HIH Insurance Limited ACN 008 636 575

50 Bridge Street, Sydney, NSW 2000, Australia

DX 10149 Sydney Stock Exchange, GPO Box 9814 Sydney 2001
Telephone 61 2 9650 2000 Facsimile 61 2 9650 2030

16 November 2000

The Manager

Company Announcement Office
Australian Stock Exchange Limited
Level 4

20 Bridge Street

Sydney, NSW 2000

Dear Sir / Madam
LISTING RULES 3.17, 4.7 AND 15.4

Enclosed please find the following documents which are being sent to the Company’s
shareholders:

(a) notice of annuai general meeting to be held on 15 December 2000,
(b) 2 copies of the Concise Annual Report for the year ended 30 June 2000; and

(c) 2 copies of the Annual Report for the year ended 30 June 2000.
Yours faithfully,

Freder;ék Lo
Company Secretary
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é@kﬁd,m ledge it was an even tougher
vear for our shareholders, given the
substantial erosion of value of holding

that took place in the share price.

What went wrong? In short, the strong
performance from our Australian and
New Zealand operations was not

Sﬁ Icient to offset the market
difficulties encountered in both the
United Kingdom and the United States
as well as substantial losses that
emerged from the acquisition of

FAl Insurances Limited.

Howv did it happen? Like many
insurers, over time, we have sought
to balance our business and spread
our risks (by product and geographic
market). In our case, this spread of
operations beyond our Australian-base
actually exacerbated the problems
because of the coincidence of the high
frequency of catastrophes faced in the
London market and the continuing
poor market conditions for California
workers compensation. Moreover,
while we streamiined and improved
the operations of FAIl post-acquisition,
we suffered badly from adverse claims
development from business acquired
through the acquisition of FAL

gisome deterioration had been

nor could it have been anticipated.

The end result is that the events of the
year inflicted material damage on both

our profitability and our capital base.

What are we doing about it?
Well, we now must live within the
fimits of our current capital and

- This means we have had

to review all of our business to ansure

that vve CONTInUE O BUTSUE OBy ThCS
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As well as reviewing the whole
business, we've made Board and
management changes. Ray Williams
will be retiring from the position

of Chief Executive and will step
down on the appointment of his
repiacement. On behalf of the Board,
| would like to place on record our
thanks to Ray Williams for his
contribution to HIH. He founded
this company and over 30 years of

dedication and tireless effort he

turned a start-up business into a global

corporation with turnover of $3 billion
and total assets of $8 billion —

a remarkable achievement. Ray has

inspired all around him with his selfless

passion for the company and his work

athic. We all wish him well.

More changes will no doubt follow
on the appointment of a new Chief
Executive, an appointment currently
expected to be made before this
calendar year end. The key objectives
for HIH going forward are to protect
and nurture our core business areas
and to ensure that the company has

a sound financial base.
This report contains more details on
ail of these areas.

Before concluding, | would like to
thank my fellow Directors and all of

the management and staff for their

been a testing period for the company

and its shareholders. Everyone has

shown exceptional commitment 1o

the company and its future
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Continuing improvement in the
HIH Australian book (two-thirds of

the company’s business).

Further adverse experience from

FA[ run-off business.

Losses flowing from the depressed
stage of the United Kingdom rate

cycle.

Initiating, early in 2000, a global

business review.

Arising out of that review, post-

balance date, by :

* forming a new retail insurance
venture with Allianz Australia
Limited designed to provide

steady earnings and a capital

m  With corporate insurance market

leadership in Australia and New

Zealand.

m Strong results, yet again,

in New Zealand.

m A volatile and problematic market
environment for our California-
based United States workers

compensation business.

m  Continuing challenges in
establishing a supportable critical

mass for our Asian operations.

base tailored to meet Australia’s

proposed new regulatory regime

* introducing changes to Board

structure and management

aimed at substantially improving

corporate governance and Board

efficiency

m With a 5 year 49% interest in one
of Australia’s leading retail general

insurance franchises.

B A regulatory reform process that

will make Australia one of the
world's most capital intensive

insurance jurisdictions.

A post results announcement
Standard & Poor’s ratings
downgrade from A- strong financial

strength to BBB+ good.

* ceasing to underwrite new
workers' compensation business
in the United States and selling
the renewal rights to California

workers’ compensation business

* accelerating the financial
restructuring of our Asia

operations.

With a significant presence at

Lioyd'’s of London.

On a strengthened capital base
and a clear focus on our core

businesses.

surance 1
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oital at Lioyd's.

m  Results for the year from both

the UK Branch run-off and the
Cotesworth syndicates were
generally poor, although it is worth
noting that the historical financial
performance of the principal
Cotesworth syndicates has been
favourable compared with the

Lloyd's market overall.

Lloyd’s results are produced on
the basis of 3 year accounting.
This means that the 1998, 1999
and 2000 underwriting years have

not yet closed.

According to international rating
agency, Standard & Poor’s, "Poor
results are expected for the 1998
and 1999 years of account.
Results will improve in 2000, but
will remain significantly negative.
Pricing conditions and resuits will
be substantiaily stronger in 2007"

{September 2000). Standard &

~ o cr [P ] [N
FUUl S Has it nicu il AT o0 vy

he Lloyd's insurance
market, "refiecting the fact of

Lioyd's attractiveness as a marke?

m The experience of HIH's Cotesworth

syndicates matches that of the
Lioyd's market overall — strong,
but volatile, earnings over the
course of insurance cycles.

With the market now moving into
the upward phase of the rate cycle,
there are grounds for optimism.
In addition, HIH's strategic
application of whole of account
reinsurance protection is assisting
to reduce earnings volatility going

Torward.




ASIA

HIH has been in Asia for more
than 15 years and this year wrote
$101.8 million of gross earned

premium in the region.

Beyond the group’s Hong Kong
base, HIH also has operational
interest in Thailand, the Philippines,
Indonesia, Malaysia, South Korea,
Mainland China and Papua New

Guinea.

The combined operating ratio for
Asia operations this year was
112.5%. This outcome was primarily
due to a high business expense
base (which itself was compounded
by the level of unearned premium

generated from recent growth).

The HIH Asia business base is
sound and the management team
in place is excellent. The prospects
for the medium-term, in particular,

are good.

Our 2000 global business review
identified that a substantial increase
in the volume of business written in
Asia is required to properly develop
the business and to optimise
earnings. The timing for such
expansion is favourable now, with
Asia insurance markets quickly
maturing and with macro-economic
indicators showing generally

positive signs.

HIH has different priorities for its
capital, however. Consequently, in
the interests of shareholders, the
preferred course is to sell the Asia
business to another party with a

stronger Asia focus.

This means that the Asia operations
are under active review for capital

restructuring.

UNITZD STATES

» United Siates business represented

10% of HIH's total gross earned
premium in 1999/2000, but the
financial performance of the United
States portfolio has been

problematic.

All of the portfolio is comprised of
workers’ compensation insurance
{a key competency of HIH), of which

two-thirds is California business.

The situation in California has
shown greater volatility than any
other United States property/

casualty segment.

HIH has thus far survived the
oppressive California environment.
However, conditions in California are
not improving at a sufficient pace to

meet our earnings imperatives.

Consequently, on 31 October 2000
the company announced the sale

of renewal rights to the California
business and that it had ceased
underwriting workers’ compensation
business in the United States.

The California operations will be
transformed into a managing agency
in order to generate externally-
sourced fee income while retaining
claims management expertise and
managing the HIH run-off in an

orderly and efficient manner.

AUSTRALIA

B Australian operations contributed

$1,633.2 million, or 57%, of the
year's gross earned premium and
$1,294.5 million, or 65%, of net

earned premium.

As predicted, the Australian financial
performance continued to improve
with @ combined operating ratio of
102.0% recorded for the year.
Strong performance was recorded in
retall insurance and the expected
rate improvements moved the
corporate book substantially back

towards profit.

The Australian premium rate
environment is now favourable for

most classes of business.

In Australia, we believe that we
cannot independently achieve the
scale necessary to maintain and
further develop a large-scale retail
distribution market franchise.

Even the largest players in that
arena have recently reported on the
significant costs associated with

such a market.

Consequently, we have joined
forces with Allianz, one of the
world'’s largest insurers, to facilitate
further generation of the scale
economies required for retail

business.

In the medium to longer-term,

we have decided to concentrate
our operations and capital on the
corporate classes of business in
Australia. These business classes
have been profitable historically and
are where premium rates are now
recording strong increases.

They also constitute the original

and core business base of HIH.

The Allianz venture provides a
5 year timeframe to migrate to
Australia’s proposed new regulatory

framework.

Insurance 3
1999/2000 Concise Annual Report




npa Azpo

BACKGROUND

» Wednesday 13 September marked

yet another important chapter of

development for HIH.

The announcement of a major

new initiative — the HIH / Allianz
underwriting agency - was the
culmination of a lengthy process
aimed at ensuring that HiH is a
financially strong and strategically
well-positioned company, especially
in view of substantial changes
propoased for the Australian

insurance regulatory framework.

HIH Insurance Limited {"HIH") and

Allianz Australia Limited agreed to

3
n
N

market their retall general It
business through a 100% ownea
Allianz company — a new market
force second only to NRMA but

P S .
VWil & Supernior

The agency business will comprise
Allianz and HIH retail insurance
business sourced through all
distribution channels with the
primary exception of corporate

b

rokers
TOKE’S.

® The terms of the venture provide

Allianz with 51% interest and HIH

with 49% in the venture.

Importantly, this transaction marks
a managed shift in strategic
direction for HIH. It is a staged,
orderly and profitabie exit from

the retail insurance area.

Our review has confirmed that a
retail strategy is attractive but
requires a level of scale that is not
within our own means to support
and grow if we are also to properly
support our historically profitable
and Australian market-leading

corporate business base.
Ar overwhelming positive is that
we have formed a strong link and

common interest with one of the

r‘iu-lr
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ALLIANZ VENTURE - UNDERWRITING AGENCY: TRANSACTION

T
\-..ﬁ\\*» i .
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- HOLDS ‘PUT OPTION
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The venture with Allianz is designed to
provide HIH with 5 years of continuing

proportionate exposure to Australian

retail insurance business.

In broad terms, this means 5 years
more of premium, claims, expenses
and profits from what is currently

a business segment generating

consistent earnings returns overall.

The move is consistent with the
company’s view that retail insurance
requires large scale in order to
underpin market share, competitive

strength and expense economies.

ALLIANZ AUSTRALIA ADVANTAG
- Underwriting ; '

\YSIrHIY zelary
DUTTEEN FE1 e KATSHIESS BT
lirzgr iyt businzzs

.. COMBINED PREMIUM $1,400m )

HIH is contributing approximately
$1,000 million in premium to the
venture and Allianz premium of
approximately $400 miltion. In order to
equalise the equity position, Allianz is
paying HIH $200 million to acquire a
51% interest in the venture.
Completion of the transaction is

the date on which the new venture

commences — 1 January 2001.

The venture parties each have options
in relation to their interests. HIH has

a put option that may be exercised at
any time for $125 million. Allianz has

a call option exercisable 5 years from
commencement (or earlier in certain
defined circumstances) for an exercise
price representing HIH's 49% interest
based on a fair market valuation
subject to a minimum of $125 million

and a maximum of $500 million.

A e T S T R TS

These arrangements thus provide

HIH with $200 million in January 2001,
with an additional $125 - $500 million
payable early in 2006, subject to
specific exercise events and the fair
market valuation (to be undertaken

by an independent accountant).

The Australian general insurance
industry’s migration to a new set of
prudential and regulatory standards,
including new capital adequacy
requirements, is currently not expected

to be completed until 2007.

rance 5
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Operating profit after income tax
for the year ended 30 June 2000
was $18.4 million compared with
a loss of $39.8 million the previous
year. The 2000 result included
pre-tax abnormal items $(18.8)
million {for the impact on the
Group's tax balance of changes in
the corporate tax range from 36%
down to 30%) and $(6.0) million
{reflecting the Queensland State
Government's decision not to allow
Compulsory Third Party insurers to
charge Goods and Services Tax on
the unearned premium as at

30 June 2000).

Gross written premium grew by
18.7% to $2 867.6 million, mainly
due to the first full year of the

P gy i b e
FAl acquisition being brough

~+

to
account.

The combined operating ratio
improved from 108.8% to 105.2%,
with most of the improvement
attributable to the Australian
operations. Significant factors
contributing ta the Australian
pertormance were the impact ot
nredicted rate innreases and cost

savings aeliverad through tne FAj

Whole of account reinsurance,
entered into with AAA and AA
reinsurers consistent with industry
practice, significantly protected the
Group's underwriting portfolio.
These contracts are long-term and
are aimed at reducing the volatility

of the profit and loss account.

Cash flow from operating activities
was negative $678 million, more
than half of this number reflecting
reinsurance payments on the whole
of account protection programme.
The settlement of large FAI run-off
claims constituted the bulk of the
balance. The whole of account
reinsurance protection has led to a
substantial increase in nen-current

reinsurance recoveries at 30 June

income wa

W

$235.4 million, representing a
return for the year of 9.8%.

The Group's effective exposure

to equities marginally reduced over
the year (from 18.9% t0 17.9%),
with the asset allocation remaining
heaviy weighted (54,7 %, towards

fixed interest / cash.
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PROFIT AND LOSS - 707 THE vEAR INDED 30 U0NE

7999 2000

$m Sm
Gross written pre_mium 24150 2 867.6
Gross earned premium 23184 28625
Net earned premium 7 662.7 1_9_35.4 _
Net incurred cloims 12008 L 1492
Net acquisition costs (210.8) (259.0)
Fire brigade charges/taxes (36.6) (39.1)
Underwriting expenses (261.2) {308.7)
Core underwriting profit((_{oss) _ (146.3) (103.5} o
Other business activities (net) 4.4 1.3
Investment income on policyholders funds 174.8 175.0
Net discount rate adjustment 9.9 -
Insurance result 428 72.8
Goodwill amortisation (17.2) (35.3)
lntere_sz‘ expenses (17.9) (31.5)
Coupon interest on convertible notes (4.5) (4.5)
Investment income on shareholders funds 71.1 60.4
Operating profit p_efore income tax, abnormal and extraordinary items 74.3 619
CTP QLD Goods and Services Tax (50.0) (6.0}
Corporate tax rate change - (18.8}
Ocal coal mine (50.1) -
Operating (profit)/loss after abnormal and extraordinary items 258 871
/nco_r_nq tax benef/_t_/(expenses) (5.8 - (17.9)
’Ope_ratf‘ing_ profit/(lo§s) afl_’er_inqome_ta)_( _ (31.6) 19.2
Outside equity interest (8.2) {0.8)
’Operating prqﬁt/{loss} after income tax, attributable to shareholders ) (398) - 184

1999/2000 Concise Annual Report |
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FINANCIAL PERFORMANCE

12 months
June 1996

12 months
June 1997

12 months
June 1998

12 months
June 1999

12 months
June 2000

Premium revenue earned - gross (exc/ VIVA)
Premium revenue earned - net

Claims incurred and expenses

Combined ratio

Underwriting profit/{loss)

Investment return on policyholders’ funds
Net discount rate adjustment

Other business activities (net)
INSURANCE RESULT

Goodwill amortisation

Interest expense

Coupon interesz on ‘gorj_vert[b/e_ notes
Investment return on shareholders’ funds

Operating profit before income tax,
abnormal & extraordinary items

Abnormal - provision for Goods and Services Tax
Extra_ord/'nary item

Corporate tax rate change

Income tax expense

Operating profit/(loss) after income tax,
abnormal & extraordinary items

Outside equity interest

Operating profit/(loss) after income tax,
attributable to shareholders

Dividend per share (cents)
Earnings per share (cents)
Net tangible asset backing per share - diluted *

Return on equity

* Adjusted for full effect of Convertible and Converting Note Issues, where applicable.

7135.8 1343.0 1641.3 23184 2 862.5
888.5 1067.0 1 300.5 1662.1 1995.4
905.4 1094.5 1.344.8 7 808.4 2098.9

107.9% 102.6% 103.4% 108.8% 105._2%” v
(16.9) (27.5) (44.3) (146.3) (103.5)

88.7 105.6 109.6 174.8 175.0
29 w29 Y 278 99 -
3.7) 7 ¥ 06 44 1.3
71.0 335 38.1 428 72.8
{4.7) 5.2) (7.3) (17.2) (35.3)
(1.8) (4.8) (4.7) (179 (31.5)

- (5.4 2.3 45 (4.5)
26.1 958 31.4 71.1 604
90.6 113.9 55.2 74.3 61.8

_ - - ~ (50.0) (6.0}

- - - (60.1) -

- - - - (18.8]
(31.4) (36.1) (17.6) (5.8 (17.9)
59.2 77.8 37.6 (316) ‘ 15.2

0.5 (0.1) (8.2} (0.8)

59.2 78.3 375 {39.8) 18.4

13.0 15.0 16.0 12.0 6.0

20.5 25.6 9.9 0.4) {0.6)

1.23 1.38 166 1.02 0.67

15.4% 16.3% 6.5% -5.0% 2.0%
nsurance 9
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The Group’s investment asset

weightings changed marginally during
17.9%  EQUITIES

the year, reflecting a slight reduction
in exposure to equities and further

progress in the property asset sale

programme (undertaken following
[i 154%  PROPERTY ) o
the company’s acquisition of FAI).

The only large non-core FAl assets
remaining with HIH are the St Moritz
hotel in New York and the Emu

Brewery site in \Western Australia.

53%  PROPERTY LOANS HIH has now completed the first stage

of the disposal of St Moritz and has
2.3% UNLISTED EQUITIES
received $125 million. The Emu

59.1%  CASH & FIXED
INTEREST

Brewery asset will be realised in an
orderly manner through on-going

deveiopment.

The overall reduction of Group

@
~

investment assets during the ye

8% ZQUIMIES payments relating tc run-off port
and long-term whole of account

reinsurance entered into during

3

ine period

5.1% PROPERTY LOANS

gt




INVESTMENTS INCOME
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EQUITIES FIXED INTEREST/ CASH PROPERTY PROPERTY LOANS EXPENSES

Net investment income for 1999/2000
of $235.4 million was a solid

performance.

The investment portfolio returned
9.8% for the year, in excess of the
benchmark return set by the Group's
Investment Committee. Equity stock
selection by the internal and external
equity fund managers substantially

contributed to this out-performance.

HIH's non-core holding in One-Tel
Limited contributed significantly to
realised and unrealised gains in the first
half. However, the market-to-market
requirement meant that, by year end,
virtually all of the unrealised gains had

been reversed.

By the date of this report, HIH was
no longer a substantial shareholder in
One-Tel and the remaining holding is
not material to HIH's investment fund.
This position is consistent with the
Group's investment policies and
guidelines and does not reflect any
particular investment view taken

as to One-Tel.

1999/2000 Concise Annual Report |




The Board of directors have pleasure
in submitting its report for the
year ended 30 June 2000.

DIRECTORS

The names and details of the directers
in office during or since the end of the
financial year are:

G A Cohen AM
R R Williams AM

C P Abbott

R S Adler AM

T K Cassidy #rampsr oomnnsnyg
D Fodera =gl .ooiooisn
J A Gardenrer

A W Gorrie

LN I P}
iv il iEad

MW Payne
A R Stitt Q.C.

G O Sturesteps

G
ihilit

n

se directers as at *ha date of this

report, are as follows:

P
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GEQOFFREY ARTHUR COHEN AM
NON-EXECUTIVE CHAIRMAN (Agen 88

Chairman of Audit, Human Resources,
and Investment Committees.

Mr Cohen has an extensive
background in corporate financial
management and was formerly a
senior partner of Arthur Andersen.

Mr Cohen's directorships include
Foster’s Brewing Group Limited and

Diversified United Investment Limited.

RAYMOND REGINALD WILLIAMS AM
DEPUTY CHAIRMAN & CHIEF EXECUTIVE tAged 64

in 1968 Mr Williams, together with
Mr Michael Payne, founded the
Company that ultimately became
HIH Insurance in Australia.

He has held senior executive positions
in the insurance industry for 40 years
and is currently a Board Member of
the Insurance Council of Australia
Limited.

CHARLES PERCY ABBOTT

NON EXECUTIVE DIRECTOR (Aged 611

Member of Audit Committee.

Mr Abbott, a former partner and now
a consulftant to the major law firm
Blake Dawson Waldron, is also a
director of a number of other
companies including Flinders Capital

Limited and Bass Capital Limited.

RODNEY STEPHEN ADLER AM

N

XECUTIVE DIRECTOR {Aged 41

Member of Investment Committee.
Mr Adler is Chairman and Chief
Executive of Adler Corporation Pty.
Limited. He has a Bachelor of
Commerce degree from the University
of New South Wales, a Master of
Economics degree from Macquarie
University and is a Fellow of the
Institute of Chartered Accountants

in Australia. Mr Adler is a Governor

of The Sydney Institute, an Adjunct
Professor in the Faculty of Business
at the University of Technology,
Sydney, and is a director of other
companies including Anaconda Nickel
Limited and One-Tel Limited. He is
chairman of Medicine Quantale Limited
and Home Security International, and
joint chairman of Juvenile Diabetes

Australia.

JUSTIN HERBERT GARDENER

NON-EXECUTIVE DIRECTOR {Aged 84)

Member of Audit and Human
Resources Committess. Mr Gardener
had been a partner in Arthur Andersen
since 1972 and ultimately was a
Managing Practice Director with
responsibility for the Asia Pacific
Region over which he has developed
a high level of expertise. He is
chairman of Ashton Mining Limited
and his other directorships include
Austar United Communications
Limited, Combined Communications
Network Limited, Hillgrove Gold NL
and Hutchinson Telecommunications

{Australia) Limited.

ROBERT REGINALD STITT Q.C.

MON-EXECUTIVE |

ZCTOR 1Agad 53

Member of Audit and Human
Resources Committees. Mr Stitt has
practised as a barrister extensively
since 1968 and was appointed a
Queen's Counsel in 1983. Mr Stitt has
been a legal adviser to the Company
since it commenced business in

Australia.

HERMANN FRANZ RANDOLPH WEIN
CHIEF EXECUTIVE, ASIA iAged 471

Member of Reinsurance Committee.
Mr Wein is an attorney-at-law and has
had 20 years operational experience in
the insurance industry, a substantial
part of which is in the Asia Pacific area.
Before joining the Company, he had
been a senior executive of Winterthur
Swiss Insurance Company for 8 years,
with the last 4 as its Regional Chief

Executive, Asia Pacific.

Unless indicated otherwise,
all directors held their position as a
director throughout the entire year

and up to the date of this report.

ISLrance. 13
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it COMNMITTER MEETINGS
AUDIT REINSURANCE INESTMENT §42A% TRANSFER
6 3 4 4 15
6 3 4
6 15
! Abfzqrt -4 2
R'S Adier AM ' 5
T K Cassidy 4 4 15
D Fodera 6
JH Gardenér 5 : 3
A W Gorrie ai 3
N R Head i 7
W Payne 4 4
R A Sttt Q.C. 5 3
G O Sturesteps 4 4
HF R Wein 4

L birGore was ligivie 10 stiend 4 Boart icelings pnor .o ssiyi'g S

M Read was eligible to sttend 2 Board Meetings prior tc resigring from office

in 1999 from 31 December to 30 June,

‘Due to the change in the financial year not meet during the period of 1 July
' 1999 to 30 June 2000, as its meetings

were scheduled either before or after
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5753670
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these dates. This Committee meets

at least cnce every calendar year.
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DIRECTORS’” AND OFFiCERS” REMUNERATION
e _______________________________________________________________________________________|

Details of remuneration provided to Executive and Non-Executive Directors and the five most highly remunerated officers for the year to

30 June 2000 are as foflows:

BASE COMMITTEE INCENTIVES RETIREMENT OTHER TOTAL
SALARY/FEE FEES BENEFITS

NON-EXECUTIVE DIRECTORS m
G A Cohen AM 150 000 18 000 - 48 090 - 216 090
C P Abbott 46 468 4000 - 35932 - 86 400
R S Adler AM 46 533 3000 - 3467 - 53 000
J H Gardener - 7 000 - 50 000 - 57 000
A W Gorrie 17 451 3000 - 11 856 - 32307
N R Head 5576 - - 1220 - 6 796
M W Payne 133317 - - 133317
R R Stitt Q.C. 50 000 7 000 - 11574 - 68514
EXECUTIVE DIRECTORS
R R Williams AM 1140 625 - - 7 067 - 1147 692
T K Cassidy 664 833 - - 7 067 - 671 900
D Fodera 646 602 - - 30 526 - 677 128
G O Sturesteps 700 219 - ; - 7067 ¢ - . 707286
H F R Wein 529410 - © 118918 - 648 328
OFFICERS
G Davies 549 311 - 556 234 133 046 - 1238 591
G Brown 632 145 - 88012 34917 - 755 074
H Simons 621011 - - © 78307 - 699 318
B Deverecese 526 021 69 080 95 033 - 690 134
N Britten 496 754 - 67 157 107 368 - 665 279

No options were granted during the year

PRINCIPAL ACTIVITIES

The principal activities of the
consolidated entity during the year

in Australia and internationally were
general insurance underwriting,

the operation of insurance
underwriting agencies, investment
funds management, financial services
and property. The consolidated entity
also managed workers compensation
schemes in New South Wales, Victoria

and South Australia.

GROUP RESULTS

Consolidated profit of the entity for

the year ended 30 June 2000 was
$18.4 million after extraordinary items,
income tax expense and outside equity

interests.

DIVIDENDS

A 100% franked dividend of

$18.5 million in respect of the previous
period, as disclosed in the 30 June
1999 Directors’ Report, was paid on
17 September 1999.

An interim 100% franked dividend of
$18.7 million was paid on 7 April 2000.

Coupon interest totalling $21.3 million
relating to convertible and converting
notes issued, which are classified as
equity, has been treated as a

distribution out of retained earnings.

The directors declared a 100%
franked final dividend of $9.4 miilion
representing 2.0 cents per share
which was paid to all shareholders
on 6 October 2000.

Additional information is disclosed

in the full financial statements.

| HiH Insurance 15
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REVIEW OFf OPERATIONS

Premium revenue earned was

$2 862.5 million for the year

to 30 June 2000 compared to

$3 136.8 million for the eighteen
months to 30 June 1999. Operating
profit after income tax for the year
was $18.4 million as compared to the
operating loss after tax amount of
$21.2 million for the sighteen month

period to 30 June 1999.

SIGNIFICANT CHANGES IN THE STATE
OF AFFAIRS

In the opinion of the directors there
were no significant changes in the
- istate of affairs of the consolidated
t ntity that occurred during the

dinancial year under review.
"gl}iANGE OF FINANCIAL YEAR END

‘consolidated entity changed its
( Yinancial year end from 31 December
to 30 June as at 30 June 1999.

These financial statements have

been prepared to provide financial
information and statements for

the year to 30 June 2000, with
comparatives stated for the eighteen
maonth period to 30 June 1999.

IGNIFICANT EVENTS AFTER

agreement was signed between
certair controlled entities and Allianz
Australia Insurance Limited {a wholly-
owned subsidiary of Alianz AG). The
Joint venture business will conprise
Allianz ana those controlied entity’s
private motor; housenciaers, C7F

tNew South Wales and Queenrslandi;

The terms of the joint venture provide
Allianz with 51% equity and the
consolidated entity with 49%,
effectively reducing the consolidated
entity’s retail annual premium by
around $300 million to $700 million.
Under the agreement, Allianz will pay
the consolidated entity $200 million
upfront and have a call option to
acquire the consolidated entity’s joint
venture interest at fair market value
after 5 years (up to a maximum of
$500 million with @ minimum of
$125 million). The consolidated entity
has a put option, exercisable at the

minimum valuation at any time.

Other than the abovementioned,

the directors of the parent entity
have not become aware of any matter
Of circumstance that has arisen since
the end of the financial year. which
is not otherwise dealt with in the
consalidated financial statements,
that has significantly affected or may
significantly atfect the operations of
the consolidated entity, the results
of those operations or the state of
affairs of the consolidated entity in

subsequent financial years.

The directors expect the consolidated
entity’s future operating results to be
affected by the joint venture with
Allianz Australia Insurance Limited

&5 noted above.

There are no cther iikely develoomerts
in the operations of the consolidated

entity and the expectad rasults of
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SHARE OPTIONS

Details of options granted to directors
or relevant officers as part of their
remuneration are set out in the section
of this report headed Directors” and
Officers’ Remuneration. Details of
shares and interests under option, or
issued during or since the end of the
financial year due to the exercise of an
option, are set out in Note 28 of the

full financial statements.

DIRECTORS’ AND OFFICERS’
REMUNERATION

Remuneration of directors and
senior executives of the Company is
established by the Human Resources
Committee. Remuneration is
determined as part of an annual
performance review, having regard
to market factors, a performance
evaluation process and independent

remuneration aavice.

For executive directors and officers,
remuneration packages generally
comprise salary, a performance-based
bonus and superannuation. Executives
are also provided with longerterm
incentives through the employee share
ownership and option schemes, which
act to align the executives’ actions

with the interest of the shareholders.

Non-executive directors are not
entitled to performance based

bonuses.

The non-executive directors are
responsible for evaluating the
performance of the Chief Executive,
who in turn evaluates the performance
of all other senior executives. These
evaluations are based on specific
criteria, including the Company
business performance, whether long-
term strategic objectives are being
achieved and the achievement of

individual performance objectives.

INDEMNIFICATION OF DIRECTORS
AND OFFICERS

During the year, a controlled entity
paid an insurance premium to insure
directors and officers of the parent
entity and its controlled entities against
liability. The directors of the parent
entity covered by the insurance
contract are those listed on page 12.
The contract also covers all executive
officers, and directors and secretaries
of wholly-owned controffed entities.
Disclosure of the amount of insurance
premium payable under, and a
summary of the nature of liabilities
covered by, the insurance contract is
prohibited by a confidentiality clause

in the contract.

Signed in accordance with a resolution of the directors.

MM

G A Cohen AM Director

Sydney, 16th October 2000

7

ROUND'NG OF AMOUNTS

The parent entity is of a kind referred
to in the Australian Securities and
Investments Commission class order
98/0100 relating to the rounding of
amounts in the consolidated financial
statements and Directors’ Report to
the nearest tenth of a million dollars,
or in certain cases, to the nearest

thousand dollars.

LODGEMENT OF FINANCIAL
STATEMENTS

The parent entity has been granted
approval by the Australian Securities
and Investment Commission to lodge
the financial report of the consolidated
entity by 31 October 2000. Approval
has also been granted to send the
financial report to the members of the
parent entity by 30 November 2000.

R R Williams AM

1899/2000 Concise Annuai Report
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‘the end.of the reporting pariod

e-were several changes to the

varel to improve Board efficiency.

effective

wever, he

R R Williams AM will be retiring

from the position of Chief Executive

g

directors with a wide range of

experience necessary for the compicx,
international business HIH now

represents. Drawing on a diverse

range of professionals, HIH's Board of
Directors inciude high ‘ave: axperisnne

WFIRsUrance, financis! msnagement,

areas. Most of HIH's directars ae
semor Board acpoiniments incrher

COTILEINES, o0 gy eve Ul o tu o,

Chief Executive or Serior Partngr evei

b Al nourerce

TERMS OF APPOINTMENT

In accordance with the Company’s
Articles of Association, Board
appointments have been made

subject to election by shareholders

at the Annual General Meeting and
re-election. Directors (other than the
Chief Executive) retire from office after
a three year term. Under the Articles
of Association, the office of an
Executive Director may become vacant
in certain circumstances including the
incumbent ceasing to be an Executive

of the Company for any reason.

MEETINGS AND AGENDAS

During the reporting period, the Board
met on 6 occasions and directors also
attended a number of meetings of
Board committees (see Page 14 of this
Report). Agendas for Board meetings
are determined by the Chairman and
the Chief Executive. Each committee
chairman determines the agendas for
comimrittee meetings in consultaticn
with senior management. In addition
to formal Board meetings, there is alsc
regu:ar corsuiaton between the

Board ard sanior management.

an anndai review of operations in

it oy -
SonpLnCton v T maragameant.

BOARD COMMITTEES

The four main committees and their

functions are:

* Audit: considers any significant
matters relating to the financial
affairs for the Company, including
audit issues, accounting poiicies
and performance standards in
refation to financial systems and
management, as well as
environmental and Code of Ethics

IsSsues.

*  Human Resources: reviews total
remuneration for senior executives,
organisation structure, succession
and development plans for senior
managers and issues relating to

the constitution of the Board.

* Reinsurance: reviews the scope
and nature of Group reinsurance
programmes including gross
capacities and retention levels for
svecific business classes and
provides a forum for examining

relationships with reinsurers.

o Inyestment: cons'ders and

z

on currency and property dealings,

and reviews the performance of

[§9)

CARD POLITIES

Bevond any reauirenents undar

Corporatiors Law ard tre Constiition,
ard has in place soenifo

the Boar:

poiic.es on:
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VOTING RIGHTS
Ordinary shares

Subject to the Constitution of the
Company, a member entitled to vote
may vote in person or by proxy or by
attorney or by representative at
meetings of members.

On a show of hands every person
present who is a member or proxy,
attorney or representative of a
member has one vote; and on a

poll every person present who is

a member or proxy, attorney or
representative of a member has one
vote for each share held by the
member.

Convertible notes/Converting notes

Noteholders do not have any right
to vote at general meetings of the

Company.

STOCK EXCHANGE

The shares of HiH Insurance Limited
are listed, and traded under the code
HIH, with the Australian Stock Exchange
Limited. The convertible notes are
traded under the code HIHG, and the
converting notes under the code
HNZG. The Company is a participant

in the Clearing House Electronic
Subregister System (CHESS).

REGISTERED OFFICE

The registered office is located at:
Level 42, 50 Bridge Street
Sydney NSW 2000.

Telephone: (02) 9650 2000
Facsimile: (02) 9650 2083

SHARE/CONVERTING NOTE REGISTRY

The share and converting note
registers are maintained at:
Registries Limited,

Level 2, 28 Margaret Street
Sydney NSW 2000.
Telephone: (02) 9279 0677
Facsimile: (02) 9279 0664

CONVERTIBLE NOTE REGISTRY

The convertible note register

is maintained at:

Nedra Nominees Pty. L td.

C/- Houston & Hanna Secretarial
Services, Suite 15,

seorge Turner Offices

17 McKay Gardens

Turner, ACT 2612
Telephone: (02) 6249 8515

Facsimile: (02) 6249 6792

DIVIDENDS

Two dividend payments were made in
the year ended 30 June 2000:

e 1999 final dividend of 4 cents per
share was paid on 17 September
1999;

® 2000 interim dividend of 4 cents
per share was paid on 7 April 2000

A final dividend of 2 cents per share
was paid on 6 October 2000.

A dividend reinvestment plan is in
place which enables the shareholders
to apply dividends paid or declared

in subscribing for ordinary shares at

a 5% discount from the weighted
average market price of the Company's

ordinary shares.

Shareholders may participate

in respect of all their holdings or a
specified number of shares, and may
vary the level of participation or
withdraw from the plan at any time.
Shareholders who wish to take part
in the plan should contact the share
registry for an explanatory booklet

and an application form.

2000/2007 FINANCIAL CALENDAR
13 SEPTEMBER 2000

2000 preliminary profit announcement

and final dividend declaration.

22 SEPTEMBER 2000

Books close for final dividend.

6 OCTOBER 2000

Payment of final dividend.

15 DECEMBER 2000

Annual general meeting.

MARCH 2001
Half-yearly profit announcement
and interim dividend declaration.

Books close for interim dividend.

APRIL 2001

Payment of interim dividend.

SEPTEMBER 2001
2001 preliminary profit announcement

and final dividend declaration.

OCTOBER 2001

Payment of final dividend

surance 19
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TWENTY LARGEST SHAREHOLDERS » FULLY PAID

i INSURANTE LINITED

NUWBER OF ORDINASY SRARES % OF TOTAL
28 129 580 5.90
26 938 265 565
22 885 142 4.80
16 433 993 3.44
15042 167 3.15
10 727 398 225
9075209 1.90
- Westpac.Custodian Nominees Limited 5908 763 1.24
‘9 HSBC Ci)sfody'Nom/nees (Australia) Limited 5776 244 1.21
10: Commonwealth Custodial Services Limited 5 768 784 1.21
11: . Citicorp Nominees Pty Limited 5648 503 1.18
12: Perpetual Trustees Australia Limited 4 627 856 0.97
i3 Avahpark Pty Limited 4 311496 0.50
14. woor Pty Limited 3438 699 0.72
15 n Foundation Investment Company Limited 2970643 0.62
16: 2920 064 0.61
17: 2635337 0.55
18: d Reginald Williams AM 2 360 820 0.50
19 ss/dy Pty Ltd 2213545 0.46
nees Pty Limited 2164 898 0.45
179 977 396 37.71

SIHINSURANCE LIMITED

_V3IR OF CONWERT B2 WQTE3 OF TGO AL
terthur Holdings Australia Limited 13 069 356 53.93
“Perpetual Nominees Limited 7570 330 6.48
National Nominees Limited 1032 381 4.26
B Servic 894 254 369
868 190 3.568
minees Limited 698 964 288
ustralia Limited 394 335 163
334 863 1.38
Mzl frustees Nominees Limited 330 506 1.36
a Custodian Pty Limited 246 541 1.02
Commonwealth Custodial Limited 229 318 0.95
Wearesyd Braprietary Limited 150 000 0.62
e - Melbourne Ccrgregeticn 120 000 0.50
todiane Limited 112008 n.19
time Compary Limited 117 765 0.49
er Custodian Corporation Limited 0.42
joe Legai and General Life of Aust-aia Limiteo 0.40
43 Meatine Limited [ERE;
meaith Super Fty Ltd .25
Gré}'staﬁés Entercrises Pty L 55000 024

20 6587 378




TWENTY LARGEST 1998 CONVERTING NOTEHOLDERS # UNSECURED AT 7.535% HIH HOLDINGS (NZ) LIMITED

NUMBER OF CONVERT.NG NOTES % OF TOTAL

1: SG Australia Limited 10 186 854 23.90
2: AMP Life Limited 10 000 000 23.46
3 National Nominees Limited 7 777 591 1825
4 The National Mutual Life Association of Australia Limited 2 006 564 4.71
5: Legal & General Life of Australia Limited 7 500 000 3.52
6: Elise Nominees Pty Limited 1 308 643 3.07
7: Citicorp Nominees Pty Limited 1285592 3.04
8: South Australian Asset Management Corporation 1 000 000 2.35
9: Permanent Trustee Company Limited 634 420 1.49
10 MLC Lifetime Company Limited 378 426 0.89
1 Arton No. 001 Pty Ltd 308 000 072
12: Questor Financial Services Limited 279 000 0.65
13: Challenger Life Limited ‘ 221019 0.52
14: Westpac Custodian Nominees Limited ; 220 000 0.52
15: Allind Pty Limited ‘ 210 958 0.49
16: CSFB Second Nominees Pty Ltd Bt 200 805 : 0.47
17: Perpetual Trustees Nominees Limited 200 000 ‘ 0.47
18: LM Nominees Pty Ltd 200 000 0.47
19: Tower Trust Limited 194 000 0.46
20: Nordia Pty Ltd 140 000 0.33
TOTAL 38 261 872 89.78

SUBSTANTIAL SHAREHOLDERS

I DATE OF NOTICE l NUMBER OF SHARES

Mercantile Mutual Holdings Limited ! 27.3.00 l 25 765 063
Maple - Brown Abbott Limited ; 19.5.00 g 38 579 045

This information is as disclosed by notices received by the company (up to 16 October 2000) under Part 6.7 of the Corporations Law.

DISTRIBUTION OF SECURITIES
. ____________________________________________________________________|

AS AT 18 OCTOBER 2040

ORDINARY SHARES 1996 CONVERTIBLE NOTES 1998 CONVERTING NCT

1-1000 4528 616 307
1001 -5 000 13 521 537 688
5001 - 10 000 6248 116 94
10 001 - 100 000 5400 61 47
100 001 and over % 276 15 23
Total number of holders 29973 ) 1345 " 1159
Number of holders with less
than a marketable parcel 5305 154 8
REMOVAL FROM ANNUAL REPORT MAILING LIST WEBSITE
Shareholders who do not wish to and wish to receive one copy only, HIH'’s web address 1s www.hih.com.au.
receive the Annual Report, or who are should advise the share registry in Visit us for company and financial
presently receiving more than one copy — wWriting. - information as well as the latest

HIH news.

l HIH b 21
1999/2000 Concise Annual Report



N _ie : e

FOR THE YEAR ENDED




Contents,

Discussion and analysis of the financial statements 24
Profit aﬁd loss statement for the year ended 30 June 2000 26
Balance sheet af 3O Ju.ne. 2500 . . 27
Statement of cash flows for the year ended 30 June 2000 28
! NOTES Notes to and forming part of the financial staterents
1 Accounting polictes: 29
2 ‘ Hésu)ts of iﬁéurance activities: 30
3 ) Operating revenue: v . 31
4 Extraordinary items: . 32
5 o Earnings per share: ‘ ” . . 32
6 Dividends: . - 32
7 Segmaent information. . 33
8 ........................... Aeeurance ,ecovef,'é . re_cewab/e: . . . s
9 Subsequent events:. . 35
........ 10 Adjustment to pre.//m/navryv final s.tatemem: . S 55
Directors’ declaratfbn o ’ . 36
/ndepéndént Audit Report - o . 37‘
Corporate directory o - o - 38

The 2000 Concise Report has been derived from the 2000 Annual Report of HIH Insurance Limited.
The financial statements included in the Concise Report can not be expected to provide as full an understanding of the
economic entity’s performance, financial position and financing and investing activities, as provided by the 2000 Annual

Report.

2000 ANNUAL REPORT

A copy of the HIH Insurance Limited 2000 Annual Report, together with the Independent Audit Report, is available to all
shareholders, and will be sent to shareholders without charge upon request.
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DISCUSSICON AND ANALYSIS OF THE FINANCIAL STATEMENTS
I

!

H

This discussion and analysis is provided to assist readers in understanding the Concise Financial Report. The Concise Report has

been derived from the full 2000 financial statements of HIH Insurance Limited.

BUSINESS DESCRIPTION

The HIH Insurance Limited consolidated entity consists of HIH Insurance Limited and its controlled entities. The principal activities
of the HIH Insurance Limited consolidated entity during the financial year primarily comprised general insurance underwriting and

associated insurance underwriting agency, investment funds management, and workers compensation fund management

OPERATING PERFORMANCE

The consolidated profit of HIH Insurance Limited for the year ended 30 June 2000 was $18.4 million after abnormal item, income tax

expense and outside equity interests.

Other financial highlights for the year ended 30 June 2000 were :

Gross written premiurn $2 867.6 million

Gross earned premium $2 862.5 million

Net earned premium §1 995.4 million

Operating profit before abnormal item and income tax $61.9 million

Abnormal item before income tax (provision for Goods and Services Tax) $6.0 million

Abnormal tax expense {restatement of deferred tax balances due to income tax rate changes) $18.8 miliion
Group combined ratio (claims and expenses to net earned premium) 1056.2%

Final dividend of 2 cents per share, paid 6 Octcber 2000, 100% franked

A sound and improving Australian result (representing two-thirds of HIH's business) was the highlight of a year adversely affected

by the results from international operations, a deterioration in the run-off of discontinued FAI long-tail business, and market generated

investment write-downs.

e TR e R R ml:w.ﬂ*.::MI




DISCUSSION AND ANALYSIS OF THE FINANCIAL STATEMENTS
1

! CONT:NLED

Total assets increased by $276.0 million or 3% with a corresponding increase of $283.3 million or 4% in total liabilities predominantly
due to the increase in provisions for outstanding claims and goodwill related to the acquisition of the FAI group of companies.

The magnitude of discontinued FAl business run-off issues was not indicated or anticipated from the external actuarial review
completed for the interim results announcement in March 2000. The extent of this development was not quantified until recently
when a further exhaustive review was completed. It is now believed that all of the FAI run-off adverse claims development has
been accounted for.

The Allianz transaction, as disclosed in the Directors’ Report, means that the substantial value in the on-going FAI business has
materially assisted to ensure that the large goodwill figure will be replaced by cash and receivables.

The equity attributable to shareholders decreased by $7.6 million or 0.8% mainly as a net result of increase in share capital and
reserves due to shares issued pursuant to the Dividend Reinvestment Plan and dividends paid of 6 cents for the financial year.
STATEMENT OF CASH FLOWS

Net cash outflows from operating activities were $678.3 million, reflecting the incidence of major loss events and increased
reinsurance coverage.

The $543.8 million cash inflows from investing activities mainly reflect the proceeds from sales of investments during the year.

Further detalls are provided in the full financial statements.

25
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PROFIT AND LOSS STATEMENT

CONSOLIDATED

§ for the year encec 30 June 2000 { 1.7.99 10

1.1.98 0
| 20600  30.6.99
l $m Sm
Operating profit before abnormal item and income tax _ 619 102.0
Abnorma/ {tem before income tax (6.0) (50.0/)
Qperayng profit before income tax v ‘5519 52.0
Income tax attributable to operating profit (12.9} (14.7}
Abnormal tax expense (18.8} -
Operat/ng p(o_f/'r_ a‘ft_er_ /'nqome tax 19.2 37.3
Los; on extraordinary items - (50.1)
/ncome tax attributable to loss on extraord/na(y j}te‘ms - -
Loss on extragrq/na(y /'ﬁerjvs aﬁfzver ('ncome tax - 50.1)
Outside equity (rure(est in operating profit (0.8) 8.4)
Operating profit/loss) after extraordinary items and
income tax ‘am/'b_u_z_‘ab_/e to members of the parent entity o v B 184 (21.2)
(Accumulated losses)/retained profits at the beginning of the period _ (26.5) 89.9
Total available for appropr/'az‘ion_ ‘ (8.k"l) 68.7
Dividends and other cistributions provided for or paid (49.4) (95.2)
Accumulated josses st the end of the period {57.5) (26.5)
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BALANCE SHEZET
|

CONSOLIDATED

T

' at 30 June 2000

Current Assets
Cash
Receivables
Investments
Reinsurance recoveries receivable
Deferred acquisition costs
Other
Total Current Assets
Non-Current Assets
Receivables
/n‘vestm‘enits o
Plant and equipmem
_ Ffeinsurance (ecoyeries recelvable
/ntangib/es
Other
Total Non-Current Assets

New South Wales Workers Compensation Statutory Funds

Total Assets
Current Liabilities
Accounts payable
Borrowings
Provisions
Outstanding claims
Unearned premiums
Othef SR . -
Total Current Liabil[ties
Non-Current Liabilities
Accounts payable
‘ Bofrovv/rjgs”
Provisions
}Oufstanding c/aims_ _
Total Non-Current Liabilities
New South Wales Workers Compensation Statutory funds
Total Liabilities
Net Assets
Shareholders’ Fquity
Share capital
Convertible notes
Converting notes
Reserves

Accumulated losses

Total Shareholders’ Equity attributable to members of the parent entity

Outside equity interests in controlled entities

Total Shareholders” Equity

Tne accormpanying notes form an integrai part of s vaance sheet

30.6.00 30.6.99
\CTE $m Sm

461.6 638.7
1603.6 1400.7
624.4 803.5

8 431.6 4155
304.3 278.3
25.0 33.8

34505 35705

.96 30
17531 19088
o Je46 1478
5 13883 9867

494.4 346.5
244.4 191.7

40454 36165

831.2 864.1

83271 80511

381.0 563.7
19.6 164.5

46.3

14234 14155
10694 10389
49.2 33.9

3026.3 32628

14.5 -

504.4 335.8
4.1 6.0
30075 2636.0

35305 29778

831.2 864.1

73880 71047

939.1 946.4
697.9 684.2
65.3 65.3

213.1 213.1
87 (1.0)

(57.5} (26.5)

927.5 9351

11.6 11.3

939.1 946.4

1999/2000 Concise Annuai Report |




STATEMENT OF CASH FLOWS CONSOLU:DATED

]
!‘r’o' te vaar ended 30 June 2000 1.7.98 0 1.1.98
30.6.00 30.6.99
$m Sm
Cash flows from operating activities
Premiums and fees received 2829.8 33158
COImSpod (17842) (25016
Payments to re/nsure(s, supp/ie(s and ev_mp/ovyefes o . {1 8183) (1.357.4)
Dividends received 23.1 36.8
Interest received o . . B 1
Rent rege/ved ’ _ - 170 20.1
Interest paid _ ’ (467) ~ (266)
Income taxes pa/d ‘ o - _ (6.5) (8.2)
I‘\letb cash used in operating activftigs ; (678.3) 341.4)
Cash flows from investing activities
Payments for plant and equipment _ (5_1,_5“) _ (71.6)
Pro;eeds from sale of plant and eau{ume’nt 3.2 _ 4.9
Proceeds from sale of controlled entities, net of cash disposed ,54"6 ‘ 36
Payments for purchase of controlled entities, net of cash acquired (_3._8) ’ 91.6
Proceeds, net of payments, for investments 541.3 502.9
Net cash provided by investing activities 543.8 b531.4
Cash flows from financing activities
Proceeds from convertible and converting note issues » o - 275.1
Payments relating to convertible and converting ncte ‘ssugs o (4.4}
Proceeds from borrowings 165.8 46.5
Repayment of borrowings {169.5)
Diviiends paid | T
Coupon interest on convertible and converting note issugs _(21.3_} 120.4)
Proceeds from /'ssge_s Qf ;hareg ar_m’ om[ons - 11
Borrowing costs 2.1) -
Net cash provided bv/fused in) financing activities 50.8) 2578
Net (decrease//increase in cash h2'd _ - (]85.3) 4476
Cash at the begirning of the period 638.7 2037
Efrect of excnange rate changes on the palancas »f casn naid
fomn Lurre s of e Loy | U LT e Gie e e i 52 1125
Cash zt the end of ths perind 461.6 AR 7
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The Concise Financial Report has been derived from the full 2000 financial statements as presented in the HIH Insurance Limited
Annual Report, which comply with the Corporations Law, applicable Accounting Standards and Urgent Issues Group Consensus
Views. This Concise Financial Report has been prepared in accordance with accounting standard AASB 1039, Concise Financial
Reports and the relevant provisions of the Corporations Law. A full description of the accounting policies adopted by HIH Insurance
Limited is provided in the full 2000 financial statements. The accounting policies are consistent with those of the previous financial
period except where otherwise disclosed.

fa) Comparatives

The economic entity changed its financial year end from 31 December to 30 June as at 30 June 1999. These financial statements
have been prepared to provide financial information and statements for the year to 30 June 2000 with comparatives stated for the
eighteen month period to 30 June 1999.

Prior period comparatives have been reclassified, where applicable, to conform with the presentation of the current financial period
and changes in accounting policy.

(b} Amounts payable to/due from reinsurers, other insurers and statutory bodies

A designated committee of the Board of HIH Insurance Limited oversees the entire reinsurance program for the Group, including
ensuring that the vast majority of the individual reinsurance protections are with A rated companies or better.

Amounts payable to or on behalf of, or due from reinsurers, comprise reinsurance premiums less recoveries due from reinsurers
for claims paid. Reinsurance recoveries receivable represents amounts due from reinsurers for claims outstanding, and are measured
at the present value of expected future receipts, calculated on the same basis as the liability for outstanding claims.

Amounts due from or payable to other insurers comprise that portion of claims paid which is the subject of an agreement or
anticipated agreement with other insurers in relation to their expected contribution.

Foiiowing the acquisition of FAI insurances Limited, the Board's reinsurance committee aiso approved the purchase of whoie of
account reinsurance contracts with AAA and AA rated companies. These contracts are long-term and are aimed at reducing the
volatility of the profit and loss account. The premiums expense in the future years for these long-term reinsurance contracts will
be recognised in accordance with the pattern of reinsurance services received. The reciprocal of the long-term benefit of these
contracts is that commutation before the end of their term may have a material adverse impact on financial results and/or solvency.
The Board has no intention to commute these contracts.

Amounts payable to or due from statutory bodies comprise claims recoveries payable to or due from those bodies under the various
laws and regulations applying in the states and territories in which the consolidated entity operates.

Hil rance 29
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, 17997 1.1.987
30.6.00 30.6.99

Sm Sm

Gross written premium 2867.6 23472
Gross pfem[um earned 28625 31368
Qurward reinsurance expense (867.1} (812.2)
Net premium earned 19954 23246
Claims expense

Direct (2608.4) /2634.7)

Inward reinsurance (107.3) (263.5)

Claims handling costs (63.0) (45.5)
Total claims expense (2_778_.7} (2 943.7)
Reinsurance recoveries 12866 11235
Net claims incurred (1492.1) /!1820.2)
Underwriting expenses ‘ {308.7) (328.2)
Fire brigade charges {39. 1 (52.4)
Net acquisition costs {259.0) 1297.5)
Total underwriting expenses {606.8) 678.1)
Underwriting loss (103.5) (173.7)
Investment return on paicyhoiders’ funas ’ 17?.0 _ 229.0
Net discount rate adjustmen’ o (1.3
Other business activities (net) 1.3 4.5
Insurance result - 72.:19‘ 58.5
Goodwill amortisation 35.3) 120.8)
Investment return on shareholders’ funds 60.4 91.3
interest expanse

Corverticiz imotes (4.5} 5.8

Other {31.5) 20.2}
Operating profit be_fore abnormal item and income tax 61.9 102.0

i
H
|
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OPERATING REVENUE

CONSOLIDATED

Gross premium earned
Direct

Inward reinsurance
Reinsurance recoveries revenue

Investment revenue
Dividends from
- associated entities
- non-related entjties
Interest from
- non-related entities

Rentals
Changes in net market value of investments
- realised
- unrealised

Revenue from other business activities

Total revenue

[ 179910 1.1.9810
30.6.00 30.6.99

Sm Sm

27545 28167

108.0 320.1

28625 31368

12866 112356

0.7 -
80 149
L1055 - 1942
17.0 15.4
150.2 2245
536 979
316 (2.1)
85.2 95.8
886 1031
5.2 49

4476.3 46886

1999/2000 Concise Annua! Report \




EXTRAQRDINARY iTEMS CONSOLIDATED

i

§ t
H
1.7.89 1¢ 1.1.98 ¢
30.6.00 30.6.99
$m $m
Loss on sale of interest in controlled entity - (50.1)
Applicable income tax - -
- (50.1)
%A%?MNGS PER SHARE ’ i conts cents
) ] I
Basic earnings per share {0.6) 4.0
Diluted earnings per share 1.9 56
BIVDENDS
g ]
' i ON DIVIDEND
i ORDINARY PER

I SHARES  ORDINARY
SHARE
l Sm s
The following dividends of the consolidated entity

have been paid, declared or recommended since

the end of the proceeding financial period.

Final dividend for 30 June 1999 fully franked, 18.5 0.04
paid 17 Septernber 1999

Interim dividend for 30 June 2000 fully franked, 18.7 0.04

paid 7 Aprii 2000

Final dividend for 30 June 2000 fully franked, 9.4 0.02
paid 6 October 2000




SEGMENT IN*C3IMAT.ON

REVENUE

g

Contributions to consolidated revenue, operating profit before
income tax and total assets held during the period were:

1.7.99 ¢

1.1.88 10

30.6.00 30.6.99
Sm Sm

By Activity
- Underwriting 44763 46886
By Geographical Area
- Australia 2 441 1 29080
USA. 4888 7364
-New Zealang 286.0 187.7
- Asia 197.8 150.3
- United Kingdom 1 0169 6642
- Argentina 45.7 42.0
4476.3 46586
OPERATING PROFIT
BEFORE
| INCOME TAX
' 1.7.99 0 1.1.98 10
30.6.00 30.6.99
Sm $m
By Activity
- Underwriting 55.9 520
By Geographical Area
- Australia 152.5 78.4
usa sy 05
- New Zealand R C A s
- Asia L S
7 United Kingdorm a7 @17
Argentin 22 38
55.9 52.0
TOTAL ASSETS
|
30.6.00 30.6.99
Sm $m
By Activity
- Undervvr/r/n_g 8327.1 80511
By Geographical Area
- Australia 6___008.3 6 360.5
-USA 762.5 733.9
- New Zealand 310.3 205.6
- Asia 246.8 922
- United Kingdom 9439.0 v 625.0
- Argentina 50.2 33.9
83271 80511
‘I,HAH' 33
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IEINSURANCE RECCVERIES RECEIVABLE

CONSOL'04TID

Expected future recoveries on outstanding claims (undiscounted)
Discount to present value

Reinsurance recoveries receivable

Current

Non-current

Consistent with industry practice, the consolidated entity has entered
into whole of account reinsurance contracts to protect its underwriting
portfolio. In the current year, the consolidated entity has entered into
a further whole of account contract for a pericd of five ysars.

Inciuded in reinsurance recoveries receivable above is $220 millicn

of discounted recoveries relating to this contract. Of this amount,

the recovery of $120 million is dependent upon the performance

of the contract, in line with expectations over the life of the contract.

The principal factors influencing performance include:

1. Investment performance of the underlying experience account
2. Claims payments patterns

3. Continuity of the contract

These events are inherently uncertain and the ultimate performance
of the contract and the realisation of the benefits of the contract may
differ from expectations. The net financial benefit of this contract for

the current year was $84 million after taxes.

{30600  306.99
i $m Sm
1991.6 15509
(171.7)  (148.7)
1819.9 14022
4316 4155
13883 9967
1819.9 14022
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SUBSEQUENT EVENTS

-

On 13 September 2000 a joint venture agreement was signed
between certain controlled entities and Allianz Australia Insurance
Limited (a wholly-owned subsidiary of Allianz AG). The joint venture
business will comprise Allianz and those controlled entity’s private
motor; householders; CTP (New South Wales and Queensiand);
and rural and commercial business sourced through all distribution
channels with the exception of international brokers.

The terms of the joint venture provide Allianz with 51% equity and

the consolidated entity with 49%, effectively reducing the consolidated
entity’s retail annual premium by around $300 million to $700 million.
Under the agreement, Allianz will pay the consolidated entity $200 million
upfront and have a call option to acquire the consolidated entity's joint
venture interest at fair market value after 5 years (up to a maximum of
$500 million with a minimum of $125 milfion). The consolidated entity
has a put option, exercisable at the minimum valuation at any time.

The joint venture is due to commence on 1 January 2001, subject to
certain conditions precedent, including regulatory approvals and the

maintenance of an appropriate claims paying rating.

CONSOLIDATED

ADJUSTMENT TO ”RELIMINARY FINAL STATEMENT FINANC!AL STATEMENT
I

PRELIMINARY
FINAL STATEMENT

!
’ 30.6.00 30.6.99

30.6.00 30.6.99
$m Sm

1388.3 634.7

40454 32645

83271 77254

L. 24 :
5165 338.8
3007.5 2284.0

35305 26258

$m Sm
The consolidated balance sheet of the consolidated
entity for the year ended 30 June 2000 differed from
those announced in the Unaudited Freliminary Final
Statement made to the Australian Stock Exchange,
as follows:
Non-Current Assets
Reinsurance recoveries receivable 1388.3 986.7
Total Non-Current Assets 40454 36165
Total Assets 8327.1 80571.1
Non-Current Liabllities
Accounts payable _ 145 -
Borrowings 504.4 335.8
Quistanding claims 30075 26360
Total Non-Current Liabilities 35305 29778
Total Liabilities 73880 71047

73880 67790

The changes in the above balance sheet items arose from:

1. Reclassification of certain accruals between Borrowings
and Accounts Payable

2. Amendment to prior period comparatives reflecting the
change in accounting policy on whole of account reinsurance

contract recoveries

1999/2000 Concise Annual F’ep&?}
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The directors declare that:

fa)

the financial statements and associated notes comply with the Accounting Standards and Urgent Issues Group

Consensus Views,

the financial statements and notes give a true and fair view of the financial position as at 30 June 2000 and

performance of the company and consolidated entity for the year then ended, and

in the directors’ opinion:

(i)

fii)
iti)

there are reasonable grounds to believe that the Company will be able to pay its debts as and when they become

due and payable;
the financial statements and notes are in accordance with the Corporations Law, and

at the date of this declaration, there are reasonable grounds to believe that the parent entity and the subsidiaries party
to the deed described in Note 37 of the full financial statements will be able to meet any obligation or liabilities to which

U Py AV S Sy SRR NN ~ E )
they are or may become subject by virtue of the Dced of Cross Guarantee

Made in accordance with a resolution of the directors.

Mm -

G A Cohen Al Director R R Williams AM Director

Sydney, 16th October 2000
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INDEPENDENT AUDIT REPORT

To the Members of HIH Insurance Linited

Scope

We have audited the concise financial report of HIH Insurance Limited for the financial year ended 30 June 2000 as set out on
pages 23 to 36, in order to express an opinion on it to the members of the company. The company’s directors are responsible
for the concise financial report.

Our audit has been conducted in accordance with Australian Auditing Standards to provide reasonable assurance whether the
concise financial report is free of material misstaterment. We have also performed an independent audit of the full financial
statements of HIH Insurance Limited for the year ended 30 June 2000. Our audit report on the full financial statements was
signed on 16th October 2000 and was subject to an emphasis of matter.

Our procedures in respect of the audit of the concise financial report included testing that the information in the concise financial
report is consistent with the full financial report and examination, on a test basis, of evidence supporting the amounts, discussion
and analysis, and other disclosures which were not directly derived from the full financial statements. These procedures have been
undertaken to form an opinion whether, in all material respects, the concise financial report is presented fairly in accordance with
Accounting Standard AASB1039 “Concise Financial Reports”.

The audit opinion expressed in this report has been formed on the above basis.

Audit Opinion

In our opinion, the concise financial report of HIH Insurance Limited complies with Accounting Standard AASB1039 "Concise
Financial Reports".

Whole of Account Reinsurance

Without qualification to the opinion expressed above, attention is drawn to the following matter. As indicated in Note 1(b) to the
financial statements, the consolidated entity enters into whole of account reinsurance contracts to protect its underwriting portfolio.
The realisation of benefits arising from a contract entered into during the financial year are dependent on factors described in Note 8
to the financial statements.

WW

Arthur Andersen John Buttle
Chartered Accountants Partner

Sydney, 16th October 2000
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SHARE REGISTRY

Registries Limited

Level 2, 28 Margaret Street
Sydney, New South Wales 2000

NOTE REQISTRY

Nedra Nominees Pty Limited
¢f- Houston & Hanna
Secretarial Services

Suite 15, George Turner Offices
111 McKay Gardens

Turner ACT 2612

ASX CODE

HIH - Ordinary Shares
HIHG - Convertible Notes
HNZG - Converting Notes

AUDITORS

Arthur Andersen

363 George Street

Sydney, New South VWales 2000
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Svdnev, New South Vvales 2000

PRINCIPAL BANKER

Westpac Banking Corporation
179 Elizabeth Street
Sydney, New South Wales 2000

ACTUARIES

David Slee Consulting Pty Limited
Suite 1, 33 Bruce Street
Toorak, Victoria 3142

PricewaterhouseCoopers
201 Sussex Street
Sydney, New South Wales 2000

PricewaterhouseCoopers
Southwark Towers

32 London Bridge Street
London SE1 9SY

Watson Wyatt
Watson House, Loriaon Read
Reigate, Surrey RHZ 9PQ

Ernst & Young

7 Rclls Buildings, Fetter Lane

London EC4A TNH
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Miiliman & Robertson, Inc.
650 Calitornia Street, 17th Floor
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Svarvey, New Soutt Viaes 2000
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SYDNEY

AMP Centre, 50 Bridge Street
Sydney, New South Wales 2000
Tel: 02 9650 2000

Fax: 02 9650 2030

MELBOURNE

Collins Tower, 35 Collins Street
Melbourne, Victoria 3000

Tel: 03 9224 3000

Fax: 03 9224 3012

ADELAIDE

Riverside Centre, North Terrace
Adelaide, South Australia 5000
Tel: 08 8468 7777
Fax: 08 8468 7887

BRISBANE

Waterfront Place

1 Eagle Street

Brisbane, Queensland 4000
Tel: 07 3815 1100

Fax: 07 3815 1293

HOBART

ANZ Centre, 22 Elizabeth Street
Hobart, Tasmania 7000

Tel: 03 6220 7000

Fax. 03 6220 7077

PERTH

BankWest Tower

108 St Georges Terrace

Perth, Western Australia 6000
Tel: 08 9288 8000

Fax: 08 9288 8109

DARW:N

59 Smith Street

Darwin, Northern Territory 0800
Tel: 08 8981 2022

Fax: 08 8981 2451

CANBERRA

Ernst & Young House
54 Marcus Clarke Street
Canberra, ACT 2601

Tel: 02 6248 0755

Fax: 02 6248 8633

NEW ZEALAND

Quay Tower, 29 Customs Street West
Auckland 1

Tel: 9 379 7697

Fax: 93797777

UNITED KINGDOM

85 Gracechurch Street
London, EC3V OAA
Tel: 20 7458 2000
Fax: 20 7458 2400

HONG KONG

Suite 23/F, Dah Sing Financial Centre
108 Gloucester Road

Wanchai, Hong Kong

Tel: 852 2877 3888

Fax: 852 2916 8835

USA

50 Beale Street, 15th Floor
San Francisco, CA 94105
Tel: 415 836 4100

Fax: 415 836 4200

ARGENTINA

Torre Bouchard
Bouchard 547 Piso 20
(1106) Buenos Aires
Tel: 5411 4312 5900
Fax: 5411 4312 5600

CHINA

Unit 2128, China World Tower
1 Jianguomenwai Avenue
Beijing 100004, P R China

Tel: 8610 6505 3822

Fax: 8610 6505 1513

MALAYSIA

Main Office Tower, Level 13
Financial Park Complex

Jalan Merdeka

87000 Federal Territory Labuan
Malaysia

Tel: 6087 451 318

Fax: 6087 451 618

SOUTH KOREA

14/F Seian Building

Shinmun-Ro 116, 1 Ka, Chongro-ku
Seoul 10010-700, Korea

Tel: 822 733 1100

Fax: 822 733 6380

PHIL'PPINES

18/F PS Bank Tower
Sen Gil J. Puyat Avenue
Corner Tindalo Street
Makati, Philippines

Tel: 632 888 6576

Fax: 632 888 6575
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.The year in review was a tough one

; h‘eu'ccimpany I am also the first to
cknowledge it was an even tougher
k year for our shareholders, given the
substantial erosion of value of holding

that took place in the share price

What went wrong? In short, the strong
performance from our Australian and
New Zealand operations was not
'sufficient to offset the market
difficulties encountered in both the
United Kingdom and the United States
as well as substantial losses that
emerged from the acquisition ot

FAl Insurances Limited.

How did it happen? Like many
insurers, over time, we have sought

to balance our business and spread
our risks {by product and geographic
market). In our case, this spread of
operations beyond our Australian-baso
actually exacerbated the problerns
because of the coincidence of the high
frequency of catastrophes faced in the
London market and the continuing
poor market conditions for California
workers compensation. Moreover,
while we streamlined and improved
the operations of FAI post-acquisition,
we suffered badly from adverse claims
development from business acquired
through the acquisition of FA!
ﬁome deterioration had been

| p ated from this area, the extent

that we faced was not expected.

4

nor could it have been anticipated.

The end result is that the events of the
vear inflicted material damage o both

our profitability and our capital base.

Vhat are we doing about it?
Well, we now must live within the

imits of our wuireni caprial aind

rESOUICEs. This means we havae nad

t0 review &/l of our business tG ansure

that we continue to pursue oniy those

ereae thel Sre sustairaiis o e short

o omedium erm

575

As well as reviewing the whole
business. we've made Board and
management changes. Ray Williams
will be retiring from the position

of Chief Executive and will step

down on the appointment of his
replacement. On behalf of the Board,

{ would like to place on record our
thanks to Ray Williams for his
contribution to HIH He founded

this company and over 30 years

of dedication and tireless effort he
turned a start-up business into a global
corporation with turnover of $3 billion
and total assets of $8 billion -

a remarkable achievement. Ray has
inspired all around him with his selfless
passion for the company and his work

ethic. We all wish him well.

More changes will no doubt follow
on the appointment of a new Chief
Executive, an appointment currently
expected to be made before this
calendar year end The key objectives
for HIH going forward are to protect
and nurture our core business areas
and to ensure that the company has

a sound financial base.

This report contains more details on

all of these areas

|

Before concluding, | would like to
thank my fellow Directors and all of

the management and staff for their

and its shareholders. Everyone has
shown exceptional commitment to

the company and its future

Mm

Geoffrey 4 Coher 4M

Chatrman

b ‘»M?%ﬁwwmmwmﬂama;j




Continuing improvement in the
HIH Australian book (two-thirds of

the company’s business).

Further adverse experience from

FAI run-off business.

Losses flowing from the depressed
stage of the United Kingdom rate

cycle.

Initiating, early in 2000, a global

business review.

Arising out of that review, post-

balance date, by :

® forming a new retail insurance
venture with Allianz Australia
Limited designed to provide

steady earnings and a capital

m  With corporate insurance market

leadership in Australia and New

Zealand.

m Strong results, yet again,

in New Zealand.

A volatile and problematic market
environment for our California-
based United States workers

compensation business.

Continuing challenges in
establishing a supportable critical

mass for our Asian operations.

base tailored to meet Australia’s

proposed new regulatory regime

® ntroducing changes to Board
structure and management
aimed at substantially improving
corporate governance and Board

efficiency

m With a 5 year 49% interest in one

of Australia’s leading retail general

insurance franchises

m A regulatory reform process that

will make Australia one of the
world’s most capital intensive

insurance jurisdictions.

A post results announcement
Standard & Poor’s ratings
downgrade from A- strong financial

strength to BBB+ good.

® ceasing to underwrite new
workers compensation business
in the United States and selling
the renewal rights to California

workers compensation business

® accelerating the financial
restructuring of our Asia

operations.

With a significant presence at

Lioyd's of London.

On a strengthened capital base
and a clear focus on our core

businesses.

1
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Results for the year from both

the UK Branch run-off and the
Cotesworth syndicates were
generally poor, although it is worth
noting that the historical financial
performance of the principal
Cotesworth syndicates has been
favourable compared with the

Lioyd’s market overall.

Lioyd’s results are produced on
the basis of 3 year accounting.
This means that the 1998, 1999
and 2000 underwriting years have

not yet closed

According to international rating

results are expected for the 1998
and 1999 years of account.
Results will improve in 2000, but
Ml remain significantly negative.
Pricing conditions and results will
be substantially stronger 1n 2001
{September 2000). Standard &
Pnnris has affirmed 1ts A+ 'strorg’
rating or: the Lloyd's insurance
market, ‘reflecting the fact of
Liovd's zttractiveness as @ market

o:ace, the ‘obustiess of i1s caoita’

DASE ANC T sIrang Ty
Drovigec by feguiaiory

T regeTtanT

m  The experience of HIH's Cotesworth

syndicates matches that of the
Lioyd's market overall - strong,

but volatife, earnings over the
course of insurance cycles.

With the market now moving into
the upward phase of the rate cycle,
there are grounds for optimism

In addition, HIH's strategic
application of whole of account
reinsurance protection is assisting

to requce earnings volatility going

*ermasard
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HIH has been in Asia for more
than 15 years and this year wrote
$101.8 million of gross earned

premium in the region.

Beyond the group’s Hong Kong
base, HIH also has operational
interest in Thailand, the Philippines,
Indonesia, Malaysia, South Korea,
Mainland China and Papua New

Guinea.

The combined operating ratio for
Asia operations this year was
112.5%. This outcome was primarily
due to a high business expense
base (which itself was compounded
by the fevel of unearned premium

generated from recent growth).

The HIH Asia business base is
sound and the management team
in place is excellent. The prospects
for the medium-term, in particular,

are good.

Our 2000 global business review
identified that a substantial increase
in the volume of business written in
Asia is required to properly develop
the business and to optimise
earnings. The timing for such
expansion is favourable now, with
Asia insurance markets quickly
maturing and with macro-economic
indicators showing generally

positive signs.

HIH has different priorities for its
capital, however. Consequently, in
the interests of shareholders, the
preferred course is to sell the Asia
business to another party with a

stronger Asia focus.

This means that the Asia operations
are under active review for capital

restructuring.

ONITED STATES

m United States business represented

10% of HIH's total gross earned
premium in 1999/2000, but the
financial performance of the United
States portfolio has been

problematic.

All of the portfolio is comprised of
workers compensation insurance
(a key competency of HIH), of which

two-thirds is California business.

The situation in California has
shown greater volatility than any
other United States property/

casualty segment.

HIH has thus far survived the
oppressive California environment.
However, conditions in California are
not improving at a sufficient pace to

meet our earnings imperatives.

Consequently, on 31 October 2000
the company announced the sale
of renewal rights to the California
business and that it had ceased
underwriting workers compensation
business in the United States.

The California operations will be
transformed into a managing agency
in order to generate externally-
sourced fee income while retaining
claims management expertise and
managing the HIH run-off in an

orderly and efficient manner.

AuS

RALA

m Australian operations contributed

$1.633.2 miliion, or 57 %, of the
year's gross earned premium and
$1,294.5 million, or 65%, of net

earned premium.

As predicted, the Australian financial
performance continued to improve
with a combined operating ratio of
102.0% recorded for the year.
Strong performance was recorded in
retail insurance and the expected
rate improvements moved the
corporate book substantially back

towards profit.

The Australian premium rate
environment is now favourable for

most classes of business.

In Australia, we believe that we
cannot independently achieve the
scale necessary to maintain and
further develop a large-scale retail
distribution market franchise.
Even the largest players in that

arena have recently reported on the

such a market.

Consequently, we have joined
forces with Allianz, one of the
world’s largest insurers, to facilitate
further generation of the scale
economies required for retail

business.

In the medium to longer-term,

we have decided to concenirate
our operations and capital on the
corporate classes of business in
Australia. These business classes
have been profitable historically and
are where premium rates are now
recording strong increases.

They also constitute the original

and core business base of HIH

The Allianz venture provides a
5 year timeframe to migrate to
Australia’s proposed new regulatory

framework

ce 3
1999/2000 Annual Report




3ACKGROUND

u Wadnesday 13 September marked m The terms of the venture provide

yet another important chapter of

development for HIH.

The announcement of a major

new initiative — the HIH / Allianz
underwriting agency - was the
culmination of a lengthy process
aimed at ensuring that HIH is a
financially strong and strategically
well-positioned company, especially
in view of substantial changes
proposed for the Australian

insurance regulatory framework.

HIH Insurance Limited ("HIH") and
Allianz Australia Limited agreed to
market their retail general insurance
husiness through a 100% owned

Allianz company — a new market

The agency business will comprise
Allianz and HIH retai! insurance
business sourced through all
distribution channels with the

primary exception of corporate

prokers

Allianz with 51% interest and HIH

with 49% in the venture.

Importantly, this transaction marks
a managed shift in strategic
direction for HIH. It is a staged,
orderly and profitabie exit from

the retail insurance area.

Our review has confirmed that a
retail strategy is attractive but
requires a level of scale that is not
within our own means to support
and grow if we are also to properly
support our historically profitable
and Australian marketeading

corporate business base

An overwhelming positive is that
we have formed a strong link and

common interest with one cf the
I

world’s largest and most highly
respected iNsurarce Groups.




ALLIANZ VENTURE - UNDERWRITING AGENCY: TRANSACTION

DETAILS

The venture with Allianz is designed to
provide HIH with 5 years of continuing
proportionate exposure to Australian

retail insurance business.

In broad terms, this means 5 years
more of premium, claims, expenses
and profits from what is currently

a business segment generating

consistent earnings returns overall

The move is consistent with the
company's view that retail insurance
requires large scale in order to
underpin market share, competitive

strength and expense economies.
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_ COMBINED PREMIUM 51

HIH is contributing approximately
$1,000 million in premium to the
venture and Allianz premium of
approximately $400 million. In order
to equalise the equity position, Allianz
is paying HIH $200 million to acquire
a 51% interest in the venture.
Completion of the transaction is

the date on which the new venture

commences ~ 1 January 2001.

The venture parties each have options
in relation to their interests. HIH has

a put option that may be exercised at
any time for $125 million. Allianz has

a call option exercisable 5 years from
commencement (or earlier in certain
defined circumstances) for an exercise
price representing HIH's 49% interest
based on a fair market vatuation
subject to a minimum of $125 million

and a maximum of $500 million.

Contribution:

* Retail business
Premium S400m™
- CTp
Householders

Private motor
Businass
patkages

6&“6%‘000040006&0&[45‘«’

Exceptions: Q 1
* Austratian Corporate Hii ]

These arrangements thus provide

HIH with $200 million in January 2001,
with an additional $125 - $500 million
payable early in 2006, subject to
specific exercise events and the fair
market valuation (to be undertaken

by an independent accountant).

The Australian general insurance
industry’s migration to a new set of
prudential and regulatory standards,
including new capital adequacy
requirements, is currently not expected

to be completed until 2007.

nce D
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m Operating profit after income tax
for the year ended 30 June 2000
was $18.4 million compared with
2 loss of $39.8 million the previous
year, The 2000 result included
pre-tax abnormal items $(18.8)
million {for the impact on the
Group’s tax balance of changes in
the corporate tax range from 36%
down to 30%) and $(6.0) milfion
freflecting the Queensland State
Government’s decision not to allow
Compulsory Third Party insurers to
charge Goods and Services Tax on
the unearned premium as at
30 June 2000).

w  Gross written premium grew by
18.7% to $2 867.6 million, mainly
due to the first full year of the

FAl acquisition being brought to

m  The combined operating ratio
improved from 108.8% to 105.2%,
with most of the improvement
attributable to the Australian

operations. Significant factors

performance were the impact of
prodicted rate ncrasses and rost

savings deliverar throy

acquisiticr

» Whole of account reinsurance,

entered into with AAA and AA
reinsurers consistent with industry
practice, significantly protected the
Group's underwriting portfolio.
These contracts are long-term and
are aimed at reducing the volatility

of the profit and loss account.

Cash flow from operating activities
was negative $678 million, more
than half of this number reflecting
reinsurance payments on the whole
of account protection programme.
The settlement of large FAI run-off
claims constituted the bulk of the
balance. The whole of account

reinsurance protection has led to a

substantial increase in non-current
reinsurance recoveries at 30 June
2000

Net invesiment incorms was

return for the year of 9.8%.

The Group's effective exposure

to equities marginally reduced over
the year ffrom 18.9% to 17.9%),

with the assat allocation remaining

heavily weighted (bY. 1 %) towaras

fixad interest ¢ cash

R """?%?“"’MW"W‘WI T
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PROFIT AND LOSS  ~Gr l=i rzai 2000l a ons

Gross written premium
Gross earned premium

Net earned premium

Net incurred claims

Net acquisition costs

Fire brigade charges/taxes
Undeswriting expenses

Core underwriting profit/(loss)
Other business activities (net)

Investment income on policyholders funds

Goodwill amortisation

Interest expenses

Coupon interest on convertible notes

Investrment income on shareholders funds

Operating _pro_f_i_t bgforg income tax, abn_q_rmal and extraordinary items
CTP QLD Goods and Services Tox

Corporate tax rate change

Ocal coal mine

Operating profit/floss) after abnormal and extraordinary items
Income tax expense

Operating Hrpf_i_t_/(_[oss) after income tax

Qutside equity interest

Operating profit/(loss) after income tax, attributable to shareholders

1999
Sm

24150
23184
1662.1
(1299.8)
2108)
(261.2)
(146.3)

44

7.3

(50.0)

(50.1)
(25.8)
(5.8)
(31.6)
(8.2)

(39.8)

2000
Sm

2867.6
28625
19954

(1482.1)

(259.0)
(9.1
(1035)
13

175.0

(6.0}

(18.8)

37.1
(17.9)
19.2

(0.8)

18.4

1999/2000 Annual Report l
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FINANCIAL PERFORMANCE

12 months 12 months 12 months 12 months 12 months
June 1996  June 1997  June 1998  June 1999  June 2000

Sm Sm Sm Sm Sm
Fremium revenue earned - gross {excl YWA) 11358 § 13430 16413 | 23184 | 28625
Premium revenue earned - net 888.5 10670 § 13005 1662.2 1995.4
Claims incurred and expenses ‘ 905.4 10945 13448 18084 20989
Combined ratio _ 101.9% 1026% | 1034% | 1088% | 105.2%
Underwriting profitloss) n69 § @5 | wazy | 463 | (1035)
/nves;memf return on policyholders’ funds o 88.7 1056 § 1096 3 174.8 175.0
Net discount rate adjustment 29} (429 (L7205 TN S
Other business activities (net) CY/AN B 06 4.4 13
INSURANCE RESULT ‘ 7.0 335 381 42.8 72.8
Goodwil amortisation o @.7) 52) 73 | 072 (35.3)
Interest expense o (18 “8 Yy “n t 079 ) (315
Coupon interest on convertible notes T 64 23 § .. #3 (4.5)
Investment return on shareholders' funds 26.7 958§ 314 7 60.4.
Operating profit before income tax,
abnormal & extraordinary ftems 908 122 552 ¢ 7AE 815
Abnormal - provision for Goods and Services Tax -0 T S % (6.0)

i b

Extraordinary item _ - ' - o _ . (50.1) ; -
Corporate tax rate change - - oL (18.8)
Income tax expense G4 @ey 78 B8 (179
Operating loss after income tax,
abnormal & extraordinary ftems 59.2 77.8 376 ~ (31.8) 19.2
Outside Equity Interest - _ 0.5 0.1) (8.2) (0.8)
Operating profit/{loss)} after income tax,
attributable to shareholders 59.2 78.3 375 (39.8) 18.4
Dividend per share (cents) 13.0 15.0 16.0 12.0 6.0
Earnings per share (cents) 20.5 25.6 9.9 {0.4) (0.6)
Net tangible asset backing per share - d/(uted * 1.23 1.38 1.66 1.02 0.67
Return on equity 15.4% 16.3% 6.5% 5.0% 2.0%

* Adjusted for full effect of Convertible and Converting Note Issues, where applicable

| HiH Insurance 9
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&1 $3.2 billion

17.9%

15.4%

53%

23%

59.1%

18.4%

P

EQUITIES

PROPERTY

PROPERTY LOANS

UNLISTED EQUITIES

CASH & FIXED
INTEREST

“RUrFcHtY

PRODERTY (NANS

The Group's investment asset
weightings changed marginally during
the year, reflecting a slight reduction
in exposure to equities and further
progress in the property asset sale
programme (undertaken following

the company'’s acquisition of FAI).

The only large non-core FAI assets
remaining with HIH are the St Moritz
hotel in New York and the Emu
Brewery site in Western Australia.

HIH has now completed the first stage
of the disposal of St Moritz and has
received $125 million. The Emu
Brewery asset will be realised in an
orderly manner through on-going

development

The overall reduction of Group

investment assets during the year

£
H

was a

payments relating to run-off portfoiics
and long-term ‘whole of account
reinsurance entered into during

the period

e



INVESTMENTS INCOME

120 b

100

{20)

CORE REALISED UNREALISED Wl NET
& GAINS GAINS INCOME

$7.8m
$9.6m

$17.6m
$(3.3im
$(3.4)m
$(3.3m
$(10.0im

$0.0m
$8.0m

EQUITIES FIXED INTEREST/ CASH PROPERTY PROPERTY LOANS EXPENSES

Net investment income for 1999/2000
of $235.4 million was a solid

performance.

The investment portfolio returned
9.8% for the year, in excess of the
benchmark return set by the Group's
Investment Commuttee. Equity stock
selection by the internal and external
equity fund managers substantially

contributed to this out-performance

HIH's non-core hoiding in One-Tel
Limited contributed significantly to
realised and unrealised gains in the first
half However, the market-to-market
requirement meant that, by year end,
virtually all of the unrealised gains had

been reversed

By the date of this report, HIH was
no longer a substantial shareholder in
One-Tel and the remaining holding is
not material to HIH’s investment fund.
This position is consistent with the
Group’s investment policies and
guidelines and does not reflect any
particular investment view taken

as to One-Tel.

1989/2000 Annual Repo?,-uﬁmmuf‘



i
12 HiM Insurance ‘

The directors have pleasure in
submitting the financial statements
of the parent entity, and the
consolidated financial statements of
the consolidated entity, constituted
by the parent entity and its controlled
entities, for the year ended 30 June
2000

DIRECTORS

The names and details of the directors
in office during or since the end of the

financial year are:

G A Cohen AM (CHAIRMAN)

R A Wiiiams AM

IDEPUTY CHAIRMAN and CHIEF EXECUTIVE}
C P Abbott

R S Adler AM

T K Cassidy RESGNED 1y QLT O8RHE 2500
D Fodera RrESIGNED 12 OOTORER 2040

J H Gardener

A W Gorrie RESIGNST 13 AOVENIER

N R Head (RESIGNED & &1G31IST 19851

M W Payne 1RESIGNEL 12 3807 EMBER 50100
R R Stitt Q.C

G O Sturesteps

Detatis of the qualficat:ons

t
=

3 ;&q«muﬁﬁ?iﬂ%rjgmﬁ;g wf s
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bl

SEQFFREY ARTHUR COREN AM
NON-EXECUTIVE CHAIRMAN [Agad 66+

Chairman of Audit, Human Resources,
and Investment Committees.

Mr Cohen has an extensive
background in corporate financial
management and was formerly a
senior partner of Arthur Andersen.

Mr Cohen's directorships include
Foster's Brewing Group Limited and

Diversified United Investment Limited.

RAYMOND REGINALD WILLIAMS AM

DEPUTY CHAIRMAN & CHIEF EXECUTIVE (Aged 54)

In 1968 Mr Williams, together with
Mr Michael Payne, founded the
Company that ultimately became

HIH Insurance in Australia.

He has held senior executive positions
in the fnsurance industry for 40 years
and is currently a Board Member of
the Insurance Council of Australia

Limited.

CHARLES PERCY ABBOTT

NON-EXECUTIVE DIRECTOR (Aged 51}

Member of Audit Committee.

Mr Abbott, a former partner and now
a consultant to the major law firm
Blake Dawson Waldron, is also a
director of a number of other
companies including Flinders Capital

Limited and Bass Capital Limited.

RODNzZY STEPHEN ADLzZR AWM
NON-EXECUTIVE DIRECTOR tAgaa 41}

Member of investment Committee.
Mr Adler is Chairman and Chief
Executive of Adler Corporation Pty.
Limited. He has a Bachelor of
Commerce degree from the University
of New South Wales, a Master of
Economics degree from Macquarie
University and is a Fellow of the
Institute of Chartered Accountants

in Australia. Mr Adler is a Governor
of The Sydney Institute, an Adjunct
Professor in the Faculty of Business
at the University of Technology,
Sydney, and is a director of other
companies including Anaconda Nickel
Limited and One-Tel Limited. He is
chairman of Medicine Quantale Limited
and Home Security International, and
Jjoint chairman of Juvenile Diabetes

Australia.

JUSTIN HERBERT GARDENER

NON-EXECUTIVE DIRECTCR (Aged 64}

Member of Audit and Human
ommittees. Mr Gardener
had been a partner in Arthur Andersen
since 1972 and ultimately was a
Managing Practice Director with
responsibility for the Asia Pacific
Region over which he has developed
a high level of expertise. He is
chairman of Ashton Mining Limited
and his other directorships include
Austar United Communications
Limited, Combined Communications
Network Limited, Hillgrove Gold NL
and Hutchinson Telecommunications
{Australia) Limited

BOBERT REGINALD ST.TT Q.C
NON-EXE(LTIVE DIRECTOR (Agec 39

Member of Audit and Human
Resources Committees. Mr Stitt has
practised as a barrister extensively
since 1968 and was appointed a
Queen’s Counsel in 1983 Mr Stitt has
been a legal adviser to the Company
since it commenced business in

Australia.

HERMANN FRANZ RANDOLPH WEIN

CHIEF EXECUTIVE, ASIA lAged 47}

Member of Reinsurance Committee.
Mr Wein is an attorney-at-law and has
had 20 years operational experience in
the insurance industry, a substantial
part of which is in the Asia Pacific area.
Before joining the Company, he had
been a senjor executive of Winterthur
Swiss Insurance Company for 8 years,
with the last 4 as its Regional Chief

Executive, Asia Pacific.

Unless indicated otherwise,
all directors held their position as a
director throughout the entire year

and up to the date of this report.

13
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COMMITTEE MEETINGS
AUDIT REINSURANCE HVESTMEN® SHARE TRANSFEF
6 3 4 4 15
6 3 4
....... 6 15
: 4 2
R S Adier AM 5
T K Cassidy 4 4 4 15
D Fodera | 6 .
J H Gardener ‘ {5 3 : i i
A W Gorrie 3
N R Head @ 1
o wiM W Payne 4 4
RRSHQC. 5 3
G O Sturesteps 4
H F R Wein 4 3
= {1}.. Mr:Gorrie was eligible to attend 4 Board Meetings pricr [c resigning trom office
: 2y : Vr Hedd was eligible to attend 2 Board Meetings prior to resigning from office
Due to the change in the financial year not meet during the period of 1 July these dates. This Committee meets

in 1999 from 31 December to 30 June, 1999 to 30 June 2000, as its meetings at least once every calendar year

« the Hurpag Hesources Committee did were scheduled either before or after

teport, the reievant interest of the directors
s and convertible notes of the Company are:

ORDINARY SHARES OF TGS S9E NULd
61 566 . 4 260
( 12222 715 500 000 16 200
! 209832 | : !
5753 670 ’ - ‘ -

112713

140 260 - P 129
4 233

T4 114 tnsurerce |

1
;
i
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DIRECTORS’ AND OFFICERS' REMUNERATION
-}

Details of remuneration provided to Executive and Non-Executive Dirgctors and the five most highly remunerated officers for the year to
30 June 2000 are as follows:

BASE COMMITTEE 'NCENTIVES RETIREMENT OTHER TOTAL

SALARY/FEE FEES BENEFITS
onexecumve pirecrons |
G A Cohen AM 150 000 18 000 - 48 090 - 216 090
C P Abbott 46 468 4 000 - 35932 - 86 400
R S Adler AM 46533 | 3000 - 3467 - 53 000
J H Gardener - 7 000 - 50 000 - 57 000
A W Gorrie 17 451 3000 - 11 856 - 32 307
N R Head 5576 - - 1220 - 6796
M W Payne 133317 - - - - 133317
R R Stitt Q.C. 50 000 7 000 - 11514 - 68 514
EXECUTIVE DIRECTORS
R R Williams AM 1140625 - - 7067 - 1147 692
T K Cassidy 664 833 - - 7 067 - 671 900
D Fodera 646 602 - - 30 526 - - 677128
G O Sturesteps 700219 - ; - ' 7 067 - - %;_ 707 286
H F R Wein 529410 - 118918 - : - 648328
OFFICERS
G Davies » 549 311 - 556 234 133 046 - 1238591
G Brown 632 145 - 88012 34917 - 755 074
H Simons 621011 - - 78 307 - 699 318
B Devergese 526 021 - 69 080 95 033 - 690 134
N Britten 496 754 - 67 157 101 368 - 665279

No options were granted during the year

PRINCIPAL ACTIVITIES GROUP RESULTS An interim 100% franked dividend of
The principal activities of the Consolidated profit of the entity for $186.7 million was paid on 7 April 2000.
consolidated entity during the year the year ended 30 June 2000 was Coupon interest totalling $21.3 million
in Australia and internationally were $18.4 million after extraordinary items, relating to convertible and converting
general insurance underwriting, incorne tax expense and outside equity ~ notes issued, which are classified as
the operation of insurance interests. equity, has been treated as a
underwriting agencies, investment distribution out of retained earnings.
funds management, financial services DIVIDENDS

The directors declared a 100%
franked final dividend of $9.4 million

representing 2.0 cents per share

and property. The consolidated entity A 100% franked dividend of

also managed workers’ compensation $18.5 million in respect of the previous

schemes in New South Wales, Victoria period, as disclosed in the 30 June which was paid to all shareholders

and South Australia 1999 Directors’ Report, was paid on on 6 October 2000,

17 September 1999 . . o
Additional information is disclosed in

the consolidated financial statements.

HiH Insurance 15 -
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REV EW OF DPERAT QNS

Premium revenue earned was

$2 862.5 million for the year

to 30 June 2000 compared to

$3 136.8 million for the eighteen
months to 30 June 1999. Operating
profit after income tax for the year
was $18.4 million as compared to the
operating loss after tax amount of
$21.2 million for the eighteen month
period to 30 June 1999.

Additional information is disclosed in

the consolidated financial statements.

SIGNIFICANT CRANGES N THE STATE
OF AFFAIRS

In the opinion of the directors there
were no significant changes in the
state of affairs of the consolidated
entity that occurred during the

financial year under review.

CHANGE OF FINANCIAL YEAR END

The consolidated entity changed its
financial year end from 31 December
to 30 June as at 30 June 1999.
These financial statements have
been prepared to provide financial
information and statements for

the vear to 30 June 2000. with
comparatives stated for the eighteen

month period to 30 June 1999.

SIGNIFICANT EVENTS AFTER

BALANCE LATE

On 13 September 2000 a joint venture
agreement was signed between
certain controlled entities and Allianz
Australia Insurance Limited (a wholly-
owned subsidiary of Allianz AG) The
Jjoint venture business wiil comprise
Allianz and those controlled entitv's
private motor, nouseho'ders, 1+
{New South Wales and Queensianad)
and rural and commercial business
sourced thicugh a' distrburion
channels with the exceotion of

intesrations’ DroKers

The terms of the joint venture provide
Allianz with 51% equity and the
consolidated entity with 49%, )
effectively reducing the consolidated
entity’s retail annual premium by
around $300 million to $700 million
Under the agreement, Allianz will pay
the consolidated entity $200 million
upfront and have a call option to
acquire the consolidated entity’s joint
venture interest at fair market value
after 5 years {up to a maximum of
$500 million with a minimum of
$125 million). The consolidated entity
has a put option, exercisable at the

minimum valuation at any time.

Other than the abovementioned,

the directors of the parent entity
have not become aware of any matter
or circumstance that has arisen since
the end of the financial year, which
is not otherwise dealt with in the
consolidated financial statements.
that has significantly affected or may
significantly affect the operations of
the consolidated entity, the results
of those operations or the state of
affairs of the consolidated entity in

subsequent financial years

LIKELY DEYELODMENTS aND

ST RE IR o

The directors expect the consolidated
entity’s future operating results to be
affected by the joint venture with
Allianz Australia Insurance Limited

as noted above

There are no other iikely developments
in the operations of the consolidaten

Sntity and the expected resuits of

years except for those the disciosure
of whick would n the oginion of the

directors, prejudice the interests of

FiFy
S

e
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SHARE OPTIONS

Details of options granted to directors
or relevant officers as part of their
remuneration are set out in the section
of this report headed Directors’ and
Officers’ Remuneration. Details of
shares and interests under option, or
issued during or since the end of the
financial year due to the exercise of an
option, are set out in Note 28 of the
financial statements and form part of

this report.

DIRECTORS' AND OFFICERS
REMUNERATION

Remuneration of directors and
senior executives of the Company is
established by the Human Resources
Committee. Remuneration is
determined as part of an annual
performance review, having regard
to market factors, a performance
evaluation process and independent

remuneration advice.

For executive directors and officers,
remuneration packages generally
comprise salary, a performance-based
bonus and superannuation. Executives
are also provided with longer-term
incentives through the employee share
ownership and option schemes, which
act to align the executives’ actions

with the interest of the shareholders.

Non-executive directors are not
entitled to performance based

bonuses.

The non-executive directors are
responsible for evaluating the
performance of the Chief Executive,
who in turn evaluates the performance
of all other senior executives. These
evaluations are based on specific
criteria, including the Company
business performance, whether long-
term strategic objectives are being
achieved and the achievement of

individual performance objectives.

INDEMNIFICATION OF DIRECTORS
AND OFFICERS

During the year, a controlled entity
paid an insurance premium to insure
directors and officers of the parent
entity and its controlled entities against
liability. The directors of the parent
entity covered by the insurance
contract are those listed on page 12.
The contract also covers all executive
officers, and directors and secretaries

of wholiy-owned controiled entities.

Disclosure of the amount of insurance
premium payable under, and a
summary of the nature of liabilities
covered by, the insurance contract is
prohibited by a confidentiality clause

in the contract.

Signed in accordance with a resolution of the directors.

S o

G A Cohen AM Director

Sydney, 16th October 2000

ROUND NG OF AMOLUNTS

The parent entity is of a kind referred
to in the Australian Securities and
Investments Commission class order
98/0100 relating to the rounding of
amounts in the consolidated financial
statements and Directors’ Report to
the nearest tenth of a miilion dollars,
or in certain cases, to the nearest

thousand dollars.

LODGEMENT OF FINANCIAL
STATEMENTS

The parent entity has been granted
approval by the Australian Securities
and Investrment Commission to lodge
the financial report of the consolidated
entity by 31 October 2000. Approval
has also been granted to send the
financial report to the members of the
parent entity by 30 November 2000.

R R Williams AM

Director

17
1999/2000 Anrual Report



; irman is one of

birectors. The two

Stifesteps
stive 12 September
fia

Tl

*..:BiR Williams AM will be retiring
from the position of Chief Executive
and will step down ‘on the

nt of his replacement.

k ssary for the complex,
international business HIH now
represents. Drawing on a diverse
range of professionals. HIH's Board of
_ Directors include high level experience
ininsurance, financial management,
fegal, accounting ana investment
areas. Most of HiH’s directors have
senjor Board appointments 1 other

Chief Executive or Senior Partner ‘evel.

e 5 18 HiM insurance
o a0

companies. LG Many nave OLereted &’

TERMS OF APPOINTMENT

In accordance with the Company’s
Articles of Association, Board
appointments have been made

subject to election by shareholders

at the Annual General Meeting and
re-election. Directors (other than the
Chief Executive) retire from office after
a three year term. Under the Articles
of Association, the office of an
Executive Director may become vacant
in certain circumstances including the
incumbent ceasing to be an Executive

of the Company for any reason.

MEETINGS AND AGENDAS

During the reporting period, the Board
met on 6 occasions and directors also
attended a number of meetings of
Board committees {see Page 14 of this
Report). Agendas for Board meetings
are determined by the Chairman and
the Chief Executive. Each committee
chairman determines the agendas for
committee meetings in consultation
with senfor management In addition
ro formai Board meetings. there is aiso
regular consultation between the
Board and senior management.

Furthermore, the Beoard conducts

BOARD COMNMITTEES
The four main committees and their

functions are:

% Audit. considers any significant
matters relating to the financial
affairs for the Company, including
audit issues, accounting policies
and performance standards in
relation to financial systems and
management, as well as
environmental and Code of Ethics

issues.

Human Resources: reviews total
remuneration for senior executives,
organisation structure, succession
and development plans for senior
managers and issues relating to

the constitution of the Board.

& Reinsurance: reviews the scope
and nature of Group reinsurance
programmes including gross
capacities and retention levels for
specific business classes and
provides a forum for examining

relationships with reinsurers

% Investment: considers and
formulates Group asset aliocation
ranges, set investment guidefines
on currency and property dealings,
and reviews the performance of
internal and external fund managers

against approved benchmarks

BOARD POLICIES

Beyond any requirements under the

Corporations Law and the Constitution,

the Board has iri place specific

palicies on

o Directors and Officers share
dealings

o Strics o coog of corduli

i
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VOTING RIGHTS
Ordinary shares

Subject to the Constitution of the
Company, a member entitled to vote
may vote in person or by proxy or by
attorney or by representative at
meetings of members.

On a show of hands every person
present who is a member or proxy,
attorney or representative of a member
has one vote,; and on a poll every
person present who is a member or
proxy, attorney or representative of a
member has one vote for each share

held by the member.
Convertible notes/Converting notes

Noteholders do not have any right
to vote at general meetings of the

Company.

STOCK EXCHANGE

The shares of HIH Insurance Limited
are listed, and traded under the code
HIH, with the Australian Stock
Exchange Limited. The convertible
notes are traded under the code HIHG,
and the converting notes under the
code HNZG. The Company is a
participant in the Clearing House
Electronic Subregister System
(CHESS).

REGISTERED OFFICE

The registered office is located at:
Level 42, 50 Bridge Street
Sydney NSW 2000.

Telephone: (02) 9650 2000
Facsimile  {02) 9650 2083

SHARE/CONVERTING NOTE REGISTRY

The share and converting note
registers are maintained at.
Registries Limited,

Level 2, 28 Margaret Street
Sydney NSW 2000.

Telephone: (02) 9279 0677
Facsimile: (02) 9279 0664

CONVERTIBLE NOTE REGISTRY

The convertible note register

is maintained at:

Nedra Nominees Pty. Ltd.

C/- Houston & Hanna Secretarial
Services, Suite 15,

George Turner Offices

11 McKay Gardens

Turner, ACT 2612

Telephone: (02) 6249 8515
Facsimile: (02} 6249 6792

DIVIDENDS

Two dividend payments were made in
the year ended 30 June 2000:

® 1999 finai dividend of 4 cents per
share was paid on 17 September
1999;

® 2000 interim dividend of 4 cents
per share was paid on 7 April 2000

A final dividend of 2 cents per share
was paid on 6 October 2000.

A dividend reinvestment plan is in
place which enables the shareholders
to apply dividends paid or declared

in subscribing for ordinary shares at

a 5% discount from the weighted
average market price of the

Company's ordinary shares.

Shareholders may participate

in respect of all their holdings or a
specified number of shares, and may
vary the level of participation or
withdraw from the plan at any time.
Shareholders who wish to take part
in the plan should contact the share
registry for an explanatory booklet

and an application form.

2000/2001 FINANCIAL CALENDAR
13 SEPTEMBER 2000

2000 preliminary profit announcement

and final dividend declaration

22 SEPTEMBER 2000

Books close for final dividend.

8 OCTOBER 2000

Payment of final dividend.

15 DECEMBER 2000

Annual general meeting.

MARCH 2001
Half-yearly profit announcement
and interim dividend declaration

Books close for interim dividend.

APRilL 2001

Payment of interim dividend.

SEPTEMBER 2001
2001 preliminary profit announcement

and final dividend declaration

OCTOBER 2001

Payment of final dividend.

1999/2000 Annual Report I




A AT

‘A OCTOBER 2020

HiH INSURANCE LIMITED

NUMBER OF URDIMARY SFasts w G L
attan Nominees Limited 28 129 580 590
NatioekliNptaiaces Limited 26 938 265 5.65
Winterthur Holdings Australia Limited 22 885 142 4.80
Mercantile Mutual Life Insurance Company Limited 16 433 993 3.44
5. ANZ Nominees Limited 15042 167 3.15
& ML Limited 10 727 398 225
7i........ Petgetual Trustees Nominees Limited 9075 209 1.90
8 Westpac Custodian Nominees Limited 5908 753 124
9 HSBC Custody Nominees (Australia) Limited 5 776 244 1.21
10: Commonwealth Custodial Services Limited 5 768 784 1.21
11 Citicorp Nominees Pty Limited 5 648 503 118
12: Perpetual Trustees Australia Limited 4 627 856 0.97
13 Ariahpark Pty Limited 4311496 0.90
14; Huipolr Pty Limited 3438 699 0.72
15: Austraiian Foundation Investrent Company Limited 2 970 643 0.62
16: Limited 2 820 064 0.61
17: 2 635 337 3.55
18 nd Reginald Williams AM 2 360 820 0.50
19 TK & assidy Pty Ltd 2213545 0.46
20 ees Pty Limited 2 164 898 0.45
179 977 396 37.71

HIH INSURANCE LIMITED

- Perpetual Nominees Limited
National Nominees Limited
Uikstodial Services Pty Ltd

PN

5: Wenger Life Limited

H e Nominees Limited
7 ices Australia Limited
8. stees Limited

¥ Trustees Nominees Lirmited
nvia Custodian Pty Limited
Commonwealth Custodial Limited

iod Dhomam i it
{

Fmam s § 0
iGiary Lu:u d

A
C

rcy - Melbourne Congregation
Custodians imited

Matine Limited
Health Super Pty Ltd
Gréystaﬁés” Enterprisss Pty Lt

T4
fL !

x( si 1 it
20 HIH Jnsuranca& .

894 254

on 100N
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698 964
394 335
334 863
330 506
246 541

29 318
150 000
120 000
118 006
117 765
100 000
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95 000
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TWENTY LARGEST 1998 CONVERTING NOTEHOLDERS ® UNSECURED AT 7.535% Hir ROLDINGS INZI LIMITED
L ]

NUMBER OF CONVERTING NOTES » OF TOTAL
1 SG Australia Limited 10 186 854 23.90
2 AMP Life Limited 10 000 000 23.46
3: National Nominees Limited 7 777 591 18.25
4 The National Mutual Life Association of Australia Limited 2 006 564 4.71
5: Legal & General Life of Australia Limited 1 500 000 3.52
6 Elise Nominees Pty Limited 1 308 643 3.07
7: Citicorp Nominees Pty Limjted 1295 592 3.04
8: South Australian Asset Management Corporation 1 000 000 2.35
9: Permanent Trustee Company Limited 634 420 1.49

10: MLC Lifetime Company Limited 378 426 0.89

i Arton No 007 Pty Lid 308 000 072

12: Questor Financial Services Limited 279 000 0.65

13: Challenger Life Limited 221019 0.52

14: Westpac Custodian Nominees Limited i 220 000 i 0.52

15 Allind Pty Limited 210 958 0.49

16: CSFB Second Nominees Pty Ltd 200 805 047

17 Perpetual Trustees Nominees Limited 200 000 047

18 LM Nominees Pty Ltd 200 000 047

19: Tower Trust Limited 194 000 0.46

20 Nordia Pty Ltd 140 000 0.33

TOTAL 38261872 89.78

SUBSTANTIAL SHAREHOLDERS
e _________________________________________________________________________________|]

T AT 2 NSTARDD AanA
AT S CUT OB 2800

l DATE OF NOTICE l NUMBER OF SHARES

Mercantile Mutual Holdings Limited l 27.3.00 ' 25 765 063
Maple - Brown Abbott Limited ‘ 18.5.00 ' 38 579 045

This information is as disclosed by notices received by the company (up to 16 October 2000) under Part 6.7 of the Corporations Law.

DISTRIBUTION OF SECURITIES
L. ________________________________________________________|

a5 a7 (8 DLTOBER 2000

ORDINARY SHARES 998 CONLVERTIR.L £ NOTES 1998 CONVERTING NOTES
VELE e aranloU ey Gohomer T e nuiazed MuntEoeoOr lii- UL LA
1-1000 4 528 616 307
1001 -5 000 13521 537 688
5001 -10 000 6248 . 116 94
10 001 - 100 000 5400 61 47
100 001 and over 276 ! 15 f 23
Total number of holders 29 973 1345 1159
Number of holders with less
than a marketable parcel 5305 164 8
REMOVAL FROM ANNUAL REPORT MAILING LIST WEBSITE
Shareholders who do not wish to and wish to receive one copy only, HIH's web address is www.hih.com.au
receive the Annual Report, or who are should advise the share registry in Visit us for company and financial
presently receiving more than one copy  writing. information as well as the iatest
HIH news
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ERGFIT AND LOSS STATZIMENTS N PARENT ENTITY CONSOLIDATED
for the year erded 30 June 2000 1.7.99 10 119810 | 1.7.99710 1.1.98 0
30.6.00 30.6.99 30.6.00 30.6.99
NOTE $m sm_ | sm sm
Q_pe_a_rating prof[t before abnormal item and income tax o 25 541 v 104.6 _ _6_1.9“ 102.0
Abnormal ite_m before in_c__onj? tax » 6 - - {6.0) {50.0)
Operating profit before income tax . S 541 46 883 520
Incorne tax attributable to opersting profit 9 {.0) (2.2) (17.9} (14.7)
Abnormal tax expense 58 - - {18.8)
‘Qpera_.ting_ ‘p‘roﬁt a}fter incqme tax ‘ o o 50.1 102.4 19.2 37.3
Loss on extraordinary items . | S S - o
lncome tax a_tt(ibutab/e to loss on _extraordinary i_rems ] - - - -
Loss on extraordinary items after in_cp_mg tax 7 - - - (50.1)
Quzs{d_e equity interest m operatin_g_ pr_oﬁt o . 3 - - (0.8} 8.4)
Operating profit/fiioss) after extraordinary items and
Income tax at_t(iput_ap/e to members of the parent entity o 501 70,214. 184 f2__7.2)
E.’e_za/.ngd_profirs/(Accumulated /osses) at the begmrjing _of rhe period 19.3 3.1 {26.5) 89.9
Total available for appropn’az‘ion _ ‘ 694 105.5 o {81) 68.7
D_ividends and other dfstributionﬁprovided for or__pa_id v - ‘ 32 {33.3) 86.2) {49.4) {95.2)
Retanad p,"ofzrs/(Acamqla;ed .'osse__s) at the end of e perog 36.1 183 {57.5) {26.5)

The accompanying notes form an ~tegral part of these prof t and ioss statements

Eid
i
i

24 A sk




BALANCE SHEETS PARENT ENTITY CONSQLIDATED
1

“ at 30 June 2000 30.6.00 30.6.99 30.6.00 30.6.99
NOTE $m $m $m sm
Current Assets
Cash 12 53 461.6 638.7
Receivables i o 47 4.7 1 6?3.6 1400.7
vestments 7. Ema a5
Reinsurance recoveries receivable 13 - - 431.6 415.5
Deferred acquisition costs ‘ . - - 3043 2783
oter N e B0 38
Total Current Assets - 59 10.0 34505 35705
Non-Current Assets
Receivabies | o s s 04 06 30
Investments _ _ 16 o 7318 685.7 1 7531 1 9088
Plant and equipment o O 1646 1478
Reinsurance recoverios roceivable : ... 18883 9567
Intangibles | B s . fsa uss
Other » o e - - 244.4 191.7
Totql\No_n-Cyrrent Assets _ _ 10182 955.1 40454 36165
New qutﬁ Wales Workers Compensat('on Statqtory Funds 43 - - 8312 864.1
Tota[ A;sgts o o 1024.1 965.1 8327.1 8051.1
Current Liabilities
Accounts payable | | oo - %810 5637
Borrowings - | 2 - - 186 1645
Eroyisic_)ns 22 144 18.5 83 7 46.3
Outstanding cla_ims _ 23 o - 14234 141 5.’5
Unearned promiums ... .. 1084 10389
Other o o _ » 24 02 2.1 49.2 33.9
Tptal Cl_:rrent Liabilities S - 14.6 20.6 3026.3 32628
Non-Current Liabilities
Accounts payable | . Bt ms -
Borrowings ‘ ‘ 2% ‘ 558 56.1 5044 _ 3358
Provisions ‘ 27 05 - 4.1 6.0
Outstanding claims 23 - - 30075 26360
Tptpl Non-‘(f'yrrent Liabilities 56.7 56.1 3530.5 29778
New South Wales Workers Compensation Statutory Funds 43 - - 831.2 864.1
Total Liabilities 71.3 76.7 7388.0 71047
Net Assets 9528 8884 939.1 946.4
Shareholders Equity
Share capital 28 697.9 684.2 6979 684.2
Convertible notes 29 65.3 65.3 653 653
Converting notes 30 - - 2131 2131
Reserves 31 153.5 119.6 877 (1.0)
Fi’eta_ined proﬁts/(Apcumq/ated /oss‘es) 36.1 19.3 (57.5) (26.5)
Total Shareholders’ Equity attributable to members ot the parent entity 9528 8884 927.5 935.1
Outside equity interests in controlled entities 33 - - 11.6 1.3
Total Shareholders’ Equity 9528 8884 939.1 946.4

The accompany:ing notes form ar \tegral part of these nalance sneets 1999/2000 Annual Report



STATEMENTS OF CAS= 2_0WS I PARENT ENTITY CONSOLIDATED

! for the year endec' 30 .re 2000 179970 11987 ' 17997 119870

30.6.00 30.6.99 | 30.6.00 30.6.99
NOTE sm Sm L $m $m

Cash flows from operating activities
Premiums and fees received - - 28298 33158
Claims paid - - (1784.2) (2501.6)
Pajyr_nents to reinsurers, suppliers and employees - - ‘ (1 8183} (1 357.4)
Dividends receved Z78 403 281 368
Interest received 96 7.4 1_{1_775 17_9. 7
Rent received o - 17.0 20.1
Interest paid B {38) (72) » (467) (26.6)
Income taxes paid - {6.5) 8.2
Ngt cash provided by/{used in) operating activities 3zi 33.6 40.5 '{678.3) (341.4)
Cash tlows from investing activites
Payments for plant and equipment - - ’ {515} (71.6}
Proceeds from s_a/'e_ of p‘iqnt‘ a_r_wq leq_yigment o _ - - o 32 4‘.9
Proceeds‘frorn sale of control/c_ed entities, net of cash disposed yin - - 54.6 36
Payments for purchase Qf controlled entities, net of cash acquired il - - {38) 916
Proceeds, net of payments, fO( investments - {40.5) 541.3 502.9
Net cash provided by/(used in} inyesting activities - (40.5) 543.8 531.4
Cash flows from financing activities
Proceeds frqm convertible and converting note issues - - - 2751
Payments relating‘to qonvertib/e and converting note issues - - - 4.4}
Proceeds from borrowings - 1658 46.5
Rapayment of borrovengs - {169.5)
Loan from/(to} related body corporate (8.8} 43.1 - 1
Dividends paid {23.7) (403  (237] (40.3)
C_oupon int}erest‘on convertible and converting note Issues (5.2) 7.6 _{21.3} 204}
Proceeds from issues of shares and options - 1.1 - 1.1
Borrowing costs — - - 2.1
Net cash provided ‘by/(used ir_:} financing activitigs (37.7) (3.9 (50.8} 2676
Net increase/{decrease) in cash held (4.__1) (3.9 (185.3) 447 6
Cash at the beginning of the pericd 53 32 5§38.7 2037
Effect of exchangs rate changes on the bhalarces of cash hald -
N TOrIg CUITENCIeS AT INe Degr iy L e i @luial ueiud 22 (12 Al ﬂ
Cash gt the ang oF e o 1.2 5 4816 5387 E

26 Hid insuranse. .,

P T

e T ST

TreE B



Notes  ano somung 203 or roe =i

STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES

Set out below are the significant accounting policies adopted in the preparation of the financial statements for the year ended
30 June 2000 by the consolidated entity, comprising HIH Insurance Limited, the parent entity, and all its controlled entities
Unless otherwise stated, these accounting policies are consistent with those adopted in the previous financial period.

a)  Basis of Accounting

The financial statements have been prepared as a general purpose financial report in accordance with applicable Accounting
Standards, other mandatory professional reporting requirements (Urgent Issues Group Consensus Views), and the Corporations Law.

All amounts are in Australian dollars.

{b)  Principles of Consolidation

The consolidated financial statements include the resuits, and the assets and liabilities, of the parent entity and all its controlled
entities as listed in Note 38.

All material transactions and indebtedness between entities in the consolidated entity are eliminated on consolidation

Where a controlled entity is acquired during the year its results are included in the consolidated profit and loss statement from
the date control is assumed.

{c) Comparatives

The economic entity changed its financial year end from 31 December to 30 June as at 30 June 13999. These financial statements
have been prepared to provide financial information and statements for the year to 30 June 2000 with comparatives stated for the
eighteen month period to 30 June 1999.

Prior period comparatives have been reclassified, where applicable, to conform with the presentation of the current financial year
and changes in accounting policy.

{d)  Insurance Result

Whilst the financial staterents have been prepared in accordance with applicable Accounting Standards, the consolidated entity has
also undertaken to include additional information for the benefit of users of these financial statements. The approach adopted for the
measurement of the Group's insurance and other activities, styled insurance result, is set out in detail in Note 2 to these financial
statements.

Policyholders’ funds are those investments which are held to fund the insurance liabilities of the consolidated entity. The remaining
investments, primarily comprising investments in associated companies, equities and properties, represent sharehoiders’ funds.
Insurance result is derived by adding investment income on policyholders’ funds to the underwriting result. The impact on claims
incurred as a consequence of the movement in net discount rates has previously been disclosed as ‘net discount rate adjustment”.
This adjustment now forms part of gross claims incurred. This amount is offset by the change in the capital value of fixed interest
securities which is also disclosed after the underwriting result as part of investment return on policyholders’ funds This disclosure
provides a view of profitability of the Group’s insurance activities

(e) Premium Revenue

Where the risk commenced on or prior to balance date, the consolidated entity accrues for the total premiums due on policies
Accordingly amounts due in relation to premiums identified but not processed at balance date are brought to account as accrued
premiums. The earned portion of premiums received and receivable, including unclosed business, is recognised as revenue

The unearned portion of these premiums, calculated in accordance with the policy noted below, has been included in unearned
premiums.

Unearned premiums are calcuiated by apportioning written premiums, excluding statutory charges, brokerage and commission paid,
on a daily basis over the risk period involved. They also include unearned commission income applicable to these premiums and are
shown net of reinsurance premiums applicable thereto.

Fire service levies received or receivable are included in premiums

HiH tnsuran 2 7 —_
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STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES
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{f)  Outward Reinsurance

Premiums ceded to reinsurers are recognised as an expense in accordance with the pattern of reinsurance service received.

{g) Acquisition Costs

Acquisition costs comprise all brokerage paid and payable and other applicable costs incurred in acquiring revenue.
Acquisition costs are deferred and amortised on a daily basis over the risk period.

th)  Fire Brigade and Other Charges

A liability for fire brigade and other charges is recognised on business written during the financial year. Levies and charges payable
are expensed on the same basis as the recognition of premium revenue, with the portion relating to unearned premium being
recorded as a prepayment.

(i) Provision for Qutstanding Claims

Full provision is made for the estimated cost of claims notified but not settled at balance date, by review of individual claims on
the basis of current information and in the light of existing court awards and levels of compensation and likely inflationary trends.
Provision is also made for claims handling costs, and for the cost of claims incurred by balance date, but not reported until after
balance date, based on an analysis of claims reported after balance dates in prior periods.

The provision for outstanding claims is measured at the present value of expected future payments. Discount rates used are based
on investment opportunities available on funds sufficient to meet future claims.

An actuarial estimate of outstanding claims for long tail classes of business is made and taken into consideration in determining
the liability at balance date. Such actuarial review includes an allowance for unnotified claims, an allowance for claims inflation,
claims handling costs and anticipated investment earnings.

The provision for claims is classified into current and non-current liabilities according to estimated time of payment which has been
based on a statistical analysis of payment patterns in prior periods. Net claims expense includes claims settlement costs plus claims
handling costs, less reinsurance recoveries received.

i} Investments

Investments are measured at net market values at the balance date. Differences between the net market values of investments at
the balance date and the net market values ai the previous balarice date, or the date of acquisition if later, are recagnised in the profit
and loss statement

For investments traded on prescribed stock exchanges, market values are based on last safe prices. Fixed interest securities which
are not traded on prescribed stock exchanges are valued based on the latest market information. This market information is provided
by leading fixed interest security brokers on a daily basis and the securities valued using the closing price at balance date.

Market values for other investments not traded on prescribed stock exchanges are at independent valuation or at directors’ valuation
on the basis of current economic conditions. investment in controlled entities is recorded at directors' valuation based on the net

asset value of the controlled entities.
Estimated selling costs are deducted to arrive at the net market value of investments at balance date.

Dividend income is taken to account when the underlying shares become ex-dividend. interest income and expenses are accrued

investment debtors are ouis

ng investrren . wihich are settfed within a three qay period

ki Barrowing Costs
Borrowing costs are excersed as incu ed sxcept where thay relgte 10 the mNancing OF Droiects s vurlsiutinn: witic iy
S
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CONTINUED

I} Income Tax

The consolidated entity follows the policy of tax effect accounting. The income tax expense per the profit and loss statement

represents the tax on the reported profit adjusted for income and expenses not assessable or allowable for taxation purposes

The provision for deferred income tax liability and the future income tax benefit represent the tax effect of differences between

amounts which have been added to or deducted from earnings in respect of income and expense items recognised in different

accounting periods for book and tax purposes, calculated at the tax rates expected to apply when the differences reverse.

The benetfit arising from estimated carried forward tax losses has been recorded in the future income tax benefit account,

only where realisation of such benefit is considered to be virtually certain.

{m) Foreign Currency Transactions

Transactions in currencies other than Australian dollars are recorded at the rates of exchange in effect at the dates of the transactions

Amounts payable to or by the parent entity and its controlled entities in foreign currencies have been translated into Australian
currency at the exchange rates ruling at balance date.

Gains and losses arising from fluctuations in exchange rates are inciuded in operating profit

The financial statements of those controlled overseas entities which are self-sustaining foreign operations have been translated into
Australian dollars using the current rate method, whereby:

i)
fii)
{iii)

iv)
tv)

assets and liabilities are translated at the exchange rate current at balance date;
owner's equity Is translated at the exchange rate current at the date of investment,

distributions from retained profits (that is, dividends paid or proposed, or their equivaient) are translated at the exchange
rates current at the dates when the distributions were proposed;

revenue and expense items are translated at the average exchange rate for the financial year; and

exchange gains or losses arising from transiation are credited or debited to the foreign currency transiation reserve

in}  Associated Entities

If material, the consolidated entity’s interests in associated entities which are not integral to the general insurance activities are

accounted for in accordance with AASB 1016 - Accounting for Investments in Associates. Disclosures of the consolidated entity’s

interest in associated entities are provided in Note 16. However, it is considered there are no material interests in those associated

entities.

{o) Recoverable Amounts Of Non-Current Assets

Al non-current assets are reviewed at least annually to determine whether their carrying amounts require write down to their

recoverable amount {excluding non-current assets integral to the insurance operations). Recoverable amount is determined using
expected net cash flows

1999/2000 Annual ﬂepo?‘mma' T



STATEMENT 07 SiGN-FICANT ACCULNTING PDLICIES
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CONTNUED

o} Property, Plant and Equipment

Land and buildings are carried at cost or valuation. Revaluations are made in accordance with a regular policy whereby ndependent
valuations are obtained every three years and carrying amounts adjusted accordingly. The potential capital gains tax is not taken into
account in determining the revalued amounts.

Property, piant and equipment, excluding freehold land, are depreciated over their useful economic lives as follows:

LiFE METHOD
e [easehold improvements 10 years Straight Line
* Owned plant and equipment 5 years Straight Line

Gl Goodwill

The difference between the purchase consideration plus incidental costs incurred and the fair values of identifiable net assets of
controlled entities acquired is initially brought to account as goodwill and is amortised on a straight line basis over a ten to twenty year
period during which the benefits are expected to arise. The unamortised goodwill is reviewed annually at balance date.

r) Dther Intangible Assets

The cost of other intangible assets is based on its fair value at the date of acquisition and is amortised over the period of expected
benefits. The unamortised balance is reviewed each balance date and charged to profit and loss to the extent that future benefits are
no longer probable.

(s} Employee entitlements

The provisions for employee entitlerents to wages, salaries and annual leave represent the amount which the consolidated entity
has a present obligation to pay resulting from employees’ services provided up to the balance date. The provisions have been
calculated at undiscounted amounts based on current wage and salary rates.

The provision for employee entitlements to long service leave represents the present value of the estimated future cash outflows
to be made by the employer resulting from employees’ services provided up to the balance date.

Provisions for employee entitlerments which are not expected to be settfled within the year are discounted using the rates attaching rc
national government securities at balance date, which most closely match the terms of maturity of the related liabilities.

termining the provisior for employee entittements, consideration has heen given 10 futire InCreases i wage and saiary 161es,

/

and the consolidated entity’s experience with staff departures.

HIH Insurance Limited granted options to certain executives under an executive share option plan Further information is set out in

Note 28 to the financial statements. Other than the costs nsurred in administering the schermes, wiich 376 axpenr:

he scheme does not result in any expense to the consolidated entity.

ingd contrbunion superannuATon plans
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STATEMENT OF S.GNIFICANT ACCOUNTING POLICIES
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CONTINUZD

{ty  Amounts Payable to/Due from Reinsurers Other Insurers and Statutory Bodies

A designated committee of the Board of HIH insurance Limited oversees the entire reinsurance program for the Group, including
ensuring that the vast majority of the individual reinsurance protections are with A rated companies or better.

Amounts payable to or on behalf of, or due from reinsurers, comprise reinsurance premiums less recoveries due from reinsurers
for claims paid. Reinsurance recoveries receivable represents amounts due from reinsurers for claims outstanding, and are
measured at the present value of expected future receipts, calculated on the same basis as the liability for outstanding claims.

Amounts due from or payable to other insurers comprise that portion of claims paid which is the subject of an agreement or
anticipated agreement with other insurers in relation to their expected contribution.

Following the acquisition of FAI Insurances Limited, the Board's reinsurance committee also approved the purchase of whole of
account reinsurance contracts with AAA and AA rated companies. These contracts are long-term and are aimed at reducing the
volatility of the profit and loss account. The premiums expense in the future years for these long-term reinsurance contracts will
be recognised in accordance with the pattern of reinsurance services received. The reciprocal of the long-term benefit of these
contracts is that commutation before the end of their term may have a material adverse impact on financial results and/or solvency.
The Board has no intention to commute these contracts.

Amounts payable to or due from statutory bodies comprise claims recoveries payable to or due from those bodies under the
various laws and regulations applying in the states and territories in which the consolidated entity operates.

{u) Bank Loans

Bank loans are carried on the balance sheet at their principal amount, subject to set-off arrangements. Interest expense is accrued
at the contracted rate and included in "Other Liabilities".

fv)  Convertible Notes

Under the provisions of accounting standard AASB 1033 - Presentation and Disclosure of Financial Instruments, convertible notes

are recorded on initial recognition as liabilities or equity. Coupon interest attaching to convertible notes that are recorded as equity
is treated as a distribution out of retained earnings. Coupon interest relating to convertible notes recorded as a liability is expensed
to the profit and ioss.

fw) Converting Notes

Under the provisions of accounting standard AASB 1033 - Presentation and Disclosure of Financial Instruments, converting notes
are recorded on initial recognition as equity. Coupon interest is treated as a distribution out of retained earnings.

x}  New South Wales Workers Compensation Statutory Funds

Two controlled entities, HIH Workers Compensation INSW) Pty. Limited and FAl Workers Compensation (NSW) Limited, are licensed
insurers under the New South Wales Workers Compensation Act 1987 (the Act). In accordance with the requirements of the Act,

the controlled entities have established and maintained statutory funds in respect of the issue and renewal of policies of insurance.
The application of the statutory funds is restricted to the payment of claims, related expenses and other payments authorised under
the Act. The WorkCover Authority advises that the licensed insurers have no liability under the Act in the event of a deficiency in the
statutory funds. For these reasons, the statutory funds are of a separate and distinct nature and therefore it is not appropriate to
include the assets and liabilities of these funds with the other assets and liabilities of the consolidated entity. Accordingly, the income
and expenses of the statutory funds have been excluded from the consolidated profit and loss account and the assets and liabilities
of the funds have been disclosed in total only in the consolidated balance sheet.

Note 43 provides further details.

{yi  Lloyd's Syndicates

The consolidated entity controls and participates in various Lloyd’s syndicates. The beneficial interest in the total assets and liabilities
of the syndicates are recorded in the consolidated entity’s balance sheet with the underwriting results being reflected through the
insurance result.

1999/2000 Annual Report I
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iz} Earnings Per Share

Basic earnings per share are calculated by dividing operating profit after income tax by the weighted average number of ordinary
shares outstanding during the financial year.

Diluted earnings per share adjusts the figures used in the determination of basic earnings per share by taking into account any
reduction in earnings per share that would arise from the exercise of converting notes outstanding at the balance date.

{aa) Derivatives

The consolidated entity is exposed to changes in interest rates and foreign exchange rates from its activities. The consolidated entity
uses the following derivative financial instruments to hedge these risks: interest rate swaps, forward rate agreements and forward
foreign exchange contracts. Derivative financial instruments are not held for speculative purposes

All non-specific hedge transactions are initially recorded at the relevant rate at the date of the transaction. Hedges outstanding at
balance date are valued at the rates ruling on that date and any gains or losses are brought to account in the profit and loss statement.
Costs or gains arising at the time of entering into the hedge are deferred and amortised over the life of the hedge.

Where hedge transactions are designated as a hedge of the purchase or sale of goods or services or an anticipated interest
transaction, gains and losses arising up to the date of the anticipated transaction, together with any costs or gains arising at the
time of entering into the hedge, are deferred and included in the measurement of the transaction. Any gains or losses on the hedge
transaction after that date are included in the profit and loss statement.

Where a hedge transaction is terminated early and the anticipated transaction is stili expected to occur, the deferred gains and losses
that arose on the hedge prior to its termination continue to be deferred and are included in the measurement of the purchase or sale
or interest transaction when it occurs. Where a hedge transaction is terminated early because the anticipated transaction is no longer
expected to occur, deferred gains and losses that arose on the hedge prior to its termination are included in the profit and loss
statement for the year

Where a hedge 1s redesignated as a hedge of another transaction, gains and losses arising on the hedge prior to its redesignation are
only deferred where the original anticipated transaction is still expected to occur Where the original anticipated transaction is no
longer expected to occur, any gains or losses relating to the hedge instrument are included in the profit and loss for the year.

Gains and losses that arise prior to and upon the maturity of transactions entered into under hedge rollover strategies are deferred
and included in the measurement of the hedged anticipated transaction if the transaction is still expected to occur. If the forecasted
transaction is no longer expected to occur, the gains and losses are recognised immediately in the profit and loss statement.

Interest payments and receipts under interest rate swap contracts and realised gains and losses on forward rate agreements are
recognised on an accruals basis in the profit and loss statement as an adjustment to interest expense during the vear.

{ab) Goods and Services Tax

Revenues, expenses and assets are recognised net of the amount of goods and services tax (GST). except where the amount of GST

Jm dhnm mlemy e mbn o ~ S
. i these circumstances the GST is v

N

curreqd 1s not recoverapie o ing Au
f

Receivables and payables are stated with the amount of GST included
The net amount of GST recoverable from, or payable to, the ATO is inciuded as a current asset or liability in the balance sheet.

Cash flows sre ncluded ir the statement of cast flows on 5 gross basis
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FESULTS OF NSURANCE ACTIV:TES

CONSOLIDATED

Gross written premium
Gross premium earned
Outward reinsurance expense
Net premium earned
Claims expense

Direct

inward reinsq[ange

Claims hand/ir_r_g_c_‘osts
Total claims expense
Rein_s_granqe recgven’qs
I\_(_er claims ‘incurred
Underwn'ting expenses
Fire brigade cha_rge_s
Net acquisition costs
Total undenNrit/_'n_g expenses
Unde_ryvriting loss
/nvestment return on p’o./_ic_)_/h_olders’ fgnds
Other business activities (net)
!n_s_u_.rance result
Goodwill amo_rtis_atipn
Inve__st_r_nen; return on shareh_o/ders_’ fqnds
Interest expense

- conve:‘tjble notes

- other

Operating profit before abnormal item and income tax

, 1.7.9910 1.1.98 10
LSO.G.OO 30.6.99
NOTE $m $m

28676 33472
28625 31368

(867.1) (812.2)

19954 23246
(26084) (26347
(1073 2638
{63.0) (45.5)
(27787) (29437

_ 12866 11235
23 i) (1492.1) (1820.2)
8087) (3282

B9 (524
{259.0) (297.5)

{606.8) (678.1)

(1038)  (1757)
¢ 150 2290
mo (13
1.3 4.5

o 728 585
353 (208

4 60.4 91.3
2 45 68
{31.5) (20.2)

5 619 102.0

ce 33
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NOTES TQ THE STATEMENTS 0OF CASH FLOWS

ta) RECONCILIATION OF CASH

For the purposes of the statements of cash flows, cash inciudes cash
on hand and in banks and deposits held at call with banks and/or financial

institutions net of outstanding bank overdrafts.

Cash at the end of the year as shown in the statements of cash flows
is reconciled to the related items in the balance sheets as follows:

PABENT ENTITY

30.6.00 30.6.99 30.6.00 30.6.93

sm $m sm sm
Cash/Deposits at call 1.2 53 461.6 638.7
Total » 12 53 461.6 638.7

b} BUSINESS ACQUIRED OR ESTABLISHED

During the period the consolidated entity acquired or estabiished
the following wholly controlled entities:

2000:

» FAI Finance Corporation Pty Limited and its contraflec erritias
* World Marine and General Insurance Pty Limited

* (Hannan and Company Pty Limited

» HiH Systems International Limited

» Cotesworth Insurance Services Limited

1999.
¢ Cotesworth Group Limited and \ts controlled entities

FAl Insurances Limited and its controlled entities

»

HIH America Compensation & Liability Insurance Company of Hipois

»

HiH Insurance (Asial Limited

-

HIH Marine Holdings (US) inc Washington)

HIH Marine insurance Services AB

HIH Maritime Services irc.

-

HIH Russia Limited
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NOTES 70 "hi STATEMENTS OF ZASH FLIWS X CONSOLIDATED
! o 30.6.00  30.6.99
$m $m
by BUSINESS ACQUIRED OR ESTABLISHED (continued!
Details of the acquisitions of controlled entities are as follows:
Consideration.
Cash paid 233 263.4
Other 122 167.1
Total consideration 35.5 430.5
Fair value of net assets acquired:
Cash 195 3565.0
Receivables B o 28.9 253.1
Investments ‘ 576 20380
Plant a_nd equipment 21 2291
/ntangib/es _ o 193 -
Other assets ' 3.9 654.1
Creditors and borrowings {947) (671.8)
Frovisions ‘ o (11) {2 723.6)
Outside equity interest ‘ - (115.9)
35.5 118.0
Goodwill on acquisition S ) ‘ - 3125
355 430.5
Cash paid on the purchase of controlled entities. net of cash acquired:
Coshpad e 33 239
Less cash received 19.5 355.0
(Outflow)/Inflow of cash _ ‘ o {3.8) 91.6

19992000 £nnuar Seport | R




NOTESL 7O THE STATENENTS OF CASH FLOWS

(c) BUSINESS DISPOSED

During the financial period, the consolidated entity sold no interests
in controlled entities (1999: FA/ Life Limjted and Oceanic Coal
Australia Limited). Details of disposals are as follows:

CONSOLIDATED

Consideration:
Cash proceeds™®
Other

Proceeds on disposal:

Fair value of net assets disposed:
Cash
Reqe/vab/es
Investments
Plant and equipment
Inventories
Other assets
Creditors
Rrovis«ons
Quts/de e_qgity interest
Conyert/ble note
Net assets of entities sold
Loss on disposal
inflow of cash on disposai of entities, net of cash disposed:

Cash proceeds

Infiow of cash

I
1 30.6.00 30.6.99
Sm $m

54.6 144.4

(54.6) 75.0

- 219.4

- 140.8
- 24.‘4'
- 760.7
- 170.4
- 17.2
- 66.8
. @Y
- (700.2)
- (176.1)
- (40.0)

- 243.5

- (241,

* Cash proceeds received during the current year related to businesses disposed of in the prior veriod

i

TIT e
INL I

G
1

4 NON-CASH
During the vear tha following non-cash financing activities were carriea out:

ul 9966 279 ordinary shares were 'ssued urde- the Dividen? Reinvestment Plian nceasing
share capital by the velue of $13 394 797, and

(nj 47 179 convertibie notes were converted nio 96 5360 ordinary shares ircredsing s7a€
sggts oy che viig o7 3232 436
e 30 _biH Insurance
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NOTES TO THE STATEMENTS OF CASH FLOWS PARENT ENTITY CONSOLIDATED

i
F contivue 17891 119870 | 1799 119810
30.6.00 30.6.99 30.6.00 30.6.99

Sm Sm Sm §m

le) RECONCILIATION OF NET CASH PROVIDED BY OPERATING
ACTIVITIES TO OPERATING PROFIT AFTER INCOME TAX

Operating profit after income tax v - 801 1024 192 37.3
Depreciation and amortisation . - - 716 65.3
Bad and doubtful debts - - 09 8.3
Net profittioss) from sale of plant and equipment o 05 (1.3
Tra_ns_fer to provision for employee entitlements _ - - 21 1.4

Changes in net market value of investments

- realised _ . 1) 979
- unre_alised - - N (316} 2.1
Profit on sale of associate entities _ _ o - 18 (7.6)
Pre-acquisition losses included in goodwill . _ S | e
Abnormal loss on provision for Goods and Services Tex .. .. 80 800

Changes in assets and liabilities

Decrease/(increase)
- Debtors (205) 61.9) ‘ (1807) 419.1)
- Reinsurance recoverios rocoiable S . B
- Other operating assets | | . MM 29
Increase/{Decrease)
- Creditors _ o (884 2044
- Qutstanding claims B : S e T co . 5021 1239
-Income and deferred tax provisions R A0 T T 519,
- Other liabilities ‘ v - - 19.8 120.5

33.6 40.5 {678.3) (341.4)

1999/2000 Annual Report l



DPERLT NG REVENUE

PARENT ENTITY

CONSQOLIDATED

Gross premium earned
Direct

inward remnsurance

Reinsurance recoveries revenue

Investment revenue
Dividends from
- controfled entities
- associated entities
- non-related entities
Interest from
- controlled entities
- non-related entities

Rentals

Changes i net market value of investments
realised

unrealised

Revenue from other business activities

Proceeds from saie of non-Cuirent 4ssets

T (=1}
cta' revenue

. 38 !:s',lH.lns,u.fan.c.ei

179870 109870 1799 11987
30600 30699 ; 30.600  30.6.99
sm sm_ . sm sm

- - 27545 28167
- - 108.0 3201
- 28625 31368
- - 12866 11235
399 907 .
- - 0.7 -
- 23.0 149
96 149 -
- 03 1095 1942
- - 17.0 154
49.5 1059 1502 2245
- - 53.6 97.9
- - 31.6 2.1)
- 85.2 95.8
8.4 - 886 1051
- 3.2 49
575 1055 44763 16866
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JPEIATNG S30F

PARENT ENTITY CONSOLIDATED

Operating profit before income tax after
charging/(crediting) the following expenses

Interest paid or payable to

- non-related entities
Operating lease rentals
Net profit/floss) from sale of non—_current qssers
Depreciation of piant and equipment
Amortisation of

- management rights

- gqoc_ivyill

- /eased assets
Profit on sale of assqciate entity
P_rqv:_s(on_ _fc_)r_ dc_)qbtfu/ debts
Frov/s{on for employee entitlements

Bad debts written off

ABNORMAL ITEM

17997  1.1.9810 ' 17990 119870
30600 30699 | 30600  30.6.99

Provision for Goods and Services Tax

Applicable income tax

Restatement of deferred tax balances due
to income tax rate changes

EXTRAORDINARY ITEMS

Sm $m i $m $m
3.8 6.8 » 360 _ 27._7
- : %69 335
- 05 13
..o %63 407
s ' 02

T oo %1 08
- T 38

T SR (19)  (7.6)
- (6.8 56
- 21 . 1.4
- 7.7 37
- - 60 500
- - 22 18.0

- : (3.8) {32.0)

- - {18.8) -

- - (22.6) (32.0)

Loss on sale of interest in controlled entity

Applicable income tax (Note 9)

- - - (50.1)

- - - (60.1)
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SARNINGS PER SHARE

CONSOLIDATED

i 1.7.9910

1.1.98 10
30.6.00 30.6.99
cents cents
Basic earnings per share {0.6) 4.0
Diluted earnings per share 1.9 5.6
. number number
I
{ay  Number of ordinary shares
Weighted average number of ordinary shares on issue
used in the calculation of basic earnings per share 466.3m 369.9m
bt Potential ordinary shares considered dilutive
Converting notes on issue, as disclosed in Note 30, are considered
to be potential ordinary shares and therefore have been included
in the determination of diluted earnings per share
INCOME TAX PARENT ENTITY CONSOLIDATED

179810 1198w | 17997 11987
30600  30.699 | 30.600  30.6.99

Sm Sm $m $m

The difference between income tax expense provided ir the accounts
and the prima facie income tax expense is reconciled as follows:
Operating profit 54.1 104.6 55.9 52.0
Prima facie tax thereon 19.5 377 20.1 18.7
Tax effect of permanent and other differences

- rebate on dividend income {14.4) i32.7) - 30

- effect of difference between Australian tax rate and tax

rate applicable to the income of controlled overseas entitias - - {1.8] i0.6

- non-deductible net of non-assessable items (2.0} 2.8) 8.5 4.3} l
Rastatement of deferred tax balances due to income
tax rate changes - - 18.8
Amounts {over)/under provided in prior pericds 0.9 - (8.8) {7.3)
Total income tax attributable (o operating proft 4.0 22 36.7 147
EXTAQIINGry e (INOis 77 . - E ‘DO S,
Prime facie fax 1herson g - - i8.20
Tax effoct of po - - 8.0
Totg monre 18 A0 SNTECIE AN E
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SEGMENT NFORMATION REVENUE
1.7.89 10 1.1.98 10
30.6.00 30.6.99
Sm Sm

Contributions to consolidated revenue, operating profit before
income tax and total assets heid during the period were:

By Activity
- Undewriting 44763 46836
By Geographical Area
- Australl_'_a 2 »9(‘)8.0
- UASAA._ 736.4
- Now Zealend 177
- Asia 7503
- United Kingdom 6642
- Argen?in_a _______ 42.0
4 688.6
OPERATING PROFIT
WS
1.7.99 10 1.1.98 10
30.6.00 30.6.99
§m $m
By Activity
- Underwriting 55.9 52.0
By Geographical Area
- Australia 152.5 78.4
usA sy 205
- New Zealand L2 A
- Asia a8 (54
SUnited Kingdom “s7) (217
- Argen tina 22 3.8
55.9 52.0
TOTAL ASSETS
30.6.00 30.6.99
$m $m
By Activity
- Underwriting 8.327.1 8051.1
By Geographical Area
- Austraha 6 0083 6 3}60.5
-usa 7825 7339
- New Zealand - 3103 2056
- Asia 2468 92.2
- United Kingdom 9490 ‘ 625.0
- Argentina 50.2 339
83271 80511
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RECEIVABLES

PARENT ENTITY

CONSOLIDATED

CommeT 30.6.00  30.6.99 30.6.00 30.6.99
$m $m $m Sm
Trade debtors - 613.1 497.5
Less provision for doubtful d_eb_ts - - {8.8) (19.8)
Trade debtors, net : : 53 4777
Amounts due from reinsurers, other
insurers and _st_atutory’qu{es_ - . 3778 360.7
Accrued premiums g 5264 4700
Accrued interest, commission and other income 47 4.7 8.4 59
Other debtors - - 86.7 86.4
Total current receivable_s 4.7 4.7 1603.6 14007
INVESTMENTS
§ CURRENT

At Directors’ valuation
Corporate bonds - unlisted ; - _ 470 106.7
Loans - u_ns_e_cqred - - 46.3 38.1

- - 93.3 143.8
At net market value
Shares in non-related entities - listed * - 517.0 612.1
Government and semi-government
stocks and bonds - - 15.6 48.9 _

- - 532.6 661.0
Total carient in.estments 625.9 804.8
Less provision for selling costs - (1.5} (1.3

- 624.4 803.5

Net market value

o NI i
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RENSUSRANCE RECOVERIES RECEIVABLE PARENT ENTITY CONSOLIDATED

30.6.00 30.6.99 30.6.00 30.6.99

$m $m $m $m
Expected future recoveries on outstanding claims I_Und_:'_sc_ou_r)ted) _ - - 1 9916 1650.9
Discount to present value - - (171.7)  (148.7)
Reinsurance recoveries receivable - - 18199 14022
Current _ _ - - 4316 4155
Non—cgrrent _ _ - - 1388.3 986.7

- - 1819.9 14022

Consistent with industry practice, the consolidated entity has entered
into whole of account reinsurance contracts to protect its underwriting
portfolio. In the current year, the consolidated entity has entered into
a further whole of account contract for a period of five years.

Included in reinsurance recoveries receivable above is $220 million

of discounted recoveries relating to this contract. Of this amount,

the recovery of $120 million is dependent upon the performance of
the contract, in line with expectations over the life of the contract

The principal factors influencing performance include:

1. Investment performance of the underlying experience account
2. Claims payments patterns
3. Continuity of the contract

These events are inherently uncertain and the ultimate performance
of the contract and the realisation of the benefits of the contract may
differ from expectations. The net financial benefit of this contract for

the current year was $84 million after taxes

OTHER ASSETS
!

! CURRENT

Prepayments and deferred expenses - - 25.0 33.8
7_"0_1_‘@/ current other assets ) _ . - - 25.0 33.8
RECEIVABLES

]

‘, NON - CLRRENT
Trade debtors - - ‘ 06 _
Amounts owing by ;ontro(led entities _ ‘ 28_6._4 269.4‘ - -
Promissory note - . - 35.0
Total non-current receivables 286.4 269.4 0.6 35.0
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IYVESTMERTS

PARENT ENTITY CONSGLIDATED

At Directors’ vaiuation

Corporate bonds - unlisted

Shares in controlled entrties - unlisted
Shares in non-related entities - unlisted
Loans - secured

Convertible notes

Investments in associates **

Other

At net market value

' NCN - CURRENT

Government and semi-government stocks and bonds

Infrastructure trust

At Directors’ valuation as at 30 June 2000*

Investment properties

Total non-current investments

Net market value

*

Mr J O'Grady AVLE (Val. and Econ.}
Qualified Valuer, of First Pacific
Davies (Vic) Pty. Limited

Mr P Donovan AVLE (Val./
Registered Valuer, of Landsbury’'s
(Austl Pty. Ltd

Mr R Montague AVLE (Val.) and
Mr | Blackall FVLE Registered
Veluers, of Chesterton International
Mr F L Juiter AVLE and

Mr /T Rae AVLE of Rushton Group

After having regard to valuations carried out by registered valuers as follows:

Mr R T G Meridith AAIV of Robert T G Meridith
Mr K Ashcroft FVLE of Rushton Group

Mr R Stafford FVLE of Landmark White

Mr M Smallhorn FVLE (Val. and Econ.}
Registered Valuer. of JLW Advisory Corporate
Property Pty. Limited

Mr J Booth AVLE (Vai.)

Registered Valuer of Richard Ellis

SRTCVAN D4 f s
NOVYy iy, Liflied

306.00 30699 30.6.00 30.6.99
sm $m $m $m
- - om0 218
731.8  685.7 oo
- - 27.9 29.9
- - 219.8 216.8
- 40 400
- - 713 118.7
- - 83 9.4
7318 685.7 609.3 636.6
- - 5081 719.8
- - 27.1
- - 535.2 719.8
- - 613.2 556.4
731.8 6857 1757.7 19128
- - {4.6) (4.0)
7318 6857 1753.1 19088

Mr | Muir FVLE (Val. and Econ.)

Registered Valuer, of JLW Advisory Corporate
Property Pty. Limited

Mr J Oliver AVLE of John Oiiver and Associates

Mr P Phippen AVLE
of Peter Phippen and Assoc:ates

Mr M F Newton AVLE of

Brothers & Newton Pty Ltd

AA O Tommms YOI A am s VIO T ARNITINS AACH [TINST
Vi D TuniiGi L)UJ|’VVyIl/L/ VI AINLCTV VI LTINS

of Internatioral Valuatior Consultants Pty Ltd

NAME OF ASSQCIATED ENTITY

Business Thinking Systems Pty Limited
Laniex No.107 Pty Limited

Home Security International Inc

Sydney & London Propertes Limitsd

Nam Seng Insurance Puolic Compary ..miter

Az Maaidin Dinii Afac oo ooa [aP YO Cnn Dl
ASIE T EEINE SUSN WVAnEGEMENT LENWS LaN w8

s

A.s*ra A Chira Houdirns Ph Limitag

Riskcop ‘Chinai Limitec

WNorldveide Visadher Underveriiing Agancies ksl Lo

Hacidic Mentor Pry Lirvired

LEIS Crigustes ane L0ecTes Mty LI
Smgrger Sereces Farrters <h Llnvrel
e D osess sy geng S sde Dora ~ore

ML B g e

i PRINCIPAL ACTIVITY

; OWNERSHIP INTEREST :
| 30600 30699 |

BALANCE DATE

Consulting
'Dorﬁ‘;an.z .
Security Systems
Property Investment
'nsurance Services
Insurance Services
insurance Services
‘nsurance Serviccs
,‘nsflfa nee Se‘ru;es
Insurance Services
Isurance Services
Venturs Caprtal
Hote! Managemrent
Car % Bus ke

‘myagtrert Sarvinas

nSure e Ser Les

50% 50% 30 June
50%  50% 30 June
4}% 42% .30 June
50% 50% 31 .Mafch
50% 50% 371 December
50% 50% 31 Decembet
24% 24% 31 Decemnber
2% 29% 21 .August
42% 44% 31 Dacember
40% 0% 31 December
50% 50% 371 Deceriber
40% 30% 30 June
50% 50% 30 Jure
40% LN

4% 2 e

47 > Discemy
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NVESTMENTS

FINANCIAL SUMMARY OF MATERIAL ASSOCIATES

Sydney and London Properties Limited

The Deves Insurance Publlc Company Limited
Home Security International Inc

Naﬁv Seng Insurance Public Company Limited
Alf othérs in aggregate

Total associates

PLANT AND EQUIPMENT

1
TNONCRRENT TOTAL ASSETS

TOTAL LIABILITIES

NET PROFIT/(LOSS)

Leasehold improvements, at cost

Less accumulated amortisation

Plant and equipment, at cost

Less accumulated depreciation

Total plant and equipment

INTANGIBLES

Goodwiil, at cost
Less accumulated amortisation

Management rights, at cost

Total intangibles

OTHER ASSETS

Future income tax benefit
- timing differences
- tax losses
Prepayments and deferred expenses

Other receivables

CONTINUED 30.6.00 30.6.00 i 30.6.00
$m $m 5m
306.4 238.0 (1.9
103.5 44.2 8.6
51.6 22.3 0.3
66.9 32.8 1.0
7.4 3.1 0.9
5358 3404 6.5
PARENT ENTITY CONSOLIDATED
i
l 30.6.00 30.6.99 30.6.00 30.6.99
$m Sm $m $m
S 486 459
- - {23.0} (22.1)
- - 25.6 24.8
- - 255.1
- - (156.7)  (132.1)
- - 139.0 123.0
- - 164.6 147.8
!
| NON - CURRENT
- - 555.9 392.1
g - (80.6)  (456)
- - 19.3 -
- - {0.2) -
- - 494.4 346.5
[l
f o CURRENT
- - 812 145.2
- - 137.2 27.2
- - 15.7 18.9
- - 0.9 04
- - 244.4 191.7

Total non-current other assets

The directors have forecast that the future income tax benefit in relation to

tax fosses will be recovered over a period of up to five years
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FARENT ENTITY

CONSOLIDATED

30.6.99 ; 30.6.00

CURAET 30.6.00 30.6.99
sm $m ‘ $m sm
Trade creditors - 12.3 34.3
Amounts payable to or on behalf of reinsurers,
other insurers and statutory bodies - 3033 417.8
Sundry ‘credl;ors - 65.4 111.6
Total current accounts oayab/‘e - 381.0 563.7
BORROWNGS
| Jp—
i CUBREN
Bond issue - - 1511
Bank loans - 113 12.9
Ome_r Igans - s‘ecured - - ‘ 83
Other ioans - unsecur_‘ed - - - 05
Total current borrowings - - 19.6 164.5
FINANCING ARRANGEMENTS
——
The consolidated entity has access to the foiowing hnes of credit
Total facilities available.
Mecdium term note 1SSues . £§66.2 604.2
Bank foans - 53.3 38.2
QOther loans B 36.5 303
Standby letters of credit - 408.7 350.1
- 1164.7 10229
Faciities utilised ar baiance cate
Medium term note i1ssues - 226'..5 213.0
Bank loans - 34.6 34.1
Other loans - 30.9 30.3
Standby letters of credit - 2921 33823
- 684.1 6715.7
Facifities noi ulipsed gt 03§06 Gale
Mednrm tars role ggies - 439.7 367 &
Baak foans - 187 4
Uihpt ogng 56
. 480.5 7
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PARENT ENTITY CONSOLIDATED

Dividends

Income tax

Goods and Serv/qes Tax
Emp/o_yee en;it/ements
Othe(

Total current provisions

OUTSTANDING CLAIMS

! CURRENT

30.6.00 30.6.99 30.6.00 30.6.99

$m $m $m $m
94 ‘ 185 . .9'4. 78,5_

5.0 o ;

..... ' ) A0 )
T 245 218
- - 88 6.0
14.4 185 83.7 46.3

(1) QUTSTANDING CLAIMS DETAILS
Expected future claim payments (undiscounted)
Discount to present value

Liability for outstanding claims

Current

Non-current

{a) The weighted average expected term to settlement from the balance date
of the outstanding claims is estimated to be 2.2 years (1999: 2.6 years).

b) The following weighted average inflation rates and discount rates were used
in measuring the consolidated outstanding claims liability for the succeeding

and subsequent years.

4 598.7

(547.2)

4 051.5

- - 14234 14155
- - 30075 2636.0

- - 44308 40515

CONSOLIDATED

Inflation rate

Discount rate

30.6.00 30.6.99

% %
3.8 5.0
6.4 6.1
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OUTSTANDING CLAIMS

1
l CONTINUED

i NET CLAIMS iNCURRED

Current period claims relate to risks borne in the current financial year.
Prior period claims relate to a reassessment of the risks borne in all
previous financial years.

30.6.00 30.6.99
{ CURRENT .  PRIOR CURRENT . PRIOR
YEARS YEARS | TOTAL PERIOD | PERIODS | TOTAL
R el el

Direct
Gross qlaims ‘ir_l_cL_J_rred - undiscounted 2380.2 250.0 2 630.2 . 2 6.?7.9 53. 7 27516
Reinsurance recoveries - undiscounted (1136.2) (130.0) (1266.2) (1 027.8) (15.0) (1 042.8)
Net c/a»’ms incurred - undiscounted 1.244.0 120.0 1364.0 16701 38.7 17088
Discoqnt - gross claims incurred 373 39 B 412 ““““““ It 826 _ (1.9) (845)
Discount - reinsurance recoveries 1702 19 033 03 (136
Net discount rate adjustment - . - 1.3 1.3
Net discount movement 39.0 4.1 43.1 (95.9) 0.9} (96.8)
Total net direct claims inc__urrec_l 12830 124.1 14071 15742 37.8 1612.0

30.6.00 30.6.99

$m $m

Totat
Direct ) 1 4071 16120
/nryv_;ards ‘re/'n‘sq_rar‘rce 85.0 209.5

14921 18215
Net claims incurred is reconciled to Note 2 as:
D/rg_ct 1407.1 16107
Inwards reinsurance 85.0 209.5

14921 18202
Net discount rate adjustment - 1.2
Total net claims incurred 14921 18215

EXPLANATION OF PRIOR PFRIOD CLAIMS INCURRED

4 significant portion of the prior perods claims ‘ncurred relates to movernent in the discount component

For e e o
of Clannis expense 1S iNo

vem

ent is &

year closer to maturity as well as the impact of the net aiscount rate adj.stment vue to lovser interest rates
used in the discount calculation. This movement '~ discount is offset by increased saiues of investment

assets supporting the clairs reserves




OTHER L ABILITES

PARENT ENTITY

CONSOLIDATED

Other creditors and accruals

Total current other liabilities

ACCOUNTS PAYABLE

Trade creditors
Accruals

Total non-current accounts payable

BORROWINGS

Convertible notes - unsecured (refer Note 29)

Medium term note _(ssues
Bank loans - unsccured
quord(natgd borrowing_._s
Othe( loans - unsecyred
Other Joans - secured
Bond issue

Total non-current borrowings

PROVISIONS

Empioyee entitlements
Other

Total non-current provisions

! cument 30.6.00  30.6.99 30.6.00 30.6.99
$m $m $m $m
0.2 2.1 49.2 33.9
0.2 2.1 49.2 33.9
1
! NON-CURRENT
T 24
- - 12.1 -
- - 14.5 -
1
‘ NON - CURRENT
55.8 56.1 55.8 56.1
- - 2265 2130
- - 23.3 21.2
- - 159.6
- - 3.0 9.4
- - 19.6 20.4
- - 16.6 15.7
55.8 56.1 504.4 3358
[]
‘ NON - CURRENT
- - 3.8 56
0.9 - 0.3 0.4
0.9 - 4.1 6.0
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SHARE CAPITAL

PARENT ENTITY

CONSQOLIDATED

30.6.00 30.6.99

30.6.00 30.6.99

Sm $m sm $m
Issued capital.
- 471 849 820 (30 June 1999. 461 786 8617)
ordinary §hares, fully paid 697.9 684.2 697.9 684.2
Tota/ issue_d ggp_/tal attribu(ab{e to membg(s _of z‘h_e parent entity 697.9 684.2 697.9 684.2
FULLY PAID UP VALUE ORDINARY SHARES
30.6.00 30.6.99 30.6.00 30.6.99
Movements in issued capital during the period: sm sm naumber number
Opening ba/ance at bt_aginn’ing Qf"period v 6842 . 30:8 ) 461 786 86 1 323277 221
Shares issued under Dividend Reinvestment Plan - 134 29.7 _ 9 966279 ‘ 21 534 598
Shares issued under Executive Option Plan S 02 T 899200
Shares issued under Conve_rtib/e Notes cqnversion 03 1.8 o 96 680 750 978
Shares issued under Converting Notes conversion o 870 e _45 312 500
Shares /ssued on acquisition of FAI /nsgranges Group o 142.1 - 70 012 364
Transfer from Share Premium Reserve 342.6 - -
Closing balance at enq _of_period 697.9 684.2 471 849 820 461 786 861
Employee options over ordinary shares in HIH Insurance Limited 30.6.00
. EMPLOYEES DIRECTORS
e wuge oy o | oy
On issue at beginning of the period 2 325 000 1030 000 8 975 400 1596 000
Expired/forterted during the period (420 G060} {40 G66j {7 663 6060} -
Du?standm_g at end or peroc 1 905 000 990 000 7 972 400 1 5_96 ‘00_0
Expired subsequent to end of period ~ - - -
Outstanding at date of Directors’ Report 1905 000 990 000 7 972 400 1 596 000
Number of recipients 40 29 ) 142 4
Exercise price $282 $2 72 ’ $2. 7_7 $2.17
Exercise period 30 Joune 1893 6 May 1998 6 May 1397 10 May 1997
to e} to tu
30 June 2003 6 May 2002 6 May 2001 10 Mav 2001
Exmiration date 30 June 2003 & May 2002 & May 2001 10 May 2001
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SHARE CAPiTAL

i
R CONTINUED

The Executive Option Plan was approved by shareholders at the Company's
Annual General Meeting held on 20 May 1994. The shareholders at the
Company'’s Annual General Meeting held on 15 April 1998 approved the

HIH Employee Share Plan which replaced the old Employee Share Ownership
Plan to take advantage of tax concessions introduced during the period.

(a) Under the Employee Share Plan the Company contributes up to 2.5%
of annual profits after tax for the acquisition or issue of shares in the
Company to qualifying employees (those who are full-time employees
with 3 years continuous service). Each qualifying employee is issued
an equal number of shares. The employee may not deal with the shares
for another 3 years; however all benefits such as dividends and bonus
issues arising from the shareholding during those 3 years accrue to
the employee.

tb) A pool of options become available each year to be shared among
a group of invited executives under the Executive Option Plan.
The price of each option is 1 cent unless the Board determines
otherwise. The exercise price is the weighted average sale price of
the shares sold on the Stock Exchange over the 5 trading days preceding
the date on which the relevant executive is invited to apply for the
options. Options granted must be exercised, if at all, within 5 years.

Total number of shares/_optiops out_standing at beginning of period { 'OOO)_
Total numbe_r _allocated/issued to employees duri/_vg the period ( 'OOO)_
Entitlements forfeited/exe_rc{sed dunn_g_the_ pt_eriod { 'OOO)

Total numbe_er a/locatevd/li’sisye_d_ to a_r_nplqyees at‘end o‘f period { 000)
Entitlements refating to options not taken up are forfeited;

accordingly no options remain available at balance date

* Shares not allocated at balance date are not reallocated
to qualifying employees in the subsequent period.

Total number of empioyees eligible to participate in the Plans
Total market value of shares/options allocated during the period ($000)

Proceeds received and receivable from allocation/issues during the period ($000)

ORDINARY SHARES OPTIONS
30.6.00 30.6.99 30.6.00 30.6.99
-* - ¥ 13 926 13878
- 486 - 2 350
- {1463) (2302)
- 486 12 463 13 926
i
1256 1296 215 202
19 : 139
- . - 24

1999/2000 Annuat Report |




CONVERT 3L E NOTES 30.6.00 30.6.99

e

Number  Face value Number  Face value
$m sm

TOTAL CONVERTIBLE NOTES HELD
Opening ba/gch 24280438 - 1214 24 646 920 123.2
Conversion to Ordinary Shares » (47179) (0.3) (366482) (1§
Closing balance 24233259 121.1 24280438 1214
CONVERTIBLE NOTES CLASSIFICATION:
Liability B , o 11163903 558 11211082 561
Equity 13069356 65.3 13069356 653
Closing balance 24233259 121.1 24280438 1214

On 6 November 1996, the consolidated entity announced a 1 for 12 pro rata
renounceable rights issue of Convertible Notes to raise approximately $127.4 million,
being 25.5 million 8% Notes at their face value of $5.00 each. The issue closed on
23 December 1996 and Notes were allotted on 17 January 1997. The Notes rank
ahead of the parent entity’s Ordinary Shares for payment of dividends or on a
winding up but behind commercial debt. The Notes carry no voting rights at generaj
meetings.

Notes may be converted on regular set dates, namely 31 March, 30 June,

30 September and 31 December in each year Under the terms of the issue,
additional rights of conversion are available in certain circumstances. The final date
when Noteholders can convert is 2 November 2001 The rate of conversion to
Ordinary Shares is calculated by dividing the face value of the total number of Notes
held by 32.5% of the weighted average market price of an Ordinary Share for the
10 business days prior to the date of conversion. This conversion price 1s subject to
a maximum of $5.00 per Ordinary Share and a minimum of $2.44 The Notes earn a

coupon rate on their face value.
In accordance with AASB 1033 - Presentation and Disclosure of Financial
instruments, Convertible Notes are to be classified on initial recognition as a liability

or as equity.

As a result the consolidated entity has classified 33.9% of the Convertible Note

issue as equity based on an undertaking from Winterthur Swiss Insurance Company
("WSIC") (a former related party of the consolidated entityj to convert its holding of
13 063 356 Notes by 2 Novembei 2001 The remaining Convertible Notes held by
others have been classified as a hability refer Note 26!

Under the provisions of AASE 103 )
Austreian subsidiary Winterthur Holdings Australia L'mited has been ciassitied to

be of an equity nature and therefore the couponr interest relating to these notes neid

has besr treated as a disiribution oui ¢ rstained eamirgs. Codpor interest €A1 g

1

]

to Notes held by others has been expernised to protit and (0S5
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CONVERTING \NOTES

TOTAL CONVERTING NOTES HELD
Opening balance

Proceeds from issue

Conversion to Ordinary Shares

Closing balance

CONVERTING NOTES CLASSIFICATION:

Equity

30.6.00 30.8 99
i
! Number  Face value Number  Face value
$m $m
42 620 000 213.1 - -
- - 60 020 000 300.1
- - (17 400 000) (87.0)
42620000 213.1 42620 000 213.1
-
42620000 213.1 42620 000 213.1
42 620 000 213.1 42620000 213.1

Closing balance

On 20 March 1998, the consolidated entity announced a fully paid, non-cumulative
unsecured issue of Converting Notes to raise $125.0 million, being 25 million
7.535% Notes at a face value of $5.00 each. Notes were allotted on 12 June 1998.
The Notes rank ahead of the parent entity’s Ordinary Shares for payment of
dividends or on a winding up and will rank equally with other unsecured obiigations
of the consolidated entity but behind commercial debt. The Notes carry no voting
rights at general meetings.

On announcement of a further Converting Notes issue on 26 October 1998, a right
of conversion was available to existing Noteholders under the terms of the issue.
Consequently, 17.4 million Notes at their face value of $5.00 each amounting to
$87.0 million, were converted. On 24 December 1998, 45 312 500 Ordinary Shares
were allotted to converting Noteholders.

This further issue raised $175.1 million, being 35 020 000 Notes at a face value
of $5.00 each, which were allotted on 27 January 2000.

All Notes may be converted into Ordinary Shares on 12 June 2001.

Thereafter, Notes may be converted on a quarterly basis from the date of allotment
of the Notes. Under the terms of the issue, additional rights of conversion are
available in certain circumstances. The final date when Noteholders must convert
is 12 June 2003.

The rate of conversion to ordinary shares is calculated by dividing the face value
of the total number of Notes held by 95% of the weighted average market price
of an Ordinary Share for the 5 business days prior to the date of conversion.
This conversion price is subject to a minimum of $0.25 per Ordinary Share

The Notes earn a coupon rate on their face value. The Notes pay a fixed rate

of interest semi-annually which was set on the day of issue of the Notes

in accordance with AASB 1033 - Presentation and Disclosure of Financial
Instruments, Converting Notes are to be classified on initial recognition as a liability
or as equity. The consolidated entity as a result has classified all of the Converting
Note issue as equity due to the mandatory conversion of the Notes into Ordinary
Shares by 12 June 2003 Coupon interest relating to these notes, therefore, has
been treated as a distribution out of retained earnings.
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PARENT ENTITY

CONSOLDATED

Asset revaluation
Foreign currency translation

Total reserves

Movements during the period:

Share premium

Opening balance

Premium on ssue of shares
Transfer to share caprtal 1 July ]998
Closing t?_a[ance

Asset revaluation

Opening balance

Revaluation increment on investment
in shares in controlled entities

Closing balance

Foreign currency translation

Opening ba/an;e

Translation agjustment on con_so/(de_ztfon

Closing balance

Am g gy o
..urf!" LRI L S T .

30.6.00 30.6.99 30.6.00 30.6.99
$m Sm $m sm
153.5 119.6 - -

- - 8.7 (1.0)
153.5 119.6 8.7 (1.0)
- 322.9 - 3229
- ] 79 7 - 18.7
- {342.6) - (342.6)
1186 862 -
33.9 314 - R
153.5 119.6 - -
- (1.0} 1.0}
- - 9.7
- - 8.7 (1.0)

ST
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DV DENDS aND CT- 28 D STRBUTIONS PARENT ENTITY CONSOLIDATED

~

179970 11987 | 1.7.997 119810
30600  30.6.99 | 30.600  30.6.99

sm $m $m Sm

Interim dividend of 4.0 cents per share franked

to 100% paid on 7 April 2000 18.7 62.7 18.7 627
(1999: two interim dividends of 8.0 cents per share

one franked to 100% the other to 50%}

Final dividend of 2 0 cents per share fully franked
paid on 6 October 2000 9.4 18.56 8.4 18.5
(1999: 4.0 cents per share franked to 100%)

Distribution provided for or paid out of retained earnings
to Winterthur Holdings Australia Limited in respect of

convertible notes (refer Note 29) 5.2 5.0 5.2 5.0

Distributions provided for or paid out of retamned earnings

in respect of converting notes (refer Note 30) - - 16.1 9.0
33.3 86.2 49.4 95.2

DIVIDEND FRANKING ACCOUNT PARENT ENTITY CONSOLIDATED

30.6.00 30.6.99 30.6.00 30.6.99
$m $m $m $m

Balance of franking account adjusted for franking
credits which will arise from the payment of
income tax provided for in the financial
statements, and after deducting franking credits
to be used in payment of the above dividends:

34% franking credits (1999: 36 %) 5.1 2.1 156.6 179.7

On the basis of current information and projections,
future franking capacity may be limited depending
on the balance between Australian and offshore profits

1999/2000 Annua’ *fegor*| —



DOLTSIDE BEQU Tr NTERESI CONSOLIDATED

30.6.00 30.6.99

Sm Sm
At balance date the outside equity interests in the consolidated entity comprised:
Share caprtal 10.6 10.6
Accumulated losses _ - 0.8}
Reserves 1.0 15
11.6 11.3
Accumuiated losses
Accumulated Josses at the beginning of the period attributab/e' to qutside equity (m‘erests {0.8) 0.7
Operating profit after tax attributable to outside equity interests 0.8 8.4
Qutside equity /r_7 terests a;qu:red during period - (8.5)
Accumu/a_ted losses at the end of the period attributable to outside equity interests - (0.8)

SUPEFANNUIATION SOMMITMENTS

The consolidated entity sponsors a number of superannuation funds which provide benefits

for employees or their dependants on retirement, disability or death. Al funds are accumulation
funds with the exception of the HIH Insurance Group Staff Superannuation Fund which 1s a
defined benefits fund and is divided between a defined benefits and an accumulation category
Contributions to the funds are based on a percentage of employees' salaries.

The consolidated entity is obliged to contribute to the funds in accordance with their governing
Trust Deeds in respect of the HIH Insurance Group Staff Superannuation Fund, contributions
are determined by actuarial assessments which are carried out at least every three years

The actuary of the fund at the end of the financial year was P Vere. BSc FIA FIAA

Actuarial assessment of the fund was carried out as of 30 June 1999. On the basis of this
assessment, the fund woulc be able tc satisfy ali benefits that would have beer: vested i

—

b ot A f
e gveinl Ut

aj  termination of the fund

bl voluntary termination of the employment of each employee or: the initiative of the
employee; or

¢/ compulsory termination of the employment ot each employee on the inttiative of the
emplover.

As the tinancial statements of the funa for the year ended 30 yune 2000 are nct available,

the assets {net market value), accrued benefits and vested benefits of the func have been

calcuiated using the most recent staterments &s inaicated below.

ERL NN LAY D oA HiH insucance Group S1aff Superanmyuaton Funo

m
m
o

i
J
Vi
T
28]
n

30.6.99 30.6.98

L@ie di KSNUCH NS Cloveng GrLuiis : diti R

were determinay

Nei miarket vaiue of plan $ssets 48.5 365
Sogrspsrel it 3311 )
ChomlaogToi 154 76
29.9 77
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COMMITVIENTS

Operating lease expenditure contracted for is payable as follows:

- not later than one year
- later than one year but not later than five years

- later than 5 years

Other expenditure commitments contracted for is payable as follows:

- not later than one year

- later than one year but not later than two years

- later than two years but not later than five years

- later than five years

FINANCIAL INSTRUMENTS

(B)

PARENT ENTITY CONSOLIDATED
30.6.00 30.6.99 30.6.00 30.6.99
$m sm $m Sm
- - 36.4 355
- - B 1252 121.0
- - 57.3 71.0
- - 218.9 227.5
- - 0.1
- - - 0.1
- - - 0.2

OBJECTIVES OF DERIVATIVE FINANCIAL INSTRUMENTS

The consolidated entity makes use of derivative instruments as

an alternative means of implementing strategic asset allocation
benchmarks. In addition, the consolidated entity is exposed to the risk

of adverse movements of foreign currency denominated transactions in
its investment portfolio. Derivatives are therefore used to initiste hedging
of foreign currency risks to ensure the compliance with the consolidated
entity’s foreign exchange policy.

INTEREST RATE RISK

The consolidated entity seeks to reduce its exposure to interest rate
risk through matching the capital movements recorded on the
consolidated entity’s interest bearing securities against the revaluation
of the consolidated entity's liability for outstanding claims and the use
of derivative financial instruments such as interest rate and cross
currency swaps. The following tables summarise interest rate risk for
the consolidated entity, together with effective interest rates as at
balance date

HiH
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FINANCIAL INSTRUMENTS , 30.6.00
CCONTNED FIXED INTEREST MATURING N
L FLOAIING TOTAC
NTEREST 1 YEAR Tto5 | MORE THAN
RATE CR LESS YEARS 5 YEARS
Net interest bearing financial assets Sm m sm Sm $m
Assets
_Govemment and semi-government bonds 52.0 2_58.7 ‘ 2_1.3;0 . 52‘3"7
C‘O(porate bqnds gnd oth_er o 28.1 59.2 114.0 83.7 285.0
28.1 111.2 372.7 296.7 808.7
Weighted average in(erest rate 6.2% 1. 67% . 67% 75% B 7.0%
Liabilities
I_\(ngigm terrp note issues » (_226._5) - - - (226.5)
Bank loans (346 | - - {34.6)
Unsecured convertible notes A (55.8) - (55.8)
Bond issue (1599 | - | (88 | - | (1762
Other loans 11.3) - - 19.6) | (30.9)
Cross currency swaps (12.1) - - - {12.1)
interest rate swaps 83.3 - {83.3) - -
(360.8) - (155.7) (19.6) | {536.1)
Weighted average interest rate 7.1% - 6.9% 15.0% 7.3%
N_e_t_ fina_nc_{al assets. (332.7) 111.2 217.0 277.1 272.6
. 30.6.99
' FIXED INTEREST MATURING IN
FLOATING TOTAL
INTEREST 1 YEAR 1t05 | MORE THAN
RATE OR LESS YEARS 5 YEARS
$m Sm m m $m
Assets
Government and semi-government bonds 48.9 ) 4853 1 234.5 768.7
Corporate bqnds and other 31.2 74.5 144.2 77.6 327.5
31.2 1234 629.5 3121 |1096.2
Weighted average interest rate 50% 5.7% 61% 6.5% 6.2%
Ligbiiities
Medium term note issugs - (213.0} - {213.0)
Bank loans v( 12.9) (2 1 .2) - {34.1)
Unsecured convertibie notes ' - {56.1} {55.1)
Bond ssue | s1.1) | (157) (166.8)
Other ioans ‘ - (30.3) | (30.3)
; 1164.0) | 1336.3] ] 1 {500.3
Wers! i a8% | 63% | | 58%
Net ‘l:‘:a_mcllar‘ assets 312 {40.6) 293.2 312.1 595.9
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FINANCIAL NSTRUMENTS
i

Feonmivuen 30.6.00 30.6.99
$m $m
(I Reconcidiation of net financial assets to net assets
Net financial assets
Interest bearing _ . ... 2726 5959
Non-interest bearing and other o 20304 21367
Net insurance fiabilites L (2146.1) (2464.7)
Net non-financial assets o ‘ » o o 782.2 679.1
Net assets ‘ _ o ’ ‘ B ‘ 939.1 946.4
30.6.00 : 30.6.99
EQUITY CASH EQUITY CASH
$m $m $m $m

(C}  EQUITY MARKET RISK

The consolidated entity makes use of domestic and international equity
futures in order to achieve a desired equity exposure mix.
The capital exposures as at 30 June 2000 were as follows:

Physical _ ... 5170 4616 6121 6367
_P_e_rivat(\(esf -3 m_onths or less B . o » (7.2} 7.2 (142.8) 142.8
Effective exposure o _ 509.8 468.8 469.3 781.5

*  The fair value of the open dervative positions amount to $3.5m (1999: $146.3m) with unrealised gains recorded in the
amount of §10.7m (1999: $3.5m).

(D} CREDIT RISK

The consolidated entity does not obtain collateral or other security to support
financial instruments subject to credit risk, however anticipates that counterparties
will be able to fully satisfy their obligations under the contracts. The consolidated

entity regularly monitors the credit standing of counterparties through the use of
rating agency publications. The credit risk on financial assets of the consolidated
entity is the carrying amount, which is shown net of provisions for costs of disposal.

SUtance 59
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SINANCIAL NSTRUMENTS
1

!COKTI‘»UED

{E}  FOREIGN EXCHANGE RISK

A significant aspect of the consolidated entity’s insurance strategy is to
diversify its insurance risk through the exposure to international insurance
markets. This has resulted in the exposure to foreign exchange risks.

The consolidated entity's policy requires that matenal net foreign exchange
risks be hedged. Derivatives are used to help-manage this exposure by
entenng into forward exchange contracts. Al of these derivatives have
periods of maturity of less than one year. There were no foreign exchange
derivatives outstanding as at 30 June 2000. All matenal foreign currency
denominated financial assets and labilities were all naturally hedged with
the exception of the following:

CURRENCY PQOSITION 30.6.00 30.6.99
$m $m
HKS short (15.7} -
NZ$  long 152 19.0
uss short (24.8} (16.4)
GBf long 12.4 -

The derivative risk management process is subject to regular internal audit
and close senior management scrutiny, including regular management
reporting. Management reports present the asset allocation based on the
effective exposure of derivative positions. All denvatives entered into are
subject to authority levels provided to management and the levels of
exposure are reviewed on an on-going basis by the Investment Committee
of the Board. This committee is responsible for overviewing the process of
derivative risk management. There is a prohibition against using derivatives
for leverage and speculation.

Mermbers of the consolidated entity are engaged in normal commercial disputes
and actions, which individually are not considered material but which if taker
together may have & material impact on the conschdated entity The directors
supported by appropriate professional and legal advice, consider the possioility
of a material consequence to the consolidated entity. arising from these disputes

or actions, to be remote

At balance date, letters of credit totalling $392 million were on issue, suppoting
incuiranca nnaratinne nf the rananlidatad antitv nradnminartly in tha lnited
Kingdom. Of this amount, ‘etters of credit tota:ing $294 milion are fuliv securec

by fixed interest secuiities

Unsacured quarentee by tre parent entity agamst delivie vy wikich may anss in

thg gt of fhg i caper af csian anare iy ar e Datovaiag gt S

ths guarantee s w0 11993
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TONTROLLZD INT!IT 2§

The following were controlied entities at 30 June 2000, and have been included
in the consolidated financial statements The controlled entities incorporated
outside Australia carry on business in their respective places of incorporation.
The financial periods of all controlled entities are the same as that of the parent
entity, unless otherwise indicated. Percentage ownership of controlled entities
are the same as that of the corresponding period last year, unless otherwise
indicated.

NAME OF ENTITY

HIH Insurance Limited

HIH Underwriting and Agency Services Limited

HIH Holdings Pty. Limited

HIH Casualty and General {Aviation) Pty. Limited

HIH Underwriting Holdings Pty. Ltd

HIH Investment Holdings Limited

HIH Superannuation Pty. Limited

HIH Superannuation No.2 Fund Pty. Limited

HIH Trave! (Australia) Pty Limited

Industrial Rehabilitation Services Pty Limited

HIH International Pty. Limited

MW. Payne {Assessors) Pty. Limited

Berzot Pty. Limited

HIH Nominees (ACT) Pty. Limited

HIH Casualty and General insurance Limited

Ready Plan Group Limited

HIH Legal Services Pty. Limited

Ready Plan Asia Pacific Pty. Limited

Overseas Medical Emergency and General Assistance Pty. Ltd
Ready Plan insurances New Zealand Limited ¢

HIH Management Pty. Limited

FAI{CTP} Pty. Limited

HIH Underwriting and Insurance {Australia) Pty. Limited
HIH Services Pty. Limited

Tenth Sward Pty. Limited

HiH (Travel) Pty. Limited

HIH Overseas Holdings Limited

HIH (Real Estate) Pty Limited

HIH (NSW) Pty. Limited

HIH (Vic) Pty. Limited

HiH Underwriting (Australia) Pty. Limited

HIH Premium Funding Pty Limited

Innes-Owens Pty. Limited

CIC Staff Benefits Pty. Limited

Rehabilitation and Preventative Services Pty. Limited
CIC insurance Limited

CIC General Insurance Holdings Limited

HIH (Metropolitan Insurance) Pty. Limited

Marine and Aviation Management Services Limited #
Utilities Insurance Underwriting Agencies Pty. Limited
HiH investments China Limited

HIH Workers Compensation (Vic) Limited

CIC Workers Compensation (NSW) Limited

HIH Workers Compensation (SA) Limited

Industrial Mutual Compensation Pty Ltd

COUNTRY OF
INCORPORATION

PERCENTAGE OF
SHARES HELD

Australia
Australia
Australia
Australia
Australia
Australia
Australia
Australia
Australia
Australia
Australia
Australia
Australia
Australia
Australia
Australia
Australia
Austraiia
Australia
New Zealand
Australia
Australia
Australia
Australia
Australia
Australia
Australia
Australia
Australia
Australia
Austraha
Australia
Australia
Australia
Australia
Australia
Australia
Australia
Australia
Australia
Cayman Islands
Austraha
Australia
Australia

Australia

100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
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CONTROLLED ENTITIES

TONTALED COUNTRY OF

] N et
INCORPORATION % FHLRES =T
NAME OF ENTITY
CIC investments Limited Australia 100%
HIH Workers Compensation INSW) Pty. Limited Australia 100%
HIH Company Limited Australia 100%
CMG Investments Proprietary Limited Australia 100%
HIH (Regional Insurance) Pty. Limited Australia 100%
CIC (CTP) Pty. Limited Australia 100%
HIH {Personal Lines} Pty. Limited Australia 100%
HiH (Disabiiity) Pty. Limited Austraka 100%
HiH (Liability) Pty. Limited Australia 100%
HIH {Marine) Pty. Limited Australia 100%
HiH (Property and Special Risks) Pty. Limited Australia 100%
HIH (Personal Lines - Underwriting) Pty. Limited Australia 100%
HIH (Workers Compensation) Pty. Limited Australia 100%
HIH (Professional Indemnity) Pty. Limited Australia 100%
HIH (Workers Compensation - Underwriting) Pty. Limited Austraha 100%
HIH investments (No.1) Pty. Limited Australia 100%
HIH investments (No.2) Pty. Limited Australia 100%
Marine Underwriting Agency (N.Z.) Limited # New Zealand 100%
Aviation & General NZ Limited # New Zeaiand 100%
HIH Holdings (Asia} Limited ¢ Hong Kong 100%
HIH New Zealand Pty. Limited ¢ Australia 100%
HIH Holdings IN.Z ) Limited ¢ New Zealand 100%
HIH Holdings (US) Inc ¢ A United States 100%
HIH European Holding Company Limited ¢ United Kingdom 100%
HIH ART SA. Argentina 65%
tiormerly HIH interamencana Assguradore aa Riesges dei Trabajc S.A 1 ¢
HIH Marine insurance Services inc. ¢ # United States 100%
Riskcorp Austraha Pty. Limited Australia 100%
HiH Underwriting Services (Asta) Limited ¢ Hong Kong 100%
HIH Casualty and General Insurance (Asia} Limited ¢ Hong Kong 100%
Forex Insurance Company (Macau) Limited ¢ Hong Kong 99.9%
Asian Area Reinsuranice Company Limited ¢ Hong Kong 100%
nsurance Protectior and Management Limited © Hong Kong 99 3%
HIH Managerent (Asia) Limited ¢ Hong Kong 100%
HIH insurance (Asia) Limited ¢ Hong Kong 100%
HIH Management (M) Sdn. Bhd. ¢ Mealaysia 100%
HiH Casusity and General Insurance {Labuani LimiteéG ¢ Mailaysia 100%
HIH investment Holdings (Labuan) Lmited ¢ Malaysia 100%
HIH insurance Holdings iN.Z.) Limited v New Zealand 100% 3
HIH Casualty and Generat insurance (NZ) Liritec © New Zealand 100%
CMG Insurance Company (N.Z) Limted 9 New Zealand 100%
HIH Limited ¢ New Zealand 100%
HiH Underwriting and Agency Services (IN.Z . Limitec ¢ New Zealand 100% ‘
industrial Rehabilitation Service (INZ) Lirmited © New Zealand 100%
it Prenmunt Funding (N2 Liivied § New Zediaiid 106 % B
HIH Workabie Limited ¢ New Zealand 100% E
HiH {Austraiia) Pty comiaed Austraha 1064% g
Riskcoro Newr Zealand ..imitea © New Zealand 00%
HiH Corporate Services (LSH " United States 00%
H i H Excess and Surpus Insurance Brokers Ing. # 7 United States 61.1%
i Argnics msurance Comogn of Hevast o 8 Unitec States 00
The e Maragemant Carter Haget L vitgo T Urited States o0,
S it vencees ) sa g s et Siees 7 i
Hir WiET e Servogs 0 New vried States o ¥
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TONTROLLED =NT T oES

1
! CONTINUED COUNTRY OF PERCENTAGE OF
INCORPORATION SHARES HELD

NAME OF ENTITY

HIH America insurance Services Inc. ¢ » United States 100%
HIH America Compensation & Liability Insurance Company ¢ * United States 100%
HIH (UK) Limited ¢ » United Kingdom 100%
HIH Indemmnity Internationai Limited ¢ United Kingdomn 100%
HIH Contingency Limited ¢ United Kingdom 100%
HIH Marine Insurance Services AB ¢ Sweden 100%
HIH Maritime Services Inc. ¢ Greece 100%
HIH Russia Limited # Russia 100%
Cotesworth Group Limited # United Kingdom 100%
Cotesworth Holdings Limited # United Kingdom 100%
Cotesworth & Co. Limited # United Kingdom 100%
Cotesworth Capital Limited # United Kingdom 100%
Davies Underwriting Agency Limited # United Kingdom 100%
HIH America Holdings, Inc. (Delaware) ¢ A United States 100%
HIH Mearine Holdings (US} Inc {Washington} ¢ A United States 100%
HIH America Compensation & Liability Insurance Company of Iflinois ¢ » United States 100%
FAl Insurances Limited Australia 100%
Argyle Lane Corporation Pty Limited Australia 51%
Bingaton Pty Limited Australia 100%
CBDF Management Pty Limited Australia 100%
FAI Centre Pty Limited Australia 100%
FAI Credit Corporation Pty Limited Australia 100%
First Mentor Group Pty Limited Australia 100%
FAI Films Pty Limited Australia 100%
FAI Financial Services Limited Australia 100%
FA! First Mortgage Pty Limited Australia 66.6%
FAl General Insurance Company Limited Australia 100%
FAl Holdings (NZ No 2} Limited ¢ New Zealand 100%
FAl Home Security Holdings Pty Limited Australia 100%
FA/l Leasing Finance Pty Limited Australia 100%
FAI Overseas Hoidings Pty Limited Australia 100%
FA! Overseas Investments Pty Limited Australia 100%
FAI Staff Productivity Superannuation Pty Limited Australia 100%
FA! Traders Insurance Company Pty Limited Australia 100%
FAl Home Security (Australia) Unit Trust Australia 100%
FAI investments Int. Pty Limited Australia 100%
FAl Home Security Holdings New Zealand Limited New Zeaiand 100%
ranlex No 45 Pty Limited Australia 100%
Pembroke Securities Limited Australia 100%
Radbath Holdings Pty Ltd Australia 100%
Victorian Bullion Securities Pty Limited Australia 100%
FAI Home Security (New Zealand) Trust New Zealand 100%
FA! Film Distribution Pty Limited Australia 100%
FAI Film Productions Pty Limited Australia 100%
FAI Car Owners Mutual Insurance Company Pty Limited Australia 100%
FAI Investments Pty Limited Austraha 100%
FAI Pacific Pty Limited Australia 100%
FAIl Properties Pty Limited Australia 100%
FAI Reinsurances Pty Limited Australia 100%
FAI Workers Compensation (NSW) Limited Australia 100%
FAI Workers Compensation (SA) Pty Limited Austraiia 100%
FAI Workers Compensation {Vic) Pty Limited Australia 100%
Gleneagles Properties Pty Limited Australia 100%
Mowete Pty Limited Australia 100%
Notestir Pty Limited Australia 100%
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TONTROLLED ENTITIES

NAME OF ENTITY

United Body Works {QLD) Pty Limited

FA{ Finance Corporation Pty Limited

FAI Finance Corporation (Europe) Limited ¢
FAl Finance Corporation (NZ} Limited ¢

FAI Finance Corporation (UK) Limited ¢

FAI (NZ} General Insurance Cornpany Limited ¢
FA! insurances {Fiji} Limited ¢

FA! Properties (QLD) Pty Ltd

FA!l Property Services Pty Limited

Mariners On The Water Pty Ltd

Temple Court Unit Trust

422 Collins Street Pty Limited

Auburn industrial Estate Pty. Ltd

Auburn Industrial Estate Joint Venture

FAI Developrments Pty Litd

FA! Developments Unit Trust

FA/ Sunshine Coast Pty Ltd

Gruba Pty Limited

Tangleberry Pty Limited

Lake Crackenback Resort Pty Ltd

Lake Crackenback Resort Management Pty Ltd
Lanlex No 65 Pty Limited

FAl Holding Company inc

FAl SM Leasing Inc

FAl SM Management Inc

FAI Golden Share Inc

FAl St Moritz inc

Pacific Care Limited ¢

Pacific Corporation Limited ¢

Southside Management Limited ¢

Premier Secunties Limitea

Metiife ALA Trust

Assisted Living Limited Partnership
Australian Company Number 070 667 417 Pty. Limited
Kamarasi Pty Ltd

Sailport Pty Limited

FA! First Pacific Insurance Company Limited ¥

HIH insurance (PNG) Limited

(rormany FAi ‘nsurances (PNG: Lidi #
FAI Underwriting Limited #

FAl Portfolio Management Pty [imited
Rhondda Collieries (Queensiand) Pty Limited
FA! Invastment Services Pty Limited

Zytan Norminees Fty Limited
Taifiat investments Pty Ligd
Vanhall Pty. Lid

Wond Marine & General insurance Piv Lin
Harnan & Company Pty Ltd

‘nsuiar General Insurance Company ncorooreted
PT Asuransi Hastin FA1 inaenesie ¢

= Systemis ntgrratiora’ Lov el
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CONTALED

COUNTRY OF
INCORPORATION

PERCEMTACE OF
SHARES HELD

Australia
Australia
Republic of ireland
New Zealand
United Kingdom
New Zealand
Fiji
Australia
Australia
Australia
Australia
Australia
Australia
Australia
Australia
Australia
Australia
Australia
Australia
Australia
Australia
Australia
United States
United States
United States
United States
United States
New Zeaiand
New Zealand
New Zealand
New Zealand
New Zealand
Australia
Australia
Australia
Australia
Hong Kong

Papua New Guinea

United Kingdom
Australia
Austratia
Australia
Ausiraiia
Australia
Australia
Australia
Australia

Philippines
Indonesia
United Kirggom
Sapua New Guinea
Papia New Guines

Liited Kirgoo

100%
100%
100%
100%
100%
100%

80%
100%
100%
100%
100%
100%

75%

75%
100%
100%
100%

70%
100%

85%

85%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%

100%
100%
100%
100%

0
100%

499%

40%
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CONTROLLED ENT'TIES

]
! CONTINLED

ACOUISITION 08 SSTABLISHMENT OF CONTROLLED ENTITIES

NAME OF ENTITY AND DATE ACQUIRED OR ESTABLISHED

2000

Hannan and Company Pty Limited (29 June 2000)
HIH Systems International Limited (2 May 2000}

Cotesworth Insurance Services Limited {19 November 1999)

1999

HIH Marine Insurance Services AB (9 September 1999)
HIH Maritime Services Inc. (29 January 1998)

Great States Insurance Company (30 June 1995)
HIH Marine Holdings (US) Inc. (Washington) (6 August 1398)

HIH Workable Limited (2 February 1999)
HIH Russia Limited {24 March 1999)

DISPOSAL OR LIQUIDATION OF CONTROLLED ENTITIES

NAME OF ENTITY AND DATE DISPOSED OR LIQUIDATED

2000

1999
FA/ Life Limited and its controlled entities (28 April 1999)
Pacific Underwriting Pty Limited (2 February 1999)

FAIR VALUE
PROPORTION OF NET TANGIBLE
OF SHARES ~ CONSIDERATION  ASSETS AT TIME
ACQUIRED PAID OF ACQUISITION
The following controlled entities were acquired or established during the period: % Sm $m
FAl Finance Corporation Pty Limited and its controlled entities (26 April 2000) Rernaining 50% 25,5 255
World Marine and General Insurance Pty Limited (17 December 1999) 100% 9.6 9.6
100% 04 04
100% - -
100% - -
FA! Insurances Limited and its controlied entities {4 January 1999) 100% 300.0 25.0
100% - -
100% - -
Cotesworth Group Limited and its controlled entities (1 July 1998) 100% 67.9 435
100% 241 20.0
100% - -
HIH America Compensation & Liability Insurance Company of lllinios (1 July 1998) 100% - -
HIH Insurance (Asia) Limited and its controlled entities (9 March 1999) 99.97% 7.4 6.2
Solart Aseguradora de Riesgos del Trabajo S.A. (16 January 1998) 65% 13.9 6.1
100% - -
100% - -
i FAIR VALUE
PROPORTION OF NET TANGIBLE
OFSHARES ~ CONSIDERATION ~ ASSETS AT TIME
DISPOSED RECEIVED OF DISPOSAL
The following controlled entities were disposed or liquidated during the period: % $m $m
Solart Aseguradora de Riesgos del Trabajo S.A. (3 January 2000) 65% - -
45.35% 94.4 68.4
100% -* -
100% 125.0 175.1

Oceanic Coal Australia Limited and its controlled entities (2 July 1999)

4 These controll® entities are audited by other memper firms of Arthur Andersen

# These controlled ent:ties are audited by a firm other than the parent entity auditors or their affilates
The financial year of these controfled entities .s 31 December
Arnaunt less than 850,000

1999/2000 Annual Report l



DIRECTCRS 2REMUNERATION PARENT ENTIT™

1.7.99 10 1.1.98 % 1.7.98 10
[ 30.6.00 30.6.99 30.6.99 *
$000 $000 $000
The aggregate remuneration received, or due and receivable,
by the directors of the parent entity from the parent entity and
related bodies corporate was: 4 506 10 296 8 524
1
’ NUMBER NUMBER NUMBER
The number of directors of the parent entity whose
total income falls within the following bands was’
$ o S 9999 1 2 .
$ 30000 -$ 39999 1 1 1
g 50000 - § 59999 2z .
$ 60000 - § 69999 o
$ 80000 -8 89999 1 - 7
$ 90000 -§ 99999 - 7
§ 120000 -8 129999 L 7 2
§ 130000 - $ 139999 1 ' :
§ 140000 - $ 149999 o 7 ' .
$ 170000 - § 179999 - : 1
$ 200000 - § 209999 . 2 .
§ 210000 -§ 219999 1 :
$ 220000 - § 229999 L 7
$ 270000 - $ 279999 . 1
$§ 320000 - § 32999 - 7
$ 510000 - § 519999 . 1 7
§ 570000 - $ 579999 - : 7
$ 600000 - § 609999 . . 1
S 640000 - $ 649999 i
$ 660000 - § 669999 . i
$ 670000 - § 679999 2
§ 700000 - § 709999 T ' o
$ 790000 - § 799999 . ]
¢ 90000 § 919999 . 1
§ 980000 § 989999 . i ;
$ 1000000 - § 1009999 ; 1
$ 1140000 - $ 1149999 1
§ 1460000 - § 1469999 ; y
$ 4310000 $ 4319999 - g

The total of all remuineration received, or due and recevable,
from entities i the consolidated antitv and related pocies

corporale by ai the directors of each eitity in the consolicated
antity was $34 585 792 (30 Jure 1995 353 068 207
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EXECUT vzS REMUNERATION PARENT ENTITY CONSOLIDATED

1.7.98 10 1.1.98 10 17980 | 1.7.997 1.1.98 10 1.7.98 10
30.6.00 30.6.99 30.6.99* 30.6.00 30.6.99 30.6.99*
$000 $000 $000 $000 $000 5000
The aggregate remuneration received, or
due and receivable, by executive officers
(including directors) whose income was
at least $100 000: - - - 21918 37 062 26 978

Income of executives comprises amounts paid or payable to executive officers domiciled in Australia, directly or indirectly,
by the consolidated entity or any related party in connection with the management of the affairs of the entity or consolidated entity,
whether as executive officers or otherwise.

Executive officers are those employees who are responsible for strategic direction and operational management.

NUMBER NUMBER NUMBER NUMBER NUMBER NUMBER

The number of executive officers, including
executive directors, whose remuneration
fell within the following bands was:

110 000 119 999 SR A : RO - A
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1460 000 -

Executives’ remurneration has also been ncluded for the year ended
30 June 1398 to prov.de relevant comparative nformation 67
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AUDITO=S FEMUNZRATIOK PARENT ZNTITY CONSOLIDATED

17990 119810 | 17990 11980
30600  30.699 | 30600 30699
$000 5000 ‘ 5000 5000

Total of all remuneration received, or due and
receivable, by the auditors of the parent entity

in connection with:

- auditing the financial statements o 35 35 1700 2417

- providing other services ‘ » 30 30 1631 757

RELATED PARTY TRANSACTIONS

{a)

{b)

(c

()

ek TSR

——

The names of the persons holding the position of director of the parent
entity at any time during the past two financial periods are G A Cohen AM,
R R Williams AM, C P Abbott, R S Adler AM, T K Cassidy, D Fodera,

J H Gardener, A W Goirie, N R Head, E W Heri, M W Payne, W E Schirpf,
R R Stitt Q.C., G O Sturesteps, and H F R Wein

The ultimate controlling entity of the consolidated entity in Australia is

HiH Insurance Limited.

Loans to directors of entities within the consolidated entity outstanding
at year end were $273 016 (1999 $257 562)

Loans advanced during the year totalled $Nil (1999: $19 000).
Loans repaid during the period totalled $Nil (1993 $657 000).
Interest income on directors’ loans was $15 454.

Loans to directors were made under the Employee Loan Scheme

Directors may borrow to a maximum amount equal to their total
remuneration package and are charged normal commercial rates of interest
The terms and conditions are on the same basis as those available to

employees.

Certain directors and related entities entered into the following transactions

1 M Forrng mmd me s that ara s A
oldate 71 1E7TS ANa CONaitions that are nc more

T
©
g
&

with the con

andjor shareholders.

® received dividends from the parent entity;

® pought and/or sold shares and/or convertible notes in the parent entity
{refer to Directors' report for Directors' shareholdings);

® entered in*o general insurance contracts with certain controliea
enillies, and

* roontrolled entities entered into reinsurance transactions with Liovd’s

of London syndizates of which those Directors were Names

S ) TR ‘W&i}'ﬁ:ﬁ:mﬂmﬂ:.*gm] S R



RELATED 2ARTY TRANSACTIONS

|
! CONTINUED

{e) Other director transactions

Directors of the consolidated entity and directors of its related parties, or their
director-related entities, conduct transactions with entities within the consolidated
entity that occur within a normal employee, customer or supplier relationship on terms
and conditions no more favourable than those with which it is reasonable to expect
the entity would have adopted if dealing with the director or director-related entity at
arm’s length in similar circumstances. These transactions include the following and
have been quantified below where the transactions are considered likely to be of
interest to users of these financial statements:

®  Provision of legal services by Blake Dawson Waldron, a firm in which C P Abbott
acts as a consultant for, to the value of $164 000 (1999: $352 000).

®  Provision of services by Ashkirk Pty. Ltd, a company in which C P Abbott
is 3 director, to a controlled entity to the value of $151 000 (1999: $96 000).

® A controfled entity and Adler Corporation have a joint venture relationship in Pacific
Mentor Limited. Adler Corporation owns 70% of Pacific Mentor Limited and a
controlled entity, the balance. R S Adler AM is a director of Adler Corporation.

® At balance date, the consolidated entity had invested $10 million in the Australian
Equities Unit Trust. The manager and trustee of this fund is Pacific Eagle Equities
Pty Limited, an entity controfled by a director, B S Adler AM. Mr Adler also had
a 5% beneficial interest in the fund at balance date.

®  Provision of services by Adler Management Pty Ltd (formerly Frinick Pty. Ltd),
a company in which R S Adler AM is a director, to the value of $240 000
(1999: $80 000).

®  Provision of services by Pacific Capital Partners Pty Ltd, a company in which
R S Adier A is a director o the value of $134 000 {1593: Nil;.

o Provision of services by Netx Communications Pty Ltd, a company in which
R S Adler AM is a director to the value of $24 000 (1999: Nil).

(fi  Transactions with other related parties PARENT ENTITY CONSOLIDATED

30.6.00 30.6.99 30.6.00 30.6.99

sm $m $m S$m
The aggregate amounts brought to account in respect
of the folfowing types of transactions and each class
of related party involved were:
Loans advanced to associated companies - - - 10.5 28.6
Loans repaid from associated companies - - - 4.5
Interest received or recewvable from associated companies - - 27 1.7
The above transactions were made on commercial terms
and at market rates except where indicated.
Aggregate amounts receivable at balance date from
associated companies.
Current - . - 22
Non-current - - 46.0 68.0

Contribution to profit arising from the revaluation of
investments in associated companies - - {13.9) (14.9)

69
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NEW SOUTH WALES WORKERS COMPENSATION STATUTORY FUNDS
|

l

(a) Statutory funds which are not available to members
of the parent entity comprise:

Current Assets

Premiums receivable ‘
Provision for doubtful debts
Short term deposit_s ‘

/nte(est and dividends receivab_le
Other debtors

'l_'qtal Current Assets
Non-Current Assets

Investments _ _ 4310
T_ota[ Nqn-Current Assets

Total Assets

Current Liabilities

Tf(ad? cr_editors

Provrspn for unearned p_remiu_ms
Total Current Liabilities

Balance of statutory funds to meet
fund liabilities and statutory transfers

Total Liabilities and Statutory Funds

b} Investments comprise:
Investments quoted on prescribed stock exchange - at market value
Shares

- Property trusts

Unauioted investments - at market value

- Government, municipal and other public securities

30.6.00 30.6.99
HOTE $m Sm
272 323
- {2.5)
N 23
18 2.1
0.1 50
29.1 39.2
802.1 824.9
802.1 824.9
831.2 864.1 F
84 4z
40.8 52.0
50.2 56.2
. -
781.0 807.9
831.2 864.1
2114 329 2 1
65.7 34.7
277.1 363.9
525.0 461.0
525.0 461.0
802.1 824.9

Totai mvestments - 4t markat value
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NEW SO = WALES WORKERS COMPENSAT-ON STATUTORY FNDS
|

Te

+ CONTINUED

{c) Fund Accounting for Statutory Funds

Under the New South Wales Workers Compensation Act 1987 (the Act),

the controlled entities, HIH Workers Compensation (NSW) Pty. Limited and
FAl Workers Compensation (INSW) Limited are required to have an actuarial
valuation of the financial position of each statutory fund, including a valuation
of liabilities, at least once in each three year period or such other period as
may be prescribed by Regulations. Accordingly, a fund method is adopted
whereby the balance of the statutory fund is carried forward until the financial
position of each statutory fund is determined after actuarial investigation.
Following this determination, the WorkCover Authority may direct the transfer
of any surpluses in accordance with the Act, including transfers to other
statutory funds of the controlled entity or to the statutory funds of another
licensed insurer.

Claims liabilities, in respect of both reported and unreported events, will thus
be met out of the balance of statutory funds_ In the event that such a balance
is insufficient, no liability for the deficiency vests with the controiled entity
and the controlled entity has no entitlement in the event of a surplus.

As a consequence, the controlled entities will hold open each statutory fund
until a direction is received from the WorkCover Authority as to the
disposition of the balance of the fund The investments of each statutory fund
are held for the paramount purpose of funding the claims liabilities which will
be paid over a considerable number of years. To properly report the extent

of the balance of statutory funds available to meet these claims liabilities

{and any statutory transfers made at the direction of the WorkCover
Authority), it is appropriate to account for investments by reference to net
market values, with both realised and unrealised gains and losses being
reported in the statutory funds account.

The Australian Securities and Investments Commission has by class order
98/0107 exempted the controlled entities and the economic entity from
compliance with the Corporations Law to the extent that it is necessary to
adopt the aforementioned method of fund accounting.

(d} Income Tax

The WorkCover Authority has been advised by the Australian Tax Office that
the statutory funds are exempt from income tax as the WorkCover Authority
holds a vested interest in the income of the statutory funds.

1999/2000 Annual Report I



ViCTORIAN WORKCOVER NSURANCE

Two controlled entities, HIH Workers Compensation {Vic) Limited
and FA! Workers Compensation (Vic) Pty. Limited were

licenced to underwrite workers compensation business in

Victoria under the Accident Compensation (WorkCover Insurance)
Act 1993 Following amendments to the legislation, the controlled
entity's licences as authorised insurers were cancelled and, effective
30 June 1999, their liabilities were transferred to the Victorian
WorkCover Authority.

The 1999 comparatives have been restated to exclude Victorian
workers compensation gross earned premium of $302.4 million
and claims incurred of $338 9 million and amounts related to
Victorian WorkCover insurance not specifically covered in Class
Order 88/0109 previousiy included in trade debtors {$26.3 million)
and accounts payable ($26.3 million). The risk was reinsured 100%
to the Victorian WorkCover Authority

SUBSEQUENT EVENTS

On 13 Septermber 2000 a joint venture agreement was signed
between certain controlied entities and Allianz Australia Insurance
Limited {a wholly-owned subsidiary of Allianz AG). The joint venture
business will comprise Allianz and those controlled entity's private
motor, householders; CTP (New South Wales and Queensland);
and rural ang commercial hitsiness sonrcea through ail distribution

channels with the exception of international brokers

The terms of the joint venture provide Allianz with 51 % equity and

100 £r ; 4, ~r fd o
L

the consolidated entity wiihi 48%., effectively reducing the consolid

entity’s retail annual premium by around $300 million to $700 million.

Under the agreement, Allianz will pay the consolidated entity $200 milticn

upfront and have a call option to acquire the consolidated entity’s jont
venture interest at fair market value after 5 years (up to 3 maximum of
$500 million with @ minimum of 125 million). The consolidated entity
has & put option, exercisable at the minimum valuation at any time

The joint venture 1S due to commence on 1 January 2001, subject to
certain conditions precedent, inciuding reguiaiory approvals and e

maintanance of an approoriate riaims paving rating
naintenanceg of an appropriate ciaims paving rahing

P00 £ s Renor
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CONSOLIDATED PRELIMINARY
ADGUSTMENT TO PRELIMINARY FINAL STATEMENT FINANCIAL STATEMENT FINAL STATEMENT

30.6.00 30.6.99 30.6.00 30.6.99

Sm $m $m $m
The consolidated balance sheet of the consolidated
entity for the year ended 30 June 2000 differed from
those announced in the Unaudited Preliminary Final
Staternent made to the Australian Stock Exchange,
as follows: ’
Non-Current Assets
Reinsurance (eqoveries_ (ec_eivab/e_ o » ) 1388.3 986.7 1388.3 634.7
Total Non-Current As_sets ) - ‘ o 40454 36165 40454 3264.5
Total Assets - ; 83271 8051.1 83271 77264
Non-Current Liabilities
Accounts payable o S 52t -
Bomowings ... 5044 3958 5165 3358
Outstanding claims 30075 26360 30075 22840
Total Non-Current Liabilities 35305 29778 35305 26258
Total Liabilities o ‘ _ 7388.0 71047 73880 6779.0

The changes in the above balance sheet items arose from:

1 Reclassification of certain accruals between Borrowings
and Accounts Payable

2. Amendment to prior period comparatives reflecting the
change in accounting policy on whole of account reinsurance
contract recoveries

73
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The directors declare that:

(a) the financial statements and associated notes comply with the Accounting Standards and Urgent issues Group
Consensus Views,

(b) the financial statements and notes give a true and fair view of the financial position as at 30 June 2000 and
performance of the company and consolidated entity for the year then ended; and

{c) in the directors’ opinion:
(i) there are reasonable grounds to believe that the Company will be able to pay its debts as and when they become

due and payable;

{il  the financial statements and notes are in accordance with the Corporations Law, and

fiii}  at the date of this declaration, there are reasonable grounds to believe that the parent entity and the subsidiaries party
to the deed described in Note 37 will be able to meet any obfigation or liabilities to which they are or may become

subject by virtue of the Deed of Cross Guarantee

Made in accordance with a resolution of the directors.

o

G A Cohen AM Director R R Williams AM Director L
Sydnsy, 16th October 2000 g




NDEPENDENT AUDIT REPORT

To the Members of HIH Insurance Limited

Scope

We have audited the financial report of HIH Insurance Limited for the financial year ended 30 June 2000 as set out on pages 24 to 74.
The financial report includes the consolidated financial statements of the consolidated entity comprising the company and the entities
it controlled at the year's end or from time to time during the financial year. The Company’s directors are responsible for the financial
report We have conducted an independent audit of the financial report in order to express an opinion on it to the members of the
company.

Our audit has been conducted in accordance with Australian Auditing Standards to provide reasonable assurance whether the
financial report is free of material misstatement. Our procedures included examination, on a test basis, of evidence supporting the
amounts and other disclosures in the financial report, and the evaluation of accounting policies and significant accounting estimates
These procedures have been undertaken to form an opinion whether, in all material respects, the financial report is presented fairly in
accordance with Accounting Standards, other mandatory professional reporting requirements and statutory requirements, in Australia,
S0 as to present a view which is consistent with our understanding of the Company’s and the consolidated entity’s financial position,
and performance as represented by the results of their operations and their cash flows.

The audit opinion expressed in this report has been formed on the above basis.

Audit Opinion
In our opinion, the financial report of HIH Insurance Limited is in accordance with:
a) the Corporations Law, including:

i) giving a true and fair view, of the Company'’s and consolidated entity’s financial position as at 30 June 2000 and of their
performance for the year ended on that date; and
i} complying with Accounting Standards and the Corporations Regulations; and

b) other mandatory professional reporting requirements.

Whole of Account Reinsurance

Without qualification to the opinion expressed above, attention is drawn to the following matter. As indicated in Note 1{t) to the
financial statements, the consolidated entity enters into whole of account reinsurance contracts to protect its underwriting portfolio.
The realisation of benefits arising from a contract entered into during the financial year are dependent on factors described in Note 13.

At boclisy . ——

Arthur Andersen John Buttle

Chartered Accountants Partner

Sydney, 16th October 2000

5
1999/2000 Annual Repo?"mmmz



SECRETARY

Frederick Lo

SHARE REGISTRY

Registries Limited

Level 2, 28 Margaret Street
Sydney, New South Wales 2000

NOTE REGISTRY

Nedra Nominees Pty Limited
¢/~ Houston & Hanna
Secretarial Services

Suite 15, George Turner Offices
111 McKay Gardens

Turner ACT 2612

ASX CODE

HiH - Ordinary Shares
HIHG - Convertibie Notes
HNZG - Converting Notes

AUDITORS

Arthur Andersen
363 George Street
Sydney, New South Wales 2000

SCLCITDAS
Parry Carroli Kanjiar
VLT Centre, Mariin Fiace

Sydney, New South Waies 2000

PRINCIPAL BANKER

Westpac Banking Corporation
179 Elizabeth Street
Sydney, New South Wales 2000

CONSULTING ACTUARIES

David Slee Consulting Pty Limited
Suite 1, 33 Bruce Street
Toorak, Victoria 3142

PricewaterhouseCoopers
201 Sussex Street
Sydney, New South Wales 2000

PricewaterhouseCoopers
Southwark Towers

32 London Bridge Street
London SE1 3SY

Watson House, London Road
Reigate, Surrey RH2 9PQ

Ernst & Young
7 Rolls Buildings, Fetter Lane
London EC4A 1NH

Miiliman & Robertson, inc
650 California Street 17th Floor
San Francisco CA 94108- 2702

QE(‘.\'\TEQET\ sl

Lever 42, 50 Bridge Street
Svaney New Scuth Wales 2000
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SYDNEY

AMP Centre, 50 Bridge Street
Sydney, New South Wales 2000
Tel: 02 9650 2000

Fax: 02 9650 2030

MELBOURNE

Collins Tower, 35 Collins Street
Melbourne, Victoria 3000

Tel: 03 9224 3000

Fax. 03 9224 3012

ADELAIDE

Riverside Centre, North Terrace
Adelaide, South Australia 5000
Tel: 08 8468 7777
Fax: 08 8468 7887

BRISBANE

Waterfront Place

1 Eagle Street

Brisbane, Queensland 4000
Tel: 07 3815 1100

Fax: 07 3815 1293

HOBART

ANZ Centre, 22 Elizabeth Street
Hobart, Tasmania 7000

Tel: 03 6220 7000

Fax: 03 6220 7077

PERTH

BankWest Tower

108 St Georges Terrace

Perth, Western Australia 6000
Tel: 08 9288 8000

Fax: 08 9288 8109

DARWIN

59 Smith Street

Darwin, Northern Territory 0800
Tel: 08 8981 2022

Fax: 08 8981 2451

CANBERRA

Ernst & Young House
54 Marcus Clarke Street
Canberra, ACT 2601

Tel: 02 6248 0755

Fax: 02 6248 8633

NEW ZEALAND
Quay Tower, 29 Customs Street West
Auckland 1

Tel: 9 379 7697

Fax. 83797777

UNITED KINGDOM

85 Gracechurch Street
London, EC3V OAA
Tel: 20 7458 2000
Fax: 20 7458 2400

HONG KONG

Suite 23/F, Dah Sing Financial Centre
108 Gloucester Road

Wanchai, Hong Kong

Tel: 852 2877 3888

Fax: 852 2916 8835

USA

50 Beale Street, 15th Floor
San Francisco, CA 94105
Tel: 415 836 4100

Fax: 415 836 4200

ARGENTINA

Torre Bouchard
Bouchard 547 Piso 20
(1106} Buenos Aires
Tel: 5411 4312 5900
Fax: 5411 4312 5600

CHINA

Unit 2128, China World Tower
1 Jianguomenwai Avenue
Beijjing 100004, P R China
Tel: 8610 6505 3822
Fax: 8610 6505 1513 -

MALAYSIA
Main Office Tower, Level 13
Financial Park Complex
Jalan Merdeka
87000 Federal Terri)
Malaysia

Tel: 6087 451 318
Fax: 6087 451 618

SOUTH KOREA

14/F Seian Building
Shinmun-Ro- 116, 1
Seoul 100105700‘12{1760{1
Tel: 822 7331100
Fax: 822 7336380

PHILIPPINES

18/F PS Bank Tower
Sen Gil J. Puyat Ave
Corner Tindalo St
Makati, Philippfhpég ]
Tel: 632 888 6576
Fax: 632 888 6575,






