (183,089)
Net cladms incurred 86,603 64,874

(b} Claims Development

Current year claims relate to risks bome in the current reporiing period. Prior year claims relate 10 a reassessment of the risks bome
in all previous reporling periods. Prior period claims were reviewed and adiustments made to more acourately reflect the ultimate
cost of settlement.

2011 2010
$000 §000
Current Prior Current Prior
Year Years TOTAL Year Years TOTAL
Gross claims incurred and refated expenses
Undiscounted 880,195 14,550 B94,746 283,770 (10.046) 253,724
Discount to present value {24,667) 10,183 {14,514 (10,718) 4,955 5,761)
B55,529 24,703 880,232 253.034 5,081) 247263
Reinsurance and oiber recoveriss
Undiscounted (812,458} (18.724) (831,182) {197,172} 8.778 (188.324)
Biscount to present value 22,558 (5.005} 17,553 7.043 {1,738 5.305
{789,900 (23.729) 613,629) {180,128} 7.040 (183.089)
Net claims incurred 55,629 974 66,603 62,825 1,948 654,874
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QBE INSURANCE (INTERNATIONAL) LIMITED

New Zealand Branch
NOTES TO FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2011

2011 2010
$o00 $000
7. OPERATING EXFENSES

Auditor's fees — audit 216 205
Auditor's fees - tax 49 85
Depreciation — Leasehold Improvemeants 122 124
Depreciation — Plant & Equipment 3086 380
Employee beneiit expenses 21,235 20,495
Interest {note 17) 6,306 6,587
Lease and rental charges 2,207 2,165
Loss an sale of fixed assets 4 13
Provision for doubtiut debts 37 (170}
Head office charges 3,707 3.662
Retirement Plan contibutions 932 BB7
Other expensss §41 G623

35,762 34,816

8. INCOME TAX

{Loss)/Profit before tax {11,244} 2,755
Taxasion (credilYpayable at 28% (2010 30%} {3,148 827
Expenses not deductible for tax purposes 1 152
MRWT on dividend and use of money interast x}] (160)
Pension plan surplus wiitten off 324) -
Change in fax rates - {304
Prior pericd adjustment 28 22
Incorne Tax attributable to {loss)/profit before tax (3.344) 537
Comgrising
Current period fax charge/(credit) (30) 260
Movement in deferred income tax asset/fability} {3.314) 277

{3,344} 837
Deferred income tax asset/{liability)
The gross movermnent on the deferred income tax account is as
follows:
Beginning of year {4,260 (4,142)
Statement of Comprehensive Income 3,314 (277}
Statement of Changes in Balances due to Head Office (77) 159
Losses transferred to QBE LMt {301) -
End of year {1,324} (4,260)

in May 2010 legislation was passed to reduce the company tax rate from 309% to 28%, Thisis effective for the Branch from 1
January 2011.
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QBE INSURANCE (INTERNATIONAL) LIMITED

New Zealand Branch
NOTES TO FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2011

The movament in deferred income tax assets and liabilities during the year, without taking inte consideration the offsetting of
balances within the same tax jurisdiction, is as follows:

J000 $000 3000 $000 8000
Deferred Tax Lizbilities Tax Losses Depreciation Provisions Other Total
At 1 January 2010 - - {6,378) 349) {6,719)
{Charged)/Credited to the Statemant of '
Comprehensive Income - B 517 7 534
{Charged)/Credited to the Staternent of
Changes in Balances due to Head Office - - - 169 169
At 31 December 2010 - - 5,861) (165) {6,026}
{Charged)/Credited to the Staterment of
Comprehensive Income - - (284) 242 ta2)
Charged)/Credited to the Statement of
Changes in Balances due to Head Office - - - (77 77)
At 31 December 2011 - - (6149 - (5145)
Deferred Tax Assets Tax Losses Depreciation Provisions Other Total
Al 1 January 2010 - 1,468 1,108 - 2577
{Charged)/Credited to the Statement of
Comprehensive Income 367 673) 644y 39 811)
At 31 December 2010 367 885 485 39 1,766
(Charged)/Cr:ednted to the Statement of 3,853 478 ; ©9) 3356
Comprehensive iIncome
Losses transferred to Q3E LMI Qo) - - - (301}
At 381 December 2031 3,918 420 466 16 4,821
2011 2010
$C00 $000
9. TRADE RECEIVABLES
Premium debtors 78,494 63,245
Due {rom reinsurers 524 166
Provision for doubtful debts (117} (80)
78.901 63,331
10. PROPEATY, PLANT & EQUIPMENT
Plant & Leasehold
2011 Equipment Improvements Total
Cost or Valuation
At 1 January 3,575 1,399 4,974
Additions 79 32 111
Disposals 332) 81 {363}
At 31 Dacember 3,322 1,400 4,722
Accumuiated Depreciation
At 1 January 2,225 473 2,698
Depreciation Charge 3086 122 428
Disposals {320 {26} (346
Ai 31 December 2,211 569 2,780
Carrying Amaunt
At 31 Decemnber 2011 1,11 83t 1,942
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QBE INSURANCE (INTERNATIONAL) LIMITED

New Zealand Branch
NOTES TO FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2011

1i.

12,

13.

14

2010

Cast or Valuation
At 1 January
Additions
Disposals

AL 31 December

Accumuiated Depreciation
At 1 January

Depreciation Charge
Disposals

Al 31 December

Carrying Amount
At 31 December 2010

OTHER RECEIVABIES

Accrued investment income
Other recsivables and prepayments

Totat receivables and other assets

FINANGIAL ASSETS AT FAIR VALLIE THROUGH PROFIT OR LOSS
Term deposits

Bills receivable

Governmant s2curilies

Local authorily securitizs

Equities

Total investments

TRADE AND OTHER PAYABLES

Due to relnsurers
Other payables

Total trade and other payables

UNEARNED PREMIUM RESERVE

Gross unearnad pramiumn reserve
Reinsurance uneamed premium reserve

Unearned premium at 1 January
Deferral of premiums on contracts wrilten in the perdod
Earning of premiums written in previous and current period

Ungamed premium at 31 December

18

Plant & Leasehold
Eguipment Improvements Total
3.459 1,367 4,828
121 37 188
8) (5) (10)
3,575 1,399 4,974
1,849 354 2,203
380 124 504
i) ©) 8
2,225 473 2,698
1,350 026 2,276
2011 2010
$000 $000
1,163 2,685
12,075 2,312
13,238 4,997
§i4 565
136,054 89,661
16,111 10,627
124,172 161,063
- 2,995
276951 264911
665 849
17,667 13,824
18,332 14,773
145,485 123,536
{20.080) (29,030}
125,405 94,508
94,508 100,044
119,386 89,740
{88,487} {95,278}
125405 94,506




QBE INSURANCE (INTERNATIONAL) LIMITED

New Zealand Branch
NOTES TO FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2011

18,

OUTSTANDING CLAIMS

{A) Net Quistanding claims

Gross outstanding claims
Claims settlement costs

Discount to present valus
Gross outstanding claims provision

Reinsurance and other recoveries on outstanding claims
Discount to present value

MNet ocutstanding claims

Centra! estimate
Risk margin

Net oulstanding claims

2011 20H0
$000 $000
886,199 352,522
7,393 7079
893,502 359,60
{35,987) {21,473
857,605 338,128
(754,380) (221,004)
29,381 11,838
(724,986} (209,166)
132,616 128,262
105,959 101,467
26.657 27,495
132,616 128,982

There is an implicit allowance for inflation in the outstanding claims reserve mode! and as such, na explicit inflation assumption is

made.

The discount rate used in the measurement of outstanding claims and reinsurance recoveries for both the succeeding year as well
as subsequent vears is 2.985% (2010: 4.48%). The same rate Is used for succeading and subsequent years, as ihe govemment

bond yields that are used to determing the discount rates are fairly similar.

The weighted average term to seltlement Is 2.3 years (2010: 2.3 vears).

Risk margin is determined allowing for divarsification between business classes and the relative uncertainty of the outstanding

claims estimate for each class.

Assumplions regarding uncertainty for each class were applied o the centrai estimates, allowing for diversification in order to
ardive at an overall provision, which is intended to have a probability of adequacy greater than 80% (2009 : greater than 80%).

(B) Claims Development

() Net Undiscounted outslanding claims for the seven most recent accident years

2003 2005 2007 2008 2009 2010 2011 TOTAL
3000 8000 $000 $000 $000 $000 $000 $000
Estirmnate of net ultimate claims cost:
At end of accident year 68,345 65,506 57,499 58,092 48,184 80,535 62,659
One year later 58,019 67.847 53,621 60,634 44,758 61,031
Two years later 51,435 63,785 51,457 63,783 43,746
Three years later 49,075 62,516 52,396 63,885
Four years later 47,482 63,495 51,024
Five years fater 47.906 69,741
Six years later 48,014
Sﬁ;ﬁ{;‘tﬁ“’;‘,‘;ﬁs"gggf 49,014 50,741 51,024 63,886 43,746 61,031 62,659 391,101
Cumulative net payments 45,831 54,849 45,314 46,809 26,642 35,257 22823 278,524
Net undisocunted outstanding 4802 5,710 17,077 17,104 25774 39,857 112,577

claims for the seven most
recent accident yaars
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16.

17.

) Reconciiation of net undiscounted cutstanding claims for the seven most recent accident years to net outstanding claims

TOTAL
5000
Met undiscounted outstanding claims for the seven most recent accident years 112,577
Cutstanding claims — accident years 2004 and prior 19,242
Claims sefllements costs 7,383
Discount on autstanding claims {6,596)
Net cutstanding claims 132,616
2011 2010
$000 $000
DEFERRED ACQLUASITION COSTS
Deferred Costs at 1 January 20,931 21,262
Costs defarred in current year 20,801 19,895
Amortisation charged to Statement of Comprehensive Income {19,786} {20,226)
Deferred costs at 31 December 21,246 20,931

A lighility adeguacy test was parformed which identified a surplus $6 no write down was required (2010: nij.

RELATED PARTY DISCLOSURES

{) The Branch's ullimate parent and controlling party is QBE Insurance Group Limited, a company incomporated in Australia. Al
balances owead to/{from) refated parties are seliied on a regular basis. At the end of the reporting period the Branch had the
following related party balances:

2011 2010

Related Party Descrintion %000 $000
Q8E Insurance Group Limited - (a) Mandatery convertible notes 102,000 102,000
QBE Equator Re Reinsurance expense 4,648 1,424
QBE Insurance (Australiz) Limited Reinsurance expense 730 282
QBE Lenders' Mortgage Insurance Limited  Reinsurance recoveries (80) 40
107,298 103,666

{2} This is a mandatary convertible notes issue of $102 million subscribed for by the ultimale Parent, Interest is calculated at the &

maonth New Zealand doliar LIBOR plus a margin. The notes convert Lo ordinary shares on the 40" anniversary from the date of
issue, 22 December 2008.

(i} The following were canded cut with related parties:

2011 2010
$000 $S000
Transactions with QBE Insurance Group Limited
Interest on related party loan 6,306 6,597
Transactions with QBE Insurance (International) Limited
Reinsurance expense less recoveries 63,532 41,218
Adrministration and rnanagernent fees 3,703 3,641
Reirmbursement of transactions with related partizs 113 1,798
Transactions with other related paries of ultimate parent
Reinsurance expense less recoveries 24,940 15,322
Tax (receivablel/payable through group offsats (301 311
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18,

18

20.

21,

22,

23.

24,

REINSURANCE PROGRAMME PRINCIFLES

Reinsurance is purchased to make the Branch's results more predictable by reducing the effect that individual farge claims, and
catastrophic events that lead to muitiple claims, have on results. The mgjority of reinsurance will be arranged an a non propo:ional
excess of loss treaty basis. Faculiative cover will only be used where the inclusion of cerigin risks in the trealy would have an undus
effect on the treaty or where there was a specific exposure that could not be covered under the treaty.

Due to the Christchurch earthquakes in 2011 the Branch purchased additional cover io reinstate its reinsurance position prior to
these catastrophic evenis and the additional costs have been expensed in these financial statements.

CAPITAL COMMITMENTS

Capital commitmenis contracied al balance date were nil {2010: nil}.

CONTINGENT LIABILITIES
Other than operating lease obligations there were no material contingant liabiities existing at balance date (2010: Nij.

OPERATING LEASE QELIGATIONS

2011 2010
$000 $000
Obligations payable afier balance date on non cancellable operating leases are as follows;
Within one year 2,362 2,371
One totwo years 1,974 2,174
Two to five years 3,084 4703
Over five years 7 66

Operating leases held over preperties give the Branch the right to renew the lease subject to a redetermination of the lease rental by
the lessor.

CREDIT RATING

QBE Insurance (Intemational) Limited New Zealand Branch has received an A+ (strong) rating from Standard and Poors dated 5
December 2011. The credit rating is an indication of the Branch's current and future claims paying ability.

BENIREMENT BENEFT SURPLUS

Membership of the defined benefil component of the QBE New Zesland Staff Superannuation Plan ('the Plan’y has been
discontinued. No members of the Fian were eniitied to receive defined benefits during 2010 oenwards. The Plan is a defined
contribution scheme as members are only entitled to receive benefits linked to their historical contributions on retirement, disability or
death,

The surplus on the Branch statement of financial position represented the historical contributions made 10 the Plan in excess of the
minimum requirement agreed belween the Branch, the Plan's Trustees and Actuary. In prior years Mercers completed independent
valuations pericdically to determine the surplus amount available o the Branch, The sumplus was writlen down in the current financial
year by $423,000 after tax, to nil {2010 $388,000) as there are no defined benefit members and the surplus is not refundable to the
branch.

EVENTS AFTER BALANCE DATE

QBE NZ Branch was issued with a provisional license under the Insurance (Prudential Supervision) Act 2070 by the Reserve Bank of
New Zealand on 18 January 2012,

There have beaan no other events since balance date that have significantly affected the Branch's operations or financiai state of
affairs.
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