


What you need to do 

1. Check that you have received everything 
You should have received with this document a separate envelope containing: 

a letter from the President of NRMA Limited ('Association') and Chairman of NRMA lnsurance Limited ('Insurance') 

your Share Allocation Form 

your Proxy Form(s) to lodge if you cannot or choose not to attend the meetings in person 
l 

a reply paid envelope for returning the Proxy Form(s) 

If you did not receive any of these, please contact the Members' lnformation Line as soon as possible. 

2. Read this document carefully 

3. Check the details on your Share Allocation Florm 
enclosed with this document 
This Form sets out the number of Shares you will be allocated if the Proposal goes ahead. 

4. Decide whether to vote for or against the Proposal 

5. Vote- 
Meetings of Association and lnsurance will be held at Sydney Convention and Exhibition Centre - North, Darling Harbour, 
Sydney on Wednesday 19 April 2000 at which Members will have an opportunity to vote for or against the Proposal. To vote 
at the meetings relevant to you either: 

i 

Complete the Proxy Form(s1 for the resolutions you are eligible to vote on if you will not be attending the meetings 
in person. Return them using the envelope provided (see instructions on the Proxy Form(s)). 

OR 

Attend the meetings you are eligible to attend and vote in person. Please bring your Share Allocation Form with you 
to assist in registration. 

If you wish to vote by proxy, make sure the Returning Officer receives your completed Proxy Form(s) by 5.30pm on Monday 
17 April 2000. 

6. Keep your membership current 
It is important to keep your membership current up to the Register Date (which is expected to be 19 April 2000), so that you 
can vote on the Proposal and receive any Shares allocated to you if the Proposal goes ahead (see page 48). 

7. If you need further information 
If you have any questions, please contact the Members' lnformation Line. 

Members' lnformation Line 



Key information f. 

The purpose of this document 
This document will help you, as a Member, to decide whether to vote 
for or against the Proposal. 

The Proposal relates to changes in the corporate and membership 
structure of the NRMA Group, which include the demutualisation 
of Insurance. This document also gives you notice of meetings 
of Association-and lnsurance to consider the Proposal. 

This document has been sent to you as a Member. Depending 
on whether you are recorded as: 

. an Association Only Member - a person who is a member 
of Association, but not of Insurance; 

a Dual Member - a person who is a memb& of both Association 
and Insurance; or 

an lnsurance Only Member - a person who is a member 
of Insurance, but not of Association, 

you will be eligible to vote on different aspects of the Proposal. 
. The Proxy Form(s) enclosed with this document indicates whether 

you are recorded as an Association Only Member, Dual Member 
or lnsurance Only Member. The Proxy Form(s) also indicates those 
resolutions on which you are eligible to vote at the meetings of 
Association and Insurance. 

It is important that you vote 
The Boards believe that this is a major decision for you as a Member 
and for the NRMA Group and, therefore, urge you to vote. 

You will receive your Shares if the Proposal goes ahead and you keep 
your membership current up to the Register Date, even if you do not 
vote or you vote against the Proposal. 

Please ensure that you participate fully in this process by reading this 
document, voting and keeping your membership current up to the 
Register Date (see page 48). 

When and where the 
meetings will be held 
The meetings of Association and lnsurance will be held at Sydney 
Convention and Exhibition Centre - North, Darling Harbour, Sydney 
on Wednesday 19 April 2000 commencing at 9.30am (Sydney time). 
There are six meetings to be held on that day and they will be held 
consecutively. 

The Proposal cannot proceed unless all resolutions are passed by the 
required majorities (see pages 3 4  to 37). Some resolutions are 
required to be passed by at least'75% of votes validly cast, others 
by more than 50% of votes validly cast. Part of this process 
involves three Schemes of Arrangement for Association and two for 
Insurance. As a result, Court approval will also need to be obtained 
(see pages 34 to 37). 

If all of these things occur (that is, both Members and the Court 
approve the Proposal), a further meeting of lnsurance will be needed 
to implement its demutualisation ('lnsurance Demutualisation 
Meeting'). Notice of the lnsurance Demutualisation Meeting will be 
given by newspaper advertisement. If all resolutions at the meetings 
scheduled for 19 April 2000 are passed, each Member, regardless of 
whether they vote or which way they vote on those resolutions, will 
be deemed to have appo~nted a proxy to vote on behalf of the Member 
in favour of the demutualisation of lnsurance at the lnsurance 
Demutualisation Meeting. However, a Member may ask the NRMA 
in writing to revoke the proxy and may appoint their own proxy if they 
wish. The proxy will also be revoked if a Member attends the lnsurance 
Demutualisation Meeting and votes in person. Members wishing to 
revoke the proxy should call the Members' Information Line 
on 1300 361 646 or attend the lnsurance Demutualisation Meeting 
and vote in person (see page 37 for further details). 

Results of the vote 
The results of the vote on each resolution will be available at, or soon 
after, each meeting. Results will also be published in major Australian 
newspapers. 
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A few important words 
A few important words are used frequently throughout this document. Here is their meaning: 

Association: NRMA Limited (ACN 000 010 506). 

IMA: Insurance Manufacturers of Australia Pty Limited (ACN 004 208 084), a joint venture company owned by the Insurance Group and 
RACV which now operates their short tail personal insurance manufacturing operations in New South Wales, the Australian Capital 
Territory and Victoria. 

Insurance: NRMA Insurance Limited (ACN 000 016 722). 

Member: you can be a member only of Association (an Association Only Member), or only of Insurance (an Insurance Only Member), 
or of both Association and lnsurance (a Dual Member). When we refer to a member of only one company, we use Association 
Member or lnsurance Member. 

NIGL: NRMA Insurance Group Limited (ACN 090 739 923), which will be the immediate holding'company of Insurance and NRMA 
Building Society Limited if the Proposal goes ahead. 

Register Date: the date on which the Scheme Meetings and the Special General Meetings are held and the resolutions put to those meetings passed. . - 
Share: an ordinary share in the capital of NIGL. 

See the GLOSSARY (page 155) for the meaning of other expressions and abbreviations used in this document. Also included is an INDEX of key 
matters (see pages 156 to 157). References to pages are to pages in this document. 

References to reports in this document 
Throughout this document there are references to, and extracts from, the report prepared by the consulting actuary, PricewaterhouseCoopers, and 
the Independent Financial Experts' reports prepared by Deloitte Corporate Finance and Ernst & Young Corporate Finance. These references and 
extracts are included subject to the assumptions, qualifications and context in which they appear in the reports which are set out in full in this 
document. Members should refer to and carefully consider the content of each of the reports contained in this document. 



SECTION 1. AN OUTLINE OF THE PROPOSAL 

1. An outline 
of thc Proposal 
What is the Proposal about? 
The ~ro~osal,. is a change to the corporate and membership structure 
of the NRMA Group. 

Under the Proposal: 

Association will: 

remain a mutual; 

continue to provide road and related motoring services; 

be in a strong financial position, even after allowing for the 
impact of the Business Relationship Agreements, through 
an allocation of 146.5 million Shares in NIGL; 

give up its special rights as a member of Insurance, including its 
practical control over the management of Insurance's businesses 
and its right to any surplus assets on a winding-up of Insurance; 

retain ownership of those NRMA Trade Marks used for its road 
and related motoring services businesses; 

assign to the lnsurance Group those NRMA Trade Marks which 
are now exclusively used for the lnsurance Group's insurance 
and financial services businesses, even though they are currently 
owned by Association; 

grant the lnsurance Group a licence to use those NRMA Trade 
Marks which both Association and the lnsurance Group intend 
to use concurrently; 

maintain a close relationship with the lnsurance Group during the 
term of the Business Relationship Agreements; and 

have its own separate board and senior management team. 

Association Members will: 

retain their membership of Association, including the right to 
access road and related motoring services provided membership 
fees are paid as they fall due; and 

Insurance will: 

demutualise (that is, change from a mutual company 
to a shareholder-owned company); 

become a wholly-owned subsidiary of NIGL; 

maintain a close relationship with Association during the term 
of the Business Relationship Agreements; and 

have its own separate board and senior management team. 

Insurance Members will: 

keep their existing policies and their rights as policyholders. 
lnsurance policy features and benefits will not change as a result 
of the Proposal; 

give up their membership rights in Insurance; and 

become Shareholders in NlGL provided they keep their 
membership current up to the Register Date. 

In addition, if the Proposal goes ahead: 

Association membership fees will not increase until 
30 June 2001 (other than for the effect of the introduction 
of GST). Thereafter, it is expected that membership fees will 
be increased using the Consumer Price Index as a guide; 

current road and related motoring services and service levels will 
be maintained, if not improved; 

insurance premium rates will not increase as a consequence 
of the Proposal. However, a number of market and other industry 
factors unrelated to the Proposal, such as GST, may lead to 
premium rate increases in the future; and 

NRMA products and services will continue to be distributed 
in much the same way as they are today. 

as lnsurance Members (all Association Members are, or will 
become, lnsurance Members under the Proposal) become 
Shareholders in NlGL provided they keep their membership 
current up to the Register Date. 



SECTION 1. AN OUTLINE OF THE PROPOSAL 

Set out below are diagrams showing the current dual mutual structure and the proposed structure of the NRMA Group. 

CURRENT STRUCTURE PROPOSED STRUCTURE 

Members of both Members of Association 
Association and lnsurance 

If the Proposal is approved by Members and the Court, the Proposal 
will be implemented (subject to approval by the Federal Treasurer 
of lnsurance becoming a wholly owned subsidiary of NlGL under the 
Financial Sector (Sharehold~ngs) Act - see page 147). If not, then the 
current dual mutual structure of the NRMA Group will continue and 
no Shares will be issued (see page 16). 

NlGL intends to list on the Australian Stock Exchange in the second 
half of 2000. Listing is the process by which a company is admltted 
to the officlal list of the Australian Stock Exchange and has ~ ts  shares 
quoted on the Exchange's stock market. Once NlGL lists and ~ ts  
Shares are quoted, the Shares may be bought or sold on the 
Australian Stock Exchange. 

As part of the Proposal, a number of important amendments will 
j 

also be made to the constitutions of Association and lnsurance 
(see pages 34 to 35). 



SECTION 1. AN OUTLINE OF THE PROPOSAL 

What will the Proposal mean for 
Association and its Members? 
Who is an Association Member? 
Generally, a person is an Association Member if they purchased road 
service from Association before midnight on 25 February 1999 and, 
at the time of purchasing road service, they agreed to become 
a member of Association, and they have kept their membership 
current. 

No new Association Members have been admitted since midnight 
on 25 February 1999, except as provided in the Membership 
Principles. 

See page 47 for further details. 

Will Association membership be affected? 
Association will remain a mutual company whose objects include 
the ongoing provision of road and related motoring services to its 
Members. 

Association Members will keep their Association membership rights 
(see page 38) provided membership fees are paid as they fall due, 
including the right to access road and related motoring services and to 
vote at general meetings and on the election of Association directors. 

Will Association's financial position 
be affected? 
The Proposal has been designed to keep Association financially viable 
for the foreseeable future through an allocation of Shares in NlGL and 
an ongoing business relationship between Association and the 
Insurance Group during the term of the Business Relationship 
Agreements. 

Under the Proposal, Association will receive an allocation of 
146.5 million Shares in NlGL (representing 10% of NlGL's Shares) 
with an estimated value of $381 million to $440 million (based on 
Ernst & Young Corporate Finance's estimate of the market price of 
a Share had the Proposal been implemented and the Shares traded 
on the Australian Stock Exchange at 14 February 2000 of between 
$2.60 and $3.00). The basis and limitations of that estimate are 
discussed on pages 91 to 94. PricewaterhouseCoopers estimated the 
value of the proposed Association shareholding in NlGL to be between 
$320 million and $400 million for the purposes of developing the 
Share Allocation Rules and preparing capital adequacy models 
(see page 128). 

Association must sell down its shareholding in NlGL through the 
Facility so that it holds 29.3 million Shares (initially representing 
2% of NlGL's Shares) following listing of NIGL. When Association sells 
down that shareholding, there can be no assurance that Association 
(or Members who wish to sell their Shares in the Facility) will receive 
the estimated amounts per Share referred to above. This will depend 
on a number of factors including the general level of the sharemarket 
and insurance and financial services sectors at or around listing of 
NIGL, the number of Members who elect to sell their Shares in the 
Facility and the level of demand for Shares at that time. For a certain 
time, Association must maintain a shareholding of at least 29.3 niilliotl 
Shares (see page 145). 

PricewaterhouseCoopers concluded that 'the Proposal will have 
a beneficial effect on Association Members' interests in Association. 
The Proposal provides for additional capital to be injected into 
Association in the form of an allocation of shares in NlGL in excess 
of that required to maintain its current level of capital adequacy' 
(see page 126). 

PricewaterhouseCoopers also reviewed financial viability in the context 
of Association's capacity to continue to provide benefits and services 
at their current levels whilst holding,membership fees fixed until 
30 June 2001 (other than for the effe'ct of the introduction of GST) 
(see page 124). PricewaterhouseCoopers concluded that 'if the 
Proposal is implemented, allowing for the effects of the Business 
Relationship Agreements and the allocation of 10% of NlGL's 
shares, there is a higher degree of confidence in the ongoing financial 
viability of Association and its ability to fulfil the above objective than 
under the existing budgets and structure' (see page 121). 

Deloitte Corporate Finance considered the value of Shares allocated 
to Association in forming its opinion to Association Members on the 
Proposal and concluded that the 'Shares allocated to Association are 
sufficient to enable it to carry out its stated objectives for the 
foreseeable future' (see page 62). 
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What will Association and 
Association Members give up? 
If the Proposal goes ahead, Association will give up its special rights 
as a member of Insurance, including: 

the Association Board's power to appoint and remove lnsurance 
directors. Currently, a majority of lnsurance directors must be 
Association directors; and 

its right to any surplus assets on a winding-up of Insurance. 

The Association Board's power to appoint and remove lnsurance 
directors gives it practical control over the management of Insurance's 
businesses. However, Associat~on does not have complete control over 
Insurance. Directors of Insurance, even if appointed by Association, 
must still act in the best interests of all lnsurance Members and may 
not necessarily act in accordance with Association's wishes. 

In addition, certain NRMA Trade Marks, which are owned by 
Association, are currently used by both Association and Insurance, 

, or by lnsurance alone. Under the Proposal, Association will retain 
ownership of the NRMA Trade Marks used for its road and related 
motoring services businesses and will assign to the lnsurance Group 
the lnsurance and Financial Services Trade Marks which are 
exclusively used for Insurance's insurance and financial services 
businesses. Association will grant the lnsurance Group a licence 
to use those NRMA Trade Marks that both Association and the 
lnsurance Group intend to use concurrently. PricewaterhouseCoopers 
has concluded that the lnsurance and Financial Services Trade Marks 
would be valued at not more than $30 million to $40 million 
(see page 133). Thls valuation is limited to those trade marks. 
It is not a valuation of all the NRMA Trade Marks. 

Associatlon also has agreed, under the Business Relationship 
Agreements, that, if the Proposal goes ahead, it will not conduct 
insurance and financial services activities in the future. 

The constitution of: 

Association will be amended to remove the object that 
Association provide and arrange insurance and to provide that 
certain provisions will not apply to lnsurance if it demutualises; 
and 

lnsurance will be amended to remove the object to generally 
assist and co-operate with Association in the attainment and 
promotion of Association's objects. 

Assoclation Members will allow Association to give up its special rights 
as a member of Insurance. 

See pages 38 and 50 for further details on the above matters. 

h,  

What will happen to Association membership 
fees and road service rights and benefits? 
The Proposal is designed to allow membership fees to be maintained 
without increase until 30  June 2001 (other than for the effect of the 
introduction of GST). Thereafter, it is expected that fees will be 
increased using the Consumer Price Index as a guide. 

The Proposal is also designed to allow current road and related 
motoring services and service levels to be maintained, if not improved. 
This will be due primarily to the strong financial position of Association 
if the Proposal goes ahead. 

What will the Proposal mean for 
lnsurance and its Members? 
Who is an Insurance: Member? 
Generally, a person is an Insurance .Member if they take out an 
eligible policy issued by, lnsurance and, at the time they take out that 
policy and at each renewal of that policy, they are an Association 
Member, a member of the Royal Automobile Club of Australia or an 
employee of an NRMA Group company. A person will cease to be an 
lnsurance Member if they let all their eligible policies lapse or all their 
policies are cancelled. 

All policies issued by lnsurance are eligible policies except 
compulsory third party (CTP) policies and travel policies,(there are 
limited exceptions to this, rule), policies taken out after midnight on 
25 February 1999 by a-person who was not an lnsurance Member 
at midnight on 25 February 1999, policies issued subject to the 
condition that the person taking it out will not become nor seek 
to become an lnsurance Member and policies of inwards reinsurance. 
In addition, life insurance policies are not eligible policies because they 
are issued by NRMA Life Limited (and not Insurance). 

Association and the directors of lnsurance (so long as they hold that 
position) are also lnsurance Members. 

No new lnsurance Members have been admitted since midnight on 
25 February 1999, except as provided in the Membership Principles. 

See pages 47 to 48 for further details. 
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Will the lnsurance Group's financial position 
and policyholder security be affected? 
The lnsurance Board believes that the lnsurance Group's financial 
position and policyholder security will be adequately protected 
if the Proposal goes ahead. 

Pro forma financial information for the lnsurance Group is set out 
on pages 110 to 117. This information is provided in order to illustrate 
the anticipated effect of the Proposal on the financial position and 
results of the lnsurance Group for the 1998 and 1999 financial years, 
based on certain assumptions set out on page 118. 

PricewaterhouseCoopers concluded that 'irrespective of whether the 
Proposal is implemented or not, there is a high degree of confidence 
that the lnsurance Group's capital will be adequate to meet its 
obligations and continue normal business operations, taking into 
account the lnsurance Group's near term business plans. As a result 
of the Proposal, the lnsurance Group via NIGL would have greater 
access to external capital through the Australian Stock Exchange 
which would improve its future financial flexibility' (see page 121). 

PricewaterhouseCoopers examined the likely effect of the Proposal 
on the security of policyholder benefits and concluded that 'In our 
view, Policyholders' security and reasonable expectations will not 
be prejudiced and will be adequately protected if the Proposal is 
approved and implemented' (see page 121). 

What will lnsurance and 
lnsurance Members give up? 
lnsurance Members will give up their membership rights in Insurance. 
lnsurance Members (other than Association) have a number of 
membership rights, including the right to vote to: 

remove lnsurance directors (Insurance Members do not have 
the right to appoint them); and 

change the constitution of Insurance, subject to Association's 
special rights as an lnsurance Member. 

lnsurance has agreed, under the Business Relationship Agreements, 
that, if the Proposal goes ahead, it will not conduct roadside 
assistance services, motoring product or transportation and travel 
services (other than travel insurance) activities in Australia or 
New Zealand in the future. 

The rights of lnsurance Members (other than Association) are 
explained In more detail on pages 38 to 39. 

Association's special rights as an lnsurance Member are explained 
in detail on pages 39 and 50. 

What will happen to insurance premium 
rates and policy features and benefits? 
lnsurance premium rates will not increase as a consequence of the 
Proposal. Premium rates are charged on a commercial basis, having 
regard to a number of factors, including the appropriate rating of 
different risks and the desired return on capital as determined by 
the lnsurance Board. This approach is not expected to change 
(see page 31). However, a number of market and other industry 
factors, unrelated to the Proposal (such as GST) may lead to premium 
rate increases in the future. 

Existing policy features and benefits will not change as a result of the 
Proposal. Your policies will continue to be protected by the insurance 
regulatory safeguards supervised by APRA and ASIC. These are 
designed to protect the financial strength and integrity of general 
insurance companies and the rights of their customers. 

lnsurance has recently entered into an alliance with RACV, the major 
road service association in Victoria (see page 146). The parties will 
pursue that alliance through a joint venture company, IMA. As part 
of that alliance, personal lines insurance policies to be sold by 
lnsurance in New South Wales and the Australian Capital Territory, 
and distributed by RACV in Victoria, will, in all likelihood, be 
standardised at some time in the future. Any changes to policy 
features and benefits resulting from that standardisation have not yet 
been determined. However, it is not expected that policyholders will 
be disadvantaged in an overall sense by that standardisation. This 
change will take place regardless of whether the Proposal goes ahead. 

Will Insurance's claims management 
principles change? 
Insurance's current approach to claims management will not change 
as a consequence of the Proposal. The success of lnsurance can be 
partly attributed to its claims management principles. All claims 
(excluding CTP and third party liability personal injury claims) in 
New South Wales, Victoria and the Australian Capital Territory will 
continue to be managed by IMA. Claims in other places will continue to 
be managed by lnsurance (or its subsidiaries). It is expected that this 
will not involve a change to Insurance's claims management principles. 
See page 31  for details of Insurance's claims management principles. 
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Who will control the lnsurance Group? 
No single person or entity will be able to control the lnsurance Group 
in the five year period after the Listing Date, because under NIGL's 
constitution, no person will be permitted to become entitled to more 
than 5% of the Shares during that period. These provisions may limit 
the potential for a takeover of NlGL in the short to medium term. 
Important exceptions to this limit are that Shareholders may approve 
a larger entitlement by special resolution (that is, a resolution 
approved by at least 75% of votes validly cast) and that, if authorised 
by ordinary resolution of Shareholders, the NlGL Board may approve 
an entitlement of up to 15% of the total number of Shares. 
See page 138 for further details. 

During the five year period after the Listing Date, when the 5% limit 
referred to above applies, the Shares are likely to be widely held. 
For that reason, a person who becomes entitled to more than 5% of 
the Shares (eg because Shareholders in general meeting approve an 

, entitlement of up to 15%) may be in a position to exercise substantial 
influence over matters determined by Shareholders (such as 
appointment and removal of directors and directors' remuneration). 

What will Members receive? 
Will Members get Shares? 
You will receive Shares in NlGL if the Proposal goes ahead 
provided you keep your membership current up to the Register 
Date (see page 48). 

The number of Shares to be allocated to you is set out on the Share 
Allocation Form enclosed with this document. Association and 
lnsurance jointly reserve the right to correct the allocation of Shares 
shown on your Share Allocation Form if it is found to be incorrect 
(see page 47). 

NlGL will send you a statement to confirm your shareholding. 

If you live outside Australia, the Shares allocated to you will be issued 
to the trustee of the Entitlements Trust who will sell them and pay the 
net proceeds to you in cash (see page 42). 

If you keep your Shares, you may receive dividend payments from 
time to time. The NlGL Board intends that no dividend will be paid 
by NIGL before the time NlGL lists on the Australian Stock Exchange. 

For further information about receiving Shares see pages 41 to 49. 

Are the Share Allocation Rules fair 
and reasonable? 
The Boards have approved the Share Allocation Rules, which were 
based on a recommendation of PricewaterhouseCoopers as the 
consulting actuary. PricewaterhouseCoopers formed the view that the 
Share Allocation Rules provide a fair and reasonable basis for 
allocating Shares to Members (see page 121). In particular, the Share 
Allocation Rules recognise that: 

Association will give up its special rights as a member of 
Insurance; 

Association will assign or li~ence its rights over certain NRMA 
Trade Marks to the lnsurance Group under the Business 
Relationship Agreements; G 

Association and all Association Members should receive Shares 
on account of Association giving up its spec~al rights as an 
lnsurance Member and entering into the Business Relationship 

I 
Agreements; 

lnsurance Members will give up membership rights in Insurance; 
and 

the Share Allocation Rules should be practical. 

After considering these issues, PricewaterhouseCoopers recommended 
that 50% of all the Shares in NlGL to be issued under the Proposal be 
allocated to Association (10%) and to Members based on Association 
membership (40%) and that 50% be allocated to lnsurance Members 
(excluding Association) (see page 129). More than 60% of Members 
are Dual Members and as such will be allocated Shares based on 
membership of both Association and Insurance. 

In allocating Shares based on Association membership, 
PricewaterhouseCoopers recommended that half of the Shares be 
allocated on a per member basis and that the balance be allocated 
on a per year of membership basis (see page 129). 

The basis for PricewaterhouseCoopers' recommendation that part 
of the allocation of Shares to Association Members be based on years of 
Association membership is that years of membership are, in its opinion, 
the simplest and most practical way to reflect an Association Member's 
contribution to the wealth of the NRMA Group (see page 129). 

In allocating Shares between lnsurance Members (excluding 
Association), PricewaterhouseCpopers recommended that half of the 
Shares be allocated on a per member basis and that the balance be 
allocated on a per policy bas~s (see page 129). All policies held by an 
lnsurance Member at midn~ght on 25 February 1999, except policies 
of interim insurance (that is, cover notes and temporary cover) which 
did not subsequently become policies of permanent insurance before 
the expiry of their term and policies of inwards reinsurance, will be 
considered for the purposes of Share Allocation in accordance with 
the Share Allocation Rules (see rule 2.4 on page 45). 
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The basis for PricewaterhouseCoopers' recommendation that part 
of the allocation of Shares to lnsurance Members be based on the 
number of polices held with lnsurance is that the number of policies 
held is, in its opinion, the most practical way to reflect an lnsurance 
Member's contribution to the value of lnsurance (see page 129). 

The Share Allocation Rules were reviewed by both Deloitte Corporate 
Finance and Ernst & Young Corporate Finance in forming their 
respective opinions on whether the Proposal is in the best interests 
of Association Members and lnsurance Members. 

Deloitte Corporate Finance concluded that 'in the overall context of the 
Proposal, the Share Allocation Rules are fair and reasonable and the 
Shares allocated to Association Members are a fair exchange for 
Association Members' rights foregone' (see page 62). 

Ernst & Young Corporate Finance is in agreement with the opinion 
of PricewaterhouseCoopers, as consulting actuary, subject to the 
limitations set out in Sections 6.3.4 and 7.3.3 of Ernst & Young 
Corporate Finance's report (see pages 81  to 82 and 87). 

What will the Shares be worth? 
The value of the Shares will reflect: 

The estimation of the market price of a Share provides an indication 
of the value that could be accessed by Members under the Proposal. 
The basis of this estimate is discussed on pages 91 to 94. 

Members should be aware that the estimate referred to above is 
based on the financial position of Insurance, the conditions of the 
insurance industry, Australian economy and financial markets as at 
14 February 2000 (the date of Ernst & Young Corporate Finance's, 
report). The estimate is subject to changes in the market assessment 
of NlGL and the overall state of the market at the Listing Date and 
beyond and may vary significantly from the prices estimated. The 
market price will also be affected by the contents of the offer 
document issued prior to the Listing Date and other information 
disclosed about NlGL and the lnsurance Group if the Proposal 
goes ahead. 

Deloitte Corporate Finance conducted a review of the estimate of the 
market price of a Share prepared by Ernst & Young Corporate Finance 
and concluded that the valuation conclusions reached by Ernst & 
Young Corporate Finance were reasonable (see page 60). 

PricewaterhouseCoopers, in its role as consulting actuary, made its 
own estimate of the value of the Shares for the purpose of developing 
its recommendations on the allocation of Shares under the Proposal 
and for preparing capital adequacy models in relation to Association. 
Based on the number of Shares to be issued to Association under the 

the value of the lnsurance Group, including Insurance's capital ~ r o ~ o s a l ;  PricewaterhouseCoopers estimated that each Share as at 
and anticipated future profits; and 14 February 2000 would be worth between $2.18 and $2.73 
any premium or discount which the stock market may place (see page 130). 
on the value of the lnsurance Group's businesses after NlGL 
is listed. 

Ernst & Young Corporate Finance estimates that the market price 
of a Share, had the Proposal been implemented and the Shares 

How and when can you sell the Shares? 
traded on the Australian Stock Exchange at 14 February 2000, would Will be able to sell your Shares On Or after the Listing Date. 

have been between $2.60 and $3.00 per Share (based on the issue NlGL intends to list on the Australian Stock Exchange in the second 

of 1.465 billion Shares). half of 2000. 

The Share Allocation Rules are set out on pages 43 to 47. The allocation of Shares as between Members is set out below: 

NlGL 100% 
- 
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The NlGL Board intends to issue an offer document, before the Listing 
Date, setting out detailed financial and other information about the 
lnsurance Group. The NlGL Board also intends to establish a Facility 
to enable Members to buy or sell Shares on or near the Listing Date. 
You will receive more information about the Facility closer to the 
Listing Date (see page 36). 

You will not be able to sell your Shares (or dispose of any interest 
in them) before the Listing Date except in very limited circumstances 
(see page 138). This restriction, which is consistent with other 
Australian demutualisations, will help ensure that Members are not 
disadvantaged by selling their Shares in an unofficial market at a lower 
price than may be available on or near the Listing Date. 

Although the NlGL Board intends that NlGL will list during the second 
half of 2000, it is not possible to be certain when, or if, NlGL will list. 

- e ,  

I 

where necessary, become an Association Member or an 
lnsurance Member and, in all cases, agree to become a member 
of NIGL. 

If you have not provided the NRMA with such evidence (or not 
become an Association Member or an lnsurance Member) by the date 
of the Insurance Demutualisation, then: 

if you are the legal personal representative of a deceased 
Association Only Member, your entitlement to Shares in respect 
of the Deceased Member will cease; or 

if you are the legal personal representative of a deceased ' 
lnsurance Member, NlGL will issue you the Shares when you 
provide the evidence of your authority to act and agree to 
become a member of NIGL. 

i 

r 

What other rights will you have? What are the potenti-al tax, pension and 

Association Members will retain their membership rights which 
allowance consequences of receiving S hares? 

include the right to access road and related motoring services Members will not be liable to pay tax on receipt of the Shares issued 

provided membership fees are paid as they fall due. to them under the Proposal. : 

Members (including Association) will become Shareholders in NIGL. 
As Shareholders, they will have certain rights in relation to NIGL. 
They include the right to vote (on the basis of one vote per Share 
on a poll) on the election of directors of NlGL and changes to NIGL's 
constitution. Those rights are conferred by the constitution of NlGL 
and at law, and are set out on pages 39 to 40 and 138 to 139. 

A comparison of the rights of lnsurance Members and the rights 
of Shareholders appears on pages 39 to 40. 

i The rights of policyholders will not change as a result of the Proposal. 

What if you are the legal personal 
representative of a Deceased Member? 
If a Member died after 25 February 1999 and you are the legal 
personal representative (or beneficiary) of that Member, you are ,+ 

entitled to be allocated the Shares which would have been allocated 
to the Deceased Member had he or she lived (and remained a current 
Member). To receive such an allocation (which is separate from and 
in addition to any allocation you may receive in your own right), 
you must: 

have provided the NRMA with appropriate evidence of your 
authority to act in respect of the Deceased Member's estate or, 
~f you are a beneficiary, the Deceased Member's legal personal 
representative must have provided to the NRMA appropriate 
evidence of their authority to act and duly nominated you as the 
Share recipient; and 

Depending on your personal circumstances, there may be some tax, 
pension or allowance consequences of owning Shares. For example: 

receiving dividend paymerits may cause you to pay more tax, and 
tax is likely to be payable on any gain you make on disposal of 
Shares (see pages 42 to 43); 

receiving Shares may reduce your pension or allowances 
(or those of your dependants) because you have greater income 
and assets. The Australian Council of Social Service (ACOSS) 
analysed the likely effect of the proposed demutualisation of 
lnsurance and resulting allocation of Shares on those Members in 
receipt of pensions or allowances. Its report was based on certain 
assumptions (see page 43). The report's key findings were that: 

- about 240,000   embers (or 23% of the estimated number 
of Members in receip? of pensions or allowances) will 
experience a reduction of $1 to $2 per fortnight to their 
payment; and 

- approximately 1,200  embers (or 0.12% of the estimated 
number of Members 'in receipt of pensions or allowances) 
will lose their entitlements, including their entitlement to the 

' 
Pensioner Concession Card. The Members affected are 
those who are in receipt of a reduced rate of pension 
or allowance. % 

Members who believe the Proposal may affect their pension 
or allowance entitlement or requi!e more information on these 
consequences can contact the'pensions and Retirement Information 
Hotline on 1300 138 837 for further information. Further information 
about these consequences of the Proposal is set out on page 43. 

11 
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Will NRMA directors, executives and 
employees get Shares? 
Association, lnsurance and NlGL directors and NRMA executives and 
employees will not receive any Shares under the Proposal except as 
Members. 

All directors of Association, lnsurance and NlGL are Association 
Members and, except in the case of Mr M A Coyne,'Mr A R Sanchez, 
MS F J Singleton and Mr I F Yates, lnsurance Members and as 
Members, along with the NRMA executives and employees who are 
also Members, will receive Shares in respect of their membership in 
accordance with the Share Allocation Rules. Mr N D Hamilton was 
admitted as an Association Member so that he could join the 
lnsurance Board. Mr Hamilton has indicated that he will donate to 
charity the net proceeds from the sale of Shares he will receive if the 
Proposal goes ahead (see page 48). 

The NlGL Board will not introduce any share or share option plans for 
directors, senior management or other employees prior to the Listing 
Date. It is likely that the Shareholders of NlGL will be asked to 
consider the introduction of share or option plans for directors, senior 
management and other employees some time after listing. However, 
no plans of this type have yet been developed. 

The Share Allocation Rules set out special provisions for calculating 
the number of years of Association membership'of certain NRMA 
Group employees. These special rules have the potential to lengthen 
their years of Association membership to include their continuous 
years of service (if greater than their years of honorary Association 
membership) and any Association membership years held by the 
employee on commencing employment. As a result, these employees 
may receive an allocation under the Share Allocation Rules which 
is greater than that received by other Members in the same 
circumstances. The Boards believe that this is an appropriate reward 
for their years of service and their loyalty to the NRMA. 

Will Association and lnsurance 
still have links? 
A close relationship between Association and the lnsurance Group will 
continue through a series of contracts between Association, lnsurance 
and NIGL. These contracts are referred to as the Business 
Relationship Agreements. 

The Business Relationship Agreements will clarify the scope of 
activities that the Association Group and the lnsurance Group may 
undertake in the future, establish the basis for use of the NRMA 
Brands by both the Association Group and the lnsurance Group, and 

formalise the business arrangements between the Association Group 
and the lnsurance Group in the distribution of products and services, 
marketing, information technology and other shared services, 
The Business Relationship Agreements are intended to enable the 
Association Group and the lnsurance Group to continue to enjoy the 
benefits of co-operation. 

Further details of the Business Relationship Agreements, including the 
complexities and risks involved and details of the circumstances in 
which the Business Relationship Agreements may be terminated, are 
set out on pages 3 1  to 33. Summaries of the Business Relationship 
Agreements are set out on pages 139 to 145. 

The NlGL Board will initially comprise a number of directors who are 
also Association directors (see page 33). 

How was the Proposal developed? 
An ongoing review of the structure of the NRMA Group culminated 
in the commissioning of a report from Credit Suisse First Boston 
on practical alternative corporate and membership structures for the 
NRMA Group. As a consequence of that report, on 25 February 1999, 
the Boards resolved to develop and evaluate a proposal involving the 
continuation of a financially strong road service mutual and the 
demutualisation and listing of the lnsurance Group. 

The Proposal has been developed by the Boards with the assistance 
of management and a number of external experts. The reports of 
KPMG (as investigating accountant) and PricewaterhouseCoopers 
(as consulting actuary) are contained in Sections 11 and 12 of this 
document respectively. Mallesons Stephen Jaques and Counsel 
provided legal advice to the Boards on the Proposal. In addition, 
the Association Board and the lnsurance Board each received 
separate legal advice in relation to key aspects of the Proposal. 

For further details see pages 18 to 19 and pages 136 to 138. 

Why now? 
A majority of Association directors and all lnsurance directors believe 
it is time to address a number of issues affecting either or both 
of Association and Insurance. These include changes in the markets 
in which lnsurance currently operates, the increasing number of 
non-member customers of Insurance, the manner in which Members 
should benefit from wealth which has been accumulated by lnsurance 
over time, the potential for an unsolicited restructuring proposal which 
may allow Members to access less value than under the Proposal, the 
business strategy being pursued by Insurance, the current corporate 
governance arrangements of Association and lnsurance and the 
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debate in the last decade over the best corporate and membership 
structure for the NRMA Group (see pages 18 to 19 for a discussion HOW does, the F ? ~ O P O S ~ ~  compare 
on these and other points). with ~remium rebates? 
However, four Association directors do not believe that demutualisation 

I 8 

of lns~rance is necessary for the continuing growth and SUCCeSS of the ~ h ,  Boards considered how the accumulated value of the NRMA 
NRMA Group for the reasons set out on pages 51 to 53. Group could be accessed by Members under its current structure. 

Without changes in the corpor?te and membership structure of the 
NRMA Group, the only way Members can access the value of the 

Have the Boards considered other options? 
The Boards considered a range of other options for the future 
corporate and membership structure of the NRMA Group. 
A discussion of these options is set out on pages 26 to 27. 

In addition, a members' version of the Credit Suisse First Boston 
Report, which deals with other options at length, can be reviewed 
by Members on request (see page 138). A majority of Association 
directors and all lnsurance directors believe that the Proposal is the 
best option of those considered and is in the best interests of their 
respective Members as a whole. However, four Association directors 
do not believe that this is necessarily the case and believe that 
lnsurance should remain a mutual and be strengthened. 

NRMA Group in a material way is through discounts, rebates or, less 
directly, enhanced benefits ~r~service levels. 

A majority of the Association directors and all lnsurance directors 
believe that the Proposal is mare beneficial for their respective Members 
as a whole than a regime of providing insurance premium rebates for 
the following reasons: 

I 

the value which could be accessed by Members as a whole 
through premium rebates.would be significantly less than the 
value of the Shares allocated to Members under the Proposal; 

rebates would provide little or no benefit to Association or to 
Association members who are not also lnsurance members, yet 
would release value to persons who are not currently Members 
(in particular, future members and, if rebates were given to all 
policyholders, current and future non-member policyholders); 

Insurance's capital would'be eroded by rebates to the extent that 
Has the Proposal been independently such rebates were not finhnced by ongoing profitability (note, 

reviewed? however, that shareholde; dividends can erode the net worth 
of a company in much the same way). As a mutual, lnsurance 

The Proposal has also been reviewed by independent financial experts would be unable to replenish this capital by raising share capital; 
from corporate advisory units of major accounting firms with relevant 
experience in the preparation of reports of this nature. As Association the extent to which rebates could be paid would depend on the 

Members and insurance Members have different interests, separate capital needs of Insurance's businesses on an ongoing basis; 

independent financial experts were appointed for Association and based on previous experience the Insurance Board believes that 
Insurance. + the ~ntroduction of rebates may result in a distortion of insurance 

For Association Members, the Proposal has been independently product pricing in the market; 

reviewed by Deloitte Corporate Finance which concluded that 'the rebates create policyholder expectations as to future levels of 
Proposal is in the best interest of Association Members as a whole' insurance premium ratesLand a reduction or withdrawal 
(see page 55). Its full report is set out on pages 55 to 63. of rebates may result in higher lapse rates and general 

For Insurance Members, the Proposal has been independently policyholder confusion a& dissatisfaction; 

reviewed by Ernst & Young Corporate Finance whose report is set out Insurance does not currently have significant surplus capital from 
on pages 71 to 95. In conducting its review, Ernst & Young Corporate which rebates can be paid. This is partly due to its acquisition 
Finance considered separately the interests of Association as an strategy and activities and also due to the types of business that 
Insurance Member with special rights, and the interests ofpall other it conducts. This means that rebates would have to be financed 
Insurance Members. primarily from Insurance's future profits; 

4 

Ernst & Young Corporate Finance's report concludes that 'the Proposal as rebates are likely to be paid out over time, policyholders would 
is'in the best interests of Insurance Members as a whole' (see page need to renew their policies on an ongoing basis in order to 
71). In arriving at this overall opinion, Ernst & Young Corporate receive the benefits of future rebates; and 
Finance is of the view that the Proposal is in the best interest of 
lnsurance Members (excluding Association) and also is in the best 
interest of Association in its capacity as an Insurance Member. f 
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if rebates were paid to lnsurance Members only (and not to all 
policyholders), there is a significant risk that the amount of rebates 
paid by lnsurance would not be tax deductible to lnsurance and 
that the amount of rebates rece~ved by lnsurance members would 
be treated as assessable income of lnsurance members. 

These views are not unanimously held by Association directors. 
See pages 51 to 54 in relation to the views of individual Association 
directors and pages 26 to 27 for a detailed discussion of delivering 
financial benefits to members. 

PricewaterhouseCoopers has estimated that the maximum net present 
pre-tax value of insurance premium rebates which could be paid to 
current lnsurance Members onlyover time is approximately 
$900 million. It has also estimated that the maximum net present 
pre-tax value of insurance premium rebates which could be paid to 
current lnsurance policyholders over time is approximately $1.4 billion, 
although it should be noted that a significant portion of this figure would 
not be paid to current Members. The above estimates assume normal 
trading conditions for lnsurance and the maintenance of current 
levels of capital adequacy. See page 27 for a description of 
PricewaterhouseCoopers' valuation methodology. Accordingly, all 
directors of lnsurance and a majority of Association directors believe 
that the Proposal is expected to release more value to lnsurance 
Members as a whole than either of these estimated amounts. 

The decision - for or against 
what do the directors think? 
A majority of Association directors (comprising 12 of 16) believe that 
the reasons to vote for the Proposal are more compelling than the 
reasons to vote against it, that the Proposal is the best option of those 
considered and is in the best interests of Association Members as 
a whole. However, four Association directors disagree with this view. 

The recommendations of individual Association directors are set out 
on pages 51 to 54. 

All of the lnsurance directors believe that the reasons to vote for the 
Proposal are more compelling than the reasons to vote against it, that 
the Proposal is the best option of those considered and is in the best 
interests of lnsurance Members as a whole. 

The recommendations of individual lnsurance directors are set out 
on page 69. 

The composition of both the Association Board and the lnsurance 
Board has changed significantly since the Boards first resolved to 
develop the Proposal. In the 1999 Association Board elections, three 
new directors were elected to the Association Board (Mr M A Coyne, 
Mr A R Sanchez and Mr T P Shaw). Each of them support the 
Proposal. These new directors replaced directors who did not support 
the Proposal, thereby changing the ratio of Association directors 
who supporVoppose the Proposal from a majority of 9 to 7 to a 
majority of 12 to 4. 

The reconstituted Association Board met for the first time on 
7 December 1999. As is customary, the Association Board considered 
the composition of the lnsurance Board at that meeting. In the period 
immediately before that date, a number of changes to the lnsurance 
Board had occurred, including the removal of Mr I F Yates on 
19 August 1999, the appointment of Mr N D Hamilton on 
25 November 1999 and the cessation as a director of MS G Rankin 
on 3 December 1999 (the date on which she ceased to be an 
Association director). The term of all remaining directors on the 
lnsurance Board (other than the Chairman and the Managing 
Director) was due to expire on 9 December 1999. The Association 
Board decided on 7 December 1999 to re-appoint each of those 
directors for a period of approximately two years, with the exception of 
MS S M Ryan A0 (who supports the Proposal), and MS F J Singleton 
and Mr R J Talbot (who do not). The lnsurance Board now comprises 
seven directors, all of whom support the Proposal. 

Why vote for or against the Proposal? 
The Proposal: 

has a number of features that Members might consider 
to be advantages or disadvantages; and 

raises other considerations which some Members may consider 
to be important. 

Members may wish to consider them before deciding how to vote. 

The following is a summary of the reasons why Members may decide 
to vote for or against-the Proposal. Each of those reasons is set out 
in more detail on pages 23 to 26. 

The Proposal has been designed so that important features of the 
current structure or operation of the NRMA Group will not change if the 
Proposal goes ahead. A number of these features appear as reasons 
why Members may wish to vote for the Proposal on the facing page. 

Members may have other considerations which they think are 
important in deciding how to vote. 
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Reasons why Members may decide to vote 
for the Proposal 

Association remains a mutual. 
There is no change to the existing'membership rights of 
Association Members. 
Shares are allocated to Members, allowing them to access the 
_wealth of the lnsurance Group. 
Members as a whole are able to access more value than can 
be obtained through insurance premium rebates. 
Association will be in a strong financial position after the Proposal 
is implemented. 
Road service membership fees will not increase as a 
consequence of the Proposal. 
Existing road service benefits can be maintained. 
The existihg capital strength of lnsurance is maintained because 
the allocation of Shares to Members will not materially reduce the 
lnsuran& Group's capital base. 
lnsurance premium rates will not increase as a consequence - 
of the Proposal. 

* Claims management principles will not change as a consequence 
of the Proposal. 
The rights of lnsurance Members as policyholders (including 
policy features and benefits) will not change. 
Policyholders' security and reasonable expectations will be 
adequately protected. 
A close relationship between Association and the lnsurance 
Group will be maintained during the term of the Business 
Relationship Agreements. 
The close relationship between Association, the lnsurance Group 
and their members and customers will be maintained. 
The Proposal provides an opportunity for Members to realise 

I value from membership rights (including Association's special 
I rights as a member of Insurance) and from certain NRMA Trade 
I 

Marks. 
l lnsurance Members obtain ownership rights as Shareholders 

which are more clearly defined than the rights of lnsurance 
Members under the lnsurance constitution. 

0 lnsurance Members' interests as policyholders and owners are 
separated. 

\ 
The lnsurance Group will have an enhanced ability to raise equity 
capital to fund its growth. 
A belief that board and management accountability and focus will 
increase. 
The lnsurance Group and Association wili have separate boards 

" and senior management teams. 
' There is potential for an unsolicited restructure proposal for 

lnsurance which may release less value for Members than 
the Proposal. 

Reasons why Members may decide to vote 
against the Proposal 

lnsurance does not remain as a mutual. 
e A belief that lnsurance should not be demutualised because 

it is-contrary to the founding objectives under which lnsurance 
was established. 
The NRMA Group has performed well under its current structure.. 

e A disagreement with the way in which the Shares are proposed 
to be allocated to Members. 
Association will give up its special rights as a member 
of Insurance. 
lnsurance Members will give up their membership rights 
in Insurance. 
lnsurance will have no future constitutional obligation to assist 
and co-operate with Association in the attainment and promotion 
of Assoc~ation's objects. 
There are further implementation costs, including listing on the 
Australian Stock Exchange and the ongoing costs of maintaining 
a share register. 1 

There is no guarantee of when NIGL will be listed, if at all, or how 
much the Shares will be worth. 
NIGL, as a shareholder-owned company, will have an increased 
exposure to takeover. 
A belief that it is unfair tddistribute the wealth accumulated over 
time in lnsurance to current Members only. 
The business relationship between Association and the lnsurance 
Group will involve the assignment or licensing of certain NRMA 
Trade Marks to the lnsurance Group and.involves some risks 
relating to those trade marks. 
The business relationship between Association and the lnsurance 
Group may be more complex, involve some risks in addition to 
risks relating to the trade marks and may be terminated in limited 
circumstances by kither Association or the lnsurance Group. 
The business relationship between Association and the lnsurance 
Group will be on a more commercial basis and Association will 
pay more for sefvices provided by lnsurance than under current 
arrangements. 
The future business scope of Association and, to a lesser extent, 
the lnsurance Group will be limited by the Business Relationship 
Agreements. 
Depending on a Member's personal circumstances, there may 
be some tax, pension or allowance consequences of receiving 
Shares. 
Another restructuring option may be preferred to the Proposal. , 
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What if the Proposal does not go ahead? 
If the Proposal does not go ahead for any reason: 

Association will keep its special rights as a member of Insurance; 

Insurance will remain a mutual; - 
lnsurance Members will keep their membership rights 
in Insurance; 

Members (including Association) will not receive Shares; 

even though the current dual mutual structure is a significant 
deterrent, the potential for an unsolicited restructure proposal 
is likely to increase due to the significant public debate about 
the Proposal and the release of this document to Members; 

the issues which have led to the development of this Proposal will 
remain unresolved and another proposal may need to be 
developed; and 

When the NRMA's attempted demutualisation of both Association and 
lnsurance failed in 1994, it resulted in significant disruption to the 
activities of the Boards, management and staff. Both the Association 
and lnsurance businesses were adversely affected through public 
perception that the NRMA Group had lost focus on serving its 
members and customers. This perception was also contributed to by 
the NRMA Group's financial performance in the 1995 financial year, 
which was adversely affected by, amongst other things, the weak 
investment market in 1995, discontinuance of rebates and a 
substantial increase in CTP claims costs and provisioning. 

If the Proposal does not proceed, there is potential for disruption to 
the NRMA Group's businesses. However, a key factor which may 
minimise this potential disruption and thereby prevent a repeat of the 
disruption in 1994 is that the NRMA Group's business strategies have 
been developed such that they are not dependent upon the Proposal 
going ahead. 

the Business Relationship Agreements may still be entered into, 
although consideration would need to be given to appropriate 
amendments, for example which NRMA Trade Marks should be 
assigned to the lnsurance Group. 



SECTION 2,. WHY THE PROPOSAL IS BEING PUT TO MEMBERS 

In deciding whether tomput the Proposal to Members, the ~oards  considered, amongst 
other things: 
* the place of mutual organisations today.; 

the changes in the markets in which lnsurance operates; 
e the increasing number of non-member customers of.lnsurance; 

the ability to deliver benefits to Members through rebates; 
e the potential for an unsolicited restructure proposal; 

the business strategy being pursued by Insurance; 
the current corporate governance arrangements; 
the current relationship between Association and Insurance; and 
the continuing debate over the best corporate and membership structure for the 
NRMA Group. 

Mutual organisations today 
Mutual organisations grew out of a belief that a group of people can act more efficiently 
through co-operation for their mutual benefit than if they act alone. In the insurance 
industry, the key driver for the establishment of mutuals was that certain private insurers 
would either not provide services or would only provide them at premiums which were 
significantly higher than warranted by the risks insured. 

Mutuals are owned by their members and provide a variety of services to those members 
for their benefit. Additionally, mutuals often provide indirect benefits to the wider 
community. 

Mutual organisations are, generally, most successful where: 
members have the same product and service needs (for example, as defined by 
geographic boundaries or special interests); and 
the business of the mutual does not require substantial amounts of 'initial capital 

Internationally, mutual and shareholder-owned companies CO-exist in the general 
insurance market. In Australia, there are no significant general insurance mutual 
companies other than Insurance. Until recently, a number of the larger life insurance 
companies in Australia were mutuals. However, in recent years a number of them 
(National Mutual, Colonial Mutual and the AMP Society) have demutualised. 

There are other successful mutual companies operating in the financial markets around 
the world. In recent times, however, a number of these companies have been opting to 
demutualise for a range of reasons, including to address and respond to competitive 
forces in the market place. 

The mutual form of ownership offers advantages that are especially pertinent to the 
insurance industry. In particular, mutuals can better manage the conflict between owners 
and customers because members are customers who own the organisation. This means 
that rnutuals may take a longer term view, price their policies more attractively or provide 
wide community benefits in the abgence of stock market and investor pressures. 
This natural advantage can, however, be eroded to the extent the organisation has 
non-member customers. 

lnsurance is not accorded any special tax benefits or concessions compared 
to shareholder-owned companies. However, both members and non-member 
policyholders can enjoy the economic benefit of surpluses accumulated by lnsurance 
through discounted services or services provided without charge. Members and 
policyholders are not generally subject to tax in respect of these services, as distinct from 
shareholders who are taxed on profits distributed to them as dividends. However, the 
current Review of Business Taxation by the Commonwealth Government may result in the 
removal of this tax advantage. These comments apply equally to Association, except that 
it is not subject to tax in respect of its mutual activities (being those services provided 
solely to Association members). 

Based on the features of successful mutuals, the Boards believe that for a mutual to 
operate successfully: 

members, board and management need to be committed to the principles of 
mutuality. These principles need to be clearly understood, articulated and adopted 
by all stakeholders; 
it needs to be clear about its objectives; 
it needs to seek to maximise benefits for its members alone; 
products and services should be provided exclusively to members (see below); 

0 there needs to be accountability to the members that is equivalent to that of a listed 
company; and 
there needs to be maximum transparency to ensure that the correct balance is 
achieved between member, board and management controls. 

, Most importantly, however, the mutual structure must be highly valued by its members. 

Changes in insurance market$ 
The markets in which lnsurance operates are significantly different from those which 
existed when it was formed in 1925 and are continuing to undergo fundamental change 
as a consequence of: 

consolidation and globali~ation~of the:industry; 
increased competition with other financial institutions (for example, many 'banks now 
cross-sell a wide range of products,'i?cluding general insurance); 

* standardisation of key products in the general insurance market; and 
the development and increased importance of technology and alternative distribution 
networks. 

The markets in which lnsurance operates, particularly the general insurance markets, - 

are now highly competitive both in terms of product offerings and pricing. 

Increasing number of n o n - m e m b e r  customers 
Association has only a small number of non-member customers, while lnsurance has 
a large and growing number of non-member customers. 

The number of non-member customers ,in lnsurance has grown significantly in recent 
years as lnsurance has implemented itS'Board-approved strategy of growth and 
diversification outside of New South Wales and the Australian Capital Territory 
(see page30). Recent transactions involving SGlO and RACV are examples of this . 
expansion and the number of non-member lnsurance customers is expected to grow 
as lnsurance continues to implement its strategy. 

In addition, the NRMA Group has expanded into financial services markets outside of 
general insurance. This has further increased the number of non-member customers.of 
Insurance. 

Non-member customers present a major problem for mutuals. This is because: 

non-member customers' interests may not be aligned with those of members; and 
it is more difficult for the mutual to maximise benefits for members only. 

Ability to deliver financial benefits to Members 
Both Association and lnsurance are currently limited in the manner and extent to which 
they can deliver financial benefits to Members. 

While demutualisation would not, of itseif, create additional value in Insurance, the effect 
of the Proposal results in Members directly accessing the accumulated wealth of 
Insurance, while still allowing Members to access subsidised services provided by 
Association. 

See pages 26 to 27 for a detalled dlscusslon on delivering flnanclal beneflts to Members. 

Potential for unsolicited restructure proposal 
The insurance and financial services industry is undergoing rapid and significant 
consolidation. In this environment, Association and lnsurance may be viewed as 
attractive acquisition targets by potential acquiiers. While the current dual mutual 
structure is a significant barrier, it does not completely shield either Association or 
lnsurance from an unsolicited restructure proposal. 

The potential for an unsolic~ted restructure proposal that could prejudice members' 
Interests under the current NRMA Group structure exists because: 

members may not be able to access', through rebates or other distributions, the same 
amount of value that an offer, even at less than full value, would provide; and 
potential acquirers may percelve that substantial value can be derived from adopting 
a more commerc~al management approach to the busmesses of Association and 
Insurance. 

However, the likelihood of members accepting an unsolicited restructure proposal at less 
than full value is reduced to the extent that mutual benefits are understood by, and 
delivered to, the members, or procedures are adopted by either or both Association and 
lnsurance that make restructures more difficult (for example, entrenching in their 
respective constitutions higher voting thresholds for demutualisation). The dual mutual 
structure may also act as a deterrent to a bidder wishing to acquire either Association or 
lnsurance only. 

Insurance's business strategy 
lnsurance plans to develop a national position in insurance and financial services 
through a combination of organic growth, joint ventures and acquisitions (see page 30). 
This strategy will remain the same - w:ether lnsurance is a mutual or a shareholder- 
owned company. However, the lnsurance Board believes that execution of the strategy 
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would be enhanced if it was a shareholder-owned company due to the ability to fund 
acquisitions by the issue of equity and an increased ability to attract, motivate and retain 
high calibre executives. 

Corporate governance 
Corporate governance is the way in which a company is run or governed. 

The basic aim of good corporate governance is to organise a company in a way that 
produces the best possible return for the relevant stakeholders, whilst ensuring proper 
protections and procedures for all stakeholders in the company. 

Corporate governance problems arise in both mutual and non-mutual companies. 
The corporate and membership structure of the NRMA Group gives rise to a number 
of particular corporate governance issues. These include: 

the dual mutual structure -the NRMA Group includes two mutual companies, 
Association and Insurance, with overlapping, but not identical, membership bases 
and significantly different businesses. As at 25 February 1999, when the decision 
was made by the NRMA Boards to develop the Proposal, over 60% of all Association 
members were lnsurance members or had an interest in an lnsurance membership. 
More than 95% of all lnsurance members were members of Association or had an 
interest in an Association membership. The dual mutual structure is unique to the 
NRMA Group; 
Member participation - Member participation in Association Board elections was, 
until 1987, rarely above 5%. However, the participation rate has increased 
significantly in recent years, being above 10% in 1995 and 1997 and reaching 26% 
in the 1999 election; 
'ownership' of lnsurance - understanding the 'ownership' of lnsurance is complicated 
by the different rights of Association members and lnsurance members. Association 
has special rights as a member of Insurance, including the right to appoint and 
remove the directors of lnsurance and the right to any surplus assets on a winding-up 
of Insurance. As a result, Association has practical control over the management of 
Insurance's businesses (see page 50). However, Association does not have complete 
control,over Insurance. Directors of Insurance, even if appointed by Association, must 
still act in the best interests of all lnsurance members and will not necessarily act in 
ac'cordance with Association's wishes. Association has no right to any asset from 
lnsurance unless lnsurance is wound up and, in any general meeting of lnsurance 
(including one for a voluntary winding-up), Association only has one vote. Nor has 
Association any right to be paid a dividend by Insurance. Indeed, any major 
restructuring which enables members to access the,value from lnsurance would 
generally require the approval of lnsurance members; 
accountability to members - compared with a listed company, there is no requirement 
for either Association or lnsurance to provide continuous disclosure of material 
information to members. There is also limited public analysis and review of 
information which is disclosed; and 
Insurance's size and complexity - lnsurance has grown significantly over time such 
that it is now a major Australian company with business activities much broader than 
the mere provision of motor vehicle insurance. 

A majority of Association directors and all lnsurance directors believe that these issues 
have created a number of corporate governance problems, including: 
* limited owner disciplines on performance; 

an inappropriate director selection process for a business of the size and complexity 
of Insurance; 
the absence of a significant number of lnsurance directors who are independent of 
Association; 
different claims over the 'ownership' of lnsurance by both Association members and 
lnsurance members; and 

4 the inability of lnsurance members to elect directors to the lnsurance Board. 

Another matter that has created difficulties for governance of the NRMA Group is that in 
the period since 1994, there have been a number of legal proceedings involving directors 
or former directors of Association and Insurance. This litigation has included claims in 
relation to the 1994 demutualisation proposal, alleged defamation, access to company 
documents, the management of Insurance's investment portfolio, alleged breach of 
confidence, statements made as part of the 1999 Association Board elections, the 
proposed removal of a director from the Association Board and the holding of a special 
general meeting in 1999. Actions of this type have the potential to distract the Boards 
and management from their core roles. 

Relationship between Association and lnsurance 
While there has always been a close relationship between Association and Insurance, 
lnsurance was managed as a separate company from Association, with separate board 
and management reporting structures, until the 1980s. 
A McKinsey & Company report in 1987 recommended the integration of Association and 
lnsurance under one chief executive officer and a new management structure. It was 
believed, at that time, that this structure would ehable the NRMA and its people to focus 
on providing integrated membership and insurance services and de-emphasise the 
differences between the two mutuals. Longer term, it was also believed that this structure 
would help the NRMA Group to expand interstate and acquire new businesses. 

While the change in management structure has assisted the NRMA Group to develop an 
integrated approach to customer relationship management, a majority of directors of 
Association and all lnsurance directors believe that it has not solved the corporate and 
membership structure issues between Association and Insurance. 

Corporate and membership structure debate 
The structure of the NRMA Group became a prominent issue in the last decade, largely 
as a consequence of the deregulation of financial markets and acceleration in the NRMA 
Group's growth between the late 1980s and early 1990s. 

The altered profile of the organisation led to a number of reports being commissioned 
from 1992 to 1998 to examine the NRMA's corporate and membership structure. 
Reports were commissioned from Macquarie Corporate Finance Limited, BT Corporate 
Finance Limited, Grant Samuel & Associates Pty Limited, Sir Laurence Street, McKinsey ' 

& Company and Credit Suisse First Boston. Each of these reports was prepared at the 
dates indicated below and none of them have since been updated. A more detailed 
description of these reports and their recommendations are set out on pages 134 to 135. 

While, generally, the reports acknowledged the NRMA Group's considerable success 
under its present structure, a number of recommendations were made as to the best 
corporate and membership, structure for the N-RMA Group. 
Four main issues were considered by these reports: 

whether the dual mutual stpcture was the most appropriate Structure for an 
organisation of the size of the NRMA Group; 
how the accumulated wealth of the organisation could be most effectively released 
or accessed by members; 
how to improve the NRMA Group's capacity and flexibility to respond effectively to 
changing market conditions; and 
how to most effectively bring about fundamental change/ in existing corporate 
governance arrangements. 

The recommendation of a draft report by Macquarie Corporate Finance Limited in 
February 1992 was, in summary, demutualisation of lnsurance on the basis that: 

its mutual structure was no longer appropriate to its business and financial position; 
members could access the accumulated wealth of lnsurance and ttie company would 
have a more capital efficient structure with improved governance and market imposed 
disciplines; and 
lnsurance would be able to take advantage of commercial expansion opportunities, 
while maintaining business synergies with Association. 

While aspects of the report were presented to the Boards, it was never formally 
considered at Board level. The Proposal currently being put to Members is similar to the 
one contained in the Macquarie Corporate Finance Limited draft report, with further 
development of the relationship between Association and lnsurance through the 
Business Relationship Agreements, including the treatment of the NRMA Trade Marks. 

A report by BT Corporate Finance Limited in October 1993 led to the development of 
a proposal in 1994, under which: 

Association and lnsurance would become wholly-owned subsidiaries of a listed 
holding company called NRMA Holdings Limited; 
members of Association and lnsurance would each give up their membership rights; 
and 
members would become shareholders of NRMA Holdings Limited or elect to receive 
a cash alternative (funded by selling the share entitlements of all Members who . 
nominated to take cash). 

The proposal was suspended as a result of legal action in the Federal Court of Australia 
in October 1994. The decision of the Federal Court was subsequently confirmed on 
appeal to the Full Federal Court in January 1995. 

In March 1995, an independent expert's report by Grant Samuel & Associates Pty 
Limited found that the 1994 demutualisation proposal was in the best interests of both 
Association and Insurance. Further information on this report is on pages 134 to 135. 
However, the NRMA Boards decided to abandon the 1994 proposal in May 1995 
because of legal advice that the proposed method of implementation was, as a result of 
a then recent High Court decision, invalid and because it was believed that there was 
no longer the required level of support from members for the 1994 proposal, given the 
adverse publicity arising from the Federal Court proceedings. 

The period which followed was a difficult one for the NRMA Group. In addition to the 
effect of these events on staff morale and the NRMA Group's reputation, the NRMA 
Group's financial performance for the 1995 financial year was adversely affected by, 
amongst other things, CTP clam payments and Increased provisioning for 
outstanding claims. 

The Boards set up a Corporate Governance Committee in February 1996 to review the 
NRMA's corporate governance practices. Subsequently the Association Board appointed 
Si! Laurence Street to prepare a report on improving governance practices. 
Sir Laurence Street's 22 May 1997 report to the Corporate Governance Committee of 
Association made a number of recommendations to improve governance, but these were 
implemented in part only. In the report, Sir Laurence Street indicated that he thought it 
preferable to refrain from recommending reform of management and subsidiary boards 
until a decision regarding the restructuring of the whole NRMA Group had been made. 
McKinsey & Company was briefed to develop a report specifically on the benefits of 
consolidating the two mutuals into one mutual - it was not asked to examine 
demutualisation as an alternative structure (the 'One Mutual' proposal). McKinsey & 
Company concluded in its report of 19 February 1998 that Association should retain its 
mutual status and that lnsurance should be converted to a shareholder-owned company 
wholly owned by Association. However, in May 1998, the Boards received legal advice 
that they had an obligation to examine all structures. 
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As a result of this advice, in June 1998 the Boards unanimously agreed to commission 
a report from Credit Suisse First Boston to evaluate alternative potential corporate and 
membership structures for the NRMA Group. 

The commissioning of this report marked an important stage in the evolution of the * 

formulation of the Proposal. That evolution dates back at least to the aftermath of the 
1994 demutualisation attempt, and arose largely from the NRMA Group's own focus on 
structural inefficiencies. 

The draft Credit Suisse First Boston report was provided to the Boards in November 
1998 with a final report on 22 December 1998 and set out a number of restructuring 
options, each of which was assessed against a set of commercial and member benefit 
criteria. One option was recommended by Credit Suisse First Boston as the preferred 
option -this involved the retention of a road service mutual strengthened by additional 
capital to ensure its ongoing viability and the.demutualisation of Insurance. 

Credit Suisse First Boston noted the following factors in making its recommendation: 

the current provision of road service and related Association membership benefits 
is of unique and considerable importance to members and to Insurance; . maintaining the current structure presents significant and increasing financial and 
business risks, especially to Insurance's operations and less directly to Association; 
and 
a more traditional commercial structure for the insurance and financial service 
operations, including a share market listing, would reduce these risks and improve 
Insurance's capabilities and operating position, with resulting benefits for members. 

This assessment was supported by a number of earlier reports to the NRMA concerning 
organisational restructuring, as well as by trends among other insurance mutuals seeking 
to respond to increasing competitive challenges. 

On 25 February 1999, approval was given by the Boards of Association and lnsurance 
to develop a proposal on the terms of the preferred option. This required the closure 
of the Association and lnsurance memtiership registers with effect from midnight on 
25 February 1999 and has resulted in the development of the Proposal. 

Approval to develop the Proposal was not unanimous. The Association Board was evenly 
divided on the subject, with the President, Mr N R Whitlam, exercising his casting vote in 
favour. The lnsurance Board voted in favour of developing the Proposal by a narrow 
majority. 

While the separation of Association and lnsurance was not favoured by the Boards in 
1994, or by Grant Samuel &Associates Pty Limited in its report of March 1995, 
a majority of Association directors and:all lnsurance directors believe that elements of 
the Proposal, such as the Business Relationship Agreements and the allocation of Shares 
to Association, address the issues arising from the separation of the two companies, 
albeit with some complexity and risk. 

Also on 25 February 1999, the Association Board established the Two Mutuals 
Committee, being a sub-committee of that Board, whose purpose was to work with 
consultants to provide a written report focusing on and developing a full case for 
retaining and strengthening the NRMA Group's existing two mutual structure. It was not 
the purpose of the Committee to attempt to establish or argue the case against 
demutualisation. 

On 30 May 1999, a preliminary report on the case for retaining and strengthening of 
the existing dual mutual structure by Marsden Jacob Associates Pty Ltd and Copernican 
Securities Pty Limited, the consultants engaged by the Two Mutuals Committee, was 
delivered to Association. Subsequently, an abridged version of that preliminary report 
.was delivered to the Association Board. 

The authors of the TWO' Mutuals Committee report have not consented to the inclusion 
of any of the findings from that report in this document. The report, however, challenged 

Having considered a report from management on the issues raised in the Two Mutuals 
Committee report, on 19 August 1999, the Association Board resolved to disband the 
Two Mutuals Committee. Although no further work was undertaken on the enhanced two 
mutual structure model, the Boards and management have considered the various issues 
raised in the Two Mutuals Committee report and the management report as part of the 
development of the Proposal and this lnformation Memorandum includes a discussion of 
relevant issues arising from that consideration. 

Other developments relating to the structure of the NRMA Group, but which were 
developed and implemented independently of this Proposal, are that since 30 Jurie 1998, 
four NRMA Group companies previously jointly owned by Association and lnsurance - 
NRMA Sales & Service Pty Limited, NRMA lnformation Services P'y Limited, NRMA 
Finance Limited and NRMA Life Limited - have become wholly owned subsidiaries of 
Insurance. In summary, those transactions were as follows: 

Dormant companies - NRMA Sales & Service Pty Limited, which previously 
operated the NRMA branch offices w!ere much of Association and Insurance's retail 
business is conducted, bought back shares held in it by Association for approximately 
$5.5 million. NRMA lnformation Services Pty Limited, which provided computer and 
other information technology services to other companies in the. NRMA Group, bought 
back shares held in it by Association for approximately $1.3 million. The amounts 
Association received for its shares represented its proportion of those companies' 
net assets. The transactions, completed in March 1999, left lnsurance as the sole 
shareholder of those companies. The companies had ceased to trade with effect from 
1 July 1997, and their functions were already being undertaken by lnsurance at the 
time of the transactions; 
Financial services company - in June 1999, Association and lnsurance each sold 
their shares in NRMA Finance Limited to NRMA Building Society Limited, a wholly 
owned subsidiary of Insurance. Each of Association and lnsurance received 
approximately $6.9 million. The transactions were supported by an independent 
valuation of NRMA Finance Limited 6repared by KPMG. lnsurance funded NRMA 
Building Society Limited's acquisition of those shares. As part of the transactions, the 
constitution of NRMA Finance Limited was amended to give Insurance, rather than 
Association, the power to appoint its board. NRMA management wanted only one 
deposit taking entity within the NRMA Group, an objective consistent with applicable 
draft APRA guidelines. Because it is considerably larger than NRMA Finance Limited, 
NRMA Building Society Limited was thought the appropriate entity to implement that 
objective. It was thought the management expertise of the NRMA Building Society 
Limited board might improve NRMA !Finance Limited's trading performance. 
Favourable accounting treatment on acquisition - in January 1999, NRMA Life 
Limited bought back all shares held in the company by entities other than Insurance.. . 

The vast majority of shares were bought back from Association. Negligible parcels 
were also bought back from NRMA Smash Repairs Pty Limited, NRMA Investments 
Pty Limited and NRMA Finance Limited. The result of the transaction was that 
NRMA Life Limited became a wholly,owned subsidiary of Insurance. As part of the 
transaction, NRMA Life Limited's constitution was amended to give Insurance, 
rather than Association, the power to appoint its board. Association received 
approximately $85 million for the sale of its shares: The transactions were supported 
by an independent valuation of NRMA Life Limited'prepared by K&MG. Following the 
transaction, lnsurance funded the sa'le to NRMA Life Limited of NRMA (Western 
Australia) Pty Limited, the vehicle lnsurance used to fund the acquisition of SGIO. 
Making NRMA Life Limited the holding company of NRMA (Western Australia) 
Pty Limited enabled the lnsurance Group to carry in its accounts, rather than 
have to amortise (or write off) over 20 years, the goodwill associated with the 
acquisition of SGIO. 

See also pages 112 and 120. . 
the recommendat~o~s and methodology of the Cred~t Sulsse F~rst Boston report. 
Management was requested to prepare a report commenting on the f~ndlngs of the Two 
Mutuals Comm~ttee report 
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3. Thc directors' 
., I recommendations 

This Section sets out a summary of the recommendations and views of the directors of 
Association and lnsurance as to whether those directors believe Members should vote for 
or aga~nst the Proposal and how those directors themselves intend to vote. 

Members should consider the recommendations and views of the directors of Association 
and Insurance, together with the outline of reasons why Members may decide to vote for 
or against the Proposal set out on pages 23 to 26, before deciding how to vote. Members 
should, however, be aware that the recommendations and views are those of the 
individual directors, rather than of either Association or Insurance. 

3.1 Recommendations and views 
of Association directors 
While the majority of the Association Board (comprising 12 of 16 directors) recommend 
that Association Members vote for the Proposal, three Association directors recommend 
that Association Members vote against the Proposal and one Association director does 
not desire to make a recommendation. 

The following is a brief summary of the recommendations and views of the Association 
directors. The directors' recommendations and views are set out in full on pages 51 to 54. 

The Association directors who recommend voting 
for the Proposal 
Mr N R Whitlam, Mrs M C Callaghan, Mrs D G Collins, Mr M A Coyne, 
Mrs M Easson, Mr B T Gavin, Mr S J Geeson, MS A J Keating, Mr G F Lawson, 
MS S M' Ryan AO, Mr A R Sanchez and Mr T P Shaw 
The above directors, who together form a majority of the Association Board, each 
recommend that you vote in favour of the Association Schemes (and interdependent 
resolutions) and intend to vote in favour of those Schemes and resolutions on which they 
are eligible to vote. 

In summary, the primary reasons for that recommendation are a belief that the Proposal: 

keeps Associatioffas a mutual; 
strengthens Association and allows it to continue to provide the current level of 
services to Association Members; 
allows Association and Association Members to share in the wealth of lnsurance in 
a fair and reasonable way; 
facilitates the ongoing business relationship with Insurance; and 
is superior to other options considered. 

Each of the directors referred to above also believes that the reasons to vote for the 
Proposal are more compelling than the reasons to vote against the Proposal. 

The Association directors who recommend voting 
against the Proposal 
Dr J D Campbell 
Dr Campbell is opposed to the Proposal and recommends that you vote against the 
Association Schemes (and interdependent resolutions). Or Campbell intends to vote 
against those Schemes and resolutions on which he is eligible to vote. 

In summary, Dr Campbell is opposed to the Proposai because he believes that: 
the current organisational form has served Association Members effectively over many 
decades and that to disturb or fragment the current relationship in the manner 
proposed may create tensions and unnecessary difficulties; 

*' insufficient emphasis has been placed under the Proposal on the long-term strategic 
plans for Association; 
current management have demonstrated an ability to manage the businesses of the 
two mutuals in combination and grow and mature Insurance; 
the lnsurance Group under the Proposal may have an increasingly different 
ownership structure than Association and a greater focus on shareholder returns; and 
the Proposal is not in the long-term interests of Association Members. 

MS F 1 Singleton 
MS Singleton is opposed to the Proposal and recommends that you vote against the 
Association Schemes (and interdependent resolutions). MS Singleton intends to vote 
against those Schemes and resolutions on which she is eligible to vote. 

In summary, MS Singleton is opposed to the Proposal because she believes that: 
the business of the NRMA does not require demutualisation of lnsurance and there 
is no factually supported valid business reason for demutualising Insurance; 
the stated benefits of demutualisation are not worth a change in culture away from 
care and generosity to the community; 
the NRMA has not learned from lessons of the past, in particular warnings as to the 
difficulties of maintaining long-term agreements between Association and lnsurance 
such as the Business Relationship Agreements; 
there is nothing wrong with a mutual insurance company; 
the Proposal was not developed as a result of a groundswell of member opinion; 
members do not have all the information they need to make a decision on the 
Proposal because they do not have the views of former directors who were present 
during the development of the Proposal and the media publicity and advertising has 
been one-sided; 
members are not being told whether the directors of NlGL are in favour of a directors' 
benefit scheme; 
the assets of NRMA are not being fairly divided between Association and NlGL and 
its subsidiaries; and 
the use of the NRMA Brands by both Association and the lnsurance Group 
(as separate organisations) is likely to benefit the lnsurance Group more than it will 
Association. 

Mr I F Yates 
Mr Yates is opposed to the Proposal and recommends that you vote against the 
Association Schemes (and interdependent resolutions). Mr Yates intends to vote against 
those Schemes and resolutions on which he is eligible to vote. 

In summary, Mr Yates makes this recommendation because he believes that: 
the Proposal will destroy the special character of the NRMA Group; 
if the Proposal goes ahead, lnsurance will exist to maximise its profits rather than to 
serve its members and that as a consequence members will suffer through higher 
premiums, slower claims processing and more rejected claims; 
the Proposal will leave Association critically weakened because it will: 
- give up its practical control over and right to the assistance and co-operation of 

lnsurance in attaining its objectives and its full ownership of the NRMA Brands; 
and 

- split in two an organisation which is stronger as a single business entity; 
lnsurance and Association can be maintained as a strong, combined mutual 
organisation with all members to benefit now and in the longer term; 
premium rebates are extremely unlikely to be introduced in the future if the Proposal 
goes ahead; and 
the experts are divided. 

The Association'directors who do not desire to make a 
recommendation on the Proposal 
Mr R J Talbot 
Mr Talbot has made the following statement: ' 

I do not desire to make a recommendation for the following reasons. 

I received advice from my lawyers that the statement I intended to publish might 
lead to litigation against me personally. 

I therefore have decided not to drovide a statement of my reasons and 
recommendations in respect of the Proposal. 

As indicated above, Mr Talbot has not made a recommendation in relation to the 
Proposal. However on many occasions Mr Talbot has publicly voiced his opposition to the 
Proposal. During the Court hearing to convene the Scheme Meetings he was represented 
by counsel and opposed the Proposal. 
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3.2 Recommendations and views 
of lnsurance directors 
The Insurance Board recommends that Insurance Members vote for the Proposal. I 

The following is a brief summary of the recommendations of the lnsurance directors. 
The directors' recommendations are set out in full on page 69. 

Mr N R Whitlam, Mrs M C Callaghan, Mrs D G Collins, Mrs M Easson, 
Mr N D Hamilton and MS A J Keating 
The above directors each recommend that you vote in favour of the lnsurance Schemes 
(and interdependent resolutions) and intend to vote in favour of those Schemes and 
resolutions on which they are eligible to vote. 

In summary, the primary reasons for that recommendation are a belief that the Proposal: 
a recognises that the mutual structure is no longer appropriate for Insurance; 

creates potential for expansion of the lnsurance businesses and consequent 
diversification of risk; 
allows lnsurance Members to share in the wealth of lnsurance in a fair and 
reasonable way; 

a recognises the impact of the increasing number of non-member customers in 
Insurance; 
facilitates the ongoing business relationship with Association; and 
is superior to other options considered. 

Each of the directors referred to above also believes that the reasons to vote for the 
/ 

Proposal are more compelling than the reasons to vote against the Proposal. 

Mr E Dodd 
Mr Eric Dodd, the Chief Executive Officer of the NRMA Group and a director 
of Insurance, recommends that you vote in favour of the lnsurance Schemes 
(and interdependent resolutions) and intends to vote in favour of those Schemes and 
resolutions on which he is eligible to vote. 

In summary, Mr Dodd recommends the Proposal for the following reasons: 

a the listing of lnsurance and the issue of Shares is the best mechanism for lnsurance 
Members to access the wealth of the company without weakening its capital position; 
the Proposal will, through the Business Relationship Agreements, provide a 
continuing close relationship between Association and the lnsurance Group. This, 
together with the strengthened financial position of Association, will allow services to 
be improved and maintained, and enhance the NRMA's relationship with its Members 
and customers; 

a Association and lnsurance have'fundamenta~l~ different businesses. In order to reach 
their full potential, they require different boards and management teams, improved 
corporate governance arrangements and flexibility in funding of plans for growth; and 
the Proposal will focus management and staff on achieving the best possible results 
for Members as owners and customers. 

Mr Dodd also believes that the reasons to vote for the Proposal are more compelling than 
the reasons to vote against the Proposal. 

Related party benefits recommendation 
Each of the lnsurance directors also recommend that lnsurance  embers vote in favour 
of resolution 2 ('Approval of the Business Relationship Agreements under section 243R 
of the Corporations Law') to be considered at the Special General Meeting of Insurance. 
In summary, this recommendation is based on the inseparable part which the Business 
Relationship Agreements have in the Proposal as a whole. Note that only two lnsurance 
directors, Mr N D Hamilton and Mr E Dodd, will be eligible to vote on that resolution as 
the other directors are also Association directors. 

3.3 Profile of directors 

Mrs M C Callaghan, CMC, FAlCD Association Insurance 
Director Director 

Maree Callaghan, aged 53, was elected to the board of Association in 1991. She also 
serves on the boards of lnsurance and SGlO lnsurance Limited and is a member of the 
Remuneration Committee. Mrs Callaghan held the office of Mayor of Cessnock from 
1987 to 1995 and currently works for the NSW Cancer Council as a Community Liaison 
and Development Officer. She is also a member of the NSW Coal Compensation Board 
and is a Civil Marriage Celebrant. 

Dr J D Campbell: MB, BS, DTM&H, Association 
MHA, LLB, LLM,'FAIM, FAICD, FRACMA Director 

John Campbell, aged 59, was elected to the board of Association in 1997. He also serves 
on the board of NRMA Open Road Pty Limited and is a member of the Corporate 
Governance and Group Audit & Risk Management Committees and the Implementation 
and Due Diligence Committees for the Proposal. Dr Campbell has worked for many years 
in the public health sector, is a former Managing Director of Aus Health International 
and is a director of Mercy Family Life Centre and MA International as well as being a 
part-time member of the Administrative Appeals Tribunal. 

Mrs D G Collins, BA (Hons) . Association Insurance 
Director Director 

Dominique Collins, aged 43, was elected to the board of NRMA Limited in 1995 and is 
Deputy Chair of Insurance. She is also a member of the Remuneration Committee and 
is a former Deputy President of Association. Mrs Collins is an Executive Director of 
EC Strategies Pty Ltd, an electronic commerce consulting company. She is a former 
consumer representative and Chairman of the Management Committee, Royal .Hospital 
for Women, a former Director of AIDS Fundraising Management Limited, and a former 
Trustee of the Sydney Opera House Trust. 

Mr M A Coyne, BBUS Association 
Director 

Mark Coyne, aged 32, was elected to the Association Board in 1999. He also serves on 
the board of NRMA Life Limited and is a member of the Group Audit & Risk 
Management and Corporate Governance Committees. He has 12 years' experience in 
marketing in the financial industry. Mr Coyne is benefactor of the Children's Cancer 
lnstitute of Australia and Patron of National Kindness Week. He played rugby league for 
the St George Football Club (now the St George lllawarra Dragons) from 1988 to 1999, 
playing 222 First Grade games, 19 State of Origin games for Queensland and nine Test 
matches for Australia. Mr Coyne is currently a Director of Verve Business Management, 
a marketing consultancy company. 

Mr E Dodd, BEc, FCA, MAICD' , Insurance 
Director 

t 

Eric Dodd, aged 48, was appointed Chief Executive Officer of Association and..Managing 
Director of lnsurance on 25 June 1998, having previously held the position of Acting 
CEO. He joined the NRMA in December 1996 as Chief Financial Officer and General 
Manager of Corporate Services. He has previously held the positions of Group Finance 
Director at NatWest Markets and Executive Director at Legal & General. He has a broad 
range of experience in finance and banking where he was a General Manager at both the 
Bank of New Zealand and Australian Bank. He has a Bachelor of Economics, with 
Statistics and Accounting majors. He is a Fellow of The Institute of Chartered 
Accountants in Australia and is a Trustee of the Committee for Economic Development 
of Australia (CEDA) and a Member of the Australian lnstitute of Company Directors. 

Mrs M Easson, MAlCD Association Insurance 
Director Director 

Mary Easson, aged 44, was elected io the board of Association in 1997. She also serves 
on the boards of lnsurance and NRMA Building Society Limited. Mrs Easson is also a 
member of the NRMA Group Audit &k isk Management, Remuneration, Corporate 
Governance and Public Policy Review Committees and the Implementation and 
Due Diligence Committees for the Proposal. A former member of Federal Parliament, 
Mrs Easson is the Managing Director of Probity International and serves on the board of 
Opportunity International. 

Mr B T Gavin Association 
Director 

Elected to the board of Assoclation in 1997, Tim Gavin, aged 36, also serves on the 
Public Policy Review Committee. He was a member of the qustralian Wallabies Rugby 
Un~on Team from 1988 to 1996 and of the NSW Waratahs Rugby Union Team from 
1988 to 1997. Mr Gavin 1s the Managing Director of Ramsay Agribusiness and a former 
board member of the NSW Rugby Union. 

Mr S J Geeson, AMIAME Association 
Director 

Stewart Geeson, aged 46, is the principal of a company which owns and operates the 
Kurri Kurri NRMA Country Service Centre. He is a former President of the Association 
of Country Service Centres. He was elected to the Association Board in 1995, is Deputy 
Chairman of NRMA Life Limited and serves on the board of SGlO lnsurance Limited. 
He is also Chairman of the Life Audit and Life Compliance Committees. 

Mr N D Hamilton, LLB lnsurance 
Director 

Neil Hamilton, aged 47, was appointed to the lnsurance Board in 1999 and is a member 
of the Remuneration Committee. Mr'Hamilton is also Deputy Chairman of SGlO 
lnsurance Limited. Mr Hamilton is a director of Westcorp Holdings Limited, managing 
director of Chieftain Securities Limited, Chairman of D'Orsogna Limited, Chairman of 
Oretest Pty Limited, Chairman of the Australian Football League Players Association 
Advisory Board, Chairman of Integrated Workforce Limited. Mr Hamilton is a former 
Chief Executive of Pacific Mutual Australia Limited, former Chairman of Challenge Bank' 
Limited and former director of Manufacturers Mutual lnsurance Limited. 

I 
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MS A J Keating Association lnsurance 
Director Director 

Anne Keating, aged 46, was elected to the Association Board in 1995 and also serves 
on the board of Insurance. She is also a member of the Remuneration Committee and 
a member of the Implementation and Due Diligence Committees for the Proposal. 
MS Keating is a former Deputy President of Association. She is the General Manager, 
Australia for United Airlines and is a board member of Singleton Group Limited, 
Macquarie Leisure Property Trust, EASY FM CHINA and Ausflag. MS Keating is an 
inaugural board member of The Victor Chang Cardiac Research Institute and is a 
Governor of the American Chamber of Commerce. 

Mr G F Lawson, OAM BOptom Association 
Director 

Geoff Lawson, aged 42, was elected to the Association Board in 1990. He is a columnist 
for The Sun Herald and a commentator for ABC Radio. Mr Lawson is a member of the 
Australian Advertising Standards board, Cha~rman of the UNSW Optometry Appeal 
Committee, a member of the board of the Sydney Cricket Ground and Sports Ground 
Trust and a Vice President of the UNSW Sports Association. 

The Hon S M Ryan, AO, BA, MA, FAlCD Association 
Director 

Susan Ryan, aged 57, was elected to the Association Board in 1997. In 1999, MS Ryan 
was elected Deputy President of Association. She also serves on the Corporate 
Governance Committee, the Remuneration Committee and the board of SGlO Insurance' 
Limited. She is a member of the Implementation and Due Diligence Committees for the 
Proposal. MS Ryan is a former Executive Director of the Association of Superannuation 
Funds of Australia. From 1975 to 1988, she was Senator representing the ACT and from 
1983 to 1988 held various senior Cabinet posts in the Hawke Government. She was 
awarded the Order of Australia in 1990 for services to the Australian Parliament. She is 

' 

Pro Chancellor of The University of New South Wales, and holds Honorary degrees from 
Canberra and Macquarie Universities. She is an Honorary Professional Fellow of 
Macquarie University's Graduate School of Management. 

Mr A R Sanchez, BEc, MEC Association 
Director 

Alex ~anchez, aged 35, was elected to the Association Board in 1999. He also serves on 
the board of NRMA Life Limited and is a member of the Group Audit & Risk 
Management and Public Policy Review Committees. Mr Sanchez is a director of the 
NSW Waste Service and South Western Sydney Area Health Service, a member of the 
University of Western Sydney Macarthur's Governing Council and the Chairman of the 
NSW Public Transport Advisory Council. Mr Sanchez is a former councillor (and Deputy 
Mayor) of Liverpool City and is a former Chairman of the Western Sydney Regional 
Organisation of Council. 

Mr T P Shaw, MAlCD Association 
Director 

l m  Shaw, aged 38, was elected to the Association Board in 1999. He serves on the 
board of NRMA Life Limited and is a member of the Group Audit & Risk Management 
Committee. He is an auto electrician by trade. He has 17 years' experience as a sales 
and marketing director and then as.a general manager in sales and marketing in the 
telecommunications and electronics industries both in Australia and internationally. 
He is managing director of Best Direct, a communications and marketing consultancy. 
Mr Shaw is an author, public speaker, television presenter and radio broadcaster on 
Sydney Radio 2GB. He is involved in major fundraising activities with The Victor Chang 
Cardiac Research Institute,-Autism Association of NSW, St Vincent's Hospital,-The Exodus 
Foundation and The Variety Club of Australia Children's Charity. Mr Shaw has been an 
Australia Day Council Ambassador since 1995 and a member of the NRMA since 1988. 

MS F J Singleton, BA, MAICD, MPRlA Association 
Director 

Mr R J Talbot Association 
Director 

Richard Talbot, aged 46, was elected to the Association Board in 1990. He also serves 
on the boards of NRMA Life Limited and is a member of the Life Audit, Public Policy 
Review and Life Compliance Committees. Mr Talbot was a director of lnsurance from 
1996 to 1999. Mr Talbot also served on the Two Mutuals Committee. Mr Talbot is a 
Roads and Engineering Surveyor and President, Motorists Action Group (MAGI 
Incorporated. 

Mr N R Whitlam, AB, MSc, Hon DUniv Association Insurance 
Director . Director 

Nicholas Whitlam, elected to the Association Board in 1995, is President of Association 
and Chairman of Insurance, NRMA Building Society Limited, SGlO lnsurance Limited 
and lnsurance Manufacturers of Australia Pty Limited. He is chairman of the 
Corporate Governance, Public Policy Review and Remuneration Committees and the 
Implementation and Due Diligence Committees for the Proposal. He is also a member of 
the Group Audit & Risk Management Committee. Aged 54, Mr Whitlam is a banker and 
company director, Chairman of Whitlam & CO, Chairman of LibertyOne Limited and an 
Adviser to Deutsche Bank AG. 

Mr I F Yates, BA (Accounting), FCPA, FAlCD Association 
Director 

lan Yates, aged 48, was elected to the Association Board in 1997. He has previously 
served on the boards of Insurance, NRMA Life Limited, NRMA Finance Limited and 
NRMA Investment Management Pty Limited and was a member of the Remuneration, 
Two Mutuals and Group Audit & Risk Management Committees. Mr Yates is the 
Chairman and Chief Executive of Yates Security Limited, a company having its genesis 
in 1900. Mr Yates is currently on leave of absence from the Association Board due to 
ill health. 

3.4 Resolution to remove President 
In September 1999, Association received notice of a resolution proposed to be moved at 
the next general meeting of Association. The resolution proposed was 'That Mr Nicholas 
Whitlam be removed as a director of NRMA Limited'. 

The reason given for the members' resolution was that the Association Board, chaired by 
Mr Whitlam, had proposed a resolution to be put at the 1999 annual general meeting of 
Association to remove Mr I F Yates as a director of Association, that this action was 
unwarranted and that members should be given the option at that meeting of considering 
the removal of Mr Whitlam. The resolution to remove Mr Yates as a director was not put 
to the 1999 annual general meeting. However, Association is still required under the 
Corporations Law to put the resolution to remove Mr Whitlam to its next general meeting. 

Accordingly, a special general meeting of Association will be convened for a date before 
19 April 2000. Notice of the special general meeting and accompanying information will 
be sent to all Association members. 

The results of the meeting will be published in major Australian newspapers. If the 
resolution is passed, Mr Whitlam will cease to be a director of Association but not of 
Insurance. If Mr Wh~tlam is removed, the Association directors do not currently intend to 
fill the casual vacancy on the Association Board but one of their number will be elected 
to the office of President at thefirst board meeting following the special general meeting. 
Members should note that under the constitution of Association the Association Board 
has power to fill a casual vacancy d the Assoclation directors resolve that there 
are exceptional c~rcumstances and that it is in the best interests of Association that the 
casual vacancy be filled. 

The outcome of the resolution has no bearing on the Proposal. All members of the 
Association Board have indicated their opposition to the resolution. 

Jane Singleton, aged 53, was elected to the Association Board in 1990. MS Singleton 
served as Deputy President of Association from 1998 to 1999 and was a director of 
lnsurance from 1992 to 1999. She is also a member of the Public Policy Review 
Committee. MS Singleton is the managing director of Jane Singleton Pty Limited, a public 
affairs consultancy company. She has served as chair of the Australian Consumers 
Council, Federal President of the Media Entertainment and Arts Alliance and 
as a director of the State Library of NSW Foundation. MS Singleton is the current chair of 
the Christian Children's Fund and is Patron of the National Association for the Prevention 
of Child Abuse and Neglect. 
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easons. I 

4.1 Why vote for or against the Proposal? 
The Proposal has a number of features that Members might consider to be advantages 
or disadvantages and raises other considerat~ons which Members should carefully 
consider before deciding how to vote. 

It is important to note that in developing and deciding whether or not to put the Proposal 
to Members, the Boards of both Association and lnsurance took account of these 
advantages, disadvantages and considerations. 

These advantages, disadvantages and other considerations of the Proposal are set out 
below under the reasons why Members may decide to vote either for or against the 
Proposal. Some apply only to Association Members or lnsurance Members (or-particular 
Members of those companies). Members may have other considerations which they think 
are important in deciding how to vote. 

The Proposal has'been designed so that important features of the current structure or 
operation of the NRMA Group will not change if the Proposal goes ahead. A number of . 

these features appear as reasons why Members may wish to vote for the Proposal in this 
Section 4. 

4.2 Reasons why Members may decide to vote 
for the Proposal 

Association iemains a mutual. The N R M M  road and related motoring services 
(including its community service advocacy functions) have a unique heritage and 
membership base in New South Wales and the Australian Capital Territory. The 
Proposal recognises this by retaining these operations under.Association's current 
mutual structure. This will preserve Association's objective to provide services for the 
benefit of Association Members. This is a feature of the current structure of the 
NRMA Group which will not change as a consequence of the Proposal. 

0 There is no change to the existing membership rights of Association Members. 
Association Members will keep their existing membership rights (provided 
membership fees are paid as they fall due), including the right to access road and 
related motoring services and vote at meetings and on the election of Association 
directors. This is a feature of the current structure of the NRMA Group which will not 
change as a consequence of the Proposal. 

Shares are allocated to Members, allowing them to access the wealth of the lnsurance 
Group. Under the current dual mutual structure, Members (including Association) 
cannot sell their membership rights in lnsurance and can only transfer their 
Association membership with the approval of the Association Board. As a result, 
Members cannot directly access the wealth which has been accumulated by 
Insurance. In addition, membership rights in lnsurance exist only for as long as . 
a person remains an lnsurance Member, which, generally speaking, requires both 
Association membership and an eligible policy to be maintained and renewed 
(see pages 47 to-48). 
Under the Proposal, Members will have a valuable asset in the form of Shares which, 
once NlGL is I~sted, can be kept or sold at any time. The allocation and subsequent 
sale of Shares has no impact on the capital base'of the lnsurance Group (except for 
the impact of transaction costs). Rights attaching to Shares will continue for as long 
as those Shares are held and NlGL continues to exist and be financially viable. 

PricewaterhouseCoopers has stated that 'It is our opinion that the issue of shares in 
NlGL to Association, Association Members and lnsurance Members is an appropriate 
means of conveying the value of the interests relinquished to the recipients' 
(see page 121). 
Under the Proposal, Members (other than Association) will be allocated Shares with 
an estimated value of $3,428 million to $3,956 million based on the estimate of the 
market price of a share prepared by Ernst & Young Corporate Finance (see page 10 
for the basis of this estimate). 

Members as a whole are able to access more value than is available through insurance 
premium rebates. The Proposal allows Members to access more value (in the form of 
Shares) than could be released under the current dual mutual structure through 
insurance premium rebates. 

In addition, Association and Association Only Members would not materially benefit 
from the payment of insurance premium rebates as they would only bepayable to 
either all lnsurance Members or all lnsurance policyholders. See pages 26 to 27 for 
further details. 

. Association will be in a strong financial position after the Proposal is implemented. 
Under the Proposal, Association will receive an allocation of 10% of the Shares in 
NlGL with an estimated value of $381 million to $440 million based on the estimate 
prepared by Ernst & Young Corporate Finance (see pages 89 to 95 for the basis of 
this valuation). This will enable the Association Board and management to conduct 
Association's business with a strong financial position, even after allowing for the 
financial impact of the Business Relationship Agreements. Association currently 
cannot directly access the value of lnsurance except in the event of a winding-up. 

PricewaterhouseCoopers has analysed the effect of the Proposal on Association's 
capital adequacy and has concluded that the ongoing financial viability of Association 
will be higher if the Proposal is adopted than it would be if the Proposal is not 
adopted. See pages 124 to 125 for a discussion of PricewaterhouseCoopers' 
methodology and-conclusions. 

Deloitte Corporate Finance examined the sufficiency of Association's qapital injection 
and concluded that the Share Allocation to Association is sufficient to enable it to 
carry out its stated objectives for th: foreseeable future (see page 62). 

Ernst & Young Corporate Finance is of the opinion that following implementation of 
the Proposal, Association will be in? strong financial position (see page 87). G 

Road service membership fees will not increase as a consequence of the Proposal. 
The Association Board has resolved that Association membership fees will be 
maintained without increase until 30  June 2001 (other than for the effect of GST). 
Thereafter, it is expected that membership fees will be increased using the Consumer 
Price Index as a guide. 

. 1  
Existing road service benefits can be maintained. The Proposal is designed to allow 
current road and related motoring services and service levels to be maintained, if not 
improved. This will be due primarily to the strong financial position of Association if 
the Proposal goes ah'ead. 

The existing capital strength of lnsurance is maintained because the allocation of 
Shares to Members will not materially reduce the lnsurance Group's capital base. 
Under the Proposal the capital base of lnsurance will largely be retained, other than 
for the transaction costs of an estimated $46 million incurred in the process of listing 
of the Shares (see page 146). Even though Members will receive Shares, this will not 
materially reduce the capital of Insurance. This is because when NlGL issues Shares, 
it is not distributing any of its assets to Shareholders. 

lnsurance premium rates will not increase as a consequence of the Proposal. 
lnsurance currently charges premlum rates on a commerc~al bass, hav~ng regard to 
a number of factors, ~ncludlng the appropr~ate rat~ng of d~fferent rlsks and the des~red 
return on cap~tal as determined by the lnsurance Board lnsurance IS comm~tted 
to ma~n ta~n~ng  ~ t s  current approach to sett~ng premlum rates, lrrespectlve of whether 
or not the Proposal goes ahead. However, a number of market and other Industry 
factors unrelated to the Proposal, such as GST, may lead to premlum rate Increases 
In the future. See also pages 26 to27  for a d~scussion on rebates 

Claims management principles wiil'not change as a consequence of the Proposal. 
The success of lnsurance can be partly attributed to its claims management 
principles. The current approach to claims management will not change as a 
consequence of the Proposal. All claims (excluding CTP and third party liability 
personal injury claims) in New South Wales, Victoria and the Australian Capital 
Territory will be managed by IMA. Claims in other places will continue to be managed 
by lnsurance (or its subsidiaries). It is expected that this will not involve a change to 
Insurance's claims management principles. See page 3 0  for details of Insurance's 
claims management orincioles. : - 
The rights of lnsurance Members as policyholders (including policy features and 
benefits) will not change. The Proposal makes no change to the r~ghts of lnsurance 
Members In the~r capac~ty as pol~cyholders Exlstlng pollcy features and beneflts w~ l l  
not change as a result of the Proposal Th~s IS a feature of the Proposal that ma~nta~ns 
one of the existing r~ghts of lnsurance Members in the~r capaclty as pol~cyholders. 

lnsurance has recently entered into an alliance with RACV, the major road service 
association in Victoria, through a joint venture company - IMA (see page 146). 
As part of that alliance, personal.lines insurance policies to be sold by lnsurance 
in New South Wales and the Australian Capital Territory, and distributed by RACV 
in Victoria, will, in all likelihood, be standardised at some time in the future. 
Any changes to policy features and benefits resulting from that standardisation 
have not yet been determined. However, it is not expected that policyholders will 
be disadvantaged in an overall sense by that standardisation. This change will take 
place regardless of whether the Proposal goes ahead. 

Policyholders' security and reasonable expectations will be adequately protected. 
The Boards belleve that pol~cyholder security w~l l  cont~nue to be adequately protected 
~f the Proposal goes ahead. Th~s 1s a feature of the Proposal that mainta~ns one of the 
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existing rights of lnsurance Members in their capacity as policyholders. 
PricewaterhouseCoopers has concluded that 'In our view, Policyholders' security and 
reasonable expectations will not be prejudiced and will be adequately protected if the 
Proposal is approved and implemented' (see page 121). 

Ernst & Young Corporate Finance had regard to the likely impact on the financial 
position and operations of lnsurance including the security of future benefits and 
services to policyholders in arriving at its opinion on whether the Proposal is in the 
best interest of lnsurance Members (see page 71). 
A close relationship between Association and the lnsurance Group will be maintained 
during the term of the Business Relationship Agreements. The Proposal maintains a 
close relationship between Association and lnsurance during the currency of the 
Business Relationship Agreements. The business success of lnsurance is partly 
attributable to the reputation generated by the road service and advocacy functions 
performed by Association, which, in turn, have been supported by lnsurance both 
financially and operationally. 

Under the Proposal, the relationship between Association and the lnsurance Group will 
be governed by a series of contracts in a range of key areas. The Business Relationship 
Agreements deal with continued use of the NRMA Brands by both Association and 
the lnsurance Group and cross-access to membership and customer lists to assist 
in marketing efforts. In many respects, the Business Relationship Agreements will 
formalise the existing arrangements for distribution and support functions provided by 
lnsurance to the Association Group. The agreements will also put in place mechanisms 
to enable the cost of distribution and support services to be appropriately distributed 
between Association and the lnsurance Group. The pricing of services provided 
between the organisations is more transparent than under existing arrangements and 
more consistent with usual commercial practices between arm's length businesses. 

A strategy has been formulated in developing the Proposal and the Business 
Relationship Agreements, which is intended to reduce risks relating to the separation 
of Association and lnsurance (see Section 5.5 on pages 31  to 33). 
The close relationship between Association, the lnsurance Group and their members and 
customers will be maintained. The Business Relationship Agreements to be entered 
into by Association, lnsurance and NlGL will allow the synergy benefits flowing from the 
co-ordinated marketing and delivery of motoring, insurance and financial services to 
continue. Products and services from both Association and the lnsurance Group will 
continue to be distributed in much the same way as they are today. 
The Proposal provides an opportunity for Members to realise value from membership 
rights (including Association's special rights as a member of lnsurance) and from 
certain NRMA Trade Marks. lnsurance Members (including Association Only Members 
who become lnsurance Members as a result of the Proposgl) will give up their 
membership rights in lnsurance in exchange for Shares. Association will also give up 
its special r~ghts as a member of lnsurance and will assign or license certain NRMA 
Trade Marks to the lnsurance Group. While lnsurance has used most of these trade 
marks as patiof its business operations for a significant time, these trade marks are 
owned by Association. Under the Proposal, Association will receive Shares and regard 
has been had to membership of Association (if applicable) in determining the number 
of Shares to which Members are entitled. 

PricewaterhouseCoopers considers that the Share Allocation Rules provide a fair 
and reasonable basis for allocating Shares to Members (including Association) 
(see page 121 ). 

Deloitte Corporate Finance has concluded that in the overall context of the Proposal, 
the Share Allocation Rules are fair and reasonable and the Shares allocated to 
Association Members are a fair exchange for the rights Association Members give up 
(see page 62). 
Ernst & Young Corporate Finance is in agreement with the opinion of 
PricewaterhouseCoopers, as consulting actuary, subject to the limitations set out in 
Sections 6.3.4 and 7.3.3 of Ernst & Young Corporate Finance's report (see pages 81  
to 82 and 87). 
lnsurance Members obtain ownership righk as Shareholders which are more clearly 

' 

defined than the rights of lnsurance Members under the lnsurance constitution. 
lnsurance Members have certain membership rights under the constitution of 
lnsurance (see Section 7.3 on pages 38 to 39). However, lnsurance Members cannot 
vote on the election of lnsurance directors, nor do they have the power to confer on 
themselves any direct financial benefit by way of dividends or return of capital on 
winding-up of Insurance. 
Under the Proposal, Members will become Shareholders in NIGL. As Shareholders, 
they will have voting rights (based on one vote per Share on a poll) and the ability 
to access direct financial benefits from the conduct of NlGCs businesses by way of 
dividends, other capital distributions or growth in the value of their Shares. 
lnsurance Members' interests as policyholders and owners are separated. l nsurance 
Members will be able to keep their Shares regardless of whether they continue to 
hold an eligible insurance policy. Currently, lnsurance Members only keep their . 
membership rights for as long as they continue to renew their Association 
membership and remain policyholders. In addition, lnsurance Members cannot sell 
their membership rights. 
The lnsurance Group will have an enhanced ability to raise equity capital to fund its 
growth. Although lnsurance has sufficient capital to meet its current needs, it could, 
in the future, require significant additional capital to fund strategic initiatives and 
growth. While lnsurance remains a mutual company, its options for raising capital are 

. more limited. For example, while lnsurance has the ability to raise debt and some 

forms of quasi-equity, it cannot raise share capital. As a listed public company, NlGL 
will gain broader access to the equity markets. This will assist the execution of the 
lnsurance Group's business strategies (see page 30). 

PricewaterhouseCoopers concluded that: 'As a result of the Proposal, the lnsurance 
Group via NlGL would have greater access to external capital through the Australian 
Stock Exchange which would improve its future financial flexibility' (see page 121). 

Ernst & Young Corporate Finance concluded that under the Proposal, lnsurance will 
have greater flexibility to raise capital which may be required to fund future expansion 
of the business by accessing external equity (see page 80). 
A belief that board and manaeement accountabilitv and focus will increase. After the 
demutualisation of lnsuranceand listing, shareholders will have a direct financial interest 
in the ~erformance of NlGL and the level of dividends and the Share orice. Memben 
may belleve that thls, together wlth greater market scrutiny, w~ll lead to increased board 
and management accountablllty and focus for the lnsurance Group Memben may also 
belleve that Assoc~at~on w~ll be better able to focus on provision of mutual benefits 

Ernst & Young Corporate Finance notes that the Proposal will assist in improving the 
governance and control of both Association and lnsurance (see pages 80 and 86). 
The lnsurance Group and Association will have separate boards and senior management 
teams. Under the Proposal, subject to the Business Relationship Agreements, many 
of the current ties between Association and the lnsurance Group will no longer exist. 
This will enable the boards and management of Association and NlGL to focus on the 
core businesses of their respective groups, reducing the potential for conflict between 
the interests of Association and the lnsurance Group (however, see page 33 in 
relation to the proposed composition of the NlGL Board). NlGL will also adopt 
corporate governance practices consistent with those of a publicly listed company. 
This is expected to lead to better corporate governance. 
There is potential for an unsolicited restructure proposal for lnsurance which may 
release less value for Members than the Proposal. While the dual mutual structure is 
a significant barrier, there is the potential that lnsurance Members may accept an 
unsolicited restructure proposal in a manner which could release less value to , 

Members than the Proposal. This potential has been increased because of the 
significant public debate about the Proposal, the release of this document to the 
Members and because Members have a restricted ability under the current dual 
mutual structure to access the wealth of Insurance. If arrangements between 
Association and the lnsurance Group remain undocumented or inadequately 
specified, the acceptance by members of an unsolicited restructure proposal could 
lead to substantial problems and disputes over the NRMA Brands and other shared 
assets and services. The Business Relationship Agreements seek to remedy this 
problem. If the Proposal does not go ahead, it is likely that other formal arrangements 
will be put in place between Association and the lnsurance Group. 

4.3 Reasons why Members may decide to vote 
against the Proposal 

lnsurance does not remain as a mutual. A mhual is an enterprise owned by its 
members, providing a variety of services to the members for their benefit. Under the 
Proposal, only Association will continue to be a mutual company. The current dual 
mutual structure of the NRMA Group will cease. The NRMA Group's history as two 
mutual companies dates back to the 1920s, although lnsurance was originally 
incorporated as a subsidiary of Association. A mutual structure has a number 
of advantages including the flexibility to focus on the interests of members and 
generosity to the community without a requirement to maximise profit for distribution 
to members. Members may believe these advantages are significant and outweigh the 
disadvantages of Insurance's current mutual structure (and the dual mutual structure 
of the NRMA Group). See page 17 for a discussion on mutual organisations today. 
In addition, a change to the dual mutual structure may cause a change in an 
individual's perception of the NRMA Group. Some people may currently choose to 
do business with lnsurance because it is a mutual with a particular public and 
community image. If it ceases to be a mutual, those people may withdraw their 
business from Insurance. The new relationship between Association and a 
demutualised lnsurance may diminish Insurance's standing within the community 
which has been built on the work and reputation of Association over many years. 
A belief that lnsurance should not be demutualised because it is contrary to the 
founding objectives under which lnsurance was established. Even though the proposed 
demutualisation of lnsurance contemplated by the Proposal can be implemented 
under the Corporations Law, some Members may believe that the demutualisation of 
lnsurance should not occur as it is contrary to the objectives under which lnsurance 
was established. For example, some Members may believe that lnsurance should 
pursue the objectives of acting for the benefit of its Members, employees and the 
wider community and that the goal of maximising profit for shareholders is contrary 
to these objectives. 
The NRMA Group has performed well under its current structure. The N RMA Group 
and, in particular, its insurance arm, has continued to improve its operating and 
financial results in recent years. In addition, it has achieved significant diversification 
through its insurance activities in Victoria and Queensland, its acquisitions of MLC 
Building Society and SGIO, and the RACV alliance (see page 30). All of these 
achievements have occurred under the current dual mutual structure. 
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A disagreement with the way in which the Shares are proposed to be allocated to 
Members. Members may believe that the Share Allocation Rules do not provide a fair 
andlor reasonable basis for allocating Shares either in general or in their own situation. 
For example, Association Members may believe that they should receive a larger 
allocation of the Shares because Association has practical control over the 
management of Insurance's business or because Association and its Members are not 
adequately treated under the Proposal, given that Association is giving up its special 
rights as a member of lnsurance and assigning or licensing certain NRMA Trade Marks 
to the lnsurance Group. lnsurance Members may believe that they should receive a 
larger allocation of Shares because the wealth of lnsurance has been contributed by 
lnsurance policyholders and the substantial wealth of the NRMA Group has been 
generated by Insurance. Alternatively, Members may believe that policies issued by 
subsidiaries of lnsurance (such as NRMA Life Limited and SGIO) should count under 
the Share Allocation Rules. 

In addition, Members may believe that non-member customers should be given an allocation 
of Shares or that other factors should be taken into account in the Share Allocation Rules. 
For example, those joint Association Members who consolidated their previously separate 
memberships may consider that they are entitled to a larger Share allocation. 

Association will give up its special rights as a member of Insurance. Under the 
Proposal, Association will give up its special rights as a member of Insurance. These 
rights include its practical control over the management of Insurance's business 
(through, among other things, the Association Board's power to appoint and remove 
lnsurance directors) and its right to any surplus assets on a winding-up of Insurance. 

lnsurance Members will give up their membership rights in Insurance. lnsurance 
Members (including Association) will give up their membership rights in lnsurance 
in exchange for Shares. A summary of those rights appears in Section 7.3 on 
pages 38 to 39. 

lnsurance will have no future constitutional obligation to assist and co-operate with 
Association in the attainment and promotion of Association's objects. Under the current 
lnsurance constitution, lnsurance is obliged to assist and co-operate with Association 
in the attainment and promotion of Association's objects. Under the Proposal, this 
requirement is removed from the lnsurance constitution. In future, lnsurance will only 
be obliged to assist Association as required under the Business Relationship 
Agreements (see pages 31 to 33 and 139 to 145). 

There are further implementation costs, including listing on the Australian Stock 
Exchange and the ongoing costs of maintaining a share register. Implementing the 
Proposal will involve costs additional to the $62 million which is the estimated cost 
of presenting this Proposal to Members. These additional costs are estimated to be 
$46 million and are in line with disclosed expenses in recent comparable Australian 
demutualisation listings. See page 146 for further details. There will also be ongoing 
costs consistent with maintaining a listing in Australia. These are estimated to be 
approximately $6.5 million per annum. These costs will be paid by NlGL and will, 
therefore, affect its value. 

There is no guarantee of when NIGL will be listed, if atall, or how much the Shares will 
be woflh. Although NlGL intends to list in the second half of 2000, there can be 
no guirantee when NlGL will be listed, if at all, or how much the Shares will be worth 
after listing. This may be higher or lower than the Ernst & Young Corporate Finance 
'estimate of the market price of a Share, on the basis that the Proposal had been 
implemented and the Shares traded on the Australian Stock Exchange on 
14 February 2000. The basis and limitations of that estimate are discussed on 
pages 91  to 94. 

Before the Listing Date, Members will'not be able to sell their Shares (or dispose of 
any interest in them) except in very limited circumstances (see page 138). The NlGL 
Board intends that no dividends will be paid by NlGL before the Listing Date 
(see page 41). 

If NlGL does not list on the Australian Stock Exchange within two years after the 
Demutualisation Resolution Date, Members may lose special tax treatment in relation 
to the lnsurance Demutualisation. However, the Federal Commissioner of Taxation has 
the power to extend that two year period (see page 42). If NlGL is not listed during 
the 21 months following the Demutualisation Resolution Date, the NlGL Board is 
obliged to put forward a proposal to Shareholders (see page 139). - . 

NIGL, as a shareholder-owned company, will have an increased exposure to takeover. 
If NlGL lists, there is the possibility of a takeover as a shareholder-owned company. 
There are rules under Australian corporate law governing the way-in which widely-held 
listed companies may be acquired. Although there are transitional shareholding 
limitations which will apply under the constitution of NlGL for a period of five years 
from the Listing Date, it is possible during that period for the shareholding limitation in 
the constitution to be waived by special resolution of the Shareholders (see page 138). 

A belief that it is unfair to distribute the wealth accumulated over time in Insurance to 
current Members only. Members may be concerned that the Proposal unfairly benefits 
current Members by allocating Shares to them when the wealth of the NRMA Group has 
been built up by several generations of former members. However, legal constraints 
(including taxation) mean that it is not practical to issue Shares to former members. 

The business relationship between Association and the lnsurance Group will involve the 
assignment or licensing of certain NRMA Trade Marks to lnsurance and involves some 
risks relating to those NRMA Trade Marks. Under the Proposal, Association assigns the 
lnsurance and Financial Services Trade Marks to the lnsurance Group. These trade 
marks have been used by lnsurance as part of its business operations, but are legally 
owned by Association. Association will also grant the lnsurance Group a licence 

to use those NRMA Trade Marks that both Association and lnsurance Group intend 
to use concurrently. PricewaterhouseCoopers has concluded that the lnsurance and 
Financial Services Trade Marks would be valued at not more than $30 million to 
$40 million (see page 136). This valuation is limited to those trade marks. It is not a 
valuation of all the NRMA Trade Marks. There are a number of risks relating to the 
concurrent use of the NRMA Brands as proposed under the Business Relationship 
Agreements. However, a strategy has been developed which is intended to reduce 
these risks (see pages 32 to 33). , 

The business relationship between Association and the lnsurance Group may be more 
complex, involve some risks in addition to risks relating to the trade marks and may be 
terminated in limited circumstances by either Association or the lnsurance Group. 
It is possible that implementing the-Business Relationship Agreements may result in 
increased operating complexity, which, in turn, may reduce operational efficiency and 
interaction between Association and Insurance. It may take some time to determine 
whether the Business Relationship Agreements provide a suitable framework for the 
ongoing relationship between Association and lnsurance in the long term. There are 
costs and risks connected with entry into the Business Relationship Agreements 
and ongoing costs and risks in relation to their.practical operation and they may be ' 

terminated in limited circumstanceS (see pages 32 to 33). In addition, the new 
relationship may in future detract from the ability of Association to 'deliver' customers 
to Insurance. 

0 The business relationship between ~ssociation and the lnsurance Group will be on a 
more commercial basis-and Association will pay more for services provided by 
lnsurance than under current arrangements. The Business Relationship Agreements 
put in place mechanisms which will make services provided between the 
organisations more transparent and more consistent with usual commercial practices 
between arm's length businesses. As a result, Association will pay more for services 
provided by the lnsurance Group than under current arrangements. 

The future business scope of Association and, to a lesser extent, the lnsurance Group 
will be limited by the Business Relationship Agreements. The Business Relations hip 
Agreements will limit the future business scope of Association and the lnsurance 
Group in order to prevent duplication and overlap of products and services 
(see pages 31 to 32). An important example is that under the Business Relationship 
Agreements, Association agrees that it will not conduct insurance and financial 
services. As a result, Association Members will not have the opportunity to take out 
insurance with a mutual organisation controlled by Association during the term of 
the Business Relationship Agreements. 
Depending on a Member's personal.circumstances, there may be some tax, pension or 
allowance consequences of receiving Shares. For example: 
- receiving dividend payments may cause Members to pay more tax, and tax is likely 

to be payable on any gain you make on disposal of Shares (see pages 42 to 43); 
- receiving Shares may reduce your pension or allowances (or those of your 

dependants) because you have greater income and assets. The Australian Council 
of Social Service (ACOSS) analysed the likely effect of the proposed 
demutualisation of lnsurance and resulting allocation of Shares on those Members 
in receipt of pensions or allowances. Its report was based on certain assumptions 
(see page 43):The report's key findings were that: 

about 240,000 Members (or 23% of the estimated number of Members in 
receipt of pensions or allowances) will experience a reduction of $1 to $2 per 
fortnight to their payment; and 
approximately 1,200 Members (or 0.12% of the estimated number of 

. Members in receipt of pensions or allowances) will lose their entitlements, 
including their entitlement to the Pensioner Concession Card. The Members 
affected are those who are in receipt of a reduced rate of pension or 
allowance. 

Members who believe the ~ ro~osa ' l  may affect their pension or allowanceentitlement 
or require more information on these consequences can contact the Pensions and 
Retirement lnformation Hotline on' 1300 138 837 for further information. Further 
information about these consequences of the Proposal is set out on page 43. 
Another restructuring option may be preferred to the Proposal. Members may believe 
that another restructuring option, whether or not that option was considered by the 
Boards (see pages26 to 271, is better than the Proposal. For example, if the Proposal 
goes ahead it is extremely unlikely'that premium rebates would be introduced in the 
future because any profits available for distribution would be likely to be paid by way 
of dividend to Shareholders in NIGL. 

4.4 Other considerations for Association Only 
Members and Insurance Only Members 
Most Members are Dual Members, that IS members of both Assoclat~on and lnsurance 
However, there are a number of Assoc~at~on Only Members and a smaller number of 
lnsurance Only Members The Boards do not belleve that the cons~deratlons for 
Assoclatlon Only Members and lnsurance Only Members dlffer In any materlal respect 
from the conslderatlons of other Assoclatlon Members or lnsurance Members 
respectively except as set out below 
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Association Only Members 
Under the Share Allocation Rules, Association Only Members will, generally speaking, 
receive a lesser allocation of Shares than Dual Members. This is because membership of 
lnsurance confers an allocation additional to the allocation the Member receives on the 
basis of their Association membership (see pages 43 to 47). 

If the Schemes of Arrangement are approved, Association Only Members on becoming 
lnsurance Members under the Proposal (in common with all other lnsurance Members) 
may be liable during the time they are members or within one year afterwards to contribute 
$1.00 to the assets of lnsurance in the event lnsurance is wound up. It is not expected 
that those Association Only Members who become lnsurance Members will be members of 
lnsurance for more than a few months. In any event that membership ceases on the issue 
of Shares pursuant to the Proposal or on its earlier termination (see Step 3 on page 35). 

Deloitte Corporate Finance has concluded that Association Members as a whole will be 
better off under the Proposal than with other alternatives (see page 59). 

Insurance Only Members 
Under the Share Allocation Rules, lnsurance Only Members (other than Association) will, 
generally speaking, receive a lesser allocation of Shares than Dual Members. This is 
because lnsurance Only Members will not receive an allocation of Shares on the basis of 
Association membership, unless they are part of a joint Association membership. 

In addition, lnsurance Only Members may believe that allocation of Shares to Association 
Only Members is unfair or unreasonable and that Association Only Members should not 
become lnsurance Members under the Proposal (see page 25). 

Association itself is an lnsurance Only Member, but has a number of special rights as 
a member of lnsurance (see pages 39 and 50) which other lnsurance Members do not 
share. Association will give up those rights if the Proposal goes ahead and will receive 
Shares (see page 50). 

lnsurance Only Members fall primarily into four categories: 

Association; 
Royal Automobile Club of Australia ('RACK) members and certain NRMA employees 
(who are not Association Members); 
former Association members; and 
those lnsurance Members who have an Association membership in joint names. 

All lnsurance Only Members, other than Association, must hold eligible policies to be 
Members (see pages 47 to 48). 

Where a person is an lnsurance Only Member because they are a former Association 
member (that is, they were an Association member when they took out the policy which 
made them an lnsurance member but they subsequently allowed their Association 
membership to lapse), their membership of lnsurance will terminate on either the renewal, 
lapse or cancellation of the last remaining eligible insurance policy they took out while still 
an Association Member. This termination of membership occurs automatically under 
Insurance's constitution, because, since 25 February 1999, these lnsurance Only Members 
have not been permitted to reapply for Association membership, unless they fell within one 
of the Association membership amnesties set out in the Membership Principles. 

4.5 Options considered 
The Boards considered a number of different options before a majority of the Association 
directors and all lnsurance directors decided to put the Proposal to Members. Four 
Association directors believe that retaining and strengthening the present dual mutual 
structure is the best option. 

The options considered by the Boards include those discussed below. 

Retaining t h e . c u r r e n t  dual mutual structure 
The NRMA Group could continue with its current dual mutual structure. For the reasons 
set out on page 20, a majority of Association directors and all lnsurance directors believe 
that the current dual mutual structure has a number of limitations, including: 

the current corporate governance arrangements; 
members have a limited ability to access value in a timely and efficient manner; 
an Increasing number of non-member customers (particularly within the lnsurance 
businesses); 
a potential for an unsolicited restructure proposal for either Association or lnsurance 
that may be accepted by Members in a manner which could release less value 
to Members than the Proposal; and 

* reduced flexibility in raising equity capital to fund growth. 

It is possible that a number of improvements could be made under the current dual 
mutual structure to alleviate some of the problems identified. Indeed, the four Association 
directors who recommend Members vote against the Proposal believe this to be the case. 

However, a majority of Association directors and all lnsurance directors believe that 
retaining the current dual mutual structure would not be in the best interests of their 
respective Members as a whole because: 

the value which could be provided to members, through rebates or other wealth 
distribution options, is significantly less than the value of Shares allocated under the 
Proposal; 
improvements in corporate governance are less likely to be effectively introduced in 
a timely manner under the current structure; 
there are no practical alternatives to address the non-member customer issues in 

lnsurance other than by altering the membership criteria of Association and 
lnsurance and thereby significantly diluting the mernbersh~p interests of Members; 
Insurance's mutual structure makes it more difficult for the NRMA Group to 
implement its current business strategies; and 
there is potential for an unsolicited restructure proposal which, if accepted, could 
release less value to Members than the Proposal. 

Four Association directors believe that retaining the current dual mutual structure would 
be in the best interests of Members as a whole. The views of each of these directors can 
be found on pages 51 to 53. 

Creating a single mutual 
The Boards have considered a number of options involving the merger of Association and 
Insurance, as well as other structures, resulting in a single mutual. Under such a 
structure current Association Members and lnsurance Members would continue as 
members of the surviv~ng mutual. A single board would control the NRMA Group. 

While this option might result in improved corporate governance arrangements and some 
cost efficiencies compared with the current dual mutual structure, a majority of 
Association directors and all lnsurance directors believe that there are a number of risks 
and disadvantages associated with this option which collectively outweigh these benefits. 
For example: 

there would be little or no value released to members; 
* compared to the current dual mutual structure, while this option involves significant 

implementation costs, it results in limited benefits for the NRMA Group and members. 
The NRMA Group would continue to be restricted from issuing share capital, the 
potential for conflict between members and non-member customers would remain 
and the NRMA Group would not benefit from the disciplines imposed on listed 
companies; 
there would be an increased potential for the NRMA to be subject to an unsolicited 
restructure proposal which could undervalue membership rights and interests; and 
the differing rights and benefits attributable to Association and lnsurance membership 
might necessitate the creation of a system of membership classes in the single 
mutual, which may significantly complicate its operations. 

Distributing wealth to members as a mutual 
This option involves retaining the current dual mutual structure (or, indeed, a single 
mutual structure) and distributing a portion of Association's andlor Insurance's capital to 
members. The Boards have considered how the accumulated value of the NRMA Group 
could be accessed by members under its current structure. 

The constitutions of Association and lnsurance currently do not allow for the payment of 
cash dividends. Furthermore, it is uncertain whether the constitutions of Association and 
lnsurance could be altered to allow for the payment of cash dividends without a major 
structural reorgan~sation of the NRMA Group. Therefore, members can only access the 
value of the NRMA Group in a material way through discounts, rebates or, less directly, 
enhanced benefits or service levels. 

Wealth distribution from Association 
While Association has the legal ability to pay rebates to members, it has never done so in 
its 80-year history. Instead, Association subsidises membership fee levels. Currently, ' 

membership fees are set at a level which is less than Association's cost of providing 
services to Association members. 

Because membership fees are already subsidised, a majority of the Association Board 
does not believe that it is appropriate to either further discount Association membership 
fees or introduce rebates because: 

membership fees are already significantly lower than those available through other 
motoring clubs outside New South Wales and internationally; and 
at current fee levels, Association continues to make small operating losses which are 
unsustainable in the long term in the absence of additional funding. 

One way of providing additional benefits to Association Members is for Association to 
charge a licence or similar fee to the lnsurance Group for use of certain NRMA Trade 
Marks and to use the proceeds,to further subsidise Association membership fee levels. 
The amount of such subsidy would depend on what the lnsurance Group was prepared 
to pay for those NRMA Trade Marks. See page 32 for a discussion of the ability of 
Association to commercialise the NRMA Trade Marks. Under the Proposal, the lnsurance 
and Financial Services Trade Marks are assigned to the lnsurance Group, rather than 
licensed (and this is taken into account in the Share Allocation). This reduces the risk to 
Association that at some time in the future the lnsurance Group may no longer wish to 
use those trade marks and therefore continue to pay the licence fee. 

Wealth distribution from lnsurance 
While lnsurance has the legal ability to pay rebates, it has only done so for two periods in 
its history. Policyholder rebates were provided in some years prior to the 1970s and from 
1 August 1992 until 31 July 1995. All the lnsurance directors and a majority of 
Association directors believe that there are a number of significant disadvantages 
associated with rebates compared to the Proposal. These disadvantages can be 
summarised as follows: 

the value which could be accessed by members as a whole through premium rebates 
would be significantly less than the value of Shares allocated to Members under the 
Proposal (see discussion below); 
rebates would provide little or no benefits for Association or for Association members 
who are not also lnsurance members, yet would release value to persons who are not 
currently members (in particular, future members, and, if rebates were given to all 
policyholders, current and future non-member policyholders); 
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Insurance's capital would be eroded by rebates (note, however, that shareholder 
dividends can erode the net worth of a company in much the same way). As a 
mutual, lnsurance would be unable to replenish this capital by raising share capital; 
the extent to which rebates could be paid would be dependent on the capital needs 
of Insurance's businesses on an ongoing basis; 
based on previous experience, the lnsurance Board believes that the introduction of , 
rebates may result in a distortion of insurance product pricing in the market; 
rebates create policyholder expectations as to future levels of insurance premium 
rates and a reduction or withdrawal of rebates would result in higher lapse rates and 
general policyholder confusion and dissatisfaction; 
lnsurance does not currently have significant surplus capital from which rebates can 
be paid. This is partly due to its acquisition strategy and activities and also due to the 
types of business that it conducts; and 
as rebates would be likely to be paid out over time, policyholders would need to renew 
their policies on an ongoing basis in order to receive the benefits of future rebates. 

Many of the above disadvantages would apply equally iflnsurance priced in accordance 
with 'mutual pricing principles' and provided policy discounts. 

Rebates could be paid either to lnsurance members only or to all lnsurance 
policyholders. Both alternatives have additional implications. If rebates were paid only to 
Insurance members: 

there is a significant risk that the amount of the rebates paid by lnsurance would not 
be tax deductible to Insurance; and 
there is a significant risk that the amount of rebates received by lnsurance members 
would be assessable income of lnsurance members and, therefore, taxable. 

If rebates were paid only to lnsurance policyholders: 
if structured as a discount and not based on membership, the amount of rebates paid 
by lnsurance should be tax deductible to Insurance; 

a the receipt of rebates will be assessable to policyholders except in circumstances 
where the policyholder did not claim a tax deduction for the premiums paid on the 
policy and the rebate represents a refund of premiums paid on the policy; and 
the benefit of rebates would be shared with a significant number of non-member 
policyholders. 

PricewaterhouseCoopers has estimated that the niaximum net present pre-tax value of 
insurance premium rebates which could be paid to current lnsurance Members only over 
time is approximately $900 million. It has also estimated that the maximum net present 
pre-tax value of insurance premium rebates which could be paid to current lnsurance 
policyholders over time is approximately $1.4 billion, although it should be noted that a 
significant portion of this figure would not be paid to current Members. The above 
estimates assume normal trading conditions for lnsurance and the maintenance of 
current levels of capital adequacy. Accordingly, all directors of lnsurance and a majority 
of Association directors believe that the Proposal is expected to release more value to 
lnsurance Members as a whole than either of these estimated amounts. The above 
maximum net present pre-tax value of rebates are based on discounting the expected 
cashflows arising from rebates using estimates of the maximum maintainable level of , 

rebates, the policy durations of lnsurance Members and policyholders and policy renewal 
rates that are likely to occur if rebates of the levels assumed are impleinented. 

While the Proposal allows Members as a whole to access more value than rebates, some 
Members may prefer rebates in their own particular situation. For example, a limited 
number of Members who receive pensions or allowances may lose some or all of their 
entitlements as a consequence of having received Shares (see page 43), whereas 
rebates to policyholders would not have that effect. 

The lnsurance Board has no current plans to pay rebates. A special resolution was put to 
lnsurance Members at a general meeting of lnsurance held on 16 November 1999 which 
proposed that the lnsurance Board be required to annually prepare and provide to , 

lnsurance Members a report on the profit surplus, if any, available for distribution as 
rebates or other benefits to lnsurance members. The resolution was not passed. If the 
Pcoposal goes ahead, it is unlikely that rebates would be introduced in the future. 

Extending membership to non-member customers 
There has been a significant increase in the number of policyholders and 
other customers of lnsurance who are not lnsurance members (see page 17), due 
to expansion by lnsurance outside New South Wales and the Australian Capital Territory 
and into broader financial services markets. This expansion is highlighted by recent 
initiatives such as the acquisitions of MLC Building Society and SGIO, and the RACV 
alliance. The divergence between the different interests of lnsurance members and 
policyholders and other customers who are not lnsurance members is expected to 
increase in the future as lnsurance implements its strategy of growth and diversification 
outside New South Wales and the Australian Capital Territory and increases its range of 
financial services. 
As part of the development of the Proposal, consideration was given to the possibility of 
extending lnsurance membership to non-member customers. This was considered 
impractical as it would require current lnsurance Members to approvechanges to the 
constitution which would effectively d~lute their existing ownership Interests in Insurance. 

Partial listing of lnsurance 
Under this option, lnsurance would be demutualised and listed. Association would be 
required to retain a majority of the shares in lnsurance with the remaining shares 
distributed to members. The board of the listed company would comprise representatives 
of the Association Board as well as independent directors. Association would remain a 
mutual and would continue to provide road and related motoring services. 

A majority of Association directors and all lnsurance directors do not believe that this option 
is in the best interests of their respective Members as a whole for the following reasons: 

compared with the Proposal the value accessed by members would be significantly 
reduced through Association retaining a majority shareholding; 
this structure would create a number of conflicts of interest between Association and 
the outside minority shareholders which could result in a reduction of the listed 
company's profitability and the value accessed by members; and 
the value retained by Association through a majority interest in lnsurance would be far 
in excess of its current business needs. 

Full demutualisation and listing 
This option involves the full demutualisation and listing of the operations of both 
Association and Insurance. This option provides additional benefits such as a limited 
increase in the value distributed to Members and a simplification of the future 
relationship between Association and lnsurance (because they would both be part of 
the same group) relative to the Proposal. 

A full dernutualisation and listing proposal was presented to members in 1994. The 
proposal was suspended as a result of legal action (see pages 135 to 136). In March 
1995, an independent expert's report by Grant Samuel & Associates Pty Limited 
(see pages 134 to 135) found that the 1994 demutualisation proposal was in the best 
interests of both Association and Insurance. However, despite the findings of the Grant 
Samuel & Associates Pty Limited report, market research of members commissioned by 
the Boards in 1995 indicated that member support for the 1994 proposal continued to 
fall after the issue of that report. 

A majority of Association directors and all lnsurance directors believe that the full 
dernutualisation and listing option does not address important issues which are covered 
by the Proposal. For example: 

Association has a unique heritage in New South Wales as a road service mutual. 
Association is an advocate for better. roads and the rights of motorists, operates a 
number of charitable and community service programs and has maintained 
subsidised fees for Association Members. The Boards believe these attributes are 
highly valued by Association Members. As a commercially oriented and shareholder- 
owned company, Association could be pressured to reduce or eliminate some of the 
programs or to increase membership fees at a faster rate than under the current dual 
mutual structure or the Proposal; 1 

the value that could be released by demutualising Association is small relative to that 
which would be released on a demutualisation of Insurance; and 
the member and community service activities of Association contribute to the value 
of the NRMA Brands, which benefits both Association and Insurance. Some of this 
benefit could be lost if Association was forced to operate on a commercial basis 
focused on shareholder returns. 

In addition, a majority of Association diiectors and all lnsurance directors believe that the 
advantages of the current Proposal (including the maintenance of Association as a 
mutual) outweigh the disadvantages of the Proposal (including the risks associated with 
the Business Relationship Agreements). 

Although Ernst & Young Corporate Finance is of the opinion that the Proposal is preferred 
to the present dual mutual structure and is the preferred practical alternative for 
lnsurance Members, it is of the view that, strictly from the perspective of lnsurance 
Members (excluding Association in its capacity as an lnsurance Member), full 
demutualisation and listing is likely to be a superior alternative from a commercial 
perspective to the Proposal. This is because, from the perspective of lnsurance Members 
(excluding Association), the potential commercial risks and complexities associated with 
the Business Relationship Agreements are likely to outweigh the commercial benefits to 
lnsurance Members (excluding Association) of Association remaining as a mutual. 
See pages 85 to 86 for further information on Ernst & Young Corporate Finance's views. 

Sale or merger of the NRMA Group 
A sale or merger of the NRMA Group might address some or all of.the constraints of the 
current dual mutual structure. However, the Boards did not pursue a trade sale or 
merger because: 

it could have a significant adverse effect on the buiiness due to the uncertainty and 
instability within the organisation d~iring the process but without any assurance that it 
would deliver more value to members than the Proposal; - 

lnsurance is one of Australia's largest financial institutions and the largest general 
insurer. The lnsurance Board has a clear strategy which it believes will produce 
significant benefits for its owners and customers. The lnsurance Board believes the 
lnsurance Group has a strong fut~ire as an independent group; 
it is likely that a sale or merger of the NRMA Group would involve the termination of 
the-direct ownership interests of members and the ability to share in the future of the 
NRMA Group. By contrast, the Proposal allows most Members to retain an ownership 
interest and the ability to share in the future'profits of NIGL. Each Member who 
receives Shares under the Proposal can choose between holding the Shares or selling 
them at their discretion; and 
it does not provide members with a mechanism which they can use to compare an 
offer price to a value which has been determined on a transparent basis, such as in 
the case of a listed company. 

Also, the Proposal does not preclude the NIGL Board or Shareholders from considering 
a sale or merger proposal following the listing. However, in most circumstances, 
Shareholder approval would be required to allow a sale or merger. 
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The NRMA Group- 

5.1 An overview 
The NRMA Group today reflects its unique heritage as a motoring, insurance and 
financial services organisation and the evolving markets in which it operates. From its 
origins in 1920 as a New South Wales motoring organisation lobbying for better roads, 
the NRMA Group is now a substantial commercial enterprise operating nationally and 
ranking, in revenue terms, as one of the top 3 0  enterprises in Australia. 

In 1999, the NRMA Group has the same dual mutual structure as it had in the 1920s 

Today, the NRMA Group is: 

Australia's largest motoring organisation; 
Australia's largest general insurer; 
a growing financial services business offering financial advisory products and services; 
and 
an investment manager managing $7.4 billion in funds. 

The NRMA Group comprises two mutual companies, Association and Insurance, and 
their respective wholly-owned subsidiary companies. The relationship between 
Association and Insurance, and the NRMA Group ownership structure, is illustrated 
below: 

C U R R E N T  S T R U C T U R E  

Members of both 
Association and lnsurance 

l 

1 Wholly-owned 1 
NRMA Open Road Pty Limited operating subsidiaries NRMA Building Society Limited 

. NRMA Finance Limited 
NRMA Financial Management Limited 
NRMA Financial Planning Pty Limited 

NRMA lnsurance International Pty Limited 
NRMA Personal Lines Holdings Pty Limited 

NRMA Investment Management Pty Limited 
NRMA Investments Pty Limited* 

NRMA Life Limited 
NRMA Smash Repairs Pty Limited 

SGlO lnsurance Group 
lnsurance Manufacturers of Australia Pty Limited* 

' m - w h o l & d  sutsidwh 

Association has approximately 1.75 million ~ e m b & s  who between them account for 
2.26 million subscriptions. In addition, there are approximately 149,000 subscriptions by 
road service customers who joined after 25 February 1999 and approximately 180,000 
non-member subscriptions resulting from arrangements between certain motor vehicle 
manufacturers and the motoring associations in Australia. The membership growth of 
Association over its 80-year history, including the emergence of non-member customers 
since 1992, is shown below. 

ASSOCIATION SUBSCRIPTION GROWTH 

3.000.000 

Ej) Non-members 
Members 

lnsurance has approximately 1.19 million Members, most of whom are also Members 
of Association. This is because, generally speaking, membership of Association 
is a prerequisite for lnsurance membership. lnsurance has approximately five million 
general insurance policies in force, with about 1.8 million of those policies held by 
non-member policyholders. In addition, there are also approximately 140,000 customers 
of financial services products (such as life insurance, investment trusts and cash 
management accounts). The growth of total general insurance policies in force and the 
growth in non-member policies (which has been most dramatic since 1989) is shown 
below. The purchase of SGlO in 1998 has further increased the growth in non-member 
policies by approximately 340,000. 

GROWTH OF INSURANCE POLICIES 

6 

EP Non-members' policies 
Members' policies 

There are approximately 7,000 people working for the NRMA Group 
throughout 93 offices located within Australia. In addition, an agency network of 
223 Country Serv~ce Centres and 21 road service only contractors ensures that the 
NRMA's products and services are available to residents in New South Wales and the 
Australian Capital Territory country regions. 
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5.2 The NRMA's history 
Although Association and lnsurance have, at times in the NRMA Group's history, 
operated separately, they have always shared the NRMA brand and distribution network. 
Since 1987 they have operated, in practical terms, as a single organisation. 

While the NRMA has expanded into the financial services market, road service and 
general insurance services remain a core component of its business. 

The'Proposal recognises this heritage, particularly in road service, as being of continuing 
importance to Members. It is for this reason that road and related motoring services will 
continue to be provided by Association as a mutual. Association will be in a strong 
financial position after the Proposal is implemented. 

History of Association 
The National Roads Association was formed in 1920 to lobby government for better 
roads, and was renamed the National Roads & Motorists' Association in 1923. Road 
service began in 1924 and became a 24-hour service during the 1930s. 

Membership subscriptions grew to 250,000 by 1954, mainly as a result of increasing car 
ownership. Patrol vans were radio equipped and a number of related motoring services 
were introduced, such as touring information, legal and technical advice. 

Membership reached one million subscriptions by 1971. Association continued to 
expand its range of products and servlces and continued its advocacy role in lobbying 
governments for improved road funding. 

The 1990s have seen total Association subscriptions reach 2.59 million including 
approximately 329,000 non-member subscriptions. Non-member subscriptions comprise 
almost 13% of total subscriptions. 

5.3 How the NRMA operates today 
Association - HELP in the new era 
Association is renowned for its road service operation, which in 1999 responded to 
2.3 million calls for road service across,New South Wales and the Australian Capital 
Territory. In 93% of cases, motorists were attended to within 60 minutes of their call and 
Association had a 92.5% success rate in getting them going again. 

In response to demand for better services, NRMA Plus was introduced in 1989 to 
provide Members with enhanced benefits for breakdowns occurring on long distance 
trips for a higher fee. Other new services include CarCom which uses satellite tracking to 
locate broken-down and stolen vehicles and provide 'online' emergency assistance. 

Closer co-operation between the motoring organisations in Australia has provided, and 
will continue to provide, more benefits to members. For example, Association was 
instrumental in negotiating and implementing a national strategy for Drive Travel products 
and services, culminating with the formation of AAA Tourism Pty Limited. 

Association has also continued its focus on providing Members with a wide range of 
services such as touring maps and accommodation advice, the battery delivery service, 
technical advice, vehicle inspections and other services. 

Association and other motoring organisations in Australia have entered into arrangements 
. with certain vehicle manufacturers to provide roadside assistance.as part of their vehicle 
warranty programs. These arrangements commenced in 1992 and led to Assist Australia 
Pty Limited being formed in 1996 to manage all national assistance programs on behalf 
of motoring organisations in Australia; There are approximately 180,000 subscriptions to 
these programs comprising about 7% of total-subscriptions for Association. 

Association's focus on lobbying governments for better roads and conditions for motorists . . . - -  

I I;,.+-~.. -.& I--, .F---- is as strong as ever, with Association taking part in major government programs and 
n i x u l y  UI II l s u r a l  ILC having niajor successes such as the cyrrent Pacific ~ i ~ h w a ~  upgrade and campaigns to 
lnsurance was established in 1925 as a subsidiary of Association, selling car insurance i,,,,,, driver ,dllcntinn .. . . v. - . - - . . . - . - - - - - -. - 
to members. In 1926, the company was reconstituted as a separate mutual, although the 
Association Board was given the power to appoint the lnsurance Board. In 1933, Car ~ ~ ~ ~ ~ i ~ ~ i ~ ~ l ~  financial performance Credits Limited (now called NRMA Financelimited) was established to offer car finance 
to members at low interest rates. When Insurance offered CTP insurance in 1942, Association's financial performance for the 1998 and 1999 financial years has previously 

policies were issued to non-members for the first time. been provided to members in the published financial statements. Additional financial 
information in respect of Association is set out on pages. 100 to 109, which is designed to 

Statistical research was introduced during the early 1970s to improve insurance illustrate the anticipated effect of the Proposal for these financial years, based on certain 
underwriting methods. In the 1970s, lnsurance began to diversify, first into home assumptions set out on page 118. 
insurance around 1970, and then into personal finance in 1973 and life insurance in 
1977. 

By 1981, lnsurance was Australia's largest motor vehicle insurer, with one million car 
policies in force. Following legislative changes in CTP insurance, which resulted in 
lnsurance withdrawing from the New South Wales market in 1984, lnsurance 
successfully re-entered the privatised New South Wales CTP market in 1989 and 
currently has a market shareof approximately 34%. lnsurance has also been the sole 
CTP insurer in the Australian Capital Territory since 1980 through the withdrawal of all 
other CTP underwriters. 

lnsurance has continued to be successful in the 1990s; consolidating its market 
leadership in the general insurance portfolios of car, CTP and home insurance. 
Expansion into financial services has continued, with NRMA Financial Planning Pty 
Limited starting in 1990. Interstate expansion also commenced, with insurance and 
financial services being offered in Victoria by 1994 and in Queensland by 1995. 

Since the mid 1990s, lnsurance has built on its core businesses and continued to 
expand through a number of acquisitions and alliances. The acquisition of the MLC 
Building Society (now the NRMA Building Society) in 1997 broadened the range of 
NRMA financial services on offer. The,purchase of SGlO in 1998 has enabled the NRMA 
Group to widen its geographic base to Western Australia and South Australia, while 
adding health, commercial and workers' compensation insurance to its motor vehicle and 
home insurance businesses. 

Expansion of insurance's business has been necessary as a result of changes in the 
insurance and financial services markets. Excess capacity and strong competition has 

Association's strategy 

Association's mission is to be the trusied organisation that our members turn to for help 
with their motoring needs. 

As a mutual, ASsociationls primary focts is to be responiive to members' needs. Road 
service standards are monitored regularly, toensure that service quality and delivery 
standards meet, if not exceed, member expectations. Member loyalty is valued very 
highly, as recognised by the Gold Member program for those members with at least 
25 years of Association membership..Approximately 680,000 or 30% of Association's 
2.26 million member subscriptions are held by Gold Members. 

In 1999, Association also launched the NRMA Card, which recognises member loyalty 
of less than 25 years and provides a broader,.range of member benefits. 
~ecognition and reward for loyalty has been a key feature of Association's strategy 
and has helped improve retention rates, maintaining membership fees at an affordable 
level. Renewal rates over the last 10 years have rema-ined around 87 to 90%, while 
membership fees were; until the 1990s,.allowed to lag increases in road service costs 
and movements in major price indices such as the Consumer Price Index. Fee increases 
in six out of the last 10 years have not, however, prevented Association from incurring a 
small operating loss in recent years, as costs and the ratio of road service jobs per 
Member have increased at a faster rate. A comparison between fee increases since 
1924 and CPI movements over this period is shown below. 

0 .  

forced the industry to rationalise and reduce costs by operating at increased economies 
of scale. Deregulation has also brought about convergence between the insurance and MEMBERSHIP FEE vs CONSUMER PRICE INDEX (CPI) =~~~(actualandforecast)  

financial services markets, to the extent that newer and stronger competition is emerging 
48 

from more non-traditional entrants to the market. 

The number of non-member insurance customers has increased significantly over the 42 

75-year history of Insurance. This growth commenced with Insurance's diversification 36 

into non-motor lines of insurance business in or around 1970, and has continued with B 
3 30 

further diversification into the broader financial services markets and, later, with interstate B 

expansion in the 1990s. Growth in the proportion of non-member customers is likely to 3 24 
increase as Insurance continues to expand its businesses outside its traditional markets. E 18 

0 0 
1924 1930 1936 1942 1948 1954 1960 1966 1972 1978 1984 1990 1996 

, l  
l 

It is planned that in 2000, ~ssociation'will develop new products and partlclpate in the 
implementat~on of the new nat~onal strategy for Drlve Travel. 
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lnsurance - staying in front through innovation 
lnsurance has been a pioneer in bringing a service-oriented approach to the general 
insurance industry. For example, it was: 

among the first direct sellers of general insurance in the 1920s; 
the first to simplify personal lines insurance (for example, car and home) by 
introducing plain English insurance policies starting in 1976; and 
among the first insurers to manage vehicle repairs through a partnership arrangement 
with vehicle repair firms, which benefits policyholders by reducing repair costs and 
time. 

The competitive strengths of the lnsurance business rely largely on non-price factors 
such as its efficient claims service. The principles adopted by lnsurance in managing 
claims are to: 

strive to balance its obligations to the insured and other parties with its obligations to 
all policyholders to manage the claims portfolio effectively; 
welcome claims as an opportunity to provide superior service to individual customers; 
process claims efficiently, having regard to the facts of each claim; 
make all decisions on claims in line with the wording and intent of the relevant 
insurance policy; and 
comply with the requirements of the General lnsurance Code of Practice, Insurance's 
claims manuals and instructions, its fraud policy and the law. 

Other factors include loyalty initiatives like Gold membership, which rewards long-term 
lnsurance member policyholders. 

On 30 September 1999, the lnsurance Board resolved that the current insurance 
premium pricing principles of lnsurance be 'confirmed as follows: 

lnsurance premium pricing is inherently driven by the Board-approved Rate of Return 
('ROC'), after taking into account the level of expected claims costs, administration 
expenses and investment income. 
ROC is reviewed annually by the Board as part of the annual budgeting process and is 
based on the commercial returns required for equity capital. 
Using the current pricing structure and subject to Board approval, changes in the 
underlying risk trends (and economic and regulatory environments in the investment 
and reinsurance markets) will drive premium rates. 

Accordingly, the Board notes that in relation to motor vehicle and home insurance, 
premiums will not change as a result of the Proposal, but premiums will be subject to 
change in the ordinary course, depending on factors referred to above'. 

lnsurance rebates were introduced in 1992 as a reward for loyal policyholders. This 
resulted in premiums totalling $296 million being rebated to insurance policyholders 
between 1 August 1992 and 31 July 1995. Rebates were eventually abandoned in 1995 
as it became apparent that they had weakened the financial position of lnsurance and 
were unsustainable in the long term. 

Competition and excess capacity has exerted pressure on the general insurance industry 
to rationalise, both locally and abroad. Scale and strategic fit have been key drivers 
behind many mergers in the domestic market. In addition, the rapid development of new 
customer service technology has provided opportunities for other insurers to establish a 
profitable market niche and potentially threaten Insurance's role as market leader. 

In response to these changes, lnsurance has undertaken a number of initiatives to 
diversify its product range and expand its businesses. It has achieved this by: 

Growth and diversification through acquisitions and joint ventures. l nsura nce has 
traditionally been focused in New South Wales and the Australian Capital Territory, 
and in products such as motor vehicle and home insurance. To achieve greater 
geographic and product diversity, lnsurance has recently undertaken a number of 
major initiatives. In 1998, lnsurance purchased the SGlO Group, a major Western 
Australia and South Australia insurer which has extended the ra'nge of product lines 
for lnsurance to include commercial, health and workers' compensation insurance. 

lnsurance also recently entered into an alliance with the RACV (the major road service 
association in Victoria) to combine the personal lines insurance operations of both 
companies in New South .Wales, the Australian Capital Territory and Victoria to form 
Australia's largest personal lines'insurance wholesaler. The alliance involves lnsurance 
and RACV retaining branding and distribution in their home markets. The joint 
venture company, IMA (70% owned by lnsurance and 30% owned by RACV), will' 
undertake the tasks of product design, underwriting (directly in Victoria and through 
lnsurance in New south Wales andihe Australian Capital ~erritory) and claims 

- 

management (see page 146). 
Providing 'one-stop' insurance and financial services. In 1997 lnsurance acquired 
MLC Building Society (now called NRMA Building Society) and, through the Building 
Society, offers home loans, cash management accounts, term deposits and personal 
lending to its members and customers. NRMA Financial Services offers personal 
investment trusts, superannuation, savings bonds, allocated pensions, and life 
insurance. These services complement traditional insurance services and allow 
members and customers to access their financial services needs from one provider. 
New investment in information technology. lnsurance has recently invested over 
$100 million in upgrading its information technology systems, which are aimed at 
providing products and services tailored to meet individual member and customer 
needs. This has facilitated the cross-selling of products between different customer 
streams and enabled multi-policy discounts and monthly payment facilities to be 
introduced. 

Expansion into selected offshore markets. To increase the level of diversification and 
meet its growth aspirations, lnsurance established NRMA lnsurance International Pty 
Limited in 1998 and embarked on developing an international business strategy, the 
focus of which is to investigate opportunities in selected insurance markets offshore. 
The first transaction in offshore markets was completed in October 1998 with the 
acquisition of a 20% interest in Safety lnsurance Public Company Limited, a listed 
general insurer !n Thailand. The lnsurance Board recently approved a second 
transaction, which will involve the acquisition of an 80% interest in a joint venture 
-with the Continental Automobile Association in China. 
Top quartile performance as an investment manager. N R MA l nvestment Management 
Pty Limited currently has nearly $7.4 billion of assets under management and its 
investment performance has recently placed it in the top quartile of fund managers. 

Insurance's financial performance 
Insurance's financial performance for the 1998 and 1999 financial years has previously 
been provided to members in the published financial statements. Additional financial 
information in respect of lnsurance is set out on pages 110 to 117 which is designed to 
illustrate the anticipated effect of the Proposal for these financial years, based on certain 
assumptions set out on page 118. 

Insurance's strategy 

lnsurance's'mission is to be the trusted organisation that people turn to for help with 
their insurance and financial services needs. 

The strategy for lnsurance is to create a national position in its insurance and financial 
services businesses. It intends to achieve this by expanding its: 

personal insurance portfolio outside New South Wales and the Australian Capital 
Territory through acquisitions, alliances and organic growth; 
penetration into the financial services and home insurance markets in New South 
Wales; 
financial services business to other States through its own subsidiaries and alliance 
partners; 
commercial business nationally, by focusing on the small and medium business 
market; and 
health insurance business. 

Elements of this strategy are already in place, with the purchase of SGlO in 1998 and 
the recently announced alliance of the personal insurances businesses of lnsurance 
and RACV in New South Wales, the Australian Capital Territory and Victoria through a 
joint venture company, IMA (see page 146). 

In addition to the purchase of SGlO and formation of the RACV alliance, the NRMA Group 
has in the last 18 months implemented significant management structure changes, 
implemented major information technology upgrades (including Y2K readiness) and 
developed the Proposal. Each of these projects has involved changes to management 
and integration strategies and has required substantial management time and resources. 

Leaving aside the Proposal, the lnsurance Board believes that each of these projects 
is vital for the pursuit of Insurance's strategies.The benefits of the strategies may not 
be fully realised until integration issues are resolved and the implementation of 
technology-based changes and management restructures are complete. 

These strategic initiatives have reduced the available 'surplus' capital within lnsurance 
(see the report of PricewaterhouseCoopers on pages 120 to 133). In the absence of the 
Proposal, Insurance's ability to fund future strategic initiatives and growth will be 
restricted by its inability to raise share capital -that is, it will be dependent upon its 
ability to generate capital internally and to increase its level of borrowings and issue 
non-share instruments. 

lnsurance will continue to pursue its acquisition and merger strategy. In doing so, it may 
need to raise additional sources of equity or debt capital. If any developments were to 
occur prior to the lnsurance Demutualisation which would be material for Menibers in 
deciding whether to approve the Proposal, appropriate steps would be taken to provide 
that information to Members. If the Proposal goes ahead, further informat~on on the 
acquisition and merger strategy will be included as appropriate in the offer document to 
be issued prior to listing. 

5.4 How the NRMA will operate if the Proposal 
goes ahead 
Association 
If the Proposal goes ahead, Association will remain as a mutual. As a result of receiving 
the Shares allocated to it under the Proposal, Association's capital base will be 
strengthened and will enable it to maintain, if not improve, current road and related 
motoring services and service levels. The Proposal is designed to allow rnenlbership fees 
to be maintained without increase until 30 June 2001 (other than for the effect of the 
introduction of GST). Thereafter, it is expected that fees will be increased using the 
Consumer Price Index as a guide. Association will continue its advocacy role for 
Members on issues such as road safety, infrastructure development and transport policy. 
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The .existing Association Board election process will not change as a result of the 
Proposal. Association will have a dedicated chief executive officer and management 
team. No major changes are to be made to the business of Association as a 
consequence of the Proposal other than under the Business Relationship Agreements 
(see pages 31 to 33 for details of the Business Relationship Agreements and pages 139 
to 145 for summaries of these agreements). The Association directors believe that the 
Pro[)osal will not adversely affect the future employment of the present employees of 

* .  

Association. It is intended that all employees of Association will maintain their 
employment on terms which are comparable to their current employment terms. It is 
anticipated that approximately 13 employees will transfer from lnsurance to Association. 
Those employees currently work in the road and related motoring services areas, 
but have historically been employed by Insurance. 

Pro Forma financial information for the 1998 and 1999 financial years which has been 
prepared for Association, set out on pages 100 to 109, illustrates the anticipated change 
in Association's financial position as a result of implementing the Proposal. In order to 
prepare this financial information, it wasnecessary to make certain assumptions, 
including the investment return that Association would obtain, the impact of the Business 
Relationship Agreements and an opening value for Association's shareholding in NIGL. 
These assumptions are set out on page 118. 

In addition, PricewaterhouseCoopers has concluded that, if the prdposal is implemented, 
allowing for the effects of the Business Relationship Agreements and the allocation of 
10% of the Shares to Association, there is a high degree of confidence in the ongoing 
financial viability of Association (see page 121). This conclusion assumes that: 

' 

Association continues to provide road and related motoring services at current levels; 
and 
membership fees are maintained without increase until 30 June 2001 (other than for' 
the effect of the introduction of GST) and only increasing thereafter in line with the 
Consumer Price Index. 

Deloitte Corporate Finance examined the sufficiency of Association's capital injection and 
concluded that the Share Allocation to Association is sufficient to enable it to carry out its 
stated objectives for the foreseeable future (see page 62). 

Ernst & Young Corporate Finance is of the opinion that following the implementation of 
the Proposal, Association will be in a strong,financial position (see page 87). 

The strategy in place for Association (see page 29) is not dependent on the outcome of 
the Proposal. However, a majority of the Association directors believe that implementation 
of the strategy for Association may be hindered if the Proposal does not go ahead. 
For example: 

Association currently has a strategy of keeping membership fees affordable. If the 
Proposal does not go ahead, financial pressures may require Association to raise 
membership fees at a faster rate than if the Proposal went ahead; and 
the Association Board and management team will need to continue managing the . . 

potential for conflict between the interests of Association and Insurance. 

Under the Proposal, a close relationship between Associatlon and the lnsurance Group 
will continue during the term of the Business Relationship Agreements and through an 
ongoing Association shareholding in NIGL. 

Insurance 
If the Proposal goes ahead, Members will receive Shares in NlGL for giving 
up membership of Insurance. This will, in the future, entitle Members who continue to 
hold Shares to receive dividends that NlGL may pay from time to time and to benefit 
from any growth in the value of the lnsurance Group. 

Existing policy features and benefits will not-change as a result of the Proposal. However, 
Insurance-has recently entered into an alliance with RACV, the major road service 
association in Victoria (see page 146). The parties will pursue that alliance through a joint 
venture company, IMA. As part of that alliance, short tail personal lines insurance policies 
to be sold by lnsurance in New South Wales and the Australian Capital Territory; and 
distributed by RACV in Victoria, will, in all likelihood, bestandardised at some time in the 
future.-Any changes to policy features and benefits resulting from that standardisation 
have not yet been determined. However, it is not expected that policyholders will be 
disadvantaged in an overall sense by that standardisation. This change will take place. 
regardless of whether the Proposal goes ahead. 

Premium rates w~l l  not Increase as a consequence of the Proposal. However, a number 
of market and other Industry factors unrelated to the Proposal, such as GST, may lead 
to premlum Increases In the future. 

Insurance's current approach to claims management will.not change as a consequence 
of the Proposal. All claims (excluding CTP and third party liability personal injury claims) 
in New South Wales, Victoria and the Australian Capital Territory will be managed by IMA. 
Claims in other places will be managed by lnsurance (or its subsidiaries). It is expected 
that this will not involve a change to the current approach to claims management. 

If the Pro~osal noes ahead, the NlGL Board will be reconstituted (see Dane 33). 

employment on terms whlch are comparable to their current employment terms. It is 
anticipated that approximately 250 employees will transfer from Assoc~at~on to Insurance. 

The demutualisation of the lnsurance business of itself is not expected to adversely 
impact on its current insurer financial strength rating. 

Pro Forma'financial information for the 1998 and 1999 financial years which has been 
prepared for the lnsurance Group, set out on pages 110 to'117, illustrates that Insurance's 
anticipated financial position would not b6 significantly affected by the Proposal, if the 
Proposal had been implemented in full in those financial years. In order to prepare this 
financial information, it was necessary to make certain assumptions, including the costs 
of the Proposal, ongoing listing costs, the impact of the Business Relationship Agreements 
and the quantum of expected dividends. These assumptions are set out on page 1'18. 

In addltlon, Pr~cewaterhouseCoopers has,formed the vlew that the Share Allocation Rules 
enable 'the value of NlGL to be d~str~buted w~thout matertally reduclng the net assets or 
capltal strength of Insurance' (see page 127) 

The strategy In place for lnsurance (see page 30) IS not dependent on the outcome of 
the Proposal. However, the lnsurance Board belleves that lmplementat~on of the strategy 
for lnsurance may be hlndered ~f the Proposal does not proceed For example. 

~f the lnsurance Group IS not Isted, ~ts  ablllty to fund an acqulsltlon or lnvestrrrent 
through an Issue of shares w~ll be restr~cted, 
the lnsurance Board and management w~l l  need to contlnue managlng the potent~al 
for confllct between the Interests of $soctat~on (as an lnsurance Member) and other 
lnsurance Members; and ' 

the ablllty of lnsurance to attract, motlvate and retaln h~gh-calibre executives IS l~kely * 

to be affected 

A close relat~onshtp between the lnsuranie Group and Assoc~at~on will contlnue durlng 
the term of the Buslness Relat~onshtp Agreements and through an ongoing Assoc~at~on 
shareholdlng In NlGL 

5.5 Details of the Busihess Relationship Agreements 
Background 
In recent years, the Associat~on and lns'urance Boards have adopted a strategy of 
lntegratlng the actlvlt~es of both organlsatlons. Associat~on and lnsurance have also 
Integrated certa~n of the~r support funct~ons: - 

The Proposal seeks to contlnue the synergistlc benef~ts that have accrued from the 
Integration of certaln Assoc~atlon and lnsurance funct~ons In a way whlch does not 
tmpede Assoc~at~on's and Insurance's commerc~al objecttves To thls end, Assoc~at~on 
and the lnsurance Group will enter Into a serles of contracts governing thelr ongolng 
relat~onsh~p In a range of key areas, tncludlng 

contlnued use of the NRMA Brands by both $ssoc~at~on and the lnsurance Group, 
provtslon of dlstr~but~on, technology a'nd certaln 'back offlce' functions by lnsurance 
to Assoc~at~on a'nd ~ - 

cross-access to membership and customer lists to assist in marketing efforts. 

These contracts are a fundamental part of the Proposal and, In the view of the major~ty 
of Assoc~at~on dlrectors and all of the lnsurance dlrectors, they glve Assoclatlon, on the 
one hand, and the lnsurance Group on the other, the ablllty to benef~t from contlnued 
CO-ord~nat~on of shared actlvlt~es whlle belng separated as contemplated under the 
Proposal To thls end, In many respects,lthese Business Relat~onsh~p Agreements 
formalrse arrangements whtch already exlst between the organtsat~ons 

The Buslness Relat~onsh~p Agreements will only take operational effect ~f the Proposal IS 

approved and Implemented and are intended to be long-term arrangements. However, 
they may be termlnated In a number of clrcumstances and some of them are subject to 
perlodlc termlnat~on rlghts 

In general, the servlces to be provided to Assoclatlon by lnsurance under the Servlces 
Outsourclng Agreements (whlch form part of the Buslness Relat~onsh~p Agreements) are 
to be prov~ded on an exclusive basts durlng the term of the agreement or for an lnltlal 
part of that term Thls exclus~v~ty obligation does not apply to the provlslon of Investment 
management servlces under the Shared Servlces Outsourclng Agreement or to the 
provlslon of marketing servlces under the Marketing Agreement 

Certaln key aspects of the Buslness Relat~onsh~p Agreements are summar~sed below 
Further detalls of the Buslness Relationsh~p Agreements, tncludlng detalls of the bas~s 
of determlnlng the fees payable by Assoc~at~on for servlces to be prov~ded by lnsurance 
under the Buslness Relat~onsh~p ~greements, the nature and durat~on of the exclus~v~ty 
obltgattons tmposed on Associatton In relation to the provtston of those servlces and the 
clrcumstances in whlch the Buslness Relat~onsh~p Agreements can be termlnated are 
found on pages 139 to 145 

The lnsurance Group will have a dedicated ch~ef executive offlcer and minagement 
team No major changes are proposed to be made to the buslness of lnsurance as a Scope 
consequence of the Proposal other than as detalled under the Buslness Relattonsh~p The Buslness Relatlonshlp ~greements deflne the future buslness activ~t~es In respect 
Agreements (see pages 31 to 33 for deta~ls of the Buslness Relat~onsh~p Agreements and Of which each of Association and the Insurance Group may Operate and use the NRMA 
pages 139 to 145 for summartes of these agreements) The lnsurance dlrectors believe Brands The future AssOclatlOn and the Insurance will be 
that the Proposal will not adversely affect the future employment of the present l~mited ~n order to prevent duplicat~on and overlap of products wtth~n Austral~an and 
employees of lnsurance It IS Intended that all employees of lnsurance will malntaln thelr New Zealand markets AssOclatlOn wlli use the NRMA Brands In 

roadslde assistance servlces and other motoring servlces (other than those reserved 



SECTION 5. THE NRMA GROUP 

exclusively for the lnsurance Group, such as motoring insurance). The lnsurance Group 
will continue to use the NRMA Brands to provide insurance and financial services. 
Association will also be permitted to use the NRMA Brands in relation to motoring 
products, transportation and travel services (other than travel insurance) and Association 
will be permitted to pursue other types of activities under another brand unless those 
activities are of a type undertaken by lnsurance prior to the commencement of the 
Business Relationship Agreements. The lnsurance Group will be entitled, using the 
NRMA Brands, to pursue any activity not in the exclusive domain of Association. 
The lnsurance Group may also pursue activities within the exclusive domain 
of Association under another brand unless those activities are of a type undertaken by 
Association prior to the commencement of the Business Relationship Agreements. 

Trade marks and marketing 
The NRMA Brands are some of the best known in New South Wales and the Australian 
Capital Territory. Since their formation, Association and lnsurance have used the word 
'NRMA' and the related logos, as modified over time, in relation to their respective 
businesses. The NRMA Brands are protected by a series of NRMA trade mark registrations 
(and in some cases applications for registration), for example the wing and tyre logo that 
appears on the cover of this document. Although both Association and lnsurance use the 
NRMA Trade Marks, Association is the registered owner of the NRMA Trade Marks. 

lnsurance has used the NRMA Trade Marks exclusively for core insurance products for 
a significant period and has used those marks on a non-exclusive basis for goods and 
services which are common to the businesses of Association and Insurance. More 
recently, lnsurance has also used the NRMA Trade Marks in relation to financial services. 

lnsurance uses the NRMA Trade Marks under a licence granted by Association that 
arises, in most cases, from a course of conduct (that is, there is very little formal 
documentation of the arrangements). Therefore, even though lnsurance may have 
contributed significantly to the value and reputation of the NRMA Trade Marks and even 
though Association is and will continue to be reliant on lnsurance to provide certain 
shared services, Association currently has the ability to terminate Insurance's licence to 
use those marks on reasonable notice. If the Proposal goes ahead, Association will only 
have limited rights of termination under the Trade Mark Licence Agreements and no right 
to terminate the Trade Mark Relationship Agreement - see pages 141 to 142. 

Notwithstanding this, it would be difficult for Association to commercialise the value of the 
NRMA Trade Marks relating to insurance and financial services ('lnsurance and Financial 
Services Trade Marks') by licensing them to a party other than a company related to 
Association or the lnsurance Group, unless strict protocols for the use of the NRMA Trade 
Marks and control mechanisms were put in plate: The need for stringent protocols and 
controls is likely to make such a licence less commercially attractive to potential licensees. 
In view of these matters and the limitations on use of the NRMA Brand in Victoria and 
limited use of the NRMA Brand in Western Australia and South Australia (where the NRMA 
Group use the SGlO and SGlC brands), together with the use that lnsurance could conti'nue 
to make of the other elements of the goodwill of its businesses (eg customer records, 
information technology and physical distribution systems), PricewaterhouseCoopers believes 
that the lnsurance and Financial Services Trade Marks would be valued at not more than 
$30 million to $40 million (see page 133). This valuation is limited to those trade marks. 
It is not a valuation of all the NRMA Trade Marks. 

Under the trade mark agreements, the lnsurance and Financial Services Trade Marks will 
be assigned to the lnsurance Group. For example, lnsurance uses many of those trade 
marks on communications with policyholders and in advertising of its insurance 
products. In addition, a range of agreements enable concurrent use of the NRMA Trade 
Marks in product classes where the trade marks are used by both Association and 
lnsurance (for example, on vehicle valuation and inspection services). Other agreements 
deal with situations where the assignment of trade marks may be ineffective or 
challenged. As a result of the agreements, both Association and lnsurance will continue 
to use the NRMA Brands. In order to facilitate marketing, the agreements provide for 
cross-access to customer and member databases, to the extent legally possible, and 
encourage co-operation in product development and corporate advertising. 

As registered trade marks, the NRMA Trade Marks are subject to various legal 
requirements in order to remain validly registered. As a result of these requirements, 
the use of the NRMA Trade Marks by both Association and lnsurance in the manner 
described above gives rise to risks in relation to those registrations. These risks are 
further described below under the heading 'Risks arising from the Business Relationship 
Agreements'. 

Under the Marketing Agreement, lnsurance agrees to provide marketing services for an 
initial 12 month period (should Association require it), provide services relating to the 
NRMA Card and subscribe for advertising in the 'Open Road Magazine'. 

Distribution and shared services 
Under the Business Relationship Agreements, lnsurance will provide a range 
of distribution services to Association including the branch network, call centres, the 
Internet, Country Service Centres and Assistance Services. 

In addition, lnsurance will provide a number of shared support or 'back office' services 
to Association, including human resources, finance, purchasing and property, marketing, 
business document production and statistical research. These services are provided to 
enable Association to bring its products to market. 

NRMA Investment Management Pty Limited ('NIM'), a member of the lnsurance Group, 
will provide investment services to Association. 

The basis of charging for these services is set out in relation to each of the relevant 
Agreements on pages 139 to 145. While there are differences in each Agreement, in 
general, the services are charged at cost plus 5% except for investment management 
where services are charged on a percentage of portfolio value. 

In providing investment management services to Association, NIM will be contributing its 
significant expertise to the management of Association's investment portfolio, which will 
be substantially increased as a result of the Proposal. 

IT services 
lnsurance currently provides Information technology infrastructure to other members of 
the NRMA Group from internal sources and through its agreements with IBM Global 
Services Australia. lnsurance is entitled to continue to provide those services to 
Association and its subsidiaries, even if they cease to be related. In addition, lnsurance 
will provide software maintenance, support and development services to Association. 

The Business Relationship Agreements relating to distribution, shared services and IT 
services cover quality and performance levels, service fees, contract administration, 
exclusivity obligations and termination events and consequences. 

Risks arising from the Business Relationship Agreements 
The Business Relationship Agreements give rise to certain risks in relation to the NRMA 
Trade Marks. First, risks arise from the use of a 'Motorists' Association' trade mark in 
relation to insurance and financial services. Secondly, further risks arise from the 
concurrent use of the trade marks by two entities that will no longer be related 
companies. If either of these factors results in a situation where members of the public 
find the use of any of the NRMA Trade Marks confusing, misleading or deceptive, it is 
possible that the relevant trade mark registrations could be cancelled and that 
Association or Insurance, or both of them, could be prohibited from using the NRMA 
Trade Marks. Thirdly, where NRMA Trade Marks are licensed to Insurance, there is an 
additional legal requirement that the quality of the goods and services in relation to which 
the trade marks are used be subject to the control of the licensing party, namely 
Association. If it was found that Association did not exercise sufficient control over the 
goods and services in respect of which the licensed trade marks are used, the trade 
mark registrations in question could be cancelled and Association, lnsurance or both of 
them could be prohibited from using the relevant NRMA Trade Marks. 

A series of business protocols and standards have been substantially developed to 
reduce these risks as contemplated in the Trade Mark Relationship Agreement and the 
various trade mark licences from Association to Insurance. These protocols and - 
standards are essential to the operability of the trade mark arrangements and are 
designed to address both the need to distinguish the businesses of the Association and 
lnsurance Groups and to put in place sufficient control mechanisms in respect of any 
licensed NRMA Trade Marks. The effectiveness of these measures in addressing the 
risks will depend on the way in which the protocols and standards are implemented and 
enforced. In order to be effective in distinguishing the businesses of Association and the 
lnsurance Group, Association and the lnsurance Group may need to modify the way in 
which they interact with their respective customers andlor members and the public at 
large. A detailed review of business processes has been undertaken by both Association 
and the lnsurance Group to identify changes required in order to implement the 
protocols. Further, in order to exercise sufficient control under the trade mark licences, 
Association will need to take active steps to ensure that the lnsurance Group complies 
with the standards. Given the traditional use of the trade marks by lnsurance and the 
level of public awareness of the Proposal, and provided there is development of and 
adherence to the protocols and enforcement of the standards, the risks can be reduced. 
The companies have received legal advice that the Business Protocols as currently 
formulated, and if implemented and observed, represent an appropriate mechanism for 
reducing legal risks attendant on the trade mark arrangements. A description of the draft 
Business Protocols developed to date is set out on page 141. 

In addition to the trade marks risks, there are certain risks relating to the complexity and 
workability of the Business Relationship Agreements. Currently, a single management 
team under one chief executive officer controls both companies, facilitating the resolution 
of inter-company issues. Under the Proposal, inter-company issues will be resolved 
through arm's-length interactions between independent management teams acting in the 
interests of their respective companies. Although this approach will ensure that the 
interests of Association and lnsurance are independently represented, it may result in 
more friction than the current co-operative arrangements. Because the Business 
Relationship Agreements are intended to govern a commercial relationship over a long 
period of time, there is also a risk that the contractual arrangements become 
inappropriate, difficult to interpret andlor unworkable in their practical operation as the 
businesses develop. 

The Boards believe that the risks described above relating to the operation of the Business 
Relationship Agreements are minimised by the following factors: 

given the strategic and operational importance of the business relationship, there are 
commercial imperatives for both Association and lnkurance to ensure that the 
Business Relationship Agreements remain workable despite future changes in their 
businesses. From Association's perspective, the Business Relationship Agreements 
enable it to obtain certain distribution and support services at a commercially 
competitive cost. From Insurance's perspective, the Business Relationship 
Agreements provide marketing opportunities through the joint distribution of road 
service, insurance and financial services products. Both organisations benefit from 
continued co-ordinated use of the NRMA brand and cross-marketing opportunities; 



Association will maintain a shareholding in NlGL of 29.3 million Shares representing 
approximately 2% of NlGL's initial share capital for the duration of the Trade Mark 
Relationship Agreement, resulting in some alignment of its interests with those of NIGL; 
the Business Relationship Agreements are a consequence of a structure which seeks 
to retain Association as a mutual, demutualise lnsurance and maintain a close 
relationship between Association and Insurance; 

o the Business Relationship Agreements call for alliance managers at Association and 
lnsurance who will work to manage the day-to-day operation of those agreements; 
working groups will be established to facilitate communication between the - 
companies; and 
as a final measure, the parties agree to implement a prescribed dispute resolution 
process, whereby disagreements are decided by an escalating series of methods, 
culminating in mediation. A party may, however;seek urgent assistance from a court 
on a temporary or preliminary basis. 

There are also some risks which arise from the possibility that the Business Relationstiip 
Agreements may be terminated. . .  

The Trade Mark licences may only 'be terminated in strictly limited circumstances, 
generally involving a serious breach by one of the parties. If a Trade Mark licence is 
terminated, either Association or the lnsurance Group (depending on which party 
terminates) would lose the right to use the NRMA Trade Marks covered by that licence. 
The Trade Mark Relationship Agreement will automatically, terminate if Association is 
wound up. There are no other termination rights under the agreement. If this occurs, the 
lnsurance Group is entitled to require Association to assign to the lnsurance Group all of 
the NRMA Trade Marks owned by Association. The lnsurance Group is not required to 
pay for the assignment of the NRMA Trade,.Marks which are licensed to it, but is required 
to pay fair market value for the assignment of the remaining NRMA Trade Marks. 

The other Business Relationship Agreements contain various termination provisions, 
including some scope for a party to terminate 'for convenience', that is, without the need 
for a breach of contract. If an agreement under which lnsurance provides services to 
Association is terminated, Association may be without infrastructure support zind 
lnsurance may have excess infrastructure capacity. The agreements provide for transition 
arrangements to help reduce this potential risk. 

A majority of Association directors and all lnsurance directors believe that the advantages 
of the Business Relationship Agreements outweigh the complexities and risks inherent in 
them. 

Related party benefits 
As outlined above, both Association and lnsurance will each receive a number of benefits 
under the Buslness Relationship Agreements. 

For the purposes of the related party benefit provisions of the Corporations Law, the 
financial benefits which the lnsurance Group will give to Association under the Business 
Relationship Agreements can be categorised as follows: 

provision of sewices -the lnsurance Group agrees to provide services to Association. 
Although the pricing terms may vary by contract, prices are generally charged at cost 
plus a 5% margin. In addition, the distribution costs charged to Association are 
capped for the first three years. These terms may be more favourable to Association 

' 

than the rates which would be charged by an unrelated third party provider. In 
relation to IT services, fees are generally based on a negotiated unit rate times actual 
usage of the services. The unit rates are generally based on cost plus a margin of 5%; 
customer database - database access will be provided to Association at no charge; 
and ' 

ancillary obligations - service support and other miscellaneous obligations. 

Because Association is a related party of lnsurance for purposes of the Corporations Law, 
the terms of these Business Relationship Agreements need to be approved by lnsurance 
Members. Specifically, lnsurance Members are being asked to consider whether to 
permit lnsurance (and one of its subsidiaries) to make with Association the Business 
Relationship Agreements to which they are to be parties and under which financial 
benefits will be given. The Proposal will not proceed unless the terms of the Business 
Relationship Agreements are approved by lnsurance Members. 

The terms of the Business Relationship Agreements are summarised on pages 139 to 
145 and the related party benefits are discussed more fully on page 68. In addition, 
the Business Relationship Agreements themselves, excluding certain schedules 
containing commercially sensitive information, are available for inspection by Members 
(see page 138). 

It is important to understand that the Business Relationship Agreements have been 
established in the context of the development of the Proposal.'The Business Relationship 
Agreements reflect the terms of the Proposal. The terms of the Business Relationship 
Agreements have been considered by PricewaterhouseCoopers' in determining its Share 
Allocation recommendation (see page 1281, and Deloitte Corporate Finance and Ernst 
& Young Corporate Finance in preparing their reports as independent financial experts 
(pages 56 to 58 and 83 to 84 respectively). 

Significant changes 
The directors of Association and Insuran~e do not intend that significant changes will 
arise as a result of the Business Relationship Agreements or the Proposal, except as 
described elsewhere in this document. )n particular, the businesses of both Association 
and lnsurance are expected to continue in much the same way as they have in the past 
and it is not expected that there will be any redeployment of the fixed assets of either 
company (other than where one of the companies or their respective subsidiaries hold 
assets which properly belong to and form part of the operations of the other or where 
asset transfers are required to facilitate the Business Relationship Agreements). In those 
circumstances, unless specifically dealt with under the Business Relationship 
Agreements, it is expected that if the Proposal goes ahead between the lnsurance 
Demutualisation and the Listing Date. those assets will be transferred at book value. 
It IS also Intended that all employees of the NRMA Group malntaln thelr employment on 
terms wh~ch are comparable to the~r current employment terms It IS antlc~pated that 
approxlmately 13 employees will transfer from the lnsurance Group to the Assoclatlon 
Group and that approxlmately 250 emplpyees w~ll transfer from the Assoclatlon Group to 
the lnsurance Group Those employees currently perform services for one of those 
groups, but have h~storlcally been employed by the other 

Independently of the Proposal, lnsurande has recently entered Into an alllance w~th RACV 
(the major road servlce assoc~at~on In V~ctorra) to merge the personal l~nes Insurance 
operatlons of both companies In New South Wales, the Australian Cap~tal Terr~tory and 
V~ctor~a to form Austral~a's largest personal llnes lnsurance wholesaler The alllance will 
be operated through a jolnt venture company, IMA (70% owned by the lnsurance Group 
and 30% owned by RACV) lnsurance has transferred prudential and operat~onal assets 
(mainly comprising cash, marketable secur~tres, f~xed assets and offlce equ~pment) 
approprlate for those operatlons and r~sks to IMA In addltlon, approxrmately 1,200 
employees of the lnsurance Group have transferred to IMA 

Status ~f the Proposal does not go ahead 
If the Proposal does not go ahead, the Boards of Assoc~atlon and lnsurance Intend to 
develop a serles of new contracts based on the Busmess Relat~onsh~p Agreements w~th 
appropriate amendments to reflect a contlnulng dual mutual structure for the NRMA 
Group In thls regard, the key terms of the contracts to be developed ~f the Proposal IS 

not ~mplemented may drffer srgnrfrcantly from the Busrness Relatlonshrp Agreements. 
The key changes are likely to relate to the quantum of payments In addltlon, the 
structure of the trade mark agreements are l~kely to change It IS expected that the 
payment structures under the Busrness Relat~onsh~p Agreements would be rev~ewed 
such that Assoc~at~on would be placed In approx~mately the same flnanclal pos~t~on that 
~t IS In today 

5.6 Composition of thei NIGL Board 
The Board of NlGL currently comprises Erlc Dodd (Assoc~atlon's Ch~ef Execut~ve Off~cer 
and Insurance's Managrng Director), George Venardos (NRMA's Ch~ef Flnanc~al Offlcer) 
and Gaye Morstyn (NRMA's Group Secretary and General Counsel). 

It is intended that the lnsurance Board will form the basis of the NlGL Board if the 
Proposal goes ahead. Under the constitution of Insurance, the Insurance Board is ' 

appointed by the Association Board. ln'addition, the president of ~ssodiation is by virtue 
of that office a director and the chairman of Insurance. 

Accordingly, if the Proposal goes ahead, the NlGL Board will be reconstituted by: 
0 the appointment of the directors on,the lnsurance Board to the NlGL Board . 

(see pages 21 to 22 for the current~composition of the lnsurance Board); 
the appointment of Mr Eric Dodd, if at the time he remains the Managing Director of 
Insurance, as Managing Director and Chief Executive Officer of NIGL; and 
the resignation of all the initial directors other than Mr Eric Dodd in the event that he 
is appointed as the Managing Director and Chief Executive Officer of NIGL. 

Prior to the issue of the offer documeht in connection with the proposed listing of NlGL 
on the Australian Stock Exchange, it is intended that the then current NlGL Board will 
appoint up to five persons as additiona'l non-executive directors of NIGL, .such that a 
majority of the NlGL directors are notalso directors of Association. 

If the Proposal goes ahead, it is likely that for at least the first few years a number of 
the directors of NlGL will also be directors of Association (currently five of the seven 
Insurance directors are also Association directors). While this may assist.in the transition 
involved in separating Association andthe lnsurance Group, those directors of NlGL who 
are also directors of Association will need to absent themselves from voting on aspects of 
the lnsurance Group's ongoing ~elationship with Association (such as some matters 
under the Business Relationship Agreements) and vice versa in accordance with ordinary 
corporate practice. i 

lntentlons or bel~efs attributed to NIGL'or the NlGL Board In thls lnforrnat~on 
Memorandum ary supported by the lnsurance Board. 
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6.1 Overview 
This Section 6 explains the steps involved in implementing the Proposal. It also contains 
important information about the transitional shareholder arrangements between the date 
the Proposal becomes effective and the Listing Date. 

Because the Proposal involves changes to both the corporate and membership structure 
of the NRMA Group, there is no single mechanism which would allow the Proposal to be 
implemented. Instead, a number of different mechanisms must be utilised. They are: 
ordinary and special resolutions of Members, Court-approved Schemes of Arrangement 
and a statutory demutualisation. The use of these mechanisms is required by the 
Corporations Law. 

The explanation of the steps involved in implementing the Proposal in this Section 6 
assumes that all steps are completed and that the fulfilment of any conditions to one or more 
steps are satisfied. Those conditions and the requirements of each step are set out in this 
Section 6 or elsewhere in this document. However, they are not reiterated on each occasion. 

The Proposal must be fully approved before it becomes effective. This means the 
Proposal must be approved by both the Members and the Court as set out below and 
ASlC must act under Part 28.7 of the Corporations Law to change the details of 
Insurance's registration from a company limited by guarantee to a company limited by . 
shares. Approval by the Federal Treasurer is also needed. 

In summary, the Proposal involves the following steps: 

Step 1 Association alters its constitution: Association Members will resolve to alter 
Association's constitution to: 

impose a qualified duty on the Association directors to cause to be done everything 
which it is necessary for Association and the Association directors to do in order to 
implement the Proposal; 
provide that the object of providing or arranging insurance for Association Members 
will cease to be effective upon completion of the lnsurance Demutualisation; and 
remove certain connections with lnsurance in the event that the Proposal goesahead. 

Step 2 Association Schemes: Three separate Schemes of Arrangement will be entered 
into by Association Members (together and as separate classes): 

Association Members will enter into a Scheme of ~ r ren~ement  with Association which 
confirms the surrender by Association of its special rights (see Section 7.4 on page 
39), as a member of lnsurance under the constitution of Insurance; 
Association Only Members (as a class of Association Members) will enter into a 
Scheme of Arrangement with Association under which Association Only Members 
agree to be made lnsurance Members and Association is appointed as their agent to 
give effect to the lnsurance Demutualisation and the repeal of Insurance's 
constitution; and 
Dual Members (as a class of Association Members) will enter into a Scheme of 
Arrangement with Association under which the Dual Members consent to the 
Association Only Members becoming lnsurance Members -this will allow them to 
participate in the Proposal. 

Step 3 lnsurance alters its constitution: lnsurance Members will resolve to alter 
Insurance's constitution to: 

impose a qualified duty on the lnsurance directors to cause to be done everything 
which is necessary for lnsurance and the lnsurance directors to do in order to 
implement the Proposal; 
provide that any Association Only Member may become an lnsurance Member; and 
provide that if the lnsurance Demutualisation occurs, any surplus on a winding-up of 
lnsurance is distributable to an institution having similar objects to Insurance, rather 
than being distributed to Association. 

Step 4 lnsurance Members approve the financial benefits given to Association under the 
Business Relationship Agreements: lnsurance Members will approve the giving of financial 
benefits by lnsurance (and one of its subsidiaries) to Association under the Business 
Relationship Agreements in favour of Association (see page 68) for the purpose of the 
related party provisions in Chapter 2E of the Corporations Law. 

Step 5 lnsurance Schemes: lnsurance Members will enter into Schemes of Arrangement 
under which lnsurance Members (which includes Association as a separate class of 
member due to its special rights) will consent to the Association Only Members 
participating in the Proposal by virtue of their becoming lnsurance Members, agree .to 
become Shareholders of NlGL and appoint lnsurance as their agent to give effect to the 
lnsurance Demutualisation and the repeal of Insurance's constitution. 

Step 6 lnsurance demutualises; lnsurance will change from a company limited by 
guarantee to a company limited by shares. As part of the dernutualisation, lnsurance will 
become a wholly-owned subsidiary of NlGL and lnsurance Members (including 

Association) will receive a Share Allocation based on the Share Allocation Rules 
(see pages 43 to 47). At the same time NlGL will adopt a new constitution (see pages 
138 to 139 for a summary of NlGCs constitution). 

Step 7 lnsurance repeals its constitutioa lnsurance Members will resolve to repeal 
Insurance's constitution with the effect that the replaceable rules in the Corporations Law 
will apply to Insurance. As a result, Association will no longer have special rights as a 
member of lnsurance and lnsurance will be permitted to pay dividends and return capital 
to members. 

Step 8 Transfer of NRMA Building Society Limited: NRMA Building Society Limited is 
intended to be transferred from lnsurance to NlGL at book value. 

Step 9 Road Service Customers invited to become Association members: Road Service 
Customers are expected to be invited to become Association members. This will occur 
irrespective of whether the Proposal goes ahead (although the precise timing is not 
known). However, people who became Road Service Customers after 25 February 1999 
will not be eligible to participate in the Proposal or to receive an allocation of Shares. 

Step 10 Listing: NIGL will apply to list on the Australian Stock Exchange. 

If the Proposal goes ahead, the Boards anticipate that Steps 1 to 9 inclusive will occur, in 
order, in the first half of 2000. The NlGL Board anticipates that Step 10 will occur during 
the second half of 2000. 

The Proposal will only proceed if: 
Steps 1 to 5 are approved by requisite majorities of the Association Members, the 
Association Only Members, the Dual Members and the lnsurance Members. 

The Schemes of Arrangement must be approved by a majority (that is, more than 
50%) of the votes validly cast by Members eligible to vote. This is because 
Association and lnsurance are mutual companies. If the companies had a share 
capital, the Schemes of Arrangement would need to be agreed to by a majority in 
number of members, or the relevant class of members, present and voting (either in 
person or by proxy) and also by 75% of the votes validly cast on the resolutions. 
However, as the Schemes of Arrangement are conditional on the constitutional 
amendments in Steps 1 and 3 which themselves require approval by a majority of at 
least 75% of the votes validly cast by members eligible to vote on those resolutions, 
the Proposal will not proceed unless these majorities are achieved at those steps. 
The resolution in Step 4 to approve the financial benefits given to Association under 
the Business Relationship Agreements must be approved by a majority of votes validly 
cast by lnsurance Members. Association and any lnsurance directors who are also 
Association directors are not eligible to vote on that resolution unless they are acting 
as a proxy for another member who has'directed them how to vote; 
the Schemes of Arrangement are approved by the Court and become effective; and 
ASlC changes the details of Insurance's registration after its demutualisation. 

Any conditions to which the Schemes of Arrangement are subject cannot be waived. 
If the Schemes of Arrangement are terminated, Members will be restored to their former 
positions subject to a possible liability to $1.00 for Association Only Members who 
became lnsurance Members before termination (see 'Association Only Members' on 
page 26). 

6.2 Step 1 Association alters its constitution 
As an initial step in separating the links between Association and Insurance, the 
Association Board has proposed to Association Members important alterations to the 
Association constitution. 

The constitution of Association will be altered to impose a qualified duty on the 
Association directors, once the Association Schemes become effective, to cause to be 
done everything which it is necessary for Association and the Association directors to do 
in order to implement the Proposal. 

In particular, this will require Association to give its consent under common seal to the 
removal of its special rights as a member of lnsurance from the constitution of Insurance. 
The lnsurance constitution provides that those rights may only be altered or removed by 
a resolution of Association directors, where 75% or more of the votes validly cast on the 
resolution are in favour of it. The alteration to Association's constitution will require the 
Association directors to vote in favour of such a resolution unless to do so would be in 
breach of a duty owed by that director or would be unlawful. 

Association's special rights as a member of lnsurance are described in Section 7.4 on 
page 39. 
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The Association constitution will also be altered by providing that, if the lnsurance 
.Demutualisation occurs, the object of providing or arranging for insurance for Association 
Members will cease to be effective. 

The alterations to Association's constitution will be made by a special resolution of 
Association Members in general meeting. The resolution must be approved by at least 
75% of the votes validly cast by Association Members. 

6.3 Step 2 Association Schemes 
The Association Board has proposed to Association ~embers, and certain classes of 
them, three Schemes of Arrangement under which: 

Association Members confirm the surrender by Association of its special rights as a 
member of lnsurance conferred by the constitution of Insurance; , 
Association Only Members agree to be made lnsurance Members and Association is 
appointed as their agent to give effect to the lnsurance Demutualisation; and 
Dual Members consent to the Association Only Members participating in the Proposal 
by virtue of their becoming lnsurance Members. 

The purpose of allowing Association Only Members to become lnsurance Members under 
the second Association Scheme is to ensure that they will be entitled to participate fully in 
the Proposal and qualify for concessional tax treatment relating to demutualisations. 

The second Association Scheme will have the effect of appointing Association as the 
agent of each Association Only Member. The agent will appoint a proxy to vote on behalf 
of Association Only Members on the lnsurance Demutualisation and repeal of 
Insurance's constitution, and do the other things on their behalf (these things are 
summarised below). 

The purpose of having an agent is to allow Step 6-to proceed on the basis of Members' 
intentions (as expressed by the required majority of Members at the ~ssocia?ion Scheme 
Meetings) without the need for Members to attend a further meeting andlor vote again on 
the issue of demutualising Insurance. The agent will appoint a proxy on behalf of all 
Association Members. Any member can revoke the agency and withdraw the proxy - 
see page 37 for details. 

1mportantly;after the ~ssociation ~chemes,'~ssociation will remain as a mutual 
organisation and Association Members will keep their membership of Association and 
their right to access road and related motoring services provided membership fees are 
paid as they fall due. 

Each Association Scheme must be approved by the Court. The Court will consider the 
fairness of each Association Scheme in approving the scheme. 

Legal process for the,Association Schemes 
The following steps have been taken to implement the Association Schemes: 

on 4 February 2000 ASlC completed its review of this document including, within it, 
the Association Schemes; 
on 14 February 2000 the Association Board approved the Association Schemes 
(see pages 64 to 67); and 
on 14 February 2000 the Court ordered that meetings of Association Members, and 
certain classes of them, be convened to consider the Ass.ociation Schemes. 

The following meetings will be held on 19 April 2000: 

a meeting of Association Members to consider, and if thought fit, pass a resolution 
approving the first Association Scheme confirming the surrender by Association of its 
special rights as a member o f  lnsurance conferred by the constitution of Insurance. 

The first Association Scheme must be approved by a majority of votes validly cast by 
Association Mem bers; 
a meeting of Association Only Members to consider, and if thought fit, pass a 
resolution approvjng the second Association Scheme under which Association Only 
Members agree to be made lnsurance Members and Association is appointed as their 
agent to give effect to the lnsurance Demutualisation and the repeal of Insurance's 
constitution. 

The second Association Scheme must be approved by a majority of votes validly cast 
by Association Only Members eligible to vote; and 

a-meeting of Dual Members to consider, slid if thought fit, pass a resolution approving 
the third Association Scheme under which they consent to the Association Only 
Members participating in the Proposal by virtue of their becoming lnsurance 
Mem bers. 

The third Association Scheme must be approved by a majority of votes validly cast by 
Dual Members. 

Association is invested under the second Association Scheme with the authority of each 
Association Only Member to: 

agree on their behalf that they will become lnsurance Members; 
agree on their behalf that they will become Shareholders of NIGL; 
nominate as their alternative address for receipt of notices the address of Association; 
receive notices of meeting sent by lnsurance to its Members with no obligation to 
pass the notices on to them; and 
appoint a proxy to attend and vote in favour of the resolutions to be considered at the 
general meetings of lnsurance for the purposes of Steps 6 and 7. Any Association 
Member can revoke the proxy - see page 37 for details. 

A further application is made to the Court and, if it is satisfied that it should do so, the 
Court approves the Association Schemes; 

The Association Schemes become effective subject to: 
Association Members passing the special resolution under Step 1; 
a majority of: 
- the Association Members approving the first Association Scheme; 
- the Association Only Members (voting as a separate class).approving the second 

Association Scheme; and 
- Dual Members (voting as a separate class) approving the third Association Scheme; 
the Court approving each of the Association Schemes; 
lnsurance Members passing the special resolution under Step 3 to alter Insurance's 
constitution to allow Association Only Members to become lnsurance Members; 
lnsurance Members passing the resolution under Step 4; 
a majority of lnsurance Members present (personally or by proxy, attorney or 
representative) and entitled to vote on the resolutions approving the lnsurance 
Schemes under Step 5; and 
Financial Sector (Shareholdings) Act approval by the Federal Treasurer (see page 147). 

In addition, if the lnsurance Schemes i n  Step 5 are not approved by the Court, the 
lnsurance Demutualisation under Step 6 does not go ahead or the special resolution . 
(under Step 7) to repeal Insurance's constitution is not passed, the Association Schemes 
will be terminated. 

6.4 Step 3 lnsurance alters its constitution 
To give effect to the Proposal and to enable all Members to participate in the lnsurance 
Dernutualisation, the lnsurance Board has proposed to lnsurance Members alterations to 
the lnsurance constitution. The alterations proposed include the following: 

the constitution of lnsurance will be,altered toFimpose a qualified duty on the . 

lnsurance directors, once the Association Schemes become effective, to cause to be 
done everything which it is necessary for lnsurance and the lnsurance directors to do 
in order to implement the Proposal; 
the constitution of lnsurance will also be altered to allow Association Only Members to 
become lnsurance Members (and to provide for cessation of these Memberships if, 
for any reason, the lnsurance Demutualisation has not occurred by 31 December 
2000 or there is an earlier termination of the Schemes); and 
the constitution of lnsurance will also be altered to provide that any surplus on a 
winding-up of lnsurance is distributable to an institution having similar objects to 
Insurance, rather than being distributed to Association. This amendment will take 
effect as soon as the special resolution is passed. However, it will cease to operate if, 
for any reason, the lnsurance Demutualisation has not occurred by 31  December 
2000 or there is an earlier termination of the Schemes. 

The proposed alterations to Insurance's constitution can only be made if both a special 
resolution of lnsurance members and a resolution of the Association Board are passed 
Each of these resolutions must be approved by at least 75% of the votes validly cast. 

6.5 Step 4 lnsurance Members approve the 
financial benefits given to Association under the 
Business Relationship Agreements 

T,he related party provisions in Chapter 2E of the Corporations Law generally prohibit 
Insuraiice, as a public company and its controlled entities, from giving a financial benefit 
(broadly defined) to a related party of lnsurance without the approval of its Members 
(except where one of a number of limited exceptions apply which is not the case here). 

Under the Corporations Law, Association is a related party of lnsurance (being its parent 
entity) as a result of the practical control over lnsurance which Association enjoys 
through its special rights as a member of Insurance. Under the Business Relationship 
Agreements, lnsurance (and one of its subsidiaries) will give financial benefits to 
Association (see page 68). 

Accordingly, lnsurance Members must approve the making of the contracts under which 
the financial benefits will be given by lnsurance and its subsidiary to Association for the 
purpose of those related party provisions of the Corporations Law. 

The resolution to approve the material contracts must be approved by a majority of the 
votes validly cast by the lnsurance Members eliglble to vote+on the resolution. Association 
and any lnsurance directors who are also Association directors are not eligible to vote on 
that resolution unless they are merely acting as a proxy for another lnsurance Member 
who has directed them as to how to vote. 

6.6 Step 5 lnsurance Schemes 
The lnsurance Board has proposed to lnsurance Members two Schemes of Arrangement 
under whlch lnsurance Members (lncludlng Assoclatlon as a separate class of lnsurance 
Member) 3 -. 

consent to Association Only Members participating In the Proposal by virtue of their 
becoming lnsurance Members; 
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agree to become Shareholders of NIGL; and 
agree to appoint lnsurance as the agent of each lnsurance Member. The agent will 
vote on behalf of lnsurance Members on the lnsurance Demutualisation contemplated 
by Step 6 and the repeal of Insurance's constitution contemplated by Step 7 and will 
do the other things summarised below on their behalf. The purpose of having an 
agent is to allow Step 6 to proceed on the basis of Members' intentions (as expressed 
by the required majority of members at the lnsurance Scheme Meetings) without the 
need for Members to attend a further meeting andlor vote again on the issue of 
demutualising Insurance. The agent will appoint a proxy on behalf of all Association 
Members. Any lnsurance Member can revoke the proxy - see page 37 for details. 

To be effective, the lnsurance Schemes must be approved by the Court. The Court will 
consider the fairness of the lnsurance Schemes in giving its approval. 

Legal process for the lnsurance Schemes 
The following steps have been taken to implement the lnsurance Schemes: 

on 4 February 2000 ASlC completed its review of this document including, within it, 
the lnsurance Schemes; 
on 14 February 2000 the lnsurance Board approved the lnsurance Schemes (see 
pages 96 to 99); . 
on 14 February 2000 the Court ordered that a meeting of lnsurance Members be 
convened to consider the First lnsurance Scheme; and 
on 14 February 2000 the Court ordered that a meeting of Association in its capacity 
as a separate class of lnsurance Member be convened to consider the Second 
lnsurance Scheme. 

The following meetings will be held on 19 April 2000: 
a meeting of lnsurance Members to consider, and if thought fit, pass a resolution 
approving the First lnsurance Scheme; and 
a meeting of Association in its capacity as a separate class of lnsurance Member to 
consider, and if thought fit, pass a resolution approving the Second lnsurance Scheme 

The First lnsurance Scheme must be passed by a majority of votes validly cast by 
lnsurance Members. 

lnsurance is invested under the lnsurance Schemes with the authority of each lnsurance 
Member to: 

agree on their behalf to become Shareholders of NIGL; 
nominate as their alternative address for receipt of notices the address of Insurance; 
receive notices of meeting sent by lnsurance to its Members with no obligation to 
pass the notices on to them; and 
appoint a proxy to attend and vote at a general meeting of lnsurance to consider the 
lnsurance Demutualisation and the repeal of Insurance's constitution as contemplated 
by Steps 6 and 7. 

Any lnsurance Member can revoke the proxy - see page 37 for details 

The lnsurance Schemes become effective subject to: 
the Association Schemes becoming effective in accordance with their terms; 
the lnsurance Members passing the resolution under Step 4; 
the lnsurance Members passing the special resolution under Step 3; 
the Court approving the lnsurance Schemes; and 
Financial Sector (Shareholdings) Act approval by the Federal Treasurer (see page 147). 

In addition, if the lnsurance Demutualisation under Step 6 does not go ahead or the 
special resolution repealing Insurance's constitution under Step 7 is not passed, the 
lnsurance Schemes will be terminated. 

6.7 Step 6 lnsurance demutualises 
Demutualisation involves lnsurance changing from a company limited by guarantee to 
a shareholder-owned company under the Corporations Law. 

As part of the lnsurance Demutualisation: 
NlGL will become the sole shareholder of lnsurance and thus the holding company 
of the insurance and financial services businesses of the NRMA Group; and 
lnsurance Members will receive an allocation of Shares in NIGL. 

A separate meeting of lnsurance needs to be convened after Step 5 to approve the 
lnsurance Dernutualisation. This meeting cannot take place until after the Association 
Only Members become lnsurance Members (see Section 6.3 on page 35). 

Under Steps 2 and 5, each Member (regardless of whether they vote or wh~ch way they 
vote on the Association and lnsurance Schemes) will be deemed to have authorised the 
appointment of a proxy to vote on behalf of the Member in favour of the lnsurance 

. 

Demutualisation at the meeting to approve the demutualisation. However, any Member 
can revoke that proxy - see page 37 for details. 

The lnsurance Dernutualisation needs to be approved by a special resolution 
of lnsurance Members in general meeting. The proxy appointed by lnsurance acting as 
agent for lnsurance Members and the proxy appointed by Association acting as agent for 
Association Only Members who have become lnsurance Members will vote on behalf of 
all lnsurance Members (unless the Member revokes the proxy - see page 37). 

The lnsurance Demutualisation will not take effect until ASlC changes the detail? of 
Insurance's registration. ASlC must first publish a notice of its intention to change the 
registration. The change may be made one month after publication of that notice unless 

ASlC is prevented from so doing by a court order or an order of the Administrative 
Appeals Tribunal. 

At or about the lnsurance Demutualisation but before NlGL issues Shares to Members, it 
will adopt a new constitution (see pages 138 to 139 for a summary of NlGCs proposed 
constitution). 

6.8 Step 7 lnsurance repeals its constitution 
At the meeting to approve the lnsurance Demutualisation (referred to in Step 6), a 
special resolution will be proposed to reoeal Insurance's constitution with the effect that 
the replaceable rules in the corporations Law will aoolv to Insurance. The reoeal of 
lnsurance's constitution will not'take effect until ASIC changes the details of insurance's 
registration as referred to in Step 6. 

As a result, Association's remaining special rights as a member of lnsurance will be 
removed and other matters previously governed by the constitution will be governed by 
the replaceable rules in the Corporations Law, which allow for the payment of dividends 
and return of capital to members. 

Under Steps 2 and 5, each Member (regardless of whether they vote on the Association 
and lnsurance Schemes) will be deemed to have appointed a proxy to vote on behalf of 
the Member in favour of repealing Insurance's constitution. However, any Member can 
revoke that proxy - see page 37 for details. 

6.9 Step 8 Transfer of NRMA Building 
Society Limited 
NRMA Building Society Limited is intended to be transferred from lnsurance to NlGL at 
book value. The transfer of NRMA Building Society Limited is designed to ensure that the 
lnsurance Group complies with draft APRA guidelines. Financial Sector (Shareholdings) 
Act approval has been sought for this transfer (see page 147). 

6.1 0 Step 9 Road Service Customers invited 
to become Association members 
From 25 February 1999, people who became Road Service Customers generally were 
not invited to become Association Members. This is because that date was determined tp 
be the 'cut-off' date for determining which members would be eligible to participate in 
the Proposal, subject to the Membership Principles (see page 4-81. Irrespective of 
whether the Proposal goes ahead, it is expected that Road Service Customers will be 
invited to become Association members, but, if the Proposal goes ahead, they will not be 
eligible to participate in the Proposal or to receive Shares. 

The timing of this Step is difficult to accurately predict. If the Proposal goes ahead, the 
Association Board intends to take all necessary steps to invite Road Service Customers to 
become Association members as soon as possible after the lnsurance Demutualisation. 
Otherwise, it is intended that it occur as soon as possible after it is certain that the 
Proposal will not go ahead. 

6.1 1 Step 10 Listing 
The NlGL Board intends to issue an offer document and to apply to list on the Australian 
Stock Exchange during 2000. 

On or after the Listing Date, Shareholders may sell their Shares privately or through 
stockbrokers and other firms licensed to deal in shares. 

The NlGL Board will set up the Facility to assist Members who wish to sell some or all of 
their Shares on or near the Listing Date. Association will also sell down 80% of the 
Shares to be issued to it, if the Proposal goes ahead (see page 6). This will occur 
exclusively under the Facility. The NlGL Board currently intends (depending on the 
availability of Shares) that the Shares to be sold through the Facility will be offered to 
Members and institutional investors. For the purposes of establishing the Facility and 
obtaining listing, an offer document will need to be prepared. The offer document will set A 

out detailed financial and other information about the lnsurance Group. It is envisaged 
that the Facility will allow persons wishing to buy or sell Shares to indicate whether they 
wish to do so prior to the Listing Date. On or near the Listing Date, the Facility will 
operate to enable demand to buy Shares to be matched so far as reasonably possible 
with the supply of Shares from Association and those Members who wish to sell some or 
all of their Shares. It is not envisaged that the Facility will be underwritten. The Facility 
will be managed by one or more stockbroking firms. 

It is not possible to state with certainty when, or if, NlGL will list: Some uncertainty 
is inevitable given the volatility of share markets and economic conditions as well as the 
need to obtain Australian Stock Exchange approval to the listing. However, the NlGL Board 
anticipates that listing will occur during the second half of 2000. 

If NlGL has not listed within two years after the Dernutualisation Resolution Date, 
Members may lose special tax treatment in relation to the lnsurance Demutualisation 
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(see pages 42 to 43). However, the Federal Commissioner of Taxation has the power 
to extend that two-year period. Also, if NlGL does not list within 21 months after the 
Demutualisation Resolution Date, the NlGL Board is required by NlGCs constitution to 
present a proposal to the Shareholders in response to the circumstances that exist at the 
time (such as a proposed resolution to wind up NIGL) (see page 139). 

Capital raising on or before listing 
The constitution of NlGL contains provisions regulating the circumstances in which NlGL 
may raise additional share capital before it lists. Although the NlGL Board does not 
currently intend that NlGL will raise share capital before or at the time of listing; the NlGL 
Board wishes to retain the flexibility for it to do so. If NIGL does seek to raise share 
capital (for example, in connection with a major acquisition) that capital raising will be 
subject to NlGCs constitution. The constitution requires that, before the Listing Date, 
NlGL must not issue securities which are or may be converted into Shares without the 
approval of Shareholders in general meeting unless: 

the issue does not exceed 15% of the Shares of NlGL on issue within any 12-month 
period; or 
the issue falls within one of the exceptions contained in Listing Rule 7.2, which 
include pro rata rights issues and issues to fund the consideration under a takeover 
offer. 

Restrictions before listing 
NlGCs constitution contains a number of temporary provisions which will apply from the 
time the Proposal is implemented until the Listing Date. Among other things, the 
provisions prohibit (except in very limited circumstances) the transfer of any interest in 
Shares. 

These provisions are designed to help ensure: 

that Shareholders are not disadvantaged by selling their Shares in an unofficial market 
at a price that may be lower than may be available on or near the Listing Date; and 
stability during the period before-the Listing Date. 

These provisions end on the Listing Date. Further details of these provisions are set out 
on pages 138 to 139. 

Shareholding ,restriction 
The NlGL Board has carefully considered the question of the control of the lnsurance 
Group after the Proposal is implemented. It is committed to the principle that market 
forces should take effect in the ways allowed under Australian law dealing with takeovers. 
However, the NlGL Board believes that, in line with other major demutualisations around 
the world: 

it will take some time for the lnsurance Group to make the transition to a listed 
company structure; and 
it may take some time for the Share price to reflect accurately the value of the 
lnsurance Group. 

The initial Shareholders of NlGL will be Members. 

NlGCs constitution includes a limitation on any Shareholder owning (or otherwise being 
entitled to) 5% or more of the Shares in NlGL which applies for'five years after the Listing 
Date. Limits of this type are consistent with other major demutualisations in Australia. 

The shareholding limitations are explained more fully on pages 138 to 139 

'6.1 2 Further information about the agency and 
related proxies under the Schemes 

One element of some of the Association Schemes and the lnsurance Schemes is the 
appointment of agents who can appoint proxies to vote on behalf of all Members in order 
to complete the implementation of the Proposal. That appointment only occurs if Steps 1 
to 5 are approved. 

The reason that agents are appointed on behalf of Members is administrative. In other 
words, if Steps 1 to 5 are approved by Members then the actual implementation of the 
remaining technical steps can be attended to by agents for Members rather than by the 
M-embers themselves. The technical process of making Association Only Members 
lnsurance Members, the actual demutualisation of lnsurance and the repeal of 
Insurance's constitution, requires further action and meetings that involve all Members. 
Given that the full details of the Proposal and its implementation will have been disclosed 
to Members and voted on in Steps 1 to 5, requiring Members to attend further meetings 
and take further k t ion  is both a substantial expense and an inconvenience. 

However, some Members may either not approve of the Proposal or wish to vote on the 
later stages of the implementation of the Proposal directly, and therefore not want the 
agent to act on their behalf, or to appoint a proxy for them. 

In the event that Steps 1 to 5 are approved and the agents appointed, members will be 
able to call the Members' Information Line on 1300 361  646 to obtain the documents 
required to revoke the agency and the appointment of a proxy. Alternatively, members 
may revoke the agency and proxy simply by attending the meetings for Steps 6 and 7 
and voting in person. Notices will be published in major Australian newspapers closer to 
the time of the meetings contemplated in Steps 6 and 7 reminding Members of their 
capacity to revoke the agency and how to do so. 

6.13 Tax matters arising from features 
of the Proposal 
Division 9AA of the Tax Act contains special provisions dealing with the demutualisation of 
mutual insurance companies which satisfy certain criteria. The taxation consequences of 
the Proposal for Members produced by the application of Division 9AA to the 
demutualisation of Insurance, set out on pages 42 to 43, include: 

no taxation consequences arise for Members because of the extinguishment of their 
membership in Insurance; and . , 
Members will receive a statutory cost base for their Shares. 

For Division 9AA's special tax treatment to apply to the demutualisation of Insurance, it is 
necessary that the Shares be issued to certain classes of people. In general terms, the 
classes are limited to members and former members of Insurance. To enable Association 
Onlv Members to receive Shares and at the same time ensure that the soecial tax treatment 
applies to the demutualisation of lnsuranke, it is necessary for ~ssociatidn Only Members to 
become lnsurance Members orior to its demutualisation (see Steo 6). One of the ourmses 
of the Association Schemes in Step 2 IS to enable the ~ssociation' Only Members to become 
lnsurance Members within that time. 

The Australian Taxat~on Office has provided a non-binding opinion that no tax 
consequences arise for Association Only Members by reason of the acquisition of their 
lnsurance membership. 

Association Only Members 
The membership of lnsurance which ~isociation Only  embers obtain as a result of the 
Association Schemes will immediately expire if the demutualisation of lnsurance does not 
proceed (see page 34). No tax consequences should arise for Association Only Members 
from the expiry of their membership in Insurance. 

Insurance 
Division 9AA will operate to cancel the franking credit surplus of lnsurance and its wholly 
owned subsidiaries. The amount of that surplus is currently estimated to be $571 million 
as at 30 June 1999. However, franking credits cannot be passed on to lnsurance 
members while it is a mutual. 

If the Proposal is implemented, the ability of entities in the lnsurance Group to recoup 
tax losses which arise prior to the listing of NlGL will require careful tax management. 
In general, tax losses arising to a company can be deducted from assessable income 
derived by that company in later years where the company maintains the same majority 
owners. If the company does not maintain the same majority owners, tax losses can be 
deducted in later years only if the company satisfies the same business test (as that term 
is defined in the Tax Act). The tax loss provisions are difficult to apply to a mutual 
insurance company. Although the position is not clear, based on Australian Taxation 
Office administrative practice, it is exljected that lnsurance Group companies with 
unrecouped tax losses will be able to demonstrate that they have maintained the same 
majority owners in the period prior to listing. If any tax losses remain unrecouped at 
listing, it is likely to be more difficult for the relevant lnsurance Group company to 
demonstrate that it has maintained the same majority owners after listing. This will largely 
depend upon the level of turnover of shares in NIGL. If the lnsurance Group cannot 
demonstrate that it has maintained the same majority ownersithe relevant lnsurance 
Group company will need to satisfy the same business test. The same business test is 
strictly applied to each loss company within the lnsurance Group and it is unlikely to be 
satisfied if the relevant company acquires a new business, enters into a new joint venture 
or divests itself of an existing business. 

The lnsurance Group had significant carried forward tax losses as at 30 June 1999. Due to 
a recent court decision (10 December 19991, and the fact that, at this stage, the response 
of the Commonwealth Government to that decision is unknown, it is difficult accurately to 
estimate the magnitude of those carried forward losses. The recent decision of the court 
overturned a public ruling of the Commissioner of Taxation. The Commonwealth 
Government has not indicated how the law should apply to general insurance companies 
(like Insurance) which calculated their deductions for claims in accordance with the 
Commissioner's public ruling. Prior to the decision of the court, the carried forward losses 
of the lnsurance Group were approximately $105 million (the tax effect of which is 
$35.7 million). Should no amending legislation be introduced in response to the decision of 
the court (and the Australian Taxation, Office does not ordinarily seek the introduction of 
such legislation on a retrospective basis), those carried forward losses may reach 
approximately $537 million (the tax effect of which is $183 million). Management expect 
that following listing these carried forward tax losses will remain available to be recouped by 
the lnsurance Group. 

NlGL 
The Commonwealth Treasury and the Australian Taxation Office are yet to confirm whether 
a distribution from the initial balance of the shareholder funds recorded in NlGCs accounts 
will be recognised for tax purposes as a distribution of share capital or as a distribution from 
an unrealised profits reserve. In the event that the distribution is properly regarded for tax 
purposes as a distribution from unrealised profits reserve, distributions from the account 
will constitute taxable dividends to shareholders, making it less likely that such distributions 
will be made in the future. 



SECTION 7. A COMPARISON OF MEMBER AND SHAREHOLDER RIGHTS 

The table below sets out the general rights of Association Members and lnsurance 
7.1 About this Section Members (which includes Association) as they are at the date of this document, and 

This Section provides information about the membership rights of Association Members as they will be if the Proposal goes ahead. 
and lnsurance Members and the special rights Association has as a member of Insurance. 
This Section also provides information about the rights that you would have as a 
Shareholder in NIGL, if the Proposal is implemented in accordance with Section 6 
(pages 34 to 37). 

: Before the Proposal 

l 
Special rights as a member of Insurance. 

See Section 7.4 

I 

- - --- - - - - -- - - - - - -- 

if ;he ~ r o ~ o i a l  goes ahead Receives Shares in NIGL. 

i Will give up its special rtghts as 
a member of Insurance. 

I Will assrgn or license a number of NRMA 
! Trade Marks to the Insurance Group. 

These trade marks have been used by 
the lnsurance Group in its businesses 

I but are currently owned by Assocration. 

i 
See Section 7 4 

- .- - - - - -" - - - - . - 

7.2 Association Members' rights . 
Association Members currently have two sets of rights. 

Road service rights 
Association Members have the right to access road and related motoring services 
provided membership fees are paid as they fall due. 

General membership rights 
Association Members have the right to: 

vote on the election (or any removal) of Association directors. Each member has one 
vote; 
receive notices of general meetings of Association; 
attend, participate and vote at general meetings of Association (including the right to 
vote on any changes to Association's constitution). Each member has one vote; 
nominate a candidate for election or be nominated for election as an Association 
director; 
transfer (with the approval of the Association Board or its delegate) membership to 
another person who would be entitled to apply for membership; 
request a general meeting of members (with the support of at least 99 other 

. members); and 
propose a resolution to be considered at a general meeting requested by members. 

Association Members do not have any right to participate in any surplus assets on a 
winding-up of Association. On a winding-up, any surplus is to be transferred to another 
institution or institutions having objects similar to those of Association as determined by the 
Association members at or before the time of dissolution or, in default of such determination, 
by the Chief Judge in Equity of the Court, or othetwise to some charitable object. 

If the Proposal goes ahead: 
the road service and general membership rights of members will remain unchanged; 
and 

General membership rights and the right 
to access road and related motoring 
servces provided membership fees are 
paid as they fall due. 

As a condition of membership, Association 
Members have each given a guarantee of 
$2.10 that may be payable in the event of 
a winding-up. 

See Section 7.2 

Remain Association Members provided 
membership fees are paid as they fall due. 
Association continues as a mutual. 

Right to access road and related motoring 
services continues. 

Receive Shares in NIGL. 

See Sections 7.5 and 7.6 

Limited rights as lnsurance Members to 
influence Insurance. 

Policyholder rights. I 

As a co;ldition of membership, lnsurance , 
Members have each given a guarantee of ! 
$1.00 that may be payable in the event of , 
a winding-up. 

See Section 7.3 

I 
W -  - 7 

G~ve up membership r~ghts in Insurance. ' 

Receive Shares ln NlGL as part f 

of lnsurance Demutualisation. 

Poltcyholder rights remain unchanged. ; 
See Sections 7.5 and 7 6 

1 

Association Only Members: 
- will become lnsurance Members. A summary of the rights of lnsurance Members 

is set out in the left hand column of the table on pages 39 to 40; and 
- as lnsurance Members, will receive shares in NIGL in return for giving up their 

membership in Insurance. A summary of the rights of NIGL Shareholders is set 
out in the right hand column of the tables on pages 39 to 40. 

If the Proposal goes ahead, Association Only Members who become lnsurance Members 
will (in common with all other lnsurance Members) be liable during the time they are 
members or within one year afterwards to contribute $1.00 to the assets of lnsurance in 
the unlikely event lnsurance is wound up. It is not expected that those Association Only 
Members who become lnsurance Members will be members of lnsurance for more than 
a few months. In any event that membership ceases on the issue of NIGL Shares. 

Association Members have given a similar guarantee to contribute $2.10 to the assets of 
Association in the event Association is wound up. 

As part of the Proposal, Association's constitution will be altered to: 
impose a duty on the Association directors, once the Association Schemes become 
effective, to cause to be done everything which is necessary for Association and the 
Association directors to do in order to implement the Proposal; and 
remove the object in Association's constitution of providing or arranging insurance for 
Association Members. 

7.3 lnsurance Members' rights 
If the Proposal goes ahead, lnsurance Members (including Association and Association 
Only Members who become lnsurance Members by reason of the Proposal) will receive 
Shares. It is important for members to understand what membership rights in lnsurance 
are being given up and how they compare with the rights members will have as 
Shareholders in NIGL. 
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Although lnsurance Members will give up their membership rights in Insurance, the 
rights of lnsurance Members as policyholders (including policy features and benefits) will 
not change as a result of the Proposal. 

lnsurance Members presently have only limited rights to influence Insurance. lnsurance 
Members have the right to receive notices of and vote at general meetings, including the 
right to vote on changes to Insurance's constitution or on the removal of Insurance's 
directors. lnsurance Members also have the right to request a meeting of members 
(with the support of 99 other members) and to propose a resolution to be considered 
at such a meeting. 

lnsurance Members' rights to influence lnsurance are limited because they are subject 
to the special rights held by Association as a member of Insurance. However, if the 
Proposal goes ahead, Association will give up its special rights in Insurance. 

director, to remove a director permanently against the wishes of Associatio.n, the 
constitution of Insurance would also ?eed to be altered; 
on a winding-up, Association is entitled to any surplus assets of Insurance; 
the objects of lnsurance include generally to assist and co-operate with Association 
in the attainment and promotion of Association's objects; 
extra remuneration provided to lnsurance directors who,perform additional duties 
must be approved by Association directors; and 
Association's special rights as a member of lnsurance (including the above rights) 
may only be changed with Association's consent, which must be by a resolution of 
the Association Board approved by 75% or mpre of the votes validly cast. 

If the Proposal goes ahead, Association,will receive Shares and will give up its special 
rights as a member of Insurance. . 

A comparison of the present rightsof lnsurance Members and those of NlGL 
Shareholders is set out in the table on pages 39 to 40. 

7.5 MiGB Shareholders' rights 

7.4 Association's special rights in lnsurance 
Assoc~at~on has the followlng spec~al rlghts as a member of Insurance. 

the Assoc~at~on Board has the power to appolnt and remove lnsurance dlrectors 
A majority of lnsurance dlrectors must be Assoc~at~on dlrectors, 
the pres~dent of Assoc~at~on 1s by vlrtue of that offlce a dlrector and the chalrman 
of Insurance, and has a castlng vote at general rneetlngs and at lnsurance Board 
meetlngs; 
wh~le the lnsurance Members have no Dower to a~pornt lnsurance dlrectors, . . 
lnsurance Members may by ordlnary resolution remove any lnsurance director 
(including the chairman). However, as Association may reappoint a person as a 

By exercising their Shareholders' rights (as set out on pages 39 to 401, Shareholders will 
be able to influence NlGL by voting to elect or remove directors of NlGL and to amend 
NlGCs constitution. The Shareholders' economic interest is reflected in their right 
to receive dividends and in their opportunity to participate in any growth in the value of 
NlGL as reflected in the Share price. There is ridcertainty that dividends will be paid or 
that the value of NlGL or its Shares will increase. When NlGL is listed, Shareholders will 
have additional protections under the Listing Rules, which are not described in the 
comparisons set out below. For example, the Listing Rules require Shareholder approval 
for significant transactions including certain major capital raisings and certain related 
party transactions. 

lnsurance Members, Association Members-and Shareholders are also protected by 
statutory and general company law. 

7.6 Comparison of present rights of lnsurance Members and rights of NlGL Shareholders 
The followlng table provldes a comparison of the present r~ghts of lnsurance Members wlth the r~ghts of Shareholders In NlGL ~f the Proposal goes ahead: 

Source of rights 
Membership rights in Insurance Shareholders' rights in NlGL 
Your ellg~bll~ty for membersh~p der~ves from your ellglble pollcles (and your orlglnal Your rlghts will derlve from your shareholdlng In NlGL and 
membersh~p of Assoc~at~on) and your membersh~p r~ghts are conferred prlmarlly under. . N ~ G C ~  constltutlon, 

1 L 

Insurance's const~tut~on, and company law, and 
company law the L~stlng Rules , 

These rlghts are In addltlon to the rlghts members have as policyholders. Pol~cyholders' r~ghts are unaffected by the Proposal. . : 

Permanency of rights 
Membership rights in lnsurance 
Your right to membership derives from your policies (and your original membership of 
Association). This means that unless you keep your Association membership current and 
policies renewed, you will eventually lose your membership rights for no compensation 
when your last eligible policy ends for any reason, including expiry, non-renewal, 
cancellation or forfeiture. 

If you are an Association Only Member who becomes an lnsurance Meniber as a result of 
the Proposal, your membership of lnsurance will cease if the Proposal does not go ahead. 

Shareholders' rights in NlGL : 
Shares are a form of property. Your Shares remaln regardless of whether your pollc~es 
continue or whether you remaln a member of Assoc~at~on. You lose the rlghts attaching 
to your Shares once you are no longer the registered owner of those Shares, for example 
where you sell the Shares to another person. 

Right to receive notice of general meetings 
Membership rights in lnsurance 
In general terms, membership in lnsurance carries the right to receive notice of general 
meetings. Notice is given by: 

delivering it to the lnsurance Member personally; 
sending it by post, contractor, agent, electronic means or otherwise to the lnsurance 
Member; 
publication in a newspaper circulating generally in New South Wales; or 
publication in or accompanying the 'Open Road' Magazine. 

Under company law, notice may also be given by sending it to the fax number nominated 
by the lnsurance Member. 

Right to attend, speak at and demand a poll at general meetings 
Membership.rights in lnsurance 
lnsurance Members and their proxies, attorneys and representatives (for Members which 
are corporations) have the right to attend and speak at general meetings. 

A poll can be demanded by the chairman of the meeting, by at least five lnsurance . 
Members present in person or by proxy entitled to vote on the resolution or by any 
lnsurance Member(s) present in person or by proxy and representing at least 5% of the 
votes that may be cast on the resolution on a poll. 

Shareholders' rights in NlGL - 
In general terms, every Share carries the right to receive FoJice of general meetings. 

1. Notice is given by: 

sewing it on the Shareholder; . . 
. sending it by post, facsimile or electronically to the Shareholder. 

. ., . - .  
. . 

Shareholders' rights in NlGL 
Shareholders and thelr proxies, attorneys and representat~ves (for Shareholders whlch are 
corporat~ons) have the rlght to attend and speak at general meetlngs. , 
Slmllarly to Insurance, a poll can be demanded by the chalrman of the rneetlng, by at 
least f~ve Shareholders present rn person or by proxy entrtled to vote on the resolut~on or 

- by any Shareholder(s) present In person or by proxy and representing at least 5% of the 
votes that may be cast on the resolut~on on a poll 
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Right to elect and remove directors 
Membership rights in Insurance Shareholders' rights in NlGL 
Insurance Members have no rights to appoint directors. The Shareholders can vote to elect and to remove a director. 
The Association Board has the power to appoint and remove directors of Insurance. A majority of the Each year, one-third of the NlGL directors (other than a sole managing 
Insurance Board must comprise Association directors. director) must retire. The NlGL directors who retire are eligible to be 
The president from time to time of Association is by virtue of that office a director and the chairman of re-elected, subject to the Law. 
directors of Insurance., 
lnsurance Members may by ordinary resolution remove a director (including the chairman). However, 
as Association may reappoint a person as a director, to remove a director permanently against the 
wishes of Association, the constitution of lnsurance would also need to be altered. 

Voting rights 
Membership rights in Insurance Shareholders' rights in NIGL 
Generally, all lnsurance Members are entitled to vote (in person or by proxy, attorney or representative). Generally, all Shareholders are entitled to vote (in person or by proxy). 

Under Insurance's constitution, each Insurance Member who is entitled to vote: Under NlGCs constitution, each Shareholder who is entitled to vote: 

has one vote on a show of hands; and has one vote on a show of hands; 
has one vote on a poll. on a poll has: 

In the case of an equality of votes, whether on a poll or a show of hands, the chairman of the meeting is - one vote for each fully paid Share they hold; or 

entitled to a casting vote. - a fraction of a vote for each partly paid Share they hold. 

lnsurance Members currently enjoy equal voting rights (that is, each lnsurance Member has one vote). Of have proportional rights (that is* One vote per 
Share on a poll). 

Rights to requisition general meetings (and related rights) 
Membership rights in Insurance Shareholders' rights in NlGL 
Under Insurance's constitution and company law, certain rights may be exercised by Insurance Shareholders have the same rights under NlGCs constitution and company 
Members who are together entitled to at least 5% of the votes or 100 Insurance Members who are law as Insurance Members have in relation to Insurance to requisition 
entitled to vote at a general meeting. general meetings of NIGL, to propose resolutions and have statements 
These are the right to: circulated. 

request the lnsurance Board to convene a general meeting; 
require Insurance to: 
- give to lnsurance Members entitled to receive notice of a general meeting sent to them, notice of 

any resolution that may be properly moved at that meeting which must be considered at the next 
general meeting that occurs more than two months after the notice is given; and 

- circulate to lnsurance Members entitled to receive notice of any general meeting sent to them, a 
statement of not more than 1,000 words with respect to the matter referred to in any proposed 
resolution or the business to be dealt with at that meeting. 

Unless lnsurance receives the notice or statement in time for it to be sent with the notice of meeting or the 
lnsurance Members resolve in general meeting that lnsurance meets the expense, the lnsurance 
Members making the request are jointly and individually liable for the expenses of doing the above things. 
Under company law, a general meeting of lnsurance may be called by lnsurance Members themselves 
if they are together entitled to at least 5% of the votes that may be cast at the general meeting (but if 
they call it themselves, they must pay the expenses of calling and holding the meeting). 

Right to transfer membership or Shares 
Membership rights in Insurance Shareholders' rights in NIGL 
Membership rights in Insurance cannot be transferred. If you no longer hold an eligible policy, you You can sell your Shares on or after the Listing Date (and in very limited 
immediately cease to be an Insurance Member. circumstances before the Listing Date). 

After listing, there will be a limitation on any Shareholder owning 
(or otherwise being entitled to) 5% or more of the Shares in NIGL. 
This limitation applies for five years after the Listing Date (see pages 42 , 
and 138 to 139). . 

Winding-up rights 
Membership rights in Insurance Shareholders' rights in NlGL 
Any surplus assets remaining on the winding-up or dissolution of lnsurance (other than for purposes of In general terms, every Share carries the right in a winding-up or reduction 
reconstruction) after the payment of Insurance's liabilities and the expenses of winding-up or dissolution of capital of NlGL (subject to the provisions of the Corporations Law 
must be applied or given or transferred to: relating to the payment of creditors): 

Association; to be repaid the capital paid up on the Share; and 
or, if Association has ceased to exist, then to: to receive a share of any surplus assets of NIGL. 
- such other association having objects similar to Association; or 
- such other company having objects similar to those of lnsurance as determined by the lnsurance 

Members at or before the time of the winding-up or dissolution; or 
- in default of the above by any judge of the Court in its equitable jurisdiction. 

As part of the Proposal, lnsurance Members will be asked to consider a resolution to amend 
Insurance's constitution so that any surplus on a winding-up is distributable to an institution having 
similar objects to Insurance, rather than being distributed to Association. 

Rights in relation to distribution of profits 
Membership rights in Insurance Shareholders' rights in NlGL 
lnsurance is nbt able to distribute its profits to lnsurance Members. It may only deal with any surplus on In general terms, Shareholders of NlGL are entitled to receive any dividend 
a winding-up or dissolution in the manner described above. payments that the NlGL Board decides will be paid from time to time, 

As part of the Proposal, lnsurance Members will be asked to consider a resolution to amend out of current profits and profit reserves. 

Insurance's constitution so that lnsurance may pay dividends and make returns of capital to NIGL. 
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The information about Shares in this Section 8 
assumes that the Proposal goes ahead. 

8.1 Who will receive Shares? 
On the demutualisation of lnsurance you will receive Shares if you were: 

an Insurance Member at the Register Date; I 

an Association Only Member at the Register Date;.or 
a legal personal representative of a Deceased Member in the circumstances set-out 
on page 42. 

Most Members will receive their Shares directly. However, if you'live outside Australia, 
you need to read Section 8.14 on page 42. 

Membership of Association and lnsurance arises under the constitutions of Association 
and Insurance. An explanation of these membership rules is set out on pages 47 to 49. 

8.2 How many Shares will you receive? 
The number of Shares which will be allocated to you if you remain a Member until the 
Register Date is set out on the Share Allocation Form enclosed with this document. 

Details of how your Share Allocation has been calculated are set out in the Share 
Allocation Rules on pages 43 to 47. 

The Share Allocation Rules take account of the following factors in determining your 
Share Allocation: 

0 membership of Association; . . 

length of Association membership; 
membership of Insurance; and 
number of lnsurance policies. 

The Boards have approved the Share Allocation ~ i l e s ,  which were based 
on a recommendation by PricewaterhouseCoopers, who considers that they provide a fair 
and reasonable basis for allocating Shares (see page 121). 

Deloitte Corporate Finance has concluded that 'in the overall context of the Proposal, the 
Share Allocation Rules are fair and reasonable' (see page 62). 

Ernst & Young Corporate Finance has reviewed the Share Allocation Rules and is in . 

agreement with the opinion of PricewaterhouseCoopers, as consulting actuary, subject to 
the limitations set out in Sections 6.3.4 and 7.3.3 of Ernst & Young Corporate Finance's 
report (see pages 81 to 82 and 87). 

If you have any questions about the number of Shares allocated to you see page 49 for 
details on how to resolve queries or disputes. 

Association and lnsurance jointly reserve the right to correct the allocation of Shares 
shown on your Share Allocation Form if it is found to be incorrect (see page 47). 

In total, lnsurance Members (including Associatton Only Members who become 
lnsurance Members under the Proposal but excluding Association) and the legal 
personal representatives (or their nominee) of certain former lnsurance Members will 
receive 90% of the Shares issued under the Proposal. 

8.5 How much will your Shares be worth? 
The value of your Shares will reflect: 

the value of the lnsurance Group, lnclud~ng Insurance's capltal and anticipated future 
profits; and t 

any premium or discount whlch the share market may place on the value of the 
lnsurance Group's businesses after the Shares are Ilsted. 

Ernst & Young Corporate Finance estimates the market price of a Share, had the 
Proposal been implemented and the shires traded on Australian Stock Exchange as at 
14 February 2000 (the date of its report), would have been between $2.60 and $3.00 
per Share based on the issue of 1,465 million Shares. The estimation of the market price 
of a Share provides an indication of the value that could be accessed by Members under 
the Proposal. The basis of this estimate is discussed on pages 91  to 94. 

~emberk  should be aware that the ?stimate referred to above is based on the financial 
position of Insurance, the conditions of the insurance industry, tustralian economy and 
financial markets as at 14 February 2000. The estimate is subject to changes in the 
market assessment of NlGL and the overall state of the market at the Listing Date and 
beyond and may vary significantly from the prices estimated. The estimate will also be 
affected by the contents of the offer document issued prior to the Listing Date and other 
information disclosed about NlGL and Insurance. 

Deloitte Corporate 6nance conducted a review of the estlmate of the market price of a 
Share prepared by Ernst & Young Corporate Finance and concluded that the valuation 
conclusions reached by Ernst & Young Corporate Finance are reasonable (see page 60) 

Pr~cewaterhouseCoopers, ~n ~ts  role as consulting actuary, made ~ t s  own estlmate of the 
value of the Shares for the purpose of developing ~ t s  recommendat~ons on the allocation 
of Shares under the Proposal and for preparing capital adequacy models In relatlon to 
Assoclat~on, based on the Shares to be issued to Assoclatlon under the Proposal 
Pr~cewaterhouseCoopers est~mated that each Share would be worth between $2 18 and 
$2 73 as at 14 February 2000 (see page 130) ' 

Based on the estlmates of market prlce riferred to above, NlGL will be capltallsed at 
between $3,200 million and $4,395 mllllon were the Proposal to go ahead and the 
Shares traded on the Australian Stock Exchange on 14 February 2000 Thls value 
excludes any takeover or control premlum or any Impact from the extent to whlch 
Members elect to retaln or sell thelr Shares. 

These are only estimates. The actual market price on and after the Listing Date may be 
higher or lower. It will vary to the extent that there is a material change in any of the 
following factors before or at the Listing Date: 

the financial position, performance, trading and operating conditions and prospects 
and mix of the lnsurance Group's businesses; 
the general insurance industry and the competitive environment facing the lnsurance 
Group; 
investment market conditions, including the nature and extent of other equity capital 
market raisings; 
the economic, monetary, regulatory or'tax regimes affecting the lnsurance Group's 
businesses; 
the share market's rating of the general insurance sector; and 
the timing and extent of stock exchange index weighting.. 

The market price will also be affected by the extent to which Members elect to retain or 
sell their Shares on or after the Listing Date. 

Association will receive 146.5 million Shares (10% of the Shares issued under the 
Proposal). 

8.6 Will you receive dividend payments? 
8.3 When will you receive your Shares? 
The Shares will be Issued by NlGL provided you remaln a Member untll the Reglster Date 
and the Proposal goes ahead Shares are expected to be Issued around the mlddle of 
2000 NlGL will send you a statement conflrmlng your shareholdlng Instead of Issuing 
share certificates. 

8.4 Will you have to pay for your Shares? 
You will not have to pay any money for your Shares. you will receive an allocation of 
Shares in exchange for certain rights that are given up under the Proposal. For details of 
the rights given up by Association Members, see page 50. For details of the rights given 
up by lnsurance Members, see page 68. 

Ityou keep your Shares, you will recelve any dlvldends that NlGL may pay from time to 
time However, the NlGL Board Intends that no dlvldends will be pald by NlGL before the 
Llsting Date. The NlGL Board antlc~pates~that followlng the L~st~ng Date NlGL will pay 
dlvldends twlce yearly 

The amount of dlvldends ( ~ f  any) pald to Shareholders will depend on the lnsurance 
Group's performance On the lnsurance Demutuallsat~on, all frank~ng credlts held by 
lnsurance and ~ts  wholly-owned subsldiarles will be extinguished The extent to whlch 
d~vldends paid to Shareholders can be franked for tax purposes will depend on tax pald 
by entitles rn the lnsurance Group, partrcularly followlng the lnsurance Demutual~sation 
At this stage it IS not posslble to predict with any level of certainty the llkely level of 
franking, ~f any, of dividends 

The NlGL Board will consider presenting a dividend reinvestment plan for the 
Shareholders of NlGL to approve after the Listing Date. 
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8.7 How and when can you sell your Shares? 
You will be able to sell your Shares on or after the Listing Date. NlGL intends to list on the 
Australian Stock Exchange in the second half of 2000. 

NlGL intends to issue an offer document, before the Listing Date, setting out detailed 
financial and other information about the lnsurance Group. The NlGL Board also intends 
to establish the Facility to enable Members to buy or sell Shares on or near the Listing 
Date. You will receive more information about the Facility closer to the Listing Date 
(see page 36 for further details). 

You will not be able to sell your Shares (or dispose of any interest in them) before the 
Listing Date except in very limited circumstances -see page 138. This restriction, which 
is consistent with other Australian demutualisations, will help ensure that Members are 
not disadvantaged by selling their Shares in an unofficial market at a lower price than 
may be available on or near the Listing Date. If listing is significantly delayed the 
proposed NlGL constitution will require the NlGL Board to put forward a proposal for 
consideration at a general meeting of NlGL which may include amendment of this 
restriction (see page 139). 

After listing, there will be a.limitation on any Shareholder owning (or otherwise being 
entitled to) 5% or more of the Shares in NIGL. This limitation applies for the five years 
after the Listing Date. There are conditions and exceptions to this limitation 
(see pages 138 to 139). 

Although the NlGL Board intends that NlGL will list during 2000, it is not possible to be 
certain when, or if, NlGL will list. 

8.8 Will selling your Shares affect your 
road service rights? 
Your right to access road and related motoring services will not be affected in any way if 
you sell your Shares. 

8.9 Will selling your Shares affect your policies? 
Your rights as a policyholder will not be affected in any way if you sell your Shares. 

8.10 Will you be able to buy more Shares? 
You may wish to participate in the Facility (see Section 8.7 above and page 36). On and 
after the Listing Date, you will be able to buy more Shares in NIGL. You can do that 
through stockbrokers or other firms licensed to deal in shares. The market price of 
Shares will change from time to time. 

8.1 1 What rights will you have as an NlGL 
Shareholder? 
The rights of Shareholders in NlGL are described on pages 39 to 40. 

8.1 2 How will Association sell down 
its shareholding? 
Association must sell down its shareholding in NlGL through the Facility so that it holds 
29.3 million Shares (initially representing approximately 2% of the Shares) following 
the listing of NIGL. For a certain time, Association must maintain that shareholding 
(see page 145). 

8.13 What if you are the legal personal 
representative of a Deceased Member? 
Where a Member died after 25 February 1999, Share Allocation Rule 4.2 applies 
(see pages 46 to 47). This provides that, as a general rule, the Deceased Member's legal 
personal representative (or a beneficiary nominated by them) will be entitled to the Share 
Allocation which would have been allocated to the Deceased Member had they lived 
(and remained a current Member). This allocation is separate from and in addition to any 
allocation the legal personal representative (or the nominated beneficiary) may receive in 
their own right. 

However, a special rule applies for the legal personal representatives of Deceased 
Association Only Members. Shares can only be issued to Members or former Members of 
Insurance. Where the Deceased Member.was an Association Only Member at midnight 
on 25 February 1999 and died before the Register Date, their legal personal 
representative (or a beneficiary nominated by their legal personal representative) must . 

become an Association Member by the Register Date or an lnsurance Member by the 
date on which lnsurance demutualises to be entitled to any Shares in respect of the 
Deceased Member. 

For all other legal personal representatives (or a beneficiary nominated by them) to be 
issued Shares on demutualisation: 

the legal personal representative must have provided Association or lnsurance with 
appropriate proof of their authority to act in respect of the Deceased Member's estate 
and, if applicable, nominated a recipient for the Shares (being a beneficiary of the 
Deceased Member); and 
the legal personal representatwe (or a beneficiary nominated by them) must have 
agreed to become a member of NlGL if they have not already done so. 

If either condition is not met by the time lnsurance demutualises, then the Shares will not 
be issued until both conditions have been satisfied. Therefore, where a legal personal 
representative is not issued Shares on demutualisation because of this rule, they must 
provide appropriate proof of their authority to act and agreement to become a member of 
NlGL before the Shares allocated in respect of the Deceased Member will be issued to 
them. 

8.14 What if you live outside Australia? 
If your membership address recorded on the Association andlor lnsurance members' 
registers indicates that you live outside Australia, you are an Overseas Member and.you 
will not directly receive the Shares allocated to you if the Proposal goes ahead. Instead, 
those Shares will be issued to the trustee of the Entitlements Trust. Any references in this 
document (or the other documents sent to you with this document) to Members receiving 
Shares or exchanging membership rights in lnsurance for Shares should be read on this 
basis. 

The trustee of the Entitlements Trust will be'obliged to: 
hold the Shares allocated to you on trust for you; 
use its best endeavours to sell the Shares and the Shares allocated to other Overseas 
Members through the Facility or, if that is not possible, at the first reasonable 
opportunity (and in any case within 12 months) after the Listing Date; and 
pay to you the net proceeds of sale of your Shares (on an averaged basis so that all 
Overseas Members receive the same price) and any dividends or other income 
referable to those Shares (less any tax and expenses). 

This approach has been adopted to minimise the need to comply with a multiplicity of 
overseas securities laws and regulatory requirements. 

If you require further information, please ring (61 2) 9292 9115 and if necessary leave a 
message with your contact details so that we may phone you. When returning your proxy 
forms, you will need to affix the necessary postage stamps, as reply paid postage only 
applies within Australia. 

p- 

8.1 5 What are the-tax consequences f o r e m b e r s  
of the Proposal? 
The following is a general summary of the income tax implications of the Proposal for 
Members (including those Association Only Members who become lnsurance Members 
under the Proposal). 

As the tax consequences may vary depending upon the specific circumstances of each 
Member, Members should seek their own independent advice. That is especially so for 
Members who trade in Shares or who acquire Shares for resale at a profit. In particular, 
non-resident Members are advised to seek advice concerning any tax liability they may 
have in their place of residence. 

The tax consequences discussed below are based on the existing law or formal - 
announcements of the Australian Treasurer. Except as discussed below, changes to the 
law which may arise following the 1999 Review of Business Taxation (the Ralph 
Committee Report) are not discussed. Changes of that type cannot be ascertained with 

-any certainty. 

Australian residents 
Preliminary steps 
The Australian Taxation Office has given a non-binding opinion confirming that no 
income tax consequences accrue to Members as a result of those steps of the Proposal 
carried out before the Demutualisation Resolution Date. These steps include the 
amendments made to the constitutions of lnsurance and Association and the acquisition 
of membership in lnsurance by the Association Only Members. 

Division 9AA 
Division 9AA of the Tax Act contains special provisions dealing with the demutualisation 
of insurance companies. 
lnsurance has received a non-binding opinion from the Australian Taxation Office that the 
provisions of Division 9AA of the Tax Act will apply to the lnsurance Demutualisation as 
long as NlGL is listed within two years of the Demutualisation Resolution Date,or such 
later time as the Federal Commissioner of Taxation may allow. 

Accordingly, the lnsurance directors have been advised that the income tax 
consequences of the lnsurance Demutualisation for lnsurance Members (including those 
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Association Only Members who become Members of lnsurance under the Proposal) can 
be summarised as follows: 

lnsurance Members w~l l  not have to pay tax when they glve up thelr membershlp 
rlghts In Insurance, 
lnsurance Members will not have to pay tax when they recelve Shares In NIGL; 
~f an lnsurance Member disposes of some or all of thelr Shares after the llstlng 
of NIGL, for the purposes of calculatlng any capltal galn or loss, the lnsurance 
Member will be treated as havlng acqulred each Share on the Demutual~sat~on 
Resolut~on Date for a cost base calculated by reference to the lower of 
- a statutory value of lnsurance as determined under Dlvlslon 9AA of the Tax Act 

(whlch IS based upon the 'net tanglble asset value' of lnsurance as deflned In that 
Dwlslon), or 

- the closlng prlce at whlch Shares In NlGL are traded on the Australian Stock 
Exchange on the Llstlng Date. 

The statutory value is not currently determinable. As an indication, the statutory . 
valye, had the Proposal been implemented on 30 June 1999, would have been 
$2.226 billion (approximately $1.52 per Share). This estimate.is an indicative figure 
only and the statutory value may be higher or lower than this amount. The exact , 

figure will need to be confirmed by the Australian Taxation Office and will be set out in 
any offer document issued by NlGL prior to listing, if the Proposal goes ahead. 

As a result of recently enacted amendments to the Tax Act, lnsurance Members who 
are lndlvlduals or trusts and who hold thelr Shares for at least 12 months after the 
Demutual~sat~on Resolut~on Date may have thelr capltal galn taxed on half the 
difference between the dlsposal prlce and the cost base lnsurance Members who 
are complylng superannuatlon funds, complylng approved deposit funds or pooled 
superannuatlon trusts and who hold thelr Shares for at least 12 months after the 
Demutual~sat~on Resolut~on Date may have thelr capltal galn taxed on two-thlrds of 
the drfference between the dlsposal prrce and the cost base, 
~f an lnsurance Member dlsposes of some or all of thelr Shares before the llstlng of 
NlGL (whlch they may only do In very llmlted c~rcumstances - see page 138) 
- any capltal loss on the sale will be disregarded, and 
- for the purpose of calculatlng any capltal galn you will be treated as having 

acqulred each Share on the Demutual~sat~on Resolut~on Date for a cost base 
based on a statutory value (see above), and 

where an lnsurance Member is a superannuatlon fund trustee who IS Issued or dlstrlbuted 
Shares In NlGL to hold on behalf of a member of the fund and ~f wlthln 30 days after 
recelvlng the Shares the trustee allocates an amount representing the Member's 
contrlbutlon In respect of the Shares to the member In the records of the fund, then 
- when the trustee pays an eligible termlnatlon payment to the fund member, the 

undeducted contrlbutlons In relatlon to the eligible termlnatlon payment a 
Increased by an amount calculated by reference to the total cost base of the 
Shares allocated to the fund member; andlor 

- when the trustee pays a superannuatlon penslon or an annulty to the fund 
member, the undeducted purchase prlce in relatlon to the superannuatlon penslon 
or annulty is Increased by an amount calculated by reference to the total cost base 
of the Shares allocated to the fund member 

Overseas residents 
The tax consequences of the Proposal (including the receipt of Shares) may be different 
for an lnsurance Member (including an Assoclation Only Member who,becomes an 
lnsurance Member under the Proposal) who IS not a resident of Australia. Non-resident 
lnsurance Members will need to seek their own advice on the Australian and foreign 
taxation consequences of the Proposal to them. 

8.16 What are the pension or allowance 
consequences of receiving Shares? 

If you or your dependants receive a pension or allowance you need to consider whether 
as a result of receiving Shares your (or their) entitlements will be reduced or lost. 

ACOSS was engaged to analyse and report on the likely effect of the proposed 
demutualisation of lnsurance and resulting allocation of Shares on those Members in , 
receipt of pensions or allowances. The report was based on an average Share Allocation 
with a value of $3,000 to each Member and assumed that 65% for the 1.7 million 
persons in receipt of pensions and allowances in New S6uth Wales and the ~ustialian 
Capital Territory were Members. Based on these assumptions, the key findings were: 

about 240,000 Members (or 23% of the estimated number of Members in receipt of 
pensions or allowances) will have their pension or allowances reduced by $1 to $2 
per fortnight; and 
approximately 1,200 Members (or 0.12% of the estimated number of Members in 
receipt of pensions or allowances) will lose their entitlement. Those persons who lose 
their pension entitlement will also lose entitlement to the Pensioner Concession Card, 
which entitles pensioners to the full range of concessions provided by State and local 
governments. Those Members affected are those in receipt of a reduced rate of 
pension or allowance. , 

Members who believe the Proposal may affect their pension or allowance entitlement or 
who wish to find out more information about these,consequences of the Proposal can call 
the Pensions and Retirement Information Hotline on 1300 138 837.  
The Department of Family and Community Services ('FaCS:) and Centrelink are aware of the 
Proposal. FaCS has advised that the Sha~es will not be assessed under the social security 

income and assets tests before NlGL lists oil the Australian Stock Exchange. Also, the value 
of the Shares issued will not be treated as income under the social security income test at 
the time they are issued. ' . , 
From the Llstlng Date, the Shares will be taken Into account under the lncorne and 
assets tests In the same way as llquld assets, that a. 

under the assets test, the market value of the Shares will be counted as an asset, and 
under the Income test, the Shares will be Included wlth other flnanclal Investments, 
and the deemlng rates will apply to determine the lncorne you will be taken to have 
recelved from these Investments ; 

Whether thls will reduce your penslons or allowances (or those of your dependants) will 
depend on the value of the Shares you recelve, and on the level of your other Income 
and assets Your penslon or allowance payments may not be affected at all because the 
soclal security Income and assets tests allpw customers to have lncorne and assets up to 
certaln amounts wlthout any reduction In payment You should obtaln your own flnanclal 
advlce speclfic to your c~rcumstances. 

I , 
If you would like more lnformatlon about any effects of your Share Allocatlon on your 
penslon, allowance, or other payments; yqu should contact Centrelink or the Department 
of Veterans' Affalrs directly. Check your local telephone directory for numbers 

You can obtain information on social security matters by ringing Centrelink. 

If you receive a veterans' affairs payment,'contact your nearest Department of Veterans' 
Affairs office. _ .  . : 
Remember that you must advise Centrelink or the Department of Veterans' Affairs of your 
Share Allocation. 

8.17 Will NRMA directors, executives and 
employees receive Shares? 

Assoclatlon, lnsurance and NlGL dlrector; and NRMA executives and employees will not 
recelve any Shares under the Proposal except as Members I 

All dlrectors of Assoclatlon, lnsurance and NlGL are Assoclatlon Members and, except In 
the case of Mr M A Coyne, Mr A R Sanchez, MS F J Srngleton and Mr I F Yates, lnsurance 
Members and as Members, along wlth the NRMA executives and employees who are also 
Members, will recelve Shares In respect of their membershlp In accordance with the 
Share Allocatlon Rules 

The NlGL Board will not Introduce any sh>re or share optlon plans for dlrectors, senlor 
management or other employees prior to the Llsting Date. It IS llkely that Shareholders of 
NlGL will be asked to consider the ~ntroductlon of share or optron plans for drrectors, 
senior management and other employees some tune after Ilstlng. No plans of thls type 
have yet been developed. 

The Share Allocation Rules set out special provisions for calculating the number of years 
of Association membership of certain NRMA Group employees. These special rules have 
the potential to lengthen their years of Association membership to include their continuous 

'years of service (if greater than their years of honorary Association membership) and any 
Association membership years held by the employee on commencing employment. As a 
result, employees may receive a benefit under the Share Allocation Rules which is greater 
than those received by other Members. The Boards believe that this is an appropriate 
reward for their years of service and their loyalty to the organisation. 

8.18 Share Allocation Rules 

Rule 1 How are Shares to be allocated? 
Approxrmately 1,465 million Shares are to be Issued when lnsurance IS demutuallsed 
These Shares are to be allocated to lnsurance Members (lncludlng persons who become 
lnsurance Members through the Proposal) and the legal personal representat~ves (or 
thelr nominee) of certaln former lnsurance Members In approximately the proportions 
shown below: 

. - c *- 

N l G L  

--W " 

lnsurance policies increments 

Assoclatlon IS to recelve 146.5 mllllon Shares This represents ap'prox~matel~ 10% of the 
shares to be Issued by NlGL Assoc~atlon IS not entltled to any other Shares 
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The remaining Shares (approximately 90%) are to be allocated in the following way: 

f 1 Association membership entitlement 174 Shares 
I PIUS i 

10 Shares 1 2 Association years increment* I 

I for each year of mernbershlp recorded ~n Assoclat~on's computer systems for that l 

- - 
membership at m~dnlght on 25 February 1999. 

[ - -  - * 
--W - ------ - -- - - - -- S- - --. .. - -  l 

314 Shares f 
I 

Plus l 
4 Insurance pol~cies ~ncrernent** 113 Shares 

for each Insurance policy Issued by Insurance In force at m~dnight on I 
I 25 February 1999 (w~th two exceptions, see rule 2.4 on page 45) 4 
b . -  .. - .- - .  - - - - - -  - -  - - - 2 -  - - - - -  -* - - -  - + - - - -  - -  , 

Assoc~atlon years Increments are available only to persons who have an Association membersh~p entitlement 
* *  lnsurance policies increments are available only to persons who have an lnsurance membership entitlement, 

" -,<* " *".." 

Rule 2 How many Shares will a Member be entitled to? 
The number of Shares that a person is entitled to depends on whether they are a Men?ber or treated as being a Member (including as a result of a determination of the Review Panel 
-see rule 5 on page 47) of either or bolh Association and lnsurance at both midnight on 25 February 1999 and the Register Date. 

There are special rules for: 
Members whose membership address is outside Australia (see rule 4.1 on page 46); and 

g legal personal representatives (or their nominee) of persons who were Members at midnight on 25 February 1999 but who have since died (see rule 4.2 on pages 46 to 47). 

The table below sets out the allocation possibilities (other than for the legal personal representatives (or their nominee) of Deceased Members to whom special rules apply). A tick 
means that a person who has the membership status indicated is entitled to that Share Allocation. 

. - 
J J J 

I and Insurance and Insurance 

Both Association and Association only 
and lnsurance I 
Both Associat~on and lnsurance only . 
and lnsurance 

Assoclation only and Associat~on only 
- 

lnsurance only and lnsurance only 

* To determine whether a person is treated as being a Member at midnight on 25 Februaty 1999 or the Register Date see rule 3 on pages 45 to 46 

Explanatory notes 
, All references to Members in these notes include those treated as Members of the relevant company (see rule 3 on pages 45 to 46). 

2.1 Association membership entitlement 
Joint Association Members 
If a membership is held jointly by two or more persons, then they receive between them jointly only one Association membership entitlement. (They do not get an entitlement 
each and Shares will be issued in their joint names.) 

More than one subscription or membership identification number 
Any particular Association Member (including two or more persons admitted jointly as a single Member) can receive only one Association membership entitlement irrespective 
of the number of subscriptions or membership identification numbers they hold. (This is subject to the special rules for Deceased Members.) 

Examples 

1 If Tom and Mary in their joint names have two membership identification numbers, one for a business vehicle and one for a personal vehicle, they are entitled to only one 
Association membership entitlement. 

Similarly, if Franco had two subscriptions, one for his business vehicle and one for his personal vehicle, he is entitled to only one Association membership entitlement. 

2 If Sally and Harry in their joint names have a membership for a business vehicle and Sally also has another membership in her name alone for her personal vehicle, then 
Sally is entitled to: 

one Association membership entitlement jointly with Harry; and 
another Association membership entitlement in her own name. 

2.2 Association years increment 
Years as at midnight on 25 February 1999 
The number of Association membership years used to calculate a person's Assoclation years increment is the number of membership years recorded in Association's computer 
systems for that membership at midnight on 25 February 1999. 

There is one exception to this: prepaid years of membership which had not yet commenced at midnight on 25 February 1999 have not been included. 

What is a year of membership? 
At the time a person becomes an Association Member and on each anniversary of that date they are credited with one membership year. 

Maximum number of membership years 
The maximum number of membership years that can be attributed to any Association Member per membership is 80 years. This is because Association has only existed for 
80 years. , 
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2.3 Insura-nce membership entitlement 
If a membership is held jointly by two or more persons, they receive between them 
jointly only one increment for each year of membership. (They do not get one 
increment each and Shares will be issued in their joint names.) 

More than one membership identification number 
Any particular Association Member (including two or more persons admitted jointly 
as a single Member) holding more than one membership identification number 
receives increments only for the number of years applicable to the membership 
identification number which has the greatest number of membership years. 
So, Tom and Mary, in the example in rule 2.1 above, would receive an Association 
years increment equal to the greater of the number of membership years recorded 
against either their business or personal membership identification number. The 
same would apply to Franco. However, Sally and Harry's joint membership would 
be treated separately to the membership in Sally's name alone. 

Membership transferred from an Association Member who died before 
midnight on 2 5  February 1999 
An Association Member who became an Association Member because they are a 
legal personal representative (or their nominee) of an Association Member who 
died before midnight on 25 February 1999 is entitled to an Association years 
increment equal to the number of years of Association membership that would 
have been recorded in Association's computer systems for the legal personal 
representative (or their nominee) if the transfer had taken place by midnight on 
25 February 1999. 

Employees* 
Association Members who were employees at midnight on 25 February 1999 
are entitled to an Association years increment based on the greatest of: 

the years of continuous service as an employee at midnight on 
25 February 1999; or 
the number of years of membership recorded in Association's computer 
systems for them at midnight on 25 February 1999; or 
the total of: 
- Association membership years'recorded for them at the time of their 

commencing as an employee; plus 
- their years of continuous service as an employee at midnight on 

25 February 1999. 

More than one policy 
A person can receive only one lnsuiance membership entitlement irrespective 
of the number of policies they hold (this is subject to the special rules for legal 
personal representatives (or their nominee) of Deceased Members). 

Jointly held policies 
If a policy is held jointly by two or more persons, then each of those persons who 
is an lnsurance Member receives one membership entitlement of their own. 

2.4 lnsurance policies increments 
Policies as at midnight on 2 5  Feruary 1999 
The number of policies used to calculate a person's Insurance policies increment 
is the number of policies issued by lnsurance held by that person which were in 
force at midnight on 25 February 1999. 

There are two exceptions to this: 
policies of interim insurance (that is, cover notes and temporary cover) issued 
by lnsurance and in force at midnight on 25 February 1999 will only be 
counted if they subsequently became policies of permanent insurance before 
the expiry of their term; and 
policies of inwards reinsurance; 

Life policies are not issued by lnsurance but by a separate company, NRMA Life 
. Limited. They are not included in calculating a person's lnsurance policies 

increment. 

Personal effects and home contents policies combined 
If an lnsurance Member held simultaneously both a personal effects policy and 
a home contents policy and they were combined after 25 February 1998 and 
before midnight on 25.February 1999, then the lnsurance Member is entitled 
to two increments in respect of that,policy. 

I 
Jointly held policies 

I 
If a policy is held jointly by two or more persons, each of those persons that is an 
lnsurance Member is entitled to one increment of their own. 

Who is an employee for these rules is explained on page 49. 

Rule 3.Who is a Member or treated as a Member? 

3.1 Association 
Association Member 
Association Members are those persons who are Association Members in accordance with its constitution: 

Treated as an Association Member at midnight on 2 5  February 1999 
Persons in the following categories will be treated as having been Association Members at midnight on 25 February 1999 if they satisfy the corresponding condition set out in 
the following table: 

a Lodged application (together wrth payment) for Association membership and Processed by Association after 25 Februay 1999 and became an Association Member 
appl~cation received before midnight on 25 February 1999 but not processed - & -- -- -- ---- L...." - - - -  - m ."- " -.--"S . * > - - .  . " r -- "- - ---------p -- =-. I 

Renewed membership by 30 June 1999 ! 
I Association membership renewal due on or after 1 December 1998 and OR 

- 1  
before midn~ght on 25 February 1999 Became a Road Service Customer by 30 June 1999 and became an Association 

Member by the Register Date f 

Where an Assocration Member d~ed before midnight on 25 February 1999 ~ e m & r s h i ~  transferred before membership expiry date to legal personal representative 1 but their unexpired membership was not transferred until after that date (or their nominee), who became an Assoc~at~on Member by the Register Date I - "  " k -  --- - - -" - -- m -  - - 
-a- - - -  -. - 7 "  7 . -  - -  - .- --  - - - - 7 7 -- ---- - - * ,,, ",,, . - ---- ---.a 1 

i An employee* at midnight on 25 February 1999 who was not an Became an Assoc~at~on Member by 30 June 1999 I 

. Associat~on Member < I 
P 

- - v  - -  ---- - - --a-- - - 
& - . - . " .  - . - .  * . .-- - - -- -- -- i .I-,w - --2- -----...L- ..A r 

S Former Association Member at midnight on 25 February 1999 whose The Review Panel determines that one or more of the reasons for non-membership at l 
: membership was not renewed: midnight on 25 February 1999 have b6& established and the person has e~ther: 

because of administrative error or delay by Association; or become an Association Member before the,Register Date; or % i 
t 

, because the Review Panel decides that there were unavoidable T T *  * become an Insurance Member and has agreed to become a member of NIGL after> 
circumstances which prevented them from renewing the Register Date and before the date on which Insurance demutualises I 

b - -  . p - - - " v - " - - .  --W - -  - . -" --A-- - -- " -  L - - ....h - - - - --- *- --m - -. - a-- - - -.m .."-W- --" W - - * " - m  - . = -  - -- .."--- - -  -"- 4 

Former Association Member at midnrght on 25 February 1996 whose The Review Panel determines that circumstances exist where not to treat the person as 
membership was not renewed for any other reason an Association Member at midnight on 25 February 1999 would be grossly unfa~r and 

the person has either: t 
become an Assoclation Member before the Register Date, or 
become an lnsurance Member and has agreed to become a member of NIGL after 
the Register Date and before the date on which Insurance demutualises 

-. -. ---A- A -  - h-- + - -- + W, 

Who a an employee for these rules IS expla~ned on page 49 

Mr N D Hamilton, who was admitted to Association membership by resolution of the Association Board on 25 November 1999 in order that he may be appointed a director of 
Insurance, is also to be treated as if he were an Association Member at midnight on 25 February 1999, for the calculation of his Share Allocation (see page 48): 
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Treated as an Association Member at the Register Date * 
Persons in the following categories will be treated as being Association Members at the Register Date if they satisfy the corresponding condition set out in the following table: 

Former Assoclation member at the Reglster Date whose membership was not 
renewed: 

because of admin~stratlve error or delay by Assoctatlon; or 
because the Review Panel decides that there were unavoidable c~rcumstances 
which prevented them from renewing 

7 -- - - - - " " - a  - - . 7- -p---- -- -- 
Former Assoclatlon member at the Register Date whose membership was 
not renewed for any other reason 

The Review Panel determines that one or more of the reasons for non-membership l 

at the Reg~ster Date have been established and the person has become an I 
lnsurance Member and has agreed to become a member of NIGL after the Register : 
Date and before the date on which lnsurance demutualises 

I 

- .  - - - - - - . - - - - -- -- - - - -- 
l . -_-- ---- l 

The Revlew Panel determ~nes that c~rcumstances ex~st where not to treat the person I 

as an Assoc~atlon Member at the Reglster Date would be grossly unfa~r and the I 
person has become an lnsurance Member and has agreed to become a member of , . 
NIGL after the Register Date and before the date on whlch lnsurance demutualises 

- - . -L --- - - -  - - - - -- + .. - - "-- 

Persons treated as Association Members at the Register Date are not entitled to vote at the meetings to approve the Proposal in relation to Association. 

3.2 lnsurance 
lnsurance Member 
lnsurance Members are those persons who are lnsurance Members in accordance with its constitution. Although there are exceptions, ,most people who are Association 
Members, have agreed to become lnsurance Members and who also hold a policy issued by lnsurance are lnsurance Members. 

Treated as an lnsurance Member at midnight on 25 February 1999 
Persons in the following category will be treated as having been lnsurance Members at midnight on 25 February 1999 if they satisfy the condition set out in the following table: 

Insurance policy held by an Insurance Member fell due up to 89 days Payment of premlum receipted w~thln 90 days of pol~cy falllng due 
I before mldnlght on 25 February 1999 and not renewed by mldnlght on 1 25 February 1999 

l 

I 
L - - -- - - - - - l . "L- - . - . -  - .  - - d.- - .  
Treated as an lnsurance Member at the Register Date * 
Persons In the followlng category will be treated as being lnsurance Members at the Reg~ster Date ~f they satisfy the corresponding condition set out In the followlng table: 

All policies held at midnight on 25 February 1999 terminated before 
the Register Date 

l 

Remain an Association Member, Royal Automobile Club of Australia member or an , 
NRMA Group employee at the Register Date and either: I 

hold a policy (other than a policy of interim insurance which does not become a 
policy of permanent insurance before the expiry of its term) on 9 December 1 
1999 and the Register Date; or 1 

* the Review Panel is satisfied that, although the person did not hold a policy at 
either 9 December 1999 andlor the Register Date, it would be grossly unfair not 
to treat that person as if they were an lnsurance Member at the Register Date. 

* Persons treated as Insurance Members at the Register Date are not entitled to vote at the meetings to approve the Proposal in relation to Insurance. 

.......... , 

Rule 4 Special rules 

4.1 Members overseas 
The allocation of Members whose membership address is outside Australia is calculated in accordance with rule 2 on pages 44 to 45. However, these Overseas Members 
cannot receive their Share Allocations directly. Rather, their Shares will be issued to the trustee of the Entitlements Trust. The trustee will: ' 

sell the Shares in the Facility on listing; and 
pay the net proceeds of sale (on an averaged basis so that all Overseas Members receive the same price) and any income earned by the Shares while they are held on trust 
to the Members entitled to them. 

4.2 Legal Personal Representatives (or their nominee) of Deceased Members 
This section applies only to LPRs of persons who were Members of Association or lnsurance at midnight on 25 February 1999 but who have since died. In this rule 4.2 'LPR' 
means a Deceased Member's legal personal representative or the representative's nominee. 

The LPR is entitled to an allocation with respect to the Deceased Member. There is one exception and one qualification to this rule. 

The exception to this rule is that where the Deceased Member was an Association Only Member at midnight on 25 February 1999 and died before the Register Date, the LPR 
must become an Association Member by the Register Date or an lnsurance Member by the date on which lnsurance demutualises to be entitled to any Shares in respect of the 
Deceased Member. 

The qualification to this rule is that where the Deceased Member was a joint Association Member when they died, the surviving joint Association Member(s) will take over the 
Association membership (by operation of law) and the LPR of the Deceased Member will not be entitled to any Shares in respect of the Deceased Member's Association 
membership. However, if the Deceased Member was also an lnsurance Member, the Deceased Member's LPR will be entitled to Shares in respect of the Deceased Member's 
lnsurance membership. 

The allocation to the LPR will depend on the Deceased Member's membership status at midnight on 25 February 1999. The table sets out the allocation possibilities for the 
LPR. A tick means that the LPR is entitled to the Share Allocation applicable to the Deceased Member's membership status. 

1 At midn~ght 
on 25.2.1999 

i -- . - -  - - h - - - -- -- - 

Both Assoclat~on and lnsurance 
- -- - 

L I- - - - 

Assocration Association Insurance lnsurance 
membershrp entitlement years increment membership entitlement policies increment 

. - - - -- - - - - - - -- - - - - - - - 

J 
- - 

J 
- 

J 
.. - 

J 
> 

J J - 
- 

- - - -  - -. -- -v- A -- - - - .  
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The explanatory notes set out in rule 2 on pages 44 to 45 also apply to 
entitlements of LPRs, except as provided below. 

Joint LPRs 
Where there are two or more LPRs acting jointly in respect of a Deceased Member, 
those LPRs are considered a single person for entitlement purposes and Shares 
will be issued in their joint names. 

Calculating an LPR's Association years increment 
In calculating the Association years increment, the LPR is entitled to the number of 
years of Association membership recorded in Association's computer systems for 
the Deceased Member at midnight on 25 February 1999. 

Calculating an LPR's lnsurance policies increment 
In calculating the lnsurance policies increment, the LPR is entitled to the number 
of policies issued by lnsurance the Deceased Member had in force at midnight on 
25 February 1999. 

LPR's allocation distinct from any other allocation 
A person can receGe Share Allocations in other capacities in addition to the Share 
Allocation they receive as the LPR. 

Conditions for issue of Shares to LPRs 
To be issued the Shares on demutualisation: 

0.  the legal personal representative must have provided appropriate proof of 
authority to act and, if applicable, to nominate a recipient for the Shares; and 
the LPR must have agreed to become a member of NIGL if they have not 
already done so. 

If either condition is not met by demutualisation, then the Shares will not be issued 
until both conditions have been satisfied. 

L PRs overseas 
If the LPR has an address outside Australia when lnsurance demutualises, they 
will be treated as an Overseas Member: see rule 4.1 on page 47. 

Rule 5 Review Panel 
5.1 The Rev~ew Panel, establ~shed In accordance w~th the resolut~ons of the Boards of - 

Assoc~at~on and lnsurance on 25 February 1999, 27 May 1999 and 9 December 
1999, IS authorised to: 

decide on particular cases and on disputes relating to the allocation of Shares 
in accordance with these rules; 
correct a Member's Share Allocation as shown on that Member's Share 
Allocation Form where the Share Allocation shown is found to be,incorrect; 
evaluate reports from Association andlor lnsurance of any anomalies or other 
undesirable features of entitlement of persons or classes of persons arising from 
the strict application of these rules and make determinations to ensure that 
these rules are applied fairly, equitably and in the spirit in which they were 
drafted; 
admit persons as Association Members before the Register Date; and 
admit persons as lnsurance Members after the Register Date and before the 
date on which lnsurance demutualises in accordance with proposed new 
rule 3(a)(iv) of Insurance's constitution. 

5.2 If there is a dispute about the number of Association membership years due 
to an Association Member, the Review Panel can: 

in the case of an Association  ember who is not also an employee*, only 
increase the number if it is satisfied that there has been an administrative error 
by Association which resulted in the number of years recorded against the 
Member's membership in Association's computer systems at midnight on 
25 February 1999 being less than the number of years since the relevant 
membership number was issued; and 
in the case of an Association Member who is also an employee*, only increase 
the number if it is satisfied that: 
- in respect of the years of membership recorded in Association's computer 

systems for them at midnight on 25 February 1999, there has been an 
administrative error by Association which resulted in the number of years so 
recorded against the employee Member's membership being less than the 
number of years since the relevant membership number was issued; 

- in respect of the number of years of continuous service as an.employee at 
midnight on 25 February 1999 andlor in respect of the number of 
membership years recorded for the employee Member at the time of 
commencement of their employment, Association has incorre'ctly recorded 
this number for the employee Member; and 

not decrease the number of years recorded against the Member's-membership 
in Association's computer systems at midnight on 25 February 1999, except 
where the number recorded was the result of an administrative error by 
Association. 

5.3 The authority of the Review Panel ceases on the date on which lnsurance 
demutualises. After that date, disputes will be resolved by an authorised delegate 
of NIGL. 

* Who is an employee for these rules is explained on page 49. 

8.19 Membership ri les 

1 Who is an Association Member? 
A person is an Association Member if they agree to become an Association Member, 
they satisfy any conditions which the Association Board has from time to time 
determined and their name is entered on the register of Members of Association. 
These requirements are set out in rule 3 of Association's constitution. 

A person can only be an Association Member once in their own right. An Association 
Member has only one vote, irrespective of the number of subscriptions they 
purchase or membership identification numbers they hold in their name-(rule 37 of 
Association's constitution). However, a person who has a membership in their own 
right can also be a joint Association Member with another person, and this joint 
membership is a separate membersdip. 

Before midnight on 25 February 1999; as a general rule, a person became an 
Association Member by purchasing road service. However, as it was also necessary to 
agree to become an Association Member when road service was purchased and have 
your name entered in Association's register, certain people who received road service 
from Association before midnight on '25 February 1999 were not Association 
Members in their own right. ~ h e s e  people include individuals covered by fleet 
memberships (where the fleet owner is the Association Member) and national 
assistance programs (where there is no Association Member but rather road service is 
provided to the car owner pursuant to a contract between Assist Australia Pty Limited 
and, for example, the car manufacturer. Assist Australia Pty Limited is a company 
owned by all the road service organisations in Australia for the purpose of arranging 
the provision of wholesale road and related motoring services). 

On 25 February 1999, the Association Board imposed a membership cut-off, so that 
no new Association Members could be admitted, except in limited circumstances. 
These circumstances are set out in Share Allocation Rule 3: 'Who is a Member or 
treated as a Member?' and Section.5 of these membership rules. The Association 
Board has the power to impose such a cut-off and to make rules for admission of new 
Association Members under rules 3 and 7 of Association's constitution. 

2. Who is an Insurance Member? . - 
Rule 3 of Insurance's constltutron sets out who IS an lnsurance Member. A person can 
be a Member in one of three ways:. 

1 A person is an lnsurance ~ e m d e r  ~f they agree to become an lnsurance Member 
and become the holder of an ellglble pollcy Issued by Insurance, prov~ded that 
when they take out the pollcy and at each renewal of that policy, they are: 

an Assocrat~on Member, ' 

a member of the Royal ~utomobrle Club of Austral~a ('RACK), 
an employee of Insurance, Assoc~at~on or any related body corporate of e~ther 
of lnsurance or Assoclat~on; :- 

a a body corporate related to e~ther Insurance or Assoclat~on, prov~ded that the 
related body corporate does not breach the Corporat~ons Law prohlbrtlons on 
subs~d~ar~es belng members of thelr holdlng companies 

2 Association is an lnsurance Member; or 

3 Each director of lnsurance is an lnsurance Member while they hold that office 

If the Proposal is approved, a new r i l e  3(a)(iv) will be inserted into Insurance's 
constitution which will permit the Association Only -Members at the Register Date to 
become lnsurance Members. Rule 3(a)(iv) will also enable legal personal 
representatives (or their nominee) of Deceased Members and persons adjudicated by 
the Review Panel to be entitled to be admitted as lnsurance Members, to be so 
admitted. 

What are eligible policies, that is what kind of policies gave 
lnsurance membership? 
As a matter of practice, until midnight on 25 February 1999, all policies issued by 
lnsurance except CTP policies and travel policies contained in the proposal form an 
agreement to become a member of :Insurance. Life policies are issued by a different 
company, NRMA Life Limited, and so do not count towards establishing membership 
of lnsurance (nor towards the lnsurance policies increment under the Share 
Allocation 'Rules). 

The amendment of the lnsurance constitution at the Annual General Meeting on 
16 November 1999 introduced the concept of eligible policies. This was intended to 
regularise Insurance's past practice: To ensure that the Insurance membership rules 
remain constant while the Proposa1.i~ being developed, the lnsurance Board resolved 
that, all policies issued by lnsurance are eligible policies except: 

CTP and travel policies; 
policies issued after 25 ~ e b r u a 4  1999 to a person who.was not an lnsurance 
Member at midnight on 25 February 1999; 
policies issued subject to the cofidition that, where the applicant was not already 
an lnsurance Member, they would not become nor seek to become an lnsurance 
Member as a result of purchasing that policy; and 
policies of inwards reinsurance. ' 

However, the lnsurance Board also resolved that any CTP or travel pollc~es held or 
taken out by a person who was an lnsurance Member at m~dnlght on 25 February 
1999 are el~g~ble pollc~es. 
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HOW could a CTP policy continue Insurance membership? treated as a Member?'. The remaining provisions of the Association Membership 
While it was not possible to establish membership of Insurance by purchasing a CTP Principles, dealing with readmissions to membership between midnight on 25 
policy, even if you were an Association Member, it has been possible to remain an February 1999 and the Register Date are set out in Section 5 of these membership 
Insurance Member bv means of a CTP policv. This is because it is onlv necessarv to rules. 
agree to become an insurance ~ember'once, so that if you purchased both a 
comprehensive car and CTP policy at the same time so that the comprehensive car 
policy made you an lnsurance Member, so long as you did not let the CTP policy 
lapse and remained an Association Member at each renewal of the CTP policy, you 
would remain an lnsurance Member. 

What happens if you let all your policies lapse or they are all cancelled? 
If you let all your policies lapse or they are all cancelled, then you must satisfy the 
conditions of rule 3 of Insurance's constitution, including agreeing to become an 
lnsurance Member, before you can become an lnsurance Member again. 

Since midnight on 25 February 1999, however, new policies issued by lnsurance 
contain the condition in the proposal form that the applicant, if not already an 
lnsurance Member, agrees that by taking out the policy they do not become 
lnsurance Members nor seek to become lnsurance Members and will not participate 
in the Share Allocation under the Proposal. By inserting this clause in new proposal 
forms, appropriate steps have been taken to ensure that no new Members have been 
admitted to lnsurance since midnight on 25 February 1999. 

What happens if you cease to be an Association Member? 
Another consequence of the cut-off in Association membership is that if you are an 
lnsurance Member but allow your Association membership to lapse, as no new 
Members are being admitted to Association, you will not be able to satisfy rule 3 of 
Insurance's constitution on the renewal of your policy (unless you have fallen under 
one of the provisions in the Association Membership Principles). As a result, your 
lnsurance membership will cease automatically when the last remaining eligible policy 
you took out while still an Association Member is due for renewal or lapses or is 
cancelled. 

3 What is the membership cut-off? 
When the Association and lnsurance Boards took the decision on 25 February 1999 
to develop the Proposal, they decided it was necessary to impose a membership 
cut-off of both companies in order to protect the rights of the then current Members. 
This approach is in keeping with the life company demutualisations. 

Association membership cut-off 
As explained in Section 1 of these membership rules, the Association Board 
implemented the membership cut-off by no longer admitting people to membership. 
Since midnight on 25 February 1999, where a person has purchased road service, 
they have become a Road Service Customer. Road Service Customers are entitled to 
the same services from Association as Association Members, but as they are not 
Association Members, they are not entitled to vote at Association meetings or in 
elections for directors, nor are they entitled to participate in the Proposal. 

lnsurance membership cut-off 
As explained in Section 2 of these membership rules, new policies issued by 
lnsurance since midnight on 25 February 1999 contain a term (set out in the 
proposal form) that the applicant, if not already an lnsurance Member, agrees that by 
taking out the policy they do not become an lnsurance Member nor seek to become 
an lnsurance Member and will not receive a Share Allocation under the Proposal. 

4 The Membership Principles 
Both the Association and lnsurance Boards revisited the imposition 
of the membership cut-off during 1999, as a result of Member concerns. The 
Membership Principles which each Board adopted form the basic membership and 
eligibility criteria which have been adopted in the Share Allocation Rules. 

Association Membership Principles 
The Association Board determined that the imposition of the membership cut-off may 
have affected some former Association Members unfairly, so a series of Membership 
Principles were developed. These Membership Principles were adopted by the 
Assoclation Board on 27 May 1999 and were subsequently amended on 28 October 
1999, 25 November 1999,9 December 1999 and 20 January 2000. The Association 
Membership Principles set out when: 

a former Association Member at midnight on 25 February 1999 may be 
readmitted to membership after that time; 
a person who was not an Association Member at midnight on 25 February 1999 
may be admitted to membership after that time; and 
an Association Member at midnight on 25 February 1999 who allows their 
membership to lapse before the Register Date may be readmitted to membership. 

Those of the Association Membership Principles which dealtwith when a person will 
be treated as an Association Member at either midnight on 25 February 1999 or the 
Register Date are now incorporated into Share Allocation Rule 3: 'Who is a Member or 

lnsurance Membership Principles 
The lnsurance Board also adopted a series of Membership Principles on 27 May 
1999 which were subsequently amended on 9 December 1999. However, unlike the 
Association Membership Principles, the lnsurance Membership Principles did not 
enable new Members to be entered onto Insurance's register. Rather, the lnsurance 
Membership Principles dealt with when a person would be treated as a Member at 
either or both midnight on 25 February 1999 and the Register Date. As such, these 
have been incorporated into Share Allocation Rule 3: 'Who is a Member or treated 
as a Member?. 

5 Circumstances in which people could become Association 
Members after midnight on 25 February 1999 
A limited number of Association Members at midnight on 25 February 1999 who 
subsequently allowed their Association membership to lapse or cancelled it have been 
readmitted to Association membership under the Association Membership Principles. 
These people are: 

those Association Members at midnight on 25 February 1999 who subsequently 
cancelled their membership or whose membership renewal was due on or before 
30 April 1999 and who rejoined by 30 June 1999 or who became Road Service 
Customers by 30 June 1999 and who rejoin by the Register Date; 
those Association Members at midnight on 25 February 1999 whose membership 
renewal was due on or after 1 June 1999 and before 31 August 1999 and who 
rejoined by 30 November 1999; 
those Association Members at midnight on 25 February 1999 whose membership 
renewal was due on or after 1 June 1999 and on or before 31  August 1999 who 
became Road Service Customers by 31 October 1999 and who rejoin by the 
Register Date; and 
those Association Members at midnight on 25 February 1999 who subsequently 
fail to renew their membership within one month of their membership anniversary 
but who renew their membership by the first Friday of the second month after the 
month in which their membership anniversary occurs. 

New Association Members have also been admitted after midnight on 25 February 
1999 where they are the legal personal representative (or their nominee) of an 
Association Member at midnight on 25 February 1999 who has since died. 

Finally, Mr N D Hamilton has been admitted to Association membership by the 
Association Board. This was done to enable Mr Hamilton to be appointed to the 
lnsurance Board. Mr Hamilton is a non-executive director of SGIO. The Association 
Board considered that Mr Hamilton would be a valuable addition to the lnsurance 
Board, given Mr Hamilton's experience and Insurance's ownership of the SGIO 
business. For this reason, the Association Board resolved to admit Mr Hamilton to 
Association membership. As Mr Hamilton did not fall within any of the then existing 
exceptions to the membership cut-off set out in the Association Membership 
Principles, the Association Board amended the Association Membership Principles in 
order that he could become an Association Member. Mr Hamilton has indicated that 
he will donate to charity the net proceeds of sale of Shares he rec!ives in the 
demutualisation of Insurance. 

6 How do you keep your membership current? 
In order to vote on the Proposal and receive any Shares allocated to you if the 
Proposal goes ahead you must keep current your membership of either or both 
Association andlor lnsurance up to the Register Date. If you are recorded on the 
Share Allocation Form as being: 

an Association Only Member - then, to keep your membership of Association 
current up to the Register Date, you must pay your membership fees as they fall 
due; 
a Dual Member - then, to keep your membership of Association current up to the 
Register Date, you must pay your subscriptions as they fall due. In addition, to 
keep your membership of lnsurance current up to the Register Date, you must 
ensure that you remain an Association Member and continue to hold up to the 
Register Date at least one insurance policy with lnsurance which was current at 
midnight on 25 February 1999 or an eligible policy which overlapped with a policy 
current at midnight on 25 February 1999; or 
an lnsurance Only Member by virtue of being an RACA member or an NRMA 
Group employee, then, to keep your membership of lnsurance current up to the 
Register Date, you must ensure that you remain a member of the RACA or an 
NRMA Group employee and continue to hold to the Register Date at least one 
insurance policy with lnsurance which was current at midnight on 25 February 
1999 or an eligible policy which overlapped with a policy current at midnight 
on 25 February 1999. 
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7 Who IS an employee In the Share Allocat~on Rules? 

I 

The Assoclatlon Membershlp Prlnclples also established who would be treated as an employee for the purposes of the Share Allocat~on Rules The relevant tlme for determlnlng 
status as an employee IS mldnlght on 25 February 1999 For thls purpose, an employee 

I . a part-t~me employee - o a casual employee (other than a 'permanent casual' employee) 
I an employee on any kind of leave (Including annual leave, leave without pay, parental * a person that was an NRMA Country Servlce Centre owner or an employee of 

Battery Asslst Pty Ltd 1 leave, long servlce leave) 
/ 

o an employee of a person that, at mldnight on 25 February 1999, was an NRMA an independent contractor (whether full-tlme, part-time or casual) 
1 Country Serv~ce Centre owner t' an employee of the SGlO group of,companles , 

. a 'permanent casual' employee such as occurs at road service headquarters 1 
I 

! ----. " - + -  - A - - -  --------c- "-A .-- - -- -.a --.d.,, . -_- _L*- .  I - - 
If you would llke a copy of the Assoclatlon or lnsurance Membershlp Prlnclples', call the Members' lnformation Line on 1300  361  6 9 .  

8.20 Disputes and the Review Panel .. 
1 Establishment of the Review Panel and its role to 

9 December 1999 
On 25 February 1999, the Association and lnsurance Boards formed the view that it 
would. be necessary for an independent 'appeals' body to be established. This body 
would consider and evaluate grievances which arose out of the membership cut-off 
and, where empowered, settle membership disputes on behalf of the Boards. 

. The Review Panel was formally established by Board resolutions on 27 May 1999. 
At that time, the Review Panel was invested with delegated authority of the - 
Association Board to make determinations consistent with the Association - - 
Membership Principles and where necessary to admit persons as Association 
Members. The Review Panel was also authorised to make recommendations to 
the lnsurance Board consistent with the lnsurance Membership Principles. 

The Review Panel dealt with disputes and grievances arising from the Members' 
Referral Unit's interpretation or application of the Membership Principles. The 
Members' Referral Unit (MRU) has initial responsibility for applying the Membership 
Principles and the membership rules generally. 

The Review Panel was; until 9 December 1999, comprised of MS Jennifer Walton 
(Manager - NRMA Customer Relations), Mr Richard Grellman (Partner - KPMG) and 
Mr Brian Cohen (a former New South Wales Supreme Court judge). Each had an 
alternate. The Review Panel could only act when all three members (or their 
alternates) were present. The Manager of the MRU acted as secretary to the Review 
Panel. . . 
During this period, the Review Panel was accountable to, and subject to the direction 
of, the Steering Committee for the Proposal except in relation to determinations made 
by the Review Panel under its delegated authority by the Association Board. 

The Review Panel met at least weekly and reported to thesteering Committee for the 
Proposal on the results of the Review Panel's activities. Review Panel determinations 
and recommendations were made on a majority basis. 

2 Review Panel's role expanded .. 

On 9 December 1999, the Boards of Association and lnsurance expanded the Review 
Panel's area of operations to allow it to: 

decide on particular cases and on disputes relating to and arising out of the 
allocation of Shares to Members under the Share Allocation Rules; 
correct the Share Allocation shown on a Member's Share Allocation Form where 
that allocation is found to be incorrect; and 
evaluate reports from Association andtor lnsurance of any anomalies or other 
undesirable features of entitlement of persons or classes of persons arising from 
the strict ao~lication of the Share Allocation Rules and make determinations to* 
ensure that ihe Share Allocation Rules are applied fairly, equitably and in the spirit 
in which they were drafted. 

The Review Panel continues to be authorised to make determinations consistent with 
the Association Membership Principles and where necessary admit persons to 
membership of Association, as well as making recommendations consistent with the 
lnsurance Membership Principles to the lnsurance Board. 

The Revlew Panel IS no longer subjgct to the dlrectlon of the Steerlng Committee for 
the Proposal, although tt continues to report the results of ~ t s  actlvltles to the Boards. 

After the Register Date, the Review Panel's role will expand further. If the resolution to 
alter Insurance's constitution is approved at the lnsurance Special General Meeting, 
the Review Panel will be authorised:(from that time until lnsurance demutualises) to: 

admit persons directly to membership of Insurance, where the Review Panel 
determines that the person should have been a Member or treated as a Member 
of either Association or lnsurance at midnight on 25 February 1999 andtor the 
Register Date in accordance with the relevant constitution or Membership 
Principles; 
increase or decrease a person's Share Allocation in accordance with the Share 
Allocation Rules; 
continue to evaluate reports from Association andtor lnsurance of any anomalies 
or other undesirable features of entitlement of persons or classes of persons 
arising from the strict application of the Share Allocation Rules and make 
determinations to ensure that the Share Allocation Rules are applied fairly, 
equitably and in the spirit in wh@h they were drafted; and 
otherwise make determinations and adjudicate on disputes arising under the 
Membership Principles and the Share Allocation Rules. 

3 lf you have a query or a dispute? 
If you have: 

a query In relatlon to thls document; or 
a query or dlspute In relation to your Share Allocation (shown on your Share 
Allocation Form), + - 

Call the Members' lnformation Line pn 1300  361  646 .  

Depending on the nature of your query or dispute you may be asked to apply in 
writing to the Members' Referral Unit and provide supporting documentation. Please 
assist us in resolving your queries or disputes by contacting the Members' lnformation 
Line before the Register Date. 

4 Important note for Association Only Members 
If you are claiming membership assan Association Only Member, you must ensure 
that the Review Panel receives your application for consideration in sufficient time to 
permit it to review your claim and, if appropriate, admit you as an Association 
Member before the Register Date or as an lnsurance Member after the Register Date 
and before the date on which lnsurahce demutualises. Any entitlement you may have 
to Shares is conditional on your admission to membership of either Association before 
the Register Date or lnsurance after the Register Date and before the date on which 
lnsurance demutualises. If you do ,not satisfy these conditions, you will not be entitled 
to any Shares. 

5 After lnsurance demutual~ses 
The Revlew Panel as currently constituted, as a delegate of Assoclat~on and 
Insurance, IS only empowered to operate untll lnsurance demutual~ses NIGL, 
however, has undertaken to establish ~ t s  own revlew panel, adoptlng the structure and 
charter of the current Revlew Panel, and to Issue Shares on the recommendat~ons of 
that revlew panel. It IS currently proposed that the NlGL revlew panel will operate for 

Also on 9 December, the Review Panel was expanded to five members, with one year after Insurance demutualises. All disputes or issues should be notified to 
Mr Cohen (or his alternate) as chairman and Mr Grellman (or his alternate) as deputy NlGL within nine months of lnsurance dernutualising, in order to allow the 
chairman. The other members of the Review Panel are Mr Graham Howard (Manager, NlGL review panel three months to finalise all claims and make recommendations as 
Members' Referral Unit), MS Walton and Mr Joe Davidson (Regional Manager South necessary to NlGL for the issue of Shares. 
Western Sydney). The Review Panel can only act when at least three members are 
present, including either Mr Cohen or Mr Grellman (or their alternates). A member of 
the Members' Referral Unit acts as secretary to the Review Panel. 
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9. Association 
. Explanatory Statement 

9.1 Introduction 
This Section sets out information for Association Members (including Association Only 
Members and Dual Members), including certain prescribed information concerning the 
Proposal required to be given to Association Members under section 411 of the 
Corporations Law. Some of the information prescribed by section 411 is set out in other 
Sections of this document. This explanatory statement of Association is to be taken as 
incorporating all other Sections of this document other than Section 10 ('lnsurance 
Explanatory Statement') and the 'Notices of meetings' (pages 148 to 154). 

9.2 What are Association Members giving 
up and receiving? 
What will Association Members be giving up? 
Association Members and lnsurance Members have certain rights conferred by the 
respective constitution of each entity. Association Members will retain their membership 
of Association. Association membership rights are set out in Section 7.2 on page 38. 
Association Members w~ll also allow Association to give up Association's special rights as 
a member of Insurance. Those rights are set out in Section 7.4 on page 39. Association 
Members who are lnsurance Members will give up their membership rights in Insurance. 
Those rights are set out in Section 7.3 on pages 38 and 39. 

What will Association Members be receiving? 
In recognition of Association giving up its special rights as a member of lnsurance and in 
recognition of the impact of the Business Relationship Agreements on Association (see 
page 1281, Shares in NlGL will be allocated to Members based on, among other things, 
Associat~on membership. As part of the Proposal, Association Only Members will become 
Members of Insurance. As lnsurance is a company limited by guarantee, Association Only 
Members who become lnsurance Members under one of the Association Schemes will 
become liable to pay an amount of up to $1 on a winding-up of Insurance. The liability 
under that guarantee is under the lnsurance constitution and is the same for all lnsurance 
Members. Association Only Members will only bear this liability during the period 
commencing soon after the Association Schemes become effective and ending when the 
lnsurance Demutualisation becomes effective (it is not expected that this period will be 
more than three months). In addition, it is extremely unlikely that lnsurance would be 
wound up during that period. 

Do Association Members control Insurance? 
lnsurance Members, in a strict legal sense, enjoy the right of ultimate control over 
Insurance's constitution through their voting rights as lnsurance Members (see Section 
7.3 on pages 38 and 39). This right is valuable as it entitles lnsurance Members 
to participate in any restructuring of Insurance. 

Association, however, has special rights as a member of lnsurance (see Section 7.4 on 
page 39). In particular, Association has the right to appoint and remove lnsurance directors. 
A majority of lnsurance directors must be Association directors. 

Many of the special rights that Association has in lnsurance give Association practical 
control over the management of Insurance's business. This must be contrasted with the 
type of control that arises from share ownership. However, Association does not have 
complete control over Insurance. Directors of Insurance, even if appointed by 
Association, must still act in the best interests of all lnsurance Members and may not 
necessarily act in accordance with Association's wishes. Association has no right to any 
asset from lnsurance unless lnsurance is wound up and, in any general meeting 
(including one for a voluntary winding-up), Association, in common with all lnsurance 
Members, only has one vote. Nor has Association any right to be paid a dividend by 
Insurance. Indeed, any major restructuring which would allow Members to access the 
value of lnsurance would generally require the approval of lnsurance Members. 

9.3 What is Association giving up and receiving? 
What will Association be giving up? 
Under the Proposal, Association will give up its lnsurance membership and assign or 
license certain NRMA Trade Marks to the lnsurance Group. In particular, Association will: 

give up its special rights as a member of Insurance, including: 
- its practical control over the management of Insurance's business; 
- the right to any surplus in the event of a winding-up of Insurance; and 
- the benefit under the lnsurance constitution that requires lnsurance generally to 

assist and co-operate with Association in the attainment and promotion of 
Association's objects; and 

assign the lnsurance and Financial Services Trade Marks which are excltjsively used 
for Insurance's insurance and financial services businesses to the lnsurance Group, 
and grant the lnsurance Group a licence to use those NRMA Trade Marks that both 
Association and the lnsurance Group intend to use concurrently. 

~hese-rights are set out in more detail on pages 38 and 39. 

What will ~ssociation be receiving? 
In exchange for Association giving up its special rights as a member of lnsurance and in 
recognition of the impact of the Business Relationship Agreements on Association (see 
pages 39 and 128) Association will receive 146.5 million Shares representing 10% of the 
Shares in NIGL. 

The majority of the Association Board believes that Association and Association' Members 
are equitably treated by the allocation of 10% of the Shares in NlGL to Association and 
40% of the Shares in NlGL to Members based on Association membership. This view is 
supported by PricewaterhouseCoopers, who consider that: 

the Shares allocated to Association will enable it to operate as a stand-alone business 
with a significantly strengthened capital base; and 
the Share Allocation Rules adequately reward Association and Association Members 
in the context of the Proposal, taken as a whole, including the rights that lnsurance 
obtains over the relevant NRMA Trade Marks. 

9.4 Intentions 
The information contained in this document sets out, in full, particulars of the intentions 
of the Association directors about: 

the continuation of the busmess of Association or, if the undertaking, or any part of 
the undertaking of Assoclation is to be transferred, how that undertaking or part is to 
be conducted in the future; 
any major changes to be made to the business of Association, including any 
redeployment of the fixed assets of Association; and 
the future employment of the present employees of Association. 

Association Members are primarily referred to page 33 for information on the above 
matters. 

The control over Insurance's constitution exercised by lnsurance Members is subject to 
the rights of Association to continue to enjoy the right to control the composition of the 
lnsurance Board and, therefore, also practical control over the management of 
Insurance's businesses. The Association Members, who together elect the Association 
Board, therefore have a degree of indirect practical control or, at least, a significant 
influence over the management of Insurance's business through their membership 
of Association. 
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9.5 Recommendations and views 
of Association directors 

While the majority of the Association Board (comprising 12 of 16 directors) recommend 
that Association Members vote for the Proposal, three Association directors recommend 
that Association Members vote against the Proposal and one Association director does 
not desire to make a recommendation. The recommendations and views of the 
Association directors are set out below. Members should, however, be aware that 
the recommendations and views are those of the individual directors, rather than 
of Association. 

Association directors who recommend voting for the Proposal 
Mr N R Whitlam, Mrs M C Callaghan, Mrs D G Collins, Mr M A Coyne, Mrs M Easson, 
Mr B T Gavin, Mr S J Geeson, MS A J Keating, Mr G F Lawson, MS S M Ryan AO, 
Mr A R Sanchez and Mr T P Shaw 

The above directors, who together form a majority of the Association Board, each 
recommend that you vote in favour of the Association Schemes (and interdependent 
resolutions) and intend to vote in favour of those Schemes and resolutions on which they 
are eligible to vote. 

The primary reasons for that recommendation are a belief that the Proposal: 

Keeps Association as a mutual 
Association will remain as a mutual in recognition of the unique heritage of NRMA's 
road and related motoring services (including community service advocacy functions); 
and 
Association's Board will be able to focus on the provision of road and related motoring 
services to Association Members. 

Strengthens Association 
Association will be financially strengthened under the Proposal; and 
this will allow Association to continue to provide its current services at current service 
levels into the future. 

Allows Members to share in the wealth of lnsurance 
all Association Members will be able to share in the wealth of Insurance; 
other methods of distributing wealth to Members, such as insurance rebates, would 
not be available to Association Only Members and in that sense are not equitable; and 
each of the directors listed above believes that the Share Allocation Rules are fair and 
reasonable among all classes of Members, and in particular each class of Association 
Members because of: 
- the relative contributions of Association and lnsurance to development of the 

NRMA brand and businesses; 
- the rights of Members under the constitutions of each company; and 
- the rights being given up by Association and by lnsurance Members in Insurance. 

Facilitates the ongoing business relationship with lnsurance 
under the Business Relationship Agreements the synergies between the road and 
related motoring services provided by Association and the insurance and financial 
services provided by lnsurance can be maintained, formalised and, where 
opportunities exist, enhanced; and 
in particular, the common use of the NRMA brand and unique distribution network is 
provided for. Association is given contractual rights to receive those services which it 
requires effectively to provide at the very least its current level of member services. 

Is superior to other options considered 
none of the other options considered by the Association Board as recommended by 
advisers to the Association Board is as beneficial to Association Members, whether 
they are Association Only Members or Dual Members, as the Proposal (see the 
discussion on those options on pages 26 to 27). 

Finally, each of the directors listed above believes that the advantages of the Proposal 
outweigh the disadvantages (see-pages 23 to 25). 

Association directors who recommend voting 
against the Proposal 
Dr J D Campbell 
Dr Campbell is opposed to the Proposal and recommends that you vote against all of the 
Association Schemes (and interdependent resolutions). Dr Campbell intends to vote 
against those Schemes and resolutions on which he is eligible to vote. 

Dr Campbell is opposed to the Proposal for the following reasons: 
the current organisational form of two separate but related mutuals has served the 
members of both effectively over many decades in times of changing and challenging 
circumstances; 
the current organisational form of two related rnutuals has entrenched a culture which 
has seen both mctuals mature and prosper. Innovative and creative working 
interactions between the two mutuals has served the rnutuals, their members, 
customers and communities, to advantage and satisfaction. To disturb or fragment the 
current relationship in the manner proposed may create tensions and unnecessary 
difficulties for the proposed parties, as each attempts to deal with the changing 
corporate status of the current insurance mutual; 

in view of the proposed changes, he believes insufficient emphasis has been placed 
on the long-term strategic plans for Association; 
current management have clearly demonstrated an ability: 
- to manage and reorganise the business content and activity of each mutual; 
- to document the business arrangements that do and should exist between the two 

related rnutuals; and 
- to significantly grow and mature the insurance mutual. 
He believes that all the above achievements of current management have been 
achieved under the current two related mutuals structure and those achievements 
have been of clear benefit to Association; 
the surrender of Association's special rights to appoint the directors of lnsurance and 
the subsequent demutualisation and listing of a public company carrying on the 
current business of lnsurance would, in his view, replace the synergies that arise from 
the co-operative working relationship between the two mutuals with a relationship that 
is, essentially, contractual. Further, this new publicly listed company, which would 
take over the current business of Insurance, may have an increasingly differing 
ownership from the Members of Association and a greater focus on shareholder 
returns; 
it is not in the strategic long-term interests of the Association's Members, with or 
without lnsurance membership, to: 
- alienate the special rights Association currently has over Insurance; or 
- transfer the NRMA brand names, logos, trade,marks, etc., to an interdependent, 

commercially orientated, publicly listed corporation. 

MS F J Singleton 
MS Singleton is opposed to the ~ r o ~ o k a l  and recommends that you vote against all of the 
Association Schemes (and interdependent resolutions). MS Singleton intends to vote 
against those Schemes and resolutions on which she is eligible to.vote. 

MS Singleton makes this recommendation for the following reasons: 

There are many reasons for recommending to Association Members that they vote 
against the Proposal. The reasons that have influenced Jane Singleton most in making 
her recommendation and which are sufficient on their own as the basis for her, 
recommendation are: .. - 
Does the business of NRMA require demutualisation of Insurance? - NO 

Since their inception irl the 1920s, Association and Insurance, as mutuals, have 
increased the net assets and total equity of the NRMA Group to more than $3 billion, 
as stated in this lnformation Memorandum with some of the media estimating a 
sharemarket value for NlGL on its own of up to $8 billion. 
Even since 1994, there has been a substantial increase in the net assets and total 
equity of the NRMA Group which was then stated in the prospectus as just over 
$2 billion, with the press estimating a sharemarket value for the whole group at about 
$3 billion. 
With that performance highlighted,.the business reasons for the change stated in this 
lnformation Memorandum are at best lame with no factual support apparent. 
There is no reason why the NRMA'Group would be impeded in achieving its business 
ambitions if it stayed with the mutual structure that has provided its success over the 
last 70 years. 
There is no factually supported val!d business reason for dernutualising Insurance. 

Are the stated benefits of demutualisation worth a change in culture? - NO 
The current Constitution of ~ssodat ion states the objectives of Association as: 
'(a) To promote the interests of motorists and other road users, throughout 

Australia, in good roads, safety and consumer protection ... 
'(b) To provide motorists and others with a range of services ... 
'(c) To provide present and former employees of and contractors to the Association 

and the families of such persons with conditions, facilities and benefits 
conducive to good working of the Association ... 

'(d) To aid and support, whether financially or otherwise, charities and institutions 
of a public character.' 

The current Constitution of lnsurance has as its first object: 
'(1) To carry out any object referred to in this rule A so as to provide insurance as 

well for the members of the National Roads and Motorists' Association (NRMA) 
as for any other persons or companies and generally assist and co-operate with 
the said National Roads and Motorists' Association (NRMA) in the attainment 
and promotion of its objects.' 

Clearly, the Constitutions do not suggest that the NRMA Group should be built up so 
that the built up wealth should be unlocked to the people who happened to be 
members or staff at some arbitrary date in the future. 
'The Constitutions of Association and lnsurance set up a culture of care for and 
generosity to members, employees and the community. 
This is the unselfish driving force behind the NRMA Group under its mutual structure 
which has enabled it to attract an ever increasing membership, now over 2.3 million, 
to achieve extraordinary financial success and a well recognised positive contribution 
to the community in which we live. 
It is this culture which will be changed, if not destroyed, if the Proposal goes ahead. 
There is no room in a dividendlrewards-to-management motivated company for the 
level of care, generosity and contrjbution to the community that has been the 
hallmark of the NRMA Group and its membership for over 70 years. 
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With the financial arrangement proposed between Association and NIGL, Association In relation to the current Proposal, since 28 January 1999, the directors of 
may not have sufficient funds or income to maintain the community contribution at Association and Insurance have been gagged to varying degrees over the period from 
the same level. making public comment on the Proposal under threat of being removed from board 
Our community will be the big loser if the Proposal goes ahead. positionsand sued in Court. 

* The stated benefits of demutualisation are not worth the change in culture away from From the time it was imposed, the President and Chief Executive Officer were 
care and generosity to our community. excluded from the gag and were specifically authorised to make public statements 

Has NRMA learned lessons from the past? - NO 
In 1994, a prospectus was sent to members proposing demutualisation of the NRMA 
Group as a whole. 
In the prospectus, under the heading 'Other Options -What other options were 
considered', paragraph 5 stated: 
'5. Sell off NRMA Insurance: Selling off NRMA lnsurance would effectively split the 
NRMA apart. The NRMA's strength lies in the value of both road service and 
insurance, with each benefiting the other. If they were to be separated, each would be 
weakened. The value of the combination is greater than its parts. Separating the two 
would mean splitting the staff of the NRMA, thereby destroying the very culture which 
has made the NRMA a success.' 
These words are just as true and applicable in 199912000 as they were in 1994. 
However, whilst those words were considered important enough in 1994 to explain 
the dismissal of the option of demutualising and listing Insurance, there is no mention 
of them in this lnformation Memorandum. 
In 1994, NRMA was happy to put those words before its members in the prospectus. 
Now they are brushed aside because they are inconvenient in relation to the current 
Proposal. 
The proposed Business Relationship Agreements which I comment on in a following 
paragraph are no answer to this about-face by NRMA. 
'Without the Association, NRMA lnsurance would be just another insurance 
company.' - according to Grant Samuel and Associates in their 1995 report. 
They also went on to state in the same report: 
'Management has stressed the critical importance of the road service and the NRMA 
Group's image to the marketing of NRMA lnsurance products. This is considered to be 
NRMA's main competitive advantage in New South Wales. The road service provides 
the organisation with a unique branding and image as an assistance provider.' 
How can it be sensible to propose destroying what has been recognised as 'NRMA's 
main competitive advantage...'? 
No - NRMA has not heeded the lessons from the past. 

Is there anything really wrong with a mutual insurance company? - NO 
The authors of the US National Bureau of Economic Research Working Paper 
'Organisational Form and lnsurance Company Performance: Stocks versus Mutuals', 
published in 1995, state: 
'In the early nineteenth century, the [American] property-casualty insurance industry 
was dominated by stock companies that were reluctant to negotiate rates for 
individual policyholders. In response to what they felt were unfair prices, regional 
industry groups, such as textile mills, started mutual insurance companies, the first 
appeared beginning in 1843. These mutuals were able to offer lower premiums than 
stock companies.. .. 
In addition to lower premiums mutual insurance companies can insure risks which 
other insurers may consider yield too little profit for them to be bothered. 
A move from a benefit-focused mutual insurer to a profit-focused insurance company 
requires a change in management style if ever increasing profits are to be generated. 
To motivate management to achieve the desired profits, it is likely to be necessary to 
pay management a performance-based incentive in addition to salary. 
Where does the money come from to pay for the required profit and the incentive 
payments? - Clearly it could come from an increase in premiums, a decrease in 
payouts or a decrease in service. 
Can a policyholder escape a premium increase by going to a different insurer? - No. 
With a large mutual insurer like NRMA operating in a marketplace, other insurers 
must moderate their desire for profit to be able to compete. 
Without the NRMA as a large mutual insurer in the marketplace, other insurers may 
seize the opportunity to increase their premiums, which will have a flow-on effect to 
other consumer prices in the economy. 
The increase in premiums and other prices will outweigh the dividends that may be 
paid to shareholders by NIGL. 
No - There is nothing really wrong with lnsurance remaining a mutual. 

Was the proposal developed as a result of a groundswell of member opinion? - NO 
Before embarking on development of the Proposal, NRMA did not seek the opinion of 
its members. 
Considering the expense involved in developing the Proposal and the fact that it was 
embarked on only with the second or casting vote of the President to break an even 
vote by the NRMA Board, it would have been prudent to find out whether members 
supported development of any demutualisation proposal. 
Did the proponents of the Proposal know by some other method that they had 
member support or did they feel that gauging member opinion at an early stage might 
prevent them doing what they wanted to do? 
In 1994, that proposal was developed in secret and presented to the boards of NRMA 
minutes before being made public at a press conference. 
Clearly NRMA is not interested in its members' opinion until it has been able to 
generate favourable public opinion by extensive use of the media. 

on behalf of Association and Insurance. 
In 1999, an NRMA election year, this created a situation where the President could 
brief his team about the Proposal (whether in fact he did), with those of his team who 
were not current directors not caught by the gag able to make public comment abwt 
the Proposal while other.directors, including those seeking re-election, forbidden from 
commenting on the Proposal. 
A newly elected board member on national television stated that: 'There was no 
competition ... those that ... disagree on certain issues regarding the future of the 
NRMA didn't very ... didn't put up a no case'. Of course there was no 'No' case, 
the gag prevented it. 
With over six months of almost entirely one-sided media coverage, many members 
will have made up their minds already about the proposal and will not worry about the 
contents of this lnformation Memorandum. 
No - There was no groundswell of member opinion pushing for a proposal to be 
developed. 

Do Members have all the information they should to enable them to decide? - NO 
As a result of the Proposal being developed during an election year, coupled with the 
effects of the gag described above, a number of directors who were against the 
proposal were not re-elected. 
NRMA has been advised that the requirement of the Corporations Law is that the 
lnformation Memorandum must include, in the directors' recommendations and 
ieasons section, only recommendations from persons who are directors at the time of 
publication of the lnformation Memorandum. 
So the lnformation Memorandum contains the recommendations and reasons of 
directors who have sat on the boards for only a few months but excludes the views of 
former directors who were present during the development of the Proposal. 
Combined with the almost entirely one-sided media coverage, it continues to be 
difficult for members to gain a balanced view of the Proposal before voting if they 
cannot get the views of all those involved during the development of the Proposal. 
No - There is more information which should be made available to members to 
enable them to decide on their vote. 

Are Members being told whether the directors of NlGL are in favour of a 
directors' benefits scheme? - NO 

A motion proposed by MS G Rankin, a former director of both Association and 
Insurance, and seconded by me, to limit the benefits made available to directors of 
NlGL for at least the first five years after l~sting was defeated. 
Members deserve to know whether a directors' benefits scheme will be proposed 
during the five years after listing. 
It is important for members to know when considering the recommendation of a 
particular director whether that director will as a director of NlGL vote in favour of 
benefits under some directors' benefits scheme. 
No - Members are not being told but they should be told! 

Are the assets of NRMA being divided fairly? - NO 
Under the Business Relationship Agreements, the key tangible and intangible assets 
of NRMA are being transferred to or put under the control of NIGL. 
At the tangible level, assets such as the call centre and computer facilities, for 
example,will be owned or controlled by NlGL and made available to Association at 
a price. 
The employees who operate those facilities will also be transferred to NIGCs control. 
So, through the Business Relationship Agreements, Association becomes dependent 
on and at the mercy of NlGL in respect of the key elements of its operation and NlGL 
will even have a say in how Association delivers its products. 
When this is coupled to the fact that Association will be financially dependent to an 
extent on the payment of dividends by NlGL on its investment in NIGL, it is clear that 
Association will no longer be the proud independent organisation that it is today. 
Worst of all, Association will lose its outright ownership of the key trademarks used by 
NRMA and will only get a restricted right to use those trade marks for limited activities 
as agreed or to be agreed with NIGL. 
In addition, Association will give ur, the right to conduct insurance and financial - .  
services for its members. 

- 

To compensate Association for all of these sacrifices, Association will receive some 
$300 million dollars which seems like a lot of money until it is realised that the 
amount has been calculated on what capital Association will need for its continued 
existence rather than the true value of the assets transferred which is much greater. 

. I believe that the underlying value of Association to lnsurance is vastly more than the 
compensation Association is receiving for what it is giving up. 
No - The division of assets is not fait 

Will the real NRMA please stand up? - NO 
With the proposed transfer and the shared use of key NRMA trade marks there will 
be two independent organisations both using the same trade marks and logos. 
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Under the Business Relationships Agreements, Association and NlGL will be involved 
in different activities; Association'seeking to benefit its members and the community 
by providing road and other services and NlGL seeking to maximise the return for its 
shareholders through providing insurance and financial services. 
Even the current constitutional requirement for lnsurance to assist and co-operate 
with Association in attaining its objectives will be removed. 
Somehow, when a member of our community rings NRMA for HELP, he or she is 
supposed to be able to recognise immediately which of the two different organisations 

. he or she is dealing with. 
This potential confusion will exist subject to any disapproval by IP Australia, the 
government's trade mark regulating body, or by the Australian Competition and 
Consumer Commission, the trade practices watchdog. 
What happens if Association or NlGL or some other company that has taken over 
NlGL brings the trade marks into disrepute? The other will automatically suffer. 
Whatever Association does in the future to build-up the goodwill behind the key 
shared trade marks is likely to financially benefit NlGL more than Association. 
No - The real NRMA will not be able to stand up. 

Mr I F Yates 
Mr Yates is opposed to the Proposal and recommends that you vote AGAINST all of the 
Association Schemes (and interdependent resolutions). Mr Yates intends to vote against 
those Schemes and resolutions on which he is eligible to vote. 

Mr Yates makes this recommendation for the following reasons: 
Don Y Destroy The Successful NRMA 

The Proposal Will Leave Road Service Critically Weakened 

There Is An Alternative - Better Management 

The Experts Are Divided 
Rebates Will Be Lost Forever 

lnsurance Premiums Will Rise 

Don't destroy the NRMA 
Association and lnsurance are very specialorganisations. We all know the NRMA as a 
caring, helpful and trustworthy organisation,that we can rely on in times of need. How 
many large, profit-driven companies can one say that about? Do we really want to destroy 
the special character of the NRMA for a short-term gain of a fistful of dollars? Will 
Australia be a better place when the NRMA is simply another brand name in a 
profit-driven market? I believe that this is what the Proposal will lead to and I oppose it for 
that reason. 

If the Proposal goes ahead, NRMA lnsurance will exist to maximise its profits, 
rather than to serve its members. 
Today, Association and lnsurance are owned by the members and exist to serve them.. 

If the Proposal goes ahead, lnsurance will exist in the future to maximise its profits. How 
might this change things? Well, ask yourself how you would maximise profits if you were 
an insurancecompany - wouldn't you try to raise premiums, pay as few claims as 
possible and minimise pay outs on those claims that you couldn't avoid? 

This sort of attitude doesn't prevail at lnsurance today because it is motivated primarily 
by a desire to do the best for its members. In my view, this means that lnsurance today 
strives to keep its premiums at the lowest and 'fairest' levels it can, to maintairi a high 
level of service and to pay its claims promptly and without unnecessary 'quibbling'. 
Overall, it sets its standards at ttie maximum level perceived to be in the best interests of 
members, not merely at the minimum the market requires. In doing these things, it sets 
standards which the rest of the lnsurance market is forced to follow. 

I strongly believe that with lnsurance as a shareholder-owned, profit-driven company like 
its competitors, this leadership will disappear and those standards will fall. If that 
happens then I believe that we will all suffer through higher premiums, slower claims 
processing and more rejected claims. 

The statements elsewhere in this lnformation Memorandum that these things will not 
happen 'as a consequence of the Proposal' or are not 'expected', do not give Members 
any clear or blnding assurance that these things will definitely not happen; they are no 
more than expressions of an opinion which I believe to be wrong. 

The Proposal will leave Association critically weakened. 
Where will the Proposal leave the road service organisation (Association)? 

In my view, the Proposal will fundamentally weaken the Association by effectively: 

1. Stripping it of two of its most important assets - that is, (a) its practical control over , 
and right to the assistance and co-operation of lnsurance in attaining its objectives 
and, (b) its full ownership of the NRMA Brand name. Instead of effectively controlling 
100% of lnsurance and the use of the NRMA Brand as it does now, the Association 
will be left with a small minority shareholding in the insurance group and strict 
restrictions on how it can use the NRMA name in the future; and 

2. Splitting in two an organisation which is stronger as a single business entity to the 
disadvantage of each of the parties. As was stated in the prospectus for the 1994 
demutualisation proposal for the combined NRMA Group: 'The NRMA's strength lies 
in the value of both road service and insurance, with each benefiting the othel: If they 
were to be separated, each would be weakened . . . Separating the two would mean 
separating the staff of the NRMA, thereby destroying the very culture which has made 
the NRMA a success. ' 

I believe that, by weakening the ~ssociation, this Proposal may lead to the road service 

organisation eventually dying off or being forced to increasearoad service charges to a 
level which many of us could no longer afford. I say that risk is not worth taking: 

There is an alternative. 
This radical restructuring of the NRMA does not have to happen. Instead, we can 
maintain Association and lnsurance as a strong, combined mutual organisation with all 
members to benefit now and in the longer term. 

This whole debate about restructuring the NRMA has been a massive distraction for 
management. I believe that, with proper focus on the core business, the combined 
NRMA can be made more efficient, stronger and better at what it really exists to do - 
serve its members. If the Proposal is defeated, management and the Boards will be able 
to get their minds back on the job and concentrate on producing benefits for members' 
from a focused, stronger and better-run NRMA. 

This whole exercise has cost NRMA over $31 million in fees to date and it is estimated 
that it will cost a further $76.4 million at least to implement if it is approved. Ongoing 
costs of implementing the Proposal are estimated at $6.5 million per annum. a 

I believe that this staggering amount of money and the profits from NRMA Group 
operations would be better spent in providing. more and better services for members than 
fees to 'the big end of town'. The sorts of things I have in mind are: 

the enhancement of existing memQership benefits and the provision of additional 
benefits to members at or below cost; 
an extension of such community-oriented activities as N,RMA Care Flight, NRMA 
Crimesafe and NRMA Community 'Service initiatives; and 
the provision to members of periodic rebates of premiums. 

Rebates, 
In my view, if you approve demutualisation, you can say goodbye to rebates forever. 

The Experts 
Contrary to the expert views of CSFB in this lnformation Memorandum, I engaged an 
independent expert to assess the proposed demutualisation. That independent expert 
concluded there is a prima facie case that the retention of the structure, including better 
management of the NRMA, would deliver greater total benefit to Members. 

When I asked for the essential information on which the CSFB expert opinion was 
modelled, I was informed that the model had been destroyed as part of CSFB's normal 
practices. Whilst I do not doubt the wisdom of destroying copies of such vital information 
for confidentiality-reasons, I am extremely concerned that the result for NRMA members 
is that CSFB's expert opinions cannot now be sensibly tested nor scrutinised. You should 
therefore be extra careful before making your decision if you are hoping to receive the 
projected benefits set out in the directors' statements which recommend this Proposal. 

Another matter that I have found strange and confusing is that the NRMA management 
decided to use various different expert consultants over the last several years to advise it 
(and therefore you) about the best NRMA structure. Each has come up with different 
ideas. This tells me that there is no one right answer, only opinions. Don't risk the 
fortunes of a very profitable organisation like the NRMA when experts can't even agree. 

Also, you may not know this, but CSFB were also the experts retained by AMP in its 
demutualisation (NRMA's biggest competitor) and I am not at all comfortable with that 
circumstance. 

The Campaign 
Regrettably, I have likened this Proposal to the Constitutional vote Australia held recently. 
There, as with the Proposal, all the~advertising and promotional has been spent either 
directly or indirectly in support of a yes vote. Nowhere have I seen newspaper, magazine 
or television advertising which presents some of the well known arguments against 
splitting the NRMA in two. Similarly, whilst the NRMA has spent or is in the process of 
spending tens of millions of dollars pursuing the Proposal, a measly $400,000 in total 
was given towards funding the N.RMAs two mutuals committee. That disparity was unfair 
and unAustralian and against your interests as a Member. 

The NRMA Group recently announkid an after-tax profit for the year ending 30  June 
1999 of about $255 million. Over the last three years, that figure is almost $1 billion, all 
of which has not been given to members in the form of rebates, but could have been 
given. 

Don't destroy the NRMA! 
I urge you not to 'sell out' for a one-off, short-term gain -vote NO, save the NRMA and 
we will benefit in the future. 

Association directors who do not desire to make a 
recommendation on the Proposal 
Mr R J Talbot 
Mr Talbot has made the following statement: 

I do not desire to make a recommendation for the following reasons. 

I received advice from my lawyers that the statement I intended to publish might 
lead to litigation agalnst me personally. 

I therefore have decided not to prov~de a statement of my reasons and 
recommendations in respect of the Proposal. 

As indicated above, Mr Talbot has not made a recommendation in relation to the 
Proposal. However on many occasions Mr Talbot has publicly voiced his opposition to the 
Proposal. During the Court hearing to convene the Scheme Meetings he was represented 
by counsel and opposed the Proposal. 
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9.7 Report of Deloitte Corporate Finance 
The report of Deloltte Corporate Flnance IS set out below 

h NRMA Limited 

Independent Financial Expert's Report for 
Members of NRMA Limited 

14 February 2000 

The Directors 
NRMA Limited 

, 388 George Street 
Sydney NSW 2000 

Dear Sirs, 

Report to Members of NRMA Limited 
1. Introduction 
The Board of Directors of Association and lnsurance have prepared a Proposal to change 
the corporate and membership structure of the NRMA Group. 

The Proposal, if approved by Association Members, lnsurance Members and the 
Supreme Court of New South Wales, will result in the demutualisation of Insurance. 
NIGL, which will own Insurance, will issue Shares to Members at the time of 
demutualisation. Association will retain its status as a mutual company. 

2. Purpose of Report 
Deloitte Corporate Finance have been appointed by Association'as an independent 
financial expert to express an opinion as to whether or not the Proposal is in the best 
interest of Association Members as a whole. Trowbridge Consulting has provided actuarial 
advice to Deloitte Corporate Finance on various aspects of this report. 

This report is to be included in the lnformation Memorandum to be sent to Members of 
Association and lnsurance and has been prepared for the exclusive purpose of assisting 
Association Members in their consideration of the Proposal. This report can not be used 
for any other purpose. 

3. Executive Summary 
In forming our opinion on whether or not the Proposal is in the best interest 
of Association Members as a whole we have considered whether or not: . the Business Relationship Agreements are fair and reasonable as a whole in the 

context of the Proposal (refer Section 3 of this report); 
the Association Members as a whole will be better off with this Proposal than with 
alternative proposals (refer Section 4); 
the Share Allocation Rules applying to Association Members are fair and reasonable 
and the Shares allocated to Association Members are a fair exchange for Association 
Members' rights forgone (refer Section 5); and 

o the Shares allocated to Association are sufficient to enable it to carry out its stated 
objectives for the foreseeable future (refer Section 61.- 

We have then examined the Proposal as a whole in the context of our findings on the 
above considerations in order to form our opinion. 

4. Opinion 
In our opinion, the Proposal is in the best interest of Association Members as a whole. 

Th~s oplnlon should be read In conjunction w~ th  the full text of thls report whlch sets out 
our flndrngs and scope 

Yours faithfully 

DELOITTE CORPORATE FINANCE PTY LIMITED 

R H Wylie J S Duivenvoorde M J Pittorino 
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1. Introduction . + 

The Boards of Assoc~atlon and lnsurance have prepared a Proposal to change the 
corporate and membership structure of the NRMA Group. Thls Proposal IS to be sent to 
Members of lnsurance and Association for approval and 1s outllned In detall In the 
lnformatlon Memorandum. 

Pursuant to the Proposal, lnsurance will demutualise by changing from a mutual 
company to a shareholder-owned company. lnsurance Members, Assoiciation   embers 
and Association itself will receive Shares in a new holding company, NIGL, which will own 
Insurance. It is intended that NIGL will, be listed on the Australian Stock Exchange during 
2000, although there is no guarantee that listing will occur. 

As part of the Proposal, lnsurance ~ e i n b e r s  will relinquish their membership rights in - 

lnsurance in exchange for Shares in NIGL. Association Members will retain their existing 
membership rights in Association. ~ssociation will remain a mutual company, give up its 
special rights as a Member of lnsurance and will receive an allocation of Shares in NIGL. 

The ~roposal; if approved by Association Members, lnsurance Members and the 
Supreme Court of New South Wales, is intended to be effected by five schemes of 
arrangement, three between Association and Association Members (or classes of them) 
and two between lnsurance and lnsurance Members. Details of the Schemes are set out 
in Sections 9 and 10 of the lnformation Memorandum. 

Deloitte Corporate Finance have been appointed as the independent financial expert to 
consider the Proposal and to express an opinion as to whether the Proposal is in the best 
interest of Association Members as a whole. This report can not be used for any other 
purpose. We have been assisted by Trowbridge Consulting who have provided actuarial 
advice'on various aspects of this report. 

The appointment of Deloitte corporate' Finance has been made by Association to meet 
the requirements of Regulation 8303, of Part 3 of Schedule 8 of the Corporations 
Regulations which relates to schemes ,of arrangement covered by the Corporations Law. 
This requires an expert to prepare a report which states 'whether or not, in his or her 
opinion, the proposed Scheme is in the best interest of the Members of the company 
the subject of the Scheme.. . '. 
The full terms of the Proposal and the resolutions to be considered by Members are set 
out In the lnformat~on Memorandum. 
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The lnformation Memorandum contains considerable detail in respect of the Proposal. 
Where appropriate we have sought not to repeat those details, but rather, to refer to 
appropriate Sections in the lnformation Memorandum in which the relevant particulars 
are contained. All expressions defined in the lnformation Memorandum have the same 
meaning in this report. 

2. Scope of this Report 
2.1 Purpose of the Report 
Deloitte Corporate Finance has been appointed by Association to consider the terms 
of the Proposal and prepare a report expressing its opinion as to whether or not the 
Proposal is in the best interest of Association Members as a whole. 

2.2 Basis of Assessment 
2.2.1 Approach 
There is no statute or regulation that specifies the criteria by which 'best interest' is to 
be evaluated. The overall criteria adopted by Deloitte Corporate Finance to evaluate the 
Proposal are discussed below. 

In determining whether the Proposal is in the best interest of the Association Members 
as a whole we have had regard to the guidance provided by ASlC policy statements and 
practice notes which deal with independent expert reports required under the 
Corporations Law. In particular we have considered Policy Statements 74 and 75 and 
common market practice. 

The nature of the Proposal and its impact upon the interests of ~ssociation Members 
including the retention of Association as a mutual makes it necessary for us to consider 
a range of both financial and non-financial implications in forming our opinion. 
The non-financial implications of the Proposal cannot be assessed on a monetary basis. 
Accordingly, our report does not include a specific financial assessment of the impact of 
the Proposal on the value of Association Members' interests. 

In light of the above, we have concluded that the Proposal will be in the best interest of 
Association Members as a whole if: 

the Business Relationship Agreements are fair and reasonable as a whole in the 
context of the Proposal (refer Section 3 of this report); 
the Association Members as a whole will be better off with this Proposal than with 
alternative proposals (refer Section 4); 
the Share, Allocation Rules applying to Association Members are fair and reasonable 
and the Shares allocated to Association Members are a fair exchange for Association 
Members' rights forgone (refer Section 5); and 
the Shares allocated to Association are sufficient to enable it to carry out its stated 
objectives for the foreseeable future (refer Section 6). 

We have then examined the Proposal as a whole in the context of our findings on the 
above considerations in order to form our opinion. 

2.2.2 Definition of Members 
The definition of an Association Member is set out in the constitution as 'any person 
entered in the register as a Member for the time being of the Association'. The 
Association Board has developed Membership Principles which set out circumstances 
by which membership of the Association for the purpose of the Proposal is determined. 
In referring to Association Members, we have adopted the same definition as that which 
is set out in the Information Memorandum. 

2.2.3 Association Members as a Whole 
In forming our opinion about Association Members as a whole we have had regard to the 
impact of the Proposal on the interests of the different classes of Association Members, 
that is Association Members Only, Dual Members and Association Members generally. 

Although the majority of Association Members are Dual Members, our role as an 
independent financial expert to Association does not require us to consider or express 
an opinion in relation to the separate interests of lnsurance Members. lnsurance has 
appointed Ernst & Young Corporate Finance to consider the terms of the Proposal and 
prepare a separate independent financial expert's report expressing its opinion as to 
whether or not the Proposal is in the best interest of lnsurance Members as a whole. 
Association Members who are also lnsurance Members should therefore refer to the 
Ernst & Young Corporate Finance Report contained in the lnformation Memorandum in 
relation to their rights as lnsurance Members. 
We have not considered the effect of the Proposal on the particular circumstances of 
individual Association Members. Some individual Members may place a different 
emphasis on various aspects of the Proposal from that which we have adopted in this 
report. Accordingly, individual Members may reach different conclusions on whether or 
not the Proposal is in their best interest. 

3. Business Relationship Agreements 

3.1 Introduction 
The Business Relationship Agreements document the future commercial arrangements 

- 
between Association, lnsurance and NlGL including the use of, and cost of access to, 
assets such as the NRMA brand, customer databases and the distribution network. 
They also set out the arrangements in respect of their ongoing relationship for other 
shared services including information technology. 

If the Proposal does not proceed the Business Relationship Agreements will not be 
implemented in their current form. In this event, new agreements based on the Business 
Relationship Agreements will be entered into with appropriate amendments to reflect a 
continuing two mutual structure for the NRMA Group. It is intended that these new 
agreements would place Association in approximately the same financial position as it is 
in today. 

We have considered the Business Relationship Agreements in order to form an opinion 
as to whether they are fair and reasonable as a whole in the context of the Proposal. 
We have conducted our analysis from the perspective of Association and its Members. 

3.2 Methodology 
We have considered the key terms of the Business Relationship Agreements. A summary 
of these agreements is contained in Section 13.5 of the lnformation Memorandum. 

We have considered the process undertaken in formulating the Business Relationship 
Agreements including the development workshops, negotiation processes ari'd the 
composition of the negotiating teams to ascertain whether the interests of Association 
were appropriately represented in the process. We also discussed the proposed 
agr'eements with senior management of both Association and lnsurance in the context of 
the strategic business plans of the NRMA Group. We also considered the existing 
business relationships between Association and Insurance. 

After reviewing the agreements we identified key issues relating to limitations on scope of 
business and the use of the brand name. The value associated with the assignment and 
licensing of the NRMA Trade Marks from Association to lnsurance is considered as part 
of our review of the Share Allocation Rules in Section 5 of this report. In analysing the 
agreements we reviewed the terms and conditions of each agreement together with the 
pricing and cost allocation methodology. To consider whether the pricing and cost 
allocation methodology was reasonable, we: 

reviewed the underlying cost base for both the existing and the proposed 
arrangements in the areas of distribution, information technology and shared'services; 
benchmarked, where costs were material, the cost base against industry practice in 
Australia and overseas using our own research and publicly available information; and 
reviewed the proposed service delivery levels under the agreements for distribution, 
information technology and shared services and where possible compared those 
service delivery levels with external benchmarks. 

3.2.1 Key Considerations 
The governing objective of the Business Relationship Agreements is contained in the 
Business Alliance Umbrella Agreement. The Business Alliance Umbrella Agreement is 
intended to define the nature of the relationship between the parties. It states that the 
aim of the relationship between Association and lnsurance is to continue to derive the 
synergistic benefits which they have enjoyed historically, in a manner which does not 
adversely affect the pursuit of the commercial objectives of the parties. We have 
considered the fairness and reasonableness of the Business Relationship Agreements 
from the perspect~ve of Association in the context of the Proposal and mutual 
commitment of the parttes to preserve their relationship. 

The development of the agreements was accomplished through an extensive series of 
workshops and negotiation sessions with independent teams of employees from within 
the NRMA Group representing the interests of Association and lnsurance respectively. 
The stated goal of each team was for the agreements to be commercially reasonable and 
beneficial to the parties. The teams were supported by consultants and separate legal 
advisers throughout the negotiation and drafting process. 

We discussed the development of the agreements with participants involved in every 
stage of the process to gain an understanding of the dynamics and conduct of the 
development sessions. Based on our discussions, we are of the view that the preparation 
of the agreements was carried out by teams having balanced expertise and that the 
participants properly represented their assigned interests. 

Certain costs, cost allocation methods, performance measures and terms further defining 
the commercial aspects of the relationship between the parties are yet to be finalised. 
However, these details are not critical to the formation of our conclusion. 

Our analysis was guided by the materiality of the specific issues that we identified. Only 
material cost items were benchmarked. For non-material costs our analysis was limited 
to reviewing the formulae used in the allocation of costs. 

2.3 Qualifications, Limitations and lndemnities 3.3 Assessment 
This report should be read in the context of the qualifications, limitations and indemnities 3-3-1 Limitations of Business Activities 
set out in Section 8 of this report. The Business Alliance Umbrella Agreement restricts the business activities which 

Association can undertake uslng the NRMA brand. Association's use of the NRMA brand 
is limited to the provision of products and services related to motoring and transportation 
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in Australia and New Zealand. lnsurance may use the NRMA brand in all other areas of 
business and geography except for road and related motoring services. 

Association's membership and brand strength are predominantly located in New South 
Wales and management has indicated that there are no current plans to expand the 
membership base geographically outside New. South Wales. The initiatives proposed in 
Association's 1999-2000 corporate plan are consistent with its stated objectives and 
exclusive scope of business as set out in the Business Relationship Agreements. During 
our review we were not made aware of.any other new services that Association intends to 
provide which would fall outside the exclusive scope of business. 

Control over Distribution Channels 
There is a risk that lnsurance may decide to change the future structure of its distribution 
channels and this may impact Association and its Members. lnsurance undertakes 
'to maintain customer preferred access and availability to the Association Group's . 

products: The most likely change to current distribution channels would be a future . 
reduction in the number of branches. In assessing the likelihood of this change we 
took account of the following factors: * - a  

- -  . .  - 

the branch network 1s important to lnsurance as a significant amount of both new 
busmess and renewals comes through the branch network; 

we have considered whether the Business Relationship Agreements might exclude Association Members are already increasingly using other distribution channels such 
Association from competing in any area in which it has competencies and which is as call centres and the postal system; and 
consistent with its strategic objectives. The core competencies of Association relate to its ' Association management believes there may be viable alternatives to the current 
knowledge of motoring issues and its ability to deliver services to motorists. It is the physical distribution network e.g. allowing Members to pay for membership and 
intention of Association to oursue a strateav that is aligned with these core competencies. obtain services through service providers such as Australia Post. 
As a result the business and branding scopes as defined by the Business ~ll ian'ce 
Umbrella Agreement, Trade Mark Relationship Agceement and Marketing Agreements 
allow Association to compete using the NRMA brand in all areas of business where it has 
competencies and intends to provide services in the foreseeable future. 

The Marketing Agreement also restricts the freedom of Association to offer new .NRMA 
branded products through joint ventures or alliances with third parties. However, it would 
be contrary to the spirit and intent of the governing objective contained in the Business 
Alliance Umbrella Agreement for Association to pursue product strategies with a direct 
competitor of lnsurance or in circumstances in which lnsurance could suffer adverse 
consequences. In cases in which Association can justify a business case for pursuing a 
product strategy with an entity other than lnsurance in a way that does-not compromise . 
the interests of Insurance, the agreements appear to contain satisfactory provisions to 
enable the parties to resolve the situation by mutual agreement. 

* Accordingly, in the overall context of the Proposal which includes Shares to be allocated 
to Association and its Members, the agreements do not appear to restrict unreasonably 
Association's use of the NRMA brand and ability to pursue new business initiatives with 
third parties. 

3.3.2 Brand lssues 
One of the most valuable intangible assets of Association is its brand. It is possible that 
Insurance's future actions may harm the brand even if it can demonstrate that it is 
behaving in line with the brand integrity principles contained in the Trade Mark 
Relationship Agreement. 

Association presently benefits from the advertising expenditure of lnsurance as it 
undertakes the great majority of expenditure on maintaining NRMA brand awareness. 
Accordingly there may be a risk to Association of a decline in the future value of the 
brand should lnsurance either reduce its spending or change its brand strategy. , 

Senior management of lnsurance consider that one of its most important competitive 
advantages, compared to other financial institutions, is its ability to leverage the distinct 
brand associations generated by the motoring related services provided by Association. 
It is difficult to envisage lnsurance acting in a way that would diminish these valuable 
brand associations in the current circumstances. Association may also be insulated 
from any activities of lnsurance that may reduce brand value by the distinction drawn 
in the market place between the provider of motoring services and the provider of 
financial services. 

A risk to the future value of the Association brand could arise if lnsurance decided not to 
support the NRMA brand. The relationship of lnsurance with motoring associations 
outside New South Wales coupled with its potential to adopt a national brand image, 
highlights this risk. However, the current NRMA brand position is aligned with - 
Insurance's stated strategy of differentiation based primarily On brand and customer 
service attributes. The NRMA brand in New South Wales is generally regarded to be 
stronger in this respect than the brands of motoring associations in other Australian 
states. It is therefore unlikely that lnsurance would discontinue the use of the NRMA 
brand in New South Wales. 

If lnsurance were to reduce its support of the NRMA brand Association might be 
required to engage in marketing activity to support its brand. It is possible that 
Association's current brand position may be sustained through public relations, 
advertising on a lesser scale and through maintaining quality of service. Further, 
Association currently has few direct competitors and therefore may not need to ward off 
competition through marketing efforts. 

Accordingly, in the overall context of the Proposal, the agreements appear to provide a 
reasonable degree of protection for the brand and control over the conduct of the parties. 

3.3.3 General Terms and Conditions 
General Considerations 
Exclusivity 
Association must give lnsurance the first right of refusal to distribute its present and 
future products and to provlde information technology and shared services. 

Termination 
There are restrictions on Association's ability to terminate these agreements for 
convenience, ranging from no automatic right to terminate any single distribution 
channel, other than roadside assistance services, to an inability to terminate either the 
IT Services Outsourcing Agreement or the Distribution and Shared Services Outsourcing 
Agreement for at least three years. 

Dispute Resolut~on Procedures ' 
Alllance managers have been appointed to manage the day to day operational 
CO-ordlnatlon of the provlslon of servlc:es between the partles The agreements also 
provlde for a dlspute resolution mechanism for Issues that cannot be agreed between 
the alllance managers In addltlon, the Dlstrlbutlon and Shared Servlces Outsourc~ng 
Agreement allow for regular thlrd party performance audlts to ensure that lnsurance 
1s reporting ~ t s  performance accurately and that lnvolclng for the services provlded 
to Assoclatlon 1s accurate t 

IT Services Outsourc~ng ~greemin t  ' 

Thls agreement 1s comprehensive and IS slmllar to standard lnformatlon technology 
outsourclng contracts In terms of scope and detall 

However, certain terms regarding Association's ability to allow other external service 
providers to supply any of the services, in the future appear to.favour Insurance. These . -. 

clauses are as follows: 
New Services. Association is not I;errnitted to acquire new services from a third party 
unless lnsurance reiects the o~oortunitv. It would be preferable if Association 
included 1ns"rance'in every new oppo&nity as a bidder and retained the right to -  
select the best value service provider. This is common industry practice which allows 
clients to obtain best of breed service providers and to minimise the risks associated 
with a sole supplier. i 

Termination. lnsurance can terminate the agreement if it changes its information 
technolow olatform to the extent it is no longer commerciallv viable for lnsurance to 
provide s<&ices. This could requife ~ssociation to obtain these services from another 
supplier upon receipt of nine months notice. Association is unable to terminate this 
agreement-for convenience for at least three years and upon termination a fee is 
payable. 

We have assessed the financial impact of any potential adverse consequences arising 
from these two clauses to be immaterial. 

In the overall context of the Proposal, the general terms and conditions of the Business 
Relationship Agreements appear reasonable to Association. 

3.3.4 Pricing, Cost Allocation and Service Delivery Levels 
Distribution and Shared Services Outsourcing Agreement 
Fees payable by Assoclatlon for each dlstrlbutlon channel are calculated to enable 
lnsurance to recover the full cost of provldlng the servlces plus a margln of 5% The fee 
1s capped based on a percentage of Assoclat~on's revenues (excluding Investment 
Income) In the flrst three years and afterwards cannot Increase by more than a welghted 
Index based on the Consumer Prlcellndex and Average Weekly Earnlngs An actlvlty 
based costlng revlew 1s scheduled to be undertaken by the NRMA Group and the results 
of thls revlew should allow dlstrlbutlon costs to be allocated more accurately. 

The fees payable by Association in the first three years will be capped at 10%, 12% and 
15% respectively of relevant revenues. This fee is substantially below the full allocated 
costs budgeted in 1999/2000 and is likely to remain below full allocated costs. The 
agreement states that fees will be the lower of the capped amount or full costs plus 5%. 

We have compared the capped costs, as a percentage of revenue, to the commission 
paid to distribution channels in a range of service industries. The total cost of distribution 
appears reasonable compared to external benchmarks. The basis for allocating costs 
specified in the agreements were reviewed and appear reasonable. 

Distribution service delivery levels specified in the agreements were reviewed and appear 
reasonable. Where service delivery levels could be compared to external benchmarks 
they are in general satisfactory. In many cases service delivery levels have been based on 
those currently achieved. 

- - 
IT Services Outsourcing Agreement 
The pricing of the services to be provided under this agreement has been compared with 
current similar arrangements using standard benchmarking techniques. While the pricing 
of these services would appear generally to be higher than the average market prices, it 
is our opinion that this is due to the nature of the services being provided rather than 
non-competitive pricing. Association may find it more difficult to negotiate lower prices if 
separated from lnsurance due to its lower volume of information technology usage. 

In this agreement lnsurance charges Association a 5% margin on all information 
technology costs incurred on behalf of Association. This differs from the other 
agreements as the margin is charged on all information technology costs including those 
passed on from third party suppliers. However, failure to deliver at defined service 
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delivery levels gives Association service level credits. It is typical for suppliers to charge a 
margin in order to cover their risk of incurring service level credits. 

The information technology service delivery levels were reviewed. It is our opinion that 
some of these service delivery levels are not significantly below those which may be 
achieved externally. However, the service delivery levels appear to match those which 
lnsurance has negotiated with its external providers. 

Shared Services Outsourcing Agreement 
lnsurance will charge a service fee in respect of each activity it conducts on behalf of 
Association (other than investment services), with the fee structured to cover the full cost 
of providing the service plus a margin of 5%. The margin will not be charged on third 
party costs which are incurred by lnsurance as part of providing these services. For 
investment services, Association will pay a fee of 0.5% per annum of the value of its 
portfolio of funds under management. 

The cost allocation principles appear to be reasonable and are in line with those 
developed by the NRMA Group over time. 

Accordingly, in the overall context of the Proposal, the Distribution Services, IT Services 
and Shared Services Outsourcing Agreements appear reasonable. . 

3.4 Conclusion 
Based upon our review and the information obtained during the course of our review, th& 
Business Relationship Agreements are fair and reasonable as a whole in the context of 
the Proposal which includes Shares to be allocated to Association and its Members. 

4. Alternative Proposals 

4.1 Introduction 
In this Section we have considered whether Association Members as a whole will be 
better off with the Proposal than with alternative proposals. In order to conduct this 
analysis we have compared the Proposal with other options available to change the 
financial and corporate governance structure of the NRMA Group and also with retention 
of the existing structure. 

4.2 Methodology 
In order to compare the Proposal against other alternatives including the existing 
structure, we have: 

(i) considered Members' interests. 

We have explored the nature of Members' interests in Association; 

(ii) derived a short list of alternatives. 

We have reduced the list of alternative proposals to a short list comprising three 
alternatives, satisfying ourselves in the process that other alternatives are inferior to one 
or more of these three alternatives; 

(iiilconsidered the points of difference between the short listed alternatives. 

We have identified the attributes or characteristics of each of the three short listed 
alternatives which represent the main points of difference between them; and 

(iv)compared the short listed alternatives against each other. 

We have compared each alternative against the interests of Members as we understand 
them, concentrating on the main points of difference. This comparison was undertaken 
to arrive at a conclusion as to whether or not Association Members will be better off with 
the Proposal than with alternative proposals considered. 

This process has required consideration of a range of structural and Member issues, 
both financial and non-financial. Understanding and evaluating the issues associated 
with either or both of Association and lnsurance remaining mutuals or demutualising is 
a significant task. A review of the various consultants' reports prepared for the NRMA 
Group, all of which are well reasoned, shows many of the available alternatives. The key 
reports and their major recommendations are summarised in Section 13 of the 
Information Memorandum. 

We have considered these reports and the various arguments put for and against each 
of the alternatives considered in these reports. 

We have also held discussions with some Association Directors as well as the 
management and advisers to the NRMA Group and have undertaken further research 
that we considered necessary. This research has been conducted to satisfy ourselves that 
all realistic alternative structures have been considered and to assist us in identifying 
significant issues that are likely to be relevant to Association Members. 

We have not attempted to reproduce in this report all of the arguments for and against 
each alternative considered by us. We have considered the overall balance of advantages 
identified against disadvantages identified and formed our conclusion accordingly. We 
have summarised our analysis and explained the conclusions we have made in terms of 
the methodology described above. 

4.3 Assessment 
4.3.1 Members' Interests 
To establish our view of the issues of relevance to Association Members, we have 
examined the constitution of Association and considered the objectives contained 
therein. We have also examined statistical and anecdotal evidence obtained by the 
NRMA Group in the form of market research, historical information, analysis of 
correspondence from Members and survey results. We have also held discussions with 
the management of Association and Insurance. 

Our consideration indicates that Members are interested in Association: 
providing good quality competitively priced motoring services; and 
delivering those services in a manner consistent with its past reputation for trust, 
fairness and good value in serving its Members. 

Members of Association have additional interests over and above access to the benefits 
and services provided by their membership subscriptions including: 

their right to vote (which may be fprgone or altered in a restructure); and 
their equitable interest in any distribution of wealth or release of value which may 
arise as a result of a restructure. 

Our review also identified the following aspects of Association Members' attitudes to and 
expectations of Association as being relevant to an understanding of their interests. They 
include: 

the predominant reason motorists obtain Association membership is to gain access to 
roadside breakdown assistance; 
Members place some value on being part of a membership organisation '(as opposed 

' 

to simply being customers). Phrases such as 'trust', 'value for money' and 'for 
Members' were mentioned in some of the market research; and 
there is a lower level of knowledge and recognition by Members of community service 
activities (relative to core membership services) suggesting that, while these activities 
may be an important ingredient in what,Association does in meeting its objectives, 
they are not prime considerations of Association Members. 

These aspects suggest that: 

Members place some value on the mutual status of Association but not to the degree 
that it should override consideration of any alternatives which contemplate a change 
in the structure of the NRMA Group; and , 

Members' interests are predominantly served by Association being a viable and 
effective provider of motoring and other related services. 

In considering the interests of Association Members, we also considered the position of 
Association itself. A necessary condition for the interests of Association Members to be 
best served in any restructure of the NRMA Group is that the values, services and 
financial strength of Association itself should be preserved or enhanced. 

4.3.2 Short List of Alternatives 
There are many possible alternative structures considered in the various reports 
commissioned by the NRMA Group. We consider that the following alternatives are 
worthy of comment: 

the Proposal being considered 
- demutualisation and listing of Insurance, with Association remaining a mutual 

company 

the existing structure 
- two mutual companies, Association and lnsurance 

full demutualisation and.listing 
- the 1994 proposal, where both lnsurance and Association would be demutualised 

and would become a single listed company 

controlled listed subsidiary 
- similar to the Proposal being considered but Association would own 51% of 

lnsurance which has been demutualised and listed 

a single mutual company 
- the two existing mutual companies are restructured as one mutual company 

two demutualisations 
- lnsurance and Association are each demutualised and separately listed 

wealth distribution 
- retention of the existing structure with distribution of any surplus capital in the 

NRMA Group through rebates, price reductions or similar mechanisms. 

We have considered and eliminated each of the following alternatives for reasons which 
include: 

controlled listed subsidiary 
This alternative contemplates Association maintaining control over a demutualised 
lnsurance by being allocated and then retaining 51% of the shares in the listed 
insurance company. The advantage of this alternative is that the practical control that 
Association currently has over lnsurance would be retained after demutualisation. 
However, there would be no significant allocation of shares to Members of Association 
on demutualisation because most of the value of lnsurance attributable to Association 
Members is retained in Association. We consider this alternative to be inferior 
because of the significantly lower release of value to Association Members compared 
to the value released under the Proposal. 
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one mutual company 
In the absence of any apparent economic benefits, the complexities and costs 
associated with designing and implementing a single mutual structure which 
replicates or enhances the existing operating arrangements and the practical difficulty 
of implementing such a change makes this alternative inferior to the existing 
structure. 

two demutualisations 
If neither entity has a controlling interest in, or can influence the other, the different 
commercial requirements of each and their independence would almost certainly 
create greater business risks for both entities than would be the case for a single 
demutualisation or the Proposal. 

Under the Proposal, the Business Relationship Agreements ensure that the future 
scope of business of lnsurance is largely unrestricted. Implementation of the Business 
Relationship Agreements or similar arrangements would, however, be a hindrance to a 
successful listing of Association because of the limitations they place on its future 
scope of services. 

wealth transfer 
This alternative requires the transfer of wealth from the NRMA Group to Members. It 
therefore limits the ability of the NRMA Group to accumulate capital. This alternative 
is really the existing structure but with lower effective prices and reduced or declining 
capital. This approach would limit the NRMA Group's ability to expand and require a 
change to the strategy to which the NRMA Group, as a whole, is currently committed. 

Having eliminated these alternatives, we considered whether there are any other 
alternatives that might be superior to our short list. On the basis of our review, we are 
satisfied that all other realistic possible alternatives are either sub-optimal variations to 
one of our three short listed alternatives or else are inferior to one or more of these 
alternatives. 

Our three preferred alternatives for further discussion are: 

the Proposal; 
the existing structure; and 
full dernutualisation and listing ('full demutualisation') 

Two of these alternatives, the existing structure and full demutualisation, would largely 
retain the NRMA Group as a single integrated organisation, at least from an operational 
perspective. In the case of the existing structure, integration is not complete whereas full 
dernutualisation would integrate the ownership and the corporate structure of lnsurance 
and Association. 

Under the Proposal, the two entities continue to CO-exist with Association as a mutual 
company and lnsurance as a listed company. 

4.3.3 Points of Difference 
We have identified four main points of actual or potential difference between the three 
alternatives on our short list. They are: 

(i) the relationship between Association and Insurance. 

Under the ~r'oposal, the nature of the relationship between Association and lnsurance 
is different from the existing structure, as summarised below: 

the two entities representing Association and lnsurance will become independent 
entities with Association having no entitlement to appoint directors to the Board of 
Insurance; 
the approach to management and operations requires a more extensive series of 
agreements (the Business Relationship Agreements) which put in place contractual 
arrangements between lnsurance and Association. The details of these arrangements 
and comments on their implications for Association are covered elsewhere in this 
report and in the Information Memorandum. 

Under the Proposal, Association's influence over lnsurance is significantly reduced. 
Its only formal relationship with lnsurance will be through the powers it has under the 
Business Relationship Agreements to enforce agreed standards for service delivery, 
brand integrity and scope of business. Association will no longer have any influence over 
the delivery of the products and services offered by Insurance. 

In the case of a full demutualisation, the relationship between lnsurance and Association 
is clear as they will be one organisation. 

(ii) the financial viability of Association. 

Under the existing structure and also under full demutualisation, it would appear that 
Association's financial viability is assured because it is an integral part of a much larger 
group. Under the Proposal, Association's financial viability is assured, for the foreseeable 
future, by a capital injection through an allocation of 10% of the Shares in NlGL and by 
the terms of the Business Relationship Agreements with Insurance. 

(iiilmotoring and community services 

As discussed previously, there are some characteristics of Association which are 
attractive to Members, including: 

the value placed on the mutual status of Association and some of the membership 
attributes that accompany this status; and 
Association's role as a sponsor of motorists' interests and through its participation in 
a range of related community services. 

These services have been delivered under the existing structure. It is a clear intention of 
the Proposal that the Business Relationship Agreements and other aspects of the 
Proposal, including retaining Association as a mutual company, are aimed at ensuring 
the services Association has delivered in the past suffer no adverse consequences as a 
result of implementation of the Proposal. 

In the case of a full dernutualisation, it is likely that there would not be the same 
commitment to the delivery of these motoring and community services over time 

(ivldelivery of insurance services. 

Demutualisation of Insurance, which occurs under the Proposal and under full 
demutualisation, may change some aspects of the operations of Insurance. It has the 
potential to affect prices, underwriting approach, service levels, capital management and 
management accountability which may be different from the existing structure. 

(V) the level of value release. 
, 

Under demutualisation and listing, a mutual company issues shares which subsequently " 

become tradeable. There is no transfer of assets out of the mutual company. All of its 
wealth is retained inside the company yet, at the same time, there is a 'value release' to 
members. Each member's allocated shares can be held or sold and therefore the 
member gains access to his or her share of the accumulated wealth of the mutual 
company. 

Under demutualisation of lnsurance the wealth distribution would be significant, whether 
Association is included or excluded from the entity or entities to be demutualised. 

Without demutualisation of Insurance, any value release would be a direct transfer of 
wealth from lnsurance to Members and is limited to price reductions, rebates and similar 
mechanisms that might be offered to Members. 

4.3.4 Evaluation 
Our evaluation of the shortlisted alternatives is summarised below. This evaluation takes 
account of our understanding of Members' interests as discussed previously. 

The Proposal compared to the existing structure 
The Proposal separates lnsurance from Association. This separation entails: 

some commercial risks to ~ s s o c i ~ t i o n  which may also put at risk, over time, the 
quality of services available to Members; 
lnsurance offering its products and services to Association Members as a non-mutual 
company with Association no longer having any practical control over the 
management of Insurance; and 
some restrictions on the future business activities of Association. 

On the other hand, the Proposal has three key advantages over the existing structure: 

there is to be a substantial releasetof value to Members; 
there is to be a major capital injection to Association designed to ensure the financial 
viability of Association; and + 

the continuation of Association as a mutual company should ensure a continuing 
focus on motoring and related se.6ices. 

We believe that, on balance, these advantages considered in conjunction with the value 
of Shares to be allocated to Association Members, outweigh the potential risks of the 
Proposal to Association and its Members. 

Accordingly, we consider that Association Members as a whole will be better off with the 
Proposal than with the existing structure. 

The Proposal compared to full demutualisation 
The conversion of Association from a mutual company to an integral part of a listed 
company has implications for the future delivery of Association's services. It is possible 
that these services will become, over time, of a lesser standard due to a reduced focus 
on motoring services. In addition, greater financial accountability may affect the price of 
motoring services and may reduce the willingness to undertake community services. 

If a full demutualisation occurred the aggregate value release would be greater than 
under the Proposal. It is not clear whether that increase would translate into a greater 
value release to Association Members because the principles underlying the Share 
Allocation Rules would need to be re-examined. Further, even if there was an increase in 
the value release on full demutualisation it may not adequately compensate Association 
Members for the risks associated with the future pricing and quality of motoring services. 
In addition, the benefits to Members of continuing to belong to a mutual company would 
be lost. 

Accord~ngly, we consider that Association Members as a whole will be better off with the 
Proposal than w~ th  full demutualisat~on. 

4.4 Conclusion 
Overall, having regard to the interests of Association Members, we consider that 
Association Members as a whole will be better off with the Proposal than with other 
alternatives. 

These characteristics indicate that the future structure of the NRMA Group needs to 
facilitate or encourage the continuation of the range of community service activities which 
Association has undertaken in the past. 
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5. Share Allocation Rules 
taken into account the NRMA Group's circumstances together with precedents 
elsewhere. 

For the purpose of estimating the value of Shares to be issued we have relied on the a 

5.1 Introduction Ernst & Young Corporate Finance estimate of the market price of a NlGL Share on listing 
This Section deals with our assessment of whether the Share Allocation Rules applying to included in their report to lnsurance Members. 
Association Members are fair and reasonable and the Shares allocated to Associatlon 
Members are a fair exchange for Association Members' rights forgone under the Proposal. 5.3 Assessment 
The Consulting Actuary's Report in Section 12 of the lnformation Memorandum sets out 
the proposed allocation of Shares to Members. In addition, the Consulting Actuary's 
Report discusses the basis on which the Share Allocation Rules were developed and 
summarises the proposed allocations to Members and Association itself. The key features 
of the Share Allocation Rules are: 

an allocation of Shares to Association itself; 
an allocation of Shares to Association Members at the cut-off date, in two parts: 
- one part to recognise Member voting entitlements (equal for every Association 

Member); and 
- one part to recognise the number of years of Association membership. 
an allocation of Shares to lnsurance Members at the cut-off date, in two parts: 
- one part to recognise Member voting entitlements (equal for every lnsurance 

Member); and 
- one part to recognise the number of insurance policies held by each lnsurance 

Member. 

In addition to these key features, there are also a number of detailed principles and rules 
discussed in the Consulting Actuary's Report. 

The overall Share allocations proposed are: 

Associatlon itself - 10% 
Association Members - 40%, with 20% based on Member votes and 20% based on 
the number of years of Association membership 
lnsurance Members - 50%, with 25% based on Member votes and 25% based on 
the number of policies held. 

There were approximately 1.8 million Association Members and 1.3 million lnsurance 
Members at the cut-off date. As almost all lnsurance Members are also Association 
Members, this means that there are approximately 500,000 Members of Association who 
are not also Members of Insurance. 

5.2 Methodology 
5.2.1 A Framework for Assessment 
In assessing whether the Share Allocation Rules are fair and reasonable to Association 
Members, we have considered whether the proposed share allocation represents a fair 
reflection of Association Members' 'equitable' interests in the Shares to be allocated by 
NIGL. 

We regard 'equitable' as meaning even-handed amongst Members, in a manner which 
does not unreasonably favour any one of them or group of them over other Members or 
other groups of Members. Any assessment of equity necessarily involves a subjective 
element. There are no established formulae or sets of rules for determining the relative 
equity of different share allocations. 

In identifying the principles and rules that might be applied, we have considered whether 
the quantum and likely value of Shares to be allocated to Association and its Members, 
both in the aggregate and for individual Association Members, is a fair exchange for: 

the voting entitlements and other rights to be forgone by Association and its Members 
as a consequence of the proposed changes to the constitution of Insurance; 
the implementation of the Business Relationship Agreements, including any business 
restrictions placed on Association and any potential risks to which Association may be 
exposed; and 
the historical contributions to the NRMA Group that can reasonably be attributed to 
the Association and its Members, to be assessed by reference to the sources of value 
of the Shares in NIGL that are to be issued under the Proposal. 

In applying this concept of equity in respect of Association Members, it has been 
necessary for us to examine the proposed Share Allocation Rules for each of Association 
Members, Association itself and also lnsurance Members. To do so we have needed not 
only to assess the treatment of Members of Association in their own right but also to 
consider their treatment relative to the treatment of Members of Insurance. 

The scope of our report limits our opinion to the allocation of Shares to Association and 
to Association Members. in respect of their membership of Association. Accordingly we 
offer no view on the fairness of the allocations to individual Association Members relative 
to the allocations to individual lnsurance Members. Nor do we offer any view on the 
allocations to individual Members of lnsurance including Dual Members (i.e. those who 
are Members of both Association and Insurance) in respect of their membership of 
Insurance. 

In forming our conclusion we have: 
examined the Consulting Actuary's Report; 
had discussions with the Consulting Actuary's staff regarding their approach and 
recommendations; 
evaluated the Proposal within the framework and pri&iples of equity that we have 
developed; and 

5.3.1 The Value of Shares to be Issued 
We have conducted a review of the estimate of the market price of a Share in NIGL 
prepared by Ernst & Young Corporate Finance. The basis and limitations of their estimate 
are discussed in Section 9.5 of their report. We consider that the valuation conclusions 
reached are reasonable. Our review of the estimated market price of a Share in NIGL was 
limited to the following procedures: 

consideration of appropriateness of valuation methodology adopted; 
consideration of the reasonableness of assumptions underlying the estimate of market 
price; 
discussion with Ernst & Young Corporate Finance staff of issues associated with 
deriving the estimate of market price; and 
review of calculations underlying the estimated market price of a Share in NIGL. 

5.3.2 Characteristics of the Proposed Share Allocation Rules 
The existing Association Members' rights originate from Association's constitution. 
Association itself also has certain special rights which are contained in the constitution of 
Insurance. The Proposal will require, amongst other things, that the constitution of 
lnsurance be changed. In essence, Association will forego its special rights as a Member 
of lnsurance which give Association 'practical control' over the management of lnsurance 
due to its rights to appoint directors of Insurance. 

The current commercial relationship between Association and lnsurance will also be 
changed by the Business Relationship Agreements. 

Relevant aspects of the Business Relationship Agreements, which are also considered in 
Section 3 of this report, are: 

restrictions on the future scope of Association's business activities; 
the assignment of relevant NRMA trademarks from Association to NIGL; 
restrictions which effectively preclude Association from marketing insurance and 
financial services which compete with Insuiance; and 
various commercial risks, for example that the working relationship between the two 
parties will not always be as close as it is today and that their commercial interests 
may diverge over time. 

Accordingly, Association Members' rights may be forgone because of either constitutional 
or contractual changes. These are discussed below. 

5.3.3 Constitutional Relationships 
The Members' rights as set out in Association's constitution will remain unchanged. 
The special rights of Association included in Insurance's constitution, however, will be 
removed. These special rights forgone are explained in the Information Memorandum. 

Nearly all lnsurance Members are Members of Association and over 60% of Association 
Members are lnsurance Members. 

The practical effect of the special rights and cross-membership is that a special 
relationship is created between the two entities where both entities are likely to seek 
opportunities to act in their common benefit and neither is likely to act to disadvantage 
the other. This relationship is strengthened and supported by the following: 

Insurance's constitution states that it is to generally assist and co-operate with 
Association; 
while Association has the ability to control the management of Insurance's business 
because it can appoint the directors of Insurance, they have a legal responsibility to 
act for the benefit of Insurance. Accordingly Association and its Members cannot be 
the exclusive beneficiaries of the exercise of that control; 
while Association would receive any surplus if lnsurance were to be wound up, 
Association Members cannot enforce the winding up of lnsurance without the 
approval of lnsurance Members; and 
the consent of both lnsurance Members and Association's directors is required to 
change Association's special rights. To change the constitution of lnsurance requires 
the consent of 75% or more of lnsurance Members. To vary or abrogate the special 
rights of Association requires the consent of 75% or more of Association directors. 

These rights are notably different from those of public companies or other mutual 
organisations. They result in an unusual situation where: 

Association has certain rights over the management of lnsurance despite having no 
direct ownership of Insurance; and 
lnsurance Members have no practical ability to appoint the directors of lnsurance and 
therefore have no capacity to control the management of Insurance's business. 

5.3.4 Effect on Association of the Proposal 
In summary, if the proposed constitutional changes and Business Relationship 
Agreements are implemented, the effect of these changes would be as follows: 

elimination of Insurance's constitutional obligation generally to assist and co-operate 
with Association in certain circumstances; 
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elimination of Association's special rights over Insurance; and 
restriction of the constitutional right or freedom of Association to provide some 
services as a consequence of the proposed scope of business clauses in the Business 
Relationship Agreements. 

Association's special rights comprise: 
the capacity to control the management of Insurance. Through its ability to appoint 
directors to the board of Insurance, Association has the capacity to influence 
lnsurance management to seek opportunities to act for the benefit of both Association 
and lnsurance and to discourage actions that are likely to disadvantage Association; 
the right to receive any surplus upon winding up of-Insurance; and 
the ability to obstruct almost any restructure that includes changes to the 
constitutional relationship between the two entities. 

Each of these rights is examined in more detail below. 

The capacity to influence lnsurance to benefit Association 
The constitutional relationship allows Association to influence Insurance's operations so 
that the interests of both lnsurance and Association are served. In addition, Association is 
likely to have the ability to stop actions that would be harmful to Association. The removal 
of this influence increases the risk that lnsurance will not co-operate with, or will act in a 
manner that is disadvantageous to, Association. 

The Proposal includes certain features that reduce the risks to Association arising from 
the removal of this capacity to influence lnsurance including: 

an allocation of Shares to enable Association to carry out its stated objectives for the 
foreseeable future; and 
the introduction of Business Relationship Agreements to govern the ongoing business 
relationship between the two entities. 

Nevertheless, upon implementation of the Proposal, the ability of Association to influence 
lnsurance will be changed from a constitutional relationship to a contractual relationship 
between the two entities. 

The right to receive any surplus upon winding up of lnsurance 
Association has the right to receive the surplus assets of lnsurance if it is wound up. The 
winding up of lnsurance is governed by the procedural requirements of the Corporations 
Law. lnsurance can be wound up only by creditors or lnsurance Members. None of 
Association, Association Members, Association directors or lnsurance directors can effect 
a winding up of Insurance. 

Based on the current financial position of Insurance, it is difficult to envisage lnsurance 
being in a position to be wound up by creditors. If lnsurance Members sought to wind up 
Insurance, it is likely that there would be a substantial surplus to distribute to 
Association. The likelihood of lnsurance Members voluntarily seeking the winding up of 
lnsurance to distribute the surplus to Association is remote. 

The ability to obstruct a restructure of lnsurance 
Association currently has the power to obstruct any changes that vary or abrogate the 
special rights, conveyed to it by Insurance's constitution. While this special right provides 
the capacity directly to influence the management of Insurance, if it wishes to restructure 
the relationship between the two entities, this right becomes valuable. 

The proportion of the value of lnsurance being offered to Association and its Members 
can be regarded as the compensation to Association and its Members for approving the 
Proposal. 

5.3.5 Sources of Value 
The Consulting Actuary's proposed allocation primarily derlves from an assessment that 
the interwoven and co-operative nature of the historic relationship between lnsurance 
and Association has broadly resulted in a balanced contribution by the two sets of 
Members. Accordingly, the Consulting Actuary recommends that 50% of the Shares be 
allocated to lnsurance Members and 50% be allocated to Association and its Members. 

Since the transaction will result in the interests of Association Members and Associatioil 
in lnsurance being crystallised, we believe it is necessary to make an assessment which 
goes beyond identifying the interwoven and co-operative nature of the existing 
relationship. In particular, we consider that it is important to assess whether an allocation 
of 50% of the Shares to Assoclation and its Members is a fair exchange for what they are 
giving up. 

To make this assessment, we have identified and examined the sources of value within 
lnsurance which should reasonably be regarded as attributable to Association and its 
Members. Such sources of value arise on account of Association's historical contributions 
to lnsurance and from the commercial considerations the Proposal has for Association 
and its future operations. 

The nature of these sources of value means that it is not possible to quantify them 
individually with any precision. However, based on our knowledge of commercial 
transactions in the financial and insurance sector, we have derived some broadly based 
estimates of value solely to test whether the allocation to Association and its Members is 
sufficient compensation for the changes being proposed. Our objective in undertaking 
this analysis was not to derive a precise value for Association's interests and its 
contribution to lnsurance but to assess the appropriateness or otherwise of the proposed 
allocation of Shares to Association and its Members. 

The individual sources of value together with the broad range within which we have 
judged the value to be (expressed as.a percentage of the total value of Insurance) are 
listed below: 

Association's 'pulling power' for insurance customers: It is relevant to consider what 
the value of Association would be if it were to be freed from lnsurance and sold on 
the open market. Association's membership database could deliver substantial value 
to an acquiring party, in addition to Association's stand alone value. The access to 
Association's membership database by lnsurance warrants compensation to 
Association and its Members. Estimated value: 16% to 20% 
Association's special rights regarding Insurance: Under the Proposal, Association and 
its Members forego their practical control of Insurance, as explained above. The 
forfeiture of control warrants compensation to Association and its Members. 

Estimated value: 5% to 15% 
Association's future restricted scope of senfices: The Business Relationship 
Agreements place significant restrictions on the scope of services that Association can 
pursue in the future. The terms of the agreements indicate that most of the 
opportunities arising from innovation and changing markets are to Insurance's benefit 
as opposed to Association's. The forfeiture of Association's opportunities to expand 
into new and related potentially profitable markets warrants compensation to 
Association and its Members. . Estimated value: 5% to 10% 
Commercial risks: As a result of the proposed separation between Association and 
Insurance, Association is exposed,to a number of risks. The most significant of these 
risks is that the interests of Association and lnsurance will diverge over time in a 
manner which may affect the ability of Association to carry out its stated objectives. 
Whilst the Business Relationship Agreements have been designed to minimise these 
risks, there'are still risks to Association under the Proposal for which Association and 
its Members ought to be compensated. Estimated value: 1% to 5% 
Operatingsynergies: Without the Business Relationship Agreements between 
Association and Insurance, there would be some reduction in the value of lnsurance 
as a result of operating synergies that would be forgone. The operating synergies that 
currently exist therefore represent some value to lnsurance for which Association 
should be compensated. Estimated value: 3% to 5% 
Additional benefits to lnsurance from the NRMA brand: Under the terms of the 
Business Relationship Agreements, Association cedes many rights over use of the 
NRMA brand and trademarks to Insurance. There is a value for the use of the NRMA 
brand over and above the matters already covered above, through the ability of the 
brand to attract credibility independently of the operating relationship with 
Association. The rights over the brand granted to lnsurance warrants compensation to 
Association and its Members. I Estimated value: 5% to 10% 

It must be emphasised that there is a large subjective element in the estimates we have 
placed on each of the sources of value. 

Adding together the lower and upper estimates for each item gives a range from 35% to 
65%. Making allowances, however, for the fact that it is highly unlikely that the aggregate 
value is near the extremities of this range and also recognising the imprecise nature of 
these estimates, in our judgement, the fair value of.Association's interests and its 
contribution to lnsurance lies somewhere in the range 40% to 55% of the value of 
Insurance. 

Accordingly, we have concluded that the proposed allocation of 50% of the Shares to 
Association and its Members is a fair exchange for the rights and the interests in 
lnsurance that they would be giving up in accepting the Proposal. 

5.3.6 The Interests of Association 
We have considered whether, for the 50% of Shares to be allocated to Association and its 
Members, there is any particular basis in equity for determining the allocation between 
Association itself and Association Members. The Consulting Actuary's Report does not 
cover this question directly as it concentrates on the economic needs not the 
entitlements or rights of Association. 

It is relevant that Association is giving up practical control of lnsurance and that it and its 
Members are being compensated for so doing. It is proposed that Association will receive 
10% of the Shares in NIGL, which are to be sold down to a 2% shareholding in 
accordance with an agreed timetable. This shareholding will not give Association the right 
to appoint any directors of lnsurance and will not otherwise give Association any special 
influence over the affairs of lnsurance or NIGL. 

Accordingly, we have concluded tha!, from an equity viewpoint, it is immaterial how 
much of the total~allocation should go to Association and how much should go to 
Members. Therefore Association's own share of NIGL, as distinct from its Members' 
Shares, can be treated entirely as a financial matter, as proposed by the Consulting 

-Actuary. Consequently, it is reasonable for the quantum of Shares that is attributable to 
Association to be the minimum consistent with ensuring its future financial viability and 
for Association Members to be allocated all remaining Shares. 

We have reviewed the sufficiency of the capital injection in Section 6 of our report and 
are satisfied with the Consulting Actuary's recommendation that 10% of NIGL's Shares is 
sufficient for Association to carry out its stated objectives for the foreseeable future. 
Correspondingly, it is in the interests of Members that anythlng above that percentage be 
distributed to Members individually. 
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Accordingly, we are satisfied with the Consulting Actuary's opinion that, of the total of 
50% of Shares in NlGL proposed to be allocated to Association and its Members, the 
component to go to Association should be 10% and the remaining 40% should be 
allocated to individual Members of Association. 

5.3.7 Individual Members of Association 
It is proposed that, of the Shares allocated to Association Members, 50% be allocated on 
the basis of number of votes and 50% according to number of years as an Association 
Member. Since Association itself will be allocated 10% of the value of lnsurance this 
results in an allocation of 20% of the total value of lnsurance according to number of 
votes and 20% according to years of membership of Association. 

In assessing this allocation, we have considered the appropriateness of: 
votes as a relative measure of entitlements; 
years of Association membership as a relative measure of entitlements; and 
the 20%/20% allocation proposed in respect of these two criteria. 

Regarding votes, of which each Member has one, we are satisfied that compensation for 
the voting entitlements and other rights to be forgone by Association and its Members, 
under the Proposal, can reasonably be allocated in proportion to number of votes. It can 
be argued that, although voting rights do not of themselves confer direct economic 
benefits on Members, Association giving up its practical control of the management of 
lnsurance is related to the voting entitlements of Association Members because 
Association Members have the power, through their votes, to alter or not alter this 
position. It can also be argued that the risks to Association of this ceding of control are 
evenly spread amongst all Members. 

We also regard years of membership as the appropriate method for allocating all of the 
Shares not allocated in proportion to votes. Years of membership is a suitable measure in 
respect of entitlements that can be seen to have arisen in respect of that portion of the 
value of lnsurance generated in past years that is attributable to Association and its 
Members. It is also a suitable measure in respect of diminution of value to Association 
arising from the future restrictions on and risks to Association arising from the terms of 
the Business Relationship Agreements. Years of membership are readily recognised 
intuitively as equitable and they also can be seen to represent a reward or entitlement for 
loyalty to Association. 

Accordingly, we are satisfied with the two allocation methods applied, namely number of 
votes and number of years of membership. 

Regarding the balance of the allocation between votes and years of membership, our 
analysis indicates that something less than half of the 40% should be allocated on the 
basis of votes and more than half on the basis of years of membership. We have tested 
the proposed 20%120% allocation against this view and have concluded that the 
resulting differences in entitlements, whereby the Proposal tends to favour newer 
Members over longer standing Members, is not material to our opinion, all things 
considered. Accordingly, we regard the 20%/20% allocation as reasonable. 

5.4 Conclusion 
Our conclusion is limited to consideration of the allocation of Shares to Association and 
to Association Members in respect of their entitlements as Association Members. Our 
conclusion does not extend to the fairness of the allocation to Association Members in 
respect of Shares arising from their lnsurance membership nor does it extend to the 
fairness of the allocations to individual Association Members relative to the allocations to 
individual lnsurance Members. 

On the basis of the following conclusions: 
the proposed allocation of 50% of the total value of lnsurance to Association itself and 
its Members is reasonable; 
the allocation of 10% of the total value of lnsurance to Association itself is sufficient 
for Association to carry out its stated objectives for the foreseeable future; and 
it is in the interests of Association Members that the remaining 40% be allocated 
among individual Members of Association as proposed, 

we have concluded that in the overall context of the Proposal, the Share Allocation Rules 
are fair and reasonable and the Shares allocated to Association Members are a fair 
exchange for Association Members' rights forgone. 

6. Sufficiency of Capital Injection 

6. l Introduction 
In this Section we have examined whether the Shares allocated to Association are 
sufficient to enable it to carry out its stated objectives for the foreseeable future. 

If the Proposal is approved Association will receive a capital injection equal to 10% of the 
Shares in NIGL. 

The basis for determining the size of the capital injection to Association is outlined in the 
Consulting Actuary's Report (included at Section 12 of the lnformation Memorandum). 
In summary, the Consulting Actuary has recommended the number of Shares to be 
allocated to Association having regard to: 

the ongoing financial viability of Association after the Proposal is completed and the 
Business Relationship Agreements are implemented. 

6.2 Methodology 
In order to conduct our analysis we have performed the following: 

considered the objectives of Association as outlined in its constitution; 
held discussions with management of Association regarding its business operations 
and strategic direction; 
considered the historical pro forma financial performance of Association as included 
in the lnformation Memorandum'which takes into account the impact of the Business 
Relationship Agreements and the capital injection; 
considered the key assumptions adopted in Association's strategic financial model. 
This financial model has been prepared by Association to forecast the financial 
performance of Association for the two years ending 30 June 2001; 
performed a sensitivity analysis upon the key assumptions included in the financial 
model; and 
reviewed the Consulting Actuary's Report. 

6.3 Assessment 
The pro forma h~storical financial information and budgets have been prepared under 
a number of assumptions. The key assumptions adopted In the-pro forma historical 
financial statements are disclosed in Section 11.4 of the lnformation Memorandum. 
This information shows that Association incurred an operating loss before investment 
income. This historical performance is similar to the projected performance incorporated 
in the financial model. 

At 30  June 1999, Association had an investment portfolio with a market value of 
approximately $380 million. Under the Proposal it will receive a 10% shareholding in 
NlGL with a market value of between $381 million to $440 million based on the estimate 
of the market price of a Share in NlGL prepared by Ernst & Young Corporate Finance. 
The basis and limitations of their estimate are discussed in Section 9.5 of their report. 
These Shares will increase the total value of Association's investment portfolio to more 
than $700 million. 

It is expected that the income derived from this investment portfolio will be sufficient to 
offset any future operating losses incurred by Association in meeting its stated objectives. 

In arriving at our conclusion, we have reviewed the assumptions underlying the financial 
model and have undertaken a sensitivity analysis. The key sensitivities considered were: 

income from the investment portfolio; 
membership levels; and 
operating costs. 

In forming our conclusion we have analysed the projected results included in the 
financial model in light of the range of probable investment returns for Association's 
investment portfolio after implementation of the Proposal. 

6.4 Conclusion 
The Shares allocated to Association are sufficient to enable it to carry out its stated 
objectives for the foreseeable future. 

7. Sources of lnformation 
In preparing this report Deloitte Corporate Finance have had access to, and relied upon, 
the following principal sources of information: 

discussions with management of NRMA Group; 
annual reports for the NRMA Group for the four years ended 30  June 1999; 
NRMA Group's budgets for the years ending 30  June 2000 and 30  June 2001; 
NRMA Group's Corporate Plan for the year ending 30  June 2000; 
constitutions of Association and Insurance; 
Board papers of both Association and lnsurance Boards; 
reports prepared for the NRMA Group by Macquarie Corporate Finance Limited 
(draft), BT Corporate Finance Limited, Grant Samuel & Associates Pty Limited, 
Sir Laurence Street, McKinsey & Company, Credit Suisse First Boston Limited and 
Marsden Jacob Associates Pty Limited and Copernican Securities Pty Limited; 
minutes of internal management meetings in relation to the Proposal; 
various market research reports and findings commissioned by the NRMA Group; 
lnvestigating Accountant's Report prepared by KPMG; 
Consulting Actuary's Report prepared by Pricewaterhousecoopers; 
reports, correspondence and discussions with representatives of NRMA's Consulting 
Actuary, Investigating Accountant, legal advisers, tax advisers and financial advisers 
to the NRMA Group; 
internal NRMA Group reports, documents andlor correspondence in relation to the 
Proposal; and 
successive drafts of the lnformation Memorandum. 

An invitation was extended to all directors of NRMA Limited to meet with Deloitte 
Corporate Finance. Discussions were held with Dr J Campbell and Mr I Yates. 

the allocation of NlGL Shares between lnsurance Members, Association Members and 
Association itself: and 
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8. Qualifications, Limitations and lndemnities 
8.1 Qualifications 
Deloitte Corporate Finance is the licensed corporate advisory division of Deloitte Touche 
Tohmatsu ('DTT') and is wholly-owned by the partners of that firm. DTT is a national firm 
of chartered accountants and forms part of the international professional accounting firm 
operating under that name. DTT in Australia and internationally provides a full range of 
accounting and advisory services. 

The persons principally responsible for the preparation of this report are Mr Rob Wylie 
FCA, Mr Johan Duivenvoorde B.Com CA and Mr Mark Pittorino B.Com M.App.Fin CA. 
Mr Wylie is an Authorised Representative of Deloitte Corporate Finance and a partner of 
DTT. Messrs Duivenvoorde and Pittorino are Directors and Authorised Representatives of 
Deloitte Corporate Finance and partners of DTT. They have ma.ny years experience in the 
provision of corporate financial advice, including specific advice on valuations, mergers 
and acquisitions, as well as the preparation of expert reports. 

The persons from Trowbridge Consulting principally responsible for assisting Deloitte 
Corporate Finance are Mr John Trowbridge BSc BE BA FIA FlAA 2nd Mr Colin Brigstock 
BA FlAA AIA. Messrs Trowbridge and Brigstock are Directors of Trowbridge Consulting 
who have many years of experience providing actuarial consulting services predominantly 
in the insurance sector. 

8.2 Declarations 
Deloitte Corporate Finance does not have, at the date of this report, and has not had 
within the previous two years, any relationship with NRMA Limited that could reasonably 
be regarded as capable of affecting its ability to provide an independent and unbiased 
opinion in relation to the Proposal. Deloitte Corporate Finance has considered its 
independence with respect to NRMA with reference to Practice Note 42 issued by ASlC 
and considers itself to be independent of NRMA. 

Individual partners and employees of Deloitte Touche Tohmatsu, or their families, and 
directors and employees of Deloitte Corporate Finance, or their families, may, as a result 
of membership of NRMA Limited andlor NRMA lnsurance Limited, vote on the Proposal, 
and should it proceed, may have an entitlement to Shares in NIGL. 

Deloitte Corporate Finance is entitled to receive a fee of approximately $1.2 million 
relating to the preparation of this report. This fee is payable regardless of the outcome of 
the votes by Association Members and lnsurance Members and the Court approval 
process. Except for this fee, Deloitte Corporate Finance has not received and will not 
receive any pecuniary or other benefit, whether directly or indirectly or in connection with 
the preparation of this report. 

8.3 Limitations and Reliance on lnformation 
The statements and opinions contained in this report are given in good faith and in the 
belief that such statements and opinions are not false or misleading. In the preparation of 
this report, Deloitte Corporate Finance and Trowbridge Consulting have relied upon the 
information provided by Association, Insurance, the directors and management of both 
Association and lnsurance and their advisers. Deloitte Corporate Finance believes, on 
reasonable grounds, this information to be rel~able, complete and not misleading and has 
no reason to believe that any material information has been withheld. 

Deloitte Corporate Finance do not imply, nor should it be construed, that they have 
carried out any form of audit or verification on the information and records supplied. 
The information provided was evaluated through analysis, enquiry and review for the 
purpose of forming an opinion on the Proposal. Therefore, we do not express any opinion 
on any financial data or other information referred to in this report. 

In so far as our opinion relies upon financial projections, we have reviewed their 
compilation to satisfy ourselves that they have been prepared on the basis of the 
underlying assumptions. However, those projections and assumptions are the sole 
responsibility of the directors of Association. The projections are based upon assumptions 
about events and circumstances which have not yet transpired. It is likely that events and 
circumstances will not occur as expected or others may occur which have not been 
anticipated. Therefore actual results may differ from the projections and such differences 
may be material. 

An important component of the information used in forming an opinion of the kind 
expressed in this report comprises the judgement and views of senior management of 
Association and their advisers. This information was also evaluated through analysis, 
enquiry and review to the extent practical. However, such information is often incapable 
of external verification or validation. 

In no event shall Deloitte Touche Tohmatsu, Deloitte Corporate Finance or any of their 
partners, directors, employees, consultants, agents or associates including Trowbridge 
Consulting (together 'Deloitte Personls') be liable for any losses, damages, costs, 
expenses or claims whatsoever arising out of, or connected with, errors in our report 
which are caused by, or in any way connected with or related to, the provision to us of 
false, misleading, deceptive or incomplete information or documentation, or the acts or 
omissions of any other person. 

The opinion of Deloitte Corporate Finance is based on economic, market and other 
conditions prevailing at the date of this report. Such conditions can change significantly 
over relatively short periods of time. : 
The scope of our work has been 1imited:t.o the matters set out in this report. The scope 
of our review does not deal with the potential impact of systems problems that may arise 
because of compliance with year 2000 issues. Our report has been prepared solely for 
the purpose outlined in Section 2.1 of this report. It cannot be.quoted or referred to or 
used for any other purpose without our written consent. 

1 8.4 lndemnities 
Deloitte Corporate Finance has been drovided with an indemnity from NRMA Limited in 
the following form: 

'NRMA agrees to indemn~fy the Deloitte Persons (as def~ned above) in respect of all 
costs, expenses, fees of separate legal counsel or any other experts and all reasonable 
time charges made by Delo~tte qersons In connectlon with ~nvest~gat~ng, preparing or 
defend~ng any action or cla~m made against a Delo~tte Person related to or In connectlon 
w~th this engagement 

NRMA agrees to pay all such charges as and when they arise. If ~t IS ult~mately 
determ~ned by a Court or by adm~ss~on of a Delo~tte Person that the profess~onal 
negl~gence of a Delo~tte Person has resulted In the sa~d act~on or claim, Delo~tte 
Corporate F~nance shall refund to NRMA all such amounts as have been pa~d by NRMA 
under th~s paragraph 

Furthermore,. recognising that DeloittezCorporate Finance may rely on information 
provided by NRMA and its officers andlor associates, NRMA has agreed to make no 
claim by it or its officers andlor associates against Deloitte Corporate Finance to recover 
any loss or damage which NRMA or its associates may suffer as a result of that reliance 
and also has agreed to indemnify Deloitte Corporate Finance against any claim arising 
out of the assignments to give this report, except where the claim has arisen as a result 
of any proven wilful misconduct or-negligence by Deloitte Corporate Finance. . 
NRMA Limited agrees to indemnify and hold harmless the Deloitte Persons against and 
from all actions, claims, proceedings, losses, damages, costs and expenses, whatsoever 
and howsoever caused, incurred, sustained or arising which the Deloitte Persons may 
suffer in arising from or in connection with the provision of services, except to the extent 
finally determined to have resulted.from the negligence or wilful misconduct of 
personnel. . .  

Liability is limited by, and to the extent 'of, the Accountants' Scheme under the. 
Professional Standards Act 1994 (NSW). 

Furthermore, none of the Deloitte Persons shall be liable for any losses, damages, costs, 
expenses or claims arising out of this engagement save in so far as they have been finally 
and judicially determined to have been directly and wholly caused by the wilful default or 
negligence of a Deloitte Person. 

The aggregate liability of all Deloitte P6rsons in respect of all loss, damage, costs, 
expenses or claims arising out of this engagement howsoever caused, including without 
limitation, liability for negligence, shalLbe limited to an amount of not more than 10 times 
the amount of the fees rendered by Deloitte Corporate Finance in respect of this 
engagement'. 

8.5 ~onsents 
The report has been prepared at the request of the directors of Association and is to 
accompany the lnformation Memorandum to be given to Association Members to explain 
the Proposal in accordance with Regulation 8303 of Part 3 of Schedule 8 of the 
Corporations Regulations. Accordingly, it has been prepared only for the benefit of 
Association Members in their assessment of the Proposal and can not be used for any 
other purpose. 

The report represents the expression by Deloitte Corporate Finance of its opinion as to 
whether or not the Proposal is in the best interest of the Association Members as a 
whole. Deloitte Corporate Finance consents to the issue of this report in the form and 
context in which it is included, as part of accompanying the Information Memorandum. 
We do not take,responsibility for other parts of the lnformation Memorandum. Neither the 
whole nor any part of this report or any reference thereto may be included in or with or 
attached to any document without thd prior written consent of Deloitte Corporate Finance 
to the form and context in which it appears. 

Deloitte Corporate Finance has relied upon the estimated market price of a NIGL Share 
prepared by Ernst & Young CorporateiFinance and included in their Independent 
Financial Expert's Report for Insurance. The basis and limitations of their estimate are 
discussed in Section 9.5 of their report. Deloitte Corporate Finance has received consent 
from Ernst & Young Corporate Finance for this reliance. 

* .  

Drafts of our report were issued to the Board and management of Association for 
confirmation of factual accuracy. Changes made to this report as a result of this review 
by the Board and management of Association have not changed the methodology or 
conclusions reached by Deloitte Corporate Finance. 
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9.8 Other material information 
Other than as contained in this document, there is no information material to the making 
of a decision in relation to the Association Schemes (being information that is within the 
knowledge of any Association director or a related company of Association) which has not 
previously been disclosed to Association Members. 

9.9 Schemes of Arrangement 
Set out below are the Schemes of Arrangement proposed to Association Members, 
Association Only Members and Dual Members under section 411 of the Corporations 
Law. 

A scheme of arrangement is a plan which, by law, binds a company and its members (or 
a class of those members) to a restructuring or rearrangement of their positions. The 
scheme of arrangement must be approved by the Court to become effective. 

Members should note that it is a formal legal document and that the definitions and other 
interpretative items in the Scheme are not used elsewhere in this document. 

See also the lnsurance Schemes which are set out on pages 9 6  to 99. 

Schemes of Arrangement 
pursuant to section 411 of the Corporations Law 

between 

NRMA LIMITED 
(ACN 000 010 506) 

and 

its members and certain classes of them 

Part I - Scope and Content of this Document 

This document consists of Parts I, 11 ,  Ill, IV, V and VI and contains the terms ofthree 
schemes of arrangement, namely: 

the 'First Association Scheme', being a scheme of arrangement between NRMA 
Limited and all members of NRMA Limited; 

the 'Second Association Scheme', being a scheme of arrangement between NRMA 
Limited and that class of the members of NRMA Limited which consists of such of 
the members as are not also members of NRMA lnsurance Limited (defined in Part II 
as 'Association Only Members'); and 

the 'Third Association Scheme', being a scheme of arrangement between NRMA 
Limited and that class of the members of NRMA Limited which consists of such of 
the members as are also members of NRMA lnsurance Limited (defined in Part II as 
'Dual Members'). 

The provisions in Part II and Part Ill form part of each of the First Association Scheme, 
the Second Association Scheme and the Third Association Scheme. 

The provisions in Part IV form part of the First Association Scheme only. 

The provisions in Part V form part of the Second Association Scheme only. 

The provisions in Part V1 form part of the Third Association Scheme only. 

Part II - Definitions and Interpretation 
(Part I1 forms part of each of the First Association Scheme, the Second Association 
Scheme and the Third Association Scheme) 

1 Definitions 
In this Part II and in each of Parts Ill, IV, V and VI of this document, unless the 
context otherwise requires: 

ASK means the Australian Securities and Investments Commission. 

Association means NRMA Limited (ACN 000 010 506). 

Association Constitution Amendment Resolution means a special resolution of 
Association in the terms set out in the Notices of Meetings to modify the constitution 
of Association by: 

(a) inserting a new rule 52A imposing a qualified duty on the Association directors to 
cause to be done everything which it is necessary for Association and the directors 
of Association to do in order to implement and conclude the Proposal; and 

(b) inserting provisions to the effect that, upon the change of type of lnsurance to 
a public company limited by shares, rule A(b)(iv) of the constitution will cease 
to be effective. 

Association Members means members of Association registered as such in 
accordance with the constitution of Association, with several persons who, in 
accordance with the constitution of Association, are admitted and recorded as a 
single member being regarded for these purposes as together constituting a single 
Association Member. 

Association Only Members means Association Members who are not also lnsurance 
Members at the Register Date (and, for these purposes, the fact that any of several 
persons who together constitute a single Association Member is an lnsurance 
Member shall be disregarded). 

Association Schemes means the First Association Scheme, the Second,Association 
Scheme and the Third Association Scheme. 

Association Secretary means the secretary for the time being of Association or the 
person for the time being appointed by the directors of Association to perform the 
duties of a secretary of Association. 

Association's Control Rights in lnsurance means the class rights of Association as 
a member of lnsurance referred to in rule 6A of Insurance's constitution. 

Business Relationship Agreements means the agreements summarised on pages 
139 to 145 of the lnformation Memorandum, including those referred to as 
Association and lnsurance Intra-Group Compliance Deeds. 

Conditions Precedent means the following conditions: 

(a) passing of the Association Constitution Amendment Resolution as a special 
resolution of Association; 

{b) passing of a special resolution of lnsurance in the terms set out in the Notices of 
Meeting modifying the constitution of lnsurance by: 

(i) inserting a provision allowing Association Only Members to become lnsurance 
Members (and causing memberships so arising to cease automatically if the 
Second Association Scheme is terminated for any reason or ASIC does not alter 
the details of Insurance's registration to reflect a change in its type to a public 
company limited by shares on or before 3 1  December 2000); 

(ii) altering rule C; 

(iii)imposing a requirement that notice of any general meeting to consider a 
proposed special resolution to change Insurance's type be published in a daily 
newspaper circulating generally thro~lghout Australia; and 

(iv)inserting a new rule 38A imposing a qualified duty on the lnsurance directors 
to cause to be done everything which it is necessary for lnsurance and the 
lnsurance directors to do in order to implement and conclude the Proposal; 

(c) execution of the Business Relationship Agreements; 

(d) passing of a resolution for approval of each of the lnsurance Schemes by the 
requisite majority under section 411(4)(a) of the Corporations Law; 

(e) approval of each of the Association Schemes, with or without modification, by the 
Court making an order under section 411(4)(b) of the Corporations Law; and 

(f) grant by the Treasurer of the Commonwealth of Australia, under section 14 of the 
Financial Sector (Shareholdings) Act 1998, of approval for NlGL to hold a stake of 
100% in Insurance. 

Conditions Subsequent means the following conditions: 

(a) approval of each of the lnsurance Schemes, with or without modification, by the 
Court making an order under section 411(4)(b) of the Corporations Law; 

(b) the due giving of consent referred to in clause 1.4(a) of Part IV; 

(c) passing the lnsurance Demutualisation Resolufions as special resolutions of 
Insurance; and 

(d) alteration by ~ ~ ~ A S I C  of the details of Insurance's registration to reflect its new 
type as a public company limited by shares. 

Court means the Supreme Court of New South Wales 

Dual Members means Association Members who are also lnsurance Members at the 
Register Date (and, for these purposes, the fact that any of several persons who 
together constitute a s~ngle Association Member is an lnsurance Member shall be 
disregarded). 

Effective Date means the later of: 

(a) the date on which office copies of the orders under section 411(4)(b) of the 
Corporations Law approving the First Association Scheme, the Second Association 
Scheme and the Third Association Scheme are lodged with ASIC; and 

(b) the first date on which all of the Conditions Precedent are satisfied. 

End Date means 3 1  December 2000. 

First Association Scheme means a scheme of arrangement between Association 
and all the Association Members In the terms set out in Parts 11, Ill and IV of this 
document, subject to any alterations or conditions made or required by the Court 
pursuant to section 411(6) of the Corporations Law. 

lmplementati~n Deed means the deed dated 2 1  January 2000 between Association, 
Insurance, NlGL and the directors of NlGL described on page 145 of the lnformation 
Memorandum. 

lnformation Memorandum means the lnformation Memorandum dated 
14 February 2000 issued in relation to the Proposal. 
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lnsurance means NRMA lnsurance Limited (ACN 000 016 722). 

lnsurance Change of Status means the process by which: 

(a) lnsurance changes its type from a company limited by guarantee to a public 
company limited by shares, pursuant to Part 28.7 of the Corporations Law; and 

(b) lnsurance becomes a wholly owned subsidiary of NlGL by virtue of NlGL being the 
only person included by lnsurance in the list of persons to whom shares in 
lnsurance will be issued upon its change of type (being the list prepared by 
lnsurance pursuant to paragraph 163(3)(a) of the Corporations Law); and 

(C) lnsurance Members are issued shares in NlGL in accordance with the Share 
Allocation Rules and pursuant to the lmplementation Deed. 

lnsurance Demutualisation Meeting means a general meeting of the members of 
lnsurance to consider and, if thought fit, pass the lnsurance Demutualisation 
Resolutions. 

lnsurance Demutualisation Resolutions means special resolutions of lnsurance in 
the following terms: 

'That NRMA lnsurance Limited change its type from a company limited by 
guarantee to a public company limited by shares.' 

'That the constitution of NRMA lnsurance Limited be repealed, with this resolution 
taking effect on the date on which the change of the type of NRMA lnsurance 
Limited from a company limited by guarantee to a public company limited by 
shares takes effect under subsection 164(5) of the Corporations Law.' 

' 

lnsurance Members means members of lnsurance registered as such in accordance 
with the constitution of Insurance. 

lnsurance Register means the register of members of lnsurance 

lnsurance Schemes means the schemes of arrangement pursuant to section 411 of 
the Corporations Law between lnsurance and classes of its members as set out on 
pages 96 to 99 of the lnformatlon Memorandum, as those schemes may be modified 
or amended in accordance with their terms. 

NlGL means NRMA lnsurance Group Limited (ACN 090 739 923). 

Notices of Meetings means the notices of meeting of Association and lnsurance set 
out on pages 148 to 154 of the lnformation Memorandum. 

Proposal means the proposal outlined in clause 3.1 of Part Ill. 

Register Date means the date of the meetings at which the Association Schemes 
and the lnsurance Schemes are agreed to. 

Second Association Scheme means a scheme of arrangement between Association 
and the Association Only Members in the terms set out in Parts 11, Ill and V of this 
document, subject to any alterations or conditions made or required by the Court 
pursuant to section 411(6) of the Corporations Law. 

Share Allocation Rules means the rules for determining the allocation of shares in 
NlGL to be issued to lnsurance Members as set out on pages 43 to 47 of the 
lnformation Memorandum. 

special resolution and resolution means, in relation to Association or Insurance, 
respectively a resolution of the members of Association or lnsurance (as the case may 
be) which is a special resolution as defined by the Corporations Law and a resolution 
of those members which is not a special resolution as so defined. 

Third Association Scheme means a scheme of arrangement between Association 
and the Dual Members in the terms set out in Parts 11, Ill and VI of this document, 
subject to any alterations or conditions made or required by the Court pursuant to 
section 411(6) of the Corporations Law. 

2 Interpretation 
In this Part II and in each of Parts Ill, IV, V and VI of this document, unless the 
context otherwise requires: 

(a) the singular includes the plural and vice versa; 

(b) each gender includes each other gender; 

(C) a reference to a Part, paragraph or clause is a reference to a Part, paragraph or 
clause of this document; 

(d) a reference to a statute, regulation or agreement is to such a statute, regulation or 
agreement as from time to time amended; 

(e) the word person includes a firm, a body corporate, a partnership, a joint venture, 
an unincorporated body or association, or any government agency; 

(f) a reference to a person includes a reference to the person's executors, 
administrators, successors, substitutes (including, without limitation, persons 
taking by novation) and assigns; 

(g) if a period of time is specified and dates from a given day or the day of an act or 
event, it is to be calculated exclusive of that day; 

(h) a reference to a day is to be interpreted as the period of time commencing at 
midnight and ending 24 hours later; and 

Part Il l - Context and Purpose Of The Association Schemes 
(Part 111 forms part of the First Association Scheme, the Second Association Scheme and 
the Third Association Scheme) 

1 Parties 
1.1 Association is a public company limited by guarantee and incorporated in 

New South Wales which provides to its members emergency and roadside 
breakdown services, vehicle inspections, maps and other related products and 
services. , 

1.2 lnsurance is a public company limited by guarantee and incqrporated in 
New South Wales which provides general insurance and other financial services. 

1.3 NlGL is a public company limited by shares and incorporated in the Australian 
Capital Territory which has not commenced business. 

2 Relationships 
2.1 Association is a member of lnsurance and in that capacity enjoys certain rights, 

including Association's Control Rights In Insurance. 

2.2 The one share which has been issued by NlGL is presently held by 
Stuart John Nelson. 

3 The Proposal and the Role of the Association Schemes 
3.1 The Assoclation Schemes, 4 t h  the lnsurance Schemes, embrace a series of 

steps together constituting a proposal under which: 

(a) the Association Only Members will become lnsurance Members; 

(b) lnsurance will, through the lnsurance Change of Status, convert from 
a public company limited by guarantee to a public company limited 
by shares; 

(C) all of the shares in lnsurance issued under the lnsurance Change of Status 
will be issued to NIGL; 

(d)each lnsurance Member (including Association and an Association Only 
Member who becomes an lnsurance Member): 

(i) will receive-an allocation of shares in NlGL in accordance with the Share 
Allocation Rules; and 

(ii) through the lnsurance Change of Status, will cease to be a member of 
lnsurance so that the liability of the lnsurance Member as a guarantor 
on the winding up of lnsurance is extinguished; 

(e) by virtue of the lnsurance Dernutualisation Resolutions and its ceasing to be 
an lnsurance Member, Association will cease to enjoy Association's Control 
Rights in Insurance; 

(f) commercial and other r!lationships among Insurance, Association and 
NlGL become regulated by the Business Relationship Agreements; and 

(g) ownership of certain trade marks related to insurance and financial services 
activities will be assigned by Association to NIGL, Association will grant to 
NlGL licences to use and sub-licence the NRMA trade marks which 
Association and lnsurance are to use concurrently after the lnsurance 
Change of Status and use of all such trade marks will become regulated by 
certain of the Business Relationship Agreements, 

all as more particularly described in the lnformation Memorandum. 

3.2 If the Association S~hemes~become effective: 

(a) Association Only Members will become members of Insurance; , 

(b)Association will be appointed asthe agent of each Association Only Member 
to do the things specified in clause 2.1 of Part V on behalf of each 
Association Only Member, including: 

(i) agreeing to become a member of lnsurance and, on and subject to the 
lnsurance Change of Status, to become a shareholder of NIGL; and 

(ii) appointing the Association.Secretary to attend the lnsurance 
Demutualisation Meeting and to vote in favour of the lnsurance 
Dernutualisation Resolutions; and 

(c) the Association Members, the Association Only Members and the Dual 
Members will, as classes, be entitled and bound otherwise to become 
participants in the results of the Proposal. 

4 Implementation Deed 
4 1 Assoc~at~on, Insurance, NlGL and the directors of NlGL have agreed by 

executing and dellverlng the lmplementat~on Deed to carry into effect the 
Assoclat~on Schemes, the lnsurance Schemes and the lnsurance Change 
of Status k 

S 

(i) the interpretation of a substantive provision k not affected 6 any heading. 

3 Governing law 
Each of the Association Schemes is governed by the law in force in New South Wales. 
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Part IV - Provisions of the First Association Scheme 
(Part /V forms part o f  the First Association Scheme only,, 

1 Central provisions - respective rights and obligations 
1.1 The Association Members are, as against Association and among themselves, 

bound to suffer such detriments and entitled to derive such advantages and 
enjoy such benefits as arise from the due implementation of the Proposal. 

1.2 Without limiting the generality of clause 1.1 of this Part IV, each Association 
Member is entitled and bound, as against Association and each other 
Association Member: 

(a) to suffer such detriment as shall arise from: 

(i) Association's ceasing, by virtue of the Proposal, to possess and enjoy 
Association's Control Rights in Insurance; 

(ii) the due performance of the Implementation Deed; 

(iii)the operation of the Share Allocation Rules; and 

(iv)the making of the Business Relationship Agreements; and 

(b) to receive such benefit as shall accrue to the Association Member by 
reason of: 

(i) Association becoming a shareholder in NIGL; 

(ii) lnsurance becoming a wholly-owned subsidiary of NIGL; 

(iiilthe due performance of the lmplementation Deed; 

(iv)the operation of the Share Allocation Rules; and 

(v) the making of the-Business Relationship Agreements. 

1.3 Association is bound, as against the Association Members, to take all action 
necessary on its part to implement the Proposal, including action that can only 
be taken by Association's board of directors. 

1.4 Without limiting the generality of clause 1.3 of this Part IV, Association is 
bound, as against the Association Members: 

(a) to consent, in the manner specified in rule 6A of the constitution of 
Insurance, to the abrogation and repeal of Association's Control Rights in 
lnsurance through repeal of Insurance's constitution pursuant to the 
lnsurance Dernutualisation Resolutions, with the board of directors 
of Association being accordingly required to take the following steps to 
effect such consent: 

(i) passing, with 75% or more of the votes cast on it being in favour, a 
resolution which gives consent to such abrogation and repeal and 
directs that there be executed under the common seal of Association an 
instrument which embodies that consent and certifies that such 
a resolution with that level of support has been passed by the board of 
directors of Association; and 

(ii) causing that instrument to be executed under the common seal of 
Association and to be delivered to Insurance; and 

(b) to exercise its voting power as an lnsurance Member in favour of the 
lnsurance Demutualisation Resolutions. 

1.5 Association and the Association Members acknowledge that the Proposal is the 
scheme or plan referred to in the definition of 'NRMA lnsurance Restructure' in 
the new rule 52A which is specified in the Association Constitution Amendment 
Resolution. 

2 Conditions - First Association Scheme 
2.1 The satisfaction of each of the Conditions Precedent is a condition precedent to 

the operation of clause 1 of this Part IV. 

2.2 The First Association Scheme will become effective on the Effective Date but 
only if the Effective Date occurs on or before the End Date. 

2.3 If any of the Conditions Subsequent is not satisfied by the End Date, the First 
Association Scheme will terminate at the conclusion of the End Date and all 
entitlements and obligations arising under it will be extinguished so that the 
position of each Association Member with respect to the subject matter of 
the First Association Scheme is then as it would have been had the First 
Association Scheme not become effective pursuant to clause 2.2 of this Part IV. 

2.4 None of the Conditions Precedent or Conditions Subsequent, as they affect 
provisions of the First Association Scheme,.may be waived or otherwise 
dispensed with by Association, the Association Members or any of them. 

3 Authority and variation - First Association Scheme 
3.1 The Association Members consent to Association doing all things necessary or 

incidental to the implementation of the First Association Scheme and the First 
Association Scheme binds Association and all Association Members including 
those not voting on the resolution to approve the First Association Scheme. 

3.2 Association may by its counsel or solicitor consent on behalf of all persons 
concerned (including the Association Members) to any modifications of, or 
amendments to, the First Association Scheme which the Court thinks fit to 
im~ose.  

Part V - Provisions of the Second Association Scheme 
(Part V forms part o f  the Second Association Scheme only) 

1 Central provisions - respective rights and obligations 
1.1 The Association Only Members are, as against Association and among 

themselves, bound to suffer such detriments and entitled to derive such 
advantages and enjoy such benefits as arise from the due implementation of 
the Proposal. 

1.2 Each Association Only Member is entitled and bound, as against Association: 

(a) to become a member of lnsurance by exercise of the authority created by 
clause 2.1 of this Part V and accordingly to be bound by the constitution of 
lnsurance and to accept the liability during the time they are a member of 
lnsurance and within one year afterwards (or until the liability sooner 
terminates upon and by virtue of the change of type of lnsurance to a 
public company limited by shares) to contribute $1.00 to the assets of 
lnsurance in the event lnsurance is wound up; and 

(b) having first become a member of Insurance, to become a shareholder of 
NIGL through the lnsurance Change of Status by exercise of the authority 
created by clause 2.1 of this Part V and accordingly to be bound by the 
constitution of NIGL. 

2 Central provisions - agency 
2.1 On and from the Effective Date and without the need for any further act, 

Association is invested with the authority of each Association Only Member to 
do each of the following things on behalf of the Association Only Member: 

(a) agree to become a member of lnsurance and accordingly to be bound by 
the constitution of Insurance, including acceptance of the liability during the 
time they are members of lnsurance or within one year afterwards (or until 
the liability sooner terminates upon and by virtue of the change of type of 
lnsurance to a public company limited by shares) to contribute $1.00 to the 
assets of lnsurance in the event lnsurance is wound up; 

(b) agree, on and subject to the lnsurance Change of Status, to become a 
shareholder of NIGL and accordingly to be bound by the constitution of 
NIGL and to consent to the entry of their name and address in NlGCs 
register of members in respect of the shares in NIGL allocated to them; 

(c) nominate for the purposes of section 249J(3)(b) of the Corporations Law the 
address of Association as their alternative address for receipt of notices of 
meetings of the members of Insurance; 

(d) empower the Association Secretary to receive for the Association Only 
Member notice of the lnsurance Demutualisation Meeting, with no 
obligation to pass that notice on to the Association Only Member; 

(e) appoint the Association Secretary as their proxy to attend and vote for the 
member at the lnsurance Demutualisation Meeting in the capacity of an 
lnsurance Member; and 

(f) specify in the proxy appointment that the Association Secretary is to vote in 
favour of the lnsurance Demutualisation Resolutions. 

2.2 Subject to clause 2.4 of this Part V, Association is bound, as against each 
Association Only Member, to appoint the Association Secretary as the proxy of 
the Association Only Member to attend the lnsurance Demutualisation Meeting 
and vote in favour of each of the lnsurance Resolutions and to specify in the 
proxy appointment that the Association Secretary is to vote in favour 
of the lnsurance Demutualisation Resolutions. 

'2.3 The authority conferred upon Association by an Association Only Member 
pursuant to clause 2.1 (e) and (f) of this Part V and the appointment of the 
Association Secretary as the proxy of the Association Only Member may be 
withdrawn in relation to an lnsurance Demutualisation Resolution to be passed 
at the lnsurance Demutualisation Meeting by that Association Only Member: 

(a) attending the lnsurance Demutualisation Meeting and voting in person on 
that lnsurance Dernutualisation Resolution; or 

(b)appointinganother person as the proxy (or, if the Association Only Member 
is a corporation, the representative) of the Association Only Member for the 
purposes of the lnsurance Demutualisation Meeting, 

but otherwise the authority conferred upon Association by an Association 
Only Member pursuant to a provision of clause 2.1 of this Part V cannot be 
withdrawn or revoked. 

2.4 Association must not exercise the power vested in Association under 
clause 2.1 (e) and (f) of this Part V to appoint the Association Secretary in 
relation to an Association Only Member where that Association Only Member 
has notified Association in writing that they do not wish that power to be 
exercised in relation to them. 

3 Conditions - Second Association Scheme 
3.1 The satisfaction of each of the Conditions Precedent is a condition precedent 

to the operation of clauses 1 and 2 of this Part V. 

3.2 The Second Association Scheme will become effectlve on the Effectwe Date 
but only if the Effective Date occurs on or before the End Date. 
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Part V - Provisions of the Second Association ~ c h e ~ e  - continued 
(Part V forms part of the Second Association Scheme onlyl 

3.3 If any of the Conditions Subsequent is not satisfied bf the End Date, the 
Second Association Scheme will terminate at the conclusion of the End Date 
and all entitlements and obligations arising under it will be extinguished 
(but without prejudice to anything previously done in exercise of an authority 
conferred upon Association by the Second Association Scheme) so that the 
position of each Association Only Member with respect to the subject matter of 
the Second Association Scheme is then as it would have been had the Second 
Association Scheme not become effective pursuant to clause 3.2 of this Part V, 
save that if the Association Only Member became, through exercise of the 
authority conferred by clause 2.l(a) of this Part V, an lnsurance Member-and, 
by virtue of termination of the Second Association Scheme, the membership of 
lnsurance ceased automatically by operation of the provision of the constitution 
referred to in paragraph (b)(i) of the definition of 'Conditions Precedent' in 
clause 1 of Part 1, the liability of the Association Only Member referred to in 
clause 1.2(a) of this Part V will continue after the cessation of membership.for 
the limited period mentioned in that clause 1.2(a). 

3.4 None of the Conditions Precedent or Conditions Subsequent, as they affect 
provisions of the Second Association Scheme, may be waived or otherwise 
dispensed with by Association, the Association Only Members or any of them. 

4 Authority and variation - Second Association Scheme 
4.1 The Association Only Members consent to Association doing all things 

necessary or incidental to the implementation of the Second Association . 
Scheme and acknowledge that'that scheme binds all Association Only 
Members whether or not they voted in favour of the resolution to approve it. 

4.2 Association may by its counsel or solicitor consent on behalf of all persons 
concerned (including the Association Only Members) to any modifications of, 
or amendments to, the Second Association Scheme which the Court thinks fit 
to impose. 

Part VI - Provisions of the Third Association Scheme 
(Part V1 forms part of the Third Associat~on Scheme only) 

1 Central provisions F respective rights and obligations 
1.1 The Dual   embers are, as against Association and among themselves, bound 

to suffer such detriments and entitled to derive such advantages and enjoy 
such benefits as arise from the due implementation of the Proposal. * 

1.2 Without limiting the generality of clause 1.1 'of this Part VI, each Dual Member 
is entitled and bound, as against Association and each other Dual Member: 

(a) to suffer such detriment as shall arise from each Associat~on Only Member 
being admitted as an lnsurance Member and thereby becoming entitled, as 
an lnsurance Member, to participate in the benefits of the implementation 
of the Proposal along with other lnsurance Members, including the Dual 
Members; and 

(b)to enjoy the advantage of implementation of the Proposal which would not 
be available without adm,ission of the Association Only Members as 
lnsurance Members. , 

2 Conditions - Third Association Scheme 
2.1 The satisfaction of each of the Conditions Precedent is a condition precedent to 

the operation of clause 1 of this Part VI. 

2.2 The Third Association scheme will become effective on the Effective Date but 
only if the Effective Date occurs on or before the End Date. 

2.3 If any of the Conditions su$sequent is not satisfled by the End Date, the Third 
Association Scheme will terminate at the conclusion of the End Date and all 
entitlements and obligations arising under it will be extinguished so that the 
position of each Dual Member w~th respect to the subject matter of the Third 
Association Scheme is then as ~t would have been had the Third Association 
Scheme not become effective pursuant to clause 2.2 of this Part VI. 

2.4 None of the Conditions precedent or Conditions Subsequent, as they affect 
provisions of the Third Association Scheme, may be waived or otherwise 
dispensed with by Association, the Dual Members or any of them. 

3 Authority and variation - Third Association Scheme 
3.1 The Dual Members consent to Association doing all thlngs necessary and 

incidental to the implementation of the Third Association Scheme and 
acknowledge that that scheme b~nds all Dual Members whether or not they 
voted in favour of the resolution to approve ~ t .  

3.2 Association may by its counsel or solicitor consent on behalf of all persons 
concerned (including the Dual Members) to any modifications or amendments 
to the Third Association Scheme which the Court thinks fit to impose. 
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10, lnsurance 
Explanatory Statement 

10. l Introduction 
This Section sets out information for lnsurance Members, including certain prescribed 
information concerning the Proposal which is required to be given to lnsurance Members 
under sections 243V and 411 of the Corporations Law. Some of the information prescribed 
by sections 243V and 411 is set out in other Sections of this document. This explanatory 
statement of lnsurance is to be taken as incorporating all other Sections of this document 
other than Section 9 ('Association Explanatory Statement') and the notices of meetings 
(pages 148 to 154). 

10.2 What are lnsurance Members giving 
up and receiving? 

What will lnsurance Members be giving up? 
lnsurance Members will be giving up their membership rights in Insurance. Association 
will give up its special rights as a member of Insurance. These rights are set out on 
page 39. 

Description of existing lnsurance membership rights 
lnsurance Members (other than Association) currently have the following membership 
rights (see page 39): 

the right to vote at meetings, including the right to vote to change the constitution of 
lnsurance (subject to Association's special rights as a member of Insurance) and to 
remove, but not elect, lnsurance directors; 
the right to request a general meeting of lnsurance Members (with the support of at 
least 99 other Members); 
the right to propose a resolution to be considered at such a meeting; and 
the right to have the surplus of lnsurance applied solely for the objective specified in 
Insurance's constitution. 

Do lnsurance Members control Insurance? 
lnsurance Members, in a strict legal sense, enjoy the right of ultimate control over 
Insurance's constitution through their voting rights as lnsurance Members (see pages 38 
to 39). This right is valuable as ~t entitles lnsurance Members to participate in any 
restructuring of Insurance. 

Association, however, has special rights as a member of lnsurance (see page 39). 
In particular, Association has the right to appoint and remove the lnsurance directors. 
A majority of lnsurance directors must be Association directors. 

Many of the special rights that Association has in lnsurance give Association practical 
control over the management of Insurance's business. This must be contrasted with the 
type of control that arises from share ownership. However, Association does not have 
complete control over Insurance. Directors of Insurance, even if appointed by 
Association, must still act in the best interests of all lnsurance Members and may not 
necessarily act in accordance with Association's wishes. Association has no right to any 
asset from lnsurance unless lnsurance is wound up and, in any general meeting 
(including one for a voluntary winding-up), Association, in common with all lnsurance 
Members, only has one vote. Nor has Association any right to be paid a dividend 
by Insurance. Indeed, any major restructuring which would allow Members to access the 
value of lnsurance would generally require the approval of lnsurance Members. 

The control over Insurance's constitution exercised by lnsurance Members is subject to 
the rights of Association to continue to enjoy the right to control the composition of the 
lnsurance Board and, therefore, also practical control over the management of 
Insurance's business. 

What will lnsurance Members be receiving? 
lnsurance Members (including Association Only Members who become lnsurance 
Members as a result of the Proposal) will receive Shares in NlGL in exchange for giving 
up their membership rights in Insurance. 

10.3 Related party benefits 

What are the related party benefits? 
Under the Corporations Law, Association is a related party of Insurance. Because some 
of the terms of particular Business Relationship Agreements result in financial benefits 
being provided by lnsurance (and in the case of the Shared Services Outsourcing 
Agreement, also by one of its subsidiaries NRMA Investment Management Pty Limited) 
to Association, these are classified as related party benefits. As such, they must be 
considered by lnsurance Members in general meeting and approved by a resolution 
passed by more than 50% of the votes validly cast by lnsurance Members eligible to vote 
at that meeting. 

What is the nature of the financial benefits given to Association? 
The proposed benefits arise under the terms of the individual Business Relationship 
Agreements to which Association and lnsurance will be parties and which were 
developed within the context of the Proposal. The benefits do not accrue to any 
individual or director. The nature of the financial benefits can be characterised generally 
as follows: 

Provision of services: lnsurance and its subsidiary, NIM, agree to provide services to 
Association. Although the pricing terms may vary by contract, prices are generally set 
at cost plus 5% and are capped for three years from the date of the Business 
Relationship Agreements coming into effect. These terms may be more favourable 
than the terms Association could obtain frdin an unrelated third party service provider. 
Customer database: lnsurance will provide Association with access to its customer 
database for no charge. 
Ancillary obligations: In connection with the services to be provided, lnsurance and 
NIM take on additional obligations such as maintenance of technology systems, 
indemnities for loss caused by breach on their part, maintenance of insurance cover 
and obligations on termination. 

The individual Business Relationship Agreements are summarised on pages 139 to 145, 
and members can inspect copies of the agreements censored to exclude schedules 
containing commercially sensitive information (see page 138). In addition, the financial 
benefits provided by lnsurance and NIM are summarised on page 33. 

The Pro forma financial Information on pages 110 to 117 seeks to illustrate, among other 
things, the effect of the Business Relationship Agreements, were they to have been in 
place during the financial years ended 30 June 1998 and 1999. 

Why are the financial benefits being given? 
The financial benefits are necessary to ensure that the terms of the relevant Business 
Relationship Agreements as a whole are acceptable to both Association and lnsurance 
and their respective members. Because of this, the financial benefits should be viewed in 
the context of the give and take of the Proposal as a whole. 

The report of Ernst & Young Corporate Finance considered the impact of the Business 
Relationship Agreements in reaching their conclusion that the Proposal was in the best 
interest of lnsurance Members as a whole (see page 71). 

All other information likely to be material to lnsurance Members' decision as to whether 
to approve the financial benefits to Association is provided in this document. 
In particular, members should consult: 

the text of the resolution approving the making of the contracts under which the 
financial benefits will be given (page 153); 
the outline of the Proposal (pages 4 to 16); 
the taxation consequences of the Proposal (pages 42 to 43); 
the report of Ernst & Young Corporate Finance to lnsurance Members (pages 71 
to 94); and 
the Consulting Actuary's report of PricewaterhouseCoopers (pages 120 to 133) 

What are the directors' recommendations on giving the financial 
benefits to Association? 
None of the lnsurance directors have a material personal interest in the giving of the 
financial benefits to Association. See page 70 for their recommendations on the resolution. 

Can the directors vote on this resolution? 
Association directors and any lnsurance directors who are also Association directors may 
not vote on this resolution, unless they have been appointed as a proxy by another 
member and instructed how to vote. 
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10.6 Recommendations and views of Insurance 10.7 Directors' interests 
directors on related party transactions 
Each of the lnsurance directors recommend that lnsurance Members vote for the 
resolution approving the related party benefits that flow from lnsurance to Association 
under the Business Relationship Agreements. Each lnsurance director who is not also a1 
Association director intends to vote in favour of that resolution. The lnsurance directors 
believe that the proposed benefits should be considered as part of the Proposal as a 
whole, as they are integral to the Business Relationship Agreements which would 
underpin the relationship between Association and the lnsurance Group if the Proposal 
goes ahead. The lnsurance directors are of the opinion that when the giving of the 
related party benefits is evaluated in light of the Proposal as a whole, particularly the 
other benefits that would in return accrue both to lnsurance Members and lnsurance 
itself, that voting for the resolution is in the best interests of lnsurance Members 

Important note 
Members should note that the above reasons reflect the opinions and beliefs of those 
directors listed above. In forming those opinions and beliefs, each director named above 
has separately had regard to the interests of those lnsurance Members who are also 
Association Members and those who are not. 

Mr E Dodd and Mr N D Hamilton are directors of lnsurance only. Each of the other 
directors listed above is a director of both lnsurance and Association and is not eligible to 
vote on the resolution unless merely acting as a proxy for another lnsurance Member 
who has given directions as to how to vote. 

The Proposal will not have an effect on any material interests of the lnsurance directors, 
whether as directors, members or creditors of lnsurance or otherwise, which would 
be different from the effect of the Proposal on the like interests of other persons. 
All Insurance directors are Association Members and lnsurance Members and as Members 
will receive Shares in respect of their membership in the same way as other Members, if 
the Proposal goes ahead. As a result, lnsurance directors (including companies controlled 
by them) will receive the following Shares if the Proposal goes ahead: 

M C Callaghan 
D G Collins 
E Dodd 
M Easson 
N D ~ami l ton  
A J Keating 
N R Whitlam 

There are no agreements or arrangements made between an lnsurance director and any 
other person in connection with or conditional on the outcome of the lnsurance 
Schemes, except that: 

under the Implementation Deed, Mr Dodd, together with the other initial directors of 
'NIGL, must cause the NlGL Board to be reconstituted so that immediately after the 
issue of Shares the composition of the NlGL Board is the same as that of the 
lnsurance Board at that time (see page 33); 
the Managing Director of lnsurance is intended to become the Chief Executive Officer 
and Managing Director of NIGL. 

It IS not proposed that any payment or other benef~t wtll be made or given to any director, 
secretary or executive off~cer of lnsurance or of any related body corporate as 
compensation for loss of, or as consideration for or In connect~on w~th, thelr retirement 
from such off~ce 
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10.8 Report of Ernst & Young Corporate Finance 
The report of Ernst & Young Corporate Finance is set out below: 

14 February 2000 

The Directors 
NRMA lnsurance Limited 
388 George Street 
Sydney NSW 2000 

Dear Directors 

Independent Financial Expert's Report 

1. Introduction 
The directors of NRMA Limited ('Association') and NRMA lnsurance Limited ('Insurance') 
have resolved to put to their members a proposal for the future structure of their 
organisations ('the Proposal'). Ernst & Young Corporate Finance Pty Limited ('Ernst & 
Young Corporate Finance') has been engaged to prepare an independent financial 
expert's report for lnsurance Members with respect to the Proposal. 

Our report is set out as follows: 

Section 2 Summary of Opinion. 
Section 3 Purpose and Scope of this Report. 
Section 4 Current Structure. 
Section 5 Proposal. 
Section 6 Assessment of the Proposal for lnsurance Members 

other than Association. 
Section 7 Assessment of the Proposal for Association as an lnsurance 

Member. 
Section 8 The lnsurance Industry. 
Section 9 Estimation of Share Price. 
Section 10 Statement of Qualifications and Declarations. 
Appendices 
A Sources of Information. 
B Comparable Company Analysis. 

H Holder of Dealer Licence 
(Corporations Law) 
ACW 003 599 844 

321 Kent Street 
Sydney NSW 2000 
Australia 

GPO BOX 2646 - 
Sydney NSW 2001 , 

H ~ e l  61 2 9248 4420 
Fax 61 2 9248 521 2 
DX Sydney Stock 

Exchange l01 72 

In summary, if the Proposal is approved and implemented it will involve the following: 
a new holding company limited by shares ('NIGL'), which has been incorporated, will 
wholly own Insurance; 
the constitutions of Association andllnsurance are modified to, among other things, 
separate the two entities and permit Association Only Members to become lnsurance 
Members and Association Members will confirm the surrender of Association's special 
rights as an lnsurance Member; 
lnsurance Members (excluding Association) approve the financial benefit given to 
Association under the Business Relationship Agreements established between 
Association and NIGL; 
Association Only Members are made lnsurance Members pursuant to a Scheme of 
Arrangement under the Corporations Law; 
lnsurance is demutualised and will ,become a wholly-owned subsidiary of NIGL by 
issue of shares to NIGL; 
lnsurance Members (now including Association Only Members) will receive an 
allocation of shares in NIGL based on the Share Allocation Rules in exchange for 
giving up their membership rights'in Insurance; 
Association will retain ownership of.NRMA Trade Marks used for road and related 
motoring services businesses and assign or license to the lnsurance Group certain 
NRMA Trade Marks used by lnsurance in its businesses; and 
NIGL applies for listing on the Australian Stock Exchange. 

Except where expressly noted, the defined terms used in this report are consistent with 
the glossary set out on page 155 of the Information Memorandum. 

f 

2. Summary of Opinion 
In the opinion of Ernst & Young Corporate Finance, the Proposal is in the best interests 
of lnsurance Members as a whole. In arriving at this overall opinion Ernst & Young 
Corporate Finance is of the view that the Proposal is in the best interests of lnsurance 
Members as a whole (excluding Assocjation) and abo is in the best interest of 
Association as an lnsurance Member. 

In forming these opinions Ernst & Young Corporate Finance has had regard to: 
the rights of lnsurance Members and the legal relationship between Association and 
Insurance; 
the Share Allocation Rules among lnsurance Members (excluding Association) and 
between Association and lnsurance Members; 
the likely financial impact on Insurance Members (excluding Association); 
the likely impact on the current financial position and operations of Association 
including the ability of Association to meet the objectives under its constitution; 
the likely impact on the current financial position and operations of lnsurance 
including the security of future benefits and services to policyholders; 
the Business Relationship Agreements in the context of the Proposal and the 
adequacy of the protection of the interests of both lnsurance and Association; 
the impact on corporate governance of-both lnsurance and Association; 
other likely advantages or disadvantages of the Proposal as they relate to lnsurance 
Members; and 
the process and findings of the organisations a i d  their advisers in the evaluation of 
other alternatives. 

Pmud Sponsor of the 
Australian OlympicTeam 

Liability is limited by the 
Accountants' Scheme in NSW 
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3. Purpose and Scope of this Report 

3.1 Basis of Opinion 
Pursuant to Part 3 Clause 3 of Schedule 8 to the Corporations Regulations Ernst & Young 
Corporate Finance is required to report to lnsurance Members 'whether or not, in his or 
her opinion, the proposed scheme is in the best interests of members of the company 
the subject of the scheme and setting out his or her reasons for that opinion'. 

Neither the Corporations Law nor the Corporations Regulations provide a definition as to 
the meaning of 'in the best interests of members'. Therefore, in preparing its report Ernst 
& Young Corporate Finance has had regard to relevant policy statements issued by the 
Australian Securities & Investments Commission ('ASIC'), with particular reference to 
Policy Statements 74 and 75 and Practice Note 42. In the context of a scheme of 
arrangement ASIC Policy Statement 75 implies that 'fair and reasonable' should be taken 
as a reference to 'in the best interests of members'. 

The term 'fair and reasonable' has no legal definition although over time a commonly 
accepted meaning has evolved. 'Fairness' relates to price whereas 'reasonableness' 
involves consideration of factors other than price. 'Fairness' is said to involve a 
comparison of the consideration with the value that may be attributed to the securities 
which are the subject of the transaction, based on the value of the underlying business 
and assets. The concept of 'reasonableness' involves an analysis of factors other than 
fairness (value) that members might consider prior to voting on the proposed scheme. 

In the context of this report Ernst & Young Corporate Finance has interpreted 'best 
interests of members as a whole' to mean 'to the overall advantage of lnsurance 
Members as a whole.' 

Ernst & Young Corporate Finance has assessed whether the advantages of the Proposal 
to the lnsurance Members entitled to vote on the Proposal outweigh the disadvantages 
and whether or not the lnsurance Members as a whole would be better off if the Proposal 
was implemented. 

In arriving at its overall opinion Ernst & Young Corporate Finance has considered and 
assessed the best interests of each of two classes of lnsurance Members entitled to vote 
on the Proposal. For the purpose of this report the term lnsurance Members is used to 
refer to the two classes of lnsurance Members, being all lnsurance Members other than 
Association, and Association. Specifically, it does not include Association Only Members 
who become lnsurance Members by reason of the Proposal. 

The advantages and disadvantages of the Proposal for lnsurance Members (excluding 
Association) and for Association are set out in Sections 6 and 7 of this report respectively 
to assist lnsurance Members understand the basis of our opinion and provide them with 
an opportunity to assess the balance of the advantages and disadvantages from their own 
perspective. 

Individual lnsurance Members or groups of lnsurance Members will have different 
financial and taxation circumstances and should consider obtaining their own advice with 
respect to the impact of the Proposal on their financial and taxation position. 

3.2 Reliance on lnformation and Scope of Review 
Ernst & Young Corporate Finance has received information from the NRMA and relied 
upon reports prepared by the Consulting Actuary, PricewaterhouseCoopers and the 
lnvestigating Accountant, KPMG. The Consulting Actuary's reports contained opinions on 
the allocation of Shares to Members, the extent to which policyholders' reasonable 
benefits expectations will be met and the ongoing maintenance of policyholder security. 
The lnvestigating Accountant's report, which is included in Section 11 of the lnformation 
Memorandum, contains an opinion as to the Restated Financial lnformation of 
Association and Insurance, and the Pro Forma Financial lnformation of NIGL. These 
reports are detailed in Appendix A of this report. ' 

Throughout this report there are summaries of various opinions and conclusions by the 
Consulting Actuary. Readers of this report should read the whole of the Consulting 
Actuary's Report contained in Section 12 of the lnformation Memorandum and should 
not rely solely upon the summaries and conclusions of the Consulting Actuary set out in 
this report. 

In forming its opinion, Ernst & young Corporate Finance has also relied upon information 
provided to it by NRMA which includes reports by other advisers to the Project including 
the lead adviser, legal, counsel and tax advices, discussions with management and 
documents referred to in the lnformation Memorandum. This information is detailed in 
Appendix A of this report. Ernst & Young Corporate Finance has accepted those reports 
as correct and specifically relied upon them. 

In the preparation of this report, Ernst & Young corporate Finance has relied upon and 
considered information provided by Insurance, Association and their advisers. Ernst & 
Young Corporate Finance has evaluated the information through inquiry, analysis and 
review and nothing has come to its attention to indicate the information provided was 
materially misstated or would not afford reasonable grounds upon which to base its 
report. Ernst & Young Corporate Finance does not imply and it should not be construed 
that it has audited or in any way verified any of the information provided to it, or that its 
inquiries could have verified any matter which a more extensive examination might have 
disclosed. 

4. Current Structure 

4.1 Corporate Structure 
The NRMA Group currently comprises two mutual companies namely, Association and 
Insurance, and their respective wholly-owned subsidiary companies. An overview of the 
history of lnsurance and a summary of the current business of lnsurance is provided in 
Sections 8 and 9 of this report. Additional detail with respect to the history of lnsurance 
and Association is provided in Section 5.2 of the lnformation Memorandum. Both 
Association and lnsurance have a separate board of directors. The Association Board is 
elected by its members and the lnsurance Board is appointed by the Association Board. 
A majority of lnsurance directors must also be directors of Association. The relationship 
between Association and Insurance, and the NRMA Group ownership structure is 
illustrated in Section 5.1 of the lnformation Memorandum. 

4.2 The Concept of Mutuality 
4.2.1 lnsurance as a mutual company 
lnsurance is a company lim~ted by guarantee, which is referred to as a 'mutual 
company'. Mutual companies were typically established in the past to bring together 
community groups with a common interest. In the case of Insurance, the common 
interest was to provide general insurance protection to Association Members. It is also 
acknowledged that mutual companies often provide indirect benefits to the wider 
community. 

Memberships of mutual companies are normally personal, non-transferable and 
non-saleable rights. The ownership structure of a mutual company distinguishes it from 
a conventional company (a company limited by shares). A mutual company does not 
have share capital and ownership comes from membership which is based on acquiring 
a product or service rather than by contributing capital. Consequently, members of a 
mutual company normally do not have an opportunity to realise the underlying value of . 
the organisation because, unlike shareholders of a listed company, the ido not have the 
option of selling their interest. 

For a mutual company, financial benefits can be delivered to members in a number of 
forms, for example, by way of policyholder rebates or application of surpluses to new or 
improved services. It is often the case with profitable mutual companies for capital 
reserves to be built up over time from retained. surpluses. Mutuals can also provide 
'benefits' to members in other forms which include reduced costs for services provided 
or additional services can be added at no extia charge. 

Mutual companies are owned by their members and provide a variety of services to those 
members fortheir sole benefit. Nonmember customers may introduce additional 
complexities for mutual companies because non-member customers represent another 
stakeholder group whose interests may not be aligned with those of members. It may 
also be more difficult for the mutual company to maximise benefits for the sole benefit of 
members. In recent years, the number of non-member customers in lnsurance has 
grown. This is illustrated diagrammatically in Section 5.1 of the lnformation 
Memorandum. lnsurance has approximately 5 million general insurance policies in force, 
with approximately 1.8 million of those policies held by non-member policyholders. 
The number of non-member customers of lnsurance is expected to grow in the future 
as lnsurance implements its board approved national growth strategy and lnsurance 
expands outside of New South Wales and the Australian Capital Territory and increases 
its range of financial services. 

The concept of mutuality and mutual organisations is discussed in further detail in 
Section 2 of this lnformation Memorandum. 

4.2.2 Demutualisations 
In recent years, a number of mutual organisations both inAAustralia and overseas have 
demutualised. Until recently, a number of life insurance entities in Australia were 
mutuals, however, a number of these have now demutualised. 

Reasons which have been cited for the trend towards demutualisation both in Australia 
and overseas include: 

mutual organisations are generally, although not always, seen as an inappropriate 
structure for large complex international financial institutions; 
the original reasons for the establishment of many mutuals may no longer apply; 
mutuals have less flexibility in raising external capital, although mutual companies 
can raise debt they do not have the ability to raise share capital; 
decreasing commonality of members and customers or policyholders of insurance 
companies; 
less flexibility in raising capital may make it more difficult to participate in mergers 
and acquisitions because a mutual company does not have the option of using shares 
as acquisition currency; 
the perception that member 'supervision' and 'oversight' of directors and 
management is less rigorous than in a conventional public company because of less 
external market scrutiny; and 
the difficulty of members being able to access the underlying value created by the 
mutual organisation, other than as policyholders. 

Some mutually owned companies have decided against demutualising for a variety of 
reasons including: 

placing member benefits above other commercial benefits; 
preservation of the mutual character and culture of the organisation; 
concern that members might lose control of the organisation; 
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a belief that a mutual structure can reduce conflicting objectives of customers 
(seeking to maximise benefits from services of the company) and shareholders 
(seeking to maximise profits); and 
a decision to focus on a particular nictie in a geogra'phic client segment or line of 
business rather than growth via diversification. 

4.3 lnsurance Members 
4.3.1 Membership 
Membership of lnsurance arises from the membership rules contained in the constitution 
of Insurance. The lnsurance Board adopted Membership Principles on 27 May 1999 
which were subsequently amended on 9 December 1999. These formed the basic 
membership and eligibility criteria which have been adopted in the Share Allocation 
Rules. The Membership Principles are discussed in Section 5.5.1 of this report and are 
described in further detail in Section 8.19(4) of the lnformation Memorandum and in the 
Consulting Actuary's Report included in Section 12 of the lnformation Memorandum. 

4.3.2 Entitlements of Members 
The entitlements of the lnsurance Members may be categorised into the entitlements 
they enjoy as policyholders and the rights they enjoy as Insurance Members. 

Policyholder entitlements 
The rights as policyholders are derived from the'contractual terms under the insurance 
policy, including a reasonable expectation of anticipated payment of benefits. The impact 
of the Proposal on policyholders' reasonable benefit expectations and security is 
discussed in Section 6.5.1 of this report. 

Rights of Members 
lnsurance Members will forego certain rights and benefits if the Proposal is implemented. 

The rights currently enjoyed by lnsurance Members are described in Section 7 of the 
lnformation Memorandum. 

lnsurance Members currently have no right to receive dividends and their membership 
is not transferable. 

In recent years, the majority of Members have not generally exercised their rights with 
respect to attending and voting at members' meetings. Member participation in 
Association Board elections until 1987 was rarely above 5%. However, the participation 
rate has increased significantly in recent years, being above 10% in 1995 and 1997 and 
reaching 26% in 1999. ' 

The potential consequences of the low level of Members' voting in the past are that, on 
a theoretical analysis, the will of Members in any significant number is not 
communicated to the Board at general meetings. 

Association's membership in lnsurance carries powers and rights in addition to those 
enjoyed by other lnsurance Members. 

Association's special rights as an lnsurance Member are described in Section 7.4 of the 
lnformation Memorandum and Section 5.6 of the Consulting Actuary's Report which is 
included in Section 12 of the lnformation Memorandum. These powers and rights 
include: 

power to appoint and remove the directors of lnsurance (a majority of lnsurance 
directors must be Association directors); 
the president of Association is ex-officio a director and is also the chairman of 
lnsurance and has a casting vote; 
the right to any surplus assets in the event of the winding up of Insurance; and 
the objects of lnsurance include a requirement to generally assist and co-operate with 
Association in the attainment and promotion of Association's objects. 

The constitution of lnsurance can be changed by lnsurance Members by special 
resolution, which requires a 75% majority of those voting. However, any change to the 
constitution of lnsurance which would impact upon Association's special rights as an 
lnsurance Member would only be effective if 75% or more (of those voting) of 
Association directors are in favour of any change and by special resolution of lnsurance 
Members approving the change. 

While Association's special rights as an lnsurance Member imply that Association 
effectively has management control of Insurance, its powers and rights over lnsurance 
are not absolute. Directors of Insurance, even if appointed by Association, must still act 
in the best interests of all lnsurance Members. 

5. Proposal 
5.1 Background 
5.1.1 Overvie W 

The Association Board and lnsurance ,Board have been considering changes to the 
corporate and membership structure of the NRMA Group for a number of years. The 
growth of the NRMA Group, the changing profile of its operations and deregulation of the 
financial services industry in Australia over the past decade have resulted in the Boards 
examining various alternative corporate and membership structures. An overview of the 
industry in which lnsurance operates and the business of lnsurance is provided in 
Section 8 and Section 9.1 of this report, respectively. 

A number of factors, both external and internal to the NRMA Group, were considered by 
the Boards in the context of the development of the Proposal. These included: 

the place of mutual organ~satlons I; the current environment, 
the changes ~n the markets In whlch lnsurance operates, 
the lncreaslng number of non-member customers of Insurance, 
the ablllty to dellver benef~ts to Members through rebates, 
the potent~al for an unsollclted restructure proposal (or takeover offer), 
the busmess strategy belng pursued by Insurance, 
the current corporate governance arrangements, 
the current relat~onsh~p between Assoc~at~on and Insurance, and 
the contlnulng debate over the best corporate and membersh~p structure for the 
NRMA Group 

These issues are discussed in further detail in Section 6 and other appropriate sections 
of thls report and Section 2 of the lnformation Memorandum. 

5.1.2 Corporate and membership structure reviews 
Over the past eight years, the Boards have commissioned a number of reports from 
external advisers to identify and examine alternative corporate and membership 
structures for the NRMA Group. Whilst the reports have generally acknowledged the 
NRMA Group's considerable success under its present structure, various 
recommendations have been made with respect to the corporate and membership 
structure of the NRMA Group. 

Four main issues were considered by these reports: 
whether the dual mutual structure IS the most appropr~ate corporate structure for an 
organlsat~on the size of the NRMA Group; 
how the accumulated wealth of the organlsat~on could be most effectlvely released or 
accessed by Members, 
how to Improve the NRMA Group's capaclty and flex~blllty to respond effectlvely to 
changlng market condlt~ons, and, 
how to most effectlvely brlng about fundamental change to ex~stlng corporate 
governance arrangements 1 " 

A more detailed description.of these reports and their recommendations is set out in 
Sections 2 and 13.2 of the lnformation Memorandum. 

On 25 February 1999, approval was'given by the Association Board and the lnsurance 
Board,to develop a proposal based on the terms of the Credit Suisse First Boston 
recommendation for the retention of Association as a mutual and for lnsurance to be 
converted from a mutual to a shareholder-owned company. Approval to develop the 
Proposal was not unanimous. The Association Board of that time was evenly divided on 
the subject and the President, Mr Nicholas Whitlam, exercised .his casting vote in favour 
of the Proposal. The then current lnsurance Board voted in favour of the Proposal by a 
narrow majority. On 25 February 1999, the Association Board also established a sub- 
committee of the Board referred to as the 'Two Mutuals committee' which is referred to 
in Section 13.2 of the lnformation Memorandum. The purpose of this committee was to 
work with external consultants to consider a specific alternative to the Proposal being the 
retention and strengthening of the current dual mutual structure. 

The Proposal development process and the recommendations of the Two Mutuals 
Committee are-discussed in further detail in Section 5.2 of this report. 

5.2 Proposal Development Process 
5.2. l Overview 
The December 1998 Credlt Sulsse F~rst Boston report, whlch recommended the current - 
Proposal, descr~bed a number of restructure opttons each of wh~ch were assessed 
against a set of commerc~al and member benef~t criteria. 

In February 1999, the Boards resolved to further develop the proposal recommended by 
Credit Suisse First Boston. A Steering Committee was established to oversee the further 
development and evaluation of the proposal. The Steering Committee established six 
working groups and a Project Office to undertake the detailed work necessary to further 
develop the preferred structure. The Boards also established a Due Diligence Committee 
to oversee the due diligence investigations in connection with the lnformation 
Memorandum. The various committees, working groups and external advisers appointed 
to the project are described in further detail in Section 13.4 of the lnformation 
Memorandum. 

The directors of the NRMA Group were invited to provide any comments or views on any 
aspect of the Proposal at various times during the development of the Proposal. The 
process undertaken to obtain the comments and views of the directors is discussed in 
Section 13.4 of the lnformation Memorandum. The views of the lnsurance directors 
together with a profile of the directors are detailed in Section 3 of the lnformation 
Memorandum. 

5.2.2 Two Mutuals Committee 
The Two Mutuals Committee engaged external consultants to prepare a report. In May 
1999, an abridged preliminary.report was delivered to the Association Board. The report 
was limited in scope to developing a full case for retaining and strengthening the existing 
two mutual structure, with no additional review of the day to day operations of the 
business to be conducted. The report challenged the recommendations and methodology 
of the Credit Suisse First Boston report. Management of NRMA was requested to prepare 
a response to the report commenting on its findings. The authors of the Two Mutuals 
Committee report have not consented to the inclusion of any of their preliminary findings 
in the Information Memorandum. 
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On 19 August 1999, the Association Board resolved to disband the Two Mutuals 
Committee and no further work was undertaken by the Committee. The Boards and 
NRMA management have considered the various issues raised in the Two Mutuals 
Committee report and the response prepared by NRMA management as part of the 
development of the Proposal, in particular, the provision of rebates as discussed in 
Section 5.6.3 and the financial impact of the Proposal on both Insurance, referred to in 
Section 5.8, and Association discussed in Section 5.7 of this report. 

5.3 Current Proposal 
5.3.1 Recommendations and views of lnsurance directors 
The lnsurance Board have resolved to recommend that lnsurance Members vote for the 
Proposal. The underlying reasons for the recommendations of the lnsurance Board are 
set out in Section 3.2 of the lnformation Memorandum. 

Mr Eric Dodd, the Chief Executive Officer of the NRMA Group and a director 
of Insurance, also recommends that lnsurance Members vote in favour of the lnsurance 
Schemes (and interdependent resolutions) and intends to vote in favour of those 
Schemes and resolutions on which he is eligible. The reasons for his recommendation 
are set out in Section 3.2 of the lnformation Memorandum. 

The lnsurance directors also recommend that lnsurance Members vote in favour of 
Resolution 2 to approve the Business Relationship Agreements as set out in Section 3.2 
of the lnformation Memorandum. 

5.3.2 Key steps in the Proposal 
Section 6 of the lnformation Memorandum describes in detail the steps involved in 
implementing the Proposal. This section of the lnformation Memorandum also contains 
important information about the transitional shareholder arrangements between the date 
the Proposal becomes effective and the Listing Date. Various restrictions will be in place 
from the time the Proposal is implemented until the Listing Date. In particular, these 
restrictions prohibit the sale or transfer of any interest in Shares, except in very limited 
circumstances, by a Shareholder before the Listing Date. Once the Shares are listed on 
the Australian Stock Exchange, Shareholders will generally be able to sell or transfer 
them without restriction. The above restrictions are described in Section 6.11 and 
Section 13.5(A) of the lnformation Memorandum. 

lnsurance Members should be aware that NlGL can issue equity securities without the 
approval of Shareholders if the issue does not exceed 15% of the shares of NlGL on 
issue within any 12 month period or if the issue falls within the exceptions contained in 
Listing Rule 7.2. 

Members should note that the Proposal will only proceed if the requisite majorities of 
Association Members, Association Only Members and lnsurance Members are in favour 
of the Proposal, the Schemes of Arrangement are approved by the Court and ASlC 
changes the details of Insurance's registration after its demutualisation. The various 
features of the Proposal are described in further detail in the lnformation Memorandum 
in particular in Section 1. 

5.3.3 If the Proposal does not proceed 
If one or more of the required resolutions is not passed, Court approval is not given, or 
the Proposal does not go ahead for any other reason, the current corporate and 
membership structure will remain in place and among other things: 

Association will keep its special rights as an lnsurance Member; 
0 lnsurance will remain a mutual company and lnsurance Members will keep their 

membership rights in Insurance; 
Members (including Association) will not receive Shares; 
the relevant'changes to the constitutions of Association and lnsurance will not be put 
into effect unless the Proposal is implemented; 
the proposed Business Relationship Agreements will not take effect, however, new 
contracts may be developed, the terms of which may differ significantly from the 
Business Relationship Agreements; and 
Association will not necessarily assign the lnsurance and Financial Services Trade 
Marks to the lnsurance Group (although the parties may enter into another agreement 
in relation to those trade marks). 

The directors of lnsurance believe there are a number of factors to consider if the 
Proposal does not proceed. These factors are set out in Section 3 of the lnformation 
Memorandum. Other factors to consider if the Proposal does not proceed are set out in 
Section 1 of the lnformation Memorandum. 

5.4 Shareholder Rights 
As part of the Proposal, lnsurance Members (including Association Only Members who 
become lnsurance Members by reason of the Proposal) will exchange membership rights 
in lnsurance for Shares. 

The existing rights of lnsurance Members are discussed in Section 7 of the lnformation 
Memorandum. Shareholder rights will be conferred primarily under NlGCs constitution 
and the Corporations Law. The rights of Shareholders are also described in Section 7 of 
the lnformation Memorandum. 

The constitution of NlGL restricts the maximum voting Shareholding that any one party 
may own between the Listing Date and five years later to 5%. 

The share entitlement prohibition does not apply to a party in respect of whom: 

the Board's resolution has in turn been passed by an ordinary resolution of 
Shareholders entitled to vote. 

This restriction is described in further detail in Section 13.5CA) of the lnformation 
Memorandum. 

5.5 Share Allocation Rules 
5.5.1 Membership Principles 
The Board has adopted Membership Principles which form the basic membership and 
eligibility criteria which have been adopted in the Share Allocation Rules for determining 
membership in lnsurance and the eligibility for Shares. The Membership Principles 
determine eligibility to receive Shares should the Proposal go ahead. The Share 
Allocation Rules determine the number of Shares to which each Member will be entitled 
to in that event. The Membership Principles are described in Section 8.19(4) of the 
lnformation Memorandum. 

The Consulting Actuary has reviewed the Membership Principles and considers that they 
provide an equitable basis for establishing membership eligibility for the purposes of the 
allocation of benefits under the Proposal. Further details are provided in the Consulting 
Actuary's report included in Section 12 of the lnformation Memorandum. 

A Membership and Logistics Working Group was established, the role of which, was 
to review the Association and lnsurance Members' registers to ensure that the benefit 
entitlement that may result from any proposal will be properly calculated. A Review Panel 
was established in accordance with Board resolutions made on 25 February 1999 and 
27 May 1999. The purpose of the Review Panel i5to provide recommendations to the 
lnsurance Board with respect to Member eligibility where interpretation is required or 
grievances arise from the application of Membership Principles. The Review Panel is 
described in further detail in Section 8.20 of the lnformation Memorandum. 

5.5.2 Share Allocation 
The Share Allocation Rules have been approved by the Boards of Association and 
lnsurance on the recommendation of the Consulting Actuary as set out in its report in 
Section 12 of the lnformation Memorandum. A majority of the directors of Association 
and all of the directors of lnsurance believe that the Share Allocation Rules are fair and 
reasonable among all classes of Members, and in particular each class of Assouation 
Members because of: 

the relative contributions of Association and lnsurance to the development of the 
NRMA brand and businesses; 
the rights of Members under the constitution of each company; and 
the rights being given up by Association and by lnsurance Members in Insurance. 

The Consulting Actuary's report outlines the reasoning behind the allocation method 
chosen. 

Under the Proposal, Association and Association Members (by reason of their 
membership in Association only) will in total, be allocated 50% of the shares in NIGL. 
The remaining 50% of shares in NlGL will be allocated to lnsurance Members (excluding 
Association). 

Of the 50% of Shares allocated to lnsurance Members (excluding Association) half will 
be allocated on a per member basis. The other half will be allocated on a per policy 
basis. lnsurance Members (excluding Association) will receive: 

314 Shares per lnsurance membership entitlement; and 

113 Shares per lnsurance policy increment. 

The detailed Share Allocation Rules are set out in Sections 8.18 and 12 of the 
lnformation Memorandum. 

5.6 Financial Position of lnsurance Members 
excluding Association 
5.6. l Overvie W 

As discussed in Section 4.3.2 of this report, lnsurance Members currently have a limited 
capacity to access the Members' Reserves and Retained Profits ('Capital') in lnsurance 
as lnsurance Members have no right to receive dividends or other capital distributions. 
Under the Proposal, value is released to lnsurance Members by the issue of Shares in 
NlGL and to the extent the Share price reflects this value, lnsurance Members can 
access this value through the sale of all or part of their Shares. lnsurance Members 
(excluding Association) will retain their entitlements as policyholders and will be able to 
access the underlying wealth of lnsurance without impacting Insurance's Capital. Capital 
is retained within lnsurance rather than being distributed (refer to Section 5.8 of this 
report). 
We understand the current lnsurance Board has stated that the approach to setting 
premium rates is not expected to change and premium rates are not expected to 
increase as a direct consequence of the Proposal. The NlGL Board may however take 
a different approach in the future (refer to Section 6.4.4 of this report) as could a future 
lnsurance Board under the current structure. 

The financial position of lnsurance as a mutual company and the impact of the Proposal 
on the financial position of lnsurance Members (excluding Association) is described in 
further detail below. Any impacts of the Proposal which specifically relate to theJinancial 
position of Association are discussed in Section 5.7 of this report. 

the NlGL Board has passed a resolution, exempting that party from the prohibition; 
and 



, SECTION 10. INSURANCE EXPLANATORY STATEMENT 

Table 1 Principal Alternative Forms of Wealth Distribution 

ALTERNATIVE COMMENT 
-~~ 

1. Mutual Structure Wealth distribution to Insurance Members would most likely take the form of rebates. We note that the constitution of Insurance does not currently 
allow for the payment of cash dividends, and uncertainty exists as to whether the constitution can be legally varied to allow for the payment of cash 
dividends in the absence of major structural reorganisation. 

A majority of directors of Association and all the lnsurance directors believe there are a number of disadvantages associated with rebates, these are 
discussed in Section 1 and 4.5 of the lnforrnation Memorandum. A number of directors of Association do however,'support the distribution of capital 
through rebates. 

2. Demutualisation and List In this instance the Members exchange their membership rights for shares which become listed and can therefore be traded'allowing access to value. 

3. Demutualisation and In this instance, Members would also exchange their membership rights for shares but instead of listing or after listing the shares would be sold to a 
Trade Sale third party. ~ ~ 

5.6.2 Alternative forms of wealth distribution If rebates were provided only to 1nsu;ance Members based on legal and taxation advice 
As discussed in Section 5.1 of this report, the Boards have been considering changes provided to Insurance we understand that it is likely that such rebates would be treated 
in the corporate and membership structure of the NRMA Group for a number of years, aS n 0 n - b ~  deductible for lnsurance and, whilst not totally clear, there is a significant risk 
A summary of the alternatives considered by the Boards, some of which represent that such rebates received may be taxable to \nsurance Members. The introduction of 
structural change, is contained in Section 5.11 of this report. At a high level the wealth the new tax system, the Review of Business ~axation (A ~ a x  system ~edesi~ned), may 
distribution alternatives potentially available to Insurance Members fall into three broad increase the likelihood of such rebates being treated as taxable to Insurance.Members. 

. . categories of alternatives, these are described in Table 1. Cash dividends 
5.6.3 Benefits available under a mutual structure The constitution of Insurance does not currently allow for the payment of cash dividends.' 

The financial interest of Members in insurance, as a company, is not It is uncertain whether.the constitution of lnsurance could be legally varied to allow for 

readily quantifiable, T~~ financial statements of insurance show R~~~~~~ and the payment of cash dividends to lnsurance Members in the absence of major structural 

Members' Retained Profits of approximately $2.8 billion at 30 June 1999 inclusive of reorganisation. Allowing mutuals to pay cash dividends has a number of the same 

outside equity interests of $0.3 billion. This amount however, is only of direct financial as providing rebates which were discussed above. 

value to Insurance Members to the extent it can be accessed by them. As the dividend payable to members hould be a distribution of profit (presumably 

A argument for demutualisation and listing is that it gives Members charged against retained earnings) this may represent a frankable dividend for taxation 

the opportunity to access the wealth of lnsurance because they exchange their purposes. Members who are individuals would be assessable on the gross dividend but 

membership rights for shares which can be traded to realise value, H ~ ~ ~ ~ ~ ~ ,  insurance might be entitled to.an imputation credit to the extent the dividend is franked. Members 

M~~~~~~ (excluding ~ ~ ~ ~ ~ i ~ ~ ~ ~ ~ )  should be aware that the wealth of insurance may be which are corporates would be assessable on the dividend but are currently subject to a 

accessible to lnsurance Members (excluding Association), although to a more limited dividend rebate. Corporate Members would credit their franking account to the extent 

extent, without demutualising in the following ways: that the dividend is franked. The distribution of dividends would not give rise to a 
deduction to lnsurance for tax purposes as it does not constitute an expense incurred in 

provision of rebates; carrying on business. 
payment of dividends (if legally valid); I 

winding up of lnsurance (although Association's current special rights entitle it to the Winding up of Insurance 
surplus assets); or As discussed in Section 4.3.2 of this report, Insurance Members (excluding Association) 
additional services at no or a reduced charge. do not have access to the surplus of Insurance, as a mutual company. Under the 

Rebates constitution of Insurance, Associationhas the right to any residual surplus assets in the 
event of winding up. 

There are a number of factors which would need to be considered in any decision to 
provide rebates, these include: Additional services 

a decision would be required by the Board that providing rebates is AS a result of lnsurance being a mutual, lnsurance Members together with the wider 

appropriate. community may potentially be in receipt of or benefit from certain services or broader 

the InsuranLe Board would be obliged in making any decision to provide rebates to activities which are undertaken by lnsurance as a mutual. These services or activities 

ensure that sufficient funds to meet the ca~ital  needs of Insurance's businesses on an potentially include the following: 

ongoing basis are retained; 
rebates could be provided to either all policyholders or only to insurance Members. 
The ability to pay rebates to CTP policyholders is not legally clear; 
the period of time over which rebates could be provided would need to be 
determined; and 
consideration would be required.of the tax implications for both lnsurance and 
policyholders or lnsurance Members. 

The factors which need to be considered in providing rebates are described in further 
detail in Sections 1 and 4.5 of the lnformat~on Memorandum. 

A program of policyholder rebates was in place from 1 August 1992 until 31 July 1995. 
As discussed in Section 4.5 of the lnforrnation Memorandum, a-majority of directors of 
Association and all of the directors of lnsurance believe that the Proposal is preferable to 
providing rebates. A number of directors of Association do however, support the 
distribution of Capital through rebates. On 16 November 1999 a special resolution to 
amend the constitution of lnsurance was put to lnsurance Members, the resolution 
sought to require directors to report to lnsurance Members the amount of profit surplus, 
if any, available for distribution as rebates or other benefits to lnsurance Members and 
how directors intended to use such surpluses. The resolution did not achieve the 75% 
majority of votes required and was not passed by lnsurance Members. 

Section 1 of the Information Memorandum sets out why the majority of Association 
directors and all lnsurance directors believe the Proposal is preferable to providing 
rebates. Additional considerations for lnsurance Members include: 

rebates unlike shares are not marketable and cannot be sold to access value. In order 
to receive rebates and access value into the future lnsurance Members (excluding 
Association) would need to remain policyholders; and 
from Insurance's perspective rebates are likely to result in increased business volume 
which would result in a need for additional capital to finance the increase in 
premiums written. 

It is understood that, if a decision was made to provide rebates to policyholders the 
rebates would be in the form of a refund on premiums that would otherwise be payable. 
Under the current tax system we understand that such rebates should in effect be 
treated as tax deductible for lnsurance if referable to policy or premium history and the 
receipt of the rebate would be assessable to policyholders except in circumstances where 
the policyholder does not claim a tax deduction for premiums paid. 

community initiatives, projects or services which may benefit general insurance 
consumers as a whole; 
making of decisions regarding the'payment of claims which take account of wider 
community issues, for example, the decision to pay claims in respect of the. ' 

Wollongong floods; 
provision of policies to groups wiihin the community which may otherwise not have 
been able to obtain insurance coverage; 
better level of customer service; and 
lower premiums. 

The above are examples of activities or services which lnsurance as a mutual may be 
more likely to undertake compared to a shareholder-owned company. lnsurance 
Members should, however, be aware that the extent to which lnsurance would, if it 
remained a mutual, undertake some or all of the activities or services described above 
would depend upon any decision made by the lnsurance Board to do so. We are not 
aware of any decision by the lnsurance Board to undertake, either now or in the future, 
some or all of the activities outlined above. 

From a taxation perspective, lnsurance Members and policyholders are not generally 
subject to tax in respect of these services as distinct from shareholders who are taxed on 
profits distributed to them as dividends. However, the current review of Business Taxation 
by the Commonwealth Government niay result in the removal of this tax advantage. 

5.6.4 Financial position of Shareholders assuming lnsurance is demutualised 
and the Shares are listed 
Overview , 

Under the Proposal, lnsurance Members (including~Association Only Members who 
become Insurance Members by reason of the Proposal) will exchange membership rights 1 
in lnsurance for Shares. Listed Shares represent a realisable claim on the underlying 
wealth of,the company. The value of those Shares will be linked to the value of the 
underlying business and its performance (refer Section 9.3 and 9.5.2 of this report). After I 
the proposed listing, lnsurance Members will receive a direct financial benefit from their 
Shares, from any proceeds from the sale of the Shares, or in the form of dividends and 
potential increases in Share values if the Shares are retained. lnsurance Members should 
also be aware that their financial position will be impacted by any depreciation in the 
value of the Shares. 
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In particular, we note that under the Proposal: 
a Shareholder (excluding Association) will be able to sell their Shares on or after the 
Listing Date, which we understand is anticipated to occur during 2000, although it is 
not possible to be certain when listing on the Australian Stock Exchange will occur 
(refer to Section 6.11 of the lnformation Memorandum); 
an individual Shareholder can sell his or her Shares at any time on or after the Listing 
Date to obtain cash without impacting the capital base of Insurance; 
the Shares can be retained or sold on or after the Listing Date whether or, not a 
shareholder's insurance policies are maintained; 
there is a restriction which prohibits the sale of Shares before the Listing Date (refer 
to Section 5.3.1 of this report and Section 6.11 of the lnformation Memorandum); 
after the Listing Date there will be a limitation for five years on any Shareholder 
owning 5% or more of the shares in NlGL although exceptions to this rule do exist 
(refer to Section 6.11 of the lnformation Memorandum); and 
the NlGL Board can stipulate a maximum shareholding limit which is greater than 5% 
but less than 15% with respect to a particular party subject to Shareholders approval 
and certain limitations described in Section 5.4 of this report. 

Sections 6 and 13.5(A) of the lnformation Memorandum provides further information in 
regard to the above. 

The NlGL Board intend to establish a clearing facility to enable Members to buy or sell 
shares at or around the Listing Date. The Facility is discussed in Section 6.11 of the 
lnformation Memorandum. 

The tax impact on shareholders of NlGL (excluding Association) is discussed in Section 
5.6.6 of this report and the implications of an issue of Shares for lnsurance Members 
who live outside Australia is discussed in Section 8.14 of the lnformation Memorandum. 

Market value estimate 
Ernst & Young Corporate Finance estimate the market price of a Share in NIGL, on the 
basis that the Proposal had been implemented and the Shares traded on the Australian 
Stock Exchange as at the date of this report, would have been between $2.60 and $3.00 
per Share based on the issue of 1,465 million Shares. The estimation of the market price 
of a Share provides an indication of the value that could be accessed by lnsurance 
Members under the Proposal. The basis of this estimate is discussed in Section 9.5 of 
this report. 

Members should be aware that the estimate referred to above is based on the financial 
position of lnsurance and the conditions in the insurance industry, Australian economy 
and financial markets as at the date of this report. The estimate is subject to changes in 
the market assessment of NlGL and the overall state of the market at the time of listing 
and beyond and may vary significantly from the prices estimated. The estimate may also 
be affected by the contents of the prospectus issued prior to listing and other information 
disclosed about NlGL and Insurance. 

Declaration of dividends 
The power to declare dividends is vested in the directors of NIGL. Holders of shares in 
NlGL will have the right to receive dividends based upon the number of Shares owned. 

dividends (franked and unfranked) received up to 30 June 2000 by lnsurance 
Members which are public companies will be assessable and subject to taxation but 
may obtain a dividend rebate; 
dividends (franked and unfranked) received after 30 June 2000 but on or before 
30 June 2001 by lnsurance Members which are public companies will be assessable 
and subject to taxation but may obtain a dividend rebate to the extent the dividend is 
franked; 
dividends (franked and unfranked) received up to 30 June 2001 by lnsurance 
Members which are private companies will be assessable and subject to taxation but 
may obtain a dividend rebate to the extent the dividend is franked; 
the tax treatment of dividends received after 30 June 2001 (including the availability 
of the intercorporate dividend rebate) will depend upon the legislation introducing the 
government's proposed changes which includes the introduction of a unified entity 
regime. At the date of this report all the relevant legislation has not been introduced; 
franking surplus of lnsurance and its wholly owned subsidiaries at the beginning of 
the Demutualisation Resolution Date will be cancelled and not available to 
shareholders of NIGL; 
any franking credits generated within NlGL on or after the Demutualisation Resolution 
Date will be available to Shareholders. To the extent that there are insufficient franking 
credits generated after that date, dividends paid by NlGL will be only partially franked; 
any Shares disposed of by an lnsurance Member after the listing of NlGL will 
generally be subject to the capital gains tax provisions of the Tax Act. Any gain or loss 
to the Shareholder at the date of disposal of the Shares will be the difference between 
the cost base of the Shares and the sale price of the Shares less disposal costs and in 
the case of shares held more than 12 months by taxpayers that are individuals or 
complying superannuation funds, the taxable capital gain will be reduced to 50% or 
66 213% of the gain, respectively; 
the cost base of Shares to be given to lnsurance Members will be calculated as the 
lower of a statutory value of lnsurance as determined under Division 9AA of the Tax 
Act. and the closing price at which shares in NlGL traded on the Australian Stock 
Exchange on the Listing Date; and 
where a Shareholder disposes of their Shares prior to listing of NlGL any capital loss 
on the sale will not be available to the Shareholder to offset against other capital gains 
of the Shareholder. Any capital gain on the sale of these Shares will be calculated as 
the difference between the cost base based on the statutory value under Division 9AA 
of the Tax Act less disposal costs and in the case of shares held more than 
12 months by taxpayers that are individuals or complying superannuation funds, the 
taxable capital gain will be reduced to 50% or 66 213% of the gain, respectively. 

These taxation implications are generally applicable to all lnsurance Members including 
Association. 

5.6.7 Financial position as a policyholder 
Members' policies are contractual agreements which continue if the Proposal is 
implemented. The impact of the Proposal on policyholders' security and reasonable 
benefit expectations is discussed in Section 6.5.1 of this report. 

The amount of any prospective dividend is dependent upon the achievement by NlGL of 
appropriate earnings levels and available cash flows. The proposed dividend policy under 5.7 Financial Position of Association as a Member of lnsurance 
the Proposal is described in Section 8.6 of the Information Memorandum. 5.7. l Overview 

5.6.5 Financial position assuming lnsurance is demutualised 
and the subject of a trade sale 
We are not aware of any offer having been made by a third party and we understand that 
the boards do not intend to pursue a trade sale or a merger as an alternative to the 
Proposal. In the absence of specific sale or merger terms, it is not possible to assess the 
benefits lnsurance Members might receive and how lnsurance Members might access 
entitlements in Insurance. lnsurance Members should however, be aware that a trade 
sale may result in greater value being realised than under the Proposal if a third party 
were prepared to pay a premium for control or for strategic reasons. This is discussed in 
Section 9 of this report. In any event, the directors of lnsurance believe the ability to 
pursue a trade sale or merger is still available after demutualisation. 

lnsurance Members should be aware that in most circumstances, a special resolution 
(being 75% of shareholders voting) would be required to allow a sale or merger. 

5.6.6 Tax issues for lnsurance Members 
The Australian taxation implications of the Proposal for lnsurance Members are 
described in Section 8.15 of the lnformation Memorandum. The tax consequences may 
vary depending upon the specific circumstances of each lnsurance Member and 
therefore each lnsurance Member should seek their own independent advice. In 
particular, non-Australian tax resident lnsurance Members should seek advice 
concerning any tax liability in their country of residence. 

The tax implications have been assessed by Mallesons Stephen Jaques and include: 

As stated in Section 4.3.2 of this report, lnsurance Members including Association 
currently have a limited capacity to access the Capital of Insurance. Under the Proposal, 
value is released to Association by the issue of Shares in NlGL and to the extent the 
Share price reflects this value, Association can access this value through the sale of all or 
part of its Shares subject to certain limitations discussed below. Association will be able 
to access the underlying wealth of lnsurance without impacting Insurance's Capital, as 
Capital is retained within lnsurance rather than being distributed (Section 5.8 of this 
report). This access to wealth will be gained in return for Association giving up its special 
rights in Association as described in Section 4.3.2 of this report. 

The financial position of Association as member of a mutual company and the impact of 
the Proposal on the financial position of Association is described in further detail below. 

5.7.2 Alternative forms of wealth distribution 
As discussed in Section 5.1 of this report, the Boards have been considering changes 
in the corporate and membership structure of the NRMA Group for a number of years. 
A summary of the alternatives considered by the Boards, some of which represent 
structural change, is contained in Section 5.11 of this report. At a high level the wealth 
distribution alternatives potentially available to Association fall into the same three broad 
categories of alternatives as for lnsurance Members (excluding Association) which are 
described in Section 5.6.2 and Table 1 of this report and are: 

benefits available under a mutual structure; 
demutualisation and list; and 
demutualisation and trade sale. 

there will be no liability for payment of tax by lnsurance Members when they give up 5.7.3 Benefits available under a mutual 
their membership rights in Insurance; 
lnsurance Members will have no liability to tax when they receive shares in NlGL The financial interest of Association in Insurance, as a mutual company, is not readily 

however, lnsurance Members may have a tax liability in relation to a subsequent quantifiable. The financial statements of lnsurance show Capital of approximately 

disposal of the Shares; $2.8 billion at 30 June 1999 including outside equity interest of $0.3 billion. This amount 

dividends (franked and.unfranked) received by lnsurance Members who are however, is only of direct financial value to Association to the extent it can be accessed 
.L 

individuals will be assessable and subject to taxation however they will be entitled to OY 'I. 

an imputation credit to the extent the dividend is franked; 
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A primary argument for demutualisation and listing is that it gives lnsurance Members 
the opportunity to access the wealth of lnsurance because lnsurance Members exchange 
their membership rights for Shares which can be traded to realise value. However, 
Association should be aware that the wealth of lnsurance may be accessible to 
Association, although to a more limited extent, without demutualising in the following 
ways: 

provision of rebates (although not of material benefit); 
payment of dividends (if legally valid); 
winding up of Insurance; 
additional services at no or a reduced charge; or 
charges to Insurance. 

Rebates 
A general overview of the provision of rebates to lnsurance Members is discussed in 
Section 5.6.3 of this report. The factors which need to be considered in providing rebates 
are described in further detail in Sections 1 and 4.5 of the lnformation Memorandum. 

As Association is only one lnsurance Member, it would not benefit from the provision of 
rebates to any greater extent than any other lnsurance Member. 

Cash dividends 
The constitution of lnsurance does not currently allow for the payment of cash dividends. 
It is uncertain whether the constitution of lnsurance could be legally varied to allow for 
the payment of cash dividends to lnsurance Members in the absence of major structural 
reorganisation. Allowing mutuals to pay cash dividends has a number of the same 
considerations as providing rebates which were discussed in Section 5.6.3, and in 
particular, Association as only one lnsurance Member would not benefit to any greater 
extent than any other lnsurance Member. 

Winding up of lnsurance 
As discussed in Section 4.3.2 of this report, Association has the right to any residual 
surplus assets in the event of the winding u p  of Insurance. However, the voluntary 
winding up of lnsurance also requires the consent of 75% of lnsurance Members. 

Services 
As a result of lnsurance being a mutual, Association, lnsurance Members (excluding 
Association) together with the wider community may potentially be in receipt of, or 
benefit from certain services or broader activities which are undertaken by lnsurance as 
a mutual. The potential services that may be provided by lnsurance are described in 
Section 5.6.3 above. 

Currently, the operations of Association.and lnsurance are highly integrated. Under 
existing arrangements Association is provided with various support functions from 
lnsurance at a lower cost than would be available to a third party. This has been done in 
accordance with the constitution of lnsurance which requires it to generally assist and 
co-operate with Association in the attainment and promotion of Association's objectives 
and in the context of lnsurance using Association owned brands and trade marks. 
Association may potentially be able to access the wealth of lnsurance by lowering the 
costs allocated to it under these arrangements. The ability to do this is limited by the 
Corporations Law obligations imposed upon the directors of lnsurance which require 
them to act in the best interests of Insurance. 

Charges to lnsurance 
Association could also seek to negotiate a formal licensing agreement and fee in relation 
to the use of the NRMA Trade Marks and logos by Insurance. 

5.7.4 Financial position of Association as a Shareholder 
assuming the Proposal is implemented 
Overvie W 

Under the Proposal, lnsurance Members (including Association Only Members who 
become lnsurance Members by reason of the Proposal) will exchange membership rights 
in lnsurance for Shares. Listed shares represent a realisable claim on the underlying 
wealth of the company. The value of those Shares will be linked to the value of the 
underlying business and its performance (refer to Section 9.5 of this report). After the 
proposed Listing, lnsurance Members will receive a direct financial benefit from their 
Shares from any sale proceeds, or in the form of dividends and potential long-term 
increases in Share values, if the Shares are retained. Association should also be aware 
that its financial position will be impacted by any reduction in the value of the Shares. 
.A more detailed overview of the financial position of lnsurance Members is set out in 
Section 5.6 of this report. 

In part~cular, and In add~tion to the factors considered in Section 5.6 of t h ~ s  report, 
Association should note that under the Proposal: 

Association will initially be issued 146,500,000 shares in NIGL. This represents 
approximately 10% of the Shares to be issued; 
Association must sell down its Shareholding so that it holds no more than 29,300,000 
Shares. This will be approximately 2% of the issued shares of NIGL. Association must 
continue to hold that number of Shares for the term of the Business Relationship 
Agreements; and 
Association will enter into Business Relationship Agreements which will govern the 
conduct of certain of Association's operations. An overview of the Business 
Relationship Agreements is set out in Section 5.9 of this report. 

Sections 8 and 13.5(D) of the lnformation Memorandum provides further information in 
regard to the above. 

The tax impact on Association as a shareholder of NlGL is discussed in Section 5.7.7 of 
this report. 

Market value estimate 
Ernst & Young Corporate Finance estimate the market price of a Share in NIGL, on the 
basis that the Proposal had been implemented and the Shares traded on the Australian 
Stock Exchange as at the date of this report, would have been between $2.60 and $3.00 
per Share based on the issue of 1,465 million Shares. The estimation of the market price 
of a Share provides'an indication of the value that could be accessed by lnsurance L 

Members under the Proposal. The basis of this estimate is discussed in Section 9.5 of 
this report. ' i  
Members should be aware that the estimate referred to above is based on the financial 
position of Insurance'and the conditions in the insurance industry, Australian economy 
and financial markets as at the date of this report. The estimate is subject to changes in 
the market assessment of NlGL and the overall state of the market at the time of listing 
and beyond and may vary significantly from the prices estimated. The estimate may also 
be affected by the contents of the prospectus issued prior to listing and other information 
disclosed about NlGL and Insurance. 

Declaration of dividends 
The power to declare dividends is vesied in the directors of NIGL. Holders of shares in 
NlGL will have the right to receive dividends based upon the number of Shares owned. 
The amount of any prospective dividend is dependent upon the achievement by NlGL of 
appropriate earnings levels and available cash flows. Association will not be in a position 
to influence the decisions of the NlGL Board. The proposed dividend policy under the 
Proposal is described in Section 8.6 of the lnformation Memorandum. 

5.7.5 Financial position of ~ssociition as a Shareholder assuming lnsurance ' 

is demutualised and the subject of a trade sale 
We are not aware of any offer for lnsurance having been made by a third party and we 
understand that the Boards do riot intend to pursue a trade sale or a merger as an 
alternative. In the absence of specific,sale or merger terms, it is not possible to assess 
the benefits Association might receive and how Association might access entitlements in 
Insurance. Association should however, be aware that a trade sale may result in greater 
value being realised than that under the Proposal if a third party were prepared to pay a 
premium for control or for strategic reasons. This is discussed in Section 9.5.1 of this 
report. In any event, the directors of lnsurance believe the ability to pursue a trade sale 
or merger is still available after demutualisation. 

b 

Associat~on should be aware that in most circumstances, a special resolution of 
shareholders would be required to allow a sale or merger. 

5.7.6 Financial position of Association 
Impact on operating results ' 
The main impacts of the Proposal on the operating results of Association will flow from 
the following: 

a significant increase in capital reserves and hence investment income; 
Association may receive dividends from NIGL; and 
the conduct of the Business Relationship Agreements. 

Association will receive additional investment income from investment assets held 
following the sell down of its allocation of shares in NlGL along with any dividends paid 
by NIGL. 

b. 

Expenses within the NRMA Group are presently allocated between the different legal 
entities based upon various financial and management statistics. As a result of the 
implementation of the Business Relationship Agreements there will be a change in the 
way costs are allocated and recovered. It is expected that this will lead to an overall 
increase in the costs borne by ~sso'ciation. 

The projected combined effect of these changes on the financial performance of 
Association are contained in the Consulting Actuary's report in Section 12 of the 
lnformation Memorandum. This analisis projects that the earnings after tax of 
Association will increase as a result of implementation of the Proposal. The positive 
impact of the Proposal on Association's financial performance is projected by the 
Consulting Actuary to increase by up to $25 million in the year 2000. 

The Pro Forma Financial lnformation in Section 11 of the lnformation Memorandum 
demonstrates the effect on the financial position and performance of Association had 
the Proposal been'implemented with effect from 1 July 1997. This Pro Forma Financial 
lnformation has been prepared based on the assumptions set out in Section 11.4 of the 
lnformation Memorandum which includes an assumption that the cap on distribution 
costs applicable under the Business Relationship Agreements is introduced gradually 
from 1 July 1997. As a result the Prq ~ormaFinancial Information, which is only 
provided for the two years ended 3 0  June 1999, does not show the full effect on the 

' 

financial performance of Association of the implementation of the Proposal once the 
transition period for the caps has expired. 

Capital flexibility 
Association will initially retain 146,500,000 shares of NlGL under the Proposal. The . 
subsequent sell down of these shares to a holding of approximately 2% of NlGCs share 
capital will provide significant capital for future operations and business plans. 
The Consulting Actuary has concluded that these arrangements will result in a higher 
degree of confidence on the ongoing viability of Association. 

Implementation costs 
In addition to the effect of implementing the Business Relationship Agreements, 
Association will incur additional costs in respect of services previously provided by 
Insurance. The estimated effect of these costs had the Proposal been impleniented on 
1 July 1997 are contained in Section 11 of the lnformation Memorandum. The estimated 
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additional costs for the year ended 30 June 1999 were $9.4 million ($8.5 million in 
1998). These costs have been taken into consideration in the work performed by the 
Consulting Actuary referred to above. 

5.7.7 Taxation position of Association 
The Australian taxation implications of the Proposal specific to Association as an 
lnsurance Member have been assessed by Mallesons Stephen Jaques. In addition to the 
taxation impacts of the Proposal on Association discussed in Section 5.6.6 of this report 
Association will have no liability for tax when Association gives up its special rights as an 
lnsurance Member. 

5.8 Financial Position of lnsurance 
The strategy for lnsurance is set out in Section 5.3 of the lnformation Memorandum. 
The directors of the lnsurance Board have stated that this strategy will not change if the 
Proposal proceeds. Key areas for consideration in relation to the financial position of 
lnsurance are set out below. 

5.8.1 lmpact on operating results and financial position 
Section 11 of the lnformation Memorandum contains Financial lnformation in respect of 
the NRMA Group for the year ended 30 June 1998 and 30 June 1999. This information 
is provided in order to illustrate the expected effect of the Proposal on the financial 
position and results of the NRMA Group. 

This section shows that had the Proposal been implemented on 1 July 1997 the 
operating profit after income tax attributable to lnsurance Members (consolidated) would 
have increased. 

5.8.2 Capital flexibility 
Capital flexibility is the ability to access capital as and when required without the need to 
retain significant amounts of capital internally. lnsurance companies require capital to 
enable them to operate effectively, in particular: 

insurance companies earn profits by accepting risks and managing those risks; and 
to allow companies to continue operating they must have sufficient capital to insure 
that they maintain a solvent position over periods of adverse experience. 

The advantages of capital flexibility include: 
the insurer is not compelled to incur costs of capital on under utilised capital; 
daily and strategic decisions are not constrained by capital limitations; and 
the insurer does not incur unnecessary costs of reinsurance to manage capital 
limitations. 

The constraints on capital flexibility vary considerably for a mutual versus a listed 
lnsurance company. The implications of being a mutual include: 

to raise capital internally for a major project, premium rates may need to be increased 
well in advance. As a result, sufficient time may not be available to build capital for 
certain opportunities or initiatives to be undertaken; 
it is possible to use debtlequity hybrids to raise capital however there may be solvency 
implications as not all such facilities are fully recognised for solvency purposes; 
the inability to raise share capital. As a result, a mutual must finance future 
opportunities by building up capital from past profits. This is a slow process and 
requires favourable experience. Adverse experience will impact the level of available 
capital; and 
reinsurance can be used to manage capital constraints however this involves the 
sharing of profits with the reinsurer. 

As a listed company the lnsurance group could go to the market and raise funds if an 
opportunity arises which required increased capital. However, in circumstances where 

' poor results are absorbing the available capital of an existing business it may be difficult 
to obtain additional capital from any source. 

5.8.3 Prudential regulation 
The Australian Prudential Regulation Authority ('APRA') is responsible for the regulation 
of financial institutions including lnsurance and its subsidiaries. APRA has recently 
released various discussion papers setting out proposed changes to the regulation of 
financial conglomerates (groups that include an Authorised Deposit-taking Institution 
('ADI') such as NRMA Building Society) generally and general insurance companies 
specifically. If adopted, these new regulations will have the effect of: 

changing the prudential supervision requirements for general insurers; 
introducing new solvency standards for general insurers; 
introducing new liability valuation standards for insurers; 
changing the regulation of financial conglomerates with respect to: 
- board composition, including the introduction of a 'fit & proper person' test; 
- ownership structure of ADls; 

- - related party transactions; 
- group badging policies; 
- capital adequacy requirements; and 
- risk concentrations. 

These proposed changes will apply to companies in the same way whether they are a 
mutual company or a listed company. 

5.8.4 Implementation costs 
It is expected that lnsurance will incur one off expenses of $45.8 million (after tax) to 
implement the Proposal. Management have estimated the additional costs of operating 
as a listed company will not be materially different from the costs Incurred under the 
present structure. 

5.8.5 lmpact of Business Relationship Agreements 
The projected effect of the implementation of the Business Relationship Agreements on 
the financial performance of lnsurance is contained in the Consulting Actuaries report 
contained in Section 12 of the lnformation Memorandum. This analysis projects that 
implementing the Business Relationship Agreements will reduce the costs borne by 
lnsurance by $100,000 in the year 2000 rising to $10.9 million in the year 2004. 

5.8.6 lmpact on ratings 
An assessment of the impact of the Proposal on the ratings of lnsurance is contained in 
Section 4.10 of the Consulting Actuary's report continued in Section 12 of the 
lnformation Memorandum. 

5.8.7 Taxation position of lnsurance 
The Australian taxation implications of the Proposal have been assessed by Mallesons 
Stephen Jaques. 

The taxation impacts of the Proposal on lnsurance include the following: 
the franking surplus of lnsurance and its wholly owned subsidiaries at the beginning 
of the Demutalisation Resolution Date will be cancelled; 
lnsurance will be able to generate franking credits after the Demutualisation 
Resolution Date; 
there is increased uncertainty concerning the recoupment of prior period losses as a 
consequence of the Proposal because of the need to satisfy the same ownership test 
under the Tax Act. Prior period losses of lnsurance and its subsidiaries will however 
be available to offset profits after the Demutualisation Resolution Date provided the 
same business test under the Tax Act is met (refer to Section 6.13 of the lnformation 
Memorandum). 

The implementation of the Proposal will incur stamp duty costs in the order of 
$0.537 million as estimated by PricewaterhouseCoopers. 

5.9 Business Relationship Agreements 
5.9.1 Background 
In recent years, the Association Board and lnsurance Board have adopted a strategy 
involving a significant degree of CO-ordinat~on of activities between the two organisations. 
While there has always been a relationship between Association and Insurance, 
lnsurance is managed as a separate organisation from Association. This is described 
in further detail in Section 5 of the lnformation Memorandum. 

Grant Samuel &Associates Pty Limited in its report in May 1995 perceived that 
difficulties for each of Association and lnsurance would arise through complexities and 
risks associated with the relationship between them if lnsurance was listed and 
Association remained a mutual. These are discussed in Section 6.6.4 of this report. 

Credit Suisse First Boston recognised the concerns raised by Grant Samuel & Associates 
Pty Limited in their May 1995 report and recommended the development of contractual 
arrangements between Association and lnsurance to address these concerns. This 
resulted in the development of the Business Relationship Agreements as part of the 
Proposal. 

5.9.2 The Agreements 
The Proposal seeks to malntain the current co-operation of Association and lnsurance 
through a series of contracts between Association, lnsurance and NlGL referred to as the 
Business Relationsh~p Agreements. The Business Relationship Agreements consider 
among other thlngs: 

the transfer of ownership and use of the NRMA trade marks and logos to NlGL and 
the areas of business in which Association and lnsurance Group have exclusive rights 
to the use of the NRMA brand; 
distribution of products to Members and customers through joint distribution channels 
and co-ordinated presentation of products to customers; 
cross access to customer and membership lists; 
certain common 'back office' operations, marketing, sharing of information and 
expertise; 
management of the ongoing relationship; and 
basis of determining the fees payable between the organisations. 

The Business Relationship Agreements are in principle intended to be long term 
agreements, although each agreement does have specific termination events, some of 
which are subject to periodic termination rights. Certain key aspects of the Business 
Relationship Agreements are summarised in Section 5.5 of the lnformation 
Memorandum and a detailed outline of the Business Relationship Agreements is 
provided in Section 13.5(B) of the lnformation Memorandum. 

5.9.3 Agreements development process 
Section 13.4(F) of the lnformation Memorandum describes the process undertaken in 
the development of the Business Relationship Agreements. 

5.9.4 If the Proposal does not proceed 
The Business Relationship Agreements will only take operational effect if the Proposal is 
approved and implemented. If the Proposal does not proceed, the Board of Association 
and Board of lnsurance intend to develop a series of new contracts in order to formalise 
the current arrangements. These new contracts would be based on the Business 
Relationship Agreements however, their terms could differ significantly, in particular those 
relating to the quantum of payments between the organisations. It is also likely that the 
structure of the Trade Mark Agreements would change. Section 5.5 of the lnformation 
Memorandum provides further detail in this regard. 
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5.10 Corporate Governance 
Corporate governance refers to the way a company is run or governed. lnsurance is now 
a major business enterprise and needs to be managed as such. lnsurance has grown 
significantly over time and is a complex general insurance business operating in highly 
competitive markets. Effective corporate governance will be fundamental to the future 
performance and success of Insurance. The skills and experience of directors will be 
critical. 

The current corporate governance rules of lnsurance are contained in the constitution of 
Insurance. The current position leaves lnsurance open to among other things, the risk of 
a minority or sectional interest group of Association Members seeking to exercise undue 
influence over the'affairs of lnsurance by achieving board representation or control. This 
risk is exacerbated as historically there has been low participation of Members in board 
elections and annual general meetings and the inability of lnsurance Members (excluding 
Association) to elect directors to the Board of Insurance. The NRMA Group currently 'has 
a dual mutual structure. Association and lnsurance have an overlapping but not identical 
membership base and significantly different businesses. 

Approximately 76% of Association Members are also lnsurance Members, whereas more 
than 89% of lnsurance Members are also Association Members. 

This dual mutual structure is unusual and adds to the corporate governance complexity 
for the NRMA Group. 

In addition, under a mutual structure, members generally have less effective corporate 
control over management than may be provided by a corporate environment. The 
financial disclosure that regulators require is less detailed and informative than disclosure 
required of listed companies. Therefore, it may be more difficult for members to assess 
how well their mutual is being run. In a listed company, management have an incentive 
to ensure the company performs well to maximise the share price. If the company or the 
share price do not perform as expected then the board and management are likely to 
come under increasing scrutiny. 

It is probable that under the current structure, most lnsurance Members (excluding 
Association) neither think nor act as 'owners'. Their interest is probably confined to the 
quality and cost of insurance services. Under the Proposal, Shareholders will have a 
direct financial interest in the performance, dividends and Share price of NIGL. Financial 
analysts and large institutional investors will closely monitor NIGL. If an insurer is a 

Table 2 Alternatives Considered bv the Board 

member of a publicly listed group, its management must therefore concern itself with the 
performance of its stock. As a result, Shareholders, together with greater market scrutiny, 
are likely to encourage a more disciplined environment for the management and 
direction of NlGCs affairs. 

As discussed in Section 4.3 of this report, the Association Board is elected by its 
Members and the lnsurance Board is appointed by the Association Board, with a majority 
of lnsurance directors being also birectors of Association. In the past, Association 
Members have not demonstrated a significant interest in the vote to elect directors. 
The potential consequences is an;$lectoral process that may result in the election of 
candidates who are known because of their public profile rather than candidates who 
have the experience and expertise appropriate to governing a complex business 
enterprise. In the period since 1994, there have also been a number of court actions 
involving directors or former directors of Association and Insurance. This has added to 
the corporate governance issues which currently exist for the NRMA Group. 

The initial composition of the NIGL'Board is discussed in Sections 5.6 and 13.5(A) of 
the lnformation Memorandum. 

Ernst & Young Corporate Finance acknowledges that Institutional shareholdings are 
absent in a mutual structure and therefore arguably a mutual voting process is more 
democratic to the extent that there is a reasonable degree of member participation and 
should reflect the wishes of the majority of members. lnsurance Members should also be 
aware that governance issues and problems can occur in all corporate structures and a 
number of alternative proposals other than structural reform have been developed to 
address the current corporate governance concerns within Insurance. 

Corporate governance is discussed in Section 2 of the lnformation Memorandum. 

5.1 1 Proposal Alternatives 
As described in Section 5.1.2 of this report, the Boards considered a number of different 
alternatives, some of which involve structural change, to address the issues currently 
faced by the,NRMA Group before a majority of directors of Association and all lnsurance 
directors recommended and decided to seek Member approval of the Proposal. 

The alternat~ves wh~ch we have been adv~sed were cons~dered by the Boards are set out 
in Table 2. 

ALTERNATIVES SUMMARY DETAILS 

1. Status Quo The current dual mutual structure is retained. It is recognised it may be possible that a number of improvements could be made under the existing 

('Retaining a Dual structure to address some of the issues currently facing the NRMA Group. The majority of the directors of Association and all of the directors of 

Mutual Structure') Insurance believe retaining the current structure would not be in the best interests of Members as a whole however, four directors of Association 
believe retaining the current structure would be in the best interests of members as a whole. The reasons put forward by these directors are 
described in Sections 3 and 4 of the lnformation Memorandum. 

2. Merger,of Association Association and Insurance are merged into one mutual with a single board controlling the NRMA Group. Current Association Members and Insurance 
and Insurance Members would continue as members of the one mutual. This structure would assist in addressing some but not all of the issues currently faced by 

('creating a single ~ ~ t ~ ~ l v )  the NRMA Group. It may assist in improving corporate governance because there would no longer be two mutuals, one of which, being Insurance, 
having its board appointed by the other, namely, Association. However, it would potentially introduce additional complexities if a number of 
membership classes need to be created to deal with the varying rights and benefits of current Members. 

3. Distributing Wealth The current dual mutual structure would be retained, while a portion of Insurance's capital would be distributed to Members through rebates on an 
to Members through ongoing basis. A majority of directors of Association and all of the directors of Insurance believe there are a number of disadvantages associated with 
Rebates or Cash rebates. These are described in Section 4.5 of the Information Memorandum. A number of directors do however, support the distribution of capital 
Dividends through rebates. Refer to Section 5.6.3 of this report for further discussion of rebates. In regard to the payment of cash dividends, it is uncertain 

whether the constitutions of Association and lnsurance can be legally varied to allow for the payment of dividends. 

4. Extending Membership As discussed in Section 4.2.1 of this report, the number of non-member customers in lnsurance has grown in recent years and, based on 
to Non-Members Insurance's current strategy, is expected to continue to grow in the future. This contributes to corporate governance issues currently faced by the 

NRMA Group (refer Section 5.10 of this report). Extending membership to non-member customers would assist in addressing corporate governance 
issues. This is because a stakeholder group will be removed resulting in the existence of only one stakeholder group being Members. However, this 
would dilute the ownership interests of pre-existing lnsurance Members. 

I 
5. Partial Listing of lnsurance lnsurance would be demutualised and listed. Association would remain a mutual and hold the m:jority of the shares in the listed entity, with the 

remaining shares issued to Members. This structure would assist in addressing some of the issues currently faced by the NRMA Group. However, it 
would not resolve corporate governance issues, would introduce potential conflicts of interest between Association and outside minority shareholders 
and the total value distributed to lnsurance Members (excluding Association) who are also Assoc,iation Members would be reduced. 

- 5  
6. Full Demutualisation Both Association and Insurance would be demutualised and listed. This proposal was put to Members in 1994 but was suspended as a result of legal 

and Listing action. This proposal would not result in the introduction of additional complexities and potential risks created by the Business Relationship 
Agreements. The majority of directors of Association and all of the directors of lnsurance believethat this proposal is not in the best interests of 
Members for, among other reasons, Association Members value the mutual heritage and attributes of Association. 

7. Trade Sale or Merger of the The sale or merger of the NRMA Group as a whole. This proposal.may address some or all of the issues currently faced by the NRMA Group and as 
NRMA Group discussed in Section 9 of this report a premium for control may be received as a result of the sale. The majority of directors of Association and all of 

the directors of lnsurance believe this is unattractive when compared to the current Proposal for a number of reasons which are discussed in Section 
4.5 of the lnformation Memoranduni. 

The alternatives considered by the Boards are described in further detail in Section 4.5 of the lnformation Memorandum. 



SECTION 10. INSURANCE EXPIANATORY STATEMENT 

6. Assessment of the Proposal for lnsurance 
Members other than Association 

6.1 Summary of Opinion 
In arriving at its overall opinion, Ernst & Young Corporate Finance is of the view that the 
Proposal is in the best interests of lnsurance Members as a whole (excluding 
Association). Set out in Section 2 of this report are the criteria Ernst & Young Corporate 
Finance has had regard to in forming its opinion and with respect to lnsurance Members 
(excluding Association). 

Set out below are the key advantages and key disadvantages and other factors which 
Ernst & Young Corporate Finance considered in forming its opinion and'which are 
discussed in further detail in Sections 6.2 to 6.9 of this report. 

The key advantages of the Proposal for lnsurance Members (excluding Association) may 
be summarised as follows: 

the rights of lnsurance Members (excluding Association) are enhanced under the 
Proposal in respect of their rights to appoint and remove directors, access to surplus 
assets on winding up and rights in relation to distribution of surplus profits (Section 
6.2 of this report); 
under the Proposal, lnsurance will have greater flexibility to raise capital which may 
be required to fund future expansion of the business by accessing external equity 
(Section 6.5.3 of this report); 
the Proposal will crystallise the value of membership rights in lnsurance through the 
issue of Shares to lnsurance Members (excluding Association). The overall financial 
position of lnsurance Members (excluding Association) will be enhanced under the 
Proposal (Section 6.4.1 of this report); 
the Proposal addresses the issues arising from the decreasing commonality of 
Insurance's customer and member base (Section 6.4 of this report); 
the implementation of the Business Relationship Agreements are expected to lead to 
an overall decrease in the costs borne by lnsurance and an increase in the costs 
borne by Association (Section 6.6.3 of this report); 
the Proposal will assist in improving governance and control of lnsurance (Section 6.7 
of this report); 
the assignment of the NRMA Trade Marks and logos by Association to lnsurance for 
financial services and insurance which can only be terminated in limited 
circumstances compares favourably to the current informal arrangements under 
which lnsurance uses the NRMA Trade Marks and logos which are subject to 
termination by Association at reasonable notice; and 
the Proposal is preferred to the present dual mutual structure and is the preferred 
practical alternative for lnsurance Members (excluding Association) (Section 6.9 of 
this report). 

The key disadvantages of the Proposal may be summarised as follows: 
one off costs of implementing the Proposal of approximately $45.8 million (after tax) 
(Section 5.8.4 of this report); 
lnsurance Members (excluding Association) could be provided with financial benefits, 
although potentially to a more limited extent, through rebates or additional services at 
no or a reduced charge (Section 6.4.3 of this report); 
it is anticipated that NlGL will list during 2000. However, there is no guarantee of 
when NlGL will be listed, if at all. There is also an element of uncertainty attaching to 
the market price of the Shares in NIGL, as for all listed companies (Section 6.4.1 of 
this report); 
the market price at which NlGL shares will trade is likely to be less than that at which 
they may have traded if the potential risks and complexities surrounding the Business 
Relationship Agreements did not exist. In particular, the risks surrounding the 
assignment from Association to lnsurance of the NRMA Trade Marks and logos in 
relation to insurance and financial services (Section 6.6.4 of this report); 
the implementation of the Business Relationship Agreements introduces added 
complexity and potential risks which do not currently exist, the potential commercial 
and financial impact of which is difficult to assess (Section 6.6 of this report); 
there is potential, over time, for the interests and objectives of NlGL and Association 
to diverge and conflict which may result in an erosion of the close relationship 
between Association and Insurance. This may result in difficulty in maintaining the 
co-operation between the two entities which could negatively impact Insurance's 
competitive advantage and the effective operation of the Business Relationship 
Agreements (Section 6.6.4 of this report); 
the culture of lnsurance may change (Section 6.8 of this report); 
potential for the interests of NlGL shareholders to increasingly conflict with interests of 
policyholders (Section 6.4 of this report) which may adversely impact premium rates, 
capital strength, quality of service and claims payment philosophy; 
increased possibility of takeover (Section 6.8 of this report); and 
implementation of the current Proposal may make it more difficult for lnsurance 
Members (excluding Association) to pursue an alternative proposal which, although 
not currently available to lnsurance Members (excluding Association), may be better 
than the current Proposal (Section 6.9 of this report). 

There are a number of other factors which should be considered by lnsurance Members 
(excluding Association). These are detailed below: 

the NRMA Group is currently a successful organisation. To date lnsurance has been able 
to expand into new product areas as a result of acquisitions such as SGlO and enter into 
alliances such as that with RACV with the aim of achieving economies of scale; 

under the Proposal control will be vested in the owners of lnsurance in proportion to 
ownership. Large shareholders, such as institutional investors may therefore be in a 
position to exercise a greater degree of control. This contrasts to the current equal 
voting of one vote per. lnsurance Member; 
the Consulting Actuary has concluded that policyholder security and reasonable 
expectations will not be prejudiced and will be adequately protected if the Proposal is 
approved and implemented (Section 6.5.1 of this report); 
the Consulting Actuary has concluded that the basis of the allocation of Shares under 
the Share Allocation Rules is fair and reasonable. Subject to the limitations described 
in Section 6.3 of this report, Ernst & Young Corporate Finance is in agreement with 
this opinion; 
the estimated market price of a Share in NlGL were the Proposal to go ahead and the 
Shares traded on the Stock Exchange as at the date of this report, would be between 
$2.60 and $3.00 per Share based on the issue of 1,465 million Shares. The 
estimation of the market price of a Share provides an indication of the value that 
could be accessed by lnsurance Members under the Proposal. The basis of this 
estimate and the limitations are discussed in Section 9.5 of this report; 
there will be no liability for payment of tax by lnsurance Members when they give up 
their membership rights in lnsurance and no liability to tax when they receive Shares 
in NlGL (refer Section 6.4.2 of this report). The cost base for capital gains tax 
purposes of the Shares will be calculated as the lower of the statutory value of 
lnsurance as determined under Division 9AA of the Tax Act and the closing price at 
which a Share traded on the Australian Stock Exchange on the Listing Date; 
any Shares disposed of by an lnsurance Member on or after the Listing Date will be 
subject to the capital gains tax provisions of the Tax Act. Any gain or loss to the 
Shareholder at the date of disposal of the Shares will be the difference between the 
cost base of the Shares and the sale price of the Shares less disposal costs and in the 
case of shares held more than 12 months by taxpayers that are individuals or 
complying superannuation funds, the taxable capital gain will be reduced to 50% or 
66 213% of the gain, respectively (refer to Section 6.4.2 of this report); 
the franking surplus of lnsurance and its wholly owned subsidiaries at the beginning 
of the Demutualisation Resolution Date will be cancelled. lnsurance will be able to 
generate franking credits after the Demutualisation Resolution Date (Section 6.5.2 of 
this report); 
lnsurance as a mutual company may be more likely to undertake certain activities or 
provide additional services at no or a reduced cost to lnsurance Members compared 
to a shareholder owned company (Section 6.4.4 of this report); and 
potential negative pension or welfare consequences for certain lnsurance Members 
(Section 6.8 of this report). 

6.2 lnsurance Members and Shareholders 
other than Association 
6.2. l Overview 
In the opinion of Ernst & Young Corporate Finance, the rights accruing to shareholders of 
NlGL after the Proposal is implemented adequately compensate for the rights foregone 
as lnsurance Members (excluding Association). In respect of the right to appoint and 
remove directors, access to surplus assets on wlnd~ng up and rights in relation to 
distributron of surplus profits, the rights of lnsurance Members (excluding Association) 
are enhanced under the Proposal. 

A comparison of the current rights of lnsurance Members (excluding Association) and 
the rights of NlGL Shareholders is contained in Section 7.6 of the lnformation 
Memorandum and described in further detail in Sections 4.3 and 5.4 of this report. 

6.2.2 Comparison of Members and Shareholders Rights other than Association 
Table 3 provides a summary of the comparison of lnsurance Members (excluding 
Association) rights in lnsurance to the rights of shareholders in NlGL under the Proposal. 

6.3 Share Allocation Rules 
6.3.1 Overview 
With respect to the proposed basis of the Share Allocation Rules, which are set out in 
Sections 1 and 8.18 of the lnformation Memorandum, the Consulting Actuary has stated 
that 'In our opinion, this basis is fair and reasonable'. 

The Consulting Actuary's Report contained ~n Section 12 of the lnformation 
Memorandum outlines the reasoning behind the approach adopted. Ernst & Young 
Corporate Finance has reviewed the report of the Consulting Actuary and the supporting 
documents and held discussions with the Consulting Actuary. 

In assessing the Share Allocation Rules from the perspective of lnsurance Members 
(excluding Association), we have taken into consideration whether: 

the process used in arriving at the Share Allocation Rules was appropriate and makes 
use of objective measures where possible; 
the method is capable of practical implementation; 
the allocation gives a reasonable weighting to each of the rights being exchanged for 
Shares; and 
the allocation gives a reasonable weighting to the relative contribution to the value of 
lnsurance by lnsurance Members (excluding Association). 

Additionally, in assessing the Share Allocation Rules from the perspective of lnsurance 
Members (excluding Association) it has been necessary for Ernst & Young Corporate 
Finance to consider: 
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Table 3 Comoarison of Members' Rights in lnsurance (excluding Association) to Shareholders Rights in NIGL . 

EXISTING RIGHTS FUTURE RIGHTS 

Policyholder Policyholder 
- Contractual rights under policies. - No change. 

- Policyholder reasonable benefit expectations. 

- Security of policyholder benefits. 
- lnsurance 1s managed for the benefit of policyholders and 

lnsurance Members. 

lnsurance Member (excluding Association) 
- Requisition, attend, speak and vote at general meetings. 
- Cannot vote on the appointment of directors. 
- One vote per lnsurance Member (equal voting). 
- Do not participate in any surplus assets on winding up. 

- Do not directly share in profits/(losses) of lnsurance although 
lnsurance does have the ability to provide rebates and additional 
services at no or a reduced cost. 

- Cannot transfer membership rights in Insurance. 

- No material adverse change (refer to Section 6.5 of this report). 
- No material adverse change (refer to Section 6.5 of this report). 
- NIGL will be managed for the benefit of Shareholders, 

subject to the obligations owed by the company to poiicyholders. 

Shareholder t 
- Exchanged for similar rights in NIGL. 
- Shareholders can vote to elect and remove a director. 
- One vote per fully paid Share (proportional voting). 
- Shareholders can participate in any surplus assets if NIGL is wound up 

or in a reduction of capital. 
- Shareholders share in profits of N ~ G L  by any dividends that the NIGL 

Board decides to pay and in any growth (or decline) in the value 
of Shares. 

$ - Shareholders can sell their Shares at any time on or after Listing Date 
(but not before). 

- Cease to be an Insurance Member and relinquish membership - Keep your Shares even if you no l~nger hold a qualifying pollcy. 
if you no longer hold a qualifying policy. t 

the allocation of Shares as between Association, Association Members and lnsurance 
Members (excluding Association); and 
the allocation of Shares as between lnsurance Members (excluding Association). 

The Consulting Actuary has noted the significant difficulties encountered in establishing 
appropriate Share Allocation Rules, these difficulties include: 

the constitutions of Association and lnsurance do not provide clear or concise 
guidance; 
the value of key rights surrendered are not readily quantifiable; 
a significant portion of the current wealth was probably contributed by former 
lnsurance Members; and 
the limitations of reliability and availability of historical data with respect to the policy 
holdings of lnsurance Members. 

Given these difficulties the Consulting Actuary concluded that there is no single 
theoretically correct method of allocating the Shares between Members. 

6.3.2 Allocation between Association, Association Members and lnsurance 
Members (excluding Association) 
The allocation of 50% of the Shares in NIGL to Association and Association Members has 
been determined by the Consulting Actuary, having regard to: 

the special rights of Association as an lnsurance Member that are to be relinquished 
under the Proposal; 
the NRMA Trade Marks and logos for insurance and financial services assigned by 
Association to lnsurance under the Business Relationship Agreements; and 
the need to compensate Association for the financial impact of the implementation of 
the Business Relationship Agreements. 

6.3.3 The allocation of Shares between lnsurance Members 
(excluding Association) 
The Share Allocation ~ u i e s  as between lnsurance Members are set out in Section 5 of 
the Consulting Actuary's Report included in Section 12 of the Information Memorandum. 
This methodology has been recommended by the Consulting Actuary to: 

achieve a minimum allocation of Shares; 
reflect the membership rights given up; and 
reward the relative contribution to the value of the NRMA Group. 

The lack of reliable historical insurance policyholder details has led the Consulting 
Actuary to conclude that it is not possible to reward loyalty based on a detailed 
calculation of policy history. This method may include taking into account policy 
profitability and the number of years the policy has been held. As a result the number 
of policies currently held has been used. The allocation of Shares between Association 
Members, based in part on the number of membership years, serves to provide partial 
compensation for long term policyholders although this mechanism is less than perfect. 

6.3.4 Our views 
Any proposed allocation basis is inevitably arbitrary. There is no doubt that alternative 
methods for allocating the Shares could be devised. Some of these methods might 
constitute equally acceptable, albeit equally arbitrary, bases for allocating the Share 
entitlements. There is no clear legal basis for determining members' entitlements and 
any method ofallocating entitlements will reflect judgemental and arbitrary compromises 
between competing criteria. As a result, it is not possible to objectively demonstrate that 
one set of criteria is superior or inferior to another set of criteria. 

Subject to the limitations described above, Ernst & Young Corporate Finance is in 
agreement with the opinion of the Consulting ~ c t u a h  for the reasons that follow. 

Allocation between Association/Association Members and lnsurance 
Members 
The Share Allocation Rules compensate Association and Association Members for the 
rights given up with respect to: 

special rights as an lnsurance Merntjer in particular with respect to the practical 
control over the management of Insurance's businesses; 
the assignment by Association to lnsurance of the NRMA Trade Marks and logos for 
insurance and financial services under the Business Relationship Agreements; and 
interest in the surplus assets of lnsurance on winding up. 

While each of these individual components are not capable of precise calculation, after 
consideration of the respective rights of the two sets of members, the Consulting Actuary 
is led to the view that in aggregate the values of the respective rights of Association and 
its members and lnsurance Members (excluding Association) are broadly equal. 

Ernst & Young Corporate Finance notes that while the value of lnsurance has come 
from the profitable operations of the lnsurance business, and hence from lnsurance 
policyholders, Association has also made a significant contribution to that value. 
This contribution has been made by way of: 

Association initially establishing lnsutance; 
Association providing access to its membership base to Insurance; 
the use of the NRMA Trade Marks and logos for insurance and financial services; and 
the close co-operation between the ~o'organisations over many years. 

, 

The Share Allocation Rules recognise the need for Association, Association Members and 
lnsurance Members to all agree to the Proposal. Given the significant difficulties 
encountered by the Consulting Actuary the allocation of Shares evenly between 
Association/Association Members and lnsurance may not be unreasonable as each need 
to agree for the Proposal to proceed. 

The vast majority of lnsurance Members (excluding Association) are also Association 
Members. Therefore an increase in the percentage of shares allocated to 
Association/Association Members will mean that lnsurance Members (excluding 
Association) will receive: 

more shares as an Association Member; and 
less shares as an lnsurance Member. 

As a result, the total Share Allocation to individual lnsurance Members (excluding 
Association) is not significantly affected by the percentage allocated to 
Association/Association Members. 

Allocation between lnsurance Members (excluding Association) 
The Share Allocation Rules recognise the rights given up under the Proposal by 
lnsurance Members (exclud~ng Association) and rewards the present loyalty of lnsurance 
Members (excluding Association). , : 
The proposed approach IS considered superlor to the ldentlfled alternative methods In 
that 

allocation between lnsurance Members (excluding ~ssociation) based on length of 
lnsurance membership would over-exaggerate the benefits given to long standing 
Members through the allocation to ~siociation Members based on the number of 
membership years. Such an allocation method would result in long standing Dual 
Members receiving a significantly greater multiple of shares compared with short term 
Members. This approach would not adequately compensate insurance Members with 
a small number of years membership,for the membership rights given up; 
lnsurance membership duration is not,readily available in a reliable form; 
allocation based on future membership or policyholder status would be 
administratively d~ff~cult to ~mplement.,Such anspproach would allocate shares based 

8 1 
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upon the number of policies held in future periods. This would serve to reward 
lnsurance Members (excluding Association) for their future loyalty and aid in the 
retention of policyholders by Insurance. To do this would require significant additional 
administration by lnsurance and mean that the final allocation of shares would not be 
resolved for a number of years. 
allocation based on size of premiums paid would disadvantage certain lnsurance 
Members; and 
allocation based on product profitability would be difficult to determine given 
fluctuations in product profitability over time. 

6.4 Financial Position of lnsurance Members 
6.4.1 Exchange of lnsurance Members' rights for Shareholder rights 
Under the Proposal, lnsurance Members will receive Shares in NlGL in exchange for 
their rights as lnsurance Members. The Shares will crystallise the value of membership 
rights. The impact of the Proposal on the financial position of lnsurance Members will 
depend upon a number of factors and would vary from member to member. On balance, 
Ernst & Young Corporate Finance is of the opinion that under the Proposal the financial 
position of lnsurance Members (excluding Association) is enhanced. 

In forming the above opinion, Ernst & Young Corporate Finance has considered the 
estimated market price of a Share in NlGL which has been determined on the basis that 
the Proposal had been implemented and the Shares traded on the Australian Stock 
Exchange at the date of this report, and which it considers would have been between 
$2.60 and $3.00 per Share based on the issue of 1,465 million Shares. The estimation of 
the market price of a Share provides an indication of the value that could be accessed by 
lnsurance Members under the Proposal. The basis of this estimate and the limitations 
are discussed in Section 9.5 of this report. 

The financial position of lnsurance Members (excluding Association) is described in 
Section 5.6 of this report. The financial interest of lnsurance Members in lnsurance as a 
mutual company is not readily quantifiable. Under the current constitution of Insurance, 
lnsurance Members (excluding Association): 

do not have the right to transfer their membership; 
cannot access any surplus assets on winding up; and 
principally, can be delivered financial benefits in the form of rebates or reduced or no 
cost services. 

Under the Proposal, lnsurance Members (excluding Association) rights, represented by 
their Shares are separated from their interests in their policies. On or after Listing Date, 
lnsurance Members (excluding Association) can choose to retain or sell their Shares. 
As Shareholders their entitlements will include the ability to: 

realise their investment in lnsurance at any time on or after Listing Date (but not 
before) by selling their Shares; 
receive dividends in the future from NlGL to the extent that NlGL has appropriate 
earnings levels and available cash flows and the directors decide to pay dividends; 
acquire additional Shares and participate in future issues made by NIGL; and 
participate in any capital appreciation or depreciation resulting from the growth or 
decline in the value of the Shares. 

6.4.2 Taxation position of lnsurance Members (excluding Association) 
The taxation advisers to the Project, Mallesons Stephen Jaques have assessed the 
Australian taxation consequences for lnsurance Members as a direct consequence of the 
Proposal. The Australian tax implications are described in Section 8.15 of the Information 
Memorandum and discussed in Section 5.6.6 of this report. The tax consequences may 
vary depending upon specific circumstances of each lnsurance Member and therefore 
each lnsurance Member should seek their own independent advice. The key taxation 
considerations include: 

there will be no liability for payment of tax by lnsurance Members (excluding 
Association) when they give up their membership rights in lnsurance and no liability 
to tax when they receive Shares in NIGL; 
the cost base for capital gains tax purposes of the Shares will be calculated as the 
lower of the statutory value of lnsurance as determined under Division 9AA of the Tax 
Act and the closing price at which a Share traded on the Australian Stock Exchange 
on the Listing Date; 
any Shares disposed of by an lnsurance Member on or after the Listing Date will be 
subject to the capital gains tax provisions of the Tax Act. Any gain or loss to the 
Shareholder at the date of disposal of the Shares will be the difference between the 
cost base of the Shares and the sale price of the Shares less disposal costs and in the 
case of shares held more than 12 months by taxpayers that are individuals or 
complying superannuation funds, the taxable capital gain will be reduced to 50% or 
66 213% of the gain, respectively; and 
dividends (franked and unfranked) received by lnsurance Members who are 
individuals will be assessable and subject to taxation. However, they will be entitled to 
an imputation credit to the extent the dividend is franked. 

6.4.3 Alternative forms of wealth distribution 
Provision of rebates 
The value of Shares to be allocated to lnsurance Members (excluding Association) is 
greater than the amount currently available to lnsurance to provide rebates. This is 
because rebates are limited by the need for lnsurance to retain capital to meet solvency 
and capital adequacy requirements and other working capital needs. 

The majority of the directors of lnsurance believe that, from a financial point of view, 
payment of large-scale benefits to lnsurance Members would not give meaningful access 

to the wealth of the organisation and would not be appropriate on an ongoing basis. 
Large-scale benefits could not be maintained without dissipating Insurance's capital 
base. A mutual company does not have the same flexibility to raise capital compared to 
a listed company if the capital base is run down. Nevertheless, we believe that a limited 
reduction in the cost of services or limited provision of rebates could be considered on 
an ongoing basis without materially prejudicing Insurance's solvency. However, lnsurance 
Members (excluding Association) should be aware that this alternative would only give 
limited access to the wealth of lnsurance and would be dependent on maintaining 
lnsurance membership. This alternative would not give lnsurance Members the ability 
to convert their memberships to cash if they required cash. In addition, reduced cost 
services and rebates could potentially divert wealth to non-member policyholders. This 
is discussed in further detail in Section 5.6.3 of this report. 

Cash dividends 
It is uncertain whether the constitution of lnsurance could be modified to allow for the 
payment of dividends in the absence of major structural reorganisation. If this could be 
achieved, the extent to which dividends could be paid would be limited for the reasons 
described above with respect to the provision of rebates. As a result the payment of cash 
dividends, if possible, would only give lnsurance Members limited access to the wealth of 
Insurance. 

Winding up of lnsurance 
The winding up of lnsurance would not benefit lnsurance Members (excluding 
Association) as Association has the right to any residual assets in the event of winding 
UP. 

Additional services 
lnsurance as a mutual company may be more likely to undertake certain activities or 
provide additional services at no or a reduced cost to lnsurance Members compared to 
a shareholder owned company.. 

6.4.4 Pricing and claims philosophy 
Pricing 
While the approach to the setting of premiums rates is not intended to change under the 
Proposal, premium rates and service levels could change in the future either as a result 
of the Proposal or for reasons unrelated to the Proposal. The Board of NlGL will need to 
balance the interests of Shareholders and policyholders to manage the potential conflict 
of interest between the parties which could adversely impact the premium rates, quality 
of service and capital strength. This is balanced by the fact that in practice, listed 
companies must focus on customer satisfaction to attract new customers and achieve 
required growth in profits. 

We have been advised that premium rates are currently charged on a commercial basis, 
having regard to a number of factors, including: 

rates charged by competitors; 
rating of different risk profiles; and 
desired rate of return on capital as determined by the lnsurance Board. 

Section 1 of the lnformation Memorandum states that the approach to setting premium 
rates will not change and premium rates will not increase as a direct consequence of 
the Proposal. 

It is however, important for Insurance'Members to be aware that as a mutual, Insurance's 
focus is on maximising returns for its Members. Under the Proposal, the board of NlGL 
will need to balance the interests of Shareholders and policyholders. Policyholders and 
shareholders have separate interests in relation to the financial performance of an 
insurance company. Shareholders are mainly interested in increased profits and 
dividends which may adversely impact the premium rates, quality of service and capital 
strength. This potential conflict between Shareholders and policyholders may be 
exacerbated to the extent that lnsurance Members who become Shareholders under the 
Proposal choose to sell their Shares on or after the Listing Date. The number of 
shareholders in demutualised companies tends to decline after the initial listing, as 
individuals realise their capital gains by selling their shares. These holdings are often 
acquired by institutions seeking to duplicate standard market investment indices. This ... 
may result in institutional investors, who are generally focused on profit maximisation, 
gaining a substantial shareholding in NIGL. 

The above concerns are balanced by the fact that in practice, listed companies must 
focus on customer satisfaction to attract new customers and achieve required growth 
in profits.., 

For the vast majority of lnsurance Members the value of the Shares they will receive is 
expected to be in excess of the potential increase, if any, in insurance premiums that 
might result from the Proposal. Those lnsurance Members with large insurance 
premiums would benefit less if premiums do increase. In any event, an increase in 
insurance premiums would enhance the earnings, the capacity to pay dividends and the 
market value of NIGL. Accordingly, lnsurance Members who retain their Shares would 
indirectly benefit from an increase in premium income. 

Claims paying philosophy 
The potential for a conflict of interest between Shareholders and policyholders described 
above also exists with respect to claims paying philosophy. The directors of NlGL will 
need to manage these conflicting interests in setting claims payment philosophies. These 
conflicts presently exist within all listed insurance companies. As a listed company, 
claims paying decisions will become a commercial decision balancing the interests of 
shareholders against the policyholder perception of the benefits available under an 
insurance policy. 
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Section 1 of the Information Memorandum states that the current approach to claims are to a significant degree, a formalisation of arrangements which currently exist between 
handling will not change as a consequence of the Proposal. lnsurance Members (excluding Association and Insurance. Currently,rlnsurance uses the NRMA Trade. Marks under a 
Association) should be aware that the claims payment policy is a matter for future boards of licence granted by Association that arises, in most cases, from course of conduct (that is, 
NlGL and setting this policy will be made on a commercial basis. As a result the most little formal documentation of the arrangements exists) and Association has the ability to 
important factor affecting future claims payment policy is likely to be competitive pressure terminate this arrangement on reasonable notice. Under the Proposal there will be an 
in the general insurance market which may vary from that currently experienced. assignment of the NRMA Trade Marks for insurance and financial services by Association 

to NlGL and Association will have limited rights of termination. However. it should be 

6.5 Financial Position of lnsurance 
6.5.1 Financial security of policyholders and capital adequacy 
The Consulting Actuary has concluded that policyholders' security and reasonable 
expectations will not be prejudiced and w~l l  be adequately protected if the Proposal is 
approved and implemented. 

lnsurance policies are contractual agreements which continue after the Proposal. 
We have considered the effect of the Proposal on policyholder benefits and the security 
of those benefits. 

The financial security of lnsurance policyholders' benefits is dependent on the level of 
capital available to lnsurance and the size and nature of the risks undertaken. The 
Consulting Actuary has assessed the capital requirements of the NRMA Group by 
examining and quantifying the risks undertaken and the level of capital required to 
support those risks. This assessment is set out in Section 12 of the lnformation 
Memorandum. 

The Consulting Actuary concluded that: 

the outstanding claims provisions of the NRMA Group at 30  June 1999 are 
reasonable and provide a high probability that these provisions will ultimately prove 
sufficient to meet claim payments for claims incurred prior to 3 0  June 1999; and 
there is sufficient capital at 3 0  June 1999 within the NRMA Group to provide a 
reasonably high probability that the NRMA Group's capital will be greater than the 
statutory minimum over the next three year period. 

The Consulting Actuary has also examined the impact of the Proposal on the 
financial security of lnsurance policyholders and concluded that: 

the Proposal'does not diminish the capital base of Insurance; 
the Proposal provides lnsurance with greater access to markets for new capital; and 
the Proposal, in itself, does not diminish the.security of lnsurance policyholders' 
benefits. 

6.5.2 Tax position of lnsurance 
The taxation advisers to the Project Office, Mallesons Stephen Jaques have assessed the 
Australian taxation consequences for lnsurance as a direct consequence of the Proposal. 
Australian tax implications are discussed in Section 5.8.7 of this report. The key taxation 
considerations include: 

the franking surplus of lnsurance and its wholly owned subsidiaries at the beginning 
of the Demutualisation Resolution Date will be cancelled; 
lnsurance will be able to generate franking credits on or after the Demutualisation 
Resolution Date; and 
there is increased uncertainty concerning the recoupment of prior period losses as a 
consequence of the Proposal because of the need to satisfy the same ownership test 
under the Tax Act. Prior period losses of lnsurance and its subsidiaries will, however, 
be available to offset profits after the date at which lnsurance Members become 
Shareholders provided the same business test under the Tax Act is met (refer to 
Section 6.13 of the lnformation Memorandum). 

The Goods and Services Tax legislation and the recently released Review of Business 
Taxation (A Tax System Redesigned) will broadly apply to the lnsurance Group equally as 
either a mutual or non mutual organisation. 

The implementation of the Proposal will incur stamp duty costs in the order of $0.537 
million as estimated by PricewaterhouseCoopers. 

6.5.3 Capital flexibility 
One of the reasons why the lnsurance Board recommends a vote for the Proposal, is the 
Proposal will improve the capital flexibility of Insurance. Given the number of mergers, 
acquisitions and alliances that have occurred recently in the general insurance industry 
it is likely that capital flexibility will be of key importance to lnsurance in future years. 
The Proposal will enhance the ability for Insurance to undertake further expansion. 

A number of Australian financial institutions have recently issued income securities. 
These 'hybrid' instruments are subordinated to the creditors of the issuer and pay a 
predetermined coupon interest rather than dividends. These instruments can potentially 
count towards capital of the issuer and could therefore be used by lnsurance to fund 
future acquisitions. We have not explored the legal ability of lnsurance to issue these type 
of instruments. If lnsurance were able to issue such instruments it would improve 
Insurance's capital flexibility. However, it is likely that lnsurance would only be able to 
issue a finite amount of these instruments into the market at an acceptable yield. 
Therefore, there is still an improvement in the capital flexibility of lnsurance to be gained 
by implementing the Proposal. 

6.6 Business Relationship Agreements 
6.6.1 Overvie W 

Ernst & Young Corporate Finance has considered the Business Relationship Agreements 
wh~ch will be put in place between Association, lnsurance and NlGL under the Proposal 
It is acknowledged that, from a legal perspective, the Business Relationship Agreements 

recognised that the separation of the entities and listing of the ~nsuranck Group does 
represent a fundamental change to the current relationship. 

Ernst & Young Corporate Finance is of the view that the Business Relationship 
Agreements will introduce added complexity and potential risks which currently do not 
exist which may, in the future, reduce the operational efficiency and interaction between 
Association and Insurance. The impact on Insurance, from both a financial and 
commercial perspective, of these additional complexities and risks is difficult to assess 
and quantify. This is because a key factor in the success of the Business Relationship 
Agreements'is the extent of the co-operation between lnsurance and Association and 
whether Association will act in good faith and abide by the princ!ples which underpin the 
Business Relationship Agreements. 

It may take some time to determine whether, in the long term, the Business Relationship 
Agreements provide a suitable frame'work for the ongoing relationship between 
Association and Insurance. To the extent that the Business Relationship Agreements do 
not provide a suitable framework for the ongoing relationship, it will require both 
Association and lnsurance to act in good faith and co-operate in order to arrive at a 
suitable framework for the ongoing relationship. 

6.6.2 Practical operation and protocols 
The business relationship between Association and 1ns;rance may be more complex if 
the Proposal is implemented. As a result of a recommendation in a McKinsey & CO report 
in 1987, the two organisations were integrated under one Chief Executive Officer to 
facilitate the resolution of inter-company issues and de-emphasise the differences 
between the two mutuals. This approach did assist the NRMA Group to provide an 
integrated approach to customer relafionship management. However, as discussed in 
Section 6.7 of this report corporate governance and control issues persisted under this 
integrated structure. 

If the Proposal is implemented each kptity will have a separate management team, each 
with its own Chief Executive Officer. Inter-company issues will therefore be resolved 
through arms-length interactions between these independent management teams acting 
in the interests of their respective companies. It will be fundamental for the continued 
success of the Business Relation~hip~Agreements that these independent management 
teams co-operate and abide by the underlying principles of the Business Relationship 
Agreements. i 
Under the Business Relationship Agreements, Association and lnsurance will appoint 
Alliance Managers whose roles will include liaising between the entities in relation to the 
day to day operation of the business relationship. There are a number of technical and 
practical details relating to the implementation and future operation of the Business 
Relationship Agreements which remain.to be finalised. These include the Brand Integrity 
Principles and the Business Protocols. These are to be negotiated by the parties in good 
faith between signing and commencenient of the Business Relationship Agreements 
however there is no enforceable mechapism to ensure these are finalised. 

The Business Protocols are intended to mitigate the potential risks associated with the 
transfer of the NRMA Trade Marks (discussed below) and it is therefore critical that these 
protocols are finalised and put in place. Although 'the Business Protocols and Minimum 
Standards have been substantially developed, some of the technical and practical details 
remain to be finalisecl. 

6.6.3 Cost sharing 
As discussed in Section 5.7.6 of this report, as a result of the Business Relationship 
Agreements there will be a change in the way costs are allocated and recovered. The 
Business Relationship Agreements will put in place mechanisms which enable the cost 
of support services to be allocated between the lnsurance Group and Association on a 
more commercial basis than is currently the case. It is expected this will lead to an ' 

overall decrease in the costs borne by the lnsurance Group and an increase in the costs 
borne by Association. , 

6.6.4 Risks associated with the Business Relationship Agreements 
It is difficult to assess the potential impact on lnsurance of the added complexity and 
potential risks introduced by the Business Relationship Agreements. At a high level these 
potential risks fall into three broad areas of concern which are: 

Relationship between lnsurance and Association 
The Proposal results in the separation of the two entities. A key factor in the success of 
the Business Relationship Agreements will be the degree of co-operation between the 
NlGL Board and the Association Board and the management teams of each entity. The 
degree of co-operation is difficult to predict with any certainty because lnsurance will have 
no control over either the appointment of the Association management team or the 
Association Board. I 

'The lnsurance Group has traditionally been focused in New South Wales and the 
Australian Capital Territory. In future the lnsurance Group intends to focus on growth and 
diversification through acquisitions and joint ventures and as a listed company is likely to 
become more focused on profit maximisation. Association is likely to continue to focus 
mainly in New South Wales with its primary focus continuing to be responsive to 
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Members' needs. Over time, there is therefore the potential for the interests and objectives 
of NIGL and Association to diverge and conflict. This may result in an erosion of the close 
relationship between Association and Insurance. As the lnsurance Group grows and 
diversifies this is likely to result in less correlation between lnsurance customers and 
Association Members. This may also erode the close relationship between the entities. 
The erosion of the relationship over time may make it difficult to maintain co-operation 
between the two entities, this in turn could negatively impact the effective operation of the 
Business Relationship Agreements. 

The business success of lnsurance is partly attributable to the goodwill generated by the 
road service and advocacy functions of Association and the ability to cross-sell to 
Association Members. An erosion of the close relationship between the entities may 
therefore negatively impact the competitive advantage lnsurance has historically enjoyed 
as a result of its relationship with Association. 

Operational efficiency 
The additional risks and complexities introduced by the Business Relationship 
Agreements will potentially have an impact on Insurance's operational efficiency. The 
Business Relationship Agreements will require day to day management and it is critical 
the management teams of both Association and lnsurance are committed to'and have 
sufficient resources to ensure that the day to day management of the agreements is 
effective. The Business Relationship Agreements will also limit Insurance's business 
scope to insurance and financial services which are the areas in which it operates today. 

NRMA Trade Marks 
Under the Proposal, there will be an assignment of the NRMA Trade Marks and logos in 
relation to insurance and financial services from Association to NIGL. The initial registration 
of the NRMA Trade Marks must, in the first instance, be legally effective, and then, going 
forward, the NRMA Trade Marks are subject to a number of legal requirements in order to 
remain validly registered. These legal requirements are intended to ensure that concurrent 
use of the NRMA Trade Marks by two entities is not misleading or deceptive to the public. 
Under certain circumstances the lnsurance Group could be prohibited from using the 
NRMA Trade Mark in the future. If the registration of the NRMA Trade Marks is not 
considered to be legally effective the ownership of the NRMA Trade Marks will revert to 
Association and ~ssociation will license the NRMA Trade Marks to the lnsurance Group. . 

It is difficult to assess the potential impact on the lnsurance Group should it at some time 
in the future be prohibited from using the NRMA Trade Marks. It is, however, likely that 
such a prohibition would have a material impact on lnsurance from both a commercial 
and financial perspective. 

For NRMA Trade Marks which are licensed by Association to the lnsurance Group, or in 
circumstances where the assignment of certain NRMA Trade Marks to the lnsurance 
Group is not legally effective and are therefore licensed, the Trade Marks could be 
cancelled if Association does not exercise sufficient control over the goods and services 
bearing the NRMA Trade Mark. There is no clear legal precedent as to the meaning or 
the extent of the control that Association would need to exercise over the goods and 
services provided by Insurance. It is therefore difficult to assess the commercial and 
financial impact on the lnsurance Group of the exercise of such control. 

Business Protocols and Minimum Standards have been substantially developed and 
agreed between the entities. The Business Protocols are intended to mitigate the 
potential risks associated with the assignment of the NRMA Trade Marks however, they 
will not eliminate all potential risks which may exist. The Minimum Standards are 
intended to mitigate the potential risks associated with the license arrangement. These 
are the standards by which Association will exercise quality control over the goods and 
services which are the subject of the licensed NRMA Trade Marks. These protocols and 
standards are fundamental to the success of the use of the NRMA Trade Marks. 
Although the Business Protocols and Minimum Standards have been substantially 
developed, some of the technical and practical details remain to be finalised. We do not 
express an opinion about any legal ramifications of the Business Protocols. On the 
assumption that they are legally effective, implemented and observed in accordance with 
their terms, in our opinion they are reasonable means of reducing the business risks 
posed by the Business Relationship ~greements as they affect the use of the NRMA 
Trade Marks. 

6.6.5 Risk mitigating factors 
The Boards believe the risks described above relating to the operation of the Business 
Relationship Agreements are reduced by a number of factors, these are summarised 
below: 

commercial imperatives exist for both Association and the lnsurance Group to ensure 
the agreements remain workable: 
- from Association's perspective, the agreements enable it to obtain certain 

distribution and support services at a commercially competitive cost; 
- from the lnsurance Group's perspective, the agreements provide marketing 

opportunities through joint distribution of road service, insurance and financial 
service products; and 

- both organisations benefit from the continued co-ordinated use of the NRMA 
brand and cross-marketing opportunities. 

Association will maintain a shareholding in NIGL representing approximately 2% of its 
pro forma restated capital base at 30 June 1999, resulting in some alignment of its 
interests with those of NIGL; 
the Business Relationship Agreements are a consequence of a structure which seeks 
to retain Association as a mutual, demutualise lnsurance and maintain a close 
relationship between Association and Insurance; 
the contracts call for alliance managers at Association and within the lnsurance Group 
who will work to manage the day-to-day operation of the agreements; 
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working groups will be established to facilitate communication between the entities; 
and 
as a final measure the parties agree to implement a prescribed dispute resolution 
process. 

Ernst'& Young Corporate Finance acknowledge that certain factors do exist which 
mitigate some of the potential risks and complexities under the Business Relationship 
Agreements, however these factors are not sufficient to remove all risks and complexities 
and therefore it will be fundamental that both parties co-operate to ensure the success of 
the Business Relationship Agreements. 

The Business Relationship Agreements are described in further detail in Section 5.9 of 
this report and Section 5.5 of the lnformation Memorandum describes in further detail 
potential risks and mitigating factors. 

6.7 Corporate Governance and Control 

Ernst & Young Corporate Finance is of the opinion the Proposal will assist in improving 
corporate governance and control of the lnsurance Group. Board and management 
accountability is expected to increase because under the Proposal Shareholders will have 
a direct financial interest in NIGL and there will be greater market scrutiny. NIGL will 
adopt corporate governance practices consistent with a public company. 

Ernst & Young Corporate Finance do however acknowledge that corporate governance 
issues can occur in all corporate structures and that a number of alternative proposals 
other than structural reform have and could be developed to assist in addressing the 
current corporate governance concerns within Insurance. 

6.7.2 Current corporate governance issues 
There are a number of issues that contribute to corporate governance concerns which 
currently exist in Insurance, these include: 

the current dual mutual corporate and membership structure of the NRMA Group; 
the overlapping but not identical membership between Association and Insurance; 
the special rights of Association as an lnsurance Member (Section 4.3 of this report); 
and 
the current size and complexity of Insurance. 

The current corporate governance arrangements are described in further detail in 
Section 2 of the lnformation Memorandum and in Section 5.10 of this report. A majority 
of d~rectors on the Association Board and all of the directors on the lnsurance Board 
believe that the current issues surrounding corporate governance have created a number 
of corporate governance problems, including: 

limited owner disciplines on performance; 
an inappropriate director selection process for a business the size and complexity of 
Insurance; 
the absence of a significant number of lnsurance directors who are independent of 
Association; 
different claims over the 'ownership' of lnsurance by both Association Members and 
lnsurance Members; and 
the inability of lnsurance Members (excluding Association) to elect directors to the 
lnsurance Board. 

Ernst & Young Corporate Finance would also like to draw lnsurance Members' attention 
to the fact that in recent times, Board conflict has existed within the NRMA Group. 
Implementation of the Proposal may achieve a resolution of this conflict at least from 
Insurance's perspective. Listed companies do not generally experience this level of 
conflict at least on an ongoing basis and have procedures for calling general meetings 
and voting practices that normally lead to resolution of conflict. 

6.8 Other Advantages and Disadvantages 
In forming its opinion on whether the Proposal is or is not in the best interests 
of lnsurance Members (excluding Association) Ernst & Young Corporate Finance has 
considered, in addition to the specific areas discussed in this Section 6 of this report, 
other likely advantages, disadvantages and other factors of the Proposal as they relate to 
lnsurance Members (excluding Association). 

In Ernst &Young Corporate Finance's view, other likely advantages of the Proposal to 
lnsurance Members (excluding Association) include: 

the current dual mutual structure does not shield lnsurance Members from a takeover 
offer. This may result in lnsurance Members accepting a takeover offer which overall 
would place lnsurance Members in a worse financial position compared to the 
Proposal (refer to Section 2 of the lnformation Memorandum); 
it may be argued that increased industry competition and consolidation (refer to 
Section 8 of this report) requires a cultural change within mutual companies to 
promote greater efficiency and general market sophistication. This is more likely to be 
the case if the mutual company's strategy is to expand into new markets and 
geographic locations. Changing the fundamental orientation of an organisation can be 
difficult and time consuming. Converting to a listed company can often facilitate such 
a change in orientation; 
converting to a listed company may also facilitate the recruitment of quality executives 
and staff as a result of a,more efficient working environment and the ability to 
remunerate management and staff using publicly traded shares and options. This also 
allows the interests of Shareholders and employees to be aligned; 
currently, lnsurance has franking credit balances which cannot be utilised and 
although these will be cancelled as a result of the Proposal, future franking credits will 
be available to be utilised; and 
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the success of lnsurance is likely to involve continued expansion, particularly 
interstate. Geographic expansion is regarded as important to diversify insurance risk 
and ultimately to be able to compete effectively with a stronger group of national 
insurers that are likely to evolve as a result of rationalisation in the industry. This 
expansion will undoubtedly involve examination of major acquisitions which may 
require substantial amounts of capital. The mutual structure provides less flexibility 
in relation to the raising of additional capital. 

In Ernst & Young Corporate Finance's view, other likely disadvantages of the Proposal to 
lnsurance Members (excluding Association) include: 

the corporate structure under the Proposal will provide less protection against a 
hostile takeover compared to the current mutual structure. This is mitigated to a 
degree by certain restrictions which are in place for five years, unless Shareholders' 
approval is obtained to remove'these restrictions (Section 5.6.4 of this report). 
The Treasurer's approval would also be required to acquire a shareholding of 15% 
or more. Under a mutual structure it is not practically possible for another entity to 
acquire lnsurance by way of takeover although members' voting rights can be 
acquired in other ways including through a court approved scheme. In a takeover of a 
public company it is the shareholders who will determine whether the takeover will be 
successful. Shareholders must be offered an acceptable price for their shares. 
A premium for control may be realised by a sale in conjunction with a takeover; 
conversion to a listed company has the potential to lead to an erosion of the tradition 
and culture of lnsurance as a result of increased focus on profitability. In particular, 
we draw lnsurance Members' attention the following potential impacts: 
- mutual companies can engender a community spirit that offers a potential 

competitive advantage. A policyholder who is aware of the distinction between 
listed companies and mutuals may prefer doing business with a mutual. Some 
employees may also prefer working for a mutual company, if it offers stability and a 
clear community minded mission. Members should however be aware that these 
factors are less relevant where the mutual company is of the size of lnsurance and 
therefore in many respects operates in the same way as a listed company; 

- some projects, services, community initiatives may not be investigated or pursued 
which may have been in the interests of lnsurance Members and the community as 
a whole but are not necessarily profitable or in the interests of Shareholders; and 

- a mutual company arguably has greater flexibility to undertake initiatives in the 
long term interests of policyholders that may not result in benefits in the short 
term. Listed companies often lack this flexibility because they are under pressure 
to report positive financial results. 
These issues are however, potentially balanced to some degree by the fact that the 
public image of lnsurance will continue to be important to marketing Insurance's 
products and services under the Proposal. The benefits of maintaining community 
services and the role of industry spokesperson may outweigh the costs. A large 
number of profit maximising companies engage in community oriented services. 
The future level and nature of community services would be determined by 
management of the day. 

the conflict and governance issues which currently exist in Association may have a 
negative impact on the ongoing relationship between lnsurance and Association 
which is a critical factor in the success of the Business Relationship Agreements 
(Section 6.7 of this report). 

In Ernst & Young Corporate Finance's view, other factors which should be considered by 
lnsurance Members (excluding Association) in relation to the Proposal include: 

past and current members of a mutual company create wealth which benefits future 
generations of members. Under the Proposal current lnsurance Members will benefit 
from the wealth built up  by past generations of members rather than pass this benefit 
on to future members; 
depending upon an lnsurance  ember's particular circumstances there may be some 
pension or welfare consequences as a result of the Proposal. The Australian Council 
of Social Services ('ACOSS') was engaged to analyse and report on the likely effect of 
the Proposal on those Members who are pension or allowance recipients. The report 
concluded that, for approximately 1,200 or 0.12% of the estimated number of 
Members who are in receipt of pensions or allowances, the receipt of Shares is likely 
to result in a loss of their pension or allowance (more details with respect to the 
impact of the Proposal on pensions and allowances is set out in Section 8.16 of the 
lnformation Memorandum); 
the Department of Family and Community Services ('FaCS') and Centrelink are aware 
of the Proposal. FaCS has advised the Shares will not be assessed under the social 
security income and assets test before NlGL lists on the Australian Stock Exchange 
and the value of Shares issued will not be treated as income under the social security 
income test. From Listing Date, the Shares will be assessed under the income and 
assets tests, in the same way as other types of listed shares. lnsurance Members 
stiould seek their own independent advice specific to their circumstances (refer to 
Section 8.16 of the lnformation Memorandum); 
the Proposal provides a means to address the issues facing lnsurance from changing 
membership dynamics and increasing numbers of non-member customers; 
there are examples internationally of efficient well run mutuals; 
management of mutuals involved in protracted restructure activity can become 
distracted from many important day to day strategic decisions; 
some mutuals choose to remain a mutual and choose to focus on a particular niche 
in a geographic location, client segment or line of business; 
the NRMA Group is currently a successful organisation. To date lnsurance has been 
able to expand into new product areas as a result of acquisitions such as SGlO and 
enter into alliances such as that with RACV with the aim of achieving economies of 
scale. However, it would be argued that the Proposal is intended to produce a 

corporate structure that will maximise the likelihood that lnsurance will continue to be 
successful in the long term; . 
under the Proposal control will be vested in the ultimate owners of the lnsurance 
Group in proportion to ownership. Large Shareholders, such as institutional investors, 
therefore, may be in a position to exercise a greater degree of control. This contrasts 
to the current equal voting of onetvote per lnsurance Member; and 
lnsurance Members should be aware that it is common for listed public companies to 
attract and retain staff by offering such employees share schemes. While such schemes 
seek to align the interests of employees and shareholder they also have the result of 
diluting the existing shareholders interests. In the lnformation Memorandum (Section 
8.17), it is stated that no such employee share scheme will be introduced prior to" 
Listing Dat'e. However, such a scheme could be introduced post Listing Date. 

6.9 Evaluation of Alternatives 
6.9. l Overview 
Ernst & Young Corporate Finance.has reviewed, strictly from the perspective of lnsurance 
Members (excluding Association), the alternatives which it has been advised have been 
considered by the Boards as described in Section 4.5 of the Information Memorandum 
and set out in Section 5.11 of this report. In forming its opinion in relation to these 
alternatives, Ernst & Young Corporate Finance has had regard to the criteria set out in 
Section 2 of this report. 

1 
6.9.2 Alternative corporate and membership structures 
Over a peridd of eight years the ~ o a r d s  have considered a wide range of alternative' 
corporate and membership structures for the NRMA Group. Ernst & Young Corporate 
Finance acknowledges that no single corporate and membership structure can be 
described as being optimal; universally and perpetually. The Proposal is therefore one of 
a number of alternative corporate and lilembership structures for the NRMA Group. 
We consider that the process undertaken which culminated in.the Proposal, as described 
in Section 13.4 of the lnformation Memorandum, was appropriate in relation to the 
identification of alternatives. , 

Details of the corporate and membership structure reviews commissioned by the Boards 
are discussed in Section 5.1.2 of this report and the alternatives considered by the 
Boards are discussed in Section 5.11 of this report and include: 

the Proposal; 
retaining the current dual ,mutual stfucture of Association and Insurance; 
c~eating one mutual by merging Assbciation and Insurance; 
demutualisation and listing of lnsurance with Association, retained as a mutual, and 
holding the majority interest in Insurance; 
demutualise both Association and lnsurance (full demutualisation) and list; and 
the sale or merger of the Group as a whole. 

6.9.3 Our views , . 
In the opinion of Ernst & Young corporate Finance, the alternatives are a reasonable list 
of realistic alternatives, although there can be numerous potential alternatives. Ernst & 
Young Corporate Finance is of the opinion that the Proposal is preferred to the present 
dual mutual structure and is the preferred practical alternative for lnsurance Members 
(excluding Association). 

The basis for this opinion is that, on balance, the Proposal more effectively than the other 
alternatives addresses the following central issues for lnsurance Members (excluding 
Association): 

improving governance and control of-Insurance; 
addressing the issues arising from the decreasing commonality of Insurance's 
customer and member base; 
enabling lnsurance Members (excluding Association) to share in the wealth and 
underlying value of Insurance; 
adopting a corporate structure which bkst promotes the achievement of Insurance's 
objectives and strategies in light of the changes in the markets in which lnsurance 
operates; ! m, 

facilitating an ongoing business relationship between Association and Insurance; and 
addressing the different interests of Association as an lnsurance Member. 

The implications of the Proposal with, respect to the above issues are discussed 
throughout Sections 6 and 7 of this report. Improvements in corporate governance are 
more likely on a timely basis under the alternatives that include Association giving up its 
special rights and having a limited ability to control or influence Insurance. Alternatives 
which involve the demutualisation of lnsurance provide a more effective release of value 
without impairing the financial strength of Insurance. The sale or merger of the NRMA 
Group would not enable Members the choice of retaining an ownership interest in NlGL 
and the Proposal does not preclude a sale of NlGL at a later date. As a result, the 
preferred alternatives from the perspective of lnsurance Members (excluding Association) 
are the Proposal and full demutualisation and listing. 

Ernst & Young Corporate Finance is of the view that, strictly from the perspective of 
lnsurance Members (excluding Association), full,demutualisation and listing is likely to be 
a superior alternative from a commercial perspective to the Proposal. This is because, 
from the perspective of lnsurance Members (excluding Association), the potential 
commercial risks and complexities associated with the Business Relationship Agreements 
(refer Section 6.6 of this report) are likely to outweigh the commercial benefits to 
lnsurance Members (excluding Association) from Association remaining as a mutual. 

Ernst & Young Corporate Finance do.however recognise that some lnsurance Members 
(excluding Association) may value the retfntion of mutuality for Association and on this 

- basis may consider the current Proposal preferable to full d6mutualisation and listing. 
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We also note that the majority of directors of Association and all of the directors of 
lnsurance believe that the option of full demutualisation and listing does not address 
important issues which are covered by the Proposal (refer Section 4.5 of the Information 
Memorandum) for example: 

Association's unique heritage in New South Wales as a road service mutual. 
The Boards believe these attributes are highly valued by Association Members; 
the value that could be released by demutualising Association is small relative to that 
of Insurance; and 
the Members and public sewice activities of Association contribute to the value of the 
NRMA Brands, which benefits both Association and Insurance. Some of this benefit 
could be lost if Association was forced to operate on a commercial basis focused on 
shareholder returns. 

Ernst & Young Corporate Finance is of the opinion that the Proposal is the preferred 
practical alternative for lnsurance Members (excluding Association). In forming its opinion 
Ernst & Young Corporate Finance has had regard to the fact that there are two classes of 
lnsurance Members entitled to vote on the Proposal being all lnsurance Members other 
than Association, and Association. The commercial and other interests of each of these 
two classes differ to a significant degree as a result of Association's special rights as an 
lnsurance Member. Association's commercial and other interests are discussed in further 
detail in Section 7 of this report. This discussion has led Ernst & Young Corporate Finance 
*to conclude in Section 7.7.3 that there is a benefit to Association from retention of its 
mutual structure. Accordingly, it is the opinion of Ernst & Young Corporate Finance, that 
the other alternatives (including full demutualisation and listing) do not address the 
differing commercial and other interests of lnsurance Members (excluding Association) 
and Association to the same degree as the Proposal. On this basis the Proposal is the 
preferred practical alternative for lnsurance Members (excluding Association). 

7. Assessment of the Proposal for Association 
as an lnsurance Member 

7.1 Summary of Opinion 
In arriving at its overall opinion, Ernst & Young Corporate Finance is of the view that the 
Proposal is in the best interest of Association as an lnsurance Member. The criteria 
which Ernst & Young Corporate Finance has had regard to ~n forming this opinion is set 
out in Section 2 of this report. 

Set out below are the advantages and disadvantages and other factors which Ernst & 
Young Corporate Finance considered in forming its opinion with respect to Association as 
an lnsurance Member and which are discussed in further detail in Sections 7.2 to 7.7 of 
this report. 

The key advantages of the Proposal for Association as an lnsurance Member may be 
summarised as follows: 

the Proposal will enable Association to retain its mutual status while providing 
autonomy to the management of Association; 
under the Pro~osal Association will increase its net assets. This is estimated to be an 

The key disadvantages of the Proposal for Association as an lnsurance Member may be 
summarised as follows: 

the rights of Association as an lnsurance Member are diminished under the Proposal in 
respect of the giving up of Association's special rights to appoint and remove the 
directors of Insurance, to appoint the President of Association as ex-officio chairman of 
lnsurance and the right to any surplus assets on the winding up of lnsurance as set out 
in Section 7.2.2 of this report. These special rights are given up in exchange for Shares; 
the Proposal will result in Association giving up practical management control of 
lnsurance although Association does not currently have ultimate control of lnsurance 
as set out in Section 7.2.2 of this report; 
the implementation of the Business Relationship Agreements will introduce additional 
operating costs to Association in that, as a result of the Proposal, Association will pay 
more for services provided by lnsurance than was previously the case. Implementing 
the Business Relationship Agreements is estimated to increase the costs of 
Association by $10.1 million in year 2000 rising to $22.6 million in year 2004; 
the Business Relationship Agreements introduce added complexity and potential risks 
which do not currently exist, in particular, with respect to the NRMA Trade Marks as 
set out in Section 7.4 of this report; and 
the Business Relationship Agreements result in Association being unable to pursue 
banking and financial services activities in the future as discussed in Section 7.4 of 
this report. 

There are a number of other factors which should be considered by Association as an 
lnsurance Member, these include: 

the Consulting Actuary has concluded that the basis of the allocation of Shares under 
the Share Allocation Rules is fair and reasonable. Subject to the limitations described 
in Section 7.3.3 of this report, Ernst & Young Corporate Finance is in agreement with 
this opinion; 
the Consulting Actuary has concluded that the Proposal provides for additional capital 
to be injected into Association in the form of an allocation of shares in NlGL so that 
the probability of ruin of Association will be materially lower than if the Proposal is not 
adooted: 
the brodosa~ is consistent with Association wishing to concentrate on providing road 
services to members and being prepared to dispose of its special rights in lnsurance 
for valuable consideration; 
it is anticipated that NlGL will list during 2000, however, there is no guarantee of 
when NlGL will be listed, if at all. There is also an element of uncertainty attaching to 
the market price of the Shares in NIGL, as for all listed companies as discussed in 
Section 6.4.1 of this report; 
Association will have no liability for tax when Association gives up its special rights as 
an lnsurance Member, as discussed in Section 5.7.7 of this report; 
any Shares disposed of by Association on or after the Listing Date will be subject to 
the capital gains tax provisions of the Tax Act. The cost base for capital gains tax 
purposes of the Shares will be calculated as the lower of the statutory value of 
lnsurance as determined under Division 9AA of the Tax Act and the closing price at 
which a Share traded on the Australian Stock Exchange on the Listing Date; 
the NRMA Group is currently a successful organisation; and 
the Proposal, if adopted would prevent Association's ability to pursue an alternative 
proposal with respect to its current rights in lnsurance. 

increase of over $300 million, which will also enhance the ability of Association to 
Dursue its obiectives under its constitution; 7.2 Member and Shareholder Rights of Association 
the Proposal k i l l  assist in improving governance and control of Association, as the 7.2. l Overview 
Proposal provides greater clarity to the operation and interaction of Association and A comparison of the current special rights of Association as an lnsurance Member and 
Insurance as part of the pursuit of the differing objectives of the entities; the rights of NlGL Shareholders is contained in Section 7.4 of the Information 
the Business relations hi^ Agreements introduced under the Pro~osal will formalise Memorandum and in Sections 4.3 and 5.4 of this report. 
the shared services arrangements currently in place between ~ssociation and 
Insurance. The basis for charging for these services will be less than full commercial 7.2.2 Comparison,of rights of Association as an lnsurance Member and 

cost; and Shareholders rights in NlGL 
the Pro~osal is  referred to the ~resent dual mutual structure and is the  referred The following table provides a summary of the comparison of the rights and special rights 
oracticil alterna'tive for ~ssociation as an Insurance Member (Section 7.7 of this of Association as an Insurance Member to the rights Association will have as a 
report). shareholder in NlGL under the Proposal 

Table 4 Comparison of Association Special Member Rights to Shareholders Rights in NlGL 

EXISTING RIGHTS FUTURE RIGHTS 

Member 
- One vote as a member. 

Shareholder 
- One vote per share. 

- Power to appoint and remove the directors of Insurance. - Vote to elect and remove a director based on one vote per share. 
- President of Association is ex-officio a director and chairman 

of lnsurance with a casting vote. 
- No equivalent right. 

- Only members of Association can be directors of Insurance - No equivalent right. 
and a majority of directors of lnsurance must be directors of Association. 

- Power to alter Insurance's Articles of Association rests with 
a special majority of 75% of lnsurance members in a general 
meeting but is subject to the special class rights of Association. 

- All shareholders of NlGL vote to amend Articles of Association. 
Vote based on one vote per share. 

- Right to all surplus assets in the event of the winding up - Shareholders can participate in any surplus if NlGL is wound-up 
or dissolution of Insurance other than for the purpose of reconstruction. on a per share basis. 

- Do not directly share in profitsl(losses) of Insurance. - Shareholders share in profits of NlGL by dividends and any growth 
(or decline) in value of shares. 
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A significant issue for the assessment of whether the Proposal is or is not in the best 
interest of Association as an lnsurance Member is the level of control it will give up under 
the Proposal. Association currently has practical control over the management and affairs 
of lnsurance by virtue of its ability to appoint and remove the directors of Insurance. 

The counter-balance is that the rights conferred on Association are legal powers of 
appointment and termination of directors with management authority, not legal rights to 
manage the affairs of Insurance. Furthermore, the directors of lnsurance have fiduciary 
obligations in respect of the interests and activities of lnsurance and its members as a 
discreet entity. Failure of the directors to act in the interests of lnsurance would be a 
breach of duty under Corporations Law and-the directors of lnsurance could not plead 
that they were simply following the directions of the directors of Association. 

While Association effectively controls management of the business of lnsurance through 
its directors, the members of lnsurance have the power to amend its Articles provided 
the amendment would not vary any of the class rights of Association and the amendment 
would not amount to a repeal of the director's authority to manage Insurance's business. 

The lnsurance constitution requires lnsurance to generally assist and co-operate with 
Association in the promotion of its objectives. If the Proposal is implemented this 
requirement of the directors of lnsurance will cease. Ongoing co-operation with 
Association in the promotion of its objectives has been reflected as part of the Business 
Relationship Agreements which will be entered into under the Proposal. The Agreements 
are discussed in Section 7.4 of this report. The financial impact of the Business 
Relationship Agreements on Association is discussed in Section 5.7 of this report. 

7.3 Financ'ial Position of Association 
7.3.1 Exchange of Association special rights for shares 
The effect of the Proposal on the financial position of Association is set out in Section 5.7 
of this report. Under the Proposal Association is giving up its special rights in lnsurance 
in exchange for Shares and entering into the Business Relationship Agreements as 
discussed in Section 7.4 of this report. 

The Consulting Actuary has concluded that the Proposal will result in a higher degree of 
confidence in the ongoing viability of Association. In reaching this conclusion the Consulting 
Actuary assumed that Association would not increase Membership fees until 30 June 2001 
and increases thereafter would be in line with CPI. Ernst & Young Corporate Finance is of 
the opinion that following the implementation of the Proposal, Association is in a strong 
financial position. 

7.3.2 Taxation position of Association 
The taxation advisers to the Project Office, Mallesons Stephen Jaques have assessed 
the taxation consequences for Association as a direct consequence of the Proposal. 
The Australian tax implications are described in Section 8.15 of the Information 
Memorandum and discussed in Section 5.7 of this report. The key taxation 
considerations include: 

there will be no liability for payment of tax by Association when it gives up its special 
membership rights in lnsurance and no liability for tax when it receives Shares in NIGL; 
the cost base for capital gains purposes of the Shares will be calculated as the lower 
of the statutory value of lnsurance as determined under Division 9AA of the Tax Act 
and the closing price at which a Share trades on the Australian Stock Exchange on 
the Listing Date; 
any Shares disposed of by Association on or after the Llsting Date will be subject to 
the capital gains tax provisions of the Tax Act. Any gain or loss to the Shareholder at 
the date of disposal of the Shares will be the difference between the cost base of the 
Shares and the sale price of the Shares less disposal costs; 
Association will be entitled to receive dividends as a shareholder of NIGL. These 
dividends will be assessable and subject to taxation although up to 30 June 2000 
they will be entiitled.to a dividend rebate. Dividends received after 30 June 2000 but 
on or before 30 June 2001 will only obtain a dividend rebate to the extent the 
dividend is franked; and 
the tax treatment of dividends received after 30 June 2001 (including the availability 
of the intercorporate dividend rebate) will depend upon the legislation introducing the 
government's proposed changes which includes the introduction of a unified entity 
regime. At the date of this report all the relevant legislation has not been introduced. 

7.3.3 Share Allocation Rules 
Wlth respect to the Share Allocatlon Rules, the Consulting Actuary, has stated that 'In our 
oplnion, the basis is fair and reasonable'. 

In assessing the Share Allocatlon Rules from the perspective of ~'ssoc~atlon as an 
lnsurance Member, Ernst & Young Corporate Finance has taken Into cons~deration 
whether: 

the process used in arriving at the Share Allocation Rules was appropriate and makes 
use of objective measures where possible; 
the method is capable of practical implementation; 
the allocation gives a reasonable weighting to each of the rights being exchanged for 
Shares; and 
the allocation gives a reasonable weighting to Association of its relative contribution to 
the value of lnsurance by Insurance. 

The Consulting Actuary has noted the significant difficulties encountered in establishing 
appropriate Share Allocation Rules in Section 5.8 of their report. Section'6.3 of this report 
also sets out the reasons for the allocation of 50% of the Shares in NIGL to Association 
and Association Members. 

Our views 
Any proposed allocation basis is inevitably arbitrary. There is no doubt that alternative 
methods for allocating the shares could be devised. Some of these methods might 
constitute equally acceptable, albeit equally arbitrary, bases for allocating share 
entitlements. There is no clear legal basis for determining members' entitlements. Any 
method of allocating entitlements will'reflect judgemental and arbitrary compromises 
between competing criteria. As a result it will not be possible to objectively demonstrate 
that one set of compromises is superior or inferior to another set of criteria. 

Subject to the limitations described above Ernst &Young Corporate Finance is in 
agreement with the opinion of the Consulting Actuary for the reasons that follow. 

Allocation between Association/A.&ociation Members and Insurance 
Members , 
The Share Allocation Rules compensate Association and Association Members for the 
rights given up with respect to: 

special rights as an lnsurance ~e;+er in particular with respect to the practical 
control over the management of Insurance's businesses; 
the assignment by Association to lnsurance of the NRMA Trade Marks; and 
interest in the surplus assets of lnsurance on winding up. 

While each of these individual components are not capable of precise calculation after 
consideration of the respective rights of the two sets of members, the Consulting Actuary 
is led to the view that in aggregate the values of the respective rights of Association and 
its members and lnsurance Members (excluding Association) are broadly equal. 

Ernst & Young Corporate Finance notes that while the value of lnsurance has come from 
the prof~tableoperations of the lnsurance business, and hence from lnsurance 
policyholders, Association has also made a significant contribution to that value. Thts 
contribution has been made by way of: 

Association initially establishing Insurance; 
Association providing access to its membership base to Insurance; 
the use of the NRMA Trade Marks and logos for insurance and financial services; and 
the close co-operation between the two organisations over many years. 

The Share Allocation Rules recognise the need for Association, Association Members and 
lnsurance Members to all agree to the Proposal. Given the significant difficulties 
encountered by the Consulting Actuary the allocation of Shares evenly between 
Association/Association Members and Insurance may not be unreasonable as each need 
to agree for the Proposal to proceed. 

7.3.4 Alternative forms of wealth distribution 
Section 5.7 of this report discusses vaiious other mechanisms by which Association 
could access the wealth of Insurance. These are not preferable to the arrangements 
under the proposal for the following reasons: 

Rebates -Association would only receive rebates on the insurance policies it has in 
place with lnsurance or by virtue of its membership in Insurance. In either instance, 
a rebate received by Association would not be material. 
Cash dividends -Association would only receive dividends as a single lnsurance 
Member and therefore any dividend would not be material. 
Winding up of lnsurance F Under this scenario Association would receive all of the 
surplus assets of Insurance. However, to access this amount it would be necessary 
for 75% of lnsurance Members to agiee to the winding up of Insurance. It is highly 

' 
unlikely that lnsurance Members (excluding Association) would agree to such 
a proposal. 
Reduced cost of services - Under th6 current structure the method of cost allocation 
and recovery is on a less than full cost basis in the context of lnsurance using 
Association owned brands and trade marks. The ability to obtain any further 
reductions in the cost of support services is likely limited by the Corporations Law , 

requirement for the directors of lnsur'ance to act in the best interests of lnsurance. 
even though they are appointed by Association. 

Charges to Insurance 6 1  

lnsurance has made a significant contribution to the development of the brands and 
trade marks that it uses. As a result it i t  bncertain what the net effect of adopting a full 
cost allocation basis for all services, including brands and trade marks, might be. 

. . 
7.4 Business Relationship Agreements ' 

The implications of the Business ~elatiodship Agreements for both Association and 
lnsurance are set out in Sections 5.9 and 6.6 of this report. The key implications for 
Association are set out below: 

introduction of added complexity and.risks which do not currently exist, the impact 
of which is difficult to assess and quantity from both a commercial and financial 
perspective; 
it is expected that the Business Relationship Agreements will result in an overall 
increase in the costs borne by Association with respect to support services; 
there is a potential over time for the interests andobjectives of NIGL and Association 
to diverge and conflict which may result in an erosion of the close relationship 
between Association and Insurance. This may make it difficult to maintain the 
co-operation required between the two entities to ensure the effective operation 
'of the Business Relationship Agreements; 
the Business Relationship Agreements will limit Association's business scope to road 
and motoring areas; and 
under certain circumstances, in res$ct of both an assignment or a licence of the 
NRMA Trade Marks, Association could be prohibited from using the NRMA Trade 
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Marks in the future. Business Protocols and Minimum Standards have been 
substantially developed and agreed by both parties and are intended to mitigate the 
potential risks. Refer Section 6.6.5 of this report for further discussion of these risk 
mitigation strategies. 

7.5 Corporate Governance and Control 
Recently, there has existed conflict in both the Association and lnsurance Boards. This 
conflict has emerged in part due to the decreasing commonality between the objectives 
and size of operations of Association and lnsurance and partly due to the decreasing 
commonality in the customer and member base of Insurance. The latter issue is 
discussed in Section 5.10 of this report. Two of the key features of successful mutuals 
cited by the Association Board are clarity of objectives and a need to seek to maximise 
benefits for its Members alone. The Proposal may achieve a resolution of the conflict on 
the Association Board as it will enhance management focus and autonomy in the 
promotion of its objectives. 

Ernst & Young Corporate Finance is of the opinion that the Proposal will assist in 
improving corporate governance and control of Association as the Proposal will assist in 
eliminating the tension between the differing objectives of Association and Insurance. 

After the Proposal is implemented Association will have a separate board and senior 
management team. Association's management will be able to focus on the provision of 
mutual benefits to its members, the promotion of Association's objectives and management 
of its relationship with lnsurance under the Business Relationship Agreements. 

7.6 Other Advantages and Disadvantages 
In forming its opinion on whether the Proposal is or is not in the best interest of Association 
as an lnsurance Member, Ernst & Young Corporate Finance has considered, in addition to 
the specific areas discussed above, other likely advantages, disadvantages and other 
factors of the Proposal as they relate to Association as an lnsurance Member. 

Other than as stated above, in Ernst & Young Corporate Finance's view, there are no other 
likely advantages of the Proposal for Association as an lnsurance Member. 
In Ernst & Young Corporate Finance's view, other likely disadvantages of the Proposal for 
Association as an lnsurance Member include: 

the corporate structure under the Proposal will provide less protection against a 
hostile takeover of lnsurance compared to the previous mutual structure. If lnsurance 
was to be taken over, it may add additional risks to Association continuing to achieve 
its objectives and the protection afforded by the Business Relationship Agreements 
may be diminished; and 
Section 6.9 of this report discusses a number of issues with respect to the possibility 
that the culture and tradition of lnsurance may be eroded as a result of increased 
focus on profitability. These points are relevant to Association in as much as they may 
add additional risks to Association and the protection afforded it under the Business 
Relationship Agreements. There is also a risk that the market perception of the Brand 
may change. 

In Ernst & Young Corporate Finance's view, the other factors which should be considered 
by Association as an lnsurance Member in relation to the Proposal include: 

significant changes are taking place in the financial services industry which 
increasingly will mean a divergence of Association and lnsurance objectives; 
there are examples internationally of efficient well run mutuals; 
management of mutuals involved in protracted demutualisation activity can become 
distracted from many important day to day activities; and 
the NRMA Group is currently a successful organisation. 

7.7 Evaluation of Alternatives 
7.7. l Overvie W 

Ernst & Young Corporate Finance has reviewed, strictly from the perspective of 
Association as an lnsurance Member, the alternatives which it has been advised have 
been considered by the Boards as described in Section 4.5 of the Information 
Memorandum and set out in Section 5.11 of this report. In forming its opinion in relation 
to these alternatives, Ernst & Young Corporate Finance has had regard to the criteria set 
out in Section 2 of this report. 

7.7.2 Alternative corporate and membership structures 
Over a period of eight years the Boards have considered a wide range of alternative 
corporate and membership structures for the NRMA Group. Ernst & Young Corporate 
Finance acknowledges that no single corporate and membership structure can be 
described as being optimal; universally and perpetually. The Proposal is therefore one of 
a number of alternative corporate and membership structures for the NRMA Group. We 
consider that the process undertaken which culminated in the Proposal was appropriate 
in relation to the identification of alternatives. 

Details of the corporate and membership structure reviews commissioned by the Boards 
are discussed in Section 2 of this report and the alternatives considered by the Boards 
are discussed in Section 5.11 of this report and include: 

the Proposal; 
retaining the current dual mutual structure of Association and Insurance; 
creating one mutual by merging Association and Insurance; 
demutualisation and listing of lnsurance with Association, retained as a mutual, and 
holding the majority interest in Insurance; 
demutualise both Association and lnsurance (full demutualisation) and list; and 
the sale or merger of the Group as a whole. 
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7.7.3 Our views 
In the opinion of Ernst & Young Corporate Finance, the alternatives are a reasonable list 
of realistic alternatives, although there can be numerous potential alternatives. Ernst & 
Young Corporate Finance is of the opinion that the Proposal is preferred to the present 
dual mutual structure and is the preferred practical alternative for Association as an 
lnsurance Member. The basis for this opinion is that, on balance, the Proposal more 
effectively than the other alternatives addresses the following central issues for 
Association as an lnsurance Member: 

improving governance of Association which has emerged in part due to the tension 
created by decreasing commonality between the objectives and size of operations of 
Association and lnsurance and partly due to the tension created by decreasing 
commonality in the member base of Association and lnsurance and the customer 
base of Insurance; 
enabling Association and Association Members to share in the wealth and underlying 
value of Insurance; 
adopting a corporate structure which best promotes the achievement of Association's 
objectives under its constitution; 
facilitating an ongoing business relationship between Association and Insurance; and 
addressing the different interests of lnsurance Members (excluding Association). 

The implications of the Proposal with respect to the above issues are discussed 
throughout Sections 6 and 7 of this report. Improvements in corporate governance are 
more likely on a timely basis under the alternatives that include Association giving up its 
special rights and having a limited ability to control or influence Insurance. Alternatives 
which involve the demutualisation of lnsurance provide a more effective release of value 
without impairing the financial strength of Insurance. The Proposal involves Association 
and Association Members receiving an allocation of 50% of the shares in NlGL 
and Association being placed in a strong financial position. Unlike Insurance, Association 
has a high degree of alignment between its members and customers, and provides 
services that are not widely available on a competitive basis to a defined geographical 
market. Accordingly, the interests of Association are more aligned with the retention of a 
mutual structure. The sale or merger of the NRMA Group would not enable Association to 
maintain its mutual status. The Proposal, through the Business Relationship Agreements 
facilitates an ongoing business relationship between Association and Insurance. 

We note that in Section 6.9 of this report it is stated that Ernst & Young Corporate 
Finance is of the view that, strictly from the perspective of lnsurance Members (excluding 
Association), full demutualisation and listing is likely to be a superior alternative from a 
commercial perspective to the Proposal. However, as set out above, Ernst & Young 
Corporate Finance is of the view that, strictly from the perspective of Association as an 
lnsurance Member, full demutualisation and listing is an inferior alternative to the 
Proposal. This is because full demutualisation and listing would not enable Association to 
retain both its mutual status and a corporate structure independent of Insurance. 

8. The lnsurance Industry 

8.1 Overview 
The insurance industry has three principal sectors: general insurance, life insurance and 
health benefits insurance. NRMA lnsurance is one of Australia's largest general insurers. 

The Australian general insurance industry is comprised of a large number of insurers 
competing in a relatively mature market with the top five companies accounting for 
approximately 52% of market share. The industry has been subject to ongoing 
rationalisation as companies seek to build critical mass and achieve cost efficiencies. 
Strong competition to build market share and excess underwriting capacity in the 
industry has placed premium rates under pressure. 

This excess of capacity is primarily due to: 
the large number of existing players in the market, and 
the establishment of new companies by overseas insurers bringing additional capital 
into Australia. 

The industry has recently experienced significant reinsurance losses following a series of 
major loss events around the world. 

8.2 Key Performance Drivers 
The financial performance of a general insurance company is widely recognised as being 
determined by its ability to: 

sell insurance products, attract new customers and retain existing customers; 
select and price risks accurately through effective underwriting; 
manage claims effectively; 
manage expenses effectively; 
maximise investment returns on funds held in technical provisions and capital; and 
effectively manage risks and make efficient use of existing capital. 

To excel in these key areas a general insurance company will typically seek to achieve 
the following: 

strong brand name; 
strong customer management and, in particular, the ability to cross sell to make best 
use of brand name and customer contact; 
management excellence and focus; 
continual investment in technology; 
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value for money product; and 
size or 'critical mass' which will: 
- bring more data to more accurately select and price risks; 
- bring scale to spread fixed costs (for example, investment in technology, 

advertising to build brand name, corporate management overhead) across a larger 
customer base; 

- reduce the impact of random fluctuations on the experience of the company (and 
hence reduce the capital required) especially if size also comes with 
diversification; and 

- provide bargaining power to get the best deals from suppliers. 

8.3 Industry Trends 
The general insurance industry continues to rely heavily on investment returns to offset 
underwriting losses. Short term profitability of the industry is expected to be constrained 
by intense competition for business. Future privatisation of the NSW workers 
compensation scheme, however, may present significant opportunities. Recent changes 
made to the Compulsory Third Party scheme in NSW are yet to provide a demonstrable 
effect on profitability - this will take time. 

The medium term outlook for the industry is expected to reflect ongoing restructuring 
with cost reduction and distribution channel management strategies. Rationalisation 
among general insurers is expected to lead to economies of scale, lower distribution 
costs, and greater diversification of underwriting risk. Additionally, greater participation 
by trading banks in the general insurance market is anticipated as part of the banks 
business development strategies. This participation may involve writing the business 
themselves or distributing the products of established participants. 

Another aspect of industry consolidation is the emergence of co-operation between 
insurers through affiliations, alliances and full-fledged mergers. These types of alliances 
offer insurers an alternative structure to realise economies of scales, in areas such as 
administration, product development and information technology and to achieve 
diversification. 

Insurers have generally enjoyed strong investment returns over recent years reflecting the 
performance of equity markets worldwide. Going forward, the potential for volatile 
investment markets to adversely impact upon investment returns exists. Accordingly, 
underwriting results are more prominent as a component of company performance in 
times of investment market decline. 

The international general insurance market is expected to reflect trends similar to the 
Australian market, being a rationalisation of participants, use of alternative product 
distribution channels, convergence with the financial services sector and volatile 
investment returns. 

9. Estimation of Share Price 
9.1 The Business 
lnsurance was established in 1925 as a wholly owned subsidiary of Association, selling 
car insurance to Members in New South Wales. By 1981, lnsurance was Austral~a's 
largest motor vehicle insurer with one million car policies in force. The services of 
lnsurance have grown rapidly over recent times with expansion into financial services 
and interstate via a number of acquisitions and alliances. The organisational structure 
remains consistent with that in 1926, when lnsurance was reconstituted as a separate 
company limited by guarantee with the Association Board being given the power to 
appoint the lnsurance Board. 

Expansion of Insurance's business has been necessary as a result of changes in the 
insurance industry. Excess capacity and strong competition has forced the industry to 
rationalise and reduce costs by operating at higher economies of scale. The initial price 
advantage which lnsurance obtained as a direct seller of insurance products has 
declined as more insurers have adopted direct selling and distribution strategies. 

The competitive strengths of the lnsurance business are largely unrelated to price with 
factors such as efficient claims service and loyalty initiatives featuring prominently. The 
rapid development of customer service technology has provided opportunities for other 
insurers to secure a profitable market niche and potentially threaten Insurance's role as 
a market leader. 
lnsurance has continued to be successful in the 1990's, consolidating its market 
leadership in the general insurance portfolios of motor, CTP and home insurance. 
Expansion into financial services commenced in 1990. 

The lnsurance business has grown strongly over the five years to 1999. This growth is 
reflected in premium revenues. Profitability has been impacted by relatively high claims 
loss ratios. The charts included in this Section depict Insurance's spread of revenue from 
each of ~ t s  business units in 1999 and growth in net earned premiums and underwriting 
expenses for the five years ended 30 June 1999. 

The concentration of risk borne by lnsurance as a result of its dominant positioning in 
New South Wales is illustrated in Chart 3 which details premium earned by Australian 
State and Territory in 1999. New South Wales is understandably the State provid~ng the 
greatest contribution to Insurance's result. 
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lnsurance has approximately 1.2 million !nsurance Members and approximately five 
million policies in force. Approximately 36 percent of the policies are held by non, 
member policyholders. In addition there are approximately 140,000 customers of 
financial service products as at 30 June 1999. The number of non lnsurance Member 
customers has continued to increase in the 1990's. This is attributed to diversification 
into non-motor lines of insurance, financial services, and interstate and overseas 
expansion. The growth in the proportion of non lnsurance members is likely to increase 
as lnsurance continues to expand its business outside New'South Wales. 

9.2 Strategic Initiatives 
In response to the changing insurance environment lnsurance has undertaken a number 
of initiatives to diversify its product range and expand its business as follows: 

a better geographic and product spread has been achieved via the acquisition of the 
SGlO and SGIC; major Western Australian and South Australian insurers respectively. 
The extended range of products now includes commercial, health and workers 
compensation insurance; 
the personal insurance operations of lnsurance and RACV lnsurance in New South 
Wales and Victoria have been. allied to form Australia's largest motor vehicle and 
home insurance wholesaler; 
following the acquisition of MLC Building Society in 1997, the NRMA Building Society 
now offers home loans, cash managerflent accounts, term deposits and personal 
lending to its members and customers. These services complement traditional 
insurance services and allow members and customers to access their financial 
services needs from one provider; and 
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insurance has recently completed a $100 million upgrade of its IT system. This has 
facilitated the cross-selling of products between different customer streams and 
enabled multi-policy discounts to be introduced. 

Insurance's 18 percent share of the Australian domestic general insurance market is 
significant. To spread ~ t s  concentration of geographic risk, lnsurance has embarked on 
a strategy to investigate opportunities in selected insurance markets offshore. In October 
1998 lnsurance acquired a 20 percent stake in Safety lnsurance Public Company 
Limited, a listed general insurer in Thailand. lnsurance is also planning to expand its 
financial services business to capitalise on the extensive customer base which it services. 

9.3 Earnings Performance 
Ernst & Young Corporate Finance has reviewed Insurance's and NlGCs financial 
performance based on information included in Section 11.3 of the lnformation 
Memorandum. 

Set out in Table 5 are abridged Restated profit and loss accounts of lnsurance for the 
years ended 30 June 1998 and 1999, which have been drawn from Restated Financial 
Information prepared by KPMG and included in Section 11 of the lnformation 
Memorandum. The restatement reflects the current structure of lnsurance given 
restructuring which occurred during 1999. The financial information has been adjusted 
to reflect these restructuring transactions as if they had occurred on 1 July 1997. These 
restructuring adjustments are detailed in Section 11.4 of the lnformation Memorandum. 

Also set out in Table 5-are abridged consolidated Pro Forma profit and loss accounts 
for NlGL under the proposed structure for the years ended 30 June 1998 and 1999 to 
provide lnsurance Members with an overview of NIGL, assuming the proposal to 
demutualise had occurred as at 1 July 1997. The Pro Forma Financial lnformation 
reflects the costs associated with implementing the Proposal and impact of the Business 
Relationship Agreements. These adjustments are detailed in Section 11.4 of the 
lnformation Memorandum. 

To assist lnsurance Members, Ernst & Young Corporate Finance has included 
a commentary on the key factors influencing Insurance's historical financial performance 
and NlGCs Pro Forma historical performance had the Proposal been implemented. 

Table 5 Abridged Profit and Loss Statements 

Restated Pro forma Restated Pro forma 
Consolidated Consolidated Consolidated Consolidated 

$ million lnsurance NIGL lnsurance NlGL 
Year ended 30 June 1999 1999 1998 1998 

Net premlum income 1,963.9 1,963.9 1,842.7 1,842.7 
Net claims expense (1,645.1) (1,645.1) (1,609.4) (1,609.4) 
Underwriting expenses (477 4) (477.4) (399.0) (399 0) 

Loss from underwriting (158.6) (158.6) (165.7) (165.7) 
Net investment and other income 606.3 598.6 284.5 274 3 

Operating profit before abnormal items and income tax 447.7 440.0 118 8 108.6 
Abnormal ltem (56.1) (56.1) - - 
p- 

Operating profit after abnormal items and before income tax 396 1 383.9 , 118 8 108 6 
Income tax expense attributable to operating proflt (94 3) (91.6) (21 7) (18 0) 

operating profit after income tax 297 3 292 3 97 1 90 6 
Extraord~nary &ern after income tax - - - (45 8) 

Operating profit and extraordinary item after income tax 297 3 292 3 97 1 44 8 
Outslde equlty Interest In operating proflt and extraordinary Item after Income tax (8 9) (8 9) (8.2) (8 2) 

Operating profit and extraordinary item after income tax attributable 
to Members of Insurance/Shareholders of NlGL 288 4 283 4 88 9 36 6 

Source: Abridged Profit and Loss of lnsurance and NIGL for 1998 and 1999 extracted from Section 11.3 of the Information Memorandum. 

9.3.1 Operating profits 
lnsurance Members' entitlements to profits in the 1998 and 1999 Pro Forma Financial 
lnformation increase NIGCs capital and are the source from which NlGL would pay 
dividends to Shareholders in a post-demutualisation environment. The Restated results 
for 1999 are not significantly different from the Pro Forma results for 1999 as the level of 
adjustments made by the Investigating Accountant for the impact of the Business 
Relationship Agreements and implementation costs are not significant, being $5 million. 
In 1998, however,.the major costs associated with the Proposal's implementation have 
been reflected as at 1 July 1997. The impact of the Proposal's implementation and the 
Business relations hi^ Agreements is $52.3 million in 1998 which accounts for the 
significant difference'in iestated and Pro Forma results for that year. 

The Pro Forma results for NlGL show significant underwriting losses of $158.6 million 
and $165.7 million in 1999 and 1998, respectively. These losses largely reflect pressures 
on premium rates in a competitive insurance market. During 1999 there was a release 
from the provision for outstanding claims to the profit and loss statement in relation to 
CTP. The release of the provision for outstanding claims more than off-sets the . 
unfavourable claims experience associated with Sydney storms in 1999. 
The alliance of lnsurance and RACV is expected to contribute future cost savings which will 

The major portion of lnsurance Members' profits in 1999 is represented by investment 
earnings on NlGCs capital and retained profits. To this extent, NlGCs future profits could 
be relatively volatile, as they are dependent on, movements in investment markets. The 
difference in Pro Forma operating profit before abnormal items and income tax between 
1999 and 1998 relates primarily to net investment income. 

The 1999 Pro Forma accounts include an abnormal expense of $56.1 million before tax 
which relates to an increase in claims provisions in connection with the GST. 

The contribution to profits from other businesses within Insurance, including that of 
Financial Services was relatively small in both years. 

9.4 Financial Position 
Ernst & Young Corporate Finance has reviewed Insurance's and NlGCs financial position 
based- on information included in Section 11.3 of the lnformation Memorandum. 

Set out in Table 6 are abridged Restated balance sheets of lnsurance and abridged 
consolidated Pro Forma balance sheets for NlGL as at 30 June 1999 and 1998, which 
have been drawn from Restated and consolidated Pro Forma Financial Information as 
set out in Section 11 of the lnformation Memorandum. 

enhance ongoing profitability. These benefits have not been reflected in the ~estated or Pro 
Forma Financial lnformation in either 1998 or 1999. 
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Table 6 Abridged Balance Sheets 

Restated Restated 
Consolidated Pro forma Consolidated Pro forma 

$ million Insurance , NlGL Insurance NlGL 
Year ended 30 June 1999 1999 1998 1998 

Assets 
Current assets 2,529 5 2,494 8 1,875 9 1,868 0 
Non-current assets 6,653 71 6,532 2 5,791 6 5,743 5 
Interest ~n NRMA Llfe Statutory Funds Assets 819 8 819 8 727 9 727 9 

Total assets 10,003 0 9,846 8 8,395 4 8,339 4 
p- P 

Liabilities 
Current llablllt~es 4,320 3 4,409 7 3,481 7 3,572 4 
Non-current l~ab~lrt~es 2,093 i l 2,093 1 1,730 9 1,730 9 
Interest ~n NRMA Llfe Statutory Funds Llabllltles 761 2 761 2 694 6 694 6 

Total llablllt~es 7,174 6 7,264 0 5,907 2 5,997 9 

Net assets 2,828 4 1 2,582 8 2,488 2 . 2,341 5 
l I i  

Equity 
I 

Share capltal - 2,323 6 - 2,323 6 
8 

Reserves 1,744 6 g 251 6 1,493 3 - 
Reta~ned proflts 821 7 (254 5) 805 7 (171 3) 
Outslde equlty Interest 262 1 262 1 189 2 189 2 

Total equity 2,828 4 2,582 8 2,488.2 2,341.5 

Source Abridged Balance Sheet of insurance and NlGL for 1998 and 1999 extracted from Sect~on 11 3 of the lnformatlon Memorandum 

9.4.1 Reserves and retained profits 
The balance sheet demonstrates that lnsurance is in a strong financial position with 
equity, including outside equity interest, totalling approximately $2.58 billion and 
$2.34 billion on a Pro Forma basis, as at 30 June 1999 and 30 June 1998, respectively. 

The differences in the Restated and Pro Forma 1999 and 1998 balance sheets is 
attributed primarily to the implementation of the Proposal, with adjustments of 
$243.6 million and $143.1 million made by the Investigating Accountant in 1999 and 
1998, respectively. These adjustments are detailed in Section 11.4 of the Information 
Memorandum. 

9.4.2 Capital adequacy 
The Consulting Actuary in assessing capital adequacy has had regard to Insurance's 
capital requirements under a variety of circumstances. These ~nclude: 

ability of the company to fund organic or acquisitive growth and the increased 
exposure to claims liabilities; 
the nature of the insurance risk that is being assumed; 
the volatility of claims experience given geographic presence and insurance product 
mix, the likelihood of catastrophe and the extent of reinsurance cover in place; and 
the nature of investments which the insurer holds, and the potential volatility in their 
value. 

The Consulting Actuary also has had regard to the capital requirements of the recently 
announced alliance with RACV Insurance, recent changes to the CTP scheme in New 
South Wales, the impact of GST, and Insurance's capital requirement should it seek to 
participate in the New South Wales Workers Compensation privatisation. The Consulting 
Actuary also notes that the Standard & Poor's Financial Strength Rating of AA+ for 
lnsurance implies that lnsurance has a higher level of solvency than its peers. 

The Consulting Actuary has concluded that there is a surplus of capital to that required 
to support Insurance's existing operations should the Proposal be implemented. The level 
of surplus capital is estimated by the Consulting Actuary to be $125 million. The 
Consulting Actuary's Report is presented in Section 12 of the lnformation Memorandum. 

9.5 Purpose and Methodology 
9.5.1 'Purpose of the estimate 
The estimate of the market price of a Share in NlGL is relevant to  lnsurance Members in 
that it provides an indication of the extent to which the value of their interest may, as a 
result of the Proposal, be effectively accessed through the sale of shares on the market. 
Access to the value of lnsurance Members interest in lnsurance is more limited whilst 
Insurance is a mutual. 

lnsurance Members should be aware that the estimate referred to above is based on the 
financial position of lnsurance and the conditions in the insurance industry, Australian 
economy andfinancial markets as at the date of this report. The estimate is subject to 
changes in the market assessment of NlGL and the overall state of the market at the 
Listing Date and beyond and may vary significantly from the prlces estimated. The future 
NlGL share price will also be affected by the contents of the prospectus issued prior to 
listing, and any other information disclosed about NlGL and Insurance. 

Ernst & Young Corporate Finance has estimated a price at which a NlGL Share would 
trade on the market as a minority portfolio investment if the Share had been listed at the 
date of the Information Memorandum and a normal secondary market existed. Market 

data has been extracted as at 11 January 2000. No allowance has been made for control 
'premia, or the special value which may be paid by particular categories of purchasers 
due to synergies or strategic benefits. In addition Ernst & Young Corporate Finance has 
ignored the potential impact on NlGCs Share price resulting from financial institutions.. 
obtaining their desired weighting in lnsurance shares post listing. 

The purpose of this estimate of the market price of a Share in NlGL is to provide 
lnsurance Members with some information that can assist them understand this aspect 
of the Proposal, as part of lnsurance Members considering the overall advantages and 
disadvantages of the Proposal from their perspective. The estimate of market price 
should not be used for any other purpose and indeed may very well provide a misleading 
indication of the value of NlGL for other purposes. 

9.5.2 Methodology for preparation of the estimate of the market price 
of a Share in NlGL 
In forming an estimate of the market pr'!ce of a Share in NIGL, Ernst & Young Corporate 
Finance has considered the following methodolog~es: 

price estimate based on price to net assets; 
price estimate based on capitalised earnings; 
price estimate based on net tangible assets plus capitalisation of insurance earnings; 
and 
price estimate based on price to netiearned premium. 

A discou'nted cash flow ('DCF') methodology was not employed given difficulties in 
reliably determining long term cash flows due to uncertainties relating to various issues 
including investment earnings, CTP, the potential impact of GST, the RACV lnsurance 
alliance and wofkers compensation markets and the fact that estimates using a DCF 
analysis are highly sensitive to small changes in assumptions. We are advised that long 
term cash flows are not prepared by Insurance. 

In selecting the range of multiples to be used for each of the.four methodologies, Ernst 
& Young Corporate Finance took account of: . 

comparable Australian listed general insurance companies and international general 
insurance companies due to the limited number of comparable Australian general 
insurance companies which are listed; 
multiples implied through recent general insurance acquisition transactions whilst 
recognising that these multiples generally reflect premiums for control and strategic 
benefits; 
the effect of any takeover speculation believed to be inherent in the published 
multiples reviewed; and 
return on equity generated by the selected comparable companies relative to that 
achieved bylnsurance. 

In selecting multiples appropriate to NIGL, Ernst & Young Corporate Finance have 
considered the following distinguishing strengths and weaknesses of NIGL: 

the size of NIGL's general insurance business relative to that of its competitors; 
the relative diversity of NIGL's operations as compared with that of its competitors; 
NIGL's competitive position as compared with that of its competitors including its 
brand and relationship with Association; 
the proposed Business Relationship Agreements with Association which introduce 
added complexity and potential risk which do not apply to NIGL's competitors; 
the fact that synergies from NlGCs alliance plans with RACV Insuravce are not 
reflected in historical earnings for NIGL; 
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the new information technology systems introduced by lnsurance following significant 
investment during 1998 and 1999; 
the growth potential of NlGL's financial services business given it has access to 
4 million accounts and a strong branch network (97 branches and 223 agent 
controlled service centres), and the customer penetration rate for financial services 
of only 4.5 percent in 1999; 
the level of intangible assets in the composition of NlGL's net assets as compared with 
its Australian comparables; and 
Association are not charged the fully costed value of services that are provided by 
lnsurance as it is assumed that the cap on distribution costs applicable under the 
Business Relationship Agreements is introduced gradually from 1 July 1997. 

As a cross check Ernst & Young Corporate Finance prepared a high level assessment of 
the value of NlGL based on consideration of the value of businesses which comprise 
NIGL. 

Inputs for price estimation 
In preparing the estimate of the market price of a Share in NIGL, Ernst & Young 
Corporate Finance considered and relied upon: 

the historical Restated and Pro Forma Financial lnformation for NlGL and the 
underlying assumptions as at 30 June 1998 and 30 June 1999, included in Sections 
11.3 and 11.4 of the lnformation Memorandum; 
the lnsurance Board's commercial assessment of NlGL's business and prospects in 
the various markets in which it operates and the assumptions underlying the 
lnsurance Group's internal financial projections; 
the conclusions, methodology and assumptions underlying the Capital Adequacy 
Report prepared by the Consulting Actuary for NlGL and the identification of excess 
capital resources held by these businesses; 
publicly available information, including broker reports and annual reports, and actual 
and implied trading multiples of companies which are listed and comparable to NlGL 
and its major businesses; and 
discussions with management on the business, its prospects and normalisation of 

9.5.3 Parameters used in the estimation of the market price of a Share in NIGL 
Analysis of multiples 
The methodologies selected require an analysis of actual and implied pricing multiples of 
comparable listed companies and involve: 

calculating relevant pricing multiples from the observed trading prices of listed 
companies with comparable operating risk and financial characteristics to NIGL; and 
applying these pricing multiples to NlGL to derive the estimate of the market price of 
a Share in NIGL. 

The relevance of comparable company analysis to NlGL is affected by a number of 
factors, including but not limited to: 

financial disclosure and comparability issues in terms of differences between offshore 
statutory accounting regimes and the Australian accounting regime; 
the limited number of listed domestic general insurance groups; and 
the different characteristics of NlGL and its principal businesses to other listed 
general insurance groups. 

These factors were considered as part of the selection of appropriate multiples to utilise 
in preparing an estimate of the market price of a share in NIGL. 

Net assets multiple 
This approach involves estimating the price of a company's shares relative to its net asset 
backing. The premium or discount is a measure of the market's expectations of a 
business' future earnings and risk. 

Ernst & Young Corporate Finance reviewed the ratios of share price to net assets for 
listed comparable Australian, US and European general insurers. The net assets 
multiples implied by the share market capitalisation of these companies are set out in 
Appendix B to this report. These multiples have been calculated using the most recently 
published annual accounts for the relevant companies.. 

Summarised in Table 7 are the net asset multiples implied by the share market 
capitalisation of comparable Australian general insurers. 

historical earnings. 

Table 7 Net Asset Multiales lmalied bv Share Market Caaitalisation of Comoarable Australian General Insurers 

Market Net Assets Price to Net 
Capitalisation 30 Jun 99 Asset Backing 

Listed Australian General Insurers (8 million) ($ million) (times) 

GIO Limited 1,733 453 3.8 
HIH Insurance Limited 657 946 0.7 
QBE Insurance Group Limited 3,023 1,100 2.7 

p- -p- 

Source Bloomberg, Company announcements and Annual Reports. G10 market wp~tal~satron based upon 

Given the recent consolidation of general insurers in the Australian market, the 
comparable listed general insurers in Australia are limited to QBE and HIH. 

The relationship between price to net assets and return on average equity was reviewed 
for a group of comparable Australian, US and European general insurance companies. 
This resulted in a strong correlation between return on average equity and price to net 
assets multiples for. general insurance companies. 

The price to net assets multiple for NlGL was determined having regard to QBE and 
HIH's 1999 return on average equity (adjusting for abnormal items) of 15.8 percent and 
2.9 percent, respectively as compared with Insurance's 1999 return on average equity of 
12.5 percent. Ernst & Young Corporate Finance also had regard to the returns on 
average equity over the five years to 30 June 1999 (unadjusted for abnormal items) of 
14.8 percent and 4.6 percent for QBE and HIH, respectively and a return on average 
equity for lnsurance of 8.3 percent. QBE and HIH had price to net asset backing 
multiples of 2.7 and 0.7 respectively as at 30 June 1999. 

Having regard to the comparable multiple range of 0.7 to 2.7 and company specific 
factors identified in Section 9.5.2, and giving significant weighting to Insurance's pre 
abnormal return on average equity of 12.5 percent as compared with QBE's return 
of 15.8 percent, we have estimated a range of price to net asset backing for NlGL 
of 1.6 to 1.9 times. 
Ernst & Young Corporate Finance has also had regard to US and European comparable 
companies implied net asset multiples in forming a view on an appropriate net asset 
multiple for NIGL. It is noted that the 'generally accepted accounting principles' 
('GAAP') for companies in US and European jurisdictions are different in some respects 
to Australian GAAP. Accordingly the financial position and performance of companies are 
impacted by the GAAP under which they re~ort.  These comparable company net asset 

p- 

the AMP/GIO Scheme of Arrangement approved on 20 December 1999. 

Price earnings multiple 
The capitalisation of earnings methodology has been applied using NlGL's Pro Forma 
net profit after tax (after outside equity interests and before abnormal items) in 1999 of 
$319 million. The Pro Forma results as set out in Section 11 have been reviewed by 
KPMG. Ernst & Young Corporate Finance considers the Pro Forma 1999 net profit after 
tax (before abnormals and after outside equity interests) attributable to members of 
NlGL to be a suitable proxy for ongoing levels of profitability. We note that NlGL's 1998 
Pro Forma net profit after tax result was below that in 1999 as it did not benefit from 
strong investment returns. Ernst & Young Corporate Finance further notes that the 1999 
NlGL Pro Forma does not reflect the impact of the RACV alliance, and reflects eight 
months of results for SGIO. Ernst & Young Corporate Finance has also had regard to . 
earnings by line of business for NlGL and internal projections for lnsurance for the 
2000 and 2001 years. 

Given the recent consolidation of general insurers in the Australian market, the 
comparable listed general insurers in Australia are limited to QBE and HIH. The price 
earning multiples implied by the share market capitalisation of llsted Australian general 
insurers are summarised in Table 8. Similar data for comparable listed US and European 
general insurers is contained in Appendix B of this report. 

Of the 27 US and European comparable companies identified, 10 companies generated 
implied historical price earnings multiples considered to be outlying. The remaining 17 
comparables produced implied historical price earning multiples in the range of 8 to 24 
times net profit after tax. It is recognised that there are differences in the generally 
accepted accounting principles under which companies in different jurisdictions report, 
differences in the nature of operations, size of business, geographic diversification and 
the dynamics of the markets in which these companies operate. 

multiples are detailed in Appendix B.   his multiple range has been applied to NlGCs Pro 
Forma net asset backing (after outside equity interests) of approximately $2,321 million 
in 1999, adjusted for theoretical Pro Forma dividends paid in 1998 and 1999 of 
$188 million, resulting in an adjusted net asset backing of $2,509 million. 
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Table 8 Price Earnings Multiples Implied by the Share Market Capitalisation of Comparable Australian General Insurers 

Market Historical Forecast 
Capitalisation 1999 2 0 0 0  

Listed Australian General Insurers ($ million)7 PIE P E  

GIO L~m~ted 1,733 n/a 16 6 
HIH Insurance L~m~ted 657 n/a 9 5 
QBE Insurance Group L~m~ted 3,023 . 24.4 16.4 

Average 24.4 14.2 
Median 24.4 16.4 

Source: Bloomberg, Company announcements, Annual Reports and Barra Estimates Directory G10 market capitalisation based upon the AMP/GIO Scheme of Arrangement approved on 20 December 1999. 

Having regard to the above and company specific factors identified in Section 9.5.2 we 
consider that an appropriate price earnings rnultiple to apply to NIGL's 1999 Pro Forma 
results after tax and outside equity interest but before abnormal items is in the range of 
13 to 16 times. 

lnsurance profit multiple 
The valuation of an insurance company can be separated into that part which represents 
the value of shareholders' investments and that component of value which represents the 
price being paid for the insurance operations. On deducting the net tangible assets from 
the company's market capitalisation, the estimated amount being paid to acquire the 
insurance operations can be deduced. A multiple of insurance profit can then be 
implied. 

Pro Forma 1999 lnsurance profit of $114 million for NlGL has been calculated as the net 
of underwriting loss of $158.6 million and investment earnings on technical reserves of 
$272 million. This amount has been considered to be an appropriate estimate of NlGCs 
insurance profit for use in relation to this valuation methodology. 

Ernst & Young Corporate Finance reviewed the current insurance profit multiple and the 
five year average historical insurance profit multiple implied by present market 
capitalisations of listed comparable Australian general insurers. The negative results 
reported by G10 Limited in 1998 and 1999 has excluded GIO Limited from this analysis. 
The five year average historical insurance'profit multiple, ranged from a low of 0.9 times 
to a high of 20.7 times. QBE's insurance profit rnultiple ranged between 20.9 and 14.4 
times in 1999 and 1998, respectively. Ernst & Young Corporate Finance notes that NlGL- 
has a higher level of net asset backing and insurance profit to net earned premium as 
compared with the comparable companies 

Having regard to the above, Ernst & Young Corporate Finance considers that an 
appropriate insurance profit multiple to apply to NlGCs estimated 1999 insurance 
profit of $114 million is in the range of 14 to 18 times. The 1999 net tangible assets 
(after outside equity interests) for NlGL have been estimated to be approximately 
$2.195 billion, after adjusting NlGCs 1999 Pro Forma net tangible assets for the 
cumulative theoretical dividends of $188 million, assumed to be paid in 1998 and 1999 

As insurance profit disclosure is not made in the US, no comparable insurance profit 
multiples were calculated. AS such, we have had regard to multiples calculated for QBE 
and HIH only. 

Price to net earned premium 

differences in the nature of operations,.size of business, geographic diversification and 
the dynamics of the markets in which these companies operate. The Australian 
comparable companies ranged from 0.4 to 1.1 times. 

Having regard to the above factors, and factors consistent with those considered in 
selecting an appropriate insurance profit multiple, we consider that an appropriate . 
multiple to apply to NlGCs net earned premium is in the range of 1.6 to 1.8 times. 

In 1999 the NlGL Pro ~orma reflects eight months of results for SGIO. Annualising the 
level of net earned premium for an additional four months of SGIO activity results in an 
additional $110 million in net earned premium. As such, NIGL net earned premium per 
the 1999 Pro Forma of $1,964 million plus $110 million for SGIO, results in an adjusted 
net earned premium of $2,074 million in 1999. 

' .  
Market transactions 
Ernst & Young Corporate Finance exam,ined eight Australian transactions involving 
general insurance companies that have occurred subsequent to June 1995 for which 
transaction information was publicly available. The equity value for these transactions 
ranged from $50 million to $3.3 billion and the percentage of shares acquired ranged 
from 22% to 100%. ' l 

For each transaction, Ernst & Young Corporate Finance studied the ratids of offer price to 
historical earnings after tax and offer price to reported net assets. The historical price 
earnings multiple for three of the comparables ranged from a low of 13.8 times to a high 
of 47.6 times, with an average of 28.4 times. The price to net assets multiple of the 
comparables ranged from a low of 0.9 times to a high of 3.8 times, with an average of 
2.2 times. 

Ernst & Young Corporate Finance noted that average control premiums for successful 
bids in Australia in recent years have ranged between 15% to 35%, with a midpoint of 
25%. The average price to net assets Gultiple falls from 2.0 to 1.6 and the average price 
to historical earnings multiple falls from 28.4 to 22.7 when the 25% control premium is 
excluded. I 

Ernst & Young Corporate Finance has not sought to rely on the observed price earning 
multiples,.as four of the seven companies observed were either loss making or marginally- 
profitable and therefore generated erroneous price earning multiples. 

The circumstances surrounding each of the transactions analysed were diverse. 
Additionally, inherent differences existed between the proposed operations of NlGL and 
the companies reviewed in the selected.transactions. As such, qualitative judgments 

Price to net earned premium has been used as a price estimation approach as the concerning, among other things, differences in the characteristics of these tr;nsactions 
measure provides some comparison of the relative importance of the insurance and NIGL were required. . + 

operations contribution to the company and can be used for international comparisons. Price estimate summaly I 

of the 27 US and European comparable companies identified, four companies generated Table 9 and Chart 4 depict the estimated ranges for the market price of all of the issued 
implied net earned premium multiples considered to be outlying. The remaining 23 NIGL Shares derived when the selected range of implied price to net asset backing, price 
comparables produced implied net earned premium multiples in the range of 0.4 to 2.1 earnings, insuranck profit and price to net earned premium multiples are applied to 
times net earned premium. It is recognised that there are differences in the generally NIGL. 
accepted accounting principles under which companies in different jurisdictions report, 

Table 9 Estimated Ranges for the Market Price of all of the Issued NlGL Shares 

Adjusted 
NlGL Multiple NlGL estimated pricing 

Result Selected for NlGL ($ million) 
($ million) Low High Low High 

Net assets (PriceINAB multiple) 
Net profit after tax (Pricelearnings multiple) 
lnsurance profit result (Insurance profit multiple) 
Net earned premium (PriceINEP multiple) 

Average 3.818 4.463 
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CHART 4 - ESTIMATED RANGES FOR THE MARKET PRfCE OF ALL 
OF THE ISSUED NlGL SHARES 

It is not possible for a company to satisfy itself that it has achieved complete Year 2000 
compliance and thus to have certainty that it can estimate all the costs of its remediation 
efforts and that those efforts will identify the technical failures that may occur as a result 
of the deficiencies in its own, or other Darties' svstems. Unlike other uncertainties, this 

1999 PINAB (1.6-1.9) I t /  / 1 problem is simply too complex. In preparing its-report Ernst & Young Corporate Flnance 
has onlv taken into account lnformation Drovided bv management with resDect to Year 

1999 PIE (13-16) l I+ I '  2000 compliance. 

Ernst & Young Corporate Finance can give no assurance that, as a result of the 

Ernst & Young Corporate Finance estimate the market price of a Share in NIGL, on the 
basis that the Proposal has been implemented and the Shares traded on the Australian 
Stock Exchange as at the date of this report, would have been between $2.60 and $3.00 
per Share based on the issue of 1,465 million Shares as shown in Table 10. The 
estimation of the market price of a Share provides an indication of the value that could 
be accessed by lnsurance Members under the Proposal. 

1999 lnsurance profit 
multiple (14-18) 

1999 PINEP (1.6-1.8) 

Table 10 NIGL Price per Share Estimate 

I ow Hieh 

Estimated pricing-range ($ million) - refer Table 9 3,818 4,463 
Shares issued (million) 1,465 1,465 
Implied estimate of price per Share ($1 $2.61 $3.05 
Sav $2.60 $3.00 

lnsurance has provided an indemnity to Ernst & Young Corporate Finance for any claims 
3.000 3,500 4.000 4,500 5,000 5'500 arising out of any mis-statement or omission in any material or information provided to it 

(A$ million) in the preparation of this report. 

&=l'- 

lnsurance Members should be aware that the estimate referred to above is based on the 
financial position of lnsurance and the conditions in the insurance industry, Australian 
economy and financial markets as at the date of this report. The estimate is subject to 
changes in the market assessment of NlGL and the overall state of the market at the time 
of listing and beyond and may vary significantly from the prices estimated. The future 
NlGL Share price may also be affected by the contents of the prospectus issued prior to 
listing and other information that may be disclosed about NIGL and Insurance. 

company's year 2000 plans, no adverse financial impact will occur. Ernst & Young 
Corporate Finance has been advised that the residual Year 2000 risk in the business is 
not altered as a result of this Proposal. 

10. Statement of Qualifications and Declarations 
Ernst & Young Corporate Finance, which is wholly owned by Ernst & Young, holds a 
Dealers Licence under the Corporations Law and its authorised representatives are 
qualified to provide this report. 

Ernst & Young Corporate Finance has not been involved in the formulation of the 
Proposal. Prior to accepting this engagement, Ernst & Young Corporate Finance 
considered its independence with respect to lnsurance and Association with reference to 
the ASC Practice Note 42 titled 'Independence of Expert's Reports'. Some Members of 
the engagement team are members of Association and lnsurance and Ernst & Young 
Corporate Finance conducts its motor vehicle insurance with Insurance. Ernst & Young's 
actuarial practice provides professional services to NRMA Life. Ernst & Young Corporate 
Finance was engaged to prepare an independent expert's report on the One Mutual 
Proposal. This engagement did not proceed as the proposal was discontinued prior to the 
preparation of a report. Ernst & Young Corporate Finance carried out a review of the 
Credit Suisse First Boston's report on Corporate Organisational and Membership 
Structures. This review was of the process undertaken and the appropriateness of the 
contents of the report. It did not include any assessment of the validity of the findings, 
recommendations or conclusions expressed in the report. 

In Ernst & Young Corporate Finance's opinion it is independent of lnsurance and 
Association. Ernst & Young Corporate Finance has put in place procedures to ensure the 
independence of this report as described in the relevant Australian Securities and 
Investment Commission Policy Statements. 

This report has been prepared specifically for the members of Insurance. Neither Ernst & 
Young Corporate Finance, Ernst & Young, nor any member or employee thereof 
undertakes responsibility to any person, other than a member of Insurance, in respect of 
this report, including any errors or omissions howsoever caused. 

The statements and opinions given in this report are given in good faith and the belief 
that such statements and opinions are not false or misleading. In the preparation of this 
report, Ernst & Young Corporate Finance has relied upon and considered information 
provided by Insurance, Association and their advisers. Ernst & Young Corporate Finance 
has no reason to believe that any information supplied -to it was false or that.any material 
information has been withheld from it. Ernst & Young Corporate Finance has evaluated 
the information through inquiry, analysis and review, and nothing has come to its 
attention to indicate the information provided was materially misstated or would not afford 
reasonable grounds upon which to base!ts report. Ernst & Young Corporate Filiance 
does not imply and it should not be construed that it has audited or in any way verified 
any of the information provided to it, or that its inquiries could have verified any matter 
which a more extensive examination might disclose. 

Ernst & Young Corporate Finance will receive a professional fee based on time spent in 
the preparation of this report. Ernst & Young Corporate Finance will not be entitled to any 
other pecuniary or other benefit, whether direct or indirect, in connection with the 
making of this report. 

Ernst & Young Corporate Finance provided draft copies of this report to Insurance's 
directors and inanagement for their comments as to factual accuracy, as opposed to 
opinions, which are the responsibility of Ernst & Young Corporate Finance alone. Changes 
made to this report as a result of this review, by the directors and management, have not 
changed the methodology or conclusions reached by Ernst & Young Corporate Finance. 

Mr John Gibson CA, BSc, MBA, CBV, is a director of Ernst & Young Corporate Finance 
and a partner of Ernst & Young. He has been a partner of Ernst & Young for in excess of 
five years. He has over ten years experience in providing financial advice and valuation 
advice and has professional qualifications and experience appropriate to the advice being 
offered. 

Mr Bill Bartlett FCA, FCMA, CA (S.A.), CPA is an authorised representative of Ernst & 
Young Corporate Finance and has been a partner of Ernst & Young since 1980. He is 
Chairman of Ernst & Young's worldwide insurance practice and is a member of the Life 
lnsurance Actuarial Standards Board. In this capacity, Bill oversees the Australian firm's 
service delivery to all our major global insurance clients. He has extensive expertise in 
providing financial institutions with due diligence and corporate advisory assistance. 
He has been heavily involved with numerous companies considering demutualisation 
around the world and has professional qualifications and experience appropriate to,the 
advice being offered. 

Mr Paul Siviour CA, BEc, ASIA is a partner of Ernst & Young and a director of Ernst & 
Young Corporate Finance Pty Limited. Paul is a member of the Board of Partners of Ernst 
& Young and has been a partner of Ernst & Young for in excess of five years. As a 
director of Corporate Finance, Paul has been involved in providing a wide range of 
financial advice and valuation advice including for entities considering demutualisation 
and has professional qualifications and experience appropriate to the advice being 
offered to corporate and government owned entities. . 

Mr Andrew Price CA, BEc(Hons), ASIA is an authorised representative of Ernst & Young 
Corporate Finance and a partner of Ernst & Young. He has over ten years experience in 
providing audit services and financial advice to financial institutions and has professional 
qualifications and experience appropriate to the advice being offered. . 
Mr Ross Lamb CA, BBus, a Director - Corporate Finance of Ernst & Young Corporate 
Finance and a Principal of Ernst & Young. He has in excess of ten years experience in 
providing valuation and financial advice and has professional qualifications and 
experience appropriate to the advice being offered. 

Ernst & Young Corporate Finance has had regard to relevant ASC Policy Statements and 
Practice Notes. It is not intended that the report should be used for any purpose other 
than to accompany the lnformation Memorandum to be sent to lnsurance members. 
In particular, it is not intended that this report should be used for any purpose other than 
as an expression of its opinion as to whether or not the Proposal is in the best interest 
of lnsurance members as a whole. 
Ernst & Young Corporate Finance has given and has not withdrawn its consent to the 
issue of this report in the form and context in which it is included in the lnformation 
Memorandum to be sent to lnsurance members. 

Yours faithfully 

Ernst & Young Corporate Finance Pty Limited 

John E Gibson 
Director 

Andrew Price 
Authorised 
Representative 

Bill Bartlett 
Authorised 
Representative 

Ross Lamb 
Director - . 
Corporate Finance 

Paul Siviour 
Director 
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Appendix A Sources of Information 
In preparing this report Ernst & Young Corporate Finance has relied upon the following 
sources of information: 

successive drafts of the lnformation Memorandum; 
discussions and correspondence with members of NRMA Group management, legal 
advisers to the Project and lnsurance and Association, the Consulting Actuary, the 
lnvestigating Accountant and Credit Suisse First Boston; 
NRMA Group 199912001 Budget; 
NRMA Group Business and Support Unit Plans; 
Annual reports for the years ending 30 June 1995 to 1999 and 5 year summary 1994 
to 1998; 
NRMA Group management accounts; . . 
Proposal summary documents prepared by NRMA management and external 
advisers to the Project; 
Project Outlook Business Relationship Agreements; 
lnvestigating Accountant's report prepared by KPMG; 
Consulting Actuary's report and related reports prepared by PricewaterhouseCoopers 
including - Franking Credits Report, Capital Adequacy Report as at 30 June 1999, 
Strategic Financial Model Report, Wealth Distribution Report, Reporkon Appraisal 

Value of NRMA Life as at 30 June 1999, Report on Value Attributable to Assigned 
Trademarks, Report on Increase in Value Attributable to Assigned Trademarks - ITAA 
Section 16OZZS; I 

legal and taxation advices from legal advisers to the Project, lnsurance and 
Association and counsel advices; and 
various insurance industry and market reports. 

Ernst & Young Corporate Finance has i l k0  read and had regard to the following sources 
of information: I 

reports prepared by external advisers for NRMA Group including Macquarie 
Corporate Finance Limited (draft report), BT Corporate Finance Limited, Grant Samuel 
& Associates Pty Limited, Sir Laurence Street, McKinsey & Company, Credit Suisse 
First Boston and Marsden Jacob Associates Pty Limited and Copernican Securities 
Pty Limited; 

* management responses and reviews of the reports prepared by external advisers 
including NRMA Board response to Two Mutuals Committee Report dated 
3 August 1999; 1 

minutes of the Boards, Steering Committee and Project Outlook Due Diligence 
Committee; and 
other legal advices received by NRMA. 

Appendix B Comparable Company Analysis 
- 

Market Total Operating Net Premiums Net Profit P E  PIE PIN AB PAEP 
Australian General Insurers Cap Assets Revenue Earned After Tax Multiple Multiple Multiple Multiple 
(all amounts A$ million) Notes l 1  Jan 0 0  3 0  Jun 9 9  3 0  Jun 9 9  3 0  Jun 9 9  3 0  Jun 9 9  (hist) (f'cast) 

GIO L~mlted 3,5 1,733 7,412 3,015 1,724 (743) nla 16 6 38 10 
HIH Insurance Llm~ted 4,6 657 7,725 4,978 2,325 (21) n/a 9 5 07 0 3 
QBE Insurance Group Llrnlted 3,023 6,914 3,655 2,646 124 244 . 16.4 2 7 1.1 
Average (exclud~ng outl~ers) 24.4 14.2 1.7 1.1 
Range (excluding outliersl 24.4 9.5-16.6 0.7-2.7 1.0-1.1 

Market Total Operating Net Premiums Net Profit P E  P/E PAAB P/NEP 
USA General Insurers* Cap Assets Revenue Earned After Tax Multiple Multiple Multiple Multiple 
(all amounts US$ million) 11 Jan 0 0  3 1  Dec 9 8  3 1  Dec 9 8  3 1  Dec 9 8  3 1  Dec 9 8  (hist) (f'cast) - 
Allmerlca Corp 2,753 27,608 3,433 2,305 201 13.7 10 5 12 12 
Allstate Corp 1 2  19,229 87,691 25,879 20,826 3,294 58 8 8 1 1  09 
AIG 1,2,3,4 163,823 194,398 33,239 24,345 3,766 43 5 33 2 5 1 6 7 

- Chubb Corp 9,819 20,746 6,336 5,304 707 13 9 16 7 18 19 
ClGNA Corp 15,329 114,612 21,121 16,413 1,292 11 9 16 0 2 1 0 9 
Er~e CO 4 1,961 1,453 663 113 135 14 6 16 2 2 9 17 4 
Fremont General Corp 1 2  552 7,370 1,038 552 133 4'1 57 9 0 6 10 
Front~er Inc 3,4 106 2,554 570 493 (50) n/a n /a 0 3 0 2 
Hartford Inc 9,834 150,632 15,022 11,616 1,015 9 7 12 0 16 08 
Oh10 Corp 2 890 4,802 1,452 1,268' 85 10 5 617 2 0 7 07 
Progressive Corp 5,054 8,463 5,285 4,948 457 11 1 18 4 18 10 
Rel~ance Inc 1.4 689 12,775 3,172 2,443 326 2 1 nla 07 0 3 
SAFECO Corp 3,209 30,892 6,452 4,561 352 9 1 18 3 06 0 7 
Select~ve Inc 442 2,432 837 723 54 8 3 13 4 0 7 06 
St Paul Corp 1 7,556 38,323 9,108 6,945 89 84 6 12 6 12 1 1  
Zen~th Corp 364 1,819 637 530 19 19 1 n/a 09 0 7 
Average (exclud~ng outlmers) 12.2 14.9 1.3 1 .O 
Range (excludmng outllers) 8.3-1 9.1 10.5-1 8.4 0.6-2.9 0.6-1.9 

Market Total Operating Net Premiums Net Profit P E  P E  PAAB P/NEP 
European General Insurers* Cap Assets Revenue Earned After Tax Multiple Multiple Multiple Multiple 
(all amounts m~llion) 11  Jan 0 0  3 1  Dec 9 8  3 1  Dec 9 8  3 1  Dec 9 8  3 1  Dec 9 8  (hist) (f'cast) 

AG F 
Allianz AG 
AX A 
Baloise Ltd 
CGU Plc 
Corp Mapfre 
Generali 
INA 
Royal & Sun Alllance 
Sun Life & Provincial Holdings 

EU R 
1,2 EUR 
1,2 EUR 

SFr 
GBP 
EU R 

1,2 EUR 
7 EUR 

GBP 
GBP 

Zurich Allled 1 SFr 41,080 168,110 32,300 20,983 663 62.0 15.1 2.2 2.0 
Average (excluding outliers) 19.3 17.9 1.9 1.2 
Range (excluding outliers) ~ 4 . 5 - 2 3 . 7  13.1-27.9 09-3.5 . 0.4-2.1 
Source: Bloomber~, Comoanv Accounts and Barra Estimates Directon/. 
* It is noted that the " ~ e n e r h y  ~ccepted Accounting Principles" ( ' G ~ A P ~  for companies in US and European jurisdictions are different in some respects to Australian GAAP 
Accordingly, the financial position and performance of the above companies are impacted by the GAAP under which they report. 
l. This company has been excluded from the calculation of the average PIE Multiple (hist), and P/E Multiple (hist) range. 
2. This company has been excluded from the calculation of the average PIE Multiple (f'cast), and PIE Multiple (f'cast) range. 
3. This company has been excluded from the calculation of the average PINAB Multiple, and P/NAB Multiple range. 
4. This company has been excluded from the calculation of the average P/NEP Multiple, and P/NEP multiple range 
5. Market capitalisation based on AMPIGIO Scheme of Arrangement approved 20 December 1999. 
6. 18 month result for period ended 30 June 1999 reported by HIH due to change of year end. 
7. INA is the subject of a takeover offer by Generali at 11 January 2000. 
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10.9 other material information 
Other than as contamed In th~s document, there IS no ~nformat~on material to the maklng 
of a declslon In relatlon to lnsurance Schemes (being lnformat~on that IS wlth~n the 
knowledge of any lnsurance dlrector or a related company of Insurance) whlch has not 
previously been disclosed to lnsurance Members 

1 0.1 0 Schemes of Arrangement 
Set out below are the Schemes of Arrangement proposed to lnsurance Members under 
section 411 of the Corporations Law. 

A scheme of arrangement is a plan which, by law, binds a company and its members 
(or a class of those members) to a restructuring or rearrangement of their positions. 
The scheme of arrangement must be approved by the Court to become effective. 

Members should note that it is a formal legal document and that the definitions and other 
interpretative items in the Schemes are not used elsewhere in this lnformation 
Memorandum. 

See also the Association Schemes which are set out on pages 64 to 67. 

Schemes of Arrangement 
pursuant to section 411 of the Corporations Law 

between 

NRMA INSURANCE LIMITED 
(ACN 000 016 722) 

and 

classes of its members 

Part I - S c o ~ e  and Content of this Document 

This document consists of Parts I, 11, Ill, IV and V and contains the terms of two schemes 
of arrangement, namely: 

the 'First lnsurance Scheme' being a scheme of arrangement between NRMA 
lnsurance Limited and that class of the members of NRMA lnsurance Limited 
consisting of all members except NRMA Limited; and 

the 'Second lnsurance Scheme' being a scheme of arrangement between NRMA 
lnsurance Limited and that class of the members of NRMA lnsurance Limited 
consisting of NRMA Limited alone. 

The provisions in Part II and Part Ill form part of each of the First lnsurance~cheme and 
the Second lnsurance Scheme. 

The provisions in Part IV form part of the First lnsurance Scheme only. 

The provisions in Part V form part of the Second lnsurance Scheme only. 

Part II - Definitions and Interpretation 
(Part I1 forms c art of each of the First lnsurance Scheme and the Second lnsurance Scheme) 

1 Definitions 
In this Part II and in each of Parts Ill, IV, and V of this document, unless the context 
otherwise requires: 

ASlC means the Australian Securities and Investments Commission. 

Association means NRMA Limited (ACN 000 010 506). 

Association Members means members of Association registered as such in 
accordance with the constitution of Association, with several persons who, in 
accordance with the constitution of Association, are admitted and recorded as a 
single member being regarded for these purposes as together constituting a single 
Association Member. 

Association Only Members means Association Members who are not also lnsurance 
Members as at the Register Date (and, for these purposes, the fact that any of several 
persons who together constitute a single Association Member is an lnsurance 
Member shall be disregarded). 

Association Schemes means schemes of arrangement pursuant to section 411 of the 
Corporations Law between Association its members and certain classes of them as set 
out on pages 64 to 67 of the lnformation Memorandum, as those schemes of 
arrangement may be modified or amended in accordance with their terms. 

Association's Control Rights in lnsurance means the class rights of Association as a 
member of lnsurance referred to in rule 6A of Insurance's constitution. 

Business Relationship Agreements means the agreements summarised on pages 139 
to 145 of the lnformation Memorandum, including those referred to as Association 
and lnsurance IntraGroup Compliance Deeds. 

Conditions Precedent means the following conditions: 

(a) all of the Association Schemes becoming effective in accordance with their terms; 

(b) passing of a special resolution of lnsurance in the terms set out in the Notices of 
Meeting modifying the constitution of lnsurance by: 

(i) inserting a provision allowing Association Only Members to become lnsurance 
Members (and causing memberships so arising to cease automatically if the 
Second Association Scheme is terminated for any reason or ASlC does not alter 
the details of Insurance's registration to reflect a change in its status to a public 
company limited by shares on or before 31 December 2000); 

(ii) altering rule C; 

(iii)imposing a requirement that notice of any general meeting to consider a 
proposed special resolution to change Insurance's type be published in a daily 
newspaper circulating generally throughout Australia; 

(ivlinserting a new rule 38A imposing a qualified duty on the lnsurance directors 
to cause to be done everything which it is necessary for lnsurance and the 
lnsurance directors to do in order to implement and conclude the Proposal; 

(c) execution of the Business Relationship Agreements; 

(d) approval of each of the lnsurance Schemes, with or without modification, by the 
Court making an order under section 411(4)(b) of the Corporations Law; and 

(e) grant by the Treasurer of the Commonwealth of Australia, under section 14 of the 
Financial Sector (Shareholdings) Act 1998, of approval for NlGL to hold a stake of 
100% in Insurance. 

Conditions Subsequent means the following conditions: 

(a) the due giving of consent, in the manner specified in rule 6A of the constitution of 
Insurance, to the abrogation and repeal of Association's Control Rights in 
lnsurance through repeal of Insurance's constitution pursuant to the lnsurance 
Demutualisation Resolutions; 

(b) passing of the lnsurance Dernutualisation Resolutions as special resolutions of 
Insurance; and 

(C) alteration by the ASlC of the details of Insurance's registration to reflect its new 
type as a public company limited by shares. 

Court means the Supreme Court of New South Wales. 

Effective Date means the later of: 

(a) the date on which office copies of orders under section 411(4)(b) of the 
Corporations Law approving the First lnsurance Scheme and the Second 
lnsurance Scheme are lodged with ASIC; and 

(b) the first date on which all of the Conditions Precedent are satisfied. 

End Date means 31  December 2000. 

First lnsurance Scheme means a scheme of arrangement between lnsurance and that 
class of its members consisting of all members except Association in the terms set out 
in this document, subject to any alterations or conditions made or required by the 
Court pursuant to section 411 of the Corporations Law. 

Implementation Deed means the deed dated 21 January 2000 between Association, 
Insurance, NlGL and the directors of NlGL described on page 145 of the lnformation 
Memorandum. 

lnformation Memorandum means the lnformation Memorandum dated 
14 February 2000 issued in relation to the Proposal. 

lnsurance means NRMA lnsurance Limited (ACN 000 016 722). 

lnsurance Change of Status means the process by which: 

(a) lnsurance changes its type from a company limited by guarantee to a public 
company limited by shares, pursuant to Part 20.7 of the Corporations Law; and 

(b) lnsurance becomes a wholly owned subsidiary of NlGL by virtue of NlGL being the 
only person included by lnsurance in the list of persons to whom shares in 
lnsurance will be issued upon its change of type (being the list prepared by 
lnsurance pursuant to paragraph 163(3)(a) of the Corporations Law); and 

(C) Insurance Members and Association are issued shares in NlGL in accordance with 
the Share Allocation Rules and pursuant to the Implementation Deed. 



lnsurance Demutualisation Meeting means a general meeting of the members of 
lnsurance to consider and, if thought fit, pass the lnsurance Demutualisation 
Resolutions. 

lnsurance Demutualisation Resolutions means special resolutions of lnsurance in the 
following terms: 

'That NRMA lnsurance Limited change its,type from a company limited by 
guarantee to a public company limited by shares.' 

'That the constitution of NRMA lnsurance Limited be repealed, with this resolution 
taking effect on the date on which the change of the type of NRMA lnsurance 
Limited from a company limited by guarantee to a public company limited by 
shares takes effect under subsection 164(5) of the Corporations Law.' 

lnsurance Members means members of lnsirance (other than Association) registered 
as such in accordance with the constitution of Insurance. 

lnsurance Register means the register of members of Insuiance. 

lnsurance Schemes means the First lnsurance Scheme and the Second lnsurance 
Scheme. 

lnsurance Secretary means the secretary for the time being of lnsurance or the person 
for the time being appointed by the directors of lnsurance to perform the duties of a 
secretary of Insurance. 

NlGL means NRMA lnsurance Group Limited (ACN 090 739 923). 

Notices of Meetings means the notices of meeting of Association and lnsurance set 
out on pages 148 to 154 of the lnformation Memorandum. 

Proposal means the proposal outlined in clause 3.1 of Part Ill 

Register Date means the date of the meetings at which the Association Schemes and 
the lnsurance Schemes are agreed to. 

Second lnsurance Scheme means a scheme of arrangement between lnsurance and 
that class of the members of lnsurance consisting of Association alone in the terms 
set out in this document, subject to any alterations or conditions made or required by 
the Court pursuant to section 411 of the Corporations Law. 

Share Allocation Rules means the rules for determining the allocation of shares in 
NlGL to be issued to members of lnsurance as set out on pages 43 to 47 of the 
lnformation Memorandum. 

special resolution and resolution mean, in relation to Association or Insurance, 
respectively a resolution of the members of Association or lnsurance (as the case may 
be) which is a special resolution a's defined by the Corporations Law and a resolution 
of those members which is not a special resolution as so defined. 

2 Interpretation 
In this Part I\ and in each of Parts Ill, IV, and V of this document, unless the context 
otherwise requires: 

, (a) the singular includes the plural and vice versa; 

(bleach gender includes each other gender; 

(C) a reference to a paragraph or clause is a reference to a paragraph or clause of this 
document; 

(d) a reference to a statute, regulation or agreement is to such a statute, regulation or 
agreement as from time to time amended; 

(e) the word person includes a firm, a body corporate, a partnership, a joint venture, 
an unincorporated body or association, or any government agency; 

(f) a reference to a person includes a reference to the person's executors, 
administrators, successors, substitutes (including, without limitation, persons 
taking by novation) and assigns; 

(g) if a period of time is specified and dates from a given day or the day of an act or 
event, it is to be calculated exclusive of that day; 

(h)a reference to a day is to be interpreted as the period of time commencing at 
midnight and ending 24 hours later; and 

(i) the interpretation of a substantive provision is not affected by any heading. 

3 Governing law 
Each of the lnsurance Schemes is governed by the law in force in New South Wales. 

. - 
l 
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Part Ill - Context and Purpose of the lnsurance Schemes 
(Part 111 forms part of the First 1nsurance.Scheme and the Second lnsurance Scheme) 

1 Parties 
1.1 lnsurance is a company limited by guarantee and incorporated in New South 

Wales which provides general insurance and other financial services. 

1.2 Association is a company limited by guarantee and incorporated in New South 
Wales which provides to its members emergency and roadside breakdown 
services, vehicle inspections, maps and other. related products and services. 

1.3 NlGL is a public company limitkd by shares and incorporated in the Australian 
Capital Territory which has not commenced business. 

2 Relationships 
2.1 Association is a member of lnsurance and in that capacity enjoys certain rights, 

including Association's Control Rights in Insurance. 

2.2 The one share which has been:issued by NlGL is presently held by Stuart John 
Nelson. 

- 
3 The Proposal and the role of the lnsurance Schemes 

3 1 The lnsurance Schemes, w~th the Assoc~at~on Schemes, embrace a series of 
steps together const~tutlng a proposal under whlch: 

(a) the Association Only  embers will become lnsurance Members; 

(b) lnsurance will, through the Insut'ance Change of Status, convert from a 
company limited by guarantee to a public company llmited by shares; 

(C) all of the shares in lnsurance issued under the lnsurance Change of Status 
will be issued to NIGL; , 

(d) each lnsurance Member (including an Association Only Member who 
becomes an lnsurance Member) and Association: 

(i) will receive an allocation of shares in NlGL in accordance with the Share 
Allocation Rules; and , : 

(ii) through the lnsurance change of Status, will cease to be a member of 
lnsurance so that the liability of the member as guarantor on the winding 
up of lnsurance is extinguished; 

(e) by virtue of the lnsurance Dfmutualisation Resolutions and its ceasing to be 
a member of Insurance, Asseciation will cease to enjoy Association's Control 
Rights in Insurance; 

(f) commercial and other relationships among Insurance, Association and 
NlGL become regulated by the Business Relationship Agreements; and 

(g) ownership of certain trade marks related to insurance and financial sewices 
activities will be assigned by-Association to NIGL, Association will grant to 
NlGL licences to use and sub-licence the NRMA trade marks which 
Association and lnsurance are to use concurrently after the lnsurance 
Change of Status and use of.a!l such trade marks will become regulated by 
certain of the Business Relationship Agreements, 

all as more particularly described in the lnformation Memorandum. 

3.2 If the lnsurance Schemes become effective: 

(a) then lnsurance will be appointed as the agent of each lnsurance Member 
(other than an Association Only Member who becomes an lnsurance 
Member) to do the things specified in clause 2.2 of Part IV on behalf of 
each lnsurance Member, including: 

(i) agreeing, on and subject to the lnsurance Change of Status, to become 
a shareholder of NIGL; * 

(11) appo~ntlng the lnsurance Secretary to attend the lnsurance 
Demutual~sat~on Meetlng and to vote in favour of the lnsurance 
Demutualisat~on Resolut~ons, and 

(b) lnsurance will likewise be appointed the agent of Association; a;~d 

(c) the members of lnsurance (including Association) will be entitled and 
bound otherwise to become participants in the results of the Proposal. 

4 Implementation Deed 
4 1 Assoc~at~on, Insurance, NlGL and the directors of NlGL have agreed by 

executing and dellverlng the lrnplernentatlon Deed to implement the terms of 
the lnsurance Schemes and the lnsurance Change of Status 
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Part IV - Provisions of the First lnsurance Scheme 
(Part IV forms part of the First lnsurance Scheme only) 

1 Central provisions - respective rights and obligations 
1.1 The lnsurance Members are, as against lnsurance and among themselves, 

bound to suffer such detriments and entitled to derive such advantages and 
enjoy such benefits as arise from the due implementation of the Proposal. 

1.2 Without limiting the generality of clause 1.1 of this Part IV, each lnsurance 
Member is entitled and bound, as against lnsurance and each other lnsurance 
Member: 

(a) to suffer such detriment as shall arise from: 

(i) each Association Only Member being admitted as an lnsurance Member 
and thereby becoming entitled, as an lnsurance Member, to participate 
in the benefits of the implementation of the Proposal along with other 
lnsurance Members; 

(ii) the due performance of the Implementation Deed; 

(iii)the operation of the Share Allocation Rules; and 

(iv)the making of the Business Relationship Agreements; and 

(b) to receive such benefit as shall accrue to the lnsurance Member by reason 
of: 

(i) the operation of the Share Allocation Rules; 

(ii) the due performance of the Implementation Deed; 

(iii)the making of the Business Relationship Agreements; and 

(ivlthe attainment of membership of NIGL. 

1.3 lnsurance is bound, as against the lnsurance Members, to take all action 
necessary on its part to implement the Proposal, including action that can only 
be taken by Insurance's board of directors. 

1.4 Without limiting the generality of clause 1.3 of this Part IV, lnsurance is bound, 
as against the lnsurance Members: 

(a) to enforce, observe and give effect to the Implementation Deed; 

(b) to convene the lnsurance Demutualisation Meeting; 

(C) to cause notice of the lnsurance Dernutualisation Meeting to be published 
in accordance with Insurance's constitution and to include in the notice a 
statement of the effect of provisions of the lnsurance Schemes and the 
Association Schemes under which authority thereby created for the 
appointment of proxies for that meeting may be withdrawn and must not be 
exercised; and 

(d) if the lnsurance Demutualisation Resolutions are passed as special 
resolutions of Insurance, to make and pursue an application under Part 
26.7 of the Corporations Law for change of Insurance's type to a public 
company limited by shares. 

1.5 lnsurance and the lnsurance Members acknowledge that the Proposal is the 
scheme or plan referred to in the definitions of 'NRMA lnsurance Restructure' 
in the new rule 38A which is referred to in subparagraph (b)(iv) of the 
definition of 'Conditions Precedent'. 

2 Central provisions - agency 
2.1 On and from the Effective Date each lnsurance Member is entitled and bound, 

on and subject to the lnsurance Change of Status, to become a shareholder of 
NIGL by exercise of the authority created by clause 2.2 of this Part IV and 
accordingly to be bound by the constitution of NIGL. 

2.2 On and from the Effective Date and without the need for any further act, 
lnsurance is invested with the authority of each lnsurance Member to do each 
of the following things on behalf of the lnsurance Member: 

(a) agree, on and subject to the lnsurance Change of Status, to become a 
shareholder of NIGL and accordingly to be bound by the constitution of 
NIGL and to consent to the entry of their name and address in NIGL's 
register of members in respect of the shares in NIGL allocated to them; 

(b) nominate for the purposes of section 249J(3)(b) of the Corporations Law the 
address of lnsurance as their alternative address for receipt of notices of 
meetings of the members of Insurance; 

(c) empower the lnsurance Secretary to receive for the lnsurance Member 
notice of the lnsurance Demutualisation Meeting, with no obligation to pass 
that notice on to the lnsurance Member; 

(dlappoint the lnsurance Secretary as their proxy to attend and vote for the 
member at the lnsurance Demutualisation Meeting; and 

(e) specify in the proxy appointment that the lnsurance Secretary is to vote in 
favour of the lnsurance Dernutualisation Resolutions. 

2.3 Subject to clause 2.5 of this Part IV, lnsurance is bound, as against each 
lnsurance Member, to appoint the lnsurance Secretary as the proxy of each 
lnsurance Member to attend the lnsurance Demutualisation Meeting and vote 
in favour of each of the lnsurance Demutualisation Resolutions and to specify 
in the proxy appointment that the lnsurance Secretary is to vote in favour of the 
lnsurance Demutualisation Resolutions. 

2.4 The authority conferred upon lnsurance by an lnsurance Member pursuant to 
clause 2.2 (d) and (e) of this Part IV and the appointment of the lnsurance 
Secretary may be withdrawn in relation to an lnsurance Dernutualisation 
Resolution to be passed at the lnsurance Demutualisation Meeting by that 
lnsurance Member: 

(a) attending the lnsurance Dernutualisation Meeting and voting in person on 
that lnsurance Resolution; or 

(b)appointing another person as the proxy (or, if the lnsurance Member is a 
corporation, the representative) of the lnsurance Member for the purposes 
of the lnsurance Demutualisation Meeting, 

but otherwise the authority conferred upon lnsurance by an lnsurance Member 
pursuant to a provision of clause 2.2 of this Part IV cannot be withdrawn or 
revoked. 

2.5 lnsurance must not exercise the power vested in lnsurance under clause 2.2 
(d) and (e) of this Part IV to appoint the lnsurance Secretary in relation to an 
lnsurance Member where that lnsurance Member has notified lnsurance in 
writing that they do not wish that power to be exercised in relation to them. 

3 Conditions - First lnsurance Scheme 
3.1 The satisfaction of each of the Conditions Precedent is a condition precedent to 

the operation of clauses 1 and 2 of this Part IV. 

3.2 The First lnsurance Scheme will become effective on the Effective Date but 
only if the Effective Date occurs on or before the End Date. 

3.3 If any of the Conditions Subsequent is not satisfied by the End Date, then the 
First lnsurance Scheme will terminate at the conclusion of the End Date and all 
entitlements and obligations arising under it will be extinguished (but without 
prejudice to anything previously done in exercise of an authority conferred 
upon lnsurance by the First lnsurance Scheme) so that the position of each 
lnsurance Member with respect to the subject matter of the First lnsurance 
Scheme is then as it would have been had the First lnsurance Scheme not 
become effective pursuant to clause 3.2 of this Part IV. 

3.4 None of the Conditions Precedent or Conditions Subsequent, as they affect 
provisions of the First lnsurance Scheme, may be waived or otherwise 
dispensed with by Insurance, the lnsurance Members or any of them. 

4 Authority and Variation - First lnsurance Scheme 
4.1 The lnsurance Members consent to lnsurance doing all things necessary or 

incidental to the implementation of the First lnsurance Scheme and the First 
lnsurance Scheme binds lnsurance and all lnsurance Members. 

4.2 lnsurance may by its counsel or solicitor consent on behalf of all persons 
concerned (including lnsurance Members) to any modifications of or 
amendments to the First lnsurance Scheme which the Court thinks fit to 
impose. 



SECTION 10. INSURANCE EXPLANATORY STATEMENT 

Part V - Provisions of the Second lnsurance Scheme 
(Part V forms part of the Second lnsurance Scheme onlyl 

1 Central provisions - respective rights and obligations 
1.1 Association is, as against Insurance, bound to suffer such detriments and 

entitled to derive such advantages and enjoy such benefits as arise from the 
due implementation of the Proposal. 

1.2 Without limiting the generality of clause 1.1 of this Part V, Association is entitled 
and bound, as against Insurance: 

(a) to suffer such detriment as shall arise from: 

(i) each Association Only Member being admitted as an lnsurance Member 
and thereby becoming entitled, as an lnsurance Member, to participate 
in the benefits of the implementation of the Proposal along with other 
lnsurance Members and Association; 

(ii) the operation of the Share Allocation Rules; and 

(iiilthe due performance of the lmplementation Deed; and 

(b)to receive such benefit as shall accrue to Association by reason of: 

(i) the operation of the Share Allocation Rules; 

(ii) the due performance of the lmplementation Deed; and . 

(iii)the attainment of membership of NIGL. 

1.3 lnsurance is bound, as against Association, to take all action necessary on its 
part to implement the Proposal, including action that can only be taken by 
Insurance's board of directors. 

1.4 Without limiting the generality of clause 1.3 of this Part V, lnsurance is bound, 
as against Association: 

(a) to enforce, observe and give effect to the Implementation Deed; 

(b)to admit each ~ssociatio; Only Member as an lnsurance Member; 

(C) to convene the lnsurance Demutualisation Meeting; 

(d) to cause notice of the lnsurance Demutualisation Meeting to be published 
in accordance with Insurance's constitution; and 

(e) if the lnsurance Demutualisation Resolutions are passed as special 
resolutions of Insurance, to make and pursue an application under Part 
28.7 of the Corporations Law for change of Insurance's type to a public 
company limited by shares. 

1.5 lnsurance and Association acknowledge that the Proposal is the scheme or 
plan referred to in the definitions of 'NRMA lnsurance Restructure' in the new 
rule 38A which is referred to in subparagraph (b)(iv) of the definition of 
'Conditions Precedent'. 

2 Central provisions - agency 
2.1 On and from the Effective Date Association is entitled and bound, on and 

subject to the lnsurance Change of Status, to become a shareholder of NIGL 
by exercise of the authority created by clause 2.2 of this Part V and accordingly 
to be bound by the constitution of NIGL. 

2.2 On and from the Effective Date and without the need for any further act, 
lnsurance is invested with the authority of Association to do each of the 
following things on behalf of Association: 

(b) nominate for the purposes of section 249J(3)(b) of the Corporations Law the 
address of lnsurance as its alternative address for receipt of notices of 
meetings of the members of Insurance; 

(c) empower the lnsurance Secretary to receive for Association notice of the 
lnsurance Demutualisation Meeting, with no obligation to pass that notice 
on to Association; 

(dlappoint the lnsurance Secretary as its proxy to attend and vote.for 
Association at the lnsurance Demutualisation Meeting; and 

(e) specify in the proxy appointment that the lnsurance Secretary is to vote in 
favour of the lnsurance Demutualisation Resolutions. 

2.3 Subject to clause 2.4 of this Part V, lnsurance is bound, as against Association, 
to appoint the lnsurance Secretary as the proxy of Association to attend the 
lnsurance Demutualisation Meeting and vote in favour of each of the lnsurance 
Demutualisation Resolutions and to specify in the proxy appointment that the 
lnsurance Secretary is to vote in favour of the lnsurance Demutualisation 
Resolutions. 

2.4 The authority conferred upon jnsurance by Association pursuant to a provision 
of clause 2.2 of this Part V cannot be withdrawn or revoked. 

2.5 lnsurance must not exercise the power vested in lnsurance under clause 2.2 (d) 
and (e) of this Part V to appoint the lnsurance Secretary in relation to 
Association where Association has notified lnsurance in writing that it does not 
wish that power to be exercised in relation to it. 

3 Conditions - Second lnsurance Scheme 
3.1 The satisfaction of each of the Conditions Precedent is a condition precedent to 

the operation of clauses 1 and 2 of this Part V. 

3.2 The Second lnsurance Scheme will become effective on the Effective Date but 
only if the Effective Date occurs on or before the End Date. 

3.3 If any of the Conditions Subsequent is not satisfied by the End Date, then the 
Second lnsurance Scheme will terminate at the conclusion of the End Date 
and all entitlements and obligations arising under it will be extinguished 
(but without prejudice to anything previously done inexercises of an authority 
conferred upon lnsurance by the Second lnsurance Scheme) so that the 
position of Association with respect to the subject matter of the Second 
lnsurance Scheme is then as it would have been had the Second lnsurance 
Scheme not become effective' pursuant to clause 3.2 of this Part V. 

3.4 None of the Conditions Precedent or Conditions Subsequent, as they affect 
provisions of the Second Association Scheme, may be waived or otherwise 
dispensed with by lnsurance or Association. 

4 Authority and Variation - Second lnsurance Scheme 
4.1 Association consents to lnsurance doing all things necessary or incidental to 

the implementation of the Second lnsurance Scheme and the Second 
lnsurance Scheme binds lnsurance and Association. 

4.2 lnsurance may by its counsel or solicitor consent on behalf of all persons 
concerned (including Association) to any modifications of or amendments to 
the Second lnsurance Scheme which the Court thinks fit to impose. 

(a) agree, on and subject to the lnsurance Change of Status, to become a 
shareholder of NIGL and accordingly to be bound by the constitution of 
NIGL and to consent to the entry of its name and address in NIGL's register 
of members in respect of the shares in NIGL allocated to it; 



SECTION 11. FINANCIAL INFORMATION 

1 1.1 About this Section 

What does this Section contain? 
This Section contains Financial lnformation in respect of the NRMA Group for the years 
ended 30 June 1999 and 30 June 1998. This information is provided in order to 
illustrate the expected effect of the Proposal on the financial position and the results of 
Association and Insurance. 

The Financial lnformation includes Restated and Pro forma Financial lnformation and 
assumptions set out on pages 100 to 118. The operating entities that comprise 
Association, lnsurance and the NRMA Group are set out on page 28. 

Why is it presented this way? 
To those who are unfamiliar with 'Restated' and 'Pro forma' Financial information, the 
following explanation may .be helpful. The historical financial information of the NRMA 
Group does not show the expected effect of the Proposal. Its inclusion alone would not 
be particularly helpful to Members in deciding how to vote on the Proposal. In addition, 
Members have already been provided with that information in previous financial 
statements. 

The Restated and Pro forma Financial lnformation of Association and lnsurance has 
mainly been prepared from the financial statements. Certain information has, however, 
been modified and certain other information from the published financial statements is 
not repeated, with the objective of presenting only that information in this document 
which is both relevant and meaningful in providing an understanding of the Restated and 
Pro forma Financial lnformation in the context of the Proposal. 

What are the key differences between the financial statements 
and Restated Financial Information? ' 

. Significant events and developments have occurred since the financial statements of 
' 

both Association and lnsurance for the years ended 30 June 1999 and 30 June 1998 
were signed. Therefore, the Restated Financial lnformation is designed to assist Members 
in showing the effect of these events and developments on Association and lnsurance 
and their respective subsidiaries. 

Details of these adjustments and associated financial impact are provided on pages 104 
and 112 for Association and lnsurance respectively. 

What are the key differences between Restated Financial 
lnformation and Pro forma Financial Information? 
The Pro forma Financial lnformation is different to the Restated Financial Information. 
It modifies the Restated Financial lnformation in a manner which seeks to illustrate how 
the Financial lnformation of Association and lnsurance would have been reported if the 
Proposal had been implemented on 1 July 1997. Through this presentation, Members 
are able to compare the financial performance and financial position of Association and 
lnsurance as it was reported at 30 June 1999 and 30 June 1998, to the financial 
performance and financial position after implementation of the Proposal. 

What should the user be aware of when reviewing the ~inancial 
Information? 
The Financial lnformation is provided for indicative purposes. It is important 
to understand that a number of assumptions and estimates have been made during its 
preparation, and certain factors limit the level of reliance that can be placed on the 
Financial Information. The assumptions are summarised on page 118. Members should 
refer to page 119 'Investigating Accountant's Report' for full details of the scope and 
basis of preparation of the Financial Information. 

If the Proposal is implemented, Association will be in a strong financial position mainly 
because of the allocation to Association of a shareholding in NIGL. This is best illustrated 
by the increase in Association's net assets between the Restated and Pro forma Financial 
lnformation for 30 June 1999 and 30 June 1998. This increase is quantified in the 
reconciliation at page 104. In preparing the Pro forma Financial Information, it is 
assumed that 80% of Association's total shareholding in NIGL.would be realised 
immediately following receipt and reinvested in accordance with Association investment 
mandates that existed during that period. These investments are intended to enable 
Association to generate a return sufficient to fund future capital requirements and the 
road and related motoring service operations, having regard to the impact of the 
Business Relationship Agreements. 

Material changes in financial position 
There have been no material changes to the financial position of Association or lnsurance 
within the knowledge of the directors of those respective companies since 30 June 1999, 
other than as mentioned in this lnformation Memorandum. 

11.2 Restated and Pro forma Financial lnformation 
of Association for the years ended 30 June 1999 
and 30 June 1998 

Introduction 
The Restated Financial lnformat~on contained in this Section is based on the historical 
financial statements of Association, which have been adjusted for: 

the restructuring of operations that has occurred subsequent to 30 June 1998 and 
outlined at page 104; and 
partial application of Accounting Standard AASB 1038 'Life lnsurance Business', 
which was issued, but did not apply, at the time of preparation of the financial 
statements for the year ended 30 June 1999. 

In preparing the Restated Financial Information, efforts have been made to prepare 
results for the year ended 30 June 1999 and 30 June 1998 in accordance with current 
Accounting Standards and policies, but some minor approximation has been necessary. 

The Pro forma Financial lnformation in this Section is based on the Restated Financial 
lnformation which has been adjusted for the anticipated financial effects of the Proposal. 

A schedule providing a reconciliation from the published financial statements for the 
years ended 30 June 1999 and 30 June 1998 to the Restated Financial lnformation and 
from the Restated Financial lnformation to the Pro forma Financial lnformation is shown 
on page 104. 
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SECTION 1 1. FINANCIAL INFORMATION 

Restated basis of consolidation 
The Restated Financial lnforrnation of Association and the NRMA Group presents two 
sets of Restated Financial lnforrnation with Association as the parent entity. 

The first set of Restated Financial Information, referred to as the Restated Consolidated 
NRMA Group Financial Information, presents the combined results of the Association 
Group and lnsurance Group. This information is prepared to comply with the 
requirements of Accounting Standard AASB 1024 'Consolidated Accounts' ('AASB 1024') 
to prepare consolidated financial statements for all controlled entities. The application 
of AASB 1024 has, in this instance, resulted in the Consolidated NRMA Group restated 
balance sheet and profit and loss statement being potentially misleading and not giving a 
true and fair view. They reflect the results and state of affairs of the wider reporting entity. 
They should be read in conjunction with the Association Restated Financial Information, 
if they are to be properly understood. 

lnsurance is a controlled entity of Association under AASB 1024 because the board of 
directors of lnsurance is appointed by the directors of Association. Association is one of 
many members of lnsurance but, under the constitution of Insurance, Association is 
entitled to receive the net assets of lnsurance upon its winding-up. While this is an 
ownership interest, it is not a significant one when Financial lnforrnation is prepared on 
a going concern basis. In addition, the objectives of lnsurance under its constitution 
include to generally assist with Association in the attainment and promotion of 
Association's objectives. 

The second set of Restated Financial Information, referred to as Restated Association 
Group Financial Information, presents the results of Association and those controlled 
entities in which it both appoints the board and has a significant ownership interest. 
The ownership interest in such controlled entities is available for the benefit of 
Association. This additional disclosure is provided in order that the financial statements 
provide the members of Association with'a view of the group of entities in which 
Association has a controlling interest on a going concern basis and hence, a true and 
fair view. However, because not all controlled entities are included in the consolidated 
financial statements, the Association Restated Financial Information is not strictly in 
compliance with AASB 1024. 

The net equity attributable to members'of lnsurance included in the Consolidated NRMA 
Group is disclosed as outside equity interests. 

Pro forma basis of consolidation 
All entities that would be controlled by Association under the terms of the Proposal are 
included in the Pro forma Consolidated Association Financial Information. 

Restated Consolidated NRMA Group, Restated Association Group and Pro forma Consolidated Association 
Restated and Pro forma Profit and Loss Statements for the years ended 30 June 1999 and 30 June 1998 

30 June 1999 30 June 1998 
Restated Restated Pro forma -. Restated Restated Pro forma 

Consolidated Association Consolidated Consolidated Association Consolidated 
Note NRMA Group Group Association NRMA Group Group Association 

$000 $000 $000 $000 $000 $000 

Operating profit/(loss) before 
abnormal item and income tax 

3 Abnormal item (56,068) - - - - - 

Operating profit/(loss) before income tax 373,823 (9,830) 22,200 122,123 1,756 5,732 
Income tax expense attributable 
to operating prof~t/(loss) 4 (98,128) (4,353) (11,984) , (23,645) (1,978) (5,401) 

Operating profit/(loss) after income tax 275,695 (14,183) 10,216 98,478 (222) 33 1 
Extraordinary item after income tax 5 - - 324,141 

Operating profiV(loss) and extraordinary item after tax 275,695 (14,183) 10,216 : 98,478 (222) 324,472 

Outslde equ~ty Interest In operatlng prof~t/(loss) 
and extraord~nary ltem after tax (289,115) - - (102,404) 

Operating profit/(loss) and extraordinary item 
after income tax attributable to members of Association (13,420) (14,183) 10,216 (3,926) (222) 324,472 

Retained profits at the beginning 
of the financial year 28,474 32,615 357,309 39,104 32,852 32,852 

Total available for appropriation 15,054 18,432 367,525 35,178 32,630 357,324 

5,409 (1,039) 
b T  

Aggregate of amounts transferred from/(to) reserves (1,039) - 
Other appropriat~ons (6,448) - 

p (6,704) (15) (15) . 
Retained profits at the end of the financial year 14,015 17,393 366,486 28,474 32,615 357,309 

The above Restated and Pro forma Profit and Loss Statements are to be read in conjunction with the notes to the Restated Consolidated NRMA Group, Restated Association Group and Pro forma 
Consolidated Association Financial Information. 
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Restated Consolidated NRMA Group, Restated Association Group and Pro forma Consolidated Association 
Restated and Pro forma Balance Sheets as at 30 June 1999 and 30 June 1998 

3 0  June 1999 .. 3 0  June 1998 
Restated Restated Pro forma Restated Restated Pro forma 

Consolidated Association Consolidated Consolidated Association Consolidated 
Note NRMA Group Group Association ' NRMA Group Group Association 

$000 $000 $000 $000 $000 $000 

Current assets 
Cash 183,336 2,112 2,125 1,555 2,045 618,815 
Receivables 6 944,149 ' 12,551 14,432 488,484 13,855 15,703 
Investments 7 1,327,404 79,628 139,208 824,720 71,832 124,467 
Other 78,024 3,328 3,328 72,373 2,989 2,989 

Total current assets 2,532,913 97,619 159,093 2,004,392 90,231 145,204 

Non-current assets 
Rece~va bles 8 1,297,341 - 8,412 8,412 - 1,048,662 
Investments 9 5,003,967 307,565 607,640 4,715,632 287,280 568,878 
Plant and equipment 119,823 18,565 18,565 94,219 21,336 2 1,336 
Future lncorne tax benef~ts 10 202,735 15 3 179,574 562 103 
Other 11 320,328 - - 26,864 - - 

Total non-current assets 6,944,194 326,145 626,208 6,064,951 317,590 598,729 

Interest in NRMA Life Statutory Funds Assets 819,959 - - 727,901 - 
Total assets 10,297,066 423,764 785,301 8,797,244 407,821 743,933 

Current liabilities 
Bank overdrafts - 57,524 1,351 1,351 17,792 647 647 
Depos~ts 585,204 - - 332,142 - - 
Accounts payable 386,939 29,006 29,006 460,598 27,099 27,093 
Scrip lendtng 301,307 - - 114,530 - - 
Borrow~ngs 621,143 - - 698,738 - - 
Prov~s~ons 128,655 18,884 26,074 62,876 17,003 20,019 
Unexp~red servlces 62,487 62,487 62,487 59,895 59,895 59,895 
Outstandtng clalms 1,106,796 - - 796,966 - - 
Unearned premlum 1,172,753 - - 1,028,639 - - 
Total current liabilities 4,422,808 111,728 118,918 3,572,176 104,644 107,654 

Non-current liabilities 
Depos~ts 33,643 - 29,640 - - 
Borrow~ngs 19,404 ' - - 35,738 - - 
Provts~ons 15 301,336 26,348 35,538 228,637 19,971 29,867 
Outstand~ng cla~ms 1,765,110 - - 1,458,255 - - 
Total non-current liabilities 2,119,493 26,348 35,538 1,752,270 19,971 29,867 

Interest in NRMA Life Statutory Funds Liabilities 761,177 - - 694,551 - - 

Total liabilities 7,303,478 138,076 154,456 6,018,997 124,615 137,521 

Net assets 2,993,588 285,688 630,845 2,778,247 283,206 606,412 

Equity 
. Reserves 16 258,328 268,295 264,359 245,768 250,591 249,103 
Reta~ned prof~ts 14,015 17,393 366,486 28,474 32,615 357,309 

Equ~ty attributable to Members of Associat~on 272,343 285,688 630,845 274,242 283,206 606,412 
Outside equity interest In controlled entrties 
- Share capital 889,281 - - 170,095 - - 
- Reserves 125,726 - - 1,059,607 - 
- Reta~ned proflts 720,221 - 838,371 - - 
- Unitholders' funds 986,017 - 435,932 - - 
Total equity 2,993,588 285,688 630,845 2,778,247 283,206 606,412 

The above Restated and Pro forma Balance Sheets are to be read ~n conjunction wlth the notes to the Restated Consohdated NRMA Group, Restated Assoc~atlon Group and Pro forma Consol~dated Associallon 

financ~al lnformatlon 
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Restated Consolidated NRMA Group, Restated Association Group and Pro forma Consolidated Association - , 

Restated and Pro forma Statement of Total Recognised Gains and Losses as at 30 June 1999 and 30 June 1998 
30 June 1999  30 June 1998  

Restated Restated Pro forma Restated Restated Pro forma 
Consolldated Assoclatlon Consolldated Consolldated Assoclatlon Consolldated 
NRMA Group Group Associat~on NRMA Group Group Assoclatlon 

$000 $000 $000 $000 $000 $000 

Operating profiV(l0ss) after income tax attributable 
to members of Association (13,420) (14,183) 10,216 (3,926) (222) 33 1 
Extraordinary item after income tax - - - - 324,141 
Unrealised gains/(losses) on investments 
taken directly to reserves 17,969 16,665 14,217 (1,233) 2,223 735 

Total gains/(losses) attributable to members 
of Association 4,549 2,482 . 24,433 ' (5,159) 2,001 325,207 

Australian Accountlng Standards only permlt the recognltlon of unreal~sed ga~ns/(losses) on Investments where Investment actlvltles are part of an entlty's normal operating actlvltles 
Hence, unreallsed ga~ns/(lossesl on the tnvestrnents of Assoclat~on are taken d~rectly to reserves In contrast, Australtan Accountlng Standard AASB 1023 'Flnanclal Reporting of 
General lnsurance Actlvltles' requires unreallsed ga~nsl(losses) on those Investments of lnsurance relatlng to general Insurance actlvltles to be recognised In the proflt and loss 
statement 

The Proposal envisages a significant capital injection to Association through the realisation of 80% of a 10% shareholding in NIGL. ~ C i l s t  Accounting Standards would not 
recognition of unrealised gains/(losses) in the Association profit and loss statement following implementation of the Proposal, the management of the proceeds from the sale of NIGL 
shares along with the existing investment portfolio will form an integral part of the ongoing business of Association. Hence, the above statement,of total recognised gains and losses 
has been included to provide a reflection of Association's ongoing profitability should the Proposal be implemented, and to improve comparability with Insurance. 
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Consolidated NRMA Group and Association Group 
Reconciliation of the Restated and Pro forma Financial lnformation to the financial statements 
The following table shows the effect of the restatement and pro forma adjustments and reconciles the financial statements to the Restated and Pro forma Financial Information. 
The nature and extent of these adjustments is explained below. 

3 0  June 1999 3 0  June 1998 
Consolidated Association Consolidated Association 

Note NRMA Group Group NRMA Group Group 
$000 $000 $000 $000 

P- -- - 

Operating profitl(loss) and extraordinary item after income tax per financial statements 

Restatement adjustments 
Effect of prlor restructuring (1 )  - 514 (21,169) (1,809) (11,730) 
Effect of significant non-recurr~ng expense items (11) 19,687 9,998 4,908 - 
Operating profitt(1oss) and extraordinary item after income tax per Restated 
Financial Information 275,695 (14,183) 98,478 (222) 

Pro forma adjustments 
lmplementat~on of the Proposal (111) 32,120 336,844 
Buslness Relatlonshlp Agreements (IV) 1,683 (3,613) 
Stand-alone operating costs (V) (9,404) (8,537) 

Operating profit and extraordinary item after income tax per Pro forma Financial Information 10,216 324,472 
p- P 

. Net assets per financial statements 

Restatement adjustments 
Effect of prlor restructuring (I) (41,576) (7,679) 42,935 (63,106) 
Effect of sign~flcant non-recurring expense Items (11) 24,595 9,998 4,908 - 
Net assets per Restated Financial Information 2,993,588 285,688 2,778,247 283,206 

Pro forma adjustments 
Implementation of the Proposal (iii) 365,027 335,356 
Business Relationship Agreements (iv) (1,930) (3,613) 
Stand-alone operating costs (V) (17,940) (8,537) 

Net assets per Pro forma Financial Information 630,845 606,412 

(i) Independent of the Proposal, a number of restructuring transactions have taken place (iii)These adjustments have been made to reflect the financial impact of the Proposal as 
within the NRMA Group subsequent to 30 June 1998. As these reorganisations reflect though it were implemented on 1 July 1997, including the receipt by Association of a 
the current structure of NRMA Group, the Restated Financial Information has been 10% shareholding in NlGL and immediate realisation and reinvestment in accordance 
adjusted to reflect the following transactions as though these took place on 30 June with investment mandates of 80% of that shareholding (refer note 5, page 106). 
1997: (iv)These adjustments reflect the financial impact of contractual arrangements (the 

the buy-back of Association's interest in NRMA Life Limited on 6 January 1999; 'Business Relationship Agreements') as summarised on pages 139 to 145 that would 
the purchase by NRMA Building Society Limited of the ownership interests of be put in place between Association and Insurance as part of the Proposal. 
Association and Insurance in NRMA Finance Limited on 30 June 1999; and (v) If the Proposal is implemented, Association will be required to incur certain direct 
the buy-back of Association's interest in NRMA Sales & Service Pty Limited and costs in respect of services that were previously provided by Insurance. These 
NRMA Information Services Pty Limited on 4 March 1999. adjustments reflect estimates of the costs as if they had been incurred directly by 

(ii) In order to reflect the ongoing resultsof Association and NRMA Group, adjustments Association. 
have been made to eliminate non-recurring expense items that were included in the (vi)~ustralian ~~~~~~~i~~ standard AASB 1038 t ~ i f e  insurance Business1 ('AASB 1038') 
30 June 1999 and 30 June 1998 financial statements. The principal adjustments is effective for periods ending on or after 31 December 1999.' Hence, the financial 
include: statements of Consolidated NRMA Group do not currently consolidate NRMA Life 

costs incurred to 30 June 1999 in preparing the Proposal totalling $1.0 million Insurance Limited in accordance with AASB 1038. However, to achieve some 
after tax by Association and $15.1 million by NRMA Group; and illustration of the impact on total assets and total liabilities of the AASB 1038 
$7.9 million in costs relating to the establishment and issue of the NRMA Card requirement to consolidate statutory ('policyholder') funds on a line by line basis, the 
in 1999. . assets and liabilities of Consolidated NRMA Group have been grossed up for the value 

In addition, a $13.8 million asset representing the deferral of the costs of acquisition of statutory fund assets and liabilities. This has been recognised by way of a one line 

of mortgage and unit trust business was recognised by NRMA Building Society entry in assets ('Interest in NRMA Life Statutory Funds Assets') and liabilities ('Interest 

Limited and NRMA Financial Management Limited in the 30 June 1999 published in NRMA Life Statutory Funds Liabilities'). The adjustments do not have any impact 

financial statements. upon profit and loss and do not represent full compliance with AASB 1038, but 
provide users of the Financial lnformation with an illustration of the balance sheet 

In order to maintain comparability between periods, the Restated Financial impact. 
lnformation of Consolidated NRMA Group for the year ended 30 June 1998 has been 
adjusted to recognise an asset of $7.7 million representing the deferrable acquisition As the 6 January 1999 share buy-back of Association shares in NRMA Life Limited has , 

costs of N R M ~  ~ ~ i l d i ~ ~  society ~ i ~ i ~ ~ d  and NRMA ~ ~ ~ ~ ~ ~ i ~ l  Management ~ i ~ i t ~ d  at been reflected in the Restated Financial lnformation (refer note (i)) the adjustment for 

30 June 1998. AASB 1038 is required only at the Consolidated NRMA Group level. 



SECTION 1 1. FINANCIAL INFORMATION 

Restated Consolidated NRMA Group, Restated Association Group and Pro forma Consolidated Association 
Notes to the Restated and Pro forma Financial Information for the years ended 3 0  June 1999 and 3 0  June 1998 

Details of pr~ncipal accounting policies specif~c to the Restated and Pro forma Financ~al Informat~on of Association 
Except where stated, the Restated and Pro forma Flnanclal lnformatlon of Assocratlon and Consolldated NRMA Group has been prepared on a bass consistent wlth the 
Accounting Pollcles as described In Note 1 of the flnanclal statements of Assoclat~on for the year ended 30 June 1999 

30 June 1999 30 June 1998 
Restated Restated Pro forma Restated Restated Pro forma 

Consolldated Assoclatlon Consolldated Consol~dated Association Consolldated 
NRMA Group Group Assoclatlon NRMA Group Group Assoclatlon 

$000 $000 $000 $000 $000 $000 

2 Revenue 
(a) Member services revenue 

Membership entrance fees 
Membership subscriptions 
Veh~cle inspect~ons 
Open Road 
Travel 
Technical services 

(b) lnsurance and finance revenue 
Premlum income 2,208,464 - 2,041,135 - - 

Movement ~n unearned prernlurn reserve (94,930) - - (141,013) - - 

Re~nsurance and other recoveries 513,992 - 176,244 - - 

General Insurance revenue 2,627,526 - ' 2,076,366 - - 

Interest revenue from lend~ng 104,925 - - 73,578 - - 
Llfe insurance proflts 15,079 - - 10,895 - - 

d 

(C) Investment revenue 
Dlvldend income 95,901 12,523 37,668 , 96,896 10,764 2 1,956 
Interest lncorne 194,727 5,681 12,657 186,625 5,751 8,389 
Rental lncome 2,713 227 227 ' 2,492 177 177 
Changes In net market values of l~ fe  lnsurance shareholders' I 

fund ~nvestments 2,831 - - 1 (665) - - 
Changes In net market values of general Insurance Investments 373,163 - - 1 9,105 - - 
Trust Income - 3,855 11,225 564 2,464 4,203 

Other lnvestrnent revenue 9,326 148 148 13,980 500 500 

678,661 22,434 61,925 ' 308,997 19,656 35,225 

(d) Revenue from outside operating activities 
Proceeds from d~sposal of f~xed assets 3,870 2,580 2,573 2,607 2,733 2,522 
Proceeds from dlsposal of ~nvestments 829,140 806,619 806,619 , 844,776 844,776 844,776 
Other 25,620 4,038 9,534 7,242 1,350 7,877 

858,630 813,237 818,726 , 854,625 848,859 855,175 

Total revenue 4,426,475 981,942 1,026,922 " 3,462,508 1,011,805 1,029,852 

3 Abnormal item 
Increase In outstand~ng clalms provlslonlng for GST 56,068 - - - - 
Appl~cable lncorne tax (20,184) - - - - - 

35,884 - - - - - 



SECTION 1 1. FINANCIAL INFORMATION 

Restated Consolidated NRMA Group, Restated Association Group and Pro forma Consolidated Association 
Notes to the Restated and Pro forma Financial Information for the years ended 30 June 1999 and 30 June 1998 

30 June 1999 30 June 1998 
Restated Restated Pro forma Restated Restated Pro forma 

Consolidated Association Consolidated Consolidated Association Consolidated 
NRMA Group Group Association NRMA Group Group Association 

$000 $000 $000 $000 $000 $000 

4 lncome tax 
(a) The prima facie tax on the operating profit/(loss) and extraordinary item 

differs from the income tax provided in the financial statements and is 
reconciled as follows: 

Operating profit/(loss) and extraordinary item before income tax 373,823 (9,830) 22,200 122,123 1,756 381,500 

Prima facie tax thereon at 36% 134,576 (3,539) 7,992 43,964 632 137,340 
Net tax effect of permanent differences (35,651) 7,197 3,297 (20,536) 1,355 (80,303) 

Income tax expense applicable to current year 98,925 3,658 11,289 23,428 1,987 57,037 
Adjustment to prior year (797) 695 695 217 (9) (9) 

lncome tax expense attributable to operating profit/(loss) and 
extraordinary item 98,128 4,353 11,984 23,645 1,978 57,028 

(b) The potential future income tax benefits relating to tax losses not brought 
to account are: - - 1,432 - - 
The benefits will only be obtained if: 
(i) the economic entity derives future assessable income of a nature and of an amount sufficient to enable the benefits from the deductions for the losses and timing differences 

to be realised; 
(ii) the economic entity continues to comply with the conditions for deductibility imposed by tax legislation; and 
(iii)no changes in tax legislation adversely affect the economic entity in realising the benefit from the deductions for the losses. 

5 Extraordinary item 
Receipt of shares in NlGL - - - - 375,768 

Applicable capital gains tax - - - - - (51,627) 

- - - - - 324,141 

As part of the Proposal, Association will receive a 10% shareholding in NlGL upon listing. 

For the purposes of the Pro forma Financial lnformation the receipt of shares in NlGL represents an extraordinary gain to Association. The gross amount of the gain totalling 
$375,768,000 has been based upon an estimated market value of Insurance at 30 June 1999 of $3.6 billion. The values as at 1 July 1997 and 30 June 1998 have been estimated 
by assuming the actual ratio of net tangible assets to market value of lnsurance at 30 June 1999 remains constant. 
A capital gains tax liability will arise on the excess of net market value over net tangible assets of the NIGL shares received at the time of acquisition. A deferred tax liability of 
$51,627,000 representing 36% of this excess has been recognised in respect of the share issue. 

6 Current assets - receivables 
Secured loans, leases and loan agreements 102,303 116,456 - 
Unearned finance income (11,581) - - (13,422) - - 

90,722 - 103,034 , - - 

Trade debtors 139,366 6,345 6,341 44,239 1,936 1,899 

Amounts receivable 
- related bodies corporate 

Clams recoveries 119,002 - - 93,442 - - 
Reinsurance recoveries 244,373 - - 5,090 - - 
Premlum rece~vable 269,912 - - 169,458 - - 

Other rece~vables 80,774 4,812 4,812 73,221 6,881 6,881 

944,149 12,551 14,432 488,484 13,855 15,703 



SECTION 1 1. FINANCIAL INFORMATION 

Restated Consolidated NRMA Group, Restated Association Group and Pro forma Consolidated Association 
Notes to the Restated and Pro forma Financial Information for the years ended 3 0  June 1999 and 3 0  June 1998 

30 June 1999 30 June 1998 
Restated ,Restated Pro forma Restated Restated Pro forma 

Consolidated Association Consolidated Consolidated Association Consolidated 
NRMA Group Group Association . NRMA Group Group Association 

$000 $000 $000 $000 $000 $000 

7 Current assets - investments 
Quoted 
Government and semi-government stocks and bonds 8,995 1,702 2,976 , . 14,498 3,382 5,860 
Shares ~n other partles 36,614 832 1,454 ' 20,629 18,825 32,616 
Optlons for shares - - 417 - 

869 - 
" - 

Unlt trusts - 5,814 299 519 

46,478 2,534 4,430 . ' 41,358 22,506 38,995 

Unquoted 
Government and seml-government stocks and bonds - - - 1,226 1,339 2,320 
Shares ~n other partles 644 - - 304 332 574 
Deposits ~n other partles 116,532 - - 112,278 90 156 
Un~ts ~n NRMA Investment Management Cash Management Trust - 75,933 132,748 46,708 80,929 
Commerc~al bills 1,161,815 - - 599,154 - - 
Other investments (gross of unearned Income) 1,995 1,161 2,030 70,455 867 1,503 
Unearned income (60) - (55) (10) (10) 

1,280,926 77,094 134,778 L 783,362 49,326 85,472 

1,327,404 79,628 139,208 824,720 71,832 124,467 

8 Non-current assets - receivables 
Secured loans, leaslng and loan agreements 1,099,064 - - 933,179 - - 
Unearned flnance lncorne (13,562) - - (15,016) - - 

1,085,502 - 918,163 - - 

Loans due from related bodles corporate - - - 8,412 8,412 
Clalms recoveries 139,519 - - 122,666 - 
Relnsurance recoveries 68,334 - - 7,833 
Prem~um receivable 8 3,986 - - - 

9 Non-current assets - investments 
Quoted 

1 

Government and seml-government stocks and bonds 1,437,936 46,930 82,046 1,241,010 42,128 72,992 
Shares ~n other parties 2,849,610 231,720 405,100 2,619,650 214,094 370,952 
Investment in NlGL - 76,000 , ! 73,960 
Unlt trusts 30,926 - - 54,595 3,230 5,596 

4,318,472 278,650 563,146 3,915,255 259,452 523,500 

Unquoted 
Government and seml-government stocks and bonds - - 1 506,401 16,906 29,292 
Interest ~n securltlsed assets 58,376 - 15,611 - 
Shares in other parties 18,476 6,568 6,568 16,653 2,272 2,272 
Un~t  trusts 4,852 1,570 2,745 6,540 1,687 2,923 
Depos~ts ~n other part~es 350,835 - - I 71,107 911 1,578 
Unlts In NRMA Investment Management Cash Management Trust 30,656 - - - - - 
Other Investments (gross of unearned Income) 161,746 19,254 33,658 43,368 4,451 7,712 
Unearned lncome (521) - - (1,391) (46) (46) 

624,420 27,392 42,971 658,289 26,181 43,731 

Freehold properties 52,106 1,523 1,523 * 129,279 1,647 1,647 
Leasehold propert~es 8,969 - - 12,809 - 

61,075 1,523 1,523 142,088 1,647 1,647 

5,003,967 307,565 607,640 4,715,632 287,280 568,878 



SECTION 1 1. FINANCIAL INFORMATION 

Restated Consolidated NRMA Group, Restated Association Group and Pro forma Consolidated Association 
Notes to the Restated and Pro forma Financial Information for the years ended 3 0  June 1999 and 3 0  June 1998 

30 June 1999 . 30 June 1998 
Restated Restated Pro forma Restated Restated Pro forma 

Consolidated Association Consolidated Consolidated Association Consolidated 
NRMA Group Group Association NRMA Group Group Association 

$000 $000 $000 $000 $000 $000 

10 Non-current assets - future income tax benefits 
Relating to 
-tax losses carried forward 69,913 14 1 l 99,566 537 85 
- other 132,822 1 (8) 80,008 25 18 

11 Non-current assets - other 
Goodwill - a t  cost 47,998 - 27,794 - - 

Accumulated amortisation (31,414) - - (6,369) - - 

16,584 - - 21,425 - 

Excess of net market value of an interest in a controlled entity 
Deferred acquisition costs 
Prepayments 283 . - - - - - 

320,328 - - 26,864 - - 

12 Current liabilities - accounts payable 
Trade creditors and accruals 
Amounts owing to 
- controlled entities 
- related bodies corporate 
Other 67,846 - 102 - - 

386,939 29,006 29,006 460,598 27,099 27,093 

13 Current liabilities - borrowings 
Bank b~l ls - - - 300,000 - 
Bank loan 25,000 - - 17,000 - - 
Debenture stock 32,263 - - 29,787 - - 
Short-term borrowings - - - 204 - - 

Promissory notes 563,880 - - 351,747 - - 

621,143 - 698,738 - 

14 Current liabilities - provisions 
Taxation 68,162 5,238 12,428 24,993 5,426 8,442 
Employee ent~tlements 49,577 12,476 12,476 37,368 11,577 11,577 
Other 10,916 1,170 1,170 515 - 

128,655 18,884 26,074 62,876 17,003 20,019 

15 Non-current liabilities - provisions 
Deferred taxation 
Employee entitlements 2 1,028 4,535 4,535 15,846 4,043 4,043 

301,336 26,348 35,538 228,637 19,971 29,867 

16 Reserves 
General reserve 12,134 12,134 12,134 12,152 12,134 12,134 
Investment fluctuation reserve 178,132 178,132 178,132 153,820 153,824 153,824 
Asset replacement reserve 7,021 7,021 7,021 7,021 '7,021 7,021 
Asset revaluation reserve 54,541 64,508 60,572 66,275 71,112 69,624 
Services development reserve 6,500 6,500 6,500 6,500 6,500 6,500 

258,328 268,295 264,359 245,768 250,591 249,103 



SECTION 1 1. FINANCIAL INFORMATION 

Restated Consolidated NRMA Group, Restated Association Group and Pro forma Consolidated Association 
Notes to the Restated and Pro forma Financial Information for the years ended 3 0  June 1999 and 3 0  June 1998 

Business acquired 
Details of acquisitions made during the years ended 30 June 1999 and 30 June 1998 are as follows (30 June 1999 amounts relate to the acquisition of SGlO Insurance Limited 
by Insurance and 30 June 1998 comparatives relate to the acquisition of NRMA Building Society Limited by Insurance): 

30 June 1999 30 June 1998 
Restated Restated Pro forma . Restated Restated Pro forma 

Consolidated Association Consolidated Consolidated Association Consolidated 
NRMA Group Group Association NRMA Group Group Association 

$000 $000 $000 $000 $000 $000 

Considerat~on - cash 440,782 -. - 66,396 - - 

Fair value of net assets of entlty acquired 
Cash 36,102 - - 77,835 - - 
Receivables 104,622 - - 1,854 - - 
Loans - - - 696,388 - 

Investments 421,291 - - - - - 

Depos~ts - - - (553,082) - - 
Accounts payable (39,477) - - (14,508) - 
Borrowings - - (169,225) 
Provlslons (22,911) - - , (1,132) - 
Unearned prem~um (144,555) - - - 
Outstanding clalms (292,456) - - - - - 
Other 80.624 - - 472 - - 

143,240 - - 38,602 - - 
Excess of net market value of an Interest in a controlled 
ent~ty/goodwill 297,542 - - 27,794 - - 

440,782 - - 66,396 - - 

Outflow of cash to acqulre a controlled entity, net of cash acqulred 
Cash conslderatlon (440,782) - (66,396) - - 
Less. Cash balance acqulred 36,102 - - 77,835 - - 

(Outflow)/inflow of cash (404.680) - - 11.439 - - 



SECTION 1 1. FINANCIAL INFORMATION 

The Pro forma Financial Information in this Section is based on the Restated Financial 
1 1.3 Restated Financial Information of Insurance Information which has been adjusted for the anticipated financial effects of the Proposal. 

and Pro forms Financial Information of NlGL for the A schedule providing a reconciliation from the Proforma Financial lnformation to the 
Restated Financial Inforination and from the Restated Financial lnformation to the 

years ended 30 June 1999 and 30 June 1998 financial statements for the years ended 30 June 1999 and 30 June 1998 is shown on 
page112. , 

Introduction 
The Restated Financial Information contained in this Section is based on the historical Restated basis of consolidation 
financial statements of Insurance which have been adjusted for: All entities controlled by Insurance are included in the Restated Consolidated Insurance 

the restructuring of operations that has occurred subsequent to 30 June 1998 and Financial Information. 

outlined at page 112; and For the purposes of the Restated Financial Information, Insurance is referred to as the 
partial application of Accounting Standard AASB 1038, 'Life Insurance Business' parent entity of Consolidated Insurance. 
which was issued but did not apply at the time of preparation of the financial 
statements fo? the year ended 30 June 1999. Pro f0rma basis of consolidation 

In preparing the Restated Financial Information, efforts have been made to prepare All entities that would be controlled by NlGL under the terms of the Proposal outlined on 
results for the years ended 30 June 1999. and 30 June 1998 in accordance with current pages 4 to 16 are included in the Pro forma Financial lnformation of NIGL. 
Accounting Standards and policies but some minor approximation has been necessary. 

Consolidated lnsurance and NlGL 
Restated and Pro forma Profit and Loss Statements for the years ended 30 June 1999 and 3 0  June 1998 

3 0  June 1999 3 0  June 1998 
Restated Pro forma Restated Pro forma 

Consolidated Consolidated Consolidated Consolidated 
Note Insurance NlGL Insurance NlGL 

$m $m $m $m 

Premium revenue 2(a) 2,113.5 2,113.5 1,900.1 1,900.1 
Reinsurance expense (149.6) (149.6) (57.4) (57.4) 

Net premium revenue 1,963.9 1,963.9 1,842.7 1,842.7 

Claims expense (2,159.1) (2,159.1) (1,785.6) . (1,785.6) 
Reinsurance and other recoveries 2(a) 514.0 514.0 176.2 176.2 

Net claims expense (1,645.1) (1,645.1) (1,609.4) (1,609.4) 

Acquisition costs (209.5) (209.5) (211.9) (211.9) 
Other underwriting expenses (210.9) (210.9) (141.2) (141.2) 
Fire brigade charges (57.0) (57.0) (45.9) (45.9) 

Underwriting expenses , (477.4) (477.4) (399.0) (399.0) 

Loss from underwriting (158.6) (158.6) (165.7) (165.7) 
Investment income 2(b) 307.3 297.5 302.3 297.5 
Realised and unrealised gains on investments 2( b) 376.0 376.0 . 8.3 8.3 
Other operating revenue 2(c) 198.9 207.6 125.7 127.1 
Investment and other expenses (275.9) (282.5) (151.8) (158.6) 

Operating profit before abnormal item and income tax 447.7 440.0 118.8 108.6 
Abnormal item 3 (56.1) (56.1) - - 
Operating prdfit and abnormal item before income tax 391.6 383.9 118.8 108.6 
Income tax expense attributable to operating profit 4 (94.3) (91.6) (21.7) (18.0) 

Operating profit after income tax 297.3 292.3 97.1 90.6 
Extraordinary item after income tax 5 - (45.8) 

Operating profit and extraordinary item after income tax 297.3 292.3 97.1 44.8 
Outside equity interest in operating profit and extraordinary item after income tax (8.9) (8.9) (8.2) (8.2) 

Operating profit and extraordinary item after income tax attributable to members 
of Insurance/Shareholders of NlGL 288.4 283.4 88.9 36.6 
Retained profitsl(accurnulated losses) at the beginning of the financial year 805.7 (171.3) 708.8 - 

Total available for appropriation 1,094.1 112.1 797.7 36.6 
Dividend declared and payable (see page 120) - (94.2) - (94.2) 
Aggregate of amounts transferred (to)/from reserves (263.6) (263.6) 15.5 (106.2) 
Other appropriations (8.8) (8.8) (7.5) (7.5) 

Retained profits/(accumulated losses) at the end of the financial year 821.7 (254.5) 805.7 (171.3) 

The above Restated and Pro forma Profit and Loss Statements are to be read in conjunction with the notes to the Restated Consolidated lnsurance and Pro forma NlGL Financial Information. 



Consolidated lnsurance and NlGL 
Restated and Pro forma Balance Sheets as at 30 June 1999 and 30 June 1998 

SECTION 1 1. FINANCIAL INFORMATION 

- I 

t 

c -  - " .  
30 luAe 1999 30 June 1998 

Restated Pro forma Restated Pro forma 
Consol~dated : Consolidated Consolldated Consolidated 

Note Insurance NlGL Insurance NlGL 
$m ' $m $m $m 

Current assets ' i 
Cash 181.2 . 181 2 624 4 624.4 
Receiva bles 6 940.7' 1 940.7 479 3 479 3 
Investments 7 1,332.9 1,298.2 702.9 695 0 
Other 74.7 , 74.7 69.3 69.3 

Total current assets 2,529 5 i : 2,494 8 1,875.9 1,868 0 

Non-current assets 
Receiva bles 8 1,297.3 1,297 3 -1,017.5 1,017.5 
Investments 9 4,732.1 r 4,610 6 4,495.3 4,447.2 
Plant and equipment 101.3. - 101.3 72.9 72.9 

I Future lncorne tax benefrts 10 202 7 202 7 179.0 179.0 
Other 11 320 3 320.3 26.9 26.9 

Total non-current assets 6,653 7 6,532.2 5,791.6 5,743 5 
-- Interest in NRMA Life Statutory Funds Assets 819.8' I 819 8 727.9 727.9 

Total assets 10,003.0 9,846.8 8,395.4 8,339.4 

Current liabilities 
Bank overdrafts 56.2 , 56 2 15 8 15 8 
Deposits , 585 2 585 2 332.1 332 2 
Accounts payable 12 367 0 461 2 449 1 543 3 
Scrlp lend~ng 301 3 301 3 114.5 114 5 
Borrowings 13 621 1 . 621 1 698 7 - 698.7 
Provlslons 14 109 9 105 1 45.9 42.3 
Outstanding clalms . 1 , 1 0 6 8 '  1,1068 - 797.0 797 0 
Unearned premium 1,172.8 , 1,172 8 ' 1,028 6 1,028 6 

Total current liabilities 4,320.3 4,409 7 3,481.7 3,572.4 

Non-current liabilities 
Deposits 336 33.6 29 6 29 6 
Borrowings 19.4 19.4 34.3 34 3 
Provisions A 15 275 0 275 0 208.7 208 7 
Outstanding clalms 1,765 1 , . 1,765.1 1,458 3 1,458 3 

Total non-current liabilities 2,093 1 ' 2,093 1 1,730 9 1,730 9 

Interest in NRMA Life Statutory Funds Liabilities 761 2 761 2 694 6 694 6 

Total liabilities 7,174.6 7,264 0 5,907 2 5,997 9 

Net assets 2,828.4 2,582.8 2,488.2 2,341.5 

Equity 
Share capital 16 - 2,323.6 - 2,323 6 
Reserves 17 1,7446 , 251.6 1,493 3 
Retained prof~ts/(accumulated losses) 821 7 (254.5) 805 7 (171.3) 

Equity attributable to members of Insurance/Shareholders of NlGL 2,566 3 4 2,320 7 2,299.0 2,152 3 
. . Outs~de equ~ty interest in controlled entitles. 

- Retamed prof~ts 17 3 17 3 - - 
- Unrtholders' funds . 244 8 , 244 8 189 2 189 2 

Total equity 2,828 4 ' 2,582 8 2,488 2 2,341 5 

The above Restated and Pro forma Balance Sheets are to be read ln conjunct~on wlth the notes to the Restated Consol~dated lnsurance and Pro forrna NlGL F~nanclal lnformabon 
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Consolidated lnsurance and NlGL 
Reconciliation of the Restated and Pro forma Financial lnformation to the Financial Statements 
The following table shows the effect of the restated and pro forma adjustments and reconciles the financial statements to the Restated Financial lnformation of Consolidated lnsurance 
and the Pro forma Financial lnformation of NIGL. The nature and extent of these adjustments is explained below. 

30  June 30  June 
1999 1998 

Note $m $m 

Operating profit and extraordinary item after income tax per financial statements of 
Consolidated Insurance 262.0 83.1 

Restatement adjustments 
Effect of prior restructuring (i) 25.5 9.1 
Effect of significant non-recurring expense Items (ii) 9.8 4.9 

Operating profit and extraordinary item after income tax per Restated Financial lnformation 
of Consolidated Insurance 297.3 97.1 

Pro forma adjustments 
Implementatron of the Proposal (111) (6 6) (48.7) 
Busmess Relat~onsh~p Agreements ( W )  1.6 (3 6) f 
Operating profit and extraordinary item after income tax per Pro forma Consolidated 

'. 
Financial Information of NlGL 292.3 44.8 

Net assets per financial statements of Consolidated Insurance 2,802.3 2,498.6 
'T 

Restatement adjustments 
Effect of prior restructuring (i) 11.5 (15.3) 
Effect of significant non-recurring expense items (ii) 14.6 4.9 

Net assets per Restated Financial Information of Consolidated Insurance 2,828.4 2,488.2 

Pro forma adjustments 
Implementation of the Proposal (iii) (243.6) (143.1) 
Business Relationship Agreements (iv) (2.0) (3.6) 

Net assets per Pro forma Consolidated Financial lnformation of NlGL 2,582.8 2,341.5 

(i) independent of the Proposal a number of restructuring transactions have taken place (iii)These adjustments reflect the cost of implementing the Proposal including estimates 
,within the NRMA Group subsequent to 30 June 1998. As these reorganisations reflect of listing and share registry expenses, the payment of dividends including their 
the current structure of NRMA Group, the Restated Financial Information has been cumulative effect as well as the changes in structure outlined in the Proposal, in 
adjusted to reflect the following transactions, as though they took place on 30 June particular the incorporation of NlGL and Insurance. 
1997. (iv)These adjustments reflect the financial impact of contractual arrangements (the 

the buy-back of Association's interest in NRMA Life Limited on 6 January 1999; 'Business Relationship Agreements' summarised on pages 139 to 145) that would 
purchase by NRMA Building Society Limited of the ownership interests be put in place between Association and Insurance as part of the Proposal. 
of Association and Insurance in NRMA Finance Limited on 30 June 1999; and (v) Australian Accounting Standard AASB 1038 'Life Insurance Business' ('AASB 1038') 
the buy-back of Association's interest in NRMA Sales & Service Pty Limited and is effective for periods ending on or after 31 December 1999. Hence, the financial 
NRMA Information Services Pty Limited on 4 March 1999. statements of.Consolidated Insurance do not currently consolidate NRMA Life 

(ii) In order to reflect the,ongoing results of Insurance adjustments have been made to Insurance Limited in ,accordance with AASB 1038. However, to achieve some 
eliminate one-off expense items included in the 30 June 1999 and 30 June 1998 illustration of the impact on total assets and total liabilities of the AASB 1038 
financial statements. The principal adjustments include: requirement to consolidate statutory ('policyholder') funds on a line by line basis, the 

costs of preparing the Proposal incurred to 30 June 1999, totalling $14.1 million assets and liabilities of Consolidated NRMA Group have been grossed up for the value 

after tax; and of statutory fund assets and liabilities. This has been recognised by way of a one line 

a $13.8 million asset representing the deferral of costs of acquisition of mortgage entry in assets ('Interest in NRMA Life Statutory Funds Assets') and liabilities ('Interest 

and unit trust business was recognised in respect of NRMA Building Society in NRMA Life Statutory Funds Liabilities'). The adjustments do not have any impact 

Limited and NRMA Financial Management Limited in the 30 June 1999 financial upon profit and loss and do not represent full compliance with AASB 1038 but 

statements of insurance, ln order to maintain comparability, the Restated ~ i ~ ~ ~ ~ i ~ l  provide users of the Financial lnformation with an illustration of the balance sheet 

lnformation of lnsurance for the year ended 30 June 1998 has been adjusted to impact. 

recognise an asset of $7.7 million representing the deferrable acquisition costs 
of NRMA Building Society Limited and NRMA Financial Management Limited as 
at 30 June 1998. 



SECTION 1 1. FINANCIAL INFORMATION 

Consolidated lnsurance and NlGL 
Notes to the Restated and Pro forma Financial Information for the years ended 30 June 1999 and 30 June 1998 

1 Details of principal accounting policies specific to the Restated Financial lnformation of lnsurance 
Except where stated, the Restated and Pro forma Flnanclal lnformatlon of lnsurance and NlGL has been prepared on a bas~s consistent wlth the Accounting Pollcles as 
described In Note 1 of the flnanclal statements of lnsurance for the year ended 30 June 1999. 

3 0  June 1999 3 0  June 1998 
Restated Pro forma Restated Pro forma 

Consol~dated Consolidated Consolidated Consol~dated 
Insurance NlGL Insurance NlGL 

$m $m $m . $m 

2 Revenue - . - .  
(a) General insurance revenue 

Premium Income 2,208.4 ' 2,208.4 2,041.1 2,041.1 
Movement ~n unearned premium reserve . . (94.9) (94.9) (141.0) (141.0) 

Premium revenue 2,1135,  2,1135 1,900.1 1,900.1 

Direct premium 2,047.0 -2 2,047.0 1,741 3 1,741.3 
Inwards relnsurance premium 66.5 3 ' 66.5 158.8 158 8 - ? 

2,113.5 2,113 5 1,900.1 1,900 1 

Relnsurance recover~es 297.0 297 0 (2 0) (2.0) 
Other recoveries 217.0 217.0 178 2 178 2 

(b) Investment revenue . I  

D~v~dend income 850 , j 81 5 86 1 85.1 
Interest lncorne 204 7 v ;  - 199.2 196.8 193 6 
Rental income 8 5  8.5 6 0  6.0 
Trust lncome 9.1 8 3 13 4 12.8 

Investment lncome 307.3 297.5 3U2.3 297.5 
Real~sed and unreallsed galns on changes In net market values of Investments 376.0 376 0 8.3 8 3 

683.3 . 673.5 310.6 305 8 

(c) Revenue from outside operating activities i 

Interest lncome on loans 89.9 , , 89.9 58.6 58.6 
Other lncorne 97.7 106.4 57.1 58.5 
Llfe insurance proflt 11.3 11.3 10 0 10.0 

Other operating revenue 1989 1 207 6 125.7 127 1 
Proceeds from d~sposal of assets 1.3 , 1.3 0.2 0.2 

200.2 . 208.9 125.9 127.3 

Total revenue 3,511.0 3,509 9 2,512 8 2,509.4 

3 Abnormal ~tem 
Increase In outstanding clalms provlslonlng for GST 56 1 . 56 1 - - 
Appl~ca ble lncorne tax (20 2) (20 2) - - 

35 9 35 9 - - 



SECTION 11. FINANCIAL INFORMATION 

Consolidated lnsurance and NlGL 
Notes to the Restated and Pro forma Financial Information for the years ended 30 June 7999 and 30 June 7998 

30 June 1999 30 June 1998 
Restated Pro forma Restated Pro forma 

Consolidated Consolidated Consol~dated Consolidated 
Insurance NlGL Insurance NlGL 

$m $m $m $m 

4 lncome tax 
(a) The prima facie tax on the operating profit and extraordinary item differs from the 

income tax provided in the financial information and is reconciled as follows: 

Operating profit and extraordinary item before income tax 391.6 383.9 118.8 62.8 

Prima facie tax thereon at 36% 141.0 138.2 42.8 22.6 
Net tax effect of permanent differences (45.2) (45.1) (21.3) (4.8) 

Income tax expense attributable to current year 95.8 93.1 21.5 17.8 
Adjustment to prior year (1.5) (1.5) 0.2 0.2 

Income tax expense attributable to operating profit and extraordinary item 94.3 91.6 21.7 - - 18.0 

(b) . The potential future income tax benefits relating to tax losses not brought to account are: - - 1.4 1.4 

The benefits will only be obtained if: 
(i) the economic entity derives future assessable income of a nature and of an amount sufficient to enable the benefits from the deductions for the losses and timing differences 

to be realised; 
(ii) the economic entity continues to comply with the conditions for deductibility imposed by tax legislation; and 
(iii)no changes in tax legislation adversely affect the economic entity in realising the benefits from the deductions for the losses. 

5 Extraordinary item 
Estimated costs of listing NlGL of $45.8 million net of tax have been incorporated in the Pro forma Consolidated NlGL results for the year ended 30 June 1'998. The costs of 
developing and implementing the Proposal up to the Insurance Demutualisation have not been included in the Pro Forma and Restated accounts because, if the Proposal had been 
implemented by 1 July 1997, these costs would have been incurred in the year ended 30 June 1997 (see page 146). 

6 Current assets - receivables 
Secured loan, leases and loan agreements 102.4 102.4 101.9 101.9 
Unearned finance income (11.6) (11.6) - 

90.8 90.8 101.9 101.9 
Trade debtors 133.0 133.0 .. 42.3 42.3 
Amounts receivable from related bodies corporate 7.8 7.8 2.0 2.0 
Claims recoveries 119.0 119.0 93.4 93.4 
Reinsurance recoveries 244.4 244.4 5.1 , 5.1 
Premium receivable 269.9 269.9 169.5 169.5 
Other receivables 75.8 75.8 65.1 65.1 

940.7 940.7 479.3 479.3 

7 Current assets - investments 
Quoted 
Government and semi-government stocks and bonds 
Shares in other parties 
Options for shares 
Unit trusts 0.9 0.9 5.1 5.1 

44.3 43.1 18.3 18.1 

Unquoted 
Shares in other parties 
Deposits in other parties 
Commercial bills 
Other investments 
Unearned income (0.1) (0.1) (0.1) (0.1) 
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I SECTION 1 1. FINANCIAL INFORMATION 

Consolidated Insurance and NlGL 
Notes to the Restated and Pro forma Financial Information for the years ended 3 0  June 1999 and 30  June 1998 . , 

3 0  June 1999 3 0  June 1998 
Restated Pro forma Restated Pro forma 

Consolidated Consolldated Consolldated Consolidated 
l nsurance NlGL lnsurance NlGL 

$m $m $m $m 

8 Non-current assets - receivables 
Secured loans, leases and loan agreements 
Unearned f~nance lncorne (13.6) (13.6) - 

1,085.5 1,085 5 887 0 887 0 
Clalms recoverles . 139 5 \ 139 5 122 7 122 7 
Re~nsurance recoveries 68.3 68 3 7.8 7.8 
Premlums rece~vable * 40 :  4 0  - - 

1,297.3 1,297 3 1,017 5 1,017.5 

9 Non-current assets - investments 
Quoted 
Government and seml-government stocks and bonds 1,401.1 1,364.7 1,188.7 1,175.3 
Shares ~n other part~es 2,638.7 2,570.2 2,395 8 2,368 9 
Unlt trusts 31.2 30.3 51.0 50 4 

4,071 0 3,965.2 3,635.5 3,594 6 

Unquoted i 

Government and semi-governmynt stocks and bonds - - 485 4 479 8 
Shares ~n other parties 12 0 11 6 15 5 15 3 
Shares ~n related entitles - - 75 4 75 4 
Unlt trusts 3 3  , 3 2 4 8  4 9 
Depos~ts ~n other partles 353 2 344 1 69 6 68 9 
Un~ts In NRMA Investment Management Cash Management Trust 30 9 30 1 - 
Loans to related bodles corporate - 15 8 15 6 
Interest ln securltlsed assets 58 9 57 3 15 4 15 2 
Other ~nvestments 143 7 140 0 38 8 38 4 
Unearned income .. (0 51, ,(o 5) (1 3) (1 3) 

601.5 585 8 719.4 712 2 

Freehold propert~es 50.6 50 6 127.6 127 6 
Leasehold properties 9.0 9.0 12 8 12.8 

59.6 59.6 140 4 140.4 

4,732.1 . . 4,610.6 4,495.3 4,447.2 

10 Non-current assets - future Income tax benefits 
Relat~ng to 
-tax losses carrled forward i 69 9 69 9 99 0 99 0 
- other 132 8 132.8 80 0 80 0 

11 Non-current assets - other 
Goodwlll - at cost 48 0 48 0 27 8 27 8 
Accumulated amortlsatlon (3141, '  (314)' (6 3) (6 3) 

16.6 ' 16 6 21 5 21 5 
Deferred acqu~s~t~ons costs - 5 9 5 9 5 4 5 4 
Prepayments 0 3 0 3 - 
Excess of net market value of an lnterest ~n a controlled ent~ty 297 5 297.5 - 

3203 1 320.3 26.9 26.9 



SECTION 1 1. FINANCIAL INFORMATION 

Consolidated lnsurance and N IGL 
Notes to the Restated and Pro forma Financial Information for the years ended 3 0  June 1999 and 3 0  June 1998 

30 June 1999 30 June 1998 
Restated Pro forma Restated Pro forma 

Consolidated Consolidated Consolidated Consolidated 
Insurance NlGL Insurance NlGL 

$m $m $m $m 

12 Current liabilities - accounts payable 
Trade creditors 298.9 298.8 354.0 354.0 
Other creditors 67.8 67.8 80.6 80.6 
Dividends payable - 94.2 - 94.2 
Amounts payable to related bodies corporate 0.3 0.4 14.5 . 14.5 

367.0 461.2 449.1 543.3 

13 Current liabilities - borrowings 
Bank bills 25.0 25.0 300.0 300.0 
Bank loan - - 17.0 17.0 
Debenture stock 32.2 32.2 29.8 29.8 
Promissory notes 563.9 563.9 351.8 351.8 
Short-term borrowings - - 0.1 0.1 

14 Current liabilities - provisions 
Taxation 
Employee entitlements 

15 Non-current liabilities - provisions 
Deferred taxation 258.5 258.5 196.9 196.9 
Employee entitlements 16.5 16.5 11.8 11.8 

275.0 275.0 208.7 208.7 

16 Share capital 
Issued and paid up capital - 2,323.6 - - - - 2,323.6 

The Pro forma Financial lnformation has been prepared assuming that NlGL was incorporated on 1 July 1997 and lnsurance was demutualised in accordance with the terms of 
the Proposal as outlined in pages 4 to 16. Upon incorporation 100% of the shares of NRMA lnsurance would be issued to NIGL. Should the Proposal proceed the amount of 
share capital of NlGL will be recorded as the total value of net assets of Insurance as recorded in the accounts at date of acquisition by NIGL. NlGL has received conditional 
relief from ASlC dated 14 February 2000 permitting the distribution of 20% of pre-acquisition reserves which, whilst not being in accordance with accepted acquisition 
accounting principles, is considered to reflect the true substance of the transactions. .- 

17 Reserves 
General reserve 310.1 - 310 1 - 

Investment fluctuat~on reserve 1,380.3 - 1,134.4 - 
Asset revaluation reserve 66.2 263 6 48.8 - 

Distributable reserves - - - 
Capital transfer to NRMA Life Statutory Funds (12.0) (12.0) - - 

1,744.6 251.6 1,493.3 - 



SECTION 1 1. FINANCIAL INFORMATION 

Consolidated Insurance and NlGL 9 

Notes to the Restated and Pro forma Financial Information for the years ended 30 lune 1999 and 30 lune 1998 
! 

30 June 1999 30 June 1998 
Restated Pro forma Restated Pro forma 

Consolldated Consolldated Consolldated Consolldated 
Insurance 8 NlGL Insurance NlGL 

$m $m $m $m 

18 Business acquired 
Details of acquisitions made during the years ended 30 June 1998 and 30 June 1999 are as follows (30 June 1999 amounts relate to the acquisition of SGlO 1nsurance.Limited 
and 30 June 1998 comparatives relate to the acquisition of NRMA Building Society Limited and NRMA Finance Limited): . 

Consideration - cash 440.8 440.8 74.5 74.5 

Fair value of net assets of entity acquired: 
Cash 36.1 36.1 78.1 78.1 
Receivables 104.6 104.6 2.2 2.2 
Loans - ,  - 751.9 751.9 
Investments 421.3 421.3 5.4 5.4 
Plant and equipment 10.2 a 10.2 0.6 0.6 
Deposits -. - 0.1 0.1 
Accounts payable (39.5) , .(39.5) (553.1) (553.1) 
Borrowings 

J - - (16.7) (16.7) 
Provisions (22.9) (22.9) (174.4) (174.4) 
Unearned premium (144.5) (144.5) (1.1) (1.1) 
Outstanding claims (292.5) (292.5) (33.1) (33.1) 
Loans - (13.0) (13.0) - 
Other 70.5, 70.5 (0.2) (0.2) 

143.3, . 143.3 46.7 46.7 
Excess of net market value of an interest in a controlled entitylgoodwill . 297.5 . 297.5 27.8 27.8 

440.8 , 440.8 74.5 74.5 

Outflow of cash to acquire SGlO lnsurance Limited (30 June 1998: 
NRMA Building Society Limited and NRMA Finance Limited), net of cash acquired: 

Cash consideration (440.8) (440.8) (74.5) (74.5) 
Less: Cash balance acquired 36.1 36.1 78.1 78.1 

(0utflow)linflow of cash (404.7) i (404.7) 3.6 3.6 

i 

19 Contingencies No entries have been recorded in the profit and loss statement for the current, 

(a) Insurance has undertaken to provide financial support to two controlled entities, financial year on the basis of this rescission. No net profit was recorded in the prior 
financial year. t NRMA Woden Pty Limited and Taglink Pty Limited, to meet their liabilities. As at 

30 June 1999, NRMA Woden Pty Limited had no liabilities other than to Insurance A letter of credit held by the ceding insurer was exercised in July 1999 for 
and Taglink Pty Limited had no liabilities. .$56.2 million. The company holds cash of $16.4 million and a letter of credit for 

(b) NRMA lnsurance Limited has guaranteed the obligations of NRMA Building Society $38.1 million as security if lnsurance is successful in its claim. 

Limited under its commercial paper on medium-term note program. The program Due to the inaccuracy of the financial information received from the ceding insurer it 
limit is $750 million (1998: $750 million) and the face value of the notes on issue is not possible to quantify the potential financial exposures. However, whilst Insurance 
30 June 1999 was $570 million (1998: $355 million). believes its case is strong, it also considers that it is unlikely that the potential 

(C) In the normal course of its operations, lnsurance entered a quota share reinsurance amounts in dispute will be material to Insurance's operations. 

contract with a US insurer for one year on l July 1997. Notice of rescission has been I 

issued by the company in respect of this contract on the basis that the ceding insurer 
fraudulently induced the company to enter the contract by, amongst other things, 
withholding sensitive or criminal information as well as providing financial information , , !.' 
and explanations which it knew to be false. A Statement of Claim has been lodged 
against the ceding insurer and other parties. 
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1 1.4 Assumptions used in preparing 
the Financial lnformation 
In preparing the Restated and Pro forma Financial lnformation of Association and . 
lnsurance it has been necessary to adopt a number of assumptions. Outlined below are 
the principal assumptions that have been applied. 

Restated Financial lnformation assumptions 
Group restructuring 
The following corporate reorganisations have occurred within the NRMA Group since 
30 June 1997: 

on 6 January 1999, Association disposed of its interest in 'NRMA Life Limited through 
a share buy-back, leaving NRMA Life Limited a 100% controlled entity of Insurance; 
on 30 June 1999, NRMA Building Society Limited acquired the ownership interests of 
lnsurance and Association in NRMA Finance Limited. Consideration was based upon 
net asset value at the time of disposal; and 
on 4 March 1999, Association disposed of its interests in two non-trading entities, 
NRMA Sales & Sewice Pty Limited and NRMA lnformation Services Pty Limited, 
through a share buy-back. Both entities are thus 100% controlled entities of 
Insurance. 

For the purposes of the Restated Financial Information these transactions were assumed 
to occur on 30 June 1997. The financial effect was determined using the actual 
transactions as a guide. 

NRMA Life Limited buy-back 
In order to record the buy-back of Association's interest in NRMA Life Limited on 
30 June 1997, the 6 January 1999 market valuation of NRMA Life Limited was reduced 
by the amount of shareholder and statutory fund profits for the year ended 30 June 1998 
and the six months ended 31 December 1998. 

Impact of adjustments on the balance of investments and investment earnings 
Where adjustments made to the Restated Financial lnformat~on involve a cash 
movement, the following was assumed: 

the adjustments were allocated to investments in the same proportions as actual 
investment holdings at the end of the relevant year; 
an Increase or decrease in investment income was calculated on the value of the 
adjustment based on the actual rates of return achieved by the particular entity in the 
relevant year. The rates applied were: 

Year ended Association Insurance 

3 0  June 1998 4.84% 9.43% 

30 June 1999 14.04% 7.06% 
The subsequent adjustment to particular investment revenue items in the profit and 
loss was determined based on the weighting of the investments in the underlying 
portfolio. 

Members should note that the rates of return used are historical short-term rates of 
return. Short-term rates can fluctuate from one year to the next, due to changes in 
market conditions and the economic cycle, and are not reflective of the long-term 
rates of return generated by large well-diversified investment portfolios such as those 
held by Association and Insurance; and 
the tax expensetbenefit that arises from the notional investment income was 
calculated at the actual effective tax rate on investment income of Association 
(1998: 23%, 1999: 20%). In the case of lnsurance the rate applicable to investment 
income of 36% was used for 1998 and 1999. 

These treatments regarding adjustments to investment balances, investment income and 
taxation were applied consistently in preparing both the Restated and Pro forma 
Financial Information. 

Pro forma Financial lnformation assumptions 
Association's shareholding in NIGL 
Under the Proposal, NlGL will issue 10% of total share capital to Association. For the 
purposes of the Pro forma Financial lnformation it is assumed that 80% of this 
shareholding will be sold immediately following receipt of the share capital. 

The Pro forma Financial lnformation assumes that the Proposal was implemented on 
1 July 1997. The valuation of Association's shareholding in NlGL as at 30 June 1997 
and 30 June 1998 was determined using an lnsurance market value of $3.6 billion as at . 
30 June 1999 as the basis for the value. This value was adjusted to keep the ratio of 
market value to net tangible assets constant as at 30 June 1997 and 30 June 1998. 

NIGL dividends 
The following assumptions were made regarding NlGCs dividend policy: 

NlGL declared dividends for the years ended 30 June 1998 and 30 June 1999 
representing 50% of the average lnsurance operating profit after tax and before 
abnormal and extraordinary items over the five years up to and including 30 June 
1999; 
dividends were paid midway through the year following declaration; and 
the dividends were 50% franked. 

Members should note that whilst the NlGL Board anticipates paying dividends, the 
amount of dividend paid will depend on the lnsurance Group's performance. 

Business Relationship Agreements 
The Business Relationship Agreements are summarised on pages 139 to 145 and 
incorporate a cap on'the amount of the distribution recharge payable by Association to 
Insurance. The forecasts used as a basis for estimating the financial impact of the 
Business Relationship Agreements for the years ending 30 June 2000 and 2001 
incorporate expected hcreases in business volumes, revenues and expenses and hence 
distribution costs. The agreements have taken these increases into account with the cap 
on the distribution recharge set at 10% of Association product revenues in the first year, 
increasing to 15% by the end of the third year. 

In order to provide a commercially realistic estimate of the financial impact of the 
Business Relationship Agreements for the years ended 30 June 1998 and 30 June 1999 
it was necessary to make assumptions regarding the appropriate amount of the cap. For 
the purposes of the Pro forma Financial lnformation the cap was assumed to be 6% for 
the year ended 30 June 1998 and 8% for the year ended 30 June 1999. These reduced 
caps recognise the gradual movement from a cost recovery basis to a more commercial 
footing. This has been graduated to ease the impact on Association. 
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1 1.5 Investigating Accountant's Report . 
The Boards 
NRMA Lm~ted 
NRMA Insurance Llm~ted ' A  

388 George Street 
Sydney NSW 2000 

Dear Boards, 

Introduction 
This report has been prepared at the request of the Boards for inclusion in the 
lnformation Memorandum ('IM') which is being sent to the members of Association and 
lnsurance for the purpose of providing the Members with sufficient information to enable 
them to vote on the Proposal. 

The Financial lnformation on pages 100 to 118 has been prepared by Association and 
lnsurance in order to assist Members in reaching a decision in relation to the Proposal 
set out in the IM. The respective boards of Association and lnsurance are responsible for 
the preparation and presentation of this information. 

Financial Information 
Restated Financial lnformation 
The Restated Financial Information is presented on pages 100 to 118 and comprises: 

restated con'solidated profit and loss statements of Association, NRMA Group and 
lnsurance for the years ended 30 June 1999 and 30 June 1998; 
restated consolidated balance sheets of Association, NRMA Group and lnsurance at 
30 June 1999 and 30 June 1998; and 
a reconciliation of the Restated Financial lnformation for the years ended 30 June 
1999 and 30 June 1998 to that disclosed in the financial statements of Association 
and Insurance. 

This information has been derived from the financial statements of Association and 
lnsurance for the years ended 30 June 1999 and 30 June 1998 which have been 
restated: 

to eliminate the effects of significant non-recurring revenue and expense items; 
to reflect the corporate restructuring and reorganisation that has taken place 
independently of the Proposal as outlined on pages 104 and 112; and 
to reflect the impact of changes to Accounting Standards and NRMA accounting 
policy. 

In addition, the financial statements have also been reformatted to enhance 
comparability between the years. 

Pro forma Financial lnformation 
The Pro forma Financial lnformation of Association and NlGL is presented on pages 100 
to 118 and comprises: 

consolidated pro forrna profit and loss statements for the years ended 30 June 1999 
and.30 June 1998; 
consolidated pro forma balance sheets as at 30 June 1999 and 30 June 1998;md 
a reconciliation of the 30 June 1999 and 30 June 1998 Pro forrna Financial 
lnformation to the 30 June 1999 and 30 June 1998 Restated Financial Information. 

The Pro forma Financial .Information of Association has been derived from the ~ei ta ted 
Financial lnformation of Association and its controll.ed entities, for the years ended 
30 June 1999 and 30 June 1998. The Pro forma Financial lnformation of NlGL has been 
derived from the Restated Financial lnformation of lnsurance and its controlled entities, 
for the years ended 30 June 1999 and 30 June 1998. This information has then been 
adjusted based on the assumption that the transactions, including various contractual 
arrangements between Association and NlGL necessary to implement the Proposal 
summarised on pages 139 to 145, had taken place at 1 July 1997. 

Scope of our review 
KPMG has audited the financial statem'ents of NRMA Group, Association and lnsurance 
for the years ended 30 June 1999 and 30 June 1998 and has issued unqualified audit 
reports. Those financial statements and opinions are not included in this IM. 

For the purposes of this IM, we have reviewed themfinancial lnformation set out on. 
pages 100 to 118 in accordance with Australian Auditing Standards applicable to review 
engagements. These procedures included: 

, determining the suitability of the financial statements of Association and lnsurance for 
the years ended 30 June 1999 and 30 June 1998 as the basis for the Restated and 
Pro forma Financial Information; 
reviewing unaudited management information, including management reports and 
reports by independent experts, analytical review procedures and discussions with 
senior management and the respective Boards; .' 
reviewing the adjustments, and the assumptions on which these are based, used to 
derive the Restated Financial lnformation to ensure these appropriately reflect current 
accounting and actuarial standards, current corporate accounting policies, the impact 
of revisions to significant accounting'estimates, the restructure of operations that 
occurred independently of the Proposal and the exclusion of the impact of certain 
abnormal and non-recurring items; 
reviewing the adjustments, and.the assumptions on which these are based, used to 
derive the Pro forma Financial Information; and 
considering material items, transactions and events subsequent to 30 June 1999 to. 
the date of this report, 

We have conducted this review in order40 state whether, as a result of our review, 
anything came to our attention that would cause us to believe that the Financial 
lnformation has not been properly drawn up so as to preient fairly, in accordance with 
the basis of preparation, assumptions and accou'nting policies as set out on pages 100 
to 118: 

the Restated Financial lnformation of NRMA Group, Association and Insurance; and 
the Pro.forma Financial lnformation of Association and NIGL. 

These review procedures do not constitute an audit. Consequently, we do not express an 
audit opinion on the Financial lnformation set out on pages 100 to 118. 

The Financial lnformation has been prepared by the Directors of NRMA for inclusion in 
the IM to the Members. We disclaim any assumption of responsibility for any reliance on 
this review report or on the information to which it.relates to any person other than the . , 

Members. - .  

Statemenf of opinion , . 

As a result of our review, which was not an audit, nothing came to our attention that 
would cau.se us to believe that the Financial lnformation has not been properly drawn up 
so as to present fairly the Restated Financial lnformation of NRMA Group, Association 
and lnsurance and the Pro forrna Financial,lnformation of Association and NlGL in 
accordance with.the bases of preparation, assumptions and accounting policies set out 
in Sections 11.2 to 11.4 and the financial statements of Association and lnsurance for 
the years ended 30 June 1999 and 30 June 1998. 

Significant subsequent events 
We are not aware of events occurring In tve ~ n t e ~ a l  between 30 June 1999 and the date of 
thls report whlch materially affect the F~rianc~al lnformat~on set out on pages 100 to 118 

Independence t 

KPMG has nointerest in the outcome of the Proposal other than in connection with the 
preparation of this report, the provision of finance and accounting advice inrelation to 
the Proposal and the inclusion of a partner of KPMG as a member of the Review Panel, 
for which normal professional fees will be received. Individual partners of KPMG may, as 
a result of being Members of Association or Insurance, participate on the basis outlined 
in the IM but will be required under KPMG independence policies to dispose of any 
shares in NIGL. ' 

Yours faithfully 

Dr Andries TerblanchC lan Jedlin 

.~ Partner . . Partner 
KPMG KPMG 
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12. Consulting 
Actuary's report 

PricewaterhouseCoopers 
Securities Ltd 
ACN 003 311 61 7 
Holder of dealer's Licence No 11 203 

The Directors 
NRMA Limited 
388 George Street 
Sydney NSW 2000 

The Directors 
NRMA lnsurance Limited 
388 George Street 
Sydney NSW 2000 

14 February 2000 

Subject: CONSULTING ACTUARY'S REPORT 
Ladies and Gentlemen 

1 Background and Scope 

l. l Introduction 
You have requested us to provide this Report in connection with the proposed 
demutualisation of NRMA lnsurance Limited (Insurance) and the related corporate 
restructuring of the NRMA Group (the Proposal). It is important to note that under the 
Proposal, NRMA Limited (Association) retains its mutual status. This Report has been 
prepared for inclusion in the Information Memorandum to be issued to Members of 
Association and Members of lnsurance in respect of the Proposal and uses terms 
consistent with those defined in the Glossary on page 155 of the lnformation 
Memorandum. 

1.2 Scope of Work 
The scope of our work is to provide: 

an actuarial opinion on the effect of the Proposal on the financial security of 
lnsurance Policyholders' benefits; 
an actuarial opinion on the effect of the Proposal on the interests of Association 
Members and lnsurance Members; and 
a recommended methodology for the allocation of the value to be distributed under 
the Proposal in exchange for relinquishing Membership rights in Insurance. 

This Report sets out our opinions and recommendations in the following sections: 

1. Background and Scope 
2. Summary of Opinions and Conclusions 
3. Summary of the Proposal 
4. Policyholders' Security and Association's Financial Viability 
5. Allocation of Entitlements 
6. Reliances, Disclosures and Consents 

Appendix 1 - Principles of Allocation of Entitlements 
Appendix 2 - Additional Actuarial Assessments 
Appendix 3 - Taxation and Social Security Benefits - Implications for Members 
Appendix 4 - lnsurance and Financial Services Trade Marks 

2 Summary of Opinions and Conclusions 

2.1 Approach 
In assessing the effect of the Proposal (see Section 3 of this Report), we have considered 
separately the interests of Association, Association Members, lnsurance Members and 

Darling Park Tower 2 
201 Sussex Street 
GPO Box 2650 
SYDNEY NSW 11 71 
Telephone (02) 8266 0000 
Facsimile (02) 8266 9999 
OX 77 Sydney 

Policyholders of lnsurance (Policyholders). It should be noted that the interests of 
Members (whether of Association or of lnsurance or of both Association and Insurance) 
are not necessarily the same as each other or the same as their interests as 
Policyholders, even though the majority of Association Members and lnsurance Members 
are also Policyholders. 

The effect of the Proposal on the security of Policyholder benefits has been assessed by 
considering the effect of the Proposal on lnsurance itself and the NRMA Group as a 
whole. In particular, we have considered the impact of the Proposal on the capital 
available, including future retained earnings, to meet current obligations and to continue 
normal business operations, including implementing current business plans. . 
In order to calculate the Group's requirements for capital we have first assessed the 
appropriateness and soundness of the provisions for outstanding claims of lnsurance and 
SGIO Australia Limited (SGIO) to ensure they form a suitable base on which to calculate 
capital needs. 

Given its financial significance as a part of the Group we have also completed an 
appraisal valuation of NRMA Life Limited (NRMA Life) and considered the effect of the 
acquisition of SGIO on the NRMA Group's capital needs. In addition, we have assessed 
the financial position of the Group employee superannuation funds so as to ascertain the 
current level of funding and estimated required employer contribution rates going 
forward. These items are dealt with in detail in Appendix 2 of this Report. 

We have also assessed the ongoing financial viability of Association because under the 
Proposal, Association retains its mutual status and Association Members retain their 
interests in Association. 

In assessing the effect of the Proposal on Members' interests, we have considered the 
extent and form of benefits that are being offered in exchange for giving up Membership 
rights in lnsurance (including Association's special Membership rights in Insurance) and 
the proposed basis of allocation of shares in the proposed new holding company for 
insurance (NIGL). We have also considered in our assessment the rights of ownership of 
shares in a publicly listed company compared to the rights attaching to membership of a 
mutual organisation. 

In determining the recommended methodology for the allocation of value to be distributed 
under the terms of the Proposal, we have had regard to the following parties in 
determining the commercial basis upon which the allocation of value should take place: 

Association (as a Member of Insurance), 
Members of lnsurance generally, and 
Members of Association. 

Accordingly, this Report refers to the allocation of value to Members of Association. 
However, it is acknowledged that as a matter of strict legal form, shares in NIGL will be 
allocated only to persons who are Members of lnsurance at the time of demutualisat~on. 
This will include Members of Association who become Members of lnsurance 
immediately prior to its demutualisation under the terms of the Proposal. 

The recommended allocation methodology was determined by assessing and comparing 
the rights that are being relinquished and the contribution made to the value of the 
NRMA Group with the value of the consideration to be allocated using a number of 
criteria set out in this Report. 
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A summary of our opinions is set out below. However, readers of our Report should 
consider its content in its entirety. 

2.2 Policyholders' Security and Reasonable Expectations' 
We consider lnsurance Group to be finaniially strong with sound claims reserving . 

practices including significant prudential margins. In our opinion, irrespective of whether 
the Proposal is implemented or not, there is a high degree of confidence that the 
lnsurance Group's capital will be adequate to meet its obligations and continue normal 
business operations, taking into account the lnsurance Group's near term business 
plans. 

As a result of the Proposal, the lnsurance Group via NlGL would have greater' access to 
external capital through the Australian Stock Exchange which would improve its future 
financial flexibility. The proposed allocation of 10% of NlGL's shares to Association does 
not dilute the net assets of lnsurance Group and therefore does not reduce its financial 
strength. 

Although under the Proposal there will be increased net cash outflows from lnsurance in 
the form of dividends to shareholders of NIGL, the level of dividends paid out will be 
dependent upon future levels of profitability and therefore dividends would not be paid if 
there were any doubt about the adequacy of the remaining capital. 

The Proposal does not involve any change in the operating policies of lnsurance with 
respect to underwriting, premium rate setting or the payment of claims in its various 
insurance businesses compared to the position that would prevail if the Proposal does 
not proceed. 

In our view, Policyholders' security and reasonable expectations will not be prejudiced 
and will be adequately protected if the Proposal is approved and implemented. 

2.3 Members' Interests , 

Association Members 
In summary, the Proposal prov~des for Assoclatlon and lnsurance to become separately 
governed entlt~es wlth Buslness Relat~onsh~p Agreements governing the commerc~al 
terms of future lnteractlon between the two' If the Proposal 1s approved and 
lmplemented, Assoc~at~on w~ll operate wlth a hlgher net ongolng cost base than at 
present 

However, for the purposes of this Report, and in the light of Association's budgets and 
Board resolutions, we have assumed that Association should be able to demonstrate the- 
financial capacity to continue to provide benefits and services at their current levels 
whilst holding member subscription rates fixed until 30 June 2001 (other than for the 
effect of the introduction of the new Goods and Services Tax (GST)), and thereafter only 
increasing member subscription rates in line with the Consumer Price Index (CPI). 

Under the terms of the Proposal, Association will receive an allocation of 10% of the 
shares to be issued by NlGL to enable Association to fulfil the above objective and 
maintain its long term financ~al viability. 

We have assessed that if the Proposal is implemented, allowing for the effects of the 
Business Relationship Agreements and the allocation of 10% of NlGL's shares, there is a 
higher degree of confidence in the ongoing financia1,viability of Association and its ability 
to fulfil the above objective than under the existing budgets and structure. Therefore, we 
have concluded that the Proposal will have no adverse financial effect on the interests of 
Association Members in Association. 

Under the terms of the Proposal, Association Members will, in addition to retaining their 
rights as Association Members, receive shares in NlGL an'd Association gives up special 
rights it enjoys-as a Member of. lnsurance and enters into the BusinessRe!ationship 
Agreements which include provision for the assignment of certain trade marks from 
Association to Insurance. 

In our opinion, the Proposal has been structured on a fair and reasonable basis from the 
perspective of Association Members. 

lnsurance Members 
In our opinion, lnsurance Members' interests as Policyholders of lnsurance will not be 
prejudiced and, will be adequately protected if the Proposal is approved and 
implemented. 

lnsurance Members will receive shares in NlGL in exchange for giving up their rights as 
Members of Insurance. 

In our opin~on, this exchange of rights has been structured on a fair-and reasonable 
basis. 

Association and lnsurance Members 
The impact of the Proposal on individual Member's interests will depend upon their own 
individual circumstances with respect to taxation and social security benefit entitlements. 
A general description of the implications of these factors is set out in Appendix 3 to this 
Report. 

Members will need to conslder the effect of these taxatlon and soclal securlty matters on 
thelr own lndlv~dual circumstances to fully understand the effect of the Proposal on thew 
own Interests 

2.4 Share Allocat~on to Members 
Form of Benefits in Exchange for Membership 
If the Proposal IS approved and lmplemented, Associat~on and lnsurance Members will 
ultimately rellnqu~sh thelr Membership of Insurance. In exchange, Assoc~at~on Itself, 

Association ~ k m b e r s  and lnsurance  embers will be allocated shares in NIGL. It isour 
opinion that the issue of shares in NlGL to Association, Association Members and 
lnsurance Members is an appropriate.means of conveying the value of the interests 
relinquished to the recipients. . i 
Basis of Allocation of Shares to   embers 
We recommend that the allocation of shares in NlGL to Association, Association 
Membeis and lnsurance Members proceed on the basis set out in Sections 5.8 to 5.11 
of this Report. In our opinion, this basis is fair and reasonable: 
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3 Summary of the Proposal 
In summary, the Proposal entails implementing the following key steps: 

in~or~orating'a new holding company for lnsurance limited .by shares (NIGL); 
completing amendments to the constitutions of both Association and lnsurance to, 
amongst other things, separate the,two entities and allow Association Members who 
are not already lnsurance Members (Association Only Members! to temporarily 
become lnsurance Members; , 

* pursuant to a Scheme of ~ r r a n ~ e i e n t ,  granting Membership of lnsurance to 
Association Only Members; ' 

pursuant to a statutory demutualisation, extinguishing all Membership of lnsurance in 
return for which lnsurance Members (including Association) receive shares in NIGL 
which, in turn, acquires Insurance; and 
NlGL applying to be listed on the Australian Stock Exchange. 

Further details on implementing the Proposal are shown in Section 6 of the Information 
Memorandum. Note that Association retains its mutual status throughout. 

4 Policyholders' Security and Association's 
Financial Viability 

i 
4.1 Basis for Opinion on Policyholders' Security 
In order to form our opinion on the effzct of the Proposal on the financial security of - 
lnsurance Policyholders' benefits we'hbve considered the impact of the Proposal on the 
capital available, including future retained earnings, to meet current obligations and to . 
continue normal business operations, including implementing current business plans. 

All financial institutions need to be able to demonstrate that they have adequate capital 
to support their obligations so as to maintain the confidence of their present and future 
customers. For insurers, there are statutory minimum levels of capital that must be held. 
However, an insurer will generally set capital above the statutory minimum so as to 
provide a cushion against adverse experience, reflecting the uncertainty and variability 
inherent in the business of insurance. 

The process of assessing an organisation's capital requirements involves considering the 
organisation's business and its plans and the risksdhat the organisation is exposed.to 
(the inherent uncertainty and variability referred to above). Capital requirements can then 
be assessed by reference to a required' solvency confidence level. 

Capital can be broadly defined as that part of the total market value of the tangible assets 
held by an institution which is in excess of its liabilities. Other things being equal, the 
more capital a financial institution holds relative to its obligations, the more security it 
provides to its customers. 

In arriving at our assessment of the impact of the Proposal on the security of lnsurance 
Policyholders' entitlements, we have considered the capital adequacy of the NRMA 

v ,  Group and in particular: . . 
the value of the assets and liabilitie: of the Association Group and ihe lnsurance 
Group including, in particular, the appropriateness of provisions for outstanding 
insurance claims'and unearned premium income; 
the implications for Policyholders' security of the proposed corporate restricturing on 
a pro forma basis at 30 June 1999; and 
the ongoing implications for Policyholders' security of the proposed demutualisation. 

The NRMA Group Includes several companies whlch operate ~n d~fferent sectors of the 
flnanclal services Industry Each of thes'e companies requlres a certaln m~nlmum level of 
cap~tal In order for ~t to meet ~ts  current obllgat~ons and contlnue ~ t s  usual busmess 
operations It 1s also Important that each of the Assoclatlon Group and the lnsurance 
Group as well as the NRMA Group as'a whole, has sufflclent capltal to contlnue'thelr 
respective busmesses both before and after the Proposal IS approved and lmplemented 

ln>ummary,.our consideration of the adequacy of capital held by the NRMAtGroup has 
included reviewing Insurance's and SGlO's general insurance reserving policies, the 
capital required to support the general insurance business activities.and the capital 
requirements associated with the NRMA Group's other business activities? 

4.2 General lhsurance Outstanding Claims Provisions 
In order to assess the adequacy of the iap~tal held by the NRMA Group, and 
In particular the lnsurance Group, ~t IS necessary to firstly revlew the appropr~ateness and 
soundness of ~ t s  balance sheet provls~ons for outstanding clalms We have assessed the 
provlslons ~n respect of the general Insurance buslness of lnsurance and the general and 
health lnsurance busmess of SGlO as at 30 June 1999 SGlO 1s a wholly-owned 
subs~d~ary of lnsurance 
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It should be noted that the level of assets required to provide security for Policyholders' 
benefit and claim entitlements in all reasonably foreseeable circumstances is not capable 
of precise measurement. Nevertheless, the use of actuarial techniques allows for the 
expected level of future claims to be assessed within reasonable measures of probability 
thereby allowing for the provisions that need to be held to meet those claims to be ' 
estimated. 
In calculating Insurance's outstanding claims provisions, lnsurance quantifies a 'central' 
estimate of its outstanding liabilities and then adds an allowance for orudential margins. 
The central estimates incrude no particular margin for conservatism.'~echnicall~, they are 
the statistical expectations (or mean values) of the relevant amounts of liability. As such, 
they have a probability of adequacy in the order of 50%. The prudential margins are 
added to achieve a higher target probability of adequacy for the claims provisions and to 
allow for matters not included in the actuarial models used to establish the central 
estimates. 

The size of the prudential margins are, like capital requirements, dependent upon the 
desired level of confidence in their adequacy and the level of variability of claims 
experience. The lnsurance basis for prudential margin setting for the combined 
businesses of lnsurance and SGlO is based on an assumed probability of adequacy of 
90%. This translates to an aggregate prudential margin, when expressed as a percentage 
of the central estimate, which is 5%-10% higher than the industry average. 

lnsurance holds this higher prudential margin to reflect the specific characteristics of 
Insurance's market position. In particular ther'e are features of Insurance's business 
portfolio which increase the inherent uncertainty in overall claims experience. These 
include: 

Insurance's higher relative exposure to large claims due to the relatively lower level of 
reinsurance cover the company has operated with in the past; 
the relative significance of Compulsory Third Party (CTP) business as a proportion of 
the total book and current provisions for Insurance; and 
the high geographic concentration of Insurance's businesses in New South Wales. 

Based on our understanding of prevailing market practice and taking into account the 
profile of the businesses of lnsurance and SGIO, we have formed the view that 
management's determination, in the aggregate, of the NRMA Group's provisions for 
outstanding claims are reasonable and prudent with significant prudential margins for 
long-tail business and form a suitable base on which to assess the NRMA Group's capital 
requirements. 

Further details of our review of the provisions for outstanding claims are set out in 
Appendix 2 of this Report. 

4.3 Capital Requirements 
In order to examine the effect of the Proposal on the capital strength of the NRMA 
Group's businesses, we completed an extensive capital adequacy modelling process 'to 
test the capacity, at various levels of capitalisation, of the NRMA Group's businesses to 
withstand the impact of various business outcomes consistent with the risk exposures of 
those businesses. We have also considered the likely range of business outcomes of a 
number of scenarios and anticipated industry developments and the resultant impact on 
the Group's capital requirements. 

Capital adequacy modelling is a risk-based approach to calculating capital requirements, 
alternatively known as dynamic financial analysis, which involves the use of a computer 
model to project abbreviated financial statements which incorporate: 

the most likely outcome in terms of business volume, claims experience, investment 
return etc, faken from the Group's medium-term forecasts; and 
for the most significantrisk variables, the estimated range of possible future 
outcomes. 

The model is then projected through simulation of a large number of possible business 
outcomes to assess the effect on the financial statements. Capital requirements are then 
determined by consideration of the proportions of 'acceptable' and 'unacceptable' results 
at various levels of capitalisation. For lnsurance and SGlO an 'unacceptable' result can, 
for this purpose, be defined as not having sufficient capital to cover the required statutory 
solvency margin. 

Whilst complex, this modelling process'permitted us to test the resilience of the NRMA 
Group's capital position under different scenarios and estimate the level of any surplus 
capital held by the NRMA Group. 
There are a wide number of factors which determine the amount of capital required by 
the NRMA Group. Some of the most important of these are discussed below: 

Business scale impacts capital requirements because more capital is required as the 
business grows and liabilities increase. Hence, capital is required (historically sourced 
from the NRMA Group's retained earnings) in order for the NRMA Group to grow 
either orga'ilically or by acquisition. , 

The amount of time which elapses from the point when an insurer issues a policy and 
the average time before a claim relating to that policy is paid (the 'tail' of business) 
influences the amount of capital required. Claims in some lines of business, such as 
CTP, may not be finalised for several years after the policy is issued because it takes a 
long time for claims to develop and be resolved. On the opposite end of the spectrum 
are lines where damage is immediately apparent, such as automobile collision. 
The key point is that the insurer is less able to accurately estimate its ultimate claim 
liability for longer-tail lines of business (e.g. New South Wales CTP) and therefore 
requires more capital (on a relative basis) to support these classes. 

Diversification across lines of business and geography reduces the total amount of 
capital required because the overall volatility of results at a corporate level is reduced. 
lnsurance is currently heavily concentrated in terms of both lines of business and 
geography, although the SGlO acquisition in the year ended 30 June 1999 mitigated 
this somewhat, as will the alliance with RACV. 
More capital is required to support catastrophe-exposed lines of business (such as 
homeowners' insurance and certain types of inwards reinsurance) because the 
variance of possible outcomes is much greater than in non-catastrophe exposed lines. 
Outwards reinsurance (the transfer of insurance risk to another insurer) can reduce 
both the amount of liabilities retained by the insurer (proportional and excess of loss 
reinsurance) as well as the volatility of those liabilities (excess of loss reinsurance), 
thus reducing required capital. Size of the portfolio also reduces volatility and 
therefore capital requirements. Insurance's current CTP and catastrophe reinsurance 
retention levels are significantly higher than the industry norm. Prima facie, this will 
lead to a higher capital requirement than would otherwise be the case however, the 
larger comparative size of Insurance's portfolios must also be considered. 

Implicitly, higher risk assets (such as equities) require more capital support than lower 
risk investment assets such as bonds and cash. The Australian general insurance 
sector is not currently subject to a capital adequacy regime which distinguishes 
between asset classes, but the Australian Prudential Regulation Authority (APRA) has 
signalled an intention to introduce a new regime which does make this distinction. 
This will recognise that there are additional economic capital requirements associated 
with higher risk assets because the volatility of their market value is greater. 
These influences on capital requirements have been appropriately allowed for in our 
capital adequacy modelling work. 

4.4 Capital Adequacy Assessment for lnsurance Group 
Utilising the capital adequacy model (CAM) discussed above, we assessed the capital 
requirements of the general insurance businesses of lnsurance and SGIO. Rather than 
referring to the existing capital base, we postulated an appropriate level of confidence to 
be used to determine the implied capital requirement. The level of confidence selected is 
consistent with a default probability corresponding to Insurance's current credit agency 
ratings. 

The result was that the lnsurance Group as at 30 June 1999 should be capitalised to 
the extent that there is a 97% probability of the lnsurance Group maintaining statutory 
solvency at all times over the three year projection period (broadly equivalent to a 
solvency confidence level of 99% per annum over the three year projection period). 
In other words, lnsurance and SGlO would have enough capital so that there would only 
be a 3% chance of events occurring which would be so severe that capital would fall 
below 20% of premiums or 15% of outstanding claims (the current minimum regulatory 
requirement) at any time over the next three years. While the selection of a solvency 
confidence level is inherently subjective, we consider that this is a reasonable 
assumption leading to a high degree of financial strength. 
The financial modelling projections generally used Insurance's and SGlO's l99912000 , 

budgets as the basis for constructing the CAM projections including adopting the 
assumptions on which those budgets are based. 

We note that due to the strong financial position of the NRMA Group staff 
superannuation funds (including the SGlO staff superannuation funds) an employer 
contribution holiday is expected to be sustainable for the next 8 years, so that no 
adjustment to the budgets has been necessary in this regard. 

The budgets make allowance for the impacts of the new CTP arrangements in NSW. 
However, at the time the budgets were prepared the legislative proposals were not finalised. 
These proposals have now been enacted, and on the basis of detailed analyses, we have 
made an adjustment to the budgets used in our model to reflect the likely impacts. 

It was also assumed that: 
premium rates and business volumes would change as budgeted (other than for the 
assumed impact of GST); 
reinsurance arrangements would remain unaltered from those which applied for the 
year ended 30 June 1999 (except for the AON contract as discussed below); 
outstanding claims prudential margins would remain unaltered from those adopted at 
30 June 1999; 
investment portfolio asset mixes would be rebalanced on an annual basis to reflect 
the relevant investment mandate; 
for the purposes of modelling the capital requirements, the effective date of the 
Proposal was assumed to be 30 June 1999; 
current taxation rates and the current tax regime would apply rather than the reduced 
taxation rates that would be applicable if the government's tax reform proposals 
announced on 23 September 1999 (the Ralph Review proposals) are implemented; 
and 
if the Proposal was implemented, dividends would be distributed to'shareholders of 
NlGL equivalent to 50% of profits after tax. 

In our assessment of the capital needs of lnsurance and SGlO we have made full 
allowance for the,effects of both Insurance's and SG10's protective outwards reinsurance 
arrangements and for the effects of Insurance's inwards reinsurance business. However, 
we have added a further $100 million to our assessment of the capital requirements for 
lnsurance to make allowance for two inwards reinsurance contracts the risks associated 
with which are not capable of being represented by the CAM. This amount was arrlved at 
after detailed analysis of the two contracts and, in our assessment, is appropriate for the 
purpose of establishing capital requirements. 
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lnsurance has also effected Aggregate Stop Loss reinsurance cover through AON'with an 
effective date of 1 July 1998. This arrangement provides lnsurance with some protection 
against adverse experience on its whole account (except inwards reinsurance, new 
clasies of business and any portfolios of business acquired as part of any merger or 
takeover). The purpose of this contract is to reduce the volatility of Insurance's reported 
accounting results. 

The recent alliance between lnsurance and RACV will lead to this contract being 
renegotiated. Accordingly,-we have excluded the impact of this contract from our analysis 
of Insurance's capital needs. However, we note that, given the purpose of the contract is 
to reduce the volatility of Insurance's results, we would expect the renegotiated terms of 
the contract to be such that Insurance's capital requirements will not increase. 

Several lnsurance business plans or relevant industry developments are likely to affect 
the available andlor required capital of lnsurance in the near future. These include: 

the impact of a goods and services tax (and tax reform generally) depending upon the 
form in which it is implemented; 
the recent government approved changes to CTP insurance arrangements in NSW; . 

the recently.announced alliance with RACV; and 
the proposed entry into new markets (or growth in market share) by existing 
lnsurance businesses, including lnsurance Group's plans in respect of the upcoming 
privatisation of NSW Workers' Compensation. 

In the capital adequacy modelling work described above we have made allowance for 
each of the above at what we consider to be the most likely business outcomes, in what 
we have termed the 'base scenario'. However, because lnsurance is not yet formally 
committed to entering the NSW Workers' Compensation market, we have not included our 
estimate of the capital that would be required to enter this market in the base scenario. 

Our assessment of the capital required to support the general insurance businesses of 
lnsurance and SGlO on the base scenario, at the desired solvency confidence level, is set 
out below: 

: lnsurance 
' SGlO 

Total 1,785 

As stated earlier, diversification of exposure across lines of business and geographically 
reduces capital requirements by reducing the volatility of the overall lnsurance Group 
results. The diversification benefit gained from the common ownership of the businesses 
of lnsurance and SGlO has been incorporated in the above capital requirement 
assessment. 

The figures above represent the required capital to support the general insurance 
businesses of lnsurance and SGlO on the base scenario. Details of our assessment of the 
capital requirements associated with the recently announced alliance with RACV and 
Insurance's intentions with respect to the NSW Workers' Compensation market are set 
out in Section 4.9 of this Report. 

4.5 Capital Requirements of lnsurance Group's 
Other Businesses 
lnsurance owns and operates a number of financial services businesses other than its 
own general insurance operations and those of SGIO. These businesses include NRMA 
Life, NRMA Building Society Limited (NRMA Building Society), NRMA Finance Limited 
(NRMA Finance) and associated investment funds management and financial advisory 
businesses. 
In order to determine our assessment of the capital required for these businesses, we 
estimated their individual capital requirements based upon our view of normal market 
practice and regulatory capital requirements. Our estimate of the capital required by 
these businesses is set out below. 

NRMA Life 
The capital adequacy requirements of NRMA Life are currently determined in 
accordance with the risk-based prudential standard of the Life lnsurance Actuarial 
Standards Board (LIASB) that deals with regulatory capital adequacy. In broad terms, this 
standard covers all material insurance, asset, assetlliability mismatching and operational 
risks, and provides a buffer over and above regulatory solvency capital wliich'gives the 
company latitude to pursue its business plans and to pay dividends to its shareholders 
without needing approval from APRA. 
In the first instance, the company must meet a general requirement to hold at least 
$10 million of capital in its shareholders' fund. Up to $5 million of this amount may be 
used to meet an expense related component of the capital requirements (calculated in 
accordance with the LIASB standard) of the statutory funds. 
In addition, the company's statutory funds must meet regulatory capital adequacy 
requirements. Our assessment of the position at 30 June 1999 was that these 
requirements amounted to approximately $55 million, of which $5 million related to the 
expense component covered by the shareholders' fund. Of the remaining requirement, 
about $30 million attached to risk business and the balance to investment business. Life 

insurers usually hold a margin above regulatory capital adequacy to seek to ensure that 
in reasonable circumstances they can continue to retain the freedom from supervisory 
constraint consistent with complying with the LIASB standard. Allowing for such a 
margin, we have assessed the capital adequacy requirement (ign,oring requirements 
arising from the acquisition of SGIO) at $65 million. 

The capital requirements of SGlO in.respect of its own business activities are dealt with 
in Section 4.4 of this Report. The shareholders' fund of.NRMA Life acquired SGlO On 
6 January 1999, for some $440 million. The acquisition was financed by way of a loan 
of the same amount from Insurance. NRMA Life, like all Australian life insurance 
companies, reflects its assets at assessed market value on its balance sheet. As at 
30 June 1999, SGlO is held at its acquisition cost, this being considered equivalent.to 
its current market value. 

When NRMA Life is consolidated within lnsurance Group, however, the excess of the 
directors' valuation of SGlO over and above its net assets has been included in lnsurance 
Group's net assets. The amount of this excess, as at 30 June 1999, is shown in the notes 
to the accounts of lnsurance Group as $297.5 million. In Section 4.7 of this Report, where 
we assesgthe capital available within lnsurance Group we eliminate this intangible asset. 

NRMA Building Society and N R ~ C ~ A  Finance 
lnsurance Group has established capital requirements for NRMA.Building Society based 
on regulatory requirements and budgeted volumes of lending and deposit business with 
an appropriate loading to make allowance for volatility in those budgeted volumes. 

The APRA requirement is 8% of risk-weighted assets. We believe it is appropriate to hold 
10% of projected risk-weighted assets for NRMA Building Society to provide a cushion 
for adverse experience. As the NRMA Building Society has expansion plans we consider 
it prudent to assess capital taking into account budgeted growth in business volumes. 

We have assessed that the capital requirement, in respect of NRMA Building Society, 
based on 10% of forecast business volumes at June 2001, to be $160 million. 

NRMA Finance is only about one-tenth of the size of NRMA Building Society (based on 
balance sheets as at 30 June 1999). We have assessed its capital requirement to be 
$16 million on a similar basis to that used for NRMA Building Society, giving a total 
capital requirement for both of $176 million. 

However, in order to provide a small'allowance for differences in the relative capital 
requirements of NRMA Finance over NRMA Building Society due to the nature of the 
former's business, we have assessed the total capital requirement in respect of these 
businesses to be $180 million. 

All Other lnsurance Group Entities 
In this Section we include detail of the capital requirements of all entities of the 
lnsurance Group not covered explicitly elsewhere in this Report. 

The following allocations are based on industry practice and our assessments and are 
intended to provide a level of cover against operational and strategic risks: 

$3 million to the Adviser Network - calculated as 15% of budgeted fees for the year 
2000/2001; and 
$3.75 million to Funds Management (Unit Trusts) -calculated as 1.5% of budgeted 
funds under management to be consistent with that determined for investment linked 
life insurance business. We have assumed funds under management in this business 
of $250 miilion for the year 200012001. 

The total requirement based on these figures is $6.75 million. In order to provide a buffer 
against growth in business volumes over those shown here, we have assessed a total 
capital requirement in respect of these businesses of $10 million. 

GST for Financial Services Entities 
lnsurance has assessed that the impact of the introduction of GST, and in. particular 
input tax credit blockage, on all of its financial services businesses in aggregate is of the 
order of $8 million per annum before tax, broadly equivalent to $5 million per annum 
after tax. The marginal capital requirement, over the three year projection period, is 
therefore approximately $15 million-before this impact can be expected to be mitigated 
by increased fees or reduced costs. ' 

A summary of our estimate of lnsurance Group's capital requirements is set out in the 
table below. 

lnsurance Group's Capital Requirements at 30 June 1999 

I NRMA Bulld~ng Society and NRMA Ftnance 
1 Alf other Insurance Group entities (incl GST) 25 1 

The availability of capital to meet these requirements is discussed in Section 4.7 of 
this Report. 



SECTION 12. CONSULTING ACTUARY'S REPORT 

4.6 Capital Adequacy Assessment for Association 
Under the Proposal, Association continues its existing road and related motoring 
service operations and retains its mutual status, and Association Members retain 
the rights attached to their Membership of Association. If the Proposal is approved 
and implemented future interaction between lnsurance and Association will be 
conducted on commercial terms as set out in the Business Relationship Agreements. 
Details of these agreements are set out in Section 13.5(B) of the Information, 
Memorandum. 

Under these agreements lnsurance and Association will still share many of the costs and 
revenues associated with the NRMA brand name, trade marks, information technology, 
marketing, distribution and other shared services. Details of the impact of the Business 
Relationship Agreements on the projected revenues and costs of Association and 
lnsurance are set out in Section 5.8 of this Report. 

Under the terms of the Proposal we have also recommended that Association receive 
an allocation of 10% of the shares to be issued by NIGL. Further details of this 
proposed recapitalisation of Association are set out in Sections 5.7 and 5.8 of this 
Report. 

To ensure that the interests of Association Members are adequately protected, we have 
performed a capital adequacy modelling exercise similar to that undertaken for lnsurance 
(as discussed in Section 4.3 of this Report above) to assess whether the proposed 
injection of capital in the form of NlGL shares is sufficient to ensure, with a high degree 
of confidence, the ongoing financial viability of Association. 

As for Insurance, we have based our capital adequacy modelling on budgets and 
projections provided by NRMA Group and have made allowance for the additional 
antrc~pated costs and revenues of Association arising out of the Business Relationship 
Agreements. We have also assumed that Association would continue to hold the majority 
of its existing assets in the form of equities, as it does at present. 

In performing this assessment we have assumed that member benefits will continue to 
be provided at their current levels whilst member subscription rates will remain 
unchanged until 30 June 2001 (except for the effect of the introduction of GST) and 
increased in line with the Consumer Price Index thereafter. 

As at 30 June 1999; the net assets of Association of $283 million are equivalent to 
approximately twice the gross revenues of Association excluding investment income. 
We have assessed the adequacy of Association's total capital assuming that additional 
capital is injected as a result of the Proposal in the form of NlGL shares which, if sold by 
Association, will give rise to a tax liability calculated in accordance with legal and taxation 
advice provided to the NRMA Group in respect of the Proposal. We have also assumed 
that the value of the 10% of NlGCs shares allocated to Association will be between 
$320 million and $400 million consistent with our estimate of the value of NlGL shares 
set out in Section 5.5 of this Report. On this basis, we have concluded that the proposed 
allocation of 10% of NlGCs shares to Association will be sufficient to ensure, with a high 
degree of confidence, Association's ongoing financial viability. 

Using the capital adequacy modelling and the assumptions described above, we 
have also assessed the probability that the capital of Association could be exhausted 
at any time in the next ten years and assessed the results obtained if the Proposal 
is adopted (with the Business Relationship Agreements) compared to maintenance 
of the status quo (without the Proposal and Business Relationship Agreements being 
effected). 

We have formed the view that the probability of ruin of Association measured on this 
basis is currently very low (approximately 0.3% p.a. over ten years) and will be materially 
lower if the Proposal is adopted than if it is not adopted. 

In addition, for the purposes of assessing the capital adequacy of Association if the 
Proposal is adopted, we have assessed the injection of capital (in the form of NlGL 
shares) that would be required to just maintain the probability of ruin to that currently 
applying to Association if the Proposal did not proceed. We have assessed this injection 
to be $168 million (after allowing for an associated ta_x liability of $27 million using a 36% 
tax rate), equivalent to 5.4% of NlGCs shares based on the midpoint of the range of 
values of NlGL shares referred to above. 

The recommended additional capital injection in the form of 10% of NlGL's shares can 
also be viewed as representing a crystallisation of: 

the ongoing financial support that Association might, under the current structure, 
have expected to receive from lnsurance in the future in the absence of the Business 
Relationship Agreements being effected; and 
the cost of continuing to maintain Association member benefits and services at 
existing levels without increasing member subscription rates until 30 June 2001 
(other than for the introduction of GST), and thereafter only increasing these in line 
with the CPI. 

4.7 Capital Available 
The table below shows the capital available to Association Group and lnsurance Group as 
at 30 June 1999. In this context, Association Group means Association and its 
subsidiaries other than those that form part of the lnsurance Group and lnsurance Group 
means lnsurance and its subsidiaries. 

NRMA Group Capital Available as at 30 June 1999 
Summary Consolidated Balance Sheet at 30 June 1999 

Association lnsurance 
Group Group 

$m $m 
P- - 

Current Assets 
Non-current Assets 

Total Assets 

Unearned Premiums 
Outstanding Claims 
Other Liabilities 

Total Liabilities 137 6,415 

Net Assets 283  2,802 
Less: Intangible ~ssets(" - 320 
Less: Outside Equity Interests'" - 262 

Capital Available 283  2,220 

Notes: 
(1) Excess of net assessed market value of SGlO over net tangible assets, goodwill and deferred 

acqu~sition costs. 
(2) Units held by external interests (e.g. NRMA Group Staff Superannuation Funds) in NRMA Group 

controlled trusts. 

We have made no allowance for some $30 million in damages recently awarded to 
lnsurance Group as a result of a legal action relating to the failed demutualisation 
attempt in 1994. This figure is not included within the accounts for the year ended 
30 June 1999 and is currently the subject of legal appeal. Given the uncertainty of the 
eventual outcome, and the nature of capital being to protect against adverse events, we 
believe this treatment is appropriate for determining capital adequacy. 

On the other hand no allowance is made in the capital adequacy modelling for the 
impact of Section 16OZZS of the Income Tax Assessment Act. This section effectively 
requires all NRMA Group assets to become post capital gains tax assets unless the 
NRMA Group can satisfy a statutory continuity of majority ownership test. Discussions on 
this matter are still proceeding with the Australian Taxation Office to determine if the 
NRMA Group has failed to satisfy this test and if so, when. Depending upon the outcome 
of those discussions, it is estimated that a deferred income tax liability of $22.2 million 
could be expected to arise in the lnsurance Group as at 30 June 1999 but the final 
amount remains uncertain. 

In addition, depending upon the final determination made with respect to Section 
160ZZS and ongoing discussions with the Australian Taxation Office, a further tax liability 
may arise in Association as a result of the implementation of the Proposal with respect to 
the assignment of certain trade marks under the terms of the Proposal from Association 
to Insurance. This additional potential liability is not expected to be material in the 
context of the capital adequacy of Association. 

In considering the capital requirements in lnsurance Group it should also be noted that the 
capital requirements in respect of the general insurance businesses of lnsurance and SGlO 
are based on the results of capital adequacy modelling which does not make any explicit 
allowance for those risks that impact the underlying nature of the business or that relate to 
operational management (as opposed to asset and liability risks encompassed by the CAM). 
Such risks are primarily a matter for good risk management control. 

4.8 Analysis of Impact of Proposal on Capital Adequacy 
Using these estimates of the available capital and the capital requirements for lnsurance 
Group and Association Group we analyse below the adequacy of capital held as at 
30 June 1999. For the purposes of this analysis, we have assumed that the current net 
assets of Association are equal to the capital required by Association to support its 
current business activities. This is equivalent to assuming that Association would wish to 
maintain its current probability of ruin of approximately 0.5% p.a. over ten years whilst 
maintaining member benefits and services without increasing member subscription rates 
until 30'June 2001 (other than for GST), and thereafter only increasing these in line with 
the CPI. 

NRMA Group Capital Requirements as at 30 June 1999 
Association lnsurance 

Group Group 
$m $m 

Capital Requiredi1' 
Capital Available (Section 4.7) 

'Surplus' Capital Nil 165 

Note: 
(1) From Sect~on 4.5 for lnsurance Group. 

If the Proposal were to be implemented, we estimate that the capital available, capital 
required and 'surplus' capital position would change as follows, based on the mid-point 
of the range of values of NlGL shares set out in Section 5.5 of this Report. 
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We have reviewed the return on capital targets currently required b; Board policy and 
consider them to be commercially realistic irrespective of whether the Proposal proceeds 
or not. We have also been informed that there is no intention to alter underwriting, 
premium pricing or claims servicing policies or the return on capital required as a result 
of the Proposal being effected. 

Neither lnsurance nor any of its subsidiaries have any participating insurance policy 
contracts formally written on the basis that the Policyholders share in the emerging 
profitability of the company. Accordingly, we have concluded that Policyholders' 
reasonable expectations will not be prejudiced and will be adequately protected if the 
Proposal is approved and implemented. 

4.13 Summary on Capital Adequacy and 
Reasonable Expectations 
lnsurance Policyholders 
In our view, the capital surplus identified in the above analysis shows that irrespective 
of whether the Proposal is implemented or not there is a high degree of confidence that 
lnsurance Group's capital will be adequate to meet its obligations and continue normal 
business operations, taking into account the lnsurance Group's near term business 
plans, and its sound claims reserving practices with significant prudential margins. 

As a result of the Proposal, the lnsurance Group, via NIGL, will have greater access to 
external capital through the Australian Stock 'bchange which will improve its financial 
strength. 

,Although under the Proposal there will be net cash outflows from lnsurance in the form 
of dividends to shareholders of NIGL, the level of dividends paid out will be dependent 
upon-future levels of profitability and dividends will not be paid if there is any doubt 
about the sufficiency of the remaining capital. 

The issue of shares in NIGL to Association does not dilute the net assets of lnsurance 
Group and therefore does not weaken its financial strength. 

The Proposal is not expected to affect Insurance's underwriting, premium rate setting 
or claims se~ ic ing  policies. 

In summary, taking into account the considerations set out above, in our view 
Policyholders' security and reasonable expectations will not be prejudiced and will be 
adequately protected if the Proposal is approved and implemented. 

Association Members 
As discussed in Section 4.6 of this ~ e ~ o r t  the need to ensure the ongoing financial 
viability of Association if the Proposal proceeds will be met by an allocation of shares in 
NIGL of appropriate value. 

We believe that the Proposal will have a beneficial effect on Association Members' . 
interests in Association. The Proposal provides for additional capital to be injected into 
Association in the form of an allocation of shares in NIGL in excess of that required to 
maintain its current level of capital adequacy. 

It should be noted that this additional capital is expected to allow Association to continue 
to provide member benefits at their current levels and member subscription rates to 
remain unchanged until 30 June 2001 (other than for the effect of GST) and thereafter 
only increasing these in line with the CPI. 

Therefore, Association Members will receive continuing membership, and the rights 
attaching thereto, in a significantly better capitalised Association. 

Refer to Sections 5.7 to 5.11 of this Report for further details of this capital.injection to 
Assoclation and for details of the allocation of the value of the NRMA Group between 
members. 

5 Allocation of Entitlements 
5.1 Introduction 
Several groups have contributed significantly to the wealth of the NRMA Group. These 
include: 

current Association Members; 
former Association Members; 
current lnsurance Policyholders and Members; 
former lnsurance Policyholders and Members; 
NRMA Group employees; and 
NRMA Group directors. 

However, as it is current Members who will be voting on the restructure of the NRMA 
Group, and as it will be lnsurance Members who must surrender their Membership 
rights, in our view it is only current Association Members and lnsurance Members 
(which includes Association itself) who should be compensated by an allocation of 
benefits under the Proposal. 

It is proposed to distribute 100% of the shares in NIGL among the lnsurance Members, 
Association and Association Members. 

The boards of both Association and lnsurance have resolved to adopt formal 
Membership Principles (MPS) which, when read with the relevant sections of each 
company's constitution, define who will be Members of each entity for the purposes of 

the Proposal. We have reviewed these MPS and consider that they provide an equitable 
basis for establishing membership eligibility for the purposes of the allocation of benefits 
under the Proposal. 

The estimated eligible membership for the purposes of the Proposal is 1.684 million for 
Association and 1.165 million for Insurance. We note that the effective number of 
Memberships of lnsurance will vary from the number of policies in force because some 
Policyholders are not Members, joint policy ownership gives rise to multiple membership 
and some Members have multiple policies. We also note that as at 25 February 1999 
(the Cut-off Date) there were approximately 1.516 million lnsurance policies held by 
non-members of Insurance, including approximately 0.456 million CTP policies which 
do not generally give rise to Membership of lnsurance under the company's constitution. 

We have been asked to recommend an appropriate allocation methodology for 
distributing the value to be allocated amongst these various parties. In the course of 
forming our views on this matter, we have: 

reviewed the documentation provided to us concerning the 1994 NRMA Group 
demutualisation proposal; 
reviewed the judgement of the Federal Court in Dawn Fraser and Richard Talbot v 
NRMA Holdings Limited, NRMA Lhited and NRMA lnsurance Limited (No. 3479 of 
1994) and the findings on the Appeal heard on that case by the Full Court of the 
Federal Court in January 1995; 
reviewed the publicly available documentation concerning the recent demutualisations 
of Australian Mutual Provident Society (AMP), The Colonial Mutual Life Assurance 
Society Limited (CMLA) and The National Mutual Life Association of Australasia 
Limited (NMLA); 
reviewed various possible allocation methodologies; and 
examined the appropriateness of these methodologies in the light of the 
circumstances of the NRMA Group. 

5.2 Aims of an Allocation Method 
In the normal course of business Association Members and lnsurance Members would 
not have an expectation of receiving a distribution of wealth such as that proposed. 
Furthermore, the legal terms of the constitutions of Association and lnsurance do not 
provide clear or concise guidance as to how the value of individual Members' interests 
should be determined in the event of the proposed transactions. In particular, the . 
substantial value inherent in the special rights held by Association and its Board under 
the constitution of Insurance-are not capable of precise quantification by conventional 
valuation methodologies. Accordingly, there is no single theoretically correct method of 
allocating this distribution between Members. 

We note however, the legal requirement that the transactions proposed must be approved by 
meetings of Members (or a class of Members) of each of Association and lnsurance by up to 
75% of the relevant Members voting on the proposals at each meeting. In effect,'this means 
that the method of allocation of the distribution needs to be approved by Members of both 
companies as part of approving the Proposal as a whole if the Proposal is to proceed. 

In our opinion, any allocation method should be able to demonstrably satisfy the criteria 
discussed below. 

Equity 
As any allocat~on method selected is likely to be publicly and legally debated, it must be 
defensible on the grounds of fairness and equity. Equiv can be approached from two 
points of view: 

in terms of the rights surrendered. The allocation between Members (and particularly 
between Association Members and lnsurance Members) sjlould reflect the extent of 
the rights being surrendered by them; and 
in terms of each Member's contribution. The allocation between Association Members 
and lnsurance Members should reflect the contribution each has made td the wealth 
of the NRMA Group. 

Neither of these approaches is entirely satisfactory. As noted above, the value of some of 
the key rights identified are not readily capable of quantification. Furthermore, a 
significant proportion of the current wealth of the NRMA Group is probably attributable to 
retained profits earned from its business relationships with former Members who have 
died or who no longer have any connection with the NRMA Group. 

Practicality 
Theorettcal equity must be tempered with what is practical. This applies from the point of 
view of the Members, and of the NRMA Group itself. Aspects which need to be 
considered include: 

Members 
Ease of understanding 
Cost to Members of the distribution 
Minimum size of allocation 

NRMA Group 
Cost of distribution process 
Availability of informat~on on which the allocation will be based 
Impact of the allocation method on the business of the NRMA Group 

Impact on the NRMA Group 
Other factors being equal, the allocation method should, so far as is practical, maximise 
the benefits and minimise the disadvantages of the exercise to the NRMA Group itself. 
This will include the following considerations: 
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the allocation method must meet Members' expectations and not only be equitable - 
it must also appear equitable to Members. As such it should reflect what a large 
majority of Members would regard as fair and reasonable; 
the allocation method should encourage, rather than discourage, Members to 
continue andlor increase their business association with the NRMA Group; 
the allocation method should minimise the risk of legal challenge so as to avoid 
expense and damage to reputation; and 

* '  the allocation method should satisfy potential future investors. It should not contain 
features that would detract support from future investors and therefore from the share 
price of a listed NIGL. 

5.3 Precedents 
AMP, CMLA, NMLA 
In recent years there have been a number of demutuallsat~ons rn Austral~a. Three of the 
most signlf~cant were AMP, CMLA and NMLA. 

AMP, CMLA and NMLA provide some relevant precedents for the situation being 
considered. However, each of the three companies is predominantly a life insurer 
whereas the NRMA Group's life insurance business is relatively small compared to its 
other business activities. Therefore, the emphasis on policy liabilities and reversionary 
bonus measures inherent in the allocations adopted by AMP, CMLA and NMLA are less 
relevant to NRMA Group. 

Nevertheless, all of the allocation methods adopted in these three prior demutualisations 
have the followrng features: 

a minimum allocation per Member which is broadly reflective of a value attached to 
the right to vote at meetings; and 
an allocation which increases to reflect measures of contribution made to the 
organisation such as the length of time a Member has been insured, and the types 
and extent of insurances involved. 

NRMA Group in 1994 
It should also be noted that the current proposed restructuring of NRMA Group differs in 
at least one material respect from the demutualisation proposal prepared but not adopted 
by NRMA Gro-up in 1994. In the 1994 proposal, no mutual association was proposed to 
continue the road service operations currently conducted by Association as these 
operations were to be absorbed by a publicly listed NRMA.Group. 

In the current proposal, Association Members would continue as Association Members 
(albeit with Association relinquishing its special rights as a Member of Insurance), as well 
as receiving shares in NIGL. The value of these shares will predominantly arise from the 
demutualisation of lnsurance rather than demutualisation of the.whole NRMA Group. 

Because the currently proposed restructuring IS different from the 1994 proposal we 
consider that the allocation method to be used should reflect these differences and may 
therefore dlffer from the method proposed as part of the attempted NRMA Group 
demutualisat~on In 1994 

5.4 Form of Allocation 
The methbd of distributing the value arising from the Proposal could conceivably have 
taken a number of different forms. 
The proposed approach is-that shares in NlGL will be issued to lnsurance Members, - 
Association and Association Members in return for the Membership rights surrendered in 
Insurance. Subsequently, NlGlr will apply to be listed on the Australian Stock Exchange. 

This approach: 
enables recipients to sell their shares after listing as and when they wish; 
preserves the ownership rights of Association Members, while converting the value of 
lnsurance into a marketable form; 
enables the value of NlGL to be disthbuted without materially reducing the net assets 
or capital strength of Insurance; 
is consistent with other recent demutualisation precedents established by NMLA, 
CMLA and AMP; and 
allows the value to be allocated without restriction in whatever proportions are - 
considered to be equitable. 

Given the above, our opinion is thatthe issue of shares in NlGL to lnsurance Members, 
Association and Association Members is an appropriate means of crystallising the value 
arising from the Proposal to those recipients. 

5.5 Value of the lnsurance Group 
We have considered the likely market capitalisation upon listing of NlGL shares based on 
market trading on the Australian Stock Exchange of ~omparabl~securities under current 
market conditions for the purposes of developing our recommendations on the allocation 
of NlGL shares under the Proposal and for our assessment of the capital adequacy of 
Association based on the shares to be issued to Association if the Proposal is 
implemented. Since the constitution of NlGL will include certain takeover protections, this 
value will be based on minority interests and will be less than the strategic value that 
would arise in a takeover or trade sale of the company. 
To estimate the value of lnsurance on this basis, we have reviewed implied valuation 
benchmarks in relation to general insurance companies with shares trading on the Australian 
Stock Exchange and, to a lesser extent, international stock exchanges. Specifically, we have 
reviewed comparable data for QBE lnsurance Ltd and HIH lnsurance Ltd for: 

. - 

multiples of net tangible assets (currently ih the range 1.5 to 2.7); 
prospective price earnings multiples (currently in the range 10 to 13); and 
dividend yields (currently in the range 3.8% to 9.5%). 

We have applied selected valuation benchmarks to data on lnsurance drawn from its 
budgets adjusted for the anticipated impact of the alliance with RACV, the Business 
Relationship Agreements to be executed as part of the Proposal and the proposed sell 
down by Association through the Facility of 80% of the NlGL shares allocated to it under 
the Proposal (being 8% of the total number of shares issued by NlGL under the 
Proposal). To the extent that the values derived by applying different valuation 
benchmarks are not wholly consistent;we have considered the inherent differences in 
the commercial circumstances of the broadly comparable companies, and likely market 
assessments of longer term performance. 

We have estimated the total value of NlGCs shares to be distributed under the Proposal 
on the basis set out above to be between $3.2 billion and $4.0 billion. The value of these 
shares is to be apportioned and distributed in accordance with the recommended 
allocation method. - 

i 

5.6 Curre'nt Membership Rights 
Association Membeis . , 
Association Members currently enjoy the following rights as members of a company 
limited by guarantee summarised below: 

the right to stand for election as a dikctor (limited by age, and excluding staff); 
the right to nominate a person for election as a director; 
the right to vote in any election (or removal) of directors; 
the right to receive notice of meetings (Australian residents only); 
the right to attend and vote at any meeting of members; 
the right to request a meeting (with the suppod of at least 99 other members); 
the right to propose a resolution to be considered at such a meeting; and 
the right to approve the remuneration of directors. 

Under the Proposal, Association Members will retain all these rights. Association will also 
continue to operate and provide the road service related functions it currently provides. 
In addition, Association Members will receive shares, and the rights attaching thereto, in 
NlGL which will acquire Insurance. 

lnsurance Members 
lnsurance Members currently enjoy the membership .rights summarised below: 

0 .  the right to receive notice of meetings; 
the right to attend a,nd vote at meetings (but not the right to vote upon the 
appo ipen t  of directors); 
the right to vote on the removal of dkectors; 
the right to request a meeting (with the support of at least 99 other members); 
the right to propose a resolution to be considered at such a meeting; and 
the right to approve the remuneration of directors. 

Association as a Member of Insurance 
.. 

Association is also a Member of lnsurance with special rights. The rights of Association in 
addition to those applying to other Members are: 

the right to any surplus assets in the event lnsurance is wound up; 
the right'for its Board to appoint (and remove) directors of lnsurance and provide a 
chairman; and 
the right to appoint alternate directors. 

The proposed corporate restructuring involves all lnsurance Members surrender~ng thelr 
r~ghts In exchange, lnsurance Members, lncludlng Assoclation itself (and Assoclatton 
Members who temporarily become lnsurance Members pursuant to the Proposal), would 
receive shares, and the rights attaching thereto, In NlGL 

5.7 The lnterest of Association in .Insurance 
Under the Proposal, .most of the functions and assets of Association itself. will remain 
unchanged except for the impact of the Business Relationship Agreements and the 
consideration it receives in exchange for relinquishing its special rights as an lnsurance 
Member. 
Association's Membership of lnsurance carries powers and rights in addition to those 
enjoyed by other Members. In particular it has the power to appoint the directors of 
lnsurance and the right to any residual surplus assets in the event of a winding up. 
While this implies that Association effectively has management control of Insurance, its 
powers and rights over lnsuiance are not absolute. Directors of Insurance, even if 
appointed by Association, must still act in the best interests of all lnsurance Members. 
Association has no right to any assets or dividend from lnsurance unless the latter is 
wound up and in any general meeting (including any meeting that would be -needed to 
effect a voluntary winding-up), Association only has one vote. 

We also note that the objects of lnsurance include a requirement to generally assist and 
co-operate with Association in the attainment and promotion of Association's objects and 
that Association's rights in lnsurance cannot be removed by the lnsurance Members in 
general meeting without Association's consent. 

The foregorng lndlcates that the value of Assoc~at~on's Interest rn Insurance, In the 
context of this transaction, IS considerable Further ~t IS notable that the value of 
Insurance's assets could not be readlly acdessed or reallsed by the lnsurance Members 
without the co-operation andlor consent of,Assoc~at~on 
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If the Proposal is approved and implemented, then Association will relinquish the value 
inherent in its special Membership rights in Insurance. 

5.8 The Proposed Allocation between lnsurance Members, 
Association and Association Members 
Association's Interest in Insurance 
The bulk of the value of the NRMA Group is contained within lnsurance or its 
subsidiaries. This wealth has largely been created from the contributions of past and 
present policyholders. In recent years, Association's road service operations have been 
run on a 'cost recoverv' basis where members hi^ subscri~tions have been calculated on 
a basis designed to recover costs with little if an; contrib"tion to increasing the financial 
value of the NRMA Group. 
Therefore the value underlying the shares issued under the Proposal comes 
predominantly from Insurance. Determining the value of Association's interest conferred 
by its Membership of lnsurance needs to be considered in the allocation of the benefits 
paid to Association and its Members vis-a-vis lnsurance Members. 

We have reviewed and considered the terms of the proposed Business Relationship 
Agreements which will be implemented if the Proposal proceeds. These agreements codify 
the future business relationship between Association and lnsurance and provide, amongst 
other things, for the co-operative use of the NRMA brand and trade marks, information 
systems, customer databases, distribution functions and other shared services. 

The Business Relationship Agreements also provide a detailed basis for determining 
future revenues and costs that will be attributable to both Association and lnsurance from 
the operation of shared services. 
These arrangements have been negotiated between the parties with the assistance of 
independent legal advisers.based on the actual costs of operation of the services involved. 

The impact of the Business Relationship Agreements is to increase the net costs of 
operation of Association and to reduce the costs of operation of lnsurance compared to 
their respective current net costs of operation. Additional costs are also borne by 
Association which are not currently being incurred by the NRMA Group and the total tax 
to be paid by the combined group also increases. The projected impact of the Business 
Relationship Agreements on a pro forma basis, using NRMA Group budgets and 
projections and assuming that the Proposal had been implemented on 30 June 1999, 
is shown below. The projection assumes the value of the capital injection is equivalent to 
$360 million less tax of $49.7 million and that an average after tax return of 10% p.a. 
would be earned on this capital. We believe that 10% p.a. is a reasonable expectation for 
Association's long term post-tax rate of return on investments. 

Pro Forma Projected lmpact on Association of Business Relationship Agreements 
Year Ending 30 June 2000 2001 2002 2003 * 2004 

$m $m $m $m $m 

lncrease in Revenues 
(before Investment Income) 6.18 6.33 6.54 6.74 6.95 
Increase in Costs 10.10 14.50 15.97 21.83 22.63 
lncrease in Tax 
(before Investment Income) 1.99 1.96 2.01 1.97 2.03 

lncreasel(Decrease) 
in Earnings after Tax (5.91) (10.13) (11.44) (17.06) ' (17.71) 
(before Earnings after 
Tax from Capital Injection) 

Projected Earnings After 
Tax from Capital Injection 31.03 33.54 35.89 38.33 40.46 

Increase/(Decrease) in 
Earnings after Tax 25.12 23.41 24.45 21.27 22.75 

Pro Forma Projected lmpact on Insurance of Business Relationship Agreements 
Year Ending 30 June 2000 2001 2002 2003 2004 

$m $m $m $m $m 

lncrease in Revenues 
(before Investment Income) - - - 
Increase/(Decrease) in Costs (0.10) (3.86) (4.98) (10.50) (10.93) 
lncrease in Tax 
(before Investment Income) 0.040 1.39 1.79 3.78 3.93 

Increase/(Decrease) 
in Earnings after Tax 0.06 2.47 3.19 6.72 7.00 
(excluding Changes in 
lnvestment Income after Tax) 

We have considered and assessed the net present value of the changes inherent in the 
Business Relationship Agreements on the projected financial position of Association and 
lnsurance in perpetuity and tested the sensitivity of this value to possible variations in a 
range of reasonable assumptions underlying this assessment. 

The effects of these changes in the cost structures of both Association and lnsurance arlslng 
' from the proposed Business Relationship Agreements have also been fully considered in our 

capital adequacy modelling discussed in Sections 4.4 and 4.6 of this Report. 

We have also considered whether Association and its Members are adequately rewarded 
under the Proposal as a whole for the rights that lnsurance secures over relevant NRMA 
trade marks pursuant to the Business Relationship Agreements effected under the terms 
of the Proposal. This matter has a number of aspects, including: 

the extent to which Insurance's rights increase over its current, less formalised rights 
in relation to certain NRMA trade marks, if the Proposal is adopted; 
the reduced value to Association of r~ghts held by Association produced by such a 
change; 
offsetting value to Association in the form of consideration it will be receiving under 
the terms of the Proposal; 
the significant historic contribution to the value of NRMA trade marks made by 
Insurance; and 
the value ~mplied in the use of the transferred NRMA trade marks (see Appendix 4 to 
this Report). 

We have also considered various possible alternative methods of wealth distribution using 
regularly recurring insurance premium rebates payable to Policyholders andlor Members 
of Insurance. Using various assumptions, we have estimated the maximum net present 
value of total rebates that could conceivably be paid to the current Members of 
lnsurance without affecting the lnsurance Group's current credit rating or allowing the 
lnsurance Group's capital adequacy to fall below the level set out in Section 4.5 of this 
Report. Based on our analysis, we consider that the total net present value of such 
rebates for the current Members of Insurance, if rebates were implemented as an 
alternative to the Proposal,would be unlikely to exceed 50% of the value of the 
lnsurance Group (based on the range of values of NlGCs shares set out in Section 5.5). 
Furthermore, premium rebates would provide little or no benefit for Association or for 
Association Only Members. 

Returning to the Proposal, as discussed in Section 5.2 of this Report a fair allocation of 
wealth between Assoclation and its Members on the one hand, and lnsurance Members 
(excluding Association) on the other, should reflect the value of the respective rights 
being surrendered and the relative contribution each set of Members has made to the 
wealth being allocated. 

It is clear from the discussion in Sections 5.6 and 5.7 of this Report that the respective 
rights of the two sets of Members are interwoven in a way that protects each and that has 
required co-operation between them in order to develop lnsurance and build its value. In 
aggregate, not only are the rights of one set of Members broadly balanced by those of the 
other, but the co-operative exercise of those rights has been fundamental to the creation 
of the wealth that is being allocated. Given also that the future business relationship 
between Association and lnsurance has been clearly defined through the Business 
Relationship Agreements, we are led to the view that in aggregate the values of the 
respective rights of Association and its Members and lnsurance Members (excluding 
Association) are broadly equal. 

When we turn to consider the relative contribution to the value of lnsurance that has 
been made by the two sets of Members, we note that while that value has come from the 
profitable operation of an insurance business, and hence from its policyholders, that 
business has been conducted commercially in a competitive market with all obligations 
to policyholders being performed. As value was built in Insurance, both sets of Members 
exercised their interwoven rights in a manner that encouraged this to happen, and in 
doing so contributed to that value through their common purpose, much as stakeholders 
in a common venture. 

Having considered all of the issues discussed in this Report and in particular the value of 
the rights being relinquished, the respective contribution to the value of the NRMA Group 
and the need for practicality and fairness, we recommend that 50% of all the shares in 
NlGL to be issued under the Proposal be allocated to Association and its Members and 
that 50% be allocated to lnsurance Members (excluding Association). 

Association and its Members 
As discussed in Section 4.6 of this Report, if the Proposal proceeds there is a need to give 
Association the long term financial capacity to continue providing member benefits at their 
current levels while holding member subscription rates unchanged until 30 June 2001 
(other than for the effect of GST) and thereafter only increasing these in line with the CPI. 

In order to meet this requirement, we recommend that 10% of all the shares to be issued 
by NlGL under the Proposal beallocated to Association. Based on our estimated range of 
the total value' of the shares in NlGL set out in Section 5.5 of this Report this implies that 
NlGL shares with an estimated value between $320 million and $400 million would be 
issued to Association. 

Therefore we recommend that.of the 50% of NlGL shares to be allocated to Association 
and its Members, 10% be allocated to Association itself and 40% be allocated to 
Association Members. Under this approach Association and its Members effectively 
share in a total of 50% of the value of Insurance. Association Members will retain 
continuing Membership in a better capitalised Association which has the financial 
capacity to continue to provide its current services at current member subscription fee 
levels, excluding GST (until at least 30 June 2001, thereafter only increasing these in line 
with CPI) and will also receive 40% of shares in NlGL giving voting rights, dividends, 
potential capital growth and, ultimately, a marketable interest in NIGL. 

Among Assoclation Members we recommend that the 40% of NlGL shares are 
distributed on the basis set out in Sections 5.10 and 5.11 of this Report. 

lnsurance Members 
lnsurance Members (excluding Association itself as covered above) will receive 50% of the 
shares in NlGL giving voting rights, dividends, potential Capital growth and a marketable 
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interest in NIGL. Among lnsurance Members we recommend that the 50% of NlGL shares 
are distributed on the basis sef out in Sections 5.10 and 5.11 of this Report. 

5.9 Rewarding Loyalty 
Association Members 
The value of the contribution each Member has made to the wealth of the NRMA Group 
is a relevant concept in determining the allocation of benefits under the Proposal. 
It would generally be seen as unfair to Members that new entrants should receive 
the same as long standing Members of (say) 20-30 years standing. 

l We have considered a number of possible approaches to rewarding loyalty. Of these a 
1 reward based on years of Membership appears the simplest and most practical, and 

given the nature of the membership fee structure, is a good proxy for the Member's 
loyalty. We therefore recommend that part of any allocation to Association Members 
should be based on length of Membership of Association. 

lnsurance Members 
There are various possible bases for rewarding loyalty in the case of Insurance. For the 
same reasons as outlined above a loyalty reward based on length of Membership would 
appear intuitively attractive. However, length of Membership of lnsurance is not recorded, 
and would require substantial additional systems work and cost to calculate accurately. 
Policy duration can be determined, but this data is not completely reliable particularly for 
commencement dates prior to the introduction of the BONUS administration system in 
1987. A further problem with this approach is that current policy duration will not be a 
good proxy for the underlying duration of a Member's association with lnsurance because 
of Insurance's practice of cancelling policies that become 'total loss' claims and issuing a 
new lnsurance policy to cover a Member's replacement car, home or other insured assets. 

It can also be argued, from a philosophical perspective, that if Members were to receive 
annual premium rebates dependent on continued future policy renewals as a form of 
wealth distribution by lnsurance that could be adopted either as an alternative to the 
Proposal or in addition to it at a later date, then their prospective yeais of future 
Membership would be likely to be a more important-determinant of the value of their 
Membership to them than the number of years of their past Membership. 

There will also have been certain lines of business which have contributed more to the 
value of lnsurance than others (e.g. Comprehensive Car versus Third Party Property). 
Arguably, a higher reward could be paid to holders of certain policy types to reflect their 
past profitability. However this raises practical difficulties if pursued to a high level of detail 
and some policyholders would argue that this is already reflected to a significant extent by 
Insurance's no claim bonus and premium rating philosophies which, in part, already 
reward policies with longer durations in force. Using premiums paid as an allocation basis 
would tend to favour larger policies and higher risks which would not necessarily be more 
equitable. 
entitled to 
of policies 

However it can be reasonably argued that holders of multiple policies should be 
greater rewards for their loyalty to lnsurance and the data to assess the number 
associated with each Member is readily available. 

The 1994 demutualisation proposal used years of Membership of Association as a proxy 
for years of Membership of lnsurance on the basis that because Membership'of 
Association is generally a prerequisite of Insurance Membership, there is a strong 
correlation between the length of Membership of lnsurance and the length of 
Membership of Association. lnsurance Members who had allowed their Membership of 
Association to lapse were treated as new entrants. This had significant advantages in 
terms of simplicity and availability of data. However, in our view this approach does not 
sufficiently recognise the fact that Association and lnsurance are separate and legally 
distinct entities. In addition, our recommended allocation of benefits to the vast majority 
of lnsurance Members who are also Association Members is already heavily influenced 

by the duration of their Membership of both entities. Accordingly, we do not recommend 
that thls approach be used again. 

We recommend that a substantial portion of the value allocated should reflect a measure 
of the Member's contribution to.the value of Insurance. We believe the most practical 
way to do this is to allocate a part of the benefit on the basis of the number of insurance 
policies with lnsurance that each Member had in force as at the Cut-off Date used for 
determining eligibility generally for all benefit allocations. . 

5.10 Proposed Allocat~on of Shares amongst Members 
Having considered all of the issues discussed In th~s Report, and In particular the 
Members' contribut~on to the value of the NRMA Group and Members' rights, we have 
set out below our recommended allocat~on methodology for distributing the shares In 
NlGL among the Members of Association and lnsurance 

Association Members 
We recommend that half of the 40% of NlGL shares to be allocated to Association 
Members be allocated on a per Member basis consistent with the 'one Member one vote' 
nature of Membership. This provides a convenient and viable minimum allocation for 
Association Members. We recommend that the balance be allocated per year of 
Membership in recognition of loyalty and contribution to the value of the NRMA Group. 

lnsurance Members 
We recommend that half of the 50% of NlGL shares to be allocated to lnsurance 
Members (other than Association) be allocated among its Members on a per Member 
basis consistent with the 'one Member one vote' nature of Membership. This also 
provides a convenient and viable minimum allocation for lnsurance Members. We 
recommend that the balance be allocated on a per policy basis (i.e. per policy that can 
be associated with each lnsurance Member where the policy is in force as at the MP 
Cut-off Date). Again this provides a subsbntial reward for loyalty, and for contributing to 
the creation of value of the NRMA Groub. 

The total recommended allocation methbdology is set out below in a diagrammatic form. 

We note that the allocation method and definitions proposed will exclude insurance 
policies issued by NRMA Life and SGIO. Similarly, customers of NRMA Group entities 
such as NRMA Building Society will not participate in the allocation of the NRMA Group's 
value unless they also happen to be Association Members or lnsurance Members. This is 
considered to be appropriate in recognition of the legal entitlements of these various . 
parties. We have set out in Appendix I to this Report a further statement of principles we 
considered to be appropriate for the allocation of entitlements under the Proposal. 

The detailed allocation'rules required to effect the allocation as recommended in this 
Report are set out in Section 8 of the Information Memorandum. 

Lost Members . , 
If the Proposal is approved and implemented, we understand that NlGL will establish clear , 

procedures for dealing with lost Members who become its shareholders. Members 
become 'lost' where, for a period of at least six years, NlGL has had reasonable grounds 
for believing that the former Member is not residing at the.address shown for the 
corresponding shareholder in its register. While the address .details of some Members held 
in Association's or Insurance's registers at the time of Insurance's demutualisation may be 
incorrect, so that they may become lost shareholders six years after NlGL issues shares to 
them, we anticipate that very few Members will in fact fall into this category. 

Where shareholders become 'lost', NlGL may transfer their shares to ASlC in accordance 
with section 1343 of the Corporations Law. Where dividends remain uncashed for at least 
six years, they will be dealt with under the relevant unclaimed monies regime. 

BENEFIT ALLOCATION jl 

Value of NlGL 
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In our view implementing these procedures in relation to lost Memberslshareholders and 
uncashed dividends are a sufficient and appropriate way of protecting the interests of any 
Members who have failed to keep Association, lnsurance or NIGL informed of their 
addresses. 

5.11 Summary of Allocation Rules Recommended 
The recommended allocation of entitlements Gkes into consideration five factors: 

(a) the allocation of shares to Association 
(b) Membership of Association; 
(c) the number of years of Membership of Association; 
(d) Membership of Insurance; and 
(e) the number of lnsurance policies that were in force on the Cut-off Date that can be 

associated with each lnsurance Member. 
The actual Member entitlements under the Proposal will depend upon the actual date 
upon which it becomes legally effective (the Register Date). The exact Membership 
details prevailing on that date are not currently known. Members who do not remain 
Members until the Register Date will, in many cases, forfeit their entitlement to receive 
a benefit. However, the form of the benefit allocation proposed makes it possible to 
estimate total entitlements with a high degree of accuracy, assuming that the Register 
Date will be between 1 March 2000 and 31 May 2000. 

Assuming our recommendations are adopted, we would expect that NIGL would 
issue a total of approximately 1,465 million shares. Accordingly, the estimated value 
of NlGL shares would be in the range of $2.18 to $2.73 per share based on the total 
value ascribed to NlGL of $3.2 billion to $4.0 billion as set out in Section 5.5 of this 
Report. 

Based on data provided by NRMA Group, we have estimated the expected number of 
Members of Association, the expected distribution of their years of Membership, the 
expected number of Members of lnsurance and the number of lnsurance policies 
expected to be associated with each of those lnsurance Members as at the Register Date 
using the recommended allocation basis set out below: 

Number of Association Members: 1,684,000; 
Total number of years of Membership of Association Members: 29,348,000; 
Number of lnsurance Members: 1,165,000; and 
Total number of policies of lnsurance held by its Members: 3,246,000. 

Using this data, we recommend that the allocation be made as follows: 

(a) 146,500,000 NlGL shares to Association; and 
(b) 174 NlGL shares for each Association Member, plus 
(c) 10 NlGL shares for each year of Membership of Association, plus 
(d1314 NlGL shares for each lnsurance Member, plus 
(e) 113 NlGL shares for each lnsurance policy in force at the Cut-off Date that can be 

associated with each lnsurance Member. 

For the purposes of this recommendation, the definitions set out in Sections 8 and 
page 155 of the Information Memorandum should apply. 

5.12 Illustration of the Value of Benefits to be Allocated 
Indicative values of the shares in NlGL to be distributed to Association Members and 
lnsurance Members (other than Association itself) are set out below based on the 
recommended allocation principles and the range of estimated values of $3.2 billion (low) 
to $4.0 billion (high) applicable to the total value to be distributed under the Proposal as 
estimated in Section 5.5 of this Report. 

The illustrative values set out below are based on the Membership data set out in Section 
5.11 of this Report above. 
The following tables illustrate the estimated Member benefits under the recommended 
allocation principles depending upon the ultimate value of the shares in NlGL and the 
total estimated value of NlGL shares at $3.2 billion, $3.6 billion and $4.0 billion 
respectively, consistent with the estimated range of values for NIGL's shares set out in 
Section 5.5 of this Report. 

Low Value Scenario ($3.2 billion) 

Medium Value Scenario ($3.6 billion) 

High Value Scenario ($4.0 billion) 

6 Reliances, Disclosures and Consents 

6.1 Reliance 
In preparation of this Report, we have relied on information furnished to us by or on 
behalf of NRMA Group. Reliance was placed on, but not limited to, the accuracy of 
information regarding current and historical operating experience, in-force Membership 
and insurance policy data (including Membership and policy terms and conditions), 
valuations of assets, historic and projected financial statements and regulatory returns, 
terms of reinsurance arrangements and reports on the Proposal, advice provided by legal 
advisers to the NRMA Group, Association and lnsurance and NRMA Group's internal 
management practices and business plans (including their state of preparation of 
systems and processes for the Year 2000). Although we have reviewed information 
provided to us for reasonableness and consistency, we have not independently verified 
the accuracy of this information. The accuracy of the conclusions included in this Report 
is dependent on the accuracy of the information provided to us. 

6.2 Disclosures and Consents 
Unlike the Independent Financial Experts, PricewaterhouseCoopers Securities Limited 
('PwCS') as Consulting Actuary has been involved In the development of the Proposal 
and therefore cannot be described as being independent of the Proposal as defined in 
ASlC Practice Note 42. PwCS believe that they are capable of providing this report and 
advice in a manner which IS professional and unbiased. The connections between PwCS 
and the NRMA Group are set out below. 
Various partners and staff of PwCS and its parent entity PricewaterhouseCoopers ('PwC'), 
including the author of this Report, are Association Members and Members and 
policyholders of Insurance. Any entitlement that these parties may receive as a result of 
the Proposal being approved and implemented will be calculated in the same way as for 
all other Members. 
Both PwCS and PwC have undertaken various professional engagements for entities 
within the NRMA Group over the past two years including, in particular, actuarial advisory 
work in relation to provisions for outstanding claims and assignments related to the 
installation of new computer systems. PwC also conducts its motor vehicle insurance with 
Insurance. In addition, PwC is the auditor of RACV lnsurance (now renamed IMA), which 
recently entered into an alliance with- Insurance. 
PwCS has received a professional fee for work on the Proposal based on the time spent 
in the provision of its advice and the drafting of this report. The quantum and payment of 
that fee is not contingent in any way on the outcome of the Proposal. Neither PwC nor 
PwCS has any pecuniary or other benefit or interest whether direct or indirect in 
connection with the making of this report or the provision of its advice on the Proposal. 
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PwCS has given, and not withdrawn, its written consent to the inclusion of this Report in 
the lnformation Memorandum in the form and context in which it is included. However, 
PwCS has not otherwise authorised or caused the issue of this lnformation Memorandum 
and takes no responsibility for its contents. 

Yours faithfully 

A M Coleman BA, MBA, FIA 
Fellow of Institute of Actuaries of Australia 
Director and Authorised Representative 

Consulting Actuary's Report - Appendix 1 

Principles of Allocation of Entitlements 
It is intended to allocate entitlements to Members of both Association and Insurance. 
Membership of lnsurance arises from the Membership rules contained in the constitution 
of that company. Those rules reflect a general principle (subject to some exceptions) that 
lnsurance Membership would not normally be provided to a person unless the person 
was a Member of Association. 

In order to facilitate the Proposal, achieve certainty and to stop improper acquisition of 
rights, the date on which entitlements shall be determined is midnight, 25 February 1999 
(the Cut-off Date). A lapse of Membership after that date could result in entitlement 
being lost. A second date (the Register Date) will also need to be established at a date 
when the Proposal is to become legally effective. 

Meinbership Principles have-been established by the Boards of Association and lnsurance 
which provide for circumstances where a person may have been a Member at the Cut-off 
Date but for some reason had failed to renew that Membership. These principles will allow 
various classes of persons who have failed to renew a Membership to be treated as being 
Members on the Cut-off Date where they actually renew their Membership after that date. 

Consistent with the above, persons seeking new Membership of Association after the 
Cut-off Date should be issued with a contract for the provision of road and other associated 
services and should not be Association Members. These persons will not be entitled to vote 
at the meeting of Members. New insurance policies issued after the Cut-off Date will not 
qualify for an entitlement (except where, subject to certain conditions, the new policy 
renews or replaces, prior to the Register Date, a policy which was held at the Cut-off Date). 

Special situations arise in the case of staff. Under the current constitution of Association, 
staff are admittedas Members on the basis that any fees are waived. The current 
constitution was amended in November 1992 and prior to that staff had been able to 
become Members in a special class of honorary non-voting Membership. On joining the 
company a member of the staff was entitled to become a Member. Since November 
1992, staff have been entitled to become voting Members. For various reasons some 
staff did not exercise their right to become a Member although it did not involve payment 
of any money. That raises issues as to the fair and equitable treatment%of.staff both as 
amongst themselves and in comparison with other Members. For equity and practical 
reasons, it is recommended that staff (other than those employed by SGIO) who are not 
Association Members be offered Membership of Association that is deemed'for the 
purposes of the Proposal to be backdated to commencement of their most recent period 
of continuous permanent employment with the NRMA Group. 

Therefore, all employees (other than those employed by SGIO) who were not Association 
Members as at the Cut-off Date would be offered Membership of Association. The 
deemed period of Membership would be equal to each employees' most recent period of 
continuous permanent employment as at the Cut-off Date. 

i Likewise, all employees (other than those employed by SGIO) who are currently 

l Association Members whose Membership period is shorter than their most recent period 
t of continuous permanent employment, would be deemed to have their Membership 

extended to equal this employment period. These provisions covering permanent 
l 

employees do not apply to casual employees of or contractors to the NRMA Group under 
1 the Membership Principles. 

It is appropriate that entitlements which stem from Membership of Association be 
provided to the person who is the Member of Association and, in the case of entitlements 
which stem from Membership in Insurance, to the person(s) who are Member(s) holding. 

I 
a relevant policy. In a number of cases, a Member of lnsurance and the close associates 
of that Member may hold a number of policies with Insurance. Therefore, it is possible 
that a Member of lnsurance might hold a policy in his or.her own name and another 
policy may be held jointly with a.close associate. In these circumstances, it is considered. 
that the most appropriate way is to provide that the entitlement referable to Membership 
of lnsurance would count two policies, one for the directly held policy and one for the 
jointly held policy held with the close associate. It is recognised that this could lead to 
some jointly held policies being counted 'twice' (or more) where each of two or more joint 
policyholders are also lnsurance Members. This means that where there are two single 
Members who have a joint policy, that policy will count twice, once for each Member. 

In accordance with the above general principles, we recommend that the Share 
Allocation Rules as set out in Section 8 of the lnformation Memorandum be used for the 
purposes of allocating benefits under the Proposal. 

Consulting Actuary's Report - Appendix 2 

~dditional Actuarial Assessments 
As part of our review of the capital adequacy of the NRMA Group, we have completed a 
number of actuarial assessments of specific parts of the NRMA Group's business as set 
out below. 

1.1 Outstanding Claims Provisions of lnsurance and SGIO 
We have been asked to provide an independent assessment of the balance sheet 
provisions for outstanding claims of lnsurance as at 30 June 1999. 

The assessment is in respect of the general insurance business of lnsurance and 
the general and health insurance business of SGIO. It does not include the life 
insurance business of NRMA Life, which is dealt with elsewhere in this Report. 
Our assessment is made in the context of Accounting Standard AASB1023. 

The liability for outstanding claims of an insurance business at any balance date is 
uncertain. This uncertainty pertains both to reported claims and to claims incurred 
but not reported at the balance date. The use of actuarial techniques allows for 
the expected level of future claims to be assessed within reasonable measures of 
probability thereby allowing for the provisions that need to be held to meet those 
claims to be estimated. 

In broad terms, the estimation procedure consists of the following steps, to be 
made at the relevant balance date: 

(a) estimate, in respect of claims incurred prior to that date, the insurer's claim 
payments period by period into the future; 

(b) estimate the insurer's expenditure in the administration of these claims period 
by period into the future; 

(C) estimate any recoveries due to the insurer, by virtue of reinsucance or any other 
source, period by period into the future; and 

(d) calculate the liability for outstanding claims as thk present value. at the balance 
date of the insurer's estimated net cash outgoing as found in (a) to (c) above. 

Fundamental to actuarial.estimation of the oufstanding claims liability is the 
establishment of a mathematical model of the claim payment which serves to 
predict future claims payments on the basis of historical data and estimate the 
degree of uncertainty inherent in the estimate. 

Different models of the claims process will be sensitive to different features of the 
data available. When calibrated by reference to historical experience, the models 
can be used to provide forecasts of claims payments to be made in each future 
year in respect to claims incurred prior to the balance date. 

The estimates finally adopted as best estimates (or central estimates in the sense 
described below) of liability are often determined as a compromise between the 
individual estimates of liability provided by different models. The compromise 
reflects theoretical considerations concerning the strengths and weaknesses of 
different models and also reflects empirical results, such as the desirability of 
consistencv in various model claim develo~ment outcomes over time. 

The effects of future inflation and the discounting to present values can be 
incorporated by reference to the claims cash flows of individual future years - 
forecast by the model. 

The essence of actuarial assessment of outstanding clalms l~abilltv e that it lnvolves 
estimation of an unknown quantity. Some of the factors affecting &certainty in the 
actuarial estimates can be auantified. However. some elements do not render 
themselves to formal assess'ment. Moreover, thk estimate may be subject to 
influences which vary in an unforeseeable manner after the balance date. 

The central portion of the statistical distribution of the many possible outstanding 
claims outcomes represents those outcomes with the greatest likelihood of 
occurring. The central estimates referred to above is usually chosen as the mean 
(or average) of the distribution of predicted outcomes. 

Because of the uncertainties inherent in the estimation process, the management 
of an insurance company will generally consider it prudent to adopt a provision for 
liability which has a significantly greater chance than 50% of ultimately proving to 
be at least adequate to meet the liability concerned. The margin over the central 
estimate constitutes a prudential margin. The size of the prudential margins is, like 
capital requirements, dependent upon the desired level of confidence in adequacy 
and the level of variability of claims.experience. 

The methodology described above has been applied to the claims experience of 
the various lines of business of lnsurance and SGIO. 

Jhe.provision for outstanding claims: net of reinsurance and other recoveries, in 
respect otthese lines of business is set out in the table below. These estimates 
include allowance for claims incurred but not.reported at the balance date, future 
inflation and expenses associated with the administration of the claims generating 
the liability, all discounted to the balance date in recognition of the future 
investment income to be earned by the provision being made for the liability. 
'The rates of return used in the discounting are those expected to occur over future 
years on the basis of market conditions in riskless fixed inteiest securities at the 
balance date. 
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Both Insurance's and SGlO's provisions for outstanding claims include allowance for 
the anticipated impact of a new taxation system (and in particular the introduction 
of GST). The increases in outstanding claims provisions for lnsurance and SGlO in 
respect of GST at 30 June 1999 are some $51 million and $5 million respectively. 

Outstanding Claims Provisions - General and Health lnsurance 

Provision for 
Outstanding Claims 2,524 348 2,872 
Allowance for 
Outstanding Claims 
Recoveries 498 

: Net Provision for- 
: Outstanding Claims 2,026 275 2,301 . 
l Recoveries in Respect 

of Claims Already S 

Finalised 105 9 114 , 

i Recoveries under 
, AON Contract 

Net Provision as in 
i Actuarial Estimates 2,165 284 2,449 , 

Based on our understanding of prevailing market practice and taking into account 
the profile of Insurance's business, we have formed the view that management's 
determination, in the aggregate, of the NRMA Group's provisions for outstanding 
claims is reasonable and includes significant prudential margins. Moreover, the 
level of adequacy is generally consistent with the reserving policy adopted in 
immediately preceding years. 

1.2 NRMA Life 
Embedded Value 
We have been asked to provide an independent assessment of the embedded and 
the appraisal values of NRMA Life as at 30 June 1999. 

Our assessment has been made in accordance with the Institute of Actuaries 
of Australia's professional standards and guidance notes. 

We have calculated the Embedded Value of the statutory funds as at 
30 June 1999 to be in the range of $128 million to $138 million. 

The Embedded Value represents the value of the shareholders' interest in the Net 
Worth of the statutory funds together with their entitlement to share in future 
distributable surpluses in respect of policies in force at the balance date. 
No allowance for the value of future business is made for this purpose. 

The net worth of the statutory funds has been determined from the statutory 
surplus of the funds with adjustments for contingency reserves held on a 
prudential basis that are not expected to be required on a realistic basis. 

The value of in force business has been determined from cash flow projections of the 
business in force at 30 June 1999 using assumptions regarding future mortality, 
discontinuances and expenses based on recent analyses of the company's 
experience and expected future experience, and allowing for statutory liabilities and 
the retention of target surplus in the statutory funds. The projected long term earning 
rate of the funds was determined having regard to the asset mix of the statutory funds 
and current investment yields. A discount rate of 11% p.a. (after tax) was used. 

Appraisal Value 
We have calculated the appraisal value of NRMA Life as at 30 June 1999 to be in 
the range of $140 million to $160 million. The appraisal value represents the 
embedded value plus the assessed value of NRMA Life's new business expected 
to be written after 30 June 1999. 

1.3 Financial Position of NRMA Staff Superannuation Plan and SGlO 
Superannuation Plans 
The financial position of the NRMA Group staff superannuation funds (which 
include the NRMA Superannuation Plan and two SGlO group superannuation 
funds) as at 30 June 1999 has been reviewed by the consulting actuaries to those 
funds. 
The assessment of the financial position of the superannuation funds has been 
undertaken so as to ascertain the extent to which benefits earned are already 
funded and to assess the likely level of employer contribution rates required going 
forward. 

As at 30 June 1999, on the valuation assumptions adopted, which we consider to 
be appropriate, the combined plans had a surplus (the net market value of assets 
less the net present value of accrued past service liabilities) of approximately 
$270 million. The combined plans were therefore in a very sound financial 
position as at 30 June 1999. 

On the basis that the three NRMA Group staff superannuation funds are 
amalgamated as intended into the NRMA Superannuation Plan, the consulting 
actuary to the NRMA Superannuation Plan has recommended that the employer 
contributions be suspended. It is estimated that such a contribution holiday could 
be sustained for 8 years for the combined plans before the surplus was fully 
utilised. The NRMA Group has accordingly chosen to suspend employer 
contributions. Once the surplus is utilised, (expected to be in 8 years' time), the 
employer contribution rate for the combined plans would be expected to revert to 
a long term expected rate of approximately 13% of salaries. 
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Taxation and Social Security Benefits - 
Implications for Members 
Australian Taxation 
The following comments are a general guide only. Members should seek professional tax 
advice on their own circumstances. 

The following comments are based on the assumption that the provisions contained in 
Division 9AA of the Income Tax Assessment Act 1936 apply to the proposed 
demutualisation of Insurance. The Australian Taxation Office has been requested to 
provide written confirmation to this effect. 

The Federal Government has also announced an intention to change various aspects of 
taxation in response to the Ralph Committee's Report on business taxation. At the date of 
writing, many of these changes have not been passed by Parliament and are not referred 
to herein. Members are advised to seek advice on the progress of these proposals as 
they may affect their own circumstances. 

Taxation Consequences of Disposing of Rights as a Member of lnsurance 
On demutualisation there is a disposal of Membership rights in lnsurance and an 
acquisition of shares in NIGL. No taxation liability arises as a result of these transactions. 

Taxation of Dividends Received from NlGL Shares 
Resident Australian shareholders must include in their assessable income the amount of 
dividends received. 

For resident Australian individuals and superannuation funds the attached franking credit 
is also required to be included in assessable income. The franking credit can generally 
be claimed against tax payable up to the total tax payable by the tax payer. 

Resident Australian private companies are entitled to an inter-corporate dividend rebate , 
for the franked portion of any dividend received. Any unfranked amount is not eligible for 
the inter-corporate dividend rebate and will be taxed accordingly. Public companies are 
entitled to a rebate for the whole amount of dividends received. 

All companies are able to credit their franking account for the franked amount of any 
dividend they receive. 

Usually, the shares must be held at risk for at least 45 days to be able to claim the 
franking rebate, and in the case of companies, credit the franking account. 

Non residents of Australia may be subject to Australian withholding tax. 

Taxation upon Disposal of NlGL Shares 
The shares acquired as a result of the demutualisation will be subject to capital gains tax 
(CGT) provisions. 

The shares issued.to former Members will be deemed to have been purchased at.the 
date of demutualisation for a value equal to the lower of: 

net tangible assets per NlGL share of lnsurance (estimated to be $1.51 per NlGL 
share as at 30 June 1999); and 
the final price at which the shares are traded on the Listing Date. 

The deemed purchase price is the cost base for CGT purposes. 

If the shares are sold for an amount greater than the cost base, the difference, being a 
capital gain, is included in assessable income. If the shares have been held for greater 
than twelve months the cost base is adjusted for inflation (indexation). 

If the shares are sold for an amount less than the cost base, a loss will result and the loss 
can only be set off against capital gains in the same, or future years. In addition, 
indexation cannot be used to create or augment a capital loss. 

Shares purchased subsequent to listing will have a cost base equal to the amount paid 
plus acquisition and disposal costs. 

Transfers of shares to family members will also constitute a disposal, even if the seller 
does not receive anything. The sale price is deemed to be the market value. 

The above comments do not apply to shareholders who are in the business of buying and 
selling shares, that is, share traders or entities that hold their assets on revenue account: 

Non residents of Australia for tax purposes will generally not have to pay Australian tax 
on any capital gain on disposal of shares. 

The transfer of shares that will occur as a result of a disposal will generally attract a 
liability to pay stamp duty in Australia, but no stamp duty is payable by Members or 
shareholders on the initial issue of shares which will occur on demutualisation. 
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Social Security Benefits and Pensions 
Owning, buying and selling shares can have effects on social security benefits and 
pensions. As the effects are dependant on individual circumstances, Members should 
seek their own advice. The following is a general guide only. 

Social security benefits and pensions may be impacted as a result of the Proposal 
because recipients of these benefits may be affected by the various asset and income 
tests which apply. Certain social security benefits are not payable at all if the claimants 
assets exceed allowable asset limits (see below). Other forms of social security, notably 
pensions, are decreased by $3 per fortnight (single or couple) for each $1,000 of assets 
in excess of the allowable asset limits. 

Payments which are not payable at all if the assets test thresholds, detailed below, are 
exceeded include: 

Parenting Payment (single) which is paid to a lone parent who has a dependent child 
under 16 years in their care and control; 
Parenting Payment (partnered) which is paid to partnered parents with a dependent 
child under 16 years in their care and control; 
Newstart Allowance which is paid to an ui.lemployed person over 21 years who is 
undertaking activity test obligations; 
Austudy Payment which is paid to full-time students who are over the age of 25 years; 
Youth Allowance which is paid to an unemployed young person between the ages of 
16 and 21 years and a full-time student between the ages of 16 and 24 years; 
Mature Age Allowance (granted after 1 July 1996) which is paid to people over 
60 years of age and under age pension age who have been in receipt of other income 

. support payments for nine months prior to claiming payments, or have received a 
payment of a pension or a non-activity tested allowance in the 13 weeks preceding 
the claim; 
Sickness Allowance which is paid to a person who is temporarily incapacitated for 
work and cannot work or study for more than eight hours per week; 
Partner Allowance which is paid to people born on or before 1 July 1955 and who are 
a member of a couple, who have no recent workforce history and have no dependent 
children; 
Widow Allowance which is paid to women aged 50 or over, who are not a member of 
a couple and have separated or been widowed since turning 40 and have no recent 
workforce history; and 
Special Benefit which is paid to a person who isnot entitled to any other social 
security payments and who have no sufficient livelihood 

Those people who are receiving Disability Support Pension, Carer Payment, Wife Pension, 
Parenting Payment (single) and Age Pension are paid the pension rate of payment which 
is indexed in March and September each year. The pension rates as at 20 September 
1999 are $366.50 (single) per fortnight and $305.90 (partnered) per fortnight. 

Those people receiving Newstart Allowance, Austudy Payment, Sickness Allowance, 
Partner Allowance, Parenting Payment (partnered), Widow Allowance and Special Benefit 
are paid $326.70 (single) per fortnight and $294.70 (partnered) per fortnight. 

People who are in receipt of Mature Age Allowance receive $353.40 (single) per fortnight 
and $294.70 (partnered) per fortnight. . 
People who are in receipt of Youth Allowance receive a different rate of payment 
depending on their age or circumstances. 

Asset and Income Tests 
The allowable asset limits are indexed each 1 July with CPI. Figures as at 1 July 1999 are: 

Single $127,750 $219,250 I 

, Couple $181,500 
h m 

$273,000 
" .a- , -  - 

Pensions are reduced (as set out above) if the above asset limits are exceeded and are 
also reduced by $0.50 per dollar (single) or $0.25 per dollar each (couple) for each 
dollar by which the pension recipient's other income exceeds the following limits: 

Single $102 per fortnight 
Couple $180 per fortnight (combined) 
Additional children $24 per fortnight per child. 

Recipients of Youth Allowance and Family Allowance are subject to a different assetstest 
linked to family means. 

Youth Allowance recipients are generally paid subject to their parents' income and assets 
test, unless the young person is paid the independent rate. Once the parental assets 
exceed $410,000 then no Youth Allowance is payable. 

Family Allowance is also not payable once the family assets exceed $410,000 

For the purposes of applying these tests, all assets, other than those defined as exempt, 
are assessable. Listed shares are included at market value, while private shares are 
valued based upon 'net asset backing'per share'. The latter is defined as 'the amount of 
surplus capital that would accrue to each share if the company wound-up'. 

Exempt assets are: 
value of the principal residence of the' person, or their partner; 
value of any life interest of the person other than: 
- principal home; 
- a life interest created by the person or their partner, or upon death of the person's 

partner; 
value of any assets-test exempt income stream; 

0 any amount that is received via a 'Home Equity Conversion Loan' within the past 
90 days (up to $40,000 only); 
value of any granny flat interest in the principal home or sale leaseback home 
arrangement (i.e. has right to residence); 
value of any assets to which the person is entitled from an estate but is not able to 
receive: 1 

value of any cemetery plot or f~neral'ex~enses paid in advance; 
value of any insurance or compensation payments received because of loss within.the 
past 12 months; and 
value of any native title rights. 

Gifting 
Current legislation allows amount up to $10,000 per pension year to be given away by a 
pensioner in gifts or financial assistance without reducing their pension or benefits. In 
fact, if the pensioner was subject to the assets test prior to disposal of the assets, then 
their pension may increase. Proposed revised legislation would set the allowable amount 
as $5,000 and the pension year would be replaced by financial year. Amounts up to this 
level may be given each period (either pension or financial year). 

If the amount gifted is greater than the limit, the excess is treated as a 'deprived asset' 
and income deemed therefrom for a peridd of five years. 

The pension year is that period of 12 months beginning on the day in which the pension, 
benefit or payment first became payable to the person, or the person's partner, whichever 
is earlier, and each following and preceding 12 months. In other words, with some 
exceptions, the pension year is the annive!saty of first payment. 
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lnsurance and Financial Services Trade Marks 
As part of the Proposal, certain trade marks (the Trade Marks) are assigned from 
Association to the lnsurance Group. The value of this assignment of the Trade Marks has 
been taken into account in developing the Allocation of Entitlements as set out in 
Section 5 of this Report. 

In order to determine the value of the Trade Marks, consideration was given to the 
following: 

it is only the Trade Marks that are being assigned, with the other elements of business 
generating infrastructure and goodwill of lnsurance (such as customer lists, physical 
distribution systems, business methodologies and company names) being already 
owned by Insurance; 
a large portion of the value of the Trade Marks to lnsurance has been built up 
because of their use by the lnsurance Group, including its contribution to their value 
through advertising and sponsorship; : 
stringent protocols and controls have been placed on the use of the ~ r a d e  Marks 
under the Proposal; 
there are limitations on the use of the Trade Marks in Victoria (where RACV operates), 
Western Australia and South Australiajwhere SGlO and SGlC operate); 
the likely costs (estimated in connection with work done on the Proposal to be in the 
range $15 million to $30 million) that would be associated with lnsurance establishing 
a new brand name, including: 
- research regarding the public perception of the current brand name; 
- design of the new brand name; 
- registration of the new brand name; 
- implementation of the new brand name, including signage, stationery and 

promotion. 

The only broadly comparable brand name licensing agreement that we are aware of was 
entered into in 1999 in the USA, when Allstate lnsurance purchased the personal 
Property and Casualty business of CNA lnsurance and licensed the use of the CNA name 
for this business for 6 years following the purchase. For this licence, Allstate agreed to 
pay CNA 1.5% p.a. of the premium revenues derived from this business. Should this 
precedent be applied to the relevant projected NRMA revenues in perpetuity, a present 
value of the order of $300 million to $400 million would result. However, while the 
AllstateICNA transaction included the assignment of the relevant trade marks, for the 
reasons indicated above there are many unique factors and limitations involved in the 
assignment of the Trade Marks under the Proposal, and we believe that the value to 
lnsurance of these Trade Marks is significantly less than a figure based on the 
AllstateICNA transaction. 

Based on these considerations, and in particular based upon a consideration of the 
alternative of establishing a new.brand name, it is our assessment that the value of the 
Trade Marks would be not more than $30 million to $40 million. 

i 
> v 
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3. Additional 

13.1 No offer, invitation or solicitation with 
respect to Shares 
This document is not a prospectus. If the'Proposal goes ahead, Shares will be issued to 
Members. However, this document does not constitute: 

an offer or invitation to issue or sell Shares by any person; or 
an offer or invitation or the solicitation of an offer to subscribe for, or buy, Shares by 
any person. 

The document should not be construed as implying any such offer, invitation 
or solicitation. 

If the Proposal goes ahead, the NlGL Board intends to issue an offer document before 
the Listing Date, setting out detailed financial and other information. 

13.2 Background to the review of NRMA corporate 
and membership structure 
The NRMA ~oards'have considered several reviews of the structure for the NRMA Group 
for a number of years (see pages 18 to 19). As part of that process, a number of external 
reports have been commissioned. This Section summarises the findings of each of those 
reports. No report referred to in this Section has been updated since the date of that 
report as specified in the summary below. 

Reports prior to 1994 demutualisation proposal 
Shortly before the 1994 dernutualisation proposal two external reports were 
commissioned by the NRMA Boards for the purpose of considering structural reform of 
the NRMA. 

Macquarie Corporate Finance Limited draft report 
Macquarie Corporate Finance Limited was asked to review Insurance's existing structure 
and formulate recommendations for reform. On 14 February 1992, Macquarie Corporate 
Finance submitted a draft report which recommended that lnsurance be demutualised 
by converting it into a shareholder-owned company and shares in lnsurance be listed on 
the Australian Stock Exchange. 

Macquarie Corporate Finance indicated that the reasons for this draft recommendation 
were problems with the existing structure, including the inappropriateness, in its view, of . the mutual structure to Insurance's business and financial position, the need to deal with 
surplus capital, the inability of members to realise value and the need for a more efficient 
and flexible structure. 

In the draft report, Macquarie Corporate Finance identified a number of criteria against 
which options for structural change were evaluated. The criteria identified were: 
unlocking owner value, capital efficiency, owner-imposed management disciplines, 
fairness, commercial opportunities and preservation of commercial links with Association. 
Using the criteria Macquarie Corporate Finance concluded that the following alternatives 
were inferior to the demutualisation and listing of Insurance: 

maintaining the status quo; 
ensuring that lnsurance is owned and controlled by policyholders and providing for 
policyholder participation through 'policy bonuses'; 
partial demutualisation, through the introduction of a second class of commercial 
shareholder members; 
demutualisation and listing of both lnsurance and Association; 
making lnsurance a wholly-owned subsidiary of Association; and 
sale of Insurance's business. 

While aspects of the report were presented to the Boards, it was never formally 
considered at Board level. 

BT Corporate Finance Limited report 
In a report dated 27 October 1993, BT Corporate Finance Limited analysed NRMA's 
existing structure. BT Corporate Finance recommended in the report that Association 
and lnsurance be demutualised. It recommended that Association and lnsurance each 
become a subsidiary of another company and that shares in that company be listed 
on the Australian Stock Exchange. . 

This recommendation was made in the belief that it best addressed the problems 
identified with the existing structure and would best position the NRMA Group for 
long-term growth. There were three key problems with the existing structure identified 

in the report. First, problems with future growth. In the report, BT Corporate Finance 
Limited stated that because of the inability to distribute the proceeds of commercial 
activities, the present NRMA structure is not an efficient or appropriate basis upon which 
to expand the NRMA's operations. Second, the distribution of surplus capital under the 
present structure is both difficult and inefficient. Third, problems with governance. 
BT Corporate Finance commented that under the present NRMA structure there is no 
symmetry between voting rights and economic interest and that this promotes apathy 
and may allow minority interests to gain control of the NRMA's substantial resources 
through control of the NRMA Boards. 

The other alternatives considered in the report which were considered less attractive than 
the demutualisation of Association and lnsurance were: 

maintaining the status quo; 
distributing surplus cash; 
demutualising lnsurance and listing; 
listing a subsidiary entity owned by Association, lnsurance and the public; 
merging Association and lnsurance and listing the merged entity; and 
demutualising Association and listing. 

In addition, as an alternative to listing shares upon demutualisation, the report 
considered (and rejected) creating a private exchange so shares could be traded. 

1994 demutualisation proposal 
As a result of court action, the resolutions to implement the 1994 demutualisation 
proposal were never passed by members of Association and Insurance. 

A director of Association and a director of Association and lnsurance commenced court 
action challenging the 1994 prospectus on two grounds. First, that the prospectus and 
other information provided to members did not enable Association members and 
lnsurance members to make an informed and critical assessment of that proposal. 
Second, that the distribution of the prospectus and other documents to members 
constituted misleading or deceptive conduct for the purposes of the Trade Practices Act. 

The issues were first considered by a single judge of the Federal Court. In a judgment 
given in October 1994 the court concluded that the prospectus did not provide sufficient 
information concerning the proposal and that the references to 'free shares' in the 
prospectus were misleading and deceptive. An injunction was granted which prevented 
the further distribution of documents to members and prevented the meetings of 
Association and of lnsurance to consider the proposal from proceeding. 

The NRMA Group companies involved appealed against the decision to the Full Court of 
the Federal Court of Australia. In January 1995 the appeal decision was delivered. The 
Full Court found that the distribution of the prospectus did involve engaging in misleading 
or deceptive conduct but did so in part on a different basis to the trial judge. The order 
restraining the distribution of documents and proceeding with the meeting was varied to 
allow it to be lifted with leave of the court. The judgment of the Full Court left open the 
possibility that the 1994 proposal could be implemented by the issuing of a 
supplementary prospectus to rectify the matters giving rise to the misleading and 
deceptive conduct. 

The NRMA Group, however, abandoned the 1994 demutualisation proposal after 
receiving advice on a High Court decision delivered in March 1995 concerning corporate 
restructuring. The advice indicated that, in order to succeed, the 1994 demutualisation 
proposal needed to be reformulated. Before the 1994 demutualisation proposal was 
abandoned, the NRMA Boards obtained an independent expert's report from Grant 
Samuel & Associates Pty Limited evaluating the proposal and made the report available 
to members. 

Reports since 1994 demutualisation proposal 
Grant Samuel report 
The Grant Samuel & Associates Pty Ltd report was submitted on 29 March 1995. 
The report set out Grant Samuel's opinion of whether: 

the proposal contained in the 1994 prospectus was in the interests of Association and 
lnsurance and their respective members; 
the proposal contained in the 1994 prospectus was fair and reasonable as regards 
Association, the members of Association, lnsurance and the members of Insurance; 
and 
any alternative proposals existed wh~ch might achieve the requistte fair and 
reasonable outcome but in a better manner to the proposal contained in the 1994 
prospectus. 

Grant Samuel concluded that demutualisation was in the best interests of Association 
and lnsurance and their respective members and that the 1994 proposal was fair and 
reasonable. Grant Samuel also concluded in the report that there were no alternative 
restructuring proposals at that time which would achieve a better outcome. 



Grant Samuel expressed the view that corporate entities are more effective vehicles than 
mutuals for carrying out large commercial operations and that NRMA had outgrown its 
present structure. The principal reasons for Grant Samuel's conclusion that the 1994 
proposal was in the best interests of, and was fair and reasonable as regards to, 
Association and lnsurance and their respective members were based on the advantages 
of the proposal in relation to issues of governance, capital raising, the ability of members 
to unlock value and market disciplines on management. Grant Samuel also considered 
that the arguments put forward against demutualisation did not outweigh the benefits of 
demutualisation. In addition, Grant Samuel expressed the opinion that demutualisation of 
Association and lnsurance should not have a material impact on the cost or quality of 
road service. 

Grant Samuel concluded that the following alternatives were not better than the 
dernutualisation of Association and Insurance: 

separate demutualisation and listing of lnsurance with agreement of Association in 
relation to the use of the NRMA name and sharing of commercial facilities; 
separate dernutualisation and listing of lnsurance with Association retaining a 
substantial shareholding; 
separate demutualisation and listing of lnsurance with lnsurance retaining control or 
influence over Association through a golden share; and 
the sale of Insurance. 

Grant Samuel considered in some detail the possibility that Association remain a mutual 
and only lnsurance be demutualised and listed. In the report Grant Samuel expressed 
the view that separating the two organisations does not recognise that the strength of the 

1 NRMA Group results from the combination of the two businesses. On this point. Grant 
Samuel stated that the relationship with road service is fundamental to the competitive 
advantage of lnsurance and that problems for existing Association members (such as 
governance and the inability to unlock member value) would remain unresolved if 
Association was not demutualised. Grant Samuel also perceived that difficulties for each 
of Association and lnsurance would arise through complexities and tensions associated 
with the relationship between them, such as establishing workable contractual 
arrangements between Association and Insurance. 

However, the NRMA Boards decided to abandon the 1994 proposal in May 1995, in light 
of legal advice that the proposed implementation route was probably prevented by the 
above-mentioned March 1995 judgment of the High Court of Australia and in light of the 
uncertainty that the required majority members would vote in favour of the 
demutualisation, given the above mentioned judgments of the Federal Court of Australia. 

Sir Laurence. Street report 
On 22 May 1997, Sir Laurence Street, the former Chief Justice of the New South Wales 
Supreme Court, delivered a report to the Corporate Governance Committee appointed by 
the NRMA Boards. Sir Laurence Street was retained by that Committee to make 
recommendations regarding an appropriate code of conduct to govern relationships 
between directors and between directors and management of the NRMA and a course of 
action to improve corporate governance. Although the report did not focus on structural 
reform of the NRMA, there are statements in the report supporting structural change. 
In particular, comments that the present corporate structure does not meet the 
requirements of a major commercial undertaking. In the report, Sir Laurence Street 
indicated that he thought it preferable to refrain from recommending reform of 
management and subsidiary boards until a decision regarding the restructuring of the 
whole NRMA Group had been made. The recommendations contained in this report 
were implemented in part only. - 

McKinsey & Company report 
McKinsey & Company was asked by the Association Board to consider proposals 
to simplify the mutual structure and membership of the NRMA. McKinsey & Company 
was expressly requested to assume that a mutual structure would continue and was not 
asked to examine dernutualisation as an alternative structure. McKinsey & Company was 
also required to assume that the NRMA would pursue a member or client-centred 
business plan (as set out in the NRMA's Motoring, Home & Money Strategy). McKinsey 
& Company submitted recommendations on the proposals and a business case on 
19 February 1998. 

McKinsey & Company recommended that lnsurance become a wholly-owned subsidiary 
of Associatbon, which would become the only mutual entity. lnsurance membership 
(other than Association's membership) would be extinguished. This proposal was 
described as the 'One Mutual' proposal. 

McKinsey & Company identified a number of principal potential benefits for the NRMA 
moving to a 'One Mutual' structure. These were greater strategic focus through becoming 
one organisation, financial advantages associated with improved flexibility and efficiency 
(with an estimated present value of future cost savings, after implementation costs, of 
$12 million), increased flexibility in structuring the NRMA Group and entering into 
partnerships and alliances and a reduced risk of legal conflicts for directors (as 
lnsurance members' interests would not need to be considered separately). Alternative 
means of achieving these benefits were not considered in the report. 

The other proposal considered in the report was to extend membership to customers 
who are not currently members. McKinsey & Company also recommended that the 
Association Board consider this other proposal after addressing the 'One Mutual' 
proposal. However, in May 1998 the Boards received legal adv~ce that they had an 
obligation to consider all structures. 

Credit Suisse First Boston report i 

Credit Suisse First Boston was engaged to ~onsider potential corporate and membership 
structures for the NRMA Group and to identify and evaluate practical alternatives 'for 
structural reform. The draft Credit Suisse First Boston report was provided to the Boards in 
November 1998 with a final report on 22 December 1998 and set out a number of 

'restructure options, each of which was assessed against a set of commercial and Member 
benefit criteria. One-option was recommended by Credit Suisse First Boston as the preferred 
option -this involved the retention of a financially strengthened road service mutual and 
lnsurance being converted from a mutual to a shareholder-owned company. 

Credit Suisse First Boston noted the following factors in making its recommendation: 

the current provision of road service and related ~ssociation'membership benefits is 
of unique and considerable importance to members and to Insurance; 
maintaining the current structure presents significant and increasing financial and 
business risks, especially to Insurance's operations and less directly to Association; 
and 
a more traditional commercial structure for the insurance and financial service 
operations, including a share market l$ting, would reduce these risks and improve 
Insurance's capabilities and operating ,position, with resulting benefits for members 

This assessment was supported by prior advice to the NRMA concerning organisational 
restructuring, as well as by trends among other insurance mutuals in Australia seeking to 
respond to increasing competitive challenges. 

On 25 February 1999, approval was given by the Boards to develop a proposal on the 
terms of the preferred option. This required the closing ofthe Association and lnsurance 
members' registers with effect from midnight on 25 February 1999 and has resulted in 
the development of the Proposal explaine: in this document. 

Approval to develop the Proposal was not bnanimous. The Associat~on Board was evenly 
divided on the subject, with the President, Mr Nicholas Whitiam, exercising his casting 
vote in favour. The lnsurance Board voted.in favour by a narrow majority. 

Two Mutuals Committee report 
Also on 25 February 1999, the Assoclatlon Board established the Two Mutuals 
Commlttee, belng a sub-committee of that Board, whose purpose was to work w~th 
consultants to provlde a report focuslng on developing a full case for retalnlng and 
strengthening the NRMA Group's exlstlng two mutual structure It was not the purpose 
of the report to attempt to establish or argue the case agalnst demutual~sat~on. 

On 30 May 1999, a preliminary report on the case for retaining and strengthening the 
existing dual mutual structure by Marsden'Jacob Associates Pty Ltd and Copernican 
Securities Pty Limited, the consultants engaged by the Two Mutuals Committee, was 
delivered to Association. Subsequently, an abridged version of that preliminary report 
was delivered to the Association Board. 

The authors of the Two Mutuals Commlttee report have not consented to the lncluslon of 
any of the flndlngs from that report In thls document. The report, however, challenged 
the recommendat~ons and methodology of the Credlt Sulsse Flrst Boston report 
Management was requested to prepare a report commenting on the flndlngs of the Two 
Mutuals Comm~ttee report 

Having considered a report from management on the issues raised in the Two Mutuals 
Committee report, on 19 August 1999, the Association Board resolved to disband the 
Two Mutuals Committee. Although no further work was undertaken on the enhanced two 
mutual structure model, the Boards and management have considered the various issues 
raised in the Two Mutuals Committee report and the management report as part of the 
development of the Proposal and this Information Memorandum includes a discussion of 
relevant issues arising from that consideration. 

13.3 Litigation relating to the 
1994 demutualisation proposal 
Details of the litigation commenced in 1994 in relation to the 1994 dernutualisation 
proposal and the subsequent appeal from the decision in that case in 1994 are set out 
on page 134. 

Following the decision in the appeal that the prospectus was misleading and deceptive, 
Association, lnsurance and NRMA Holdings Limited ('Holdings') commenced an action 
in 1995 against Allen Allen & Hemsley and Abbott Tout which each provided legal advice 
to the companies in relation to the 1994 demutualisation proposal alleging that they were 
liable to the companies for monies expended by the companies in unsuccessfully 
attempting to demutualise lnsurance and Association. The companies' claim was based 
on the judgment in the appeal and the decision of the High Court of Australia in 
Gambotto v WCP Limited. Dyson Heydon QC was added as a defendant to the 
proceedings in 1997. 

Association, lnsurance and Holdings allege? that the defendants were at fault in: 

failing to adequately advise them of the r!sk to the demutualisation proposal in 
connection with the granting of special leave to appeal to the High Court and the 
hearing of the appeal in the case of Gam,botto v WCP Limited ('Gambotto liability'); 
and 
failing to adequately advise them in relatibn to the use of the phrase 'free shares' in 
the prospectus, and the failure of the prospectus to identify and inform members 
about the disadvantages of the proposal ('prospectus liability'). 
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On 4 August 1999, the Court rejected the claim as to prospectus liability, but upheld the 
claim in relation to Gambotto liability, entering judgment against the defendants for 
$32 million (including interest) plus two-thirds of the companies' costs. 

Each of the defendants has appealed against the judgment, and Association, lnsurance 
and Holdings have cross-appealed in relation to their claim as to prospectus liability. The 
appeals will be heard by the NSW Court of Appeal in May 2000. It is also anticipated that 
one or more parties will seek special leave to appeal from the judgment of that Court to 
the High Court of Australia. 

13.4 Process for development of the Proposal - 

(A) Background 
The Boards on 28 May 1998 by unanimous resolution commissioned Credit 
Suisse First Boston to prepare a scoping study suggesting practical alternative 
corporate and membership structures for the NRMA Group (see pages 19 and 
135). A draft version of Credit Suisse First Boston's report was provided to the 
Boards on 26 November 1998 and a special briefing session was conducted by 
Credit Suisse First Boston for the Boards on 10 December 1998. The final report 
was delivered to the Boards on 22 December 1998. 

At meetings of the Boards held on 28 January 1999, several directors requested that 
further information be provided in relation to the Credit Suisse First Boston report. 
Responses to those requests were provided to the directors on 5 and 12 February 
1999 and contained further papers and advice regarding the report prepared by 
NRMA management, Credit Suisse First Boston and various legal advisers to the 
NRMA Group. The Boards had also received a report from Ernst & Young. Ernst & 
Young undertook an external assessment of the Credit Suisse First Boston report 
on corporate organisation and membership structures dated 22 December 1998. 
This assessment was limited to factual findings on the approach adopted and the 
appropriateness of its contents, having regard to the process by which the report was 
prepared. Ernst & Young Corporate Finance did not provide an assessment on the 
validity of findings, recommendations or conclusions contained within the Credit 
Suisse First Boston report. 

Ernst & Young found that Credit Suisse First Boston had identified and evaluated 
practical alternatives for the structure of the NRMA Group consistent with the 
mandate given to them by the Boards. Furthermore, Ernst & Young found that 
the process adopted by the NRMA and Credit Suisse First Boston to produce 
the report was rigorous and the report itself was the subject of significant advice 
and consultation. 

On 25 February 1999, the Boards resolved to accept the recommendation of Credit 
Suisse First Boston that Option 6 (a 'remutualisation' of Association and listing of 
Insurance) was the most appropriate structure for the NRMA Group and its 
members for the future. The Boards, however, recognised that more detailed work 
needed to be done to develop the proposal before a final decision could be made to 
put it to Members. 

(B) lmplementation management structure 
On 25 February 1999, the Boards adopted an implementation management 
structure which included a Steering Committee to oversee the further development 
and evaluation of the preferred model under Option 6. 

The Steering Committee was accountable to, and subject to direction from, 
the Boards. The members of the Steering Committee were as follows: 

Mr Nicholas Whitlam (President of Association and Chairman of Insurance); 
MS Jane Singleton (Association Board member and former lnsurance Board 
member); 
MS Anne Keating (Association and lnsurance Board member); 
Dr John Campbell (Association Board member); 
the Chief Executive Officer of NRMA, Mr Eric Dodd; 
the Chief Financial Officer of NRMA, Mr George Venardos; and 
the Group Secretary & General Counsel of NRMA, MS Gaye Morstyn. 

Mr Stuart Nelson, General Manager Corporate Services, was an alternate member of 
the Committee for Messrs Dodd and Venardos and MS Morstyn. 

As indicated above, certain directors of Association and/or lnsurance were 
appointed as members of the Steering Committee. Members should note that a 
director's membership of the Committee does not mean that an individual director 
supports the Proposal. Each director's recommendations on the Proposal is set 
out in full on pages 51 to 54 (in the case of Association directors) and page 69 
(in the case of lnsurance directors). 

The Steering Committee met fortnightly (or more frequently as required) and 
reported to the monthly meetings of the Boards (or more frequently as required). 

The purpose of the Steering Committee was to oversee the further development 
and evaluation of the proposed corporate structure. The Committee was 
specifically instructed to: 
0 consider variants to that structure by either Association retaining ownership of - the brand 'NRMA' or otherwise ensuring that the value of the brand and 

reputation of NRMA was protected and appropriately reflected in the - 
relationship between Association and N IGL; and 
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oversee the detailed work necessary to develop the preferred structure further 
before a final decision was taken by the Boards to put any proposal to 
members for their consideration. 

The Steering Committee established six working groups to undertake the detailed 
work necessary to further develop the preferred structure. Each working group was 
directly accountable to the Steering Committee and comprised a mix of NRMA 
executives and advisers. The working groups were co-ordinated by the Project 
Office (see below) and comprised: 

Communications Working Group 
The object of this working group was to develop and implement an effective 
issues management and communication strategy to ensure that all Members, 
staff and other stakeholder groups were properly informed about the Proposal 
and the process. 
Membership and Logistics Working Group 
The object of this working group was to identify and handle issues relating to 
membership and the Proposal. 

Business Alliance Working Group 
The object of this working group was to identify, define, develop and document 
a structure to resolve issues relating to the proposed business relationship 
between Association, lnsurance and NIGL. 

Legal Working Group 
The object of this working group was to develop and document the legal 
implementation route as well as identifying and resolving any legal issues that 
arose during the development of the Proposal. 

Finance Working Group 
The object of this working group was to prepare all financial, actuarial and tax 
information necessary for the Proposal. 

lnformation Memorandum Working Group 
The object of this working group was to draft the lnformation Memorandum in 
accordance with the necessary requirements as set out in the Corporations Law 
and to establish an appropriate due diligence system. 

The Project Office was established to administer, co-ordinate and monitor the 
development of the preferred structure. Stuart Nelson, General Manager, 
Corporate Services, was seconded to the role of Project Manager with 
responsibility for management of the Project Office. 

Specifically, the Project Office: 
performed the role of secretariat to the Steering Committee; 
co-ordinated the six working groups and facilitated the achievement of each 
working group's project plan, timetable and objectives; 
co-ordinated, in conjunction with NRMA officers and advisers, relationships 
with regulatory bodies including ASIC, the Australian Taxation Office, the Court, 
Australian Stock Exchange and APRA; 
managed relationships with advisers and service providers; and 
managed the project plan, timetable and budget and day-to-day process issues 
as they arose. 

On 9 December 1999, the Boards resolved to approve the implementation of the 
Proposal (see page 138). Following this resolution, on 9 December 1999 the 
Boards resolved to establish an lmplementation Committee. The Steering 
Committee was disbanded in accordance with its charter on that day. The role of 
the lmplementation Committee is to oversee the implementation of the Proposal. 

The members of the lmplementation Committee are as follows: 

The President of Association; 
The Deputy President of Association; 
Dr John Campbell (Association Board member); 
MS Anne Keating (Association and lnsurance Board member); 
Mrs Mary Easson (Association and lnsurance Board member); 
Mr Eric Dodd, the Chief Executive Officer of NRMA; 
Mr George Venardos, the Chief Financial Officer of NRMA; and 
MS Gaye Morstyn, the Group Secretary & General Counsel of NRMA. 

Members should note that a director's membership of the Committee does not 
mean that an individual director supports the Proposal. Each director's 
recommendations in the Proposal are set out in full on pages 51 to 54 (in the case 
of Association directors) and page 69 (in the case of lnsurance directors). 

Adviser appointments 
The following advisers were appointed by the Boards to assist in the development 
of the Proposal: 

Credit Suisse First Boston (corporate adviser); 
KPMG (investigating accountants); 
PricewaterhouseCoopers (consulting actuary); 
Mallesons Stephen Jaques (legal advisers to the Proposal); and 
Cannings (communications adviser). 

In addition: 
Corrs Chambers Westgarth were appointed by the Association Board to give 
separate legal advice to Association; and 
Freehill Hollingdale & Page were appointed by the lnsurance Board to give 
separate legal advice to Insurance, 

on the Business Relationship Agreements and, on certain aspects of the Proposal. 
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Independent financial experts were appointed from major accounting firms with 
relevant experience in reviewing corporate reconstructions to report to Members 
as to whether the Proposal is in their best interests. For this purpose: 

Deloitte Corporate Finance was appointed by the Association Board to review 
independently the Proposal from the perspective of the Association Members 
generally, the Association Only'Members and the Dual Members; and 
Ernst & Young Corporate Finance was appointed by the lnsurance Board to 
review independently the Proposal from the perspective of the lnsurance 
Members and Association (in its capacity as an lnsurance Member). 

(D) Due Diligence Committee 
On 29 April 1999, the Boards established a Due Diligence Committee to oversee 
the due diligence investigations in connection with the preparation of this 
document. 

The role of the Due Diligence Committee was to consider and resolve all major 
issues arising in the course of due diligence investigations, taking into account, 
amongst other things, the work product of the six working groups referred to 
above. 

The members of the Due Diligence Committee appointed on 29 April 1999 were: 
Mr Nicholas Whitlam (President of Association and Chairman of Insurance); 
MS Jane Singleton (Association Board member and former lnsurance Board 
member); 
MS Anne Keating (Association and lnsurance Board member); 
Dr John Campbell (Association Board member) to specifically represent the 
interests of Association in due diligence; 
MS Susan Ryan (Association Board member and former lnsurance Board 
member) to specifically represent the interests of lnsurance in due diligence; 
Mr Eric Dodd, the Chief Executive Officer of NRMA; 
Mr George Venardos, the Chief Financial Officer of NRMA; 
MS Gaye Morstyn, the Group Secretary & General Counsel of NRMA; 
a representative of Mallesons Stephen Jaques, Credit Suisse First Boston, 
PricewaterhouseCoopers and KPMG; 
a representative of Corrs Chambers Westgarth, legal advisers to Association; 
and 
a representative of Freehill Hollingdale & Page, legal advisers to Insurance. 

On 7 December 1999, MS Jane Singleton ceased to be Deputy President of 
Association and, as a result, ceased to be a member of the Due Diligence 
Committee (a position MS Singleton held by virtue of her office as Deputy 
President). Mrs M Easson was appointed to the Due Diligence Committee on 
9 December 1999. 

Mr Stuart Nelson, General Manager Corporate Services, was an alternate member of 
the Committee for Messrs Dodd and Venardos and MS Morstyn. 

As indicated above, certain directors of Association andlor lnsurance are or have 
been members of the Due Diligence Committee. Members should note that a 
director's membership of the Committee does not mean that an individual director 
supports the Proposal. Each director's recommendations on the Proposal are set 
out in full on pages 51 to 54 (in the case of Association directors) and page 69 
(in the case of lnsurance directors). 

The Due Diligence Committee met fortnightly (or more regularly as required) and 
reported to the monthly meetings of the Boards (or more frequently as required). 

Reports setting out the conclusions of the Due Diligence Committee were 
submitted to the Boards on 9 December 1999 and 20 January 2000. 

In addition to its role in relation to due diligence investigations, the Due Diligence 
Committee was responsible for approving the methods by which verification of this 
document has been undertaken and for reviewing the adequacy of verification 
undertaken. 

(E) Two ~ u t u a l s  Committee 
On 25 February 1999, Association established the Two Mutuals Committee, being 
a sub-committee of the Association Board, whose purpose was to work with 
consultants and provide a written report focusing on and developing a full case 
for retaining and strengthening the NRMA Group's two mutual structure. 
The members of the Two Mutuals Committee comprised: 

Mr R J Talbot; 
MS G Rankin; 
Mr l F Yates; 
MS B M Gould; and 
Mr A B Llewellyn.. 

On 29 Aprll 1999, Marsden Jacob Associates Pty'Ltd and Copernican Securities 
Pty Limlted were appointed by the Association Board and the Two Mutuals 
Committee to assist the Two Mutuals Committee to fulfil its role. Their abridged 
preliminary report was noted by the Association Board on 29 July 1999 
(see page 19). 

During the development of the Two Mutuals Committee report, Marsden Jacob 
Associates Pty Ltd and Copernlcan Securities Pty Ltd requested Credit Suisse First 
Boston to provide access to, amongst other things, certain'models developed or 
referred to in the course of the preparation of the Credit Suisse First Boston report. 

Representatives of Credit Suisse First Boston met with representatives of Marsden 
Jacob and Copernican Securities to discuss the conclusions of the Credit Suisse 
First Boston report and provided the consultants with a number of documents 
requested by them. However, on the basis that such models were either available 
from other sources or would otherwise be unavailable (either because they were 
Credit Suisse First Boston group work product or because of Credit Suisse First 
Boston's ordinary practices on retention and availability of documents and 
materials), Credit Suisse First Boston declined to provide access to those models. 

Each of the matters whlch were the subject of those models has been superseded 
by due dlllgence lnvestlgations or valuation reports comm~ssioned as part of the 
development of the Proposal. 

(F) Business Relationship ~ ~ r e e m e n t s  
In April 1999, KPMG's management consulting group analysed the existing NRMA 
Group business and prepared two reports relating to the proposed business 
relationship, one recommending a basis for the business relationship between 
Association and lnsurance and the other analysing shared activities between 
Association and Insurance. KPMG highlighted four broad areas of shared activity 
within the NRMA Group, being: ! 

8 maintenance and marketing-of core brands; 
development, manufacturing arid management of products and services; . 
distribution of those products; and 
support activities. 

Workshops were held durlng the perlod 7 May 1999 to 17 May 1999 and 
3 and 4 June 1999 whlch lnvolved nomlnated senior executlves of the NRMA 
Group representlng the commerclal Interests of Assoclatlon and nomlnated semor 
executlves of the NRMA Group representlng the commerclal Interests of lnsurance 
together wlth representatlves of Credlt Sulsse Flrst Boston, KPMG and Mallesons 
Stephen Jaques 

Following these workshops, termiinput documents were prepared which reflected 
issues that were agreed in principle. On 24 June 1999, the Board of Association 
resolved to approve the summaries of the terms input documents as a basis to 
facilitate preparation and negotiation of final documentation underpinning the 
proposed business relationship between Association and Insurance. A resolution 
in the same terms was passed by the lnsurance Board. 

During July and August 1999, representatives of Association led by 
Mr Stuart Salvage, General Manager, Association & Member Services, 
and representatives of lnsurance led by Mr Graeme Adams, General Manager, 
Personal lnsurance and Services Operations negotiated the terms of the Business 
Relationship Agreements. The Association team was represented by Corrs 
Chambers Westgarth as legal advisers and the lnsurance team was represented 
by Freehill Hollingdale & Page as le'gal advisers. 

The Business Relationship Agreements are in a form agreed by Association, 
lnsurance and NIGL. Under the Implementation Deed, Association, lnsurance and 
NIGL agree to enter into the Business Relationship Agreements. Entry into the 
Business Relationship Agreements is subject to approval of lnsurance Members at 
the Special General Meeting of Insuiance. This is because some of the terms of 
the Business Relationship Agreements may result in financial benefits being 
provided by lnsurance (and one of its subsidiaries) to a related party of Insurance, 
Association. 

( G )  lnformation Memorandum development 
On 25 March 1999, the Project Offlce dlstrlbuted to the Boards a skeleton draft of 
the lnformatlon Memorandum outl~n~ng the proposed content of that document. 

On 15 June 1999, the Project 0ff1c; provlded to the Boards for thelr comment an 
in~tlal draft of the advantages, disadvantages and other conslderatlons of the 
Proposal for Members, together wlth examples from other major Australian 
demutual~sat~ons 
The Project Office provided drafts df.the Information Memorandum to the Boards 
on the following dates: 24 June 1999 (working draft); 22 July 1999 (first draft); 
4 August 1999 (second draft); 2 September 1999 (third draft); 17 September 
1999 (fourth draft); 2 November 1999 (fifth draft); 18 November 1999 (sixth 
draft); 4 December 1999 (seventh draft); 9 December 1999 (eighth draft) and 
17 January 2000 (ninth draft). 
Directors' feedback sessions on the Information Memorandum were held on the 
following dates: 8 July 1999 (on the borking draft), 27 July 1999 (on the first 
draft); 10 August 1999 (on the second draft); 23 September 1999 (on the fourth 
draft); 11 November 1999 (on the fifth draft); and 7 December 1999 (on the 
seventh draft). 

Each of the directors of Association and lnsurance were asked to provide a 
statement of their views about the Proposal for inclusion in Sections 9 and 10 of 
this document respectively. Each of the directors was given the opportunity to take 
legal advice in relation to preparing and providing those statements. ' 

The separate legal advisers to ~sso~iat ion and lnsurance were also involved in 
commenting on various parts of this document from the separate perspective of 
Association and Association Members and lnsurance and lnsurance Members 
respectively. 
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On 14 February 2000, Deloitte Corporate Finance provided to the Association 
Board its independent expert's report for inclusion in Section 9 of this document. 

On 14 February 2000, Ernst & Young Corporate Finance provided to the lnsurance 
Board its independent expert's report for inclusion in Section 10 of this document. 

On 14 February 2000, PricewaterhouseCoopers provided to the Boards its 
consulting actuary's report for inclusion in Section 12 of this document. 

(H) Board approval and Court proceedings 
The Boards met on 9 December 1999. After reviewing the documents necessary 
to implement the Proposal, satisfying themselves of the adequacy of the due 
diligence investigations in connection with the preparation of this document, and 
considering a number of reports and legal advice on aspects of the Proposal, the 
Boards resolved to approve the draft Information Memorandum and other 
documents to be sent to Members, to submit these documents to ASIC, to apply 
to the Court to approve the document being sent to Members and to convene the 
necessary Members' meetings. Three directors of Association opposed 
the resolution. One director of Association is on leave of absence and did not 
attend the meeting but has publicly voiced their opposition to the Proposal. 

Following its review by ASIC, the ninth draft of the document was considered by the 
Boards at meetings held on 20 January 2000. On 21 January 2000, a draft of this . document was filed with the Court. At the Court hearing Mr R J Talbot (a director of 
Association and former director of Insurance) and Mr D Parker (a former director of 
Association and Insurance) opposed the Proposal. A number of other members 
made written or oral submissions opposing the Proposal. On 14 February 2000, the 
Court ordered that: 

meetings of Association Members, and certain classes of them, be convened to 
consider, and if thought fit, agree to (with or without modification) the 
arrangement proposed to be made between Association and those classes of 
Association Members referred to in the various Association Schemes; and 
a meeting of the lnsurance Members (other than Association) and a meeting of 
Association (as a class of lnsurance Member) be convened to consider, 
and if thought fit, agree to (with or without modification) the arrangement 
proposed to be made between lnsurance and Association (as a class of 
lnsurance Member). 

-- -P 

13.5 Key documents 
Copies of the key documents summarised below are available for inspection by Members 
free of charge between 9.00am and 5.00pm Monday to Friday (excluding public 
holidays) at 388 George Street, Sydney, New South Wales, Australia. Reference should 
be made to the copies of the actual documents for further details. 

The Business Relationship Agreements have been censored by removing certain 
schedules containing commercially sensitive information. 

The following documents will also be available for inspection: 

the current constitution of Association; 
the current constitution of Insurance; and 
instruments providing regulatory approvals, modifications to and exemptions from the 
provisions of the Corporations Law. 

In addition, copies of the report dated 22 December 1998 by Credit Suisse First Boston 
(see page 135) and a copy of the judgment of Santow J in the proceedings before the 
Court pursuant to which orders were granted to convene the Scheme Meetings, are 
available to Members on request. Members should register their interest by calling the 
Members' lnformation Line on 1300 361 646. 

Some commercially sensitive information has been omitted from the Credit Suisse First 
Boston report made available to Members as it is of such a nature as to be potentially 
prejudicial to the NRMA Group. 

The abridged preliminary report dated 30 May 1999 of Marsden Jacob Associates Ply 
Limited and Copernican Securities Pty Limited (see page 135) is not available to Members. 
This is because the authors of that report have not consented to the inclusion of any of 
their preliminary findings in this document or to the release of the report to Members. 

(A) Constitution of NlGL 
Below is a summary of some key terms of the constitution to be adopted by NIGL 
on the date of the lnsurance Demutualisation if the Proposal goes ahead. 

Incorporation 
NlGL was incorporated in the Australian Capital Territory under the Corporations 
Law on 30 November 1999 under the name NRMA lnsurance Group Limited. 
If the Proposal goes ahead, NlGL will become the new holding company of the 
lnsurance Group. 

Liability of members 
The liability of Shareholders of NIGL is limited. 

Capital raisings before listing 
Listing Rules 7.1 and 7.2 as in force at the start of the Pre-listing Period apply to 
NlGL during the Pre-listing Period. Those rules currently prohibit the issue of more 
than 15% of NIGL's Shares in any 12-month period, unless Shareholder approval 
is obtained or one of the- limited exceptions in Listing Rule 7.2 applies. 
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Variation of class rights 
The rights attached to any class of shares may, unless their terms of issue state 
otherwise, be varied: 

with the written consent of holders of at least 75% of the issued shares of that 
class; or 
by a special resolution at a separate meeting of the holders of shares of the class. 

Share certificates 
Subject to the Corporations Law and the Listing Rules, NlGL may decide whether 
to issue share certificates. All Shares issued prior to listing are issued on the 
condition that the directors are not required to issue certificates. 

Joint holders of Shares 
If two or more joint holders of a Share in NlGL purport to vote on a resolution, the 
vote of those joint holders will only be valid for the relevant resolution if the joint 
holders vote that Share in the same way. NlGL is not bound to register more than 
three persons as joint holders of a Share or to issue more than one certificate or 
holding statement in respect of Shares jointly held. However; the names of all joint 
holders will be included on all certificates and mailings. 

Transfer of Shares 
Shares in NlGL may not be transferred, other than in certain limited 
circumstances, until the Listing Date or such earlier date (if any) determined by 
the NlGL Board unless the transfer is approved by the NlGL Board and any one 
or more of the following is the case: 

the restriction of the transfer would cause undue hardship; 

I ,/ . 
the transferee is a member of the family of the transferor within the meaning 
set out in section 60D(2) of the Family Law Act 1975 or a corresponding law in 
any other country; 
the Shares are transferred to a person nominated by the directors to facilitate 
the sale of Shares on behalf of Overseas Members or from that person to an 
Overseas Member, where that member has provided satisfactory evidence that 
they are resident in Australia; or . the Shareholder is disposing of Shares under the Facility (if any). 

Once the Shares are listed on the Australian Stock Exchange, generally 
Shareholders will be able to sell or transfer them without restriction. 

Unacceptable ownership situation 
Before the Listing Date, a person must not acquire Shares or dispose of Shares 
if any person who is not entitled to any Shares or is entitled to no more than the 
aggregate of: 

the number of Shares issued to a Shareholder under the Share Allocation Rules; 
any additional Shares issued to that person; and 
any Shares transferred to that person with the approval of the NlGL Board, 

would, immediately after the acquisition or disposal, be entitled to at least one 
Share more than the above aggregate. 

Between the Listing Date and five years later, a person must not become entitled 
to more than 5% of the total number of Shares ('shareholding limit'). 

Any person who is entitled or becomes entitled to Shares that exceed that limit 
must cause their entitlement to be reduced to less than the limit. If a person is 
entitled to Shares in excess of the limit, each Share which a person is entitled to 
is called a 'default Share'. 

The NlGL Board may cause to be given to the registered holder or holders of all 
the Shares to which a person is entitled to more than the limit, a notice: 

specifying the number of default Shares to which the person is entitled; and 
requiring the disposal by the registered holder or holders of so many of the 
Shares to which the person is entitled as are equal in number to the default 
Shares within the period specified in the notice. 

If there is non-compliance with the notice, NlGL may dispose of the number of 
default Shares specified in the notice or such smaller number of those Shares as 
the NlGL Board may determine. 

The words 'acquire', 'dispose' and 'entitled' have the same meanings as they have 
in Chapter 6 of the Corporations Law. (Note: These terms are very wide and, for 
example, are likely to embrace an agreement, arrangement or understanding 
entered into by a Shareholder with any other person relating to the transfer of any 
interest in Shares, or the exercise of voting rights attached to Shares.) 

The Share entitlement prohibition does not apply to: 
NlGL or a subsidiary of NIGL, with the proviso that any votes cast on Shares 
held by NlGL (or a subsidiary of NIGL) above the entitlement prohibition will be 
disregarded; 
a person in respect of whom the NlGL Board has passed a resolution, and that 
resolution is approved by an ordinary resolution of members, which stipulates a 
maximum number of Shares which is no more than 15% of the total number of 
Shares, in which case the Share entitlement prohibition applies to that person 
as if the shareholding limit was that maximum number; 
any person excluded from the operation of the prohibition by special resolution 
of Shareholders (where that person and their associates do not vote on the 
resolution); 
the trustee of the Entitlements Trust; and 



during the Pre-listing Period, any Shareholder disposing of Shares under the 
Facility (if any). 

If an allotment and issue of Shares arising from the exercise, conversion or paying 
up of a quoted security or a quoted right might result in a contravention of the 
prohibition on Share entitlements, NlGL may allot and issue the Shares to a nominee 
selected by it, on terms that require the nominee to arrange for the disposal of the 
Shares for the benefit of the person to whom the Shares would otherwise be issued. 

Listing 
If the Shares are not listed within 21 months (or a longer period allowed by the 
Australian Taxation Office) after the Demutualisation Resolution Date, the NlGL 
Board must put forward a proposal for consideration at a general meeting of NlGL 
Without limitation, the proposal may be for the amendment of the provisions of 
NlGCs constitution relating to capital raisings before listing, the transfer of Shares 
andtor the Share entitlements prohibition or to wind up NIGL. 

General meetings 
The directors may convene a general meeting at any time. The directors must 
convene annual general meetings in accordance with the Corporations Law. ( B )  
General meetings may also be requested or convened by Shareholders under the 
Corporations Law. Notice of general meetings must be given to every Shareholder 
as required under the Corporations Law. A notice convening a general meeting 
must state (amongst othe,r things) the general nature of the business to be 
transacted at the meeting. 

The quorum is 25 Shareholders at a general meeting or two Shareholders at an 
adjourned meeting. 

Voting . 
On a show of hands, every Shareholder has one vote. On a poll, every Shareholder 
has: 

one vote for each fully paid Share;and 
for each partly paid Share, a fraction of a vote equivalent to the proportion 
which the amount paid (not credited) on the Share is to the total amounts paid 
and payable (excluding amounts credited) on the Shares. Amounts paid in 
advance of calls are not taken into account. 

If two or more joint Shareholders purport to vote, their vote will only be valid if they 
vote the same way. 

Shareholders may appoint a proxy to attend and mte at general meetings on their 
behalf. 

Directors 
The business of NlGL is to be managed under the direction of the NlGL Board. 
The number of directors must be not less than three and not more than 12. 

The NlGL Board may confer on an executive director (which includes the 
managing d~rector) any powers exercisable by the NlGL Board, subject to any 
terms and restrictions determined by the NlGL Board. 

A NlGL director is not required to hold a Share in NIGL. 

In addition to the circumstances in which the office of a director becomes vacant 
under the Corporations Law, a director will vacate office if the director: 

becomes of unsound mind; 
resigns or is removed from the office; or 
is not present for three months without leave of absence from the NlGL Board. 

At each annual general meeting, one-third of the directors must retire from office 
(excluding the managing director). The directors to retire by rotation are those who 
have been longest in office since their last election or appointment. 
Shareholders may, subject to the Corporation Law, remove and replace any 
director before the end of the director's term of office, by resolution passed in 
general meeting. 

Subject to the Listing Rules, the directors as a whole (other than a managing 
director or executive directors) may be paid as remuneration a fixed amount of no 
more than the total maximum amount determined by the Shareholders in general 
meeting. Unless or until that amount is determined, the total maximum amount is 
$1.5 million per annum: 

The NlGL Board may fix the remuneration of an executive d~rector. 
The remuneration may be by way of any or all of salary, commlsston 
or participation in profits; but may not be by commission or a percentage of 
operating revenue. 

The NlGL Board may determine what retirement benefits a director will be paid, 
subject to the approval of Shareholders if required by the Corporations Law. 

Inspection of records 
Subject to the Corporations Law, a Shareholder other than a director does not have 
the right to inspect any accounting records or other NlGL documents unless 
authorised by the NlGL Board or NIGL in general meeting. 

NlGL must, during the seven-year period after a document comprising NlGL's 
corporate records was created or provided to a director, allow the director (whether 
or not they are still in office) to inspect and copy such of the corporate records as 
relate to the director's period of office. 

Subject to the Corporations Law the NlGL Board may determine that a dividend is 
payable, fix the amount and the time for payment and authorise fhe payment or 
crediting by NlGL to each Shareholder entitled to that dividend. Except for any 
shares with special dividend rights, all fully paid Shares'on which any dividend is 
declared or paid are entitled to participate in the dividend equally, and partly paid 
Shares are entitled to participate fractionally. 

The NlGL Board may deduct from any dividend payable to a Shareholder any 
amount that Shareholder owes to NIGL on account of calls or otherwise in relation 
to the Shares. 

Indemnity 
NlGL indemnifies certain past an$ present officers, to the extent permitted by law, 
in regard to liabilities (including legal costs) incurred by the officer, unless NlGL is 
forbidden by statute to indemnify the person against the liability or legal costs or 
an indemnity by NlGL would, if given, be made void by statute. 

Business Relationship Agreements 
The Proposal seeks to maximise the benefits that accrue from the co-ordination of 
certain aspects of the businesses of Association and Insurance. To this end, 
Association, lnsurance and NlGL have agreed the form of a series of contracts 
dealing with the ongoing relationship between them in a range of key areas - the 
Business Relationship Agreements. Entry into the Business Relationship Agreements 
is subject to approval of lnsurance Members at the Special General Meeting of 
Insurance. This is because some'of the terms of the Business Relationship 
Agreements may result in financial benefits being provided by lnsurance (and one of 
its subsidiaries) to a related party of Insurance, Association. If the Proposal goes 
ahead, it is anticipated that the Business Relationship Agreements will be signed on 
or about the date of the Special General Meetings. The agreements are likely to 
come into effect on the date of the lnsurance Demutualisation. 

Association and lnsurance will enter into the ~usiness Relationshib Agreements on 
their own behalf and, where relevant, will also procure that their respective related 
entities comply with key terms of those.agreements (under Association and 
lnsurance lntra Group Compliance Deeds). lnsurance also has the right to sub- 
contract the provision of services under the agreements to its related entities. Each 
of Association on the one hand, and Insurance and NlGL on the other, will enter 
into agreements d t h  their respective subsidiaries under.which the subsidiaries will 
agree to comply with the terms of the Business Relationship Agreements. Each of 
Association on the one hand and lnsurance and NlGL on the other, undertakes 
not to amend or waive the provisions of those agreements without the consent of 
the other. References in this summary to Association, lnsurance and NlGL as the 
parties to these Agreements should be read on that basis. 

There is scopeto terminate the Services Outsourcing Agreements for convenience 
(that is without any reason) after an initial period. For example, either party may 
terminate the Shared Services Outsourcing Agreement,,upon notice, at any time 
after the end of the third annual review period and Association may terminate 
investment services under the Shared Services Outsourcing Agreement on 30 days' 
notice to NRMA Investment Management Pty Limited. Association can terminate 
the whole of the IT Services Outsourcing Agreement in whole (or in part in relation 
to a service type), after three years by giving lnsurance six months' notice. 

The aim of the exclusivity provisions in certain of the Business Relationship 
Agreements, which impose specified limits on the ability of the Association Group 
and the lnsurance Group to receive or provide (as the case may be) services from 
third parties, is to achieve appropriate commonality of service standards and to 
enable the Association Group and the lnsurance Group to continue to enjoy the 
benefits of co-operation during the term of the Agreements. The exclusivity 
provisions are described in detail on pages 143 and 144. 

(1) umbrella Agreement .', 
A Business Relationship Umbrella Agreement ('Umbrella Agreement') between 
Association, NIGL and lnsurance defines the governing objectives of the Business 
Relationship, namely to continue to derive the synergistic benefits which lnsurance 
and Association have enjoyed historically, in a manner which does not adversely 
affect or impede their respective pursuit of their respective commercial objectives 
having regard to their separate corporate governance and ownership structures 
following the lnsurance Demutualisation. 

The ~mbrel la Agreement also covers key aspects relating to business scope, 
management and implementation. It imposes an obligation on the parties to strive 
to act in relation to the use of the NRMA Brands in a way which furthers the 
realisation of the governing objective and is consistent with the Brand Integrity 
Principles (as defined in the Trade Mark Relationship Agreement - see page 141). 
In addition, it provides that any doubt or dispute as to the interpretation'of the 
Business Relationship Agreements should, where applicable, be interpreted so as 
to facilitate and further the pursuit and achievement of the governing objective and 
adherence to the Brand Integrity Principles. . 

Scope of business . 

The Umbrella Agreement sets out certain areas of activities in respect of which 
each of the Association Group and the lnsurance Group has the exclusive right to 
use the NRMA.Brands and specifies which activities they may undertake outside 
of these exclusive areas, whether using the NRMA Brands or any other brand. 
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During the term of the Umbrella Agreement, the Association Group has the 
exclusive right to use the NRMA Brands in relation to the activities in Australia and 
New Zealand of providing: 

roadside assistance services; 
other motoring services (other than those exclusively reserved for the lnsurance 
Group); 
motoring products; 
transportation and travel services (other than travel insurance); and 
other activities, products and services ancillary or incidental to those above, 
excluding lnsurance and Financial Services ('Association's Exclusive Scope'). 

The lnsurance Group has the exclusive right to use the NRMA Brands in relation 
to all goods and services except those within Association's Exclusive Scope 
('Insurance's Exclusive Scope'), including insurance of all kinds, financial or 
investment products and services of all kinds, smash repair services, car buying 
services and activities relating to the homes of customers or members of the 
lnsurance Group. 
The agreement also provides that none of the following activities are within the 
scope of either Association's Exclusive Scope or Insurance's Exclusive Scope and 
that both groups may use the NRMA Brands in relation to: 

the commercialisation of industry research relating to motor vehicles and 
motoring policy advocacy; 
services and benefits relating to the NRMA Cards issued to members of 
Association who are not customers of Insurance, except in relation to insurance 
and financial services; and 
any other activities that Association has at any time, or is presently, carrying on 
other than those specifically reserved to Association, including merchandising, 
vehicle inspection services, vehicle towing services, vehicle valuation, legal 
services and security devices. 

The Association Group may engage in activities outside Association's Exclusive 
Scope and those activities not within either group's exclusive scope provided: 
* it does not use the NRMA Brand; and 

insofar as any lnsurance Group member is already engaged in those activities . 

at the commencement of the agreement, it is with Insurance's consent. 

The lnsurance Group may engage in activities outside Insurance's Exclusive Scope 
and those activities not within either group's exclusive scope provided that: 

if the activity falls within Association's Exclusive Scope, it does not use the 
- NRMA Brand; and 

no Association Group member is already engaged in those activities at the 
commencement of the agreement. 

The Umbrella Agreement permits the lnsurance Group to continue to provide its 
products to an entity unrelated to the lnsurance Group pursuant to agreements or 
arrangements (including joint ventures such as the RACV alliance), 
notwithstanding that the unrelated entity intends to bundle those lnsurance 
products with its own products. This may include products of the type which are 
within the Association's Exclusive Scope, on the condition that the combined or 
bundled products or those which offer lnsurance Group products or services as an 
option are not marketed in those geographic territories in which the Association 
Group has a substantial business at the time the lnsurance Group enters into 
an agreement to supply services to that unrelated entity. 
All of the other Business Relationship Agreements are to be interpreted subject to 
these scope provisions, which prevail to the extent of any inconsistency. 

Governance 
During the term of the Umbrella Agreement, the parties will appoint Alliance 
Managers as a point of day-to-day contact and liaison between the parties in 
respect of matters arising under the Trade Mark Relationship Agreement. There 
will also be Alliance Managers appointed by Association and lnsurance whose 
roles will include liaising in relation to the Distribution Services Outsourcing 
Agreement, the IT Services Outsourcing Agreement, the Marketing Agreement and 
the Shared Services Outsourcing Agreement. 

Employee secondments and asset transfers 
To facilitate the performance of the Business Relationship Agreements and further 
the pursuit and achievement of the governing objective, each party agrees to use 
its reasonable endeavours to facilitate the transfer or secondment of emplovees 
between the parties and their respectwe related entities where that is co'nsibered 
necessary or desirable by the parties. The parties will also consider and agree on 
appropriate and desirable transfers of assets or other arrangements, including 
cross licences of intellectual property rights and lease-backs of real property. 

Term of the agreement 
The Umbrella Agreement will automatically terminate when all of the other 
Business Relationship Agreements have terminated. 

Liability 
The Umbrella Agreement describes the liability of each party for partylparty claims 
made in respect of losses (other than those arising from third party claims) and 
certain other types of losses described below suffered in connection with the 
Business Relationship Agreements. 
There is a limit on the liability of one party to the other under the Umbrella 
Agreement and under all of the other Business Relationship Agreements 
('Cap Amount'). 
The Cap Amount for a claim by Association is the aggregate of all fees payable to 
the lnsurance Group by the Association Group under the Business Relationship 

Agreements for the year in which the loss was suffered less the total amount of all 
prior losses suffered in that year and any fees payable but unpaid to the lnsurance 
Group by the Association Group and its related entities at the time when 
Association makes its claim. 
The Cap Amount for a claim by lnsurance is the aggregate of all fees payable to 
the lnsurance Group by Association under the Business Relationship Agreements 
for the vear in which the loss was suffered less the aeregate amount of all ~ r i o r  - - 
losses suffered in that year by the lnsurance Group. 
The Cap Amount (in either case) does not apply to losses suffered by a party 
which arise from or by reason of the death of, or personal injury to, any person, 
the wilful default or fraud of the other party, claims by third parties or in respect of 
the performance of the investment services to be provided by NRMA Investment 
Management Pty Limited under the Shared Services Outsourcing Agreement. In 
addition, any losses suffered by a party will not be recoverable from the other to 
the extent that the loss was attributable to that party's lack of care or diligence. 

Further development 
There may be some technical and practical details relating to the ~mplementation 
of the,Business Relationship Agreements which remain to be finalised. At the date 
of this document, these include: 
Under the Trade Mark Agreements: 

finalising the implementation phase of the Business Protocols which are 
intended to distinguish the business and activities of the Association Group 
from the business and activities of the lnsurance Group and to avoid 
misleading or deceiving the public or causing confusion as a result of both 
Groups using the NRMA Brands; and 
finalising the Minimum Standards, being the standards by which Association will 
exercise quality control over the goods and services the subject of the Australian 
and New Zealand Non-Exclusive Trade Mark Licences and, to the extent that 
they apply, the Australian and New Zealand Exclusive Trade Mark Licences. 

Under the Distribution and Shared Services Outsourcing Agreements: 
the amount, if any, of each of the incentive fee, fee penalties and 
service credits which affect the fees payable by Association to lnsurance 
depending on the level of performance of the services; 
the Annual Business Plan which includes budgeted costs to determine the fees 
payable for the services (to be reviewed on the .basis of actual costs at year 
end) and, in the case of distribution services, sales targets by which to 
measure the sales performance of Insurance; and 
the Disaster Recovery Plan with which lnsurance must comply in the event of 
a disaster affecting the services. 
There is also provision under the Shared Services Outsourcing Agreement for 
the parties to continue to work together to identify other services which could 
be provided by lnsurance to Association. 

To the extent those matters are not f~nalised between the date of this Information 
Memorandum and the signing of the Business Relationship Agreements (see page 
139 for further details), these matters are to be negotiated by the parties in good 
faith between the date of the Business Relationship Agreements and the date 
those agreements come into effect. Where the parties are unable to reach 
agreement, they may agree a mechanism for resolving the matters. However, there 
is no enforceable mechanism to ensure these issues are finalised. 

NlGL guarantee and indemnity 
NlGL guarantees to Association the observance and performance by IrISuranCe of 
all the obligations owed by lnsurance to Association under all the Business 
Relationship Agreements and indemnifies Association with respect to losses 
suffered if any of these obligations are not able to be enforced by Association. 
Any amounts which may be payable by NlGL pursuant to this guarantee are 
subject to the limitation of liabil~ty discussed above. 

( 2 )  Standard clauses 
The following clauses are common to some or all of the Business Relationship 
Agreements: 

Condition precedent and sunset clause 
The substantive provisions of each of the Business Relationship Agreements will 
only come into force and effect on the date the lnsurance Demutualisation occurs. 
or the date the Association Board approves the terms relating to the sale or disposal 
of Shares in NlGL to be allocated to Association in connection with the Proposal or 
the date on which lnsurance becomes a wholly-owned subsidiary of NIGL, 
whichever occurs later. The agreements (other than any terms which are expressly 

' 

stated to continue to operate) will terminate if this condition is not satisfied by 
31 December 2000 or such later date as may be agreed in writing by the parties. 

Goods and services tax (%STY 
The Business Relationship Agreements Include a GSf clause which ensures that 
each party is able to recover from the other GST amounts payable on supplies to 
that other party. 

Confidentiality and information sharing 
All of the Business Relationship Agreements (other than the Deed of Assignment: 
Australian Registered Trade Marks, the Deed of Assignment: New Zealand 
Registered Trade Marks and the Non-Exclusive Copyright Licence) provide, subject 
to certain exceptions, including, in relation to the Proposal, that each party 
undertakes to keep the terms of the agreement and certain information supplied to 
each party in connection with the agreement confidential. In addition, under each of 
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these agreements (other than the Umbrella Agreement) the parties agree to share 
with the other parties all information required by them to enable them to perform 
their respective obligations under the agreement, subject to the above confidentiality 
obligations, legal restrictions or any applicable industry guidelines or standards. 

~orce majeure 
, Where relevant the Business Relationship Agreements include a clause which 
suspends a party's obligations where the party is unable to perform those 
obligations owing to forces beyond its control. 

Year 2000 
Each of the Distribution Services Outsourcing Agreement, the IT Services 
Outsourcing Agreement, the Marketing Agreement and the Shared Services 
Outsourcing Agreement includes an acknowledgment by each of the parties that 
the Year 2000 Compliance Program currently in place in respect of the businesses 
of the Association Group and the lnsurance Group provides priority in the 
allocation of resources to certain critical business processes, but that no party will 
be liable for any losses incurred in relation to the failure of its systems or services 
to be Year 2000 Compliant. The parties also agree to continue to work together in 
relation to the Year 2000 Compliance Program. 

Dispute resolution 
There is a dispute resolution mechanism to deal with any dispute that arises in 
connection with the Business Relationship Agreements (other than the Deed of 
Assignment: Australian Registered Trade Marks, the Deed of Assjgnment: New 
Zealand Registered Trade Marks and the Non-Exclusive Copyright Licence). 
The clause provides for resolution.of most disputes by negotiation followed by 
,mediation before resort to legal proceedings except, in some cases, where 
disputes are to be resolved by the binding determination of an independent 
expert. The parties are obliged to continue to perform their obligations until the 
dispute is resolved pursuant to these procedures or by a court order. 

Indemniy against third party claims 
Each Business Relationship Agreement (other than the Deed of Assignment: 
Australian Registered Trade Marks, the Deed of Assignment: New Zealand 
Registered Trade Marks and the Non-Exclusive Copyright Licence) provides that 
each of Association and lnsurance agrees to indemnify the other in relation to all 
losses suffered in relation to claims by third parties arising from or consequent on 
any breach of that Business Relationship Agreements or any negligent act or 
omission by the indemnifying party except to the extent the loss was caused or 
contributed to by the other party or in respect of punitive or exemplary damages. 
The agreements also set out the procedures for the conduct of the defence of 
third party claims. Any settlement of third party claims must be consented to by 
both parties. 

Payment of expenses 
Each party must bear its own expenses in relation to the agreements (including 
legal fees) and pay any taxes (other than GST) that may be payable by it in respect 
of the agreements. lnsurance must pay any stamp duty payable on the agreements. 

(3) Trade Mark Agreements 
The Trade Mark Agreements: 

give effect to the Governing Objective under the the Umbrella Agreement in so 
far as it applies to the Australian and New Zealand trade mark registrations and 
applications currently owned by Association and used by the NRMA Group (the 
NRMA Trade Marks); and 
contain measures that address the risks that the Proposal creates for the 
NRMA Trade Marks (as discussed on pages 32 to 33). 

The NRMA Trade Marks have been registered or applied for as trade marks in 
Australia and New Zealand in respect of various classes of goods and services. 
For the purposes of the Trade Mark Agreements the trade marks have been 
divided into three categories: 

Association trade marks -the trade marks registered solely in respect of goods 
and services that are within Association's Exclusive Branding Scope and 
defensive trade mark registrations which will remain owned by Associatiori; 
lnsurance trade marks -the trade marks registered solely in respect of goods " 

and services that are within Insurance's Exclusive Branding Scope and which 
will be assigned by Association to NIGL; and 
shared trade marks -the trade marks registered in respect of goods and 
services that are not solely within Association's or Insurance's Exclusive 
Branding Scope. The shared trade marks will remain owned by Association 
and will be licensed by Association to NIGL. They will be used by both 
Association and the lnsurance Group. 

Trade Mark Relationship Agreement 
The purpose of the Trade Mark Relationship Agreement is to regulate 
and co-ordinate the use of the NRMA Brands so as to protect the registration, 
integrity and value of the NRMA Trade Marks. 
The Trade Mark Relationship Agreement has effect on the basis that Association 
owns and uses the Association trade marks, NlGL owns and the lnsurance Group 
uses the lnsurance trade marks, and both Association and the lnsurance Group 
use the shared trade marks w~th Association as owner and the lnsurance Group 
as licensees. 
It also provides for the situation where the assignment of any of the lnsurance 
trade marks to NlGL cannot be completed or is challenged, for example where the 
Registrar of Trade Marks does not record the assignment because the Registrar 

believes it would mislead or deceive the public or cause confusion or where a third 
party challenges NlGCs right to be the,owner of the lnsurance trade marks for the 
same reasons. In such a situation NlGL may reassign the affected lnsurance trade 
marks to Association and,Association must then grant to NlGL an'exclusive licence 
to use the lnsurance trade marksthat have been reassigned. 
Under the Trade Mark Relationship Agreement, Association and NlGL agree to 
review the goods and services for,which the Association trade marks, the 
lnsurance trade marks and the shared trade marks are registered and to amend 
the specifications so that they are appropriate for each Group's business, in 
particular so that the Association trade marks do not include goods or services in 
Insurance's Exclusive Branding Scope and so that the lnsurance trade marks do 
not inc!ude goods or services in Association's Exclusive Branding Scope. 
The Trade Mark Relationship Agreement also contains provisions dealing with: 

the-use and registration anywhere in the world of new trade marks the same as 
or incorporating elements of the NRMA Trade Marks; 
compliance with 'Brand Integrity Principles' intended to maintain the integrity 
and reputation of the NRMA Brands, and compliance with 'Visual Standards' 
governing the form and appearance of the NRMA Trade Marks; 
the development of and adherence to Business Protocols intended to distinguish 
the business and activities of the Association Group from the business and 
activities of the lnsurance Group and to avoid misleading or deceiving the public 
or causing confusion as a result of both Groups using the NRMA Brand; 
co-operation between the Association Group and the lnsurance Group where 
third parties infringe any of the NRMA Trade Marks. 

The Trade Mark Relationship Agreement terminates if an order is made or an 
effective resolution is passed for the winding-up of Association. In that event NlGL 
has an option to buy the Association trade marks for a price equal to their fair 
market value. If NlGL does not exercise the option, it also has a right of last refusal 
before Association offers the Association trade marks to a third party. 

Business Protocols . I 
The Business Protocols are designed to distinguish the businesses of the 
Association and lnsurance Groups and thereby reduce the risks associated with 
the NRMA Trade Marks described on pages 32 to 33. 
The Business Protocols are a comprehensive set of operational policies and 
procedures governing the use of the NRMA Trade Marks and names in each 
interaction made with customers, members and the general public. They address 
matters such as verbal communication including face to face communication and 
communication by telephone, written material including brochures, policy 
documentation and correspondence, advertising and sponsorship, and other 
discrete areas such as the internet site and the NRMA Card project. 
The basic principle on which the Business Protocols have been developed is that 
customers, members and the general public should know which NRMA company 
or group of companies they are dealing with. Accordingly the protocols are 
designed to ensure that in each transaction, the correct company or company 
group is identified at the earliest practicable opportunity. In the case of written 
material, this will generally be achieved through the use of clear written disclosure. 
In the case of branches, this will be achieved through the use of appropriate 
signage and the availability of informative written material. 

In addition to the operational policies, the ~usiness Protocols envisage a public 
awareness campaign to inform customers, members and the general public of the 
changes to'the corporate structure.of the NRMA Group, as well as detailing 
principles for the implementation phase. 

Australian Exclusive Trade Mark Licence 
The Australian Exclusive Trade Mark Licence will be entered into if any of the 
Australian lnsurance trade marks are reassigned to Association. Under the 
Australian Exclusive Trade Mark Licence, Association will grant to NlGL a royalty 
free, exclusive licence to use the Australian lnsurance trade marks. Association 
will not itself be permitted to use, nor will it be permitted to license any other 
person to use, the Australian lnsurance trade marks. 
The Australian Exclusive Trade Mark Licence will contain provisions requiring NlGL 
to comply with the Brand Integrity Principles and Visual Standards contained in 
the Trade Mark Relationship Agreeinent. In addition, the Australian Exclusive 
Trade Mark Licence will require NIGL to comply with 'Minimum Standards' under 
which Association will exercise qualiv control over the goods and services in 
respect of which the reassigned lnsurance trade marks are used. 
Either party may terminate the Australian Exclusive Trade Mark Licence if the other 
party commits a breach of the Licence that is likely to result in a material risk that 
the registration of any of the Australian lnsurance trade marks could be cancelled, 
removed or otherwise prejudiced and that breach is either not capable of remedy 
or,if capable of remedy, is not remedied. The Australian Exclusive Trade Mark 
Licence terminates automatically if an order is made or an effective resolution is 
passed for the winding-up of Association. Where NlGL terminates the Australian 
Exclusive Trade Mark Licence by reason of a breach by Association, and where 
the Licence terminates automatically because Association is wound up, 
Association must, if NlGL so requests, assign the licensed Australian lnsurance 
trade marks to NIGL without consideration. 

New Zealand Exclusive Trade Mark Licence 
The New Zealand Exclusive Trade  ark Licence will be entered into if any of the 
New Zealand lnsurance Trade Marks are reassigned to Association. The provisions 
of the New Zealand Eiclusive Trade Mark Licence correspond to the provisions of 
the Australian Exclusive Trade Mark Licence but apply in relation to the New 
Zealand lnsurance trade marks rather than the Australian lnsurance trade marks. 
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Australian Non-Exclusive Trade Mark Licence 
Under the Australian Non-Exclusive Trade Mark Licence, Association will grant to 
NlGL a royalty free licence to use the Australian shared trade marks. Association 
will itself be permitted to use, and may license any other person to-use, the 
Australian shared trade marks. The Australian Non-Exclusive Trade Mark Licence 
will contain provisions requiring the lnsurance Group to comply with the Brand 
Integrity Principles and Visual Standards contained in the Trade Mark Relationship 
Agreement. In addition, the Australian Non-Exclusive Trade Mark Licence will 
require the lnsurance Group to comply with Minimum Standards under which 
Association will exercise quality contrpl over the goods and services in relation to 
which the Australian shared trade marks will be used. 

Either party may terminate the Australian Non-Exclusive Trade Mark Licence if the 
other party commits a breach of the Licence that is likely to result in a material 
risk that the.registration as a trade mark of any of the Australian shared trade 
marks could be cancelled, removed or otherwise prejudiced and that breach is 
either not capable of remedy or, if capable of remedy, is not remedied. The 
Australian Non-Exclusive Trade Mark Licence terminates automatically if an order 
is made or an effective resolution is passed for the winding-up of Association. 
Where NlGL terminates the Australian Non-Exclusive Trade Mark Licence by, 
reason of a breach by Association, and where the Licence terminates automatically 
because Association is wound up, Association must, if NlGL so requests, assign 
the Australian shared trade marks the subject of the Licence to NlGL without 
consideration. 

New Zealand Non-Exclusive Trade Mark Licence 
Under the New Zealand Non-Exclusive Trade Mark Licence, Association will 
grant to NlGL a royalty free licence to use the New Zealand shared trade marks. 
The provisions of the New Zealand Non-Exclusive Trade Mark Licence correspond 
to the provisions of the Australian Non-Exclusive Trade Mark Licence but apply in 
relation to the New Zealand shared trade marks rather than the Australian shared 
trade marks. 

Non-Exclusive Copyright Licence 
Association will also license the lnsurance Group in respect of any copyright in the 
NRMA Trade Marks. 

(4) Marketing Agreement 
The Marketing Agreement sets out the relationship between Association and 
lnsurance regarding product strategy and development, marketing services, the 
NRMA card, the Open Road and access to and use of the customer databases. 

Products and services 
Subject to the scoping provisions of the Umbrella Agreement, each party is free 
to develop its own product strategies and product marketing programs. Where 
products will be sold or provided under the NRMA Brands, the terms of the Trade 
Mark Licences and the Trade Mark Relationship Agreement must be complied with 

New NRMA branded product initiatives or joint ventures or alliances of one party 
may be notified to the other party by the Alliance Manager, giving the other party 
the opportunity to participate on commercial terms that are to be negotiated 
in good faith. The requirement to provide notification takes into account 
geographic and business operation factors. After 28 days, if the other party has 
not notified interest, then the product initiative, joint venture or alliance can 
be developed without further reference. 

New NRMA branded products cannot be offered to a competitor of the 
non-developing party without first being offered to that party on terms no less 
favourable than those offered to the competitor. 

A party must not acquire from a third party services or expertise which are within 
the scope of the activities performed by the other party with respect to a product 
unless it has offered to acquire those services or expertise from the other party on 
terms no less favourable than those offered to the third party. 

If a party wishes to offer a bundled product which includes a product in respect of 
which the other party has the exclusive right to use the NRMA Brands, that other 
party has the first right of refusal to provide the product to the first party. If the first 
party proposes to issue a product which bears the brand of a competitor of the 
other party, the first party must notify that other party. 

The parties may cross-sell each other's products. 

Marketing services 
Association may, at its option, acquire marketing services from insurance at fixed 
hourly rates. 

If Association makes a request, lnsurance must provide marketing services to 
Association for the first 12 months of the agreement. Thereafter, the provision of 
marketing services will be by commercial agreement as negotiated between the 
parties. 

New sponsorship arrangements may be entered into by either party, or jointly, so 
long as the sponsorships are consistent with the Brand Integrity Principles. 

The parties may carry out corporate advertising using the NRMA Brands either as 
a shared, corporate campajgn or by complementary campaigns. 
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Customer databases 
To the extent legally permissible from time to time, and subject to applicable industry 
guidelines or standards, each party must continue to give to the other party access 
to all data in the customer databases relevant to the geographic territory in which 
both parties have substantive operations from time to time. Access to non-database 
data and customer data relating to extended geographic areas can be provided. 
on agreed terms. 

Each party may use the information in the databases for its own purposes but may 
not disclose it to, or use it for the benefit of, a third party. 

Each party must inform the other of the use it makes of the databases to ensure 
their activities are not inconsistent. 

On termination of the agreement, the customer databases must be disaggregated. 
Information which is common to both will be provided to both Association and 
Insurance. 

NRMA Card project 
lnsurance will provide to Association services in relation to the administration, 
production, design and distribution of the NRMA Member Only Card, defined as 
those cards issued to persons who are members only of Association, and not 
customers of Insurance. 

Association will pay to lnsurance the full costs ~ncurred by lnsurance in relation to 
those services plus a margin on those full costs of 5%. No margin will be payable 
by Association in relation to third party expenses incurred by lnsurance in providing 
such services. lnsurance will produce an annual budget of cost payable. 

Further development of functionality or applications for the NRMA Member Only 
Card may be undertaken by either party or jointly by agreement. 

Open Road 
Association may continue to produce Open Road. 

lnsurance agrees to subscribe at commercial rates for a minimum of five pages 
per issue of advertising in Open Road for a period of 12 months (and may renew 
subscription for further 12-month periods). 

Contract management 
Each of Association and lnsurance must ensure that, at all times during the term 
of this agreement, a suitably qualified person is appointed as its Alliance Manager 
who will be responsible for the day-to-day operational co-ordination and 
management of the contract. 

lntellectual property 
Each party licenses to the other any intellectual property rights owned by the party 
wh~ch the other needs to exercise to perform its obligations under this agreement. 
All intellectual property rights in marketing materials developed for Association 
only will be owned by Association. Rights in relation to joint marketing will be 
owned jointly. Association will own all intellectual property rights relating to the 
NRMA Member Only Card with specified exceptions. 

Term and termination 
This agreement continues until lawfully terminated. 

Either party may terminate this agreement in the event of insolvency of the other 
or if any of the Trade Mark Relationship Agreement, Distribution Services 
Outsourcing Agreement or Shared Services Outsourcing Agreement is terminated. 
lnsurance may also terminate if Association fails to make payments required under 
this agreement. 

In addition, each party may terminate all or part of the agreement upon a material 
breach of the agreement (after opportunity to remedy in case of breach capable 
of remedy). 

Assoclation may also terminate that part of this agreement relating to marketing 
services if lnsurance is unable to provide the marketing services for more than 
30 days for whatever reason apart from by reason of a force majeure event. 

Upon termination, customer databases must be disaggregated, at the cost of the 
breaching party in case of termination for breach, and otherwise, by agreement. 
On termination, among other things, lnsurance must provide reasonable 
assistance to Association to ensure an orderly transition of the marketing services 
back to Association or to another service provider. It must provide a royalty free 
licence over software used for the purposes of the agreement, and provide access 
to other material and information as specified. 

Within six months of commencement of the agreement, lnsurance is required to 
develop, in consultation with Association, a disengagement plan to provide for 
orderly transition of services in the event of termination. 

(5) Distribution Services Outsourcing Agreement 
This agreement between Association and lnsurance defines the terms under 
which lnsurance will provide distribution services to Association to enable 
Association to bring its product to market. Distribution services will be provided 
through various distribution channels which include the branch network, call 
centres, the Internet, Country Service Centres and Assistance Services and other 
channels agreed between the parties from time to time (Distribution Channels). 
There are limitations on the ability to sub-contract provision of services. 
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Services 
The distribution services are defined by Distribution Channel and are summarised 
below: 

Branch activities - handle enquiries regarding membership or member 
services, sale of road memberships and other mutual products, membership 
renewal payments, update membership database, distribution of travel guides 
and maps, information and product sales, manage and report complaints 
regarding Association products, services in relation to Traveland, sell maps to 
non-member customers (possibly merchandise in future). 
Call centre activities - handle enquiries regarding membership or member 
services, sale of road service memberships and other mutual products, 
membership renewal payments, update member database, manage and report 
complaints regarding Association products. 
Distribution activities in Country Service Centres - channel management and 
manage performance. 
Internet. 
Assistance services. 

Also, lnsurance agrees to act as Association's agent in performing its obligations 
under certain third party contracts relating to Country Service Centres and 
Assistance Services. 

Performance standards 
The services are to be provided by lnsurance in accordance with specified 
performance levels-which will be measured against key performance indicators 
('KPls') with an incentive and penalty scheme applying to minimum performance 
levels and expected performance levels for services designated as 'critical', and to 
target performance levels for sales. lnsurance must also maintain its technology 
systems for the purpose of providing the services under the agreement. 

There will be a transition period during which some performance levels will not 
apply. 
Performance levels may be reviewed annually as part of the annual business plan. 

Performance audits can be called for, up to twice a year. Costs of the audit are 
borne equally by Association and Insurance, except where the audit reveals 
inaccurate reporting by Insurance, in which case those expenses will be met by 
Insurance. Other audits can be called for at Association's expense, again except 
where the audit reveals major discrepancies in reported outcomes, in which case 
lnsurance must pay the costs of the audit. 

Fees 
Service fees are priced by Distribution Channel. A general fee is payable in respect 
of each Distribution Channel to recover the full cost (direct cost plus an 
appropriate proportion of indirect costs) of providing the services plus a 5% 
margin. The general fee payable for each 12 month period is calculated in 
advance on a per transaction basis based on budgeted cost per transaction and 
budgeted transactions. There is an adjustment at the end of each year once actual 
total cost has been determined. 

lnsurance will pass through to Association any third party expenses incurred by it 
in providing the services including the cost of goods purchased, but will not 
receive the 5% margin on such costs. 

The general fee payable in the first, second and third years will be the lesser of 
10%, .12% and 15% respectively of Association's revenue (excluding investment 
income) on the one hand and actual full costs plus 5% on the other hand (where 
the general fee already paid exceeds such lesser amount). In later years thefee 
increases are capped, by reference to a weighted index based on Average Weekly 
Earnings and the CPI. Average Weekly Earnings means trend full time ordinary 
earnings for NSW private sector persons as published by the Australian Bureau of 
Statistics. 

In relation to Critical services, above expected performance by lnsurance can 
result in service credits which can be offset against fee penalties which are 
payable by lnsurance in respect of under performance. Above budgeted sales of 
Association products can result in payment of an incentive fee to Insurance. 

Exclusivity 
The Association Group must only engage lnsurance to distribute its products 
through the Distribution Channels, except for Drive Travel and certain other 
specified products to the extent that they are supplied in the course of providirig 
roadside assistance services. 

lnsurance has a first right of refusal in relatlon to the provision of new Distribution 
Channels. If the parties cannot agree the terms on which a new Distribution 
Channel is to be provided, or if lnsurance decides it will not provide the new 
Distribution Channel, then the Association Group may, subject to the scope 
provisions set out in the Umbrella Agreement, appoint other service providers to 
provide the new Distribution Channel, or set up the new Distribution.Channe1 itself. 

lnsurance is also precluded from providing similar services to competitors in 
specified circumstances. 

Contract management 
Each party will appoint an Alliance Manager in relation to distribution outsourcing 
issues who will administer the agreement. The Alliance Managers will meet at least 
monthly. 

The parties are to agree an annuai business plan which shall include details of 
proposed new Distribution Channels, budgeted sales and revenue, full cost and 
alterations to the Distribution Channels, performance standards, KPls, fee 
penalties, service credits and incentive fee and proposed marketing activities. 
If the parties fail to agree on these matters, either party may refer the dispute for 
binding expert determination. ..- 

Intellectual property 
Each party licenses to the other, on a royalty free basis, any intellectual property 
rights owned by the party which ttie other needs to exercise to perform its 
obligations under this agreement; 

Intellectual property rights developed by lnsurance in performing the services will 
be owned by lnsurance other than intellectual property rights in respect of 
Association's products distributed by lnsurance which will be owned by 
Association. 

Term and termination 
This agreement continues until lawfully terminated 

Either party may terminate the agreement on material breach (after opportunity 
is given to rectify in case of remediable breach), insolvency, or termination of the 
Trade Mark Relationship Agreement. . - 
Association may terminate the agreeme$if lnsurance is unable to provide the 
services for more than five business days by reason other than force majeure. 

Association may also terminate the'services in relation to a particular Distribution 
Channel if certain events occur in respect of that Channel or if a force rnajeure 
event causes prolonged delay or non-performance of Insurance's obligations. 

Association may terminate Assistance Services on three months' notice 

lnsurance may terminate the agreement if Association fails to make payments 
under the agreement for an extended period. 

Upon termination of the agreement each party must return to the other the other 
party's confidential information and property. lnsurance must ddall things 
necessary, including ensuring that Association obtains appropriate rights to 
software, to enable the services to be provided to Association internally or by 
another service provider. A disengagement plan will operate to ensure continuity 
of services during the disengagement period. If requested, lnsurance must provide 
the services for up to 12 months after termination to ensure an orderly transition. 

Association may also terminate the services provided through individual 
distribution channels as well. Where services are terminated for reasons outside a 
party's control, third party expenses,and Association's costs are borne equally 
between lnsurance and Association. 

(6) IT Services Outsourcing Agreement 
The IT Services Outsourcing Agreement between lnsurance and Association 
defines the terms and conditions on which lnsurance is to provide certain 
information technology services to the Association Group. Certain information 
technology services have already been outsourced by the NRMA Group to IBM 
Global Services Australia .('IBM GSA'). 

1 

Services 
lnsurance will provide information technology services to Association. The services 
include the IBM GSA services. However, these servrces are not treated separately 
from non-IBM GSA services under this agreement. The services are grouped in 
a number of clusters, with each cluster containing similar services. 

In connection with the services, lnsurance agrees, among other things, to retrieve 
or reconstruct data at its cost in the event of major error, bear increases of third 
party software costs resulting from changes by lnsurance for its own reasons, 
ensure the quality and continuity ofstaff used to perform the services, and remove 
any Ciruses introduced into the system by Insurance. 

The contract Includes a mechanism for varying the services, (including pricing) 
and for providing new services to Association. 

Performance standards 
The services are to be provided by Insurance in accordance with specified 
performance levels and lnsurance must bear audit costs if errors or misreporting 
arise. 

Fees 
In relation to IT services, fees are generally based on a negotiated unit rate times 
actual usage of the services. The unit rates are generally based on cost plus a 
margin of 5%. The amount of service credits which can accrue to Association 
in the event that service standards are not met is capped. 

Exclusivity 
lnsurance must not provide information technology services to any third party wh~ch 
would require the use of software which IS core to the business of the Associat~on 
Group lnsurance has a f~rst r~ght of refusal to provide any new ~nformat~on 
technology services to the Assoc~at~on Group 

Contract management , . 

lnsurance and Association each appbint an 'IT Alliance Manager' to manage the 
day to day operational issues. The IT Alliance Managers are responsible for first 
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level dispute resolution. If any dispute cannot be resolved between the IT Alliance 
Managers, it is referred to the chief executive officers of each party for resolution. 
The chief executive officers may refer technical issues to an expert for 
determination. 

lntellectual property 
lnsurance owns all intellectual property rights in software developed for 
Association under the agreement, except that Association will own intellectual 
property rights in any development of core software. Association may cause 
software to become core software with the agreement of Insurance. 

Term and termination 
This agreement continues until lawfully terminated. 

Either party may terminate this agreement in the event of insolvency of the other 
party. Association may terminate all or part of this agreement: 

for a material breach (after opportunity to remedy in case of breach capable of 
remedy); 
where lnsurance fails to provide critical serv'ices for a specified period or where 
service level credits accruing to Association exceed a specified amount; or 
where lnsurance fails to reinstate services affected by a disaster within 
specified time frames. 

C 

Association may terminate this agreement if the Trade Mark Relationship 
Agreement is terminated. Association may also terminate services sourced from 
IBM GSA in certain circumstances, provided that Association bears any costs 
imposed by IBM GSA on lnsurance as a consequence of the termination of those 
services. In addition, at any time after the third anniversary of the agreement, 
Association may terminate at its convenience. 

lnsurance may terminate if Association fails to make payments required under this 
agreement (in respect of which lnsurance has provided Association with a notice 
to rectify) or if there is a change to Insurance's platforms or systems such that it is 
not commercially practical for lnsurance to provide the services. 

Upon termination, lnsurance must provide transition assistance. Where 
Association terminates for convenience, Association is responsible for the 
reasonable costs of transition and certain wind down expenses. Where Association 
terminates for breach, lnsurance is responsible for alltransition and wind down 
costs. In all other circumstances, Association is responsible for the reasonable 
costs of transition. 

Upon termination, lnsurance must provide reasonable assistance (including a 
licence to use software used by lnsurance to provide the services and other 
material and information as specified) to enable the services to be transitioned to 
Association or its nominated supplier. 

If requested, lnsurance must provide the services for up to a further six months 
after termination (on the terms of the agreement, including pricing) to ensure 
orderly transition. In addition, following termination Association may access 
Insurance's systems, subject to terms being agreed, for the purpose of facilitating 
data exchange to give effect to any continuing business alliance agreements. 

Insurance's and Association's liability for loss suffered as a consequence of 
performance or non-performance of their obligations in respect of non-IBM GSA 
services is addressed in the Umbrella Agreement. 

In relation to IBM GSA services, lnsurance is not liable for any loss suffered by 
Association at the hands of IBM GSA. Instead, Association appoints lnsurance as 
its exclusive agent for the purposes of taking action against IBM GSA in respect of 
such loss. To the extent that lnsurance recovers any monies from IBM GSA it must 
account to Association. Association must indemnify lnsurance for any amount 
lnsurance is required to pay IBM GSA where the Association Group is at fault. 

(7) Shared Services Outsourcing Agreement 
A Shared Services Outsourcing Agreement between Association and lnsurance 
defines the terms under which lnsurance provides shared services and NRMA 
Investment Management Pty Limited ('NIM'), a member of the lnsurance Group, 
provides investment services to Association. 

Services 
The shared services provided by lnsurance include: 

Human resources - learning and development, recruitment, payroll 
administration and employee administration, employee relations, remuneration 
and benefits and general HR; 
Finance - banking, debtors and creditors/accounting processes, and fixed 
asset register; 
Purchasing and property - contract management, fleet management services, 
mailing services, printing (copying) services, distribution centre and property 
and other services; 
Business documents - provide content, layout and design, manage third 
parties, provide documents for distribution; 
Research and development (including statistical, actuarial and other analysis 
support). 

lnsurance agrees to act as Association's agent in performing its obligations under 
third party contracts. 

The investment services provided by NIM include investment and management 
of Association's portfolio of investments. 

Performance standards 
lnsurance will perform the shared services in accordance with specified 
performance levels which will be measured against key performance indicators 
('KPls'). lnsurance will be obliged to supply the infrastructure necessary for it to 
meet its obligations. 

There will be a transition period during which some performance levels will not 
apply. 
Performance levels may be reviewed annually as part of the annual business plan. 

The investment services are not subject to any performance levels. 

Performance audits can be called for, up to twice a year. Costs of the audit are 
borne equally by Association and Insurance, except where the audit reveals 
inaccurate reporting by Insurance, in which case those expenses will be met by 
Insurance. Other audits can be called for at Association's expense, again except 
where the audit reveals major discrepancies in reported outcomes, in which case 
lnsurance may be obl~ged to cover the costs of the audit. 

Fees 
Other than in relation to investment services, service fees will be charged in 
respect of each item of service. As part of the service fees, lnsurance will recover 
the full cost (direct costs plus an appropriate proportion of indirect costs) incurred 
by them in providing the services plus a margin of 5% on such costs. 

lnsurance will pass through to Association any third party expenses incurred by it 
in providing the services including the costs of goods purchased, but will not 
receive the 5% margin on such costs. 

Pricing will be reviewed annually and actual full costs for the previous year will be 
determined during that review. If the actual full costs plus the margin are less than 
the service fees already paid, lnsurance must remit the difference to Association. 
If the actual costs are greater than the service fees already paid, and there has 
been a material change in Association's activities compared to what is set out in 
the business plan, Association shall remit the difference to Insurance. 

In relation to investment services, Association will pay to NIM 0.5% (or such other 
percentage as may be agreed by the parties) of the value of Association's funds 
under management as determined in accordance with the agreement. 

Exclusivity 
For the first three years, the Association Group must, where it requires the services 
(with the exception of investment services), only engage lnsurance to provide the 
services. The Association Group may, however, perform for itself or its related 
entities certain specified activities, primarily of a minor nature. 

The Association Group must give lnsurance a first right of refusal in relation to any 
additional services it requires, except for services creating an aggregate liability for 
Association of less than $250,000 (indexed) per annum. Failing agreement on 
terms, or if lnsurance decides not to provide the additional services, Associat~on 
may appoint other service providers to provide the additional services or undertake 
the additional services itself. 

Contract management 
lnsurance and Association will appoint an Alliance Manager in relation to shared 
services issues who will administer the contract. The Alliance Managers will meet 
at least monthly. 

The Alliance Manager appointed by lnsurance will represent NIM in relation to 
investment services issues. 

The parties shall agree an annual business plan which shall include budgeted full 
cost for each item of service, activity and service other than investment services, 
any alterations to the performance levels, KPls and fee penalties. 

lnsurance is obliged to provide reports and keep records in accordance with 
agreed guidelines. 

Intellectual propefty 
The parties license (on a royalty free basis) to each other any intellectual property 
rights owned by the party which the other needs to exercise to perform its 
obligations under this agreement. Intellectual property rights developed 
by lnsurance or NIM in performing the services will be owned by lnsurance or 
NIM, as the case may be, except where those rights derive from rights owned by 
Association or relate in general terms to Association products. 

Term and termination 
This agreement continues until lawfully terminated. 

Association or lnsurance may terminate the agreement upon material breach 
(after opportunity is given to rectify in the case of remediable breach), insolvency, 
or if the Trade Mark Relationship Agreement and Distribution Services 
Outsourcing Agreement are terminated. 

Association may terminate the agreement if lnsurance is unable to provide the 
services for more than five business days for any reason apart frpm by reason 
of a force majeure event. 
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Association may also terminate the agreement as it applies to an activity or service 
if lnsurance or NIM subcontracts provision of such activity or service contrary to 
the Agreement, if a force majeure event causes prolonged delay or non- 
performance of obligations, or if lnsurance or NIM is unable to provide the activity 
or service for more than five business days for any reason other than by reason of 
a force-majeure event or, in the case of lnvestment Services, if NIM no longer 
complies with applicable laws or regulations. 

Association may terminate the agreement as it applies to a service for convenience 
at any time after the first three-year period on at least six months' written notice. 
lnsurance may terminate for convenience on 12 months' written notice at the-end 
of every three-year period. 

lnsurance may terminate the agreement on failure by Association to make 
payments under the agreement for an extended period. 

In respect of lnvestment Services, Association may terminate by giving at least 
30 days' written notice. 

Following termination of the agreement, the parties must return to each other all 
the other parties' property. lnsurance and NIM must do all things necessary to 
enable Association (or another service provider) to provide the services following 
termination. A disengagement plan will operate to ensure continuity of service 
during the disengagement period. If requested, lnsurance and NIM must provide 
the services for up to a further 12 months after termination to ensure an orderly 
transition. 

Where services are terminated for reasons outside a party's control, third party 
expenses and Association's costs are borne equally between lnsurance and 
Association. 

(C) Deeds of Indemnity, Insurance 'and Access 
It is proposed that a deed be entered into with each current and future NlGL 
d~rector. The deed may also be used for employees who are not directors. 

The deed by its terms: 
indemnifies the relevant 'officer' on a full indemnity basis and allows for a 
coverage of reasonable legal costs and expenses incurred not limited to taxed 
costs; 
does not operate to indemnify to the extent that the liability,is a liability to any 
lnsurance Group company, or arises out of conduct of the officer involving a 
lack of good faith, wilful misconduct, gross negligence, reckless misbehaviour 
or fraud; 
enables NlGL to assume on behalf of the officer the conduct of the defence of 
a claim or permit an insurer to do so and permits NlGL to settle the claim or 
related proceedings; NlGL may also allow the officer to conduct the defence of 
a claim; 
enables NlGL to advance money to the officer prior to the resolution of a claim 
subject to such security and other protections of NIGL's interests as are 
required; 
requires NlGL to maintain and pay the premium on a directors"and officers' 
insurance policy to insure the officer against liability incurred in respect of the 
office; the obligation will apply from the date of the deed until the seventh 
anniversary after the date when the officer ceases to occupy the relevant office; 
grants an officer access to documents of NIGL; 
requires the officer who is granted access to documents to return those no 
longer required; and 
protects confidentiality in relation to the documents, subject to the officer's 
need to disclose information for the purposes of court proceedings. 

(D) lmplementation Deed 
Association, Insurance, NlGL and NIGL's initial directors, (Eric Dodd,. 
George Venardos and Gaye Morstyn) have entered into an implementation deed 
to carry into effect the Association Schemes, the lnsurance Schemes and the 
lnsurance Demutualisation. 
Under the lmplementation Deed, Association covenants with each of lnsurance 
and NlGL that it will: 

do everything necessary to implement each of the Association Schemes and 
the Proposal; 
execute the Business Relationship Agreements, provided always that this does 
not contravene a provision of Chapter 2E of the Corporations Law in force for 
the time being; 
execute the Association Intra-Group Compliance Deed; and 
as soon as possible after the lnsurance Demutualisation make Association 
membership available to all Road Service Customers. 

Under the lmplementation Deed, lnsurance covenants with each of Association 
and NlGL that it will: 

do everything necessary to implement the lnsurance Schemes and the 
Proposal; 
execute the Business Relationship Agreements, provided always that this does 
not contravene a provision of Chapter 2E of the Corporations Law in force for 
the time being; and 
execute the lnsurance Intra-Group Compliance Deed. 

Under the Implementation Deed, NlGL covenants with each of Association and 
lnsurance that ~t will: 

become the sole member of Insurance and have issued to it all ordinary shares 
in the capital of Insurance; . 
issue Shares in accordance with the Share Allocation Rules; 
appoint a nominee to dispose of Shares on behalf of Overseas Members (being 
the trustee of the Entitlements Trust); . 
establish a review panel, prior,to the lnsurance Demutualisation, to deal with 
complaints and disputes arising from the application of the Share Allocation 
Rules, and issue Shares for up to one year after the lnsurance Demutualisation 
to persons whom the review panel determines were entitled to Shares; 
execute the Business Relationship Agreements, provided always that this does 
not contravene a provision of chapter 2E of the Corporations Law in force for . 

the time being; 
execute the lnsurance Intra-Group Compliance Deed; 
have as its sole purpose, prior to the lnsurance Demutualisation, the holding 
of Shares in the capital of lnsurance issued to NlGL on the lnsurance 
Demutualisation; 
prior to the Listing Date, establish a Facility, and issue an appropriate 
prospectus or other offer document for that Facility; 
procure that, on issue: 
- the Shares rank equally in all respects as between themselves and with 

all existing shares in NIGL; 
- each Share is fully paid and free from any mortgage, charge, lien, 

encumbrance or other seclirity interest; 
if it has not already done so by one year after the lnsurance Demutualisation: 
- apply to be listed on the Australian Stock Exchange and for quotation of all 

Shares; and 
- do everything reasonably necessary to ensure that the Australian Stock 

Exchange grants the application and trading in the Shares commences by 
18 months after the ~nsurande Demutualisation. 

Mr Dodd, Mr Venardos and MS Morstyn, as the initial directors of NIGL, agree, 
if the Proposal proceeds, to cause,: 

the NlGLBoard to be reconstituted so that, immediately after the lnsurance 
Demutualisation, all directorsof lnsurance are directors of NlGL and NlGL has 
no other directors; and < .  
the appointment of the Managing Director of lnsurance to the position of 
Managing Director and Chief Executive Officer of NlGL at or before the 
lnsurance Demutualisation. 

See page 33 for further details of the intended reconstitution of the NlGL Board. 

Under the lmplementat~on Deed, Association covenants with NlGL that it will: 
sell down its shareholding in NlGL through the Facility such that following the 
sale Association holds no more than 29.3 million Shares; and 
maintain at all times during the term of the Trade Mark Relationship Agreement 
(one of the Business Relationship Agreements) a shareholding in NlGL of at 
least 29.3 million Shares plus any Shares issued to Association from time to 
time pursuant to any pro-rata boyus issue (or where NlGL's share capital is 
subdivided, the 29.3 million Shares plus bonus Shares subdivided in the same 
ratio as the ordinary capital). . ' 

.Each of Associat~on, lnsurance and NlGL have entered into Deed Polls by which 
they covenant in favour of all Associatlon and lnsurance Members at the time of 
the Deed Poll and from time to time thereafter that they will duly and punctually 
observe and perform all the covenants undertaken by them in the lmplementation 
Deed. 

.) Trust Deed for the ~ntitlements Trust 
The Entitlements ~ r u s i  will be established for the benefit of Members whose 
membership address on Association or Insurance's registers is outside Australia. 
The initial trustee will be Association. NlGL will have the power to remove and 
replace the trustee. The trustee will be obliged to: 

hold shares issued in respect of an Overseas Member on trust for that 
member; 
use its best endeavours to sell the Shares allocatedto an Overseas Member 
through the Facility and, if that is hot possible, at the first reasonable 
opportunity (and in any case within 12 months) after Listing Date; and 
pay t o  the Overseas Member the net proceeds of sale (on an averaged basis so 
that all Overseas Members receive the same price) and any income referable to 
those Shares (less any tax and expenses). 

An Overseas Member may notify the trustee (through Association, lnsurance or 
NIGL) of a change of address to Australia before their Shares are sold and, if the 
trustee accepts the change, the Member will receive their Shares instead of the 
net sale proceeds. The trustee may accept notice of change of address as 
sufficient evidence of change of address, except for Members whose registered 
address is in the United States of America or Canada (or any other country 
determined by the trustee) where additional evidence is likely to be required. 
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13.6 RACV alliance 13.7 Directors' remuneration 
lnsurance has entered into an alliance with RACV and certain of its subsidiaries to 
combine their short-tail personal lines insurance 'manufacturing' businesses in New 
South Wales, the Australian Capital Territory and Victoria in a joint venture company 
- IMA. 

The alliance primarily involves underwriting (either directly or through a reinsurance 
arrangement), claims handling, product development and product pricing 
recommendations in relation to short-tail personal lines insurance products that include 
comprehensive motor vehicle insurance, third party property damage motor vehicle 
insurance, comprehensive motor cycle insurance, third party property damage motor 
cycle insurance, touring van insurance, on site caravan insurance, veteran and vintage 
car insurance, travel insurance, transport accident insurance, home buildings insurance, 
home contents insurance, home effects insurance, strata insurance and boat insurance 
('Personal Lines Products'). 

Under the alliance: 
the lnsurance Group subscribed for 70% of the shares in IMA and RACV retained 
30% of the shares in that company (formerly a wholly-owned subsidiary of RACV); 
lnsurance will continue directly to underwrite, source and distribute Personal Lines 
Products in New South Wales and the Australian Capital Territory, however, IMA will 
reinsure those risks; 
IMA will underwrite Personal Lines Products in Victoria, however, the RACV group will 
source and distribute those products (excluding travel insurance) from IMA (the NRMA 
Brands will no longer be used in Victoria for the products covered by the alliance); 
IMA will seek to manufacture Personal Lines Products for third party distributors 
throughout Australia (those products will not use the NRMA Brand or the RACV 
brand); 
the lnsurance Group transferred cash, prudential assets and office equipment to IMA 
(in support of the New South Wales and Australian Capital Territory short-tail personal 
lines businesses to be conducted in IMA) and approximately 1,200 employees of the 
lnsurance Group have transferred to IMA; and 
the lnsurance Group will provide services to IMA, such as information technology 
services, to enable it to perform its operations. 

/MA board composition 
The board of IMA is to consist of seven members, some of whom must be independent 
of the IMA shareholders: 

Nominee directors 2 
Independent directors 2 

Insurance, through its subsidiary, will appoint one of its nominee directors as chairman of 
the board of IMA and RACV, through its subsidiary, will appoint one of its nominee 
directors as deputy chairman of the board of IMA. 

The total number of directors appointed by lnsurance will always exceed one-half of the 
total number of directors of IMA, and the number of RACV nominee directors plus the 
number of independent directors will always exceed the number of lnsurance nominee 
directors. An IMA shareholder may remove any director appointed to the IMA board 
by them. 

A sub-committee of the IMA board comprised of all its independent directors has 
been established whose role is to review specified matters (including any related party 
transactions between IMA and its shareholders and any of their related parties, 
commissions and pricing between IMA and its shareholders or their related parties, 
IMA's interpretation of, and actions to be taken to enforce, an agreement between IMA 
and the shareholder if issues cannot be resolved at meetings of the board). The IMA 

. . 
board must accept and adopt all decisions of the sub-committee in respect of those 
specified matters. 

Transfer of IMA shares 
Shares in IMA are not freely transferable and IMA shareholders are not permitted to grant 
any encumbrance over any IMA share without the consent of the other IMA shareholder. 

A change of control of an IMA shareholder or a parent company of that shareholder 
(which does not include a change of control as a direct result of a listing event, nor an 
issue of shares on demutualisation of that IMA shareholder) will permit a shareholder to 
buy the shares of the other shareholder. 

Consent of both shareholders is required if IMA shares are to be issued to a third party. 

Investment management 
NRMA lnvestment Management Pty Limited has been appointed the lnvestment 
Manager of IMA's investment funds and reserves. 

Branding issues 
The lnsurance Group will continue to issue Personal Lines Products in NSW and the 
Australian Capital Territory under the NRMA Brand. RACV will distribute IMA's Personal 
Lines Products in Victoria under the RACV brand. 

The constitution of Association provides that Association directors will be paid fees for 
ordinary services as directors of Association in an amount approved by Association 
members. The constitution provides that that amount is to be divided amongst the 
directors in such proportions as they agree, or failing agreement, equally. A director of 
Association who serves on a committee of the Association Board or who provides special 
services in connection with the business of Association may receive remuneration as 
determined by the directors of Association. That remuneration may be either in 
substitution for, or (where the Association Board resolves that the director has performed 
or is to perform services which are outside the scope of ordinary services) in addition to, 
the director's share of the remuneration for ordinary services. 

At the Annual General Meeting of Association in 1999, a resolution of members was 
passed whereby the President, the Deputy President and the remaining directors had 
their fees increased from $3,000 each per annum to a total of $105,000, $70,000 and 
$35,000 each per annum respectively subject to the boards of Association and 
lnsurance resolving to discontinue arrangements in place for the payment of fees in 
respect of services on committees and special services in connection with the business 
of those companies. 

However, directors who serve on the following: 
any subsidiary of Association or lnsurance on which directors who are not Association 
directors also serve as independent directors and of any committees of those 
subsidiaries; or 
the following board committees of NRMA Group companies: 
- the Group Audit & Risk Management Committee, the Implementation Committee 

and Due Diligence Committee for the Proposal; 
- the Life Compliance Committee of NRMA Life Limited; and 
- the Finance Compliance Committee of NRMA Finance Limited, 

are entitled to be paid remuneration in addition to that outlined above. 

The constitution of lnsurance provides that lnsurance directors will be paid fees as 
directors of lnsurance in an amount approved by lnsurance members. The constitution 
also provides that an lnsurance director who has performed services which the lnsurance 
Board considers are outside the director's ordinary services as a director because the 
director serves on any committee or devotes special attention to Insurance's business or 
otherwise performs services for lnsurance may be paid an amount of extra remuneration 
as the lnsurance directors determine and which is approved by the Association Board. 

Notwithstanding the provisions of the constitution of Insurance, pursuant to the passage 
of a resolution at the 1999 Annual General Meeting of Association, no additional fees will 
be paid to directors of lnsurance in respect of their ordinary services where those 
directors also serve as directors of Association. 

Additionally, pursuant to the constitution of Association and having regard to the,passage 
of resolution at the 1999 Annual General Meeting of Association, a director of Association 
may still be paid remuneration for other special services which he or she may be called 
on to perform in the future after independent confirmation of the level of remuneration 
for those services. 

Under the constitutions of Association and Insurance, directors of those companies are 
also entitled to receive payment of certain expenses. A non-executive directors' expense 
policy was put in place in 1997 to provide the procedures by which directors may seek 
and receive payments of, or in reimbursement for, certain expenses incurred in carrying 
out their duties as directors. 

13.8 Costs of Proposal 
The costs of the development of the Proposal and future costs related to demutualisation 
and listing including professional, consultancy, advisory and expert fees, member 
meeting expenses, printing, postage, processing, share marketing expenses, advertising, 
share registry establishment and initial listing fees costs are set out below: 

Development of the Proposal 
(25 February 1999 to 9 December 1999) (Actual) 
Approximately 40% of these costs related to member 
communications and logistics, including the member 
database, and the printing and postage of materials 
to members. 

Costs of implementing the Proposal up to 
lnsurance Demutualisation (Estimate) 
Approximately 60% of these costs relate to member 
communications and logistics, including the holding 
of members' meetings, and the printing and postage 
of this document and other materials to members. 

Costs from lnsurance Demutualisation to listing on the 
Australian Stock Exchange (Estimate) 
Approximately 50% of these costs relate to member 
communications and logistics, including the printing 
and postage of listing documentation and other materials 
to members. , 

I 

$31.0 million 

$30.6 million 

$45.8 million 



SECTION 13. ADDITIONAL INFORMATION 

13.9 Regulatory approvals 
The following regulatory approvals, exemptions and declarations have been given or have 
been applied for in relation to the proposed demutualisation and restructuring. 

ASlC has granted to NlGL relief from the accounting provisions of the Corporations Law 
concerning acquisition accounting: 

to allow it to distribute and record as dividend income up to>0% of the pre- 
acquisition reserves of Insurance, being an amount of approximately $460 million. 
As a result, the payment of dividends by lnsurance to NlGL from those reserves will 
be credited in the profit and loss account of NlGL and not against the value of NlGCs 
investment in Insurance; and 
so that it is not required to record goodwill on the consolidation of lnsurance but 
rather the consolidation will be accounted for on a 'pooling of interests' basis with 
NIGL's investment in Insurance being recorded at the carrying amounts of the net 
assets and liabilities of Insurance. 

ASlC has granted Association and lnsurance approval for the format of this document 
under Corporations Regulation 1.0.07. 

The Australian Stock Exchange has approved in-principle the 5% shareholding limitation 
in NlGCs constitution which applies in the five year period immediately following the 
Listing Date. That approval is effective until 31 December 2000 and is subject to 
conditions, all of which have been reflected in the NlGL constitution (see pages 138 
to 139). A copy of the letter is available for inspection. 

Application has been made to the Federal Treasurer for the grant of an unconditional 
approval of NlGL holding all of the issued shares in the capitalof lnsurance and NRMA 
Building Society Limited under the Financial Sector (Shareholdings) Act 1998. Approval 
under that Act is required because lnsurance is an authorised insurance corporation and 
NRMA Building Society Limited is an authorised deposit-taking institution. The Treasurer 
may give or withhold the approval and is to have regard under the Act to the national 
interest. As the proposed transfers are in conformity with draft APRA guidelines on 
non-operating holding companies, it is expected that the approval will be received. 
The Proposal is subject to the receipt of the approval in relation to the shares in 
lnsurance (see pages 35 and 36). 

13.10 other statutory information 
NIGL presently has only one Share, which is held by Mr S Nelson, General Manager - 
Corporate Services, NRMA. Neither Association nor lnsurance currently have any 
marketable securities on issue. Accordingly, there are no marketable securities in NIGL, 
Association or lnsurance held by Association directors or lnsurance directors. 

13.1'1 Consents 
Written consents have been given and at 14 February 2000 have not been withdrawn 
by the following parties in the following terms: 

Credit Suisse First Boston has given its consent to the inclusion of the references and 
summaries of its report dated 22 December 1998 in this document in the form and 
context in which they are included and has given its consent to be named in this 
document as corporate adviser to the Proposal in the form and context in which it 
is named. 

PricewaterhouseCoopers has given its consent to the inclusion of its consulting Actuary's 
Report in Section 12 of this document in the form and context in which it is included and 
has given its consent to be named in this document as consulting actuary in the form 
and context in which it is named. PricewaterhouseCoopers has also consented to the 
inclusion of the references and summaries of that report in this document in the form 
and context in which they are included. 

KPMG have given their consent to the inclusion of their Investigating ~ccountant's Report 
in Section 11 of this document in the form and context in which it is included and has 
given its consent to be named in this document as investigating accountant in the form 
and context in which it is named. KPMG has also consented to the inclusion of the 
references and summaries of that report in this document in the form and context in 
which they are included. ' , 

Deloitte Corporate Finance has given its consent to the inclusion of its lndependent 
Financial Expert's Report in Section 9 of this document in the form and context in which 
it is included and has given its consent to be named in this document as lndependent 
Financial Expert for Association. Deloitte Corporate Finance has also consented to the 
inclusion of the references and summaries of that report in this document in the form 
and context in which they are included. 

Ernst & Young Corporate Finance Pty ~imited has given its consent to the inclusion of its 
lndependent Financial Expert's Report in Section 10 of this document in the form and 
context in which it is included and has giyen its consent to be named in this document 
as lndependent Financial Expert for Insurance. In addition, Ernst & Young has consented 
to the inclusion of the references and summaries of its report dated 19 February 1999 
in the form and context in which they are included. 

Mallesons Stephen Jaques have given their consent to be 'amed in this document as 
legal advisers to the Proposal in the form,and context in which they are named. 

Freehill Hollingdale & Page have given their consent to be named in this document as 
legal advisers to lnsurance in the form and context in which they are named. 

Corrs Chambers Westgarth have given their consent to be named in this document as 
legal advisers to Association In the form and context in which they are named. 

Canning-Thornton Pty Limited have given;their consent to be named in this document as 
communications adviser to the Proposal i? the form and context in which they are 
named. h 

Sir Laurence Street has given his consent.to the inclusion of the references and 
summaries of his report dated 22 May 1997 in this document in the form and context in 
which they are included. I 

L a 

McKinsey & Company have given their consent to the inclusion of the references and 
summaries of their report dated 19 February 1998 in this document in the form and 
context in which they are included. 

L 

Macquarie Corporate Finance Limited has given its consent to the inclusion of the 
references and summaries of its draft report dated February 1992 in this document in 
the form and context in which they are included. 

Macquarie Corporate Finance Group Limited has given its consent to the inclusion of the 
references and summaries of BT Corporate Finance Limited's report dated October 1993 
in this document in the form and context in which they are included. 

Grant Samuel & Associates Pty Limited has-given its consent to the inclusion of the 
references and summaries of its report dated March 1995 in this document in the form 
and context in which they are included. 

ACOSS have glven thelr consent to the ~nclusron of the references and summaries of 
their report dated October 1999 In th~s document in the form and context In which they 
are Included 

13.1 2 Organisations advising the NRMA 

Corporate adviser . Investigating accountant 
Credit Suisse F~rst Boston ' KPMG 
Level 31 G The KPMG Centre 
1 Macquarie Place 45 Clarence Street 
Sydney 2000 ' Sydney 2000 

Consulting actuary 
PricewaterhouseCoopers 
Securities Limited 
Level 8 
201 Sussex Street 
Sydney 2000 

Legal advisers to the Proposal 
Mallesons Stephen Jaques 

r F 
Level 60 
Governor Phillip Tower 

' 1 Farrer Place 
Sydney 2000 

Legal advisers to Association + Legal advisers to Insurance 
Corrs Chambers Westgarth Freeh~ll Holllngdale & Page 
Level 32 , Level 32 
Governor Phllllp Tower m MLC Centre 
1 Farrer Place 19-29 Mart~n Place 
Sydney 2000 ; , ' Sydney 2000 

Communications adviser I *  

Cannings . A .  

Rugby House 
Level 2 
12 Mount Street 
North Sydney 2060 

This Information Memorandum is .dated 14 ~ebruary 2000. 



NRMA Limited 
(ACN 000 010 5%) 

Notice of Special General Meeting 
A special general meeting of NRMA Limited will be held at Sydney Convention and Exhibition To be passed, the resolution must be supported by at least 75% of the votes cast 
Centre - North, Darling Harbour, Sydney on Wednesday 19 April 2000 at 9.30am. by members who are present at the meeting (whether in person, by proxy, by attorney 

or by duly appointed corporate representative) and entitled to vote on the resolution. 

What is the resolution? 
To alter the constitution 

To consider and, if thought fit, pass the following as a special resolution: 
That the constitution of NRMA Limited is altered by: 
(a) inserting a new rule 52A (immediately following rule 52) in the following terms: 

"52A ( I )  The purpose of this rule 52A is to impose, after the Effective Date, 
certain duties and obligations upon the Directors and thereby to 
curtail their freedom of action and to define and limit the powers 
allocated to them under this constitution in such a way and to such 
an extent that, subject to rule 52A(5), powers of the Association 
exercisable by the Directors in relation to matters referred to in 
rule 52A(2): 
(a) must not, after the Effective Date, be exercised in any way which 

is contrary to rules 52A(2) or (3); and 
(b) must, after the Effective Date, be exercised in the ways required 

by rules 52A(2) and (3). 
(2) Subject to rule 52A(5), it is the duty of the Directors, after the 

Effective Date, to cause to be done everything which it is necessary 
for the Association and the Directors to do in order to implement and 
to conclude according to its terms the NRMA lnsurance Restructure 
and, without limiting the generality of the foregoing, the Directors 
must, after the Effective Date (but subject to rule 52A15)); 
(a) cause to be passed such resolutions of the Directors; 
(b) cause to be given by the Association such consents; and 
(c) cause to be executed under the common seal of the Association 

such instruments of consent 
as are necessary under the constitution of NRMA lnsurance to 
enable variation or abrogation, to the extent and in the manner 
provided for in the NRMA lnsurance Restructure, of the powers and 
rights of the Association in its capacity as a member of NRMA 
lnsurance which are declared by the constitution of NRMA lnsurance 
to be: 
(d)given to the board of directors of the Association as agent for the 

Association; and 
(e) class rights which may only be varied in the manner specified in 

rule GA(a)(iii) of the constitution of NRMA Insurance. 
(31 Subject to rule 52A(51, a consent which the Directors cause the 

Association to give pursuant to rule 52Af2Xb) must be unconditional 
and, once given, must not be revoked unless revocation is permitted 
by the NRMA Insurance Restructure. 

(41 Rules 52A(1), (2) and (31 have precedence over rule 52 but will 
cease to have effect if any of the schemes of arrangement referred 
to in the definition of 'Effective Date' in rule 52A(6) is terminated for 
any reason. 

(5) Nothing in rules 52A(l), (2) and (3) requires or permits any Director 
individually or collectively to act in a way which would be in breach of 
any duty owed by that Director or which would be unlawful. 

(6) For the purposes of this rule 52A: 
'Effective Date' means the earliest day on which all the schemes of 
arrangement set out in the documents referred to in the definition 
of 'NRMA lnsurance Restructure' in this rule 52A(6) have become 
effective according to their terms. 
'NRMA Insurance'means NRMA lnsurance Limited (ACN 000 016 722). 
'NRMA lnsurance Restructure' means the scheme or plan defined 
as the 'Proposal' in clause l of Part I1 of the documents entitled 
'Schemes of Arrangement pursuant to section 41 1 of the 
Cor~orations Law between NRMA Limited (ACN 000 010 506) and 
its members and certain classes of them'and 'Schemes of 
Arrangement Dursuant to section 41 1 of the Cor~orations Law 
betw&n NRMA lnsurance Limited (ACN 000 016 722) and classes 
of its members'appearing on pages 64 to 67 and 96 to 99 of the 
information memorandum dafed 14 February 2000 issued with the 
notices convening certain meetings of members of the Association 
and members of NRMA Insurance, including the meeting of 
members of the Association at which the special resolution adopting 
this rule 52A was passed"; and 

(b) inserting the following words at the end of rule A(b)(iv) of the constitution: 
"except that this object will cease to be effective immediately upon NRMA 
lnsurance Limited (ACN 000 01 6 722) changing its status to a company 
limited by shares". 

Your vote is important 
The vote on the proposed resolution is part of a broader proposal described in the 
lnformation Memorandum accompanying this notice of meeting. 
The outcome of the vote and the implementation of the broader proposal has important 
consequences for the future of the NRMA Group. The directors of NRMA Limited 
strongly recommend that members read the lnformation Memorandum to gain a full 
understanding of the reasons for the resolution and what its effect will be if it is passed. 
In particular, pages 17 to 19 of the lnformation Memorandum describe why this proposal 
is being put to members of NRMA Limited. 

Eligibility to vote 
Each member of NRMA Limited at the date of the meeting is entitled to vote on the 
resolution. 

How do I exercise my right to vote? 
You can vote in either of two ways: 

attending the meeting and voting in person or, if you are a corporate member, by 
corporate representative voting for you; or 
appointing a proxy to attend and vote for you, using the enclosed Proxy Form. 

Voting in person 
If you plan to attend the meeting, we ask that you arrive at the meeting venue at least 
30 minutes prior to the time designated'for the meeting so that we may check your 
membership against our register of members, and note your attendance. 

Voting by corporate representative 
In order to vote at the meeting, a corporation which is a member may appoint a person 
to act as its representative. The appointment must comply with the requirements of 
section 250D of the Corporations Law. The representative should bring to the meeting 
evidence of his or her appointment including any authority under which it is signed. 
If you require further information on how to appoint a corporate representative, please 
ring the Members' lnformation Line on 1300 361 646. 

Voting by proxy 
To ensure that all members can exercise their right to vote on the proposed resolution, 
a Proxy Form is enclosed with the lnformation Memorandum accompanying this notice of 
meeting together with a reply paid envelope. 
A member who is entitled to attend and vote at this meet~ng is entitled to appoint a proxy 
to attend and vote instead of the member. A proxy need not be a member of NRMA 
Limited. Your proxy will have the right to vote on a poll and also to speak at the meeting. 
If you return your Proxy Form but do not nominate the identity of your proxy, the 
chairman of the meeting will automatically be your proxy and will vote on your behalf. 
If you return your Proxy Form but your nominated proxy does not attend the meeting, 
then your proxy will revert to the chairman of the meeting. 
Send your completed Proxy Form to the Returning Officer. You can use the reply paid 
envelope provided or you can send your completed Proxy Form to the address (no stamp 
required) or the fax number shown below: 
The Returning Officer 
NRMA Limited and NRMA lnsurance Limited 
Reply Paid 1819 
Strathfield NSW 1819 
Facsimile 1800 264 269 
Proxy Forms must be received by the Returning Officer or deposited at 
388 George Street, Sydney no later than 5.30pm on Monday 17 April 2000. 
Proxy Forms received after this time will be invalid. 

lnformation Memorandum 
A copy of the lnformation Memorandum was mailed to members with this notice of 
meeting. 
Proxy Forms were also mailed to members with this notice of meeting. Any member who 
has not received this notice of meeting or Proxy Form or a copy of the lnformation 
Memorandum, or requires replacements, should telephone the Members' lnformation 
Line on 1300 361 646. 

Dated at Sydney on 14 February 2000 
By order of the Board of directors 

Background information 
To enable you to make an informed voting decision, further information on the above 
resolution is set out in the lnformation Memorandum accompanying this notice of 
meeting. In particular, the amendments to the constitution are discussed on pages 
34 to 35. 14 February 2000 

Secretary 



NRMA Limited 
(ACN 000 010 506) 

Notice of Court Ordered Meeting 
for the First Association Scheme 
By an Order of the Supreme Court of New South Wales made on 14 February 2000 
pursuant to section 411(1) of the Corporations Law, a meeting of the members of NRMA 
Limited will be held at Sydney Convention and Exhibition Centre - North, Darling 
Harbour, Sydney on Wednesday 19 April 2000 at 1.00pm or as soon thereafter as the 
Special General Meeting of NRMA Limited has concluded or been adjourned. 

What is the resolution? 

Approval of scheme of arrangement 
To consider and, if thought fit, pass the following resolut~on: 

'That pursuant to, and in accordance with, the provisions of section 41 1 of the 
Corporations Law, the arrangement proposed between NRMA Limited and all its 
members, designated the 'First Association Scheme', as contained in and more 
particularly described in the lnformation Memorandum accompanying the notice 
convening this meeting is agreed to. ' 

Background information 
To enable you to make an informed'voting decision, further information on the scheme 
of arrangement is set out in the lnformation Memorandum accompanying this notice of 
meeting. A copy of the scheme of arrangement is set out on pages 64 to 67 of the 
lnformation Memorandum and its purpose and effect are discussed throughout that 
document. 

To be passed, the resolution must be supported by a majority of the members present 
and voting (either in person or by proxy). 

Your vote is important 
The vote on the proposed resolution is part of a broader proposal described in the 
lnformation Memorandum accompanying this notice of meeting. 

The outcome of the vote and the implementation of the broader proposal has important 
consequences for the future of the NRMA Group. The directors of NRMA Limited 
strongly recommend that members read the lnformation Memorandum to gain a full 
understanding of the reasons for the resolution and what its effect will be if it is passed. 

In particular, pages 17 to 19 of the lnformation Memorandum describe'why this proposal 
is being put to members of NRMA Limited. 

How do you exercise your right to vote? 
You can vote in either of two ways. , . attending the meeting and voting in person or, if you are a corporate member, by 

corporate representative voting for you; or 
appo~nting a proxy to attend and vote,for you, using the enclosed Proxy Form. 

Voting in person 
If you plan to attend the meeting, we ask that you arrive at the meeting venue at least 
30 minutes prior to the time designated for the meeting so that we may check your 
membership against our register of members, and note your attendance. 

Voting by corporate representative 
In order to vote at the meeting, a corporation which is a member may appoint a person 
to act as its representative. The appointment must comply with the requirements of 
section 250D of the Corporations Law. The re'presentative should bring to the meeting 
evidence of his or her appointment includipg any authority under which it is signed. 
If you require further information on how to appoint a corporate representative, please 
ring the Members' lnformation Line on 1300 361 646. 

i 

Voting by proxy 
To ensure that all members can exercise their right to vote on the proposed resolution, 
a Proxy Form is enclosed with the lnformation Memorandum accompanying this notice 
of meeting together with a reply paid envelppe. 

A member who is entitled to attend and vote at this meeting is entitled to appoint a proxy 
to attend and vote instead of the member. A proxy need not be a member of NRMA 
Limited. Your proxy will have the right to vqte on a poll and also to speak at the meeting. 

If you return your Proxy Form but do not nominate the identity of your proxy, the 
chairman of the meeting will automatically ,be your proxy and will vote on your behalf. 
If you return your Proxy Form but your nominated proxy does not attend the meeting, 
then your proxy will revert to the chairman of the meeting. 

Send your completed Proxy Form to the Returning Officer. You can use the reply paid 
envelope provided, or you can send your completed Proxy Form to the address 
(no stamp required) or the fax number shown below: 

The Returning Officer 
NRMA Limited and NRMA Insurance Limited 
Reply Paid 1819 
Strathfield NSW 1819 

Facsimile 1800 264 269 

Proxy Forms must be received by the Returning Officer or deposited 
at 388 George Street, Sydney no later than.5.30pm on Monday 17 April 2000. 
Proxy Forms received after this time will be invalid. - 

Eligibility to vote Information Memorandum 
Each member of NRMA Limited at the date of the meeting is entitled to.vote on the A copy of the Information Memorandum was mailed to members with this notice of 

resolution. meeting. 
Proxy Forms were also mailed to members with this notice of meeting. Any member 
who has not received this notice of meeting or Proxy Form or a copy of the lnformation 
Memorandum, or requires replacements, should telephone the Members' lnformation 
Line on 1300 361 646. 



NRMA Limited 

Notice of Court Ordered Meeting 
for the Second Association Scheme 
By an Order of the Supreme Court of New South Wales made on 14 February 2000 
pursuant to section 411(1) of the Corporations Law, a meeting of that class of the 
members of NRMA Limited comprising members who are not also members of NRMA 
lnsurance Limited (ACN 000 016 722) will be held at Sydney Convention and Exhibition 
Centre - North, Darling Harbour, Sydney on Wednesday 19 Apr~l 2000 at 1.20pm or as 
soon thereafter as the First Court Ordered Meeting of NRMA Limited has concluded 
or been adjourned. 

What is the resolution? 

Approval of scheme of arrangement 
To consider and, if thought fit, pass the following resolution: 

'That pursuant to, and in accordance with, the provisions of section 41 1 of the 
Corporations Law, the arrangement proposed between NRMA Limited and that class of 
its members comprising members who are not also members of NRMA lnsurance 
Limited (ACN 000 016 7221, designated as the 'Second Association Scheme', as 
contained in  and more particularly described in the lnformation Memorandum 
accompanying the notice convening this meeting is agreed to. ' 

Background information 
To enable you to make an informed voting decision, further informat~on on the scheme of 
arrangement is set out in the lnformation Memorandum accompanying this notice of 
meeting. A copy of the scheme of arrangement is set out on pages 64 to 67 of the 
lnformation Memorandum and its purpose and effect are discussed throughout that 
document. 

To be passed, the resolution must be supported by a majority of those members who are 
not also members of NRMA lnsurance Limited present and voting (either in person or by 
proxy). 

Your vote is important 
The vote on the proposed resolution is part of a broader proposal described in the 
lnformation Memorandum accompanying this notice of meeting. 

The outcome of the vote and the implementation of the broader proposal has important 
consequences for the future of the NRMA Group. The directors of NRMA Limited 
strongly recommend that members read the Information Memorandum to gain a full . 

understanding of the reasons for the resolution and what its effect will be if it is passed. 

In particular, pages 17 to 19 of the lnformation Memorandum describe why this proposal 
is being put to members. 

Eligibility to vote 
Each member of NRMA Limited at the date of the meeting who is not also a member 
of NRMA lnsurance Limited is entitled to vote on the resolution. 

How do you exercise your right to vote? 
You can vote in either of two ways: 

attending the meeting and voting in person or, if you are a corporate member, by 
corporate representative voting for you; or 
appointing a proxy to attend and vote for you, using the enclosed Proxy Form. 

Voting in person 
If you plan to attend the meeting, we ask that you arrive at the meeting venue at least 
30 minutes prior to the time designated for the meeting so that we may check your 
membership against our register of members, and note your attendance. 

Voting by corporate representative 
In order to vote at the meeting, a corporation which is a member may appolnt a person 
to act as its representative. The appointment must comply with the requirements of 
section 250D of the Corporations Law. The representative should bring to the meeting 
evidence of his or her appointment including any authority under which it is signed. 
If you require further information on how to appoint a corporate representative, please 
ring the Members' lnformation Llne on 1300 361 646. 

Voting by proxy 
To ensure that all members can exercise their right to vote on the proposed resolution, 
a Proxy Form is enclosed with the lnformation Memorandum accompanying this notice 
of meeting together with a reply paid envelope. 

A member who is entitled to attend and vote at this meeting is entitled to appoint a proxy 
to attend and vote instead of the member. A proxy need not be a member of NRMA 
Limited. Your proxy will have the right to vote on a poll and also to speak at the meeting. 

If you return your Proxy Form but do not nominate the identity of your proxy, the 
chairman of the meeting will automatically be your proxy and will vote on your behalf. 
If you return your Proxy Form but your nominated proxy does not attend the meeting, 
then your proxy will revert to the chairman of the meeting. 

Send your completed Proxy Form to the Returning Officer. You can use the reply paid 
envelope provided, or you can send your completed Proxy Form to the address 
(no stamp required) or the fax number shown below: 

The Returning Officer 
NRMA Limited and NRMA lnsurance Limited 
Reply Paid 1819 
Strathfield NSW 1819 

Facsimile 1800 264 269 

Proxy Forms must be received by the Returning Officer or deposited 
at 388 George Street, Sydney no later than 5.30pm on Monday 17 April 2000. 
Proxy Forms received after this time will be invalid. 

lnformation Memorandum 
A copy of the lnformation Memorandum was mailed to members with this notice of 
meeting. 

Proxy Forms were also mailed to members with this notice of meeting. Any member who 
has not received this notice of meeting or the Proxy Form or a copy of the lnformation 
Memorandum, or requires replacements, should telephone the Members' lnformation 
Line on 1300 361 646. 



NRMA Limited 
(ACN 000 010 506) 

Notice of Court Ordered Meeting 
for the Third Association Scheme 
By an Order of the Supreme Court of New South Wales made on 14 February 2000 
pursuant to sect~on 411(1) of the Corporat~ons Law, a meet~ng of that class of the 
members of NRMA Llm~ted comprlslng members who are also members of NRMA 
lnsurance Lrm~ted (ACN 000 016 722) wrll be held at Sydney Convention and Exhrbltron 
Centre - North, Darl~ng Harbour, Sydney on Wednesday 19 April2000 at 1 40pm or as 
soon thereafter as the Second Court Ordered Meet~ng of NRMA L~m~ted has concluded 
or been adjourned 

What is the resolution? 

Approval of scheme of arrangement 
To consider and., if thought fit, pass the following resolution: . . 

'That pursuant to, and in accordance with, the provisions of section 41 1 of the 
Corporations Law, the arrangement proposed between NRMA Limited and that class of 
its members comprising members who are also members of NRMA lnsurance Limited 
(ACN 000 016 722) designated as the 'Third Association Scheme', as contained in and 
as more particularly described in the Information Memorandum accompanying the notice 
convening this meeting is agreed to.' 

Background information 
To enable you to make an Informed voting dec~s~on, further lnformat~on on the scheme 
of arrangement is set out In the lnformat~on Memorandum accompanylng th~s not~ce of 
meeting A copy of the scheme of arrangement IS set out on pages 64 to 67 of the 
lnformat~on Memorandum and ~ t s  purpose and effect are discussed throughout that 
document 

To be passed, the resolut~on must be supported by a majonty of those members who are 
also members of NRMA lnsurance Ltm~ted present and vot~ng (ether In person or by 
proxy) 

Your vote is important 
The vote on the proposed resolut~on IS part of a broader proposal descr~bed In the 
lnformat~on Memorandum accompanylng thls not~ce of meet~ng 

The outcome of the vote and the lmplementat~on of the broader proposal has Important 
consequences for the future of the NRMA Group The d~rectors of NRMA L~m~ted 
strongly recommend that members read the lnformat~on Memorandum to gain a full 
understand~ng of the reasons for the resolut~on and what ~ts  effect w~ll be ~f ~t is passed 

In part~cular, pages 17 to 19 of the lnformat~on Memorandum descr~be why th~s proposal 
IS belng put to members. 

Eligibility to vote 
Each member of NRMA L~m~ted at the date of the meetlng who IS also a member 
of NRMA lnsurance L~m~ted IS ent~tled to vote on the resolut~on. 

How do you exercise your right to vote? 
You can vote In either of two ways 

attendrng the meetlng and votrng In person or, ~f you are a corporate member, by 
corporate representat~ve votlng for you, or 
appolntrng a proxy to attend and vote for you, uslng the enclosed Proxy Form 

1 
Vot~ng in person 
If you plan to attend the meet~ng, we ask that you arrrve at the meet~ng venue at least 
30 m~nutes prlor to the tlme designated for the meetrng so that we may check your 
membersh~p aga~nst our reg~ster of members, and note your attendance 

I 

Vot~ng by corporate representative 
In order to vote at the meeting, a corporation which IS a member may appolnt a person 
to act as ~ts  representat~ve The appo~ntment must comply w~th the requ~rements of 
section 250D of the Corporat~ons Law The representat~ve should br~ng to the meeting 
evrdence of h ~ s  or her appo~ntment ~ncluding any authority under whrch ~t IS s~gned 
If you requlre further ~nformat~on on how to appolnt a corporate representat~ve, please 
rrng the Members' lnformat~on Llne on 1300 361 646 

Vot~ng by proxy 
To ensure that all members can exerclse the~r r~ght to vote on the proposed resolut~on, 
a Proxy Form IS enclosed w~th the lnformat~on Memorandum accompanylng th~s notice 
of meet~ng together w~th a reply pa~d envelope. 

? 

A member who IS ent~tled to attend and vote at th~s meetlng IS entltled to appolnt a proxy 
to attend and vote Instead of the membe; 'A proxy need not be a member of NRMA 
L~m~ted Your proxy w~ll have the rrght to vote on a poll and also to speak at the meet~ng 

If you return your Proxy Form but do not nom~nate the Identity of your proxy, the 
cha~rman of the meetrng w~ll automat~cally be your proxy and wrll vote on your behalf 
If you return your Proxy Form but your nomrnated proxy does not attend the meetlng, 
then your proxy w~ll revert to the cha~rman of the meeting 

Send your completed Proxy Form to the ~ 6 t u r n i n ~  Off~cer. You can use the reply paid 
envelope prov~ded, or you can send your completed Proxy Form to the address 
(no stamp requ~red) or the fax number sho5wn below: 

The Return~ng Off~cer 1 
NRMA Lim~ted and NRMA lnsurance Lrm~ted 
Reply Pard 1819 
Strathf~eld NSW 1819 

Facsimile 1800 264 269 I 

Proxy Forms must be recelved by the Return~ng Off~cer or deposited at 
388 George Street, Sydney no later than 5 30pm on Monday 17 Aprll2000 Proxy Forms 
rece~ved after th~s t~me w~ll be ~nval~d 

Information Memorandum 
A copy of the lnformat~on Memorandum was ma~led to members w~th thls notlce of 
meetlng 

Proxy Forms were also mailed to members with this notice of meeting. Any member who 
has not received this notice of meeting or the Proxy Form or a copy of the lnformation 
Memorandum, or requires replacements, should telephone the Members' lnformation 
Line on 1300 361 646. . . U . 



NRMA lnsurance Limited 
(ACN 000 016 722) 

Notice of Special General Meeting 

A special general meeting of NRMA lnsurance Limited will be held at Sydney Convention 
and Exhibition Centre - North, Darling Harbour, Sydney on Wednesday 19 April 2000 at 
3.30pm or as soon thereafter as the Third Court Ordered Meeting of NRMA Limited has 
concluded or been adjourned. 

What are the resolutions? 
I .  Alterations to the constitution 

To consider and, if thought fit, pass the following as a special resolution: 

That the constitution of NRMA lnsurance Limited is altered by: 

(a) inserting a new rule 38A (immediately following rule 38) in the following terms: 

"38A ( l )  The purpose of this rule 38A is to impose, after the Effective Date, 
certain duties and obligations upon the Directors and thereby to 
curtail their freedom of action and to define and limit the powers 
allocated to them under this constitution in such a way and to such 
an extent that, subject to rule 38A(4), powers of the Company 
exercisable by the Directors in relation to matters referred to in 
rule 38A(2): 

(a) must not, after the Effective Date, be exercised in any way which 
is contrary to rule 38A(2); and 

(b) must, after the Effective Date, be exercised in the ways required 
by rule 38A(2). 

(2)Subject to rule 38A(4), it is the duty of the Directors, after the 
Effective Date, to cause to be done everything which it is necessary 
for the Company and the Directors to do in order to implement and 
to conclude according to its terms the NRMA lnsurance Restructure 
and, without limiting the generality of the foregoing, the Directors 
must, after the Effective Date (but subject to rule 38A(4)1: 

(a) convene a general meeting of the Company for the purpose of 
considering a special resolution to change the Company's type 
from a company limited by guarantee to a public company limited 
by shares and a special resolution to repeal the Company's 
constitution effective upon the date of the change of type; and 

(b) if those special resolutions are duly passed, make and pursue an 
application under Part 28.7 of the Act for change of the 
Company's type to a public company limited by shares in which 
NRMA lnsurance Group Limited ACN 090 739 923 is named as 
the only person to whom shares are to be issued upon the 
change of type. 

(3) Rules 38A(1) and (2) have precedence over rule 38  but will cease 
to have effect if any of the schemes of arrangement referred to in 
the definition of 'Effective Date' in rule 38A(5) is terminated for 
any reason. 

(4) Nothing in rules 38A(1) and 12) requires or permits any Director 
individually or collectively to act in a way which would be in breach of 
any duty owed by that Director or which would be unlawful. 

(5) For the purposes of this rule 38A: 

'Effective Date' means the earliest day on which all the schemes of 
arrangement set out in the documents referred to in the definition 
of 'NRMA lnsurance Restructure' in this rule 38A(5) have become 
effective according to their terms. 
'NRMA lnsurance Restructure' means the scheme or plan defined as 
the 'Proposal' in clause 1 of Part I1 of the documents entitled 'Schemes 
of Arrangement pursuant to section 41 1 of the Corporations Law 
between NRMA Limited (ACN 000 010 506) and its members and 
certain classes of them' and 'Schemes of Arrangement pursuant to 
section 41 1 of the Corporations Law between NRMA Insurance Limited 
(ACN 000 01 6 722) and classes of its members'appearing on pages 
64 to 67 and pages 96 to 99 of the information memorandum dated 
14 February 2000 issued with the notices convening certain meetings 
of members of the N. R. M.A. and members of the Compan): including 
the meeting of members of the Company at which the special 
resolution adopting this rule 38A was passed. "; 

(b)substituting for rule C of the constitution the following new rule: 

"C. If upon the winding up or dissolution of the Company (otherwise than for 
the purposes of reconstruction) there shall remain any surplus assets 
after payment of all the Company's liabilities and the expenses of 
winding up, or dissolution, the same shall not be paid to or distributed 
among the members of the Company but shall be given or transferred: 

(a) unless paragraph (b) applies, to some other institution or institutions 
having objects similar to the objects of this Company such institution 
or institutions to be determined by the members of this Company at 
or before the time of dissolution, and in default thereof by any Judge 
of the Supreme Court of New South Wales in its Equitable 
Jurisdiction or such other Judge or Court as may have or acquired 
jurisdiction in the matter, and if and so far as effect cannot be given 
to the aforesaid provision then to some charitable object; or 

(b) if either of the events referred to in rule 3(a)(iv)(D) and (E) occurs, 
to NRMA Limited ACN 000 010 506 ('the N. R. M.A. 3 or in the event 
the N. R. M.A. for any reason having ceased to exist then to such 
other association or associations having objects similar to the 
N. R. M.A. or such other company having objects similar to those of 
this Company as shall be determined by the members of this 
Company at or before the time of winding up or dissolution and in 
default thereof by any Judge of the Supreme Court of New South 
Wales in its Equitable Jurisdiction. " 

(C) inserting a new rule 570 in the constitution: 

"570 The Company must cause to be published in a newspaper circulating 
generally throughout Australia any notice of general meeting which 
contains a resolution to change the status of the Company within two 
days of sending that notice of general meeting to members. '7 

(d) inserting the following new definitions in rule 2 of the constitution in their 
correct alphabetical positions: 

"'Association Scheme of Arrangement' means the Second Association 
Scheme as defined in the document entitled "Schemes of Arrangement 
pursuant to section 41 1 of the Corporations Law between NRMA Limited 
(ACN 000 010 506) and its members and certain classes of them" appearing 
on pages 64 to 67 of the information memorandum dated 14 February 2000 
under which among other things: 

(i) the members of N. R. M.A. who are not also members of the Company are to 
become members of the Company; and 

(ii) the N. R. M.A. is invested with the authority of each N. R. M.A. member who 
is not also a member of the Company to do on their behalf certain things to 
implement a proposed restructuring of the Company and the N. R. M.A.; 

"'Meetings Date' means the date on which the court ordered meeting in 
connection with the Association Scheme of Arrangement is held and the 
resolution put to that meeting is passed. "; and 

"'Review Panel' means the panel established by resolution of the boards of the 
N. R.M.A. and the Company on 27 May 1999, as amended from time to time, 
details of the charter of which are set out on page 49 of the information 
memorandum dated 14 February 2000 issued in connection with, among other 
things, the Association Scheme of Arrangement. ': 

(e) replacing the full stop ". " at the end of rule 3(a)(iii) of the constitution with a 
semi-colon 'l;" and inserting the following additional paragraph (iv): 

"liv) any person who is: 

(A)a member of the N. R. M.A. at the Meetings Date who has made, or on 
whose behalf there has been made, an application to become a member 
of the Company and in that application has agreed to become a member 
of the Company; or 

(Blthe legal personal representative (or their nominee) of a person who was 
a member of the N.R. M.A. but not of the Company at midnight on 25 
February 1999 and who afterwards died before becoming a member of 
the Company under rule 3(a)(iv)(A) above provided that the legal 
personal representative (or their nominee) agrees to become a member 
of the Company; or 

(Cladjudicated by the Review Panel to have been entitled to have been a 
member of either the Company or the N. R. M.A. at the Meetings Date 
and who agrees to become a member of the Company; 

and whose name is entered on the Company's register ormembers by 
direction of the Directors or the Review Panel, provided that no such person 
will be admitted as a member unless the Association Scheme of 
Arrangement has become effective according to its terms and that every 
person so admitted will immediately cease to be a member if. 

(D) any of the schemes of arrangement referred to in the definition of 
'Effective Date' in rule 38A15) is terminated for any reason; or 

(U the Australian Securities and Investments Commission does not, in 
accordance with section 164(4) of the Act, alter the details of the 
Company's registration to reflect a change of the Company's status from 
a company limited by guarantee to a public company limited by shares 
on or before 31 December 2000. "; l 
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(f) deleting the first sentence of rule 3(c) and substituting the following: 

Yoint memberships of the Company are not permitted, except where a person 
is admitted as a member under rule 3(a)(iv) in which case: 

(i) i f  persons seeking admission under rule 3(a)(iv)(A) were admitted as a 
single member of the N. R. M.A., then they shall be adm~tted as joint 
members of the Company; 

(ii) if there is more than one legal personal representative (or their nominee) 
seeking admission under rule 3(a)(iv)(B) in  respect of a person who was a - 
member of the N.R. M.A. but not of the Company at midnight on 
25 February 1999 and who afterwards died before becoming a member of 
the Company under rule 3(a)(iv)(A), .then that person's legal personal 
representatives (or their nominees) shall be admitted as joint rnembers of 
the Company; 

(iiilif persons adjudicated by the Review Panel to have been entitled to have 
been a single member of the N. R. M.A. at the Meetings Date, then they shall 
be admitted as joint members of the Company. 

Where, under this constitution, any right may be exercised by a membel; in the 
case of joint members of the Company, that right must be exercised jointly. " 

2. Approval of the Business Relationship Agreements under section 243R of the 
Corporations Law 
To consider and, if .thought fit, pass the following as an ordinary resolution: 

That, for the purposes of provisions of the Corporations Law regulating the giving by a 
public company (and by any entity of which a public company is a holding company 
or over which it has control) of "financial benefits" to a "related par&" of the public 
company, 

(a) each of NRMA lnsurance Limited and NRMA Investment Management Pty Limited 
(the latter being an entity of which NRMA lnsurance Limited is a holding company 
and over which i t  has control) is permitted to make with NRMA Limited (a "related 
party" of NRMA lnsurance Limited) the proposed contract designated "Shared 
Seeces Outsourcing Agreement" included in the Business Relationship 
Agreements described on pages 139 to 145 of the information memorandum 
dated 14 February 2000 issued vjith the notices convening certain meetings of 
rnembers of NRMA Limited and NRMA lnsurance Limited, including the meeting 
at which this resolution was passed; and 

(b) NRMA lnsurance Limited is permitted to make with NRMA Limited (a "related 
party" of NRMA lnsurance Limited) those of the remaining proposed contracts 
included in the Business Relationship Agreements so described to which NRMA 
lnsurance Limited and NRMA Limited are to be parties. 

Background information 
To enable you to make an informed voting decision, further information on the above 
resolutions is set out in the lnformation Memorandum accompanying this notice of 
meeting. In particular, the amendments to the constitution are discussed on page 35 and 
the reasons why approval is required under section 243R of the Corporations Law are 
discussed on page 68. A description of the related party benefits under the Business 
Relationship Agreements is set out on page 33. 

To be passed, resolution 1 must be supported by at least 75% of the votes cast 
by members who are present at the meeting (whether in person, by proxy, by attorney or 
by duly appointed corporate representative) and entitled to vote on resolution 1. To be 
passed, resolution 2 must be supported by a majority of the votes cast by members who 
are present at the meeting (whether in person, by proxy, by attorney or by duly appointed 
corporate representative) and entitled to vote on resolution 2. 

Your vote is important 
The vote on the proposed resolutions is part of a broader proposal described in the 
lnformation Memorandum accompanying this notice of meeting. 

The outcome of the vote and the implementation of the broader proposal has important 
consequences for the future of the NRMA Group. The directors of NRMA lnsurance 
Limited strongly recommend that members read the lnformation Memorandum to gain 
a full understanding of the reasons for the resolutions and what their effect will be if 
they are passed. 

In particular, pages 17 to 19 of the lnformation Memorandum describe why this proposal 
is being put to members of NRMA lnsurance Limited. 

Eligibility to vote 
Each member of NRMA lnsurance Limited at the date of the meeting is entitled to vote 
on resolution 1. Each member of NRMA lnsurance Limited at the date of the meeting is 
entitled to vote on resolution 2 other than NRMA Limited and its associates (which 

includes the directors of NRMA Limited). However, this does not prevent the casting of 
a vote if it is cast by a .director of NRMA Gmited as a proxy appointed in writing that 
specifies how the proxy is to vote in resolution 2 and is not cast on behalf of Association 
or any of its associates. 

I 

How do .l exercise my right to vote? 
You can vote in either of two ways: 

attending the meeting and voting in person or, if you are a corporate member, by 
corporate representative voting for you; or 
appointing a proxy to attend and vote for you, using the enclosed proxy Form. 

Voting in person 
If you plan to attend the meeting, we ask that you arrive at the meeting venue at least 
30 minutes prior to the time designated for the meeting so that we may check your 
membership against our register of members, and note your attendance. 

Voting by corporate representative 
In order to vote at the meeting, a corporation which is a member may appoint a person 
to act as its representative. The appointment must comply with the requirements of 
section 250D of the Corporations Law. The representative should bring to the meeting 
evidence of his or her appointment including any authority under which it is signed. 
If you require further information on how to appoint a corporate representative, please 
ring the Members' lnformation Line on 1300 361 646. 

Voting by proxy 
To ensure that all members can exercise their right to vote on the proposed resolution, 
a Proxy Form is enclosed with the.Information Memorandum accompanying this notice 
of meeting together with a reply paid envelope. 

A member who is entitled to attend and vote at this meeting is entitled to appoint a proxy 
to attend and vote instead of the member. A proxy need not be a member of NRMA 
lnsurance Limited. Your proxy will have the right to vote on a poll and also to speak at the 
meeting. ! r 

If you return your Proxy Form but do not nbminate the identity of your proxy, the 
chairman of the meeting will automatically'be your proxy and will vote on your behalf. 
If you return your Proxy Form but your nominated proxy does not attend the meeting, 
then your proxy will revert to the chairman?f the meeting. 

Send your completed Proxi Form to the keturning Officer. You can use the reply paid 
envelope provided, or you can send your completed Proxy Form to the address 
(no stamp required) or the fax number shown below: 

The Returning Officer 
NRMA Limited and NRMA lnsurance Limited 
Reply Paid 1819 
Strathfield NSW 1819 

Facsimile 1800 264 269 
I * 

V* 
Proxy Forms must be received by the Returning officer or deposited at 
388 George Street, Sydney no later than 5.30pm on Monday 17 April 2000. Proxy Forms 
received after this time will be invalid. 

lnformation Memorandum 
A copy of the lnformation Memorandum was mailed to members with this notice of 
meeting. 

Proxy Forms were also mailed to members with this notice of meeting. Any member who 
has not received this notice of meeting or the Proxy Form or a copy of the lnformation 
Memorandum, or requires replacements, should telephone the Members' lnformation 
Line on 1300 361 646. 

Dated at Sydney on 14 February 2000 
By order of the Board of directors 

14 February 2000 

Secretary 



NRMA Insurance Limited 
(ACN 000 016 722) 

Notice of Court Ordered Meeting 
for the First Insurance Scheme 
By an Order of the Supreme Court of New South Wales made on 14 February 2000 
pursuant to section 411(1) of the Corporations Law, a meeting of that class of the 
members of NRMA lnsurance Limited except NRMA Limited (ACN 000 010 506) will 
be held at Sydney Convention and Exhibition Centre - North, Darling Harbour, Sydney 
on Wednesday 19 April 2000 at 4.30pm or as soon thereafter as the Special General 
Meeting of NRMA lnsurance Limited has concluded or been adjourned. 

What is the resolution? 

Approval of scheme of arrangement 
To consider and, if thought fit, pass the following resolution: 

'That pursuant to, and in accordance with, the provisions of section 41 1 of the 
Corporations Law, the arrangement proposed between NRMA Insurance Limited and that 
class of its members except NRMA Limited 000 010 506, designated as the 'First 
lnsurance Scheme: as contained in and more particularly described in the lriformation 
Memorandum accompanying the notice convening this meeting is agreed to. ' 

Background information 
To enable you to make an informed voting decision, further information on the scheme 
of arrangement is set out in the lnformation Memorandum accompanying this notice of 
meeting. A copy of the scheme of arrangement is set out on pages 96 to 99 of the 
Information Memorandum and its purpose and effect are discussed throughout that 
document. 

To be passed, the resolution must be supported by a majority of the members present 
and voting (either in person or by proxy). 

Your vote is important 
The vote on the proposed resolution is part of a broader proposal described in the 
lnformation Memorandum accompanying this notice of meeting. 

The outcome of the vote and the implementation of the broader proposal has important 
consequences for the future of the NRMA Group. The directors of NRMA lnsurance 
Limited strongly recommend that members iead the lnformation Memorandum to gain 
a full understanding of the reasons for the resolution and what its effect will be if it is 
passed. 
In particular, pages 17 to 19 of the lnformation Memorandum describe why this proposal 
is being put to members of NRMA lnsurance Limited. 

How do I exercise my right to vote? 
You can vote in either of two ways: 

attending the meeting and voting in person or, if you are a corporate member, by 
corporate representative voting for you; or 
appointing a proxy to attend and vote for you, using the enclosed Proxy Form. 

Voting in person 
If you plan to attend the meeting, we ask that you arrive at the meeting venue at least 
30 minutes prior to the time designated for the meeting so that we may check your 
membership against our register of members, and note your attendance. 

Voting by corporate 'representative 
In order to vote at the meeting, a corporation which is a member may appoint a person 
to act as its representative. The appointment must comply with the requirements of 
section 250D of the Corporations Law. The representative should bring to the meeting 
evidence of his or her appointment including any authority under which it is signed. 
If you require further information on how to appoint a corporate representative, please 
ring the Members' lnformation Line on 1300 361 646. 

Voting by proxy 
To ensure that all members can exercise their right to vote on the proposed resolution, 
a Proxy Form is enclosed with the lnformation Memorandum accompanying this notice 
of meeting together with a reply paid envelope. 

A member who IS ent~tled to attend and vote at th~s meet~ng IS ent~tled to appolnt a proxy 
to attend and vote Instead of the member A proxy need not be a member of NRMA 
lnsurance L~rnrted Your proxy wrll have the rlght to vote on a poll and also to speak at the 
meet~ng. 

If you return your Proxy Form but do not nominate the identity of your proxy, the 
chairman of the meeting will automatically be your proxy and will vote on your behalf. 
If you return your Proxy Form but your nominated proxy does not attend the meeting, 
then your proxy will revert to the chairman of the meeting. 

Send your completed Proxy Form to the Returning Officer. You can use the reply paid 
envelope provided, or you can send your completed Proxy Form to the address 
(no stamp required) or the fax number shown below: 

The Returning Officer 
NRMA Limited and NRMA lnsurance Limited 
Reply Paid 1819 
Strathfield NSW 1819 

Facsimile 1800 264 269 

Proxy Forms must be received by the Returning Officer or deposited at 
388 George Street, Sydney no later than 5.30pm on Monday 17 April 2000. Proxy Forms 
received after this time will be invalid. 

Eligibility to vote lnformation Memorandum 
A copy of the lnformation Memorandum was mailed to members with this notice of 

Each member of NRMA lnsurance Limited (other than NRMA Limited) at the date of the meeting, 
meeting is entitled to vote on the resolution. 

Proxy Forms were also mailed to members with this notice of meeting. Any member who 
has not received this notice of meeting or the Proxy Form or a copy of the lnformation 
Memorandum, or requires replacements, should telephone the Members' lnformation 
Line on 1300 361 646. 



GLOSSARY. 

Glossary 

ACOSS The Australian Council of Social Service, which is the 'peak council of the 
community welfare sector in Australia and the national voice for the needs of people 
affected by poverty and inequality'. 
APRA The Australian Prudential Regulation Authority, which is the regulatory body 
responsible for the prudential regulation of banks, insurance companies, superannuation 
funds, credit unions, building societies and friendly societies in Australia. 
ASlC The Australian Securities and Investments Commission, which is the regulatory 
body responsible for enforcing and administering the Corporations Law and consumer 
protection law for investments, life and general insurance, superannuation and banking 
(except lending) throughout Australia. 
Association NRMA Limited (ACN 000 010 506). 
Association Board The board of directors of Association. 
Association Group Association and its subsidiaries but excluding any company in the 
lnsurance Group. 
Association Member A member of Association -see pages 47 to 49 for membership 
criteria. 
Association Only Member An Association Member who is not also an lnsurance 
Member. 
Association Schemes The schemes of arrangement between Association and 
Association Members substantially in the form set out on pages 64 to 67. 
Australian Stock Exchange Australian Stock Exchange Limited (ACN 008 624 6911, 
which is Australia's national stock exchange. 
Boards or NRMA Boards The Association and the lnsurance Boards. 
Business Relatioriship Agreements Agreements to be entered into between Association, 
lnsurance and NlGL summarised on pages 139 to 145. 
constitution The document adopted by members of a company, as amended from time 
to time, that governs the internal management of the company and the relationship 
amongst the company, the members and the officers of the company and given binding 
effect under the Corporations Law. Until 1 July 1998, a company's constitution was ' 

referred to as its memorandum and articles of association. 
Court The Supreme Court of New South Wales. 
CPI The Consumer Price Index published by the Australian Bureau of Statistics. 
CTP Compulsory third party insurance (greenslip insurance in ~ e w  South Wales and 
Third Party lnsurance in the Australian Capital Territory). 

. Deceased Members Those Members who died after 25 February 1999. 
Deloitte Corporate Finance Deloitte Corporate Finance Pty Limited (ACN 003 833 127). 
De~nutualisation Resolution Date The date on which lnsurance Members in general 
meeting approve the lnsurance Demutualisation. 
Dual Member An Association Member who is also an lnsurance   ember. 
Entitlements Trust The trust summarised on page 145. 
Ernst & Young Corporate Finance Ernst & Young Corporate Finance Pty Limited 
(ACN 003 599 844). 
Facility A facility to be established by the NlGL Board to enable Members to buy and 
sell Shares on or near the Listing Date. 
Financial lnformation The Restated Financial Information, Pro Forma Financial 
Information and assumptions set out on pages 100 to 118. 
GST A goods and services tax, legislation'for the introduction of which was passed by 
the Federal Parliament at the end of June 1999 and which is expected to commence on 
1 July 2000. 
IMA lnsurance Manufacturers of ~ustralia Pty Limited (ACN 004 208 084), a joint 
venture company owned by the lnsurance Group and RACV which now operates their 
short tail personal insurance manufacturing operations in New South Wales, the 
Australian Capital Territory and Victoria. 
Implementation Deed The deed dated 21 January 2000, as supplemented by deed 
dated 14 February 2000, between NIGL, Association, Insurance, NlGCs initial directors 
(Eric Dodd, George Venardos and Gaye Morstyn) and summarised on page 145. 
lnsurance NRMA lnsurance Limited (ACN 000 016 722). 
lnsurance and Financial Services Trade Marks Those NRMA Trade Marks which will 
be assigned to lnsurance under the Business Relationship Agreements and which relate 
only to products and services provided exclusively by the lnsurance Group. 
lnsurance Board The board of directors of Insurance. 
lnsurance Demutualisation The process by which lnsurance is converted from a 
company limited by guarantee to a public company limited by shares under Part 28.7 
of the Corporations Law. 
lnsurance Group If the Proposal goes ahead, the group made up of NlGL and its 
subsidiaries. 

lnsurance Member A member of lnsurance - see pages 47 to.49 for membership 
criteria. 
lnsurance Only Member An lnsurance Member who is not also an Association 
Member. 
lnsurance Schemes The schemes of arrangement between lnsurance and lnsurance 
Members substantially in the form set out on pages 96 to 99. 
Listing Date The day on which Shares are first admitted to official quotation by the 
Australian Stock Exchange. 
Listing Rules The Listing Rules of the Australian Stock Exchange. 
Members Association Members andlor lnsurance Members - see pages 47 to 49 
for membership criteria. 
membership fee The annual subscription fee for basic road service, currently at 
$46.00, plus GST. 
Membership Princi~les The principles approved by the Boards in accordance with the 
constitutions of ~ssociation and 1nsurance:for determining a person's membership of 
Association and lnsurance and their eligibility for Shares (see page 48). 
NIGL . NRMA lnsurance Group Limited (ACN 090 739 923), which will become the 
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NlGL Board The board of directors of NIGL. 
NIGL constitution The constitution to be.adopted by NIGL on the date of the lnsurance 
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NlM NRMA Investment Management Pty Limited (ACN 054 552 046), a subsidiary of 
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NRMA Boards or Boards The Associatioil and the lnsurance Boards. 
NRMA Brands The brand name ' N R M ~  as well as the 'wings' device and various 
series and combinations including 'HELP' and 'SAVE', other words and logos, and various 
combinations of them. 
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Overseas Member A Member whose membership address is outside Australia. 
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PricewaterhouseCoopers PricewaterhouseCoopers Securities Ltd (ACN 003 311 617), 
the consulting actuary. 
Pro Forma Financial lnformation The Pro Forma Financial lnformation of Association 
set out on pages 100 to 109 together with, the Pro Forma Financial lnformation of NlGL 
set out on pages 110 to 117. 
Proposal The proposal outlined on pages 4 and 34 to 37. 
Proxy Forms The forms headed 'Proxy Form' which accompany this document. 
RACV Royal Automobile Club of Vlctoria (RACV) Limited (ACN 004 060 833). 
Register Date The date of the meetings af which the Association Schemes and the 
lnsurance Schemes are agreed to. 
Restated Financial lnformation The Restated Financial Information of Association set 
out on pages 100 to 109 together with the Restated Financial lnformation of lnsurance 
set out on pages 110 to 117. 
Road Service Customers Those persons who entered, in their own name, a contract for 
the provision of road service after 25 February 1999. 
Scheme Meetlngs The meetings of  emh hers to consider the Schemes of Arrangement. 
Schemes of Arrangement or Schemes The Assoclatlon Schemes and the lnsurance 
Schemes 
SGlO SGlO lnsurance Llmlted (ACN 058 277 866), a wholly owned subsldlary of 
lnsurance and formerly known as State Government lnsurance Off~ce (WA) 
Share An ordinary share in the capital of NIGL. 
Share Allocation The number of Shares which a Member is entitled to receive under 
the Proposal. 
Share Allocatron Form The form settlng out your Share Allocatlon whlch accompanies 
thls document. 
Share Allocat~on Rules The rules for determlnlng a Member's Share Allocatlon as set 
out on pages 43 to 47 
Shareholder The legal owner of a Share, if and when Issued 
Special General Meetings The special general meetings of Members to consider 
aspects of the Proposal, details of which are on pages 34 to 37. 
Tax Act The Income Tax Assessment Acts of 1936 and 1997. 
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