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QBE INSURANCE GROUP LIMITED
MARKET ANNOUNCEMENT
QBE AGREES TO ACQUIRE PMI AUSTRALIA AND PMI ASIA

QBE today advised that it had signed definitive agreements to acquire PMI Mortgage Insurance Ltd in
Australia and New Zealand (“PMI Australia”) and entered into an in principle agreement to acquire PMI
Mortgage Insurance Asia Limited (“PMI Asia”). The PMI Australia acquisition is subject to regulatory
approvals and the PMI Asia acquisition is subject to definitive agreements and regulatory approvals.
The acquisitions follow extensive due diligence.

PMI Australia is a mortgage insurer for lenders and writes around 40% of the residential mortgage
insurance market in Australia, with an expected 2008 gross written premium of around A$200 million,
including around A$5 million through its New Zealand branch. PMI Asia has gross written premium of
around A$12 million in Hong Kong.

The attached supplementary information provides more detail on the acquisitions, including the benefits
for QBE (page 11) and the significant differences between the lenders residential mortgage insurance
market in Australia and the US (page 5).

Net tangible assets, using US GAAP including the investment portfolio at fair market value, for PMI
Australia and PMI Asia at 30 June 2008 were A$1,027 million. The purchase price is net tangible
assets with 80% paid in cash and the remaining 20% a promissory note from QBE payable in three
years. The promissory note, together with accumulated interest, will only be paid to the Seller if the
claims ratio on policies in force is less than 50% of the US GAAP unearned premium liability of A$525
million at 30 June 2008. The promissory note will be reduced by $1 for each $1 the claims ratio is more
than 50%. The Seller will contribute around A$50 million to the cost of reinsurance protections above
the unearned premium liability.

PMI in Australia has provided lenders residential mortgage insurance for over 40 years and has a
record of consistent profits throughout the varying housing market and interest rate cycles. The PMI
Asia business, operating for over 9 years, is a reinsurer of the Hong Kong Mortgage Corporation and
has a similar consistent profit record.

PMI Australia and PMI Asia produced an operating profit after tax using US GAAP of A$109 million in
2007. The combined operating ratio for 2007, being the total of claims, commissions and expenses
incurred as a percentage of net earned premium, was 71.8%. The return on average shareholders’
funds was 11.2% due to PMI’s high capital requirements.

QBE will fund the initial cash component of the acquisition using A$522 million of existing excess capital
and borrowings of approximately A$300 million. QBE will provide support to PMI Australia and PMI
Asia to maintain Standard & Poor’'s AA- insurer financial strength ratings and minimum capital
requirements for regulators through QBE’s diverse funding and capital structures.

QBE prior to settlement will have in place appropriate reinsurance covers, risk margins and the funds
retained under the promissory note, which together amount to over $1 billion, to cover an unlikely
economic scenario which is more than three times worse than that previously experienced by Australian
residential mortgage insurers in the past 40 years. The worst case scenario assumes a significant rise
in unemployment, much higher interest rates and a major downturn in property markets.



Mr Frank O’Halloran, QBE’s Chief Executive Officer, said “The purchase of PMI in Australia and Asia is
in line with QBE'’s strategy of diversification. The acquisitions have been structured to allow us to meet
or exceed our minimum profit requirements even in the event of extremely adverse economic conditions
over the next three years. The acquisitions will be EPS accretive in year one.”

He added “PMI has a 40 year track record of consistent profitability in lenders residential mortgage
insurance. In the 15 years to June 2008, which includes two significant downturns in the Australian
housing market, gross incurred claims were A$345 million against gross earned premium of A$1.68
billion.”

Mr lan Graham, Chief Executive Officer of PMI Australia, said “We look forward to being part of the
QBE Group. We have a strong team with many years of experience in the mortgage insurance
industry. We are confident that the Australian and New Zealand markets will continue to provide
positive returns for our new shareholders.”

The acquisitions are expected to be completed in September 2008.

For further information, please phone +61 2 9375 4226 or email investor.relations@gbe.com

14 August 2008
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PMI Australia and Asia acquisition
Highlights

« Australian residential mortgage insurance market for lenders is significantly
different from US and the UK (refer slide 5)

 PMI represents 40% of the Australian residential mortgage insurance market
for lenders

» Consistent high insurance profits although in recent years more modest
return on equity due to capital requirements — QBE Group diversity will allow
more effective use of capital and enable higher returns on equity to be
achieved

« Acquisition price based on US GAAP net tangible assets at 30 June 2008 -
A$1,027 million

» 80% cash on completion funded from existing resources and short term
borrowings of up to $300 million

o 20% of purchase price is in the form of a promissory note payable in 3 years
and accumulating interest at 3.8% per annum (total $229 million) — is only
payable to the seller if the unearned premium at 30 June 2008 runs off at a
loss ratio less than 50%
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PMI Australia and Asia acquisition
Highlights

e Significant insurance provisions held at completion, with risk margins
estimated at >$500 million

o Stress testing using worst case loss scenarios, we consider our reinsurance
arrangements, the promissory note and risk margins are sufficient to cover
an unlikely economic scenario of claims of over $1 billion over a 3 year
period and still produce a combined operating ratio less than 100%

 PMI claims of $1 billion would be equivalent to a market loss more than 3
times worse than any previously experienced by mortgage insurers in
Australia over the past 40 years

e PMI Australia’s cumulative gross claims incurred over the past 15 years,
which include 2 major housing downturns, are $345 million on gross earned
premium of $1.68 billion

« PMI acquisition has no major impact on QBE’s capital adequacy — QBE’s
MCR multiple projected at > 2.3 times post acquisition compared with 2.4
times at 30 June 2008

» Settlement of $822 million expected in September 2008

QBE INSURANCE GROUP



PMI overview
What is lenders mortgage insurance (“LMI")?

 LMI protects lenders and investors against borrower credit related default on
residential property mortgage loans

 LMI covers losses sustained by lenders to borrowers for residential property
mortgages. The loss occurs when the borrower defaults and the foreclosure
resale does not cover the loan balance. The LMI policy covers the net loss
insured.

 Lenders usually require LMI when the loan value ratio (“LVR?”) is in excess of
80%. In some cases, LMI for lower LVR’s arise. The lender is the insured:
the premium is paid up front.

 Full recourse to the borrower remains so that recoveries from the lenders
borrower are made over time for claims paid, unless they file for bankruptcy

« The LMI policy includes conditions that requires the lender to comply with
banks and mortgage originators credit procedures in granting the loan and
that security is held and enforceable

 LMI mitigates credit risk for lenders, and allows lenders to gain capital relief
for higher LVR mortgages as provided in Basel/APRA prudential guidelines

4 QBE INSURANCE GROUP



What is different about Aust/NZ residential LMI as
compared to the USA

There is an undersupply of housing in Australia compared with an oversupply in the US

The originators of residential mortgages in Australia/NZ are more controlled and
structured than lenders have been in the US

In Aust/NZ, there are standard loans, low doc loans and few sub-prime (credit impaired
loans). In the US, around 9% of mortgages are subprime, when originally written. Thus
the insured exposure in Aust/NZ is a much higher quality, with few of the fundamental
problems facing US residential lenders and LMI providers.

Low documentation residential loans are a small but increasing part of Australian and
New Zealand lending. Low doc loans are usually available only to self employed
borrowers who certify income where the LVR is below 80%. Credit history is a key
criteria to approval. Higher premium rates apply. These are not “sub prime” loans.

Premiums for the full life of the residential mortgage are paid up front by the lenders in
Aust/NZ. In the US, premiums are paid by instalments in line with monthly mortgage
payments. Early settlement/termination/default in the US results in reduced ultimate
levels of premium received.

Full recourse to the borrowers other assets in Aust/NZ while in US, often only recourse
in event of default are the proceeds from sale of property

Unlike the US, as mortgage interest is not tax deductible in Australia or New Zealand on
owner occupied residential properties, borrowers have a strong incentive to accelerate
reduction of their mortgage; in the US, the tax deductibility encourages borrowers to
borrow more and not repay capital

QBE INSURANCE GROUP QBE



PMI overview

PMI Australia

W Gross written premium 2007 $263 million
projected 2008 $200 million — lower
premium income due to reduced lending

W PMI approximately 40% of the Australian
residential LMI market

W Long track record of operation and stable
experienced team in Australia

W Mature, successful, profitable business
platform

W Distribution is mainly direct through
lenders and specialised agencies

W Business relies on sophisticated IT
systems to support underwriting, risk
scoring and loan databases

® Net tangible assets US GAAP 30 June
2008; A$969 million

6 QBE INSURANCE GROUP

PMI Asia

Gross written premium 2007 A$10 million
projected 2008 A$12 million

PMI Asia is one of the five authorised
reinsurers to the Hong Kong Mortgage
Corporation (*HKMC™)

HKMC represents 85% of the Hong Kong
residential mortgage insurance market

Low cost business model with historical
exceptional underwriting performance

Potential for growth in the region

Net tangible assets US GAAP 30 June
2008; A$58 million



PMI overview

« PMI and predecessor companies have operated in Australia since the
inception of mortgage insurance in Australia in 1965, established a New
Zealand branch in 1989 and Hong Kong subsidiary in 1999

» Australian headquarters in Sydney with operations in all major cities

 PMI Australia is one of only two substantial independent providers of lenders
residential mortgage insurance (“LMI”) with annual gross written premium
around $200 million representing approximately 40% of the LMI market

 PMI's Australian insurance licence is restricted to only LMI

 PMI Asia has gross written premium around $12 million, providing
reinsurance support to the primary Hong Kong housing mortgage insurer

« Both PMI Australia and Asia have consistently produced underwriting profits
with the long term average claims ratio less than 25% of net earned
premium

 Typically LMI business is capital intensive and dependent on maintaining a
high financial strength rating. Business is mainly sourced from banks and
other property mortgage lenders.

« CEO - lan Graham has over 39 years experience in LMI business

QBE INSURANCE GROUP



PMI overview

PMI corporate structure . " :
Australian entities Asia

PMI Mortgage
Insurance Australia
(Holdings)

Pty Limited !

PMI Mortgage
Insurance Asia
Limited 4

PMI Mortgage
Insurance Limited 2

New Zealand
Branch

Permanent LMI
Pty Limited 2
(“Permanent”) 3

Note: 1) Regulated under APRA as a non-operating holding company (NOHC)
2) An APRA licensed mortgage insurer with a branch in New Zealand
3) Permanent operates as a joint venture between PMI Australia and an Australian building society
4) Hong Kong licensed insurer/reinsurer

&
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PMI Australia and Asia

Historical financials

A$ millions, US GAAP 2003 2004 2005 2006 2007
Income Statement
Gross premiums written 218.3 238.9 235.2 260.8 273.0
Net premiums written 204.7 223.0 223.5 252.7 260.8
Premiums earned 137.0 157.8 177.1 207.5 211.9
Net investment income and gains 39.7 52.0 62.2 78.2 89.7
Other income/(loss) 0.9 0.7 - (0.7) 2.6
Total revenues 177.6 210.6 239.3 285.0 304.2
Losses and LAE (11.5) 0.9 3.3 48.1 91.8
Other underwriting and operating expenses 43.1 52.5 57.9 61.2 60.4
Total losses and expenses 31.7 53.4 61.2 109.3 152.2
Income before taxes 145.9 157.2 178.1 175.7 152.0
Income taxes 47.3 48.3 53.0 53.7 43.5
Net income 98.6 108.9 125.1 122.0 108.5
Key Ratios
Loss ratio (%) (8.4) 0.5 1.9 23.2 43.3
Expense ratio (%) 31.5 33.3 32.7 29.5 28.5
Combined ratio (%) 23.1 33.8 34.6 52.7 71.8
Awverage return on equity (%) 17.5 17.5 16.8 14.1 11.2
Source: The PMI Group and 10K annual filing report
| . |
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PMI Australia and Asia
Transaction highlights
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Acquisition price based on the value of PMI's net assets under US GAAP as at 30 June 2008

Promissory note of 20% including cumulative interest (at 3.8% pa) for 3 years is reduced if the unearned
premium runs off at a loss ratio greater than 50% - ie for every $1 the loss ratio exceeds 50% of the
unearned premium, $1 is reduced from the promissory note up to $229 million

Vendor to contribute $50 million to QBE’s captive, Equator Re to fund run off reinsurance

Reinsurance purchased for claims of $145 million excess $750 million

Estimated consideration

Net tangible assets A$M
PMI Australia 969

PMI Asia __ o8

1,027

Promissory note - 20% of purchase price 205
Initial outlay _ 822

Expected completion adjustments of $285 million include an increase in insurance
provisions to adjust premium earnings pattern to reflect the current increased exposure
to credit risk and additional outstanding claims to create a probability of adequacy in
excess of 95%

QBE to fund the acquisition from existing cash resources, ($522 million) and additional
short term borrowings of up to $300 million

Settlement expected in September 2008

QBE INSURANCE GROUP QBE



PMI Australia and Asia

Financials
Projected statement of assets and liabilities on completion *

Assets

Investments (converted to cash and other quality liquid securities)
Deferred insurance costs
Receivables

Other assets

Total assets

Liabilities

Outstanding claims provision
Unearned premium

Other liabilities

Total liabilities

Net assets
Acquisition price

Goodwill on consideration
* using Australian AIFRS
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PMI Australia and Asia
Major benefits to QBE

12

Enhanced earnings and diversity from a well run business with a strong
profit record acquired for US GAAP net tangible assets at 30 June 2008,
with 20% of purchase price withheld for 3 years

Adds a new product with an experienced CEO and team

QBE'’s financial strength offers potential for growth in Australian and
Asian markets

Balance sheet, reinsurance arrangements, risk margins and price
adjustment protection established at the date of acquisition provides
confidence in achieving the expected future profits

Ability to fund the acquisition from excess funds and additional leverage
will provide an opportunity to extract greater returns to QBE
shareholders

Meets our stringent acquisition criteria of EPS accretion and ROE

Complementary to our Australian and Asian business model. No
allowance at this stage for possible future synergies.

QBE INSURANCE GROUP



PMI Australia

Risks in force i
2007 % 2006 % 2005 %
Risk in force (in percentages, except where indicated)*
LTV:
Above 97% LTV’s 0.6 0.4 0.3
95.01% to 97% LTV'’s 0.6 0.5 0.4
90.1% to 95.0% LTV’s 16.3 15.3 15.0
85.01% to 90% LTV’s 15.7 16.2 18.5
85.00% and below 66.8 67.7 65.8
Property type:
Single-family detached 89.7 90.2 89.6
Condominium, townhouse, cooperative 8.8 8.4 8.9
Multi-family dwelling and other 1.4 13 15
Occupancy status:
Owner occupied 83.5 83.2 81.5
Non-owner occupied 16.5 16.8 18.5
Loan amount:
$115,000 or less 12.4 18.3 24.7
Over $115,000 and up to $285,000 47.8 53.6 53.4
Over $285,000 39.8 28.1 21.9
Low documentation loans 8.6 7.9 7.8
Average loan size (in thousands) $190 $160 $139
Number of policies in force 967,070 961,284 889,943

* Due to rounding, the sums of the percentage may not total 100%

. Low Documentation loans — Low documentation (“Low Docs”) loans have become an increasing part of
Australian and New Zealand lending. Low Doc loans are available only to self employed borrowers who self
certify income where the LVR is 80% or less. Confirmation of self employment and good credit history is also
required. Higher premium rates apply to these loans.

Source: The PMI Group — 10-K annual filing report (A$ conv. at US$0.88 c)
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