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GPO Box B2, Sydney NEW 2001

Telephone =51 3 G375 4802

- albe. o QBE

18 April 2047

The Companies Office
Northem Business Cenlre
Private Bag 92061
Wiclonia Straet West
Auckland 1142

Dear Sirfadam
QBE Lenders' Mortgage Insurance Limited [593159;

We enclose lor lodgemant under section 451H of tha Financfal Markets Canduct Act 2013 the
following:.

= (JBE Lenders’ Morigage Insurance Limited (QBE LMI} financial statemants far 31 December
2016 together with auditors report.

1 QBE LMI's New Fealand branch financial statements for 31 Decamber 2018 togathar with

auditors rapox;

CBE Insurance Group Limited’s annual report;

Sactfion 78 lefter a5 2t 31 December 2018,

QBE LMI's financial condition report. and

CBE LMI's insurence liabilties vatuation reporl.

We ara relying on the Financial Markets Conduct (QBE Group) Exemptlian Motice 2016 in respect of
the accournting pericd to which the statements relale.

Ptease conlacl ma if you have any queries on {02) 8275 9098 or at andrea_croy@rgbe com.

Yours faithfully

Andrea Croy
Company Secretary & Govermance
QBE Australia

18 Apl 2017 - Lefter {0 N2 companies ofica enciosing financials doc
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This financial report Includes separabe financial statemants for QBE Lenders’ Morigage Insurance Limited {the
company} &5 an individual entity. The financial report is presented in Ausiralian dollars.

CBE Lenders' Mortgage Insurance Limiled is a company limited by shares, incorporated and domiciled in
Australia. [tz registered office and principal place of busingss is:

Level 27, B-12 Chifley Squame
Sydney NSW 2000
Australia

A description of the nature of the company's cperations and its principal activities is included in the directors’
report an pages 1 to 4, which is not parl of the fnancial report,

o

The financial report was authorised for ssue by the direciors on |t February 2017. The directors have the
power To amend and reizaua the financizl report
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QBE | ENDERS’ MORTGAGE {NSURANCE LIMITED

DIRECTORS" REFORT
For the year ended 31 December 2016

Your direclors presant their reporl en QBE Lenders’ Modgage insuranca Limited {"the cormpany”™) as at 31
Cacember 2046 and for tha year then ended.

Directors
The following directors held office during the year and up ko the date of this repor:

K A Bakey-Loed

G J Gilber]

The Hon. N F H Greinar {Resigned on 19 Fabruary 2018)
M Joiner

A G McGrath

T P Plant {Resigned 17 August 2018}

F C Regan (Appointed on 17 August 2016)

W Walter

P J White

Principal activity

The plincipal aclivity of ihe company during the year continued o be underwriting of residential lenders’ mortgage
insurance. Thare ware no significant changes to the principal achivity during the year,

Rasulty and review of operations
The esulis of the company far the vear were as foflows:

2016 2015
M 5™
Gross writlen premium 238.0 06,5
Gross eamed pramiam 348.9 408.3
Cubward reinsurance premium axpense {251.5} {B8.5)
Net earmned pramiom ar.3 33578
Gross claims incurred (70.6} {26.3)
Reinsuranca and cther necoveries fevenue 81.7 26
Net claims recaverles (expenss) 11.1 {237
Gross commission expanse 8.2} f12.0}
Reinsurance commissicn revenue 5539 2.3
tiel commission revenua {expense) 477 10.3
QOther acquisition costs {30.5) {262}
Underwriting and other expenses {24.7) (28.8)
MNet underwiriting profi 1008 245 4
Met investmeant income on pelicyholders’ funds 178 227
Insurance profit 118.7 2681
Me! investment income on shareholder's funds 454 335
Frofit before income tax 164.9 A8
Incame tax expense {45.6) (90.5)
Profit afler income tax 118.5 2911

Groas writlen premium (GYWP) declined by $70.5 million in 2016, This was principefly a reflection of the full year
impact of fadors fest expenanced in 2015 - direchves from APRA to the compary's ADI pertners o reduce the
volume of higher \aan fo valua ralio home Ioans and Hmik the growth of lsnding o residential investors, as well as
the koss of & major customer mid-way during 2015.

During the vear, as required by accounting standards, the company reviewed the axpecled patiern of risk
emergance over the [ife of its portfolio to reflect updated claims expengnce. For 2016, this review did not kxad o
any additional relaase or deferral of previously deferred income or expenditure. In contrast, in 2015, the
equivalent review led to an additioral release of previpusly deferred income and expenditure o the income



GQBE LENDERS' MORTGAGE INSURAMCE LIMITED

DIRECTORS' REPORT
For the year ended 31 December 2015

statement If the 2014 eaming patiert was adopled throughout 2015, 2015 gross and net eamed premium would
have bean $387.3 miliion and $304.3 millicn respectively: overall, the review intreased 2015 net underwiting
profit by $15.8 million.

The additional decline in gross eamed premium is prindpally due to lower eamings from policies wrilten in prior
underaTifing years. As a resutt of the compeny's eaming pattern for premium income, the decline in written
premivma had 3 negalive, but limited elfact on 2016 ¢amed premiun. The 2013 and 2014 underwriting years
that featured very high levels of GWP were al their eamings peak int 2015 and 2018, and wil contribute 55 1o
samed premium in 2017 and subsaquent years.

The reduction in net earned pramium is a reflection of both iower gross eamed premium, and the changss to the
COMpany's reinsurance amangaments that were highlighted in the 2015 Financta! Repod, in particular the 45%
quota share reinsurance agreement on all policies writter: prior to 2016 with a related party that contributed
5183 2m to 2016 reinswrance expensa. Excluding the financial impact of the new quela share agreement, 2016
nel earned premizm was $286 5m. Restucturing of the eompany's stop loss / excess of ks reinsurance cover
in 2016 led to saving of $24.9m in relnsurance expense compared to the 2015 excess of loss agreement.

The new quola share agreement had a skgnificant and favourable impact on net claims expense. Excluding its
financial impacia, 2016 net claims expense of $64.8m represents a net loss mtie of 22.6% compared to a 2015
rako of 7.5%. This increase was a reflection of increased incidence of ban arrears and approvad financlal
hardships compared to 2015, allhough net claims peid were consistent with the prior yaer, Recoveries under the
company's other reinsurance agreements increasad s'ightly due to increased cfaims emergence in respect of
those underwrtiting years.

Overall, claints experience confinues to be favourable when compared ko historic noms. The company adopted
a prudent stance to akow for adverse develprment of claims, holding a risk margin W provida a probability of
adequacy b the aulslanding claims provision of 80%. This probability of adequacy was in excess of APRA's
benchmark of 75%, and consistent with 31 Degember 2015

In 2016, the company experienced an increased volume of claims and arrears from regional Queensland and
Wesliemn Auslralia, in those communilties more impacted Ly the downium in mining activity. Management
comtinue to closely monitor the portfolio expesad fo theze factors and work closely with its AD! parfrers to
minimise the impacts on future Bnhancial performance. As claim levels will be subject o regionat and national
economic cycles, the company continually seaks to mitigate the rigk of future lossas prior to policy inceplion
thraugh careful risk selection, both in policy and praclice, and working with cur Financial Institution Partners o
maintain robust lending standards, The company’s undenarting decisions reflect a combination of factars, in
particular Lhe ocation of the security property and the bormower s capacity to service the loan.

2016 net commission ravanue ingluded $32 4m commission revenue on the new quota share agreement,
Excluding this, net commiesion income increased 48 5% on (e prior year, due 1o reductions in both volume- and
performance-pased commission expense; othar commission revenue was slabke compared to 2015

The 4% increase in acquisiton cosls is pringipally due to tha impact an 2015 cost levels of cne-off adjusiments
arising fram the cancellation of a major customer agreement. Underwriting and other expenses declined 17%, as
the company confinued to benefit Fom operationat efficiencies as parl of the QBE Group, effective management
of company direct expenses, and kowar volume-based expenses.

The company's Inveatment portholio decreased by $0.85n duning the year, a resu't of cne-off dividend payments
and reinsurance premiums. Despite the decrease in the investmend poitfolio, investment income increased by
$7.0 midn compared with 2015 driven by nat fair value gaing and an increased dividend from the company's
Hong Kong subsidiary. The company's investment strategy has remained consistent with the priar yaar, built
around highly rated, tiquid securities with a relatively shorl duration.

Cantrolling entitles

The entily iz a compary limited by shares, incorporated and domicied in Australiz. The controlling entity is QBE
Hokdings {AAF} Pty Limited [QBE AAP), incomoraled and domiciled in Austra¥a, and the ufimate parent enlity is
GBE Insurance Graup Limited {QBE Group). incorporated in Australa,



QBE LENDERI' MORTGAGE INJURANCE LIMITED

DIRECTORS" REPORT
For the year ended 31 Decambar 2016

The controfing entity’s ragisterad office is at Leve! 27, 8+12 Chifley Square, Sydney, NSW 2000 Australla.
Emplaoyee numbers
At tha reporting dala, the company employed nil persens (2015: nil

A relaled entily, QEE Management Sarvices Py Limited ("QMS™), Is the employer of most of the QBE Group
employaes resident in Ausiraka. As such, it is respensibie for the salary end wage payments and employer
supsrannualian contributions. OMS charges a2 management fee o the company at cost in order 1o recaver
employee coats,

Ancther related enlity, QBE Insurance (Internationaly Limited ("7}, performs a similar ol in respact of ail
persons engaged in the activities of the company in New Zealand,

Dividenda

Tha dividends pakd during the year totalled 3576.5 million {2015 $226.0 millien).

The directors dkd not declare a firal dwidend payabke prior (o the 2rd of the year For the finransial yeer ended
31 December 2016 {2015: nil),

In February 2017 the directors approved tha payment of a furiher dividend of $42.0 milkon {2015: $100.0
miiflion).

Optons
There were no options granted by the company during the year {2015: nil).
Likaly developmants

Information on ikely develspments in the company's oparations in future financial years and the expectad results
of thosa operabions kas not bean included in this report becausa disclosure of the information would be likely 1o
result in unreascnable prejudice 1o the company.

SignHicant ehanges

The company revised {lB reinsurance shategy and entered iRt mew rmeinsurance contracis effective
1 January 2018, Under the revmed prograrm, claims paid after 2015 on all policies writlen prier to 2018 will ba
reinsured to a level of 45% with a related pardy. Further, a slop loss reinsurance conlract has been ertered with
extemal parties in relation to claims on pofickes writlen in 2016 and 2017

Evants subsagquent i balance sheet date

The folowing events have occursed after balance dala;

it dividends of 342 .0m wem proposed before the financial statements were autharised as disckosed in nole
5.3

There i, at the date of this repar. no ather matler of circumstance thal has arisen since 31 Decembar 2019 thal
has significantly affecled, or may significantly affect.

{i} the company's operations in ture inanciat years;
{ii} the results of these operations it future firancizl vears: or
{iii} the company's state of affairs in future financial years.

Environmaental reguiation

The company is not currently required to reper under any significant arvironmental regulations undar aither
Commonwealth, Stale or Tesritory lagisiation.



QBE LENDERS' MORTGAGE INSURANCE LIMITED

DIRECTORS" REPORT
Far the ymar ended 31 December 2048

Diractors’ benefite

No director of Lhe company hes receivad or bacome entitled ko receive a benefit {other than a mmunaration
benefil) by reason of a contract made or propesed by the cornpany or a refated enfity with a director or with a
firm of which the dineclor is a member or with an entity in which the director has a substantial financiat interast.

Indemnitcation and insurance

Curing the year, a related company paid msurance premiums in respecl of a contrac! insuring directors and
officers of the company. The officers of the company covered by the msurance contract inciude Lhe directors
fisted an page 1 and the company secrelaries, P Smiles and A B Croy. In accordance with normal commercial
praciice, disciosure of the botal amount of premiczm payabte ynder, and the natura of liabilitkes covared by, the
mrsurance contract are prohibited by a confidentiality clauge in the contract,

Auditor's Independence declaratlon

A copy of the autitor's independence declaration as required under Section 307C of the Corporadions Act 2001
is sat out on page 5.

Rourding of amcunts

The company is of a kind referred to in the ASIC Carporations (Rounding fa FinanciziDirechors’ Repanis)
Inshrument 2018481, Amounts have been nunded off in the Directors’ Report 1o the neanest fundred thousand
dallars or, In catain cases, to the nearest thousand dolfars in accordance with that lnstrument

Auditar

PricewaterhnusaCoopers, Charlered Accountants, continue in office in accordance wilh Section 327B of the
Corporalions Act 2001,

o
Signed in SYDNEY thistt day of February 2017 in accordance with # resoletion of dinectors,

(01 (=t D g or e STV
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Auditor’s Independence Declaration

Aas lead auditor for Lhe andit of QBE Lenders' Mortgage Inaurance Limited for the year ended
21 December 2016, I declare that to the best of my knowledge and belief, there have been:

(2]  nocontraventions of the anditor independence requirements of the Corporations Act 2062 in
relation to the gudit; and

(k) nocoontraventions of any applicable code of prafessional conduct in relation to the audit.

Jhild

5 J Hadfield Sydney
Pariner 17 February 2017
PricewaterhouseCoopers

PricewaterhossCnopers, ABN g3 780 493 757
Pariing Pork Tower 2, 201 Sussex Srneel. GPD 80X 2650, SYONEY NSW 1in
T: +8: 7 206 0000, F: +561 2 H3656 900G, WY, DUC.LOM.OY

Lipebsitiby limiteed 1y & achema appoved Lndar Prolasalonal Buandars Lagistation,
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QBE LENDERS' MORTGAGE INSURANCE LIMITED

STATEMENT OF COMPREHENSIVE INCOME
For the year ended 31 December 2015

2048 215
MOTE M i

Gmes written premium 236.0 S5
Uneamed premisam movement 1128 5.8
Gross eamed premium revenue 2.1 3.9 406 3
Quiward reinsunrance premivm {431.4) {105.3)
Deferred reinsurance pramium movement 179.8 165
Oulbward reinsurance premium sxpanse 251.6) {98.5)
Met earned premium (a} 87.3 3478
Grass claims expenss 22 (70.5} {26.3}
Raeinsurance and other recoveries revenue 2.2 §1.7 26
Net claims expensa (D) 1.4 {123.7}
Grogs commissian expense (8.2} {1200
Reinsurance COMMIsSion revenus 21 558 22.3
Neat comraiasion revenue (&) 47.7 10,3
Cther acquisition costs {d} {30.5) {29.2}
Underwriting and other expenses (e} {24.7} {29.8}
Underwriting result (a)+(b)+{c}+{d)+e) 100.8 245.4
Investment ncome - policyhokders' funda 183 235
investment expenses - policyhaolders’ funds {0.5) {08}
Insurance profit 118.7 288.1
Invesiment income - sharaholders fumds 48.4 348
Investiment expenses - sharehokder's funds {1.5} {13
Frofit bafore intome lax 184.1 3016
Income lax expense 8.1 {45.6} {490.5}
Profit after incorme tax 1185 2114
Oer comprehanshva mcome
itams that may be rmclassified o poiil or lpss
Met mavernent in lerelgn curency ranslation reserve 0.4 0.2
Cther comprehensive ingorme after income tax 0.1 0.2
Tolal comprehensive incoma after income tax 11848 211.3
Prafit after Income lax attributable to:
Dirdinary equity hoiders of the company 118.% 211.3

118.6 2113
Total comprehensive incomea after income tax atributahla to:
Crdirary equity holders of tha campany 1186 2113

118.5 2112

The statement of comprehensive income should be read in conjunchiion with the accompanying nates.



QBE LENDERS' MORTGAGE INSURANCE LIMITED

BALANCE SHEET
As at 31 December 2016

20ie 2015
NOTE ™ M
Asasta
Cash and cazh equivalents &1 4.4 a3
Invesiments az 1,2a7.6 20454
Trade and othar recevables 2.6 1052 623
Reinsurance and cther racoveries on outstanding claims 2.3 67.5 54
Defermed insurance costs 2.5 402.8 2486
Dekermed Lax assets 8.2 39 5.1
Invesimeants in controlled entities 7.1 73.5 73.5
Tolal #558ts 1,904.8 241356
Liatd Iithes
Trade and cther payables 2.7 118.2 110.6
Culstanding claims 2.3 137.2 108.4
Uneamed premium 25 847.7 T80.6
Unearned reinsurance commission 2.5 B2.5 568
Tolal liabilities Ba3.6 1,034 4
Net aasats 8213 13792
Equity
Share capital 5.2.1 364.3 3643
Reserves 522 0.5 0.4
Relained profils 556.5 1.014.5
Towal equity 821.3 13792

The balance shael should be read in conjunction with Lhe accompanying notes.



QBE LENDERY' MORTGAGE INSURANCE LIMITED

STATEMENT OF CHANGES IN EQUITY
Far the year ended 31 December 2516

SHARE RETAINELD TOTAL
CAPITAL RESERVES PROFITS EQUITY
2016 N M L1 M
At 1 January 364.3 0.4 1,014.5 1,378.2
Profit afier income tax - - 118.5 1185
{ther comprehensive incoms - £ - 0.1
Total comprehensive income - 0.1 1185 118.6
Transactions with owners in their capaciy
4% CWTIBTE:
Cividends paid cn ondinary shares - - {576.5) {576.5}
At 3§ Cepember 384.3 05 568.5 9213
SHARE RETAINED TOTAL
CAPITAL RESERVES PROFITS EQUITY
2015 SN M M M
Al 1 January 2043 0.2 9934 132748
Profit afler income tax - - 2711 2111
Othar comprehensiva inccmea - 0.2 - f.2
Totad comprehensive income - 0.2 2311 2113
Transactkama with ownera in thele capacity
a5 owners:
Dividends paid on ordinary shares - - {160.0} {160.00
Al 31 December 364.3 0.4 1.014.5 1,379.2

The statement of changes In equily should be read in conjunction with the accompanying notes,



QBE LENDERS' MORTGAGE INSURANCE LIMITED

STATEMENT OF CASH FLOWS
Far the year ended 31 December 2045

2018 2015

HOTE M ™
Operating activilles
Premiums received 25%5.3 3356
Reinsurance and cther recoveries raceived 0.3 Z1
Reinsurance commissions received 1.7 29.%
OQutward reinsurance paid {385.9) {112.8)
Claims paid {40.7) (38.9)
Jnsurance costs paid {#1.0} (458
Other underwriling cosls pakd {83.0} (63.8)
Interast and dividends recaived 49.8 85.0
fncome taxes paid {106.6) {133.1)
Net cash fows from operating aclivities 83 £234.3) 357
Investing activithes
Pmoceeds from sale of fixed interast and equity investments 2,1167 25733
Purchase of fived interest investments {1,343.0} (2,389.9}
Fayments 10 refated entilies {4.1) -
Dividends received and capita) relwmed from controfied entity 123 -
Net cash Aows from investing activilies 8119 183 4
Financing activities
Dividands pakd {576.5] {226.0)
Nel cash fiows from financing aclivities {57T6.5} {226.0)
Net movement in cash and cash equivalants 1.1 (2.9}
Cash and gash equivalends at the beginning of lhe
firancial year 33 B2
Cash and cash eguivalents al the end of the financial year 5.1 d.d 33
The statament of cash fows should be read in conjunchon with the accompanying noles.

10



QBE LENDERS' MORTGAGE INSURANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 Decembar 2016

1. OVERVIEW
141 About the company

About QBE Lenders’ Morigage Insurance Limited

CBE Lenders' Morigage Insurance Limited {"the company™) is a lenders' morgage insUrance company
underatifing business in Auatralia and Mew Zeatand.

About Insurance

In simple terms, insurance and reinsurance companies help their customers {consumers, businesses and other
insurance campanies) ko manage rsk. More broadly put, insuranca companisas creats valus by pooling and
redistributing risk. This is dona by collecting premnium from those that it insures, {ie. palicyhoiders) and then
paying the ¢laims of the few that ¢l upen their insurante protection. The company may alse choosa 1o reduce
some of its own accumulated risk through the use of cubward reinsurance, which is insurance for insurance
campanies. As nat ak policyhoidaers will actually experience a claims event, the effective pocling and
rediskibution of riak lowers the Wokal cost of risk management, thereby making insurance probedion mone Corst
effectiva for all.

The opemting model of nsumnce cornpanies relies an profils being generated:

= by appropriately pricing risk and chamging adequate premium o cover the expecied payouts that will be
incurred avar Lha lifa of the insurance palicy {bolh claims and operating sxpenses); and

+ by earning a retumn on the collected premivm and funds withheld o pay future claims through the adoption of
an appropiiate nvestiment sirategy.

Insurance therafore serves a ¢nthaal function of prowiding customers with the confidence Lo achieve their
businesa and personal goals through cosl effeciive risk managemant. This is achiaved within a highly regulated
envimnment, designed to ensure that insurance companies maintain adequate capital to probect the interesis of
policyholders.

1.2 Abott this report

Thig Financial Raport includes the financial stataments for e company. The panent entify @ QBE Holings
{AAP} Pty Limited (QBE AAF), incomparated in Australia, and the ultimate parant enfity is QBE insurance Group
Limited {(QBE Group). incerporated in Australia.

The Financia! Repert includes the four primary statements, namely the slatement of comprehensive income
{which comprises profit or less and other comprehensive intome}, balance sheel, statement of changes in equity
and statement of cash flows, and associated noles as required by Australian Accounting Standands. The notes
have been restructured this year to improwve clarity of the financial staterents. Disclosures have been grouped
into the hollowing caleqories in oder o Bssist users in thair understanding of our financial statements:

1. Overview conlains information that impacts the Financial Repart as a whole,

2. Underwriting actvities brings together ali results andd balance shest disclosures ralevant Lo the company's
imeurance activlies.

3. Investments includes all resulls and balance sheet dischosums relevan to our investment aclivites,

4. ReK managemaent provides commentary an the company's exposurs to various finandal and caphal risks,
explaining the potential impact on tha results and balanca sheet and how Lhe company manages thess risks.

5. Capttal etructure provides information about the equity compaonents of the tomgpany’s capital,
8. Taxincludes all rtequired diselosures in melaton b the company's tax balances.

1. Company structure providas a surnmary of the company's conlralled entities and indudes disciosures in
radation b ransactions impacting the company struciuns.

8. Other includes disclosunes required in order to comply with Austratian Accounting Standards.




QBE LENDERS’ MORTGAGE INSURANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2016

Where applhicable wilhin each nots, discioaunes are further analysed as folkows:

« Overview provides some conlext o assist users in understanding the disclosures.
Disclosures (bolh mumibers and commmentary) provides analysis of balances as required by Australian
Accounfing Standards.

+ How we account for the numbers summarises the accounting palicies relevant to an undersianding of the
Rumbers.

= Critlcal accsunting judgemants and estimates explains the key estimates and judgements appbed by
managemant in determindng tha numbears.

The netes include information which the directors believe is required to undersland the financial statements and
is material and relevant by the operations, bafance sheet and reaulls of the company. Information is considened
malerial and rebevant if, for example:

= the amount in guestion is significant because of its size or pature;

v itis important to aseist in understanding the resulls of the company;

= [t helps to explain the impact of sgnificant changes in the company's business — for example, significant
acquisilions or disposals; ar,

» it relales to an asped of the company's operations that is imporlant 1o its fulure parformance,

1.21  Bash of preparation
This Financial Report is 2 general purpose financial report which:

= has bean prepared in accordance with Australian Accounting Standards and Interpretabtions as issusd by the
Ausiratian Accourting Standards Board (AASS), International Financial Reporting Standards {{FRS} as
issued by the infemational Accounting Slandards Baard, 2nd the Corparalions Acf 2007,

» has been prepared on a historical cost basis as modified by cerlain exceplions, the most significant of which
are the measurerent of investments and derivatives at fair value and the measuremen? of the net
qulstanding claims liability at present value;
is prasented in Austrafian dollars; and

+ i5 presented with values rounded to the nearest one hundred thousand dellars or. in certain cases, the
nearest thousand doliars in accordance with ASIC Corporatians {Rounding in FinancialDirectors’ Rapars)
inslromen 20569587,

The company Is a for-profit entity for the purpose of preparing the finarcial slatements.

New and amended Sccounting Standards and Interprelations issued by the AASE that are now affective are
detaked n nota 8.1,

The company has no! adopted any Accounting Standands and Interpretanons that hava besn issued or amended
but are not yet effective.

These Enancial stalemants ane separale financial stataments and the company s exempted frora preparing
consolidated financial slatements under AASB10 Consoiidated Financial Slataments. The uitimate panant
campany, QBE Group (incorporated in Australia) produces consolidatad finandal statements in accordance with
IFRE lor public use, which can be oblained at www.gbe.com or Level 27, 8-12 Chifiey Square, Sydney, NSW
2000 Austratia.

122  Criticat zccounting judgements and astimates

The preparation of the company's financial staternents reqLires managament to make udgements and estimatas
that affect amaunts reparted in the profit or loss and balance sheet,

The company has developed a centralised risk management and policy framewnrk, designed to ensure
consislency of appreach across anumber of operational activities, subject to the specific requirements of iocal
markals, legislation angd reguiation. Such operational activites intlude underwiling, cleims manragement,
acluarial assessment of the claims pravigion and investment managemant
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GBE LENDERS' MORTGAGE INSURANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2018

Given the cantrallsed approach o many of its aclivities, sensitivity analyses in reepect of criicsl accounting
estmales and judgemenis are presanled in order lo provide information and analysis which is meanmnghul,
relevant, mliable and comparable year on yegr,

The key arzas in which critical estimates and judgementa are applled are as follows.

* et cutstanding claims kabilily {notwe 2.3);

» ynearned premiumn and deferred insurance costs (rote 2.55;
» ligbility adaquacy teet {note 2.5.1); and

» dafarred income tax {note 6.2).

123 Foreign currency
Transtatlon of forelign currency transactions and balances

Transactons included in Lhe finencial statements 2re maasured using the currency of the primary economic
environment in which the entity operates (the functional currancy). Foreign currency transactisns are ranslated
into funclional correncies at the spot rtes of exchange applicable at the dates of the transactions. At the
halance date, monetary asseis and liabilllles denommated in foreign cumencles are retranslaled &l the rates of
exchange prevailing ai that date. Resulting exchange gains and icsses are included in profit of loss,

Translatlon of kerekyn operations

The resulls and balance sheets of all foreign operations that have & funclional currency different from the
company's pressntabion currency of Australian dollam ara ramslated into Australian doflars as follows:

* income, expensed and other current period movements in comprehensive income are ransisted at average
rates of exchange; and
« balancs sheet efns are ranslaled at the closing balance date rates of exchange.

Dervatives

Crarivatives and borrowings which meet the specifed criteria in AASE 139 Financial instruments, Recognilon
and Maasurament are accounied for using fair value hedge accounting, caah flow hedge accounting or hedging
of a net investment in a foreipn operation,

Exchange rates

The principal exchange rates used in the preparation of the financial staterments were:

— 2018 2015
PROFIT OR BALANCE PROFIT OR BALANCE
LOSS SHEET LOLS SHEET
LSS/A% 1345 +1.387 1.333 1.372
NZSIAL 0.937 0.9g2 0.932 0.938
2. UNDERWRITING ACTIVITIES
Overview

This section provides analyeie and commentery on the company's Underwriting activities. Underwriing, in simpie
terms, 5 the agreement by the insurer to assume insurance risk in return for a premium paid by the insured. The
underwriler assezses Lha qualily of the risk and prices it accordingly,
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UBE LENDERS' MORTGAGE INSURANCE LIMITED

NOTES TQ THE FINANCIAL STATEMENTS
For the year ended 31 December 2048

21 Revenuse

Ovarview

Revenue mainly comprises premiums charged for providing insurance coverage. Premiums are classified as
aither;

» diract being those paid by the policyholder o the insurer; o
» [mward reinsurance premiums, being coverage provided Lo an insurer or retnsuner in relation to a specified
grouping of policies or risks.

Otfvar sources of revenue include amounts recovered om reinsurers under the temms of reingurance confracis
and commission income from reinsurers.

2016 s
NOTE M S
Groas eamed pramium revenug
Oirect 3108 3705
Inward reinsurance 28,3 358
49 4063
Other revenue
Reinsurance and other recoveries revenue 2.2 81.7 2.6
Reinsurance commission revenue 559 223
137.6 249
Tolal revenue A8g.5 4312

Other revenue increased significantly in 2016 as a resuli of commission revenue and reinsurance recoveres on
Lhe new quota share agreement. Under the revieed program, claims paid after 2015 on all policies writien prior to
2016 will be reinsured to a tevel af 45% with a related party.

How wa account for the numbera

Peemium ravanue

Fremium written comprises amounts charged to policyholders, excluding taxes colected on behalf of third
parlies. Premium is recognised as ravenue in profit or loss based on the incidence of the patlemn of risk.
Prembum 15 treated as earned from the date of attachment of risk.

Reinsurance and other recoveries

Reinsurance and other recoveries an paid claims, reported claims not yet paid, and claims incurred butb not
reporied [IBMR) are recognised as revenue. Recoveries are measured as the present value of the expecied
future receipls, calculaled an the same basis as the provisien for culslanding claims.

Insuranca profit

Insuranca profit is derived by adding investment income on assels backing palicyhalders' funds to the
urrderwriting result,

2.2 Nel claims expanss

Overviaw

A major expense for an insurance company is net claims expense, which is tha difarence batweaen the net
outstanding ciaims liability (a8 described in note 2.3 below) at the beginning and the end of the financial year
plus any claims incured and settlied during the financial year, Claims expense may be reported on a §ross bass
(i.e. before reinsurance and other recoweries) or on a nat basis {ie. after reinsurance and clher recoveries).

14



COBE LENDERS' MORTGAGE INSURANCE LIMITED

NOTES TQ THE FINANCIAL STATEMENTS
For the year ended 31 Decambear 2016

216 2015
NOTE SM t1)
Gross claime incurred and related axpencss
Direct 66.7 242
Inward reinsurance 3.5 21
T0.8 253
Reinsurance and other recovaries
Direct {81.3) {2.4)
Inward reinsurance {0.4) (0.2}
2.1 {81.7) {2.6)
Net claims expense (11.1) 23.7
Annlysed a% follows:
Movement in net diseounted central estimate 241 {20.3}) 28.4
Moverment in risk margin 233 9.2 4.7}
Nat chaims expanse {114} 23.7

2.3 MNat putstanding clalms lability

Ovaryiew

The npat cutstanding claims tability comprises the elements dascriced below,

The gross central estimate {nota 2.2.1). This is the provision for expacted futura claims payments and
inchudes claims incurred but which have not vet been reporled (IBMR) and estimatled Jdaims handiing cosis.
Less amounta recoverable from reinsurers (mote 2.3.2). insurance companies may ekect lo purchase
reinsurance cover 1o manage Lher exposwre (o any one claim or serias of claims. When an insurance
campany incurs a claim as a result of an insured loss, it may be ahle to recovar soma of that claim from
reinsurance.

Less an amount to refled the discount o presant vahue yging risk-fres rates of return. The net cantral
estimate is discountad to present valuae recognising that the claim andior recovery may not be settled for
some time. The weighted average nisk-free rale used to discount the outslanding claims Rability s
summariged in note 2.3.4,

Pius a risk margin (note 2.3.3}. A risk margin is added o refliect the inhergnt uncerlainty in the net discounted
centrel estimate of outstanding claims.

2018 2015

NOTE M M
Gross discounted central estimate 2.31 3.8 722
Grass risk margin 233 43 .4 M2
Gross oulstanding claims lability 137.2 108.4
Rewnsurance and olher recoveries on oulslanding claims and
risk margin 232 {B7.5) {5.4)
Net outstanding claims liability 68.7 101.0
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QBE LENDERS' MORTGAGE INSURANGE LIMITED

NOTES TO THE FMANCIAL STATEMENWTS
For tha year anded 31 December 2016

The lable below anatyses the rnovement in the culstanding claims liakility:

2018 2015
GRO3E REIMSURANCE MET GROBS RENSURAMCE NET
M M L] ™ M M
At 1 January 106.4 (5.4) 101.0 119.4 {4.7) 114.7
Movement in prier year accident
claims provision {14.4) {48.0} {04} (507} 1.4 (49.3)
Medt claims expense [n curent
actldant year B5.0 {35.7) 49,3 77.0 (4.0 73.0
Incurred ¢laims recognised in profit
or loss (note 2.2) 70.6 {81.7) (11.1) 26,3 {2.6) 23.7
Claima paymenis {39.8) 19.6 (20.2) (39.3) 19 (37.4}
At 31 Decamber 137.2 (67.5) §9.7 106.4 (5.4) 101.0
2.31 Gmogs discounted central egtimata
2016 20158
HNOTE M M
Gross undiscounbed central astimate excluding claims
setfllement costs P40 72.5
Clabns saftlamant costs 2.2 1.8
(Gnoss undmecounted cantral estimate 26.2 74.1
Chscourt to present value (2.4} (1.9
Grogs discounled central estimate 2.3 #3).8 722
Payable within 12 months 448 .0 M5
Payable in greater than 12 months 47.8 337
Groags discounled central estimata 2.3 938 722

Critical accounting judgements and estimates

The gmuss and net discountad central estimate is determined by the Appointed Actuary, supported by a leamn of
actuares. The valuation process is performed quaderly and includes extensive consullation with claims and
underwriting staff as well a3 senlor managemant. The central estimate of cutstanding clalms is subject io a
comprahensive independent review at lzast annually. The risk managernent procedures related to the actuarial
functon are explaired furher in note 4.2

The detemination of the amcunts that the company will ultimately pay for claims arising under insurance and
reinsurance contracts invelves a number of criticsl assumptions. 3ome of the uncerainties impacting these
assumptions are as follows:

= changes in patterns of claims incidence, reparling and payment,
volalility in the estimation of fulure cosls due to the time that elapses before a definitive determination of [he
ultimate claims cost can be made;

» changes in the legal environment, including the interpretation of liability laws and the quantum of damages;
and

» changing sccial, political ang economic trends (e.g. house price inflation, unemployment and inferest rates).

The astimaticn of IENR is gererally subject to a greater degree of uncerkainty than the estimation of the cost of
setting claims already notified to the company, for whieh some information abiout the claims is generally
available. The longer the delay betwean the event giving ries to the claim and final claim seftternent, the greeter
the variability between initial estimates of the loss incurred and the final selerment amourt, as a esult of
additonal financng and setbement costs incurred by Lhe kender and changes in property valuations.

Canral estimates are delermined using a variety of estimabon bechniques, generally based on an analysis of
historical experience which assumes an underlying patbern of claims developrment and payment. Tha final
sgkected central estimate s based on 2 judgemental consideration of Lhe results of each melhod and qualiative
nformation, for example:
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QBE LENDERS' MORTGAGE INBURANCE LIMITED

MOTES TO THE FINANCIAL STATEMENTS
Far the year ended 31 Decamber 2016

* histonicel trends in the developrment and incidence of the numbers of defaults reported, numbere of defauts
cured, numbere of pmoperties taken into possesaion. numbers of such propertias sokd, numbers of claims
arisng Fom these sales, and the coslz of lhose claims;

» exposure details, including policy counts, sims Insurad end vancus other characteristics of the bormowers and
loans; and

= mistonical and likely fulure irends of axpenses associated with maneging claims to finafisatian.

The gross cantral estimate is discounted ta present value using the appropriate risk-free rate.

Central estimabes are calculated gross of any reinsurance and other recoveries. A separale estimale is made of
the amounts recoverable from reinsurers, borrowers and thind partles based on the gross cantral estimate
{nate 2.3.2).

232 Reinsurance and other recoveries on cutslanding claims

2016 2015

NOTE M 1
Reinsurance and olher recoveries on cutstanding claims -
undiscountad 62.7 5.5
Diacourn! o presant value {1.2) (0.1}
Reinsurance and other recoveries on oulstanding claims 23 67.% 54
Recewable within 12 months 311 28
Recawvable in greater than 12 morhs .4 2.5
Rainsurance and cthar recoverias on outsianding claime 2.3 &7.5 5.4

How we accgunt for the numbers

The recoverability of amounte due frorm reinsurers and others s assesaed at each balance dabe to ensure that
the balances properly reflact the amounis thal will ulimately be received, taking into sccount counterparty credit
risk and the contractual kerms of the reinsurance contract or policy document. Counterparty credit risk in relation
to einsurance asaets is coneidered in note 4.3, Recoveries are discounted to present value using the
appropriate risk-free rate.

2.33 Rixk Margin
Ovarview
A risk margin is determined by the company Board to reflect the nherent uncartainty in the central estimate.

The risk margin and tha net discounted central estimate are key inpute in the determination of the probability of
adequacy, which Is a statistical meaaure of the relalive adequacy of the oultetanding claims liability to ultimately
be ahle 1o pay clzims. For example, a 90% probability of adequacy indicates thal the net discounted central
estimate is expected to be adequate nine years in 10,

X116 2015
M L1
Garass risk margin 43.4 47
Less: Reinsurance on rlsk margin {19.9) -
Net risk margin 5 342
Risk margin as a percantage of the net discaunted caniral estimate 50.9% §1.2%
Probability of adequacy 90.0% 90.0%

The decrease in the net risk margin reflects the reeulta of acluarial analysls of the uncertainty inherant in the
central estimate. As a consequence, the probability of adeguacy af 31 Decomnber 2018 and 2015 is 90% which is
above APRA's T5% benchmark.
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HOTES TO THE FINANCIAL STATEMEMNTS
For the year eanded 31 December 2016

How we account for the numbers

AASH 1023 Genaral insurance Conlracts equires an entity to adopt an appropriale risk margin. The reaulting
probability of adequacy i not of itsell an accounting policy a5 defined by AASE 108 Accounting Folicias,
Changes in Accounting Eatimates and Errors. The approgriate level of the company's risk margin & nat
determined by referance to afixed probability of adeguacy.

Thea Board reviews a number of factors when determining the apprapriale risk margin, including any changes in
the feve! of uncerlainty in the net cantral esimate, the resulting probability of adequacy and tha risk margin as a
percentage of the net discounled central estimale.

Critical accounting judgements and estimates

Risk mamins am determined by the Board and are held to mitigate the potantlal for uncertginty in the central
estimate. The delemmination of the appropriate level of risk margin takes inlo account similar faciars o those
usad e determine the central estimate, such as:

+ prior sccldent year claims development; and
= the level of uncerainty in the net discounted centrel estimate due to estimation error, data quality, variability
of key discount assumpticns and possible ecanomic and legislalive changes,

The probabillly of adequacy for the company it determined by analysing the varlability of each class of business
and the comelation between classes of business and divisions. Correlations are determined for aggregations of
classes of business, where appopriate, al e divisional leved. The comelations adopted by the company are
generally derived from industry analysiz, the company's historical experience and the judgement of experienced
and gualified actuaries.

234 Discount rate used to determine the cutatanding clalms liability
Ovarview

Claims typically may nct sette for some time. As such, provisions are discounted to refiect tha time value of
moaney. Tha table below summarses the welghted average discount rate used m discaunt the outstanding
clalms lisblllby.

2018 215
% %
Ausimlia and Hew Zealand 1.8 240

How we account for the nambams

AASH 1023 Generpl Insumnce Contraciy requires that the net cenfral estimate is discounted o reflect the 1ime
value of money using riak-froe rates that are based on curent obearvatde, objective ratas that relate to the
nature, structure and terms of the future obligations.

2.3.5 Welghted averapge term to satlement
Dverdiaw

The weighted average tarm to seftlement refars 10 the period om the balance date to the expected date of
clatms settlement. All dher factons being equal, a longer weighted average temn to settlement generally results
tn & larger banefit om discount and a resulting lovser discounted ceniral estimate.

2018 2015
YEARS YEARS
Austradia and Mew Zealand 1.4 1.3
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MOTES TO THE FINANCIAL STATEMENTS
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238  Netdiseounted central estimate matzrity profile
Overview

The maturity profile is the company's expeciation of the penpd over which the nel central estmate will be seftfed,
The company usés this information o ensure that it has adequate lquidity to pay claims as they are due to be
selttled and w inform the company's investment strategy. The expected maturity profite of the company's net
drscounted central estimale is anatysed below.

1 YEAR 1TO2 2TO 3} 3TO4 4TQS OVERGE
OR LESS YEARS YEARS YEARS YEARS YEARS TOTAL
2016 ™ 20 5.0 3.1 141 2.5 oT 263
2015 S 356 19.4 5.9 2.4 1.1 1.4 838

2.3.7 Impact of changea In key vanables on the nat outetanding <lalma llability
Orvarviow

The impact of changes in key variables used in the caloulation of the culstanding claims liabilty 5 summarised in
the table bakrw. Each change ham been cakulated in isolation from the olher changes and shows the after tax
impact on profit assuming that there is ne change ko any of tha other variabtes.

The sensitivikes befow assume that all changes directly impact profil after lax. in prachice, however, if the cenlral
estimate was o increasa, at least part of the increasa may result n a change in the fevel of risk margins rather
than {n a change Lo profit after tax, depending on the nature of the change in the central estimate. Likewisa, if the
coefficiant of varation were o increase, it is possibie that the probability of adequacy would reduce from its
current levet rather than result in achange to net profit after income lax,

PROFIT (LOSS)1?
SENSITMWVITY 2016 M5
% M M
Savedity +20 {7.4) {11.4)
20 T8 11.4
Claim rales +20 {24) {4.2}
-2 4.2 53
Digsaunt rate +5 - 0.t
-5 - (0.1}
Coeffcient of vanation +20 {3.0) {4.2}
-0 3.2 4.7

! Net of tax at the prima facie rate of J0%.
2 The impact of achange in interest rates on nel profl aller income tax due fo market value movements on fixed
inferest ascurities is shown in note 4.4,

24  Claims development - net undiecountad central eatimata

Owvearview

The claime development table demonstratas the extent to which the original astimated ultimate claims east in
any ong accident year {itlerm (@) in e Bhle below) has subsequemy developed positively {i.e daims cost
estimates have reducad) of nagatively {.e. lurther claims expenta has been recogniaed in subsequent years}).
This table therefore iltustrales the varishility and inherent unczrtainty in astimating the central estimale sach
year. The ultimate claime cost for any particular accident year is reod known until all claims payments have baen
made which, could be some time inte the future  Minimal variatiity in the cenfral estimate damonstrates
disciplined &laime managament and robust eatimation techniques.

The revised ultimale <laims cost @l he and of each subsequent accikdan] year demaonatates how the ofiginal
estimate has besn revised over time (b
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Cumulative achral nel daima paymanls {d} are deducted from the expected ultimate claims payments in each
accklent year {¢} at the cument balance date, resulting in tha nel undiscounted centat estimate (e}, which is
reconcied to the disocounted cantral estimate {,

Tha accident year movement {a} reflects the ultimate undiscounted nel claims estimata at the end of the current
hrancial year laas the equivalent at the end of the previous financial year {b). This is further summarised in nale
241

The claims development tabiz s presented net of reinsurance. With reinsurance amangements and wilh the
company's risk tolerance managed on a nal basis, it is not conskiered meaningful or pracicable to provide this
inf;rrnation other than on a net acxident year basis.

20121 8
PRIGOR
YEARS 2013 2014 2015 2016 TOTAL
M M N $M M M
Mat ultimate claims payments.
(a} Original estimate of net ulimate
claims payrments 81.0 58.2 51.4 33.0
{5} One year later 4084 413 28.6
Two years later 42.0 Ma
Three years later 38.7
{c) Current estimate of net wWiimate
claims payments 39.7 318 28.6 330 1329
{d) Cumulative net paymems to
date 39.0 28.0 17.2 8.1 92.3
{e) Net undiscounted centrat
estimate at 31 Oec 2015 0.2 0.7 36 114 29.3 45.2
Discount to present value {1.2)
Ciaims seliement costs 2.2
Mat risk margin 23.5
() Net outstangding claims habikty
2t 31 Deg 2016 {note 2.3) 89.7

g Net (increase) decreaze in
astimated vltimate claims
payments in current inancial
vear {2.4.1} {1.5} 2.2) 8.7) (22.8) 330 (5.2}

Lincertainty surrountding clzims development is materially rasalved within four years.

How wa account for the numbera

The company wiiles Husiness in Auslralian doliars and in tha case of the New Zaaland branch, Mew Zealand
dollars. The transiation of central astimates denominated in foreign currencies gives rise {0 forelgn exchange
movernents which have no direct beaning on the davelopment of the undertying daims. To eliminate this
distortion, central estimates have bean transiated 10 the functionai currencins of cur conlrolied entities at
canstant rates of exchange. Ali central estimates and cumuiative claims paymenta for the 4 most recant accident
years reported in functional correncies other than Australiian doilars have been lansialad o Australian dokars
using the 2018 average rate of exchange.

241 Reconclilation of clalms development tabla to profit or loas
Dvervisw

The takia babow reconcikas the net increass or decrease in estimated ultimate claims pavments in the cument
financial year from the claims development tablke in note 2.4 to the analyss of cument and prior accident year
centrat esiimate development recognised in profit or 108s {note 2.4.2).
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2018 2015
CURREMNT PRICR CURRENT PRIOR
YEAR YEARS TOTAL YEAR YEARS TOTAL
i) ™ M 1| b1 N

Met undiscounted centrat estimata
movement (rioke 2.4} 330 {38.2) {3.2) 51.4 {241} 26.7
Movament in claims setemant
costs 1.8 G4 2.2 1.5 - 15
Movement in discount {0.8) 14 08 {1.2} 14 02
Movemaent in recoveries Anising
from new einsyrance arangement - {198 115.9} - - -
Movernent in net discounbed
cealral estimate {note 2.4.2} 340 {54,3) (20.3) 51.7 {23.3) 254

Deavelopment of claims from pror accident years was aignificantly better than expecled al 31 Decembar 2018, The
fake-up of 45% quota share reinsurance arangement fad to a $27.4m releas= of the nel central estimate for prior
years, with the remaining 38 28m a result of batier than expecied claims experience sinee tha Decembar 2015
valuation.

24.2 Meat cantral astimate davalopment
Overview

The table further analyses the current and prior accidert year movernent in the net discounted cantrat estimate,
separatety identitying the gross and reinsurence companents. Prior accident year claims are thosa claims Lhat
occurred in a previods year but for which & reassesemem of the ¢Taims cost has impacied the result in the
current perked.

206 16
CURRENT PRICR CURRENT PRIOR
YEAR YEARS TOTAL YEAR YEARS TOTAL
iM M N b1 1| )

Gross cantral estimate
development
Undiscountad TiA {8.5} 61.9 571 {26.3} 30.8
Discount 1.7} 1.2 (0.5} (1.3 15 0.2

£49.7 {6.3) 814 £5.82 (24.8) 31.0
Relnsurance and other
recovertes
Undiscoumed {36.6) {48.2} {82.8) (4.2} 1.8 (2.6}
Discount 0.9 0.2 1.1 0.1 {0.1) -

{35.7} {48.0) {61.7} 4.1 15 (2.6}
MNel central aatimate
developmant
Undiscountad 348 {54.7} {20.9) 52.¢ 24.7) 282
Discount {0.8} 14 0.6 {1.2) 14 02
Met discounted cenlral estimata
development (note 2.4.13 34.0 {54.3) {20.3) £1.7 (23.3) 26.4
2.5 Unearned premivm and deferred insurance tosats
Ovarylew

Gross wiitten premium is recognised or earned in profil of 1088 in accordance with the pattern of incidencs of
risk. The ynearned premium liabflity is that pertion of premium that the company has not yet recognised as it has
nat besn eamed at Hhe balance dede.

21



QBE LENDERS3* MORTGAGE INSURANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2016

Acquisilion costs are the cosle associated with cbiaining and recording nsurence contracts. These are similarly
capitalised and amonised, consisbent with the recognition of the relevant premium incomea.

2018 2015
$M ™
Unsamed premium (a} B47.7 766
To be eamed within 12 months 233.2 2887
To be eaned in greater than 12 months 409.5 474.9
Unsarned premium 647.7 760.6
Ungarned commisaion income {b) 32.5 568
To be earmed within 12 months 3.0 20.0
To be earned in greater than 12 months 51.5 35.0
Ungamed commissicn income 82.5 56,8
Deferred reinsuramce premium ¥ 2R 145.0
Deferred commission expense 94 8.8
Defarred acquisition costs 68.5 54.8
Deferred insurance costs {¢) 402.4 2186
To be expensed within 12 months 147.3 80.5
To be axpensed in greater than 12 months 255.5 1381
Cefemred insurance costs 402.8 218.56
Net premiurt labitities {a}+{h)-(c) 3274 5888
neamed premium mavements
2018 2015
M b1
At 1 January 7606 2605
Creferrat of premium on contracts written in the financlal year 207.8 269 5
Eaming of pramium written in previcus financial yearg (320.7} {1503}
Release of deferral - (19.0)
Foreign exchange . (0.1}
At 31 December &47.? 780.8
Uneamed commiazlon income movemants
2014 2015
M b1
At 1 January £6.8 503
Daferral of commisgion on contracts writken in the financlal year 81.5 26.4
Earning of cormmission written in previous financial years (55.5} {18.9)
Reiease of defermal - (1.0
At 31 December 325 56.8
Defermed Insurance costs movements
DEFERRED
REINSURANCE DEFCRRLCD DEFERRED
PREMIUM COMMISSION ACQUISITION COSTS
2018 2018 2016 2016 2018 2015
M §M M SM £ M
At 1 January 1450 128.5 g8 11.0 a84.q 62.5
Costs daferred in financial vear g6 67.4 4.1 22 A A
Amartisation of costs deferred in
pravious financial years {203.7} {48.4) (3.5} [4.2) {21.4} [27.4)
Releass of daferral - (2.5) - (0.2} . {1.4)
At 31 Dacember 324.9 145.0 9.4 8.8 £8.5 €48
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How wn account for the numbera

Unearned pramium
Lineamad premivm is cakculated based on the term of the policies written and the likely pattarn in which rsk will
amenye over that lerm,

Unearned commission Income
Cxchanga commission income is recognised n accondance with the premium income earning pattern adjusted
for policy lerminations.

Deforred insurance coats

Costs, are capitalised when lhey relate 1o the acquisition of new business and are amortised on the eame basls
as the eaming pattem of the premium. At the reporting dale, deferred acquieiion costs represent the capitalised
coata that relate & the yneamed premivm. Acquisiion costs are defemed in recognition of their future beneht and
are measured at the lower of cost and recoverable amotunt

2.51 Liabiity adequacy test
Owerrviow

Al each balance date, tha company s requined O assess net premiim liatilfies (being unearnad premium kess,
relrted ntangitle assets and defemed insurance costs) o debermine whether the amount provided is sufficient to
pay fulure daims.

If the present value of expected future claims phis the additional risk margin exceeds the net premium abilities,
the met premium kabiMy e deemed deficient. Thie deficiency i Immeadiately recognised in profit or foss. in
recognising the deficiency, an ingurer must firat write down any related intangible assets and then defemed
acquisition coals before recognieing an unexgired risk ability.

Expacted pressnt value of fulure cash flowa for future efakym including risk margin

2018 2045
M L4
Undiscounted central estimate 2543 3512
Discount fa present value (24.8} {338}
2257 76
Risk margin 549.8 B2.7
Expeacted presert value of net future cash fiows for future claims including
fisk margin 289.5 400.3

The appication of the tiability adequacy {est did not identity a deficiency at sither 31 December 2048 or 2015

How we account for the numhbers

At each hatance date, the adequacy of the unearned premium labiily is asseesed on a net of reinsurance basis
against the present vakwe of tha expected future claims cash fiows, plus an addifonal risk margin i reflect the
inharent uncertainty of the cenlral eslimate.

Critical accountlng judgements and estmates

In arsARsing the adequacy of nat premium Fabilftes, AASB 1023 General insurance Conlracls requires the
mclusion of a risk margin byt does not presciibe aminimum level of margin. Whitst there is established practice
in the calculation of the probahility of adequacy of the autstanding claimes liability, no such guidance exists in
respecl of tha level of isk margin o be used in determining the adequacy of net premium liabilties.

The company has adopted a risk margin of 26.0% (2015: 26.0%:) for the purpase of (he liahility adequacy test o
produce a 75% probability of adequacy in respect of total insurance liabiflies. The T5% besis is 2 recognised
indusky benchrmark m Ausiralia, baing the minimum probability of adequacy requirad for Australian kcensed
insurers by APRA.
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1.6 Trade and other receivables

Chvarviaw

Trade ard other receivables are pincipally amounts owed o Lhe company by policyhaklers, reinsurance
counterpartes and third parlies.

2016 2015
b1, o] M
Trade receivables
Reinsurance premivms and related receivables 21.2 a7
Cither recoveries 1.2 1.2
224 4.9
Investment receivables 5.7 8.0
Amounts due from parent entities 8.4 -
Cither receivables and prepayments 3r.7 48.4
Trade and othet receivables 105.2 £2.3
Heceivable within 12 months B85.3 35.6
Hecsivable in greater than 12 months 18.9 26.7
Trade and other receivabies 105.2 62.3

Due to the predominantly short term nature of thesa receivables, their carrying valve is assumed to appraximate
their fair value,

The maximum exposure b credit risk at the reporting date is the fair value of each ¢lass of receivables. No
recaivables are pledged by (he company as collaleral for Habilities or contingent liabifittes. Informalion on Lhe
ageing and cradit rating of these balances is included in note 4.3,

How we account for the numbears

Recevables are recognised at fair value and are subsequently measured al amortised cost legs any impaimnent,
A provision for impairment is established when there is objective evidenca that the company will not be abie to
collect all amounts due according o the orginal term of the receivable. Any increase or decrease in the prawison
forimpairment is recognised in profit or kas within underwriting expenses. When a receivable is uncollectbla, it
is written-off against tha provision for impaimwent account. Subsequent recoveries of amounts previously writlen-
ofl am credited against underwriling expenses in profit or ioss.

Goods and services tax (5T}

Revenues, expenses and assets {axcept receivables) are recognised net of lhe amount of GST, except where
the amount of GST incurred is not recoverable from the Ausirafan Taxabion Office ("ATO™. In these
cirelmstances the GST is recognised as parl of the cost of acquisition of the asset or as pant of an item of
expense. Receivables and payabkes in the balance sheet are shown inclusive of GSY.

Tha nel amount of GST recpverable from, or payabis to, the ATQ is included with othar receivables or payables
in lhe balance sheet,

Cash Rows are presented on a gross basis. The GST components of cash Aows arising from investing or
finandng activities which are recoverable fram, or payable o the taxation authorily, ame presanted as operating
cash flow.

The company is parl of a GST group headed by QBE Management Servicas Ply Limited, a related entity.
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27 Trade and other payables

Overview

Trade payabies primarily comprise amounts owed (o reinsurance counterparties and cedants. Treasury and
investment payables are amounts due ko investmant counterpartes for settlement of rensactions.

riinl:l 2015

M &M
Trade payables 955 729
Other amounts dua o related entities 4.8 Ne
Cther payables 151 6.1
Trade and oiher pavables 116.2 1108
Payable within 12 months 861 aie
Payable in greater than 12 months 20.1 28.7
Trade and other pavables 116.2 110.6

How we account tor the numbers

Trade and other payables are measured at cost and are setted under standard terms and conditions.
Intercompany payables are measured al amoriged cost and are repayable on demand.

3. INVESTMENTS
Overvlew

Premiums collecied from policyhclders ane investad to meat the eompany’s cash fiow needs to pay claims and
olher éxpanses, as well as generating a relurn that contributes to the company's profiability. A sound investment
strategy is tharefore inteqgral o the suctess of an ingurer’s operations.

The company invests its portfalio across a diversified range of instruments 1o achieve an appropriabe balanca
between rsk and return. The deciston whera to invest is dapendent on expected returrs, cazh fiow requirements
of lhe company, liquidity of the instrumen!, credit qualily of the instrumant and tha cverall risk appelila of the
compeny. Further dalalls on the management of risk associated with investrnent aseets can be found in note 4,

3.1 MNet investment Ingcame and expenses

2016 2015

M M

Income on fixed interest securities, short-term money and cash 84.7 58.3
(3ross inveatment incoma’ 84.7 58.3
Inyastmant expansas {1.5} {2.11
Mel investment income 83.2 £6.2
Net invastment income 63.2 562
Investment and other income — poficyholders' funds 18.3 235
Investmeant expenses — policyholders’ funds {0.5) {0.8)
Investment and other income — sharghoiders' funds 464 245
Investmeant expenses — shareholders' funds {1.0) (1.3
Met investmant income 53.2 56.2

T Includes net Fair vafue gain of $5.9 million {2015 Ioss 37.5 millian) and dividend incame of $12.3m {2015: $nil}.
How wa accaunt for the humbers

Interest income is recognised using the effective interast rate method. Dividends are recognised when the: right
te receive payment = established. Investment inoome inciudes realised and unrealised gains or lpsses an
financial assets which are reporled on 2 combined basis as fair value gains or losses on fnancial assets.
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3.2 Invastment axsets

2016 s
M ™
Fhiad income
Short-term money 162.8 142.5
Government bonds 2.4 266.7
orporate bonds 803.3 163518
Tetal investmants 1. 447.6 20454
Amounts maturing within 12 months 2428 4417
Amounts maturing In greater than 12 months 1,004.8 1.603.7
Total investments 1,247.5 2.045.4

How we account for the numbars

Invizstment assels are designated as either assets that back insurance |labilies (palivyholders' funds) or assels
thal back sharaholders' funds.

Investments are designated as fair value thraugh profit or loss on initial recognition, being the cost of acquisition

excluding ransaclion costs, and are subsequently remeasured Lo fair value at eech reparting date. The fair value
hierarchy and tha company’s approach tn measuring the fair value of each investmant instrumaent is disclosed in

nate 3.2.1.

All purchases and sales of investmanls that require dellvery of the asset within the time frame established by
regulation or market convention are recognised at trade dabe, being the dale on which the company commits to
buy or sell the asset. Invesiments are derecognized when the right to recebve fulure cash flows from the assel
hag expired or has been transferred and the company has ranskerred substantially 2l the risks and rewards of
ownarship.

121 Falr value hierarchy
Overriew

The QBE Group Investmenis Valvation Cormmittee (8 responsible for the governance and oversight of the
inyestment valuation process and ensures that the determination of fair value is in accordancs with the
QBE Group's invastment valuation policy which has been adopled by the company,

Tha investmenis of ihe company are disclosed in the Bhle below using afair value hierarchy which reflects the
significance of inpuls into the determination of fair value as Tollows:

Leval 1; Valualicn is based on quoted prices in active markets for the same insruments.

Level 2; Valuation is based on quoted prices in inactive markets for the same insiruments of in aclive markets
for similar instiurnants or other valuation fechniques for which sl sigrificant inputs are based oh obeervabe
markel data, for example, consensus pricing using broker quolas or valualion modals with obsernable inputs.

Level 3: Valuation techniques are applied in which one or more significant, inpuls are not based on obaervable
market data.

2018 2(H1%
LEVEL1 LEVELZ2 LEVEL3 TOTAL LEVEL1 LEVEL2 LEVEL3 TOTAL
$M $M $M M $M $M S 1]
Shor e monay 1.6 16543 . 162.9 2.1 140.8 - 1429
Government bonds 1785  102.9 - 2814 1220 1447 - 266.7
Corporate bonds - 8031.3 - 803.3 - 16358 - 1,835.8
ToAal invesiments 180.1 1,087.5 - 1,347.6 124 1 18213 - 2,045 4

The company's approach to measuring the fair valus of mvestrnents is described below:
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Short-term money

Tarm dapoits are valued at par plus accrued intetest and are classified aa feve! 1. Other short-temm rroney
{bank bills, certificales of deposit, reasury bills and other shont-term instruments} are priced using inkerest rates
and yield curves observable at commaenly quoted intenvals,

Govarmmaent bonds and comporate bonds

Bonds which are lraded in active markalis and have quoted prices fom external dada providers are classified as
fevel 1. Bonds which are not raded in active markets are priced using broker quoles, using comparable prices
for similar mstruments or using pricing techrigues set by local megulators or exchanges.

Movameants Ih level J inveatments

Thera are ne investments valued with reference Lo bevel 3 inputs (204 5 nil).
3.2.2  Derlvativeas over investment asaets

Overview

In secomtance with our invesiment managemen polities and procedures, derivatives are used in the invesiment
partfolic as both e hedging tool and 1o atter the fisk profile of the portfolio. All keng positions must be cash
backed, all shorl positions must be covered by an underlying physical asset and no nel short exposure to an
asaat class is permitted. Risk management polickes aver Lhe use of derivatives are set out note 4,

How wa account for the numbery

Devivatives over inveaiment aswety are inilally recognised at faw value and are subsequenty remeasured fo fair
vale through profit or kes. For dervatives traded in an active market, the fair vatue of derivatives s determined
by refarenca to quoted market prices. The mark 1o market value of fulures positions are cash seled on a daily
baslz resulting in @ fair value of nil at the balance date.

4, RISK MANAGEMENT
Overviaw

QBE Group is in the business of managing risk. The company's alility 1o satisfy customers' isk management
rieeds is central 1o the business model. QBE Group aims to genarate wealth and maximise retums o iis
shareholders by pursuing opportunities that involve risk. Our peopds are responsitle for ensuring that QGBEE
Group’s risks are managed and comrolied on a day-to-day basis. QBE Gmup aims to use its ability to properly
manage risk to provide mora carlainty and improved cutcomes for all stakehokders, As a member of the QBE
Group, the company has adopled the risk management policy of QBE Group where applicable.

QBE Gmoup applies a consmtent and integrated approach ko enterprise risk management {ERMY; we refer ko this
as ONE ERM. QBE Group's global risk management Famework sels oyl the approach o managing Key risks
and meeling strategic objectives whilst taking into account the creation of value for aur sharehoiders. QBE
Group's rigk management framework s arliculaled in the Risk Management Strategy (RMS) and Reinsurance
Management Strategy {REMS]}, both of which are accepted by the company and, wilh minor change made for
statutory and requlatery purposes, are approved annually by the company Boeard and lodged with APRA.

The framewark congists of complementary elements that are ambedded throughout the business management
cycle and cuthire of the organisation. Key aspocts indude; risk appelie, governance, reporting, risk
assecsments, modelling, management, and monitoring and ek culture

Risk management is a continuous process and an integral part of robust business management. The company's
approatch, a3 adopted from QBE Group, is to inteqrate visk management into the hroader management
processes of the organisation. It & tha company's phitosophy to ansure that sk managerment remains
embedded in the business and that the riek makers or risk 1akers are themeelves the sk managers. Specifically,
the management of risk must occur at each point in the business management cycle.
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Az a member of the QBE Group, the company has adopled the risk mapagement policy of QBE Group ware
applicable. These policies are adopted by the company as folkows.

The company’s slrategy for managing risk is o

« achieve competitive advaniags by better understanding Be risk environments in which the company
operales;

« operats within the steted risk appetile and maore effecively aliocate capital and resources by assessing the
balance of dsk and reward; and

» ayold unwelcome sumpises 1o the achievement of business cbjectives by reducing uncertainty and wofatility
thrpugh the identification and manageament of risks.

The glabal framewark is supported by a suile of ek policies that detall QBE Group's approach o the sevan
categories used by QHE Group to classify risk. Thase policles are adopted by the company as foflows:

Strategic risk (note 4.1)
Insuramnca nsk {note 4.2}
Credit risk {note 4.3
Market risk {note 4 4}
Liguidity risk {ncbe 4.5)
Cparational risk {note 4.6)
Graup risk {nota 4.7)

4.4 Strateglic riak

Cverviaw

L N B NN R BN

Strategic risk is the potential impact on eamings andfor capital as a resylt of strategic business decisions or lack
of esponsiveness o axeémal change. OBE Group classifies strategic risk into fve subcategories, that have
been adopted by the company. as follows:

business. pmduct and markat distribution;
capital structure and management;
acquisition, dedsion and negobation;

tax risk managament. and

investment stratagy.

& % @

As 2 member of the GBE Group, the company's approach o managing slrategic risk is underpinnad by the
company strateglc risk appetite statement as set by the company Board and is summarnised balow,

Business, praduct and market distrbutlan

Buslness: The company is a lenders’ mortgage insuranoe company undenariting business in Ausiralia and Hew
Zeakand. The company Board meets at ieast quarery Lo reyview performance against busness plans, Actual
resUts are monitorad and analysed regqulardy at various levels in the company to identify adverse frends so that
remedial action can be taken at an early slage. One of the key tacls used to enaura achievement of business
plans is o identify our ‘manapge to' likely scenarioa tmpacting the plan year. We aasess how these scenarios
wolld inpact retumn on equity (ROE) forecasls and develop and implement bridging actians to drive plan
achievability.

Products: The oompany reviews lhe structuring of its insurance products on an ongoing basis in line with
developments in the market, legisiation (inciuding tax lagislation} and ciaims performance.

Market distributisn approach: The company makes usa of banks and other financial institutions to market its
insurance producis.
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Capltal structume and management

The company’s abjective when managing capita! is to maintain an optimal bafance of deb® and equity in the
capital strueture o reduce Lhe cosl of capilal whilsl meeting capital adequacy requirements, providing security for
policyhiolders and continuing to pravide sufficdent returns o shareholders.

Where apprupriate, adjustiments are madsa o capital {evels in light of changes in economic conditions and risk
characteristica of the company's activities. In order ko mainlain or adjust the capiial structure, the company may
adjust Lhe amount of dividends paid to sharehalders, issue new shares or adopt more conservative investment or
reinsurance sirategies.

The company is subject b, and complies with, various externally imposed mgulatory capital requirements. These
tequiremants are disigned to ensure that a sulfident solvency mangin & maintained it order to provide adequate
grotection for palicyhotders. In addition, the company aims to mainiain a strong credit and insurer financial
stranglh rating aleng with robust capital ratios, in erder  supporl its business objectives and maximise
shareholder weatth.

The comparty uses an economic capital model {ECM} that is used across the QBE Group to assess the level of
capital required for ive underwrting, claims estimation, credi, market, liquidity, oparaliona! risks to which it is
exposed. Economic capital is delermined as the level of capital that the company needs L ensara thal it ¢an,
with a pre-specified probability, satisty its utimare policyhakdar obligations In refabon to ali insurance contracts
issued on or befora 1ha end of the business plan year. The ECM is used by managament 1o help in the
determination of sttategic capital allocalion, hushess planning, undenwriting performancea, pricing, feinsurancs
amangements and aggregate management. Capital is alfccated to business unils, divisions and ultimately to
urklerwriling perifalios according te the associated risk. The business plans include net assat, dividend, issued
share capital and solvency projections as well as the impact of polential acquisitions. in the event of a significant
change in the company's fisk profile, the ECM will ba recalkculated and the results reported to the company’s
board,

Tha company reviews ks capital slructure on an angoing basis to optimise the allocation of capital whilst
minimising the cost of capital. Aclive management of the business and its capital has enabled the company o
mainkain its insurer financial strength and credit rating, and has suppored QBE Grmup's good access to capilal
markets when reeded.

Management has a particular foous on the kollowing perfformance indicators.

= The company ectively manages the components of capital in order to maintain a levet of ehgible regulatory
capital that exceads APRA requirements. Having determined that the current risk appetite of the gompany
remnains appropriate, the Board set e targat leve! of regulatory capital for 2016 at 1.32-1.44 times (2015;
1.32-1 44 times) ke Prescribed Capital Amount {PCA).

* The company it subject to regulatory reguiremants that a minimum leve! of capital is maintained to meet
chiigations to policyhoklers, It is the company's policy to maintain & capital base appropriale {o ity size,
business mix, complexity and risk prefile which fully complies with and meets or exceads local regulatory
requirements.

» insurar financial strength ratings provided by the major rating agensies demanstrate the company's financial
sfrength and ¢laims paying ability,

In addition to the management repofting and planning processes, the company has dedicated staff across its
business units responsible for understanding the regulaory capital requirements of its eperations. The quakty of
aesets {particularly investments and reinsurance recoveries) held by the company is continuously monitored to
ensure any potential issues are identified and remedial action, where necessary, is laken o restore efeclive
capital and levels.

Tax risk management

The company's approach to managing Laxation risk is underpinned by the QBE Group Tax Risk Management
Framework, which is approvad by the Group Board and aligns with OQOE Group's businesas siralegy.
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Investment strategy

The company’s apgreach to investment risk is underpinned by QBE Group's investment siralegy, which is
deaigned ko achieve absolute retum targels within pre-defined risk and capital conslrainks whilst meeting
regulatory requirements in every jursdiction. The siralegy requies the company to invest in a range of assst
classes with portfolins consisting mainly of investment grade fixed income securities.

4.2 Insurance risk

Overview

Insurance risk s the risk of fluctuations in the timing, frequency and saverity of insurad events and claims
settiernents, relative to expectalions. Key drivers of insurance risk indude natural or man-made catastrophic
events, pricing of individual nsurance contracts, reserving and insurance claims.

QBE Group claasifies insurance risk inte four subcategories which are adopted by the company, as follows:

*  Lncderwriting;

* insurance concentralions;
» resernving; and

»  [elnsurance,

The company's appreach to managing insurance riek is underpinned by the company insurance risk appetite
statament as sat by the company Board and is summarised below.

Underwriting riek

The company manages underwriting risk by appropriately setting and adjusting underwnting strategy, risk
selection and pricing practices throughout Lhe underwriting cycle.

The company is a monaling insurer providing lendars” morgage insurance {"LMI") in Australla and New Zealand.

LMl insures ihe lender should the borrower default on repayment of the (oan, and covers the remaining kan
balance, plus seliing costs and expansas, follwing the application of the proceads from the sale of the seeurity
property.

Key risk mitigation policies and procedures comprisa;

» 1he pricing model measures relum on cepital amd reflects rlsks on a long term cyclkcal parformance Hasgs for
both standard and new procducts. Pricing labkes are set according o apprepriate risk sharacteristica, such as
type of preduct, loan smounts and loan (o valuallon ratky;

» standard insurance agreemenls and documentsd underwriting policias and procedurss arg in place with
allocation of delegated authority levela o approve applatians; and

» guality assurance reviews of underwriling and claims managemsant am conducted on a regular basis.

The company's underwriling strategy aims to diversity and limit the typae of insurence risks accepted and reduce
the variability of tha axpected outcome. The underwriting strategy is implemented threugh the caompeny's annual
busingss planning process, supponted by underwriting authorities. The authorities are delegated ta underwriters
hased on a detailed refrospective and prospective analysts of each class of businase. These authorites refect
the kevel of risk that the company is prepared to take wilh respect to each permitted insurance class,

Pricing of risks is controdfed by the use of in-housa prcing modais ralevant to speeifie partfelips and the markels
in which the company oparatas. Undenariters and actuaries malntain pricing and claims analysis for e¢ach
porticlio, combined with a knawladge of current developments in the respective markets and classes of
business,

Congentration risk

Concentration risk ie the risk of exposure due to concentration of aclivity in certizin geographical lecations,
industries o counterpadies. The company operates throughout ail regions in Australia and New Zesland and
therefore has limied gecgraphic concentratian risk on insurance contrects; exposures are monitared but not
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limited by region. Limits, such as those placed on maxenum aggragate exposures fo individual bomowers and
per property, am camtalned in undamwtiting policies and are embedded in systems and procasses.

The company is exposed o the posaibility of very large fosses from economic events such as a significant
imcrease in regiona! or nationwide unemployment kevels, waakening in house prices, ar a significant increase in
intereat rates over a short period of ime. The cormnpany cakeulates its Inelrance concentration sk charge
{"CRC™, which s the estimated maximum ret kess from sinifican ecocnomic events with an approximaie retum
pericd of 200 years (2015: 200 years). The ICRC must be less than Lhe company's concentration risk tolerancs;
otherwise, steps such as the purchasa of additional reinsurance are taken to limit tha exposume, As ak

31 December 2018, the ICRC was $4680.7 milkion 2015 $759.9 million) before tax benefit, which was less than
the 7iek tolerance,

Rasaerving risk

Resening risk is managed through the guarterdy actuarial valuation of insurance liabiliies. The valuation of the
nel central estimate i performed by qualified and experiencad actuares, wilh reference v historical daka and
reasoned expectations of finure events. The central estirmate of sutstanding claims is subject to a
comprehensive independant review at least annually,

Relnsurance risk

The company limfis its expasyune Lo an accumudatien of claims by reinsuring a porthon of risks undeswrithon, This
aliows the company to control exposure to insurance kesses, reduee volatility of reported results and protect
capital.

4.3 Credit risk

Overview

Credit risk is the risk of not recovering money owed to [he campany by third parties as well as the koas of value
ot asaets due io detenoration in credit quality. The company's exposure to aredit risk anises om finardal
transactions with secunities issuers andlor a reduction or defay in rapayments of interest payments from he
default of countarparties such as deblors, brokers, policyholders, reinsurers and guaraniors. QBE Group
categorises credit risk info three sub-categoris, as folkows:

+ reinsurance counterparty credit;
+ investment counlerpany credit; and
« premiun and other counterpary credit.

The sompany's approach to managing credit risk is undepinned by the company credit fisk appelite as set by
the company Board and summarised beltw.

Reihsuranca counterparty credit riak

The company's cbiective I to maximise placement of reinsurance with highly raled counteparties.
Concaniration of risk with reinsurance counterparties s montored sinclly and regutarly by the company's
security committes and is controlied by reference to the Following protocols:

« treaty or facultalive reinsurance is placed in accordance with the requiremenls of the company's REMS and
securily committee guidelines;

+ reinsurance arangemants are regularly reasssessed to determine ther effeclveness based on current
exposunes, historical claims and patential future lpsses based on the company’s insurance concentraticns;
and

»  exposurg o nensurance counterparties and the credit guality of those counterparties is actively moniored.

Cradit risk exposures ame calculated regularly and compared with authonised cradit imits. In cartain cases, tha
company requires ferters of credit ¢r other collateral arangemenis o be provided Lo guzrantee 1he recoverability
of the amemnt involved, The company hokde $150.0 millien {2015 $135.7 milkon) in callateral to support
reinsurance recovernes an outstanding claims. The credit rating analysis ¢n the fllowing page includes the
impact of such security arangemenis. in some cases, further sacurity has been cblained in the form of tnsst
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armangements, rainsurer default protection and other potential offsets. This addilional security kas nat been
included in the credit rating analysis set out below.

The fllowing table provides informaticn about the quality of the company's credit risk exposura in resped of
reinsurance recovenes on cutslanding claints &l the balance dale. The analysis classifies he assels according
ks Slandard & Poor's (S8F) counterparty credit ratings. ARA is the highest possible rating. Rated assets faling
oulzide the range of AAA 1o BBB are classified as speculative grade.

CREMT RATING
SPECULATIVE NOT
AAR AR, A BEB GRADE  RATED TOTAL
™ M 5M £ E 1] M =
As a1 31 December X)1E
Reinsurance recoveries an
aulstanding claims - - 83.a - - - 53.8
An at M Dacemhber 2015
Relnsurance recoveries on
guistanding claims - 2.4 - - - - 2.4

None of the company's recovarias are past dus or impaired or have terns that have been renegoltiated and
woulkd ptherwise have been past dus or impaired {2615 nil).

Investment counterparty credit risk

The company ary iransacis with investment counterparties within the limits outlingd in the delegated autharities
policy. Investment countenparty exposura limils ara apptied (o individual counterparty exposures and o multiple
exposyres within the ane group of refaled companies {as set out in the delegated aulherities policy) in relation to
invesiments, cash deposits and forward foraign exchange exposures. Counterparty exposure limit compliance is
monitered daily.

The foliowing lable provides information ragarding the company's aggregate credit risk exposure at the balance
date in respect of Lhe major classes of financial assets. Trade and other receivables are excluded from this
analysis an the basis that they comprise smaller credit risk ilems which generally cannot be rated and are not
indrvidually matarial. Tha analysls classifias the assets according to S8P counlerparty credit ratings. AAA is the
highest possible rating. Rated assats falling oulsida the range of A8A to BBB are classified as speculative grade.

CRECIT RATING —
SPECLULATIVE NOT
AAM AR, A BHBB GRADE  RATED TOTAL
M M M £ 1) t 1. M ™
As at 31 December 20116
Cash and cash squivalents - - 4.4 - - - 4.4
Inlerest—hean’_ng investments J64.6 138 A456.8 152.3 - - 1,247.6
Az at 31 December 2015
Cash and cash aguivalents - 31 0z - - - 3.3
Interest-bearing invastments ar0.1 8000 847.8 127.5 - - 20454

Tha carrying amount of Lhe relevant asset clazses in the balance sheet represents the maximum amount of
credit exposune,

Pramlum and other counterparty credit risk
Credit risk arising from insurance contracts pancipally relates Lo the fisk of defaudt by the undertying bomowers.

As ingurar or reinsurer, the company does nol moeive access 1o the cument credit quality of parforming insured
kcans but @ provided with data on loams in default by insured lenders. The relevant LMI rnastar policy defines
“default” as the borrowar's failure (o pay when due an amount equal ko the scheduled maonthly mortgage
paymen! under the tarms of the martgage. Generaily, however, the masier policias require an insured b oty
the insurer of a default within fourteen days of the end of the month when the tolal amount due is unpaid and in
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arrears by more than ninety days. For reporting and inlemal tracking purpeses, the company does not consider
@ koan t be in default until it bas been delmguent ki thres consecutive monthty payments.

Cradil risk on LMI canteacts s thanefore principally mapaged up-frant thraugh the underwriting procass, prior ta
the acceplance of risk. The company has a cantralised eredit risk funciion that insorporates prictng, claims
liatility modelling, credit palicy, portfolic pedormance reporting and anatysis, and underwriting quality assurance.

Acceptance of credit risk is managed primarily using two acorecards, built on eredit bureau data and company
padfclio hislory, Credit rides are used to support these two scorecands, The cenlralised credit risk unit manages
and maimtains the scorecands and a centralised undemwriting policy and procedura.

Lentters usually collect the single premium from 2 prospective barrower and rsamit the amount to the company;
generally, under a standard LMI polloy, premium paymend is required before policy cover is frcapted, which
aliminales credit riek on premiums recaivabie.

The company does niot hold any collaisral as security against its exposures; however, in the event of a claim by
the lender, the lender's rights as morigagee are assigned to the company.

The company regularly reviews the coilectability of receivables and the adequacy of associated provisions for
impairment. Balances are monitored on the basis of uncollected debt and debt,

None of the Company’s receivables anre past due, mpaired or have rerms that have bean renegotiated and
wad plherwise have been past dua or impaired (2015 nii).

4.4 Market Rink

Overview
Markat risk 1 the risk of variability in the value of investments due to)

= movemant in market factors (including interest rales, credit spreeds and equity prices); and
+ movernent in forgign exchange rates,

The company's approach i managing market risk is underpinned by its market sk appetite as sed by the
cormnpany Beard ard is summansed below.

The company's appreach to managing investmant market mevermants is underpinnad by the QBE Group's
investment strateqy which cutiinas QBE Group's view of the markels and its comagponding investment
appreach. One of the key Iimits set by the slrategy 1 the probability (as determined by the Economic Scenanc
Generator {(ESG) Model) of eaming negative relums on the investment portfolic. The ESG modets asset class
and portfoko retums using 2 stochastic process based on a range of economic and finanefal market scenarios.

Investment mackel risk is alsa managed through the applicatian of expasure and asset limits. Theae IImits are
based an the market risk appetite as datermined by Ihe company Board and apply to:

+ initial losses generated on the investment portfolio under a market siress scenario. The scenarip assumes
adverse maovements i gredit spreads, aguity markets and properly markets and is designed to reflect a
sighificant ehort-tsrm market stress avant. The Jbes generated by the siness scenanio i narially offeed by any
gains from a downward shift in sovereign bond yields,

» interest rate risk, measurad in teims of modifiad duration and spread duration, and
total combined holdings in equily, investment property and other growth assels as a proportion of the
company's total investment pertfolio.

Interest rate risk

The company 5 exposed (o intarest rabe nsk through s holdings (n interest-bearing assats. Firancial
imetruments with a foaling inlereat rate axpose ihe company to cash flow interes! rate risk, whereas fixed interes!
rala instruments expose the company ta fair valua interest rata risk,

The company's risk management approach, as adopted from QBE Group, f8 to minimise irderest rate risk by
actively managing investment portfolios to achieve a balance between cash fiow interest rate risk and fair value
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interest rate risk. The company predominantly invests in high qualty, liguid inlerast-bearing secyrities and cash,
and may use derivative financial ingtrumerits to manage the interest rate risk of the fixed interest portfolio. The
risk management processas over thesa derivative financial instruments include close senior management
scrutiny, meluding appropriate board and other management reparling. Derivalives are uged only for approved
purposes and are subjed m delegated autharity levals provided o management. The level of dervative
ExXposure is reviewed on an ongoing basis. Apprpriate segregation of duties exists with respect to derivative
use and compliance with policy, limits and ofher requiterments is clesely manitorad.

The net cenlral estimate of outstanding claims is discounted to present value by reference to risk-free interest
rates. The company & therefora expoged o pobential undersriting result wolatility 24 a resuit of intérec! rate
movements. In practice, over the lenger tamm, an increase ar decrease in interest rates is nomally offset by
acomasponding increase or decrease in inflation. Details are pravided in nota 2.3.7,

The company maintains a relatively short duration for assets backing policyholders’ funds in order to minimise
any further polential volalifily affecting insurance profit. At 31 December 2046, the average modifed duration of
cash and fired interest securities was 1.6 years (2015; 1.0 years).

&ll financial asaets are measured at fair value through profit or I08s. Movements in intenesl rates mpact the
value of inlerest-bearing financial essets and therefore impact reported profit after tax, The impact of a 0.5%
increase or decrease in interest rates on interest-bearing finzncial assels owned by the company at the balance
date is shawn in the lable below.

PROFIT {LOBS)!
SENSITIVITY 2018 2015
% M L1
Interest rate movemant — interast-bearing financial assets +0.5 (6.8) (7.1
05 6.5 7.1

! Mt of tax at the prima facie rate of 30%.
Price risk

Prica risk 1 the risk that the fair vaiue of future caeh flows of a financial instrument will fluctuate becauss of
changes in market prices (olher than those arising frorm intérast rate or currency risk), whether those changes
are caussd by factors specific to tha individual financial instrument or its issuer, or factors affecting all similar
financial instruments treded on the markat,

The company e exposed to price rigk on its inkarast-bearing ffixed interest) financial assets. All sacurities are
measured at tair value through profit or foss. Movements in credit spreads impact the value of corporate interest-
bearing securities, and thenefore impact reporbed profit afber tax. This risk is manaped by investing in high
quality, liquid interest-bearing securitles and by managing the credit spread duration of the corporate eecuntios

portokic.

The impact of either a 0.5% increase or decrease in credit spreads on interest-bearing financial assets held by
the company at the balance date & shawn 0 the tabke below.

PROFIT {LOES)’
SENSITIVITY 2016 2015
% L1 M
Credit spread movemaent — corporate interest-bearing financlal +0.5 7.8 {13.5)
assats -0.5 7.5 13.0

TMet of tex at the prima facke rate of 30%.
Foralgn axchange

The company's approach to foneign exchangs managameant Iz undeiplnned by QBE Group's forelgn currency
strategy. The company's foreign exchange exposure generally arises as a result of sither the translation of
foreign cumrency amounts to the functional cumency (aperstional curmency risk) of due o the ranslation of Lhe
company’s net investment in foredgn operations to the presantation cumency of Australian dollzre (currency
tranglation risk).
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COpearalional cumancy rsk
The company's exposure fiweign currensy amounts and therefore 1o operational risk is minimal.

Foreign exchange gains or Josses arising fram operational forelgn currenicy exposures are reported in profit or
ose,

The analys/s below demonsirates the impacl pn profit after income tax of a 10% sirengthening or weakaning of
the majar curencias to which the company is exposed. The sensiivity is measured with reference o the
company's residual (or ynmatched) aperalional foreign cumency axpasures at the belance sheet date.
Cperational foreign exchange gaing or lvsses are recognised in profil or kaas in accordance with the policy set
aut in note 1.2.3. The saneifwities provided demonstrata the impact of a change in one key variable n msolation
whilst glher assumptions memain unchanged.

The sensiivites shown in the table below are relevant only at the balance sheet dale, as any unmatched
exposuras ae actively monilpred By management and the exposune matched,

Curraney rak in relalion (o fransiation of foreign operalions
The company is exposed lo currency risk in relation o
+ the lranelation of ali forelgn oparations ko the presentation cumaney of Australian dollars,

The company doas not cumently seek (o use dervatives 10 mitigale cumency ransiation rigk on transiation to the
functional curmeney of Australian dollars for Lhe following reasons.

surrency translation gains andg losses generally have no cash flow,
currency tranalation gains and loases are accounted for in the foreign currency transiation reserve
{a componeznt of equity} and therefore do not mmpact profit or 1oss unbess related to the dmposal of an entity.
and,

» marsgement of transiabion risk needs to be balanced against the impacl on capital requirements and liquidity
riak.

4.5 Liquidity riek

Cvenvlew

Liquidity risk s the risk of ingufficient liquid assets to meet liabilties as they fall due I policyholders and other
creditone or anly beingy able Io de an at sxcessive cost. The company's llquidity rek arises due io the nature of
insurance activiies where the timing and amaunt of cash cutiows are uncertain.

The company's approach to managing liquidity risk is underpinned by is fiquidity risk appetite as set by Lhe
company Board and is summansed below.

The company mranages Fquidily risk using a number of lools, as foklows;
cash flow largeting;
mairtaining a proportion of falxitias in ouid asaets,

cash Fow lracasting: and
stress testing and contingency planning.

Liquidity is managed acress the company using a number of cash llow forecasting and largeting tocks ang
techriquee. Cash Row forecasting and argeting is conducted at operational level and involves managing
operational cash flow requirements uliising nomal operating batancas,

To suppiement the cash flow targeting and o ensure thal there are sufficient liquid funds available ts meel
insurance and investiment obligations, a minimum percentage of the company™s liabilities is held, at all imes, in
cash and fiquid secyrities. The company ales maintaing a defined proportion of the funds under management in
liguid assels,
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The company actively forecasts cash fiow requirements In Menltify future cash surpluses and sharlages to
optimise invested cash balances and limit unexpected calls from the investmant pood. The company limits the
risk of Iiquidity shortfalls resulting frofn mismatches in the timing of claims payments and receipls of clalims
repaveries by negotiating cash call clausas in reinsurance contracts and seeking accelerated sattlements for
large reinsurance recoveries,

The follewing table summarices he maturity profile of the company’s financizal liabilitles based on the remaining
conlraciual chligations.

1 YEAR OR 1TO 3 3TOS OVER 5
LESS YEARS YEARS YEARS TOTAL
1)) M M M M
Ax at 31 Deacember 2016
Trade and other payables 523 60.0 4.0 - 116.3
Contingent liabilities 69.4 - - - 694
Ag at 31 Dacembar 2015
Trade and other payables 1.9 21.2 7.5 - 10.6
Cunlingent liabilities GR A - - - B85

The maturity profile of the company's net discounted cenral estimate is analysed in note 2.3.6.

The maturity of the company's directly hald inferest-bearing financial asseats 15 shown in the hle below.

INTEREST BEARING FINAMCIAL ASSETS MATURING IN

1YEAR 1TO2 2703 3ITO4 4TOS5 OVERS
ORLESS YEARS YEARS YEARS YEARS YEARS Tolal

M M M M M M &M
As at 31 Dacember 2046
Fixed rate M 171.9 - 100.4 128.7 1255 420,68 647.1
Weighted average nteresl
rate % 2.1% - 2.4% 2.9% 2.9% 2.8% 2.6%
Flzating rate M 5.3 461 1040.9 1038 519 132.9 804.9
Waighted average interest
rate % Z.4% 2.6% 2.6% 2.8% 3.0% A.6% 2.9%
Ag at 31 Decembar 2045
Fixed rate M 177.0 594 269 785 210.5 54.0 806.7
Weiphlad average interast
rate %6 2.6% 2.9% 2.1% 2.4% 2.7% 3.4% 2.7%
Floating rate EM 288.0 2202 2208.8 19861 239.5 188.2 14420
Weighted average interes
rate % 2. 7% 2.0% 3.2% 3.5% 3.2% 4,1% 3.2%

4.6 COperational rak

Cwervinw

Operational rigk is the rigk of 032 resuling from inadequate or fMiled intemal processes, people and systems or
from external events {including legal risk),

Oparational risk can materiglise in a number of farms including fraud parpetrated by employees or by external
parties (e.g. claims faud or cyber attacks), smployment practices {losses arsing fom breaches of emplayment,
health or safety iaws, breach of employment contracts, payment of personal injury claims or diversity and
discrimination events), improper business praciices (failire to meet professional ohhgations or issugs with the
nature or design of an nsurance product), disasters and other events, technalogy and infraslrueiure failures, or
business and fransaction processing failures.

QBE Group dentes and assessas operalional risk through Risk and Control Assesamend {(RCA), Divisonal Risk

Assessment (DRA}, top risks and emerging riske processas, and scenanc analysis. The company has adopted

these QBE Group sk procasses. The RCA process denlfies and asseeses the key rnsks ko achiewing businggs
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objectives and iv conducted at the business unit level. The DRA pracess creates a singhe, divisional-leve! view of
risk acvoss alt of the company’s risk caiegories. The top risks process identifies and agsesses the divisional
CEOs’ key divisional rizgks. The ermerging rigks process identifies and sssesses new risks, which are
characterised by incomplate but developing knawledge or existing risks that develop In new or Surprising ways.
The scenaris analysis process assesees ihe impact of podentlally extreme scenarics and the appropriateness of
our contingency planning. Risk assessmernts are aso informed by Business Environment Intemal Contral Factor
(BEICFs).

The company manages operational risk through various systeme, contreds and procesess, including effective
geqragation of duties, access controls, authorisabions and reconcilistion procedures, business continu ity
management, fraud management, informadion securily and physical security. The compary monitore apearatiorsal
riek ihrough contred assurance, key risk indicators and inlemal loss sverts and issues and actiohs. Another key
ool used by the company is Lhe targeted risk review process whareby reviews ame conducted to identify whelher
there are any unmitigabed risks or inadequacias in conbol design and provide recommendations o enhance the
management of risk. The reviews are generally conducted by the second line of defence and involve vanous risk,
managemeant techniqgues and approackes.

4.7 Group Rbak

Group risk is the risk to & division arising specifically from being part of the wider QBE Group, including the
financial impact and loss of eupport from the parent company.

5. CAPITAL STRUCTURE

Cverview

QBE Gmup'a objeclive in managing capital is to malntain an optimal balance between debt and equity in arder o
reduce the overall cost of capital whilst satiafying the capital adequacy requiremerts of regulatora and rating
agencies, providing financial securily for our policyholders and continuing to provide an adeguate retum ko
sharehalders,

The company i requlated by the Austrakan Prudential Regulation Authority {APRA) and s equity is
denominated in Australian dollars.

Details of the company's approach to capital risk management are disclosed in note 4.1,

5.1 Cash and cash squivalonts
2016 X5
M ™
ash at bank on hand 33 az
Qvemight money . R B 0.1
4.4 3.3
Analysed as follows:
Floating interest rate 4.4 3.3
4.4 3.3

How we account for the numberms

Cash and cash equivalents include cash at bank and on hand and deposits at call which are readity converiible
to eamh on hand and which are used for operational cash requirements. Amounts in cash and cash equivalenls
are the same as those included in the statement of cash flows.

The reconciliation of profit after income tax to cash Rows from operating activities is included in nole 8.3,
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52 Equity and resarves

Ovarview

COndinary shares in the company rank after all creditors, have no par valua and entitle tha hokder to pardicipate in
dividends and the pmoeeds on winding up of the company in proportion to the number of shares held.

5.21 8hare capltal

iyl 2015
NUMEER NUMEBER
OF OF
SHARES SHARES
MILLIONS SN MILLIONS M
lssued ordinary sharas, fully paid at 1 January 278 3643 3278 354 3
iesued ordinary shares, fully paid at 31 December J27.8 304.3 327.8 3643
522 Reserves
201§ 2015
M E10]
Foreign currency translation reserve
Al 1 January 0.4 0.2
Galns on translation 0.1 a2
Tetal raserves at 31 December 0.5 0.4

5.3 Dividends

Ovarylew

FProvision is made for dividends which are declared, baing appropriately authorieed and no longer at the
discretion of the company, on or befora the and of tha financia!l year but not distributed at the balance sheet
date.

The Group's dividend policy sets the dividend payout rafa af up to 55% of full year cash profit with a likely
wekyhting of 40% for the interim dividend and §0% for the final.

2016 018
SN M
Divigends paid or payable 576.5 228.0
Dividends proposed before the financlal statements weare authorisad bt nat
recognised as a distnibution during the perlod 42.0 100.0

54 APRA capltal adaquacy

Overview

APRA Prudential Standard GPE 110 Capitel Adaquaty for Generat Insurers requines that the company maintain
8 capltal base in excass of ite prudential capital requirement as defined under the prudential standard,

38



QBEE LENDERS" MORTGAGE INSURANCE LIMITED

NOTES TO THE FIMANCIAL STATEMENTS
For the year ended 31 December 2016

The following table shows the capital adequacy calculabed in accordance with the APRA prudential framewark.
The 2016 position refiects 1he December 2016 guarker APRA return (unaudited),

2018 2015
M N
Eligible Tier 1 capilat as defined by APRA
Contributed equity 72 3843
(Gengral reserves 0.5 0.3
Retained profits 1.2 556.5 1.014.5
Insurance liability surolus 51.0 151.6
Tolal equity 872.3 1.532.7
Lass: APRA deductions 4 748
Total AFRA capilal basa 845 1,454 1
APRA, prudantial capital requirament §14.3 916.9
APRA Capital adequacy multiple 148 1.58

' Retained prafits are in accordance with APRA prudential atandards

?  Dividands of $578,5 millian (2015; 5226.0 milion) were paid during the year and dividends of $nil wera
declared as payable at 31 December 2018 (2015 $nil). Dividends proposed before the financial statements
were authorised but not recognised as a distribution during the period were 3420 milllon {2015 $100.0
million). Refer note 5 3.

B. TAX
Overview

Income tax expenge is the accounting tax chamge for the peried and is cakulated as the lax payable on the
cument period laxatla income based on the applicabla income tax rate for changes in deferred 1ax asseis and
Rabiliti=s atnbutable o temporary differences and unused tax losses. The relaticnehip between accounting profit
and incorma tax expansge |s provided in the reconcillation of prima facle lax to income tax expense {note 6.1).
Incame 1ax expense does not equate to the amount of lax actually pakd to tax authotities as it ks based upon the
accnml ascounting concepl.

Accounting income and expensss do not alwaya have the eama recognition pattern as taxable incoms and
expensas, creating a timing difarence as i whan 2 tax axpange or banafit can be recognized. These diferences
usvally reverse over time but until thay do, a deferred tax asset or liability is recognised on the balanca shaet.
Note 5.2 details the composition and movemenks in deferred tax balances and the ey management
assumptons applied in recognising tax losses.

The company's approach to managing tax risk is discloasd in note 4.1,
Adoption of Voluntary Tax Transparency Cede

Qn 3 May 2016, the Ausiralian Treasurer rekeased a Voluntary Tax Transparency Codae, The Code recommends
the publication of edditianal informabion ta help educate the publie about lsrge carporate tax complianca. Q9E
hully supports this initiative snd has zigned up o the Code and will be releasing a separabe report in the firat half
of 2017
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8.1 Inzome Tax

Reconciliation of prima facle tax fo Income tax expanas

20148 2015
NOTE &M M
Profit before income tax 164.1 3016
Prima facie tax payable at 30% 49.2 405
Tax effect of non-temporary differences;

Untaxed dividands {3.6) -
Prima facie tax adjusted for non-temporary differences FLE 0.5
Ovarprovison in priar year - -
Ineome tax expanse A5.6 a5
Analysed as follows:

Current Lax &4 91.1

Deferred tax 1.2 {0.5)

wargrovision in grior year —

456 0.5
Deferred tax {credit) expense comprises.

Deferred tax assets recognised in profit o loss g.2.1 12 {05}

Ceferred tax kabilities recognised in profit or loss &.2.2 - {11
Prodit hefore income tax 1.2 {0.6]

How we aczount for the pumbers

The current incorna Lax charge is calculated on the basis of Lhe tax liws enacled or substantively enacted at tha
end of the reporting period. Management periodically evaluates positions Bken in tax relums with respect ko
situaticns m which applicable tax requlation is subjed to interpretation and sstablishes provisions whera
appropriate cn the basis of amounts expeciad (o be paid to the ax authorities.

Cument tax assals and tax liabiiities ere offset where the enlily has a legally enforceabla right ko oliset and
intends to gither selbe on anet basis of 1o réalise the asset and settke (he lability simutansausly. Cutrent and
deferred tax is recognised in profil of koss, except 1o the extent thal it relates ta items recognised in other
comprehensive income or directly in equity. In this case, the lax is also recogrised in other comprehensive
Imcome o direclly in equity, as approphiale.

5.2 Deforred income tax

2016 201%
NOTE b1, M
Defamed tax asaels 621 39 5.1
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£.21 Deferred tax assats
The balance comprises temporary differences attributable to:

2018 2015
NOTE M M
Amounts recognisad in profit or loss
nstrance provislons 0B 07
Qther accrued expensas .2 45
Deaferred tax asaets hafore sat-off 4.0 52
Set-off defarred tax ¥abllitias 622 {0.1% (0.11
6.2 38 8.9
Dwrfarred tax aspets before set-off analysad as follows;
Recoveratle within 12 months 2.0 25
Recgverable in greater Lhan 12 momths 1.9 23
3.9 52
Moveaments:
2018 2015
NOTE ™ ™
At 1 January 5.2 459
Amounts recognised in profit ar Koss a1 {1.2} X
Prioy year adjustments - {0.2}
At 31 December 4.0 0.2
8.2.2 Daferrad tax 1iabkidt by
The Lalancs cempriess tomporary differances attributable to;
2014 2015
HOTE M b3
Amounts recognised In profit or loss
Insurance assals 0.4 0.1
Deferred tax linbilHles hefore set-off 0.1 0.1
Sat-olf deferred tax assels 6.2.2 10.1) {0.1j
Deferrad Lax liahilithes bafore sot-off analysed ax follown:
Recoverabde within 12 months 0.1 0.1
01 0.4
Movameants;
2014 2018
NOTE M M
At 1 Janusry 0.1 0.2
Amowrts recognised in profit or 16ss 8.1 - {0.1)
At 31 December 0.1 0.1

How we account for the numbera

Defarred income tax is provided in tuk using the liability method on temporary differences arising between the tax
bases of assets and liabilities and their carrying amounts in the financial statements. Defarred tax [abilities are
not recognised if (hey arise from the Inilal recognition of grodwill or if they arise from the initial recognition of an
asse! o liability in a transaction cther than a business combination that at the time of tha fansaction affecls
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neither accounting nor taxabke profit or loss. Deferred income tax is delermined using lax rates (and Laws) that
have been enacled or substantively enacted by he end of the repording percd and are expeacted o apply when
the relaled deferred income Lax asset is realised or the deferred income tax liahility is settled.

Deferred Lax assets ane recognised for dedudlible temporary differences and unused tax losses only if it is
probable that future faxable amounts will be available to utitise those temporary diferences and losses,

Deferred tax assets and liabilities are not recognised for temporary differences between the carrying amount and
tax bases of investmeants In foreign operations where the company is abke to control the timing of Lhe reversal of
the temporary differences and it is pmbable Lhal the diferences will not reverse In the forecesable fulure.

Deferred lax assels and liabilities are offselin tha financlal stakements when there is a legatly enforceable right
o offset cument Lax assets and liabilities and when the deferred Lax balances relate to the same taxation
authority.

623 Taxlosces

The company has brought to acepunt nil lax losses (2015: nil),
Critlcal saccounting judgemants and estimates
Recoverability of deferred tax assoeta

The company assesses the recoverability of deferred lax assets at each balance date. In making this
assessment, the company considers in particular it's fulure business plang, histery of generating Laxable profite,
whether the unused tax Y0sses resulted from identifiable causes which are unlikely to recur and if any tax
anning opportunitias exist in the period in which the taxable losses can be utilised.

.24  Tax consclidation kegislaticn

QJBE Insurance Group Limitad and its whoily-owned Australian controlled entities have implemented tha tax
cxmaslidation legislation.

On adoption of the tax consclidation legislation, the entities in the tax consslidated group entersd into a tax
sharing and t&x funding agreement under which the wholly-owned entities are required to fully compensate OBE
Insurance Group Limiled for any current tsx pavable and ara compensated by QRE Insurange Group Limited for
any current tax receivable and deberred lax assela relating to unused lax lseas or unyged ax credits that ara
transfemed to QBE Insurance Group Limited under tha tax coneolidation tegislaticn.

The head entity, QBE Insurance Group Limited, &nd the cantrelled entiies in the kax consolidated group abocata
compznsation based on & notional stand-alone tex calculation done as if each sntity in the tax consolidated
group was a stand-along laxpayer in its own fight. The assets and liakikties ansing under Ihe arrangement are
mecognised as intarmompany assels and labilities in the balance sheet of each Auztralisn company.

7. COMPANY STRUCTURE

Ovarview

This eection provides infermation ko help users understand the company's sirustuns,
74 Cantrolled antitles

Ovarview

This section lisks Lhe company’s contralled entities.
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QBE LENDERS' MORTGAGE INSURANCE LIMITED

HOTES TO THE FINANCIAL STATEMENTS
For the year anded 31 December 2018

COUNTRY OF
INCORPORATION CARRYING VALUE EQUITY HOLDING
2016 215 2016 201&
M M . %
QBE Morigage Insurance (Asia} Limited Hong Kong T1LE 735 100.0 100.0

All controlled entities have a 31 December year end,

How we account for the numhbers

Controlled entitles
Control exists when the parent entity s exposed, or has rights, to variabie retums from its invelvement with an
entity and has the ability 1 affect those returna through its power over it.

A change in ownership of a controlled entity without the gain or loss of control is accounted for as an equity
fransaction,

B. OTHER

Ovearview

This secton includes olher mformation that must be disclozed {0 comply wilh the Australian Accounting
Standards or the Corparatiohs Act 2007, but which is nol deamed critical to an understanding of tha company’s
results or balance sheal.

81 Other accounting policles

atd New and amandad standards adoptsd by the company

The company mandatosily adopted the following mew or revised accounting standards which became effective
for the annual reporting pariod commencing on {1 January 2018,

TITLE

AASH 20151 Anhual improverments ko Australian Accounting Standards 2012 — 2014 Cycle

AASE 2015-2 Disclosure Initigtive: Amendmeants o A58 101

AASE 20153 Amandments o Australfan Accounting Standands arising om the Withdrawal of AASE 1041
Materiality

AASE 20159-5 Investment Entities: Applying the Cansclidation Exception

AASE 2014-3 Accounling for Acquisitions of Inlerests i Joint Operations

AASE 20144 Clarification of Acceptable Methods of Depreciation and Amortisation

AASE 2014-9 Equity Mathod In Separate Financial Statements

The adoption of these new or revised slandards did not materially afect the Group's accounting policies or
financial stalements,

8.1.2 New acrounting standards and amendments issued bt not yot effectiva

TITLE OPERATIVE
DATE
AASH 2046-1 Reacognition of Deferred Tax Assets for Unrealised Losses 1 January 2017
AASH 20762 Disclosure Initiative: Amendments to AASE 107 1 January 2017
AASB D Financial Instrurnants 1 January 2018
AASB 15 Revenue from Contracis with Customers 1 January 20158
AASB 201410 Sale of Contribution of Assets between an invester and its Associates or 1 January 2018
Joint Venture

AASH 201565 Classification and Measuremenl of Share-based Payment Transactions 1 January 2018
AASH 18 Laasas : 1 January 2019
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QBE LENDERS® MORTGAGE INSURANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2018

The Ausiralian Aceapnting Standards and amendmertita detailed in the t2ble above are not mandatary for the
company untii the cperalive daes stated; however, early adoption is permitted,

The company will apply Lhe stapdards and amendments detaitked above for the reporing perods beginning on
tha operative dates set cut above. An inftial essessment of the financia! impact of Lhe slandands and
amsnédments has been undentaken and they are mot expected o have a makerial impact on the company's
financiat statements.

The company currently plans ta apply the standards and amandments detalled above for the reporting perods
beginning on the sperative dates sel out above. An initial essassment of Lhe financial impact of the standards
and amendments has been undertaken and they are not expected to have amaterial impact on the company's
financial staterments.

AASE § was issued during 2014 and will replace existing accounting requiraments for financial instruments.
Currently, tha company's invastments are designated as at fair value through profit or loss on initial recogniton
and are subsequently remeasored to fair value 2f each reporting date, reflecting the business mode] appfied by
the company to manage and evaluate its investrrent portfolio. Undar this business mode), the adeption of AASE
5§ is not expected to result in significant changes to accounting for Investments, with the exception of cerain
equity investments which are held by the company for strategic purposes. Any changes to the company's
investment busness madal prior o the adoption of AASB 9 will require the impact of adoplicn (o be reassessed
and coutd result in a different outeame for accounting for invesiments, (ther changes to the accounting for the
company's financial instruments arising from the application of AASB 9 are currently expected to ba minimal,

AASB 16 was issued during 2015 and will replace existing accounting requirements for leases. Under current
requirements, leases are classified based on their nature as eithar finance leases, which are recognised on the
balance sheat, or operating leases, which are not recognised on the batance sheet The application of AASE 16
will resull in the recognition of aimest zll leases on the balance sheet, with the exceplion of leases of low value
assats and feases with a term of 12 months or fess. As a result, the new standard is expecied o impact teases
which are currently classified by the company as ¢perating leases; primarily, leases over offices, equipment, and
molor vehicies.

8.2 Cantlngent liabilities

QOvarview

Contingent abilities are disclosed when the possibility of a futere settierment of economic benefits ts considered
ke be Iess than probable but more likely lhan remote. If the expecled settement of the liability becomes probable,
A provision is ecogiised.

In tha normal course of business, the company is exposed {o contingent lirbdities in ralalion fo clzims litigatian
arising oul of its insurance and reinsurance ransactions and may be exposed to the possibilily of contingent
liabilities in refation o non-insurance litigation. Peowisions are made for cbligations that are probable and
quantifiable.

2018 2015
M M
Relaled party guarantees 69.4 6965
8.3 Reconcliiation of profil aHer incame tax to cash flows from operating activities

Qvarview

AASH 1054 Avsiralian Additana! Disclosunes requires a reconciiiation of proft after income tax 1o cash Rows
fram cperating acthvities.




QBE LENDERB’ MORTGAGE INSURANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the vear ended 31 December 2016

2018 215
M M

Profil after income Hix 114.5 2111
Ned fair value {gains} iosses on firancial asssls 1.n 75
Dividends received from controfied eatity {12.3} -
Increase {dacrease) in net cutstanding claims 0.7 {13.0%
Decrease in uneamed premiums {112.9} (59,9
Increase in uneamed reinsurance coMmmissan 5.7 85
increase in defemed insurance costs {184.2} (16.5)
jncrease in meinesurance and cther recoveries {82.1) {0.7)
Increase in investments {4.2) -
lncrease {decrease) in trade and other receivables {3.8) (24.9%
Decrease in trade and gther payables 329 12.3
Decrease (increase) in deferred tax assets 1.2 {04}
Incresse in amounts dee te parant anftity of tax authotities for current fax {62.3) {42.2%
Cash flows from operating activities {234.3} 387
g4 Koy managemenl peraannel
Qverview

AASE 124 Redaled Farly Disclosunes requires disclosune of lhe compensation of directors {executive and non-
executive} and those persons having autharty and responsibiity for planning, directing and controlling the
activities of le company, eiher direclly or indirectly. This group of pecplz are collectively defined as kay
management parsonnal.

Remunaraton of execative directors angd other execulives, is pad by a related company. YWhere this
rerraneration is recharged on a time propertonal baals it is disclosed below, along with an appropriate allocaton
of kees paid {0 independent non-executive directors by GBE Group companies for services provided {o the
company. Ywhere the company alse receives mangkyement services from the elated company which inclkudes the
provision of key management persannel, these services are nat recharged on a tima proporticnal basis and are
excluded from the dietlosure below. They am inchuded in an overall management fee fom Lhe ralated company,
refer note 8.6.2,

2016 2015

$000 $000

Shert-term employment benefits 39 £
Post-employment benefits 3 3
42 &7

How we sccount for the numbers
Short-tarm employse benefits — profit sharing and bonus plans

A provisian is recognised for profit shaning and bonus plans where there is a contractual obiigation or whers past
praciice has created a constructive obligation st the end of each reporting pericd. Bonus or profil shanng
obligations are sellled within 12 months from the balance date.

Post-amployment benefts — dafimad cantribution plans

Cefined contribution plans are post-employment benafit plans under which an entity pays afixed contribution inlo
a fund durning the course of employment and has ne legal or constructive obligation o pay furlher condributions if
tha fund does nct hotd sufficient assets to pay sl employes benefits relating to employea senvice in the current
and prior perinds. Contnbytions o defined contribution plans are expensed as ingurred,




GRE LENDERY MORTGAGE INSURANGE LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Far the year ended 31 December 2016

8.5 Remuneratich of audicms

Overview

The comparty may engage the extermal auditor lor non-audit services other than excluded services subject to the
general principle that fses for nen-audit services should ot exceed 50% of all lees paid to the external auditor in
any one financial year. The Board believes some non-audit eervices are appropriate given the external awditor's
knowledge of the company. Extemal tax services are generally provided by an accounting firm other than the
extemal auditor. Gonglstent with pricr periode, the exiernal auditor cannod provide the excluded services of
preparing accourting records o financial reports of acting in a management capacity.

2016 2015
$:000 $'000
PricewaterhouseCoopers (Pwl) — Australlan firm
Audit of financial raports of the company 528 459
Audit of statutory returns and other assurance Services 142 143
681 §32
B.6 Related partles
8.6.1  Parent entity
The parent entity is QBE Holdings (AAP) Pty Limited and the uitimale parent entity is QBE Group.
8.6.2 Transactions with related parties
The followIng material transactions ocourred with related parties:
2016 2015
$°000 3000
Revenue
Dividends recetved fiom controlled entity 12,258 -
Management fee recelved from controliad antity 813 684
Reinsurance commission rovenue 32,440 -
Expenses
Payments made for managemeni fees and cost allocations to other related
parties 34,845 43283
Outward reinsurance premiuen (net of no claimse bonus) o ofher related
parties 189,203 28,291
Refnsurance claims received ko a conlralled entity (75,924} -
Other transacticrms
Chidends pald or proposad b parént 576,500 160, 000
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QBE LENDERS' MORTGAGE INSURANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2016

B&3 Qutsianding balances areing from transactlons with related partiez

The foliowing balances are oulstanding at the reporiing ¢ale in relation to ransactions with relaled parties:

2048 2015
$000 $'000
Current assets
Trade and other receivabies from controfled entity 3387 LY
Reinsurance and othes related recelvables 18,074 -
Tax receivable fom fax consclidated group 35,0692 -
Deferred reinsurance premiurm 197,961 -
Reinsurance and ather recoveres receivahle 58,813 -
Current Habilft es
Trade arnd other payables ko other refated parlies 4 605 5,382
Trade and ofher payablkes to ullimate nanent - 28,1494
Lirrearned reinsurance commisson 44,718 -

How we account for the numbars

All ransactions were made on nomal commercial terms and conditions and at markat rates.

Outelanding batances are unsecured and repayable in cash.
864 Other related party disclosuns

Al material mformation required to be disclesed under AASE 124 Refated Parly Disclosuras has been included in

the fmancia! staiemenis as folkows:

Raferanca
Dividends recaied from contrelled entities Mot 5.3
Tax sharing agreement MNoke 5.2.4
Amaunts due from controlied and refated entities Mole 2.6
Irvestment in conirclled entities MNole 7.1
Amoanks due to controlled and refated antites MNobe 2.7
Remuneration of key management personnel Mobe £.4
Suarantees in respecl of refated parties Mote 8.2

a.7 Events occurming aftar raparting date

The fmollowing events have ogcurmed after halance date

() dividands of 342 0m were proposed before the financial statements were authorised as declosed in note 5.3,

There is, at the dale of this report, no other mattar or circimslance that has arsen since 31 December 2016 that

has significantfy affected, or may significantly affect:

(i} the company’s operaticns n future financiel years;
(il the results of those oparations in futune financizl vears; or
(fifjthe company's state of affairs in futura financiaf years.,



{ABE LENDERS' MORTGAGE INSURANGE LIMITED

DIRECTORS' DECLARATION
In the direclora’ gpinion:

{a) Lhe financial statements and notes set cut on pages 6 o 47 are in accordance with the Corporations Act
2001, including:

{i} complying with accounting standards, the Corpovations Regiiations 2001 and other mandatory
professional raporling requirements; and

(iiy giving a true and fair view of the company’s financial posiion as at 31 December 2016 and of its
perfommance for the financial year ended an that date; and

{k} there are reascnable grounds to believe that the company will be able to pay its debds as and when Lhey
becoma due and payabba,

Note 1.2.1 confirms that the financial statements alsa comply with International Financial Reparting Standards as
msued by the Internationat Accounting Slandards Board.

W
Signed in SYDNEY, this ¥ day of February 2017 in accordance wilh a resolution of the directors.

Diremur..,..,m\.....
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Independent auditor’s report
To the shareholders of {)BE Lenders’ Mortgage Insurance Limited

Qur opinion
In cur opinion:

The accompanying financial reporl of QBE Lenders' Mortgage Insurance Limited (the Company) (s in
accordance with the Corporations Aet 2001, induding:

(a) giving 2 true and fair view of the Company’s financial position as at 31 December 2016 and of its
financial performance for the year then ended

(b} complying with Australian Arcounting Standards and the forporations Regulations zo0:.

What we have cudited

The financial reporl comprises:

. Lhe balance sheet ag at 31 December 2016

. the statement of comprehensive insoine for the year then ended

" Lhe statement of changes in equity for the year then ended

. the statement of cash flows for the year then ended

. the notes to Lhe Aoancial statements, which include a summary of significant accounting policies

. the direciors’ declaration.

Basis for opinion

We condileted our audit in accordance with Australlan Avditing Standards. Our responsibilities under
Lthose standards are furlher deseribed in the Aeditor s resporntsibilities for the audit of the financial
report section of our report.

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

Independence

‘We are independent of the Company in accordance with the auditor independence requirements of the
Carperations Act 0ot aud Lhe ethical requirements of the Azcounting Prefessional and Ethical
Standards Board's APES 110 Code of Ethics for Professional Accountonts (the Code) that are relevant
to gut audit of the fineactal reporl in Australia. We have also fulfilled our other ethical responsibilities
in accordance with the Codz.

PricewateriouseCoopars, ARN 52 =00 433 757
Dariing Park Tower 2, 201 Sussex Stremt, GPO BOX 2850, SYDNEY NSH 1471
T: +67 2 Baht opoe, Fr +61 2 82566 (09, WL, PUK. (GM.at

LigtdMy timied by & scheme apprmsed uider Professtonal Sl wtls Legodatan,
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Other information

The direcigrs are responsible for the other information. The other information obrained at the date of
this audilor's report comprises the Direclors' Report included in the annual report, but does not
include the finaneial repord and our anditor's repart thereon,

Our opinion on the financial report does not eover the other information and aceordingly we do not
expreas any form of assurance conclusion thereon,

In connechion wilth our audit of the Ananeial report, our responsibility is to read the other information
#denhfied above and, in doing 80, cotisider whether the other information is materially inconsistent
with the financial report or our knowledge obtained in the audit, or ctherwise appears to be materially
misstated.

I, based on 1the work we have performed on the olher informalion obtained pricr ta the date of this
auditor’s report, we corclizde that there is a material misstatement of this other information, we are
required to report that fact. We bave nothing to report in this regard.

Responsibilities of the directors for the finuncial report

that Lthe directors of the Company are responsible for the preparation of the financial report that gives
a true and fair view in zecardance with Austealian Aecounting Standards and the Cerporations Act
2061 and for such internal control as the directors determine is necessary to enable the preparation of
the financial report that gives a true and fair view and is free from material misstatement, whether due
to frand or error,

In preparing the financial report, the directors are responaihle for assessing the ability of the Company
1o conlinue a5 a going concemn, disclosing, ag applicable, matters related to geing concemn and using

the going concern basia of accounting unless the directors either intend to liquidate the Campany or to
vease operations, or have no realistic alternative but to do so.

Auaditor’s responsibilities for the audit of the financial report

Our obisctives are o obtain reasonable assurance about whether the Bnancial report as a whole is free
from material misstatement, whether due to fraud or error, and Lo issve an auditor's report that
includes our opinion. Reasonable assurance is a high level of assurance, but is not a gearantee that an
audit conducted in acrordance with the Australian Auditing Standards will always detect a material
misstatement when it exists, Misstatements can arise from fraud or erver and are considered material
if, individually or in the aggregate, they cotld reasonably be expected to Influence the economic
decisions of users taken on the basis of the financial report.
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& further description of our responsibilities for Lhe audit of Lhe financial report is located at the

Auditing and Assurance Standands Board wehsile at: fittp:/ fwww.auash.gov.an/suditors files/ars.pdf.
This description forms part of our auditor's report.

PricewaterhouseCoopers

l y /774

5 J Hadfield Sydney
Partner 17 February 2017




{BE | ENDERS' MORTGAGE INSURANCE LIMITED
New Zealand Branch

ANNUAL REPORT - 31 December 2016

CDNTEMNTS
Statement by Direclors 1
Independant auditar's reporl 2-3
Fmancial statements
Statement of comprehensive income 4
Balance sheet -
Statement of changes in balancas due o Head Office &
Statement of cash fows 7
Maotes o the financial statemanita 8-33

This fnancial reporl includes separate fnancial statements for GBE Landers' Mortgage Insuranca Limitad, Mew
Zealand Branch {lhe “branch™ a5 an individual entily. The financial reporl is presenled in New Zealand doNars.

The branch is a branch of QBE Lenders’ Morgage Insurance Limited (ke “company™) and is a reppriing entity for
the purposes of Lhe Financial Reperting Act 2013 and the Financial Markets Conduct Act 2013. (ts principal place
of business is:

Leve! 6, ANIP Cenlire, 29 Customs Steet West,
Auckland 1010 New Zealand




DBE LEMDERS* MORTGAGE INSURANCE LIMITED
Mew Zealand Branch

STATEMENT BY HRECTOQRE
Wae, being two directore of QBE Lenders’ Mortgage Insurancs Limited, certify [hat the Statermant of Comprehensive
Income, Balanca Sheel, Statement of Changes In Balances Due To Head Office, Statement of Cash Flews and
neles set out on pages 4 to 33 are true copies of te Financial Slatements of the New Zealand Branch of the
Company for the year ended 31 December 2016,

The Board of Dirsetors of QBE Lendess’ Mortgage Insurance Limited authorised these slatements for iswm on
I'}}L Fehruary 2017,

Director
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Independent Auditors’ Report
ta the Directors of QBE Lenders’ Mortgage Insurence Limited — New Zealand Branch

Report on the Financial Statements

We have audited the fimancial statements of QBE Landers’ Mortgage Insurance Limited — New
Zzaland Branch ("the Branch”) on pages 4 tG 33, which comprise the balance sheet as at 31 December
2018, the statement of comprehensive inpome and statement of changes in baiances doe o hoad office
and statement of cash flows for the year then ended, and the notes 1o the financial statements that
include a summary of significant accounting polivies and other explanatory information,

Dhrectors’ Respangibility for the Financial Statements

The Directars of the Branch are responsible for the prepamtion of these financial statements in
accordance with generally aceapted acecunting practive in New Zealand and that give a true and [air
view of the matiers to which they relate and for such infernal controls as the Directors determine are
necessary o enable the preparation of financial statements that are free from material misstatement,
whethsat due to fraud or error.

Auditors’ Responsibility

D responsibility is to express an opinion on thes: [nancis] statementy based on e gudif, We
conducted our audit in accondance with International Standards on Auditing {New Zealand), These
slandards cequire that we comply with relevait ethical reguirementy and plan and perform the andit

to obtain reagonable assurance about whether the finuncis] slatements are free from material
misslatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosumes
in the finaacial statements. The procedures selected depend on the auditors’ judgemest, includiug the
assessment of Lhe risks of material missiatement of the nancial skatements, whether due to fraud or
error. In making those risk assessments, the auditors consider the internal controls relevant to the
Branch's preparation and [air presentation of the financial statements in order to design andit
procedures (hat are appropriate in Lhe cireumstances, but not for the purpose of expressing an opinicn
on the effectiveness of the Branch’s internal control. An awdit also ineludes evaluating the
appropoatenss of accounting policies used and the reasonableness of accounting estimates, as well as
evaluating the overall presentation of the finansa! statements.

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

We are independent of the Branch. Other than in our capacity as auditors we have no relatienship
with, or interests in, the Branch.

J T Dt

FricewoaterhoureCoopers, ABN 33 Y80 433 757
Derrling Park Totoer 2, 201 Sussex Street, GPC BOX 2650, SYDNEY NSW 1171
T +6u 2 8266 00, Fr 61 2 LSS 9000, LN PUC OGO

Liabifty Emimed by a schem appravsed under Professionat Mandards Legmlation.
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Opinicn
In our opinion, the financial statements on pages 4 to 23:

{i} comply with generally accepted accounting practice in Mew Zealand,

(il} comply with Inlernational Financial Reperting Standards; and

(iit) gives a true and fair view of the financial position of the Branch as 2t 31 December 2056, and
its financial performance and cash flows for the year then ended.

Report on Other Legal and Regulatory Requirenments
We also report in accordance with Sections 16{1)(d) and 16{1)(e) of the Financial Reporting Act 1943,
In relation to our audit of the financial statements for the year ended 31 December 2016:

{i} we have obtained all the information and explanations that we have required; and

{ii) in cur opinion, proper accounting records have been kept by the Branch as far as appears from
an examination of those records,

Restriction on Use of our Report

This report is made solely to the Directors of the Branch, as a body. Our audit work has been
underiaken so that we might state to Lhe Directors of the Branch Lhose matters which we are required
to stale ta them in an audilors’ report and for no other purpose. To the fullest extent permitted by law,
we i not acrept or assume responsibility o anyone other Lhe Branch’s Directors, as a body, for our
audit work, for this report or for the opinions we have formed,

p,r'[‘{ﬂ.,i atxrhe e éq.’.\d"

Pricewaterhouse Coopers Sydney
Chartered Accountants
t7 February 2oty

I, §.JF Hadfield, am currently 2 member of Chartered Accountants Australia and New Zealand anrd my
membership number is 276681,

PricewatorhquseCoopers was the audit firm appeinted to underiake the andi of QBE Lenders'
Mortgage Insurance Limited — New Zealand Branch for the year ended 21 December 2016, I was

responsible for the execution of the audit and delivery of our firm’s auditars' reporl. The audit work
was comgpleted on 17 February 2017 and ait unqualified oginion was issued.

.7 4

5 J Hadfield



QBE LENDERS' MORTGAGE INSURAMNCE LIMITED

Mew Zealand Branch

STATEMENT OF COMPREHENSIVE INCOME
For the vear ended 31 December 2018

2018 2015
Note $ $
Grass wiittan premium = -
Unearned premiurn movement 1,283,331 2 482,742
{Gross 2arned oremium revenue B{A) 1,293,381 2,482 742
Cubward reinsurance premium {1,782.837) {363,340}
Defarred reinsurance premium movement 670,128 -
Sutwand reinsurance Qremim expense o8 {1,112.508) {363,340)
Nel earned premium 188,872 2,118,402
Gross claims mcurred 5{B) 452,845 (502,402}
Rensurance and other recoveries revenue S{A) 385,254 6,908
Met claims ncurred LAY 838,099 {425, 4943
Reinsurance commission revenue 5{A) 131,537 -
Other acquisiian costs 5(8) {130,488) {321,310y
Underwriting and other expensas =8} {188.540) {208 798
Underwriting result TI2ATS 1,163 800
Investment income on policyholders funds S{A} 2r.218 20617
Insurance profit 799,887 1,184 417
Profit before income 1ax T4 687 1,184,417
Income tax expanse T{A {223,960} £331.581)
FProfit after ncame 575,137 852 826
Dther comprehensive iIncoma
Cther comprehensive income after incame tax - -
Tatal comprehensive income after ingame tax 515,737 852,826
Profit after mcome tax aliributable 1 Haad Ofice Account 576,137 B&2 825
575,737 g%52.826
Tatsd comprehensive income alter income tax attiibulable to:
Head Ofice Apcount 575737 852 826
575,737 852,828

The slaterment of comprehensive income should be read in conjunction with the accompanying notes.



QBE LEMDERS' MORTGAGE |MNSURANCE LIMITED
Weow Zealand Branch

BALANGE SHEET
As at 31 Decermber 2018

2016 2015
Mota 5 $

Assats
Cash and cash equivalents a 1,571,358 445 021
Trade and other recelvabes 7] 120,855 7.002
Reinsurance and othar recoveries on oulstanding claims 13[A) 300,487 24 927
Deferred Insurance costs 10 836,818 355,180
Total assats 2,828,519 833,130
Liabifldes
Trade and other payables 12 78,854 27 266
Currant tax liakilities 76,752 249 730
Deferred tax liabillies 11 46,674 90,736
Outstanding claims 13(4) 666,707 1,233,260
Uneamed premium 14(A) 1,489,173 2.782 564
Unegarned reingurance commission 14({B) 151,449 -
Total llabllities 2,508,613 4,382 546
MNet liab|llies 318,908 {3,558 415)
Dus to Head Offics - Ausiralia 319,906 {3,559 418)

The balance sheet should ba read in conjunction with the accompanying notes.



QBE LENDERS' MORTGAGE INSLURANCE LIMITED
New Zaaland Branch

STATEMENT OF CHANGES IN BALANCES DUE TO HEALD OFFICE
Far the year ended 31 December 2016

Head cHice
account
2078 5
As at 1 January £3,550,416)
Proft after income tax ST8.7T3T
Other comprehensive income -
Total comprehensive income 573,737
Het funding movaements 3,303,585
As at 31 Dacember 318,506
015
As at 1 January (6,250,282}
Profit after income tax 852 B2E
Other comprehensive incgme -
Tolal comprehemive income 852 B28
Met funding movements 3,838,050
As at 31 Decamber {3,559 4156}

The statement of changes in palances due o Head Office should be read in conjunction with the gocompanying
noles.



OBE LENDERS' MORTGAGE INSLIRAMCE LIMITED
New Zoaland Branch

STATEMENT OF CASH FLOWS

Fov the year ended 31 Dacember 2018

2016 015

Mote 5 5
Operating activities
Mon-reinsurance recoveries received 109,684 74,778
Reinsuranca commissions received 252 9886 -
Oulward reinsurance paid (1,782,637} {363,340}
Claims paid {143,708} (4235,735)
Other underweiting costs paid {250,804} {189,554)
Interest necaved 2T.218 20617
Income taxes paid {450,000% {1,087 536}
Net cash flows from oparating activilies B{A) {2,477.248)  {1,590,771)
Invealing activities
Nel cash fiows from investing activities - -
Finaneing actlviles
Net funding received 3,303,585 1,838,050
Ned caaft figwa from financing activities 3,303,505 1.538.050
Net movemnent in cash and cash equivalents 1,126,337 {152,721}
Cash and cash equrvalents at the Leginning of the
financial year 445,024 bo7 742
Cash and cash equivalents al the end of the financial year a 1,571,158 445 021

The statement of cash flows should be read In conjunclion with the accompanying notes.
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QBE LENDERS' MORTGAGE NSURANCE LIMITED
Haw Fealand Branch

NOTES TCO THE FINANCIAL STATEMENTS
For the year ended 31 December 2016

1. SUMMARY CF SIGNIFICANT ACCOUNTING POLICIES

The principal accounting poficies adopted in the preparation of the financial slalements are sst out balow, These
pelicias have been consistently anplied t all the yaars presanted, unkess otherwise stabed.

The financial repert includes financial staterments for OBE Lenders’ Martgage insurance Limiled, New Zealard
Braneh {the “branch} as an individual entity. The branch is a branch of QBE Lenders’ Mortgage Insurance Limibed
{"QBE LMI" or the "company™} and & a reparling entity for the purposes of the Financisf Raporting Act 2013,

Far a compkte understanding of the fnancial position of the company refer fo the company's full financial
slatemeants as fodged with the Australian Securities and Investrmenls Commission,

{A) Basiz of preparation

The financial slatemants have been prepared n accordancs with Mew Zaaland equivalenls o Intemalonal
Financial Reporting Standards ("NZ IFRS™, ather applicable Financizl Reporting Slandards, as appropriate for
profit-oranied entities, the requirements of the Financial Reporling Act 2613 and the Financial Markels Canduct
Act 2013.

The sofa sharehoder of the company has exercised its rght umder section 211(3) of the Companies Act 1953 and
determined [hat these financial slatemants need not comply with paragraphs {a), and (e) ta {j) of section 21{(1} of
tha Acl,

The company has applied for and has been granted an exemption hom preparing consolidated Fnancial
statementa by the Financlal Markets Autharity under the Financia! Reporting Act 2013 ardd \he Financial Markels
Condue! Act 2013. The company's ultimale parent, OBE Insuranea Group Limited {QBE Group), prepares and will
lodge consolidaled financial stalements with the Financial Markels Authority.

The financial stalements have been prapared in aceordance with the Finaneial Reparting Ae! 2013. the Companies
Agl 1993 and the Financial Markets Conduct Act 2013

The company b5 a for-profit entity for the purpose of preparing the finandal statements.

{ii CompMance with IFRS
The Fnancial report complies wilh International Financial Reporting Standards {*IFRS™} as issued by the
International Accounting Slandards Board.

{ii Histerical cost convantlon

These financial slatements have been prepared under the historical cost convention, as madified by certain
exceplions noted in the financial report, with the principal eaceptions being e measurement of financial assels
at fair value and the measurement of the cutstanding claims liability and related recoveries at present value. Refer
o noe 3.

{ii  Critkcat accounting estimates and Judgemants

Tha preparation of the financial statememns requires the use of corain critieal accounting estimales. I} also requires
management 1 exarcise iudgement in the process of applying the company's accounting pekicies. The areas
involving & higher degree of judgement or complexity, of areas where assumptions or estimates arg significant.
are disciosed in nofe 3.

{Ww} Sigoificant changes

The company revised s reinsurance strategy and program emened into new reinsurance contracts elfective
1 January 216 Under the revised program, claims paid afler 2015 on all policies wrilten prior to 2016 will be
reinsured 1o 3 level of 45% with a relatad party. Funher, s stop Ioss reinsurance contract ras been emarad with
extermnal pares in refation o claims on policies written in 2016 and 2017

{v) Going concern

With effect from September 2013, Lhe branch ceased Lo wiite new insurance polickes. The divectors of the company
beliave that the branch has accaess fo suficient rescurces to meet is fulure jiabilities and commitments. For this
reason the directnre continue o adop! the going concem assumption in the preparation of the branch's financial
smIaEments.



OBE LENDERS' MORTGAGE INSURANCE LIMITED
New Zealand Branch

MOTES TO THE FINANCLAL 3TATEMENTS
For the year endad 31 December 2016

1. SUMMARY OF 3IGNIFICANT ACCOUNTING POLICIES (CONTINUED)

{B} Prmmlum revenus

Premium compises amounts charged to policyholders, excluding laxes collecked on behalf of third panies. The
eamed porfion of premium received and receivable is recognised as revenue. Fremium is treated as eamed from
the date of attechment of ek,

iC) Insurance contracis

All of the insurance products offerad or uliized by the branch meet the definition of insurance conlracts under New
Zealand IFRS, and are accounted for and reponted in accordance with these stendards. These products do not
contain embedded dervatives or deposits thal are required to be unbundled.

iDy Uneamed premium
Unearned premium is calculated based on the term of the policies wrillen and the likely pattern in which risk will
ememe over that term.

At egch baiance sheet date, the adequacy of the unearned premium liakbility is assassad on a net of reinsurance
basis against the present value of the expected future cash flows relating to potential fulure daims in respect of
the relevant incurance contracts, plus an edditionast dsk margin to reflect the inherent uncertainty of tha central
eslimale. The assessment is caried out at the buelness segment level, being & portiolio of contracts that are
broadly similar and managed together as a single portholic. If the present value of expected Mture cash flows
relating ko future claims plus the addiional risk margin exceeds the unsamed premium liability less deferred
scquisition costs, then the unearned premiumn liability is deemed to be deficient. The resulling defiSency is
recoghised immediately Lhrough profit or loss.

[EY Ouwtward relnsurance

Premium ceded 1o reinsurers is recognised as an expense from the attachment date over the perod of indemnity
of the reinsurance contract in accordanca with the expected pattem of incidance of risk. YWhere applicable, a
portion of oubward reinsurance premium is treated es 2 prepayment at the balance sheet date.

i(F} Claims

The pravision for cutsianding cfeims is measured a5 the central estimate of the present value of expected future
clalms payments plus a risk margin. The expected future paymenls include those In redation to claims reported but
not yet paid, claims Incurmed but not repored ((IBNR"), and estimaled claims hendling coaw. Claims axpense
represents claims payments adjusted for movements in the cutstanding claims liability.

The expected fulure payments ara discounted to crasent value using a risk-fres: rate.

A risk margin is agplied 1o the central 2stimate, net of non-reinsurance recovariss, to reflect the inharent uncertainty
in the central estimata.

{G) Mon-selnsurance recovatas
Nan-reinsurance recoveries receivable on paid ceims, reporied claims not yet paid and !BNR are recognised a3
MEVET L.

Amounts racoverabla are aesessed in a manner eimilar to the assessment of outstanding claims. Recaveries are
measured as ihe present value of the expected future receipts, cakculated on the same basis aa tha pravision for
cutstanding claims.

(Hi Acqubltion costs

Acquisition costs are the costs associaled with obtaining end recarding insurance conbracts. Acquisitian costs are
capitalieed when thay relate to the acquisition of new business and are amortised on the 2amea baesis 55 the earning
pettarn of tha pramiim, in accordance with the premium income earning patien adjusted for policy termitations,
At the raporting date, deferred acquisiion cosbka represent the capitalisad costs that relate to the uneamed
premiurn.  Acquisilion coste ere deterred in recognition of thedr future benefit and are meesured et tha lowear of
cost and reccverabhe amount.

i) Investmant income
Interast income is mecognised on Bn accruale basis.
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QBE LENDERS' MORTGAGE INSURANCE LIMITED
New Zaaland Branch

MDTES TO THE FIKANCIAL STATEMENTS
For the year ended 31 December 2018

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {CONTINUED}

{J} Taxatkon

The jnoome lax expense for the period is the tax payable on the current period's laxable income based on the
applicabliz income tax rate adjusted for changes in deferred tax assels and fiabides atributable to lemporary
gdifferences and to unused lax loases.

The current income tax charge is cakcutated on the basiz of the lax laws enacted or substantively enacted at the
end of e reporting peniod. Management pencdically evaluates positions taken in tax returns with respect o
situations in which applicabla tax requlation is subject o interprelation. it establishes provisions wherg appropriate
on the basis of amounts expected to be paid to the tax autharity.

Defarred income tx is provided in full, using the liabllity method, on temporary differences arising between the tex
bases of assets and liabilities and their carrying amounts in the financiat statements. Delerred tax labilites are not
recogniead if ey arise from the initial recognition of goodwill, Deferred income tax is alse not accounted for if it
arises from nitial recogniton of an asset or Hability in a transaclion other than a business combination that at the
fime of the transaclion affects neither accounting nor taxable profit or loss. Defarred income tax 15 determined
using tax rates (and laws} that have been enacted or substantially snacted by the end of the reporting peqod and
are expacied to apply when the related deferred income tax asset is reallsed or the deferrad income Lax liability is
setted,

Deferred tax assebs are racognised for Jeductible lemparary differences and unosed tax nsses only fil is probable
that future Laxable amounts will be available to utilise those temporary differences and ksses.

Defaned lax assats and liabiltes are offset when them is a legally enfarceabie right to offsel current tax assets
and liabllities and when the defarred tax batances relate o the same laxation authorily, Current tax assels and tax
liahiles are offset where the entity has g legally enforceatide ight o olfset and inlends either to sette on a net
basis, of {0 realise the assct and sedtle the liabiity simultanecusly.

Current and defermed tax is recognised in profit or koss, except to the extent that it relates to items recognised in
ather comprehenalive income or directly in equity. In this casa, the tax is alsc recognisad in other comprehensive
income or directly in equity, as appropriale.

{K} Insurance profit
Insuranes profitis derved by adding investment income on zesets backing policyholders’ funds o the underwrding
result.

{L) Cashand cash equivalente
Cash and cash equivalents include cash at bank and on hand ard depasits at ca¥ which are raadily convertible 1o
cash on hand and which are used for operationai cash réquirements.

{M} Trade and other recelvahles

Trade receivables are recognised at amounts receivable less a provision for impairment. A provision for impairment
is established when there is objective evidence that the branch will not be abla to collect all amounts due segarding
to the ofiginal term of the receivable. An impairment lass is recognizad for the amount by which the asset's carmying
amount excasds its tecoverable amount. Any increase or decrease in the provision for impairment is recognised
In |he prafit or togs within underwditing expeanses. When a recaivable is uncollectible, it is wiitten off against the
provsion for impaiment acoount. Subsequent recoveties of amounts previously writlen off are credited agains!
urdemriting expenses in the profit o loss.

{N} mpairfmmant of assete

Assets that have an idefinite useful lfe are tesled annually for impaiment or more frequently when changes in
circumsiances indicale that tha carrying amaount may not be recoverable. Assets that are subject to amorisation
are reviewed for impairment whenaver events or changes in circumstances indicate that the carrying amount may
not be recoverable. An impairment [oss is recognised as the ampunt by which the assel's carfying amount exceads
its recoverable amount. The recoverable amount is the higher of an asset's {gir value igss ¢osts to sell and s
valua in use. For the purposes of assessing impairment, assets are grouped in cash generating units which are
the lowest levels for which there are separately identifiable cash flows.
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QBE LEMDERS' MORTGAGE INSURANCE LIMITED
New Zpaland Eranch

NOTES TQ THE FINANCIAL STATEMENTS
For the year ended 31 December 2015

1. SUMMARY OF BIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

(O} Trade and other payables
Trade and olher payables are measured at cost and are seitked under standard terms and conddions.
Ink2company payables are measured at amortised cost and are repayabke on demand.

{P) Functlonal and presentation cummancy
The branch's financial slalaments are presentad m New Zealand dollars, being the functional angd presentalion
currency of the branch.

Q) Goods and services tax (“GST")

GST ineurred i not recoverable from the indand Revenue Departmant. GST is reeognised as pant of the cost of
acquisition of an asaet or aa part of an ilem of expense. Payables in the balance sheet and commilments are
shoam inclusime of GST.

iR} Comparaiiva figures

Whers appropriate, prict period comparatives have been reclassified in this financial report to ensure camparakility
in the current reporting period. The reclassification was necessary to provide the readers of the financial report
with a greater underslanding of ihe branch's financial stataments.

2, NEW ACCOUNTING STANDARDS AND AMENDOMENTS ISSUED BUT ROT YET EFFECTIVE

A number of new standards and amendments o standards and interpretations have been issued during the year
kut not currently effective. The new standards and amendments are nat mandalory for the branch until the
operative date required. Early adoption of the new standards and amendments has not been applied in the financial
statements.

The comparny will apply the new standards and amendments for the reporling periods beginning on the relevant
operalive dates. An initial assessment of the financial mpact of Lhe new standards and amendments has been
underiaken and they are not expecied 1 have 2 material impact on the branch's financial statements or accounting
policies.

3.  CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS

The company iz a lenders’ morigage Ihsurence company underwriting business in Australia and New Zealand.
Tie branch underwrites all business in New Zealand and none in Australia.

The company has developed a strong, centralised risk managemenl and policy framework, desgned o ensure
consistancy of appreach acrcss a numbar of operational ectivities, subject to the spacific requirementa of the local
markets, legislation and regulation. Such operational activities include underwriting, clalme management, actuarial
assessment of claims provigions and investment management. In addition, assessment of the nel outstanding
claima provisicn set at a company and subsidiary lavel ia subject to detailed head ciice review. The probabllity of
adequacy of the company's Insurance Habilites is measured by the company’s genior actuares.

The company makas estimatas and judgemsnis in respect of the reported amounie of certain assets and Labilities.
These estimates and judgemenia are detarmined by qualified and experienced employees with reference ko
historical date and reasoned expectations of future avanta, and are continually updsted. The key areas in which
eritical estimates and |udgements are applled are described on the following pages.
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QBE LENDERS' MORTGAGE INSURANCE LIMITED
New Zealand Branch

HOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2048

3. CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS {CONTINLED)

{A} OQuitstanding clalms provision

The branch's nel outslanding claims provision comprises.

. lhe gross central estimale of expected future claims payments;

» amolints necoverable from reinsyrers, bomowers and third parties based on the gross centrat estimake;

. & reduction to rafiact e discount o present vakie using isk-free rates of retbum o reflect he time vale of
money; and

. a rigk margin that refiects the inherent uncertainty in the net discounted ceniral estimate.

A net discounted cenlral estimate is intended to represent e mean of the distnbution of the expected fulure cash
fliows. As the branch requires a higher probability that eatimates will be adequela cver time, a risk mangin is added
to the nat discountad central £stimale o determine the cutstanding claims provision.

{ll Central sstimate
Tha provision for expected fuhire payments includes thoaa in tatation to elaims reportied but not yel pait; IBNR;
and estimated claims handling coats, being the direct and indiretl expensas incurmed in the setilement of claims,

The estimation of IBNR is generally subject to a greater degree of uncertainty than the estimation of the cost of
setiing claims already notied o the tranch, whare more information about the claims is generally available, The
lnger the delay betwesn the avedl giving rise 1o the claim and final claim setlemeant, the greater the variability
batween initial astimates of the k53 to be incumed and the final setiement amount, as a result of additional
financing and setdement costs incurred by the kender and changes in property valuations.

The branch's process for establishing the cenlral estimate involves extensiva censultatioh with internal and
extemnal actuaries, claims managers, underwriters and other senir managemasnt. This process includes regular
infernal cfaims review meetings attended by senior management and detailed review by an external actuary at
Irast annualfy, The risk management procadures related o the actuarial funclion are explained further in note 4,

The determination of the amounts that the branch will ultimalely pay for claims anising under ingurance contracts

involves a number of eritical assumptions. Some of the uncartainties impacting these assumptions are as follows:

. changes in pattens of claims ingidence, reporting and payment;

. volatilty in the estimation of future costs during the time that elapses before a definitive determination of the
ultimate claims cost can be made;

- changes in the legal envirgnment, including the inferpretation of liability (aws and the quantum of damagas;
and

= social and economic trends, for example hause price inflation, unemployment and interest rates.

The potential impact of changes in key assumptions used o the detemination of tha central estimals and the
probability of adequacy of the central estimate on the branch's prodit or koss are summarised in nale 2{AMiv)

Centra! estimates are determined by rmeference o a vanety of estimation techniques, generally besed on a
elatislical analysis of historical experience which assumes an underdying patern of claims development and
payment. The finai selected cenral estimate is based an ajudgemental consideration of the results of each method
and qualiative information, for example:

* hislorical trends in the developmant and incidence of the numbers of defaults reporied, numbers of defaults
cured, rumbers of proparties taken inlo possession, numbers of such properties sold, numbers of claims
arising from these sales, and the costs of these claims;

. exposure detak, incfuding golicy counts, sums insured and various other characteristics of the borrowers
and tpans; and

- histercal and likely fulure trands of axpenses associated with managing elaims o fisalisation.

Caniral asimates are calculated gross of any non-reinsurance recoveries. Separate estimales are made of the
amounts recoverable from bormwers and third parties Hased on the gross central estimate,

The net central estimate is dmcounled at risk-free rates of return to reflect the time value of money. Detalls of the
key essumplions applied in the discounting process are summarised in nota 3{AN[ii}).
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QOBE LENDERS' MORTGAGE INSURANCE LIMITED
Hew Ioaland Branch

NOTES TQ THE FINANCIAL STATEMENTS
For the year anded 31 Dwcember 2016

3. CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS {COMTINUED)

{A} Quistanding ¢lalme provision (eontinued)

{ii Risk nmargin

Risk margins are determined by management and are held fo mitigate the poterial for uncertainty in the cantral

estimate. The determination of the appropriale level of risk marghn tekes into account similar factors to thase used

o deterrnine the central estimate, such as;

- prior accident year claims development: and

- the level of uncentainty in the net discourted central estimate due o actuarnial estimation, dala quality issues,
variability of key discount assumptions and legistative uncertainty,

The measurement of veriability uses lechniques similar to those seed In determining the central estimate. These
mchniques determine a range of possible outcarmnes of utimate payrments and assign a likelihood 1o outcoimes at
different levels. These techniques use standard statistcal distibutions, and the measure of variabllity is refered
b as the coeliclent of variation. The polantial impact of changes in the coefficient of varafion assumgtions on the
branch's profit or loss is summarised in nole 3(AY V).

Both the Resanve Bank of New Zealand {"RBNZ") and the Auslrafian Prudentiat Regulation Autherity ("APRA"
require & probabiity of adequacy of 75% for the determimation of minimum capital. For Lhe actual probabilty of
adequacy appled at the end of the finandial year o the branch, refer io note 13{C)

The probability of adequacy is a statishical measure ¢f the relative adequacy of the culstanding Glaims provision
and is derved from the compadson of the risk margin with Lhe net discounted centrad esfimate. Using a range of
outcomas, it allows a determinabon of the probability of adequacy regresented by a risk margin. For example, a
0% probability of adequacy indicates lhat the outslanding claims provision is expectad for be adequate nine times
in fen. The sppropriate Ieve? of risk margin is not detarmined by reference to a Mived probability of adequacy.

{fili} Fimancial assumptlons tmed to determine the outstanding claims provision

Key variables
2018 2015
Sewerity {000} $2540 5.0
Claim rates 21.8% 27 7%
Coefficient of vadation 53.0% 531.0%

. Severily is a measure of the anticipalad claims cost;

. Clalm rate Is tha percentage of current defaults that are expected to becarme claims, and

. The percanlages adopted m the acluanal model ame determined hased on an analysis of hmslodcal
experience combined wilh actuana! and managemant judgament of fulure trends.

Discount rates
The company generally uses risk-free rates to discount the outstanding cleims provision.

The weightad average risk-free rates used to discaunt the cutsianding claims provision are summarised balow.

20185 2014
E) F)
Discount factor 1.8 20

Woaighted avarage term bo setilament

The relevant discount rate is applisd to the anticipated cash fliow profife of the central estimate, including related
recovaries, datermined by the reference b & combination of historical analysis and current axpectations of whan
claims and recovenes will be settled.

The weighted averape temn o sedement of the branch's nel oulstanding claims provision at the balance sheet
date is 1.4 years (2015 1.3 years).
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OBE LENDERS' MORTGAGE INSLIRANCE LIMITED
New Iealand Branch

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2016

3. CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS {CONTINUED}

{tv} Impact of changes In key variables on tha cutatanding clalms provision

The impact of changes n key variables used in the cateulation of the substanding claims provision is summarised
in the Lable below. Each change has been calculated in isolaticn from the other changes and ¢ach change shows
the after tax impact on prafit essuming that theie is no change o any of the other variables,

The sensitivities below assumsa that all changes directly impact profit atter tax. In practice, however, itis likely that
if the central estimate was to increase by 5%, at least parl of the increase may result in a decrease in the
approphiate level of dsk margins mther than in profit afler Bx, depending an the nature of the change in central
astimala. Likewise, if the coefficient of varialion were o intreape by 1%, it Is possible that the probability of
adoquacy would redues from s current leved rather than result in a change o net profit afler income tax or o
equity.

The impact of a change in inkerest rates an profit after ex due lo market value movements on fiked intergst
sacurities is shown in note 4{D)[il}.

Profit {Loss)?
Sensitivity 2016 2015
% $ $
Severity +20 {53,247) {175,223}
-20 53,217 175,223
Clakm rates +24 {50,153) {166,247}
-28 53,272 172639
Discount factvs +5 s 1.125
5 {339 {1,128}
Coeficient of variation +20 {11,047} {38.451)
=20 11,047 36,451

" Mat of tax at the prima facie rata of 28%.

{B} Llabilty sdequacy teat

At each belance sheet date, the adequacy of the uneamed premium kability is assessed on a nat of reinsurance
basis aganst the present value of the expected future cash flows refating to potential future claims, plus a nisk
margin I reflect the inherent uncertaimty of the central estimate (nole 14{CY). Future claims are Lhosse claims
expesled to arise from claims avents occurning after the balance sheel date. The assessment is camed out using
the same methods described in note AL

NZ IFRS 4: Insurance Contracts requires that this tast be camied out at the tevel of a “portialic of contracts that
are subject to broadly similar risks and are managed together in a single portfolio®. As NZ IFRS 4 does notexpkcitly
define “broadly similar risks” or "'managed together as a singke portfolio”, and the branch is a mongline insurer, the
branch has interpretad these kerms o represent the entire portfolio.

{€} Unearned premlum liabilities and defarred Insurance eosts

Ag highlighted in note 1, premium is earned and insurance costs recognised based on the term of the polices
witten and the likely pattem in which sk will smenge over thal term.  An actuariz] analysis of the emergence of
risk over the life of a palicy is gerformed annually and is used to derdve an gaming paltern for each underwriting
year. Premium is eamed and insurance costs recognised in accordance with these patterns, adjushed for policy
terrminatiens.

During the year, in accordance with accounting standards, Lhe company reassessed Lhe expected patter of risk
emergencae over Lhe life of its portiolio o reflect updated claims experience. An actuanai analysis concluded there
were no changes {6 the eaming pattern for 2018, as such & release o Lhe unearned premium liability was not
recognised {2015, $236 773}

4, RISK MANAGEMENT

QBE Group's risk management policy, strateqy and Framework sme ambedded in the head office function and in
aach of the divisicnal operations, ensyring a consistant approach o managing fisk across ha organieation. The
baard annually sporoves a comprehensiva fisk management sivategy, and a retnsurance management sirategy
{"REMS™), boihi of which are odged with APRA,
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GBE LENDERS' MOCRTGAGE INSURANCE LIMITED
New Zealand Branch

NCTES TC THE FINANCILAL STATEMENTS
For the year ended 21 Decamber 2016

4. RISK MANAGEMENT (CONTINUED)

Risk management for the branch is managed by the company.

As a member of the QBE Group, the company hae adopted the rick managemeant policy of QBE Group where

applicable. The company's risk management chjeclives are lo:

. achieve competitive advaniage through better undemetanding the risk snvironment in which the company
cpemples;

. optimise risk and more effectively alocale capital and resources by assessing the balance of risk and
reward; and

. avold unwelcome surpdisas by reducing uncerlainty and volatikty.

'tis QBE Group's policy 0 adopt a rigorous approach ta managing risk throughout the QBE Group of entities. Risk
management is a continucus process and an integral parl of guality business managemant. QBE Group's
appfoach Is to integrate risk management into the broader management processes of the organisation. It e QBE
Gioup's philezophy to ensure that risk management is embedded in the business and that the risk makers or risk
takars are ihemselves the sk managers. Specifically, lhe management of risk must occur at each paint in tha
business management cycla.

Risk manegameant 15 a kay part of the company's govemance structure and stralegie and business planning. It
underpins the setling of limits and authorilies and it 15 embadded In the monitoring and evaluation of pardormance.
This holistic approach to risk management allows afl of the GBE Group's risks o be managed in an integralad
manner,

GQBE Group's globa!l nsk management framework sels out the approach to maneging key riske and mezting
stralegic objectives whilst taking into account the creation of value for our shamsholders, The framework is made
up of complementary elements that are embedded throughout the business managamant cycle and culture. Key
aspects include: governance, risk dappetite and tolerance, delegated authorities, risk policies, measurement and
modeling, risk and control salf-assessment, risk treatment, oplimisation and ongeing improvement through
maragement action plans and risk and performance monitaring.

A furrdamental part of the QBE Group's avergll rigk management strategy is the effective governance and
management of the risks that impact the amount, timing and uncarainty of cash flows from insurance conwacts.
The cperating activilies of the company expoae it 1o riske such as markat risk, credit risk and Eguidity risk. The
QBE Group's risk management framework recognisas the unpredictabiity of financial markats and seeks to
minimise pobential adverse effacta on its financial perdormance. The company has established internal controls ©
manage sk in the Key argas of exposure relevant W ks busingss.

The company's fiek profile is described under the ollowing broad rigk categones:
Strategic risk

Insurance risk

Credit risk

Markat rigk

Liquidity risk

Operational risk

Group risk

Each of thase is described mora fully in sections {A) to (G) below.

{Aj) Strategle risk

Sirategic risk refers to the current and praspectiva impact on earnings and/or capital afsing from strateqgic business
decisions, implemantation of decisions and responaivenass to external changa. This includes risks assodated with
bueinesa strategy and ehange, invesiment strategy and corparate governange. O paricular rekevance is capital
management risk,

{ii  Capital managemant rigk

The company ig suljecl to extensive prudential and other forms of regulation in the jurisdictions in which it conducds
business. PFrodential ragulation la ganarally designed to protect tha policyhokdera. Ragulation covers 8 number of
areas nclwding sohency, change in control and capilal movemeant imAdatians.,
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4. RISK MANAGEMENT {CONTINUED)

The regulatory envionments in Australia and Mew Zealand continua (e avolve in rasponse o ecénomic, political
and ndustry develspments. QBE Group works closaly with regulators and moniters regulatory developments
acrogs its global operations o assess heir polential impact on its ability to meel solvency and other requirements.

I Mewr Zealand, the Infurance {Prudential Supervision) Act 2010 provides the RBNZ requlaiory authorily over
irsurance companies. The branch hias been given an exempticn frem comphance with the Mew Zealand solvency
requirernants on the basis of the company’'s compliance with the APRA sclvency stendards.

{B} Insurance risk

Insurance risk is the fisk of fiuchuations in the Yming, frequency and severity of insured events and claims
soltlamenis, relative to expectations. This includes undarariting, insurance concentratons amd resanving and
reinsuranca. The risks inharen i any single insurance contract are the possibility of the insured event accurming
and the uncantainty of tha amount of the resulling claim. By the very nature of an insurance contract, these risks
are random and unpredictable for a single contract. In relation to the pricing of individual Insurance ¢ontracls and
the datermination of the level of the outstanding claims prewision in retation to a portfolio of insuranca cantracts,
the principal risk is that the uttimate claims payments will exceed the sarrying amount of the provision estabished.

Expeniance shews that the lamer the portiolic of similar insurance contracts, the smafer the refative variabifity
arourdd the expected outcome will be. In addition, a more diversibed insurance and reinsurence qroup is leas likely
t be affectsd by a change in any one specific portfolie. The company hes devetoped its underwriting strategy o
divergify the type of lnsuranca risks accepted and, within aach of these categories, 1o achieve a sufficiently tame
population of risks 1o educa the variability of the expected outcome.,

CBE Group has established the following protocots to manags its insurance risk across the underwnting, chRims
ard actranal disclpines.

{}  Underwriting rishs

Selucilon and pricing of Haka

Tha branch provides lenders' morigage insurance {"LM1“) in New Zealand. In 2013, Lhe branch ceased undemriting
new policies,

LMI insures tha tender should the bormower default on repayment of e foan, and covers the remaining koan
balance, plus salling costs and expenses, following the application of the preceeds from the sale of the securily
propeity.

LMI is eharaclerised by coverage of 100% of the loan amount however, insuranca coverags may alsa be “top
cover', where the total loss (incduding expenses) is paid up toa prescsibed perceplage of the ofiglnal kean amount,
Typical top cover in New Zeatand ranges fwm 20% to 30% of the ariginal Inan amaunt.

Key risk mitigation policies and procedures comprise,

. the pricing mode! measures return on capital and reflects risks on a leng lerm cyclical perfemance basis
for both standard and new products. Pricing tables are set according to appropriate sk characternistics,
such as type of product, loan amounts and kan to valuation catio;

. standard insurance agreements and documented underaviting policies and procedures are in place with
allocation of detegated authordty feveis to approve applications; and

s quality assurance reviews of underwriting ang claims management are conducted on a regular basis,

(B) Insurance rsk {continued)

(i)  Underwriting rieke (continued)

Concentration risk

Concamdration fsk is the sk of exposure due o concentration of aclivity i certain geographical localions,
indushies or coumlerparties. The company operates throughout Al regions in Australia and Mew Zealand ard
therefore has limied geagraphic concentration risk on insurance contracts; exposures are manitored bat net imided
by regian. Tha branch anly insuras aks in New Zealand. Limils, such as those placed on maximum aggregate
axposures o individual borrowers and per property, are contained in underariting policles and are embedded in
syslerms and procEssas,
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4.  RISK MANAGEMENT {CONTINUED)

The company is exposed to ihe poseibillly of very l2roe kosses from economic events such as a significant increase
in regicnal or naionwide uremploymeni kevels, weakening in house prices, or a significant increass in interest
rates over a short period of time. The campany caloulates its insurance concentration risk charge ("ICRC™, which
s the estimated maximum net toss from significant econamic events wilh an approximate return peried of 200
years {2015: 200 years}. The ICRC must be kaa than the company’s cencentration risk tolerance; otherwise, stepg
such as Lhe purchase of additional reinsurance are taken to limit the exposura. Ae at 31 December 2016, the ICRC
was AUD 4B0.6 million {2015: AUD 758.9 millian} before t2x benefit, which was less than the risk tolerance.

{ii} Clatms management and claime astimation rigks

The comparty’s agproach Lo debermining the outstanding daims provision and the related seritivities are set out

in nole 3 The compeny seeks 1o ensure the adequacy of s outstanding cleims provision through the

Implementstion of the fallowing controls:

. experienced claims managers operate within policy and within the levels of sulharity delegaled to themn in
respeci of the setllement of claims;

. processes to ensurae that all defaults are captured and updated on a timely basis and with a realistic
assessment of the ultimate claims cost;

. initial IBNR estimates are sat by experienced internal actuaries in conjunction with tha product managers
and underwriters for each class of business in vach business unit. The valuation of ihe central estimate is
primarily petfermed by actuaries who are not involved in the pricing function and who therefore provide an
independent assessmant:

. the determinabion of the risk margin & performed by senior management and the board wilh input from
senior actyaries; and

. the outstanding claims proviskon is 2ssessed regulary by senior management and is reviewed by the
extemnal Appointed Actuary at least annually.

Despite the rigour involved in the establishment and review of the outstanding claims provision, the provision i
subject 1o signficant uncertainty for the redsons set out in note 3{A).

(C}  Credit risk

Credit rigk is the nsk of default by transactional counterparties ag well as the loss of value of assete due o
deterloration in credit quality. Exposure to sredit risk results fem financial ransactions with securites issuers,
customers, morlgagesas and reinsurers.

The company's cradit risk arises mainly from investment, insurance and reinsurance protection activities. The

following policies and procedures ara In place bo mitigate the company's exposura to credit sk,

. A QBE Group-wide investment credit riak policy is in place which defines what constibutes credit risk for
QBE Group and establishes bolerance kevels. Compliamta with the policy is monitored and exposures and
breaches are reported to the QBE Group investmant committes;

. Met exposure limits are set for mach counterparty or group of counterparties in relation to inveatmants, cash
deposits and forward foreign exchange expasures. The policy alse sets out minimum credit ratings for
Investments. The branch did not enter Into any forward foreign exchange contracta during the yeer; and

. QBE Group has siict guidelines cowering the [imils and terms of net open derivative positions and the
counterparties with which the company may transact The branch did not invest in derivatives during the
year,

{C) Credlt risk (continued)
{1  Cradit rek ariaing from insurance contracts
Credit risk arising from insurance contracts principally relates to the risk of default by the underlying borrowers.

Ag insurer, the company does not receiva access i the current credit quakity of performing insured laans but is
provided with datz on loans in defauit by insured lenders, The relevant LMI mastar policy defines "default” as the
bomrawer’s failure to pay when due an amount aqual to the schaduled monthiy mertgage payment under the terms
of the mortgage. Generally, however, the master pollcies reguire an insured ta nofify tha insurer of a default within
fourteen days of the end of the month when the total amount due is unpaid and in amears by moré than ninety
days. For reporting and intema! frecking purposas, the company does not consider a loan to be in default unt) it
has besn delinguent for thres congecutive manthly payments.
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4. RISK MANAGEMENT (CONTINUED}

Credit risk on LMI contracta is therefore principally managed up-front through the underwriling process, prior o
the acceptance of risk. The company has a centralised credit rigk lupclion that incorporates pricing, claims Habifty
midelling, credit policy, portfolic performancs reporting and analysis, end underwriting quality assurance.

Acceplance of credit risk is managed primarlly using two scorecerds. built on credit bureau data and company
partiolic history, Credit rules are uzed 1o suppodt these two scorecards. Tha cantralised credil risk unit manages
amd maintains the scorecards and a centralised underwriling pollcy and procedura,

Lenders usually coliect the single premium from a prospectiva borrower and remit the amount to the company;
generally, under a standard LMI palicy, premium payment 8 fequired before policy cover is incepted, which
ediminates credt risk on premiums receivable,

The company d¢oes nat held any collateral as security against ils exposures. however, in the event of a claim by
tha lander, the lender’s rights as mortgagee are assigned to the company.

[iiy Investment counterparty credit sk

The company's principal exposure fo credit Ask from financial instruments arises from the company's hokdings of
fized and fcating interest ate securities and shorl term meney market securitias. Additional credit rizk arises in
respeci of cash holdings and trade and other receivables. The branch's principal sxposures relalad to cash.

The foliowing takle provides information regarding the aggregate credit risk exposure at the balance sheel date in
respect af the major classes of financlal asseta. Trade and other receivabias are excluded from this analysis on
the basis that Lhey comprige of smalker credit sk iterms which generally cannot be rated and are not individually
material, The analysis classifies the assets according to Standard and Poor's counterparty credit ratings. AAA
{2015, AAA) is the highest possible rating. Rated assels falling culside the rarge of AAA to BBB are classified as
speculalive grade.

Cradi Rating
AAR AA A BBB Spaculative Mot Rated Tolal
5 ] ] 5 $ $ $
Axn at 31 December 2016
Cash and cash eguivalents - - 1,571,358 - - - 1,571,358
As at 31 December 20135
Cash and cash equivalenis - 445021 - - - - 445 021

The camying amount of the relevant asset classes in the balance sheel represents the maximum amount of credit
exposure,

Mone of the branch's financial assets are past due or impaired or have tarms theat have been renegotiated and
would ctherwise have been past due or impaired (2015: nil).

{C} Credit Aak (continued)

{il} Reinsurance countarparty credit risk

Reinsurance risk management is lhe process of transferring insurance risk to another insurer for a price. The
company reinsures a pertion of risks underwritten o control exposure to insurence loases, reduce volatility and
protect eapital.

The company's strategy in respect of the selection, approval and menitoring of reinsurance arrangements is

addrassed by the following protocols:

. reinsurance is placed in accordance with the requirements of the company's REMS and security commiltiee
guidelines;

. remsurance amangements are regularly reassessed ko determine their effectiveress based on cument
exposutes historical and potential fulure losses and the compeny's ICRC; and

" exposure to reinsurance counterparties and the credit guaiity of those countarparties is actively monitared.

The branch has no ginsurance recoveries receivable on paid of oulsianding claims at 31 December 2016
(2015; nid},

18




QABE LENDERS' MORTGAGE INSURANCE LIMITED
Mew Fepland Branch

HOTES TO THE FINANCIAL STATEMENTS
Far the year ended 31 December 20115

4. RISK MANAGEMENT {(CONTIMUED)

{D} Market risk

Market risk m the risk of varability in the value of, and retumns on, investments and the risk asscciated with
variahility of interes! rales, credit spreads, foreign exchange rates and economy-wide inflation on both assets and
tiabilities, excluding Insurance liabilites.

Market rish comprises three types of risk: currency fisk {dus to fluctuations in foreign exehanga rates); mterest rate
rigk (due o fiuctuations in market interest rates); and price nsk (due to fluctuations in market prices). Within each
of these calagorias, risks are evaluated before considering the effect of mitigating controls. The exislence and
effectiveness of such miligating controls are then measured to ensure thal residual nigks are maintained within the
company's sk appetits.

{0} Currancy risk

The campany’s exposure {2 cumency risk penerally arises as a result of the transiation of foreign currency amaunts
back to the fundlional currency. The branch’s expasure to curnancy risk generally anses in respect of amounts due
from or payable iv refated panies denominaded in Auslralian detlars. Foreign cumrency balances are aclively
menimmed and exposunes kept to acceptable lavels,

{ii} Intereat rate rak
Financial instruments with a Aoating rate interest rate expase the comparry 1o eash flow interest rate sk, whereas
fad interest rate instruments exposs the company o fair value interest rate risk.

QBE Group's dsk management approach is 1o minimise inemst rate risk by actively managing investment
portfclios to achieve a batance be'ween cash Aoy interest rale risk and fair value interest rate risk. The company
predominately invests in high quality, Hqui! intereat-bearing securities and cash and may use denvative financial
inslrurments ke manage the interest rate risk of the fived interast partfolio. The risk management processes over
lhese derivative financial instrumeants include ¢lose sentor management scrutiny, including appropriate board and
ather management reporting. Dervatives are used only for approved purpases and are subject tp delegated
authority levels provided to management. The lave! of derivative exposure is reviewed on an ongeing bhasis.
Appropriate segregation of duties exists with respec! o derivative use and compliance with policy, linmts and other
requirements is closely monitored.

The claims praovision is discounled to present value by reference to fisk-free interest rates, The company is
Lrerefore exposed o potential underwtiling result volatiity as a result ol inlerest rate movements. The company
hras a policy of mainleining a relativaly shor duration for assets backing policyhokders” Rinds in order to minimise
any potential yolatility affecling insurance profit.

(D} Market risk {continued}

(1} Interest rate Ask {continued)

The conlracthial matrity profile of ihe branch's interest-bearing financial assets, and hence its exposure o imenest
rata risk, and the effective walghted average interest rate for interest-bearing financial assels is analysed in the
table below. The bk includes inveslments at the maturity date of the security.

Interest bearing financial assete maluring in
Tyear 1to2 2i03 dtod 4B overs

orlegs vyears yoan YOAra  YAATE  YyoaATR Total
Ak at M December 2016
Floating rate {$} 1,571,358 - - - - - 1,571,358
WE'!ghtad average interest rale (%; 1.37% - - - - - 1.37%
As at 31 December 20115
Floating rate {$) 445 021 - - - - - 445 021
Vueighted averags interest rate {%;} 1.55% - - - - - 1.55%

Movements in interest rates Impact the inferest income on interest-bearing financial assets and therefore impact
reported profit after tax. The impect of a 0.5% increase or decrease in interest rates on interest-bearing financial
assets gwned by the branch at the belance date Is shown in the fable below,
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4, RISK MANAGEMENT {CONTINUED}

Profit {Loss)
Sensitivity 2018 z015
% % §
Interest rate movement +0.5 546587 1602
Interest-bearing financial assets L5 {5,657) {1,602}

1 Net of tax of the branch's prima facie rate of 28%.

{Hi} Priceriak

Prica risk is Lhe rigk that Lhe fair value of future cash fiows of a financial nstrume will fiuciuate because of changes
in market prices (other than those arfeing from interast rate or currency risk), whether thase changes am caused
by factors specific to the individual financial instrument or its issuer, or factors affecting all simitar firancial
inshrurnents iradeéd on the market.

The branch had no price risk at the end of either the current ar prior finaneial year.

{E} Liquidity ek

Liquidity risk is L risk of insulficient liquid asset v maet labilities as they fall due to policyholdens and other
ceditore. This includes the risk asscciated with aszet and liabikly managament. The key objeclve of the
company's asse! and labilily managemen! slrategy is {0 ensure sufficient quidily is maimtained ai all imea o meet
the company’s ebligations inchuding ils setdement of nsurance liabilties and, within thesa parametears, to optimise
invasiment ratums for policyhoiders and shareholdars.

Liquidity must ba suffcient ta meet both planned and unplanned cash requirements. The nature of the business is
that cash i recaived by way of single premiums at the incephion of insuranca esntratts and is nvested o fund
fulure claims. The company is axposad to liquidity risk mainly through its obligations lo make payments in relaion
to its insurance activities.

In addition ko treasury cash held for warking capital requirements, and in accordance with the company's liquidity
poliey, a minimom parcentage of investments and cash {s held in liquid, shod-term money market securities o
ensure that lhere are sulficient kquid lnds availabis o meet insvrance and invesiment cbligations. The company
tras a strong liquidity position. The malunity of the branch's interest-beardng financial assels & included in nola
(D) i

Surplus cash flows are transferred o the company in Australa, ard conversely cash flow deficits, if any, are
supponed by the company.
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4.  RISK MANAGEMENT (CONTINLIED}
{E} Liguidity risk {econtinued}

The follcwing fables summarmse the contractual maturity profile of certain financial liabitiles based on the remaining
contractual obligations.

1 ysar 1t03 1t0 3 Over 5
ot less yoars yeaars yoars Tatal
3 $ 5 $ $
As at M Decembaer 2018
Trade and other payables 78,858 - - - 78.858
Az at 31 December 2015
Trade and other payables 27.265 - - - 27,266

The branch has no significant sohcantration of liquidity nisk.

The malurity profile of the branch's net outstanding claims provision is anatysed in note 13(B).

{F) Oparatisnal sk

Cperational risk s Lne risk of financial kwss rasuliing from inadequate or failed intemal processes, peapls and

systemns or from external events (including legal riek). The company manages eperational risk withm the same risk

management Famework as its other risks. The rfisk assessment and monitoring framework involves on-going:

" identification and review of the key risks to the company;

. definition of the acceptakle level of risk appatite and tolerance;

- assessment of thase rigks throughout the company in terms of the acceplable level of risk {risk tolerance)
and lhe residual risk remaining after having considered risk eatment;

. asseasment of whether each risk is within the acceptabie levet of risk, or requires appropriale aclion be
iaken to miligate any excesa nisk;

. transparent monitoring and repenting of risk management refated matters ar a timely basie; and

» satting the audit universe and resulting intemat audit plan on a riek basis.

One of the comerstones of the QBE Group's risk management framework is the recruitment and retention of high
quality pecple who are entrusted with appropriate kevels of autonomy within the parameters of disciplined risk
management practices.

The company operates a syatem of delegated authorities based on expertise and proven performance, end
compliance is clasely monitered. Cther contrals include effective segregation of duties, acceas commls and
awthorisation and reconciliation procedures.

i3} Gmup risk

Group risk is the risk ko a division armeing specifically from being part of the wider QBE Group, including the financiat
impact and loss of suppon from the parest company.
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5. INCOME AND EXPENSES

{A} Income summary

2018 2015
£
Grosa earmned premilum revenue
Direct 1,293,381 2,482 742
41,263,381 2482742
Othar revenue
Reinsurance and other recovernies 385,254 76,508
Reinzurance commission revenue 131,637 -
516,791 76,808
Other Income
interest income I8 20,617
Ir.218 20817
Income 1,837,390 2. 580,287
{B} Expensea summary
2018 2015
3 %
Cutward reinsurance premium expense 1,112,508 363,340
(Gmss claims incurred {452,945) 502 402
Other acquisition costs 188 489 32130
Underwriling expenses 188.54G 208,758
Expenges 1,037,683 1,385,850
Profft before Income tax T88.687 1,184,437
da. CLAIMS NCURRED
(A} Claims Analysle
016 2015
$ 3
Gross cleima incurred and related oxpanses
Direct {452,B45) 502,402
Reinsurance and othar recoveries
Direct {102,471} (75.908)
Inward reinsurance {282,783)
Met clatms ineurmad {818,088) 425, 484
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(B} Chaims davelopment

Cuirrent year's chaims relate {o risks bome in the cument reporling year. Priar year claims relzte i a eassessment

cf the risks borne in all the previous reporting pericds and include releasea of risk marging as claims are pald. Refer
ta note 6{C).

2016 2015
Currant Prior Currant PHor
Year Yors Tatal Yoar Yenrn Total
$ $ ] ;] $ %
Groes clalma ncurred and
related expenses
Undiscounted 521,757 (986,633) {464 836) 1335704 (R32802y 503,502
Crisgornt {19.00) 21,984 14,981 {24,054} 22,564 {1,500%

511,794 (064,639} {A52,845] 1312650 (810,248} 502,402

Non-relnsurance recoveres

Undscounted (210,261) {180,747} {381,008} {23,282} (53,692} (76,974}

Discount 4,538 1,298 5,704 612 (545} &6
{205.723) (178,531} {385254} (22,670) {54,238} (76.908)

Net clalms incurred

Undiscounted 311,88 {1,167,380) {855.B44) 1313422 {886 494} 426928

Dlscount {5,465} 23,210 17,745 {23,442} 22008 {1.434)
ME07T1 {1.144,470% {8J8,099} 1,285580 {B54 488) 425, 494

The take-up of 45% quela share reinsurance amangement leg 1 a $83, 5% release of the ael central estimabe for

prior years, with the mmainder of the release & resull of betler than expected claims experience since the
Decembear 2015 valuation.

{C) Recenciliation of net claims incurred to clalms development table

The development of the net culstanding claims provision for the four most recent accident years is shown in note
13(E). Thix nete is a reconciliation of the amcunls incfuded in the bl in nohe G{B) and the curment inanclal yaar
movements in Lhe daims development tabie.

2015 2015
Cusmant Prior Current Prior
Year Yeans Tortal Yoar Yoars Taotal
3 ] $ 5 $ %

Mot undiscounbed claims
development — centrat estimale
{nota THEN 244 B8  [973AS0) (F2B,762) 1053018 (851440 4017578
Movament in &laims setthernent
costs 12,665 {23.378) {10,711} 30,185 {2%,205) Qa0
Movement in diseount {5465} 23,210 17,745 {23,042} 22,088 {1,434
Movement in risk margin 54 183 {170,554) ({118,371} 2302159 (205.848) 24,370
Net clalms incurred -
dscounted 306071 (1,144,170) (HIA085] 1289980 (A4 4851 425404
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7. INCOME TAX EXPENSE

{A) RsconchHlatkon of prima facie tax Lo income Lax expense

2Hs 2016

$ $

Profit before income tax 799,657 1,184,417

Prima facis tax payable at 28% 223,915 331,637
Tax eMect of non-temporary diffarences:

Noh allowable expanses and non-taxable Income . {46)
Prima facie tax adjusted for non-temporary differences 223,915 331,581
Cverprovision in prior year 45 -
incomae tax expanss 223 980 331,591
Analysed as folkows:

Cuirent tax 276,977 421558

Deferred tax (53,062) (89,987)

Chverpravision in prior year 45 -

223,860 3 5081

Deferred tax credit comprises:
Deferred tax liabillas recognised in profit or loss {53,062} (89.967)
{53,082) ¢B9.067)
8. CASH AND CASH EQUIVALENTS

2014 s

$ $

Cash al bank and an hand 437,294 333,842

Dwvarnight money 1,134,064 111,178

Cash and cash squivalents 1,571,158 445 021

Amgunts in cash and cash equivalents are the same as those included in tha cash Aow statement

Cath and cash equivalents include balances readily converlible to cash. Al balances are held o service nommal
operaticnal reguirements.

{A) Reccnciliatlon of cash flows from operating activities to profit after income tax

2018 2015
] $
Cash fiows from operating aclivities (2,177,248) {1.890,771)
Decrease (increase) in net oulstanding claims 566,553 {66,656)
Decrease in ungamed premiums 1,293,381 2,464,402
Increase in unearned reinsurance commimgsiaon {151,449) -
Increase [decrease) in deferred insurance costs 480,629 {321,310}
Increase in non-reinsurance recoyveries 275,580 2.130
Increase (decrease) in frade and other recetvables 113,853 {50 BAE)
{Increase} decraase in trade and ather payables {51,582) 39,9482
Decrease in deferred tax liabilities 53,062 40,987
Decrease in amounts due tax authoritkas for cument Lax 172,978 565,878

Pmf after income tax 575,737 852 826
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Mew Zéalkand Branch

NOTES TO THE FIHANCLIAL STATEMENTS
For tha yaer ended 31 December 2018

9. TRADE AND OTHER RECEIVABLES

2016 2015

% $

Amopunts due from related paries 120,855 7,002
Trade and other receivables 120,855 7,002
Armounta maturing withine 12 months 120,853 7.002
Amounts maturing in greater than 12 months - -
Traca and olher eceivables 120,855 7.002

{&) Fair valus
Cie to the short term nature of these raceivables, their camylng value is assumed io approximate thair fair velua.

iBy Risk
The maximum exposure to credit risk at the reporting date is the fair value of each class of receivables. Mo

recalvables have been pledged by the branch as collateral for liabilities or contingent liabifitles. Ne receivables
Are past due or impaired (2015: nil}.

1. DEFERRED INSURANCE CO3TS

2016 018

$ $

Deferrad reinsurance premium 570,128 -
Deferrad acquisition costs 166,854 356180
Deferred insurance costs 838,818 356, 184
To be expensed within 12 months 399,158 169 343
To be expensed in qreater than 12 months 437,621 186,837
Deferred insurance costs 834,819 355 180

DEFERRED REINSURANCE DEFERRED ACQUISITION

FREMIUM CO8TS
2016 2015 2018 2015
H % $ %
At 1 January - - 358,180 877 A0
{oats deferred in financial year 1,252,149 - - -
Amortisation of costs deferred in current and
preniicus financial years (562,021) - (185,008 (300, 218)
Additional (release) deferral - - {4,481} {21,092)
At 31 Decamber 870,128 - 166,681 358,180
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LBE LENDERS' MORTGAGE INSURAMNCE LIMITED
New Zealand Branch

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2018

11. DEFERREL INCOME TAX

2016 2015
$ $
Deferred tax liabilllles 48,874 89,738

{A) Tax jurisdictlon
The brarch qualifies as a permanent establishment for New Zealand tax purposes, and consequantly lodges
imcorme tax retems and pays income tax in Mew Zealand as though it wane a separate entity,

{B} Deferred tax liabllHles
{i}  The balance comprises emporary differances atiribulable Lo

2016 2011%
: ] 5
Amounts recognlesd in profit or loas
Insurance assefs 48674 89,736
48,074 93 75
Deferrad tax Habllitles as follows:
Payable within 12 months 22225 47 182
Payabla in grealer than 12 months 24,408 52544
48 574 449,736
{i} Movementa:
2018 15
% 3
At t January 99,738 189703
Amaunts recognised in profit or toss {53,062} (8G.5947)
At 31 Dacamber 48,674 #9.735
12. TRADE ANMD OTHER PAYABLES
2018 2015
$ $
Amounts du= to retated enlities 15 B892 14,215
Other payables 62,966 13.051
Trade and gther payables 78,858 21,2668
Amaounts payable within 12 months T8 858 27,286
Amounts payable in greater than 12 menths - -
Trade and cther payables 78,858 27,266
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QBHE LENDERS' MORTGAGE INSURANCE LIMITED
New Zealand Branch

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2016

13. OQUTSTAMDING CLAIMS
A}  Net cutstanding clalms
2016 2015
5 $
Gross oulstanding claims provision 529,949 G801
Hisk_margin 1 BE.EEB 253,129
Cutstanding claims 668,707 1,233,280
Mon-reinsurance and other recoveries on outstanding claims {300,487) {24,927}
Net outstanding ciaims provision 388,220 1.208333
Analysed as follows:
MNet undiscounted central estimabe 236,304 980,35,
Discount (7,402 [25.147)
Net discounied central astimate 289,502 955,204
Risk margin 76,718 253,128
Net outstanding claimz provision 366,220 1,208,333
Gross undiscounted central estimale $31,190 a82.6562
Claims setllemeni coets 12,587 23,298
543,777 1,005,550
Discount to present vaiue {13,828) (25819}
Gross discounted central estimale 529,943 880,11
Payable within 12 manths 259,929 522 025
Payable in greater than 12 months 270,020 458 106
Gross discounted cantral estimate 529,249 980 131
Hon-reinsurance recoveries on outstandng claims 308,913 25559
Discount to presant value {6,426} {672}
Hor-reinsurance recoveries on outstanding claims 300,457 24,927
Fayabke within 12 months 117,834 13,275
Payable In greater than 12 months 182,553 11.652
Non-reinsurance recoveriea on outstanding claims 300 497 24,927
{81 Maturlty profile of net outatanding claims
The expecied maturity of the branch's net outstanding claims pravision is analysed below:
1 year 1i0 2 2to 3 Jtod dtos Owverl
or legs years yoamn years YBAre yeam Total
5 $ 5 $ § 5 ]
At 31 Decomber 2048 179,628 111808 43,502 15,353 8,668 f,162 366,220
At 31 Decembar 2015 643,568 351274 124,038 43 548 19,098 28,813 1,208,333

(Cy Riak margine

The procesa used o dalarmine rigk marging re explained in note JANK) and delails of the risk-free discaunt mbes

adophed are set out in note KA.

The probability of adequacy at 31 Decamber 2018 2 75.0% {2015: 75.0%) - 75.0% 13 a recognised mndustry
benchmark In Mew Zealand and Australia, being the minimum probabilly of adequacy reguired for licensed
insurers by RBNZ and APRA. The risk margin included in net outelanding claims is 28.5% (2015: 25.5%) of the

contral eslimate.
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QBE LENDERS® MORTGAGE INSURANGE LIMITED

Moyw Zoaland Branch

NOTES TO THE FINANCIAL STATEMENTS

For ihe year ended 31 December 2016

13. OUTSTAMDING CLAIMS (CONTRNUED)

{D} Recongiliation of movemant in outstanding claims provision

016 2015
Gross  Recoverles Mat Gmoes  Recovaries MNet
] ] ] ] 3 %
Al 1 January 1,233,260 24,927 1,208,333 1,166 584 22 797 1,143,787
ncrease in nat claims mourrad
in cumreant accident year 511,794 205,723 b6 071 1,312 650 22670 1,289,680
Mavement in prior year claims
prowision {2B84,538) 178,531 (1,144, 170) {810,248} 54,238 (564 426)
incumed claims recognised in
profit or loss (452,845} 385,254 836,008 502 402 TE.808 425454
{>laims payments {113,708} {109 694} {4,014} (435, 736) {74, 7787 [360,558)
At 31 December 686,707 300,487 366,220 1,233,260 24 927 1,208,333

{E} Claims developmant - undiscounted roet central sstimata
Met undiscounted cantral estimate of outstanding claims for the branch for the four most recent accident years,

2z 8
prior years 2013 2014 2015 216 Tertal
] $ $ % $ %

Estimala ¢of net ulimale claims
coslt:
Al end of accident year - 1114047 1505848 1.063.019 244 6RY 3821559
One year later - 897 637 1,064,384 284 758 - 2246779
Two years later - 797,452 856, 455 - - 1763047
Three years later - FH7 482 - - - 797 452
Cument central estimata cost for the
four most recert accidant years - 797 452 065,455 284 758 244 887 2,293,302
Cumulative net ¢lalms payments 10
dale - 797,452 066,495 201,242 43 885 2009074
Net undiscounted central estimate - - - B3516 200802 284318
Drscount to prasent value {7,402}
Net risk margin 76,718
iaims settlemenl costs 12,586
Met gutstanding claims 366,220
Net central estimate development
increase (decrease) in the year {107 298} - {37859y (768 261) 244 BT  (T28.762)

A reconciliation of the net claims development in tha table above b net incurred claims in the income statement is

inchuded in note §(C).

The development of claims from prior accident years was better than expecied at 31 December 2018, leading o
an overall release of the central estmate for prior years of 3537 445, The majarity of this rekease related ko the
201% accidant year primarily as claim valumes exparsnced wens lower than anticipared at 31 December 2016,

Uncartainty surrgunding claims development for the pompany is materially resalved within four years, and for the
branch the accident years 2014 and prior are fully deveioped - no undiscounted central estimate is considered
necessary at 31 Decamber 2015 in respect of remaining defaults (2015 accident years 2043 and prior).

Conditions and trends hat have affected the development of the liabilties in the past may, or may rot, eccur in
the future, and accordingly. conclusions about lfure results may not necessarily be derived from the informaton

presenied in the tables,
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QBE LENDERS' MORTGAGE INSURAMGCE LIMITED
New Zealand Branch

HOTES TO THE FINANCIAL STATEMENTS
For Lhe year ended 21 December 2016

14. UNEARMNED PREMIUM

iA} Ursamed promium

2016 2015

5 )

Al 1 January 2,782 554 5 268 056
Earning of premium wrilien in previaus periods (1,293,381} {2,247 629)
Relzase deferral (note 3ICH - (236, 773)
At 31 December 1,485,173 2782 554
Amounts o be eamed within 12 months 710,599 1,370,863
Amounts to be earned in greater than 12 months TT8,Trd 1,411 881
Unearned pramium ' 1485173 2,782 554

(B) HNelpremium liabilltias

2016 2015

$ 5

Lnearned premium 1,485,173 2,782,554
Lneamed reinsurance commission {note 14{C)) 151 448 -
Defesred insurance costs [nole 10) {836,813) {356, 1580)
MNet premium liabilities 303,803 2428374

{C) Unearned minsurance commission movemanls

2018 2015

5 3

Al 1 January - -
Deferral of commission on contracts wrilten in the financial year 282,986 -
Expensing of commission written in previous periods and current peried {131,537} -
Net pramium Kabilities 151,448 -

{D} Expected present value of future cash flows for future claims including risk margin

20146 2018
$ 5
Undiscounted central sstimate T4.4681 174 918
Discouni ko prasant value {24,117) (72,038
50,344 102 881

Rigk margin 20,137 41153
Expected present value of net fulure cash flows for future claims including

rigk margin 70,481 144 034

{E} Llablity adequacy test

The probability of adequacy of the uneamed premium liability may differ from the probability of edequacy of the
cuilstanding claims provislon. The reason kor the diffarence is that tha former is a benchmark used anly to test the
sufficlency of net uneamed premium liability whareas the latier s a measure of the adequecy of the outstanding
claims provisien actually carigd by the brench.

The applicatinn of the liabilty adequacy te8t in respect of the ned uneamed premium lisblities identified a surplus
at 31 December 2018 and 2015,

(Fi Rlsk margin
The proceass used to delarmina the riek manging is exphained in nohe (A,

The rigk margin in expected net future cash flows for future claims as a percentage of the discounted central
estmate is 40% (2015: 40%).
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QBE LENDERS" MORTGAGE INSURANCE LIMITED
MHaw Xealand Branch

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2016

15. CAPITAL RISK MANAGEMENT
Capita! is managed at & company lkevel.

Az a member of the whally ownad group, 1he company has adopted the risk management policies and framework
of the OQBE Group. GBE Group's oblective when managing capitat is to maintain an optimal balance of detd and
equily in the capital stracture o reduce the cost of capital whilst meeling capital adequacy requirements, providing
secunty for policyhoklers and continulng 1o provide sufficient retums (o shareholders.

Where approprabe, adjustments ane made to capital levels in light of changes in econamic condiions and risk
charactertatics of the campany's activities, in grder {0 maintain or adjust the capital structung, the company has the
apban 1o adjust the amount of dividends paid to shareholders, retum capiial to shareholders, 155U new shames or
vary the level of sutward rainsurance.

The company is subject o, and compliea wilh, various externaly imposead regulatory capital requirementis. Thasa
requirements are designe<d to ensure a sufficient solvency margin is mainlained in amder to provide adequate
prolection for policyholders. In addiBon, the company aims to mainlain & skong credil rating and insurer financial
strengith rating, along with robust capital ratios in order b suppont ite business chbjectives and maximise
shareholder wealth.

The company reviews its capital shucture on an ongeing basls to optimise the allocation of capital whilst minimising
the cost of capital. Active management of the business and its capital fas enabled the company to maintain ds
msurer financial strength and credit rating, and has supported QBE Group's good eccass to capital markets when
needed.

Management monitors the company's capital leveds on an ongaing basis, with parbcular focus on the following

perfomnance indicalors which ware updated during 2018,

. The company s subject ko regulatory requirements that a minimum level of capital is maintained fo meeal
obligations to policyholders. It is the company's policy t© mamtain a capital base appropriate o its size,
business mix, complexity and risk profile which fully compkas with and meets or exceeds regulatory
raquiraments; and

. Insurer finandlal strangth ralings provided by the major rating agencies which demonstrate the company's
financlal sirenglh and claims poying ability.

in addition lo the management reporting and planning processes, the company has dedicated stalf across its
business unils responsibie for understanding the regulakory capital requirements of its aperations.  The quatity of
assels (particulady investments) hakd by the cosmpany 1s continuously monitored to ensure any polential issues
are idemlified and remeaiial agtion, where necessary, is taken to restore effective capital performance and levals.

16, SOLVYENCY

The 1able below discloses the solvency coverage for the company which includes the branch as caleulated under
the Augtralian APRA requirements,

2018 2015

AfNKs ARION"s

APRA prescribed capital amount 514,71 916,885
Capital surplus 280,613 537240
Solvency coverage 1.48 155

3



QBE LENDERS* MORTGAGE INSURANCE LIMITED
New Zealand Branch

NOTES TO THE FINANCLAL STATEMENTS
For the year ended 31 December X316

17. REMUNERATICN OF AUDITCRS

Audit fzes for tha company incorporate the New Zealand branch and are paid by the company. Amounts received
by the company's auditars are a5 follows:

2018 2018
_ $ $

Pricewaterhousel copers {PwC) — Australlan firm
Audit or review of inancial reports of the entity 575,362 525,352
Special audils required by regulators 152,026 152,985
721,88 878,337

The board believes some non-audit services are appropriale given the exlernal auditors knowledge of the QBE
Group. The company may engage the extemal apditor for non-audit services offver than the eacluded services
subjact to the general principle that fees for non-audit services should not exceed 50% of all Fees paid to the
external aydtor in any one finandat year, External tax services are generally provided by an actounting fmn other
thar the exiemal auditor, Consistent with prior pericds, PwC cannet provide the exciuded services of praparing
accaunting records or financial reports, assel or Fability valuations, acling in 3 management capacily, actingasa
cumtodian of aasels or acling as share registar.

18. CONTINGENT LIABILITIES

The branch had no contingent liabilities as at 31 Decembar 2016 {2015 nil}

18. CAPITAL EXPENDITURE COMMITMEMTS

The brarch had no capilal commitments as at 31 Decermnber 2046 {2015 nil}.

2). RELATED PARTY DISCLOSURES

{A) Parent and ultimate parent
The branch forms part of GBE LML, a company incorporated and domiclled in Ausdratia.

The company's ulimate parent s QBE Group. incorporated in Ausiralia.

{8} Traneattions with related parties
The following material frensactians occured with related parties,

2018 2015
1 $

Revenues
Managemenl fee received or raceivable from controlied antities 71,132 .
16 2015
5 3

Exzponzpa
Paymeants mada for manegement fees and cost allocations o related entilias 159,438 159,530
Payments mads for managenent fess and cost allocations Wb Heed Cflics - 11,952
Oulbvwards reinsurance premium {net of ne claims bonus) 1,112,508 363,340
Reinsurance claims pald to a controlled enlity {333,952) -
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GBE LEMDERS' MORTGAGE INSURANCE LIMITED
New Zegfand Branch

NOTES TD THE FINANCIAL STATEMENTS
For ihe year ended 31 December 2046

20. RELATED PARTY DISCLOSURES {CONTINUEL)

{¢1 Outstandingy balances arsing from franeactions with related parlies
The fallowing balances are outstanding at the reporting date in relation to bansactions with refated parlies:

2018 215
$ %
Assgln
Trade and other recoivables 120,855 7.002
Defermad reinsuranca premidm &70,128 -
Reinsurance and other recoveried receivable 266,609 -
Llabilitien
Trade and other payables 15,892 14,215
Uneamed reingurance commiskion 151,448 -

{D) Tarms and condhiona
Ali ransactions were made on normal eommercial termes and condiions and at market rates.

Cutstanding bakinces are unsecured and repayabla in cash.
{E} Other ralated party discioaures

All other malena! information required th be disclosed ynder the NZIAS 124: Related Farly Disclosures has been
inciuded in the financha! stalements as folows:

Reference
Trade and other receivahles MHols 3
Trade and cther payables MNota 12

1. EVENTS OCCURRING AFTER REPORTING DATE

Thera is, atthe date of these statermnents, fo other matter or sicumstance that has arisen singe 31 Cecember 2046
that has significantly affected, or may significantly affect.

{3  Lhe branch’s operations in future ancial years;

{i} theresulls of lhose operations in future financial years; or
fiiiy the branch's state of aalrs in future Anancial years.

22. CORPORATE GOVERMAMNCE

Information regarding the corporate governance policies, praclices and processas of OBE Group is available from
werw. groip g be comfinvestor-centre/comporale-govertance.

a3



[
L
=
=
-l
=8
=
o
[+ 1
o
- had
J
=
«J
24
=
w1
Z
L
-]
o




S a oM

-

B TERE - )

d88¢8

d8e83

Contents

{HE Ivrucance Groarp Limded Annual Bepord 2016
ABN 22008 485 (14

Section1
Performance overview

Chairman's message

2016 srrapshot

Group Chiaf Execative Cficer's report
Cur siraleglc agenda

Section 2

Business review

Graup Chief Fihancial Officecs report
Divisions at a glance

Maorth Amertcan Operatlons

businass review

Eurcpean QOperatlons buskiess review
Auslralian & Mew Featand Qperations
businass raview

Ernerging Markels business review
Equator Ra businass reviaw

Divisional cutlook for 2617

Section 3
Governance

Group Chlalf Risk Offcars repart
Board of directors

Group exacutive Commitiee
Cormpofate governance slatement

Section4
Directors’ Report

Direclors' Report

Section b
Finamclial Report

Finangial Report conlents
Fimanciai statements

Motag ta the financial slatemanis
Otrectors’ deciaration

Section 6

Other information

Independent auditors neport
Shaveholder information
Fimancial calendar

10 year pislory

Glossary of insurance terms

Al amoents [n this report are U5 dolfars unless ctherwise stated.

et

7
£

|
%

Ly oy
et Rlcmaag

S

Hofe bt .
A ..



Growing QBE'’

fundamental

value

QBE m=corded a 2016 financial performance at the better end of cur target range.

We believe this result is a milestone in the journey to delivering steady increases

in QBE's undamental value even in the face of challenging market conditions and

an increasingly uncertain global political environment. We are confident shareholders
will e rewarded as we work to further strengthen QBE's giobal franchise through

a relentless focus on underwriting excelience and operating efficiency together with

measiired custormer and partneried growth.

The marketf

The insurance market of 2818 continued o be
charactersed by surplus cepital with corrasponding
dowraward pressurs On pricing across most of the glabe,
paricutany in commercial ines, Daspite this dynamic,
indushy undarwiting profits have ganamally been suslaines
by relativaly low calastrophe claims coupled with continuad
pnigE accident year gaims releases and cost efficiancies.

The nearean pricing eutiosk is broadly flat in most
tarriories with the axcephion of Auskala, whera the
insurance marke! started to harden in mid-2016 following
a period of unsuslainable price daclines couped with
claims inflation. This means that as we laok forward to
2017, the "day ioh" for insurars of generating underwriting
profits is, as yet, no less challenging than a year ago.

Insurers are alzo grappling with 3 more uncarlain politicat
backdrop, This was avidenced in 2016 by increasad
anti-globalis slign sartiment and goncems over immigration
conmnbuting o the Bresit vote and boocsting suppar for
poputist politicians.

In the United Slales, proposed economic peliciss mglude
large fax cuts for individuals and businesaes, additional
spanding on infrastrocture and defence and new trade
barrers. Implementation of the Fresiden's poiicy
praposals woul lkaly provide & shorl-tarm economic
shirnulus, howavar, f enacled, hose policies may kad io
targe budgel daficits, ereating inflationary pressuras and
incraaned prassura on the Federal Reserve to ba more
aggressive in raising intarest rates.

Maamwhila, avidents is now ammenging that Britain's vola o
leave tha European Union is feeding (hraugh to the econsmy
of the United Kinpdaom in the foma of rising inffation,

Predicting the impact of poltical change and geopolitical
tangion is natonousty challenging, however, it is reasonable
to conclude that cumant uncertainty may conbibule ko
fore supporbve copditions for the insurance industny. | say
thig becauss, broadly speaking, thers ars bwa things that
make the operating landscape more favouratde fof insurers
— tFINSUrANCA prices ane incraasing or interest rates are
nsing. There are curishtly grounds far optmism on Both
fronts, Intreased inflation in Europe will inavitably placs
upwards pressune on insurance pricing, while the pace of
intarast rake increases in the United States may accelerate
s the Trump administration's impact on the economy
becomses chearer,

Whathar or not tha headwinds Faced by insurars in recent
yaars aase, | believe we have the right sirategies inplace
fo grow QBE's undarments! value without refiance on
rising interast rates or an improving pricing cycla. QBE
has a differantiated glotal franchise and our business
plans assume that the marksiplaca we see today is the
ona in which we will continua to operate.

20116 performance

Matwithslanding the chalanging sxtarnal envirenment,
I am pleasead ta report that OBE dalivered on our ptans
for the year with 2 financial result that was at the befar
and of our target range.



A notable aspect of the full year rasult was a substantial
irmproverment in the perfarmance of our Australian &

MNaw Zealand Operations in the second half of the year
Shareholdars will racall that we reported an unsabistactory
performance in ouwr Australian home market at the half
year, This resulted from cumulative phicing dadines
cotplad with heightarsed claims inftation in several
short-tail classes, exacerhated by deterioration in the N3YY
compulsory third party (CTP) scheme.

White it takes mare than a yoar f'or the X banefits

of corrective action to be reflectsd in financial results
onos & commitmant is mada {2 remediate an insurance
tusiness, tha Board is encouraged by the early prograss
rrada by Fat Ragan and the team in Auslralan & WNew
Zealand Operations, A carsfully evacyted plan to restong
pnicing to more sustainabla levels saw & 0.1% deciline

in Austratian prantium rates at the half year reversed in
short order such that a full yaar price increase of 1.7%
was recorded, including a 4.5% increase in the fourth
quarter. The eady benelits of heasa rate ingreases couvpled
with claims cogt intlighives can be seen in a maaningful
nprovamant in the division's combined operating ratia
between June and Decamber 2016,

Qur Morth American Operations, which welcomed Russ
Jehnston as Chief Exectitive Officer duning the yaar in

a seamless ransition fiom Dave Dudos, continuad on ity
trajeclery of performance improvement The divisicn s
benefiting irom portfolio rationalisation and a tighter kecus
on agre businesses, with the cngoing growth of Specialy
an impariant contnbutor o the resub.

Qur European Operations had another strong year

in a marketplace thet is increasingly difficult and our
Ernerging Markats business continuas to make progress,
adding meaningiully to our ke growth appoirtunitias.

We hawve a stated cbjective of achioving gross wiitlen
premiun growth of 3% per annum acress the eycle and
early in the year we anticipated that growth of around this
lavel would be achievable in 2016, Yvhile the target was
not uitimately achieved due 1o 5 combinabion of prodent
underwTiting in a chalienging marketplaca and our own
internal remediation initiativas, in our view this level of growth
remains a reasonable objective aver 2 planning eyals,

Qur Balance sheaet rernains in sxceallant shapa, a3 reflacted
in Standard & Poor's dacision in May 2016 1o revise the
rating culiock on OBE's core operating erntitios to "posiive”
from "statde”.

Morgover, it is pleasing to nole that we have now reported
five consacutive half years of positive prior accident yaar
caims devalopment,

Looking to the future

This is my third annual message as Chairman, hawing
leken on the role in April 2014 in the midst of a difficult
parind kor the company.

Reflacting an the progress that has baan mada ovar the
izst three years, it is apparent that the QBE of 2097 is

2 hugely different company from the one that | took over

as Chairman. Yet even in our darkest hour [ was confident
WBE had the ossantial atiributes required to raturp to baing
an industry leader. Impariantly, there was no queston of
QBE's solid underwriting DNA, the quality and commitmant
of our people ar the latent bancfits of baing one of oAly a
fandiul of tuly gicbal insurance Fanchisas,

Achioving 2 return $o stabla and prdiclabia eamings
raquired that we first meteh thess lundamental qualities
with a more robust balanpe shest while continiing to
transfarm the business to strengihen and Jdifferentiate
our global franchise,

The success that John Meal and his leam have achieved
it meating this challenge is reflacted in consecutive annual
resuts towards the batter end of our published targets

and a balance sheet that is in excellant shape, Only with
thia hard work complated did we have the forward visibility
ter 3ot out elear medium-tanm financial targets for QBE
atour May 2018 Investor Update. These targets covared

& ranga of malrics from grawth in gross wintien premium

o operaling expansa Savings, reirsurance cost savngs,
claims efficancy, roturn on equity and cash remittanceas,

erar Boamd recognised) this sirength in aur mid-year ackon
to increase the dividend payout ratic fo up o 55% of

cash prafits as weall a3 our recent action 1o adopt & share
buyback facility,

Importarly, QBE's transformation extends beyond
financial measures and | am delighted that in The last vear
we hawe atiracted three exceptional candidates o provids
stawardship at Boznd leval. Recant Board appeintments
include bwa of the insurance industiy's foremost leaders
of recent decades, Roif Toils and Mike Wiikins, Cur

thind new diractar. Kathy Liszon, brings a rare shillzet
spanning digital tachnology, cyber sacurtty, IT risks and
data analvlics that is essential to shaping cur company™s
strategic directian.

Your Baard ig also acutaly awara that thare is no room
for complacensy in tha insurance industry of 2017, Thaa
i5 5till werk to be done 10 ensure our giobal business

i5 oparating as efficiently as possible, whife the mmpact
of tochnolegy, including distuptive techinglogies, on the
insurance industny will only inefease in COming years,
Migra than $4 billion has been invasted n Insuctach
startups in the last twa years and we gre commitiad

o being at the forefront of industry davaloprients,

I'm delighted that Kathy Lisson is chaifing a new Board
comamittes focused exclusivaly on technology and
operatiunal transformation at GBE.

While there has besn a great deal of change at ABE

owar the fast threa years, one conslant is our camious
approach o the way we go aboul aur busingss, Whether
it's through the comprehansive rainsurance we buy of aur
rejuctance b go too far up e risk clrvs in oor investmeant
strategy, cur overnding goal is to daliver slable and
predictable eamings.

in cosing, T remain anthused and cplimistic about OBE's
ability Lo dediver high quality financial returns for aur
inveslors while fulfilling our mission for our customars
threugh an increasingly Lalented globa! workforcs and
beadership team.

W Marghon Backer
Chairman
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Group Chief Executive Officer’s report

Delivering results
through consistent
strategy execution

QBE recorded a strong 2016 financial result including an above target combined
operating ratic and an insurance profit margin towards the upper end of our target range.
This performance is testament to the strength and diversification of our global franchise
underpinned by a sirong underwriting cullure and supported by a high-quallty balance sheet.

It is pleasing to repart that in 2016 a1l key performancs madsures mproved, Excluding the impact of discoun rata
movemenls, the combined aparating ratic reduced bo 93.2% fiom 54.3% ' in 2015, Ned prafit after tax was $844 million,
up 5% on 2015 % with an incraase in investment incorme partialy cliset by an adverss discount rate movermant and the
impadt of tha stronger US dollar, pamicularly egainst steding. On a constant curiency basis, net profit after lax increased
by 16%. Rawrn on equity increased ko 8.1% from 7.5% Y last yaar.

Imponamtiy, the detail below the head|ine result for 2816 is encouraging on a number of loveks and reflects the
succesaly| transformation of OBE owver the last five yeara. Following the restroctuning of both our underwriting account
and our balance sheat, our underwriting performanca continues fo improve year on year and we have now had

five consacutive hatf ymams of posttive prior accident ymar claims devalopment Cur alanca sheal iz of high quality

as recognised by the Standard & Poor's Giohal Ratings sasessmant which indicates that the Group's capital position
is “weil ahove the AA laval’,

Glotral marke! canditicns leave IMe room for arror and our underwriting discipling is avident across ali of OBE's
businessas. This is pariicularty tha case in Morth American Qparations, whers the combined operating ratio mproved
0 97.7% 2 from 99.8% in 2015, when the division produced ite first undarwnting proft for some yaars, We are expecting
further steady intprovement kxwands a mid-80a combined oparating rabio ovar the medium-derm,

The slrength of both QBE's market position and operational capability are reflected in ealy but visible gigns that the
remediation pfan for Australan & Mew Zeatand Qpearatichs is gaming traction. Corrective actions acress underwniting
and pricing ogether with improved discipline in ow daims managemeant lunctions undempinned & significam
improwament in the attitonal daims ratio n (he sacond half of 2016, Az & consequance, | am confident that by the
end of 2017 the division will have retumed to more acceptable levels of prafitatuility.

Qur 2076 performance saw QBE achiewe fargals for endenwniting discipline, cost reduction, reinsurance savings,
Haims eficiancy, capital ratios and cash remitlancas, The profit uplift coupled with strang cash flow generation fag
allowad the Board o both increase e fina) dividend by 10% ko 33 Australian cents, as wall as announce & three year
cumulative oh-marke! share buyback facility of up to A1 billion,

1 215 comparatis figures excude ARTEAIND workeTs” COMpa nsalon, MELS daberad acquisition cosl welle-Town a5 wall as agency and
cther ages safes.
2 Combined operating ratio exmindang discount cate impact,



Divisianal Performance

1. Horth American Operations

The urnaround in performancs intisted by Dave Dudos has continued under Russ Johnsion's leadsrship, with Narth
American Operawns’ undenwriing profit more than doubding wn 2016. A second consacutive strong Crop parformance
and continued profitable growlh in Specialty have aided the division's development. Actions taken ko address kegacy
issuas, including reinsuring program buginess run-off fiakfities with 8 hird party and exiting our monc-ine sommerncial
guto busingss, see the division wall placad for urther materat performance improvemeant. Wa have the right nix

of praduct and capabdlity to support a well-dafined plan by industty snd product. Ongoing cost efMiciancias are also
expached o contribute Lo mangin improvermant in 2017 and beyond.

2. European Cperations

In what is arguably the most competitive insurance markeat in the workd, the strenglh of the QBE franchiss in the
Londaen Market is avident in conbnued disciplinad underweifing and an increase in positive pricr accident year

claimis developmean. Richard Pryce and the leam delivered a strong combines! aparating ratio of 20.2% *in a year
characterised by cantinued deterioration in tradimg conditions, an industry-wids increase in laros risk 2nd catastraphe
claima achvity and an uncertain palitical and economic backdrop. This is an extremely strong petfommancs that
tanefited from an ongaing cemmitmarn ko underwriting exosllence coupled with significant operafisnal improvamant
which mduced the expense base and enhanced efficiency.

The Eurcpoan Operations team 15 advancing its plans kor the reorganisation of the business should it bacome
impractical to access the Evrcpean single markat from the UK a5 a consequenoe of the Evropean Union referendumn
quicome {Braxit),

3. Australian & New Zealand Cperations

The strength of our disthbution parteerships is playing a pivotat role in e timarsund of Australian & Mew Fealand
Operations which commenced during the second half of 2018, In August 2018, Pat Regan was appointed Acting
CEQ of Australizn & New Fealand Operations @ lead the remediation of the buziness following a rmarkad ficst half
deterioration in the attritional caims retio. The deterioration was due to several years of prica reduclicns coupled with
daims imflation and detefioraion in the parformancs of the NSW CTP porlftdio.

FPat and his eam quichly developed a comprahensive remedialion plan, with indications of successhul execution evidant

in an improverend in the division's atinitional claims ratic fom 62.0% in the first haif 1o 58.6% in the second hatf of 2016,

An aven greatar improvement was achieved in the final quarter of the yaar,

While insurance portfolic remediation Wkes time, a combination of pricing increases, enhanced underwriting discipline
and claims focus iz expected bo retuen the attrilional claims ratio by more acceptabls tevels by fhe end of 2017.

4. Emarging Markats

David Fried ang the Emarging Markets feam delivered congtant currency gross writhen premium growlh of 10% with

a #lable combivad operating ratic. Growth was underpinned by an enhanced focus on driving profitable growlh across
specialty, commarcial, SME and parsona! lines {via sirategic parlnars), with the stable undarwriting result achisved
despita several larms individual nsk and catastrophe caims.

The implamentabion of a single strawgy across Asta Pacific and Latin America has supporied efihanced productivity,

efficiency and consistancy across the division. Firanca! perfomance is benafitimg from mare fragquernt and robust
technical portkalio reviaws, increased ulilisation of data analytics and continted portfolio remedistion.

QBE iz wall-positicned b hensi from the additional trade and infrastruchune investment expechsd 1o be ganeralsd
by the ememging markats’ favourable long-temm economic autiook,

5. Equator Re

Equalor Re plays an imporlant refe in assisting the Group and our four eperating divisions in managing thair balancs
ghesat and capilal equiremants through the provision of excess of 1oss einsurance protection and proportional covear.
2016 was a succasshul year for Equator Re, with the division recording a significantly improved combined operating
ratio of 78.9% ' Positive prior accident year claims development was 2 significant contributer to the improved
underyriting pertormancs.

i Combined ocpereting ratic aadueding disccunt rate impacol.
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Group Citel Execitive Officers report

QBE’s strategy

At our Invasior Updale beld in May 2078, QBE's [sadership leam introduced six themas that togethear kormn the cona of
our strategy; Lo defiver on clear medium-term financial lamgets by building upon our diferemiated postion as one of onty
argund 1% insurers lhat operate on a tely glebal basis,

As we lock forward to 2047, the focus for each of thase thamas will coritiue w dovelop and avolve:

* Underwriting excallencs — underwnting parformance and mangin will atways be our primary arsas of leeus. OBE's
commtmen, io underwiting excelance is svidem acress the divisions, whather B ba continped improvesient in Horth
American Operations, tha mare Mequer and robust portfolic reviews now being undectskan in Latin Amarica of
maimaining discipling in a challenging markal in Eurcpean Qparations.

We believe there s raare we ¢an do W improve urderwiting pefformance, and wa need 1o be adaplable as dalivering
undarweiting excallance will sometmes requirg 3 baspoke approach. Far example, the approach adopted to remediate
Ausgtrallan & Hew Zealand Cperations was to divida tha buginess inlo 44 “eafla® with regular, detailed reviews
undartaken ff each call to ensura that new undenwriting plans and remediaon actions are being implenented and
driving desired ouvlocomas.

* Customer and partnerded growth — our langet is to achieve 3% promium qrowlh across the cyche through further
improvemann in GBE's marke! position and rlationships with distribution parfners, Dunng 2096, the compatitive
anvironmant did not support achievemanl of this targel due Lo our over-riding focus on urdenyriting excallence.

+ World claga talent — QBE has made a substantial investmant in building, developing and ralaining the vary best
Lalent, tis fowr yaars since wa launched our Leadership Academy in parlnarship with Cuke University, with over
235G of cur keadars having participated in Academy pragrams:. We arg now undenaking a refresh of the Leadership
Academy modutes o support our aderahip development, white 2017 will sz see the full launch of our Underwniling
Academy lolkwing the successiul completion of pilol programs ik 2016, Qur objactive it for evary QBE underwiiter
to be agcradited by our academy and raceive a quakfication that is recognised by many of the insuransce bodias
around the warfd,

+ Dperatlonal efflcioncy — aur 2818 expenaa savings target of $150 million was met and planning is weli-advanced
o dediver a further $150 million in expensa savings by the end of 2018, with some of hese savings to be roinvesiod
in chnokagy. In 2017, we will also ook o opiimise the valus of our onshere and offshore service centres,

» Clalms excoellonce — we expect that half of our 2018 target of 5200 mllicn in claims run-rate savings will b2 achiaved
by the and of 2617 Initiatives to combat claims faud are an area of ongoing focus, a3 is efficient ckuims managemsant
through the sharing of global standands,

« Data and analyticy - atter eslablishing data and analylics as a global unchion in 2018, including the development
of offshore support in the Philippines and in India, our fecus in 2017 will be diected towands grajacts that suppaon
portfolic remediation, claims inibatives and customer analysis.

In summary

| am encouraged by QBE's responsea Io the challenges of 2018, Following tha transfarmation infiatives of recent
yaars our business is more sreamlined and more fcused, A chalanging market backdrop pud ug o the test in 2018,
and we delivarsd,

while OBE's transhormation has been all encompassing, I am especially pleased by our success in nstitnlionalising

& custamercentric appraach. Consistent with our vision for QBE o be the insurar that builds the strongest parlnerships
with custmers, | am seeing incrsasing avidence of our people thinking about each client and whal we can do fior them
a8 an insuee

For many cuslomers our while account managemen approach 15 3 real differertiston, providing visibility ophont on
avarything from our Behnical pricing capability to our claims handling approach, our risk sofistions capability and cur
praparedness o anber imo meora comphax financial struciures, whethar that be a multi-year contracl o parbicipation
in a gomplex capive-based arrangement. This approach was pioneersd in our Eurcpaan Operalions but through
crogs-pollmation of thought, idess and paople, is increasingly evident in how wa do business alsawhers in the woild,
and in our abitity o serve multi-juksdiction cliants,

in closing. | want to Bhank our stakeholders — our customers, our people, our shareholders and our business partners
= [or their cngoing suppart | af confidernt thet continued focus en our strategic themes and on ludher ernbedding our
cormitment to customer partnenships will ondempin QBE's fulure succass.

Jaohn Heal
Group Chief Executive Dfficer



Outlook for 2017

2017 targets:

semrmrmere Relatively stable ™
comppet ez 93.5%=95.0%
fovesmentrenm: 2.5%-3.0%

We anticipete the market backdrop will remain challenging in 2017, although indicetions of modest improvament ana
ngw emenging. The rate of decline in glabal ingurance pricing is easing and, while tharg i2 vanation between markels,
we anticipate thal premium rates in mankets glher than Australia will be broadly Rat in 2017, We are also encouraged
ty lthe improved US macreeconomic outlock following the presidential election. while investment inceme should
banett fram highar bend yiakls in 2l major markets.

The QBE franchisa is positioned to supparl growlh, howevar, in light of the still competitive premium pricing landscape
and recent exchanga rate volarility, gross writtan pramium is expacted to remain relalivaly stable during 20147,
Continuing feous on redention is kay, along with select growth expacted from Emergimg Markels and targebed pockets
within European Operations and Marth American Opearations.

Looking beyand the currant year, the medium-tanm targets provided at the May 26818 Invester Update are unchanged,
More spacifically, wa remain committed (o our 2618 tameated combined operating ratic of around 53% as the ll benefi
of our oparating expense reductions and claims savings are reglizged, This, together with the improvieg oulook far
investmant eturns, supports our long-tarm return on tangible equity target of 13-15%.

1 Pramium target i3 based on R3aumed Foreign axchange mieg refplive la the US dollar a3 feillows, AUD 073, GBP 1,25, and EUR 190

2 Nwt earned pramium g rowth will lkaty excaed gross writlen peamiun growth dus 1o 1o eecess of $ 358 million of reinsurance cost sevings
achlavad a5 a meutt of tha fesiructera and refinamont of the Group's 2097 (ANALTANCE PrO1SCoNs.

Aszumas rsk-free ratey ag al 3 Decambar 2006,

L58umed favourabbe pror acciddnt year claims Jevekopment,

Oiher than e 0.5% explicilincraase in b probabilly of adequacy of the ned cantral estimate for polentiel changes [0 e Ogden tabias
ira%ar page 24 Fv furiher detads) the larget mnga doas rot allow for 2 palentally maors axtama legislathm outeoma.
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Our strategic
agenda

2016 ACHIEVEMENTS:

T .

®

Underwriting
excellence

Evablishment of underwriting
hubs In Miam| and Sngapora
to aptimibse use of underwiiting
talert in growkng economies

of Latin America and Asia

Fecus on core business,
ncluding growing Maerth
American Speclalty and
Emerging Markets

Continued divestmeant
of non-cote businesses
and remeed ladion of
underparfarming lines

Use of data and anaklytics to
allow data-drivan underwriting
geclshons, focused risk sabacllon
and greadar pricing accuracy

impraved siress tasting
of underwriting scenarlos

Group Underwiting Committee
te monltar underwriting

gerfa rmance and drive
adharence to underwriting
siandatds and best practices

" R&Jlout of QBE Undéiwriting
" Académy to smbed;

bestfi-class undarwiitiig
sﬂ‘nl{énﬂ ac:credrtatlori by the
appﬁop _até]nsurance Iristitvles

S

partner-led
growth

Client relatlonship
mManagement system
and processas
|mplemented ghobaily

Multinatlanal capabllity
Improved for customers
Qrarating across muitipla
geographias

Arhancad customar risk
managament systemn cifers
cllents guildance on witer
risk issues

Data and analytics usad

o Improva Lnderstanding

of customer buylng habilts
allawlng more facused suppart

PremiumsdGood offers
customers cholcas of soclal
and environmental Investments

The QBE Digital Innovailon
Lab carrles out research

- Into businass appartunitlzs

in areas such 3s hternet

of Things, Blockehaln

and macfjingleariihg .
' i

Lot

-

Lom

World class
talent

The launch of the JBE
nderwriting AcadenTy saw
233 graduates complele the
program In 2016, with an
adationa) 74 raimad subject
matter axperts

2,351 leadars nave attended
the QBE Leadership Academy
o [rprgye our Bench stréngth
at all levals

A focus on engagement has
resulted In lmproved scores
across the buskess

Diversity and inchuson stakistics
continue Lo Improya towands
publlshed targets
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Group Chief Financlal Officer’s report

Financial and
operations
overview

QBE's 2016 result demonstrates continued significant positive prior accident
year claims development, a materially improved return on equity, a very strong
capital position and increased divisional cash remitlances, which together
underpinned an 8% increase in the 2016 dividend and the establishment

of a three year cumulative on-market buyback [aclity of up to A% hillion.

General overview

The Group raparbad a nat proft alter tax of $844 million, up a pleasing 5% om $807 million ' in 2045, with an increase
in invasimenl intome partially offesl by an edverse discournd rate mavemant and the impact of the stranger LS5 dolfar,
particukarly @gainst stedling.

On 2 constant currancy basis, net profit after tax inoreassd by 16%.
Raturn on equity improved 1o 8.1% from 7.5% ' in 2015

Cash profit afer tax was $848 mikion, in line with tha prier year but up 12% on a constam currency basis and broadiy
cansistent with the B% uplift in the full yvear dividend to shareholdars.

A3 in previcus years, [ have commented belgw on three broad areas of focos:
1. Diving irproved financial parformance;

2. Invastiment strategy and performance, and

3. Financial strangth and capital managemeanl,

Onee again we kave made good progress in afl three sreas) howaver, thers reftain some notable argas for
furthar mproveraend

1 2015 comparable fguras exclude Argenting wirkara' compansatign. ME&LS defermsd ecquisition cost wnbe-desn as wall a5 egenty and
cihkar assal sales.
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1. Driving improved financial parformanca
Qur combined oparating ratic was 94.0% compared with 94.0% 1 reportad in 2015,

Excluding an $80 million adverse impact caused by lower risk-frea rates used to discount net sutstanding daims
liabrtitias, the combined operating ratio improved sionificantly to 83.2% from 24.3% 'in 2015 and comparas
favourably with our 2816 tameted contbined operating ratio range of 94-95%.

From my parspectve, there wers six key thames emanging from our 2018 underwiding rasulf:

Matalaan
TOTTRLUNIMS]

{a) Reserving confidenca — five congecutive halvags of positlve prior accidant yaar ¢laims devalopmant

The Group reportad $366 milkion of positive grior actident year claims development raprasenting 3.3% of nat earned
premium, up from 3147 millien and 1.2% respactively o 2815, Once again our European and Australian & Maw Zealand
Operafions reported significant posibve pror accident year claims devalopment, with & small net siengheting across
the rast of the Group driven by our US commercial aute businass which Ras largely been placed it run-off

irtlight af this rack racord, it is reasonable to exped! conlinued positive pricr acddent yvear daims development but not
A the tevel reported in 2816,

(b} An improved result In Australlan & Mew Zaaland Operations

During tha first half of 2016, Asstralian & Now Zealand Sparations expenienced a sigrificant deternioration in i
attertional claims ratic, Wa have acled swiflly and decisivaly to address Lhis devalopment implememting a comprehensive
remadiation plan with @ sironRg QoYeTRANCEe Wamewors,

Key remediation intiativas undertaken to date inglude premivm rale increases, revised palicy terms and conditions,
improvad nisk selection, tighter managemem and cantrol over claims expenses {insluding the remaoval of delegated
authanties where apprppriate], focused supplier managament. graatsr emphasis on salvage and third parly recovenes
and enhancaments 1o euf Managemant infoomation lgad indicators.

After an average premivm rate reduchion of §.1% in the first half, Australian premiumn rates fnished up 1.7% kor the year
and were up by a significant 4. 5% in the fourlh quarter,

While lhese actions will pricsanily banefit our 2017 resull, pramivm rate increases achisved in lhe secand half and reduced
daims costs connbutad i the 3440b5ps improverant in cur secand half atntional dawns ratio relative 1o the fitst half,

{c} Another strong result In Europe with solld prograss in North America

Casphe sustained challenging marke? conditions, Eursoean Operations delivered ancther autstanding rasult reporiing
a combined operating ratio of 90.2% 2 The division recarded positive priof accident year claims development of $273
million, continuing a fong track recond of significant releases and again highlighting the conservative approach laken to
currant accident year resarving.

Moth Amaricen Operations' combined operating ratio improved to 97.7% 2 from 88.8% in the prior peniod, reflacting
an suistanding Crop result and a significantty improved expense ratio that mors than oifsat slevated 1arge risk and
catesliophe claims experiancs,

Pleasingly, afler sxperiancing an uptick duning the first half of 2016, Morlh Amenican Operations' full year undemying
auritional ratio improwved ralative b 2015, Mareover, we successhully reinsured lagacy multi-iine propeny and casdalty
{progran} run-cff Eabilities to a third party and, after significant adverss axperienca, eated the moane-line cormmescial
aute segment incleding discontinting the Deap South camtmercial trocking program. These transactions will reduce the
risk profile of Morth Americsn Opearations and further impirove eamings prediclabilty.

[ ]
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{d) Expense reduetion inltatives on lrack

QBE has made a gaod start towards achieving our targeted expenss run rate savings of $300 million by 2018,
Ouring 2016, we raduced our recurring expense base by ${58 million ? in absoiute s, Notwithstanding significant
investment in Group-ted sheategic initieives, further material cost reductions were achiawad in Marth Amarican and
Europaan Qperations.

The Group's underlying sxpanse ratic improved by 0.6%, less than our Wargeted ~1% improvemant, reflecting lower than
prajectad net earned pramium as we sachificed Wop-line in order to mairlain underwiting discipline,

1 2015 comparable fguree axcluda Argenling workers’ compeanszation, MELS deferrsd acquisilion cost white-down aa well s ggancy and
alhar aszel sales,

2 Combinad oparatig rako axcheding discourn! cata impact.

3 Exdeding a cne-qff $22 million fagal provision.
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(e} Targeted reinsuranca cost sav/ings achieved

Az a reault of renegotialion of the Group's outwards reingurance protections effective 1 January 2017, we achieved
reinsurance cost savings in excess of $350 million. Thess savings are in addition to a modest amound of reinsurance
cost savings already achisved in 2016,

Rainsurance cost savings to be earmed in 2017 were achieved as a result of premium rate reductions, prograem
refinaments and restructuring and scale efficiencies, as well as increased usage of our Captive reinsurer, Equator Re.

importantly, reduclions Lo the Group's total reinsurance spend and anhancements b program terms and condions
were schieved without a significant increase in the retained risk profile of the Group.

if) Sirong cash remitlancas from subsidiaries
Cash remittancas from aubsidiaries increased 55% W $1,106 milion compeared with 5715 million in 2015 and
represemed 123% of Group cash profit and dividend covarage of 2.1x.

Group heaad office cash flows

FQR THE YEAR EMDED 31 DECEMBER 2018 FLAL
YEiM US$M
Oponing haad ofice cash balance G5 !
Talal divislonal dividerd remilances 1,104 Fati
Inkeres] o panam snthy Bormowings _ N L1 [
Gross organic cash flow 1,025 B26
Divitends pakd - el of DRP (535) (5D
Hel organic casn Aow 490 257
Hher {323} 204
Closing hend office cash balanco 1,007 245

2. Investment parformance and strategy

Curing 2016 we introduced further changes to our investmem porifclio, comlinuing the process of diversilying aur
asgat exposures and sxending the duration of our fixed income portielio Lo meore closely malch the duration of our net
outstanding clams |iabilities.

Ta this end, the compuosition of tha fixad income portinlic was tilted lurther towards corparate bond sxposure, funded
by reductionsz in aur heldings of government and money market securitles. Moreover, the duration of the porifislic was
exlended fram less than one year at the beginning of 2018 to almost 1.5 years at 31 Decembar 2016, Reflective of post
balance date bond markel movamenls, duration has since been further exended o around beo years,

Al the same tima, we intreduced same infrastructure assels Lo the growth asset component of the portfolia, holstering
our real asset exposure and adding anolher source of stable and somewhat inflaticn protected incoma, Growth assels
finishad the yaar at approximately 10.3% of the portfolio compared with 11.8% at the end of 2015 and have since been
ingreased to argund 12% of the portholio,

The blended growth asssat return achieved during 2016 was 3.0% with unlisted property a key caontributor. The fixed
income partfolis delivered a 2 4% nel return, benefiting from narrower credit apresds at the end of the year. Tha overall
net relurm achieved on the: giobal portfolic was slighily balow tamget at 2. 4%, with Lhe shortfall driven by mark to manket
capital losses on longer duralion fixed income securities post the US eleclion result

3. Financlal strength and capltal management

Despile significant investmeant market vofatility and fpreign exchange head winds, we maintgined a very strong capial
position throughout the year. Our AFRA PCA muttiple incressed again lo 1.78x from 1.73x g year earlier and our excess
over Standand & Poor's AA equivakent capital increased materialky.

Ag at 31 Decambear 2046, the probability of adeguacy of outstanding claims increased to 89 5% compared with 82, 0%
at 31 December 2015,

In earjunction with the announcemsant of the 2016 final dividend and to recognise the Group's already strong and
increasing surplus capilal position but limited franking capacty, QBE has established a lhres year cumulaBve on-market
share buyback facility of up Lo A%1 billion, with a curment targat of nel more than A$333 million in any one cakendar year.



Operating and financial performance
Summary Income stalement

MELS RERSURANCE ADIUSTED
STATUTCRY RESULT FRONTING  TRANSACTIMS RESULT
FOR THE TEAR ENDED 31 DECEMEER 24E 106 1 2016 2018 20152
U5EM Usi EEE UsiM uSEm USEM
Grzes written premium 14,395 154002 anr - 14,088 14,782
Gross earmed pram i meenie 14,276 14.522 413 - 13,883 14 608
el sarned premium 11,056 12 344 - 570 11,636 12.213
Hel claims expense (5,442} {7 A4} - {581) {7,023} {F.308)
Kl comrmniesian (2.004} (2,114} - - {2, 0%4) {2118
Undacwriting and olher expenses {1,513} {2437} - - (1,922} {2,058}
Underwriting resuft BER G623 - {11y 457 ™
Met investimant income on policyh tiders’ funds 907 402 — - 407 Mg
Ineueance profit T 1,075 1621 I T 1,004 1,089
Net investmenl income on sharehokders” fnds 139 253 - - a1 239
Financing and othar cosls (2943 {244} - - {2} {2443
Lossea an sake of enliiez - {2} - - - -
Unreakised losses on assats hald for sele {3 - - - (3} -
Amortisatlan and impaisment of intangiblas {45) _ s - = {48y . 8%
FroM bekora income tax 1,072 853 - {11) 1.0871 99
Income Lax expense 2y 0 qze) - = {228} 1963
Pioft afies Incame lax B €93 - (it A33 Bi3
Met proht gtlributable to non-contralling interests - 53 - - - (6}
Wet profit atler income tax s 87 — {11} k] BO7

i PFrazentad axciuding MELS fronting acd dransactions o reinsure legacy U3 mulli-ling property and casuaky (program) run-off linbdities and
UK Tong-tail liakddias.
2 Exzludas Amenling workers' compednsation, BELS dalfemad acquisition ¢ost wrte-down ag wall a3 agancy and oiher assel sales.

Cverview of the 2016 reault

Ta assistin the axplanation of the 2016 resuflt, the 2096 statwtary rasull in the table above is presented after excluding
the following ilams which, athough not having a matarial impact an proft, materially distom key performance indicators,

» MELS was sold in 2015, however, business continues b ba written by Morlh American Operations as parl of the
transitean zervices agreement {which axpires in 2017) and s fully reinsured o the purchaser with no impact an net
premiumn or profit: and

« transaclions undeitaken Lo rainsure legacy US muolti-line proparly and easualty {program} mn-off labiliies and
long-tail UK liabilities, the sombined impact of which was 1o reduce nat eatned prerium by $574 million and nat
clzims expensa by $581 million, Although having gnly a minor impact on nal profit, the Wansaclions mat=nially impag!
year-on-year net earmed premium compariacns and underwTiling ratios, depressing tha nal claims ratie and inflating
the combined commission and expenss rafia.

Unless otherwise slated, the profit and loss and underwriting result commantary following refers w the Group's rasuft
an the basia descrihed abave,

The Group achieved a 2016 nel profit after kax of 5823 million, up 3% rom $807 million recomdad in 2015, Improved
investment returns driven by foreign exchang s gains more than offsel an 380 rmillion pre-lax change asscciabed with lowar
risk-free ra@s used o discount net outslanding caims (2095 $28 milion benefit) and the impact of the stranger U5 dollar.

Excluding amgariisation of inlangitdes and other nor-cash fems, cash profit for the year was 3898 million, up slightly
frorn 3833 million reportad in 2015 but up 12% on a canstam currency basis,

On a conslant curfency basis and axcliding MALS pramium writtan in 2045, gress written premium increasad 1%, raflacling
growth in Emerging Markess and Australian & Mew Zealand Operations, partially offset by contrachon in European
Oparations and exacatbated by the ongoing compatitive ghobal premium pricing landscapa, On the sama bagiz, nel camad
prenmium ncneassd 2% ialadve to the ohic penlod, reftacting top ine pramium grovwih and reducsd raiisurancs spend.

The slatutery combimed oparating ratio improwed o 94.0% from 94.9% in the pricr period despite the significant
reduchion in risk-free rates used o discount net outslanding claims, Excluding this impact, the combinad operating ratio
improvad b 93.2% from 95.2% in 20135, mainly efileciing an increase in pesitive pricr accident year claims devalopment
and an improved axpense ratio, partially oftsat by a higher {largely Australlan drven) altritiona)l claima ratio.
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Group Chief Financial Officer’s repart

Tha mat investment relum on policyhohders' funds incraassd fo 2.6% fom 2.1% in the prior period, lamaly dus to a 340 milion
forsign exchange gan, Excuding forsign exchange gains and othar ircome, the net retum on palicyhokders’ unds improved
slightly o 2.4% fram 2.3% in 2015, This reflected highar fixed ihcome returns o0 the back of reducsd risk-free ratas and
namower Credit spreads, partially cffsetl by significantly reduced growth asset raturns, Although broadly in fine with our
orginal budget, this was lass than our 2.7 % retum especlatien atinouncad with te ralease of cur intenm rasull, reflecting the
sigriffcant sell-off in globa! bond marksts during tee final guarler of 2018,

The Group recorded an insurance profit of $1.084 million, down 3% from 51,058 million in the priar pericd, with the
advaras discount rate impact famgely offest by higher invesiment income on policyhickdars” unds.

Investmer incoma on shareholders’ unds increased 42% to $3239 milkon from $238 millicn in the pricr pericd. This
reflacied a forsign exchange gain of 335 millian and highar fixed income raturns on the back of reduced risk-fhea rates
and namowsr credit spreads, partially olset by lowar grawth asset returns (alhough strategic invastmants performed
strongly relative bo the prior paried).

Financing and olher costs increasad tn $294 million from 5244 millicn in 2015, largaly due o a $30 million cost of

discontinuging cenain Morth American agency arrangements and a $12 million write-down of conbingant considaration
on the sabs of tha Australian Agencies in 2015,

Tha alfectva siatutory fax rafe fil o 21% Fom 27% in the prior period and reflects fhe mix of statulory fax rafas in the
jurisdicfions in which QBE operates. The 2015 rate was higher than expecied dupn 1o derecognitian of deferred tax in
Ausiralia and Europe.

Cash profit
FOR THE YEAR ENDED 31 DECEMBER 101k 016
[T ] LS LM
Zash pro™ balore lax 14T 1,054
Tax sxpenae o cash profit [248) {187
Profit attribuiable o non-commdlng intereste _ . - ) [
Met cash prafit after tax 1) 843
Longes an sake of anlitke 5 aftar Lax - {Ha)
MK detrrad acquisilton cost wiite-down after lax - {27}
Amerlieation and impairme of inlangibkes sitertax ! o )] (83}
MNet profil after lax Rl £37
Riturn on average sharehwoRiers” funds B1% B.4%
Basit earnings per share = cash baaiz (US canis) B5.5 B5.3
Drividend payout rallo {pemcanta ga of cach prafll) L 1% 56%

1 12 million of pra-tax amaortisation expenza iz ingluded in undarwriting expanges (2015 526 million).

Pramlum income

Gross weittan premium decreased 5% to $14,088 million fom $14, 782 millign in the prior pericd, reflacting the stronger
U3 dollar (especiafty against starling) and the sale of the MALS business afeciive 1 Qolober 2015,

On an average basis and companed with 2015, the Austratian dellarn, stering and the surg depraciated against the
US doflar by 0.9%., 11.6% and 0.4% respaclivaly, adwersely impacting gross withen precnivmn by 3526 million.

UOn a conatant cumency hasis and excleding $383 million of MALS premivm weitlen in 2095, gross wiilisn prantium
increawed 1%, reflecling growlh in Emerging Markets and Austalian & Mew Zraland Operations, partially offsst by
contraction in Eurgpean Qparations and exacarbated by the ongoimg compatitive global premium pricing landscape.

Group-wide premium rats reductions averaged 0.1% during 2016, an improvement ralative to the 1.3% avarage
reduchion in 2015 and indicating & second half recovery following the 1.3% average rate reduction durning the first
falf of 209G, While the majornity of QBE's underwriters would classify currant market conditions as remaining Righty
compeiitive, rate reduchions are moderating in global reinsurance and there are clear signs of price hardening in
Australia and New Zasland. Pricing was fat in Morth Amenicz with rate increasas in personal lines and Specialty
more than offse! by ongoing weakness in catastiophe adposed commersial property. Pricing trends ramiain negative
in Eurcpean Operations with competition for new business baing pacticularly acute. Premium rales remain highly
compeatitive in Asia-Pacific although the average prefmium rate reducton was less than anticipated.

Excluding MALS, Month America achisved a 2% increase in gross writlan premium. Strong growth in Specialty and
madest grawth in consumer affifialad business on the kack of rising housing starts oulpacad daclines across Proporty
& Casualy (exacerbatad by significant commercial autp remediation) and Crop.,

European Qpafraiicns recorded a 3% reduction in gross writhen pramivm on a constant currency basis. This is a pleasing
autcoma in light of the cempetitive pricing Jandscape which saw avarage premiurm rale redoctions of 2 4% during the
year and onRgoing pressures assodiated with the impact of lower conmodity prices, espasially in the oil and gas secior.
Evidencing the division's commitment Lo maintaiting undarwrhiting discipling, a number of suynificant undemsrfommmng
accaunts and faclbes wers not ranewed during 206,



Aveiralian & Mew Zeatand Operations reported gross writen premivm growih of 5% on a constant cumency hasis,
including premium rale increases avaraging 1.2%. Strong growlh was achieved in computsory third party (CTR) Laklity
business as a result of signiicant premium rat increasas in the NSW schamea, caupked with our entry into the recamly
privatised South Auslralian CTP market from 1 July 2018,

Emanging Marketa achieved grosa wriken premium growlh of 19% on a constant currency basis, with grawth in Asia
Pacific and Latin America of 3% ang 18% respactivaly. In Asia Pacific, strong growth in Malaysia, Papua New Guines,
Vietar, Fiji and Solamon Isfands supplemented the modest grawih in Horg Kong and Singapore. Pramium rate
reduchans averaged 813 In Lalin Amarica, the impacl of the angaing rem adiation of the Calombizn SCAT portfalic
and & recession driven premivm decline in Ecuador was more than oftest by strong growth in Argentina, Brazil and
Mexico with average {inflation drivend premium rate increasas of 4.1%.

Excluding M&LS, the Group's reinsurance expense ralio mall to 16.1% of gross aarnad pramiom fram i5.7% in the prigr
rened, reflecling early savings from the refinement and restrucluning of the Groug's axtemal rainsurance pregrams.

On a constant currency basis and excluding $37% million of 2015 M&LS premium, nat aamed premium incraased 2%
to 511,836 million, reflecting gross wiitlan pramium growth coupded wilth reduced reinsurance spend.

Underwriting performance
Key ratios — Group

FOR TME YEAR ENDED 3§ DECEMBER LT 215
STATUTORY STATUTORY ADJUSTED:

ua ! ] %
Met clalmse rako 58.2 0.4 0.4 50,8
Nel commizsion ratio 15.4 17.56 12 173
Expaiss ratio 124 18.5 17.3 188
Combined operaling ratic B4 0 B4 94,9 4.0
Combined operaling ratio &x Ask-frog rale movement 2 932 917 ag 2 G943
Insuranes oroft mamin 9.7 8.1 B.4 8.0

1 Presanisd sspiuding ransaclions ¢ rainsurs legacy US mullidine proparty nd casuafy {program) rua-off lipbiklies amd UK lorg-1ad
liabihtias.

2 Ermiudes Adgenting workers’ compensation and MELS defared acquizilicn cos! willa-down,

3 Excludas the impact of changes In fisk-aa rates used to discount mel cutstanding claims.

Divisional performance
Contributions by region

GROSS WRITTEN NET £ ARKED COMBIHED INSURANEE PROFIT

PREMIUM PREMIUM CPERATING RATIC  BEFOREINCOME TAX

FOR THE ¥EAR ENDEC M DEGENSER 2015 2015 2018 Zais 2016 2015 201 2015
LS USEH U5EM USEM » % U5EM UEEM

Morth Amernican Operatians &4 G4T 4.961 3,218 A.666 7.8 9.2 455 93
Europesan Operations 4,078 4 3BE 1.4% 3454 f1 g 891 4 484
Australian & New Fealand Cperalions 1831 3,787 3414 3,282 2.7 91.3 #15 457
Ermerging Markets 1632 1.728 1,228 1436 45,5 g8z 73 Fal
Equalar Re 1,049 1,087 &8 T m7 890 T84 103
Equator Ra elminalion (1348} {1,007} - - - - - -
Corporats ang other ad|ustments (200} {80} [E3) 8 - o1 L0y £0G)
Group 14,088 14.7R2 11,634 12.213 Iyl 4.0 1,064 1,083
MSELS froming ! 07 134 - {7 - - - -
Relasurante fransachions - - {5704 - 1049 - 11 -
Ofer 2015 adjustments - im0 - 178 - 1343 0 = ]
Group atatutory 14,305 15.0%2 11,066 12.314 LD 949 1078 . 1031
Cirect and facuative 13,3632 14338 10,215 71,511 ol A5z 54 4
Irrevard reinsurance 1,024 854 47 BO3 o 802 117 110
Group statutory 14395 15082 11066 12,314 -G 64,9 1,075 1,031

1 The MELS fronting trangaction incepted on 1 Ddlober 2015 and had nd subsaquent impac an ha nel rnderwritng result or insurance prafit.
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Group Chief Financial Officer’s report

Incurrad claims

The Group's net claims ratio increased b 60.4% from 58.8% in Lhe prior pariod, reflecting an increase in the attriional
claims ratio coupled with an adverse impad frorm lewsr risk-fres eies used to discount net outstanding claims, [argety
ofiset by increazed poaitive prior accidemt year daims development

The kellawing tatle provides a summary of lhe major components of the 2016 net claims raljo,
Analysls of net claims ratio

F3R THE YEAR EMDED 31 DECEMBER FURL] poi L]

STATUTCRY STATUTORY ADJUSTED

= Wi % %2

Adtrtlonal claima =44 522 518 489
Lamee rndivicual riak and catasirophe claims 8.6 81 8.7 ay
Claima settlemanl cosla 2.9 .8 30 30
Clalms discounl L - (.9} (1.9} (3.4 A
MNel intumad central estimate claims ratio (cumend accidenl yean 56.5 &2.2 597 589
Chamges in undiBcountad prior accident year central estimate 1aa? (a.4)? (e [.2)%
Impac of sre-off ralnsurancs ransactons ? (5.2) - - -
Changes in discount rales a7 a7 {3 {3)
Other {incloding unind of prior year discouni) ] 0.E 0.8 ] 21 1.4
Mol incurred clairmg rato (current financial year) 58.2 £0.4 504 59.4

1 Presanisd sxciuding ransactions (o mmesura legecy US multiHme property and casually (progeam) run-off Eabiites ard UK kong-Lail liabilites.

2  Excludes Amantng workers' compenaation and MELE dafemed soquinition aost write—gdawn.

3 Net of disepunl movemant (38 million cost) due to Ipng-tei cessan including dual diseasa in Australia snd gur retginad Argenlirsa business,
whare the lavel of assumead claims inflation i directly Hnked to thes discount rate,

4 Mol of giscounl mavemant (3214 millcn relanse) dus to long-tail clazsss including dust diksasa |n Austraha and mator thied party bodily
injury And warkers' Sompanaation in Arganting, wihara tha level of aesumed claims inflation is directly linked to the Siscount rate.

5 Not of discgurt mevgmant (553 millien relesss) dus to long-tail classas including dust disspse in Austreka Bnd molar third party bodily
injury in Argentina. where the Rvel of assemed clalms inflation |a diractly inkad to tha discount rate,

B Impact of transactions (0 reinsura lagecy US multl-line property and casuity (program) run-off liabibtias and UK kang-tail bapiliies.

Tha 1abke below provides an anakysis of the Group's current accident year eftriticnal claims ratle excluding various
influgnces that dislor movement in the reported attrinional claims ratio.

Analysis of attritional claims ratlo

FOR THE YERR ENDED 31 DECEMBER P 20161
NEF ATTRITIONAL NEF ATTRITIONAL
USEM % US§M %
Fasgl aof world 11,093 £1.9 11,282 48.3
Crop insurance 53 59.0 586 EQ0
MELS? - - s 8.3
OBE Groug? 11,536 £2.2 12,213 499

1 Prigr year analysis includad an adjuatmant far 3288 milion of incramentsl group fargs individuel risk and cetestrophe (GLEC) aggregate
rainzurance peEmium axpense reflecting the purchase of the GLRC effeciive 1 January 2015, Thiz adjiusiment is na longer ralevant singe
vtk perods ny include 8 simidar lavel of GLRC premium axpenss.

2 MALS was eoid affactive | October 2015,

1 2016 prasented axcluding transaclions o reinsure legecy US muki-ine proparty and casusky [progrem) nun-off labilites and LK [omg-tail
liphiliag,

Excluding LIS crop and the ME&LS business thal was sold efiective 1 Octobear 2015, the underlying atritional caims ratio

for tha remainder of the portfoho detericratad 1o 51.9% fromm 49 3% in the prior period reflecting:

- a 1.6% increase driven by Australian & New Zealand Operations reflecting increased NSW CTP claims frequancy.
busiress mix changes (including increased CTP), higher shorktail claims costs (including parts and repair costs] and
heightersd trade credit claims fraguency, While tha attritional claims ratic increassd materially to 60.2% from 55.1%
in 2015, the attritional claims ratio improved from 62,.0% in the first half bo 58.6% in the second half of 2018;

» a 0.9% increase caused by Eurnpean Operations and largely reflecting a distoring impact from the dramatic
devaluation of aterling, whereby premium written in currencies other than sterling was earned at higher historical rabes
felative 1o related claims expanse. On & constant currency bases, European Operations’ Underlying attritional claims
ratic was stable. Assuming future stability of sterling, this currency effect is not expected Lo have a lasting mpact;

+ a slightly advarse divisional business mix impact driven by growth in proportional business retained by Equator Re,
particularly North Amarican Specialty: and

» a mingr improvemeant in the attilional claims ratios in Nerth American Oparations and Emerging Markets,



Larpe individual risk and catastrophe claims nat of reinsurance are summarised in the tabke bolow.

Large Individual Ask and catastrophe claims

[ THE YEAR ENDED 31 DECEMBER 2018 COST % OF

MAATRAD S107 Hoda WY
Lﬂmmmmmm o

USEM HEF
Total catasirophe daims 439 28
Tedad large individual risk claims N 447 £3
Total large Indlvidual risk and calasirophe claims 1.0848 9.1
INTHE YEAR ENDED 31 DECEMBER 2415 CO5T % OF

USEM MER
Total calasirophe claims 424 3.4
Total large Individual risk claims iR 5.3
Tal large individual risk ard catastrophe claims 1,067 B.7

In light of the Group's multi-year aggregate reinsurance, it is not surprsing that the ntal nat cost of large individual risk
and catastrophe claims was stable at $1,055 million comparad with $1,087 millicn in the prior period. Howaver, the
qQrass cost before aggregabe rainsurance racoveries increased significantly reflecting hetghtenad individual nsk and
cataswrephe claims expearience compared with 2 particularly benign 2015,

Az summarisad in the table below, the currency weighted average risk-free rate {excluding the Argentine peso) used
o discourl net oulstanding claims liabilities was volatila during 2018, falling substantially from 1.62% at 31 December
2015 to 0.924% at 30 June 20ME, then partially recowering to 1.33% as at 31 December 2016, Although US dollar
risk-frae rates finishad 2016 up ralative to the prior year, starling and euro risk-frea rales remainad well below prior

g
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yaar levels whils Australian risk-free rates wera relatively slable year on year. Eg
Movemeant in weighted average risk-free rates E%

31 DECEMEBER J0JUNE 31 GECEMBER 0 JUNE A1 DECEMEEE :é_ /
CURRERCY e 016 2015 Z201% 2014
Auslrallan dollar % 226 177 237 243 248 -
5 dellar W 2.04 1.20 1.80 1.59 1.33 N
Sterling Hh 0.85 0.56 1.47 1.53 1,30 ﬁg
Eurg % 0.8 {0.18) 0.5 .75 0.58 g z
Group welghted average ex Argeniing peso) % 138 0.92 1.62 1.60 145 &
Exitmated impact of dizscaunt rate movemant ! o) {A0) (283 38 45 [324) _/

1 Exeludes discount retd impact due to changas ln yields for gur Australien dust disesse and Argentine peso danaminated abilitles.
whare (he /el of assumed infiation is diractly linked ta the discount rata.

The reductian in rigk-ees rates gave rise b an adversé uncerwriting impact of $20 million that increased the nset claims
ratic by 0.7% compared with a benefit of $38 million in the prior paricd which reduced the nat claims ratio by 0.3%,
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20 Group Chief Financial Officer's report

The resull alas ncluded $358 million of positive prior accident year claims development that benefiked the claims ratio
by 3.1% compared with $147 million or 1.2% in the pricr pericd. This is the fifth consecutive half of positive developmant
then has averaged $130 million or 2.1% of net eameq premium per half over that period.

Excluding a smalt carparate adjustment, the Group's $366 million of positive prior accidant yaar claims development

Comprised,

« European Operations onca ag3ain reported strong positive development of £273 million, up slightly from $254 million
n 2015, with favourable develapment spread across multiple portfoliss v the insurance end reinsurance divisions,

= Australian & New Zaaland Operations recorded $147 million of positive davaiopment, up from $120 millian in the prior
period, due to the emergence of favourable development acrass NSYY CTP and kong-tail portfolios;

« Morth Amearican Oparationg incurred $121 million of adverse developmant, up from 5285 million in the prior corresponding
pericd, the vast majority of which raleded to now tlerminaled and reinsursd mong-line commercial sult business which
axperignced heightered claims frequancy and severity;

» Emenging Markets reporied $17 million of positive developmeant, up fram $11 millian in the prior pericd, with Favourable
trends emerging in Singapore, Malaysia, Amgentina and Ecusdar; and

» Equator R exparianced $55 millicn of positive claims development compared with $120 million of adversa
devalopmant in 2015, lamely reflacting increased recoveries on a Group aggregate risk reinsurance program that
gxpariegnced signiicantly adwaerse (larpely currency refated) development in 2015,

Commission and expenses
The Group's cambined commission and expense rabio improved manginally w 34.0% from 24.2% in the prior pariod,

The commissicn tatiz increassd slightly o 17.5% Fom 17.3% in 2015, reflecting relativaly strong growth in the higher
commigsion paying Emerging Markets division couplad with a business mix driven ingrease in the commission expense
ratio of Australian & New Zealand Cpamslicns and Equator Re.

Tha Group's expenses ratic improved 1o 18.5% fram 16.9% in tha prior period, due to a $136 million net reduction

in operating axpanaas, This included a $115 milllon reducion in costs as a result of the sake of the MALS business
sffaciive 1 Dctober 2015, much of which s reflectsd in the significant improvemant in Norih Arnarica’s axpanaa ratio
durirg 2018, and is nat of sgnificant invastmant in Group-lad strategic initiatves,

Excluding & one-off $22 million kegal provisian, the Graup's undertying expense ratic improved by 0.6%, slightly less
than our targeted ~1% improvememnt reflecting lowsr than prajecsd nat earned premium,

Net garned prefmium fsll short of ewpactations in a number of portfolkosterritaties inchiding as & rasult of sigrificantty
[erweir Crop pramilim dua 1o higher than bodpgetsd govemment cassiong on the back of a batter than expected Crop
urdarwriting resull. Pramium lavals ware alsc adversely impacted by lower than expacted commercisl suto pramium
as a result of agoressive remadiation as wall as the decision not to renew a numbear of significant underperforming
accounts and facilties in our Eumcpaan Qperations.
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Incoma tax axpensa

Tha Group's statwory income tax expense of $228 millicn compared with $260 million in the pricr pericd and equated
to an effective lax rale of 21% compared with 27% in 2015, The current rate reflects the mix of statutory tex retes in the
jurisdiclions in which QBE operates. The prior yoar rate was higher than expected due to derecognition of deferred Lax
in Australia and Eurcpe,

CBE paid $203 million in corparame income tax o max authorties globally in Lhe vear to 31 December 2018, including
$120 midkien in Australia. Income Bx payments in Austraka benedit our dividand franking account, the balance of which
stood at AF30t milian as at 31 December 2015, The Group is therafore capable of fully franking AFT02 million of dividends.

The combination of a highsr payout ratio and increased profitability of non-Australian oparations is anticipatad to reduce
the franking account halance and sharehokders should therefore expect the ranking account percentage W reduce
o around 30% in 2017 and 2018,

Forelgn exchange

Az a significant proportion of our underwriting activity is denominzated in LS dollars, the Group's financial statements
ara presantad in this currency. Asseals and liabilities of all our kreign operations that have & hinctional currency different
frym the Group's prasanlation currency are transiated to US dolars at the closing balance date rates of exchangs and
incoma and axpansas am vanslated at average rales of exchange for the period, with the foraign exchange movemants
maparted through the foreign currency translation reserve (component of equity).

QBE is also exposed to currency translation risk in relation to the ultimats parent antity's net investment in foreign
operations (NIFO) to = lunclional cumency of Ausiralian dollars. QBE doss nol ordinarily 2eek to use derivalives
Lo mitigamwe Lhis risk for tha kolowing reasons:

= currency transfation gains and losses generally have no cash flow:

« currency translation gains and lossss are accounted for in the foreign currency transfation reserve and tharafore
do not impact profit or [ose unless related to the disposal of an entity; and

= management of lranslation risk needs Lo be balanced agalnst the impacd an capilal requiremants and liquidity risk.

In =xtended pericds of extracrdinary volatilty, JBE mey skect to utillze derlvativas o mitiganms currency ransiatlon risk
in order to presarve capital. Bremit is considemed such an exampla and the Group commencad 5 GEP NIFO hedging
program in arfy July.

The Group is exposed 1o foreign exchangs risk from its various activities in the normal course of writing insurance
twmsiness and aims to minimise the impact on prefit or loss through the timely matching of currency aseets and liabilities,
will the use of currency derivalives to manage residual exposures. Foreign sxchange gains or kossas arising from

such foreign currency exposuras are reported in profit or |ogs, consistent with the gains or fosses from related forward
foraign exchange contracls. The impact of oparational exchangs movements in 2016 was a pre-tax gain of $125 million
compared with a loss of $20 million in the prier year. The volatility of foreign exchange rates {particularty sterling)
around 1he pericd following the Brexit vote combined with our hedging strategy resulted in & larger than usual fareign
exchange gain in the second half of 2016,

The wable balow shows the impact of foreign exchangs on tha 20146 result and balance sheel on a constant curmency basis.
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Impact of exchange rate movements

2016 AT 2045 EXCHANGE RATE IMPACT
2018 EXCHAMSE —-- ——-
ALTUAL RATES !
L55M LIS %M U5 EM ]
(Sro4s wiitlen premium 14, 398 14,921 (528) ()
Grosz earned premium 14,276 14,702 [508) (%)
Mel earmed premium 11,068 11,533 (487 4
Met profit afler lax Bdd 439 {BE) 114
Trial irvestrmants and cash 285,235 27,086 (1,891} n
Totel as5ets 41,583 4 813 {3,230) {a)
(Zross oulslanding claims provision 18,321 20,154 (1,213) 10}
Todal flabiifias .2448 N8 {2,579} {d)
Wt agsas 10,234 10,559 {6565) {5}

1 Incoma siatemarnt bems are rastatad to 31 Dacambar 2015 avaraps ralas of axchanga and balancs akest itame to 31 Dacambar 2015
el ratay ¢f exchange,
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Balance sheet
Capital management summary

Consistent with a significantty strengivened capital position, durning 2015 Standard & Poor's changed the Group's

auttook from “slable” o “positive” with Slandard & Poois further refarning to OBE Group's capital adequacy as being

“at the o4 leval™

A.M. Best and Fitch toth reatirmed e Group's financial strength and isswer credit ratings at "stabla”
The Group undarkok & number of cagital managemeant initfatives over the course of 2616, essentially replacing ber 2

debt subjacl fo regulataly capital decay with new capital qualilying tier 2 subordinated debd.

Each transaction is distussed saparately overleat,
Capital summary

AS AT 1M DECEMBER 2018 15
LS$M LFS
Hel aasels 10,304 10,560
Lass: intangbla aessls (2,827) (36804
el tang bk assals &.107 8,556
Add: borrawings 34T4 3.529
Texal capdlalisation 10,184 10,485
AS AT 3t QEGEMBER 20181 2018°
USEM usis
QBE's reguiatory caphal base B 2TT 8737
APRAS Prostribed Capllal Amount (PCA) 0158 BB
PLA mullpse 1.79m 1.73x%
1 Irdicative APRA PGA ealtulaticn st 31 Dregembar 2046,
2 Pricr yeer APRA PCA calculalion has beeen rastated to be consistant wath APRA retuma finelisged subsequeanl [o yeer angd,
At 31 December 2018, he Group'a indicative APRA PCA mutliple was 1.78x, up from 173 a year eariisr and our
excess over and above Slandard & Poar's minimum AR equivatant captal requiramant burther increased.
In light of Lhe extent to which cur capilal positicn now exceeds Standand & Poor's minimum AA equivalent cepial
requiramant, wa ramain comiortabke with our regulaiory capilal position & arpund 1.7x PGA,
Key financial strength ratios
AL AT 3 DECEMEER BENCHMARN g k) b
Crabt {0 equity 25% it 35% % i 33.8%
Dabl jo @ngibke eqully ] $2.0% 51.1%
FCA muftiple ! J.5x o 1.8x x 1.78x 173
Premium soivency £ “ 0. 5% 56 6%
Frabablllly of adequacy of outitan ding dalms AT, 5% 1o 82 5% ] [ Ry 89.0%

1 Prior year APRA PCA calculaton has been restated o be conslstant wiin APRA, relurns fnalised subgequent o year and,
Z  FPramium sodvency ralio |5 catculated as the rates of nal tangoiide assals 1 nal eamad prailem.



Borrowings
Az at 31 December 2018, the Group's lotal borrpwings stood at $3.474 milfion, down 2 modest $55 million or 2% from
$3.529 million a year earlier

Dwring 2016, the Group established;

= a 3500 million Tvea year comrmitted revolving credit facility, which matures on 31 March 2018 The facility was undrawn
at year end:

+a %4 hillion medium ferm note ssuance program in May 2016 which allows QBE to issue senior unsecured notas,
capilal qualifying tier 2 subordinated debt securitias and additional tier 1 securities to non-US investors and
subzequently incorporated the ability to issue to US inveskors in Cokober 2016; and

« a4 $1.7 bilion committed standby batier of credit facifity with 2 £300 million accordion feature, This kcility was created
for the putpose of providing ketlers of credit to support the Group's Funds at Lioyd's requiremeant,

M TRAn GIE Voded [RTUHbF
UGN dnom gomemsoy FAL L

The Group also executed the lollowing transactions during the vear:

+ a wnder exchange for £325 million tier 2 subgrdinated debt securities due 24 May 2041, £291 milllen was endered
and exchanged for £327 millian of new tier 2 subordinated depl sscurities matuning 24 May 2042;

= the call of £300 mifllion of perpedual capital securities on their first cail dede. This transaction closed on 18 July 2016,
A3 a result of a previsus liability mansgemant exgrcise, QBE already owned £292 million of these securitias;

« an imermeadiamd tender exchangs fr $1.0 billion tier 2 subordinated debt securities dus 24 May 2041. 5458 million
was tendered and axchanged for $524 million of new tier 2 subominated debt securities maturing 17 June 2045; and

+ a tender axchange for ihe full residual of $1.0 gilllon tier 2 subordinated debt securitiss dua 24 May 2041 which were
hel exchanged as part of the imMermediated tender. $372 million was fendered and exchanged for $372 million of
new Llier 2 subardinated debt securitias maturing 21 Novernber 243, e issued an additional $28 million of new tier
subardinated debt securilies maturing 21 Novermber 2043 at an above par price of 1171.5% o bring the total issuance
b $400 million.

The gharling tender exchange, the US dollar intemediaked tender sxchange and the US dolar tender axchange
transaclions were designed to bolh:

= lurther aplimise the Group's capital efficiency, On 1 Janoary 2016, the Group had $1.4 billion of tier 2 subordinated
debt lhal had become subject to $224 million of anhual regulatory capilal amortisation. As a result of these
transactions Lhe annusl regulatory capilal amaortisation has bean reducad o $33 miflion; and

* layer agditicnal duraticn into Lhe malurity profide and normalise the Group's annual funding regquirernents.

At 31 Decembar 2015, GBE's ratio of bommowings to sharsholders’ unds was 33,8%, up 0.2% from a year earlier and
within aur banchmark range of 25%-35%, Debl Lo tangibbe aquity was 52, 2%, up marginally from £1,1% at 31 Decamber
2015, having baan adversaly impaclad by the stronger US dollar,

Intarast expense o borrowings for the year was $212 millian, down 1% rom $215 million i the same pariod last year.
Tha weighted average annual cash cost of borrowings ourstanding at the balance sheet date reducad from 5.2% at
31 Decembar 2015 1o 5.9% at 31 December 2016,

Al dett issuance in 20M& was undertaken by way of regulatory capital qualifing tiar 2 subordinated debt The weighting
howards requiatory capital qualifying tier 2 within the Group's overall borrowing mix was slabke at 74%. with incramental
duration kaing built in to Lha term structura.
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Borrowings maturity ! Borrowings profile

A5 AT M DECEMBER 2016 2015 A% AT 11 DECEMEER 2015 2015
i) Y L B

Leas lhan one year 5 - Subordinaled debt T4 T4

One o five years 27 in Sanlar dabi 17 17

More than five years Bl Eit] Capital securltles f ]

1 Based on first call data.
Further details of borrowings are set ol in note 5.9 to tha financial slatements.
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MHet outstanding claims liabilities
A% AT I DECEMBER e 20161 2014 2013 012

USEM US§m USim USEM USEM

MNel outstanding claims 13,781 15,375 16,948 18,208 18,412

Ceniral eslimats — o standing clakms 12,893 14,1158 15,565 16.643 17,079
Risk margin — culstanding claims 1.08% 1.260 1353 1,565 1,333

13,781 15,379 16,948 18,208 18,412

% % Y % i

Probabilty of adequacy = ouslanding claims Ba.6 B5.0 827 20,7 87.5

Waghed average discolnt rate 1.5 15 17 28 22

Wiaslgriod average term to gettlemenl (years) Z.8 3.0 2.8 3.0 248

1 Eamhades Arganling workers' compenaation busingesa that was held for saks at 31 Decembar 2015,

Tha tabla above summarises cur provision for nel oulstanding claims liabiitss, separataly dertitying the cantral estimete
and rik margin,

As requined by Australian Accourding Standands, net ourstanding claims habilities are discounted by applying sovereign
bond rates as a proxy for risk-free interest rates and not the aciual earning rete on our investments.

The probabiity of adequacy of oulstanding claims increased b £9.5% comparad with 85.0% at 31 December 2015,
Net profit after tax would héva increased by $16 millian if the probability of adaguacy waz mainlsined at 88.0%.

As at 31 December 2016, risk margins in net outstanding claims were %1088 million or 8.6% of the nel central
estimate of cuistanding claims compared with $1,260 million or 8.9% of the net central estimate of outstanding claims
at 31 December 2015. Tha dacreasa in tha risk margin of $172 million includes a foreign exchange movement of

$29 millien and a constan currency reduction of $132 million.

The reductipn in the absolute kel of risk manging during the petiod cannot be consklered in isolation and reflacts the
fokawing tignificant impacta:

» mduced volalifty in the mal discounted cantral estmake as a resufil of both a track record of positive prior acchant
yaar claims development ard transactions W reinsure legacy US multi-line property and casualty [program) run-off
habilities and LK long-Lai habiltes:

» tha growing proporlion of pulatanding clzims |iabiliies preteciad against adverse detarioration by the Group's large
individual risk, ang calastrophe aggregate reinsurance program, purchased since 1 January 2015, and

- the impacl af fareign exchange which has reducad bath the net central estimate end risk manrgins in absolue tarms.

Partly ofisetting the ahove, QBE has elecied In increasa lhe lsvel of risk margin to refect patential changes to

statutory discount rates in relation to UK, persenal injury claims liabiliies. Whilst the LMK Ministry of Justica is expacted
ta announca a changa to the statutory rates (COgden tables), ne details of the changs have been published as at the
date of this report, The current allowancae in the sk margin assumes a reduction in the statutory rate of arcund 1%

(1.e, a propoeed rate of 1,5% comparad with the current legislatad rate of 2.5%, which GBE estimates wouk increaze
the nat cantral estimata by 533 million. If the statutory rate reduced by a further 0,5%, this would equate n an sdditional
increase in the net central estimate of $20 millisn, Beyond this allowance, each 0.5% reduction down to a zers statulory
rata wiaul increase the net cantral estimate by around $28 millien, albait that the impact is not linear,




[ntangihle assets

Ag at 31 Dapamber 2616, the carrying value of intangibla assats (identiftabhe intangibles and goodwill) was
$3.627 million, up maminally o $3.604 million at 31 December 2015,

During the year, the carnying value of inlangibles increased by 323 million prirmanly due ta the capialisation

of expenditure in relation o various information technology projects across the Group and costs associated with
the purchase of our 35% fixed share of the South Australian CTF fiability market, largely oMfset by amonisation and
exchangs rale movements,

At 31 Dacambar 2015, QBE reviewed all maternial intangibles for indicators of impaimemn, consistant with the Group's
policy and tha reguirernema af the rebevant aceounting standard, A delailed impairmern ] feat was complated in relation
ta our Marth American goodwill batance ($1,543 million), which indicatad headroom at the balance date of $38 millian
compared with $198 million at 31 Decembar 2015 and $79 million at 38 June 2018, Tha valpation remains highly
sensibve bo a range of assumptions, in particular to increases in the forecast combined cpearating ratio usad in the
terminal value caloutation and changas in discount rate and long-term invastment refurn assumptions,

Details of the sansiivities associaiad with this valuation are incloded in nate 7.2.1 o e financial statements.

investment performance and strategy
2018 was a very evermtful year in tarms of gecpolitical and inveslment markst developments. with significant wofatility
erperianoed throughoud the year,

Bond yields in aggregate ended the year iiftfla changad from whede ey began, with OBE's currency-waighled hwo yaar
soveregn bond yisdds falling 14bps to 1.0% and the 10 year aquivalent faliing 16bps to 2.14%.

The year included two very distingl halves ip larms of invesiment performance, Duning the first kalf of 2018, vialds fedl
sharply (190bps an 10 year sovereign bonds) from already histarically low kevels, exacerbaiad by the Broxit vobe in late
Junte, During the secand half of the year, bond markats reversed their course with a significant steepening of global
yield curves precipitatad by the surprise cutcome of the US slection result in early Movernber,

Credit spreads were somewhat mora stable by comparisan, athough averaged highet levels in the first half of the year
before settling inlo 2 lower range and ending the year a litte tighter,

Atter a poor starl b the year, equity markats movad higher, recovering quickly from tha Braxit vate and evan mora
qQuickly from the unanticipated Trump victory, o and the year having postad reasonable relums in aggregate,

The portfolio underwent some nolable changes during 2018, Madified asset duration was extended from 0.9 years

to 1.5 years, imtroducing & degree of stabilisation inlo performance volatility o an investment return perspective but
also cohsistert with our strategy of reducing the mismatch batween assst and liakility duration over time. Alhough
we added further modeast exposure o struclored cradit and carporate bond haldings, the cradit quality of the portiolio
remaing consenvative felative to global peers. Wa alse altersd the mix of our allocation o alernative investments,
introducing infrastruciuce assets i increased transparancy, prediciability and stability of returns but also to raise the
real asset/inflelion protection companent of the port fdic,

Spread duration, the kay measurs of our sensitivity to changes in credit spreads, finished the year at a simailar level ko
whera it bepan at around 1.4 years, however, again it was 5 tale of bwo halves. credit duration was extendesd during the
first half as spraads widenad, then subsequently rediced as s result of profit-laking as spreads narrowed koward the
and of the year,

The fxed income ponthiio tenefiled from credit spreads finishing the year tighter and defivared a 2.4% redurn. Growlh
assabs delivered a bBlended return of 3.0% with unfisted property a key contributor. The overall nat portfolio retum was
slightly below target at 2.4%, with the retum sharlfall largaly driven by mark-to-market capital ksses on fonger duration
fixed income sacurities post the US efection result,

Looking ahead, we axpect recent market volatility to continue and will maintain our conservative stance enabling
us o take advamage of any furthar manks! dips to enhancs portfolis rewrns.
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Tolal net investmeant income

POLICYHOLDERS' SHAREHOLDERS'
FUNDS FUNDS TOTAL

EQR THE YEAR ENDER 34 DECEMBER i€ g M8 2046 e 206

usiM US$M usim [EETTE USEM usim
Incame on growth assels 45 144 &4 85 13 220
Fhead Ineres, short-term money and cesh income 3 264 1 60 .1 424
Gross investnent income * 3ae 404 261 245 T 649
Investmen] expenses o % (15 9 Hm (24} {26
et invesiment incame i | k1. 252 235 #23 623
Foreign exchange gain {oss) 40 {14y 85 - 125 [14)
Ciher Incoma - 4 2 4 2 3
Qtinef Empenses . ) B - _.T U | B
Met wastment and ctherincome 407 A 339 239 T46 &07

i Tnedoden otad raolised and ynrpalined gains on invesimests of $108 million (2015 382 moloR) Comprising gains an invastmanls supporting
policyholders’ handa of 362 mrdbon (2815 57 milbon) and sherehokiers’ funds of S47 miltien (2015 £35 milton),

Groas and net Investment yield

TIELD O HNYESTMENT

YIELD ON [INVES TMERT ASSETS BRLGKING
ASSETE BACKING EHAREHOLDERS!
POLIC YHOLDERS" FUNDS Fukoa TOTAL

FOR THE YEAR ENDED J1 DECEMEER 016 s F L Fakh ForEE] Fock 13
k) A “h ] * .
Grogs ! 5 23 5 23 15 23
Net? 2a 23 F 2.2 2.4 23
MNet investment income and orhar yhatd 2.8 2.1 3.3 2.3 2.9 2.2

1 Gross yeakd iz cakadated with rafecancs 1o grons inveslmentincom e a3 § percaniega of puvenepa invesUmem sseats bacnng pokevholdears
of shatahokdars' hurds a3 aproghale.

2 Mat yield is cakulabed with rafarence to et invasimenlintams a3 2 parcaniage af Avaraga mvastment assats baching policyhokdars' or
gheamsholgers’ lunde as sppopriale,

3 Metinvastmant income and other viedd is calculated with efarancs 10 nel imsestment and otharincoms as & percentage of average
invastment assals backey policpholders' of sharahokdars' funds as apprapdate.

Total investments and cash

INVE STMEMT ASSETS IRVERTMENT ABSETS
HACKING BACKING
POLICYHULDERS" SHAREHDLDERS'
FUNDS EUNDS TOTAL

£5 AT 31 DECEMBER 2018 T 2015 BT H L 1S

USHM WSEM LS US55 LG SM USEM
Cash and cash equivalants dla 404 408 258 4T 862
Shart-tenm money L5 igis 1,739 2,308 3,064 LR ¥
Govemment bends 3,621 2,538 2375 1628 5. 005 4158
Corporate bondz 6,952 7.560 L% 4 825 14,339 12385
{nfrastructure detl 2 292 iTs 138 483 kF
Unii fusks 13 3a 12 25 H o4
Sirateqic aquites - - 18 08 118 64
Crther aquities )] 351 172 24 481 878
Ememing markal asquily 21 155 i3 95 : 254
Emergimg market debl 151 194 114 124 306 KYE
High yield debt 1x7 280 75 174 202 452
Allernatives 278 242 185 55 41 gy
Property inats S E3F 384 406 1028 1,043
Invasimant propemes ] 9 ¥ L] ¥ 1d 14

Tolal investments and cash 15084 15,225 19141 ADATI 25,215 28,708




Intarest bearing financial assets

SEGURITY GRADING CURREMNGY M1X MARKET WALUE OF
MARKET YALUE OF TOTAL INVESTMEMTS
GROWTH L33ETS AHE CASH
AS AT 11 BECEMBER 2015 2045 AL AT M CECEMOER 2048 2{:115:. i 2018 2016
% k] * % % a
58P ating US dodlar [L] 45 32 31
AAA 1% 17 Atvrslralian dollae Y. w M an
Al ar 37 FHerlimg k4 | i2 18 2%
A k1] 38 Eure 12 & &
of, 11 # CHber - — 11 10
Dividend

Qur dividend palicy is designed 1o ensure thal we reward sharehalders relative to cash profit and maintain sufficient
capitaf for fuliura investmeant and growih of the buginass,

Tha final dividend for 2016 will be 33 Austmalian cems par share, up 0% compared with the 2015 final dividend

of 3 Australian conts per share. Combined with the 2016 interim dividend of 21 Austratian canits per shara, the ol
dividend for 2016 will ba 54 Australian cents, up 8% compaied with the 2015 tolal dividend of ST Australian cants
per shara,

Tha dividend will be ranked at S0% and is due to be paid an 13 April 2046, The dividend reinvesimenr programs will
comdinue & a nil discaunt with demand for sharas under the Dividend Rainvestment Plan to be satisfied by acgquinng

shares on-market. As praviously noted, the fanking percantage is axpeciad to reduce to around 30% in 2017 and 2018,

The payout for the 2016 Ml yoar is ASTA1 million or around 51% of cash profit caleulated by conwarting cash profit 1o

Australian dollars at Lhe avarage rate of axchange during the periad. The caleulation of cash profit is shown on page 16.

In conjunciion with the anrouncement of tha 2015 final dividend and fo recognize the Group's afready strong angd
increasing surplus capital pesiion Hut limited franking capacity, QBE has established a three year cumesfative on-markel
Buyback facility of up b A%1 billion, with a current tamget of nol mors than A%332 million in any one calendar yoar,

Closing remarks

| am pleased with our parfornence duning 20016, particutarty in the second half of the yagr, We parformed strengly
Jgainst our cambined operating ratto larget of #4% - 95% and made progress in restonng the attritiona claims ratio
in our Australlan & New Zealand Oparations, particulanly in the final quarter,

That said, wea believs that there ramain significant opportunities for improvement acrass the Group.
Our prianties for 2007 will facus on the following key areas;

+ capilalise on tha ehiciency banefits of our refined and restruclured reinsurancs program:

= drive our expanse rabio below 16%;

= achieva profitable smanic growkh where it is availabie;

» sushain eamings stability and continue to deliver positive prior accidem year claims develofment,
* mainlein a slang capital pesition and strong cash remitlancas to the Group centra; and

= provide capial and dividand growth for our shareholders.

Patrick Regan
Group Chief Finanacial Officer
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Emerging Markets

This division has a meaningful footprint with
leading y ions across many of the world's
most attractive e ing markets. With its
customer base, distribution partners and product
range, it is uniquely positioned to continue
profitable growth over the long-term.

Gross written preminm Net earned premium

Combined operating ratio Insurance profit margin

/ 99.2% o, 4.9%

in 2015

Ad]uu.tud :‘Mhmmﬂnnummnmm run-aff liabilities.
ma maclude premium associated
-uh of IEH.S in 201
.Pd:lill.lll.ad for iransactons 1o minuum UK long-Lad labdities,
Down 3% on a consland currency basis,

Ll

Australian & New Zealand
Operations

A diversilied general insurer providing cover for
commercial and personal risks, Our slrong customer
focus, disciplined underwriting and strong capital
base assists consumers and business to mitigate and
manage risk while delivering strong and stahle retums.,

Gross written preminm Net earned premium

LELE R T LSS millon

3,933 2% | 3,410 2.2

Combined operating ratio Insurance profit margin
» 91.3% 14.2%
92 715 n 2015 12-3[}{} i 2015

Dowwn 6% on & constant currency basis.

Adjusied for North American Operations loss portfolio transfer iransaction.

Up 10% on a constant currency basis.
Up 8% on a constant currency basis.
Up 5% on a constanl currency basis.
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North American Operations
business review

North American Operations more than doubled
underwriting profit in 2016, reflecting a strong Crop
performance and continued profitable growth in Specialty.
Ongoing cost efficiencies, coupled with a more focused
Property & Casualty portfolio, bodes well for further
margin improvement.”

Buss Johnston

Chiel Executive Officer = North American Operations

Gross written Net earned Underwriting Insurance
premium preminm result profit

Us% million U5% million US% million Us% million

4,647 3,318 (72 (155

Q 2% 2o% @ 19% 25 * Q $42M 55 © $62M 5
: . Cam.l;im_-dqpcrmlng T T— prun.tmaruin

97-8:}’0! (2015 §9.2%) 4-?‘3‘{1] (2015 2.5%)

2016 overview

Marth American Operations is a specialist insurance and reinsurance franchise focused on four key
business units: Property & Casualty (formerly known as Standard Lines and includes commercial and
personal lines), Specialty, Crop and Assumed Reinsurance (a component of QBE's global reinsurance
business headquartered in London),

Over the course of 2016, premium rates remained flat overall, compared with a modest 0.4%

increase in the prior corresponding period. It has become increasingly important to drive continuous
improvement in how we define, target, select and price risk while driving greater efficiency and
enhancing customer experience. Our investment in both talent and analytics has helped us to improve
profitability whilst ensuring that we remain focused on areas where we have a competitive advantage.

Worth American Operations has established a strong Specialty business that continued to grow
profitably with discipline in core segments of accident and health and errors and omission. Our Crop
business outperformed expectations, generating a superior underwriting return. Notwithstanding
significant challenges in commercial auto, our Property & Casualty business continues to improve
while results in our Reinsurance business met expectations,

During 2016, a decision was taken to exit the mono-line commercial auto segment. This included

the termination of a major program and the reinsurance of all related cutstanding claims and
unearned premium raserves to the Group's captive, Equator Re. The exit of this portfolio represented
approximately half of the overall commercial autoe portfolio. We also reinsured legacy multi-line
property and casualty (program) run-off liabilities to a third party.

Cuollectively, these strategic decisions will rermove managemaent distractions, sharpen our Property & Casualty
underwriting focus, improve property and casualty earnings quality and enhance capital efficiency.

1 Adjusted for transactions to reinsure run-off liabilities
2 Prior pariod comparable figures exclude premium associated with the sale of MELS in 2015,



Operating and financial performance

Underwriting performance

The aforementioned reinsurance transactions resulted in

a reinsurance expense of $587 million with a consequent impact
on net earned premium, more than offset by a $603 million
reduction in net incurred claims. In addition to reducing the level
of uncertainty in the remaining net discounted central estimate,
as highlighted in the table below, the reinsurance transactions
improved North American Operations’ combined cperating

ratic by 0.8% (with an 8.2% positive impact on the net claims
ratio largely offset by a 7.4% adverse impact on the combined
commission and expense ratio).

In order to assist year on year comparability, the underwriting
commentary hereafter refers to the 2016 results excluding the
impact of these reinsurance transactions.

MNorth American Operations delivered an improved combined

operating ratio of 97.8% compared with 99.2% in 2015. The results
benefited from an outstanding Crop performance, largely offset by
continued and significant challenges in commercial auto, We have

exited our mone-line commercial auto portfolio, which reported
an underwriting loss of $105 million.

Lower corn and soybean pricing coupled with farmers opting
for higher deductibles adversely impacted Crop gross written

premium. Nevertheless, the Crop business performed extremely
well, outperforming industry average profitability.

Our maturing Specialty franchise is delivering strong and profitable
growth across core business in accident and health and errors and
omissions. Specialty saw 50% premium growth while continuing

to diversify across a number of businesses, including directors and
officers, transactional liability, aviation and infand marine.

The insurance profit margin improved to 4.7% from 2.5% in 2015.

Underwriting result

FOR THE YEAR ENDED

2016

3 DECEMBER 2016 acsieres 20157 20187 20137 3ma2
Gross written

premium ussm 4,647 4,647 4961 5310 5951 6565
Gross earned

premium uUssw 4,657 4,657 4930 5457 6225 69084
Net eamed premium  ussm 2,731 3,318 3,666 4471 5030 5625
Metincurred claims  ussw 1,528 2131 2323 3023 3,804 4038
Met commission ussm 564 564 635 698 795 883
Expenses ussu_ 656 551 678 788 1011 830
Underwriling resull  ussu 83 T2 30 (38) (5800 (126)
Met claims ratio % 660 642 634 676 7T56 Ti8
Met commission ratio % 207 170 173 158 158 157
Expense ratio % 204 168 185 1756 201 14.7
Combined

operating ratio % 970 978 992 1008 111.5 1022
Adjusted combined

operaling ratio * % 977 9§85 99.8 1004 - -
Insurance profit

margin w B.1 4.7 2.5 0.2 (108 (.0

1 Adjusted for transactions o reinsure run-off liabilities.
2 Comparability of prior period data is diminished as a result of the sale
of MELS and the adoption of a significantly revised crop premium earning

pattern in 2015,

3 Combined operating ratio adjusted to exclude the impact of changes in
risk-frea rates used to discount net culstanding claims. Management-basis

results wera not reported in 2013 and prior.

Gross written premium and
net earned premium wssm
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North American Operations business review

Gross earned premium
by class of business 2016

2016
%

@ Commerclal & domestic property 323
@ Agriculture 186

Muotor & motor casualty 109
@ Workers' compensation 84

Publc/product Hability 76
Accident & health 53
@ Professional indemnity 51
Marine enargy & aviation 1.1
@ Financial & credit 0.8

2015

MBS
283
125
8.1
i3
L7
20
09
o7

Premium income

North American Operations' gross written premium declined 6%
to $4.647 million compared with $4,981 millien in 2015. Excluding
%383 million of premium from the M&LS business that was sold
in 2015, gross written premium increased 2%.

Strong growth in Specialty continued with gross written premium
up $211 million or 50% relative to prior period. New business
across the segment almost doubled with a diversity of growth
across the portfolio including accident and health, errors and
omissions and transactional liability, as well as from the addition
of new specialty programs. Growth in Specialty outpaced
reductions across Property & Casualty and Crop, resulting

in modest growth overall.

Property & Casualty premium declined 5% as a result of continued
underwriting action in underperforming areas and new business
shortfalls, primarily in our program business. The reduction

in premium was largely due to commercial lines where an
increasingly competitive property premium rate environment

and corrective underwriting actions in auto led to lower premium
production. Conversely, we continue to see strang growth in the
affiliated agencies business within Property & Casualty, which
grew by 5% due to increased housing starts.

Crop gross written premium fell $135 million or 10% compared with
2015, reflecting insured buying patterns and lower commodity prices.

Allowing for the sale of MELS and despite significantly higher
government cessions on the back of better than expected crop
margins, North American Operations’ net earned premium
increased 1% to $3,318 million,

Claims expense

MNorth American Operations reported a 2016 net adjusted claims
ratio of 64.2% compared with 63.4% in 2015.

The claims ratio benefited from a significantly stronger Crop result
offset by a heightened level of large individual risk and catastrophe
claims that added an additional 2.1% to the net claims ratio
following an especially benign 2015.

The net cost of catastrophe claims increased by $43 million or
1.3% as significant hail activity in Texas and hurricane Matthew
impacted the affiliated agencies portfolio and the program
business within the Property & Casualty portfolio. The net cost
of large individual risk claims increased by 0.8%, reflecting an
increase in claims across Property & Casualty and the impact
of growth in Specialty.

Excluding Crop and M&LS, the attritional claims ratio improved
slightly as improvements across Specialty and Property &
Casualty outpaced challenges in commercial auto. This is

despite a significant increase in attritional claims in our affiliated
agencies business due to adverse weather in Texas that impacted
industry-wide results.

Consistent with 2015, the result included $121 million of adverse
prior accident year claims development that increased the net
claims ratio by 3.7%. The vast majority of this relates to now
terminated and reinsured mono-line commercial auto business.
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Commission and expenses
The combined commission and expense ratio improved fo 33.8% from 35.3% in the prior cormesponding period.

The commission fatio decraased to 17.0% from 17.23% in 2015, reflacling a lowsr proportion of higher commission
paying program business,

MNorth American Cporations' expense ratic decreased to 16.6% from 18.5% in the prior yvear and incduded a 1.4% banefit
associated with the sake of M&LS in 2015, The improvement in the expense ratio was less than anticipated due to lower
than budgeted premium revanus as a result of significantly higher government cessions on the back of better than
expacled crop profitablity.

Having stabilised net earned premium and indeed resumed (akweit modest) growth, additicnal sxpense managemant
efforls are underway. These include streamlining and modernizing our technology and oparating infrastructurs,
consistent with a simplified husiness strategy. Morth American Operations s in the process of further consclidating
i3 r2al estate footprint and increasing utilisalion of the Group Shared Services Centre (GSSC) in the Philippinas.
Exciuding the sale of MALS, qver £40 milion of cost savings wera achiaved during 2016, which was partially oMasat
by non-racurring rationalisation charges and investment in ongeing initiatives.

MMAATIRD
ITURLINEGL G -

Summary

North American Oparations continues its focus on building a spacialist franchise that delivars prefitable organic growth
by buikding marked leading and proprietary products tailored to customer needs. Since 2013, Specialty has launched
nine new business units and has developead a culfure of innovation and excellance with over 30 new products brought
ta markat. Ve have & well-diversified portfolio, anchored around accigant and health and grrors and omissions,
augmented with offerings acrogs directors and officars, transactional liability, aviation and inland marine. This has
allowed us to devalop an organic growth capability that we are now leveraging across the Proparty & Casuslty portiolo.
We have launched an “excess and surplus lines® business and are building out our existing personal lines platform

ta furlher anhance portfolin diversification, The Proparty & Casualty franchise is moving forward with a mora focusad
distribution fogtprint. Qur value proposition is centred arcund the scale of our Specialty and Proparty & Casvalty
product offerings and our delivery of integrated capabilities to customers, Cur high quality Crop and Reinsurance
businesses are alsc integral, providing additional portiolio diversification and confidence in posting a further improved
urderwriting result in 2017,

Implementation of & senes of inftiatives focused on claims, analyticg and human capital are well undervyay as we
continue to kuild sustainable financial resutts and brand value. |n 2016, we staried deploying advanced anakytics to
enahle claime tiage, subrogation and anti-fraud capakilitiss to improve recoveries as well as third party management
I &nsure we drive & positive customer experience with efficient and affective practices. In addition, utilisation of
raching learning is improving our analytical capabilties with respect to customer analysis and undsrwriting which

is driving improved decision making at 2 transactional and portfalio level across our businesses. The introduction of
drona lechnolegy im owr crop business has enabled us to better sarve our customers. Over tha course of 2047, we will
increase our deployment of analylics and technalogy to improve business optimisation throughaout the North American
Cparation. Moreover, continued development of a performance-driven and resulis-focused culture, while building

in house tachnical expertiss through the launch of our underwriting academy, further underpins cur confidence in
delivering on our medium-lerm financial targats.

2B provides a window into tha emarging srenglh of the North American platform. This llows signifleant
organisations| change undsrtakan in 2013 and the repositioning achieved thersafter. This change included the
build-out of Specialty, Improvements to our Crop business, remadiation of Proparty & Casualty and the sale of MELS.
2l of which contribulad 1o & return b prafitsbility in 2015 fallowad by significant further improvemant in 2016, With
tha trangtgrmation naating complation, our 2016 performance evigances the bréadth and depth of capatilites our
new oparating model provides and undarplng o confidencs In sustaining modast growth while driving to 2 mid-30s
cambingd cparating ratic over the medivm-@rm.

A3 we continua ke strengthen the diversity of our leadership 12am, we weara pleased o announce the appointment

of Kris Hill wha joined as our new Chief Financial Cificer reptacing Richard Dziadzio, wheo keft the company in mid-2018.
The strength of the QBE brand has positioned us well to continue to atract the best and brightest to cur organisation.
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Operating and financial performance

Underwriting performance

As reported at the half year, reinsurance transactions undertaken

to reduce exposure to UK long-tail iabilities benefited net claims
incurred by $168 million and reduced net earned premium by

$166 million. Although almost profit neutral, the transactions improved
Eurcpean Operations’ 2016 combined operating ratic by 0.4%.

In order to assist year on year comparability, the commentary
hereafter refers to the 2016 results excluding the impact of these
reinsurance transactions,

After a significant adverse discount rate impact during the first half
of the year, risk-free rates in most of our major currencies increased
during the second half. Despite this improvement, the full year
underwriting result included an $89 million or 2.9% adverse impact
compared with a $21 million or 0.6% benefit in 2015.

Excluding the impact of movements in risk-free rates, the combined
operating ratio deteriorated slightly to 90.7% from 89.7% in

the prior period. While all three business units reported strong
underwriting performances, QBE Re experienced heightened
catastrophe incidence following an especially benign 2015,

European Operations’ insurance profit margin was 10.1%
compared with 13.4% in 2015,

Underwriting result

FOR THE YEAR ENDED 016 1 201473

3 DECEMBER 2016  acsmmio #0186  acaaTo 2013 2093
Gross wrilten

premium usse 4,076 4076 4,386 4526 5236 5162
Gross earned

premium ussm 3,878 3,878 4338 4805 5146 4903

Net earned premium _ussM 2,948 31156 3454 3920 4.160 3.971
Metincurred claims ussm 1,658 1,828 1844 2362 2486 2441
Met commission USSM 574 574 534 718 768 599

Expenses uss 516 516 5689 626 646 607
Underwriting resull _ ussm 201 199 377 223 260 224
Met claims ratio % 662 6588 534 B0 597 615
Met commission ratio % 19.4 184 184 183 185 176
Expense ratio % 176 1658 173 159 155 183
Combined

operating ratio % 932 936 891 943 837 944
Adjusted combined

operating ratio ? % 802 907 897 - - -
Insurance profit

margh‘u % 10.7 1041 13.4 8.8 8.0 108

1 Adjusted for transactions fo reinsure UK long-tail liabilities.

2 Adjusted for transactions to reinsure Italian and Spanish medical
malpractice liabilities.

3 Combined cperating ratio adjusted to exclude the impact of changes in
risk-free rates used 1o discount net culstanding claims. Management-basis
results were not reported in 2014 and pror,

Premium income

Headline gross written premium fell 7% to $4,076 million due
to the significantly weaker sterling, disciplined underwriting actions
and fewer acceptable new business opportunities.

On a constant currency basis gross and net earned premium
declined by 3% and 6% respectively.

During the year new business activity was less than anticipated

as in many cases, new business profit margins were deemed
unacceptable. Despite corrective underwriting action on a small
number of high profile accounts, we recorded an improved premium
retention level of B2.7% compared with 80.5% in the prior period.

Gross written premium and
net earned premium ussm
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Gross earned premium
by class of business 2016

v)

2016

%

@ Commercial & domestic property 27,3
@ Public/product liability 187
Marine enargy & aviation 4.8

@ Prolessional indemnity 138

Maolor & motor casualty 136
0 Workers' compensation 5
@ Accident & health 24
Other 23
@ Financial & credit 20

European Operations business review

2015
%
713
203
e

Our continental European insurance business continues to record
higher levels of premium growth and we expect this to be maintained.

Claims expense

The net claims ratio benefited from positive prior accident year
claims development of $273 million or 8.8% of net earned premium,
which emerged across multiple portfolios. This is an improvement
on the $253 millicn or 7.3% of positive development in 2015.

The attritional claims ratio increased relative to the prior period
largely due to a temporary impact from the dramatic devaluation
of sterling, whereby premium written in currencies other than
sterling was earned at higher historical rates relative to related
claims expense that was recognised at rates of exchange
prevailing when the claims were incurred. On a constant currency
basis, the underlying attritional claims ratio was stable year-on-year.
Assuming future stability of sterling, this currency effect is not
expected to have a lasting impact.

In line with the rest of the industry, European Operations
experienced an increase in large risk and catastrophe claims
incidence during 2016. Although less than our annual allowances,
catastrophe claims costs were materially higher, particularly with
respect to QBE Re where 2015 was especially benign.

Our underwriting teams remain vigilant as to underlying claims
trends and, in particular, any signs of emerging claims inflation.

Commission and expenses

The net commission ratio was unchanged at 18.4%, an
encouraging outcome in an environment where commission levels
are increasing.

European Operations’ expense ratio improved to 16.6% from 17.3%
in the prior corresponding period. This reduction was anticipated
and reflects ongoing expense management and efficiency
initiatives. The reduction in our expense ratio would have been
greater but for the impact of the devaluation of sterling on our
non-sterling expenses,

Summary

During a year in which the ongoing competitive landscape has been
compounded by increased global large risk and catastrophe claims
activity and sterling’s devaluation, European Operations delivered
another strong result along with operational improvements that
have reduced the expense base and enhanced efficiency.

Qur commitment to underwriting excellence and preserving
margins remains central to our success. Regardless of market
conditions we will not waiver from this principle as it is now more
impaortant than ever.

QBE's vision to build the strongest partnerships with customers
is embedded in our culture and we are fortunate to have many
excellent customer and broker relationships across our insurance
and reinsurance businesses,

There were two changes to our Executive team in 2016 and,
pleasingly, they were both internal promotions. Mike East assumed
the Claims Director role and Nigel Terry was appointed Chief Risk
Officer at the end of the year.

The European Operations' team remained focused and committed
during a difficult year and | appreciate their support and dedication.



Australian & New Zealand
Operations business review

Increased average claim size and frequency saw our
attritional claims ratio deteriorate in the first half of 2016.
Decisive action undertaken since, including premium rate
increases and claims cost management initiatives, has
seen the attritional claims ratio improve in the second half
of 2016 with further improvement expected in 2017

Pat Regan

Chief Executive Officer « Australlan & New Zealand Operations
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2016 overview

Three factors combined to drive an increase in our attritional claims ratio during the first half of 2016:
premium pricing pressure coupled with heightened claims inflation impacted our short-tail business;
increased small claims frequency in the NSW compulsory third party (CTP) scheme; and increased
claims frequency and severity in our trade credit business.

During the second half of the year, we acted decisively to address the deterioration in our first half
performance, implementing a comprehensive remediation plan with a strong governance framework.
The division has been divided into 44 business “cells” with regular, detailed reviews undertaken for
each cell to ensure that new underwriting plans and remediation actions are being executed and are
generating the desired outcomes.

LG ETLIOf
rlif]

|
.

Key remediation initiatives undertaken to date include premium rate increases, revised policy terms
and conditions, improved risk selection, tighter management and control over claims expenses
(including the removal of delegated authorities where appropriate), focused supplier management,
greater emphasis on salvage and third party recoveries and enhancements to our management
information lead indicators.

Strong distribution partnerships have enabled us to lead the market in taking remediation actions.
While these initiatives will primarily benefit our 2017 results, early benefits from rate increases and
reduced claims costs are evident in our fourth quarter results.

The impact of pricing initiatives undertaken to date are best evidenced by the trend in our Australian
premium rate increases, up 1.7% for the full year compared with a decline of 0.1% at the haif year,
including a fourth quarter increase of 4.5%.

1 Up 5% on a constani currency basis.



Australian & New Zealand Operations business review

Gross written premium and
net earned premium wussm
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Operating and financial performance

Underwriting performance

Australian & New Zealand Operations reported a combined
operating ratio of 52.7%. up from 81.3% in 2015. Positive prior
accident year claims development, particularly in our NSW CTP and
liability portfalios, largely offset the deterioration in the attritional
claims ratio which increased to 60.2% from 55.1% in the prior period.

Pleasingly, the attritional claims ratio improved from 62,0% in
the first half to 58.6% in the second half, driven by a significantly
improved attritional claims ratio in the final quarter.

While the gross cost of catastrophe claims increased year on
year due to the New Zealand earthquake and the large number
of second half storms, the net cost was in line with expectations
as a result of our aggregate reinsurance covers.

Our lenders’ mortgage insurance (LMI) business reported

a combined operating ratio of 34.9%, up from 22.2% in the prior
period but broadly as expected. Premium income has continued

to decline driven by regulatory pressure on mortgage lenders and
stricter lending criteria. While the number of pending properties

in possession and loans in arrears increased during 2016, this was
partly offset by a decrease in the number and severity of claims.

Underwriting result

FOR THE YEAR ENDED

31 DECEMEBER 2016 2018 2094 2003 2012
Gross writlen premium usse 3,933 3787 4,392 4805 5008
Gross earned premium ussM 3,924 3753 4386 4626 4801
Neteamedpremium  ussw 3,410 3282 3834 4028 4.149
Mel incurred claims usse 2472 2,054 2,242 2347 2,501
Met commission USSM 511 481 532 572 555
Expenses  usw 477 461 662 623 701
Underwriting result ussM 250 286 498 486 302
Met claims ratio % 637 626 584 582 603
Met commission ratio % 180 147 1389 142 134
Expense ratio % 140 140 147 155 169
Combined operating ratio % 827 6813 870 &r9 9086

Adjusted combined
operating ratio ! % 924 911 854 - -

Insurance profit margin w 123 142 1nF 172 157

1 Combined operating ratio adjusted 1o exclude the impact of changes in
risk-free rates used 1o discount net cutstanding claims, Management-basis
results wara not reported in 2013 and prior.

Premium income
Gross written premium increased 4% to $3,933 million from
£3,787 million in the prior year.

On a constant currency basis, gross written premium increased
5% due to growth across a number of portfolios. Strong growth
was achieved in CTP as a result of significant premium rate
increases in the MSW scheme, coupled with our entry into the
recently privatised South Australian market from 1 July 2016.
Modest growth was also achieved in New Zealand, Elders and
our intermediary business.

Remediation initiatives undertaken during the second half resulted
in average rate increases for the year of 1.7% across renewed
business comparad with an average rate reduction of 0.1% in the
first half. Rate increases for renewed business in the fourth quarter
averaged 4.5%. Importantly, and despite our focus on portfolio



remediation, policy retention remained positive at 83.1% compared
with 81.7% in 2015. We experienced a slight fall in retention in the
fourth quarter as remediation plans were implemented, however,
retention remained above 80%.

Over the 24 months to the balance date, we have increased our
NSW CTP premium rates by 21% with a further 3% increase
applicable from 1 February 2017, We continue to work closely
with the government in relation to the proposed reforms that aim
to deliver a fairer and more sustainable scheme.

Claims expense

The net claims ratio increased to 63.7% from 62.8% in the prior
year due to an increase in the attritional claims ratio, which was
largely offset by positive prior accident year development.

The substantial deterioration in the attritional claims ratio reported
in the interim result remained a negative factor, however, and as
noted previously, remediation actions have started to address this.
The full effect of these initiatives will come through as premium

is earned in 2017,

The increase in the attritional claims ratio was driven by an increase

in NSW CTP small claims frequency (exacerbated by substantial
growth in the CTP portfolio itself) and heightened claims costs across
our short-tail portfolios as a result of increased average claim costs.

The gross cost of large individual risk and catastrophe claims
increased in 2016 driven by the frequency of large individual risk
claims throughout the year and the New Zealand earthquake in
Navember, The net cost, however, remained within our allowances
as a result of recoveries against our aggregate reinsurance cover.

Prior accident year claims development across our long-tail
portfolios remained positive, contributing $147 million to the result
compared with $120 million in the prior corresponding period and
$83 million at the half year.

Risk-free rates used to discount net cutstanding claims liabilities
increased from the very low levels seen at 30 June 20186, to end
the year very close to 31 December 2015 levels. As a result, the
£33 million adverse discount rate impact at 30 June reduced

to $9 million at 31 December 2016, in line with the full year 2015
discount rate impact.

Commission and expenses

The acquisition cost ratic remained relatively stable at 29.0%
compared with 28.7% in 2015,

The commission ratio increased slightly to 15.0% from 14.7%
in the prior period, reflecting the aforementioned growth in our
New Zealand business at generally higher commission rates
compared with our Australian business. Portfolio mix changes
within our intermediary business and growth in our affinity
business also contributed to the minor increase.

The underwriting expense ratio remained stable at 14.0%.
Continued focus on expense management, both locally and

in our Group Shared Services Centre (GSSC), offset the loss

of income from our Victorian Workers' Compensation Managed
Fund business (fram 30 June 2018), the loss of agency income
associated with the sale of CHU and UAA (from 1 April 2015)
and an increase in technology investment spending — specifically
the implementation of the Guidewire system for our direct and
CTP businesses.

Gross earned premium
by class of business 2016

2016
%

@ Commercial &domestic property 332
@ Molor & motor casualty 256
Financial & credit nao

@ Public/product liability 79
Workers' compensation 74
Agriculture 51

@& Accident & health 4
Marine energy & aviation 28

@ Professicnal indemnity 23
Other 0.1

2015
®
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231
2.7
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40 Australian & New Zealand Operations business review

Summary

Campelition ramained atreng in 2{M8, Honethelass, aur markel leading position in each of the broker, underwriling
agency and affinity distribition channels has skved us in good stead as we have progressed remediation acions across
underperfomming prodocs.

Qur remediation program, which is managed through a number of work streams with sliong governance and ongoing
moenitoring, is fecusing on improved profitabllity. Ye have already implement=d a range of initatives o improwve our fisk
sataclion, clxims performance and afinitional daims costs.

YWhilst we have acted decisivaly, remediation intiatives have only bean in place for four months. Nevertheless, wa amne
enciuraged by the progress Lo dete and are achieving desired gramiag rate increasss with the marke following in most
areas. We have made some progress in claims management bul acknowledge tat thars remains a significant amount
of work to doin omder o ensure markat best practics is schigved.

The insuranca markeal and the insurance cyca is dynamic and we recognise the nasd to be agike and responsive in onder
fo ensure suslainabis profitatilty over the oydla.

Our angoing investment in systems, digitisation and further davelopmant of data and analytics is helping to deliver
better customear expeisnos, betlar costomer ingights and improve retention and growth,

The keadership team has been strengthenad wih the eopbintmant of Daclan Maoore as Chief Underwriting Oficer,
Babtina Pidcock a5 Executive Genaral Manager Marksling, Andrew Braughlon as Executiva Geraral Manager
Corporate Partners & Direct, Jop Fox s Executive General Manager Ciaims and, fram + March 2047, Indar Singh
as Chief Financial Oficer,

Since assuming the position of Chief Executive ONicer I have thoroughly enjoyed working closaly with the takerbed slaff
in aur Australian & New Zealand Operations. Ve have developed a atrong plan b take our business forward and hiave
sfraady achieved a huge amount of improvement over a shart period. | would ke to thank everyona for their efforls and
commbment and | ramain optirvlatie and axalbed about e year ahead.
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Emerging Markets
business review
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Emerging Markets delivered a solid result in 2016, recording
a stable combined operating ratio and double-digit gross
written premium growth. We remain focused on winning
and retaining business where we see the highest potential

MATA]
ssaUEhg

for further profitable growth.” o
=
David Fried :
Chief Executive Officer « Emerging Markets 5
=g
Gross written Net earmed Underwriting Insurance 43
premium premium result profit =l 5-
US55 million USS million uss million US% million "
1,632 (1,328 |6 73
2 i ==
© 6% ' O 8% i © $5m 555 Q $2m 25 s
Combined operating ratio Insurance profit margin * E
5.5'3"?: (2015 4.9%)
£ 52
2016 overview g5
In 2018, Emerging Markets posted solid underlying growth and a strong combined operating ratio 8"
through the continued implementation of the profitable growth strategy. §

On a constant currency basis, gross written premium and net earned premium grew by 10% and
8% respectively, largely due to an enhanced focus on driving profitable growth in four key areas
of business: specialty, commercial, SME and personal lines with strategic partners.

The division also recorded a stable combined operating ratio of 99.5% despite several large individual
risk and catastrophe claims during the year. The underwriting results were protected by an improved
reinsurance structure implemented in 2016.

This solid overall performance can be attributed to close management of portfolios, strategic
remediation and tight expense control. In December 2016, following a business review to address
Latin American underwriting margins, the QBE Group entered into an agreement to sell ? its small
and currently unprofitable Chilean operations to the current management team of QBE Chile Seguros
Generales S5.A.. Additionally, the Group finalised the buyout of the remaining 45% of paid-up shares
of the joint venture operation in Indonesia previously held by PT Pool Advista Indonesia Thk and
purchased an additional 23% stake in our Indian joint venture, Raheja QBE.

To sustain long-term growth ambitions, Emerging Markets continues to pursue improvements in
productivity, efficiency and consistency through implementation of a single operating model across
the division. A new operating structure has been introduced in Hong Kong to ensure QBE is well
positioned to meet the evolving business needs in this market.

1 Up 10% on a constant currency basis.
2 Up 8% on a constant currency basis.
3 Subject to regulatory approval.
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The establishment of a Centre of Excellence in Miami has
delivered a more robust governance structure, strengthened
relationships with major trading partners (MTPs) and enhanced
underwriting expertise and contrel in Latin America. For example,
profitable growth achieved by working more closely with MTPs

in Colombia increased by more than 70% on the prior year.

The long-term outlook for Emerging Markets remains positive
and will continue to drive premium growth for QBE.

Operating and financial performance
Underwriting performance

In 2016, reported gross written and net earned premium decreased
by 8% and 8% respectively. On a constant currency basis,
however, gross written and net earned premium increased by 10%
and 8% respectively.

Even with material impacts from Cyclone Winston in Fiji in March,
a 7.8-magnitude earthquake in Ecuador and massive flooding in
Chile in April, Emerging Markets recorded a combined operating
ratio of 99.5% and an underwriting profit of $6 million. The total
estimated gross cost of catastrophes during 2016 stands at

$140 million, almost double the total gross cost incurred in 2015,
However, the division's underwriting results were protected by the
improved reinsurance structure implemented in 2016,

The stable underwriting result is also attributable to more frequent
and robust technical portfolio reviews, increased utilisation of

data analytics and continued remediation activities. Together
these initiatives underpinned an improved attritional claims ratic.
Remaediation activities included the further closure of unprofitable
points of sale in the SOAT portfolio in Colombia with the agreement
to sell the Chilean business expected to benefit margins in 2017,

A new operating structure in Thailand centralising operations in
Bangkok will result in a better business model to meet the evolving
needs of the local market.

Underwriting result

FOR THE YEAR ENDED
31 DECEMEBER 2018 2018 2014 2013 ° 20121

ussw 1,832 1728 1,791 1,825 1514
ussk 1,588 1687 1,706 1703 1423

Gross written premium
Gross earned premium

Net earned premium ussw 1,328 1,436 1469 1419 1157
Met incurred claims ussm T2 T8 87B 769  GOG
Met commission USSM 312 336 354 346 289
Expenses ) LISSM 289 i 2M 269 21
Underwriting result ussM 6 1 (34) 35 52
Met claims ratio % 543 548 598 542 524

% 235 234 241 244 250
% M8 210 184 188 182
% 986 992 1023 975 956

MNet commission ratio
Expense ratio
Combined operaling ratic

Adjusted combined
operating ratio* 8.5 992 1023 - -

Insurance profit margin % 5.5 4.9 2.6 4.5 6.8

#

1 Excludes Argentine workers’ compensation business sold in 2015,

2 Combined cperating ratio adjusted to exclude the impact of changes in

risk-free rates used to discount net outstanding claims, Management-basis
results were not reported in 2013 and prior.



Premium income

Through continued implementation of the profitable growth
strategy, Emerging Markets recorded double-digit premium growth
on a constant currency basis.

In Asia Pacific, gross written premium reached $785 million

with the stronger US dollar limiting headline growth to only 1%.

On a constant currency basis, however, gross written and net
earned premium increased by 3% and 4% respectively, with Papua
Mew Guinea, Vietnam, Fiji, and Sclomon Islands all achieving
double-digit gross written premium growth. In 2016, QBE entered
into a 10-year exclusive distribution agreement with Manulife

in Hong Kong, further strengthening our access to the retail
segment beyond the existing bancassurance network.

In Hong Kong, QBE ranked first in market share in both
engineering (9%) and workers' compensation (17%) and second
in mortgage insurance (19%). QBE ranked second in market
share in marine hull & liability (23%) and third in cargo (9%)

in Singapore, second in marine (8%} in Malaysia and marine hull
(10%) in Indonesia. QBE also retained its leading market positions
in Hong Kong, Singapore and the Pacific Islands,

In Latin America, the stronger US dollar drove an 11% decline

in gross written premium to $867 million. On a constant currency
basis, however, gross written and net earned premium grew
strongly by 16% and 11% respectively. Solid underlying growth
in gross written premium was mainly driven by Argentina (36%),
Brazil (21%) and Mexico (18%). A continued and deliberate shift
in the business mix towards writing more commercial, specialty
and SME risks also contributed to overall growth.

In Argentina, QBE ranked first in cargo insurance (19%). In Ecuador,
where QBE is the third largest private general insurer with a 12%
market share, QBE ranked second in both motor (168%) and property
insurance (14%). We also maintained our leading position in the
Brazilian travel sector with a 36% market share through partnerships
with local travel assistance operators.

Collaboration between divisions continues to deliver benefits for
Latin America. For example, we have had new business success
with a combined hull and machinery/protection and indemnity
product that drew on British Marine’s expertise. Based on
strengthened relationships with MTPs, several significant accounts
were also added during the year, including the Museum of Latin
American Art in Buenos Aires and an alliance with one of the main
construction companies in Colombia.

Claims expense

Cyclone Winston in Fiji resulted in some 90 claims totalling
approximately $30 million for the QBE Group, with a $12 million
net impact to Asia Pacific,

April's earthquake in Ecuador resulted in around 12,000 claims
totalling approximataly $80 million, which translated into

a $13 million net impact to Latin America. Also in April, flooding
in the business district of Chile’s capital of Santiago resulted

in a further $6 million net claim impact.

Despite these events, the net claims ratic improved from 54.8%
to 54.3%, mainly reflecting a remediation-led improvemaent in the
attritional claims ratio in Latin America.

Following the Ecuadorean earthquake, QBE used drone technology
to expedile the handling of claims, enabling us to settle 90% of
large claims within 90 days of the event. Rapid settlement of claims
in Ecuador, as well as in Fiji, positively reinforced QBE's brand.

Gross earned premium
by class of business 2016

2016

%

@ Motor & motor casualty 289
@ Commercial & domestic property 282
Marine energy & aviation na
@ Workers compensation 98
Accident & health ga
U Publicfproduct Nability BE
@ Professional iIndemnity 24
Lite 18
@ Financial & credit 16
Agriculiure
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Commission and expensas

The net commission ralio remained stable yearon-yaear as we continue to work closaly with aur key parlners
to strengthen reladicnships and to provide customer-centnic selutions,

The net underwriting expenss ralio was tighsr at 21.8%, compared with 21.0% in 2015, dus b ongoing investment

1o support the long-erm proditable growth strateny. We continue to make the necessary invastmant in tschnology

to bring digial solutions to cur partners and customenrs and also in deta analytics 1o improve underwriting and business
intalligence. We remain vigilam in dlozely monialing all axpenses across tha division as we matage e giowlh.

Summary

In ling with the cngoing implememation of the Emecging Markela profitatde growth strategy, the division delivered
anchnar soiid resuft in 2018,

in Azia Pacific, profitability remaing encouraging amid challanging market conditions refiecting the strength of cur
franchise. In Latin America, we comtinue W closaly monior partielio performance and will remedials where nacassary
to mprove undarwiting parfommancs,

in sustaining a solid growth trajectary, wa wili facus exclusively on winning and retaining high quatity business in both
Asia Paciic and Latin America. Having regard to the Group's core sirengths and capabitiies, we will remain focused

on tha four areas where we see the highest potential for profilatile growih: commerdial, specialty. SME and personal

lines with stralegic partners. In 2016, these core areas of business graw by mare than 20%.

Acrogs Meas four core areas and especially in segmerts such 35 manne and consiruchion, we continue W ba poaiively
inpected by irtdrmabonal rade Tows and by rsing infrastructurs investman in both regions, Spadic o parsonal lings,
wa are bullding edditonal srategic partherships in both bancassurance and aMinity 1o enable us b access lamet
cusiomars without needing Lo creatd our own ratail distribution network,

The implemenlation of a single oparating model across Emeanging Markets is also enhancing productivity, efficiency
and consislency. We conbinue to strengthen our underwriling capaidlitses through the regional cantras of excallance
and locally through the QEE Underwniting Acedemy program. A numbar of aenior management agpoinmments and
changes Have also baen made to ensurs the right team is 0 place b deliver on our profdabke growth promisa,

Evidencing aur affarts, in 2016 we won of a numbar of swards, In Indgnasia, we wane presenied with tha Best Financat
Performance Genera! Insurance Company 2816 award by the Indopesian business magazing Wharla Ekonomi.

In Singapare, QBE wat namsdd the Best Genacal Insurance Company 2016 by Word Finance megazine, [n tha

CFO Innovation Awards, QBE was vobad the Best Traga Credit Insurance provider in Asia, QBE was alse shaortfisted

as one of the op theee insurars in tha ‘General Insyrance Campany of e Year' category in the Asia Insurance
Industry Awards.

| wauld like Lo take this oppoertunity (o thank my colkeagues in Asia Pacific and Latin America for thair angoing
cammitment and for delivering another salid result kor our shareholders.









Bremium income

Gross whithen premium moreased by $342 mallion ar 34% o $1,2499 million from $1,007 milfion th the prior corresponding
pertod. Thiz growth was lamgely dua 1o the peovision of DLRC= to all divisions and grewih in our proporional book,
Grawth in proporiional pramivm ceflects new cessions #0 Equater Re as part of the Group's externai reinsurance

cost saving imitiative, as wall as growth in the underlying business that is subject lo the proportional queta shares.
paricularly the growing Speciatty business in Notth Amencs.

Net oarned pramiunm increased by $101 million of 28% to 3468 million om 5387 million in 2015, Gross wiitten
premium growth genarated fom the DLRCS was fargely offsel by increased oulwards reinsurance axpansa, with
Equatar now incurring the antirg cost of e GLRGC {that was previously incurred by all divisions). in comparison,
growd in propoerional pramiun income was lamgely retained,

Reduced sxleral excass of loss reinsurance oosts also assiswd in increasing BEquator Re's nat earned premium,

Ciaims expense

Duning 2016, Equatar Re's baspoke calastrophe pragrams assisted Emenging Markets and Austialian & Hew Zealand
Opraratians i hmding the cost of 8 number of major calagtraphic everts, including Cyelone Winslon thad impacted Fij
in Febiuany, 2 devastating earthquaks in Ecuador in Apil and & sgaificant aarthquake (n Mew Zealand in Novamtern
Whilst the impact of thesa avents was offast by a relatively lower frequency of nonhem hantisphara catastrophe
activity resulting in an averags catastmphe rasult overall for Equator Re, this nonetheless represented a detarioration
compared wih the especially banign 2015 cataslraphe experienca.

Equator Re's property risk and trade credit programs wers impacted by a higher frequency and severdy of claims
across most divisions, Equator Re was able to absorb this advarse claims experiance due to the comprehensive
protechion aflered by the Group's largea risk and calastrophe aggregate programt.

The result banefiled from $58 millien of positive prior accident yaar claims davelopment companed with $120 million of
adversg development in 2015, largely reflecting increased recovaries on the navated GAR comradt as praviousty noted.

Commmsion and expenses
The combined commigsien and expense ratip increased significantly ko 13.5% from B.1% reported in 2015,

Equaler Re's commission ratia increased b 10.7% fom 4.6% in the prior cormesponding panot, reflacing growth

in proportional business that incurs higher commissions relative o the excess of loss portiofio, This was partally
offsel by a reduchion in the undarwiting expense ratio to 2.8% fom 3.5% n 2015, which was lamgaly drivan by strong
ret sarnad oremniunn growih,

Inraat s, expansss of 313 milhon wece i bng with the prior peniod. During 2015, the transiticring of the meajority
of finance and policy adminlsiration rokes o our Group Shaned Sarvices Centra (G55C) in Manila generated a number
of ore-pff Tansition ralated cngts thal warg not rgpealed In 2006, However, the boild-ont of cur capability in Barmuda
o meéee thea incraasing needs of our divisions! customars did genstabs an incieass in Bamnuds based run rale ooals

in 2018,

Summary

Overall, 2016 wag & wory successly] yaar for Equator Re, We dalivared 5 strong underwnting result while incraasing the
portielic of products offered o our divisional customers, Many of thets naw inlialivas facililsted he release of excess
divisional capilal, thereby assisting the Group in mesting fs financal strength and cepial Beubilty ambiions. At the
game timea, Equator Re was ghle to pay a $450 million divideud o our perent entity,

Frem an operatisnal perepective, having transitioned a number of activitias to the GS3C in 2015, it was pkeasing o sea
that we are now slarting 1o kewarage thatinvestmant. Equalor Re now has & stronger platform from which ko coptinus
o support new global initiatives in 2 cost effoctive and efficient manner, wilh approximatsly 50% of our slaff based

in the G5SC. As part of QBE's finance ransfarmation program, we are continually reviewing the mix of work between
onshore and offshem locations to ansurs tha most optimal cost strusture kor the Groups captive, We also leverags
divisional and Group rasources and look kor ways b beber collaborate globally to create further efficiencies.

Twould like to tank the Growp's Global Reinsursnce Qparations keam for &1 their hard work and dedication during
2316, Whilel the tinancial saults indicate an imprassive parformance. this has no! bean achieved without sigrificam
input and affort from all of aur workdwida ams,

Y
R |

G102 Lindali meuay
RO O IE ] A

|
o

PRAGEAD | -
Lo T TR T

1

Vndery
ST

h

LY

‘ UORTATIONY - - Lioday
k i - hupuwu "



48

Divisional

outlook for 2017

North American
Operations

The insurance market will remain
competitiva; howavar, the pramium
rate cycle is hargening as our
competitors respond to higher
claims costs and confinuing low
investment returns. We anbicipate
premiurm rate increases ai least
in line with'claims inflation and

in some products; particularty
property and moter vehicle,

at levels above inflation.

We will drive further improvement
in our attntional claims ratio during
2017 as the remediation intiatives

are fully embedded and eamed
through the underwriting account.
Improved rigk selection is also
expected to benefit our large
individual risk claims ratio.

The NSW Government remains
committed to regulatory reform
in the CTP market. At this stage
the exact nature of thie likely
changes is difficult io predict
Wa continue to work closely
with the Government in relation
ta the proposed reforms that
aim to deliver a fairer and more
sustainable scheme.
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Group Chief Hisk Officer’s report

Our business

2016 saw a number of significarnt economic and geo-political
developments across the globe, most notably the historic Brexit
decision and the recent US federal elections. These developments
point o a continuation of the uncertain political and economic
environment in which we operate, and highlight the increasing
importance of a robust approach to the identfication, measurement

and management of risk.

QBE is fully committed to ansuring that we spply

a disciplinad approach to rek management and that aur
risk managament practices and systems are robust,
indepandant and aligned with global est practice. QBE's
Entamprise Risk Management (ERM} framework is outlined
in OEE's Rizk Managament Strategy and is supportad

by frameworks for each risk class, including stratagic,
insurance, cperational, credit, market and Gouidity risks.

Al risk categorias arfe managed through Board governance,
an approved risk appatite sot by the Board, scenario
analysis and stress testing and robust capital managenent
Tie ERM framework is appdiad across the Group and
provides a sound fourddation for reducing uncartainty and
wolakility in business performance.

Risk appetite

Cuar risk appetite forms the basis of QBE's ERM
framework and represents the leved of risk that the Board
and managermant ame prepared o accep! in purswit of
the organisation's objectives. Risk appetite is aligned to,
and is conalderad in, all strategic and busineszs planming
dacizions QDE makes and ws montor UF exposures
against the risk appetite an an angoing basie,

Governance

The Soard plays a significant role in Lhe ERM framevwork,
The Boar is responsdle for ansuring that an efective
risk managament stratagy is implemented and for defining

tha rick appatila boundaries within which sk muel ba
managed. The Board is supported by the Board Risk

ard Capite! Committea which meets at leesl quartery
and is respensitle for overseeing active and appropniate
management of risks aocoming wthe stated risk appelis,
strategy and business plans.

GBE manages nisk in accordancs with the “thres lines

of defance” govarmance model. The first ling is responsible
for managing the risk that arises as a rasulk of activites
urdariaken n our fisk-taking businesses. The second

ling incfudes the risk management and comphance
functions which are respansible for the maintenance

and mcnitaring of nisk management fremeworks, as wall
as the measuremant and reporiing of risk perfarmance
and compliance, The third line is provided by the

interial avdit function, which (s responsibte far providing
irdependent assurance fo the Board and its vanious anrdit
and risk committeas that risk managemeant and intermal
control frameworks are working as designed. Having
defined responsibiltias acress all thres lines of defence
ensures that OBE adopts a coordinated approach to nsk
management and that apcountabilities are claar for our staff.

Stress and scenario testing

Wi use stress and scanario tesling to batter understand
aur nisk profile under a range of differem scenarics.
Assessing lhe impact of extremea but plausible eventy



helps us o betkar prepare tor such stuations and anaures
that our risk expasure is acceplabha to the Board,

QBE also uses sophistcated modalling wehnigues o
astimate polantial losses, manage exposure and assist

in making decisions reganding risk management and
covarage. This capability is crilkeal to maneging our
axposure to possibke events, such as natural catastrophes
and economic shocks.

Emerging risks

We recognize that the risk envirgnment changes and
evolvas over time, Existing nsks develop in new or
unsxpected ways and new risks, which are usuaily
characterised by incomplete but develeping knowlaedge,
matarialise, XBE oparatas emarging risk forums acrosa
e Group ba idantify and monitor these emarging rigks,
analyse their petantial impact and develop sirategies

ta mitigata or exploit cpporunities,

Capital management

Capial marapement is ancthar key compoanaent of ihe

ERM ramewark and aims k achisve the appropriate

balance between auf risk appetite and the amaourit of

capial required to support 2ach of our businesses. QBE
uses a number of capdtal menageament tools 1o suppaort the
aggassment of risk and allocation of capital including:

* QBE's Economic Capital Model = QBE's inmwernal modal,
develpped o measure overall exposure to risk as wall as
Samure 1o each of pur main calegones of ek, provides a
quamnative kase for us to unceratand, mon s and manage
O BXpOEUres, Vi also use the maodel to maka bedtar
business Geniions, assass sionomic capital requiraments
and measune parfrmancs on a risk-adjusted basis,

= Anakysis of regulatory and rating agancy capitat modals
=t balter undarstand how regulatory and rating agenciss
assess the impac of our sirategic decisions an aur risk
profibe and capital requirerents, we conduct financial
modelling analysis with referance o 1be requirements of
the varous capital envircnments in which QBE operates.

= A numbear of beepcke risk assesament ools — we use
catastrophe models, scanario analysis, $tress ests
and raversa siress tesls Lo evaluate business plans and
suppaert our capital plan,

Angther key capital management tool i3 QBE's Internal

Capital Adequacy Assassmant Process (([CAAP). The

ICAAP is supported by Both the Economic Capital Mods|

and scenarie analysis, and is used o

» manage the capital hald by QBE;

» maniter the rigk profile against appetits;

» ensure the risks taken by QBE ares commensurate with
required returns,

« allocate capital to opearating enlities for pianming and
parfarmance monikoring purposas; and

+ andlyse alternative relnguranca options and regulatory
and rating agency submissions.

Sevaral actions were completed during 2016 as part of our
proactve management of OBE's rigk, prafile. These included
reinsurance of long-tail run-off rassrves in our Eurcpsan
and Narth Amearizan divislons 10 reduce potential fture
vitatikty in our result and belance shest; full assessmant
and mogeling of the Group's reinsurance arangsmenis

to support the 2017 placemants; and restructuring of our
borrowings to achieve graater capital efficiency,

Businass performance oversight

As well as proactive and formalised engegement of the sk
function in the review and cversight of the strategic and
business planhing process, we continue to apply stress
and seenaric testing to our perfommance against plan,
incorporating scenarig analysis to identify and quantify the
risks to our business. This allows us to proactively consider
the various sxposUras we may face 85 an organisation

and determine what additional mitigation or remediation
activities may bea required.

Risk culture

CGBE defines risk culture a3 observable patterns of
behavicur in the way employees parform their work and
the judgements they take, as it refates to risk. Risk cufture
iz an integral comnponent of QBEs ERM Frarmework and,
like other components of the framework, we continuousty
enhance our risk culture approach. Ywe are currenthy
focusing on achieving graater slignment betwesn risk
cultura, the wider crganisational culture and conduct risk,
as well as furthar embedding ficst [ine accountakbility for
risk culture, ingluding through remuneratian and rewsard.
This is in addition to our ongaing initiatives to maintain

a strong risk culture across the Group.

Investment, market, credit and
liquidity risk

GQABE actively manages ils exposures to immastment,
market and credi teke that arse nhamady fnim the
managameant of 8 global insurance operation, including
risks ganenatad through:

+the manegement of a global investmant portfolio,

« reguiar insurance activities and exposure Lo reinsuranca
counterparties, and

= glotel treaaury oparations, including exposures to
terelgn sxchange movemsnts, oollaweral managemeant
and bank countaparty risks,

Risks b earnings due @ material market movements,

risk eongantrations and changes 1o sredit quallty are
kamtified, measzured and controfled, These ama subject to
risk management frameworks and oversighl within defined
Board-approved risk appetites that are monitored via limits
structurss and specific dalegated suthorities.

In 2016, we heve made further improvements o our
risk systems that will lead to an improved risk analytics
capability which will further Infonm gur decigion-making
process and enable improved risk-return dadisions,

CQABE's Nguidity risk framework is degigned w ansura that
QBE hag sufficient high-guality liguid assets at all times,
Includimg at times of savers strass, to meed our liabilties
as they fail due. Liguidity risk is monitred against
spaecified limite within the Board-approved risk appeatite
and supporting processes ensurs that contingency plans
ara In placa o address crisis situations.

Regulatory riek

Az a3 global insurance group, QBE is subjact {0 oversight
by approddmately 30 prudential regulatory regimes around
the world, as well ag extensive legal and regulatory
requirements and cbligations, industry codes and business
and ethical standards across its business activities.

To manage tha regulatory and compllancs risk we face

as a global organisation, wa combine local expartise with

& glabally consistent complianss framewark.
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Board of directors

W. Marston (Marty) Becker i s Chalrman | Age &4

Marty was appointed as an independent non-executive director of QBE in 2013 and Chairman
in April 2014, Marty is a member of the Audit, Investment, Remuneration, Risk and Capital,
and Operations and Technology Committees. Marty is the Chairman of West Virginia Media
Heoldings and previously served as President and CEO of Alterra Capital Holdings Limited.
Marty has over 35 years' experience in general insurance, reinsurance, investment banking
and private equity and has held various insurance and reinsurance executive positions.

Stephen Fitzgerald s« Independent non-executive director | Age 53

Stephen was appointed as an independent non-executive director of QBE in 2014,

He is Chairman of the Investment Committee and a member of the Risk and Capital, and
Operations and Technology Committees. Stephen is Chairman of Affirmative Investment
Management. Previously, Stephen was a member of the Board of Guardians of the Future
Fund (Australia’s Sovereign Wealth Fund), and Chairman of Goldman Sachs, Australia and
Mew Zealand. He also served on the Goldman Sachs Partnership Committee.

John M. Green s wuasiie raco, s fin Deputy Chalrman | Age 64

John became an independent non-executive director of QBE in 2010. As well as Deputy
Chairman, he is Chairman of the Remuneration Committee, Deputy Chairman of the Investment,
and Qperations and Technology Committees and a member of the Risk and Capital, and

Audit Committees. Previously, John was a non-executive director of WorleyParsons, and had

30 years' experience in the financial services and other sectors as an investment banker and,
earlier, a lawyer. He is also a novelist and co-founder of book publisher Pantera Press.

Margaret Leung s« Independent non-executive director | Age 64

Margaret Leung was appointed as an independent non-executive director of QBE in 2013,
Margaret is the Deputy Chairman of the Remuneration Committee and a member of the Audit
Committee. Margaret is a director of Chong Hing Bank, Hong Kong Exchanges and Clearing
Limited, Sun Hung Kai Properties, Li & Fung Lid and First Pacific Company Limited. Margaret
was previously the CEO of Hang Seng Bank Limited and director of China Construction

Bank Corporation.

Kathryn (Kathy) Lisson e < sionours Non-executive director | Age 64

Kathy was appointed as a non-executive director in September 2016, Kathy is Chairman

of the Operations and Technology Committee, and a member of the Audit Committee. Lintil
2016, Kathy was a partner of Ernst & Young LLP, where she led the firm's Canadian Insurance
Advisory practice, and before that she was the COO for QBE European Operations. Previously,
Kathy held senior roles at Price Waterhouse and Bank of Montreal in Canada, and at Barclays
Bank and Brit Insurance Holdings in the UK,



John Neal Group Chief Executive Officer | Age 52

John joined QBE in 2003 and was appointed Group CEQ in 2012, Prior to this, John held the
position of CEO of Global Underwriting Operations as well as several leadership positions

in QBE Eurocpean Operations, most recently as Chief Underwriting Officer. John has over

30 years' experience in the insurance industry and, before joining QBE, was the CEO of Ensign.
John developed Ensign to become the UK's leading commercial motor insurance brand. QBE
acquired Ensign in 2003.

Sir Brian Pomeroy ws rca Independent non-executive director | Age 72

Sir Brian was appointed as an independent non-executive director of QBE in 2014, Sir Brian
is Chairman of the Audit Committee and a member of the Risk and Capital Committes.

He was formerly a non-executive member of the Board of the Financial Conduct Authority
in the UK, a nominated member of the Council of Lloyd's of London and a non-executive
director on QBE's Eurcpean regulated boards. He was the senior partner of Deloitte
Consulting in the UK until 1999,

Patrick (Pat) Regan e aca Group Chief Financial Officer and Chief Executive Officer, | Age 50
Australlan & New Zealand Operations

Pat joined QBE as Group Chief Financial Officer and became an executive director in 2014,

He was appointed CEQ, Australian & New Zealand Operations in 2016, and is in the process

of transitioning out of his Group Chief Financial Officer role. Prior to joining QBE, Pat was the

Chief Financial Officer at Aviva Plc in London. Pat has more than 27 years' of professional

accounting experience of which nearly 20 years is in insurance and financial services. Pat was

previously the CFO/COO of Willis and has held several roles at RSA and AXA.

Jann SKinner & com rea. raico Independent non-executive director | Age 59

Jann was appointed as an independent non-executive director of QBE in 2014, Jann is
Chairman of the Risk and Capital Committee, Deputy Chairman of the Audit Committee and
a member of the Remuneration Commitiee. Jann was a non-executive director on QBE's
Australian regulated boards, where she was also Chair of the Audit and Risk and Capital
Committees. She has over 30 years' professional accounting experience and was an audit
partner at PricewaterhouseCoopers.

Rolf Tolle cip es. pipi. Independent non-executive director | Age 69

Rolf was appuointed as an independent non-executive director in March 2018, Rolf is the
Deputy Chairman of the Risk and Capital Committee and a member of the Investment and
Remuneration Committees. He has many years' experience in specialist insurance and
reinsurance businesses, having held senior positions in a number of global companies.

Michael (Mike) Willdns & com mea Independent non-executive director | Age 60

Mike was appointed as an independent non-executive director of QBE in November 2016.
Mike is a member of the Audit, Remuneration, and Operations and Technology Committees.
He was the Managing Director and CEO of Insurance Australia Group Limited until November
2015, He has more than 30 years of experience in financial services, including serving

as Managing Director and CEO of Promina Group Limited and Managing Director of Tyndall
Australia Limited. He is currently a non-executive director of AMP Limited and has formerly
held non-executive roles at Maple-Brown Abbott Limited and Alinta Limited.
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Corporate govermance statement

QPBE Insurance Group Limited (GBE} Is committed to the highest standards of corporate
governance. The QBE Group has a vision and six ONE QBE vahies that recognise its
customers, people, shareholdets and the community. QBE believes that a culture that
rewards ranspatrency, integrity and performance will promote its longterm sustainability
and the ongoing success of its business.

This Corporata Governance Statamant rafaras ko tha 2016 frandal year, and should be read in conjunciion with QBE's
2018 Annual Repor and the 2018 Suslainablity Review. This Corporate Govarnance Stalement has been approved
ty the Board and is deted 24 February 2077,

Board and managemsent

Board funcLions

The Board Chartar sels out the matlers exprossly resarved for the Boamd and thesae delegatad to it Commiteas
and management. In accond ance with its Charler, the Board:

* Vargsas carpirate Qovarnance;

« gedecks and supetvizes tha Group Chisf Exeoutive Officer:

= providas direclicn to management;

+ approves the stipegiss and major poticies of the QBE Graup,

« monitora parformance against plan;

= considers regulalory compliance;

« monitees paapla-refated siratagies (inclikding paople davelopment and succession panning),;
+ reviews information technology and other resourcas; and

- nsures that an affective risk managaméam slrategy is astablished and maintained.

Stratagic issues are reviewed at least annually by the Board. To help the Board maintain its understanding of the
business and to eftaciively assess management, Diractsrs have regular presentations by the divisional chief executiva
cificers and athar sanior managers of the various divisions on redevant kspics including budgets, three-year business
plans and operating performanca. The Board receives updated forgcasts during the year, The Nan-axecutive Direclors
alan have contact with geni axecutives at numeraus times and in various forums Juning tha year.

Vizits by Non-gxacutive Direclors W the QBE Group's offices in key locations are ancouraged. The Board meels
reguiany in Australia and, due 1o QBE's subslantial cverseas operations, usually spends time in the United Kingdom
and the United States sach year, The Board visited the QBE Group's oparations in Mew York in Juns and Decembar
and in London in Qcteber 2076, Defagations from Lthe Board afso visited Miami in June and Hong Kong a1 August 2016
o meel with and regaive presantalions ffom local managemant.

Eash bormal Board maeting nomnally considers raporls trom the Group Chief Execudive ORicer and the Group Chiaf
Financial Officer, hgether with other ralevant reparls. The Hon-axecutive Directors regularly mestin the absence
of managemerd. Tha Chainman and Group Chief Executive Qfficar in particular, and Direclors in genaral, have
substantizl contact cutsikde Board and Committee mastings.

Datarls of the number of Bgard mestings hetd duning the 2018 financial yaar and attendance by Directors are set outin the
Directors’ Reparl.

The Board delogatas responsibifity to the Group Chisf Exgcutive Oficer for managament of the business

on & day-ko-day basis.

Senior management functions

Managament's responsibilitias ane 1o

= davelop a draft strategy, maka recommendations o the Board and implamhant the Board spproved strategy subjact
o market conditions:

= prepara annual budgets and thres-year bysiness plans;

« cairy on day-to-day epareticns witin the Board approved annual budget and Lhrsa-year business plans subject
to rmarket conditions:

= design and maintain internal controks;

r st up and keap under review an affectiva risk management and compliance management syslem, and monitor
and manage all material risks consistent with Lha stralagic abjectivas, sk appetile stalemants and policies approved
ty the Board;

« infarm the Board of malaria! mabers, and keep the Board and market lully informed about maternial continuous
discdpsurs issues; and

» gRGUre SUCCassion plans exist for af senior management pesiicns ather than the Group Chisf Exaculve Olicer



{ABE has operated under an extensive witten systemn of defegated authanitios for many years. In particular, a writlen
delegated authonity with specified limits is approvad by tha Board each year to enahle the Group Chief Executive
Citicar o conduct the GBE Group's business in accordance with detailed budgets and businass plans. This authority
deals with topics such as undarwating, reinsuranca protaction, claims, investmants, acquisitions and expenses.

The Group Chiaf Executive Officar delegatas his autharity to management throughaut the GBE Group on a salactive
basis, taking ints account expertize and past performance, Compliance with defegated autheorities is monitored

by managemant and adjusted as required for actual perfarmance, market conditions and ofher factars, Managemant
and tiva QBE Group's intarnal audit teamns review compliance with delegated authorities and any breach can lead

to disciplinary procedures, inchding dismissal,

Chatrman

Tha Chainman of the Board of QBE is Marty Becker, who was appointed as tha independent Chaimman of the Board in

April 2014, in his role as Chairman, Mr Backer is responsible bor ensuring that the Board functions as an elfactive and

oohesiva group. Mr Beckar works clossly with John Meal, the Group Chief Executive Offtcer, to datermine the atrateqic
direction for QBE and o establish high standards of govarpance and feadership,

Committess

The Boanrd is supportad by several commilizes which meet regulary to considoer audit, fisk management, investments,
remuneration, {schnology, operations and olher mattars. The main Committees of the Board sre the Audit, Invastment,
Remuneration. Hemmelion, Risk and Capital and Cperatisns and Technology Commitaas. Furthes sub-commilless

of the Board may ba convened to confer on particular issuas frarm me to time, Any Non-axecutive Director may attend
a Commitiee maeling, The Committees have ee and unfetiered access to QHE's senior manegars and may consult
exarnal edvisers at QBE's cost, induding requiring Lheir atterdance at Committea meetings, with the consent of the
Chairman. A report on each Commibiee's last meeting is providad b the next Board meeting.

Each Commitlea corprises al least thrae indspandent Diectors and each Committes Chaimman is an indepandent Direcior
who i3 nol the Chairman of the Board (axduding the Nominations Commirtsa, the Chaimnan of which is Mr Becker and the
Operations and Technolgy Committea, the Shaimtan of which is Kathy Lisson), Each Commites cperams under 2 wiithen
charer approved by the Beard. These Charmers are available af wiwvrgbe com. The mambarship of each Committes is provided
on aur website al www.gbe com and detalls of the number of Committes meetings hedd during the 2015 fnanrdal yesr snd
attendance by Commites members o Commitiea meaatings are s ol in e Cimeciors' Reporl

Further infarmation regarding the Committeas can be found hroughout this Comporate Governance Statement.

Company Secretary

Thea Company Secrghary acls as secrelary to the Board and all of the Commigess and is accounlable dirscly {o the
Beard, through the Chairman, on all matlars to do with the propar funcioning of tha Boand, All Direckors have direct
accass ko the Company Sochetary.

The Company Secretary's robe is described in the Board Charler and includes communication with regulatary bodies
and the Ausiralian Securities Exchange (A5X), all stalutory and other flings, assisting with good information flows
within the Board and its Committeas and babween Non-exacutive Directors and senior management, as well as
facilitating induction and profeasional davelopment 2s required. The Company Sacrelary may alse provide guidance
o Direchors in respect of legal and regulalory responsibiliias,

Board skills and axparlance

Bireclors are selactad to achisva a broad range of skills, experience and expertise complemsntary to the GBE Group's
insuranca aclivities, Af the date of this Comporate Governance Slatement, the Board comprised elavan Directors, baing
an indepandent Chaimman, atght other Mon-sxacutive Direciors, and the Group Chisf Execttive Officer and Group Chief
Financial Officer,

The Board has a skills matrix covening the range of compaetancios and experience of 2ach Director When the neod
for a new Director is dentified. the required experience and compalancies of the new Director are considerad in the
comter, of this matiix and any gaps that may exist.

The Egard's skills mabr is bealow.

EHILLE EHIFTRY

Financial Naracy General insurance
tegal Reinsure e
Govarnance FrvasImant Banking
Strategy Prlvate equly
Commercial experlize Financlal zarvices
Rigk management Arvodntireg
Governmend rlattons Trnveatrmen

Exacutive lgadership
Diigital tachraolcgy
Cyber securnity
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Corporate governance statement oo

Destails of individual Directors, including their qualificetinns and experience, independence stalus and the period
of office serving on the Board, ame set owt in the Board of direciors section and can &lso be found on the QBE wabsite
at www. gbe.com.

Independence of the Bpard

The majority of the Board are Indepandewt Directars, applying the “independence” definition of the ASX Corporate
Governance Council. YWhen applying this definition, the Board has determined that an independeant Director's
relationship with QBE as a professional adviser, consullant, suppliar, customer or atharwise is not material unkess
amounts paid under that relationship excesd 1.1% of QBE's revenus. None of the independent Directors provide
services to QBE othar than in their capacity as an independent Direclor and they do not hawve a business relationship
wilh ary cther Dirgctor on the Board or otherwise with QBE. The rles of GBE's Chairman and Group Chief Executive
Officer are also ngt exarcigad by e sama individual.

Direchors are required bo advise lhe Boam on an ongoing basis of any inlerest they have that they believe could
conflict with QBE's interasts. If a potential conflicc does ariae, either the Cirector concerned may choose not to. or tha
Board may decide that he or she should no, receive docurments or take part in Board discussions whilst the matter
15 being congiderad.

Tenura

Thee mere facl that a Directer Ras served on e QBE Board for a lengthy period of time does not, of tself, suggest

a lack of indgpendanca; however, the Board has agresd thal an independent Director's term should be approximately
10 years. The Eoard considers thet 8 mandatory limit on enure welld deprive the OBE Group of valuable and relevant
corporate expearisnce in the compbax work] of International generatl Insurance and reinsurance. The kenure of each
Director 3 get oul in the Board of directors secton and can also be found on the QEBE website at wiww, gbe.com.

CBE's constitution providas thal no Direclor, except the Group Shief Exscutive OMicer, shall held offica for & conbinuous
paried in excess of thiee yoars or past the third AGM kllowirg a Direclors appointment, whichewer is the longer,
withaul submission for re-alection. Under QBE's constitution, thare is no maximum fixed erm gr relireman age far
Mon-sxecutive Directors.

Board selaction process

The Baard has a Nomination Commitlee which mesrts ragularly during tha year around the tims of the Board meetings.
The Commiiee assists Lhe Board in appeinting Dirsttors so that the Board as a whoke has the necassary range

of skills, kntwhedge and experience to be efective. The Nomination Commitles (s compriasd of all the Non-axecutive
Dirgctors of the Board and is chaired by Mr Beckar,

A formal process for the sekction and sppeintment of Directors is undartakan by the Nominalion Commitlee and Board.
Batore tha Boam appoints a new Directar or puts forward a cendidate for elaction, approprials background chedks are
undertaken. External cansultantt may ba employed, whare necassary, to search for prospective Directors. Candidates
are assassed against ihe required akilla and on their quallficetions, backgrounds and parsonal qualities. In addition,
candidales must have the requirsd time th commit to the position. The Boerd reguiarly reviews the mix of skills that

is required. Under QBE's Constitumon, the size of tha Board is limited to 12 Directors. The Board considers that

a maxirnum of 12 will reflect the largast realistic size of tha Board that is consistent with:

= mainlaining the Board's efficiency and cohesfon in carrying oul its govermance duties on behalf of sharsholders:

+« mducing tha risk of a Direchor baing insuMicisntly involvad and informed in the buginess of JBE; and

= praviding individual Rirectors with graatar potentfal ko cantribute and participats.

CQBE alzo provides shambolders with all matarial information in its possession that is relevant to a decision on whather
o npt Lo akrct or re-alect @ Dirgctor Lhrough @ number of channals, such as the Notice of Meating, Director biographies
and othar information comaingd in the Annual Report,

The Beard adopted revised Mon-axecutive Direclor Nemination, Perfermance Evaluation and Tenure Suidelings in
Sepember 2014, The Board balisves that ordarly succession and renswal conlributes 1o strong coroprate gavemance
and is achieved by carehul planning and continual reviaw. As an ongeing evaluation, the Board regularly discusees

its rtaka up in relabion to an appropriche mix of skills and sxparience, [enure. ags spread, general diveraity {including
gander) and geographic location of Diractors to meet the needs of GBE.

Director induction and training

Upan apooimmeant, sach Mon-exacutive Director (and senior execuiva) is proviced with a writien agreement which sets
cut the tarms of thalr appolmment. Direcors also attend induction sessions Upon their eppointment, where thay are
briefed on QEE's history and vision, stretegy, financials. and risk managemant and governance framewarks.

The Board ensures it has the information it requires to be afective including, where necessary, indepandent
professional advice. A Non-exscutive Director meay seek such adwite al QBE's cost with the conssnt of tha Chairman,
Directors are also provided with engoing professional development and lraining program s to anakle tham ) devalop
and maintain their skills and knowledge at QBE's cost, with the consant of the Chairmar,
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Performance avaluation and remuneration

Performancs avaluation — Board and Directors

The Chairmran cvarsaes the performancs of the Beard, its Committeas and aach Diractar, The Board reguilarty reviews
s perfommance through internal and external assessmenls, and recomnendations for either impravemeant oF incraased
focus are agreed and then implemented.

In 2018, a Board evaluation was undarlaken ysing the services of extarnal consublanla. The reviaw Sovers the
performance of the Board and its Committees. The rasult of the review was reportad o the Chairman and discussed
in datail by the Board in 2016,

Parformance evaluation — sanlor management

Tha Remunaration Committes oversess the performance of senior managament. In addition, the Board conttnually
manitors the parformanca of senior managensem through reguiar comact and roparking,

In 2015, QBE confinued b use 5 balanced scorecand of individral kay parformance indicalors (KPIs) to ansure that
@ broader view of performance and soecific strategic priofilies are conadered when assesaing performance and
incantive outcores. Other than as set out in the Remunearalien Report, sanior management have 20% of their Short
Term Incentiva outcome determined with referance w individoal KPls.

The scorecard is afigned L QBE's businass plans and maasures ohjeclives which support the elements of GBE's vaiue
craation model. The Remuneralion Report sots out a summary of the key objoclives ang culcomas for the Group Ghiaf
Executiva Officer, The Group Chisf Executive Officer’s scorecar was lormulated infially through a discussion batween
the Group Chiaf Executive Officer and the Chairman and was approved by the Beard. The scorecards for the rest of
sanior management (which are consistent with and supporl the scorecard for the Group Chief Execulive Cificar}) were
approved by the Remunaration Commitioes,

The 2016 objedtivies for senios managemen warn ussd b measure their perfammance for the 2046 year Thess performanca
evaluations occumed in 2017
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Remuneraticn Committee -
The Baard has & Rernunaration Committes which meals at least quartedly to assist it in ovarsesing major remuneration
practicas of the QBE Group, The Remuneration Committes is comprsed of independant Directors and is chairad

ty John M Green.

Remuneratlon pollefes and practices

Deatlails of QBE's policies and practices regarding the remuneration of executives and Non-gxecutive Directors
{baing Key Managenent Personnel) are sed out in the Remuneration Report,

Cither than masting slatutory superannuation requirements, QBE does nat have in place any mliramant benadit
schemes fof Non-executive Diractors.

GBE's Trading Policy for dealing in securiies of QBE Insurance Group Lirmied of other emies cullines QBE's appraach
o dervatives o clherwise lmiting the economic risk of paricipating in an equity-based remuneration scheme. Tha Trading
Policy is availabla at www.gba.com.
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Group governance

Group govarsance framawaork

The Board appraved & naw ramewark in 2313, which has continued ko evolve, The framework ingiudas, in particdar:
= raviged roles kor the boands of divisional holding companias and divisional insurérs, and

= divisions hawing committaes similar to tha QBE Board.

Thers is row a greatar liaison between the GRE Board and he divisional holding boards. The GBE Board alto mests
saparately with kxcal independent Direciors al least onca a year, These changss followad a review of governance
at QAE Group and divisional levels.

Group guidalines

The QBE Grovp has adopled a Code of Businaess Ethics and Conduct that applies l all employess of the QBE Group
waorkdwide, The Code of Business Ethics and Gonduct builds on our company values and is an ossantial rasource

and quida for our people. It outlines a range of business athics and standards of conducl and requires our emplayees
to ba respeciill, prefessional, considerate and W maintain Righ ethical standards, uphokd QBES repuwaticn and report
unathical of ikegal bahavicur. The Code covars matters such as a commilment to compliance with laws and ragulations,
the giving and recaiving of bribes and gifls, conflict of inlerests, usa of company resourcas and sxlbmnal activities,

The Cada is available at wwiw.qbe.com.

Bireglor conduct is coverad by the Non-axacutive Direclors' Nominghon, Parformance Evaluation and Tenhure Guidalines.
Thesa Guidelines cover Direclor canduct, particularty in regard o tenure, parformance and evaluation. The Guidelines
are available al wwawgba.com.
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The ABE Group has also adepled global policiaa in key compliance aigas, including Amt-Bribery snd Anti-Corrupton,
Jancticns, Vilisteblowing and Diversity and Inclosion. These policies, ke tha Cods of Business Ethics and Conduct,
recognise that owr employeas (inclnding our conbractors, Diregtors and agents} are kay 1o mainlaining & compliant
and athical approach Wb our Business practices. The global policies ara supporied by Group Guidelines that provide
additional infarmation ta support sur employees.

In Avrstraliz, QBE complies with the General Insurance Code of Practice; a setf-regulated code devaloped by

tha Insurance Council of Auslralia relzling ko the provision of products and services 1o oustomers of the general
insurance industry in Avstralia. GBE's Auvstralizn business s 2lso a member of the Financial Dmbudsman Service;
an ASIC approved extemnal dispute esolution body which deats wilh general insurance disputes bebwsan CORSUmars
and insurers.

Contlnuous discloaure
Tha Board adopled = revised Continuous Disclosune Palicy in February 2015, which is availabie at www.qbe.com.

QBE takes its conbinuous disciosure ohligations seriously and issves marka raleases dunivg the year Lo satisly those
ebilgations. ASX announcaments ane gat out gn QRE's webeite al www.ghe.com,

Diversity and inclusion

QBE offera a dynamic workplaca culture, one that values and leverages the ifsas, capabilities and experiences
of aur global warkfores. Vi believe this strenglhens o ability to deliver on our busingss goals, particularly as it refales

W innovation, parformancs ang ocur focu s on customears. | also supports cur appreach 1o responsible manageman
of aur paople, cufture and community, For edditional information please see OBE's 3014 Sustainability Review.

QBE's Global Civersity & Inclusion Policy, sets out 3 sot of principdes that highlight how we guide aur actions and
ensure dgnity and respect in the workplace. At its cofe this policy looks to drive equality and coneciously remove
barriers, aiminating ak forms of discimination and harasament, ansunng equal cppomunity and access for all people,
bath within QBE and exdernally with our key stekehobdars.

Annual fepating to tha QBE Beard and quartery discuseions of the Group Diversity & Inclusian Council {frepresemtsd
by the Group Executive Commilieal as wall as divisicnal leadership ams havae continued this year, with naticeahle

PITGress SHMMarrssd elow!

COMMITMENT ACHIEVEMENTS

Diverse leadarahip = Famale represenlation at senior tavels (L0-3) fas increased to 28% {up 1% aver
repreaentation the year) (seo Table &)

— looking fo foster = In addition o an ongoing focus on retaining snd devaloping Lavel 2 high potential
fnclusive, gander batancad females, we expanded our pipeline focus looking at identifying high polantiats
feadorship toams at Leve! 3, 36% of whom are lemalke.

« Our annual pay aquity analysiz was expanded to assess oulcomas of pay
decsions {for exampla, & annual salary reviews, on hire or promgtion of sanior
roles), Each division worked locally W identify holspots and develop strategies
o address gaps across carlain levels and job lamilies, as well as lagelad
sagments 2.9. high pelamial lalant,

Ineiosive capahilitias

— effectively manags and drive
caffabaralion and inclusion

i bearns. feveraging Rexibifity
fa increase produciivity

ard retantion

* Thara have been significant afforts o promote gur commitnan o fnclesive
Leadsarship” acrozs divigions. Initiatives ingludad manloting programs; employes
network avents led by seniar feedars, globally cogrdinated calabration and
awaraness sessions relatmy b gamndar aquality, LGBT indusion, importangeg
of workfife balanee and buitding swareness of providing opporonties for people
with disahility.

= Wio continue W invest th educaling and upskilling aur (zaders through the
Global Laadership Academ)y: an edditional 531 employass ghobally atended
the programs, of which 43% were famale. A tolal of 2,351 amployass have
parbicipated in the Academy since its introduction in 2013 {(42% baing female).

= New Leadership Insights 360 & 183 feedback surveys wars launched,
supporting greater sal-awareness and education on inclusive leadarship
capakbilfios — a total of 327 emplovees have underaken thesa surveys
{45% being female).




LOMMITWENT ACHIEVEMENTS

Strong plpeling + A naw Career Davelopmant Ports! was developed and lsunched en cur gicbal

of diverse talent intranet sike, providing tools, tips and clber resources to help employeas

— offor afl emploveas fhe in managing their caresr aspirations,

oppartunity fo davalon

and prograss thair carsars

— maximising the abiity

1o arttract, retain and optimise

all falent

Highear engagement * We have seen our overall engagemant score improve fram last year {now at 8434

of all employoes with pleasing progreas in the proporlion of smployees who feel we provide

— creafg a fair, inclusive and a work snvironment that is collaborative, supportive of flewibility and respectful

raspactilf environmant for of differances.

all empioyocs « Across Divisions, we have upgraded our employee benefits and leave provisions,
oMering enhanced support and options for employees with caring respansibilities.
QBE Morth America was named as one of the beat Adoption-Friendly Workplaces
in thie L3, by the Dawe Thomas Foundation for Adopticn.

Customer satigfaction = We heve introduced 2 global Innavation Lab to explare ways to engage our

and retention diverse workforce in creating new ideas with lechnologies in our lab to support

= harriess our giobal workforce how we enhance customar salutions.

fo grive r'nfwvaﬁcn and + Ta be closar to the customer we continue to produce sebecied product materials

crealivily in supporting diverse and documants intg languages other than English across various countrias

cusfomer needs including Hong ¥ong, indonesia, Thailand. French Polyresia, New Caledonia

and Yiglnarm,

= QOur global produs innovation, Premiums4Good, alfows targeted customers o
direct a groportion of thair premium to be invesled in 3ecurities with an additional
sccial objeclive. Examples of thesa investments include Social Impact Bonds,
graan bands and investments imo infrastrucure projects with sociel banefits some
of which focus on carers of children, youth mental health and employment as well
as children's education.

Gander divernity measures

In Deocemiber 2045, the Remunaration Sommitkées sat & new Board gender goal of 30% by 2020, aligned with the QBE
ahjective of faglaring inclusive, gander balanced leadarship. QBEs global workforce as at 31 December 2016 is made
up of 53% (7,528} women and 47% (6,698) men.

Deteils of gender representation across management kevels togather with targets =el for echievement by 2020 are
sat out below:

Table A

BCTUAL OaSELINE GEMNUDEAR TARGET
GENDER REFRESENTATION M DECEMEBER 2044 M DECEMBARR 2010 BY 2320
QEE Board 2% 28% Ky
Group Executive positions [Lewed 0) 11% 10%
Levei 1 1% 20%
Layel 2 22% 21%
Level 3 30% 2%
Ywomen m managemert (Total % of Leavels Q, 1, 2 &3) 2B% 273 35%

Ydorran in workfores 53% 523%
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Corporate governance statement o imoes

Respecting the rights of shareholders
QBE respechs the rights of its sharehslders by providing ther with appropriate informatian and facilities to allow them
o exercisa those righls affectively.

QBE aims W provida sharsholders with up-to-dawe information, QBE also providses regular communications to
shareholders and othar stakehoklers through a number of publications including the Annual Report, Half Year Report,
Annual Review and Sustainability Reporl. Hard copies of these documents ars ser to shareholders who have opted
o recaive thesa in printed form. All reporls are available at www.qbe.com, The website alse provides infarmation
about QBE's tiskary, vision and corporate governanca, as well tha bicgraphies showt Directors and tha QBE

Group Executives.

QBE provides sharehslders the optioh b receive all cammunicatlons from QBE and ils share registry electronicaily,
&ng encourages sharsholders to do 8o whare possibla. Shareholders can discuss their shareholding wilh either the
sharsholder servicas department or the share registry, bath loceted in Sydnay.

QBE wekcomes sharsholder participation at its Annual General Maating (A GM), sither in person or by proxy. The AGM
is held in Sydney each yaar and webcast to sharehakders that are unable te attend in person, Shareholders are also
encouraged o provida qusstions or comments ahead of the meeting, and ask any direct guestions Lo the Chairman

or tha axtarnal audilor at the AGM. All resclutions in the Notice of Mesting have explanatory notes, Shareholder
Communication Guidelines are availabke at www.gbe.com,

QBE has a comprehansive investor relations program that facliitates effective commuenisation with its investors,

The Group Chief Executive Officer, Group Chief Financial Offlcer, Growp Chief Risk Officer, Group Chief Oparations
Officar, Greup Genaral Ceunsel and Company Sacretary, Global Hesad of Investor Relations, divisional chief axacutivas
and divigiona| finance officers generally deal with analysts, [nvestars, media, reting agencies and cthers, taking
account of regulatary guidelines Including those isguad tiy the ASX on continuous disclosure. The presentations

oh the 30 June and 31 December readits and other major presentatons are sent ko the ASX before the presentations
commence and are available promptly on the QEE Group's webslte. The 30 June and 31 December presentations are
alen wabcast live and aubsequently archlved on the QEE Group's website.

Financlal and other reporting

Audit Committee

The Board has an Audit Commitiee which meets al lsast quartery 0 suppat e Board in oversesing tha affacthaeness
of tha QBE Group's financial reporting amd riek managamanl ramewsrk. In partizular, the Audit Cammittes oversess
&nd moniers the imegrity of the ABE Group's financial reporling. The Audit Commitas is comprised of Non-executive
Cirectors, a majority of whom are indepandent Direclors, and s chainsd by Sir Brian Pomarsy.

CEQ and CFQ declaration

Priar to the Audit Commitiae’s raview and the Board's approval of the 2016 Annual Repaort, the Group Chisf Executimeg
OHicar and Group Chisf Financial QfTicer provided a declaration to the Beard that, in their opinion, the finangial records
were properly maimained, thal the financial statements complied with the appropriate accounling standands and

Lhat 1hey gave a trua and fair view of the financial postion and performance of the QBE Group. Tha dedlaration also
provides that the opinion of the Group Chief Executive Officar and Group Chief Financial Oficer was based on 8 sound
sysiem of risk managemeant and imternal control which is oparating eflectivety.

External auditor independence

O&E firmly baliavas that the axternal auditor must be, and must be seen to ba, independant. The axternal auditor
carfirms il independance and the Audit Committae confims this by separate anguiry. The Audit Committee mesats
With the external auditar in the ebsence of management a3 part of each Committes meeting. The extBrnal auditor
attends the AGM and a reprasentative is available 10 answer questions from sharshalkders ralevant to the audit.

Tha Audit Committee has free and unfettered access (o the external auditor. The external auditor, the Group Heed
of Internal Audit and the Group Chief Actuary have free and unfattared accsss 1o the Audit Commiltss.

CBE has izgued an Inlarnal guideline on external audltor independence. Under this guideling, the external auditor
is not aliowed to provide the excuded services of preparing accounting records, financie! reports or asset or liability
valyations. Furthermora, It cannot act in 2 management capacity, as a custodian of asssts or as a share registry.

The Board believes some non-audll services am appropriate given the external auditor's knowiedge of the QBE Group.
QBE may angage the axternal auditor for non-audit esrvices other than excluded services subject to the general
principls that kees for non-audit services should not exceed 50% of all fess paid k the external auditor in any one
financial year. Exlernal tax services are generally provided by an accounting firm othar than the scernal auditor,



The Audit Commiltes approves the awdi plan each yaar and racetvas regular irfoemation on the sxdernal auditors fees,
QBE alac considars the erms of engagemant of the external auditer svary fsw years; the last pecasion concluding
in Febsuary 2015, Tha Corporebions Act 2607 and Auslralign professional auditing slandands reduira roteton of the
lkead engagement partner aftar five years. The lsad engagement partner of the extemal auditor was last rotated in 2014,

In tha everd that the Audit Committes hought it appropriale W change the firm undarlaking QBE's extarnal audit, it would

condsd an appropriate compatitive tender protess.

Acfuarial meview

It iz a longstanding practice of the Diredtors o ensure that the GBE Group's insuranes liabilities are assessed

by actuarnes, The cantral estimale of QBE Group's insurancs liabilities, comprising outstanding claims and premiiwn
ligbiltes, is datermined by experienced internal actuarial stalf Actuarial staff form an independant view, separate fom
managernant, of bofh the central estimate and the probability of adequacy of cutstanding daims and premium fiabilities,
At 31 Dacember 2818, in exceass of 98% of QBE's oulstanding ofaims cental aabimale was aiso reviewad by external
actuarias. The materis! sxceplion is Morth Amencan Crop that is uick to settle and where an accurate estimate of
ulfimate claims costis obtained vary close 1o the raporting date. External actuariss are genevally from organisations
that are not asseciated with the extarnal guditor,

[nternal audit

A global internal sudit function is crtical to the rish managament process, GBE's internal audit function reponts bo the
Group Chief Execitive ORicar and the Audit Cammittae on the monttoring of the JBE Group's worldwide operations.
Inteinal mudit provides indepeandent assurance thel the design ang oparalion of tha contrals acrpss the GBE Group
are effective. The internal audit function oparates under a wiitlen chartar frem the Audit Commitiee. Othar gavernance
documents include a reporting protocol, internal audit ranual, inlarpal audit issua rating systam, imemal audit opinian
levels and internal audit imetebles. A risk-based internal aydit approach s vsed so that higher rsk activitias are
reviawed more fegquently.

Risk management

CQBE ig in the business of managing risk. The Board and management ars fully committed b snsuring thal a disciplinad
approach b managing risk defivers leading practios and that QBE Group's risk managemant procasses and systems
are robust and independer. QBE's risk framework supports its businesses acress all divisions and provides a sound
boundation bor reducing uncertainty and volatility in businass perfomanca,

Risk and Capital Committes

The Board monitors the QBE Group's performance and, &5 such, plays a significant role in aRsuning hal an effaciive
risk managemsant strategy is established and mainlained. The Board has 3 Risk and Capital Committee which mesats
al least quarterty Lo support the Board in oversaeing the sffactiveness of 3BE Group's nisk and capilal managerment
framewaorks. The proper ovarsight of these framaworks suppons sirategic cbjechvas, informs business plans and
arsures that currant and fruere nisks are identified, assessed and monitored in line with risk appetite. Under its Chartar,

the Risk and Capital Committee is required o review the risk framework periodically b confirm it continues 1o ba sound.

This review was underlaken dunng 216 as pan of the annusl refrash of the Risk Management Stratagy.

The Risk znd Capital Committee is comprissed of independent Cirectars and is chaired by Jann Shinnsr. The Risk 2nd
Cepilat Commitlea has access Lo the Group Chief Risk Olficar and other relevant senior management,

Economlic, social and environmantal risk
information aboul how QBE appreaches sustainability and envirgnmemal, social and govemance {ESG) issuas mong
breadly can ba found in the 2015 Suslainability Raview,

The Sustainability Review provides an evendew of staps lakan in 2815 o strengthen governanca of QRE's ESG
actvities and enaure a eoondinated approach across the Group. Canteal e hesa efforts was the femation of an ESG
Commizas, formalised as an executive commikse reporting w the Group Board Risk and Capilal Commikes {(BRCC),
o provide oversight and quidance o QBE's ESG-relaed prejects, activities and initiatives other than those of the QBE
Foundaton, which has separats governancs aifangamanty.

Further details of how JBE managas risk are 5et out in the Chiaf Risk Qficer's Report. An ovarview of JBE'S rigk
management ranework, including QBE's kay aconomic mataertal risks and how these are mitigated, is also st aut
in il 4 1o the Financial Reporl.
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Directors’ Repo

FOR THE YEAR ENCED 31 DECEMBER 2016

Your directors present their report on QBE Insurance Group Limited and the enlites
It controlled at the end of, or during, the year ended 31 December 2016,

Directors

Tz felovwing direcions beld office during the whoke of the inancal yesr and ug to the date of this repot:
Mearty Becker [(Chaimmany

Slophen Firgemntd

John M Green (Daputy Chatman)

Mapamsl Leung

Jahe Meal

Sir Brian Pomeroy

Patnck Ragan

Jarw Skinner

Mr Roll Tolle was appeinled 1o tha Beard on 11 March 2016, Mg Kathren Lisson was appolilad to (he Board on 1 Seplombser 2016,

M M ichaed Wi lkirm was appoirted to e Boord ¢n 1 November 2018, Ma Lisaon and Messrs Becker and Wilking offar lhemsolves
for edecion af the 2817 Annue General Meeting.

Consolidated results

STATUTORY RESULY
2016 HHis
US5m ST
Giroe wiitten premiom 14,395 15,082
Gross camed INEMAIT FEVEeRLe 14276 14,5922
Heteamedgremwn . . . . Moes 1234
Mat clatms expanse {& 442} {7424}
et CommiLsicn {20343 (2.114)
Lineferwrilingg and ofhier expenanes 11.922) {2,137}
Uneheerwrill iz resull &AE 629
Met invastment income on policyholdera’ funds 4407 402
Insurance profit 1475 1,031
Met investment Incoma on sharaholoders hunds 3x9 Pl
Finanging andg other costs {204} {244)
Losses on 3ake of endites - )
Unresliped casee on assets hadd for gk {3} -
Amorlisalion and impasme® of inlang bes ] ] . B i [L-0) {55}
Froft balore income {ax 1,072 R
Income tax expense (228} 260}
Froft afer incame lax L2 8453
Met profil atiiibulatie 1o non-comlling inlerasls - [
Mol profil afler income tax 844 g87
Resuh

MNel profit afler Lax for the year to 21 December 2008 was 5844 million, up 23% companed with 3 net profit of 3587 milicn last year.

et eamed premiom of $17,065 mikion was Jown 109% companed with 512 374 milklon last year. The decrease malnly reflects the i mpaet
of a genarally sironger US dolar and a higher reinsarancs experse toliowing the reinzurance of kong laf kabilties in European Opermsions
and disconlinged progran baskness (noour Nomh Amercan Oparaions, The gusrall rednsurance ansactens had a sniall posliive impao
an el profil with peinzurance expense of 3570 millicn mom than ofset by a reduchion in net incumed claims of 35891 mition.

The Goup's unchenting result wes 3 proft of 3668 mitkon companed with 2 profit of $528 milon Lrsl yaac, reBacnng & combinexd
aperating rabio of 53.0% compared with 94.9% last year, The nat dams ratio of 36.2% (2015 &00.4%) was mpacted by a reduclionin
reek-frpe cadem wsed [o discount clalims Kabiities of $A0 mHton 91 0.7% of nel amod preriom and (he reinswrance recovenss menlioned
abova_ Combined commission and underwmliing expenies were down 0 absolle s compened with kst year, poimacity ooe o ihe
barefl of expenge irhiatives and e disposal of car high cosl base ME&LS buwiness, The reporled combdned Comamission and expemnse
rablo was up, higwever, (35.8% companed with 34.5%) dia 1o te Igwer nel carned pramlurn 23 desor bed abarw,

Exchuding the irnpac of ioweT isk-oa rakes wsed Io discount ofaims kabiities, the stalyiory conthired operating ratio woukd hawe begn
80.2%, lovwer than oue Lagal rame of B 5%0-05%

Meat investmant incorne was $745 milllen compared with S885 million Last year, nchuding kregn axchange gains of $125 mllioh conmpaned
with foreign exchamge lozses of $20 million fasl year. The overall net retfum was 2.4% shghthy below tangel end impected by mark
1o measkel 8585 o Wpar dufatan Axed Ncoma secy ke foff vl ng Lhe U5 ehection msull,

That bz rade waa 21% of vl profil, down from 27% Laal year melecing the: e of aorporsis 1y rabes i lhe counbies in which QBE oporxies,



Dividends

The direclers are pleased o annownce a fal dividend of 33 Austcallan cents per sham, up 10% from fe final dividend of 30 Austmlian
cans per shate for 2015, The dividend wil ba Fanised al 50%._ The tolal dividend payoul is 23741 mikon, or around 61% of Rl year cash
pmfl, compare with ARGES milien for 2015, or around S8% of cash pofi.

Cur objective i to deliver a slabke and growdng dividend o cur sharehgders. Cur oument dividend pollcy sats the il year Jvidend pascl
ratic &, op @ 85% of cash profi
ALfivitles

The prireipal activites of QBE duning the yaar were undersgiting ganaral insirance and minsurance dsks, management of Lioyd's
gyrdicatas and e srmend M nagermeeT,

Presenlation currency

The Group hag presanted ihe Financal Repor in U5 dollars because zsigmificant propation of it undenwniting activty is deromitated
if U5 doflars, The US dolfer is Blso the cumency that is widely on femsilood by the ghobal instrance md ey, ibernalional investors

and analysts,

Oparating and flnancial review

A review of the Group's operadons duing the year 2nd the resuls of hese operations is set on pagea 4 to 45 of this Anmral Repo,
These pages aiso deal with tha Group's operations, Anandal posdlion, busiwees siramgies and prospects for fumra financial yess

Cutstanding claims Jiability

The net cenlal estimats of cutstanding claims (s dalemnlizad by The Growp Chiel Acfuary after consy balion with [ntarnal and exlomal actiames.

The assessment fakes into acoounl the statisteal amalysis of past ofems, aliowanoe for dams incurmed but nod reponied, reinsuEnee and
oxher tecoverias and L interesd and inflagion Baclioes,

A in predons years, the diecios consider thal subalantial fsk margins ane mequirsd oyver the actuarial net central estimate to mitigate tha
inherent uncanainty inthe ret carbral estimate, The probabil iy of edequacy of the outslanding ofaims Makilky al 37 Decomber 2098

was B2.5% compared with 85.0% last vear. The Australlan Prudential Regulation Authonty (APRAL pradendal stand arms prowide a capilal
credit for putgtanding claims i excess of a probalilty of adequacy of 75%.

GGroup indemnities

Articka 78 of the compamy’s consttution provices (hat the company indamnifies past and present dinectors, secrelanes ar obwer officers
against amy liatd by incymmed by thel person 85 adireclor, secrelany o olher oficer of the compamy or s subsidiaries. The indem nity doas
nol apply W any labily (axsluding fegal costs):

« o] I the COmpany oF a relxiad body comporate (e.3. breach of direclors” dudes),

« for @ pecuniary penely uncer secion 137G of a conparsanan grder udar sactions 1317H o 1317HA of the Corporatewys Act 20071
e 3 &0t lar provision of te comesponding legislation in snother [Lisdicon); or

w that is o L0 Semene other than the company of a relaled body cotporale snd which did not aise out of conduc! in good faith,

The inetemn by extends te legal coats other then whers;

» in ol | proceed ings, one oF more of the abowe excdusions apply;

« in Criming] proceading, the person is found guily

» Ihe pran s ke in proceedings Eroughl by Ue Australian Securities and IRvestments Commizsion (A8IC} 8 comespond ng reguisior
in another jurisdicdon oF 3 |iquidator {unkss as part of he investigalion befar procssdings are commenced). aF

« [he courl does mat grand refief gfer an application under fwe Copomongs Aot 2001 of comesponding lagi station in another jurisdiction.

In addition, 4 deed exists behvwaen te company and each directior which inchuces an indesn rery in sdmilar lerms 1o artcks 7B of the
CONTWACTYs Starstilution.
Directors” and ofticers’ insurance

CIBE pays a premium each year in respec of a contec! insuring direciors, secretanies, senior managers and employess of the Groop
fogether with ary natural person wha 16 slthar a e o a member of 2 polcy committee for & 3upemAnuation plan satablished for

the benefil of the Group's amployses agains! lisbdiiies past, present or ifure. The offvars of the Groof covered by the [nsurance conlract
incluck: e directors Nated on pages 52 and 53, the Goup Company Secrelary, Camhym Scobée, and Depirty Company Secretary,

Peler Smied

15 accond a e with ot al cammerdal pracioe, descicaure of the amounit of premiom payable under, and @ rature of ligbilities covered
by. lhe mswrance comract i3 prohibited by a conficertiality clause i thia contract.

Mo suchinsiance cover has been provided for the benetit of any exdemnal anditor of the Group.

Significant changes
There were no significem changes in the Groop's state of 3ifaims durng the e a1 year ofhes than as discossd inihis Annual Repod.

Likaly developments and expected results of operations

{ Seety developoanta in the Gmun's operationa in fiure Snanoal peacs and the sxpened resols of hase operations have beedn inol e
in thea ravkiwy of operaticrm on pages 4 b 49 of (his Annoal Report,
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Directors’ Report i

FORTHE ¥YEAR ENDED 31 DECEMBER 2076

Events after balance date

|n cEnjunction wih the announcement of he Z016 final dividend amnd T recognise the Group's dready sirong and increasing surplus
capdial poes lon bul Bmited franking capacky, QBE hag sctabdshed 3 Tree year cum olathe on-rmarkel buoyh eck faclity of up to A51 bilon,
wilh a cumenl tamgel of nol mone than 23333 million in any one calendar year,

The directors are not aware of any other matler or circumetsncs thal has arisen since the end of the year hal hes signdicanty efiecled, o
may signifcantty alfed, e Group's operalions, the resulis of thoze operaficns and the Groug's state of atalrs In Axure fnanclal years,
other han as cescribed.

Material business risks

As a glebal Insurance and rermsurance bislness, CBE i 5ubked to & subslarilal varerny of busimass rigks. The Beard baleves that
efflective managermenl of Lheae risks is crilical to delivering veiue o O5E's stakeholders, it is CBE's policy to ado a rigorows epproach
16 managing risk B oUghoul the Group, Rigk management is 4 comirueus process ard an imegral par of OBE's povermanca strochure,
QBE's brosder puminess processes and, modl imporianty. GBE's cultura.

Spamwa oof e maderial o ress sk that QBE faces inguds stramsgl;, Insurance, credit, markal, liquidtty and operadlonad sk
Explanaticrs of Fess raka and ther miligations are sel oud 0 more detaid in note 4 o 1be Anencial stalements which we recommend you
read, Further delails of how QBE menages rigk ara eel oul in the Chiel Rgk Qfficars Repor, on pages 50 to 51 gf this Anrusl Report, e
sachon of the Corporale Govwemance Statemend addressing the ASY Corpomnie Govsmance Councl’s Principle 7: Recognise

end Manage Risk on paga 5J of this Arnual Report and the Suslainabeity Review,

The Corporgle Govemance Slatement and the Suslanability Review are evailable on the OBE webaile al www.gbe.com.

The Group makes udpaments and eslimates n respect of he repored amounts of cerlain assels and [intiities, the most sigrmficeni of
which ar in nefadion to the detemmnslion of Ihe oulclanding daims Eabikry, the spplication of the lability adequacy lesl and the valuation
of cherfa e 1ax asBets and goodwll in Marlh Amercan Opsraons. More delal of each of these is induded in noles 2.3, 2.5.1. 6.2.3 and

7.2.1 respeciively.
Meetings of directors

“WEETNGE WEET W% OF COMMITTEES o
FULL  CFNDW-

WEETHGE CF  EXECUTIVE RIEKE  GOVERMANCE CPERATICNS A BUE-
DWEECTORS | DHRECTORS  AUCTT  WWESTMEWT  REMUWERATESN  CAPITAL & NOMMATEOH TECHMOLODGY  COMMITEES?
_ H A H A H 4 H » H L H A H & H A H &
Marty Backar a a g B 5 [ + 4 £ ] i} & £ L 1 1 2 2
Slephen Filzgerakl B B 8 8 — = 4 4 - ~ 6 & 5 5 1 1 - -
Jobn M Green g B 8 -3 2 2 4 4 - g & g 5 5 1 1 2 2
Margarat Laung B B 8 5 L) il - - G B - - 5 4 - - - -
K.athryn Liagan K 3 2 x 2 2 - - - - - - 1 1 1 1 - -
John Neal ! B B - - - - - - - - - - - - - - 2 2
S Brian Pormeroy g B & & 5 § = = - - 6 & 5 5 - - a3 3
Patrick Regan? B E - - - - - — - -
Jann Skinner ] &8 & & & 5 - - & 8 & 5 5 5 - - a 3
Rolf Tole ¥ T 5 3 - - 3 3 - - a 5 4 2 - - - -
Wichasl Wikins 2 Fa 1 1 1 1 - - 1 1 - - - — 1 1 - —

H number of me2lings bed whike 3 Board o Cormmittes rarm ber.
A number of mealings atended while o Baard ar Cormmmitlee mem bear.

1 Inclucked mesHngs in the UK and tha LS,

2  Ad hoc committeas of the Board wera convened durimg the yeer in relafion ko the financial resuls and repoting mattars. Mem bers of the
ad hoc committees arended @il meetings they were raquired 10 attend,

31 Massrs Neal snd Regan affended Audit, Invastmant and Rige & Cepital Commitkes meetings by invilation, mal baing members of these
commitiess, Mr Neal algo attended Reruneralion Gommittes meetings by invitalion, not being a member of that Commitee.

Furiker meetings occumed duing the yvear, including meelings of the Chaimen and Group Chief Executive Officer and meetings of the
chirecliors with managermen, From tme 1o ome, dlrecions athend rmestings of comimittess of which thay are et currerly neenibers.
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Directorships of Hsted companies held by the members of the Board
From 1 January 2014 1o 24 Febmary 2017, the direanms alse senved as direclors of the following listed entites;

POSITION CATE APPOINTED CATE CEASED i
John M Green .
WorkeyF arsons Chrectar 11 Ocdaer 2002 25 Oclokwer 2016
Margarst Loung _
China Conslrction Bank Copotalton Direslor 12 December 2073 17 Jure 2016
Chong Hing Bane: Lamdled Cireclor and Depury Chaimnan 14 Febneary 2014 -
Firat Pacific Company Limited Cirector 21 Dwcermber 2012 —
Homg Kong Exchenges and Clearing Limted Dl restir 24 Agril 2013 - e
U & Fung uid Chircbor 1 April 2013 - ﬁ%
Sun Hung Kal Pagperies Limited Carecior 1 Mareh 2013 — %
MIChaal Wilkins &
AME Lirmited DHraciar 12 Seplember 2016 — /

Qualifications and experience of direciors
The qualitcations and expeslence of ¢ach director ara s¢l oot on pages 532 1o 53 of this Anrma] Repod,

Qualifications and expedence of company secretaries

Carolyn Bcobke, BA, LLA, MA, AGI and ACES

Mz Srobie is Group General Counsel and Group Company Setmiary, Prior loianing QBE, M Scokie was Group General Counsal

i tha ASK-sled rurftinalional Goodman Group for 17 years, where she ran a mufi-disciplinarny legal leam working on matlers across

16 cotninas and over BD0 entities. M3 Soobie hes exiendive experience in compliance, regulatory matiers, kigatich and menaging twe
compreity of mufipe junisdicions.

Patar Smiteg, LLE, MBA, ACGHA and ACIS

M7 Smilea i3 Deputy Company Secretany of OBE Insurance Grouy Limited and acompany secnetary of vadous QRE sutsdiares in
Ausstiala. Ha bas 25 years of inzucance experenca, which indudes 18 years a5 a corporate lawyer, Prior o comamenci ng empeymea with
QABE in 22, Mr Smifes worked (or the HRMA Instrance Graup un vanious cotporate roles. In addition 10 his oumenl company secrsiar al
dulies, tv2 BClS A5 8 corpovate [avwysr sdvising QBE Group head offica depamments and Asia Pachic ofloes,

Directors’ Interests and banehis i3 %’

Ordinary shars capital ?l a2

Cirectors’ reteyars inlerests in ke ordinany share capial of ihe company at the date of (this repot are as follows: B
NUMBER QF _/

DARECTOR SHARES HELD .

Marty Becker 105,306 i

Stephen Fitzgeraid ATT0 &

Sty M Green 37,288 gi

Marg aret Leung 21,514 E =

Kathiyn Lisson 1,863 & A

Jdehn Weal »iTE -

Sir Bran Fomeray . 11144

Palrkck Regan &8, 214

Jann Skinrer 28,000

Ralf Toke 53,904

Michael Wik &7

Qptons mnd condidonal rig s

Al tha date of thig rep, John Meal had 1,388,812 (2015 825 252) condBonal Aghts 1o ordinary shares of e company 4md Feirch
Faegan had #753,008 (2015 €97 843) conditicnal nights b ordinary shares of the cofapany, N exe cotives hold options at {he dame of his
report, Belals of the schames undsr which opllons and dghls are grantsd are provided [n L Remuoseadicn Rapor and (nnos 8.4 i the
finoncial stameenks,

Tht hiaas of 2l peryong who cumently hold Gplisas granted undar (e Employme Shase s Oplion Plan {he Plan) and conditional dghts
o ordinery shares of tha company are ermered in tue reglsiers kop! by the company pursuant o seclion 188 of the Corparaifons A 2007,

Loans k> direclors and axocuthvies
lnfomation on Teans m dmectors and axeoudves 3 sab aut in (e Rermuneration Repon,
Environmental reguiation

The Group is il curmentty reguired {o reponl under amy significant anvironmantal regulalicns uncer ether Commonsealth, Stabe or
Tamflony keqislation.
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To our shareholders:
On behzlf of the Board, I present QBE's Remuneration Report for 2016,

2016 performance and remuneration

fn 2015, despha a chalenging dperating anviroimiam and o Moult investment markes | cur financial performance was 6l e beller ond of
twer Latet ranga, This conrlinues the IMpROVeMaT in our reaulls as we moved thrsugh a perind af refocus and stablkation. Sur 371
oulcomes for 2076 futher reflect this. LT1 awards which require sustamed perfommance over muakiphe yoars have nol westad,

Oar siahrlary nedil m -on e Ay (ROE) was B.19%. We have malntalned cur appmach from prévous years and reversed 50% of the effect of
arfual disoound rals movernents versus oo Dudget azsumptions from the sLawory resol, o 2015, this reduced (he ROE oofromes for
manegemert by 0.2% whibz in 2016 it increased (he ROE ouloome by 0,35, Cansequently Ue Group ROE outoome for 2018 5T1
plposes was 8 4%, ia 0,1% below oo barget of K 5%,

Ceedaia on te ST oudoomess Tor axsculives are 521 oul i eection 2.1,

Changes to the remuneration structure for 2047

e armorunced in (a5t years Remumeraton Reporl our imtention 1o condoct 4 raview of moentive sTuctires to eviume they namain At for
prepoae e Biig ned with e avobwng OBE atalegy. This resiew was conduckd in the contexd of an operatfing ermdrormwnt which over
the past [hrse years has seon omgolng ecanamec widad ty, palitcal uncertainty, reguiatory change and changes al JBE.

n recngrising sharehcider and community conRCeTns on exscutive RETIUNSALSA, the Remuneranion Commities followed & procass which
was chaormugh Brd inclinked consulation with independsnl acvisers, reguiaton snd Intema] and extemeal stakeiwokhers, | am gralehl o e
Conbmiad auppom and ergaganant wa have with sharshchders and el represeniadve bodes, especally during consutation on the
remunerahion rovicw,

Tha reeverwy Touned char, o0 ha whaole, ST1 kas demgnatransd sirang allg e m betwesn pericimance mnd incentbes oubcomes, sithough it
coniid b H o] wetih Broadter ang meane chearty defined performmancs massurss, L1, cn v other hand, has ol womked a5 well, Sefting
appropniale thies-yaar perfommance hudes in 3 wolatie macnc-eonamis emdronme] Bas bean chalanging, a5 has Frefing a soitalbe

g lobally diversified insurance TR peer group 33 2 bencemank. Congequently, the cumert LT] schems is tob wel-undersiood o vaoed by
ol sEcuiives, and s not eufficendy driving stratsgy delwary of creating shanetuoe valle.

The rediewy prompled us 1o consider waya of making LT mone efective for @il stakeholders, and @ shancndg beng-emn aig rment thraugh
increased share cwneship. The resatiant OBE Exeadive Incentive Plan (EIF: combines ST1 and LT1 nto a single, simpler incentree plan
which we bellave pimndes Betler comalation 1o peffamanss and shareholder oustcomes and is mare lBngitha for o execulieg.
Tmporlaty, B an incressingly voletle business evironmem, the madal is mose adaplabie (o The syl iion of gue siralegy, changing
brsiness cyches and the extenal operabing e monmenl,

Drlalis o e £NanGges 10 D inpermenied bor 2017 and bow [hay will apply to the Graup CEO are sat ot i sectlon 7.

Incentive targets for 2017

Each year we sal incenfive famgers that mflec) The Sroup's business plana and the aperating envitonmenl. For 26817, we wlll replace
sigtirtory ROE with & mrix of cash ROE, tombined operating ralte (COR] and vaksecroation reasures raflecing olr sTategic priasties.

Cash ROE will use cagh praft ateer tax, Lha 8ame basis wsed 1o datannine shambokder diidends. However ofhier than in exceptona)
carcunisiancas, oesss due Lo o nplanned arotisabon or impa rent of intangibies will ba acdded back 30 that axec nves remain
acrounlatie for ihe management of intangite asyety, The targe! range pr 2047 is 7.0% o 11,006, with on-Larged perfommancs at 8.0%,

COR hae bean indroducad ag A s tha most relevan! measura of the proftability of our insurance operationa. The larpst range for 20407 iz
96,3% o 52.3% with on larmge! parformance sel ab 4.3%, | kme with previois years, (s excisdes the efed of inbudgesd discount rate
movements. Ao, Tor 2017, 6h adjustmeent wik be made for the impact of changes, i/ any, fo the Ogden falhea in e UK besronad e
proviston included in the business plan.

Mazsures of progeess againel our kanger-tenm staleqic imperatives of operational efficency and clalms exgsdberce have baan inieduced
for 2017, We are lampeting generation of expenss savings of S108m in 2017 though opemtional excslence, autom ation ang sourdng
capablliby. A further $170m of projecded savings is largaled from inftatives to be uncedalen in 2017 thmugh keveraging oor global claims
ared dats anakAics copabltitios & mprove Fauduben] daims delecon, caims Randling o racewaries perfommanca.

Clam |

Jobny M Green
Cheimman, Remuneration Commites
Group Deputy Chalman
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1. INTRODUCTION
@ Overview

This Remuneration Report sets out QBE's remuneration framework and provides detail of remuneration outcomes for key
management personnel (KMP) for 2016 and how this aligns with QBE’s performance.,

Accounting standards define KMP as those executives and non-execufive directors with the authority and responsibility for
planning, directing and controlling the activities of the Group, either directly or indirectly.

The 2016 Remuneration Report has been prepared and audited in accordance with the disclosure requirements of the

Corporations Act 2007,
11 Key management personnel
COUNTRY OF
NAME POSITION RESIDENCE TERM AS KKP IN 2016
Current executives ——
John MNeal Group Chief Executive Officer Australia Full year
Exgcutive Director = =
Jasan Brown Group Chief Risk Officer Australia Full year =
Colin Fagen Group Chief Gperallﬂm Officer Auslralia Full year
David Fried Chief Executive Officer, Emerging Markets Hong Kong Full year P
Russell Johnston Chiel Executive Officer, North American Dpermmna United States of  Commenced 2 May 2016
America
Margaret Murpty  Group Chief Human Resource Officer Australia Commenced 1 October 2016
Richard Pryce Chief Executive Officer, Eurgpean Operations United Kingdom  Full year
Patrick Regan? Gn:up Chief Financal Officer Australia Full year
Chief Executive Officer, Australian & New Zealand Operations
) Executive Director -
Former executives
David Duclos Chief Executive Officer, Morth American Operalions United States of  Ceased 31 May 2016
America
Mike Emmett _ Group Executive Officer, Operations Australia Ceased 23 February 2016
Tim Plant Chief Executive Officer, Australian & New Zealand Operations  Australia Ceased 17 August2016
Jenni Smith Gmup Execulive Officer. People and Communications Australia Ceased 31 Oclober 2016
Non-executive directors ==
Marty Becker Chairman, Non-executive directar United States of  Full year
o - _ America
Stephen Fitzgerald Nm-execmlva_chLeg_t_gr _ United Klngdqr__l:l__ _Fuﬂ year _— —:
John M Green Deputy Chairman, Non-execulive director Australia Full year
Margaret Leung Non-executive director Hong Kong Full year
Kathryn Lisson Mon-executive director Canada Commenced 1 Septernher 2016
Sir Brian Pomeray Non-executive director United Kingdom  Full year
Jann Sinj_rfr Nnmemwg«g_@@gﬂr == _—_ .m.mh'alra Full year ===
Roif Tolle MNon-executive director Uniited | Klngdnm Commenced 11 March 2016
Michael Wilkins Mon-executive director Australia Commenced 1 November 2016

1 Colin Fagen was in the role of Group Chief Strategy Officer prior 1o becoming the Group Chief Operations Officer on 23 February 2016,
Colin Fagen ceased being a KMP on 9 February 2017.
2 While retaining his existing Group Chief Financial Officer responsibilities, Pat Regan became Chief Executive Officer, Australian & New
Zealand Operations on 17 August 2016,



Z, SUMMARY OF REMUNERATION OUTCOMES FOR 2016

21 Remuneration and incentive outcomes in 2016

This section provides a summary of the remuneration cutcomes for executives and non-executive directors in 2016, Further details
of remuneration oulcomes are found in section 6 of the Remuneration Report.

COMPONENT

Fixed
remuneration

Long-term
incentive
(LTD

Non-
executive
director fees

= Thera were no increases in fixed remuneration to the Group CEQ and executives in 2016 and
none have been budgeted for 2017,

= 3T outcomes have been improving since 2013 as we moved through a period of refocus and
stabilisation. An STI for the Group CEO of AS2,199.953 (or 50.0% of maximum oppaortunity) was
awarded in 2015 and AS1,307.000 {or 31.1% of maximum oppaortunity) in 2014,

= Our statutory retum on equity (ROE) for 2016 was 8.1%. We have maintained our approach from
previous years and reversed 50% of the effect of actual discount rate movements versus our
budget assumptions from the statutory result. In 2015, this reduced the ROE oulcome for
management by 0.2% while in 2016 it increased the ROE outcome by 0.3%. Consequently the
Group ROE outcome for 2018 STI purposes was 8.4%, i.e. 0.1% below our larget of 8.5%.

« Based on this and the Board's assessment of the Group CEQ’s performance against his balanced
scorecard, an ST1 of A$2, 762 646 would have been awarded. The Group CEO has had a
commendable year and delivered a strong full year result for QBE. His performance is well
regarded by the Board. Howewver, both parties agree some recenl personal decisions by the CEO
have been inconsistent with the Board's expectations. Therefore, the Board has decided that his
2016 ST will be reduced by 20%. Consequently, the Group CEQ's 2016 STl was adjusted to
A$2,210,117 {or 50.2% of maximum opporiunity).

» 50% of the Group CEO's STl is defarred in the form of conditional rights vesting in two equal
tranches over two years subject to service conditions and malus provisions.

« The average 5T] awarded to executives, other than the Group CEQ, was 61.1% of the maximum
opportunity, 33% of which is deferred in the form of conditional rights.

= The average STl awarded to executives, other than the Group CEO, in 2015 and 2014 was 57.9%
and 39.1% of the maximum opportunity respectively,

= LTI grants were made in 2016 in accordance with the target remuneration mix for each executive.

= Performance hurdles for LTI awards made in 2012 and 2014 were tested in February 2017 and did
not meet the level of performance required to vest.

= Mo LTI has vested since awards were introduced in 2010,

= Deferred equity awards (DEA) made under the 2010 DEA, 2012 DEA and 2014 ST plans vested
during the year upon salisfaction of service condiions.

» Russell Johnston was granted 50,000 conditional rights to QBE shares o compensate for
incentives forfeited on ceasing his previous employment to join QBE. Vesting of these conditional
rights is subject to the achievement of Group targeis over three performance years and service
conditions. The award will vest in three equal tranches on 15 March 2017, 2018 and 2019.

= Total amount paid to non-executive directors in 2016 was A%3,113,000 (2015: AS2,957,000).

= There were no increases to director fees in 2016 and none have been budgeted for 2017.

« Total remuneration pool available to non-executive directors remained at A$3.500,000 in 2016,
For 2017, the Board will be recommending for shareholders” approval at the AGM that the pool be
increased lo A%4.000,000. This will allow scope for an increase in the number of directors on the
Board, the formation of a new Operations and Technology Commitiee, as well as to enable the
Group to manage the Board succession planning.
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22 Realised 2016 remuneration

D overview

QBE ks required to disclose actual remuneration oulcomes in the financial period under review. The values reported
include the accrued STI cash award for the 2016 financial year and the value of any equity awards thal vested during
the year. The value of vested equity awards has been calculated using the closing share price on the vesting date.

The figures in this table are different from those shown in the statutory table in section 6.1 of the Remuneration Repart.
For example, the statutory table includes an apportioned accounting value for all unvested equity held during the year,
which remains subject to performance and service conditions and consequently may or may not ultimately vest.

The table below sets out the actual value of the remuneration realised by executives in 2016.

DEFERRED
EQUITY
OUTCOME 1N 2016

REMUNERATION EARNED N 2018
TOTAL

FIXED CONDITIONAL TERMINATION REMUNERATION

REMUNERATION STICASH' OTHER® RIGHTS VESTED? BENEFITS* REALISED IN 2018
EXECUTIVES Us$000 US§000 US§000 US§000 US$000 US$000
Group head office = £ —
John Neal 1835 821 97 416 - 3029
Jason Brown ] 520 347 ] 172 - 1,066
Colin Fagen® 971 = 109 451 = 1531
Margaret Murphy — I 82 &7 = = 8
Patrick Regan 1,189 ae2 103 1,174 3,458
Divisicnal S -2 .
David Fried h a0 576 1,647 415 - 3,458
Russell Johnston 564 429 18 = - 1031
Richard Pryce 966 _ 801 9 410 _ = 2,326
Former executives
David Duclos = 475 296 L 367 - 1.155
Mike Emmett 106 65 f9 = 800 1,061
Tim Pli_ln_l 442 149 30 191 357 1,169
Jennl Smith 462 303 57 92 457 1.371

1 The S5TI cash amount in respect of parformance in 2016 is payable in March 2017, For further details, refer o section 4.4 of the

Remuneration Repor.

2 “Other” includes provision of metor vehicles, health insurance. spouse travel, staff insurance discount benefits received during the year,
life assurance and personal accident insurance and the applicable taxes therecn. It also includes the deemed value of interest-free share

loans, the movement in annual leave and long service leave provisions, tax payments and other one-off expenses. For David Fried, this also
includes expatriate benefits including a housing allowance, education assistance, a cosf of living adjustment and associated taxes thereon.
For Margaret Murphy, this includes cost of relocation.

3 The value of condiional rights has been determined by reference to the closing share price on the relevant vesting date, For Patrick Regan,
this includes the second tranche of conditional rights granted on 20 August 2014 which vested on 1 March 2016. For further details, refer
to section 6.4.3 of the Remuneration Report.

4 “Termination benafits” in respect of Mike Emmett, Tim Plant and Jenni Smith includes apportioned fixed remuneration paid for the balanca
of the notice perod to the termination date and STI cash awards from the date of ceasing to be a KMP to the dale of terminaton. For Mike
Emmett this also includes a redundancy payment and a restraint payment. For further details, refer to section 6.2 of the Remuneration Report.

5 At the time of publishing the Remuneration Report, the 2016 STl award to Colin Fagen has not been determined. The award will be
datermined in accordance with the 5T1 Plan Rules.



3. DETAILED REMUNERATION OUTCOMES FOR 2016
@ Overview

This section explains the link between our reward framework and the key financial profit drivers that encourage achievement
of Group business plans and create long-term shareholder value,

The incentive structure and financial targets are approved annually by the Remuneration Commitlee. ROE and total
shareholder retum (TSR) are the primary measures for al-risk remuneration purposes. Achievement of these targets
demonstrates the alignment between financial performance over time and incentive awards for Group executives.

31 The impact of QBE's 2016 performance on remuneration

The table befow shows 2016 Group and divisional financial performance targets for 2016 and the 2016 Group ROE and divisional retum
an aliecated capital (RoAC) performance for executive incentive purposes. The ROE/RoAC targets reflect market factors in each division.

ROEROCAC PERFORMANCE %

NORTH ALUSTRALIAN &
AMERICAN EURCPEAN NEW ZEALAND EMERGING

OPERATIONS OFERATIONS OPERATIONS MARKETS GROUP
Threshold 33 6.5 9.7 5.6 60
Target 7.8 11.5 147 136 8.5
Superior - 133 185 197 216 20
Peformance 68 127 1.7 13.0 8.4
% achievement of target 82.2 112.1 52.5 93.8 97.7

The table below shows the performance and total 2016 ST1 cutcomes (both the cash and deferred portions) achieved by execulives for
the year ended 31 December 2018,

PERFORMANCE AS A % OF TARGET ) TARGETST ACTUAL §TI OUTCOME'
GROUFP DIVISIOMAL BALANCED TOTAL ST % OF FIMED % OF FIXED k=N 1] M
ROE ROAC SCORECARD CUTCOME REMUNERATION REMUNERATION TOTAL CASH DEFERRED
EXECUTIVES L L "% L % B US$000 USL000 USS000
Group head office
John Neal? 78.2 NF& 64.0 5.3 133.3 100.5 1,642 821 B21
Jason Brown o977 NA 101.3 995 100.0 89.5 518 347 171
Patrick Regan a71.7 NIA 127.5 103.7 120.0 124.4 1,480 992 488
Calin Fagen * - - - - 100.0 - - - -
Margaret Murphy* a7 MiA 100.0 898.2 100.0 a8.2 137 a2 45
Divisional .
Russell Johnston* a7.7 822 82.5 86.9 120.0 104.3 640 429 211
Dawvid Fried 9.7 93.8 B25 927 100.0 92.7 B60 576 284
Richard Pryce a7.7 112.1 115.6 1085 100.0 1085 1,196 801 395
Former executives
David Duclos * 977 B2.2 82.5 86.9 120.0 104.3 a442 296 146
Mike Emmett* ar.7 NIA B2.5 947 100.0 847 a7 65 32
Tim Plant** 67.7 35.4 57.5 50.0 100.0 50.0 222 149 73
Jenni Smith* a7.7 NIA 82.5 4.7 100.0 94.7 452 303 149

1 The ST award is calculated as a percentage of fixed remuneration as at 31 December 2016.

2 As refermed o in section 2.1, the STl award for John Meal was reduced by 20%.

3 At the time of publishing the Remuneration Repon, the 2018 5Tl award to Colin Fagen has not been determined. The award will be
determined in accordance with the STI Plan Rules,

4 The STl awards for Margaret Murphy, Russell Johnston, David Duclos. Mike Emmett, Tim Plant and Jenni Smith reflect the proportion of 2018
during which they were KMP.

5  The financial component of Tim Plant's STl was reduced by 30% al the discretion of the Board.
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3.2 Measuring performance

9 Overview

All executives have 20% of their ST1 outcome determined with reference to individual key performance indicators (KPIs)
(50% for the Group Chief Operations Officer, Colin Fagen, and the Group Chief Risk Officer Jason Brown, reflecting the
specific priorities of their roles). A balanced scorecard of individual KPIs is used to ensure that a broader view of performance
and specific strategic priorties is considered when assessing performance and incentive outcomes.

The balanced scorecard is aligned with CBE's business plans and measures objectives which support the elements of
QBE's value creation moded,

The balanced scorecard for each executive is reviewed by the Remuneration Committee to ensure it is appropriate.
The table below sets out a summary of the key objectives for the Group Chief Executive Officer for 2016. The objectives
for other executives are consistent.

VALUE CREATION 2016
COMPONENT OBJECTIVES ¥ COMMENTS

On target » Plan executed successfully in challenging
markets and notwithstanding ANZO
Strategic i challenges 3
management approach « Business review and stress lesting

continues to provide stronger lead warnings

Slightly « Targets achieved in Latin America but
. : below target profitability still challenged in Latin America
Profitable where focus has been on rationalisation
growth and and remediation

diversification » Focus on strengthening core rather than

! new opportunities

On target » Good progress on Multinational capability
« Customer relention improved by 1% across
the business
+ Hub and spoke model designed to embed
analytics with focus on customer, expanse
and claims insights. 70 active projects

Leadership

in our core

business underway

= Excellent relationships maintained although
growth continues to be challenging
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4.3 Fixed remuneration

The fclowing cuflines key el of sxacullves’ fixed rermawralion.

mﬁ ’i&lﬂ : . SRS P
Fixed remunaration comprisas cach galay, auperannualiconpengion amd packaged benofits, addifienal mmual berals
asstciated taxes.,

Additionsl arnual beneflz may noirle health inswance, ke gaswrance, personal Becitent inaurance, car alowances, expariate bariis
and the applicabis Laxes Mareon,

Exchutes deamed inlares] on empioyes share loans and ng service leave aoiruals,
Dialhvmroed iy BCoomlanc with levms amd conditions of emphayment.

Determiming fxoed renameration lewels
Foad e sion aonalders Lha dverslly, complesdty ared axpertise reguired of Indiadusl mlkey, Remuneration quenhum is set i tha
comext of OBE's broades resvard strategy and imemal relalbates,

To pgsess e compedithveremse of Faed tem unersion, e Femuneraton Commities consicers marked dala s meccy nised pu bllshed
sarwenrs. In addition, exkemal mankel reviews ane uncdertaken perodically © imomm e setting of compeeonve faed emaneraton ievels,

Exacuiive mobeg that ame Australian bamed are generlly benchm ared to the ASX peer goup of companics, with 8 apecic focus on global
compankss i corm pankes i e Inancial sérdcas ndusiny.

Orvenrna ap-baciend pomcialfivea of mobeg mal have & global reach are compared with & peer group consisting of global nswen, The peer group
of companies uBad for remonareton encimankng pugeses it S L8 saf oul in The BB Do

PEER GROUF CESCRIPTION
ASKI peet Qroup Exchaces infrastruchuce ks and compan i Joim o cvarsaas,

The financial sendcos compay sub-pas group B delenmined based on the mdustny clas sfesdon Fted on the
ASX and ncludes commertial banks and InGUrers.

Thwe suib-peaar qrovp of ghobal companies 1n e ASKD & dekermndred fasod on the global aompkerty of the
organaation using the kollowing chlede:;

» {ofmpanies with gregter than 25% revanue frm overseaas, and
» COmpanies opatating in grealer than bwo geographic ncations.

Giobal inguranos Conaists of ke, cfabal insurance compamnea i the Dow Jones [nsurance THans Index encluding (e and bealth
et QRO s arce, MRSance and Nnsarance brokors,

RaA and Harfond aee dnchuced in this pesy group g ren e sloilattes to JBE.
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oo ledver” provisie s (e.g, mbircment, redundancy. 3 health, injuryd wil 3pply such that

« ST} appontonity & reduced b9 a prostz aamou to efedd e proporion of e pedormancs year in sendes;
» daformed awards rentai in the plan sublect 1o the onginal vesling conditions; and
» oy vol U mlany tarminadon, J [sfiss al or lemmination Joe (o poor perforrnance, a1 awards ane forfadted

L . 2

. L . . . .?,, ) _-‘ . B .:._,v:_‘_:.‘_‘

ST defermsl b5 subect to malls prredsions, onabling awams o be efhor forfadied of reduced al e disoellon of te Ramunssbon
Commitiee, Sea sectitn 4.6 of the Remu nemation Repan for more delails on mehns.,

4.5 Long-tarm incentives

The folcwdng outline=s e key delals of the LTT plar, UTT awa s made 71 2018 ame sommarksed in seclion 6.4.2 of the Remoneration Reped,

Description
The LT plan consis™ of an sward of conditicnal ighis o OBE sheres. Conditicnal rights ane awanded o no cost & the axetutive.

LT srwewrds fow the G CEO avd Geoup CFO in 2016 were aporoved by sharehokders at the Annual Ganera Weeting.
Performare® AT

Yeptng is autpect 1o het porfomnance concioians meesured owver & thirss year performance pedod:
1. Aversge Groue stahyiony ROE over s ymas — for 559% of e e,
2. Ralarve TSR — B 0% of the avward.

LTI alkocathon

To caboubate the aumber of conaditdonal fights & e grard, e gward vakod is divided by B viobome swesphied aversaos price of QBE shares
over the fiva trading days pror to e grant dake.
Vesting schedtulés

RO ROE
The Growp ROE vesting sobwed ke for 20048 awsdmhs b ol ined badow:

PERCENTAGE OF QORCITICNAL RIGHTS IN THE ROE

ROE PERFCRMANCE TRANCHE TG VEST
Balow T.0% 5

At 7000 ) 20% ]

Betwegn 7.0% and 1048% Straighl | :ne between 20% and 100%
Al of above 10.6% 100%

The Remunaraticn Cormifles may use, and Fiends (o use, daoretion when assessing e exher [0 which the Group siahiary ROE
performance lame! has baen met, 1o ad sl te vesting oicorne upwartds of do s in crcamalances whede e has been a malanal
varia nee in Uhe fisk-free disooum mte over e perfommance peniod fom that assomed when sefiing the larget. This schnowerdes that
CIEE's restits ara eavlly slienced by mcvaniends in rgk-free disoount rales thet ana boyond ihe lnfluencs of pamicpants.



RELATIVE TOTAL SHAREHOLOEA RETURN
The redative TSR vesting scheduke (s outined below:

FPERCENTAGE OF CONMBXTIONAL RIGHTEIN THE RTSR

GEERTSER RAM KNGS RELATIVE TO THE COWPARATOR GROUP TRANGHE TO VEST

Lass than ke 50 pergemtiie 0%

Al tha S parcentile . . } ] 59%

Betwesn the 507 and the 75" percerdtie Straight fre between 50% and 100%
TE" percantlle ¢ greater 168%

The redative TSR comparalor group wil genemily consist of cormpanies i the Dow Jones Insuranca Tilae [noes grou pr adjusted for those
with most relevance to OBE's busingss operations. The compa alor group for the 2015 LT award s Allstale Corp (US), sllianr SE-Reg
{Gemany), Amarican Intematkonal Group (LS, Asslcmaras Genarall fitaly), Avtva Pic (UK), AXA - 5A (France), Chubb Comp {US}

[AG Ui {Australia), REA Group (UK}, Suncom Group Ltd (Australis), The Hartford {US), The Trawlors Cos Ing {US), GBE Insurance
Groug L (Ausiralia) and 2urkch Insurancs Group (Swilzerand).

wemlgaritiy 0w L %

Folloaing azsessment of pefmmance measores 2t i erwd of Ma Hwes: yar perkum ance paned, conlitional igits wil vest in Gwee
bRnches a5 set oul in the bable bedry, subjedd o service conditions and mahns provisions,
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PORTHH OF EUGIBLE COWCITGRAL

TRANCHE VEETING DATE RIGHTS O YEST
i End of the three year performance patiod B 1%
z First anniversary of the end ol the perlamance pegiod A3%
1 Second snniversary of e end of the perfonmance pariod M%

o] eaver” provisions (2.9, ratranen, rodurda ey, ||| healh, injuryd w8l apply such that 3 pro-ata amaount {applied over Lhe three wear
periommance perindy of LT cond Bona] dghis ramain subject 1o ihe original penkornaniog and wesong condiions.

Natiphal dividends accrse doring the vestng penod,

iy -
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LTl iz subied o maks provisions such that asards may be sither feiiad o redeced at e desoreron of e Remunaiation Commitee. See
ectinn 4 6 of e Rarmuneralion Rapodt fa1 mora defals on mahm.
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4.5 Keeping executives' and shareholders’ interests aligned

CEE has 2 nimbor of prachices which ersors amecuthes iderasts ars aligred with bhots of GBE's dharahwloers.

= i
E:

Minsrinine sHgreholding = - -.- e R4 i - L
. A Sl R . : : Lo : . i : Sl

The i gharehchding reguisment (MER) sncouages execmivas 1 hulld ter shareholding Bnd ensures they have significam
expoaue io GRE™ sham price and, by dolig 50, oordmz their long-e mn interesiz are aligned with shareholdars.

Unchar tha requirement, all expotivas muyst acoumulaie 8 micmom 2ha ehiolding in BE equivaler 3 one yedrs fiogd memunaralon and
1.5 times e remuneration for the Group CEQ by 31 March 2ach year, From 2017, the WSR will inoaeasa m 3.0 tmes Aed rermuneralion
fo theer (3roLp CEO and 1.5 Gmes for ot eseciribves, This miramun hokding is to be mantaned for a: ong as the exeoutive remakng
empioyed by CBE. MHew expoutives am required o bulid their atmreholding over & theee year pencad afler bacming an eosscurve.

For tha 2016 {est, tha following components wers incucaed in ta caleulation:

+ 8l fulty owned shares — using e chomlng share prica a8 & 1 April 2016, and
» all unvested condiions ights withoul & perfonm ence oondfion —using the greales of the vakuee a1 grant Jete and the fosing share prica
an ml T Apell 2016,

i an sxacatbwe domy nal rreal the inarn sharnsholding ab the annoal review dats, QBE ray impose a restriction on te future sake of any
LTy grants. Troivciuel eeciriive mquainements ars recalcula e Brnu ally to consier fixed remuneration increases and changes (N he
share price of archange rales,

The: tolal sharehckding imvestment of executives sgeinal the MSH at the 2016 test date (31 March 20567 Lo shewn in the Lable in Bection 5.4
of tha Ramunerstion Repant,

The “risis” provdsion gives the Rangeeralion Commifes dacetion (o neduce te amount of an wrvested swand (induding to zem)
iR cerlain crerrances during e retenfion pead incuding i T case of.

* AU s onduc: ot

+ creumatences that matenalfy undemmice the reputation or perfomancs of QBE, and

O the basis thal, in each case, e cond i of GEotimalanced wems nol foneeean at te tme of granting the s,

This provision redecty bes! practice and QBE's cblgations under APRAS prodental sladanrd CPS 510w incarporake fems allowing
fior thee aedpustrmant of meentbve awards io poolect GBE's Anancial soundress and ablity to respond 1o unforeseen 3ig n¥icant issues,

Treatment of condiional rights on a change in conirol of QEE

I dcramianoa with e ST and LT1 nules, a chanpe in cordrol s defieed as efher a =chvame of amangement that has been approed
by GBE's shamrsholder or 2 badder haa i keast 50% of (he issued and 10 be issued GEE shaves unedar on undnd idonal Lakeover offer
ke i s 3nce wih e Coporsians Act X071,

Shoukd a change (n organsalicnal eoriel ocour, the Rermuseration Conmimes has gisareton o detennimg how onyasted codndionsd
nighis should Be meaxied, having regard m factors such as M kength of ime alanesd n e pedommanos peiod, the kewel of pedornanos
io dale and the groum siances of e changs of contml,

 Trading palicy

Trxing in CEE ondinary shares i% gencrally penmitied outside of dosigne ted blacka periads. The QBE Shara Trading Pollcy #lates that
non-axacutive dirediors and executves shoukd oty any imended share fransaction 1o romingted peopie within the Group.

The policy prohdbis the hedaing of ghivesisd equity entilements by arecrtives. The poipoes of tis pronibtion is 1o ensune tat. il equily
has vested, there is an afigment beosesen Bwe interests of eecutives and sharehcolden, with the efiad thal share price movements (ekher
poaitve or negative) vl ecoremically impac exetiilive rewands. There is & funlbar ratdction on ety ing vasted equicy entdements if such
STMeTRE counts Lowards the axacifiva's mindmim sheareholdneg e uoremenl

The policy Is ankormed by reau ining roa-executive dirsctons and execullves to gign an anndal deciamaton tal confrms compFance wilh
the resinclions on bedging. A copy of GBE"s trading policy for dealing in secaiies is avaiable om wwaw, group.gbe comiaxparala-
govemancabatkground-documents,

1~a
A

- -+

ifiufion EIJ::LS fmshargplios - F . ¥ D - IR i A
Shams awarded under QBE"s amployes share plans may bo purchased on rarkel o e subpec] 1o Board discreton and Lhe:
mequirer enls of e Copombions Acr 53071 and Lha ASY, Listng Rules.

Al 31 Decernber 2015, the propartion of shaes and unvested oonditonal ighls and options hekd in Bwe QBE Employes Share Plan
iz 2.43%, Thiz iz signdficamty keas than the maaman of 109 over 2 10 yea penod allowed ynder ihe plan nkes.



5. REMUNERATION GOVERNANCE

QEE has a robust remuneration governance framework overseen by the QBE Group Board.

QBE Group Board

« Overall responsibility for the remuneration strategy and outcomes for executives and non-executive directors.
« Reviews and, as appropriate, approves recommendations from the Remuneraticn Committees.

Remuneration Committee

Reviews and recommends
for approval to the
QBE Group Board

Oversees
and monitors

Reviews
and approves

= The executive succession
planning framework.

+ Compliance with
statutory remuneration
reporting disclosures.

= Executive termination payments,

« Reward structures and
incentive schemes in line
with APRA's prudential

« Remuneration strategy and
framework for executives and
non-executive directors.

= Contractual arrangements for the

Group CEQ and other executives.

= Fixed remuneration and at-risk
reward for the Group CEO and
other executives.

« Group remuneration policy.

Group CEO

Makes recommendations to the
Remuneration Committee on:

= Incentive targets and outcomes.

« Balanced scorecard
measures and assessment
for direct reports.

« Remuneration policy for
all employees.,

+ Long-term
incentive participation.

« Individual remuneration and
contractual arrangements
for executives.

standard on governance.

+ Major human resources
policies relating to incentive
schemes, equity schemes and
superannuation plans.

Divisional Remuneration
Committees

Consisting of non-executive

directors of QBE's divisional

boards, provide input to the

Remuneration Committee

and the Group CEQ on:

= Remuneration practices
of the respective division.

« Ongoing compliance
with regulatory
remuneration requirements,

s Individual remuneration and
contractual arrangements
for senior employees
reporting to the divisional
CEQ and any other
employees specified by the
relevant regulations.

+ Diversity and inclusion.
+ The QBE Foundation.

External advisors

Provide independent
advice to the Remuneration
Committee on:

« Management proposals.

= Benchmark data and
market practice.

Further details on the role and scope of the Remuneration Commitiee are set out in the QBE Remuneration Commitiee charter (available
fram wwaw.group.gbe.comicorporate-governance/background-documents).
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51 Usa of remunseraion consullants

Remureration consullarts provide guidance on reprneralion for erecutives, faciitate dacussion, review mrmumerabion 2 at—isk resare
Eemctwm arkineg whihin induatry pese Qroups and proviche guidaree o e trends in exacalive i unarlion praclices.

Ay sdvice provided by remumeration corsulents B used a3 3 gude and i3 no! a sulbrsimule for aormideration of all e {ssues by asch
non-executive director on the Rermumeration Committea.

The Rexrrumaration Comm migiae tatalmed LIK Bapad m FIT Remuserabion Consutanls LLP (FIT) to act 28 its indepencent rennuseration
advizer, Having recetved g dedarglion by FIT thal (ey werz nol unculy imiuenosd by OBE exaoutives in regand o e rvrosneration
rasgmmendations, Ue Remuneration Commilee and e Board are saimbed thal the advice provided by FIT during 2016 was pordded
Frese fram wncue influoance.

The cost of achvioe: Brwd 3ssiatance prosided by FIT in 2016 was $157,000.

Dwirirwg 2096, rranaement e ied reporls onmarket pracics om Pws and alher sources. No necommendations in relation 1o he
recruneraion of KMP were proviged as part of these engagemeTts.

52 Rk management

The Remunemtion Commitiee works ciosaly with Group Rak (o ensure hal amy sk associyed with remuoneration amangaements

I8 raneged within the Group's gk management Marmework, Rizk, cversighl policies ot within B reomrmeraion Qowimanss

frEmeeork b0 enaurs soomcyrhves cannot unduly influence a decd slon that coule? mabed ally impact Belr own noentve oulcome.

Gledeal rigk, B0PLS ars inchucsed in axevathvey Bolancad scorecands prowiding Siecl algnmant belwenn sherence & OBE's fsk management
procesa and ceniaes_ in addtion, e Geoup Chial Rizk Officar aftends the Remunemation Commiles amnuwally Lo raport on exetutive

FisK DaMawiours,

The G Soam! BRETowWes & cormpnehenalve delegated auharity for thi Group CEC, whuch is s integral pam of CBE's sk
MAragErTeTs s,

Everuthves ars required o adhers 5 & mngs of Group-wioa policies 1 ensure ek lehing is wall maneged, sirong povermnance struciures
armin place and hgh ethical standande are mairdaned. Thase polles ara Commumicaked (9 ofl smpioyees Shpghou e Goup.



6. REMUNERATION i DETAIL

6.1 Statutory remunsration disclosures
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PRST LONG-TERM SHARE- =
SHORT-TERM EMPLOYMENT EMPLOYMENT EMPLOYEE BASED E
BENEATS BEMERTS EEMNEFITS PAYMENTS g
EASE s LEAVYE OCOABATIONAL TERMINATION I
SALART DTHER* CASH? SUPERANMWUATION ACCRUALS! RIGHTS BENEFITS TOTAL
EXFCUTIVES YEAR U5 S000 MG FO00 USHead LSS0 LFER000 LSS USa00 USHE00
Group hand office ] )
John Meal 2016 1,625 113 A - {18} 1,975 - 4,528
2015 181 73 331 - {13 1.232 - 3,259
Jasan Brown 2015 506 2 347 18 13 377 - 1272
2015 561 34 g 14 2% 377 — 1,267
Calln Fagen * 2016 bk Fr] - 15 7 748 - 1,929
25 AL 44 85 14 E1 6 — 2,129
M2 ryare! Murphy 2015 127 By 52 12 7 17 - 3k .
— 2053 . . T - - = - - - 3 g
Palick Regan =15 1,169 Y] 792 - 9 1,470 - 1,723 55
015 1.4%0 LM 42 - {9} 2155 - a7 B
Olvigional /
Cavid Fried 16 P06 1,539 576 1 - 668 - ST
215 BES 1238 so1 3 - 573 - 3,229 -
Russsd Johnsten 2016 571 11 429 21 - 387 - 1,399 50
2015 = = .- - - = - - z
Richard Pryce 2016 966 149 B804 - - 910 - 2828 g”
2015 1.085 186 585 - - 775 - 3011 =
David Doz ? mis a2 5 ¥E6 21 T ] - 1,227
L 5 1000 19 729 22 - 825 - 2,597
Mike Emmet]* 216 106 1 65 - 12} 7] 1,397 1,506
- - 678 M 3w 14 24 449 - 1535
Tim Plamt # =18 £28 5 149 i85 25 241 YT 1,895
o 2015 270 20 140 a {16 348 - 747
Jenni 3mith 2016 FrT 18 303 T ET 199 313 1,815
2015 565 23 278 14 28 224 - 1,124
Total 2016 W6 8300 2043 4BTY 135 T84 TA29 3,042 25584
Total 2015 M5 BESE 1688 449D 193 103 7837 - 22679

1 Tha fais value 5 grant dete of opfiors end condilional rights i2 determined vaing apcropriste modals incivding Monte Caro simuations,
deperding on the veaing condilons. The fa-r vahre of sach condibonal nght is recog nsad svanly owver the sendce patiod sndng at vesling
date. Batards of grants of conditicnal ights ana provided in 3ecton 6.4 of the Remunenption Repoet,

g "Orthar” ingfudes provision of molor vehicles. haallh ingurance, spouse traysd, Steff insurance disoou nl bansfits recened during the year, ke
assurance and paronal scoidant inauranca and e applicabla taxes therecn. i alao inchudes (ha desmed valre of intarest-fres shara faana,
tox payments and 0lhey ona=off expanses, For David Frisd, (his also nchedes spatriate banafils incfuding a houwsing altraancs, sdecalan
assistiance, a cosl of living adjustment end sssocieted taxes thereen, For Mamared Murphy. this incfudes cost of relecation.

3 Cash STt is payeble in March 2017 for performence in 2016

Inclides tha movseiard in &nrual ks and keng sedvica ksava provisiong during tha year.

§ For Pattick Regan this includes (ha condiional ripire gramted on 20 August 2014, For hrbar detaily. refer 1o section 5.4.3 of the
Ramurtargion Repor.

¥
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Ad Lhe tima of pubhehing e Ramunecation Rapon, the 2006 ST award 10 Colin Fagen has aol Bevsn datermaesd. Tha awarnd wili ba
determined in scoomdancs with the ST Plan Ry,

Bavid Ducios coacad baing a KMP on 31 May 2008, He ramains a JBE amployes i an slemate posion.

“Tenminaticon banefa” in respa of Mike Emmei, Tim FPlart snd janni Smith inclydes apporennsd fixed ramenaration paid for tha Salance
of the nobics pediod 10 the (ermitation date, ST cash awards from Ues date of caasong b0 be a KMP to tha Sabs of tarminaton andg the
axalarated accounling chad g or raverasl of aqudy vasting or cancallalion. For Milke Emmett this 8lso includes & mdundancy paymant and
@ restraint paymenl For further dalals. refey (o saction 6.2 of the Remuneraan Rapt

8.2 Former executives

Thae ta bl Balow Shiow rIneTation of exeduliess whio ceased empioyment during e financial year ended 31 December 2846,
A5 delermninad undar applicalde Ausirallan Accounting Standands.

APPORTICNED FIRED OTHER ACCELERATED

REMUNERATICH TO 5T TERMINATICHN ACCOUMTIMNG CHARGE
TERMINATROMDATE"  STICRSHT CEFERREDY PAYMEHTS " — GONCATIORAL RIGHTS * ToTALY
FORMER EXECUTIVES U5 5000 USED UG 5000 LG $a U5 R0 UG HCAR
Mika Ermmeh faly 3ra 204 1A% Fa ]| 13497
Tim Flam LT - 55 24 .t 832
Jering Smith P 61 121 40 1835 13

L

[

5.3 Equity-based remuneration

Appotacned fxed remuneeton em e date of oaawng (o be g KMP {2 the date of tlermingtion of em ployment,

Appotiored ST1 cash fom e date o cansng [0 D @ WP 10 (he dals of lermanaticn of smpkopmeand
Appathaned 5T1 cabammd from fhe dats of caasing 10 ba & XMP (o i dats of taminstion of smpkyment.

Qe herminabion pRymenia” incude 3 redund arcy payments and moverment i anmeal eave and keng sarvios eave Drovigsg Jusing tha
YAAF.

Accauning charge arcelamind of raverssd dug to emination.

Amrouris Baves baan convarted b US dollar wsing e ovsraga rate of acchanga fed tha 2016 yaar.

Exacutive Investment 'n QBE as at 3 January 2017

Thea Labke below shews the investment exposure of OBE's execabves 25 &l 31 fanuany 2047, Amounts in the labke include releant
mtereeta but oo nol ol ude MEmests alnbulable o personally redaled pa e,

TOTAL WALUE OF

POTENTIAL POTENTIAL NET INVESTMENT

ORGINARY CONMATIONAL  SHARESINUSE  SHARESINGEE  COSTTOREPAY IN QBE

SHARES RIGHTS AT 31 JA% 20T AT 31 JAH 23T SHARE LOANS AT M AN AT

EXECLUTIVES el WEER, HUMBER HYMEER USR000 U SE0E0 WS RN
Group hesd offica B

Joha Haal TR 1,395,612 1,591, 7 16002 - 16,002

Janan Brown 62,310 238 A58 27,778 2,551 {3 2,558

ColinFagan 23,374 501,742 916 5.591 28N 5,224

Margare! Murehy — 25,70 25,720 233 - 243

Fatrick Regan -  BO3.008 1,455 #22 13,765 - 13,765

Diviakona?

Cravid Fried 45,959 354,142 444 141 4,162 - 4153

Russel| Joknston 30,000 58,792 188,732 1,786 - 1.785

Richard Pryca 76,880 658,241 B35, 1401 6,03 - 6.008

1

The clcaing shams prce at 31 Jadwary 2017 was AR 12 50 {$9.458 using e 31 January 2017 cheteng rabe of axchang &),



e
Lo

i Lijghs ki
Lﬂa&.gzm:’mm

84 Condltional rights

641 Deafarred equity awarde

The Lable babow datads conedtional ights provaked under e terms of the ST1 Flan, QBE Incentive Scheme (015 twhich ceasad fom
1 Jatuary 2094} and comiactusl a4 ngements. Futher dalalks are provafed in sedions 4.4 and 9.1 of the Remumeration Repor.

CONEATIOMAL VALUE OF
VALUE {F CONDITICNAL VALUE OF RKGHTS CONDITICHAL
CONDITICHAL CONNRGMNAL  FHGHTS YESTED CONDATIOHAL FORFEITEDY RIGHTS AT
RIGHTS GRANTED AHGHTS AT AND EXERCISED RIGHTS AT  LAPSEDIH THE FURFEITURE!
IN THE YE&R GRANT BATE I THE YEAR: VESTING DATE YEAR LAPSE DATE
ENECLMVES NUWIECR LS50 HUMBER USoe HUMEER L s
Group hoad office
John Meal 100, 545 B2l 56334 48 - -
Jason Brghn 18,607 155 4,182 12 - -
Cokn Fagen 27913 233 52 337 451 - -
Margarst Murphy - - - - - -
Palrick Regan 44 734 374 _ e . -2 - =
Bivitonsd - ) T
Cavid Fried 31580 264 50074 415 - -
Fussell Johnston - - - - - —
Richard Pryca 56481 472 48415 410 - - 3
Fomtir executlves n E
David Duckos 46,000 784 PYETY! 387 - - 3z
Mike Emmelt - - - - - - E
Fam Plam 15,287 128 211 781 - - £
Jenrd Srarth 16,723 a4 10747 a2 - —
¢
5o
$4.2 Long-term incentive plan g
Thee tabbe bafow cetalk conditiondd Aghls prod géd under te terms of the LTI ptan. LT conadiional righms ane subie o il re pafomance é -
hurdles a3 delaled in sedlon 4.5 of lhe Remuneralon Repart, E /
CONDTICENAL VALUE OF
vALUE &F COMNDITONAL Va1l UE QF RIGHTS CONERTIONAL
CONDITIONAL CONDITIOMAL  RIGHTS VESTED COMDMTIINAL FORFEITED: RIGHTS AT
FIGHTS GRANTED RIGHTE AT AND EXERCISED RIGHTS AT LAPSEDIM THE FORFEITURE!
N THE YE4R GRANT OATE" M THE YEAR WESTING B TE YERR LAPSE DATE
EXECUTIVES HUMBER UBE000 HUMBER LIS 000 HUMBEER LSE000
Froup head ofice
John igeal 402,194 2,767 - - - -
Jasorn Brown AT 585 3 - - - -
Colin Fagen 148 637 L2r s - - — -
Maigare Murphy E5Ti0 141 - - - -
Paldck Regan 219,37 1,508 - - - -
Divislonal B
Eravid Fried 118,824 TG - - - -
Russel| Johngmn 107 T8 adq — — — —
Ricard Fryce 145227 248 - = e =
Fonmof oxed vy
Davd Crcdos 198,222 1.2 - - - -
Mke Emmett - - - - 28,94 253
Tim Flanl BA BA7 mr - - 70875 553
Jerns Bmith 52,788 5 - - 5. 535 M

1 The valpe & granl dete is calouriated in gocordance with RSB 2 Share-be sed Farmenl.
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64,3 Futura-parformance canditional nights
Tha tabie betow datalls conditional rinhms provided a5 rernunaration o execullves during 20018

CONIETIONAL WALLE QF

VALLE OF COMDITIONAL VALUE OF RIGHTS CORDITIONAL

CONDTIONAL LONATHOMAL RGHTS WESTED COXPATICNAL FORFEITEDY RIGHTS AT

RMGHTS GRAMTED FGHTS AT AND EXERCISED RIGHTS AT EARSED IN THE FORFEITURE!

i THE YEAR GRA%T DATE" iM THE "EAR YESTHG CATE YEAR LAP3SE DATE

EMECUTIVES MUMBER LG40 tiMBER LA ER0 M EER g HG
Groug heed office

Jobun beal 60,328 rrg - - - -

Jazon Brown - - 5850 50 2 555 22

Patrick Regan 40,6752 15 135,004 1,196 - -

fussalt Johnatan 50,000 428 - - - o -

Form & axecuiives

Mike Emmell - - - - 25,345 218

1 Tha value 21 granl deta is cakalatad in aocordance with AASE 2 Share-baged Favmen!.

55 Employmert agreements

The table bedowy 30m mAdses the material erma of te employmanl egreements for the cument sxetutives which e subject o apphcable
L Tiwe bns and conditacns of employment of each anctive refiecd mankest cond ions e (e e of Besr contrac! megotiation
on appoirriment Bnd thamafler,

EXECUTIVER
COMTRACTUAL TERM AFFECTED  CONDITIONS
Curalion of conlmct All Permanse full-tmee e phoyment comract entd notice given by elber party.
Holloa to b prgwicked All Mot period is 12 ranlfs b John Meal.
by execurve or QBE For Russell ohnaton, notice required by QBE is 12 months, reducing (o Six montha mer
18 manths of sardas,

Other execulives’ notice perods are she months.,

CBE may sect to make a paymend in lieu of notice.
Traatment of incentivea AL On erminatan with causs or for poor pﬂ-rl'nrmance' a
oA ifvvehymary tesmineton ANl urvasted incentives 3t forfefte,

On termnat on witha ol cAtiss

For 3T1in the year of lammineton, te axecstive remeins efgbie o te considensd for
an awand on A pro-reda basis with amy award to be delermined followirg the end of e
peerfommtance year and subpcl to e standarnd dafenal arrangemes.

Unvested defemed STI congditanal dghis rerrain in the plan subled 1o tha odginal westng
dates and malus provisions.

A prosrata number of LT awsitiona] g s, raflecling tha portion of te thee year
performance penod the execulive was in senice, rerRain in the plan sutsed to the oniging]
perfcnmanca and wesling conditons. Legacy LTI awands generally temainin the plan
subjend to e ariginal perfommance and vesting cond bions, however, the Ramuneration
Commithee has dacreton o vesh hese awams,

Legacy QIS-DEA aws iy gererally remain in the plan sibiecd o e original vesting conditons.

Trealment of incentives A Al uneesied incsntives ara fomfeded,
Of volynLacy Lemination
Crefemed bonus Jonmied  Three weeks fed remuneration for each year of senice capped &l 12 months'

fimed rertiferallon an lemanation If pol due (0 resbgnasion, eominalion withgut aobca,
poor performance of seniows misconduc.

Post-emplyyme restraints John MNeal 12 mondh noR=compeate and non-soliciation

Al athears Sy movmth non—conspaia and non-soleialion.













94

A
Remuneration Report ...iwue
7.4 Summary of key features
The lakke DBedow UMMz the kivy Eestures of the EIF changes,
2046 INCENTIVE PLANS 201F
FEATURE N . G-_ EIP
Group CEQ « STI cash {50%) u LTI exguily [100°%) « EF cash (20%]
incanthre . ; . .
companants | ST1 defered equily (50%) EIF defemed equity (B0%) B
Group CEQ = 200% - 200% + 350%
maxkmuwm Incanttve
opporbmity . _. L -
Porfonmanca pa =1 yoar » 3 ymars » 1 ymar
Enuity doferral + 1-2 years from end "+ 35 years om start » 1.4 years from
pariod of performance period uf periofmance period end of perfunmanes parkpd
Ferfarmance + Group statutory ROE « Group slxUiory ROE "« Gioup cash ROE
moaiures » Diviional RatC » Aalalve TER » Group COR
{for deviional CECa) « Croupidivisional smtegic prioities
= Balanced scorecard « Divisional COR (for divisional
CECs)
= Balanced scorecand
P* o a0 b PTG » Linvesled awards remain in the « Unuested awands pro-raled for -+ Unvested awards remain in e
o tUons plan subjed o the onginal veaking porlion of perfmnance pericd phen sulbgect to the orginel veating
{doterrad oquliy) conaitkons and dates epmplmed ard sward remaing nonditior and daps
« O reslgnaian o emrinaton for in the plen subjsa to the onginal iy resignation of mvination for
couse, ol wartds oro fofeled verling concions and dates causs, ol awards ars forfaited
+ Cn rezignaton or mmilnaton for
causs, M @warms are forfeted
Maius « Subject 1o mas during 1he « SUbjeCT 0 MU during Uhe .« Sl 19 madus during the
verezing perled vt g pariod veating parlod
Exscutive minimum . Qroup CEO: 1.5 Limes Fxed rerrunemilan a Grroup CEO: 3.0 timey hxed
sharsholding « Execudives: 1.0 times fixed remuneration remunation
re-quiremant » Exacizives: 1.5 (imes fied

FAMILINESrEtion




8. NON-EXECUTIVE DIRECTQOR REMUNERATION

3.1 Remuneration philosophy

Mor-executive diechor temunerabon reflects QBE's desire to altrac!, maotivata amd relain espertanosd indapencent directors and 1o ensuie
theair active pardcipation [0 Groop's affais for te purpasses of coporate govermaree, ragulatony compliance and other matlers.,

QJBE aims {0 provide a vl of rermuneration for ngg-execomive dirsclors comparatie with Bs peers, whish nc/uoe o uldnationad Gnane al
InsHiutionz, The Soard reviews sunweys published by mefependend remuseralion consullams and athar pebdlic information to ensure tal
faa laveds are appmpdats. Tha mmnuaaction amangamens of Ron-execulive diretlons are distined and sepamla e the execulives,
Homrexscutive direciors do nol have forma) serdos agreemants

8.2 Fee structure and components

The aggregale A m approved by shareholters at the 2095 AGM was AR 500,000 per arram.

Under Lhe clamarm fee famewonk, Ron-esacimive direclons reoalve 2 base fee expressed in Ausiralian dollars, naddidon, a nof-execulng
direchy {alher than the Chaimman) may receive further fees for chakmanship of membership of a board commttee,

Mo change was mzde to ren-execurive remmuaneratfon during 2018,
Actrg pomnmitieas in 2016 were a5 follows;

+ Aold Committer

» Irwairmenl Committiee

» Rertuperalion Commithee

« Fsk and Capital Cofmmites

+ Operations and Technology Commitee {fram 1 Septembsr 2016)

Tha nor-exacutive director fee streciura for 2006 and 2015 15 shown ih thee Late belowy.

Pl 17 2HE
EEE FRAMEWDRK AR Lk
Chairnan base fee 653 BE3
Deputy Chairman base fee i3 2m
Mon-executive dineghor base ke 08 Ful ]
Commites chaimaas base ba 5 50
Committes memberchip fee Fid 27

8.3 Othar henefits

Merrersemive directors 4o nol receive any performan ce-baged remuneraton Such 35 cash intentives of equity awards, Under OBE's
constndion, non-axecimve directors ane enilied {9 ba mmimbursed for al frawed and eedatod exprmes propery incy med In onneetion with the
bumina=s of OBE. All non-expoutive directons recaive an anndid] cash raved allowanos of ASE 750 (A 384 000 for B Chalrman) [n addHien
to fars, for the 1bTe | meglivesd in travediog b Boand mestine s and othet Board commitmennts,

Superannuaton
QBE pays suparannuatnon 1o Ausitalan-basad non-oeective direcion i accrdonoa wilh Ausatralia n supersnniaton guarantss kegialation.
Chwer s as-based non-execliive drstton receive e cash equivaiont amour in addiFen b heir fees .

o
]
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CONTIHLED

84 Minimum shareholding requirement

Wih effec! from 1 Apnl 2014, a non-exacitive direckor minkmum sharehokding reguirement was imrmoduced ko the Group Board, Under this

meuirermenl, Mreclors heve five years 10 build 8 minimom shareholding equal o 100% of anruael base ees.

To szl curent and ey nor-emetulive direclors in meeting the requirerment, 8 Direcior Share Acquisiton Flan (D5AF) was astablishad
with affect from 1 June 2014, The DSAF alowe non-axer the dracions o sacrfios a porlion of Uedr pre-tax direcior fees o acouire OBE
shares. vhere the minimum shareholding requiremen has not been met, direclrs are required to gacrifice a mandatory minermum amount
of 20% of pre-lax fees into bhe DSAF unitil the minwmum shareholding is mel Shares acquired in his way a8 nol qubkect 10 perharmance
targeta, as Thay are scuired in place of cash paymanta.

Direciors’ charehokdings ang shown In seclon B4 of Lhe Remuoneration Repor.

B.5 Remuneration details for non-executlve directors

The Labea palows delalls he nalure and armour, of #ach componem of ha ramuneration of QEE's curmenl non-aecLAive direclors.

SHORT-TERM
EMPLOYMENT BENEFITE POST EMPLOYMENT BENERTS
SLPERANNUATION SUPERANHUATION

FEES " DTHER -5GC* - ITHER TOTAL?

HON-EXECLUTIVE IRECTOR YEAR LIS 30 US4nnd LISS0m LS 5000 LS S000

Marty Beckeyr HHE - Fd - - - £82

2015 B3 - - - 593

ERephen Fitoperakd 018 e - - - FTE]

215 2% - 5 7 i

Jaw M Gresn Fatal ] mz - 14 13 Mo

25 272 - 14 12 234

Margans Lewry 216 o - - - 248

218 248 - - - 248

Kethren Lisgon aral ] 7] - - - ]

2HE ) — - - - -

S Brian Fomeroy 2016 207 - - w57

215 267 - - - 267

Jeann Skinnar 218 258 - 14 10 252

2015 234 — 4 8 256

F.oif Tolle 2B 2 - - - Fiig

. 2015 - - = - -

Michas| Wikina Pyl Ll - 2 1 L.
o 2015 - - - - -

Tokal 2018 g0 - an 24 2314
2315 1,870 - 33 27 1.930°

1 Travel allowances, addiionel fees in ligu of superennuation in Ausmalic end amounts secrificed in rakation o ke Cirector $warg Acguizdion

Flam ara included in dirscions mes.

v Mary Bacher, Stephen Fizgemsld, Mamgargl Lewng. athryn Lisson. Sir Brian Pomeroy and Rolf Tole recaive addoonal fees of 9,52

in ey of Suped | nnuation in AuSTaie

v Marry Bacher, Stephen Fitegarahd, Margarel Laung. Kaihryn Lisson, Sir Brian Pomeroy, Relf Tokke and Michas! Yking ail participate in

tha Direcicr Share Ao uisticn Plan.

2 John Grean, Jann Skinper and Micheal WaARins ere Ausiakan residarts. Supamnnuation is calulsied g9 8.5% of Feag, Superanimation in esress

o the syt Aoy Mimimum may b takoen as adoiticnal cash fass o [0 th farm of sopsmn uation comtntuticns st ha apbon of tha drsctor.
3 Remuneralion has beon convertad ta US delars using the averege rte of exchangs i the relevart vear,

4  Former non-exacutiva direcior, John Graf, retirgd during 2015 therefors is sxcluded nam the teiple abgwa. Totel non-sxgautive dirgctor

remuneration in 2015 was 2,219,000,
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9. APPENDIX

9.1 Lagacy equity schames

1
WAt ao
BOLNAILILE,]
-

Tie Labe bedow simimanises QBE'S legacy incamntve pfans. _—

ECHATY SCHEME DESC RPN

Legacy Long-Term Incentive Flan (LTI}

Undil 31 Decomber 1013 The kegacy LTI plan comprised an sward of condftaona nghis o fulbw-paid shares wiba ol paymert

by th oxeciive, subdeed fo 2 e year lanwre hurdke, wilh vestng cononger] upon e achewermenl

af v iulore perlammance fundes as nlows.

+ 3% of the award granted will be contingent on OBE's difuted EPS increasing by a compound
averoge of 7,5% par anmam cver the fve yaar vesting penied; and

» 50% of Ihe award granted will be comngenl o OBE's averaga statulony ROE and COR belng
i Bhe fop 10% of the lop 50 fargest global insurers and refnsuress as measured By mel eamed
premiam for the five year vesting peniod.

Condftional rights wene gramed a5 amaxmum peroemiage of foed remuneration rang ing foem 5%

foar the Growp CEO, 25% ke (he Group CF0 amd 159 for Gredrp and diulsiord eepciime

Mapnal
SEHLIpg -

PULIRLIT AN _ L
e

QBE ncantvh Schemg (OIS} . R N .
UnHl 31 December 2013 The CIBE Incentiwa Schame (CH5) was a sharl-4emn, atisk reward stniciuee comprised cash an
Jdeferred ety awands (GIS-DEAY. [ came into effiect fom 1 January 2040 and was applicabie
w dofemad &gty awands rrade i March 2077 ko March 2014,

Linder the QIS Ihe dreclors coukd approve e imsue of conditional Aghts 1o shares {9 exacatives
who achieved préededanm ined pererimance Langets, The macimem defemed equky award was bassd
a1 an amoun] which was e eeser of 0% of the cagh award eamed of 100% of Meed emunemation
21 31 December, in aach case kr tha financal year icmedlatety pricr 1o e ysar [nowhich (e cash
awart] was paad, The dafermed equily award was used as the basis for calculating the nurmber

of cxawhona) rights 35 folows: ?5

» conditional rights o the value of S0% of {he award corvensd o iy paid ordinay QBE shates after = i'
Lhrae years, and §§_

+ gonditioral fghls Lo Lhe valwe of 505 of L awand cotvansd b fuly paid crdinacy GEE shares eflar = /
five yrars, F

Dearing the perod frsm e dale of e 15 gram 1o the vasting date of te conditoma rights, kanther

cand IBonad rights are iceued wader (e Egies Share Plan o refec] dividends paed on orknary shereg

of OBE. o

Thea shares esoed pursiant |9 e oo itionsd g s ars issued wihou! paymant being mede by the gﬂ'

rasipent (e 5 anll exercise price),

The shares sswed pursuam 1o B cond itonsad g s vezt onby if te individual has remained inolhe §L ;

Group's sarvica troughout the vesting penicd, For awards mede prier {0 2092, the Renmuneiasion
Commitiee has e dipcmeton (o pay cash in i of shares in cnraln Grgy mstances sich &5 daath,
disabidy, redhrd ancy o retiremem i e individ ual i pot sublect 1o disclplinary profeedings o nobice
{0 tarminale srpkapment o thet dae, The axtend of westing of {he conditonal dghts ey b peduce)
ncheling lo zero) kr any mamial dederoralion of Lha newant eiiTy's REAm o Uity diging He
vesling period,
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9.2 Valuation of conditicnal rights

Thez labde below delals the condbional nghts Baved affecting remunerabion of KkP iR e previows, cumenl o futong repordng pedioda.

FRANT TATE DATE EXERCISABLE FAIR YALLE PER RIGHT AT GRART DATE’
T March 2011 & March 2016 AE1750
7 March 2002 & March 2017 AfitTR
1 Septenmber 2012 1 March 2016 AS13.83
5 Warch 2013 4 March 2018 A313.18
5 March 2013 4 March g A543.43
27 March 2043 26 March 2054 AS13.00
2 April 2013 1 Aprl 2046 A$13.18
2 Aprik 2043 1 Apoil 2018 FUIERY
8 April 2013 7 Aprd 2016 A$13.61
& April 2013 7 Aprl 215 A81381
4 March 2014 3 March 2017 PR8I
& March 2014 A March 2018 A8 M
4 March 2044 A March 2018 ABR
4 March 2014 3 Marth 2057 AYAED
4 Merch 2014 3 March 2018 AZALED
4 March 2074 % March 2019 AS3.50
4 March 2044 3 Memch 2047 ASi2 68
4 March 2014 3 Manch 2048 A$t2.83
4 March 2014 3 March 2049 AS1250
4 March 2014 3 March 2017 Ag1275
4 March 2014 3 Manch 2048 AS12.76
4 Merch 2014 3March 2019 A$12.75
20 Augueet 2014 A March 2017 ASS 08
28 August 2014 5 March 2618 ASE.08
20 Augmt 204 3 Memch 2619 ABE,08
20 August 2014 3March 2847 ASID70
20 August 2044 3 March 2018 ASI070
20 August 2044 3 Manch 2845 AS10.70
20 Auguat 2074 t March 20495 AB1123
20 Augaral 2014 1 March 2095 A$i1.23
20 Auguzt 2014 1 March 2017 A341.23
3 March 2045 2 March 2048 AS9.15
3 Warch 2015 2 March 2075 ASW.15
3 March 2015 2 March 20z0 ASRIS
3 Warch 2095 2 March 2018 AS9.15
3 March 2045 2 March 2049 AS9.35
3 March 205 2 March 2020 ABD.38
3 Warch 2015 2 March 2018 AS1163
3 March X115 2 March 20117 AS15.63
2 Meech 2645 2 March 2046 ASi2E3
3 March 2015 2 Warh 2017 A$12.53
3 March 2015 2 March 2019 AF12.63
2 parch 2045 2 Marsh 2049 A¥i2 82
3 March 2045 2 March 2020 AF12.63
3 March 2415 2 March 2016 A$12.90
3 March 2015 2 Manch 317 AE42.50
2 March 2045 2 March 2018 A§12.90
2 Masch 2645 2 March 2045 A$12.90
A March 2015 2 Maich 2020 AE12.90
19 August 2015 2 Mamh 20 E A§14.06
19 August 2075 2 March 2647 A314.08
19 August 2015 2 Merch 2648 AF6.08
1 March 2015 28 Fabruary 2019 ASd 22
§ March 2016 28 Febmuary 245 ASSAE
1 March 2016 26 February 2020 ASHAS
1 March 2016 28 Fabuary 2021 ASBAG
1 March 2018 28 Fabruary 2019 ASE 45
1 Karch 2046 28 February 2020 ASE 05
1 March 2046 24 Febmary 2021 ASB.A5




GRANT DRTE CATE EXERLCTSAR F FAIR VALLUE PEE RIGHT AT GRAMT DATE "
1 March 2016 28 Fetwuary 2017 A210.04
1 March 2016 28 Fabruary 2018 AS10.94
1 March 2018 28 February M1 D AS10.54
1 March 2016 2B Februsry 2020 AS10.94
1 March 2016 28 Fabruary 2024 AFI054
1 March 2075 28 February 2049 A31113
1 March 216 28 Febnrary 2020 A511.13
1 March 2016 28 Fabrusry 2021 A511.13
2 Way 205 15 Mah 2017 A311.21
2 May 2016 15 March 2018 A511.21
2 khay 2016 15 March 2018 A511.21
21 August 2016 28 February 2014 A5 B1
21 Al 2016 28 Fabruary 2020 A5 81
3 August 2016 28 February 2021 EYLE]
31 August 2016 28 February 2019 A39.97
1 August 2016 28 Fabruary 2020 ARD,57
M Augus! 2018 28 February 2021 ARE BT
1 O osber 2015 26 February 209 AB4 £2
10 Cxanber 2015 28 February 2020 AS4 B2
10 Oetober 2016 28 Fabruary 2021 AZ46Z
10 Octobor 2018 2B February 2019 23072
10 Dedaber 2016 2E February 2020 250 T2
10 Delober 2046 28 February 2021 A3D.TZ

1 Thea faw yahoe of conditional rights at gra, dele ja devermined uging appmpram modes inciodimg Monte Carle simulnons, depenceng o the vesing
oorditong. The fair value of each cordlional ight is recognised evenly over the sarvice parcd ending 8t vaating dete. Delsds of gants, of conditional
s are privestend i sechon .4 af tha Remunemton Repord

9.3 Equity Instrumenta

9.3

QBE defarred equity plans — condklenal rights

The takie belaw delais tha mowsmeens 0 the romber of conditional Aghts to ordingry shares in QBE pravided as remunerglon to the
KMFP and lssued under the 5T1, QIS ard DCP.

gf‘?‘lggm VESTED AND FORFEITEC
BALANCE AT GRANTED ATTACHING TRANSFERREC LAPSED INTHE BALANCE AT
1 JAN 2018 IN THE YEAR IN THE YEAR IH THE YEAR TEAR 11 DEC X014

2 & NUMBER WUMEBER NUMEER NUMEBER HUMEER MUK EBER
Executlva diraciars . o .
John MNaal B2.032 100,545 6.350 (55,334} - 120,803
Pelrck Regan 15208 44738 218 (Feea - 54,958
Cihar koy managemem personnal
s Brown 45 354 18,507 2,488 {14,192] - 52,257
Colin Fagen 7R 803 Zraa 7,556 (52 337 - 158,735
Cavid Fried 118,108 31 .5ed B.23 (0,074 - 105,858
Russell Jahnston - - - - - -
Margarm Murphy - - - - - -
Richard Fryca 128 817 Mam &M [48.415) - 141 437
Formss kay managqemsnt pamannel
Crawid Durins 182105 448,000 b,552 (44 E14) - 168,843
Mike Emmen 72.8M - - - - 72, B3
Tim Plarx a7.51 16,287 1584 (22,170 - a2
Jan Smith 15,550 16783 1,076 (10,7473 - 22 B2

i
e}

QIO 11ocey jenUoy
dNaln EIEMmMFUE 380

Ml
HOS0E

h WUCWRAND Kﬁ
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9.3.2

Long-term incentive plans — conditional righte

Thee Latoe teeporu hirfalls the mcventernts in the nomber of conditiona dghes 1o ofdinary shares in GEE prowded ag remunerabion 1o the
HMP and isaed under e LT1 plan and sgacy LT1 plan. No cordflonal fghis b aminany shares in O8E were provided 1o KMP uncer

ary kagacy 1chemes,
HOTIONAL
CIDENDS VESTED AND FORFEITEDY
BALAMNUE AT GRAMTED ATTACHIMG TRAMNSFERRED LARPSED M THE BALAMCE AT
1 .JAN 2016 LN THE YEAR IN THE YEAR IN THE YEAR YEAR 31 DEC 18

015 MUK BER NUMBER NUMBER NUMBER HUMBER NUWEBER
Exacullve diractors
Juhn Mea 743,220 402,154 57 252 - - 1,202,605
Falrick Regan az|n 219378 N, 500 — - 63,538
Other ke Inanagement ponkonnel o
Jason Brovn 83 4054 4T 984 5,576 - - 120 058
Colin Fagen 178,140 148 K37 16,230 - - 342007
Dayd Fried 120,552 112,624 13.810 - - a2, 254
Riuased] Johrmlon - 107,719 - - — 197,714
Margane! Murphy - 25,720 - - - 25720
Richard Pryca L 151 747 145,227 18,840 - - 416,814
Formar key mansgement personnal ]
David Duos 304810 150, > 14,184 - - 521,106
Mike Emmei 02, Sa8 - - - (25, E8d) B2 624
Tirm Plars 0% A0 88,837 508 — (T0.B75) 118 426
Jennl Smith 114,678 5. 768 8,093 — {50, B35 124 G

MNore of these condiionsl Agnla were wesmd or eaavmisahie a1 31 Decernder 2015,

933  Other -~ condifional ights

Thes tabe belcew details the moverments in e number of conditional righes 1o odinany ahanes in QEE proviced as ramunerion to KMP.

HOTIOMAL

DIVIDENDS VESTED AND FORFEITEDY
BALANCE AT GRANTED ATTACHING TRAMSFERRED LEPSED N THE  BALANCE AT
1JAM 26 INTHEYEAR N THE YEAR IM THE YEAR YEAR 1 DEC 2015

016 HUMEBER HUMEER NUMBER NUMBER HUMEBER NUMBER
Execuibe dirsciorns
Jorin Neal - 60,328 4015 - - 81343
Patrich Regan Im.ae 40,672 oA [(135,008) - 184,461
Cther key mansgament porsonnel L e
Jazon Brwn 25 503 - A {5.960) (4,555 18152
Rusgedl Jahnston ] = 50,00x] 1073 - - 51.0735
Former key mansgement perscnnel
Mike Ermmett 25,385 - — — 125, 30:5) -
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9.4 Sharsholdings

The labde befow details movements duning the year in the number of omlinary shares in GBE heid by KMP inclirding ek personally
refated parties,

MALTAD
BLEEL g

INFERESTIN
SHARES AT )
1 DEC 2046
INTEREST M OMDENDS  INTERESTW  SUBJECT TG ..
SHARES AT CONCITIONAL HET OTHER REINVESTED SHAERES AT MAECULUREE =
1 AN 2018 RIOHTS VESTED CHAMAES iH THE YERR M OEC 2 LOANS g_i
gl HUMBER MLFME ER HUMEER * NUMBER HUMBER WU MEER: 23
Non-executlve directors ﬁ
Marty Backer 0243 - 25,082 - 165,306 - /
Stephen Fitzgeraid 32147 - 5.557 - a7, 704 - —
John M Geaan A7 258 - - - 7,258 - .
Magare! Laung § 464 - 1458M a7 21,914 - !
Kathryn Lizson - - 1.485 - 1,485 - &
Sir Brian Pomernoy B 800 - 5,478 - 12,141 - 3
Jenn Skinner 25000 - 10,000 - 35,000 - =
ol Tole 15,0002 - s - 18,997 - E
Michaed Wikis . - - ___8s®0 _ . - 8870 -
Executive dlreclor )
John Maal 204 yyg 55,3 12400} 14,245 282173 -
Patrick Regan ABA 579 142 511 - 20,624 5A2 214 -
Other kay fnanagement parsonnal .
Jason Brown 38,052 M A52 1.171 2,935 &2 20 2. 750
Coln Fagen .18 5287 fad 234 J.0u2 88,274 19,083
Erawd Fried - 50,074 {8820 754 41,8 -
Ruzsel| Johnston 20,0002 - - - 30,000 -
Margared My - - - - - -
Richand Pryca _ . sasm 45,415 {22,832) 748 78899 - g 5
Davi Cuddes T - FEETT) 19,175} a5 1D - E ’
Mike Em et - - - - - -
Tirn Plant 5022 2179 44 757 25,883 —
Jenni Smith M 7E2 10,747 - 1.181 4280 -

1 el ofher changas compres aoquisilions and disposals by the KMP snd thair related parkes during e yaar
2  Rapmasnls inbasast in ghares on 11 March 2016, Rolf Tolla's $ats of appoimtmeni 45 3 non-exacutiva dosthor.
3 Raprezgnts interaat in shanes on 2 May 2016, Ruassll Johnaten's date of appointmend as & KMP,

_
i
L4
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The table below details 1he posiion of KMP against the minkywam shatchokding requireman.

UMVESTED
CCRDITIONAL
RIGHTS
M B AL INTEREST WITHOUT WALUE CF MMM
SHAREHOLDING  INSHARES AT PERFORMANCE EMPLOYEE TOTAL WALLE SHARFSOLD NG
REQIMREMENT I WAR 2098 CONDITIONS  LOAR SHARES QF HOLBINGE RECHAREMENT
2018 AT A A AS RS BTATUS
Non-execitva directors.
Marty Becker 63 1,851 - — 1,047 Met
Swephen Filzgarad 208 M - - 434 et
Jehn M Green 2 e - - T Ml
Margane! Leung Pl 123 - - 123 On irack
Sar Erian Pomercy 09 100 - - 100 On rack
Jan Sinnar 208 304 - - 304 Met
Rof Tolle 208 118 - - 118 On ack
Exrecitivy i
John Meal L 2,538 1,427 - 4,403 Mt
Palrdck Regan . 1600 54872 9% - 770 Mal
Critver Kiry managem ent parsonned
Jason Brown 780 Eie] &1 25 1,225 Mel
Colin Fagen 1,300 1137 1,854 {n 3074 Met
David Fried 1,210 a3 7,845 - §,919 bl
Richard Pryce _ 1,523 813 1617 - 243 Mai
Fommor ey manegement perecmiel — N e e
David Duckna 1,232 I7a 2033 - 2,31 bt
Ten Plant 950 284 T4 - 1,035 L]
Jannd Smith T 445 244 - 887 Mol met

1 Voug g slatement date lews balance of kean awing,

2 This shows whather 1ke MSR bes been mel 21 el 31 Manch 2016 using the cigaing sham prica on 1 Apnil 2018 of AJHLET of (o valus
Al purchasa, f grestsr, Delaibad informalion on tha MSR o provided in ssctons 2.8 ang 8.4 of (e REM URemton Report,
3 Halhryn Lisson, Michioesd Y hins, Rrasel Johnsion, Mamg aced Murphy acd Mikks Emmet] were not KWFP at the 2016 tesd dete (31 March 2016}

and are harsfora exciadod from Ihbe tabia Bbive.

g5 Loans

This teclion delais U foans mede by te Group o KMP, Al onesourse eans are dua [0 be paid within 10 days of coasineg employrmen!.

2.5.1 Man-recourns ahare lpans

Prior to 20 Jyne 2005, Mdn-recourse Qans wera provided By e Group i KWP for e purchase of shares in QBE, Under AASS 2
Share-bazed Paymen!, nonerecourse ibani and the elated shams are derecognised and are instesd fealsd 25 options.

HIGHEST

BALAMCE AT LOAMSE MADE Bal AHCE AT INTEREST HOT BALANCE

1 JAN IHE iN THE YEAR  REPATMEHNTS 31 DEC 2018 CHARGED 1N THE PERIOD

2016 Ajoon A3 AY0DD A0 AR00" AS000
ay manasgomant personnel

Jazon Brown 3 - - 3 - 3

Colin Fagen 7 - - 7 15 28T

1 Deamed velue of interaat not chamed for the pencd s KMMEP.
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FORTHE YEAR ENDED 31 DECEMBER 2016

Auditor
PricewalarholseCotpen, Chartered Accourdants, continoe in office it accordance with section 3270 of the Corporations Ad 2001,

Non-audit servicas
[rurmg tha yaar, PricewalerhouseCoopers performed certain olher services in addition to ity sletutony duties.

The Board, on the advice of the Audit Commitiee, has considered the poaition and is saleied hat e provision of non-audit services
is compatible with tha genend standand of Independence for audilors imposed by the Corporstons Acr 2007, The dirsctors are aksg
salisfied that the provision of non-sudit serdoas by the audion as s&t oul Innote 8.7 1o |he Anandal slalemants, did nol compromise
Ihe avdior Indeperdencs requiremenis of the Corparations Act 2007,

A copy of he sagilors independence declaration required under section 3070 of the Covporaiions Ac! 207 s ael out on page 104,

Delals of anounts paid ar payable to Fricewa ErhouseCoopers for audit and non-andit senices ang provided in note 8.7 to the
financial dalamems.

Rouncing of amcunts

The compary is of 3 kind refemed 1o in the ASIC Copaaoons (Rupnding in AnancielTirectors’ Reparts] mstrumend 2018151
Amourts have been rounded off in the Directors’ Fepon lo the nearest million coliars o, [0 cerlaln cazes, 1o e nearest thousand dollars
In accomance with tal inslromsanl,

Signed in SYDNEY this Z4in day of February 2017 in avcordance with a resoiulion of the direclors.

ALk~ Q\g- .

¥y, Marslon Backer John Meal
Ciractor Diveetwr

gj0z moday [enduy =
dnalf HuMETLAEh T
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Directors’ Report v

FOR THE YEAR ENDED 31 DECEMBER 20106

Augitar's independence declaration for the year ended 31 December 2016

A lead suditor for the audit of QBE [rswranca Gmop Limibed for the year amded 31 December 2016, | declare nal, to the best
of my krwkedge and bedef, Ihere have been:

(&) e comraventons of the auditor Independence raquirameams of Lhe Corpombtions Ao 2007 in ralation to the audd; axd
£B) no comraventions of any appiceble code of professional conduct in redalion o the Budt,
This declaration is in reapect of JBE [nsurance Group Limiled and the entities it cortroled curing the pencd,

Qﬁqu“"’

RJ Clark
P artrar, PricowsierhouseC oopem

Sydnay
24 Febuary 2017

Ltabalory Worwie-l by o acheamen Bpproved undis Profsdiondd Standerd Lgislalon
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]
Consolidated statement
of comprehensive income
FOR THE YEAR EMDED 31 DECEMEER 2016
2018 g 11
NOTE LSIM LS
Gross writlen premium 14,398 15,092
Unaarned premium movement (115 (170
Grogas eamed premium fevanus 2.1 14,278 14 822
Crutwand reinsurance premium {2 553 {3318
Defarmed reinsurance pre m moverent (557) 711
Ciutward reinsurance premium expensa 3210} A2 B0B)
Hal samed premium {a) 51,0868 12,314
(3ross ¢3iMs expensa xz {9,042} 8.1z
Reinsurancs ang oIbar reooveries ravere 22 2,600 1.278
Met clalm axpanss (h 22 {6442 {7 a34)
Grass commisslon expense {2425} {2 4EE)
Rei naurance Commisgiin revenue 21 b3l 74
MNel commission (5 {2,034} (2,114)
Underwriting and other expenass {d) [1,922) (2,137}
UnderwTiting result (a)+{bpe{cr+(d) BoB E28
Investment and other income — palicyholders” funds kR 422 412
Irwmstrent sspansas — polleyholbars' fungds 34 {15 {16}
Insurance profit 1,075 1,031
Inveshrent and other income — shareholders’ funds an 4B 273
Investment experaes - sharetolders” funds 31 {3 (10}
Financimg and other cosls 512 () (244}
Lasaes on sak of arikiza A - {2}
Urwealized lcases on asses held for sale 712 13] -
Amortisation and impakment of intangibes 7.2 {45) (5]
Profil bafors income tax 1,472 453
Incomma 12 axpense 6.1 (28] {2640}
Profi aler Income tax A 683
Othar comprehsnalve incoma
Hams thal may ba reclassifad to prof or lags
Met movemenl n forelgn currency transtation reEerwe 532 {474) T4
Met movamenl in cash flow fedges Az - 1)
Incoma tax relating 10 hase componarts of other Compraheneise income a1 41
fhems that will nod ba reclassiffed fo profft or fass
[Losses) gains on remeasurement of defined benefil superannuation plans {da) 17
(LoEsBE) gals on revalation of cwner oooupied propanty 532 1) 1
Irsetng lax redating 19 lhess componants of othar comprehengiva Income 14 i8]
O1her comprehsnsive ingome alter income fax (430 126
Total comprehenslva Ingomea aker income tax 364 14
Profit sfier Income tax siiributable to:
Crdinary equity holders of the company Bl 6ay
Non-corrolling intenesis N - i3
B 683
Totat comprabenaive income after income tax sitributable to:
Ordinary equely nodders of Ihe company k1) 813
Mor-sontrolling Inlarasts - g
364 819
EARMNGE PER 3HARE FOR PROFIT AFTER INCOME TAK ATTRIBUTABLE TO DRMMARY e s
EHATY HILOERS (3F THE COMPANY MNEOTE LS CENTS U35 CENTS
Baslc earnings per share a4 61.6 o032
Diluiesd camings per share 5.5 0.2 498

Tha consalidaled atatemeant of compratensive incoma should be read in conjunction wilh the accompanying nates.



Consolidated balance sheet

AS AT 31 DFCEVBER 2016

,u
3

Mo eadad ety
dnos aemen] 39h

I

HIE 2015

HOTE U5EM USEM
Aggaia
Cash and cazh equivakents 52 847 B52
Investments 32 2L 374 26002
Corivativa financial Insimenema 54 131 3
Trage and other racelvablas 25 4,831 4,958
Caarent tax assats e 45
Dedarmed Insoranca costs 25 1,085 2538
Renpsurance and oher recovernies on cutstanding ofaims 21 4,540 3,204
Qlher g5zets 8 8
Aszets hedd for sake 7.2 . -
Defined barefit plan sumpluses B& i) 44
Propety, plant and equipmen 257 263
Defemed lax a53ets 8.2 TIa Fi-T
Invasimen) properies 14 14
Invesmant in Aesoal ates 2B 13
Inlangibe assely T2 AsIT 3604
Tolal assels 41,5483 42 176
Linbllif e
Crerrvative financial instnuments 55 14T a5
Trade amnd cther payables 2.1 2159 2.1
Cuerant tax liabillees 7a 43
Liadvilities hekd for 93l T1.2 T2 -
Unparn ed prestium 285 &,T83 7006
Cumstanding <falms 2.3 18,321 18,581
Picvigions &9 [y
Defined beneft pfan defhcirs B& A5 &7
Coefmexd Lax liabitties 8.2 40 178
Bomowings } L] 3,474 3,528
Total fahiblles ) i 31,249 616
Mt aasots 13,334 10,550
Equlty
Share capital 531 8,350 8,440
Reserves 532 (1,554} (1.248)
Relained profits 3,588 3,313
Sharetciders’ funds 10,284 10,505
MNon-controding interests 5 55
Tolal equity 10,334 10,560

Tha consalidated bataroe sheed should be read in corjuncian with the accempanying nokes.
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Consolidated statement
of changes in equity
FOR THE YEAR ENDED 31 DECEMBER 2016
TREASIRY EHARE. HON-
SHARE SMARES HELOW RETAINED HOLDERS CUNTROLELN
CARITAL TRUST  RESERVES PROFAITS FLINDS INTERESTS  TOTAL FOaTy
2015 L7 i LETEh PSR LS T LIS g LIS 5M Lo
Ap a1 Jarary & 440 - 1,244} 3,31% 10,8065 55 10,660
Prof afler income Lax - - - L ZF] B4 - Bl
Cther comprahansive InCome - - {42} (385 {4B0) - [420)
Total comprabianslve IRooTe - - {4£2) 205 364 - Qe
Tranzactinns with ownors In
thair capacity a9 ownar
Shares eoquired and held intrust - 9} - - {T9} - {759)
Share-baged payrnent expense - - L4 - 13 - [}
Shares vested andior released - ™ {38) - 41 - “
Conlributions of etaity, et of
tmapaaction costs and tax 1 - - - 1 - 1
Merl changes (4 non-centraling
infaresls - - L - 25 [E] Fo
Recdassification on dispoaal of
owrear ocotpied pro ety - - ) 4 - - -
Dilvidends pald o gedlaary
shares - - - {837} {337 - {837}
Orvidend reimsastmen! uader
Bong Share Plan - - - X X - a2
Forsdgn exchange mowxment {#) - (] - (B6) - {96}
Az at 31 Degambar £,350 - {1,554] 3.58% 10,284 50 140,554
TREAGLIAT EHARE. NCA
SHARE SHARRES HELD: RETAMED HOUDERS CONTROULLING
CAPITAL B TRUET RESERVES PROFTTS FNOE WTERESTE  TOTAL ELANTY
pial-] L ] LSS 155 L] USEM REREM LM
Ag al 1 famiay 2,341 - {1,409 4044 11030 52 11.082
Fiol after wwcome fax - - - 847 a7 -] Bod
(Hiver Sormprenerave ncome - - 114 12 126 - 125
Total comprehensive Keome - - 114 BED 213 8 814
Transaciicoms with owners
in their capachy as owners
Sharae acquined and Hadd In st - {18 - - 08 - k]
Sharetared payment sxgpense - - 4 - £ - o8
Shares vested andior refeased to
participants - 15 {18} - - - -
Centributlons of aguity, el
of liansaction cosis and fax 50 - - - =9 - =9
Reddaasification on disposat of
ron-oonliolling mterests - — i5 115) — — —
Dividends paid an erdinary
shares - - - {427} 1421} - {427
Cividend reinvastian! under
Bonus Share Man - — - g & - &
Foredgn exchange mdyedent 41,0103 - LB} - 41,823 13 41,026
A ak 31 December B.440 — i, 248] 3,313 0,505 55 10560

Thea coneobdaled staterent of changes noeqully shed Be mad [0 carjunclion wilh Ihe agoynpanying noles.



o
D

-
£
Consolidated
onsolidated statement it
of cash flows 39
53
FOR THE YEAR EMDED 31 ECEMEBER 2316 - /
21K 2Ms
NOTE UIEM WSt
Cporating actlvitien g =
Premnium recaived 14,929 15,144 2
Reingurance and olher recovernies received 1.553 1,552 g
Oubward reinsirance paid (2,704} {25654} 5 J,r‘
Claims pad {0016} {9,410y g
Acqquisition and other underwmiting coats pald {4,000} {4,830
Inlerest receied ASD A83
Cavidernds received 65 89 4 m
{hher oparating \comme 13 45 3R
Qlher operating payments {184 (251 p
[rderest peid {273) (247}
[ncome taxes paid (303) {347 ;
Wet cash flaws from oparating acthitles 8.3 554 {16}
Investing activitios
Proceads on sake of growth assals 3,238 L a
Faymanis for purchese of growth agsets (2,758) {1,284}
Payments for foreign exchange fransactions {101} (58} é
Mel proceeds on purdhase and sake of Imeras! bearing financal assets 35 &34 i
Payments far purchase of intanglbie sssets (216} (VB} e/
Nel pracesds on parchase and sake of ron-contradling interasts % -
Proceeds on disposal of entibas (Rel of cash dispozed) - 443
Proceeds on sale of investment property 1 !
Proceads on sale of property, planl and equipment 14 12 ”E
Payments for purchase of property, plant and equiprnent {78} {5 g %
Payments for purchase of invesinan! |n assodiates _ (14} = -
Net cash flows fromn investieg activitias . . 158 253
Financing activities
Capftal contrbutien frHm non-centrallng inlerests - 2
Purchase of treasury shares (T8 (18
Proceeds from settternen) of staff share loans k! 4
Proceads from bomawi ngs i3 40
Repayment ¢f Bompsings {21} B57)
Dividends pald ] {454} [355)
Met tash Mows Fem firarcing activilties . {558 {388
et rgverment in cash and cash aquivalents 162 Y] 4
C-ash and cash equivalents at the beginning of the yaar B&2 852 S
Effact of exchango rale changes k- (35} ig
Cash ransfemed o aszets held for sale (14} - g z
Cash and cash equivalents al the aod of the yaar 6.2 T E52 & -
Tha gonzofdated statement of fash fows should be rmad in conjunciion with the aocompanying notes, E A
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1.2 About this report

This Financial Report mcudes the consolidated finangal statements of OBE Ineurance Sroup Limited (the ulimate parent entity or the
compary) ard ilg comrolked entitiea {2BE of the Group).

Tha Financizl Repor indudes the four pimany slaements, namaly he sEEmeant of compretanzhe lncoma (which comprses poM

o la55 ared oihar comprehenshve inoame), balance sheel, sialemen of chanpges in equity and sialemere of cash flows as well as
associated notes as required by Australlan Accouriing Standards, Disclosures have been grouped inlo the followlng categornies in ooer
1o asgls! userny in thedr underslanding of the financial statemerts:

1. Ovarview colains Informetion thal mpects the Finencial Repart 63 a whole as wel 23 segmenl reporting disclosures.

2. Undarwriting activithas brirgs logelher results and balance sheet disclosures rekevant lo the Group's insurance activities.
3. Invertmant acHvides incluteq reqidls and balance sheet diselosures relevard to the Group's investrments.
4

. Alek manegemom orovides commemary oo the Group's axpoaure o varous financkal and capital faks, explsining the potantls
impact on the resuls and balance sheedl and how the Group manages [hese rsks.

Caplial structure provices irfomnallon akoul tha debl and eqully components of the Sroup’s capial.
. Tax incudes dsclosures relatng 1o the Group's tax balances,

7. Group sirochuce provides a summary of the Greup's comlmolied emilies and includes digclogures in relation to transactions impacting
the Gmup sinacture.

4. Odher includes addiional disciosures required in order to comply with dustrallan Accourdireg Slandands.

¥here apphicabile wilhin sach nole, disciesures are lurther anabsed as follows:

» Owervlew provides some context i assist users In understanding the disciosunes,

+ Drcloauras {bcih numbers and cormmenlany) provdes anabysis of balances as required by Augtralian Accounting Standands,

» Hew we accound for the numbers summarses the accounting podcies relevant In an uncerstanding af the nUmbers.

« Critical accounting judgemonts and ostimates sxpliaing the key estmates and [udgements applied by QBE in determining the
numbears,

Tha noles Indlude informalion which the diecomn balievs |o required o undemslend the inanckl staesnerrts and B meatedal and relevant
o ihe operations, balance shee! and resols of the Group. Information is considarsd maerial and relevant |E
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« IM2 amcund in queslon iE significen because of ita Eize or nature;

« 1 b8 Impornand to aealst i understaoding the resuks of the Group;

o il Fepa to saplain the Impac of significent shianges in the Group's busineas — for examee, significant acquisibons or dinposals: o
» il relates (o an aspect of Ihe Group's cperallons thet s meorant (o its fulure performance,

1.21 Baghs of praparation

Thes Financisl Report 15 a general purpaze financial rapon wiidh:

« has been prepared in accormance with Aumirallan Accounting Standards and Inkerpeeleticns as laswed by the Australian Accormdng
Standands Boand (AASE), Inlemalional Firancisl Repording Standams {IFRS) as Issued by the [memarional Accrnting Stardards
Board and he Camporatons A 2007

» fwas been prwpared on a historical cost bagls &5 modifed by certal exceplions, the moal significart of which are the measurement
of twestmena and derivatives at fek value and e measursment of the ret aulstandkg claima Sablllly st present yvahse:

« |5 presented in LS dolers; amd

w it presanied with values rounded to the nearest milicn dalars or, n cerain cases. to the neamst thousand dollars in ascomance with
ASIC Comporanians (Rouwnding i FinanchalDimctars” Reports) insmwmem 207831,

Hrw and amended Accouming Slendants and Inlerprelalions issued by e AASE et 52 now @ffecthve are delailed in note 8.1,
The Graup hes nol edopled army Accounting Standads and |mrenpretations Nl heve been issued or amended but are nol yet eMectiwe,

The cortoldated frarcial maremenls nooporat he easets and liabillies of &l emiiez conlrolked by he company Bz &l 31 Decamber 2015
2w the resuts Tor the financial year then ended. A Wst of anfithes comtrofted by ine company t year end g comained In nowe 7.3,

The financial statenems of comrobed anlites ars prepared for tha sams rapordng period 23 the ullmate pererd Ammily.

In prepaning the consolidared firandal suaements, all tracs aclions bebween controbed entfles are sliminated in Al Ywhere control
of an enlity commences of seases during a finencial year, Lha rasults are Inciuded for that par of the year duning which comml exlated,

Liowyd's syrdicates are accounted for an & propertlonsl basis. The nature of Loyd's syndicates is sueh thet, even whan ona pamy
proyides the majority o canilal, The syndicale a3 a whole 8 nol, conlraldled for BEcounting purmoses,

Ly
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Notes to the financial statements

FOR THE YEAR EHDED INNIFCFMBER 2016

1.22 Critical accounting judgements and estimates

The preparation of te Group™s ansdidated e ncial siatement reqeires mansgemen! o make dgemems and estimales (hal affed
repted ameins. Tha diversioy and compbaxdly of e Group is ayvitenoad by s workdwide operations and the broad product randgs
a2 3hewm in the dass of business analysis innole 4.2

In view o its geograptee and produc] diversily, he Group has daveloped B certralbed ik manageamant and policy framevwork deaigned
1 Snsure Corglshency of appraach acress anumber of operaional aciivilies. subjed [0 e apecific requirements of lcel rmarkats,
legislation and regulrton. Such oparational aciivites indude ondgoneriing, cfaims managermont. eduanal agsessmment of the aulylanding
claamg |iablity ard imwestmen managemeant.

Given U centrallsad appmach o many of I8 echivties and the prodocd and goog raphes diversfcation, sarsildty Analses in respsecl

of critcal accounting €stmates and jdgement are presemiad at the consdideled Goup teve in oder fo provide imformation and anatyais
which bs maaningful, relevant, redable and compantla year on yoar, Seasitvity disdosurs a1 business segien] oF prodec] baved weo uid
ol provice & meannghul overdiaw given the complax interelationships between the variabies underpinning (he Gmoup's operations,

The kay &reaa in which onitical estimales ard judoaments are appad are a3 follows.:

+ net outslanding clairms Yablly (note 233

+ abfily adequacy sl (nole 2.5.1F

» dedened [neome tax (nobe & 23 and

»inlang ba assem (note 7,2),

1.L3  Fomign curmency

Transaton of forelgn currency traneactions and balances

Tracd edions inchaded in the financial dalements of controfed endites are measured wming ba cumency of he pimary ecoromic
amdroament in which the sntily operates fthe funclional cumency). Fomgn cumency leangaclons are Uransiated inlg funclional
CATEWCE af e spol rates of aschangs appllcable of the daesg of Ihe Tansactions, AL the Talance dale, monetany asoels and liat-Hos
Jendrhinated in forerm cumencies are retmnvaled at e rales of exchangs prevailing at that dale. Resulting ewchange gains and
loaaes are included in prefll or loss.,

Tranelaton of feraign sparaticns

The recsufty aned balangs aheets of o foregn operations thal have a functional cumency difemnt fem e Grup's present ation cumency
of US dollars are imnalatad nto US dollam as foflows:

« inCome, expensas and ot oonrent pedod rovarseis in compdahonsive inesma ane ranslaled at average ratmg of sxchange; and
« balance shesl bems are ralsled at the cleang belanoe dala rales of exchangs.

Cn corgolidatinn, exchange diferences aiaing rom che inenslalion of the ned Jrvesmmert i forsigh coeratloms, Bd of financial llahilides
and other instrumen desigrated a3 hedoea of forsign operalions, 2/ laken o shamreholoars” equly end recoqmwaed in other
Canrrpr s e RGO YWINEN 8 foregn Opeeraion is sclkd in whoke or part and capial is repatiated. exchange differances on transkstion
from the entity’s funchonal ctarancy Ly e uHmeals pamem enbly's fonctonal comency of Ausiralan dollars ara reclagsifbed aut of ofher
canrpr s bwe ingorns and cecognised in peott o lag a5 pad of e gain orloss on sake.

Darivativex and hedging transactione

Brarivacves and bomowngs which meel 1ha spectied cpleda in AASE 139 Sinancial Insruments. Recopmiion ad Measumeamed are
acoaTed for as fair value hedges, cash fow hadoes ar hedoes of 2 net invesimend in a forsign operalicn.

Hadges of net investmends in fqeign operaliom are accouated for in 8 manner simiar {0 cash fow bedges. The gain o 1053 on the
effective partion of tha badging instrumen is recgnised direttly in other comprehenaive income and the galn or 1css on the ineffective
podthan is receg rised imnedraledy gt praft or kess, The cunmiathe galn or ks pravicasly recoonised noeqully s redassfed hrough
proi or less on the disposal or patial dispesal of fhe foreign operation.

QBE doas el ardinanly use dervalives o riligale cuvency sk on iransiation o the whimale parents functional cumency of Ausbralian
Aallars; hiowever, in petiods of exraomdingry volotity that are expected o persist for an exdended period of tme, OBE may slecl

> utlise denvetives to mitigate currency translation pisk to preserva capilal. The voletiity created by 1he UK referandum decision

Ly lzave Lhe Erwnpean Union (Brewil) s an exampde of such vofatlity and, singe M) June 2058, the Groog Ras ekeched (0 ot ise
darvatives 1o hedge s sherding met pestmant |n foneig n opsrations.

Excharnge ralas
The principal exchange rales usad in the prepamaton of bwe financial stalemants wene:

218 Pl
PRORT BALAMNCE PRGHAT BALAKGE
CR LOGS SHEET 2R LOSS SHEET
ASUSE QT43 o721 0750 0.723
EFSE 1.35 1.2 1.527 1.474

EILIEE 1404 1.042 1.1%1 1.387
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Notes to the finandal statements cowe
FaOR THE YEAR ENDED 31 DECEMBER 2016
AUSTRALIAN
HONTH & HEW TETAL
EMERIC AN EURDFEAN IEALAMD EMERGING EQUATOR  REPORTABLE  CORPORATE

OPERATIORS OPERATIONS OPERATKIMNE  KARKETS RE EECMENTS & OTHER TOTAL
2048 UBEM HSEM UEEM UAEM UEEM LEEEM USSM LUESM
Gross wittien presiln 4,647 4,076 3,937 1832 1532 15820 {1425) 14,395
Grogs SamMed premim
revenue - axtems 4,532 3,840 3913 1,588 1 13,274 402 14,276
Fess eamed premium
revenue —intemal 125 b1 | 1 - 1,423 1,80z (1,503} -
Outward refnsurance
premlum expense {1,815 (a9} {E14) {260} L] (4,407} 1,197 (3,210}
el &armed promium 1™ 2949 3410 1,328 651 14,098 3 11096
et deims expance (4,528} {1,654) {117T1) {7} [483) (5,531} oy {8, 42}
Het cormigsion (S84} {ET4) {811) 213 [0k {2,012} [23) {2,034}
Undenmriting and cther
expenses (588 {518) /) {13) {1,861} @n (1,92
U rncderwriti neg reed] B 1 rCoi] £ 118 7] 4] B
Med invesiment NComa
o el ey oddders” Aunds k] 115 _..184 &7 L& o (53 AT
Insurenice profl 104 318 412 T3 162 1138 (&M 1,076
MNel invesiment fCome
on sharehokders’ furada a2 % " | ar iz 28 53 3
Financing and oter cosls - - - - - - (284} {20}
Urraad lood [08% on asgals
b for zmhe - - - - - - {3 13
Amontingdon and
impairment of iang|tes ! _ - {8} - - 18 3w
Frof Joea’) before Ncome (ax Fal k)7 494 188 140 1,409 {aan 1,072
income lax (enpenae)
oredit (43} {8d) {141 {44) {3} {\an 109 {23
Frofit (loss} after lhwoma
fax 1M 1 k) 112 145 1,072 {128} Bl
Frofit affnibulabbe (o
Ron-controlling ifeseats = = - = = = - =
ket profl (ioas) after
income Lax 1M Fa'k) 44 112 149 1,072 (228) Bl

1 The amanisaticon and imgasment ol nlangibie assels acqumed in 2046 (rfer nola 7 24 8 now prasamed in sad et profil o (gas, conssibent
with nformation phoercen (o the Group Exacutheg.
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A GTRALAN
HORTH B HEW TOTRE
AMERICAR  EURCFEAN TERLAND EMERMS EQUATOR REGORTARLE  COTPORATE

CPERATIONT CPCRATIONE  OPERATIONS MARKETS: Bt AECWENTS & CTHER TOTAL
g SEM UESM UEIN LR HEsM 55N ] LS g E
Gioss wilen piermiom 4,991 &, 155 3787 1,907 1.007 18,042 {as5) 15,092 E
Groas aamed premism E E
revenue -- extermnal 4,830 4,334 75 1,885 - 14,085 38 14,922 I
(Groas samed premium
revenus = ndennal - - - - 9 £ oy -
Caurtward rensurance
PIFSITLLIT S NER {1.264) (BB 471 £251) {527 {3 457 azg 208 ig
Mt earnesd pramam 3,686 2454 3282 1.614 By 12383 ) 12.314 5
Wet ofeims expanse (2323 (1,844 {2,000 352} {#97) 7510 75 {Faa4y x E
Mot commibssion {635 (A3} (281 (35} (7 {2.113) 2y {2114 _/
Undetveriting and offwer
ANpETHES {E78) 1588 {81} {328} A1 {2075 ) {2110
Unadarwrhing regult A0 EXE 266 {51) 45 &2 {52} 629
Met ivestmant incoma o
o policyhokdens' Linda 8 BT 181 12 &3 517 115} 402 g
Insurance profil (loss) 93 454 487 2 103 1,198 {1648} 1.031 E
el investinent income Z /
on sharehokders' furels 4B A 88 132 25 23 180) 253 ®
Finanding and oiher costs - - - - - - (244} (Z443
Losses an sale of anlides - - - - - - {2} 2}
Amortizetion and mpaloment o
of Inlang bas _ ) - - - - - - {35 {aE) g?
Profit (hoss) before income F
tax 141 454 555 20d 128 1522 (585) 953 ,
Incorma lax (expense} credit 4 il (68 {68} &y {330 i (26
Prof {loss) afler inconsa tax 137 405 85 1% 122 1192 (R50) 253
Profit attributable to
ren-controlling inferssis - - - - - — {6} 5
el proft {foas) afler income
ax 137 A05 el ) 130 122 152 {505 gev

Gaographical analysis

Al pperaling sepments except for Enmerging Markels arg dafined by rafarenca (0 the gecgraphical [ecations of each operating segmean
and, as such, salisfy the requirsments of 3 gecgraphical analysis as well 4e an operating segment analysls. No country within Emeging
Markets L= individual by matedal,

(5ross eamed prednLm mvene —exdamal for Ausmalla, the perenl entity’s country of demiclle, was $3.643 milon (2015 £3.515 milfon),

SO
i
g

/

Produet analysis

GEE does not collec! Group-wide revanus infomanan by peed et and the cost o develog his information woukd be axcessive, Gross
pamed premiug revenee by dass of busineas is dischoded innote 4.8
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Notes to the financial statements oo

FORTHE YEAR ENDED 31 DECEMBER 2016

UNDERWRERITING ACTIVITIES

ﬂuuﬂunnmﬂmanﬁmarﬂmwﬂnunhﬁmmsmmmﬂm Um-arnnim.muuiatm
ismmﬁmmwtas&uMmmﬂshhr&umMamm paid b-_.rma:’nsuru:l The yndaneriter
asmsmeqmdhmmmkmﬂm .

21 Revenie

@ overvie

Ravanise mainly oompdees premiums charmed for proaading Imurance cowerage. Premions ae dasaified as efther
a diredd, being thiee pakd by tee polcyhokder o ta insurer;
= Moullaies, by refreurancs of an nd vifual (sl gonficant mi by a coding insorer of Ml oF

« irmagard reinurance premiun, being Goverage prowiied b Bn mmueer of reEngurer In relation ko a epeciked o oupdng
of proliciey o riska,

Critear sy of mveryoe ichade ol ity reciaeeed I meinauners Undar B fapms of rengurance oommecls and
cormambsaion Incoma o reinaLrers.

HHNE F=T3
WOTE UGS UG

GIORE aArmgd P raven e
Cirecl and facullative 1314 13,567
Irward rednsLrance . 578 855
14,276 4,622

Cihwor reventia
Raingurance and olher retiveries ravenue 2.2 2,600 1218
Reinaurance COmMmiIsion revenue 391 374
17,267 18,574
How we accourt for the numbears \

Premium revenue

Pracaisen vwiitlen compises amouls charged 1o poloytusdans, exdnding Laxes ovleclied on behalf of G parfes. Premium
fs recogriaed as revenus in oAl of loss based on the incidence of the patiem of sk associated with Ue nsurancs polity,
Tive samed pOMIeN of prermium o uncipsed Business, belng buginess Ihal ks wiithan at te bajanca date B far which
datailed prdicy information is nat yel booked, is alao incuded iR premism revenue.

Relnsurance and other recovaries

Relnsurance and olhar recovanes on paid dalms, reponed dalms not yed paid, clalms incumed bul nol eparted (BNE)
and ciaims incamed but nol encugh eported (IBNER) am recoqnised as reverse. Recoverias 3 measured 84 the presem

valua of the expeciad flure recepts.







118

FORTHEYEAR EMDED 21 DECEMBER 2016

Notes to the finandal statements .-

The table bedow analyses he movemean in he net outstandmg daims liabiity, showing separa el the mavernent in gross dalms llabiiy

and Ihe Impact of relnsorance,

2048 201K
GROSS  REINSURANGE NET GRGSS  FEWSURANGE HET
LESM LIGsM LGS LG5S LR LISEM
At 1 faruary 158,58% (3 204} 15579 4812 [3.454] 15.848
Claims axpanse — curment accident yaar .
(note 24,3} 4188 (1 BB} T IT4 8743 {1,304} 7845
(-laims experse — prior accident year
(note 2.4 2% & (78] {T00) {12y 116 104
Movemern in risk margin (note 2.3.3) {132} - {132} {15] — {19)
Incumed claime recogndsed in profit or
lose {nola 2.2} &, Ot 2 (2 B0y 6 442 B2 {1.278) 7.4
Transfers ta liabilities held for sale f
disposals {33} & {2T) {135) 5 {130
Claims paymanis (A,5623) 1,172 |7 4515 (9,254) 1.402 {7.B6T}
Foreign exchang (643} Bé 1542} {1,147} 13 L0146}
At 51 Decamber 16,321 {4, 540) 13,781 18,583 {3, 204) 15,374
231 Gross discaunted central antimate
F D16
NOTE LSS LM
Gross undiscotrded central esfimate exchuding claims satismand coste 17,828 17,925
Claima setllement costa oy 3%
Gross undiscounied certral aslmate 18,180 10,321
Clacount to presant value (B36) ]
Groan discouniod central esbimate 2.3 17,233 17,323
Fayabla within 12 months 7083 E.040
Fayatra in greater than 12 months 10,180 11,283
Grosx digeounted cantral estimate z.3 17,233 17.323

How we acconnt for the numhers

The gross dsooured cantral sslimats |s the presant vatus of the sxpecied fture payments for claims Incumed and includes
reporied but unpakd claims, IBNR, IBNER and claima manding comla. The central estimate is celemmined by the Group Chief
AcTeary, supporied by a mam of actuares insach of the Group's ousinesses, Tha valuation process 5 perfommed quamerdy
and includes axlensive cansuliation wilh claims and wroerwiting staff az wed 83 =enior manapememnt. The ceriral estimete
of oulstanding caims is subled o a somprehersive inmegender review al least annoaly. The sk management procedures
relakend to b acuanal funclion are sxplained in rote 4.2,

N




\.

m, Critical acconnting jundgements and estimates

Tha detarmination of the amaunis that the Goup wil ufimalety pay for daims ansimg onder inswrance and imwamd
FRINSUTARCE COntracts inyDlves a nuenbar of crtcal agswmplons. Same of the vacartainkios mpacl ng these asaum plions
arg as (0w

« CRanges i pallems of cams ncfence, repocting and payment;

= widaliity in the estimalion of iure costs for ong Y insurance clasees dus to the konger pediod of Eme that can elapse
befiore acladin s paid in Al

= {he exisience of conex underying xposwes;

a lhe itkidence of calastophic avents dose to lhe balance date:

» Changes in te fegal emninonme !, incfuding te iterpretation of liabiley faws and e quamuem of damages; s

+ changing social, podbBcal and economic remds (2.9, price and wage infatien).

The eslmalion of IBMR and IBNER is generally subjed o a gresler degres of uncerlaimgy than e estimation of tha cost
of seting edalms that kave been reptriod (o the Group bub riof yet paid, for which more information 2h o the daims

is gererally svallabe. The notificalon and sefkemen of dairms reladng [ fatelly ad cther lang @i chasses of Dusinass
way il happen for memy years after the event giving nise to the claim. As a consedquence, labilfty and ofhar long Eall
classes Typisaly display oreater vaniabiity between indial eslimales and fnal setlema due 19 delayz in reporting deims
ared unoertainty mnespect of cour awards and fture daims lafation. Clams m ezped of propeny and ather shod tail
classes ane typical by reporied amd setted soon after the olaim everm, givimg rise o mode ceclainty.

Cemtral estimates for each class of business &z delemined osing & varkey of eslintaton (e chniques, generally based
an an anakysis of Ristorcal axperdencs & nd with reference (0 exiemnal benchmanks whers eievant. The gress cenlmal
astimate is dizcounted (o prasent vatee using appropate fsk-free ratas.

Central estimatas are calculaed gross of amy remswanea recovenes, A sopamate estimele is made of the amounts
recoveratle from rednsurers besed on B grozs central eslimate fnote 2323,

3.2 Relmsurance andd gther mcoveries on putstanding claime

2016 15

HOTE USEM LS

Reirsurance and ofher regoveries an eiitslangding claims —urdisoouted ' 4,816 2428
Olscont (o present yalue {276} (2223
Redagirance and olher recoveries on oulstanding clalms 2.3 4, 540 3,204
Recanvabie within 12 months 2,102 1,095
Receivable in graater than 12 months Xqa% 2105
HAeinzurance and other recovenes on cutstanding clams 2.3 & Z4D 3.204

1 Hel of aprovision for imparment of 224 milion (2015 337 mBoa).

\

How weaccounmtlorithe numbers

Thie recoverabiity of andumls Jue from minsurers is aszessod al each bafeance date o ensune that the batances propery
reflect e amounts uimelely cxpected o ba recaived, aking inte accdun] coartemparty credi? Ask and te comracius lerms
of tha relnsurance contrad, Coumerpanty aredil nisk in relaton o reiRsurance assals b cotsidered in note 4.3 Recovenes
are discounted fo prosem val e wing approgdate riek-Mnee ralas.

raodiny Ml MStAlEAD MOE Hodeg ENNTY =
S350 FAUEAOD SFEUTSNg dnortacmemng gD LD

2/
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Rizk margin

oqrorrle- :

.

Amm:gmsmmwmemEloan;lm@ahhmmsﬂ;hmﬂdhmmmmmmﬂmm

The lhkmn'gna.mimﬂ mmmmmmmanmmim lnu'nademmimhm Mmpﬂﬂsahlﬁyofm
which s o slallaticsd meaatns of the relative edegquacy Of the outtandig ckaims Bttty 1o ublmalely B sbie w pay daims,
For axampls, & A% pmhahlﬂydade:qun:riﬂcam ﬁ'lsll.h! el s counbed mwaieshmaleis B:pﬂt:tad b e pdedane
nlnereamhm

HiiA 2015
Fink mamgin LUSEM 1,088 1.260
Risk margin 25 8 percentane of tha et discoumted cantral estimale kY % 83
Protatilty of adequacy % 2.5 BH.0

T decrsage In the risk mang i of $172 milion includes a foreign exchange movernant of 35 milion and a canstant cumeney reduction of
$132 miion. The absolute lave] of sk mamin has reduced dua to 8 combination of reduoad volntity in e et central estimate a3 & st
of the reingurance of lemmnation of underperfomiing portfolios, the benekt of B frther year of the Group's aggregale REnewBncs Covers
g the impart of foreign exchange on both e risk mamia and net contral estimate, Partly offsstting [hese docreasss, JBE has elected
fo incoaana tha iaved of ek mangin in rasponss to tha ndalvely ncreasad uncetalaly fn the nel discountad centrai estimates ax a8 reault of
potertial changes 1o stetitory discount rakes. in relation 1o L parsonsl kjuny clakms kebiftes, YWihitst the UK Minlstry of Justice i sxpecied
to announee g change 1o the glatutory rates (Ogden tebien), no delals of the change hove bean pubdished as at 1ha dale of this mpit.
Tier cumarm allowanos in th rsk mangin assumes 8 reducion in the statitony rate of around 1% (8. & proposed rate of 1.5% compared
with the cumant egisfaled rate of = 5%} which QBE eatimates would Increaza tha net centrat estimate by 533 mifion, 1F the statutory rala
reduced by & further 0.5%, this would equate to an a3dditfonal increase in the net central estimata of $20 rilion, Sayand this allowance,
each furher {0, 5% reducllon downs [0 2 2en slaltony rale would Increace Ihe net canteal estimals by around $28 mbion, sibeit thet the
impact is rot bnear.

The probabiiry of sdequacy ls BH.5% al the balance dabe coimpd red with 59.0% Laat year. Nel profit after Lax would hayve increased

iy $16 miion if e probatality of adequa oy wad sl malned ot 88.0%.

How we account forthe numbears

AASE 1023 Crenama! saranes CONIACH Mquires an entily lo adopd an apprapriale Rsk mamn. The resulling proba bty
of adequacy 16 not of keelf an accounting palicy as defined by AASE 108 Accounting Pokcies, Chenges i Accoring

\

Eztimeles and Emers. The appropdate [eved of risk margin i Nt dalarmined by refecanca (o a figd probablliy of adeniacy.

CRBE reviews a rumber of Rcors when detemmnining v appropiate ik margin, induding amy changes in e ewed of
uncatainly in the el discounten] contrl g5himatke, e reaciting probabbty of dequacy and (he sk Mangin as 3 pacantaga

of L et disooumed cantral estimate. The G oup 5¥ms to maintain a probablity of 20equRcy in e ange of 37.5% o 52.5%,




idl

o2 oday (Eruay
dngin asmemen]

.

\

M' Critical accounting judgements and estimates

The risk margin is delermined by e Group Boad and is hekd Io mitfigate the potental for uncenainty in fha ret diseormbed
central estimete, The detemination of the apprepriste kevel of gk magin takes inlo accoual sinilar faclons o hose uged
o delermmine the cantral estimate, elch aj:

» (i of busdiness, in parioutar te ik af shol b1 and long el bumines and te overall weig ied averege B o seltement; and

w the bavyed of vmcartaimty inthe cenlral estinete due fo eatimaticn eror, dela quality, varstlky of key siflaton aseompeions
and poggibie economic and legidative chanpes.

The variabliey by Gass of bldness is measired nsing lechanises had gelermine arange of possibla sutcomes of uldmate
payments and asmgn & kkehood to cucomes at diferem lvels, Theae techigues genessty use slandard sladsisal
dstriHrbons, and e measore of vatabliny is refamsd to as the coaffident of varaton.

Al a fired probabifty of adecquacy, the approprale sk mangin o b or more classes of busiess or for g of more
geograph bc tocations corn bired is Kkedy to be kess than the sumn of the rek mamgins for the individrs desses, This reflects
the beneefil of dhwersificxiion in general ingurancs. Tha sialsocal meas e wied 1o datennine diversfication is called e
comelation. The higher twe coimelation bebween bwo classes of Business, (v o lkely i s 1ha! a negalive clHoome

in one class will corespond | anegalim oulcomne in Bwe clher dass. For example, high comedation exisis bebween classes
of bsiness affactad by couwn cases innlying boddy injuny clalma such as motor third parey liabilty, workers” com penaation
arwl posbilic: Hakwfy, paticulorty In ha same prsgicton,

Tha probatdliny of adegracy for the Cirgug 15 dalamingd by anabysing (he vartabd by of each dass of ialness and e
Gorel alipn between tasaes of usiness and diwisions, Comslalions are datemainad for aggregatlons of casses of busmmnesa,
whers appropriake, af the divisional kevel, The comelations sfopted by the Group are generally detived o industny
analysis, the Group's hstorical experienca and the judgement of sxpenenced and qualifed achunaies.

Il
AWML |

& Mot
| SRS
.

BiRIBL Tanaty
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234 Dlacount rate ugad o detarnmting the satatanding calms lFabilly

"

. clijms i reation hmuldas&s it busins {ng. profentiona mmhandmﬂﬁ corpensaton) cab s k.
2 Mmtﬁfﬂ,{mm i&l:lﬂlsdts aﬂomﬂectﬂﬂﬁm&va!uedn%ﬂwl&ﬁehﬁuwmmﬁeﬁm
) ﬂad'rled W':ﬁ!mlnra!q raamcpera;mmm am‘fdirlm mnﬁma-aﬁmp L

g
14 e =z
20% = 5 /

Hrth Ametcan Ofsecarons 1 1.85
European Operations 085 1.21
Auztralian & Mew Zealand Operations T 225
Emarglmy Markes * 15 14.43
Equalar Re 1.63 1.73
Groop ! 1.8 1.66

1 Emerging Markats and Group souding e Amantne pesd ware 2.57% (2015 2.34%) and 1.33% (2015 1.62%} raspectvely,

How we acconnt for the nombers

AASH 1023 Genersd Insurence Cortracts reguires that (e nel cenlml estinade i3 diacounded (o refled] e Uaoe valus
of money walng dsk-free rates Mal ane be gad on cunent chsansable, nbpechive rates that reflec the nature, swoctue
ard fermns of Bee Ralure obig ations.

\
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Notes to the financial statements .o

F3R THE YEAR ENDED 31 DECEMEBER 2016

2315 Welghted average tarm to setbement

The heighiad average wm 1o settiement
samement; All other fectors belng equa,
o0 the Eontral estimate rom diaanenting.

refets 1o

LT

es 15 the perkod hom (e balance dirs Lo he sxjacted daié of clalms
& longef weighted average Lemm to s'gfi__i__h'mrrl peneraly rasl.iﬁ. in a larger mmpact

mis FE
TEARS } TEARS

Uss E [T) ¥ OTHER  TOTAL Li5§ 3 A% € CTHER  TOTAL

Morth American Ooerabons 19 - - - - 2.8 28 - - - - 28

Europaan Operations 28 i1 s id 3 iy 25 3.4 37 5.1 31 37
Australian & Mew Iealand

Cperdlions - - 11 - 1.2 21 - - 2.2 - 1.4 2.2

Emerging Markets 08 - - - 1.8 1.8 LIRS - - - 1.5 1.5

Equaler Re Fa | s ia L 1.4 i 29 35 249 R 23 28

(Eroup 5 30 13 8.3 10 1y 2.7 3.4 24 5.0 2.1 A4

236  Netdiscounted central estmats maturity profibe

© overview

T rruserity’ prodie (e the Grou's swpecTaton of Be pericd owver which the nel central satmesss will De seltied, The Group Lses
thin indormation i aneurs thed § hes aceques Rgucily 1o pay calma as they are doe 1o be gatled and to miomm the Group's
Irrabreert wTanegy. The expechod maturty profie of the Group's reot dscourmed ol satimeans |3 anglyted below,

LESS THEN 1970 24 26 T4 38 AT TG W A3 T 6D COYER B
ONE YEAR MONTHS MONTHE MGNTHS BN THE YEARS TOTAL
2016 LISSM LS4 11 LSS UETH LISSM USEM
MNorth Amercan Cperations a5 Az 206 128 75 68 1,662
Ewopean Operations 1,448 235 577 FIT) Ma 1,211 5103
Avetralian & New Zealand Qparations 1,183 L] 408 k- ¥ 137 2342 2805
Ernetging Markets kL] 1M 2] b1 3 18 15 41
Equains Re 1,110 518 208 108 75 Fol] 2,283
4,951 2M0 1,566 1,001 853 202 12,693

LESS THAN 13To 25 TO M A7 TO 48 B TO B OYER B
OME YEAR MO THS WCMTHS KA THE WOHTHE YEARS TOTAL
2016 LISEM LEESM SEN LIESM LISEN LISEM LISSM
Norh Amencan Ooeratons 21 481 268 164 110 488 2337
Ewrcpean Qparalons 1883 1,088 718 521 I 1.277 55085
Ausiralian & New Imaland Qpsrations 1,134 &74 425 284 133 235 2410
Emienging Markeis 309 125 64 » 19 35 a2
Egualor Re PEA 1 aml 210 151 453 2695
4,841 283 1,883 1.208 TBA 2,488 14,118
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Impact of changes In key varlatifes on the et cumstanding <laims Hak/Ity

Ihe impact of @angﬁ in kﬂg variabies useclrm the cak:da!im of the oufslandrng dalm iabﬂl't'; is mmﬁed Ini tha
tabie belovs. Each changs has bemmmmdnhdaﬁmﬁummmméw and shows the after fax impact on profit

..'amﬂmit{m&hmd!pngainwﬂhewwvadaﬂe& In practie, t@hismﬁm&duﬁk&yhmﬁtm.fﬁ

BxaTNe, mymeaselnhﬁ'estmbesls mmﬂymodﬂedﬁmanmamhﬂmmtedmmm Ehver e irendiam
tolonger fem, ke mpadofammge i s SOt ratas it mq:-ectedtobelargelyam by the bt cfar.hanga inthe
et of freflation.. - K : -

ﬂ?&ge-rbsltmii&a bei‘nwassmte Hvatalﬁ':aqas dmcﬂyma:! prafit after tai In pmdk:e Towever, |fﬂmmmm‘iaﬁhmatﬂ
wirs {0 increage, gt Jeast pard of the increass may resulk In anhﬁseﬂmmmgeln the fevel of risk mamm t‘a‘lherthm
ktamangetaﬁmﬁtaﬁaisa.depenqughammmﬁwmmmmnmeﬂm Ukewdeg, i the coeficlent

f varlation wire by increasa, It B possibla mammpmhraplily ofadaquacymﬁ red-uoefromﬁs mmgnt feve] rather than

rea:.ihna cl'ra.nga l;o net proft aﬂar fcomme t&x.

. “F. .
=

PROFIT|LOSE)

SENSETVITY 2oig 2016

T UM LS54

Hat discounted central estimate +5 (A} [A5&)
- 5 444 454
Risk margin +5 24 (Lot
-5 k1] B 44

Irflation rate +3.5 (130} {145)
0.5 124 138

DCisoount rate +H3.5 124 134
-0.5 {130 {145}

Coeflicient of variation ] {114) {124}
-1 114 124

Prarahily of adequacy +i {37} {43
_ _ -1 35 443
Wisighled average tormn o salbement +143 43 58
-19 {43) {59

1 Met of tax 31 the Grosp’s prma facoe income tax rate of X645,

%
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Notes to the Ainancial statements v
FOR THE YEAR ENDED 31 DECEMBER 2040&
24 Cilaims development — net undiscounted central estimats
@ Overview _
* The dalms developmant tabia du':wwhs‘tas the eﬁﬂnt fo mlm the m‘ls;rnal sdfimmatad ultimata calms pa',lmaris in my one
[ aesident year (k2 {2) in the labée below) has subsequently develiped favoutibly {i.e. claims cos! estimates have duced)
or urfavouwably [1e. further claims expensa has been recogrized rn&umaqlmwm} This lable tracefone Mustratas tha
varability and [nhersnt uncettalnty th estimating the cenlral estintale edeh year. Tha witimale o dms cost for any particular
acsident year i rol kncwn untll all deima payments have been made which, for same long tell desses of business, coudd
ba many years inlo the Rture. The sstimatad diimate dlaime payments at ihe'and of each subgequent aocident yaar
demonsirales how 1he onginal eatkmata has bean evised overtima (b). -
Cumulative actol el claima paymenty (O} ara ded cha] from e axpactid itlsts cdalms payments in each sccident yaar
{c} al the curmed Badance dale, resulling ln Te undiscounied osntral estimals: 7 a ed rsta of exchanga (e} This ix:
revnlome] 10 dea balance dala rate of axchang® (F) b repart Mee ol Undissramted cendied sstmata [g), which i3 reamcld
{0 the discountes] nat canlsl estimate (b Themtmuﬂd’l‘omgn&xcha:qe In e daims davelopme Labla iz e:qﬂarﬂd
cany e Followelng peagpe.
The ned (ncrease) decrease in extimated uimate deima payments ([ refiects mmummmmmnpam
al tee ened of he Current Anemclal year (c) ks the egubvaient gl Me end of te previous manciol yaar (o). This is further
gunmartsed 1 noka 241,
Tha claima development Labde (& preseimed nel of rinsuranca. With opecslons in 37 counmes, hundreds of products,
VaRGLE reinsLance arangamerds and wilh ta Group's sk fokerance menaged o A corscidated hakis, ihm‘m;hra:l
neithesr masningiul nor proclicabila o provicks tis irformaton oifver tan of 3 conaolidated Group bask,
2005 &
PHHOR 00T 208 J00@ a4 011 092 2013 254 2015 2018 FOTAL
US4M  UESM  USEM  USEM  USLM  USHM UBSM  USEM  UEIM  LSEM USEM USEM
Het Wtimats claims payments
(& Ooglnal emtyrata of neat
vitenate claime paym et 5TTY M2 S214 HBBER B9T4 BO0M TTAT TAM 7183 T4
&} Ona year fater 5557 5458 5248 TON 92 S2MT7 T.FII 70 7168
Two years latar 5885 £437 5194 TA40 9280 &£234 FFH T AR
Thiea years fater B4 S50 AN A28 BABS AITEX TTM
For years later 5688 LHT BMT T3 9.1 L8R
Five years later 5880 6715 5370 TI8 914d
&ix yenrs iajar E728 8704 5338 T Ir}
Seven yaars later 4730 LTOT ST
Eighl years ialer 5,722 &TM
Hine years Iater 5,759
{c} Caarend estimate of net
uitimale clalms payments 575 5704 LHT 7271 4idd A58 7784 77RB3 rd6d 7421
{ Cumoiaiive net paymants
o dale {5.468) (5.508) (5032} (6.373) (6,346} (7440} (6485} [5.162) {4204} (2451}
2] Mol undiscounied certral
astimate 3t fixed rate of
exchange ' 1.1 Fa'}| 198 2865 00 T3 g4 1,278 4421 2384 AMTH 414 0B4
ifi Foredgn exchange mipact {490}
Reinsurance recovenss
of cipaad portfolios €201
Pravision fge impaimuea {24}
{gh Me! undiscountad canital
estimate at 31 Qes 2016 13049
Discounl to present vakhse {6E0)
Ciaims settherment costs 33
Fuek rargin 1,088
- et oulstanding ciaims
liability at 31 Deg 2016
jnole 2.3} 13,754
4  Movermend in accrient
year Bel bndiscourzd
camtral esimale
jnoe 2.4, 1% {53 ar [3} {389} {BE) (AT} {17} (2T  ({4n 3 7in 87147

1 Estduding claims setament costs,
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How we accoant for the numbers

The eslimate of nel utimale clalms payments amrbutable to bugsiress acguired (3 generally incuded in e darms
dawpegMend bk In the aecident year in which e acquisilion was mada. The excamlon 1§ Increased participation
in Uoyd's syndicaies whane the ¢elirmate of nel Lbmate claims paymems is allocaled to the onginal accidant year(s)
In wehch the onderying dlaim was incurmed.

The G oup wiiles business in currenchas alber than dw LS ddlar, The tranalation of utimale cleims estmates denominaled
I fereign cumrencies gives rise to foregn exchange movements which have ng direct Bearng o1 the Sewelopment of the
underying claims. To eiminame this dislation, emourts bave been tranakaled (o e hanclional cumencies ol our conbrled
embes at constan rates of exchange. Al astimales of ullimade Slaims paymenls ke the 10 most recent accident years
raporeed in funclichal currencies other than US doliars have been ranglaled (o US dolars osing the 2016 average rates

\ of exchange.

241 Reconciliaten of claims dovelopment table to profit or losa

iy

@ o'rervlqg VALY Yy ‘-{_ __ : e
i " The tabls E!q_nw recondlss 'tl'n. nel Imm;&e or deﬂeaﬁe in eatmal.ed me claims Eﬂ]'l'j,'lﬂﬂlﬂ- !FrthE c:u'mnt l‘inan{':’a 'jE?ﬂ

* by the dHITIIS MVHupi-pnft tabla (el In nate 2*} m;m anﬂ,-slf ‘Bument End pnor mﬁ year ommi &;‘.Jimuie
: dwdﬂmm ecognided lﬁ profd or Inﬂs [‘rpla 243"

bﬁumﬂﬂ K *"*ma& ua!nmn

Hoday
AIATRT

T3
1 2016 g
CURRENT PRICR CURRENT PRICA
ACCIDENT ACCIDENT ACCIDENT ACCIOEMT
TEAR TEARS TOTAL YERR YEARS TOTAL
JIEM LEEM LS EM LIS a M USHM LG
Mel undizcounted central eslimate
movement fnoe 2.4)° 121 {374} 8, T4T TATS Kikd 7550
Discound, raclassificalion? - B B = 214] {214} '
hal undizcounted canfral estimate .
develspranl T A2 (388 a7ns 7473 (137 7,338 22
Reinsurance recovenes on closed portfolos - (574} (674} - - - 5 _ir
Movement In claims setllermeant nesks M (14} axr 3ar3 1 Apa 1]
Movement in discoun 2 {209) 270 B4 (4BE] 202 (264) E /
Qiher movemenis Fs) {16} B £11) 13 7
Movemen! in net discourdod central
estimate {note 2.4 2} T.IT4 {700} 4,574 T, 345 1064 7 451

1 Exduding clams sattemant costs

2 Pricr sccadert year cenral estimale redease of $366 million incluass an 58 midkon cpsi (2015 $214 milkon benedit] due 1o discourt movement
in redation b oo 1ail clagsss wham Lhe tevel of assumed deims inffation is directhy imked 10 movemant in tha dlssouni rate.

3 Raflecty e beneht of recoveries foldowing the reinsurancs of discontinued portodcs in he Gmoup's North American and Europesn Operatians,

It 20186, prier acrident year central estimate developmeant was a net release o $268 milion {2015 net relesse of $137 milkon). This
refiects poaliive devslopmen in Eurppean Dperations, Australian & New JTesland Oparations and Equater R, panly afset by adwerse
development in North Amercan Opsrallons.
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142

&

Not central astimate development

Oﬂrﬂn' .

Thhtihhﬂhuanalysa&ham and prict m&myea:mnmnarﬂ Inuunatd'lsmmad conlral esimate, separately
aseaeifine the groas and reirsuance componeris. Prior acciien] pear clairmes are (nose ciaims that ccoumed In 2 Previe
ymair bk for which a reasaessment of the ciakma mhasmadaiham.!hﬂ‘emﬁpeﬂod

FIE) _ HHE -
CURRENT PHRIGH CURHERT PRIGH
ACCIEENT ACCIDENT ACCIDENT ACCIDENT
YEAR YEARS TOTAL YERK TEARS TOTAL
LS 1M LESLm Usla S USim L3
Gross contral ewtmals davebopmeant
Liredbs e ed Sl {255} 3187 9250 123 §.373
DNscount } i {274) 281 AL {597} i3Sy R4z
8,168 il 8174 4743 12 -y
Rolnsuranca and othor mcovarkon
Undiatouunted 1,558 723 2,692 1.41% Fi 1422
s count {&5) {17} {22} 213 {1233 (144
1,894 T06 2,600 1,304 {116) 1,278
Not cantrl eathmate dovelopment
Unaitacniriod 7443 {974) 4,805 T.8X5 118 7.551
g [0} aTh & (48} {12 [498)
Mot discountnd central egtimata
davelopmant (node 2.4.1) T,a74 {7 B.E74 7.349 164 7,453
2.5

Uneamed premium and deferred Insurance costs

&

Cverview

Uneamwad prmium

Groeas wriflon PrEmEm is e in proftor kess In scoortonee with te pattern of incidenca of risk of Uhe mdated beslness,
Tha vneamed pramlum fabity {5 thel potion of gross wiitien premium Lhal CBE has nol yed eamed |n profil or lose

25 it represes s Lace Soverage |o be provided by OBE after dw balankce dals,

Deterred insurance cost

Fremium e o rednsunafs by QBE I eschonge K iensurasce prolechon 13 edpensel in profi of K35 i SCLomiance with
the: rainamnca conract s expadciad patiam of Incdence of dak. Th defemed reinzwance premiem asaal is that porbon of e
mhuwanu&pmmh.mlhutﬂBEmmW!MhﬁumammHmptemﬂaradnswmmmemmmw
QOE after the balancs dole, .

Aequisition costa ere Lhe cosls associrled wilh oblalning &nd recarding insurance business. Aqulsition coals are shondary
capliaiisen and amormed, consistant with (e saming of thes ralated pramium for hin business. Commissions are & bype
nf acqum-lﬁn mst bt ane o sckided separalel-,r
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Summary of uneamead premtiun: and deferred insurance costs balances
Faihi] 2016
ST USEN
Uneamed premiam {a) 8,763 7006
To be mamed within 12 monihs 175 8,358
To ire eammed In qreator than 12 months 588 650 %
Uneamad prarHum 6,703 ¥ 05 n /
Defamed rainsurance premium (41 1,180
Deferred net commiasion 1 o5
Deferred acquisitlon costs o0 383 g
Deferred insuiance costs {b) 1,963 2538 28
To ba expansed within 12 months 1,782 2aAr7 x 2
To b expirred in greater han 12 momha 183 161 ¢
Dedemed Insurance costs 1,948 2538
Mal pramism labilities {a) = (b} 4 708 4 G55
Uneamed premlum movementa g
i s B ;
1133 LESTM &
AL 1 January 7.006 7366 -~
Eraferral of neamed premium on contracts witten in the financial year 5,149 6,043
Eaming of premium written in pravious fnancial years {6,030) {(5.87%
Transfers to liabilities hedd far sake (27} - 7
Foreign exchange (335) (530} e EL
At 31 Docamber £.783 7,000 =3
23
Daferred insurance cogls movamarts
DEFERAELD GEFERRED DEFERRED
BEINSUURANCE PREMILM . HET COMMISHON ACCARSITION CO5TS
el 2HE e YT 2018 2615
e ] USEN LSS 545 LS M LISEM
At 1 January 1,149 og2 pas 1.04% 383 510
Costs defamed i financial year 448 1108 T53 #73 ] ABE
Amedisation of cozts deferred in
previpus financial years {1,0085) {395} {GH]) {515 (322} (355}
Transfers o assets held for sale f 2
dispesals 2 - % - - {45) E
Impaimmem - - - - - {413
Foreign exchanga {18) 153 79 (38 {2) {58) g/
At 31 Decarmnbar 38% 1. 160 §90 85 350 343 I

How we acconnt for the numbars

Uneamead preamium

whezre appropnate to reflect differem nsk pattemns.
Defarmred Inaurance costa

formn of e llabilley afequacy weet fngle 25,1},

Lirarmed premium B cakaulatod bazed on the coverage perted of the insurance of insurance oommact and in acorrdana
with Lhe expaclad patiem of the madence of dsk, using efther e daily pro-rate method or the 249t method, adjusted

Ereferred relnsurance premiom is calculaled based on the pedod of indennity provided (o QRE by the reinsurace sontrad,
and in acoardance with the nelated pattem of the incidence of Ask,

Acqidzition cootls are captalised when they mdale to new busiress of (e renewal of existing brsiness and are amemsed
ofi the sama basls as (e saming patiemn kxr thal buasiness, Al ke balence dale, Jefermed aoquisilion costs represant the
capialsed acqulstion costa thal relate to uneamed previom and are canied fonwand (o a subsequend aecou ming perod
in recognition of thelr lbure benefil, The camying valus of dakzmed acqulstion casts is subsec! (o iImpalmeen gsling in he

\
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251

Llakity adegquacy tast

bwrvu- ST
Na;ﬂ'ﬁh@.la.m:ﬂdﬁlﬂ MGmphmMmmmﬁmmumﬁaﬂmmﬂ'qmm&dmm leas deferred
insurance cosby) 1o datamine whether the amour provided (3 sa.l'l'iumt o pay fuhue eldma

I e present valua of axpected mmmmmmm[mlmm &mn&tnﬂﬂmiabﬁrlsw
defickerd, Tria dafciancy is riTrmedlately mcogrised i pooit of ks, I necogrising (e deflciency, o auer must Ami
wWills down amy refaled inlangible BRsets and hen dafemsd aoquiniion costs h-efmremgrh-lm AR unexpired nsk Babily.

Expected preasnt value of future cash flews for futore claima ineluding riak margin

paidi i3]

LSS USIN

Undiscousled net captral estimata LA 4,578
CHs coram 1 praset vl s . Hri} {240
LT 4,138

Rigk rartglin at the 75th pafcatitee of nswarance Nafides 188 185
Expecied presen value of fulire cash fows for Rulure ofaims inchadkag risk margin 4613 4324

The application of the Kability atequacy tesl $x nol Klently a deficiency o sither 31 Decamber 2016 of 2015,

\

How we account for the numhbers

Al aach balance dale, the sdfenuacy o the uneamed premiam liablity is gesessed o0 a el of meidarancs Basls againgt the
pregomn vake of (he expocod fume claims cash flows in respect of te relevant insuranca conlracta, phus an addmonal sk
marn bo reflecd the inhesd unced ainty of (e central estimate, Tha aszessmentis camed oul Bl the operating segmenl
Feved | belng & pofolio of contracts subed o b oady similar rsks and which ang managed fog ether a5 a sing e poholio.
They axcepllon is (e Emenging Markals segren] whers nsks are cofeldensd 1o be broadly simlar within esch of te Latin
American and Asls Pacihc geoqraphic regicns bul not across the operahing segmen 25 a wihake.

Critical acconntng jndgements and estimates \

In assessing the adequacy of nel premiuwmn Kabilitiez, AASE 1023 General insurance Covracts requires the mcluaion

af &risk mangin bt does not presedbs andpimum kwel of margin, Yhis] thera is establizhed pracikcs in the calcn aton

af 1ha probadbd ity of adequacy of Lhe autsta ndmag dans Bability, no soch guedance exists inrespect of e level of d5k manin
o be wsed in delenningg (e adequacy of ned premiom Rabililies.

The Group has adopted s risk mamgin of 4.2% 2015 4.5%) kor the purpose of (e Kabdity adeguacy et 19 produece 3 75%
probability of adaguacy in respec] of 1alal Insoransce Nabilles. The 75% hasis s arecognised industy benchmark In
Agsnlrakia, being the monemoem probabiity of adequacy required for Auslradian kcensed insurers by APRA_ Withouwt alkowing
for diversification benefits, the application of the 4_3% sk margin o twe net premiu m Habil ties s estmaied o achiawve

& probability of adeiacy of 700 (2015 71%) for net uneamad pramius Nabillies on 3 slandajone basls.




AT Hoday renumy
AnoLn cowELnEL) TN

ko
o

|
NN

S~

2.5 Trade and olher receivables
ig
. ]
@ ﬂvmtuﬂ L : % I ¢ /
' s Trade mﬂ,gﬂ'ﬂ'rﬂmm amh‘i'u:ipmf Er_rml;i'lh mlﬂdtn EJEI.Eb_f orralrmumnoe mnmm Ui &
premlum Wﬁa are cutinfated amout ﬁ'ue]l:r GBRE in rﬂaﬁuﬁlﬁ hl.:s.lne.ss For which the Grqmﬁ h -l;l‘l rhi: bt iwhere e
mﬂ#mhmdtohmmammmdma. . y o
=
a i
FokE 1%
i1 LUSIM
Trade dobdors
Promlu regenabie ! 2,149 2 280
Reinsurance and olwer recovenes ¥ Ahd 1.088
Unclnsed premmicn 3 1.08%
by frade debtors . 123 192
€211 4 654
Ciher recaivaties . ] L] e
Tiade and othar eosivatdas 4,831 4 4958
Recaivable within 12 months 4,775 &4 745
Recajvable in graaier than 12 months 56 206
Trade and othor receivabibes 4 831 4.950

i Nelof aprovizion for impaimend of F6 million (2015 $65 millicn),
2 MNelof a provisson for cmpament of $53 mallion (2015 361 milion).

Cue to the predominanily shot-eom natum of thase receivabies, the camying valise 15 aasirmed w approxiarats e G value.

Tha maximuam expodung be credii risk at twe reporling date is the fair value of each ofass of receivables. No receivabies Are pledged
by the Group as colfateral for Kabities or contingent kabifitias. Imformation an the ameing and cred |k rating of thesa bafances |s incuded
inmote 4.3.

\

How we acconnt for the numbers

Receivables aie recognlsed at fald value and are subseguenlly rmeazured at amorlised cood less any (mainmend, A provision

forimpairment i3 established wien Beda s obpective svidenos that tha Group sl ot ba abla o colet Bll 2molnts dua
according 1o the Griginal termns of Bee receivabie, Any increase of decrease i the provision for mpaxment is recognised

in oM of loss within sRdeneTing expensas.

\

TR EULIo)Lr Hodayg
K o mmamm bﬂmg
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a2y Trade and other payables

@ o S I

*‘.I'r::ia payahies primarthy corprise a.nﬂ.nis‘ oruda |y PaiFELIANCE cwmrpa'ﬂqa ard na:larl(_q Traasury &nd Investmeni
parﬂbles are amounts due 1o mvestmenl muntﬂrpm'lles in zetilemend of h'a.rﬂal:‘tims L

<

A 2615

LGS M L5
Trade payatias 1,172 1.261
Mher payabsas ard Sccrusd xpenses -1 E7E
Treasury payablas 2 3z
invesiment payabs 333 130
Trade and olhar payabbas p AR 2,101
Payabie within 12 months PR 2.058
Fayabia in greatar than 12 montha 122 45
Trade and olher paymkes 2,138 2,101

How we acconntlfor the numbers

Trade pay ks ara recognsed Ittaky al lheir fair value and ave subsaquentty measured at amonbsed cost wing e
effective interest method,




INVESTMENTS ACTIVITIES

@ Overview

merm colecteg fmm poicyhdﬂama'& fvasiad larnee! Iﬁe Gmup & cagh Fow neads L pwdahm and other axp-maas,
4 vaoH 5 Generating a retun that ocgtrhtes fothe Gmn.ps [m:lilabilt'_.r A sound 1nvé$1mgm§lm¢em ia therefore integrat

tothe SUCCREE or'lhe Group's opéraltons: -

The Gml.plrmasis Boross a diversifad rangaufm!mmﬁ ta amem an aporopriale Balahes maem Hat 3 retir
ﬂe{:ﬁqm& onv#agr&tnhmtared&penﬁdqn&m&dad reta.nns, cagh Hmmq&mofﬂme Group, ﬂqubdlynfthe

. (Gstmend, cmdﬂmﬁtyufﬂﬁehslnnmﬁpdﬂmumﬂmkapﬂﬂeﬂﬂwm Fu'ﬂ:afdemhu-nﬂwnmgamam
__ﬂrﬁkassodamd%hmsMQmaﬁcanbe!ﬂwrnmi&4

"+ The Group™s investment aysets are cateimiaad as alher baddrr; phticyholdars: orqhﬂhuldars Furdi, with the fomer
. bemg hl.rasf.rperﬂ acsals v.hlch hack mﬂmnce NabHities Msilsl'etha raﬂer oomprisea = utha: mveﬁumrﬂ assels

31 Ihyeatmart income

2014 2014

51 Lisam

[ncame on growth easets B 225
Income on fxed Interes? secunthes, short-tenm mohey and cash 551 483
Gross investment Ireomme 4T T4
trvestmeant oxpenses {2d) {28}
Het invesinanl |ncoma £23 ABE
Faregn exchange gain doss) 125 {20}
Other incame 2 7
Cithwar aupanzes {4} (10}
Total investment incomea 746 655
Invesiinent and sther income - polityhiders’ unds 432 215
Inveslment expenges — policyholdars’ lds (15} (1€}
Investment and ofher ncome — sharehaldecs' fends A 273
Invastmen! expenaes — shereholders’ mds % {10}
Total invesmTent Incote Tdi 635

1 Includes nel fair value gains of 5109 milien (2045 5128 mdion). interest inoome of S482 mil:on {201% 3482 milicn) amd dnidems inoome

of £55 muhon (2015 3104 mdhan).

How we accouni for the numbers

\

Interest incoma | reccgnised in the pedad [nowhich ] is eamed. Diddends are retoqnised when e dghl ¢ racaie payme
i3 eglablisted. Investment income incides realised and urHealsed gains or losses on financlal assets which are reporied
on acombined basis as fak value galng of foase3 on fnancial assets,

R

g
B

-



Notles to the finandal statememts v
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3.2 Investmant assote

HE s
HEIN LIS
Flxed Income

Short-lamm money 3,95 5924
Govemmen] bonds K &4 4,158
C-ofpcrate bonda 11.3% 12,385
Imfrasiruchae debl 453 )
Unit brus ke 31 &4
21,783 pra:Titl

Growth azrals
Developad ararkel aquity 579 £33
Emarglng marke! equity M 254
Evmerging market debt 0a 3is
High yied dett 2092 A58
Unlistad proparty trusts 4,028 1045
Allematives 4% 3T
2,581 3,152
Tatal investments 24,274 26.032
Armourts. mataing within 12 months 5,548 10442
Amounts raturing in greater than 1.3 moiths 17,426 15,580
Todal invesimeants 24, 3T 28,832

How wa account for the numbers \

Investments ane dasipnaled as fair value throogh profll of koss on indial recogrillon, being U cost of acquisiffon exduding
trargacticn costs, and are subsoquenty remeasurad lo far vaiue at ach reporting date, The falm vakse herarchy and the
Group's aprEoach 1o measunog tw falr valise of each imeatment [nstameant i discossd innote 321,

Al purchases aned sakot of iInvastments that rogelss deldivecy of the assat within the Ume fam e estabibshed by mgulatkan
of manel convention are moopnised at trade dabe, being the date on which e Group commits to buy or 328 e asset.
Trveaimenls s deneccg nied when te dghl 1o recebve faibare cash Acows Fom Bw a53¢] kas expied of has Besn
transfemed and lhe Growp haa transferrsd substantaky of the aks and emamds of ownershp,




311 Falr value herarchy

S Owervion - - AR RETETRT

mﬁmup Imwesimends ‘n’dﬂalmﬂu'rmrﬁee is mﬂmble fu;ﬂaegwmnm and oversight of the investment vahiation
! Priotess and enstres that"ha*datefmlrmlm of tair vatia ig # ‘achorlance with the Group's investment valuation policy.

m.mmmémmaﬁmmhmwmmmammnwmm:emwﬂmmm
pﬁlqwtsmuﬂ'redﬂemmﬂmufﬁﬁ'vMasfm ) T )

l..ﬂr-{ 1z Valuation is ba:ed on qiqted prices in adlhve mhrkﬂt; forme sama instruments,

. Lavel 2: Vaivation is hnsnd Y quoted prices for identical iﬂlrm}ents In markets which are nol active, quoted prices far
mnﬁarmslm‘neﬂ:s or m:ihontedﬂqt:es for which all’ sig:iﬂcam inpus ara based on dhservable markel data, for
mtan'lpia COTEARELS prfdng Ysing broker quates of valuation ﬂmdeiﬁ with obsenvabie inputs,

Luwils vaiuaﬂonﬁadumhreappﬂadInwmd-aoneqmwes@iﬁmmmmmndhasedbnabsmauamamim
S

oo . ..:, I ] R -_: ./-_
21k 2015
LEVEL 1 LEVEL 2 LEWEL 3 TOTAL LEVEL 1 LEVEL Z LEVEL 3 TOTAL
YEIM LSEM LS5 UsiM il LIS HM LEEM 54
Flxod income

Sharl-letm money L A0TE 1{ 3,984 251 £.062 1 5,524
Government bonds 4,808 1,134 2 5 G #8449 1, %00 & 4 158
Cerporate bomnds - 11,333 - 11,38 - 12,384 1 12,385
Infrastrectone det - 17¢ 133 A2 - 135 2058 A
Uit busts - 3 — T Ll = e I D .
5662 15,825 e 21,783 A0 18,845 220 22 BTH

Growlh asaats
Ceveloped manket equiby 580 - 1% LT3 G557 - 2B Gl
Ereryinag roaried equely - % - M - 254 - 254
Emerging market debl - 30s - 30& - KA T - K3 L.
High yield debi - 202 - 202 - 454 - 458
Unlisted property tists - 108 - 1,028 - 1,043 - 1,043
Allematives - 166 257 4d 3 - Rith - 57
0 1.755 276 2,591 B57 2470 % 3153
Tobal nvestments §,222 17,560 572 24,374 4 57 21419 245 26,032

Thea Greup's approach o maasuing the fair valle of imsesiinaTs is descrbed befow.

Short-tarm monay

Tenn deposs are valuved af pay plus accneed inleres! and are categonised as Eval 1 fair value messusrements, Ctiver shor-temm money
(bank bllz, cxrttficates of deposh, treasury bk and othes shod-bem instnoments) are prced v inlerest rates and yiedd curves
observable gt commonty quoted inlerval,

Goverrwrent bonds and corpomale bonds

Bonds whech arg traded In aclive markets and have guoled prices from exlemal dale pioviders are catermxfead a3 loved 1 far walue
measurements. Bonis which are not radedin sclive markets are priced (alng broker quakes, s ng cormipara e prkces for sl mFar [nstrumeTs
af Using picimg techuk]ues st by ecal requlalons of exchEnges.

Infrastructure debt
Irfraxtrchae debt prices are soormed from e investment manager who fay wsa a combination of cbaenvabee marke! prices of comparable
Eharket prices whird available and ofher valation teshniques.

Dt oped market aquity
Lisled equibes fraded in active mamets are valued by raference 1o quoled bid prices. Unlisiad equimes are priced using OQBE's share of the
reaf asseis of tha ety

Emgrging markel squily, smerging markst detl, high viald detl, unit trusis and unllsled property usts

These aasets are valued wsing quated bid poces in eclive makets of cumant unl] prices as advised by {he responarie enfity, ustee
of equlvadant of the invasiment Managenam schere,
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FOR THE YEAR ENDED 31 DECEMBER 2016

ANlarnatives

Allamatlves comprise furd of fnds wehidkes, Fair valua is based on the net asset value of the wahdds, and the rasponsility for the
valuation of the undedying securities Bas with the extemal manager. In mosi cases, an independem adminkstalor will be ofised

by the externa]l famd manan e (or pricing and valuation, A combination of chsernvable mrake] prices of compacable makes prices
fwhire availabie) and ofher valuanon techndques may be wsed i e determinaton of fair value.

Movements In val 3 Investments
The follcwig tatke provides an analysis of invealments valeed with reference o kel 2 inprts,

2016 HE
LEWEL 3 55N LESEM
AL Jarary 246 186
Purchases 393 o5
Dlspesaks {40) (37}
Faw value {(osses) gaing recognised in proft or loss {13 1
Foreipn exchange {18} {3
Al 31 Ceoember 572 245

322  Charges over Inveatmants and reslrictions on usg

A contraled ertity has given fixed and foadng chamea over cerlain of iks investiments and cther azsats in omer 1o 3ectine te oblig stons
of the Group’s corporale rrambers al Uoyd's of London ag descnbedd in aofe 8.2,

Included in investmeTts Sre smourts totelling $3.042 mBion (2015 3,345 million} which are hekd in Lioyd's syndicate st fuds. [nodas
10 vl undanwriling Duslress withay $ama teniones, Uowd's syndicaled are reduioed o kdge acsets vy caly negufated trust funds.
Undes Lioyd's byslaws, Heeae smourem can only be umed to pey cekms and allowable enpanses of the syndicals and canaot be sdthdrn
from the $nast fands undil aloved 1o be disinibuled A3 profil onee anus] soksency re uirements ae met. incduded in s amoum

15 5104 roillion {2015 S570 ool No) of STwrT-GeTm ey
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323 Derlvatives over Invasiment agsets

i amﬂamﬁﬁmmhnﬂmagemﬂpﬂdes and dertvaﬂveaméy ba vaad i the H'ngaslmenl :
nasbmhahedg#igmﬂ’andtaammmﬁptmafm mm-gposm«smmamiaam alt shorl
mmﬁemmuﬁymummngp{mmmm mtsiwiaxpmmhanauﬂdas&mpﬁmm Rizk
managa'rﬂ‘lt p-olmes over thi ude of deriveliies arm set out i pole 4. :

QEEmaﬂsohmr@emwetQ&eﬁmmmmmmﬂanwmwminmﬂana&udmlhahm
mamials Thoza deﬂlgalhla emuau‘asam not hﬂud&d In metati&bdmv . _ o

MAALAD
Lo Ky o

ma|aal
SEILMEOE 3

F

The Geougs nofonal exposure to investm e derivatives 3l te balante dale i sel oul in ihe fabée b icw,

Fa
FA T 2015 2
NOTHINAL EXPOSURE LSEM LSS g
Flxod Intorest futuras o /
ASY, 50 day bank bils - Ta0 n
SFE Awslralian 3 year bond futures - 81
50 day steding fitunes - F13)
Equlty futurea .
AEX 5P 2060 - 104 i"
SEP 530 E-mini - 191 E
w

How we account for the nambers

Dervalives over investment 259643 are initialy recognized ak Fair value and ace subsequently remeasonad bo falr vaise
threogh profit of koss. For daivadwes traged in an active markat, he fair valoe of dedvatlves is delemined by relerence
to quoted manke! prices. The mam to make! value of fuhams posifons are cash setted on a daly basiz reauling in & fair
wahe of nil at the balance date.
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FOR THE YEAR ENCED 3T DECEMEBER 2016

4, RISK MANAGEMENT

lfC.IBEla!a mmmwdmm MGmupsabiptrtumﬁhmlmm mkmmwm mmﬁ!outﬂt
we dn OBE alms ti::gmmal.awaailh and mesaimisd mEtums for ity Bharehokion &y’ pumungoppoﬂuﬂha thax irvobes rigk,
Cur people are Tespoivbia for enmaing thal QRE'S risks are managed and comrolled on a day o day basls. OBE sms

3 Lise i abllity W poperty manage risk o proviee more certalnty avd mpoved aulcomes for all alakshokders,

QBE applies a consisend and megraled appraach o entarpise sl mavagemend (ERM); we mader o this a5 ONE ERM. QBE's ghobal sk
manageme remewors seta out ha appmach io managing key deks and meeting straleqic objechves whilst taking o accound the
cieghon of value for cur sharehelders. OBE's rak manapemen fiamewok i3 4 ticulaled i the Rk Manag emenl Siralegy (RMS) and
Reinsurancs Managemen Strategy (REMS). both ¢f which are approved anaually by e Gooup Boand and bodgen wich AFRA.

The framwpewecak consdata of compheriontary elements that are embedded theeughaul the business menagemen] cpcke and culrs of e

omanksation. Key aspects include: dsk appetis, gowamance, repodtng, dek assessments, model g and stresa testing, manag ement,

and r genietaring Aned rigk cLloane,

Riak managemen i3 acontimers proceas and an fregral pearl of minsl business manegemern, OBE's approach is o fregrats rak

MAnSQeerrert ino B bimadar managarment processes of chea orgamisaticn, 1t ks QBE™s phiosepiy 0 endune 1hat ok managenant remalas

embadded in e buslneas and that B sk malours of riak akers a0e hemeadves (b sl mansoers. Speacfically, Lhe mansgement of dak

sl otoud al each poim i e business menageme cyde.

QBE Gy’ alrategy for marnsging riak is to;

» achieve competitive advanisge by betler undemlanding e sk ervimonments inowhich we operate:

» cpraans withi N our laled ek, appetie and mare efectively alfiooate capital and reacurces. by Asae4eng the balancs of ek and rewadd; and

» Avoad UMwWeICOme SUrprees (o the achievemen! of buainess oiectives by reducing unceralmy and wolakility (hough the dentification
and manedement of faks

The frarmework B supponed by a suite of polkcies that detail OBE's approsch (o Uhe KEy sk categonies used by QBE to classiy Rek:

+ Slrategic sk inobs 4.13

o lnsurance rak (note 4.2)

o Crexit riak fnote 4.3%

o Markel rigk (nale 4.4)

» Liquidhy riok {note 4.5}

» Qperanonal dsk {note 4.8}
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4.1 Strateqgic risk

Stmhgmgﬂﬁmﬂﬂpmmﬁurmﬂmmms m’c:upta] amsaﬂufmbgchmmasdemguwmﬁ_
" of responsvaness i xdtmal changié. QBE qasnﬂas strategicr nsk writo fva amca{agcﬂes, a3 folkdws:

-busmé'!-s, pm-du-c:andmalmt d&l:hl:‘rm : -
.cnpﬁzlslm&ieandnqaég«m 2
- acquhﬂmh, decigion ap& négotatiors:: o e
= tax sk ma.nagemenl Emd " . -k

« ITvESimedt strategy. w : s

.'_QBE‘snpgvmhtommﬁgmsh‘a&gmmkmurﬂmpnmdbym&mmatralegrcmappﬂhemeﬂmmw[ .
: hylheGrdupBuardandgsgmmﬂw R AR Lo a'n LR
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Bysiness, product and market distribufion

Hushness: The Group is a geagrapticaly dversifed inlemationa) gemecal insurance and reinsurance group, U nde rvilting most major
commertial and personal fines dasses of bisiness through operations in 37 countries. The Group Board and the board of each didslan
mee! a least quarfery to review perfomnance againat business plans. Actual resulls are moniored and analysed reguiary ab vadows
fervals im Lhe Gargagd 19 [ derity advarsa Ignds 50 thal nevnesdial action ¢an ba taken at an eardy stage, Ore of the kay 1oola u3ed o ensure
achievemeant of business ptans is o identily our 'menage (o' Mely scananos impacting fe cian year based on events that heve cocumed
of risks ihentified sirce plans were get, ¥We assess bow these scenatios wosd impact relum on equity {ROE) frecasts and denatnd and
i roemLet beriden i Acthans 1o drive plan achievahiliny.

Produck: QBE reviews the strachring of it insurance profducts on an ongoing bass in iee with mankesl expeciations amnd developments,
fergistation and claims trends.

Marke! distlbuton approrch: OBE makes ese of distiboted networs of insurance agents and brokers to undesake 3akes and
markelng of its inzurance products, The Group also mearkets and disld bubes insurence producls dimcty by phone and on G inenned.

nodsy
BARRTT

g

Capital siructure and managemant

QEE's obcive whsn managing Sapital is to mankain an optimal balanc: of dobd aned eguity |0 M capilal 9nechare 1o eduoa tha ookt of capllel
whitsl maeting capdal edequacy reurements, prowilag secorty for pokoyholders Bnd continsing o provide sufficent retums te sharshokers,
¥ihare appropriala, adusiments am mada 1o caplital kevels In Bght of changas in econamic conditons and nisk charactenstics of the
Group's achivies. In order o malmaln or adjust the capital siruchare, the Group may sdamt twe amound of divigends paid 10 shapholders,

ety capilal o shareh ciders, 3sue rénw shanes o debl secunfies with capial chaaclensics, sell aasals 1o mdice debl or adopl mone
consensaEtive invastment of relnsorance siialegies.

QABE Is subtecd {0, and complles with, vanous axemaly impoeed regulalony capRal reguineiams, both frough is whoky-owned insorance
contmlled enlies and as a consolidated inswance group. Thess requirements are desigred o ensure that a sufficient sclvency maigin

i3 maintaimed in order 10 provide adequala protection o policyhofder, In addition. te Group aime o maimain & alneng credit and inswrer
furauncdal strerwgm ralineg along wih robest captal @tios i erder to support #s beslness ehiecivas and madmisa sharcholder wealth,

Thea Group (seg an aconoig caphal rmoded (ECM) I assegs 1he kevel of capllal roquired for Iha undanwtfng, dalns estimation, credd,
rarket, iquidiy and operational rak to which i i5 exposed. Economic capial is dalennined as e kel of capilal thet the Group needs

to ensure (hat it can, with apre-specified probabd iy, satisfy it wtimale policyhokder obiigatons in edation to 81 insuranc samracly (ssied
on or before the end of the business plan year, The ECM is used by rnenegesment to halp (i tee deferrninason of slialeg o caplial
allocation, business planntg, undenwnidng pedommance, pricng, ransuranc: amangamants and agaragale manegement. Capel

i3 ailceaied o business unita, divisions and ulimately 1o undenwriting portfolios according [a the associaked gk, The esdngas plans
Inciuda et assat, dnddend, euad shane capilal and sofvency propecians a6 well 25 (e impad of patont(al acquisliens. im e event

of a sianificant change in e Group's risk profle, e ECM will b recakoufated and the regulls reparted (o e Group's Boad,

The Growup resews iE caprial slaactung on an ongaing bagls o cptimise the alocation of capital whilst enicimising the cost of caplal.
Active manspemant of the busineas and fs capial has enabled the Group to maimain io insuner financial strength and tredit aiimg.
and has affrded QBE good access o capllal markals whadn neaded,

Managemes hat a padicular lecue on the i) lewing perfomnance i ndicaors:

« The Group actively manages the components of capial in aoder 1o eraimlain & kvl of elkg e regdalony capilal thad excesds ARRS,
raquinamenas. Having deteomdmed thal the curment Growp ok appedis rematng appropriate. e Board hias sel the Lagel level
of reapulalory capllal for 2017 at 1.6 — 1.8 Hmes (2016 1.6 — 1.8 times) tw Presaribed Capital Amoond (FCA).

+ Al requiatod wholy -owned endlies ane required o maimain 3 minvmem evel of caplal to meel obligations o policyholders, itis e
Groug's policy that eech reguiated antity mainlaing a capilal Bets Spomprale 16 ifs size, Business mix, complesity ard risk profila which
fualy Exwraplis: with and meeds or oy foeal negulary neouremeants.
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s The oup aims o meirtain te ratic of borewings o sharcholders” ndsz al 25% — 15% {2015 25% — 35%). The ralo of borowings

o sharehdiders' nds at 31 Decemdber 2646 was 33.8% (2015 33.6%).
w [l frarcial smength ralings prosicded by the maior rating egencirs demdans Fate the Group's Snancal strength md cams paying ablly,
In addton to the managanmesnl repordng and planning procesaes, He Gmodpr Ras dodicalesd $aff across its businass palls and dldslons
responsée for underslanding ma megula oy capltal requiremnerts of balk (e gporating insurance entlties and eorsalidaled opombioms.
The quadiy of OBE's assats (pamicu ary investments and reinsurance ecovenes) is continuorsly montored (o engure sy polential gsues
are Wenlifed and remedial action, where necessary, is taken o restore efective capdal performancs and kevels.

Acquiaition, decision and negotiation

JBE's growth stralegy is based on a combination of erganic and mrgaric growth. OBE's approach 1o organic o mkwiy aagastions

Is based on o principls that QBE will oy acnuine businasses that are aligned with ¢l gitategic Irden! and AirecHon amd which wi)
exarrbute o e achierement of our corpomala anbiticn, QBE'S sequishion shakegy suppona JBE's value creation model by remfoming
fetership in core bushiessed and enabling proftable growih and diversification.

Tax rigk managemant
QBE's appoach Lo measging taxaticn dek is wundaerpinned by the OBE Gooup Tax Filak Managenent Framework, which g sppronsd
by the Groun Boand and aligna with CBE's business sraegy.

Investment strabegy

CBE's appmach (o nvestmat f s H5 urderparsd by e Goolp’s investment atralegy, which i3 designed o achiove atmoluie relum
barg ety within pre-gefned sk and capdal conabrainta whiks! meeting reguiriony requirerments in every [ursdction. The strateqy requlres
QBE o imwesl in 6 range of a3sel dasses with pomfollos congistng mal nly of imves Ument gracke Fred mcome secorflos.

4.2 Insurance risk

D overview

Imurenon riak s the ek of fucioaions in the Gming, equency and savedly of inaued svents and claims senlamants,
telative b arpectabons, Key divers of inzurenos rmak Inchrie natosl of man-made catasirootec awertas, pricing of inclvicual
insurance oFeracts, resendng and [nswianes clams,

CIBE dagsifen insurance HeX [mo four eubcategonas, as Flowa:
« uncierariting;

= inguANeE concentrationa,

= regeryng, and

* [N AnCe,

QBE's approach 1o mansging inguraEnce sk is underpinned by Hwe Group inaurance sk appetie glaipmern as aet by the
Graup Boar and bs stamamanised bakow, '

Underwriting risk
QEE manages undansnting sk by appregiately satling and adjusiing wkervriting slrabeqy. risk selection and prcing praclices
trmughaul the undersniting cycle,

QRE's underwniting stralegy savs lo diversify and Timil the bpe of insurance naks accepted and reduce the variability of the expeciod
aulcome. The undemwtiting sirategy i implemented through QBE's annual business planning process, suppansd by grdeniting
aulhoitiss. Thesse aufodbes medend the lewel of dsk thal the Group is prepared to take with respedl o each permitted insurancs dass.

Pricireg of fiska is conirolod by the wha of in-houme pricing models rekevam lo specific porfofos end the mradeets in which OBE operates.
UInderwiters and ecluanes meinlan pocing and claims atalymis for esch potiollo, oombined with 3 inowkedge of oo menl deselkpmanis
|r thd res pectve rraels and cjasses of buginess,

insurance concentration risk

QBE's exposurs o concermmtions of insuranne sk is miligated by maintaining a business pordatio that s dnersified acnoss countnes
and classas of busingss, Produc] diversification is pursued through & strategy of developng strofg undemssiting skills in 6 wide variaty
af classes of buslness.



The table befow demonstmles tha diversity of QBE's aparations,

SloZ woday fenmuy £
LMQ FIUEIET] A %

2014 2015 ,

GROES ERRKED PRENM LM Usra U5 g
Comimerclal & domeasiic propenty AL LHG 46235
Matar & st cagualty 2,606 2540 g
Acicubure 1,549 1,616
Public/preadfuct Habilty 1,042 1,562 /
Wiorkars' compansatian 1.0%2 1,240
Marine enangy & aviation S0 BTG
Fiofessional indemniey .32 4 &40 -m
Accident & health 52 562 if
Financial & erealt 570 611 X
Other - 113 L 18} E

14,276 14,872 /
Concentration risk incluces tha dsks frem natural or Aran-mace eyarls that havs me petenttal o preduce dlams fom mamy of (he Group's

[

poicytvadiers at the same Hnme fe.g, catasiiophes), QBE cumently uzes a variely of methodolegies (o monilor anpregakes and manage
catastropbe sk, Thase inciude the yse of calaaliophe moedels from thind paty vendoms such as RMS and AR, the Lioyd's reslistic
disasler scenarios (KOS} and group agpregate methodoiogy. GBE sets the sk appalite relaling 1o caesiropha dek with referaree o ihe
insurance: conoentration sk charga ([CRCY. QBE's max miam risk okerance ki an individual natural catasmophe, rmaasyurad using the
ICRC mathodokagy, iz detenmined annuatly awd iz finked to budgeled ret eamed premium.

Reserving risk

Rerserving sk i3 wanaged through ibe quartedy aciuanal valuation of inswrance kabdfes. The valuation of the net cemnal estimate
i petformeed by qualified ard experiencad acluaries, with reference 1o isordcs dala and reasanad expectations of frlure aveqls.
The cemml estmate of outstanding claims 13 subjet 10 a comprehensive independer eview at teas! anvasalhy.

Roinsgranca rlsk

Tie Group Imils is expasira (o an individual cageptroshe o7 an acarmidation of daims by refnsuring a podien of dsks undenwiien,
This alows Ihe Group |o control expesurs G nsurance lozses, reoos volati by of repoiad resulls and protect capalal.

4.3 Credit risk

7 -Cmﬁtﬂ%iaﬂmnskd olmgtq,ﬂﬁEbyh{y asmlasmerla&aduﬂuenfamtsd{n
Mgh.' to Hetarigration in cmdrt“ Q’;‘ Q" s i |l sk afisgs m Arangial !ransamﬁm Nl Betribes issuers a.rhi"or

a reducﬁﬂn o dalay In Wﬂ'ﬂs fr inlerest yraerts fod dEI"auH of counlbmprtio: ﬁ‘uch a5 ebtors, broders, 7 -
’ dors, mumaﬁu MMkaEEE;l’mms cred nsk o ti'H&ﬂ snﬁcqzeggzlﬁs, as o o -

cradit ngp: p_uﬁmnmd”

Rainsurance counterparty crodit sk
The Group's obective is Lo maxdmis: placement of reinsurance with highly raled counterpartias. Cancendration of risk with minsurance
CoUreIpartiens is ronliomd sty and recula iy by e Group's Securty Coammithee and is contrmled by referencs ko the fallwing proipcods:
» ety of facullative relnawanos is placed R amordznce with e requirements of e Goup REMS and Group Security G ormamities qukciell nes:
» FERSURANCE Amangenerdy A regUanly reassessed o dalenmine their effectiveness baded on coment expaswes, botorcal caims

and potersial future ke ses based on te GroUps [RSUrancs ¢onca nratons, and
« xposung to minsurance coumerpantes and the el qualiny of those counlarpa mes I3 acively moritorsd.

Cred it rsk expoures e caloutated reguiarly and cotnpaned with aethon oo credl? limides, 17 celaan cames, the Goup requies ke of cedit
oF other colatemi arangements o ba provided (o quasrantae He recovera bty of the ameon svobeed. The Group fokda 31,055 milion
(2015 $o6a mdlion} b Colgherad D SupE renaurane: ecovenes on outslending caams. The cred ralfng analysis below inducea the
impect of such securnily armangemenis. N some cases, futher sotatty Ras beon chlained m the forn of tnsl ama ngementy, remaures defaull
P echon aned other poleriial offets. This acdxdfional secunty haa nol been nchuded inthe ored|] rating analyels below.
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The folwing lable provides information abmu the quality of the Group's credit sk exposure in reepect of reingLranse recavenes
on gustanding claims al the balance date. The analysls classifies e assets sccomding to Standard & Poar's (S8F) counterpamy credit
ratings. A&4 |5 ihe highaal poasibea raling. Rated asests fling outsioe the rangs of &85 o BEB are classifed as apeculative grade.

- CREDIT RATING
SPECOLATIVE NOT
AAR LY. a BHB GRADE RATED TOTAL
LIS &M US4M LIS $M USLM LUSEM LSS L5
An at 31 Decombar 1018
Rminsurance fecoverios on oWslanding claimsg ' 8L 2873 1,115 2 14 120 4,188
Reinguranse recovenes on paid cdaims z 4T 118 3 d 12 Op
As &t 3 Dacember 2015
RFeinsurancs recoveries on outsianding claims 1< 51 1,572 1.099 T 12 123 2.85d
Relnsuranca rscoveries on pakd daims’ 1 BTE 1B5 11 4 ] 1,088

1 Mataf a provision kot e peirmsnl.
2 Exgudes glher recoverien of $351 milion (2015 $340 million}.,

T olicwing lable prowdes further mioimetion reqarding Lhe egeing of raimsrance recoverss on pakd dabms al Ihe balanog dale.

FAST OUE BUT HQT IMPAIRED

HE|ITHER
PART CIE GREATER
NOR aTo X 4TONR 7 MONTHS THAM
IMFAIRED: MONTHS MONTHS T4 YEAR 1 YEAR TOTAL
YEAR LSSM LIEEM AN USIM LISEM USEM
Relraurance recoverios on pakd claams 2016 T4 161 42 H 15 O
2015 i 1) M4 28 10 16 1,088

1 MNetof a prewvmsion for impairmenl

Invastment countarparly credit risk

Tha Graup aidy tramacs wih Investment coureepartias within the lmiom cuined in the delegal ed aofharlllas. (meestment coumamarty
exposure imila are applied to individual couniterparty exposures gnd o muilipls expoaures wilhin 2 group of related companies n rekation
1o iwasmments, cagh deposhs and forwand fvelgn axchange sxpaawnes. Courterparty gxposure Bml! complancs s monftoned dally.

Thee ol crwing table provides information regarding the Group's eggregete credit ink exposure o the balance des In respecy of e mayjor
dasses of financial asses. Traoe and other recalvables arg excluded from this analysls on the basis that they comprise amaler credit sk
[tems whch genarally canrol be rated and are nol indvidoadly materal. The analysis classifies he ascels according to 58P counterparty
credii raings, AAA s the highest possibie rating, Rated assels faking oulside the range of AAA 1o SBB se classlfed as speculathes grade.

CRECIT RATING
SFECULATIVE
AdA AA A BEB GRAGE MWOT RATED TQTAL
LISSM LISEM LIS M LISEM USAM SAM LF5SM
Ax at 11 Dacomber 2018
Cash and cash equivalems - 207 363 213 4 80 By
Interest-beaning Invesments 3,584 8,124 1,792 1,852 n7 64 21,783
Dervallve fnaneial instrurmans L - 122 16 13 = - . 151
An at 31 Dacembar 2015
Cash and cash equivalemns 4 182 285 145 & az &o2
Interest-bearing investments 3937 8,444 3,773 1,337 Lk 125 22 570
Doarwative financlal inzinaments — 12 12 5 — - 33

Tha carrying amaur of the redevam, assel classes in Ihe balance shess represards tha masimom amount of credit exposune, The fair velte
of derivativas shown on the balance aPest represents the curmerd sk exposune bud nod the maxiimum risk exposure that cauld arise in e
fulwre a5 aresull of changing vales,
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Pramium and othar counterparty credit risk

The Group fransachs with biokess hat are repulable, suftable and approves] in accomance with kocal broker policies. The camlinggs due
GiligeTee over OB involves an assessmen] of the broker's feputabian, neguiatory standing and financal sirength.

QBE requlary revaws the colleaabd iy of recedvables and the adequuacy of sssadated provisions for impairnent. Congenyradon nigh
I5 Ao errenitoned for lams bokers, Balanoes are monitored on the basis of uncodected debl and debt outslanding i excess of sic months,
Brokers ara also sobact (o ey 1dar die dillgans f enaisre 3 henencs 19 foeal broker pabtad nd asaocialed e anemes,

Thea fellowing jabie provides informiation regarding the ageny of the Group's finantia) a33ets thal are past due vl nol impaired and which
are lamely onrated af the balance date.

— FAST DUE BT NOT HIPAIRED
HNETHER o
PRAT DUE SREATER
NOR ST 3 4TOE T MONTHS THAN
IMPRIRED MONTHS MONTES 101 YEAR 1YEAR TOTAL
S M LI55M 154 133k LS usim
An at 34 Docombar 2016
Premiom receivabie ! 1,220 786 ] -1 22 2149
Cither ade debtars &h 1T 2 4 11 123
Othear racaivaties &80 1 4 2 620
An at 3t Docombar 2015
Prermium receivable 1,359 a3 138 i) 43 2289
Cxhet race debtors 172 2 1 3 14 192
CAher raceivables 284 i1 - - 1 268

T ialof 2 prewision for impairnant.

4.4 Market sk
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OBE'3 appmach to maneging invesiment market mowvements & anderpinmsd by the Group's investrn e siramgy which ouflines CBE's
wiewy of the matis!s and its coresponding invesiment appesach. Oma of te key (Emils 320 by e stralegy B8 (he probabiity (as determined
by the Economic Scenara Genarator (ESG) Model of aaming negarive relurrs on the investment pertfolio, The ESG models ags et dass
and pertiolio returma vaing a stochaatic process baaad on a ange of economic and inancial marked scenanos.

Invesiment market fsk is 3l30 managed frough the application of expasire ard asset limdks. Thesa limdls are baced on Ine mankat ek
appeite as determined by B Sroop Boad and apply to!

« Inital hessen genaraled on the invesimen porifolic under a marke! stress scenarip, The scenarfo gssumes Biverss movements n credit
spreads, aquity markeds ana propelty markets and L5 0eskg red 1o relect a ok ndica nt shon-teom marke! atress evenl, The loss generaled
by the stress scenanio s partially offset by amy gains from a downwand shifl in sovensign bond yisdds,

vinlerest rate fsk, measured in temms of modified duration ared spresd duration;, and
» tota] combimed hokdings [ ecaaly, myvestment propery and glher growth essets a3 3 proportion of the Group's Eolal ime stment porfolio.
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Notes to the financial statements ..o

FOR THE YEAR ENDED 31 DECEMBER 2016

Intereat rate rigk

CBE s exps pd 10 indemsd rabe risk Ihigugh e hoidings in intares]-bearing assets, armponging market debd and high ylekt debt Investments.
Financial instramems «ith 3 fleating |merest rate sxpose he Group to cash flow merest rate ik, whereas foed interest rale instruments
expese the Grouwp to fRir value interest rale rsk ImMarest-beanng bwrowings izsioed by the Growp are measared at amortised oo and
thenafora 4o nat expose the Greup rasule to fai valoe iInleres! rate pisk.

GBS figk managemed approach s o mindmise inderest raa sk by 2 ctively managng inwasTment pattylios to achieve 2balance
betresen cash Mow (nberest rale ek and [ valee interest rate risk, Tha Group predominanty myests in fegh qualicy, quid terest-beaning
secunles and cash, and may uge dervalive financial instruments o manege tha imMemest rete dak of the fxed imerest portalio, The ek
MranagemmeT proceases Ovar hess dedvative Fnandal esinaments inchude Chse Senior managemen souting, includd ing 8 pproprate
hrand and oftver managemeont reporting. Dendvallvas ara gsed only for approved purposes and ane sob el o delegaled autholity kevels
o ceed o meanepemHent, The keved of defvative exposure is rewiewed o0 an ongoing basds. Appropriale segregation of duties exits with
res el i Gerlvaltivg Usa ang sompllance wih policy, Imies and o er pequirsments 15 dosely montonsd,

The res condral esdimete of Guistandng caims B diacountad b presenl vahee by elnenca (o sk aleresd ples, The Group (5 oo
expogad o polenial undersnitng restll wolABEy &3 anestall of ket rals mowements. bn prachos, over the fonger LT, an increase of
decreasa in i reereat rates i nomally offse by B comespanding increase of decrease ninflaton. Delaks are provded o note 2.3.7. QBEE
riabrtaine @ shorte st dinetion relatis 10 policyhcigons’ funcs, and has plang & o Towars durstica ralching of Jsses o KablBe
N 2010 or earkar. Al 31 Decamber 2016, the averaga mocdified duraion of ciah and feed imerest sonurtes was 1.5 years (2073 0.5 years).

Al investrneits ane Bnanclal agoots roeasumd at fair value Tirough proft of ioss. Moveronls in ndarest rales impact tha falr veioe of
interest-haaring finanasl ssaats and thersfone impact reported profit after ta The impact of a0.5% mcrease or decreaas in intersst rakes
oo trtenest-Deatnag financlal sssels cwned by he Sooup ot e Balanos date b5 shown [nthe Gt Debow.

FROHT {LO55)T .
SENSTRATY F v 2015
) LM (L 1]
Irtarest fate movennent — ieresk-taanng financial assets .5 {118) {71
3.5 114 &7
[rterest rale moverm ent —bigh viekt and emerging market debt +H.5 i) {113
.5 . 12

1 Melof lax al the rowp's prrma fed s incoms tax rzte of 30%.

Price rigk

Prica sk is thee sk char the fair valee of loluee cash fows of 2 Anancial instnsment wWill fucliate becauss of chanpes in make prces
{other Lhan those aising from interes! mte o cumency mskl, whethar thiose changes are caused by faciors specfic to the ind vikdusl
francai inginamend of i vsoer, of faclors affecting aX simiar fnsncied insicaments (aded o the maket,

QABE I5 ewposed 10 price ek on ils evesimei! in equities and may wie dGetwative inand sl instrumesats o manage This expesue. The sk
AR procasses over Mg derivative fnacial instrmeng are Lhe same as (hose eaplamed abore: [noresped of nlarest rate
dedvaine inancia nstramants. Expoaurs is albo managed by diversification anrass wordwide matets and cumencies,

At 31 Depambar 2015, 2,3% (2015 2.8%:) of tha Group's inveatments and caah was hekd In [skad equiies {nchading deriyalivea), of wihich
the majority was pubiicly taded in (e major fnancial markets and 1.99% (2015 2.5%} of the Group's investments and cashwas hekd
7 emenging mankal aquity and AlBmatves.

Al sayalties ace cneasumad at falr value throigh prefl, or Iess, Tha impact of a 20% intmeass oF decraase in [he vabes of [nvesmes
(irwciclireg cherpyalives — refer bo note 3.2.3) owned by the Group al the balance date on consolidated profl after ax éa shoewm in the
talha balow,

PROFT LO55)"
SENSTWATY ik 2015
e LFSEM LIS B
ASX 200 +20 12 44
20 {18) 48}
FTSE 100 20 15 B
-20 115) {8
EURD STOXX +20 1 13
=20 [15) {13}
SEP 500 +240 21 5F
-20 {21} {57}
MEC! Emanging Matkets index +30 [] 3B
— — . 20 {58} . {36}
Atamatives +20 a2 55
20 {L) {56}

1 Helof tax at the Group's prima fecie inpom e bax rate of 1,

QBE Is glmo expoted 10 phice fAak o0 s inaresh-bearing (fivad interest, high yiakd and emesging markal gebt} nanclal aseets, Al secuibes
are measunad at fair value threugh peofil of bes. Movemnents in orad f sprests immpacl the valise of coporate rteres e ng seosrties,
emerging ramel debl, allamatives and high yhedd debt and themefore impact reported profit after tax. This risk is maneged by inveslng in
figgh ualing, liquid kierest-hearing seculies and by rmanayging the cradil spread durgtion of the coperaa ety dties porfiofo,
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The imgaacd of eilver 30.5% increase or dacnease n oredit spreasds on imterest-beanng financial assets held by the Group al tha balance
date is b in thei Labke b,

PROFIT {LOES)
SENSITIVITY 21317 28
o L] LS
Credit spread movemen — compomte meresl-bearing financial aseats H).5 {143} (113
3.5 ) 108
Credit sprasd movamen] — high yiesd and ememing raarksd debt +0.5 % (13}
0.5 [ i3

1 Netollax o the Group's prime facee income tax rate of J09%.

QBE {5 also oxposed i prica sk o0 ik mvesiment in unlisted propenty neste. All anlisted property trusl imvestments are measred ot fair
wakie though profil of foss. CBE manages Lhis tek Dy iesrsding in Sigh Quakty, diversified unlisted progserty hnds, Movements inumil
Fric2a impacl the value of unlisted propety busts and tereions impact reponled prodt e tax. The impad of a 10% increase o decrease
inuri prices on wilsted poperty Gus! secunities owned by the Group at te balance date was $72 mdlion (2075 573 mikicn) ret of Lax

sl the Gmup's prima fede income e rate of 0%

Foreign exchange

CQBE's spprmech to forsgn axchange managemen i undenpinned by Ihe Group's forsign curency stralegy, The Group's forsign
Fachanga axpasuts penerally anses a3 4 result of efher the kanslation of foreign cumency amounts & the funchionsd comency

of a contded entity (opemational curency nsk) of due to (he Iranslaficn of he Group's fet investmonl in foreign eperations o the
funciicnal cumancy of the pareal entity of Australian dollas and ) QBEs presemaion cumency of US dallars (eumendy ranstalion rigk).

Oparativnal corrency sk
Qperational cumency riak is managed as folows:

» 23ch conlmiled entity raana pes the volatity dridng fmom changes in foreign exchange rabes by meiching liatslbes with assets of the
same fomency, 53 far as iz praciicable, thus ensoing tal any xposunes to foreign cumencles ara mikimised; and

« farward forsign exchange oontracls e vied where pogsible o profet! residual curmency positions. These forward foreign exchamye
cordracts are accounted for [n accondanos with te dodvalves agconning pobcy s oul in nole 5.6,

Foreign exchangs galms of k$ses anlsing fon opecaticnal forsign CuRoncy exposwres are reporied i profit oF koss consislent wilh the
gims of losses from mdaled fonward forsfgn exchange osmraces, The dsk nianag ormend process covanng e cse of faowand foereign
exChange contrects nvolves chose senion managemen scnaday. All forsard fonalgn axchange contracts are sebgecd 1o dalegated aulkority
bevets provided to managemert gnd 1he ksels of exposum ane reviewsed 9N a0 ongoing bazis.

The Group's aim iz 19 mitig ate, whera possible, i1y cperatonal foreign curmancy exposwes at a controlled entity lewel, From tme to time,
the company of comoolled ertites say malntatn an aperational foralgn Slrrency expesure o offsot cumency volatiity adsing fom
franslation of fomgn comency forecast pro™s, sublect to senlor manegement approval and adharenoe to Board approved mis.

ey MDA Maknlaan Hof polay ey R
Ecpmadi] . t“mmﬂ Lssaup‘ng . AMOLY RIMELREL) YED Eﬁ
.
o, T

The analys(s below demonairales e impact o profit after rcoms B of 3 100 stengthening o weallening of Whe maer carenses aganst 3o

o funelicnal cuaverscies of the uededying QBE Group amtities. The exposures below reflect the aggregation of operational cumency §
exposuras of muiiple enligas wath differan] lunctkora] cunencies, The sensitivity (s measured with reference o the Group's residual % -

(or umatched) operational forsgn cmency exposures at the bajance date. Oparatenal korsdgea exchange gains or Ksses & mcognsad E F
i el o kg% i accordance with [he policy set oul i note 1.2_3. The sersivities provided demonsiiate B impad of achangs in oae key s

vanabis n solabion whils! gher assumplions remaln wnchanged.

The sensithdties shewn in (he table bedow am redevant only at the balance sheel date, as any unmaetched exposures are actvely
moailored by management and the exposure subsaquently matched.

TR 2015
RESIDOAL FROFT {LOS5) REHDUAL PROFIT Lo
EXeSRE SERGITIVITY ' EXPOSURE SENGITIATY F
EXPOSURE CURRERELY USEM ) LISTM L5 Ehi * ERSEME
US dolar 277 +1i0 14 AT +10 {3
-ig {19} -19 3
Euro 2¢ i 1 {41} 10 ficH
-G (1) =10 a
Herg ¥ong dedlar 6 +10 - i3 10 i
-10 - -18 (3
Canadian dodar 5 +10 - &) +10 -
-14 - — -14 -
Slexiing {1) +14 - 12 +1 1
19 = -19 {13
Austealian dofar {13} +14 (" 224 +i0 2
-10 1 =18 2
Mew Zealand dolfar (123} +10 (9 [ Lt -
-1 g =14 -

1 HNet of lax gl the Group's prima facke income Lax rate of M¥5.
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Notes to the financlal statements co.ruae

FUR THE YEAR ENDEE 21 DECEMBER 2016

Curroncy sk it redylion i ranafyfion of ited fnves rmanis o foralkgn oparations

QEE is exposad 1o cumancy sk in melaton o

+ ther lransistion of the uimale parem enllty’s net investments in foreign opevalions o s funcional cumency of Avstralian dollars; and
» the rapziation of 31 foneign operations (o the presenlaticn cuwmency of US dollars,

QBE doet not ertiradly seek to wse demvatives to mitigale autency Tarstation fgk on franslation ta the ofimate parents funadonal
ciarency of Australian dollars for che following reascdns:

« CUTEnCY trancianon gaing and lossas genedally have no cash Fow:

» cumency Fansladon gaing and loss#s are actoined fof in the farekgn cumency ranslatlon reserve {a comporant of equity) and theretfore
do el mgact pofil oT Ioss unkess the relalad forsign operation ks disposed of, and

w rianagemeenl of Iranalalion sk needs. (0 be balanced agalnst Lhe imeard oR capilal regquired ers and |iguidity risk.

In percda of extrecrdinary volalfity (hat are expecied (o pereist for an extendgod perod of Gme, OEE may sled to vtsa dedvabeas

o mitlgate curmency anmlation risk o pregarve capital, The volakilty created by the U, referandum decision 10 aawe the Eurepaan
Lndon {BrmxH) is an-axdmphe of siich wofathiy and, siece 30 June 2016, the Group has ebeded 1o ulllse dedvatiees to hedpe e stering
ral irvestment in foreign opemboRs,

Cusrency translation risks in QBES imvealimends in oontrolied endites e maoniomred on an angoing basia end may be miigaied by deamaton
of formign crancy Bomowings @9 8 hedga of thim ek, Amp detx secunity Bhal gualifies az a3 fesdgng Eremuremt mdy be deajgnaied 24 a bedge
of the Australian doac parenl snby's Ml s rsnt in komign opssrations and any reskdusl exposire o foesign opemtions in fadente
cuTences may be hedoed up o the i speciied i te Goup sk eppetite stalemen. The extem of hedging His expmare s cefuly
Managend b ENSUNE 3N ApDropriate balathcs bobween carmency Aok and asascialed nisks such a5 bquidiny risk and stabdEy of caplial
BderuBcy kavels

Courrancy manageTen! proces ses am acvaly montonsd Dy B Grodp Chisl Financ 2l Oficer and invobsa dose sentor manse] emam
sorutiny. A headg e faraacions ane subject fo dabepaled auvthonty evels provided 1o menegemend, and wa evedn of aapogure ame
raviswed on 2 Gogoing baais, Al nstruments thel are designated as hedges in acoordance with AASE 136 ane tesied fir offectiveness
ot bt & prospectiva ared 2 retroapechive: bass, Thess et are parfmned 8t edst quakedty.

Al the Balange dale, danvatie with & ret ecoats of $54%5 malicn (2015 nd) and bonwdngs and accrued intarest of $3,125 miBon
(0TS §3,119 millon) wera designated a3 heckpes of ned omvestmants in foreign opembor.

Forekgn exchang: gains of iosaes Arsing on franalabon of te Goup's Toneign operabions fom e paren erdity’s functional cumency

of Austraknn dollars 1o e Group's US dollar prezertation cumency are recoqnised directly in equity in acoordarnoe with the policy se out
innate §.2.3. Tha Group canmed fedg s this gxpies.

The anakmis ok damarmtraies the rmpact on squity of a HSs gmengthening of weakening against the L1S dolar of the major cumencies
to wifich O BE is expoaed Hwough #8 nel invesmmen in forelgn oparationa. The beais for B senaiivily cakculation s e Goup's actual
residual expoaure al the balnnce dale,

16 |15

EQuiTy EQUITY

RESI DAL IHCREASE RESI DAL IHCREASE

EXFOSURE SENSITVTY IDECREASE) EXPOSURE SENSITTVITY {DECREASE!

EXPOEURE CUREESNTY i L] LEE LIS 5 H LESEM
Australten doliar 5,064 10 %08 5,550 16 T
=10 {606} -1 {558)

Eurg ™ +H§ v mn 15} Fa
-1 {7 =10 {7 i}

Sterling 193 +1{0 19 2,281 +10 228
-if {19 ] =1 1226}

Horyg Kang doltar 158 o 15 158 +i0 15
. s (18} R Y« )
Mew Zoalad dollar 157 i i 142 +10 14

L (16} -1 13y

Sngapare dollar 124 b lv 13 115 +10 12
i {13} -1 {12

Apgenfinian pesg 114 +10 12 143 +10 14
-10 1 =10 {143

Colomtnan peso a2 +10 4 48 +i0 4

A {4} -4 {4)




4.5  Llquidity risk

S overview L e

Uhguidity rizk is the |isk Dhrﬁumdent liquid ms&fg ihm Habidtias as thay fa2 dl.lh o arl}' b-mrm alje fn ad}m'm ﬂ'l.e
.requirad Rvel of m%umy at’emesm codt. ‘?w- {3roup’s liquidity risk arises !:Iuﬂ tu ha nal:!ré d’lr;sumnce BcirAes whers
Yhe timing and amidym m'f'.ash outficus ang uljm‘taln.

QBE's apploactto’ man-ag!hg bauidity risk s ursder'plnned by the E‘-n:i.rp Iql.ldt'_.r flek app-e'tha as set hym Gﬂ;H.p Board.

and i& sirnmiatided below

QBE marages |iquldlty risk using a number of Loz, B3 Tollows:

» Cazh flow lanering;

» trainlaining a progorion of liabities in liquid assets;

» cash flow forecasiing; and

« stress lesling and contimgeney planning,

Liruadity is managed across 1 Sraup using 3 namber of cash kw forecasiing and amgeting tools and mehnkues. Cash fiow foresasting
and famgeting is coucied & a egal enlity level and involves aclivety managing operalional cash flow requinements.

To supplement e cash Row larpeting and o answee thal there ara suflceenl guld onds availabke W meet insurance ard Inveeimerd
abligations, A minimum pememage of OBE's Rabilities  held, &l all times, in cash and kouid secunities, QBE also maimains & telined
pepartion of ihe funds wrder maragemen in liqud assets.

GBE acthely forecasts cash fow requirements to idendify ulure cash supluses and shorlages to oplomise invested gash balances and
limit unexpected Calls from the invastmeant podl. Tha Group imits (e rlsk of kquidity shortfalls reswiting from mismatches in the timing

of claims paymerss and eceipls of daims recoveries by negotiating cash call dlauses in reinsurance commos and seeking acoeraed
sethemeris for large reingurance recovenas.

Tha following ‘abde summarkaas the malurky profike of the Group's financlal labities based on the remaining contraciual oblgad ons.
Bomowirgs and conlractual undiscounled inleresl payments are discossd by referancs W the Arst cal da e of the borrowings, detais
ol which are induded in s 5.1

"LESE THAN 13T A8 T IO OVER B HD FIXED
QME YEAR MONTHS MONTHS YEARS TERM TOTAL
LIEN LIS§M LISEM 111 L3701 LIS
An ol 31 December 2016
Forward Torelgn exchangs comracs 47 104 - - - 147
Trade payabdas 1,050 TE .. 18 3 1,472
Treasury payabkes 12 - - - - 22
Inwestment nayables 323 - - - - 333
Bomosings ' 1 A0 383 2,24 R[4} ] 1480
Contrecival undiscaunled imerest
payments ——— 45 a2 aln - 1,278
As bt 31 December 2015
F orward loreign exchanga comracls 35 - - - - a5
Trade payables 1,184 &0 2 q as 1,261
Treasuy payables az - - - - 2z
Irmvasimenl payebles 130 - - - - 130
Barrgwngs ! 1 8a1 148 2474 - 3.527
Contraciual yndlscoummed [nmerest
payIEND 219 S 264 317 - 1,284

1 Exclucies capitaizad finance coets of $11 millkan (2015 88 millan).

The maturity profile of e Group's nel discouned cerina estimals i3 analysed in nola 2.3.6.
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Notes to the financial statesnents «.rwe

FORTHEYEARENDED 1 DECEMBER 2E

The marrly of the Groogp's directly held Inlarest-baaring financks assats Is 5hown [hohe tablo Dedowt. Interest bearing assets held
ind recily through cobedlve investment schemes such as high yield debt and emeging markel debt) are excuded from the analysis.,

INTERES T-BEARI NG FIMANCIAL ASSETE MATURING IN

LEEE THAN 13 TG 24 26 T M AT TO 4R AR TO 8] OVER b

QMNE YEAR MONTHE MONTHE AN THS MONTHE YEARS TOTAL
Ar at 31 Dacombor 2016
Fimed rate USEM 4916 1,848 1,7 1.622 2224 1,584 14,715
Weighled aversge imMerest rate * 1.7 iz 1.2 21 0 13 1.8
Flaatimg rate LISEM 1,878 1,244 51¢ 1,261 635 1,918 7.8
Weighted averaga iraresl rete % 14 1.8 10 1.4 24 2.0 20
An st A1 Dacomnbor 2045
Fized rale US5M 8,005 1,76E 55T 458 1,791 511 13128
Weighled average inlerest rala % 15 17 23 18 2.3 3.0 1.7
Flgating ramw LISEM 3,000 1,042 1.813 BEM 1.380 =138 10,413
Weighled averaga inerest rale . 1.7 2.2 2.0 3.7 210 2.8 2.2

4.6 Operational risk

€p Overview

Operetional risk by 1 sl of ioss resulling From inedequesis or felisd inbwnal rocesses, peocka ared sysema or from
Operstional risk can maEeiakse N a namber of fomma roluding feod perpetraied by amployees o by exlemal parbes
{9.9. chaimy fxud of cyber SEacks), smpicpmenl praclioes (eoees aring Fom breaches of amployment, ealth or alety
Lawes, breach of smphoyrmanl cordects, ey of personal injury dalmes o diversity and descrimination svenis), Fproper
usiness pracicas alume o meel proftesalonal ohiigabiors o issues with the neline or desigr of &80 keuranee predocd),
dinaaders and oler everms, Ischnology and Irfrastruchom faluees, or bualness and (ranssciion proceasing mlunes.

QBE armes and assesses operadlonal risk through Risk and Comm Assessmery (RCA), Dhvislonal Risk Assassmem (DRA], top risks
and ememing eks processes, and scenano analyeis. The ROA pocess icerdikes and assesses the key risks 1o achewing oiness
obpeclives and i conducied a1 the business unit kevel. The DRA process treses 8 single, divisiona-awe| veew of sk soross Al CEE risk
cuntegrorhens, Trem top raky. process imvobees ha Idenificaton and assessmer of the key riske relaling to the Group and aach divigion by
Iheir respedive CECa. The emeamging risks proceas dentfics and assesses new risks, which are characteriged by incomplete bl
develouping knawiedgse or existing riaka Ihal deyekop in new or SUTpiEng ways. The scenanio analysis prooess assesaes the irmpaol of
potermally streme aoanaros and the appmopriatensss of oL comirgency planning.

QAE managas oparational risk Frough varkous sysems, commis and procasses, nauding efed ive segregation of dulles, accass
gontreds, authorsationa and reconclilablon procedores, buslness conlliuity managamrent, frand managemen. infommation securty and
piysical secriy. QBE moniors operaticnal risk through coniml assurance. key sk indicalors and imtamal koss evenis and Baues amd
actions. Ancdher key tool wsed by BE iz the targalesd gk, review procass whersby reviews ans conducted to identtfy wialher there are
amy Lrmibgaled risks or inacequackas In control design and provide recommendations to enhance the management of risk. The reviews
are generaly conductad by the Group's risk manegement and compliance function (the second line of deleree) and invehe vadous sk
managernen ladhniques and approaches.
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5. CAPITAL STRUCTURE

o

(EE'# ob}gdm in‘managing captal is Iu mamia{n a.ri'ﬂphmal balance betwesn detd and equity in order to reduce ﬂwm'eral

-cnﬁ] of capial vealat satisfying the r.apital ad;wm rairaments of regulators and rafing agencies, providing frandial -

mmprﬁar iHE poﬂcyhﬂldﬂm and ::mt#:ung [ ﬁmvlde an adequate renem to shamholdars

E 3 fad on the ASX and Its equityis defbminaled In Australian dollafs, The Gioug lso accasses intematona) dabt

’ matkel t diversiy its funding baae and mm'fﬂln n appropiate amounl of Evelage. Diebt is dhversified ACrosy cuqerlme.s \
lenure and !avela o sanibrlty Tha Group targats a m;maﬂ: bt 1t Uity ratha of between 25% to 35%, - -

Delais al tha Gmup 3 approach to c.apltal :isk mamganwm arg dischosed in note 4,1,

v

51 Bemmowings
018 s
FiWaAL MATURITY DATE FRINCIPAL AMOUNT USEM LEEM
Bank lsans
29 March A7 $10 million 10 -
10 -
Senior debt
1 May 2018 _ s=milon o 588 At
534 554
Subordinated debt
28 Seplember 2040 AS200 malion 1dd 145
i4 Mey 2041 F167 million {2015 51,000 mllliqn) 187 1,004
24 May 2041 £33 mlllion (2015 £325 milkion) 42 471
4 May 2042 E327 million ¥z -
24 Movember 2043 3400 millicon 400
2 December 2044 §700 millkon B85 Gah
1¥ November 2045 $A00 milkon L 3
17 Jure 2046 3524 million 85 -
2,535 2,614
Capltal securities
MNo fxed dale Nit (2015 £8 million) - 11
Mo fixed cata 3307 milon 300 300
300 an
Talal bormawdngs ' L) 3529
Armourme matuing witkin 12 moniha 10 11
Amouris matunng in greater than 12 manths 3, 2 3,518
3 AT4 3,525

Tolal bomowings

1 Firence cosls of £9 milion (2015 $1 milian) wers capialised in tha year,
Sanior dabt

Senior notas duoe 2078

On 1 May 2013, the company ssued $500 milion of seniar notes metuning on 1 May 2018, The notes ans unsecured and unsubordinated
ablgatiors of Iha company and will nanks equalty among themsehves and, subjed to cerlein excemicns in relation to ranking, with a8 ofher
urzecurad exlsiing and duure unsubordinaed Indekledress of the company. [meesl of 2,.4% par aopom | payabks half yearty In arrears.

Subordinated debt

Subordineted debt die Jutd

On 28 Sepmembar 2015, the company reised ASZ00 milion Brough the lssue of subordinared dets secwites with & 25 year matury, The
SECLET eE enithe iba hokders (o receive irdenast at chw B0 day aversge mid-rale back b rags phom a magin of 45, Irtansat b5 paki quarerdy

in &imears,
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=0OR THE YEAR ENDED 21 DECEMBER 20158

The secirtes ame redecmatia al the opoon of OEE, With the witten approval of APRA, an 2% Saplember 2030 and on each subsequent
imerest paymenl date during B 12 momhe following or at amy time in the evenl of cetain tax and regulatony evants.

The secieftes must be converted inle a vanable number of OBE ondinary shares, of welten off, f APRA delammines OBE to be nan-dabie,
The conversion rale i subjec! t0 3 price foor of 20% of the velume-weighled avarage price (WMAAF) of the sheres in tha Ava rading days
bidora e dale of ipsue of the searities,

Suborainated cabt dive X1
On 24 May 2071, the Group ralced 51,000 millon and EAYS million Beough e issoe of subominated dett sacuriies wih a 30 year matuty,

The cecurites enfite foldes o recsive inferast ar 3 Moed rata of F.35% anad 7.5% per annim raspecivaly ol 24 By 2021, at which e
the rate will reset 1o a 190 yeat mid-marked swap rate ples 8 magin of 4.05% and 4.0% par annum respectively. The rate will reset agaln,
o tha same basis, on 24 May 2031,

The seaxites are redeemabie at te option of OBE, with the weitler approval of APRS, on 24 May 2027, 26 May 20317, 24 May 2041
o i the everd of;

» corlaln Lox and US mvestmenl comgarry reglmaton events, which aliow a recem plicn al any dme; or
» cerilabn regrulatony and raling sgency eqety oedht events which slow redemplion 8t any Hme afer 24 May 2016

[hwing the year, OB parflay exchangad tesa secu iics for new subordinated delt secuitiss, datalts which are zat oul below,
On 23 June 2048, OBE repurchased 35 milion of these securilias for cash,

Subocdivurioe gob ! dise 2043

On 19 May 2018, OBE axchamnged E281 milien of lhe subodinated debt secarities due 204 1 for £27 mition of subordinalad debl
ool duey 2042, The securftics hove o 29 yoar ottty and endte haldeds [o raceiva 5 fized rala ooupon af 6.1 15% per a0 urtii
24 Mey 2022 The rale wil rasal i 2002, 2027, 1042 and 2037 W a raie calcuated by nefempce W e ten fve year mid-marke] swip
rale phus a mamin of 5.0%._ Iniereat is payabie semi-anrualy in smews,

The secriied 2 receematie at the option of QRE, with the written sporoval o AFPRA,. on each inlerest el dale o ol sy tme in e
event of conan tax and reguibloy events.

Tha secaibiey musl be converted imfo a vadisblo mamber of GBE oranary shams, of wiflen off, if APRA dotemaings Q8E o be ran-wabla.
The convarsion rme e subjecd (o3 prics floor of 209 of the WVWAR of Lhe shares in e fue trading days before the dale of isaue of

Subaroinated debt doe 2043

On 17 Nowvembar 2018, QBE axchanged 3372 midion of the subomiinated debl secunities due 2047 for 2372 milion of subardinated detd
e 2043, Om 26 Movernber 2815, QBE raksed an sdditional 328 mEon thwouwgh ihe same subondinaled detd wsue, Tha sacuntes have
a 27 year malunly and andile hoicesrs [0 mcdve a fred rate coupon of 7.50% per annum untl 24 Moveraber 2000 The rate will resel

in 2023 and 2010 1o 4 rata caiclated by reference o the fwen 10 year US dollar swap rate plus 5 marpin of $.02%. Inkeres] i payabie
som-anually in amears.

GEE hae an ontion to defer payment of inferes! in carlain circamsiances and sach deteral will nol constilute an evend of defaul,
Tha secirites are redeernabie a1 Ihe opdon ol QBE, with the writlen approval of APRA, o pach inlenas] ceset date o at any time in te
evenl of cerlain tex and regulatory events.

The secuiees musl be converled nlo 3 vard eble nomber of OBE ordinary ahares, of wiitlan off, if APRA determines GBE 1o be non-viabie,
The convarsitn rale is subject 1o 2 price Moor of 209 of the WAYAP of the shaies in the five trading days before (he date of issue
of the SECLNitias,

Swbardinalsd doh! dise Nt

Cn 2 Dacember 2814, tha campany ralsed $700 milion trough e issoee of sub ordinalad debd saciadties with a 30 year mahrity.
The 3ecunties antide hokders 1o reosive inlerast at a fixed rale of 6.75% per annum until 2 O ecember 2024, al which bme the rale will
reged b 3 10 year mid-manke! swap mie phos armamgio of 4,33, Tha rale will rasel again, on the same basis, on 2 Dacambear 2034
[rterast & payabke seimi-annoally (o amaans.

The securnies e redeamabke at e apiton of QBE. will tha writtan appreval of APRA, on 2 Decemnber 2024, 2 December 2034 or ol any
time in e evem of cerlain lax and regulatory eventy

The securtes sl be comedted nlo 3 vanahle ember of OBE ordinary ahares o wiitten of it APRA determines OBE o be non-viable,
Thee convarsion rale i St b o price g of 2% of the VAP of the shares in e fee rading days befom tha date of Beuse of the securfties.

Subordinated gobt dlig 2045

n 12 November 2015, (he company raised $300 mdlion thicogh ke B5ue of subadinaled debl securiles with a M) yoar satudly.
The securties erfitia haldars [0 reosive interas al a ficed rale of §.1% per anmom unil 1.2 Novemnber 2025, 31 which time B rate will
rezet fo a 10 year mkd-markeat swap rata ples a memgin of 3.992%. The cate will resel again, on the same baszis, on 12 November 2035,
Indere2i i3 payable semf-annually iR areas,

The seciriles am redeemable at e opticn of QBE, wilth the written approval of APFA, on 12 November 2025 and 12 Novernbar 20065
of ab any U e i e even! of camain fax and regulalony events.




gy Yodeg fenetty
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The securttes msat be cenvered nto a vadable mamber of OBE ordinany shares or weitten off if APRA datermines QRE 1o be noneyviabe.
Tha conwarsion rale s subjed to g price fieor of 20% of the VAR of the shares i the fve trading deya before he date of issue
of the zemurities,

d

Subordinated debt doe 2048

On 17 Jume 2015, QRE exchanged 3455 miion of tha §1,000 mitian of ta subord nated doebs seomities doe 2041 for $524 milllon
of subordingted debt due 2045 The new subondinated debl secuntes have 2 M0 yerar mamrky and enifts hokders (o reesive A R
rate coupon of 5.875% per annum until 17 Jure 2026, The rale will rezel in 2026 and 2035 o a rele cakculated by reference o te
iher 10 year mid-market swap rale pus a margin of 4.3535%. Interest 5 peyabbe seml-anmially i areears,

The secunthes ane redeantable at the oplion of QBE, with Lhe wiitlen appraval of APRA, on aach indares! reset dans of ak amy {ime g
E

Mmalnzang

b

Iru thea avent of cerlain fax and egalatory svents,

The searfies musl be converted Mo & variable romber of QBE ondinary shares, or wattan off, If APRA delemines QBE to be non-wviablke.
The conwersled rate is subiect o a pree Aeor of 203 of the VWWAF of (he shares in the five eding days before [he dale of izsoe /
of the zecurities,

Security arranparmenis
The daim3 of bondhokders pursuant to e subordineated cabt will be subordinaled i rghe of paymen o the clalms of all senlor credions.

Capital gecurities

[ 2008, acomireled antity issued E300 million of capilal secafties. Bekweon 2008 and 2012, £33 milen of captal secunities wers
repurchased by the Greup for cash at a dlscaunt, and wera hedd on the balance sheels of Group entlies 25 an investment a5,

Tha aasets and the coresponding liabimes were eliminated on consoldathan in tha Group's balamee shee! and Lhe nterast income and
BXpENEE was elitareted on consolklation in the profit or loss. Om 58 July 2016, OEE repurchassad the remalnang sterling capital secunties
and subsequerly cancetbad tham o hall

In 2007, 3 comolked antity sued $3560 milloq of subcrdinalad capial secuvities, The subondinaled capllal secarities enlitie hoiders

o mceive a fixed rate coupon of 6.797% per annumn wnt 1 Jume 2017, at which fme Ihe rale vl resel o Aoating thnee momh LSS LBOR
Pl 2 Spread of 2.625%, Betwean 2008 and 2012, 5243 mibion of capilal securites were repu mhased by the Group b cash at a discount,
and wers held on thie balance sheseds of Group erimties as an nvestmenl assel, The assets and the comesponding labsilies are elimngted
o0 eonscidation in Bee Group's batance sheel and e inlerest income and expense 5 allminated on consolldation in Bwe poRE oF ks

514 Fair valua of borrowings

2018 2B

LM LISEM

Hank fgans 10 -

Senior debt 801 &0

Subardinated dak) 833 2813
Capllal securilies 304 322 £

Toral barrowrigs 3,748 A.736

Conzistend with ofther fnancial instnimemts, CBE is maquired 1o ghioioss the basis of valuation with rakerenoa W the falr vale herarchy
which is explained in dalall innoge 3.2.1. The fal value of the Gircup's borowings are calegorised as kevel 2 fair vahse moasurements,
Flaed and feating rale secunities ane priced vaing broker quotes and comparable prices T similar insluments in active markets. Where
g active marked exists_ floaling rate resettabie notes am priced using par plus accisad meres].

BRI
oG -

-

y

How we acconnt! for the numbers

Eearowings are inikaTy mezssuared al falr value et of fransaction cosks directly attnbutabls 1o ihe transaction and are
sbsequenlly measueed gt amondsed cost, Any difference between the proceeds and e redemplion amoum is recognised
through prof orloss owver the pered of e fnancial Fabdity osing the efecnive irterast method .
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£1.2 Filrancing and ather coaty

2016 B

LES) LI5EM

Flnencing costs 252 244
Other gosts ? 42 —
Tolai inancirg and other costs Fyn) 244

1 Includes $12 mil kon write: dowvn of conlingent cansldsaton ecogrized on (ke sake of Ausiral:an agencies in 2015 and 3 34 milion cost
of dispontinuing certan Moith Amenican sgenay miationships

5.2 Cash and cash squlvalents

1014 M5

LIS eI

Ficed inlersat rate >0 20
Floeting [nlems! rals . BT £33
a7 &l

mestrictions on us9

Inchadad in cash and cash equivekents are amounts flaling 378 miion {2075 363 mdlion) weich are held in Uoyd's syndicate tnosl funds,
I crchar 3 ComediGT Lanahe rveritaryy Buaieeas within some remibcres, Lioyd's syndicales are regoited o keogd assets in kecaty regulahed st
funds, Under Lioyd's Dyedaws, theess amounts can only be wsed L pay ol ms ana 3Yowakhe exgenses of e 5ynd ieated and cannol

oy et rwry froan Eree st Funds undd allowed (D be St buted a8 profi onee anaual 3 evency requremenis are mel.

OBE has operationa in many coumnea which hawa foreign exchanga condrols and regulations. The relume of B controla and meg uiations
15 highly cdependant on Lhe refeyvar® coUnins Eanking pracices, and hese praciices £.an vary from simgls reporling requrerants

o autright probibition of moweresnt of funds. withaoul sglick pr or cendral banik appeoval. Tha impact of (hega cormmls ana meoulations may
be e resiricton of the Group's capactty fo repalinie capial andior profite. YWhitsl OBE's opemations in teaa countries are peneraly
emal, opegn exchange corols. and redgulaions meay wopad oo abd Ky 1o repatriake farda,

How we acconnut for the namhers \

Cash and cash aquivalants inchuda caah g1 bank and oft harnd and deposhs at call which ara readily conwenibha to cash
on hand and which Bre uged for operationsl cash equirements. Amounts in cash and cash equivalents ars he same Bs
(nexe inchuedad in the staternent of cash Rows,

Tha reconcliation of profft after inconne L to cash Bows fram apedrating actwitkes |s inciaded in nole A3

\
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51 Equity and reserves

ED “"“’ﬂ"

.:::::= Dmrwl,rh.lmm Intha a:rrpmyrmk aﬁeralcra:liatg havn mpﬂlmanﬂ anﬁhlhehuhar to mlﬁcﬂm.ehdlw:lsrm .

et

alﬂdﬂpfom-adsmﬁndm up of the mmpan-sr i proportion (o U'lerun'hﬂ' b’lshﬂres hegd,

531  Share capital

LG S

NUMEER OF HUMBER OF

SHARES SHARES
MILLHINS LI35M MILLIDKS LIS5M
Isswed ordinany shares fully pald at 1 January 1,310 4440 1,383 9,31
Fhares issuexd undar the Employes Share and Opllan Plan - 1 - 3
Sharas isstred under dividend reinvestment plans - - ¥ 5
Foisign eschange - {94} - {1.016)
fesied Grdinary shares, haly paid al 37 December 1,370 8,380 1370 8,440
Shares nolified lo e Australfan Securtes Exchange 1.3M B, 25T 1.1 & 444

Lesz; Plan shares subjecd Ly nangacourse koans, derecngnised undar

IFRS [1} {7} i} 23]
Issued ondlnary shaces, hlly paid al 31 December 1,37¢ B33 1.370 B, 441}
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53.2 Ronarves

20E 0FS

PS5 LS
Owamver occupied property revaluation reserva !
Al 1 January -] 18
Waluplion (deciease) increass 1 1
Reclassification on disposal of owner accupied property (8} -
Cafemed taxation 4 -
Forelgh gxchange 3 [#4]
At 3§ Dacember T S
Gash fow hedges reserve
At 1 Januamy - i
Trangfers into resane - {1}
Al 31 Decamber - -
Forplgn cursoncy tranststion resarve !
&% 1 January {1,4H) {1.541)
{Losses) gans on fransialion {413 3rr
Reciasaication lo praM of foss an dispossd - 53
Losaes on hedging transactions {11) {356}
Taxation H 41
Al 31 December (1,867} £1,426)
Sharms-based paymant resarve !
AJ 1 danuary s 183
Options and oo ifonal Aghts expense B L3
Transiers fom reasive on weeting of optiors and condddional nghla (1.1 {18}
Forsign ewchange - {8} 18)
Al 31 Dwacean ber 21 208
Anncciatos *
Al 1 Jamuary 1 1
Movarnent in the year - -
AL 3T Do er 1 1
Prombum oir purchare of NeteCOmToiag Ttereaty
At § January (0} |}
Hal changes in aor-conirofling imterests o] -
Fectansd facalion to reetned profm on dspoaal - 15
Foreym excharnge _ - &
Al 31 Decernber 18} {4t}
Tolal reperves al 31 Daoambar {1 8043 (1, 2483

1 Usad 1o recognlza fasr valirs movemants o Iha camyng valug of cwner coclrpasd propesty,
2 Used bo recond gaing of logges on cash fow hedges that are recogrised diracily 1n equity,
3 Exchange gains and kosses ansing on iranskation of a koveign confroled entity and reiated hedgrng instiuments are Lk 1o the fomgign

currany Iranslation resanes, Reber bg rtede 1,2.3, 10 the avenl of tha disposal of a radavant nal ioyestmen, $@ related mowsmant n he

resarve & reclacsiiedg 1o proft or oss,

4 Usad bo racognise B fale value of chainamants issrsd as shaa-basad paymants.

& un

Usad 1o recognise the Group's share of olher comprahensive medme of associates,
Ugad i ratognse movamenis in owneranio intaras! thal do npl resul m a chacge of conirol and raprasents the diferencs between the

wmgun] by wiich the non-contreding misrest is adiusted and tha fair vie of the consideration paid or recaived,
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Faskid LHE
| HTERIM ERdAL IRTERM
Pt end per share (Australian cams) z1 30 20
Franking percemiage Lo Y 100% 100%
Franked amount par shara (Acsirallan canlsj 0.5 o 200
Crved erad paynirt (Adh) e 491 274
Faymern date 26 September K5 14 April 2096 2 Colober 2015

On 24 Febraany 2017, the direclors announced a 509 frankad final dividend of 33 Australlan canks ped share payable on 13 Al 2047
The final dividend payoul is ARSI millkan (2065 A1 rillion).

2044 214

LISEM LIS§M

Frevicus year final dividend on ordinary shares — fully franked M7 228
Irtenm dividend an ordinary strares — 50% franked (20495 Fully franked) et 2 193
Bonus Share Plon dividend forgone 12} {E)
Tolal divkdend paid w33 415

Dividend Rainvestmart and Bonus Share Plans
The camparny cperales & Dvidend Reinvestmend Flan {CRP) and & Bonuos Share Plan (85P) which allow equily holdem 10 receive their
dividen d emtiement In the fomm of OBPE ordinary shares.

The fasl date of receipl of edaclion notices o participxls in tha DRP oF 1he BSP 1s 13 March 2017,

Boenus Share Flan dividend forgone

The amound paid In divifends duadng the year has been rduced as anesult of cenlain oligible 5hamshokers patkcipating o the BSP and
forgoing all o part of tedr gl (o divideneds. Thess sharehokdars were (ssued grdinany shares under the BSP, Quring the year 320,027
{2015 558,868} ordinary shares were issued under bwe BSP.

Franking credits

The franking account balance on a lax pad basks at 31 Deoember 2616 was 8 supus of A0 mlion (2045 ALY milion). After Laking
Inta accaunt the impadd of ranking on e fnal dividend recommended by the Beard since year end, bl 0ol recogrisad as 2 labi ity

at year end, the franking accowrd balance will have a surphoe of AS113 miltcn (2015 AS1T1 millon).

The unfranked par of tha dividend is declared to be condilt fonedge incoma_ For sharehaldars Got resident in Auslealla, 1ha dhddond wil|
not be subjed o Australian withholding lax,
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FOR THE YEAR ENDED 31 DECEMBER 2016

5.5 Earnings per share

e ma' . :f _ - + . ::E;

Eun'l'qs perah.ure (EP5) is the ammunl of pm'I'iI ﬂﬂm'laxaw.mﬂe tumd'is]'ﬂre Dill.in-d EFS Hyusts the EFS o the
Impgace of 3hares Lht o Nt yel isved bul whith Tnay be in the Rullre; sich 9 shares potentialy issiable fom corvertitla
e ; n;dlum ard smployss share-based paymens pans.

Hria HiE
LS QENTS LS CENTS
Easzic eaminga per shans £1.8 503
Dilded earlir'n:‘ts [T 3hare 80.5 43.8

5.5.1 Reconcillaton of eamings used In cakcwating earnings per share
P 2045
UG LIGEM

Hel peofil afler income mx atinbulable to ordinary equity holders of the compny wsed

in calcuiating bazic eamings per shara Badd aa7
Add: finance conls of corveble seciriths e =
Eamings \Bad i calcuialing giiesd samirgs per shars [P A7

5§52  Raconclllatdan of walghted average number of ardinary shares wsed In calculating eamings per ahare

ol iR

HUMBER, OF MUMEER OF

SHARES: SHARES

MILLIONS MELLIINS.

Yieighted average nurnber of ordinary shares on lssus 1,3M 1.258
¥eighted average number ¢f non-recourse koan sharss issued urnder the Employes Shans

and Dption Plan fthe Pan) (1] (1
Weighted aversge number of ordinery ehares vsed aa Ihe denominator in caltulating basic

SAMMINGE par shan 1,370 1,367

Wndalg ed average mumbar of dlulve potentisl ordinary shares [sgued under the Plan 19 13

Welghted average number of ardinary shares Lzed as the cenominater In ralcuialing dilted
SaMings per ahara 1,369 1,384

\

How we acconnt for the nnmbers

Bazlc eamnings par share

Bagh: parnipgs per share fa calculaed by dividing et profit 2fler Income tax andbulabke to mambers of e company,
adpmied for tha cost of senddng squity aolber Ihan ondinary shares, by the weighled average namber of ordinary shanes
oUetanding during Uhe financiod vear, adusled for bonus kemerts In andinary shares [ssued durng de pear.

Diluted eaminpgs par share

Dituted mamirgs par shara adjuss tha eamings figure used in the delarminatlon of aaic #amings per shame to exclude

(e afler income tax mfecl of inwerast and oter Anancing costs associmad with diutlve poleniial ondinary shares, end adjusts
Ihe weighted sverage number of shares ssaumed 1o have been lssued for no conshdaration, It Ao adjuss the we red
average numbar of shares 1o Inchde dilvlive polemlal ordinary shares and instrumenls wilh & mand e ory conyersion fegiwee,
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5.6

Derivatives

Dvetﬂuw S o o e

Damﬁugamaybeusadasatﬂdtomdgsng’@rmsfwdmuwmm Eachmrdmladarﬂymmagas Yoo
operaticn forefgn excharigs volati ity by mali mmummmﬂmmwﬁw asfarngpmchnable .
Fow?qfwﬁmexmanqemammmﬂgmaemmmlﬁummsm mmmmmmmem_ .
mﬂaﬂm!mpadrepmedthrmmmm'lm memwmmmmmwm :
company's akposwa to its hetinvestments in Toreigii operations.. - .

inlesest fa'oeawapa aver used to h-aﬁge EgoEUre t{:ﬂmt rate mwemafm an Ihe Gmup 5 homowings. .
Raler toly:;e 4.4 for a:ﬁdfﬂmﬁ inferralon m‘latmg tu OBEs ammaci‘l Eu !rmn&grnq iterest mte fisk and mnm rI'.sk
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Thee Group's exposure 0 weasury derivelives at fa balawa dale 5 set ot in e tabie bel e E y.
2018 2075 = /"

FAIR WYALUE FAIR VALLIE FAIR VALLE FAIR WALUE
EXPOGURE ASSET LEBILITY EXPOSURE ARSET LFABILITY
LUSEN USEM LSRN 55N LS5 LS5
Fooward fomsgn sxchange comdracts 1,73 184 147 203 33 a5
Intestast rale Swaps 144 - - 145 - —

How we acconntior the numhbers

\

Derivatives gre inflially recogriaed at fair value and are sirbasquently reomeasured al fair vabe twough profit or ioss unless
hdge acoounting is applied, For derivatives taded in an active market, the fak value of derivatives is delermined by
reference to quoted market prRces. Far dorvatives thak ane mal raded oF which 20 raded in 2 mrarket (hat is rob suffcs rdly
actrve, falr vahee is detemmined wsing generably accepled valraton tlechriquas. The mamk-te-marke? valoe of irlures posltions
ie cach zeltied on a daily basis,

In accomance with the criteri s for hedge aconunting, when afinandal instrument is designaled as being in @ hedge
refathonship, the releyvant contmdked entty RamaTy Jocements e relatiorship belween the hadging s nemen and hedgsd
flem, a5 well g its A4k manegement cbjectives and ite sTanegy for undedtaking vadows hadging ransamions. The relavan!
ey alko docurnents e assessmen, both g hedge incepdon amd on an ongolng bagla, of whether the hedging inetru ments
ara highly affecibve in offsetting changes in faxr walues, cash fiows of nel invealments in foreign opeeations,

Hadga acoounting is disceminuad when;

= tive g e bonger meels the crilenia for hedge accounting:

« e ecdging |rebtrument expiras of i ok, berminaled or axercied;

o the kg e ilan mastures, 15 sobd oF repRT; o

» [ antity revoles the designation.

For qualltying cash fAow hesgee and hedges of mgl rvestment i (ralpn speralions, the gain o loss assodialed with the
efacive portlon of U hedge s infialfy recognised direcy in other comprahanalve Incomea. The gain o [oss on any
lrnefhecive poction of the hedgig irmsrumend is recognised through profil or [oss Uremeediaiely, In o gash Bow hoedoe, when

a hedginp inEtramoent ¢xpdies of i eold, of when a kedge ng fohger meats the orileria for hoedge poctmling, any cuenu ive
galn or loas existing in equity &t that time remains in aquily and is redassted o prof or koas when he hedged tem affects
prRCE OF Iesa, When & ansaaion is no longer expected o ocour, the cumulative gain orfoas thal was recognised in equity kB
imedlatedy reclassified to prof o fes, In hedoes of net investments i foreign cparations, the curudalve gain or logs

is recyded o profit or loss on dispasal.

-
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TAX

@i o] s

Imhwnﬁmmhhngtud&ag&fm#mpmodamﬂscﬂul&tednsﬂaq,taxpﬂraﬁemﬂlemrerﬂpuﬂod
taxable!mmba:edmﬂuappﬁc@bhmmtaxmtefw&&ﬂhwmﬂmﬁm admtedfnrmaamdaiemmassm
and liabditias attnbutabie Lo lemparary differances and unsed lax osees, The mlaunrmipbemaenmmpmﬂtm
immta:m:pemammﬂdﬁdhﬂﬂmmﬂaﬂmoi;uimfadututﬂkmmt&nm{mt&ﬁﬁ Income thx
axpemedmnﬁeqmteloﬂmmmoftummpmInt&xm#ﬂ'hesﬂrmdﬂwmdd as it s based upor Iha
accrual accunling concep?,

Amuntlngh-mmammdnmtm:uhamlhesmmmgmumpalmaahmbhmwmas .
craating & iming diferenca as ko when & X eapanas of beneftl can be recognimed. Thesa differences usually reverse ovar
e bl undil theery' G2, & defermesd L a8 o Babillty i% recognid on the balancs sheat, MNole 6.2 detalls tha compesdion
and movesments. In defierman fa batances aned S sy manageme assumpions appiad in recogniing W ases.

Tha Group'a approach 1o managing b sk 8 dixcoged innoke 4.1,
Deetals of franking credila avadable w sharshokfer are dlackcasd in nolo 5.4,

6.1 Income lax

Reaconclilation of prima facle tax to Incoms tax expense

FrITy HHS
HCTE UGIM LSEM
Frofit tefore income lax 1072 853
Prirta facke {ax expenss ot 20% i 288
Tax effect of nondtamporarny diffarances:
Untaxed dlvidends (6} {10
Diffaresces iy tax rales {58} (40}
Olher, including nome-allowible expenses and non-laxable income 10 (5
Frima facie tax adjuated for non-lemporany diferences i g 21
Daferred lax assets (re-recogninad) dasacoqrised 51} o6
Under {aver) provision in oot years _ 11 27y
Incoime fax axpanga 1328 260
Anatysed 35 foilows:
Cument lax 289 a7
Defered tax 57 -
Undar {owers provisian in pros yaars - - 1 (27}
228 280
Defermed tax (credt) axpenss com pises: |
Defered lax assets recognized in profit or [cas 8.2.1 L) (3
Deferrad fax labilities recogrised i prof or loas. 622 [} 28
(32} -

1 Conzokdamed defomed Lax axpenss inchudes 3 mibion charged (2075 31 mibion credied) fo prof 23 a reaylt of changes in ingome tax mtes.
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How we account for the numbaears

The comenl Income tax chargs ks calculmed on 1he basis of Te tax laws enocmed of substanthety enacked al the and of the
reporting penod in the countries in which controbed erlilies operate and generale [axable income. Manegemers percdically
aaluates pasitions takenin Lax retums wilh respec to sliuations n which spplicatle tax requiation s subsc to imerpretation
and establishes proafsions where apprapriale on the basia of amounils expected 1o be paid 1o ha tax authoites.

Cuarenl tax assats and tax Nablltkes are ofioel whene the anlny has abkegaly enforceabla dghil o ofasl and isends Lo elther
seida on anet basis of o realise the assel and setde he kabiity smulaneousty, Cument and determed Lax 18 recogrised

In presil o kets, except to thie extend thal it relatos 1o s recognised in olher comprebensive income o directly in equily,
Inthéa case, ihe tax is alse recognised in other comprehensive income of diredly in equity, 83 approprigte.

6.2 Bafarrad Income tax

M6 2016
NOTE SN Usm
Dwgtermed tax aasets 621 Tva it
Deatermed tax liabiliies B.2.2 106 176
611 Deforred tax assata
The balance comprises lemporany difierences atirbotable to;
i3 L] 2015
NOTE USSM LIS5M
Amounts recognised In profit and loas
Financial assets — fair value movements 4 4
Previslon for impalmen) 20 20
Employss penefits 23 Lid
IMtanglte assets 21 177
[Msurance provizlons 512 Haz
Tax losees recogrissd 434 a5
Qhar 128 147
1,420 1,392
Amcunts recegnited In other comprehenalyve income shd equity
Capitslized expenzes 1 2
Defirred penefit plans L) S0
Ciher o sy
38 Fal
Defarred tax aszam bofore sct-off 1.478 1,448
Sl off of delermed lax iebiilies 6.2.2 {700} (a7e
5.2 T7E TB7
Dofarred wx aesabs bofore set-off anelysed us folows:
Recocvarabia within 12 momhs T4 B
Recovarabde in greater than 12 monts 1,404 1,382
1.47% 1,445
Movemeants:
28 M6
HQTE LISEM LISSM
Al1 January 1,448 1,458
Amounis recagnized in profil or [ozs 6.1 5G 3
Arnounis recognleed in other comgprenengive income 4 {7
Foreign exchangs {22} {42}

Atd Decembar 1,478 1,446

AT EAT
ANl

Mataad
FALETLE

LITTT T vodasg y
- “mmm bem k‘
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Notes to the financial statements o«
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622 Dafarrad Bx llabilites
The balans: comprises Wmporary diferences attibiabls to:

3048 S
HOTE USIM U5EM
Amounts racognised In profh and Joss
Imangitde assels 184 127
Insurance provisions 4 e
Finandal aseets — Fair vales mgwem snes 15 9
Ctter provisions az v
Chher 32 147
M 45
Arnnte mccgnised in other comprehendive income and eguity
Cwmer ocoupied property k] 3
Dafined tenaft plans 1 7
2 18
Oofarred tax llsb|Ntles befors ast-off 506 855
Set-off of defered tax assats &62.1 {700) 579
5.2 106 176
Dofarmgd b Jiad Koy bedore set-off anabtysed s 101 kowm:
Recoverahie within 12 montha 20 ra
Recowarabla in greatsr than 12 monthe .. i) 534
03 B55
Movaments:
3T 2016
NOTE LSEM il
AR danuary ASE 854
Amournta recogrised in profit or Joss 81 (2} Az
Amounis recogrised in gther comprabansive income {8} 13
Forelgn axchange 29 {36}
At 31 Decondar A0é 855

How wea account for the numhers

\

Defemed income tax i provided in full using the |iability method on emporany differences alsing botween the tax batas

of gssehs and Rabiites &nd (et comying amounka in (he congolidaned Anandal slatemants. Determed tax lahilies ara not
racognised if thay afse from he iRHial recog riton of goodwdl or if tay aTise fom e [mital recognfion of an asset of |iablity
in A fransact on alher than & business combinalion that at te trme of the fansechion affecls aeilker acoountng for Baabks
profil o lass, Defered income tax is detemnined wging tax raks fand Lywe) thal have bean enacted of subztantbely enacked
by e ¢ned of (ha reporting parkad and are Bxpeciad (o apply whan the refated defermed incoms EBx asset is realksead o the
defermed income tax lability & setied.

Defemed lax asseta are ecogneed for deductible emporiry dferences and vauged tax lossas oy if it is probable tha!
hiuza taxable armounty will be availame o ulilize Lhase temporary diflerences and kesses.

Defemed tax assats and {abdifas are not recognsed for lemporany differences between the camying amcum and lax bases
of invesiments in foreign operations where the comparny is 2bke o oontrol (he tioing of e ravareal of the Gamporary
differances and it iz probatie Ihat te diferences wifl mot mvese in e foreseedbie Aimre,

Dafemed tax aszals and kabrites are affset In tha consolidated financial stalements when thete iz alegaly enforcesbla nghl
1o offse! curen tax asseta and ablies and when ha defemad Lax balances relate {0 (he samae taathon autherity,
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Tax laaas

The Growp has not brought 1o acecont $162 milon (2015 3225 milion) of lax esses, which insades the bermaft ansing from 1ax oeees
I guerseas counbries_ § 115 million of tax Ioszea not breughl to 2ocount have 4 e of batween 2 and 20 years with the majority exgiring
in 15 1o 18 yearg, and $74 milion heve an indefinde (e, This benefil will onty be brooghl $a actount when (he direciom believe

it 3 probable thet it wik be realiced.

This benafil of lax [pssea will only be oblained if;

» the Group derives fulire aceessable income of anatune and an amont suffant (o anable the benefit Bom 1ha deduciione for the
lozses 1 be realised;

» [he Geoup cormtinues i oomply with the cond itions for deductiblty impos ed by W Egisfation; and

+ no changas in Lax leglalion adveraely affed! the Goup in realising the benefil from Uw deductiona for ta ksaes,

\

m, Critical acconnting indgements and estimates

Recoverahillity of deformed max asaata

CBE asses5a5 (he mogvarablity of dedarred jax sasels at each balance dale, In making thin assessment, GBE considens

in particu lar the canlyolbed ermrtily’s ftune business plans, hiswory of generating faxabks profim, whethar e onaeed Eax osses
resdted fom afentifiable cauzas which are unlicely 1o recur and § 8y 1ax plan nang opporunmes exist nihe pegiod inwhich
the tavalds kssas ¢ bo ol lsed.

I Morth Amencan Clperations, & deferned tax agaod of 573 millien (2015 5573 milion) conlinues 10 be oty nised,
comprising 3388 fdon (2015 $322 miliong of carny forward tax loss#s and $185 rallon (2015 $240 milion) of deductibla
tem porary differennes, net of applicable offseffing deferred tax abiiies, as aresuk of insurance techiical resenves and the
ax Jefuctibility of goochaill and olker infangibles. Uncerlalnty comdinues to exist in relation 1o the wtilization of this agsel
which is sudacd 1 hare Balng canl e f0iee (aaakbe profits ever the period of ik in which tha losses san be utlised.
OBE has made 8 judgement that Nocth Ameanican Operations wil be abls 1o ganerata sufflaan taxable profls osar e
forasepalble future, based wpon s fubae busness plans. Key assumplicns include & cortinuation of taxetie profil driven
by o mateial deted pration in the priod accidert yaar caklna) eslimate, a sustained returm of crop profeablity 1 historteal
averanes, benefts fowing from intiatives to reduce (he cost base of the division and fidure increases n investment yiekds.

Los ges axping gver the naud 20 vears, with the majority expliing bebwean 20030 and 2034, The uncenainty arcund e
recog ticn of the defemesd lax assel will ba resobved in future years if taxable proflls are generated. Recovery of the asset
ponlinues to be senstive o changas in ne comblned aperating ratio, premium growth and imestment yield assimn pions
ag Maze llems are the kay divers of hituie taxable income.

There iz prevailing unceralinty abm polential changes to the North Amernican comporata tax cate. If this was reducad by
£%, avarything slee haing squal, the Narth Amercan Cperatons defemed lax 2356 would be waiten down by 382 milios,

\

5,14

O adogtion of ihe tax consolidetion kegilaticn, te company and i15 whoHy-owed Aus il an commolled antities entered ihlo alo: shaning

Tax consadldation leglslaten

and fax Tunding agreemrent ihad reguies the Australian entties o fully compensale the company for cumment Lx etites and lo be fully
campensaled by the company for any cument B of defermed tad assots Inrespect of tax ksses anisng from axtenial ransaclons
poodaming fher the date of impeementalion of the lax corsolidation kegislation. The contdbutions are allocated by reference to the notional
taxabie ncome of @ach Ausiralian entity. The head ey & QEE nsocanca Group Linited,
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7. GROUP STRUCTURE

Th]a samm pmuﬂa:a h'rhlma'lhn tnhdpmuﬂmtam ihe Cl'BEG'mp:lh'mﬁlre. incheling mempa:tufdmrmhﬁ
Fnancial year: Ths incheies Bnqu.ﬁ-llm{n an:! drsmﬂuh. of tResinesaes, infangible asae!s quined o deﬂﬁnped and Lhe
reaully of impaimmam reviews.

74 Acquisitions, dlsposals and mssets held for sale

T4 Acquisitions and dEposals

There have teen no sigmifican acquisitiong or dsposaks in He cument fnancial year,

Ir 205, the Bflowing Rof-core bumineases werd dspased of:

» hloeeh Armerican agenchse (Commondty Assntlation Unoderwrilles, Deap South and S were sold on 2 Fetiuary 2045,

« ALmlmRYan egencies (CHU, Corporate Underwriting Sgenciea and Undenwiting Agendes of Australial were 306d o 1 Apdl 2015,
+ Arnenti e workeers" compensation buaiiess wad aoid on 10 Augusl 2015,

« Morth American Morg sge & Lencer Services bummest was sokd on 1 Oclober 2015,

A summary of the impact of each dispoeal on tee Anannial salemenls is inchuded intha lable ek,
ARGENTINE MWMURTGAGE &

AUSTRALIAN WORKERS' LENCER
AGENCIES U5 AGENCIER  COMPENSATION SERVICES OTHER TOTAL
15 25 US5M UEEW LIS I LIS 5M LIEM
Unad arwrlting expenses - - - {&£1h - {41)
Gialn (less] on sabs of entibes L 135 12 T {5 g {2}
13 12 LY {132} g {33}

T.1.2 Asawta held for sake

Coantroilad aites with nel assets of 513 milkan (2015 nil} cassifed as hedd for seke ot ta bafance dote were QBE Chike Soguras
Geperghea, OBE Lite (Ausimlia) Limited, Blue Ridge Indermnity Company and Southern Goaranty Insurancs Campany_ On dasslfication
a5 hald For sabs, an unresds ed mpalmmend loss of 53 milllon (2095 nd) was mecognised in profil or foss.



T.2

Intangible assets

Overview

Intangible assets are assets with no physical substance. The most significant classes of inlangible assets are detaled below:

Lloyd's syndicate capacity

The Lloyd's syndicate capacity intangible asset relales to the syndicate capacity acquired as part of the acquisition of QBE
Underwriting Limited (formerly trading as Limit) in 2000 and costs incurred as a result of increasing capacity since that date.
Syndicate capacity is the aggregate of the premium limits of each member of that syndicate at a point in time. An existing
capital provider has the first right lo participate on the next year of account, giving the indefinite right to participate on all future
years of account, The Group has demonstrated a long-term commitment to developing its operations at Lioyd's, The value

of this asset is in the access it gives to future undenwriting profits at Lioyd's. For these reasons, Lloyd's syndicate capacity

is deemed to have an indefinite useful life.

Customer relationships

Customer relationships comprise the capitalisation of future profits relating to insurance contracts acquired and the expected
renewal of those contracts. It also includes the value of the distibution networks and agency relationships. Customer
refationships are amorised over remaining lives of between five and 25 years depending on the classes of business to which
the assels relate,

Brand names

These asseis reflect the revenue generating ability of acquired brands. In some circumstances, brand names are considered
to have an indefinite useful life due 1o the long-term nature of the asset. When there is a contractual limit on the use of the
brand name, the asset is amortised over the remaining period, being in the range of five to 20 years,

Insurance licences
These assets give the Group the right to operate in ceriain geographic locations and to write certain classes of business with
a potential to generate additional revenue, They are considered to have an indefinite useful life due to their long-term nature,

Software

This includes both acquired and internally developed software which is not integral or closely related to an item of hardware
such as an underwriting system. Capitalised software is amortised over perods of up to seven years, reflecting the period
during which the Group is expecied to benefit from the use of the software.

Goodwill
Goodwill represents the excess of the cost of an acquisition over the fair value of the Group's share of the net identifiable

assets acquired, Goodwill has an indefinite useful Iife and therefore is not subject to amonisation but is fested for impairment
annually, or more often if there is an indication of impairment,

IDENTIFIABLE INTANGIBLES — GooDwilL TOTAL
LLOYO'S CUSTOMER
SYNDICATE RELATION-  BRAND INSURAMGCE
CAPACITY SHIFS  NAMES  LICENSES  SOETWARE GTHER

2016 LISSM LISEM USTH USEM UEEM [TETT) USEM USEM
Cost
At 1 January 81 878 31 50 152 43 3,190 4,425
Additions/reclassifications = 130 - - a3 - - 223
Disposalsfransfer {o assets
held for sale - (5) - (2) - - {2) (9)
Impairment - (1) - - - - (2) 13)
Foreign exchange (13) {13) - = (33) (1) (94) (154)
At 31 December 68 989 3 48 212 42 3,082 4,482
Amortisation
At 1 January - (692) (22) - i73) (34) - (821}
Disposals - 3 - - - - - 3
Amonrtisation ' - (40) - - {29) 2) - (71)
Foreign exchange E - e 2 - - 34
At 31 December - (718) (22) = (81) (36) = (855)
Carrying amount
At 31 December 68 273 8 48 131 [ 3,082 3,627

1 Amortisation of 329 million is incleded in underwniting expenses as it relates to intangible assets integral to the Group's underwriting activiies,
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FoR THEYEAR ENCED 31 DECEMBER 2076
- IDENTIFIAELE INTANGIBLES 0L TOTAL
LEOYLS CUSTOMMER
STNICATE  FELATION- BRAND  INSURANCE
CAPALITY SHFS NAMES LKSENSES  SOFTWARE OTHER
21s L& LIZ$M LEsSM USEM LRSEM LISAM LISSM LESEM
Coat
At 1 January &5 S04 38 L] £3 35 3408 4513
Addd itiorafredassifications - 23 - - 106 L b 1l
Clapozals - 1) s - 3 - {2m (45
I paamment - (ol } - - 2) - n (47
Foreign erchange 4 23} 4 - i8) )] (183 (239
At 31 Dacember a1 &rd a 50 152 43 3,180 £.425
Amortisalion
At 1 January - (657 {24} - {54} (A - (FA2)
A orlkgalon © - 47 - - {25} (2) - 74
i paiats - B 1 - & - - 12
F oreign exchanpe - 14 1 - 7 1 - 23
At 31 Den(oarmibees - 1593} 22 - {73 (34) - {B21]
Carrylng amowurl
At 31 December 81 188 & 50 74 8 3,1 6l 3,604

1 Amosiigation of $26 milion is incudad in undersriling sapenses as it relates t0 irdangible assets integral [0 (e Group's U ndens it ng Bcivimes.

How we accouant for the numbers \

Intanpibee ansedg ars Measuied at cosl bmy scoumuksied amdoniasticn and mparmert, Thate with 2 finile useful ke are
amrined ovar thew sxlimaisd usefd e in accomance wilh he patlem of sqpected consumplon of economic aneafits,
wilh amor|zation expense reporied in undersriting and other expenses or in amortisalion and mmpaimment of intangibes
depanding on the Lsa of tha assat. Inlangitle aaseld with an indefinke usefal e ane not Subec ™ amortization bul ae
teated for mpal ment annually or more equertly f thers ara imolcaton of mpakmant. intengible asses with a finke wsafd
Ha ane reviewesd for impaimenl whenever evenis or changes in circomelances indicale thal the camying emourt may not
ba recoverabda,

T.241 Impairmant lesting of intlangihle assetn

D overvien

[ Iheare ara Indicator thal an inEngble a55el's recoverade value has Talen befov its camying vadue {e.q. due o changing
markel conditans), an Impsinment est i parored and a loss s ecogeised b e amourt by which e camying vale
excesds e agsel's ecoversble value. Inlangible assels that have an indefinile usefid life, such 23 g oochwill, are Lested
annualky far irrpeim\ef't or mona frequently whars theems |5 an idlcation thal be carmpdng amodem may Nl e a0 werabe.

Goodwil Is allpcaled ta cazh generaling units, or groups of unils, eapected ko benefit from synergies arizing fom the
acquisition gluirq rige ta ihe goodvill. Cesh ganeraing rila of groups of cash generming unils edect the ks al which
guudwl i monitned for impairmmerd by menagemepl Aa Lhe Emup cominues lo ecquire opersbons and recrganise the
way Ihal cperaticns are managed, reporting stuces may change, pving rae o a reassassmeant of cash gonerating UTHS
El'dl'urH"le allocation of goodwill b those u:aa-h generatqu units,

. Thegmd'ﬂll rala!.i'qtot.srldn a-::qus.tcm]sdarmhmﬂdlnmm 4 et tha.n L USdﬂlIarandau ts sLibgact W foredgn
qxd‘mngemwmm fe




Goodwll iz anatysed by groupa of cash genemiing unfts as fofiowe:

0

3102 §reday Jemiiriy
dinoas sonemea] 7D

2616 s

US$M LUsiM

Horh Amencan Qperations 1,543 1,544
Avmiralian & New Zealand Opecations 1,428 1.133
Euwropaan Opedallons oL 4R3
Crher! 13 50
3,082 3190

1 HNore of thesa cazh genaraling units is individually significany

Impaimment losses

Imangible aeseis in Australian & Mew Zedland Operaions of 53 mdlion (2015 Norh Amedcan Operalions and Emenging harkets of
847 million) were isnpained following management's review of futune cash lowe andbutabie to these assels.

\

How we acconnt for Lhe nnmbars

Impalmment taating of lantflabie fnrangi b assets
The recoverable am oAl of esch inlany ibie assal with an indefra usahul Hia has been deternined oy meference to 3 value
in yse calodlation based on the klowing key assumplions and estimeles:

» caxsh fowy forecasts relavant (o the nilia valuation of te dentfable inlangible axsdl are rniewed and updsted {f appopiate)
by ranagemen. Cash fow fonecacm ae basad on & combination of actual perfonmancs 1o date and managoement's
expecialions of fubume performence based on prevading and anbeipated rate, Baors; and

= discour rales that inchude 3 bala and B marked sk premin sourced kom obesrvabie manke! imomnation and a speciic
tl5¥ prem m apprapaate o refiec] e natume of the fitk aasociatad with the infangibee assel o the cgsh generalimy unit
I which the aszel is alocated,

Impalrment tewting of goodwdll
The regoverabla amoum of each cash genemating untl or group of cash generating units has been determined by mference
o a valee in use calculalion based an lhe following key assumpoon; and astimales:

» cach fow forecasts, incliding |nuestmen retams, based on the latest three year business plan which has been approved
by the Group Board, These forecasts re base on & combinaton of Mstaical perfomance and management's axpectatdons
of future perfomiancs based on prevailing and amticipatad market factors and e banef of comm Bed cosd savimg
MBasLNes,

« termingl vahue is calculaled uilng a perpetty Giowih formads based on Gwe ca3h fow keecast for year tree, Gioewlh retes
reflect the long-term average of the countries relavant o the cash generaling unil of group of cash generaling unis and
ane soumed from absercable rmaket Ifomation. The temmingl growil rates used in monegement's mpainmend testing ans:
Morth American Operations 2 5% (2015 2 5%). Avstrakian & MNew Zealand Qperations 2,5% (2015 2,5%), Eurcpsan
Opermtions 2.0% (20415 2.0%); and

« discound ratles that reflec! a beda and a marked sk premium sourcad fram obearvable mankat Infermatlan and a cpecHic dak
premium appraprate bo relec the natune of te biiness of each cash panerating vnit of group of cash generating uvnds.
The pre-tax discourm rates need wers: Noth Amesican Operationa 11.8% {2015 12.1%], Auslralian & Mew Zealand
Cpersions 12.8% {2015 12.1%) and Ewopean Operations 9.5% 12015 2.8%}) The postas discoum rates used ware:
Worh Amancan Operalicns 9,25% (2015 9,5%), Autralian & New Zealand Opemticns 9.3% (20415 9.3%) and European
Oiperadions B.0% (2045 8.1%).

Critical acconnting judgements and estimateas

LIl Ity coruin wees B exest in redation io the valualion of goodhl] in OBE's Notth Amercan Operafions.

GEBE has comnpheed an impaime ™ caloulation and has delermined Ihat tha recoverable amounl exoestded e camying
valpe, afraid only by 588 mElon, The g ok Impainm enl valuation corlinues b be highly senzfive ¢ & mange of
assumplicns, in paricuar o increases in Lhe foracast comblned oparating rato used [n the lerminal vabe calodation and
changes i dlsoednd rale and lkvestmen mium assumptions.

If Uhe terralral v oo taned operating atio esad was inceased by 1 10% companed with OBE's estimate (84 2% to 85,29,
the I mreerk charpe wiould by $244 mil en, Y the pogtax discount nafe was creased by 1,09 (5.25% Wb 10.25%),

the impaiamenl chame would be 5458 million. If e eg-lems inwesin el relu m was reducsd by 1,09 {£.25% 16 3.25%).
the impainment chirge would be £358 milion.

bemwb Lﬂ;’:[::; amﬂm L

Haday
FIODAaNg

P

[ LG
U0

.



164

Notes to the financial statements e
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7.3 Controllad entities

Thlla mcﬁmlmmaloma Growp's Control e entitics,
Iﬂhmeadﬂmmbyﬁﬂmﬂl 3]

didated ﬁwvjala‘.ﬂtmwmx mmwaie the asaets and
z}1ﬂarﬂﬁﬂrﬁl,ﬂa hrﬂ'h&ﬁmnudparﬂmmﬂed

or fafmwhddmmuumml:lammd i the afﬂym acquired ord.s.p-as.edul'du.ﬂng the ﬂnanclal YL,

1.31 Cartrolled entittes

COUNTRY OF ECRATY HOLGNG

INCORPORATION FanT 0EE

FORMATON * %
Ultum ole piwrent entty
QABE Inawranos Giroup Limited Austmaliz
Coniroded] amties
A Jenni & Pariner 54, Switzerland 100.00 10000
Ausctral Wbsrcanilia Colioc{icnma Pry Lirnibed Aargtralia 0L 100.04
Auslrakan Aviation Underwriting Pool Py Limited Auslraka {0000 O O
Ayiation Insurance CHrecl Pry Limied Augraka 100,00 103,00
Aviation Undersmiters of Aria Pecific Pty Limited Ausralia {0000 100 00
EFue Rrkdge | oy (oo Py s 1000 00,00
Bumeit & Company. inc. ] 400 00 10000
CEC Comejo & Comego CLA LTOA Ecuader 9.80 950
CHU Residentsline Limitad {sckd 31 March 2018)" UK - 10000
CHU Urnorveriting Agencics (UH) Lirntad UK 10000 Oy (0
Colonlal Instraroe Agency [ Pusro Rico 100.00 100,00
Conloela 54 {n liguidation) Ecusdor 9576 975
Eldders [rRurance {Undanwnlng Agency) Pey Limbed Ausiralia 20.00 .00
Equator Reinswrances Limited Bermiuda {0000 100,00
FaAl lnsurances (Fii) Landied (domarnt} Fill 100.00 00,00
General Casurlly Company of Wiacormin s T00.00 T )
Ganaral Casuaily Irgurance Company us 1000 100,00
Greenhill BalA, Lnkarwrl g GmbH CEmmany 1000 104
Greend i Intamadon gl nswanse Holdings Limiled LK 1000 100,06
Greenhil Shurge Uncarwnting Limfbed UK 10600 10008
Gireenhil] Lindersriting Espana Lieniled EIE X100 100,06
Horbaler [rsurance O ol k3 100.00 14080
Irsurance Box Heldnga Pty Limited Ausiraliz 83.88 7818
Insurance Box Pty Limited Angiralia kR 7814
Laniana Inswurance Limited (dissolved 15 January 2015 Bearmuda - 10600
Lifeco Re Lirnted {dissabed 2 Februany 2618) 114 - 100,00
Liteco s.r.oddomman() Crech Republic 100,00 100600
MLRAC Prey Limctad Austrada 100,00 100.00
Mational Fammers Union Property and Caavatty Company us 100,00 18600
MAL Counury tRsuranoe Commparny us 100,00 166,00
hew Cenlury Finance Comporation Fusito Rlco 100,00 10800
MlA Uncarnasiling Agency Pty Limited (scdd 30 June 201637 Ausstralia - 7819
Morth Fointe Insurance Companmy us 100,00 10600
QLS 5.4, Qparador Logistco del Ecuador {in iquidatian) Ecuador #4.54 99,50
Praetorian Tnsurancs Company us {0000 1060600
PT OBE Gererd] Inswrance Indoresia (fommery PT Asuransi OBE Pool
Iredoreesia) indonesiy 100,00 5500
QBE (Jerseyh GF Limited {dissolwed § Decembar 2016} Jemay - 100,00
QBE {lersey} GF 11 Limited Jers oy 100,00 10060
QBE {FHG) Limited FHG 10000 10600
QBE Adminstration Ganvkees, Inc. us 4 0000 10060
QBE Agencies Autlmin Hokdings Pty Lmited Auslraka 00,00 10000
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COUNTRY OF EQUITY HOLENNG
M GO TT O 0% 2015
FORMATRIN k] k3 -
QBE Agencies Holdings Ply Limifed Aastralia 100,00 100,00 %
QBE Amoricas, 5. us {0000 103 00 E.g
QBE Asegurando LTDA fin liquidation} Calombliz 100,00 100,00 %
CBE Asta Pacific Holdings LinLsd Hong Ko $00.00 100,00 i/
OBE Aflantic, LLC Uz 400 0 100,00
QBE Allasz [ngatfankazedo 20 {in Ik ddalion) Hungary 100.00 10800
CBE Brazl Seguros SA Brazil . 95,99 g =
QBE Capital Funding LP {dissalwed on 5 Movamber 2018) 2 Jersay - - &,
QBE Capflal Funding 11 LP? Jersay - - 3 E
QBE Caplal Funding 1 Lirmited Jormay 100,00 10600 /S
QBE Capital Funding 1Y Limited Jersey 100,00 0000
(ABE Chife Segures Generakes S5A Chike 100 O 10361,00
QBE Companda Argenting de Reaseguios 54 Amgentina 100,00 0000
QBE Corporate Limited UK 100.00 100,00
QBE de Medea Compania dd Seqras SA de O Mexica k-] B9.39 g
QBE Danmark A5 Drerwmark 100 ) 160,00 % s
QBE Ermarging Markets Hoddinge Pry Blenited Australa 100.00 100,00 a
OBE Emgloyae Shae Trust? Australia - -
QBE Ewrapean Oparalions plc UK 100.00 100.00
CBE Eunpean Sarvoas Limited UK 10000 T0.00 wig
OBE Evmpean Undensiting Servicas (Australia) Py Leniled Ausiralis 100,00 100 .00 -E z
QBE Finance Heddimgs (EO% Limited U 100,00 10300 T'.g'
(ABE FIRST Ememprises, LLC s 100,08 190.00 -
QBE FIRST Froperty Tax Sofrtions, LLC us 100,00 19000
QEBE General Insurance {Hong Kang) Limited Hang Kong 100.00 100.00
QBE Group Servces Ply Lid Australia 100.00 106,60
QBE Group Shared Services Limied UK 100,00 000
QBE Hoktings (AAP} Ply Limitad Ausiahs £00.00 100.56
QRE Holdings (EC) Limimed UK 100,00 100,00
CIBE Hokings (Europe) Limited {in liquidation) Lk £00.00 100.54
CBE Heidings {LMI} Phy Limited {formady GBE Hokings {LMI) Lirited) Ausiralia 10000 100,00
QBE Hoidings (LK) Limited U 400,00 100,00
CBE Heokdings, Ine. us {0000 10000
QBE Hongkong & Shanghal insurance Limtted Hong Kaong 7447 74.47 '53
QBE Insurance (Australial Lirdled Australla 16600 100.00 L
QBE Insurance (Europa) Lim e UK 100,00 00,00 2
OBE Insurance (Fijiv Limited Fiji 100.00 10000 E] /
QBE insurance dndemational) Pty Limited {formarly OBE Insurance e
{nternatonal Limited) Ausiralla 100.040 100.00
QBFE Insurance iMalaysla) Berhed Malaysia 100,00 100,05
QBE [nsurance (PHE) Limhed PG 100.0:0 100.0G
QBE Insurance (Slmgapare; Pte Lid Singapaore 100,00 00,00
QBE lnsurance (Thaland) Public Company Limiled Thodand ATAR AT 47
QEE Insuranca (Vangala) Linfed Vanuaty 100000 10800
(ABE Inzurance (vielnamj Company Limited Yietnam 100 00 105,00
QBE Insurance Corparalion us 10000 10000
QBE Inzurance Group of Puarla Rico Ine Pueric Rico 10000 100,00
QBE trswrance Heldings Piy Limmed Aulralia 100.44 106000
QBE Irnsurance Sarvicas (Regiona) Limited UK 100,00 100,00
QBE {rvestmems (Auslralla) Pry Limbsd Ausiralia 100.00 16600
QBE imestmeands (North Amenca), Inc. us 100.00 00,00
QBE Ifish Share Incenlve Flan® leafand - -
QBE Jemsey Financa Limnied Jarsay 100.00 10800
CIBE Latin Amesica Insumncs Holdings Pty Lid (formedy OBE Lalin Amesica
rzurance Hoebdings S1) Austadia 1000 100,00
OBE Lenders' Mongage Insuranas Limiled Avisiralrs 100.00 190.00
QRE Life {Australial Limited Ausiralia 100,00 100,00
QOBE Management {Irdand) Lirited Irekand 100,00 100,00

OBE Management, Inc. s 400,00 100.00
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LOURTRY OF

EQUITY HOLDING

IRCORPORATIQN e T

FORMATION % %
(CBE Managemen Serdces (Phlipplres) Py Limitad Angiralia 10300 G000
CBE Management Services (LK} Limited LK 100,00 100,00
GBE Management Sendges Pty Limited Australia 100,00 10000
CBE Marine and Enargy Senviges Pa Limied Siwgapere 100 00 10000
CQBE Morlgage Insurance (Astay Lirmdied Homg Komg 100,00 10800
GEBE Parinar Senvices (Europe) LLP LIK 1XL00 198,60
GBE Re (Ewrope) Limited UK 100 1068.60
QBE Ra Servigos Pty Limiled Auiralla 100.00 10600
ZBE Regional Compantes {MA, Ine. kg 100,00 10000
(CBE Reinsurance (Bemmuada) Limited (diszohed 28 Janvany 2098) Bammuds - 19000
GEE Reirgurance Corporalion Vs 100.0] 1908.60
QBE Saabeart Inswrance Phill ppdnas Ine, Fhilipfdnes Eb. 50 5854
QBE Seguros Puerta Rice $00.00 1Hr 0
CBE Seguros Codonfal 5A Ecuadar 10000 FCHr. O
REE Sequms Ls Buenios Adrex SA Arpgentina L o ES
QBE Sequras SA okamhla 9B A% 0 By
CBE Services (Eurepe) Limited LK 10000 103,000
CBE Services [nc CaReda 10000 FCH O
QBE SK aro, Slovakia 100,00 10000
QBE Speclalty Incwance Compardy us 10000 100.00
CBE 3r.0. Czech Repulbic 10000 1G0.00)
QBE Shonnglon Inmrance Hekdings Inc us 0000 T, [y
QEE Strategc Capdtal Compary Pty Limitsd (fommedy Pitf Mominees Py Limded)  AveTaila 100.00 1. 00
QBE UK Finance GP I UK - -
CBE UK Finance Il Limied {ir sobwent dissol uton) UK 100,00 00,00
QBE UK Finance IV Limited UK 10000 100,00
QEE UK Enam Incantva Flan? UK - -
GQBEE Undenwriting L mited UK {0000 10000
QOBE Undaresiling Services {irafand) Limibed Iretand 10000 00D
GBE Underwnifing Senvices (UR) Limited UK 100,00 §00., 00
QBE Usdepwriling Services Livaked UK 100,00 100.00
QBE Workers Compengatlon (MSWS Limiled Austraka bl ] 10000
QBE Workers Compensalicn (SA) Limiled Ausiraka 10000 §O0.00
QBE YWorkers Compensalion (AC) Limited Austrafia 100,00 100,00
Queersiand Ingurance (Mvestmanty) Limilad Fil 100,50 10000
Reqent [neueance Company s 100 00 100000
Fadgwedl Fox & Pattners (Lindemtiling Manegerment) Limited LK 100.00 100,00
Sinkasnamahasam Company Limied* Thaitand LB 00 49,00
Soulnerm Firg & Casualy Company LS 100,00 1000
Southen Guaranty INsurance Company LIS 10000 100,00
Southemn MNational Risk Manapament Comporation L5 100,00 hLEIRL
Souinem Pilol [msuvancs Company S 400.0q 00,0
Standiast Corporate Lindentiars Limijaed L] 100,04 1604
Storington Insurance Company us 100 00 10000
Birakh-Conat jin liquidation) Ukraine 100,00 190,60
Trade Crodit Underwriling Agency NZ Limied MZ 100,00 194300
Trade Cradlt Undanaril ng Agency Py Limited Auistialia 10,00 1003
Unigard Indemnniy Company us 100.00 100,60
Unigard Insurance Company us 100, ) ELEIR )]
¥reshawnod Insurmnee Agendy (L)1 100,00 106,00

1 The disposal of CHY Reaidentsdirs Limited and MEa, Unce raritireg Agency Pry Limited Juring the yasr had an immaterial impact on Lhe

consolidsted finanaial stalamants.

¢ ©IBE Emphoyee Share Trysi OBE Ifsh Share Incantive Plan, BE UK Shars noertive Plan, QBE Capial Funding LP {doaehed
of & Novamber 2015), OFE Capital Funding Il L and QBE UK Finance GP have bean incloded in tha consolidated rancial statements

as Iheas antilies Bre special puposa antilies that exict for the bemefi, of the Group,

3 For 3coouning purpoees, GBE has management oonligd of QBE nsuranca {Thalaad) Pubhe Company Limied Dy redanancs 10 managem st

agraemeants,

4 Afhcugh GBE has less than a 5065 exquay inlerest in Sinkaonamahasarn Company Limaed, condeolkxd anldees hava tha nght (o acquire the

Mmaning share cystal.

Al exgary |0y cntrol e edmeibes ia held i thie form of shares o (hrough conlracteal arang eimedds,



How woa accoant for the nombers

Controlied antitles

Conirol axighs when the Group is exposed, of hes righls, o varable relums from it invalvement with an ertity and has the
ability to affecl those rehamm through i power over i, A8 transaclions between comrolled emilies are eiminated in fl,
Non-controlling interests In the rasuis and equity of contotked enttles ane sTown separsaly 0 the consolidated statement
of comprehenaive income, balance sheel and statement of changes in equity.

WWher commd of an erlity commences during a financial year, its resulls are incudad in fhe consolidated staterment
of cemprabansiva |meeme from te date on which comml is oblained, ¥Ywhere comrod of an ertily ceases during afinancia
year, s resdls are ndnded for thal pat of the year during which e conoml exlslad,

A change in cwnership of 8 cortroled antity without the galn or kess of comnd s accourted for as an equity transacthan.

\
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Notes to the financial statements e

FOR THE YEAR ENDED 31 DECEMEER 2016

v Thie secton il olhwer mformation thet it e disciosed i c:l:rrpl{.r with the .&.Lnﬂmian Al::ul.nﬁng Standargs of the
- Corpovations Act 2001, - ) )

8.1 Other accounting policles

8.1.1 Now and amended standards adopted by the Group

The Grougp adopted the folowing new o revised accounting slandards which became effective for e srnual reporting period Sommencing
i 1 January 2016,

TTLE
ALSE 207151 Annual improvements fo Australisn Accoonfing Standards 2012 - 2014 Cycle

AASE M52 Disclosure [nibathe: Amendmants ¢ AASE 101

ALSE 2H115=1 Amendments 1o Australan Accounting Standarda acising from the Withdrewal of AASE 1031 Materiality
AASE 0155 Invastmenl Entlles: Applying the Consodidation Exceplicn

AASE 2014-) Accountling for Acquisitions of Interests in Jond Operations

AASE 2144 Clarficalion of Acceplable Methods of Deprecation and Amortisation

AASHE M114-8 Equity Method In Soparale Flnanclal Staterments

Tha adoplion of Iness new or revised slandars ded nol malersly sffed the Group's acoounting palicies o financial staleaments,

81.2 New accounting atandards and smendments Issuwed but not yet effective

TTLE CFERATIVE DATE
AASE 2018-1  Recognition of Defarred Tax Assets for Unrealleed | osses 1 Jaruary 2017
AASE I016=-2 Digclasura kitlathys: Amendments to A58 107 1 January 2017
ALEB B Fingncigl Ingtraments 1 January 2018
AASE 15 Revenus kom Comracia with Customers 1 Jarary 2018
AASE 201410  Sale or Contibution of Assem betwesn an Investor and it Apsoiates or Joinl Yenium 1 January 2018
AASE 2016-8  Classification and WMeasurement 0f Shane-hased Payment Transactions 1 Jamuary 2018
AAZBR 20ME8-5  Apphing AASE B Financial Instromems whh AASE 4 Insuranee Comracls 1 January 2018
AASE 18 Leases 1 January 2019

Tre Acssiratian Accountng Standamds and amendmerts celabed n the tabke above are nal mandanery for the Group urd the opemtive
dales slaled; howaver, sarky acoptian s permited.

Tre Group currently plans 1o spply the slandards and amendments delailed abeve for Ihe reparlng pericds beginning on Ihe operalive
deles st oul sbave, An inilisl Bssessmenl af the financial mpac of ibe slandards and amendmenis hes been uredertaken ard they ane
riew, expecied 19 hawve a materal Impact on e Group's financlal stamamens.

ALESE B was iasued during 2014 and will replace existing accoumting reguiremerts Kr inancial insrument. Correrily, the Group™s
Irvearrments ape desigraled ag al fair valoe through pmfit or (oss on mlksd recognilon and are subsenusnily remassured o P8 vakes

Bt each repoTing date, reliecting Uhe business model appied by the Smoup to Mmanage and svaluate ks |nyasment pormiolio, L nder this
buminess moded, the adapilon of AASE 4 |3 net expactad to result 11 shaeficant chenpes to accouniling kor invesimands, with the excepton
of certsin equily invastments which 2 held by the Group for slralegic purpnses. Any changes to the Group's investment usineids model
prior 1o the adoption of A58 5wl require the mpact of adoplion to be reassessed and could regultin a dfferent oUECoMe when
acoounilng for invesimerts. Oher changes to the eccounting for the Group's nancial insrumens arsing Fom e applicatlon of AM56 2
ara cumamly aupectad to be minimal,

ALSE 16 was issuad during 2015 2nd will replaca existing accouniing requirements for leeses. Under current requirements, leases are
claeafied based on thelr nelune os eithar finance leases, which are recognised an lha balance sheet, or operating leases, whech Bra not
recogilaed on Ihe balance sheet, The apphicalion of 4450 15 will readt in the recognition of all leages on the balanos sheal in e fm
of anghl-of-uss assel and a comespocding bass Nabllly, excep foc bases of low valus assers and laases with a tami of 12 months

of ks, A8 B resull, 1he new standard 18 acpecmd lo impec! Bases which are cwarently classified by he Group 83 operaling leases;
primarty. Bases over ofices, equipment, and motor wehiches.
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B.2 Contingent liabilities

S oremn

Corimgert habiliies ane dsdl;qed e ﬂge pqss:hllly afa I'l.|h.|re ael'l'lument af emnunu[: bmeﬂts is considered
lo be Rasd than probable bl more H'I:el-_.r man rem:da If tne emectnd SEM'I'IEI'I'I of m-e Iuahl‘t-_r becrmes probatde,
a pruﬂam is ramgmsa-:l : L : E ) ]

]

In the nommal course of busirass, e Group s sxposed o conlingenl |lablitkes in melation to caims fgalion asimg o of ks insurange
gnd reinsurance transaclions and may be exposed [o tha possibllity of contingard IadbiXies in redalion to nan-lnsurance liigebon.
Prosisicns are made [or cbiigalions thal ere probabée and quandifieble. There are no individusly significanl amounls not provided far
and such transactions are not consicaned likety 1o Rave a malenal mpact on tha ne, asselts of the Group.

On & Jemamber 2015, QBE was served with a statement of caim aleging breaches of conllncois diselasune and conduct obdgations
in redaticn o profit guidance issued for the year ended 31 Decamber 2013 QBE refecis the allegalions and 1z cafending the caim.
As al the dale oFthis repart, if i3 nol possiole O procuce a reliable eztimate of the polerdial financial effect ansing from e daim. if any.

0On 1 Cedober 2015, GBE sold i Mortgege & Lender Services business in (e U3, wWhilsi Ihe puchaser assumed responsibifiy for @il
potenlal fture iligaton In relation 1 this business, Ihe solke conlract specifically excldes Rablitics assgciated with dass action litigation
and reglatony examinations underway al the fme of (e sake. This business Is subed (o litipation and reg oy examinations in the
rermal course of bisiness, We do nal believe thal the oulcome of dass aclion tigalion cumently undenyay wil be metenal, We do ot
have sufficienily reliable irfomaton to assess polermial labily for current rsgulatony sosminations.

QBE Is required 1o suppor the undenwriting attivities of the Groug's sortroded enlilies which 8re corporate members at Lioyd's of London.
Funds at Lloyd's are Ihese funds of the Group which are subjecl (o the tams of the Ugyd's Deposit Trust Deed and are requined

16 SUpst undersrilitg for the folowing wear and Lhe open years of account, detammined by a fomula prescribed by Lioyd's sach year,
Letters of credit of 51,624 milion (2015 §1,453 milian) wers issued in suppon of tha Croup's partickostion in Liayd s, slong with cash

and mveatmens of $75 million (2015 %593 million). in additiocn, aconlrelfed enlity haz enlered o various trust and securly deeds with
Layd's In regpect of assets Ioaged t suppor It undenwiting sctivities, These desds contain covenants thal require the enlity to meeat
financial cbligaticna should they arige In refalion to cash calls from eyndicate parlcpations. A cash call would ba mada firgl on the assats
Ferll i syrdicane sl funds and woukd only call on funds al Lioyd's after syndicate rescurces were exhausted, Only if the level of these
trust funds was not suificient would a cash call result |n a draw down on (e lstlers of cred? and other assets (odged with Llayd's.
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2.3 Reconciliation of profit after income tax to cash flows from gperating activities

Dowwem

‘AASE 1084 Australiur AddREnal Disciosures aquifes a reconcilation of prof afar income 3K Ta cath Boks from

ekl ] Fkl ]

LS LIS %A

Prafjt aftar ingons tax B 32 )
Capreciationimpaimment of properly. plant ard equipment 53 Fit]
Amortmation and impaicment of imangibes T4 121
Loeses on gaba of aniides - 2
Lases on aale of prant amd e pment - 15
MNel fore{gn exchanpa (galRs) Iogzas {128) 20
Cthar gains on finranclal asasts {1049) {128)
Unreailpad koo on assats madd for sale a -
Dacraase In met Skslanding clalms {1,000 57N
Increase in uneamed premium 11% 70
Decreaas fincreass) in delamed insiurance costs 480 {723
Decroasa in trage dabiors &35 ns
Increase n nel operating aasets (17 {187}
(Erecraase) InCeease in fiade payabies {ZB) 252
Dacraasa {incraasa) in nal lax aacets kIS (B
Share-baned payents expensa 3 50
Cecrease in net defined beanefit obligation {15 {31}

Cagh flowa from operating aclivitien 558 {16}




3.4 Share-baeed paymenis

@mm

Sl'm.re-bamd paymm'ls ara equiry haa.eai -:mmmlon schemes provided to amployeas and exau.ruuen The compan',l
|sEues shafes fram tme 1o TMe uder an Emgoyes Share and Oplios Plan (the Plan). Any fl.l-tnma or paritime errﬂwei;
of the G‘-ru.pur any equalrf-m.ned Jgrlt werure wha is offered shares or uphms ] eigltr!-e L partlmpah: irs e F'larL )

8.4.1

Share schemesa

A summary of the cumrenl defemed equity award plans ogether wilh the legecy defemed equity award plans is et out hekow:

Cumrant defarred aguity plans

PLAN AVAILABLE TO NATURE OF AWARD WESTING COMNMTIONS
Short-rm Ewecullves and  « 5T% defivered in The conditional righls are ceferred in bwo equal tranches. The firgt tranche
Aoty wiber key senior cazh {S0% in the weti bwo years and the secomd tranche vesls e vears afer the onginal
5T} Emphlyees casa ofthe Grobp  grant date.
LY 1]
2ot a GEQ). STl outcomes are subjact to the achiewement of:
« 33% defemed as

conditional rights ~ » the Group's ROE target:

to fully pald » ndiviclal parfomance ralkngs; and

ordinary UBE « Tor divisional sla!, divisional refurn on allocaled capital aigets.

shares (S0% in the

case of e Grougp

CEQ),
Longtemn  Eweculives Condilional rights ~ The conditional rights are defemed in hres equal Irances, veslng aker
Incomtive to lully paid three years (on achievemenl of performence condiions) and then one and
om ordirary QBE Two yaars after thas dane,
{ M-8 shares,

Vartng ls sublect 1o performance condilbons as Rallcrs;
» 505 of each tranche i subkect (o the achevement o Group ROE
parfomANGS tAels fvar 3 dres ymar paformance period.

« 50% of sach tranche is subject w the peformance of the Group's
relative tolal sharehokder relum over & three year perfvmance period,

Andiicnalty, for corent QBE deferred equity plans:

+ Fan rules provede suilabis discretion for the Remuneration Commidea Lo adust any fommudals oirceme 1o snsurs that awards msds
under ihe ST1 end LTI plans sppopriglely refect parfomance.

» During 1he perad fom the gram dale lo he vazitng dale, further conditional nghls ara isswed under the Bonus Share Plan Lo reflec
dividands pald on ardinary shares of the company, These conditional ghm are subject W e same vesting condilions B 1he original
gfaml of conditional righls.

» Recplents must remain in the Group's sanvice throughou the genvice period in oroar for he awarde to vast, @xcepl 0 cases when
good lmayer provislons apply, Vestng is also subject 1o maks provisiens,

« Good lsaver provisions (2.9, retirement, redundsncy, il heaith, inry) apply Bnd 8 pro-fete armount of conditional fghte remain subject
1o Uha parfomance and vasting condtions,

» Once vested, conditonal fghle can ba exercied for no cansideradion.

i7l
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Legacy defemed aquity plans
PLAN AVAILABLE T HATLRE OF AWARD VESTMNG CONDITRONS
QBE Executives and  Condiional righis fo Py pald The oorddlional Aghts are defersed in bwd egual
Incentiva offwsr ey senior  ordinary QBE shiangs, teanches, with tha first iranche vasting cver a thiee year
Scheme emplovees The maximum defemed equly mwad serdce pedod fom the grant date and te second cwer
{2010-2043) wag the keeser of BO% for executives fve year,
ane] 85,67 for othar kay eanlor
employess of the cash awsrd aamed
ar 103% of Ried remineratian for the
fivancdal year.
Long-erm Exgcutives Canditlonal rgits o fully paid Condilional fghts vested over & fve year
Incontiva ominay shares, senvice peiod,
;':ml Ia-:lcjr Vesting i3 alzo subkect o performance condibions
(23 ag fodtows:

« BE% of tha award b sdibperd [o the Group's ave mge
dilided EPS incrensing by a compound avedage
cf 7.5% per annun over the e year panicd.

+ 50% of the eward B subjedd 19 (ha Group's averapa
ROE and oombaned opecatineg ratio baing in he op
1056 of tha 1op 50 lampes! ghobal nsurers and
reingurer a3 meadyred by mol Samaed arae i oved
the flve year perkod.

Ackiitharally. Br legacy OBE defomred equtty placs:

» Tha Remuneration Cammitee may exerciae diaoretion when debeny ining the vastng of awands,

» Dunirwg e peti 0o frewm e Grant dale 1o e vesling date. hnther condilnal kghts are isees] onder the Benws Share Plan to reflect
chivicdencls paid on ardinary sharas of 1he compary. Thase condBonal righta are sibee [o e game vesling cond thons a5 the ongina
pranl of conditonal righis.

» Recpments must remein in e Goup's senyvine woughoul te aenice peniod in orer for the awads io veat, Veasting g also subrjent
{0 a1 provisions,

» Orwom waisTed, caomd Bonal ighls can bo axercipsd for Ro consioeration.

+ Tha Remunenrarion Comum ktaa has lha decradon to pay cash ey of aharea in cerfain cincumstances such as degth, dizablity,
rechnd Ancy of retiremend i thee individual ia nol subjec! {0 diaciphnary procoesdings o1 notice Lo lemmimale amploymant on tal data.
Irs relarice 1o the CBE Incaqiive Sehama, this only apples o awands made prior lo 2012,



B42 Conditicnal righty
Dretals of they rumber of emplayee enlidements o conditional rights to ordinary shares granted, wesled and transferned 1o employees

3
w

Aoy Modey enumy
Ao Ny ast RN T

L

guring the year are 25 follows: g
018 204K E
MLWEER OF HNUMEER OF =
RIGHTS RIGHTS z
At 1 January 15,724,547 15,168 340 i
Granted [0 1he yoar 10,64€,129 7.327.623
Divierwds attaching in the year 1,214,401 E27 473
Vesled and fransfamad o smphyeess in the year (4,593, 343) (1,884 G2E) -
Portelod n the year - L HTTD) (150480 g.g_
Al 31 Decambar 25,129,716 18.734 647
Walghlad average shate price al date of vesting of conditicnal rights during the year AS11.20 A§13.13 E
Wieighled average fair value of conditionad ights grarded during the year A%9.30 A512.63

N

8.4.3  Fairvalua of conditlonal Aghts

The fair vaks of conditional fghls is cetemmined usimg appropriate rmodels Including Monle Cade simulatons, depanding on the vesting
condiions. For condlbonal Aghls grenied during the year o 31 December 2016 and 31 December 2015, the following significant
assumplions ane used.

018 FO1E
Share price al grart date AS 9.32—-11d4 10,35 — 14,44
Fair vaua of inslrumeni al grant dele &5 4,60 =124 10,38 — 1460
Expaeciend e of Insirument Years 0.1-59 01-54

Fome of the assumptions are besed on historcal data which is nal necessanily indicative of Llure trends, Reasonatse changes in lhese
assumpdlons would nal have a matesial impaci on e amounts recognised in he financial stalemeanta.

344 Employes options

Thee markel vahse of 81 2haEres unde iying he oplions of the balance dale is AS0.2 mifion (2015 A%0.2 million), During 2018, ne options
wee cantelked o forfefled, At 31 December 206, 17.000 remained faxchoding notlonal didands). The options wara bssiwed
1o employees in 2004 in beu of shares orader the Plan, The options vested mmediately and are exercisable umd March 2084,

845 Share-based paymerl expense

Tolal expermes ansing from share-based payment awards uncer the Flan amounled to $53 million (2015 559 mikion), These amouts
are nclyuced it undgneiting and other expenses,

How we acconnt {or the nnmhbers \

The fair vakse of the employes sericed racabed In exchange for the grant of eguity setthed inslruments is recogrised

a% an expende, Tha latal amount b be expensed over the vesling perod ts delermired oy refarence to the faie valee of the
Instrumenis granted, excluding tha impact of any non-market vesting conoiions. Non-markel vesting conditions are included
in assumptions abmu e number of instruments hal are 2xpectad o become axarclzabba,

Thee fair vaise of each instrument is regoghlsed everly over the service period ending at the vesling debe; however, al each
balance dale, he Group revises ils eslimates of the number of Instrurments that are axpeened to become exemleabbe dus to
the achlavemert of non-markel vesting conditions. The Group recognises the impact of be revision of original estimates,

if army, in prof or [oss with a comesponding adjustment to aquily,

uohEULORy woday
L - mjm:aﬂﬂ.l bmmma
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4.5 Kay management personnel

S

MSB 124 Hih'nted F'ar!r Disclosures mq.jras disdosure of the c:u'npensﬂtlun uf ':':srs {execulive and non-executive)

q,m ﬁ]use pErECnS mwammnt,- and raspuﬂtﬂlt}r tor planning, direncling and:e ng the activiks of the Group,

edihat direcily or indirectly, This grolp i cobecively definad a5 key managemed pu'wnnet Acrdition ol detalls in respect

of key’ Fianagement persemel arnd theéir reruneralion are shown in the Remun&rahon Rep-m

2015

LSS 000 USS000
Shal-tenm armplopess bemnefils 1T 474 16,505
Fosl-amploymen benefis 150 172
Crhar dorg-temm emphoyment benefila 164 103
Shara-baged payTrens TAZ9 7657
Terninalion berefits 3, 0u42 —

0,208 24,888

How we acconnt for the numbers
Short-term emphoyss banefite — profit sharing and bonus plans
has crested & conglnactive obligetion at the end of sach reparting perod. Bonus of proft shadng ooigatom 8 sethed

within 12 maomhe from Lhe balancs dane,
Poat-smplayment Bapafts = dafined contribution plane

Nl hold 3uMiciem essals to pay &l employea bensfils ralaling lo employes senice in the curmenl and prior per cds,
Coniritatiorms 1 defned commibullon plavs are expersed es Incurned,

Othter long-term ampleyss benafit obligations

quality corprate bond yields with terme and currencias that maton, as clossly s posaible, the sstimalad fiturs cash
cutfiew. Rerneasorements os armault of expenence adjustments and changes in acluaisl assumptians are recognised
I profl or loss.

Terminaton banafita

accapls volunlary redundancy in exchangs for Iese banafits. The Group ecognizes lsmiinaton berefts a the sardier
of {ha dale;

« whien the Graup can nd Jonper withdraw 1he olfer of those benefits; and

and Contingent Argels and invalves the paymeant of larminalion berefits,
I tha case of an offer mads to encourage voluhlary redundancy, the lerminddicn benefis are massunsd based on 1he

period are dlecoumed 1o presam valye,

A prowieion is recogried for prof aharng and bonus pears whene Lere s & contrectual oblgation or whens pasl pracios

Chefirvend comributicn plarm s poat-smplcymment Deret plans under which an amity pays 4 feed conlrioution nig a land
during Iha coursa of employment and haa no pal or corstroctive obligeton to pay further comributions  the fund doss

Tha lin bilthes Tor long sendce ave aod annual leave are recogniesd In the provision for emgloves bonefits and mepaured
a3 the preseni value of expected fuiurg paymants to be made in respect of services providad by smployess L to the and
of the re parting period weing the projected unit credit method, Comaideration (s ghven to expecled fudune wage ard sakeey
hevals, sxparience of amployes departres and perods of senvice, Expected fiture pavments ane discountsd using high

Termination benefim are payable when cmploymam to Eerminged befors the normal retirement Jae o Wimen a0 Smpkayes

o rpery the (aegeUp racogrises costs kor & reatnachring (et is within the scope of AASE 137 Frawisions, Contingmnt Liabsdins

number of employees expecied o actept ther offar. Benefils faling due mers Lhen 12 montha after e end of the reporting




8.6 Defined benefit plans

) R <

peﬂmd barafil plans are pnst@ﬂmm [!am M'lch prowios analts to amployees on redrament, disabity or death.
'll'habu'neﬁts ﬂ'ehaaedunym‘t_ﬂ' a.m,nn avemge salary calculation. CunLrH}utimsm'e made to cowver the curment
] iall ty s reciméd 1o recognise the aath'namd acrmad bul fiod ye1 fumdod d:ll-g.atlnn.s

FAIR WALLIE QOF PLAN PRESENT WALUE CF NET RECORGNISED
ASSETS PLAN QBLIGATIONE SURPLUSES {DEFKCITE)
DATE OF LAST
ACTUARIAL 0 s g xS LLIT 018
ASSESSHENT USEM LISEM LISEM LSEM LS4 USHM
Dafined benefit plan surpiuses
Iron Trades insurance slaf rusl 3 Cac 18 304 308 [277) (264} 27 44
Defined banafit plan deflelts !
Jansen Gresn Tnad salary superapnuation
scheme 31 Dec 16 171 153 {194 {198} {23) (3
QBE the Amerlcas plan 31 Dec 16 228 27 {284) (253} {36} 41
Oiner plans ? 31 Det 16 a7 a7 {63} (5] {26) 23
L) A7 (521} (514) (B5} 157

1 Defmed banefil plan cbegations are Lndad.
2 Mher plans includes 340 milkion (2015 $19 million) of defined benafit pogl-employment healhcare plan obdigations that are not nced.

The measuremen ¢f assets and habdities in defired berafit plans makes | necessary 10 uee assumpikorm about discount rates, expecled
fidwre salary InCreases. INvesmeans rems, imflation and M expeclancy, i aciuanal assumplions differ matsdally fom scus cutcomes,
1his coukd result in a sigficam change In employee benefil experme recognised in profit or loss or in actuarial remeazurementa
recogrised In xher compreberneive income, together with the defined beneft assem and Fakiilies recognmsed in the balance sheet,

The Group does mod coritrod the irmestment strategles of defred benett plane; they are managed by Independenl rusless, Nonetheles,
The Group has sgreed, as pan of ongaing funding arangemsns, that the tnustess shoukd manags thalr stralegls asset alpsaton In orger
¢ minimise the risk of metanal adversa impac!, in partoular, Ihe Group has &g reed wilth the troskas to reduce 1he el of invesment risk
by vesling i aseetd thal match, whera possible, the profike of the liahilites. This imoives hokding & midure of govemment Bnd corporale
honds, Tre Group bebeves that doe to the long-term naturs af the plan Nabiiles. aleved of cordinuing egquity investment is aso
appraprale,

The chame recogniasd in profn or boas in the year of §2 million (2015 §5 milllon) k incuded in Uncenwriting sxpanses, Toled smpkopar
oM ilbutions expecied (0 be paid o te various plars in 20F7 amourd to $18 milkon,

\

How we acconnt for the nnmbers

The surplus of defclt recognissd in the balance sheset in respect of defined banefil supstannuation plans s the presant
value of the cefined benefit obligalion al the balance date less the fair value of plan aazeis. The defined benefit oblgation

ls calcwlatad annuaky by indepancen: acivaras wing the projected unit credil method, The present vahoe of Ihe defined
enefit obigation s dajarminad by discounting the eatimated futura cash outflows using irtarest ratas of high quality
carparale or govemmenl bonds that are danominalad e cunsncy in which the benefits will be paid, and that heve 2 term
to maturlty appraxdmating the temn of de related soperannuation kability, Remeasurement gains and loases ansing fram
experisnce acjustments and changes in actuarial ageurnplions are recognised [n the period inwhich they otour, and are
shown in other comprehensive Income. Fast service cosls are recognised mmediately in profit or loss,

175
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FOR THE YEAR ENDED 3T DECEMBER 2006

8.7 Remuneration of auditors

@ Overview

QBE may engage the extomal o Tor (i

flor-enlit sénvicss oftmr Bian xchtod seiviips Sibjed 10 the general piciple thal

Feea for non-aun services shoukd nol oted 5% of all feea pald o the extemal sudtir in any ore financlel year, The: Board
belloves scima non-sudit services s appioprisie given te scemal aellor's Knowiedgy of (ha Group. Exiemal by sendces

" Ba generlly piovided by an acrounting fiem offier han the axtermnal audior. Conaistem with pridr perkeds, te exfamal audflor
LAt prorce e exciuced gaivices of praparng accunting ricords of fnancial reports o acting N & MAanNage e capacly,

K 5
USRI UEENG
Pricowatorh coserCoopors {PwC) Australlan Rrm
Audit or review of financial reports of e diimate parent emiy 1,435 1,244
Audht of (inandal reports of contolled antilias 1 K18 2118
A of atatutony rertume L1} 553
Other assurancs senices 00 305
Taxation senioes 295 150
Advigary sanicas 1,713 2,365
7,484 g.rax
FRedsted practices of PwC Austrsllan fimn (eciuding overseas PwC flrms)}
Audit of financial rapots of conlrolked entlilas 112 2826
Andit of 9laiutory retums LIT0 2.328
Cther B3surance Bervices 119 200
Tanation services 420 i.881
Aoy SarADan fiatic] T05
13,499 14,540
Z0, 943 21,732
Akt and A3sran0a SErvices 17827 15,651
Clhar senvices 336 5141
20,963 21,732
Othar sudhtors
Aol of financial repons of comroled antties 187 2ag
(Nher cardoes L ] -
172 Rl

3.8 Litimate parant antity information

: @ Overvieaw

Thex Corparabons Acl 2007 requires the daciosura of summansed inencial rfommalon for the utimate parem entity,

ABE Insirance Gmu,;_: L.
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g.8.1 Summarsed financial data of QBE Insurance Group Limfed (the company)

20148 Foiakl

LIS LS4M 2

Profk aker income tax [dF the year =¥ ) 738
Dlher comprehensive income for the year 12 45 E
Talal COMprahensive imeame SEE 783 3
Agsets due wilhin 12 mordha 2,822 1,297 ;
Shares in controlled entities L 13,035 13,521
Tobsl assals 15,457 14 818
Linbitties payvable within 12 months 2 1,706 2,291 1w
Bomowings 3,081 1,728 = g
Tolal liabilities 2,71 4,030 z
Net assets _ 11,096 10,788 2
Share capkal T - R 5,440 Iy
Share-bagad payment reserva 168 158
Foraign gurrendy rans|xtion reserve a7 108
Retained profits o 2,490 2,084 a
Total eguity 11,098 10,788 E
1 includes ameunts dus from OBE Group companies of 3551 milicn (2015 $345 miBlon). §
2 Fncludes amoymts due lo QBE Goup companias of 31,575 million {2015 52, 192 million), 3 s
4.8.2 Guarantees and contingant labilities

COMPANY

Fitald ME g%

USEM LIGEM &

Letters of credit issued in suppod of the Group's participation in Lloyd's of Londaon 1,624 1,463 E
Lalars af credit lssued in suppor of insurance provisions of controfled entllies TG 1,068 '
Guaranfees to inveslors in capital securiles ! k1) 757
Guarzantess to investons in subordinated debt ' i 1474
Cuarartees in relalicn to bank kana of cortroled entifies 10 —

1 Excloces capital securfies and subcrdingled debda cwred by the uitimad e parsnt en iy,

Cratmly of Ihe guarantses to Inveaters in copilal secwrites and securty arrangemerss In regpoc] of Dorrowings are prouvided innow 5.1,

On ¥ Sepember 2045, GBE was served with 2 siaternent of dam alleging breaches of corginuous disclosuns and conduct ablgations
In reledion to profr guldance Issued for the yeor ended 31 December 2013, (JEE rejects tha atkegatkans and {5 cefending tha daim,
Ag al the date of this repor, it is nol possicke 1o produce a reliable estirmale of the poterdial financiel efecl adsing from the daim, if any.

323 Tax conacldation legisiation

The accourging policy in ekation 1o the egmlalion i aat o b note 6.2.4. On adopton of the tax conscldation keglalaticn, U Jimeolors

4

"

of 1he company and i wholly-owmeed Australlan controlied sniflies entered Inte 8 1ax sharing ard tax funding sgrearant that requines the
Augirakan entilies lo by compensate the company for cument tex liebities and o be oy compenasied by the company far any curent
tan or deferned lax aseels in respect of tax [oasea ansing from extemal transactions socurrlng efter the dale of fmplemeniation of the tax
corsotikajon kg elatiorn The comrbutions are allocamed by reference to the polionad laxabie (ncome of sach Acstralian ertley.

Details of franking credils evailable to shareholders are ahown in note 5.4

C

\

How wea acconnt for the nonmbars

Thee financal irfoometion of the ulimale pacent «ntny of the Group has been prepaned on U same basis a4 the
consolidaled Bnancisl repor exoe for sheres in conrolied entiies which ane recomed af oxe less any proviekn
for imparment in the ullimale panent endty bakence sheel
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Directors’ declaration

I the direcions’ opinion:
{a) the fnancial stalements and noles sed oul on pages 106 to 177 are in accordance wilh he Corporations act 2001, inchuding.

I} complying Wwih accounting slandarms, he Corparadions Regulations 2001 and other mandatony professionsl reporing
requirermenis; and

(it giving a true and fair view of the Group's finandial positien as al 31 December 2016 and of its performance hor the financial year
angdexd on 1hal dale; ard

() hare arz raasanabke groinds 1o bakevs that the company wilk e abke B pay it debts as and when They become doe and payabke.

Mg 1.2.1 corfiems that the fnanclal statemems comply wilh |ntermations Financial Reporting Slandars as lssued by ha Intemational
Acoounting Slandards Beard.

The direclors have besn given the declaraions by tbe Group Chief Doscaothes Officer and Group Chie? Financial Cfficer required
by paction 29448 of the Coporadions A 2007 and as recommandad under the ASX Componale Govemnance Councll's Copovate
Governance PrAncipas and Recommaendations,

Slgred In SYDNEY ths 24lh day of Fabruary 2017 in accomancs with 3 resohulion of the direcions.

5, M Lok f

VY. Marston Becer John Meal
Diractor DArector
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Independent auditor’s report

TO THE SHAREHOLDERS OF QRE INSURANCF GROUP 1HIMITFD
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Report on the audit of the Financial Report
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Oyr opinien

In o apinion.

The accompanmying Financal Reper of OBE Insurance Group Limited (the compamy) and s controlled emtifies {ogether, the Graup)

Is Im dccordance with the Covparalions Act 2007, incleding:

a) glving a lrus and fair view of Ihe Group's inanglal posditon a5 a1 31 December 2016 and of Iis financlal parfarmance fof 1he year
then emded; and

by comphying wilh Avelrallan Acceunting Standards and the Corpevalions Regquaions M07.

What we Rave suditad
The Financial Report compies;

* the consolidated balance sheet a3 8t 31 Decemdser 2016

+ {he cansolidated stalermnent of comprehensive income for the year Uen emded;

+ Ihe consolidaled stalemeni of changes in equily for the year then ende-d;

+ the conslidated statemen! of cash Mows ke e year then ended;

+ thi notes to the considaked Arancial stalomenes, which inchude summanes of tha signtfican] accaunting pedickes; and
r the dieeciora’ daciaratlon.

Basia for opinion

Wi comfuched our auditin accomdance with Australian Auditing Standards. Cur responsibilities under those standamds are furtiver
descnibed m the Auditor's responaibilitees for Bwe audit of Lhe Financial Repor section of our repor.

We belleyve that the awd it evidence we have oblained is sufficient and appropriete to provide a bazis lor our opieicn,

incependonce

Wiz gre independend of the Group in accordance with e auditor independance requiremans of the Corporations ACl 2007 axd
tha athlcal mquirersstls of the Accounting Professional and Ewnical Slandands Bgard's APES 110 Code af Erbics for Profastioned
Accountants {the Code) thal are redevant i our audil of tha Financial Reporl in Australia. We have alzo lfifed our other ethical
responaiblities in accormdance with e Code,

jdocday waday HIEtLTR
mﬂmm Qm t "
T

Llabdity lem:ted by & Schsmae appreeed unded frofeasianal Slande s Legladatisa,
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Independent auditor’s report

T0 THE SHAREHOLPERS OF Q2 INGURANCE GROUP LIMITED

Duor audit approach

An audit Is deglgred o provide rmasanatde assurance atout whetwsr 1e Financlal Report s free fraom malerial missiatement.
Missimaments may anise due o fraud o error. They ace considened material if individually o7 in agpregate they could reastnatiy
be expacied to influence the econromic dacisions of uaers taken an the basis of the Financiy] Reporl,

e tailored the 2cope of our audit be ensure thal we performed engugh work o be able o give an opinion on Ihe Flrancal Rapon
as a whole, talunng inio accound e goographls and managemen] sTucture of ta Sroup, s accounting processes 8ud contols and
the inc sy in which il operales.

KEY AUBRiT
MATTER:

MATERIALITY

= For the purpose of our aodit we used overall Group matenality of 351 milion, which represents appoximatedy 0.5% of ihe
Groups ned eamed premium,

* We applied this threstwdd, together with qualitative consideratons, o determine the scope of our 2ud |t and tha nalure,
tirning and axtent of ¢l audlt procaduras and o evaiale {he effec] of misstatamentis on the Financlal Report 35 a whole.

* Wha chosa ret sarqed pram o as tw banohmark bacanse, oo wew (16 a ey Anancial statement malric used in
asseseing the periormance of the Group and is ot as volatile a3 other profit and loss measures, We selecied 0.5% based
on o professional judgeament, noting that it is also within the range of commonly accepied ravenue relaled benchmarks.
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AUDIT SCOPE .
+ O gudil kacuzed on whem (e direcions made subjective [udgements; for example, sipnificant accouniing estimales /

invohing asamelions and |nhenemtly Whcartar fulure avenls,
+ Wie ensured thal the audet warns al both Group and speratlonal kevels pessassed the appropriale skills and sompelenchas

needed for the sinfit of 8 complex global insurar, This incheded Industny experise iG insurancs, a6 weld a5 IT spectalisis, )
petuanal, tax, easuary and valuetion profassionals. g E.
¥
= We conducied &n audit of the most inancially sigrificant opecations being Uwa Morth American Operalions, European E ;"'
Operations, Augtralian & New Zealand Operations and Equater Re (he “Operaticnez™, In adoiton, we peikmed ;

specified nisk focised audit proceduras on cerkain accoun balances ki other Corporate and Ermerging Markat antities
within the Group.

« For the work perfamed by suditors within PawC Agstraliz of fom other PwC nelwork firms operating under o
mistruclions, we dekerinowed tha evel of involverment we néeded i have i their audit work 1o be satisfied that sulfigient
audlk evidence had been oblained for Lhe purposes of aur oplalkan.

- e kept in regular communication with audil teams threughonl (he year with phone calls, dlscubsions and wrillan
instructions, where eppropriate. Further, we vizlled the sigrificant opecatiens on a rolational Basis and met with
management and focal 2dit leams in New York, London, Hong Ranp, Singapore and Sydney.

+ e performed furlher audit procedures ab 3 Group leve] over e remaining batances and (he consolidation of the Groop's
Feporiing HRts.

= The work canied out in Lhe Operations, Woalber wih thase addifiona procady res perfarmed at Lthe Group feved, prowided
us with suffickerm evidence o express an oplnlon on the Group Financial Repart ag a whobe.

eday

|
TEF2UeT ] Kumm




182

Independent auditor’s report

TO THE SHAREADLOERS OF QBE INSURANCE GROUFP LIMITED

Koy audit mathers

Ky awll] rmaleers are these malters thal, inour professional judgenent, wers of rmos! sighHicance inear audlt of e Financial Report
far the cuwrmen! pariod. The key aud? matters were addressed in te conlext of our awdit of the Financial Reporl a3 a whole, andin
forming our apinion thereon, and we do nol provide 2 separate opinion on these rmallers, Further, any Sommeniary on the gutcarme of
& pardanlar usdi procedoes is made inhet comtaxt,

. KEY AUDIT MATTER

Vaivation of net ouistanding claims
Rafer o Note 2.3 — £13.781 million

¥y focused on this mot cutslanding claims balancs because of the complexity [recheed in e eslmation procass andg (he
slgnifican |pdg emeanis hal managenssm anwd tha diractors make in detenmining e balance.

Mole 2.3 1o the financial glatements desonbas the elamenis thal make up the balance. We commrant an te most
prdpemental aspects of chiase slements balow,

&) Grogs discounted central estimate

FRefer o Note 2.3.7 — $17,233 million

Thea ertiralion of culstandirg
clains imobves sigraficam
Judgemenl ghwen the size of the
Habbry and fdwarens ncerlalrty
n estimaling the axpactad future
payment for clairmsg incurmed,

In particular. pedgemem aises

owar lhe astimallon of paymenis

for daima that have been incumed
at i reporivvg date tad hawe net
yut béen rapansd e the Graup as
thera s generally ks information
available in redation to hese daima,
Clasees of BUginess whara Uhara i
a greater Ength of time between e
mmiti e claim ewend and setthemem
(such as workera' compensatton,
professional inde mnily and other
liakilily clasaes] also tond to daplay
greatar vasiabilty babweon initial
estimales and final setlement.

Thea valualion of cuitsiandimg

aima ralies on dwe quakity of the
undedymng data. Il Invohses complex
and subjectiva judgemenia about
Rulure events, BGIH inlemat ard
extarnal o ke husinass, o which
mall changes in assumptions

¢an resultin matenial impacls

o 1he astlirate.

Thea astimate of expeciad fRure
pAYITENS i5 dscoumtad lo presenl
value using a nisk-free rate o rebm
in erder o reflact the lane valea of
roney. Judgemen! is involved in
estimating the pericd over which
chalms are empacted (o 5ollke.

O audit procedunes included aveluatng e deshn effecivensss and
imphememation of oy aciyarnial controls, including ey dala raconclations
and tha Coup's e of the astimatex.

Higtoncal clalms datais 2 key Qut ta e zotuarial estimalss. Accodingly,
we fested contmls and performed delsiled Bsting over 8 sampke of claims
cage estimiates and setbemants, Mo material izsuas arose and 26, intha
carend of our audH mameriakly. we wers salsfied with te edequacy of te
data uaed in the actuarclal esimates o our samphe,

Wha dalarmined twose dasses of buainegss where caims resense estimatas
preaem a higher risk and (beused on classes which inheranlly inwddve
greatsr kvals of judpement and have historically shown greater yaar

of y=ar variation over pravicus estimates, In e cument year such
portfolas indluded CTP e Auiralia and metain Nabilily portfallor in Macth
Amailca and Eurape.

tn orded 1o challange managemem's meincdslogies avd assumptlons, with
particutar forus on e higher nisk areas, we:

+ Evalualed whethear the Group's actranal methodolofes were congiztem
with Uroae wsed in e indesty and with price periods, Y sought subfckant
Justiflcation for any sigrafican diferences.

+ Agseqsed kay acluarta) agsumpttons ndwding claims ralios, and o ected
frequency and severity of claims. We challenged these assuomptions by
comganing them with oy expectations based an the Group's eopedence,
curraal rends and ol awh (ndustey iowledpe. For somme classes of
business, we also performed our own independent aciueanal profectons
and compared the pesuits wilh manegement's eslirmales. Based on ihis
winrk, we conciudad Thal the mathedefagies and assomptions tested were
rmalerialy consistent with our independent expectations and anahysis.

= Tested 1he discount applied for classes af business where lheme s a
greater length of fime between the inilial chaim evenl and seitlement by
Lemitery and ling of buginess.

Ve werg 8355180 By dor own Acluasial exparts Io understand and avaliate
the Gralp's actuarlal praclives and fa Group's gross discounlad central
estimale. Ve al=e considered the work and findings of externe! actwenial
axparts engaged by managemenl,

R R S et S L ke i T R ¥ S Y e Y N ™ W SO S



KEY AUDIT MATTER

How our andit atdressed the key andit matter

{B) Reinsurance and other recoveries

Fefor fo Note 2.3.2 — 54, 540 miflion

Tha valuatien of rensirancs
assels requirea a signiicant
el of udgamend, given

& inherant dependanca on
underlying estimates of gross
outsianding cfaims,

Iry addition, sigeifican management
pacdge meen may b requlned Lo
enzure comraciual tenms on

(her mos! material conlracks arg
conrecily agcourted lof {such

as the Group’s aggregate large

fisk and calasinophe reinsuTance
program [GLRCY.

T N T YO N i My R

¥Ywe oblained audit evidence in relation ko the data and actuaral
processas for estimating cainsurancs recowenas on citstanding cakms by
performing the same audit proceduares as these outlinsd above for gross
clairys estintotes,

With mgards lo (he GLRC contact, we gave particular focus o assessing
and chaltenging managermeant's estimate of claims thal wif be sutdect 1o
recovery undar lne conltact. Y inspeciad the work of management’s
adduatial experts, a3 wel a5 dire ctly festing a sample of redevam ciaims,

Vi e sled ndividually material new reinsurance amangements inchiding
I prograri run off reingurance n Morth Amenica. O work ks ed on
reviewing all relevan! contracts [ ensiHe Lhat e kay 1e0ms oodaine d
therain had bean apprapriately reflecled in the financial statemeants.

{c} Risk margins and Probabifity of Adequacy {PoA)

Fefer I Nola 2. 3.3 — 1088 milion

The net qutaland ing <famms
provislan includes, Inoadditicn & the
central eslimale of the presem value
of the sxpecied future payments,

a righ margin which relates o

e inharenl uncerlginky in thal
pstimate, n detenmining the nisk
FIATGIr, MRS ME mus] maks
judgernants abowl the varabiky of
each dass of business underwiEn
angt the extant of eorredation within
each divislan and batween diffacanl
geagraphical locations,

PoA is a mesgsure of the estimated
overal sulficiency of reserves
Inchuling a risk margla inlght of
that vaniabllity.

We azsessed the Board's approach fo satiing the rigk mamin in accordance
wiilh {he requirernents of AASHE 1023, with a particdar focus on the
aesassad kvl of pncertainy inothe nel cenamal estarahe kading (0 3 change
in the mamin yedr an paar e challenged Inese fActors by conaldenng tha
finding3 from cur wotk performed an e et camiral estimate,

We tealed the Group's achuarial cakculation of the Frobability of Adequacy
(Fah] for reasonabeness & nd consisiency wilh pravions valvations.

This inciuded developng an understanding of and teslineg the acnsnal
mchniques applied by manageme, and comparing B results with industry
benchmarks, We found the vanabiddy assumptions lo be aligned wilh
industry benchmarks and priar yaad

-
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Independent auditor’s report

TO THE SHAREHOLDERE OF QBE INSURANTE GROUP LIMITED

KE* ﬁUDlT MATTER  Howonr audit address;e-;l thg:'.heiv auditmattex

Valvation of gocdwiil in North America
Refer fo Nofe 7.2.1 — $1.543 million

iz focused on gooowil i North ¥¥e have evaiiated managemen!'s ientification of (he North Amenican
AmeTica because the kel of cash gererating unil, and evakuted (e process by which Mg rakeeart cash
himaciroan b etwesn makagem en's ftow korecasts wena devaloped. We compared thess forecasts with Board
valualion and the balawee sheet approved business plans and siso compared previous forecasts bo aciual
camying value remains limied results o azsess the performance of the businass and e klslodcal

Pt ke i paltrsren) In 2013, The acouracy of foracasdng,

CEayy) vakee s matedal, and Bwa

EmpaiTment test remains sensit e were satlsRed vl e Hres year karacas! used |nortanag ement's

valuation mode] was conslsiend with the Board approved Norlh Amencs

to reasonably nossitie changes busiese plan. and that the key assumplions wera subject {0 oversight from
in Bssumgtions.
tha direclors.
;z:;af]uahm is tm:: :I.:n Wi tested the asaumptions and methodologlas used in the model, in
for Nnvrth]: F! e .dm_ The et particular those relating 1o the discounl rate and growth retes. To do s
significant pdganents mdate o + Quir vabuation experts evalualed these assumplions with reference fo
tha diacount rate applied ogether vaitalions of 9kmilar comoantas.
with the asstmplions eUEpoOTng

* e Compared e ey esaomplicns to exkem ally denived date whene
potsl bl Incl dIng rmarksl anpestalicns of mvestroont rellm:, propeched
aconomlc growtt and (meras] rates.

tha urterying faracast cach
flows, in particular b emmical

growth rate and the forecas!

comblreed operatiog raties in e » e apphed sansitivites in evaluating tha direckors' agsessmenl of the
popection peniod sad imeestment phanned growth rale in cash flowa, mcheding forecast premam growh ard
=l AL ST T cormbinad operatng ratkas,

W wis sl gl thatl the growth rals assumpoany wess reasonatsa ghen
tha aconomic outiook and induainy forecasts. Furthar, the discount rate used
by manegement was consiskent with markel data and indusiny research
avallabie o us,

Ireeating Ihe valualion moder:

+ W checkad Lhe calcubations Wr mathemankeal acoracy,
nedng no excepbions.

+ Wl considensd the sensiiiviry of the calouiation by varying the
assumptions and applding other values within a reazenably poss! bl range
for tiorth Anmerica.

¥ 2150 conskdensd the wark and findlngs of axtemal valratian expans
Bnaged by maEnagement.

The impalrinant 355255MeME ramains sensitbe to 8 range of assumphions,
inparicular o changas in the discoum rate and schievemen! of larecast
Mprowements in imastment relurng and comblned operalvg ratios.
Ancordingly relevan] disclosunes havs bean made innote 729
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KEY

AUDITMATTER  How our sudit sddresbet e koy audit matter

Racoverability of deferred tax assets in North America

Refer lo Note 6.2.3 — 3573 miltion

e focused on this balance
becausa there has been a hislory
af lax losses in Morlh Aperica,

and as such, the recovarabiity

ol the deferred lax assetin Morth
America |s parfellarty senzsilive

o expeclations abaul The future
peofilability of this business. This in
rn depands on the achlevermnent of
underlying busineses plans.

Significam judgement is raquired
over 1he recoverabilty of deferred
1ax assals arlsing fram pasl tax
losses because Ihe raallsatlan

af lax banefils iz dependent on
fulura laxable profits and Ihere are
inherem wncertainties imvelwad in
forecasling such profits.

Valuation of investments
Rofar to Nofa 3.2 — §24,374 milfion

Thiz iz 1he largast azsal on tha
balance sheel, represening
approxl marsly 539% of total agsets.
Qur audit affart has Increaassd 7
1his ares a5 the Group's invesmenl
poctiele has became mere
dhversified in racent ypears.

I particulsr, ikera 15 significant
Jetut on considering wihainer
the underhying invesimenls are
yalued appropriatsly,

The valuation of finanglal
Invesiments held Bl fair vaha

& based ona range of inputs.
Marmy of ihe IRpuis requiled can
e colained from resdily avalable
Kquid market prices and rales.
Whare chearvabhe market data

is Nl available, for exampla,
when determining e valuation
of cerlain Infrasinsgure debs,
astimeles muat ba ceveloped beased
an e mesl appropriale scurce
dala and are sLBbecT 10 4 higher
lewed of juckgesmeard.

The witimats recoverabiity of tha dedarned tax asset depends wpon bath
contined improvement in the profitability of the North American business.
and the parlad gyver which tax 1os5e3 wifl be avallabla for racovery,

e facused on whether sufficient evidence was auaKabhe with reqard 1o
Ihess twa clemeants, as folkows:

= Evaluated the prograss made by manags ment in improving the profitability
of the business in recent perinds, which Includes the remediation of the
causes of pasl Ioases through, smongst clber things, run off reinsurance
amangaments, mplamaniation of a reviged capial slructure to reduca
funding costs, business disposals, and otber expense reduction initialives.
¥ nioted thal progress has been made in relalicn to each of these,

+ Assesyed the credibility of the business plans used in the deferred tax
assel racoverabillty assessmerd. These were based an the sama Ihise
year forecast used in the goodwill valuation model, and were thersfore
ascessed a2 pant of qur goodwill testing as oullirked above,

+ Llsed qur lax experts, who considered that the fax losaes are legely
availabla far tha ferecast recoupment periad.

U O T T W Y D, e Tl PR B e o A N TR T WY ¥ O R ghodn, S - TR TR T

¥ve performed the kblowing audit procadures ower Iha valuation of
investments held by the Group:

» Asgegsed the design and performed teats of the impementation and
cparating effecthveneas of the key cortrols over the investment inction
carrled our by Group Investments, which |15 responsible for managing e
miajarity of inveslments for tha Group.

« Aasezsed the Groups valualion of ndividual invesiment hokdingz. Ywhere
readlly chservable dala was svailaole, we sounced that independenthy
and companed | 1o the company's valualioh, For invwstmants swhara
there was less or e observabe markel dala, including kvl 3 holdings
as diaclosed in nole 3.2.1, we abteined and aaseseed other rabevanl
valugllon data or carded oul our own indapandemt valuaticng, v did
nol idemify any material diffarancas fram the campary's veluations from
perhorming this wark,
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TR THESHAREHOLDERS OF QBE INSURANCE GROUP LIMITED

Other Information

The direcliers are responzsible for the other Infarmalicn. The clber irformalleh comprises the Perdarmance overdew, Business review,
Governarcs, Direciors’ Repart, and Other infomatian inclucad [ntha Group's Annusl Report for the year ended 31 December 2016
bul dees nol include the Financial Report and our audilor's report thereon.

Cvr opirian on the Financial Report does no cover the ather information and according by we do not expresa any form of assurance
concdusion ihaereon,

In conneclion with our audit of the Finarcial Report, our responsibilily is to read the sber informatian identifad abowve and. in doing
s0, gongider whelhe r the giher informatlon s materially inconslstert with the Financlal Report or our knowledge oblEined in Uee audi,
of otharwise appears {0 be malerialdy misstaied,

IF. bagad on Lthe wark we have performed, we condude that there is a malerial misstalernent of this other informatiaon, we are requilred
13 repori that facl. Yie have nothing 10 repart inthis regard.

Rasponsibilities of the directom for the Financial Raporl

The direciors of the company are rasporm bl for the preparalion of the Financial Repor] that ghees a true and falr view In accordance
wilh Ayslrallan Accounting Standards and the Corporations Act 2007 and bor such irdernal control 88 the directors determine is
necessany to enabde the preparation of the Financial Report that gives a true and fair view and i ree fFom material misctatanent,
whelher due 10 fraud of error

In preparing the Financial Report, ha dineclors are reaponsibke for assessing the ability of the Group to contiouoe as 3 going concern,
disgiosing, as appicable, matlers ralsied to golng concarn and using tha gakg concern basia of accounting uniess the direclors either
iderd to [kpukdate the Group or 1o cease operations, or have no reakistic alemalive i to do g0,

Auditor's responsliblitkes ¥or the audit of the Financlal Reporl

Cur objectives are (o ohilain reascnabie assurance about whether the Financial Repart a& a whole is free from materlal misslansmend,
whether due to frawd of errof, and 10 5508 an auditor's repar that includes cur opinlon. Ressonable assurance s a high kevel of
assuranca, bul ks nal @ guaranles that an audit conducied in accamancea with e Austraian Auditing Siand ands will sbways detect

a material misstalement when it exists. Misatarements can arise from fraud or error and are cotmidered matarlal H, ndividually or in the
aggregate, ey cod reasonsbly be axpéched W imfuence the economic decisions o users taken on e basls of The Finandal Report.

A frther descripton of our reaponsibiiles ko the audit of the Finandal Reporl 13 locaied 2t the Auditing and A% surance Standard
Board webslte al;

hHp: e, aLas b.gov, ew'eudilors_fikesiorZ pdf. This descriplion forms part of our auditer's report,
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Report on the Remuneration Report

Cur apdricn on the Ramunerafion Repor

e have audited the Remuneralion Report included in pages 68 to 102 of ihe Direciors’ Reporl kor the year ended 31 Dacember 2015,

IM our opdnion, the Remuneration Repert of QEE Insurance Group Limited for the year ended 31 Degember 2018 complies with
saclion 300A of Ihe Carporations Ac? 2001

MANAD -
ITTRIUOETR

Responaibililies

The direciors of the company ane responsible for the preparabon and preseniaiion of (e Remuneration Repar in accardance with
2ertion 3004 of the Corporations Aot 2007, Jor responsibility is to express an optnlon on tha Remunaration Reporl, based on our
audit conducied in accordance wilth Austmlian Sodiling Slandards.
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Shareholder information

Q8E |5 imcorperalad in Austraka, is listed on e Australian Securilies Exchange (A5X) and trades under the code 0BE

Reqistered office

QBE Insurance Group Limited

Lewd 27, 8 Chifley Square
Sydrey NSW 2000 Ausiraiia

Tewphore:; +61 2 3375 4444
Facsimila: +61 2 9231 6104

Yeehaite: vasw qba_ com

GBE website

QOE's websile prowioes Investors wilh Infemation abow OBE incuding annual mporms, coporate govwsmance slataments, annual
reviews, suslanabikity reviews, half yearly reports and announcements to the ASX,. The webalfa also offers regular OBE ahare pics
updatas, a cakrdar of everts, a higtory of QBE's dividend and ondine ascess 10 your shareholding delais via the share regestry.

Shareholder infomation and enquiries
En iries and cormespantance mganding sharehaidings can be direchsd @ QBE's sharg registry:

Computarahars tnvastar Bamvices Py Limied (Computarshara)

GPO Box 2975
Malbouma VIS 3001 Ausiraliz

A52 | ofweston Stroe
Abbotaford VIC 067 Ausimalia

Tedephone: 1300 725 487 {Austraka)
Tedephare; +61 3 B415 4840 (inlemetional)

Vb, www compulemhare com_au
Ernail: gbwe, queresdPcompuiar hare com.e

Fov eaciriy purpocss, you will need 1o quote your Sacorindrolder Referancs Number (SR} of Holder kerdification Numser (HIN).

If you are broker (CHESS) aponsored. quares rating o Incomecl ragixiradons and changes to name anclfar address can onfy
e procensed by your stockbroker. Please contac your slockbroker, Compulershare cannel 833ist you with these changes.

Shareholding detalls online

Marape your sharehokdng cnime by visiting QBES share regialry, Compulerghare, Log onio www, nveatorcemire. com.au bo view your
Foiding badanca and dividend sraremens, B Lpdas your address (I you are regimtened wilh an SRM) o girect credil inatructlons, provde
ORP o BSP instrudions or changedadd your TFRAARN delais,

Yol may alsn register ig racaive shamhalder dacumaeniation elecironically Incuniing civicerd emergs, rtces of mestings, ancual
MEpOrm B MIGON CHMpETY BRnGUNtemenls.,

Privacy leglslation

Chapter 2C of the Corpormdions Act 2007 requires irformazion sbolt you 35 8 secUrity hoider (induoiing your name, address and delaly
of Ihe securtss you hold) 1o be inchlced [0 QBE's shars reyister, Thess detalls must cominue to be induded In Ihe pllic regimer aven
i yoL coase 1o be o secLrity halder, A copy of the privacy palicy b8 evailabie on Compaenhane's websie,

Relevant intaresta register

Masdeq OMX Pty Ltd of Level 8, 155 Georpa Streed, Sydney NSYW 2000 Ausiraka malrieins OBE's register of Imfommation &hour resawan?
Inlereaty, Sharsholders arnd olher parties can telephor Nasdag OMY, on +57 2 BOTS 2800 ar facsimie on +51 2 BOTE 2801 if they wiah
to imspac] {his ragisier.

Dividends

QBE pays cash dividends to shareholders residend in Aumtralia and Mew Zesfand by dirsct credit. Sharebaldars in (he UK and tha US
atgo have 1he aplion 1o recaive their cash dividends by direcl credit, although i is ol mandatory. The benefl bo shareRokders of the direct
cradlht fachky s access (o cearnd nds quickly and secumsly — mducing tha risk of cheques being kst or stoken, Shamehoders in ofher
counmtries wil receive cheue paymems In Ausralen dolars if hay hava nol aleded Lo redske thede e By dirsc) orsdit.
Sharenokders recaive 8 dridend stedernerd for Lax records. either by posl o by emeal depending on the sesected communicalions option,

Eligaibée = harehokders can participale in QBE's Dividend Reimmasiment Flan {DRF) and Bonm Shae Flan (BSF) when the plans ane Bctive.
The DRF snabies you 1o subacrios for addiional shares, The BER |3 3 borus share plan whereby the dividend ertiterment |3 forgone for
borue shares in keu of 1he dividend. In order 1o parlicipale in either the DRP or BSP, you rmusl havs 3 mirem,m sharsholding of 108 shaoes
and have a registered addresa in Australia or New Zealand.

Participanta may change their eheclion to padicipate in tha DRP and B5F &l any time. DRF/BSF ekncdon out-0ff dates and applicalon
forms are avallabls from OPE's webaile,
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Tax File Nummber {TFNK}, Australian Business Number {ABM) or exemption — Australian residents

You can confinm whelhar yor have kooged your TFH, ABN a1 exgmplion by vsiting Compiesshans’s Invesion Cantra. K you chanse ot
13 19a5e these delails, QBE is obliged to deduct tax &l the highest marginal rate (plus he Medicare Evy) from the unfraniesd podion
of dividends paid. Arstralian shareholdars living atrsad should advise Coenrukrshiaee of teir resident 3laius,

MHALDAD
LAy e

5

Condult foreign income (CF)

Sharaholders vl receive CFI credits i respect of Ihe whole unfranked ponlion of QBE dividends, These credits exempt rioresedend
sharehchkders from Ausimalian withbedding @,

Unpresented chequesunclaimed money

Under the Unclaimed Moneys Act unclaimed dividends so or more years old mus! be given (o te ACT Poblic Trustee. 13 verny impoian
that sharehafders bank sutsianding Jvidend cheques promplly and edvise Compulershare immediatety of changes of address of bank

Per T
SIS

aecourt details. "
Recent QBE dividends
AUSTRALIAN

CENTS FRAHING o
DATE PAID TYPE ARESCORD DATE PER SHARE LY
28 March 201 3 Final B March 2019 10 100 §
23 Seplember 2042 tatarim 2 September 2042 20 100 g
31 March 2014 Final 13 March 2044 T2 100 s
23 Sapleatber 2014 trtanm 249 Augusl 2014 15 100
3 April 2015 Final & March 2015 2 100
2 Oclgber 2045 Imterim 25 August 2015 2 100 _—
14 Aprd 318 Flnal 11 March 2056 ap 100 23
2 Seplember 2016 Interm 26 Augusd 2016 | 50 33
13 April 2017 Final 10 March 2017 33 50 -4 /

s

Arnnual General Meeling

The Arnual General Meeting of 3BE Insurancs Group Limited will be hed al $0.00am on Yyed nesday, 3 May 2017 i the Bailroom 3
and 4, The Waslin Sydney, Mo 1 Mearin Flace, Sydney, NSYY 2000,

Tha Arnua General Meeling will be weboas] &1 wenwy, group.gbe.oominvesior-cermetannuak-genesal-meeting and an achive copy
upiraded for later viewing.

kg
[RII TTE

Voting righls of ordinary shares
The consifhrion prowvktes for votes o be cast:

« &0 & show of hands, one vote for each sharetwdder, and
« 20 3 pH, one vote for each fuly paid ordinary shama.

Annual Report mailing Jist

Amencmeants o e Caparafions Aot 2001 have remcwed the obligation for companies to mail an annueal repced [0 shaneholdars, To mprove
eficiency, Save costs And mdpos ol wTpac] on te amdio nenent By minimising uranecassary wse of pages and pinling resowurces, the
Annu Reper is pubiited onour webse ab wwav.gbe.oom,

If your wheh to recaiwa a hand copy of e Asnoal Reporl. pleasse update your communicalion preferences by looming inio your sharehofding
a v invesioicantta oo,

QBE dees nof produce 5 concies financial reporl
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Shareholder information e
Top 20 sharehelders as at 31 January 2017
NUMBER " OF
NANE OF BHARES TOTAL"
HEBC Cushody Mominees [Austrada) Limiled 495 EEQ 676 .14
JF Morgan Homineas Auatralia Limiled 221,784 288 16.17
Clleorp Nefinees Pty Limitad 122,691,692 .85
Melional Mominess Limiled 66,811,252 .48
BMF Faribas Mominees Pty Lid [Agency Lending DRF A/C} 38,877,021 2.54
EhP Farbas Nominses Pty Lid [DRF} 20,148 757 147
Cliisarp Mominzes Pty Umtad {Colonial First Slame |mestmer ASC) 14,414 060 1.06
AMP Life Lirnited 10.542,027 0.77
REBC Inveslor Servces Austrafia Nominess Pty Limited (Pl Poocked A5C) 9,815,272 D7
HSBC Cuslody Nomiress [Austraia) Eimied (NT Commomeeallth Super Carp AIC) T.B15.608 056
Ausiratian Foundaton Invesiman Cormpanry Lirmited £,321.575 0.45
Argo Irvestmeants Limlled £.520.4M 0.43
RBC Imvestor Sandcas Aumtralia Hominess Pty Limited (MBA AC) 2,703,082 0.20
Milten Corporation Limited 2.518.37% 015
CPU Share Fans Py L\d (GBE Employess Vestad Comral AC) 2 558006 019
Heavigator Susiralis Ltd (MLT Invastman Seement AC) 2,333,522 917
Nedional Mominees Limiled (M A} 2028, 743 Q.15
Mulle Hominees (Ausirsie) Umiled [Mavigator Master Flan Settiernerd, A1C) 1,887 445 R
HEBC Cuslody Mominess (Auniraka) Limiled 1.938,025 014
Halional MNominees Limited (DB A/CY 1.716,001 0.13
1,080,588, BA%5 77135
1 Percarvages of tdal Al date of rotice,
QBE =substantial shareholders as at 31 January 2017
Al 31 January 2017, QBE Insurance Group LimEad had no substarelal shareholdars.
Distribution of shareholders and shareholdings as at 31 January 2017
NUMBER OF MUMEER
SIZE OF HILDING SHAREMOLOERS 3 OF SHARFESR h
1 to 1,000 &7 480 53.45 29,702,541 217
1,001 to 5,000 43,242 4.1 108,758,003 778
&.001 to 10,000 8,730 533 47,17 487 3.43
10,004 to 100, 000 3,536 2.88 74,781,289 545
100,001 and oeer 157 0.12 1,113,333, 038 nav
Todad 126,245 100.00 1,37 1,500,268 100,00
Sharehoidings of kess than 2 marketable parcel as at 31 January 2047
SHAREHCLDERS SHARES
MUMEER % OF TRTAL MUMDER * OF TOTAL
Hiokdings of 40 or [ewer shares 4 124 127% 70,248 0.01%
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Financial calendar
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YEAR NONTH oaY AN HCAUINCEMENT
2017 February 27 Results and dividend announcement for the yoar ended 37 Cecembar 2016
March g Shares tegin lreding £x dividend
1¢ Record dale for determnlndng gharehodders' entlilemrent 1o 2096 final dividend
13 DRPBSP election cioge gats —_las't day to nominata o parlcdpate Injhe Dividend
_Rerwestment Plan of the Bonus Share Plan
April 12 Payrnenl dale for the 2016 fingl dividend _
May 3 2015 Annusal General Mesting _
dung a0 Ha¥ year end
August 17! Fasults and dividend annouagemnent for the hall year ended 39 Jone 2017
241 Shazes begin ading ex dividend
25" Retard date for delerminlng sharehakien” ectitlernent lo 2017 inferim dividend
8 DRABEP eleclion doze date - fast day o nominale o participate in the Didgend

Reinvestmandt Plan of the Bones Shara Plan

Saptambar 237

Payment date for the 2017 interm dividend

Decombar M

Full year erd

1 [ales shiwnh may ba subjad 1 changa.

Poday
ETA3AN

N

Liodmy
ULy
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10 vear history
FOR THE YEAR ENGED 31 DECEMBER
B 216 24 211 by FHi 20T 2008 200 2007

(Sross wrtllen premium st TS 15092 16332 17975 1844 18257 13828 11,238 11095 15,3
Gross pamed pretniom uzsa TATTS 14922 165N 17089 1831 R840 13432 10843 10773 105,153
Meal eamed premipm ussm 11086 12314 14084 15308 15788 45350 1082 0446 9203 B 552
Clamz matio - 582 604 632 &5 B 582 5839 &3 576 .3
Commsion ratio *© 184 172 8.8 6.8 162 4.9 i85 5.2 iT.2 18.5
Exponse ralla = 174 7.3 161 8.5 1£.6 13,7 14.3 131 137 131
Combined cperaling ratio ) A0 i 961 978 971 S5G B 857 BaG 885 859
Inversirient ingome

e fone irvesirnan] galishossas USEM gt L4 &76 6 723 B4 i1 Bz 1,57 B3¥

affer knvesiment garsieccas T3 1] TikB 865 B4 T: 22X a7 8657 1453 118h 1100
Insurantce proft USEN 1,076 1,03 1,074 841 1,282 1,085 1,783 1609 1530 1,885
Irnaca rrce profll (o mel eamved
premiuam - T 84 T8 L% B0 7.4 150 iv.o W 22.2
Financing and ather cosls T - 244 287 M5 324 275 222 191 23 8%
Cparating proft dess)

before DCorme tax USSM 4,072 B53 a3 {0 1 Baa 1,551 1887 2028 2105

afterincome lax and

non-contoding irtaresles USEM R 8A7 742 {25} 761 i) 1278 1532 1588 1812
Mumbar of sharas on issea’ wilbena 1ITH ORITG O LMEI 247 18a iNz 1048 1020 Ba2 LLE]
Sharehokders’ furds vase 0 EM W0S0E 1MG30 1038 11 M58 10,283 16301 816 TAM 7415
Total Essets yss A1 EBY 42176 45000 47271 S04 A5 VAT 41086 X6 T3 33867 MTIT7
Mel langible sty per shmme! (151 4,90 8.07 5.22 473 4,45 K R: ] 4,78 404 4.0 68.02
B owing s t eharehokders”
funda % 338 325 »ns 4 1 434 5.8 3.5 221 »no 40.5
Banie eamings pr share ! US eecits #1.4 50.3 574 [Z28) as.i o 1237 1828 1750 18RO
Basio samidregs per
sharm-cash bamiz 145 cors % §5.3 KR &62.9 Bai a0 1IrT7 1984 772 1805
Clhted aamings por sham LIS canla 0.3 49.8 B58 Qi 818 £13 1iag 1489 1727 1818
Rahum on avarmsgs
shareholdes” unds LY a1 8.4 8.5 2.3} T4 B8 1319 8.0 223 8.0
Dividend pet hama *”“m ] 5 a7 az 50 a7 128 128 126 122
Gividend payou AW EL aas 442 g4 8% a5 1,3 13 1987 1068
Tolal invesreny and cash? viiw MM T0E ZE583 G618 I1AYS 2024 I5AA 22446 19ER5 21652

1 Refech ghares on an accounting bag:s,

2 Eamings pe shira on acash bamis i3 cakutated with mierencs k0 cash profit, being oot afler b adjusted for amotialon &nd mparmen
afmtang:ban and cihar an-cash (tems neg of {a

3 Inglhudes finandciad aswals a1 Talr yelee throwgh orofit of Inss. cash and Cash aquivalents and (avéesinent properhes,




-
{8
[

Glossary of insurance terms
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Accident yonr
sxperlence

The matehing of all claime occuring (regardless of wen reported or paid) during a given 12 month peviod
with all premium earmed over the same period,

Acqulshlon cost

The tewal of et commiszion and operating expenses incummd in the pereration of mel eared pramiom and
oflen expressed 83 a percentage of net eamed premivum,

Admitted insurance

MulA TN
Emmmﬁd

Insurance written by an insurer thal [ admilited {or lcensed) 10 do business in the (LU3) state in which e
polbey weis aold.

Agant

Ona whe negotimles conlrecis of NSUrance of reinsurance 43 an insurance stmpany's rephecsntative
i.&. The agemt’s pimarny responsibilily is fo the insurance camier, nol the insurance buyer,

MR
g

Attriticnal claims
ratfo

Lm

Tokal of all daims with a el cosl of kess than E2.5 milion as 8 percemage of nel eamed premium,

Broker

Cree who negotiates commacts of ingurance o relnsurange on bahalf of an Insured parmy, receiving
A eommisgion from the insurer or reinsurer for placement and olher sendces renderad, In contrast with
an agent, the broler's pimary responsibdily |s to the insurance buyer not Lhe insurance carrier.

Capsacity

In reiation ta a Lloyd's marmbar, Ibe maximum armourt of Insurance premitms gross of reinsurance ol net
alf brokemage} which a member can accept. In relalion to 8 syndicate, the aggregate of each mamber's capacity
aflocated to thar syndicate,

‘ EURIL AT
\\

Cash proflt

Meet profil after tax andbutable ko QBE shanchotders, adjusied for e post-tax efect of amortisation and
Impaimer of inlangibkes and other noncash items, This definilion is used ke the purpose of the Groue's
divicerd policy.

Casuafy insurance

Calastrophe
relnsuranca

Insurarnce that s pimarly concemed with tha kases resultng from injuries {o third peraons or their property

(i.e. nol ibe pallcyholder) and the resulting legal Rabliity Impesed on he Insurad. It indludes, but is not imited
to, genaral ablity, employers' liability, workers' sompensailon, professkenal llabity, public $ablity and moor
lre Blliby iz UTance.

Areinsuwance contrasl (ofen in the form of excess of loss reinsurance) that, subiec Lo specified limits and
ratention, compensales the cedon insurer for ksses relaled 1o an acoumulalion of claims resulting from
a catastiophe event or senes of evenis,

Claim

Tha amounl peyeble under a conirec of insurance or reinsurance anzing rom aloss relating to an insored event,

Chalms Incurmed

The aggragaie of ail clafms paid duning an accouniing porkod adusied by tha change In the daima provision
for Ihat accounting period.

Clatms provision

The estimate of the mosl likely cost of selting present and future deims and associated darms adweimant
expenses pluzs arsk margin to cover poasibe fluctuation of the Kability.

1wy sy
IRPURLLY 510N

Ciaims ratlo

Hed claims imcumed as a percentage of ral aamad premtm.

C oeff| clont
ol variation

Tha meagwe of varability in the nel dacounted central 2slimate used in he deteminatlan of thie probabllity
of pdequacy.

Combined oparaling
ratig

The sum of the net claims ratio, commission ratio and expense ratio. A combined operating ratio bekow
100% Indicaes profsble undensriling resulls, A comibined speraling ratin aver 100% indicates unprafitabhe
e rwTiting resuts.

Commercial lines

Refers to insurance for businesses, professionals and cormmercial eslablishmens.

Commisaion

Fee paid 1o an agant of broker as o paercantase of the policy premium. The percentege varies widely
depemding on coverage. the insurer and tne markealing methods,

Commission rathe

kel coOMIMision expense as & percenlage of nel earned premium.

Credit spread The difference in yield berween a corporate bond and a reference yield (2.9, LIBOR, BBSWY or B fixed
soverstgn bond yiekd),

Credit &proad Tha welghted average term of cesh Rows for a corporale band, [t & used 1o measure the price sencilivity

duraticn of & bord 1o changes in credit spreads.
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Dreductibe

The arnaunt ar prepoddion of some ar all loszes arksing umdar an insarance contract thak fea insuresd must bear.

Dirforrad aequisition
costs

Acqulshion casts relaling to tha umexplrad perlod of ek of conTacs o force at 1he batance dabe which are
camied forward from ¢ acecarnting pencd [o subsequen socountng penods,

Excass of ks
rolnsurance

A faren of reinswranca inowhich, T redum for & premisn, the reinturer aecepis liabtility for clawig setted
by the2 oniginel insoreT in excess of an agreed amount, generaly subject 1o an wpper limit.

Expanas ratio

Lirdervaiting and administrative espenses 36 @ perceniage of nel eamed presm iam.

Factitativa
ralgBurance

Tha rednsuranes Gf individuad rgha (heough 8 P sion behemn the oeingurar and the cadant (usually the
pamany inaurest ievoling 2 specifed iah.

Ganeral insuranca

Gersraly veed 1o descsibe moanH fm insicanoe busiemss inciiding propemy and casually nEueEanoe.

Grosa clalms

Tha ameunt of clalme Incumad during an accounting peiod before deduling ralnsiuran o resovanas.

Inc e

Gross garoed Tha proportion of Gress witten premium reco) rised 53 incqme in e corent finencal year, refocting e
premium {GEF) patem of e incdenoe of sk and he expiry of that rizk.

Giross written Thee (Dlal prem ism on insurance uekersrittan by an Ineurer of ednsursr duning a specified penod, before

pratniom (WE)

e ueilon of reTHurEnce prei e,

Inctirred but not
reporiad (JBENE)

Claims afing oot of events thel have occumed befom the end of an accourbing padod bul fave rict Desn
reporied to Ue inswrer by that date.

Inaurance profit Thee s of Bwe urndeerwriting result and inveetmant [ncome on aEsa(s backing policyhohte s Ay
Insurance profit The ratic of wsurance profi o el eamed premium.
margin

Inward reinmsurance

Seda Rednsurance.

Lamge individual rigsk
and catastrophs
claims ratin

The sgpgregate of daims each with anet cost of £2 5 milon of mote a6 a parcaniage of nel eamed premism.

Lendara’ morgage
inFuranca (LM}

A policy thal pratecgs thea emder (0.9, 2 bankl agams! ron-paymenl of defauh on Lhe part of tha bamawer
on 3 reskdertial prope ity koan.

Landinon-dead
uhdarwriter

A tead urwdansiler oparates in e submsenplion markes and et G wems sl price of a polcy. The folloswar
of nonekead is an underariler of a syndicate of an insurance company thal agrees (o accepl 2 proportion
of agheen dsh on leans 5ol by [he kead underwiiler,

Latiors of credit
et}

Ytten undertaking by a inancial insfulion B provide fnding if requined.

Lioyd'=

Insurance and reinsurance makel in London. It is nal a company Dut 18 a soclaty of indrdadusls and comporate
uRderywriling members,

Lloyd's managing
agant

An underwrling agent which has permission fom Uoyd's o manage one or more syndicales and camy
on underwriting and cther flunctions for & membsar,

Long tal

Classes of ingurance business (nvelying coverage for deks where nolia of a clakm cray Gok be recabysd for
rmany yearm and daims may be outstanding for more than one year belore they are fnally quantifiable and
setiled by B insumer.

Managing General
Anant {MGA}

A wholesale insurance et with the authonity to acoepl placemants from {and oflen fo appomt) retal agenis
on babiall of an insarer. MGAS gencrally provide underaniling and a0ministiatve servicas such ag policy
issuance on behalf of the insunars they represenl. Some may handle claims.

Maximum gvant
mlantion {MER)

An estimate of the largest clalm fo which an insurer wilk be expoaed (laking imo accoum the probabl ity of hat
loss evert &t a relormn pericd of one in 220 years) due 10 aconcentration of nisk exposunes, after neting off amy
potential eeinsuRnce recovaries and irvand zd oubward reinstalersen! premiums,
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Maodified duration

The weighted avarage g of cash lows i 2 bond. I e usad io reeazeme the pace sensiiny of a bond
I3 changes o credit spreads,

Multhpadl crgp
SChems

LS federally reguiated crop insurance prodecling againat omop yield [psass by Alltwing parcipating insurers
{0 insone 8 cerlain petarage of histoncal crop prosd wetion.

Nel claims incurrad

Matalang
BRI G

The amaunt of cladms iney med duning an accouning panod afler deducling reiRswrancs recowerles,

Met clalms ratio

Met claims icumed a5 2 petensage of nel 2amed prem v,

Mot earned pradnium
{HEFy

FrEPrel
nig

MNel wanen premiom adjusied By the change inonel uheamed premium.

Het invesbnant
income

8

(51oas investment income incduding foreign exchanage gains and losses and net of investmen expenses.

Net written premmium
(P}

The talal pravmi m of insurance undenssiten by an insurar durmg a spesried perlod afier Lhe deduction
of plemiluen applicable Lo relnsurance,

Dutstanding claims
liabity

e

The amound of provision eslabtiohed for claims and refated daims expenses that heve octumed bud have
i bezn paid.

tauwmg

Persenal iines

Insurarce for indivicduals and familes, such as privale moter vehlcke and Romagwners” insura e,

g
PolicyhoTders’ flunds Those Manclal assats kold to funa the Gat iInserance kabdites of ta Group. ﬁ E

Aag
Fremiom Amcum payable by 1he ingured or rednsurad in prger ko atlaln Insurancs 9r redasranos protecion. “ ;.r")
Premium sodvancy  Ralio of net tangibde agsels to net eamed premiang, This is an Impartant indusiny ndcator in assess|ng e
ratio ability of general insurers 10 setle (her exdsting Kabities,

- |

a3
Prascribed Capltal  This corngrises the sum of Ihe capital chamges for azsel sk, aszet concemralion nigk, insurance corcammiion B E
Arncunt (PCA} Fizk and operalionad fak as required by APRA. The FCA must be disclosed af least annualky. - 2

Probability A slahisheal measure of the level of comfidenca that (ke owtstanding dairs (Fatd| ity will ba sufficssnt to pay
of adaquacy claling a5 and whan they fall dua,

Fropordonal A wype of reinsurance in which the originad insurer and e reinsurer share ofaims in the same proportion
reinsurance a3 they 3haie premisms.

Prudenkiat Capital
Requirgment {PCR)

The sum of the Prasonbed Capilal Account (PCA) plus any supanvisory ad|ustoe detenmined by APRA
The PCR may not ba dhsotosed.

Recovarkes

The amount of darme regovenod from rainsurancs, thind parties of salvage,

Reinsorance

An agreamant 1o indemally a pamany inguess by areinstisec in consideralon of & poeorhum wilh ceseserd]

Io agreed nisks insured by te primary Hiswrar. The enleryise acoepling fha rsk {3 e reinsoner and is sald
o accept inmard minsurance. The anlepase ceding U diks & e axdan! or cading company and is said
to placa Sutward FeinIanca.

Raingurance

A mnsiranss agreament under which members of a syndicate. for 3year of account o be cloged, are

b cloga reinsuned by members who compnise thet or anedher syndicate for a later year of accoum against ail bt ites
artsimg ouk of insurance businass wiilten by the reinsured syndicale.

Relpsurar The risurer thal assumes all or pard of the insurance o relnsurance Kabl ity wrilten by another insurer,
The term ncludes ralrocassionaires, belng [rauiers (Ral assume Bivsurance Fom & reinsuan.

Retention That amourt of Kability for which aninsurance com pany Wik remaln reeponsible gfler it has compaled

9 reinEurance armangaments.

Retrocesslon

Relnsuiance of a relnsurer Dy aR0HWE minsurance camer,

Refurrn on allocated
capital [ReAC)

Gt lanal rranagem e -basls profll a3 & percentege of a¥ocaled capilal as determined b:.r the Group's
Economic capital mmooad.
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Relurn on aquity
{ROE)

Group slalriany net profil after ax 25 a percantage of average sharehokiers’ funds.

Shart tail Clagses of iInsuiance business invelving ooverags for fAsks wiwers Claims ane usually known and sotked
within 12 montis.
St loss A fomn of excass of loxs remsurance which providas that the reinzurer wil pay some of 68 of (he reassuped's
reIMSUEan e loxzes in excess Of A siated pamemege of the resssured’s premiom ncome, subyed (usualy) lo an overall
Hemit of latafiky,
Surplus {or axcess)  [nconbiash o "admitied insuress”, every LS5 stale koo alkown non-admiled (oF “srplhus 55" of "excess |ines')

lings ingurers

camieTs {0 transec Bminess where there is B apecial eed that cannot or will not be met by admitted camiens,
The raea and foems of Ron-admitied camian generaly ane nol egulaled i that slale, nos are W poll cles

b ck-atopped by (e slate insohvency fund covering admilled insurance. Srokars must infoom instrers if their
inzirance had been placed with anon-admined Inswrer.

Syndicate

A rnamber OF group of merbars undenertting sueancs buginess o Lioyd s hiough (e agency
o & rnanaoing agen,

Survivat ratio

A meanure of how many years it wolld take for dust dBease daims 9 exhaust e surrent kevel of clalms
provizion. Itis calolated on the averega keved of daims payments in the last three years.

Toial Aharehcider
return {TSR)

A measure of performance of a company's shares over Gma. It includes share price sapprecialion and dvidend
peroimance .

Traaty relnstrance

Rensurance of nisie iy which Wbe rresirar |6 obiiged by agreamant with the cedant o accep), within agneed
lirnity, &R riaks o ba underwrithen by e cedant within specified claszes of business in a ghwen period of me.

Undarwriling

THe proce=s of reviawing applicabors submtied for insuranoe of reinsoarancs coverage, ceciding whelher

o prowvica all of parl of the coversga requeasisd and detemining e applicable premi.
Underwriting The aggregate of polcy acpasiion cosls, eechuoing commiaglens, and the popban of adminlsirative, gemseral
QAPLREas and cthar expermes atinbula e oo ondsrailing operallons,

Underwrtng result

The amount of proflt o less Mom msuranoe actndies ok ive of neT invesren (Neom e and Capial gains
o loages,

Undarwriling yaar

Tiwe year in which the contract of Ingurance commenced of waS uRcensymthen,

Unaamwe! premium

Thee portion 9f a premism rapresentng (he unexpied pation of the conlrac! berm as of a cerlam date,

Yelumo weighted
averaga price
(VW APY)

A methodoiogy used for dalermmining e thare price applicabia ta dividend end other share relalad
transactions,

Writtan pramiues:

Prermiuens writsn, whether or 0ol eamed, duang a gren parniod,
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16 March 2017 OX W S SE,

Telophona: {12} 275 9084
Mr Michael Savery

Chief Risk Officer

(BE Lenders Morgage Insurance Limited
Lavel 5, 2 Park Street

Sydney, NSW 2000

Dear Mr Savery

Re: QBE Lenders Mortgage Insurance Limitad Actuarlal Report at 31 Dacembar 2018.

Section 77 and 78 of the Insurance {Prudential Supervision} Act 2010 requires a licensed insurer b
ensure that acluarial information included in the financial statements has been reviewed by the
insurar's Appointed Actuary. As the Appointed Actuary for QBE LMI New Zealand Branch {QBE
LML MZj, 1, Benglt Laganiere hava conducted this review for GBE LMI NZ and QBE Lenders
Marlgage Insurance Limited {QBE LMI} financial statements for the period ending 31 December
2014, QBE LMINZ is a branch of QBE LMI which is an APRA regulated antity. | am also the
Appointed Actuary for QBE LML

This review invalved ascentaining whether actuarial information used in Lhe preparation of the
financial slalements has applied appropriately. Mo limilations were ptaced on me in conducting this
review, and all information requested has been made available to ma.

For the purposes of this review, actranal information includes
= Qustanding cdaims liabilities

Premium Lizabilities

Application of the Liabilily Adequacy Test

Reinsurance and cther recovery assels

Defoerred Acquisition Costs.

L I T

I am an employee of QBE Management Servicas {QMS}, which is a relaled company to GBE LMI
and QBE LM NZ in that the campanies are fully owned by QBE insurance Group. In addition o
this, [ held equity positions (Currant or deferred) in QBE Insurance Group securties at the date of
thiz repgrt. This helding is an immatetial proportion of the tolal shares issued by QBE.

From my reviaw, it is my opinion that

» e acharial information included in QBE LMF and QBE LMI N2’ financial statements has
baen appropriately included;

+ the actuarial information used to prepare the financial statemems of GBE LMI and QBE LM!
MZ has been appopriately used;

o itis understood that QBE LMt MZ was granted exemplion frm complying with the RENZ
solvency standards for nor-life insurance business under Secton 52 of the Insurance Al
As a branch of QBE LM], QBE LMINZ is therefora dependent on QBE LMI's capital surplus
io remain salvent under most adverse scenarios developed as part of QBE LMI's capital
management plan; and

+» Iom a solvency point of view, QBE LM has held capilal in excass of APRA's Prasoribed
Capital Requirement as ai 31 December 2016,
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Yaurs faithfully
A, %M:s"’

Benoit Laganiere
Mew Zealand Appointad Achiary of QBE Lenders Martgage Insurance Limibked
Fellow of the Insfilube of Actuaries of Australia
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