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Disclaimer

Information contained in this brochure is general and summary information of the research commissioned by ASX Operations Pty Limited
ABN 42 004 523 782 (‘ASX'). While the information is provided in good faith and is derived from sources believed to be accurate and reliable
at the time of publication, ASX makes no warranty as to the accuracy or reliability of the information. The information does not constitute
financial product advice. To the extent permitted by law, no responsibility for any loss arising in any way (including by way of negligence)
from anyone acting or refraining from acting as a result of this information is accepted by ASX.

© Copyright September 2008. All rights reserved. This publication should not be reproduced, stored in a retrieval system or transmitted in any form,
whether in whole or in part, without the prior written consent of ASX. Edition 11, printed September 2006.



Updates

Warrants Explanatory Booklet

This insert includes relevant updates for consideration by those investing in warrants.

The following are updates due to the amendments to section 10 of the ASX Market Rules
and Market Rule Procedures introduced on 20 October 2005.

Assessed Value Payment UPDATE TO PAGE 30

Holders of deliverable warrants that do not exercise before expiry may be entitled to a cash payment. This payment
is referred to as an “"assessed value payment” (or AVP). Previously the AVP rule would require the issuer to pay a
warrant holder a minimum of 90% of the warrant's intrinsic value at expiry. Under the amendment of the AVP rule
introduced on 20 October 2005, warrant issuers may draft within the Terms of Issue of warrants an AVP payment
based on the warrant's intrinsic value (if any) less reasonable costs (which may include such things as taxes and
expenses). The disclosure document for a warrant will explain the calculation of the AVP for that warrant and when
it will be paid.

Expiry Notification UPDATE T0 PAGE 30

Previously, warrant issuers were required to send each warrant holder a notice of impending expiry of the warrant
between 20 and 30 days before the expiry date. This requirement has now been removed from the ASX Market
Rules. Although warrant issuers are no longer mandated to provide expiry notifications to holders, they may

continue to do so as part of their operations.

Deferred Purchase Agreement ADDITION TO WARRANT FEATURES ON PAGE 8

Warrants may be structured as deferred purchase agreements (“DPA"). The value of DPA warrants may be linked to
the performance of an asset or index (“reference asset”) that may or may not be the delivery asset. For example, a
reference asset may be a portfolio of debt and shares, where at maturity the delivery asset is BHP shares. Reference
assets include a broad range of assets and indices such as commodities, futures contracts and the performance of

investment strategies.

The following are updates due to the amendments to section 10 of the ASX Market Rules
and Market Rule Procedures introduced on 4 September 2006.

Market Making and Liquidity UPDATE TO PAGES 28-29

The ASX Market Rules are intended to promote a liquid market in which warrant holders can sell their warrants.

The rules seek to do this by requiring the issuer of each warrant series to:

® ensure that the warrant series has an initial spread of holders that, in the opinion of ASX, is adequate and
reasonable; or

* “make a market" in the warrant series on an ongoing basis, by ensuring that a reasonable bid and volume is
maintained in the market for a prescribed period (currently 90% of the time between 10:15 am and the close
of Normal Trading (normally 16:00 pm) on any Trading Day), except in certain "Permitted Circumstances”
(outlined below).
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If a warrant issuer satisfies ASX that the initial issue of warrants generates a sufficient spread of holders, it is
not required to make a market in that series. A sufficient spread of holders demonstrates a level of interest that

should ensure that there is a liquid market for buyers and sellers of the warrant series.

In most circumstances the warrant issuer elects the latter alternative, that is, to make a market in the warrant
series. This means that apart from Permitted Circumstances (outlined below), there should be a price quoted

on the Integrated Trading System (ITS) at which warrant holders will be able to sell during most of the normal
trading day.

The warrant issuer's market making obligation under the ASX Market Rules is to ensure that a reasonable bid and
volume is maintained in the market for the relevant warrant series for the prescribed period. It is important to
note that warrant issuers will normally display both bid and offer orders for most warrant series during normal
trading hours.

A bid is considered reasonable for the purposes of the ASX Market Rules if it either:

® satisfies an objective "price-volume spread” test, under which:
e the warrant price spread must not exceed a prescribed amount (or proportion of the bid price); and
¢ the bid value must not be less than a prescribed amount; or

® s otherwise considered by ASX to be reasonable having regard to a number of qualitative factors including
(among other factors) the market conditions in the underlying instrument (or the underlying hedge
instrument), consistency of warrant pricing, the nature and make up of the underlying instrument and any
corporate actions or adjustments that may be occurring in respect of that underlying instrument.

A warrant issuer is not required to maintain a reasonable bid in respect of a warrant series in certain

circumstances, known as “Permitted Circumstances”. These include (among other circumstances) when:

e The underlying instrument (or the underlying hedge instrument) is suspended from trading, has been placed in
a trading halt or is otherwise unavailable for trading;

® The warrant series is placed in any of the ITS session states where bids and offers for that product are not
automatically matched on the trading platform or is otherwise unavailable for trading;

¢ The theoretical value of the warrant series is below the relevant minimum price step of ITS;

® The warrant issuer would breach laws either in Australia or a relevant foreign jurisdiction by fulfilling its
market-making obligations, and has advised ASX accordingly; or

® The warrant issuer or its market making agent experiences a continued interruption to its normal operating
environment that prevents it from entering market making orders in ITS in a timely and accurate manner (for

example, the malfunctioning of automated market making systems).

Stock Exchange Automated Trading System (SEATS) UPDATES TO PAGES 5, 28, 29, 38

As of 4th September 2006, warrants will commence trading on the Integrated Trading System (ITS). Where
reference is made to the SEATS trading system, ITS will now apply.



Explanatory booklets and other
information is available on the ASX
website — asx.com.au/warrants:

¢ free online class
¢ trading information and tools

e ASX trading codes and prices for
warrants

¢ links to warrant issuers' websites (disclosure
documents, pricing calculators)

® arange of free booklets:
various warrant fact sheets
taxation treatment on warrants (by
Ernst and Young)

Online Warrants Class

On the ASX website there is a comprehensive
online class, 'Getting started in Warrants. This
allows you to proceed through the class in
your own time and at a pace that suits you.
The class includes interactive exercises to
aid your learning, and a quiz at the end of
each section to show your progress. At the
conclusion of the class a final quiz tests your
warrants knowledge and identifies additional
reading that is tailored to complete your
knowledge of the warrants market.

Contact details

Warrants toll free information line
131 ASX

Email warrants@asx.com.au

ASX Warrants
20 Bridge Street, Sydney NSW 2000

Internet www.asx.com.au/warrants

Curt g .

Recommended Reading

Investing in Warrants - the ASX Way

The fourth addition to the series of the
ASX Way books is Investing in Warrants.
This book covers warrant basics through to
strategies, such as building an investment
portfolio, earning income and protecting
the value of underlying interests. Now,
investors can access a wide range of
warrant structures which suit different
types of investors and risk profiles.

From warrant basics to developing
strategies, this book covers:

® The different instalment strategies

® Using instalments within self-managed
superannuation funds

® How warrants are priced
® |ndex, currency and knock-out warrants
® The risks involved

® The tax considerations when investing in
warrants.

Written by the expert Structured Products
team from the Australian Stock Exchange,
Investing in  Warrants is the ideal
guide for the warrant novice or for the
experienced investor looking to brush up
on the fundamentals of warrant investing.
Straightforward and concise, this book
will help provide investors with all the
knowledge they need to invest in warrants
- The ASX Way.

Investing in Warrants - the ASX Way is available
at Dymocks and all quality book stores.

Please send me the following fact sheets:

Investment strategies using instalments [ ]
Trading strategies using instalments L]
Name
Address

Postcode
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Warrants — A new investing
alternative

The 1990s saw a dynamic financial market
become established in Australia offering
concepts that were innovative for private
investors. In the past decade characterised
by its innovation, the rapidly growing
warrants market was at the cutting edge.
This was achieved by an increased variety
of investing choices and opportunities
for active traders and medium and long
term investors. The growth in the use of
warrants and the development of warrant
concepts continue to create a new investing
alternative for personal investors alongside
traditional choices like shares, interest
paying securities and investment trusts.

Warrants:
¢ are financial products traded on ASX;

¢ include a right to buy or sell a share or
some other asset;

® have a set life during which they exist - a
time period;

® serve a particular purpose that depends
on the type of warrant: for example, to
pursue a short term trading opportunity;
or to maximise the income potential or
to maximise the capital gain that can be
earned over a longer period.

Introduction

Because different warrants serve different
purposes, this makes it important to
distinguish between them and appreciate
exactly what they offer and how they can
be used. Before you consider becoming
involved in warrants you need to know the
differences between call and put warrants,
between different warrant types such as
instalments and endowments, what index
warrants do and how currency, commodity,
portfolio and other warrants work.

You also need to understand the benefits and
risks of trading or investing in warrants and the
market generally, and what makes warrants
different from the related investments on
which they are based. All forms of investing
have risks and within investment categories,
like the warrant family, the different risks of
participation should be appreciated in order
to invest in an informed manner.

This booklet will provide you with a basic
introduction to warrants that you can then
work from.

John Wasiliev



What are warrants?

Warrants are financial instruments issued by
banks, governments and other institutions
and are traded on the Australian Stock
Exchange (ASX) equities market. They are
very broadly split into investment-style
products and trading-style products.

Warrants are a form of derivative - that is,
they derive their value from another ‘thing'
(underlying instrument). Some give holders
the right to buy, or to sell the underlying
instrument (eg. a share) to the warrant
issuer for a particular price according to
the terms of issue. Alternatively, others
entitle holders to receive a cash payment
relating to the value of the underlying
instrument at a particular time (eg. index
warrants).

Warrants may be issued over securities
(such as shares or debentures), a basket
of different securities, a share price index,
debt, currencies, or commodities.

The range of financial instruments traded
as warrants has evolved over time so that
it is now difficult to define particular
characteristics of all warrants. Warrants
cover a wide spectrum of risk profiles,
investment objectives and likely returns.

Some warrants have higher risk/return
profiles than others that offer lower risk
features such as capital guarantees.

Managed Funds [ ETFs

~ Before you begin

About this booklet

This booklet contains an outline of common
features and a general description of most
types of warrants. It is not an exhaustive or
complete analysis of all warrant types and
features.

The main objective is to provide you with
general information about warrants and
about some of the risks of trading or
investing in warrants.

Before buying warrants, you should
understand the terms and risks associated
with the particular warrant series. You
should read the disclosure document (called
either a product disclosure statement or in
some cases an offering circular) prepared by
the issuer of the warrants and seek specific
advice from your accredited derivatives
adviser.

I/R Products Int. Shares Options
Bank Deposit Shares Futures
Lower Risk Higher Risk
- >
Lower Return Higher Return
Warrants

Investment

Trading



The booklet also contains various comments
by John Wasiliev, a financial reporter.
John has many years experience reporting
on financial markets. In particular, John
currently has a weekly warrant column in
“The Australian Financial Review" which
reports on the latest trends and products
which are brought to the marketplace.

Important
It is important that you understand:

® ASX grants permission for warrants
to be traded on its market (called
‘admission to trading status') on the
application of warrant issuers. ASX
does not guarantee the performance
of warrant issuers nor does it vouch
for the accuracy of the disclosure
document.

® You must make your own credit
assessment of the warrant issuer of a
particular warrant series.

e Warrants have a limited life and
cannot be traded after the relevant
expiry date. The terms of a warrant
series may be subject to adjustments
or the warrants may expire early in
particular circumstances. Depending
upon the circumstances the price of
most warrants will fall rapidly as they
approach expiry.

e Warrants do not have standardised
terms. The terms may vary considerably
between different series (even between
warrants of the same type) and
different warrant issuers. You should
seek information regarding the specific
terms of issue for a series of warrants
before you trade in a series.

® There are different risk and return
profiles for different warrant series.
Some warrants have features that
make them more risky than others.
You should seek specific advice about
the risks and features of a warrant
series from your accredited derivatives
adviser.

® Some advisers may be paid
commissions or other benefits
by warrant issuers in relation

to the sale of particular warrants.
Your adviser is obliged to disclose
to you any commissions or other
benefits which may influence his/her
recommendation.

Warrants and ETOs

ASX also operates a derivatives market for
exchange traded options (ETOs). To varying
degrees (depending on the type), warrants
have similarities to ETOs. Warrants and
options are primarily financial products
that allow you to gain exposure to the
underlying instrument without necessarily
owning that instrument.

Warrants and ETOs do not give direct
control over the underlying instrument
until exercise and unlike shares, will expire
after a certain period of time. There are
however some key differences between
warrants and ETOs such as:

® The terms of ETOs are standardised and
are set by ASX, whereas the terms of
different warrant series are set by the
issuer and can be quite diverse. This
allows you to find a particular type of
product that suits your investment needs,
for example, an investor seeking capital
growth and dividend income may select
an instalment.

e Warrants are tailored to meet specific
needs, therefore there are different types
of warrants. Some of these types of
warrants have little in common with
ETOs, where there are only three types.

Unlike ETOs, you cannot write warrants
and there are no margin payments
associated with warrants to cover the risk
of financial loss due to adverse market
movements.

® Warrants are traded on the ASX equities
trading system — SEATS - whereas ETOs are
traded on the ASX options trading system
- DTF (Derivatives Trading Facility).

® Settlement of warrant trades occurs
through CHESS in the same manner as
share transactions are processed. The
Austalian Clearing House Pty Ltd (ACH),
which controls the clearing of ETOs has no
involvement in settling warrant trades.



Warrants are traded in many key financial
markets of the world. ASX has operated a
warrant market since 1991.

Warrants have become an increasingly
popular investment alternative in recent
years. The first chart shows the increase
in the number of warrants available. The
second chart shows trading volume and
value in recent years. The recent drop in
trading activity has been associated with
a general fall in equity market activity and
a shift towards warrant products that tend
to be less actively traded (e.g. instalments).

New warrants listed during month

~ The ASX warrants market

The market began by trading equity call
warrants only. Others types have been
introduced over time. There are now a
number of different warrants available for
trading or investmentincluding instalments,
structured investment products, trading
warrants, knock-out warrants, commodity
warrants and endowments. These (and
others) are discussed later in this booklet.

As at 30 April 2005 there were 6 active
warrant issuers and 2,200 warrant series
available for trading or investment.
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New Warrants listed during month

Total Warrants at month-end
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Appreciate the relationships

Warrants are offered on a range of
traditional and non traditional investment
assets. Examples of traditional assets are
shares in companies and units in investment
trusts. There are also warrants on some
fascinating non-traditional investment
assets. They include specially constructed
portfolios of shares, warrants on currencies
and on local and international market
indices, like the S&P™/ASX 200 Share Price
Index, the U.S. Standard & Poors (S&P 500)
Index and the Japanese Nikkei 225 Index.

Because you're not buying or selling the
actual investments, but rather buying
warrants that give you the choice of
whether to buy or sell - which you may
not take advantage of - warrants can allow
an investing position to be established
for a fraction of the cost of a transaction
involving the actual assets.

In some instances, warrants prices can
represent a small proportion of the value
of the related investment: as little as 1-
to-2 per cent or less for 'highly geared’
or 'leveraged’ warrants. In other cases,
there may be only a small price differential
between the warrant and the investment.
Yet in both circumstances and all situations
in between, warrants can offer a different
investment result than a commitment to
the related investments.

John Wasiliev




Some features or characteristics form part
of many warrants. Some of these are
described below - some appear in all
warrant types and some do not. As we
state many times, warrants do not have
standardised terms. The terms are specified
by the warrant issuer within the constraints
of the ASX Market Rules and the law. This
means the terms may vary significantly
between different warrant types, between
different series of the same type of warrant
and between different warrant issuers.

The terms and conditions of a particular
warrant series are set out in a document
prepared by the warrant issuer called a
disclosure document (either a product
disclosure statement (PDS) or an offering
circular). To obtain a copy of a disclosure
document, you should speak to your adviser
or the warrant issuer. Some warrant issuers
put their disclosure documents on their
own web sites. All disclosure documents,
issued post 1999, are available on the ASX
website.

When reading the disclosure document,
you should be aware that some issuers use
different terminology for different types of
warrants. Where this occurs, the disclosure
document will generally contain a table
to cross-reference the terms to known
concepts.

Underlying instrument

A warrant derives its value from some
other 'thing" or instrument. It is generally
the instrument which you have the right
to buy or sell or against which a cash
payment is made. The underlying instrument
may be a security (such as a share in a
company), a share price index, a commodity
or a currency. Some warrants are over
a 'portfolio’ or 'basket’ of securities. The
basket may consist of securities in entities
with similar activities, for example mining
or manufacturing. Warrants over a basket of
securities give exposure to the performance
of a group of securities or a particular
industry. If there is a corporate action, or
similar event, the underlying instrument
may be adjusted. The disclosure document
will explain when this may occur.

Warrant features

A warrant derives
its value from some
other instrument.

Call or put warrants

Warrants can be either call warrants or put
warrants. Call warrants benefit from an
upwards price movement in the underlying
instrument whereas put warrants benefit
from a downward trend.

A deliverable call warrant generally gives
you the right to buy the underlying
instrument (eg a share) from the warrant
issuer at a particular price on, or before, a
particular date. A deliverable put warrant
generally gives you the right to sell the
underlying instrument to the warrant
issuer at a particular price on, or before, a
particular date. For cash settled calls and
puts, the value of the warrant is paid to
you in cash.

Exercise price (or strike price)

This is the amount of money which must be
paid by you (in the case of a call warrant)
or by the warrant issuer to you (in the case
of a put warrant) for the transfer of each of
the underlying instrument(s) (not including
any brokerage or other transfer costs).

In the case of cash settled warrants, the
difference between the exercise price
(sometimes referred to as the exercise level)
and the value of the underlying instrument
at expiry is paid on settlement.

The exercise price is generally fixed when the
warrants are issued. However, the exercise
price could be variable. For example, the
exercise price of endowments and some
instalments is not fixed. The exercise price
of some warrants may also be in a foreign
currency - eg. currency warrants and
international equity warrants.

Some issuers charge for costs associated
with the delivery of the underlying product,
so the amount payable on exercise may be
more than the stated exercise price.



The exercise price or the basis for calculating
the exercise price will be specified in
the disclosure document prepared by the
warrant issuer.

Like the wunderlying instrument, the
exercise price may be adjusted in certain
circumstances. Again, the disclosure
document should explain when this may
occur.

Please note that in the case of instalments
the exercise price is referred to as the loan
amount, for tax purposes.

Expiry date

The expiry date is the last date on which
the warrant can be exercised. Trading
in a warrant ceases on the expiry date.
Under some circumstances warrants may
be expired early if the warrant has been
validly exercised and the issuer will be
obliged to deliver or take delivery of the
underlying instrument or make a cash
payment according to the terms of the
warrant series.

Exercise style

Warrants can be either American style or
European style exercise. American style
means you can exercise the warrant at any
time on or before the expiry date. European
style means you can only exercise the
warrant on the expiry date of the warrant.
Occasionally warrants are a mixture of
American and European, eg. they may
be European up to a certain date and
then American thereafter. The terms of
the warrant series will set out how you
may exercise the warrant. You should be
familiar with the terms relating to exercise.
A failure to follow the terms may mean the
exercise of the warrant is not effective.

Deliverable or cash settled

Deliverable warrants are settled in the first
instance by a transfer of the underlying
instrument, eg. equity warrants. Cash
settled warrants are settled by a cash
payment by the warrant issuer to you, eg.
index warrants. Some deliverable warrants
may also provide for cash settlement in
certain circumstances.

In some cases a large number of warrants
may need to be exercised to give rise to a
delivery obligation, eg. international equity
warrants. The terms of issue will identify
any exercise conditions.

Issue size

This is the number of warrants that may
be issued in a particular warrant series.
The warrant issuer may reserve the right
to apply to ASX to have more warrants
issued in the same series without notice to
holders.

Conversion ratio

The conversion ratio is the number of
warrants that must be exercised to require
the transfer of the underlying instrument.
The terms of issue may require one warrant
to be exercised to trigger delivery of one
underlying instrument. Alternatively,
a number of warrants may need to be
exercised for the delivery of one underlying
instrument.

Example

If you want to exercise a call warrant over
BHP ordinary shares with a conversion
ratio of 4, you are required to exercise 4
warrants to buy 1 underlying instrument,
which in this case is 1 BHP share.

Don't forget that the conversion ratio is
not the only term that must be satisfied
to trigger a settlement obligation - refer
to the disclosure document for other
conditions relating to a valid exercise.

The conversion ratio will affect the price of
the warrant on a per share basis (but not
the leverage).

A higher conversion ratio means a lower
warrant price. While trading prices are
quoted on a per warrant basis, the exercise
price is quoted on a per underlying
instrument (or share) basis. It is therefore
important to know the conversion ratio of
a warrant series before investing.

The conversion ratio of a warrant may be
affected following a corporate action by
the underlying company, eg. as a result of a
bonus issue or a capital reconstruction.

Covered warrants

A warrant is said to be covered if the
warrant issuer places the underlying
instrument in a trust or similar custodial
arrangement on behalf of the holder. To
be called ‘fully-covered’, the warrant series
must also meet particular criteria set out in
the ASX Market Rules.
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Index multiplier

This is only relevant to index warrants. It is
the figure used to determine the amount
payable to you on exercise or expiry.

As a formula,

The intrinsic value of a call index
warrant on exercise or expiry

the index multiplier
X
(closing level of the index - the
exercise level of the warrant).

Example

If the closing level of the index is 4,200
points and the exercise level of a call
index warrant is 4,000 points then the
warrant has an intrinsic value of 200
points. If the index multiplier is 1 cent
then you are entitled to receive $2.00 per
warrant (being $0.01 x (4,200 - 4,000)).

Barrier levels

Some warrants have barrier features. A
barrier level is a defined level that causes
some event to occur. Some barriers cause
the warrant to terminate before the original
expiry date. Others may cause an adjustment
to the exercise price and barrier level (and
the warrant continues until expiry) but
may require you to make an additional
payment to the issuer. Other barriers simply
cause the exercise price (or level) and
barrier to be reset. The consequences of
triggering a barrier level will be specified
in the disclosure document for the warrant
series. Barrier levels are nominated by
the issuer before warrants are issued. The
barrier can be above or below the exercise
price (or level) of the warrant. Warrants
may expire worthless if they are out-of-
the-money when the barrier is triggered.
If however, the warrants are in-the-money,
then the issuer may be obliged to pay a
cash amount to holders. The descriptions of
index warrants and equity warrants in the
Types of warrants section of this booklet
include examples of warrants with barrier
levels.

Cap levels

Some warrants have their upside potential
capped at a certain level. This is sometimes
called the cap level.

Cap levels are different to barriers. Cap
levels generally do not cause the warrant
to terminate but will limit the upside profit
potential of the warrant. A cap level is
fixed by the issuer when the warrant is
issued. If, on exercise or expiry, the value of
the underlying instrument is above the cap
level, settlement of the warrant is based
on a return equal to the cap level (and not
the value of the underlying instrument).
You could be entitled to a cash payment
or transfer of the underlying instrument at
a value equal to the cap level. Cap levels
are used in a number of different warrant
types. In some warrants the cap level is an
essential feature. In these warrants, the
position of the cap relative to the current
share price has a significant economic
impact on how the warrant works. The
description of capped warrants in the
Types of warrants section of this booklet
has examples of these warrants.



lypes of warrants

In broad terms, warrants can be viewed as
being either trading-style or investment-
style products. Some may fall into both
categories. Trading-style warrants are
frequently traded and relatively short
dated. They have a higher risk/return profile
compared to the investment-style warrants.
Index warrants, currency warrants and
equity warrants usually fall within this
category. Investment-style warrants have
other features to attract investors. These
warrants tend to be longer dated and
are less frequently traded. They have a
lower risk/return profile and often have a
higher initial outlay compared to trading-
style warrants. Endowments and structured
investment porducts are investment-style
products. Instalments bridge the gap
between trading and investment-style
products as some investors hold instalments
for trading purposes and some hold them
for longer term investment purposes.

Types of warrants on ASX
by percentage

Currency 0.3
Endowments 3 ‘
Index 3 \

Structured 2 \

investment products

Before buying warrants, you should
understand the features, benefits and risks
of the warrant series you are considering. It
is encouraged that you read the disclosure
document prepared by the warrant issuer
and seek advice from an accredited
derivatives adviser. Disclosure documents
are available from the warrant issuer and
can also be downloaded from the ASX
website (www.asx.com.au).

Set out below is a general overview of
some different types of warrants. It does
not describe all warrants on the market.
Some warrants may have different features
or a combination of the features described.
Therefore, you should not assume that these
descriptions will reflect particular warrants
you may consider buying. From time to
time we may add further information
about new warrant types or features to the
ASX website at www.asx.com.au/warrants.

Calls 14

Equity Barrier 9

Puts 9

Instalments 60

* Source: ASX April, 2005
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INSTALMENTS

Instalments allows holders to gain direct
exposure to underlying shares by making
an initial payment (first instalment)
and delaying the final payment (final
instalment) to a later date (expiry date). In
simple terms, instalments are a loan to buy
shares, without the obligation to repay the
loan nor the risk of receiving margin calls.
The unique feature that sets instalments
apart from other types of warrants is
that you are entitled to dividends or
distributions and franking credits paid
by the underlying instrument during the
life of the instalment. It is important to
note that in some circumstances holders,
although entitled to a dividend, may not
actually receive that dividend in cash. For
example, special dividends may, subject to
the terms of issue, be used to reduce the
loan amount rather than paid as cash to the
holder. Likewise, holders of 'Self Funding
Instalments' are entitled to a dividend
although they will not receive it as cash
as they will instead be directing it be used
to reduce the loan amount (see below
for details). Some instalments also pass
on voting entitlements of the underlying
instrument.

Instalments can have a variety of gearing
levels. When considered from a gearing
perspective, instalments can generally be
divided into two categories; ‘reqular geared'
and 'high geared' instalments. At the time
of issue, a ‘reqular geared' instalment will
be geared at between 40% and 650%,
i.e., for a 50% geared instalment the
loan amount would be 50% of the share
price. The instalment price will reflect the
difference between the share price and
loan amount plus funding cost (interest
and borrowing fees). At the time of issue, a
‘high geared' instalment will have a gearing
level between 65% and 110%. As a result of
the gearing level the instalment price will
reflect a significantly higher funding cost
compared to regular geared instalments.

By their nature, instalments are considered
to have some characteristics of call
warrants, giving holders the right to
exercise the instalment to receive the
underlying instrument. Instalments can be
either European or American exercise style
and they usually have a life of between
12 months and 15 years. Instalments are
deemed to be a covered warrant meaning
that the underlying instrument is held in
a trust arrangement for your benefit by a
trustee (generally the issuer). If you decide
to exercise the instalment and repay the
loan amount the underlying instrument
will be transferred from the trust to you.

If you decide you do not wish to exercise
the instalment, some instalments give you
an option to put the underlying instrument
back to the issuer and receive a cash
payment. Because an instalment is in
essence a loan to buy the underlying
instrument, the interest component of the
payments may allow you to claim the
interest as a tax deduction. Many warrant
issuers obtain ATO product tax rulings
which detail the tax benefits of their
instalment series.

Example

Warrant code CBAIMM

Underlying Commonwealth Bank
instrument ordinary shares

Warrant type Instalment
28 September 2006
Exercise price  $21.00

Expiry date

Exercise style American
Conversion ratio 1

Settlement Physical delivery

If CBA's share price was around $35.00 at
the time of issue of the instalment then
you would have paid about $16.60 for the
instalment (about half the share price at
the time plus funding cost which consists
of prepaid interest and fees). If you want
to hold the CBA share outright, you can
exercise the instalment by paying $21.00 at
any time on or before 28 September 2006
to receive one CBA share per instalment.

The relatively conservative gearing level of
instalments means that there tends to be
a close relationship between movements
in instalment prices and movements in the
underlying share or other instrument.

As investors have different needs and
financial objectives, innovation has led
to the development of different types
of instalments. A particular type of
instalment may appeal to one's investment
objectives compared to another. Therefore
it is important to find the most appropriate
instalment structure for your needs and
objectives. Below is a description of some of
these variations on an ‘ordinary instalment’
structure and an explanation of the unique
features associated with each.



Rolling instalments

Rolling instalments are a variation on the
ordinary instalment structure. They have
a much longer life (up to 15 years). On a
periodic basis (12, 18 or 24 months) the
instalment will undergo a reset of the
loan amount. The reset period is identified
upon the issue date and is outlined in the
disclosure document and the ASX website.
The instalment is structured so that the
interest and borrowing fees are prepaid
only up to the next reset date. During a
reset period the issuer will ask the holder
to prepay the next period's interest and
fees up to the next period, if they wish
to continue to maintain exposure. At this
time the issuer may also adjust the exercise
price (often called the "loan amount”
of the instalment) with the objective of
maintaining a desired gearing level during
the life of the instalment (for example,
the exercise price may be adjusted to keep
it between 40% and 60% of the current
market price of the underlying instrument).
The issuer may either;

1. Reduce the exercise price (loan amount).
In this case, holders will be asked to
make an additional cash payment in
order to reduce their loan and prepay
their funding costs up until the next
reset period (12, 18 or 24 months) if they
wish to maintain exposure.

2. Increase the exercise price (loan amount).
In this case the issuer may make a
payment to holders equal to the amount
of the increase less funding costs until
the next reset period (this may either be
in cash or in the form of a reinvestment
in additional instalments).

3. Retain the exercise price (loan amount)
unchanged. In this case the holder will
be asked to make a payment to the
issuer for the prepayment of funding
costs up until the next reset period, if
they wish to maintain exposure.

On the annual reset date you may choose
to exercise some or all of the instalments
and take delivery of the underlying
securities, cash out the instalment, roll
into the following year (by agreeing to
pay any additional amounts necessary)
or do nothing. If you do nothing you are
deemed to have accepted the new exercise
price and will automatically roll into the
following year. If there is an amount due
on a series on t