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@ Not required in this annual report.

@ (A) (B) None.

@ (A) (B) none (C) not applicable (D) no changes.
4 Not applicable as Item 18 complied with.

Special Note Regarding Forward-Looking Statements

Certain statements under the captions 'Operating
and Financial Review and Prospects', 'Disclosure of
Quantitative and Qualitative Information about Market
Risk Inherent in Derivative Financial Instruments, Other
Financial Instruments, and Derivative Commodity
Instruments' and elsewhere in this Report constitute
‘forward-looking statements' within the meaning of the
U.S. Private Securities Litigation Reform Act of 1995.
Such forward-looking statements including economic
forecasts and assumptions and business and financial
projections involve known and unknown risks,
uncertainties and other factors that may cause the actual
results, performance or achievements of the Group to be
materially different from any future results, performance
or achievements expressed or implied by such
forward-looking statements. Such factors include
demographic changes, changes in competitive conditions

in Australia, New Zealand, Asia, the United States or
United Kingdom, changes in the regulatory structure of
the banking and life insurance industries in Australia,
New Zealand or Asia, changes in political, social and
economic conditions in Australia, legislative proposals for
reform of the banking and life insurance industries in
Australia, and various other factors beyond the Group's
control. Given these risks, uncertainties and other factors,
potential investors are cautioned not to place undue
reliance on such forward-looking statements.

Details on significant risk factors applicable to the
Group are detailed on page 12.

Documents on Display

Documents referred to in this report are available
for inspection. Please contact the Company Secretary,
Level 2, 48 Martin Place, Sydney NSW Australia 1155 for
further information.
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Results Overview

(Except where otherwise stated, all figures relate to
the Financial Year ended 30 June 2001 and comparatives
for the profit and loss are to the Financial Year ended
30 June 2000. '$' and 'A$' refer to Australian dollars, while
'US$' refers to US dollars. Reference to '‘Group' means all
banking, life insurance and funds management operations
of the Commonwealth Bank Group. Reference to 'Bank’
means the banking operations only of the Group.

Comparisons between the Financial Year 2001 and
Financial Year 2000 do not provide a meaningful analysis
on the performance of the Group due to the acquisition of
the Colonial Group in June 2000. The Colonial operations
contributed a full year of net income to the Financial Year
2001 result and only 17 days of net income to the
Financial Year 2000 result.

For the Financial Year ended 30 June 2001, the
Commonwealth Bank Group recorded a net operating
profit after income tax of $2,398 million.

The net operating profit (‘cash basis') after tax and
before abnormal items, goodwill amortisation and life
insurance and funds management appraisal value uplift
for the Financial Year ended 30June 2001 was
$2,262 million. This is an increase of $584 million or 35%
from $1,678 million in the Financial Year ended 30 June
2000.

A fully franked dividend of 75 cents per ordinary
share was paid on 8 October 2001 to owners of ordinary
shares at the close of business on 27 August 2001.

The Group result for Financial Year 2001 comprised:

™M
Segment profit after tax
- Banking 1,793
- Funds Management 149
- Life Insurance 320
Net operating profit after tax and
before goodwill amortisation
and appraisal value uplift 2,262

Banking

The contribution to profit after tax from the Group's
banking businesses for Financial Year 2001 was
$1,793 million compared with $1,513 million for Financial
Year 2000. The increase over the prior Financial Year
reflects:

. Net interest income of $4,474 million for Financial
Year 2001 compared with $3,719 million for
Financial Year 2000.

] Other banking income for the current year of
$2,381 million compared with $1,951 million for
Financial Year 2000.

Full details on the performance of the banking sector is

provided in the Banking Business Analysis section of this

report.

Funds Management

The contribution to profit after tax from the Group's
funds management businesses for Financial Year 2001
was $149 million compared with $36 million for Financial
Year 2000. The improved performance reflects the
acquisition of Colonial First State as part of the Colonial
Group in June 2000 and the increase in funds under
management (FUM). Since 30 June 2000, FUM (excluding
life insurance FUM) have grown by 18% to $77 billion at
30 June 2001. The funds management business also
manages internal funds of $24 billion on behalf of the life
insurance businesses of the Group.

Life Insurance

The contribution from life insurance to profit after tax
was $320 million for Financial Year 2001. Excluding the

impact of the acquisition of the Colonial Group Life
businesses on the result, the Financial Year 2001 result
reflects lower investment earnings on shareholders funds
together with the effect of poor persistency and claims
experience in Asia and New Zealand.

Group Expenses

Operating expenses across the Group increased to
$5,170 million in Financial Year 2001 from $3,407 million
in Financial Year 2000. The increase reflects the impact of
the Colonial acquisition on the cost basis of the Group and
the effect of the introduction of the Goods and Services
Tax (GST) and expenses from acquiring and developing
other businesses. The merger of the Colonial and
Commonwealth Group businesses realised approximately
$120 million of expense savings in Financial Year 2001.
The expense increase also reflects a 4% wage increase
as a result of an Australian domestic enterprise bargaining
arrangement and increased sales volume related
expenses in both the domestic and international business.

Bad debt expense increased to $385million in
Financial Year 2001 from $196 million in Financial Year
2000. This increase reflects the stage of the credit cycle
together with the impact of the Colonial acquisition.
Provision coverage ratios have remained strong.

Income Tax

Income tax expense for Financial Year 2001 was
$993 million compared to $800 million (after abnormals)
for Financial Year 2000. Excluding the impact of the
acquisition of the Colonial Group, the current year tax
expense declined by $190 million. Of this reduction,
$93 million relates to tax on behalf of life insurance
policyholders the balance of $97 million primarily results
from the 2 percentage points reduction in the corporate
tax rate to 34% (from 1 July 2000) and utilisation of
previously unrecognised tax losses.

The components of the segment results are detailed
below:

Banking¥ $M
Total operating income 6,855
Net interest income 4,474
Other operating income 2,381
Operating expenses 3,958
Bad debt charge 385
Income tax expense 705
Operating profit after tax 1,793
Net interest margin 2.78%
$M
Lending assets
(net of securitisation) @ 150
Average interest earning assets 161
Funds Management $M
Operating income ©® 739
Operating expenses 496
Income tax expense 94
Operating profit after tax 149
$B
Funds under management @ 101
- Retail 34
- Wholesale 43
- Life insurance 24
@ Includes General Insurance.

@ Net of loans securitsed of $6,773 million
($3,006 million at 30 June 2000).

®  Includes internal income.

@ Includes internal and external FUM.
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Life Insurance M

Operating margin

- Australia and New Zealand 213

- Asia (21)

Investment earnings on assets in excess

of policyholder liabilities 126

Operating profit after tax 320
$B

Life insurance assets 39

Appraisal Value Uplift®

For Financial Year 2001, appraisal values of the life
insurance and funds management businesses increased
by $1,267 million. Of the increase, $423 million
comprised net profit of the businesses, $806 million
represented the appraisal value uplift and the balance of
$38 million represented the net capital movements. The
appraisal value uplift comprises two elements. Firstly,
$332 million arising from realised Colonial integration
synergy benefits relating to the life insurance and funds
management businesses which have been offset directly
against goodwill; and secondly, $474 million of operating
appraisal value uplift reflected in profit.

Goodwill Amortisation

The goodwill amortisation charged in determining
the result for the year was $338 million.

Key Performance Measures

Return on average shareholders' equity 13.50%
cash basis 12.83%
Earnings per share (cents) 190
cash basis 179

Total assets held and funds under
management $307bn

Integration of Colonial

Significant progress has been made on the
integration of the Colonial businesses into the Group.
Based on the work completed to date, cost and revenue
synergies are expected to exceed the business case
estimate of $380 million. The current forecast of the
annualised synergies that will be realised when the
integration is completed (targeted for 30 June 2003) is of
the order of $450 million.

Additional costs associated with the integration
work were identified during Financial Year 2001 resulting
in a$145 million increase in the provision for integration
costs (before tax), bringing total once off integration costs
to $545 million.

The major milestone achieved during Financial Year
2001 was the integration of Colonial State Bank, which
involved combining the distribution networks and the
conversion of the Colonial product systems to equivalent
Commonwealth Bank product systems.

A new network staffing structure was introduced in
October 2000, integrating the most effective sales and
service elements of Commonwealth Bank and Colonial
into a single, streamlined and customer focussed delivery
system. Along with this new structure, 367 Colonial
branches were amalgamated or absorbed into the
Commonwealth Bank branch network and two new call
centres were established.

@ Australian Accounting Standard AASB 1038: Life
Insurance Business requires that all investments
owned by a life company be recorded at market
value. The ‘'appraisal value uplift' is the periodic
movement in the Balance Sheet asset 'excess of
market value over net assets'.
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Group Performance Summary

Year Ended 30 June

2001 2000
$M $M
Profit and Loss - Summary
Operating profit after tax (‘cash basis @) 2,262 1,678
Operating profit after tax and abnormal items 2,398 2,700
Income
Interest income 11,900 8,842
Interest expense 7,426 5,123
Net interest income 4,474 3,719
Other banking operating income 2,381 1,951
Total banking income 6,855 5,670
Life insurance income @ 1,268 326
Funds management income 701 143
Total Income 8,824 6,139
Expenses
Operating expenses — existing operations 5,089 3,407
— business acquisitions and GST, net of synergies @ 81 -
Total operating expenses 5,170 3,407
Charge for bad and doubtful debts 385 196
Total Expenses 5,555 3,603
Operating profit before goodwill amortisation, 3,269 2,536
appraisal value uplift, abnormal items and
income tax
Income tax expense 993 820
Operating profit after income tax 2,276 1,716
Outside equity interests (14) (38)
Operating profit after income tax and before 2,262 1,678
goodwill amortisation, appraisal value uplift and
abnormal items
Abnormal items before tax © - 967
Income tax credit on abnormal items - 20
Appraisal value uplift 474 92
Goodwill amortisation (338) (57)
Operating profit after income tax attributable to
shareholders of the Bank 2,398 2,700
Contributions to profit (after tax)
Banking 1,793 1,513
Life insurance 320 129
Funds management 149 36
Profit after tax from operations (‘cash basis ") 2,262 1,678
Goodwill amortisation (338) (57)
Appraisal value uplift 474 92
Operating profit after income tax and before abnormal items 2,398 1,713
Abnormal items after tax ® - 987
Operating profit after income tax 2,398 2,700

@ '‘Cash basis' for the purpose of this performance
summary is defined as net profit after tax and
before abnormal items, goodwill amortisation and
life insurance and funds management appraisal
value uplift.

Included within life insurance income for Financial
Year 2001 is $94 million of tax relating to
policyholder income. This item is also included in
the income tax line in the above profit and loss. The
net impact on the net profit after tax is therefore nil.

@

®)

Business acquisitions include costs associated with
acquisitions in Financial Year 2000 including the
Australian State Street Master custody operations,
Trust Bank and the development of European
Banking which increased expenses by $90 million,
and net GST of $111 million. Offset against this
figure are the Colonial integration expense
synergies achieved to 30 June 2001 of $120 million.
Primarily includes 25% outside equity interest in the
ASB Group (a financial services group based in
New Zealand). In August 2000 the Group
purchased this 25% interest.

For a discussion of abnormal items, refer page 34
for further details.
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Group Performance Summary

Year Ended 30 June

2001 2000
$M $M
Balance Sheet - Summary
Total Assets 230,411 218,259
Total Liabilities 210,563 199,824
Shareholders' Equity 19,848 18,435
Assets held and Funds under management
On Balance Sheet Assets
Banking assets 191,333 185,108
Life funds under management 24,527 22,916
Other life insurance and funds management assets 14,551 10,235
230,411 218,259
Off Balance Sheet
Funds under management 76,954 65,266
307,365 283,525
Banking Assets 191,333 185,108
Life insurance and funds management assets 39,078 33,151
External funds under management 76,954 65,266
307,365 283,525
Shareholder Summary
Dividends per share (cents) - fully franked 136 130
Dividends provided for, reserved or paid ($million) 1,720 1,431
Dividend cover (times — before abnormals) 14 1.2
Dividend cover (times — cash) 1.3 14
Earnings per share (cents)
(basic & fully diluted)
before abnormal items 190 185
after abnormal items 190 291
cash basis @ 179 181
Dividend payout ratio (%) @
before abnormal items 71.2 83.5
after abnormal items 71.2 53.0
cash basis ® 75.5 85.3
Net tangible assets per share ($) 10.19 9.18
Weighted average number of shares (basic) 1,260m 927m
Shares at end of period 1,244m 1,260
Number of shareholders 709,647 788,791
Share prices for the period ($)
Trading high 34.15 27.95
Trading low 26.18 22.54
End (closing price) 34.15 27.69

(6]

Calculated in accordance with  Australian

®  Dividends paid divided by earnings. The ratios for

Accounting Standard AASB 1027: Earnings per Financial Year 2000 have been amended to the
Share. same basis as Financial Year 2001. Previously this
'‘Cash basis' for the purpose of this performance ratio was calculated as Dividend per share divided
summary is defined as net profit after tax and by Earnings per share. Financial Year 2001
before abnormal items, before goodwill amortisation excludes dividends on preference shares of
and life insurance and funds management appraisal $9 million.

value uplift. The 30 June 2000 dividend payout ratio

was inflated by the payment of the final dividend to

Colonial shareholders, but the Colonial Group only

contributed 17 days profit to the Financial Year

2000 result.

@)
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Group Performance Summary

Year Ended 30 June

2001 2000
% %

Performance Ratios (%)
Return on average shareholders' equity ©
before abnormal items 13.50 22.06
after abnormal items 13.50 34.78
cash basis 12.83 2161
Return on average total assets ¥
before abnormal items 1.07 1.08
after abnormal items 1.07 1.70
cash basis 1.01 1.06
Capital adequacy - Tier 1 6.51 7.49
Capital adequacy - Tier 2 4.18 4,75
Deductions (1.53) (2.49)
Capital adequacy - Total 9.16 9.75
Productivity
Cost to total average assets ratio © 2.30 2.15
Cost to assets held and funds under management ©® 1.75 1.85
Staff expense/Total operating income “ 26.75 27.77
Total operating income per FTE ¢ $252,400 $211,842
Cost to income ratios (%)
Banking 57.70 55.80
Funds management 67.10 67.30
Life insurance 59.50 46.00
Other Information (numbers)
Full time staff 31,976 34,154
Part time staff 7,161 7,383
Full time staff equivalent 34,960 37,131

(€8]

Ratio based on operating profit after tax and outside
equity interest applied to average shareholders
equity, excluding outside equity interests.

Based on operating profit after tax and outside
equity interest. Averages are based on beginning
and end of year balances. 30 June 2000 includes
Colonial assets weighted for the 17 days from
13 June 2000 to 30 June 2000.

®)

@)

30 June 2000 includes Colonial assets weighted for
the 17 days from 13 June 2000 to 30 June 2000.

30 June 2000 includes Colonial full time equivalent
('FTE") staff numbers weighted for the 17 days from
13 June 2000 to 30 June 2000.
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Financial Review

Selected Consolidated Financial and Operating Data

Year ended 30 June
2001 2001 2000 1999 1998 1997

(A$ millions, except where indicated)

Selected Consolidated Income Statement Data US$M
Australian GAAP
Interest income 6,069 11,900 8,842 7,745 7,605 7,989
Interest expense (3,787) (7,426) (5,123) (4,218) (4,208) (4,597)
Net Interest income 2,282 4,474 3,719 3,527 3,397 3,392
Charge for bad and doubtful debts (196) (385) (196) (247) (233) (98)
Non interest income @ 2,460 4,824 2,512 1,997 1,833 1,489
Operating expenses (incl. Goodwill) (2,809) (5,508) (3,464) (3,117) (3,085) (2,967)
Operating profit before income
tax and abnormal items 1,737 3,405 2,571 2,160 1,912 1,816
Income tax expense attributable to
operating profit before abnormal items (506) (993) (820) (714) (641) (588)
Operating profit after income
tax and before abnormal items 1,231 2,412 1,751 1,446 1,271 1,228
Abnormal (expense)/income
before income tax - - 967 - (570) (200)
Abnormal income tax (expense)/credit - - (20) - 409 72
Operating profit after
income tax and abnormal items 1,231 2,412 2,738 1,446 1,110 1,100
Outside equity interest (7) (14) (38) (24) (20) (22)
Net income 1,224 2,398 2,700 1,422 1,090 1,078
Dividends declared ($) 1,720 1,431 1,063 955 941
Weighted average number of shares (basis) 1,260m 927m 927 930m 917m
Earnings per share before abnormal items (cents) 190.0 184.8 153.4 1345 131.2
Earnings per share after abnormal items (cents) 190.0 291.3 153.4 117.2 117.2
Dividends per share (cents) 136 130 115 104 102
Dividends payout ratio (%) @ 71.2 83.5 74.7 76.3 78.0
Adjusted for US GAAP
Operating profit after income tax 809 1,586 1,502 1,494 796 1,082
Earnings per share after abnormal items (cents) 63.85 125.2 162.0 161.2 85.6 118.0

@ Financial Year 2001 includes $474 million in appraisal value uplift relating to life insurance business.
@ Dividends per share divided by earnings per share (before abnormal items). Prior Financial Years have been restated
to a comparable basis.

Exchange Rates

For each of the Bank's Financial Years indicated, the average noon buying rate in New York City for cable transfers in
Australian Dollars as certified for customer purposes by the Federal Reserve Bank of New York (the 'Noon Buying Rate') are
set out below, together with the high and low rates for the previous six months.

Year Ended 30 June

2001 2000 1999 1998 1997

(expressed in US dollars per $1.00)
Period End 0.5100 0.5971 0.6611 0.6208 0.7550
Average Rate 0.5372 0.6284 0.6273 0.6809 0.7814

On 13 November 2001, the Noon Buying Rate was US$0.5199 = $1.00.
The Noon Buying Rate on 29 June 2000 was US$0.5100 = $1.00.

October September August July June May

(expressed in US dollars per $1.00)
High 0.5139 0.5230 0.5362 0.5162 0.5276 0.5290
Low 0.4923 0.4841 0.5130 0.5048 0.5062 0.5068
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Financial Review

At 30 June
2001 2001 2000 1999 1998 1997
(A$ millions, except where indicated)
Consolidated Balance Sheet Data
(at year end) US$M
Australian GAAP
Assets
Cash and short term liquid assets 1,892 3,709 2,575 1,814 1,526 2,007
Due from other banks 2,357 4,622 5,154 1,206 3,448 4,839
Trading securities 3,524 6,909 7,347 4,708 4,009 2,635
Investment securities 4,950 9,705 9,149 7,187 6,858 9,233
Loans, advances and other receivables 69,390 136,059 132,263 101,837 89,816 81,632
Bank acceptances of customers 6,158 12,075 11,107 9,672 9,727 8,874
Life insurance investment assets 15,919 31,213 26,448 - - -
Statutory deposits with Central Banks 31 61 46 953 832 797
Property, plant and equipment 469 919 1,073 1,001 1,662 2,010
Investments in associates 204 400 403 281 276 -
Intangible Assets 5,535 10,852 10,257 491 531 574
Other assets 7,082 13,887 11,849 8,946 11,859 7,502
Total Assets 117,511 230,411 218,259 138,096 130,544 120,103
Liabilities
Deposits and other public borrowings 59,851 117,355 112,594 93,428 83,886 77,880
Due to other banks 3,521 6,903 4,633 3,249 3,397 3,621
Bank acceptances 6,158 12,075 11,107 9,672 9,727 8,874
Provision for dividend 397 779 708 472 321 291
Income tax liability 691 1,355 1,823 1,410 1,099 925
Other provisions 514 1,007 1,554 805 875 835
Life insurance policy liabilities 13,785 27,029 25,282 - - -
Debt issues 12,487 24,484 25,275 10,763 10,608 10,154
Bills payable and other liabilities 7,075 13,872 11,549 8,507 10,746 7,698
104,479 204,859 194,525 128,306 120,659 110,278
Loan capital @ 2,909 5,704 5,299 2,828 2,996 2,801
Total liabilities and loan capital 107,388 210,563 199,824 131,134 123,655 113,079
Total Shareholders' Equity @ 10,123 19,848 18,435 6,962 6,889 7,024
Adjusted for US GAAP
Total Assets 129,262 235,807 221,220 149,054 139,460 128,253
Shareholders' equity © 8,280 16,236 16,022 7,659 7,631 7,783
Consolidated Operating Data
(number) (at year end)
Full time staff 31,976 34,154 26,394 28,034 30,566
Part time staff 7,161 7,383 6,655 6,968 7,364
Full time staff equivalent 34,960 37,131 28,964 30,743 33,543
Branches/service centres (Australia) 1,161 1,387 1,162 1,218 1,334
Agencies (Australia) 3,927 4,081 3,934 4,015 4,205

[65)
@
(©)]

Represents interest bearing liabilities qualifying as regulatory capital.

Including minority interests.
Exclusive of minority interests.
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Year ended 30 June

2001 2001 2000 1999 1998 1997
(A$ millions, except where indicated)

Consolidated Ratios and Operating Data US$M
Australian GAAP
Profitability
Net Interest Margin (%) @ 2.78 2.88 3.09 3.33 3.53
Interest Spread (%) @ 2.32 2.47 2.69 2.85 2.92
Return on average shareholders' equity ©

before abnormal items (%) 13.50 22.06 20.54 18.48 18.16

after abnormal items (%) 13.50 34.78 20.54 16.10 16.39
Return on average total assets ¥

before abnormal items (%) 1.07 1.08 1.06 1.01 1.05

after abnormal items (%) 1.07 1.70 1.06 0.87 0.94
Productivity
Total operating income per full time (equivalent)
employee ($) 128,724 252,400 211,842 190,720 170,120 145,515
Staff expense/total operating income (%) 26.7 27.8 29.0 31.0 34.0
Total operating expenses excluding goodwill
amortisation/total operating income (%) 58.6 55.5 55.6 58.1 59.9
Ratio of earnings to fixed charges 15 1.7 15 1.3 1.3
Capital Adequacy (at year end)
Risk weighted assets 70,575 138,383 128,484 99,556 94,431 86,468
Tier 1 capital 4,508 9,015 9,618 7,021 7,617 7,468
Tier 2 capital 2,950 5,784 6,097 3,109 2,666 2,437
Total capital ® 6,467 12,680 12,518 9,342 9,902 9,418
Tier 1 capital/risk weighted assets (%) 6.51 7.49 7.05 8.07 8.64
Tier 2 capital/risk weighted assets (%) 4.18 4.75 3.12 2.82 2.82
Total capital/risk weighted assets (%) 9.16 9.75 9.38 10.49 10.89
Average shareholders' equity/average total assets (%) 8.06 4.81 5.14 5.70 5.79
Adjusted for US GAAP
Net income as a percentage of year end:
Total assets 0.67 0.68 1.00 0.57 0.84
Shareholders' equity 9.77 9.37 19.51 10.43 13.90
Dividends as a percentage of net income 92.21 95.27 71.15 119.97 86.97
Shareholders' equity as a percentage of total assets 6.89 7.24 5.14 5.47 6.07
Ratio of earnings to fixed charges 14 15 15 1.3 1.3
@ Net interest income divided by average interest @ Total operating income represents net interest

@)

@®)

earning assets for the year.

Difference between the average interest rate
earned and the average interest rate paid on funds.

Calculations based on operating profit after tax and
outside equity interests applied to average
shareholders' equity.

®)
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income before deducting charges for bad and
doubtful debts plus non interest income.

Represents Tier 1 capital and Tier 2 capital less
deductions under statutory guidelines imposed by
the Reserve Bank of Australia. Deductions include
investment in Commonwealth Life Limited,
Commonwealth Insurance Limited, Commonwealth
Funds Management Limited and other banks'
capital instruments.
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Financial Review

Year ended 30 June

2001 2001 2000 1999 1998 1997
Consolidated Ratios And Operating Data USsMm (A$ millions, except where indicated)
Australian GAAP
Asset Quality Data @ @
Non accrual loans ® 330 647 1,001 574 742 797
Total impaired assets (net of interest reserved) 331 649 1,004 589 742 797
Specific provisions for impairment 119 234 432 275 279 241
General provisions for impairment 713 1,399 1,358 1,081 1,076 690
Net impaired assets (net of interest reserved) 212 415 572 314 466 556
Total provisions for impairment/average credit risk (%) © 0.8 1.0 0.9 1.0 0.8
Charge for bad and doubtful debts/average credit risk (%) © 0.2 0.1 0.2 0.2 0.1
Gross impaired assets/credit risk(%) © 0.3 0.5 0.4 0.5 0.6
Net impaired assets/total shareholders' equity (%) 2.1 3.1 4,5 6.8 7.9
General provision for impairment/risk weighted assets (%) 1.0 1.1 1.1 1.1 0.8

@ The Bank adopted the disclosure requirements for

impaired Assets contained in AASB 1032: Specific
Disclosures by Financial Institutions with effect from
the 1997 Financial Year. The policies introduced by
the Bank with effect from 1 July 1994, incorporating
the Reserve Bank guidelines issued in
December 1993, meet the requirements of
AASB 1032.

All impaired asset balances and ratios are net of
interest reserved.

Non accrual facilities comprise any credit risk
exposure where a specific provision for impairment
has been raised, or is maintained on a cash basis
because of significant deterioration in the financial
position of the borrower, or where loss of principal
or interest is anticipated.

Total impaired assets comprise non accrual loans,
restructured loans, Other Real Estate Owned

@

®)

)

Segment Performance

Performance summaries for the major segments of
the Group (Banking, Funds Management and Life
Insurance) for Financial Years 1999, 2000 and 2001 are
detailed in Note 33 to the Financial Statements.

Risk Factors

This section describes the principal risk factors that
could affect the Group's businesses. The factors below
should be considered in connection with any forward-
looking statements in this Form 20-F and the Integrated
Risk Management section of this report as detailed on
pages 35 to 37. The Integrated Risk Management section
provides details on how the Group manages risk in
respect of credit, market, operational, life insurance,
derivatives and business continuity.

The risks below are not the only ones that the
Group faces — some risks that the Group does not
currently believe to be material could turn out to be
material at a later stage. All of these risks could materially
affect the Group's business, its revenues, operating
income, net income, net assets, liquidity and capital
resources.

General Economy and Credit Risk

As a financial group whose core businesses are
banking, life insurance and funds management, the
performance of the Group is affected by the state of the
economy. The results of the Group in recent years have
benefited from historically high rates of growth of the
Australian economy, low unemployment and historically
low rates of inflation.

A downturn in the Australian and New Zealand
economies could adversely impact future results and
would likely contribute to an increase in the amount
overdue on individual loans. Recessive economic cycles
also have a negative influence on liquidity levels, credit
defaults of corporations and other borrowers and return
on assets.
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(OREOQ) assets and Other Assets Acquired Through
Security Enforcement (OAATSE).

®  Specific  provisions for impairment include

provisions raised against off balance sheet credit

risk.

Average credit risk is based on gross credit risk less

unearned income. Averages are based on current

and previous year end balances.

@ Gross credit risk less unearned income.

®  Numbers and ratios for 30 June 1998 have been
restated based on the amended definition of non
accruals introduced with effect from 31 December
1998. When a client is experiencing difficulties the
account is classified as a non accrual only where
a loss is expected, taking into account the level of
security held.

()

Regulatory Environment

The Group's banking and insurance activities are
subject to extensive regulation, mainly relating to liquidity
levels, solvency, provisioning, and insurance policy terms
and conditions.

The requirement to maintain certain levels of Tier 1
and Tier 2 eligible capital limits the development of
lending activity, or, alternatively, requires the issue of
additional equity capital or subordinated debt, which are
expensive sources of funds to the Group. Any change in
regulation to increase the requirements for capital
adequacy could have an adverse impact on the Group's
results of operations.

The Australian Labor Party, major opposition
political party, has prior to the general election on
10 November 2001, released a Plan for Banking which
proposes various measures which it sees as necessary to
make Australian banking services more affordable and
effective at the community level.

Market Risks, Interest Rate and Currency Risk

The Group is subject to the risks typical of banking
and insurance activities, such as interest rates fluctuation,
exchange rate variations and capital market volatility.
Many of these risks are outside the control of the Group.
For a description of these specific risks, see Note 39 to
the Financial Statements.

Operational and Life Insurance Risk

The Group is subject to operational and life
insurance risks. These risks are described in detail on
pages 36 and 37.

Competition

The Group faces intense competition in all of its
principal areas of operation and geographical markets.
Competition in the banking and funds management
markets has, however, had the most significant effect on
the Group's results and operations. Further details on the
competition faced by the Group is detailed in
'Competition' on page 42 of this report.
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OPERATING AND FINANCIAL REVIEW AND PROSPECTS

The following discussion is based on the Financial
Statements as prepared under Australian GAAP and
included on pages 57 through 171 of this report for the
Financial Year ended 30 June 2001.

A discussion of the differences between Australian
GAAP and US GAAP, and the impact of those differences
on the Financial Statements, is set out in Note 49 to the
Financial Statements.

OVERVIEW
Business Description

Commonwealth Bank of Australia provides
acomprehensive range of banking, financial and

insurance services primarily in Australia and New
Zealand. These services include personal, business and
corporate banking, life insurance and funds management.
On 13 June 2000 the Group acquired 100% of Colonial
Limited (Colonial) a life insurance, banking and funds
management group. Colonial had operations in Australia,
New Zealand, the United Kingdom and throughout Asia
and the Pacific.

The Commonwealth Bank of Australia became the
successor in law to the State Bank of New South Wales
(known as Colonial State Bank) and to all the assets and
liabilities of State Bank of New South Wales effective on
4 June 2001 pursuant to legislation.

As at 30 June 2001, the Commonwealth Bank of
Australia Group had:

. total consolidated assets of over $230 billion; and
. over $307 billion of assets held and funds under
management.

The Group's operations are conducted primarily in
Australia. For Financial Year 2001, Australia contributed
83% of revenue, 93% of net profit and as at 30 June 2001
accounted for 86% of the Group's assets. The Group is
represented internationally through branches in London,
New York, Singapore, Tokyo, Hong Kong and Grand
Cayman and operations in the Philippines, Fiji, Thailand,
Indonesia, Malaysia, China and Vietnam.

The Group's revenue and net profit are principally
derived from its banking operations, which comprised
79% of revenue and 75% of net profit on a Group basis
for Financial Year 2001. With the acquisition of Colonial,
fee based activities including life insurance, funds
management and finance operations represent a growing
proportion of the Group's revenue and net profit.

Strategic Initiatives

The demand for banking and financial services is
being driven by three major forces:

L] The convergence of technology and information,
with the Internet a significant influence.

. The need to provide relevant long term savings and
investment products for an ageing population.

L] The need to satisfy the day to day individual
requirements of personal and business customers.
Changing customer needs are heightening the

demand for information and advice, but are also

encouraging demands for more regulation.
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A more challenging, uncertain environment,
continuing pressure on margins and a weaker Australian
currency each pose significant challenges to the Group.

Within this globalising yet more customer focused
environment, the Group's major assets are its domestic
scale and management capabilities in Australia,
a pre-eminent brand and a strong, diversified business
mix.

Consistent with this context, the Group's vision is to
be recognised as having the best brands in helping
customers manage and build wealth.

A set of business goals underpins the achievement
of the Group's vision. Each operating division in turn has
a series of strategies that are consistent with, and
directed at the collective achievement of those business
goals, which are to:
= Provide customised service to grow revenue per

customer.

] Develop the best team.
L] Develop offshore opportunities.
Ll Achieve global best-practice costs.

The strategic emphasis is on wealth management
services that are aligned to customers' needs, and the
use of technology to improve both service and
productivity.

Outlook Statement

Recovery in the major global economies continues
to be uncertain putting at risk the sustainability of current
growth rates in Australia, even with a historically low
exchange rate. Interest rates are expected to remain low,
around the levels of the past six months. Equities markets
are expected to continue to reflect uncertainty about the
global economy and corporate earnings.

Credit quality in the business sector is expected to
continue to weaken reflecting the normal lag from an
economic slow -down. However, low interest rates should
moderate the severity of the credit cycle.

Uncertainty in the equities markets may affect
investment returns in the insurance businesses and
dampen revenue on investment management activities;
however, continued growth of retail funds should be
achieved in the light of the current momentum in the
business and Australian Government's policy on
superannuation. Lending volumes are expected to
continue at recently achieved growth rates, supported by
low interest rates and reasonable demand for credit.
However, bank margins are expected to continue to
decline reflecting the competitive environment witnessed
over recent years.

With the completion of the critical phases of the
Colonial integration, the Bank believes that it is positioned
to achieve the benefits of integration synergies. The Bank
also expects that its strategic investments, including the
Colonial merger, will improve its competitive position by
enhancing customer service, revenue and efficiency.

Directors expect that the Group will continue to
maintain a high ratio of dividends to cash earnings
relative to peer financial institutions.
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Banking — Performance Summary

The contribution to profit from the Group's banking business has increased 19% from $1,513 million in Financial Year
2000 to $1,793 million in Financial Year 2001. Net interest earnings increased by 20% to $4,474 million in Financial Year
2001 and other banking income increased by 22% to $2,381 million. Average interest earning assets increased by 24% to

$161 billion in Financial Year 2001.

Year Ended 30 June

2001 2000
$M $M

Operating Profit after Tax from operations @ 1,793 1,513
Lending Assets @ 149,776 145,159
Average interest earning assets 160,607 129,163
Average interest bearing liabilities 145,978 117,075
Risk weighted assets 138,383 128,484
Net impaired assets 415 572
Performance Ratios (%)
Net interest margin 2.78 2.88
General provision/Risk weighted assets 1.01 1.06
Total provisions/Gross Impaired assets
(net of interest reserved) 251.6 178.3
Non-interest income/Total operating income 34.7 34.2
Cost to average assets ratio 2.1 2.0
Cost to income ratio 57.7 55.8
Other Information (numbers)
Branches/service centres (Australia) @ 1,066 1,441
Agencies (Australia) ¥ 3,928 4,020
ATMs ® 3,910 4,141
EFTPOS terminals 122,074 116,064
EzyBanking sites 659 603

Banking Margin®

The ratio of total banking income to average total
banking assets (including securitisation) has declined
from 4.36% for Financial Year 1996 to 3.58% for
Financial Year 2001. This reflects the decrease in net
interest margins over this period, but have only been
partly offset by increases in other sources of banking
income, leading to the lower net cost of banking to
customers.

Despite this, the Group's profit after tax from the
Banking businesses has continued to grow over this
period, reflecting strong asset growth, new service lines
and cost efficiencies.
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®)

Represents operating profit after tax and outside
equity interest and before goodwill amortisation and
abnormal items. The 30 June 2000 result includes
$6 million of Colonial profit for the period 13 June
2000 to 30 June 2000.

Lending Assets represents loans, advances and
receivables and bank acceptances excluding
provisions for bad and doubtful debts and
securitised balances. Securitised balances are not
included in lending assets and amounted to
$6.8 billion as at 30 June 2001 compared to
$3.0 billion as at 30 June 2000.

30 June 2000 data has been restated for
a definitional change where Colonial single point
operators have been reclassified to branches.
Includes Australia Post and private agencies.
Includes third party ATMs.

Banking Margin represents total Banking income
divided by total average Banking assets.
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Major Banking Balance Sheet Iltems 2001 2000
As at 30 June $M $M
Loans, advances and other receivables @
Gross Housing 80,284 73,744
Securitisation (6,773) (3,006)
Housing (net of securitisation) 73,511 70,738
Personal 7,768 8,533
Business 32,224 32,437
Corporate 24,198 22,343
Bank acceptances 12,075 11,108
Total lending assets 149,776 145,159
Trading securities
Corporate 6,909 7,347
Deposits and other public borrowings
Personal 58,620 56,337
Business 16,351 14,056
Corporate 42,384 42,201
117,355 112,594
Debt issues
Corporate 24,484 25,275

@ Loan balances are before provisions for impairment.

The following table sets forth the Group's Banking results for the Financial Years 1999, 2000 and 2001.

Year Ended 30 June

2001 2000 1999
Banking Operating Profit Summary $M $M $M
Interest income 11,900 8,842 7,745
Interest expense 7,426 5,123 4,218
Net interest income 4,474 3,719 3,627
Other operating income 2,381 1,951 1,743
Total operating income 6,855 5,670 5,270
Operating expenses 3,958 3,164 2,948
Underlying profit 2,897 2,506 2,322
Charge for bad and doubtful debts 385 196 247
Operating profit before abnormal items,
goodwill amortisation and income tax 2,512 2,310 2,075
Income tax expense 705 759 709
Outside equity interests 14 38 24
Operating profit after income tax, before
abnormal items and goodwill amortisation 1,793 1,513 1,342
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Banking — Business Analysis

(All  figures relate to Financial Year 2001.
All comparisons are to Financial Year 2000 unless
otherwise stated. Market share statistics exclude
ASB Bank.)

Total lending assets have grown by $4.6 billion to
$149.8 billion during Financial Year 2001. As at 30 June
2001, securitised home loan balances amounted to
$6.8 billion, an increase of $3.8 billion over the 2000
Financial Year. Allowing for this, gross lending assets
(which represents total lending assets before deducting
securitised assets and provision for impairment) have
increased by $8.4 billion or 6% to $156.5 billion at
30 June 2001 from $148.2 billion at 30 June 2000.

Despite this growth, the market has remained very
competitive and the Group has experienced a small
decline in market share in the major product groups over
the year. During the early part of Financial Year 2001,
while the Group focussed on the more complex planning
stages of integration, some business momentum was
lost. Over the second half of Financial Year 2001 the
Group regained part of this.

An analysis of the areas of growth is detailed below.

PERSONAL PRODUCTS

Housing Loans

The Group's home loan outstandings, including
securitisation, totalled $80.3 billion at 30 June 2001, a 9%
increase over the balance as at 30 June 2000.
Securitised balances were $6.8 billion as at 30 June 2001
compared to $3.0 billion as at 30 June 2000.

Growth in home loans was affected in the first half
of Financial Year 2001 by the impact of the Goods and
Services Tax (GST), the Sydney Olympics and significant
growth in non-traditional mortgage origination such as
mortgage broker channels. The Sydney 2000 Olympics
were held in September, which is the traditional peak
period for purchase and sale of property. However,
campaigns undertaken to drive balance sheet growth
resulted in stronger sales in the second half of Financial
Year 2001. The Group's total market share of home
loans, was 20.3% at 30 June 2001 (source: APRA 06/01)
compared to 18.7% at 30 June 2000.

Personal Lending

Personal Lending balances at 30 June 2001
amounted to $7.8 billion, a reduction of $0.8 billion
compared with the balance at 30 June 2000. The
principal balances included within Personal Lending are
credit card outstandings and personal loans. These are
discussed below.

Credit Cards

Credit card outstandings for the Group totalled just
over $3.8 billion at 30 June 2001, a 9% increase from the
balance of $3.5 billion at 30 June 2000.

The Group has maintained strong new cardholder
account growth during the Financial Year with the number
of cardholder accounts increasing to 2.8 million at
30 June 2001. The number of merchants increased to
over 146,000 during Financial Year 2001 with growth
encouraged through expanded Internet services to
merchants. The Group's market share of credit cards has
declined marginally to 26.3% as at 31 May 2001 from
27.8% at 30 June 2000 (Source: ABA).

Personal Loans

Personal loan outstandings for the Group totalled
$3.5 billion at 30 June 2001 compared with $4.2 billion as
at 30 June 2000. During the six months to 31 December
2000 the reduction was due partly to $0.5 billion of loans
to individuals for infrastructure borrowings which matured.
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The Group continues to hold the largest share of
the personal loan market with 21.9% at 30 June 2001
compared to 23.9% at 30 June 2000 (Source: APRA
06/01).

Deposit Products

As at 30 June 2001, the Group's retail deposit base
in Australia stood at approximately $58.6 billion, a 4%
increase from 30 June 2000. The Group is the largest
acceptor of retail deposits in Australia with a market
share of 24.0% as at 30 June 2001 compared with 25.3%
as at 30 June 2000 (Source: APRA All banks). However,
there was a planned reduction due to the non-renewal of
some high cost Colonial certificates of deposit with
consequent benefits to interest margins.

Share Trading

Commonwealth Securities maintained its position
as the leading broker in Australia in terms of the number
of transactions. The total number of clients increased by
21% from 537,000 as at 30 June 2000 to 652,000 as at
30 June 2001. Over 80% of Commonwealth Securities
trades are now conducted online with the balance by
telephone. Service and efficiency has been improved
through the launch of initiatives such as Voice Broker,
a speech recognition system and enhanced Straight
Through Processing across all channels.

BUSINESS PRODUCTS

Business Lending

At 30 June 2001, total Business Lending (excluding
bank acceptances) amounted to $32.2 billion,
representing a marginal decline from $32.4 billion at
30 June 2000.

Corporate Products

Corporate  Lending balances amounted to
$24.2 billion at 30 June 2001, representing an increase of
8% or $2 billion during the 2001 Financial Year.
Corporate Deposits have risen slightly to $42.4 billion
(including certificates of deposit) at 30 June 2001.

The Group's Institutional Banking Division services
the Group's corporate clients (with turnover of more than
$40 million per annum), Government entities and other
major financial institutions. The products offered include
financial markets, corporate finance, securities
underwriting, trading and distribution, equities, payments
and transaction services, investment management and
custody. Many of these products are offered globally to
match the international operations of the Group's clients.
Highlights during the year included the following:

Financial Markets

There was a strong growth in the contribution of
Financial Markets with an increase in Trading income due
to increased volume of client transactions and underlying
market volatility.

Financial Markets continues to offer a wide range of
risk management solutions to clients. New developments
this Financial Year included various energy risk
management transactions for clients using swaps and
options, the development of products related to the
environment including the creation of a consumer
oriented labelling programme with the Australian
Greenhouse Office, and the continual development of
financial risk management products including Best of Two
Asset Options, Margin Locks, Floating Rate Par Forwards
and Average Strike Options.
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Corporate Finance

Corporate Finance undertook a
substantial transactions during Financial
including:

L] A non-recourse project financing transaction in
Victoria for Pulse Energy to fund the acquisition of
retail gas and electricity customers in Victoria.

L] Joint lead underwriter and arranger of financing for
Billiton's acquisition of the Worsley Alumina
Refinery.

. Joint lead arranger for a syndicated facility for an
acquisition by CSL Limited.

. A cross border leasing transaction in the United
Kingdom on behalf of the Royal Mail.

L] Co-arranger of a debt package to support an
acquisition by Amatek Holdings.

Over $17 billion of capital was raised for clients in
Financial Year 2001 which represents a 49% growth on
that raised in Financial Year 2000. Of this amount 39%
was by originations, 36% financing by direct lending and
the balance by syndicated loans and equity.

Equity Capital Markets

The Group established a position in the equity
capital markets during the Financial Year and participated
in a number of raisings including managing the Initial
Public Offering of shares by PanPharmaceuticals and
underwriting and distributing the Resettable Preference
Share Issue for Australand Holdings.

Transaction Services

Transaction Services, which provides cash
management solutions for clients through corporate
accounts, payments and information  services,
experienced strong growth over the 2001 Financial Year.
The payments business is now positioned as a leader in
high volume payment processing and the Group is the
largest clearer in the domestic market.

Commonwealth Custodial Services

Commonwealth Custodial Services has
consolidated its position in the market with $74 billion of
assets under administration at 30 June 2001 (30 June
2000: $67 billion).

Customer Service

The Group operates the largest financial services
distribution network in Australia, with sales and service
provided through a wide range of direct customer contact,
self-service and third party channels. The integration of
the Colonial banking operations over Financial Year 2001
has further expanded the range of delivery options
available to our customers. Strategic emphasis is on
generating customer service, value and efficiency across
the distribution network, with a number of
transformational changes to management structures and
systems over Financial Year 2001 providing a strong
platform for future growth.

number of
Year 2001

Direct contact service channels

The combined branch network of Commonwealth
and Colonial was reduced by 375 during Financial Year
2001, from 1,441 as at 30 June 2000
(1,074 Commonwealth, 367 Colonial) to 1,066 as at
30June 2001. Included in this reduction were
290 integration-related amalgamations. In  addition,
536 branches were refurbished during the 2001 Financial
Year.
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In integrating Colonial operations, a key priority was
to ensure that the particular skills and competencies of
both organisations were effectively leveraged going
forward. A number of former Colonial franchisees have
been retained in key network roles, including 15 in
regional and rural locations. Through integration, awider
range of branch types is now available to customers, with
further reconfiguration of the network planned to better
meet the needs of specific locations and customer
segments. A new network structure introduced in
October 2000 is intended to draw on the best elements of
both organisations to improve alignment and customer
focus in key markets. Together with the implementation of
a new sales and service leadership system promoting
greater ownership, accountability and reward for
performance, these changes are expected to translate
into a more client focussed, efficient, effective and
committed delivery network.

In addition to branches, there were important
developments in a number of other direct customer
contact channels during the 2001 Financial Year.
A comprehensive transformation was undertaken of
management structures and systems across the Group's
Business Banking arm thereby allowing the number of
Business Banking Centres to be reduced from 97 to 83.

The Group's mobile banker sales force continues to
play an important role in the home loan market, meeting
customer demand for greater convenience and
accessibility. In support of the Group's strategy to be
positioned to meet the full financial needs of customers,
insurance managers have been appointed, trained and
accredited to meet the insurance risk needs of the
Commercial Business, Middle Market and Personal
Segments. As a result of the Colonial integration, the
combined Financial Advisor network of Financial
Planners and Investment Consultants has expanded to
670. This network is fully accredited to sell a suite of
internal and external products.

The Group's direct customer contact network
continues to be augmented by the alliance with Australia
Post. Personal Banking services are available at
3,738 Australia Post agencies across the country, and
following a successful trial, transactional banking services
for business clients has expanded to 112 Australia Post
locations.

Electronic and Direct Banking

Customer usage of direct and self-service banking
continued to gain pace in Financial Year 2001. The total
number of transactions performed in direct/electronic
channels increased by 22% during Financial Year 2001
while teller transactions continued to decline. As a result,
the proportion of total transactions carried out in-branch
was further reduced, from 18.8% in Financial Year 2000
to 15.6% in Financial Year 2001. NetBank customer
registrations surpassed 1.0 million, up from 320,000 as at
30 June 2000. Over the year, NetBank processed some
152 million transactions, an increase from 49 million in
Financial Year 2000. The Group's total online customers
numbered over 1.5 million (including Commonwealth
Securities Ltd customers) at 30 June 2001 compared to
850,000 at 30 June 2000.

Telephone banking password customers now
exceed 5 million (up 33%). During Financial Year 2001, in
excess of 110 million calls were received on the 132221
customer service line (up 11%), peaking at 2.5 million
calls per week. Two new call centres were established
over the year, designed to both meet public assurance
commitments arising from integration and to cater for our
expanding requirements going forward.
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ATM and EFTPOS usage continued to grow
strongly, with total transactions increasing 6% and 40%
respectively in Financial Year 2001 from Financial Year
2000. At 30 June 2001 the Group retained the largest
proprietary ATM and EFTPOS terminal networks in the
country (2,910 and 122,074 terminals respectively) plus
acquired the transactions of a further 1,000 third party
ATMs. This reflects the Bank's strategy of moving
customers' transactions from staffed branches to ATMs
and other electronic media to yield cost savings on a per
transaction basis.

Woolworths EzyBanking

Woolworths EzyBanking is available through
659 Woolworths stores throughout Australia. Sales of
transaction accounts (Ezy Action) and credit cards (Ezy
Mastercard) during Financial Year 2001 exceeded
expectations with more than 425,000 account holders
signed up as at 30 June 2001. This represented an
increase of 200% from 125,000 at 30 June 2000.
Approximately 35% of these customers are new to the
Commonwealth Bank Group.
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Third Party

Through the acquisition of Colonial Limited, the
Group has increased the range of distribution networks
previously used to include:

] Multi-agents (non-exclusive) and life brokers.
. Authorised financial planners through wholly owned

businesses.
. Independent financial planners.
. Insurance franchisers.

] Mortgage brokers.
Distributors in these new channels number over
5,000.

United Kingdom

Given the high level of competition, opportunities
are being explored to leverage the Group's presence in
the United Kingdom flowing from the Colonial acquisition.
This will involve merging the Newworld UK business with
the existing UK Wealth Management Business.

New Zealand Banking Operations

Growth in ASB's banking operations was
particularly strong in relation to personal, business and
rural lending. This contributed to a total annual lending
growth for total loans of 10%, compared to the market
annual growth rate of 3.7% (Source: PSCR — Reserve
Bank of New Zealand). Customer retention and customer
acquisition were important drivers of volume growth, with
the customer base increasing by 2.3% in Financial Year
2001 to reach over 880,000 customers.

At 30 June 2001, ASB Bank had total assets of
NZ$20.1 billion (2000: $17.3 billion), including total
advances of NZ$16.2 billion (2000 $14.4 billion).
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Results of Operations for the Financial Year 2001 versus Financial Year 2000 and Financial Year 2000 versus

Financial Year 1999

Net Interest Income

The following table sets forth the Group's net interest income for Financial Years 1999, 2000 and 2001.

Year Ended 30 June

2001 2000 1999
$M $M $M
Interest Income
Loans 10,246 7,663 6,806
Other financial institutions 280 191 165
Liquid assets 110 78 58
Trading securities 548 295 246
Investment securities 655 586 425
Dividends on redeemable preference shares 54 24 42
Other 7 5 3
Total Interest Income 11,900 8,842 7,745
Interest Expense
Deposits 5,042 3,773 3,353
Other financial institutions 328 297 207
Short term debt issues 902 671 393
Long term debt issues 759 171 106
Loan capital 374 210 155
Other 21 1 4
Total Interest Expense 7,426 5,123 4,218
Net Interest Income 4,474 3,719 3,527
Net Interest Income
30 June 2001 — 30 June 2000 (up 20%)
30 June 2000 — 30 June 1999 (up 5%)
Net interest income for Financial Year 2001 Net Interest Income for Financial Year 2000
increased by $755 million to $4,474 million from increased by $192 million to $3,719 million from
$3,719 million for Financial Year 2000. $3,527 million in Financial Year 1999. This increase

The increase in net interest income was the result
of the acquisition of Colonial in June 2000 and new
business growth in net interest earning assets. Average
interest earning assets grew by $32 billion or 25% from
$129 billion at 30 June 2000 to $161 billion at 30 June
2001. This generated additional net interest income,
which was offset by a decline in the net interest margin
from 2.88% to 2.78%.
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includes $22 million as a result of the inclusion of Colonial
Limited from 13 June 2000. Excluding Colonial, the
underlying growth for Financial Year 2000 was
$170 million or 4.8%.

The Net Interest Income movement for Financial
Year 2000 was the result of the impact of growth in
interest earning net assets, offset by a decline in interest
margins.
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The following table sets forth the effect on the Group's net interest income for Financial Year 2000 and Financial Year

2001 of changes in:

(i) average volume of interest earnings assets and interest bearing liabilities; and

(i) their respective interest rates during the relevant period.

Financial Year
2000 vs. 1999

Financial Year
2001 vs. 2000

Increase/(Decrease) Increase/(Decrease)
M $M

Due to changes in average volume of
interest earning assets and interest bearing liabilities 872 424
Due to changes in average interest rates 107 (232)
Due to days variance in period ® (10) -
Change in net interest income 755 192
Average interest earning assets grew from Average interest earning assets grew by

$129,163 million at 30 June 2000 to $160,607 million at
30 June 2001 (refer Note 4 to the Financial Statements).
Apart from increases arising from the acquisition of
Colonial, the growth in average interest earning assets
reflects:

A strong growth in home loans in the second half of
Financial Year 2000 as the market anticipated increased
prices following the introduction of the GST. Financial
Year 2001 had a slow first quarter in home lending,
where the introduction of the GST and post Sydney
Olympic factors contributed to softer market conditions.
The Sydney 2000 Olympics were held in
September 2000, traditionally the peak period for
purchase and sale of property. The staging of the
Olympics resulted in a significant decline in home sales
volume, before, during and after the games. This was
compounded by unexpected growth in the volume of
originations through mortgage brokers at the expense of
the commercial banks. Home loan volumes picked up
strongly over the rest of the 2001 Financial Year as a
result of an extensive advertising campaign supported by
'no establishment fee offers’, and an improvement in
market conditions. Growth in balances over the final
months of the Financial Year reflected a strong level of
home loan approvals.

Commercial lending in the six months to
31 December 2000 was slow, however during the second
half of Financial Year 2001 volumes improved providing
clear indications that the extensive rebuilding programme
undertaken across the network is driving improved
results.
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$14,892 million or 13% from $114,271 million at 30 June

1999 to $129,163 million (refer Note 4 to the Financial

Statements) at 30 June 2000. This growth added

$424 million to net interest income.

The main contributors to the growth in average
interest earning assets in Financial Year 2000 were
loans, advances and other receivables within Australia
which increased by 13.9% or $11,563 million from
$83,350 million to $94,913 million (refer Note 4 to the
Financial Statements). This growth was predominantly
within housing loans, term loans and overdrafts, together
with an increase resulting from the purchase of Credit
Lyonnais in July 1999. Average interest bearing liabilities
grew by 13.5% or $13,945 million from $103,130 million
to $117,075 million (refer Note 4 to the Financial
Statements), including certificates of deposit
(up $6.5 billion) and Debt Issues (up $4.7 billion).

However, as shown in the Group Interest Margins
and Spreads table below, group net interest margin
decreased by 0.21% from 3.09% in Financial Year 1999
to 2.88% in Financial Year 2000 principally as a result of:
] Intense competition resulting in reduced lending

margins (particularly in home loan markets).

L] Notwithstanding ongoing retail deposit growth and
maintenance of market share, the Bank increased
its reliance on higher cost wholesale funding in
order to finance the strong growth in assets during
Financial Year 2000.

] The market's anticipation of the RBA's action in
increasing official cash rates led to a widening in the
spread between cash and 90 day Bank Bill Rates,
further adding to the cost of wholesale funding.
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Group Interest Margins and Spreads

Interest spread represents the difference between
the average interest rate earned and the average interest
rate paid on funds.

Interest margin represents net interest income as
a percentage of average interest earning assets.

The calculations of margins and spreads for
Australia and Overseas include an allowance for transfer
of offshore funding used to finance onshore lending. The
lower overseas margins and spreads reflects the effect of
the wholesale funding nature of that business.

The following table sets forth the Group's interest spread and net interest margin for Financial Years 1999, 2000 and 2001.

Year Ended 30 June

2001 2000 1999
% % %
Australia
Interest spread ¥ 2.56 2.71 2.98
Benefit of net interest free liabilities, provisions and equity ¥ 0.43 0.42 0.39
Net interest margin 2.99 3.13 3.37
Overseas
Interest spread ¥ 1.06 1.22 1.39
Benefit of net interest free liabilities, provisions and equity * 0.55 0.30 0.38
Net interest margin 1.61 1.52 1.77
Group
Interest spread 2.32 2.47 2.69
Benefit of net interest free liabilities, provisions and equity 0.46 0.41 0.40
Net interest margin 2.78 2.88 3.09

@ Difference between the average interest rate
earned and the average interest rate paid on funds.
@ A portion of the Group's interest earning assets is
funded by net interest free liabilities and
shareholders' equity. The benefit to the Group of

Group Interest Margin

30 June 2001 — 30 June 2000 (down 10 basis points)
30 June 2000 — 30 June 1999 (down 21 basis points)

The Group's net interest margin declined from
2.88% in Financial Year 2000 to 2.78% in Financial Year
2001.

The Financial Year ending 30 June 2001, was the
first full financial year that included the banking business
of Colonial. The Colonial acquisition resulted in a decline
in interest margin for the Group. This was reflective of the
lower margin environment under which Colonial operated.
Apart from the Colonial acquisition there were a number
of other factors which impacted the average rate. In
addition to three cash rate increases in the latter part of
Financial Year 2000 there was also one cash rate
increase and three reductions in Financial Year 2001.
The net effect of the product repricing following these
changes was to put pressure on the net interest margin.
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these interest free funds is the amount it would cost
to replace them at the average cost of funds.

®  Net interest income divided by average interest
earning assets for the period.

Partly offsetting this was the benefit to net interest
margins from the difference of market driven short term
wholesale rates being below official cash rates during the
year due to an expectation by the market that official
rates would fall.

Average deposit balances on low interest paying
accounts were higher over the 2001 Financial Year than
the prior year, mainly as a result of businesses
accumulating their GST instalments. This benefited the
net interest margin by increasing the amount of interest
free liabilities.

The Group's net interest margin declined from
3.09% in Financial Year 1999 to 2.88% in Financial Year
2000. The decline in interest margins was reflective of
intense competition (particularly in the home loan market)
and the increased reliance of higher cost wholesale
funding to finance the strong growth in the Group's
assets.
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Other Banking Operating Income

The following table sets forth the Group's Other Banking Operating Income for Financial Years 1999, 2000 and 2001.

Year Ended 30 June

2001 2000 1999

™ $M $M

Lending fees 602 554 474
Commission and other fees 1,173 946 807
Trading income 426 311 273
Dividends 14 20 6
Net gain on investment securities 56 12 79
Net profit on sale of property, plant and equipment 25 13 24
General insurance premium income 107 103 94
Less general insurance claims (57) (55) (63)
Other 35 47 49
Total Other Banking Operating Income 2,381 1,951 1,743

Other Banking Operating Income

30 June 2001 — 30 June 2000 (up 22%)
30 June 2000 — 30 June 1999 (up 12%)

Other Banking Operating Income increased by 22%
or $430 million from $1,951 million in Financial Year 2000
to $2,381 million in Financial Year 2001. The principal
reasons for the overall increase are set out in the
individual categories below.

In Financial Year 2000 Other Banking Operating
Income increased by 12% or $208 million from
$1,743 million in Financial Year 1999 to $1,951 million.
This increase includes the initial impact of $67 million as
a result of the inclusion of Colonial Limited from 13 June
2000.

Lending Fees

30 June 2001 — 30 June 2000 (up 9%)
30 June 2000 — 30 June 1999 (up 17%)

Lending fees increased by 9% or $48 million to
$602 million during Financial Year 2001 due to the
inclusion of the Colonial for a full year, offset by a number
of nil entry and discounted home loan establishment fee
offers. These offers were part of the Group's strategy to
build lending balances to improve future earnings
potential. These lower establishment fees were partly
offset by increases in other lending fees based on higher
volumes.

During Financial Year 2000 lending fees grew by
17% or $80 million to $554 million due to improved
business volumes on owner occupied and investment
Home Loans and Corporate Lending.

Commission and Other Fees

30 June 2001 — 30 June 2000 (up 24%)
30 June 2000 — 30 June 1999 (up 17%)

Commissions and other fees increased by 24% or
$227 million to $1,173 million for Financial Year 2001.

Growth in commission and other fees has been
driven by the inclusion of Colonial for a full Financial Year
and Credit Cards with increased sales activity from both
merchants and cardholders.

Retail transaction fees for Financial Year 2001
represent 12% of Other Banking Operating income
(4% of total Banking Operating income) which is
consistent with Financial Year 2000.

Commissions and other fees increased by 17% or
$139 million to $946 million in Financial Year 2000.

During Financial Year 2000 credit card activity was
strong with a 13% increase in the number of merchants
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and an 8% increase in the number of cardholders. The
success of Commonwealth Securities also improved
brokerage fee income, with a 130% increase in the
number of transactions over the year to 30 June 2000.

Trading Income

30 June 2001 — 30 June 2000 (up 37%)
30 June 2000 — 30 June 1999 (up 14%)

The Group's Financial Markets operations
contributed $426 million of trading income, representing
growth of 37% or $115 million from Financial Year 2000.
Trading income improved due to market volatility in the
interest rate and foreign exchange markets. Volumes of
client transactions grew significantly as a result of this
higher level of underlying volatility. This growth in trading
income did not result in significant additional risk
exposure.

Trading income increased from $273 million in
Financial Year 1999 to $311 million in Financial Year
2000, representing a 14% increase. A steepening in the
yield curve, which resulted in increased margins and
opportunities created by increased volatility in derivative
products helped improve trading income in Financial Year
2000.

Dividends

30 June 2001 — 30 June 2000 (down $6 million)
30 June 2000 — 30 June 1999 (up $14 million)

Income from dividends declined from $20 million in
Financial Year 2000 to $14 million in Financial Year 2001.

Dividend income represents dividends earned on
the Group's strategic investments.

Net Gain on Investment Securities

30 June 2001 — 30 June 2000 (up $44 million)
30 June 2000 — 30 June 1999 (down 85%)

Gains on Investment Securities increased from
$12 million in Financial Year 2000 to $56 million in
Financial Year 2001. Financial Year 2001 income
included the sale of the Brisbane Airport investment and
the sale of the Group's 50% interest in the financial
planning and funds management business, IPAC
Securities.

Net gain from investment securities declined from
$79 million in Financial Year 1999 to $12 million in
Financial Year 2000.

The gain in Financial Year 1999 primarily related to
the profit earned on the finalisation of the sale of certain
infrastructure assets.
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Net Profit on Sale of Property Plant and Equipment

30 June 2001 — 30 June 2000 (up $12 million)
30 June 2000 — 30 June 1999 (down 46%)

Net profit on select property, plant and equipment
increased from $13 million in Financial Year 2000 to
$25 million in Financial Year 2001. During Financial Year
2001 the Group continued its Sale and Leaseback
strategy, with the sale of several major properties within
the Sydney Central business district.

During Financial Year 2000, net profit on sale of
property, plant and equipment was $13 million, compared
to $24 million in Financial Year 1999. Financial Year 1999
included the listing of the Commonwealth Property Office
fund as part of the Sale and Leaseback programme.

Charge for Bad and Doubtful Debts

General Insurance Income (net of claims)

30 June 2001 — 30 June 2000 (up 4%)
30 June 2000 — 30 June 1999 (up 55%)

General Insurance premium income less claims
rose 4% to $50 million during the Financial Year 2001.
In Financial Year 2000 income from General Insurance
increased 10% or $9 million as aresult of increased
business levels. Income net of claims increased further
as a result of reduced claims experience. In the 1999
Financial Year general insurance claims totalled
$63 million. The high level of claims were associated with
a major hailstorm in Sydney.

The following table sets out the charge for bad and doubtful debts for Financial Years 1999, 2000 and 2001.

Year Ended 30 June

2001 2000 1999
™ $M $M

Specific Provisioning
New and increased provisioning 495 236 284
Less provisions no longer required (84) (96) (45)
Net specific provisioning 411 140 239
Provided from general provision (411) (140) (239)
Charge to profit and loss - - -
General provisioning
Direct write-offs 35 34 44
Recoveries of amounts previously written off (88) (54) (51)
Movement in general provision 27 76 15
Funding of specific provisions 411 140 239
Charge to profit and loss 385 196 247
Total Charge for Bad and Doubtful Debts 385 196 247
Provisions for Impairment
General Provisions 1,399 1,358 1,081
Specific Provisions 234 432 275
Total Provisions 1,633 1,790 1,356
Specific Provisions for impairment as a % of gross impaired assets net of interest
reserved (coverage ratio) 36.06 43.03 46.69
General provisions as a % of risk weighted assets 1.01 1.06 1.09

Total charge for bad and doubtful debts increased
by $189 million or 96% from $196 million in Financial
Year 2000 to $385 million during Financial Year 2001.
$62 million of the increase is due to the inclusion in
Financial Year 2001 of a full year's charge for the first
time from the Colonial merger. The remainder of the
increase primarily related to a small number of large
corporate exposures that became impaired and were
provisioned for potential loss.

Total charge for bad and doubtful debts decreased
from $247 million or by 21% in Financial Year 1999 to
$196 million during Financial Year 2000 reflecting strong
credit management and the stable Australian economic
environment.

Total Provisions for Impairment for the Group as at
30 June 2001 was $1,633 million, a decrease of
$157 million (8.8%) from $1,790 million at 30 June 2000.
This level of provisioning is considered adequate to cover
any bad debt write offs from the current lending portfolio
having regard to the current outlook.
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Specific provisions for impairment have decreased
46% from $432 million at 30 June 2000 to $234 million at
30 June 2001, primarily as a result of increased write offs
of the impaired asset portfolio including the effect of
applying the Commonwealth policy to Colonial portfolios.

The general provisions for impairment have
increased to $1,399 million at 30 June 2001 from
$1,358 million at 30 June 2000, an increase of 3%. The
general provision as a percentage of risk weighted assets
is at 1.01%, down from 1.06% at 30 June 2000. This level
is consistent with that of other major Australian banks.

Gross impaired assets less interest reserved have
decreased 35% from $1,004 million at 30 June 2000 to
$649 million at 30 June 2001. This has been primarily
due to additions to gross impaired assets (including
interest reserved) for the year of $707 million which have
been more than offset by write offs and realisations
totalling $1,125 million.

This has resulted in a decrease in the coverage
ratio of specific provisions to 36.06% at 30 June 2001
from 43.03% at 30 June 2000, reflecting the positive
management of impaired assets, which were generally
well provisioned, and have now been written off.
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Total Provisions for Impairment for the Group at
30 June 2000 were $1,790 million, an increase of 32% or
$434 million from 30 June 1999.

Specific provisions increased 57% during Financial
Year 2000 from $275million at 30 June 1999 to
$432 million at 30 June 2000. With the acquisition of
Colonial, gross impaired assets less interest reserved
increased 82% during Financial Year 2000 from
$589 million to $1,004 million.

This resulted in a decrease in the coverage ratio to
43.0% from 46.7%, reflecting improved recoverability of
a number of impaired assets, particularly within Asia.

Including Colonial, the general provision increased
to $1,358 million at 30 June 2000 from $1,081 million at
30 June 1999, an increase of 26%.

The general provision as a percentage of risk
weighted assets declined from 1.09% as at 30 June 1999
(excluding Colonial) to 1.06% (including Colonial) as at
30 June 2000.
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Events Subsequent to Balance Date

Following Pasminco being placed in voluntary
administration in September 2001, the Group advised
that its direct credit exposure was approximately
$340 million.

The Group has recourse to major overseas banks in
respect of further exposures of approximately $70 million.

The amount of any specific provision for loss will be
considered when information on the expected realisable
value of Pasminco’s assets is provided by the voluntary
administrator. This will be considered in the context of the
Group’s total provisions for loan impairment at 30 June
2001 of in excess of $1.6 billion.
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The funds management businesses have
contributed $149 million to the Group's result for Financial
Year 2001. This represents an increase of $113 million
over Financial Year 2000. The growth in operating profit
reflects the acquisition of Colonial First State Group in
June 2000 and strong growth in external funds under
management which have increased by $12 billion to

$77 billion. Funds management income operating has
increased to $739 million offset by an increase in variable
sales and processing expenses.

The following tables set forth the Group's Funds
Management result for Financial Years 1999, 2000 and
2001.

Year Ended 30 June

2001 2000 1999
$M $M $M

Funds Management
Operating income - external 701 143 97
Operating income - internal® 38 10 -
Total operating income 739 153 97
Operating expenses 496 103 64
Operating profit before tax 243 50 33
Income tax expense 94 14 9
Operating profit after tax 149 36 24

The Funds Management business manages both internal funds (Life Insurance statutory fund assets) and external
funds (wholesale and retail). The tables below show the split of each type of funds managed.

As at 30 June 2001 2000
M $M
Assets held and funds under management (FUM) @
Funds management 76,954 65,266
Internal life insurance funds 24,527 22,916
Total FUM 101,481 88,182
Other life and funds management assets © 14,551 10,235
Total 116,032 98,417
Australia 91,810 72,456
United Kingdom 14,953 19,202
New Zealand 4,650 3,270
Asia 4,619 3,489
Total 116,032 98,417
The analysis of the movement of funds by product category for Financial Year 2001 is as follows:
Portfolio
Opening and Other Closing
Balance Inflows Outflows®” Returns Balance
1 July 2000 30 June 2001
™ $™M $™M $M M
Funds Under Management (including Life Insurance)
Retail 24,554 20,616 (12,337) 1,115 33,948
Wholesale 40,712 13,228 (12,436) 1,502 43,006
Internal managed life 22,916 4,964 (5,045) 1,692 24,527
Total FUM 88,182 38,808 (29,818) 4,309 101,481
Other Life assets 10,235 3,051 - 1,265 14,551
Total 98,417 41,859 (29,818) 5,574 116,032
@ Income received from the life insurance business to (including excess of market value over net assets of

manage statutory funds.

@ Excludes non-Group funds under
custody and administration.

@ Includes life investment assets managed by parties
other than the Group funds management
businesses, and other non-investment life assets

trusteeship,
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life insurance subsidiaries).

@ Internal managed life outflows include the transfer
of $2.5 billion of funds during Financial Year 2001
relating to assets acquired by Winterthur as part of
the sale of Colonial UK Life.



COMMONWEALTH BANK OF AUSTRALIA AND CONTROLLED ENTITIES

Funds Management — Business Analysis

Funds Management Performance Analysis

Operating profit after tax for Financial Year 2001
has been driven by a strong growth in operating income,
which has increased to $739 million from $153 million in
Financial Year 2000. This growth in income is due to the
Colonial First State acquisition as part of the Colonial
Group purchase in June 2000 as well as due to the
increase of $13bhillion or 15% in total funds under
management (FUM) from $88 billion at 30 June 2000 to
$101 billion at 30 June 2001.

Expenses for the business reflect increased
volumes; however, some one off expenses were incurred
in integrating the acquisition of Stewart lvory Holdings
Limited into the First State business in the United
Kingdom.

Operating profit after tax increased from $24 million
in Financial Year 1999 to $36 million in Financial Year
2000. The increase in Financial Year 2000 reflects the
growth in income associated with the increase in funds
managed by Commonwealth Funds Management and the
inclusion of Colonial First State during June 2000.

Funds Under Management Performance

Total external FUM have increased by $11.7 billion
or 18% to $77 billion during the Financial Year 2001.
Internally managed life insurance FUM increased by 7%
or $1.6 billion during the Financial Year 2001. The
combined life insurance assets and funds under
management totalled $116 billion at 30 June 2001, an
increase of 18% from 30 June 2000.

The growth in assets held and funds under
management of nearly $18 billion to $116 billion was
achieved across retail ($9 billion), wholesale ($3 billion)
and life insurance assets ($6 billion).

Assets held and funds under management
increased from $28.8 bilion at 30 June 1999 to
$98.4 billion at 30 June 2000. The majority of this growth
is related to the acquisition of Colonial First State in
June 2000.

Colonial First State Investments

Colonial First State Investment's (CFSI) FUM grew
23% in Financial Year 2001. Strong growth was recorded
in both wholesale and retail funds. New business inflows
remained strong during Financial Year 2001.

The number of active accounts in Australia
increased from 565,000 at 30 June 2000 to 793,000 at
30 June 2001, representing an increase of 40%. This
enabled Colonial First State to improve its Australian
retail market share from 5.4% to 6.1%.

During Financial Year 2001, the property asset
management businesses of Commonwealth Property and
Colonial First Sate were merged, giving the combined
group approximately $12 billion in property assets under
management.
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Commonwealth Funds Management Group

Commonwealth Funds Management Group total
FUM grew by 6% during Financial Year 2001 due to
strong retail funds growth which increased 78% over the
year to $12 billion at 30 June 2001. This included the
transfer in of $2.3 billion of funds from Colonial Life,
which were previously managed by CFSI. Excluding this
transfer the increase was 44% for Financial Year 2001.
This growth reflected strong sales in retail unit trust (entry
fee product) and retail cash management trusts. As at
30 June 2001 $9 bhillion was managed on behalf of a
diverse range of wholesale clients, including state, local
and semi-government entities, corporations, investment
funds and superannuation funds.

New Products and Initiatives

The CFSI group continued to develop its
international business in the United Kingdom and Asia,
which trade under the name of First State Investments. In
the United Kingdom, the integration of the Stewart Ivory
business (acquired in March 2000) was completed, giving
the United Kingdom business a funds management and
private client platform for growth. In Hong Kong, a
number of new products were launched including the
New China Fund, which invests in Chinese corporations
through the Chinese and Hong Kong stock markets.

A number of enhancements to CFSI's online
services were made during the year including extensions
to FirstNet Adviser, an online service that allows advisors
enquiry access to their clients' investment details. CFSI
investors can transact online, with functionality allowing
additional investments to existing accounts, withdrawals
to a nominated bank account and switching of investment
monies between a range of Managed Investment Funds.

In May 2001, CFSI launched the Diversified Private
Equity Fund, a public offer fund that invests in a portfolio
of quality unlisted companies.
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The life insurance operations contributed As at 30 June 2001, life insurance assets totalled

$320 million to the Group's operating profit after tax for $39 billion, an increase of $6 bilion or 18% from
Financial Year 2001, compared with $129 million for the $33 hillion at 30 June 2000.
Financial Year 2000. This significant increase primarily Operating profit after tax for Financial Year 2000
reflects the acquisition of the Colonial life insurance was $129 million representing an increase of 25% or
business in June 2000. During Financial Year 2001 the $26 million over Financial Year 1999. This increase
life insurance result was contained by the effect of the reflects inclusion for a full year of Sovereign (acquired in
decline in world equity markets on investment earnings December 1998) and improved investment returns.

on life insurance funds, together with poor claims and

persistency experience which impacted upon the

performance in the life insurance operations.

The following table sets forth the Group's Life Insurance Income result for Financial Years 1999, 2000 and 2001.

Year Ended 30 June

Summary Profit and Loss 2001 2000 1999
(excluding abnormal income and appraisal value uplift) @ $M $M $M
Life Insurance

Margin on Services operating income — external 1,268 326 157
Operating expenses — external (716) (140) (58)
Operating expenses - internal @ (38) (10) -
Total expenses (754) (150) (58)
Operating profit before tax 514 176 99
Income tax expense/(benefit) 194 47 (4)
Operating profit after tax 320 129 103

@ For a discussion of abnormal income refer page 34. For a discussion of appraisal value uplift refer page 29.
@ Management charge paid to Funds Management business of the Group to manage statutory funds.

The table above details the operating income, The operating profit after tax relates to
operating expenses and tax expense from the Group's shareholders. In order to gain a more informative
life insurance businesses, based on the disclosure understanding of the shareholder profit after tax, the
required by Australian Accounting Standard AASB 1038: sources of profit are analysed in the table below.

Life Insurance Business.

It should be noted that income, operating expenses
and tax expense included in the table above include both
policyholders' and shareholders' components.

The table below details the sources of after tax profit from the Group's life insurance operations for Financial Years
1999, 2000 and 2001.
Year Ended 30 June

2001 2000 1999
$M $M $M
Sources of life insurance operating profit (excluding abnormal income) @
The Margin on Services operating profit after income tax is represented by:
Planned profit margins 257 121 83
Experience variation (63) (8) 10
New business losses / reversal of capitalised losses (2) 1 -
Operating margins 192 114 93
Investment earnings on assets in excess of policyholder liabilities ) 126 13 10
Other 2 2 -
Operating profit after tax 320 129 103

@ For a discussion of abnormal income refer page 34.
@ Includes a gain of $46 million in the Financial Year 2001 resulting from the transfer of certain strategic investments to
the life insurance business.
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Life Insurance — Business Analysis

Underlying results of life insurance businesses by geographical region
The table below details the underlying results of the Group's life insurance businesses by geographical region for

Financial Year 2001,

Australia New Zealand Asia Total Total

Year Ended 30 June 2001 2001 2001 2001 2000
$™M $™M $M $M $M

Operating Margins 190 23 (22) 192 114
Investment earnings on assets in excess of policyholder liabilities 129 (5) 2 126 13
Other - 1 1 2 2
Operating profit after tax 319 19 (18) 320 129

® For Financial Years 2000 and 1999, life insurance business was predominantly Australian.

Life Insurance operating margins in Australia for
Financial Year 2001 totalled $190 million. This result
reflects moderate policyholder investment returns, and
increased disability claims offset by growth in the
investment-linked portfolio, particularly superannuation
and allocated pension products. The adverse disability
trends experienced in the first six months of Financial
Year 2001 have been controlled through improvements in
claims management and repricing which are expected to
protect margins on this line of business in the future.

Expense synergies resulting from the integration
achieved to 30 June 2001 are reflected in the 2001
Financial Year operating margins. The expense synergies
reflect the benefits of the integration of the Colonial life
companies which occurred in the first six months of the
Financial Year 2000 and the benefits of the progressive
integration of the Colonial and Commonwealth life
companies in Financial Year 2001.

The Australian life business has experienced sales
pressure on its master fund business, although across
the Group this was largely compensated by strong sales
growth of complementary products by the funds
management businesses. While this did not materially
impact the profit margin in Financial Year 2001, it did
impact the life business appraisal value (refer Summary
of Life Insurance and Funds Management Valuations).

The Asian life insurance business reported a loss of
$21 million for Financial Year 2001. The primary driver of
this is persistency rates in Hong Kong. Although
persistency rates are improving, the residual effect from
large acquisitions of agents in 1998/99 (prior to the
Colonial acquisition by the Group) and continued higher
than optimal staff turnover continues to depress margins.

Investment returns on shareholders funds for
Financial Year 2001 (assets in excess of policyholder
liabilities) were $126 million. Investment returns were
effected in all regions by the global downturn in equity
markets and some investment write-downs within the
New Zealand portfolio. As part of a re-balancing of the
Group's exposure to equities, during the Financial Year
2001 certain strategic investments previously held by the
Bank, which were held at cost, were transferred to the life
insurance operations where assets are reported at
market value. This resulted in a gain of $46 million after
tax being reported within investment earnings on assets
held in excess of policyholder liabilities. Life insurance
assets in excess of liabilities amounted to approximately
$2.6 billion as at 30 June 2001. The Group has
maintained a balanced weighting between growth and
fixed interest investments during the period.

Year Ended 30 June

New Business — Life Insurance and Superannuation 2001 2000

M $M
Master Fund/Trusts 4,727 2,646
Risk 295 46
Annuities, bonds and other statutory fund products 901 348
Total 5,923 3,040

Details of the Group's new business mix for life
insurance products is set out in the above table.

The growth in New Business reflects the impact of
the Colonial acquisition of the life operations of the Group
together with details referred to below.

Growth in masterfund/trust products has been in
personal and corporate superannuation. Margins on
these products remain strong, and while there is some
pressure on third party originated business overall there
has been no margin compression.

Sales of life insurance bonds and traditional forms
of life insurance investment business within Australia
have fallen over the year. This is in line with expectations,
as investors switch to masterfund/trust products.
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Further growth in Australia is expected following the
introduction of a more comprehensive life insurance risk
product range to the branch network and the introduction
of specialist risk writers for both personal and business
lines. New member services are being developed to
strengthen the Group's offerings to this market.

With respect to the Asian operations the largest
areas of growth have been in Thailand following
expansion of its agency force, and Hong Kong following
the launch of the Mandatory Provident Fund (MPF).

The launch of the MPF funds is a one off event and
the impact that it had on the current year's new business
is not expected to be repeated in future years.

New Zealand growth has primarily been within the
risk products and the masterfund/trust product offerings.
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Summary of Life Insurance and Funds Management Valuations

The following table sets out the components of the
carrying values of the Group's life insurance and funds
management businesses as at 30 June 2001. These are

determined by independent actuaries Trowbridge
Consulting. The key actuarial assumptions that have

been used by the

independent actuaries are also

Directors' valuations based on appraisal values summarised.
As at 30 June 2001 Life Insurance Funds
Australia  New Zealand Asia® Management Total
$M M $M $M $M
Shareholders net tangible assets 1,643 236 719 269 2,867
Value of in force business 706 135 101 618 1,560
Embedded Value 2,349 371 820 887 4,427
Value of future new business 786 265 123 2,402 3,576
Carrying Value 3,135 636 943 3,289 8,003
30 June 2000 Carrying Value 3,015 604 875 2,242 6,736
Increase from 30 June 2000 120 32 68 1,047 1,267
Analysis of Movement since 30 June 2000 Life Insurance Funds
Australia New Zealand Asia Management Total
$M $M $M $M $M
Profits 273 @ 19 (18) 149 423
Opening Fair Value Adjustments - - (30) - (30)
Net Capital Movements © (269) 39 179 77 26
Transfers / Acquisitions of Business - - - 34 34
Change in Shareholders NTA 4 58 131 260 453
Synergies Credited to Goodwill 332 - - - 332
Transfers / Acquisitions of Business © (183) - - 191 8
Net Appraisal Value Uplift (33) (26) (63) 596 474
Increase to 30 June 2001 120 32 68 1,047 1,267
@ The Asian Life businesses are not held in the @ Includes dividends paid, capital injections and

market value environment and are carried at net
assets plus an excess representing the difference
between appraisal value and net assets at the time
of acquisition. This excess effectively represents
goodwill is being amortised on a straight line basis
over 20 years.

Excluding the gain of $46 million resulting from the
transfer of certain strategic investments to the life
insurance business.
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payments for investments in controlled entities.

@ Represents the inclusion of net assets for funds
management businesses not held in a market value
environment.

This item includes a transfer of business from the
life insurance business to the funds management
business ($183 million). Balance of $8 million
represents goodwill on acquisition of the Australian
operations of the State Street Master Custody
operations.

©®)
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Summary of Life Insurance and Funds Management Valuations

Change in Life Insurance and Funds Management
Valuations

The valuations adopted above have resulted in a
total valuation increase of $1,267 million since 30 June
2000.

The main components of the increase comprise:

] Total profits earned for Financial Year 2001 of
$423 million.

L] Opening fair value adjustments to the Asian life
operations totalling $30 million representing
changed assumptions on tax and investment
earnings in the opening valuation.

] Realisation of expense and revenue synergy
benefits arising on the Colonial integration of
$332 million. These have been credited against
goodwill.

L] Net appraisal value uplift of $474 million for
Financial Year 2001.

The net appraisal value uplift of $474 million
includes $596 million relating to the funds management
businesses. This reflects strong growth in funds under
management which have increased by 15% over the year
to 30 June 2001 and lower expense levels arising from
increased scale in the businesses.

Offsetting this, the life insurance businesses
appraisal values reduced by $122 million. This result
reflects lower than expected growth in sales volumes in
the Australian business and the impact of lower than
expected investment returns during the Financial Year
2001.

A partial write off of the 'excess' in relation to the
Asian life businesses and lower than expected business
persistency experience in the New Zealand business also
contributed to the reduced uplift.

Further details on the movement in carrying value
for the year are included in Note 34 to the Financial
Statements.
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Valuation Assumptions

The key changes in assumptions used in the life
insurance appraisal valuations since 30 June 2000 are:

] Investment earnings rates, discount rates and new
business growth rates have been reduced by 0.5%
to reflect changes in long term interest rates.

] New business volumes for life insurance business
in Australia have been slightly reduced reflecting
lower than expected growth in sales during the year
(refer Life Insurance Business Analysis).

L] A slight increase in disability claims in Australia and
New Zealand.

. Business persistency in New Zealand has been
reduced in light of recent poor persistency
experience.

The key changes in assumptions used in the funds
management appraisal valuations since 30 June 2000
are:

L] Investment earnings rates, discount rates and new
business growth rates have been reduced by 0.5%
to reflect changes in long term interest rates.

] New business volumes for the funds management
businesses have been increased based on
improved experience during the year.

] Expense levels for the funds management
businesses have decreased slightly reflecting
increased scale in the businesses.

Further details on actuarial assumptions can be
found in Note 34 to the Financial Statements.
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Group Operating Expense

The following table sets forth the Group's operating expenses for Financial Years 1999, 2000 and 2001.

Year Ended 30 June

2001 2000 1999
M $M $M
Staff Expenses
Salaries and wages 2,061 1,498 1,406
Superannuation contributions 12 2 1
Provision for long service leave 47 38 42
Provisions for other employee entitlements (20) 6 -
Payroll tax 99 75 77
Fringe benefits tax 48 33 34
Other staff expenses 103 53 44
Total Staff Expenses 2,360 1,705 1,604
Occupancy and Equipment Expenses
Operating lease rentals 329 208 158
Depreciation
Buildings 29 31 51
Leasehold improvements 45 28 26
Equipment 76 58 68
Repairs and maintenance 60 46 64
Other 65 66 88
Total Occupancy and Equipment Expenses 604 437 455
Information Technology Services
Projects and development 205 186 145
Data processing 219 144 141
Desktop 152 103 90
Communications 172 138 129
Total Information Technology Services 748 571 505
Other Expenses
Postage 108 81 76
Stationery 107 75 69
Fees and commissions 535 176 112
Other 708 362 249
Total Other Expenses 1,458 694 506
Total Operating Expenses 5,170 3,407 3,070
Operating Expenses
The Group's operating expenses have increased by Operating Expenses increased by 11% or

52% from $3,407 million for the Financial Year 2000 to

$5,170 million for Financial Year 2001.

The increase in expenses primarily relates to the
acquisition of Colonial Group in June 2000. This
acquisition accounted for approximately $1.4 billion in
additional operating expenses.

Other factors include:

. Volume related increases of $122 million,
predominantly relating to the Funds Management
businesses and increased loyalty costs in the Cards
business.

L] The finalisation of an enterprise bargaining
agreement with staff resulted in a 4% increase in
salaries effective from 1 July 2000. This added
$97 million to annual costs.

L] Asian expenses incurred in developing the life
insurance business in this region.

. Introduction of the GST ($111 million).

L] The costs of developing European banking, and

acquisition of State Street Master Custody
businesses.
The above increases are partly offset by

$120 million of Colonial integration savings made during
Financial Year 2001.

31

$337 million from $3,070 million in Financial Year 1999 to

$3,407 million during Financial Year 2000. This increase

includes the following amounts, predominantly within the

Information Technology Services and Other Expenses

categories:

" $58 million as a result of the inclusion of Colonial
Limited from 13 June 2000.

L] $48 million gross expenses as a result of the
adoption of the new life insurance accounting
standard, offset within other operating income and
tax expense, and the inclusion of Sovereign Ltd for

a full year.
. $52 million from increased investment in revenue
generating projects including eCommerce,

Woolworths Ezy Banking and European Banking,
together with infrastructure projects and system
changes in anticipation of the GST introduction.

" $71 million increase in costs directly related to the
success of certain revenue generating activities
such as Commonwealth Securites and True
Awards Loyalty program.
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Other Group Items

The table below details the Group's staff numbers as at 30 June 2001, 30 June 2000 and 30 June 1999. During
Financial Year 2001 staff reductions relating to the Colonial integration were in excess of 2,700 with a net increase in other

staff movements reflecting business growth.

Staff Numbers as at 30 June 2001 2000 1999
Full time staff 31,976 34,154 26,394
Part time staff 7,161 7,383 6,655
Full time staff equivalent 34,960 37,131 28,964
Australia 28,837 31,056 25,678
New Zealand 3,872 3,731 3,061
Other Overseas 2,251 2,344 225
Full time staff/total staff 81.7% 82.2% 79.9%
Part time staff/total staff 18.3% 17.8% 20.1%

Full time equivalent staff have been weighted for the lower costs per employee of staff on extended leave, for example,
maternity leave, unpaid sick leave or career break. Comparatives have been similarly adjusted.

Income Tax Expense

Year Ended 30 June

2001 2000 @ 1999
M $M $M
Banking 705 759 709
Funds Management 94 14 9
Life 194 47 (4)
993 820 714

Effective tax rate
Banking 28% 33% 34%
Funds Management 39% 28% 27%
Life Insurance (Policyholder and Corporate) 38% 27% -

@ Income tax expense before abnormal items.

The income tax expense for Financial Year 2001
was $993 million compared with $820 million for Financial
Year 2000. The tax expense for Financial Year 2001
consists of corporate tax of $889 million and policyholder
tax of $94 million. Corporate taxation for Financial Year
2001 reflects the drop in the corporate tax rate in
Australia from 36% to 34% and the recognition of
previously unrecognised overseas tax losses. For
Financial Year 2002 and beyond the corporate tax rate is
scheduled to drop to 30% due to changes in the
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Australian tax laws. The policy holder tax expense for
Financial Year 2001 was impacted by the weaker
investment returns on behalf of policyholders resulting in
lower tax paid.

Income tax expense for Financial Year 2000 was
$820 million compared to $714 million for Financial Year
1999. The effective tax rate for the Group declined from
33.1% in Financial Year 1999 to 31.9% in Financial Year
2000. This was predominantly due to an increase in non-
assessable life insurance income.
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Restructuring Provisions and Fair Value Adjustments

The following table highlights the restructuring provisions and fair value adjustments raised as part of the acquisition of
Colonial Limited at 30 June 2000 and subsequent revisions at 30 June 2001.

Expenditure

Actual Financial Year

Balance Ended Revised Increase Reported
30June 2001 30June 2001 30 June 2001 30 June 2000
$M $M $M $M M

Restructuring Costs
- Colonial 195 244 439 145 294
- Commonwealth Bank 6 100 106 - 106
Total restructuring costs (pre tax) 201 344 545 145 400
Net of Tax 142 275 417 87 330

Actual Revision

Balance Financial Year Ended Reported
30 June 2001 30 June 2001 30 June 2000
$M $M M
Fair Value Adjustments 637 162 475
Net of Tax 478 151 327

Provisions for restructuring costs of $400 million
($330 million after tax) were raised at 30 June 2000.
These provisions covered the estimated costs, based on
information then available, of integrating the Colonial
operations (acquired 13 June 2000) into the Group,
including the rationalisation of processing and
administrative functions. The principal costs associated
with this programme are in the area of redundancy,
property and systems.

An additional $145 million ($87 million after tax) was
added to the provision during Financial Year 2001 to
cover the forecast additional costs of integration. The
additional costs are primarily in the area of staff
redundancies and information technology contract
termination costs.

During Financial Year 2001, restructuring costs of
$344 million were charged against the provision. These
expenses included redundancy and other staff payments
of $100 million, occupancy costs of $45 million,
information technology costs of $95 million and other staff
costs of $24 million.
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Fair value adjustments of $475 million ($327 million
net of tax) were raised at 30 June 2000. These fair value
adjustments principally related to write offs of capitalised
systems costs in accordance with Commonwealth Bank
accounting policy and additional general provisioning for
bad debts to bring Colonial onto a consistent provisioning
methodology.

Additional fair value adjustments of $151 million
(net of tax) were made during Financial Year 2001. These
principally relate to asset and investment write downs,
additional general provisioning as a result of aligning
Colonial credit policies with the Commonwealth Group
and tax adjustments.

These revisions to the provision for restructuring
and fair value adjustments result in an increase in
goodwill on acquisition of $238 million. Refer Note 2 to
the Financial Statements for further details.
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Other Group Items

Abnormal Items (including Abnormal Income Tax Expense)

Abnormal items of revenue or expense are included in operating profit after income tax and considered abnormal by
reason of size and effect on operating profit after income tax for the Financial Year.

Year Ended 30 June

2001 2000 1999
$M $M $M
Abnormal items: - (106) -
Restructuring costs @ - 537 -
Net market valuation of funds management businesses - - -
Change of valuation bases of Commonwealth Life insurance business - 536 -
Total Abnormal Items Before Tax - 967 -
Abnormal tax credit items:
Restructuring costs @ - 20 -
Total abnormal income tax credit - 20 -
Total Abnormal ltems After Tax - 987 -

@ Restructuring costs (2000)
The provision for restructuring covers the costs of
integrating the Colonial operations (acquired
13 June 2000) into the existing Group, including the
rationalisation  of  existing processing and
administrative  functions. The principal costs
associated with this programme are in the area of
redundancy, property and systems. Refer Note 1A
for further details of the Colonial acquisition.

@ Net market valuation of funds management
businesses (2000)
In June 2000, the Commonwealth's principal funds
management businesses were transferred to
Commonwealth Insurance Holdings Limited (CIHL),
a wholly owned life insurance business, as part of
an internal restructuring. In accordance with
AASB1038: 'Life Insurance Business', these entities
are required to be carried at their net market
valuation. The difference between the previous
carrying value and the net market value results in
an abnormal gain.

Net Income

Net income for Financial Year 2001 was
$2,398 million. Excluding the impact of abnormal items in
Financial Year 2000 this represented an increase of
$40% over the prior Financial Year. After taking into
account abnormal items for Financial Year 2000, net
income for Financial Year 2001 decreased by 11%.

Net income increased 90% in Financial Year 2000
to $2,700 million from $1,422 million in Financial Year
1999. This increase in net income was principally due to
abnormal items of $987 million.

Net Income for Financial Year 2000 was
$1,713 million (excluding abnormals) and represented
a 20% increase on Financial Year 1999. The contribution
from Colonial Limited, which was acquired on
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®  Change of valuation bases of Commonwealth Life

insurance business (2000)

This item arises from a change in the bases of
valuation of the Commonwealth Life business. The
change in bases arose due to the following items:

= first time inclusion of franking credits;

] lower than previously estimated impact of
business tax reforms; and

Ll revised assumptions for the new business
multiplier.

These factors increased the valuation of CLL by

$536 million.

@ Tax credit — restructuring costs (2000)
This represents the tax deductible portion of the
restructuring costs. Certain of the costs are not tax
deductible and represent a permanent difference.

13June 2000 was $12 million (net of Goodwill

Amortisation). Excluding the Colonial contribution, the net

income for Financial Year 2000 was $1,701 million,

representing an increase of 19.6% from Financial Year

1999.
The Financial Year 2000 result reflected:

. Strong growth in lending assets.

] 26% growth in non-interest income.

] Interest margin declining from 3.09% in 1999 to
2.88% in 2000.

L] A reduction in charge for bad and doubtful debts.

] Increased investment of $52 million in key business
initiatives including eCommerce, Woolworths Ezy
Banking and European Banking.
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Integrated Risk Management

The integrated risk management framework is
designed to identify, assess, manage and report risks and
risk adjusted returns on a consistent and reliable basis.

Independent review is carried out through the audit
role.

The Group's risk profile is the difference between
capital available to absorb loss and risk.

The measure of risk is economic equity, which is
defined as the potential risk of loss of one year's
earnings, measured at a standard consistent with an AA
credit rating.

Economic equity is derived from underlying
exposures to credit, market, operational and life
insurance risks in the banking, life insurance and funds
management businesses of the Group. In the banking
business, economic equity is a measure of the potential
risk of loss of cash earnings, In the life insurance and
funds management businesses, economic equity is
a measure of the potential risk of loss of the fair value of
the business.

The composition of economic equity of the Group
during Financial Year 2001 was 49% credit risk, 20%
market risk, 30% operational risk and 1% insurance risk.

The component measures of economic equity for
the banking, life insurance and funds management
businesses were as follows:

. Banking; 68% credit risk, 7% market risk and 25%
operational risk

. Life insurance; 54% market risk, 40% operational
risk, 4% credit risk and 2% insurance risk.
. Funds Management; 51% market risk and 49%

operational risk.
The following sections describe the integrated risk
management framework components.

Credit Risk

Credit risk is the potential for loss arising from
failure of a debtor or counterparty to meet their
contractual obligations.

Credit risk arises in the banking business from
lending activities, the provision of guarantees including
letters of credit and commitments to lend, investment in
bonds and notes and financial markets and other
associated activities. In the life insurance business credit
risk arises from investment in bonds and notes, loans and
from reliance on reinsurance. The funds management
business generally involves minimal credit risk from
a shareholder perspective.

The measurement of credit risk is based on an
internal credit risk rating system, and utilises analytic
tools to calculate expected and unexpected loss for the
credit portfolio.

L] The Group uses a diversified portfolio approach for
the management of credit risk comprised of the
following:

. a system of industry limits and targets for exposures
by industry;

L] a large credit exposure policy for aggregate
exposures to individual commercial and industrial
client groups tiered by credit risk rating and loan
duration; and

. a system of country limits for geographic exposures.
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These policies assist in the diversification of the
credit portfolio.

The credit portfolio is managed in two segments:

. Statistically Managed Segment

Comprises exposures that are generally less than

$250,000 and is dominated by the housing loan

portfolio. Credit facilities are approved using scoring
and check sheet techniques.
Ll Risk Rated Managed Segment

Comprises all other credit exposures. Management

is based on the internal credit risk rating system,

which makes an assessment of the potential for
default for each exposure and the amount of loss if
default should occur.

Allowance for expected credit loss in the banking
business commences when an exposure first arises. The
expected loss is reassessed on a regular basis and
provisioning adjusted accordingly.

A centralised exposure management system
records all significant credit exposures of the Group.
Customers, industry, geographic and other significant
groupings of exposure are monitored.

Market Risk

Market risk is the potential for change in the value
of on and off balance sheet positions caused by a change
in the value, volatility or relationship between market
rates and prices.

Market risk arises from the mismatch between
assets and liabilities in both the banking and insurance
businesses. The Group is exposed to diverse financial
instruments including interest rates, foreign currencies,
equities and commodities and transacts in both physical
and derivative instruments.

A discussion and analysis of the Group's market
risk is contained in Note 39 to the Financial Statements.
Information on trading securities is further contained in
Note 10 of the Financial Statements. Note 3 to the
Financial Statements contains financial markets trading
income contribution to the Group.

In the trading book of the banking business, market
risk is measured by a Value at Risk (vaR) model. This
model uses the distribution of historical changes in
market prices to assess the potential for future losses.
The VaR model takes into account correlations between
risks and the potential for movements in one portfolio to
offset movements in another. Actual results are
backtested to check the veracity of the VaR model.
In addition, because the VaR model cannot predict all
possible outcomes, tests covering a variety of stress
scenarios are regularly performed to simulate the effect of
extreme market conditions.
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Integrated Risk Management

The following table provides a summary of VaR by product. This is one element of the total integrated risk model used
by the Group. Refer Note 39 of the Financial Statements for further details.

Average VaR

Average VaR

Average VaR Average VaR

During During During During
June 2001 December 2000 June 2000 December 1999
Half Half Half Half
$M $M $M $M
Group (excluding ASB Bank)
Interest rate risk 221 2.30 252 2.35
Exchange risk 1.03 0.64 0.73 0.67
Implied volatility risk 0.39 0.32 0.25 0.32
Equities risk 0.42 0.42 0.32 0.13
Commodities risk 0.34 0.33 0.29 0.47
Prepayment risk 0.44 0.38 0.28 0.00
ASB Bank 0.17 0.21 0.26 0.00
Diversification benefit (1.99) (1.74) (1.59) (1.49)
Total 3.00 2.86 3.06 245

Trading income for Financial Year 2001 increased
by 37% over Financial Year 2000 without an increase in
the VaR during the same period.

In the non-traded book of the banking business,
a range of techniques is adopted to measure market risk.
These include simulation of the effects of market price
changes on assets and liabilities for business activities
where there are no direct measures of the effects of
market prices on those activities.

Liquidity risk is the risk that assets cannot be
liquidated in time to meet maturing obligations. Limits are
set to ensure that holdings of liquid assets do not fall
below prudent levels. The liquid assets held are assets
that are available for repurchase by the Reserve Bank of
Australia (over and above those required to meet the
Real Time Gross Settlement obligations), certificates of
deposits and bills of exchange accepted by other banks
and overnight interbank loans. More detailed comments
on the Group's liquidity and funding risks are provided in
Note 39 to the Financial Statements.

Market risk in the life insurance business arises
from mismatches between assets and liabilities,
guaranteed returns offered on some classes of policy
(which may not be capable of being hedged through
matching assets), adverse movements in market prices
affecting fee income on investment-linked policies and
from the returns obtained from investing the
shareholders' capital held in each life company.

Wherever possible, the Group segregates
policyholder funds from shareholder funds and sets
investment mandates that are appropriate for each. The
investment mandates for assets in policyholder funds
attempt to match asset characteristics with the nature of
policy obligations but it is not always possible to obtain
a perfect match between assets and liabilities. The ability
to match asset characteristics with policy obligations may
be constrained by promises made in policy and sales
documents, by regulatory constraints and by the lack of
suitable investments.

A large proportion of the policyholder assets is held
for investment linked policies where the policyholder
takes the risk of falls in the market value of the assets.
However, as the Group earns fees on investment linked
policies that are based on the amount of assets invested,
it will receive lower fees should markets fall. Asset
allocation for investment linked policies is decided by the
policyholder. A smaller proportion of policyholder assets
is held to support policies where life companies have
guaranteed either the principal invested or the investment
return (‘guaranteed policies').
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Investment mandates for these classes of policies
emphasise investment in lower volatility assets such as
cash and fixed interest. The Group no longer sells
guaranteed policies in Australia or New Zealand but they
continue to be sold in Asia. The Australian and New
Zealand books of in force business contain guaranteed
policies sold in the past and on which it continues to
collect premiums.

Thus, it is likely to be several years before the
Australian and New Zealand in force book of guaranteed
policies will decline significantly as the policy payments
on maturing policies continues to be offset by the
premium income on the remaining policies. Some
guaranteed policies were sold on the basis of profits
being shared between policyholders and shareholders.
Profits are allocated to policyholders by the declaration of
'‘bonuses'. Bonuses may be declared annually (‘annual
bonuses') or upon maturity of the policy (‘terminal
bonuses'). Once declared, annual bonuses form part of
the guaranteed sum assured.

Shareholders' funds in the life insurance business
are on average invested 50% in income assets (cash and
fixed interest) and 50% in growth assets (shares and
property), although the asset mix may vary from company
to company. Policyholder funds are invested to meet
policyholder reasonable expectations without putting the
shareholder at undue risk.

Market risk in the funds management business is
the risk of an adverse movement in market prices which
leads to a reduction in the amount of funds under
management and a consequent reduction in fee income.

Liquidity risk is not currently viewed as a significant
issue for the life insurance companies. The life insurance
companies in the Group hold substantial investments in
highly liquid assets such as listed shares, government
bonds and bank deposits and continue to receive
substantial premium income. Furthermore, processing
time for claims and redemptions enables each company
to forecast and manage its liquidity needs with a high
degree of accuracy.

Operational Risk

Operational Risk is defined broadly as risks, other
than those captured in credit, market and life insurance
risk definitions, due to:

] business and strategic decisions;
] processes, people or systems; and
. external events.
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Risks are identified, quantified and managed under
the Group's operational risk framework by business unit
owners, with risk management being a key result area for
Divisions. Each risk owner quantifies individual risks
according to their probability of occurrence, and the
economic loss given occurrence, including the impact on
shareholder value. The mitigating effects of preventative
controls, impact controls and insurance are also
assessed and quantified based on expert opinion,
external events, risk incidents and indicators. Individual
risks are aggregated into one of eleven operational risk
categories.

The quantification and allocation of operational risk
economic equity for the banking business is primarily
based on the aggregation of these individual risks, taking
into account any correlation of risks, through a Monte
Carlo simulation. The resulting economic equity amount
is also validated using top down aggregate measures.

Operational risk economic equity for the life
insurance and funds management businesses is based
on worst case scenarios using volatility shocks for
business risks and top down measures using internal and
external loss data for event risks.

Life Insurance Risk

This is the risk that the incidence of mortality
(death) and morbidity (illness and injury) claims is higher
than assumed when pricing life insurance policies, or is
greater than best estimate assumptions used to
determine the fair value of the business.

Life insurance risk may arise through reassessment
of the incidence of claims, the trend of future claims and
the effect of unforeseen diseases or epidemics.
In addition, in the case of morbidity, the time to recovery
may be longer than assumed. Life insurance risk is
controlled by ensuring underwriting standards adequately
identify potential risk, retaining the right to amend
premiums on risk policies where appropriate and through
the use of reinsurance. The experience of the Group's life
insurance business and those of the industry as a whole
are reviewed annually.

Derivatives

Derivative instruments are contracts whose value is
derived from one or more underlying financial instruments
or indices defined in the contract. The Group will enter
into derivatives transactions including swaps, forward rate
agreements, futures, options and combinations of these
instruments. The sale of derivatives to customers as risk
management products and their use for trading purposes
is integral to the Group's financial markets activities.
Derivatives are also used to manage the Group's own
exposure to market risk. The Group participates in both
exchange traded and OTC derivatives markets.

Exchange traded derivatives: Exchange traded
derivatives are executed through a registered exchange,
for example the Sydney Futures Exchange and the
Australian Stock Exchange. The contracts have
standardised terms and require lodgment of initial and
variation margins in cash or other collateral at the
Exchange, which guarantees ultimate settlement.

OTC traded derivatives: The Group also buys and
sells financial instruments that are traded ‘over-the-
counter', rather than on recognised exchanges. The
terms and conditions of these transactions are negotiated
between the parties, although the majority conform to
accepted market conventions. Industry standard
documentation is used, most commonly in the form of
a master agreement supported by individual transaction
confirmations. The documentation protects the Group's
interests should the counterparty default, and provides
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the ability to net outstanding balances in jurisdictions
where the relevant law allows.

The Group's exposure to derivatives is disclosed in
Note 39 to the Financial Statements.

Business Continuity Management

Business Continuity Management (BCM) is defined
within the Group as the discipline for developing and
maintaining advance action plans to respond to a risk
event or disaster so that critical business processes
continue with minimal adverse impact on staff,
customers, products, services and brand.

The Group's BCM policy requires that appropriate
safeguards be established to minimise the impact of
disruption to business processes and dependencies,
services and products in the event of an impairment of
the Group's business, information and infrastructure.

BCM constitutes an essential component of the
Group's risk management process by providing
a controlled response to potential operational risks that
could have a significant impact on the Group's critical
processes and revenue streams. It includes both
cost-effective responses to mitigate the impact of risk
events or disasters and crisis management plans to
respond to crisis events.

Each Division in the Group has developed, tested
and maintained Business Continuity Plans.
A comprehensive BCM education program is being
implemented to further drive the BCM methodologies
throughout the Group.

Government Guarantee

In conjunction with the Government's sale of its
remaining shareholding, transitional arrangements were
implemented which provide that:

] all demand and term deposits will be guaranteed by
the Commonwealth for a period of three years from

19 July 1996, with term deposits outstanding at the

end of that three-year period being guaranteed until

maturity; and

L] all other amounts payable under a contract that was
entered into before or under an instrument
executed, issued, endorsed or accepted by the

Bank and outstanding at 19 July 1996 will be

guaranteed by the Commonwealth until their
maturity.
Accordingly, demand deposits are no longer

guaranteed by the Commonwealth.

Term deposits outstanding at 19 July 1999 remain
guaranteed until maturity. The run off of the Government
guarantee has had no effect on the Bank's access to
deposit markets. The Bank's credit ratings were also
maintained.

Cross-Border Outstandings by Industry Category

Cross-border outstandings are based on the
country of domicile of the borrower or guarantor of the
ultimate risk. Outstandings include loans, acceptances
and other monetary assets denominated in other than the
counterparties' local currency. Local currency activities
with local residents by foreign branches and controlled
entities of the Bank are excluded.

At 30 June 1999, 2000 and 2001 cross-border
outstandings of the Group by industry category (where
outstanding individuals exceed 1% of the Group's total
assets) was nil.



COMMONWEALTH BANK OF AUSTRALIA AND CONTROLLED ENTITIES

Credit Rating

The Bank's credit ratings have remained unchanged in Financial Year 2001 and are currently:

Short Long

Term Term
Standard & Poor's Corporation A-1+ AA-
Moody's Investors Service, Inc. P-1 Aa3
Fitch F1+ AA
Moody's Bank Financial Strength
Rating B
Fitch Individual Rating A/B
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Capital Adequacy

2001 2000 1999
As at 30 June M $M $M
Tier One Capital
Shareholders' Equity (excluding asset revaluation reserve) 19,843 18,435 6,962
Eligible Loan Capital 462 418 638
Total Shareholders' Equity and Loan Capital 20,305 18,853 7,600
Less Goodwill (5,716) (5,905) (491)
Less Preference shares - (86) (88)
Less Intangible component of investment in non-consolidated subsidiaries (4,116) (2,656) -
Less Outside equity interest in entities controlled by non-consolidated subsidiaries (1,458) (588) -
Total Tier One Capital 9,015 9,618 7,021
Tier Two Capital
Asset revaluation reserve 5 - -
General provision for bad and doubtful debts @ 1,390 1,358 1,081
FITB related to general provision (436) (420) (347)
Note and bond issues @ 4,825 5,120 2,335
Preference shares - 39 40
Total Tier Two Capital 5,784 6,097 3,109
Tier One and Tier Two Capital 14,799 15,715 10,130
Less Investment in non-consolidated subsidiaries (net of intangible component
deducted from Tier 1) (2,005) (2,528) (368)
Less Other deductions (114) (669) (420)
Capital Base 12,680 12,518 9,342
@ Excludes general provision for bad and doubtful debts relating to investments in non-consolidated subsidiaries.
@ Includes both upper and lower tier 2 capital.

2001 2000 1999
As at 30 June % % %
Risk Weighted Capital Ratios
Tier one 6.51 7.49 7.05
Tier two 4.18 4.75 3.12
Less deductions (1.53) (2.49) (0.79)
Total 9.16 9.75 9.38

The Australian Prudential Regulation Authority The Group has continued its active capital

(APRA) sets minimum capital adequacy ratios for the management programme. During the Financial Year
Group. These ratios compare the capital base of the 2001:
Group with on and off balance sheet assets, weighted for ] An on-market buy-back programme in
risk. Capital base consists of shareholders equity plus November 2000 resulted in the purchase of

other capital instruments acceptable to APRA (tier 1

capital) and general provision for credit losses and other

hybrid and debt instruments acceptable to APRA (tier 2

capital). The life insurance and funds management

businesses are not consolidated for capital adequacy
purposes.

The decline from the capital ratios at 30 June 2000
can be attributed to:

L] A change in the treatment of the investment in our
life insurance and funds management businesses
announced by APRA in February 2001. These new
rules were applied to the 31 December 2000 capital
adequacy calculations. If this change had not
occurred the tier 1 ratio at 30 June 2001 would have
been 0.39% higher and the total capital ratio would
have been 0.20% higher;

L] An increase in goodwill associated with the merger
with Colonial amounting to $238 million (refer to the
discussion on Restructuring Provision and Fair
Value Adjustment);

L] A decrease in tier 1 capital of $464 million relating
to the acquisition of a 25% interest in ASB Group in
August 2000;

= A decrease in the lower tier 2 dated notes and bond
issues due to the regulatory limitation that this
amount does not exceed 50% of tier 1 capital; and

. A $9.9 billion (8%) increase in the amount of risk
weighted assets.
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0.8 million ordinary shares for $23.5 million;

Ll An off-market buy-back in March 2001 resulted in
the purchase of 25.1 million ordinary shares for
$700 million;

Ll The issue of 3.5 milion PERLS (Preferred
Exchangeable Resettable Listed Shares) in
March 2001 raised $687 million net of issue costs;
and

= The shares needed to satisfy the DRP in respect of
the interim dividend paid in March 2001 were
acquired on-market. This required the purchase of
4.5 million ordinary shares for $143.6 million.

In January 2001 the Basel Committee on Banking
Supervision issued proposals for changes to the
calculation of capital adequacy for banks. These changes
will not come into effect until 2005. The changes include
a specific requirement for capital to cover operating risk
and changes to the capital requirement for credit risk.
Under the proposals, the deduction for investment in life
insurance and funds management companies currently
made from total capital will be split 50% from tier 1 and
50% from tier 2. There is insufficient information available
to ascertain whether overall the proposals will result in an
increased requirement for regulatory capital or not. The
Bank continues to work closely with industry bodies and
with APRA to ensure that the changes, when finalised,
will require a realistic level of capital. For further detail on
capital adequacy see Note 31 to the Financial
Statements.
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Description of Business

Overview

Commonwealth Bank of Australia provides
a comprehensive range of banking, financial, insurance
and funds management services in Australia, New
Zealand, throughout Asia and in the United Kingdom.
These services include general banking, finance
company activities, life insurance and funds
management. The Bank is Australia's largest bank in
terms of housing loans ($ amounts) and retail deposits ($
amounts) and is Australia's second largest bank in terms
of Australian assets. The Group is one of the four major
banking groups that collectively control approximately
two-thirds of total assets within the Australian banking
industry. At 30 June 2001, the Group had total
consolidated assets of over $230 billion and loans
outstanding of $136 billion. The Group's net profit after
tax was $2,398 million for Financial Year 2001.

On 13 June 2000 the Group acquired 100% of
Colonial Limited (Colonial) a life insurance, banking and
funds management group. Colonial had operations in
Australia, New Zealand, the United Kingdom and
throughout Asia and the Pacific.

The Commonwealth Bank of Australia became the
successor in law to the State Bank of New South Wales
(known as Colonial State Bank) and to all the assets and
liabilities of State Bank of New South Wales effective on
4 June 2001 pursuant to legislation.

The Group is managed within three primary
business segments, being banking, funds management
and life insurance.

Banking

The Group's banking operations contributed
approximately 75% of its total net profit for Financial Year
2001 and represented approximately 83% of the Group's
total assets at 30 June 2001. The Group's banking
operations consist of the operations of the Bank,
ASB Bank and Commonwealth Development Bank.

Funds Management

The Group's funds management operations consist
primarily of the Colonial First State Group (acquired as
part of the Colonial Limited acquisition in June 2000) and
the Commonwealth Funds Management Group. For
Financial Year 2001 the funds management operations
contributed $149 million (6% of the Group) in net profit
after tax. As at 30 June 2001 the funds management
operations held $101 million in assets under
management.

Life Insurance

The Group's life insurance operations consist of
Commonwealth Life Limited, Colonial Mutual Life
Assurance (CMLA), ASB Life Limited and operations in
the Asian region. The Asian operations include both
100% owned subsidiaries and joint venture operations.
The life insurance operations of the Group contributed
13% ($320 million) of the Group's net profit after tax for
Financial Year 2001. As at 30 June 2001 the life
insurance assets totalled $39 billion and represent 17%
of total Group assets.

Each of these businesses is described more fully
within the preceding Banking, Funds Management and
Life Insurance Business Analysis Sections.

The Group's return on average assets has
remained steady at 1.1% over the last five years. The
Group has remained capitalised at over 9% of total risk
weighted assets for the last five years, which is above the
Australian Prudential Regulation Authority (‘APRA’)
regulatory requirement of 8%.
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The Group's net interest margin has contracted
from 3.53% for Financial Year 1997 to 2.78% for
Financial Year 2001. The outlook for the net interest
margin remains subdued. Refer to 'Operating and
Financial Review and Prospects'.

Staff productivity (total operating income per full
time equivalent employee) has increased by 73%
between Financial Year 1997 and Financial Year 2001
and total operating expenses versus total operating
income fell from 59.9% in Financial Year 1997 to 58.6%
in Financial Year 2001.

The address of the Bank's principal executive office
is 48 Martin Place, Sydney, New South Wales, 1155,
Australia and its telephone number is (612) 9378 2000.

The operations of the core business functions of the
Group are carried out by Australian Financial Services,
Customer Service Division, Institutional Banking, Colonial
First State Investments Group and International Financial
Services. Other functions of the Group that support these
core business functions include; Group Technology,
Operations and Procurement, Finance and Risk
Management, Group Planning and Development and
Human Resources.

Australian Financial Services

Australian Financial Services is responsible for
understanding the needs of our personal and business
customers and the marketing and development of
products and services. Products and services include
banking, insurance and financial services, and are
distributed to our customers by the Customer Service
Division. Australian Financial Services includes the life
insurance operations of Colonial Mutual Life Assurance
(CMLA) and Commonwealth Insurance Limited.

Customer Service Division

The Customer Service Division is responsible for
providing sales and service to the Bank's customers and

managing the Bank's extensive financial services
distribution network in Australia.
The network includes the largest number of

branches and agencies, proprietary ATMs and EFTPOS
terminals as well as an expanding array of telephone and
direct/online services. The distribution network provides
sales and service related functions to customers
embracing the full range of financial products and
services such as savings and cheque accounts, demand
and term deposits, credit card services, personal loans
and housing loans as well as superannuation, investment
and life insurance products.

The Customer Service Division operates through an
Australia wide network of over 1,000 branches, over
3,900 ATMs and over 122,000 EFTPOS terminals. The
Bank's branch and service centre network is
complemented by over 3,900 agencies (primarily
Australia Post offices) offering a more limited range of
banking services.

Institutional Banking

The Institutional Banking division focuses on large
corporations, government bodies and other major
institutions operating in Australia. Operating through
anetwork of international branches, it has banking
relationships with over 1,000 of these entities. Using
arelationship model, Institutional Banking delivers
financial solutions to institutional clients and other retail
clients of the Group.
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The products offered by Institutional Banking
facilitate the linking of providers and users of capital and
assist our clients in achieving predictable business
outcomes. Products include financial markets, securities
underwriting, trading and distribution, corporate finance,
equities, payments and transaction services, investment
management and custody. Commonwealth Securities,
known as ComSec, the Group's direct wealth
management and stockbroking business is part of the
Institutional Banking Division.

Using its international network, the Group provides
financial markets products on a 24 hour basis to clients in
major financial centres around the world. These include
the structuring and delivery of foreign exchange, money
market and short term securities trading, fixed interest
trading, commodity hedging, futures and derivatives
thereon.

Colonial First State Investments

Retail and wholesale investment products are
offered through Colonial First State Investments
operations in Australia, New Zealand, the UK and in Asia.
The product offerings cover all major asset classes
including international and Australian equities, fixed
interest, cash, private equity and property.

During Financial Year 2001, the Group's wholesale
property funds management business was amalgamated
with the property funds management group within
Colonial First State Investments to form Colonial First
State Property Group.

International Financial Services

International Financial ~ Services  comprises
ASB Group and Colonial's insurance, retirement savings
and banking operations in New Zealand, the United
Kingdom, Asia and the Fiji Islands. In Asia, the Group
operates wholly owned subsidiaries in Hong Kong and
the Philippines and joint ventures with major local
partners in Indonesia, China, Malaysia, and Vietnam.

ASB Group

ASB Group is a wholly owned New Zealand
subsidiary of the Commonwealth Bank, and incorporates
ASB Bank and Sovereign Limited. Sovereign Limited,
now incorporating the former Colonial Life business in
New Zealand, distributes retail funds under management
and life insurance products. ASB Securities, a subsidiary
of ASB Group, provides online share trading, discount
telephone broking, client advisory services and fixed
interest investment.

Technology, Operations and Procurement

The Technology, Operations and Procurement
division operates as a discrete business unit to help
provide Bank staff dealing directly with customers with
best in class technology, infrastructure and support
services and the ability to focus on understanding and
fulfilling customers' needs.

The Group Technology area facilitates the delivery
of current and future information technology and
telecommunications services for the Group. Its activities
focus on the management of the Group’s relationship with
our technology partner EDS Australia (EDSA), with the
objective of ensuring that its business units continue to be
provided with the most responsive, flexible and cost
efficient service.
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Banking Operations' primary purpose is to provide
a full service item processing and back office/operational
support function. Specialist centres across Australia
process cheques, vouchers, financial services
transactions, home, personal and business loans, credit
cards and international payment/trade transactions, and
manage the prevention of fraud and arrears.

Commonwealth Property

Commonwealth Property is a highly skilled property
investment and corporate real estate services group.
Its focus is on improving returns to external investors and
corporate owners of real estate by offering a range of
wholesale/retail, listed/unlisted investment vehicles.
Equal focus is applied on the needs of its primary
customer, Commonwealth Bank of Australia with an
emphasis on achieving reduced occupancy costs for the
Bank.

The Bank operates a large retail based network
extending throughout Australia and, as a result, it has
a substantial holding of freehold land and buildings.
These premises, which include major owned commercial
properties, other properties, including branches and other
administration centres and residences, had a carrying
value at 30 June 2001 of $580 million (2000: $730 million;
1999: $709 million). This carrying value is established by
the Directors based on an annual revaluation of the
portfolio to assessed values and taking into account
prevailing economic conditions. It is established at or
below the independent market valuation amount.
Financial and Risk Management

Financial and Risk Management provides
professional services and support to other divisions in the
Group as well as to external parties. Value is added
through policy formulation, strategic support and
specialist advice on financial, risk and capital
management as well as managing investor relations.

History and Ownership

The origins of the Bank lie in the former
Commonwealth Bank of Australia which was established
in 1911 by Act of Parliament to conduct commercial and
savings banking businesses. Its functions were later
expanded to encompass those of a central bank.
Subsequent legislative amendment in 1959 created
a separate Reserve Bank of Australia to take over the
central bank functions.

In December 1990, the Commonwealth Bank's
Restructuring Act 1990 was passed, which provided for:

L] the conversion of the Bank into a public company
with a share capital, governed by its Memorandum
and Articles of Association but subject to certain
overriding provisions of the Banking Act — this
conversion occurred on 17 April 1991;

L] the Bank to become the successor in law of the
State Bank of Victoria (SBV) — this occurred on
1 January 1991; and

L] the issue of shares in the Bank to the public.

An offer of just under 30% of the issued voting
shares in the Bank was made to members of the
Australian public and staff of the Bank in July 1991. This
was done to strengthen the Bank's capital base following
its acquisition of SBV and to provide a sound foundation
for further development of the Bank's business.

In October 1993, the Commonwealth sold a portion
of its shareholding in the Bank, thereby reducing its
shareholding to 50.4% of the total number of issued
voting shares.
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Description of Business

In June 1996, the Commonwealth Government
made a public offer of its remaining 50.4% shareholding
in the Bank. The offer was fully subscribed. In conjunction
with this offer, the Bank, pursuant to a buy-back
Agreement between the Bank and the Commonwealth of
Australia, agreed to buy-back 100 million shares in the
Bank from the Commonwealth. The public offer and
buy-back were completed on 22 July 1996.

In connection with the public offer of the
Commonwealth's  shares in 1996, transitional
arrangements were implemented which provided that:

] all demand and term deposits were to be
guaranteed by the Commonwealth government for

a period of three years from 19 July 1996, when the

Commonwealth of Australia ceased to hold more

than 50% of the total voting shares in the Bank, with

term deposits outstanding at the end of that three
year period being guaranteed until maturity; and

L] all other amounts payable under a contract that was
entered into before, and was outstanding at 19 July

1996, were to be guaranteed by the Commonwealth

Government until their maturity.

Under the terms of an agreement reached between
the Commonwealth and the Bank, the Bank reports to the
Commonwealth annually on the level and maturity profile
of outstanding liabilities which are subject to the
Commonwealth's guarantees.

The agreement also includes an undertaking from
the Bank that it will not seek to extend the maturity profile
of its deposit liabilities beyond that required in the normal
course of business during the three years following the
effective time. The liabilities of the Bank's subsidiary
Commonwealth Development Bank Limited will continue
to remain guaranteed by the Commonwealth. For full
details of all guarantee arrangements refer Note 26 to the
Financial Statements.

In June 2000, the Group acquired 100% of the
share capital of Colonial Limited, a life insurance, banking
and funds management group. Colonial had operations in
Australia, New Zealand, the United Kingdom and
throughout Asia and the Pacific. The Group purchased
ASB Bank Community Trust's remaining 25% interest in
the ASB Group in New Zealand in August 2000.
Competition

The Australian financial services market is highly
transparent and competitive. The banks, life insurance
companies and non-bank financial institutions compete
for customer deposits, the provision of lending, funds
management, life insurance and other services.

As at 30 June 2001 there were 46 banking groups
operating in Australia. Banks in Australia can be divided
into the following categories: Australian owned banks,
foreign bank subsidiaries and branches of foreign owned
banks.

Among the Australian owned banks (of which there
are 12) the four largest (Commonwealth Bank of
Australia, National Australia Bank (NAB), Westpac and
Australia and New Zealand Banking Corporation (ANZ))
are typically referred to as Australia's major banks.
Each of the major banks offers a full range of financial
products and services through branch networks across
Australia.

Of the other Australian owned banks, there are
5 regional banks. Each of these had their origins as
a building society and their operations were initially
largely state based. While the smaller of the regional
banks have typically limited their activities to servicing
customers in a particular state or region, they are now
targeting interstate customers and expanding their
operations across state borders. The larger regional
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banks now operate in several states, if not nationally.
Over recent years the regional banking sector has
undergone substantial consolidation with several of these
institutions amalgamating with other regional banks or
being acquired by major banks.

There are 13 foreign owned banks operating in
Australia through a locally incorporated subsidiary.
An additional 25 banks conduct operations through
aforeign bank branch. While many foreign banks
operating in Australia initially focussed their activities on
the provision of banking services to the Australian clients
of their overseas parent bank, most have now diversified
their operations, offering local clients a broad range of
financial products and services. Foreign bank branches in
Australia are not able to offer retail deposit and
transaction accounts to customers. Several foreign banks
are represented in Australia by both a locally incorporated
subsidiary and a branch.

The Bank also faces competition from non-bank
financial institutions, which compete vigorously for
customer investments, deposits and the provision of
lending and other services. Non-bank financial
intermediaries such as building societies and credit
unions compete strongly in the areas of accepting
deposits and residential mortgage lending, mainly for
owner-occupied housing. These state-based institutions
are making headway in achieving multi-state coverage,
partly encouraged by a more conducive regulatory
environment. Specialist non-bank mortgage originators
and brokers have acquired some prominence in the
residential lending market.

A development over recent years has been the
establishment of local single branch banks collectively
referred to as 'community banks'. Under this model, the
local community effectively purchases from a regional
bank the right to operate a franchise of the bank but
within the auspices of the regional bank's banking
authority. The presence of community banks has added
another dimension to the competitive dynamics of the
market.

The Bank operates in the life insurance and funds
management markets in competition with a range of
non-bank financial institutions. Similarly, non-bank
financial institutions (including life insurance companies)
have expanded their operations into banking, with a view
to offering their customers a broad suite of financial
services. International fund managers (and global
investment banks) are also increasing their presence in
Australia.

Changes in the financial needs of consumers,
deregulation, and technology developments have also
changed the mode of competition. In particular, the
development of electronic delivery channels and the
reduced reliance on a physical network facilitate the entry
of new players from related industries, such as retailers,
telecommunication companies and utilities. Technological
change is encouraging new entrants with differing
combinations of expertise and an unbundling of the value
chain.

Deregulation has led to further disintermediation in
the Australian finance industry. Traditionally, the banking
industry has been the major intermediary between the
providers of funds (depositors) and the users of funds
(borrowers).

A significant factor in disintermediation in Australia
has been the substantial growth in funds under
management, especially within the superannuation
(pension funds) industry.
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The Australian Government's continued
encouragement of long-term saving through
superannuation, by means of taxation concessions and
a mandatory  superannuation guarantee levy on
employers, is expected to underpin strong growth in
funds under management. This growth potential
continues to attract new entrants to this market.

Growth in the funds management industry has also
contributed to disintermediation through the direct use of
capital markets by borrowers as an alternative to bank
finance. The corporate bond market in Australia has
benefited from this growth with many of the major
Australian corporates directly accessing capital markets
in Australia and around the world. The Bank, in
competition with numerous domestic and foreign banks,
is actively involved as an originator of corporate debt in
the capital markets, especially in the Euro-AUD and
Euro-NZD sector, and in the creation of new financing
structures including as arranger and underwriter in major
infrastructure projects undertaken by the corporate
sector.

Like Australia, the New Zealand banking system is
characterised by strong competition. The Group's
activities in New Zealand are conducted through
ASB Group Limited. Banks in New Zealand are free to
compete in almost any area of financial activity. As in
Australia, there is strong competition with non-bank
financial institutions in the areas of funds management
and the provision of insurance.

New Zealand banking activities are led by five
financial services groups, all owned by United Kingdom
or Australian-based banks operating through nationwide
branch networks.

The Group's major competitors in New Zealand are
ANZ, Bank of New Zealand (a wholly-owned subsidiary of
NAB), National Bank of New Zealand (a wholly-owned
subsidiary of Lloyds Bank plc) and Westpac Trust
(awholly-owned subsidiary of Westpac). In addition,
there are several financial institutions operating largely in
the wholesale banking sector including Deutsche Bank
and AMP (Australia's largest insurance group).

Through its wholly-owned subsidiary Sovereign
Group, ASB Group also competes in the New Zealand
insurance and investment market, where Royal Sun
Alliance and Tower Corporation are major competitors.

Following the acquisition of Colonial Ltd in
June 2000, the Group's retail operations were extended
into the United Kingdom, numerous Asian markets and
the Fiji Islands; in these markets, the Bank competes
directly with established providers.

Employees

The Group currently employs approximately 35,000
employees on a full-time equivalent basis. June 2000 saw
the addition of approximately 8,500 full-time equivalent
staff as a result of the Colonial acquisition. Allowing for
this, between 30 June 1997 and 30 June 2001 employee
numbers have decreased by approximately 10,000
measured on a full-time equivalent basis.

As of the 16 May 2001 the Group entered into four
new separate Enterprise Bargaining Agreements
covering Technology Operations and Procurement
(TOP), Direct Bank, Customer Service Division and the
Core (covering Group Human Resources, Australian
Financial Services, Financial and Risk Management and
the Office of the Chief Executive Officer).
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All four Agreements are generally similar to one
another, with some changes reflecting the different needs
of these parts of the business. They provide a salary
increase, significantly enhanced performance pay and
greater flexibility for the business to respond to changing
circumstances. This includes:

] November 2000 increases to salaries by 3%
(4.5%for general classification employees). The
November increase was effectively backdated to
include the lump sum payment for the period May to
November 2000. On top of this the new Enterprise
Bargaining Agreements provided a further 4%
salary increase effective May 2001.

L] The new Enterprise Bargaining Agreements deliver
an enhanced lump sum performance related pay
system on top of a payrise.

L] The new Enterprise Bargaining Agreements
introduce an expanded set of principles relating to
staffing. These principles recognise the need for
prompt filling of vacancies and the review of staffing
levels consistent with business needs. The
principles also recognise the importance of taking
into account all relevant Business Service Units and
local factors, such as staffing experience,
demographics and business factors, when
determining staffing levels. These include:

L] Provisions regarding part-time employees,
casual or temporary employees scheduling
and weekend work. These new provisions
involve wider consultation with employees
where there is a need to make changes to
hours of work.

] The new EBAs provide further potential to
negotiate site agreements as required.

Individual Choice:

The new EBAs continue to offer where appropriate
an Australian Workplace Agreement, or other forms of
individual contract as an alternative to the new Enterprise
Bargaining Agreement. Overall, the number of AWAs
signed as of 30 June 2001 is in excess of 3,740.

In addition to the above, the Bank's 830 Senior
Executive and Executive staff and over 1,000 specialists
are on contract arrangements.

The Group is continuing with the rollout of a new
leadership program to provide employees with
a knowledge of the systems, behaviours and skills they
are expected to apply as team leaders and team
members across the organisation. At 30 June 2001 over
7,200 employees have attended the program.

To further gauge the effectiveness of the Group's
efforts to enhance the quality of managerial leadership
experienced by staff, and to establish a benchmark for
future improvement, the second Bank-wide workplace
survey was conducted in May 2001. The survey results
showed a substantial improvement on the 1999 survey.
A further survey, planned for 2002, will build on the
knowledge gained from the two previous surveys.

The Group intends to continue to place a high
priority on enhancing its leadership capability,
redesigning its employment systems to better align them
with its business needs and identifying, securing and
developing its talent pool to meet current and future
needs.
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Description of Business

Financial System Regulation

Australia has a high quality system of financial
regulation by international standards. Following
a comprehensive inquiry into the Australian financial
system (the 'Wallis Inquiry'), the Australian Government
introduced a new framework for regulating the financial
system. The previous framework, which applied
regulations according to the type of institution being
regulated, resulted in similar products being regulated
differently. The new functional approach regulates
products equally regardless of the particular type of
institutions providing them.

Since July 1998, the new regulatory arrangements
have comprised four separate agencies: The Reserve
Bank of Australia, the Australian Prudential Regulation
Authority, the Australian Securities and Investments
Commission and the Australian Competition and
Consumer Commission. Each of these agencies has
system wide responsibilities for the different objectives of
government oversight of the financial system.
A description of these agencies and their general
responsibilities and functions is set out below:

] Reserve Bank of Australia (‘'RBA") — the Australian
central bank is responsible for monetary policy,
financial system stability and regulation of the
payments system;

] Australian Prudential Regulation Authority ('APRA")

— has comprehensive powers to regulate
prudentially banks and other deposit-taking
institutions, insurance companies and
superannuation (pension funds). Unless an

institution is authorised under the Banking Act 1959
or exempted by APRA, it is prohibited from
engaging in the general business of deposit-taking;

] Australian Securities and Investments Commission
('ASIC") — has responsibility for market conduct,
consumer protection and corporate regulation
functions across the financial system including for
investment, insurance and superannuation products
and the providers of these products.

] Australian Competition and Consumer Commission
(‘ACCC") — has responsibility for competition policy
and consumer protection across all sectors of the
economy.

Financial market instability, particularly in various
emerging market economies, has led to intense scrutiny
of global financial markets and highly leveraged
institutions. There is some pressure for fundamental
reform of international financial architecture to avert
future crises. Government officials and industry
practitioners in Australia are actively involved in
international fora in furthering these reforms.

Supervisory Arrangements

The Bank is an authorised deposit-taking institution
under the Banking Act and is subject to prudential
regulation by APRA as a bank. The prudential framework
applied by APRA is embodied in a series of prudential
standards including:

Capital Adequacy

Under APRA capital adequacy guidelines,
Australian banks are required to maintain a ratio of capital
(comprising tier 1 and tier 2 capital components) to risk
weighted assets of at least 8%, of which at least half must
be tier 1 capital. These guidelines are generally
consistent with those agreed upon by the Basel
Committee on Banking Supervision. For information on
the capital position of the Bank, see — 'Capital Adequacy'.
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Funding and Liquidity

APRA exercises liquidity control by requiring each
bank to develop a liquidity management strategy that is
appropriate for itself. Each policy is formally approved by
APRA. A key element of the Group's liquidity policy is the
holding of a stock of high quality liquid assets to meet day
to day fluctuations in liquidity. The liquid assets held are
assets that are available for repurchase by the RBA (over
and above those required to meet the Real Time Gross
Settlement (RTGS) obligations, AUD CDs/Bills of other
banks and AUD overnight interbank loans). More detailed
comments on the Group's liquidity and funding risks are
provided in Note 39 to the Financial Statements.

Large Credit Exposures

APRA requires banks to ensure that, other than in
exceptional circumstances, individual credit exposures to
non-bank, non-government clients do not exceed 30% of
tier 1 and tier 2 capital. Prior notification must be given to
APRA if a bank intends to exceed this limit.
For information on the Bank's large exposures refer to
Note 14 to the Financial Statements.

Ownership and Control

In pursuit of transparency and risk minimisation, the
Financial Sector (Shareholding) Act 1998 embodies the
principle that regulated financial institutions should
maintain widespread ownership. The Act applies
a common 15 per cent shareholding limit for authorised
deposit-taking institutions, insurance companies and their
holding companies. The Treasurer has the power to
approve acquisitions exceeding 15 per cent where this is
in the national interest, taking into account advice from
the Australian Competition and Consumer Commission in
relation to competition considerations and APRA on
prudential matters. The Treasurer may also delegate
approval powers to APRA where one financial institution
seeks to acquire another.

The Government's present policy is that mergers
among the four major banks will not be permitted until the
Government is satisfied that competition from new and
established participants in the financial industry,
particularly in respect of small business lending, has
increased sufficiently.

Proposals for foreign acquisition of Australian banks
are subject to approval by the Treasurer under the
Foreign Acquisitions and Takeovers Act 1975.

Banks' Association With Non-Banks

There are formal guidelines that control investments
and dealings with subsidiaries and associates. A bank's
equity associations with other institutions should normally
be in the field of finance. APRA has expressed an
unwillingness to allow subsidiaries of a bank to exceed
a size which would endanger the stability of the parent.
No bank can enter into any agreements or arrangements
for the sale or disposal of its business, or effect
a reconstruction or carry on business in partnership with
another bank, without the consent of the Commonwealth
Treasurer.

In carrying out its prudential responsibilities, APRA
closely monitors the operations of banks to ensure that
they operate within the prudential framework it has laid
down and that they follow sound management practices.

APRA currently supervises banks by a system of
off-site examination. It closely monitors the operations of
banks through the collection of regular statistical returns
and regular prudential consultations with each bank's
management. APRA also conducts a program of
specialised on-site visits to assess the adequacy of
individual banks' systems for identifying, measuring and
controlling risks associated with the conduct of these
activities.
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In addition, APRA has established arrangements
under which each bank's external auditor reports to
APRA regarding observance of prudential standards and
other supervisory requirements.

Supervision of Non-Bank Group Entities

The life insurance company and general insurance
company subsidiaries of the group also come within the
supervisory purview of APRA.

APRA's prudential supervision of both life insurance
and general insurance companies is exercised through
the setting of minimum standards for solvency and
financial strength to ensure obligations to policyholders
can be met.

The financial condition of life insurance companies
is monitored through regular financial reporting, lodgment
of audited accounts and supervisory inspections.
Compliance with APRA regulation for general insurance
companies is monitored through regular returns and
lodgment of an audited annual return.
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Transaction Taxes

The net cost to the Group from the first year of
operation of the Goods and Services Tax (‘GST'),
introduced from 1 July 2000, was $111 million. This was
after available input tax credit claims. Financial
Institutions Duty (‘FID') was abolished on 1 July 2001,
with an estimated saving of $205 million per year, passed
on to customers as reduced fees. The Group will save
approximately $8 million per year on FID on its own
income. State and Territory debits taxes are scheduled to
be abolished from 1 July 2005. NSW has unilaterally
announced that it will abolish its debits tax from 1 January
2002, conditional on certain actions by the Federal
Government. The Group pays approximately $190 million
in debits taxes per year (most of which is passed on to
customers as fees).

Legal Proceedings

Neither the Commonwealth Bank nor any of its
controlled entities is engaged in any litigation or claim
which is likely to have a materially adverse effect on the
business, financial condition or operating results of the
Group. Where a material loss is probable an appropriate
provision has been made.
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Corporate Governance

Board of Directors

The Board of Directors assumes responsibility for
corporate governance of the Bank. It oversees the
business and the affairs of the Bank, establishes, with
management, the strategies and financial objectives to be

performance of management directly and through the
Board committees.

The Board currently consists of eleven Directors.
Membership of the Board and its Committees is set out

implemented by management and monitors the below:
DIRECTOR BOARD MEMBERSHIP COMMITTEE MEMBERSHIP

Nominations Remuneration Audit Risk
JT Ralph, AC Non executive Chairman Chairman Chairman Chairman
J M Schubert Non executive Deputy Chairman Member Chairman
D V Murray Executive Managing Director Member Member Member
N R Adler, AO Non executive Member
R J Clairs, AO Non executive Member
A B Daniels, OAM Non executive Member
C R Galbraith Non executive Member
W G Kent, AO Non executive Member
FD Ryan Non executive Member
F J Swan Non executive Member
B K Ward Non executive Member

Details of the experience, qualifications, special
responsibilities and attendance at meetings of the
Directors are set out in the Directors' Details on pages 49
to 51.

Ms A C Booth retired from the Board on
31 December 2000 and Mr K E Cowley retired from the
Board on 29 March 2001.

The Constitution of the Bank specifies that:

] the managing director and any other executive
directors shall not be eligible to stand for election as
Chairman of the Bank;

. the number of directors shall be not less than 9 nor
more than 13 (or such lower number as the Board
may from time to time determine). The Board has
determined that for the time being the number of
directors shall be 11; and

] at each Annual General Meeting, one-third of
directors (other than the managing director) shall
retire from office and may stand for re-election.

The Board has adopted a policy that, with a phasing
in provision dealing with existing directors, the maximum
term of appointment of directors to the Board would
normally be limited to twelve years.

The Nominations Committee of the Board critically
reviews, at least annually, the corporate governance
procedures of the Bank and the composition and
effectiveness of the Commonwealth Bank Board and the
boards of the major wholly owned subsidiaries. The policy
of the Board is that the Committee shall consist of
a majority of non executive directors and that the
Chairman of the Bank shall be chairman of the
Committee.

The Nominations Committee has developed a set of
criteria for director appointments which have been
adopted by the Board. The criteria set the objective of the
Board as being as effective, and preferably more effective
than the best boards in the comparable peer group.
These criteria, which are reviewed annually, ensure that
any new appointee is able to contribute to the ongoing
effectiveness of the Board, has the ability to exercise
sound business judgment, to think strategically and has
demonstrated leadership experience, high levels of
professional skill and appropriate personal qualities.
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Candidates for appointment as directors are
considered by the Nominations Committee,
recommended for decision by the Board and, if
appointed, stand for election, in accordance with the
Constitution, at the next general meeting of shareholders.

Once a Director reaches the age of 72, they are
required to stand for re-election each year. For re-
election, a special resolution in which the support of 75%
of those shareholder voting is required.

Remuneration Arrangements

The Constitution and the ASX Listing Rules specify
that the aggregate remuneration of non executive
directors shall be determined from time to time by
a general meeting. An amount not exceeding the amount
determined, is divided between the directors as they
agree. The policy of the Board is that the aggregate
amount should be set at a level which provides the Bank
with the necessary degree of flexibility to enable it to
attract and retain the services of directors of the highest
calibre. The latest determination was at the Annual
General Meeting held on 28 October 1999 when
shareholders approved an aggregate remuneration of
$1,500,000 per year. The Nominations Committee
reviews the fees payable to non executive directors.
Details of individual directors’ remuneration and the
bands of remuneration are set out in Note 45 to the
Financial Statements. Directors' fees do not incorporate a
bonus element related to performance.

In  August 2000, the Board approved the
introduction of the Non-Executive Directors' Share Plan
which  requires the acquisition of shares by
Non-Executive Directors through the mandatory sacrifice
of 20% of their annual fees. Details of this Plan were set
out in the Notice of Meeting to the 2000 Annual General
Meeting.

The remuneration of Mr Murray (Managing Director)
is fixed by the Board, pursuant to the Constitution, as part
of the terms and conditions of his appointment. Those
terms and conditions are subject to review, from time to
time, by the Board.

There is in place a retirement scheme which
provides for benefits to be paid to non executive directors
after service of a qualifying period. The terms of this
scheme, which were approved by shareholders at the
1997 Annual General Meeting, allow for a benefit on
apro rata basis to a maximum of four years' total
emoluments after twelve years' service.
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The Board has established a Remuneration
Committee to:

L] consider changes in remuneration policy likely to
have a material impact on the Group;

. consider senior executive appointments; and

L] be informed of leadership performance, legislative
compliance in employment issues, industrial
agreements and incentive plans operating across
the Group.

The policy of the Board is that the Committee shall
consist of a majority of non executive directors.

The Committee has an established work plan which
allows it to review all major human resource policies,
strategies and outcomes.

The Bank's remuneration policy in respect of
executives includes provisions that remuneration will be
competitively set so that the Bank can attract, motivate
and retain high quality local and international executive
staff and that remuneration will incorporate, to
a significant degree, variable pay for performance
elements. A full statement of the Bank's remuneration
policy for executives and details of the remuneration paid
to the Managing Director and five highest paid other
members of the senior executive team who were officers
of the Bank at 30 June 2001 are set out in Note 46 to the
Financial Statements.

Audit Arrangements

Ernst & Young was appointed as the auditor of the
Bank at the 1996 Annual General Meeting and continues
to fulfil that office.

The Board's Audit Committee consists entirely of
non executive Directors and the chairman of the
Committee is not Chairman of the Bank. This structure
reflects the Board's policy. The Managing Director
attends Committee meetings by invitation.
The Committee oversees the adequacy of the overall
internal control functions and the internal audit functions
within the Group and their relationship to external audit.

In carrying out these functions, the Committee:

. reviews the financial statements and reports of the
Group;

L] reviews accounting policies to ensure compliance
with current laws, relevant regulations and
accounting standards; and

L] conducts any investigations relating to financial
matters, records, accounts and reports which it
considers appropriate.

In addition, the Committee ratifies the Group's
operational risk policies for approval by the Board and
reviews and informs the Board of the measurement and
management of operational risk. Operational risk is
a basic line management responsibility within the Group
consistent with the policies established by the Committee.
A range of insurance policies maintained by the Group
mitigates some operational risks.

The Committee regularly considers, in the absence
of management and the external auditor, the quality of
the information received by the Committee and, in
considering the financial statements, discusses with
management and the external auditor:

L] the financial statements and their conformity with
accounting standards, other mandatory reporting
requirements and statutory requirements; and

L] the quality of the accounting policies applied and
any other significant judgements made.

The Committee periodically meets separately with
the Group Auditor and the external auditor in the absence
of management.
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The Committee reviews the processes governing
advisory work undertaken by the external auditor to
ensure that the independence of the external auditor is
not affected by conflicts of interest.

The scope of the audit is agreed between the
Committee and the auditor. The external audit partner
attends meetings of the Audit Committee by invitation
and attends the Board meetings when the annual and
half yearly accounts are signed.

Risk Management

The Risk Committee oversees credit and market
risks assumed by the Bank in the course of carrying on
its business.

The Committee considers the Group's credit
policies and ensures that management maintains a set of
credit underwriting standards designed to achieve
portfolio outcomes consistent with the Group's risk/return
expectations. In addition, the Committee reviews the
Group's credit portfolios and recommendations by
management for provisioning for bad and doubtful debts.

The Committee approves risk management policies
and procedures for market, funding and liquidity risks
incurred or likely to be incurred in the Group's business.
The Committee reviews progress in implementing
management procedures and identifying new areas of
exposure relating to market, funding and liquidity risk.

Independent Professional Advice

The Bank has in place a procedure whereby, after
appropriate consultation, directors are entitled to seek
independent professional advice, at the expense of the
Bank, to assist them to carry out their duties as directors.
The policy of the Bank provides that any such advice is
made available to all directors.

Access to Information

The Board has an agreed policy on the
circumstances in which directors are entitled to obtain
access to company documents and information.

Ethical Standards

The Bank has adopted a Statement of Professional
Practice which sets required standards of behaviour
including:

Ll to act properly and efficiently in pursuing the
objectives of the Bank;

. to avoid situations which may give rise to a conflict
of interests;

. to know and adhere to the Bank's Equal

Employment Opportunity policy and programs;

L] to maintain confidentiality in the affairs of the Bank
and its customers; and
Ll to be absolutely honest in all professional activities.

These standards are regularly communicated to
staff. In addition, the Bank has established insider trading
guidelines for staff to ensure that unpublished price
sensitive information about the Bank or any other
company is not used in an illegal manner.

The restrictions imposed by law on dealings by
Directors in the securities of the Bank have been
supplemented by the Board of Directors adopting
guidelines which further limit any such dealings by
Directors, their spouses, any dependent child, family
company and family trust.
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Corporate Governance

The guidelines provide, that in addition to the
general requirement that Directors not deal in the
securities of the Bank or any related company when they
have or may be perceived as having relevant unpublished
price sensitive information, Directors are only permitted to
deal within certain periods. These periods include
between three and 30 days after the announcement of
half yearly and final results and from three days after
release of the annual report until 30 days after the Annual
General Meeting. Further, the guidelines require that
Directors not deal on the basis of considerations of a
short term nature or to the extent of trading in those
securities. Similar restrictions apply to executives of the
Bank.

In accordance with the Constitution and the
Corporations Act 2001, Directors disclose to the Board
any material contract in which they may have an interest.
In compliance with section 195 of the Corporations Act
2001 any Director with a material personal interest in a
matter being considered by the Board must not be
present when the matter is being considered and must
not vote on the matter.
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Continuous Disclosure

The Corporations Act 2001 and the ASX Listing
Rules require that a company disclose to the market
matters which could be expected to have a material effect
on the price or value of the company's securities.
Management processes are in place throughout the
Commonwealth Bank Group to ensure that all material
matters which may potentially require disclosure are
promptly reported to the Managing Director, through
established reporting lines, or as a part of the
deliberations of the Bank's Executive Committee. Matters
reported are assessed and, where required by the Listing
Rules, advised to the market. The Company Secretary is
responsible for communications with the ASX and for
ensuring that such information is not released to any
person until the ASX has confirmed its release to the
market.
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Directors' Details

The names of the Directors holding office during the
Financial Year 2001 and until the date of this report are
set out below together with details of Directors'
experience, qualifications, special responsibilities and
organisations in which each of the Directors has declared
an interest.

John T Ralph, AC, Chairman

Mr Ralph has been a member of the Board since 1985
and Chairman since 1999. He is also Chairman of the
Risk, Remuneration and Nominations Committees. He is
a Fellow of the Australian Society of Certified Practising
Accountants and has had over forty-seven years'
experience in the mining and finance industries.
Chairman: Pacific Dunlop Limited.

Deputy Chairman: Telstra Corporation Limited.

Director: BHP Billiton Limited and BHP Billiton Plc.

Other Interests: Melbourne Business School (Board of
Management), Foundation for Young Australians (Deputy
National Chairman), and Australian Foundation for
Science (Chairman).

Mr Ralph is a resident of Victoria. Age 68.

John M Schubert, Deputy Chairman

Dr Schubert has been a member of the Board since
1991, he was appointed as Deputy Chairman on
31 December 2000 and is Chairman of the Audit
Committee and a member of the Nominations Committee.
He holds a Bachelor Degree and PhD in Chemical
Engineering and has experience in the petroleum, mining
and building materials industries. Dr Schubert is the
former Managing Director and Chief Executive Officer of
Pioneer International Limited.

Chairman: G2 Therapies Limited and Worley Limited.
Director: BHP Billiton Limited, BHP Billiton Plc, Hanson
Plc, Australian Graduate School of Management Ltd and
Qantas Limited.

President: Business Council of Australia.

Other Interests: Academy of Technological Science
(Fellow), Salvation Army Territorial Headquarters and
Sydney Advisory Board (Member). He is also a Director
of the Great Barrier Reef Research Foundation and
a Director and a Member of AGSM Consulting Ltd.

Dr Schubert is a resident of New South Wales. Age 58.

David V Murray, and Chief

Executive Officer

Managing Director

Mr Murray has been a member of the Board and
Managing Director since June 1992. He holds a Bachelor
of Business and Master of Business Administration and
has thirty-five years' experience in banking. Mr Murray is
a member of the Remuneration, Risk and Nominations
Committees.

Director: Colonial Ltd, Colonial Holding Company Pty Ltd,
Colonial Holding Company (No 2) Pty Ltd, Emerald
Holding Company Ltd, Colonial Finance (Australia) Ltd,
Colonial International Holdings Pty Ltd and Colonial First
State Investments Group Limited.
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Other Interests: International Monetary Conference
(Member), Art Gallery of NSW (Member), Asian Bankers'
Association (Member), Australian Bankers' Association
(Chairman), Asian Pacific Bankers' Club (Member),
Business Council of Australia (Member), World Economic
Forum (Member), General Motors Australian Advisory
Council (Member), APEC Business Advisory Council
(Member), and the Financial Sector Advisory Council
(Member).

Mr Murray is a resident of New South Wales. Age 52.

N R (Ross) Adler, AO

Mr Adler has been a member of the Board since 1990
and is a member of the Remuneration Committee.
He holds a Bachelor of Commerce and a Master of
Business Administration. Mr Adler was Managing Director
of Santos Limited for 16 years and retired on
30 September 2000. He has experience in various
commercial enterprises, more recently in the oil and gas
industry.

Chairman: Austrade.

Director: Telstra Corporation Limited, QCT Resources
Limited (until October 2000), Tereny Investments Pty Ltd
and Shelrey Pty Ltd.

Other Interests: Art Gallery of South Australia
(Chairman), University of Adelaide (Council Member and
Chairman of the Finance Committee), Executive Member
of the Australian Japan Business Co-operation
Committee and Australian Institute of Company Directors
(Member).

Mr Adler is a resident of South Australia. Age 56.

Reg J Clairs, AO

Mr Clairs has been a member of the Board since 1 March
1999 and is a member of the Audit Committee. As the
former Chief Executive Officer of Woolworths Limited, he
had thirty-three years' experience in retailing, branding
and customer service.

Chairman: Agri Chain Solutions Ltd and The Prime
Minister's Supermarket to Asia Board.

Deputy Chairman: Woolstock Australia Limited.

Director: David Jones Ltd, Howard Smith Ltd and
National Australia Day Council.

Other Interests: Foundation Member
Minister's Supermarket to Asia Council.
Mr Clairs is a resident of Queensland. Age 63.

A B (Tony) Daniels, OAM

Mr Daniels has been a member of the Board since
March2000 and is a member of the Remuneration
Committee. He has extensive experience in
manufacturing and distribution, being Managing Director
of Tubemakers of Australia for eight years to
December 1995, during a long career with that company.
Director: Australian Gas Light Company, Orica, and
O'Connell St Associates.

Managing Director: Pacific Dunlop Limited.

Mr Daniels is a resident of New South Wales. Age 66.

of the Prime
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Colin R Galbraith

Mr Galbraith has been a member of the Board since
June 2000 and is a member of the Risk Committee.
He was previously a Director of Colonial Limited, having
been appointed in 1996. He is a partner of Allens Arthur
Robinson, Lawyers.

Chairman: BHP Community Trust.

Director: OneSteel Limited.

Other Interests: Council of Legal Education in Victoria
(Honorary Secretary), Corporate Council of CARE
Australia (Member) and The Royal Melbourne Hospital
Neuroscience Foundation (Trustee).

Mr Galbraith is a resident of Victoria. Age 53.

Warwick G Kent AO

Mr Kent has been a member of the Board since
June 2000 and is a member of the Risk Committee.
He was previously a Director of Colonial Limited, having
been appointed in 1998. He was Managing Director and
Chief Executive Officer of BankWest until his retirement
in 1997. Prior to joining BankWest, Mr Kent had a long
and distinguished career with Westpac Banking
Corporation.

Director: Perpetual Trustees Australia Limited, West
Australian Newspapers Holdings Limited and Coventry
Group Limited.

Other Interests: Advisory Board of Blake Dawson
Waldron (Member), Walter and Eliza Hall Trust (Trustee),
Australian Institute of Company Directors (Fellow),
Australian Society of CPAs (Fellow), Australian Institute
of Bankers (Fellow) and Chartered Institute of Company
Secretaries (Fellow).

Mr Kent is a resident of Western Australia. Age 65.

Fergus D Ryan

Mr Ryan has been a member of the Board since
March 2000 and is a member of the Audit Committee.
He has extensive experience in accounting, audit, finance
and risk management. He was a senior partner of Arthur
Andersen until his retirement in August 1999 after
thirty-three years' with that firm including five years as
Managing Partner Australasia.
Member:  Prime  Minister's
Partnership.

Other Interests: Strategic Investment Co-ordinator and
Major Projects Facilitator for the Federal Government,
Committee for Melbourne (Counsellor) and Pacific
Institute (Patron).

Mr Ryan is a resident of Victoria. Age 58.

Community  Business

Frank J Swan

Mr Swan has been a member of the Board since
July 1997 and is a member of the Risk Committee.
He holds a Bachelor of Science degree and has
twenty-three years' senior management experience in the
food and beverage industries.

Chairman: Fosters Group Limited.

Director: National Foods Limited and Catholic Ladies
College Eltham.

Other Interests: Institute of Directors (Fellow), Australian
Institute of Company Directors (Fellow), Australian
Institute of Management (Fellow) and Institute of
Management UK (Companion).

Mr Swan is a resident of Victoria. Age 60.
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Barbara K Ward

Ms Ward has been a member of the Board since 1994
and is a member of the Audit Committee. She holds
a Bachelor of Economics and Master of Political
Economy and has six years' experience in policy
development and public administration as a senior
ministerial adviser and twelve years' experience in the
transport and aviation industries, most recently as Chief
Executive of Ansett Worldwide Aviation Services.
Since 1998, she has pursued a career as a company
director.

Chairperson: HWW Limited and Country Energy.

Director: Rail Infrastructure Corporation and Data
Advantage Limited.

Other Interests: Sydney Opera House Trust (Trustee),
Australia Day Council of New South Wales (Member) and
Allens Arthur Robinson (Director).

Ms Ward is a resident of New South Wales. Age 47.

Anna C Booth —retired 31 December 2000

Ms Booth had been a member of the Board since 1990
and was a member of the Risk Committee. She holds
a Bachelor of Economics (Hons) and has had seventeen
years' experience in the trade union movement.

Director: Ausflag Limited and CoSolve Australasia
Pty Ltd.

Other Interests: Shopping Centre Council of Australia
(Special Advisor), Sydney Organising Committee for the
Olympic Games (Member) and Labour Management
Studies Foundation of Macquarie University (Fellow).

Ms Booth is a resident of New South Wales. Age 44.

Ken E Cowley, AO —retired 29 March 2001

Mr Cowley had been a member of the Board since
September 1997 and was a member of the Remuneration
Committee. He has thirty-three years' experience in the
media industry, having been a Director of News Limited
since 1976 and until July 1997, was Executive Chairman
of that company.

Executive Chairman: Zazu Limited.

Chairman: PMP Communications Limited, R M Williams
Holdings Limited, Tasman Pacific Airways Limited, Tower
Lodge Pty Limited and Melbourne Storm Football Club
Pty Ltd.

Director: The News Corporation Limited, Independent
Newspapers Limited and The Foundation for Rural and
Regional Renewal.

Other Interests: Australian Stockman's Hall of Fame and
Outback Heritage Centre (Chairman) and Royal
Agricultural Society (Director).

Mr Cowley is a resident of New South Wales. Age 65.
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Directors' Meetings

The number of Directors' meetings (including meetings of committees of Directors) and number of meetings attended
by each of the Directors of the Commonwealth Bank during the 2001 Financial Year were:

DIRECTOR DIRECTORS' MEETINGS
No. of Meetings No. of Meetings
Held® Attended
JT Ralph 10 10
J M Schubert 10 10
D V Murray 10 10
N R Adler 10 10
R J Clairs 10 10
A B Daniels 10 10
FD Ryan 10 10
F J Swan 10 10
B K Ward 10 10
W G Kent 10 9
C R Galbraith 10 10
A C Booth @ 6 6
K E Cowley © 7 6

@ The number of meetings held during the time the Director held office during the Financial Year.
@ Ms Booth retired on 31 December 2000.
®  Mr Cowley retired on 29 March 2001.

COMMITTEE MEETINGS

Risk Committee Audit Committee Remuneration Committee
No. of No. of No. of No. of No. of No. of
Meetings Held Meetings Meetings Held Meetings Meetings Held Meetings
@ Attended @ Attended @ Attended
JT Ralph 10 10 6 6
J M Schubert 4 3 5 5
D V Murray 10 10 6 6
N R Adler 6 6
R J Clairs 5 4
FD Ryan 5 5
F J Swan 10 8
B K Ward 5 5
A B Daniels 6 6
W G Kent © 7 7
C R Galbraith © 7 6
A C Booth @ 3 2
K E Cowley ® 4 3
Nominations Committee
No. of No. of
Meetings Held Meetings
@ Attended
JT Ralph 3 3
J M Schubert 3 3
D V Murray 3 3

@ The number of meetings held during the time the Director was a member of the relevant committee.
@ Dr Schubert retired from the Risk Committee on 12 February 2001.

®  Mr Kent and Mr Galbraith were appointed to the Risk Committee on 31 December 2000.

®  Ms Booth retired on 31 December 2000.

®  Mr Cowley retired on 29 March 2001.
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Principal Activities

The Commonwealth Bank Group is one of
Australia's leading providers of integrated financial
services including retail, business and institutional
banking, superannuation, life insurance, general
insurance, funds management, broking services and
finance company activities. The principal activities of the
Commonwealth Bank Group during Financial Year 2001
were:

Banking

The Group provides a full range of retail banking
services including housing loans, credit cards, personal
loans, savings and cheque accounts and demand and
term deposits. The Group has leading domestic market
shares in home loans, personal loans, retail deposits and
discount stockbroking and is one of Australia's largest
issuers of credit cards. The Group also offers a full range
of commercial products including business loans,
equipment and trade finance, and rural and agribusiness
products.

The Institutional Banking operations focus on the
top 1,000 corporations, government entities and other
major institutions operating in Australasia. Corporate
customers have access to financial markets services,
securities underwriting, trading and distribution, corporate
finance, equities, payments and transaction services,
investment management and custody.

The Group also has full service banking operations
in New Zealand and Fiji

Funds Management

The Group is Australia's largest fund manager and
largest retail funds manager in terms of its total value of
funds under management. The Group has two main
funds management businesses: Commonwealth Funds
Management and Colonial First State Investments. These
businesses manage a wide range of wholesale and retail
investment, superannuation and retirement funds.
Investments are across all major asset classes including
Australian and international shares, property, fixed
interest and cash.

The Group also has funds management businesses
in New Zealand, the United Kingdom and Asia.

Life Insurance

The Group provides term insurance, disability
insurance, annuities, master trusts and investment
products.

The Group is Australia's third largest insurer based
on life insurance assets held, and is Australia's largest
manager in retail superannuation, allocated pensions and
annuities by funds under management.

Life insurance operations are also conducted in
New Zealand, where the Group has the leading market
share, and throughout Asia and the Pacific.
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Consolidated Profit

Consolidated operating profit after tax and outside
equity interests for Financial Year 2001 was
$2,398 million  (2000: $2,700 million, including a net
abnormal gain of $987 million).

The net operating profit for Financial Year 2001
after tax, and before goodwill amortisation and appraisal
value uplift was $2,262 million. This is an increase of
$670 million or 42% over Financial Year 2000. Apart from
a full year profit contribution from the Colonial acquired
entities, the principal contributing factors to this increase
were a growth in net interest income reflecting continued
lending asset growth together with growth in
commissions, funds management income and trading
income, partly offset by increases in a range of expenses.

Dividends

The Directors have declared a fully franked

(at 30%) final dividend of 75 cents per share amounting

to $933 million. The dividend was paid on 8 October

2001. Dividends paid since the end of Financial Year

2000:

. a fully franked final dividend of 72 cents per share
amounting to $908 million was paid on 9 October
2000. The payment comprised cash disbursements
of $739 million with $169 million being reinvested by
participants through the Dividend Reinvestment
Plan; and

. in respect of Financial Year 2001, a fully franked
interim dividend of 61 cents per share amounting to
$773 million was paid on 30 March 2001.
The payment comprised cash disbursements of
$629 million with $144 million being reinvested by
participants through the Dividend Reinvestment
Plan.

Review of Operations

An analysis of operations for the Financial Year is
set out in the Results Overview on page 4.

Changes in State of Affairs

The Commonwealth Bank of Australia has become
the successor in law to State Bank of New South Wales
(known as Colonial State Bank) effective on 4 June 2001
pursuant to legislation. On that date State Bank of New
South Wales ceased to have a separate legal existence
and all its assets and liabilities became assets and
liabilities of Commonwealth Bank of Australia.

The Bank's shareholders' equity was reduced by
$700 million on 1 April 2001 pursuant to an off market
buy back of 25.1 million shares.

There were no other significant changes in the state
of affairs of the Group during the Financial Year.
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Future Developments and Results

Major developments which may affect the
operations of the Group in subsequent Financial Years
are referred to in the Results Overview. In the opinion of
the Directors, disclosure of any further information on
likely developments in operations would be unreasonably
prejudicial to the interests of the Group.

Environmental Regulation

The Bank and its controlled entities are not subject
to any particular or significant environmental regulation
under a law of the Commonwealth or of a State or
Territory, but can incur environmental liabilites as
alender. The Bank has developed credit policies to
ensure this is managed appropriately.

Directors' Shareholdings

Particulars of shares in the Commonwealth Bank or
in a related body corporate are set out in a separate
section at the end of the Financial Report titled
'‘Shareholding Information' beginning on page 173.
Options

An Executive Option Plan was approved by
shareholders at the Annual General Meeting on
8 October 1996 and its continuation was further approved
by shareholders at the Annual General Meeting on
29 October 1998. On 13 October 2000, the Bank granted
options over 2,002,500 unissued ordinary shares to
50 executives under the Executive Option Plan. At the
2000 Annual General Meeting, shareholders approved
the establishment of the Equity Reward Plan ('ERP') and
on 7 February 2001, 577,500 options were granted to
23 executives under the ERP. During the 2001 Financial
Year 2,435,000 shares were allotted consequent to an
exercise of options granted under the ERP. Full details of
the ERP are disclosed in Note 29 to the Financial
Statements.

The names of persons who currently hold options in
the ERP are entered in the register of options kept by the
Bank pursuant to Section 170 of the Corporations Act
2001. The register may be inspected free of charge.

For details of the options granted to a director, refer
to the separate section at the end of the financial report
titled 'Shareholding Information' beginning on page 173.

Directors' Interests in Contracts

A number of Directors have given written notices,
stating that they hold office in specified companies and
accordingly are to be regarded as having an interest in
any contract or proposed contract that may be made
between the Bank and any of those companies.
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Directors' and Officers' Indemnity

Article 19 of the Commonwealth Bank's Constitution
provides: 'To the extent permitted by law, the company
indemnifies every director, officer and employee of the
company against any liability incurred by that person
(a) in his or her capacity as a director, officer or employee
of the company and (b) to a person other than the
company or a related body corporate of the company.
The company indemnifies every director, officer and
employee of the company against any liability for costs
and expenses incurred by the person in his or her
capacity as a director, officer or employee of the
company (a) in defending any proceedings, whether civil
or criminal, in which judgment is given in favour of the
person or in which the person is acquitted or
(b) in connecti