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Introduction

o The Group reported a strong increase in profitability to $153m in FY03, compared with a
loss of $25m in FY02. The key elements of this improved result are:

» Insurance margin of 12.3% exceeding the Group target zone of 9#11%,
driven by increases in underwriting profit and investment returns on technical
reserves relative to the prior comparative period,

> FY03 marks the second consecutive year, and 2HO3 the fifth successive
half-year, of underwriting profit;

» Group combined ratio (COR) of 95.7% marginally ahead of the target zone of
96+98%. This has been reached prior to the target period of 1H05, which is
the period by which integration benefits of CGU/NZ!| are scheduled to be fully
in the run-rate;

> All business segments are performing within or better than the stated target
'zones, with better than expected performance from the CGU/NZI business;
and

» Continued, but reduced, impact of poor equity market performance,
generating a loss on shareholders’ funds of $120m pre-tax, compared with a
loss of $234m for the prior comparative period.

o The full year pre-tax insurance profit of $571m represents an insurance margin of 12.3%
and has been driven by: -

> Continued sound performance of the short-tail portfolio;

> Stability of the statutory personatl injury schemes and a continued focus on
claims management in the these classes;

» Realisation of the targeted business improvements in the international
businesses; and

» Very strong performance of the newly acquired CGU/NZI portfolios for the six
months since acquisition.

o The Group’'s commitment to initiatives aimed at fundamentally improving the business, in
terms of operational efficiency and risk management, has positioned the Group to sustain
ongoing improvements in the underwriting and insurance result. The strength of the
Group is in part demonstrated by its ability to sustain improvements in key ratios in this
period while absorbing losses such as the Canberra bushfires, integration expenses and
continued losses from the equity markets.

o As the acquisition of CGU/NZI was completed on 2 January 2003, the commentary and
analysis throughout this report on Group performance in FY03 reflects the consolidation
of six-months of CGU/NZI results.

a With the acquisition, the Group has made the transition from a predominantly directly
distributed personal lines insurance group to a multi-channel distributor and underwriter
of both personal and commercial lines insurance. As a result, the key trends in the
Group’s business in FY03 will be different to that exhibited in prior years. A breakdown
of domestic short-tail and international business into direct and indirect business, and
domestic long-tail into personal injury and other lines, has been provided to assist with
analysis.
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0 In analysing the FYOQ3 results relative to the prior periods, there are a number of points
that need to be noted to aid comparison:

» The CGU/NZI business is predominantly intermediated insurance business,
which characteristically has a lower loss ratio, but higher expense ratio due to
brokerage and commissions paid to third parties. Therefore, whilst the COR
is comparable with prior period results, the loss and expense ratio exhibit
changes reflecting the impact of the CGU/NZI business in FY03 results;

» The financial results for FY02 included a number of unusual/non-recurring
items, which have been detailed again in a later section of this report for the
purpose of consistent comparison with FY03; and

> Integration expenses of $45m for the six-months of FY03 have been included
in the underwriting result. They are allocated between claims and
underwriting expenses. Thus, both the loss and expense ratio for 2H03 have
been increased by integration expenses.

o During 2H03, the Group completed its $1.9bn capital raising programme as part of the
funding for the CGU/NZI acquisition by issuing:

> A$200m of reset preference shares;
» US$240m of dated subordinated debt; and

> $75m in ordinary shares through shareholder participation in the dividend
reinvestment plan (‘DRP’) and underwriting the balance of the Group’s DRP.

@ The servicing costs of the funding raised during the period are lower than anticipated in
the acquisition business case.

OVERVIEW OF FINANCIAL POSITION

a During the period, the Group successfully completed its long-term funding programme
for the acquisition and is now operating with a capital mix of 68% ordinary equity, 12%
hybrid equity and 20% debt, which is in line with its target capital mix.

o The Group has strengthened its capital position. It has a Group MCR multiple of 1.62x
as at 30 June 2003. This is at the upper end of its MCR target muitiple range of
1.35x—1.65x. The MCR muitiple of the Australian general insurance operations at
balance date is 2.03x.

PROGRESS OF INTEGRATION

0 The integration programme for the CGU/NZI business has been in operation since
completion of the acquisition on 2 January 2003, with extensive preparation already in
place prior to completion. The programme is now in the synergy realisation phase.

0 To date, the integration process is progressing as planned. Synergies achieved by
30 June 2003 were ahead of schedule and management of costs on track. The Group
remains confident of the integration delivering the targeted benefits by 30 June 2004 and
has upgraded the benefits to be collected during FY04 by $13m.
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In the planning phase of the integration a new operational model was established for the
Australian operations. 1t is based on 2 layers:

>

»

Distribution

Manufacturing
Layer

The distribution layer — direct, intermediary and business partners channels;
and

The manufacturing layer, which is a number of “engines” which underwrite
and manage, claims for particular products lines for all distribution channels.

Business Partner

Direct. Distribution Intermediary

Distribution (Financial Distribution
Institutions &

Affinity Groups)

Layer

The consolidation of the insurance product manufacturing process allows ihe distribution
channels to focus on the relevant customer base, while bringing scale capabilities to bear
across the whole portfolio.

The progress of integration by business area is as follows:

>

>

Personal Lines underwriting is now centralised with IAG’s existing short-tail
operations to enhance CGU's risk rating and underwriting profitability;

The home insurance procurement model and motor insurance repair models
are now national, with claims processing and call centre consolidation on
target;

For Business Partners, the state structures within CGU have been realigned,
eg. relationship management functions and centralisation of state
administration functions;

Within Personal Injury, migration to the CGU brand for ali workers’
compensation is underway and premises consolidation is completed;

The integration of CGU's Intermediary division and IAG’s commercial
business has been completed. IAG NZ's commercial business, which used
the Circle brand, has also been integrated with the NZI business.

All head office functions have been consolidated. Examples of benefits to
date include Corporate Services having moved to an enhanced group
procurement model, and all the Group’s operations being successfully
migrated to one general ledger on 1 July 2003; and

Technology Services are now integrated. The focus is on realignment to
improve the delivery of systems.
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Cumulative run-rate per annum

Synergy realisation schedute 2H03 2H03 1H04

Estimated Actual Estimated

Personal lines 49 70
Commercial 20 35
IT. shared services & overheads 25 35
Australia sub-total 94 140
International - New Zealand 17 20
Total synergies in run-rate 111 160
Reported income statement

Synergy benefits coliected 38 74
Costs of implementation expensed (40) (12}
Net impact on profit for period (2) 62

a

Integration synergies of $54m per annum have been locked in as at 30 June 2003,
against targets announced in February 2003 of $21m. The favourable variance is a
consequence of key integration initiatives being achieved earlier than initially planned.

As a consequence, the estimates for the run-rate achievements for 1H04 have increased
by $14m from $97m to $111m. Further, the synergy benefits, which will flow into the
bottom line will be collected earlier than previously advised with $38m now estimated to
be booked during 1H04 and a further $74m during 2H04, an increase of $13m for FY04.

The cumulative synergy target, being a $160m per annum sustainable increase in pre-
tax profits, remains unchanged. It is on target to be achieved by June 2004.

The estimated costs of the integration remain unchanged at $145m. However, following
a detailed review of the integration plans, only $48m has been capitalised (against the
initial estimate of $60m) and $45m was expensed by June 2003 (against the initial
estimate of $49m). This results in a further $52m to be expensed by June 2004, an
increase of $16m over the original estimate.
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UPDATE ON STRATEGY

Q The Group’s strategic initiatives are focused around managing the business to achieve
sustainable growth. In May 2002, the Group identified the following strategic platforms to
achieve its overall goal of top quartile total shareholder return.

' Goals
: operations Top quartile total

T : shareholder return

‘ S ROE 13 - 15%

Double gross
written premium by
. FY 2007 to $6.6bn
. ( Maintain combined

Emerging opportunities

a Over the financial year 2003, the Group has made significant progress in achieving its
five-year financial aspirational goals. The following section focuses on each of these
goals and summarises the implementation and progress of key initiatives to achieve
these goals.

ratio < 100%

Maintain ‘AA'
category rating

Reinvigorating customer focus

a The Group has implemented a programme, referred to as ‘Getting it Right’, which is
specifically focused on improvement in the quality of service delivery to customers,
particularly in the direct channels. As part of this process, ideas were solicited from a
number of forums and customer focus groups within the Group.

o A number of changes have already been implemented and the balances are being
scheduled and managed through a programme encompassing both integration and
Getting it Right. Examples of initiatives delivered to date are:

> An injury coding and claims estimate system for early identification of major
Compulsory third party (‘CTP’) motor liability insurance claims such as
permanent disability. With immediate referral to the Major Claims unit, CTP
claims management and claimants will benefit from:

- Accurate, early identification of significant injuries;

- Faster response time in satisfying the claimant's care and
rehabilitation needs; and

- Improved injury management for claimants that could result in early
return to work and better quality of life.

> A dedicated process to foliow-up returned mail so that customers are located
and the risk of their cover lapsing inadvertently is reduced.
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Leveraging core capabilities

0 The initiatives to extend the Group’s core competencies in claims management include
extending the preferred supplier model by:

» Implementing the Preferred Smash Repair model in Victoria and for tow-
trucks and home builders; and

» Providing virtual assessing centres in those regions where the Group's scale
of operations does not support the full preferred repairer model.

o Improvements in the Group’s claims management processes have delivered increases in
claims satisfaction and led to strong retention rates being experienced in all major
products.

Extending scale in general insurance

o With the acquisition of CGU/NZI, the Group has almost achieved its goal of doubling
GWP between 2002 and 2007 to $6.6bn. Annualising the 2H03 results and excluding
the health insurance business, the GWP run rate for the Group is $6.3bn per annum.
With scale in each of its product lines in general insurance, the Group is well placed to
deliver market-leading efficiency in its operations.

Risk management

a During the period the Group has implemented various programmes to reduce risk in the
nature of: :

» Asset & liability management, for example the Group implemented a tactical
option protection programme aimed at significantly reducing the risk of the
Group generating a loss for the period as well as protecting the Group’s
capital position from falling below a tolerable level as a result of continued
weak equity markets while it was completing the funding for CGU/NZI;

» Internal process and culture improvements, including ensuring there are
business continuity plans and documented risk management and compliance
responsibility at operational unit level; and

» Legislative compliance with the new Australian Prudential Regulation
Authority (‘APRA’) regime and adoption of Financial Services Reform (FSR)
regime. The Group’s directly sold general insurance business (excluding
RACV and CGU distributed products) opted into the new FSR regime on 28
July 2003 for licensing, with product disclosure being implemented on a
gradual basis. The rest of the business is on-track for implementation by the
March 2004 deadline.

Growth in quality earnings

a The Group has made significant progress in reducing the volatility of its results. Its
expanded mix of business and its reinsurance protections are such that the risk of
producing an underwriting loss is now very low.

a The Group's exposure to equity markets has also been significantly reduced. Capital
has been gradually restructured to reduce the average cost of capital and thus enhance
the likelihood of improved returns for the shareholders.

o In addition to this, the Group is investing in long-term sustainability of value through
improved customer focus and service; technology transformation; people and culture
development; and focusing on the role of the Group and its business in the community
and the environment.

Insurance Australia Group Limited - ABN 60 090 739 923
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0 The FYO03 results successfully delivered to the target zones set six months ago for post
completion of the integration. The following table shows the target ranges for each
business segment compared with FY03 results and provides updated targets for the
coming year.

Post CGU/NZI

acquisition Revised|
ar

O

COR — Short-tail 92 - 94
COR — Long-tail 100 -105
COR — International 91-93
Insurance margin {pre-tax) 9-12

Q The revised targets reflect:

» The continued stability of the Group’s personal lines and personal injury
businesses;

> The very strong performance of the CGU/NZI acquired businesses;
» Improved confidence in the synergies deliverable from the acquisition; and

> The impact of low interest rates which means the combined ratio targets need
to be reduced to enable the insurance margin of at least 9% to be sustained,
this being required to support delivery of reasonable returns for the Group’s
shareholders.

Long term strategy

g The Group's longer-term strategy and the steps required to achieve it can be depicted
as:

4 Progress Progressing this will depend
on being able to show
internationally applicable
core competencies —>

We believe that there
are substantial

opportunities locally
June 2003 for a few years

«— Delivered

Time

Insurance Australia Group Limited - ABN 60 090 739 923
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O As previously disclosed to the market, the Group’s immediate focus is on its home
markets in Australia and New Zealand to ensure that these operate very efficiently,
enhancing service and value to customers and generating returns for the Group’s
shareholders.

0 To maintain growth at a reasonable level for the medium to long-term, the Group expects
that further expansion overseas will be necessary. Such expansion is acknowledged as
inherently more risky than local expansion. Accordingly, the Group has commenced
detailed research to ensure opportunities are appropriately examined and that the Group
has the competencies required to ensure added value from such expansion.

Insurance Australia Group Limited - ABN 60 090 739 923
12




Full year results

Full year Full year Full year

Consolidated Financial Results ended ended ended
June-01 June-03

SRR % 2

ross written premium

Gross earned premium
Reinsurance expense

Net premium revenue
Net claims expense
Underwriting expense

Underwriting profit/(loss)
Investment income on technical reserves

Insurance profit

Financial services

Net corporate expenses

Amortisation and interest

Profit/(loss) from fee based businesses
Investment income/(loss) on shareholders' funds
investment income/(loss) on external funds
NSW Insurance Protection Tax

Non-recurring items !

Profit before income tax
Income tax (expense)/benefit

Profit after income tax
Outside equity interests

Profit/(loss) attributable to all shareholders
Dividends paid on reset preference shares
Profit/(loss) attributable to ordinary shareholders

Full year Full year
Financial Results/Ratios ended ended
June-01 June-02

GWP (A$m)
Profit attributable to shareholders (A$m)
ROE % (Average Equity) to ordinary shareholders
Basic EPS (cents)®
Diluted EPS (cents)
DPS
Group insurance ratios
Loss ratio
Expense ratio
Administration expense ratio
Commission ratio
Combined ratio
Insurance margin (before tax)

Minimum probability of sufficiency of
general insurance claims reserves

1. Non-recurring items: Profit on sale of Building Society ($45m) and legal expenses related to “Share in the
Future” ($12m).

2. Based on the weighted average number of shares.

3. The 30 June 2001 comparatives throughout the report reflect the full 12 months to 30 June 2001, not just the
period from acquisition of the business by the parent entity.
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. KEY ELEMENTS OF RESULTS

The Group achieved a strong increase in net profit after tax to $153m for the year ended
30 June 2003 following a loss of $25m for the previous comparative period.

The key drivers of the improved result were the benign weather conditions; inclusion of
the CGU/NZI business for six months since acquisition in January 2003; continued strong
performance of the underlying operations; and a reduction in the impact of weak equity
markets.

The gross written premium grew from $3.6bn in FY02 to $5.2bn FYO03 representing a
45% increase over the period. Of this growth, 36% was attributable to the inclusion of six
months of CGU/NZI| results since acquisition in January 2003 and remaining 9% was
attributable to organic growth. Included in the 9% organic growth is 5% growth in the
policy count of the Australian business.

As flagged at 1HO3 results, the IAG business and the newly acquired business are both
performing above management expectations and, consequently, the Group revised the
combined ratio (COR) targets for each business segment and insurance margin for the
Group at that time. The stated deadline for these targets was post completion of the
integration of the CGU and NZ| businesses. These targets have now been further
revised for FYQ4 to reflect the inherently strong performance of the business and the low
interest rate environment.

The solid performance of all business segments contributed to the 40% improvement in
the Group’'s underwriting profit, from $142m to $199m. The Group has generated an
underwriting profit for the second consecutive full year and fifth consecutive half-year.

The short-tail portfolio continues to deliver underwriting profits, sustained by effective
claims and expense management. Whilst the short-tail COR of 93.7% also benefited
from the particularly benign weather conditions in 1H03, this was partially negated by the
Canberra bush-fires in January 2003. This segment also bore $37m of the total
integration expenses of $45m expensed during 2H03.

Similar trends are exhibited in the long-tail business which produced a COR of 102.2%,
supported by the continued stability in the major personal injury portfolios.

Whiist international business was marginally outside of the set target of 92—95% at
95.3% for FY03, this includes the captive and integration expenses. The New Zealand
business achieved a COR of 94.3%.

Although the Group is producing COR within or exceeding target ranges, the
components of the COR include a change in mix which is attributable to the transition of
the Group from predominantly directly sold general insurance to a multi-channel
approach. Multi-channel distributors tend to have a higher premium per risk to cover
additional expenses involved in tailoring the product and/or tailored service using an
intermediary such as a broker. This leads to a lower loss ratio for the same claims and a
higher total expense ratio.
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At face value, the loss ratio has improved to 72.5% in FYO3 from 75.9% in FYO02.
However FY02 was impacted by various one-off items and for FY03, $15m of the
integration costs was allocated to claims expense (detailed in section “unusual/non
recurring items”). Excluding these one-off impacts, the loss ratio would have been 78.6%
in FY02 and 72.2% in FY03. Of this improvement, 4.8% is attributable to the changing
mix of business and the remainder from ongoing strength of the underlying insurance
business and benign weather conditions.

The expense ratio for FY03 was 23.2% compared to 19.7% in FY02, with integration
expenses increasing the ratio by 1% while the changing mix of business accounted for
2.3% of the difference.

The insurance margin has more than doubled from $278m to $571m, driven both by
growth in underwriting profit and investment returns on technical reserves. More
importantly, the insurance margin of 12.3% for FY03 exceeds the Group target of 9—-11%
and is also an improvement of 3.6% compared to FY02.

The improved investment return on technical reserves was primarily the result of the
Group’s decision to eliminate equities exposure in the technical reserve portfolio in June
2002 and the inclusion of the CGU/NZI portfolio. The bond rally during the year also
made a positive contribution. Throughout FY03, the technical reserves were effectively
wholly invested in cash and fixed interest assets.

Equity returns were negative for the second consecutive year. The returns on
international assets were adversely affected by the appreciation in the Australian dollar.
Accordingly, the Group's shareholders’ funds that are substantially invested in equities
returned a loss of $52m for FY03. In addition, the net cost for the year of the tactical
option positions was $68m.

The acquired CGU and NZ| businesses increased the funds invested by approximately
$2.6bn.

The Financial Services result of $3m pre-tax profit for the year includes profits from the
risk products of $15m and $1m from the CGU premium funding business. The loss from
the core ClearView retirement income business reflects the lower than anticipated sales
and the poor investment environment for the majority of the year.

The results in FY03 also include $172m of health insurance premium, which generated
an underwriting loss of $16m and an insurance loss of $12m. This business was sold in
July 2003 for $100m and the Group will continue to distribute health insurance under a
marketing alliance with the purchaser, MBF.

Corporate expenses continue to be tightly controlled at $39m for FY03, a slight
improvement from FY02 of $42m.

The amortisation expense for the year of $81m reflects the additional amortisation
following the CGU/NZI acquisition of $27m included in 2H03 and fuil-year amortisation of
SGIO of $15m. The Group annual amortisation expense is expected to be $109m per
annum going forward.

The interest expense of $47m reflects the additional interest ($29m included in the
2H03) used to fund the CGU/NZ| acquisition.

The increase in the average tax rate for FY03 from previous periods is primarily due to
the tax effect of the incremental amortisation expense (non-deductible) on the CGU/NZI
acquisition. The reduced holding of Australian equities relative to the size of the
business also reduces the proportionate benefit from franked dividends.
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a The improved business result and confidence in the future has enabled the declaration
of an increase in the final dividend to 7.0 cents, from 6.0 cents, per ordinary share, fully
franked. This increases the full year dividend on these shares to 11.5 cents from 10.5
cents.

B. UNUSUAL/NON-RECURRING ITEMS

Q The purpose of this table is to enable comparison of the trends in key insurance ratios by
providing the underlying insurance results on a consistent basis. This information
demonstrates consistent improvement in the underlying underwriting results.

Impact of one-off items on insurance result

Net premium revenue
Net claims expense
Underwriting expenses
Underwriting profit
One-off items:
Integration expenses
WAASL valuation adjustment
Net loss S11, storms & bushfires
Impact on net claims expenses
Integration expenses
Impact on net underwriting expenses
Total one-off items
Adjusted underwriting profit
Investment income on technical reserves
Insurance profit
Adjusted insurance ratios
Loss ratio
Expense ratio
Combined ratio
Insurance margin (before tax)

o The 2HO3 results, include integration expenses of $45m for the CGU/NZI acquisition, of
which $30m was allocated to underwriting expenses and remaining $15m was allocated
to net claims expense.

Q As previously disclosed, the FY02 insurance results were affected by a number of
significant items:

» Valuation adjustment of $185m for the Group’s whole of account aggregate
stop-loss contract (‘WAASL') included in reinsurance recoveries; and

» Net loss from September 11, severe storms and record bushfires, which
totalled over $100m.

a The FYO02 reported profit was also impacted by the following non-recurring items
reported below the insurance result:

» Legal expenses of $12m in relation to the 1994 “Share the future restructuring
proposal”; and

» Profit on sale of the Building Society of $45m.
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C. RESULTS BY HALVES

insurance Australia Group
[Financial Performance

Gross written premium 1,886 3,264
Gross earned premium 1,868 3,017
Reinsurance expense (69) {180)
Net premium revenue 1,799 2,837
Net claims expense (1,382) {1,881)
Underwriting expense (346) (728)
Underwriting profit 71 128
Investment income on technical reserves 219 153
Insurance profit 290 281
Financial services 2 1
Net corporate expenses (14) (25)
Amortisation and interest (39) (89)
Profit/{loss) from fee based businesses 2 8
investment income on shareholders' funds (129) 9
Investment income/(loss) on external funds 12 8
NSW Insurance Protection tax (9) (11)
Non-recurring items - -
“Profit / (loss) before income tax 115 182
Income tax (expense) / benefit (18) (62)
Profit / (loss) after income tax 97 120

Quiside equity interest

Profit / (loss) attributable to shareholders
insurance ratios

Loss ratio 76.8% 69.8%
Expense ratio 19.2% 257%
Combined ratio 96.0% 95.5%
Insurance margin 16.1% 9.9%

The 2HO03 result marks the fifth consecutive half-year of underwriting profit for the Group.

The 2HO3 result shows some large variations from prior halves, which are substantially a
result of the inclusion of the CGU/NZI results since acquisition in January 2003.

a Gross written premium increased by 73% in 2HQ3, relative to 1H03. The contribution of
the CGU/NZ! business extends beyond top-line growth, but more importantly its
insurance operations are performing ahead of initial business case expectations,
contributing to strong growth in the consolidated Group’s underwriting and insurance
results.

0 The Group’s out-performance on previous periods is made clear when one-off impacts
are excluded. The underlying underwriting profit (after excluding one-off impacts)
improvement is $133m, relative to $40m in 2H02 and $173m in 2H03. The insurance
profit was supported by both the stronger underwriting profit and increased investment
returns on technical reserves, which increased from $48m in 2H02 to $153m in 2H03.

o As flagged during the 1HO3 results announcement, the insurance margin of 16.1%
benefited from the bond rally and unprecedented benign weather conditions, which is not
sustainable. The lower insurance margin of 9.9% is due largely to the integration
expenses, the Canberra bushfires and a reduced investment yield.

2 The other impact of the acquisition on the Group’s reported results for 2H03 has been an
increase in amortisation and interest expense by $27m and $29m, respectively. These
are attributable to the CGU/NZI acquisition.
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Group insurance ratios
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* Commission ratio negligible prior periods.

Q

The key insurance measures show a strong track record and that the Group has
achieved continuous improvement year on year since FY98.

The CGU/NZI acquisition has increased the Group’s indirect business from 10% to more
than 40% of the Group’s GWP. The transition from a predominantly direct distributor to
a multi-channel distributor changes the composition of the Group’s COR.

The increase in the total expense ratio from 19.7% in FY02 to 23.2% in FY03 is primarily
due to commission ratio of 4.8%. The expense ratio was also affected by the inclusion
of CGU/NZI integration expenses of $30m. The remaining $15m of integration expenses
was allocated to the claims expenses.

The loss ratio has benefited from benign weather conditions, improving from 75.9% in
FY02 (78.6% excluding one-offs) to 72.5% (72.2% excluding integration expenses).
However, industry authorities on weather patterns anticipate a return to more normal
weather conditions in coming months with more wet weather expected when the El Nifio
weather cycle ends.

The combined ratio of 95.7% is just ahead of the Group’s previously announced target
range of 96—98%, with integration expenses of $45m accounting for 1% of the FY03
COR. On a consistent basis, Group COR actually improved from 98.2% in FY02 to
94.7% in FY03.

The Group’s pre-tax insurance margin of 12.3% for FYQ03 exceeds the Group target
range of 9-11% and represents a 3.6% increase on FY02. The insurance margin
increase is attributable to both underwriting profit and improved investment returns on
technical reserves.
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Analysis of group results

A.

PREMIUM GROWTH AND DIVERSIFICATION

Gross Written Premium by business ASbn

$1.8bn

FYg7 FYgg FYSg FY0O FYo1 FYQ2 FY03 1HO3 FY03
Proforma  Proforma

mMotor @Home [EShod-fait Commercial pOWorkers' Comp g CTR/Motor fiability @Health [Qliability mOther Shorttail

Notes:

(1) Includes GWP of all businesses except Inwards Reinsurance, which is in run-off.

(2) Pro-forma combined group is based on 12 months to 30 June 2003 for IAG pre-
acquisition business and six-months of CGUINZI’'s GWP annualised. The FY03 pro-
forma also excludes health insurance.

(3} Other short-tail primarily consist of 2% other accident, 1% extended warranty and 1%
consumer credit businesses.

A.1 Premium growth

The main driver of growth in gross written premium from $3.6bn to $5.2bn in FY03 was
the inclusion of $1.3bn of CGU/NZI premium. In the 1HO3 investor report, the Group
showed a pro-forma combined group GWP of $6.0bn, which was based on the 12
months to December 2002, being the latest data at the time.

Given that this period includes GWP performance for CGU/NZI based on the first
six-months of calendar 2003, the updated GWP for the Group run-rate increases by
$0.3bn to $6.3bn. This increase excludes $172m of health insurance premium as,
following the sale of the underwriting business in July 2003, the Group will only be a
distributor in subsequent financial periods.

This premium growth includes continued high retention rates and growth in new
business in the existing and acquired entities. It is also a reflection of the strength of the
multiple brands now operated by the Group and the benefits of an increased range of
insurance products, which enables the Group to be a one-stop insurance provider.

The Group now has sufficient scale in all its insurance products and the various
distribution channels to allow its products to reach an expanded customer base. This, in
combination with the Group’s skills in risk-based pricing, should ensure its abiiity to
provide sustainable value for customers and growth in returns for shareholders.
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A.2 Product diversification

Product diversification is important on a few fronts: firstly, the ability to provide a wider
range of products to market; secondly, it provides an additional avenue to generate
premiums; and thirdly, it reduces the concentration of risk.

The graph on the previous page shows the transition from a predominantly personal
lines general insurance group to a complete multi-line general insurance group.

Over the six months since acquisition, the Group has focused on optimising the structure
and expertise that it has acquired from CGU/NZ| with a view to further improving its
operations. This will ensure that it delivers the benefits arising from greater diversification
in the business.

To date, the strong growth in GWP, underwriting profitability and an increased insurance
margin are indications that the Group is tracking in the right direction for sustainable
growth for the future.

A.3 Geographic diversification

The goal of 50% GWP sourced outside NSW/ACT has now been achieved with the
acquisition of CGU/NZI.

Gross written premium outside NSW/ACT
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A.4 Distribution channel diversification

100%
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FYo02 Proforma Group
FY03

mDirect gintermediated  Third party

Note: Proforma Group is based on full-year 30 June 2003 annualised for six-months of CGU/NZI results.

Q

The CGU/NZI acquisition has enhanced the Group’s distribution channels by combining
the number one direct distribution business model with the leading intermediary
distribution model in the Australian and New Zealand general insurance industry.

A.5 Growth

The Group is focused on delivering organic growth across its portfolio, subject to any
issues of product structure or concentration in specific markets.

The Group’s lowest penetration by geographic region is in Queensland (approximately
15%) and this will be a particular focus for growth. Outlets have been opened in major
regional centres and, when coupled with the CGU rural agents, provide a platform for
growth. Until changes are made to the CTP scheme in Queensland, this product will not
be actively promoted.

The Group considers there is considerable scope for growth in the SME (small/medium
enterprise) commercial market across Australia and New Zealand as surveys show
considerable under or non-insurance. Development and delivery of simple, cost-
effective policies is the platform for growth in this area.

Under-insurance is also an issue in motor and home insurance. Accordingly, the Group
remains focused on highlighting the importance of affordable insurance and
endeavouring to keep improving its own cost efficiency. Enhancing affordability of
personal insurance provides obvious growth potential for the Group through increased
market penetration but, just as importantly increases the effectiveness of insurance as a
community safety-net.
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A. RESULTS BY BUSINESS AREA

l Insurance Australia Group I

1 General Insurance I ! Financial Services I Corporate & Investments
Cmmees ] [Eoomeom]

Long-Tail Short-Tail New Zealand Captive
IAG Re

Consistent with the Group's existing segment reporting, the CGU results have been split and
included in short-tail and long-tail segments and NZI results have been included in the
International segment.

Corporate
internationat & FY03 FY02
Investments

Financial
Services

Insurance Australia Group Limited Short-tail Long-tail

_—

et emnum revenue 3,031
Net claims expense (2,082) (858)

Underwriting expense (757) (146)
Underwriting profit/(loss) 192 (22) -
Investment income on technical reserves 88 2689
Insurance profit 280 247 -
Financial services 3

Net corporate expenses

Amortisation and interest

Profit from fee based businesses 5
Investment income/(loss) cn internal funds

Investment income/(loss) on external funds

NSW Insurance Protection Tax""

Non-recurring items

Profit before income tax 280 252 3
Income tax {expense)/benefit
Profit after income tax 280 252 3

OE!L Externa!l funds

QE!L Insurance Manufacturers of Australia
Profit/(loss) attributable to sharehoiders
Dividends on reset preference shares

Profit/(loss) attributable to ordinary
shareholders

Basic earnings per share {(cents)
Diluted earnings per share {cents)

Note: (1) The reduced level of NSW Insurance Protection Tax arises from an anomaly in the first year charge
whereby the HIH premiums were excluded from the market figures creating an allocation to
insurers that did not align with where the HIH business was ulitimately placed.
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Domestic short-tail analysis

Full year Full year Full year
Domestic short-tail ended ended ended

June-01 June-02 June-03

5

St
Gross written premium

Gross earned premium
Reinsurance expense

Net premium revenue

Net claims expense (508)
Underwriting expense (303)
Underwriting profit 95
Investment income on technical reserves 54

insurance profit
Insurance ratios

Loss ratio (5.4%)
Expense ratio 3.5%
Administration ratio (0.3%)
Commission ratio 3.8%
Combined ratio {1.9%)
3.0%

Insurance margin (before tax)

Note: IMA distribution through RACV is treated as direct underwriting expenses.

Expense ratio Loss ratic
S0.0% 3 (and commission ratio for FY01-FY03) 90.0%
27.5% -
250% -
22.5%
20.0% |
17.5% |
15.0% -
12.5% -
10.0%
7.5% -
5.0% A
25%
0.0% -

g}; 85.0%
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80.0%
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70.0%
65.0%

60.0%

65.0%
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Combined ratio Insurance margin (before tax)
120.0%
115.0% |
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105.0% -
100.0% |
95.0%
90.0%
85.0%
80.0%
75.0%
70.0% |
65.0%
6000/", .......

109.8%
112.2%
106.1%
98.4%
95.5%
93.7%

FY88  FYS9 FY00 FY0t  FYyQ2  FYQ3 FYss FYSs FYOO  FYO! FYoz  FYos

Insurance Australia Group Limited - ABN 60 090 739 923
23



. OPERATING RESULTS

The domestic short-tail business continued to produce strong results in FYQ3, being the
third consecutive year of underwriting profits and increased insurance margins.

The Group considers that the combination of rational markets; its commitment to
consistent pricing to reflect underlying risk; increased risk diversity in the portfolio;
extensive catastrophe reinsurance; and ongoing service and cost focus should enable
continued reasonable insurance margins for the foreseable future.

The business now has a larger component of indirect business due to the inclusion of
the CGU business for the six-months of FY03, with a consequent upward trend in
expense ratio and downward trend in loss ratio.

The increase in gross written premium primarily reflects the inclusion of CGU short-tail
business for the second six months of FY03. However, organic growth of 7.3% was also
achieved. GWP growth has been driven primarily by strong retention rates in the motor
and home portfolios and hardening of premium rates in the commercial portfolio,
consistent with industry experience.

The strength of the short-tail business is reflected in its ability to absorb significant
losses, including $50m from the Canberra bushfires (a further $20m was borne by the
Group's captive) and integration expenses of $37m, and still deliver a COR below the
prior comparative period and marginally bettering the target zone of 94%~96% for this
business.

The COR for this period of 93.7% is an improvement on 95.5% in FY02. On a consistent
basis, excluding the integration costs of $37m in FY03 and one-off impacts in FY02
(detailed in previous analysis), the COR would be 92.5% in FY03 compared with 97.6%
in FY02.

The sustained improvement in the loss ratio is fundamentally driven by the Group's
persistent focus on effective claims and expense management. However, there were
number of factors during FY03 which also contributed to the reduction in the loss ratio to
68.7% FYO03 from 74.1% in FYO02:

» Apart from Canberra bushfires in January 2003, FY03 benefited from benign
weather conditions which resulted in lower claims frequency in motor collision
and fewer storm claims;

> National action on theft reduction programmes has reduced losses from
professional theft in motor;

» Inclusion of the CGU short-tail business, substantially an intermediary
business which characteristically has lower loss ratios than direct personal
lines insurance; and

> Partially offset by integration expenses of $11m allocated to short-tail claims
expense.

The expected end of the beneficial impact of the El Nifio cycle in FY04 will potentially
lead to an increased claims frequency, however this is expected to be largely offset by
continued underwriting and process improvements in the short-tail business.

The commission ratio has been introduced in this period to enable tracking of the
Group’s management of its own administration expenses, which are otherwise masked
by the increase in the proportion of this portfolio now sold by or through third parties on a
commission basis.

The short-tail administration ratio has improved from 21.1% to 20.8% due to ongoing
improvements in the underwriting and administration processes.
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Q The trend in the administration ratio over the 3 years are:

» The slight increase in the administration ratio from 20.5% in FY01 to 21.1% in
FY02 was mainly attributable to costs associated with new Privacy Act
compliance requirements

» The administration ratio for FY03 includes $26m of integration expenses.
Excluding this, the administration ratio improves by 0.9% to 19.9% for FY03.

B. SHORT-TAIL BY CHANNEL

a As a result of the increase in intermediated distribution following the CGU acquisition,
the following table has been prepared to show the FY03 result analysed between direct
and indirect distribution.

a The proportion of indirectly distributed business can be expected to be higher in
subsequent periods as FY03 inciudes only six months of the CGU business, which is
almost all distributed indirectly.

Domestic short-tail by channel Indirect  All channels

Gross written premium
Gross earned prémium
Reinsurance expense

Net premium revenue

Net claims expense

Underwriting expense

Underwriting profit

Investment income on technical reserves

Insurance profit

Insurance ratios

Loss ratio

Expense ratio
Administration ratio
Commission ratio

Combined ratio

insurance margin (before tax)

B.1 Short-tail — Direct channel

Q The direct channel primarily includes personal lines insurance and, therefore, this
section focuses on the motor and home portfolios.

o For FY03 the direct channel results also include $172m of health insurance premium
which generated an underwriting loss of $16m and an insurance loss of $12m. This
business was sold in July 2003 for $100m and the Group will continue to distribute
health insurance under a marketing alliance with the purchaser, MBF. The health
business is not commented upon in the following points.

a The claims experience of the direct channel has substantially benefited from the
unprecedented dry weather conditions, only one major catastrophe and lower theft rates.
This dry weather reduced the incidence of motor collision and storm damage.
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0 Reduced cost of theft claims has also been a notable contributor to the results. The
main factors driving the lower theft rates over the past year include:

> Theft prevention and reduction programmes: The Group continues to be an
active advocate 