The attached documents, provided to the House Economics Committee by
Mrs Catherine Walter AM, were authorised for publication by the Committee
on 13 May 2004 as evidence to its review of the Australian Prudential
Regulation Authority Annual Report 2003:

. a letter from Mrs Walter to the National Australia Bank (NAB) Board
dated 3 March 2004;

. a letter from Blake Dawson Waldron to the NAB Board dated 31 March
2004;

. a letter from Mrs Walter to the Chairman of the NAB's Board dated
15 April 2004; and

. a media statement by Mrs Walter dated 29 April 2004.




3 March 2004

Chairman and Board Members,
National AustraliaBank Limited.

| have come to the view that | must record in writing my conclusion that the PWC
report cannot be represented to the market, regulators and shareholders as an
independent report and my view that the actual process adopted in the
investigation and preparation of the PWC report lacks legitimacy in serious

respects.

| have expressed these views in previous Board meetings, but they have not
commanded the support of the Board. | have concluded, for the reasons which |
shdl detail, that the long term interests of the Bank, as distinct from our
individual interests as directors, are best served by my writing this memorandum.

Once the Board represented to the market that it intended to commission an
investigation and report that would be fully independent of the Bank, it had aduty
to do 0. The appointment of PWC was of afirm which in the event was not
independent of the Bank and PWC has failed to act independently.

| have many years experience in legal practice in the fields of banking, finance
and corporate governance, including experience of legal and regulatory aftermaths
of serious banking irregularities. | acted as a lead partner of the law firm asssting
the Roya Commission into the Tricontinental insolvency (at the time the largest
corporate insolvency in Australia).

Againg the background of my professiona experience, | have concluded that the
process currently underway insde the Bank has failed to meet minimum
gandards, and as this memorandum attests, | am not willing to remain silent about
thisfailure.

| believe the Board should immediately abort the current PWC report process and
appoint a new expert to conduct an independent investigation (with appropriate
probity protocols and procedures). That expert should report to an independent
person not currently a Board member who will have responsibility for bringing
relevant recommendations to the Board. We should advise the market

accordingly.




Background

| have previoudly expressed the concerns | have outlined insde the Board and hi
conversationswith the Chairman.

The steps | have taken to date include the following:

When | first learned that management had gppointed PWC
when the losses were first detected, | suggested that it was
not appropriate for PWC to report to amanagement group.

| suggested that, as PWC had a 'drategic dliance’ with
NAB Interna Audit, it was likely that PWC would be
investigating their own work.

At my suggestion, Probity Advisors and reviewers of
PWC's work were appointed (Blake Dawson Waldron and
Ddoaittes). | made this suggestion after it became apparent
that the Board did not share my view that PWC was
conflicted.

| have learnt that the PBRC had apparently received a
report on 12 February 2004 from PWC, interpreting the
terms of aminute of PBAC referring to apresentation to
the Principal Board Audit Committee (‘'PBAC’) by Jm
Power of PWC on the Allied Irish Bank FX trading losses.
PWC suggested to PBRC that the events at that meeting
should not be construed as being as the minute records
them. | consider that thisreflects PWC's own bias as both
witness and investigator and exemplifiesthe danger of
PWC reviewing and reinterpreting their own work.

| expressed concern that the Principal Board Risk
Committee ('"PBRC") was to be the body responsible for
the conduct of the PWC investigation and report, because
PBRC was itsdlf respongble for risk generdly from 29
August 2003, after which date over 90% of the losses were
incurred and its position would necessarily be the subject of
investigation and report; it was incongruous that the
investigators should be expected to report to one of the
bodies the subject of its investigation.

| consdered it ingppropriate that other directors were
excluded from the process of supervison of the
investigation and report, this being a function which PBRC




gppropriated to itself; to my mind it gppeared that the
Board committee with the greatest exposure had embarked
upon a course of controlling the outcome. The process of
receipt and supervision should in my view have been a
whole Board function, conducted under drict, transparent
and verifiable conditions of non -interference.

Notwithstanding my concerns, PWC has throughout the process reported
regularly (in detail and in a manner not adequately disclosed to other directors),
to PBRC. The incongruity is compounded by the fact that even the probity
advisors have been required to report to PBRC.

The Principa Board has not even had a comprehensive written report as to the
facts of the losses and remains uninformed as to the issues, save for any material
which might have been presented at the Board meeting of 2 March 2004 of which

| am unaware.

PWC Conflicts of | nteres

PWC has many conflicts of interest which include the following:

The PWC head invedtigator, Craig Hamer, is the PWC
partner responsible for the NAB relationship which
produced over $17 million for PWC lagt year (more than
double the revenue of our auditors KPMG).

This creates the perception that areport produced by PWC
isunlikely to be critica of the incumbent Board, especialy
if elements of that incumbent Board are respongble for
controlling the report process and some members of that
Board have had substantial and repeated input into its
various drafts.

An initidly appointed PWC partner, Tony Harrington
consdered himself conflicted and retired from his role
because of his persond podtion in relation to the Bank.
The head investigator for the PWC report, Craig Hamer, is
| am informed, in precisaly the same position in this respect
as Tony Harrington, yet he has remained as head
investigator for the PWC report.

PWC have (and as has become obvious) many and deep
involvements in the affairs of NAB, including in areas that
are properly the key areas of the PWC investigation:
* PWC has a'drategic dlianceé with Internal
Audit involving approximately 1000 days (4




man years) of time ayear and involvement
in planning aspects of the Internal Audit
process - Interna Audit is likely to be a key
area of examination of any externa
independent report; ateam including a
PWC manager, Smi Slowigjczyk, was
respongible for Internal Audit of the FX
operdion in January 2003

e Jim Power of PWC (see above) delivered a
key report to Principal Board Audit
Committee (‘PBAC’) on 6 May 2002 asto
the application of the learnings of the Allied
Irish Bank FX lossesto NAB and the
reasons why the circumstances of the Allied
Irish Bank were inapplicable to NAB.

*  PWC personnd worked on the Horizon
technica system which ran FX options (late
2002) and dso worked on the FX desk in
November/December 2003 when losses rose
from $50 millionto $75 million.

» John Thorn (a non executive director of NAB) was, until
June 2003, managing partner of PWC.

In the event, Deloittes have been appointed as a result of these and other conflicts
to examine work which PWC have done within NAB which istaken up inthe
PWC report, but this awkward compromise does not address the wide ranging
role and relationship PWC has with the bank. Nor does it achieve any positive
solution. It does not deprive PWC of its control of the investigation process and
its outcome. The fact that it was necessary to gppoint Deloittes establishes that
PWC are disqualified from appointment as lacking independence. The
appointment of Deloittes did not arise from PWC volunteering their conflicts; it
was re-active to my expressions of concern.

In any event, the terms of the role of Deloittes are, as | understand it, far from
clear. Certainly the extent of their role has not been made clear at the Principal
Board. | should say that the terms of the appointment of Blake Dawson Waldron
are dso not known to the Principal Board even though | had understood the
decison was made (on 6 February 2004) that they should report to the Principa
Board.




IndependenceCompr omised

In addition to the concerns above, the process which has been followed taints the
credibility of the investigation and any report arising fromit. Instances of process

failureinclude:

PWC report to and are overseen by PBRC which is responsible
for the framing and monitoring of their process including
setting their terms of reference.

Since 29 August 2003 PBRC, by its charter from the Board,
has been responsible for 'the identification assessment and
management of the material risks faced by the various business
units of the Group'. The PBRC met only once between 29
August 2003 and the FX losses being detected. That meeting
took place on 21 November 2003. At that meeting PBRC
received a presentation from Markets Divison and, in
particular, there was a PowerPoint presentation which had
particular reference to 'VaR limit monitoring and excesses and
the way in which they were investigated by Market Risk and
included as a matter arising '‘overview of the Market Risk limit
gpprova process for CIB Markets Divison.! On the same day
(before the meeting) an internal memo was sent by Australian
Market Risk Unitto GM CIB Markets describing significant
levels of breaches.

In the period from formation of the Risk Committee to the
foreign exchange losses being identified, those losses increased
from under $10 million to $175 million on 13 January 2004.

The PWC report drafts, which have been reviewed by members
of PBRC, may make no or insufficient reference to these
circumstances and related issues.

At one time in the PWC process the Principa Board was
informed that the PBRC proposed a '6 hour drafting session’
with PWC to resolve the PWC report but this seems not to have
occurred; it is plain however, from the events which | describe,
that members of PBRC have been responsible for major input
into the report and apparently for changes of focus and
emphasis.

| understand that there have been four drafts of the PWC
report, reflecting dramatic differences and changes between
drafts. These changes have followed input from PBRC
members upon the previous drafts.
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| have been told that up until Friday 20 February 2004, PBRC
had received a least two detailed 'status updates. Those status
updates, later versons of which were severd times described
as "drafts' or "draft reports' by the Chairman in conversation
with me, were not ora but were written documents which
contained elements of the structure and content of the proposed
formal PWC report. Those 'status update’ documents have
been seen and commented on by members of PBRC and
presumably those comments have been acted on by PWC. In
other words it appears PBRC has actively intervened in a
process s2t up and administered by PBRC, one responsbility of
which is to passjudgment upon PBRC as to its respongbilities
and function and to be presented to the markets and to
regulators and shareholders as independent.

At aPrincipal Board Meeting John Stewart indicated that he
wished to refer certain future risk assessment work to Gene
Ludwig of Promontory Financid Services who has assisted the
Bank inrelation to HomeSide. Gene Ludwigisaformer United
States Comptroller of the Currency. The Chairman said that he
had already offered the work to PWC. When | sought to raise
this issue as impinging on PWC's independence a a
subsequent update meeting of the Board on 20 February 2004,
the Chairman sad there was "no arrangement” with PWC.

PWC have compromised the independence of the investigation
processin at least the following respects:

» The chief investigator for PWC spoke to the
Chairman in alate night telephone discussion on
the night before (19/2/04) the day on which the
Chairman was to provide evidence to PWC and
APRA and by thistime it would seem that PWC
would aso have provided to the Chairman at
leest one (possibly more) 'status update
documents. The Chairman informed aBoard
update meeting (20/2/04) that he had discussed
with the head investigator before he was
examined, aspects of the flow of information
(what the Chairman described as a 'disconnect’)
between the Principal Board and Management
as to the communications between APRA and
NAB last year.




Since 20 February 2004

The room in which the PWC team are preparing
the report within NAB's premises is able to be
accessed by alarge number of people including
PBRC members and members of Management
whose conduct is the subject of the report.

Much of the evidence has not been secured,
PWC have not sought to limit the flow of
relevant material among NAB personne or
certain Board members in amanner which
prevents acommon view being formed. The
view has been expressed to me that the initial
interview (before the appointment of PWC)
where 20 executives were present when the four
traders were first interrogated is likely to have
tainted the integrity of the investigation

| believe PWC have not completed their
investigative work. To have prepared drafts of
their report is, therefore, inconsistent with
appropriate investigative process and runs the
risk of bias and premature formation of
opinions.

Peter Duncan commented at the Board meeting
on 2 March 2004 that the Chairman had had
PWC "findings presented” to him at anumber -
of PBRC meetings before he was interviewed.
The Chairman cut him off by saying that he
would take the advice of the probity advisers as
to what if anything was further required in
relation to this. It is gpparent that he had not
previoudy informed the probity advisers of dl
the relevant facts. In my view, there is nothing
that can now be done by the probity advisersto
make good this basic transgression.

Over the lat ten days | have formed the view that the PWC process cannot be
‘independent’ in any relevant sense and is not the report which our shareholders
or the regulators have the right to expect.

Some of the facts on which my conclusion is based are:




On Saturday of last week (21/2/04) the Chairman circulated a
note to directors (received on Monday (23/2/04)) which sad:

"On the advice of our Probity Advisors, reinforced by
recent lesks, the Risk Committee was presented with
verbal update status by PwC on Friday but has not yet
viewed any written material.

PWC are progressing well and | envisage giving
directors adetailed update around 1 or 2 March 2004
following the next Risk Committee meeting on Friday
27 February”

A reasonable reader would consider that this meant that there
was nothing written in existence at that time which had been
made available to PBRC. Asis s&t out above that is not the
cae

On 22 February 2004 the Chairman said to Michael Pascoe on
Channd 7, who asked if the Chairman had had a 'peek’ at the
PWC report, that he was looking forward to seeing the first
draft of the report in the next 'couple of weeks. The Chairman
sad that he was receiving 'status updates but the clear
implication of this was that those 'status updates were in the
nature of oral statements as to progress, not written reports
(‘status update documents) as to the structure and content of
the PWC independent report. Had the Chairman said that the
'datus updates were documents containing the material which
they did contain, the impression the viewing public would have
had would have been quite different.

The Chairman told directors on 20 February 2004 that John
Stewart was the point of reference for PWC for matters
relevant to the directors. The Audrdian Financia Review of
20 February 2004 in an uncorrected report sad that John
Stewart was generaly responsible for the PWC report. This
Austrdian Financial Review report arose out of briefings to
andysts and indtitutions by the Chairman and John Stewart
during that week.

On Friday 20 February 2004 without, as | understand it, any
differentiation asto director matters and non-director matters a
'status update document’ was provided to PBRC, as reported
by the Chairman.
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On 23 and 24 February PWC provided to each of the members
of PBRC (to John Stewart in the UK, to Ed Twedddll and Peter
Duncan in Australia and to the Chairman in New Y ork) copies
of a 'status update document'. The 'status update document'
was of some length. It contained both a PowerPoint
presentation and matters which would be included in the final
report, including 'wording'. The 'status update document’ was
substantial enough for it to take 2 hours to read and prepare
comments on. According to the Chairman, al comments were
to be ord. This ord process was sad to be based on ‘legd
advice. | spoke to the Chairman whilst he was in PWC's New
Y ork office reading the document and in that conversation he
described it as "the draft report”.

The comments made by the members of PBRC went far
beyond matters of a mechanical or genera nature. The
Chairman has advised directors that he mentioned to the lead
investigator of PWC that he wanted to see more robustness put
into the portion of the report dealing with linkages between
management and the board. The Chairman told the Board that
these issues on which he said that he wanted more robustness
in the report included at leegt 'Interna Audit 3 stars and the
APRA report. The Chairman sad that, following his statements
to PWC, PWC were 'going away to do that'. He sad that he
understood that Peter Duncan had made smilar comments to
PWC.

| gather a conscious decision has been taken by PWC not to
cdl the 'status update document’, (the same document
described contemporaneoudy by the Chairman to me as "the
draft report”) adocument at al. The 'status update document'
is manifestly adocument. It is clear enough that it is a draft
report in dl but name. | believe that PBRC members have seen
the substance of dl of the reports and may be seen to have been
responsble for magjor changes in them.

As will be seen from the material s& out above, PBRC
comments were made on matters directly relevant to the
position of directors. PWC did not report on those matters, as
had been dated, to John Stewart but to PBRC members
notwithstanding the interest of the PBRC members in the
outcome - in addition extraordinary and detailed processes
have apparently been engaged hi in dealing with the draft
reports which appear unrelated to concerns about 'leaks. |
believe the process fails minimum standards of integrity
required in such circumstances.




2 Mareh 2004

= After | raised my concerns about the matters s&t out above at
our update on 27 February 2004 and expressed my view about
the fact of the PWC report being compromised by the role of
PBRC, the Chairman rang me and informed me that as aresult
of discussions with other directors at his ingtigation he intended
to afford me the same opportunity on Monday 2 March 2004 to
seethe latest draft and have input in the way that PBRC
members had enjoyed. The Chairman said the PWC Chief
Investigator would contact me to arrange this.

In effect the Chairman was addressng my concerns about
propriety of gppointment and process by offering to include me
inwhat | condder to be an exercise which could only further
compromise the independence of the PWC report. | have not
done 0.

In ameeting hi the Chairman's office with the Chairman and me before the Board
meeting on 2 March 2004, Elizabeth Johnstone and Anne Dalton of Blake
Dawson Waldron, the probity advisors, confirmed that:

PwC had an actua (as opposed to an gpparent) conflict as PWC
personnel had been engaged in undertaking relevant work in
Internal Auditin GIB and asthey had adrategic dliancein
respect of the provision of Internal Audit Services. They did not
mention the numerous other problems which attend Craig Hamer's
and PWC's roles, possbly they were not aware of them.

As areault of the 'factual overlap’ Deloitte were conducting a
review of the overlap activities by reviewing documentation,
conducting interviews and viewing relevant sections of the draft
PWC investigation documentation.

Elizabeth Johnstone commented hi particular on the Board's
access to draft investigation documentation. She expressed the
view that, consstent with the Nationa's public statement
regarding the independence of the investigation and the final PWC
report, it was not appropriate for Board Members who had been
notified of aforthcoming interview, to be briefed on any contents
of the PWC final report or the investigation. Although Elizabeth
was thinking of my position, as | had not been interviewed and it
was intended to brief the board later that day on the contents of the




PWC find report, it was apparent from what she said that she had
not been informed of the true facts relating to the involvement of
PBRC members in reviewing and influencing drafts of the PWC

report.

| asked and was told that the directors interviewed were Charles
Allen, Graham Kraehe and Frank Cicutto. | expressed surprise
bearing in mind the pivotal events around 21/11 and the
involvement of PBRC that the remaining directors on PBRC,
namely Peter Duncan and Ed Tweddell, had not been interviewed.

It was suggested that | should absent myself from the briefing by
PWC of the contents of their report later that day and | indicated
that | had been consdering this matter mysalf and that | had in
mind that | would attend to hear the report from the probity
advisors in the earlier part of the meeting. | record here that the
very proper course suggested to and adopted by me should have
been applied to all directors. It was not; and, in my view, the
process cannot now be credibly repaired.

Once again, during this discussion, | referred to:

» The conversation the chief investigator had had
with the Chairman the night (19/2/04) before his
interview wherein he had indicated to the Chairman
that there were 'disconnects between management
and the board so far as APRA documentation was
concerned.

» The 2 hour sesSon that the Chairman had had in
New Y ork working through the draft report and
providing input to PWC. | sad it would be
interesting to compare the draft report prior to this
input (and input from the other members of PBRC
around the world at that tune) with the draft that
was being presented later that day. | sad this
because | was aware that the probity lawyers had
seen 4 drafts of the document and they had sad that
those drafts had fundamentally changed over time.

The Chairman said to me, in the absence of the probity advisors,
that dl the directors were in this together, that we needed to
maintain board solidarity. He said that the report would not find
anything againg the directors. He said that on about 11 March he
intended to announce to the market some changes, that we would
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sack one executive, whom he named, and some of the senior
executives would go at about the same time as part of John
Stewart arranging his new team.

e | dso expressed concern that the Chairman was dealing with
management/director interface issues when he had sad to directors
that John Stewart was to be responsible for these matters. |
repeated his comment that PWC should consider hi more detail the
3 dar audit issue and beef up the board/management interface.

e The Chairman asked me if | didn't trust my fellow directors and |
sad my sole concern was to have an independent report. The
Chairman said he was "absolutely committed to it being an
independent report’, there would be no ‘influencing of
conclusions. It had 'to be independent and be seen to be
independent'.

At 1:30pm the Chairman and | went into the Board meeting. Blake Dawson
Waldron spoke to the probity issue in the way | have previousy described and of
the role of Deloittes. They quoted David Krasnostein, Generd Counsel, who was
present at the board meeting, to have sad earlier that it was important that
Ddoaittes should not become 'the little gpeck on the camera lens that destroys a
picture’.

| was darmed by this graphic statement. To me it raised the prospect of a culture
where demands of independence could not be alowed to dictate the process.

Finally | record my view that the Blake Dawson Waldrgn letter dated 2 March
2004:

« confirmsthat the full facts recorded here have not been disclosed
to them;

* edablishes that, had the full facts been disclosed to them, they
would have advised that the involvement of members of PBRC
breached the principles identified in paragraph 7 of their letter, and
failed to meet the requirements of paragraph 8.

The BDW letter does not constitute advice that the processes which we know to
have occurred were proper or that the steps adopted for dealing with PWC's lack
of independence overcome the problem. | consider that any regulatory agency to
whom the full facts became known would characterise any statement of
independence as incorrect.

Per spective

Asthe only non-employee lawyer with substantial banking and governance
experience with knowledge of what | believe to be the true facts, | have come to
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the view that | must raise these issues and that the market should make its
assessment of any report into the FX losses with full and transparent knowledge
of al the facts, both as to the events and any investigation into them.

The issue is one of governance propriety, integrity, transparency and proper
process. These are aress of critical, importance to NAB at dl times, but especialy
at the moment when failures of other processes fall for investigation and report. |
believe that openness and transparency are impossible without a rigorous
adherence to fundamental principles of integrity and good governance.

CatherineM Walter
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31 March2004
Dear Directors

Probity and Governance Advice
PricewaterhouseCoopers (PwC) Report into Foreign Exchange Losses

In our letter of 12 March 2004, we expressed the opinion, based on our observations and
enquiries and having regard to the matters outlined in that |etter, that PwC was
reasonably likely to beregarded as being independent for the purpose of providing its
report into foreign exchange losses at the National (the Report). Inexpressing this
opinion we had regard to the mattersraised in a letter from Mrs Catherine Walter dated

3March 2004.

MrsWalter has subsequently written to the Chairman on 16,17 and 21 March 2004 and
issued a media statement dated 26 March 2004. In the light of the comments made by
Mrs Walter in these |etters and the media statement you have asked us to:

A. amplify the steps taken by usin forming the opinion as to independence which
we expressed in our letter of 12 March 2004; and

B. comment (from a probity perspective) on the issues raised about which we have
direct knowledge.

A. Matterstaken into account in our opinion astothe" independence' of PwC

In expressing the opinionin our letter of 12 March 2004, we had regard to certain
indicia of independence, drawn from established authority in other contexts and to
good probity and governance practice. For an expert's report to be regarded as
independent, it must satisfy four main tests. We set out below our commentsin respect

of the application of each test.

1. The expert must disclose anyinformation which reader sneed to assess for
themselves the expert'simpartiality

At the commencement of our assignment, you informed us that the National has
established commercia relationships with anumber of major accounting firms. In the
141632042
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case of PWC, thisincluded provision of seconded staff to the National and the
establishment of aStrategic Allianceto provideinternal audit servicesasrequired.

TheDisclosure Statement published in the Report (p.iii) setsout rel ationshipswith the
National. Prior to publication of the Report we satisfied oursel ves of the accuracy and
completeness of that information, first against the National's own records and secondly
through interviewswith Nationa employeesand PwC personndl. We arenot aware of
any information other than that set out in the Disclosure Statement which readers need
to asess for themselves PwC's impartiality.

2. The expert's report must not be commissioned after shopping the brief around
for an expert who will giveafavourablereport

We have made our own enquiries as to the circumstances surrounding the
commissioning of the Report by the National on 16 January 2004. We areunaware of
any evidence to support the view that the brief was assigned to PwC after approaches
to other experts or on the basis that PwC would provide afavourabl e report.

3. The expert'sreport must not result from successive drafts circulated to and
amendedfollowing discussion with those commissioningit, exceptto correct
factual matters

We made our own enquiries as to the circumstances surrounding the provision of
progress briefings during the course of the PwC investigation (including questioning of
relevant persons) and whilst the Report wasin preparation. High level " Status Update
Briefings' with summaries of progresswere provided by the PwC investigation team to
the PBRC and later to the full board.

We established and monitored a protocol to ensure that PwC did not invite or consider
amendments, other than corrections of factual matters. Wereviewed the summary
documents which were provided to members of the PBRC. We are not aware of any
breach of that protocol or any inappropriate interference or direction by the PBRC or
board.

4, The expert must be unbiased -the mor e extensive ther el ationshi p between the
expertand the company, thegreater the onuson the expertto demonstrate
absenceofbias

We tested for evidence of bias by interviewing the PwC investigation personnd and
National directors and employees, attending meetings between them and attending the
briefing by PwC of theboard. No evidence of bias came to our attention.

We were aware that the majority of PwC investigation interviews had been attended by
the regulator, Australian Prudential Regulatory Authority (APRA), which we are
informed aso received transcripts of dl the interviews conducted by PwC.

APRA confirmed that it was utilising the resources of PwC to gain accessto relevant
information about the foreign exchange options trading and relevant agpects of the
National's risk management framework. However, APRA advised that it would reach
its own judgements on the basis of thisinformation and its owninvestigations. We

141632942
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were assured by APRA that the combined investigative work would not continueif
APRA had concernsregarding the conduct of theinvestigation by PwC.

Thisprovided to us some corroborative evidence that PwC werebringing an
independent mind to bear in their investigations.

B. Issues raised by Mrs Walter - Summary

Thereisalarge number of issues raised in this correspondence which cal into question
the procedural integrity of the process and the independence of the Report. We have
prepared atableidentifying theseissues. They generally fall into thefollowing
categories.

@ I nappropriatedirection frommembers ofthePrincipal Board Risk Committee
(FBRC)toPwC

Protocolsfor the conduct by PwC of their investigations and enquiries were
established by us. We are not aware of any occasion on which those protocols
were not observed. We are not otherwise aware of any inappropriate
interference or direction by members of the PBRC or the board generally.

(b) Failure of PWC, Dehitte or BDW to take into account factual matters raised by
Mrs Walter

To the extent that Mrs Walter's comments rel ate to issues of procedura
integrity, her commentsfall into the following main categories: the role of PWC
personnel working on National projects (including on Horizon software) and
on secondment, the PBRC, reporting asto the consideration of certain APRA
letters, and therole of Internal Audit. MrsWalter raised these issues at various
times during the period of our engagement. Theissueswere variously
included in letters, interviews with us and Delaitte, in written responses, with
PwC at theBoard meetings of 9 and 11 March and with Deloitte a the Board
meeting on 11 March. We are satisfied that this provided adequate
opportunity for these issues to be taken into consideration by PwC and
Ddoitte in arriving a their conclusons. These matters were taken into
consideration by usin our opinion of 12 March 2004.

(¢) Lack of full disclosure to BDW(and Deloitte) of all material facts such that our
brief was "circumscribed"

From the commencement of our engagement we had full and free access to
documents, National staff and consultants. Wewere encouraged to be robust
and rigorous in our work. No attempts were made to restrict or direct our
review of materia or interviews with staff. We obtained full cooperation at al

times.

The same access was given to Ddloitte in their review. In her letter of 21 March
Mrs Walter states that Deloitte "had no accessto PwC documents'. At the
Board meeting of 11 March, directors were given an opportunity to question
Deloitte directly and to test whether they (Deloitte) considered that their own

141632942
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work had been inappropriately restricted or directed in any way. To our
observation, Deloitte were given full access to PwC's documents.

The above comments are asummary of an analysis we have undertaken of the issues
rased by Mrs Walter in her letters of 3 and 21 March 2004 and the media rdease, to the
extent they relate to the integrity of the process followed by PwC in completing the
Report. Some of the issues raised by Mrs Walter in her letters (including all issues
raised in her letters of 16 or 17 March 2004) are outside the scope of our retainer or our
knowledge and we are therefore not in a position to comment on them. These are not
mattersin relation to the scope of the Report or the processes by which it was prepared.

In summary, there is nothing in Mrs Walter's |etters to the Chairman dated 16,17 or
21 March 2004 or her media release dated 26 March which causes us to withdraw,
amend or qualify our probity and governance opinion of 12 March 2004.

Yours faithfully

|
o

1/ /[
b}.‘.{x £l DAWSON VYAL DRQ_N

2 ¥ 5 .
S— [ — S
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National Australia Bank Limited

Note: BDW provides the comments below on matters within the scope of our terms of engagement.

A Mrs Walter's letter of 3 March 2004

Inrelation to Mrs Walter's letter of 3 March 2004 we provide the following material. 1n doing so we adopt the headings used by MrsWalter in that | etter:

'Background*

Issue | Comment | Probity Position

1. "PwC suggested to PBRC that the events at the Thematerial referred to by MrsWalter was not in the As aresult of the appointment of Deloitte this aspect was
meeting (6 May 2002) should not be construed as | status update documentviewed by BDW on 27 February | of the investigation was not dealt with by PwC.
being as the minutes record..." 2004 nor was it in the final PwC Report. . . -

There are no outstanding probity concerns arising from
(Page 2, paragraph 4). |  this issue.

2. "PBRC was to be the body responsible for the As aresult of questioning relevant persons and There are no outstanding probity concernsarising from
conduct of PwC investigation and report..." considering relevant documents, BDW understood that in | this issue.

the early stages of the PwC investigation, it was decided

by the Board that PBRC wasthe appropriate body for

PwC toreport to. BDW isawarethat thissituation later
| changed and that PwC then reported to the full Board.

3. "Exclusion of other directors from the process of BDW wassatisfied that al directors, (subject to those There are no outstanding probity concerns arising from
supervision of the investigation and report.” relevant directors having been interviewed by PwC prior  this issue.

to the update being given) had received appropriate
update material and information as to the progress of the
| investigation and the PwC Report. |

4, "Even the probity advisors have been required to | BDW reported solely to the Board, and not to any Thisisafactual matter, which BDW can comment on.
report to PBRC. committeeof theBoard (including PBRC). There are no outstanding probity concerns arising from

| | this issue.

5. "The Principal Board has not even had a Thiswas provided by PwC to the Board meeting on 2 Thisisafactual matter, which BDW can comment on.
comprehensive written report as to the facts of March 2004. Board members who were not able to attend . . -
thelosses.." that meeting were given the opportunity to receive a ;?Serigg no outstanding probity concerns arising from

Separate update. )

141632606



Mrs Walter's letter of 3 March 2004

"PwC Conflict of Interest"

Issue

I "PwC-Head Investigator, Craig Hamer, is PwC
partner responsible for NAB relationship..."

2 Craig Hamer - "is | am informed, in precisdy the
same position as Tony Harrington..."

3 "Strategic alliance of PwC with Internal Audit.

"Jm Power, of PwWC... delivered akey report to
Principal Board Audit Committee (PBAC) as
to.."

141632606

Comment

Referenceis made to the Disclosure Statement in the PwC
Report, which provided:

"One of thepartnersleading theinvestigation,
CraigHamer, isPwC'srel ationshippartner for
theNational. Hisprincipal responsibilityin this
roleisto ensuretheoverall quality of
professional servicesprovidedto theNational ."

PwC Report, 12 March 2004, page (iii)

BDW was aware of the issue Mrs Walter is apparently
referring to and determined that it did not giveriseto a
probity concern.

Reference is made to the Disclosure Statement in the PwC

Report, which provided as follows:

"InFebruary2003PwCwasselectedasa
preferred (but not exclusive) thirdpartyprovider
of resourcesto the National'sInternal Audit
function”.

PwC Report 12 March 2004, page (iii)

Referenceismadeto the Disclosure Statement inthe PwC

Report which provided as follows:

e "Jim Power, a PWC partner, acted as Head of
Internal Auditfor CIBfrom 13February2002to
the end of October 2002'

PwC Report, 12 March 2004, page(iii); and

. "AsJim Power had a rolein thepreparation and
presented to PBA C the AIB memorandum
referred toin this section, itis not appropriate for
ustogiveany opinionin respect of this section of
ourreport. Accordingly, Deloittehavereviewed
thissection and haveprovided an opinion to the
Bank in respect of this section. PwC have
reviewed theDeloitteopinion.”_

__Probity Position

There are no outstanding probity concerns arising from
thisissue.

There are no outstanding probity concerns arising from
this issue.

There are no outstanding probity concerns arising from
this issue.

There are no outstanding probity concerns arising from
thisissue.



Mrs Walter's letter of 3 March 2004

| Issue
5. "PwC personne worked on the Horizon
technica system... and also worked on the FX

141632606

| Comment

PwC Report, 12 March 2004, page 47.

The Deloitte opinion dated 12 March 2004 made findings
asfollows. "Mattersregarding PwC work-TheAllied Irish
Bank Report". The Deloitte opinion concluded with:

"Review Statement

Based on our review, which isnotan audit,
except for the matters described in the findings
section above, nothing has come to our attention
that causes us to believe that the PwCreport
does not fairly and compl etely describe and
assess the PwWC Work in so far asitmay be
relevant to the matters dealt within the PwC
report.”

Delaitte Touche Tohmatsu

| 2March2004.

Reference is made to the Disclosure Statement in the PwC
Report and to the Deloitte opinion. The PwC Report
provided as follows:

. "PwC'sassignmentsinrelation to CIB, Risk
Management, Internal Audit and relevant
financial controls... Theseinclude: ...areviewof
CIB's overall ITsecurity framework."

. "A PwCresource wasprovided for two weeksin
September 2002 to assist in the review of some
aspects ofthe I T control environment supporting
Horizon, the currency options trading system;"

. "During 2002 and 2003, workperformed
included approximately 40 days ofinternal audit
work in the area of foreign exchange trading.
The work involved supervised execution of
specific audit steps determined by the National .”

| PwC Report, 12 March 2004, page (iii)

| Rusibity gesition

There are no outstanding probity concerns arising from
thisissue.
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Mrs Walter's letter of 3 March 2004

Issue

141632606

. Comment | Probity Position

Annexure 1 to the Delaitte opinion of 12 March 2004
provided as follows:

"Procedures Undertaken

The Procedures we have undertaken in
performing our review included:

1.  Obtaininga completelist from the National
of thepeople PwC seconded to Corporate
& Institutional Banking (CIB), formally
WFS andinternal Audit (IA) from 1
January 2002 to 16January 2004 including
their roles and the assignments worked on.
Thislist was considered along side a
document provided by PwC.

2. Obtaining a complete list from the National
of the FX systemprojects on which PwC
have been engagedin any way, and the
PwC dtaff who have worked on FXsystems
and controlsfrom 1 January 2002 to 16
January 2004, and a description ofthese
services. Thislist was considered along
side a documentprovided by PwC.

3. Receiving from Blake Dawson Waldron,
probity advisers to the National, all
documents they considered relevant to our
review. In addition, we obtained
documents from the National that we
consideredrelevant to our review. The
documents included but were not limited
to extracts of PBACminutes, PBA Creports,
Internal A udit reports and supporting
work papers, internal auditplans and
engagement letters for certain PwC staff
seconded to the National.

4. Interviewing amongst others:
a. Members ofthe PBAC



Mrs Walter's letter of 3 March 2004

_Issue Comment

b. Saffofthe National who attended
PBA Cmeetings

¢ Executive General Manager of Risk
d. Head of Internal Audit

e. Head of Internal A udit for CIB,
formally WFS

| Probity Position

f. A PwCpartner who had been seconded

to theNational and
g. PwCinvestigation team members.

Certain oftheinterviews were conducted

face to faceand othersby written questions

and answers."

Delaitte Touche Tohmatsu
12 March 2004, page 3.

"John Thorn, (anon executive director of NAB) Reference is made to the Disclosure Statement in the PwC | There are no outstanding probity concerns arising from

was, until June 2003, managing partner of PWC." | Report which provided as follows:

"John Thorn, aformer senior partner of PwC
whoretired on 30 September 2003, was

thisissue.

appointedto the Principal Board ofthe National,

in October 2003. He was appointed to the

Principal BoardAudit Committeeon 16 October

2003."
, PwC Report, 12 March 2004, page (iii)

7. "The terms of role of Deloitte are... far from Theterms of engagement speak for themsdlves.
clear."

"The terms of the appointment of Blake Dawson | This document was provided to the Principal Board,

Waldron are dso not known to the Principa members shortly after the Board meeting on 3 March
Board..." 2004. .

141632606

There are no outstanding probity concerns arisng from
| thisissue.

There are no outstanding probity concerns arising from
this issue.



Mrs Walter's letter of 3 March 2004

“Independence Compromised"

Issue
1

"PwC report to and are overseen by PBRC which
is respongible for the framing and monitoring of
their process.. PwC Report dréfts... may have
been reviewed by members of PBRC... the PwC
report drafts may make no or insufficient
reference to these circumstances...”

"There have been four drafts of the PwC Report,
reflecting dramatic differences and changes
between drafts... have followed input from PBRC
members upon the previous drafts.”

"Status update document were seen and
commented on by members of PBRC..."

"Offering of 'future risk assessment work' to PwC

and G. Ludwig."

"PwC compromise of the independence of the
investigation process by:

. "the chief investigator for PwC spoke to

the Chairman... the day before the
Chairman was ... to provide evidence to
PwC and APRA..."

. "The room PwC occupies at the NAB
premises is able to accessed by persons
including PBRC and management.”

. "Evidence is not secured..."

141632606

Comment

BDW observed that after theinitia stage of the PwC
investigation, PwC reported to the Board, not PBRC.

In relation to how the PwC Report referred to a
circumstance, that was amatter within the conduct of the

investigation, and was amatter for PwC.

BDW is not aware that any PwC draft Reportswere
circulated to PBRC members. BDW was present at the
Board meeting on 9 March 2004 when PwC presented to
the Board thefirgt draft of itsfinal Report. BDW observed
that " Status update documents' were "spoken to" or
provided by PwC to PBRC (and Board) membersin

| controlled circumstances prior to 9 March 2004.

See note above. In those status update sessions PBRC
(and Board) members were given the opportunity to seek
clarification on issues covered in the status update.

The CEO gave an explanation in relation to thisissuein
the Board meeting of 4 March 2004.

BDW questioned relevant persons and was satisfied that
there were no probity issues arising.

BDW was satisfied that the security arrangements were
appropriate.

BDW was stisfied thisissue went to the forensic conduct
of theinvestigation and was therefore a matter for PwC.

| Probity Position

There are no outstanding probity concerns arising from
this issue.

There are no outstanding probity concerns arising from
this issue.

Thisisafactua matter which BDW can comment on.
There are no outstanding probity concerns arising from

| this issue.

Thisisafactual matter which BDW can comment on.
There are no outstanding probity concerns arising from

| thisissue.

There are no outstanding probity concerns arising from
thisissue.

Thisisafactual matter which BDW can comment on.

There are no outstanding probity concerns arising from

| thisissue.

There are no outstanding probity concernsarising from
this issue.
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Mrs Walter's letter of 3 March 2004

| Issue

. "initial interview of twenty persons.”.

. "... PwC have not completed
investigation... draft Report-
inconsistent with appropriate
investigative processes.”

. "Peter Duncan commented at the Board
meeting on 2 March..."

'Since 20 February 2004'

141632606

Issue
1. "Chairman circulated note to directors on 21
February 2004... a reasonable reader would
consder that this meant that there was nothing
written in existence at that time..." |
| 2 "... Michael Pascoe interview 22 February 2004..."
|
3. "Chairman's comment to Board on 20 February
2004 re John Stewart being "point of reference for
PwC format asrelevant to the directors... (APR
on 20 February 2004)."
4. "On 20 February 2004... a status update
document was provided to PBRC."
5. "23 and 24 February 2004 provision of 'status
update document' to PBRC... and commentsto
PwC."
| 6. "| believe the process fails minimum standards of

Comment

BDW was satisfied this occurred prior to the appointment
of PwC.

BDW was satisfied thisissue went to the forensic conduct
not integrity of the investigation. Thiswas amatter for
PwC.

BDW was present when these comments were made. This
statement does not accord with BDW's recollection of
those events.

| Probity Position

There are no outstanding probity concerns arising from
thisissue.

There are no outstanding probity concerns arising from
this issue.

Thisisafactual matter which BDW can comment on.

There are no outstanding probity concerns arising from

_ thisissue.

Comment

BDW cannot comment on this.

Please sse comment on Issue 1 above.

| Probity Position

There are no outstanding probity concerns arising from
this issue.

There are no outstanding probity concerns arising from

| this issue

This matter related to a press report.

BDW observed the circumstances to be that the "status
updates' were given to the PBRC and BDW called for
these documents. They were a Powerpoint presentation
pack..

BDW was told by the Chairman and PwC that the
document provided was the "status update document” as
previously provided to other members on 20 February
2004.

| BDW was satisfied that the process had integrity.

Thisisafactual matter which the Board has addressed
and which BDW cannot comment on.

There are no outstanding probity concerns arising from
this issue.

There are no outstanding probity concerns arising from
this issue.

There are no outstanding probity concerns arising from
thisissue.

There are no outstanding probity concerns arising from



Mrs Walter's letter of 3 March 2004

Issue
integrity..."

7. "The Chairman... informed me he intended to
afford me the same opportunity... to see the latest
draft..."

2 March 2004

Issue

1 "At the meeting with the Chairman, Elizabeth
Johnstone and Anne Dalton of Blake Dawson
Waldron:
. "BDW confirmed that PwC had an

actual conflict... they did not mention
the numerous other problems which
attend Craig Hamer's and PwC's roles,
possibly they were not aware of them."

. "It was apparent that she [Elizabeth
Johnstone] had not been “informed of
thetruefactsrelating to the
involvement of PBRC members..."

. "| expressed surprise... that the
remaining directors on PBRC... had not
been interviewed."

. The very proper course suggested to

and adopted by me should have been
141632606

| Comment

BDW cannot comment as BDW was not present during
the conversation.

| Comment

BDW was aware of these issues

At thetimeof the discussion on 2 March 2004, BDW was
till gathering information including the factsin relation
to:

. who had been interviewed by PwC, and the
dates of those interviews, who was yet to be
interviewed;

. what "update material" had been given to which
PBRC or Board member relativetothat persons
interview; and

. the content of that material.

Subsequently, BDW ascertained the relevant information
and BDW was then satisfied that there were no probity

| concernsarising.

Thiswasamatter for the PwC investigation.

BDW observed that the appropriate protocols were

followed, namely that if adirector had been notified by

! Probity Position

this issue.

There are no outstanding probity concernsarising from
this issue.

| Probity Position

There are no outstanding probity concerns arising from
thisissue.

Thisisafactual matter which BDW can comment on.

There are no outstanding probity concerns arising from
thisissue.

There are no outstanding probity concerns arising from
this issue.

There are no outstanding probity concerns arising from
this issue.



Mrs Walter's tetter of 3 March 2004

Issue
applied to dl directors...”
2. "... the Chairman said to me... in the absence of
the Probity Advisers..."
| 3. "At 1:30pm the Chairman... BDW spoke to the

probity issue and they quoted David
Krasnostein... to have sad that it was important
that Deloittes should not become the little speck
on the camera lens that destroys a picture...”

Comment

PwC that they were required for an interview, and that
such interview had not yet taken place, then that director
was not present at the Board meeting when PwC first

| presented its draft final Report.

BDW isnot able to comment on this matter asBDW was
not present during the conversation.

The analogy of the speck on the camera lens was used by

BDW to illustrate the point that if the "independence
issue" was not appropriately handled (by the separate
Delaitte opinion) it had the capacity to affect the

| credibility of thewholeinvestigation.

| Probity Position

Thisisafactual matter which BDW cannot comment on as

it has no direct knowledge of it.
There are no outstanding probity concerns arising from

| this issue.

Thisisafactua matter which BDW can comment on.

There are no outstanding probity concerns arising from
this isue.



Mrs Walter's letter of 21 March 2004

B MrsWalter's letter of 21 March 2004

10.

Inrelationto MrsWalter'sletter of 21 March 2004 we providethefollowing material:

Issue

"I remind you that the substance of my
memorandum of 3 March was asto:

. theinability of PwC to act without fear
or favour and produce an unbiased and
complete report;”

. "Theinvolvement of yourself and other

members of the PBRC in framing the
PwC report direction and in particular
the capacity to direct it away from
PBRC and PwC matters;"

- "My many concerns as to the integrity
of the investigation process."

"... Deloitte's position given their inability to
aocess highly material documents,... they had no
acoess to PwC documents.™

141632606

. Comment

BDW stated in Board meetingsof 4, 9,11 and 26 March
2004 and in our opinion of 12 March 2004, that BDW saw
no evidence to support this statement.

Werefer to the above comment

Each of the concernsraised by Mrs Walterswas
tested. After testing wewere satisfied that
either, appropriate protocolswereimplemented
to dedl with these issues, or that no such issue, in
fact, existed.

On thisissue BDW addressed the Board on 26 March 2004
to the following effect:

" We do not believe that Del oitte wasso
‘circumscribed'intheir Reviewandinparticular
that they were unableto 'accesshighlymaterial
documents... including PwC documents'which
wer erequired by themto completetheir work."

| Probity Position

Having regard to the mattersreferred to in our opinion of
12 March there are no outstanding probity concerns
arising from thisissue.

There are no outstanding probity concerns arising from
thisissue.

There are no outstanding probity concerns arising from
these issues

There are no outstanding probity concerns arising from
this issue.



Mrs Walter's letter of 21 March 2004

Issue

3. "That the draft (of the PwC Report) of 23/24
February cannot be provided to me (Mrs
Walter)."

(Page 3, paragraph 1).

| 4. "Nothing sad by the probity advisers congtitutes

afinding that the conduct of yourself, PwC and
PBAC engaged inwas proper. Infact the
probity advisers have made no findings as to
probity."
(Page 3, paragraph 2).

5. "I have previoudy madeit plain, in my letter of
17 March 2004, that | have not, whilst reserving

the right to make a proper public disclosureif |
considered it my duty.”

6. ‘That | declined to be interviewed by PwC is
invalid, asyou know."

(Last paragraph, page 3).

7. "Y our statement that | sought to beinvolved in
the drafting of the Report isinvalid.”

(Page 4, paragraph 1).
141632606

| Comment _ Probity Position

We understand that the document Mrs Walter isreferring | There are no outstanding probity concernsarising from
toisthe status update document of 20 February 2004. this issue.
BDW cannot otherwise comment on what was said..

The probity opinion of 12 March 2004 stated that | Thisisafactual matter which BDW can comment on.
BDW weresatisfied that theindiciaof Th i bi ising f
independence (including that the Report wasnot | - ere are no outstanding probity concemnsarising from
amended following successive draftsby those | tIS1SSUe.

commissioning it) had been met.

Thisisnot amatter for BDW to comment on asitis There are no outstanding probity concerns arising from
outside the scope of our engagement. this issue.

We obsarved the circumstances to be as follows: Thisisafactual matter which BDW can comment on.

PwC sought to interview Mrs Walter in the same | There are no outstanding probity concernsarising from
manner and following the same protocolsashad | this issue.

beenin placefor dl interviews. Most of the

interviewswere conducted jointly by PwC and

APRA, without the provision of questionsor

documents in advance. Following those

interviews transcripts were provided to the

interviewees for the purpose of factual

corrections being made;

. MrsWalter requested written questions and
documents to be provided to her in advance;.

After adelay of some days Mrs Walter agreed to
beinterviewed by PwC. on thebasisof an ora
interview and the provision of sometopicsin
advance.

BDW cannot comment on thisissue asit occurred prior to | There are no outstanding probity concerns arising from
our appointment. thisissue.



Mrs Walter's letter of 21 March 2004

Issue

8. ‘They (the shareholders) should get a Report
which fully addresses al matters (evenif it is not

the PwC Report which providesthe
information).”

9. "I have read the PwC Report infull and believe
that there are a number of matters which it either

does not address or does not address
adequately.”

10. ‘The Board as a whole was not provided with
adequate opportunity, in my opinion, to review
or make decisions in a proper deliberative way
asto the PwC Report, the PwC Report being
provided to the Board on 9 and 11 March and
released in final form on 12 March 2004."

11. "My concerns areintended to be helpful and to
raise issues which, whether the analysis be done
by the National itsdf or by athird party, should
be considered so the issues which | have raised

may be resolved in afind fashion."
(Page 5, paragraph 1).

12 "The PwC Report should have fully addressed

the role and responsibility of PBRC..."

141632606

. Comment

Thisisnot a matter on which BDW can comment asitis
outside the scope of the terms of our engagement.

Thisisacomment on thefinal content of the PwC Report.

It does not go to theintegrity of the processin respect of
thePwCreport.

The decision by the Board to release the Report on 12
March 2004 is not amatter we can comment on

Thisisnot amatter on which BDW can comment asit is

outside the scope of the terms of our engagement.

Thisisamatter for PwC in the conduct of itsinvestigation

and the compilation of its Report.

Probity Position

There are no outstanding probity concernsarising from
this issue.

There are no outstanding probity concerns arising from
this issue.

There areno outstanding probity concernsarising from
thisissue.

LT i il Tl S e b
this issue.

There are no outstanding probity concerns arising from

| this issue.



Mrs Walter's letter of 21 March 2004

Issue - Comment ~ Probity Position
13 "The PwC Report could have vigorousy Thisisamatter for PwC in the conduct of itsinvestigation | There are no outstanding probity concerns arising from
analysed how the system failures of Horizon and the compilation of its Report. this issue.
&%ﬁ%@ﬁ?ﬁé%ﬁeg the LT 2 Ddoitte's terms of engagement required them to consder
the actual workings of PwC personnel relativeto the
(Page 6, paragraph 3). Horizon system. As stated by Deloitte in the Annexure to
their Opinion, they considered the issue by:
. examining working papers of relevant PwC staff;
. interviewing relevant National personnd; and
. interviewing relevant PwC personnel.

Deloitte were satisfied that thisissue that it did not fall
within a category of an exception to their generd opinion
and thereby concluded that in respect of the Horizon
issue " nothing has cometo our attention that causes usto
believe that the PwCReport doesnot fairly and

compl etely describe and assess the PwC workinsofar asit
may berelevant to the matters dealt within the PwC
Report."

| Delaitte opinion dated 12 March 2004.

14. "The inability of VaR to measure the smile affect | Thisissue was not considered in the PwC Report because | There are no outstanding probity concerns arising from
and the limit breaches to which this thereby gave | of conflict of interest. To avoid this conflict, Deloitte were | thisissue
rise, receives five separate commentsinthe PWC ~ engaged to provide a separate opinion in respect of this
Report... the Deloitte opinion accompanying the | aspect of the PwC investigatio. Deloitte provided that
PwC Report noted that PwC'sJim Power's opinion and in doing so made specific findings separate
respongbilities included following up the from the PwC Report in respect of Jim Power and his
outstanding internal audit issues... thisdoesnot | responsibility.

;e:p’;rtt‘_’..ha"e been considerer.in the Pwe (See Deloitte opinion dated 12 March 2004).

—(Page6, paragraph 5).

141632606



14.

Mrs Walter's letter of 21 March 2004

Issue . Comment Probity Position

15. "PwC found that there was 'aclear designflaw' ' Thisisamatter for PwC in the conduct of its investigetion = There are no outstanding probity concerns arising from
in therisk modd asrisk could not mandatethat = and the compilation of its Report. this issue.
limit breaches were to be... Were there any
comments made at that meeting on its efficacy?

Why did PwC not analysis PBRC'srolein what

occurred?'
(Page 6, paragraph 6). | ) !

16. "If the parallelswith the Allied Irish Bank had See note 14 above and the note on page 2 (point 4) above | There are no outstanding probity concernsarising from
been brought out by PwC's Jim Power who in relation to the Disclosure Statement. this issue.

presented the PowerPoint presentation to
PBAC... to enableto occur could have been
addressed? The PwC Report does not explore
this"

(Page 6, last paragraph).

17. "APRA's|etter of 4 November 2003... isreferred

Thisisamatter for PwC in the conduct of itsinvestigation | There are no outstanding probity concerns arising from

to in the PwC Report as not having been and the compilation of its Report. this issue.
distributed to the Chairman or PBAC... this
striking omisson reflects adversely upon the

{ Report."” | ]

18 "Internal audit is described asreporting only to | Thisissue wasraised by MrsWalter in the "check fact" There are no outstanding probity concernsarising from

PBAC... it is not described as reporting to sesson on 9 March 2004. BDW was satisfied that PwC this issue.
PBRC..." was cognisant of thisissue prior to the release of itsfinal
(Page 7, paragraph 4). et
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Mrs Walter's letter of 26 March 2004
C MrsWalter's Press Release of 26 March 2004

Inrelationto MrsWalter's press release of 26 March 2004 we provide the following material

| Probity Position

| Issue | Comment E
| 1. "2. The scope of the PwC report: the processby | Werefer to our opinion of 12 March 2004 and to the above | There are no outstandi ng probity concernsarising from
which it was undertaken, the process by which comments. this issue.

the published report was findised; and
questions as to which individuals had input to
that final report at which stage.”

(Pege 2).

141632606



Catherine Walter AM
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Mr Graham Kraehe
Chairman

National AustraliaBank Ltd
FAX 8641 4915

Dear Graham

Corporate Governance

The bank released advice from Blake Dawson Waldron (BDW) to the directors dated 31 March
2004.

That advice was released on 1 April 2004 without any reference to me. | am not aware that the advice
has been obtained or released by a decision of any relevant organ of the Nationd. It is certainly not
the result of a decision of the board of directors of the National of which | am aware.

Infact, | wroteto BDW (with copiesto dl the other directors of the National) on 30 March 2004 to
the effect that | believed it was not proper for BDW to provide further advice when their role had
been completed and was contained in their advice of 12 March 2004 (rdeased with the PwC report).
Further, as the matters which | had raised, may require the formation of aview asto credibility,
which may ultimately only be determined by the shareholders of the bank, | thought it was not
appropriate for BDW to involve themsalves further in an issue among directors.

| have now analysed the advice prepared by BDW hi conjunction with my solicitor, Robert Paterson
of Norton Gledhill.

Mr Paterson is aformer Group Genera Counsel of the ANZ Bank and a former Managing Partner of
BDW.

The result of that analysisis set out in the attached chart summary which considers each of the
comments made by BDW. By its nature, that chart is detailed and requires careful analysisfor it to

be consdered fully.

However, | believe a number of issues emerge clearly from that andysis which | would call upon my
fellow directors to consder:

1 hi &l material respects, the factual statements in my letters of 3 March 2004 and 21 March
2004 remain unchallenged and unrefuted by the BDW andysis. It will dso be
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gpparent from the materiad sent out in the attachment that there are additiona questions
to be answered arising from the BDW advice.

2. | believe it is unfortunate that BDW have chosen to provide the advice they did. Their
role was limited in terms of their retainer of 9 March 2004 and was reflected in their
letter of 12 March 2004 (accompanying the PwC report).

BDW were not retained to provide generd advice as to 'probity’. BDW were retained to
advise whether, as they describe it varioudly in their letter of 12 March 2004, 'PwC
might reasonably be regarded as independent’ or the PWC report' is reasonably likely to
be regarded as independent’. BDW have never expressed a view as to the independence
of PwC. Nor, have they, even yet, expressed a genera view as to the 'probity’ of the
process.

Againgt that background, | believe reference to ‘probity’ in the BDW advice Sts rather
oddly and one wonders what 'probity’ meansto BDW.

The BDW advice is, in my view, presented as though it may refute what | have sad.
There is the constant reference to 'there is no outstanding probity concern arising from
thisissug. But, an examination of the underlying content of the BDW advice reveds
that it does not gppear to seek to refute or deny the issues which | have raised in any

material respect.
4, A number of examples taken from the attached chart summary demongtrate this:

@ The Chairman and PwC have sated to BDW that the draft report (Satus update
document) provided to al members of PBRC on 23 and 24 February 2004 was
precisdy the same as the status update document of 20 February 2004.

The status update document of 20 February 2004 had apparently already been
seen by dl of the PBRC members. Why should the PBRC be provided with
the same report again?

BDW did not ded at al with the substance of the statement in my
memorandum of 3 March 2004 to the effect that the document provided to al
members of PBRC on 23 and 24 February 2004 was a draft report, that it took
two hours for the Chairman to read and that comments were subsequently
made to the PwC Head Investigetor (Craig Hamer) which may have caused the
report to be changed in specific respects. Indeed, the Chairman identified to
me (and it is referred to in my memorandum of 3 March 2004) some items in
respect of which he had sought changes.

(b) BDW deate that PwC reported to the full board except for an 'initid’ process. In
fact, the full board received no report from PwC until 2 March 2004 (the day
before my memorandum of 3 March 2004). At al materid times, over the
process of the provision of the PwC report, PwC reported to the PBRC and this
was in accordance with the public statements of the company and the events.

(© | raised in my memorandum of 3 March 2004 the issue of a discussion between
the Head Investigator of PwC and the Chairman, the night before the Chairman
was to provide evidence to PwC and APRA. That was the evening of 19
February 2004. BDW say that they are satisfied there are 'no probity' issues
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@

©

(f)

aisng. Why are there none? What was the subject matter of the discussion, if
any? Did it relate to information ‘disconnects  between the board and
management concerning the APRA letter of 4 November 2003 the bank's
response to which noted the ‘warm interest’ of PBRC in market risk issues and
which APRA letter was noted on its face by Chris Lewis (Executive Generd
Manager - Risk Management) to be distributed to all the members of PBRC.

BDW do not gppear to address in overview the major and manifold roles of
PwC withthe National. | believe those roles are so significant, when
congdered as atotality, that it may not have been possible for PwC to be
independent of the National. As aresult, even the full disclosure of al
conflicts of interest may not be sufficient to address the degree of dependence
PwC (and the Head Investigator) may have had on the National. This, in my
view, must be a 'probity" issue which should have been addressed.

BDW make no comment on the statement in my letter of 21 March 2004 asto
the draft PWC report of 9 March 2004 being dtered (without any change in the
underlying supporting materia) in the find PwC report of 12 March 2004 by
including the words in respect of PBAC:

'After reading the supporting papers, probing of management may
have reveal ed the seriousness of some of the control breakdowns
whichexistedinthecurrency optionsbusiness..

| note this statement is not found hi the APRA report, which drew on the PwC
report, presumably before the change was made. This is clearly a probity issue
inmy view.

The formulation of the statement in the PwC report, in its reference to 'reading
the supporting papers is dso interesting. The APRA Report suggests mat one
member of PBAC did not readthe APRA correspondence.

BDW date in relation to issues which | said PwC should have investigated, in
particular the role of PBRC, that this is amatter for the PwC investigation and
not for BDW who make no comment In my memorandum of 3 March 2004 |
expresdy raised the conflict in PwC both reporting to and investigating PBRC.
BDW have chosen not to make comment on this agpect of my memorandum of
3 March 2004 in their advice. BDW have dso chosen not to comment on the
specific matters raised in my letter of 21 March 2004 which go to the heart of
the issue - on 21 November 2003 PBRC received a detailed presentation on
market risk (including risk in foreign exchange markets). That detailed
presentation in PowerPoint form included a treatment of the escaation process
for limit breaches. This presentation was from the same officer (Tzu Ming Lau)
who earlier the same day had sent a detailed memorandum to Ron Erdos,
raising the issue of specific and repeated limit breaches. These issues of 21
November 2003 are not addressed in the PwC report or in the BDW advice.

Nor has BDW made any comment on the fact that PwC has not interviewed
any member of PBRC (other than the chairman) when al members of the
PBAC have been interviewed by PwC, with the exception of Peter Duncan, the
crossover member of both PBAC and PBRC. | raised this matter specificaly in
my letter of 21 March 2004.
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(s)

(h)

(i)

0)

()

BDW fail to explain why a conflict experienced by one PwC Partner, Tony
Harrington, who stepped down, should not (the same circumstances apparently
being equally applicable) apply to Craig Hamer, the Head PWC Investigator.

In my view, the apparent failure of BDW to understand and describe the nature
of the PWC and Deloitte retainers (and the limited scope of the Deloitte review)
which recurs through their advice, reflects poorly on BDW. PwC wereto
address all matters including any areas where there was a conflict but they did
not in my view. Deloitte was to report to Group Chief General Counsel and
was only to review PwC materiad and then only on the basis of a constrained
brief dependent upon the supply of information by BDW. The result, in my
view, is omissions from the PwC report which are not and cannot be addressed

by Deloitte.

The terms of the retainers for each of BDW and Deloitte were only settled after
the work by Déloitte and BDW had been substantialy completed.  This
suggests that the terms of their retainer were determined, after the event, by
what BDW and Deloitte were able to say. If correct, this fails principles of
propriety as st out by Brooking, Jin Phosphate Co-operative Co of Australia
v Shears [1998] 6 ACLC 1046 where he referred (among other things) to the
‘danger of the engagement of an expert before the proposa on which heisto
comment is properly formulated'.

Allied Irish Bank - report to PBAC of 6 May 2002. BDW appear to impliedly
uggest as fact that there is no materia in which PwC have sought to construe
the events at the PBAC meeting of 6 May 2002 as not being as the minutes of
PBAC record. In fact, in the PwC disclosure letter of 16 February 2002
(available to BDW), this was expresdy dated by PwC in relation to Mr Jim
Power (a Partner of PwC, who at that time was acting in the role of Head of
Internal Audit for Wholesdle Financial Sarvices). That letter, a draft of which
would, | believe, have been availableto PBRC on 12 February 2004 expresdy
dates that Mr Power and, it would seem, PwC do not believe the minutes
correctly record the events a the PBAC mesting.

As aresult of my caling last week for the PwC draft report of 9 March 2004
presented to the Board on that date, 1 have become aware of significant
deletions from that draft which are not included in the fina report of 12 March
2004. Those deletions relate to the report (‘report’) to PBAC on 6 May 2002
presented by Mr Jm Power, a PwC partner (with a detailed PowerPoint
presentation under his name). The deletions are made againgt the background
of the Deloitte report, which is critical of Mr Power's role in Internal Audit,
and may be seen as saeking to down-play the deficiencies in the report to
PBAC and the deficiencies in follow-up (for which | believeit is arguable that
Mr Power and PwC may have been responsible).

The deletions made by PwC between 9 and 12 March include :

@) the fact that the request for comment within the Bank from Internal
Audit seemed to 'infer that the comments should be considered in the
context of a remote location, smilar to what occurred in ABB";




Mr Graham Kraghe
15 April 2004

(i) that other responses were received by Internal Audit ‘that aso raised
quegtions over the Nationd's procedures, and these are not reflected in
the report’ to PBAC;

(iii)  that matters identified in the report made to Allied Irish Bank fAIB)
on the circumstances of AIB's forex losses from unauthorised trading
(the 'AIB report) were overlooked in the report to PBAC when the
‘Nationd's systems could not cdculate VaR for the currency options
desk and other limit breaches were regularly occurring’;

(iv) reference to the control breakdowns in the back office referred to in
the AIB report was deleted as were references to the failures of the
National (by Operations) to properly match false transactions and to
control surrender/cancelled trades;

V) deletion of reference to PwC having seen no evidence to explain
Wholesale Financia Services and Group Risk Management
collaborating to dress test and refine the control environment
(notwithstanding that the report to PBAC said it was to happen), and
a0 deletion of the reference to PwC not having 'identified any
particular control refinements that were made as aresult of it' [the
collaboration];

(vi) the deletion of criticism by PwC of the report to PBAC that it, the
report, should have included more information in particular onthe
need to supervise the trading desk and the aress noted by Mr Bakhurst
as not operating effectively (in relaion to financia control
inadequacies); and

(vii) the ddletion of the statement by PwC that 'many of the control
wesknesses at AIB exiged in the National's currency options business,
and were exploited by the Traders.

These deletions are not commented on by BDW, but | believe they should have
been. Had the matters deleted been retained they would have tended, in my
view, to have reduced the basis for criticism of PBAC and potentially
implicated National management and Mr Power of PWC. At the sametime as
the deletions were made in the PwC report an addition was made to the PwC
report from 9 March to 12 March to criticise the role of PBAC, without any
apparent basis as there had been no change to the underlying material. That
change made to the PwC report isas set out in (€) above - 'probing [ by PBAC
on (hereport] of management may have reveal ed the seriousness of some of
thecontrol breakdowns'.

There are dso other issues which one might have expected BDW to have identified and referred
to if their role had been to protect the genera propriety of the process. For example, | was told
by the now Chairman that in early February he met with Phil Rivett (aco signing partner of the
PwC report) in London. The now Chairman was | understand told by him that the circumstances
surrounding the foreign exchange losses were similar to the Allied Irish Bank matter. The PwC
report might then draw on and be framed by the Allied Irish Bank experience. When | drew to
the attention of the now Chairman, upon his return to Australia, the report on Allied Irish Bank
to PBAC made by Jim Power (aPwC partner), | believe the now Chairman and PwC re-visited
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their approach to the PwC report. This matter may be verified or dispelled by an examination of
the process of the preparation of the PWC report within PwC.

| have to raise these issues even though they do rather look back to the sorry state of affairs
surrounding the PwC report. They are, however, important matters relevant for consderation by
the bank's shareholders. In any event, you have given me no choice. Y ou chose to release the
BDW advice. It is necessary for me to respond.

To clear the air, | believe that there should be afull and detailed response to the matters raised in
my memorandum of 3 March 2004 and my letter of 21 March 2004. Thiswill demongreate that

there isacommitment to proper governance by the board.

The BDW advice, in my view, does not address, and was not intended to address, the issues
which | have raised.

As other matters arise which are appropriate to draw to your attention and the attention of the
wider stakeholdersin the National | shall do so.

Yours sincerely,

— —

S R I
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Brief Description of  Issue,
identified by Page Number and
[tem Number in BDW's Table,
or Other ldentification where
BDW don't ded with the Issue.

Omission -- Significant items,
relevant to PwC's own ligbility,
which had appeared in the fina
draft of 9 March, were omitted
from the PwC Report [of 12
March].

The mogt significant omissions
were-

Deletion of "Other responses
were recaved that dso
rased questions over the
National's procedures, and
these are not reflected in the
report.” [ie the report to
PBAC]

Deletion of "These matters

. BDW's opinion accompanying it. Referencesto "report” are to drafts.

Response to BDW's Comments on the Issues (and BDW's failure
to comment on some significant Issues) - For the text of BDW's
Comments see their Letter of 31 March and supporting table,
which are annexed to this Memorandum.

| Notes:

1. There are severd places in this Memorandum where the page number and item number refer to
BDW's Letter rather than the Table which supports it - the references are underlined in those cases.

2. "PwC" Report" means the final report as issued on 12 March 2004 with Deloitte's Report and

In providing comments at 31 March BDW were alert to the Issue
of changing drafts - ther Letter of 31 March talks about
"successive drafts' in point No. 3 on Page 2. and the Issue on
which they comment on at Page 6, No. 2 of their Table dates, at 3
March, that "there have been four drafts of the PwC report,
reflecting dramatic differences and changes between drafts..”.

A find draft report was provided by PwC to the Principal Board
on 9 March, It has to be assumed that BDW read that draft report.
The PwC Report (which was presented and issued on 12 March)
does not contain a number of significant items, relevant to PwC's
own liability, which were in the draft of 9 March.

BDW's comments give no indication that they have detected that
there were significant omissions in the PwC Report or that they
have consdered the probity consequences of such omissions.

The omitted materia is very rdevant to (a) PwC's own possble..

Conclusion

| BDW, as probity adviser, should have

compared the successve drafts of the
report against each other, and the fina
draft against the PwC Report.

Either, BDW did not check for
differences between the 9 March draft
report and the PwC Report, or they have
dismissed without comment omissions
which raise significant probity concerns.

This very significant defect in BDW's
material of 31 March casts doubt on the
vdidity of their opinions in their letters
of 12 and 31 March.

g:\rtp\del\127332c.doc
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[raised in the report obtained

by AIB] were overlooked at a
time when the Nationa's
sysems could not caculate
VaR for the currency options
desk and other limit breaches
were regularly occurring"

Deletion of references to
control breakdowns in the
back office, the failure to
match false transactions and
the failure to properly control
surrendered/cancelled trades.

Deletion of references to (a)
PwC having sen no
evidence  [notwithstanding
that the report to PBAC sad
that it was to happen] of
Wholesale Financial Services
and Group Risk Management
collaborating to dress test the
control environment; and (b)
PwC not having identified
any particular control
refinements that were made
as a reault of it [ie the
collaboration]

Deletion of "It is difficult to

se why the memorandum |

liability for Mr Power's work; (b) the question of whether PBAC
had been properly informed by Mr Power on the AIB matter and
the relevance for National of the lessons from it; and (c) whether
the comment on PBAC which was introduced by PwC between the
draft of 9 March and the PwC Report* was an attempt to divert
attention away from PwC and towards PBAC on matters which
could involve aliability for PwC.

* that comment by PwC is "probing of management [by PBAC] may have reveded the
seriousness of some of the control breakdowns' (the "Criticism of PBAC")

The deetion of the second of the sections quoted in the left

column is particularly relevant to PBAC. PBAC did not know that I

"National's systems could not calculate VaR for the currency
options desk" and that "other limit breaches were regularly
occurring”.  If the report on AIB which PBAC had sought had
dedlt comprehensvely with the issues which PwC in that quoted
section refer to as being "overlooked" by the report and/or Mr
Power in his presentation had advised PBAC that the systems
inability to calculate VaR and the regular limit breaches were two
outstanding issues with Internal Audit, then PBAC would have had
an opportunity to take action on those matters at a time when such
action could have prevented the losses.

Deloitte sad: "The Memorandum [presented by Mr Power to
PBAC] did not refer to these internal audit issues athough, in our
opinion, it is reasonable in the circumstances to expect that these
issues would have been referred to in the Memorandum or
presentation.” and "the Memorandum...omitted to incorporate
some of these factors which were potentialy relevant to the
National. Therefore, in our opinion, to the extent that these

relevant matters were not canvassed in the Memorandum, it was

g:\rrp\del\l 27332c.doc




did not include more
information on the need to
supervise the desk and the
areas noted by Mr Bakhurst
as not operating effectively.
Many of the control
weaknesses at AIB existed
in the Nationa's currency
options business and were
exploited by the traders.”

Deetion of a statement by
PwC that "many of the
control weaknesses a AIB
exised in the National's

currency options business, |

and were exploited by the
Traders."

deficient"

Reduced to their essentials, in Mrs Walter's view, these were
findings by Deloittethat:

Jm Power of PwC failed in his duty to bring two interna
audit matters to the attention of PBAC;

Jm Power of PwC failed in his duty to warn PBAC
concerning "a dSignificant number of matters® which
contributed to the AIB losses and "which were potentially
relevant to the National";

Jm Power of PwC "contributed to the PBAC reaching the
I [erroneous] conclusion” expressed in the minutes that "the
National has appropriate controls to identify control
breakdowns on a timely basis' (as quoted by Deloitte - the
minutes go on to say “to ensure that any losses are
minimised").

These findings suggest to Mrs Walter the existence of a potentia
legal liability in damages of Jim Power and PwC for forex losses
which could have been avoided if an adequate warning had been
given by Jm Power to PBAC, which (@) had pro-actively
requested the report, because of PBAC's Chairman's concern
following the Allied Irish Bank forex losses that National might
not have sufficient systems in place to avoid a smilar event; and
(b) had the power and the inclination to require changes at the
National if it had been warned of the need for them).

A reader might well conclude that there was a connection between
the omission of the above material from the PwC report (which...

g:\rrp\del\l 27332c.doc
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PwC's suggestion that the
events at the PBAC meeting at
which Jm Power gave a
presentation of AIB FX losses
were not as the minutes record -
PwC's chalenge to the validity
of the minutes was made in
PwC's disclosure letter to
National dated 16 February
2003

e o — e e o — e b e R L e D o n O e s s— L I e s— o b s o L e

had appeared in PwC's draft report of 9 March), the addition to the
PwC Report of the Criticism of PBAC (which did not appear in the
9 March draft) and the fact that such omitted material was in

conflict with the newly added Criticism of PBAC. Alternatively, it |

was necessary to add the Criticism of PBAC, to have somebody
apparently responsible, if the omitted material was removed.

Failure by BDW to comment on the omitted material and its
significance, or to even show that they have considered it, leads to
doubt about the validity of the conclusions in BDW's Letter of 31

| March and accompanying Table.

The Issue gives written evidence of what appears to be an attempt
to challenge events by PwC - Mr Power is a partner of PwC who
was seconded to National in 2002.

The PBAC minute (6 May 2002) states "Mr Power noted that
management acknowledged that treasury trading is a high risk
function, however, the overal concluson was that the National
has appropriate controls to identify control breskdowns on a
timely bass to ensure that any losses are minimised’ The
underlined words are repeated in a Board minute(6/7May 2002)

The memorandum which had been supplied to PBAC before the
meeting, and which was supplemented by a PowerPoint
presentation by Mr Power in the meeting, said that "The
National's operating model will not prevent a fraud however it is
extremely unlikely..material fraud..would go undetected for an’y
length of time". Contrast PwC's conclusion (PwC Report, page...

R R R RS

Deloitte's later appointment and work
were an attempt to ensure independence.

In particular, Deloitte's findings were at
odds with PwC's as contained in PwC's
disclosure letter of 16 February and the
PwC Report. Deloitte found "At the
time that Mr Power presented the
Memorandum, his responsibilities as
Acting Head of Interna audit for WFS
included following up outstanding I
internal audit issues. The two internal
audit issues [continuous limit breaches
and incorrect VaR numbers because no
volatility smile was used] had not been
cleared by interna audit by 6 May 2002,
the date of the PBAC meeting at which.. |

g:\np\del\127332c.doc




e —— e b B b — e o e —— @ € e e e —— e —— S T R LT e T e B The . e o e e o o e

49) that "Mr Rose's memorandum [Note not Mr Power's
presentation] clearly acknowledges that the National's operating
mode will not prevent fraud but would detect material fraud after
aperiod of time."

Despite this memorandum and the minutes, PwC stated in respect
of PBAC in the PwC Report that "probing of management may
have revealed the seriousness of some of the control breakdowns
which existed in the currency options business' (pages 3 and 29).

This comment is susceptible of interpretation that PwC were trying |

to shift responsibility away from themselves when their own Mr
Power had effectively given PBAC no cause for concern, as
indicated in the minute quoted above. Further, this comment was
not contained in a draft of the report submitted by PwC to the full
Board on 9 March, and was added later. There was no change in
the underlying fact situation from the draft report to the PwC
Report which required the addition of these words.

It should be noted that PBAC did not know that National's
systems could not calculate VaR for the currency options desk and
that other limit breaches were regularly occurring. If the report on
AIB which PBAC had sought had dealt comprehensively with the
issues (which in their 9 March draft of the PwC report PwC refer
to as being "overlooked') by the report (consisting of the
memorandum and Mr Power's presentation) and/or the
memorandum or Mr Power in his presentation had advised PBAC
that the systems inability to calculate VaR and the regular limit
breaches were two outstanding issues with Internal Audit, then
PBAC would have had an opportunity to take action on those

matters at a time when such action could have prevented the
losses.

the Memorandum was presented by Mr |
Power. The Memorandum did not refer

to these internal audit issues although, in

our opinion, it is reasonable in the

circumstances to expect that these issues

would have been referred to in the

Memorandum or presentation”.

This different treatment of this Issue by
PwC and Deloitte raises a concern that a |
tendency to chalenge events may have
exised and may have affected other
matters in the Report. That is a reason
why PwC should not have been
appointed in a dtuation where many
important matters on which they were to
investigate and report upon involved
them in substantial conflicts of interest.

This has to be a probity concern,
contrary to BDW's conclusion.

q:\rrp\del\127332c.doc
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The fact that PwC's chalenging the correctness of the minute (in
their disclosure letter of 16 February, a draft of which Mrs Walter
believes would have been available to PBRC on 12 February
2004) did not lead to a similar comment in the "status update” of
27 February or the PwC Report doesn't dter the situation that
evidence of atendency to challenge events adverse to PwC on one
issue may lead to alack of confidence on other matters which were
reported on (or were not reported on).

For material on arelated but separate issue see the first item in this
| analysis, on pages 1 to 3 of this document.

Page |,No. 2

PBRC was to be the body | BDW's comment is incorrect if by "early stages' BDW means for | There is a probity concern with PBRC
responsible for the conduct of | a small portion of the time which started on 16 January with | alone supervising the process of the
the PwC investigation and | PwC's appointment and ended when the PwC Report was | investigation and report until avery late
report. delivered on 12 March. As announced by the former Chairman on | stage in the process.

29 January, PwC reported to PBRC (he put it in terms of

"presenting updates’). That Situation continued until 2 March

when the full Board became involved (although there has never

' been aformal decision about a change in reporting).

Page I,No. 3

Exclusion of non-PBRC | There is no indication as to how BDW was satisfied. Obviously
directors from the process of | BDW have not ascertained that (a) the first time the full Board
supervision of investigation and ' received a draft report was on 2 March; (b) while normally any
report. Director can attend a meeting of PBRC, Directors who were not
members of PBRC were prevented from attending certain
mesetings of PBRC relating to the PwC report process by express
decision of the Board; and (¢) two members of PBRC were not |

g:\np\del\127332c.doc
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" interviewed by PwC at al and yet were able to participate in [
| updates which apparently dealt with the draft report in detail.

| Page I,No. 4 |

Even the probity advisers have |If BDW reported to solely the Board, as they state, it was not | BDW can comment on the facts as they
been required to report to apparent to the Board members who were not members of PBRC, | know them but if the Board was
PBRC. who did not even see the terms of BDW's appointment until after | unaware that BDW was reporting to the

| 9 March, BDW having apparently been appointed on 6 February. | Board, the circumstances suggest that in

fact BDW was reporting elsewhere.  In
Further, by reason of PwC's addressing their Report to the Chief | the context that could only mean that

Genera Counsd and BDW in ther letter of 2 March to the BDW was reporting to PBRC (or the
Chairman noting “that it is appropriate for the Chairman and Chief | Chief General Counsdl), either of which
General Counsdl to ensure that the final Report is responsive to the | raises a probity concern.

scope of the invedtigation”, it appears that PwC and BDW may
have been reporting to the Chief Genera Counsd as well as to
PBRC. Perhaps BDW should have investigated the extent and

nature of PWC materiad which went through the Chief Generd
| Counsel's office.

Page I,No. 5

The Principal Board has not | The two comments made by BDW are correct. The point of the | There has to be a probity concern here.
| even had a comprehensive | Issue is that the Principd Board, as a Board, was largely
written report as to the facts of | uninformed while PBRC was running the process. PBRC's sole
the losses [up to the Board | control of the process, to the exclusion of Board members who
meeting of 2 March]. were not members of PBRC, raises a probity concern. PBRC had
the opportunity to tilt the emphasis of the report, to the extent that
it criticised the Board and Board committees, away from PBRC
and towards PBAC. Add this to other concerns detailed in this
memorandum regarding PBRC's control of the process and it al
| amounts to afailureto satisfy BDW's requirement No. 3 on page 2
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of BDW's Letter of 31 March - for an independent report, namely
one not resulting from circulated drafts commented on by those
who had commissioned the report and one which has not been

influenced to the advantage of the parties who were controlling the
process.

It is interesting to note that the draft of the PwC report which was |
submitted to the Board on 9 March stated that PwC "was
appointed by the National's Chief Executive Officer and
subsequently by the National's Principal Board Risk Committee”.
The PwC Report, which was issued three days later, replaces the
underlined words with "which was ratified by the Principal Board"

and then says "PwC provided status updates to National's
| . | Principal Board Risk Committee”.

Page2, No. 1

PwC head investigator Craig | As a matter of principle, is disclosure sufficient? Is the actud | The accumulation of matters which
Hamer is PwC  partner | disclosure which was made sufficient? See below for some | require disclosure leads to a very strong
| responsible  for the NAB | possible issues- presumption that independence was not

relationship. possible. That is a probity concern.
Is the description of "relationship partner” sufficient? Has Mr

Hamer's remunerati on/earnings/bonus entitlement depended on his
maintaining the relationship with National? Does Mr Hamer
actualy do chargeable work for National, and if so what
proportion of his billings does it represent?

Did Mr Hamer or any one ese in the PwC investigation team do
any work on any of the matters described in its disclosure letter of
16 February to National? If they did, then their investigating the

matters and having input into the reporting on them raises probity
concerns.
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Do PwC's prospects of continuing with Phase 2 of the "Super 12,
Group-wide risk project (referred to in PwC's disclosure letter to
National dated 16 February) depend on Mr Hamer's remaining on
good terms with senior officers and directors of National ?

The question of adequacy of disclosure arises particularly when

eaech disclosure is added to al the other disclosures. When does |

the accumulation of matters which are/should be disclosed |
| eventually lead to the conclusion that PwC cannot be independent? |

Page 2, No. 2

Craig Hamer is, | am informed, ' The "issug' to which BDW refer in their comment should have | This has to be a probity concern. At
in precisely the same position as = been disclosed, both by BDW and by PwC. least one PwC partner found it so for
Tony Harrington [with regard to himself and his position was exactly the
certain  dealings with the| PWC partialy raise this Issue in ther disclosure letter of 16 | same as that of the Head Investigator.
National]. .Tony Harrington | February, page 2, last two paragraphs. How can it possibly not
consdered himself conflicted | give rise to a probity concern when (&) one PwC partner
and retired from the role of head | apparently considered it to be so serious that he considered himself
investigator. conflicted, and retired from his role as Head Independence Partner;
and (b) an impartial observer on becoming aware of the issue
might reasonably conclude that Mr Hamer would find it difficult to
give a very critical report if doing so might cause him detriment in .
his dealings with National or that a favourable report might cause -
| him advantage in his dealingswith National .

PwC's apparent skirting around the matter in the PwC letter to
Nationa is unsatisfactory, but failing to disclose it at al to the
shareholders and public in the Disclosure statement at page (iii) of
the PwC Report suggests that it may be a red problem, which
should not have been dismissed by BDW.
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Page 2, No. 3

PwC has a "drategic dliance’ | Is disclosure enough? Was the scope of the actua disclosure  This has to be aprobity concern.
with Internal Audit. sufficient? Should PwC's disclosure have gone on to indicate the

number of man years (1,000 man days for 2003), the dollar

amount and the fact that, while contractually there is no

exclusivity, in practice PwC isthe key supplier?

This must be considered having regard to the overal influence of
PwC (eg heading Internal Audit for each of Technology and
Wholesdle Financial Services for key parts of 2002 - Mike
Bridges and Jim Power) when these two areas were critical to the
| failings that were nascent at the time - for example, it appears that

the PwC Report is inadequate in its trestment of the Technology
issue.

Page 2, No. 4

Jm Power of PwC delivered a | The comment BDW makes indicates that PwC and BDW may @ This has to be a probity concern.
key report to PBAC on 6 May | have misunderstood PwC's role in reporting on work done by Jim
2002 as to AIB FX losses and | Power - BDW quote without questioning it that PwC didn't give
the reasons why the ' "any opinion in respect of this section of our report”. Refer to
circumstances of AIB were Deloitte's engagement letter, last paragraph on page 1, whereit is
inapplicableto NAB. clear that PwC were to do all the work, whether or not conflicted,
and then Deloitte were to form a view "as to the fairness and
completeness of the description and assessment in the PwC Report

of work previously performed by PwC and/or their seconded staff
for theNationa".

Deloitte made some comments on Mr Power's involvement. The

terms of Deloitte's engagement, as to their review role, leave it
unclear whether a full investigation was required or whether their
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' role was supplementary, and limited by the “"description and |
assessment in the PwC Report”.

Ddloitte had limited investigative powers - see "Out of Scope' on
page 2 of their engagement letter- and they had to work "via
BDW" - see the "Statement of Work" on page 2 - and they were
to obtain "dl relevant documents which BDW have determined
are relevant to be examined" - Note that BDW are lawyers, not
investigating accountants.

Further, by PwC's saying (PwC Report, pages 3 and 29) that
PBAC by probing management further might have revealed the
seriousness of control breakdowns when PwC's own Mr Power
had effectively given PBAC no cause for concern, they may
appear to be trying to shift responsibility away from themselves in
a report which should be impartial.

PWC's treatment of Mr Power's involvement included (a)
challenging the accuracy of the minute of the PBAC meeting at
which Mr Power presented the AIB report (the reasonable
conclusion arising from Mr Power's presentation was that PBAC
had no cause for concern) - see comment above on Page 1, No. 1;
(b) omitting to deal with Mr Power's report at that meeting (which
Dedoitte then dealt with) - see the comment above on BDW's page
1, No. 1; (c) omitting to deal with Mr Power's not aerting PBAC
to a report involving two sSignificant audit issues, namely
continuing limit breaches and inaccurate VAR (which Deloitte
then dealt with) - see comment on BDW's Page 13, No. 14; and
(d) at the last minute, between 9 March and the issue of the PwC
Report, inserting into the report a statement, in respect of PBAC,
that probing of management may have reveded the seriousness of
some of the control breskdowns.
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A reasonable reader could conclude that this shows evidence of a
lack of even handedness possibly motivated by sdf interest in a
stuation of conflict of interest, in which case there is a serious
probity concern which has not been resolved by disclosure.
Further, these treatments are in respect of issues which are known.
There may well be other matters in the investigation or the PwC
Report where similar treatment driven by sdf interest may have

produced a less than independent report. These are probity
| concerns.

Pages3to 5, No. 5

| PwC personnel worked on the | Isthe disclosure mentioned by BDW sufficient? How can there not be a probity concern?
Horizon technical system which

ran FX options..and aso The PwC Report could have rigorousy analysed how the system
worked on the FX desk in @ failures of Horizon were introduced (eg the one hour window and

November/December 2003 | the surrender function) and why they were not detected (other than
when losses rose from $50 | apparently by the traders). Could any PwC personnel working
millionto $75 million. generdly in Information Technology (Mike Bridge) and Internd

Audit (Jm Power) or specificaly on the Horizon system itsdlf

(Adam Ryan) have found them - or have been expected to find
them?

Interestingly, the PwC disclosure letter of 16 February as to Adam
Ryan's secondment in September 2002 provides further insight
into this. It indicates that Adam Ryan worked on Horizon
including its "usahility, architecture, application controls, control
environment and maintainability”. It aso noted that the 2002
Internal Audit report on Wholesale Financial Services (Corporate
and Ingtitutional Banking) Information Technology (IT) noted
"room for improvement in the areas of security, change and...
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problem management” Presumably this was in respect of part of
| the period when the PwC partner, Mike Bridge, was seconded (12
January 2001 to 5 February 2002) to head Internal Audit in IT.
There is dso a reference to PwC's Investigation team being
concerned about Adam Ryan's work on “the approval process for
two specific changes to the functionality of Horizon". Could
anything have been learnt in this process anything learnt which
was a common flaw with the surrender functionality?

Given the above, how can there not be a probity concern with
N | regard to this Issue?

Page 5, No. 6

John Thorn (a non-executive | Is disclosure enough when this Issue is added to everything else?
director of NAB) was, until

June 2003, managing partner of
PwC.
It would be useful to have an assurance from BDW that they had = This may be a probity issue.
looked a whether Mr Hamer has, while they were colleagues,
reported to Mr Thorn in Mr Thorn's roles (described in National's
Annua Report for 2003, and Notice of Meeting) as Managing
Partner and head of Global Audit and whether they had worked
together closdly for any length of time before Mr Thorn left PwC.
One reason why this would be useful is that PwC seem to be
minimising Mr Thorn's role in PwC by referring to him as smply
a "former senior partner of PwC" in their Disclosure statement in
the PwC Report, and that raises a concern that there may be a
| reason why they do that.

Omisson. No comment by BDW fail to make any comment on this matter. BDW ded with | It is the totality of the PwC relationship
BDW on the penultimate  the issues of relationship one by one and dismiss each because it | with National which gives the greatest
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| paragraph on page 4 of Mrs | has been disclosed and yet BDW make no comment as to how the | concern as to whether PwC can possibly
Walter's letter of 3 March | totality of it may amount to an enormous conflict problem for PwC | provide an independent report - BDW's

which makes the point that PwC = withNational. failure to comment on it supports an

has a "wide ranging role and inference that there is no valid contrary

relationship” with National. As another measure of PwC's independence, the dollar value of | view.

- PwC's hillings to Nationa should have been disclosed and would

have assisted the shareholders and public to make an assessment.

The changing and finally circumscribed terms of BDW's

engagement result in an opinion which seems to require that each |

National shareholder makes an assessment as to whether they |

"may reasonably regard [PwC] as being independent for the

purposes of providing the [PwC] Report" [BDW's words] and so it

seems only reasonable that they should be provided with dl

| relevant information to make that assessment.

Page 5, No. 7

The terms of the role of Deloitte | It is incorrect to suggest by implication that the terms were clear.
are..far from clear. Further, like those of BDW, the terms appear to have been
changing until finally recorded in writing on 10 March. Despite
representations on 3 March that further issues should be dedlt by
Deoitte (eg the PBRC reporting line, Horizon and the FX internal
audit of 2003) their task was kept very limited - from the terms of
their report it appears that they did not see it as involving much
more than the Allied Irish Bank matter, and cursorily dealing with

some aspects of Mr Power's responsibilities as Acting Head of
Internal Audit for WFS.

The Issue was raised on 3 March (in Mrs Walter's letter to the
Board). Deloitte's engagement letter is dated 10 March. Itisnot a
valid comment to dismiss the Issue by reference to a document
which was created aweek after the Issue wasraised. Asisclear..,
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| from the comment on page 2, No. 4 above, the lack of clarity asto
| the exact roles of PwC and Deloitte appears to have had a serious
negative impact on the Report(s). Further, there existed in this
case a "danger of the engagement of an expert before the proposal
on which he isto comment is properly formulated” - Brooking J in

Phosphate Co-operative Co. of Australia Ltd v Shears [1988] 6
| ACLC 1046

Page 5, No. 8

The terms of appointment of @ The Issue was raised on 3 March (in Mrs Walter's letter to the | There have to be probity concerns on
Blake Dawson Waldron are dso | Board). It is not correct to dismiss the issue by reference to | these matters.

not known to the Principa | provisions of adocument which was ultimately produced on a date

| Board. which could not have been before 9 March - the date of BDW's

engagement letter. The Issue was a 3 March and was absolutely
correct at that date.

It is inappropriate for BDW to use the word "shortly”, when it was
a leest 6 days after the meeting of 3 March when the document
was provided - use of "shortly” could be intended to have the
reader infer that it was at alater time on 3 March.

The changing and finally circumscribed terms of engagement of

BDW which were finalised at avery late stage (9 March) isitself a

probity concern - in the letter to shareholders of 24 February the |
Chairman said that BDW as probity advisers would "ensure that a

high standard of governance is adhered to in producing an

independent report for the Board". The process by which that

became advice as to "whether PwWC is reasonably likely to be

regarded as being independent” should be disclosed. Did BDW

find themselves unable to provide assurance that the PwC Report

was "an independent report to the Board"?
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Page6, No. 1

PwC report to and are overseen
by PBRC...PwC report drafts
have been reviewed by
members...the PwC  report
drafts may make no or
insufficient reference to these
circumstances [the
circumstances being PBRC's
responsibilities from 29 August
2003, its one meeting on 21
November, the presentation at
that meeting and the internal
memo (before the meeting)
describing significant levels of
breaches]

The stating of the words of the Issue by BDW in their Table is not
correct because the word "may" has been inserted by BDW before
"have been”, presumably to cast doubt in the reader's mind as to
whether drafts of the Report were reviewed by members of PBRC.

|
BDW's firss comment consists of two incorrect assertions, first,

there was never any decision by the Board to change reporting
from PBRC to the Board; and secondly; as the Board had no
involvement until 2 March, and therefore PBRC had sole control
of the process until then, use of the word "initidly" is
ingppropriate. The period from 16 January to 2 March, in a
process which was completed on 12 March, is not the "initial
dage’ as asserted by BDW - it is the overwhelming majority of
the time.

As summarised in the Issue in the left column, since "29 August
2003 PBRC...have been respongble for "the identification,
assessment and management of the material risks faced by the
various business units of the Group"...PBRC met only once
between 29 August 2003 and the FX losses being
detected....meeting took place on 21 November...at that
meeting...there was a PowerPoint presentation which had
particular reference to "VaR limit monitoring and excesses'.

Interestingly, the PwC Report dedls very briefly on page 30 with
PBRC's first meeting. It mentions but does not detail that "a the
time of this meeting there was considerabl e discussion between the
Markets Divison and MR&PC about "the extent of limit and VaR

| breaches, particularly for the currency options desk" but does not... |

16

Dismissing the concern by incorrectly |
indicating the length of time for which
PBRC had control of the matter is not
the way to deal with a probity concern.
There remains aprobity concern here.
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Omission No comment on
penultimate paragraph on page
5 of Mrs Walter's letter of 3
March

Page 6, No. 2

There have been four drafts of
the PwC report, reflecting
dramatic differences and
changes between drafts...have
followed input from PBRC

indicate whether PBRC was made aware, or should have been
made aware of that discusson. It makes no mention of (a)
whether PBRC took any steps towards reviewing or setting VaR
limits; or (b) the existence on that day (before the meeting) of an
interna memorandum sent by Australian Market Risk Unit to GM
CIB Markets describing significant levels of breaches.

For material on arelated but separate Issue see item re Page 6, No.

3.

BDW have omitted to comment on the proposed "6 hour drafting
sesson” - page 5 of Mrs Walter's letter of 3 March, penultimate
paragraph. In the event the sesson didn't occur, but the fact that it
was proposed is evidence that the integrity of the process was
doubtful. National has been accused by PwC of having an
inappropriate culture (PWC Report pages 31 and 32) - a proposal
to have a 6 hour drafting sesson on a supposedly independent
report is evidence of the relevant parties (PwC and PBRC at |east)
having a culture contrary to what is required to achieve a properly
independent report.

That there were "dramatic differences’ is not denied by BDW.

BDW use the fact that they are "not aware" to answer this and the
following alegations. This isn't an answer, unless they made dl
reasonable enquires so that their lack of awareness is a fully

R S — I

17

The fact that a proposed "6 hour drafting
sesson" did not occur does not
eliminate the probity concern which
aises from the fact that the relevant
persons contemplated that it should
occur and that they apparently did not
have a problem with that. The Issue
raises a dggnificant probity concern
having regard to the fact that BDW,
who, in Mrs Walter's view, should have
known or enquired, have not denied that
there were "dramatic differences’
between PwC's drafts of the report and

| the PwC Report - (see dso next item)

The Issue raises very basic probity
concerns, first as to the meagre content
of BDW's comment and secondly
because of the "dramatic differences
(not denied by BDW) between the draft
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members upon the previous | informed one (as they might be expecting readers to infer), and | reportsand the PwC Report.
drafts. then they should say that they have done so.

Despite a considerable number of clear comments in Mrs Walter's
letter which raise significant questions as to the role of PBRC in
the PwC report - collectively suggesting that the PwC Report fails
to satisfy the criteria to be independent - BDW either fail to
comment on the issues or dismiss them.

A further concern is that there may have been other even less
apparent influences on the successive drafts of the report. The
need is not apparent for the actua disclosure by PwC of the
content of the report to "the National's Chief General Counsdl, a
patner and staff at one of the firms acting as the Nationd's
externa lega advisors' (PwC Report, page (ii)) - if any of those
persons had input other than correction of facts it would raise a
further probity concern.

Did BDW enquire as to whether any of those persons had provided
| input for the Report and if so what input?

Page 6, No. 3

"Status update” documents have ' This is an incomplete answer - it says what the PBRC members

been seen and commented on by | were given an opportunity to do. It makes no comment as to

members of PBRC and | whether they were in addition doing something which they should

presumably those comments | not have been doing - namely, commenting on and influencing the

have been acted upon by PwC content of the report. The BDW conclusion doesn't follow from
the BDW comment, such asitis.

One inference which could be made from the relative length of the

sections of the PwC Report dealing with PBAC and PBRC (not
less than 7 pages, including internal and external audit and APRA
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| in the context of PBAC, and 7 lines, respectively) when PBRC |
was responsible for risk while most of the losses were being
incurred - a graph in the PwC Report would have shown this - is
that the reporting to PBRC for the overwhelming majority of the
time in which the investigations were made and the PwC Report
was produced may have had a beneficia effect on the outcome for
PBRC - this is a probity concern.

Further, it is interesting to note that the draft report of 9 March
2004 contemplated in the section on PBRC a sub-section entitled
"Group Risk forum" (possibly being areference to the internal risk
management committee which dso met on 21 November 2003)
but no such section appeared in the PwC Report.

Further, BDW did not ded with dl the issues raised in the Issue
which is identified. Were the "status updates' drafts of the report
or sections of it, did they give indications of the outcome of the
report, what comments were made - were any apparently designed
to influence the report (except as to correction of facts), did those
comments eventually cause changes in the report, were any such
changes significant? Is there any cause to think that this
| interaction between PwC and PBRC led to the PwC Report failing

to be properly independent? BDW's standard conclusion is not
convincing.

For material on areated but separate Issue see item re Page 6, No. |
1

Page 6, No 4

Possible offering of future risk | It is not the CEO's response which is relevant, as asserted by At present there remains a probity
assessment  work  to  Gene | BDW, but rather the Chairman's. Mrs Walter has said that in a | concern.
Ludwig. The Chairman said @ Principd Board meeting the Chairman made the statement
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that he had aready offered the | indicated in the Issue. The prospect of the new Charman's
work to PwC. offering alucrative engagement to PwC during the course of their..

preparing an “independent” report, must raise a probity concern.

Was Mr Hamer the PWC officer with whom the discussion took

place? Did he know of the proposed task? If not, what

precautions did PwC take to ensure that he did not know of the

offer while he was engaged on the investigation and preparation of

the Report? These are probity issues BDW confidently assert
| that there are no outstanding probity concerns on this issue, but
| this does not appear convincing.

Page 6, No. 5, first sub-point

PwC compromised the | Why were BDW satisfied? Was there a telephone conversation?

independence of the | What was discussed?

invettigation process in the

following respect -- the chief | Was the telephone conversation about the APRA letter of 4

investigator for PwC spoke to | November 2003 (which bore Chris Lewis annotation "Arrange for

the Chairman.. .the day before  distribution to PBRC along with response”) in preparation for the

the Chairman was...to provide Chairman's sesson with APRA and PwC the next day? If so was

evidenceto PWC and APRA the Chairman seeking to find out what PwC would say about the

letter? Who initiated the call? What was its purpose? Weas it

| unusual for the Chairman to be speaking with Mr Hamer? There
| could well be probity issues and concerns among these.

Page 6, No. 5, second sub-point

PwC compromised the | Thisisnot an answer. BDW is saying "we are an expert, we arein
independence of the a position of authority, trust us'. They haven't sad that the

investigation process in the  dlegation isincorrect. There should have been 24 hour security.
following respect - the room in
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which the PwC team are
preparing the report within
NAB's premises is able to be
accessed by a large number of
people including PBRC
members and members  of
Management whose conduct is
| the subject of the report

Page 6, No 5, third sub-point

PwC compromised the| BDW seem to think that the conduct of the investigation is not a
independence of the | matter for them. As they suggest they have oversight on probity
investigation process in the | issues, they should be extremely concerned at a situation which is

following respect - much of the | likely to affect they integrity of the process and the final report.
evidence has not been secured,

PwC have not sought to limit
the flow of relevant materia
among NAB personne or
certain Board members..

Page 7, No. 5, fourth sub-point

Before PwC were appointed  BDW make no comment on the likely effect on the integrity of the
there was an initial | report or the extra efforts which should have been required, or
interview...where 20 executives | were made (if that is so), once (@) PwC; and (b) BDW were

were present when the four | appointed to apparently ensure that integrity.
traders were first interrogated.

This is likely to have tainted the | Who was at the meeting? How was it conducted? Was there any
integrity of the investigation exclusion of potential witnesses before other potential witnesses
spoke? If so how was it determined who were potential witnesses?

Were the proceedings recorded in any way? If so who had access

| to the record? Surely these are al matters bearing on the integrity
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Page 7, No. 5, fifth sub-point

PwC compromised the
independence of the
investigation process in the
following respect - PwC have
not completed their
invedtigative  work...to  have
prepared drafts is.inconsistent
with appropriate investigative
process

Page 7, No. 5, sixth sub-point

PwC compromised the
independence of the
investigation process in the
following respect Peter
Duncan commented at the
Board Meeting on 2 March that
the Charman had had PwC
findings presented to him at a
number of PBRC meetings

before he was interviewed. The |

of the investigation.

Did BDW upon its appointment make any enquiries as to these

. matters?

How can conduct be separate from integrity? What is the
distinction? BDW apparently think that there is one. Does BDW
understand what shareholders and the public were expecting in
terms of integrity of the Report (and the conduct of the process
which produced it)? See the National's ASX announcement of 29
January and the Chairman's letter to shareholders dated 24
February.

Two members of the PBRC had not yet been interviewed at the
stage the Issue was raised (and in fact were not ever interviewed
by PwC). Did they participate in update sessons? If so, had it
then been determined that they would not be interviewed?. If so,

| who made that determination and how did they make it?

What is BDW's recollection if it is different to what is sated? Is
BDW saying that Mrs Walter is incorrect in her recollection of the
events a the meeting? If so, in what respects?

Mrs Walter has been making detailed notes of these meetings.
Would there be a probity issue for BDW if Mrs Walter's notes
were the only contemporaneous notes in existence and they were
contrary to BDW's recollection?

22
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Chairman cut him off..
Page7,No. 1

Charman circulated a note to

| directors (21/2/04) .a
reasonable reader would
condder that this meant that
there was nothing written in
existence at that time. Asis st
| out above that is not the case.

Page 7, No. 2

Interview 22 February 2004.
Michael Pascoe: "You have sad
the PwC report won't make
pretty reading - have you had a
peek a its progress'.
Charman: We have regular
updates on the progress and the
satus and we're looking
forward to seeing the first draft
in the next couple of weeks'

Why cannot BDW comment? Do they not know? Has someone |
told them not to comment? Do they feel constrained for some
reason from commenting? How can this not be a probity concern?
BDW have to produce more than a mere assertion that "there are
no outstanding probity concerns arising from this issue'. If
BDW's inability to comment is from lack of knowledge how can

! they make any valid conclusion on this matter?

R i e e el R T ———
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Why cannot BDW comment? Do they not know? Has someone There has to be a probity concern here.

told them not to comment? Do they feel constrained for some
reason from commenting? How can this not be a probity concern?
BDW have to produce more than a mere assertion that "there are
no outstanding probity concerns arising from this issue’. If their
inability to comment is from lack of knowledge how can they
make any valid conclusion on this matter?

The obvious inference which a listener would make from what the
Chairman said was that he/PBRC had not received written reports
or drafts of the report, but only ora updates, and that it would be
some time until the first draft of the report was submitted.

The relevance is apparent if one compares the clear inference
which viewers (including shareholders) would reasonably make
from these statements, with the Issue which BDW dea with at
Page 7, No.4, namely "On Friday 20 February without...any
differentiation as to director and non-director matters a "status
update document” was provided to PBRC". Also at Page 7, No. 5.
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Page 7, No. 3

Chairman told directors on 20
February 2004 that John Stewart
was the point of reference for
PwC for matters relevant to the
directors.

Page7,No. 4

On Friday 20 February
without...any differentiation as
to director and non-director
matters a "datus  update
document” was provided to
PBRC.

. dismissing it? )

' there is an Issue of a document which was of considerable length -

which took "2 hours to read and prepare comments on..", and
contained "wording" and "matters which would be included in the

| final report”.

This is an issue about the correctness of what National was telling
shareholders and the public about the process which led to the
PwC Report. Isn't that a probity issue? At the very lead,, if the
shareholders were being told something which was incorrect, that
fact would bear on the reliability of what BDW have been told on
other matters? Why didn't BDW investigate it rather than

BDW's comment doesn't answer the dlegation. The actud form
of the document - "power point presentation” doesn't dea with

what it contained. Why does BDW think that this is a proper
answer?

Further, if it were only a PowerPoint presentation then it becomes
very relevant what was sad by PwC and the PBRC members
during the presentation. Was there a discusson? Were questions
answered by PwC? Did anyone take notes or was the sesson

otherwise recorded? If yes to the last question, the record should
be produced.

BDW correctly indicate in point No. 3 on page 2 of BDW's Letter
which the table accompanies that "The expert's report must not
result from successive drafts circulated to and amended following

| discussion with those commissioning it, except to correct factual |

24
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erors.”

It is a serious probity issue whether the PBRC had seen draft

reports(s) or heard of their contents, commented on them and

influenced the content of the report (other than by correctingI

factua matters). There cannot be an "independent” report if |
. PBRC had such an involvement.

Page 7, No. 5

On 23 and 24 February PwC | There are numerous points in this Issue. BDW's comment seems | There hasto be a probity concern here
provided to each of the| to be a summary dismissa. There should be a point by point
members of PBRC copies of a | answer by BDW.

"datus update document"...of
some length...contained both a | Further, BDW's comment doesn't make sense - why, when the
PowerPoint presentation and | document was “provided to PBRC".."on Friday 20 February” ,"as
matters  which  would be| reported by the Chairman” (last paragraph on page 8 of Mrs
included in the fina report | Walter's letter), would the same document be provided again 3 or
including 4 days later to the same people - "ie each of the members of
"wording"... substantial  enough | PBRC" as mentioned in the full version of the Issue. Who are "the
to take 2 hours to read and Other members’ BDW refers to when the Issue is referring to "al
prepare comments on members'? As the comment doesn't make sense it is hard to see
how the conclusion is vaid - it appears to be one of a number of
automatic responses by BDW to Issues whether they appear to
understand them or not.

The document has only to be located and produced to eliminate
suspicion that it was a comprehensive draft report. So long as the
document is not produced, those seeking its production are
justified in making the inferences that it was a draft report and
therefore the PwC Report is not an "independent” report.
Shareholders, regulators and the public have been led to believe
| that the PwC Report would be independent.
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There is arecord of PBRC members saying that PwC should "beef
up" management/board interface, APRA and three star audit |
issues. That suggests that the PBRC members knew of the
contents of a draft report. If their comments were communicated

to PwC the PwC Report could no longer be consdered to be
| "independent”.

| Omission - Mrs Walter's letter, | Why have BDW failed to comment on this? It is absolutely basic | Mrs Walter raised a serious probity

page 9, second paragraph which | to the question of whether the PwC Report is an independent | concern. BDW did not answer.
states (among other things) that | report.

"l believe that PBRC members
| have seen the substance of all of

the reports and may be seen to

have been responsible for major
~ changesin them"

Page 7, No. 6

| believe that the process fails | BDW should say why it is satisfied. Otherwiseit isjust making an |
minimum standards of integrity | unsupported assertion, purporting to be from a postion of
required in such circumstances | authority.

The "extraordinary and detailed processes...engaged in, in dealing
with the draft documents which appear unrelated to concerns about
leaks' [page 9 of Mrs Walter's memorandum of 3 March, last
paragraph] should be explained. [f there was a reason other than
protection against leaks then the probity issues relating to that
reason should be explained. Were the drafts of the report kept on
any of National's computers, such as that of the Chief Genera
Counsd (or those of its external lawyers)? |f so who had access to
them? Arethey dtill available from National or PwC to enable a...
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Page 8, No. 7

The Chairman...informed me
that, .he intended to afford me
the same opportunity, .to see the
latest draft and have input in the
way that PBRC members had
enjoyed.. .include me.in an
exercise...further  compromise
the independence of the PwC
report. | have not done so.

Page 8, No. 1, first sub-point

At the meeting on 2 March with
the Chairman, Elizabeth
Johnstone and Anne Dalton of
Blake Dawson Waldron - BDW
confirmed that PwC had an
actua conflict.

Page 8, No. 1, second sub-point

At the meeting on 2 March with
the Chairman, Elizabeth

| advisers not ask such aquestion?

comparison of different drafts to ascertain the extent to which the

| report may have been changed, and when?

Why cannot BDW make an enquiry?

The shareholders are expecting BDW to assure the probity of the
investigation process and report. \When an issue of probity arises
surely BDW should investigate.

In cases where BDW cannot comment because they were not
present it is not clear how they can possibly reach a conclusion
that there are no outstanding probity concerns arising from the
issues - the issues relate to the vitaly important point No. 3 on
page 2 of their letter of 31 March.

It is not sufficient to say that BDW is aware of the issues - do the
issues cause them any concern? If not, why not?

Did Mr Hamer (or anyone else on the investigation team or the

Independence group) do any work on any of the matters described
in PwC's disclosure letter of 16 February? Has BDW asked about
this? If so, what is the answer? If not, how could BDW as probity

BDW's comment, in Mrs Walter's view, shows a complete lack of
understanding of the Issues. The main issue is whether the PBRC

27

How can BDW come to a conclusion
when its comment appears to require the
reeder to infer that BDW has no
knowledge on the matter.  Without
BDW  having knowledge, how
authoritative is BDW's conclusion?

If BDW is not aware of the issues how
can it possibly conclude that "There are |
no outstanding probity concerns arising
from this issue'? It may suggest that
BDW's repeated conclusion isin fact an
automatic response given  without
properly considering the matter.

There is a significant probity concern
here.
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Johnstone and Anne Dalton of
Blake Dawson Waldron - It was
agoparent from what she
[Elizabeth Johnstone] said that
she had not been informed of
the true facts relating to the
involvement of PBRC members
in reviewing and influencing
. drafts of the PwC report

Page 8, No. 1, third sub-point

At the meeting on 2 March with
the Chairman, Elizabeth
Johnstone and Anne Dalton of
Blake Dawson Waldron I
expressed  surprise, .that  the
remaining directors on PBRC,
namely Peter Duncan and Ed
Tweddell, had not been
interviewed

' members had been reviewi ng the draft report and influencing its |

terms. BDW have chosen to ded with the question of who had
been interviewed and what update material they had been given
before interview. They miss the vitally important question of
whether any members of PBRC. either pre- or post-interview, had
been given draft reports (or the substance of draft reports) and had
influenced the contents. This has to be a probity concern

especidly when the probity advisers appear not to have understood
 theissue.

This Issue was raised on 3 March. The investigation had been in
progress snce 16 January. PBRC was responsible for risk from 29

August 2003 and almost all the losses arose from unauthorised
trades after that date.

Why had PwC not interviewed two members of PBRC at a stage
when they were producing close-to-final drafts of their report and

providing them to the Board? Why did they not interview those
PBRC membersat all?

Further, one of the two PBRC members who were not interviewed
had been appointed to both PBRC and PBAC with a view to
ensuring that between the two committees al relevant issues
would be dealt with and nothing would be overlooked due to a
lack of communication, or a misunderstanding as to what the other
committee was doing. That director was the only director who
could answer questions on a basis of knowledge of the proceedings
of both committees and was in a position to give a balanced view
as to their respective involvements of each committee in the

matters which PwC was investigating and reporting on. Why was
he not interviewed?

28

A number of probity concerns arise here
- who decided whether a particular
director would or would not be
interviewed? When was that decision
made? Did any PBRC members get
updates while they were till liable to be
interviewed? What was the reason for
the decison not to interview the one
common member of both committees?
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Page 8, No. 1, fourth sub-point

At the meeting on 2 March with | This is only half an answer. What were the protocols? Were they

the  Chairman, Elizabeth | just the 3 mentioned on pages 2 and 3 of BDW's Letter of 2

Johnstone and Anne Dadlton of | March?

Blake Dawson Waldron - the

very proper course suggested to | The comment shows a complete lack of understanding of the

and adopted by me should have | Issues. The main issue is whether the PBRC members had been

been applied to dl directors. reviewing the draft report and influencing its terms. BDW have
chosen to deal with the question of who had been interviewed and
what update material they had been given before interview. They
miss the vitally important question of whether any members of
PBRC, either pre- or post-interview, had been given draft reports
and had influenced the contents. This has to be a probity concern
given the substantial amount of evidence that suggests that such
reviews and influencing occurred.

The issue is capable of being determined by appropriate enquiry.
There would be some records available to provide further light on
these issues - Mr Hamer's time sheets (or diary or other working
notes) should record with whom he had telephone calls; telephone
records should reveal who made telephone calls to whom (at least
for some categories of cals) and these might throw some light on
the frequency and extent of consultations between PwC partners
and PBRC members, which could be inferred to relate to the
contents of the drafts of the report.

If the document (referred to at the comments on Page 7, No. 5 and
Page 11, No. 3) which has not been produced, despite numerous
requests, were produced and compared with the PwC Report that
_ aso might throw some light on whether there was any consultation
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Omisson - Mrs Walter's letter,
page 11, third paragraph with
During
the discussion [on 2 March with
the Chairman, Elizabeth
Johnstone and Anne Dalton] |
referred to..the conversation the
chief investigator had with the
Chairman the night before his
interview...and the 2 hour
sesson that the Chairman had
had in New York working
through the draft report and

| the PwC Report?

between PwC and PBRC members as to the ultimate contents of

Depending on what is discussed, preparing a witness before
interview can be aprobity issue.

In the context of a supposedly independent report, a two hour
review by a member of the PBRC which commissioned the report
and discussing a draft report with the head investigator, raises a
probity concern. BDW themselves say "The expert's report must
not result from successve drafts circulated to and amended

following discussion with those commissioning it, except to
correct factua matters.”

These are probity concerns. Why does BDW not deal with them ?

| providing input to PwC |

Page 9, No. 2

The Charman said to me [2
March], in the absence of the
probity advisers, that al
directors were in this together,
that we needed to maintain
board solidarity..that the report
would not find anything against
thedirectors

BDW cannot avoid this significant issue by saying that it is not
able to comment - it should have sought information on a matter
which clearly involves probity.

In cases where BDW cannot comment because they were not
present it is not clear how they can possbly reach a conclusion
that there are no outstanding probity concerns arising from the
issues. The issues concerned relate among other things to the
vitally important point No. 3 on page 2 of BDW's Letter of 31
. March, namely commentary on circulated drafts.

30

The faillure to ded with a rationa
alegation leads to an inference that the
allegation is correct.

If BDW ae unable to comment,
presumably because they doesn't have
the required knowledge (as they invite
the reader to infer), then how can they
come to adefinite conclusion?
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Page9, No. 3

At 1.30 pm the Chairman and | | There are a number of issues, each of which deserves a separate
went into the Board | comment. BDW would be seen to be focussing the reader's
Meeting...BDW spoke to the  attention on aminor issue.
probity issue.quoted David .
K rasnostein..important that | Serious omission the paragraph commencing "Finally |1 | How can there be a greater probity
Deloittes should not become the | bdieve.” on page 11 of Mrs Walter's letter raise two important | concan than the probity adviser not
little speck on the camera lens | issues for BDW - whether "the full facts recorded here have not having the mforr_natlon it should hf_ive?
that destroys a picture. Blake  been disclosed to them" and "had the full facts been disclosed to - Why do BDW fail to comment on this?
Dawson Waldron letter dated 2 | them, they would have advised that the involvement of members
March..confirms that the lull | of PBRC breached the principles they identified as necessary for
facts recorded here have not | an independent report.” It is itself a matter of probity if probity
been disclosed to them..and had | advisers are not told all relevant facts.
they been disclosed..they would g _
have advised that  the Theway Deloite's involvement was treated by PWC and National
involvement of members of | ensured that Deloitte did not even become "“the little speck on the
PBRC breached the principles  cameralens’. Delaitte's role, investigative powers and access to
they identified as necessary for | Material were severely limited by their terms of their engagement.
an independent report.” Their separate report was not annexed to the PwC Report. PwC

did not take up the Deloitte opinions in the PwC Report

Notwithstanding Deloitte's comments on Mr Power's involvement

(which support the view that Mr Power did not do al that he could

to bring relevant matters to PBAC's attention) PWC  then

introduced into their report after 9 March suggestions that PBAC

by probing management further might have reveded the

| seriousness of control breakdowns.

Page 10, No. 1, first sub-point

| remind you that the substance | Referenceto earlier statements docs not add to the authority BDW
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of my memorandum of 3 March | seek to support their assertion. Nor does the repetition of such
was as to -the inability of PwC | statements. Reference to their opinion of 12 March could be
to act without fear or favour and = congtrued as an attempt to "pull themselves up by their own
produce an unbiased and bootstraps’. Further, by reference to that opinion BDW is putting

complete report. in issue whether that opinion is valid, as it was written, according
| to the references on it, by the same persons as wrote the opinion of |
| 12March.

Page 10, No. 1, 2nd sub-point

I remind you that the substance | Reference to earlier statements does not add to the authority BDW
of my memorandum of 3 March | seek to support their assartion.  Nor does the repetition of such
was as to - the involvement of | statements. Reference to their opinion of 12 March could be
yourself and other members of | construed as an attempt to "pull themselves up by their own
the PBRC in framing the PwC | bootstraps'. Further, by reference to that opinion BDW is putting
report direction, in particular the | in issue whether that opinion is valid, as it was written, according

capacity to direct it away from | to the references, by the same persons as wrote the opinion of 12 |
| PBRC and PwC matters. | March.

Page 10, No. 1, third sub-point

| remind you that the substance | What "testing" was done. s there some recognised formal process
of my memorandum of 3 March | of testing which was done?

was as to - my many concerns

as to the integrity of the

| investigation process,

Page 10, No. 2
..Deloitte's position, given their | Reference to an earlier statement gives no greater authority. What

inability to access highly | is the reason for BDW's belief? An unsupported assertion of
material documents, as |.. | belief is valueless as a conclusion.
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understand it, they had no Deloitte's engagement terms only became clear a the very last | These are  dl matters which raise
access to PwC documents. minute - 10 March. Thisin itself is a probity concern given what | probity concerns.
was expected to be Deloitte's role on matters which involved

probity concerns. The proper test for determining whether the

PwC documents were relevant was probably "did [a named PwC

officer] work on this matter 7' and "if so, please produce his time

sheats'. As a commentary on how effective Deloitte was alowed

to be, a the Board meeting on 11 March Deloitte was unable to

answer the question as to whether PwC's head investigator had

worked on any of the matters disclosed by PwC in their letter of 16

February to National as being "Relevant Assgnments'.

If BDW were determining relevance of documents to be provided
to Deoitte (as indicated in Deloitte's engagement letter), it would
be useful if BDW would disclose their criteria for relevance and
whether they had any disagreements with Deloitte as to what
documents would be made available.

Deloitte's letter of engagement is written to National's Chief
Generd Counsd. The attitude of that officer to Deloitte's
involvement is apparently encapsulated in his quoted comment
about it being "important that Deloitte should not become the little
gpeck on the camera lens that destroys a picture’. BDW, through
whom Deloitte had to work (statement of work on page 2 of
Deloitte's letter of engagement) aso wrote their letter of
engagement to the Chief Genera Counsel. As Deloitte's role was |
amost entirely to do with issues of probity - the review of PwC's
work on matters where PwC had conflicts of interest - it is a
serious probity concern if Deloitte were rendered ineffective, or
even hampered, in their work by the influence of an officer who
expressed aview that they should not become "allittle speck...that..
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destroys a picture’. To be meaningful BDW's conclusion would
| have to show that these matters had been considered objectively. |

Page 11, No. 3

The statement on 18 March | BDW correctly indicate in point No. 3 on page 2 of their Letter of
2004 that the draft which you | 31 March that 'The expert's report must not result from successive
saw in New York on 23/224 | drafts circulated to and amended following discussion with those

February 2004 and on which  commissioning it, except to correct factua errors."
you made detailed comments to |

PwC cannot be provided to me | Despite a considerable number of clear comments which raise

is onethat | cannot accept. significant questions as to the role of PBRC in the PwC report -
collectively suggesting that the PwC report fails to satisfy the
criteria to be independent - BDW either fail to comment on the
questions, or dismiss them summarily.

It is impossible to understand how BDW cannot comment on, and
apparently show no interest in, the failure to produce the draft
which the Chairman saw in New York on 23/24 February (and
other PBRC members saw simultaneoudly in London and
Australia) and which may (depending on its form and contents) be

clear evidence that point No. 3 on page 2 of BDW's Letter of 31
| Marchisnot satisfied.

Page 11, No. 4

Nothing sad by the probity | BDW have used words which appear to have been very carefully
advisers condtitutes a rinding | chosen.

that the conduct yourself, PwC

and PBRC engaged in was | BDW's opinion of 12 March does not say what they have set out
proper. In fact the probity | in this comment. The words in brackets, namely "(including that
advisers have made no findings | the Report was not amended following successive drafts by those
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as to probity.

Page 11, No. 5

| have previoudy made it plain,
in my letter of 17 March, that |
have not [briefed the press on
confidential PwC materid],
whilst reserving my right to
make a proper public disclosure
if 1 considered it my duty.

Page 11, No. 6

"satement in your letter that |
declined to be interviewed by
PwC isinvalid, as you know...l
pursued PwC over ten days
seeking to provide my
evidence..happy to provide you

' commissioning it)" do not appear in their opinion, as was implied |

by their use in BDW's comment.

| Thewords in BDW's opinion of 12 March are "On the basis of our
observations and enquiries and having regard to: (&) the indicia of
independence outlined in this opinion; (b) the Disclosure
Statement; and (c) the fact that a separate firm has provided an
opinion in respect of the conflicted area; we are satisfied that PwC

may reasonably be regarded as being independent for the purposes
of giving the Report."

Further, even if BDW's opinion letter complies with the final
terms of their engagement it falls short of what shareholders were
| promised, as late as 24 February by the Chairman.

The proper public disclosure has been instrumental in informing
the market of the serious probity failings so that it can form its
own view when the materias - eg the New York draft and whether

any PwC people worked on National matters mentioned in their
disclosure letter - are provided.

If there was a delay of some days as asserted by BDW it was not
Mrs Walter's fault, as indicated by her words in the left column,
which BDW appear to have chosen to ignore.

Mrs Walter initially sought an indication of topics with a view to
preparing properly - the volume of materia dealt with by PBAC

35
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with my email | was very substantial. She was also concerned that her answers

records...proposal | made..for | should be complete and accurate. She identified these needs to
the taking of my evidence was | PwC in writing.

one approved at the time by the
bank's general counsd who
subsequently  changed  his
position.. | had not and had not |
sought a pre-briefing..other
National personnel including
yourself had been given pre-
briefings.

| .
I
Your statement that | sought to | Theissueidentified isnot aprobity issue and appears to have been

be involved in the drafting of | identified to give BDW an opportunity to give afurther repetitious
the report is invalid. conclusion which is unrelated to the issues.

Page 11, No. 7

Further, if it occurred prior to BDW's engagement (and therefore

presumably they are not concerned with it) how can they give an
apparently definitive concluson?

In fact Mrs Walter said that if she had been involved, the process
would have been different. As she had experience in smilar major
inquiries her views on the matter are informed and her

participation could have prevented the problems which were
| created in this matter.

Page 12, No. 8

They [the shareholders] should | Theissue identified is not aprobity issue and appears to have been

get a report which fully | identified to give BDW an opportunity to give a further repetitious
addresses all matters (even if it | conclusion which is unrelated to the issues.
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is not the PwC Report which
provides the information). It is
the issue of providing a
complete report to shareholders
which | have pursued against
trenchant board oppostion in
what | saw to be the best
interests of shareholders.

Page 12, No. 9

| have read the PwC Report in
full and believe that there are a
number of matters which it
either does not address or does
| not address adequately.

Page 12, No. 10

The Board as a whole was not
provided with adequate
opportunity, in my opinion, to
review or make decisons in a
proper, deliberative way as to
the PwC report, the PwC report
being provided to the Board on

9 and 11 March and released in |

its final form on 12 March.

| raises probity issues,

Further, if it is outside the scope of BDW's engagement (and
therefore presumably they are not concerned with it) how can they
givean apparently definitiveconcluson?

In any case BDW's concluson doesn't follow from their
comment.

Finally, BDW appear to show no concern that the shareholders did |
not get the "independent report” the Chairman's letter to |
shareholders of 24 February indicated would be produced.

Are BDW only concerned with "process’ and not the result of an
independent report which is complete and accurate ? In this case
where there were conflicts of interest for PwC and it was
necessary to appoint both Deloittes and BDW surely any omission

Theissue identified is not a probity issue and appears to have been
identified to give BDW an opportunity to give afurther repetitious
concluson which is unrelated to the issues.

37
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| Page 12, No. 11

My concerns are intended to be
helpful and to raise issues
which, whether the analysis be
done by the Nationa itself or by
a third party, should be
considered so the issues | have
raised may be resolved in a fina
fashion.

Page 12, No. 12

The PwC Report should have
fully addressed the role and
responsibility of PBRC...which
presded over risk generaly at
the time when losses ran from
under $10 million to $175
million.

Omission - Mrs Walter's letter
of 21 March, page 6, second
Iparagraph. It is a serious
omisson in my view that the
PwC report contains no
examination of why the
critically important PBRC met
only once  between

its |

The issue identified is not a probity issue and appears to have been
identified to give BDW an opportunity to give afurther repetitious
conclusion which is unrelated to the issues.

Further, if it is outside the scope of BDW's engagement (and
therefore presumably they are not concerned with it) how can they
give an apparently definitive concluson?

In any ca2e BDW's concluson doesnt follow from ther

 comment.

If PwC's Report "should have fully addressed” the issue of "role
and responsibility of PBRC" the omissions, when PwC was
responsible to and consulting with PBRC raise probity concerns.
BDW cannot dismiss this by saying that it was a matter for PwC in
its conduct of the investigation. Because PwC was conflicted its
investigation the appointment of BDW was made and BDW
should have closdly observed both the process of the investigation

| and its outcome, the Report.

Given the input of PBRC into the report, is this not a probity issue

. which BDW could have identified and made comment on?

38

This must be a probity concern

No explanation has been given, or
criticism by PwC as to PBRC meeting
only once between its appointment on
29 August 2003 and the discovery of the
losses in January 2004.
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establishment in August 2003
| and the end of that year.

Page 13. No. 13

The PwC Report could have
rigorousy anadysed how the
system failures of Horizon were
introduced (eg the one hour
window and the surrender
function) and why they were not
detected... Could any PwC
personnel working generdly in
Information  Technology.,and
Internal Audit.or specificaly on
the Horizon system itself, have
found them or have been
expected to find them ?

39

It is not correct to say that "Deloitte's terms of engagement This must be a probity concern

required them to consider the actual workings of PwC personnel
relative to the Horizon sygsem”. The terms say no such thing.
BDW appear to be giving their interpretation of what Deloitte's
terms of engagement required. Whether Deloitte saw it the same
way is not stated. As it impacts on what Deloitte had to do, or
actualy did, in respect of a serious matter where PwWC had a

conflict, it must be a probity concern, contrary to BDW's
conclusion.

Deloitte does not say that they "consdered the issue' - that is
BDW's interpretation of Deloitte's generad words.  Further,
Deloitte does not say that they "were satisfied that this issue did
not fall within a category of an exception" nor did they conclude
“that in respect of the Horizon issue nothing has come to our
attention..." - these are BDW's interpretations and to suggest that
they are Deloitte's words is not correct.

BDW do not deny that PwC's report "should have fully addressed
the 'role and responsbility of PBRC' - PwC was reporting to
and consulting with PBRC which raises the probity issue at point
No. 3 on page 2 of BDW's letter of 31 March. BDW cannot then
dismiss the issue by saying that it was a matter for PwC in the
conduct of its investigation. Because PwC was conflicted, its
investigation needed the appointment of BDW who should have

closdly supervised PwC's investigation and its outcome, the PwC
Report.
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Page 13, No. 14

| The inability of VaR to measure
the smile effect and the limit
breaches to which this therefore
gave rise, receives five separate
comments in the PwC Report...
the Deloitte opinion
accompanying the PwC Report
noted that PwC's Jm Power's
responsibilities included
following up the outstanding
Internal Audit issues (relating to
continuing limit breaches and
incorrect VaR numbers as no
volatility smile was being
used)..This does not ssem to
have been considered in the
PwC Report.

Page 14, No. 15

PwC found that there was a|

There are rea questions that <till remain unanswered here.  For
example, the PwWC Report refers to the custom built Horizon
system being developed by a small software company which had
also developed foreign exchange options systems a another
Australian bank. Did PwC make enquiries as to whether the flaws
in National's system existed in the other bank's option system?
Did they make enquiries as to whether the traders had worked at

| the relevant other bank and thereby knew of the flaws?

BDW clam that the omisson by PwC was in order because
Deloitte were to provide an opinion in respect of this aspect. Refer
to Deloitte's engagement letter, last paragraph on page 1, where it
is clear that PwC were to do dl the work, whether or not
conflicted, and then Deloitte were to form a view "as to the
fairness and completeness of the description and assessment in the

PwC Report of work previously performed by PwC and/or their
seconded staff for the National”.

Further, Deloitte had limited investigative powers - se "Out of
Scope’ on page 2 of their engagement letter- and they had to work
"via BDW" - see the "Statement of Work” on page 2 - and they
were to obtain "dl relevant documents which BDW have
determined are relevant to be examined” - BDW are lawyers, not
investigating accountants.

It is difficult to understand BDW's lack of involvement or interest |

40

BDW appear to show that they haven't
fully understood the roles of PWC and
Ddoitte on an important issue (and
maybe this applies to other issues as|
well). Again, there has to be a probity
concern here.

PwC's failure to raise a relevant matter |
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"clear design flaw" in the risk | in how PwC did their work on this issue, even when the | which relates to the body which was |
model as risk could not mandate | alegations raise questions which must bear on the probity of the | supervisng PwC on the investigation

that limit breaches were to be
rectified by the business
...Interestingly the very extract
of the graduated structure (as
precisdly quoted) and which
PwC criticised was contained in
the PowerPoint presentation
made to PBRC at its 21/11/03
meeting. Were there any
comments made at the meeting
on its efficacy? Why did PwC
not analyse PBRC'srole in what
occurred?

Pege 14. No. 16

If the pardléels with the Allied
Irish Bank had been brought out
by PwCs Jm Power who
presented  the  PowerPoint
presentation to PBAC and who,
as  Deloitte notes, had
respongibility for following up
two 3 dstar reports on limit
breaches and VaR difficulties
(which were not known to
PBAC) could it have been that
in May 2002 the issues which
were |ater to enablethe forex..

PwC Report.

BDW claimin their comment at Page 13, No. 14 that the omission
by PwC was in order because Deloitte were to provide an opinion
in respect of this aspect. Refer to Deloitte's engagement letter, last
paragraph page 1, where it is clear that PwC were to do al the
work, whether or not conflicted, and then Deloitte were to form a
view "as to the fairness and completeness of the description and
assessment in the PwC Report of work previoudy performed by
PwC and/or their seconded staff for the National".

A reference to the Disclosure statement doesn't assist.

and report (ie PBRC) raises a probity
concern.  The relevant facts are that
evidence of the flaw in the risk model
was contained in the PowerPoint |
presentation made to PBRC on 21
November 2003. That flaw was
arguably a contributing factor to the
loses BDW confidently assert that |
there are no probity concerns arising
from this, but their assertion is not

| convincing.

BDW dhow that they haven't fully |
understood the roles of PWC and
Deloitte on an important issue (and

maybe this applies to other issues as
well).
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a I
losses to occur could have been
addressed? The PwC report |
! does not explore this.

Page 14, No. 17

APRA's letter of 4 November | Itisdifficult to understand BDW's lack of involvement or interest | There has to be a serious probity
2003 is referred to in the PWC | in how PwC did their work on this issue, even when the | concern in this.

| report as not having been | alegations raise questions which must bear on the probity of the
distributed to the Chairman or | PwC report.

PBAC. No mention is made of |

whether it was recaived by | Why if PWC haven't been influenced by PBRC in production of
PBRC. No mention is made of | the Report do PwC (i) leave out PBRC when they say "A copy
Chris Lewis endorsement on  was not sent to the Chairman and has not been passed to PBAC."
tha letter "Arrange for after dl PBRC had been responsible for risk since 29 August; (ii)
Distribution to PBRC aong make no reference to Chris Lewis endorsement on the APRA
with response”, nor is there any | letter of 4 November 2003 - "Arrange for distribution to PBRC
reference to the Bank's response | dong with response’; and (i) make no reference to the letter of
of 12 December 2003 | response by National to APRA dated 12 December 2003 which
notwithstanding  that  this | makes specific reference to PBRC's "warm interet" in items
response makes specific | contained in APRA's |etter, notwithstanding that PwC do quote
references to PBRC's "warm | other parts of this |etter.

interest” in items contained in _ _ o

the ealier APRA letter. This ! There hasto be a serious probity concern in this.

striking  omission  reflects

adversely on the report.

Page 14, No. 18

Internal Audit is described as | Thisis only apartial answer by BDW. Mrs Walter proffered the
reporting only to PBAC...It Is' document on more than one occasion - see paragraph 7 on page 7
not described as reporting to.. of her letter of 21 March - and yet BDW purport to dismiss the
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PBRC adthough the Tripartite | issue by reference to only one of those occasions.

Agreement chat and Risk .
| Committee's chart(proffered by | Copies of the two charts showing Internal Audit's reporting to

me on more than one occasion) | PBRC areannexed

indicated it did report to PBRC

Page 15, No. 1 |
The scope of the PwC report; | As may be seen from the earlier comments in this memorandum, ' This matter hasto be aprobity concern.
the process by which it was| this Issue has not been addressed properly by BDW.

undertaken; the process by

which the published report was

findised, and questions as to

which individuals had input to

that final report a which

stage.. .need to be analysed fully |

to ensure problems do not arise |
| in future.
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MEDIA STATEMENT 28 APRIL 2004
CONTRADICTIONSASTO PWC REPORTS SHOULD BE EXPLAINED
Statement by Catherine Walter, National Australia Bank Ltd Director

| believe that apparently contradictory statements about the missing February 23 PwC draft
report, and other reports, have raised further doubts about the effectiveness of investigationsinto

theNational forex lossesand thewithholding of information.

Theapparent contradictions are contained in material and reported commentsby the National,
PwC and BDW and should be clarified before the May 21 EGMs so that shareholdersarefully

informed.

| believe the National smply cannot improve its business performance until it fully anayses what
went wrong with the forex losses; makes appropriate leadership, cultural and systems changes to
ensure similar problems don't arise again; and, fully and frankly commits itsdlf to openness and

transparency.
To put thisin context, | have attached my statement of yesterday.

Theapparently contradictory statementsare asfollows:

1 Weretheretwo documents of 20 February 2004 and 23 February 2004 as PwC are
saying or only one of 20 February 2004 as the chairman and PwC arereported as
having said toBDW?

@ BDW in its chart of 31 March 2004 (page 7) say in respect of the 23/24 February
document considered by the Principa Board Risk Committee (TRBC) members:
"BDW wastold by the Chairman and PwC that the document provided
was the 'status update document” as previously provided to other
members on 20 February 2004.

(b PwC Communications Director John Noble isreferred to in today's press (The
Australian) as saying that the "the February 20 report was only abriefing in the
form of averbd update and Powerpoint presentation’. He said the February 23
draft was aworking document. PwC have dso sad in anote of 13 April 2004
that thereis a specific report dated 23 February 2004 that has been discussed with
the Principal Board Risk Committee.

2. Were BDW fully aware of the circumstances in which PBRC membersreviewed the
23 February report as PwC appear to suggest or were BDW uninformed as appears
to bethe casefrom the BDW material?

@ BDWs position appears to be as follows:

0) BDW have not themsdves consdered the 23 February 2004 PwC report
or the review by the PBRC of that specific report because they appear
quite unaware of that report (see 1(a) above);




(i) BDW statein its chart of 31 March (page 6) that:
! BDW isnot aware that any PwC draft reports were circulated to
PBRC members. BDW was present at the Board meeting on 9
March 2004 when PwC presented to the Board the first draft of
its final report BDW observed that 'status update documents
were 'spoken to or provided by PwC to PBRC (and Board)
members in controlled circumstances prior to 9 March 2004.'

(b) PwC Communications Director John Noble in today's press (The Australian) is
quoted as saying the February 23 draft was delivered under ‘controlled
conditions as determined by probity lawyer BDW Mr Nobleis aso reported as
saying that the document being sought by Mrs Walter was'aworking document
and inconclusive. We [PwC] would never have the documents released halfway
through the investigation®. PWC are aso reported in The Age today as apparently
regarding the 23 February 2004 report as aworking document which was
‘inconclusive and did not contain fina findings.

Oniitsfaceit would seem that BDW were unaware of the 23 February document. Asa
consequence, the 23 February document and its review by PBRC members could not
have been 'observed' or considered by BDW as BDW were not present The PBRC
members consdered the 23 February report in New York, London and Australia, BDW
apparently relied upon what they were told by the Chairman and PwC. BDW appesr to
be of the view that no drafts (even "working drafts) of the PwC report were provided to
PBRC members until 9 March 2003.

This gppears to be a variance with PwC's pogition as reported in todays press

As a matter of practice has PwC released to the National working drafts of the Pwc
report?

@ PWC is reported on ABC radio yesterday evening as saying it is standard risk
management not to leave 'inconclusive investigative reports with dients!

(b) PWC in fact provided a draft report of 9 March 2004 to the National's Board
which was incorporated in the corporate records of the National even though
there was at least one more draft of the report prior to the fina report of 12
March 2004 and even though there were significant changes to the PwC report
between 9 March and 12 March.

For clarification plesse refer to attached pages 6 and 7 from BDW's 31 March 2004 chart.




Mrs Walter's letter of 3 March 2004

'Independence Compromised"”

Issue

1. "PwC report to and are overseen by PBRC which
isresponsible for the framing and monitoring of
their process.. PwC Report drafts... may have
been reviewed by members of PBRC... the PwC
report drafts may makeno or insufficient
reference to these circumstances..."

2. "There have been four drafts of the PwC Report,
reflecting dramatic differences and changes
between drafts... have followed input from PBRC
members upon the previous drafts.”

141632606

3. ""Status update document were seen and
commented on by members of PBRC..."

4, "Offering of 'future risk assessment work' to PwC
and G. Ludwig."

i 5. "PwC compromise of the independence of the
investigation process by:

"the chief investigator for PwC spoke to
the Chairman... the day before the
Chairman was ... to provide evidence to
PwCand APRA.."

The room PwC occupies at the NAB
premises is able to accessed by persons
including PBRC and management.”

"Evidence is not secured...”

| Comment

BDW observed that after theinitial stageof the PwC
nvestigation, PwC reported to the Board, not PBRC.

In relation to how the PwC Report referred to a

circumstance, that was amatter within the conduct of the

nvestigation, and was amatter for PwC.

BDW isnot aware that any PwC draft Reportswere
circulated to PBRC members. BDW was present at the
Board meeting on 9 March 2004 when PwC presented to

the Board the first draft of its final Report. BDW observed

that " Status update documents* were "spoken to" or
provided by PwC to PBRC (and Board) membersin

. controlled circumstances prior to 9 March 2004.

See note above.  In those status update sessons PBRC

(and Board) members were given the opportunity to seek

clarification on issues covered in the status update.

The CEO gave an explanation inrelation to thisissue in
the Board meeting of 4 March 2004.

BDW questioned relevant persons and was satisfied that
therewere no probity issuesarising.

BDW was satisfied that the security arrangementswere
appropriate.

BDW was satisfied thisissue went to the forensic conduct

of theinvestigation and was therefore amatter for PwC.

| Probity Position

Thereareno outstanding probity concernsarising from
thisissue.

There are no outstanding probity concernsarising from
this issue.

Thisisafactual matter which BDW can comment on.

There are no outstanding probity concernsarising from
_thisissue.

Thisisafactual matter whichBDW can comment on.

There are no outstanding probity concerns arisng from

| this issue.

There are no outstanding probity concerns arising from
this issue.

| Thisisafactual matter which BDW can comment on.

Thereareno outstanding probity concernsarising from
 this issue.

There are no outstanding probity concernsarising from

| this issue.



Mrs Walter's letter of 3 March 2004

Issue . Comment

, Probity Position
. "initial interview of twenty persons”. BDW was satisfied thisoccurred prior to the appointment
of PwC. ’ . L.
There are no outstanding probity concernsarising from

= | | thisisue. )
' . "... PwC have not completed BDW was satisfied thisissue went to theforensicconduct | Thereareno outstanding probity concernsarising from

investigation... draft Report... | not integrity of theinvestigation. Thiswasamatter for this issue.

inconsistent with appropriate PwC.

investigative processes”

"Peter Duncan commented at the Board | BDW was present when these comments were made. This | Thisisafactual matter which BDW can comment on.

meseting on 2 March..." statement does not accord with BDW's recollection of " . ..
those events. There are no outstanding probity concerns arising from
_ = | | this issue.
'Since 20 February 2004" o
: Issue ._Comment . Probity Position
1, "Chairman circulated note to directors on 21 BDW cannot comment on this. There are no outstanding probity concerns arising from
February 2004... a reasonable reader would this issue.
| consder that this meant that there was nothing
I written in existence at that time..." ol
2. "... Michadl Pascoe interview 22 February 2004..." = Please see comment on Issue 1 above. There are no outstanding probity concerns arising from
| | this issue
3. "Charman's comment to Board on 20 February This matter related to a press report. | Thisisafactual matter which the Board has addressed
2004 re John Stewart being "point of reference for | | and which BDW cannot comment on.
PwC format asrelevant to the directors... (APR | Ther tstandi bit Pt
on 20 February 2004)." lere are no outstanding probity concernsarising from
T — m _— - = ) - —— o . this issue. 3
4. "On 20 February 2004... a status update | BDW obsarved the circumstances to be that the "status There are no outstanding probity concerns arising from
document was provided to PBRC." updates’ weregiventothe PBRC and BDW cadlled for | thisissue.
these documents. They were a Powerpoint presentation |
) | pack..
5. "23 and 24 February 2004 provision of 'status BDW wastold by the Chairman and PwC that the There are no outstanding probity concernsarising from
update document® to PBRC... and commentsto document provided was the "status update document” as | thisissue.
PwC." previoudly provided to other memberson 20 February
| 2004.
6. " believe the process fails minimum standards of | BDW was satisfied that the process had integrity. There are no outstanding probity concerns arising from

141632606




MEDIA STATEMENT 27 April 2004

PwC DOCUMENT WITHHELD FROM DIRECTOR

Statement by CatherineWalter, National AustraliaBank Ltd Director

Summary

In the course of preparation of a statement for shareholders for the EGMson 21 May |
have sought from National acopy of the draft PwC report (Status update document)
which was consdered by the Principa Board Risk Committee ("PBRC") members on
23/24 February. Itsrelevance isthe light it may throw on the extent and nature of
changes to the report, which in turn is afactor indicating whether the fina report is

"independent” as shareholders were led to believe.

The National apparently did not keep acopy inits PBRC records and PwC are not willing
to make a copy available to their client, the National. If the final report istruly
independent, production of this draft can only assist in indicating that. Otherwise | am,
and subsequently shareholders will be, left to draw inferences about the fact that it has

been withheld.

Background/Detail

hi view of the withholding of the draft PwC report | believe, in the interests of the
shareholders right to be informed, that it is appropriate to disclose the circumstances
around this issue.

The Chairman was given adraft report (status update document) by PwC in New Y ork on
23 February 2004; the CEO, Mr John Stewart was given a copy of the report in London
by PwC; and, two PBRC members, Dr Ed Tweddell and Mr Peter Duncan were given a

copy of the report in Audtrdia

BDW in their advice of 31 March 2004 say that they were "told by the Chairman and
PwC" that "the document provided was the 'status update document’ as previoudy
provided.. .on 20 February 2004" even though this was a document aready seen by dl of
those same persons as members of the PBRC at the PBRC meeting of 20 February 2004.
It ishard to understand why PwC would have the Chairman visit its New Y ork officeto

see a document he had apparently aready seen.

PwC have now confirmed, in correspondence with the Bank, that thereis in fact areport
dated 23 February 2004.




Indeed, asthe Chairman had informed methat the report took two hours to read (and
prepare comments on) and that he made specific comments about the report for
consideration by PwC head investigator (Mr Craig Hamer), | had formed the impression
that this was asubstantial document. | was concerned to identify any ways in which it
was different, if at all, from earlier and later documents.

The production of this report of 23 February 2004, and a comparison of it with the. PwC
draft report of 9 March 2004 and the final PwC report of 12 March 2004 (and with other
rdevant PwC drafts after 23 February 2004), should enable thisto be verified or

dispelled.

So asto be ableto verify or dispel whether there were differences | requested a copy of
the draft report from the Company Secretary, Mr Garry Nolan. Hereplied that it was not
part of the corporate record and that he would ask PwC for acopy. Hedid so on April 8
2004. On April 13 PwC acknowledged, through its Senior Legd Counsel, Mr David
McGlinchey, that the report had been discussed with' the PRBC. However, he sad: .. .in
accordance with our risk management procedures we do not provide copies of such

working papers to clients"

Subsequently clarification was sought by Mr Nolan from the Nationa's Chief Generd
Counsd, Mr David Krasnostein, on the report sent to the Chairman in New York. Mr
Krasnogtein has indicated he "was not provided with a copy of any progress report by
PwC that he was permitted to retain, other than the 9 March Draft Report...". The
National has been placed in aposition where it does not have availableto it and to the
directors important documents which have been presented to and form the basis of PBRC
meetings and discussionswith externa consultants on an important matter.

Thisfailureto provide a copy is unacceptable when shareholders are to be asked to make
informed judgments on issues at EGMs and the document is relevant to determining an
important issue. Inmy view thereisno legd or customary basis for the PwC position,
nor for the National's inability to make available to other Directors documents which

have been presented to the PBRC Committee.

The only appropriate course of action now is for the National's board to take all sepsto
make available both the February 23 draft report and dl other drafts, documents and

materias.

While | have been very reluctant to make this issue public, given the forthcoming EGMs
and the relevance of the draft report(s) to what shareholders have been told, | believe the
market's and shareholders rights to be informed over-rides other concerns.

Most importantly, whatever the contents of the draft report(s), the handling of this issue
inmy view isyet further evidence of the need for far-reaching renewal and restructure of

the National's board.




