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Dear Sirs, ’
Rule 12g3 — 2 (b) Exemption Documents: Insurance Australia Group Limited,
file no 82-34821 '
Please find attached documents submitted in accordance with Rule 12g3 — 2(b) for
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Insurance Australia
Group Limited

ABN 60 090 739 923

388 George Street
Sydney NSW 2000
Telephone 02 9292 9222
iag.com.au

)
IAG

Insurance
Australia
Group

17 February 2005

Manager, Company Announcements Office
Australian Stock Exchange Limited
- Level 4, Exchange Centre
20 Bridge Street
SYDNEY NSW 2000

Dear SirfMadam

INSURANCE AUSTRALIA GROUP LIMITED (1AG’)

SPECULATION RE ASIAN EXPANSION

Following media speculation concerning IAG's Asian expansion plans, I1AG
confirms that it has no update to provide to the market on this topic.

IAG has made it clear through a number of previous market communications that
Asia is a focus for potential acquisitions to provide additional earnings growth for
the medium to long term. IAG has been researching possible opportunities
offshore for a number of years now and, as part of that research, has spoken to
many general insurers in Asia, including China Pacific Insurance Company
(‘CPIC'"). However, we have no update to our plans and nothing to announce.

IAG is aware of its continuous disclosure obligations and will update the market
should anything change.

Yours sincerely

Anne O'Driscoll
Group Company Secretary &
Head of Investor Relations
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MEDIA STATEMENT Group

Insurance Australia Group Limited
23 February 2005 ABN 60090 739 23
388 George Street

Sydney NSW 2000 Australia
iag.com.au

TIAG statement regarding Whitlam retirement case

The New South Wales Supreme Court today ruled that former Chairman Mr Nicholas
Whitlam is entitled to some amounts in addition to the retirement benefit already paid. These
comprise interest that would have accrued during the time the payment was delayed,
superannuation, and interest on the superannuation amount.

The Board of IAG believes it acted in accordance with the interests of the company and its
shareholders in deferring the payment until the outcome of a Special General Meeting was
known, and until ASIC proceedings against Mr Whitlam were concluded.

IAG is assessing further the full implications of the judgement.
Mr Whitlam served as a director of NRMA Motoring & Services (formerly NRMA Limited)

and then Chairman of IAG (formerly NRMA Insurance Group Limited) from 1995 until his
retirement in April 2001.

Media Relations Investor Relations

Name Will Sargent Name Anne O’Driscoll
(02) 9292 9466 ' Telephone (02) 9292 3169

Mobile 0411 012 835 Mobile 0411012 675
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82-34821

Rule 2.7,3.10.3, 3.10.4, 3.10.5

Appendix 3B

New issue annbuncement
appllcatlon for quotation of additional securities
and agreement

Information or documents not available now must be given to ASX as soon as available. Information and documents
given to ASX become ASX'’s property and may be made public.

Introduced 1/7/96. Origin: Appendix 5. Amended 1/7/98, 1/9/99, 1/7/2000, 30/9/2001, 11/3/2002.

Name of entity

INSURANCE AUSTRALIA GROUP LIMITED

ABN
60 090 739 923

We (the entity) give ASX the following informatiqn.

Part 1 - All issues

You must complete the relevant sections (attach sheets if there is not enough space).

1 *Class of *securities issued or to be Fully paid ordinary shares
issued

2 Number of *securities issued or to be 75,000
issued (if known) or maximum number
which may be issued

3 Principal terms of the *securities (eg, if | On the same terms as existing Ordinary

options, exercise price and expiry date; | Shares listed on ASX.
if partly paid *securities, the amount

outstanding and due dates for payment;
if *convertible securities, the conversion
price and dates for conversion)

* See chapter 19 for defined terms.

240205 appendix 3b.doc Appendix 3B Page |



4 Do the *securities rank equally in all
respects from the date of allotment with
an existing *class of quoted *securities?

If the additional securities do not rank

equally, please state:

o the date from which they do

o the extent to which they participate
for the next dividend, (in the case of
a trust, distribution) or interest
payment

o the extent to which they do not rank
equally, other than in relation to the
next dividend, distribution or interest
payment

5  lIssue price or consideration

6  Purpose of the issue
(Ifissued as consideration for the
acquisition of assets, clearly identify
those assets)

7 Dates of entering *securities into
uncertificated holdings or despatch of
certificates

8 Number and *class of all *securities
quoted on ASX {including the
securities in clause 2 if applicable)

Yes

An exercise price of $1 has been paid by
each holder upon the exercise of the
Performance Share Rights irrespective of the
number rights exercised by that holder, ie $4

in total.

Shares were issued on exercise of employee

Performance Share Rights

28 February 2005

Number *Class

1,593,896,553 . Ordinary Shares

3,500,000 Reset Preference
Shares (IAGPA)

2,000,000 v/ Reset Preference
Shares (IAGPB)

* See chapter 19 for defined terms.

240205 appendix 3b.doc
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Part 2 - Bonus issue or pro rata issue

1

12

13

14

15

16

17

18

19

Number

+Class

Number and *class of all *securities
not quoted on ASX (including the
securities in clause 2 if applicable)

1,291,419

Options over
unissued shares

Dividend policy (in the case of a frust,
distribution policy) on the increased

capital (interests)

The Ordinary Shares will, from the date of
allotment, carry the right to participate in

dividends

Is security holder approval required?

Is the issue renounceable or non-

renounceable?

Ratio in which the *securities will be
offered

*Class of *securities to which the offer
relates

*Record date to determine entitlements

Will holdings on different registers (or
subregisters) be aggregated for
calculating entitiements?

Policy for deciding entitlements in
relation to fractions

Names of countries in which the entity
has *security holders who will not be
sent new issue documents

Note: Security holders must be told how
their entitlements are to be dealt with.

Cross reference: rule 7.7.

Closing date for receipt of acceptances
or renunciations

+ See chapter 19 for defined terms.

240205 appendix 3b.doc
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21

22

23

24

25

26

27

28

29

30

Ky

Names of any underwriters

Amount of any underwriting fee or
commission

Names of any brokers to the issue

Fee or commission payable to the
broker to the issue

Amount of any handling fee payable to
brokers who lodge acceptances or
renunciations on behalf of *security
holders

If the issue is contingent on *security
holders' approval, the date of the
meeting

Date entitlement and acceptance form
and prospectus or Product Disclosure
Statement will be sent to persons
entitled

If the entity has issued options, and the
terms entitle option holders to
participate on exercise, the date on
which notices will be sent to option
holders

Date rights trading will begin (if
applicable)

Date rights trading will end (if
applicable) .

How do *security holders sell their
entittements in fufl through a broker?

How do *security holders sell part of
their entitlements through a broker and
accept for the balance?

* See chapter 19 for defined terms.

240205 appendix 3b.doc
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32 How do *security holders dispose of
their entittlements {except by sale
through a broker)? '

33 *Despatch date

Part 3 - Quotation of securities

You need only complete this section if you are applying for quotation of securities

34 Type of securities

(tick one)
(a) v Securities described in Part 1
(b) - | Allother securities

. Example: restricted securities at the end of the escrowed period, partly paid securities that become fully
paid, employee incentive share securities when restriction ends, securities issued on expiry or conversion of
convertible securities -

Entities that have ticked box 34(a)

Additional securities forming a new class of securities
(If the additional securities do not form a new class, go to 43)

Tick to indicate you are providing the information or documents

35 if the *securities are *equity securities, the names of the 20 largest holders of the additional
*securities, and the number and percentage of additional *securities held by those holders

36 If the *securities are *equity securities, a distribution schedule of the additional *securities setting
out the number of holders in the categories

1-1,000

1,001 - 5,000

5,001 - 10,000

10,001 - 100,000

100,001 and over

37 A copy of any trust deed for the additional *securities

(now go to 43)

+‘ See chapter 19 for defined terms.

240205 appendix 3b.doc Appendix 3B Page S



Entities that have ticked box 34(b)

38

39

40

41

42

Number of securities for which
*+quotation is sought

Class of *securities for which quotation
is sought

Do the *securities rank equally in alf
respects from the date of allotment with
an existing *class of quoted *securities?

If the additional securities do not rank

equally, please state:

« the date from which they do

o the extent to which they participate
for the next dividend, (in the case of
a frust, distribution) or interest
payment

o the extent to which they do not rank
equally, other than in relation to the
next dividend, distribution or interest
payment

Reason for request for quotation now

Example: In the case of restricted securities,

end of restriction period
(if issued upon conversion of another

security, clearly identify that other
security)

Number and *class of all *securities

. quoted on ASX (including the securities

in clause 38)

(now go to 43)

Number

+Class

* See chapter 19 for defined terms.

240205 appendix 3b.doc

Appendix 3B Page 6



All entities

Fees

43 Payment method (tick one)

v~ Cheque

Electronic payment made

Note: Payment may be made electronically if Appendix 3B is given to ASX electronically at the same time,

Periodic payment as agreed with the home branch has been arranged

" Note: Arrangements can be made for employee incentive schemes that involve frequent issues of securities.

Quotation agreement

1 *Quotation of our additional *securities is in ASX’s absolute discretion. ASX may
quote the *securities on any conditions it decides.

2 We warrant the following to ASX.

. The issue of the *securities to be quoted complies with the law and is not for
an illegal purpose.

. There is no reason why those *securities should not be granted *quotation.

. An offer of the “securities for sale within 12 months after their issue will not
require disclosure under section 707(3) or section 1012C(6) of the
Corporations Act.

Note: An entity may need to obtain appropriate warranties from subscribers for the securities in order to be able
to give this warranty

. Section 724 or section 1016E of the Corporations Act does not apply to any
applications received by us in relation to any *securities to be quoted and that no-
one has any right to return any *securities to be quoted under sections 737, 738 or
1016F of the Corporations Act at the time that we request that the *securities be
quoted.

. If we are a trust, we warrant that no person has the right to return the
*securities to be quoted under section 1019B of the Corporations Act at the
time that we request that the *securities be quoted.

* See chapter 19 for defined terms.

240205 appendix 3b.doc Appendix 3B Page 7



3 We will indemnify ASX to the fullest extent permitted by law in respect of any claim,
action or expense arising from or connected with any breach of the warranties in this
agreement.

4 We give ASX the information and documents required by this form. If any
information or document not available now, will give it to ASX before *quotation of
the *securities begins. We acknowledge that ASX is relying on the information and
documents. We warrant that they are (will be) true and complete.

L rar ] |
Date: 24 February 2005
Company Secretary

Sign here:

Print name: Glenn Revell

* See éhapter 19 for defined terms.

240205 appendix 3b.doc Appendix 3B Page 8



ABN 60 090 739 923
388 George Street
Sydney NSW 2000
Telephone 02 9292 9222
iag.com.au

24 February 2005

Manager, Company Announcements Ofﬁcé J )Z |

Australian Stock Exchange Limited

Level 4, Exchange Centre
20 Bridge Street | 1AG
SYDNEY NSW 2000 ‘ Insurance

Australia
Group

Dear Sir/Madam
INSURANCE AUSTRALIA GROUP LIMITED (‘IAG’)
FINANCIAL RESULTS - HALF YEAR ENDED 31 DECEMBER 2004

Attached for immediate release to the market is Insurance Australia Group Limited’s
Appendix 4D — Half Year Ended 31 December 2004.

The documents below will be lodged separately:

1. Media Release;
2. . Investor Report — 31 December 2004; and
3. Investor Presentation Slides.

Yours sincerely

Anne O’Driscoll _
Group Company Secretary &
Head of Investor Relations

Attachment (28 pages)
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INSURANCE AUSTRALIA GROUP LIMITED
ABN 60 090 739 923

HALF YEAR REPORT 31 DECEMBER 2004

APPENDIX 4D
CONTENTS
~Page Number
Results for announcement to the market | v , 1
Other Information 2
Appendix 4D compliance matrix 3

Attachment A:
Half year financial report — 31 December 2004 5



APPENDIX 4D - HALF YEAR REPORT 31 'DECEMBER".‘Z:OO'J{

RESULTS FOR ANNOUNCEMENT TO THE MARKET

Up/down % change $m
Revenue from ordinary activities Up 9.6% 4,278
Profit from ordinary activities after tax ' ' Up 47.7% 446
attributable to shareholders
Net profit attributable to shareholders of Up 47.7% 446
Insurance Australia Group Limited
Dividends - ordinary shares Amount per share Franked amount per share
Interim dividend 12 cents | 12 cents

- The record date of the dividend is 16 March 2005. The dividend is to be paid on 18 April 2005. The last date for the
receipt of an election notice for participation in the company’s Dividend Reinvestment Plan-is 16 March 2005.

Page 1
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APP[_ENDlX 4D — HALF YEAR REPORT 31 DECEMBER 2004

OTHER INFORMATION

During the half year the Insurance Australia Group held an interest in the following joint ventures:

NTI Limited

) % Held
50

- The company’s aggregate share of profits of these entities is not material.

Page 2




INSURANCE AUSTRALIA GROUP LIMITED

' APPENDIX 4D — HALF YEAR REPORT 31 DECEMBER 2004

APPENDIX 4D COMPLIANCE MATRIX

| Appendix 4D disclosure requirements

Insurance Australia Group Appendix 4D

Page
Number

Note
Number

1.

Details of the reporting period and the
previous corresponding period.

All financial data headings

2.

21

2.2

Key information in relation to the
following. This information must be
identified as “Results for announcement
to the market”.

The amount and percentage change up
or down from the previous corresponding
period of revenue from ordinary activities.

The amount and percentage change up
or down from the previous corresponding
period of profit (loss) from ordinary
activities after tax attributable to
members.

2.3 The amount and percentage change up or

down from the previous corresponding
period of net profit (loss) for the period
attributable to members.

2.4 The amount per security and franked

25

2.6

amount per security of final and interim
dividends or a statement that it is not
proposed to pay dividends.

The record date for determining |

entitiements to the dividends (if any).

A brief explanation of any of the figures in
2.1 to 2.4 necessary to enable the figures
to be understood.

“Results for announcement to the market” page 1
Appendix 4D

Net tangible assets per security with the
comparative figure for the previous
corresponding period.

Attachment A: Half year financial report 31
December 2004:
¢ Notes to the financial statements

- Net tangible assets.

P.14

Note 12

4.1
4.2

4.3

Details of entities over which control has
been gained or lost during the period,
including the following.

Name of theentity.
The date of the gain or loss of control.

Where material to an understanding of
the report — the contribution of such
entities to the reporting entity’s profit from
ordinary activities during the period and
the profit or loss of such entities during
the whole of the previous corresponding
period.

Attachment A: Half year financial report 31
December 2004:
s  Notes to the financial statements
- Changes in the composition of the
consolidated entity

P.11

Note 8

Page 3
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APPENDIX 4D — HALF YEAR REPORT 31 DECEMBER 2004

Details of individual and total dividends or
distributions and dividend or distribution

Attachment A: Half year financial report 31
December 2004:

payments. The details must include the | ¢  Notes to the financial statements

date on which each dividend or - Dividends note P.11 Note 7
distribution is payable and (if known) the

amount per security of foreign sourced

dividend or distribution. ' '

Details of any dividend or distribution | Attachment A: Half year financial report 31 )
reinvestment plan in operation and the | December 2004:

last date for the receipt of an election | ¢«  Notes to the financial statements ’ _
notice for participation in any dividend or - Dividend note P.11 Note 7

distribution reinvestment plan.

Details of associates and joint venture
entities including the name of the
associate or joint venture entity and
details of the reporting entity’s percentage
holding in each of these entities and -
where material to an understanding of the
report - aggregate share of profits
(losses) of these entities, details of
contributions to net profit for each of
these entities, and with comparative
figures for each of these disclosures for
the previous corresponding period.

“Other information” page 2 Appendix 4D

For foreign entities, which set of
accounting standards is used in compiling
the report (e.g. International Accounting
Standards).

Not applicable

For all entities, if the accounts are subject
to audit dispute or qualification, a
description of the dispute or qualification.

Not applicable

Page 4
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APPENDIX 4D — HALF YEAR REPORT 31 DECEMBER 2004

ATTACHMENT A

INSURANCE AUSTRALIA GROUP LIMITED AND CONTROLLED ENTITIES

HALF YEAR FINANCIAL REPORT - 31 DECEMBER 2004

Page 5



INSURANCE AUSTRALIA GROUP LIMITED
ABN 60.090739:923
AND CONTROLLED ENTITIES
HALF YEAR FINANCIAL REPORT - 31 DECEMBER 2004

o1

G.;,‘,./ H

CONTENTS
Page No.
Directors’ Report 1
- Lead Auditor’s Independence Declaration 3
Statement of Financial Performance 4
Statement of Financial Position _ 5
Statement of Cash Flows 6
Notes to the Financial Statements 7
Directors’ Declaration 20
Independent Auditors’ Review Report 21

Insurance Australia Group Limited is a publicly listed company limited by shares, incorporated and domiciled in Australia. Its
registered office and principal place of business is level 26, 388 George Street, Sydney, NSW 2000.



INSURANCE AUSTRALIA GROUP LIMITED ANT. ' LE, ENTITIES

-3

DIRECTORS’ REPORT

The Directors present their report together with the consolidated financial report of Insurance Australia Group Limited (“IAG” / “the
Company”’) and its controlied entities (“the IAG Group™) for the half year ended 31 December 2004 and the audltors review report
thereon.

Directors
The Directors of the Company during or since the end of the half year are:

Mr JA Strong (Director since 2 August 2001), Ms YA Allen (Director since 10 November 2004), Mr JF Astbury (Director since 25
July 2000), Mr GA Cousins (Director since 25 July 2000), Ms DG Fisher (Director from 19 June 2000 to 10 November 2004),
Mr ND Hamilton (Director since 19 June 2000), Ms AJ Keating (Director from 19 June 2000 to 10 November 2004), Mr RA Ross
(Director since 25 July 2000), Mr B Schwartz (Director since 1 January 2005) and Mr MJ Hawker (Director since 1 December
2001).

Result and review of operations

The IAG Group net profit for the half year was $504 million (2003 - $348 million). After adjusting for outside equity interests in the
1IAG Group result, the net profit attributable to shareholders of the Company was $446 million (2003 - $302 million).

The key components for the half year result were:

¢ Strong underwriting profit of $255 million for the half year compared to $277 million in 2003. Excluding the impact of interest
rate movements during the period on outstandmg clmms provisions, the underwriting proﬁt for the half year is $320 million (2003
- $179 million). The quality of the resuit was agam driven by strong performance of all major business segments. ,

» The strength of the underwntmg result and the synergy benefits from the CGU/NZI acquisition contributed to an improvement in
the insurance margin to 16.7% (2003 - 11 8%) The insurance margm achieved currently exceeds the IAG Group’s long-term
expectation of 9% - 12%.

Gross written premium was $3,329 million, representmg organic growth of 6.0% on the same period last year (33, 140 million).
The expense ratio (underwriting expenses to net earned premium) of 25.3% compares to 24.9% for the same period last year. The
increase is attributable to an increase in commission expense and fire brigade charges.

e The IAG Group’s combined ratio of 91.8% (2003 — 90.5%) includes a negative impact of $65 million in discount rate adjustments
on outstanding claims provision compared with a $98 million benefit in 2003. Excluding the impact of interest rates movements
during the period on outstanding claims provisions, the combined ratio is 89.7% (2003 — 93.8%).

o The improvement in the combined ratio (excluding the impact of interest rates) reflects an underlying improvement of the IAG
Group’s underwriting business over the last 12 months. This improvement has been due to the synergy benefits in claims
management and processes, reserve releases from key long-tail portfolios as a result of continued stability in the New South Wales
CTP scheme, better than expected loss experience in liability classes and a continmation of favourable weather resulting in lower
levels of storm damage. These benefits have been partly offset by the strengthening of asbestos reserves. :

* During the half year, the continued strength of equity markets delivered a 23.4% annualised return on shareholders’ funds, while
the decrease in bond yields had a positive impact on investment returns on technical reserves. Total investment income included
in the consolidated net profit before tax for the half year was $574 million (2003 - $286 million).

The IAG Group recognised an income tax expense of $219 million for the half year ended 31 December 2004 compared to
$136 million in 2003, representing an effective tax rate of 30.3% (2003 - 28.1%). The lower effective tax rate for the 2003 half year
was due to the recognition of a once-off benefit of $22 million as a result of the IAG Group forming a tax consohdated group in line
- with changes in tax legislation.

Further information on the IAG Group’s result and review of operations can be found in the 31 December 2004 Investor Report on
the Company’s website, www.iag.com.au.
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DIRECTORS’ REPORT

Lead Auditor’s Independence Declaration under Section 307C of the Corporations Act 2001

The lead auditor’s independence declaration is set out on page 3 and forms part of the directors’ report for the half year ended 31
December 2004.

Events subsequent to reporting date
Details of matters subsequent to the end of the financial period are set out in note 13. These include:
o adividend declared of 12 cents per ordinary share. The Dividend Reinvestment Plan will operate using shares acquired on
market with no discount applied; ’
¢ the issue and listing of Reset Exchangeable Securities (RES);
e the appointment of Mr Brian Schwartz as a director of the Company; and
» the impact of the introduction of Australian equivalents of the International Financial Reporting Standards. .
Dividends
Details of dividends declared are set out in note 7.
Rounding of amounts
Unless otherwise stated, amounts in the financial report and Dlrecfors’ ’{épm have been rounded to the nearest million dollars. The

Company is of a kind referred to in the class order 98/100 dated Y6 uly 1998 1ssued by the Australian Securities & Investments
Commission. All roundmg has been conducted in accordance ‘With .that class order

Signed at Sydney this 24th day of F ebruar§ 2005 iﬂ 'accordérrce with a resoiution of the Directors.

[T Director



LEAD AUDITOR’S INDEPENDENCE DECLARATION UNDER SECTION 307C OF THE
CORPORATIONS ACT 2001

To: the directors of Insurance Australia Group Limited

I declare that, to the best of my knowledge and belief, in relation to the review for the half year ended 31 December 2004 there have
been:

(a) no contraventions of the auditor independence requirements as set out in the Corporations Act 2001 in relation to the review;
and '

(b) no contraventions of any applicable code of professional conduct in relation to the review.

46

KPMG

o,
ekt

Dr Afidries B Terblanché
Partner

Sydney
24th February 2005

KPMG, an Australian partnership, is a member
of KPMG International, a Swiss non-operating
association.




STATEMENT OF FINS NGRS, . - ANCE FOR THE HALF YEAR ENDED 31 DECEMBER 2004

Premium revenue
Reinsurance expense

Net premium revenue .

Claims expense
Reinsurance and other recoveries

Net claims expense

Acquisition costs.
Other underwriting expenses
Fire brigade charges

Underwriting expenses
Profit from underwriting

Investment revenue
Other operating revenue
Borrowing costs expense

Corporate, administration and other expenses

Profit from ordinary activities before income tax

Income tax expense

Net profit

Net profit attributable to outside equity interests

Net profit attributable to shareholders of Insurance

Australia Group Limited

Non-owner transaction changes in equity:

Net exchange difference on translation of financial reports of

~ foreign controlled entities

" Total changes in equity from non-owner related
transactions attributable to the shareholders of the parent

entity

Basic earnings per ordinary share

Basic earnings per reset preference share
Diluted earnings per ordinary share ’

Note:

(i) Profit from underwriting comprises:

Net premium revenue
Net claims expense
Underwriting expenses

The above statement of financial performance is to be read in conjunction with the notes to the financial statements.

Notes

3(a)

3(a)

3(b)
3()

5(a)
5(b)
5(a)

CONSOLIDATED

31 Dec 31 Dec
2004 2003
$m $m
3,311 3,116
(202) (204)
3,109 2912
(2,349) (2,217)
282 308
(2,067) (1,909)
(534) (507)
(166) (164)
87 (55)
(787) (726)
255 277
574 286
106 188
(28) (29
(184) (238)
723 484
(219) (136)
504 348
(58) (46)
446 302
1 -

447 302
31 Dec 31 Dec
2004 2003
cents cents
27.06 17.07
267.27 265.03
27.01 17.01
31 Dec 31 Dec
2004 2003
$m $m
3,109 2912
(2,067) (1,909)
(787) (726)
255 277




Assets

Cash assets

Investments

Receivables

Reinsurance and other recoveries receivable
Inventories

. Property, plant and equipment
Prepayments

Deferred levies

Deferred reinsurance premium

Deferred acquisition costs

Deferred tax assets

Investments in joint ventures and associates
Intangible assets

Goodwill

Total assets
Liabilities

Payables

Restructuring provision
Current tax liabilities
Unearned premium
Employee benefits provision
Deferred tax liabilities
Outstanding claims liability
Interest-bearing liabilities
Total liabilities

Net assets
Equity
Contributed equity

Foreign currency translation reserve
Accumulated losses

Equity attributable to shareholders of Insurance Australia

Group Limited ‘
Outside equity interests in controlled entities
Total equity

9(a)
9(b)
9(c)

9(d)

Tr T
STATEMENT OF FINANCIAL POSITION AS A% 31 DECEMBER 2004

CONSOLIDATED
31 Dec 30 Jun
2004 2004
$m $m
465 424
9,944 9,686
2,156 2,348
916 915

2 2

246 231
70 63
105 104
111 184
582 558
255 296

7 7

12 18
1,412 1,455
16,283 16,291
730 937
13 29

63 222
3,497 3,472
157 188
176 99
6,548 6,327
794 793
11,978 12,067
4305 4,224
3,802 3,802
) 5)
1) (259)
3,747 3,538
558 686
4,305 4,224

The above statement of financial position is to be read in conjunction with the notes to the financial statements.
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STATEMEN'I v _"Fwws FOR THE HALF YEAR ENDED 31 DECEMBER 2004

Yot T TR <

CONSOLIDATED
31 Dec 31 Dec
Note 2004 2003
$m $m
Cash flows from operating activities
Premium received 3,347 3,375
Reinsurance and other recoveries received 237 186 |
Claims costs paid (2,095) (2,046)
Outwards reinsurance premium paid ' (123) - (204)"

* Dividends received 55 52
Interest and similar items received 244 236
Borrowing costs paid (32) (28)
Income tax refund 9 7
Income tax paid ' (259) o (68)
Other operating receipts , 343 t307.
Other operating payments (1,295) (1,123)
Net cash provided by operating activities ' ' 431 694.
Cash flows from investing activities ‘ '

Net cash flows on disposal of a controlled entity 8 - 48
Proceeds from disposal of investments and property, plant and equipment 11,057 11,561
Outlays for investments and property, plant and equipment acquired (11,036) (12,134)
Repayment of premium funding loans 180 146
Advances of premium funding loans 225) . (167)
Net cash used in investing activities (24) (546)
Cash flows from financing activities g
Outlays for return of capital to outside equity interests - - (56)
Proceeds from issues of trust units _ 468 629
Outlays for redemption of trust units (544) "~ (569)
Proceeds from borrowings ' - 487
Repayment of borrowings - (515)
Dividends paid to IAG shareholders (238) -(132)

" Dividends paid to outside equity interests . (52) (34)
Net cash used in financing activities ' (366) (190)
Net increase / (decrease) in cash held . 41 42)
Cash at the beginning of the financial period T 424 626
Cash at the end of the financial period © : 465 584

Notes:

(i) Cash represents cash on hand and in banks, deposits at call and money market investments readily convertible to cash within two
working days, net of bank overdraft.

The above statement of cash flows is to be read in conjunction with the notes to the financial statements.



INSURANCE AUSTRALIA GROUP LIMITED AND CONTROLLED ENT TIES
NOTES TO THE FINANCIAL STATEMENTS FOR THE HALF Y'EAR LNDED 31 DECEMBER 2004

Note 1. Statement of significant accounting policies

Basis of preparation of ha‘lf-year financial report

The half year consolidated financial report is a general purpose financial report which has been prepared in accordance with the
requirements of the Corporations Act 2001, Accounting Standard AASB 1029: Interim Financial Reporting, the recognition and
measurement requirements of applicable AASB standards, other authoritative pronouncements of the Australian Accounting Standards
Board and Urgent Issues Group consensus views. This half year financial report is to be read in conjunction with the 30 June 2004
Annual Financial Report and any public announcements by Insurance Australia Group Limited and its controlled entities during the half
year in accordance with continuous disclosure obligations arising under the Corporations Act 2001 and Australian Stock Exchange
Listing Rules.

The accounting policies adopted have been consistently applied by each entity in the IAG Group and are consistent with those applied in
the 30 June 2004 Annual Financial Report unless otherwise mentioned. The half year report does not include full note disclosures of the
type normally included in an annual financial report.

The statement of financial position has been prepared using the liquidity format of presentation and differs from the presentation as
disclosed in the 30 June 2004 Annual Financial Report. The change has been made as it is considered more meaningful to emphasise
the importance of liquidity to the users of the accounts, The opportunity for the change has arisen from changes in disclosure
requirements as Australia adopts new accounting standards in 2005 (refer note 13). Certain reclassifications have been made from the
prior period’s financial report to conform to the current period’s presentation. o

Note 2. Current/non-current information

While the IAG Group presents the statement of financial position using the liquidity format, there are spec1ﬁc dlSClOSUI'e requirements
regarding current/non-current classifications for certain items.

CONSOLIDATED
Current Non-current Total
31 Dec 2004 31 Dec 2004 31 Dec 2004
$m ' $m $m
Assets
Investments 2,611 7,333 9,944
Reinsurance and other recoveries receivable 350 566 916
Deferred levies 105 - 105
Deferred reinsurance premium 111 - 111
Deferred acquisition costs 550 32 582
Deferred tax assets - 255 255
Liabilities
Unearned premium 3,404 93 3,497
Employee benefits provision 127 30 157
Deferred tax liabilities - 176 176
Outstanding claims liability 2,243 4,305 6,548
Interest-bearing liabilities 46 748 794
30 Jun 2004 30 Jun 2004 30 Jun 2004
$m $m $m
Assets
Investments 2,474 7,212 9,686
Reinsurance and other recoveries receivable 368 547 915
Deferred levies 104 - 104
Deferred reinsurance premium 184 - 184
Deferred acquisition costs 527 31 558
Deferred tax assets - 296 296
Liabilities
Uneamed premium 3,386 86 3,472
Employee benefits provision 151 37 188
Deferred tax liabilities - 99 99
Outstanding claims liability 2,202 4,125 6,327
Interest-bearing liabilities - 793 793
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Note 2. Current/non-current information (continued)

All items of investment in joint ventures and associates, property, plant and equipment, intangible and goodwill assets are non-current
assets. Cash assets, receivables and other assets are all current assets. All other liabilities are current liabilities.

CONSOLIDATED
31 Dec 31 Dec
2004 2003
: $m $m
Note 3. Revenue from ordinary activities
Revenue from operating activities
_ (a) General insurance revenue
 Direct gross written premium . , o 3,329 3,140
Movement in unearned premium reserve an (26)
Direct premium revenue , . , 3,312 3,114
. Inwards reinsurance premium revenue _ ' R ’ m _ 2
" Premium revenue’ ' _ ' o ’ . L 3311 3,116
Reinsurance and other recoveries BRI SR 282 308
Tot:lsll general insurance revenue Shteme 3,593 3,424
(b) Investment revenue » e e _ ,
Dividend income R TR | C 25
Interest income 197 211
Trust income - o 6 12
: : 251 248
Changes in net market values of investments
- realised gains / (losses) 47 (15)
- unrealised gains o 276 53
Total investment revenue o T 574 286
(c) Other operating revenue
Fee based business revenue : 106 _ 118
Life insurance business revenue - ‘ ' - 70
A 106 188
Proceeds from disposal of plant and equipment 5 5
Total other operating revenue om0 193

Total revenue from operating and ordinary activities ‘ 4,278 3,903
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NOTES TO THE F INANCIAL STATEMENTS FOR THE HALF )(EAR ENDED 31 DECEMBER 2004

CONSOLIDATED
31 Dec 31 Dec
2004 2003
Sm $m
Note 4. Analysis of total expenses
Expenses (excluding borrowing costs expense) disclosed on the face of the
statement of financial performance:
Reinsurance expense : 202 204
Claims expense - 2,349 2,217
Acquisition costs ' ’ 534 507
Other underwriting expenses 166 164
Fire brigade charges ‘ 87 55
Corporate, administration and other expenses 184 238
Total expenses : 3,522 3,385
Analysis of expenses by function:
General insurance business expenses - 3,338 3,147
Life insurance business expenses ' - 52
Corporate and administration expenses : 184 186
Total expenses o : 3,522 3,385
CONSOLIDATED
31 Dec ' 31 Dec
20064 2003
cents cents
Note 5. Earnings per share
(a) Ordinary shares
Basic earnings per share . 27.06 17.07
‘Diluted earnings per share : A 27.01 17.01
31 Dec 31 Dec
2004 2003
Number . Number
of shares of shares
million million
(i) Reconciliation between basic earnings per share denominator and diluted
earnings per share denominator
Weighted average number of ordinary shares outstanding during the financial
period used in calculation of the basic earnings per share 1,592 1,683
Potential ordinary shares under the Performance Share Rights Plan:
Expiry date 21 December 2010 - 1
Expiry date 30 April 2011 2 4
Expiry date 13 December 2011 1 1
Expiry date 5 March 2012 . 1 1
Cancelled potential ordinary shares ey 1)
Weighted average number of ordinary shares and potential ordinary shares
outstanding during the financial period used in calculation of the diluted
earnings per share 1,595 , 1,689

Event subsequent to reporting date:

On 31 January 2005, a total of 923,000 ordinary shares were issued as a result of the exercise of vested Performance Share Rights. As
at 31 December 2004, these shares were included as potential ordinary shares used in calculation of diluted earnings per share.
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Note 5. Earnings per share (continued)

(ii) Reconciliation of earnings used in calculating earnings per share

Net profit
Net profit attributable to outside equity interests

Net profit attributable to shareholders of Insurance Australia Group Lumted

Net profit attributable to reset preference shares

Earnings used in calculating basic and diluted earnings per share

{(b) Reset preference shares

Basic earnings per share

Weighted average number of reset preference shares
outstanding during the financial period used in calculation of
the basic earnings per share

Net profit used in calculating bésic earnings per share (based
on dividends paid or payable to reset preference shares)

There are no potential reset preference shares on issue.

Note 6. Individually significant items

Profit from ordinary activities before income tax includes the
following items whose disclosure is relevant in explaining the
financial performance of the IAG Group:

Expenses:
Restructuring / integration costs
Insurance protectlorl tax levied by the NSW State Government

Income tax benefit:
Effect of resetting tax values on entering tax consolidation

"RALIA GROUP LIMITED AND CONTROLLED ENTITIES
__ FATEMENTS FOR THE HALF YEAR ENDED 31 DECEMBER 2004

. 31 Dec 31 Dec

2004 2003

$m $m

504 348

(58) (46)

446 302

15) (14)

431 288
CONSOLIDATED
31 Dec 31 Dec
2004 2003
cents cents
267.27 265.03
31 Dec 31 Dec
2004 2003
Number Number
of shares of shares
million million
6 6
31 Dec . 31 Dec
2004 2003
$m $m
15 14
- 25
10 10
- 22
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NOTES TO THE FINANCIAL STATEMENTS FOR THE HALF YEAR LN DED 31 DECEMBER 2004
Half year Year
ended ended
31 Dec 30 Jun
2004 2004
$m $m
Note 7. Dividends
(a) Ordinary shares

Final dividend for year ended 30 June 2004 of 14 cents (year ended 30 June 2003 —
7 cents) per share, paid on 18 October 2004, fully franked at 30% (year ended 30 ’
June 2003 — 30%) . 223 118

Interim dividend for the year ended 30 June 2004 of 8 cents per share, paid on 19
April 2004, fully franked at 30% - 135

{(b) Reset preference shares
Dividend paid on IAGPA at 5.8% per annum and JAGPB at 4.51% per annum,
fully franked at 30% (year ended 30 June 2004 — 30%) 15 29

Total dividends declared and paid by cash o - 238 282

Dividend reinvestment:

The Company operates a Dividend Reinvestment Plan (“DRP”’) which allows shareholders to elect to receive their dividend entitlement
in the form of IAG shares. The price of DRP shares is the average share market price, less a discount if any (determined by the
Directors) calculated over the pncmg period (which is at least five trading days) as determined by the Directors for each dividend
payment date. The DRP share price in 2004 was with no discount. Shares allocated to shareholders participating in the DRP during the
financial period ended 31 December 2004 were purchased on market (period ended 31 December 2004 — 12 million shares; year ended
30 June 2004 - 19 million shares).

Event subsequent to reporting date:

On 24 February 20035 an interim dividend of 12 cents per ordinary share, 100% franked, was declared by the Company. The DRP will
operate using shares acquired on market with no discount applied. The dividend will be paid on 18 April 2005. The last date for the
receipt of an election notice for participation in the dividend reinvestment plan is 16 March 2005.

Note 8. Changes in the composition of the IAG Group

During the half year ended 31 December 2003, the JAG Group disposed of 100% of the ordinary shares in NRMA Health Pty Limited
effective 25 July 2003.

CONSOLIDATED
31 Dec 31 Dec
_ 2004 _ 2003
Detail of the disposal is as follows: $m $m
Sale proéeeds:
Cash - 99
Fair value of net assets of controlled entity disposed (including goodwill) - 97
Costs associated with disposal ’ - 4
‘ - 101
Loss on disposal - (2)
Net cashflow on disposal of controlled entity:
Cash proceeds received (net of disposal costs) - 95
Cash balance disposed - “é7
Inflow of cash ‘ - 48

The disposed entity’s contribution to the profit from ordinary activities before income tax of the IAG Group for the period ended 31
December 2003 was $Nil.
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NOTES TO TdE >’ AL STATEMENTS FOR THE HALF YEAR ENDED 31 DECEMBER 2004

Note 9. Statement of changes in equity

(a) Contributed equity

Ordinary shares

Balance at the beginning of the financial period
Shares issued under Performance Share Rights Plan
Share buy-back

Share buy-back transaction costs

Balance at the end of the financial period
Reset preference shares
Balance at the beginning and end of the financial period

Total contributed equity at the end of the financial period

(b) Reserves

Foreign currency translation reserve
Balance at the beginning of the financial period
Currency translation adjustments

" Balance at the end of the financial period‘

(¢) Accumulated losses

Balance at the beginning of the ﬁnanciél period

Net profit attributable to shareholders of Insurance Australia .

Group Limited
Utilised in share buy-back
Dividends declared and paid

Balance at the end of the financial period

Total equity attributable to shareholders of Insurance
Australia Group Limited

(d) Outside equity interests in controlled entities
- Contributed equity

- Retained profits

- Unitholders’ funds

Balance at the end of the financial period .

Total equity

CONSOLIDATED CONSOLIDATED
31 Dec 30 Jun 31 Dec 30 Jun
2004 2004 2004 2004
Number Number
of shares of shares
. million million $m $m
1,591 1,683 3,263 3,434 -
2 2 - .
- 94) - (168)
- - - )
1,593 1,591 3,263 3,263
6 6 539 539
1,599 1,597 3,802 3,802
) )]
. 1 3)
4 (5)
(259) (396)
446 665
- (246)
(238) (282)
(51) (259)
3,747 3,538
124 124
35 39
399 523
558 686
4,305 4,224
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NOTES TO Tili “TIANCY D STA°JoiAENTS FOR THE HALF YEAR ENDED 31 DECEMBER 2004

Note 11. Contingent liabilities and contingent assets

There have been no material changes in contingent liabilities or contingent assets since 30 June 2004.

CONSOLIDATED
31 Dec ‘ 30 Jun
Notes 2004 _ 2004
$ $
Note 12, Net tangible assets
Net tangible assets per ordinary share . (i) 1.12 0.96
Net tangible assets per reset preference share (i1) 100.00 100.00

(i) Net tangible assets per ordinary share has been determined after adjusting for outside equity interests, goodwill and other intangible
assets and the value of reset preference shares on issue.

(ii) Net tangible assets per reset preference share has been reﬂected at the face value of $100 as the entitlement to the net assets in all
circumstances is limited to the face value of the reset preference shares. '

Note 13. Events subsequent to reporting date

As these transactions occurred after balance date and did not relate to conditions existing at balance date no account has been taken of
them in the fmancral statements for the half year ended 3L December 2004 F

(a) On 24 February 2005 an interim dividend of 12 cents ;per share, 100% frankea was declared by the Company. The Dividend
Reinvestment Plan will operate using shares acquu’ed on market with no discount apphed The dividend is to be paid on 18 April 2005.

(b) On 1! January 2005, IAG announced the.:‘_lssue of 5.5 mrllron Reset Exchangeable Secuntres (RES) by IAG Finance (New Zealund)
Limited, a wholly-owned subsidiary of IAG, raising a total of $550 million. ~The RES began trading on the Australian Stock Exchange
on 12. January 2005. The gross proceeds of the Offer through a senes of mtra-group arrangements have been mvested by IAG

.....

IAG’s obhgatlons to the RES holders are secured by the Portfoho and mterest ‘payments and. redempnon amounts will depend on the
performance and creditworthiness of this Portfolio. IAG may, at any time, exercise its right to exchange some or all RES for preference
shares issued by IAG.

The issue of RES is expected to have a net positive, though immaterial impact, on IAG’s financial performance as the increase in
investment income generated by the Portfolio will be largely offset by the increase in interest expense from interest payments to RES
holders and the amortisation of capitalised transaction costs, RES and the Portfolio will be set-off in IAG’s statement of financial
position with a net asset being recorded to the extent that the Portfolro value is greater than the RES redemption amount.

(c) Mr Brian Schwartz was appointed a director of the Company on 1 January 2005.
(d) International Financial Reporting Standards -
(i) Overview

For reporting periods beginning on or after 1 January 2005, the IAG Group must comply with Australian equivalents to International
Financial Reporting Standards (“A-IFRS”) as issued by the Australian Accounting Standards Board. The IAG Group’s financial report
will be prepared in accordance with A-IFRS for the first time for the half year ending 31 December 2005 and the year ending 30 June
2006. A-IFRS requires the restatement of comparative financial statements of the IAG Grouip subject to optional restatement for certain
standards relevant to the IAG Group being AASB 132 Financial Instruments: Disclosure and Presentaiion, AASB 139 Financial
Instruments: Recognition and Measurement, AASB 4 Insurance Contracts, and AASB 1023 General Insurance Contracts. A-IFRS
transition adjustments will be made retrospectively against opening accumulated losses at 1 July 2004 except where, as noted above, the
IAG Group elects not to restate comparatives for a particular standard in which case transitional adjustments for those standards will be
made at 1 July 2005.
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Note 13. Events subsequent to reporting date (continued)

(d) International Financial Reporting Standards (continued)
(1) Overview (continued) ‘ .

This financial report has been prepared in accordance with Australian accounting standards and other financial reporting requirements
(“Australian GAAP”). The differences between Australian GAAP and A-TFRS identified to date as potentially having a significant effect
on the IAG Group’s financial performance and financial position are summarised bélow. The summary should not be taken as an
exhaustive list of all the differences between Australian GAAP and A-IFRS as there is still work to be completed. There will also be
significant changes in the presentation and content of financial reports prepared in accordance with A-IFRS.

The potential impacts on the IAG Group’s financial performance and financial position of the transition to A-IFRS, including system
upgrades and other implementation costs that may be incurred, have not all been quantified as at the transition date of 1 July 2004. The
impact on future years will depend on the particular circumstances prevailing in those years.

Any assessments made in respect of the transition to A-IFRS may require adjustment before inclusion in the first financial report
prepared in accordance with AIFRS due to new or revised standards or interpretations or addmonal guidance on the application of
AIFRS in a particular industry or to a particular transaction.

It is important to understand that while the A-IFRS accounting requirements will change the IAG Group s reported results, this does not
represent a change in the strength of the underlying busmess

(ii) Management of the IAG Group’s transition

The IAG Group has established a project team to manage the transition to the new standards, including training of staff and system and
internal control changes necessary to gather all the required financial information. The project team is chaired by the Chief Financial
Officer and reports quarterly to the audit committee. The projéct team has prepared a detailed timetable for managing the transition to
the new standards and is currently on schedule. To date the project team has analysed most of the new standards and has identified a
number of accounting policy changes that will be required. In some cases choices of accounting policies are available, including
elective exemptions under AASB 1: First-time Adoption of Australian Equivalents to International Financial Reporting Standards.
Some of these choices are still being analysed to determine the: most appropriate accounting policy for the IAG Group.
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Note 13. Events subsequent to reporting date (continued)

(iii) Key differences

The key implications of the conversion to A-IFRS on the IAG Group are as follows:

Insurance contracts

All of the insurance
products meet the new
accounting definition of
an “insurance contract”

The only significant
change to the
accounting treatments
for insurance contracts
is the expanded liability
adequacy test

In respect of the IAG Group’s core insurance business, the changes to accounting treatments on
conversion to A-IFRS are minimal. A-IFRS allows the IAG Group to basically continue with current
accounting treatments for those general insurance products and reinsurance products that meet the A-
IFRS definition of an “insurance contract”. The only significant change is the introduction of a new
liability adequacy test. o :
All of the IAG Group’s general insurance products and reinsurance products on offer, or utilised, meet
the definition of an insurance. contract. This means that the JAG Group’s accounting for premium
revenue, reinsurance expense, claims expense, acquisition costs, and reinsurance and other recoveries,
together with related balances in the statement of financial position, will continue without significant
change, subject to an expanded liability adequacy test.

The IAG Group is working with other general insurance companies and the Australian Accounting
Standards Board to resolve issues concerning the conduct of the expanded liability adequacy test as
currently published. The impact from this test, if any, is not capable of being determined until these
issues are resolved. Any deficiency arising, from the test will be recognised first through the write down
of any related intangible assets and then the related deferred acquisition costs, with any remaining balance
being recognised in the statement of financial position as an unexpired risk liability.

The IAG Group may elect to not restate comparatives for these changes as permitted under the
transitional provisions for ﬁrst time adoptron of A IFRS, and so the financial impact, if any, may apply
from 1 July 2005. -

Contributed equity

The reset preference
shares likely to be -
reclassified as
compound instrument

The measurement and treatment of the 1ssued an fully paid ordinary shares will remain unchanged.

The IAG Group’s reset preference sha.res are currently presented as equity under Australian GAAP as
they are not considered a mandatory convertrble instrument, are perpetual and there is no obhgatlon to
pay distributions. .

It was previously reported that the reset preference shares would be classified -as debt under A-IFRS.
However, as a result of developments in relation to the interpretation of the relevant accounting standard,
it is now understood that the reset preference shares will likely be classified as a compound instrument
that will consist of both a debt and equity component with associated dividend and interest expenses.
This matter is subject to final clarification.

The IAG Group may elect to not restate comparatives for these changes as permitted under the

transitional provisions for first time adoptron of A-IFRS, and so the financial impact of these changes
may be applied from 1 July 2005.

This change has a direct impact on the contributed capital of the IAG Group which is central to the
capital adequacy requirements set by APRA. APRA has stated it will.continue the current regulatory
capital treatment for existing instruments that are adversely affected by the accounting standard change
until further notice. If APRA’s approach changes, it has indicated it may ‘grandfather’ the treatment of
affected issued securities.

Accumulated losses

The accumulated losses
balance as at 30 June
2004 will change

In transitioning to A-IFRS the basic principle (with certain exceptions) is that the IAG Group must apply
the new standards as if the JAG Group had always applied them. There are therefore likely to be
retrospective adjustments that will affect the accumulated losses balance as at 1 July 2004.
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Note 13. Events subsequent to reporting date (continued)

Investments

More choices around
accounting policies for
investments

Initial accounting
policy selection means
no immediate change

‘Under current accounting standards, the IAG Group is required to measure at net market value (fair value
less disposal costs) all investments integral to general insurance activities with movements in the net
market value recorded in the statement of financial performance. Under A-IFRS, the JAG Group will be
required to measure at fair value those financial assets held to back insurance liabilities. Those financial
assets that are not held to back insurance liabilities will move to a system of purpose led accounting. The
new standards require classification of the investments based on the purpose for which they are held. The
different classifications have different accounting treatments, being fair value through the statement of
financial performance, fair value through equity, and amortised cost. There is also an option to measure
any financial asset at fair value through the statement of financial performance regardless of the purpose
for which it is held. _

The IAG Group has elected to apply the fair value through statement of financial performance option
under its current investment strategy for shareholders’ funds and so all investments held will be measured
on the same basis. This will basically be a continuation of current practice with small adjustments for
disposal costs and a change in market price determination.

The IAG Group reserves the right to deem further asset acquisitions as held for another purpose and thus
be valued on one of the other available bases.

The TAG Group may elect to not restate comparatives for these changes as permitted under the
transitional provisions for first time adoption of A-IFRS, and so the investment portfolio may be revalued
to A-IFRS requirements from I July 2005.

Derivatives

All recorded in
statement of financial
position at fair value .

The IAG Group uses denvatlve financial instruments solely for hedging purposes. A-IFRS specifies that
hedge accounting can only be applled for fair value hedges, cash flow hedges, and hedges of investments
in foreign operatlons and only Wnere stringent rules are met. Hedge accounting basically provides for
the movement in fair value of the denvauve to follow the accounting for the underlying instrument.

All derivative contracts, regardlcss of the purpose for which they are used will be measured at fair value.

For the majority of derivatives, which relate to investments held for which the IAG Group has elected to
apply the fair value through statement of financial performance option, the movements in fair value will
be recorded in the statement of, ﬁna.nc1al performance..

For the small number of denvatxve contracts that will be desxgnated as hedges under A-IFRS, the
movements in fair value will be recorded on the same basis as the item being hedged.

Goodwill

No amortisation
resulting in lower
expenses, subject to
impairment charges
Goodwill supportable
at 1 July 2004

The IAG Group will not restate the accountmg for business combinations transacted prior to 1 July 2004,
as permitted under the transitional provisions for first time adoption of A-IFRS. There are also no
additional intangible assets to be recognised separately from goodwill upon first time adoption. Goodwill
will not be amortised under A-IFRS and so the carrying value of goodwill as at 1 July 2004 of $1,455
million will be carried forward under A-IFRS subject to impairment testing. Part of that goodwill balance
is denominated in New Zealand dollars and so the balance will continue to change reflecting foreign
currency movements.

The net goodwill as at 1 July 2004 has been systematically allocated to cash generating units for the
purpose of the recoverability test, which is to be conducted at each reporting date. Any impairment is to
be recognised in the statement of financial performance in the period in which it is identified. Using A-
IFRS impairment methodology the $1,455 million goodwill balance is supportable at 1 July 2004.

The elimination of the requirement to amortise goodwill under A-IFRS will increase reported profits,
subject to any impairment charge that may be required at a reporting date. The IAG Group had a
goodwill amortisation expense for the half year to 31 December 2004 of $46 million. That amount will
be removed from the statement of financial performance under A-IFRS and the 1 July 2004 goodwill
balance of $1,455 million will be reinstated, subject to impairment testing.

Non-goodwill
intangibles

All current non-
goodwill intangible
assets qualify for
recognition

Existing non-goodwill intangible assets on the IAG Group’s statement of financial position at 1 July 2004
and 31 December 2004 meet the recognition and measurement requirements of A-IFRS and so the
accounting treatment, including amortisation, will remain unchanged. They will be subject to impairment
testing.

In certain circumstances under A-IFRS, development phase expenditure will be capitalised and so
recognised as an internally generated intangible asset. Software development is the only significant
development expenditure for the IAG Group. The IAG Group is not currently carrying any capitalised
software development costs in the statement of financial position but is likely to recognise such an asset
under the more prescriptive A-IFRS requirements.
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Note 13. Events subsequent to reporting date (continued)

Employee benefits

Superannuation

surplus

Positive impact to

retained earnings at 1
" July 2004

Initial change involves
recognition of new
asset

Share-based
payments

Overall expense likely
to be reduced :
Equity remuneration .
trust to be consolidated -

The accounting for all employee benefits will remain unchanged except for defined benefit
superannuation arrangements and share based payments. '

In December 2004 the Australian Accounting Standards Board released a revised version of AASB 119
Employee Benefits. The revised standard provides three options to account for actuarial gains and losses
associated with defined benefit superannuation plans. These. options are the ‘immediate recognition’
option in which the surplus as a whole is recognised in the statement of financial position with
movements recognised in the statement of financial performance, the ‘corridor’ option which provides for
only a portion of actuarial gains and losses to be recognised for a period, and the ‘direct to retained
earnings’ option. The IAG Group has not yet selected its accounting policy in response to these changes.

The relevant net position of defined benefit superannuation plans are currently not recognised in the IAG
Group’s results though some information is disclosed in the notes to the annual financial report. The
defined benefit superannuation plans are currently in surplus. It is important to note that the net position
calculated under A-IFRS is different to that calculated in accordance with current accounting standards
because of different measurement requirements with the principal difference being the discount rate
applied. :

Fewer than 10% of employees of the IAG Group part1c1pate in defined benefit superannuation
arrangements.

The only transactions within the IAG Group that qualify as share-based payments are share-based
remuneration payments. The IAG Group provides share-based remuneration through four different plans
each of which have different purposes and different rules. The IAG Group will not retrospectively apply
the A-IFRS expense treatment to. the Performance Share Rights Plan or the Employee Share Plan, as

‘permitted under the transitional prov131ons for first time adoption of A-IFRS, because the last rights

provided under those plans were granted pnor ‘to 7 November 2002. The A-IFRS transition changes will
therefore impact on only the Performance Award nghts Plan ( ‘PAR Plan”), and Non-Executive Director
Share Plan (“NED Plan™). ' '

The IAG Group § current practice is {o” aequlre TAG shares on market and hold them in trust to satisfy a
future obhgatlon for share-based remunerauon The shares are purchased on or near grant date at the

......

which the employees prov1de related services:.

Under A-IFRS the fair value at grant date of 'share-based remuneration is required to be recognised as an
expense over the penod from grant date until: the equity instruriénts vest fully to the employee. The
charge is matched by an increase in an equity reserve. At each reporting date the total accumulated
expense will be adjusted through the statement of financial performance based on the latest estimate of
the number of equity instruments that will vest, considering only employee turnover, and taking into

- account the expired portion of the vesting period.

The vesting conditions for- the two plans ‘are different with only the PAR Plan incorporating a market
based vesting condition. If equity instruments in either of the plans do not vest because the participant
ceases to be employed by the IAG Group thén. the expense charged in relation to that participant will be
reversed. If equity instruments in the PAR Plan do.not vest only because the market condition is not met,
then the expense will not be reversed. .

The A-IFRS requirement to expense the faxr value of the equity instruments graated can be different to
the fair value (on-market purchase price) of acquiring the relevant number of shares to support the
arrangements. For the PAR Plan, the fair value of the rights granted is lower than the market value of the
shares purchased on or near grant date because of the variables and uncertainty that influence whether the
participant will ever receive the share and what the value of the share will be at that time. For the NED
Plan, the on-market share price at grant'date'may be used as a proxy for the fair value of the equity
instrument granted because the shares are provided fully vested on a monthly basis and the participant is
entitled to dividends and other shareholder rights during the vesting period.

The requirement to determine the fair value of the share-based remuneration and recognise this expense
over the period from grant date to vesting date will likely result in a reduction in the overall expense
recognised for the IAG Group in relation to share-based payments.

Under A-IFRS the equity remuneration trust used to manage the share-based arrangements will be
consolidated by the IAG Group. The impact of this will be that the shares purchased by the equity
remuneratioe tmst will likely be treated as negative equity.
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Note 13. Events subsequent to reporting date (contmued)

Property, plant and
equipment

All property classified
as owner occupied and

depreciated over useful
life

Plant and equipment to
continue to be
measured at cost

Under current accounting treatments, all property, regardless of the purpose for which it is used, must be
designated as an investment integral to general insurance activities and so is measured at fair value. This
designation will not continue under A-IFRS and property will be classified according to the purpose for
which it is held. All of the property within the IAG Group will be classified as owner occupied property
under A-IFRS.

The IAG Group has elected to apply the cost approach under which the property will be depreciated over
its useful life and also be subject to impairment testing. The IAG Group has elected to apply the optional
exemption permitted under the transitional provisions for first time adoption of A-IFRS to use the fair
value of the property held as at 30 June 2004 as the deemed cost of that property moving forward.

The IAG Group has elected to apply the cost approach under which plant and equipment will be
depreciated over its useful life and also be subject to impairment testing. The IAG Group has elected to
not apply the optional exemption permitted under the transitional provisions for first time adoption of A-
IFRS to use the fair value of the plant and equipment as at 30 June 2004 as the deemed cost and so will
continue to depreciate the original cost.

Taxation

More deferred tax
assets and liabilities
may be recognised

Income tax will be calculated based on the “balance sheet approach” replacing the “income statement
approach” currently used. The A-IFRS treatment focuses on the closing balances rather than the
movements for the period. This method recognises deferred tax balances when there is a difference
between the carrying value of an asset or lability, and its tax base (being the amount attributed to an asset
or liability for tax purposes) rather than for differences between accounting and taxable profit. Deferred
tax assets under A-IFRS will be recognised based on a ‘probable’ criterion rather than the ‘beyond
reasonable doubt’ criteria, or ‘virtually certain’ criteria for unused tax losses, under Australian GAAP.
This may result in more deferred tax assets and liabilities and, as tax effects follow the underlying
transaction, some tax effects will be recognised in equity.

The net impact (directional or value) at transition and in the future is not capable of being determined
until all other A-IFRS adjustinents are finalised. The IAG Group has recently implemented and tested
new tax software that is IFRS capable.

Consolidation
Consolidated financial
reporting to be
simplified

Other than the equity remuneration trust (refer above) there are no other entities in the IAG Group that
are currently not consolidated that will be consolidated under A-IFRS.

IAG has operations in five countries. Three of the countries, Australia, New Zealand and Ireland, require
or permit transitioning to IFRS equivalent standards from 1 January 2005 for local reporting purposes.
The IAG Group controlled entities operating in those countries will apply the relevant standards in line
with the IAG Group. This will simplify the IAG Group’s consolidated financial reporting. The other two
countries, being China and Thailand, are not currently transitioning to IFRS for local reporting purposes.

First time adoption -
optional exemptions

Upon transition to A-IFRS the general principle is that the financial reports must be prepared as if the
new standards had always been applied. There are however eleven optional exemptions that may be
applied upon first time adoption. The IAG Group may elect to apply some, all or none of the options.
Only eight of the options are relevant to the IAG Group and we list these below together with the
proposed treatment.

Business combinations — The IAG Group has elected to not restate the accounting for business
combinations transacted prior to 1 July 2004, '

Share-based payments - The IAG Group will not retrospectively apply the A-IFRS expense treatment to
share-based payments granted prior to 7 November 2002.

Property, plant and equipment — The IAG Group will use the fair value of the property as at 30 June
2004 as the deemed cost of that property moving forward but will continue with original cost for plant
and equipment.

Foreign currency translatwn reserve — The IAG Group will not reset the foreign currency translation
reserve to zero.

Financial instruments options — There are two options relevant to the A-IFRS conversion of the IAG
Group’s accounting for financial instruments. The IAG Group will use these options in line with the
election to apply the fair value through statement of financial performance option for shareholders’ funds
and the election whether to restate comparatives for the financial instruments standards.

Insurance contracts — The IAG Group’s application of this option for insurance contract disclosures is
dependent in part on whether the IAG Group elects to not restate comparatives for AASB 1023 General
Insurance Contracts, as permitted under the transitional provisions for first time adoption of A-IFRS. '

Employee benefits — The IAG Group has not yet selected its accounting policy in response to the revised
employee benefits standard which provides three options to account for actuarial gains and losses
associated with defined benefit plans.
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" DIRECTORS’ DECLARATION

In the opinion of the Directors of Insurance Australia Group Limited:

(a) the financial statements and notes, set out on pages 4 to 19, are in accordance with the Corporations Act 2001, including:

(i) giving a true and fair view of the financial position of the IAG Group as at 31 December 2004 and of its performance, as
represented by the results of its operations and its cash flows, for the half year ended on that date; and

(ii) complying with Accounting Standard AASB 1029: Interim Financial Reporting and the Corporations Regﬁlations 2001;
and

-(b) there are reasonable grounds to believe that the Company will be able to pay its debts as and when they become due and payable.

Signed at Sydney this 24th day of February 2005 in accbrda’ncg w1th a rqqolutxon of the Directors.

. Director




Independent Auditors % Review Report to the shareholders of Insurance Australia Group Limited
Scope

The financial report and directors’ responsibility

The financial report comprises the statement of financial position, statement of ﬁnancxal performance statement of cash flows,
accompanying notes to the financial statements, and the directors’ declaration for the Insurance Australia Group Limited Consolidated
Entity (“the Consolidated Entity”), for the half year ended 31 December 2004. The Consolidated Entity comprises Insurance Australia
Group Limited (“the Company”) and the entities it controlled during that half year.

The directors of the Company are responsible for the preparation and true and fair presentation of the financial report in accordance with
the Corporations Act 2001. This includes responsibility for the maintenance of adequate accounting records and internal controls that
are designed to prevent and detect fraud and error, and for the accountmg pohcws and accountmg estimates inherent in the financial
report.

Review approach

We conducted an independent review in order for the Company to lodge the financial report with the Australian Securities and
Investments Commission.  Our review was conducted in’ accordance with Australian Auditing Standards applicable to review
engagements. - :

We performed procedures in order to state whether on the basis of the procedures described anything has come to our attention that
would indicate the financial report does not present fairly, in accordance with the Corporations Act 2001, Australian Accounting
Standard AASB 1029 “Interim Financial Reporting” and other mandatory financial reporting requirements in Australia, a view which is
consistent with our understanding of the Consohdated Entlty ] ﬁnancml posmon and of its performance as represented by the results of
its operations and cash flows. . . .. - o pwoed

We formed our statement onithe basis of the review procédures ﬁerfonned, which were limited primarily to:
¢ enquiries of company personnel; and ’ '
e analytical procedures applied to the financial data. - Sl

While we considered the effectiveness of management s mtemal controls over ﬁnanc1a1 reporting when determining the nature and
extent of our procedures, our review was not designed to prov1de assurance on internal controls.

The procedures do not provide all the evidence that would be requ1red in an audlt, thus the level of assurance is less than given in an
audit. We have not performed an audﬁ and, accordmgly, we do not express an audit opinion.

A review cannot guarantee that all material misstatements have been detected.

Independence

In conducting our review, we followed applicable mdependence requlrements of Australian professional ethical pronouncements and the
Corporations Act 2001.

Statement

Based on our review, which is not an audit, we have not become aware of any matter that makes us beheve that the half year financial
report of Insurance Australia Group Limited is not in accordance with:

(a) the Corporations Act 2001, including:

(i) giving a true and fair view of the Consohdated Enuty ] ﬁna.nc1al position as at 31 December 2004 and of its performance
for the half year ended on that date; and :

(ii) complying with Australian Accountmg Standard AASB 1029 “Intenm Fmanclal Reportmg” and the Corporations
Regulations 2001; and : :

(b) other mandatory professional reporting requirements in Australia.
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IAG lifts profit and dividend on back of 388 George Street |
organic growth and buoyant equity markets f:g“:z;’:jwz‘)“ Australia

Insurance Australia Group Limited (IAG) today announced a net profit after tax of
$446 million for the six months ended 31 December 2004 (31 December 2003: $302
million), reflecting a continued strong performance in all business areas, ongoing
synergy benefits and record levels of investment income.

IAG Chief Executive Officer, Mr Michael Hawker said the Group’s momentum across all business
areas, coupled with robust trading conditions, had contributed to its continued solid performance.

“Our underlying business continued to perform strongly with risks in force (or sales) increasing on the
back of high renewal rates and new policies. As a result, revenue increased by:6.8% compared to the
previous corresponding period,” Mr Hawker said.

“At the same time, we continue to be more efficient. CGU and NZI are now fully integrated into the
Group and the synergies promised at the time of the acquisition are flowing through to the bottom
line. This is the first period where we’ve had a full contnbutlon from these synergies without
incurring any integration costs, Wthh added 2. 6% to the 1nsurance margm

“Customer satisfaction and retention in our core business are at all time highs as the measures
we’ve introduced to enhance customer service, improve underwriting disciplines and refine claims
management practices take effect.

“This has enabled us to improve margins across all our businesses, and achieve a Group insurance
margin of 16.7%, up from 11.8% in the previous corresponding period.

“Our result was also boosted by revenue generated from investment income including a
pre-tax return on shareholders’ funds of $287 million. That’s a record return since listing, and a 41%
increase from the $204 million recorded on this portfolio in the previous corresponding period.

“These factors combined to bring our net profit after tax to $446 million, up from $302 million in the
previous corresponding period.” -

Mr Hawker said he was pleased the Group was able to improve margins and grow earnings in an
environment where premium movements were moderate, and premiums decreased in some classes.

“By leveraging our scale and diversifying our general insurance portfolio, we’ve been able to produce
solid returns for shareholders while keeping premiums affordable for customers,” Mr Hawker said.

“NSW CTP prices are now as low as they were 10 years ago, comprehensive motor insurance
premiums are reducing relative to average weekly earnings and we introduced a 10% cut in
commercial public and product liability rates.”
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In light of the Group’s strong performance, the Board has deélafed' an interim dii/idend of 12 cents per
share, fully franked, representing a 50% increase from last year’s interim dividend of 8 cents per share.

Mr Hawker said the Group’s largest business, Australian personal insurance, achieved 5.4% revenue
growth, boosted by integration synergy benefits, favourable claims frequency trends and continued
stability in the CTP portfolio.

“QOur personal lines business has real momentum, with customer retention and satisfaction levels over
90% and risks in force (sales) increasing,” Mr Hawker said.

“The Group’s Australian commercial business also performed strongly, recording 6.1% revenue growth
from the previous corresponding period, while the international business benefited from favourable
underwriting conditions in New Zealand, an appreciation of the New Zealand dollar and the absence of
major catastrophes.”

Other elements of the interim result compared with the previous corresponding period include:

e Revenue increased 6.8% from $2,912 million to $3,109 million;

e Underwriting profit of $255 million compared with $277 million which, despite the apparent decline,
is actually an underlying improvement when the impact of discount rate changes on outstanding
claims is taken into consideration. Discount rate changes reduced the current period’s underwriting
result by $65 million but added $98 million in the previous corresponding period;

¢ Combined operating ratio of 91.8% compared with 90.5%. When taking into consideration the effects
of discount rate changes, the immunised combined ratio improved from 93.8% to 89.7%; and

e Insurance profit increased 51% from $344 million to $518 million.

The Group continues to maintain a very strong financial position with a minimum capital requirement
(MCR) multiple of 1.85 times as at 31 December 2004, above the Group’s current benchmark multiple of
1.55 times. The Group’s very strong ‘AA’ insurer financial strength ratings for all of its key wholly-
owned operating insurance entities remains unchanged, currently the highest of any Australian-based
financial institution. '

Mr Hawker said he expected the Group’s solid performance to continue in the second half, barring any
further major losses beyond the allowances in the Group’s budgets.

“The momentum in the business, and robust economic conditions, are expected to continue during the
remainder of the financial year. As a result, the Group expects to deliver an insurance margin of at least
15%, and revenue growth of 5-7%, for the full year.

“For the longer term, our guidance for an insurance margin of 9-12% remains unchanged, reflecting our
belief that an insurance company’s performance nieeds to be viewed over the long term, given the
influence of cyclical factors, such as underwriting conditions, weather patterns and investment returns.

“Our strategy to build a foothold in Asia remains unchanged. However, in keeping with our preference
for active capital management, if available investment opportunities do not meet our criteria, we may
return surplus capital to shareholders.

“Looking ahead, our aim remains to deliver a normalised return on equity at a minimum of 1.5 times our
weighted average cost of capital, without increasing the Group’s risk profile,” Mr Hawker said.

- ends -
Media Relations Investor Relations
Name Carolyn McCann Name Anne O’Driscoll
Telephone 02 9292 9557 Telephone 02 9292 3169
Mobile 0411014 126 Mobile 0411012 675
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INSURANCE AUSTRALIA GROUP LIMITED
ABN 60 090 739 923
Directory

Stock Exchange Listings

Australian Stock Exchange Limited

ASX code for ordinary shares: IAG

ASX codes for reset preference shares: IAGPA (Listed June 2002) and IAGPB (Listed June 2003)
ASX code for Reset Exchangeable Securities: IANG (Llsted January 2005) ‘

Investor Information/A dmlmstrat:on
Computershare Investor Services Pty Limited
452 Johnston Street, Abbotsford VIC 3067
Or by mail to

GPO Box 4709

Melbourne VIC 3001

Telephone: 1300 360 688

Email: iag@computershare.com. au
Facsimile: = (03) 94732470 -
Website: www lag com. ay -

Investor Relations L - ol
Email: investor. relatlons@tag com.au . o« i

Ms Arine O'Driscoll o e
Group Company Secretary & Head of Investor Relations *
Telephone: (02) 9292 3169

- Facsimile: - (02) 9292 3109 So sl vneas oo g
Email: .- .- anne. odrrscoll@rag com.aus

Registered ¢ Ofi‘ce e
Insurance Australia Group Limited
Level 26, 388 George Street
SYDNEY NSW 2000

Telephone: (02) 92929222 ~ - - SRR TR

Key dates for shareholders - -ﬁrépoeeld‘ -

Interim dividend — ordinary shares. - o S
- Ex-dividend date R R 10 March 2005

- Record date . 16-March 2005

.- Payment date ‘ o .18 April 2005
Half-yearly reset preference shares leldends due .. 15June 2005
Announcement of annual results to 30 June 2005 .- o - 19 August 2005
Final dividend - ordinary shares

- Ex-dividend date -~ 8September 2005
-Record date T 14 September 2005
- Payment date " 17 October 2005
Annual General Meeting .. . . . ¢ .. - 9November 2005
Half-yearly reset preference shares leldends due_. . N 15 December 2005

Announcement of half year results - 31 December 2005 23 February 2006
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Introduction

»  The Group net profit after tax for the half-year ended 31 December 2004 of $446m
represents a 47.7% increase on the prior comparative period and 45.8% on 2H04
(excluding the post-tax profit on the sale of ClearView of $57m). The continued strong
performance was driven by:

Benefits realised from the CGU/NZI acquisition following the completion of the

. integration programme in 2H04. . The quantum of recurring synergies delivered

reached the target of $160m pa (pre-tax) in 1HO5;

All segments of the Group’s business contributed to the increase in insurance
margin to 16.7% in 1HO5, compared to 11.8% in 1H04 and 15.2% in 2H04; and

Returns on shareholders’ funds rose significantly to $287m (pre-tax) on the back
of the continued increase in equity market indices during the second half of
calendar 2004, an increase of 40.7% on the prior comparative period and 24.8%
on 2H04.

> Following the strong result, the Group has increased its interim dividend from the prior
comparative period by 50. 0% to 12.0 cents.

> The outlook for the Groups organic business will be influenced by the following
factors:

Continuing growth in business volumes, assisted by robust economic conditions
in Australia and New Zealand and the Group’s continued momentum in improving
customer satisfaction;

An increasing focus on segmentation in marketing and product design;
Further cost initiatives to streamline processes across the business to ensure the

operating costs reflect the advantages available from the Groups scale in
-Australia and New Zealand. :

Moderate increases or decreases in premium rates based on trends in claims

frequency and costs. The experience varies by line of business and, in some
instances, regions;

An ability to maintain positive momentum in annual normalised earnings and
dividends per share. The Group’s ability to do this was recently enhanced by the
issue of contingent capital and retaining the Group’s catastrophe deductible at
$100m even though the business has grown.

| Maintaining a conservative risk appetite within ongoing capital management and
- the Group’s comprehensive reinsurance programme; and

Continuing to pursue opportunities for offshore investment in general insfurance to
supplement the growth and eamings profile of the business in the medium term.

» : Taking into account the external market factors and internal momentum, tﬁe Group
now expects the FY05 insurance margin to be at least 15.0%, subject to no further
major losses. The outlook for FY05 NEP of 5 — 7% growth is unchanged.
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Half Year Results

Insurance Australia Group Half-year Half-year
Financial Performance . ended ended

Dec-03

Gross written premium
Gross earned premium
Reinsurance expense
Net premium revenue
Net claims expense
Commission expense
Underwriting expense
Underwriting profit
Investment income on technical reserves
Insurance profit

Financial services

Net corporate expenses

Amortisation

Interest

Profit from fee based businesses
Investment income on shareholders' funds
Investment income on external funds
NSW Insurance Protection tax o
Non-recurring items (sale of ClearView) =~~~
Profit before income tax o
Income tax expense

Profit after income tax

Qutside equity interests .
Profit attributable to shareholders
Dividends paid to reset preference shares :

Profit attributable to ordinary shareholders

Financia! Results/Ratios i H

GWP (A$m)
Profit attributable to ordinary shareholders (A$m)
Reported ROE % (Average Equity) to ordinary '
shareholders pa
Normalised ROE % (Average Equnty) to ordmary
shareholders pa
Net cash flow from operations (A$m)
Basic EPS (cents)
Diluted EPS (cents)
DPS
Group insurance ratios
Loss ratio
Expense ratio
Administration expense
Commission ratio
Combined ratio
Insurance margin (before tax)
Minimum probability of sufficiency of
general insurance claims reserves
MCR multiple - Australian licensed entities
MCR multiple - Group
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A. Key Elements of Results

>

The Group delivered a net profit after tax attributable to ordinary shareholders of
$431m, representing an increase of 49.7% on the prior comparative period (1H04) and
23.5% on 2HO04, or 47.6% excluding the post-tax profit from sale of ClearView
business of $57m in 2H04.

The Group achieved organic growth in gross written premium (GWP) in 1HO5 of 5.9%
to $3,328m relative to 1HO4, and 1.3% compared to 2HO04. The lower growth
compared to 2HO04 includes the effect of the seasonality within the Commercial
business (representing around 25% of the Group’s GWP) where renewals are skewed
to the second half of the financial year.

Net eamned premium (NEP) grew by 6.8% on 1H04 and 5.4% on 2HO4. This level of
growth is consistent with the Group’s guidance of 5 — 7% for FY05. Growth in NEP
was exhibited in all business units within the Group:

+ Australian personal lines business grew by 5.4% on 1H04 and 3.4% on 2HO04;

e Australian commercial business grew by 9.8% on 2H04 and 6.1% compared to
1HO4; and

e The reported growth of° the international business includes benefits from
exchange rate movements in the New Zealand -business.: NEP in the New
Zealand business grew by 10.5% (4.7% in NZD) on 1HO4 and 6.9% (1.3% in
NZD) on 2H04 .

Whilst the decrease in bond ylelds during 1HO5 had a posmve lmpact on investment
income on technical reserves returns, this effect was immunised by the negative
impact on claims reserves of $65m or 2.1% on the combined ratio. Excluding the
impact of these interest rate adjustments, which in 2H04 had a positive impact of
$25m (or 0.8%) and in 1H04 of $98m (or 3.3%), the combined ratio for 1HO5 of 89.7%
reflects an underlying improvement in.the Group’s underwriting business over the past
two half-year periods.

The improvement in the combined ratlo was Iargely driven by the loss ratio, which
benefited from:

o Synergies derived from the |ntegrat|on of CGU/NZI m claims management and
processes; and : :

» Reserve releases from key long-tail portfohos asa result of contlnued stabuhty in
the NSW CTP scheme and to reflect better than anticipated.loss experience in the
current liability business. These beneficial adjustments were partly ‘offset by
reserve increases for workers’ compensation and product habmty claims, largely
in respect of prior periods. _

In assessing the trends in the admmlstratlon ratlo between the haIf-year perlods it
should be noted that:

. The admlmstratlon ratlo ‘of 18.5% in 2HO04 mcluded a number of one-off

investments in the Group’s technology transformation *programme ‘aimed at
improving data and systems in the LndenNntlng business, which “added
approximately 1% to the administration ratio. Excludsng this, the underlylng
administration ratio was 17.5%.

¢ The administration ratio of 17.1% in 1H04, included a one-off benefit from release
of fire service levy provisions equivalent to 0.4% on the administration ratio.
Excluding this the underlying administration ratio was 17.5%.
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Considering the above, the administration ratio of 17.2% for 1HO5 is largely in-line with
prior periods. Excluding the fire service levy component of the administration ratio, the
underlymg expense ratio for the period was 14.8% compared with 15. 5% in 1HO4 and
'15.7% in 2HO04.

The strong momentum of the business following the integration of CGU/NZI business
continues to produce improvements in the insurance margin. The 1HO5 margin of
16.7% includes a full six months of the $160m annual recurring synergy benefits,
compared to $8m and $10m of net benefits in 1H04 and 2H04, respectively.

The Australian personal lines business continues to be the largest contributor to the
Group’s insurance result with an insurance margin of 18.1% in 1H05. The sustained
improvement in the personal lines business continues to be supported by the Group’s
focus on customer service to support ongoing high retention rates and continuous
improvement in, and utilisation of, its claim management models to drive competitive
supply chain costs. :

The Australian commercial lines margin was 11.4% compared to 9.6% in both 1H04
and 2H04. This reflected good operating -conditions and limited impact to date of
market rate reductions on earned .income. The improvement in margins for this
business was achieved even after absorbmg a net reserve increase of $37m.

The. international business produced, a sugmf icant improvement in margins, with no
major losses in 1HO5. ' The msurance margln in 1HO5 of 19.0% was a substantial
improvement on 3.0% in 1H04 and 11 8% |n 2H04. ’ ‘

The equity market performance in 1H05 underpmned the investment returns on
- shareholders’. funds of $287m, representm_g a.23.4% annuahsed return and the highest
returns achieved by the Group smoe I|st|ng :

The fee-based businéss: result of $10m"is ot comparable ona half-year basis due to
the timing of some payments withinthis!business. The major component of fee-based
business is the management of 'thé’ hon-risk -workers’ compensation schemes
(underwritten by various State governments) where the timing of the assessment and
notification of performance fees drives volatility in the results between the halves.
Performance fees.received during. 1HOS were less than the prior year.

Prior to 1HOS5, the results from the China Automobile Association (CAA) business were
negligible and were recognised within investment returns. Given the Group’s intention
to expand this business, the Group will now include the results from its CAA business
on the Group's profit and loss. The 1HO5 loss of $2m reflects the Group’s investment
in expanding thls busuness and was in accordance with expectatlons

The effective tax rate for 1H05 of 30 3% compares with 28:1% in 1H04 and 31.4% in
2H04. The varylng tax ratés between. the half-years resulted from a number of one-off
impacts in the prior two halves including: :

o Favourable adjustment of $22m arising from adoption of tax consolidation in
1H04, of which $9m was reversed in 2H04 following further review;

» Unfavourable prior year adjustments in 2H04 of $17m to tax provisions and
deferred tax assets relating to legacy issues in CGU; and

On a cash basis; i.e. excluding. amortisation and one-off impacts, the tax rate is
28.3%’in 1HO5, and compares with 25.2% in 2H04 and 28.4% in 1H04.
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B. Group Insurance Ratios

Expense ratio Loss ratio

28.0% 1
26.0% A
24.0% A
22.0%
20.0%
18.0% A
16.0%
14.0% A
. 12.0% A
10.0% +

_ FYO1 FY02 FY03
w Administration ratio =FSL impact

Combined ratio Insurance margin {before tax)
18.0% 1

105.0% - '16.0% 1

14.0% A
12.0% A

100.0% A

Long4erm expectation 3-12%

85.0% 4 10.0%
8.0% 4
6.0% 4

A o | B

85.0% 4.0%

2.0% A

80.0% J 0.0% -

FY01 FY02 FY03 FYo4 1HOS

*Notes:
Commission ratio negligible in prior periods o
Commission ratio includes commissions paid to RACV, previously treated as a direct underwriting expense.

»  While part of the positive momentum in the insurance margin can be attributed to
favourable industry conditions, the Group is confident that the sustained improvement
is in large part evidence of the Group’s ability to execute its initiatives and make
structural changes to its business to deliver sustainable results period on period.

»  To compare the underlying performance of the underwriting business, it is necessary
to immunise the combined ratio (COR) for the discount adjustments in the loss ratio.
In 1HO5 the underwriting profit was reduced by $65m in adverse discount rate
adjustments, equating to a 2.1% increase in the combined ratio. This compares to a
benefit of $98m in 1H04 and $25m in 2H04. Excluding the discount rate adjustments,
the combined ratio has improved over both prior periods to 89.7%.

»  The table below shows discount rate adjustments over the past three years and the
immunised combined ratio is more comparable.

Reported Discount rate effect Immunised
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The underlying loss ratio (ie, excluding discount rate adjustments) of 64.4% is an
improvement on the equivalent ratio in 1H04 of 68.9% and 2H(04 of 65.4%. Given the
claims experience has been relatively consistent between 1H05 and 1HO04, the
improvement can be attributed to the Group’s core capability in managing its claims
costs through its supply chain models and the benefits from the integration of
CGU/NZL.

The commission ratio has increased during the period to 8.1% from 7.7%, mainly due
to a combination of:

¢ Higher profit commissions and some higher commission business in New
Zealand;

¢ Lower commissions receivable for business ceded; and
¢ Alarger proportion of commercial business with higher commissions.

Excluding the fire services levy expense from both premium and expenses would
reduce the administration ratio by 2.4% from 17.2% to 14.8% for 1H05. On the same
basis, the underlying ratios were 15.5% in 1H04 and 15.7% in 2H04. The Group
intends to continue its focus on keeping this ratio at industry leading levels for its mix
of business.

The 1HOS insurance result includes a full six- months of recurring synergy benefits. At
$160m pa, this equates to 2.6% on the insurance margin.: This compares with a net
- benefit of $8m (0.3% on COR) in 1H04 ($33m benef t offset by integration expenses of
$25m) and $10m (0.3% on COR) in 2HO4 ($37m benefit offset by integration expenses
of $27m).

The insurance margin of 16.7% marks the second consecutive period in which the
Group has meaningfully exceeded its long-term insurance margin expectation of 9-
12% over a full cycle. The average.of the half-yearly margins since listing is 11.4%.
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C. Resuilts by Business Area

lnsurance
Australia Group

General Insurance Corporate & Investments

' -

T AL IR ' Corp’ Half-year Half-yea
PteLr.sopaI Conercual International & . ended
_ P WES, o NSt e e vt - Dec 04
‘ e e - SO A S ASm o Asin .
Gross written premium

Insurance Australia Group Limited

Gross earmned premium ‘ 1,986 831 . 494
Reinsurance (106) ~(100) 4
Net premium revenue 1,880 731 498
Net claims expense (1.262) (518) (287)
Commission expense (114) (80) (49)
Underwriting expense (322) (132) (80)
Underwriting profit 182 (9) 82
Investment income on technical reserves 158 93 12
Insurance profit 340 84 94

Financial services

Net corporate expenses

Amortisation

interest .

Profit from fee based businesses 1" 2
Investment income on intemal funds ~ '

Investment income on external funds

NSW Insurance Protection Tax

Profit before income tax 340 95 92
Income tax expense : '
Profit after income tax L 340 95 ‘ 92

OE!: External funds

OE!: IMA & MCGI

Profit attributable to shareholders
Dividends on reset preference shares

Profit attributable to ordinary shareholders

Basic earnings per share (cents)
Diluted earnings per share (cents)
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Australian Personal Lines

Half-year Half-year Half-yea
Australian Personal Lines ended ended ended

Dec-03

A g T e e e e et

Gross written premium
Gross earned premium
Reinsurance expense
Net premium revenue
Net claims expense
Commission 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)

(1,152)
(108
(339

> The Group's Australian Personal Lines: busmess underwrites retail insurance for
individuals. These products are sold directly to customers through branches, the
internet and call centres, as well as through intermediary partners (insurance brokers
and agents) and busmess partners (ﬂnanCIal institutions).

> The Australlan personal Ilnes busi e .4cont|nues to represent the largest component
of the Group’s business, comprising of 60% of Group GWP. [t generated 65.6% of the
Group's pre-tax insurance profit.in 1HOS.

»  With growth in premlum rates moderating as savings in c!alms are passed to
consumers, the strong margins delivered in this period reflect ongoing positive
momentum in the business, including benefits from the integration of the CGU
personal lines business, favourable frequency trends and continued stability in the
Compulsory Third Party (CTP) motor liability portfolio.

A. Operational Results

» This segment continues to produce strong margins despite some premium rate
decreases. This reflects the disciplined approach to management of costs and the
ability to leverage scale to generate efficiencies.

»  GWP growth during the last 12 months was 4.3%.

> In volume terms, risks in-force growth for the personal lines busnness in 1HO05 was
2.6% compared to' 1H04.

»  The core capability in managing personal lines risk from the risk-selection to claims
management has been the key driver in delivering ongoing strong margins in this
business.
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B.

The loss ratio of 1HO5 of 67.1% includes a negative discount rate adjustment of 1.5%,
whilst the two previous periods had benefits from discount rate movements, including
2.9% in 1HO4. Excluding this, the loss ratio in 1HO5 shows improvement from the
same period last year reflecting lower claims frequency and the effect of key claims

initiatives that have been implemented throughout this period.

From a claims management perspectrve the concept of partnenng with key suppliers
to deliver quality service to policyholders through efficient and cost-effective claims
management began in November 2001 with the Preferred Smash Repair model
(PSR). The success of this initiative has evolved and been further enhanced through
the ‘introduction of web-based capability to virtually manage claims processes
nationally and across the key short-tail personal lines products.

The success of the supply chain model within the motor class has more recently been
applied to home insurance. This was implemented in 2003 and following integration
has been operational in the CGU business for almost a year. This has delivered
substantial savings in the average cost per claim for similar damage.

The weather during 1HO5 indicated a return to more normal weather patterns. For
example, 66 rain days were recorded in Sydney, compared with 58 days in 1H04
(historical average 136 days per calendar year). There were also a number of major
storms in 1HO5 with an aggregate cost of approximately $90m; mainly affecting the
home portfolio. Thls is similar to the experience in 1H04, but considerably more than
2H04, S

The administration ratio‘for 1H05 ,was 17.‘,1%. 1H05 and ,1H04vboth benefited from a
fire service levy adjustment of 0.3% and 0.7% respectively. After taking this into
account the 1H05 administration ratio is in line with 1HQ04. ‘

* With the national personal lines business is ‘operating as one, including the CGU

portfolios, the business has begun a review. to ensure that the operations are
optimised and to further improve customer service. Utilising the skills and experience
of the people in-the business, process. improvements are: ‘being identified. These
range from choosing 'best of breed' where disparate processes operate for similar
activities arcund the business and designing improved processes where inefficiencies
are identified. Implementation of these changes W|II assist in’ sustaining strong

" margins in this business."

Short-tail Personal Lines B

B.1 Premiums and Market Share

>

GWP growth in the. short-tall personal lines business durlng the Iast 12 months has

. been achieved ina market which is very competltlve Insurers are targetlng segments

perceived as attractlve and pricing keenly in these.

This business continues to sustain excellent retentlon wuth renewal rates of over 90%
in the key direct portfolios.

The national market share for the short- tarl personal lines portfolios is broadly in line
with previous periods, Seuree: Rey Mergan .

New business volumes have been steady during the penod The growth in the home
portfolio has been well in excess of system growth (as measured by CPl and AWE
growth). Average premiums for home insurance rose, in single digits, due to the
increased frequency and severity of claims, moderated by sharing of the savings
achieved in claims costs.
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Note: On average, 61% of the average weekly eam/ngsvoo
was 58%.

B 2 Customer focus

»

Premium/AWE

Mhnaaﬂtoni\zvtmem cross mvbemleuxmd
overtime. Only full-time adult emptoyee jobs.

To accelerate new business growth, a number of new initiatives have been developed
to leverage -market share and the extensive customer database to target specific

"~ market and customer segments. In particular Home@50 was taunched in 2H04 and

performed well in 1HOS.

Average premiums in motor continue to rise at less than inflation as savings achieved
are shared with customers. The graph below tracks affordability of motor premiums
compared to average weekly earnings since December 1998.

" Affordability of NRMA Car Insurance (NSW)

{Annual Average Premium / Average Weekly Eamings)

80% 1
75%

70%

65%
- Average 61%

60% 1

55% 1

50% : - pir .
;p mmpwmwdb'brbfbsa
v&vﬁ 9 Qé (?\9 ép 09@95*’9&’0&90&’%& vgps ‘99 égé'p @:é 509\9, &

{

the average 12-month .insurance policy. At October 2004 it

‘The two fundamentals that need to be addressed to ach!eve growth in the personal

lines market are product and customer service dlfferentlatlon initiatives implemented
during 1HOS5 include:

e Rolling out of several enhancements to operating models. in the telephone
business networks and branches to simplify processes for customers.

e New motor policy booklets launched in September 2004 delivered nationally -
consistent (previously there were some state differences) policy terms and
conditions that are at least equal to, or (in most cases) exceed, the cover
provided by competitors. This follows the launch of the new home policy booklet

~ in 2HO4. o :

e As part of differentiating its products, Australian Personal Lines focuses on
providing more flexibility in policy options to recognise the varying needs of its
customers. Examples of this include the introduction of two new policy options:

~  Windscreen Cover (customers can elect to pay an additional premium
which allows them to clalm for replacement windscreens without paying
an excess)
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—~ Choice of Repairer Motor Policy - The introduction of this option was
partially influenced by the 2003 issues paper on the relationship between
insurers and smash repairers reported by the Australian Competition and
Consumer Commission where “repairer groups have called for
consideration of a two tier pricing system. This price system will offer
consumers the choice of paying two separate prices for motor vehicle
insurance”. The Group believes its motor insurance policy is now the
most transparent in the market place with respect to the treatment of
motor claims.

Higher customer satisfaction has been achieved in claims than previously reported, as
shown below. Further customer research is being conducted in relation to retention of
customers who have made a claim to further improve the customer claims experience.

Overall Claims Satisfaction
Motor Home

~ Nov-04 chang Jun-04  Nov-04
NSW
viC
QLD
.SA
WA

National

Source: Woolcort Survey November 2004

Other measures that validate the hlgh Ievel of claims customer service being delivered
include:

e Short tail personal lines customer disputes / number of claims. lodged — This
measure has improved to 0.30% in 1HO5 down from 0.32% in 2H04.

e The ratio of complaint levels/direct policies in-force in the major portfolios of motor
and home sold under IAG brands has |mproved slightly from 0.016% in 2H04 to
0.015% in 1H05.

_The ability to achieve consistent financial lmprovements within the operatlons without

compromlsmg ‘on customer retention’ and claims ‘satisfaction reflects the sustainable
nature of the strong result.

B.3 Operating improvements including claims

Integration - CGU

>

>

Throughout 2004, use of the IAG produrement model for supply chain management for
the CGU business has. increased and is now delivering substantial savings. The
‘savings being realised were part of the integration saving targets. '

Motor claims

The preferred supplier initiative was extended in 1HOS5 to 