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DIRECTORS’ REPORT

Year ended 31 August 2006

The directors present their report together with the financial report of Bank of Queensland Limited (“the Bank") and of the Consolidated Entity,
being the Bank and its controlled entities for the year ended 31 August 2006 and the auditor's report thereon.

Directors

The directors of the Bank at any time during or since the end of the financial year are:

Non-Executive Independent Director

Name, qualifications and Age | Experience, special responsibilities and other directorships

independence status

Neil Roberts 67 | Neil Roberts was formerly the Senior Partner in Queensland of the commercial national law firm

BA, LLB, FAICD Minter Ellison. He has been a director of the Bank since November 1987 and was elected Chairman
in June 1995. He is President of the Queensland Library Foundation, a past President of Queensland

Chairman Private Enterprise Centre, and a former President of The Brisbane Club. He is the Chairman of the

Non-Executive Independent Director Bank's Remuneration & Nomination Committee.

David Liddy 56 | David Liddy has 38 years' experience in banking, including international postings in London and

MBA, FAIBF, SF Fin, MAICD Hong Kong. He was appointed Managing Director of the Bank in April 2001. He has a Masters
in Business Administration and is a director of the Brisbane Lions Australian Football Club. He

Managing Director is a Trustee of the Queensland Museum Foundation, a Director of the Royal Children's Hospital

Executive Non-Independent Director Foundation and a member of the Brisbane City Council's Urban Futures Brisbane Board. Mr Liddy
is also a Senior Fellow of the Financial Services Institute of Australasia, a Member of the Australian
Institute of Company Directors and sits on the Australian Bankers' Association Council. Mr Liddy is
also a Councillor of the Australian Business Arts Foundation. He is an ex-officio member of all of the
Bank's Board sub-committees.

Antony Love 59 | Antony Love is a property consultant with 36 years' experience and is a director of McGees Property.

B Com, AAUQ, FAPI, FREI, FAICD He is also a director of AP Eagers Limited and Campbell Brothers Limited. He is Chairman of the
Bank's Budget Review Committee and a member of the Remuneration & Nomination Committee.

Deputy Chairman He has been a director since June 1995 and was appointed Deputy Chairman in April 2003.

Non-Executive Independent Director

Bruce Phillips 69 | Bruce Phillips is a qualified accountant and had an extensive career as a stockbroker with over

Dip Com, FASA, CPA, SF Fin, FAICD 40 years' experience. He is a past Chairman of the Brisbane Stock Exchange, and is currently
a consultant with ABN AMRO Morgans, and a member of the Queensland Institute of Medical

Non-Executive Independent Director Research Trust. He has been a director since November 1996 and is a member of the Bank's Audit &
Risk Committee and Budget Review Committee.

Neil Summerson 58 | Neil Summerson is a Chartered Accountant with 36 years' experience and is a past Chairman of

B Com, FCA, FAICD, FAIM the Queensland branch of the Institute of Chartered Accountants. He was formerly the Queensland
Managing Partner at Ernst & Young. He is a director of AmerAlia Inc, The Wesley Research Institute

Non-Executive Independent Director Limited and Australian Made Campaign Limited. He is a former Chairman of the Brisbane Water
Board and is currently Chairman of PQ Lifestyles Limited, Motorama Holdings Pty Ltd, Leyshon
Corporation Limited and Australian Property Growth Fund. Mr Summerson has been a director
of the Bank since December 1996 and is currently Chairman of the Audit & Risk Committee and a
member of the Corporate Governance Committee.

Peter Fox 44 | Peter Fox has been with the Linfox Group for over 20 years. After a diverse career within the

B Bus (Hons) organisation, he was appointed, in chronological order, National Fleet Manager, Executive Officer,
and director of Linfox Pty Ltd, culminating in his appointment as Executive Chairman of Fox Group

Non-Executive Non-Independent Holdings in 1994. Mr Fox was appointed a director of the Bank in May 2001. He is also a director

Director of the Alfred Foundation and a member of the Australian Graduate School of Management Advisory
Council (UNSW). He is a member of the Bank's Budget Review Committee.

Bill Kelty 58 | Bill Kelty has over 30 years' experience in industrial relations. He was appointed a director of the

B Ec. Bank in August 2001 and is currently a director of the Linfox Group and a Commissioner of the
Australian Football League. He is also involved in the Foundation for Rural and Regional Taskforce

Non-Executive Non-Independent and was previously Chairman of the Federal Government's Regional Development Taskforce. Mr

Director Kelty was Secretary of the Australian Council of Trade Unions from 1983-2000 and a member of
the Reserve Bank Board from 1988-1996. He is a member of the Bank's Corporate Governance
Committee.

John Reynolds 63 | John Reynolds was appointed a director of the Bank in April 2003. He has extensive CEO-level

B Sc (Hons), B Bus, Dip Ed, FAIM experience at Top 100 media and resource companies in Australia and overseas. He is currently
Chairman of Arrow Energy Limited, Queensland Cotton Holdings Limited and Swanbank Paper. He is

Non-Executive Independent Director a director of Mater Health Services Brisbane Limited, Brisbane Powerhouse Pty Ltd and holds various
university roles. Mr Reynolds is Chairman of the Bank's Corporate Governance Committee and is a
member of the Bank's Remuneration & Nomination Committee and Audit & Risk Committee.

Carmel Gray 57 | Carmel Gray was appointed a director of the Bank on 6 April 2006. Ms Gray has had an extensive

B Bus career in IT and Banking. Ms Gray was Group Executive Information Technology and General

Manager Information Technology at Suncorp from 1999 to 2004. Prior to her Suncorp appointment
she was General Manager of Energy Information Solutions Pty Ltd and Managing Director of Logica
Pty Ltd. She is Chair of Information Technologies Australia Pty Ltd.
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Company Secretary

Mr Brad Edwards LLB was appointed to the position of company secretary and general counsel in May 2000. Prior to his appointment as
company secretary and general counsel, Mr Edwards worked as a solicitor and Partner in several legal firms in private practice.

Directors’ meetings

The number of meetings of the Bank's directors (including meetings of Committees of directors) and the number of meetings attended by each
director during the financial year were:

Board of Audit & Risk Corporate Remuneration Budget Investment
Directors Committee Governance & Nomination Committee Committee™
Committee Committee
A B A B A B A B A B A B

Neil Roberts 12 12 - - - - 3 3 - - - -
David Liddy* 12 12 4 6 - - 3 3 1 1 1 1
Antony Love 12 12 - - - - 3 3 1 1 1 1
Bruce Phillips n 12 5 6 - - - - 1 1 - -
Neil Summerson 12 12 6 6 2 2 - - - - 1 1
Peter Fox n 12 - - - - - - 1 1 - -
Bill Kelty 12 12 - - 2 2 - - - - - -
John Reynolds n 12 6 6 2 2 3 3 - - - -
Carmel Gray 6 6 - - - - - - - - - -
Total number of 12 6 2 3 1 1
meetings held

A -Number of meetings attended
B - Number of meetings held during the time the director was a member of the Board/Committee during the year

*

David Liddy is an ex-officio member of the above sub-committees.

*x

The composition of the Investment Committee is not fixed. Composition and meetings held are set by the Board on an as required basis.

Principal activities

The principal activity of the Consolidated Entity is the provision of financial services to the community. The Bank has an authority to carry on
banking business under the Banking Act 1959 (Commonwealth) (as amended). There were no significant changes during the year in the nature of
the activities of the Consolidated Entity.

Operating and finance review

PROFITABILITY
Profit after tax for the year ended 31 August 2006 increased by 3% to $92.7m compared with the 2005 result of $89.9m.

Included in the current profit after tax is a $6.5m tax benefit relating to the disposal of the Bank's former banking platform. If this one-off item is
excluded then the net profit after tax would be $86.2m.

Included in the prior year is the sale of ATM Solutions Australasia Pty Ltd ("ATM Solutions") which netted a $14.7m profit after tax. If this item is
excluded then the prior year profit after tax would be $75.2m.

The 2006 profit after tax excluding these items of $86.2m is then 15% higher than the adjusted previous year net profit after tax of $75.2m.

However, these results are not directly comparable due to the introduction of AIFRS which results in some of the new standards not being
retrospectively applied. In order to enhance comparability, the Bank has calculated a net profit available for distribution to ordinary shareholders.
For the 2006 result, the movement in the general reserve for credit losses is tax effected and deducted while for the 2005 result, the net profit

is adjusted for the payment of preference dividends. On this basis, the 2006 net profit for distribution to ordinary shareholders is $82.0m, 21%
higher than the 2005 result of $67.5m.
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Operating and finance review (continued)

INCOME

Total income increased by 5% during the current year to $385.0m. Net interest income for the year ended 31 August 2006 increased by 16% to
$269.8m from the prior period result of $232.4m.

Other operating income decreased by 14% to $115.2m for the 2006 year from $134.1m in the prior year.

For comparative purposes, the current period income should be adjusted for the application of AIFRS which decreased loan application income
by $19.8m and the prior period income should also be adjusted for the one off income derived from the sale of ATM Solutions, which netted a
pre-tax profit of $22.8m.

On this basis other operating income would be then $135.0m, 21% higher than the 2005 result of $111.3m.

NET INTEREST INCOME

Net interest income increased by 16% to $269.8m for the 2006 year compared to the 2005 result of $232.4m. This was due to the Bank being
able to deliver strong asset growth and maintain margins. The Bank's net interest margin was 1.83% for the 2006 year, which was also the
margin for the 2005 year.

OTHER OPERATING INCOME

The current year treatment of loan application fees being deferred and adjusted against yield on an amortised cost basis resulted in no loan
application fees being recognised in the current year.

If application fees are included in the current year, then non-interest income would increase by $19.8m from $115.2m to $135m. If the sale
proceeds relating to ATM Solutions of $22.8m are then excluded from the 2005 year, other operating income increased by 21% in the current year.

EXPENSES

The Bank's costs increased by 109% from $226.8m in 2005 to $249.1m in the current year. This increase in costs is partially due to the sale of
ATM Solutions in July 2005. While ATM Solutions was owned by the Bank, the Bank’s interchange expenses were able to be consolidated against
ATM Solutions interchange income, giving an overall lower expense. With the sale of ATM Solutions, this is no longer possible and results in
higher expenses.

EFFICIENCY

The Bank's cost to income ratio increased from the 2005 result of 61.9% to 64.7% in the current year. However the 2005 result includes the sale
proceeds from ATM Solutions. If the $22.8m received from the sale of ATM Solutions is excluded from income in 2005, the cost to income ratio for
2005 would be 66.0%.

The above mentioned sale of ATM Solutions in 2005 also had a negative impact on this years cost to income ratio.
ASSET QUALITY AND PROVISIONING

Bad and doubtful debts

Total bad debt expense has fallen from $13.4m last year to $12.3m this year. However, the current year is the first where the Bank is not required
to maintain a general provision and as such is not required to expense movements in this provision. The Bank however has established a
collective provision for impairment and general reserve for credit losses, amounting to 0.50% of risk weighted assets (on a tax effective basis) as
required by APRA.

If the movement in the general reserve for credit losses is included as a bad debt expense, then total bad debts expense for the year increases by
$6.0m to $18.3m, compared to $13.4m for the prior year. This increase is a factor of the Bank's increased lending book.

Impaired assets

Impaired assets increased in gross terms to $7.3m at 31 August 2006 from $5.6m for the prior year. Impaired assets as a percentage of non-
securitised loans have increased slightly to 0.07% from 0.06% in the prior year, reinforcing the Bank's strategy of growing strongly but not at the
expense of asset quality.
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Operating and finance review (continued)

LENDING APPROVALS AND ASSET GROWTH

New lending approvals reached a new record of $10.0 billion for the current year, an increase of $2.5 billion over the 2005 result of $7.5 billion.
This increase of 33% is due to the increased points of presence in the retail and business banking network and the positive impact of the
acquisition of the Orix debtor finance division.

The lending approval growth translated into growth in total loans under management of 22% to $15.1 billion, with $14.0 billion of loans on
balance sheet and $1.1 billion off balance sheet. The off balance sheet lending relates to the REDS EHP leasing trusts which are not consolidated
for accounting purposes.

RETAIL DEPOSIT GROWTH

Retail deposits have shown strong growth for the 2006 financial year as the Bank has grown more competitive in its product offerings, branch
network and customer base. Total retail deposits increased 18% over the prior year to $6.9 billion.

The introduction of new product offerings and new interstate owner managed branches have been the main factors in the strong growth in
retail deposits.

CAPITAL MANAGEMENT

APRA amended its prudential requlations on 1 July 2006 in response to the implementation of AIFRS. The current year capital adequacy numbers
have been prepared under AIFRS.

Under AIFRS, the Bank's capital decreased by $110m, with the primary factor being $86m of capitalised software classified as an intangible and
therefore a Tier 1 deduction.

The Bank has applied to APRA and received transitionary capital relief to add the $110m back to Tier 1 capital for the purposes of calculating
requlatory capital. This capital relief will be available until 31 December 2007, which will give the Bank the opportunity to implement plans to
manage the impacts of the change in prudential standards.

The Board has set capital targets at 8.0% of risk weighted assets as Tier 1 capital with a minimum of 7.0% provided that total capital does not
fall below 10.0%. Furthermore, it was decided that up to 20.0% of Tier 1 capital could consist of hybrid capital instruments. The total capital
adequacy ratio at 31 August 2006 was 12.59% and Tier 1 capital was 8.2%. Reset Preference Shares (“RePS" and “S1RPS"), issued as hybrid capital
instruments, comprise 17% of total Tier 1 capital.

Total Tier 1 capital of 8.2% is represented by 6.8% of Core Tier 1 capital and 1.4% of hybrid capital instruments, including preference shares.

The Bank continued with an active capital management program, combining securitisation of housing and leasing assets and the maintenance of
the Dividend Reinvestment Plan.

BRANCH NETWORK EXPANSION

The Bank has continued its aggressive branch roll-out strategy. During the year the Bank has opened 42 new branches bringing the total
branches to 215 at 31 August 2006, an increase of 73 branches over the past two years.

Of these 215 branches, 75 are outside Queensland. The Bank also successfully converted 2 corporate branches into owner managed branches
during the year.

SHAREHOLDER RETURNS
Based on statutory AIFRS net profit, diluted earnings per share increased 5.5% from 80.6¢ in the 2005 year to 85.0c in the current year.

However, on the more comparable net profit available for distribution to ordinary shareholders adjusted for non-recurring items, the 2006 diluted
cash earnings per share is 76.4c, a 12.5% increase on the 2005 result of 67.9c.

In light of the strong second half performance, the Bank has increased the final dividend to 30c per share fully franked. This brings the total 2006
dividend to 57c, a 19% increase over the 2005 total dividend (excluding special dividends) of 48c.
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Dividends

Dividends paid or declared by the Bank to members since the end of the previous financial year were:

‘ Type Cents per share Total Amount $m % franked Date of Payment
e Final 2005
Declared and paid during the year
- Final - preference shares (RePS) * 372¢c 22 100% 17/10/2005
- Final - preference share (STRPS) * 261¢ 1.7 100% 20/10/2005
- Final - ordinary 25¢ 26.2 100% 25/11/2005
- Special - ordinary 15¢ 15.8 100% 25/11/2005
® |nterim 2006
Paid or declared during the year
- Interim - preference shares (RePS) * 255¢ 1.2 100% 17/04/2006
- Interim - preference shares (S1RPS) * 259¢ 1.7 100% 20/04/2006
- Interim - ordinary 27¢ 28.6 100% 11/05/2006
e Final 2006
Declared after the end of the year
- Final - preference shares (RePS) * 257¢ 1.2 100% 16/10/2006
- Final - preference share (S1RPS) * 261¢ 1.7 100% 20/10/2006
- Final - ordinary 30c 31.9 100% 27/11/2006

*In accordance with AIFRS, preference shares dividends are now recorded in interest expense, effective 1 September 2005.
All the franked dividends paid or declared by the Bank since the end of the previous financial year were franked at 30%.

The balance of the Bank of Queensland Limited dividend franking account at the date of this report, after adjusting for franking credits and debits
that will arise on payment of income tax and dividends relating to the year ended 31 August 2006 is $69.1m credit calculated at the 30% tax rate
(2005: $24.4m credit).

It is anticipated, based on these franking account balances, that the Bank will continue to pay fully franked dividends in the foreseeable future.

Environmental regulation

The Consolidated Entity's operations are not subject to any significant environmental regulations under either Commonwealth or State
legislation. However, the Board believes that the Consolidated Entity is not aware of any breach of environmental requirements as they apply to
the Consolidated Entity.
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State of affairs

Significant changes in the state of affairs of the Consolidated Entity during the financial year were as follows:

ACQUISITIONS

In December 2005, the Bank acquired the Orix Debtor Finance division. The Bank paid a premium of $13.1m to acquire the national distribution
network which at the time managed $77m in receivables.

With the adoption of Australian Equivalents to International Financial Reporting Standards on 1 September 2004, the Bank has gained control
over the following securitisation vehicles:
e Series 1998-1 REDS Trust;

® Series 1999-1 REDS Trust;

® Series 1999-2 REDS Trust;

® Series 2000-1 REDS Trust;

e Series 2000-2 REDS Trust;

® Series 2001-1 REDS Trust;

® Series 2001-2 REDS Trust;

e Series 2002-1 REDS Trust;

® Series 2002-2 REDS Trust;

® Series 2003-1 REDS Trust;

e Series 2003-2 REDS Trust;

e Series 2004-1 REDS Trust;

® Series 2005-1 REDS Trust;

® Series 2005-2 REDS Trust;

e REDS Warehouse Trust No.1; and

® REDS Warehouse Trust No.2.

DISPOSALS
The following securitisation vehicles were wound up in the financial year.

Symphony Trust No.3

On 15 September 2005, the Symphony Trust No.3 was wound up in accordance with the trust's Master Trust Deed. The assets of the Trust were
sold to BOQ Equipment Finance Limited at their current book value.

Series 1999-1 REDS Trust

On 28 February 2006, the Series 1999-1 REDS Trust was wound up in accordance with the trust's Master Trust Deed. The assets of the Trust were
sold to REDS Warehouse Trust No.1 at their current book value.

Series 1999-2 REDS Trust

On 26 June 2006, the Series 1999-2 REDS Trust was wound up in accordance with the trust's Master Trust Deed. The assets of the Trust were sold
to REDS Warehouse Trust No.1 at their current book value.

Series 2002-2 REDS Trust

On 18 August 2006, the Series 2002-2 REDS Trust was wound up in accordance with the trust's Master Trust Deed. The assets of the Trust were
sold to REDS Warehouse Trust No.1 at their current book value.

The Series 1998-1 REDS Trust was wound up in the previous financial year.

Refer to Note 39 of the financial report for further information.

Events subsequent to balance date

On 15 August 2006 the Bank made an offer to purchase 100% of the issued capital of Pioneer Permanent Building Society. The acquisition is
proposed to be undertaken under a scheme of arrangement which is expected to be completed by December 2006. The deal is subject to regulatory
and court approvals and conditions customary to a transaction of this nature. These conditions had not been met at the time of this report.

The financial effect of this transaction has not been brought to account in the financial statements for the year ended 31 August 2006.
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Likely developments

The Bank will continue to provide a wide range of banking and financial services for the benefit of its customers, expanding and developing these
where appropriate. This will require further investment, particularly in systems and information technology.

Further information about likely developments in the operations of the Consolidated Entity and the expected results of those operations in future
financial years has not been included in this report because disclosure of the information would be likely to result in unreasonable prejudice to
the Consolidated Entity.

Remuneration Report
This is the remuneration report prepared for consideration of shareholders at the 2006 Annual General Meeting of the Bank.
The report sets out:

e The Bank's remuneration policy;

® Key management personnel;

® Non-executive directors remuneration framework;

e Executive director remuneration framework;

® Executives remuneration framework;

® Remuneration disclosures for key management personnel;
® At risk remuneration;

e Option terms;

® |ndemnification of officers; and

® |nsurance of officers.

REMUNERATION POLICY - AUDITED

The Bank recognises that it needs to reqularly reshape its remuneration programs to effectively support its business operations, goals and
strategies. The Bank needs to remain competitive in the marketplace and remunerate reasonably and responsibly, helping it to attract, retain,
motivate and reward its diverse workforce.

The Remuneration & Nomination Committee, chaired by the Chairman of the Board, is responsible for making recommendations to the Board

on remuneration policies and directors' and executives' remuneration (which includes the Company Secretary). This Committee considers
remuneration issues at least annually and obtains advice from external independent remuneration specialists to assist in its decisions. The
objective is to ensure remuneration packages properly reflect the person's duties and responsibilities and level of performance as well as ensuring
that remuneration attracts and motivates people of the highest calibre.

The policies relating to non-executive director remuneration are discussed later in this report in the Non-Executive Directors Remuneration Framework.
Remuneration at all other levels of the organisation can be comprised of 3 main components:
¢ Fixed Component - salary base pay and benefits

® Short-term incentives - performance based cash bonuses

® Long-term incentives - performance based equity programs

Fixed Component

Executives and senior management are offered a competitive fixed component of pay and rewards that reflect the core performance
requirements and expectations of the role. This amount is market tested annually by remuneration specialists to ensure that it remains
competitive.

Short-Term Incentives

Payments in cash are provided to executives and senior management once specified quantifiable results are achieved. Linking these short-term
incentives to individual and corporate performance ensures that executives and senior management continue to create a performance focused
work culture within the Bank. The target award for each executive level participant is stated as a percentage of the executive's total fixed
remuneration. Business objectives and Short-Term Incentive Plan design features are revisited annually by the Remuneration and Nomination
Committee prior to the commencement of the plan year, but typically may include achievement of financial and non-financial targets for a
person, team or division and individual performance criteria.
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Remuneration Report (continued)
REMUNERATION POLICY - AUDITED (CONTINUED)

Long Term Incentives - Options

The Senior Management Option Plan (“SMOP") is a shareholder approved equity based program that offers options over Bank of Queensland
Limited shares based on the achievement of specific performance hurdles. The purpose of the plan is to provide an incentive to drive continuing
improvement in company performance and help to create and sustain long term value for Bank of Queensland Limited shareholders. The ability
to exercise options under this plan is conditional upon the Bank achieving specific performance hurdles. Further details of the SMOP are set out
later in this report.

Further details of the nature and amount of each of the major elements of the remuneration paid to each director and each executive, including
the five most highly paid executive officers of the Bank and the Consolidated Entity, are detailed in this report.

KEY MANAGEMENT PERSONNEL - AUDITED

Key management personnel including directors and executives have authority and responsibility for planning, directing and controlling the
activities of the Bank and Consolidated Entity. Key management personnel include the five most highly remunerated S300A directors and
executives of the Bank and Consolidated Entity.

(i) Directors:

Neil Roberts Chairman (non executive)

David Liddy Managing Director and Chief Executive Officer
Antony Love Director (non executive)

Bruce Phillips Director (non executive)

Neil Summerson Director (non executive)

Peter Fox Director (non executive)

Bill Kelty Director (non executive)

John Reynolds Director (non executive)

Carmel Gray Director (non executive) (appointed 6 April 2006)
(ii) Executives:

Robert Hines Group Executive and Chief Financial Officer
Donna Quinn Group Executive National Franchise Banking
Ross Norton Group Executive Banking

Bruce Auty Group Executive Group Risk

Jennifer Heffernan Group Executive and Chief Operations Officer
Jenny Brice Group Executive Human Resources

lain Blacklaw Group Executive and Chief Information Officer (appointed 19 September 2006)

NON-EXECUTIVE DIRECTORS REMUNERATION FRAMEWORK - AUDITED

Directors' fees and payments are reviewed annually by the Remuneration and Nomination Committee, chaired by the Chairman of the Board.
These fees and payments reflect advice given by independent remuneration specialists to ensure market comparability. The Chairman's fees are
determined independently to the fees of other directors and again are based upon information provided by independent remuneration specialists
about market rates. The Chairman is not present at any discussions relating to determination of his own remuneration.
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Remuneration Report (continued)
NON-EXECUTIVE DIRECTORS REMUNERATION FRAMEWORK - AUDITED (CONTINUED)

Directors’ Fees

The current fixed component of remuneration for directors is $70,000 plus superannuation per director per year. The Chairman receives
remuneration of $183,500 plus superannuation per year. The Chairman receives no additional remuneration for involvement with committees.

Additional remuneration is paid to non-executive directors for committee work:

Audit and Risk Committee: Chairman $20,000, members $12,500;

e Remuneration and Nomination Committee: Chairman $12,000, members $8,000;

e Corporate Governance Committee: Chairman $10,000, members $7,000.

e Budget Committee: Chairman $2,250 and members $1,500 per deliberative meeting; and

¢ Investment Committee: Chairman $2,250 and members $1,500 per deliberative meeting.

Non-executive directors' fees are determined within an aggregate fee pool limit, which is periodically recommended for approval by shareholders.
The maximum currently stands at $1,000,000 (inclusive of superannuation) and was approved by shareholders on 8 December 2005.

No part of non-executive director remuneration is based on the performance of the director or the Bank or is otherwise at risk. Non-executive
directors do not participate in the Bank's plans designed for the remuneration of executives.
Equity Participation

Non-executive directors do not receive shares or share options.

Retirement Benefits

In line with Principle 9 of the ASX Corporate Governance Council's Principles of Good Corporate Governance, non-executive directors are no
longer provided with retirement benefits apart from statutory superannuation. The accumulated value of non-executive director retirement
benefits was frozen effective from 31 August 2003. The balance of the accrued benefits will be increased annually by the Consumer Price Index.

EXECUTIVE DIRECTOR REMUNERATION FRAMEWORK - AUDITED
Remuneration for the Managing Director is designed to:

® Motivate the Managing Director to pursue the long term growth and success of the Bank within an appropriate control framework;
® Demonstrate a clear relationship between the Managing Director's performance and remuneration; and

® Provide sufficient and reasonable rewards for the time and effort required in this role and to ensure retention of the Managing Director for
the key role he undertakes.

The Managing Director, David Liddy, commenced employment with the Bank in April 2001 under an initial 5 year contract term expiring on 8 April
2006. On 14 October 2004, the Bank extended the term of David Liddy's appointment as Managing Director until 31 August 2009 under a new
employment agreement.

The remuneration structure is consistent with the Bank's remuneration policy and includes:

® Dase salary (fixed component);

® short term cash performance incentives that are subject to achievement against targets established annually at the discretion of the Board
based on the achievement of specified, quantifiable results including the Bank's performance against budget for profit after tax and cost to
income ratio as well as individual performance criteria (short term incentive); and

e the grant of long-term incentives in the form of performance options (long term incentive).
The terms of the contract are directly linked to the Bank’s performance as discussed in Note 37.

On 9 December 2004, shareholders approved the issue of 2,000,000 options over unissued ordinary shares of the Bank as a long term equity
performance incentive package. The options are subject to continuous employment and performance hurdles which are detailed later in this report.

The contract may be terminated by the Bank at any time by the payment of a termination benefit equal to the lesser of:

® 1.5 times base salary; or

e Unearned base salary for the balance of the contract term.

The termination benefit also applies if the Managing Director resigns after ceasing to be the most senior executive of the Bank (whether at the
instigation of the Board or as a result of a merger or takeover), or is removed as a director by shareholders.
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Remuneration Report (continued)

EXECUTIVES REMUNERATION FRAMEWORK - AUDITED
The Bank's executive reward structure is designed to:

® Motivate management to pursue the long-term growth and success of the Bank within an appropriate control framework;
® Demonstrate a clear relationship between key executive performance and remuneration; and

® Provide sufficient and reasonable rewards to ensure the Bank attracts and retains suitably qualified and experienced people for key roles
within the Bank.

Executive employment contracts are for a fixed term of 3 years with terms and conditions in line with the standards of the Australian banking
and finance industry. Total remuneration is a mix of fixed salary in addition to short term incentives and long term incentives under the SMOP.

Payment of termination benefits on early termination by the employer, other than for gross misconduct, equal the lesser of 2 years remuneration
or the fixed remuneration payable for the balance of the contract term.

Fixed Component

Executives are offered a competitive fixed component of remuneration that reflects the core performance requirements and expectations of the
role. This amount is market tested annually by remuneration specialists to ensure that it remains competitive.

Short-Term Incentive

Payments in cash are provided to executives based on the achievement of specified, quantifiable results. These results include the Bank's
performance against the budget for profit after tax, and the Bank's cost to income ratio as well as individual performance criteria. Linking these
short-term incentives to individual and corporate performance ensures that executives create a performance-focused work culture within the Bank.
Short-Term Incentive Plan design features and business objectives are reviewed annually by the Remuneration and Nomination Committee.

Long Term Incentive

The SMOP was approved by ordinary shareholders on 9 December 2004. It is an equity based program that offers options over Bank of
Queensland Limited shares based on the achievement of specific performance objectives. The purpose of the plan is to provide an incentive
to drive continuing improvement in performance and help to create and sustain long term value for Bank shareholders. The ability to exercise
options under this plan is conditional upon the Bank achieving specific performance hurdles. Details of these financial hurdles and specifics
about issues of SMOP options are detailed later in this report.

The SMOP sets out the general terms and conditions attaching to options. Options are exercisable not less than 3 years and not more than 5
years after they are granted to eligible employees. Each option will convert into one ordinary fully paid share on exercise, after payment to the
Bank of a strike price. Options which are exercisable, but which have not been exercised, lapse on the first to occur of the following events:

® their expiry date;

® 6 months after the option holder ceases employment because of a Qualifying Reason, ie death, total and permanent disability, redundancy,
retirement or other reason determined by the Board;

® the option holder ceasing employment for any reason other than a Qualifying Reason;

e 6 months after a Capital Event (50% or more of the Bank's ordinary shares are acquired by way of takeover or scheme of arrangement, the
Bank is wound up or liquidated or another event which the Board considers to be a Capital Event); or

e f the option holder has acted fraudulently, dishonestly or in breach of the option holder's obligations to the Bank.

If an option holder ceases employment because of a Qualifying Reason, then a proportion of unvested options will become exercisable, such
proportion being based on the time elapsed in the non-exercise period. The Board may allow more unvested options to become exercisable than
the formula allows. If a Capital Event occurs, all unvested options become exercisable.

The Board has a discretion to allow options to become exercisable in circumstances where it would otherwise be unfair to the holder for the
options to lapse or not be exercisable.

Option holders do not participate in new issues of securities made by the Bank but adjustments are to be made to the number of shares over
which the options exist and/or the exercise price to take into account changes to the capital structure of the Bank that occur by way of pro rata
and bonus issues, according to the formula set out in the plan and the ASX Listing Rules. In any capital reconstruction, options will be similarly
reconstructed in accordance with the Listing Rules.
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REMUNERATION DISCLOSURES FOR KEY MANAGEMENT PERSONNEL - AUDITED

The following table shows the nature and amount of each major element of the remuneration of all of the directors of the Bank including the
five highest paid members of the executive team and other key management personnel, who were officers of the Bank and the Group for the year

ended 31 August 2006.

2006 FINANCIAL YEAR

Short-term Post-employment &
Salary and STI Non- Total
fees Cash Bonus Monetary
benefits @
$ $ $ $ $

Non-Executive Directors
Neil Roberts 2006 103,513 - - 103,513 121,392

2005 80,417 - - 80,417 109,098
Antony Love 2006 81,750 - = 81,750 14,065

2005 77,500 - - 77,500 11,065
Neil Summerson 2006 106,000 - - 106,000 15,655

2005 77,500 - - 77,500 10,466
John Reynolds 2006 110,250 - - 110,250 9,654

2005 79,583 - - 79,583 7,191
Bruce Phillips 2006 82,500 - - 82,500 12,572

2005 75,000 - - 75,000 9,888
Peter Fox 2006 70,000 - = 70,000 7,965

2005 70,000 - - 70,000 7,309
Bill Kelty 2006 78,500 = = 78,500 8,532

2005 70,000 - - 70,000 7,195
Carmel Gray 2006 29,167 - - 29,167 2,625
(commenced 6 April 2006) 2005 - - - - -
Executive Directors
David Liddy - Managing Director 2006 814,924 800,000 6,823 1,621,747 12,667

2005 779,967 800,000 6,823 1,586,790 11,604

(1) STl cash reflects amount paid or accrued in respect of the year ended 31 August 2006. Refer to the earlier section, "Executive director remuneration framework” for a discussion of the

Bank's short term incentive arrangement.

(2) The Bank has also paid insurance premiums in respect of Directors' and Officers’ Liability Insurance which is not reflected in the above table as there is no appropriate basis for allocation.

(3) This includes superannuation benefits and interest which is accrued at the CPl rate on director retirement benefits which ceased at 31 August 2003.

(4) Comprises annual leave and long service leave accrued or utilised during the financial year.

(5) The fair value of the options is calculated at the date of grant using an industry accepted option pricing model and allocated to each reporting period evenly over the period from grant

date to vesting date. The value disclosed is the portion of the fair value of the options allocated to this reporting period.
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Other long
term @

Termination
benefits

Share based payments

Total

Options and Shares and
rights ® units

S300A (1)(e)(i)
Proportion of
remuneration

performance related

%

S300A (1)(e)(vi)

Value of options

as proportion of
remuneration

%

13,367

8,776

916,658 =

537,871 217,400

224,905
189,515
95,815
88,565
121,655
87,966
119,904
86,774
95,072
84,888
77,955
77,309
87,032
77,195

31,792

2,564,439

2,362,441

67%

57%

36%

23%
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Remuneration Report (continued)

REMUNERATION DISCLOSURES FOR KEY MANAGEMENT PERSONNEL - AUDITED (CONTINUED)

2006 FINANCIAL YEAR

Short-term Post-employment ©
Salary and STI Non- Total
fees Cash Bonus Monetary
benefits @
$ $ $ $ $

Executives
Robert Hines 2006 373,757 325,000 = 698,757 40,036

2005 356,763 325,000 - 681,763 40,532
Donna Quinn 2006 323,807 250,000 - 573,807 12,662

2005 311,384 250,000 - 561,384 11,604
Ross Norton 2006 267,828 225,000 = 492,828 42,517

2005 257,210 250,000 - 507,210 40,874
Bruce Auty 2006 297,294 200,000 - 497,294 13,051

2005 296,728 200,000 - 496,728 2,122
Jennifer Heffernan 2006 297,683 150,000 = 447,683 12,662

2005 286,480 200,000 - 486,480 11,604
Jenny Brice 2006 195,630 150,000 - 345,630 37,129
(commenced 4 July 2005) 2005 27,737 - - 27,737 1,573
Former executives
Les Steinke 2006 - - - - -
(resigned 1 July 2005) 2005 153,868 - - 153,868 9,764
Sandy Deans 2006 - - - - -
(resigned 24 December 2004) 2005 64,879 - - 64,879 19,642
Terry Crawford 2006 - - - - -
(resigned 1 October 2004) 2005 25,348 - - 25,348 1,376
Total compensation Key 2006 3,232,603 2,100,000 6,823 5,339,426 363,174
management personnel: 2005 3,090,364 2,025,000 6,823 5,122,187 312,907

(1) STi cash reflects amount paid or accrued in respect of the year ended 31 August 2006. Refer to the earlier section, "Executive remuneration framework” for a discussion of the Bank's

short term incentive arrangement.

(2) The Bank has also paid insurance premiums in respect of Directors' and Officers’ Liability Insurance which is not reflected in the above table as there is no appropriate basis for allocation.

(3) This includes superannuation benefits.

(4) Comprises annual leave and long service leave accrued or utilised during the financial year.

(5) The fair value of the options is calculated at the date of grant using industry accepted option pricing model and allocated to each reporting period evenly over the period from grant date
to vesting date. The value disclosed is the portion of the fair value of the options allocated to this reporting period.
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Other long Share based payments Total S300A (1)(e)(i) Proportion S300A (1)(e)(vi)
term @ of remuneration Value of options as
Termination Options and Shares and performance related proportion of remuneration
benefits rights ® units

$ $ $ $ $ % %
9,362 = 267,701 = 1,015,856 58% 26%
7,439 - 171,940 - 901,674 55% 19%
5,265 = 244,199 = 835,933 59% 29%
3,022 - 174,396 - 750,406 57% 23%
2,144 = 242,694 = 780,183 60% 31%
1,078 - 157,626 - 706,788 58% 22%
1,164 = 264,614 = 776,123 60% 34%
433 - 102,077 - 601,360 50% 17%
4923 = 229,574 - 694,842 550 33%
2,851 - 164,218 - 665,153 55% 25%
374 = 56,404 = 439,537 47% 13%
36 - - - 29,346 0% 0%

- 535,359 - - 698,991 - -

- 15,305 - - 99,826 - -

- 25,059 - - 51,783 - -

36,599 - 2,221,844 = 7,961,043 - -

23,635 575,723 1,308,128 217,400 7,559,980 - -

ANNUAL REPORT 2006




42

DIRECTORS’ REPORT

Year ended 31 August 2006

Remuneration Report (continued)

REMUNERATION DISCLOSURES FOR KEY MANAGEMENT PERSONNEL AND EXECUTIVES - AUDITED (CONTINUED)

The following factors and assumptions were used in determining the fair value of options on grant date:

Option Type Grant date Expiry date Fair value Exercise Price of | Expected | Risk free | Dividend

per option price shares on | volatility | interest yield
grant date rate

Executives

SMOP 3 10 November 2003 10 November 2008 $1.48 $9.49 $9.26 20.0% 5.50% 4.1%

SMOP 4 20 December 2004 20 December 2009 $1.17 $10.71 $10.65 17.5% 5.45% 4.0%

SMOP 5 17 October 2005 17 October 2010 $2.16 $13.37 $13.06 20.1% 5.85% 3.7%

Managing Director

MD Scheme 2 24 December 2004 24 December 2008 $1.65 $9.49 $10.65 17.5% 5.45% 4.0%

- Tranche 1

MD Scheme 2 24 December 2004 24 December 2009 $1.17 $10.71 $10.65 17.5% 5.45% 4.0%

- Tranche 2

MD Scheme 2 1 November 2005 20 December 2010 $2.16 $13.37 $13.06 20.1% 5.85% 3.7%

- Tranche 3

(1) The exercise price is calculated as the volume weighted average price of shares traded over the ten business days immediately after the date of the announcement of the Bank’s most
recent annual results and requires Board approval.

AT RISK REMUNERATION - NON AUDITED

Short-term incentive

The short term incentive referred to in the previous remuneration table represents 100% of the short term incentive component of “at risk"
remuneration in the year for the benefit of the executive director and the executives. Those bonuses were determined on the basis of the Bank's
and the individual executive's performance over the financial year ended 31 August 2006 and are therefore deemed to be attributable to that
year, although payment will not occur until October 2006. Based on the remuneration policies and practices described in this report there were
no short-term incentive bonus amounts attributable to the executive director and executives that are considered to have been forfeited or
deferred in the year.

Consequences of performance on shareholder wealth

In considering the Consolidated Entity's performance and benefits for shareholder wealth, the Remuneration and Nomination Committee had
regard to the following indices in respect of the current financial year and the previous four financial years:

2006 2005 2004 2003 2002

AIFRS AIFRS AGAAP AGAAP AGAAP
Net profit $92.7m $89.9m $64.5m $44.7m $28.7m
Cash return on average ordinary equity 15.8% 15.9% 14.5% 15.4% 13.3%
Cash diluted earnings per share 85.6¢ 81.1¢c 64.5¢ 55.2¢ 39.1¢c
Cost to income ratio 64.7% 61.9% 63.4% 64.9% 71.3%
Change in share price $3.64 $1.93 $0.71 $1.48 $0.98

Net profit and cost to income ratio are considered as targets in setting the short-term incentive. Cash return on average ordinary equity and cash
diluted earnings per share are included in the calculation of long term incentives for executives and for the Managing Director's options.

The Remuneration and Nomination Committee considers that the above performance linked remuneration structure is generating the desired
outcome. The evidence of this is, first, the growth in profits in recent years, and secondly, the increase in the Bank's share price.

Currently, the performance-linked component of remuneration comprises approximately 55% of total payments made to the Managing Director
and executives.
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Remuneration Report (continued)

OPTION TERMS - AUDITED

Details of the vesting profile of the options granted as remuneration to each director and executive of the Bank is detailed below:

Options granted Value yet
to vest
Number Date % Forfeited Financial Fair Exercise Expiry Date Min® | Max @
vested | inyear ™ | yearsin which | value per | Price
. i i ($) ($)
during options vest option per
year at grant | option
date %)
(%)
Executive Director
David Liddy @ 500,000 | 11 December 2001 | 100% - 31 August 2006 1.01 597 17 October 2007 Nil -
Managing 500,000 | 24 December 2004 | - - 31 August 2007 165 9.49 | 24 December 2008 | Nil 54,375
Director 500,000 | 24 December 2004 | - . 31 August 2008 | 1.17 1071 | 24 December 2009 | Nil | 259,809
500,000 1 November 2005 - - 31 August 2009 2.16 13.37 20 December 2010 Nil 802,286
Executives
Robert Hines 150,000 4 November 2002 | 100% - 31 August 2006 1.03 6.99 4 November 2007 Nil -
200,000 | 10 November 2003 - - 31 August 2007 1.48 9.49 10 November 2008 Nil 70,744
200,000 | 20 December 2004 - - 31 August 2008 1.17 10.71 20 December 2009 Nil 136,500
200,000 17 October 2005 - - 31 August 2009 2.16 13.37 17 October 2010 Nil 333,000
Donna Quinn 150,000 4 November 2002 | 100% - 31 August 2006 1.03 6.99 4 November 2007 Nil -
200,000 | 10 November 2003 - - 31 August 2007 1.48 9.49 10 November 2008 Nil 70,744
200,000 | 20 December 2004 - - 31 August 2008 1.17 10.71 20 December 2009 Nil 136,500
150,000 17 October 2005 - - 31 August 2009 2.16 13.37 17 October 2010 Nil 249,750
Ross Norton 125,000 4 November 2002 | 100% - 31 August 2006 1.03 6.99 4 November 2007 Nil -
200,000 | 10 November 2003 - - 31 August 2007 1.48 9.49 10 November 2008 Nil 70,744
200,000 | 20 December 2004 - - 31 August 2008 1.17 10.71 20 December 2009 Nil 136,500
150,000 17 October 2005 - - 31 August 2009 2.16 13.37 17 October 2010 Nil 249,750
Bruce Auty 200,000 | 20 December 2004 - - 31 August 2007 1.48 9.49 10 November 2008 Nil 70,744
100,000 | 20 December 2004 - - 31 August 2008 1.17 10.71 20 December 2009 Nil 68,250
150,000 17 October 2005 - - 31 August 2009 2.16 13.37 17 October 2010 Nil 249,750
Jennifer 150,000 4 November 2002 | 100% - 31 August 2006 1.03 6.99 4 November 2007 Nil -
Heffernan 200,000 | 10 November 2003 - - 31 August 2007 1.48 9.49 | 10 Noverber 2008 | Nil 70,744
150,000 | 20 December 2004 - - 31 August 2008 1.17 10.71 20 December 2009 Nil 102,375
150,000 17 October 2005 - - 31 August 2009 2.16 13.37 17 October 2010 Nil 249,750
Jenny Brice 120,000 17 October 2005 - - 31 August 2009 2.16 13.37 17 October 2010 Nil 199,800
lain Blacklaw - - - - - - - - - -

(1) The % forfeited in the year represents the reduction in number of options available due to cessation of employment.

(2) Under the Managing Director option plan, an additional 500,000 options will not be granted before 1 November 2006.

(3) The minimum value of options yet to vest is $nil as the performance criteria may not be met and consequently the options may not vest.

(4) Is the residual fair value expense to be recognised in future years assuming all performance criteria are met.

No options have been granted since the end of the financial year. The above options were provided at no cost to the recipients.
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OPTION TERMS - AUDITED (CONTINUED)

During the financial year, the following shares were issued on the exercise of options previously granted as remuneration:

2006 2005
Shares issued (humber) $ per share paid Shares issued (number) $ per share paid

Executive Director
David Liddy Managing Director 500,000 $5.972 300,000 $5.972
Executives
Robert Hines 150,000 $6.99 70,000 $6.09
Donna Quinn 150,000 $6.99 100,000 $6.09
Ross Norton 125,000 $6.99 . .
Jennifer Heffernan 150,000 $6.99 100,000 $6.09
Les Steinke 50,000 $6.99 70,000 $6.09
Sandy Deans - - 70,000 $6.09

i . 75,000 $6.99

- - 37,000 $9.49

Options are issued under the SMOP to executives and senior management on an ongoing basis in line with the Bank's remuneration policy. The
performance hurdles are reviewed annually by the Board Remuneration and Nomination Committee.

There are no voting rights attached to the unissued ordinary shares. Voting rights will be attached to the unissued ordinary shares when vested
options are exercised. Options may lapse in the event of cessation of employment depending on the circumstances of such cessation.

Managing Director options

The Managing Director, David Liddy has been granted the following options as approved by shareholders at the Annual General Meeting held on 13
December 2001:

Tranche Number of options Exercise date Expiry date Exercise price Issue price
3 500,000 Date of release of financial results in 24 months after exercise $5.972 Nil
October 2005 date

On 17 October 2005, David Liddy exercised 500,000 options under Tranche 3 as the performance hurdles required by the Managing Director Option
Plan had been met.

(1) Tranche 1 and 2 of the Managing Director Option Plan vested and was exercised in the previous financial year.

Managing Director Option Plan

The Managing Director, David Liddy has been granted the following options as approved by shareholders at the Annual General Meeting held on
9 December 2004:

Tranche Number of Exercise date Expiry date Exercise price Issue price
options

1 500,000 Date of release of financial results in 20 December 2008 $9.49 Nil
October 2006

2 500,000 Date of release of financial results in 20 December 2009 $10.71 Nil
October 2007

3 500,000 Date of release of financial results in 20 December 2010 $13.37 Nil
October 2008

4 500,000 Date of release of financial results in 20 December 201 To be set October / Nil
October 2009 November 2006
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Remuneration Report (continued)
OPTION TERMS - AUDITED (CONTINUED)

Managing Director options (continued)

Tranche 1 and 2 were granted on 24 December 2004. Tranche 3 was granted 1 November 2005 and Tranche 4 will not be granted before
1 November 2006.

The ability to exercise the options is conditional on the Consolidated Entity achieving certain performance hurdles. The performance hurdles for
Tranches 1, 2 and 3 are based on diluted cash EPS growth and require the Bank's diluted cash EPS growth to outperform the average diluted
cash EPS growth of the Comparison Banks over the relevant performance period (financial years 2005 - 2006 for Tranche 1, financial years 2005
- 2007 for Tranche 2 and financial years 2006 - 2008 for Tranche 3).

To reach the EPS performance hurdle the Consolidated Entity must achieve the following for the performance period:

Percentage range by which cash EPS growth exceeds Comparison banks Percentage of options to vest
50 and up to but not exceeding 10% 25%
10% and up to but not exceeding 15% 50%
15% and up to but not exceeding 20% 75%
20% or more 100%

Should any Tranche 1 options remain unvested as at November 2007, the EPS test will be applied across financial years 2005, 2006 and 2007.
Should any Tranche 1 options remain unvested as at November 2008, the EPS test will be applied across financial years 2005, 2006, 2007 and 2008.

Should any Tranche 2 options remain unvested as at November 2008, the EPS test will be applied across financial years 2005, 2006, 2007 and 2008.

Should any Tranche 2 options remain unvested as at November 2009, the EPS test will be applied across financial years 2005, 2006, 2007, 2008 and 2009.

Should any Tranche 3 options remain unvested as at November 2009, the EPS test will be applied across financial years 2006, 2007, 2008 and 2009.

Should any Tranche 3 options remain unvested as at November 2010, the EPS test will be applied across financial years 2006, 2007, 2008, 2009
and 2010.

The performance hurdles for Tranche 4 will be set when this tranche of options are issued. If no hurdle is set, the hurdles for Tranche 2 will apply
(modified to apply over the appropriate performance periods).

There are no voting rights attached to the unissued ordinary shares. Voting rights will be attached to the unissued ordinary shares when the
vested options are exercised. Options may lapse in the event of cessation of employment depending on the circumstances of such cessation.

Using industry accepted pricing methodologies, each Tranche 1 option had a value of $1.65 as at date of granting, each Tranche 2 option had a
value of $1.17 as at date of granting and each Tranche 3 option had a value of $2.16 as at date of granting.

The market value of shares under the Managing Director Option Plan at 31 August 2006 was $15.29 (2005: $11.65).
OPTION TERMS - UNAUDITED

Senior Managers' options

1. Options issued on 23 November 2001 (SMOP 1):

Options originally issued: 1,270,000;

Options lapsed during the year: Nil;

Options exercised during the year: 145,000;

Options on issue at balance date: 5,000;

Exercise date: 23 November 2004;
Expiry date: 23 November 2006;
Options exercisable at balance date: 5,000;

Issue price: $Nil: and

Exercise price: $6.09.

These options vested in a previous year as the performance hurdles had been met.

ANNUAL REPORT 2006

45



46

DIRECTORS’ REPORT

Year ended 31 August 2006

Remuneration Report (continued)
OPTION TERMS — UNAUDITED (CONTINUED)

Senior Managers' options (continued)

2. Options issued on 4 November 2002 (SMOP2):

Options originally issued: 1,905,000;
Options lapsed during the year: Nil;
Options exercised during the year: 1,700,000;
Options on issue at balance date: 60,000;

Exercise date: 4 November 2005;

Expiry date: 4 November 2007;
Options exercisable at balance date: 60,000;

Issue price: $Nil; and

Exercise price: $6.99.

During the year, 1,700,000 options vested under this plan as the performance hurdles had been met.

3. Options issued on 10 November 2003 (SMOP3):

Options originally issued: 3,120,000;
Options issued during the year: Nil;
Options lapsed during the year: 33,247;
Options exercised during the year: 37,000;
Options on issue at balance date: 2,631,753;

Exercise date:

10 November 2006;

Expiry date: 10 November 2008;
Options exercisable at balance date: 1,753;

Issue price: $Nil; and

Exercise price: $9.49.

The ability to exercise the options is conditional on the Consolidated Entity achieving certain performance hurdles. To reach the performance
hurdle the Consolidated Entity must achieve a minimum return on equity of 14.5% in the financial year immediately preceding the third
anniversary of the issue date (31 August 2006). A return on equity of 14.5% will result in 50% of the issued options vesting. Each 0.01% return
on equity in excess of 14.5% will result in an additional 1% of options vesting. A return on equity equal to or greater than 15.0% will result in
100% of the issued options vesting.

At the Annual General Meeting on 9 December 2004, ordinary shareholders approved the following change under ASX Listing Rule 6.23.4:

® that should any SMOP 3 options remain unvested as at November 2007, the new earnings per share test will be applied across financial years
2005, 2006 and 2007; and

® should any SMOP 3 options remain unvested as at November 2008, the new earnings per share test will be applied across financial years 2005,
2006, 2007 and 2008.

The new Earnings Per Share ("EPS") test requires the Bank's diluted cash EPS growth to outperform the average diluted cash EPS growth of

a group of comparison banks over approximately the same period. The comparison banks are seven peer group banks, being ANZ, National
Australia Bank, Commonwealth Bank, Westpac, St George Bank, Adelaide Bank and Bendigo Bank ("Comparison Banks"). The Bank engages an
independent analyst to make adjustments to reported EPS figures to ensure they are prepared on a comparable basis. A cap of 20% growth and
a floor of 10% decline will be applied to each adjusted EPS growth figure to account for abnormal results of a Comparison Bank.

To reach the EPS performance hurdle the Consolidated Entity must achieve the following:

Percentage range by which cash EPS growth exceeds Comparison banks Percentage of options to vest
5% and up to but not exceeding 10% 25%
10% and up to but not exceeding 15% 50%
15% and up to but not exceeding 20% 75%
20% or more 100%
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Remuneration Report (continued)
OPTION TERMS - UNAUDITED (CONTINUED)

Senior Managers' options (continued)

There are no voting rights attached to the unissued ordinary shares. Voting rights will be attached to the unissued ordinary shares when the
vested options are exercised. Options may lapse in the event of cessation of employment depending on the circumstances of such cessation.

Using the Black Scholes Model, each option had a value of $1.48 as at the date of granting. The market value of shares under the Senior
Management Option Plan at 31 August 2006 was $15.29 (2005: $11.65).

During the year, 48,753 options vested under this plan at the discretion of the directors.

4. Options issued on 20 December 2004 (SMOP4):

Options originally issued: 3,005,000;

Options lapsed during the year: 53,808;

Options exercised during the year: Nil;

Options on issue at balance date: 2,821,192;

Exercise date: 20 December 2007;
Expiry date: 20 December 2009;
Options exercisable at balance date: 6,192;

Issue price: $Nil; and

Exercise price: $10.71.

The ability to exercise the options is conditional on the Consolidated Entity achieving certain performance hurdles. The performance hurdles are
based on diluted cash EPS growth and require the Bank's diluted cash EPS growth to outperform the average diluted cash EPS growth of the
Comparison Banks over the financial years 2005, 2006 and 2007 ("performance period"), as described above.

To reach the EPS performance hurdle the Consolidated Entity must achieve the following for the performance period:

Percentage range by which cash EPS growth exceeds Comparison banks Percentage of options to vest
50 and up to but not exceeding 10% 25%
10% and up to but not exceeding 15% 50%
15% and up to but not exceeding 20% 75%
20% or more 100%

Should any SMOP 4 options remain unvested as at December 2008, the EPS test will be applied across financial years 2005, 2006, 2007 and 2008.
Should any SMOP 4 options remain unvested as at December 2009, the EPS test will be applied across financial years 2005, 2006, 2007, 2008 and 2009.

Using the Black Scholes Model, each option had a value of $1.17 as at date of granting. The market value of shares under the Senior
Management Option Plan at 31 August 2006 was $15.29 (2005: $11.65).

During the year, 6,192 options vested under this plan at the discretion of the directors.
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OPTION TERMS - UNAUDITED (CONTINUED)

Senior Managers' options (continued)

5. Options issued on 17 October 2005 (SMOP5):

Options originally issued: 3,805,000;
Options lapsed during the year: 35,000;

Options exercised during the year: Nil;

Options on issue at balance date: 3,770,000;
Exercise date: 17 October 2008;
Expiry date: 17 October 2010;
Options exercisable at balance date: Nil;

Issue price: $Nil; and
Exercise price: $13.37.

The ability to exercise the options is conditional on the Consolidated Entity achieving certain performance hurdles. The performance hurdles are
based on diluted cash EPS growth and require the Bank's diluted cash EPS to outperform the average diluted cash EPS growth of the Comparison
Banks over the financial years 2006, 2007 and 2008 (“performance period"), as described above.

To reach the EPS performance hurdle the Consolidated Entity must achieve the following for the performance period:

Percentage range by which cash EPS growth exceeds Comparison banks Percentage of options to vest
59 and up to but not exceeding 10% 25%
10% and up to but not exceeding 15% 50%
15% and up to but not exceeding 20% 75%
20% or more 100%

Should any SMOP 5 options remain unvested as at October 2009, the EPS test will be applied across financial years 2006, 2007, 2008 and 2009.
Should any SMOP 5 options remain unvested as at October 2010, the EPS test will be applied across financial years 2006, 2007, 2008, 2009 and 2010.

Using the trinomial pricing methodology, each option had a value of $2.16 as at date of granting. The market value of shares under the Senior
Management Option Plan at 31 August 2006 was $15.29 (2005: $Nil).

INDEMNIFICATION OF OFFICERS - NON AUDITED

The Bank's Constitution provides that all officers of the Bank are indemnified by the Bank against liabilities incurred by them in the capacity of
officer to the full extent permitted by the Corporations Act 2001.

INSURANCE OF OFFICERS - NON AUDITED

Since the end of the previous financial year the Bank has paid insurance premiums in respect of a Directors' and Officers' liability insurance
contract. The contract insures each person who is or has been a director or executive officer (as defined in the Corporations Act 2001) of the
Bank against certain liabilities arising in the course of their duties to the Bank and its controlled entities. The directors have not included details
of the nature of the liabilities covered or the amount of the premium paid in respect of the insurance contract as such disclosure is prohibited
under the terms of the contract.
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Directors’ interests

Directors' interests as at the date of this report were as follows:

Director No. of ordinary shares in which Nature of relevant interest in shares
relevant interest held

Neil Roberts 21,464 21,464 Held beneficially
David Liddy 1,112,387 1,008,744 Held beneficially
103,643 Held non-beneficially
Antony Love 11,990 6,086 Held beneficially
5,904 Held non-beneficially
Bruce Phillips 23,835 12,240 Held beneficially
11,595 Held non-beneficially
Neil Summerson 17,071 3,459 Held beneficially
13,612 Held non-beneficially
Peter Fox 11,071,671 11,070,671 Held by Linfox Share Investment
No.2 Pty Ltd
1,000 Held beneficially
Bill Kelty 1,000 1,000 Held beneficially
John Reynolds 1,000 1,000 Held beneficially
Carmel Gray 1,000 1,000 Held beneficially

Non-audit services

During the year KPMG, the Bank's auditor, has performed certain other services in addition to their statutory duties. The Board has considered
the non-audit services provided during the year by the auditor are in accordance with written advice provided by resolution of the Audit &
Risk Committee, and is satisfied that the provision of those non-audit services during the year by the auditor is compatible with, and did not
compromise, the auditor independence requirements of the Corporations Act 2001 for the following reasons:

® all non-audit services were subject to the corporate governance procedures adopted by the Bank and have been reviewed by the Audit & Risk
Committee to ensure they do not impact the integrity and objectivity of the auditor; and

® the non-audit services provided do not undermine the general principles relating to auditor independence as set out in Professional Statement
F1 Professional Independence, as they did not involve reviewing or auditing the auditor's own work, acting in a management or decision
making capacity for the Bank, acting as an advocate for the Bank or jointly sharing risks and rewards.
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DIRECTORS’ REPORT

Year ended 31 August 2006

Non-audit services (continued)

Details of the amounts paid to the auditor of the Bank, KPMG, and its related practices for audit and non-audit services provided during the year
are set out below:

Consolidated Bank

2006 2005 2006 2005
$000 $000 $000 $000

Audit services

Auditors of the Bank - KPMG Australia

- Audit and review of the financial reports 558.7  449.0 513.7 365.0
- Other regulatory and audit services 40.0 355 36.5 320
598.7 484.5 550.2 397.0

Other services - KPMG
Auditors of the Bank - KPMG Australia

- Other assurance services @ 230.8 2749 100.9 149.3
- Taxation advisory services 1.7 1.6 1.7 1.6
232.5 276.5 102.6 150.9

(1) Fees paid for audit services provided to mortgage securitisation trusts which are now consolidated under AIFRS are included in this balance and the comparative has been adjusted accordingly.

(2) Other assurance services comprise accounting advice and IT Internal Audit reviews. Fees paid for non-audit services provided to mortgage securitisation trusts which are now consolidated
under AIFRS are included in this balance and the comparative has been adjusted accordingly.

Fees for audit and non-audit services paid to KPMG which were provided in relation to leasing securitisation trusts which are not consolidated

were $95,400 (2005: $67,600).

Lead Auditor’s Independence Declaration under Section 307C of the Corporations Act 2001

The lead auditor's independence declaration is set out on page 51 and forms part of the directors' report for the year ended 31 August 2006.

ROUNDING OF AMOUNTS

The Bank is a company of a kind referred to in ASIC Class Order 98/100 dated 10 July 1998 (as amended by Class Order 04/667 dated 15 July
2004) and in accordance with that Class Order, amounts in this financial report and directors' report have been rounded off to the nearest
hundred thousand dollars, unless otherwise stated.

Dated at Brisbane this twelfth day of October 2006.

Signed in accordance with a resolution of the directors:

Neil Roberts David Liddy
Chairman Managing Director
BANK OF QUEENSLAND



LEAD AUDITOR’S INDEPENDENCE DECLARATION

under Section 307C of the Corporations Act 2001

To the directors of Bank of Queensland Limited

| declare that, to the best of my knowledge and belief, in relation to the audit for the financial year ended 31 August 2006 there have been:
(i) no contraventions of the auditor independence requirements as set out in the Corporations Act 2001 in relation to the audit; and

(ii) no contraventions of any applicable code of professional conduct in relation to the audit.

Ky G

KPMG

Rtad S e

Robert S Jones

Partner
Brisbane
12 October 2006

KPMG, an Australian partnership, is part of the KPMG International network.
KPMG International is a Swiss cooperative.
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INCOME STATEMENTS

For the year ended 31 August 2006

CONSOLIDATED BANK
Note 2006 2005 2006 2005
$m $m $m $m
Interest income 4 1,017.0 861.7 987.8 691.7
Less: Interest expense 4 747.2 629.3 761.4 489.9
Net interest income 269.8 2324 226.4 201.8
Other operating income 4 115.2 1341 144.5 153.7
Total operating income 385.0 366.5 370.9 355.5
Less: Expenses 5 249.1 226.8 248.0 2223
Profit before impairment on loans and advances and tax 135.9 139.7 122.9 133.2
Less: Impairment on loans and advances 14 12.3 13.4 8.3 10.3
Profit before tax 123.6 126.3 114.6 1229
Less: Income tax expense 6 309 36.4 28.4 37.1
Profit for the year 27 92.7 89.9 86.2 85.8
Basic earnings per share
Ordinary shares 8 88.2¢ 83.3¢c
Diluted earnings per share
Ordinary shares 8 85.0c 80.6¢

The above income statements should be read in conjunction with the accompanying notes.

BANK OF QUEENSLAND



STATEMENTS OF RECOGNISED INCOME AND EXPENSE

For the year ended 31 August 2006

CONSOLIDATED BANK
Note 2006 2005 2006 2005
$m $m $m $m

Items of income and expense (net of tax)
Cash flow hedges:
Net gains taken to equity 27 5.2 - 5.2 -
Net gains transferred to income statement 27 29 - 29 -
Change in fair value of assets available for sale 27 0.8 - 0.8 -
Net income recognised directly in equity 8.9 - 8.9 -
Profit for the year 92.7 89.9 86.2 85.8
Total recognised income and expense for the period 101.6 89.9 95.1 85.8
Attributable to:
Equity holders of the parent el ek 951 858
Effect of change in accounting policy - financial instruments
Equity holders of the parent 27 (6.9) = (6.9) -

The statements of recognised income and expense should be read in conjunction with the accompanying notes.
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BALANCE SHEETS

As at 31 August 2006

CONSOLIDATED BANK
Note 2006 2005 2006 2005
$m $m $m $m

Assets
Cash and liquid assets 9 261.8 571.6 239.7 523.0
Due from other financial institutions 10 450 895.6 67.1 895.6
Other financial assets "

Investment securities = 299.4 - 299.4

Trading securities 1,083.3 - 1,083.3 -

Investment securities available for sale 256 _ 256 ~
Derivative financial instruments 31.6 - 348 -
Loans and advances at amortised cost 12 10,820.6 9,053.3 9,835.5 8,186.6
Securitised loans and advances at amortised cost 13 3,183.1 2,537.8 3,183.1 -
Shares in controlled entities 39 - - 205 20.5
Property, plant and equipment 16 19.6 18.4 19.6 18.5
Deferred tax assets 17 53.9 14.1 - 25
Other assets 18 162.9 164.5 959 87.3
Intangible assets 19 109.7 95.9 96.8 83.0
Amounts due from controlled entities - - - 889.4
Total assets 15,7971 13,650.6 14,701.9 11,005.8
Liabilities
Due to other financial institutions 20 95.6 74.1 95.6 74.1
Deposits 21 9,949.6 8,713.0 9,967.1 8,690.9
Derivative financial instruments 1.5 - 1.5 -
Accounts payable and other liabilities 161.7 123.4 153.3 113.2
Current tax liabilities 54.5 10.9 54.5 10.9
Provisions 22 16.0 14.4 16.0 14.4
Deferred tax liabilities 17 - - 8.6 -
Securitisation liabilities 23 3,256.5 2,602.5 - -
Borrowings including subordinated notes 24 1,450.0 1,399.4 1,450.0 1,399.4
Preference shares 25 111.9 - 111.9 -
Amounts due to controlled entities - - 2,156.0 -
Total liabilities 15,107.3 12937.7 14,024.5 10,302.9
Net assets 689.8 7129 677.4 702.9
Equity
Issued capital 26 531.2 596.4 531.2 596.4
Reserves 27 61.0 3.7 54.4 3.7
Retained profits 27 97.6 112.8 91.8 102.8
Total equity 689.8 7129 677.4 702.9

The above balance sheets should be read in conjunction with the accompanying notes.
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STATEMENTS OF CASH FLOWS

For the year ended 31 August 2006

CONSOLIDATED BANK
Note 2006 2005 2006 2005
$m $m $m $m
Cash flows from operating activities
Interest received 1,012.7 851.3 990.2 688.3
Fees and other operating income received 99.7 51.8 134.4 128.7
Interest paid (756.0) (618.2) (773.4) (478.9)
Cash paid to suppliers and employees (220.8) (197.2) (235.5) (199.3)
Operating income tax paid (32.8) (34.2) (32.8) (34.8)
Other taxes paid (0.5) (0.3) (0.5) (0.3)
102.3 53.2 82.4 103.7

(Increase) / decrease in operating assets:
Loans and advances at amortised cost (1,670.5) (787.5) (986.4) (847.8)
Securitised loans and advances at amortised cost (645.3) (2,537.8) (645.3) -
Trading securities 60.5 - 38.4 -
Investment securities = (113.6) - (113.6)
Investment securities available for sale (8.4) - (8.4) -
Increase / (decrease) in operating liabilities:
Deposits 1,258.1 442.4 1,300.4 467.0
Securitisation liabilities 657.9 2,602.5 - -
Net cash provided by operating activities 33(ii) (245.4) (340.8) (218.9) (390.7)
Cash flows from investing activities
Payments for property, plant and equipment (7.3) (18.4) (7.3) (7.7)
Payments for intangible assets - software (16.7) (11.7) (16.7) (11.5)
Proceeds from sale of ATM Solutions Australasia Pty Ltd (net of cash disposed) - 414 - 415
Payments for acquisition of Debtor Finance (66.1) = (66.1) -
Payments for acquisition of network rights - (0.8) - (0.8)
Proceeds from sale of property, plant and equipment 1.0 0.8 1.0 0.8
Net cash used in investing activities (89.1) 1.3 (89.1) 22.3
Cash flows from financing activities
Net increase in subordinated notes (1,723.3) (1,012.7) 50.6 581.1
Proceeds from issue of ordinary shares 16.1 57.4 16.1 57.4
Costs of capital issues - (0.2) - (0.2)
Note issue proceeds 1,773.9 1,593.8 - -
Dividends paid (42.0) (36.2) (42.0) (36.2)
Net cash provided by financing activities 24.7 602.1 24.7 602.1
Net increase / (decrease) in cash and cash equivalents (309.8) 2726 (283.3) 233.7
Cash and cash equivalents at beginning of year 571.6 299.0 523.0 289.3
Cash and cash equivalents at end of year 33(i) 261.8 571.6 239.7 523.0

The above statements of cash flows should be read in conjunction with the accompanying notes.

ANNUAL REPORT 2006

55



56

NOTES TO THE FINANCIAL STATEMENTS

YEAR ENDED 31 AUGUST 2006
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1. Significant accounting policies

(a

b

-~

~

Bank of Queensland Limited (the "Bank") is a company domiciled in Australia. The consolidated financial report of the Bank for the financial year ended 31
August 2006 comprises the Bank and its subsidiaries (together referred to as the "Consolidated Entity").

The condensed consolidated financial report was authorised for issue by the directors on 12 October 2006.

Statement of compliance

The financial report is a general purpose financial report which has been prepared in accordance with Australian Accounting Standards ("AASBs") adopted by the
Australian Accounting Standards Board ("AASB") and the Corporations Act 2001. International Financial Reporting Standards (*IFRSs") form the basis of AASBs
adopted by the AASB, and for the purpose of this report are called Australian equivalents to IFRS ("AIFRs") to distinguish from previous Australian GAAP. The
consolidated financial statements and notes of the Bank also comply with IFRSs and interpretations adopted by the International Accounting Standards Board.
The Bank's financial statements and notes do not comply with IFRSs as the Bank has elected to apply the relief provided to parent entities by AASB 132 Financial
Instruments: Presentation and Disclosure in respect of certain disclosure requirements.

This is the Consolidated Entity's first financial report prepared in accordance with Australian Accounting Standards being AIFRS and IFRS and AASB 1 first-time
Adoption of Australian Equivalents to International Financial Reporting Standards has been applied. An explanation of how the transition to AIFRS has affected
the reported financial position, financial performance and cash flows of the Consolidated Entity is provided in Note 3.

Basis of preparation

The financial report is presented in Australian dollars.

The entity has elected to early adopt the following revised accounting standards at transition date:

o UIG 4 Determining whether an arrangement contains a Lease; and

e AASB 2005-1 Amendments to Australian Accounting Standards (May 2005) amending AASB 139 Financial Instruments: Recognition and Measurement.
The impact of early adoption is set out in Note 3.

The following standards and amendments were available for early adoption but have not been applied by the Consolidated Entity in these financial statements:

e AASB 7 Financial Instruments: Disclosure (August 2005) replacing the disclosure requirements of financial instruments in AASB 132. AASB 7 is applicable for
annual reporting periods beginning on or after 1 January 2007;

e AASB 2005-9 Amendments to Australian Accounting Standards (September 2005) requires that liabilities arising from the issue of financial guarantee
contracts are recognised in the balance sheet. AASB 2005-9 is applicable for annual reporting periods beginning on or after 1 January 2006; and

e AASB 2005-10 Amendments to Australian Accounting Standards (September 2005) makes consequential amendments to AASB 132 Financial Instruments:
Disclosures and Presentation, AASB 101 Presentation of Financial Statements, AASB 114 Segment Reporting, AASB 117 Leases, AASB 133 Earnings per Share,
AASB 139 financial Instruments: Recognition and Measurement, AASB 101 First-time Adoption of Australian Equivalents to International Financial Reporting
Standards, AASB 4 Insurance Contracts, AASB 1023 General Insurance Contracts and AASB 1038 Life Insurance Contracts, arising from the release of AASB 7.

The Consolidated Entity plans to adopt AASB 7, AASB 2005-9 and AASB 2005-10 in the 2007 financial year.

The initial application of AASB 7 and AASB 2005-10 is not expected to have an impact on the financial results of the Bank and the Consolidated Entity as the

standard and the amendment are concerned only with disclosures.

The initial application of AASB 2005-9 could have an impact on the financial results of the Bank and Consolidated Entity as the amendment could result in
liabilities being recognised for financial guarantee contracts that have been provided by the Bank. However, the quantification of the impact is not known or
reliably estimable in the current financial year as an exercise to quantify the financial impact has not been undertaken by the Bank to date.

The following standards and amendments have been issued and are available for early adoption at reporting date. However, they have not been early adopted as
they are not applicable to the Bank or Consolidated entity and have no impact on their financial results:

e AASB 2006-2 Amendments to Australian Accounting Standards (March 2006).

® UIG 6 Liabilities arising from participating in a Specific Market - Waste Electrical and Electronic Equipment.

The financial report is prepared on the historical cost basis except that the following assets and liabilities are stated at their fair value:
e derivative financial instruments;

e financial instruments held for trading; and

e financial instruments classified as available-for-sale.

The Consolidated Entity is of a kind referred to in ASIC Class Order 98/100 dated 10 July 1998 (updated by CO 05/641 effective 28 July 2005 and CO 06/51
effective 31 January 2006) and in accordance with that Class Order, amounts in this financial report and directors' report have been rounded off to the nearest
hundred thousand dollars, unless otherwise stated.

The preparation of a financial report in conformity with Australian Accounting Standards requires management to make judgements, estimates and assumptions
that affect the application of policies and reported amounts of assets, liabilities, income and expenses. These estimates and associated assumptions are based

on historical experience and various other factors that are believed to be reasonable under the circumstances, the results of which form the basis of making the
judgements about carrying values of assets and liabilities that are not readily apparent from other sources. Actual results may differ from these estimates. These
accounting policies have been consistently applied by each entity in the Consolidated Entity.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are recognised in the period in which the estimates
are revised if the revision only affects that period, or in the period of the revision and future periods if the revision affects both current and future periods.

Judgements made by management in the application of Australian Accounting Standards that have a significant effect on the financial report and estimates
with a significant risk of material adjustment in the next year are discussed in Note 1 (w).
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

Year ended 31 August 2006

(c)

(d)

(e)

Significant accounting policies (continued)

Basis of consolidation
() Subsidiaries
Subsidiaries are entities controlled by the Bank. Control exists when the Bank has the power, directly or indirectly, to govern the financial and operating policies

of an entity so as to benefit from its activities. In assessing control, potential voting rights that presently are exercisable or convertible are taken into account. The
financial statements of subsidiaries are included in the consolidated financial report from the date that control commences until the date that control ceases.

(i) Securitisation
The Bank conducts a loan securitisation program whereby mortgage loans are packaged and sold to the REDS Securitisation and Warehouse Trusts (“Trusts").

Consolidated Entity

These securitised loans are recognised in the Consolidated Entity's Balance Sheet (“Balance Sheet") and Income Statement as the Consolidated Entity is entitled to
any residual income of the program after all payments due to investors and associated costs of the program have been met.

The Trusts fund their purchase of the loans by issuing floating-rate pass-through debt securities. The securities are issued by the Trusts. These are represented as
other liabilities of the Consolidated Entity, however the Consolidated Entity does not stand behind the capital value or the performance of the securities or the
assets of the Trusts. The Consolidated Entity does not guarantee the payment of interest or the repayment of principal due on the securities. The loans subject to
the securitisation program have been pledged as security for the securities issued by the Trusts. The Consolidated Entity is not obliged to support any losses that
may be suffered by investors and does not intend to provide such support.

The Bank also securitises Hire Purchase, Chattel Mortgages and Finance Leases (“REDS EHP Trusts"), however these trusts are not consolidated as the
Consolidated Entity does not meet the conditions associated with control of an entity as defined by AASB 127 Consolidated and Separate Financial Statements
and the original sale of these assets meets the de-recognition criteria set out in AASB 139.

To the extent that the Consolidated Entity does not substantially transfer all the risk and rewards associated with these assets, the level of the Consolidated
Entity's continuing involvement in these assets continues to be recognised.

Bank

Current period policy

The Bank receives the residual income of the Trusts and under AASB 139, interest rate risk from the Trusts is transferred back to the Bank by way of interest rate
swaps. Accordingly, effective 1 September 2005, the original sale of the mortgages from the Bank to the Trusts does not meet the de-recognition criteria set out
in AASB 139. The Bank continues to reflect the securitised loans in their entirety and also recognises a financial liability to the holders of the notes issued by the
Trusts. The interest payable on the intercompany financial asset / liability represents the return on an imputed loan between the Bank and the Trusts and is based
on the interest income under the mortgages, the fees payable by the Trusts and the interest income or expense not separately recognised under interest rate and
basis swaps transaction between the Bank and the Trusts.

All transactions between the Bank and the Trusts are eliminated on consolidation.

Comparative period policy

Securitised loans are derecognised from the Balance Sheet of the Bank and recognised as loans in the Trusts.
(iii) Transactions eliminated on consolidation

Intragroup balances, and any unrealised gains and losses or income and expenses arising from intragroup transactions, are eliminated in preparing the
consolidated financial statements.

Unrealised losses are eliminated in the same way as unrealised gains, but only to the extent that there is no evidence of impairment.

(iv) Derecognition of financial assets and liabilities

Financial assets are derecognised when the contractual rights to receive cash flows from the assets have expired; or where the Bank has transferred its
contractual rights to receive the cash flows of the financial assets and has transferred substantially all the risks and rewards of ownership; or where control is
not retained. Financial liabilities are derecognised when they are extinguished, i.e. when the obligation is discharged, cancelled or expired.

Goods and services tax

Revenues, expenses and assets are recognised net of the amount of goods and services tax (GST), except where the amount of GST incurred is not recoverable
from the Australian Tax Office (ATO). In these circumstances the GST is recognised as part of the cost of acquisition of the asset or as part of the expense.

Receivables and payables are stated with the amount of GST included.
The net amount of GST recoverable from, or payable to, the ATO is included as a current asset or liability in the Balance Sheet.

Cash flows are included in the statements of cash flows on a gross basis. The GST components of cash flows arising from investing and financing activities
which are recoverable from, or payable to, the ATO are classified as operating cash flows.

Foreign currency

Foreign currency transactions

Transactions in foreign currencies are translated at the foreign exchange rate ruling at the date of the transaction. Monetary assets and liabilities denominated in
foreign currencies at the balance sheet date are translated into Australian dollars at the foreign exchange rate ruling at that date. Foreign exchange differences
arising on translation are recognised in the Income Statement.

Where a foreign currency transaction is part of a hedge relationship it is accounted for as above, subject to the Hedge Accounting rules set out in Note 1 (f)
Derivative financial instruments and hedging.
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Significant accounting policies (continued)

Derivative financial instruments and hedging
Current period policy

Derivatives

The Consolidated Entity uses derivative financial instruments to hedge its exposure to foreign exchange and interest rate risks arising from operating, financing
and investing activities. In accordance with its treasury policy, the Consolidated Entity can hold derivative financial instruments for trading purposes. Also,
derivatives that do not qualify for hedge accounting are accounted for as trading instruments.

Derivative financial instruments are recognised initially at fair value and are subsequently remeasured at fair value at the reporting date. The gain or loss on re-
measurement is recognised immediately in the Income Statement. However, when derivatives qualify for hedge accounting, recognition of any resultant gain or
loss depends on the nature of the hedge relationship discussed below.

The fair value of interest rate swaps is the estimated amount that the Consolidated Entity would receive or pay to terminate the swap at the balance sheet date,
taking into account current interest rates and the current creditworthiness of the swap counterparties. The fair value of forward exchange contracts is their
quoted market price at the balance sheet date, being the present value of the quoted forward price.

All of the Bank's hedging relationships are designated as cash flow hedges. The Bank has not designated any hedges as fair value hedges.

Cash flow hedges

Where a derivative financial instrument is designated as a hedge of the variability of the cash flows of a recognised asset or liability, or a highly probable
forecasted transaction, the effective part of any gain or loss on the derivative financial instrument is recognised directly in equity. The ineffective part of any gain
or loss is recognised immediately in the Income Statement. If a hedge of a forecasted transaction subsequently results in the recognition of a financial asset or
a financial liability, then the associated gains and losses that were recognised directly in equity are reclassified into the Income Statement in the same period or
periods in which the asset acquired or liability assumed affects the Income Statement (i.e. when interest income or expense is recognised).

When a hedging instrument expires or is sold, terminated or exercised, or the Consolidated Entity revokes designation of the hedge relationship but the hedged
forecast transaction still is expected to occur, the cumulative gain or loss at that point remains in equity and is recognised in accordance with the above policy
when the transaction occurs. If the hedged transaction is no longer expected to take place, then the cumulative unrealised gain or loss is recognised immediately
in the Income Statement.

Comparative period policy

Derivatives

The Consolidated Entity is exposed to changes in interest rates and foreign exchange rates from its activities. The Consolidated Entity uses the following
derivative financial instruments to hedge these risks: interest rate swaps, futures contracts, forward rate agreements, interest rate options, cross currency swaps
and forward foreign exchange contracts. Derivative financial instruments are not held for speculative purposes.

Derivative financial instruments designated as hedges are accounted for on the same basis as the underlying exposure.

Interest rate swaps, futures contracts, cross currency swaps and forward rate agreements

Interest payments and receipts under swap contracts and futures contracts, and realised gains and losses on forward rate agreements are recognised on an
accruals basis in the Income Statement as an adjustment to interest expense.

Interest rate options

Interest rate options are used to hedge interest rate exposures. The premiums paid on interest rate options and any realised gains or losses on exercise are
included in other assets and are amortised to interest expense over the term of the agreement.

Early termination

Gains or losses on interest rate hedges relating to existing financial instruments which are terminated early are deferred and amortised as interest until the
underlying financial instrument matures or is repaid. The Bank hedges its interest rate risk on a portfolio basis.

Financial investments

Current period policy
The Bank classifies its financial investments into one of the following two categories upon initial recognition.

(i) Financial assets at fair value through the Income Statement

Financial assets that are classified as held for trading are recorded at fair value through the Income Statement. These assets are valued at fair value each
reporting date based on the current bid price. Movements in the fair value are taken immediately through the Income Statement. Interest income on these
assets is recorded as net interest income and fair value movements are recorded in other revenue from ordinary activities.

Treasury bills and short positions in securities which have been acquired or incurred principally for the purpose of selling or repurchasing in the near term
or are part of a portfolio of identifiable financial instruments that are managed together and for which there is evidence of a recent actual pattern of short-
term profit taking are classified as held-for-trading. All subsequent gains and losses from changes in the fair value of these assets are recognised in the
Income Statement within 'trading income' as they arise.

(ii) Available-for-sale

Assets that are intended to be held for an indefinite period of time but which may be sold in response to change in interest rates, exchange rates and liquidity
needs are classified as available for sale. These assets are initially measured at fair value with any changes in fair value being recognised in equity until the asset is
sold. Interest income received on these assets is recorded as net interest income and any realised gains or losses recorded in other revenue from other activities.

Comparative period policy

Investment securities include government and other debt securities held for liquidity and investment purposes. Investment securities purchased at a discount
or at a premium are carried at cost adjusted by pro-rata amortisation to the face value over the period to maturity date, to which they are normally held.
Amortised premiums or discounts are reflected in the Income Statement as interest. Changes in market values of investments are not taken into account unless
there is considered to be a permanent diminution in value.
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

Year ended 31 August 2006

(h)

(U]

0

(k)

(U

Significant accounting policies (continued)

Cash and Liquid assets
Cash and liquid assets comprise cash at branches, cash on deposit, balances with the Reserve Bank of Australia and money market deposits at short call.

Receivables due from other Banks
Receivables due from other banks include nostro balances (an account held with a foreign bank usually in a foreign currency) and settlement account balances.

Loans and advances

Current Period Policy

Loans and advances are originated by the Bank and are recognised upon cash being advanced to the borrower. Loans and advances are measured at each
reporting date at amortised cost using the effective interest method.

Refer Note 1 (n) for impairment of loans and advances.
Comparative Period Policy

Loans, advances and bills discounted include all forms of lending and direct finance provided to customers, such as overdrafts, term loans, credit card advances,
lease finance, commercial bills and other facilities.

Overdrafts, credit cards and term loans are carried at the principal amount outstanding. Finance leases, in which the economic entity is the lessor, are accounted
for using the finance method. Unearned income from lease receivables has been calculated using the actuarial method, so that income earned over the term of
the contract bears a constant relationship to the funds employed.

Leases

Finance Leases

Finance leases in which the Bank is the lessor, are recorded in the Balance Sheet as loans and advances at amortised cost. They are recorded on the
commencement of the lease as the net investment in the lease, being the present value of the minimum lease payments.

The Consolidated Entity does not have finance leases as lessee.
Operating Leases

Operating leases in which the Bank is the lessee, are expensed on a straight-line basis over the term of the lease, except where an alternative basis is more
representative of the pattern of benefits to be derived from the leased property. When an operating lease terminates before the lease period expires, any
payment required to be made to the lessor by way of penalty, is recognised as an expense in the period in which termination takes place.

The Consolidated Entity does not have any operating leases as lessor.
Property, plant and equipment

Recognition and initial measurement

Items of property, plant and equipment are stated at cost or deemed cost less accumulated depreciation and impairment losses. The cost of self-constructed
assets includes the cost of materials, direct labour and an appropriate proportion of production overheads.

Subsequent Costs

Subsequent additional costs are only capitalised when it is probable that future economic benefits in excess of the originally assessed performance of the
assets will flow to the Bank in future years. Where these costs represent separate components, they are accounted for as separate assets and are separately
depreciated over their useful lives. Costs that do not meet the criteria for subsequent capitalisation are expensed as incurred.

Subsequent Measurement

The Bank has elected to use the cost model to measure property, plant and equipment after recognition. The carrying value is the initial cost less accumulated
depreciation and any accumulated impairment losses.

Depreciation

Deprecation is charged to the Income Statement on a straight-line basis over the estimated useful lives of each part of an item of property, plant and equipment.
Land is not depreciated.

The estimated useful lives in the current and comparative periods are as follows:

Years
® Buildings 50
® [Tequipment 3-10
®  Plant, furniture and equipment 3-25
e leasehold improvements 10

(or term of lease if less)
The residual value, if not insignificant, is reassessed annually.
Surplus leased premises

A provision is recognised for surplus leased premises where it is determined that no material benefit will be obtained by the Bank for its occupancy. This arises
where premises are leased under non-cancellable operating leases and the Bank either:

® currently does not occupy the premises and does not expect to occupy it in the future;
® sublets the premises for lower rentals than it is presently obliged to pay under the original lease; or
®  currently occupies the premises which has been assessed to be of no material benefit beyond a known future date.

The provision is calculated on the basis of net future cash outflows.
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Significant accounting policies (continued)

(m) Intangible Assets

(n)

Initial recognition and measurement

Intangible assets are stated at cost less any accumulated amortisation and any impairment losses. Expenditure on internally generated goodwill, research costs
and brands is recognised in the Income Statement as an expense as incurred.

Subsequent expenditure

Subsequent expenditure on intangible assets is capitalised only when it increases the future economic benefits embodied in the specific asset to which it relates.
All other expenditure is expensed as incurred.

Goodwiill

Goodwill is the excess of the cost of acquisition over the fair value of the Bank's share of the identifiable net assets of the acquired subsidiary. Any goodwill is
tested annually for impairment, with any impairment taken directly to the Income Statement. Refer Note 1 (n).

Amortisation

Current Period Policy

Amortisation is charged to the Income Statement on a straight-line basis over the estimated useful life of the intangible asset unless the life of the intangible
asset is indefinite.

Where applicable, intangible assets are amortised from the date they are available for use. The amortisation period and method are reviewed on an annual basis.

The amortisation rates used in the current and comparative periods are as follows:

Years
e Software 5-10
e Customer contracts 5

Comparative Period Policy

In the prior period, loan origination costs were deferred, and the amortisation was disclosed as an adjustment to interest expense. These costs were amortised
over a period of three years.

Impairment

The Carrying Value of the Bank's assets are reviewed at each reporting date to determine whether there is any indication of impairment. If any such indication
exists, the assets recoverable amount is estimated. For goodwill, the recoverable amount is estimated annually.

An impairment loss is recognised whenever the carrying amount of an asset or its cash generating unit exceeds its recoverable amount. Impairment losses are
recognised in the Income Statement unless the asset has previously been revalued in which case the impairment loss is recognised as a reversal to the extent
that previous revaluation with any excess being recognised through the Income Statement.

Impairment losses recognised in respect of cash-generating units are allocated firstly to reduce the carrying amount of any goodwill allocated to the cash-
generating unit (group of units), and secondly to reduce the carrying amount of the other assets in the unit (group of units) on a pro rata basis.

When a decline in the fair value of an available-for-sale financial asset has been recognised directly in equity and there is objective evidence that the asset is
impaired, the cumulative loss that had been recognised directly in equity is recognised in the Income Statement even though the financial asset has not been
derecognised. The amount of the cumulative loss that is recognised in the Income Statement is the difference between the acquisition cost and current fair
value, less any impairment loss or financial assets previously recognised in the Income Statement.

Calculation of recoverable amount

Receivables with a short duration are not discounted. The recoverable amount of other assets is the greater of their fair value less costs to sell and value in
use. In assessing value in use, the estimated future cash flows are discounted to their present value using a pre-tax discount rate that reflects current market
assessments of the time value of money and the risks specific to the asset.

The unwinding of the discount from initial recognition of impairment through to recovery of the written down amount is recognised through interest income.
Impairment of loans and advances

Current period policy

The Bank uses two methods for calculating impairment.

(i) Specific impairment provisions

Impairment losses on individually assessed loans and advances are determined on a case-by-case basis. If there is objective evidence that an individual loan

or advance is impaired, then a specific provision for impairment is raised. The amount of the specific provision is based on the carrying amount of the loan or
advance, including the security held against the loan or advance and the present value of expected future cash flows. Any subsequent write-offs are then made
against the specific provision for impairment.

The unwinding of the discount from initial recognition of impairment through to recovery of the written down amount is recognised through interest income.
(i) Collective impairment provisions

Where no evidence of impairment has been identified for loans and advances, these loans and advances are grouped together on the basis of similar credit
characteristics for the purpose of calculating a collective impairment loss. Collective impairment provisions are based on historical loss experience adjusted for
current observable data. The amount required to bring the collective provision for impairment to its required level is charged to the Income Statement.
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(n)

(0)

(0)

(a)

Significant accounting policies (continued)

Impairment (continued)
Comparative period policy

Bad debts are written off as they emerge. If a specific provision for impairment has been recognised in relation to a loan, write-offs of bad debts are made against the
provision. If no provision has previously been recognised, a specific provision for impairment is recognised and a specific write-off is made against the provision.

A general provision is made for doubtful debts on the level of risk weighted assets, past loss experience, the increase in loans and acceptances during the year,
current economic conditions and other pertinent factors.

Specific provisions are made for identified doubtful debts. Increases in provisions are made by charges to the Income Statement.
Financial Liabilities

Current period policy

Financial Liabilities including current accounts, deposits, subordinated notes and term deposits are initially recognised at fair value plus transaction costs that are
directly attributable to the issue of the financial liability and are subsequently measured at amortised cost using the effective interest method.

Securitisation set-up costs relating to on-balance sheet assets are included with securitisation borrowings and amortisation is recorded as interest expense.
Comparative period policy

Deposits

Current account term deposits and deposits at call are carried at the principal amount owing. Certificates of deposit issued at a discount are carried at cost
adjusted by pro rata amortisation to face value over the period to maturity date.

Borrowings and loan capital

Borrowings are short and long term debt issues which do not rank as deposits. Borrowings and loan capital are recorded as liabilities when issued at the amount
payable on maturity. Premiums, discounts and associated issue expenses are amortised over the life of the borrowing.

Securitisation costs are classified as other assets with amortisation recorded as an operating expense.
Employee benefits

() Wages, Salaries and Annual Leave
Liabilities for employee benefits to wages, salaries and annual leave represents present obligations resulting from employees' services provided up to
the reporting date, calculated at undiscounted amounts based on remuneration wage and salary rates that the Bank expects to pay as at reporting date
including related on-costs.

(i) Long Service Leave
The provision for employee benefits to long service leave represents the present value of the estimated future cash outflows to be made resulting from
employee's services provided to reporting date. The provision is calculated using expected future increases in wage and salary rates including related on-
costs, and expected settlement dates based on turnover history and is discounted using the rates attached to national government bonds at reporting date
which most closely match the terms of maturity of the related liabilities.

(ili) Superannuation plan
The Bank contributes to a number of defined contribution superannuation plans which complies with the Superannuation Contributions Act Legislation.
Contributions are charged against income as they are made.

(iv) Share based payments

The Bank operates the following equity-settled compensation plans.

Employee Share Plan (“ESP”)

Under the plan all full time and part time employees of the Bank who have completed a prerequisite period of continuous service are offered shares to a market
value of $1,000 at no cost. Shares granted under the ESP vest immediately and the total fair value is recognised in the Income Statement, at grant date with a
corresponding increase in equity.

Option Plans

The Bank has the following options plans:

e Managing Director Option Plan ("MD plan”); and

e Senior Management Option Plan (“SMOP").

The above plans allow Bank employees to acquire shares in the Bank. The fair value of options granted is recognised as an employee expense with a
corresponding increase to equity. The fair value is measured at grant date and spread over the period during which the employees become unconditionally
entitled to the options. The fair value of the options granted is measured using industry accepted option pricing methodologies, taking into account the terms
and conditions upon which the options are granted. The amount recognised as an expense is adjusted to reflect the actual number of share options that vest.

Provisions

A provision is recognised in the Balance Sheet when the Consolidated Entity has a present legal or constructive obligation as a result of a past event, and it is probable
that an outflow of economic benefits will be required to settle the obligation. If the effect is material, provisions are determined by discounting the expected future
cash flows at a pre-tax rate that reflects current market assessments of the time value of money and, when appropriate, the risks specific to the liability.
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®

Significant accounting policies (continued)

Preference Shares

Current period policy

Preference shares are initially recognised as a liability at fair value and are subsequently measured at amortised cost. Dividends are recognised as interest
expense in the Income Statement on an accruals basis.

Comparative period policy

Preference shares are recognised as equity at the principal amount less capital raising costs. Dividends are reflected as distributions to equity holders and are
recognised on an accrual basis.

Revenue

Interest income and expense

Current period policy

Interest income and expense for all interest-bearing financial instruments are recognised in the Income Statement using the effective interest rates of the
financial assets or financial liabilities to which they relate.

The effective interest rate is the rate that discounts estimated future cash payments or receipts through the expected life of the financial asset or financial
liability or, where appropriate, a shorter period, to the net carrying amount of the financial asset or financial liability. When calculating the effective interest rate,
the Bank estimates cash flows considering all contractual terms of the financial instrument but not future credit losses. The calculation includes all amounts
paid or received by the Bank that are an integral part of the effective interest rate, including transaction costs and all other premiums or discounts. Transaction
costs include loan acquisition costs such as commissions paid to Owner Managed Branches and other intermediaries.

Interest on impaired financial assets is recognised at the original effective interest rate of the financial asset applied to the carrying amount as reduced by any
allowance for impairments.

Comparative period policy

Interest income and expenses are brought to account on an accrual basis.

Non-interest income

Current period policy

Non-yield related lending application fees received are recognised as income when the loan is disbursed or the commitment to lend expires.
Service fees that represent the recoupment of the costs of providing the service are recognised on an accruals basis when the service is provided.
Lending fees that are considered an integral part of the effective interest rate are recognised within interest revenue.

Fair value gains and losses from financial assets held at fair value are recognised in the Income Statement immediately.

Franchise fees received under Owner Managed Branch agreements are recognised as income upon the signing of an unconditional agreement.
Comparative period policy

Fees and commission income are brought to account on an accruals basis, as other revenue for ordinary activities.

Income tax

Income tax on the Income Statement for the periods presented comprises current and deferred tax. Income tax is recognised in the Income Statement except to
the extent that it relates to items recognised directly in equity, in which case it is recognised in equity.

Current tax is the expected tax payable on the taxable income for the year, using tax rates enacted or substantially enacted at the Balance Sheet date, and any
adjustment to tax payable in respect of previous years.

Deferred tax is provided using the 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 substantially enacted at the Balance Sheet date. A deferred tax asset is
recognised only to the extent that it is probable that future taxable profits will be available against which the asset can be utilised. Deferred tax assets are
reduced to the extent that it is no longer probable that the related tax benefit will be realised.

Tax Consolidation

The Bank is the head entity in the tax consolidated group comprising all the Australian wholly-owned subsidiaries. The implementation date for the tax-
consolidated group was 1 September 2004.

Current tax expensefincome, deferred tax liabilities and deferred tax assets arising from temporary differences of the members of the tax-consolidated group are
recognised in the separate financial statements of the members of the tax-consolidated group using a 'group allocation’ approach by reference to the carrying
amounts in the separate financial statements of each entity and the tax values applying under tax consolidation.

Any current tax liabilities (or assets) and deferred tax assets arising from unused tax losses of the subsidiaries is assumed by the head entity in the tax
consolidated group and are recognised as amounts payable (receivable) to (from) other entities in the tax-consolidated group in conjunction with any tax
funding arrangement amounts (refer below). Any difference between these amounts is recognised by the Bank as an equity contribution, or distribution from
the subsidiary.

The Bank recognises deferred tax assets arising from unused tax losses of the tax-consolidated group to the extent that it is probable that future taxable profits
of the tax-consolidated group will be available against which the asset can be utilised.

Any subsequent period adjustments to deferred tax assets arising from unused tax losses as a result of revised assessments of the probability of recoverability is
recognised by the head entity only.
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(u)

v)

Significant accounting policies (continued)

Income tax (continued)

Nature of tax funding and tax sharing arrangements

The Bank, in conjunction with other members of the tax-consolidated group, has entered into a tax funding agreement which sets out the funding obligations of
members of the tax-consolidated group in respect of tax amounts. The tax funding agreement requires payments to/from the head entity equal to the current
tax liability (asset) assumed by the head entity and any tax-loss deferred tax asset assumed by the head entity, resulting in the Bank recognising an inter-entity
payable (receivable) equal in amount to the tax liability (asset) assumed.

Contributions to fund the current tax liabilities are payable as per the tax funding arrangement and reflect the timing of the head entity's obligation to make
payments for tax liabilities to the relevant tax authorities.

The Bank, in conjunction with other members of the tax-consolidated group, has also entered into a tax sharing agreement. The tax sharing agreement provides
for the determination of the allocation of income tax liabilities between the entities should the head entity default on its tax payment obligations. No amounts
have been recognised in the financial statements in respect of this agreement as payment of any amounts under the tax sharing agreement is considered remote.

Earnings per share

Basic earnings per share (“EPS") is calculated by dividing the net profit attributable to members of the Consolidated Entity for the reporting period, after excluding
any costs of servicing equity (other than ordinary shares), by the weighted average number of ordinary shares of the Bank, adjusted for any bonus issues.

Diluted EPS is calculated by dividing the basic EPS earnings, adjusted by the after tax effect of financing costs associated with dilutive potential ordinary shares
and the effect on revenues and expenses of conversion to ordinary shares associated with dilutive potential ordinary shares, by the weighted average number of
ordinary shares and dilutive potential ordinary shares adjusted for any bonus issue.

Business Combinations

The purchase method of accounting is used to account for the acquisition of subsidiaries by the Group.

The cost of an acquisition is measured as the fair value of the assets given, equity instruments issued and liabilities incurred or assumed by the Group, plus costs
directly attributable to the acquisition. The subsidiary's identifiable assets, liabilities and contingent liabilities are measured at their fair values at the acquisition

date. If the cost of acquisition is more than the fair value of the Group's share of the identifiable net assets acquired, the excess is recorded as goodwill. If the
cost of the acquisition is less than the fair value of the net assets of the subsidiary acquired, the difference is recognised directly in the Income Statement.

(w) Accounting estimates and judgements

Management discussed with the Audit & Risk Committee the development, selection and disclosures of the Consolidated Entity's critical accounting policies and
estimates and the application of these polices and estimates. The estimates and judgements that have a significant risk of causing a material adjustment to the
carrying amount of assets and liabilities within the next financial year are discussed below.

Impairment of goodwill

The Consolidated Entity assesses whether goodwill is impaired annually in accordance with the accounting policy in Note 1 (n). These calculations involve an
estimation of the recoverable amount of the cash-generating units to which the goodwill is allocated. Refer Note 19.

Collective provision for impairment

The Consolidated Entity regularly determines the level of collective provision required over its loans and advances. The estimations are based, in part, on historical
write-off experience and internal default experience. The provision is also adjusted for model risk. Refer Note 14.

Changes in accounting policies

In the current financial year, the Bank adopted the following standards as a result of the transition to AIFRS:
e AASB 132 Financial Instruments: Disclosure and Presentation: and
e AASB 139 Financial Instruments: Recognition and Measurement.

The changes in accounting policies have been adopted in accordance with the transitional rules for AIFRS contained within AASB 1 First-time Adoption
of Australian Equivalents to International Financial Reporting Standards, which does not require the restatement of comparative information for financial
instruments within the scope of AASB 132 and AASB 139.

A description of the changes in accounting policies from adopting these standards and the adjustments to the opening Balance Sheets at 1 September 2005 are
set out in Part B of Note 3.
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3. Impact of adopting Australian equivalents to International Financial Reporting Standards

As stated in Note 1 (a), these are the Consolidated Entity's and Bank's first consolidated financial statements covered by the first AIFRS Annual Consolidated
Financial Statements prepared in accordance with AIFRS.

The accounting policies in Note 1 have been applied in preparing the consolidated financial statements for the year ended 31 August 2006, the comparative
information for the year ended 31 August 2005, the financial statements for the year ended 31 August 2005 and the preparation of an opening AIFRS balance
sheet as at 1 September 2004 (the Consolidated Entity's date of transition).

In preparing its opening AIFRS Balance Sheet, comparative information for the financial statements for the year ended 31 August 2005, the Consolidated Entity
and Bank has adjusted amounts reported previously in financial statements prepared in accordance with its old basis of accounting (previous AGAAP).

An explanation of how the transition from previous AGAAP to AIFRS has affected the Consolidated Entity's and Bank's Balance Sheet and Income Statement is
set out in the following tables and the notes that accompany the tables.

The Bank, as head entity of the Australian tax-consolidated group, had applied UIG 52 for tax consolidation purposes under previous GAAP, resulting in the Bank
recognising both current and deferred tax in relation to the wholly-owned subsidiaries in the tax-consolidated group.

Under AIFRS, the Bank as head entity of the Australian tax-consolidated group, has adopted UIG 1052 which requires the subsidiaries to initially recognise both
current and deferred taxes before recognising the head entity's assumption of the current tax liability (asset) and deferred tax assets from tax losses. Under
AIFRS the subsidiaries are now required to recognise deferred tax assets and liabilities relating to temporary differences, other than for tax losses.

Under previous GAAP, the tax funding arrangements assets and liabilities were recognised as inter-entity tax-related balances whereas tax funding arrangements
expenses and revenues were recognised as a component of income tax expense or revenue.

Upon adoption of UIG 1052 under AIFRS, all tax funding arrangements amounts are recognised as inter-entity amounts. The entities in the Australian tax-
consolidated group revised the tax funding agreement to address only current tax amounts and deferred tax assets from tax losses/credits. On transition to
AIFRS, the entities in the tax-consolidated group have used the exemption available under UIG 1052 and recognised net deferred taxes that were previously
recognised as intercompany balances.

Part A - Prior Period Adjustments
Reconciliation of Profit for 2005

CONSOLIDATED BANK
Full-year to 31 August 2005 Full-year to 31 August 2005
$m $m
Note Previous  Transition Previous  Transition

AGAAP Impact AIFRS AGAAP Impact AIFRS
Interest income (b) 713.7 148.0 861.7 691.7 - 691.7
Less: interest expense (b) 497.0 132.3 629.3 489.9 - 4899
Net interest income 216.7 15.7 2324 201.8 - 201.8
Other operating income (b).(e) 140.0 (5.9) 134.1 147.4 6.3 153.7
Total operating income 356.7 9.8 366.5 349.2 6.3 3555
Less: Expenses (a),(0),(c).(e) 213.2 13.6 226.8 213.6 8.7 2223
Profit before impairment on loans and advances,
amortisation of intangible assets and tax 1435 (3.8 139.7 135.6 (2.4) 133.2
Less: Impairment on loans and advances 13.4 - 13.4 10.3 - 10.3
Profit before amortisation of intangible
assets and tax 130.1 (3.8) 126.3 1253 (2.4) 1229
Less: Amortisation of intangible assets (e) 2.1 2.1 - - - -
Profit before tax 128.0 (1.7) 1263 125.3 (2.4) 1229
Less: Income tax expense (c) 36.3 0.1 36.4 37.0 0.1 37.1
Profit for the year 91.7 (1.8) 89.9 88.3 (2.5) 85.8
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3. Impact of adopting Australian equivalents to International Financial Reporting Standards (continued)

Consolidated Balance Sheet reconciliations for 1 September 2004

CONSOLIDATED

As at 1 September 2004

BANK

As at 1 September 2004

$m $m
Note Previous  Transition Previous  Transition

AGAAP Impact AIFRS AGAAP Impact AIFRS
Assets
Cash and liquid assets (b) 299.0 105.1 404.1 289.3 - 289.3
Due from other financial institutions 892.8 - 892.8 892.8 - 892.8
Investment securities 188.6 - 188.6 188.6 - 188.6
Loans and advances at amortised cost (b) 8,278.4 (104.9) 8,173.5 7488.1 - 7488.1
Securitised loans and advances at amortised cost (b) - 2,127.0 2,127.0 - - -
Shares in controlled entities - - - 382 - 382
Property, plant and equipment (d) 115.6 (86.3) 29.3 102.8 (86.1) 16.7
Deferred tax assets (@ 11.7 1.5 13.2 - 1.0 1.0
Other assets (b) 87.7 (3.1 84.6 87.7 - 87.7
Intangible assets (d) 322 86.3 118.5 - 86.1 86.1
Amounts due from controlled entities - - - 7389 - 7389
Total assets 9,906.0 2,125.6 12,031.6 9,826.4 1.0 9,827.4
Liabilities
Due to other financial institutions 0.8 - 0.8 0.2 - 0.2
Deposits 8,302.4 = 8,302.4 8,237.1 - 8,237.1
Accounts payable and other liabilities (b).(c) 159.2 (58.8) 100.4 152.6 5.0 157.6
Current tax liabilities 7.7 - 7.7 7.3 - 7.3
Provisions 14.4 - 14.4 13.2 - 13.2
Deferred tax liabilities (0) = = = 0.5 (0.5) -
Securitisation liabilities (b) = 2,188.0 2,188.0 - - -
Borrowings including subordinated notes 818.3 = 818.3 818.3 - 818.3
Total liabilities 9,302.8 2,129.2 11,432.0 9,229.2 45 9,233.7
Net assets 603.2 (3.6) 599.6 597.2 (3.5) 593.7
Equity
Issued capital 524.0 - 524.0 524.0 - 524.0
Reserves (a) 0.2 09 1.1 0.2 0.9 1.1
Retained profits (a).(@ 79.0 (4.5) 745 73.0 (4.4) 63.6
Total equity 603.2 (3.6) 599.6 597.2 (3.5) 593.7
Equity Reconciliation
Equity under previous AGAAP 603.2 597.2
Share based payments (a)
- retained profits (on transition) (0.9) (0.9
- reserves 0.9 09
Leases (0
- retained profits (on transition) (5.1) (5.0)
Tax effect of above adjustments (on transition) (0) 15 1.5
Equity under AIFRS 599.6 593.7
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3. Impact of adopting Australian equivalents to International Financial Reporting Standards (continued)

Consolidated Balance Sheet reconciliations for the period