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1 Excludes the impact of changes in risk-free rates used to discount net outstanding claims.
2 Excludes LMI.
3 Constant currency basis. Down 4% on a reported basis.
4 Constant currency basis. Down 5% on a reported basis.
5 Excludes premium rate changes relating to CTP.

2019 overview 
Despite significant catastrophe events, 
Australia Pacific delivered a strong combined 
operating ratio and a marked uplift in earnings 
quality. This was underpinned by a further 
material improvement in the attritional claims 
ratio coupled with a reduced level of both 
prior accident year reserve releases and 
LMI earnings. 

Australia Pacific achieved an average renewal 
rate increase of 7.3% 5, up from 7.1% 5 in the 
prior year. Continued strong industry-wide 
pricing momentum and Brilliant Basics 
initiatives enabled the business to achieve 
targeted premium rate increases, particularly 
in portfolios where rates have historically 
been materially inadequate. Premium rates 
across most portfolios moved closer to levels 
supporting an appropriate and sustainable 
return on equity. 

Continued implementation of Brilliant Basics 
underwriting and claims initiatives have also 
been integral to the delivery of an improved 
combined operating ratio. Underwriting 
initiatives have been crucial in enabling 
enhanced risk selection and delivering 
targeted growth while simultaneously 
providing a more consistent experience 
for our customers and distributors.

Claims management initiatives aimed 
at enhancing supply chain and operational 
processing capabilities continue to benefit 
performance and customer experience. 

QBE is working to deliver a corporate 
culture with a focus on improved outcomes 
for our customers and our people. In doing 
so, we are also addressing the regulatory 
change agenda coming from the Royal 
Commission into Misconduct in the Banking, 
Superannuation and Financial Services 
Industry and other enquiries. 

Operating and financial 
performance
Underwriting performance
Australia Pacific reported a combined 
operating ratio of 90.0% 1 compared with 
90.3% 1 in 2018. Significantly increased 
catastrophe costs, coupled with a reduced 
level of positive prior accident year claims 
development and further normalisation 
in LMI profitability, were more than offset 
by a further material improvement in the 
attritional claims ratio. 

Continued enhancements to risk selection 
and pricing and claims initiatives were 
instrumental in driving a further marked 
reduction in the attritional claims ratio which 
improved to 50.4% from 54.0% in 2018. 
Significant improvement was achieved 
in strata, workers’ compensation, private 
motor and commercial motor.

The gross cost of catastrophe claims 
increased significantly compared with 2018, 
and included the Townsville floods, storms 
in NSW and Queensland, as well as extensive 
and severe bushfires across Australia. 

While the gross cost of large individual 
risk claims continues to reduce as a result 
of improved risk selection and claims 
management initiatives, the net cost increased 
in 2019 compared with the prior year due 
to a change in reinsurance protection.

In line with expectations, the combined 
operating ratio of our LMI business increased 
to 58.3% 1 from 54.8% 1 in 2018. The increase 
was primarily attributable to a higher average 
claim size as losses resulting from the unwind 
of the mining boom in Western Australia and 
regional Queensland, continue to transition 
through the portfolio. 

On a constant currency basis, LMI net earned 
premium fell 8% reflecting the contraction 
in lending over recent years, the change 
in the premium earning pattern adopted 
in 2018 and the decision to purchase 30% 
quota share reinsurance protecting the 2019 
underwriting year.

The fundamentals of the LMI portfolio 
continue to improve with more disciplined 
lending practices contributing to 
a year-on-year reduction in both arrears 
rates and notices of new delinquencies. 

Australia Pacific 
business review
Despite the devastating impact of catastrophes on our 
customers, Australia Pacific recorded a strong combined 
operating ratio of 90.0% 1 . Positive pricing momentum, 
coupled with the continuing benefits of cell reviews 
and Brilliant Basics, contributed to a further 4.2% 2 
improvement in the attritional claims ratio.

Vivek Bhatia 
Chief Executive Officer • Australia Pacific
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5 Excludes premium rate changes relating to CTP.
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Premium income
Gross written premium fell 4% to $3,920 million 
from $4,104 million in the prior year but was 
up 3% on a constant currency basis. 

The increase in gross written premium 
was moderated by the impact of reduced 
borrowing on both LMI and householders 
business sold through bancassurance 
partners. In addition, CTP income reduced as 
a result of regulatory reform in NSW and SA.

Excluding LMI, CTP and the sale of the travel 
insurance business, underlying gross written 
premium growth was 6%.

Brilliant Basics pricing initiatives remain 
focused on portfolios where premium rates 
are below technical levels. We achieved 
an average renewal rate increase of 7.3% 

1, up from 7.1% 1 in the prior year. Retention 
levels remained stable at around 85%. 

Net earned premium reduced by 5% 
to $3,568 million from $3,758 million in the 
prior year but was up 2% on a constant 
currency basis. This was due to a combination 
of reduced reinsurance spend following 
the restructuring of the Group’s external 
reinsurance program and the earning 
of 2018 premium growth.

Claims expense
Despite the significant increase in catastrophe 
activity in Australia, the net claims ratio improved 
to 60.7% 2 from 61.0% 2 in the prior year.

Excluding LMI, the attritional claims ratio 
improved to 51.1% from 55.3% in 2018. 
Since the first half of 2016, Australia Pacific’s 
attritional claims ratio has reduced by 10.9%, 
reflecting a combination of targeted pricing 
increases, enhanced risk selection and claims 
management initiatives.

The net cost of catastrophe claims increased 
significantly to $193 million or 5.4% of net 
earned premium compared with $106 million 
or 2.8% in the prior year, reflecting heightened 
catastrophe experience in Australia, particularly 
the Townsville floods and widespread bushfires.

Despite a reduction in the incidence of large 
individual risk claims compared with the 
prior year, the net cost of large individual 
risk claims increased to $132 million or 3.7% 
of net earned premium from $118 million 
or 3.1% in the prior year due to revised 
reinsurance protections.

The underwriting result included positive 
prior accident year claims development 
of $104 million or 2.9% of net earned 
premium compared with $129 million or 3.4% 
in the prior year. This was largely attributable 
to favourable claim development on NSW 
CTP coupled with lower than expected 
average claim size following privatisation 
of the SA CTP market. 

Commission and expenses
On a constant currency basis, commission 
costs were broadly in line with the prior year. 
The minor reduction in the commission ratio 
to 14.8% from 14.9% in 2018 was largely 
attributable to increased profit commission 
income following changes to the reinsurance 
program protecting our LMI business.

Expenses increased in constant currency 
due to a further reduction in fee income 
following the loss of the NSW builders’ 
warranty contract coupled with ongoing 
investment as we respond to changes in the 
regulatory environment and the requirements 
of our customers.

Reflecting the strong performance of our NSW 
CTP portfolio, reported expenses included a 
profit normalistion charge (transitional excess 
profits and losses or TEPL) which adversely 
impacted the expense ratio. 

Gross written 
premium and net 
earned premium 
by class of 
business (%)

Underwriting result

FOR THE YEAR ENDED 31 DECEMBER 2019 2018 2017

Gross written premium US$M 3,920 4,104 4,139 
Gross earned premium US$M 3,885 4,103 4,252 
Net earned premium US$M 3,568 3,758 3,895 
Net incurred claims US$M 2,223 2,310 2,444 
Net commission US$M 526 561 548 
Expenses US$M 519 542 532 
Underwriting result US$M 300 345 371 
Net claims ratio % 62.3 61.5 62.7
Net commission ratio % 14.8 14.9 14.1
Expense ratio % 14.5 14.4 13.7
Combined operating ratio % 91.6 90.8 90.5
Adjusted combined operating ratio 2 % 90.0 90.3 90.5
Insurance profit margin % 13.6 13.3 13.8 

1 Excludes premium rate changes relating to CTP.
2 Excludes the impact of changes in risk-free rates used to discount net outstanding claims.


