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House prices to fall over the next 12 months

12 August, 2010 — As the worst of the global financial crisis recedes, the timing of the recovery of
the New Zealand housing market is still uncertain. QBE LMI's 2010 Housing Outlook Report
prepared by Infometrics forecasts the recent tax policy changes will impact on the housing market
and be a contributing factor in the forecast reduction in house prices of 4.1% by June 2011. The

policy changes include;

= The removal of the ability of landlords to claim depreciation on buildings with an estimated
useful life of 50 years or more

= The reduction of the top personal income tax rate from 38% to 33%

The Housing Outlook Report also identifies that cautious household spending and the prospect of
further significant mortgage rate rises over the next two years will significantly influence the timing

of property purchasing decisions by home buyers.

lan Graham, CEO of QBE LMI, said “The New Zealand economy is recovering from the global
financial crisis and has recorded modest growth, expanding by an average of 0.5% per quarter over
the last 12 months. Sustained demand from China will underpin commaodity prices and be a key

factor in ensuring economic growth over the next three years”.

“Although property prices are expected to be weaker in the near term, consumer spending is
expected to recover and real disposable incomes are forecast to rise by 5.6% p.a. over the next two
years. The unemployment rate has also stabilised and is expected to fall to 5.3% by June 2011".

Mr Graham said “The forecast drop in house prices, combined with employment growth and an
expected increase in household income will improve overall housing affordability until late 2011.
This will make it attractive for home buyers to enter the housing market, particularly first home
buyers. Those buyers that enter the market over the next 18 months are likely to see substantial
housing price growth, with a projected lift to 10% p.a. by mid 2013".

“QBE LMI has been supporting the New Zealand mortgage market for over 22 years, and we will
continue to support home buyers and mortgage lenders as the housing market recovers. We give
mortgage lenders the security and confidence to lend to credit worthy borrowers up to 95% Loan to

Value Ratio (LVR) where they have the capacity to service the mortgage loan” said Mr Graham.
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Background on QBE LMI

Operating in the New Zealand market for over 22 years, QBE LMI has combined its risk
management expertise and financial strength to serve the evolving needs of our clients through all

stages of the economic cycle.

Our products and services support the mortgage industry by reducing the inherent risk in mortgage
lending. By protecting mortgage lenders and investors from credit losses, we ensure mortgages are
available to qualified home buyers. Through QBE LMI, borrowers can be offered more flexible

financing options and can enter the housing market sooner by bridging the deposit gap.

QBE LMI provides lenders’ mortgage insurance to the lending industry in Australia, New Zealand
and Hong Kong and operates as a wholly owned subsidiary of QBE. Our insurer financial strength

ratings include:

> Standard & Poor’s Ratings Services AA - (Stable Outlook)
> Moody’s Investors Service Aa3 (Stable Outlook)
> Fitch Ratings AA - (Stable Outlook)

Our ultimate holding company, the QBE Group is listed on the Australian Stock Exchange and has

offices in 47 countries throughout Asia Pacific, the Americas and Europe, employing over 13,000

staff worldwide.

For further information, please contact:
Susan Attwood (Weber Shandwick for QBE LMI)

P: +614 9994 4457

E: SAttwood@webershandwick.com
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Regional Highlights from the 2010 QBE LMI Housing Outlook

Auckland

The Auckland housing market has recorded one of the stronger pick-ups in the country over the last
year, but given the significant stock of rental property in the region, a considerable adjustment in
prices is likely over the next year, with prices falling 6.4% by June 2011. With property in the region
being among the most expensive in the country, rising mortgage rates are also set to have a
pronounced affect on Auckland’s property market. Even with a medium-term undersupply of
property, house prices in the region are likely to be relatively subdued over the three years to June
2013, rising just 8.4% (which equates to a 3.4% decline in real terms).

Wellington

Central government plays an important role in the Wellington economy, and despite a restrained
fiscal position over the last year, government spending has still grown faster than private sector
spending, aiding the region’s economy and property market. But a tight rein on government
spending, wages, and employment is likely to limit economic growth in Wellington over the next one
to two years, a factor that will be reflected in a 7.3% fall in house prices by June 2011. By June
2013, house prices are forecast to be 7% above their current level (but down 4.7% in real terms).

Waikato/Bay of Plenty/Gisborne

House prices in Waikato/Bay of Plenty/Gisborne have failed to rebound over the last year, meaning
that property in the region is probably less overvalued than in some other parts of the country.
Downward pressure on prices is likely to be reasonably limited over the next year, with a 2.8% fall in
prices forecast. In 2012 and 2013, the effect on the housing market of high commodity prices and
strong growth in export incomes will become apparent, pushing up property values. House prices
are forecast to increase a total of 16% between June 2010 and June 2013 (a rise of 3.1% in real
terms).

Christchurch

The Christchurch housing market is expected to perform similar to the nationwide trend over the
next three years, with the mix of urban and provincial drivers providing a similar outcome for the
region’s economy as for New Zealand overall. Rising mortgage rates and adjustment to the
government’s tax changes are expected to lead to a 5% decline in house prices by June 2011. But
economic growth is forecast to improve in 2011/12, and combined with some shortage of housing,
this will contribute to a forecast 12% rise in house prices over the next three years (a 0.4% decline
in real terms).

Otago/Southland

The Otago/Southland housing market was one of the last to slow during 2008 and 2009 and has
seen little rebound in house prices over the last year. However, the region’s population growth has
been at unusually high levels, and with the prospect of a persistently tight labour market, strong
commodity prices, and good economic growth, this population growth may be set to continue over
the next three years. Over the next three years, house prices in the region are forecast to be the
best-performing in the country, rising 19% in total (or 6.4% in real terms).
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Taranaki/Manawatu/Wanganui

Taranaki/Manawatu/Wanganui is another region where population growth has been stronger than
normal as a result of international and domestic economic conditions. The region’s population
growth is likely to ease as job opportunities start to improve elsewhere, but strong export commodity
prices are expected to be a dominant factor in the region’s economic performance. Healthy export
incomes are forecast to boost the housing market in the region, with house prices increasing 18%
between June 2010 and June 2013 (up 4.9% in real terms).

Provincial Canterbury/Westland

Higher export prices and stronger population growth have led to a rebound in house prices in
Provincial Canterbury/Westland over the last year, but this lift is not expected to be sustained as
higher mortgage rates reduce buyer numbers over the next year. Following a forecast fall of 3.8%
in house prices by June 2011, a recovery in house prices is expected in 2012 and 2013, but the
extent of this lift is likely to be limited by good availability of land. By June 2013, house prices in the
region are forecast to be up 9.4% on current levels (but down 2.6% in real terms).

Nelson/Marlborough

The Nelson/Marlborough housing market has seen some lift in house prices over the last year,
although this increase has occurred primarily in the Nelson area only. Over the coming 12 months,
prices in the region are forecast to decline 6.9% in response to rising mortgage rates and the
government’s tax changes. However, over a three-year horizon, good economic growth prospects
for the region should contribute to a substantial pick-up in house prices, particularly in 2012/13.
Between June 2010 and June 2013, prices are forecast to rise a total of 12% (up 0.1% in real
terms).

Hawke’'s Bay

The downturn in the Hawke’s Bay housing market over the last two to three years has been less
pronounced than in many other regions, reflecting the fact that the market experienced less rapid
price growth in 2006 and 2007, and so property in the region was not so overvalued. Nevertheless,
price falls of 5.3% are forecast over the next year as population growth slows. In 2012 and 2013,
strong export meat prices and improving prices for horticultural commodities are expected to boost
the region’s economy and feed through into accelerating house price growth. House prices in June
2013 are expected to be 14% higher than in June 2010 (a 1.9% increase in real terms).

Northland

The Northland housing market has been weak over the last two years as the region’s economy has
struggled. However, growth is forecast to improve as dairy prices hold up, the region recovers from
drought, and stronger export incomes flow through into service sector expansion. Demand for
holiday homes in the region is also likely to improve over the next three years. As a result of these
factors, house prices are forecast to rise 18% between June 2010 and June 2013 (up 5.3% in real
terms).

DISCLAIMER: The information contained in this release has been obtained from Infometrics Ltd and does not necessarily represent the views or opinions of QBE
Lender's Mortgage Insurance Limited (QBE LMI). This release is provided for informational purposes only and is not intended to constitute legal, financial or other
professional advice and has not been provided with regard to the investment objectives or circumstances of any particular reader. While based on information believed
to be reliable, no guarantee is given that it is accurate or complete and no warranties are made by QBE LMI as to the accuracy, completeness or usefulness of any of
the information in this publication. The opinions, forecasts, assumptions, estimates, derived valuations and target price(s) (if any) contained in this material are as of
the date indicated and are subject to change at any time without prior notice. The information referred to may not be suitable for specific investment objectives,
financial situation or individual needs of recipients and should not be relied upon in substitution for the exercise of independent judgment. Recipients should obtain
their own appropriate professional advice. Neither QBE LMI nor other persons shall be liable for any direct, indirect, special, incidental, consequential, punitive or
exemplary damages, including lost profits arising in any way from the information contained in this material. This material may not be reproduced, redistributed, or
copied in whole or in part for any purpose without QBE LMI’s prior expressed consent.

QBE Lenders’ Mortgage Insurance Limited ABN 70 000 511 071.
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