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Calliden Group Limited today reported net profit®if.3 million for the year
ended December 2007, compared with a loss of $#lébmfor the previous

year. Excluding costs of $2.8 million relating tbe integration of the
Australian Unity general insurance businesses ésinenamed Calliden
Insurance), which you acquired on 1 August 200&,gfoup made a profit of
$4.1 million. How did the actual 2007 result comgwaith your expectations?

CEO Nick Kirk

At the time of the acquisition we expected that, aar hands, the AU
businesses would produce annual profit of $7.5ionilto $8.5 million before
integration costs. We estimate that their norredlisontribution was in line
with that expectation. It's worth stressing thaere are further integration
costs to come, particularly on IT, as we ratiomakystems over the next 18
months. Also, our existing business reached bewakr point in the last
quarter of 2007, as expected.

However, since the acquisition the operating emrirent has changed. We've
moved from a period of benign weather for insuri@te a La Nina cycle,
bringing increased storm activity and floods. stweent markets which had
been producing record returns have become verytiolan the back of a
credit crunch that's pushed up interest rates.th&tsame time, prices in the
commercial insurance intermediated market haveimoed to soften. This has
meant that, as we integrate our recent acquisitants joint ventures, we've
focussed on protecting the Group from this hargheironment.



Therefore, we've combined the reinsurance treatfeSalliden Insurance and
Calliden Limited into one wider and more comprelesngprogramme. This
protected us well against the many weather incgl@mt2007. We've also
exited a number of non-performing portfolios posie tacquisition and
increased the non-risk bearing part of our busitgsdoubling CSA’s claims
management business and acquiring the Lloyds umidiexgvagency Mansions
of Australia as part of the AU deal. On the inwesnt side, we’ve maintained
our conservative approach and reduced our expdsueguities so they now
represent less than 5 percent of our total investsne
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Calliden Insurance made a $0.5 million contributtonnet profit in the five
months since acquisition. Given the normalisettyfeér contribution of the
businesses was $7.5 million to $8.5 million, thisplies a relatively weak
performance in the months since acquisition. W&t the reasons for this?

CEO Nick Kirk

Firstly, the $0.5 million was after one-off intetjcen costs of $2.8 million, $1.2
million of which related to overheads and $1.6 imillto the consolidation of
our reinsurance arrangements. The second halfO6%7 Zaw four major
weather events: the Lismore and Sydney hail stoamd two storms in
Melbourne. In addition the regional and rural bess ARGIS, formerly FMG,
always has increased claim activity in the summentims. This summer, on
top of the weather events, ARGIS in common witheottural insurers has seen
increased large fire losses. Many of the firesehéeen caused by the
spontaneous combustion of hay, reflecting the tpahthe hay cutting and the
humid conditions.

The Calliden Insurance portfolios are more shakthan the Calliden Limited
portfolios so they were always going to bring acréased exposure to weather
related losses. For both the regional and rurakkend the home insurance
portfolios, premium prices are already adjusting réflect the increased
incidence of loss.
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The group’s gross written premium (GWP) was $12#ilion in 2007, up
from $51.8 million, reflecting GWP contributions &59.0 million from
Calliden Insurance and $65.4 million from Callidegmited. Annualising the
five-month GWP contribution from Calliden Insuranseggests a 12-month
contribution of $142 million and therefore a gro@@VP of over $200 million.
In this light, your expectation of GWP “approacHir®200 million in 2008
seems conservative. Can you comment?

CEO Nick Kirk

The Calliden Insurance book is seasonally skeweards the second half of
the year. Therefore, you can'’t just annualise fihe months to December.
Our estimate of annualised GWP for 2007 is $180ianito $185 million. I'd
point out that our real focus this year will be ke sure the portfolio is
profitable. That will mean organic growth is goitagbe very much secondary.
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In the second half, Calliden Limited had GWP of $3illion, up 14 percent
year-on-year, compared with growth of 48 percenthim first half. To what
extent did the slowing of growth reflect internakfors such as management
distraction as a result of the AUGIL acquisition?

CEO Nick Kirk

There’s no doubt that in a company of our sizeclpasing a company twice
your size needs a lot of management focus whichtién detract from the
new business effort. However, one of the mainaeagor the slower growth
in the second half was that our increased scale thi¢ addition of the AU

portfolios gave us the opportunity of exiting a aenof portfolios in Calliden

Limited that were performing below expectations.heTbenefits of these
actions will show in the second half of 2008.
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You've indicated that the first steps of the intgmn have been completed.
What steps remain, and what's the expected levaitefration costs over the
current year ending December 2008 and over the d@mperiod during
which you plan to consolidate the group onto onel&tform?

CEO Nick Kirk

Our plans for the integration are aimed at protgcand developing the long-
term value of the business. In the case of theb@ikinesses, and many of our
other acquisitions, we’'ve bought successful comgmanwvith skilled and
motivated teams. We aim to extract any synergeefally over time to
ensure we don’t damage the business or custonagioredhips.

Our first step was to create one management teano@anisational structure
across the group, which is now in place. The sgéoeas to combine the
reinsurance programmes, which was finalised on tblégc 2007. The major
area of current and future integration activityilts We identified this very
early on as a big investment in time and moneydn# that would produce
many cost and business benefits down the track.’reiWeoving onto one
modern and flexible system from four systems andl earry out those
conversions sequentially as that’s the best wagdnage the risk. This means
we’ll have the costs of the conversions plus th& ob maintaining duplicated
architecture for a period of time. Our IT budget 2008 is $7 million and
we’d expect to make significant savings when thekw® complete.

In the meantime we’re also moving Calliden Advaetaghe ex-AUGIL
commercial broker business, onto an electronicingagblatform. This will
significantly streamline the business and make usoge attractive business
partner for brokers.

In addition we’re consolidating our office accommatdn in Sydney and
Melbourne in the coming months. We’ll move to twffices from four in
Sydney and to one from two in Melbourne.
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The group’s main underwriting exposure is to puldind product liability,
householders and commercial property. You've iaidid you expect a general
firming in premium prices. How do you expect prams in your main areas
of exposure to respond?

CEO Nick Kirk

From a market perspective, public and productsiliipbs performing very
well and is profitable. Householders has beenrg stable market for a period
of years, but was very much impacted by the weathgmg 2007. And
commercial property is an area we believe is noprafitable.

So in public and products liability we'd expecttlét or no price rises, and
perhaps a slight softening. Householders is a vatignal market and prices
will increase to reflect the adjusted longer-tereather pattern.

Commercial property is the big question. We hawenes very profitable
commercial portfolios including portfolios in therfner AU general insurance
book. But with the sector now unprofitable withire market, prices have got
to start to firm during 2008. It's now a questiohwhen rather than if. |
believe we stand to make considerable gains wharfitming starts to occur.
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The insurance loss ratio was 60.4 percent in 288aluding the one-off costs
of $1.6 million relating to the consolidation ofetheinsurance programmes of
Calliden Insurance and Calliden Limited. @ How wilhe reinsurance
consolidation impact and what'’s the outlook for lies ratio going forward?

CEO Nick Kirk

The consolidation of our reinsurance programmeshlaasa positive effect on

the net loss ratio. Had we faced the weather ewsnthad in the second half
of 2007 with two separate reinsurance programmesywoauld have had two

separate net retentions for each incident.

We expect the loss ratio to reduce in 2008, rewylfrom a firmer pricing

environment in home insurance and the regional ranal portfolio together

with continued tighter underwriting of our commaeigportfolios. I'd also note
that in 2008 we’ll book a further one-off cost, @fsimilar size to the cost
incurred in 2007, relating to the reinsurance cbdaton.
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The group’s expenses were $14.2 million in 200%lwking overhead costs
relating to the integration, and the expense raths 47.6 percent. To what
extent is this indicative of the level of expensethe shorter term?

CEO Nick Kirk
As we get the benefits of scale and a full-yeartroution from Calliden
Insurance in 2008, we expect the expense ratioo firther.
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Net investment income was $8.2 million in 2007, fapm $5.9 million.
Investments totalled $165.0 million as at the eh®e&cember, up from $98.4
million a year earlier. Listed equities accounted 5.3 percent of the
portfolio, the bulk of which comprises securitieéed A1/AA or above. How
might your investment strategy change in an indenghg inflationary
environment?

CEO Nick Kirk

We’'ll continue with our conservative investmentipglwhich we believe has

been a significant support to the business dutiegé¢ more volatile times. Our
asset allocation is focussed on producing stablestment earnings to
conserve and grow our capital. Following the asijon of the AU businesses
we reduced the Group’s equity market exposure aedhave no direct

exposure to the US sub-prime issue. Equities ave lass than 5 percent of
our investment funds.
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As at the end of December, the group had $40.0amiflurplus to its minimum
capital requirement of $31.9 million. What's thepected minimum capital
requirement of the group following your planned saidation into one
insurance license and what is the expected tingeftinthis?

CEO Nick Kirk

As and when we go ahead with merging the two imseaportfolios and
consolidating our licenses into one, subject to dpproval of the Australian
Prudential Regulation Authority (APRA), we’'d expabe amount of surplus
capital released to be in excess of $10 million.

In terms of the timing, our priority is to make suwe’re following the best
strategy for the portfolio transfer, bearing in thihe amount of administrative
effort that needs to be put into it and ensuringhaee continuity of customer
service.
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You've indicated that the Group will continue toekeacquisitions. What
balance sheet capacity do you have to pursue aingoss and with the
integration of Calliden Insurance underway, where ybu see the most
attractive growth opportunities for the group?

CEO Nick Kirk
It's worth emphasising that our first priority ie thake sure we’ve properly
integrated the businesses we’ve acquired.

Should attractive opportunities arise then we waaficcourse consider them
provided any integration would not put at risk timegration work we’re
currently engaged in.

In terms of attractive areas, the personal lineskatacontinues to be of
interest. We believe it's a rational market whpries will move to reflect
increased claims exposure. We'd also considefgas that have a specific



niche or added value that enables them to withstéued pressures of an
otherwise cyclical market. We have significanthcreased our fee earning
business in 2007, with non-risk bearing businesagbever 10 percent of
revenue, and we’d consider further opportunitietoease that further.
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Thank you Nick.

For more information about Calliden Group, pleas# www.calliden.com.ator
call Nick Kirk, on +61 (2) 9551 1102.

To receive future Open Briefings by e-mail, visivw.corporatefile.com.au
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