











G. J. Gardiner, 65

BEc (Syd), FCPA, FAICD
Non-executive Director

Mr Gardiner is the current
Chairman of The Hospitals
Contribution Fund of
Australia Limited. He

has extensive experience

in finance and merchant
banking at Development
Finance Corporation Limited,
in industry as Deputy
Managing Director of Pioneer
International Limited, and in
publishing as Chief Executive
Officer of John Fairfax
Limited. He is Chairman of
Primary Health Care Limited,
Figtree Developments Limited
and a director of a number

of other companies.

T. J. Smith, 66

MBE, RED, ED
Executive Director

Mr Smith is Chief Executive
Officer of The Hospitals
Contribution Fund (HCF)
of Australia Limited. He
has extensive management
experience in marketing,
distribution and operations
management in the retail
financial services and
insurance industries.

Mr Smith is a Vice President
of the International
Federation of Health Plans
and Director and President
of Australian Health
Insurance Association
Limited. Mr Smith was
appointed a director of
Primary Health Care
Limited in May 2008.

| T
R. G. Utz, 67
FCA, FCPA, F FIN
Non-executive Director
Mr Utz is a chartered
accountant and former
Managing Director of
Morgan Grenfell (Aust)
Securities Ltd, former
Director of Ord Minnett
Holdings Limited,

Chairman of Emerging
Leaders Investment Limited
and a former committee
member of the Sydney Stock
Exchange. He has over 46

years’ investment experience.

Company Secretary

I. M. McDonald, 62

FCA

Mr McDonald was appointed
company secretary of HCF

and its subsidiaries on

1 September 2006. Prior

to this appointment he was
HCF’s General Manager
Finance since October 1995
and Chief Internal Auditor
from September 1991 to
October 1995. Prior to joining
the company Mr McDonald
had extensive experience as a
partner in a ‘Big 6’ accounting
firm, in providing assurance
services, financial and
taxation consulting to large
and medium sized public

and private companies and
businesses. He has been a
chartered accountant for

over 36 years.

Auditors Independence Declaration to the Directors of the Hospitals
Contribution Fund of Australia Limited

We have obtained an independence declaration from our auditors, Ernst & Young, which is set out on the following
page and forms part of the Directors’ Report for the year ended 30 June 2008.

Signed in accordance with a resolution of the Directors.

G. J. Gardiner
Chairman

Sydney, 25 September 2008
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Auditor’s Independence Declaration

Sydney NSW 2000 Australia
GPO Box 2646 Sydney NSW 2001

Tel: +61 2 9248 5555
Fax: +61 2 9248 5959
WwWw.ey.com/au

IHHHH‘H“MH“H’H||l|||||l||mw Ell ERNST & YOUNG 630 George Streal

Auditor's independence Declaration to the Directors of the Hospitals
Contribution Fund of Australia

In relation to our audit of the financial report of The Hospitals Contributions Fund of Australia for the financial
year ended 30 June 2008, to the best of my knowledge and belief, there have been no contraventions of the
auditor independence requirements of the Corporations Act 2001 or any applicable code of professional
conduct.

Crnst ¥ Y
Ernst & Young
Andrew Price

Partner

25 September 2008

Liability limited by a scheme approved
under Professional Standards Legislation
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Corporate Governance continued

1. HCF’s Approach to Corporate
Governance

The Board of Director’s of The Hospital Contribution Fund

of Australia Limited (HCF) is responsible for the corporate

governance of the consolidated entity. The Board guides and

monitor the business and affairs of the HCF Group.

1.1 Profile of HCF

HCEF is registered under the Corporations Act 2001 as a public
company limited by guarantee. It is also registered under the
Private Health Insurance Act 2007 as a Registered Private Health
Insurer, which means it has a statutory responsibility to give priority
to the interests of its contributors. HCF has no share capital, no
shareholders and no borrowings. It is operated on a not for profit
basis as HCF’s Constitution prohibits any distribution of surplus
or assets to its Members. HCF is governed by a Board of Directors.
In addition to the circumstances in which any Director may be
removed or retire by rotation, HCF’s Constitution and the
Corporations Act 2001 empowers the Members of HCF to remove
any Director by ordinary resolution at a general meeting. HCF’s
Constitution also mandates that every five years an independent
expert must review HCF’s corporate governance structure to
determine whether it is operating efficiently and as intended and
reflects then current best practice, and whether any refinements
or changes to it should be submitted to Members for approval.

1.2 Policy, framework and approach to

corporate governance
HCF’s policy on corporate governance is to have a culture,
including appropriate values and behaviours, that underpin its
everyday activities, ensures transparency and accountability and
protects stakeholder interests. This policy includes a commitment
to best practice governance standards, which the Board sees
as fundamental to the sustainability of HCF’s businesses
and performance.

In pursuing this commitment, the Board continues to:

®  monitor Australian developments in best practice
corporate governance;

e contribute to debates on what represents best corporate
governance for the health and life insurance industries; and

o review and improve its governance practices.

HCEF has taken into account the “Principles of Good Corporate
Governance and Best Practice Recommendations” published in
March 2003 (“Best Practice Recommendations”) by the
Australian Stock Exchange Limited’s Corporate Governance
Council [ASXCGC], Australian Standard AS8000 — Good
Governance Principles, Private Health Insurance Administration
Council’s Industry Corporate Governance Guidelines
[PHIACICGG], Private Health Insurance Code of Conduct
developed under the auspices of the Australian Health Insurance
Association and so far as HCF’s subsidiary, HCF Life Insurance
Company Pty Limited is concerned, the Australian Prudential
Regulation Authority’s Policy Guidelines [APRAPG].

Additionally, in accordance with the ASXCGC Best Practice
Recommendations, HCF has posted copies of this Corporate
Governance Statement on its website www.hcf.com.au.

1.3 Compliance with the ASXCGC'’s Best Practice
Recommendations
The ASX listing rules require listed entities to include a statement
in their annual report disclosing the extent to which they have
followed the 28 ASXCGC Best Practice Recommendations
during the reporting period, identifying any recommendations
that have not been followed and providing reasons for that
variance. Although HCEF is not a listed entity and thus not
required to comply with ASX listing rules, the Board considers it
appropriate to adopt the relevant ASXCGC recommendations in
the company’s governance policies and practices.

2. Date of this Statement

This Corporate Governance Statement reflects HCF’s corporate
governance policies and practices as at 25 September 2008.

3. The Board of Directors

a) Membership and expertise of the Board

The Board has a broad range of relevant financial and other
skills, experience and expertise to meet its objectives. The
current Board composition, with details of each Director’s
background, is set out in the Directors’ Report on pages 66 to
69 of the Annual Report. The Board considers that the non-
executive Directors bring the right mix of skills, knowledge,
expertise and experience necessary to govern the HCF Group.
Of the ten Directors, three have financial experience, four
have specific healthcare and legal experience and three have
extensive business experience. All Directors have experience of
the social and environmental context in which the businesses
operate. The Board’s approach to selection, performance
evaluation and tenure of Directors is described on pages

73 to 18 of this Corporate Governance Statement.

ASXCGC’s Best Practice Recommendation 2.1, 2.5

b) Board role and responsibility

The roles and responsibilities of the Board are formalised in the
Board Charter. The Board Charter also defines the matters that
are reserved for the Board and its Committees, and those that
the Board has delegated to management. In summary, the Board
is accountable to its constituents and contributors for HCF’s
performance and its responsibilities include:

e  strategy — providing strategic direction and approving
corporate strategic initiatives;

e board performance and composition — evaluating the
performance of non-executive Directors, and determining
the size and composition of the HCF Board as well as
approving the selection of appropriate persons for
appointment and election as Directors;

e leadership selection — evaluating the performance

of and selecting the Chief Executive Officer [CEQ];

e succession planning — planning for Board and
executive succession;
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e remuneration — setting CEO remuneration, and setting
non-executive Director remuneration within guidelines
furnished by the independent external remuneration
consultants, subject to the approval of Members;

e financial performance — approving HCF’s operating
plan and budget, monitoring management and financial
performance;

e financial reporting — considering and approving HCF’s
annual financial statements;

e audit — selecting and recommending to constituents the
appointment of the external auditor. Determining the
duration, remuneration and terms of appointment of the
external auditors and evaluating their performance and
ongoing independence. Maintaining a direct and ongoing
dialogue with the external auditor;

e risk management — approving HCF’s risk management
strategy and monitoring its effectiveness;

e  corporate responsibility — considering the social, ethical
and environmental impact of HCF’s activities, setting
standards and monitoring compliance with those standards;
and

e relationship with regulators — maintaining dialogues with
the Private Health Insurance Administration Council
[PHIAC], the Commonwealth Department of Health and
Ageing [DoHA], the Australian Securities and Investments
Commission [ASIC], the Australian Prudential Regulation
Authority [APRA] and other regulators.

The Board has delegated a number of these responsibilities to its
Committees. The responsibilities of these Committees are
detailed in section 4 of this Corporate Governance Statement.

The Board has delegated to management responsibility for:

e strategy — developing and implementing corporate
strategies and making recommendations on significant
corporate strategic initiatives;

e  senior management selection — making recommendations
for the appointment of senior management, determining
terms of appointment, evaluating performance, and
developing and maintaining succession plans for senior
management roles;

e financial performance — developing HCF ’s annual
operating plan and budget and managing day-to-day
operations within the budget;

e risk management — maintaining an effective risk
management framework;

e continuous disclosure — keeping the Board fully informed
about material developments; and

e corporate responsibility — managing day-to-day operations
in accordance with standards for social, ethical and
environmental practices, which have been set by the Board.

HCF’s Board Charter is available in the corporate governance
section of its website at www.hcf.com.au.

ASXCGC’s Best Practice Recommendation 1.1, 9.1

c¢) Board size and composition

As at the date of this Corporate Governance Statement there
are nine independent non-executive Directors and one executive
Director on the Board. The Constitution provides for a maximum
of ten Directors. On the recommendation of the Nominations
Committee the Board appoints up to five independent non-
executive Directors and selects four independent non-executive
Directors for election by voting contributors. The Board appoints
the CEO as the sole executive Director.

The Nominations Committee assesses the Board composition
and size from time to time and may make recommendations to
the Board for changes to the Board composition and size. The
Nominations Committee also assesses the skills required to
discharge the Board’s duties, having regard to HCF’s business
mix, financial position and strategic direction, including specific
qualities or skills that the Nominations Committee believes are
necessary for one or more of the Directors to possess.

d) The selection and role of the Chairman of the Board

The Directors elect one of the independent non-executive
Directors to be Chairman. The Chairman’s role includes:

e ensuring that, when all Board members take office, they
undertake appropriate induction covering the terms of
their appointment, their duties and responsibilities;

providing effective leadership on formulating the Boards’
strategy;

e representing the views of the Board to the public;

ensuring the Board meets at regular intervals throughout
the year, and that minutes of meetings accurately record
decisions taken and, where appropriate, the views of
individual Directors;

e guiding the agenda and conduct of all Board meetings; and

®  reviewing the performance of non-executive Directors.

The current Chairman of the Board, Greg Gardiner, is an
independent non-executive Director. He has been a Director
and Chairman of HCF since October 1988. The Chairman is
a member of each Board Committee and Chairman of the
Nominations and Remuneration Committees.

ASXCGC'’s Best Practice Recommendation 2.2, 2.3

e) Director independence

HCPF’s Constitution requires that a majority of the Directors
must be independent and specifies the criteria to be used to
determine whether a Director is independent. The criteria are:

1. The Directors must affirmatively determine whether or
not a Director is independent, initially at the time of
appointment or election and thereafter on a periodic
basis. Each Director must provide the Directors with
all information required by the Directors to make their
determination. Each Director must also, whenever
requested to do so, affirm to the Directors whether
or not the Director is independent.
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Corporate Governance continued

2. To be independent, a Director must be independent
of management and free from any business or other
relationship that could materially interfere with, or
could reasonably be perceived to materially interfere
with, the exercise by the Director of unfettered and
independent judgment.

3. A Director will be regarded as independent when the Director:

(a) has not within the last three years been employed
in an executive capacity by the Company or any
controlled entity of the Company, or been a Director
after ceasing to hold that employment;

(b) has not within the last three years been associated
with, or a principal of, a material professional advisor
or material consultant to the Company or any
controlled entity of the Company or an employee
materially associated with the service provided;

(c) is not a material supplier or customer of the Company
or any controlled entity of the Company or an officer
of or otherwise directly or indirectly associated with a
material supplier or customer and has no material
contractual relationship with the Company or any
controlled entity of the Company other than as
a Director;

(d) has not served as a Director for a period which could,
or could reasonably be perceived to, materially
interfere with the Director’s ability to act in the best
interests of the Company (and, to the extent required
by the Private Health Insurance Act 2007, the interests
of the Contributors); and

(e) is otherwise free from any interest and any business or
other relationship which could, or could reasonably be
perceived to, materially interfere with the Director’s
ability to act in the best interests of the Company
(and, to the extent required by the Private Health
Insurance Act 2007, the interests of the Contributors).

4. The Directors may determine that a Director is independent
notwithstanding the existence of a relationship (including any
of these specific relationships), where the Directors determine
that the relationship could not materially interfere with,
or could not reasonably be perceived to materially interfere
with, the exercise by the Director of unfettered and
independent judgment.

5. A relationship is material where the value of goods or
services provided to or by the Company over the past
three years accounts, in aggregate, for more than 5% of
the gross revenue or expenses of either the Company or
the other party over that three year period.

6. A lack of independence does not disqualify a Director.
However, where the Directors determine that a Director is
not independent, the Directors must decide the extent to
which the lack of independence should be addressed by an
alternative mechanism, such as:

(a) disclosure of the facts and circumstances giving rise
to the lack of independence in the annual report of
the Company;

(b) excluding the Director from being present at any
meeting at which a matter that is compromised by
the lack of independence is being considered or

decided; and

(c) approving participation by the Director at any
meeting at which a matter that is compromised by
the lack of independence is being considered or
decided, subject to any appropriate conditions.

Any or all of these alternative mechanisms may be appropriate
in any given circumstances. The Directors will determine what
is appropriate.

ASXCGC'’s Best Practice Recommendation 2.1, 2.5

f)  Avoidance of conflicts of interest by a Director

The Board is conscious of its obligations to ensure that Directors
avoid conflicts of interest [both real and apparent] between their
duty to HCF and their own interests. The Board has adopted a
procedure to ensure that conflicts and potential conflicts of
interest of Directors are disclosed to the Board. Any Directors
with a material personal interest in a matter being considered

by the Board must declare their interest and, unless the Board
resolve otherwise, they may not participate in boardroom
discussions or vote on matters on which they face a conflict.

In addition, Directors are required to disclose any actual or
potential conflict of interest on appointment as a Director

and are required to keep these disclosures up to date.

Directors may not make any representations or agreements on
behalf of HCF unless such an authority is explicitly delegated by
the Board, through a resolution to the director either
individually, or as a member of a Board committee.

g) Meetings of the Board and its conduct

The Board has up to eleven scheduled meetings each year and
meets whenever necessary between scheduled meetings to deal
with specific matters needing attention. The Board meets annually
to discuss HCF’s strategic plan and set the overall strategic
direction of the organisation. The Chairman and the CEO
establish meeting agendas, for assessing HCF’s coverage of
financial, strategic and major risk areas, throughout the year.
The Directors have the opportunity to review meeting materials
sufficiently in advance. Directors are always encouraged to
participate with a robust exchange of views and to bring their
independent judgements to bear on the issues and decisions at
hand. In addition to their formal meetings, the Board undertakes
periodic development seminars to enhance Directors’ knowledge
of governance matters and related key issues facing HCE Over
the past year these included discussions on HCF’s succession
planning, International Financial Reporting Standards,
organisational strategy, technology and IT strategy, risk
management, regulatory compliance and Australian economic
conditions. Senior managers attend Board meetings quarterly to
present a Review of Operations for their business units and are
personally questioned by Directors on their responsibilities,
performance, problem areas and action programs for
improvement. Senior managers are also available to be contacted
by Directors between meetings.
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The Board meets without executive management at least once
a year or as required.

The Audit, Risk and Compliance Committee meets with HCF’s
external auditors without executive management being present
at the conclusion of each Audit, Risk and Compliance
Committee meeting. Meetings attended by Directors for the
past financial year are reported in the Directors’ Report on page
69 of the Annual Report.

Minutes are kept and reviewed by the Chairman and then
approved by Committee Members at the following meeting.
Minute books are retained.

h) Succession planning

The Board (through the Nominations Committee) plans
succession of its own members and is responsible for developing
and implementing succession planning for non-executive
Directors, taking into account the challenges and opportunities
facing HCF and the skills and expertise which are needed by
the Board in the future. The Board is responsible for CEO

succession planning.

i)  Review of Board performance

The Board undertakes ongoing self-assessment and reviews the
performance of the Board, Board Committees and individual
Directors annually. This is to ensure that the Board and Board
Committees are working effectively. The performance review
process is conducted internally and includes written surveys

of Directors based on best practice questionnaires designed by
“big four” accountancy firms. These reviews are wide-ranging
and include, amongst other things, each Director’s contributions
to Board discussions, best features and recommendations for
improvement. The survey results are collated by the Company
Secretary and the results reviewed by the Board and

Board Committees.

ASXCGC'’s Best Practice Recommendation 8.1

j)  Nomination and appointment of new HCF Directors
HCEF has a maximum of ten Directors: Up to five Directors

may be appointed by the incumbent Directors and up to four
Directors may be elected by voting contributors. The CEQ,
who is appointed by the Directors, is automatically appointed
as a Director. Potential candidates for appointment or elections
as Directors are first selected by the Nominations Committee
and then submitted to the Board for approval. The
Nominations Committee reviews potential candidates by
reference to the Director Eligibility criteria specified in the
Constitution, having regard to the potential candidate’s
experience and other qualities. Voting contributors are invited
to nominate candidates for election as Directors. External
consultants may also be used to access a wide base of potential
candidates. Those selected are assessed by the Board against
the Director Eligibility Criteria specified in the Constitution,
including background, experience, professional skills, personal
qualities, whether their skills and experience will complement
the existing Board and their availability to commit themselves
to the Board’s activities. New Directors receive a Letter of

Appointment, which sets out their duties, their terms and
conditions of appointment including expected term of
appointment, and the expectations of the role and
remuneration. If the Board appoints a new Director during the
year to fill a casual vacancy in the position of a Director elected
by voting contributors, that person must stand for election by
voting contributors at the next election. Voting contributors are
provided with relevant information on the candidates for
election. The Nominations Committee reviews appointment
criteria from time to time and makes recommendations
concerning the re-election of any Director by voting
contributors or appointment of any Director by the Board.

As part of the process of considering whether to support the
re-election of a Director, the Nominations Committee conducts
a peer review of that Director during the year in which that
Director will become eligible for re-election.

ASXCGC'’s Best Practice Recommendation 2.5

k) Term in office and retirement and re-election of
Directors
HCPF’s Constitution states that at each annual general meeting
one-third of its Directors, excluding the CEO, must retire.
Retiring Directors are eligible for consideration by the
Nominations Committee for re-appointment by the Board or
re-election by voting contributors. The Nominations Committee
evaluates the contribution of retiring Directors through a peer
review process. The maximum time that each Director can serve
in any single term is three years. The Board has not specified the
maximum number of terms of office that any Director may serve.

1) Director education

When appointed to the Board, all new Directors undergo an
informal induction program appropriate to their experience to
familiarise them with matters relating to HCF’s business, strategy
and any current issues before the Board. The induction program
includes meetings with the Chairman, the CEO, each Chairman
of the respective Board Committees, each General Manager and
the Company Secretary. The Board ensures Directors continue
their education by participating in appropriate programs and
attending relevant worksite visits. This allows existing Directors
time in each business area to gain a greater understanding of key
issues. HCF’s Company Secretary provides Directors with
ongoing guidance on matters such as corporate governance,
HCF’s Constitution and the law.

m) Board access to information and advice

All Directors have unrestricted access to company records and
information and receive regular detailed financial and operational
reports from executive management to enable them to carry out
their duties. Each Director enters into an Access and Indemnity
Deed with HCF to ensure seven year access to documents after
retirement as a Director. The Chairman and other non-executive
Directors regularly consult with the CEO, the Chief Financial
Officer (CFO), the Company Secretary, the General Manager
Group Risk Management, the Group Compliance Manager,

and other General Managers and may consult with, and request
additional information from, any HCF employee.
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Corporate Governance continued

The Board, and each Director individually, has the right to

seek independent professional advice, at HCF’s expense, to help
them carry out their responsibilities. While the Chairmen’s prior
approval is needed, it may not be unreasonably withheld and, in

the Chairmen’s absence, approval of the Board may be sought.

ASXCGC'’s Best Practice Recommendation 2.5

n) Company Secretary

The Company Secretary is lan McDonald, FCA. Mr McDonald
joined HCF in 1991 as Chief Internal Auditor and was appointed
to his present role in September 2006 with responsibility for the
management and delivery of company secretarial, legal,
compliance and risk management services to the HCF Group.
Prior to lan’s current appointment he was HCF’s General Manager
Finance (Chief Financial Officer) from October 1995 and was

a partner at Touche Ross & Co/KPMG from 1979 to 1991
providing assurance, financial and taxation consulting services
to large and medium sized public companies. Responsibilities
for the secretarial function include providing advice to Directors
and officers on corporate governance and regulatory matters,
developing and implementing HCF’s governance framework and
giving practical effect to the Board’s decisions. All Directors
have access to advice from the Company Secretary.

4. Board Committees

a) Board Committees and membership

There are currently three Board Committees of HCF whose
powers and procedures are governed by HCF’s Constitution
and the relevant Committee’s Charter, as approved by the
Board. The Board Committees and their membership at

25 September 2008 are set out in the table following.

b) Committee Charters

The roles and responsibilities of each Committee are set out

in the respective Committee Charters, which are reviewed
annually. Copies of the Committee Charters are available in the
corporate governance section at HCF’s website www.hcf.com.au.

¢) Committee procedures

Operation of the Committees and reporting to the Board

The Board’s Audit, Risk and Compliance Committee meets
quarterly. The Nominations Committee meets annually and

at other times if required. The Remuneration Committee meets
as necessary. Each Committee is entitled to the resources and
information it requires, including direct access to employees
and advisers as well as appropriate funding. The CEO, senior
executives, other selected employees and external independent
experts are invited to attend Committee meetings as necessary.
All independent Directors receive all Committee papers and can
attend all Committee meetings, subject to there not being any
conflict of interest.

Composition and independence of the Committees

Committee members are chosen for the skills, experience and
other qualities they bring to the Committees. The Audit, Risk
and Compliance Committee is required to have all independent
non-executive Directors as members. The Nominations
Committee is composed of all independent non-executive
Directors. When independent non-executive Directors are
being considered for re-appointment or re-election as Directors,
they do not participate as members of the Nominations
Committee unless and until they are re-appointed or re-elected.
The Remuneration Committees is composed of three
independent non-executive Directors.

How the Committees report to the Board

Following each Committee meeting, the Board is given an oral report
by the Chairperson of each Committee. All Minutes of meetings of
Committees are distributed to every independent Director.

How Committees” performance is evaluated

The performance of Committees is surveyed using “best practice”
questionnaires. Results, including the identification of strengths,
weaknesses and recommended improvements, are discussed and
reviewed initially within each Committee and then reviewed

by the Board. The performance of each Committee member is
evaluated as part of the performance review of each independent
non-executive Director.

ASXCGC'’s Best Practice Recommendation 4.5, 7.3, 8.1, 9.5

Membership of Board Committees as at 25 September 2008
Audit, Risk and

Compliance
Committee

Remuneration
Committee

Nominations
Committee #

C. L. Clifton C. L. Clifton J. A. B. Dunlop
J. A. B. Dunlop * ]. A. B. Dunlop G. J. Gardiner *
G. J. Gardiner G. J. Gardiner * J. R. O’Dea

J. R. O’Dea J. R. O’Dea

M. E. Rummery M. E. Rummery

R.J. Schneider R.J. Schneider

L. J. Stone L. ]J. Stone

G. W. Wright G. W. Wright

S. P. Coppock S. P. Coppock

* Denotes Committee Chairman

# Those Directors who seek: (2007) re-election — C. L. Clifton;
appointment — G. J. Gardiner; reappointment — M. E. Rummery;
(2008) reappointment —J. A. B. Dunlop, R. J. Schneider,

G. W. Wright, are excluded from those meetings where
independence/conflict of interest is an issue.

Attendances of Directors at Committee meetings are set out
in the Directors’ Report on page 65 of the Annual Report.
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d) Audit, Risk and Compliance Committee

Role of the Committee

The Audit, Risk and Compliance Committee, which comprises
all the independent non-executive Directors, oversees all matters
concerning:

® integrity of the financial statements and financial reporting
systems;

*  making recommendations to the Board for the appointment
of the external auditor;

e making recommendations to the Board for the appointment
of the Appointed Actuary

e external auditor’s qualifications, performance and
independence;

e performance of the internal audit function;

e the identification, assessment, controls and treatment
of risks;

e fraud control; and

e compliance with financial reporting and related regulatory
requirements including the financial condition report of
the Appointed Actuary.

The Board approves the external and internal audit plans
on the recommendation of the Audit, Risk and Compliance
Committee.

The Committee ensures that all recommendations arising from
internal and external audits are reviewed and implemented
where appropriate and reasons given when recommendations
have not been implemented.

The Committee is provided with a status report for all
recommendations provided by the internal and external auditors
for which it is agreed action is required. These reports include
responsible officers and implementation dates. Minutes of the
Committee meetings are included in the papers provided to all
independent Directors.

Integrity of the financial statements

The Audit, Risk and Compliance Committee considers whether
the accounting methods applied by management are consistent

and comply with applicable accounting standards and concepts.
The Committee reviews and assesses:

e any significant estimates and judgements in financial reports
and monitors the methods used to account for unusual
transactions;

e the processes used to monitor and ensure compliance with
laws, regulations and other requirements relating to
external reporting of financial and non-financial
information; and

e the major financial risk exposures and the process
surrounding the disclosures made by senior executives in
connection with their personal certifications of their
respective responsibility for information disclosed in the
annual financial statements.

External audit

The Audit, Risk and Compliance Committee is responsible

for making recommendations to the Board concerning the
appointment of HCF’s external auditor and the terms of
engagement. The Committee reviews the performance of

the external auditor and regularly reviews its policy on the
independence of the external auditor. This evaluation includes
an annual review of the external auditor’s internal quality control
procedures and consideration of any inquiry or investigation by
governmental or professional authorities, within the preceding five
years in respect of assignments carried out by the external auditor.
As well, the capabilities of the lead audit engagement staff are
reviewed. The independent external auditor reports on their
findings to this Committee and to the Board. For permitted
non-audit services, use of the external audit firm must be assessed
in accordance with HCF’s pre-approval policy, which requires
that all non-audit services be pre-approved by the Audit, Risk
and Compliance Committee, by delegated authority to a
sub-committee consisting of one or more members where
appropriate. The external auditor receives all Audit, Risk and
Compliance Committee papers and attends all Committee
meetings. The Committee also meets with the external auditor
and Appointed Actuary without management being present.
Committee members are able to contact the external auditor and
Appointed Actuary directly at any time.

Internal audit

The Audit, Risk and Compliance Committee approves the
appointment and replacement of the Chief Internal Auditor
and reviews the internal audit responsibilities, budget and staffing.
The Audit, Risk and Compliance Committee Chairman meets
separately with the Chief Internal Auditor.

Appointed Actuary

The Audit, Risk and Compliance Committee is responsible
for making recommendations to the Board concerning the
appointment of the Appointed Actuary and the terms of
engagement. The Committee reviews the Appointed
Actuary’s performance.

Compliance with financial reporting and related regulatory
requirements

The Audit, Risk and Compliance Committee is responsible
for ensuring compliance with applicable financial reporting
and related regulatory requirements. The Committee, amongst
other things:

e discusses with management and the external auditor, HCF’s
major financial risk exposures and the steps management
has taken to monitor and control such exposures, including
HCPF's risk assessment and risk management policies;

e discusses with the external auditors their report regarding
significant findings in the conduct of their audit and the
adequacy of management’s response;

e discusses with management, the external auditor and
Appointed Actuary the annual financial statements;
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e discusses with management, the external auditor and
Appointed Actuary correspondence with regulators or
government agencies and reports which raise issues of
a material nature;

e discusses with the Company Secretary legal matters that
may have a material impact on the financial statements
and/or HCF’s compliance with financial reporting and
related regulatory policies; and

e establishes procedures for the receipt, retention and
treatment of financial complaints, including accounting,
internal accounting controls or auditing matters and the
confidential or anonymous submission by employees of
concerns regarding accounting or auditing matters.

Financial knowledge of Committee members

The Audit, Risk and Compliance Committee includes members
who have appropriate financial experience and an understanding
of the industry in which HCF operates. All members of

the Audit, Risk and Compliance Committee satisfy the
independence requirements under the ASXCGC Best

Practice Recommendations and PHIAC Industry Corporate
Governance Guidelines.

The Audit, Risk and Compliance Committee relies on the
information provided by management, the external auditor and
the Appointed Actuary. Management determines that HCF’s
financial statements and disclosures are complete and accurate.
The external auditor has the duty to plan and conduct audits.
Further information on audit governance and independence is
included in section 5 of this Corporate Governance Statement.

ASXCGCs Best Practice Recommendation 4.2, 4.3, 4.4, 4.5

Risk Management oversight

The Audit, Risk and Compliance Committee oversees the risk
profile of HCF within the context of the risk-reward strategy
determined by the Board. The determination of this strategy
includes recommendations from the CEO and senior
management on the parameters of the HCF Group’s risk-reward
profile and appropriate strategy. The Committee monitors the
alignment of risk profile with current and future capital/
liquidity requirements and oversees the risks inherent in

HCF’s operations. For all risk types this includes:

®  reviewing and approving the frameworks for managing
HCF’s operational and compliance risks;

e ensuring effective monitoring of the risk profile,
performance, and management and control of HCF’s risks;

e ensuring the development and ongoing review of
appropriate policies that support HCF frameworks for
managing risk;

e determining, approving and reviewing the limits and
conditions that apply to the taking of risk, including the
authority delegated by the Board to the CEO, CFO and
General Manager Group Risk Management;

e The Committee reviews significant issues that may be
raised by internal audit as well as the length of time and
action taken to resolve such issues. At an individual risk
type level the following are included:

e  reviewing and approving HCF’s provisioning methodology;

e reviewing and approving HCF’s funding plan and
ensuring appropriate monitoring of funding and liquidity
requirements;

e Operational risk — reviewing the risk that arises from
inadequate or failed internal processes, people and systems
or from external events; and

e compliance risk — ensuring processes are in place to
anticipate and effectively manage the impact of regulatory
change on HCF’s operations, and overseeing compliance
with applicable laws, regulations and regulatory
requirements, reviewing and discussing with management
and the external auditor any correspondence with
regulators or government agencies and any published
reports that raise material issues for HCF, and ensuring
procedures exist for appropriately managing complaints and
whistleblower concerns.

The Committee routinely updates the Board about its activities
quarterly and also monthly if significant new risks emerge.

ASXCGC’s Best Practice Recommendation 7.1, 7.3

e) Nominations Committee

Role of the Committee

The primary function of the Nominations Committee is
performing review procedures to assist the Board in fulfilling its
oversight responsibility by ensuring that the Board comprises
individuals best able to discharge the responsibilities of Directors,
having regard to the law and the highest standards of
governance. The Committee is responsible for:

e  developing and reviewing policies on Board composition,
strategic function and size;

e  performance review process of the Board, its Committees
and individual Directors;

e developing and implementing induction programs for new
Directors and ongoing education for existing Directors;

e assessing eligibility of potential candidates nominated for
election as Directors

e recommending potential candidates for appointment
or election as Directors to the Board;

e reviewing Director independence;
®  succession planning for the Board,;

e reviewing HCF’s corporate governance policies to ensure
they meet Australian corporate governance standards; and

e considering whether HCF meets relevant corporate
governance standards under legislation and of various
regulatory bodies, including PHIAC, ASIC and APRA.

ASXCGC’s Best Practice Recommendation 2.4, 2.5

78 THE HOSPITALS CONTRIBUTION FUND OF AUSTRALIA LIMITED



f) Remuneration Committee

Role of the Committee

The Remuneration Committee assists the Board by working to
ensure that HCF has remuneration policies and practices that
fairly and responsibly reward executives. The Committee’s
decision on reward structures are based on business performance,
legal obligations and high standards of corporate governance.
The Committee’s purpose is to:

. review and approve executive remuneration policy;

e  review and recommend to the Board on corporate goals and
objectives relevant to the CEO, and the performance of the
CEO in light of these objectives;

e  recommend to the Board on the remuneration of the CEO;

. approve remuneration packages for positions reporting
directly to the CEOQ;

e review and recommend to the Board, on the advice
of independent external consultants, Directors’ fees;

e approve all performance recognition expenditure; and

e oversee general remuneration practices across the HCF
Group.

The Committee also reviews and recommends to the Board on
the recruitment, retention, termination, and succession planning
policies and procedures for the CEO and senior positions
reporting directly to the CEO. Independent remuneration
consultants are engaged by the Committee to ensure that HCF’s
reward practices and levels are consistent with market practice.

5. Audit governance and independence
a) Approach to audit governance

The Board is committed to three basic principles:

e that HCF' financial reports present a true and fair view;

e that HCF’s accounting methods are comprehensive and
relevant and comply with applicable accounting rules and
policies; and

e that the external auditor is independent.

Australian and international developments are monitored.

b) Engagement and rotation of the external auditor
HCPF’s independent external auditor is Ernst & Young. Ernst &
Young was appointed by Members at the 1985 annual general
meeting in accordance with the provisions of the Corporations
Act. The Board has adopted a policy that the responsibilities of
the lead audit partner cannot be performed by the same person
for longer than five years. The present Ernst & Young lead audit
partner for HCF’s audit is Andrew Price who assumed this
responsibility in 2005. The Board requires a minimum five-year
‘cooling off * period before an audit partner is allowed back onto
the audit team.

ASXCGC'’s Best Practice Recommendation 4.5

c) Certification and discussions with the external auditor
on independence
The Audit, Risk and Compliance Committee requires the
external auditors to confirm quarterly to the Committee that
they have maintained their independence and have complied
with the independence standards as promulgated by Australian
regulators and professional bodies. Periodically, the Committee
meets separately with the external auditors without executive
management being present. Certification is provided in the Non-
Audit Services and Independence declaration in the Directors’
Report on page 70.

d) Relationship with the external auditor

HCPF'’s current policies on employment and other relationships
with its external auditors include the following:

e the audit partners and any employee of the external audit
firm on the HCF audit are prohibited from being an officer
of HCF;

e an immediate family member of an audit partner or any
employee of the external audit firm on the HCF audit is
prohibited from being a Director or an officer in a
significant position at HCF;

®  any former external audit partner or external audit firm’s
former employees who have participated on HCF audits
are prohibited from becoming a Director or officer in a
significant position at HCF for at least three years, and
after the three years can have no continuing financial
relationship with the audit firm;

e members of the audit team and audit firm are prohibited
from having a business relationship with HCF or any officer
of HCF unless the relationship is clearly insignificant to
both parties;

e officers of HCF are prohibited from receiving any
remuneration from the external audit firm; and

e the audit team in any given year cannot include a person
who had been an officer of HCF during that year.

e) Restrictions on non-audit services by the external
auditor

To avoid possible independence or conflict issues, the external

auditor is not permitted to carry out certain types of non-audit

services for HCE including:

e preparation of accounting records and financial statements;

e financial information systems design and implementation;

e appraisal or valuation services and other corporate
finance activities;

° internal audit services;

. temporary or permanent staff assignments, or performing
any decision-making or ongoing monitoring or
management functions;

e legal, litigation or other expert services;
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L recruitment services for managerial, executive or Director
positions; and

e For all other non-audit services, use of the external audit
firm must be assessed in accordance with HCF’s pre-approval
policy, which requires that all non-audit services be pre-
approved by the Audit, Risk and Compliance Committee,
by delegated authority to a sub-committee consisting of one
or more members where appropriate.

The breakdown of the aggregate fees billed by the external
auditor in respect of each of the two most recent financial years
for audit, audit-related, tax and other services is provided in

the 2008 Annual Financial Report.

f)  Attendance at the Annual General Meeting

HCPF’s external auditor attends the annual general meeting and is
available to answer questions from Members on:

e the conduct of the audit;
e the preparation and content of the audit report;

e the accounting policies adopted by HCF in relation to the
preparation of the financial statements; and

e the independence of the auditor in relation to the conduct
of the audit.

ASXCGC’s Best Practice Recommendation 6.2

6. Controlling and Managing Risk

a) Approach to risk management

HCEF approaches risk management by identifying, assessing and
managing the risks that affect its businesses in accordance with

a set of core risk management values. This approach enables the
risks to be balanced against appropriate rewards and reflects
HCF’s vision and values, objectives and strategies, and procedures
and training. HCF distinguishes four main types of risk:

e business risk — the exposure to changing government
policies, new legislation, price control and fraud;

e operational risk — the risk that arises from inadequate or
failed internal processes, people and systems or from
external events;

e financial risk — associated with achieving revenue and
income growth targets including fluctuations in investment
markets impacting on HCF’s investment portfolio; and

e compliance risk — the risk of failing to comply with all
applicable legal and regulatory requirements and industry
codes of practice, and to meet HCF’s ethical standards.

In addition to and linked to these four main types of risk, HCF
allocates resources to manage the following risks:

e claims risk — the risk of not being able to meet
contributors’ claims for benefits

e liquidity risk — the risk of failing to adequately fund cash
demand in the short term;

e reputational risk — the risk of negative experiences and
perceptions impacting HCF’s standing with stakeholders; and

e strategic risk — the risk associated with the vulnerability of
a line of business to changes in the strategic environment.

As these risks are interlinked, HCF takes an integrated approach
to managing them.

ASXCGC'’s Best Practice Recommendation 7.1, 7.3

b) Risk management roles and responsibilities

The Board is responsible for reviewing and approving HCF’s risk
management strategy, frameworks and key risk parameters. HCF’s
risk management governance structure is set out in the table in
this section. Approval of HCF’s risk management framework and
significant policies resides with the Audit, Risk and Compliance
Committee under powers delegated by the Board. Executive
management is responsible for implementing the Board approved
risk management strategy and developing policies, controls,
processes and procedures to identify and manage risks in all

of HCF’s activities. HCF’s business model recognises that the
responsibility for managing risks inherent in its business lies with
the business units. This responsibility includes developing business
unit specific policies, controls, procedures and monitoring and
reporting capability, and is aligned with the risk frameworks
approved by the Audit, Risk and Compliance Committee.

¢) CEO and CFO assurance

The Board receives regular reports about the financial condition
and operational results of HCF and its subsidiaries. The CEO,
CFO annually provide formal statements to the Board that in all
material respects that the financial records of the company for
the financial year have been properly maintained in that they:

e correctly record and explain its transactions and financial
position and performance;

e enable true and fair financial statements to be prepared and
audited; and

e are retained for seven years after the transactions covered
by the records are completed.

HCEF’s risk management governance structure

Board

Considers and approves the risk-reward strategy of HCF including
social, environmental, ethical responsibility and reputational risk

Board Committees

Audit, Risk
and Compliance Nominations Remuneration
Committee Committee Committee

Board experience, Responsible reward

mix of skills,

Integrity of financial
statements and practices in line

systems succession and with performance

Risk profile and
risk management

governance
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Group Risk Monitoring

e Drives HCF’s risk management culture, frameworks and
reviews of assessments for maximum performance in line
with risk appetite;

. Ensures risk management is a competitive advantage,
delivers better solutions for customers, protects capital
and grows surplus, and builds stakeholder value; and

e Forges a partnership with the business, which shares the
vision and the responsibility for superior risk management.

Business Units

®  Manage risks inherent in the business including the
development of business-specific policies, controls,
procedures and reporting in respect of the risk classes;

e the financial statements, and notes required by the
accounting standards for the financial year comply with
the accounting standards;

e the financial statements and notes for the financial year
give a true and fair view of the Company’s and consolidated
Group’s financial position and of their performance; and

e the risk management and internal compliance and control
systems are sound, appropriate and operating efficiently
and effectively.

ASXCGC’s Best Practice Recommendation 4.1, 7.2

d) Internal review and risk evaluation

The Risk Management and Compliance managers together
with the Chief Internal Auditor provide independent assurance
to the Board, executive management and external auditor on
the adequacy and effectiveness of management controls for risk.
The compliance function also carries out activities that measure
the effectiveness of compliance risk management as provided in
more detail below.

e) Compliance framework

HCF’s compliance framework is driven by a strong culture
of compliance and a series of principles and practices:

e compliance is the responsibility of every staff member;

e complying with both the letter and spirit of regulatory
standards;

e embedding compliance in how HCF conducts its businesses;

e visibility and accountability of senior management to
ensure a strong compliance culture;

e advice and assistance is provided by a dedicated compliance
function; and

e active engagement in meetings to ensure high standards
for the industry in which HCF operates.

Primary responsibility for managing compliance risk resides with
business unit line management, who are required to demonstrate
that they have effective processes in place consistent with
HCF’s compliance principles and practices. Within each major
business area there is a clear compliance function, with specific
responsibilities designed to guide compliance within that
business as part of the business unit risk management team. The

compliance framework utilises a range of mechanisms, including
audit, file reviews, customer surveys and operational risk
assessments to measure the effectiveness of the HCF Group
compliance programs. The compliance framework is established
and maintained by the Audit, Risk and Compliance Committee
which receives regular reports from the Compliance Manager
and Risk Manager on the status of compliance across the HCF
Group. Key components of the framework established to support
these principles include:

e environment — board and management oversight and
accountability, culture and independence;

e identification — identifying obligations, compliance plans
and implementing change;

. controls — policies, processes, procedures, communications
and training, documentation; and

4 monitoring and reporting — monitoring, incident and
breach escalation, reporting, issue management and
managing regulatory relationships.

7. Promoting Ethical and Responsible
Behaviour

a) HCPF’s Code of Conduct

HCPF’s Code of Conduct sets out the principles that govern
HCPF’s conduct and the behaviour that stakeholders can expect
from HCE The Code of Conduct applies without exception to
all Directors, executives, management and employees, and is
aligned to HCF’s core values of teamwork, integrity,
achievement, responsibility and accountability. HCF’s Code of
Conduct sets out the foundation principles and operates under
the following key guidelines:

e act with honesty and integrity;

®  respect the law and act accordingly;

e respect confidentiality and not misuse information;
e value and maintain professionalism;

e avoid conflicts of interest; and

e  strive to be a good corporate citizen and achieve
community respect.

ASXCGC'’s Best Practice Recommendation 3.1, 3.3, 10.1

b) Internal policies and procedures

Beyond HCF’s Code of Conduct, HCF complies with a range of
external industry codes, such as the AHIA Code of Conduct and
Electronic Funds Transfer Code of Conduct. In addition, HCF
has a number of key policies to manage its compliance and
human resource requirements. There are a range of guidelines,
communications and training processes and tools to support
these policies. These tools include the content of the
Compliance Portal of HCF’s Intranet, which forms part of the
staff induction process and the online compliance tests that staff
undertake. Individual business units also have systems and
procedures in place to support HCF policies.

ASXCGC'’s Best Practice Recommendation 3.1, 3.3
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c¢) Concern reporting and whistleblowing

Employees are actively encouraged to bring any problems to
the attention of management, the human resources team or the
compliance manager. This includes activities or behaviour that
may not be in accord with the Code of Conduct of HCF or the
industry, other HCF policies, or other regulatory requirements
or laws. HCF provides a mechanism to raise issues, including:

e arising issues concerning fraud directly with HCF’s Fraud
Control team;

e making suggestions for more efficient processes via the
online incident reporting facility; and

®  raising concerns about “people issues” such as harassment
or discrimination directly with Human Resources
management.

Concerns about breaches of our regulatory obligations or
internal policies or procedures can be raised anonymously

with the Group Compliance Manager and Group Risk Manager
through HCF’s intranet whistleblowing reporting facility. HCF
has a Whistleblower Protection Policy to protect individuals who
make reports about suspected breaches of HCF’s policies through
these channels. The concern reporting system complies with the
whistleblower provisions of all relevant legislative requirements
and the Australian Standard AS 8004 — Whistleblower

Protection Programs for Entities.

ASXCGC'’s Best Practice Recommendation 3.1, 3.3, 10.1

8. Corporate Responsibility and
Sustainability
a) Approach to corporate responsibility and sustainability
HCEF aims to produce positive outcomes for all stakeholders in
managing its business and to maximise financial as well as social
and environmental value from our activities. In practice this
means having a commitment to transparency, fair dealing,
responsible treatment of employees and customers, and positive
links into the community.

Sustainable and responsible business practices within HCF are
integrated into and viewed as an important long term driver of
capacity, performance and reputation. Through such practices
HCEF seeks to reduce operational and reputation risk, and
enhance operational efficiency, while contributing to a more
sustainable society. HCF accepts that the responsibilities on the
Board and management, which flow from this approach, go
beyond strict legal and financial obligations. In particular, HCF’s
Board seeks to take a practical and broad view of Directors’
fiduciary duties, in line with community expectations. HCF’s
corporate responsibility and sustainability approach goes beyond
ASXCGC’s Best Practice Recommendations 3.1 and 10.1.

ASXCGC'’s Best Practice Recommendation 3.1, 3.3, 10.1

b) Reporting on our corporate responsibility and
sustainability performance
HCEF has been reporting on its social, ethical and environmental
performance through its Annual Report. HCF also seeks to
ensure that transparent and comprehensive reporting on all
dimensions of its performance is central to HCF’s approach to
governance and responsibility management. First and foremost
the reports seek to address the issues that matter most to
contributors, employees, other stakeholders and the community.

ASXCGC’s Best Practice Recommendation 3.1, 3.3

9. HCEF Life Policy

The economic entity includes a wholly owned life insurance
subsidiary, HCF Life Insurance Company Pty Limited (HCF
Life). HCF Life has a Board of seven persons, five independent
Directors, the Managing Director of the subsidiary and the Chief
Executive Officer of the Parent Company. With the exception
of the Chairman of the Parent Company Board, none of

HCEF Life’s independent Directors serve as Directors of the
Parent Company.

HCEF Life’s independent Directors have specialised general
management, financial, investment management skills and
experience appropriate to life insurance and to meet the
onerous regulatory obligations imposed on directors of
companies in the industry.

The Life Board has an Audit Committee and a Risk &
Compliance Committee composed solely of the independent
Directors. Independent Directors other than the Life Board
Chairman chair these Committees.

A management committee, the Investments Committee,

is composed of the Managing Director and the CFO (Life).
The two non-executive directors Messrs J.B. Gibson and

R.G. Utz are attendees of the Investments Committee meetings.

The Charters of HCF Life’s Board, Audit and Risk &
Compliance Committees are published on HCF’s website
www.hcf.com.au.

The performance of Committees is surveyed using “best practice”
questionnaires. Results, including the identification of strengths,
weaknesses and recommended improvements, are discussed and
reviewed initially within each Committee and then reviewed by

the Board.
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Income Statement

The Hospitals Contribution Fund of Australia Limited
For the year ended 30 June 2008

Consolidated Parent

2008 2007 2008 2007

Notes $000 $000 $000 $°000

Gross premium revenue 2(a) 1,098,002 980,144 1,081,418 965,131
Outwards reinsurance expense 2(a) (1,152) (867) - -
Net premium revenue 2(a),30 1,096,850 979,277 1,081,418 965,131
Claims expense (925,831) (837,783) (923,025) (833,567)
Reinsurance recoveries 754 941 - -
Health benefits reinsurance trust fund levies (21,492) (6,874) (21,492) (6,874)
State levies (28,891) (26,311) (28,891) (26,311)
Net claims incurred (975,460) (870,027) (973,408) (866,752)
Underwriting result before expenses 121,390 109,250 108,010 98,379
Increase in policyholders liabilities 2(b),18(a) (446) (799) - -
Acquisition costs 2(b) (54,124) (41,112) (54,124) (41,112)
Other underwriting expenses 2(b) (33,188) (40,600) (28,633) (36,029)
Underwriting result 33,632 26,739 25,253 21,238
Finance revenue 12,035 57,793 22,934 51,167
Other revenue 1,273 1,193 9,198 1,577
2(a) 13,308 58,986 32,132 58,744
Other expenses 2(b) (4,999) (4,055) (5,362) (4,055)
Donation to The HCF Medical and Health Research Foundation 2(b) (5,000) (9,000) (5,000) (9,000)
Profit before income tax 36,941 72,670 47,023 66,927
Income tax benefit/(expense) 3(a) 375 (2,193) - -
Net profit after income tax 4,30 37,316 70,477 47,023 66,927

The above statement should be read in conjunction with the accompanying notes.
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Balance Sheet

The Hospitals Contribution Fund of Australia Limited
as at 30 June 2008

Consolidated Parent

2008 2007 2008 2007
Notes $000 $000 $000 $000

Current assets
Cash and cash equivalents 19(b) 35,409 37,211 28,451 32,303
Trade receivables and other assets 5 46,281 42,746 44,778 41,054
Financial assets at fair value through profit or loss 6 655,762 605,542 655,762 605,542
Current tax assets 16 91 - - -
Inventories 7 657 676 657 676
Total current assets 738,200 686,175 729,648 679,575

Non-current assets

Deferred tax assets 3(b) 1,015 34 _ _
- — 10,010 10,377

Investments in controlled entities 8

Investments in associated entities 9 1 1 1 1
Property, plant and equipment 10 96,897 78,241 96,854 78,205
Intangible assets 11 2,241 1,838 2,240 1,837
Investments relating to life insurance business 12 51,026 60,564 - -
Trade receivables and other assets 5 507 135 507 135
Total non-current assets 151,687 140,813 109,612 90,555
Total assets 889,887 826,988 839,260 770,130
Current liabilities

Trade and other payables 13 41,478 51,112 41,357 59,488
Unearned premium liabilities 14 146,927 137,242 145,373 135,817
Provisions 15 8,661 8,381 7,955 7,661
Current tax liabilities 16 - 484 - -
Claims liabilities 17 104,050 88,512 102,692 86,161
Life insurance investment linked contract liabilities 18 1,249 1,243 - -
Life insurance contract liabilities 18 414 788 - -
Total current liabilities 302,779 287,762 297,377 289,127
Non-current liabilities

Provisions 15 4,238 4,237 4,178 4,173
Deferred tax liabilities 3(b) 73 615 - -
Life insurance investment linked contract liabilities 18 2,826 3,694 - -
Life insurance contract liabilities 18 17,383 19,260 - -
Total non-current liabilities 24,520 27,806 4,178 4,173
Total liabilities 327,299 315,568 301,555 293,300
Net assets 562,588 511,420 537,705 476,830
Guarantors’ equity

Share Capital - - - -
Reserves 68,222 54,370 68,222 54,370
Retained earnings 494,366 457,050 469,483 422,460
Total guarantors’ equity 562,588 511,420 537,705 476,830

The above statement should be read in conjunction with the accompanying notes.
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Statement of Recognised Income and Expenses

The Hospitals Contribution Fund of Australia Limited
For the year ended 30 June 2008

Consolidated Parent
2008 2007 2008 2007
Notes $000 $000 $000 $000
Fair value revaluation of land and buildings 4(b) 13,852 8,411 13,852 8,411
Net Income recognised directly in equity 13,852 8,411 13,852 8,411
Profit for the period 4(a) 37,316 70,477 47,023 66,927
Total recognised income and expenses for the period 51,168 78,888 60,875 75,338

Attributable to;
Equity holders of the parent 51,168 78,888 60,875 75,338

Minority interest - — - _

51,168 78,888 60,875 75,338

The above statement should be read in conjunction with the accompanying notes.
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Statement of Cash Flows

The Hospitals Contribution Fund of Australia Limited
For the year ended 30 June 2008

Consolidated Parent
2008 2007 2008 2007

Notes $000 $000 $000 $000
Cash flows from operating activities
Receipts from members and customers 1,112,775 989,832 1,092,981 972,588
Benefits and levies paid (954,332) (867,227) (945,571) (856,157)
Reinsurance payments (16,206) (9,819) (16,206) (9,819)
Payments to suppliers and employees (103,270) (84,278) (96,589) (78,374)
Interest received 4,770 4,807 2,242 1,820
Life company expenses paid - - 100 524
Income tax paid (1,703) (1,673) - -
Property income 2,423 2,251 2,568 2,251
Receipts from other 1,138 1,031 9,078 1,414
Net cash flows from operating activities 19(a) 45,595 34,924 48,603 40,247
Cash flows (used by)/from investing activities
Proceeds of sale on property plant and equipment 135 163 120 163
Dividend received — other 1,380 2,619 - -
Dividend received — controlled entities - - 25 25
Proceeds from sale of investments 146,520 164,796 10,000 -
Purchases of investments (183,790) (198,782) (51,000) (30,000)
Purchases of property, plant and equipment (11,642) (4,870) (11,600) (4,866)
Net cash flows used for investing activities (47,397) (36,074) (52,455) (34,678)
Net (decrease)/increase in cash and cash equivalents (1,802) (1,150) (3,852) 5,569
Cash and cash equivalents at start of period 37,211 38,361 32,303 26,734
Cash and cash equivalents at end of period 19(b) 35,409 37,211 28,451 32,303

The above statement should be read in conjunction with the accompanying notes.
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Notes to the Financial Statements

The Hospitals Contribution Fund of Australia Limited
For the year ended 30 June 2008

1. Summary of Significant Accounting
Policies

BASIS OF PREPARATION

The principal accounting policies adopted in the preparation
of the financial report are set out below. These policies have
been consistently applied to all years, unless otherwise stated.

This general purpose financial report has been prepared in
accordance with Australian Accounting Standards and the

Corporations Act 2001.

The financial report has been prepared on a historical cost
basis except for properties, derivative financial instruments
and investments at fair value through the profit and loss.

Rounding

The financial report is presented in Australian dollars and all
values are rounded to the nearest thousand dollars ($°000) unless
otherwise stated under the option available to the Company
under ASIC Class Order 98/100. The company is an entity to
which the class order applies.

STATEMENT OF COMPLIANCE

The financial report complies with Australian Accounting
Standards and International Financial Reporting Standards (IFRS)
as issued by the International Accounting Standards Board.

The group has adopted AASB 7 Financial Instruments;
Disclosures and all consequential amendments which became
applicable on 1 January 2007. The adoption of this standard has
only affected the disclosure in these financial statements. There
has been no affect on profit and loss or the financial position of
the entity.

The following standards, interpretations and amendments were
available for eatly adoption but have not been applied by the
Group in these financial statements.

e AASB 8: Operating Segments. This is applicable for
annual reporting periods beginning on or after 1 April
2009. The standard requires the Group to adopt the
“management approach” to disclosing information about
reportable segments.

e AASB 101: Presentation of Financial Statements and
AASB 2007-08 amendments to Australian Accounting
Standards arising from AASB 101. This is applicable
for annual reporting periods beginning on or after
1 January 2009. This standard requires the presentation
of a statement of comprehensive income which replaces
the Income Statement and makes changes to the
Statement of Changes in Equity. Any changes made with
respect to a prior period adjustment or reclassification in
the financial statement will require a third Balance Sheet
as at the beginning of the comparative periods to be
disclosed. The Group will need to reformat its Income
Statement and Statements of Recognised Income and
Expenses for its 30 June 2009 financial statements.

e AASB 3: Business Combinations and AASB 127:
Consolidated and Separate Financial Statements and
AASB 2008-3 amendments to Australian Accounting
Standards arising from AASB 3 and AASB 127 (effective
from 1 July 2009). The revisions to the standards apply
prospectively to business combinations and will be
effective for the 30 June 2010 financial year end.

The main changes under the standard are that:

e acquisition related costs are recognised as an expense
in the income statement in the period they are
incurred.

e  earn outs and contingent considerations will be
measured at fair value at the acquisition date,
however remeasurement in the future will be
recognised in the income statement.

. step acquisitions, impacting equity interests held prior
to control being obtained, are remeasured at fair
value, with gains and losses being recognised in the
income statement. Similarly where control is lost,
any difference between the fair value of the residual
holding and its carrying value is recognised in the
income statement: and

e while control is retained, transactions with minority
interests would be treated as equity transactions.

PRINCIPLES OF CONSOLIDATION

The consolidated financial reports are those of the economic
entity, comprising The Hospitals Contribution Fund of Australia
Limited, the parent entity, and all entities which it controlled
from time to time during the year and at year end.

All inter-company balances and transactions, including
unrealised profits resulting from intra-economic entity
transactions, have been eliminated in full.

The financial reports of controlled entities are prepared for the
same reporting period as the parent entity, using consistent
accounting policies. Adjustments are made to bring into line any
dissimilar accounting policies that may exist, except where these
may be required by accounting standards.

SIGNIFICANT ACCOUNTING POLICIES OF
HEALTH INSURANCE BUSINESS AND GROUP
Product classification

Insurance contracts:

Insurance contracts are defined as those containing significant
insurance risk at the inception of the contract, or those where at
the inception of the contract there is a scenario with commercial
substance where the level of insurance risk may be significant
over time. The significance of insurance risk is dependant on
both the probability of an insurance event and the magnitude

of its potential effect.

Once a contract has been classified as an insurance contract, it
remains an insurance contract for the remainder of its lifetime,
even if the risk reduces significantly during the period.

The company has determined that all current contracts issued
to members are insurance contracts.
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Insurance contract liabilities

Health insurance outstanding claims liabilities

Health insurance outstanding claims liabilities are measured as
the central estimate of the present value of expected future
payments against claims incurred but not settled at the Balance
Sheet date, whether reported or not, together with related claims
handling costs and an additional risk margin to allow for the
inherent uncertainty in the central estimate.

Claims handling costs include internal and external costs
incurred in connection with the negotiation and settlement of
claims. Internal costs include all direct expenses of the claims
department and any part of the general administrative costs
directly attributable to the claims function.

Due to the short tail nature of the Company’s products expected
future payments are not discounted to present value.

Provision for unearned premium and unexpired risks

The proportion of written premiums, gross of commission payable
to intermediaries, attributable to subsequent periods is reported as
unearned premium. The change in the provision for unearned
premium is taken to the income statement in the order that
revenue is recognised over the period of the risk. Further
provisions are made to cover claims under unexpired insurance
contracts which may exceed the unearned premiums and the
premiums due in respect of these contracts.

The adequacy of the unearned premium liability in respect of
each class of business is assessed by considering current estimates
of all expected future cash flows relating to future claims covered
by current insurance contracts. This assessment is referred to as
the liability adequacy test and is performed separately for each
group of contracts subject to broadly similar risks and managed
together as a single portfolio.

If the present value of the expected future cash flows relating
to future claims plus the additional risk margin to reflect the
inherent uncertainty in the central estimate exceeds the unearned
premium liability less related intangible assets and related deferred
acquisition costs then the unearned premium liability is deemed
to be deficient. The entire deficiency is recognised immediately
in the Income Statement both gross and net of reinsurance. The
deficiency is recognised first by writing down related intangible
assets and then related deferred acquisition costs, with any excess
being recorded in the Balance Sheet as an unexpired risk liability.

Premiums in arrears

The company recognises premiums in arrears up to two months
after the last financial date paid to. Premiums in arrears are
adjusted to take into account the probability of receiving the
revenue. The probability factor is the company’s best estimate of
the probability of receiving the funds based upon past experience.

Revenue recognition

Revenue is recognised to the extent that it is probable that the
economic benefits will flow to the entity and the revenue can be
reliably measured.

Premium revenue

Premium revenue comprises contributions received from
members, inclusive of the 30%, 35% or 40% Government rebate.

Premium revenue is recognised in the Income Statement from the
attachment date, as soon as there is a basis on which it can be
reliably measured. Revenue is recognised from the attachment date
in accordance with the pattern of the incidence of risk expected
over the term of the insurance cover. Premium revenue relating
to future financial periods is classified as unearned premium
liability and is measured in accordance with the pattern of the
incidence of risk expected over the term of the insurance cover.

The proportion of premium received or receivable not earned in
the Income Statement at the reporting date is recognised in the
Balance Sheet as an unearned premium liability.

Risk Equalisation Scheme

All Health Insurers participate in the Risk Equalisation Scheme
under the Private Health Insurance Act 2007. Under this scheme
eligible benefits are pooled based upon variable per cent
allocation to age cohorts, each fund is charged a levy so as to
bear a portion of this pool.

The amounts payable to and receivable from the Risk Equalisation
Scheme are determined by the Private Health Insurance
Administration Council after the end of each quarter. Estimated
provisions for amounts payable and income receivable are
recognised on an accruals basis.

Finance revenue

Interest

Interest revenue is recognised when control of a right to receive
consideration for the provision of, or investment in, assets has
been attained.

Interest is credited to income on an accruals basis.

Interest income on fixed interest securities is recognised on an
effective yield basis.

Dividends

Dividend income is accrued when declared.

Income tax

The Hospitals Contribution Fund of Australia Limited is exempt
from income tax under the provisions of section 50-30 of the
Australian Income Tax Assessment Act 1997. For the other
entities in the group income tax expense or revenue for the
period is the tax payable on the current period’s taxable income
based on the income tax rate adjusted by changes in deferred tax
asset and liabilities attributable to temporary differences between
the tax bases of assets and liabilities and their carrying amounts
in the financial statements, and unused tax losses.

Deferred tax assets and liabilities are recognised for temporary
differences at the tax rates expected to apply when the assets are
recovered or liabilities are settled, based on those tax rates which
are enacted or substantively enacted. The relevant tax rates are
applied to the cumulative amounts of deductible and assessable
temporary differences to measure the deferred tax asset or liability.

The carrying amount of deferred income tax assets is reviewed at
each Balance Sheet date and reduced to the extent that it is no
longer probable that sufficient taxable profit will be available to

allow all or part of the deferred tax asset to be utilised.
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Notes to the Financial Statements continued

Deferred tax assets are recognised for deductible temporary
differences and unused tax losses only if it is probable that
future taxable amounts will be available to utilise those
temporary differences and losses.

Current and deferred tax balances attributable to amounts
recognised directly in equity are also recognised directly in
equity and not in profit or loss.

Deferred tax assets and deferred tax liabilities are offset only if a
legally enforceable right exists to set off current tax assets against
current tax liabilities and the deferred tax assets and liabilities
relate to the same taxable entity and the same taxation authority.

Goods and Services Tax (GST)

Revenues, expenses and assets are recognised net of the amount

of GST except :

e where the GST incurred on a purchase of goods and
services is not recoverable from the taxation authority, in
which case the GST is recognised as part of acquisition of
the asset or as part of the expense item as applicable; and

e receivables and payables are stated with the amount of
GST included.

The net amount of GST recoverable from, or payable to, the
taxation authority is included as part of receivables or payables
in the Balance Sheet.

Cash flows are included in the Statement of Cash Flows on a gross
basis and the GST component of cash flows arising from investing
and financing activities, which is recoverable from, or payable to,
the taxation authority are classified as operating cash flows.

Commitments and contingencies are disclosed net of the amount
of GST recoverable from, or payable to, the taxation authority.

Cash and cash equivalents

Cash and cash equivalents in the Balance Sheet comprise cash
at bank and on hand and short-term deposits with an original
maturity of three months or less.

For the purposes of the Statement of Cash Flows, cash and cash
equivalents consists of cash and cash equivalents as defined
above, net of outstanding bank overdrafts.

Trade and other receivables

Trade receivable, which generally have 30-90 day terms,
are recognised and carried at original invoice amount less
an allowance for any uncollectable amounts.

An allowance for doubtful debts is made when there is objective
evidence that the Group will not be able to collect the debts.
Bad debts are written off when identified.

Receivables from related parties are recognised and carried at
the nominal amount due. Interest is taken up as income on an
accruals basis.

Investments in controlled entities

Investments in controlled entities are carried at cost.

Investments in associates

The Groups investment in associates is accounted for using
the equity method of accounting in the consolidated financial
statements. Associates are entities over which the group has
significant influence and that are neither subsidiaries nor
joint ventures.

Under the equity method, investments in the associates are
carried in the consolidated balance sheet at cost plus post
acquisition changes in the Group’s share of net assets of the
associates. Goodwill relating to an associate is included in the
carrying amount and is not amortised.

The Group’s share of its associates post acquisition profits or
losses is recognised in the Income Statement, and its share of
post acquisition movements in reserves is recognised in reserves.
The cumulative post acquisition movements are adjusted against
the carrying amount of the investment. Dividends receivable
from associates are recognised in the parent entity’s Income
Statement, while in the consolidated Financial Statement they
reduce the carrying amount of the investment.

When the Group’s share of losses in an associate equals or exceeds
its interest in the associate, including any other unsecured
receivables, the Group does not recognise further losses, unless it has
incurred obligations or made payments on behalf of the associate.

The reporting date of the associate and the Group are identical
and the associate’s accounting policies conform to those used by
the Group for like transactions and events in similar circumstances.

Derivatives

HCEF via its investments in unit trusts can have exposure to
derivatives if authorised by the constitution governing the trusts.
Conditions of use are set out in the product disclosure statement
and risk management statement.

There are rigid guidelines regarding the use of derivatives
which are set and monitored by HCF’s investment advisor MLC
Investments Limited. These guidelines cover, among other
things, liquidity requirements, limits on investment managers’
gross exposure and counterparty risk.

The Trusts can invest in derivatives to:

e reduce risk;

®  reduce transaction costs;

e take advantage of opportunities to increase returns; and
e  create leverage or to short exposures.

Whilst the use of derivatives is allowed, it is the policy that,
unless indicated otherwise, derivatives will not be used to:

®  increase the level of market risk beyond that required to
meet the Trusts’ objective;

e  create economic leverage. Economic leverage is where the
Trusts exposure to the return on a market is greater than
that which could be achieved by investing in that market
without using derivatives or borrowed funds; and

e  create an uncovered short exposure to an asset or market,
i.e. a short exposure without an offsetting long exposure
considered a reasonable hedge for that asset or market.
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Derivatives will not be used in a way that is contrary to
regulatory requirements.

Inventories

Consumable stores are valued at cost.

Goods for resale are valued at the lower of cost and net
realisable value.

Net realisable value is the estimated selling price in the ordinary
course of business, less estimated costs necessary to make the sale.

Deferred acquisition costs

Acquisition costs incurred in obtaining health insurance
contracts are deferred and recognised as assets where they can
be reliably recognised and measured and where it is probable
that they will give rise to premium revenue that will be recognised
in the income statement in subsequent reporting periods.

Deferred acquisition costs are amortised systematically

in accordance with the expected pattern of risk. This pattern
of amortisation corresponds to the earning pattern of the
premium revenue.

Assets backing health insurance liabilities

As part of its investment strategy the Company actively manages
its investment portfolio to ensure that investments mature in
accordance with the expected pattern of future cash flows arising
from health insurance liabilities.

With the exception of investments in controlled entities and
property, plant and equipment, the Company has determined
that all assets are held to back health insurance liabilities and
accordingly have been measured at fair value. The accounting
policies are described below.

Investments and other financial assets

The Consolidated Entity classifies its financial assets in the
following categories: financial assets at fair value through profit
and loss and receivables.

The classification depends on the definition and the purpose
for which the investments were acquired.

The classification of investments are determined at initial
recognition and evaluated at each reporting date.

(i)  Financial assets at fair value through the income statement
Financial assets classified in this category are assets held for the
purposes of trading. Assets in this category are classified as debt
or equity securities.

They are carried at fair value and unrealised gains and losses
are recognised through the income statement.

(ii) Loans and receivables

Loans and receivables including loan notes and loans to key
management personnel are non-derivative financial assets with
fixed or determinable payments that are not quoted in an active
market. Such assets are carried at amortised cost using effective
interest method. Gains and losses are recognised in the income
statement when the loans and receivables are derecognised or
impaired, as well as through the amortisation process.

The fair value of investments that are actively traded in organised
financial markets are determined by reference to quoted market
bid prices at the close of business on the balance sheet date.
Unlisted unit trusts are recorded at fund managers’ valuation.

Derecognition of financial assets and financial
liabilities

Financial Assets

A financial asset (or, where applicable, a part of a financial asset
or part of a group of similar financial assets) is derecognised
when:

e the rights to receive cash flows from the assets have
expired;

e the Group retains the right to receive cash flows from the
asset, but has assumed an obligation to pay them in full
without material delay to a third party under a ‘pass
through’ arrangement; or

e the Group has transferred its rights to receive cash flows
from the asset and either (a) has transferred substantially
all the risks and rewards of the asset, or (b) has neither
transferred nor retained substantially all the risks and
rewards of the asset, but has transferred control of the asset.

When the Group has transferred its rights to receive cash flows
from an asset and has neither transferred nor retained
substantially all the risks and rewards of the asset nor transferred
control of the asset, the asset is recognised to the extent of the
Group’s continuing involvement in the asset. Continuing
involvement that takes the form of a guarantee over the
transferred asset is measured at the lower of the original carrying
amount of the asset and the maximum amount of consideration
received that the Group could be required to repay.

When continuing involvement takes the form of a written
and/or purchased option (including a cash-settled option or
similar provision) on the transferred asset, the extent of the
Group’s continuing involvement is the amount of the transferred
asset that the Group may repurchase, except that in the case of a
written put option (including a cash-settled option or similar
provision) on an asset measured at fair value, the extent of the
Group’s continuing involvement is limited to the lower of the
fair value of the transferred asset and the option exercise price.

Financial liabilities
A financial liability is derecognised when the obligation under
the liability is discharged or cancelled or expires.

When an existing financial liability is replaced by another from
the same lender on substantially different terms, or the term of
an existing liability is substantially modified, such an exchange or
modification is treated as a derecognition of the original liability
and the recognition of a new liability, and the difference in the
respective carrying amounts is recognised in profit or loss.

Impairment of financial assets

The Group assesses at each balance date whether a financial
asset or group of financial assets is impaired.
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Notes to the Financial Statements continued

Financial assets carried at cost

If there is objective evidence that an impairment loss on loans
and receivables carried at cost has been incurred, the amount of
the loss is measured as the difference between the asset’s carrying
amount and the present value of the estimated future cash flows
(excluding future credit losses that have not not been incurred)
discounted at the financial asset’s original effective interest rate
(i.e. the effective interest rate computed at initial recognition).
The carrying amount of the asset is reduced either directly or
through use of an allowance account. The amount of the loss

is recognised in profit or loss.

The Group first assesses whether objective evidence of impairment
exists individually for financial assets that are individually
significant, and individually or collectively for financial assets
that are not individually significant. If it is determined that
no objective evidence of impairment exists for an individually
assessed financial asset, whether significant or not, the asset is
included in a group of financial assets with similar credit risk
characteristics and that group of financial assets is collectively
assessed for impairment. Assets that are individually assessed for
impairment and for which an impairment loss is or continues

to be recognised are not included in a collective assessment

of impairment.

If, in a subsequent period, the amount of the impairment loss
decreases and the decrease can be related objectively to an event
occurring after the impairment was recognised, the previously
recognised impairment loss is reversed. Any subsequent reversal
of an impairment loss is recognised in profit or loss, to the extent
that the carrying value of the asset does not exceed its cost at the
reversal date.

If there is objective evidence that an impairment loss has been
incurred on an unquoted equity instrument that is not carried

at fair value (because its fair value cannot be reliably measured),
or on a derivative asset that is linked to and must be settled by
delivery of such an unquoted equity instrument, the amount of
the loss is measured as the difference between the asset’s carrying
amount and the present value of estimated future cash flows,
discounted at the current market rate of return for a similar
financial asset.

Property

Property is measured on a fair value basis. At each reporting
date, the value of these assets is reviewed by Directors based on
an independent valuation, to ensure it does not differ materially
from the asset’s fair value at that date. Where necessary, the asset
is revalued to reflect its fair value.

Increments on revaluation of property are credited directly to
the Asset Revaluation Reserve, and are not included in the
determination of net profit/loss. A decrement is recognised as
an expense when determining net profit/loss except that, to the
extent that the decrement on revaluation of property reverses a
previous revaluation increment previously credited to, and still
included in the balance of, an Asset Revaluation Reserve in
respect of that same class of assets, whereby it is debited directly
to that revaluation reserve.

Plant and equipment

Plant and equipment is stated at cost less accumulated
depreciation and any accumulated impairment losses. Such

cost includes the cost of replacing parts that are eligible for
capitalisation when the cost of replacing the parts is incurred.
Similarly, when each major inspection is performed, its cost is
recognised in the carrying amount of the plant and equipment as
a replacement only if it is eligible for capitalisation. These assets
are not revalued above their recoverable amount.

Any gain or loss on the disposal of revalued assets is determined as
the difference between the book value of the asset at the time of
disposal and the proceeds from disposal, and is included in the results
of the company or the economic entity in the year of disposal.

Depreciation of property, plant and equipment
Depreciation is provided on a straight line basis on all property,
plant and equipment, other than freehold land, at rates
calculated to allocate their cost cost or valuation less estimated
residual value against revenue over their estimated useful lives
less any impairments.

Major depreciation periods are:

e freehold buildings — 50 years;

e leasehold improvements — 5 to 10 years;
e plant and equipment — 5 to 15 years;

®  computer equipment — 3 years; and

e other items-based upon estimated useful life.

Depreciation periods have not changed from 2007.

Intangible assets

The useful lives of intangible assets are assessed as finite. Intangible
assets with finite lives are amortised over the useful life and assessed
for impairment whenever there is an indication that the intangible
assets may be impaired. The amortisation period and the amortisation
method for an intangible asset with a finite useful life is reviewed at
least at each financial year-end. Changes in the expected useful
life or the expected pattern of consumption of future economic
benefits embodied in the asset are accounted for by changing the
amortisation period or method, as appropriate, which is a change in
accounting estimate. The amortisation expense on intangible assets
with finite lives is recognised in profit or loss in the expense
category consistent with the function of the intangible asset.

Gains or losses arising from derecognition of an intangible asset
are measured as the difference between the net disposal proceeds
and the carrying amount of the asset and are recognised as a
profit or loss when the asset is derecognised.

Major amortisation period is:

e software — 3 years.

Impairment of non-financial assets

Non-financial assets are tested for impairment whenever events or
changes in circumstances indicate that the carrying amount may
not be recoverable. An impairment loss is recognised for the
amount by which the asset’s carrying amount exceeds its
recoverable amount.
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Recoverable amount is the higher of an assets fair value less costs
to sell and value in use. For the purpose of assessing impairment,
assets are grouped at the lowest levels for which there are
separately identifiable cash inflows that are largely independent
of the cash inflows from other assets or groups of assets (cash
generating units). Non-financial assets other than goodwill that
suffered an impairment are tested for possible reversal of the
impairment whenever events or changes in circumstances
indicate that the impairment may have reversed.

Trade and other payables

Trade and other payables are carried at amortised cost and due

to their short term nature they are not discounted. They represent
liabilities for goods and services provided to the Group prior to
the end of the financial year that are unpaid and arise when the
Group becomes obliged to make future payments in respect of
the purchase of these goods and services. The amounts are
unsecured, non-interest bearing and are usually paid within

30 days of recognition.

Provision for employee benefits

Provision is made for employee benefits accumulated as a result
of employees rendering services up to the reporting date. These
benefits cover wages and salaries, annual leave and long service
leave. Sick leave is non-vesting and is accounted for as incurred.

The liability for wages and salaries, annual leave and any other
employee entitlements expected to be settled within twelve
months of the reporting date, is calculated at nominal amounts
based on remuneration rates which are expected to be paid when
the liability is settled. Provision for annual leave is estimated at
anticipated salary rates for the following year.

The liability for long service leave entitlements represents the
present value of the estimated future cash outflows to be made.
In determining future cash outflows, consideration has been given
to future increases in wage and salary rates, and the probability
that employees will remain in the economic entity’s employ for
the period of time necessary to qualify for long service leave.
The calculation includes related on-costs. In calculating the
present value, the estimates of future cash outflows are
discounted using the rates attaching to government guaranteed
securities which have terms to maturity approximating the terms
of the related liability.

Employee entitlement expenses and contributions made to
superannuation funds by entities within the economic entity
are recognised against profits when due.

Provision for makegood on leased premises

In accordance with lease agreements the company is obliged

to restore leased premises to their original condition when
vacating premises at the termination of a lease. The Company
has recognised assets and liabilities in relation to its obligations.
The makegood assets are amortised over the minimum term of
the lease. The provision for makegood has been determined
based on the area to be made good and the company’s best
estimate of the cost per square metre to makegood the premises.
The Company reviews the adequacy of the provision for
makegood annually.

Leases

Operating lease payments, where the lessors effectively retain
substantially all the risks and benefits of ownership of the leased
assets, are included in the determination of the operating profit
in equal installments over the lease term. Operating leases have
an average lease term of approximately five years. Rental
properties represent the major portion of operating leases.

The cost of improvements to leasehold property are capitalised,
recorded as leasehold improvements and amortised over the
unexpired portion of the lease or estimated useful life of

the improvements, whichever is shorter.

SIGNIFICANT ACCOUNTING JUDGEMENTS,
ESTIMATES AND ASSUMPTIONS — HEALTH
INSURANCE

Significant accounting judgements

In the process of applying the Group’s accounting policies,
management was not required to make any judgements, apart
from those involving estimations, which had a significant effect
on the amounts recognised in the financial statements.

Significant accounting estimates and assumptions
Outstanding claims provision

The risk margin has been based on an analysis of the past
experience of the company. This analysis examined the volatility
of past payments that has not been explained by the model
adopted to determine the central estimate. This past unexplained
volatility has been assumed to be indicative of the future volatility.

The outstanding claims estimate is derived using all data
combined in an aggregate model. As such diversification benefits
have been implicitly allowed for in this process.

The Outstanding Claims provision has been estimated using a
modified chain ladder method, based on historical experience
and future expectations as to claims. The calculation was
determined taking into account two months of actual post
balance date claims.

Based on historic experience, approximately 80% of outstanding
claims are received within two months of balance date, and
accordingly only 20% of the outstanding claims provision
requires an estimate. Accordingly, reasonable changes in
assumptions would not have a material impact on the
outstanding claims balance.

SIGNIFICANT ACCOUNTING POLICIES
OF LIFE BUSINESS

Principles underlying the conduct of life insurance
business

Activities of the life insurance operations

The life insurance operations of the company are conducted
within separate statutory funds as required by the Life Insurance
Act 1955 and are reported in aggregate with the shareholders
fund in the Income Statement, Balance Sheet, and Statement
of Cash Flows of the Company.
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The accounting treatment of certain transactions in this
financial report varies depending on the nature of the contract
underlying the transactions. The major contract classifications
relevant to the business of HCF Life are investment contracts
and life insurance contracts.

For the purposes of this financial report, holders of investment
contracts or life insurance contracts are collectively and
individually referred to as policyholders.

Investment contracts

The investment business of HCF Life relates to products such as
savings and investment-linked policies. The nature of this business
is that HCF Life receives deposits from policyholders and those
funds are invested on behalf of the policyholders. The liability

to the policyholders of the investment contracts is linked to the
performance and value of the assets that back those liabilities.

When such contracts are issued by a registered life insurance
entity, and administered through Life statutory funds in
accordance with the requirements of the Life Insurance Act 1995,
the underlying contracts are defined as investment contracts.

Life insurance contracts

HCEF Life also issues contracts that transfer significant insurance
risk from the policyholder covering death, disability, or sickness
of the insured.

When any such contracts are issued by a registered life insurance
entity, and administered through separate Life statutory funds in
accordance with the requirements of the Life Insurance Act 1995,
the underlying contracts are defined as life insurance contracts.

Assets backing investment contract and life insurance
contract liabilities

Assets backing investment contract and life insurance contract
liabilities are measured on a basis that is consistent with the
measurement of the liabilities, to the extent permitted under
accounting standards.

As life insurance and investment contract liabilities are measured
on the basis of fair value, assets backing such liabilities are
measured at fair value wherever this option is available in the
relevant accounting standards. Realised and unrealised gains and
losses arising from changes in the fair value are recognised in the
Income Statement.

All assets that back investment contract and life insurance
contract liabilities are included within the Life statutory funds
and, as such, are separately identifiable.

Premiums and claims

Premium revenue

Life insurance contracts

Premium amounts earned by providing services and bearing
insurance risks are recognised as revenue. Other premium
amounts received, which are akin to deposits, are recognised as
an increase in policy liabilities. Premiums due after but received
before the end of the financial year are shown as unearned
premium liabilities’ in the Balance Sheet.

Investment contracts

The nature of the wealth management business is that HCF Life
receives deposits from policyholders and these funds are invested
on behalf of the policyholders. There is no premium revenue
recognised in respect of the life investment contracts.

Claims expense

Life insurance contracts

Claims are recognised when the liability to the policyholder
under the policy has been established or upon notification of the
insured event, depending event, depending on the type of claim.
Claims are separated into their expense and liability components.

Claims incurred that relate to the provision of services and
bearing of risks are treated as expenses and these are recognised
on an accruals basis once the liability to the policyowner has
been established under the terms of the contract.

Investment contracts

There are no claims expenses in respect of investment contracts.
Claims incurred in respect of investment contracts represent
investment withdrawals and are recognised as a reduction in
policy liabilities.

Policy acquisition costs

Policy acquisition costs incurred in relation to life insurance
contracts are recorded in the Income Statement and include

the fixed and variable costs of acquiring new business. The
Appointed Actuary assesses the value and future recovery of
these costs in determining the policy liabilities. These costs are
deferred to the extent they are deemed recoverable in the
premiums or policy charges (as appropriate for each policy class).
Acquisition costs deferred are limited to the lesser of the actual
costs incurred and the allowance for the recovery of such costs in
the premium or policy charges.

This has the effect that acquisition costs deferred are amortised
over the period that they will be recovered from the premiums
or policy charges, the Financial Performance impact of which is
reflected in ‘increase in policy liabilities’ in the Income Statement.

For life investment contracts all origination costs are expensed
as incurred as HCF Life does not incur incremental costs like
advisor fees and commission payments in selling or generating
new business.

Basis of Life expense apportionment

Apportionment of expenses has been made as follows :

e all expenses have been apportioned between policy
acquisition, policy maintenance and investment
management with regard to the objective when incurring
each expense, and the outcome achieved. Where doubt
exists as to the correct allocation of expenses between the
disclosure categories, they have been allocated as
maintenance expense;

e expenses which are directly attributable to an individual
policy or product are allocated directly to the statutory fund
within which that class of business is conducted; and

e all indirect expenses charged to the Income Statement
are equitably apportioned to each class of business.
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The apportionment basis has been made in line with principles
set out in the Life Insurance Actuarial Standards Board (LIASB)
Valuation Standard (Actuarial Standard AS1.04) and in
accordance with Division 2 of Part 6 of the Life Insurance Act
1995. Only where expenses derived from outside the normal
business activities of the company and are non-recurrent in
nature have they been apportioned as one-off expenses.

Assets

All financial assets within the life statutory funds have been
determined to back either life insurance or life investment contracts.

All investments with the statutory and shareholder funds are
managed and their performance evaluated on a fair value basis

in accordance with the investment strategy. After initial
recognition, all investments within the statutory and shareholder
funds are classified as fair value through profit or loss.

The fair value of investments that are actively traded in organised
financial markets is determined by reference to quoted market
bid prices at the close of business on the balance sheet date.

Operating assets comprise fixed assets utilised within the business
that are carried at cost and depreciated. Carrying values of such
assets have been assessed as equating to market values.
Depreciation is provided on a straight line basis at rates calculated
to write off cost less estimated residual value over the useful life of
the asset. These rates are consistent with those adopted by the
parent company.

Liabilities

Policyholders’ liabilities

Policyholders’ liabilities in relation to life insurance contracts
are measured at net present values of estimated future cash
flows or, where the result would not be materially different,
as the accumulated benefits available to policyholders. This

is calculated on an actuarial basis. Policyholders liabilities in
relation to life investment contracts are measured at fair value.

Investment revenue

Dividends are taken to income on an entitlement basis from the
date when the shares cease to be quoted ‘cum div’ on the stock
exchange. Dividends on unlisted shares are taken to income on
a cash basis. All other investment income is taken to income on
an accrual basis.

Net realised and unrealised gains and losses are included in the
Income Statement.

Disaggregated information

As the Shareholders Fund and each of the five Statutory

Funds are immaterial on an individual basis to the group,

the requirements of AASB 1038 to disclose disaggregated
information has not been complied with for the purposes of
this report. The financial statements of HCF Life Insurance
Company Pty Limited have been prepared in accordance with
AASB 1038, (and have been lodged with the relevant
Australian regulators) and show all major components of the

financial statements disaggregated between the five Statutory
Funds, and the Shareholders Fund.

SIGNIFICANT ACCOUNTING JUDGEMENTS,
ESTIMATES AND ASSUMPTIONS —
LIFE INSURANCE

The effective date of the actuarial report on policyholder’
liabilities and solvency reserves is 30 June 2008. The actuarial
report was prepared by Mr Paul Murphy, FIAA. The actuarial
report indicates that Mr Murphy is satisfied as to the accuracy
of the data upon which policyholders’ liabilities have been
determined.

The amount of policyholders’ liabilities has been determined
in accordance with methods and assumptions disclosed in this
financial report and the requirements of the Life Insurance Act
1995, which includes applicable standards of the Life Insurance
Actuarial Standards Board (‘LIASB’).

Disclosure of assumptions

Policyholders’ liabilities have been calculated in accordance with
Actuarial Standard AS 1.04 issued by the LIASB. The Actuarial
Standard requires the policyholders’ liabilities to be calculated in
a way that allows for the systematic release of planned margins as
services are provided to policyholders’ and premiums are received.

The profit carriers used for the major product groups in order to
achieve the systematic release of planned margins are as follows:

Actuarial methods

Group or

individual ~ Product

carrier classification Method Profit

Individual Investment account Accumulation N/A
Investment linked ~ Accumulation N/A
Lump sum risk Projection Premiums
Disability income Projection Claims

cost

Other risk Projection Premiums

Group Lump sum risk Accumulation N/A

Other risk Accumulation N/A

Actuarial assumptions

The Appointed Actuary in accordance with AS1.04 issued by
the LIASB sets the assumptions used in determining the Margin
on Services policy liabilities. The assumptions incorporate the
expected future operating experience of the company and are
based on a detailed analysis of actual past experience of the
company and on industry statistics.

Discount rates

The pre-tax discount rate used for the projection method is
the risk free rate of return for the average term of the liabilities.

The pre-tax rates were 7.75% (2007: 7.00%).

An allowance for tax has been made in determining the after
tax earning rates. The allowance is consistent with the current
tax legislation applying to HCF Life Insurance Company

Pty Limited.
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Notes to the Financial Statements continued

Investment crediting rates and unit price increases

Policies are assumed to be credited with the after tax earnings
rates less the charges specified in the policy documents.

Maintenance expenses

The assumed maintenance expenses are those expected
in the coming year.

Inflation

A rate of 4.0% (2007: 3.7%) has been assumed being consistent
with future expectations.

Voluntary discontinuances

Rates which vary by product type and policy duration have been
based on the experience of the company over the recent past.

Surrender value

The full account value is paid on surrender of investment
account and investment linked policies. The minimum amount
required under AS4.02 published by the LIASB is paid on
surrender of conventional policies. No surrender value is paid on
risk policies because they are renewable annually.

Mortality

Rates are based on 80% of IA90-92 (a table published by the
Institute of Actuaries of Australia). Appropriate adjustments to
the base table have been made for smoker status and duration.

Morbidity

Trauma rates assumed are based on a published paper by Gratton
and Fabrizio. These rates were multiplied by the previous best
estimate mortality rates and divided by the mortality rates
published by Gratton and Fabrizio.

Total and permanent disablement rates are based on industry
experience. Rates of accident, health claim and waiver are based
on the company’s experience. Disability Income assumptions are
based on 60% of IAD89-93 (a table published by the Institute of

Actuaries of Australia).

Asset mix

The assumptions regarding asset mix are based on the actual
mix of assets as at year end.

Unit prices and crediting rate

An accumulation approach has been used to determine policy
liabilities for investment-linked business and no assumptions are
needed about crediting rates of growth of unit prices. No changes
from last year.

Solvency requirements

The solvency requirement in each statutory fund is calculated
in accordance with the solvency standard AS2.04 issued by the
Life Insurance Actuarial Standards Board. The management

capital requirement has been determined in accordance with
standard AS6.03.

Impact of changes in assumptions

The impact of changes in assumptions on the group are not of a
material nature and the details of the HCF Life assumptions can
be found in their account details.
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Consolidated Parent

2008 2007 2008 2007
Notes $000 $000 $000 $000
2. Revenues and Expenses
(a) REVENUE
Health insurance revenue:
Premiums earned 30 1,081,418 965,131 1,081,418 965,131
Finance and other revenue
Interest revenue 3,086 1,820 3,086 1,820
Movements from financial assets at fair value through profit or loss 8,316 46,946 8,316 46,946
Dividends:
Controlled entity — HCF Life Insurance Company Pty Limited - - 25 25
Controlled entity — HCF No2 Pty Limited - - 9,017 -
Rental revenue 2,345 2,376 2,490 2,376
Other revenue 1,138 1,030 9,078 1,414
Proceeds on sale of property, plant and equipment 120 163 120 163
Total finance and other revenue 15,005 52,335 32,132 58,744
Sub-total health insurance revenue 1,096,423 1,017,466 1,113,550 1,023,875
Life insurance revenue:
Premiums revenue 16,584 15,013
Less: Outward reinsurance 1,152 867
30 15,432 14,146
Finance and other revenue
Dividends 1,306 2,255
Interest 2,790 3,004
Other revenue 15 210
Movements from financial assets at fair value through profit or loss (5,808) 1,182
(1,697) 6,651
Sub-total life insurance revenue 13,735 20,797
Total revenue 30 1,110,158 1,038,263 1,113,550 1,023,875
Income summary
Health insurance contributions revenue 1,081,418 965,131 1,081,418 965,131
Life insurance premiums revenue 15,432 14,146 - -
Total premium revenue 30 1,096,850 979,277 1,081,418 965,131
Health insurance investment and other revenue 15,005 52,335 32,132 58,744
Life insurance investment and other revenue (1,697) 6,651 - -
Total finance and other revenue 13,308 58,986 32,132 58,744
Total revenue 30 1,110,158 1,038,263 1,113,550 1,023,875
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Notes to the Financial Statements continued

Consolidated Parent
2008 2007 2008 2007
Notes $000 $000 $000 $°000
2. Revenues and Expenses (continued)
(b) EXPENSES
Health insurance expenses:
Movement in deferred acquisition costs 1,053 - 1,053 -
Movement in claims liabilities 16,531 3,520 16,531 3,520
Movement in provision for employee entitlements 305 2,314 305 2,314
Movement in provision for directors retirement scheme - (1,737) - (1,737)
Group expenses
Amortisation and depreciation of
—  buildings 10(b) 1,159 1,151 1,159 1,151
—  plant and equipment 10(b) 3,636 3,414 3,619 3,391
—  leasehold improvements 10(b) 212 309 212 309
10(b) 5,007 4,874 4,990 4,851
—  Intangible assets-software 11 1,252 1,561 1,252 1,560
Net loss on sale of property, plant and equipment 42 75 39 75
Rental-operating leases 8,791 7,986 8,791 7,986
Life Company
Life insurance expenses:
Total claims expense 2,806 4216
Less: Reinsurance recoveries revenue 754 941
Net claims incurred 2,052 3,275
Policy acquisition expenses
Commission-policy acquisition 730 670
Other 1,586 1,497
Policy maintenance expenses
Commission 7,343 5,842
Other 2,176 2,187
Investment management expenses 790 760
Total life insurance operating expenses 12,625 10,956
Increase in policyholders’ liabilities 446 799
Consolidated Parent
2008 2007 2008 2007
Notes $000 $000 $°000 $°000
Life insurance expenses include the following items:
Amortisation and depreciation of
—  property, plant and equipment 17 24
Loss on sale of non-current assets 2 -
Provision for employee entitlements 203 153
Superannuation contributions 365 518
Provision for outstanding claims (994) 1,339
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Consolidated Parent

2008 2007 2008 2007
Notes $000 $000 $000 $°000
3. Income Tax
(a) INCOME TAX (BENEFIT)/EXPENSE
As stated in Note 1, The Hospitals Contribution Fund of
Australia Limited is exempt from income tax for health
insurance business.
HCEF Life Insurance Company Pty Limited is subject to income
tax and these amounts reflect that expense. Other controlled
entities have no income tax expense. (375) 2,193 - -
Currently the taxation of life insurance business is not
based on the concept of profit but rather different rates
of tax are applied to various classes of business.
The current rates of taxation applicable to the taxable
income of significant classes of business are as follows: —
2008 2007
OA) 0()
Ordinary life insurance business 30 30
Complying superannuation 15 15
Other business 30 30
Shareholder 30 30

Taxation basis

The principal elements for the calculation of the taxable income for each class of business are as follows: —

Assessable income:

e complying superannuation business — specified rollover amounts and investment income;

e other business — accident and disability premiums earned and investment income;

e shareholder funds and ordinary life insurance business — investment income.

The gains and losses on sale of investments to the extent referable to the complying superannuation business are determined under
the capital gains tax provisions of the Income Tax Assessment Act (ITAA). The exceptions are gains on fixed interest securities

and foreign exchange gains or losses referable to the superannuation business which are tax paid primarily under the ordinary
income provisions.

The gains and losses on the sale of investments to the extent referable to other taxable classes of business are taxed primarily under
the ordinary income provisions, with the capital gains tax provisions potentially applying depending on circumstances.

Allowable deductions

The allowable deductions for each taxable class of business in Australia include:

®  acquisition costs (such as commissions) in relation to investment related life insurance business, superannuation business and
‘other business’;

e other expenses referable to the business (such as investment expenses); and

e an allocation of the general management expenses of the company these deductions are then allocated to each class of
business in accordance with the basis specified in the ITAA (which may or may not reflect the allocation of the expense
for accounting purposes).
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Notes to the Financial Statements continued

3. Income Tax (continued)

Basis of income tax apportionment

A notional income tax expense is calculated for each product as if the product were invested within a stand-alone Statutory Fund. The
difference between this and the actual tax expense is apportioned to products having regard to their contribution to the difference.

Consolidated Parent
2008 2007 2008 2007
Notes $000 $000 $°000 $°000

The composition of the total income tax expense is as follows:

Total current income tax expense 1,215 1,582

(Over)/Under provisions for the previous year (68) 141
Deferred attributable to future years:

Deferred income tax

Relating to origination and reversal of temporary differences (1,522) 470
Income tax expense/(benefit) reported in the Income Statement (375) 2,193
A reconciliation between tax expense and the product of
account profit before income tax multiplied by the company’s
applicable income tax rate is as follows:
Accounting (loss)/profit before income tax (1,404) 5,768
At the company’s statutory income tax rate of 30% (2007:30%) (421) 1,730
Tax effect of differences between amounts of income
and expenses recognised for account and the amounts
deductible/assessable in calculating taxable income:
Tax offsets and credits (245) (492)
Permanent differences due to movement in investment
contract liabilities 314 567
Non deductible items 22 298
Other items 23 (51)
Over/(under) provided in previous years after excluding amounts
attributable to policyholders (68) 141
Income tax expense/(benefit) reported in the Income Statement (375) 2,193
(b) DEFERRED INCOME TAX
Deferred income tax at 30 June relates to the following:
Deferred tax liabilities
Revaluations of financial assets held at fair value - 538
Temporary timing differences on assessable income 73 71
Total deferred tax liabilities 73 615
Deferred tax assets 1,015 34
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Consolidated Parent

2008 2007 2008 2007

Notes $000 $000 $000 $000
4. Retained Earnings and Reserves
(a) Movements in retained earnings were as follows:
Balance 1 July 457,050 386,573 422,460 355,533
Net profit 37,316 70,477 47,023 66,927
Balance 30 June 494,366 457,050 469,483 422,460
(b) Asset revaluation reserve
Balance 1 July 54,370 45,959 54,370 45,959
Revaluation of land and buildings 13,852 8,411 13,852 8,411
Balance 30 June 68,222 54,370 68,222 54,370
The asset revaluation reserve is used to record increments and decrements in the
fair value of land and buildings to the extent that they offset one another.
5. Trade Receivables and Other Assets
CURRENT
Premiums in arrears 8,829 8,503 8,829 8,503
Other receivables 3,883 6,096 3,102 4,863
Receivables from the Health Insurance Commission 28,608 25,264 28,608 25,264
Interest receivable 722 459 - -
Deferred acquisition costs 1,053 - 1,053 -
Prepayments 3,186 2,424 3,186 2,424
Total current trade receivables and other assets 46,281 42,746 44,778 41,054
NON-CURRENT
Receivables from associates 507 135 507 135
Total non-current trade receivables and other assets 507 135 507 135
Total trade receivables and other assets 46,788 42,881 45,285 41,189
The carrying amount disclosed above is a reasonable approximation of fair value
6. Financial Assets at Fair Value Through Profit or Loss
Holdings in Unlisted Trusts at fair value:
—  Cash, bank bills and floating rate notes 200,092 360,987 200,092 360,987
—  Government, semi-government and corporate securities 328,798 111,927 328,798 111,927
—  Shares 126,872 132,628 126,872 132,628
Total financial assets at fair value through profit or loss 655,762 605,542 655,762 605,542
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Notes to the Financial Statements continued

Consolidated Parent
2008 2007 2008 2007
Notes $000 $000 $000 $000
7. Inventories
Consumable stores and goods for resale 657 676 657 676
8. Investments in Controlled Entities
Shares in controlled entities (see below) - - 10,010 10,014
Acquisition costs for controlled entity - - - 363
Total investments in controlled entities - - 10,010 10,377

Percentage held by the

Consolidated Entity Parent

Country of 2008 2007 2008 2007
Investments in controlled entities: incorporation % % $°000 $°000
HCEF Life Insurance Company Pty Limited —
ordinary and preference shares Australia 100 100 10,000 10,000
HCF Nominees Pty Limited —
ordinary shares (20,000 50c shares ) Australia 100 100 10 10
HCEF Staff Superannuation Pty Limited '
(two $1 shares) Australia 100 100 - -
HCEF Pty Ltd
(two $1 shares) Australia 100 100 - -
HCF Executive Superannuation Pty Limited '
(two $1 shares) Australia 100 100 - -
HCF No2 Pty Limited (formerly IOR Australia Pty Ltd)
ordinary shares (4000 $1 shares)? Australia 0 100 - 4

10,010 10,014

! These companies were placed in voluntary liquidation by the members on 26 November 2006.
2 On the 25 September 2007 the remaining assets of HCF No2 Pty Limited were distributed to HCF Australia Pty Limited its parent entity and sole shareholder. A final
meeting was called and the Company was subsequently deregistered on the 26 February 2008.

9. Investments in Associated Entities
Moneytime Health Pty Limited
ordinary shares (1000 $1 shares) Australia 50 50 1 1

Total investments in associated entities 1 1
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Consolidated Parent
2008 2007 2008 2007

Notes $000 $000 $000 $000
10(a). Property, Plant and Equipment
Freehold land:
At fair value 10(b) 25,345 19,220 25,345 19,220
Buildings on freehold land:
At fair value 10(b) 55,299 47,202 55,299 47,202
Total freehold land and buildings 80,644 66,422 80,644 66,422

Freehold land and buildings were revalued by the Directors at 30 June 2008 at fair value using advice received from independent
valuers as at that date as a basis. The independent valuations were carried out by Scott Fullarton (FAPI) of Scott Fullarton Valuations

Pty Ltd. Revaluations are performed on the basis of sale and leaseback under their existing usage method or under vacant possession

under their planned sale method, as appropriate.

The change required to the overall carrying value on revaluation was credited directly to the asset revaluation reserve.

Consolidated Parent
2008 2007 2008 2007
Notes $000 $000 $000 $000
Leasehold improvements:
At cost 3,274 3,728 3,274 3,728
Accumulated amortisation (2,924) (3,166) (2,924) (3,166)
10(b) 350 562 350 562
Plant, equipment, furniture and fittings, motor vehicles
At cost 42,476 39,762 42,338 39,634
Accumulated depreciation (26,573) (28,505) (26,478) (28,413)
10(b) 15,903 11,257 15,860 11,221
Total property, plant and equipment,
furniture and fittings, motor vehicles
At fair value 80,644 66,422 80,644 66,422
At cost 45,750 43,490 45,612 43,362
126,394 109,912 126,256 109,784
Accumulated depreciation and amortisation (29,497) (31,671) (29,402) (31,579)
Total property, plant and equipment 10(b) 96,897 78,241 96,854 78,205
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Notes to the Financial Statements continued

Consolidated Parent
2008 2007 2008 2007
Notes $000 $000 $000 $°000
10(b). Reconciliations of Property, Plant
and Equipment
Reconciliations of the carrying amounts of property, plant and
equipment at the beginning and end of the current and previous year.
Freehold land:
Carrying amounts at beginning 19,220 17,660 19,220 17,660
Net amount of revaluation increments less decrements 6,125 1,560 6,125 1,560
10(a) 25,345 19,220 25,345 19,220
Buildings on freehold land:
Carrying amounts at beginning 47,202 40,235 47,202 40,235
Additions 1,529 1,267 1,529 1,267
Depreciation expense 2(b) (1,159) (1,151) (1,159) (1,151)
Net amount of revaluation increments less decrements 7,727 6,851 7,727 6,851
10(a) 55,299 47,202 55,299 47,202
Leasehold improvements:
Carrying amounts at beginning 562 871 562 871
Depreciation expense 2(b) (212) (309) (212) (309)
10(a) 350 562 350 562
Plant and equipment:
Carrying amounts at beginning 11,257 13,070 11,221 13,003
Additions 8,457 1,850 8,416 1,845
(Disposals)/adjustments (175) (249) (158) (236)
Depreciation expense 2(b) (3,636) (3,414) (3,619) (3,391)
10(a) 15,903 11,257 15,860 11,221
Total net carrying amount 10(a) 96,897 78,241 96,854 78,205
Total property, plant and equipment
Carrying amounts at beginning 78,241 71,836 78,205 71,769
Additions 30 9,986 3,117 9,945 3,112
(Disposals)/adjustments (175) (249) (158) (236)
Depreciation expense 2(b) (5,007) (4,874) (4,990) (4,851)
Net amount of revaluation increments less decrements 13,852 8,411 13,852 8,411
Total net carrying amount 96,897 78,241 96,854 78,205
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Consolidated Parent
2008 2007 2008 2007
Notes $000 $000 $000 $000
11. Intangible Assets
Software
At cost 10,401 8,745 10,392 8,737
Accumulated amortisation (8,160) (6,907) (8,152) (6,900)
Total intangible assets 2,241 1,838 2,240 1,837
Software
Carrying amounts at beginning of period 1,838 1,645 1,837 1,643
Additions 1,655 1,754 1,655 1,754
Depreciation expense 2(b) (1,252) (1,561) (1,252) (1,560)
Total net carrying amount 2,241 1,838 2,240 1,837
12. Investments Relating to Life Insurance
Business
Marketable securities — at fair value
Equity security investments 18,268 22,634
Debt security investments
Bank accepted bills of exchange 31,721 36,259
Floating rate notes 681 1,100
Mortgage backed securities 356 571
32,758 37,930
Total investments relating to life insurance business 51,026 60,564
13. Trade and Other Payables (current)
Trade creditors and benefits payable 31,879 47,679 31,324 46,700
Other creditors and accruals 9,599 3,433 9,599 3,433
Payable to controlled entities - - 434 9,355
Total current trade and other payables 41,478 51,112 41,357 59,488
14. Unearned Premium Liabilities and
Unexpired Risk Liabilities
(a) Unearned premium liabilities
Unearned premium liability as at 1 July 137,242 130,809 135,817 129,524
Deferral of premiums on contracts written in the period 146,927 137,242 145,373 135,817
Earning of premiums written in previous periods (137,242) (130,809) (135,817) (129,524)
Unearned premium liability as at 30 June 146,927 137,242 145,373 135,817

(b) Unexpired risk liabilities

A review of the adequacy of the unearned premium liabilities was carried out at balance date in accordance with the accounting policy
in Note 1. This review being referred to as the liability adequacy test. At balance date there was no need to recognise an unexpired risk

liability (2007:nil).
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Consolidated Parent
2008 2007 2008 2007

Notes $000 $000 $000 $°000
15. Provisions
Current provisions
Employee entitlements 22(a) 8,183 7,897 7,477 1,177
Provision for makegood on leased premises 478 484 478 484
Total current provisions 8,661 8,381 7,955 7,661
Non-current provisions
Employee entitlements 22(a) 2,635 2,634 2,575 2,570
Provision for makegood on leased premises 1,603 1,603 1,603 1,603
Total non current provisions 4,238 4,237 4,178 4,173
Total provisions 12,899 12,618 12,133 11,834
Employee entitlements
Opening balance 7,897 9,059 7,177 8,266
Payments (4,466) (5,802) (4,245) (5,594)
Provision increase 4,752 4,640 4,545 4,505
Total net carrying amount current 8,183 7,897 7,477 1,177
Provision for makegood on leased premises
Opening balance 2,087 2,094 2,087 2,094
Write off (6) (7 (6) (7)
Total net carrying amount 2,081 2,087 2,081 2,087
Employee entitlements
Opening balance 2,634 2,553 2,570 2,507
Provision increase 1 81 5 63
Total net carrying amount non current 2,635 2,634 2,575 2,570
16. Tax
Current tax (asset)/liability 91) 484 - -
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Consolidated Parent

2008 2007 2008 2007

Notes $000 $000 $000 $000
17. Claims Liabilities
Claims liabilities — central estimate of expected present
value of future payments for claims incurred ! 99,491 84,277 98,133 81,926
Risk margin ? 2,026 1,855 2,026 1,855
Claims handling costs 2,533 2,380 2,533 2,380
Total claims liabilities 104,050 88,512 102,692 86,161
Changes in the claims liabilities can be analysed as follows:
At 1 July 88,512 83,652 86,161 82,640
Claims incurred during the year 975,460 870,027 973,408 866,752
Claims paid during the year (959,922) (865,167) (956,877) (863,231)
At 30 June 104,050 88,512 102,692 86,161

Health Insurance Assumptions

! The expected future payments are not discounted to present value due to the short tail nature of the products written by the company where claims are generally settled
within 12 months.

2 The risk margin of 2.0% (2007:2.2%) of the underlying liability has been estimated to equate to a probability of adequacy of approximately 75% (2007: 75%)
Life Insurance Assumptions

' The amount disclosed is the Gross Claims provision as at 30 June 2008 and is not discounted to present value. There are no expected future payments of MOS liabilities.

Non Investment-Linked Investment Linked
Business Contracts Total

2008 2007 2008 2007 2008 2007

$°000 $000 $°000 $°000 $°000 $°000
18. Life Insurance Policyholders’

Liabilities
(a) Policyholders’ liabilities
Gross policyholders’ liabilities 18,890 21,062 4,075 4,937 22,965 25,999
Reinsured policyholders’ liabilities
—  Gross policyholders’ liabilities ceded (1,093) (1,014) - - (1,093) (1,014)
Net policyholders’ liabilities 17,797 20,048 4,075 4,937 21,872 24,985
Movements in net policyholders’
liabilities
Opening balance 20,048 23,567 4,937 6,851 24,985 30,418
Add:
Premiums recognised as change in
policy liabilities 1,843 1,474 784 869 2,627 2,343
Less:
Claims recognised as change in policy liabilities  (4,849) (5,249) (1,337) (3,3206) (6,186) (8,575)
17,042 19,792 4,384 4,394 21,426 24,186

Increase/(decrease) in policyholders’ liabilities
as shown in the Income Statement 755 256 (309) 543 446 799
Closing balance 17,797 20,048 4,075 4,937 21,872 24,985
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Total

2008 2007

$°000 $000
18. Life Insurance Policyholders’ Liabilities (continued)
(b) Business valued using the projection method
Best estimate liabilities
—  Value of future policy benefits 29,628 28,395
—  Value of future expenses 29,592 28,001
—  Value of future policy premiums (70,896) (67,431)
Total best estimate liabilities for life insurance contracts (11,676) (11,035)
Value of future profits
For non-investment-linked business
—  Value of future shareholder profit margins 5,546 5,196
Total value of future profits for life insurance contracts 5,546 5,196
Value of policyholders liabilities — other
For non-investment-linked business
—  Termination value 23,927 25,887
For investment-linked business
—  Termination value 4,075 4,937
Total policyholders’ liabilities — other 28,002 30,824
Net policyholders’ liabilities
Current 1,663 2,031
Non-current 20,209 22,954
Net policy liabilities 21,872 24,985

(c) The consolidated financial report includes both the Statutory Funds and Shareholders Fund of HCF Life
Insurance Company Pty Limited (“HCF Life”), which is incorporated within Australia.

Under the Life Insurance Act 1995, the parent entity’s access to the assets of HCF Life is restricted. Policyholders have a prior right to

the assets of HCF Life to satisfy the obligations to policyholders and any surplus attributable to the parent entity is only available after

approval from HCF Life’s independent actuary.

Guarantors’ Equity includes the following amounts which are not presently available for distribution:

2008 2007

$000 $°000

Retained earnings 20,210 20,977
Represented by:

Investments, short term deposits and other assets 47,239 51,790

Less: Other liabilities 5,157 5,828

42,082 45,962

Less: Net policyholders’ liabilities 21,872 24,985

20,210 20,977
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Consolidated Parent

2008 2007 2008 2007
Notes $000 $000 $000 $000
19. Cash and Cash Equivalents
(a) Reconciliation of net profit after tax to the net
cash flows from operations
Net profit after tax 37,316 70,477 47,023 66,927
Adjustments for:
Depreciation and amortisation 6,258 6,445 6,241 6,409
Adjustment of financial transactions (1,380) (2,619) (25) (25)
Loss on sale of non-current assets 42 75 39 75
Changes in fair value of financial assets at fair value
through profit or loss (9,220) (46,945) (9,220) (46,945)
Change in fair value of Life Company financial assets 5,808 (835) - -
Share of associates net loss 440 - 440 -
Changes in Assets and Liabilities
(Increase)/decrease in trade and other receivables (2,269) (2,950) (2,721) (2,607)
(Increase)/decrease in deferred acquisition costs (1,053) - (1,053) -
(Increase)/decrease in interest and dividend receivable (263) (133) - -
(Increase)/decrease in inventories 19 - 19 -
(Increase)/decrease in prepayments (762) (715) (762) (715)
(Increase)/decrease in investments in subsidiaries - - 367 -
Increase/(decrease) in trade creditors and benefits payable (9,254) 9,097 (15,376) 12,751
Increase/(decrease) in payables to controlled entities - - (8,921) 524
Increase/(decrease) in other creditors and accruals (380) (1,100) 6,166 (4,928)
Increase/(decrease) in claims recognised as a change in liabilities (5,716) (9,134) - -
Increase/(decrease) in policyholders’ liabilities 2,603 3,701 - -
Increase/(decrease) in makegood provisions (6) (1,610) (6) (1,610)
Increase/(decrease) in claims liabilities 15,538 4,860 16,531 3,521
Increase/(decrease) in unearned premium liability 9,685 6,433 9,556 6,293
Increase/(decrease) in tax liability (2,098) 519 - -
Increase/(decrease) in employee entitlements 287 (642) 305 577
Net cash flow from operating activities 45,595 34,924 48,603 40,247
(b) Reconciliation of cash and cash equivalents
Cash balance comprises:
—  Cash on hand 13,629 12,946 13,041 12,497
—  Short term deposits 15,410 19,806 15,410 19,806
29,039 32,752 28,451 32,303
—  Life insurance — cash on deposit 6,370 4,459 - -
Total cash and cash equivalents 35,409 37,211 28,451 32,303

Cash at bank earns interest at floating rates based on the daily bank deposit rate.

Short-term deposits are made for varying periods of between one day and three months, depending on the immediate cash
requirements of the company, and earn interest at the respective short-term rates.
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Consolidated Parent
2008 2007 2008 2007
Notes $000 $000 $000 $°000
20. Capital Expenditure Commitments
Estimated capital expenditure contracted but not provided
for at balance date: —
—  payable not later than one year after the end of the
financial year. - 470 - 470
Total capital expenditure commitments - 470 - 470
21. Lease Expenditure Commitments
Aggregated lease expenditure contracted for at balance date,
but not provided for:
Operating leases:
Not later than one year 5,799 7,832 5,799 7,832
Later than one year and not later than five years 11,323 13,021 11,323 13,021
Later than five years 360 - 360 -
Gross operating lease commitments 17,482 20,853 17,482 20,853
Operating leases sub-let to third parties with minimum
lease payments expected to be received:
Not later than one year 604 811 604 811
Later than one year and not later than five years 1,274 1,687 1,274 1,687
Later than five years 67 - 67 -
Gross operating lease recoveries 1,945 2,498 1,945 2,498
Net operating lease commitments 15,537 18,355 15,537 18,355

Notes :
(a)  Rental payments for operating leases are determined on a lease by lease basis depending on lease terms and escalation clauses and estimated variable expenses.
(b)  Operating leases generally have a five year lease term. Commitments represent payments for property rentals.
Some premises have been sub-let to third parties. Future minimum lease payments expected to be received at the reporting date are $1,945,000 (2007: $2,498,000).

(c)  The company has granted a number of lessors bank guarantees to support these obligations.

Consolidated Parent
2008 2007 2008 2007
Notes $°000 $°000 $°000 $°000

22. Employee Entitlements and Superannuation Commitments

(a) Employee entitlements
Current

Aggregate employee entitlements are comprised of
accrued wages, salaries and oncosts and provisions:

Annual leave 15(a) 5,579 5,446 4,873 4,946
Long service leave 15(a) 2,604 2,451 2,604 2,231
Total current employee entitlements 8,183 7,897 7,477 7,177
Non-current

Long service leave 15(a) 2,635 2,634 2,575 2,570
Total non current employee entitlements 2,635 2,634 2,575 2,570
Total employee entitlements 10,818 10,531 10,052 9,747
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22. Employee Entitlements and Superannuation Commitments (continued)

(b) Superannuation commitments
Contributions by companies in the economic entity are made at a rate sufficient to meet the entity’s superannuation guarantee
obligations (9% of salary during the year) or at such higher rate as agreed between the employee and the Company.

The entity makes contributions to complying superannuation funds as requested by employees, to meet the requirements of the
superannuation guarantee legislation. The entity has no further obligations relating to superannuation commitments.

23. Contingent Assets and Liabilities

There are no other contingent asset or liabilities for this financial year.

24. Remuneration of Key Management Personnel

The key management personnel includes

—  for the Hospitals Contribution Fund
— nine Non-executive Directors
— one CEO and eight General Managers

—  for the HCF Life Insurance Company Pty Limited
— five Non-executive Directors
— one Managing Director

Consolidated Parent
2008 2007 2008 2007
$ $ $ $
(a) Short term employee benefits
Cash Salary 4,627,385 4,042,525 3,846,696 3,320,037
Cash Bonus 61,688 1,130,114 61,688 984,048
Non monetary benefits 36,862 38,414 32,073 33,088
Post-employment
Superannuation 450,339 388,973 376,517 320,427
Retirement benefits - 2,900,231 - 1,926,161

5,176,274 8,500,257 4,316,974 6,583,761

(b) An interest free secured loan of $333,000 has been made to a key management person as a consequence of a long term incentive
arrangement. On satisfactory completion of the terms of the arrangement the loan will not be repayable. HCF will satisfy any
related taxation obligation. The cost of this overall arrangement has been progressively brought to account in accordance with
the vesting period, on the basis that the terms of the arrangement will be satisfied.

Key management personnel received no other remuneration benefits.

25. Related Party Disclosures

(a) Details of Directors’ retirement benefits and remuneration are set out in Note 24.

(b) During the past year HCF supplied office space and supporting services and other administrative functions to HCF Life on a cost
recovery basis.

During the financial year the parent entity received commissions under normal terms and conditions totalling $7,940,331
(2007: $6,383,442) from HCF Life for sales of life insurance policies.

(c) During the year, a controlled entity paid brokerage fees under normal commercial terms and conditions to Ord Minnett Limited.
Mr R. G. Utz, a director of HCF Life Insurance Company Pty Limited, was appointed as a director of Ord Minnett Holdings
Limited on 21 April 2004.
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Consolidated Parent
2008 2007 2008 2007
$ $ $ $
26. Auditors’ Remuneration
Amounts received or due and receivable by the parent company
auditors for:
—  an audit of the financial reports of the entity and any
other entity in the consolidated entity 365,329 361,995 240,000 235,000
—  an audit of other regulatory requirements of the entity and any
other entity in the consolidated entity 90,000 86,500 90,000 86,500
—  other services in relation to the entity and any other entity
in the consolidated entity
—  tax services - 8,750 - 8,750
—  other assurance and advisory services 44,206 55,860 36,990 48,985
Total auditors remuneration 499,535 513,105 366,990 379,235

The auditors do not receive any other benefits.

27. Other Statutory Information

The Hospitals Contribution Fund of Australia Limited (HCF
or Fund) is a company limited by guarantee and is incorporated
in Australia in the state of NSW. The Hospitals Contribution
Fund of Australia Limited is the parent entity and

is the ultimate parent entity. The registered address of the
company is, 403 George Street, Sydney, NSW 2000.

The financial report for the Group for the year ended 30 June
2008 was authorised for issue in accordance with a resolution

of Directors on 25 September 2008.

28. Subsequent Events

Subsequent to balance date HCF Australia Limited signed a
merger implementation deed with Manchester Unity Australia
Limited, the merger is conditional upon Manchester Unity
receiving approval from its members and the proposal being
approved by the various regulatory authorities.

If the merger is approved HCF Australia Limited will pay
$256 million, with Manchester Unity Australia Limited
becoming a wholly owned subsidiary of HCE

29. Risk Management

The consolidated entities financial condition and operating
activities are affected by a number of key financial risks
including interest rate risk, currency risk, credit risk, market
risk, liquidity risk and fiscal risk and non-financial risks
including insurance risk, compliance risk, regulatory risk and
operational risk. The consolidated entity has implemented a
group wide risk management network to mitigate those risks.

Group risk management roles and responsibilities
HCF’s Board of Directors determines the groups overall risk
appetite and approves the risk management strategies, policies
and practices to ensure that risks, including compliance risks,
are identified and managed within the context of this appetite.

The Board has delegated the direct review of risk management,
to the HCF Audit and Risk and Compliance Committee and
HCEF Life Audit, Risk and Compliance Committees. Committee
members are Non-executive Directors.

The management team is responsible for implementing and
assessing the effectiveness of risk management strategies and
internal controls across the group. The group has a General
Manager Risk Management who has the responsibility for risk
compliance and related issues within the Group.

The General Manager Risk Management is assisted in this task
by the following functions and activities:

Risk Management — Which maintains the HCF Risk
Management Framework to ensure that the business has in place
the appropriate structures, processes and competencies to give
due consideration of all strategic and operational risks and
assesses the adequacy of their controls.

Compliance — Which provides a process and reporting
framework to enable all business to meet their regulatory
compliance obligations in accordance with HCF Group
Compliance Policies.

Internal Audit — Which provides independent assurance to
senior management and Directors regarding the adequacy of
controls over perceived higher risk activities of the Group.

Risk Reporting — recording management’s perceptions of risks
and controls within individuals business units.

Investments — Which establishes and reviews policies
and controls and processes in connection with financial risk,
including investment risk, credit risk, currency risk and
capital management.

Actuarial — A separate dedicated actuarial department analyses
all claims to monitor the appropriateness of the rates.
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29. Risk Management (continued)

INSURANCE RISK — HEALTH INSURANCE
ACTIVITIES

HCF's health Insurance activities primarily include prudent pricing,
together with claims management and investment management.
Because of the specific requirements of Health Insurance and
community rating, risks must be accepted at a ‘standard’ rate.

The rates that are proposed are subject to review by the Minister for
Health and must ensure the financial viability of the health fund.

While HCF has the ability to determine rates and benefits
payable within certain guidelines there is limited ability to price
risk. There is the impact of the Risk Equalisation Scheme which
is a government mandated policy which allocates a percentage of
all payments to members based upon age cohorts to be paid by
all health funds in proportion to overall membership.

The key policies in place to mitigate risks in health insurance
include:

e  operation of the Health Benefits Reinsurance trust fund;

e the use of Actuarial models based on historical data to
calculate premiums;

®  monitoring of fund rules and changes as appropriate; and

e industry policies and PHIAC requirements.

Concentration of insurance risk

There is concentration of risks into the areas where we have a
higher than average membership e.g. NSW. Because of the
Community Rating Principle we are unable to set different prices
based on an individuals age or to reflect their previous claims
history. As such we are unable to directly mitigate these
concentrations of insurance risks.

INSURANCE RISK — LIFE INSURANCE
ACTIVITIES

HCEF Life Insurance activities are either non-underwritten
products which are sold as ‘add on’s’ to health insurance products
or as separate underwritten products. The risk of add on policies
is that the rates may not reflect the claims made and there is no
underwriting of individual risks, but the overall program is
reviewed and individual payments are generally small.

The underwritten policies are subject to underwriting risks, and
due to portfolio size are also subject to volatility of claims.

In compliance with contractual and regulatory requirements, the
risks are actively managed to ensure they satisfy policyholder’s
risk and reward objectives and do not adversely affect ability to
pay benefits and claims when due. Compliance and operational
risk are controlled and monitored to maintain the efficiency of
the Group and as well as to manage the risk of non-compliance.

Risk management objectives and policies for
mitigating risk

Underwriting policies and procedures — Policies in place to
systematically underwrite policies.

Risk strategy relating to life insurance products —
determination of appropriate risk/return ratios for policies.

Capital allocation and solvency requirements — Capital
requirements are measured using a risk based capital approach
and by reference to the various regulatory reporting requirements.

Solvency margin requirements — established by local Regulators
(APRA) are in place to reinforce safeguards for policyholder’s
interests, being primarily the ability to meet future claims
payments. The solvency margins measure the excess of the
values of the insurer’s assets over the value of its liabilities, each
element being determined in accordance with the applicable
valuation rules.

Monitoring of insurance risk — The financial and operating
results are monitored and detailed annual investigations are
performed into the mortality, morbidity and persistence experience
of the business.

Claims Management procedures — strict claims management
procedures are in place to ensure the timely and correct payment
of claims in accordance with policy conditions.

ASSET AND LIABILITY RISK — GROUP

Asset and liability management techniques

Assets are allocated to different classes of business using a risk
based approach. Premiums received and returns obtained from
investments provide the liquidity to meet claims payments and
associated expenses as they arise. Furthermore, the terms and
conditions of investment products are such that the majority of
the investment risk and rewards are borne by the policyholders.

Methods to limit or transfer life insurance risk exposures —
The group purchases reinsurance to manage the exposure to
accepted insurance risk.

Concentration of risk — The Company writes a mixture of
individual and group insurance business providing mortality,
morbidity and annuity benefit payments. The mix of business

is monitored and managed to avoid inappropriate concentrations

of risk.

Concentrations of risk based on individual lives are managed
through the use of surplus reinsurance arrangements whereby
the group’s maximum exposure to any individual life is capped.

Concentrations of risk by product type are managed through
monitoring of the in force life insurance business and the mix
of new business written each year.

A product pricing and re-rating process ensures that any cross
subsidies between insurance rates for groups of policyholders
of different sex and age are minimised such that product
profitability is not materially impacted by changes to the age
and sex profile of the in force business.

Terms and conditions of life insurance contracts
The nature of the terms of the insurance contracts written is
such that certain external variables can be identified on which
related cash flows for claim payments depend.
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29. Risk Management (continued)

The table below provides an overview of the key variables upon which the timing and uncertainty of future cash flows of the various

life insurance and investment contacts depend.

Type of contract

Detail of contract workings

Nature of compensation
for claims

Key variables affecting
future cash flows

Long-term non-participating
insurance contracts with fixed
and guaranteed terms (Term

Guaranteed benefits paid on
death, ill health or maturity
that are fixed

Benefits, defined by the

insurance contract, are not
directly affected by the

Mortality, morbidity, market
earning interest rates, lapses,
expenses.

Life and Disability)

performance of underlying
assets or the performance
of the contracts as a whole.

These policies include a
defined initial guaranteed
sum assured which is payable
on death.

Long-term insurance

contracts (Whole of Life)

Mortality, morbidity, market
earning interest rates, lapses,
expenses.

Benefits dependent on
contracts.

Non-discretionary The gross value of premiums

participating investment received is vested in units and
the investment account is the

value of the units. Investment

contracts without guaranteed
returns

management fees are deducted
from policyholders annually
based on the average value of
funds under management.

The investment return is Market risk, interest rates,

equal to the earnings on expenses.
assets backing the investment
contracts less an applicable

management fees.

Capital risk

The Group and parent entity’s objectives when managing capital
are to safeguard their ability to continue as a going concern, so
they continue to provide benefits for its stakeholders and to
maintain an optimal capital structure.

HCEF is required to comply with the Solvency and Capital
Adequacy Standards under schedule 2 and 3 of the Private Health
Insurance (Health Benefits Fund Administration) Rules 2007.

Financial risk

The Groups financial instruments consist mainly of deposits with
banks, short term investments, investments in unit trusts,
accounts receivable and payable, loans to and from subsidiaries.

Senior executives meet on a regular basis and evaluate treasury
management strategies in the context of the most recent
economic conditions and recommend changes to the Board of
Directors when considered prudent. The objective is to assist
the Group in meeting its financial target while protecting
future financial security.

The Group is exposed to a number of forms of financial risk, the
most significant being market risk and liquidity risk. The impact
of these risks on the Life Insurance business is discussed in the
preceding sections. This section provides an explanation of the
other aspects in which the Group is affected by financial risks.

Market risk

The Group takes on exposure to market risks including currency
risk, fair value interest risk and price risk. Market risks arise from
open positions in interest rates, currency and equity products, all
of which are exposed to general and specific market movements.

The market risks that the Group primarily faces are equity risk
and interest rate risk, due to the nature of its investments
and liabilities.

With respect to insurance and investment contracts where the
Group incurs market risk primarily in the form of interest rate
risk, the risk is managed through asset/liability management
strategies that seek to match the interest rate sensitivity of the
assets to that of the underlying liabilities. The overall objective
in these strategies is to limit the net change in the value of assets
and liabilities arising from interest rate movements. While it is
more difficult to measure the interest sensitivity of insurance
liabilities than that of the related assets, to the extent that it is
possible to measure such sensitivities the Group believes that
interest rate movements will generate asset value changes that
substantially offset changes in the value of the liabilities relating
to the underlying insurance and investment contracts.
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For all the assets backing insurance contracts that are not sensitive to interest rate or market risk, the Group has developed
investment guidelines to manage the Group’s exposure to equity risk primarily by seeking to match the risk profile of equity

investments against risk-adjusted equity market benchmarks. The Group measures benchmark risk levels in terms of price volatility

in relation to the market in general. For the assets backing such liabilities, the key objective is to ensure that adequate returns in

relation to the market in general. For the assets backing such liabilities, the key objective is to ensure that adequate returns are

delivered maintaining a sufficient level of liquid assets to fund unexpected cash outflows arising from insurance claims payments.

The liquidity risk section below deals with this aspect of the Group risk management in greater detail. Investment activity for the

Group is undertaken in accordance with an investment mandate established by the Board of Directors. The mandate stipulates

the investment allocation mix, the match of investment assets and liabilities and the use of derivatives.

Liquidity risk

The Group is exposed to daily calls on its available cash resources from claims, maturing policies and surrenders. Liquidity risk is the

risk that payment of obligations may not be met in a timely manner at a reasonable cost. The Board sets limits on the the minimum

proportion of maturing funds available to meet such calls and on the minimum level of borrowing facilities that should be in place to
cover maturities, claims and surrenders at unexpected levels of demand.

The table below summarises the maturity profile of certain financial liabilities of the consolidated entity and the company based on

the remaining undiscounted contractual obligations.

As at 30 June 2008

Investment
1 year or less 1 to 5 years Over 5 years linked Total
Consolidated $000 $000 $000 $000 $000
Trade and other payables 41,478 - - - 41,478
41,478 - - - 41,478

As at 30 June 2007

Investment
1 year or less 1 to 5 years Over 5 years linked Total
Consolidated $°000 $°000 $000 $°000 $°000
Trade and other payables 51,112 - - - 51,112
51,112 - - - 51,112

Interest rate risk

The Group manages some of its exposure to interest rate risk by
matching assets to the liabilities that they back. Separate asset
liability matching analyses are employed for separate categories
of products within each business. Although this natural hedging
is not reflected in the accounting policies adopted or in the
presentation of the results and Balance Sheet included in these
financial statements, it does mitigate the Group’s exposure to such
risk. These matching procedures are not 100% effective. The
Group strikes a balance mitigating the most significant exposure
to interest rate risk while maximising the return to participating
policyholders and shareholders by allowing some flexibility to
those who manage the investment of the assets. A number of
derivatives may be held to enable the matching of asset and
liability to further mitigate exposure to interest rate movements.

Credit risk

Credit risk arises from the financial assets of the Group, which
comprise cash and cash equivalents, trade and other receivables
and investments backing insurance liabilities. The Groups
exposure to credit risk arises from potential default of the counter
party, with a maximum exposure equal to the carrying amount of
these instruments.

Credit risk exposures are calculated regularly and compared to
authorised credit limits before further transactions are undertaken
with each counterparty and therefore the Group does not require
collateral or other security to support credit risk exposure.

In addition, receivable balances are monitored on an ongoing
basis with the result that the Group’s exposure to bad debts is
not significant.

There is no significant concentration of credit risk within the
Group and financial instruments are spread amongst a number
of financial institutions and fund managers to minimise the risk
of default of counterparties.

Equity price risk

Equity price risk is the risk that the fair value of equities will
decrease as a result of changes in levels of equity indices and the
value of individual stocks. The Company holds all of its equities
as fair value through the profit or loss.

The investment policy stipulate the limit of any individual stock
in the equity portfolio while asset concentration risks are
managed according to the investment objective.
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30. Segment Information

The economic entity operates solely within Australia and predominantly in the private health care insurance and life insurance industries.

Health Life Eliminations Consolidated

2008 2007 2008 2007 2008 2007 2008 2007
Industry segments Notes $000 $000 $000 $000 $000 $000 $000 $000
Operating revenue
Income from customers outside
the consolidated entity 1,081,418 965,131 15,432 14,146 - - 1,096,850 979,277
Intersegment transactions 16,982 6,409 - - (16,982) (6,409) - -
Other Segment Revenue
Investment income 8,316 46,946 (5,808) 1,182 - - 2,508 48,128
Interest income 3,086 1,820 2,790 3,004 - - 5,876 4,824
Dividends other corporations - - 1,306 2,255 - - 1,306 2,255
Rental income 2,490 2,376 - - (145) - 2,345 2,376
All other revenues 1,258 1,193 15 210 - - 1,273 1,403
Total revenue 2(a) 1,113,550 1,023,875 13,735 20,797 (17,127) (6,409) 1,110,158 1,038,263
Consolidated entity
profit before tax 47,023 66,927 (1,403) 5,768 (8,679) (25) 36,941 72,670
Consolidated entity tax - - 375 (2,193) - - 375 (2,193)
Consolidated entity net
operating profit 47,023 66,927 (1,028) 3,575 (8,679) (25) 37,316 70,477
Total assets 839,260 770,130 61,061 67,560  (10,434) (10,702) 889,887 826,988
Total liabilities (301,555) (284,279) (26,178)  (31,623) 434 334 (327,299) (315,568)
Other Segment information:
Acquisition of property,
plant and equipment,
and other non current assets 10(b) 9,945 3,112 41 5 - - 9,986 3,117
Depreciation and amortisation (6,242) (6,411) (17) (24) - - (6,259) (6,435)
Other non-cash expenses  15(b) (4,550) (4,568) (203) (153) - - (4,753) (4,721)
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31. Financial Instruments

(a) Terms, conditions and accounting policies

Balance Sheet Notes ~ Accounting

Recognised Financial Instrument June 2008 Policies Information, Terms and Conditions

FINANCIAL ASSETS

Cash at bank 19(b) Refer Note 1. Interest is credited at the bank’s negotiated rate.

Short term deposits 12, 19(b) Refer Note 1. Short term deposits are at 11 am call, with an
average interest rate of 6.78% over the year
(2007: 6.25%).

Premiums in arrears 5 Refer Note 1. The collection ratio is based on actual arrears
collection data gathered over several years.

Other receivables 5 Refer Note 1.

Commonwealth Government bonds 6 Refer Note 1. Government bonds and semi-government

& semi-government securities securities holdings facilitated via unlisted
pooled trusts.

Corporate securities 6 Refer Note 1. Corporate security holdings facilitated via

unlisted pooled trust

Mortgage-backed securities 6,12 Refer Note 1. Mortgage-backed securities have a weighted
average interest rate of 7.23% (2007: 6.53%) and
a maturity date of 12/02/2011(2007: 12/02/2036).
Interest is received at the next reset date.

Bank bills and floating rate notes 6,12 Refer Note 2. Bank bills have a weighted average interest rate
of 7.86% (2007: 6.42%) and a maturity range of
08/08/2008 to 26/09/2008 (2007: 30/07/2007 to
21/11/2007). Interest is received on maturity.
Floating rate notes have a weighted average
interest rate of 5.84% (2007:6.22%) and a maturity
range to perpetuity. (2007: to perpetuity)

Listed shares and convertible notes 6,12 Refer Note 1.

Unlisted trusts 6 Refer Note 1. Distributions are paid either quarterly or
semi-annually.

FINANCIAL LIABILITIES

Trade creditors 13 Refer Note 1. Trade creditors are normally settled on
30 day terms.

Other creditors and accruals 13 Refer Note 1. Other creditors are normally settled on

30 day terms.
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Notes to the Financial Statements continued

31. Financial Instruments (continued)

(b) Interest rate sensitivity analysis

The following table demonstrates the impact of a 100 basis points change in Australian and International interest rates, with all other
variables held constant, on HCF Group’s profit and equity. It is assumed that the 100 basis point change occurs at the reporting date
(30 June 2007 and 2008) and there are concurrent movements in interest rates and parallel shifts in yields curves.

30 June, 2008 30 June, 2007
Impact Impact Impact Impact
on profit on equity on profit on equity
$000 $:000 $000 $000
Change in variable
+100 basis points 5,681 5,681 5,153 5,153
—100 basis points (5,681) (5,681) (5,153) (5,153)

(c) Equity movement sensitivity analysis
The analysis below demonstrates the impact of a 10% movement in Australian and International equities. This analysis was performed
to assess the risk of holding investments linked to equity instruments. It is assumed any change occurs as at the reporting date.

30 June, 2008 30 June, 2007

Impact Impact Impact Impact
on profit on equity on profit on equity
$°000 $°000 $000 $000

Change in variable
10% increase in Australian equities 5,397 5,397 8,094 8,094
10% increase in International equities 8,421 8,421 6,534 6,534
10% decrease in Australian equities (5,398) (5,398) (8,096) (8,096)
10% decrease in International equities (8,421) (8,421) (6,534) (6,534)

(d) Credit risk exposure

With regard to the Company’s investment in unlisted trusts, the controls imposed in managing the underlying credit risk exposures
contained therein are set and controlled by our investment manager MLC Investments Limited under its multi manager platform.
These controls include setting and monitoring minimum and average credit ratings and maximum exposures to individual counter
parties and fund managers.®

With regard to credit risk exposures presented by counterparties to underlying derivative contracts, the controls imposed, are contained
with the Risk Management Statement.

(i) Credit exposure by type

2008 2007

$000 $000

Investments held as fair value through the profit and loss (i) 713,158 670,565
Due from Government 28,608 25,264
Due from Individuals 8,829 8,503
750,595 704,332

There are no material amounts of collateral held as security at 30 June 2008.

There are no amounts past due but not impaired.
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31. Financial Instruments (continued)

(e) Hedging instruments

The Company via its investments in unlisted unit trusts, has exposure to foreign currencies.

In certain instances, the funds chosen fully hedge these exposures using spot foreign exchange contracts to hedge the value of the
underlying assets. The objective is to eliminate currency movements on the underlying assets from the performance of the fund.
The associated costs and marked to market effect of the spot foreign exchange contracts are reflected in the unit price adopted
valuation of assets and measurement of profit or loss.

HCEF Life enters into exchange-traded options where it agrees to sell or call for the underlying stock in accordance with the terms
of the individual contract. The objective is to economically hedge the underlying portfolio against market movements Exchange
traded options are recognised at the date the contract is entered into. Each option is carried at fair value with gains and losses
recognised through profit or loss.

32. Solvency Requirements of Health Fund

a)  Under the Schedule 2 of Private Health Insurance (Health Benefits Fund Administration) Rules 2007 the solvency reserve
for The Hospitals Contribution Fund of Australia Limited at 30 June 2008 is $136,083,000 (2007: $116,367,000)

b) SOLVENCY REQUIREMENTS OF THE STATUTORY FUNDS FOR LIFE COMPANIES

As indicated in Note 1, distribution of the retained profit of HCF Life Insurance Company Pty Limited is limited by the prudential
capital requirements of the Life Insurance Act 1995, the detailed provisions of which are specified by actuarial standards.

In accordance with Part 5 of the Life Insurance Act 1995, Actuarial Standard 2.04; Solvency Standard prescribes a minimum capital
requirement — the solvency requirement — for each statutory fund of the company.

The Solvency Requirements, and ratios in respect of those requirements’ are as follows: —

Statutory Funds Statutory Funds

Total 2008 Total 2007

$ $

SOLVENCY REQUIREMENT ! $35,548,000 $39,225,000
Solvency Reserve % 3.33% 3.91%
Coverage of Solvency Reserve 10.24 9.48

NOTE:

I Represents the minimum level of assets required to be held in each statutory fund, prescribed by the Solvency Standard referred to in Part 5 of the Life Insurance Act 1995.
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Directors’ Declaration

In accordance with a resolution of the Directors of The Hospitals Contribution Fund of
Australia Limited I state that:

(1 In the opinion of the directors:

(a) the financial statements and notes of the company and of the consolidated
entity are in accordance with the Corporations Act, 2001 including:

(i) giving a true and fair view of the company’s and the consolidated
entity’s financial position as at 30 June 2008 and of their performancc

for the year ended on that date; and

(i)  complying with Accounting Standards and Corporations Regulations,
2001, and

(b) there are reasonable grounds to believe that the company will be able to pay its
debts as and when they become due and payable.

On behalf of the Board

Chairman
Sydney, 25 September 2008
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Independent Audit Report

Sydney NSW 2000 Australia
GPO Box 2646 Sydney NSW 2001

Tel: +61 2 9248 5555
Fax: +61 2 9248 5959
www.ey.com/au

l‘lHl““HH”HH“'"'”W Zll ERNST & YOUNG pS

Independent auditor's report to the members of The Hospitals
Contribution Fund of Australia Limited.

We have audited the accompanying financial report of The Hospitals Contribution Fund of Australia and the
consolidated entity, which comprises the balance sheet as at 30 June 2008, and the income statement,
statement of recognised income and expense and cash flow statement for the year ended on that date, a
summary of significant accounting policies, other explanatory notes and the directors’ declaration of the
consolidated entity comprising the company and the entities it controlled at the year's end or from time to time
during the financial year.

Directors’ Responsibility for the Financial Report

The directors of the company are responsible for the preparation and fair presentation of the financial report in
accordance with the Australian Accounting Standards (including the Australian Accounting Interpretations) and
the Corporations Act 2001. This responsibility includes establishing and maintaining internal controls relevant
to the preparation and fair presentation of the financial report that is free from material misstatement, whether
due to fraud or error; selecting and applying appropriate accounting policies; and making accounting estimates
that are reasonable in the circumstances. In Note 1, the directors also state that the financial report,
comprising the financial statements and notes, complies with International Financial Reporting Standards as
issued by the International Accounting Standards Board.

Auditor's Responsibility

Our responsibility is to express an opinion on the financial report based on our audit. We conducted our audit
in accordance with Australian Auditing Standards. These Auditing Standards require that we comply with
relevant ethical requirements relating to audit engagements and plan and perform the audit to obtain
reasonable assurance whether the financial report is free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial report. The procedures selected depend on our judgment, including the assessment of the risks of
material misstatement of the financial report, whether due to fraud or error. In making those risk assessments,
we consider internal controls relevant to the entity's preparation and fair presentation of the financia! report in
order to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity's internal controls. An audit also includes evaluating
the appropriateness of accounting policies used and the reasonableness of accounting estimates made by the
directors, as well as evaluating the overall presentation of the financial report.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

Independence

In conducting our audit we have met the independence requirements of the Corporations Act 2001. We have
given to the directors of the company a written Auditor's Independence Declaration, a copy of which is included
in the directors’ report. In addition to our audit of the financial report, we were engaged to undertake the
services disclosed in the notes to the financial statements. The provision of these services has not impaired our
independence.

Liability limited by a scheme approved
under Professional Standards Legislation
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Independent Audit Report continued

Auditor's Opinion

In our opinion:

1. the financial report of The Hospitals Contribution Fund of Australia Limited and the consolidated entity
is in accordance with the Corporations Act 2001, including:

i giving a frue and fair view of the financial position of The Hospitals Contribution Fund of
Australia and the consolidated entity at 30 June 2008 and of their performance for the year
ended on that date; and

ii complying with Australian Accounting Standards (including the Australian Accounting
interpretations) and the Corporations Regulations 2001.

2. the financial report also complies with International Financial Reporting Standards as issued by the
International Accounting Standards Board.

EM"J( - Y@st

Ernst & Young

Andrew Price
Partner

Sydney

25 September 2008

Liability limited by a scheme approved
under Professional Standards Legislation
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Further Information

Glossary
Contributor

A person from whom HCF accepts contributions and who is
eligible for benefits.

The Fund

HCF and HCF No2 Pty Limited (formerly IOR Australia
Pty Limited)

HCF
The Hospitals Contribution Fund of Australia Limited —
a registered health benefits organisation.

HCF No.2 Pty Limited

A registered health benefits organisation until 31 December,

2004.

Inpatient
Any member who is admitted to hospital.

Medical Gap

Occurs when doctors charge more than the Medicare Schedule

Fee. Generally, contributors pay any difference above the
Schedule Fee.

Member

A contributor, the contributor’s spouse or partner, and any
dependent children of contributor.

Same Day Patient

An inpatient who receives treatment in hospital, or a day
hospital facility, but does not stay overnight.

Abbreviations

AASB

Australian Accounting Standards Board
ACHS

Australian Council on Healthcare Standards
AFSL

Australian Financial Services Licence
AHIA

Australian Health Insurance Association
CABG

Coronary Artery Bypass Graft

CVA

Cerebrovascular Accident

FSRA

Financial Services Reform Act

IASB

International Accounting Standards Board
ISQH

International Society for Quality in Healthcare
PBI

Predictive Business Intelligence

PHIAC

Private Health Insurance Administration Council
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Contact Details

Head Office
HCF House
403 George Street,
Sydney NSW 2000

Telephone (02) 9290 0444
Facsimile 1800 045 563

www.hcf.com.au
service@hcf.com.au

NSW South Region
Regional Office

93 City Plaza,

Bankstown NSW 2200
Telephone (02) 9790 6700
Facsimile (02) 9790 6710

Branches

Albury 6021 4736
Bankstown 9790 1429
Bega 6492 1767
Belconnen 6251 5094
Bondi Junction 9389 4383
Bowral 4861 3494
Burwood 9744 2571
Campbelltown 4625 0471
Canberra 6248 5811
Deniliquin (03) 5881 1916
Griffith 6962 3490
Hurstville 9579 5682
Liverpool 9602 7373
Miranda 9526 1289
Nowra 4421 2296
Pagewood 9344 5919
Roselands 9759 1217
Sydney CBD 9290 0520
Wagga Wagga 6921 4990
Woden 6282 1951
Wollongong 4229 1717
Full Service Agents

Cootamundra 6942 1733
Goulburn 4821 1652
Leeton 6953 6425
NSW North Region

Regional Office

Suite 9,

10 Edgeworth David Avenue,

Hornsby NSW 2077
Telephone (02) 9476 5066
Facsimile (02) 9476 5645

Branches
Armidale
Blacktown
Brookvale
Castle Hill
Charlestown
Chatswood
Coffs Harbour
Dubbo

Erina

Grafton
Hornsby
Lismore
Macquarie Centre
Maitland
North Sydney
Orange
Parramatta
Penrith

Port Macquarie
Tamworth
Tweed Heads

Full Service Agents
Bathurst

Interstate Branches
Melbourne

330 Collins Street,
Melbourne VIC 3000
Telephone (03) 9670 5510

Brisbane

Shop G7-§,

MacArthur Central,

Cnr Queen and Edwards St,
Brisbane QLD 4000
Telephone (07) 3229 7366

Adelaide

Shop 1, 49 Gawler Place,
Adelaide SA 5000
Telephone (08) 8227 2881

Dental Centres

Sydney Dental Centre
3rd floor, HCF House,

403 George Street,
Sydney NSW 2000
Telephone (02) 9290 0555

Parramatta Dental Centre
Level 6, 128 Marsden Street,
Parramatta NSW 2150
Telephone (02) 9893 8355

Chatswood Dental Centre
Level 6, 13 Spring Street,
Chatswood NSW 2067
Telephone (02) 8448 0144

6772 8519
9671 7287
9939 7543
9899 6455
4942 2237
9419 2722
6652 4592
6882 5644
4365 1337
6642 2410
9987 4171
6621 5424
9888 6420
4933 6813
9929 4484
6362 5374
9635 5526
4721 3072
6584 9222
6766 2494

(07) 5536 3260

6331 4033

Hurstville Dental Centre
12 Butler Road,

Hurstville NSW 2220
Telephone (02) 8567 3244

Bondi Junction Dental Centre
Level 8, 1 Newland Street,
Bondi Junction NSW 2022
Telephone (02) 9386 2222

Brookvale Dental Centre

Warringah Mall Shopping Centre,

Cnr Pittwater Road & Condamine Streets,
Brookvale NSW 2100

Telephone (02) 9907 5600

Blacktown Dental Centre
Level 6, Westpoint Tower,
Westpoint Shopping Centre,
Patrick Street,

Blacktown, NSW 2148
Telephone (02) 9852 2100

Eyecare Centres

Sydney

Level 9, 403 George Street,
Sydney NSW 2000
Telephone (02) 9290 0199

Chatswood

Level 6, 13 Spring Street,
Chatswood NSW 2067
Telephone (02) 8448 0111

Parramatta

Level 6, 128 Marsden Street,
Parramatta NSW 2150
Telephone (02) 9893 8344

Bondi Junction

Level 8, 1 Newland Street,
Bondi Junction NSW 2022
Telephone (02) 9386 2333

Hurstville

Street Level 12—14 Butler Road,
Hurstville NSW 2220
Telephone (02) 9585 8400

Brookvale

Warringah Mall Shopping Centre,

Cnr Pittwater Road & Condamine Street,
Brookvale NSW 2100

Telephone (02) 9907 5100

Blacktown

Level 6, Westpoint Tower,
Westpoint Shopping Centre,
Patrick Street,

Blacktown NSW 2148
Telephone (02) 9672 9500
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HCF Branches, Full Service Agents
and Regional Offices

@® Branches
@ Regional Offices ®
@ Full Service Agents

Designed & produced by Designate Reporting

This Annual Report is printed on elemental chlorine free paper, made from sustainable forest paper
pulp and is accredited with EMS (Environmental Management Systems) certification.
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