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Dear Directors

Takeover Offer by Australia and New Zeatand Banking Group Limited
1 Entroduction

On 19 February 2007, Australia and New Zealand Banking Group Limited {("ANZ”} announced ifs
mtention to make a takeover offer for all the ordinary shares in ETRADE Australia Limited (“ETRADE™)
that 1 does not already own (“the ANZ Offer”}. The consideration under the ANZ Offer is $4.05 cash per
ETRADE ordinary share. The offer will be made through ANZ"s wholly owned subsidiary ANZ Online
Holdings Pty Limited. On that date, the independent directors of ETRADE' announced that, in the
absence of a superior proposal and subject to an independent expert concluding thai the offer is fair and
reasonable, they would unanimously recomymend that ETRADE shareholders accept the offer.

The ANZ Offer remaing subject to a number of conditions which are set out i full in the Bidder’s
Statement by ANZ. [n summary, the key conditions are that:

" ANZ obtains a relevani interest in at east 90% of ETRADE s issued shares;

* ETRADE Financial Corporation does not exercise s right to terminate its licence to ETRADE which
covers the brand, technology and associated services;

* ETRADE does not undertake any material acquisitions or disposals, or enter into any new material
commitments; and

® the S&P/ASX 200 Industrials (Sector) Index does not close below 5,855 on three or more consecuiive
trading days.

ANZ is one of the largest companies in Australia and New Zealand and a major international banking and
financial services group, ranking among the top 50 banks in the world. It is lisied on the Australian Stock
Exchange (“ASX™) and has a market capilalisation of approximately $54.0 billion.

ANZ had a relevant interest in 34.2% of the ETRADE shares at the date of the ANZ Offer. Accordingly,
under Section 640 of the Corporations Act, 2601 (“Corporations Act”), ETRADE’s Target’s Statement
must be accompanied by an independent expert’s report in relation to the ANZ Offer.

The dirgetors of ETRADE not associated with ANZ (“the independent direetors™} have engaged Grant
Samuel & Associates Pty Limited (“Grant Samuel™) to prepare an independent expert’s report setiing oul
Grant Samuel’s opinion as to whether the ANZ Offer is fair and reasonable. Grani Samuel is independent

: The independent directors of ETRADE comprises Kerry Roxburgh, James Dominguer, lan Hunter and Brett Spork. This group

Lilien who was pominated by ETRADE Financial Corporation and has since resigned from the board.
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of ETRADE and has no other imvolvemnent with, or interest in the outcome of, the ANZ Offer. A copy of
the report is to accompany the Target’s Statement issued by ETRADE i relation to the ANZ Offer. This
letter contains a sunymary of Grant Samuel’s opinion and main conclusions.

Summary of Opinion

Evaluation of the ANZ Offer is not straightforward. Judgements regarding the value of ETRADE
are subject to considerable uncertainty. There is limited relevant valuation information from
whiclt to draw firm conclusions as fo value. ETRADE has experienced strong earnings growth in
recent vears, but its profifability is highty leveraged to the strength of the Auastralian and
{indirectly} international equity markets. There is no guarantee that recent favourable equity
market conditions will continue. Crucially, valuation of ETRADE reguires an assessment of the
synergy benefits potentially available te acguirers of ETRADE, and the extent to which potential
acguirers are likely to pay for those synergy benefits. This assessment is essentially subjective.

Grant Samuel has valued ETRADY in the range $4.22-4.74 per share. The valuation range reflects
ETRADE’s frack record of strong earnings growth, its strategically attractive position and the
significant synergies potentially available to acqairers of ETRADE,

The ANZ Offer of $4.05 is below the bottom end of the valuation range for ETRADE of $4.22-4.74
per share. Nonetheless, in Grant Samuel’s view, there are reasons to consider accepting the ANZ
Offer. Given ANZ’s 34.2% shareholding in ETRADE, there appear fo be limited prospects of a
higher cash offer from a third party. The ANZ Offer provides certain cash value at & price well
above ETRADE’s pre-bid share price. In the absence of the ANZ Offer, ETRADE shares are likely
to frade below the offer price, although any expectation of some corporate transaction may provide
share price support.

The fundamental question for ETRADE shareholders is whether to accept the ANZ Offer or to
reject the ANZ Offer on its current terms with a view fo securing a higher offer from ANZ. Since
the announcement of the ANZ Offer, ETRADE shares have traded consistently above the offer
price, with a weighted average share price (up to 21 March 2607) of $4.28. Caledonia Investments
Pty Limited, which is ETRADE’s largest shareholder (other than ANZ), has acquired an additional
2.5 million ETRADE shares {represenfing approximately 2.5% of ETRADE’s shares on issue) at an
average acquisition price of $4.18 per ETRADE share, and now holds 11.97%. IWL Limited
{“ITWL™), a wholesale provider of online broking services, has announced that it has acquired a
strategic holding in ETRADE shares and that it dees not presently intend to accept the $4.85 offer.

it appears unilikely that ANZ will be suceessful in acquiring 100% of ETRADE at the current offer
price. In Grant Samuel’s view, the acquisition of ETRADE potentially offers significant benefits to
ANZ. In these circumstances, it is realistic to anticipate that ANZ may increase its offer price.
Certainty, the prospects of securing a higher offer will diminish if there are significant acceptances
of the ANZ Offer. On balance, Grant Samuel believes that shareholders would be justified in not
accepting the ANZ Offer. Accordingly, in Graat Samuel’s view, the ANZ Offer is neither fair nor
reasonable,

ETRADE shareholders should understand that there are risks involved in not accepting the ANZ
Offer. Rejection of the ANZ Offer on the basis that ANZ may increase its offer effectively
represents an aftempt to extract a share of the synergistic or other strategic value for ANZ that
weould not be available to ETRADE on a standalone basis. However, ANZ has suggested that it
does not expect fo obtain substantial sypergies from acguiring ETRADE. There can be no
guarantee that ANZ will increase the offer price. In the absence of the ANZ Offer, the ETRADE
share price will almost certainly fall, and probably to levels below the offer price. Moreover,
ETRADL’s strong share price performance reflects in purt the strong performance of the
Australian and international equities markets. Recent share price volatility in both the Agstralian
and effshore markets demonstrates that there can be no certainty as to future trading conditions in
equity markets. A prolonged and significant downturn in equity markets could materially reduce
EFRADE’s profitability and value.
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Key Conclusions

®  Granf Samuel has valued ETRADE in the range $4.22-4.74 per share.

ETRADE has been valued in the range of $4.22-4.74 per share. The valuaiion is summarised below:

Taluation Sunim

ETRADE operating busines: 4.0 46400
Other assets and Habilitic 130 15,0

Net cash as gt 28 February 2007

Fully dihted shares on issue {millions) 100.5 00,5

The value of ETRADE has been assessed by estimating the market value of ETRADE's business
operations and other assels and deducting external borrowings. The valuation represents the estimated
full underlying value of ETRADE assuming 106% of the company was available to be acquired and
ineludes a premium for control. The value exceeds the price at which Grant Samuel would expect
ETRADE shares to trade on the ASX in the absence of a takeover offer or a similar ransaction.

ETRADE’s operating businesses have been valued at $410-460 million by reference to the multiples
of EBITDA, EBIT and net profit after tax implied by the valuation. The valuation represents the
foHowing multiples of sarnings:

ETRADE - Implied Valuation Parameters

_____ e Value Range

........ (Snliiii{,l‘} [‘(’w l'ligh
Multiple of EBITDA
Year ended 30 June 2006 {reported} 8.0 229 53
Year ending 30 June 2007 (broker forecast) 3L 13.2 4.8
Multiple of ERIT
Year ended 30 June 2006 (reported} 6.9 24.3 273
Year ending 30 June 2007 (broker forecast) 26.0 I5R [N
Muitiple of net profit affer tax
Year ended 30 June 2006 {reported} 9.9 214 24.6
Year ending 30 June 2007 (broker forecast) 24,6 1T 9.8
Year ending 30 June 2007 (broker forecast adjusted)’ 18.2 3.3 26.2

The multiples of 2006 earnings are of limited relevance, given that ETRADE s acquisilion of the
HSBC Stockbroking online business in June 2006 has materially increased ETRADE’s profitability.
ETRADE has not provided Grant Samuel with sarnings forecasts for the year ending 30 June 2007
Instead, EYRADE has provided Grant Samuel with unaudited earnings for the eight months fo
28 February 2007, the company’s original budgets for the four monihs to 30 June 2007 and other
information the company believes relevant to an assessment of ETRADE’s underlying performance
for the year to 30 June 2007. Having regard to the actual results for the eight months to
28 February 2007, the budgeted eamings for the four months to 30 June 2007 and the other
information provided by ETRADE, it appears reasonable to expect that ETRADE’s earnings for the
year to 30 June 2007 will be sufficiently close to recent projections by the only broker that issues

Net profit after 1ax has been adjusted 10 incivde 2 full year of ineome tax at the corporate rate of 30%. ETRADE expects to pay only a
stalt amount of eome tax i the 2007 financial yvear due 10 the wilisation of tax losses.
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research reports on ETRADE {“broker forecasts™) to be useful for analytical purposes. Accordingly,
for the purpose of its valuation, Grant Samuel has adopted the broker forecasts of ETRADE earmings
for 2067.

The valuation represents relatively high multiples of forecast 2007 EBITDA and EBIT. Grant Samuel
believes that the multiples are reasonable, having regard to ETRADE s strong market position and the
stgnificant synergies that should be available to acquirers of ETRADE.

ETRADE has developed an attractive online broking business.

ETRADE has developed an attractive online broking business, and is the second largest online broker
in Australia. It currenily has a market share of around 26% of the onlfne broker market, behind
Commonwealth Securities Limited (“CommBSec™), a wholly owned subsidiary of the Commonwealth
Bank of Ausiralia Limited, which has an estimated market share of 34%. ETRADE’s market position
was cemented by the acquisition of HSBC Stockbroking in June 2006, which provided ETRADE wiil
access to an additional pool of around 40,600 retail customers. The only other significant markel
participant in the Australian oniine broker market is IWL, which essentially acts as a wholesaler.
WL, through its wholly owned subsidiary, Ausiralian Investment Exchange Limited, provides
wholesale siockbroking services for clienis including Westpac Banking Corporation and National
Australia Bank Limited, which rebadge [WL’s product under their own brandnames.

Whilst continuing to focus on its core broking activities, ETRADE has diversified its product offering
to include a variety of non-broking activities and products. ETRADE intends to coniinue to grow its
non-broking business, which will generate additional revenues and earnings and also reduce the
exposure of ETRADE to the performance of the stockmarket.

Valuation of ETRADYE is subject to considerable uncertainty.
Valuation of ETRADE is subject to considerable uncertainty, for a number of reasons:

o while Grant Samuel’s valuation of ETRADE’s operating business represent earnings multiples
that Grani Samuel believes are reasonable, there are no closely comparable listed companies or
comparable fransactions on which o benchmark the valuation;

o  ETRADE’s finuncial performance is dependeni on, and highly sensitive to, trading volumes on
the ASX, which in turn depend on invesior confidence, the performance of the Australian and
international equity markets, and other factors beyend ihe control of ETRADE. Material
changes In such factors can occur rapidly and with little or no warning, with potentially
significant adverse impacts on the {inancial performance and prospecis of ETRADE. In recent
years, the ASX has largely enjoyed buoyant market conditions. Future market conditions and
investor sentithent are inherently difficult to predict and there is no certainty that current
conditions will continue;

«  EBTRADE’s eamnings are potentially volatile as a resubt of the operating leverage inherent in the
business. A large proportion of operating costs are fixed and, accordingly, changes in trading
volumes could have a material impact on earnings and cash flows. Moreover, ETRADE’s
cusiomer base {largely comprised of retail investors} is likely to be particularly sensitive to
changes in market conditions and overall mvestor sentiment;

o the inherent volatidity of the stockmarket means that it is difficudt to prepare forecasts for
ETRADE, even for the short terny; and

»  the level of cost and revenue synergies available to ANZ and other prospective purchasers from
the acquisition of ETRADE could potentially be substantial. However, judgements regarding the
magnitude of these synergies and the extent to which they should be reflected in a valuation are
to some extent arbitrary.

There are likely to be substantial synergies available to prospective purchasers of ETRADE,

The valuation of ETRADE is prepared on the basis that 100% of ETRADE is available to be acquired.
It takes into account the significant cost and revenue synergies that would be available to any acquirer
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with a significant banking business in Australia. ETRADE management has estimated that ANZ
could possibly achieve cost synergies of approximately $8.4 million {pre-tax}). There will clearly be
savings in relation fo costs associated with ETRADE s operation as a listed company. Savings should
also be avatlable in relation to information technology and telecommunications costs, the finance
function, human resources, marketing and other overheads. In addition, there are opportunities for
stgnificant revenue synergies. Listed brokers in the United States have developed subsiantial non-
broking banking businesses, including in relation to retail depostis, margin lending and other broking
refated products.  There iz an opportunity for an acquirer of ETRADE wiil significant Ausiralian
banking operations to develop similar businesses, leverage the ETRADE brand name and cross-sell
retail banking products to the ETRADE client base.

There are risks and uncertainties assoctated with the estimation of synergy benefits, particularly in
relation to revenue synergies. In Grant Samuel’s view, i seems reasonable to assume that total
synergies in the broad range $10-135 million could be available to potential acquirers with a significant
banking business in Australia. These would represent around 25-50% of ETRADE s current year
EBITDA. Of course, potential acquirers are unlikely to be willing to pay for all these synergies. In
practice, ETRADE sharcholders could only expect to share in a significant proportion of the available
synergy value in the context of a competitive bidding process for the company.

Despite the apparent availability of synergies as estimated by ETRADE management, ANZ has
indirectly suggested that it does not expect to realise significant synergies. ANZ has indicated in its
Bidder’'s Statement that it intends to operate ETRADE ag a discrete business. Subject to an internal
review of ETRADE, ANZ expects that there will be few, if any, redundancies of ETRADE
employees. However, ANZ has made no explicit public statement as to the short and longer term
synergies that it expects to realise from acquiring ETRADE. Grant Samuel believes that ANZ would
not be bidding if it did not see value in ETRADE above the current bid price.

Premium analysis is not conclusive.

The ANZ Offer represents a premium of 17% to the one month volume weighied average share price
prior fo announcement of the ANZ Offer. This premium is lower than the premium usually paid in
successful takeovers. On the other hand, the ETRADE share price in the weeks prior to the
announcement of the ETRADE Offer on 19 February 2007 appears to have been affected by takeover
speculation, with the share price increasing by almost 10% over the forinight before the
announcement of the ANZ Offer.

ETRADE amounced on Il January 2007 that the integration of its HSBC Stockbroking acguisition
had progressed well and that its unaudited EBITDA for the six mwonths to 31 December 2006 was
expected to be at least 75% higher than the EBITDA for the corresponding six month period in the
prior year. The ETRADE share price strengthened afler the announcement, and ETRADE shares
generally traded in the range $3.36-3.40 for the remainder of January 2007 (although trading may
have been affecied by takeover speculation in the media). Relative to this trading range of $3.36-3.40,
the ANZ Offer price of $4.03 represents a takeover premium of 19.1-22.7%, which is somewhat lower
than the takeover premiums generally paid in successful takeovers.

The reality is that the takeover premium analysis is not conclusive. It is not possible to distinguish
between the various factors that affected the ETRADE share price during carly 2007 and there is no
“pure” reference price against which to caleulate the premium being offered. In any event, the
magnitude of the premium is of only limited relevance to an assessment of the ANZ Offer. The
premium that EYRADE shareholders could expect to realise is a function of the underlying value of
the company and its attractiveness to potential acquirers, rather than determinative of value.

The ANZ Offer is not fair.

The ANZ Offer of $4.035 per share is below Grant Samuel’s estimate of the full underlying value of
ETRADE. Accordingly, the ANZ Offer is not {air.
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The ANZ. Offer is not reasonable.

A takeover offer can be reasonable, even if it is not fair, if there are circumstances that suggest that
sharcholders are uniikely to realise full underlying value and would be better off accepiing the offer
than not.

The ANZ Offer represents a premium to ETRADE’s pre-announcement share price. On the other
hand, the ANZ Offer is below the bottom end of Grant Samuel’s valuation range of $4.22-4.74 per
share and the ETRADE trading range since the announcement of the ANZ Offer {to 21 March 2007}
of $4.11-4.34.

The fundamental quesiion for ETRADE shareholders is whether to accept the ANZ Offer or to reject
the ANZ Offer on its current terms with a view lo securing a higher offer {rom ANZ. Since the
announcement of the ANZ Offer, ETRADE shares have traded consistently above the offer price, with
a welghted average share price (up to 21 March 2007} of $4.20. Caledonia Investments Pty Limited,
which is EYRADE’s largest shareholder (other than ANZ), has acquired an additional 2.5 million
ETRADE shares {representing approximately 2.5% of ETRADE’s shares on issue) af an average
acquisition price of $4.18 per ETRADE share, and now holds 11.97%. IWL has announced that it has
acquired a strategic holding in ETRADE shares and that it does not presently intend to accept the
$4.03 offer.

It appears unlikely that ANZ will be suecessful in acquiring 106% of ETRADE at the current offer
price. In Grant Samuel’s view, the acquisition of ETRADE poteniially offers significant benefiis to
ANZ. in these circumstances, it is realisiic to anticipate that ANZ may increase iis offer price.
Certaindy, the prospects of securing a higher offer will diminish if there are significant acceptances of
the ANZ Offer. On balance, Graani Samuel believes thai shareholders would be justified in not
accepling the ANZ Offer. Accordingly, in Grant Samuel’s view, the ANZ Offer is netther fair nor
reasonable.

While Grant Samuel believes that, on balance, sharcholders would be justitied in not accepting
the ANZ Offer, shareholders should understand that this is not without risk.

Investors should understand that there can be no certainty that a superior altemative offer for
ETRADE will be forthcoming i the event that the ANZ Offer is unsuccessful. Whilst [WL hag
indicated that it has acquired a significant sharcholding in ETRADE {although less than 5%) and is
considering the formulation of an alternative proposal for ETRADE, ihere is no certainty that [WL
will make a superior counter offer for ETRADE. IWL is a significantly smaller company, with a
market capitalisation of around $260 million by comparison with ETRADE’s current capitalisation of
over $420 million. The strategic fit between ETRADE and TWL has still to be demonsirated. In any
event, any counter-proposal seeking to acquire 100% of ETRADE could only proceed with the
approval of ANZ, given its 34.2% interest in ETRADE. The ETRADE share price rose following the
announcement that ITWL had acquired its sharcholding. On one view the IWL share acquisition is
more likely to be a blocking stake than the foundation of a superior allernative offer, and may even
reduce the prospects of a successlul higher cash offer.

Rejection of the ANZ Offer on the basis that ANZ may imcrease is offer effectively represents an
attempt 1o extract a share of the synergistic or other sirategic value for ANZ that would not be
available to ETRADE on a standalone basis. However, ANZ has suggested that it does not expect io
obtain substantial synergies from acquiring ETRADE. There can be no guarantee that ANZ will
inerease the offer price. In the absence of the ANZ Offer, the ETRADE share price will almost
certainly fall, and probably to levels below the offer price.

Moreover, ETRADE’s strong share price performance reflects in part the strong performance of the
Australian and international equities markets. Recent share price volatility in both the Australian and
offshore markets demonsirates that there can be no certainty as to future frading conditions in eguity
markets. A prolonged and significant downturn in equity markets could materially reduce ETRADE s
profitability and value. A decision to reject the ANZ Offer means that shareholders may be exposed
to this equities market risk.
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Oiher Matfers

This report 1s general financial product advice only and has been prepared without taking mto account the
obiectives, financial situaiion or needs of individual ETRADE sharcholders. Because of that, before
acting in refation to their investment, sharcholders should consider the appropriateness of the advice
having regard to their own objectives, financial situation or needs. Sharelwlders should read the Bidder’s
Statement issued by ANZ and the Target’s Statement issued by ETRADE in relation to the ANZ Offer.
Acceptance or rejection of the ANZ Offer is a maiter for individual sharcholders, based on their own
views as fo value and expeetations about future markel conditions and iheir particular circumstances
imcluding risk profile, liguidity preference, investment strategy, portiolio structure and tax posilion.
Sharcholders who are in doubl as fo the action they should tzke in relation (o the ANZ Offer should
consult their own professional adviser.

Grant Samuel has prepared a Financial Services Guide as reguired by the Corporations Act, 2001. The
Financtal Services Guide s included at the beginning of the full report.

This letter is a summary of Grant Samuel’s opinion. The full report from which this summary has been
extracted is attached and should be read in conjunction with this summary.

The opinion is made as at the date of this letter and reflects eireumstances and conditions as at that date.

Youry fatthiully
GRANT SAMUEL & ASSOCIATES PTY LIMITED

Ot Jomel & eciti
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Financial Services Guide

Grant Samuel & Associates Ply Limited ("Grant Samuel”} holds Australian Financial Services Licence No. 240885 aulhorising it
to provide financial product advice on securities and interasts in managed investments schemes to wholesale and ratail clients.

The Corporations Act, 2001 requires Grant Samuel to provide this Financial Services Guide ("FSG") in connection with its
provision of an independent expett's report (“Report’y which is included in a document ("Disclosure Document”) provided to
members by the company or other entity ("Entity”} for which Grant Samuel preparas the Report.

Grant Samuel does not accept instructions from refai] clients. Grant Samus! provides no financial services directly to retail
clients and raceives no reruneration from retait clients for financial services. Grant Samuet does not provide any personal retail
financial product advice o retail investors nor does it provide marketrelated advice 1o retail investors.

When providing Reports, Grant Samuel's client is the Entity to which it provides the Report.  Grant Samuel receives ifs
remuneration from the Entity. In respect of the Report for ETRADE Australia Limited ("ETRADE") in relation to the takeover
offar from Australia and New Zealand Banking Group Limited {the "ETRADE Report”), Grant Samue!l will receive a fixed fee of
$290,000 pius reimbursement of out-of-pocket expenses for the preparation of the Report {as stated in Section 7.3 of the
ETRADE Report).

Ne related body corporate of Grant Samuel, or any of the diractors or employees of Grant Samuet or of any of those related
bodias or any associate receives any remuneration or other benefit attributable to the preparation and provision of the Report

Grant Samuel is required to be independent of the Entity in order to provide a Report.  The guidelines for independence in the
preparation of Reports are set out in Practice Note 42 issued by the Australian Securitiss Cornmission (the predecessor to the
Australian Securities & Investments Cormmission) on 8 December 1983, The following information in relation to the
indapendence of Grant Samuel is stated in Section 7.3 of the ETRADE Report:

“‘Grant Samue! and its related entities do not have at the date of this report, and have not had within the previous
two years, any sharsholding in or other refationship with ETRADE or ANZ that could reasonably be regarded as
capable of affecting its ability to provide an unbiased opinion in relation to the ANZ Offer. Grant Samue! advises

that:

n five executives of Grant Samuel and its refated entities sach hold a parcel of less than 5,000 shares in ANZ;
and

" in 2005, a related entily of Grant Samuel advised ANZ in refation to ANZ's office accommodation in Perth
and Sydney.

Grant Samuel had no part in the formulation of the ANZ Offer. s only role has been the preparation of this
report.

Grant Samuel will receive a fee of $290,000 for the preparation of this report.  This fee is not contingent on the
outeome of the ANZ Offer. Grant Samuel's out of pocket expenses in relation fo the preparation of the report will
be reimbursed. Grant Samuel will receive no other benefif for the preparation of this report.

Grant Samuel considers #seff to be independent in ferms of Practice Note 42 issued by the ASIC {previously
known as Australian Securities Commiission) on 8 December 19837

Grant Samuset has internal complaints-handling mechanisms and is a member of the Financial Industry Complaints Services’
Complaints Handling Tribunal, No. F 4197.

Grant Samuel is only responsible for the Report and this FSG. Complaints or questions about the Disclosure Docurnent should

not be directed o Grant Samusel which is not responsible for that document.  Grant Samuel will not respond in any way that
might involva any provision of financial product advice to any retail investor.
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Details of the Offer

On 19 February 2007, Australia and New Zealand Banking Group Limited (“ANZ™} announced its
mtention to make a takeover offer for all the ordinary shares in ETRADE Australia Limited (“ETRADE™)
that 1 does not already own (“the ANZ Offer”}. The consideration under the ANZ Offer is $4.05 cash per
ETRADE ordinary share. The offer will be made through ANZ’s wholly owned subsidiary ANZ Online
Holdings Pty Limited. On that date, the independent direciors of ETRADE' announced that, in the
absence of a superior proposal and subject to an independent expert concluding that the offer is fair and
reasonable, they would unanimously recommended that ETRADE sharcholders accept the offer.

ANZ’s Bidder's Statement was served on ETRADE on 2 March 2607 and despatched to ETRADE
shareholders on 14 March 2007, ANZ had a relevant mterest in 34,392,645 shares as at the date of the
Bidder’s Statement, which represents 34.2% of the ETRADE shares on issue.

ANZ is one of the largest companies in Australia and New Zealand and a major international banking and
financial services group, ranking among the top 50 banks in the world. It is lisied on the Australian Stock
Exchange (“ASX) and has a market capitalisation of approximately $54.0 billion.

ETRADE is a listed Ausiralian company that provides low cost online stockbroking services to individual
mvestors, mstitutional investors, financial planners and broker groups. In addition to rading of shares,
warrants, opiions and contracts for difference {“CFDs”), ETRADE also offers margin lending, managed
funds and self managed superannuation services. ETRADE holds a licence from E*TRADE Financial
Corporation {(“ETRADE US™} for ihe rights to the E¥TRADE brand. ANZ and ETRADE have worked
closely together through a strategic alliance established in 1999, and ANZ customers represent
approximately one third of ETRADE s customer base.

The ANZ Offer remains subject fo a number of conditions that are set out in full in the Bidder's
Statement issued by ANZ. In summary, these include:

»  that by the end of the offer period, ANZ ané s associates have relevant interests in at least 90% (by
numbery of ETRADE shares on issue;

»  that between the announcement date and the end of the offer peried, no action 1s taken by any publc
authority which restrains, prohibits or impedes, or threatens to restrain, prohibit or impede, or
otherwise materially adversely impacts the ANZ Offer or seeks to require the divestiture by ANZ of
ETRADZE shares, or the divestiture of any assets by ETRADE or ANZ {or their subsidiaries}. This
condiiion has been satisfied as the relevant consents have been obtained;

»  that by the end of ihe offer period, ETRADE US does not exercise or give notice that it intends io
exercise its right to terminate the Heence without cause, and provides an enforceable and irrevocable
waiver of its right lo terminate the Heence without cause, which is conditional on ETRADE
providing a reciprocal waiver of its right to terminate the licence without cause and the ANZ Offer
becoming unconditional. On 9 March 2007, ETRADE announced that ETRADE US had decided to
provide the watver, thereby satisfying part of this condition;

»  no material adverse change to the assets, liabilities or future profitability of ETRADE, or to the
status or terms ol arrangements entered inte with ETRADE, or to the status or terms of any
regulatory approvals before the end of the offer period;

»  that between the aancuncement date and the end of the offer pericd, ETRADE does not undertake
any maierial acguisitions (totalling in aggregaie more than $8 million), disposals (totalling
ageregate more than $8 millfon), or enter into any materfal new commitments of value greater than
$4 million;

»  that between the announcement date and the end of the offer period, ETRADE does not declare or
disiribute, any dividend, bonus or other share of profits or assets;

The independent direciors of ETRADE comprise Kerry Roxburgh, James Dominguez, lan Humeer and Bregt Spork. This group

Lilien who was pominated by ETRADE Financial Corporation and has since resigned from the board.
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»  that between the announcement date and the end of the offer period, ETRADE does nol enter into
any, or vary any, contract of service with any director, executive or manager, pay any retirement
benefit or make a substantial change to the remuneration of any director, execuiive or manager
{other than an increase i remuneration of its employees with effect from 1 July 2007%;

»  that between the announcement date and the e¢nd of ihe offer period, ETRADE has not had
threatened or commenced against i, any material claims or legal proceedings;

»  that none of the preseribed occurrences lisied In section 652C of the Corporations Act 2001
(“Corporations Act”) have occurred between the date the Bidder’s Statement is served on EFRADE
and the date upon which the ANZ Offer closes; and

»  that between the announcement date and the end of the offer period, the S&P/ASX 200 Industrials
(Sector) Index does not close below 5,853 on three or more consecutive trading days.

ANZ and ETRADE have entered inte an agreement to lacilitate the implementation of the ANZ Offer.
Under the terms of the agreement, ETRADE will not declare an interim 2007 dividend.

Page 2
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Scope of the Report

2.1

2.2

Purpose of the Report

Section 640 of the Corporations Act, 2001 (“Corporations Act™} states that & target’s statement
made in response to a takeover offer for shares in an Ausiralian listed entity must be accompanied
by an independent expert’s report it

»  the bidder’s voting power in the target is 30% or more; or

»  adirector of the bidder is also a director of the target company.

In this case, ANZ had a relevant interest in 34.2% of the shares on issue in ETRADE immediately
pricr to announcing its offer. Accordingly, the directors of ETRADE not associated with ANZ
{“the independent directors™) have engaged Grant Samuel & Associates Pty Limited (“Grant
Samuel”) fo prepare an independent expert’s report for the purposes of Section 640 of the
Corporations Act. The report is to sel out Graat Samuel’s opinion as to whether the ANZ Offer is
fair and reasonable and to state reasons for that opinion. A copy of the report is to accompany the
Tarzet’s Statement issued by ETRADE in relation to the ANZ Offer.

This report is general finaneial product advice only and has been prepared without taking imto
account the objectives, financial situation or needs of individual ETRADE sharcholders. Because
of that, before acting in relation to thelr mvestment, shareholders should consider the
appropriateness of the advice having regard to their own objectives, financial situation or needs.
Shareholders should read the Bidder’s Statement issued by ANZ and the Target’s Statement 1ssued
by ETRADE in relation to the ANZ Offer.

Whether or not t6 accept the ANZ Offer is a matter for individual shareholders based on their
views ag to value, thelr expectations about future market condifions and their particular
eircumstances including risk profile, liquidity preference, invesiment strategy, portiolio structure
and tax posttion. Shareholders who are in doubt as to the aetion they should take in relation to the
ANZ Offer should consult their own professional adviser.

Basis of Evaluation

The term fair and reasonable has no legal definition although over time a commonly accepted
interpretation has evolved. In the context of a takeover, an offer is considered fair and reasonable
if the price fully reflects the value of a company’s underlying businesses and assets,

Policy Statement 75 issued by the Australian Securities Commission, the predecessor o the
Australian Securities & [nvestment Commission {“ASIC™), attempis to provide a precise definition
of fair and reasonable. The Policy Statement continues earlier regulatory guidelines that create a
distinction between “fair” and “reasonable”. Fairness is said to invelve a comparison of the offer
price with the value that may be attributed to the securities that are the subject of the offer based
on the value of the underlying businesses and assets. In defermining fatmess any existing
entitlement to shares by the offeror is to be ignored. Reasonableness is said to mvolve an analysis
of other factors that sharcholders might consider prior to aceeplting a takeover offer such as:

»  the offeror’s exisiing shareholding;

»  other significant shareholdings;

»  the probability of an alternative offer; and

»  the liquidity of the market for the target company’s shares.

A takeover offer could be considered “reasonable” if there were valid reasons to accept the offer

notwithstanding that it was not “fan”.

For the purpose of this report, Grant Samuel has treated “fan”™ and “reasonable” as separate
concepts in accordance with Policy Statement 75, Fairness is a more demanding criteria. A “fan™
offer will always be “reasonable” but a “reasonable” offer will not necessarily be “fuir”.
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A fair offer is one thai reflects the full market value of a company’s businesses and assels. A
takeover offer that 1s in excess of the pre-bid market prices but less than full value will not be fair
but may be reasonable if shareholders are otherwise unlikely in the foreseeable future to realise an
amount for their shares in excess of the bid price. This is commonly the case in takeover offers
where the bidder already controls the target company. In that situation the minority sharsholders
have liitle prospect of receiving full value from a third party offeror uniess the controlling
shareholder is prepared 1o sell its controlling sharcholding.

Grant Samuel has determined whether the ANZ Offer is fair by comparing the estimated
underlying value range of ETRADE with the offer price. The ANZ Offer will be fair if it falls
within the estimated underlying value range. In considering whether the ANZ Offer is reasonable,
the factors that have been considered include:

»  the estimated value of ETRADE compared (o the offer price;

»  the existing shareholding structure of ETRADE;

w  the likelihood of an altermative ofTer and aliernative iransaciions that could realise fair value;
»  the likely market price and liquidity of ETRADE shares in the absence of the ANZ Offer; and
n

other advantages and disadvantages for ETRADE sharcholders of accepting the ANZ Offer.
Sources of the Information

The following information was utilised and relied upon, without independent verification, in
preparing this report:

Fablicly Available Information

»  the Bidder’s Statement;

»  the draft Target’s Statement;

»  apnual reports of ETRADE for the four years ended 30 June 2006,

»  half year accounts and announcement of ETRADE for the six months ended
31 December 2006;

»  press releases, public announcements, media and analyst presentation material and other
public filings by ETRADE ineluding mformation available on iis website;

»  brokers’ reports and recent press articles on ETRADE and the Australian and infernational
broking ndusiry;

»  sharemarket data and related information on Australian and infernational lisied companies
engaged in the broking and equity market service indusiries, and on acguisitions of
companies and businesses in these indusiries; and

»  ASX data, including trading volumes for the period 1 January 1999 to 28 February 2067,
Non Public Information provided by ETRADE

»  unaudited management accounts for ETRADE for the eight monihs ended 28 February 20607
»  unaudited management budget for ETRADE for the year ending 36 June 2007;

»  unaudited management summary of potential material impacts to the unaudited management
budget for the period 1 March 2007 to 30 June 2007,

»  unaodited management summary of non-recwring ftems that would be adiusted for in the
calculation of “core” EBITDIA; and

»  other confidential documents, board papers, presentations and working papers.
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In preparing this report, representatives of Grant Samuel visited the ETRADE head office in
Sydney. Grant Samuel has also held discussions with, and obtained information from, senior
management of ETRADE and its advisers.

Limitations and Reliance on Information

Grant Samuel believes that Hs opinion must be considered ag a whole and that selecting portions of
the analysis or factors considered by it, without considering all factors and analyses together, could
ereate a misleading view of the process undertying the opinion. The preparation of an opinion is a
complex process and s not necessarily susceptible to partial analysis or summary.

Girant Samuel’s opimion is based on economic, sharemarket, business trading, financial and other
conditions and expectations prevailing at the date of this report.  These conditions can change
significantly over relatively short periods of time. If they did change materially, subseguent to the
date of this report, the opition could be different in these changed circumstances. However,
subject to Seetion 670C of the Corporations Act, Grant Samuel has ne obligation or undertaking o
advise any person of any change in circumstances which has come to ity attention afier the date of
ihis report or o review, revise or update is report or opiion.

This report is also based upon financial and other information provided by ETRADE and its
advisers. Grant Ssmuel has considered and relied upon this iformation. ETRADE has
represented In writing o Grant Samuel that to iis knowledge the information provided by it was
complete and not incorrect or misleading in any material agpect. Grant Samuel has no reason to
believe that any material facts have been withheld. It is noted that John Harries and Geoffrey
Colien, the nominees of ANZ on the board of ETRADE, have not been involved in the provision
of mformation to Grant Samuel.

The information provided to Grant Samuel has been evaluated througl analysis, inquiry and
review {0 the extent that it considers necessary or appropriate for the purposes of forming an
opinion as to whether the ANZ Offer is fair and reasonable having regard fo the interesis of the
non associated shareholders of ETRADE. However, Grant Samuel does not warrant that iis
inquiries have identified or verified all of the matters that an audit, extensive examination or “due
diligence” investigation might disclose. While Grant Sanmwel has made what it considers to be
appropriate Inquiries for the purposes of forming its opinion, “due diligence” of the type
undertaken by companies and their advisers in relation to, for example, prospectuses or profit
forecasts, 1s beyond the scope of an independent expert. Grant Samuel is not inn a position nor is it
practicable to undertake iis own “due diligence” imvestigation of the type undertaken by
accountants, lawyers or other advisers.

Accordingly, this report and the opinions expressed in it should be considered more in the nature
of an overall review of the anticipated commercial and financial implications rather than a
comprehensive audit or nvesiigation of detailed maiters.

An mportant part of the information used in formtng an opinion of the kind expressed in this
report 1s comprised of the opinions and judgements of management. This type of information was
also evaluated through analysis, inguiry and review to the extent practical. However, such
infornation is often not capable of external verification or validation.

Preparation of this report does not imply that Grant Samuel has audited in any way the management
accounts or other records of ETRADE. 1t is undersiood that the sccounting information (hat was
provided was prepared in accordance with generally accepted accounting principles and in a manner
consistent with the method of accounting in previous years (except where nofed).

The information provided to Grant Samuel included:
»  unaudited management accounts for ETRADE for the eight monihs ended 28 February 20607

»  unaudited management budget for ETRADE for the year ending 36 June 2007;
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»  unaudited management summary of potential material impacts to the unaudited management
budget for the period 1 March 2007 to 36 June 2007; and

»  unaodited management summary of non-recwring ftems that would be adiusted for in the
calceulation of “core” EBITDA.

This information s hereafter referred to as the “2607 Financial Information”.

The unaudited management budgel for the year ending 30 June 2007 was prepared 1n May 2006.
The management summary of potential material impacts to the unaudited management budget for
the period 1 March 2007 to 30 June 20067 and the management summary of nop-recurring {tems
that would be adjusted for in the calculation of “core”™ EBITDA, was prepared in March 2007.

ETRADE is responsible for the 2007 Financial information. Grant Samuel has used and relied on
the 2007 Financial Information for the purposes of its analysis. The major assumptions underlying
the 2607 Financial Information were reviewed by Grant Samuel in the context of current
economic, fmancial and other conditions. However, it should be noted that the 2607 Fmancial
information and the underlying assumptions have not been reviewed {nor is there a statutory or
regulatory requirement for such a review) by an investigating accountant for reasonableness or
accuracy of compilation and application of assumpiions.

Subject to these limitations, Grant Samuel considers that, based on the Inquiries 1t has undertaken
and only for the purposes of its analysis for this report {which do not constituie, and are not as
extensive as, an audit or accountant’s examination), ithere are reasonable crounds to believe that
the 20067 Financial [nformation has been prepared on a reasonable basis. In forming this view,
Girant Samuel has taken the following factors, inter alia, fnto account that:

»  the 2007 Financial Information includes actual frading results of ETRADE for the eight
months ended 28 February 2007 (including the results for the six months ended
31 December 2006 which have been subject to a review by Emst & Young, the auditors of
ETRADE and have been announced publicly};

»  the unaudited management budget for the year ending 30 June 2007 was prepared through a
detailed budgeting process involving preparation of “ground up” informaiion by the
management of ETRADE and was adopted by the board in July 2006; and

»  the management summary of potential material impacts to the management budget for period
1 March 2067 to 30 June 2007 and the management summary of nop-recurring items that
would be adjusted for i the calculation of “core” EBITDA was endorsed by the ETRADE
board 1n March 2067.

The directors of ETRADE have dectded not fo melude the 2007 Financial Information m the
Targei’s Siatement and therefore this information has not been disclosed in this report.  The
prospeciive eamings for the year ending 30 June 2007 implied by the 2007 Financial Information
are consistent with a recent forecast of ETRADE’s earnings prepared by the only broker that
covers ETRADE. The broker’s forecast of ETRADEs earnings for the 2007 financial year was as
follows:

»  EBITDA of $31 millien {before profit from associates and significant and non-recurring
items);

»  EBIT of 326 million {before profit from associates and significant and non-recursing items);
and

»  net profit after tax of $24 mullion (excluding significant ftems).
Grant Samuel has adopted these forecasts for the purpose of its valuation.
Grant Samuel has no reason to believe that the 2007 Financial Information reflects any material

bias, either posilive or negative. However, the achievability of the 2007 Financial Information is
not warranted or guaranteed by Grant Samwuel. Future profiis and cash flows are inherently
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uncertain,  They are predictions by management of future events that cannot be assured and are
necessarily based on assumpiions, many of whicl are beyond the control of the company or its
management.  Actual results may be significantly more or less favourable. In particular,
ETRADE’s financial performance is dependent on and highly sensitive to trading volumes on the
ASX, which i turn depend on such factors as investor confidence, the performance of the
Australian and mternational eguity markets, and other factors beyond the contrel of ETRADE.
Material changes in such factors can occur rapidly and with litile or no warning, with potentially
significant adverse impacts on the financial performance and prospects of ETRADE,

[n forming its opinion, Grant Samuel has also assumed that:

»  matiers such as title, compliance with laws and regulations and contracts in place are in good
standing and will remain so and that there are no material legal proceedings, other than as
publicly disclosed;

»  the information set out in the Target’s Statement sent by ETRADE to its sharcholders is
complete, accurate and fairly presented in all material respects;

»  the publicly available information relied on by Grant Samuel in its analysis was accurale and
not misleading;

»  the ANZ Offer will be implemented in accordance with its terms; and

the legal mechanisms to implement the ANZ Offer are correct and will be effective.
To the extent that there are legal issues relating fo assets, properties, or business inferests or issues

relating to compliance with applicable laws, regulations, and policies, Grant Samuel assumes no
responsibility and offers no legal opinion or interpretation on any issue.
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Overview of the Stockbroking Industry

3.1

Australian Stock Exchange Trends

The level of share ownership in Australia has been gradually increasing in recent years with
approximately 55% of Australians owning shares either directly or indirectly in 2004, compared to
50% in 2002, Australian shareholders are also trading more regularly, on average 7 times a year in
2004, mcreasing from 5 times a year in 2002, which is parily attribuiable to a buoyant
sharemarket. The average value of trades was approximately $11,150 in 2004, and the value of
the average portfolio was $41,400.°

According to the ASX, 25% of the Australian market, or $300 billion, was held directly by retail
imvestors at the end of the 20606 financial year. A further 40% of the market is invested by
domestic institutions, primarily on behalf of retail investors,

Although equity trading volumes can fluctuate significantly in the short-term, the number of equily
trades on the ASX and the value of trades have generally demonsirated a steady incresse sinee
1994, as summarised in the chart below:

ASX - Average Daily Equity Trades and Turnover
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All trading on ASX occurs through brokers or other authorised holders of an Australian Financial
Services License (“AFSL™):

Direet Investor lodivect lnvesior

}

ASX

Around 37% of investors used a retail broker i 2004, with 61% of those using a full-
service/adviee broker. The most common means of acquiring direct investments in the two years
ended 30 June 2004 were via a full service broker (22%), a float/prospectus (21%} or a
discount/non-advice internet broker {16%4).°

3.2  TFhe Stockbroking industry
3.2.1 Overview

The stockbroking system allows mstitutional and retail investors to trade securities on a stock
exchange, by placing and executing orders on behalf of investors and ensuring settiement
completes. Most transactions are either carried out over the telephone between a broker and a
client, or via online services.

Stockbroking firms are generally categorised in the market according to the level of service
offered to clients. They range from the iraditional execution and settlement-only brokers, which
do not offer advice or other value-added services, to full-service brokers. Full service brokers seek
to add value by providing chents wiih services such as research and advice on listed companies,
mvestmenis in-house and In menaged funds, derivative products and financial planning.
[nvestment banks generally fall into this category.

Historically, ondine brokers have focused on offering internet ensbled irade execution and
settlement on a discounted commission basis. However, their model has evolved to provide a
more comprehensive level of wealth management capabilities and services, also delivered through
their online trading platform at low cost.

Austratia’s Share Owners, An ASX Study of Share Invesiors in 2004
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The following table summarises the top 10 brokers by number of trades for the eight months ended
28 Febroary 2607

} Share by Number of Trad

CommSec

Deutsche Bank 8.2
Macquarie 8.5
ABN Amro 6.7
Citigroup 6.3
Credit Suisse 6.3
LIBS 5.6
Cioldman Sachs JB Were 5.4
ETRADE 5.1
Morgan Stanley 4.9

Source: ETRADE

Commonwealth Securities Limited (“ComumSec”™), a subsidiary of Commonwealth Bank of
Australia Limited {“Commonwealth Bank™}, 1s the most active broker by number of trades on the
ASX. It has also surpassed the broking arms of some of the global investment banks in ferms of
the value of shares traded on the ASX.

The increasing desire for divect share ownership by Ausiralians driven, among other factors by the
growth in selfmanaged superannuation, has created a positive demand for retai! stockbroking
services. The irend towards self-directed investing by retail investors is expected to continue.
Through the expansion of the imternet and other media, private investors can access 2 wealih of
financial imformation to help them make invesiment decisions. [nstitutional demand for
stockbroking services has also increased due to the growth in saving via superannuation and
managed investment funds. The introduction of a broader range of services and iavestment
produets available to clients has also increased transaction volumes for the industry.

The number of transactions on ASX and the value of trades is an important measure of demand for
all stockbroking related businesses. The number of equity trades is the principal driver for
brokerage revenue, although there is also some correlation with the total value of shares traded.

3.2.2 Oaline Broking Indastry

According to the ASX, there are currently 12 internet-based non advisor brokers in Australia,
generaiing around 35-45% of ASX trades each day. Of these, CommSec, is the clear market
leader with more than 1.2 million cusiomers and a market position of around 54% of the online
broker market. ETRADE is the second largest online broker with a market share of about 26% of
the online broker market.

WL Limited (“IWL"), through iis wholly owned subsidiary, Australian Investment Exchange
Limited (“AIEXY, and online retail brokers, Sanford Securities and Avcol Securities, ¢laims a 9%%
share of Australia’s online broking market. AIEX provides wholesale stockbroking infrastructure
for clients including National Australia Bank Limited (“NAB”), Wesipac Banking Corporation
{“Westpac™), Suncorp-Metway Limited, Bank of Western Australia Limited, Hartleys Limited,
Tricom Equities Limited and Austock Group. NAB and Westpac rebadge the online broking
platform under their own bracdnames. Whilst Westpac (10% market share) undertakes its own
execution of trades, AIEX provides execution services for NAB.
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The following chart summarises the relative market share of the major online brokers in Australia:

Online Broking - Relative Market Share
(1 July 2006 - 28 February 2007)

ETRADE & HSRC
Stochbroking
26.4%

Commbee
54.3%.

AJEXMational Online
G
WL

Westpae
HEL

Source: ETRADE

The online brokers offer a convenient, round-the-clock service that full service brokers are unable
to provide. Trading orders placed online outside market howrs {10am-4pm} are submitted for
execution on the next trading day. Orders made with an online broker during market hours are
placed on the market and, if matehed, are executed within seconds.

Low brokerage commissions remain the mmjor drawcard of discount / ondine brokers by
comparison with traditional full service brokers. However, price is less of a deciding factor for
imvestors making comparisons between online brokers, because most of the online brokery charge
simifar brokerage commissions i the approximate range of $20-35 per irade, which is
significantly lower than fees charged by full-service brokers. Therefore, customers considering
onkine brokers have regard to qualitative elements such as the features and functionality offered,
the ease of use of the website, the speed and efficiency of executing fransactions and the level of
customer service. Value-added services include access to:

»  options, warrants and CFDs trading;

»  managed funds and cash management trusts;

»  initial public offerings;

»  foreign markets;

»  margin lending;

L] market research;

L] market news, commentary and ASX announcements; and

»  regular client newsletters, personal watchlisis, charting tools and SMS price alerts.

Customers need a bank account to seitle trades made with an online broker. Some brokers permit
customers to use an existing account while others require a specific cash selilement account to be
established. Brokerage fees are usually charged as a percentage of the amount being traded, with a
minimum charge per trade. Frequent-irader discounts are offered by some brokers. Online
brokers also tend to offer telephone trading ag well, although this service is more expensive.
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The key characteristics of the major online brokers in Australia are summarised in the table below:

vanmSec Share Tra
Lernet Prefersed

CEsTRADE
CERTRADE Pro
U Power ERTRADE
Westpac Broking
Imegrratad
Accotnts

L UNAB Dabine
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Technological mvesiment is eritical to the success of online brokers as # facilitates produet and
service innovation and offering, increases the informaiion available to customers and its timely
provision, improves the reliability of transaction execuiion and enhances brand image.

The trade execution business of online brokers has considerable operating leverage. Other than
certain exceution fees, which directly relate to a broker’s trading volumes, the cost strueture is
largely fixed. Therefore, online brokers wre able to manage sigmificant volume growth, and
expansion of capacity is achievable with Hitle incremental investment.
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Profile of ETRADE

4.1

4.2

Background

ETRADE was meorporated in January 1986 under the name Babilar Lid. Hs primary activity was
initially the breeding of thoroughbred bloodstock. The name of the company was subsequenily
changed to Kia Ora Stud Ltd and listing on the ASX was granted in October 1986. Gver the nexi
ten years the company wxderwent a number of substantial changes in business operations. In
1997, it emerged as a listed Investmeni company under the name Nova Pacific Capital Limited
{“Nova Pacific™). At this time, it had a variety of interesis in businesses involved in the electronic
and associated industries. These interests have now all been sold or liguidated.

[n April 1997, Nova entered into a services and licence agreement with United States-based
ETRADE US to establish online stockbroking in Australia and New Zealand. The agreement
covered the E¥TRADE brand, technology and services. The ETRADE website was launched in
April 1998 and the company changed its name to ETRADE in November 1998,

In September 1999, ETRADE and ANZ signed an agreement providing that ANZ would market
the online broking platfonn co-branded ETRADE / ANZ to ity clients in exchange for a stake of
up to 35% in ETRADE.

On 28 April 2005, ETRADE announced it had purchased a 50% stake in the institutional broker
Linwar Securities Pty Limited (“Linwar™). The consideration was $8 million in cash, $1 million in
ETRADE shares and an incentive payment of up to $1 million for each of the financial years
ending 30 June 2006 and 30 June 2007 {payable by the issue of ETRADE shares) provided certain
hurdles are met (the hurdies were met for the 2006 financial yvear prompting payment of the first
$1 million tranche}.

In April 2006, ETRADE established ASANDAS, a wholly-owned subsidiary offering full-service
brokering services to retail investors.

On 5 lune 2006, ETRADE announced that # had agreed to acguire HSBC Stockbroking
{ Australia) Pty Limited (“HSBC Stockbroking™) for $51.3 million funded by cash and debt. Under
the purchase agreement, an adjustment of $1.2 million was paid to the vendor HSBC Bank
Ausiralia Lanited (“HSBC”) in September 2006 following the audit of the nel asset base of HSBC
Stockbroking. At the time of the purchase, HSBC Stockbroking provided online broking services
to approximately 40,000 HSBC retail customers and to 32,000 customers of St.George Bank
Limited (“St.George Bank™). The acquisition was effective as of T July 2006, ETRADE has since
signed & separate agreement with St.George Bank to provide the directshares service to ils
customers.

Operations

ETRADE provides online broking services for retai! elients, infermediaries (financial planners and
brokers) and institutional investors. During the financital year ended 30 June 20606 the company
launched a new website, its third since April 1998, In addition (o offering trading in Australian
shares, ETRADE offers trading in international shares {following ihe acquisition of HSBC
Stockbroking), warrants, options and CFDs. ETRADE has broadened its portfolio of sctivities to
include full service mstiutional broking through #s investment in Linwar and private client
advisory services through the establishment of ASANDAS.

Retail and wholesale broking account for approximately 65% and 20% of ETRADE s broking
revenues respectively, with the institutional broking segment and ETRADE’s investments in
ASANDAS and Linwar generating the balance.

The folowing chart shows a breakdown of revenue by product line for the six months ended

31 December 2006, It includes the contributions of HSBC Stockbroking, Si.George Bank and
ASANDAS for the full six months:
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Revenue by Product Line
(6 months to 31 December 2006)

Non-brokerage
17%

Brokerage
83%

Source: ETRADE

Non-brokerage revenue consisis of trail commissions, initial public offering {“[PO”) handling fees,
fees and charges recovered, commissions on managed funds and margin lending, as well as
various other fees.

Retail

The retail segment services three categories of cusiomers:

visitor traders do not have a brokerage account with ETRADE, but can access the service to
sell issuer sponsored shares;

casual traders hold a brokerage account with ETRADE and are able to sell issuer sponsored
and broker sponsored shares, participate in [POs, trade equities, warrants, options and CFEDs,
as well as invest in managed funds, manage their superannuation and take out margin lending
facilities. Investors also have access to live market information as well as research from
eight independent providers. ETRADE plans to expand the research offering; and

active traders who, i addition to accessing all the products and services offered to casual
traders, might opt for either of the two trading platforms E¥*TRADE Pro or Power E¥TRADE
offered by ETRADE. E*TRADE Pro, based on proprietary source code, caters for invesiors
wishing to focus on share trading. Power E¥TRADE, based on Web IRESS source code,
includes features most usefu] to investors interested in trading options and CFDs.

ETRADE was the first online broker to market CFDs in Australia, introducing the product two
years ago. CFDs allow invesiors to take a leveraged short or long position on shares traded on the
ASX, without having to buy the underlying security. Investors typically provide a cash deposit
ranging from 5% to 20%. ETRADE does not provide the CFDs directly, but assists its clients to
enter CFDs with MAN Financial Australia Ltd (“MAN”). ETRADE has no financial exposure.
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Following the addition of approximately 40,000 HSBC Stockbroking customers and 32,000
St.George Bank customers, total ETRADE customer accounts excesded 350,000 as at
31 December 2006. The chart below shows the growth in customer aceounts since the launch of
ETRADE’s online trading website in April 1998:

ETRADE Retail Customer Accounts
(As at 31 December 2006)

400 1
359 -
300
256 =
200 A 191

At

161
poer 82
i)
50 -
. 14
0 - I .

bun-9% B39 [IERE Jun-fi1 Jun-12 Jun-1¥3 -4 Fur-i15 Jun-G6 Bec

Customer sccounts ((8s)

B ETRADE HSBC Stockbroking O St.George Bank

Source: FTRADE

In the current market conditions, ETRADE’s clients trade around 7 times a year on average on
ETRADE’s website, whilst the most active clients trade up to a thousand tmes per monih.
ETRADE offers the active trader platforms Power EFTRADE and E¥TRADE Pro fiee of charge to
any active frader who execufes in excess of 10 trades per month. The average trade value of
ETRADE customers, including HSBC Stockbroking and St.George Bank customers, was
approximately $13,008 for the six months ended 31 December 2006.

Online retail customers {excluding visitor traders) are required to open a nominated account with
ETRADE. A “buy” order will only be executed if sufficient funds are available in the client’s
nominated account {ncluding funds that are in the process of being credited to the client’s account
as a result of a prior transaction}. This protects ETRADE against default risk from clients.
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ETRADE is increasingly focusing on its non-broking activities, to reduce the volatility in revenues
and eamings associated with the broking activities.  Accordingly, it has introduced assel
management products which typically generate annuity style fees and help to mitigate the impact
of fluctuations in trading volumes. The chart below sets out the growth In customer assety since
the launch of the ETRADE website:

ETRADE Customer Assets
(As at 31 December 2006)

25 q
23
w2
-
ol
=
¥ 15
o
Z
o
N
B H0
E
gj e L6 ¥
] 5 A
Tl . t 3
i} T m T ﬁ T . T T

Jun-98 Jun-949 Jun-x} Fun-(3] Fun-ir2 Jun-1¥3 Jun-34 Jun-(15 fan-06 Dec (9

W Scourities Cash + Margin lending + Managed funds

Sowree: ETRADIE
Intermediary / Wholesale

The intermediary / wholesale segment targets holders of an AFSL such as stockbrokers, financial
plapners and accountants. ETRADE offers access o live market data and pricing as well as
independent rescarch.  Clients of intermediaries have access to the ETRADE professional
platform, can execute visitor trades and are able to participate in 1POs. ETRADE is protected
from default risk on these ransactions through a guarantee from the intermediary. As at February
2087, ETRADE served approximately 230 wholesale businesses representing a total of 2,000
Heensed representatives.

Institutional

ETRADE provides an “execution only” service to institutional clients. The service is attractive fo
institutional clients both because of discounted fees and because it ensures the avoidance of any
possible conllict of interest with a proprietary trading desk.

Investinents

ETRADE has a 50% inferest in Linwar, an Australian boutique full-service mstitutional broker.
Linwar was established in late 2002 by former local BNP Paribas directors and staft as a result of
the French bank’s exit from the Australian imvestment banking market. Linwar focuses on small
to mid-cap companies listed on the ASX and relies on ETRADE for iis back-office needs. In
addition to income earned on its 5% holding, ETRADE generates revenue from providing
execution, clearing and seitlement services to Linwar.

The wholly-owned subsidiary, ASANDAS, is a full-service broker focusing on retail investors.
ASANDAS is an ASX market participant and holder of an AFSL. ASANDAS’ business model is
based on providing a complete turnkey business structure (brand, infrasiracture and AFSL) o
retail advisors wishing to retain their business independence. ASANDAS aims 1o remain a low
cost business and does not intend to provide research services.



4.3

GRANT SAMUEL

Key Alliances
ETRADE US

ETRADE inttially entered info a license agreement with ETRADE US on 18 April 1997 for the
exclusive use of proprietary technology of ETRADE US to provide electronic retail brokerage
services in Ausiralia. The agreement provided that ETRADE would pay royalties to ETRADE US
for the use of the trademark and technology. On 1 Jlanuary 2002, both parties agreed to terminaie
the existing agreement and signed a new agreement under which ETRADE US pranted the
exclusive use of the E*TRADE brand in reiwn for a 7.5% stake in ETRADE, valued at
approxinately $3.1 million at the time of the exccution of the agreement. Among other
provisions, the new agreement includes institutional brokerage righis, transfers the technology
maintenance and development obligation of ETRADE US to ETRADE in Australia and now also
covers New Zealand.

The initial term of the new agreement was five years. On 8 May 2606, ETRADE announced it had
exercised its right fo extend the license for a further 3 years with no further royalty payments and
that it was in diseusstons with ETRADE US o extend the agreement to 31 December 2620, Either
party can terminaie the current agreement without cause if it provides three months” written notice
and pays a termination fee of US$S million. This right has been waived, conditional on the ANZ
Offer being declared unconditional.

ANZ

in September 1999, ETRADE and ANZ signed an agreement providing that ANZ would markel
the online broking platfonn co-branded ETRADE / ANZ to its clients in exchange for a stake of
up 16 35% in ETRADE. The agreement provided that ANZ would receive an additional tranche of
3% if certain performance indicators were met, but this did not eveniuate. The agreement contains
an anti-dilution provision which entitles ANZ (o purchase shares to enable it to maintain ils
perceniage holding in the event that ETRADE undertakes a placement or upon conversion of
convertible securilies.

ETRADE does not hold a banking license. # relies on ANZ for the provision of cash management
and margin lending products and receives a commission on ETRADE’s clienis’ cash balance and
margin lending facilities.

The current agreement commenced on 1 October 2002 and continues until terndnation.  Both
parties can terminate the agreement with six months’ prior netice without any compensation
payable to the other party.

HSBC

Following the acquisition of HSBC Siockbroking from HSBC, ETRADE and HSBC signed a
referral agreement for a minimum five year period. The agreement ook effect on | July 2606 and
provides that HSBC receives a percentage of the brokerage fees ETRADE charges the clients
referred by HSBC. The agreement is awtomatically extended until ferminated, but can be
terminated by either party with six months’ notice without any financial penalty payable.

St George Bank

Following the acquisition of HSBC Stockbroking, ETRADE and St.George Bank signed an
oulsourcing agreement, which commenced on 11 September 2006, Under the agreement, which
has a term of at least three years, St.George Bank’s clients have access to a white label service
known as direcishares which is based on ETRADE’s platform. ETRADE retains a variable
brokerage fee per contract note and pays the balance to St.George Bank.
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Bendigo Bank Lintited

On 7 April 20064, ETRADE aanounced an alliance with Bendigo Bank Limited (“Bendigo Bank™)
under which Bendigo Bank’s clienis have access to a co-branded ETRADE / Bendigo Bank online
trading platform. Under the terms of the agreement, Bendigo Bank receives a commission on the
brokerage fees generated by Bendigo Bank clients and pays ETRADE a percentage of the balance
of the cash accounts of shared customers.

Cantas

ETRADE has entered into an agreement with Qantas Airways Limited {“Qantas™) that allows
ETRADE customers to earn Qantas Frequent Flyer points when they trade. The agreement
requires ETRADE to pay Qanias a fixed amount per mile awarded. ETRADE is the only online
trading service in Australia that allows its clients to earn miles on the Qantas Frequent Flyer points
program. The agreement commenced on 1 October 2003 and has been re-signed for a term which
expires on 36 September 2009,

ETRADE management believes that none of these agreements should be affected by ithe ANZ
Offer.

QOutlooak

ETRADE intends fo pursue investment opportunities and aims 1o continue growing 1ts more recent
products such as CFDs, managed funds and margin lending. The purchase of a perpetual non-
exclusive source code licence for E¥TRADE Pro should enable ETRADE to further tailor iis
service offering for wholesale clients. The integration of HSBC Siockbroking and the St.George
Bank ocutsourcing agreement and the investments in ASANDAS and Linwar are expected to
generate further cross-selling opportunities.

in addiiion, ETRADE continues to expand its business model to focus on asset-based revenues and
reduee its exposure to the volatitity and competitive pressure of i transaciion based commission
business. Growth of the non-broking business is aimed at creating a more balanced business
model in botl strong and weak markets.
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4.5 Financial Performance

The historical financial performance of ETRADE for the four years ended 30 June 2006 and for
the six months ended 31 December 2006 is summarised below:

al Performance ($808s)

Total revenue® 18,382 32,361 42,192 53,201 38,633

Net interest 606 1,084 LRTG 2,007 {275}
E(‘}uity et‘ccoumed share of profits 3 ) 24 906 400
of associates

Operating profit before tax 1,201 9,625 15,591 19,870 E2,7E5
Significant Hems before tax - - - - {2,150}

- 3,630

Baxic earvings per share {oenis) i2 0.9 154 20.6 4.2

Dividends per share (cenis) - - - 58 -
Payout ratio 27 n riet 25% ek
Amornt of dividend franked b 2] #el et 2% & E]
FTotal revemie growh (3% 7t%n 3% 26%% Ht
EBFFDA growth 35% 42(% 53% 24% Fit
EBIT growth 3339% £.335% afidn 239 FECE
EBITDA margin 6% 29% 4% I 38%
EBIT margin 3% 265 32% 32% 33%

Source: ETRADE and Grant Samuel anabysis

The following points should be noted in relation to ETRADE’s {inancial performance over the past
four financial years:

»  the growth in revenues and sarnings is primarily due to the growth in ETRADE’s core online
broking business, supported by a steady growth in customer accounis, customer assets under
administration and strong sharemarket performance;

»  Linwar (30% interest acquired on 28 April 2005} contributed earnings to the last two months
of the financisl year ended 30 June 2005 and made a full year contribuiion in the 2006
financial year. Linwar is treated as an associate of ETRADE for aceounting purposes;

»  ASANDAS (established in April 2006) contributed approximately $516,000 to revenue in the
last 3 months of the 2006 financial year; and

Numbers may not add due 10 rounding.
Total revenue represents the sale of goods and provision of services.

EBITDA is earnings before net bnterest, fax, depreciation, amortisation, investment income, equity accouttied share of profits of
associstes and joint venture entities and significant items.

EBFET is carnings before net interest, tax, depreciation, amortisation, investment income, equity aceounted share of profits of associates
armd joint venture entities and signiticant itens.

An undranked speciad dividend of 10 cents per share was paid on 10 November 20045,
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»  as the acquisition of HSBC Stockbroking was effective 1 July 2006, it does not impact the
financial performance for the four financial years to 30 June 2066,

Grani Samuel makes the following commenis regarding the financial performance of ETRADE in
the six months ended 31 December 2006:

»  the strong increase in revenue and camings is a reflection of the contributions of HSBC
Stockbroking, St.George Bank and ASANDAS for the full six months, as well as & result of
growth in the core business;

»  ETRADE annocunced on 11 January 2007 that HSBC Stockbroking’s performance was in Hne
with expectations with an annualised EBITDA for the six months ended 31 December 2006
reaching %6 million (including synergies and before integration costs and excluding
directshares earnings).  The company reported in its halfiyear resulis that HSBC
Stockbroking had contributed $5.7 million i revenues and $1.7 million of net profit
(excluding non-recurring expenses) over the period;

»  depreciation and amortisation expense includes the amortisation of the HSBC customer list
valued at $23.2 nxilion and amortised over 10 years, as well as increased depreciation
reflecting an increase in fixed assets in recent years;

»  interest paid exceeded interest received as a result of a draw down of debt which occurred on
36 June 2006;

»  the $2.15 million of significant items corresponds to infegration and development costs
assoctated with the acquisition of HSBC Stockbroking; and

»  the income tax benefit for the hall year ended 31 December 2006 includes ufilisation of a
deferred tax asset which ETRADE brought to account as a result of an agreement wiih the
Australian Taxation Office {“ATO™) detailed below.

On 11 January 2007, ETRADE announced that the infegration process following the acquisition of
HSBC Stockbroking produced a number of anomalies, but that all issues had been identified and
were being resolved at no financial loss to any customer and without significant financial impact
on ETRADE.

The alliance with ANZ involved the issue of ETRADE shares to ANZ as payment for the
provision of clients to the ETRADE broking business. These share based payments totalled
$72 million and were paid between September 1999 and October 2002. ETRADE claimed a
$60 million tax deduction in respect of the payments, however, this claim was challenged by the
ATO. On 25 October 2006, ETRADE announced that following a recent tax audit, ETRADE and
the ATO had agreed on a tax deduction of $33 million. This confirmed ETRADE’s chosen tax
treatment for the financial year ended 30 June 2006 and results in a balance of approximately
$20 mullion in carry forward losses for the 2007 financial year. It is expected that the tax losses
will be fully uiilised in the 2007 financial year.
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4.6 Financial Position

The financial position of ETRADE as at 31 December 2006 is summarised below:

Property, plant and equipment (net) 4,372
Investments accounted for using the equity method 12,488
Intangibles (net) 244032
Goodwill 31,784
Deferred tax Habilities {net} {3,207
Other assets {net} {1,3568)

Clash 31,304
Interest bearing Habilitics (30,76
Net bor

Statistics

Shares on Ivsue af year end (nillions} HETR
Net assets per share feents} i
NT4™ per share {oends) &

Source: EYRADE and Grant Samuel anabysis

The following should be noted in relation o ETRADE’s financial position as at
31 December 2006:

»  debiors and creditors predominanily comprise seitlement obligations and reflect the fact that
parties 10 a securities fransaction have to settle the transaction within three days of ASX
approval. As they are a direct consequence of trading values in the three days prior to the
balance date, they are subject to very high volatlity;

»  the acquisition of HSBC Stockbroking was seitled during the six months ended 31 December
2006. Cash held i escrow for acguisition as at 30 June 2006 of $51.2 million was paid (o the
vendors i the half year ended 31 December 2006;

»  investments accounted for using the equity method consist of ETRADE's 50% interest in
Linwar,

» a significant increase in ETRADE’s imtangibles and goodwill i the half year ended
31 December 2006 is mostly due to the HSBC Stockbroking acquisition.  HSBC
Stockbroking’s customer list was valoed at 323 million as at 1 July 20606 {generating a
$1.2 million amortisation expense in the six months ended 31 December 2006) and goodwill
on the acquisition was approximately $31.7 million; and

»  during the six months ended 31 December 2006, a deferred tax liability of $6.56 million in
relation to the identifiable intangible asset of the HSBC Stockbroking customer list was
recognised.  This Hability was partially offset by $2.1 million of carry forward losses and
$1.7 million of net lemporary differences recogmised following the settlement of the tax
dispuie with the ATO.

Numbers may not add due 10 rounding.

&)

NTA is net tangible assets, which is calcubated as net assets jess poodwill and other intangibles.
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ETRADEs operations have primarily been funded over time by profits from operations:

006s)"

EBITDA 1,819 9,462 14,486 18,022
Changes in working capital and other {672} 2,102 713 &9
adjustments

Tax paid {HH - - -
Net interest paid 604 F093 88 2,007
Dividends paid (net) - - - {9,128
[irvestments (net) - - {8,114} (BR7)
Proceeds from equity issue - 229 363 34
Payment for share buyback - - - {1,590
Cther 4 (1 - {5}
Froceeds from borrowings 38 2%} - 3,321

Cash - opening 2,908

26,724 35127
Cash - closing 45071 26,724 33127 2. 141

Source: ETRADE and Grant Samuel anabysis

Capital Stracture and Ownership

As at 21 March 2067, ETRADE had 106,451,929 ordinary shares on issue and in excess of 4,000
registered sharcholders.  More than 60% of ETRADE’s shares are held by institutional
shareholders.

The top ten ordinary sharchelders in ETRADE as at 16 March 20607 are shown in the table below.
They account for approximately 69% of the ordinary shares on issue.
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ETRADE - 'Iop Ten Shareholders as at 16 March 2607

(8005}
Australia & New Zealand Banking Group Limited 34,350,645 34.20
LIBS Nominees Pty Ltd B 411,296 837
National Nominees Limited 4,274,144 4.25
:238(] .B[\);x;ic{z)lwﬁor Services Australia Nominees Pty Limited 4119.510 410
Converging Arrows, [ne. 4411511 404
ANZ Nominees Limited {Cash income A/CH 3,986,545 397
HSBC Custody Nominees {Australia} Eimited 3,006,860 259
EDAM AM International Pey Lid 2,806,552 2.89
H5BC Custody Nominees {Australia) Limited — O8] ECSA 2,507,670 250
HEBC Custody Neminees (Australia) Limited - A/C 2 1,721,369 1.7t
Subtotal - Fop 10 shareholders - - go 0,802 6987 e
Other sharcholders 31055427 30,93
Botal woasioze woss

Source: FTRADE

Substantial sharcholders in ETRADE who had potified the company of their shareholdings as at
21 March 2007 as set out below.

Lri R—\DE Qubst‘mtml Shareholders as at 21 March 2007

Number of Shares Rt
T R b3 lntt,rest ....... .

{00053
Australia & New Zealand Banking Group Limited 34,392,045 34.24
Caledonia Investments Pty Limited 12,024,340 11.97
ANZ Nominees Limited 3,134,080 5.

Source: DFS IRESS

Since the announcement of the ANZ Offer, there has been some movement in the shareholdings of
substaniial sharcholders of ETRADE. On 13 March 2007, ETRADE US, through its subsidiary
Converging Arrows, Inc, announced that it was no longer a subsiantial shareholder, having sold
around one third of iis interest on market at an average price of $4.18 per share. At the same time,
Caledonia Investments Pty Limited (“Caledonia™} lodged a substantial shareholder notice
indicating that it has increased its shareholding in ETRADE to 11.97%. On 20 March 20067, UBS
Nominees Pty Ltd announced it had ceased to be a substantial shareholder on 19 March 2007.
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A summary of the price and trading history of ETRADE since 1 January 2003 1s set out below:

Year ended 31 December
2003

2004

2005

2006

Quarter ended

31 March 2006

340 June 2006

30 September 2006
31 December 2006
Week ended

5 January 2007

12 January 2007
19 January 2007
26 January 2007

2 February 2007

9 February 2007
16 Febroary 2007
23 February 2007
2 March 2007

9 March 2007

16 March 2007

P42
P88
2772
ERIY

2.60
2775
2.40
ERIL

ER
322
342
3.54
342
.59
3.80
4.33
4.27
4.23
4.34

{131
{197
P38
2.2

2.12
247
2.14
226

2.97
302
322
336
eS|
336
3.60
443
4.11
4.16
4.12

.00
1.87
2.37
.96

|35 B N S ]
[T o Y
R T N R )

N
o

ot
bt
[

336
342
338
338
3
4.24
4.22
4.19
4.25

399
1,439
942
Gik5

448
684
604
884

045
973
2,331
P.568
Y68
Bt
929
7.829
2,128
5,497
5,4{k

57
P48
244
242

332
P
P31
329

422
411
551
477
632
439
523

1,582
6%
798
811

Source: DFS IRESS

The following graph illustrates the movement in the ETRADE share price and trading volumes

since 30 December 2002:
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The ETRADE share price has Increased significantly over the past four years reflecting
ETRADEs strong financial performance. The following movements in trading volumes and share
price prior to 31 December 2006 are noteworthy:

»  on 30 September 2084, just under 27 million shares were exchanged as a result of the sale by
RG Capital Holdings {Australia} Pty Limited and Computershare Limited (“Compuiershare™)
of their 15.7% and 11.7% stakes in ETRADE, representing a combined total of 26.7 million
shares. The two main buyers, Perpetual Trusiees Australia Limited (“Perpetual™) and
Caledonia, bought 7.9% and 7.6% respectively for a combined 15.1 million shares. The
transaction reduced the concentration of sharcholdings on the ETRADE register, which
resulted in a subsequent increase in liquidity and higher average trading volumes;

» in line with other companies that are directly exposed to the sharemarket trading volumes,
such as ASX Limited and Computershare, ETRADE s share price declined from a closing
price of $2.18 on 3 February 2065 to $1.40 on 3 May 2005 folowing a change in markel
sentiment;

»  the share price dechined more than 7% from 30 December 20035 fo 3 January 2606, on
volumes significantly higher than usual. ETRADE responded to an ASX query that it was
not aware of any factors unknown to the market explaining these movements; and

»  after trading in the range $2.16-2.70 between 8 December 2005 and 11 September 2006, the
share price steadily increased for the remainder of the 2606 calendar year.

The ETRADE share price experienced strong appreciation in the first six weeks of the 2007
calendar year and increased by almost 16% in the fortpight prior to the anncuncement of the ANZ
Offer. The foowing factors coniributed io the improving ETRADE share price:

»  on {1 January 2007, ETRADE provided an update on the progress of the integration of the
HSBC Stockbroking business, and indicated that its unaudited EBITDA for the six months to
31 December 2006 was expected to be at least 75% higher than the EBITDA for the
corresponding six month period in the prior year; and

»  takeover speculation appeared in the media from 16 January 20607 in conjunction with the
announcement of the departure of ETRADE’s Chief Executive Officer on 13 Januery 2007.

ETRADE shares generally traded in the range $3.30-3.40 for the remainder of January 2007.

ETRADE’s closing share price on 16 February 2007, the day prior to the announcement of the
ANZ Offer, was $3.70, representing a market capitalisation of approximately 3372 million. On
19 February 2007, following the announcement of the ANZ Offer, ETRADE shares closed at
£4.15.

ETRADE shares have fraded in the range $4.11-4.34 since the announcement of the ANZ Offer,
with a volume weighied average price of $4.20 to 19 March 2007. The following events have
sccwred during this period:

»  Caledonia increased its stake in ETRADE from 9.45% to 14.46% on 21 February 2007 and
then 1o 11.97% on 13 March 2067;

" on 9 March 2607, ETRADE announced that one of the conditions of the bid which required
that ETRADE US waive fis right to terminate the Services and License Agreement with
ETRADE withoui cause, had been satisfied,

»  on 13 March 2007, ETRADE US, which was & substantial sharcholder through its holding
company Converging Arrows, Inc., sold 2.3 million shares and ceased to be a substantial
sharelholder;

»  on 15 March 2007, IWL announced 1t had acquired a strategic stake in ETRADE {less than
3% of shares on issue). IWL further indicated that it currently did not mmtend 1o accept the
ANZ Offer and that it was considering formulating an alternative offer lor ETRADE;
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on 19 March 2007, ETRADE announced its unaudited results for the eight months to
28 February 2007; and

»  on 20 March 2007, UBS Nominees Pty Ltd announced it had ceased to be a subsiantial
shareholder on 19 March 2007,

The relative performance of ETRADE shares against the ASX All Ordinaries Index since
30 December 2002 is shown below:

ETRADE vs ASX All Ordinaries Index
(38 December 2082 - 16 March 2007)
L e e e
1.26H)
1 _6HH)
8 B0
=
S
463
264} 1
{J T T T T T T T T
Jan-¥3 Hub-03 dan-04 dub-f4 dan-05 Tl Jan-tHr Jud-Hr Fan-37
— TR ADE —AEN Al OGrdinaries Index

Source: DFS IRESS

Notwithstanding its share price reversals in the first six months of 2063, the February 2005 to
May 2605 period and the first half of 2006, ETRADE has significantly outperformed the ASX All
Ordinaries Index and the S&P/ASX Financials Index since 1 January 2063,
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Valuation of ETRADE

5.1

Valaation Summary

ETRADE has been valued m the range $424-476 million which corresponds to a value of $4.22-
4.74 per share. The valuation represents the estimated full underlying value of ETRADE
assuming 100% of the company was available to be acquired and includes a premium for control.
The value exceeds the price at which, based on cwrrent market conditions, Grant Samuel would
expect ETRADE shares to trade on the ASX in the absence of a takeover offer.

The value for ETRADE is the aggregaie of the estimated market value of ETRADE’s operating
business, other assels and net cash. The valuation 1s summarised below:

410.0

Other assets and linbilitic 13.0

Fully diluted shares on issue {millions) 0.5

The bottom of the range $4.22 represents the threshold price above which an offer would be fair
from a financial point of view. However, an offer price below that fevel would not be fair.

The valuation of ETRADE is subject to considerable uncertainty:

»  ETRADE’s financial performance is dependent on, and highly sensttive to, trading volumes
on the ASX, which in turn depend on such factors as mvestor confidence, the performance of
the Australian and international equity markeis, and other factors beyond the control of
ETRADE. Material changes in such factors can ocour rapidly and with little or no warning,
with potentially significant adverse impacts on the financial performance and prospects of
ETRADE. Over the past three years, the ASX has largely enjoyed buoyani markel
conditions. However, there can be no certainty that these condiions will continue;

»  ETRADE’s earnings are potentially volatile, as a result of the operating leverage inherent in
the business. A large proportion of ETRADE’s operating cosis are fixed and, sccordingly,
changes in trading volumes can have a malerial impact on ecarnings and cash flows.
Morecover, ETRADE’s client base of retail investors is likely to be particularly sensitive to
significant changes in market conditions;

»  uncerlain fuiure market conditions makes it difficult to prepare any reliable short or longer
term forecasts for ETRADE; and

»  the cost and revenue synergies available to ANZ or other purchasers of ETRADE could
potentially be substantial.  However, quantification of these synergies and judgements
regarding the exient to which they should be reflected in a valuation are somewhat arbitrary.

Given the difficuliies in developing reliable earnings and cash flow forecasts for ETRADE,
discounted cash flow analysis can be no more than indicative. Accordingly, Grant Samuel has
primarily had regard to the capiialisation of earnings methodology i valuing ETRADE. Grant
Samue! has had particular reference to multiples of EBITDA, EBIT and net profit after tax.

The valuation includes a premium for conirol. Takeover premiums are typically in the range 20-
35% depending on the individual circumstances. In particular, the premium paid can vary
depending upon the synergies available to acquirers and compelition or perceived competition for
control of a takeover targel.
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The valuation reflects the particular attributes of ETRADE’s business and takes into account
factors such as:

»  the strong historical growth of ETRADE, and its positive short o medium term growth
ouilook;

»  the strong market position of ETRADE as the second largest online broker in Australia;

»  ETRADE’s position as the only independent relat] online broker in Australia of meaningiul
size, and the strategic acguisition opportunity H therefore represents;

»  the opportunities available o ETRADE to expand ifs non-broking activities, which would
both grow iis business and reduce the exposure of its carings to ASX frading volumes. In
particular, in the short to medium term ETRADE intends to significantly grow its cash
management {which generates annuity style income) and margin lending businesses; and

»  the substantial cost and revenue synergies available to potential acquirers of ETRADE.
Methaodelogy
8.2.1 Overview

Grani Samuel’s valuation of ETRADE has been estimated by aggregating the estimated market
value of iis operating businesses and net cash as at 28 February 2007, The value of the operating
business has been estimated on the basis of fair market value as & going concern, defined as the
maximum price that could be realised in an open market over a reasonable period of time
assuming that potential buyers have full information.

The valuation of ETRADE is appropriate for the acguisition of the company as a whele and,
accordingly, incorporates a premium lor control. The value is in excess of the level at which,
under eurrent market conditions, shares in ETRADE could be expected to trade on the
sharemarket. Shares in a lisied companty normally trade at a discount of 15-25% to the underlying
value of the company as a whole (but this discount does not always apply).

The most relisble evidence as to the value of & business is the price at which the business or a
comparable business has been bought and sold In an arm’s length transaction. In the absence of
direct market evidence of value, estimates of value are made using methodologies that infer value
from other available evidence. There are four primary valuation methodologies that are commonly
used for valuing businesses:

»  capitalisation of earnings or cash flows;
»  discounting of projected cash flows;
»  industry rules of thumb; and

»  estimation of the aggregate proceeds fron: an orderly realisation of assets.

Each of these valuation methodologies has application in different circumstances. The primary
criterion for determining which methodology is appropriaie is the aciual practice adopied by
purchasers of the type of business involved.

5.2.2 Capitalisation of Earnings

Capitalisation of earnings or cash flows is the most commonly used method for valuation of
industrial businesses. This methodology is most appropriate for indusirial businesses with a
substaniial operating history and a consistent earnings trend that is sufficiently stable to be
indicative of ongoing earnings potential. This methodology is not particulmly suitable for start-up
businesses, businesses with an erratic earnings patiern or businesses that have unusual capital
expenditure requirements. This methodology involves capitalising the earnings or cash flows of a
business at a multiple that reflects the risks of the business and the stream of income that it
generates. These multiples can be applied to a number of different earnings or cash flow measures
including EBITDA, EBIT or net profit after tax. These are referred (o respectively as EBITDA
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multiples, EBIT multiples and price carnings multiples. Price carnings multiples are commonly
used in the coniext of the sharemarket. EBITDA and EBIT multiples are more commonly used in
valuing whole businesses for acguisition purposes where gearing is in the control of the acquirer
but are also used extensively in sharemarket analysis.

Apphlcation of this valuation methodology involves:

»  csiimation of earnings or cash flow levels that a purchaser would utilise for valuation
purposes having regard to historical and forecast operating resulty, non-recurring iems of
income and expenditure and known factors likely to impact on operating performance; and

»  consideration of an appropriate capitalisation multiple having regard to the market rating of
comparable businesses, the extent and nature of competiiion, the thme period of carnings
used, the quality of earnings, growth prospects and relative business risk.

The choice between parameters is usually not critical and should give a similar resuli.  All are
commonly used i the valuation of industrial businesses. EBITDA can be preferable to EBIT if
depreciation or non-cash charges distort earnings or make comparisons between companies
difficult. On the other hand, EBIT can better adjust for differences in relative capital expenditure
intensity.

in determining a value for ETRADE’s business, Grant Samuel has placed particular reliance on
the EBITDA and EBIT multiples implied by the valuation range compared to the EBITDA and
EBIT multiples derived from an analysis of listed Australian companies involved in equity markel
services, and transactions invelving these businesses. Grant Samuel has also considered price
earnings mubtiples, as the online brokers in the United States tend to have significant banking
activities, and therefore for these companies, net profit after tax is more relevant than EBITDA and
EBIT.

Determination of the appropriate carnings multiple is usually the most judgemental element of a
valuation. Definitive or even indicative offers for a particular asset or business can provide the
mosi reliable support for selection of an appropriate earnings multiple. In the absence of
meaningful offers it is necessary to infer the approprigte multiple from other evidence.

A pattern may emerge from transactions involving similar businesses with sales typically taking
place at prices corresponding to earnings multiples within a particular range. This range will
generally reflect the growth prospects and risks of those businesses. Mature, low growith
businesses will, in the absence of other factors, attract lower multiples than those businesses with
potential for significant growth in eamings.

An alternative approach used in valuing businesses is to review the multiples at which shares in
listed compantes in the same industry sector trade on the sharemarket. This gives an indication of
the price levels at which portlolio investors are prepared to invest in these businesses. Share
prices reflect irades in small parcels of shares (portfolio interest) rather than whole companies and
it 1s necessary to adjust for this factor.

The analysis of comparable transactions and sharemarket prices for comparable companies will
not always lead to an obvious conclusion as to which muliiple or range of multiples will apply.
There will often be a wide spread of multiples and the application of judgement becomes critical.
Moreover, it 18 necessary to consider the particular attribuies of the business being valued and
decide whether it warrants a higher or lower muliiple than the comparable companies. This
assessment is essentially a judgement.

5.2.3 Discounted Cash Flow

Discounting of projected cash flows has a strong theoretical basis. 1t is the most commonly used
method for valuation in a number of indusiries, including resources, and for the valuation of stast-
up projects where earnings during the first few years can be negative but i is also widely used in
the valuation of established industrial businesses.  Discounted cash flow valuations involve
calculating the net present value of projected cash flows. This methodology is able to expliciily
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capture the effeet of a tumaround in the business, the ramp up to maturity or significant changes
expected In capital expenditure patterns. The cash flows are discounted using a discount rate
which reflects the risk associated with the cash flow stream.

Congiderable judgement is required i estimating future cash flows and i is generally necessary to
place great reliance on medivm to fong term projections prepared by management. The discount
rate is also not an observable number and must be inferred from other data (usually only
historical}. None of this data is particularly reliable so estimaies of the discount rate necessarily
imvolve a substantial element of judgement. In addition, even where cash flow forecasts are
available, the termmal or continuing value is usuaily a high proportion of value. Accoxdingly, the
multiple used in assessing this terminal value becomes the critical deferminant in the valuation (ie.
it 15 a “de facto” cash flow capitalisation valuation). The net present value is typically extremely
senstiive fo relatively small changes in undertying assumptions, few of which are capable of being
predicted with accuracy, particularly beyond the first two or three years. The arbitrary
assumplions that need to be made and the width of any value range mean the resulis are often not
meaningful or relizble. Notwithstanding these limitations, discounted cash flow valuations are
conunonly used and can at least play a role in providing a check on alternative methodologies, not
least because explicit and relatively detatled assumptions as to expected fuiure performance need
to be made.

However, ETRADE has not prepared forecasts of financial performance beyond the 2007 financial
year and there 1s no board approved forecast of financial performance for the 2007 financial year.
Further, eamings in the broking industry are volaiile due to their dependence on the prevailing
economic environment and stockmarket performance. A significant proportion of ETRADE’s
costs are fixed, which will magnify the impact of changes in revenue. These factors, combined
with a highly competitive environment and a susceptibility to external shocks, can result in large
swings in earnings. Accordingly, there is considerable uncertainty inherent in any forecasts {and
particudarly longer term forecasis) of the financial performance of ETRADE. ETRADE has not
prepared any forecasis of its financial performance beyond the 2007 finaneial year. As a result, in
Girant Samuel’s view, 1t 18 not possible to base a valuation of ETRADE on discounted cash flow
analysis.

5.2.4 iIndustry Rules of Thumb

Industry rules of thumb are commonly used in some industries. These are generally used by a
valuer as a “cross check” of the result determined by a capitalised earnings valuation or by
discounting cash flows. While they are only used as a cross check in mogt cases, industry rules of
thumb can be the primary basis on which buyers determine prices in some industries. Grant
Samuel is not aware of any commonly used rules of thumb that would be appropriate to value the
business operations of ETRADE. In any event, it should be recognised that rules of thumb are
usually relatively crude and prone to misinferpretation.

5.2.5 Net Assefs/Realisafion of Assets

Valuations based on an estimate of the aggregate proceeds from an orderly realisation of assets are
commoniy applied to businesses that are not going concerns. They effectively reflect liguidation
values and typically attribute no value to any goodwill associated with ongoing trading. Such an
approach is not appropriate in ETRADE s case.

Assessment of Implied Muitiples

5.3.1 Overview

The earnings multiples fmplied by the valuation of ETRADE’s operating business and the net
value of ETRADE are summarised below:
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ADE - !mplled Valuation P.lrdmett‘l s

Vanabit, o Valug Range

e ($m:ih ong) Low “Migh —
Maltiple of EBITDA
Year ended 30 June 2006 {reported) 18.6) 229 53
Year ending 30 June 2007 (broker forecast) 3L 13.2 4.8
Maultiple of EBIT
Year ended 30 June 2006 {reported) 6.9 24.3 273
Year ending 30 June 2007 (broker forecast) 26.0 P58 [N
Maultiple of net profit after tax
Year ended 30 June 2006 {reported) 19.9 214 24.0
Year ending 30 June 2007 (broker forecast) 24.0 17 9.8
Year ending 30 June 2067 (broker forecast adpusted)™” 18.2 233 26.2

The multiples of 2006 earnings are of limited relevance, given that ETRADE's acquisition of the
HSBC Stockbroking online business in June 2006 has materially mereased ETRADE’s
profiiability. ETRADE has not released guidance statements or forecasis for the year ending
30 June 2007 or beyond. Accordingly, the implied multiples of 2007 carnings set out above are
based on a recent forecast of the only broker that provides research coverage of ETRADE (“broker
forecasts™). This forecast is sufficienily close to the prospective earnings implied by ETRADE’s
2067 Financial Information to be useful for analytical purposes. EBITDA and EBIT exclude
ETRADE’s share of EBITDA and EBIT from Linwar and are before significant and non-recurring
items which primarily relaie to the integraiion of HSBC Stockbroking and St.George Bank
cugtomers. Net profit after tax excludes significant and non-recurring items.

The valuation of the ETRADE operating business of $410-460 million fmphies multiples that
Grant Samuel regards as realistic. The 1mpiu.d valuation parameters set out above have been
compared to multiples implied by the share prices of listed Ausiralian and international equity
market service providers and oniine broking companies (analysed in Appendix 1 to this report) and
the prices at which transactions involving these companies have been completed.

5.3.2 Market Evidence

Interpretation of Multiples

Earnings multiples are normally benchmarked against two primary sets of reference points:
»  the multiples implied by the share prices of lisied peer group companies; and

»  the multiples implied by the prices paid in acquisiions of other companies in the same
indusiry.

In interpreting and evaluating such data it 18 necessary to recognise that:

»  multiples based on listed company share prices do not include a premium for control and are
therefore often {but not always} less than multiples that would apply to acquisitions of similar
companies. However, while the premium paid to obtain contrel in takeovers is observable
(typically in the rapge 20-35%) i is inappropriate to simply add a premium to listed
muttiples. The premium for control is an outcome of the valuation process, not a determinant
of value. Premiums are paid for reasons that vary from case to case and may be substantial
due to synergy or other benefits available to the acquirer. In other situations premiums may
be mimimal or even zero. There are transactions where no corporate buyer is prepared to pay
a price in excess of the prices paid by sharemarkel investors;

Net profit after 1ax has been adjusted 10 incivde 2 full year of ineome tax at the corporate rate of 30%. ETRADE expects to pay only a
small amount of eome tax in the 2007 financial vear due 10 the wilisation of tax Josses.
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acquisition multiples from comparable transactions are therefore usually seen as a betier
guide when valuing 100% of 2 business but the data tends to be less transparent and
information on forecast earnings is often unavailable;

the analysis will give a range of ouicomes from which averages or medians can be
determined but 1t 15 not appropriate to simply apply such measures to the company being
valued. The most important part of valuation is to evaluate the atiributes of the specific
company being valued and to distinguish it from s peers so as to form an appropriaie

Jjudgement as to value;

observed acquisition mulliples reflect the economic and other circumsiances at the time of
the transaction. The price paid in each transaction will be the product of a unigue
combination of factors, including:

«  ceononic factors {eg. economie growth, inflation, interest rates) affecting the markets in
which the company operates;

«  sirafegic attractions of the business - its particular sirengths and weaknesses, market
position of the business, strength of competition and barriers to entry;

o the company’s own performance and growth trajectory;

o  rationalisation or synergy benefits available to the acquirer;
o the structural and regulatory framework;

. invesinient and sharemarkei conditions at the iime; and

o the number of competing buyers for a business.

acquisitions and listed companies i different countries can be analysed for comparative
purposes, but it is necessary (o give consideration to differences in overall sharemarket levels
and ratings between couniries, economic factors {economic growih, inflation, interest rates)
and markel structures (competition etc) and the regulatory framework. 1t is not appropriate o
adjust multiples in a mechanistic way for differences in inferest rates or sharemarket levels;

acquisition muliiples are based on the target’s eamings but the price paid normally reflects
the fact that there were synergies available to the acquirer {at least if the acquirer is a “trade
buyer” with existing businesses in the same or a related mdustry). If the target’s samings
were adjusted for these synergies, the effective multiple paid by the acguiver would be lower
than that calculated on the target’s earnings; and

while EBITDA muttiples are commonly used benchmarks they are an mcomplete measure of
cash flow. The appropriate multiple is affected by, among other things, the level of eapital
expenditure {and working capital investment) relative to EBITDA.  EBIT muliiples can in
some circumstances be a better guide because (assuming depreciation is a reasonable proxy
for capital expenditure} they effectively adiust for relative capital intensity and present a
better approximation of free cash flow. However, capital expenditure is fumpy and
depreciation expense may not be a reliable guide. In addition, there can be differences
between companies 1 the basis of caleulation of depreciation.

Sharemarket Evidence

Whilst there are no comparable listed retail online brokers in Australia, there are a number of listed
companies that are dependent on ASX frading volumes for the majority of their earnings, and are
exposed to the risk of a downtum in market conditions. Accordingly, m reviewing muliiples
implied by its valuation of ETRADE, Grant Samuel has focussed its analysis on the sharemarkel
evidence provided by Australian listed equity market service companies.

Grani Samuel has also had regard to listed onfine brokers in the United States. However, the
majority of these businesses are considerably larger than ETRADE, and there are distinet
differences in the business models and regulatory framework governing these brokers compared to
ETRADE. In particular, the online brokers in the United States are not restricted from offering
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banking products to their customers. Accordingly, the non-broking activities of the United States
oniing brokers tend to generate a considerable proportion of revenues and camings.

The following table s extracted from Appendix 1 and sets oul the multiples implied by the share
prices of Australian and international companies engaged in equity market services:

Australia

ASX Limited TIHHE 301 6 48| 418 7.5 135 554 240 212
Computershare Limied a1 22.5 i30 0 127 | 234 P8 134 | 351 221 200
GBST Holdings Limited i6d te g 126 109 18.3 440 188 | 287 205 172
Fress Market Technology #33 19.4 is2 131 229 P70 147 | 335 247 213
FWIE Limired 271 11X Bl fa 133 it i F3 8 ko A

Einited States

E*Trade Financial Corporation 13,639 fta Ba fta na i 1 t74 133 13
optionsXpress Holdings, tne. 1,858 14 Ba fta Na i 1 263 160 139
T Ameritrade Holding Comp 12,679 n# na ha 1 na na 2008 44 109
The Chastes Schwab Corporation 340,306 i {61 ta hE] ta 1 262 205 168
TradeStation Group, Ine. 757 i i i i i i RO fhé 142

Source: Grant Samuef analysis'*

EBITDA and EBIT multiples are not meaningful for the United States online brokers due (o the
significant contribution of banking activities to their financial performance. Capitalisation of
earnings for banking businesses is usually by reference to multiples of net profit after tax.

There are similarities between WL and ETRADE, given that [WL is subject to the same
regulatory, economic and trading environment as ETRADE and that it generates slmost three
quarters of its gross reveaues from transactional broking. However, there are also significant
differences. As a provider of wholesale services {principally fo Wesipac and NAB) IWE does not
“own” iis retail customers and effectively shares its brokerage revenune with its “retailers”. It is
highly reliant on s key retatlers and vulnerable to a loss of any of tis key customer relationships.
[t appears to have less ability than ETRADE to grow its business through the development of a
broader product range and through sharing in the value created by banking products ancillary o
the core broking business. The differences in business model are reflected in the differences in the
recent growth rates of IWL and ETRADE. For the six months to 31 December 2006, IWL’s
EBITDA grew by only 16% on EBITDA for the prior corresponding period, whereas ETRADE's
EBITDA grew by 86% on the prior corresponding period {albeit in part as a result of the HSBC
Stockbroking acquisition). Moreover, if ihe earnings of IWL for the first half of the 2007 financial
year are annualised, there appesrs to have been minimal, if any, growth on the 2006 financial year

The companies selected have a varlety of year ends and therefore the data presented for each company is the most recent annual
historical result plus the subsequent two forecast years.

Represents pross capitaiisation (that is, the sum of the market capitalisation adjusted for minorities, plus borrowings Jess cash as at the
latest balance date) divided by EBITDA. EBITDA is carnings before net interest, tax, depreciation, amortisation, investment income,
and signiftcant items.

Represents pross capitabisation divided by EBFT. EBIT is carnings before net interest, tax, amortisation of intangibles, investment
incomne and significant items.

Represents narket capitalisation divided by net profit after tax (before amontisation of intangibles and signiticant items).

Cirant Samuel analvsis based on data obained from IRESS, compary ansouncements and, in the absence of company published
firancial torecasts, brokers” reports. Where company financial forecasts are not avaiiable, the median of the financial forecasts prepated
by a range of brokers has generally been used to derive relevant forecast value paramneters. The sowrce, date and number of broker
regorts wilised for each company depends on analvst coverage, availabiiity and recent corporate activity.
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earnings despite a full 6 month contribution from the acguisitions of JDV Limited (*IDV™) and
BOSS Software International completed during the 2006 financial year. There are no earnings
forecasts available for IWL.

Whilst they are not providers of stockbroking services, ASX Limiied, Computershare, GBST
Holdings Limited (“GBST™) and Iress Market Techrology are all service providers to the equity
market. One significant difference between ETRADE and these companies is that each occupies a
dominant position in the sector of the market in which it operates and has few, if any, competitors.
Apart from GBST, ihese companies trade within the range 14-17 times year one forecast EBITDA
and 22-25 times year one forecast net profit after tax before significant and non-recurring itemns.
GBST, a provider of securities transaction and client accounting technology, trades on multiples of
12.6 times year one forecast EBITDA and 20.5 times year one forecast net profit after tax before
significant and non-recurring tems. These lower multiples may reflect in part the fact that GBST
ts much smaller than the other comparable companies, and has limited share liquidity because
more than 57% of GBST s shares are held by three sharsholders.

The United States online brokers trade at significantly lower multiples than the Auastralian equity
market service providers, apart from The Charles Schwab Corporation (“Schwab™). Schwab
trades at 20.5 tmes year one forecast net profit after tax before significant and non-recurring iems
{based on a December year end), but trades at 23.4 times net profit if esrnings are realigned to a
June year end.  Of the five United Siates online brokers analysed, Schwab generates the most
amount of revenue through advisory and other non-transaction dependent fees. The other four
ontineg brokers trade within ihe range 14-17 times year one forecast net profit after tax before
significant and non-recurring tiems or 15-18 when earnings are realigned to a June year end. The
lower trading multiples of the United States online brokers {(by comparison with the nuiltiples on
which the Australian equity market service providers are trading) reflect the competitive nature of
the United States broking market and the relative maturity of their online broking models.

The trading multiples do not include a premium for coniroel.

Transaction Evidence

Whilst there have been a number of relevant transactions invelving equity market services
companies in recent years, these have generally mvolved divisions of larger entities or acguisitions
by related parties, with little or no publicly disclosed mformation in relation to transaction metrics.

Two transactions invelving ondine brokers completed in the past two years in Australis provide
some valuation evidence:

»  the acquisition of IDV by [WL was announced in July 2005. The acquisition was priced at
14.6 times historical EBITDA. IDV is a provider of web-enabled trading platforms, back
office and portlolio management solutions to wealth management professionals. Foreeast
earnings for IDV at the time of the acquisition are not available; and

»  the acquisition of HSBC Stockbroking by ETRADE m June 2006 was priced at around 11.6
times forecast EBITDA. Synergies totalling $2 million were expected to be generated from
the acquisition.

The inital public offering of GBST was priced at forecast EBITDA multiples of 8.3 times™. [t
should be noted that initial public offerings reflect sharemarket prices and do pot inelude a
premium for control.

Given the limitations of the avatlable iransaction evidence, Grant Samuel has placed more relance
on the valuation evidence derived from a review of sharemarket prices for equity markel service
providers and United States oniine brokers.

(£

Page 34

The prospecius was dated 3 May 20035 and the forecast was for the financial vear ending 30 Tune 20045,



GRANT SAMUEL

£.3.3 Analysis and Conclusions

The mudtiples implied by the valuation of ETRADE have been assessed having regard to the above
market evidence and the particular aitributes of the ETRADE business including its historical
performance, market position and short to medium term growth cutlook. in this context:

ETRADE has secured an imporiant position in the Australian broking sector, as the second
largest provider of online equity market services with an onling market share of
approximately 26%;

ETRADE is the largest independent retail online broker in Australia, and therefore represents
a strategic acquisiticn opportunity to prospective purchasers;

ETRADE has grown its customer numbers significantly in cach year since it was established.
From a base of 1,500 customers in 1998, ETRADE currently has in excess of 350,000
customers;

with a low cost model, ETRADE is ideally positioned o manage future significant growtly in
customer numbers;

successful implementation of some or all of the mitiatives underway or under consideration
to enhance performance could have a material eflect on the future profitability of ETRADE;

whilst the barriers to entry to the full service broking industry are low, the barriers are higher
for the oniine broking industry due to the signilicant upfront technology costs and the need
for scale;

whilst ETRADE s strategic focus on online broking services has not changed, it has also
commenced expansion into nop-broking activities such as margin lending and assel
management. This is expected to offer additional growth opportunities and will assist to
reduce volatility in revenues; and

substantial synergies {both cost and revenue) could potentially be available to acquirers of
ETRADE with significant Ausiralian banking operations.

On the other hand:

ETRADE’s revenues remain highly dependent on market condittons. A substantial
proportion of i3 revenues are directly related to ASX trading volumes, which are subject to
considerable volatility. ETRADE is a market-leveraged business. The high fixed cosis, retail
customer base and operating leverage of the online broking mdustry make it even mere
exposed to movements in market activity, and therefore, the volatility in revenues tends to be
more pronounced. Relatively small changes in market activity can and do have a substantial
impaet on profitability;

ETRADE has benefited from a buoyant eguity market in recent years that continues to sel
new highs m trading volumes. A significant and sustained downturn in markel activity
would immediately have an adverse mpact on the profitability and value of ETRADE;

online brokers operate in a highly competitive landscape. Not ondy do they compete amongst
each other in the discount broking space, but they alse compete with the full service brokers;
and

there 15 a risk that ETRADE US does not renew its Heence to the E*TRADE trademark and
technology beyond 2009,

The valoation of ETRADE’s operating business implies multiples of broker forecasts of EBITDA
for the 2007 financial year of 13.2-14.8 times, multiples of broker forecasis of EBIT of 15.8-17.7
times and multiples of 23.3-26.2 times broker forecasts of net profit afler tax”. Whilst Grant

15

Net profit after 1ax has been adjusted 10 incivde 2 full year of ineome tax at the corporate rate of 30%. ETRADE expects to pay only a

stalt amount of eome tax i the 2007 financial yvear due 10 the wilisation of tax losses.
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Samuel considers that the multiples implied by the value range are reasonable, there are no directly
comparable listed companies or comparable transactions on which to benchmark the valuation.

Synergies

Girant Samuel’s analysis has included an assessment of the likely synergies available to a potential
acqguirer of ETRADE, and a judgment as to ihe likely amount that a potential purchaser would be
prepared to pay for those synergies. Premiums are paid for a variety of reasons. They can be
substaniial where there are extensive synergy benefits or perceived sirategic benefits for the
acquirer. In some cases, there may be Hitle or no premium paid at all, particularly where there are
few buyers.

To the extent synergies are unique to a particular acquirer {“special synergies”), it is normal
valuation practice to exclude such synergies in determining fair value. However, 1t is normal
valuation practice to allow for synergies which are achievable by more than one party. Moreover,
the synergy assessment is based on an assumption that 100% of the target company is available to
be acguired, and is therefore not specific to the particular opportunities available to or intentions of
any particular acquirer.

The synergies available to ANZ through the acguisition of ETRADE are potentially significanti. In
addition to the removal of costs associated with being a publicty listed company, synergies could
potentially be obtained through cost reductions in relation to mformation technology,
telecommunications, human resources, research, marketing and other corporate overheads.
ETRADE management has estimated that these cost synergies {pre-tax} could be of the order of
$8.4 million, including $6.6 million of public company cost savings. In addiion, ETRADE
management considers that subsiantial revenue synergies could be available to ANZ, through
growth of margin lending and cash management activities to retail and wholesale customers, and
the introduction of new products such as serip lending and the cross-selling of products such as
equity loans, mortgages and cards to the ETRADE customer base.

ANZ has indicated in iis Bidder’s Statement that i does not intend to itegrate ETRADE into its
operations, but rather, o operaie it as a discrete entity. Subject to an internal review of ETRADE,
ANZ expects that there will be few, il any, redundancies of ETRADE employees. Effectively,
ANZ has indirectly suggesied thai it does not expect to extract substantial cost synergies from the
acguisitton of ETRADE. However, there has not been any explicit public statement by ANZ as to
its expectations of the short and longer term synergies thati it expects to realise from acquiring
ETRADE, including the revenue synergies that H anticipates.

Any of the major Australian banks should be able to achieve significant synergies through
infegrating ETRADE within their operations. Commonwealth Bank, as the owner of CommSec,
could potentially realise the greatest quantum of synergies, but these would probably be, at least in
part, special synergies unique to Commonwealih Bank, and are therefore not relevant to the
valuation of ETRADE. Significant synergies should theoretically be available to Westpac or
NAB, or other companies with significant banking operations in Ausiralia. Whilst there could be
some initial issues associated with switching and retaining ANZ customers, there are likely o be
considerable cost savings and revenue synergies available through the disiribution of banking
products to broking customers. it 1s arguable that Wesipac or NAB could generate the majority of
the synergies available to ANZ,

Grani Samue! estimates that 1t 1s reasonable to expeet tolal synergies in the range $10-15 million
(pre-tax} could be achieved by a prospective purchaser with a subsiantial banking business. Tlis
represents around 25-50% of broker forecasts of ETRADE’s EBITDA for the 2007 financial year.
Of course, sharcholders could not expect to realise the value of all of these synergies through an
offer for ETRADE, and would generally only realise a significant proportion of this value in the
context of a competitive bidding process for the company.
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Other Assets and Liabilities

The value of ETRADE’s other assets and liabilities are summarised below:

. ; LT

and Liabilities {($millions’

5% interest in Linwar 13.0 5.0
Final consideration for 50% interest in Linwar {145 {1.0%
Tax losses 1.0 14

ETRADE"s 56% interest in Linwar has been valued at $13-15 million based on capitalisation of
earnings of the business.

ETRADE anticipates that it will be required to make a final $1 million share payment in respect of
the acquisiion of 50% of Linwar, as it is expected that the 2007 financial year performance
hurdles will be satisfied. The consideration will be in the form of shares which will be issued
following completion of the 2007 {inancial year.

At 28 February 2007, ETRADE had a deferred tax asset of approximately $1.0 million, which is
expected to be fully utilized before the end of the 2007 financial year.

Net Cash

As at 28 February 2067, ETRADE had net cash of approximately $1.2 million (excluding clients’
cash held in trust accounts of $8.5 million).
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Evaluation of the ANZ Offer

6.1

6.2

The ANZ Offer is Not Fair

Grant Sanwiel has valued ETRADE in the range $4.22-4.74 per share. The ANZ Offer is $4.03
cash for sach ETRADE ordinary share. The offer price is below Grant Samuel’s assessment of the
underlying value of ETRADE and on this basis the ANZ Offer is not fair.

The valuation represenis the full underlying value of ETRADE’s shares and includes a premium
for control. This valuaiion is on the basis that all ordinary shares in ETRADE are available to
potential acquirers. The range of values exceeds the price at which shares m ETRADE would be
expecled to trade on the ASX in the absence of the ANZ Offer or any alternative offer.

ETRADE is the only independeni online retail broker in Australia of a meapingfil size. [
represents a strategic opportunity for the major domestic banks and other companies interested in
seCUring a strong position in the online broking market. There are significant synergies available
to a number of potential acquirers of ETRADE, in particular to banks that have the opportunity to
cross-sell retail banking products to ETRADE’s client base.

An offer anywhere within the valuation range would be by definition fair. However, an offer
towards the high end of Grant Samuel’s value range would only be expected 10 be achieved in the
event of a competitive bidding process for ETRADE.

Shareholders should understand that valuation of ETRADE is subject to considerable uncertainty
for a number of reasons, including:

»  while Grant Samuel’s valuation of ETRADE’s operating business represent earnings
multiples that Grant Samuel believes are reasonable, there are no clogely comparable listed
companies or comparable transactions on which to benchmark the valuation;

»  ETRADE’s financial performance is dependent on, and highly sensitive to, trading volumes
on the ASX, wlhich in turn depend on investor confidence, the performance of the Ausiralian
and international equity markets, and other factors beyond the control of ETRADE. Material
changes in such factors can occur rapidly and with litile or no waming, with potentially
significant adverse mmpacts on the financial performance and prospects of ETRADE. 1n
recent years, the ASX has largely enjoyed buoyani market conditions. However, future
market conditions and investor sentiment are diffieult to prediet and there 1s no certainty that
current conditions will continue;

»  ETRADE’s earnings are potentially volaiile ag a result of the operating leverage inherent in
the business. A large proportion of operating costs are fixed and, accordingly, changes in
trading volumes could have a material impact on carnings and cash flows. Moreover,
ETRADE’s customer base (largely comprised of retail investors) is likely to be particularly
sensitive to changes in market conditions and overall investor sentiment;

»  the inhereni volatility of the stockmarket means that it is difficult to prepare forecasts for
FTRADE, even for the short term; and

»  the level of cost and revenue synergies available to ANZ and other prospective purchasers
from the acquisition of ETRADE could potentially be substaniial. However, judgements
regarding the magnitude of these synergies and the extent to which they should be reflected
in a valuation are to some extent arbitrary.

Premiam for Contrel

The ANZ Offer represents a premium o the trading prices of ETRADE prior to announcement of
the ANZ Offer:
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15 January 2007 {day prior to media speculation) 21%%
16 Febraary 2007 {day prior to announcenment) G%%
One month VWAP® prior to 19 February 2047 17%
Three months VWAP prior to 19 Febroary 20077 26%

However, the ETRADE share price had increased significantly i the weeks prior to the
announcement of the ANZ Offer, which affects the calculated preminms:

» ETRADE announced on 11 January 20607 that the integration of iis HSBC Siockbroking
acquisition had progressed well and that its unsudited EBITDA for the six months to
31 December 2006 was expected to be at least 75% higher than its EBITDA for the
corresponding six month period in the prior year. The ETRADE share price strengthened
after the announcement;

» ETRADE shares generally traded i the range of $3.30-3.40 per share between
12 January 20607 and 31 January 2007,

»  tzkeover speculation in relation to ETRADE commenced with the announcement of the
intended departure of the current Chief Executive Officer, on 15 January 2007, and

» the ETRADE share price increased by almost 10% over the fortnight Dbefore the
announcement of the ANZ Offer.

Relative to the irading range of $3.30-3.40 per share, the ANZ Offer price of $4.05 represents a
takeover premium of 19.1-22.7%, which is somewhat lower than the takeover premiums generally
paid in successful takeovers.

Takeover premium analysis is not conclusive as i 18 not possible to distinguish between the factors
that affected the ETRADE share price during Yanuary 2007, As a result, there 18 no clear reference
price against which to calculaie the prensum being offered. in any event, the magnilude of the
premium is of only Hmited relevance fo an assessment of the ANZ Offer. The premium that
ETRADE shareholders could expect to realise is a function of the underlying value of the
company and its attractiveness t6 potential acquirers, rather than determinative of value.

6.3  The ANZ Offer is Notf Reasonable

in some takeovers there are factors that might suggest that even if an offer is not fair, i is
reasonable and that shareholders should consider aceepting even though 1t is not fair. For instance,
this may be the case In circumsiances where:

»  the offeror already conirols the company;

»  there are other significant or controlling shareholdings;

w  there is little or no likelihood of an alternative offer; or

»  the liquidity of the shares after the offer closes is likely to be sigaificantly reduced with

potentially adverse impact on the share price.

Evaluation of the ANZ Offer is not straightforward. [t is difficult to make precise judgements
aboui the value of ETRADE shares, due to ihe limited forecast mformaiion and valuation
evidence. Further, ETRADE’s performance is leveraged to Australian and mternational irading
volumes. ETRADE has benefited from buoyant condiiions in recent years. There is no guaraniee
that the prevailing market conditions will continue.

e}

Volume weighted average price.
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Grani Samue! has concluded that the ANZ Offer s not reasonable. The reasons for Grant
Samuel’s opinfon are summarised below:

although the ANZ Offer represents a premium o ETRADE’S pre-anncuncement share price,
the ANZ Offer is below the low end of Grant Samuel’s valuation range of $4.22-4.74 per
share and the ETRADE trading range since (he amnouncement of the ANZ Offer (io
19 March 2007} of $4.11-4.34 per share;

it appears unlikely that ANZ will be successful in acquiring 100% of ETRADE at the current
offer price. Since the announcement of the ANZ Offer, ETRADE’s second largest
shareholder, Caledonia, has acquired an addittonal 2.5 million ETRADE shares {representing
approximately 2.5% of ETRADE’s shares on issue} at an sverage acquisition price of $4.18
per ETRADE share, and now holds 11.97%. [WL has anncunced that it has acquired a
strategic holding in ETRADE shares and that # does not currently intend to accept the ANZ
Offer; and

the acquisition of ETRADE potentially offers significant benefits to ANZ. Grant Samuel
believes that ANZ would not be bidding if it did not see value in EYRADE above the offer
price. I these circumsiances, it is realistic to anticipate that ANZ may inercase its offer
price. On the other hand, the prospects of securing a higher offer will diminish if there are
significant acceptances of the ANZ Offer.

However, sharcholders should understand that there are risks associated with not accepting the
ANZ Offer. In particular:

there can be no certainty that a superior alternative offer for ETRADE will be forthcoming in
the event that the ANZ Offer is unsuccessful:

«  whilst IWL has indicated that 1t has acquired a significant sharebolding in ETRADE
{although less than 5%} and is considering the formulation of an alternative proposal for
ETRADE, there is no certainty that [WL will make a superior counter offer for
ETRADE. IWL is a significantly smaller company, with a market capitalisation of
around 5260 million by comparison with ETRADE’s current capitalisation of over $420
nxllion. The strategic fit between ETRADE and [WL has still to be demonsirated. The
ETRADE share price increased following the announcement that IWL had acquired its
shar¢holding. On one view the IWL share acquisition is more likely to be a blocking
stake than the foundation of a superior alfernative offer, and may even reduce the
prospects of a successful higher cash offer;

«  there has been no indication that any of the domestic banks other than ANZ have an
interest in aequiring ETRADE. Competition regulation may prevent Commonwealth
Bank (the owner of CommSec) from acquiring ETRADE, and NAB and Waestpac
currently utilise IWL to provide ondine broking services; and

« it ig possible that an international bank or online broker could view ETRADE ag an
attractive entrance inio the Australian marketplace. Of the international participants,
ETRADE US was at one time viewed as a potential acquirer, given its existing
relationship with ETRADE. However, ETRADTE {JS has divested part of s interest in
ETRADE since the announcement of the ANZ Offer, whicl would suggest that it is
unlikely that ETRADE US will make a counter-offer for ETRADE. ETRADE US had a
representative on the board of ETRADE, who resigned as a director effective
9 March 2007.

In any event, any counter-proposal seeking 1o acquire 100% of ETRADE could only proceed
with the approval of ANZ, given iis 34.2% interest in ETRADE. Therefore, there appears 1o
be at best limited prospects of ETRADE receiving a higher cash offer from a third party;

rejection of the ANZ Offer on the basis that ANZ may inerease its offer effectively represents
an attempt to extract a share of the synergistic or other strategic value for ANZ that would
not be available to ETRADE on a standalone basis. However, ANZ has suggesied that it
does not expect to obtain substantial synergies from acquirmg ETRADE. There can be no
guarantee that ANZ will increase the offer price. In the absence of the ANZ Offer, the
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ETRADE share price will almost certainly fall, and probably to levels below the offer price;
and

»  ETRADE’s strong share price performance reflects in part the strong performance of the
Australian and infernational equities markets. Recent share price volatility i both the
Australian and offshore markets demonsirates that there can be no certainty as to future
trading conditions In equity markets. A prolonged and significant downturn in eqguity
markets could materially reduce ETRADE’s profitability and value. A decision to rejeet the
ANZ Offer means that shareholders may be exposed (o this equities markets risk.

On balance, Grant Samuel believes that sharcholders would be justified in not accepiing the ANZ
Offer. Accordingly, in Grant Samuel’s view, the ANZ Offer is neither fair nor reasonable.

Shareholder Pecision

The decision of each shareholder as to wheiher to accept the ANZ Offer is 2 matter for individual
shareholders based on each shareholder’s views as fo value and future market conditions, risk
profile, liguidity preference, investment strategy, portfolio structure and tax position. In particular,
taxation consequences (such as the extent to which capital gains tax will be payable) may vary
from sharehwlder io sharcholder. If in any doubt, sharcholders should consult an independent
professional adviser.
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Qualifications, Declarations and Consents

7.1

7.2

7.3

Qualifications

The Grant Samuel group of companies provide corporate advisory services {in relation fo mergers
and acquisitions, capital raisings, debi raisings, corporate restructurings and financial maiters
cenerally), property advisory services and manages property development funds. The primary
activity of Grant Samuel & Associates Pty Limited is the preparation of corporate and business
valuations and the provision of independent advice and expert’s reporis in connection with
mergers and acquisitions, takeovers and capital reconstructions.  Since inception in 1988, Grant
Samuel and its related companies have prepared more than 380 public independent expert and
appraisal reports.

The persons responsible for preparing this report on behalf of Grant Samuel are Siephen Cooper
BCom (Hong) CA (S8AY ACMA and Hamnah Crawford BCom LLB CA F Fin. Each has a
significant number of years of experience in relevani corporate advisory maiters. Matt Leroux
MEng MBA assisted in the preparation of the report. Each of the above persons is an auihorised
representative of Grant Samue! pursuant to its Australian Financial Services Licence under Part
7.6 of the Corporations Act.

Disclaimers

It is not intended that this report should be used or relied upon for any purpose other than as an
expression of Grant Samuel’s opinion as to whether the ANZ offer is fair and reasonable. Grant
Samuel expressly disclaims any liability to any ETRADE shareholder whe relies or purports to
rely on the report for any other purpose and to any other party who relies or purports o rely on the
report for any purpose whatsoever.

This report has been prepared by Grant Samuel with care and diligence and the statements and
opinions given by Grant Samuel in this report are given in good faith and in the belief on
reasonable grounds that such statements and opinions are correct and not misleading. However,
no responsibility is accepted by Grant Samuel or any of its officers or employees for errors or
omissions however arising in the preparation of this report, provided that this shall not absolve
Girant Samuel from Hability arising from an opinion expressed recklessly or in bad faith.

Grant Samuel has had no imvolvement in the preparation of the Target’s Statement issued by
ETRADE and has not verified or approved any of the contents of the Target’s Statement. Grant
Samuel does not accept any responsibility for the contents of the Target’s Statement {except for
this report).

Independence

Grant Samuel! and iis related entities do not have at the date of tlis report, and have not had within
the previous two years, any shareholding in or other relationship with ETRADE or ANZ that could
reasonably be regarded as capable of affecting its ability to provide an unbiased opinion in relation
to the ANZ Offer. Grant Samuel advises that:

»  five executives of Grant Samuel and its related entities each hold a parcel of less than 5,000
shares in ANZ; and

® in 2003, a related entity of Grant Samuel advised ANZ in relation o ANZ's office
aceommodation in Perth and Sydney.

Grant Samuel had no part in the formulation of the ANZ Offer. Its only role has been the
preparation of this report.

Grani Samuel will receive a fixed fee of $290,600 for the preparation of this report. This fee is not
contingent on the sutcome of the ANZ Offer. Grant Samuel’s out of pocket expenses in relation to
the preparation of the report will be reimbursed. Grant Samuel will receive no other benefi for the
preparation of this report.
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Grant Samuel considers itself to be independent in terms of Practice Note 42 issued by the ASIC
{previously known as Australizn Securities Commission} on 8 December 1993,

7.4 Peclarations

ETRADE has agreed that it will indemnify Grant Samuel and its employees and officers in respect
of any liability suffered or incurred as a result of or in conncetion with the preparation of the
report. This indemnity will not apply in respect of the proportion of any Hability found by a court
to be primarily caused by any conduct Involving negligence, wilful misconduct, reekless
misbehaviour, fraud, breach of the terms of ils engagement letter or misleading or decepiive
conduct by Grant Samuel. ETRADE has alse agreed to indemnify Grant Samuel and Hs
employees and officers for time spent and reasonable legal cosis and expenses meurred in relation
to any inquiry or proceeding initiated by any person. Where Grant Samuel or its employees and
officers are found 1o have been negligent or engapged in wilful misconduet, reckless misbehaviour,
fraud, breach of the terms of its engagement letter or misleading or deceptive conduct Grant
Samuel shall bear the proportion of such costs caused by its action. Any claims by ETRADE are
Hmiled to an amount equal to three tmes the total fees paid to Grant Samuel.

Advance drafts of this report were provided to ETRADE and its advisers. Certain changes were
made to the drafting of the report as a result of the circulation of the drafl report.  There was no
alteration to the methodology, evaluation or conclusions as a result of issuing the drafts.

7.5 Consents
Girant Samuel consents fo the issuing of this report in the form and context in which it is to be
imcluded in the Target’s Statement to be sent o shareholders of ETRADE. Neither the whole nor
any part of this report nor any reference thereto may be included in any other document without
the prior written consent of Grant Samuel as to the form and context in which it appears.

7.6  Other
The accompanying letter dated 23 March 2007 and the Appendix form part of this report.
Grant Samuel has prepared a Financial Services Guide as required by the Corporations Act. The

Financtal Services Guide is set out at the beginning of this report.

GRANT SAMUEL & ASSOCIATES PTY LIMITED
23 March 2607

GraitJumel & Stoei
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Appendix 1
Vahiation Evidence from Sharemarket Prices

The valuation of ETRADE has been considered in the contexi of the sharemarket ratings of listed Australian and
United States-based companies with operations similar to the trading activities of ETRADE. While none of
these companies is precisely comparable to ETRADE and the number and range of listed Australian and
American companies i$ limited, the sharemarket data provides some framework to assess the overall and
individual operating business valuations of EYRADE.

Sharemarket Ratings of Selected Listed

Australian companies

ASX Limited 7,019 391 l6.8 4.8 | 416 7.5 155 | 350 2480 212
Computershare Limited 6,011 225 13.9 2.7 259 {5.0 13.6 351 221 20.0
GBST Holdings Limited {64 16.8 12.6 LERY 18.5 4.0 119 | 267 2058 172
lress Market Technology 833 9.4 15.2 3.1 229 17.60 P4.7 335 247 213
IWL Limited 271 3.6 i na 133 na na 13.8 ta ta

United States companies
E*TRADE Financial

3¢ ; p : ; . .,
Corporation 13,054 na ta na na i na 17.4 115 115
optionsXpress Holdings, Inc. {1,855 na na na na na na 203 6.4 3.9
TD Ameritrade Holding Corp 12,079 na 8 N na i na 2001 144 1.9
The Charles Schwab .

: F ¢ 4 : ; 26. 5 .
c:OTpOTElE'iGﬂ 3U>3{}() ha 1F] 13 ta e na 6.2 20.5 16.8
TradeStation Group, Inc. 157 na na na na na na 18.4 6.6 14.2

Sowrce: Cirant Samuel analysis®

The multiples shown above are based on sharemarket prices as at 15 March 2007 and do not reflect a premium
for conirol.

ASX Limited, Computershare Limited (“Computershare™), GBST Holdings Limited {“GBST™} and WL
Limited ("IWL”) each have a June year end. Iress Markel Technology (“IRESS”), E*TRADE Financial
Comporation {(“ETRADE US”), optionsXpress Holdings {“optionsXpress™), Inc.,, The Charles Schwab
Corporation {“Schwab™) and TradeStation Group, Ine. {“TradeStation™) have a December year end. TD
Ameritrade Holding Corp (“TD Ameriirade”} has a September year end.

The companies selected have a variety of vear ends and therefore the data presented for each company is the most recent annual
historieal result plus the subsequent two forecast years,

: Market capitalisation based on sharemarket prices as ar 15 March 2007

Represents pross capitalisation (that is, the sum of the market capitalisation adjusted for minorities, plus borvowings less cash as ar the
[atest balance date} divided by EBITDA. EBITDA is carnings before net interest, tax, depreciation, amonisation, investment income
ard signittcant and non-recurring items.

Represents gross capitalisation divided by EBIT. EBIT is eamings before net interest, tax, investment income and significant and
nog-recurring items.

Represents market capitalisation divided by net profit afler tax (betore significant and non-recurring Bems).

Grrant Sanmuee] analysis based on data obtained from IRESS, company announcements and, in the absence of company published
Hinanciad forecasts, brokers” reports.  Where company financial forecasts are not available, the median of the financial forecasts
prepared by a range of brokers has generaily been used to derive relevant forecast value pamimeters. The source, date and number of
broker reports wtitised for each company depends on analyst coverage, availability and recent corporate activity.
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EBITDA and EBIT muliiples are not meaningful for the United States online brokers due to the sigaificant
coptribution of banking activities to their financial performance. Capitalisation of carnings for banking
businesses i1s usually by reference to multiples of net profit after tax.

A brief description of each company 1s set out below:
ASX Limited

ASX Limited was created through the merger of the Australian Stock Exchange and ihe Sydney Futures
Exclhange on 5 July 2006. it 15 one of the top 10 listed exchange groups in the world with & market capitalisation
as at 15 March exceeding $7 billion. It operates the markets for equities, derivatives and fixed interest securities,
as well as capital-raising and corporate control transactions. The growth in earnings evidenced by the significant
dechine in is multiples between the 2006 financial year and forecast for the 2007 financial year is largely a
consequence of the acquisition of SFE Corperation Limited on 5 July 2006, On a pro forma basis, ASX Limited
generated an EBITDA of $282 million on revenues of $450 million during the financial year ended 30 June
2006. The derivatives and the cash market segments accounted for approximately 31% and 28% respectively,
with ASX listings adding an additional 19%. ASX Limited’s performance in the six months ended 31 December
2006 was very strong, with total revenue reaching $266 million and EBITDA $184 million supported by a high
number of listings and cash equities frading levels.

Computershare Limited

Computershare is an Australian company which was esiablished in 1978 and listed on the ASX in 1994, It is the
world’s largest share registry with a market capitalisation as at 15 March 2067 of $5.9 billion and operations in
all major intermational markets. n the financial year ended 30 June 2006, Compuiershare generated an EBITDA
of $304 millon on revenues of $1.6 billon. The provision of regisiry and related services accounted for in
excess of three quarters of the revenue. The balance of revenues was generated through the provision and
management of employee share and option plans, print and electronic document services, shareholder
r&latmnshlp management and the provision of soflware. For the 2006 inancial year, North America represenied
tust under 60% of the revenue with Asia Pacific and EMEA (Europe, Middle East and Africa) sharing the
baiame The growth in earnings between the 2006 financial year and forecast for the 2007 financial year refleets
strong revenues for the first half of the financial year ending 30 June 2007, the contribution for the full six
months of the benefits from the restructuring of the United Kingdom business and the impact of synergy benefits
from the successful infegration of the Equiserve business (acquired in June 20605).

ETRADE US

The United States-based ETRADE US was incorporated in 1996, It is listed on NASDAQ and had a market
capitalisation of U8$9.3 billion as at 15 March 2007. ETRADE US offers mvesiing and trading, banking and
lending services to their refail clients and market making, execution and direct market access services to
instititfonal clients. Asg at 30 September 2006, it had spproximately 4.4 million customer accounis for a total of
USS$185 billion in customer assets. In the financial year ended 31 December 2006, the reiail segment sccounted
for approximately two thirds of total revenue of US$2.4 billien. Net interest income represented more than half
of the 2006 {inancial year revenues and commissions approximately a quarter. ETRADE US trades at the lower
end of the range of Uniled States companies. This is likely to be a consequence of its greater exposure to inferest
rate risk as compared to its peers. Netl fnterest income represented 58% of its net revenue for the finaneial year
ended 31 December 2006,

GBST Holdings Limited

GBSTY is an Australtan company which was established in 1983 and listed on the ASX i June 2005, It had a
market capitalisation as at 15 March 2007 of approximately $160 million. GBST specialises in the provision of
client accounting and securities transaction technology to capital market participants.  GBST generates more
than 90% of its revenues through recurring license fees. In the financial year ended 30 June 2006, GBST had
revenues of $28 million and EBTTDA of $9 million. GBST trades on lower multiples than its peers probably
reflecting that more than 57% of its shares are held by three shareholders. Further, GBST is considerably
smaller than its peers in the equity market service industry.
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fress Market Technology

[ress is an Australian company, listed on the ASX, with a markel capitalisation as at 15 March 2067 in exeess of
£840 milton. Iress provides solutions that allow aceess to real tme sharemarket information to financial markel
participants and offers trading and financial planning tools o wealth management professionals. Iress now
covers the Australtan, New Zealand and Canadian sharemarkets and also has wealth management clients in
South Africa. During the financial year ended 31 December 2006, it generated an EBITDA of just under $42
mitkion on revenues exceeding $93 million.

WL Limited

WL is an Asstralian company listed on the ASX with 2 market capitalisation of approximately $260 million as
at 15 March 2007. The company provides online broking solutions to refail and institutional clients under its
own brand as well as under white label arangements. It also offers financial planning software and investment
research to retail and whoelesale clients. During the financial year ended 30 June 2006, EBITDA was $28 million
on operating revenues of $106 million. Wholessle broking, retail broking and advisory software respectively
accounted for approximately 55%, 17% and 15% of the operating revenues. IWL (rades at significanily lower
historical multiples than its Australian peers, which is likely to reflect the wholesale nature of its business model.
Furthermore, if the carnings of IWL for the first half of the 2007 financial year are annualised, there appears io
have been minimal, if any, growil on the 2006 financial year eamings despite a full 6 month contribution from
the acquisitions of JDV Limited (“JDV™} and BOSS Software International completed during the 2006 financial
year. No recent forecast information is publicly available.

optionsXpress Holdings, Inc.

optionsXpress 18 a United States online broker listed on NASDAQ with a market capitalisation as at
15 March 2007 in excess of 1J851.4 billion. Initially focused on option trading, the company now covers shares,
futures, foreign exchange and fixed income securities. Since opening its first customer account in December
2000, optionsXpress had grown its customer accounts to over 200,000 and assets to over US$4 billion. In the
financial year ended 31 December 2006, the company generated just under $187 million in revenues, of which
almost 853% were brokerage related and the balance was fnterest revenue.

D Ameritrade Holding Corp

The United States-based TI) Ameritrade provides securilies brokerage services to retail and institutional
imvestors &s well as mtermediaries, through its online broking trading plaiform and a branch network. The
company is listed on NASDAQ and had a market capitalisation over US39.1 billion as at 15 March 2007, in
January 2006, TD Ameritrade completed ihe acquisition of the United Siates brokerage operations of the
Canadian Toronto-Dominion Bank. Similar to its United States competitors, TD Ameritrade also offers banking
products.  As at 30 September 2006, 1t had approximately 6.2 million customer accounts for a total of
US$260 billion i assets. Buring the financial year ended 29 September 2006, the company generated an
EBITDA of US$920 million on revenue in excess of US$1.8 billon. Transaction fees accounied for
approximately 40% of the revenue, net interest for another 39% and money market fees for the balance. TD
Ameritrade trades at the lower end of the range of United States companies, probably reflecting ils greater
exposure fo inferest rate risk ag compared to its peers. Nef interest income represented 39% of net revenue for
ihe financial year ended 31 December 2006,

The Charles Schwab Corporation

Schwab is the largest listed United States broker in terms of muarket capitalisation, customer accounts and
customer assets.  As at 30 September 2006, it had in excess of 6.7 million customer accounts and
US$1,300 billion in client assets. Schwab offers brokerage and banking services through is ondine platform and
a network of branches. During the financial year ended 31 December 2006, trading revenue accounted for 18%
of the revenue, whereas fees generated on assets under management and net interest reached 45% and 33%
respectively.  Schwab is listed on NASDAQ and had & market capitalisation in excess of US$22 billion as at
15 March 2607. With a muliiple of 20.5 times year one forecast net profit after tax before significant and non-
recurring items, Schwab trades at significantly higher multiples than the other United States brokers. Schwab
generaies the most amount of revenue through advisory and other non-transaction dependent fees of the United
States online brokers.
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TradeStation Group, Inc.

TradeStation is an American brokerage firm hsted on NASDAQ with a market capitalisation as at
15 March 2007 of close to USE560 million. At 31 December 2006, TradeStation had 31,5080 cusiomer accounts
and customer assets of US$1.6 billion. For the financial year ended 31 December 2006, the company had $128
million of revenues, of which in exeess of 60% were generated through brokerage, another 31% were nel interest
mcome and the balance was mainly subscription fees. Ay a result of this revenue mix, TradeStation trades above
the average of the United States brokers with a forecast year one multiple of net profit after tax before significant
and non-recurring items of 16.6 times.
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