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Information on Westpac

Westpac is one of the four major banking organisations in
Australia and one of the largest banking organisations in
New Zealand. We provide a broad range of banking and
financial services in these markets, including consumer?,
business and institutional banking and wealth
management services.

We have branches, affiliates and controlled entities? throughout
Australia, New Zealand, Asia and in the Pacific region, and
maintain branches and offices in some of the key financial
centres around the world.

We were founded in 1817 and were the first bank established in
Australia. In 1850, we were incorporated as the Bank of

New South Wales by an Act of the New South Wales
Parliament. In 1982, we changed our name to Westpac
Banking Corporation following our merger with the Commercial
Bank of Australia. On 23 August 2002, we were registered as a
public company limited by shares under the Australian
Corporations Act 2001 (Cth) (Corporations Act).

At 30 September 2018, our market capitalisation was $96
billion® and we had total assets of $880 billion.

External environment

Full Year 2018 has been a challenging year for the financial
services sector in Australia, including for Westpac. The sector
has been the subject of intense scrutiny from Government,
regulators, the media and the community in general. Among
various developments, legal actions have been filed by the
Australian Securities and Investments Commission, the
Banking Executive Accountability Regime, to be overseen by
the Australian Prudential Regulatory Authority, was introduced,
a review of competition in the sector was conducted by the
Productivity Commission, and the Australian Competition and
Consumer Commission established its Financial Services Unit.

In addition, the Royal Commission into Misconduct in the
Banking, Superannuation and Financial Services Industry
(Royal Commission) was established on 14 December 2017
and has generated a serious impact on public sentiment and
the financial services industry. The terms of reference for the
Royal Commission require it to consider (amongst other things)
the conduct of banks, insurers, financial service providers,
superannuation funds (not including self-managed
superannuation funds) and intermediaries between borrowers
and lenders, and the effectiveness of Australian regulators in
addressing misconduct in financial institutions.

The Royal Commission has been a valuable and rigorous
process.

Since its establishment, the Royal Commission has completed
the majority of its hearings, and on 28 September 2018
released its interim report. The interim report raised a number
of important points of policy and principle for consideration by
Westpac, the industry, its regulators and policy makers. It
signalled that financial services

A consumer is defined as a person who uses our products and services.
It does not include business entities.

Refer to Note 35 to the financial statements for a list of our material
controlled entities as at 30 September 2018.

Based on the closing share price of our ordinary shares on the ASX as
at 30 September 2018.

organisations, including Westpac, need to do more to meet the
needs of customers and the community, including by
preventing, detecting and addressing misconduct, and
consistently meeting legal and regulatory obligations. Westpac
provided a formal response to the interim report on 26
October 2018.

Business strategy

The Royal Commission and the broader environment in which
we operate have reinforced the need to deliver better customer
outcomes and experiences, and underlined the importance of
continuing to deliver on our vision and strategy, including the
Service Revolution.

Westpac's vision is ‘“To be one of the world’s great service
companies, helping our customers, communities and people to
prosper and grow’.

In delivering on our strategy, we are focused on our core
markets, including Australia and New Zealand, where we
provide a comprehensive range of financial products and
services that we believe assist us in meeting the financial
services needs of customers. With over 14 million customers?,
our focus is on organic growth, growing customer numbers in
our chosen segments and building stronger and deeper
customer relationships.

A key element of this approach is our portfolio of financial
services brands, which we believe enables us to appeal to a
broader range of customers and provides us with the flexibility
to offer solutions that better meet individual customer needs.

As we continue to build the business, the financial services
environment remains challenging and has required us to
maintain focus on our financial position. This has involved:

= maintaining the high level and quality of our capital;

=  continuing to improve our funding and liquidity position;
and

= seeking to maintain a high level of asset quality and
appropriate provisioning.

We continue to focus on ways to simplify our business to make
it easier for customers to do business with us and to make work
better for our people. We believe these improvement efforts
deliver better customer outcomes while also creating capacity
for investment.

Throughout 2018 we continued our focus on seeking to deliver
positive outcomes for our customers and shareholders through
our Service Revolution transformation.

The Service Revolution is seeking to:

=  provide a truly personal service for customers while better
anticipating their needs;

= put customers in control of their finances;

= respond to the increased pace of innovation, disruption and
changing customer behaviours through digitisation and
increasing our capacity for innovation; and

4 All customers with an active relationship (excludes channel only and

potential relationships) as at 30 September 2018.

6 2018 Westpac Group Annual Report




Information on Westpac

=  innovate and simplify to reinvent the customer experience.

As part of our delivery of the Service Revolution, we have
developed an integrated, multi-year plan that will be executed
across the Group. In 2018, we continued to deliver outcomes
and milestones on a number of our transformation programs
focused on the digitisation of the company through the design
and development of a single bank technology infrastructure.
We expect this will transform customer experiences and drive
operational efficiency. At the same time, we believe our
Consumer Bank and Business Bank transformation programs
continued to deliver market-leading customer services, while
lowering the cost to serve.

Over the year, substantial work has also continued on conduct
and culture, with work focused on continuing to strengthen our
conduct management across the Group. In the context of the
Royal Commission, much of the effort this year has been
focused on improving customer outcomes and on our product
reviews, as well as working to ensure we meet customer and
community expectations. We are continuing to make
adjustments and improvements to our business. In addition,
work continues on ensuring that we are responding to the
changing regulatory and industry landscape.

Sustainability is part of our strategy of seeking to anticipate and
shape the most pressing emerging social issues where we
have the skills and experience to make a meaningful difference
and drive business value. Our approach makes sustainability
part of the way we do business, embedded in our strategy,
values, culture and processes.

Supporting our customer-focused strategy is a strong set of
company-wide values, which are embedded in our culture.
These are:

= integrity;

. service;

= one team;

. courage; and
= achievement.

Strategic priorities
In delivering our strategy, we have five strategic priorities that
help guide our activities:

a) Service leadership

= provide a seamless customer experience across all
channels;

= deepen relationships through context-based customer
experiences using our portfolio of brands;

= acquire new customers by making it simpler, easier and
better for customers to choose us; and

=  resolve legacy customer issues and ensure that our service

creates good customer outcomes.
b) Digital transformation

= create a 21st century, digitised bank with multi-brand
capabilities;

d)

e

simplify products and processes by digitising end-to-end;
and

drive efficiency opportunities from digitisation and
consolidation of systems.

Performance discipline
to be the region’s best performing bank;

manage the business in a balanced way across strength,
growth, return and productivity;

focus on reducing structural costs;

maintain strong levels of capital to meet the needs of all
our stakeholders and requirements of regulators;

continue to enhance our funding and liquidity position,
including ensuring a diversity of funding pools and meeting
new liquidity requirements; and

maintain a high quality portfolio of assets, coupled with
appropriate provisioning.

Growth highways
focus on stronger growth in:

— specific business segments, in particular, small to
medium enterprises; and

— supporting our customers’ insurance and investment
needs.

Workforce revolution
focus on a customer-centric culture;

strengthen the skills of our people to better serve
customers and meet their complete financial needs;

empower our people to drive innovation, deliver new and
improved ways of working and be responsive to change;
and

continue to enhance the diversity of our workforce.
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Organisational structure

Our operations comprise the following key customer-facing
business divisions operating under multiple brands.

Consumer Bank (CB) is responsible for sales and service to
consumer customers in Australia under the Westpac,
St.George, BankSA, Bank of Melbourne and RAMS brands.
Activities are conducted through a dedicated team of specialist
consumer relationship managers along with an extensive
network of branches, call centres and ATMs. Customers are
also supported by a range of internet and mobile banking
solutions. CB also works in an integrated way with Business
Bank, BTFG and WIB in the sales and service of select
financial services and products, including in wealth and foreign
exchange. The revenue from these products is mostly retained
by the product originators.

Business Bank (BB) is responsible for sales and service to
micro, small to medium enterprises (SME) and commercial
business customers in Australia for facilities up to
approximately $150 million. The division operates under the
Westpac, St.George, BankSA and Bank of Melbourne brands.
Customers are provided with a wide range of banking and
financial products and services to support their borrowing,
payments and transaction needs. In addition, specialist
services are provided for cash flow finance, trade finance,
automotive and equipment finance and property finance. The
division is also responsible for consumer customers with auto
finance loans. BB works in an integrated way with BTFG and
WIB in the sales, referral and service of select financial
services and products including corporate superannuation,
foreign exchange and interest rate hedging. The revenue from
these products is mostly retained by the product originator.

BT Financial Group (Australia) (BTFG) is the Australian wealth
management and insurance arm of the Westpac Group,
providing a broad range of associated services. BTFG’s funds
management operations include the manufacturing and
distribution of investment, superannuation, retirement products,
wealth administration platforms, private wealth, margin lending
and equities broking. BTFG’s insurance business covers the
manufacturing and distribution of life, general and lenders
mortgage insurance. The division also uses a third party to
manufacture certain general insurance products. In managing
risk across all insurance classes, the division reinsures certain
risks using external providers. In addition to the BT brand,
BTFG operates a range of financial services brands along with
the banking brands of Westpac, St.George, Bank of Melbourne
and BankSA for Private Wealth and Insurance.

Westpac Institutional Bank (WIB) delivers a broad range of
financial products and services to commercial, corporate,
institutional and government customers with connections to
Australia and New Zealand. WIB operates through dedicated
industry relationship and specialist product teams, with expert
knowledge in financing, transactional banking, financial and
debt capital markets. Customers are supported throughout
Australia as well as via branches and subsidiaries located in

New Zealand, the US, UK and Asia. WIB is also responsible for

Westpac Pacific, currently providing a range of banking
services in Fiji and PNG. WIB works in an integrated way with
all the Group’s divisions in

the provision of more complex financial needs, including across
foreign exchange and fixed interest solutions.

Westpac New Zealand is responsible for sales and service of
banking, wealth and insurance products for consumers,
business and institutional customers in New Zealand. Westpac
conducts its New Zealand banking business through two banks
in New Zealand:

=  Westpac New Zealand Limited (WNZL), which is
incorporated in New Zealand; and

= Westpac Banking Corporation (New Zealand Branch),
which is incorporated in Australia.

Westpac New Zealand operates via an extensive network of
branches and ATMs across both the North and South Islands.
Business and institutional customers are also served through
relationship and specialist product teams. Banking products are
provided under the Westpac brand, while insurance and wealth
products are provided under Westpac Life and BT brands,
respectively. Westpac New Zealand also maintains its own
infrastructure, including technology, operations and treasury.

Group Businesses include:

= Treasury, which is responsible for the management of the
Group’s balance sheet including wholesale funding, capital
and management of liquidity. Treasury also manages the
interest rate risk and foreign exchange risks inherent in the
balance sheet, including managing the mismatch between
Group assets and liabilities. Treasury’s earnings are
primarily sourced from managing the Group’s balance
sheet and interest rate risk (excluding Westpac New
Zealand) within set risk limits;

= Group Technology, which comprises functions for the
Australian businesses, is responsible for technology
strategy and architecture, infrastructure and operations,
applications development and business integration; and

= Core Support, which comprises functions performed
centrally, including Australian banking operations, property
services, strategy, finance, risk, compliance, legal, human
resources and customer and corporate relations.

Group Technology costs are fully allocated to other divisions in
the Group. Core Support costs are partially allocated to other
divisions in the Group, with costs attributed to enterprise activity
retained in Group Businesses.

Group Businesses also includes earnings on capital not
allocated to divisions, certain intra-group transactions that
facilitate the presentation of the performance of the Group’s
operating segments, earnings from non-core asset sales and
certain other head office items such as centrally raised
provisions.

8 2018 Westpac Group Annual Report




Information on Westpac

Competition
The Group operates in a highly competitive environment.

We serve the banking, wealth and risk management needs of
customer segments from consumers and small businesses
through to large corporate and institutional clients. The Group
competes with other financial services providers in every
segment and every product or service. Our competitors include
financial services and advisory companies such as banks (both
domestic and global), investment banks, credit unions, building
societies, mortgage originators, credit card issuers, brokerage
firms, fund and asset management companies, insurance
companies, online financial services providers, and technology
companies large and small.

Like other financial services providers, our competitive position
across customer segments, products and geographies is
determined by a variety of factors. These include:

= the quality, range, innovation and pricing of products and
services offered;

= digital and technology solutions;

= customer service quality and convenience;

= the effectiveness of, and access to, distribution channels;
= brand reputation and preference;

= the types of customer served; and

= the talent and experience of our employees.

We also operate in an environment where digital innovation is
changing the competitive landscape. We compete on our ability
to offer new products and services that align to evolving
customer preferences. The competitive nature of the industry
means that if we are not successful in developing or introducing
new products and services, or in responding or adapting to
changes in customer preferences and habits, we will lose
customers to our competitors.

Competition within Australia’s financial system is evidenced by
both the significant number of providers and the range of
products and services available to customers. In Australia,
competition for both deposits and lending continues to be
fierce, both from established banks as well as new entrants,
including technology firms. Slowing growth in some sectors
such as housing has heightened competitive intensity as
financial institutions work to win new customers and retain
existing ones.

In our wealth business, we expect the broader competitive
landscape to continue to undergo significant change with
ongoing consolidation in life insurance, continued regulatory
and structural change in financial advice, and increased
overseas interest and participation in superannuation.

In New Zealand, the Group is experiencing strong competition
as banks vie for new customers and seek to retain existing
ones. Competition for deposits and lending remains intense.

Outlook'’

The Australian economy has continued to grow solidly in 2018.
GDP increased by 3.4% for the year to June 2018, comfortably
above our estimate of potential growth of 2.75%.

Recent GDP growth has been supported by strong population
growth, home construction levels remaining higher for longer,
solid business investment and healthy export levels.
Government spending has been particularly robust, highlighted
by health and infrastructure. Improved global growth and solid
commodity prices have also supported growth.

Other measures of economic health remain solid with
unemployment recently falling to 5% (down from around 5.5% a
year earlier), and inflation remaining well under control at 1.9%.

Despite this solid activity, wage growth has remained subdued
with nominal earnings up by only 1.8% over the year. With
inflation well below target and ongoing questions about
consumer spending, the Reserve Bank has kept the cash rate
steady since August 2016. In particular household budgets
have been impacted by low income growth; falling house
prices; high debt levels and high energy prices.

In New Zealand, the economy has also been sound with solid
growth in agriculture, retail and recreational services. New
Zealand GDP growth has held at around 2.7%, with
unemployment around 4.5% and inflation near 1.5%.

Within Australia, the 2019 outlook is for real GDP growth to
ease back potentially to 2.7% before lifting to around 3% in
2020. This softening in growth is based on the expectation that
commodity prices will ease, the housing construction cycle
continues its slowdown and consumer spending moderates.
These conditions are also likely to weigh on business
investment that is likely to remain below trend.

The housing market is likely to remain soft in the year ahead as
demand in Sydney and Melbourne markets adjust to
affordability and investors respond to falling prices and
uncertainty around tax policy. Supply may also ease as more
conservative lending policies continue to flow through the
system.

A sharp rebalancing of interest rate differentials has seen the
Australian dollar fall by around 12% against the US dollar. This
will particularly support Australia’s services exports and boost
the profitability of the resources sector. Public demand is also
likely to remain solid as the pipeline of infrastructure projects
continues to roll out and the Commonwealth government
benefits from a rapidly improving fiscal position. Employment
growth is likely to slow from its recent strength to around the
level of population growth. As a result, the unemployment rate
is anticipated to hold steady at around 5%.

That growth slowdown coupled with ongoing soft wage
conditions will see little progress in moving inflation towards the
Reserve Bank’s target of 2.5%. Global economic growth is also
expected to slow somewhat. Accordingly the Reserve Bank is
expected to keep the cash rate on hold at 1.5% in 2019.

' All data and opinions under ‘Outlook’ are generated by our internal

economists and management.
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Financial System credit grew by around 4.5% in the year to
September 2018 with system housing credit rising 5.4%, and
system business credit expanding by 3.8%. Other consumer
credit declined by 1.4% over the year - this continues a path of
declining consumer credit for a number of years.

Given the economic backdrop, and the potential for a further
tightening of credit standards, growth in financial system credit
in the year to September 2019 is expected to slow to around
3.5%. Within this aggregate, housing growth is forecast to ease
to closer to 4.0%, business credit growth is expected to slow to
near 3.5% while personal credit growth is likely to contract by
1%.

Westpac Group remains focused on executing our vision of
being one of the world’s great service companies with our five
strategic priorities assisting this transformation. These include:

= maintaining our performance discipline by continuing to be
prudent in the management of capital, funding and liquidity;
managing returns effectively seeking to achieve a ROE
between 13% and 14% and remaining disciplined on asset
growth;

= continuing to build our customer base while also increasing
the depth of customer relationships;

= utilising technology as part of our digital transformation to
materially improve efficiency and reduce the Group’s cost
to income ratio to below 40%);

= wealth and small to medium business enterprises will
continue to be our areas of targeted growth and will include
focusing on growing funds on the Group’s wealth
management system, called Panorama, and using new
technologies to make business banking even easier to
access for customers; and

= seeking to further build a stronger and more diverse
workforce where the best people want to work.

Over the last two years we have commenced a number of
initiatives to improve Westpac’s reputation. As part of these
initiatives Westpac has already provided for customer
payments and refunds where we may not have done the right
thing for customers, or have not been able to sufficiently
demonstrate that we have done the right thing for customers.
Our review of products, related systems and processes will
continue into 2019 and it may be that further provisions are
required in the future.

Following announcements from our regulator, APRA, we have
greater clarity on what sort of capital levels we need to be
considered ‘unquestionably strong’. APRA have indicated a
common equity Tier 1 capital ratio of 10.5% under the current
APRA framework would be considered consistent with having
an unquestionably strong balance sheet. At the same time
APRA is currently conducting a number of reviews into the
calculation of Australia’s capital ratios including changes to risk
weighted assets and how Australia’s ratios should be presented
against international peers. Further clarity on these changes is
expected in Full Year 2019. APRA has indicated that they
believe banks will be able to meet any changes organically.
Banks are expected to be required to meet these new
standards by 1 January 2020.

Given the strength of our business, and our balance sheet, in
both absolute terms and relative to peers, we believe we are
well placed to respond to any additional regulatory
requirements.

Looking ahead, with our strong positioning, disciplined growth,
solid portfolio of businesses, and good progress on our
strategic priorities, Westpac believes it is well positioned to
continue delivering sustainable outcomes for shareholders and
customers.
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Significant developments

Corporate significant developments

Royal Commission into the banking, superannuation and
financial services industries

On 14 December 2017, the Australian Government established
a Royal Commission into potential misconduct in Australia’s
banks and other financial services entities. The terms of
reference for the Royal Commission require it to consider
(amongst other things) the conduct of banks, insurers, financial
service providers, superannuation funds (not including self-
managed superannuation funds) and intermediaries between
borrowers and lenders, and the effectiveness of Australian
regulators in addressing misconduct in financial institutions.
The Royal Commission is not required to inquire into matters
such as the financial stability of Australia’s banks. A final report
is to be provided by the Commission to the Australian
Government by 1 February 2019, and an interim report was
released and tabled in parliament on 28 September 2018.

The Royal Commission is inquiring into potential misconduct
and conduct, practices, behaviour or business activities by
financial services entities that may fall below community
standards and expectations. The Commission has sought and
received public submissions as to misconduct issues in
financial services and conducted a range of public hearings
which have considered case studies of alleged misconduct
issues.

Westpac has provided the Commission with documents and
witness statements and made submissions in all rounds of the
Royal Commission to date. The Interim Report of the
Commission released on 28 September 2018 outlined a range
of views the Commissioner has formed to date based on the
information and hearings so far and has requested submissions
on key areas of policy that might affect or address misconduct
in the financial services industry. Many of those matters could
have significant impacts on particular entities (including
Westpac) and the financial services industry generally, as well
as affecting the financial performance of financial institutions,
including banks. Recommendations may include matters which
could cause structural change to the financial services industry
and/or business models used in the industry, changes to the
compensation and incentive structures within the financial
services industry, and changes involving the way financial
services are regulated. Westpac made submissions in relation
to the questions posed in the Interim Report on 26

October 2018.

The Commission will ultimately make findings and
recommendations having considered the submissions Counsel
Assisting, relevant financial institutions, other relevant bodies
including regulators and the general public have made during
the course of the proceedings of the Commission. The
Commission’s findings and recommendations may include
recommendations as to civil or criminal prosecutions that
should be conducted against financial institutions and
individuals, recommendations as to legislative reform and in
respect of matters which regulatory or other policy bodies
should consider.

In the event that the Federal Government supports
recommended regulatory changes, the Royal Commission may
result in changes to legislation and regulation. The

Royal Commission is also considering the regulation and
enforcement practices of our regulators. Any findings or
recommendations made by the Royal Commission are likely to
have and could continue to prompt regulators to commence
investigations into various financial services entities including
Westpac. Those steps could subsequently result in
administrative or enforcement action being taken. The
Commission may also prompt our regulators to alter their
existing policies and practices (including increasing their
expectations for entities that they regulate, including Westpac)
and increase the number of potential contraventions they
choose to publicly litigate rather than otherwise resolve, which
could harm our reputation and increase our liabilities related to
legal proceedings. There is also a risk that matters considered
during the Royal Commission have resulted in or could
encourage civil claims against financial institutions including
class actions.

Parliamentary inquiries and other reviews

On 16 September 2016, the Chairman of the House of
Representatives Standing Committee on Economics
announced that the Committee had commenced its Review of
the Four Major Banks (Parliamentary Review). The terms of
reference for the Parliamentary Review are wide-ranging, with
one area of focus being how individual banks and the industry
as a whole are responding to issues identified through other
inquiries, including through the Australian Banking Association
(ABA) action plan. Westpac attended public hearings of the
Parliamentary Review on 6 October 2016, 8 March 2017, 11
October 2017 and 11 October 2018.

The third report of the Parliamentary Review was published on
7 December 2017. In its third report, the Committee made
recommendations to ensure merchants have the choice of how
to process “tap and go” payments on dual network cards, that
the Australian Competition and Consumer Commission (ACCC)
as part of its inquiry into residential mortgage products should
assess the repricing of interest-only mortgages that occurred in
June 2017, that legislation is introduced to mandate banks’
participation in Comprehensive Credit Reporting (discussed
below) and that the Attorney-General should review the
threshold transaction reporting obligations in light of the issues
identified in a case brought by the Australian Transaction
Reports and Analysis Centre against the Commonwealth Bank
of Australia.

On 29 November 2016, the Senate referred an inquiry into the
regulatory framework for the protection of consumers, including
small businesses, in the banking, insurance and financial
services sector to the Senate Economics References
Committee. The terms of reference for the inquiry focus on a
range of matters relating to the protection of consumers against
wrongdoing in the sector. They also require the inquiry to
examine the availability and adequacy of redress and support
for consumers who have been victims of wrongdoing. The
inquiry reporting date has been revised to 15 November 2018
to allow for the interim report of the Royal Commission to be
handed down.

In addition to the reviews and inquiries mentioned above, the
ACCC is undertaking a specific inquiry into the pricing of
residential mortgages by those banks affected by the Bank
Levy (including Westpac), which include monitoring the extent
to which the Bank Levy is passed on to customers. An interim
report was published in March 2018 and a final report is due in
November 2018.
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The inquiry into the pricing of residential mortgages is the first
task of the Financial Services Unit (FSU), established by the
ACCC in 2017 to undertake regular inquiries into specific
financial services competition issues. The FSU has
commenced market studies work from July 2018. The precise
scope of that work has not yet been determined, and could
include a review of the impact of regulatory measures which
affect the ability of smaller banks to compete against the major
banks, barriers to entry in financial services markets and
consumer switching.

On 2 October 2018, the ACCC announced it was holding an
inquiry into the supply of foreign currency conversion services
in Australia. The inquiry is the second task of the FSU, and will
examine the pricing of foreign currency conversion services
and evaluate whether there are impediments to effective price
competition in the sector. A report is due to be provided by the
ACCC to the Treasurer by 31 May 2019.

As these reviews and inquiries progress, they may lead to
further regulation and reform.

APRA self-assessment

On 1 May 2018, in the context of the publication of the final
report in relation to the prudential inquiry into the
Commonwealth Bank of Australia, APRA indicated that all
regulated financial institutions would benefit from conducting a
self-assessment into their frameworks and practices in relation
to governance, culture and accountability. For large financial
institutions such as Westpac, APRA noted it will also be
seeking written assessments in relation to these matters that
have been reviewed and endorsed by their Board. Westpac’s
self-assessment is currently underway and the report is due to
APRA on 30 November 2018.

Productivity Commission Inquiry into Competition in the
Australian Financial System

In May 2017, the Australian Government announced a
Productivity Commission inquiry into competition in the financial
system. This review was a recommendation of the Financial
System Inquiry (FSI). The terms of reference were broad and
required the Productivity Commission to review competition in
Australia’s financial system with a view to improving consumer
outcomes, the productivity and international competitiveness of
the financial system and the economy more broadly, and
supporting ongoing financial system innovation, while balancing
these with financial stability objectives.

The Productivity Commission released its final report on 3
August 2018 in which it found that financial system regulation
since the Global Financial Crisis had favoured stability over
competition. A number of the Productivity Commission’s
recommendations were aimed at addressing this perceived
regulatory imbalance, including that:

= the Australian Government should implement an open
banking system (discussed below);

= the ACCC should receive a mandate to ‘champion’
competition in the financial system;

= trail commissions, volume-based commissions, campaign-
based commissions and volume-based payments should
be banned in mortgage broking and

clawback of commissions from brokers restricted to a
maximum 2 year period;

= all brokers, aggregators, lenders and their employees who
provide home loans to customers should have a clear
legally-backed best interest obligation to their clients;

= all banks should appoint a Principal Integrity Officer (P10)
obliged by law to report directly to their board on the
alignment of any payments made by the institution with the
new customer best interest duty. The PIO would also have
an obligation to report independently to ASIC in instances
in which a board is not responsive to their advice;

=  the ACCC should undertake five-yearly market studies on
the effect of vertical and horizontal integration on
competition in the financial system. The first of these
studies should commence in 2019 and include establishing
a robust evidence base of integration activity in the
financial system;

=  ASIC should require all lenders to provide those borrowers
that are levied with lenders mortgage insurance (LMI) with
the option of such insurance being levied once at the
commencement of their home loan (whether paid as a
lump sum or as deferred payments) or it being levied
annually over the first 6 years of their loan, including
requiring them to also provide borrowers with transparency
in relation to the comparison of these options;

= where LMl is levied at the commencement of the home
loan, all lenders should be required to set a schedule of
refunds on the cost of LMI when borrowers choose to
refinance or pay out their loan within 6 years of the loan
being originated. The refund schedule should be made
available to the borrower before any fee or charge is
levied; and

=  the Payments System Board should introduce a ban on
card payment interchange fees by mid-2019.

ASIC action on compliance breaches with fees disclosure and
renewal notices

On 12 October 2018, ASIC announced a review of compliance
with requirements for Fee Disclosure Statements (FDS) and
Renewal Notices. ASIC advised that it has received a number
of breach reports from licensees which indicate they may have
failed to comply with the FDS and Renewal Notice
requirements that were implemented as part of the FoFA
reforms. These reports are currently being investigated by
ASIC, and ASIC may take enforcement action where breaches
are substantiated. In addition to investigating these particular
instances, ASIC announced that it will test compliance with
FDS and Renewal Notice requirements across the financial
advice sector.

ASIC will report its findings in 2019.
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Residential mortgage lending - reviews by and engagement
with regulators

In recent years, regulators have focused on aspects of
residential mortgage lending standards across the industry.

APRA has been looking at, and speaking publicly about, the
broader issue of bank serviceability standards pertaining to
residential mortgage lending.

During the year, Westpac further strengthened its controls on
mortgage serviceability requirements. This work has been
guided by the findings identified through the 2016/17 targeted
review of data used in residential mortgage serviceability
assessments, which was undertaken by Westpac (and other
large ADIs) at APRA’s request. The focus of the review was on
the adequacy of controls used to ensure borrower information
in serviceability assessments was complete and accurate.
Westpac engaged an independent third party to undertake the
targeted review which was completed in May 2017. Based on
the results of their evaluation of the design and operating
effectiveness of the controls in place, they issued a qualified
opinion on the basis of 8 of the 10 control objectives stipulated
by APRA. While they found that Westpac had implemented a
wide range of controls related to verifying certain categories of
borrower information (particularly in relation to income), they
noted that Westpac should give further consideration to
strengthening controls in certain areas, such as declared
expenses and other debts.

Westpac is continuing to engage with APRA in relation to its
progress in strengthening these controls together with its risk
management framework for residential mortgage lending,
including in relation to oversight, operating systems and
controls, and assurance.

Additionally, in line with APRA’s letter to ADIs dated 26

April 2018 (Embedding Sound Residential Mortgage Lending
Practices), Westpac has been engaging with APRA in relation
to its residential mortgage lending policies and practices.

In the mortgage area, ASIC continues to focus on interest only
mortgage origination and high risk customer groups (such as
customers with reverse mortgages). ASIC has also reviewed
public statements by some banks (including Westpac) about
interest rate changes, following the introduction of APRA’s
macro-prudential limits for ADIs in respect of interest only
lending flows. Westpac is working with ASIC on their reviews in
these areas.

Anti-Money laundering and counter-terrorism financing reforms
and initiatives

On 13 December 2017, the Anti-Money Laundering and
Counter-Terrorism Financing Amendment Act 2017 (Cth)
(Amendment Act) became effective and introduced a number of
reforms to the Anti-Money Laundering and Counter Terrorism
Financing Act 2006 (Cth) (AML/CTF Act), including:

=  expanding the Australian Transaction Reports and
Analysis Centre’s (AUSTRAC) power to issue infringement
notices and remedial directions;

= refining the ‘tipping-off’ provisions so that reporting entities

can share information with certain related bodies
corporate; and

= regulating digital currency exchange providers.

Many of the changes introduced by the Amendment Act arise
from a recent review of Australia’s AML/CTF framework
(Statutory Review), the findings of which were set out in the
Report on the Statutory Review of the AML/CTF Act and
Associated Rules and Regulations, which was tabled in
Parliament on 29 April 2016. The Statutory Review took into
account the relevant findings of the Financial Action Task
Force’s mutual evaluation of Australia’s AML/CTF regime. The
Government has published a ‘Project Plan’ for implementing
the reforms recommended by the Statutory Review, and it is
likely further reforms will be legislated in the near future.

In addition to the potential for ongoing legislative change, over
the past few years AUSTRAC has increasingly emphasised its
role in collecting, analysing and disseminating financial
intelligence data to its law enforcement partners. One way
AUSTRAC has sought to do this is through greater
collaboration with the financial services industry. In 2016,
AUSTRAC created the Fintel Alliance, an initiative which
involves AUSTRAC, various financial services entities
(including Westpac) and public sector bodies collaborating with
the aim of developing and sharing actionable intelligence and
insights that address key AML/CTF risks.

In this environment of ongoing legislative reform, regulatory
change and increased industry focus, Westpac continues to
engage with AUSTRAC and has been undertaking a review of
its AML/CTF control environment that is designed to consider
and assess our AML/CTF policies, the completeness of data
feeding into our AML/CTF systems and our anti-money
laundering and counter-terrorism financing processes and
controls. Westpac has been regularly updating AUSTRAC on
the progress of this review and has commenced implementing
a number of improvements to its AML/CTF policies, systems
and controls together with related remediation work in respect
of certain reporting practices. These efforts have related to
matters such as customer on-boarding and ongoing customer
due diligence.

The Group has recently self-reported to AUSTRAC a failure to
report a large number of International Funds Transfer
Instructions (IFTIs) (as required under Australia’s AML/CTF
Act) in relation to one WIB product. These IFTIs relate to batch
instructions received from 2009 until recently from a small
number of correspondent banks for payments made
predominantly to beneficiaries in Australia in Australian dollars.
Through the product, Westpac facilitates payments on behalf of
clients of certain of its correspondent banks. The majority of the
payments are low value and made by Government pension
funds and corporates. The Group is investigating and working
with AUSTRAC to remediate the failure to report IFTls. Further
details regarding the consequences of the failure to comply with
financial crime obligations are set out in the Risk Factors
section of this report.
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Banking Executive Accountability Regime

On 1 July 2018 the Banking Executive Accountability Regime
(BEAR), which applies to large ADIs such as Westpac, came
into effect. The Government's stated intention of BEAR is to
introduce a strengthened responsibility and accountability
framework for the most senior and influential directors and
executives in ADI groups (referred to as ‘accountable persons’
under BEAR).

BEAR involves a range of new measures, including:

=  imposing a set of requirements to be met by ADIs and
accountable persons, including accountability obligations;

= requirements for ADIs to register accountable persons with
APRA prior to their commencement in an accountable
person role, to maintain and provide APRA with a map of
the roles and responsibilities of accountable persons
across the ADI group, to give APRA accountability
statements for each accountable person detailing that
individual’s roles and responsibilities and to report any
breaches by the ADI or an accountable person of their
respective accountability obligations to APRA; and

= new and stronger APRA enforcement powers, including
disqualification powers in relation to accountable persons
who breach the obligations of BEAR and a new civil
penalty regime that will enable APRA to seek civil penalties
in the Federal Court of up to $210 million (for large ADls,
such as Westpac) where an ADI breaches its obligations
under BEAR and the breach relates to ‘prudential matters’.

Westpac implemented BEAR, including filing all required
documents with APRA, by the required date of 1 July 2018.

Australian Securities and Investments Commission (ASIC)
Enforcement Review Taskforce

On 19 October 2016, the Australian Government announced
that the ASIC Enforcement Review Taskforce (Taskforce)
would conduct a review into the suitability of ASIC’s existing
regulatory tools (including the penalties available) and whether
they need to be strengthened.

The Taskforce completed its report in December 2017 and
made 50 recommendations to the Australian Government. On
20 April 2018, the Australian Government announced that it has
agreed, or agreed in principle, to all 50 recommendations and
will prioritise the implementation of 30 of those
recommendations. The remaining 20 recommendations will be
considered with the final report of the Royal Commission.

The Taskforce made recommendations on, among other things:

= reforms to the mandatory breach reporting framework
including when a reporting obligation is triggered,
expanding the class of reports that must be made to
include misconduct by individual advisers and employees
and strengthening the penalties for failing to report,
including through the introduction of an infringement notice
regime;

= strengthening ASIC's licensing powers, which would
enable ASIC to take action to refuse to grant, or to

suspend or cancel, a licence where the applicant or
licensee is not considered to be a fit and proper person;

=  expanding ASIC’s powers to ban individuals working in
financial services businesses where they are found to be
unfit, improper or incompetent;

= increasing fines and strengthening penalties for corporate
and financial sector misconduct;

= providing ASIC with the power to issue directions to
financial services licensees and credit licensees in relation
to the conduct of their business; and

= enhancing ASIC’s search warrant powers to provide them
with greater flexibility to use seized materials and granting
ASIC access to telecommunications intercept material.

Progress has been made in implementing these
recommendations, including:

= ASIC releasing a report on 25 September 2018 on the
breach reporting processes of 12 financial services groups,
including Westpac;

= the Australian Government publicly endorsing the proposal
by the ASIC Enforcement Review Taskforce to expand
ASIC’s powers in respect of corporate and financial
services misconduct, including the criminal and civil
penalties which apply, and introducing the Treasury Laws
Amendment (Strengthening Corporate and Financial
Sector Penalties) Bill 2018 (Cth) (discussed below); and

= the Australian Government announcing an increase in
ASIC’s funding in order to introduce a close and
continuous monitoring program, in which ASIC embeds
staff within the institutions which it supervises.

Enhanced penalties for corporate and financial sector
misconduct

On 24 October 2018, the Australian Government introduced
into Parliament the Treasury Laws Amendment (Strengthening
Corporate & Financial Sector Penalties) Bill 2018 (Cth), which
proposes to strengthen penalties for corporate and financial
sector misconduct consistent with the ASIC Enforcement
Review Taskforce recommendations. If passed in its current
form, the Bill will:

= update the penalties for certain criminal offences in
legislation administered by ASIC, including increasing the
maximum imprisonment penalties for certain criminal
offences, introducing a formula to calculate financial
penalties for criminal offences, and removing imprisonment
as a penalty but increasing the financial penalties for all
strict and absolute liability offences;

= introduce ordinary criminal offences that sit alongside strict
and absolute liability offences;

= introduce the ability for courts to make relinquishment
orders for civil penalty provision contraventions;

= modernise and expand the civil penalty regime by making
a wider range of offences subject to civil penalties;

= harmonise and expand the infringement notice regime;
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= introduce a new test that applies to all dishonesty offences
under the Corporations Act 2001 (Cth); and

= ensure the courts prioritise compensating victims over
ordering the payment of financial penalties.

Product design and distribution obligations and product
intervention power

On 21 December 2017, the Australian Treasury released draft
legislation that would amend the Corporations Act 2001 (Cth)
and the National Consumer Credit Protection Act 2009 (Cth) in
order to grant ASIC a product intervention power and introduce
a new ‘principles-based’ product design and distribution
obligation on issuers and distributors. A further exposure draft
was released for consultation in July 2018.

Westpac lodged a submission with the Australian Treasury on
12 February 2018 and on 16 August 2018 in response to the
draft legislation and its revision respectively.

On 20 September 2018, the Treasury Laws Amendment
(Design and Distribution Obligations and Product Intervention
Powers) Bill 2018 (Cth) was introduced into Parliament. The Bill
is currently before the House of Representatives. Exposure
draft regulations in relation to the Bill were released for
consultation on 23 October 2018.

Australian Banking Association Banking Reform Program and
industry initiatives

On 21 April 2016, the ABA announced an action plan to protect
consumer interests, increase transparency and accountability
and build trust and confidence in banks.

The reform program includes a number of industry-led
initiatives including:

= areview of product sales commissions and product based
payments;

= the establishment of an independent customer advocate in
each bank;

= supporting the broadening of external dispute resolution
schemes;

= evaluating the establishment of an industry-wide,
mandatory, last resort compensation scheme;

= strengthening protections available to whistleblowers;

= the implementation of a new information sharing protocol
to help stop individuals with a history of poor conduct
moving around the industry;

= strengthening the commitment to customers in the Banking
Code of Practice; and

= supporting ASIC as a strong regulator.

On 17 April 2018, the independent governance expert
overseeing the ABA action plan, Mr lan McPhee, released his
eighth and final report titled, Australian banking industry:
Package of initiatives, which noted that banks have made good
progress in delivering the initiatives, with most initiatives now
implemented. Reporting by the banks to lan McPhee about
their implementation of key industry initiatives has now
concluded. The ABA has committed to member banks
providing further bi-annual external reporting on their
implementation progress.

On 31 July 2018, ASIC approved the Banking Code of Practice
with an implementation date of 1 July 2019. The new code
replaces the previous version, the Code of Banking Practice
2013.

Westpac has fully implemented the recommendations from the
Retail Banking Remuneration review chaired by Mr Stephen
Sedgwick on 1 October 2018 for our employees, two years
ahead of schedule.

Changes to wealth business

On 20 June 2018, BT Financial Advice announced that its
customers operating through the Westpac, St.George, Bank of
Melbourne and BankSA networks will benefit from the removal
of grandfathered payments attributable to their BT products.
The change to remove the majority of grandfathered payments
occurred on 1 October 2018 with the removal of certain more
complex grandfathered payments to follow shortly. The
introduction of the Future of Financial Advice (FoFA) reforms in
2013 included a prospective ban on conflicted remuneration.
Generally, arrangements in place prior to the commencement
of FOFA were grandfathered, permitting the continuation of
grandfathered payments, such as commissions, under those
arrangements.

On 23 July 2018, BT Financial Group announced three new
initiatives:
= significant pricing changes to its flagship platform, BT

Panorama, so that the pricing structure is significantly
lower, simpler and no longer based on scale;

= the launch of a ‘compact’ BT Panorama offer for simpler
investment; and

= an online adviser services hub, BT Open Services.

Open banking regime

On 9 February 2018, the final report of the Review into Open
Banking in Australia was released. The report makes 50
recommendations in total, including recommendations on:

= the regulatory framework to support open banking;
= what data should be shared and with whom;

= what safeguards are needed to inspire confidence in data
sharing;

= how data should be transferred; and
= how open banking should be rolled out.

On 9 May 2018 the Government announced that it agreed with
the recommendations of the report, and that it would phase in
open banking in stages with all major banks (including
Westpac) required to make data available on credit and debit
cards, together with deposit and transaction accounts by 1
July 2019 and on mortgages by 1 February 2020. Data on all
products recommended by the report will be required to be
made available by 1 July 2020. All remaining banks will be
required to implement open banking with a 12-month delay on
the timelines set for the major banks. The ACCC will be
empowered to adjust timeframes if necessary.

On 15 August 2018, the Australian Treasury released draft
legislation that would amend the Competition and Consumer
Act 2010 (Cth), the Privacy Act 1988 (Cth) and the
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Australian Information Commissioner Act 2010 (Cth) to
introduce a consumer data right which will apply to particular
sectors designated by the Treasurer, in response to which
Westpac lodged a submission. A further draft of the legislation
(including a draft designation) was released by the Australian
Treasury on 24 September 2018. The banking sector is the first
sector to which the right will apply. A Consumer Data Right
Rules Framework was also released by the ACCC in
September 2018 and Westpac lodged a submission on the
Framework on 12 October 2018.

Harper Competition Reforms

In November 2017, the Competition and Consumer
Amendment (Competition Policy Review) Act 2017 (Cth) and
the inter-related Competition and Consumer Amendment
(Misuse of Market Power) Act 2017 (Cth) came into effect,
making significant changes to the Competition and Consumer
Act 2010 (Cth) following recommendations by the Competition
Policy Review which was chaired by Professor lan Harper.

These reforms included:

=  broadening the scope of the existing prohibition on misuse
of market power. Corporations with substantial market
power are prohibited from engaging in any conduct with
the purpose or likely effect of substantially lessening
competition in a market in which the corporation (or its
related bodies corporate) supplies or acquires goods or
services;

= anew prohibition on engaging in a ‘concerted practice’ that
has the purpose, effect or likely effect of substantially
lessening competition;

= in light of the new concerted practices prohibition, the
repeal of the bank-specific prohibition on price signalling;

= providing the ACCC with a ‘class exemption’ power which
enables it to determine that various provisions in the
Competition and Consumer Act 2010 (Cth) do not apply to
certain types of conduct;

=  removing the per se prohibition on third line forcing or ‘third
party bundling’ of goods and services unless the conduct is
notified to the ACCC. Instead this practice will be subject
to a test of whether the bundling is likely to have the
purpose, effect or likely effect of substantially lessening
competition; and

= streamlining the existing procedure to review proposed
mergers.

Comprehensive Credit Reporting (CCR)

On 28 March 2018, the National Consumer Credit Protection
Amendment (Mandatory Comprehensive Credit Reporting) Bill
2018 (Cth) was introduced into Parliament. Whilst the bill
remains in the Senate, if passed in its current form, the bill will
mandate the provision of CCR data to credit reporting bodies.
Westpac is committed to the use of CCR to support our
principles of responsible lending, and as such we voluntarily

supplied 55% of our consumer credit accounts on 17
September 2018.

Westpac will supply the residual 45% of consumer credit
accounts by 17 September 2019. To support our
implementation, Westpac is now a signatory of the Principles

of Reciprocity and Data Exchange, which provides governance
and most importantly key consumer data protection protocols
within the CCR data sharing environment.

Financial benchmarks reform

The Treasury Laws Amendment (2017 Measures No.5) Act
2018 (Cth) commenced on 12 April 2018 which strengthens the
regulation of financial benchmarks. The measures include:

= ASIC being empowered to develop enforceable rules for
administrators and entities that make submissions to
significant benchmarks (such as Westpac), including the
power to compel submissions to benchmarks in the case
that other calculation mechanisms fail;

= administrators of significant benchmarks being required to
hold a new ‘benchmark administrator’ licence issued by
ASIC (unless granted an exemption); and

=  the manipulation of any financial benchmark or financial
product used to determine a financial benchmark (such as
negotiable certificates of deposit) being made a specific
criminal offence and subject to civil penalties.

Issue of Westpac Capital Notes 5

On 13 March 2018, Westpac issued $1.69 billion of securities
known as Westpac Capital Notes 5, which qualify as Additional
Tier 1 capital under APRA’s capital adequacy framework.

Transfer and conversion of Westpac convertible preference
shares (CPS)

On 13 March 2018, $623 million of CPS were transferred to the
Westpac CPS nominated party for $100 each pursuant to the
Westpac Capital Notes 5 reinvestment offer. Those CPS were
subsequently bought back and cancelled by Westpac.

On 3 April 2018, the remaining $566 million of CPS were
transferred to the Westpac CPS nominated party for $100
each. Following the transfer, those remaining CPS were
converted into 19,189,765 ordinary shares.

ASIC’s responsible lending litigation against Westpac

On 1 March 2017, ASIC commenced Federal Court
proceedings against Westpac in relation to home loans entered
into between December 2011 and March 2015, which were
automatically approved by Westpac’s systems as part of
broader processes. On 4 September 2018 Westpac and ASIC
agreed to settle the proceedings on the basis of a proposed
$35 million penalty and declarations that Westpac contravened
the National Consumer Credit Protection Act 2009 (Cth)
(NCCPA). The proposed settlement is subject to Court
approval, and involves Westpac accepting that during the
relevant period (December 2011 — March 2015), the way that
Westpac used the Household Expenditure Measure (HEM)
benchmark to assess home loans and the way that Westpac
assessed certain interest only loans breached the NCCPA. This
meant that during the relevant period, approximately 10,500
home loans should have been referred to manual assessment
by a credit officer. A hearing on the proposed settlement was
held on 24 October 2018 and judgment has been reserved.
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Outbound scaled advice division proceedings

On 22 December 2016, ASIC commenced Federal Court
proceedings against BT Funds Management Limited (BTFM)
and Westpac Securities Administration Limited in relation to a
number of superannuation account consolidation campaigns
conducted between 2013 and 2016. ASIC has alleged that in
the course of some of these campaigns, customers were
provided with personal advice in contravention of a number of
Corporations Act 2001 (Cth) provisions. ASIC has selected 15
specific customers as the focus of their claim. The proceedings
were heard in February 2018. Judgment is pending.

ASIC’s proceedings against Westpac for poor financial advice
by a financial planner

On 14 June 2018, ASIC commenced proceedings in the
Federal Court against Westpac in relation to alleged poor
financial advice provided by a former financial planner, Mr
Sudhir Sinha. Mr Sinha was dismissed by Westpac in
November 2014 and subsequently banned by ASIC. Westpac
has proactively initiated remediation to identify and compensate
affected customers and has completed remediation activities.
ASIC’s proceedings relate to advice provided by Mr Sinha in
respect of four specific customer files. Westpac has filed a
response to ASIC’s allegations.

Class action against Westpac Banking Corporation and
Westpac Life Insurance Services Limited

On 12 October 2017, a class action was filed in the Federal
Court of Australia on behalf of customers who, since

October 2011, obtained insurance issued by Westpac Life
Insurance Services Limited (WLIS) on the recommendation of
financial advisers employed within the Westpac Group. The
plaintiffs have alleged that aspects of the financial advice
provided by those advisers breached fiduciary and statutory
duties owed to the advisers’ clients, including the duty to act in
the best interests of the client, and that WLIS was knowingly
involved in those alleged breaches. Westpac and WLIS are
defending the proceedings. These proceedings are currently
stayed by order of the Court, pending the outcome of an appeal
concerning a procedural issue unrelated to the substantive
claims made in the class action.

BBSW proceedings

Following ASIC’s investigations into the interbank short-term
money market and its impact on the setting of the bank bill
swap reference rate (BBSW), on 5 April 2016, ASIC
commenced civil proceedings against Westpac in the Federal
Court of Australia, alleging certain misconduct, including market
manipulation and unconscionable conduct. The conduct that
was the subject of the proceedings was alleged to have
occurred between 6 April 2010 and 6 June 2012. ASIC sought
declarations from the court that Westpac breached various
provisions of the Corporations Act 2001 (Cth) and the
Australian Securities and Investments Commission Act 2001
(Cth), pecuniary penalties of unspecified amounts and orders
requiring Westpac to implement a comprehensive compliance
program for persons involved in Westpac’s trading in the
relevant market. The proceedings were heard in late 2017. On
24 May 2018, Justice Beach found that Westpac had not
engaged in market manipulation or misleading or deceptive
conduct under the Corporations Act 2001 (Cth). His Honour
also found that there was no ‘trading practice’ of manipulating
the

BBSW rate. However, the Court found that Westpac engaged
in unconscionable conduct on 4 occasions and that Westpac
breached its supervisory duty. Costs and penalties will be
determined in the coming months.

In August 2016, a class action was filed in the United States
District Court for the Southern District of New York against
Westpac and a large number of other Australian and
international banks alleging misconduct in relation to BBSW.
These proceedings are at an early stage and the level of
damages sought has not been specified. Westpac is defending
these proceedings.

Bank Levy for Authorised Deposit-taking Institutions (ADIs)

On 23 June 2017, legislation was enacted that introduced a
new levy on ADIs with liabilities of at least $100 billion (Bank
Levy). The Bank Levy became effective from 1 July 2017 and
the rate is set at 0.06% per annum of certain ADI liabilities.
There is no end date provided for the Bank Levy. In the first 12
months following the introduction of the Bank Levy, Westpac
paid $376 million to the Australian Government.

Taxation of cross-border financing arrangements

The Australian and New Zealand Governments have each
decided to implement the Organisation for Economic Co-
operation and Development’'s (OECD) proposals relating to the
taxation treatment of cross-border financing arrangements.
These proposals affect the taxation arrangements for certain
‘hybrid’ regulatory capital instruments issued by Westpac. The
Australian provisions were enacted on 24 August 2018 and
provide for limited grandfathering of certain previously issued
Additional Tier 1 capital securities. The New Zealand provisions
were enacted on 27 June 2018 and similarly provide for limited
grandfathering of certain previously issued Tier 2 capital
securities.

APRA'’s proposed changes to capital standards

The final report of the FSI in 2014 recommended that APRA set
capital standards such that the capital ratios of Australian ADIs
are “unquestionably strong”.

On 19 July 2017, APRA released an Information Paper titled
‘Strengthening Banking System Resilience - Establishing
Unquestionably Strong Capital Ratios’. In its release, APRA
concluded that the four major Australian banks, including
Westpac, need to have a CET1 ratio of at least 10.5%, as
measured under the existing capital framework, to be
considered “unquestionably strong.” Banks are expected to
meet this new benchmark by 1 January 2020. APRA has
announced that it expects to consult on draft prudential
standards giving effect to the new framework in 2018, leading
to the determination of final prudential standards in 2019. The
new framework is anticipated to take effect in early 2021.

During 2018, APRA commenced consultation and issued the
following discussion papers:

= ‘Revision to the Capital Framework for Authorised Deposit-
Taking Institutions’. The paper included proposed revisions
to the capital framework which incorporates the finalisation
of the Basel Committee on Banking Supervision (BCBS)
Basel Il reforms in December 2017, as well as other
changes to better align the framework to risks, including in
relation to
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home lending. In relation to proposed traded market risk
reforms published by the BCBS (also referred to as
“Fundamental Review of the Trading Book”), APRA have
advised that it will defer its decision on the scope and
timing of any domestic implementation of the market risk
framework until after it has been finalised by the BCBS.

= ‘Leverage Ratio Requirements for Authorised Deposit-
Taking Institutions’. This discussion paper proposes to
impose a minimum leverage ratio requirement of 4% for
ADIs that use the internal ratings-based approach to
determine capital adequacy from 1 July 2019. Australian
banks are currently required to report leverage ratios under
the existing requirements as part of Pillar 3 disclosures.

= ‘Improving the transparency, comparability and flexibility of
the ADI capital framework’. The discussion paper outlines
options APRA is considering for the presentation of capital
ratios, minimum capital requirements and capital
instrument triggers. This could result in changes to capital
ratios and minimum capital requirements and the Capital
Trigger Event level of 5.125% could stay the same or
increase. The dollar amount of CET1 surplus above the
Capital Trigger Event level of 5.125% will depend on the
final option implemented by APRA. As the proposals are
at an early consultation stage it is too soon to determine
final impacts.

APRA has announced that its revisions to the capital framework
are not intended to necessitate further capital increases for the
industry above the 10.5% benchmark. However, given the
proposals include higher risk weights for certain mortgage
products, such as interest only loans and loans for investment
purposes, the impact on individual banks may vary. Given that
the proposals are at the early consultation stage and final
details remain unclear, it is too soon to determine the impact on
Westpac.

Resolution planning including additional loss absorbing
capacity and APRA’s crisis management powers

In response to the FSI recommendations, the Australian
Government also agreed to further reforms regarding crisis
management and to establish a framework for minimum loss-
absorbing and recapitalisation capacity.

On 5 March 2018, legislation came into effect which
strengthens APRA’s crisis management powers. The intention
of these reforms is to strengthen APRA’s powers to facilitate
the orderly resolution of an institution so as to protect the
interests of depositors and to protect the stability of the financial
system. The reforms also enhance APRA'’s ability to take
actions in relation to resolution planning, including measures to
ensure regulated entities and their groups are better prepared
for resolution.

APRA expects to commence consultation on a framework for
minimum loss-absorbing and recapitalisation capacity later in
2018. The intention of this would be to facilitate the orderly
resolution of banks and minimise taxpayer support.

Macro-prudential regulation

From December 2014, APRA began using macro-prudential
measures targeting mortgage lending. This included limiting
investment property lending growth to below 10%, imposing

additional levels of conservatism in serviceability assessments,
and restricting mortgage lending with interest only terms to 30%
of new mortgage lending. APRA also indicated that it expects
ADlIs to place strict internal limits on the volume of interest only
loans with loan-to-valuation ratios (LVR) above 80%.

Westpac has implemented steps to achieve these limits,
including introducing differential pricing for investor property
loans and interest only loans, a restriction on the volume of
interest only loans with an LVR of greater than 80% (includes
limit increases, interest only term extension and switches), no
repayment switch fee for customers switching to principal and
interest from interest only loans and no longer accepting
external refinances (from other financial institutions) for owner
occupied interest only loans. Interest only residential mortgages
constituted 22.6% of new mortgage lending for the quarter
ended 30 September 2018 (currently 34.7% of Westpac’s
overall Australian residential mortgage portfolio as at 30
September 2018).

On 26 April 2018, APRA announced its intention to remove the
existing 10% limit on investment property lending growth and
replace it with more permanent measures to strengthen lending
standards. In order to no longer be subject to this limit from 1
July 2018, ADIs will be required to demonstrate to APRA that
they have been operating below the 10% limit for at least the
past 6 months. In addition, an ADI's Board will be required to
provide an assurance to APRA in relation to its lending policies
and practices. Westpac is currently subject to the 10% limit.

Net Stable Funding Ratio

In December 2016, APRA released an updated prudential
standard on liquidity (APS 210) which took effect from 1
January 2018. The revised APS 210 includes the Net Stable
Funding Ratio (NSFR) requirement; a measure designed to
encourage longer-term funding of assets and better match the
duration of assets and liabilities.

Westpac’'s NSFR as at 30 September 2018 was 114%, above
the NSFR requirement of 100%.

Committed Liquidity Facility - annual application

The Reserve Bank of Australia makes available to ADls a
Committed Liquidity Facility (CLF) that, subject to qualifying
conditions, can be accessed to meet LCR requirements under
APS210: Liquidity. Westpac’s CLF allocation has been
decreased from $57.0 billion in 2018 to $54.0 billion for 2019.

Transition to AASB 9

AASB 9: Financial Instruments (AASB 9) will replace AASB 139
Financial Instruments: Recognition and Measurement from 1
October 2018. AASB 9 includes a forward looking ‘expected
credit loss’ impairment model, revised classification and
measurement model and modifies the approach to hedge
accounting.

The adoption of AASB 9 is expected to reduce retained
earnings at 1 October 2018 by approximately $709 million (net
of tax) primarily due to the increase in impairment provisions
under the new standard. The Group continues to assess and
refine certain aspects of our impairment provisioning process.
There is no significant impact to our regulatory capital.
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Further details of the changes under the new standard are
included in Note 1 to the financial statements.

Transition to AASB 15

AASB 15: Revenue from Contracts with Customers (AASB 15)
will replace AASB 118 Revenue and related Interpretations
from 1 October 2018. AASB 15 provides a systematic
approach to revenue recognition by introducing a five-step
model governing revenue measurement and recognition. The
application of AASB 15 will not have a material impact on the
Group’s net profit or retained earnings.

Further details of the changes under the new standard are
included in Note 1 to the financial statements.

APRA Prudential Standard APS 222: Associations with Related
Entities

On 2 July 2018, APRA released a Discussion Paper and
consultation draft in relation to prudential standard APS 222:
Associations with Related Entities. The Discussion Paper
proposes changes to the requirements for ADIs in managing
their risks from associations with related parties. The proposals
include changes to the definition and measurement of
exposures to related entities, prudential limits and broadening
the definition of related entities to include substantial
shareholders, individual board directors and other related
individuals. The proposals are at consultation stage and final
details remain unclear. It is expected that once finalised, the
framework will be implemented from 1 January 2020.

APRA Prudential Standard CPS 234: Information Security
Management

On 7 March 2018, APRA released a consultation draft of a new
cross-industry prudential standard CPS 234: Information
Security Management. APRA announced that the proposed
standard is aimed at improving the ability of APRA-regulated
entities to detect cyber adversaries and respond swiftly and
effectively in the event of a breach.

The proposed prudential standard would require APRA-
regulated entities to (amongst other things):

= define the information security related roles and
responsibilities of the board, senior management and
governing bodies;

= maintain an information security capability that is
commensurate with the size and extent of threats the entity
faces;

=  implement information security controls to protect
information assets;

= undertake regular testing and assurance on the
effectiveness of those information security controls;

= have mechanisms to detect and respond to information
security incidents in a timely manner; and

= notify APRA of material information security incidents.

APRA announced that it intends to finalise the proposed
prudential standard towards the end of 2018, with a view to
implementing from 1 July 2019. Westpac continues to enhance
its systems and processes to further mitigate cybersecurity
risks.

Brexit

On 29 March 2017, the Prime Minister of the United Kingdom
(UK) notified the European Council in accordance with

Article 50 of the Treaty on European Union of the UK’s intention
to withdraw from the European Union (EU), triggering a two
year period for the negotiation of the UK’s withdrawal from the
EU.

As Westpac'’s business and operations are based
predominantly in Australia and New Zealand, the direct impact
of the UK’s departure from the EU is unlikely to be material to
Westpac. However, it remains difficult to predict the impact that
Brexit may have on financial markets, the global economy and
the global financial services industry. Westpac has contingency
planning in place and is continuing to monitor the implications
of Brexit.

London Interbank Offered Rate

In July 2017, the Financial Conduct Authority, which regulates
the London Interbank Offered Rate (LIBOR), announced that it
would not require panel banks to continue to submit rates for
the calculation of the LIBOR benchmark after 2021.
Accordingly, the continuation of LIBOR in its current form will
not be guaranteed after 2021, and it is likely that LIBOR will be
discontinued or modified by 2021. It is currently uncertain what
developments or future changes will occur in the administration
of LIBOR or any other benchmarks. Any such developments or
changes could impact the return on, value of and market for,
securities and other instruments whose returns are linked to
any such benchmarks, including those securities or other
instruments issued by the Group.

European Union General Data Protection Regulation

The European Union (EU) General Data Protection Regulation
(GDPR) contains new data protection requirements that came
into effect from 25 May 2018. The GDPR is intended to
‘strengthen and unify’ data protection for individuals across the
EU and supersedes the existing EU Data Protection Directive.
Australian businesses of any size may need to comply if they
have an establishment in the EU, if they offer goods or services
in the EU, or if they monitor the behaviour of individuals in the
EU. Westpac implemented a number of changes and updates
to policies and systems prior to the commencement of the
GDPR, and those changes to policies and systems are
continuing.

OTC derivatives reform

International regulatory reforms relating to over-the-counter
(OTC) derivatives continue to be implemented across the
globe, with a current focus on initial margin and risk mitigation
practices for non-centrally cleared derivatives.

Australian standards for risk mitigation practices relating to
trading relationship documentation, trade confirmations,
portfolio reconciliation and compression and valuation and
dispute resolution processes came into force in March 2018
and have now been implemented.

Global initial margin requirements commenced on 1
September 2016. These requirements are being introduced in
phases until 1 September 2020 and work is underway within
Westpac to comply with these regulations.

New Zealand
Regulatory reforms and significant developments in New
Zealand include:
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RBNZ - Revised Outsourcing Policy

On 19 September 2017, the RBNZ advised Westpac New
Zealand Limited (WNZL) of changes to its conditions of
registration that will give effect to the RBNZ's revised
Outsourcing Policy (BS11) (Revised Outsourcing Policy). Both
the changes to the conditions of registration and the Revised
Outsourcing Policy came into effect on 1 October 2017. The
Revised Outsourcing Policy sets out requirements that banks
need to meet when outsourcing particular functions and
services, especially if the service provider is a related party of
the bank. WNZL will have two years before it must fully comply
with the requirement to maintain a compendium of outsourcing
arrangements and five years to fully comply with other aspects
of the Revised Outsourcing Policy.

RBNZ Capital Review

The RBNZ is undertaking a Bank Capital Adequacy Framework
review on the makeup of bank capital. The RBNZ has now
made “in principle” decisions on the risk weighted assets
framework, including the introduction of dual reporting, a
standardised methodology for operational risk, and capital
floors to internal rating models. These changes will be reflected
in the revised framework which is scheduled to be released in
Q4 2019. The RBNZ will progress the in principle decisions
over 2018 and 2019, informed by a quantitative impact study
and feedback on the minimum capital settings during Q4 2018.

Reform of the regulation of financial advice

In July 2016, the New Zealand Government announced plans
for changes to the regime regulating financial advice. The new
regime is set out in the Financial Services Legislation
Amendment Bill (FSLAB), which had its second reading in
Parliament in September 2018. Under FSLAB, financial advice
will be provided by licensed firms who will employ financial
advisers and nominated representatives. A Code of Conduct
will apply to all advice and advisers and representatives will be
subject to the same duties and ethical standards. Firms will be
responsible for ensuring that their advisers and representatives
comply with these duties. The reforms will also remove
legislative barriers to the provision of robo-advice.

A two stage transition is proposed. At this stage, the Code of
Conduct is expected to be approved in Q2 2019. There will be
a 9-month period from the Code’s approval to initial
implementation of the new regime, after which a 2-year safe
harbour for competency requirements will apply.

RBNZ - Review under section 95 of the Reserve Bank of New
Zealand Act 1989

On 10 February 2017, the RBNZ issued WNZL with a notice
under section 95 of the Reserve Bank of New Zealand Act
1989, requiring WNZL to obtain an independent review of its
compliance with advanced internal rating-based aspects of the
RBNZ’s ‘Capital Adequacy Framework (Internal Models Based
Approach)’ (BS2B). WNZL has disclosed non-compliance with
BS2B (compliance with which is a condition of registration for
WNZL) in its quarterly disclosure statements. On 15
November 2017, the RBNZ advised WNZL of changes to its
conditions of registration resulting from the review. The
changes to WNZL'’s conditions of registration came into effect
on 31 December 2017 and increase the minimum Total Capital
ratio, Tier 1 Capital ratio

and Common Equity Tier 1 Capital ratio of WNZL and its
controlled entities by 2%. WNZL has also undertaken to the
RBNZ to maintain the Total Capital ratio of WNZL and its
controlled entities above 15.1%. WNZL and its controlled
entities retain an appropriate amount of capital to comply with
the increased minimum ratios. The RBNZ requires WNZL to
sufficiently address non-compliance issues by 30 June 2019. A
remediation plan has been provided to the RBNZ. WNZL is
providing regular updates on the scope of its remediation
activity to the RBNZ to ensure compliance by 30 June 2019.

Review of the Reserve Bank of New Zealand Act

In November 2017, the New Zealand Government announced it
will undertake a review of the Reserve Bank of New Zealand
Act 1989 (Act) (RBNZ Review). The RBNZ Review aims to
ensure the RBNZ's monetary and financial policy framework
still provides the most efficient and effective model for New
Zealand. The RBNZ Review will consist of two phases. Phase
1 focuses on whether the RBNZ’s decision-making process for
monetary policy is robust, and draft legislation for the proposed
Phase 1 related changes to the Act has been published. The
terms of reference for Phase 2 were released in June 2018 and
will consider broader issues, including the macro-prudential
framework, the current prudential supervision model and trans-
Tasman coordination. The first consultation on Phase 2 was
issued on 1 November 2018.

Residential Mortgage Bond Collateral Standard Review

When the RBNZ lends to banks and other counterparties it
does so against ‘eligible collateral’ (mortgage bonds). In New
Zealand, mortgage bonds are not generally traded. On 17
December 2017, the RBNZ published an issues paper
proposing an enhanced mortgage bond standard aimed at
supporting confidence and liquidity in the financial system, and
a more standardised and transparent framework for mortgage
bonds, which would improve their quality and make them more
marketable and a new format for mortgage bonds. The RBNZ is
engaging with industry to develop this new mortgage bond
standard.

RBNZ/FMA — Financial Services Conduct & Culture Review

In May 2018, the RBNZ and FMA commenced a review in
respect of New Zealand’s 10 major banks & 15 life insurers,
including WNZL and Westpac Life-NZ-Limited, to explain why
conduct issues highlighted by the Australian Royal Commission
are not present in New Zealand. WNZL and Westpac Life have
provided the regulators with information in relation to this
review. An industry thematic review report for the banks is
expected to be released in November 2018 and for the life
insurers in December 2018.
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Supervision and regulation

Australia

Within Australia, we are subject to supervision and regulation
by six principal agencies: the Australian Prudential Regulation
Authority (APRA); the Reserve Bank of Australia (RBA); the
Australian Securities and Investments Commission (ASIC); the
Australian Securities Exchange (ASX); the Australian
Competition and Consumer Commission (ACCC); and the
Australian Transaction Reports and Analysis Centre
(AUSTRAC).

APRA is the prudential regulator of the Australian financial
services industry. It oversees banks, credit unions, building
societies, general insurance, re-insurance, life insurance and
private health insurance companies, friendly societies and most
of the superannuation (pension) industry. APRA’s role includes
establishing and enforcing prudential standards and practices
designed to ensure that, under all reasonable circumstances,
financial promises made by the institutions it supervises are
met within a stable, efficient and competitive financial system.
APRA has recently received new and strengthened powers
under the Banking Executive Accountability Regime. For further
information, refer to ‘Significant developments’ above.

As an ADI, we report prudential information to APRA, including
information in relation to capital adequacy, large exposures,
credit quality and liquidity. Our controlled entities in Australia
that are authorised insurers and trustees of superannuation
funds are also subject to the APRA regulatory regime.
Reporting is supplemented by consultations, on-site inspections
and targeted reviews. Our external auditor also has an
obligation to report on compliance with certain statutory and
regulatory banking requirements and on any matters that in
their opinion may have the potential to materially prejudice the
interests of depositors and other stakeholders.

Australia’s risk-based capital adequacy guidelines are based on
the approach agreed upon by the BCBS. National discretion is
then applied to that approach, which has resulted in Australia’s
capital requirements being more stringent. Refer to ‘Capital
resources — Basel Capital Accord’ in Section 2.

The RBA is responsible for monetary policy, maintaining
financial system stability and promoting the safety and
efficiency of the payments system. The RBA is an active
participant in the financial markets, manages Australia’s foreign
reserves, issues Australian currency notes and serves as
banker to the Australian Government.

ASIC is the national regulator of Australian companies and
consumer protection within the financial sector. Its primary
responsibility is to regulate and enforce company, consumer
credit, financial markets and financial products and services
laws that protect consumers, investors and creditors. With
respect to financial services, it promotes fairness and
transparency by providing consumer protection, using
regulatory powers to enforce laws relating to deposit-taking
activities, general insurance, life insurance, superannuation,
retirement savings accounts, securities (such as shares,
debentures and managed investments) and futures contracts
and financial advice. ASIC has responsibility for supervising
trading on Australia’s domestic licensed markets and of trading
participants. There are currently proposals to strengthen ASIC’s
existing powers and to provide ASIC with

a product intervention power. For further information, refer to
‘Significant developments’ above.

The ASX operates Australia’s primary national market for
trading of securities issued by listed companies. Some of our
securities (including our ordinary shares) are listed on the ASX
and we therefore have obligations to comply with the ASX
Listing Rules, which have statutory backing under the
Corporations Act 2001 (Cth). The ASX has responsibility for the
oversight of listed entities under the ASX Listing Rules and for
monitoring and enforcing compliance with the ASX Operating
Rules by its market, clearing and settlement participants. ASX
is now also the benchmark administrator of BBSW.

The ACCC is the regulator responsible for the regulation and
prohibition of anti-competitive and unfair market practices and
mergers and acquisitions in Australia. Its broad objective is to
administer the Competition and Consumer Act 2010 (Cth) and
related legislation to bring greater competitiveness, fair trading,
consumer protection and product safety to the Australian
economy. The ACCC'’s role in consumer protection
complements that of ASIC (for financial services) and
Australian state and territory consumer affairs agencies that
administer the unfair trading legislation of their jurisdictions.

The Australian Government’s present policy, known as the ‘four
pillars policy’, is that there should be no fewer than four major
banks to maintain appropriate levels of competition in the
banking sector. Under the Financial Sector (Shareholdings) Act
1998 (Cth), the Australian Government’s Treasurer must
approve an entity acquiring a stake of more than 15% in a
particular financial sector company.

Proposals for foreign acquisitions of a stake in Australian banks
are subject to the Australian Government’s foreign investment
policy and, where required, approval by the Australian
Government under the Australian Foreign Acquisitions and
Takeovers Act 1975 (Cth). For further details refer to
‘Limitations affecting security holders’ in Section 4.

AUSTRAC oversees the compliance of Australian reporting
entities (including Westpac) with 