


Management Discussion & Analysis — Total Australia

e Other Personal lending (including credit cards) grew at 0.5 times financial system for the March 2005
half. Market share of 14.94% as at March 2005 is a decline of 48 basis points from the September 2004
position.

e Areduction in net interest margin of 4 basis points over the half to 2.52% can be primarily attributed to
a continued shift in balance sheet mix to lower-margin products and product margin contraction (7 basis
points) and unfavourable funding cost (2 basis points), partly offset by an increase in internal capital
allocation (5 basis points). The product margin contraction is largely driven by strong growth in lower
margin home loan products, particularly ‘National base variable home loans’, and credit cards which
includes the seasonality impact of post-Christmas repayments.

e Other operating income growth was largely driven by increased lending fee income as a result of strong
growth in bill acceptances.

e Cost growth was arrested in the March 2005 half through range of tactical cost initiatives. Included in
the cost base for the March 2005 half is the impact of a 4.5% Enterprise Bargaining Agreement (EBA)
wage increase effective 1 January 2005, increased occupancy expenses of $17 million driven by rental
reviews and the full occupation of the second Docklands building, and a provision for BAD tax collections.
The benefit from longer-term sustainable efficiency initiatives are expected to emerge during 2006.

e At 31 March 2005, the number of full-time equivalent staff was 18,372. Staff numbers fell by 10 from 30
September 2004, which includes the impact of 214 redundancies, offset by an increase of 146 staff in
Business and Private Banking to revitalise the frontline and an increase in staff working on projects.

The higher charge to provide for doubtful debts was a result of an increase in the charge for statistical
provisioning, which reflects solid growth in business lending following the restoration of the credit risk
settings of the business. The September 2004 half also included the positive impact of statistical
provisioning writebacks in the Cards and Business portfolios and a sale of personal loan and credit card debt.

Financial performance — movement on March 2004 half

Cash earnings before significant items decreased by 9.7% on the March 2004 half, reflecting a decline in
underlying profit levels, and an increase in the charge to provide for doubtful debts. The doubtful debts
charge has been impacted by lending volume growth and statistically-based provisioning writebacks in the
prior half.

Underlying profit decreased 7.5% on the March 2004 half, with the following factors driving the result:

¢ Net interest income growth was limited by reduced margins on lending and deposit products and by mix
factors, despite the growth in volumes and the benefit from the internal change in capital allocation
methodology.

e A higher cash and 90-day interest rate differential in the March 2005 half resulted in higher wholesale
funding costs relative to variable rate loan pricing. This cost, together with a narrowing of longer-term
spreads arising from a less favourable interest rate environment, significantly impacted net interest
income growth.

¢ Net interest margin declined by 23 basis points to 2.52%, with the majority of the movement driven by
the shift in the balance sheet to lower margin products (21 basis points), and an unfavourable interest
rate environment (5 basis points), offset by an increase from the change in the capital allocation
methodology.

e Other operating income grew 3.1% largely driven by bill acceptance lending fees, credit card income and
a volume-driven increase in Custodian transaction fee income.

e Increases in the operating expense base of 13.2% have been driven by:

- personnel expense increases as a result of the cessation of the superannuation holiday ($14 million
impact) and an increase in performance-based remuneration of $14 million. In addition, the two EBA
wage increases, each of 4.5% on 1 January of 2004 and 2005, were major drivers of the increase.
Total staff numbers over the two halves reduced by 96;

- occupancy expense increases of $23 million on the March 2004 half as a result of the co-location of
Australian Banking and Wealth Management Australia into the Docklands buildings and market rental
increases;

- technology-related equipment expenses increases of $15 million, reflecting the impact of increased
investment in technology solutions;

- loyalty program costs, and expenditure on advertising increased $18 million to support Cards’
offerings and other product and brand promotions; and

- anon-lending loss provision of $10 million, which was raised in the March 2005 half and relates to
BAD tax collections.

The higher charge to provide for doubtful debts was impacted by solid volume growth and the restoration of
the credit risk settings of the business.
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Business developments

The program of work to transform the Australian business is well underway with a focus on stabilising
and re-building the National's market position and revitalising its product and service offerings. Key
achievement to date include:

- re-alignment of the organisational structure with Australian Banking and Wealth Management moved
to a single, regional business centred around customers, products and services;

- appointment of business unit leadership teams to provide direction and leadership;

- progress on simplifying key operating and back office processes to achieve efficiency improvements
and enhance customer service;

- commencement of developing the regional strategic direction, key themes and priorities;

- stabilising market share in key segments such as business lending and housing lending, which
followed the introduction of new credit settings and extension of greater credit authority to bankers;

- the ‘on the spot decisions for business loans’ initiative to improve speed of decision making and
demonstrate the National’s commitment to business customers;

- launched a targeted Business and Housing Low Doc package to assist small business and self-
employed customers in March 2005;

- introduced new deposit accounts to encourage and reward regular savings, including the ‘Smart
Reward’ and ‘Smart Junior Saver’ Account in February 2005, as well as the re-launch of the Tertiary
Students package transaction account;

- launch of the Visa mini card in February 2005; and

- implementing a range of sales incentive and training activities across the distribution networks to
engage frontline staff.

Two major sponsorships were announced, with the National becoming the Official Partner of the
Melbourne 2006 Commonwealth Games, and the Lead Partner of The Australian Ballet and the Major
Sponsor of the National Education Program to promote ballet through educational initiatives across
Australia. As part of the Melbourne 2006 Commonwealth Games partnership, the National launched the
limited edition, Melbourne 2006 Commonwealth Games National Visa Card - the Official Credit Card of
the Games on 7 March 2005.

In February, the 2005 local community donation program was announced to staff, and the National also
announced specific assistance measures for customers affected by the Eyre Peninsular bushfires in South
Australia.

There has been a continued focus on ensuring the National's Corporate Principles and Compliance
framework is embedded appropriately within the business.

During the March 2005 half, Australian Banking entered into an enforceable undertaking with Australian
Securities & Investments Commission (ASIC) requiring, inter alia, a review of training and breach
reporting. A report has been submitted to ASIC and independently reviewed. Agreed actions are being
implemented. A breach relating to the collection of BAD tax was identified during the half and the
estimate of $10 million of refunds required provided for. A potential breach relating to the collection of
certain fees was identified in late April 2005. The financial effect of any refunds due has not yet been
fully quantified, but management is of the view that it will not be material in the context of the half year
results and financial position of the Group.
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Wealth Management Australia @

Wealth Management Australia operates a diverse portfolio of financial services businesses. It provides
financial planning, insurance, superannuation and investment solutions to both retail and corporate
customers and portfolio implementation systems and infrastructure services to financial advisers. The
businesses operate across Australia and Asia.

Fav/(Unfav)
Performance Su mmary Half Year to Change on
Mar 05 Sep 04 Mar 04 Sep 04 Mar 04
$m $m $m % %
Investments @ 115 106 93 8.5 23.7
Insurance ©® 74 82 83 (9.8) (10.8)
Other (including regulatory programs) @ 42) (26) @7 (61.5) (13.5)
Profit from operations (after tax) 147 162 139 9.3) 5.8
Invest_ment earnings on sh.arehoIF:Iers retained a7 27 42 241 11.9
profits and capital from life businesses
Under!ylng op_era_ltlng profit after tax and 194 189 181 26 72
outside equity interest
Prior year adjustments - (40) (10) large large
Cash earnings before significant items ©® 194 149 171 30.2 13.5
Revaluation profit/(loss) after tax 51 (132) 148 large (65.5)
Net profit before significant items and after 245 17 319 large (23.2)

outside equity interest ®

@

(€]

(©)]

)

[©)]

Wealth Management Australia division includes Asian operations.
Investments include funds management, funds administration and asset management.

Insurance includes retail insurance (retail risk insurance encompassing term, trauma and disability insurance, traditional life insurance
and general insurance agency) and group insurance.

Other includes Financial Planning, other businesses and shareholders branches of the life companies and strategic investment
expenditure. The costs of NAFiM investor compensation and enforceable undertakings are included in this line.

Refer to Note 1a for a reconciliation of Wealth Management Australia’s result to Group net profit.

Financial performance — movement on September 2004 half

Cash earnings before significant items grew 30.2% from the September 2004 half to $194 million. Net profit
before significant items and after outside equity interest for the March 2005 half was $245 million, reflecting
solid growth in the Investments business and strong investment earnings on shareholders retained profits
and capital, offset by reduced profits in the Insurance business and increased regulatory compliance spend.
The overall result was impacted by insurance recoveries in the current half of $19 million after-tax, while the
September 2004 half was negatively impacted by prior year adjustments of $(40) million.

The revaluation profit reflects the positive impacts from strong investment earnings and ongoing robust
expense containment, offset by the impact of lower retail investment margins and the adverse impact of
changes in economic assumptions.

Financial performance — movement on March 2004 half

Cash earnings before significant items grew 13.5% on the March 2004 half to $194 million reflecting the
continued improvement in market conditions and the resulting strong growth in the Investments business
and investment earnings on shareholders retained profits and capital, offset by reduced profits in the
Insurance business and increased regulatory compliance spend.
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Key Performance Measures

Fav/(Unfav)
Half Year to Change on
Mar 05 Sep 04 Mar 04 Sep 04 Mar 04
$m $m $m % %
Investment sales 6,335 6,965 6,723 (9.0) (5.8)
Insurance sales 103 111 94 (7.2) 9.6
Debt sales 733 868 661 (15.6) 10.9

Movement on September 2004 half

Seasonal variations in Investments and Debt sales are caused by the end of the tax year and the
Christmas/New Year period, resulting in comparably higher sales in the September 2004 half.

In addition, Investment sales were impacted by the closure of product offerings to new MLC Investment
Trust investors. The wholesale business also experienced lower sales in the current half, reflecting the lumpy
nature of flows in this business.

Insurance sales are down 7.2% from the September 2004 half primarily due to the seasonality of Group
Insurance sales.

Movement on March 2004 half

Investment sales decreased 5.8%, primarily due the impact on retail sales of the closure of product offerings
to new MLC Investment Trust investors. Excluding the impact of this closure, retail platform sales increased
8% from the March 2004 half. Additionally, the wholesale business experienced lower sales in the current
half, reflecting the lumpy nature of flows in this business.

Solid Group Insurance and General Insurance sales contributed to a 9.6% increase in Insurance sales
compared to the March 2004 half year.

Debt sales have increased 10.9%, reflecting the progress towards a more integrated offer. The profit from
debt sales emerges in the Australian Banking result.

As at Change on
31 Mar 05 30 Sep 04 31 Mar 04 Sep 04 Mar 04
% %
Full-time equivalent employees (FTEs) (No.) 4,393 4,746 4,669 (7.4) (5.9)
Financial advisers
Bank channels (Australia) 476 460 477 3.5 (0.2)
Aligned channels
Australia 858 848 909 1.2 (5.6)
Asia 1,573 1,586 1,541 (0.8) 2.1
Total aligned channels 2,431 2,434 2,450 (0.1) (0.8)
Financial advisers (No.) @ 2,907 2,894 2,927 0.4 0.7)

@ In addition to banking and aligned channels, Wealth Management Australia has relationships with over 2,750 External Financial
Advisers in Australia at March 2005 (September 2004: 2,600, March 2004: 2,250).

FTEs are 7.4% and 5.9% below September 2004 and March 2004 respectively, following initiatives to align
expenses to business volumes and transition to the new regional operating model.

The focus on the recruitment and retention of quality planners continued throughout the half, resulting in an
increase in adviser numbers in both the domestic bank and domestic aligned channels. Financial adviser
numbers in Asia decreased during the March 2005 half as a result of the introduction of additional adviser
training requirements following the launch of the unit-linked product offerings.
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Revaluation Profit

The revaluation profit before tax of $54 million represents the growth in market value after allowing for
changes in shareholder net assets, and is driven by anticipated growth in market values utilising the
assumptions adopted at the previous valuation (positive $200 million) and changes to assumptions at this
valuation and/or experience since the prior valuation (negative $134 million).

The adverse $134 million impact from change in assumptions and experience were due to:

e a negative impact from changing economic assumptions ($154 million), resulting from applying a higher

discount rate and lower international businesses values due to a stronger Australian dollar; and

e a small positive impact ($20 million) from changing business assumptions. The positive impact from
items of change in the domestic business including benefits from higher than expected investment
earnings, ongoing expense control and assumed attrition improvements for superannuation business,
was all but offset by the impact of lower assumed margins for retail funds management products.

The Europe, Asian and New Zealand businesses had positive experience in local currency.

Entities held within the mark to market environment include operations in Australia, Europe, New Zealand
and Asia. Distribution of value by both region and business segment are summarised below:

At

NAFIM subsidiaries value of At
Value of Embedd future 31 Mar 05 30 Sep 04
Market value summary ($m) Net inforce -ed new Market Market
assets business value business value value
By region
Australia 1,339 2,106 3,445 2,289 5,734 5,690
Europe 198 215 413 64 477 446
New Zealand 32 49 81 17 98 85
Asia 143 72 215 66 281 288
Market value at 31 March 2005 1,712 2,442 4,154 2,436 6,590 6,509
By business segment
Investments 898 1,285 2,183 1,510 3,693 3,455
Insurance 804 1,133 1,937 906 2,843 2,998
Other 10 24 34 20 54 56
Market value at 31 March 2005 1,712 2,442 4,154 2,436 6,590 6,509

The reduction in market value of the insurance business was due to the impact of a dividend payment ($125

million), as well as adverse foreign exchange movements and application of a higher discount rate.

Actuarial assumptions applied in the determination of market value

Actuarial assumptions applied in the determination of market values for significant Wealth Management
businesses held within the mark to market environment are summarised as follows:

March 2005 September 2004
Assumptions applied in the b New i Fraﬂkig_g 5 New i Frankig_g
determination of market , bUSess Riskdiscownt credit buness Riskcdcountoredt
value (%) (%6 (%) %6
Investments 8.4 11.3-12.4 70 8.9 11.0-12.1 70
Insurance 9.9 11.3 70 9.6 11.0 70
New Zealand 8.0 11.8-12.9 70 7.1 11.7-12.8 70
Hong Kong 9.0 12.0 - 9.0 12.0 -

@ The bulk of the European valuation was performed on a consolidated basis. Where the European business valuations identified
separate values of inforce business and future new business, approximate methods were used to derive the value of future business
that did not involve new business multipliers. The risk discount rate used in the European valuations at 31 March 2005 was 10.5%

(10.5% at 30 September 2004).

@ New business multipliers are historical multipliers, and express the value of future business as a multiple of value derived from the

most recent 12 months actual sales.
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TOTAL UK

Summary (includes ongoing and disposed operations)

Fav/ (Unfav)

Half Year to Change on
Mar 05 Sep 04 Mar 04 Sep 04 Mar 04
Cash earnings before significant items $m $m $m % %
UK Banking 266 284 310 (6.3) (14.2)
Wealth Management UK 31 3 14 large large
Total UK @ 297 287 324 3.5 (8.3)

@ Refer to page 48 for a detailed performance summary of the Total UK result and refer to note 1 for a reconciliation of UK Banking and
Wealth Management UK'’s result to Group net profit.

Financial performance highlights

Total UK delivered 3.5% growth on the September 2004 half during a period of transition as the region
migrates to a new operating business model following the disposal of the Irish Banks. The current half
reflects a period of stabilisation of the business as it moves to the Integrated Financial Solutions proposition
and the third party mortgage channel.

Total UK (Banking & Wealth Management) Ongoing Operations

The following section considers the performance of the ongoing operations of Total UK. It is based on pro-
forma information for both current and comparative periods, which has been calculated as Total UK,
adjusting for the following:

- excludes the contribution of the Irish Banks to the Total UK results (refer to Note 2 for a reconciliation of
the Irish Bank's results). The Irish Banks were sold on 28 February 2005;

- excludes the UK custody business, the closure of which was fully provided for in the financial statements
at September 2004; and

- excludes National Australia Life Company Limited, which was sold on 31 December 2003.

A complete view of the Total UK operations, is set out on page 48.

Performance Summary

Fav/(Unfav)

Half Year to Change on
Mar 05 Sep 04 Mar 04 Sep 04 Mar 04
Pounds sterling £m £m £m % %
Net interest income 334 333 345 0.3 (3.2)
Other operating income @ 183 166 176 10.2 4.0
Total income 517 499 521 3.6 (0.8)
Other operating expenses © (330) (325) (316) (1.5) (4.4)
Underlying profit 187 174 205 7.5 (8.8)
Charge to provide for doubtful debts (35) (45) (35) 22.2 -
Cash earnings before tax 152 129 170 17.9 (10.6)
Income tax expense 46) (35) (52) (31.4) 11.5
Cash earnings before significant items 106 94 118 12.8 (10.2)

@ The five months of 28 February 2005 and the two comparative half years exclude certain fixed head office expenses recharged to the
Irish Banks that from 1 March 2005 can no longer be recharged. The March 2005 half includes one month’s income recharge
receivable by the UK for transitional services to be provided to Danske Bank A/S.
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Key Performance Measures

Fav/ (Unfav)
Half Year to Change on
Mar 05 Sep 04 Mar 04 Sep 04 Mar 04
% %
Performance & profitability
Return on average assets (annualised) 0.95% 0.81% 1.16%
Cost to income ratio 63.8% 65.1% 60.7%
Cfiirjogecl)r)nmgs per average FTE (annualised) 21 19 oa
Net interest income
Net interest margin 4.00% 4.10% 4.44%
Net interest spread 3.66% 3.84% 4.24%
Average balance sheet (£bn)
Gross loans and acceptances 15.6 14.8 14.3 5.3 8.8
Interest-earning assets 16.7 16.2 15.6 2.8 7.4
Retail deposits 11.2 11.1 10.6 1.7 5.7
As at
31 Mar 05 30 Sep 04 31 Mar 04
Asset quality
Gross non-accrual loans (Em) 60 76 70
Gross loans and acceptances (£bn) 16.3 15.3 14.3
Gross non-accrual loans to gross loans and 0.37% 0.49% 0.49%
acceptances
Specific provision to gross impaired assets 56.0% 56.9% 55.7%
Full-time equivalent employees (FTE) 9,772 10,072 10,046
Financial advisers
Bank channels 112 118 128
Aligned channels 53 54 50
Financial advisers (no.) 165 172 178
Funds under management and administration 1,513 1.674 1,613

(£m)

Financial Performance of ongoing operations (in local currency) — movement on September 2004

half

Cash earnings before significant items increased 12.8% on the September 2004 half reflecting an improved
income position and a lower charge to provide for doubtful debts.

Underlying profit increased by 7.5% on the September 2004 half with the following factors driving the

result:

e Net interest income was flat as the adverse impacts of margin contraction and portfolio mix offset

underlying volume growth.

e Lending volumes increased 6.5% from 30 September 2004. Consistent with the Integrated Financial
Solutions (IFS) and third party strategies, the continuing focus on mortgage lending has resulted in

growth of mortgage volumes of 7.6%.

o Retail deposit volumes fell 0.5% with new product launches, including Current Account Plus, together
with re-pricing initiatives on existing products designed to attract ‘new to bank’ deposits being more
than offset by the reduction in low yielding customer accounts.

e Net interest margin has decreased from 4.10% to 4.00%. Excluding the benefit of the proceeds from the
sale of the Irish Banks (for one month) and an increase in the internal capital allocation, the underlying
net interest margin decline over the half was 20 basis points. This underlying decline reflects the shift to
lower-margin products within both lending and deposit portfolios, mortgage growth through the recently
launched third party distribution channel and current account offerings, conscious deposit re-pricing and
the impact of the yield curve on interest rate management activities.

e Other operating income has increased 10.2%, driven by a £9.8 million retrospective profit share
payment received for creditor insurance and new income from Danske Bank A/S of £2.1 million in
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respect of the provision of transitional services. It was also impacted by an increase in origination fees of
£2.3 million driven by the growth of the IFS and third party propositions and the subsequent
arrangement fee income generated from additional sales.

¢ Operating expenses have increased 1.5% with the benefit of restructuring activity to impact the second
half of the year. Expense increases have been driven by:

- increase of £6 million due to costs associated with transitional services provided to Danske Bank
A/S;

- expenses in respect of business development have increased (£5 million) including the introduction
of a new remuneration package in October 2004. This is a self-sustaining scheme aimed at
rewarding strong income performance and is designed to attract and retain top quartile sales people;

- increased amortisation (£4 million) including the impact of re-phasing of the amortisation period of a
large project from 8 to 5 years;

- costs associated with the implementation of initiatives to improve brand awareness and increase
new business sales have grown £3.7 million, including a new front-line incentive scheme, advertising
and marketing costs and additional brokerage commission costs in respect of notes in circulation;
and

- higher personnel expenses driven by annual salary increases in January 2005;

This has been partly offset by reduced expenditure on investment and compliance projects, which was
£12 million lower than in the September 2004 half, due to the completion of large projects, re-scoping of
National Australia Group Europe integration and lower usage of external consultants.

The charge to provide for doubtful debts has decreased 22.2% on the September 2004 half. This was driven
by a single large provision taken in August 2004, together with lower personal loan write-offs in the current
half due to reduced sales volumes and the tightening of scorecard criteria, coupled with recoveries relating
to the sale of insolvent debt.

To cover the cost of restructuring initiatives in the UK a provision of £109 million has been recorded in the
March 2005 half as a significant item. This provision will cover costs incurred in streamlining operations,
reductions in staffing levels and the reconfiguration of the distribution network in order to create a more
lightweight and nimble infrastructure. Annualised savings from the restructuring initiatives are expected to
be approximately £117 million.

Financial Performance of ongoing operations (in local currency) — movement on March 2004 half

Cash earnings before significant items decreased 10.2% on the March 2004 half reflecting higher expense
levels and a flat income position.

Underlying profit decreased by 8.8% on the March 2004 half with the following factors driving the result:
e Net interest income fell 3.2%, as the impact of margin contraction more than offset volume growth.

e Lending volumes have grown 14.0% since 31 March 2004 mainly due to;

— mortgage lending has increased 18.8% reflecting the success of the brand program, the launch of
current account and offset mortgages and the move into the third party distribution channel using
selected brokers to sell products to a target market; and

— Business lending has increased by 13.5%, with growth in both fixed and variable products.

e Retail deposit volumes have increased 4.5% reflecting growth in term and on-demand deposits following
the successful launch of the Current Account Plus product in January 2004.

e Net interest margin has contracted from 4.44% to 4.00%. Since the March 2004 half there has been
solid growth in the mortgage portfolio (in particular, current account, offset and fixed-rate mortgages
through the third party distribution channel). This shift in the mix, conscious re-pricing, retention
strategies, interest rate risk management and the Integrated Financial Solutions (IFS) proposition have
all impacted the overall margin contraction, which was partly offset by the benefit of the proceeds from
the sale of the Irish Banks (for one month) and an increase in the internal capital allocation.

e Other operating income is 4.0% higher mainly due to the increase in the profit share payment received
from creditor insurance of £4.6 million and higher income on annual management charges from funds
under management and administration (£1.6 million) driven by investment market performance. New
income from Danske Bank A/S of £2.1 million for the provision of transitional services and an increase in
origination fees of £1.7 million driven by the growth of the IFS and third party propositions and the
subsequent arrangement fee income generated from additional sales have also contributed.

e Operating expenses have increased 4.4% driven by:

- expenses in respect of business development have increased (£9 million) including the introduction
of a new remuneration package in October 2004;
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- expenditure on investment and compliance projects increased by £6 million (including increased
expenditure on Basel Il, Sarbanes-Oxley and IFRS, and a reduction on front-end systems);

- increase of £6 million due to the cost of transitional services provided to Danske Bank A/S;

- annual rent and rates review increased expenses by £2.5 million;

- increased amortisation (£2.5 million) including the impact of re-phasing of the amortisation period of
a large project from 8 to 5 years; and

- costs associated with the implementation of initiatives to improve brand awareness and increase
new business sales have increased £2.8 million.

This has been partly offset by lower non-lending losses, which are £2 million below the March 2004 half
due to improvements in fraud strategies and training.

The charge to provide for doubtful debts was flat on the March 2004 half.

Business developments

Northern and National Irish Banks were sold on 28 February 2005 to Danske Bank A/S generating a net

profit on sale after all disposal costs including taxation of A$1,073 million (£438 million). The remaining

UK operation will continue to provide certain support functions to Danske Bank A/S at an agreed cost for
an 18-month transitional period.

Continuation of the National’s UK Growth Program to create an efficient, competitive business that
delivers leading products, great service and lasting shareholder value. The key aspects of which are:

- 15 financial solutions concepts were operational in the South East of England by 31 March 2005;

- the commencement of the roll out of the financial solutions concepts into the heartland markets in
the north of England and Scotland with plans to transform approximately 40 business banking
centres into financial solutions centres;

- the re-alignment of the Group’s high street branch presence to reflect changing customer usage and
needs, including the establishment of 50 ‘flagship’ branches in key centres, which will also offer
banking services to the micro-business segment; and

- the rapid expansion into the mortgage intermediary market, marketing Clydesdale Bank branded
mortgage products through third party distributors. More than 100 relationships have been
established with some of the UK’s leading brokers.

Clydesdale Bank’s Commercial Paper roadshow was completed on 10 March 2005 with the Clydesdale
Bank name being well-received by investors.

Progress in the ongoing integration of Clydesdale Bank and Yorkshire Bank, including the completion of
the legal entity merger of the two banks on 1 December 2004 and the move to one management
structure.

Customer service metrics show customer satisfaction continues to improve with an 11% reduction in
customer complaints driven by ongoing customer service initiatives.

The launch of three major sponsorships - the Clydesdale Bank sponsorship of the Scottish
Commonwealth Games team, the Yorkshire Bank sponsorship of Opera North, and the sponsorship of
the Twenty20 Cup cricket.

47



Management Discussion & Analysis — Total UK

Supplementary Performance Summary (includes ongoing and

disposed operations - eg. includes the Irish Banks)

Performance Summary — Total UK (Banking & Wealth Management)

Fav/(Unfav)
Half Year to Change on

Mar 05 Sep 04 Mar 04 Sep 04 Mar 04
Australian dollars $m $m $m % %
Net interest income 1,002 1,103 1,055 9.2) (5.0)
Other operating income 522 539 536 (3.2) (2.6)
Total income 1,524 1,642 1,591 (7.2) 4.2)
Other operating expenses (1,006) (1,121) (1,017) 10.3 1.1
Underlying profit 518 521 574 (0.6) (9.8)
Charge to provide for doubtful debts Q1) (124) (100) 26.6 9.0
Cash earnings before tax 427 397 474 7.6 (9.9
Income tax expense (130) (110) (150) (18.2) 13.3
Cash earnings before significant items & 297 287 324 3.5 (8.3)
@ Refer to Note 1a for a reconciliation of UK Banking and Wealth Management UK’s result to Group net profit.
Pounds sterling £m £m £m % %
Net interest income 409 433 441 (5.5) (7.3)
Other operating income 214 211 224 1.4 (4.5)
Total income 623 644 665 (3.3) (6.3)
Other operating expenses (412) (439) (425) 6.2 3.1
Underlying profit 211 205 240 (2.9) (12.1)
Charge to provide for doubtful debts (37 (49) 42) 24.5 11.9
Cash earnings before tax 174 156 198 11.5 (12.1)
Income tax expense (53) (43) (63) (23.3) 15.9
Cash earnings before significant items 121 113 135 7.1 (10.4)
Key Performance Measures

Half Year to

Mar 05 Sep 04 Mar 04
Performance & profitability
Return on average assets (annualised) 0.85% 0.78% 1.01%
Cost to income ratio 66.1%0 68.2% 63.9%
Ca&boga(l)r)nmgs per average FTE (annualised) 20 17 21
Net interest income
Net interest margin 3.75% 3.93% 4.18%
Net interest spread 3.19% 3.47% 3.80%
Average balance sheet (£bn)
Gross loans and acceptances 19.2 19.8 19.2
Interest-earning assets 21.9 22.0 21.1
Retail deposits 15.0 15.6 15.1
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As at

31 Mar 05 30 Sep 04 31 Mar 04
Asset quality
Gross non-accrual loans (Em) 60 109 103
Gross loans and acceptances (£bn) 16.3 20.4 19.4
Gr;)cscsegglr;?g;:rual loans to gross loans and 0.37% 0.53% 0.53%
Specific provision to gross impaired assets 56.0% 46.0% 43.8%
Full-time equivalent employees (FTE) 9,772 12,865 12,886
Financial advisers
Bank channels 112 157 171
Aligned channels 53 64 55
Financial advisers (no.) 165 221 226
Funds under management and administration 1,513 1.674 1613

(£m)
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TOTAL NEW ZEALAND

Summary

Fav/ (Unfav)

Half Year to Change on
Mar 05 Sep 04 Mar 04 Sep 04 Mar 04
Cash earnings before significant items $m $m $m % %
New Zealand Banking 159 137 159 16.1 -
Wealth Management New Zealand 4 6 5 (33.3) (20.0)
Total New Zealand 163 143 164 14.0 (0.6)

Financial performance highlights

Total New Zealand’s performance has been driven by solid volume growth and margin management, flat fee
income and the negative impact of increased compliance and pension costs. Leveraging the growth in the
relaunched ‘Bank Smarter’ brand and a focus on customer satisfaction, the Bank of New Zealand (BNZ) is
well positioned to implement its targeted strategies across key segments.

Total New Zealand (Banking & Wealth Management)

Performance Summary

Fav/(Unfav)

Half Year to Change on
Mar 05 Sep 04 Mar 04 Sep 04 Mar 04
Australian dollars $m $m $m % %
Net interest income 388 374 346 3.7 12.1
Other operating income 202 203 199 (0.5) 1.5
Total income 590 577 545 2.3 8.3
Operating expenses (337) (344) (289) 2.0 (16.6)
Underlying profit 253 233 256 8.6 (1.2)
Charge to provide for doubtful debts a2 (8) (13) (50.0) 7.7
Cash earnings before tax 241 225 243 7.1 (0.8)
Income tax expense (78) (82) (79) 4.9 1.3
Cash earnings before significant items & 163 143 164 14.0 (0.6)

@ Refer to Note 1a for a reconciliation of New Zealand Banking and Wealth Management New Zealand’s result to Group net profit.

New Zealand dollars NZ$m NZ$m NZ$m % %
Net interest income 420 415 395 1.2 6.3
Other operating income 219 226 227 (3.1) (3.5)
Total income 639 641 622 (0.3) 2.7
Operating expenses (366) (380) (330) 3.7 (10.9)
Underlying profit 273 261 292 4.6 (6.5)
Charge to provide for doubtful debts a3) 9) (15) (44.4) 13.3
Cash earnings before tax 260 252 277 3.2 (6.1)
Income tax expense (84) 91) (90) 7.7 6.7
Cash earnings before significant items 176 161 187 9.3 (5.9)
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Key Performance Measures

Fav/ (Unfav)
Half Year to Change on
Mar 05 Sep 04 Mar 04 Sep 04 Mar 04
% %
Performance & profitability
Return on average assets (annualised) 1.00% 0.96% 1.15%
Cost to income ratio 57.3% 59.3% 53.1%
Cfﬁ\lhz;ficl)'gg;gs per average FTE (annualised) 78 70 83
Net interest income
Net interest margin 2.50% 2.62% 2.60%
Net interest spread 2.21% 2.38% 2.45%
Average balance sheet (NZ$bn)
Gross loans and acceptances 29.4 27.3 25.6 7.7% 14.8%
Interest-earning assets 33.7 31.6 30.3 6.6% 11.2%
Retail deposits 17.4 17.2 16.6 1.2% 4.8%
As at
31 Mar 05 30 Sep 04 31 Mar 04
Asset quality
Gross non-accrual loans (NZ$m) 97 93 39
Gross loans and acceptances (NZ$bn) 30.3 27.9 26.2
Gross non-accrual loans to gross loans and 0.32% 0.33% 0.15%
acceptances
Specific provision to gross impaired assets 27.1% 24.6% 56.5%
Full-time equivalent employees (FTE) 4,549 4,596 4,501
Market share (26) @
Housing 16.2 15.9 15.7
Agribusiness 17.8 17.5 18.5
Cards 30.8 30.5 31.2
Retail deposits (personal & business) 18.7 18.3 18.7

@ source: RBNZ.

Financial Performance (in local currency) — movement on September 2004 half

Cash earnings before significant items increased 9.3% on the September 2004 half, reflecting solid volume
growth and declines in technology-related expenses, partly offset by a decline in margins.

Underlying profit increased 4.6% on the September 2004 half as a result of a number of factors:

Net interest income grew by 1.2% reflecting strong volume growth in housing, partly offset by increased
downward pressure on the net interest margin and the negative impact of an internal change in capital
allocation methodology (offset in Group Funding and with no impact on total Group margin). Excluding
the methodology change, net interest income grew 4.3%.

Housing volumes grew at an annualised rate of 19.0%, which has exceeded systems growth of 15.4%
(Registered Banks). This performance reflects the continuing success of BNZ’s implementation of a
consistent and targeted home loan strategy, which is delivering the fastest period of home lending
growth for BNZ. This is particularly satisfying given BNZ’s exit of the third party broker channel in 2003.

The decline in the net interest margin by 12 basis points to 2.50% was negatively impacted 7 basis
points by the capital allocation methodology change, with the remaining 5 basis point decline due to
heightened competition, combined with a change in product mix. Margin decline has been minimised
with disciplined management of deposit margins on the back of a 50 basis point increase in the official
cash rate to 6.75%.

Other operating income declined 3.1% as BNZ continues to focus on making the customer proposition
more attractive to drive sustainable and longer-term relationships. This has seen BNZ improve on its
overall customer satisfaction trends in recent years.
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e Operating expenses decreased 3.7% due to the timing of technology-related charges associated with the
integrated systems implementation (ISI) incurred in the September 2004 half of NZ$27 million.
Underlying operating expenses have increased 3.7% due to higher personnel costs and increased
advertising expenses. The increase in personnel costs reflects annual salary increases while advertising
and marketing costs increased due to the ‘Global Plus’ credit card re-launch and the ‘Unbeatable’
housing campaigns in the March 2005 half.

Overall asset quality remains sound, as growth in lending assets continues. The ratio of gross non-accrual
loans to gross loans and acceptances improved slightly to 0.32%.

Financial Performance (in local currency) — movement on March 2004 half

Cash earnings before significant items decreased by 5.9% on the March 2004 half, reflecting a large expense
increase, partly offset by solid net interest income growth.

Underlying profit decreased 6.5% on the March 2004 half as a result of a number of factors:

e Net interest income grew by 6.3% reflecting strong volume growth in housing and business lending,
partly offset by the negative impact of an internal change in capital allocation methodology. Excluding
this impact, net interest income grew by 9.6% over the March 2004 half.

e Net interest margin declined 10 basis points from 2.60% to 2.50%, of which 7 basis points is due to the
change in capital allocation methodology. Disciplined margin management has ensured that the
downward pressure on lending margins due to heightened competition and a change in product mix, has
been offset by robust retail deposit margins which have benefited from the rising interest rate
environment as the official cash rate increased 150 basis points to 6.75%.

e Other operating income has declined 3.5% reflecting a continuing trend as customers move towards
lower cost channels and fee structures are simplified to make the customer proposition more attractive.

e Operating expenses increased 10.9% due to:

- increased personnel costs reflecting annual salary increases, a slight increase in staff numbers and
higher pension costs;

- higher costs associated with compliance projects related to IFRS, Basel Il and Sarbanes-Oxley; and

- growth in advertising and marketing costs due to the ‘Global Plus’ credit card re-launch and the
‘Unbeatable’ housing campaigns.

Overall asset quality remains sound despite an increase in gross non-accrual loans as a percentage of gross
loans and acceptances to 0.32% due to a large agribusiness exposure, which was classified as a non-accrual
loan in the September 2004 half year.

Business developments

o Following the re-appointment of branch managers in the September 2004 half, BNZ have now re-
deployed Personal & Business managers back into key sites. The combination of a specialised customer
facing sales force with leading edge product offerings has BNZ rated number one for branch service of all
major banks for 2004 (source: AC Nielsen 2004 Customer Finance Monitor, date: December 2004).
Three out of four main bank customers rated BNZ branch service as ‘excellent’ or ‘very good’.

¢ Improvements in brand awareness and preference following an overhaul of the brand during the last
three years and the introduction of the new ‘Bank Smarter’ proposition from mid-2004.

e Share of the home loans market has improved, with market share reaching 16.2% in March 2005, up
from 15.9% as at September 2004 (based on Reserve Bank data for registered banks). While the public
focus was on the ‘Unbeatable’ campaign in the last quarter of 2004, BNZ's strategy in home loans was
evident throughout the whole of 2004, with BNZ leveraging its solid customer satisfaction, products and
pricing advantage in the home loan arena to increase market share.

e Improvement in BNZ’s share of the under-30-year-olds market with BNZ’s market share increasing to
8% (December 2004) from 6% a year earlier (source: ACNielsen - measured as main bank share).
These gains followed heavy on-campus presence by the BNZ during orientation weeks at major
universities, and the launch of a new under-30s product, Smart Money, in early 2004.

e The March 2005 underlying return on assets for the BNZ franchise (including Institutional Markets &
Services and Group Funding) at 1.30% is above industry benchmarks.
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INSTITUTIONAL MARKETS & SERVICES

Institutional Markets & Services (IMS) comprises Markets, Corporate Loan Portfolio, Structured Products,
Credit Products, Financial Institutions Group and a Support Services unit.

IMS is transitioning from a ‘relationship management’ business model aimed at the Corporate and Financial
Institutions segments, to a ‘product specialist/product management’ business model aimed at providing
products across the Group’s business base. With the exception of Financial Institutions, the client
relationships served by IMS are maintained within the regional structures across the Group. IMS operates
through an international network of offices in Australia, Europe, New Zealand, the US and Asia.

Performance Summary

Fav/ (Unfav)

Half Year to Change on
Mar 05 Sep 04 Sep 04 Sep 04
$m $m % Ex FX®
%
Net interest income 281 274 2.6 4.7
Other operating income 486 354 37.3 39.8
Total income 767 628 22.1 24.5
Operating expenses (366) (368) 0.5 (1.9)
Underlying profit 401 260 54.2 56.5
Charge to provide for doubtful debts (48) (25) (92.0) (88.0)
Cash earnings before tax 353 235 50.2 53.2
Income tax expense (45) (14) large large
Cash earnings before significant items 308 221 39.4 42.5
Net profit attributable to outside equity interest - 4 large large
Cash gar_nings before significant items and after outside 308 217 41.9 45.2

equity interest @

Fav/(Unfav)

Half Year to Change on
Mar 05 Mar 04 Mar 04 Mar 04
$m $m % Ex FX®
%
Net interest income 281 344 (18.3) (18.9)
Other operating income 486 512 (5.1) (5.7)
Total income 767 856 (10.4) (11.0)
Operating expenses (366) (337) (8.6) (8.0)
Underlying profit 401 519 (22.7) (23.3)
Charge to provide for doubtful debts (48) (88) 45.5 45.5
Cash earnings before tax 353 431 (18.1) (18.8)
Income tax expense (45) (85) 47.1 47.1
Cash earnings before significant items 308 346 (11.0) (11.8)
Net profit attributable to outside equity interest - 5) large large
Cash earnings before significant items and after outside 308 341 ©.7) (10.6)

equity interest @

@ change expressed at constant exchange rates.

@ Refer to Note 1a for a reconciliation of Institutional Markets & Services’ result to Group net profit.
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Key Performance Measures

Fav/ (Unfav)
Half Year to Change on
Mar 05 Sep 04 Mar 04 Sep 04 Mar 04
% %
Performance & profitability
Return on average assets (annualised) 0.37% 0.27% 0.42%
Cost to income ratio 47.7% 58.6% 39.4%
Casr) earnings per average FTE (annualised) 298 213 349
($'000) @
Net interest income
Net interest margin 0.40% 0.41% 0.54%
Average balance sheet ($bn)
Core lending 40.6 39.5 37.2 2.8 9.1
Gross loans and acceptances @ 45.4 45.1 42.7 0.7 6.3
Interest-earning assets — external 101.4 97.5 96.1 4.0 5.5
Interest-earning — internal ® 38.4 35.5 30.6 8.2 25.5
Interest-earning assets - total 139.8 133.0 126.7 5.1 10.3

®  cash earnings before significant items and after outside equity interest.
™ Gross loans and acceptances equate to core lending and bill acceptances.

®  nternal interest-earning assets include funding of the Group’s operations.

As at
31 Mar 05 30 Sep 04 31 Mar 04

Balance sheet ($bn)
Interest-earning assets - total 120.3 136.4 123.2 (11.8) (2.4

Asset quality

Gross non-accrual loans ($m) 501 423 719

Gross loans and acceptances ($bn) 43.4 45.0 43.0

Gross non-accrual loans to gross loans and 1.15% 0.94% 1.67%
acceptances

Specific provision to gross impaired assets 31.7% 29.0% 28.5%

Full-time equivalent employees (FTE) 2,066 2,073 1,963

Financial Performance (at constant exchange rates) — movement on September 2004 half

Cash earnings before significant items and after outside equity interest of $308 million increased by 45.2%
on the September 2004 half. The financial performance for the 2004 year was dominated by the impact of
the currency options incident, including the loss of income from the inability to offer a full product suite, a
reduced risk profile, and the diversion of senior staff to addressing remediation actions. In the March 2005
half year, whilst considerable effort has continued to be applied to the remedial actions and improved control
framework, management focus has returned to building a portfolio of businesses which will deliver
sustainable client income streams.

Underlying profit increased 56.5% on the September 2004 half as a result of a number of factors:
e Total income was 24.5% higher, with net interest income up 4.7% and other operating income up by

39.8%. The increase in income was due to:

- higher fee income in the Markets division predominantly in Australia due to strong sales of tailored
products to the business market segment, significant corporate sales activity and increased volatility
in the interest and exchange rate markets that provided improved trading opportunities;

- fee income growth in Structured Products income as a result of timing of deal flows; and

- higher Credit Products interest income, as the September 2004 half included the reversal of
capitalised interest of $38 million on a large project finance exposure which was classified as a non-
accrual loan.

e Expenses increased 1.9% primarily due to increased staffing costs reflecting full impact of increased
investment in the control environment in 2004 and salary increases as a result of the 1 January 2005
EBA wage increase, partially offset by lower non personnel costs as a result of the focus on cost control.

e Average external interest-earning assets have increased by $3.9 billion, as a result of growth in Markets’
trading assets early in the half and growth in core lending assets, predominantly in Europe, together
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with increased short-term funding of the Group’s balance sheet. On a spot basis, interest-earning assets
are down by $16.1 billion following the strategic decision, which commenced implementation in the
second quarter, to release capital invested in low-yielding assets to improve returns in the IMS business.

e The net interest margin has remained relatively flat at 0.40%. However, after adjusting for the reversal
of capitalised interest income on a non-accrual loan in the September 2004 half, net interest margin has
reduced by approximately 7 basis points mainly reflecting the lower income generated by Markets due to
the prevailing yield curve environment.

Asset quality remains strong, with the level of exposures rated as investment grade or above increasing
from 92.7% at 30 September 2004 to 94.8% at 31 March 2005. The higher charge to provide for doubtful
debts is primarily the result of the need to provide for a number of exposures classified as non-accrual
during the half. This has also resulted in the level of gross non-accrual loans to gross loans and acceptances
deteriorating from 0.94% at 30 September 2004 to 1.16%, however, the specific provision coverage to
gross impaired assets has improved 2.7 percentage points to 31.7%.

Financial Performance (at constant exchange rates) — movement on March 2004 half

Cash earnings before significant items and after outside equity interest decreased by 10.6% on the March
2004 half.

Underlying profit decreased 23.3% on the March 2004 half as a result of a number of factors:

e Total income was 11.0% lower than the March 2004 half year predominantly due to lower Markets risk
and trading income in Europe, with income from favourable yield curves in late 2003 not being sustained
as global interest rates moved into a rising rate phase, coupled with a comparative slow down of
Structured Product deal opportunities.

e Expenses increased by 8.0% due to an increase in staff numbers to address APRA remedial work and to
improve the risk control framework, the impact of the EBA wage increase, higher rental costs and costs
associated with Basel Il and IFRS projects.

e Average external interest-earning assets have increased by $5.3 billion, as a result of growth in Markets
trading assets and growth in core lending assets, predominantly in Europe, together with increased
short-term funding of the Group’s balance sheet. On a spot basis, interest-earning assets are down by
$2.9 billion, following the strategic decision to release capital invested in low yielding assets to improve
returns in the IMS business.

e The reduction in net interest margin to 0.40% is largely due to lower net interest income from reduced
Markets risk and trading income as outlined above.

The lower charge to provide for doubtful debts reflects the higher level of specific provisions taken in the
March 2004 half.

Business developments

e During the March 2005 half year, management carried out a detailed review of the IMS operating model,
regional footprint and strategic alignment within the Group. As a result of this review, IMS has
commenced a significant transformation of its business in transitioning from a balance sheet focus to a
more efficient, higher equity return business. The key themes underpinning this strategy are:

- release of capital currently invested in assets generating low returns for redeployment within the
Group;

- growth in sustainable income streams through new product initiatives and significantly improved
distribution capability; and

- alow cost, simplified business platform.

e In line with the above strategy, IMS has undertaken a significant review of its Asian business resulting in
a rationalisation of its footprint in this region, including the proposed exit of IMS activities in Seoul,
Singapore, Tokyo and Malaysia. IMS will continue to maintain its branch in Hong Kong where focus will
be supporting key customer relationships and Markets activities. Management of the retail activities in
the Asian branches will be transferred to the Australian Banking division.

e A restructure provision reflecting the transformation initiatives will be booked in the September 2005
half.

e Significant progress has been made on the remedial action plans implemented to address issues raised
by the Australian Prudential Regulation Authority (APRA) and PricewaterhouseCoopers following the
currency options incident. The re-opening of the foreign exchange options desk on 9 May 2005 was
approved by APRA and follows the completion of the specific requirements stipulated for re-opening the
desk.
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OTHER (GROUP FUNDING & CORPORATE CENTRE)

Performance Summary

Fav/(Unfav)

Half Year to Change on
Mar 05 Sep 04 Mar 04 Sep 04 Mar 04
By Division $m $m $m $m $m
Group Funding ® (56) (16) (49) (40) ™
Corporate Centre (144) (16) (60) (128) (84)
Other @ (200) (32) (109) (168) (91)

@ Excess capital has been included within the Group Funding result and comparatives have been reclassified.

@ Refer to Note 1 for a reconciliation of Other (including Group Funding & Corporate Centre) to Group net profit.

Group Funding

Group Funding acts as the central vehicle for movements of capital and structural funding to support the
Group’s operations. This minimises the earnings distortion to the operating divisions and enhances the
comparability of divisional performance over time.

Financial performance — movement on September 2004 half
Group Funding’s deficit increased on the September 2004 half by $40 million primarily due to:

e areduction in net interest income, due to a higher capital benefit paid to operating divisions as a result
of higher economic capital being attributed to those divisions resulting from a change in capital
allocation (offset in the operating divisions — no impact on Group results); and

e other costs relating to the management of the Group’s ongoing funding activity and securitisation
programs.

Financial performance — movement on March 2004 half
Group Funding’s deficit increased on the March 2004 half by $7 million primarily due to:

e areduction in net interest income, due to a higher capital benefit paid to operating divisions as a result
of higher economic capital being attributed to those divisions resulting from a change in capital
allocation (offset in the divisions — no impact on Group results);

e other costs relating to the management of the Group’s ongoing funding activity and securitisation
programs; partly offset by

e unfavourable one-off items in the March 2004 half.
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Corporate Centre

Corporate Centre comprises the following non-operating units — Finance & Risk Management, People &
Culture, Technology, Corporate Development, Nautilus Insurance, Office of the CEO, and Group eliminations.

Financial performance — movement on September 2004 half

Corporate Centre’s deficit increased on the September 2004 half by $128 million primarily due to:

costs of $49 million associated with a Northern Bank robbery in December 2004, in relation to which no
future income tax benefit has been raised (note an additional $7 million has been recognised in the Total
UK Regional results);

costs associated with the outcome of a legal action in South Korea awarded against the National of $49
million, in relation to which no future income tax benefit has been raised;

self-insurance costs payable to NAFIM on insurance recoveries of $19 million (after-tax); and

timing differences relating to Divisional recharges associated with Basel Il and IFRS.

Financial performance — movement on March 2004 half

Corporate Centre’s deficit increased on the March 2004 half year by $84 million primarily due to:

costs of $49 million associated with a Northern Bank robbery in December 2004, in relation to which ano
future income tax benefit has been raised (note an additional $7 million has been recognised in the Total
UK Regional results);

costs associated with the outcome of a legal action in South Korea awarded against the National of $49
million, in relation to whichno future income tax benefit has been raised;

self-insurance costs payable to NAFIM on insurance recoveries of $19 million (after-tax); partly offset by

$22 million (after tax) write-off of development work associated with the Integrated Systems
Implementation (ISI) program in the March 2004 half.
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