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Introduction

Australian Stock Exchange Limited (ASX) makes the following submission to assist the Senate
inquiry into prudential supervision and consumer protection for superannuation and financial
services. As part of that inquiry, the Select Committee on Superannuation and Financial
Services is examining issues including HIH Insurance. The Committee has expressed interest in
the role ASX has played and/or continues to play in relation to HIH insurance, including how
this relates to the regulators such as the Australian Securities and Investments Commission

(ASIC).

This submission is divided into parts:

Part 1: Executive Summary

Part 2:  The Current Framework for Regulation of the Securities Industry
Part 3: QOur Relationship with ASIC

Part 4: QOur Supervisory Activities

Part 5: Our Role in Relation to HIH

Appendices

Appendix 1
Appendix 2

Appendix 3
Appendix 4
Appendix 5
Appendix 6
Appendix 7
Appendix 8

Requirements for Ministerial Approval of Stock Exchanges

Continuing Requirements and Accountability for Provision of Fair and Orderly
Markets

MOUs with ASIC

ASX Accountability

ASX Supervisory Review Pty Limited

Continuous Disclosure Guidance Note

List of HIHG Market Announcements

HIHG Market Announcements
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Part 1 — Executive Summary

The Australian Regulatory Model

The Australian model for regulation of securities and futures markets under the Corporations
Law is designed to achieve a productive collaboration between the government regulator (the
Australian Securities & Investments Commission (ASIC)) and the market operator with its
special expertise and close proximity to market activity. The Australian model for statutory
regulation includes a role for both ASIC and the Minister.

The Corporations Law is the principal source of law applying to the industry in which ASX
operates. The Law includes a strong self-regulatory emphasis, placing primary responsibility
for supervision in certain areas on the market operator. Accordingly, ASX has developed rules
and practices which apply to those participating in the market facilities provided by ASX and to
the trading of financial instruments on those facilities. The Law recognises and supports these
rules.

The Diversity of our Supervisory Activity

A diverse range of services to enhance the integrity, reliability and efficiency of trading and
clearing activity complements our business rules and listing rules. These include:

surveillance, review and reporting of market activity;

monitoring and investigation of market participant and listed company behaviour and
processes;

enforcement of market participant behaviour;

trading halts, suspensions and delisting;

assistance to ASIC;

support education and guidance to market participants and listed companies designed
to encourage and facilitate compliance;

monitoring and enforcing the capital adequacy of broker market participants;

review and appeal mechanisms for market participants and listed companies;
provision of efficient automated trading and clearing platforms;

guarantees of trade completion and risk management.

A Summary of our Role in Relation to HIH

ASX has supervisory responsibilities in respect of listed companies and trading and clearing
participants who utilise is listing, trading and clearing market services. In relation to the HIH
Group, HIH Insurance Limited (HIH) and HIH Holdings (NZ) Limited (HNZG) are ASX
listed entities, HIH convertible notes (FHIHG) were on issue and HIH Casualty & General
Insurance Limited (HIHCGI) was a non broker participant in CHESS.

Our supervisory activities in respect of these entities comprised:

. market surveillance of trading activity in FAI Insurance, HIH, HNZG and HIHG;

. the exercise of powers under the Listing Rules relative to ensuring an informed market
for the trading of HIH and HNZG culminating in suspension from trading in March
2001; and

. the exercise of powers under the SCH Business Rules in relation to a settlement default
by HIHCGI in March 2001.
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Part 2 — The Current Framework for Regulation of the
Securities Industry

Summary

The Austrakian model for regulation of securities and futures markets under the Corporations
Law is designed to achieve a productive collaboration between the government regulator (the
Australian Securities & Investments Commission (ASIC)) and the market operator with its
special expertise and close proximity to market activity. The Australian model for statutory
regulation includes a role for both ASIC and the Minister.

The Corporations Law is the principal source of law applying to the industry in which ASX
operates. The Law includes a strong self-regulatory emphasis, placing primary responsibility
for supervision in certain areas on the market operator. Accordingly, ASX has developed rules
and practices which apply to those participating in the market facilities provided by ASX and to
the trading of financial instruments on those facilities. The Law recognises and supports these
rules.

The Co-Regulatory Model

The principal source of law applying to the securities industry is Chapter 7 of the Corporations
Law. That Chapter deals with markets, exchanges and associations (Part 7.2); the securities
clearing house (Part 7.2A); participants in the industry (such as brokers and advisers) (Part 7.3);
the conduct of participants’ businesses (Parts 7.4 - 7.7); fidelity funds for the protection of
investors from default by participants (Parts 7.9 - 7.10}; misconduct in the industry (Part
7.11); title to and transfer of securities (Part 7.13) and miscellaneous matters {(Part 7.14).

In addition, each securities exchange has its own rules and practices which apply to those
participating in the market facilities provided by the exchange and to the trading, clearing and
settlement of financial instruments on those facilities. The Law recognises and supports these
rules.! This highlights an underlying theme of the current regulatory framework for securities:
that exchanges and industry associations should, to the greatest extent consistent with
appropriate investor protection, be self-regulating.

Since the introduction of securities industry legislation in the early 1970's, the Australian model
for stock market regulation has been one of co-regulation (ie a combination of statutory and
‘self regulation).

ASX believes that the co-regulatory model has served financial markets very well. Market
operators like ASX have a strong vested interest in the efficient and robust regulation of the
market services they provide. They are also better placed to respond quickly to develop best
practice and to strive for improvements in the efficiency and transparency of market activity.
The proximity of the market operator to the market and its participants allows it to respond
quickly and cost effectively to changes in the market dynamic and indeed, to anticipate them.
Tn a recent speech,’ Lori Richards, the Securities and Exchange Commission’s director of
compliance inspections and examinations, discussed the growing importance of self-regulation
among exchanges and stated, “ strongly believe that self-regulation is an ideal regulatory

! They are enforceable not only on the basis that they are a coniract but also by virtue of section 777 of the Corporations Law (on
the application of the Commission or a "person aggrieved") and section 1114 {on the appiication of the Commission or the stock

exchange).
2 September 11, 2000 at the National Regulatory Services Fall 2000 Comypliance Conference, Scottsdale, Arizona.
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framework for the securities industry for the 217 century. I think that vigilant self-regulation
can, and will, increase the competitiveness and further the business interests of competing
markets and firms. I truly believe that the investing public will migrate to those market
participants and market centers that inspire trust and confidence.”

The International Organization of Securities Commissions (IOSCO) SRO Consultative
Committee recently undertook a project regarding the effectiveness of self-regulation.® Their
recommendation stated: Overall, self-regulation fosters integrity in the marketplace and among
participants.  Moreover, it is an effective method of regulation because self-regulatory
organizations are familiar with the increasingly complex nature of the industry as well as the
products developed and marketed by members and member organizations. SROs, therefore,
have the specific knowledge and ability to effectively implement and conduct efficient and cost-
effective regulatory programs.”

Level of Regulation

The level of financial markets regulation and the regulation of stock exchanges is stringent.
Vetting mechanisms attach both at the start up of market operations* and on a continuing
basis.® Clear and continuing obligations are imposed on securities exchanges relative to the
provision of fair and orderly markets and there are a number of mechanisms designed to ensure
transparency and accountability of the securities exchange for its supervisory processes.

There are also a number of continuing obligations placed on exchanges relative to providing
assistance to the government regulator.

Changes to be Introduced by the FSR Bill

The Financial Services Reform Bill aims to put in place a new integrated regulatory framework
for Australia’s financial product markets, clearing and settlement facilities and financial service
providers. The Bill contains a number of significant regulatory reforms. It provides long
overdue harmonisation of regulatory treatment of securities and futures. It also moves towards
a more principles based, flexible regime. In doing so, it does not diminish the level of
regulation. Nor does it change the fundamental approach to the supervision of securities
exchanges.

3 Model for Effective Regulation - Report of the SRO Consultative Committee of the Internatianal Organization of Securities
Commissions, May 2000.

4 Requirements relative to gaining approval as a stock exchange are outlined in Appendix 1.

5 Continuing requirements and mechanisms to promote accountability for the provision of fair and orderly markets are outlined
in Appendix 2. Market and product developments activate rule lodgement requirements that are complemented by informal
consultative arrangements with ASIC.
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Part 3 — Our Relationship with ASIC

Summary

Regulation of the primary and secondary markets for securities in Australia is predominantly
provided by the Australian Securities & Investments Commission (ASIC), a governmental
agency within the Department of Treasury. Market supervision is provided by the Australian
Stock Exchange Limited, currently the only national exchange in Australia.

External Regulatory Environment

Under the Corporations Law, a person cannot establish a stock exchange without the Minister’s
approval or conduct an unauthorised stock market. Before the Minister may approve a stock
exchange, that exchange has to demonstrate, among other things, that it has established
appropriate business rules and listing rules and that there will be adequate protection by way of
a fidelity fund.

ASX was created by the Australian Stock Exchange and National Guarantee Fund Act 1987 and
is a securities exchange under the Corporations Law. To complement and facilitate our
demutualisation, new provisions were inserted in the Corporations Law {Corporations Law
Amendment (ASX) Bill 1997), which clarified our responsibilities as a ‘self-regulatory’
organisation and ensured appropriate accountability to ASIC and the Government in carrying
out those responsibilities.®

ASIC has a role in overseeing that an approved exchange operates fairly and that there is
compliance with its listing and business rules.

Under the Corporations Law, ASX is required to undertake a number of supervisory and
reporting responsibilities including:

» to the extent reasonably practicable, doing all things that are necessary to ensure that
ASX's stock market is an orderly and fair market;

« having adequate arrangements for monitoring and enforcing compliance with the
business rules and listing rules;

¢ having adequate arrangements for the expulsion, suspension or disciplining of a market
participant for conduct inconsistent with just and equitable principles in the transaction
of business or for a contravention of the business rules, Chapter 7 of the Corporations
Law or a condition of a licence held by the market participant;

% Obligations were imposed on ASX (and securities exchanges generally) by section 769A:
» o the extent reasonably practicable, to do everything necessary to ernsure that the market we conduct is ant orderly and
Fair market;
«  to have adequare arrangements for monitoring and enforcing compliance with our rules;
e tohave adequate arrangements for the expulsion, suspension or disciplining of market participants for inappropriate
conduct;
«  to have adequate arrangements for the seitlement of transactions that result from trading in securities on a stock market
we canduct; and
e o have adequate arrangements for investigating complainis by investors.
The Minister was empowered to direct an exchange to do specified things that the Minister believed would promote compliance
with these requirements.
An obligation was also introduced for an annual report to be provided by a securities exchange about compliance with these
requirements. That report must be prepared within 3 months after the end of each financial year and provided to ASIC. The
Minister may request that the report be audited.
In addition, at any time the Minister may request a special report about compliance with engoing requiremerts by an exchange. It
may also require that the special report be audited.
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e having adequate arrangements for the settlement of transactions that result from

trading in securities on a stock market of ASX

having adequate arrangements for investigating certain complaints;

providing assistance to ASIC as ASIC reasonably requires to perform its functions;

lodging varlous particulars of disciplinary action with ASIC;

where ASX believes that a serious coniravention of the business rules, listing rules or

the Corporations Law is committed or is anticipated, lodging a statement with ASIC

concerning the contravention;

» lodging a report with ASIC when it becomes aware of a matter that may adversely
affect the ability of a dealer to meet its obligations under the Corporations Law or the
conditions of its dealers licence.

ASX has entered into a number of MOUs with ASIC to further refine, and ensure that, ASX
properly implements and carries out its supervisory responsibilities. These MOUs, dealing with
markets, membership matters, companies matters and transfer of information, place
responsibilities on ASX which expand on and complement its supervisory responsibilities under
the Corporations Law. A description of these MOUs is contained in Appendix 3.

Our Roles in Relation to Continuous Disclosure

The aim of the disclosure requirements which apply to securities sold or traded after issue {(in
the secondary market) is to encourage informed decision-making by all parties to securities
transactions.

The disclosure requirements are found in sections 1001A and 1001B of the Corporations Law.
These provisions apply to “disclosing entities” (as defined in Part 1.24). If those entities
became aware of information, not generally available, which would have a material effect upon
the price or value of that entity’s “enhanced disclosure” securities, this information must be
publicly disclosed. An entity may be subject to the disclosure requirements if it is a listed
entity, if it has raised funds pursuant to a prospectus, if it has offered securities (other than
debentures) as consideration for shares in a company which is a takeover target, or if its
securities are issued under a compromise or scheme of arrangement.

The disclosure obligations arise when a disclosing entity has price sensitive (or value sensitive)
information about an enhanced disclosure security’ which is not generally known.

If a disclosing entity is listed with an exchange that requires that entity to notify the exchange
of information or upon the occurrence of certain events so that the exchange may inform the
market, s.1001A requires compliance with those exchange obligations. For ASX listed entities,
this requires compliance with Listing Rule 3.1 which is ASX’s primary continuous disclosure
provision. This Rule and the role of ASX in relation to supervision of compliance with it, is
explained more fully in Part 4.

The views of the ASC (as it then was) concerning the purpose of the continuous disclosure
regime and its obligations for providing relief from it are found in Policy Statement 95, Relief
from Continuous Disclosure Provisions®.

7 Enhanced disclosure securities include certain debentures as well as other securities:
e that are quoted on a stock market of a securities exchange;
e that have been Issued pursuant to a prospectus (so long as there are not less than 100 holders of such securities); or
«  that have been offered as consideration for the acquisition of shares pursuant to a takeover (so long as there are not less
than 100 holders of such securities).

% The Policy Statement states that the disclosing entity provisions are designed to;
»  overcome the imability of general market forces to guarantee adequate and timely disclosure by disclosing entities;
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Because many of the monitoring functions in relation to continuous disclosure are actually
performed by ASX, ASIC must assure that its efforts are co-ordinated with those of ASX or any
other exchange which obtains ministerial approval.

The second reading speech to the Corporate Law Reform Bill 1993 in the House of
Representatives outlines the legislative intention of the Bill, particularly in relation to s1001A.
It states that the intention was to build on the existing framework for disclosure by listed
disclosing entities to the ASX rather than creating an overlapping system for disclosure of the
same or similar information to ASIC.

ASX and the ASC (as it then was) signed a Memorandum of Understanding on Companies
Matters dated 23 September 1994. This sets out the arrangements agreed between ASX and
ASIC to promote co-operation and assistance in monitoring and, when appropriate, enforcing
provisions of the listing rules of ASX and the Corporations Law relating to, among other
things, the disclosing entity provisions. The MOU seeks to recognise the respective roles and
‘comparative advantages' of each organisation.

The main features are that:

e ASX will take primary responsibility for monitoring and enforcing compliance with
the disclosure and accounting requirements of the listing rules;

e ASIC will take primary responsibility for enforcing the disclosure and accounting
requirements of the Law;

e ASX will notify ASIC by a statement as required under s776(2A) if it believes a
person has committed, is committing or is about to commit a serious contravention
of the Listing Rules or the Corporations Law;

e ASIC will notify ASX, with appropriate details, if it believes a person has
committed, is committing or is about to commit a serious or material contravention
of the Listing Rules.

Dealing with the concept of Self-Listing

ASX demutualised and listed in 1998. In consequence of ASX's changed status, the Law was
amended to enable ASIC to supervise ASX's compliance as a listed entity with the ASX listing
rules.’

e  encourage greater securities research by investors and advisors. This ensures that securities prices more closely, and
quickly, reflect underlying economic values;

»  ensure that equity and loan resources in the Australian market are mare effectively channelled into appropriate
investments, and that funds are withheld or withdrawn from poorly performing disclosing entities (ie to promote capital
efficiency);

e assist investors in deciding whether to buy, selt, or hold securities, including the prospect of a switch to alternatlve

securities;

lessen the possible distorting effects of numour on securities prices;

minimise the opportunities for insider trading or similar market abuses;

improve managerial performance and accountability by giving the market more timely indicators of performance;

encourage the growth of information systems within disclosing entities. This assists directors to make decistons and to

comply with their fiduciary duties; and

e reduce the time and costs when preparing prospectuses.

% The Corporations Law was amended to provide that a securitles exchange such as ASX may be included in its own official list
and such securitles granted quotation if the securities exchange has entered into such arrangements as ASIC requires for:

«  dealing with possible couflicts of interest that might arise from the securities exchange quating its own securities on

itself;

«  the purpose of ensuring the integrity of trading in securities of ASX.
The Corporations Law requires that the Listing Rules make provision for ASIC (instead of ASX) to make decisions and to take
action {or to require ASX o take actlon) in relation to the admission of ASX to its own official list, the removal of ASX from its
own official list and the granting, stopping or suspending of the quotation of ASX's securities. In addition, ASIC is responsible for
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This amendment was complemented by a memorandum of understanding dated 23 September
1998, between ASX, ASX Settlement and Transfer Corporation Pty Limited (ASTC) and ASIC.
This outlines the arrangements for ASIC monitoring and supervising ASX's compliance as a
listed entity with the Listing Rules, the SCH Business Rules and the Corporations Law.

A key objective in negotiating the MOU was a desire to ensure consistency of outcomes and
timing between ASX in the administration of the Listing Rules for other entities and ASIC in its
administration of the Listing Rules for ASX".

exercising the powers and functions that ASX {as a securitles exchange) has under the Listing Rules in relation to a listed entity,
such as the granting of watvers and the approval of shareholder material submitted for review.

10 y1nder the MOU, ASIC is responsibie for supervising ASX's compliance with the Listing Rules. It received ASX's application for
admission to the official list. In relation to the continuing regulation of ASX as a listed entity, ASIC is responsible for exercising
the powers and functions that ASX has as a securilies exchange in relation to other listed entities. ASX is not bound to monitor or
enforce the Listing Rules In relation to itself. If ASX wishes to apply for an exemption or decaration in refation to a medifiable
pravision of the Corporations Law, or a waiver of the Listing Rules it may apply to ASIC. ASX pays fees required by the Listing
Rules to ASIC. Undet the MOU, ASTC is responsible for supervision of ASX's compliance with the SCH Business Rules and its
application for admission ta CHESS, as it is for other listed entities. However, ASIC may direct ASTC to exercise certain powers

and functions.
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Part 4 — Our Supervisory Activities

Summary

The success of ASX markets depends in part on the investment community's continued
confidence in the integrity of those markets. Accordingly, ASX provides not only a market for
trading financial instruments, but also a range of services designed to enhance the integrity,
reliability and efficiency of trading and settlement activity. ASX conducts supervision in
relation to markets (primarily the equities and derivatives markets), listed entities, market
participants and systems - trading, settlement and clearing platforms.

The supervisory activities conducted in these areas include the following:

Area of Market Integrity Activities
Supervision
Markets s Surveillance of market activity

»  Identifying unusual trading
»  Preliminary investigation of unusual trading and. where necessary, referral to ASIC or
relevant ASX areas

Listed Entities s Setting standards for listed entities through the listing rules

»  Supervising compliance with the listing rules
Market «  Setting standards for participants including prudential and systemic risk management
Participants through the business rules

«  Supervising compliance with the business rules
Investigation of breaches and presentation of appropriate cases for disciplinary action

Systems « Fstablishing standards for the testing and authorisation of designated trading
representatives

«  Maintaining trading parameter settings and access passwords

+  Gauging compliance with trading rules and procedures

«  Reporting of "incidents” to relevant ASX areas

In diagrammatic form:
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Our Accountability
The following diagram identifies some of the arrangements and processes designed to promote
accountability and transparency of ASX’s supervisory activities.

Survaillance

Systems

Markst Particlpant complianca

Rulg Framawork

Listad Carnpany Compliance Enforecamant

Checks and balances to ensure an appropriate level of accountability by ASX in respect of its
market supervision obligations are described in Appendix 4.

Promoting Disclosure by Listed Entities

ASX offers a market for trading in securities. Trading takes place through Participating
Organisations. ASX's business rules govern Participating Organisations’ relationships with
ASX, with each other and with clients.

Requirements are imposed on companies and their officers by the Corporations Law and
common law. These requirements are complemented, in the case of companies seeking listing
and quotation of their securities on the ASX market, by the ASX Listing Rules.

Compliance with the listing rules is a requirement for admission to the official list. Tt is also a
requirement under the contract that an entity enters into on being admitted. The listing rules
are not just binding contractually. They are enforceable against listed entities and their
associates under the Corporations Law,

Under the Corporations Law, listing rule amendments must be lodged with ASIC. They are
subject to disallowance by the Minister.

The principles on which the isting rules are based embrace the interests of listed entities,
maintenance of investor protection and the need to protect the reputation of the market. The
principles are as follows:

e Minimum standards of quality, size, operations and disclosure must be satisfied.
e Sufficient investor interest must be demonstrated to warrant an entity’s participation in
the market by having its securities quoted.
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Securities must be issued in circumstances which are fair to new and exiting security
holders.

Securities must have rights and obligations attaching to them that are fair to new and
existing security holders.

Timely disclosure must be made of information which may affect security values or
influence investment decisions, and information in which security holders, investors
and ASX have a legitimate interest.

Information must be produced according to the highest standards and, where
appropriate, enable ready comparison with similar information.

The highest standards of integrity, accountability and responsibility of entities and their
officers must be maintained.

Practices must be adopted and pursued which protect the interests of security holders,
including ownership interests and the right to vote.

Security holders must be consulted on matters of significance.

Market transactions must be commercially certain.

ASX’s listing rules govern the admission of entities to the official list, the quotation of
securities, suspension of securities from quotation and removal of entities from the official list.
One of the most important obligations impaosed by these Rules is that of keeping the market
informed of activities which may have a material effect on share price. The ASX's listing rules
rely on a detailed continuous disclosure and periodic disclosure regime to ensure an informed
market. '

ASX maintains close contact with its listed companies to promote a culture of compliance with
disclosure obligations. The Companies Supervision Unit of ASX makes day to day decisions on
the application of the listing rules.

Continuous Disclosure Requirements

Chapter 3 of the Listing Rules sets out the continuous disclosure requirements that an entity
must satisfy. Continuous disclosure is the timely advising of information to keep the market
informed of events and developments as they occur. Information for release to the market
must be given to ASX's company announcements office."

The general rule (LR 3.1) states that once an entity is or becomes aware of any information
concerning it that a reasonable person would expect to have a material effect on the price or
value of the entity’s securities, the entity must immediately tell ASX that information. This
general rule does not apply to particular information while each of the following applies:

1. A reasonable person would not expect the information to be disclosed.
2. The information is confidential.
3. One or more of the following applies:

(a)
(b)
(c)

(d)
(e)

Tt would be a breach of a law to disclose the information.

The information concerns an incomplete proposal or negotiation.

The information comprises matters of supposition or is insufficiently definite to
warrant disclosure.

The information is generated for the internal management purposes of the entity.
The information is a trade secret.

11 ey has issued a Guidance note on continuous disclosure. A copy is contained at Appendix 6.
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The concept of ‘awareness’ which is central to the operation of the continuous disclosure
obligation is defined in Listing rule 9.12. It provides that an entity becomes aware of
information if a director or executive officer has or ought reasonably to have, come into
possession of the information in the course of their duties as a director or executive officer of
that entity.

Examples given in the Listing Rules of information which would require disclosure of material
under listing rule 3.1 include a change in the entity’s financial forecast or expectation.

The Guidance Note published by ASX on continuous disclosure addresses the question of
market speculation. It specifically notes that from time to time an entity may be required to
respond to speculation in order for the market to remain properly informed.

Section 1001A of the Corporations Law is the central provision concerning liability in respect
of statutory continuous disclosure for listed entities.

Financial Condition Requirements

Chapter 12 of the Listing Rules contains requirements as to level of operations, financial
condition, proportion of assets in cash, level of spread and appropriate structure and
operations. In relation to financial condition, Listing Rule 12.2 states that an entity’s financial
condition {including operating results) must, in ASX’s opinion be adequate to warrant the
continued quotation of its securities and its continued listing.

Suspension and Trading Haits

ASX continually monitors price movements, print and electronic media. ASX regularly
initiates discussion with and queries of listed companies about price movements and reports of
their activities. Where an ill-informed market is believed to exist, securities are suspended
from quotation by ASX."*

Trading halts'® are imposed by ASX where material information is anticipated for release to the
market. Other than drawing matters to the attention of the market and suspending a listed
company’s securities from trading, ASX has no disciplinary powers in respect of companies or
their officers. ASX refers matters to ASIC for further investigation and possible referral to the
Department of Public Prosecutions.

Promoting Fair and Efficient Market Conduct

Under the Corporations Law, ASX's Participating Organisations are governed by a licensing
regime and are subjected to specific obligations concerning the conduct of their business and
their obligations to clients. The Law also prohibits various market activities.

12 5 Jisted entity may request a suspension under Listing Rule 17.2 Listing Rule 17.3 states that ASX may at any time suspend an
entity's securities or a class of them from quotation if in ASX's opinion the entity is unable or unwilling to comply with, or breaks a
listing rule, it is necessary to suspend quotation to prevent disorderly or uminformed market, ASX's rules require suspension or it
is approptiate for some other reason.

13 ASX L isting Rule 17.1 allows ASX to grant a trading halt at the request of the entity. The entity must advise ASX its reasons
for the trading hat, how fong it wants the trading halt to last, that it is not aware of any reason why the trading halt should not be
granted and provide any other informatlon necessary io inform the market about the trading halt that ASX asks for. A trading halt
cannot exceed the pertod permitted under the ASX Business Rules (currently a period not exceeding the commencement of normal
trading on the 2™ trading day on which it is requested).
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These requirements are complemented by business rules which are primarily designed to
address prudential requirements for market participants, risk management, market conduct and
settlement obligations which apply to ASX markets. The rules include arrangements for
disciplinary action for inappropriate conduct, including suspension and expulsion from market
access and participation.

ASX supervisory activities include discussions with market participants to encourage and
facilitate compliance with their obligations and education about compliance matters including
the issue of guidance notes. ASX's supervisory activities are diverse and integral to the conduct
of the market services and platforms it provides. They include constant surveillance of trading
behaviour, risk management, analysis and referral to investigatory divisions within ASX for
examination or to ASIC, inspection and investigation of market participants and of complaints
received by ASX from their clients, protection of market integrity by suspension, termination
or denial of access to ASX facilities and formal hearing of charges against Participating
Organisation and Affiliates.

Facilitating Compliance by Market Participants

A primary focus of the ASX Compliance and Information Unit is on education to facilitate
compliance and to promote the benefits of effective education and compliance programs and
internal control systems. Activities of the Unit are designed to foster a compiiance culture
among market participants and to develop lines of communication with ASX which will allow
early identification and rectification of any problems.

The Unit facilitates self-assessment programs, conducts follow up reviews and reports back to
participants on compliance issues and opportunities for improvement. Where a potential
breach of the ASX or SCH Business Rules or the Corporations Law is identified, a referral is
made to the ASX Investigations & Enforcement Division.

ASX Surveillance

ASX Surveillance plays an important role in encouraging market confidence by continuous, real
time monitoring of trading activity in the equities and derivatives markets of ASX. The ASX
surveillance system works by comparing the electronic signal produced by SEATS. which
contains all details of trading, with a series of parameters. These parameters are set so that
unusual transactions trigger an “alert”. Alerts are usually triggered by unusual price or volume
movements. Each alert is referred to an ASX analyst, who assesses the market conditions that
caused it, and determines whether public information such as a report on the stock by a
stockbroker, a company announcement or a newspaper report can explain the market activity.

Prices and traded volumes of stocks continually rise and fall. ASX Surveillance detects any
trading that falls outside of the normal pattern of changing prices and volumes. In particular,
ASX Surveillance monitors trading to identify situations where:

there may be an uninformed market;
market participants may not be complying with the rules of ASX designed to ensure a
fair and orderly market;

. there may have been insider trading. This occurs when someone obtains information
about an entity and trades in that entity’s shares or encourages another person to do so
when the information has not been made public and the information would likely have
a material effect on the entity’s share price or value;

. there may have been a deliberate attempt to interfere with the free and fair operation of
the market. This is typically done by either spreading false or misleading information
in order to influence others to trade in a particular way, or using buying and selling
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orders deliberately to affect price or turnover, in order to create an opportunity for
profit.

Most Surveillance alerts turn out to be explainable. Where investigation of trading activity
indicates the possibility of market abuse, a referral is made to one or more of the following:

. ASIC for further investigation and possible civil or criminal proceedings;
ASX’s Investigations & Enforcement Department to examine any potential breaches of
the business rules; and

. ASX Companies & Investors Division to examine any potential breaches of the
continuous disclosure requirements.

ASX Surveillance staff provide regular demonstrations of the work done by the department and
discuss with market participants current market issues. This ensures that market participants
are aware of the existence, activities and effectiveness of Surveillance and analysts are aware of
current market practices.

Risk Management

The ASX Risk Management Unit is concerned with the financial strength of ASX Participating
Organisations. It is responsible for the capital liquidity regimes that broker participants in
ASX markets must comply with. This includes developing the policy framework and reporting
mechanisms designed to ensure that the financial strength of ASX Participating Organisations is
measured and monitored based in accordance with a consistent framework, and ongoing
analysis of participant data to assess their financial strength.

ASX's primary capital liquidity regime requires participants to maintain a level of “regulatory
capital” determined by a measure of risks inherent in their business activities. Risk measures
are prescribed in a number of key areas including counterparty, position and operational risk.

Investigations and Enforcement

The ASX Investigations and Enforcement Department investigates any potential breaches of the
ASX Business Rules and Securities Clearing House (SCH) Business Rules by market
participants. These rules are designed to protect the interests of investors and market
participants and promote market integrity and efficiency.

An investigation may find evidence suggesting that a market participant has breached the rules
or engaged in inappropriate behaviour. In this case, charges are referred to the National
Adjudicatory Tribunal or SCH Disciplinary Tribunal for determination. Investigations and
Enforcement present the evidence gathered during the investigation to the Tribunal and the
market participant is given an opportunity to present their position. If the Tribunal finds a
breach proven, penalties can be imposed, where appropriate. These include censure,
suspension, disgorgement of profit and commission, completion of education and compliance
programs, fines of up to $250,000 and in the case of prohibited conduct, expulsion from
market participation.

If it appears that a market participant has breached the Corporations Law, ASIC is notified and
may take further action.
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Committees and Tribunals

There are a number of established committees and tribunals which assist ASX in the
performance of its supervisory responsibilities. These committees and tribunals include people
external to ASX with relevant industry expertise."*

National Guarantee Fund

The National Guarantee Fund is available to meet claims arising from dealings with ASX
Participating Organisations in certain circumstances. The NGF was established by the
Australian Stock Exchange and National Guarantee Fund Act 1987, which also created ASX as
a national stock exchange. Securities Exchanges Guarantee Corporation Limited (SEGC), a
body limited by guarantee is the body responsible for administration of the NGF. The assets of
the NGF are the property of SEGC but are held on trust in accordance with the provisions of
the Corporations Law.

The operation of SEGC and the NGF is currently governed by Part 7.10 of the Corporations
Law and SEGC’s constitution. The legislation includes provisions on the powers and duties of
SEGC's Board and the circumstances in which claims may be allowed.

Under the Corporations Law, clients of ASX Participating Organisations can make claims on
the NGF in certain circumstances for:

« Completion of sales and purchases of quoted securities entered into by a Participating
Organisation on ASX’s equity (and debt) market where those transactions are required
to be reported to ASX by the Participating Organisation.

e Toss that results if a Participating Organisation transfers quoted securities without
authority.

e Loss that results if a Participating Organisation becomes insolvent and fails to meet its
obligations in respect of property that had been entrusted to it in the course of, or in
connection with, its business of dealing in securities (up to a statutory maximum per
Participating Organisation, which is currently $11.2 million).

In addition, the following claims may be made on the NGF:

» A Participating Organisation or an ASX-related clearing house to which a net payment
obligation or a net delivery obligation is owed by the other may make a claim if that
obligation is not met;

e Certain claims between brokers for a failed equities settlement that was not included in
the net payment or delivery obligations to an ASX related clearing house; and

« ASX may make a claim if an obligation of a Participating Organisation under a
guaranteed securities loan is not met.

SEGC is required to maintain a minimum amount in the NGF so that it is able to meet claims
and administration costs. The minimum amount is currently set at $80 million. Because new
products and services are developed and changes occur in the securities industry, the SEGC
Board periodically reviews the adequacy of the minimum amount. If appropriate, SEGC can
borrow to pay claims and can take out insurance to meet its liability.

I the amount in the NGF falls below the minimum amount, SEGC may levy a participating
exchange or impose a levy on leviable transactjons. “Leviable transactions” are certain sales or

14 Eurther details are contained in Appendix 4.
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purchases of securities that are required to be reported to a participating exchange pursuant to
its business rules, or certain guaranteed securities loans.'®

Custodians, banks and other major institutions participate directly in CHESS and are currently
responsible to their clients for fidelity protection, without backing from NGF. The Securities
Clearing House does not prudentially regulate these entities.

In the context of CLERP 6, ASX has sought the ability to separate the clearing support function
from NGF's function of protecting investors/consumers from “improper” conduct by
Participating Organisations. This will be consistent with international practice and will enable
ASX and its clearing houses to be solely responsible for their respective market and systemic
integrity (subject to supervision by ASIC and other appropriate regulators).

CHESS Participation

Once a market contract has been made between trading participants, a detailed set of Rules
specify the timetable and other arrangements for payment of purchase price and delivery of
securities. ASX has implemented a fully electronic settlement system, the Clearing House
Electronic Subregister System (CHESS). The CHESS subregister and the actions of CHESS
participants are regulated by the Corporations Law (Part 7.2A) and ASX's Securities Clearing
House Business Rules commonly referred to as the SCH Business Rules.

For securities to be cleared and settled in CHESS, the securities must be CHESS approved. The
SCH Business Rules regulate CHESS approval of securities and the clearing and settlement of
CHESS approved securities.

CHESS enables electronic transfer of securities. CHESS enables participants in the clearing
house (brokers, institutions, custodians, trustee companies and private investors who are
sponsored into the system by these entities) to hold approved securities in uncertificated form
on an electronic register of holdings maintained centrally in CHESS. In CHESS, securities are
transferred by electronic messages. Market contracts are settled by electronic transfers between
brokers and the National Guarantee Fund is available to compensate market participants for
broker default.

CHESS settles transactions between CHESS participants on the basis of irrevocable Delivery-
versus-Payment (DvP). Under DvP securities are only transferred on the CHESS subregister if
cleared funds can be transferred between participating banks and vice versa.

The procedures for delivery of securities and payment of price in settlement of market
transactions are complex. They involve a process where:

 All transactions in a particular class of securities which are due for settlement on the
same day are netted off, so that each broker delivers or receives only a net amount of
securities after all transactions due for settlement are taken into account. Thus for
example, if broker B is required to deliver 1000 BHP pursuant to a market contract on
behalf of client A, but is entitled to receive 500 BHP for a market purchase made on
behalf of client C, B will only be required to deliver 500 BHP to another broker as
directed by ASX, and in that way will discharge both market contracts; and

15 A§X is the only participating exchange. If a levy is payable by ASX, it can determine that participating organisations must pay a
levy towards the levy payable by ASX to SEGC. Since the NGF was formed, it has not been necessary to Impase any levies.

S-word/Hamilton/HIH/submission to select committee on superannuation & financtal services



Submission to the Select Committee on Superannuation and Financial Services 18

o Similarly all the money obligations arising from transactions due for settlement on a
particular day are netted off, so that each broker delivers or receives a single settlement
amount from ASX, together with a settlement statement detailing each transaction and
showing how the transactions are set off to reach a ‘bottom line’ figure.

Under the Business Rules, default by a client does not relieve the broker from obligations to
cither pay the purchase price or deliver the relevant securities.

Part 5 — Our Role in Relation to HIH

Summary

ASX has supervisory responsibilities in respect of listed companies and trading and clearing
participants who utilise is listing, trading and clearing market services. In relation to the HIH
Group, HIH Insurance Limited (HTH) and HIH Holdings (NZ) Limited (HNZG) are ASX
listed entities, HIH convertible notes (HTHG) were on issue and HTH Casualty & General
Insurance Limited (HIHCGI) was a non broker participant in CHESS.

Our supervisory activities in respect of these entities comprised:

. market surveillance of trading activity in FAI Insurance, HIH, HNZG and HIHG;

. the exercise of powers under the Listing Rules relative to ensuring an informed market
for the trading of HIH and HNZG culminating in suspension from trading in March
2001; and

. the exercise of powers under the SCH Business Rules in relation to a settlement default
by HIHCGI in March 2001.

ASX Market Surveillance Activities

ASX has made several referrals to ASIC concerning Mr Rodney Adler and FAI Insurance. In
addition, at the time of the takeover of FAI Insurance by HIH in September 1998, ASX
referred the purchase by HIH of Mr Rodney Adler’s stake in FAI to ASIC. HIH acquired a
14.3% holding in FAI from Mr Rodney Adler on-market prior to the announcement of the
takeover. The referral also noted purchases of FAI by another person prior to the takeover,

In June 2000, Mr Rodney Adler purchased approximately 2 million HIH shares. These
purchases were disclosed by way of notification of director’s interests and attracted press
comment that Mr Adler was demonstrating his commitment to and faith in HIH. ASIC is now
investigating the buying.

Trading in HIH convertible notes (HIHG) by a fund manager between June and October 2000
was referred by ASX to ASIC.

ASX Listing Rule Supervision Activities

In December 2000 ASX released over its company announcements platform,'® the text of
speeches to be delivered hy the chairman and chief executive officer of HIH at the annual
general meeting. This confirmed that a loss was expected for the half year to December 2000.

16 A 1ist of market announcemenis made in respect of HIHG sinee 11 July 2000 appears at Appendix 7. Copies of market
announcements made by HIHG which are referred to in this submission appear at Appendix 8.
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On Friday 9 February 2001 an article in the Margin Call section of The Australian referred to
HIH results and speculated on a “bottom line loss of $185 million for December half”. Prior
to commencement of trading that day, ASX rang HIH and queried the company in respect of
the media article. HIH then made an announcement prior to the commencement of trading
that day noting, “ Our interim results for the six months ended 31 December 2000 is not yet
quantified or finalised, although the Board has already indicated that a loss will be reported for
this restructuring perfod.”

On Thursday 22 February 2001 an article appeared in the Rear Window section of The
Australian Financial Review titled “ HIH result may revoke an SOS". The article suggested that
HIH's half-year result would be a loss approaching $500 million. Given that media
speculation, ASX considered that the market now required further information about the range
of loss anticipated by HIH even if an exact figure could not yet be specified. Accordingly,
prior to commencement of trading that day, ASX telephoned HIH regarding the media item
and advised that the market required clarification as to the range of loss anticipated. HIH
responded that it was not aware of the range of loss and that an announcement to the market
that the half-year loss would not be in the range of $500 million could not be made. ASX
indicated that trading in the company's securities might be suspended unless HIH could make
an announcement indicating the range of its anticipated loss. A trading halt was then requested
by HIH prior to the commencement of trading on 22 February until the commencement of
trading on Monday 26 February 2001.

ASX listing rule 17.1 allows ASX to grant a trading halt at the request of an entity. A trading
halt can be used if information likely to affect the price or value of an entity’'s securities cannot
be released immediately. A trading halt may be applied for a period not exceeding the
commencement of normal trading on the second trading day following the day on which it is
imposed.

ASX has no powers of search and seizure in relation to listed company information. On
Thursday 22 February 2001 ASX advised ASIC that ASX had concerns regarding HIH. ASIC
in turn noted they were also concerned and would request information from HIH.

On Friday 23 February 2001 ASX met with HIH and its legal advisors and discussed issues
relating to Chapter 12 of the Listing Rules (financial condition) and Listing Rule 3.1
(continuous disclosure} and a draft announcement from HIH. The position was put on behalf
of HIH that ASX had no right to demand disclosure by HIH as HIH were not aware of any
further information relative to its half-year loss and therefore were not in breach of Listing
Rule 3.1. Arguments put on behalf of HIH included that:

o the chief executive officer and executive management had only been operating since
January 2001;

« insurance companies are complex operations where a large component of any operating
result is comprised of estimates in relation to valuation of both assets and liabilities and
in particular, the level of reserves set aside for future claims payments;

s the position was complicated by the fact that at the same time as the result for the six
month period to 31 December 2000 was being compiled, the company was undergoing
a major restructure;

« the board was currently without the benefit of legal advice sought in respect of these
matters;
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« announcements as to the range of expected loss may expose the board of HIH to
potential liability under section 995 and possibly section 999 of the Corporations Law
and criminal liability under section 1309.

In summary, ASX was advised that HIH were not in a position to make an announcement
which placed a cap on their loss or which provided a range of anticipated loss. ASX was
informed that even if the media speculation that the loss approached $500 million was correct,
it was not a Chapter 12 issue, that is, such a loss did not equate to insolvency of the company.

HIH advised ASX that the banks were continuing to support it and that it was not aware of any
information for further disclosure relative to its financial position pursuant to Listing Rule 3.1.

On Saturday 24 February 2001 an article in The Australian Financial Review titled "HIH
Teeters again as Shares Halted” quoted an HIH spokesperson as follows “ The reasons for the
trading halt are technical from the ASX side and do not relate to the operational viability of the
company or our current capacity to function. We are hopeful that the technical issues will be
resolved with the ASX very soon”.

On Monday 26 February 2001 HIH released an announcement prior to the commencement of
trading. It was in the following terms:

The unigue circumstances surrounding the preparation of the HIH 2000/2001 interim result
together with recent speculation from various media sources makes it necessary for the company
to issue this announcement.

This reporting period covers an extraordinary degree of change in the company’s profile and
discontinuance of some core business. The major business change in the period is the venture
with Allianz Australia Limited on Australian retail business.

The changes to, and review of, HIH's business mean that the accounting treatment of the value
of the business going forward may also change, resulting in one-off changes to the balance sheet.
If so, the changes would be reflected in the profit and loss statement.

Final advice from HIH's actuaries, accountants and other advisors on these complex matters has
not yet been received and so has not been considered by HIH's executives or the Board. As a
consequence, Directors are not at this point aware of the interim loss. In that Iight, any
speculation that the amount of the interim loss has already been determined is incorrect and any
estimates as to the quantum of any loss are thus pure speculation.

What is clear at this point is that the loss will primarily relate to restructuring activity.

The Board is conscious of the need to inform shareholders of their conclusions as early as
possible. However, the new CEQ and executive management team have been operating only
since January 2001. They have been contemporaneously dealing with the operating performance
of the company, preparation of the interim result, and a complex process of business and
financial restructuring activity for HIH going forward, Work on all these matters has also
involved a wide range of external expert advisors. As with all major business development, HIH
has also been keeping its bankers closely informed on the changes and the company has the full
support of its bankers in addressing this process of business restructuring.

The tight schedule being adhered to by everyone involved includes a series of Board meetings, the
first of which is scheduled for next Monday 26 February. The Board Meetings will be reviewing
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all this information and advice relating to the change in the business including: the claims
estimates for all current and discontinued business areas; financial evaluation of all current and
discontinued business assets and non-core assets; financial re-engineering; the business
restructuring; and the corporate strategy and business plan for HIH going forward.

RBased on the information presented at those meetings the Directors may make decisions which,
individually and collectively, have a material impact on the interim loss. In this context, those
wishing to make investment decisions on the company should be aware that the most
comprehensive statement o1l the company’s financial position will not be available until all of
the current work is finalised by management and the Board has had the opportunity to make
decisions based on complete information.

The management review process and the Board's deliberations will be conducted in time for the
company to announce its interim result and future strategy and business plan on Friday, 16
March 2001.

This timetable is consistent with our progress report on these issues as provided to the ASX on 9
February 2001.™

Trading in HIH then recommenced. After the close of trading on 26 February 2001, ASX
received copies of documents that ASIC had obtained from HIH. This provided evidence that
internal documents had been created by HIH which made reference to potential losses of
$535.5 million.

On Tuesday, 27 February 2001 ASX telephoned HIH concerning these documents and was
advised that the existence of these internal documents did not change the position previously
announced - that there were a number of complex issues which required external specialist
advice. Until that advice was received and considered, HIH were not in a position to be
“aware” of the quantum of the interim loss. ASX arranged a meeting with HIH to discuss the
matter further. As a result of that meeting, HIH requested a trading halt until commencement
of trading on Thursday 1 March 2001.

HIH then faxed to ASX a draft announcement which did not address the range of anticipated
losses for the half year ended 31 December 2000 but which did confirm solvency.

On Wednesday 28 February 2001 ASX had telephone discussions with the legal advisors for
HIH. The position continued to be put on behaif of HIH that the information obtained by
ASIC did not constitute “awareness” of the quantum of the interim loss for the reasons
previousty announced to the market.

On Thursday 1 March 2001 ASX indicated to HIH that, in the absence of an announcement
indicating the range of anticipated losses, HIH should request a suspension of its securities
from trading. Prior to the commencement of trading, HIH requested a suspension and sent a
letter to ASX which noted “I am writing to confirm your verbal advice to me this morning that
the trading halt....would not be lifted despite a media release lodged by the company on 28
February 2001. On the basis of that verbal advice, the Company lodged a request that the ASX
immediately suspend the securities.”

The market announcement on 1 March stated in relevant part:

“HIH Insurance Limited (“HIH") requested that ASX immediately suspend from quotation each
class of securities quoted on ASX which are issued by HIH or a subsidiary (the “Suspension “).
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HIH requests the Suspension because, for the reasons set out in ifs announcement dated 26
February 2001, a comprehensive statement on the company's financial position will not be
available until all of the current work is finalised by management and the Board has had an
opportunity to make decisions based on complete information.

The Board does not currently have reasonable grounds for making any further announcement as
to the expected quantum of interim loss. Indeed to make such a further announcement at this
stage could involve a lack of reasonable care on the part of the Directors and could lead to
potential liability under the Corporations Law.

HIH requests that the Suspension remain in place until such time as the Directors have available
the information and advice necessary to enable them to form a view on reasonable grounds as to
the expected quantum of the interim loss.

HIH is not aware (as defined in the Listing Rules) of any reason wity its securities should not be
suspended. ™’

On Friday 2 March 2001, The Australian Financial Review reported HIH criticism of ASX's
actions. It noted that “ HIH Insurance was at loggerheads with the Australian Stock Exchange
vesterday, claiming the regulator had forced it into “trading exile” after its shares remained
suspended because it would not disclose to the market the size of its interim loss. ....A
spokesman for HIH yesterday slammed the ASX's handling of the situation: “We have been
pushed down the path of trading exile because we have failed to produce something for the ASX
that it is not within our ability to produce right at this time,” he said.”

On 15 March 2001 HIH Insurance Limited announced that it had received approval from the
NSW Supreme Court to place the company into provisional liquidation. The release noted:

“The approval followed a resolution by the Board, enabling KPMG to be appointed to HIH and
its 18 controfled entities.

Today’s announcement follows a Board commissioned review of operations by KPMG which has
indicated a loss of approximately $800 million. Losses from discontinued HIH United Kingdom
and United States business as well as other discontinued international business written from
Australia, could no longer be sustained by the sound Australian operations. "

The shares of HIH and HNZG remain suspended from trading.

HIHCGI as a CHESS Participant

As noted above, on the evening of Thursday 15 March 2001, HIH placed itself in provisional
liquidation, estimating that it would deliver an $800 million half-year loss. HIH Casualty &

General Insurance Limited (HTHCGI), a subsidiary of HIH, was a Non-Broker Participant in

CHESS.

On the morning of Friday, 16 March 2001, HIHCGI was not able to meet its net payment
obligations in CHESS when its Payment Provider, Westpac Banking Corporation Limited

17 1 jsting Rule 17.2 requires that an entity requesting a suspension must pravide its reasons for the suspension, how long it expects
the suspension to last, the event it expects to happen that will end the suspension, that it is not aware of any reasons why its
securities should not be suspended and any other information necessary to inform the market about the suspension that ASX asks
for.
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(“WBC") failed to authorise the payment. The net payment obligation was $16,359.76.

As at Friday 16 March 2001, HIHCGI had 14 sponsored Halders. Ten of these accounts are in
the name of FAI Insurance, or a derivative of FAI (part of the HIH group). HIHCGI at that
time had no further setttement obligations with the market.

At about 11:00am on Friday 16 March 2001 the CHESS Help Desk advised ASX Compliance
Services that WBC, the payment provider in CHESS for HIHCGI, would not authorise
payment for HITHCGI. The obligation arose from a buy and a sefl of 40,000 SGB on behalf of
an HIHCGI group company, CIC, that had been executed by Macquarie Equities Limited. The
settlement obligation had been matched in CHESS by dual entry 101 messages that moved the
settlement obligation for the trades from Macquarie to HIHCGI as a Non-Broker Participant in
CHESS.

ASX attempted to contact HIHCGI to advise that WBC had refused its payment in CHESS and
to see if the matter could be speedily resolved. However, it was not possible during the course
of the morning to reach any of its senior management. In the afternoon contact was eventually
made with the Financial Controller Investments. :

In the event of a settlement default, “meltdown” procedures can apply under SCH Business
Rule 7.2 pursuant to which the Securities Clearing House can back out the HIH obligations
from scheduled settlement. In view of the amount of the net payment obligation in this
particular case, ASX considered the more expedient solution was to negotiate with Macquarie
Equities for it to fund its client’s payment shortfall through WBC since ultimate responsibility
as against the rest of the market rested with Macquarie Equities. To avoid undue settlement
delay, ASX put WBC in funds for the net amount in order to allow settlement to go forward.
ASX recouped the funds from Macquarie Equities a couple of days later.

In consequence of the settlement default, ASTC suspended the CHESS participation of
HIHCCI on 16 March 2001 in accordance with SCIH Business Rule 19.2.1 (c). Action to
commence termination of HIHCGI was then commenced.

On 20 March 2001, CHESS appraoval for securities issued by HIH Insurance Limited (ASX
Codes: HIH and HIHG) and HIH Holdings {(NZ) Ltd (ASX Code: HNZG) was suspended.

On Friday 20 April 2001, ASTC terminated the CHESS participation of HIHCGI pursuant to
SCH Business Rule 19.2.1.

Effective Monday 7 May 2001, all Holder Identification Numbers (HINSs)*® sponsored by
HIHCGI were cancelled, all holdings converted to the corresponding Issuer Sponsored
subregisters, and the Participant Identifier (PID)** of HIHCGI cancelled.

HIHCGI lodged with ASTC a performance bond, to the value of $250,000. The Issuer of this
performance bond is WBC. SCH Business Rule 10.19.6 provides that where the participation
of a Non Broker Participant ts terminated, ASTC must publish a notice in a newspaper of
general circulation advertising for claims for compensation to be paid out of money obtained
under a performance bond, specifying a date not less than three months after publication of the
notice by which claims must be made. If any claims against the bond are made in this period

18 11INS are numbers used to identify a Holder of Securities on the CHESS subregister and to link the holding details maintained
an that subregister with the Holders' Registration Details,

19 The Participant Idenifier is a n identification code for a CHESS participant that controls a Hoiding on the CHESS subregister
and is included in message headers to identify the source and/or destination of CHESS data messages.
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they must be resolved before the bond can be released. If no claims are made, the earliest date
that ASTC intends on returning the performance bond to HIHCGI, in accordance with SCH
Business Rule 10.19.8, is three manths from the date of publication of the relevant notice, ie
Monday 20 August 2001.

Pursuant to SCH Business Rule 3.5.6, if suspension of an issuer’s CHESS approved securities
continues for 60 business days," CHESS approval must be revoked with effect from the end of
the 60" day. The 60" day will expire on 18 June 2001. On 30 May, ASTC sent a letter to the
liquidator noting the revocation procedure and advising that appeal rights exist under SCH
Business Rules 3.4.5 and 3.4.6. By 5 pm 18 June 2001 unless the liquidator lodges an appeal
in accordance with those Rules, ASTC will revoke CHESS approval of HIH, HIHG and
HNZG. Revocation of CHESS approval has the effect of converting CHESS holdings to issuer
sponsored holdings.?

20 Shares registered in an issuer sponsored subregister are held by the company who issues the shares.
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Appendix 1 — Requirements for Ministerial Approval of
Stock Exchanges

The Corporations Law prohibits the establishment or conduct of an unauthorised stock market.
Continuing requirements and mechanisms to promote accountability for the provision of fair
and orderly markets are outlined in Appendix 2. An unauthorised stock market is a stock
market that is not, among other things, a stock market of a securities exchange. A “securities
exchange” is either a stock exchange or an approved securities organisation. A “stock
exchange” is either ASX or a body corporate that has been approved as a stock exchange.!

The Minister may only approve a body as a stock exchange if the Minister is satisfied that there
are adequate provisions in respect of the business rules and listing rules of the exchange. The
Minister must also be satisfied that there is or will be adequate protection by way of a fidelity
fund and that the interests of the public will be served by the granting of the approval. Once
approved continuing requirements are imposed on stock exchanges by the Corporations Law.
These are discussed in Appendix 2.

The business rules of a stock exchange seeking approval must make adequate provision for the
following matters:

« the standards of training and experience, and other qualifications for membership;
the exclusion from membership of any person who is not of good character and high
business integrity and of any body corporate where a director of the body corporate, a
person concerned in the management of the body corporate or a person who has
control, or substantial control, of the body corporate is not of good character and high
integrity;

« the expulsion, suspension or disciplining of a member for conduct inconsistent with
just and equitable principles in the transaction of business or for a contravention of the
body’s business rules, of Chapter 7 of the Corporations Law, or of the conditions ofa
licence held by the member;

« the monitoring of compliance with, and for enforcement of, the body's business rules;
the conditions under which securities may be listed for trading on the stock market of
the stock exchange;

» the conditions governing dealings in securities by members;
generally the carrying on of the business of the proposed stock exchange with due
regard to the interests of the public.

Amendments to the business rules are subject to disallowance by the Minister.

The listing rules of a stock exchange seeking approval must make adequate provision with
respect to conditions under which securities may be traded on the stock market of the
proposed stock exchange, and generally provisions for the protection of the public.
Amendments to the listing rules are subject to disallowance by the Minister.

2 ASX was created in 1987 by the Australian Stack Exchange and National Guarantee Fund Act 1987, which deemed it to be
incarporated under the Companies Act 1981. Other securities exchanges in Australia are the Bendigo Stock Exchange, the
Newcastle Stock Exchange and the Australasian Bioodstock Exchange. The Stock Exchange of Ballarat is in liquidation. There are
also some “exempt stock markets” and special stock markels for unquoted prescribed interests.
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Appendix 2 - Continuing Requirements and Accountability
for Provision of Fair and Orderly Markets

The Core Ongoing Requirements
Once approved, a securities exchange must, among other things:

e« to the extent reasonably practicable, do all things that are necessary to ensure that each
stock market of the exchange is an orderly and fair market;

« have adequate arrangements for monitoring and enforcing compliance with its business
rules and listing rules;

e have adequate arrangements for the expulsion, suspension or disciplining of a member
for conduct inconsistent with just and equitable principles in the transaction of business
or for a contravention of the exchange's business rules, Chapter 7 or the conditions ofa
licence held by members;

« have adequate arrangements for the settlement of transactions that result from trading
in securities on a stock market of the exchange;

 have adequate arrangements for investigating complaints by investors relating to the
transaction of the business of investors on a stock market of the exchange; and

o within 3 months of the end of each financial year, prepare and give to ASIC a report on
the extent to which it complied with each of these requirements during the financial
year. The Minister may request that this report be audited.

Minister May Give Compliance Directions

If the Minister is of the opinion that a securities exchange is not complying with these
requirements (except the fast), the Minister may direct the exchange to take action to promote
compliance. A court, on application by ASIC may order an exchange that contravenes a
direction to comply with the Minister's direction.

Special Reports May also Be Required by the Minister

The Minister may, at any time, require a securities exchange to prepare and give to ASIC a
special report on the extent to which the exchange is complying with these requirements
(except the last). ASIC must give the report to the Minister. The Minister may require that it
be audited.

Requirement to Assisf ASIC

Securities exchanges are required to provide such assistance to ASIC, or to a person acting on
behalf of, or with the authority of. ASIC as ASIC reasonably requires for the performance of
its functions.

Where a securities exchange reprimands, fines, suspends or otherwise takes disciplinary action
against a member of the securities exchange, it must, as soon as practicable, lodge written
particulars of the name of the member, the reason for and nature of the action taken, the
amount of the fine (if any) and the period of the suspension (if any).

There is also a reporting obligation relative to suspected serious contraventions of the
exchange’s rules or the Corporations Law. Section 776(2A) provides that where a securities
exchange believes a person has committed, is committing or is about to commit a serious
contravention of the securities exchange’s business or listing rules or of the Corporations Law,
the securities exchange must as soon as practicable lodge with ASIC a statement setting out
particulars of the suspected contravention and reasons for its belief.
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A “disclosing entity” under the Corporations Law includes a body that has at least one class of
its securities quoted on a stock market of a securities exchange. If a securities exchange makes
information about a listed disclosing entity available to a stock market conducted by the
securities exchange, then the securities exchange must, as soon as practicable give ASIC a
document that contains the information. This requirement is subject to any regulations made
under the Corporations Law, which may provide that information of a specified kind need not
be provided to ASIC.

Access must also be afforded to ASIC to the trading 'floors’ of a securities exchange.

Under the Corporations Law, a ‘dealer’ is a person who carries on a business of dealing in
securities {a “securities business”) or two or more persons who together carry on a securities
business. Where, in relation to a dealer who is a member of a securities exchange, the
securities exchange becomes aware of a matter that, in the opinion of the securities exchange:

L has adversely affected, is adversely affecting or may adversely affect the ability of the
dealer to meet the dealer’s obligations as a dealer; or
. constitutes or may constitute a contravention of the provisions of the Corporations Law

relating to the dealer’s obligations concerning accounting records; trust accounts, the
treatment of scrip that is held in safe custody or relating to money that is lent to the
dealer, or registers of interest in securities; or

U constitutes or may constitute a contravention of a condition of a licence held by the
dealer,

then the securities exchange must, as soon as practicable after becoming aware of the matter,
lodge a written report on the matter with ASIC and send a copy of the report to the dealer.

Remedies

Where a person who is under an obligation to comply with or enforce the business rules or
listing rules of a securities exchange fails to so comply or enforce them, a court may order
compliance with or enforcement of those business rules or listing rules.

ASIC, the relevant securities exchange or a “person aggrieved” are entitled to make such an
application to a court.

A court also has wide powers to make orders wherever it appears that there has been a relevant
contravention of the Corporations Law, or the business rules or listing rules of a securities
exchange.

Rule Amendments

The Law requires any amendment to the business or listing rules of a securities exchange to be
lodged with ASIC. ASIC must provide natification of the amendments to the Minister. The
Minister may then disallow in whole or part, any amendment within 28 days of receiving
notification. In practice the formal lodgement period is complemented by informal lodgement
arrangements with ASIC to facilitate the giving of advice to the Minister. This, depending on
the complexity of the changes proposed, introduces 2 time delay which can be substantive and
which needs to be built into the business development process.
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Appendix 3 — MOUs with ASIC

Markets MOU

Under the Corporations Law, ASX has a general responsibility to provide assistance to ASIC as
ASIC reasonable requires to perform its functions. On 18 December 1992, ASX entered into
an MOU on markets setting out details of the arrangements agreed between ASX and ASIC in
relation to the referral by ASX to ASIC of possible serious matters, such as insider trading and
market manipulation, which ASX detects in the course of its surveillance of its markets.

The MOU sets up a mechanism to facilitate close co-operation between ASX and ASIC.
Responsibilities of ASX under the MOU include:

. nominating for the benefit of ASIC any persons which ASX believes could be a possible
source of information which may assist ASIC in its investigations;

. providing such assistance as ASIC market teams may request;

. where an ASIC investigation discloses matters which should be subject to disciplinary

action or legal proceedings, being involved with ASIC in the assessment as to what
appropriate action should be taken;

. being consulted by ASIC before ASIC commences any action against an affiliate or
participating organisation so as to co-ordinate the respective response by each agency;
and

. assisting in the provision of expert testimony.

The MOU sets out ASIC's arrangements for dealing with referrals from, and co-operating with,
ASX.

Membership Matters MOU

On 5 November 1993, ASIC and ASX entered into an MOU on membership matters, in which
ASIC and ASX recognise that there are areas of overlap between ASIC’s powers and
responsibilities in relation to monitoring compliance with conditions of licences to conduct
securities businesses and ASX's powers and responsibilities in relation to monitoring
compliance with the Business Rules. ASIC and ASX recognise it is in the interests of both
parties to minimise duplication of activities.

To this end, ASIC has agreed with ASX to give ASX primary responsibility for ensuring that
affiliates and participating organisations are financially sound and that they conduct their
business efficiently, honestly and fairly.

The MOU includes arrangements so that ASIC can be satisfied with the procedures adopted by
ASX for undertaking that supervision.

Companies Matters MOU

On 23 September 1994, ASIC and ASX entered into an MOU on companies matters setting out
the arrangements agreed between ASIC and ASX relating to ASX’s monitoring and enforcing
provisions of the listing rules and ASIC’s enforcing the Corporations Law relating to disclosure,
accounting, corporate governance and related party matters.

The Corporations Law requires that ASX lodge a statement with ASIC where it believes that a
serious contravention of among other things, the listing rules is committed or anticipated. The
Corporations Law also contains a number of other provisions requiring the exchange of
information between ASX and ASIC.
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The MOU provides that ASX will notify ASIC in circumstances additional to those required by
the Corporations Law. For example, if ASX believes that there has been a contravention of the
listing rules on a recurrent basis, even if each contravention does not constitute a serious
coniravention requiring notification, it has agreed to notify ASIC. Similarly, if an application
for listing is withdrawn or does not proceed, then ASX has agreed to notify ASIC.

Under the MOU, ASIC has agreed to notify ASX where it believes that a serious or material
contravention of the listing rules has been committed or is about to be committed or where it
proposes to take or has taken action in respect of an entity that is included, or has applied for
inclusion, in ASX's official list.

In the area of disclosure, ASX has agreed that it will take primary responsibility for monitoring
and enforcing compliance with the disclosure requirements of the listing rules and notify ASIC
as discussed above. In so doing, ASX has regulatory responsibilities including:

. assessing whether market releases have been provided in a timely manner and contain
adequate information; :

. assessing whether a market release is required based on other information ASX may
have;

) reviewing listing documentation to ensure adequate disclosure and an informed market;
and

. taking enforcement action where appropriate.

ASX has similar responsibilities in relation to monitoring accounting information and enforcing
compliance with the listing rule requirements on related party transactions.

The MOU also provides for co-operation and assistance in areas of overlapping responsibility
between ASIC and ASX, as well as for staff secondments and other informal means to exchange
information.

The MOU extends ASX's responsibilities and regulatory role by delineating the functions ASX
will perform and the action it will take in the areas discussed above where these obligations are
not fully set out in the Corporations Law.

Transfer of Iinformation MOU

On 3 September 1997, ASX and ASIC entered into an MOU on transfer of information. ASX
receives and disseminates information about listed disclosing entities through its company
announcements office. Under the Corporations Law, ASX is required to provide to ASIC, as
soon as practicable, documents containing information about listed disclosing entities which
ASX has made available to its stock market. This MOU sets out the mechanism for ASX's
compliance with that obligation under the Corporations Law.

This MOU does not place additional regulatory responsibilities on ASX in the way the three
MOU's discussed previously do. However under this MOU, ASX agrees to provide ASIC with
documents containing information about listed disclosing entities even where not strictly
required under the Corporations Law (eg because the securities of the entity are suspended
from quotation or the entity is an exempt foreign entity) thereby extending the reporting
responsibilities of ASX.
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Appendix 4 — ASX Accountability

Checks and balances to ensure an appropriate level of accountability by ASX in respect of its
market supervision obligations include:

. the transparency of our processes by their embodiment in rules which are made
available for public scrutiny and comment, and which are subject to informal ASIC
approval processes and Ministerial disallowance procedures;

. structural arrangements to quarantine supervisory decision making;

. the increasing automation of our processes;

. the hearing and appeal rights afforded to our customers;

. public registers of Listing Rule waiver decisions and of Business Rule disciplinary
determinations;

. the publication of the basis on which ASX will exercise discretion under, or grant

relief from, particular Business Rules which specifically provide ASX with such
discretion or waiver power;

. the imposition by the Corporations Law of ongoing compliance requirements
(discussed previously);

. the requirement to lodge a compliance report annually with ASIC and the Minister.
The Minister's power to direct that this report be audited;

. the Minister's power to direct ASX to do specified things in order to promote
compliance with these ongoing requirements;

. the Minister’s ability to request a special report from ASX. The Minister's power to
direct that this report be audited;

. ASIC’s power to prohibit trading:

. the power of ASIC or a person aggrieved to apply for a court order for ASX to enforce
its rules;

. the requirement to lodge particulars of disciplinary action and serious contraventions of
the Law/Rules with ASIC;

. the obligations embraced by our MOUs with ASIC;*#

. the committees and tribunals which assist ASX in the performance of its supervisory
responsibilities which include people external to ASX®.

2 ASK has entered into a number of MOUs with ASIC to further refine, and ensure that, ASX property implements and carries out
its supervisory responsibilities. These MOUs, deating with markets, membership matters, companies matters and transfer of
information, place responsibilities on ASX which expand on and complement i3 supervisory responsibilitics under the
Corporations Law. A description of these MOUs is contained in Appendix 3.

23 The Business Rules Committee approves proposed amendments to our Business Rules. It is chaired by a member of the Board
with stockbroking experience and comprises members, including management and industry representatives, with experience in the
equities and derivatives areas, The Listing Appeals Committee hears appeals from decisions of management on admissions to and
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o prohibitions on anti-competitive behaviour or misuse of market position contained in
trade practices law.

. ASX Supervisory Review Pty Limited.**

removals from the Official List and the application of and waivers from. the Listing Rules. 1t also hears appeals from management
decisions on warrant issues and provides advice to management on policy questions as requested, Membership of the committee is
based on appropriate industry expertise and knowledge. The Listing Advisory Panel gives advice to management in relation to
both general policy matters and decisions affecting particular entities. Joint meetings of the Listing Advisory Panel and the Listings
Appeals Committee are also held to conslder the annual exposure draft of proposed listing rule amendments. Membership of the
Panel is based on appropriate industry expertise and knowledge. The National Adjudicatory Tribunal adjudicates disciplinary
mmatters concerning affiliates and participating organisations and such other matters as are delegated to it from time to time. The
Tribunal has a permanent chairman and deputy chairman and a panel from which tribunal members are drawn for hearings. The
decisions of the Tribunal may be appealed to an Appeat Tribunal that is currently chaired by a top ter law firm partner. Other
members are drawn from a panel. The Appeal Tribunal is also responsible for hearing any appeals concerning admissions,
authorisations and other management decisions in the equities, settlement and derivatives areas. The ASTC Board has established a
separate Disciplinary Tribunal which considers disciplinary maiters relating to the SCH Business Rules concerning non-broker
participants, participating organisations and Issuers. The Tribunal has an appointed president and deputy president and there isa
panel from which tribunai members are drawn for hearings. Members of the Tribunal Panel must be persons of good reputation
and high business Integrity. The Panel includes senior representatives from non-broker participants and participating organisations.
The decisions of the Tribunal may be appealed to an Appeal Tribunal that is currently chaired by a solicitor.

2 A description of the role of ASX Supervisory Review and the philosophy underlying its formation is contained in Appendix 5.
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Appendix 5 — ASX Supervisory Review Pty Limited

Proposal for ASX Supervisory Review Pty Limited

ASX Supervisory Review Pty Limited will audit the supervisory policies and procedures of the
ASX Group. The Financial Services Reform legislation will also confer on ASIC the power to
audit (absent Ministerial direction) our continuing compliance with our obligations as a market
provider and clearing house.

ASX Supervisory Review Pty Limited will:

. review the policies and procedures of areas in the ASX Group which have supervisory
functions. This will include a review of the level of funding and resources for
supervisory functions;

. provide reports and express opinions to the ASX Board on whether appropriate
standards are being met and whether the level of funding and resources for supervisory
activities are adequate;

. as a result of these activities, provide assurance that the ASX Group adequately
complies with its ongoing responsibilities as a market and clearing house operator, is
conducting its supervisory activities ethically and responsibly and is maintaining
appropriate controls against employee conflict of interest; and

. oversee supervision of listed entities with special identified conflicts that select this
option (the “Review Group”}.? The oversight function will involve consultation on
each supervisory decision concerning the exercise of discretion.

We consider this structure best promotes consistency of outcomes and timing while affording
an extra dimension of transparency and accountability.

In addition to reporting to the ASX Board, ASX Supervisory Review reports will be used to
assist in the preparation of our annual regulatory report to the Minister and will be made
available to ASIC.

% The ‘Review Group’ will comprise entitles which satisfy one of the following criteria:

(a) their business is in direci competition with our business in a materfal way for ASX;

(b} they hold a substantial shareholding interest in ASX;

(] we hold a substantial shareholding interest in them;

(d} the entity ‘controls’ an entity falling with paragraphs {a}, (b) or (c). For this purpose ‘control’ means the direct or
indirect capacity to dominate decision making in accordance with AASB 1017: Related Party Disclosure; or

{e) it is otherwise desirable for the entity to fall within the Group because of the potentlal for significant conflict of interest.
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Appendix 6 — Continuous Disclosure Guidance Note

INSERT GUIDANCE NOTE HERE

Guidance note

Continuous disclosure: listing rule 3.1

Australian Stock

Exchange Limited
ACN 008 624 691

Issued 16/11/98

Introduction

1. This note is published to assist listed
entities to understand how listing rule 3.1
of Australian Stock Exchange Limited
(ASX) operates. It also discusses ASX's
expectations in the area of disclosure of
information about oil and gas exploration
prograis.

The listing rules

2. ASX regards timely disclosure of
relevant information as of prime
importance in the operation of an efficient
market. Listing rule 3.1 is a particularly
important listing rule. It is part of ASX's
continuous disclosure regime and is based
on the following principle:

Timely disclosure must be made of
information which may affect *security
values or influence investment decisions,
and information in which *security holders,
investors and ASX have a legitimate interest.
(See the Introduction to the listing manual.)

3. The listing rule applies to all listed
entities except exempt foreign entities.
Debt issuers must comply in relation to
their debt securities. Entities subject to
listing rule 3.1 should ensure that they are
familiar with it and make their own
judgements when considering how to

comply with it. In the enforcement of the
listing rule ASX will give weight to
judgements that are logically and honestly
made.

Listing rule 3.1
4. Listing rule 3.1 says:

Once an entity is or becomes *aware of any
information concerning it that a reasonable
person would expect to have a material
effect on the price or value of the entity’s
securities, the entity must immediately tell
ASX that information. This rule does not
apply to particular information while each
of the following applies.

3.1.1 A reasonable person would not expect
the information to be disclosed.

3.1.2 The information is confidential.
3.1.3 One or more of the following applies.

(a) It would be a breach of a law to disclose the
information.

(b) The information concerns an incomplete
proposal or negotiation.

(c) The information comprises matters of
supposition or is insufficiently definite to
warrant disclosure.
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(d) The information is generated for the internal

managernent purposes of the entity.

(e) The information is a trade secret.

5. Aware is defined in listing rule
19.12 as follows.

An entity becomes aware of information ifa
director or executive officer (in the case of a
trust, a director or executive officer of the
responsible entity or management compan y)
has, or ought reasonably to have, come into
possession of the information in the course
of the performance of their duties as a
director or executive officer of that entity.

6. The definition of ‘aware’ is based
on section 1002E of the Corporations Law.
However, it is narrower in that the test is
limited to directors and executive officers
and does not extend to employees
generally. An executive officer is a person
concerned in, or taking part in, the
management of the company (see section 9
of the Corporations Law). Compliance with
listing rule 3.1 is the responsibility of the
entity. Because of the way the listing rules
treat an entity as becoming aware of
information, the entity should consider
appropriate systems to identify material
information and decide about disclosure of
that information.

7. Entities should also note listing rule
15.7. Tt says that an entity must not release
information which is for release to the
market to any person (including the media,
even on an embargoed basis) until it has
given the information to ASX and received
an acknowledgment that ASX has released
it to the market. An ‘out-of-hours’
exception exists (see below - overseas
listing).

Structure of listing rule 3.1

Obligation

8. The language of the obligation to
disclose under listing rule 3.1 is similar to

the language used in section 1001A of the
Corporations Law. An entity must disclose
information if a reasonable person would
expect that information to have a material
effect on the price or value of the securities.
A reasonable person is taken to expect
information to have a material effect on the
price or value of securities if it would, or
would be likely to, influence persons who
commonly invest in securities in deciding
whether or not to subscribe for, buy or sell
the securities (see section 1001D).

9, In Flavel v Roget, O'Loughlin ]
said:

Much will depend upon the identity of the
particular company; what one company
should advise the Stock Exchange might not
have to be advised by a second company;
what should be advised by a company at
one stage in its career might not have to be
advised at another stage of its career because
of changed circumstances. (1990) 1 ACSR
595, 602-3.

10.  An entity must disclose information
needed to prevent a false market because it
would, or would be likely to, influence
persons who commonly invest in securities
in deciding whether or not to subscribe for,
buy or sell the securities. For this reason,
an entity may be required to confirm or
carrect a rumour (see the discussion on
market speculation below).

11.  The fact that information is
generally available is not an excuse for
failing to disclose it under listing rule 3.1. If
an entity releases information having a
material effect to the media, but does not
give it to ASX under listing rule 3.1, the
entity is in breach of the listing rule and
listing rule 15.7.

12.  Listing rule 3.1 is not limited to
information from a particular source. The
entity must disclose material information of
which it js aware that has come from any
source. The entity must take into account
its interests in other entities.
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13.  The information to be disclosed is
information concerning the entity. An
entity is not required to disclose general
information, such as the gold price.
However, if the information has a
particular effect on the entity (eg. a lower
gold price means that the entity can no
longer econormically operate a mine) that
effect may be required to be disclosed.

Exception

14.  Listing rule 3.1 includes an
exception from the requirement to make
immediate disclosure. It allows an entity to
delay disclosure of particular information.
In order to rely on the exception, three
requirements must be met. They are set
out in listing rules 3.1.1, 3.1.2 and 3.1.3.
The exception then operates while each of
the three requirements is satisfied. If any of
the requirements ceases to be satisfied, the
entity must disclose the information
immediately.

15.  For example, if information that has
not been disclosed becomes known in some
way to participants in the market, it must
then be given to ASX for release to the
market. This is because listing rule 3.1.2 is
no longer satisfied. It does not matter how
the information became known. The
obligation to disclose the information arises
even though 2 requirements of the
exception (fe. listing rules 3.1.1 and 3.1.3)
are still satisfied. If the information is then
immediately disclosed, listing rule 3.1 is
complied with.

Listing rule 3.1.1

16.  The first requirement of the
exception is that a reasonable person would
not expect the information to be disclosed.

17. A reasonable person would not
expect information to be disclosed if the
result would be unreasonable prejudice to
the entity. Similarly, a reasonable person

would not expect disclosure of an
inordinate amount of detail.

18.  Conversely, if listing rules 3.1.2 and
3.1.3 are satisfied but a reasonable person
would expect the information to be
disclosed, the exception is not available.

19.  ASX will balance the needs of the
market and the interests of the entity,
bearing in mind the principle on which the
listing rule is based, when considering if
this requirement is satisfied.

Listing rule 3.1.2

20.  The second requirement of the
exception is that the information is
confidential. ‘Confidential’ in this context
has the sense of secret, and generally
implies control by the entity of the use that
can be made of the information. Entities
should note that they are not entitled to
rely on the exception just by entering into
confidentiality arrangements (ie. without
the other two requirements being satisfied).

21.  ASX accepts that confidentiality is
not breached if information is given to an
entity’s advisers, a person the entity is
negotiating with, or other regulatory
authorities, if it is be given on a basis that
restricts its use to the stated purpose.

22.  Even with public information, some
investors receive it and respond to it more
quickly than others. But it is inimical to a
fair market if some investors have access to
information that others do not.
Confidentiality means that no one in
possession of the information is entitled to
trade in the entity's securities. Unusual
activity in an entity's securities may suggest
that the information is no longer
confidential. If it is not, this requirement is
not satisfied.

Listing rule 3.1.3
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23. The third requirement of the
exception is that the information is of the
type in one of the listed categories. If it is
not, or if it loses that character, then the
requirement is not satisfied. The types are:

e It would be a breach of a law to disclose
the information.

» The information concerns an incomplete
proposal or negotiation.

« The information comprises matters of
supposition or is insufficiently definite
to warrant disclosure.

s The information is generated for the
internal management purposes of the
entity.

o The information is a trade secret.

The Corporations Law

24.  Section 1001A of the Corporations
Law is the central provision concerning
liability in respect of statutory continuous
disclosure for listed entities. It imposes
statutory liability for certain breaches of
listing rule 3.1.

25. At the time the section was
introduced, the explanatory memorandum
said that it was not intended to cover ASX's
periodic reporting obligations (eg. half-
yearly and quarterly reports).

Continuous disclosure practice

26. Tt is important to bear in mind that
listing rule 3.1 expresses broad principles.
It must be complied with in the ‘spirit’ of
continuous disclosure, Listing rule 19.2
makes it clear that it should not be
interpreted in a restrictive or legalistic
fashion. Listing rule 19.2 says:

An entity must comply with the listing rules
as interpreted:

» in accordance with their spirit, intention
and purpose;

o by looking beyond form to substance;
and

» in a way that best promotes the
principles on which the listing rules are
based.

27.  The credibility of the market is
enhanced if continuous disclosure is carried
out in the ‘spirit” of the listing rule.

Preliminary announcements, trading halts
and suspension

28.  Some announcement may still be
possible even though an entity delays
detailed disclosure relying on the
exception. An appropriate announcement
should be considered (eg. the fact of a
negotiation may be able to be disclosed, if
not the details of the negotiation).

29. A trading halt is available if such an
announcement is not sufficient to properly
inform the market. (See the ASX guidance
note on trading halts.) The suspension of
quotation of the entity’s securities at the
request of the entity is also available. ASX
expects listed entities to consider these
possibilities.

Market speculation

30.  From time to time an entity may be
required to respond to speculation in order
for the market to remain properly
informed. The most frequent example of
this is in relation to media speculation.
ASX does not expect an entity to respond
to all comments made in the media, or {o
respond to all market speculation. However
when the comment or speculation becomes
reasonably specific, or when the market
moves in a way that appears to be referable
to the comment or speculation, and the
entity has not already made a statement in
response, ASX will call on it to make a
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statement so that the market remains
properly informed.

31.  ASX does not seek to compel the
disclosure of trade secrets, internal
management documents or incomplete
negotiations that an entity is entitled not to
disclose. But it is ASX policy that,
whatever the information, and however
much it might otherwise have been
reasonable not to disclose it, the
information should be released to the
whole market once it becomes known to
any part of the market.

Underwriting

32.  Listing rule 3.1 requires an entity to
disclose whether there has been a short-fall
or over-subscription in relation to a
proposed issue of securities that is material
to the entity. In the case of a short-fall, one
relevant factor to take into account is
whether it is likely that an underwriter or
sub-underwriter will want to dispose of
some or al! of the holding. ASX recognises
that the entity will not always know the
intentions of the underwriter or
sub-underwriter.

Disclosure about oil and gas exploration

33.  Until 30 june 1998, ASX had
specific listing rules regarding disclosure in
relation to oil and gas exploration activities.
These listing rules were removed because
they were placing some ASX listed
companies at a competitive disadvartage.
This happened because all ASX listed
entities engaged in these activities were
required to disclose commercially valuable
information even if it was not information
that a reasonable person would expect to
have a material effect on the price or value
of the securities of the entity making the
disclosure.

34,  Of course, if test results or progress
in drilling programs are information that a
reasonable person would expect to have a

material effect on the price or value of the
securities of the entity concerned, listing
rule 3.1 requires that it be disclosed. It is
unlikely that all the prerequisites to the
exception to listing rule 3.1 would be met
in relation to oil and gas exploration
results, especially those in listing rule 3.1.3
{see paragraph 23 above).

35.  ASX expects entities to adopt a
regime of structured disclosure at regular
intervals for each drilling program
following disclosure of information about
progress in that program under listing rule
3.1. Entities should apply that regime
consistently. Historically, reporting on a
weekly basis has been required. This may
continue to be appropriate, but the interval
an entity adopts should be one that means,
in the circumstances of the entity, useful
information is provided on a regular basis.

36. Information that is likely to be
relevant in regular structured disclosure
includes each of the following.

» The name of the well.

The permit in which the well is located.

» The well's position in the permit with
respect to previous wells, known oil or
gas fields, or towns.

» The depth of the well.

Progress since the last disclosure.

» Details of any indications of
hydrocarbons and fluids observed while
drilling.

e The entity's beneficial percentage
interest in the well.

» The time to which progress is reported.

Analysts reports

37.  Analysts can play an important role
in providing information to the market.
However an entity must ensure that only
public information is given when answering
an analyst’s questions or reviewing an
analyst's draft report. It is inappropriate for
a question to be answered, or draft report
corrected, if doing so involves providing
material information that is not public. One
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consequence is that the exception from
disclosure ceases to operate. When analysts
visit the entity care should be taken to
ensure that they do not obtain material
information that is not public.

Employees

38.  Some employees have access to
information that is not public. They should
be made aware of its confidential status.
Entities should also be careful that
confidential information does not find its
way into an ‘in-house’ publication.

Overseas listing

39.  Entities also listed overseas should
note that, generally, information must be
given to ASX no later than the time that it
is given to the overseas market. However,
it may be given to another exchange first if
ASX is closed and that other exchange’s
listing rules require its disclosure
immediately. In that case, the information
must be faxed to ASX with advice that it
has been released (see listing rule 15.7).
Additional information that might be
necessary (eg. exchange rates) should be
included with the fax.

Censored documents

40.  Some entities rely on an Australian
Securities and Investments Commission
class order, or a modification of section
1029 of the Corporations Law, allowing
them not to make available for inspection
sensitive information in a contract referred
to in a prospectus. The contract which is

made available is censored. The class order .

or modification does not necessarily mean
that the exception in listing rule 3.1 also
applies.

41.  An entity which relies on the class
order or a modification may be required to
assure ASX that the information censored
from the material contract is not
information which would be required to be

disclosed under the listing rules and, in
particular, under listing rule 3.1.
Alternatively, the entity may make the
uncensored contract available.

Disclosure and accounting standards

42.  Listing rule 3.1 imposes obligations
over and above those contained in other
areas of the Corporations Law. For
example, for the market to be properly
informed an entity may be required to
provide additional accounting information,
or to provide accounts in a different form
to that required under the Corporations
Law.

Examples of the operation of listing rule
3.1

43.  Listing rule 3.1 indicates some
matters that may require disclosure by
examples at the end of the listing rule.
Further examples are set out below. They
explain in more detail the operation of the
listing rule. For simplicity, they assume
that the amounts involved are large enough
to have a material effect on the price or
value of the entity’s securities. They
illustrate general principles only and do not
affect the operation of the listing rules.

44. X Ltd enters into a confidential
settlement of a product liability claim
involving payment of damages. Disclosure
of the amount of the settlement and other
material terms would normally be required.
This is so even if the proposed claim was
never made public.

45. X Ltd reaches agreement in-principle
for the supply of major plant and equipment
but has not yet signed the formal contract.
Disclosure woutd not normally be required,
unless signing of the contract was merely a
formality. If binding beads of agreement
were entered and the contract was subject
to canditions precedent, then disclosure
would normally be required unless the
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satisfaction of the conditions was really in
doubt.

46.  If the heads of agreement were not
binding, disclosure might be delayed. In
this case, it could be said that the proposal
is incomplete. Of course, the delay would
be subject to there being no media publicity
and no movement in the price of the
entity’s securities which indicates that
confidentiality may be lost.

47. X Ltd signs a formal contract for the
supply of major plant and equipment but
the contract is conditional on a loan being
approved by the purchaser’s bank.
Disclosure would normally be required,
stating that the contract is conditional upon
a loan being approved. Only if there is real
doubt about the loan being obtained would
this example come within the concept of an
incomplete proposal or negotiation.

48. X Ltd signs a formal contract for the
supply of major plant and equipment but
the contract is conditional on a loan being
approved by the purchaser’s bank and
provides that details of the transaction are
not to be made public until after the loan
approval is secured. Initially, disclosure
may be in the form of a preliminary
announcement. If no satisfactory
preliminary announcerment is possible, a
trading halt or suspension should be
considered.

49. X Ltd is considering entering a joint
venture and holds preliminary discussions
with prospective joint venture partners as to
their willingness to explore the possibility.
Disclosure would not normally be required.
This is the case whether the proposed joint
venture relates to the whole of the
undertaking of a small entity (for example)
or a part only of the undertaking of a large
entity.

50. X Ltd is Inoking at entering a joint
venture and executes a confidentiality
agreement to protect information exchanges

between it and the prospective joint venture
partners. Disclosure of the agreement
would not normally be required since it is
merely part of a negotiation.

51. X Ltd executes heads of agreement
with joint venture partners to pursue a joint
venture project. The joint venture is subject
to formal contract. Generally as in
paragraphs 45-46. However, in some cases
heads of agreement are intended to be
binding (subject perhaps to compliance
with a condition such as regulatory
approval). In that case, disclosure would be
required.

52. X Ltd executes a formal contract for
a joint venture. Disclosure would normally
be required.

53. The amount shown in the accounts
of X Ltd may need to be Increased to cover
bad loans but the precise figure is not
known. 1f the board of X Ltd does not
have enough information to decide whether
an adjustment needs to be made, disclosure
normally is not required.

54.  However, if there is enough
information to decide that an adjustment
must be made, even though it is not enough
to decide the amount, disclosure would
normally be required. The decision has
been made, and the fact that the precise
figure has not yet been received is
irrelevant. The disclosure should
approximate the amount, or explain how
the amount will be arrived at. An
announcement quantifying the amount
should be made as soon as the amount is
known.

55. X Ltd commences drilling an oil
exploration well. Experience with other
wells suggests that progress in drilling the
well will have a material effect on the price
or value of X Ltd’s securities. Disclosure of
progress is required. (see paragraphs 34 -
36.)

56. X Ltd plugs and abandons an oil
exploration well. Progress in drilling the
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well was reported to the market. Disclosure value of property shown in preliminary
would normally be required. accounts to be given to ASX. A figure has

niot been given by the auditors and the
57.  The board of X Ltd has met with its board will receive a written report shortly.
auditors and is aware that they will be As in paragraphs 53-54.

providing a qualified report concerning the
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Sensitivity: All

HeaderText

MEBI1.'s Endowment Warrants Report

MBL's Quarterly Warrant 1ssucr Report

Key Strategic Alliance extended to 2004

Changee in substantial holding for ACY

Change in substantial holding for ACY

MBI. Endowment Warrants

Statement regarding media report

Change in substantial holding for ACY

Trading Halt

Suspension from Official Quotation

Preliminary Final Report and Media release
Reinstatement to Offigial Quotation

New Venlure & 1999/200¢ Results Presentation
Scction 205G Natice - Director's Interests

Secction 205G Notice - Director's [nterests

Scction 205G Notice - Director's Interests

Scction 203G Notice - Director's Inferests

Section 205G Notice - Director’s Interests

Section 205G Notice - Director's Interesis

Section 205G Notice - Director's Interests

Section 205G Notice - Director's Interests

Section 205G Motice - Director's Interests

Section 203G Natice - Director's Interests

Section 205G Notice - Director's Interests

Appendix 3B - Conversion of Convertible Notes
Appendix 3B- Conversion of 3% Convertible Notes issucd 1996
Section 205G Notice - Dircctor's Interests

Ceasing to be a substantial holder for ACY
Appendix 3B - Issue under DRP

Chairmans Letter ta Sharcholders

MBL Endowment Warrants: Warrani-Issuer Report
Management & Board Changes

Ceasing to be a substantial holder

ASIC Annual Audited Alcs

Concise Financial Report

Section 205G Notice - Director's Interests

Section 205G Notice - Director's Interests

Section 205G Notice - Directar's Interests

Section 205G Notice - Director's Interests
Replacement pages for Financial Strunts./Concise Fin. Stmnts.
MBL. Endowment Warrants

Exits Loss Making Business in United States
Receives $125m completing First leg of US asset deal
§ & Ps Rating Changes

Change to AGM Date

Operations in Asia

Advice re Section 259C Notice

Section 205G Noiice - Director's [nterests

NRM ann Media Speculation re possible purchase of HIH Insur
Record Date for Interest Payments on Unsecured Notes
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Report Date04/06/2001

HeaderText

Ceasing to be 3 substantial holder for PSI

Notice of Annual General Mecting

Concise Financiat Report/ Annual Report/Top 20

To offer Australian corporate clients 'AA-" backing

HIH Confirms On-Going Discussions with Gerling Group
Financial strength ratings affirmed at A-

Retirement of Director&Chief Executive/Appmnt of Chief Exce,
Chairman's & CEO's Address ta Shareholders

Results of AGM

Ceasing to be a substantial holder

Section 205G Notice - Director’s Interests

Appendix 3B-canversion of ¢o's 8% convertible notcs

Progress Report following appointment of Randolph Wein
Trading Halt

Composition of int loss/Restructuring of bus going forward
Director Resignation

Trading Halt

Suspension from Official Quotation

Media Release: Corporate business

OBE:QBE&HIH to form }V for major corp Insurunces in Aust&N7.
HIH & QBE corporate insurances joint venture

Regulatory Authorities

Allianz Put Options

QBE's ann: QBE & H1H Sign Joint Venture Agreementi

QBE & HIH sign joint venlure agreentent

QRE's ann: QBE Corporate Insurance Joint Venture with HIH
HIH announces $130m Deal with NRMA

HIH's ann:NRMA to take on HIH Workers Compensation Portiolio
Background Info HIH Insurance Aust. Workers' Comp portfolio
Standard & Poor's Announcement Index Sample Changes

HiH moves to appoint provisional liquidator

Premiers claims rejected

QBE Corporate Insurance/H{H

NRM's anr:. NRMA Insurance Grp/HIH Transaction confirmed
ACYs:Reviewing Lease Fxposure to FAI Gen. Insurance Co Ltd
WRBC: Clarifies exposure to HIH

NRM's ann:HIH Insurance Aust.Workers' Compensation Portfolio
QBE Corporate Insurance Lid

NRMA acquires certain subsidiaries of HIH

re: Commissioner of Insurance Hong Kong

NRM completes HIH workers' compensation transaction

ACY: Clarification of position re Leases to FAI-sub of HIH
CNN Safetrate Lid [nvestment Update

OQBE expands into Latin America
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Chairman's address
HYH Tnsurance 2000 Anuual General Meeting
Friday, 15 December 2000

Introdoction

I am most appreciative of your presence here today and for the oppormunity to discass the
position of the company with you. My address will be disiributed to all shareholders as soon as
is practicable after this meetng.

In the lead up to this meeting, we have heard from a large number of sharehalders and T know
that ail of you are seeking detailed comruentary on what has been happening to the company and, '
more importantly, where is it heading?

What has happened to the company?

What is clear is that the company has been facing some fundamental and serious business
challenges. It is also clear that most shareholders have experienced a substantial crosion in the
value of their holdings.

Earlicr this year, on the release of our [nterirn Results, we genuinely believed we had tumed the
comner from what had been a tough period culminating in the Company’s only ever reported loss.
We were wrong. Qur second half failed to improve on the first half operating performance and
saw further improvement in our Australian insurance operations offset by poer results from the
United Kingdom and the United States. Additional write-offs from our FAI acquisition were
taken to the Balance Sheet through goodwill. The final reported profit of $18.4 million after 1ax
and abnormals represented an unsatisfactory outcome.

Today | propose to comument on that outcome in a structured manner. In order to do that, I need
to o back in time briefly and then, hopefully, you will have a betier context for gur cieTent
situation. Accordingly, I am going to discuss °

» The strategic growth of HIH

a  Key recent developments

» The business impact of those developments

»  Ow immediate sirategy to protect the business and its capital bese
s  Qur current positign

» Our strategy going forward

-

Our financial results and outloak
THE STRATEGIC GROWTH OF HIH
A corporate insurance specialist

As many of you arc aware, HIH was established over 32 vears ago as a workers compensation
underwriting agency. The company listed on the Australian Stock Exchange n 1992 asa
corporate insurance specialist, still with 2 heavy involvement in workers compensation
insurance, The market response to the listing made it quite clear that greater diversity needed 10
be a key business strategy. Such diversity by both product and market was viewed as a mmeans of
reducing potential eamings volatility.
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By the mid-1950°s, 8 furtliet factor was af work « it had become apparem :chat a substantia_l
deletioration in premium 1ales for corporate insurance was underway. This market softeming
was due 10 8 combiuation of factors but primarily due to £xcess capecity. Faced with 1his
substantial deterioration in marke: conditions for cur core business, the necessity for
diversification became ever more pressing and urgent.

Winterthar and the move to retail

Consequently, in 1995, we acquired CIC lnsurance Limited and, through that transaction, a new
major shareholder in Winrerthur Swiss Insurance Company. The CIC acquisition provided HIH
with sizeable portfolios in Australian personal lines on rewail business. At the beginning of 1997,
we added to our retail business through the acquisition of the general insurance business of
Colonial Limited. These initatives were essentially defensive measures designed to secure
greater portiolio diversity. They have often been misinterpreted as simply a quest for top line
growth.

The Winterthur exit

In 1998, restructuring within the merger of Winterthur with the global Credit Swisse Group led to
Wiaterthur announcing its intention 1o exit its major involvement in mainsoream Australian
geperal msurance and its shareholding in HIH.

Refinancing with converting notes

Winterthur's intention to sell-down irs shareholding meant that HIH had 10 take immediate
action to upderpin its capitat base and Standard & Poor’s ratings. This was secured through the
issue of converting notes in June | 998. Those notes were issued at a time when the HIH share
price was in the $2.50 to $3.0C range. The structure of the notes was 5eei 85 non-dilutionary il
that they would uttimately convert ata small discount to market and their conversion would be
non-dihrionary to shareholders provided the share price at conversion remained above the
company's net fangible asset backing per share. The minimum conversion price of 25¢ assigned
to the notes was thus not seen as a significant dilutionary risk for ordinary sharehslders.

More retail - the FAT rakeover

Shortly after the iscue of those rotes, in August 1998, HTH {anneched a successful takeover bid
for FAI Insurances Limited. The FAI acquisition delivered HIH a direct distritbutiop franchise
and the final link in a comprehensive chain of general insurance disiyribution channels. The
acquisition also added critical mass to HIIs Australian retail operations —an essential business
requirement both then and now. The FAI acquisition took effect from January 1999,

The FAI acquisition was part funded through the issue of a new series of converting notes,
substamtially similar in terms o the 1998 issue. In fact, holders of the 1998 notes ultimately
apreed to have their “old notes” incorporated into the 1999 issue. As such, all of the 1998 and
1599 notes are now consolidated into the one instrument which is listed on the Australian Stock

Exchange under the code HNZG. | shall be making further comment on these converting notes
later in this address.
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KEY RECENT DEV ELOPMENTS
Tough market conditions

From early 1999, global and local market conditions continted to deterioraie, although
Australian market conditions began to turn. the corner late in 1999 and have continued to
improve across the board since then.

Throughout 1999, a nurnber of external events adversely affected the company, Most notably
these were the April 1999 Syduey hailstorm — Australia’s largest insured loss for a single event
disastet ; international weather solated catastrophes ; weak and volatile market conditions and
claims inflation placing pressure on the company’s United States workers compensation business
- and the impact on HiH of the Australian Government's GST legislation.

Tnn the last faw days of 1999, severe windstorms in Europe added to the catastrophe losses.
A demanding new regime - APRA

Through this year an additional external pressuré o2 Australian licensed insurers has been the
impending changes to the regulatory framework proposed by the Australian Prudential and
Reguiatory Authority {APRA). The series of proposals currently put forward by APRA will
make Anstralia one of the world's most capital intensive general insurance jurisdictions. This
added cost of capital will mean that much business wili be placed outside of Australia because
other markels and jurisdictions are not subject to the same appressive capital requirements.
However, as an Australian insurer, HTH is preparing itself for the new regime and this has
necessitated a significant level of business and capital restructuring,

All of the above factors can be characterised as external jssues that have had an impact on the
profitability of WiH. Inthat sense they are part of the operating environment that we share with
other insurers.

Out own problems

The issues specific to HIH that have caused us the most financial harm are .

» our United Kingdom operations

our re-entry into United States Workers Compensation, and
« our scquisition of FAI Insurances
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United Kingdom losses

HIH wrote its United Kingdom business through a Branch structwse until, in 1998, the
acquisition of the Cotesworth Group T.imited facilitated direct participation in the Lloyd’s
marxet.

Since 1999, the Brench has been in run-off and all of HIH’s United Kingdom business is written
through Lloyd’s.

HIH prade pood profits from the United Kingdom in the 1990°s. Since that time, with thc market
downturn, substantial losses have been incurred, first within the Branch and more lately within
Lloyd’s. While thereis a widespread view that Liovd’s pricing conditions and results will be
substantially stronger in 2001, this does not diminish the adverse mpact an HIH over the past
few years.

The Lloyd's market, in particularly, has historically displayed a distinct premium rate cycle. The
market view cumendly is that the low point has been reached and that the cycle is now upswing.
The record shows that qur Coicsworth syndicates match or outperiorm their peers at Lloyd’s. Tt
i3 therefore a reasonable cxpectation that we should derive the full benefit of any market
improvement.

An expensive United States market re-ciiry

HiH had 2 good experience in California workers compensation from its entry in 1987 10 715 very
profitable sale in 1995 ‘The timing of the sxit was alse good — in 1993 the total premium pool in
that rarket was in excess of US$10 billion. By the end of 1995, changes 10 the compelitive
environment meant that the prem:um pool had halved.

There were plenty of precedents 10 suggest that, within a few years, the market would comect.
We re-emered Catifornia in 1997 secking 10 buy back at the bottom, having sald at the top.

Regrettably, there has been no market correction to this dare. Premium as a percentags of
payroll iz around its lowest level for mare than a decade. Claims costs have risen by over 50%
since 1993, Tn such an egvironment, even our awn well-managed business could not penerate
profits even with sensible geographic diversification outside of California. While there has been
some recent market recovery, it is neither adequate nor necessanly sustainabie.

As a consequence, we have taken ection on the whale of our United States Workers
Compensation interests.
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Mixed results from the FAIL acquisition
The acquisition of FAI was strategically correct, but has since proven 1o be costly.

Since acquisition, we have extracted substantial synergy bencfits of $50million per annum from

the insuranee nperations. We have alsa successfully met the challenge of rationalising FAT s so-
called “non-core” assets {which included wide-ranging property interests, business venmres and
& coal mining operation).

Where the damage was oceutred, especially this past year, has been through adverse claims
developmert from business acquired through the acquisition of FAL In this respect. FA[ has
significantly strained our cash flows and capital base.

The best elements of FAI have materially enhanced our retail market franchise and this is proven
through the terms of the Aliianz venture.

Notwithstapding, with the benefit of hindsight, the FAL acquisition certainly was expensive.
Taking into zecount alf of the pluses and minuses, including the Allianz venture, it has cost us
approximately $200 million more than we Girst anticipated.

At the time, the bid was launched, there had been no due diligence because, as with many public
companies in such situations then and now, due dilipence access had been refused, HTH relicd
on publicly available information, mcluding FAT's published audited acsounts.

There has been some recent publicity ¢conceming the prospect of HIH initiating legal action in
respect of the FAI acquisition. I can confirm that the Board has not yet pade any decision in

respect of this matter, particularly on the question of any possible litigation. The matter 15 under
review.
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THE IMPACT ON THE LATEST RESULTS
Offserting actions
The impact on the results of the past year could have been greater except for two factors

« As noted in our accounts, the adverse operating conditions experienced in the 1999 / 2000
report were partiaily offset by the company wiilising wheole of account reinsurancs Contracts
to protect the underwriting portfolio. Such contracts, which are now commonly used in the
industry, are essentiaily designed to reduce volatility from underwriting (especially in years
sucl as the last where thera has beep an unusval incidence of catastraphes).

o The second factor that lessened the impact of the adverse trading conditions on the bottom
line was as ] referred to ealier, the accounting treatruent of the FA! run-off claims
deterioration. All of the impact of this deterioration was accounted for as a goodwill
adjustment. The rationale for this rearment was that the deterioration came from outstanding
claims that were already part of the FAI balance sheet acquired by HIH. The venture
amounced with Allianz to which I will refer in more detail Jater, means that the value of the
majority of ongomg FAL business has now been crystallised and will offset 2 substantial
praportion of the current large goodwill figure when the transaction is completed on |
Tanuary 2001. Obwvicusly, this will substanially reduce the impact on our profit and loss
goodwill amortisation in the future. It should be noted that the portfolio going into the
Allianz venture comprises 21l of the HIH Australian retail business and, as such, is made up
of FAl, CIC and some HTH product.

Financial Damage

As you are all aware, the overall financial impact of all of the recent avents that T have described
has meant that the company has suffered material damage to both our profirability and our
capital base,

Our key business imperative for the start of this millennium was to grow our retained earnings in
order o facilitate forther expansion of our Australian retail insurance portfolio and also te
reinforce our capital positior. in the transition to the new APRA regime. Regrettably, the
outcome of the year to 30 June 2000 was to diminish our capacity o achieve either of these
abjectives.

Our aspirations ave now tempered by the reality of our finaacial position.

Our capital base has been materially eroded and this is reflected in the recent lowering of our
Standard & Poor’s insurer financial strength rating for our Australian business from A- one
notch lower to BBB+, This rating remains on CreditWatch pending the finalisation of our
restructuring programme. Our New Zealand operations remain at A- due to the stand-alone
strangth of that business and some legal restructuring.

We do not now have sufficient capital to independently continue growing our Australian retail
portfolio. As we have said on many occasions, the rotail business requires substantial scale in
order to achieve the necessary cost efficiencies and profitabiliry.

Given our financial results, the global business review that we had imitiated earlier this vear
acquiring a different set of priorities and a greater sense of urgency.
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IMMEDIATE STRATEGY

We have had Lo review all of our business to ensule that we can continue to pursue only those
areas dat are sustainable in the shor to medium term. The key ohjectives have becn to protect
and puriure OUr COTE husiness areas and Lo casure that the company has a sound financial base
supported by adequate cashilow. Thishasledtna series of decisions and initiatives which have

included the following :
The Allianz venture

We have formed a venture with Allianz Australja Limited through which both comg anies will
market alt of their Australian retail general insurance business. The terms of the venture provide
Allianz with 51% equity and HIH with 49%. HiH is contributing approximaiely $1.000 millien
in gross carned premium to the veniure with Allianz contributing premium of approximately
35400 million. Allianz is paying HIH $200 millioo upfront and has a call option for the ultimate
acquisition of HIH's 4% share. The Aliianz call option s exercisable 5 years from the 1
Januery 2001 commencement {or earlier in certain defined circumstances) for an exzreise price
based on a fair market valuation and subject o a minimum of $125 mitlion and a maximum of
£500 million. HIH has a put option, axercisable for $125 million at any Lime.

HTH thus derives three benefits srom this transaction, namely $200 million in cash payable in
Jammary 2001 ; the additional $125 - 500 million ultimately payable by Allianz ; and up to five
years more of premium, claims, expenses and profits (based on HIH's 49% equity in the new
venture).

As I said earlier, the Allianz venture {5 consistent with our view that the retail market franchise
aeeds 1o be large in scale. The transaction recoguises that we cannot independently further
derive the necessary critical mass fox this orea. The intended five year term glso matches the
proposed transition period to the new APRA regulatory regime. Our eventug] exit from the retail
business will vastly reduce the amcunt of premium we are writing and our capital requirements
at the time that the new APRA regime is due to be fully operational.

Exiting the United States

We have also further reduced our longer term capital requirements by exiting our loss making
United States workets compensation business. This has been achieved through two separate
initiatives involving, the sale of our renewal rights to our workers compensation portfolio and by
ceasing to underwrite United Staies workers compensation as of 31 Qctober 2000. The United
Qates workers compensation business tepresented 10% of HiH's tota] gross earned premium in
1999 7 2000 but its financial perfarmance has been problematic and jt has certainly not met the
performance criteria established under the company s glebal business review, The exit strategy
{nvolves the sale to Alaska National Insurafice Company and 1o Arzonaut Co company of the
renewal riphts and other tangible assets related to different components of all of our United
States workers compensation portfolio.

Our remaining operations will be transformed into a managing general agency which will
generate fee income and fund the preservation of our own expett ranagement team to conduct
the run-off of our ¢laims.
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Optimising vahlue from Asia

We have accelerated the financial restrucmuring of our Asia operations. As we have consistently
said, approptiate returns will only be generated from this promising segment if we are able to
add to its scale. We do not currently have capital zvailable for such 2 commmitnent.
Consequently, we are examining a range of options, including a joiot venture approacls, designed
10 increase scale off our existing capital base. Discussions witht interested parties as part of our
joipt verture approach have conlirmed the significant value of our Asia franchise. The ultimate
decision on this business will be made on the basis of optimising that value for shareholders.

Preserving the Ausiralian corperate business base

We have moved swittly to ensurc the preservaiion of HIH’s market leading corporate insurance
portfolios and nnderwriting and claims teams following the lowering of our Standard & Poor’s
rating from A- to BBB+, On Friday, 17 November 2000, we announced, subject 16 regulatory
approval, the formation of a new managing general agency designed to provide HIH’s Australian
non-statutory corporate clients with aceess to the Standard & Poor’s AA- (very strong) backing
through the Gerling Group. The ageney structure commenced operating from 1 December 2000

We deseribed this inftiative as prudent, sensible and in the best intorests of sharsholders because
it preserves onr vatuable Australian corporate vusiness franchises notwithstanding HIH's now
tower Standard & Poor’s rating. The msurance market response has bean emphatically
supportive. Corporale insurance buyers and their intermediaries want continued access to the
underwriting and ¢laims management skills that have made HIH corporate insurapce market
teaders. The corporate tinancial issues currently being addressed by HIH do not alter the fact
that technically and operationally we are the Australian corporate insurance market lzader. The
managing genera) agency and backing {from the Gerling Group simply preserves that position.

A strong relationship with Gerling

We have also subsequently confirmed that we are in ongoing discussions with the Gerling Group
in relation to cementing even stronger tics with them. The tough market conditions for general
insurance and the emerging demands of Australia’s new APRA regime are creating an
environment where the Australian corporate insurance markst is increasingly becoping the
province of global market leaders. In addition, some of that Austratian corporate business is now
being placed offshore into markets such as Lloyd's, While it obviously makes sense for HIH to
have a strong relationship with a large interpational group, it is also currently a business
necessity given the opetational constraints of our current Standard & Poor’s “BBB+"ratng.

Board and management changes

Ag well 2s all of the other decisions made within the context of our global business review, we
have also made Board and Management chaoges. On 12 October 2000, we announcad a number

of changes following a detailed review of Board structure, corporate governance and
management issues.

The Board was been substantially restructured and reduced in size through the deletion of the
Executive Director positions and the reduction of pon-Executive Director positions by onc. The
newly constituted Board at hat time comprised the Chairman, Chief Executive, four non-
Executive Director positions and one Executive Director.
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The Board changes recognised the view of many shareholders and the wider investment
community that substantial improventents would be achieved through a smaller Board with
significantly less Executive representaion.

Ray Williams announced his retirernent on 12 October and he has now stepped down fromn the
position of Chisf Executive with the appointment of Lis successor, Randolph Wein.

{ would like to place on record my thanks io all of the individuals who served as Directors. In
particular, the contribution of Ray Williams aver 32 years should be recognised. This cempany
was hjs vision and his passion. Qut of nothing, he crezted a major Australian international
insurance group and. with it, jobs for several thousand Australians. His contribution to Australia
and to the Australian insurance industry has been substantial.

There has been some speculation conceming the issue of 2 termination payment for Mr
williams, Like most Chief Executives, he has a contract. We have finalised a termination
payment of $5 million by reference to that contract and on the advice of independent
remuneration consultants,

CURRENT SITUATION
A sound rcconstituted business

The newly constitnted Board has rcsponsibi]{ty fora signiﬁcamly reconstituted business, We
now have, going forward :

Corporate insurance market leadership in Australia and New Zealand
A 49% interest in one of Australia’s leading retail general tnsurance franchises for up to five
years
» A significant presence at Lloyd's of London, the premier intemational {nsurance market
A valuable regional nucleus in our Asia operations, and
A strengthened capital base together with a clear focus on our cors businesses.

The corapletion of our global business review will conclude the strategy for going forward with
those operations supportable within the limitations of our current capital and resources.

SPECIFIC ISSUES

Before moving o comment on our performance so far this financial year and our outlook, 1
weuld like to deal with a number ol issues that have been the subject of continuing enquiry from
our sharehoiders.

Onetel investiment

There has been a degree of confusion as to HIH's investraent in OneTel, Thig sharcholding was
acquired as part of the FAI investments and has zlways been treated as “non-core” by HIH, At
the beginning of the 1999 / 2000 financial year, HIH had close to 44 million shares in OneTel. Tt
has never been the company's investment policy to hold such large positions in any one stock.
Conseguently, since that time we have steadily realised our position on a favourable basis. HIH
now does not hold any shares in OneTel. '
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Claims rescrves

Many sharehotders have raised concerns about the adequacy of the company’s claims reserving,

both in respect of ongoing business and zlso in relation fa businesses in mn-off. The claims -
resorvies across the business are set sing management estimates and a mix of intemal and

external actuarial advice, The ¢company does not currently adopt prudential margins around 115

central claims estimates. Such margins will be required under the new APRA proposals.

Lowever, the Board is of the opinion that the reserves are adequate and this is supported by very

recent independent cxterual advice sought by the Board as parl of HIH’s current restructuring

process. It should be noted, however, that 2 degree of unceriainty will always be present in

relation to the claims estimating process and the Board's view, while weil founded, does not

mean that no deterioration inthe claims estimate position 15 possible in the future.

Potential dilutien from converling notes

The converiing notes referred to earlicr, which are listed on the Australian Stock Exchange under
the code “HNZG", provide holders with a nght of conversion on a quarterly basis from 12 June
2001, unlcss a couversion evant ocours prior to that dare. This means that on conversion, the
number of notes on jssus are able to de converted based on a formula that divides the §5 face
value of the notes by 95% of the weighted average macket price of an ordinary share for the five
usiness days prior to the date of copversion, This formula operates favaurably for ordinary
shareholders of the company in that it s non-dilationary when the company”s share price is in
excess ol the company’s net assel per share, However, such is not the case with cur share price
a1 the moment and conversion in the current share price range would have a significant
dilutionary lmpact on sharcholders.

Takeover discussions

The final topic that has been consistently raised is the position of the Board and ranagement on
takeover discussions and bids. T can provide shareholders with unequivocal assurance that at all
imes the Board and senior management has acted in the best interests of all sharcholders in all
discussions and dealings that may have ultimately Jed to corporate initiatives. Atno siage has a
bid been put on the table that would have 1ed 10 a due diligence process. On this basis, this
means that no party has been refused dus diligence access ; no-one has commenced due
diligence ; and no-one has walked away from any negotiations as & result of any due diligence
findings. Any suggestions to the contrary are false.
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FINANCIAL PERFORMANCE AND OUTLOOK
The performance since June 2000
f now turn to the company’s recent finencial performance and outiook.

The financial damage sustained in the period to 30 June has had a profound impact on our
cashflow and capital base.

The measures already taken 10 address and repair that damage have made some fundamental
changes to our business.

Contemporancously, there have been no sudden of semarkable positive changes o our external
operating envirorment tat could have offset the financial deterioration.

Since June, altbough the Australian general insurance markst conditions have continued to
improve overall. thers has not yet been any significant change to the advetse operating
conditions i our two principal offshore markeis — the United Kingdom and the United States.
while we expect the United Kingdom 10 significantly cotrect at the December / Jaouary renewal
pericd, we do not share the same confidence for the United States and have acted accordingly.
Our other spheres of operation, in Asia and New Zealand, are experiencing reasonable market
conditions.

Feqmity market movements were newriral to negative sincs June. Consequently, the operating
outcome has not been offset to any extent by investment performance.

These market conditions and our own operating performance mean that no financial furnaround
can or witl be repistered during this half year — during this critical period of pivotal structural
change.

We are now very close to the end of the first half of this financial year and, subject to final
investment market movements, the Board is of the view that a financial tumaround from ke
losses made jn the half to June 2000 is nat achievahle. Accordingly, we alse anticipate thata
loss will also be reported for this restructuring period.

The timing of restruciuring changes means tirat thoy will have little or no impact on operating
performance for this balf year. However, they provida us with a positive outlook beyoud 1
January 2001. The venture with Allianz is profitable business. Our Australian corporate
business, now written with Gerling’s backing, is experiencing strong premium rate rises. Our
remaining Australian business, in warkers’ compensation and travel insurance, are firmly in
profit. The United Kingdom is set to benefit from the widely anticipated market recovery. Our

other businesses in Asiz and New Zealand are also expecied to generate profits this financial
yeni.
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$Some abaormal itcms from restructuring

Some one-off abnormal items will also qeed o be taken into account from the restructurniag.
There is the once-off gain from the Allianz venture. Ou the other hand, the cessation of workers
compensation underwriting in {he United States will necessitate the write-off of goodwill
attaching to that business. All of the restructuring-teiated ahnormal items are expecied to be
taken to account this financial year. On the basis of current information, the Board believes that
their impact overall will not be material. Indeed, so far, the overall impact has been positive.
However, the timing of the accounting entries may mean that there 15 a mis-match of profits end
losses at the hatf year balance data even though they will essentially balance out over the full
financial yeu.

In acoerdznee with its policy, the Board will form & view on dividends when the results for the
helf year have becn finalised. :

The new strategy going forward

Going further forward, a considerable amourt of background work has already been undertaken
on the company’s mid to longer-term strategic direction. ['know that many shareholders are
keen to see anticuiated a clear 3.5 year sirategy.

{ am sure all of you appreciate that the person to finalise, articulaic and deliver that strategy
should be the new Chief Executive. The background work already undertaken will ensure that
the new Chief Executive will be in a position to make eatly decisions on strategy, management
and resources. A detailed statement on those issues can therefore be expected as soon as
possible after the appointment.

In the meantime, the company will continue to move further towards completion of its
restructuring.

Thank yeu for vour attention and for your attendance today.
I will now ask Mr Randolph Wein, our new Chief Executive to address you briefly.

Mr Wein has 2 proven track record in Chief Executive roles as well as extensive experience in
general insurance and reinsurance from a career that 5o far has included direct exposure to
insurance markets in Europe, Austalia and throughout the Asfa-Pacific region. He was selected
from a high quatity field of candidates following an international search conducted by global
exscutive search specialists Kor/Ferry International Pty Lid.

The diverse professional background of Mr Wein includes legal stadies in Germary and Panis
prior to his admissior to the Bar in Munich; fom 1981, varions executive positions with Munich
Reinsurance Co; and senior appointments in Hong Kong and Austratia with Winterthur Swiss
Insurance Company, During his time with Winterthur, from 1990 to 1998, he was the architect
of their restructuring in the Asia-Pacific region and he secured, for Winterthur, a general
insurance licence jn China,

Initially, he joined the HIH Board to represent Winterthur's interests, having engineerad the
suecessful and profitable metger between CIC lnsurance Limited and HIF. In 1998, he accepted
the appotntment of Chief Executive, HIH Asia, through which, from his Hong Kong base, he has
built a substantial and financially sound regional business. Currently, Mr Wein is the only non
Australian-based Director of HIH Insurance
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Mt Wein was the best candidate in a suong ficld because he has precisely the right maix of

personal atiribules and expertise to take on the challenges facing HIH at this time. In addition,

Tis jmernationalisation and German background will be invaluable as HIH fursher devalops its

key new ventures with the German-based Allianz and Gerking Groups.

1 will now hand over 10 Mr Weld,
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Randolph Wein - Chief Executive’s Address

Thank you Mr Cohen.

1 am honoured to be here today and to be sble to razake my first public statement as Chief
Execulive to you.

While my appointment has been ynadz by the Board, [ am the first to acknowledge that it is the ‘
shareholders to whor [ am wltimately accountable. :

Sone of you may recognise me from my existing role with HIH. For the past two years | have
been based in Hong Kong building an Asian platform for the Group. Prior to that, my work as
scniar executive with the Wintertiur (roup tmeant that | was associated with their profitable
Auostralian business including their financially rewarding period as a major sharcholder in HIH.

1 sought this job for two reasons :

First, I suongly believe that this company still contains substaptizl unrealised vajue. We have
some excellent franchises and we are «till ope of the largest general msurers in Austratia.
However, ibere are significant challenges ahead and also financial risks.

But they should be viewed in the context of a turnaround we hope 10 achieve.

Second, | am confident that I can drive the process of business change that is necessary to unlock
value and bring the company back o its past successful performance levels.

$ome new Chief Executives choose 10 50 fhrough an acclimatisation period before they begin to
put their own plans mto effect. 1 do not believe that we have the luxury of such time. We have
to move with speed and determination.

My first priority is to ensure that the business moves ahead on a solid financiat base. Ihave
already called for detailed situation reports on all critical financial areas with immediate action to
be taken.

Operationally, 1 intend to conclude the current global pusiness review and restructuring with a

core framewark comprised only of those units capable of making an on-going pesitive
contribution to earnings.

HIH has undergone and is cantinuing 10 expenence a period of rapid and substantial changg.
The company now needs to follow a clear, realistic and intelligent stratcgy.

1 am awaze that considerable work has becn done in this area. In the coming weeks 1 will be
reviewing that work, testing the findings, and finalising the strategy. 1 will be finalising the new
HIH strategy and a refined business plan and will brief shareholders as soon as possible.

A key issue | currently see is the nced 1o re-energise the whole organisation. We have 10 face
our challenges with enthusiasm as well as commimment. HIH still has a superb manpower base.
Our swaff are experienced, loyal and capable. What we need now js a team that caun lead us
successfully out of this admittedly challenging situation.
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1p summary, within the sarly weeks ofmy tenure, you can expect:

« TFinancial consolidauon
e Further restructuring, both financial and operational

The finalisation of the new BIH business sTategy going forward and the articulation ta the
market of that strategy, and

« A mew management eamn in place leading a rewviialised company.

I can assure you that | will Tead this process With & independent mind. We will have to make
tough decisions in restructuring ous business. We will have to cut costs vigorously and [ assure
vou that there will be no sacred cows. My primary objective is to increase shareholder’s value.
To that end, the interests af management and sharcholders need to be compeltely aligned.

1 am convipced that an energetic and motivated management teAM will be able to Testore the
fortunes of the company and rebuild shareholders’ wealth,

Thank you far your time 0 day. 1shall cow hand back to Mr Cohen to contime with the
meeting.

- Page 15 -




= U
g

a0

[l

nlacka - Andrew Black @ CDO (Ph: 78%9}) .
/2001 Page 1 Page Range
09702 01 10:00 FAY 81 2 6850 2083 HIH INSURANCE + 45X B ool

HIH Casually and General insurance Limited ACN 008 482 287 ) -
AME Cantre, 80 Bridge Straet Sydney, New Sauth Waies 2000, Ausiraiia

£ 10149 Sydney Stock Exchange GPD Sox 9814 Sydney 2001

Telepheme (02} 9650 2000 Faesimile {02} DE50 2083

Secretarial

Facsimile transmission

o Company Announcement Office Date 8 February 2001
Campany ASX Fax No. Auto

Total no of pages 2 Phone No.

From Fraderick Lo PhanaNo.  (02) 9650 2000
Suiyect Listing Rule 18.7 Fax No. (02} 9650 2083

Please see attached madia release due to be issuad shortly.

Yours faithfully,

N o

Frederﬁ
Cnmp‘ ny Secretary
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Media Release

HIH Insurance progress report

» Alllanz venture cperating and $200 miliion initial payment received from Allianx.

s Corporate strategy and detailed businass plan now baing finalised {with assistance
from Boston Consujiting Group).

s First phase of organisztion restructuring completed on scheduic

Sydney, 9February 2001, HIH Chief Executive. Randoiph Wein, todsy provided a progress
report on HIH's corporste restructuring initiated follow' ng his appoiniment in Tid-Decernber
2000,

The perigd 50 far under MrWe'n's leadarship has seen.

« the settlement of the firg: staga of the Allianz Australian retail venture such that $200
milllion in cash has been received with HIH's remaining interest in that venture subject to @
markat valuation within the range of 2 minimum value of $123 mution ard a maximum of
$500 million. Tne cash setiement and remaining investment in that ventura will faciftate 2
restructure of the balance sheet at 31 December 2000,

« Bupstatial progress made lowards completion of a corparate strategy and detailed
business plan which will provide the base from whch HIH moves forward. This project is .
being undertaken with high-level assistance from the Boaton Consulting Group ard is
gxpectad to ba complated before the end of March.

+ the completon, this week, of the first stage 0" an organisation (esUCIUNng win the final
stage ta be implamantad in conjunction with the new busiess plan.

According ta Randelph Wein. “We are part of the way through what is & criicat resin.cluring
phase for HIH. The operational issues are being acdressed while, atthe sams tims, we are
complsting & programme o financial reconstruction. Qur interim resuit for the six months
ended 31 December 2000 is not yet quantified ar finalised, although the Board has already
indicated that a loss will be reparted for this restruchuring period.”

'"The significant progress aiready mace on the strategy and bus ness plan project means
that we expect to be able {o make a statement on nis area when tha intanm result is
releaszd in March,"

Contact : John Clarke
General Manager, Pubiic Affairs
Tetephone : {02) 9650 200C
{0418) 361 778
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Segretariat

Facsimile transmission

To Company Announcemant Office Date 26 Fabruary 2001
Campany ASX Far No. Aurfo

Total no of pages 2 Fhonae No.

Fram Frederick Lo Phons No.  (02) 9850 2000
Subject Listing Rufe 167 Pax No. {02} 8650 2033

Please see attached media release subject of the trading halt application by the Company on
Thursday 22 Febryary 2001,

Yours faithfully,

A
[ O £

Fracarick Lo
Company Secretary
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Media Release

Procass and timing for announcement of HiH interim result

« Composition of interim loss
« Restructuring of business going forward

Sydney, 26 February 2001. The unique circumstances surrpunding the preparation of the HIH
2000/2007 intcrim result together with razant speculation from various media sourceg makes it
necessary for the campany to issue this annauncernant.

This reporting period covers an extraondinary degras of change In the company's profile and
discontinuance of some nen-core business. The major business change in the perind is the
venture with Alltanz Austraiia Limited on Australian retail business.

The changes to, and raview of, HIH's business mean that the accounting treatment of the
valua of the business going forward may also change, resulting in one-off changes o the
balance sheet H so, the changas woukd be reflected in the profit and loss statement.

Final advice from HIH's actuaries, accountants and othar advisors ¢n thase complex matters
has not yet been recelved and so has not been cansidered by HiH's eaxacutiven or the Board.
As a cunsequence, Directors are not at this point aware of the quantum of the interim ioss. In
that light, any spacutation that the amount of the interim loss has already teen determingd s
incarrect and any estimates as tu the quanturn of any l0ss are thus pure speculation.

What is clear at this point is that the losa will primarnily relate to restructuring actvity.

The Board is conscious of tha need 1o inform sharshalders of their conclusions as aarly as
passible. However, the new CEO and execulive management team have been operatng only
since Jaruary 2004. They have baen contermporanecusly dealing with the operating
performance of the company, preparation of the intarim result, and a compilex process of
business and finandcial restructuring for KIH going forward. Yvork an all of these matters has
alsa involved a wide range of external expert advisors, As with all major business
development, HIH has also been keeping its bankers clossly informed on tha changes and tha
cempary has the full suppert of its bankers in addressing this process of business
restructurning.

The tight schedule belng adhered to by everyana invaived includes o seres of Board
Meetings, the first of which |s scheduled for next Monday, 26 February. The Board Meatings
will be reviewing all this information and advica relating to the change in the business
including: the claims estimates for all current and discontinued business areas; financial
evalyation of all aurrent and discontinued business assets and non-core assets; financlal re-
engineering; the business restructuring; ang the corpurate strategy and business plan for HIH
gaing forward.

Page 1




4sar: blacka - Andrew Black @ CDO (Ph: 7899) - .
04/06/2001 Page 3 ’ Page Range
2602 01 09:28 FAX 81 2 §650 208D BIH INSURANCE s as% Buns
Page 2

Based on the infarmation presented al those meetings the Directors may make dacisions
which, individually and collectively, have a material impact on the interim loss. In this context,
those wishing to make investment decisions on the company shouid be aware that the most
comprehensive statament on the gompany's financial position will aot be available until all of
the current wark is finalised by management and the Board has had the cpportunity to make
dacisions baged on complete information.

The management raview process and the Board's delibarations wilt be concluded in {ime far
the company to announce iis Interim result and future strutegy and business plan or. Friday,
16 March 2001.

This timetable is consistent with our progress report 01 thess issues as provided to tha ASX
on 8 February 2001.

Contact: John Clarke
General Manager, Public Afairs
Telsphone : (02) 9650 2000
(0418) 361 778
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1 March 2001

Austrafian Stock Exchange Limited
20 Bridge Street
T Sydney NSW 2000

Attention: Ms Luise Eising

Dear Luise

| am writing to confirm your verbal advice to me this moming that the trading halt on the listad
securities of the company and subsidiarias would not be lifted desprts the media release lodged
by the compary on 28 February 2001.

On the basis of that verbal aavice, the Company lodged s request that the ASX immediately
suspend the secunties

Yours sincerely

JOHN CLARKE
General Manager, Public Affairs
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AUFTRALIAN STOCK EXCHANGE

MARKET RELEASE

1 March 2001
HIH Insurance Limited and HIH Holdings (NZ) Limited

SUSPENSION FROM OFFICIAL QUOTATION

The securities of HIH Insurance Limited and HIH Holdings (NZ) Limited
(the “Companies™) will be suspended from quotation immediarely, at the
request of the Companies, pending release of an announcement to the
market.

Security Codes: HIH

HIHG
HNZG

AR A Elosk

Andrew Black
Senior Companies Advisor
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Ta Ms Luise Elsing Dale 1 March 2001
Company ASX FaxNo.  9241-7620
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From Fraderick L& Phone No.  {02) 9650 2000
Subject Fax No. {02) 9650 2083

Please see attachad.
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Austraitan Stock Exchange Limited
20 Rridge Strest
Sydney NSW 2000

Attention: Ms Luise Elsing

Request for suspension of securitias from guotation

HiH Insurance Limited ("HIM") requests that ASX immediataly suspend from quetation each
dass of securities quoted on ASX which are issued by HIH or a subsidiary (the
“Suspension”).

HIt | requests the Suspension because, for ihe reasons set outIn its announcement dated
26 February 2001, a comprehensive atatement on the company's financial pesition will et
be available until all of the current work is finalised by management and the Board has had
an opportunity to make decisions based on compiete infarmation.

The Baard doss not currently hava reasonable grounds for making any further
ahnouncement ¢ to the expected guantum of intarim |oss. Indead to make such a further
annocuncament at this stage could invoive a lack of reasonable care on the pat of the
Directors and could lead to potential iablfity under the Corporstions Law,

HiH requests 1hat the Suspension remaln in placs untll such time as the Directers have
available the information and advice necessary o enable them o form a view on reasanable
grounds as to the expecied quanium of the interim jous,

HIH is not aware (as defined in the Listing Rujes) of any reason why s securities should not
pe suspended.

if ASX requires any further information I ralation to HIM's raquest for suspension of
guotation pleass contact the undersigned on 9550-2455. .

Yours fatthfully,

ANA
Fredericl Lo

Company Secrotary Y
For and on behalf of HiH Insurance Limited




"SER: placxa - Andrew Black @ CDO (Ph: 7899)
1470672001 page 1 Page Range 1-2
1503 "0l 19:18 FAX 61 2 9850 208 i '
3 HID INSURANCE =+ ASX @aol

e — __m_.___,__,,_——-v—“"‘——

HiH Casually and Senermi inSLTENCE Limited ACGN £08 4 a2 201 -
AMP Contra, 50 Bridge Street, Syaney, New South Wales 2000, Australiz
- DX 14148 Sydney S0ck Exchange GPD Box 2814 Sydney 2001 )

Talgphone (62) PES0 2000 Facsimile (02) 8650 2083

¢ INEURANCE,
Secrefarial
Facsimile tr ansmission
To Company Announcement Office Date 15 March 2001
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From Frederick Lo Phone No.  {02) 8650 2000
Subjact Listing Rute 3.1 Fax No. (02) 9650 2083

Piease see attached madia release due to be issued shortly.

Yours faithf) 'lly,

Company Secretary
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Media Release

HiH moves to appoint provisional liquldator

Sydney, 15 March 2001. HIH Insurance Limited announced it had thils avening recaved approval from

the NSW Supreme Court 10 place the company inte provisional liquidation.

The approval foliowed 3 resolution by the Board, enshling KPMG to be appointed to HiH and its 18
cortrolied entities.

Today's announcement foliows a Board-commissioned review of operatians by KPMG which has

indicated a loss of approximately $8C0 million. Losses from discontinued HIH United Kingdom and

United States busingss as well a3 other discontinued intlernational business writtan fromn Australia, could

no tonger be suglained by the saund Australian operations.

KPMG Partner Tony McGrath said that HIH wil pe managing fis existing iabiliies and claims, but will not
he writing now businass. The balance sheet now wil facitate an ordery run-cff but is not capable of

supporting chgoing insurance business.

Mr McGrath said | “While it is t00 early to be talking about putentiai outcomes following the initial review

procass, KPMG will be working with HIH rranagement to continua the process of retaining 8s much

vaiue as possible in the compary for the benafit of palicyhoiders, craditors and shareholders. KPMG will

glso be continuing its review af the HIH operations”

HiH's interim results process had been delayed because of the complete financial review Inttiated by the

naw Chief Executive, Randoiph Wein, who had upon his appointment committed to undertaking a
thorough financial cituation analysis. Mr\Wein's analysis, suppafted by expart axemal advice and
further Board review, has led to some tough decisions in regpect of the ongoing eperations af HiH.

Mr Wain said : “Todsy's decision was difficuit for the Board, but prudent and necessary given presant

indications about the extant of the losses fof the first halt and thelr impact on the balance sheet. In
addition. what has come to light through the business restrusturing process are further ocantingsnt
liabilities that an already weakened balance sheet could not sustain.”

“The recent sales of Austraiian and New Zaaland businesses have captured substantiai value far

sharenolders. The transgctians witn Altiarz, QRE and NRMA have all delvered very positive fnancial

outcomas from valuable franchises that were being significantly eroded in the marketplacs. Those

companies have committed to take on the vast majority of HIH employaes involved in the respective

pperations.

“Today's decision 5 in the best interests of all stakehalders. The management of HIH will now be
warking closely with KPMG ta ensure the best outcome is achieved,” Mr Wein said.

An information line will b established by Menday, 19 March 2001 to update shareholders and
policyholders on daveiopments.

Contact: John Clarke gauka Hannaford / lan Smith
General Manager, Public Affairs Gavin Andersen & GCompany
HIH insurance Limited Telephcne:  (02) 9552 4489
Taiephone | (02) §850 2388 Mobile 0413 040 180/ 0418 514 811
Mcbile © 0418 361 778






