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Consolidated Performance in Brief

Previous Previous
NZ IFRS NZ IFRS NZ IFRS NZ GAAP NZ GAAP
For the year ended 30 June 2007 2006 2005 2004 2003
INCOME STATEMENT ($ MILLIONS)
Interest Income 3,816 3,210 2,682 2,099 1,899
Interest Expense 2,926 2,406 1,906 1,411 1,282
Net Interest Earnings 890 804 776 688 617
Other Income 420 344 268 249 234
Total Operating Income 1,310 1,148 1,044 937 851
Impairment Losses on Advances 18 19 16 21 25
Total Operating Income after Impairment Losses 1,292 1,129 1,028 916 826
Total Operating Expenses 533 495 470 446 407
Net Profit before Taxation 759 634 558 470 419
Taxation 227 194 179 153 141
Net Profit after Taxation 532 440 379 317 278
BALANCE SHEET ($ MILLIONS)
Total Assets 52,893 44,568 38,796 33,048 27,538
Advances (includes Money Market Advances and Advances to
Customers before Collective Provision for Impairment) 45,204 39,034 34,978 28,789 22,297
Collective Provision 84 79 123 108 89
Specific Provisions 7 1 9 9 10
Total Liabilities 49,773 41,879 36,527 31,452 26,228
Deposits (includes Money Market Deposits, Deposits from
Customers and Amounts Due to Other Banks) 47,792 41,066 36,050 30,832 25,621
SHAREHOLDER’S EQUITY ($ MILLIONS)
Shareholder’s Equity at End of Year 3,120 2,689 2,269 1,596 1,310
Dividends: Ordinary 825 860 43 25 195
Perpetual Preference 31 30 16 10 6
PERFORMANCE
Return on Ordinary Shareholder’s Equity 21.3% 21.3% 23.3% 24.5% 25.4%
Return on Total Average Assets 1.1% 1.1% 1.1% 1.1% 1.1%
Net Interest Margin as a Percentage of Total Average Assets 1.8% 1.9% 22% 2.3% 2.4%
Total Operating Expenses as a Percentage of Total Operating Income 40.7% 43.1% 45.0% 47.6% 47.9%
Growth in Total Assets 18.7% 14.9% 17.4% 20.0% 13.6%
PRUDENTIAL
Shareholder’s Equity as a Percentage of Total Assets 5.9% 6.0% 5.8% 4.8% 4.8%
Tier One Capital as a Percentage of Total Risk Weighted Exposures 9.0% 9.8% 9.6% 8.2% 8.1%

Total Capital as a Percentage of Total Risk Weighted Exposures 10.5% 10.6% 10.2% 10.2% 10.3%




ASB Records Strong Result in
Competitive Market

ASB countered a slowing New Zealand economy and a competitive market by focusing on both customer service and writing
quality business across all segments, albeit at ‘sharper’ margins.

The Bank’s result was positive and strong, with an increased net profit after tax of $480m for the financial year ending
30 June 2007, up 9% on the prior year (after excluding accounting gains arising from the application of NZ IAS 39 - Financial

Instruments: Recognition and Measurement).

ASB has evolved from being a modest, regional savings bank with assets of less than $2 billion back in 1988 to the nationally
operating, full service financial institution it is today. Despite slowing financial service industry growth, Total Assets grew by
19% to $52.9 billion, exceeding $50 billion for the first time. This is a fine milestone for ASB to achieve in its 160" anniversary
year.

The Bank has continued to focus on customer service, writing quality business and being extremely competitive across the
entire corporate, business, rural and personal banking range of products.

Reflecting the competitive environment, average net interest margin declined from 1.93% to 1.83%. This has given some relief
to customers from the effects of higher interest rates.

Non-interest income was steady at $343m, a reflection of both increased business levels and ASB customers benefiting from
the new transaction account offerings launched during the year. Increased use of Treasury products by ASB’s Corporate,
Business and Rural customers also contributed to this result.

At the same time as growing the business, ASB continued to focus on efficiency, the ratio of operating expenses to operating
income remaining steady at 43%.

Impairment losses were slightly below 2006 levels and, at $18m, continue to reflect the strong focus on credit management
and the high quality of ASB’s loan book.

Over the past 12 months ASB continued to hold its significant share of the housing loan market, advancing a net $4.15 billion
to home buyers, while deposits increased by 16% to $47.8 billion at year end.

FastSaver, ASB’s on-line savings account, passed another milestone in January 2007 with $4 billion of deposits and account
numbers growing to over 300,000.

This year also marks the 10" anniversary of ASB’s introduction of New Zealand’s first internet banking service — Fastnet.
Over the past decade Fastnet Classic has attracted more than 500,000 customers and processed more than 450 million
transactions.

During the year ASB opened four new branches - in Masterton, Newmarket (Auckland), Papamoa (Mt Maunganui) and the
Remarkables (Queenstown). SmartPhones, PDAs and Pago were also added to ASB’s line-up of technology based
services.



Performance Overview

The Bank has commenced its new financial year with the launch of ASB Kiwisaver to New Zealand investors and initial interest
has been strong. ASB Kiwisaver offers a diversified range of investment options for retirement, and is managed by ASB

Group Investments Limited.

Yo -

G.J. Judd Q.C.
Chairman
ASB Bank Limited

15 August 2007



The Board of ASB Bank Limited (the “Bank”) places great importance on the governance of the Bank. Performance and
compliance are both essential for good governance.

Reviews of the Board’s performance and its policies and practices are carried out annually. These reviews identify where
improvements can be made, and also assess the quality and effectiveness of the industry and company information made
available to Directors.

The principal features of the Bank’s corporate governance are:
> The Audit Committee consists only of non-Executive Directors.

> The Managing Director does not participate in deliberations of either the Board or the Executive Appointments and
Remuneration Committee affecting his position, remuneration or performance.

> Thereis an established criteria for the appointment of new Directors and external consultants are engaged in the
search for new independent Directors.

> Interms of Section 74 of the Reserve Bank of New Zealand Act 1989, the conditions of registration for the Bank include:

— the Board must have at least two independent Directors;

the Chairperson must not be an employee of the Bank;

— the Bank’s Directors must at all times act in the best interests of the Bank when exercising powers or performing
duties as a Director;

- no appointment of any Director, Chief Executive Officer, or Executive who reports or is accountable directly to the
Chief Executive Officer shall be made unless the Reserve Bank of New Zealand has been supplied with the
person’s Curriculum Vitae and the Reserve Bank of New Zealand has advised it has no objection to the
appointment;

— asubstantial proportion of the Bank’s business must be conducted in and from New Zealand; and

— exposures to connected persons cannot be on more favourable terms than corresponding exposures to non-
connected persons.

The Bank complies with these requirements.

> New Directors are invited to participate in an induction programme. They also regularly consider issues, trends and
challenges relevant to the Bank, the financial services industry and the economy.

> Non-Executive Directors do not participate in any of the Bank’s incentive plans.

The philosophy underlying the approach to corporate governance is consistent with the ethical standards required of all
employees of the Bank.

COMMITTEES OF THE BOARD

The Board has delegated specific powers and responsibilities to Board and management committees. The decisions made
by all Board committees are advised to the full Board. Management committees always recommend key decisions to the
Board for approval.

There are three permanent Board committees — Audit, Risk and Executive Appointments & Remuneration. Other committees
are formed to carry out specific delegated tasks when required.

A non-Executive Director chairs each committee.



AUDIT COMMITTEE

The Audit Committee assists the Board in carrying out its responsibilities under the Companies Act 1993 and the Financial
Reporting Act 1993 with respect to accounting standards, practices, policies and controls relative to the Bank’s financial
position.

Members of the Audit Committee are Messrs J.M.R. Syme (Chairman), R. Boven, D.M. Elder, J.P. Hartley and G.L. Mackrell.

The Charter of the Audit Committee incorporates a number of requirements to ensure the Committee is independent and
effective. The Audit Committee’s authority and responsibilities are to:

> Meet with appropriate personnel, obtain records, and discuss the Bank’s statutory and financial responsibilities
relating to the reporting of financial information and internal controls.

> Independently review the financial information prepared by management.
> Review accounting policies to ensure compliance with current laws, regulations and accounting standards.

> Consider significant financial reporting issues and judgments made in connection with the preparation of the financial
statements.

> Review assurances on the effectiveness of internal control systems.

> Recommend to the shareholder the appointment and removal of the external auditor.

> Oversee and appraise the independence, effectiveness and scope of the internal and external auditors’ work.
> Report to the full Board on its deliberations.

The Board has in place policies governing the nature of non-audit work which cannot be undertaken by the Bank’s auditor for
the Bank or its subsidiaries. There are also procedures in place governing the pre-approval of all non-audit work. The
objective of these approvals is to avoid prejudicing the independence of the auditor and to prevent their developing undue
reliance on revenue from the Bank. The policy ensures that the auditor does not:

- assume the role of management;
- become an advocate for their own client; or
— audit their own professional expertise.

Under the policy the auditor will not provide the following services:

bookkeeping or services relating to accounting records;

— appraisal or valuation and fairness opinions;

— advice on deal structuring and related documentation;

— tax planning and strategic advice;

— actuarial advisory services;

— executive recruitment or extensive human resource functions;
— acting as a broker-dealer, promoter or underwriter; or

— legal services.

> The Bank’s external auditor carries out audits across the Commonwealth Bank of Australia Group of companies,
including ASB Bank Limited. Commonwealth Bank of Australia requires that the partner managing the external audit is
changed within a period of five years.



RISK COMMITTEE

The responsibilities of the Risk Committee encompass approving and reviewing the management of and monitoring of the
Bank’s credit, market and operational and compliance risk.

All Directors are members of the Risk Committee.

In respect of credit risk, the Committee ensures that the Bank has in place and maintains credit policies and underwriting
standards designed to achieve portfolio outcomes consistent with the Bank’s risk / return expectations. This includes:

> Approving and reviewing the Bank’s risk management framework.

> Reviewing and adjusting where appropriate the Bank’s credit portfolios according to established parameters, including
concentration, duration and expected returns and losses.

> Approving the structure of delegated authorities to management for credit approval, review, provisioning and write-offs,
and approving individual credits in excess of such delegations.

> Considering and approving the provisioning and write-off amounts each half year.

The Risk Committee also approves and reviews the risk management framework and policies for market risks, including
currency, funding, interest rate, equity and liquidity risks, and monitors exposures relative to approved management
authorities. New areas of market risk exposure are reviewed by the Committee and management procedures approved.

The Risk Committee’s responsibilities in relation to operational and compliance risks include:
> The approval and review of the risk management framework and policies.

> Remaining informed on the Bank’s operational risk and regulatory compliance risk practices and procedures, including
processes to identify new areas of risk or exposure.

> Reviewing the Bank’s large operational and strategic business risk exposures, the economic equity allocated to
operational risk, and business units’ implementation of the risk management framework.

> Reviewing any compliance breaches and management actions taken.

EXECUTIVE APPOINTMENTS & REMUNERATION COMMITTEE

The Executive Appointments & Remuneration Committee makes recommendations to the Board concerning the appointment
and remuneration of the Managing Director and his direct reports.

Members of the Executive Appointments & Remuneration Committee are Messrs G.J. Judd (Chairman), G.H. Burrett,
L.G. Cupper and G.L. Mackrell.

Remuneration for the Bank’s Executives is determined after taking external advice to ensure competitive remuneration
packages are in place to attract and retain competent and high-calibre people.

Incentive payments for Executives are directly related to performance and depend on the extent to which strategic and
operating targets set at the beginning of the financial year are achieved.

DIRECTORS’ AND OFFICERS’ LIABILITY INSURANCE

The Bank has effected liability insurance for the Directors and Officers of the Bank and its subsidiaries.



Directors’ Responsibility Statement

The Directors are required by the Financial Reporting Act 1993 to prepare financial statements for the accounting period
which comply with Generally Accepted Accounting Practice (“GAAP”) and provide such additional information as required to
present a true and fair view of the financial affairs of the Company and Group.

The Directors are required by the Companies Act 1993 to ensure that proper accounting records have been kept, which
enable with reasonable accuracy, the determination of the financial position of the Company and Group.

The Directors have a general responsibility for taking such steps as are reasonably open to them to safeguard the assets of
the Company and Group and to prevent and detect fraud and other irregularities.

The Directors have pleasure in presenting the financial statements and general disclosures of ASB Bank Limited and its
subsidiaries for the year ended 30 June 2007.

For, and on behalf of, the Board of Directors, which authorised the issue of the financial statements on 7 August 2007.

G.J.Judd Q.C. G.H. Burrett
Chairman Managing Director

7 August 2007



Historical Summary of
Consolidated Financial Statements

INCOME STATEMENT

Interest Income 3,816 3,210 2,682 2,099 1,899
Interest Expense 2,926 2,406 1,906 1,411 1,282
Net Interest Earnings 890 804 776 688 617
Other Income 420 344 268 249 234
Total Operating Income 1,310 1,148 1,044 937 851
Impairment Losses on Advances 18 19 16 21 25
Total Operating Income after Impairment Losses 1,292 1,129 1,028 916 826
Total Operating Expenses 533 495 470 446 407
Net Profit before Taxation 759 634 558 470 419
Taxation 227 194 179 153 141
Net Profit after Taxation 532 440 379 317 278
Ordinary Dividends 825 860 43 25 195
Perpetual Preference Dividends 31 30 16 10 6
(Loss) / Profit Retained (324) (450) 320 282 77
Of which Impaired Asset Expense / (Recovery) 8 (1) 1) (1) 1
BALANCE SHEET

Total Assets 52,893 44,568 38,796 33,048 27,538
Of which Impaired Assets 10 5 32 26 32
Total Liabilities 49,773 41,879 36,527 31,452 26,228
Total Shareholder’s Equity 3,120 2,689 2,269 1,596 1,310



Income Statement

$ millions Consolidated Parent
For the year ended 30 June Note 2007 2006 2007 2006
Interest Income 2 3,816 3,210 3,756 3,137
Interest Expense 3 2,926 2,406 2,935 2,405
Net Interest Earnings 890 804 821 732
Other Income 5 420 344 419 355
Total Operating Income 1,310 1,148 1,240 1,087
Impairment Losses on Advances 15 18 19 18 19
Total Operating Income after Impairment Losses 1,292 1,129 1,222 1,068
Total Operating Expenses 6 533 495 539 482
Salaries and Other Staff Expenses 314 276 309 271
Building Occupancy and Equipment Expenses 91 85 89 83
Information Technology Expenses 50 50 49 49
Other Expenses 78 84 92 79
Net Profit before Taxation 759 634 683 586
Taxation 8 227 194 196 161
Net Profit after Taxation 532 440 487 425

Interest Rate Swaps which are transacted as economic hedges of interest rate risk, but which do not qualify for hedge accounting under NZ IAS 39
Financial Instruments: Recognition and Measurement, are accounted for at fair value. Changes in the fair value of these swaps are reflected in the Income
Statement immediately when they occur. This can create an accounting inconsistency, as changes in the fair value of the swaps cannot be offset against

changes in the fair value or cash flows attributable to the underlying transaction.

Other Income for the year ended 30 June 2007 included an unrealised gain of $77m before income tax from such swaps. At current interest rates this

unrealised gain is expected to reverse over the next 2.5 years, being the average term of the swaps.

These statements are to be read in conjunction with the notes on pages 13 to 61 and the Auditor’s Report on pages 67 and 68.



Statement of Recognised Income and Expense

Items Recognised Directly in Equity

Movement in Asset Revaluation Reserves 27 4 5 4 5
Net Change in Cash Flow Hedge Reserves 28 201 12 201 12
Net Income Recognised Directly in Equity 205 17 205 17
Net Profit after Taxation 532 440 487 425
Total Recognised Income and Expenses 737 457 692 442

These statements are to be read in conjunction with the notes on pages 13 to 61 and the Auditor's Report on pages 67 and 68.



Balance Sheet

$ millions Consolidated Parent

As at 30 June Note 2007 2006 2007 2006
ASSETS

Cash and Call Deposits with the Central Bank 10 3,013 911 3,012 911
Due from Other Banks 1 1,126 834 1,115 740
Money Market Advances 11 2,264 966 2,264 966
Securities 12 2,437 3,021 1,450 2,333
Derivative Assets 13 761 511 651 495
Advances to Customers 14 42,856 37,989 42,743 37,800
Due from Associates and Subsidiaries 16 - - 870 594
Investments in Associates and Subsidiaries 17 - - 379 412
Current Taxation Asset 38 - 38 -
Other Assets 18 203 164 180 142
Property, Plant and Equipment 19 159 152 148 141
Intangible Assets 20 36 20 36 20
Total Assets 52,893 44,568 52,886 44,554
Total Interest Earning and Discount Bearing Assets 51,658 43,682 51,411 43,281
Financed by:

LIABILITIES

Due to Other Banks 21 5,935 5,531 5,935 5,529
Money Market Deposits 21 17,334 14,390 10,076 14,390
Derivative Liabilities 13 984 241 984 221
Deposits from Customers 22 24,523 21,145 24,523 21,145
Due to Associates and Subsidiaries - - 7,502 212
Current Taxation Liability - 15 - 15
Other Liabilities 23 412 361 401 351
Deferred Taxation Liability 24 134 13 133 13
Subordinated Debt 25 451 183 451 183
Total Liabilities 49,773 41,879 50,005 42,059

SHAREHOLDER’S EQUITY

Contributed Capital — Ordinary Shareholder 26 1,563 1,013 1,563 1,013
Asset Revaluation Reserves 27 27 23 24 20
Cash Flow Hedge Reserves 28 251 50 251 50
Retained Earnings 29 729 1,053 493 862
Ordinary Shareholder’s Equity 2,570 2,139 2,331 1,945
Contributed Capital — Perpetual Preference Shareholder 26 550 550 550 550
Total Shareholder’s Equity 3,120 2,689 2,881 2,495
Total Liabilities and Shareholder’s Equity 52,893 44,568 52,886 44,554
Total Interest and Discount Bearing Liabilities 46,277 39,852 46,268 39,874

These statements are to be read in conjunction with the notes on pages 13 to 61 and the Auditor's Report on pages 67 and 68.



$ millions
For the year ended 30 June

CASH FLOWS FROM OPERATING ACTIVITIES
Interest Received
Other Income Received
Dividends Received
Interest Paid
Operating Expenses
Net Taxation Paid
Payments to Related Parties for Tax Related Items

Cash Flows from Operating Profits before Changes in Operating Assets

and Liabilities
Changes in Operating Assets and Liabilities
Net (Increase) / Decrease in Money Market Advances
Net Increase in Due from Other Banks (Term)
Net Increase in Advances to Customers
Net Decrease / (Increase) in Trading Securities
Net Increase in Customer Deposits
Net Increase / (Decrease) in Money Market Deposits
Net Increase in Due to Other Banks (Term)
Cash Flows from Operating Assets and Liabilities
Net Cash Flows from Operating Activities

CASH FLOWS FROM INVESTING ACTIVITIES

Cash was provided from:
Movement in Due to / from Associates and Subsidiaries
Increase in Investments in Associates and Subsidiaries
Sale of Property, Plant and Equipment

Cash was applied to:
Net Increase / (Decrease) in Other Securities
Purchase of Property, Plant and Equipment
Purchase of Intangible Assets

Net Cash Flows from Investing Activities

CASH FLOWS FROM FINANCING ACTIVITIES
Cash was provided from:
Issue of Ordinary Share Capital
Issue of Perpetual Preference Share Capital
Issue of Subordinated Debt

Movement in Due to / from Associates and Subsidiaries

Cash was applied to:
Dividends Paid

Redemption of Perpetual Preference Share Capital

Net Cash Flows from Financing Activities

SUMMARY OF MOVEMENTS IN CASH FLOWS
Net Increase in Cash and Cash Equivalents

Add: Cash and Cash Equivalents at Beginning of Year
Cash and Cash Equivalents at End of Year

These statements are to be read in conjunction with the notes on pages 13 to 61 and the Auditor's Report on pages 67 and 68.

Note

30

31

Consolidated Parent

2007 2006 2007 2006
3,838 3,203 3,777 3,133
58 329 76 231

4 5 4 22
(2,786) (2,291) (2,785) (2,237)
(499) (451) (506) (439)
(140) (182) (121) (149)
(104) ) (99) (1)
371 606 346 560
(1,928) 829 (1,928) 829
(259) (661) (342) (569)
(4,930) (5,245) (5,006) (5,401)
868 (174) 868 (174)
3,377 2,767 3,377 2,767
4,787 504 (2,845) 504
383 1,402 385 1,408
2,298 (578) (5,491) 641)
2,669 28 (5,145) 81)
- - - 621

- - 1 350

- 2 - 1

- 2 1 972

455 (859) (1) -
38 39 38 38

24 1 23 1
517 (809) 60 49
(517) 811 (59) 923
550 690 550 690

- 550 - 550

267 183 267 183

- - 7,355 -
817 1,423 8,172 1,423
856 890 856 890

- 550 - 550

856 1,440 856 1,440
(39) 17) 7,316 17)
2,113 822 2,112 825
849 27 847 22
2,962 849 2,959 847




b Notes to the Financial Statements

For the year ended 30 June 2007

. Statement of Accounting Policies

GENERAL ACCOUNTING POLICIES

The reporting entity is ASB Bank Limited and its subsidiaries (the “Banking Group”). ASB Bank Limited (the “Bank”) is registered under the
Companies Act 1993. These financial statements have been drawn up in accordance with the requirements of the Companies Act 1993, the
Financial Reporting Act 1993, and the Registered Bank Disclosure Statement (Full and Half-Year — New Zealand Incorporated Registered
Banks) Order 2007. They were approved for issue by the Directors on 7 August 2007.

The Banking Group’s financial statements have been prepared in accordance with New Zealand Generally Accepted Accounting Practice
(“NZ GAAP”). They comply with New Zealand equivalents to International Financial Reporting Standards (“NZ IFRS”) and other applicable
Financial Reporting Standards, as appropriate for profit-oriented entities. Compliance with NZ IFRS ensures that the financial statements
also comply with International Financial Reporting Standards.

The following new standards, amendments to standards and interpretations relevant to the Banking Group are not yet effective for the year
ended 30 June 2007, and have not been applied in preparing these financial statements. Apart from NZ IFRS 8, which will become
mandatory for the Banking Group’s financial statements for the period beginning 1 July 2009, they will be applied from the period beginning
1 July 2007.

> NZ IFRS 7 Financial Instruments: Disclosures and Amendments to NZ IAS 1 Presentation of Financial Statements — Capital Disclosures
will impact the type and amount of disclosures in the Banking Group’s financial statements, but will not have any impact on its
reported profits or financial position.

> NZ IFRIC 9 Reassessment of Embedded Derivatives requires that a reassessment of whether an embedded derivative should be
separated from the underlying host contract should be made only when there are changes to the contract. Adoption of NZ IFRIC 9 is
not expected to have any impact on the Banking Group’s financial statements.

> NZ IFRIC 10 Interim Financial Reporting and Impairment prohibits the reversal of an impairment loss recognised in a previous interim
period in respect of goodwill, an investment in an equity instrument or a financial asset carried at cost. NZ IFRIC 10 will apply
prospectively from the date that the Banking Group first applied the measurement criteria of NZ IAS 36 Impairment of Assets and NZ
IAS 39 Financial Instruments: Recognition and Measurement respectively (i.e. 1 July 2004 and 1 July 2005), but is not expected to
have any impact on the Banking Group’s financial statements.

> NZ IFRS 8 Operating Segments will affect the financial and descriptive information disclosed about the Banking Group’s reportable
segments, but will not have any impact on its reported profits or financial position.

Basis of Preparation
The measurement base adopted is that of historical cost as modified by the fair value measurement of Available for Sale Financial Assets,
Financial Instruments at Fair Value through Profit or Loss, Derivative contracts and the revaluation of certain Property, Plant and Equipment.

The preparation of the financial statements requires management to make estimates and assumptions that affect the amounts reported in
the financial statements and accompanying notes. Actual results could differ from these estimates, although it is not anticipated that such
differences would be material.

Presentation Currency and Rounding
The amounts contained in this disclosure statement and the financial statements are presented in millions of New Zealand dollars, unless
otherwise stated.

PARTICULAR ACCOUNTING POLICIES
There have been no material changes to accounting policies in the year ended 30 June 2007. All policies have been applied on a basis
consistent with that used during the year ended 30 June 2006.

A Glossary of Terms included within the Statement of Accounting Policies is set out on page 20.

(a) Basis of Consolidation
Subsidiaries
Subsidiaries are those entities controlled by the Bank. Control exists when the Bank has the power, directly or indirectly, to govern
the financial and operating policies of entities so as to obtain benefits from its activities. The financial statements of subsidiaries are
included in the consolidated financial statements from the date on which control is transferred to the Bank until the date that control
ceases.

Assets, liabilities and results of subsidiaries are included in the consolidated financial statements on the basis of financial
statements made up to balance date, using the purchase method. All intra-group balances and transactions have been eliminated in
preparing the consolidated financial statements.

Associates

Associates are those entities in which the Bank has significant influence, but not control, over the financial and operating policies.
The Bank has representation on the board of directors of all companies classified as Associates. Associates are accounted for under
the equity method of accounting.

(b) Segment Reporting
The Banking Group’s primary reporting format is business segments (refer to Note 48). Segments reported are in line with the
organisational structure of the Banking Group and take into account the nature of the products and services provided.

The Banking Group operates predominantly within New Zealand. On this basis geographical segment reporting is not applicable.



b Notes to the Financial Statements

For the year ended 30 June 2007

. Statement of Accounting Policies (continued)

(c)

(d)

(e)

(f)

Foreign Currency Translation

All foreign currency monetary assets and liabilities are converted at the rates of exchange ruling as at balance date. Foreign currency
forward, futures, swaps and option positions are valued at fair value as at balance date. Unrealised gains and losses arising from
these revaluations and gains and losses arising from foreign exchange dealings are recognised immediately in the Income Statement.

Revenue Recognition
Revenue is recognised to the extent that it is probable that economic benefits will flow to the Banking Group and that the revenue
can be reliably measured. The principal sources of revenue are interest income, fees and commissions.

Interest Income and Expense
Financial instruments are classified in the manner described in (f). Some are measured by reference to amortised cost, others by
reference to fair value.

For financial instruments measured at amortised cost, the effective interest method is used to measure the Interest Income or
Expense recognised in the Income Statement.

For financial instruments measured at fair value, Interest Income or Expense is recognised on an accrual basis, either daily or on a
yield to maturity basis.

Lending Fees

Fees and direct costs relating to loan origination, financing or restructuring and to loan commitments are deferred and amortised to
Interest Income over the life of the loan using the effective interest method. Lending fees not directly related to the origination of a
loan are recognised over the period of service.

Commission and Other Fees

When commissions or fees relate to specific transactions or events, they are recognised in the Income Statement when the service
is provided to the customer. When they are charged for services provided over a period, they are taken to Other Income on an
accruals basis as the service is provided.

Other Income

Dividend income is recorded in the Income Statement when the Banking Group’s right to receive the dividend is established. Realised
and unrealised gains and losses from re-measurement of Financial Instruments at Fair Value through Profit or Loss are included in
Other Income.

Expense Recognition
All expenses are recognised in the Income Statement on an accrual basis.

Financial Instruments

BASIS OF RECOGNITION AND MEASUREMENT

The Bank is a full service financial institution offering an extensive range of financial instruments. Financial instruments are transacted
on a commercial basis to derive an interest yield / cost with terms and conditions having due regard to the nature of the transaction and
the risks involved. All financial instruments are accounted for on a settlement date basis. They are classified in one of the following
categories at initial recognition: Financial Assets at Fair Value through Profit or Loss, Available for Sale Financial Assets, Loans and
Receivables, Held to Maturity, Financial Liabilities at Fair Value through Profit or Loss and Other Financial Liabilities.

Some of these categories require measurement at fair value. Where available, quoted market prices are used as a measure of fair
value. Bid prices are used to estimate fair values of assets, whereas offer prices are applied to liabilities. Where the Banking Group
has assets and liabilities with offsetting market risk, it uses mid-market prices as a basis for establishing fair values for the
offsetting risk positions and applies a bid / offer spread adjustment to the net open position as appropriate. Where quoted market
prices do not exist, fair values are estimated using present value or other market accepted valuation techniques, using methods and
assumptions that are based on market conditions and risks existing as at balance date.

If changes in these assumptions to a reasonably possible alternative would result in a significantly different fair value this has been
disclosed with a range of possible alternatives.

FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR LOSS

Assets in this category are either held for trading or are managed with other assets and liabilities transacted in the Bank’s Treasury
and Financial Markets Division, which are accounted for and evaluated on a fair value basis. Fair value reporting of these assets and
liabilities reflects the Banking Group’s risk management process, which includes utilising natural offsets where possible and
managing the overall risks of the Treasury portfolio on a trading basis.

Assets in this category are measured at fair value and include:

Due from Other Banks
Due from Other Banks is defined by the nature of the counterparty and includes loans, nostro balances and settlement account
balances due from other banks. Fair value is calculated on the same basis as for Money Market Advances.

Money Market Advances
Money Market Advances are advances transacted in the Bank’s Treasury and Financial Markets Division, which are managed with
other assets and liabilities accounted for and evaluated on a fair value basis.

Fair value is calculated using discounted cash flow models based on the interest rate repricing and maturity of the Advances.
Discount rates applied in this calculation are based on current market interest rates for Advances with similar credit profiles.
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Securities

Securities included in this category are short and long term public and other debt securities, which are held for trading, as well as
securities designated as at Fair Value through Profit or Loss. The fair value of Securities is based on quoted market prices, where
available, or calculated using discounted cash flow models based on current market rates.

Derivative Assets
Derivative Assets that do not meet the criteria for hedge accounting are recorded at Fair Value through Profit or Loss. Refer to (g) for
more details on derivatives.

AVAILABLE FOR SALE FINANCIAL ASSETS
Available for Sale Financial Assets are measured at fair value, with changes in fair value recognised directly in Equity. The Banking
Group has not classified any financial assets in this category.

LOANS AND RECEIVABLES
Assets in this category are measured at amortised cost using the effective interest method and include:

Cash and Call Deposits with the Central Bank
Cash and Call Deposits with the Central Bank includes the Bank’s overnight settlement account with the Central Bank, and is brought
to account at face value.

Advances to Customers
Advances cover all forms of lending to customers, other than those classified as at Fair Value through Profit or Loss, and include mortgages,
overdrafts, personal loans and credit card balances. They are recognised in the Balance Sheet when cash is advanced to the customer.

Advances are reported net of Provisions for Impairment to reflect the estimated recoverable amounts. Refer to (j).

Due from Associates and Subsidiaries
This includes all amounts due from Associates and Subsidiaries.

Other Assets
Other Assets include the accrual of interest coupons and fees receivable. For derivatives any accrued interest is recognised and
measured as part of the derivative’s fair value.

HELD TO MATURITY INVESTMENTS
Assets in this category are measured at amortised cost. The Banking Group has not classified any financial assets as Held to Maturity.

FINANCIAL LIABILITIES AT FAIR VALUE THROUGH PROFIT OR LOSS

Liabilities in this category are either held for trading or are managed with other assets and liabilities transacted in the Bank’s
Treasury and Financial Markets Division, which are accounted for and evaluated on a fair value basis. Fair value reporting of these
assets and liabilities reflects the Banking Group’s risk management process, which includes utilising natural offsets where possible
and managing the overall risks of the Treasury portfolio on a trading basis.

Liabilities in this category are measured at fair value and include:

Due to Other Banks
Due to Other Banks is defined by the nature of the counterparty and includes deposits, vostro balances and settlement account
balances due to other banks. Fair value is calculated on the same basis as for Money Market Deposits.

Money Market Deposits
Money Market Deposits are Certificates of Deposit, Issued Paper and other deposits that are transacted in the Bank’s Treasury and
Financial Markets Division, and which are managed with other assets and liabilities accounted for and evaluated on a fair value basis.

The fair value of Deposits, Certificates of Deposit and Issued Paper is calculated using discounted cash flow models based on the
interest rate repricing and maturity of the instruments. The discount rates applied in this calculation are based on current market rates.

Derivative Liabilities
Derivative Liabilities that do not meet the criteria for hedge accounting are recorded at Fair Value through Profit or Loss. Refer to (g)
for more details on derivatives.

OTHER FINANCIAL LIABILITIES
This category includes all financial liabilities other than those at Fair Value through Profit or Loss. Liabilities in this category are
measured at amortised cost and include:

Deposits from Customers
Deposits from Customers cover all forms of funding, apart from those classified as at Fair Value through Profit or Loss and include
transactional and savings accounts, term deposits and credit balances on cards.

Due to Associates and Subsidiaries
This includes all amounts due to Associates and Subsidiaries.

Other Liabilities
Other Liabilities include the accrual of interest coupons and fees payable. For derivatives any accrued interest is recognised and
measured as part of the derivative’s fair value.

Subordinated Debt
Subordinated Debt is recognised in the Balance Sheet including accrued interest as both components are subordinate to other liabilities.



b Notes to the Financial Statements

For the year ended 30 June 2007

. Statement of Accounting Policies (continued)

(9)

(h)

U]

)

Derivative Financial Instruments
Derivatives, including foreign exchange contracts, forward rate agreements, futures, options, interest rate swaps and currency
swaps, are used as part of the Banking Group’s financial market activities and to hedge certain assets and liabilities.

The Banking Group recognises derivatives in the Balance Sheet at their fair value. Fair values are obtained from market yields and
discounted cash flow models or option pricing models as appropriate. Derivative Assets are the fair value of derivatives which have a
positive fair value. Derivative Liabilities are the fair value of derivatives which have a negative fair value.

Derivative Financial Instruments at Fair Value through Profit or Loss

All derivatives that do not meet the criteria for hedge accounting under NZ IAS 39 are classified as at Fair Value through Profit or
Loss. This includes derivatives transacted as part of the trading activity of the Bank’s Treasury and Financial Markets Division, as
well as derivatives transacted as economic hedges, but not qualifying for hedge accounting. Changes in fair value are reflected in the
Income Statement immediately when they occur.

Derivative Financial Instruments qualifying for Hedge Accounting

The Banking Group uses derivatives as part of its asset and liability management activities to manage exposures to interest rate,
foreign currency and credit risks, including exposures arising from forecast transactions. The Banking Group applies either Cash Flow
or Fair Value Hedge accounting when transactions meet the specified criteria to obtain hedge accounting treatment. The Banking
Group has predominantly used Cash Flow Hedge accounting.

The Banking Group discontinues hedge accounting when it is determined that a hedge has ceased to be highly effective; when the
derivative expires, or is sold, terminated, or exercised; when the hedged item matures or is sold or repaid; when a forecast
transaction is no longer deemed highly probable; or when the Banking Group elects to revoke the hedge designation.

Cash Flow Hedge Accounting

A fair valuation gain or loss associated with the effective portion of a derivative designated as a Cash Flow Hedge is recognised
initially in Cash Flow Hedge Reserves. When the transaction or item that the derivative is hedging (including cash flows from
transactions that were only forecast when the derivative hedge was effected) affects income or expense then the associated gain or
loss on the hedging derivative is simultaneously transferred from Cash Flow Hedge Reserves to the corresponding income or expense
line item in the Income Statement.

When a hedging derivative expires or is sold, the hedge no longer meets the criteria for hedge accounting, or the Banking Group
elects to revoke the hedge designation, the cumulative gain or loss on the hedging derivative remains in Cash Flow Hedge Reserves
until the forecast transaction occurs and affects income, at which point it is transferred to the corresponding income or expense line.
If a forecast transaction is no longer expected to occur, the cumulative gain or loss on the hedging derivative previously reported in
Cash Flow Hedge Reserves is immediately transferred to Other Income.

Fair Value Hedge Accounting

For qualifying Fair Value Hedges the change in fair value of the hedging derivative is recognised within Other Income in the Income
Statement. Those changes in fair value of the hedged item which are attributable to the risks hedged with the derivative instrument
are reflected in an adjustment to the carrying value of the hedged item, which is also recognised in Other Income. If the hedging
instrument expires or is sold, terminated or exercised, if the hedge no longer meets the criteria for hedge accounting, or the Banking
Group revokes the hedge designation, the difference between the carrying value of the hedged item at that point and the value at
which it would have been carried had the hedge never existed (the “unamortised fair value adjustment”), is maintained as part of the
carrying value of the hedged item.

Repurchase and Reverse Repurchase Agreements

Securities sold under agreements to repurchase are retained within the relevant security portfolio and accounted for accordingly. The
obligation to repurchase is recorded as a Money Market Deposit. The difference between the sale and repurchase price represents
Interest Expense and is recognised in the Income Statement over the term of the repurchase agreement. Securities held under
reverse repurchase agreements are recorded as Money Market Advances. The difference between the purchase and sale price
represents Interest Income and is recognised in the Income Statement over the term of the reverse repurchase agreement.

Offsetting Financial Instruments

The Banking Group offsets financial assets and financial liabilities and reports the net balance in the Balance Sheet where there is a
legally enforceable right to set-off and there is an intention to settle on a net basis or to realise the asset and settle the liability
simultaneously.

Asset Quality
IMPAIRED ASSETS
Impaired Assets consist of restructured assets, assets acquired through the enforcement of security and other impaired assets.

A restructured asset is any credit exposure for which:

(@ the original terms have been changed to grant the counterparty a concession that would not otherwise have been available, due
to the counterparty’s difficulties in complying with the original terms;

(b) the revised terms of the facility are not comparable with the terms of new facilities with comparable risks; and

(c) the yield on the asset following restructuring is equal to, or greater than, the Banking Group’s average cost of funds, or that a
loss is not otherwise expected to be incurred.

Assets acquired through the enforcement of security are those real estate and other assets acquired in full or partial satisfaction of a debt.

Other impaired assets means any credit exposures for which an impairment loss is required in accordance with NZ IAS 39.
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OTHER DEFINITIONS
A Past Due Asset is any credit exposure which has not been operated by the counterparty within its key terms for at least 90 days
and which is not an Impaired Asset.

An Asset under Administration is any credit exposure which is not an Impaired Asset or a Past Due Asset, but which is to a
counterparty:

(@ who is in receivership, liquidation, bankruptcy, statutory management or any form of administration in New Zealand; or
(b) who is in any other equivalent form of voluntary or involuntary administration in an overseas jurisdiction.

PROVISION FOR IMPAIRMENT

Loans and Receivables are reviewed at each balance date to determine whether there is any objective evidence of impairment. If any
such indication exists, the asset’s recoverable amount is estimated and provision is made for the difference between the carrying
amount and the recoverable amount. The recoverable amounts of Advances measured at amortised cost are calculated as the
present value of the expected future cash flows discounted at the instrument’s original effective interest rate for fixed rate Advances
and the current effective interest rate for variable rate Advances. Short term balances are not discounted.

Financial Assets at Fair Value through Profit or Loss are not assessed for impairment as their fair valuation reflects the credit quality
of the instrument, and changes in fair value are recognised in Other Income.

Allowances for credit losses on off balance sheet items such as commitments are reported in Other Liabilities.

Advances to Customers

Advances are presented net of specific and collective allowances for uncollectibility. Specific allowances are made against the
carrying amount of Advances that are identified as being impaired based on regular reviews of outstanding balances, to reduce these
Advances to their recoverable amounts. Collective allowances are maintained to reduce the carrying amount of portfolios of similar
Advances to their estimated recoverable amounts as at balance date. These allowances relate to incurred losses not yet specifically
identified in the portfolio. The expected future cash flows for portfolios of similar assets are estimated based on previous experience
and considering the credit rating of the underlying customers and late payments of interest or penalties. Increases in the specific and
collective allowances are recognised in the Income Statement. When a loan is known to be uncollectible, all the necessary legal
procedures have been completed, and the final loss has been determined, the loan is written off directly to the Income Statement.

If in a subsequent period the amount of an impairment loss decreases and the decrease can be linked objectively to an event
occurring after the write-down, the write-down or allowance is reversed through the Income Statement.

Details of the level of provision for impairment and movements during the accounting period are set out in Note 15.

Investments in Associates and Subsidiaries
Investments in Associates and Subsidiaries are recognised in the Balance Sheet at the lower of cost or recoverable amount.

Property, Plant and Equipment
Property, Plant and Equipment other than Land and Buildings are recognised in the Balance Sheet at cost less Accumulated
Depreciation and Impairment Losses.

Land and Buildings are revalued annually to reflect current market value. The valuations are carried out by independent registered
valuers in May of each year. The valuers are all Associate Members of the New Zealand Institute of Valuers and the major valuers are
Jones Lang LaSalle Advisory Limited (Auckland), Perry Heavey & Company Limited (Auckland) and Robisons (Whangarei).

Changes in valuations are transferred directly to Asset Revaluation Reserves. Where such a transfer results in a debit balance in the
Asset Revaluation Reserve of any individual asset the loss is recognised in the Income Statement, and any subsequent revaluation
gains are written back through the Income Statement to the extent of past losses written off.

The cost or revalued amount of Property, Plant and Equipment (excluding Land) less the estimated residual value is depreciated over
their useful lives on a straight line basis. The range of useful lives of the major assets are:

Buildings 10-100 years
Furniture and Fittings 5-25 years
Computer and Office Equipment, and Operating Software 3-10 years
Other Property, Plant and Equipment 2-25 years

The assets’ residual values, useful lives and depreciation methods are reviewed and adjusted if appropriate at each balance date.

Assets are reviewed for impairment at least annually and whenever events or changes in circumstances indicate that the carrying
amount may not be recoverable. An asset’s carrying amount is written down immediately to its recoverable amount if the asset’s
carrying amount is greater than its estimated recoverable amount. For revalued assets the write-down is treated in the same way as
adjustments arising from revaluations described above. For other assets the impairment loss is recognised as an expense. The
recoverable amount is the higher of the asset’s fair value less costs to sell and value in use.

Where the Banking Group expects the carrying amount of assets held within Property, Plant and Equipment to be recovered
principally through a sale transaction rather than through continuing use, these assets are classified as Held for Sale.
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Intangible Assets comprise acquired Computer Software licences and certain application software.

Acquired Computer Software licences are capitalised on the basis of costs incurred to acquire and bring to use the specific software.
These costs are amortised over their expected useful lives (three to four years) on a straight line basis.

The Banking Group generally expenses Computer Software costs in the period incurred. However, some costs associated with
developing identifiable and unique software products controlled by the Bank, including employee costs and an appropriate portion of
relevant overheads are capitalised and treated as Intangible Assets. These assets are amortised using the straight line method over
their useful lives (not exceeding three years).

Intangible Assets are subject to the same impairment review process as Property, Plant and Equipment. Any impairment loss is
recognised under Operating Expenses in the Income Statement.

Taxation

Income tax on the Net Profit for the financial year comprises current and deferred tax. Income tax is recognised in the Income
Statement, except to the extent that it relates to items recognised directly within Equity, in which case it is recognised directly in
Equity.

Current tax is the expected tax payable on the taxable income for the financial year, using tax rates enacted or substantively enacted
as at balance date after taking advantage of all allowable deductions under current taxation legislation and any adjustment to tax
payable in respect of previous financial years.

Deferred tax is provided using the balance sheet liability method, providing for temporary differences between the carrying amounts
of assets and liabilities for financial reporting purposes and the amounts used for taxation purposes. The amount of deferred tax
provided is based on the expected manner of realisation or settlement of the carrying amount of assets and liabilities, using tax rates
enacted or substantively enacted at balance date.

In accordance with NZ IAS 12 Income Taxes, a Deferred Taxation Benefit is recognised only to the extent that it is probable (i.e. more
likely than not) that a future taxable profit will be available against which the asset can be utilised. Deferred Taxation Benefits are
reduced to the extent that it is no longer probable that the related tax benefit will be realised.

Deferred tax related to fair value re-measurement of Available for Sale Financial Assets, Cash Flow Hedges and the revaluation of Non-
current Assets, which are charged or credited directly to Equity, is also credited or charged directly to Equity and is subsequently
recognised in the Income Statement if and when the deferred gain or loss on the related asset or liability affects income.

Provisions

A provision is recognised in the Balance Sheet when: the Banking Group has a present legal or constructive obligation as a result of
past events; it is probable that an outflow of resources will be required to settle the obligation; and a reliable estimate can be made
of the amount of the obligation.

Contingent Liabilities and Credit Commitments

The Banking Group is involved in a range of transactions that give rise to contingent and / or future liabilities. The Banking Group
discloses a Contingent Liability when it has a possible obligation arising from past events, that will be confirmed by the occurrence or
non-occurrence of one or more uncertain future events not wholly within the Banking Group’s control. A Contingent Liability is
disclosed when a present obligation is not recognised because it is not probable that an outflow of resources will be required to settle
an obligation, or the amount of the obligation cannot be measured with sufficient reliability.

The Banking Group issues commitments to extend credit, letters of credit, guarantees and other credit facilities. These financial
instruments attract fees in line with market prices for similar arrangements. They are not sold or traded. The items generally do not
involve cash payments other than in the event of default. The fee pricing is set as part of the broader customer credit process and
reflects the probability of default. They are disclosed as Contingent Liabilities at their face value.

Cash Flow Statement

This has been prepared using the direct approach modified by the netting of cash flows associated with Securities, Due from / to Other
Banks, Advances, Deposits and amounts Due from / to Associates and Subsidiaries. This method provides more meaningful disclosure
as many cash flows are on behalf of the Banking Group’s customers and do not reflect the activities of the Banking Group.

Cash and Cash Equivalents comprises Cash, Cash at Bank, Cash in Transit and Call Deposits Due from / to Other Banks, all of which
are used in the day-to-day cash management of the Banking Group.
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FAIR VALUE ESTIMATES
For financial instruments not presented in the Banking Group’s Balance Sheet at their fair value, fair value is estimated as follows:

Cash and Call Deposits with the Central Bank
These assets are short term in nature and the related carrying value is equivalent to their fair value.

Advances to Customers

For Floating Rate Advances, the carrying amount in the Balance Sheet is considered a reasonable estimate of their fair value after making
allowances for the fair value of Impaired and potential problem loans. For Fixed Rate Advances, fair value is estimated using discounted
cash flow models based on the interest rate repricing of the Advances. Discount rates applied in this calculation are based on current
market interest rates for Advances with similar credit and maturity profiles.

Due from / to Associates and Subsidiaries
Carrying amounts in the Balance Sheet are a reasonable estimate of fair value for these assets.

Deposits from Customers and Other Liabilities

For Non-interest Bearing Debt, call and variable rate Deposits, the carrying amounts in the Balance Sheet are a reasonable estimate of their
fair value. For other term Deposits, fair value is estimated using discounted cash flow models based on the maturity of the Deposits. The
discount rates applied in this calculation are based on current market interest rates for similar Deposits with similar maturity profiles. For all
Other Liabilities, the carrying amount in the Balance Sheet is a reasonable estimate of their fair value.

Subordinated Debt
The estimated fair value of Subordinated Debt is based on quoted market rates of publicly traded securities of similar maturity.

Off Balance Sheet Items

For those off balance sheet items such as Direct Credit Substitutes (including acceptance and endorsement of Bills of Exchange), Trade
Related Items and Commitments, no secondary market exists and it is therefore not practical to obtain fair values for those instruments.
These items have therefore been excluded from fair value calculations.

COMPARATIVE DATA

In prior years the Bank’s overnight settlement account with the Central Bank has been classified under Due from Other Banks. As at

30 June 2007, this account has been reclassified to Cash and Call Deposits with the Central Bank (refer to Note 10), to better reflect the
liquid nature of the balances held. The Interest Income earned on this account has also been reclassified in Note 2 from Advances at Fair
Value through Profit or Loss, to Central Bank Deposits. Comparative data has therefore been restated accordingly.

The following amounts have been reclassified in both Consolidated and Parent for the year ended 30 June 2006:

$ millions
Cash and Call Deposits with the Central Bank 894
Interest Income from Central Bank Deposits 42

Certain other comparative figures have been reclassified to conform with the current year’s presentation.
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GLOSSARY OF TERMS

Amortised Cost of Financial Asset or Financial Liability

The amount at which the financial asset or financial liability is measured at initial recognition minus principal repayments, plus or minus the
cumulative amortisation using the effective interest method of any difference between that initial amount and the maturity amount, and
minus any reduction (directly or through the use of an allowance account) for impairment or uncollectibility.

Available for Sale Financial Assets

Non-derivative financial assets intended to be held for an indefinite period of time, and which may be sold in response to needs for liquidity
or changes in interest rates or exchange rates. They are recognised on acquisition at cost and thereafter at fair value. Changes in the value
of Available for Sale Financial Assets are reported in an Available for Sale Reserve, until the assets are sold or otherwise disposed of, or
until they are impaired. On disposal the accumulated change in fair value is transferred to the Income Statement and reported under Other
Income. Interest, premiums and discounts are amortised through the Income Statement using the effective interest method.

Cash Flow Hedge
A hedge of the exposure to variability in cash flows that is attributable to a particular risk associated with a recognised asset or liability or a
highly probable forecast transaction, and could affect profit or loss.

Effective Interest Method

A method of calculating the amortised cost of a financial asset or financial liability (or group of financial assets or financial liabilities) and of
allocating the Interest Income or Interest Expense over the relevant period. The effective interest rate is the rate that exactly discounts
estimated future cash payments or receipts through the expected life of the financial instrument or, when appropriate, a shorter period to
the net carrying amount of the financial asset or financial liability. When calculating the effective interest rate, the Banking Group estimates
cash flows considering all contractual terms of the financial instrument, but does not consider future credit losses. The calculation includes
all fees paid or received between parties to the contract that are an integral part of the effective interest rate, transaction costs and all
other premiums or discounts. The interest income or expense is allocated through the life of the instrument and is measured for inclusion in
the Income Statement by applying the effective interest rate to its amortised cost.

Fair Value
The amount for which an asset could be exchanged, or a liability settled, between knowledgeable, willing parties in an arm’s length
transaction.

Fair Value Hedge
A hedge of the exposure to changes in fair value of a recognised asset or liability or an unrecognised firm commitment, or an identified
portion of such an asset, liability or firm commitment, that is attributable to a particular risk and could affect profit or loss.

Financial Instruments at Fair Value through Profit or Loss

All financial assets and financial liabilities held for trading and any financial asset or financial liability that on initial recognition is designated
by the Banking Group as at Fair Value through Profit or Loss. Assets and Liabilities in this category are measured at fair value. Gains or
losses arising from changes in fair value are recognised in Other Income.

Hedge Effectiveness
The degree to which changes in the fair value or cash flows of the hedged items that are attributable to the hedged risk are offset by
changes in the fair value or cash flows of the hedging instrument.

Hedge Ineffectiveness

The amount by which changes in the cash flow of the hedging derivative differ from changes (or expected changes) in the cash flow of the
hedged item, or the amount by which the changes in the fair value of the hedging derivative differ from changes in the fair value of the
hedged item. Such gains and losses are recorded in current period earnings.

Hedged ltem
An asset, liability, firm commitment or highly probable forecast transaction that exposes the Banking Group to risk of changes in fair value
or cash flows, and that is designated as being hedged.

Hedging Instrument
A designated derivative, the changes in fair value or cash flows of whi