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General Manager’s Report

During the post twelve months we have continued with our strategy of diversification. The
launch of new initiatives, coupled with steady and sustainable growth in most of our existing
porifolios, will provide us with a strong base on which to build the Company's business into
the next millennium.

Since the yearend we have strengthened our Credit and Bond reinsurance capability and
have established a new facility providing specidiist insurance products for the Leisure, Sports
and Enterfainment industries.

We are redlising increased opportunities in Extended Warranty following contraction in that
market and, most recently, we have also launched a new privafe medical insurance
product, aimed ot medium sized companies in the UK.

’

Our Paris branch continues to develop in line with expectations. In ifs first year of operation
it has established itseif in three distinct facultative markets; property, energy and more
recently satellites.

These positive developments, in addition to the expansion of a number of our existing lines
of business, contributed to growth in our premiums which fotalled £143.1m. Many of the
new initiatives cre still in their infancy but nonetheless the increased diversity helped cushion
us against the high frequency of natural catastrophes which impacted on seme of our
property portfolios during 1998. increased loss activity also adversely affected our marine
excess of loss portfolios, and a new ruling by the House of Lords necessitated an upgrade to
our reserves on our motor excess of loss portfolio. These negative items contributed o a
disappointing undenwriting loss of £16.8m before tax.

| am pleased to report that despite this difficult frading period, our shareholders” funds now
stand in excess of £120m (US5200m) after establishing equalisation provisicns of 84.6m net of
tax. Qur solvency remains very strong at 113% and we continue to enjoy a Standard & Poor’s
A+ claims paying ability rating.

Throughout 1998 we continued to prepare ourselves for the challenges created by the Year
2000 date recognition problem, focusing on fwe main gims: assessing the pofential for
increased loss qctivity arising from Year 2000 reiated events, and ensuring that we can
confinue fo service our clients and manage our business over the period in guestion,

During the year we carried out a thorough review of cur portfolios and assessed our possible
exposure to losses arising from electronic data recognition (EDR) and related risks, A risk
quantification methodology was created for each of our portfolios. This was used o
develop dn underwrifing philosophy and strategy for each iine of business and is now being
implemented.
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General Manager’s Report

Additionally, | am pleased to confirm that following extensive testing, the Company’s
principal data programmes and systems are Year 2000 compliant. Vigilance in this area
continues through an on-going prograrnme to monitor the Year 2000 readiness of our
suppliers and the development of a detailed contingency plan.

Recognising the increased importance of the effective use of technology and systems in o
changing market place, we are progressing with an organisational evaluafion and
regeneration programme. The aim of this project is o completely review our procedures to
improve company-wide processes and service standards. This is to ensure that they can
support our businesses well into the next Millennium and improve our services still further to
achieve increased efficiencies for the benefit of our clients,
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I would like to thank our clients, reinsurers and brokers for the fremendous support they have
shown to @BE during 1998. | would also like 1o express my thanks 1o everybody at QBE for
their dedication and commitment during a challenging year.

R.M. Grant
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Directors’ Report

The directors present their annual report and the audited financial statfements for the year ended
31st December 1998,

Principal activity and future prospects
The principal aclivity of the Company is the fransaction of insuraonce and relnsurance business. The
Company will continue this activity through the development of ifs existing lines of business, while

actively seeking new opporiunities for expansion and growth, to the benefit of its shareholders and

policyholders.

Overseas branches
The Company has an overseas branch in France and representative offices in Germany and Poland.

Significant events
,On 8th June 1998 the authorised A’ share capital of the Company was increased by £99,992,900. On
16th June 1998 8,000,000 ordinary "A" shares of £1 each were issued ta QBE Infernational Holdings (UK)
Limited. Part of the proceeds were used to acquire a 100% interest in Atlasz Biztosito RT, an insurance
company registered in Hungary. This acquisition was completed on 7th Cctober 1998.

Since the year end, the Company acquired a 49% direct interest in QBE-UGBP Insurance, a jeint venture
insurance unhderwtiting operation incorporafed in the Ukraine fogether with 100% of the shares in
Strakh-Consult, o company registered in the Ukraine which holds a further 1% of the issued share capital
of QBE-UGBP Insurance.

Resulis

The results of the Company for the year are set out in the profit and loss account on pages 6 and 7. The
profit for the year was £10,279,000 (1997: £5.782,000). A dividend of £5,600,000 (1997: £4,700,000) was
declared and paid on 2¢th December 1998.

Directors
The directors of the Company duwing the year were as follows:

G.L. Brown (Chairman)

M.A, Bower

B.R. Cotteril! Appointed 10th March 1998
E.J. Cloney Resigned 13th May 1998
R.M. Grant

FM. O Halloran
Al no time during the year did any director have a beneficial inferest in the shares of the Company.

The directors are not required to disclose any infterests they may have in the shares of the ultimate
controlling entity, QBE Insurance Group Limited, which is incorporated in Austratia.
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Directors’ Report

Secretary
Mr R.J. MacGreger resigned as Company Secretary on 24th July 1998 and Mr H.G. Pallot was appointed
in his stead.

Creditor payment policy
The Company’s policy on the payment of creditars is fo abide by London insurance market practices,
including those of Loyd's, LIRMA and the ILU and setilement terms agreed with other suppliers.

Directors’ Report

Year 2000

A senior managemeant commitiee was established in tate 1997 to co-ordinate the Cormpany’s Yeor 2000
programme. This programme operates within the framework of the Group's world-wide Year 2000 Project,
which dlse began in 1997, under the direcfion of the ultimate parent company QBE Insurance Group
Limited.

As mart of this programme the Cormpany’s critical business systems have been evalugated fo ascertain
their readiness for the Millennium date change and updated where necessary fo comply with the British
Standard Institute definition of Year 2000 conformity. These systems are now fully tested and in operationa!
use.

The directors believe that the Company is taking all action necessary to ensure business continuity into
the new Milennium, Whilst there can be no guarantee that the Company will experience no adverse
effects from the Milennium date change, particularly in relation to its dedlings with third parties, the
Company is addressing the key risk areas through a series of Year 2000 related initiatives. These include
the development of a detailed contingency plan and a programme to monitor the readiness of the
Company’s key suppliers.

In addition to the potential risks to business continuity, the Company (in common with other companies
in the Insurance sector) faces a risk of increased claims notifications resulting from the impact of Year
2000 related events,

In order to assess the effect of Year 2000 and other Ejectronic Data Recognition ("EDR™) issues on
insurance policies underwritten by the Company, a Year 2000 Coverage Project commenced in eqrly
1998. The project team devised a risk quantification methodology which allows underwriters to assess the
effect of Year 2000/EDR-related exposures on any one risk or class, and o use a variety of loss mitigation
techniques. The strategy derived from the project now forms an integral part of the Company’s general
underwrifing procedures, and a gprogramme has been put in place for Year 2000/EDR-related
underwrifing issues to be monitored and reviewed on an ongoing basis.

The total cost of carrying out the Company’s Year 2000 programme has not been identified separately.
The directors believe, however, that the Company's existing budgeted rescurces are adequate to ensure
timely completion of the remainder of the programme.

Euro

During the year the Company tock steps to prepare for fhe introduction of the Euro on st January 1999,
As aresult, the Company is in a position fo accept businass in Euros for policies incepting from 1st January
1999 and fo conduct renewals in the currency of the client’s choice.

The Company’s results will continue to be reported in Sterling.
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Directors’ Report

Staternent of directors’ responsibilities

Company legislation in the United Kingdom requires that the directors prepare accounts for each
financial year which give a frue and fair view of the state of affairs of the Company as at the end of the
financial year and of the profit or loss of the Company for that period.

S In complying with these requiremenits, the directors acknowledge their respensibilities for keeping proper
accounting records which disclose with reasonable accuracy at any time the financial position of the
Company and enable them fo ensure that the financial statements comply with the Companies Act
1985 and for safeguarding the assets of the Company; including the provision of a system of controls such
as would be reasonably expected to prevent and detect fraud and other iregularities.

In the opinion of the directors, these financial statements have been prepared using suitable accounting
policies which have been consistently applied and supported by reasonable and prudent judgenents.
The Company’s directors confirm that the accounts have been prepared in accordance with all
applicable accounting standards and that it is appropriate to use a going concern basis in their
.preparation, Ce
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Auditors
The auditors, formerly Coopers & Lybrand, merged with Price Waterhouse on 1st July 1998 following which
Coopers & Lybrand resigned and the Coempany appcinted the new firm, PricewaterhouseCoopers, as
auditors.

A resolution fo regppoint the cuditors, PricewaterhouseCoopers. will be proposed ot the annugl general
mesting.

By order of the Board:

H.G. Pallot
Secretary
London

22nd March 1969
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Profit and Loss Account - Technical Account - Generai Business

for e v enaea 318t Decomiaer 1998

n Yaar ended 18 months ended
3 315t Decembar 315t December
Py 1998 1997
g Notes €000 £'000 £000 £'000
' &
=
g g Earned premiums, net of reinsurance
85 Gross premiums writfen 2(a) 143,144 160,835
; (',D Quiward reinsurance premiums (41.344) (33.869)
o -—
= £ 101,800 126,966
T o - -
g 8 Change in the gross provision
% < for unearmed premiums (1.873) (11,125
a _S Change in the provision for
% unearned premiums, reinsurers’ share 6.811 1,853
O
- 4,938 (9.272)
Earned premiums, net of reinsurance 106,738 117,694
Claims incurred, net of reinsurance
Claims paid
Gross amount (65,913) (54,605)
) Reinsurers’ share 13,170 12,201
. (52,743) (41.704)
Change in the provision for claims
Gross amount (61,2493 (53,771)
Reinsurers’ share 30,677 15,697
{30,572) (38.074)
L
Claims incurred, net of reinsurance (83,315) (79,778)
Net operating expenses 4 (38,224) (36,144}
Change in equalisation provision 15 (1,977) (4,816}
Balance on technical account - general business {16,778) (3,044)

The results above are all derived from continuing operations.

The notes set out on pages 10 to 25 form part of these accounts.
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Profit and Loss Account - Non-Technical Account

for e yoar e dla ool 1998

Year 18 months

ended ended

318t Decembes 314t Decomber

1998 1997

Notas €000 £'000

Balance on general business technical account (16.778) (3.044)
Investrent income () 24,561 2,139
Unredlised gains on investments () 1,790

Investment expenses and charges Fi(s)] (441} (120

Other charges {101 (57>
Profit on ordinary activities betore faxation 8 7,151 7,608
Tax on profif on ordinary activities Q@ 3.128 (1.819)
Profit on ordinary activities after taxation 10,279 5,789
Dividends paid - ‘A’ shares (5.600) {4, 709)
Retained profit for the year - 14 4,679 1,089

The resulfs above are all derived from continuing operations.

There are no recognised gains or losses for the current financial year or preceding financial period other

than those included in the profit and loss account above and therefore no staterment of total recognised
gains and losses has been presented.

The notes set out on pages 10 to 25 form part of these accounts.
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Balance Sheef
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Balance Sheet

gl

315t December

31st December

1998 1997
Notas £'000 £'000
Assets
Investments
Shares in group undertakings 10 85,745 83,516
Other financial invesiments 10 117,107 90,797
Depaosits with ceding undertakings 1.873 @54
204,725 175,267
Reinsurers’ share of technical provisions
Provision for unecarned premiums 17.588 10,777
Claims outstanding 62,372 32,002
. 79,960 42,779
Debftors
Debtors arising out of direct insurance
operaticns - intermediaries 32,707 23,504
Debtors arising out of reinsurance operations 42,607 45,473
Other debitors 11 28,576 20,857
103,890 89,834
Other assets
Tangitle assetfs 12 337 255
Cash at bank and in hand 5110 2,059
5,447 2,314
Prepayments and accrued income
Accrued interest and rent 1,263 344
Deferred acquisition costs 13,287 12,690
Other prepayments and accrued income 106 3
14,656 13,037
Total assets 408,678 323,231

The notes set out on pages 10 1o 25 form part of these accounts.
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Balance Sheet

O R A T A e

318§ December 31sf December

1998 1997
Notes £'000 £'000
Liabilities
Capital and reserves
Cdlled up share capital 13.14 100,807 92,507
Profit and loss account 14 20,334 15,655
Equity shareholders’ funds i4 120,841 108,162
Technical provisions
Provision for unearnad premiums 56,739 54,866
Claims outstanding 193,217 130,690
Equalisation provision 15 6,793 4,816
. 256,749 190,372
Provisions for other risks and charges T8 1.031 758
Deposits received from reinsurers 1,188 390
Creditors
Creditors qrising out of direct insurance
operations - intermediaries 10,71¢ 8.17C
Creditors arising out of reinsurance cperations 16,624 13,299
Cther creditors including faxation
and social security 17 1,230 1,920
28,573 23,389
Accruals 296 160
Total liabilities 408,678 323,20

Approved by the Board on 22nd March 1999 and signed on its behalf:

W wdt NN

R.M. Grant M. A, Bower
Director Director

The notes set out on pages 10 to 25 form part of these accounts,
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-Notes to the Accounts

FURRSTEEN LIS B

1. Accounting policies

{a) Basis of preparation

The accounts have been prepared under the histerical cost convention, in accordance with Section 255
of, and Schedule 9A to, the Companies Act 1985 as amended by the Companies Act 1985 (Insurance
Companies Accounts) Regulations 1993, and in accordance with applicable UK financial reporting
standards and statements of standard accounting practice. The Company has adopted the
recommendations of the Statement of Recommended Practice issued by the ABl dated December
1998.
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In accordance with Section 228 of the Companies Act 1985, the Company s exempt from preparing
group accounts, The Company’s ultimate European controlling entity, QBE Insurance and Reinsurance
(Europe) Limited, incorporated in the Republic of Ireland, has prepared conselidated group accounts for
the year ended 31st December 1998 in which the Company is included. The consolidated accounts for
QBE Insurance Group Limited, the ultimate parent company, are also publicly available. (See notes 1(b) ,
and 1(n}.)

(b) Cash flow statement

No cash flow statement is presented as the Company has taken advantage of the provisions of Financial
Reporting Standard 1 (FRS1) (revised) which exempts subsidiary undertakings. ?C per cent or more of
whose voting rights are controlled within a group, from producing a cash flow statement, provided the
conselidated financial statements in which the subsidiary is included, being the consclidated accounts
of QBE Insurance Group Limited, are publicly available.

(c) Underwriting result

The underwriting result is determined on an annual basis whereby fhe incurred cost of claims,
commission and related expenses are charged against the earned portion of premiums, net of
reinsurance, as described below.

(i} Premiums

Prerniums written relate 1o business incepted during the year, together with any difference pbetween
booked premiums for prior years and those previously accrued, and include estimates of premiums
due but not yet received or nofified, less an dllowance for cancellations,

(ii) Unearned premiums

Uneorned premiums represent the proportion of premiums written in the year that relates to the
unexpired terms of policies in force at the balance sheet date, calculated on a fime apportionment
basis. In the opinion of the directors, the resulting provision is not materially different from one based
on the pattern of incidence of risk.
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Notes to the Accounts

(S HE

(i) Acquisition costs
Acquisition costs, which represent commission and other related expenses, are deferred subject to
recoverablliity and amortised over the period in which the related premiums are earned.

(iv) Claims incurred

Claims incurred comprise claims and related expenses paid in the year and changes in provisions
for outstanding claims, including provisions for claims incurred but not reported and related
expenses, together with any other adjustments fo claims from previous years. Where applicable.
deductions are made for salvage and other recoveries.

(v} Claims oulstanding

Gross provisions for outstanding claims and related reinsurance recoveries have been determined

on the basis of actuarial and statistical projections based on information which is currently
‘ avdilable, including outstanding loss advices, experience of development of similar claims and the

prevailing legal environment, As provisions for claims cutstanding are based on the information

which is currently available to the directors, the eventual outcome may vary from the original

assessmeant.

(vi) Equalisation provision

Amounts are set aside as equalisation provisions in accordance with the Insurance Companies
(Reserves) Act 1995 for the purpose of mitigafing exceptionally high loss ratics in future years. The
amounts provided are not liabilities because they are in addition o the provisions required to meet
the anticipated ultimate cost of sefftement of outstanding claims at the balance sheet date.
Notwithstanding this, they are required by Schedule 2A to the Companies Act 1985, to be included
within technical provisions.

(vi() Outwanrds reinsurance
Outwards reinsurance premiums, recoveries and commissions are accounted for so as to match the

related inwards transactions.

(d) Expenseos

Underwriting acquisition costs, general overheads and other expenses are charged as incurred to the
profit and loss technical account, net of the change in deferred acquisition costs. Investment expenses
are charged to the profit and loss nen-technical account.

QBE Intermnaianal Insurance Limded - Report and Accounts 1998



‘Notes to the Accounts

tor e yeor ondao S8 Lncomiber FO9h

(e) Tangible fixed assets
Depreciation is provided af rates calculated 1o write off the cost less estimated residual values in equal
amounts over the estimated useful lives of the fangible assets. The estimated lives are as follows:

2

% Office equipment from three to thirteen years

8 Computer equipment from three to five years

E Motor vehicles five years

°

8 M Taxation

S The charge for taxation is based on the result for the year adjusted for disallowable items. Provision is

made for deferred faxation, using the liability method, on all material fiming differences to the extent that
it is probable that a liabilify or asset will crystallise af the rates at which it is expected that the tax wilk
arise.

(gy Investments
Investrents in subsidiary undertakings are included in the balance sheet &t current value based on the
directors having prudent regard for their likely realisable value.

-Company policy is to hold fixed interest securifies t¢ maturity. Fixed interest securities are included in the
, balance sheet at amortised cost. The amortisation is calculated so as to write off the difference between
the purchase price and the maturity value over the life of fhe security.

Other investments are included in the balance sheet ot market value.

(h) Investiment income
. Investment income is shown in the profit and loss non-technical account on an accruals basis except for
dividends which are taken into account when declared.

(i} Unredlised gains and losses

Unrealised gains and losses represent the difference between the valuation of the investments at the
baiance sheet date and thelr purchase price, or if they have been previously voiued, their valuation ol
the lost balance sheet date. Unredlised gains and losses are recognised in the profit and loss non-
technical account.
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Notes to the Accounts

{jy Foreign curmrency transactions

Transactions denominated in foreign currencies are transiated into Sterling at the rates of exchange
prevailing at the fime of the transoctions. Assets and liabilifies denominated in foreign currencies are
translated into Sterling at the raies of exchange prevailing af the balance sheet date. The results,
monetary assets and liabilities of foreign branches are translated inte Sterling at the year end rate of
exchange. Exchange gains or losses are recognised in the profit and 1oss non-technical account.

(k) Administrafive expenses

The management and administration of the Company is principally carried out by QBE Management
(UK) Limited, a fellow subsidiary underfaking, who also provides these services to other group companies.
Administrative expenses recharged by QBE Management (UK) Limited fo the Company and those
incurred directly by the Company’s branches are charged to the profit and loss account as incurred.

{h Pensions o,

* QBE Management (UK} Limited operates a defined contribution pension scheme for its employees.
Detdils of the pension scheme can be found in the accounts of QBE Management (UK) Limited. The
Company incurred no costs in respect of pension contributions for employees in the Paris branch,
Hamburg and Warsaw representative offices other than statutory social security costs.

(m) Operating leases
Costs in respect of operating leases are charged on a straight line basis over the lease term.

(n) Related parties

The Company has availed itself of the exemption available under Financial Reporting Standard 8 (FRS8)
. not to disclose fransactions which are with entities that are part of the QBE Group, ?0% or more of whose

voting rights are controlied within the QBE Group. This exemption is available to the Company as

consolidated accounts are publicly available for QBE Insurance Group Limited, the ultimate holding

company.
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es to the Accounts

HELH

2. Segmental information
All premiums are written in the London market except for £23,002,000 of direct and facultative premiums

which are written by the Company’s branch in Paris.

() Analysis of gross premiums written, gross premiums earned, gross claims incurred, gross operating
expenses and the reinsurance balance:

Fire and
other Third
Accident damage o party Direct
Yeur ended & healin Marine property Tiability Other fotal RN Total
31st December 1998 £°600 £'000 £'000 £'000 £'000 £'000 £'000 £'000
Gross
premiums written bé 1,151 48,141 16,970 1,757 68,075 75069 143,144
Gross,
premiums earned 28 2,291 40,223 19.875 1,706 64,123 77.148 141,271
Gross
claims incurred 59 {3,088y (35202 (17.072) (1,192 (B4,583) (70579 (127.162)
Gross
operafing expenses (a2 652y  (13.903) (5.732) 684y  (20983) (19.643) (40.626)
Reinsurance
balance 68 1,331 6,670 1,096 87 Q9,252 2,464 1,716

The balance on the general business technical account inciudes the change in the equalisation
provision of £1,977.000 (1997: £4.816,000), which Is not included in the analysis above.

Fire and
other Third
Accident damage to party Direct

18 months ended & health Marine property liabyitity Cther total RN Total
31st December {997 £'000 £'000 £'000 €000 £000 £'000 £'000 £'000
Gross

premiums written 2n 4,996 14,646 24,223 2,066 45,210 114,625 160,835
Gross

premiums earned 623 5,246 12,837 22.855 76 41,637 108,073 149,710
Gross

claims incurred 69 (6,034 (9,136) (17,394 10y (32,605 (75.771) (108.376)
Gross

operating expenses (3673 (1,283 (6,099} {5,937 46 (13.640y (25291  (38.931)
Reinsurance

balaonce 22 1.796 (3.516) (1.320) — {3.018) 2.387 (631)

QBE Internotiond Insurance tivited - Report and Accounts 1998



Notes to the Accounts

for He yoor arvied 31 Decombon 1994

2. Segmental information (continued)

(b) Gross premiums by temritory of destination

Year ended 18 months anded

31st December 315t December

1998 1997

£000 £'000

Europe - United Kingdom 27.686 31,824
- Continental Europe 25,480 28,570

North America 33,202 36,141

Caribbean ond Central/South America 8680 11,454

Asia and Australasia 17,195 22,740

Africa 2,242 2,972

Worldwide 28,659 27.134

143,144 160.835

(c) Net assets and profit before tax by class of business

Sharehelders” funds are held to meet the solvency reguirements of the Company as a whole ang,
therefore, are not regarded as operating net assets for the purcoses of segmenital reporting. Accordingly,
the net assets in relation to the business segments are not shown. 1t is, therefore, not appropriate 1o
allocate investment income and hence derive profit before tax for the purpases of segmental reporting,

Year ended 18 months ended
31st December 315t becember
1998 1997
£'000 £'000
Net operating profit by class of business is as follows:
Direct insurance (4.995) (8.123)
Reinsurance acceptances {11,783) 5,079
(16,778) (3.044)
(d) Analysis by geographic area
Picfit/(Loss) before
Gross written taxation and minority
premiums inferasts Net assets
1998 1997 1998 1997 1998 1997
£'000 £000 £'000 £'000 £000 £'000
United Kingdom:
Direct & Reinsurance 120142 158,953 11.245 7.778 123,544 108,261
Paris:
Direct Insurance 23.002 1,882 {4,094) (170) (2,703) 9N

143,144 160.835

7,151 7.608

120,841 108,162
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3. Prior years’ claims provisions

Overprovisions of £3,955.000 and £1,102.000 in relation to property classes and third party liability classes

2 respectively were offset by an underprovision of £2.918,000 on marine classes. There were nc material
3 movements in prior years’ claims provisions during the period ended 31st December 1997.
Qo
b4
o
£
g 4. Net operating expenses
o
-6 Year ended 18 months ended
= 31st Decembrer 31st Decamber
1998 1997
£'000 £'000
Acquisition costs 36,099 37.619
Changes in deferred acquisition costs (1.002) (4,288)
Adpninistrative expenses 5,529 5600 °
40,626 38,931
Reinsurance commissions and profit parficipation (2.402) {2,780
38,224 36,144

The total commission incurred during the period in respect of direct insurance was £7,052,678
{1997. £7,632,921).

5. Employees

The Company does not employ any staff in its UK, Polish and German operations. All staff based in the
UK, Potand and Germany are employed by QBE Management (UK) Umited who recharge the Cornpany
for the services provided by those staff. The management charge forms part of administrative expenses
(see note 4). However, the Company holds contracts of employment with those staff employed in Paris
branch operations.

The average number of staff emploved by the Company for the year was:

1998 1997

Number Number

Underwrifing 8 2
Claims 1 -
Administration 19 1
28 3

16 QBE irternationar Insurgnce Limited - Report and Accounts 1998



- Notes to the Accounts

5. Employees (continued)

Total employee costs for the year were:

Year ended 18 months ended
315t December 315t December
1998 1997
£'000 £000
Wages and salaries 801 160
Social security costs 131 67 -
Pension costs 231 —
1,163 227
6. Directors’ emoluments
Year ended 18 months ended
31st December 31st Dacember
1998 1997
$'000 €000
Emoluments {excluding pension contributions and awards under
share option schemes and other long term incentive schemas) 374 421
Company pension contributions to money purchase schemes 26 24
Number Number
Number of directors -
who are members of a money purchase scheme 3 2
£'000 £'000
Highest paid director:
Remuneration 218 262
Company pension contributions to money purchase schemes 12 12
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Notes to the Accounts

18

‘Notes to the Accounts

for the veor endoed 31st Daecomber 1968

7. Investment income, expenses and charges

Year ended 18 months ended
31st Decembrer 315t December
1998 1997
£'000 £'000
@ income from investments other than participating interests
Dividend income:
From group undertakings 18,100 500
Other 144 190
Interest recelvable:
From group undertakings 482 1.298
Other 5,835 6,573
Gains on redlisation of investments — 578
. 24,561 9,139

The accounts reflect the results of a confinuing agreement, effective 15t July 1996, extended by an
agreement from 1st July 1998, with a parent undertaking, Pitt Norminees Limited (incorporated in
Australia), whereby exchange gains and losses on all foreign currency assets and licbilities held by the
Company are provided with protection. All foreign exchange gains and losses covered by the
agreement are passed fo Pitt Nominees Limited,

Under this agreement the amount receivable from Pitt Nominees Limited in respect of exchange gains
and losses during the year was £1,250,284 (1997: £10,077.000).

Year ended 18 months ended
st Decembear 315t December
1998 1997
£000 £000
(b) Investment expenses and charges
Investment management expenses 109 105
Prernium payable on foreign exchange agreement 12 54
Net losses on the redlisation of investments Q@ —
Amortisation of fixed interest securities 179 (130)
Interest payable:
To group undetrtakings 129 81
Cther 3 10
441 120

QBE international insurgnece Limited - Report and Accounts 1998
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8. Profit on ordinary activities before taxation

Year ended 18 menths endad

315t December 315t Decamber

1998 1997

£'000 £'000

’
Profit on ordinary activities before taxation is stated after charging: i
Auditors’ remuneration for: ’
Audit services 103 123 !
Other services 38 17 }‘
Payments under operating leases - land and buildings 1 6 i
’ _ Depreciation:
Charge In year 55 6
Amartisation of fixed interest securities 179 (130

Non-audit fees paid to PricewaterthouseCoopers and its associates (being the predecessor partnerships
of Price Waterhouse and Coopers & Lybrand) during the year were £38,000 of which £5,000 related to
work done by Coopers & Lybrand, the previous auditors, and its associates. Non-audit fees in 1997
comprise sclely amounts paid to Coopers & Lybrand.

9. Tax on profit on ordinary activities

Year ended 18 months ended
315t December 31st Dacember
1998 1997
£000 £000
. The taxation charged for the year comprises:
UK Corporgtion Tax at 31% (1997: 32%)
Cutrent 31113 1.490
fax on franked investment income 5 11
Deferred taxation 273 541
Under/(over) provision in respact of prior years: .
Current (295) 57
Deferred — (280
(3.128) 1.819

The current tox credit has been reduced by £198,920 (1997: £ril) as a result of group relief.

QBE International Insurance Limited - Report and Accounts 1998 19
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10. Investments

(a) Invesiments in subsidiary undertakings

Held by Company

Queensland nsurcnce (Australia) Pty Limited

QBE Reinsurance (UK) Limited

Ridgwell Fox & Partners
(Underwriting Management) Limited

Atlasz Biztosito RT

Held by subsidiaries
QBE Australia Pty Limited

QBE Investments (North America) Inc
QBE nsurance Corporation
Sydney Re Holdings Inc

Sydney Re Management Inc

Sydney Reinsurance Corporation

incorporated in

Australic

UK

UK

Hungary

Incarporated in

Australia
USA
USA
USA
USA

USA

Class of share

Ordinary

Ordinary

Ordinary

Ordinary

Class of share

Crdinary
Ordinary
Crdinary
Ordinary

Ordinary

Ordinary

Holding in
company

100%

100%

100%

Holding in
company
100%
100%
100%
100%
100%

100%

Principal
dctivity

Investment

holding company

Reinsurance run-off

Underwriting
rmanagement for a
reinsurance pool

Insurance business

Principal

activity

Holding company
Holding company
Reinsurance run-off
Helding company

Management
company

Reinsurance business

On 7th October 1998, the Company acguired the whole of the issued ordinary share capital of Atlasz
Biztosito RT from QBE Insurance (International) Umited, a fellow subsidiary company, for a total cash

consideration of £6,130,060.

In the opinion of the directors, the aggregate value of the assets of the Company consisting of shares in,
or amounts owing {whether on account of a loan or ¢therwise) from the Company’s subsidiary
undertakings, is not less than the aggregate of the amounts at which these ossets are stated in the

Company’s balance sheet,
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10. Invesiments continued)

(b) Other financial investments

Cost Book value
1998 1997 1998 1997
£'000 £:000 £'000 £000
Shares and other variable yield securities 4,612 4,347 7,349 6,211
Debt securities and other fixed interest securities )
(see note 10(c)) 56,122 22,542 55,849 22,654
Depaosits with credit institutions 53.909 61,232 53,909 61,232
114,643 88,121 17,107 20,797
Listed investments
Shares and cther variable yield securities 7.349 6.411
Debt securities and other fixed interest securities 55,849 22,654
63,198 29,065
{c} Debt securities and other fixed interest securities
1998 1997
£'000 £000
Cost 56,122 22,542
Cumulative amortisation (273) 112
Amortised cost 55,849 22,654
Maturity value 54,886 22,873
Market value 57.446 23,006
11. Other debtors
1998 1997
£000 €000
Amounts due from group undertakings 28.243 12,890
Other debtors 333 Q67
28.576 20,857

Amounts due from group undertakings includes ©11.327,284 (1997; £8,687,000) due under the foreign

exchange stop loss agreement (see note 7(Q).)

Other debtors inciudes a mainstream corporation tax asset of £256,000 (1997.Enil).

QBE = v tyries
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for ihe yoor ended 31st Docember 1998

12. Tangible fixed assets

Office Computer Motor
equipment eguipment vehicies Totah
»n £'000 £'000 £'000 £000
5
0
3 Cost
s At 1st January 1998 109 34 118 261
£ Additicns —_ 75 62 137
o
- Transfers to other group company — - - -
@
% At 31st December 1998 109 109 180 398
Cumulative depreciation
At Tst January 1998 1 1 4 b
Charge for year 4 23 28 55
fransfers to other group company — — — —
At 31st December 1998 5 24 32 41
Net book value at 31st December 1998 104 85 148 337
Net book value at 31st December 1997 108 33 14 255
13. Share capital
1908 1997
£ £
.
Authorised
199,999,900 (1997: 100,000,000) ordinary "A’ class shares of £ each 199,999,900 100,000,000
100 ordinary ‘B’ ciass shares of £1 each 100 100
200,000,000 100,000,100
Called up, aliotted and fully paid
100,506,664 (3997 92,506,664) ordinary ‘A’ class shares of £1 each 100,506,664 92,506,664
10 ordinary "8’ class shares of £1 ecch 10 10
100,506,674 92,506,674

The "B’ class shares have pricrity with respect 10 repayment of capital on winding up. In all other respects,
their rights are identical to those of ‘A" class shares.

During the year 8,000,000 (1997: 34,000,000) ordinary ‘A’ class shares of £1 eqch were allotted for cash of
£8,000,000 {1997 £34,000,000).

22 QBE International insurance Limited - Report and Accounts 1998
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14. Reconciliation of movements in reserves and shareholders’ funds

Share Profit and
capital loss aceount Total
£0060 £'000 £'000
' At Tst January 1998 92,507 15,655 108.162
Share capital issued in year 8,000 — 8,000
Profit in year — 4,679 4,679
At 31st December 1998 100,507 20,334 120,841

15. Equalisation provision

The equalisation provision reguired fo be made by the Company in accordance with the insurance
* Companies (Reserves) Act 1995 is as follows:

1998 1597

£'600 £000

Al 1st January 4,816 —

_ Transfers in year 1,977 4,816
At 31st December 6,793 4816

The creation of this provision has reduced the balance on the general business technical account and
profit before tax by £1,.977.000 (1997: £4,816,000) and reduced shareholders’ funds at 31st December
1998 by £1,364,000 (1997: £3.274,000) net of taxation.

16. Provisions for other risks and charges

1998 1997
£'000 £'000
. Deferred tax
Wi At 1st January 758 497
' Movement in provision - current year 273 541
(Ovenfunder provision in tespect of prior years — {280)
At 31st December 1,031 758

Deferred tax is fully provided in the accounts as follows:
Amound provided

1998 1997

£'000 £000

On unreglised appreciation of investments BAG 795
Excess of capital allowances over depreciatfion b —
Other timing differences 150 (37}
1,031 758

QBE irdernational insarance Limited - Report und Accounts 1998



Notes to the Accounts

ey

17. Other creditors including taxation and social security

1998 1997
000 £000
P
5
8 Amounts due to group undertakings 1117 1.098
2 Other creditors 13 822
i}
£ 1,230 1,920
£
Lirl
2
¢}
4
18. Operating lease commitments
Land and buildings
1998 1997
£'000 £'000
Anndal commitments of the Company under operating legses
are as follows:
teases which expire within cne year 95 129

19. Commitments and contingent liabilities

The Company has guaranteed the commitments of a fellow subsidiary company, @BE Management
(UK} Limited, under ¢ properfy lease agreement such that in the event of a default by QBE Management
(UK) Limited the Company will fulfil the terms of the fease.

20. Charges on assets

The Company hos outstanding liabilities covered by the deposit of certain investiments, in respect of
undrawn letters of credit omounting 1o USS15,696,152 (£9.445,271) (1997: US$9,202,012 (£5,584,426)).

Additionally, there is a letter of credit for US$56,400,000 (£3.249,488) (1997 US$5,400,000 (£3,277.097))
covered by the depostt of certain investments, which is required by the US insurance regulator. This will
only be drawn down in the event of the Company going into liquidation.

24 QBE intematunal Insurance timded - Report and Accounts 1998
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21. Pension cosis

The management and administration of the Company is principally caried out by QBE Management
(UK) Limited, a fellow subsidiary undertaking. QBE Management (UK) Limited operates a defined
contribution pension scheme far its employees. Details of the pension scheme arrangements are
disclosed in the accounts of QBE Management (UK) Limited.

The total amount of pension contributions charged by QBE Management (UK) Limited to the Company
in the year was £5687,000 (1997: £476,000).

The Company’s employees in the Paris branch are covered by French statutory pension scheme
arrangements. The total amount of statutory social security pension costs incurred by the Paris branch in
the year was £106,000 (1997: £17,000).

22. Holding company

The Company's ulfimate controfling entity is QBE Insurance Group Limited, the uttimarte parent company,
which is incorporafed in Australia. The consolidated accounts for QBE Insurance Group Limiteg are
available from QBE Infernational Insurance Limited’s registered office at Corn Exchange, Mark Lane,
London EC3R 7NE.

The Company’s ultimate European controlling entity is @BE Insurance and Reinsurance (Europe) Limited,
which is incorporated in the Republic of kreland. Q@BE Insurance and Reinsurance (Europe) Limited has
prepared consolidated group accounfs for the period ended 31st December 1998, in which the
Company is included. These represent consolidated accounts for the smaliest group of undertakings of
which the Company is a member. The consolidated accounts for QBE Insurance and Reinsurance
{Europe) Limited are available from their registered office af St. Stephen’s Green House, Earlsfort Terrace,
Dublin 2.

The Company’s immediate parent company is QBE International Holdings (UK} Limited, which is
incorporated in the United Kingdom.

QBE International Insurance Limited - Report and Accounts 1998
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Auditors’ Report

Auditors’ report fo the members of @BE International Insurance Limited
We have audited the financial stafements on pages 6 1o 25, which have been prepared under the
histarical cost convention and the accounting pelicies set out on pages 10 fo 13.

Respeclive responsibilities of the directors and auditors

As described on page § the Company’s directors are responsible for the preparation of financial
statements. It is our responsibility to form an independent opinion on those statements, based on our
audit, and to report cur opinion o you.

We report to you our opinion as to whether the financial statements give a true and fair view and are
properly prepared in accordance with the Companies Act. We also report o you If, in our opinion. the
directors’ report is hot consistent with the financial statfements, if the company has not kept proper
accounting records, if we have not received dll the information and explanations we require for our
audit, or if information specified by law regarding directors’ remuneration and fransactions Is not
disctlosed.

We read the other information contained in the Annual Report and consider the implications for our
report if we become aware of any apparent misstatement cor material inconsistencies with the financial
statements.

Basis of opinion

We conducted cur audit in accordance with Auditing Standards issued by the Auditing Practices Board.
An audit includes exarmination, on a test basis, of evidence relevant fo the amounts and disclosures in
the financial statements. It also includes an assessment of the significant estimates and judgements
made by the directors in the preparation of the financial statements, and of whether the accounting
policies are appropriate to the Company’s circumstances, consistently applied and adequately
disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we
considered necessary in order to provide us with sufficient evidence fo give reascnable assurance that
the financial statements are free from material misstatement, whether caused by fraud or other
iregularity or error. In forming our opinion we alse evaluated the overall adeguacy of the presentafion
of infermation in the financial statements.

QBE International Insurgnce Limited - Report and Accounts 1998
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Equalisation provisions

Our evaluation of the presentation of the information in the financial statements has had regard to the
statutory requirement for insurance companies o maintain equalisation provisions. The nature of
equalisation provisions, the amounts set aside at 31st December 1998 and the effect of the movement
in those provisions during the period an the balance of the general business technical account and
profit before tax are discussed in note 15.

Opinion

In our opinion the financial statements give a true and fair view of the state of affairs of the Company as
at 31st December 1998 and of the profit for the year then ended, and have been properly prepared in
accordance with the Companies Act 1985,

hdhdde

PricewaterhouseCoopers
Chartered Accountants and Registered Auditors
1 Embankment Place, London WC2N 6NN

22nd March 1999
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Exiracts from the Financiai Statements

proseptad in U S Doliars

The following pages contain extracts from the 1998 financial statements expressed in U.S. Dollars. These
are based on the audited financial statements of the Company which are expressed in Sterling after
franslating non-Sterling amounts Gt appropriate rafes of exchange (see note 1(j) - Accounting policies).

For fhe purpose of this summary, the Sferling amounts have been converted info U.S. Dollars af the rate
af the end of the period of £1 to §1.6618 (1997: §1.6478).

QBE Internotonal insutancs Limited -~ Report and Accounts 1998
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Profit and Loss Account - Technical Account - General Business

for the voar ondedd dist Dacoamboer 19098

Year ended 18 months ended
g ; 315t December 31st Decomber
2 1998 1997
g $'000 $°000 $'000 $'000
1 o
€5 E . .
a6 arned premiums, net of reinsurance
§ 5 Gross premiums written 237,877 265,024
2 “? Outward reinsurance premiums (68,705) (55,809
8t
s 8 169,172 209,215
% 8 _ Change in the gross provision for
% % : unearned premiums (3.112) (18,332)
a % Change in the provision for unearned
S premiums, reinsurers’ share 11,319 3.053
]
- 8.207 (15,279
Earned premiums, net of reinsurance 177,379 193,936
Claims incurred, net of reinsurance A
Claims paid
Gross amount (109,535} (89.978)
Reinsurers” share 21,886 21,288
(87,6493 {68,720y
Change in the provision for claims
Gross amaount {101.784) (88.603)
Reinsurers’ share 50,979 25,865
. (50,805) (62,738)
Claims incurred, net of reinsurance {138,454) {131,458)
Net operating expenses (63,520) {59,558)
Change in equalisction provision {3,285) (7,936)
Balance on technical account - general business (27.880) (5.016)

30 QBE Intzrnational Insurance Limited - Report and Accounts 1998
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