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REPORT OF THE DIRECTORS

2021 AT A GLANCE

E= KEY FINANCIAL PERFORMANCE MEASURES

ooo

/\/\/

Statutory net profit

$6.368N

Cash Earnings*

$6.568N

76.8% increase from 2020

Dividend per share (for the
full year)

1.2

$0.67 higher than 2020

IS OTHER KEY PERFORMANCE MEASURES

Strategic Net
Promoter Score?

|

4 point increase from
2020, equal #1 among

(w,)

¥*

Colleague
engagement score*

1

Achieving our top quartile
target score of 77

Cash return on equity*

10.7%

420 basis points increase
from 2020

THiK--)

Financing provided to drive
positive social impact

$56.38N

Cumulative

Common Equity Tier 1
capital ratio

13.00%

153 basis points increase
from 2020

Supporting communities
before, during and after
natural disasters

$5.6m

Provided in grants

environmental financing
(towards $70BN target
by 2025)s

$1.88N

Cumulative affordable and
specialist housing financing
(towards $2BN target

by 2023)°

major banks and support to

customers, colleagues
and communities.

Number of customers
assisted experiencing
financial hardship3

3,04/

17% increase from 2020

1. Amounts presented are on a cash earnings and a continuing operations basis.

2. Net Promoter® and NPS® are registered trademarks and Net Promoter Score and Net Promoter Systems are trademarks of Bain & Company, Satmetrix Systems and Fred
Reichheld. Strategic NPS: Sourced from DBM Atlas, measured on a six month rolling average. The overall Strategic NPS result combines Consumer and Business segments
within Australia, using a weighting of 50% for each segment. Data is presented comparing September 2020 to September 2021 Strategic NPS figures.

3. Number of unique primary customers approved with hardship assistance for home loans, credit cards and personal loans in Australia. Note this number reflects customers
who have been referred to NAB Assist, and is not inclusive of customers with an active deferral as at 30 September 2021.

4. 2021 Heartbeat Survey conducted by Glint, score based on July 2021 survey. Includes Australia and New Zealand colleagues, excludes external contractors, consultants and
temporary colleagues.

5. Represents total cumulative new flow of environmental financing from 1 October 2015. Refer to our 2021 Sustainability Data Pack for a further breakdown of this number
and reference to how progress towards our environmental finance target is calculated.

6. Affordable and specialist housing includes affordable housing, specialist disability accommodation and sustainable housing. This includes loans made under the First Home
Loan Deposit Scheme for properties under the national median house price, and for borrowers with taxable income below the national median household income. Progress
is based on total lending facilities committed, where first drawdown occurred during the target period. This number does not reflect debt balance.
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REPORT OF THE DIRECTORS

CHAIR'S
MESSAGE

» Philip Chronican

Non-Executive Director & Chair

Restoring stability and driving performance

NAB finishes 2021 as a better bank, well placed to

deliver improved performance over the long-term. In

a year characterised by continued challenges, NAB has
demonstrated a strong focus on customers and colleagues,
as well as its resilience and ability to grow safely.

While there is more to do, Ross McEwan and the Executive
Leadership Team have created stability and clarity of
strategy within the organisation, with stronger discipline
and execution. This is enabling us to deliver against

our ambition to serve customers well and help our
communities prosper.

Meaningful and sustainable change has been made to the
way the bank operates as a result of reforms put in place
following the Financial Services Royal Commission and in
response to NAB’s own self-assessment into governance,
accountability and culture.

The Board is observing tighter operating disciplines across
the bank, including faster identification and response to
issues. While remediation continues in financial crime
risk, the Board recognises the focus and diligence shown
by management.

Products and services have been reviewed to ensure the
needs of customers are put first. Processes are in place to
ensure any complaints are resolved faster.

The number of outstanding regulatory issues has been
materially reduced and we are making things right for our
customers where we have let them down. This year NAB has
returned $575 million to customers and we are on track to
have the bulk of these legacy issues behind us by the end
of 2022.

The successful exit of MLC Wealth has simplified the bank
and enabled greater investment in core markets where the
bank can grow. NAB’s acquisition of 86 400 and proposed
acquisition of Citigroup’s Australian consumer business will
enable the bank to quickly build scale in our digital and
consumer bank offerings.

Delivering results in a challenging environment

The Board is encouraged by the 2021 full year results,
which reflect good momentum across all businesses, capital
strength and sound credit quality.

We are pleased to have increased dividends across the

full year to 127 cents per share, compared to a reduced
level in 2020. This outcome is closer to the level of
shareholder return the Board is targeting going forward,
with future dividends to be guided by a target payout ratio
range of 65-75% of sustainable cash earnings, subject to
circumstances at the time.

The Board has set executive and employee remuneration
outcomes for 2021 at a level which reflects the strong
progress made in resolving legacy issues, the strategic
repositioning of the business and major improvements to
customer outcomes, evidenced by NPS and market share
measures. This is in contrast to last year when the CEO and
ELT did not receive any short-term incentive payments.

Importantly, remuneration outcomes reflect an assessment
of performance against the targets set in the 2021 financial
year plan, as well as greater colleague engagement and
better outcomes for customers.

In a challenging environment, the bank provided flexibility
and repayment relief to customers in need, while continuing
to lend to businesses and homeowners to grow investment
and support the broader recovery.

Building for the long-term

Looking ahead, | am cautiously optimistic that the worst of
the economic impact of COVID-19 is behind us and that the
Australian economy will rebound to pre-COVID-19 levels by
the middle of 2022.

The pandemic accelerated generational shifts in technology.
Today, 94 per cent of customer transaction activities are
online and 48 per cent of our home lending appointments
are by video, a clear shift away from face-to-face banking.
We are supporting our customers as they make this change.
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NAB has stronger technology foundations in place and
a greater emphasis is being placed on digital, data
and analytics.

This will enable NAB to deliver faster, better and

more personalised experiences to customers. It will also
strengthen defences against the growing, global threat of
financial and cyber-crime.

More broadly, new technologies will be central
to the decarbonisation of the Australian and New
Zealand economies.

NAB was the first Australian member bank of the
United Nations’ Environment Programme Finance Initiative’s
(UNEPFI) Collective Commitment to Climate Action.

Aligned with this membership, NAB is working with 100
of our largest greenhouse-gas emitting customers as they
develop or improve their low carbon transition plans

by 2023.

NAB has capped oil and gas exposure at default at
USDS$2.4 billion and will reduce the Group’s exposure from
2026 through to 2050, aligned to the International Energy
Agency (IEA) Net Zero Emissions 2050 scenario.

However, for Australia to play its part and become a
stronger and more efficient economy, we need to tackle
climate change as a whole-of-economy issue. Every industry,
organisation and individual will have a role to play in

our decarbonisation.

NAB’s role is clear. We will work with our customers to
support their transition plans and we will support the
investment required to realise the significant economic
opportunity for Australia in a low emissions economy.

The NAB Board will continue to evolve, to reflect the

skills and diversity of experience required to guide the
bank through changes in our operating environment. Anne
Loveridge will stand for re-election at the AGM with our
full support.

On behalf of the Board, thank you for your ongoing support
as shareholders. To NAB’s 32,000 employees, thank you for
your hard work in serving our customers well and helping
our communities prosper, particularly as you navigated the
impacts of COVID-19 on your own lives.

I am proud of the progress the bank has made in the past
year and the tangible momentum for the future.

...

Philip Chronican, Chair.

q National Australia Bank



REPORT OF THE DIRECTORS

OPERATING AND FINANCIAL REVIEW

The directors of National Australia Bank Limited (NAB or the
Company) present their report, together with the financial
statements of the Group, being NAB and its controlled
entities, for the year ended 30 September 2021.

Certain definitions

The Group’s financial year ends on 30 September. The
financial year ended 30 September 2021 is referred to

as 2021 and other financial years are referred to in a
corresponding manner. Reference in this document to the
year ended September 2021 are references to the twelve
months ended 30 September 2021. The abbreviations $m
and $bn represent millions and thousands of millions

(i.e. billions) of Australian dollars respectively.

Key terms used in this report are contained in the Glossary.
Forward looking statements

This report contains statements that are, or may be deemed
to be, forward looking statements. These forward looking
statements may be identified by the use of forward looking

non

terminology, including the terms "believe", "estimate”,

"plan", "project", "anticipate", "expect", “target”, "intend",
“likely”, "may", "will", “could” or "should" or, in each

case, their negative or other variations or other similar
expressions, or by discussions of strategy, plans, objectives,
targets, goals, future events or intentions. Indications of,
and guidance on, future earnings and financial position and
performance are also forward looking statements. You are
cautioned not to place undue reliance on such forward
looking statements. Such forward looking statements are
not guarantees of future performance and involve known
and unknown risks, uncertainties and other factors, many
of which are beyond the control of the Group, which

may cause actual results to differ materially from those
expressed or implied in such statements. There can be no
assurance that actual outcomes will not differ materially
from these statements.

There are a number of other important factors that

could cause actual results to differ materially from

those projected in such statements, including (without
limitation) a significant change in the Group’s financial
performance or operating environment, a material change
to law or regulation or changes to regulatory policy or
interpretation, and risks and uncertainties associated with
the ongoing impacts of COVID-19, the Australian and

global economic environment and capital market conditions.

Further information is contained on page 19 under
Disclosure on risk factors.

Financial performance summary

The following financial discussion and analysis is based
on statutory information unless otherwise stated. The
statutory information is presented in accordance with the
Corporations Act 2001 (Cth) and Australian Accounting
Standards and is audited by the Group's auditors in
accordance with Australian Auditing Standards.

Non-IFRS key financial performance measures used by
the Group

Certain financial measures detailed in the Report of

the Directors are not accounting measures within the
scope of International Financial Reporting Standards (IFRS).
Management use these financial metrics to measure the
Group’s overall financial performance and position and
believe the presentation of these financial measures provide
useful information to analysts and investors regarding

the results of the Group's operations. These financial
performance measures include:

e cash earnings

e cash earnings (excluding large notable items)

e statutory return on equity

e cash return on equity

e netinterest margin

e average equity (adjusted)

e average interest earning assets

e total average assets.

The Group regularly reviews the non-IFRS measures included
in the Report of the Directors to ensure that only relevant
financial measures are incorporated. Certain other financial
performance measures detailed in the Report of the
Directors are derived from IFRS measures and are similarly
used by analysts and investors to assess the Group’s
performance. These measures are defined in the Glossary.

Any non-IFRS measures included in this document are not

a substitute for IFRS measures and readers should consider
the IFRS measures as well. The non-IFRS measures referred
to above have not been presented in accordance with
Australian Accounting Standards, nor audited or reviewed in
accordance with Australian Auditing Standards unless they
are included in the financial statements.

Further information in relation to these financial measures is
set out below and in the Glossary.

Information about cash earnings

Cash earnings is a non-IFRS key financial performance
measure used by the Group and the investment community.

The Group also uses cash earnings for its internal
management reporting as it better reflects what is
considered to be the underlying performance of the Group.
Cash earnings is calculated by adjusting statutory profit
from continuing operations for certain non-cash earnings
items. Non-cash earnings items are those items which are
considered separately when assessing performance and
analysing the underlying trends in the business. These
include items such as hedging and fair value volatility and
gains or losses and certain other items associated with the
acquisition, disposal, and closure of businesses.

Cash earnings for the year ended 30 September 2021 has
been adjusted for distributions, hedging and fair value
volatility, amortisation of acquired intangible assets, and
acquisition, integration and transaction costs.

Cash earnings does not purport to represent the cash flows,
funding or liquidity position of the Group, nor any amount
represented on a statement of cash flows.
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OPERATING AND FINANCIAL REVIEW (CONTINUED)

Information about net interest margin

Net interest margin (NIM) is a non-IFRS key financial
performance measure that is calculated as net interest
income (derived on a cash earnings basis) expressed as a
percentage of average interest earning assets.

Information about average balances

Average balances, including average equity (adjusted), total
average assets and average interest earning assets are based
on daily statutory average balances.

This methodology produces numbers that NAB believes
more accurately reflect seasonality, timing of accruals

and restructures (including discontinued operations), which
would otherwise not be reflected in a simple average.

Refer to page 7 for a five-year summary of the Group’s
average equity (adjusted), total average assets and average
interest earning assets.

Rounding of amounts

In accordance with ASIC Corporations (Rounding in
Financial / Directors' Reports) Instrument 2016/191, all
amounts have been rounded to the nearest million dollars,
except where indicated. Any discrepancies between total
and sums of components in tables contained in this report
are due to rounding.
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OPERATING AND FINANCIAL REVIEW (CONTINUED)

5 Year Financial Performance Summary

Group®
2021 2020 2019 2018 2017

$m $m $m $m $m
Net interest income 13,793 13,877 13,555 13,505 13,182
Other income®@ 2,936 3,259 3,980 5,596 4,842
Operating expenses®® (7,863) (9,221) (8,263) (9,910) (8,539)
Credit impairment (charge) / write-back 202 (2,752) (927) (791) (824)
Profit before income tax 9,068 5,163 8,345 8,400 8,661
Income tax expense (2,597) (1,665) (2,440) (2,455) (2,480)
Net profit for the year from continuing operations 6,471 3,498 5,905 5,945 6,181
Net loss after tax for the year from discontinued operations (104) (935) (1,104) (388) (893)
Net profit for the year 6,367 2,563 4,801 5,557 5,288
Profit attributable to non-controlling interests 3 4 3 3 3
Net profit attributable to owners of NAB 6,364 2,559 4,798 5,554 5,285

(1) Information is presented on a continuing operations basis, unless otherwise stated. 2019 has been restated for the presentation of MLC Wealth as a
discontinued operation. No other comparative periods have been restated.

(2) Comparative information in 2020 has been restated to align to the presentation in the current period. Refer to Note 1 Basis of preparation. No other
comparative periods have been restated.

(3) Comparative information in 2020 has been restated to reflect product reclassification in the Group's BNZ Life business. No other comparative periods have
been restated.

5 Year Key Performance Indicators

Group

2021 2020 2019 2018 2017
Key indicators
Statutory earnings per share (cents) - basic 193.0 82.1 168.6 201.3 194.7
Statutory earnings per share (cents) - diluted 185.2 80.5 164.4 194.0 189.1
Statutory return on equity 10.4% 4.4% 9.1% 11.2% 10.9%
Cash return on equity® 10.7% 6.5% 11.4% 11.7% 14.0%
Profitability, performance and efficiency measures
Dividend per share (cents) 127 60 166 198 198
Net interest margin®® 1.71% 1.77% 1.78% 1.85% 1.85%
Total Group capital
Common Equity Tier 1 (CET1) capital ratio 13.00% 11.47% 10.38% 10.20% 10.06%
Tier 1 capital ratio 14.64% 13.20% 12.36% 12.38% 12.41%
Total capital ratio 18.91% 16.62% 14.68% 14.12% 14.58%
Risk-weighted assets ($bn) 417.2 425.1 415.8 389.7 382.1
Volumes ($bn)
Gross loans and acceptances® 629.1 594.1 601.4 585.6 565.1
Average interest earning assets 805.0 781.7 758.8 726.7 711.3
Total average assets 889.6 877.0 835.9 807.0 798.8
Total customer deposits 500.3 468.2 424.6 409.0 407.6
Average equity (adjusted) - statutory 61.2 56.7 51.6 48.7 47.5
Average equity (adjusted) - cash 61.2 56.7 51.6 48.7 47.5
Asset quality
90+ days past due and gross impaired assets to gross loans and acceptances 0.94% 1.03% 0.93% 0.71% 0.70%
Full-time equivalent employees (FTE)®
FTE (spot) 33,275 34,944 34,370 33,283 33,422
FTE (average) 34,217 34,841 33,950 33,747 33,746

(1) Information is presented on a continuing operations basis, unless otherwise stated. 2019 has been restated for the presentation of MLC Wealth as a
discontinued operation. No other comparative periods have been restated.

(2) Including loans and advances at fair value.

(3) Excluding discontinued operations, FTE (spot) is 32,741 (2020: 31,372) and FTE (average) is 31,897 (2020: 31,204).
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OPERATING AND FINANCIAL REVIEW (CONTINUED)

Principal activities

The principal activities of the Group during the year

were banking services, credit and access card facilities,
leasing, housing and general finance, international banking,
investment banking, wealth management services, funds
management and custodian, trustee and nominee services.

The Group’s business

The Group is a financial services organisation with more
than 32,000 colleagues, over 618,000 shareholders and
serving approximately eight million customers.

The majority of the Group's financial services businesses
operate in Australia and New Zealand, with branches located
in Asia, the United Kingdom and the United States.

The Group operates the following divisions:

e Business and Private Banking focuses on NAB's
priority small and medium (SME) customer segments.
This includes the leading NAB Business franchise,
specialised Agriculture, Health, Government, Education
and Community services, along with Private Banking
and JBWere, as well as the micro and small
business segments.

¢ Personal Banking provides customers with products
and services through proprietary networks in NAB, as
well as third party and mortgage brokers. Customers
are served through the Personal Banking network
to secure home loans or manage personal finances
through deposit, credit or personal loan facilities. The
network also provides servicing support to individuals
and business customers.

e Corporate and Institutional Banking provides a range
of products and services including client coverage,
corporate finance, markets, asset servicing, transactional
banking and enterprise payments. The division services
its customers in Australia and globally, including
branches in the United Kingdom, United States and
Asia, with specialised industry relationships and product
teams. It includes Bank of New Zealand's Markets
Trading operations.

e New Zealand Banking provides banking and financial
services across customer segments in New Zealand. It
consists of Partnership Banking, servicing retail, business
and private customers; Corporate and Institutional
Banking, servicing corporate and institutional customers,
and includes Markets Sales operations in New Zealand.
New Zealand Banking also includes the Wealth and
insurance franchises operating under the ‘Bank of New
Zealand’ brand but excludes the Bank of New Zealand'’s
Markets Trading operations.

e Corporate Functions and Other division includes
UBank, 86 400 and enabling units that support all
businesses including Treasury, Technology and Enterprise
Operations, Strategy and Innovation, Support Units
and eliminations.

8 National Australia Bank

Significant change in the state of affairs

e On 16 December 2020 the Group announced it had
entered into an agreement to sell BNZ Life, its New
Zealand life insurance business, to New Zealand life
insurance provider Partners Life for NZ$290 million. The
parties are continuing to progress towards completion,
including separation activities required to effect the sale.
Subject to the timing of regulatory approvals, completion
is expected to occur in 2022.

e On 15 February 2021, the Group redeemed the
$2,000 million of National Income Securities issued on
29 June 1999. The National Income Securities were
redeemed for cash at their par value ($100) plus the final
interest payment. The unpaid preference shares forming
part of the National Income Securities were bought back
for no consideration and cancelled.

e On 19 May 2021 the Group completed the acquisition of
86 400 Holdings Ltd, the holding company of Australian
digital bank, 86 400 (“86 400”) for a total consideration of
$261 million. Refer to Note 38 Acquisition of subsidiary.

e On 31 May 2021 the Group completed the sale of
MLC Wealth to IOOF Holdings Limited (I0OOF) for a
purchase price of $1,440 million. Refer to Note 37
Discontinued operations.

e On 30 July 2021 the Group announced its intention
to buy-back up to $2.5 billion of NAB ordinary shares
on-market to progress managing its CET1 capital ratio
towards its target range of 10.75-11.25%. The Group
commenced the buy-back in mid-August 2021 and has
bought back and cancelled $486 million of ordinary
shares in 2021.

e On 9 August 2021 NAB announced it had entered into
an agreement with Citigroup to purchase Citigroup’s
Australian consumer business. The proposed acquisition,
which remains subject to regulatory approvals, is
structured primarily as an asset and liability transfer,
with NAB to pay Citigroup cash for the net assets of
Citigroup's Australian consumer business plus a premium
of $250 million. Subject to the timing of regulatory
approvals, completion is expected to occur by the middle
of next calendar year.

e Changes to the composition of the Executive Leadership
Team have occurred or were announced during 2021 and
up until the date of this report, namely:

— Mr Les Matheson commenced as Chief Operating
Officer, with responsibility for digital banks UBank and
86 400, Group Marketing, Corporate Affairs, Product
Improvement, Governance and other key strategic
initiatives, effective 11 January 2021.

— Ms Angela Mentis, previously Bank of New Zealand
Managing Director and Chief Executive Officer, was
appointed Group Chief Digital, Data & Analytics
Officer. Mr Dan Huggins, previously BNZ’s Executive
- Customer, Products & Services, was appointed
Bank of New Zealand Managing Director and Chief
Executive Officer. Both appointments were effective
1 October 2021.
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OPERATING AND FINANCIAL REVIEW (CONTINUED)

There were no other significant changes in the state of
affairs of the Group that occurred during the financial year
under review that are not otherwise disclosed in this report.

Responding to COVID-19

COVID-19 continues to challenge the Group and

its customers, with varied impacts across industries,
communities and states. NAB has remained open for
business, and continues to work alongside state and

federal governments, regulators and the broader industry to
support customers and the community.

Support for customers

With the impact of COVID-19 continuing to be felt by
customers in many parts of Australia for long periods
during 2021, NAB continued to work with those affected
to understand their circumstances and provide them the
appropriate support.

For the Group's business customers, this included:

e Access to a NAB Business Recovery Loan (the Group's SME
Recovery Loan Scheme offering).

e When appropriate, repayment deferrals for up to a three
month period.

s Waiver of merchant terminal fees for up to a three
month period.

e Waiver of early withdrawal fees and notice periods on
Cash Deposit and Farm Management Deposit accounts.

For the Group's personal customers, this included:

* Home loan repayment deferrals on a month-to-month
basis, access to redraw facilities and offset accounts.

e Temporarily reduced payments or a temporary payment
break on loans and credit cards.

» Waiving fees and charges to access term deposits early.

Support for colleagues

Ways of working for the Group's colleagues were also
dramatically impacted by COVID-19, with lockdowns and
border closures forcing many colleagues to work from home
— often whilst juggling home schooling and other family
commitments. The physical and psychological wellbeing of
colleagues is critical. Colleagues who are safe and well can
perform at their best, be resilient in times of change and
focus on better customer outcomes.

In order to support the Group's colleagues manage these

challenging circumstances, we have:

e Supported a hybrid model of working, with many
colleagues splitting time working at a NAB location and
at home.

e Provided safety measures such as personal protective
equipment and social distancing protocols to protect
colleagues in banking centres.

¢ Developed a Hybrid Handbook and a ‘How to Hybrid
Leaders guide’ to support leaders and colleagues through
this ongoing transition.

¢ Provided colleagues with time off work to get
COVID-19 vaccines.

¢ Launched a pilot workplace vaccination program, in
partnership with health authorities and the Group's
corporate flu vaccination provider.

e Offered paid pandemic leave.

¢ Delivered wellbeing webinars and programs.

e Provided access to MyCoach, NAB’s employee
assistance program.

The pilot vaccination program provided colleagues and their
adult household members in many of the most impacted
areas in Sydney the opportunity to be vaccinated. The
program was subsequently expanded in September 2021 to
more NAB colleagues across Australia.

NAB's response to supporting customers and colleagues is
further detailed in the 2021 Annual Review.

Fighting financial crime

The Group has an important role in monitoring and
reporting suspicious activity and keeping Australia’s financial
system, the bank and its customers safe. The Group takes

its financial crime obligations seriously and therefore has
made, and continues to make, significant investments in the
ability to detect, deter and prevent financial crime.

As announced in June 2021, AUSTRAC has commenced an
enforcement investigation of five Group entities.

In confirming the commencement of the investigation,
AUSTRAC advised that it was not considering civil penalty
proceedings at that stage. That position is subject to change.

Refer to Note 30 Commitments and contingent liabilities of
the Financial statements for further details.

Governance and accountability

NAB’s approach to corporate governance and
governance practices

NAB continually strives to improve its governance,
accountability and risk management practices.

As a fundamental element of NAB’s culture and business
practices, its Corporate Governance Framework guides
effective decision making in all areas of the Group through:
e Strategic and operational planning

e Culture, purpose, values and conduct

¢ Risk management and compliance

e Customer outcomes

¢ Financial management

e External reporting

e People and remuneration.

For more information on NAB’s Corporate Governance
Framework please refer to NAB’s Corporate
Governance Statement.

NAB remains dedicated to building a culture that maintains
the trust of its customers and community.

Implementation of APRA self-assessment actions and Royal
Commission recommendations

Since the Banking & Financial Services Royal Commission
and undertaking a Self-Assessment in 2018 on governance,
accountability and culture, meaningful change has been
made to the way NAB operates. A significant and wide-
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REPORT OF THE DIRECTORS

OPERATING AND FINANCIAL REVIEW (CONTINUED)

reaching reform program has driven improvement in
governance, accountability and culture, to address the root
causes of past failings.

The voice of the customer is now firmly represented in

NAB. Products and services have been reviewed to ensure
they put the needs of the customer first. New complaint
handling processes have been implemented to make it
easier for customers to raise concerns and issues and as

at 30 September 2021 99% of all complaints are resolved
within 30 days. Improved process, controls and compliance
capabilities have led to faster identification and resolution of
issues, with the aim of reducing and preventing detrimental
impacts to customers. NAB has refunded $575 million to
597,000 customers in 2021 through remediation programs.

Changes to NAB’s operating model in early 2020 have
delivered greater clarity of executive accountabilities,

in conjunction with the focus on the Banking

Executive Accountability Regime (BEAR) accountabilities. The
operating model is supported by changes to the structure,
composition and scope of risk committee governance at an
executive-level. This has resulted in a greater demonstration
of first line ownership and accountability for risks and
issues, with clearer paths to mitigation and resolution when
risks and issues arise.

The Board continues to have oversight of management’s
ongoing efforts to improve outcomes for customers and
colleagues and get the basics right, including a strong
focus on the remediation work required in financial crime
risk management.

Of the 26 actions identified in NAB’s 2018 Self-Assessment,
all but three are now embedded and closed, with those
remaining relating to reviews that are ongoing in nature.
NAB will engage with APRA to determine whether related
issues identified in NAB’s Self-Assessment have been
addressed to the satisfaction of the regulator.

NAB has actively implemented the applicable and actionable
changes resulting from the 76 recommendations made

by Commissioner Hayne. Of the 55 recommendations
applicable to NAB, 21 are complete or well advanced, and
the work to implement a further 10 is underway. The
remaining 24 recommendations require no action from NAB
at this time because they are related to other third-party
participants including industry associations and regulators,
or are due to be reviewed in the future.

Strategic highlights®

in April 2020, the Group announced a refresh of its long-
term strategy. The strategy builds on progress achieved
over previous years in reducing complexity, uplifting digital

and data capability and establishing strong foundations in

(1) Amounts presented in this section are based on cash earnings.

technology. It recognises the need to go further to create a
simpler, more streamlined business with clear accountability,
which is more productive, resilient and efficient.

The Group exists to serve customers well and help its

communities prosper. To achieve this, the Group has

narrowed its focus on a smaller number of key priorities

that it believes will make a real difference to its customers

and colleagues, and support over time its aim to be known

for being:

e Relationship-led; building on market leading expertise,

data and insights.

Easy; a simpler, more seamless and digitally enabled bank

that gets things done faster.

e Safe; protect customers and colleagues through financial
and operational resilience.

e Long-term; deliver sustainable outcomes for stakeholders.

Over time, a simpler, more streamlined business with clear
accountabilities is expected to deliver better customer
outcomes, more engaged colleagues and improved
shareholder value. The Group will measure the success

of its refreshed strategy according to four key ambitions

over the three to five years from the period ending

30 September 2020:

e Colleague engagement; top quartile.

e Customer net promoter score (NPS); strategic NPS
positive and first of major banks.

e Cash earnings per share growth; focus on market
share growth in target segments while managing risk
and pricing disciplines, and a disciplined approach to
managing costs and investment with absolute costs (on
a cash basis, excluding large notable items)® targeted to
be lower relative to costs in the year ended September
2020 of $7.7 billion.

e Return on Equity; targeting double digit cash return
on equity.

@)

The close of 2021 marks the first full year under the

Group’s refreshed long-term strategy. Despite the challenges
associated with COVID-19, progress has been made against
strategic objectives through disciplined execution and by
focusing on doing the basics well and supporting the needs
of customers and colleagues. But there is more to do.

The Group’s strategy provides clarity about where and how
it will grow and improve returns for shareholders. Key to
this are important shifts in focus and priorities across its
businesses outlined below:
e Business and Private Banking will remain a key
differentiator for the Group, with the objective
of extending clear market leadership by investing
in industry-leading bankers, enabled by data and
insight capabilities, continued sector specialisation,
increased focus on transactional banking and leveraging
partnerships, combined with a more integrated high

(2) Net Promoter® and NPS® are registered trademarks and Net Promoter Score and Net Promoter System are trademarks of Bain & Company, Satmetrix Systems
and Fred Reichheld. Sourced from DBM Consultants Business and Consumer Atlas, measured on 6 month rolling average. Net Promoter Score (NPS) is based
on all customers’ likelihood to recommend on a scale of 0 (not at all likely) to 10 (extremely likely). Definition has been updated to give all customers in the
Business and Consumer segments equal voice. The overall Strategic NPS result combines the Consumer (18+) and Business segments using a 50% weighting
for each. History has been restated. Ranking based on absolute scores, not statistically significant differences.

(3) Excluding large notable items, the impact of the proposed acquisition of Citigroup's Australian consumer business and any potential non-recurring AML/KYC
related costs including those incurred in addressing the issues subject to investigation by AUSTRAC, such as file remediation and other associated costs.
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net worth offering. Importantly, the Group has also
prioritised delivery of a simpler end-to-end business
lending process.

e Personal Banking will invest in delivering simpler
products and services, with digital-first propositions,
flexible and professional bankers, easy customer
experiences, simpler unsecured lending offers, and
the delivery of simple home loans via a single
mortgage factory.

e Corporate and Institutional Banking will continue its
strategy of disciplined growth, with highly professional
relationship managers and specialists, and leadership
in infrastructure (including renewables) and investor
sectors, targeting improved financial performance by
further building out transactional banking and asset
distribution capabilities.

» Bank of New Zealand intends to continue its portfolio
shift towards SME and personal customer segments to
deliver a simpler business with lower capital intensity,
while also investing to create a step change increase in
digital capability.

e UBank will invest in market leading digital experiences
and new propositions to drive customer acquisition.

The Group took action in 2021 to reshape its portfolio
consistent with the Group’s strategy to simplify its business
and focus on key priority areas. The sale of MLC Wealth

was completed, and the Group finalised the acquisition of 86
400 and announced the proposed acquisition of Citigroup’s
Australian consumer business to accelerate growth in UBank
and Personal Banking respectively.

Investments and actions undertaken are delivering improved
outcomes for customers and colleagues. On the customer
front, strategic NPS rose 4 points over the year to

30 September 2021 to -7 and is equal highest of major
banks™, but there is more to do to drive a positive NPS score
and fully achieve the Group’s customer ambition. Based

on the latest survey in July 2021, the Group’s colleague
engagement score has improved to 77, up from 75 in April
2021 and 66 in 2019 and is now consistent with its ambition
of achieving a top quartile colleague engagement score.

Improving the experiences for customers and colleagues is
driving growth momentum across the Group’s business.

The Group is investing in its leading SME franchise,

Business and Private Banking, to grow by delivering
differentiated and better banking experiences for customers
and colleagues. Embedding performance disciplines and
adding approximately 550 new customer facing roles have
been important initiatives in 2021. Alongside this is an
increasing focus on simplifying, automating and digitising

to provide faster, more seamless banking experiences. This
includes transforming small business lending via Quickbiz®
with straight-through processing enabling application
through to cash disbursement within 20 minutes. Leveraging
opportunities in data and analytics to provide insights,

more personalised experiences and faster decisioning is
underway including the launch of new facility renewal and
annual review processes which allow bankers to make faster
assessments based on customer behavioural drivers. These
investments and initiatives are driving growth. In 2021, SME
business lending rose 7% compared with 2020, market share
in both SME and Agri lending increased over the year, and
business transactional account openings were 18% above
2020 levels.

In Australia, improving growth in home lending by
increasingly simplifying and digitising the experience is a
key focus. During 2021 the Group simplified and streamlined
its home lending policies, rolled out digital application and
decisioning tools and enhanced the ability for customers to
self serve via the NAB App. These initiatives are delivering
quicker, better outcomes for customers and colleagues. This
includes a 50% reduction in the time taken for bankers to
submit home loan applications in 2021 compared with 2020,
and approximately 30% faster unconditional approval times,
in the six months to September 2021 compared with the

six months to September 2020, despite a significant increase
in application volumes during the year. The Group’s Simple
Home Loans digital application platform has been a key
driver of these outcomes, enabling simple lending to be
originated far more seamlessly. Applications eligible to be
submitted through the platform have risen to approximately
80% for the proprietary network over 2021, with rollout to
mortgage broker and Business & Private Banking channels
planned for 2022. These initiatives are making a difference
with Australian home lending balances increasing 4% over
2021 and growing ahead of system over the six months
ended 30 September 2021.

Digital, data and analytics are critical enablers of the Group’s
ability to achieve its strategic ambitions. By increasingly
leveraging these enablers, the Group is able to deliver
simpler, faster, safer and more personalised customer and
colleague outcomes more efficiently. Good progress is
underway across all divisions on this front. To ensure

the Group is maximising the potential upside from these
opportunities, Angela Mentis has been appointed to the
newly created Executive Leadership Role of Group Chief
Data, Digital & Analytics Officer. This appointment elevates
the strategic importance and growth potential of the
Group’s data and digital strategies and aims to better
position customers and colleagues for an increasingly

(1) Net Promoter® and NPS® are registered trademarks and Net Promoter Score and Net Promoter System are trademarks of Bain & Company, Satmetrix Systems
and Fred Reichheld. Sourced from DBM Consultants Business and Consumer Atlas, measured on 6 month rolling average. Net Promoter Score (NPS) is based
on all customers’ likelihood to recommend on a scale of 0 (not at all likely) to 10 (extremely likely). Definition has been updated to give all customers in the
Business and Consumer segments equal voice. The overall Strategic NPS result combines the Consumer (18+) and Business segments using a 50% weighting
for each. History has been restated. Ranking based on absolute scores, not statistically significant differences.

(2) The 2019 score of 66 represents a restated score of the AON survey into a Glint ‘Heartbeat’ score methodology.

(3) Launching late calendar year 2021 initially for unsecured lending and existing customers only.

(4) Based on RBA Lending to Business — Business Finance Outstanding by Business Size and Industry data as at August 2021.
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digital and automated world, leveraging the strength should result in a proforma CET1 reduction of approximately
of the Group’s core banking businesses and strong 75% basis points.
technology foundations.

As the Group increasingly simplifies, automates and
digitises, it is improving outcomes for customers and
colleagues and should also be able to operate more
efficiently. This, in conjunction with clearer accountabilities
and performance disciplines, has seen cost growth in 2021
of 1.8% compared with 2020 (on a cash basis, excluding
large notable items in 2020) with investment at similar
levels to 2020, reflecting a balanced approach to investing
for sustainable growth while maintaining cost discipline.
For 2022, the Group is targeting broadly flat costs® (on

a cash basis) and investment spend compared with 2021.
Investment underpins the Group’s ability to deliver on its
strategy and grow while remaining safe and resilient. Key
focus areas of spend for 2022 include developing a single
mortgage factory, continued cloud migration, uplifting the
Group’s merchant offering, enhanced use of data and
analytics and further uplifting systems, processes and the
control environment. The Group also plans to continue
investing in cyber and financial crime prevention.

Critical to the Group’s success and ambition of being
safe is balance sheet strength. This is a key requirement
of its ability to serve customers well and help
communities prosper.

During 2021 the Group adjusted its capital and dividend
settings to better support its long term strategy and reflect
the importance of maintaining a strong balance sheet
through the cycle while also driving improved shareholder
returns. The Group plans to manage CET1 capital over
time towards a target range of 10.75-11.25% and for
dividends to be guided by a payout ratio range of 65-75%
of cash earnings, subject to Board determination based on
circumstances at the time.

Over 2021 the Group has achieved improved shareholder
returns while retaining balance sheet strength. Cash
earnings per share increased 44%3 compared with 2020.
Cash return on equity increased to 10.7% compared with
8.3% in 2020, and the final 2021 dividend has been set at 67
cents per share (cps), representing a cash earnings payout
ratio of 68.6%. This brings the total dividend for the year
ended 30 September 2021 to 127 cps which is 112% higher
than 2020.

While September 2021 Group CET1 of 13.00% is above

the top end of the Group’s target range and 153 basis

points higher over the year, actions underway are expected
to progressively manage CET1 towards the target range,
including completion of the remaining $2.0 billion on-
market share buy-back. This, along with completion of the
proposed acquisition of the Citigroup’s Australian consumer
business (less proceeds from the announced sale of BNZ Life)

(1) On a statutory basis, expenses in 2021 decreased by 0.4% compared with 2020 (excluding large notable items in 2020).

(2) Excluding large notable items, the impact of the proposed acquisition of Citigroup's Australian consumer business and any potential non-recurring AML/KYC
related costs including those incurred in addressing the issues subject to investigation by AUSTRAC, such as file remediation and other associated costs.

(3) Cash EPS on a diluted basis excluding large notable items in 2020.

(4) Both the proposed acquisition of the Citigroup’s Australian consumer business and the sale of BNZ Life are expected to complete in 2022 subject to relevant
approvals. The final capital impact will be determined following completion of both transactions. NAB’s share buy-back commenced in August 2021, and is
expected to be undertaken over approximately 12 months.
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Financial performance

Group®

2021 Large 2021 2020 Large 2020

Notable ex Large Notable ex Large

Items Notable Items Notable

Items Items

Sm Sm Sm Sm $m $m

Net interest income 13,793 - 13,793 13,877 (49) 13,926

Other income® 2,936 - 2,936 3,259 (80) 3,339

Net operating income 16,729 - 16,729 17,136 (129) 17,265

Operating expenses®6) (7,863) - (7,863) (9,221) (1,328) (7,893)

Credit impairment (charge) / write-back 202 - 202 (2,752) - (2,752)

Profit before income tax 9,068 - 9,068 5,163 (1,457) 6,620

Income tax expense (2,597) - (2,597) (1,665) 434 (2,099)

Net profit for the year from continuing operations 6,471 - 6,471 3,498 (1,023) 4,521
Net loss after tax for the year from

discontinued operations (104) - (104) (935) (357) (578)

Net profit for the year 6,367 - 6,367 2,563 (1,380) 3,943

Profit attributable to non-controlling interests 3 - 3 4 - 4

Net profit attributable to owners of NAB 6,364 - 6,364 2,559 (1,380) 3,939

(1) Information is presented on a continuing operations basis, unless otherwise stated.
(2) Comparative information has been restated to align to the presentation in the current period. Refer to Note 1 Basis of preparation.
(3) Comparative information has been restated to reflect product reclassification in the Group's BNZ Life business.

September 2021 v September 2020 through simplification of the Group's operations and third
party savings, combined with lower restructuring-related
costs, and the impairment loss relating to the Group's
investment in MLC Limited (MLC Life) in 2020. These were
partially offset by higher personnel expenses including
provisions for higher performance-based compensation,
additional bankers and resources to support growth and
to support customers in response to COVID-19, combined
with salary increases and additional costs associated with
the investment in technology capabilities.

Net profit attributable to owners of NAB (statutory net
profit) increased by $3,805 million.

Net interest income decreased by $84 million or 0.6%.
Excluding large notable items of $49 million in 2020,

net interest income decreased $133 million or 1.0%. This
includes an increase of $192 million due to movements
in economic hedges, offset in other operating income.
Excluding these movements, the underlying decrease of
$325 million or 2.3% was driven by lower earnings

rates on deposits and capital due to the low interest

rate environment, competitive pressures and product
mix impacting housing lending margins, lower NAB risk
management income in Markets and Treasury and lower
average lending volumes. These movements were partially
offset by the impact of lower term deposit costs, deposit
repricing and favourable deposit mix, combined with

Credit impairment charge decreased by $2,954 million
driven primarily by a $1,846 million reduction in charges
for forward looking provisions as a result of COVID-19.
Excluding forward looking provisions, underlying charges
have decreased $1,108 million due to lower levels of
individual impaired exposures and collective provision
charges across the Group's lending portfolio.

repricing in the housing lending portfolio and lower
wholesale funding costs.

Other income decreased by $323 million or 9.9%. Excluding
large notable items of $80 million in 2020, other operating
income decreased by $403 million or 12.0%. This includes a
decrease of $192 million due to movements in economic
hedges, offset in net interest income. Excluding these
movements, the underlying decrease of $131 million or
4.0% was driven by lower NAB risk management income in
Markets and Treasury, partially offset by a positive derivative
valuation adjustment.

Operating expenses decreased by $1,358 million or 14.7%.
Excluding large notable items of $1,328 million in 2020,
total operating expenses decreased by $30 million or 0.4%.
The decrease was driven by productivity benefits achieved

Income tax expense increased by $932 million or 56.0%
largely due to a higher profit before tax.

Discontinued operations primarily relate to the net results
of MLC Wealth and Wealth-related items, combined with a
re-assessment of customer-related remediation.
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Review of Group and divisional results

Group balance sheet review

Group®@ Group
2021 2020 2021 2020
$m $m $m $m
Business and Private Banking 2,480 2,472 Assets
Personal Banking 1,650 1,442 Cash and liquid assets 50,832 64,388
Corporate and Institutional Banking 1,207 1,416 Due from other banks® 107,546 47,333
New Zealand Banking 1,154 977 Collateral placed® 6,430 8,579
Corporate Functions and Other® 67 (2,597) Trading securities®® 50,020 64,937
Cash earnings 6,558 3,710 Debt instruments 41,878 40,355
Cash earnings (excluding large notable items) 6,558 4,733 Other financial assets 2,794 3,860
Non-cash earnings items (87) (212) Derivative assets® 27,474 34,744
Net loss from discontinued operations (107) (939) Loans and advances®” 621,156 583,962
RIetj)roﬁt attributable to the owners of NAB 6,364 2,559 All other assets® 17,838 16,928
(1) Amounts presented in this section are based on cash earnings. Assets held for sale - 1,479
(2) Comparative information has been restated to reflect a reallocation of Total assets 925,968 866,565
ey rperss et bt s o beersonih e bl

(3) Includes large notable items. In the 2021, the Group did not recognise Due to other banks"! 74,160 46,773
any amounts as large notable items. Collateral received® 4,664 5,327
Other financial liabilities 27,046 29,971
September 2021 v September 2020 Derivative liabilities® 24,031 32,276
Group Deposits and other borrowings 605,043 546,176
Cash earnings increased by $2,848 million or 76.8%. Bonds, notes and subordinated debt 109,154 126,384
Excluding large notable items of $1,023 million in the Other debt issues 6,831 6,191
September 2020 full year, cash earnings increased by All other liabilities™ 12,260 11,953

$1,825 million or 38.6%. Liabilities directly associated with assets
Business and Private Banking held for sale - 221
Total liabilities 863,189 805,272

Cash earnings increased by $8 million or 0.3%, driven by a
reduction in credit impairment charges, partially offset by
higher operating expenses and lower revenue.

Personal Banking

Cash earnings increased by $208 million or 14.4%, driven by
a reduction in credit impairment charges.

Corporate and Institutional Banking

Cash earnings decreased by $209 million or 14.8%, driven by
lower Markets income and an increase in credit impairment
charges, partially offset by lower operating expenses.

New Zealand Banking

Cash earnings increased by $177 million or 18.1% driven
by higher revenue and lower credit impairment charges,
partially offset by higher operating expenses.

Corporate Functions and Other

Cash earnings increased by $2,664 million including a
decrease of $1,023 million in large notable items in the
September 2020 full year. Cash earnings (excluding large
notable items) increased by $1,641 million, driven by a
reduction in credit impairment charges and distributions,
partially offset by lower net operating income and higher
operating expenses.
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Total equity 62,779 61,293

Total liabilities and equity 925,968 866,565

(1) Comparative information has been restated to align to the presentation
in the current period. Refer to Note 1 Basis of preparation.

September 2021 v September 2020

Total assets increased by $59,403 million or 6.9%. The
increase was mainly due to a net increase of $31,740 million
or 18.0% in cash and liquid assets, due from other banks
(including the Exchange Settlement Account with the RBA)
and trading securities, reflecting the Group's management
of liquidity during the period. Loans and advances increased
by $37,194 million or 6.4% as a result of growth in

both housing and non-housing lending. These increases
were partially offset by a decrease in derivative assets of
$7,270 million or 20.9% driven by exchange rate and interest
rate movements.

Total liabilities increased by $57,917 million or 7.2%. The
increase was mainly due to an increase in deposits and
other borrowings of $58,867 million or 10.8% reflecting the
impact of government and central bank stimulus measures
in response to COVID-19. Amounts due to other banks
increased by $27,387 million or 58.6% predominantly as

a result of further drawdowns of the RBA Term Funding
Facility. These increases were partially offset by a decrease
in bonds, notes and subordinated debt and other financial
liabilities of $20,155 million or 12.9% in line with Group
funding requirements and a decrease in derivative liabilities
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of $8,245 million or 25.5% driven by exchange rate and
interest rate movements.

Total equity increased by $1,486 million or 2.4%. The
increase was mainly due to an increase in retained

earnings of $3,265 million or 20.8% reflecting current
period statutory profits after the payment of dividends. This
increase was partially offset by a decrease in contributed
equity of $2,229 million or 4.9% predominantly attributable
to the redemption of National Income Securities and
payments for share buy-back.

Capital management and funding review

Balance sheet management overview

The Group has a strong capital and liquidity position,
consistent with its commitment to balance sheet strength
and its proactive response to the significant economic
challenges associated with the impacts of COVID-19.

Regulatory reform

The Group remains focused on areas of regulatory change.
Key reforms that may affect the Group's capital and
funding include:

Revisions to the capital framework

e APRA is in the final stages of its consultations on the
revised Authorised Deposit-taking Institution (ADI) capital
framework with final prudential standards expected
in November 2021. Implementation of the prudential
standards relating to the risk-weighting framework and
other capital requirements is proposed for 1 January
2023, consistent with the internationally agreed timelines
for Basel Ill reforms by the Basel Committee on Banking
Supervision. APRA is seeking to make improvements to
the capital adequacy framework through:

— Improving flexibility via increasing regulatory
capital buffers.

— Implementing more risk-sensitive risk-weights.

— Enhancing competition via a capital floor for internal
ratings-based (IRB) ADls.

— Improving transparency and comparability through
the disclosure of capital ratios under the
standardised approach.

APRA has reiterated its view that it is not seeking

to further increase the overall level of capital in the

banking system.

e In August 2021, APRA released its revised Prudential
Standard APS 111 Capital Adequacy: Measurement of
Capital, including changes to the treatment of equity
investments in subsidiaries for the purpose of calculating
Level 1 regulatory capital. The revised standard will be
implemented from 1 January 2022. In line with APRA’s
announcement in November 2020, the changes apply to
any new or additional equity investments in subsidiaries
in the interim period prior to 1 January 2022. The
revisions to the standard are expected to increase the
Group's Level 1 CET1 capital ratio by approximately 20-25
basis points.

e APRA has also proposed a minimum leverage ratio
requirement of 3.5% for IRB ADIs and a revised
leverage ratio exposure measurement methodology to be
implemented from 1 January 2023. The Level 2 Group's
leverage ratio as at 30 September 2021 is 5.83% (under
the current methodology).

Increased loss-absorbing capacity for ADIs

e InJuly 2019, APRA released its framework for the
implementation of an Australian loss-absorbing capacity
regime, requiring an increase in Total capital of 3% of
risk-weighted assets for domestic systemically important
banks (D-SIBs) by 1 January 2024. APRA has maintained
its overall target calibration of 4% to 5% of risk-weighted
assets and will consult on alternative methods for raising
the additional loss-absorbing capacity equal to 1% to 2%
of risk-weighted assets over the next two years, including
consideration of how Reserve Bank of New Zealand
(RBNZ) capital instruments could be used in supporting
overall loss-absorbing capacity.

RBNZ capital review

¢ |n December 2019, the RBNZ finalised its review of the
capital adequacy framework applied to registered banks
incorporated in New Zealand. The RBNZ amendments
to the amount of regulatory capital required of locally
incorporated banks include:

— Anincrease in credit risk-weighted assets for banks
that use the RBNZ's internal ratings-based approach
due to anincrease in the scalar, prescribed use of
the standardised approach for bank and sovereign
exposures, and the introduction of an overall minimum
standardised floor.

— Anincrease in the Tier 1 capital requirement to 16%
of risk-weighted assets, and an increase in the Total
capital requirement to 18% of risk-weighted assets.

e Due to uncertainties arising from the impacts of
COVID-19, the RBNZ delayed the start of the new capital
requirements. The increases to risk-weighted assets will
commence from 1 January 2022, while the required level
of capital increases will commence from 1 July 2022 and
be phased in through to July 2028.

Dividends

¢ |nits updated December 2020 guidance, APRA removed
specific restrictions on capital distributions that were
introduced in response to COVID-19, but advised banks
to moderate dividend payout ratios and consider the
use of capital management initiatives to offset the
impact on capital from distributions. APRA has reiterated
that Boards need to carefully consider the sustainable
rate for dividends, taking into account the outlook for
profitability, capital and the economic environment.

e The RBNZ has eased restrictions on dividend payments,
allowing banks to pay up to 50% of their earnings as
dividends to shareholders, and has noted its expectation
that banks exercise prudence when determining dividend
payments. The 50% restriction will remain in place until
1 July 2022, at which point the RBNZ intends to remove
the restriction, subject to economic conditions.
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Term Funding Facility (TFF)

e On 19 March 2020, the RBA announced the establishment
of the TFF, a collateralised funding facility for the
Australian banking system to support ADIs in providing
credit into the economy at a low funding cost. The TFF
was available to be drawn down until 30 June 2021.

As at 30 September 2021, NAB’s total TFF allowance

was $31.9 billion, comprising $14.3 billion of Initial
Allowance, $9.6 billion of Supplementary Allowance and
$8.0 billion of Additional Allowance. NAB drew down the
full Initial Allowance of the TFF during the year ended
30 September 2020, and the full Additional Allowance
and Supplementary Allowance of the TFF during the
year ended 30 September 2021. The TFF is an efficient
source of three-year term funding, providing flexibility
to manage refinancing and execution risk, while also
reducing funding costs.

Contingent liquidity consultation

¢ On 14 July 2021, APRA released a consultation letter on
contingent liquidity to locally incorporated ADIs subject
to Liquidity Coverage Ratio (LCR) requirements. APRA
considers that it would be prudent for an ADI subject
to LCR requirements to maintain surplus self-securitised
assets as contingent liquidity equal to at least 30% of its
LCR net cash outflows.

Committed Liquidity Facility (CLF) reduction

e On 10 September 2021, APRA announced that the CLF will
be reduced to zero by the end of 2022 subject to financial
market conditions. The CLF reduction is expected to be
offset by ADIs increasing holdings of high-quality liquid
assets (HQLA).

Further detail on the regulatory changes impacting the
Group is outlined in the September 2021 Pillar 3 Report.

Capital management

The Group’s capital management strategy is focused on
adequacy, efficiency and flexibility. The capital adequacy
objective seeks to ensure sufficient capital is held in excess
of IRB capital assessments and regulatory requirements,
and is within the Group’s balance sheet risk appetite. This
approach is consistent across the Group’s subsidiaries.

The Group’s capital ratio operating targets are regularly
reviewed in the context of the external economic and
regulatory outlook with the objective of maintaining
balance sheet strength.

On 30 July 2021, the Group announced its intention to buy
back up to $2.5 billion of NAB ordinary shares on-market

to progressively manage its CET1 capital ratio towards its
target range of 10.75-11.25%. NAB commenced the buy-
back in mid-August 2021 and has bought back and cancelled
$486 million of ordinary shares in the full year ended

30 September 2021.

Additional Tier 1 capital initiatives

On 17 December 2020, the Group redeemed the
$1,717 million of Convertible Preference Shares Il issued
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on 17 December 2013, in accordance with the redemption
notice issued on 5 November 2020.

On 17 December 2020, the Group issued $2,386 million

of NAB Capital Notes 5, which will mandatorily convert

into NAB ordinary shares on 17 December 2029, provided
certain conditions are met. With prior written approval from
APRA, NAB may elect to convert, redeem or resell these NAB
Capital Notes 5 on 17 December 2027, or on the occurrence
of particular events, provided certain conditions are met.

On 15 February 2021, the Group redeemed the

$2,000 million of National Income Securities issued on

29 June 1999. The National Income Securities were
redeemed for cash at their par value ($100) plus the final
interest payment. The unpaid preference shares forming
part of the National Income Securities were bought back for
no consideration and cancelled.

Tier 2 capital initiatives

The Group’s Tier 2 capital initiatives during the September

2021 full year included the following:

e On 18 November 2020, NAB issued $1.25 billion of
Subordinated Notes.

e On 14 January 2021, NAB issued US$1.25 billion of
Subordinated Notes.

e On 17 May 2021, NAB redeemed HK$1,137 million of
Subordinated Notes.

e On 21 May 2021, NAB issued US$1.25 billion of
Subordinated Notes.

e On 17 June 2021, BNZ redeemed NZ5$550 million of BNZ
Subordinated Notes.

e On 15 September 2021, NAB issued £600 million of
Subordinated Notes.

e On 16 September 2021, NAB redeemed JPY10 billion of
Subordinated Notes.

e On 21 September 2021, NAB redeemed $800 million of
Subordinated Notes.

e The Group repurchased and cancelled US$11 million
of the perpetual floating rate notes issued on
9 October 1986.

Funding and liquidity

The Group monitors the composition and stability of
funding and liquidity through the Board approved risk
appetite which includes compliance with the regulatory
requirements of APRA's LCR and Net Stable Funding
Ratio (NSFR).

Funding

The Group employs a range of metrics to set its risk appetite
and measure balance sheet strength. The NSFR measures
the extent to which assets are funded with stable sources

of funding to mitigate the risk of future funding stress. At
30 September 2021, the Group’s NSFR was 123%, compared
to 127% at 30 September 2020, largely driven by the
reduction in the CLF from $55.1 billion to $31.0 billion. The
NSFR remains well above regulatory minimumes.

Another key structural measure for balance sheet strength
is the Stable Funding Index (SFI), which is comprised of the
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Customer Funding Index (CFl) and the Term Funding Index
(TFI). The CFI represents the proportion of the Group’s core
assets that is funded by customer deposits. Similarly, the TFI
represents the proportion of the Group’s core assets that is
funded by term wholesale funding with a remaining term
to maturity of greater than 12 months, including TFF, Term
Lending Facility (TLF) and Funding for Lending Programme
(FLP) drawdowns.

The Group's deposit strategy is to grow a stable and reliable
deposit base informed by market conditions, funding
requirements and customer relationships.

Over the year ended 30 September 2021, the SFI remained
at 101% as the increase in CFl was largely offset by

a reduction in the TFI, mainly due to deposits inflows
outpacing lending growth.

Term wholesale funding

The Group maintains a well-diversified funding profile across
issuance type, currency, investor location and tenor.

Through the financial year, global term funding conditions
were generally supportive for issuance with the limited
periods of volatility in the March 2021 half year largely
absent in the September 2021 half year. This reflects
continued central bank and government stimulus which has
underpinned investor sentiment, resulting in credit spreads
in most major markets being at or near post-Global Financial
Crisis lows.

The Group raised $12.5 billion of term wholesale funding
during the year ended 30 September 2021. NAB raised

$9.7 billion of term wholesale funding, including $5.6 billion
of Tier 2 subordinated debt, and BNZ raised $2.8 billion of
senior unsecured debt.

The weighted average maturity of term wholesale funding
issued by the Group in the September 2021 full year was
approximately 8.1% years to the maturity date, supported
by the issuance of long-dated Tier 2 subordinated debt. The
weighted average remaining maturity of the Group’s term
wholesale funding portfolio is 3.5 years.

Term funding markets continue to be influenced by the
economic environment, investor sentiment, and monetary
and fiscal policy settings.

Short-term wholesale funding

During the year ended 30 September 2021, the Group
accessed international and domestic short-term funding
through wholesale markets when required. In addition,
secured short-term funding in the form of repurchase
agreements has been accessed primarily to support markets
and trading activities. Repurchase agreements entered into,
excluding those associated with the TFF, TLF and FLP, are
materially offset by reverse repurchase agreements with
similar tenors.

Liquidity Coverage Ratio
The LCR measures the adequacy of HQLA available to meet
net cash outflows over a 30-day period during a severe

liquidity stress scenario. HQLA consist of cash, central bank
reserves along with highly rated government and central
bank issuance. In addition to HQLA, other regulatory liquid
assets include the CLF.

The Group maintains a well-diversified liquid asset portfolio
to support regulatory and internal requirements in the
regions in which it operates. The average value of regulatory
liquid assets held through the September 2021 quarter

was $191 billion and included $163 billion of HQLA. The
increase in HQLA during 2021 was a result of deposit
inflows and TFF drawdowns which were partially offset by

a reduction in the Group Alternative Liquid Assets (ALA).
ALA comprise pools of internally securitised mortgages, and
other non-HQLA securities used to collateralise the reduced
CLF or are securities that are repo-eligible with the RBNZ.
Quarterly average ALA for September 2021 were $28 billion
and comprise unencumbered assets available to the CLF of
$27 billion, and RBNZ securities of $1 billion.

A detailed breakdown of quarterly average net cash
outflows is provided in the September 2021 Pillar 3 Report.

Dividends

Dividend and Dividend Reinvestment Plan (DRP)

The final dividend in respect of the year ended
30 September 2021 has been increased to 67 cents, 100%
franked, payable on 15 December 2021.

The extent to which future dividends on ordinary shares

and distributions on frankable hybrids will be franked is

not guaranteed and will depend on a number of factors,
including capital management activities and the level of

profits generated by the Group that will be subject to tax
in Australia.

The Group periodically adjusts its DRP to reflect its capital
position and outlook. In respect of the final dividend for
the year ending 30 September 2021, the DRP discount is nil,
with no participation limit. The Group expects to satisfy the
DRP in full by an on-market purchase of shares.

Review of, and outlook for, the Group
operating environment

Global business environment

The global economy has rebounded strongly in calendar
year 2021, following the steep downturn in 2020
associated with restrictions to control the spread of
COVID-19 ("lockdowns").

The recovery has been disrupted by further COVID-19
outbreaks in a wide range of countries, as well as delays

in the rollout of vaccines. Therefore the recovery is likely to
continue into 2022, with global economic growth expected
to remain above its long-term trend.

To this point, the recovery has been uneven. Some sectors,
such as international transport and tourism, are still
struggling, while access to vaccines varies considerably
between countries.

(1) Weighted average maturity excludes Additional Tier 1, Residential Mortgage Backed Securities, RBA Term Funding Facility and RBNZ funding facilities.

Annual Financial Report 2021 17



REPORT OF THE DIRECTORS

OPERATING AND FINANCIAL REVIEW (CONTINUED)

Various central banks loosened monetary policy at the

start of the pandemic, implementing a range of measures
including policy rate cuts, asset purchases, funding
programs and loan guarantees. With the recovery underway,
central banks are starting (or have announced that they

may start) to unwind unconventional monetary policy. Policy
rates for major central banks are expected to remain
historically low for some time.

Governments have implemented a broad range of fiscal
programs to support businesses and households. Some
governments have started to unwind support, and fiscal
spending is likely to contract significantly in 2022.

COVID-19 remains the main risk to the global economic
outlook, with emerging market economies more exposed to
the risk of outbreaks due to their typically lower vaccination
rates than advanced economies.

Other near term risks include geopolitical tensions
between China and other countries including Australia, and
uncertainty in the Middle East, the South China Sea and the
Korean Peninsula.

Australian economy

The Australian economy staged a strong recovery from the
recession in the first half of calendar year 2020, before

the introduction, around the middle of calendar year 2021,
of lockdowns in some jurisdictions to control the spread
of COVID-19.

GDP declined by 7.3% between the December 2019 and
June 2020 quarters. By the June quarter 2021, GDP had
recovered to 1.6% above its pre-COVID-19 level, but with
progress mixed across industries and locations. Compared to
December quarter 2019, in the June quarter 2021:

¢ Household consumption was marginally down but
with some sectors, such as furnishings and household
equipment and car purchases, having experienced large
gains while other segments, including hospitality and
transport services, were still depressed.

e Private business investment was broadly the same but
dwelling investment was almost 10% higher.

e Public consumption and investment were higher (8% and
13% respectively).

e State final demand was higher in all states and territories,
with the strongest recoveries occurring in the Northern
Territory and Western Australia, and the weakest in NSW
and, in particular, Victoria.

The recovery has been set-back by extended lockdowns in
NSW, Victoria and the ACT. Retail sales for Australia declined
by 4.8% between May and September 2021, and GDP in

the September quarter 2021 is expected to record a large
fall. With restrictions easing in October 2021, and given

the considerable Government policy support in place, a
bounce back in domestic activity is expected, which should
lead to solid GDP growth over calendar year 2022 before

it moderates towards a more trend like pace in calendar
year 2023.

Strict controls on international border movements have
continued to weigh on the education and tourism sectors.
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While activity in the sectors most affected by COVID-19 may
normalise as vaccine targets are met, lockdowns become
less frequent and international borders start to re-open, how
quickly this occurs is uncertain. There may also be longer
lasting impacts on some sectors due to more permanent
changes in behaviour arising from the pandemic, such as
greater working from home.

The agriculture sector has benefited from generally high
prices and seasonal conditions have also been good. A
strong national 2021—-22 winter crop is expected.

Lockdowns have significant impacts on the labour market,
but the experience has been that it can recover quickly once
restrictions ease:

e Between February and May 2020 employment declined
6.6% but in May 2021 it was 1.1% above its February
2020 level.

e The most recent lockdowns saw employment, and total
hours worked decline by 1.9% and 4.8% respectively
between May and September 2021.

Dwelling prices have been growing strongly. Between

September 2020 and September 2021:

e The eight capital city CoreLogic Hedonic Home Value
Index rose by 19.5%, with broad based growth across
capital cities, and with houses seeing stronger gains
than units.

e Growth in regional dwelling prices was even stronger.

e Concerned about rising home lending risks, in October
2021 APRA increased the minimum interest rate buffer for
banks to use in assessing home loan applications.

Annual total system credit growth has strengthened. After

increasing by 1.9% over the year to September 2020,

between September 2020 and September 2021 system credit

increased by 5.3%. Over this period:

e Housing credit strengthened to 6.5%, driven by owner-
occupied credit, and business credit to 4.6% year on year.

e Other personal credit continued to fall (-5.3%).

Monetary policy remains very supportive of the economy.
The cash rate target is only 0.10%. At its November 2021
meeting the RBA indicated that it will likely take some time
before the conditions needed for there to be an increase in
the cash rate are met. NAB’s expectation is that there will
be an increase in the cash rate in mid-calendar year 2023.
While the RBA continues to purchase government bonds,
it tapered the amount of its monthly asset purchases in
September 2021 and the asset purchase program is likely
to end by February 2022.

New Zealand economy

New Zealand's recovery from the COVID-19 induced

recession in the first half of calendar 2020 was rapid. By

the June quarter 2021, GDP was 4.3% higher that its pre-

COVID-19 (December quarter 2019) level. This reflected:

e Strong growth in household consumption and, in
particular, residential investment and central government
spending. However, business investment has struggled
and remains below its pre-COVID-19 level.
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e An uneven recovery by industry. There was an above
average recovery in sectors such as accommodation and
food services, wholesale and retail trade, construction
and health care, while mining, administrative and support
services, arts and recreation, transport and education and
training are yet to return to their pre-COVID-19 level.

New Zealand entered lockdown on 17 August 2021.
Restrictions began to ease, effectively starting in September
2021, in a series of steps but with differences by region (with
the easing of restrictions in Auckland lagging the rest of

the country).

The domestic restrictions put in place, as well as the
suspension of the Australia-New Zealand travel bubble in
July 2021, are likely to lead to a large fall in GDP in the
September quarter. The value of electronic card transactions
(a consumption indicator) declined by 21.9% between July
and August 2021 but recovered slightly in September 2021,
rising 1.6%, as restrictions eased. An easing in restrictions
should see a rebound in GDP over the December 2021 and
March 2022 quarters. Beyond this, growth is likely to be
constrained by capacity limits, arising from difficulties in
obtaining staff and supply bottlenecks.

Annual inflation, as measured by the CPl was 4.9% in the
September quarter 2021, its highest level in over a decade.

Indicators are pointing to a tight labour market. In the

September quarter 2021:

e The unemployment rate was 3.4%, well below its pre-
COVID 19 level and its lowest level in almost 14 years.

e There was a large (6.6%) fall in hours worked reflecting
the lockdown that started in the middle of the quarter.

The RBNZ ended the Large Scale Asset Purchase Program

of Government bonds in July 2021. In October 2021, it
increased the Official Cash Rate from 0.25% to 0.50%. It also
noted that a further tightening in monetary policy over time
was expected.

Commodity prices have strengthened, boosting income
and providing support to the economy. In September
2021, commodity export prices were 23.6% higher than in
September 2020 in world price terms.

Starting in the June quarter 2020, there has also been

a substantial decline in population growth. This reflects
restrictions on international movement and a large fall in
net migration to New Zealand.

Overall system credit growth has accelerated and grew by
7.3% over the year to September 2021, with housing credit
growth particularly strong at 11.6%, reflecting the strength
of the property market.

Outlook

The outlook for the Group’s financial performance and
outcomes is closely linked to the levels of economic activity
in each of the Group’s key markets that are outlined above.

Disclosure on risk factors

Risks specific to the Group

Set out below are the principal risks and uncertainties
associated with the Company and its controlled entities (the
Group). It is not possible to determine the likelihood of
these risks occurring with any certainty. However, the risk
in each category that the Company considers most material
is listed first, based on the information available at the

date of this Report and the Company’s best assessment

of the likelihood of each risk occurring and the potential
magnitude of the negative impact to the Group should such
risk materialise. In the event that one or more of these

risks materialise, the Group’s reputation, strategy, business,
operations, financial condition and future performance
could be materially and adversely impacted.

The Group’s Risk Management Framework and internal
controls may not be adequate or effective in accurately
identifying, evaluating or addressing risks faced by the
Group. There may be other risks that are currently unknown
or are deemed immaterial, but which may subsequently
become known or material. These may individually, or

in aggregate, adversely impact the Group. Accordingly,

no assurances or guarantees of future performance,
profitability, distributions or returns of capital are given by
the Group.

Strategic risk

Strategic risk is the risk associated with the pursuit of

the Group’s strategic objectives, including the risk that the
Group fails to execute its chosen strategy effectively orin a
timely manner.

Strategic initiatives may fail to be executed, may not
deliver all anticipated benefits and may change the
Group’s risk profile.

The Group’s corporate strategy sets its purpose, ambition
and objectives.

The Group prioritises, and invests significant resources

in, the execution of initiatives that are aligned to its
chosen strategy, including transformation and change
programs. These programs focus on technology, digital and
data assets, infrastructure, business improvement, cultural
transformation and changes to associated controls. There
is a risk that these programs may not realise some or

all of their anticipated benefits. These programs may also
increase operational, compliance and other risks, and new
or existing risks may not be appropriately controlled. Any
failure by the Group to deliver in accordance with its
strategy or to deliver these strategic programs effectively,
may result in material losses to the Group, or a failure to
achieve anticipated benefits, and ultimately, may materially
and adversely impact the Group’s operations and financial
performance and position.

The Group faces intense competition.

There is substantial competition across the markets in
which the Group operates. The Group faces competition
from established financial services providers as well as

new market entrants, including foreign banks and non-bank
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competitors such as FinTech's and digital platforms some
of which have lower costs and/or operating and business
models or products that differ or are more competitive
than the Group. Intense competition also increases the
risk of a price war, especially in commoditised lines of
business, where the players with the lowest unit cost

may win share and industry profit pools may erode.

In addition, evolving industry trends, rapid technology
changes and environmental factors may impact customer
needs and preferences and the Group may not predict
these changes accurately or quickly enough, or have the
resources and flexibility to adapt in sufficient time to meet
customer expectations and keep pace with competitors.
These risks are heightened in the current context where
the Group must prioritise responses to new regulation,
identified weaknesses and initiatives to support customers
through COVID-19.

Competition in the banking sector is expected to increase as
the ‘Consumer Data Right (CDR),” known as ‘Open Banking’
continues to be implemented. The CDR seeks to increase
competition between banks by mandating and standardising
the sharing of data relating to their products and services.

It will also increase competition and innovation between
service providers (accredited data recipients) that use data
received under the CDR to provide products and services to
consumers. Giving consumers greater access to, and control
over, their data will improve consumers’ ability to compare
and switch between products and services, and increase the
risk of customer attrition.

In September 2021, the Company became an accredited
data recipient and, accordingly, will now also be able

to receive data from other participants under the CDR.
Currently, the CDR requires the Company to share data

on individuals and sole traders, allowing these customers
to direct the Company to share their data with accredited
data recipients (applicable products include credit and debit
cards, deposit accounts, and transaction ‘current’ accounts,
mortgages, personal loans, asset finance, and business
finance). The mandated scope of the CDR will be extended
to business customers from November 2021. In July 2021,
the New Zealand Government similarly made the decision
to implement a CDR legislative framework with the aim to
introduce CDR legislation in 2022. It is expected that the
adoption of Open Banking in New Zealand will increase
competition in the New Zealand banking industry.

In 2020, the Australian Government also commissioned

a review of the regulatory architecture of the payments
system to ensure it is responsive to the rapid acceleration
in payments technologies and new business models. The
review called for the Australian Government Treasurer

to have increased oversight of, and ability to regulate,
payments systems, and for the powers of the Reserve Bank
of Australia (RBA) to be widened. It is currently not certain
whether, or to what extent, the Australian Government will
adopt the recommendations of the review.

Cryptocurrencies, and other digital assets, have become
increasingly popular over the last 12 months. Regulation of
digital assets is nascent but emerging, and is expected to
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shape the future of the sector and its impact on the Group,
including the possibility of the RBA issuing a Central Bank
Digital Currency.

Ongoing competition for customers can lead to compression
in profit margins and loss of market share, which may
ultimately impact the Group’s financial performance and
position, profitability and returns to investors.

Risks may arise from pursuing acquisitions
and divestments.

The Group regularly considers a range of corporate
opportunities, including acquisitions, divestments, joint
ventures and investments.

Pursuit of corporate opportunities inherently involves
transaction risks, including the risk that the Group over-
values an acquisition or investment or under-values a
divestment, as well as exposure to reputational damage.
The Group may encounter difficulties in integrating

or separating businesses, including failure to realise
expected synergies, disruption to operations, diversion of
management resources or higher than expected costs. These
risks and difficulties may ultimately have an adverse impact
on the Group’s financial performance and position.

The Group may incur unexpected financial losses following
an acquisition, joint venture or investment if the

business it invests in does not perform as planned

or causes unanticipated changes to the Group’s risk

profile. Additionally, there can be no assurance that
customers, employees, suppliers, counterparties and other
relevant stakeholders will remain with an acquired business
following the transaction and any failure to retain such
stakeholders may have an adverse impact on the Group’s
overall financial performance and position.

In particular, specific risks exist in connection with the
Company’s proposed acquisition of Citigroup’s Australian
consumer banking business, announced on 9 August

2021. The successful completion of this transaction is
subject to a number of conditions precedent including
regulatory approvals. Timing of completion will depend on a
number of factors, including receipt of regulatory approvals,
satisfaction of other conditions precedent, and execution of
transition activities.

Further, the Company will rely on Citigroup’s regional
shared technology infrastructure for transitional services
from completion of the proposed acquisition, as well as
Citigroup’s support for data migration activities after the
development of technology systems within the Group. There
is a risk that completion and integration costs may be higher
than anticipated, require more internal resourcing than
anticipated, or that key employees, customers, suppliers or
other stakeholders required for a successful transition will
not be retained.

Citigroup has provided the Company with indemnities
relating to certain pre-completion matters as well as
covenants and warranties in favour of the Company. There
is a risk that these protections may be insufficient to fully
cover liabilities relating to these matters, which may have
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an adverse impact on the Group’s financial performance
and position.

In addition to the proposed acquisition of Citigroup’s
Australian consumer banking business, NAB completed the
previously announced acquisition of 86 400 on 19 May
2021. The Company continues to work through integration
and migration activities required to be undertaken to
integrate the 86 400 business with the UBank division.
This includes revoking 86 400’s ADI authorisation which
remains subject to APRA approval. There is a risk that
integration costs may be higher than anticipated, require
more internal resourcing than anticipated, or that key
employees, customers, suppliers or other stakeholders
required for a successful integration will not be retained.

The Group may also have ongoing exposures to divested
businesses, including through a residual shareholding,
the provision of continued services and infrastructure or
an agreement to retain certain liabilities of the divested
businesses through warranties and indemnities, which
may have an adverse impact on the Group’s business
and financial performance and position. The Group may
also enter into non-compete arrangements as part of
divestments, which may limit the future operations of
the Group.

As announced on 31 May 2021, the Company completed
the sale of its advice, platforms, superannuation and
investments and asset management businesses to IOOF
(the MLC Wealth Transaction). As part of the MLC Wealth
Transaction, the Company provided IOOF with indemnities
relating to certain pre-completion matters, including a
remediation program relating to workplace superannuation,
breaches of anti-money laundering laws and regulations,
regulatory fines and penalties and certain litigation and
regulatory investigations. The Company also provided
covenants and warranties in favour of IOOF. A breach or
triggering of these contractual protections may result in the
Company being liable to IOOF.

As part of the MLC Wealth Transaction, the Company
retained the companies that operate the advice businesses,
such that the Group has retained all liabilities associated
with the conduct of these businesses pre-completion.

From completion, the Company agreed to provide IOOF
with certain transitional services and continuing access to
records, as well as support for data migration activities.
The Company may be liable to IOOF if it fails to perform

its obligations. There is a risk that costs associated with
separation activities and the costs incurred by the Company
in satisfying its obligations may be higher than anticipated.
If these costs are higher than expected, or if the Company
fails to perform its obligations, there may be an adverse
impact on the Group’s financial performance and position.

Credit risk
Credit risk is the risk that a customer will fail to meet their
obligations to the Group in accordance with agreed terms.

Credit risk arises from both the Group’s lending activities
and markets and trading activities.

Despite vaccination programs globally gaining traction,
the full extent of the economic impact of COVID-19 on the
Group’s credit risk profile remains uncertain.

COVID-19 has created economic and financial disruptions
that have adversely affected, and will continue to adversely
affect, the Group’s business, financial conditions, liquidity
and results of operations. The extent and duration of
these continuing negative effects will depend on future
developments, which remain highly uncertain. Increased
credit risk can result in both an increase in losses when
customers default on their loan obligations and/or higher
capital requirements through an increase in the probability
of default.

Although vaccination programs are underway globally, the
distribution of vaccines is uneven and the long-term efficacy
of vaccines remains uncertain (particularly against new
variants of the virus). There is a risk that this could prolong
COVID-19 and the associated negative economic impacts.

In Australia and globally, measures to control the spread

of COVID-19, including restrictions on public gatherings,
business closures (particularly impacting small businesses)
and travel and trade restrictions have had, and continue

to have, a substantial negative impact on economic and
business activity. Certain sectors, including tourism and
transport, hospitality, education, retail, personal services and
commercial property, have experienced, and may continue
to experience significant financial stress. This includes a
heightened risk of corporate and business bankruptcies, and
an increase in household financial stress.

Globally, governments and central banks (including in
Australia and New Zealand) introduced fiscal and monetary
stimulus packages designed to counter the negative
impacts of COVID-19. The unwinding of these stimulatory
policies and measures over time presents downside risk

to economies, with the potential to exacerbate existing
negative effects on businesses and households (including
higher unemployment) which may lead to increased credit
losses for the Group.

The duration and magnitude of COVID-19 and its potential
impacts on the global economy remain unclear. Even

after COVID-19 subsides, the Australian and New Zealand
economies, as well as most other major economies,

may continue to experience stress, including the risk

of recessions. Such an outcome has the potential to
increase customer defaults and materially adversely impact
the Group’s financial performance and position, and

its profitability.

A decline in property market valuations may give rise to
higher losses on defaulting loans.

Lending activities account for most of the Group’s credit risk.
The Group’s lending portfolio is largely based in Australia
and New Zealand. Residential housing loans and commercial
real estate loans constitute a material component of the
Group’s total gross loans and acceptances. The social and
economic impacts of the spread of COVID-19 and the
measures in place to control it, have the potential to drive

a material change in residential property prices. The full
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impact of COVID-19 on the residential and commercial
property markets may be delayed, in part, by governmental
support measures and other actions that the Group

and other financial institutions have taken, for example
permitting loan payment deferrals in certain cases.

Residential property prices in Australia and New

Zealand have continued to increase recently. There is a
possibility that regulatory authorities may introduce further
macroprudential controls in the future if house prices
continue to increase. These changes have the potential

to increase volatility in house price movements. A decline
in the value of the residential property used as collateral
(including in business lending) may give rise to greater
losses to the Group resulting from customer defaults, which,
in turn, may impact the Group’s financial performance and
position, profitability and returns to investors. The most
significant impact is likely to come through residential
mortgage customers in high loan-to-value-ratio brackets.

Adverse business conditions in Australia and New Zealand,
particularly in the agriculture sector, may give rise to
increasing customer defaults.

The Group has a large market share among lenders to the
Australian and New Zealand agricultural sectors. Volatility
in commodity prices, foreign exchange rate movements,
disease and introduction of pathogens and pests, export
and quarantine restrictions and supply chain constraints,
extreme weather events, increasing weather volatility and
longer-term changes in climatic conditions, may negatively
impact these sectors. This may result in increased losses to
the Group from customer defaults, and ultimately may have
an adverse impact on the Group’s financial performance
and position. More broadly, physical and transition risks
associated with climate change may also increase current
levels of customer defaults in other sectors.

Market declines and increased volatility may result in the
Group incurring losses.

Some of the Group’s assets and liabilities comprise financial
instruments that are carried at fair value, with changes

in fair value recognised in the Group’s income statement.
Market declines and increased volatility could negatively
impact the value of such financial instruments and cause the
Group to incur losses.

The Group may be adversely impacted by macro-economic
and geopolitical risks, and climate, social and financial
market conditions which pose a credit risk.

The majority of the Group's businesses operate in Australia
and New Zealand, with branches currently located in Asia,
the United Kingdom and the United States. Levels of
borrowing are heavily dependent on customer confidence,
employment trends, market interest rates, and other
economic and financial market conditions and forecasts
most relevant for the Group in Australia and New Zealand,
but also in the global locations in which the Group operates.

Domestic and international economic conditions and
forecasts are influenced by a number of macro-economic
factors, such as: economic growth rates; environmental and
social issues (including emerging issues such as payroll
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compliance and modern slavery risk); cost and availability

of capital; central bank intervention; inflation and deflation

rates; level of interest rates; yield curves; market volatility;

and uncertainty. Deterioration in any of these factors may

lead to the following negative impacts on the Group:

e Deterioration in the value and liquidity of assets
(including collateral).

¢ Inability to price certain assets.

e Environmental conditions and social issues impacting the
value of customers’ security or business operations.

e Anincrease in customer or counterparty default and
credit losses.

e Higher provisions for credit impairment.

e Mark-to-market losses in equity and trading
positions, including the Company's high quality-liquid
asset portfolios.

¢ lack of available or suitable derivative instruments for
hedging purposes.

e |ncreased cost of insurance, lack of available or suitable
insurance, or failure of the insurance underwriter.

Economic conditions may also be negatively impacted by
climate change and major shock events, such as natural
disasters, epidemics and pandemics, war and terrorism,
political and social unrest, and sovereign debt restructuring
and defaults.

The following macro-economic and financial market

conditions are currently of most relevance to the credit risk

facing the Group, and may affect revenue growth and/or

customer balance sheets:

¢ Global economic growth has rebounded in calendar
year 2021 and is expected to record above trend
growth in calendar year 2022, as activity in major
economies gradually returns to normal. However, the
unequal distribution of vaccines and uncertainty relating
to COVID-19 means that there may be considerable
variation in recovery between different countries and
within different industry segments (with international
tourism likely to lag). Global growth is expected to
return to its long-term trend in calendar year 2023. There
is uncertainty around these forecasts given ongoing
concerns related to COVID-19.

¢ Globally, central bank monetary policy rates (including in
Australia and New Zealand) are at extremely low levels
by historical standards, with a broad range of these
institutions implementing unconventional monetary
policy (such as quantitative easing) to provide additional
stimulus during COVID-19. Reducing (and eventually
ending) asset purchases is expected to be part of
the first stages in normalising monetary policy — with
Canada and New Zealand already starting this process,
while the US Federal Reserve is expected to start
tapering purchases early in calendar year 2022. Although
prolonged accommodative monetary policy is providing
support to the economic recovery post COVID-19, it risks
building on existing imbalances in various asset classes
across regions which could correct as policy support is
unwound. Low rates may also reduce the impetus for
highly geared borrowers to deleverage, increasing the
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credit risk posed to the Group. More generally, low policy
rates may adversely affect the Group’s cost of funds,
trading income, margins and the value of the Group’s
lending and investments.

« Inflationary pressures have increased since the start
of calendar year 2021, reflecting the impact of loose
monetary policy, large scale fiscal stimulus in many
countries, supply disruptions and shortages in some
key markets. This is despite unemployment generally
remaining above pre-COVID-19 levels. Major central bank
commentary indicates that some of this pressure is
transitory, however persistent above target inflation could
lead to abrupt increases in policy rates, which could slow
economic growth and affect borrowers’ ability to service
their debts.

» Chinais a major trading partner for Australia and New
Zealand, with export incomes and business investment
exposed to changes in China’s economic growth or trade
policies. China’s economic growth in the first half of
calendar year 2021 was highly imbalanced by historical
standards, weighted towards industrial production, with
domestic consumption subdued. A range of medium
to longer term risks remain, including high corporate
debt levels and demographic pressures from its ageing
population. Diplomatic tensions between the Chinese and
Australian governments have risen over the past year,
with China imposing trade restrictions on a broad range
of Australian exports (including coal, barley, wine, beef,
lamb and cotton among others). This may have a negative
impact on the Group’s customers who are exposed to
these sectors and may give rise to increasing levels of
customer defaults.

e Geopolitical risks continue to present uncertainty to
the global economic outlook, with negative impacts on
consumption and business investment. Tensions between
the US and China around China's trade and technology
policies (among other areas) persist, which could impact
global economic growth and global chains. Similarly,
geopolitical tensions in the Asia-Pacific region could
increase as a result of the agreed AUKUS pact or other
similar agreements. An increasing fragmentation of, and
a rise in populism in, many major democratic economies
have led to difficulties in policy implementation and an
increase in anti-globalisation sentiment. Following the
United Kingdom’s departure from the European Union,
the legal framework underpinning cross-border provision
of financial services between the United Kingdom
and EU remains subject to change. Political tensions
between the Hong Kong Special Administrative Region
and the People’s Republic of China remain high. China
is exerting greater political power over the region — by
reducing the number of directly elected members of
Hong Kong’s Legislative Council and vetting candidates
— following the 2019-20 protests. In addition, there
are a range of other geopolitical risks, particularly
given the ongoing uncertainty around the Middle East
(including Afghanistan), the Korean Peninsula and the
South China Sea.

e As commodity exporting economies, Australia and New
Zealand are exposed to shifts in global commodity
prices that can be sudden, sizeable and difficult to
predict. Fluctuations in commodity markets can affect
key economic variables like national income tax receipts
and exchange rates. Commodity price volatility remains
substantial and given the Group’s sizeable exposures
to commodity producing and trading businesses, this
volatility poses a significant source of credit risk to
the Group.

Market risk

The Group may suffer losses as a result of a change in

the value of the Group’s positions in financial instruments,
bank assets and liabilities, or their hedges due to adverse
movements in market prices. Adverse price movements
impacting the Group may occur in credit spreads, interest
rates, foreign exchange rates, commodity and equity prices,
particularly during periods of heightened market volatility
or reduced liquidity. While the initial market volatility due to
the impact of COVID-19 has subsided, there is potential for
further market volatility as the global economy recovers.

The occurrence of any event giving rise to material market
risk losses may have a negative impact on the Group’s
financial performance and financial position.

The Group is exposed to credit spread risk.

Credit spread risk is a significant risk type in the Group’s
trading and banking books. Credit spread risk is the risk

that the Group may suffer losses from adverse movements in
credit spreads.

The Group’s trading book is exposed to credit risk
movements in the value of securities and derivatives

as a result of changes in the perceived credit quality

of the underlying company or issuer. Credit spread risk
accumulates in the Group’s trading book when it provides
risk transfer services to customers seeking to buy or

sell fixed income securities (such as corporate bonds).
The Group may also be exposed to credit spread risk
when holding an inventory of fixed income securities

in anticipation of customer demand or undertaking
market-making activity (i.e. quoting buy and sell prices

to customers) in fixed income securities. The Group’s
trading book is also exposed to credit spread risk
through credit valuation adjustments. A widening of credit
spreads could negatively impact the value of the Credit
Valuation Adjustment.

The Group’s banking book houses the Group’s liquidity
portfolio which is also subject to credit spread risk through
changes in spreads on its holdings of semi-government
and bank issued bonds. These positions form part of the
required holdings of HQLA’s used in managing the Group’s
liquidity risk and can give rise to material profit and loss
volatility within Group Treasury during periods of adverse
credit spread movements. Positions in Residential Mortgage
Backed Securities (RMBS) that arise through the Group’s
warehousing, underwriting and syndication operations also
form part of the banking book and are exposed to changes
in credit spreads.
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The Group is exposed to interest rate risk.

The Group's financial performance and capital position are
impacted by changes in interest rates. The Group’s trading
book is exposed to changes in the value of securities

and derivatives as a result of changes in interest rates.

The Group’s trading book accumulates interest rate risk
when the Group provides interest rate hedging solutions
for customers, holds interest rate risk in anticipation

of customer requirements, or undertakes market-making
activity in fixed income securities or interest rate derivatives.

Balance sheet and off-balance sheet items can create an
interest rate risk exposure within the Group. As interest
rates and yield curves change over time, including negative
interest rates in certain countries in which the Group
operates, the Group may be exposed to a loss in earnings
and economic value due to the interest rate profile of its
balance sheet. Such exposure may arise from a mismatch
between the maturity profile of the Group’s lending
portfolio compared to its deposit portfolio (and other
funding sources), as well as the extent to which lending
and deposit products can be repriced should interest rates
change, thereby impacting the Group’s net interest margin.

The Group is exposed to foreign exchange risk.

Foreign exchange risks are evident in the Group’s trading
and banking books.

Foreign exchange and translation risk arise from the impact
of currency movements on the value of the Group’s
positions in financial instruments, profits and losses, and
assets and liabilities due to participation in global financial
markets and international operations.

The Group’s ownership structure includes investment in
overseas subsidiaries and associates which gives rise

to foreign currency exposures, including through the
repatriation of capital and dividends. The Group’s businesses
may therefore be affected by a change in currency exchange
rates, and movements in the mark-to-market valuation of
derivatives and hedging contracts.

The Group’s financial statements are prepared and
presented in Australian dollars, and any adverse fluctuations
in the Australian dollar against other currencies in which

the Group invests or transacts and generates profits (or
incurs losses) may adversely impact its financial performance
and position.

Capital, funding and liquidity risk
The Group is exposed to funding and liquidity risk.

Funding risk is the risk that the Group is unable to

raise short and long-term funding to support its ongoing
operations, regulatory requirements, strategic plans and
objectives. The Group accesses domestic and global capital
markets to help fund its business, along with using customer
deposits. In addition, by 30 June 2021, the Company had
fully drawn its allocation of the TFF, a three-year facility
established by the RBA to provide an efficient source of
funding for eligible ADI's within Australia. Final maturity
dates of drawn TFF allocations are concentrated across all
participating ADIs. Dislocation in capital markets, reduced
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investor interest in the Group’s securities and/or reduced
customer deposits, may adversely affect the Group’s funding
and liquidity position, increase the cost of obtaining funds
or impose unfavourable terms on the Group’s access to
funds, constrain the volume of new lending, or adversely
affect the Group’s capital position.

Liquidity risk is the risk that the Group is unable to meet
its financial obligations as they fall due. These obligations
include the repayment of deposits on demand or at

their contractual maturity, the repayment of wholesale
borrowings and loan capital as they mature, the payment
of interest on borrowings and the payment of operational
expenses and taxes. The Group must also comply with
prudential and regulatory liquidity obligations across

the jurisdictions in which it operates. Any significant
deterioration in the Group’s liquidity position may lead to an
increase in the Group’s funding costs, constrain the volume
of new lending, result in the Group drawing upon its CLF
with the RBA or cause the Group to breach its prudential
or regulatory liquidity obligations. This may adversely
impact the Group’s reputation and financial performance
and position.

The Group’s reliance on the CLF is expected to

continue to decline throughout 2022, following the APRA
announcement that ADI’s should reduce usage of the CLF to
zero by the end of December 2022. The removal of the CLF
presents potential risks for the Group with the likely need to
access additional funding to purchase HQLA in place of the
CLF, ensuring the Group’s liquidity position remains strong.

The Group’s capital position may be constrained by
prudential requirements.

Capital risk is the risk that the Group does not hold sufficient
capital and reserves to cover exposures and to protect
against unexpected losses. Capital is the cornerstone of the
Group’s financial strength. It supports an ADI’s operations

by providing a buffer to absorb unanticipated losses from

its activities.

The Group must comply with prudential requirements in

relation to capital across the jurisdictions in which it

operates. Compliance with these requirements and any

further changes to these requirements may:

¢ Limit the Group’s ability to manage capital across the
entities within the Group.

e Limit payment of dividends or distributions on shares and
hybrid instruments.

e Require the Group to raise more capital (in an absolute
sense) or raise more capital of higher quality.

e Restrict balance sheet growth.

In response to the impacts of COVID-19, APRA outlined
expectations for ADIs, limiting dividend payments to 50% of
earnings in 2020. While specific restrictions were removed
in its updated December 2020 guidance, APRA could
reintroduce similar requirements in the future.

The RBNZ has implemented a restriction limiting banks

to pay dividends up to a maximum of 50% of prior

financial year earnings and has outlined its expectation that
New Zealand banks will exercise prudence in determining
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dividends. This restriction will remain in place until 1 July
2022, subject to economic conditions at that time.

Current regulatory changes that could present a risk to the
Group’s capital position include APRA’s various reforms in
relation to loss-absorbing capacity and revisions to the ADI
capital framework.

e Existing loss-absorbing requirements for D-SIBs such as
the Company, to increase total capital by 3% of risk
weighted assets (RWA) by 1 January 2024 are expected
to be satisfied primarily through the issue of additional
Tier 2 Capital. APRA will consider “feasible alternative
methods” for raising an additional 1% to 2% of RWA in
loss-absorbing capacity, in consultation with industry and
other interested stakeholders. This potential incremental
requirement could further increase the Group’s funding
costs due to the higher cost of Tier 2 Capital issuance
relative to senior debt.

e The major Australian banks (including the Company)
have been subject to APRA’s ‘unquestionably strong’
target benchmark capital ratios since January 2020.
APRA has recommenced its consultations on the revised
ADI capital framework. Final prudential standards, draft
prudential practice guides and initial details of reporting
requirements in relation to the risk-weighting framework
and other capital requirements are expected to be
released by the end of 2021, with implementation
of revised prudential standards in relation to the risk-
weighting framework and other capital requirements
from 1 January 2023. While the capital reforms do not
propose an additional increase to the quantum of capital
required across the system, the implementation of these
reforms may require the Group to hold additional capital.

If the information or the assumptions upon which

the Group’s capital requirements are assessed prove to
be inaccurate, this may adversely impact the Group’s
operations, financial performance and financial position.

A significant downgrade in the Group’s credit ratings
may adversely impact its cost of funds and capital
market access.

Credit ratings are an assessment of a borrower’s
creditworthiness and may be used by market participants
in evaluating the Group and its products, services and
securities. Credit rating agencies conduct ongoing review
activities, which can result in changes to credit rating
settings and outlooks for the Group, or credit ratings

of sovereign jurisdictions where the Group conducts
business. Credit ratings may be affected by operational and
market factors, or changes in the credit rating agency’s
rating methodologies.

A downgrade in the credit ratings or outlook of the Group,
the Group’s securities, or the sovereign rating of one

or more of the countries in which the Group operates,

may increase the Group’s cost of funds or limit access

to capital markets. This may also cause a deterioration

of the Group’s liquidity position and trigger additional
collateral requirements in derivative contracts and other
secured funding arrangements. A downgrade to the Group’s
credit ratings relative to peers may also adversely impact

the Group’s competitive position and financial performance
and position.

The Group may fail to, or be unable to, sell down its
underwriting risk.

As financial intermediaries, members of the Group
underwrite or guarantee different types of transactions,
risks and outcomes, including the placement of listed

and unlisted debt, equity-linked and equity securities. The
underwriting obligation or guarantee may be over the
pricing and placement of these securities, and the Group
may therefore be exposed to potential losses, which may be
significant, if it fails to sell down some or all of this risk to
other market participants.

Operational risk

Operational risk is the risk of loss resulting from inadequate
or failed internal processes, people and systems or external
events. This includes legal risk but excludes strategic risk.

Disruption to technology may adversely impact the
Group’s reputation and operations.

Most of the Group’s operations depend on technology,
and therefore the reliability, resilience and security of
the Group’s (and its third-party vendors’) information
technology systems and infrastructure are essential to the
effective operation of its business and consequently to
its financial performance and position. The reliability and
resilience of the Group’s technology may be impacted

by the complex technology environment, failure to keep
technology systems up-to-date, an inability to restore or
recover systems and data in acceptable timeframes, or a
physical or cyber-attack.

The rapid evolution of technology in the financial services
industry and the increased expectation of customers for
internet and mobile services on demand expose the Group
to changing operational scenarios.

Any disruption to the Group’s technology (including
disruption to the technology systems of the Group’s external
providers) may be wholly or partially beyond the Group’s
control and may result in operational disruption, regulatory
enforcement actions, customer redress, litigation, financial
losses, theft or loss of customer data, loss of market share,
loss of property or information, or may adversely impact

the Group’s speed and agility in the delivery of change

and innovation.

In addition, any such disruption may adversely affect the
Group’s reputation, including the view of regulators or
ratings agencies, which may result in loss of customers, a
reduction in share price, ratings downgrades and regulatory
censure or penalties. Social media commentary may further
exacerbate such adverse outcomes for the Group and
negatively impact the Group’s reputation.

The Group’s colleagues and customers have been and may
continue to be impacted by COVID-19.

The continuing disruption of COVID-19 has impacted, and
continues to impact the usual operations of the Group, its
customers and suppliers. Steps taken by the Group’s Crisis
Management Team have included alternate work locations
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and arrangements implemented for Group colleagues, a
decreased reliance on property infrastructure, and an
increased reliance on mobile technology and business
process changes to support customers, colleagues and
suppliers and ensure continuity of the Group’s business
operations. These operational changes could lead to direct
financial loss or impact the Group’s ability to operate
effectively and efficiently.

It is difficult to predict the extent to which each colleague’s
ability to provide customer support and service and
maintain their own health will be affected over an extended
period. No assurance can be given that the precautions
being taken by the Group to protect its colleagues and
customers will be adequate nor can the Group predict the
level of further disruption which may occur.

The Group continues to monitor the situation closely as

the domestic and global business environment changes,
including progress of vaccination programs, and it is unclear
how this will further evolve or if the Group will need to
continue to re-activate the response teams and plans. Other
epidemics or pandemics may arise in future which may
again activate a crisis response causing disruption to the
Group’s operations.

Privacy, information security and data breaches may
adversely impact the Group’s reputation and operations.

The Group processes, stores and transmits large amounts
of personal and confidential information through its
technology systems and networks. Threats to information
security are constantly evolving and techniques used to
perpetrate cyber-attacks are increasingly sophisticated.

Although the Group invests in protecting the confidentiality
and integrity of this information, the Group may not

always be able to anticipate a security threat, or be

able to implement effective information security policies,
procedures and controls to prevent or minimise the
resulting damage. The Group uses select external providers
(in Australia and overseas) to process and store confidential
data and to develop and provide its technology services,
including the increasing use of cloud infrastructure. The
Group may also submit confidential information to its

key regulators under a legal obligation and as part of
regulatory reporting.

A breach of security at any of these external providers,
regulators or within the Group may result in operational
disruption, theft or loss of customer data, a breach of
privacy laws, regulatory enforcement actions, customer
redress, litigation, financial losses, or loss of market share,
property or information. This may be wholly or partially
beyond the control of the Group and may adversely impact
its financial performance and position.

In addition, any such event may give rise to increased
regulatory scrutiny or adversely affect the view of ratings
agencies. Social media commentary and the Group’s
responses to the relevant event may exacerbate the impact
on the Group’s reputation.
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Complexity of infrastructure, processes and models, gives
rise to a significant risk to the Group's operations.

The Group’s business involves the execution of many
processes and transactions with varying degrees of
complexity. The Group is reliant on its policies, processes,
controls and supporting infrastructure functioning as
designed, along with third parties appropriately managing
their own operational risk and delivering services to the
Group as required. A failure in the design or operation of
these policies, processes, controls and infrastructure, failure
of the Group to manage external service providers, or the
disablement of a supporting system all pose a significant
risk to the Group’s operations and consequently its financial
performance and reputation.

Models are used extensively in the conduct of the Group’s
business, for example, in calculating capital requirements

or customer compensation payments and measuring and
stressing exposures. If the models used prove to be
inadequate or are based on incorrect or invalid assumptions,
judgements or inputs, this may adversely affect the

Group’s customers and the Group’s financial performance
and position.

The Group is exposed to the risk of human error.

The Group’s business, including the internal processes
and systems that support business decisions, relies on
inputs from its employees, agents and external providers.
The Group is exposed to operational risk due to process
or human errors including incorrect or incomplete data
capture and records maintenance, incorrect or incomplete
documentation to support activities, or inadequate design
of processes or controls. The Group uses select external
providers (in Australia and overseas) to provide services
to the Group and is exposed to similar risks arising from
such failures in the operating environment of its external
providers. The materialisation of any of these risks could
lead to direct financial loss, loss of customer, employee

or commercially sensitive data, regulatory penalties and
reputational damage.

The Group may not be able to attract and retain
suitable talent.

The Group is dependent on its ability to attract and retain
key executives, colleagues and Board members with a
deep understanding of banking and technology, who are
qualified to execute the Group’s strategy, as well as the
technology transformation the Group is undertaking to
meet the changing needs of its customers. Weaknesses in
employment practices, including diversity, discrimination,
workplace flexibility, payroll compliance and workplace
health and safety, are sources of operational risk that can
impact the Group’s ability to attract and retain qualified
personnel with the requisite knowledge, skills and capability.

COVID-19 has resulted in international border closures
limiting access to international talent markets. In countries
where COVID-19 restrictions are eased or removed,
academic research indicates an increased level of voluntary
attrition. These factors may impact the Group’s capacity to
attract and retain key talent.
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The Group’s capacity to attract and retain key talent is

also dependent on its ability to design and implement
effective remuneration structures. This may be constrained
by regulatory requirements (particularly in the highly
regulated financial services sector), as well as investor and
community expectations.

The unexpected loss of key resources or the inability to
attract personnel with suitable experience may adversely
impact the Group’s ability to operate effectively and
efficiently, or to meet the Group’s strategic objectives.

External events may adversely impact the
Group’s operations.

Operational risk can arise from external events such
as biological hazards, climate change, natural disasters,
widespread disease or pandemics, or acts of terrorism.

The Group has branches in regional areas in Australia
that are prone to seasonal natural disasters, including fires
and floods.

In addition, the Group has branches and office buildings

in New Zealand, which have experienced significant
earthquakes and aftershocks in recent years, and which may
be exposed to the risk of future earthquakes.

Given the Group’s physical presence in major cities in
Australia, New Zealand and other countries where it has, or
is intending to establish, offshore operations, it may also be
exposed to the risk of a terrorist attack.

External events such as extreme weather, natural disasters,
biological hazards and acts of terrorism may cause property
damage and business disruption, which may adversely
impact the Group’s financial performance. In addition, if
the Group is unable to manage the impacts of such
external events, it may lead to reputational damage and
compromise the Group’s ability to provide a safe workplace
for its personnel.

The environment the Group is operating in has become
more complex and more uncertain and could create
operational risks that are yet to be identified.

Sustainability risk

Sustainability risk is the risk that events or conditions
(which includes Environmental, Social or Governance (ESG)
issues) arise that could negatively impact the sustainability,
resilience, risk and return profile, value or reputation of the
Group or its customers and suppliers.

Physical and transition risks arising from climate change
and other environmental impacts may lead to increasing
customer defaults and decrease the value of collateral.

Extreme weather, increasing weather volatility and longer-
term changes in climatic conditions, as well as other
environmental impacts such as biodiversity loss and
ecosystem degradation, may affect property and asset values
or cause customer losses due to damage, crop losses,
existing land use ceasing to be viable, and/or interruptions
to, or impacts on, business operations and supply chains.

Parts of Australia are prone to, and have recently
experienced, physical climate events such as severe drought

conditions and bushfires over the 2019/2020 summer
period, followed by record-breaking floods in Eastern
Australia in early 2021. The impact of these extreme weather
events can be widespread, extending beyond primary
producers to customers of the Group who are suppliers

to the agricultural sector, and to those who reside in,

and operate businesses within, impacted communities. The
impact of these losses on the Group may be exacerbated

by a decline in the value and liquidity of assets held as
collateral, which may impact the Group’s ability to recover its
funds when loans default.

Climate-related transition risks are also increasing as
economies, governments and companies seek to transition
to low-carbon alternatives and adapt to climate change.
Certain customer segments may be adversely impacted

as the economy transitions to renewable and low-
emissions technology. Decreasing investor appetite and
customer demand for carbon intensive products and
services, increasing climate-related litigation, and changing
regulations and government policies designed to mitigate
climate change, may negatively impact revenue and access
to capital for some businesses.

These physical and transition risk impacts may increase
current levels of customer defaults, thereby increasing the
credit risk facing the Group and adversely impacting the
Group’s financial performance and position, profitability and
returns to investors.

The Group, its customers, or its suppliers may fail to
comply with legal, regulatory or voluntary standards
or broader shareholder, community and stakeholder
expectations concerning ESG risk performance.

ESG issues have been subject to increasing legal, regulatory,

voluntary and prudential standards and increasing

(and sometimes conflicting) community and stakeholder

expectations. These include:

e Environmental issues — such as climate change,
biodiversity loss, ecosystem degradation and pollution.
There have been recent changes in supervisory and
regulatory guidance and requirements for banks where
regulators seek to understand and manage system-wide
climate-related risks. This focus is evolving to broader
environmental issues over time as the links between
nature and economic prosperity and societal wellbeing
are becoming better understood.

e Social issues — such as human rights (including modern
slavery), compliance with recognised labour standards
and fair working conditions, unfair and inequitable
treatment of people including discrimination, product
responsibility, appropriate remuneration and the impact
of projects on local and Indigenous communities.

e Governance issues — such as bribery and corruption, tax
avoidance, poor governance, lack of transparency and
diminishing of accountabilities.

As certain issues become better understood and the
associated risks can be more accurately quantified,
corporate ESG commitments, and performance against
those commitments, may be more closely monitored by
external stakeholders.
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Failure by the Group to comply with ESG-related standards
or meet community and stakeholder expectations, or the
failure to apply appropriate standards to its customers, or to
entities in the Group’s supply chain, may adversely impact
the Group’s reputation, and shareholder, customer and
employee sentiment towards the Group, or may increase the
risk of ESG-related litigation against the Group.

Certain products, services or industries may become subject
to heightened public scrutiny, either generally or following
a specific adverse event, or as a result of activism by
shareholders, investors or special interest groups. This can
result in a sudden and significant decrease in demand for
these products or services and a negative impact on revenue
and access to capital for some businesses, and increasing
litigation risk. Reputational damage to impacted suppliers,
customers or customer sectors may give rise to associated
reputational damage to the Group. In addition, levels of
customer defaults in an impacted sector may increase,
adversely impacting the Group’s financial performance and
position, profitability and returns to investors.

Conduct risk

Conduct risk is the risk that any action of the Group, or
those acting on behalf of the Group, will result in unfair
outcomes for any of the Group’s customers.

The Group is heavily reliant on its employees, contractors
and external suppliers acting in an appropriate and
ethical way.

Organisational culture can greatly influence individual and
group behaviours which can expose an organisation and
lead to unfair customer outcomes. The behaviours that
could expose the Group to conduct risk include:

e Selling, providing or unduly influencing customers to
purchase or receive products or services that may not
meet their existing needs or that place the customer at
risk of future hardship.

¢ Being a party to fraud.

¢ Non-adherence to applicable requirements or providing
financial advice which is not appropriate or in the
customers’ interests.

e Delays in appropriately escalating regulatory and
compliance issues.

e Failure to resolve issues and remediate customers
in a timely manner and in accordance with
community expectations.

e Failure to deliver on product and service commitments.

» Failure to remediate business processes and stop re-
occurrence of issues in a timely manner.

In addition, events such as COVID-19 can result in rapid
changes to the internal and external business environment
and subsequent changes to business processes to support
customers. This may impact both the likelihood and the
consequence of unfair outcomes to customers, including
through decisions and actions where the trade-offs or tail
risks may not be immediately apparent or quantifiable.

The Group is continuing to support its customers in an
appropriate way during COVID-19 including through regular
customer communications. However, no assurance can be
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given that the steps being taken will not have unintended
consequences in the future or that they will meet the future
expectations of the Group’s regulators. COVID-19 has led

to increased risk of scams and fraud against the Group’s
customers. The Group cannot predict the level of further
disruption which may occur.

If the Group’s conduct related controls were to fail
significantly, be set inappropriately, or not meet legal,
regulatory or community expectations, then the Group may
be exposed to:

e Increased costs of compliance, fines, additional
capital requirements, public censure, loss of customer
confidence, class actions and other litigation, settlements
and restitution to customers or communities.

e Increased supervision, oversight or enforcement by
regulators or other stakeholders.

¢ Unenforceability of contracts such as loans, guarantees
and other security documents.

e Enforced suspension of operations, amendments to
licence conditions or loss of licence to operate all or part
of the Group’s businesses.

e Other enforcement or administrative action or
agreements, including legal proceedings.

A failure of the Group’s conduct controls to accurately
reflect relevant legal, regulatory or community expectations
may adversely impact the Group’s reputation, financ