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2019 AT A GLANCE

.66

Dividend per share (for the full year)

32 cents lower than 2018

af’

Employee engagement score

Compared to top quartile global
benchmark of 69%

9.9

cash return on equity

180 basis points decrease from 2018

-14

Priority segments net
promoter score
2 point increase from 2018, ranked
equal #1 amongst major banks

54,808

Statutory net profit

59.10sN

Cash earnings

10.6% decrease from 2018

$6.55bn cash earnings
ex large notables of $1,448m
0.8% increase from 2018
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Australians assisted with

microfinance products and services

1% increase from 2018
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19,673

Number of customers assisted
experiencing financial hardship

7% increase from 2018
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CHAIRMAN'S

MESSAGE

The release of National Australia Bank’s annual reports
coincides with my first day as Chairman. | have taken this
position after eight months as interim Group CEO, more
than three years as a Director and more than 37 years
working in financial services.

This has been an extraordinarily challenging year for the
organisation, in which it was clear that significant changes
were necessary. We required a different approach.

The Board understands what has gone wrong within the
bank and that we can only move forward if we deal with the
past. We are determined to make things right, earn trust
and build confidence in the future of our business.

We are pleased with the calibre of the incoming Group CEQ,
Ross McEwan, who is commencing on 2 December 2019.
Ross is an experienced and proven CEO with a strong
reputation for customer fairness, cost management,
reputation recovery and leading industry reform. The Board
stands ready to help Ross take the organisation forward to
become the bank you want us to be.

At no stage will we seek to brush past the events and
findings of the Royal Commission. We were rightly called
out for failing to meet customer expectations and, in some
cases, breaching their trust. We faced challenges and
revelations that ultimately led to our outgoing Chairman
and former Group CEO resigning.

The shareholders’ first strike against our 2018
Remuneration Report at our Annual General Meeting (AGM)
last year also sent a clear message. We needed to reshape
our remuneration framework, including how we applied
outcomes for executives.

Along the way, we lost trust with customers and the
broader community. As interim Group CEO, | have
responded to these disappointments by being clear on
accountability and driving rigour and discipline in the way
NAB operates.

Lifting performance

We are addressing the issues of the past and preparing the
bank for the future. We have taken clear actions designed
to ensure we meet customer and community expectations.

The Board has increased rigour in assessing performance,
with a clear focus to reward longer-term, sustainable
customer and shareholder outcomes.

While 2019 underlying business performance was solid,
NAB did not achieve some financial and non-financial
targets. The Remuneration Report reflects the Board’s
decision that the Executive Leadership Team will receive no
short-term variable reward and no fixed remuneration
increase for the financial year.

We have strengthened our financial settings. We have
increased customer-related remediation provisions. We
have lowered our dividend payout, by 16% from financial
year 2018, and we have raised a significant amount of
capital to ensure we are on track to meet APRA’s
‘Unquestionably Strong’ requirements for 1 January next
year.

Our transformation, which has been underway for over two
years, is delivering real benefits in terms of productivity and
supporting business growth in a challenging, low-rate
environment. It is also improving the resilience of our
technology and enabling us to adapt to a new digital future.
Our focus on becoming simpler, faster and less complex for
customers and employees has resulted in 30% fewer
products, 30% fewer over the counter transactions and a
17% decrease in calls to our call centres.

We are making things right where we have made mistakes.
We have improved processes to remediate customers fairly,
consistently and more quickly, with a dedicated remediation
team of more than 950 people driving this work.
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A comprehensive program of work is well underway to
improve non-financial risk management at NAB. We are
focused on driving effective change to improve outcomes
for customers and achieve sustainable, long-term
performance.

We have begun an extensive and considered reform
program to achieve cultural and risk transformation, arising
out of the Self-Assessment and sitting alongside our Royal
Commission response.

We take full accountability for our failings and have been
transparent on our progress to address them. Intensive
effort is underway to continue to overhaul processes and
practices, but it is early days and there is more work to be
done to achieve sustainable change.

We are determined to ensure NAB meets the highest
standards and to build a culture that puts customers at the
centre of everything we do.

Supporting customers and the broader community

NAB exists to serve customers, to keep their money safe and
to facilitate borrowing and enable investment. In doing so,
our core banking activities play an important role in the
economy and the broader community —including $5 billion
paid in dividends to our mostly Australian-based
shareholders and $3.1 billion paid in taxes this year.

We are absolutely committed to doing our part to support
growth for business and households. We know that
increased prosperity in Australia relies heavily on business
investment and the current caution in the private sector
reflects broader global uncertainty.

The RBA cash rate is sitting at historic lows, which presents
new challenges for our industry. We are determined to
address the needs of depositors, borrowers and our
shareholders in this dynamic environment —and remain
very much open for business. This year we provided $61
billion in new lending for our Australian and New Zealand
customers to buy or renovate their homes.

This year we enhanced our standing as Australia’s largest
business bank, growing market share in the small to
medium sector. With NAB financing one in three dollars lent
to Australian farmers, we are also the leading agribusiness
bank.

We also want to make a positive impact on the lives of our
customers, people, shareholders, communities and the
environment in which we operate. Our employees took
13,464 volunteer days to support the community this year
and in our 16" year of partnership with Good Shepherd, we
have now funded $293.6 million in loans to more than half
a million Australians unable to access mainstream finance.

In a unique collaboration with the CSIRO, we launched the
Australian National Outlook report in June, outlining a
broad and compelling view about Australia’s roadmap to
2060. We are committed to the communities in which we
operate and understand we have an important role to play
in Australia’s economy.
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We have more than 34,000 people and are equally focused
on caring for them; the bankers and teams across the bank
who strive to deliver the best possible financial services to
our customers every day. | am proud that our customers
often call out their local branch employees as the highlight
of their banking relationship with us.

We are working to foster a culture of inclusion and
accessibility, enabled by leaders and employee-led
volunteer groups. In our survey of NAB employees this year,
74% told us they experienced an inclusive workplace in
2019. Our aim is to reach the top quartile of organisations
in Australia and New Zealand, which would require a result
around 77% for inclusion.

The future of your business

As Chairman, | am acutely aware of what is expected of me
and the Board in coming years. We will continue to actively
pursue Board renewal, following the resignation of former
Chairman Ken Henry, effective November 2019 and the
planned retirement of Anthony Yuen after our AGM in
December 2019.

| take this opportunity to formally thank Ken and Anthony
for their contributions and service since they joined the
Board in 2011 and 2010 respectively, and wish them well for
the future. | also thank our former Group CEO, Andrew
Thorburn, who led the organisation for more than four
years and whose passion for customers is well known.

| would also like to welcome Kathryn Fagg as a new director
on our Board, effective 16 December 2019. Kathryn is a
highly respected director with extensive leadership
experience across several industries, including banking, and
will stand for election at our AGM in December 2019.

The Board understands we are at the service of
shareholders, as well as customers and the community. As
customers and shareholders ourselves, we have a shared
experience and perspective on NAB’s performance.

After a year in which we were found to have fallen short in
several areas, we look forward to demonstrating to all
stakeholders that we are a company worthy of your
support.

Philip Chronican, Chairman
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OPERATING AND FINANCIAL REVIEW

The directors of National Australia Bank Limited (NAB)
present their report, together with the financial statements
of the Group, being NAB and its controlled entities, for the
year ended 30 September 2019.

Certain definitions

The Group’s financial year ends on 30 September. The
financial year ended 30 September 2019 is referred to as
2019 and other financial years are referred to in a
corresponding manner. Reference in this document to the
September 2019 full year are references to the twelve
months ended 30 September 2019. 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

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. Users of
this report 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.

The Operating and Financial Review describes certain
initiatives relating to the Group’s strategic agenda
(“Program”), including certain forward looking statements.
These statements are subject to a number of risks,
assumptions and qualifications, including:

¢ Detailed business plans have not been developed for the
entirety of the Program, and the full scope and cost of
the Program may vary as plans are developed and third
parties engaged.

e The Group’s ability to execute and manage the Program
in a sequenced, controlled and effective manner and in
accordance with the relevant project and business plan
(once developed).

e The Group’s ability to execute productivity initiatives and
realise operational synergies, cost savings and revenue
benefits in accordance with the Program plan (including,
in relation to CTl and ROE targets, the extension of
improvements beyond the current Program plan).

¢ The Group’s ability to meet its internal net FTE reduction
targets.

e The Group’s ability to recruit and retain FTE and
contractors with the requisite skills and experience to
deliver Program initiatives.

¢ There being no significant change in the Group’s
financial performance or operating environment,
including the economic conditions in Australia and New
Zealand, changes to financial markets and the Group’s
ability to raise funding and the cost of such funding,
increased competition, changes in interest rates and
changes in customer behaviour.

¢ There being no material change to law or regulation or
changes to regulatory policy or interpretation, including
relating to the capital and liquidity requirements of the
Group.

e For the purpose of calculating FTE cost savings and
redundancy costs, the Group has assumed an average
FTE cost based on Group-wide averages, and such costs
are not calculated by reference to specific productivity
initiatives or individual employee entitlements.

¢ NAB's proposed divestment of its wealth management
businesses (excluding JBWere and nabtrade) may have an
impact on the timing, scope and cost of the Program,
however the impact cannot be quantified at this time.

Further information on important factors that could cause
actual results to differ materially from those projected in
such statements is contained on page 18 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 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 review these financial metrics in order to
measure the Group’s overall financial performance and
position and believe the presentation of these industry
standard financial measures provides useful information to
analysts and investors regarding the results of the Group's
operations and allows ready comparison with other
industry participants. These financial performance measures
include:

e cash earnings

e cash earnings (excluding large notable items)

e statutory ROE

e cash ROE

e netinterest margin

e average equity (adjusted)
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OPERATING AND FINANCIAL REVIEW (CONTINUED)

e average interest earning assets
* average assets.

The Group regularly reviews the non-IFRS measures
included in its 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 financial 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, the investment community and
NAB’s Australian peers with similar business portfolios. The
Group also uses cash earnings for its internal management
reporting as it better reflects what it considers to be the
underlying performance of the Group.

Cash earnings is calculated by excluding discontinued
operations, fair value and hedge ineffectiveness and other
non-cash earnings items which are included within the
statutory net profit attributable to owners of NAB.

Cash earnings does not purport to represent the cash flows,
funding or liquidity position of the Group, nor any amount
represented on a cash flow statement. A reconciliation
between statutory net profit and cash earnings is included
in Note 2 Segment information of the financial statements.

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, which in this
financial report is not materially different from statutory net
interest income) 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 derived from
internally generated trial balances from the Group's general
ledger.

This methodology produces numbers that more accurately
reflect seasonality, timing of accruals (such as dividends)
and restructures (including discontinued operations), which
would otherwise not be reflected in a simple average.
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Refer to page 7 for a five-year summary of the Group’s
average equity (adjusted), total average assets and average
interest earning assets.

Information about large notable items

Large notable items included in the net profit attributable
to owners of NAB are described below:

Customer-related remediation

Charges associated with customer-related remediation

matters. These include:

¢ refunds and compensation to customers impacted by
issues in the Wealth business, including adviser service
fees charged by NAB Financial Planning and NAB Advice
Partnerships, combined with the Wealth advice review
and consumer credit insurance sales (within discontinued
operations)

¢ banking-related matters, including matters where
customers were incorrectly charged fees on certain fee-
exempt transactions

e costs for implementing remediation processes.

Capitalised software policy change

Charge associated with a change in the application of the
software capitalisation policy by increasing the
capitalisation threshold from $0.5 million to $2 million.

Restructuring-related costs

Costs associated with the acceleration of the Group's
strategic agenda announced on 2 November 2017 to
enhance the customer experience and simplify its business.

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®
2019 2018 2017 2016 2015
$m $m $m $m $m
Net interest income 13,558 13,505 13,182 12,930 12,462
Other income 4,373 5,596 4,842 5,192 5,975
Operating expenses (9,827) (9,910) (8,539) (8,331) (8,189)
Credit impairment charge (927) (791) (824) (813) (733)
Profit before income tax 7,177 8,400 8,661 8,978 9,515
Income tax expense (2,087) (2,455) (2,480) (2,553) (2,709)
Net profit for the year from continuing operations 5,090 5,945 6,181 6,425 6,806
Net (loss) after tax for the year from discontinued operations (289) (388) (893) (6,068) (414)
Net profit for the year 4,801 5,557 5,288 357 6,392
Profit attributable to non-controlling interests 3 3 3 5 54
Net profit attributable to owners of NAB 4,798 5,554 5,285 352 6,338
(1) Information is presented on a continuing operations basis. September 2015 was restated for the demerger of CYBG and the sale of 80% of Wealth's life
insurance business to Nippon Life in September 2016. The Group's financial statements for the year ended 30 September 2015 can be found in the
corresponding report published by the Group for the period.
5 Year Key Performance Indicators
Group

2019 2018 2017 2016 2015
Key Indicators
Statutory earnings per share (cents) - basic 168.6 201.3 194.7 8.8 252.7
Statutory earnings per share (cents) - diluted 164.4 194.0 189.1 15.5 245.4
Statutory return on equity 9.1% 11.2% 10.9% 0.5% 15.2%
Cash return on equity 9.9% 11.7% 14.0% 14.3% 14.8%
Profitability, performance and efficiency measures
Dividend per share (cents) 166 198 198 198 198
Net interest margin® 1.78% 1.85% 1.85% 1.88% 1.90%
Capital
Common Equity Tier 1 ratio 10.38% 10.20% 10.06% 9.77% 10.24%
Tier 1 ratio 12.36% 12.38% 12.41% 12.19% 12.44%
Total capital ratio 14.68% 14.12% 14.58% 14.14% 14.15%
Risk-weighted assets ($bn) (spot) 415.8 389.7 382.1 388.4 399.8
Volumes ($bn)™®
Gross loans and acceptances (spot)® 601.4 585.6 565.1 545.8 521.9
Average interest earning assets 758.8 726.7 711.3 689.5 658.1
Total average assets 835.9 807.0 798.8 855.8 864.6
Customer deposits (spot) 424.6 409.0 407.6 390.5 362.0
Average equity (adjusted) - Statutory 51.6 48.7 47.5 44.3 40.5
Average equity (adjusted) - Cash 51.6 48.7 47.5 45.5 42.2
Asset quality
90+ days past due and gross impaired assets to gross loans and acceptances® 0.93% 0.71% 0.70% 0.85% 0.63%
Other
Funds under management and administration (FUM/A) (spot) (Sbn)® 150.2 144.7 133.8 125.0 n/a
Assets under management (AUM) (spot) (Sbn)® 201.5 206.7 195.3 184.9 n/a
Full Time Equivalent Employees (FTE) (spot)® 34,370 33,283 33,422 34,263 33,894
Full Time Equivalent Employees (FTE) (average)® 33,950 33,747 33,746 34,567 34,148

(1) Information is presented on a continuing operations basis. September 2015 was restated for the demerger of CYBG and the sale of 80% of Wealth's life
insurance business to Nippon Life in September 2016. The Group's financial statements for the year ended 30 September 2015 can be found in the

corresponding report published by the Group for the period.
(2) Including loans and advances at fair value.

(3) For the year ended 30 September 2017, there was a change to the presentation of FUM/A and AUM to include two separate disclosures that represent all
managed funds and assets from which the Group derives revenue. Certain items will be represented in both FUM/A and AUM and therefore the two should not
be summed. Comparative period information was restated for September 2016. 2015 period was not restated.
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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.

Significant changes in the state of affairs

e A number of changes to the composition of the NAB
Board and Executive Leadership Team have occurred or
were announced during 2019, namely:

— Mr Andrew Thorburn resigned as Managing Director
and Group Chief Executive Officer (CEO) and ceased
employment with the Group effective 28 February
2019.

— Mr Philip Chronican, Director, commenced as interim
Group CEO on 1 March 2019 and served in this
capacity until 14 November 2019. He commenced as
Chairman of the Board effective 15 November 2019.

— Dr Ken Henry, resigned as non-executive director and
Chairman of the Board effective 14 November 2019.

— The Board announced the appointment of Mr Ross
McEwan as incoming Group CEO on 19 July 2019 and
he will commence in this role and as Managing
Director on 2 December 2019.

— Mr Gary Lennon, Group Chief Financial Officer (CFO),
acted as Group CEO from 21 December 2018 to
28 February 2019 and will be acting Group CEO from
15 November 2019 to 1 December 2019 while
continuing as Group CFO.

— Mr Greg Braddy, Deputy Group CFO, acted as Group
CFO from 21 December 2018 to 28 February 2019.

— Ms Lorraine Murphy, Chief People Officer, ceased
employment with the Group on 29 March 2019.

— Ms Julie Rynski, Customer Executive Regional and
Agribusiness, acted as Chief People Officer from
30 March 2019 to 30 September 2019.

— Ms Susan Ferrier joined NAB as Chief People Officer on

1 October 2019.

— Ms Kathryn Fagg has been appointed as a non-
executive director of NAB, effective 16 December
2019.

— Mr Anthony Yuen will retire as a non-executive
director of NAB following the Company's Annual
General Meeting on 18 December 2019.

¢ In March 2019, the Group established a Board Customer

Committee to better oversee NAB's processes to ensure

fair products and service outcomes and to evaluate

customer feedback and complaints.

e On 17 December 2018, the Group redeemed the GBP400
million Trust Preferred Securities (TPS) issued by National

Capital Trust 1 and guaranteed (on a limited basis) by
NAB on 29 September 2003. The Trust Preferred

Securities were redeemed for cash at their par value plus

accrued distribution.
e On 20 March 2019, the Group issued $1,874 million of

NAB Capital Notes 3, which will mandatorily convert into
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NAB Ordinary Shares on 19 June 2028, provided certain
conditions are met. With written prior approval from
APRA, the Group may elect to convert, redeem or resell
NAB Capital Notes 3 on 17 June 2026, or on the
occurrence of particular events, provided certain
conditions are met.

On 20 March 2019, the Group completed the resale of all
convertible preference shares (CPS) issued on 20 March
2013 to a nominated purchaser, in accordance with the
resale notice issued on 11 February 2019. Following the
resale, $750 million of CPS were converted into ordinary
shares, and the remaining balance of approximately $764
million of CPS was redeemed.

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.

The Group’s Business

The Group is a financial services organisation with more
than 34,000 people, operating through a network of almost
900 locations, with over 573,000 shareholders and serving
approximately nine million customers. The Group's purpose
is to back the bold who move Australia forward.

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

In 2019, the Group operated the following divisions:
e Business and Private Banking focuses on serving the

needs of three of NAB's priority customer segments —
small businesses, medium businesses and investors.
Customers are served through an integrated banking
model locally led by managing partners through business
banking centres and through the small business
customer hubs. This includes specialists in Health,
Agribusiness, Government, Education, Community and
Franchising (GECF), Professional Services and Commercial
Real Estate. The division also serves high net worth
customers through Private Bank and JBWere.

Consumer Banking and Wealth provides customers with
products and services through proprietary networks in
NAB and UBank, as well as third party and mortgage
brokers. Customers are served through the Consumer
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. Wealth,
including Wealth Advice, Asset Management and
Superannuation, provides customers with access to
advisers and a financial planning network of self-
employed and employed advisers in Australia.

Corporate and Institutional Banking provides a range of
lending and transactional products and services related
to financial and debt capital markets, specialised capital,
custody and alternative investments. The division serves
its customers in Australia and globally, including
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branches in the US, UK and Asia, with specialised
industry relationships and product teams. It includes
Bank of New Zealand's Markets Trading operations.

e New Zealand Banking comprises the Consumer Banking,
Wealth, Business, Agribusiness, Corporate and Insurance
franchises and Markets Sales operations in New Zealand,
operating under the ‘Bank of New Zealand’ brand. It
excludes Bank of New Zealand's Markets Trading
operations.

e Corporate Functions and Other includes functions that
support all businesses including Treasury, Technology
and Operations, Support Units and Eliminations.

Strategic Highlights
Focus, Vision and Objectives

The Group’s strategic focus supports its vision to be
Australia’s leading bank, trusted by customers for
exceptional service. Achieving this vision is underpinned
currently by four key long term objectives:

1. Net Promoter Score™®? (NPS) positive and number 1 of
major Australian banks in priority segments.

2. Cost to income ratio towards 35%.

3. Number 1 ROE of major Australian banks.

4. Top quartile employee engagement.

Critical to the Group’s ability to achieve its vision and
objectives is the maintenance of strong foundations —
Balance Sheet (including capital, funding and liquidity), Risk
(including credit and operational risk) and Technology.

Implementation of APRA Self-Assessment Actions and
Royal Commission Recommendations

At the request of the Australian Prudential Regulation
Authority (APRA), the Group undertook a Self-Assessment
into governance, accountability and culture in June 2018.
The Self-Assessment identified shortcomings in aspects of
the Group's approach to non-financial risk management,
with particular focus on operational, compliance and
conduct risk. On 30 November 2018, the Group voluntarily
published the Self-Assessment report which identified 26

actions to deliver structural, procedural and cultural change.

This work is organised around five overarching goals arising
out of the Self-Assessment and sits alongside NAB'’s Royal
Commission response.

On 1 February 2019, the Royal Commission Final Report was
handed to the Governor-General by Commissioner, the Hon.
Kenneth Hayne AC QC. The Final Report includes 76
recommendations. The Group supports 72 of the 76
recommendations. The Royal Commission has established
new standards and expectations across the industry. The
Group welcomes change that will drive better outcomes for
customers and will implement the recommendations in
accordance with their intent.

A report detailing NAB's progress against the Self-
Assessment and the recommendations of the Royal
Commission was released on 7 November 2019 and is
available at www.nab.com.au/about-us/shareholder-centre/
asx-announcement.

Accelerating our Strategy

In November 2017, the Group announced an acceleration of
its strategy over the three years to September 2020 to
achieve its vision and objectives, reflecting the environment
of rapid and constant change.

This transformation involves a targeted $1.5 billion increase
in investment spend over the three years to September
2020, taking total investment spend to approximately $4.5
billion over that period. In the September 2019 financial
year, investment spend was $1.7 billion, bringing the
cumulative total since September 2017 to $3.2 billion. The
focus of this increased investment spend over three years is
on the four key areas outlined below.

Best Business Bank

The Group continues to invest in transforming its leading

Australian Small and Medium Enterprise (SME) franchise,

making it simpler and easier for customers. Good progress

has been made since September 2017 including:

¢ Improved banker capacity to understand and support
business and personal needs of the Group’s more
complex customers, with revenue per banker increasing
20%.

¢ New Customer Relationship Management platform has
been rolled-out providing mobile capability, real time
data and automated reports and dashboards.

¢ Small business customers have been migrated to a new
customer service hub, open 7 days a week with extended
operating hours.

¢ The proportion of new small business lending accounts
generated via the Quickbiz digital platform, increased to
47% from 20%.

¢ Revenue from bankers with industry specialisations or
focus up from 20% to 30%.

Simpler and Faster

The Group is focused on delivering exceptional customer

service with increased productivity and reduced complexity.

Key progress since September 2017 includes:

e Number of products reduced by 30% from approximately
600 to 423.

¢ Over-the-counter transactions in branches declined by
30% and call centre volumes reduced by 17%.

e 95 branches and business centres closed and 835 smart
ATM's rolled out.

¢ Mobile cheque capture launched.

e Simplifying, reducing and improving transparency of
fees, with 185 fees removed or reduced across Australian

(1) 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.

(2) Priority Segments Net Promoter Score (NPS) is a simple average of the NPS scores of four priority segments: NAB defined Home Owners (HL@bank) and
Investors, as well as Small Business ($0.1m - <$5m) and Medium Business ($5m - <$50m). The Priority Segments NPS data is based on six month moving averages

from DBM Atlas & BFSM Research for the September 2019 financial year.
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Banking and Wealth in the September 2019 financial
year.

New and Emerging Growth Opportunities

Capturing new and emerging growth opportunities by
leveraging the Group’s capabilities and positions of strength
is a key focus. Progress includes:

¢ 75 global infrastructure deals completed over the year to
September 2019 worth approximately $53 billion of total
project debt.

e UBank, the Group’s digital bank, increased customer
numbers by 40% over the two years to September 2019,
and grew home lending at 7 times system rate over the
September 2019 financial year.

Great People, Talent and Culture

To deliver on its strategy and to meet the expectations of its
customers and the community, the Group is focused on
having the right culture and plan in place to build the
capability of our people and attract the best talent. Key
initiatives include:

e Commencement of a new Group Chief People Officer, Ms
Susan Ferrier from 1 October 2019, who has led large
transformation and culture change programs.

e A face-to-face program for all People Leaders to build
awareness and create alignment around the Group's
three culture priorities - customer first, disciplined and
simpler for our people.

As part of the transformation, the Group expects to deliver
cumulative cost savings, currently targeted at greater than
$1 billion by 30 September 2020, as it significantly simplifies
and automates processes, reduces procurement and third
party costs, and gets closer to its customers with a flatter
organisational structure. In the September 2019 financial
year, cost savings of $480 million were achieved, bringing
cumulative cost savings since September 2017 to $800
million.

The Group is reshaping its workforce to enable it to deliver
for customers. Over the three years to 30 September 2020,
the Group is targeting the creation of up to 2,000 new roles
and a reduction of 6,000 existing roles as it further
automates and simplifies its business. This is expected to
result in a net reduction in roles of approximately 4,000 by
30 September 2020. During the September 2019 financial
year, a reduction of 1,816 roles occurred and an additional
1,045 new roles were added. On a cumulative basis since
September 2017, there has been a reduction of 3,713 roles
and an addition of 1,240 new roles.

The Group outlined a target for expense growth over the
September 2019 financial year and the September 2020
financial year to be broadly flat excluding large notable
items. In the September 2019 financial year, expense growth
excluding large notable items was broadly flat.

Reshaping of Wealth Management

In May 2018, the Group announced an intention to reshape
its wealth offering, consistent with its plan to become
simpler and faster. A detailed review determined the Group
could best serve the needs of its customers and deliver long
term value for shareholders by retaining and investing in a
more focused wealth offering. This involves retaining
JBWere, part of the Group’s leading Business and Private
Banking franchise, to help high net worth customers
manage their personal wealth alongside their business
interests, combined with nabtrade, the Group’s fast growing
online investing platform, supporting self-directed
customers.

The Group intends to exit its Advice, Platform &
Superannuation and Asset Management businesses,
currently operating under MLC and other brands (‘MLC
Wealth’). Separate ownership will allow this business to
determine its own strategy and investment priorities to
better deliver for customers and enhance its competitive
position. It is expected there will be ongoing arrangements
between the Group and MLC Wealth, to offer the Group’s
customers continued access to advice and products to meet
wealth management needs.

Since announcing this intention, the reshaping of MLC
Wealth continues to gain momentum. A new executive
team is now largely in place with a new operating model
structured around four business pillars of - Advice,
Platforms, Asset Management and Retirement and
Investment Solutions. Significant work is underway to
ensure the strength of each pillar. This includes a simpler,
more customised advice business, a rebranding and
leadership restructure in Asset Management, and more
competitive pricing across the business.

The Group continues to make progress towards a separation
of MLC Wealth, targeting a public markets exit in the 2020
financial year, together with exploration of alternative
transaction structures and options. The Group will take a
disciplined approach to the exit of MLC Wealth and will
execute a transaction at the appropriate time having regard
for the interests of all stakeholders. Any transaction remains
subject to market conditions, regulatory and other
approvals.

Performance against Key Long-term Objectives

The Group uses the NPS™ system to access real-time,
targeted feedback so it can understand and improve the
customer experience. Over the September 2019 financial
year, priority segment NPS®? improved from -16 to -14, and
is equal first amongst major banks.

The Group’s long term objective remains for NPS to be
positive and number one of major Australian banks, which
it expects to achieve by becoming simpler and faster to

(1) 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.

(2) Priority Segments Net Promoter Score (NPS) is a simple average of the NPS scores of four priority segments: NAB defined Home Owners (HL@bank) and
Investors, as well as Small Business ($0.1m - <$5m) and Medium Business ($5m - <$50m). The Priority Segments NPS data is based on six month moving averages

from DBM Atlas & BFSM Research for the September 2019 financial year.
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deliver better outcomes for its customers, backing its

customers to grow and helping them when they need it

most. Key initiatives supporting this focus over the

September 2019 financial year include:

e Simplification and reduction of fees, with 185 fees
removed or reduced across Australia Banking and
Wealth.

e A pledge to keep the Group’s 316 branches in regional
and rural Australia open until at least January 2021 and
the Group has ceased charging default interest to
agricultural customers impacted by drought.

Over the September 2019 financial year, the Group’s Cost to
Income (CTI) ratio on a cash earnings basis increased by 230
basis points to 52.3%. Excluding large notable items, the CTI
decreased 30 basis points to 44.3%, benefitting from
productivity savings from the Group’s transformation
program.

Over the September 2019 financial year, the Group’s cash
return on equity (ROE) declined 180 basis points to 9.9%.
Excluding large notable items, Cash ROE declined 60 basis
points to 12.7%, mainly reflecting higher credit impairment
charges and higher levels of equity.

The Group is targeting top quartile employee engagement.
The Group’s annual staff engagement result for September
2019 remained stable at 54%. This is below the top quartile
benchmark of 69% reflecting the year’s challenging
events.

Maintaining Strong Foundations

The Group remained well capitalised during the year to
September 2019 with a Group Common Equity Tier 1 (CET1)
ratio of 10.38% as at 30 September 2019. The Group expects
to achieve APRA's ‘Unquestionably Strong’ capital
benchmark from 1 January 2020.

The Board determined it prudent to reduce the 2019 interim
and full year dividend to 83 cents per share, representing a
16% reduction compared to the 2018 financial year. In
addition, the Board made the decision to partially
underwrite and apply discounts to the Dividend
Reinvestment Plan for both the interim and final 2019
dividend.

These actions are in response to a more challenging
operating environment, regulatory change and customer-
related remediation. The actions have also resulted in the
Group being well placed to meet APRA’s ‘Unquestionably
Strong' capital benchmark by 1 January 2020.

The Group has maintained strong liquidity through the
September 2019 financial year. The Net Stable Funding Ratio
(NSFR) was 113% and the quarterly average Liquidity
Coverage Ratio (LCR) was 126%, both above the APRA
regulatory requirement of 100%.

Portfolio concentrations continue to be managed with
reference to established Group risk appetite settings, and
overall credit risk in the Group’s portfolio remains sound.

On a cash earnings basis, credit impairment charges for the
September 2019 financial year increased 18% over the year
and represents 0.15% of gross loans and acceptances. The
ratio of loans which are more than 90 days in arrears and
impaired as a percentage of gross loans and acceptances
increased over the year to September 2019 by 22 basis
points to 0.93%, largely due to rising Australian mortgage
delinguencies.

Provisions for credit impairment remain prudent. On a cash
earnings basis, total provisions increased 11% over the year
to $4,142 million, and the ratio of collective provisions to
credit risk-weighted assets increased from 0.92% to 0.96%.

The Group continues to strengthen its technology
environment to be fast, agile, efficient, resilient and
relevant, supported by deep technical expertise. Technology
investment spend has increased as part of the acceleration
of the Group’s strategy to deliver these objectivesin a
timely manner. Progress since September 2017 includes:

¢ A new technology leadership team has been established,
with new executives hired from major global financial
services and technology firms bringing strong
technology experience.

¢ IT legacy applications have reduced by 278 or 11%, and
422 or 19% of current IT applications have been migrated
to the cloud. The Group is targeting a 15-20% reduction
in IT legacy applications and 35% migration of current IT
applications to the cloud.

¢ A cloud-based data lake has been built with >100 key
data feeds in production and sophisticated tools
developed to support advanced data analytics and
machine learning.

e Customers are now beginning to see improvements as a
result of the Group's investment and strategic approach
to technology changes, with a 42% drop in critical and
high incidents over the year to September 2019.

(1) Based on the top quartile of Australian and New Zealand companies, source Aon (now known as Kincentric) 2019.

2019 Annual Financial Report 11



REPORT OF THE DIRECTORS

OPERATING AND FINANCIAL REVIEW (CONTINUED)

Financial Performance

Group
2019 Large 2019 2018 Large 2018
Notable ex Large Notable ex Large
Items Notable Items Notable
Items Items
$m $m $m $m $m $m
Net interest income 13,558 (72) 13,630 13,505 - 13,505
Other income 4,373 (1,135) 5,508 5,596 (249) 5,845
Net operating income 17,931 (1,207) 19,138 19,101 (249) 19,350
Operating expenses (9,827) (858) (8,969) (9,910) (866) (9,044)
Credit impairment charge (927) - (927) (791) - (791)
Profit before income tax 7,177 (2,065) 9,242 8,400 (1,115) 9,515
Income tax expense (2,087) 617 (2,704) (2,455) 324 (2,779)
Net profit for the year from continuing operations 5,090 (1,448) 6,538 5,945 (791) 6,736
Net (loss) after tax for the year from discontinued operations (289) (257) (32) (388) (53) (335)
Net profit for the year 4,801 (1,705) 6,506 5,557 (844) 6,401
Profit attributable to non-controlling interests 3 = 3 3 - 3
Net profit attributable to owners of NAB 4,798 (1,705) 6,503 5,554 (844) 6,398

September 2019 v September 2018

Net profit attributable to owners of NAB (statutory net
profit) decreased by $756 million or 13.6%.

Net interest income increased by $53 million or 0.4%,
including a decrease of $133 million which was offset by
movements in economic hedges in other operating income
and customer-related remediation of $72 million in the
2019 financial year. Excluding these movements, the
underlying increase of $258 million or 1.9% was driven by
growth in both housing and business lending volumes,
combined with the impact of repricing in the lending
portfolios. These movements were partially offset by
competitive pressures and changing customer preferences
(switching from interest only to principal and interest home
loans) affecting housing lending margins, and higher
funding and liquidity costs.

Other income decreased by $1,223 million or 21.9%,
including an increase of $133 million which was offset by
movements in economic hedges in net interest income, and
an increase of $886 million in customer-related
remediation. Excluding these movements, the underlying
decrease of $470 million or 8.4% was mainly driven by
unfavourable movements in fair value and hedge
ineffectiveness, lower Wealth income as a result of fee
reductions and repricing, removal of grandfathered
commissions, and a change in customer preferences to
lower margin products, and lower Markets income. This was
partially offset by higher NAB risk management income in
Treasury.
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Operating expenses decreased by $83 million or 0.8%.
Excluding a decrease of $8 million in large notable items,
total operating expenses decreased by $75 million or 0.8%.
This was driven by productivity benefits achieved through
continued simplification of the Group’s operations and
reduction in third party spend, combined with lower
performance-based compensation and lower legal costs
associated with the Royal Commission. This was largely
offset by foreign exchange movements, continued
investment in technology and associated amortisation
charges, increased spend to uplift customer experience and
strengthen the compliance and control environment, and
the impact of annual salary increases.

Credit impairment charge increased by $136 million or
17.2% mainly driven by new and increased specific credit
impairment charges raised for the business lending
portfolios in Australia and New Zealand, partially offset by
write-backs resulting from business turnarounds for a small
number of larger exposures, combined with lower collective
credit impairment charges.

Income tax expense decreased by $368 million or 15.0%
largely due to a lower profit before tax.

Discontinued operations reflect losses relating to customer-
related remediation of $257 million after tax and additional
costs associated with the life insurance business sale.
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Large Notable Items

Group
2019 2018
Sm $m
Net interest income
Customer-related remediation (72) -
Other income
Customer-related remediation (1,135) (249)
Net operating income (1,207)  (249)
Operating expenses
Customer-related remediation (364) (112)
Capitalised software policy change (494) -
Restructuring-related costs o (755)
(Loss) before income tax (2,065) (1,115)
Income tax benefit 617 324
Net (loss) for the year from continuing
operations (1,448)  (791)
Net (loss) after tax for the year from
discontinued operations (257) (53)
Net (loss) attributable to owners of NAB (1,705) (844)

Large notable items recognised in net profit attributable to

owners of NAB consists of:

¢ Charges associated with customer-related remediation
matters of $1,100 million ($1,571 million before tax) in
continuing operations in the September 2019 financial
year (2018: $261 million ($360 million before tax)). The
charges of $1,571 million were recognised as follows:

— $72 million in net interest income
— $1,135 million in other operating income
— $364 million in operating expenses.

e Charges associated with customer-related remediation
matters of $257 million ($367 million before tax) in
discontinued operations in the September 2019 financial
year (2018: $53 million ($75 million before tax)).

e Accelerated amortisation charge of $348 million ($494
million before tax) in continuing operations in the 2019
financial year following a change to the application of
the software capitalisation policy.

e Restructuring-related costs of $530 million ($755 million
before tax) in continuing operations in the September
2018 financial year.

Review of Group and Divisional Results

Group

2019 2018

Sm Sm

Business and Private Banking 2,840 2,911
Consumer Banking and Wealth 1,366 1,539
Corporate and Institutional Banking 1,508 1,541
New Zealand Banking 997 922
Corporate Functions and Other® (1,614) (1,211)
Cash earnings 5,097 5,702
Cash earnings (excluding large notable items) 6,545 6,493
Non-cash earnings items (10) 240
Net (loss) from discontinued operations (289) (388)
Net profit attributable to owners of NAB 4,798 5,554

(1) Includes large notable items.

September 2019 v September 2018

Group

Cash earnings decreased by $605 million or 10.6%. Cash
earnings excluding large notable items increased by $52
million or 0.8%.

Business and Private Banking

Cash earnings decreased by $71 million or 2.4% driven by
higher credit impairment charges and higher operating
expenses due to the continued investment in technology
and associated amortisation charges, partially offset by
higher revenue from balance sheet growth.

Consumer Banking and Wealth

Cash earnings decreased by $173 million or 11.2% driven by
lower revenue as a result of competitive pressures on
housing margins, and lower margins in the wealth
portfolios, combined with increased credit impairment
charges.

Corporate and Institutional Banking

Cash earnings decreased by $33 million or 2.1% driven by
increased credit impairment charges relating to the
impairment of a small number of larger exposures. Revenue
increased reflecting growth in gross loans and acceptances
and customer deposits, partially offset by lower margins (ex
Markets) and lower Markets income.

New Zealand Banking

Cash earnings increased by $75 million or 8.1% driven by
higher revenue benefitting from growth in lending, partially
offset by higher expenses and credit impairment charges.

Corporate Functions and Other

The cash deficit increased by $403 million mainly due to
increase of $657 million in large notable items.
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Group Balance Sheet Review

Capital Management and Funding Review

Group Balance Sheet Management Overview

e 2018 The Group aims to maintain strong capital, funding and

il sm liguidity, in line with its ongoing commitment to balance

Assets sheet strength. This includes:
Cash and liquid assets 55,457 50,188  Seeking to maintain a well-diversified wholesale funding
Due from other banks 32,130 30,568 portfolio which accesses funding across a variety of
Trading instruments 96,828 78,228 markets, currencies and product types.
Debt instruments 40,205 42,056 e Continuing to monitor and assess these positions so that
Other financial assets 7,110 10,041 changes in market conditions and regulation can be
Loans and advances 587,749 567,981 accommodated.
Due from customers on acceptances 2,490 3,816

Regulatory Reform
All other assets 25,155 23,632

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

Total assets
Liabilities

847,124 806,510

Due to other banks 34273 38,192 'Unquestionably Strong' and Basel Il Revisions
Trading instruments 34,318 22,422 * In December 2017, the Basel Committee on Banking
Other financial liabilities 33,283 30,437

Supervision (BCBS) finalised the Basel IlI capital
framework. APRA subsequently commenced consultation
on revisions to the domestic capital framework in

Deposits and other borrowings 522,085 503,145

Bonds, notes and subordinated debt 143,258 140,222

Other debt issues 6,482 6,158 February 2018 and reaffirmed its intention to strengthen
All other liabilities 17,821 13,222 capital requirements for major Australian banks by 150
Total liabilities 791,520 753,798 basis points, such that they are considered

Total equity 55,604 52,712 ‘Unguestionably Strong’.

847,124 806,510 e APRA’s consultation on revisions to the capital framework
includes consideration of 'benchmarks for capital
strength’, 'risk sensitivity of the capital framework' and
'transparency, comparability and flexibility of the capital
framework'.

e Final revised prudential standards in relation to the risk-
weighting framework and other capital requirements are
expected to be released in 2020, for proposed
implementation by 1 January 2022.

¢ In October 2019, APRA proposed changes to the
treatment of equity investments in subsidiaries (including
Bank of New Zealand) for the purpose of calculating
Level 1 regulatory capital. APRA intends to finalise these
changes in early 2020, for implementation by 1 January
2021.

Total liabilities and equity

September 2019 v September 2018

Total assets increased by $40,614 million or 5.0%. The
increase was mainly due to a net increase in cash and liquid
assets, due from other banks and trading instruments of
$25,431 million or 16.0%. The increase is mainly in trading
instruments due to foreign exchange rate and interest rate
movements during the period. Furthermore, an increase in
loans and advances (net of other financial assets at fair
value and due from customers on acceptances) of $15,511
million or 2.7% reflects growth in non-housing lending
driven by the Group's focus on priority business segments,
combined with continued momentum in housing lending.

Total liabilities increased by $37,722 million or 5.0%. The
increase was mainly due to growth in bonds, notes and
subordinated debt, other financial liabilities and trading
instruments of $17,778 million or 9.2% due to an increase
in long-term funding to support the Group's asset growth,
as well as foreign exchange and interest rate movements

during the period. Furthermore, an increase in deposits and

other borrowings and due to other banks totaling $15,021

million or 2.8% reflects growth to support increased lending

and the liquidity portfolio. Total equity increased by $2,892
million or 5.5% mainly due to an increase in contributed
equity attributable to shares issued through the Dividend

Reinvestment Plan (DRP), DRP underwritten allotments and

conversion of preference shares during the period.
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APRA has also proposed a minimum leverage ratio
requirement of 3.5% for internal ratings-based (IRB) ADIs
and a revised leverage ratio exposure measurement
methodology from 1 January 2022. The Group's leverage
ratio as at 30 September 2019 of 5.5% (under current
methodology) is disclosed in further detail in the
September 2019 Pillar 3 Report.

Increased Loss-absorbing Capacity for ADIs

In July 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 four years.
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Reserve Bank of New Zealand (RBNZ) Capital Review

¢ In New Zealand, the RBNZ is undertaking a review of the
capital adequacy framework applied to registered banks
incorporated in New Zealand. In December 2018, the

RBNZ proposed amendments to the amount of

regulatory capital required of locally incorporated banks,

including:

— increases in risk-weighted assets for banks that use the
IRB approach, increased scalars and the introduction
of standardised output floors.

— anincrease in the Tier 1 capital requirement to 16% of
risk-weighted assets.

e The RBNZis proposing various dates for implementation
of the proposed changes, including increases in the Tier

1 capital requirement over a five year period to 2024.

RBNZ expects to publish final rules in December 2019.

Further detail on the regulatory changes impacting the
Group are outlined in the September 2019 Pillar 3 Report.

National Income Securities

The distributions on the National Income Securities are
currently not able to be franked due to a provision in the
tax law which applies specifically to instruments that qualify
as Tier 1 capital for prudential purposes. When the National
Income Securities no longer qualify as Tier 1 capital from

31 December 2021, it is expected that any subsequent
distributions will be franked to the same extent as dividends
on NAB’s ordinary shares are franked.

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 internal risk-based required 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. The Group expects to achieve
APRA's ‘Unquestionably Strong’ capital benchmark from
1 January 2020.

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 Liquidity Coverage Ratio (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 is a
metric that measures the extent to which assets are funded
with stable sources of funding in order to mitigate the risk

of future funding stress. At 30 September 2019 the Group’s
NSFR was 113%, above the regulatory minimum of 100%.

Another key structural measure used is the Stable Funding
Index (SFI), which is made up of the Customer Funding
Index (CFl) and the Term Funding Index (TFI). The CFI
represents the proportion of the Group’s core assets that
are funded by customer deposits. Similarly, the TFI
represents the proportion of the Group’s core assets that
are funded by term wholesale funding with a remaining
term to maturity of greater than 12 months. Over the
September 2019 financial year the SFI remained stable at
93% as an increase in the CFl was offset by a reduction in
the TFI.

Customer Funding

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

The Monthly Banking Statistics published by APRA show

that for the 6 months ended 30 September 2019®, NAB's

growth has been as follows:

¢ Australian domestic household deposits have grown by
1.3%.

e Business deposits (excluding deposits from financial
corporations and households) have reduced by 0.1%.

¢ Deposits from financial institutions have reduced by
0.4%.

Term Wholesale Funding

After a period of deterioration and volatility towards the
end of calendar year 2018, conditions in global debt capital
markets rebounded in 2019, with the Australian market
performing particularly strongly. Offshore debt issuance
spreads are largely unchanged when compared to the
beginning of the September 2019 financial year, while the
Australian market has outperformed, with credit spreads
reaching tighter levels. NAB’s average term wholesale
funding issuance cost was higher in the September 2019
half year, this was driven by the issuance of subordinated
Tier 2 debt. Term funding markets will continue to be
influenced by investor sentiment, macroeconomic
conditions, monetary and fiscal policy settings as well as
hedging costs in various derivative markets.

The Group maintains a well-diversified funding profile
across issuance type, currency, investor location and tenor,
and raised $26.2 billion during the September 2019
financial year.

NAB raised $22.2 billion of term funding, comprising $13.8
billion of senior unsecured funding, $5.2 billion of secured
funding (comprised of covered bonds and residential
mortgage backed securities (RMBS)) and $3.2 billion of
subordinated Tier 2 funding. BNZ raised $4.0 billion during
the September 2019 financial year.

(1) Source: APRA Monthly Authorised Deposit-taking Institution Statistics. The collection data is aligned to the new regulatory definitions set by APRA. APRA have

published comparatives restating March 2019 only.
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The weighted average maturity of term wholesale funding
raised by the Group over the September 2019 financial year
was approximately 5.7 years to the first call date, inclusive
of subordinated debt. The weighted average remaining
maturity of the Group’s term wholesale funding portfolio is
3.2 years.

Short-term Wholesale Funding

The Group maintained consistent access to international
and domestic short-term wholesale funding markets during
the September 2019 financial year, noting certain periods of
increased volatility.

In addition, repurchase agreements have been primarily
utilised to support markets and trading activities.
Repurchase agreements entered into are materially offset by
reverse repurchase agreements with similar tenors and are
not used to fund NAB’s core activities.

Liquidity Coverage Ratio

The liquidity coverage ratio (LCR) metric measures the
adequacy of high quality liquid assets (HQLA) available to
meet net cash outflows over a 30 day period during a
severe liquidity stress scenario. HQLAs consist of cash and
central bank reserves along with highly rated government
and central bank issuance. In addition to HQLA, other
regulatory liquid assets included in the Committed Liquidity
Facility (CLF) also contribute to the LCR calculation. The
approved CLF size for 2019 was $55.9 billion ($59.3 billion
for calendar year 2018).

The Group maintains a well-diversified liquid asset portfolio
to support regulatory and internal requirements in the
various regions in which it operates. The value of regulatory
liquid assets held through the September 2019 quarter was
$143 billion which consisted of $88 billion of HQLA. The
Group also holds alternative liquid assets (ALA) which are
pools of internally securitised mortgages and other non-
HQLA securities. ALAs are a source of contingent liquidity
used to collateralise the CLF or are repo-eligible securities
with the Reserve Bank of New Zealand. The average value of
ALAs held over the September 2019 quarter was $55 billion.

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

Credit Ratings

Entities in the Group are rated by S&P Global Ratings,
Moody’s Investors Service and Fitch Ratings.

Dividends

The directors have determined a final dividend of 83 cents
per fully paid ordinary share, 100% franked, payable on

12 December 2019. The proposed payment amounts to
approximately $2,393 million. The Group periodically
adjusts the Dividend Reinvestment Plan (DRP) to reflect the
capital position and outlook. The Group will apply a 1.5%
discount on the DRP, with no participation limit.

Dividends paid since the end of the previous financial year:
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e The final dividend for the year ended 30 September 2018
of 99 cents per fully paid ordinary share, 100% franked,
paid on 14 December 2018. The payment amount was
$2,707 million.

e The interim dividend for the year ended 30 September
2019 of 83 cents per fully paid ordinary share, 100%
franked, paid on 3 July 2019. The payment amount was
$2,333 million.

Information on the dividends paid and determined to date
is contained in Note 28 Dividends and distributions of the
financial statements. The franked portion of these dividends
carries Australian franking credits at a tax rate of 30%,
reflecting the current Australian company tax rate of 30%.
New Zealand imputation credits have also been attached to
the dividend at a rate of NZ$0.15 per share. Franking is not
guaranteed. The extent to which future dividends on
ordinary shares and distributions on frankable hybrids will
be franked 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.

Review of, and Outlook for, the Group
Operating Environment

Global Business Environment

Global economic growth has slowed in calendar year 2019,

likely to its slowest pace since calendar year 2009 - below

the average rate of growth recorded since calendar year

1980. The easing in growth has been broad based,

including:

¢ An easing in US economic growth.

¢ A slowdown in the Euro-zone, particularly in Germany.

¢ A sharp downturn in Indian economic growth.

¢ A US-China trade dispute related decline in growth across
much of the East Asian region.

¢ A continuation of the decline in China’s growth rate even
as policy moves to offset the impact of the US-China
dispute.

e A steep drop in economic growth in Latin America.

In response to the slowdown in global growth, many central

banks have loosened monetary policy:

e The US Federal Reserve cut the federal funds rate target
range by 75bps between July and October 2019.

e The European Central Bank cut its deposit rate in
September, and announced a restart of its quantitative
easing (QE) program in November.

¢ Arange of Emerging Market central banks have also
reduced their policy rate.

The action being taken by central banks would be expected
to help stabilise growth. However, there are a range of risks
around the global outlook. How the US-China trade dispute
and other trade issues will evolve is unclear. Other geo-
political risks include the uncertainty around Brexit,
ongoing protests in Hong Kong, and oil supply disruptions
in the middle-east.
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Australian Economy

The Australian economy grew by 1.4% over the year to June
2019, its weakest growth since 2009. The annual growth
rate reflects:

¢ Household weakness, with consumption growth subdued
and residential dwelling investment falling.

e Strong growth in public consumption and continuing,
but more moderate, growth in public investment
(excluding asset transfers with the private sector).

¢ A decline in business investment (excluding asset
transfers with the public sector), with modest growth in
non-mining investment offset by a further decline in
mining investment. However, mining investment
stabilised in the last quarter.

e A more moderate pace of export volume growth.

Overall, domestic demand is being supported by

government spending while private sector demand is weak.

¢ Private sector demand declined by 0.3% over the year to
June 2019, the weakest it has been since 2009.

¢ Business conditions have trended down since mid 2018
and in September 2019 were below average.

While there is a disparity in conditions across industries and
geographies, the slowdown in business conditions has been
broad based. Retail sector conditions are particularly weak.

In US dollar terms, the RBA commodity price index in
October 2019 was 5.6% lower than the same month a year
ago. In Australian dollar terms, the index fell by 1.3% over
the year to October 2019, but still remains relatively high
compared with the last several years.

Agricultural prices are at generally reasonable levels,
although the NAB Rural Commodities Index declined 3.5%
(Australian dollar terms) over the year to September 2019.
Seasonal conditions are a major challenge in many areas.
Most of New South Wales and parts of Queensland
continue to experience severe drought. The Bureau of
Meteorology's outlook for a dry spring-early summer period
is a serious concern.

Year-average GDP growth is expected to be only around
1.7% in calendar year 2019, but some improvement is
expected in 2020 and 2021 with growth projected to rise
above 2.0% but remain below trend. The key dynamics are a
weak household sector (due in part to sluggish household
income growth and high debt levels), with only modest
growth in consumption and declining dwelling investment.
Public spending, business investment and, in the near term,
exports are expected to support growth.

With growth expected to be below trend, the

unemployment rate is expected to rise slightly. However, for

now, the labour market remains reasonably healthy:

¢ Employment growth is above the rate of working-age
population growth.

¢ While the unemployment rate has drifted up from 4.9%
in February 2019 to 5.2% in September 2019 it is still
below its average over the last twenty years. However,
underemployment remains elevated.

¢ Annual wage growth has strengthened a little since
mid-2017, but remains low by historical standards.

Dwelling prices in Australian capital cities have stabilised:

e The Corelogic hedonic dwelling price index for the eight
capital cities declined between September 2017 and June
2019, but has since increased through to October 2019.

e The turnaround is evident in Sydney, Melbourne and
Brisbane; while in October dwelling prices were still
lower than a year ago they have increased in recent
months.

e Prices have continued to fall in Perth, and there has also
been a modest fall in Adelaide dwelling prices since
December 2018.

Total system credit growth has eased since September 2018:

¢ Annual housing credit growth was 3.1% in September
2019, down from 5.2% last September. Growth in both
owner occupier and investor credit slowed over this
period.

¢ Annual business credit growth was 3.3% in September
2019, down from 4.4% in September 2018 and other
personal credit continues to decline.

The RBA reduced the Cash Rate by a total of 75 basis points
between June and October 2019. It expects an extended
period of low interest rates will be required and has stated
that it is ready to ease monetary policy further if needed.
With inflation below target and the prospect of a
deterioration in the labour market, a further reduction in
the Cash Rate is expected and there is a possibility of
'unconventional' monetary policy action. How far the RBA
may have to ease monetary policy will be influenced by
Federal government fiscal policy as well as global
developments.

New Zealand Economy

Over the year to the June quarter 2019, GDP grew by a

modest 2.1%, down from the 3.2% pace of growth seen a

year earlier. Factors behind the easing in growth include:

¢ Capacity constraints faced by business, highlighted by a
low unemployment rate.

e Weak business confidence, and pressure on profits,
constraining business investment.

¢ A slowing in population growth as net inward migration
has eased.

New Zealand is also facing a challenging international
environment, reflected in slowing global growth. However,
while it may be a factor in the decline in business
confidence, at this stage the fall-out remains contained as
the terms-of-trade remains at a high level and export
volumes have been increasing.

Reflecting concerns over the growth outlook for the
economy, as well as low inflation, the Reserve Bank of New
Zealand (RBNZ) reduced the Official Cash Rate (OCR) at its
May 2019 (by 25 basis points) and August 2019 (by 50 basis
points) meetings. The easing in monetary policy will provide
support to the economy, as should fiscal policy.
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Annual average GDP growth is expected to be 2.2% in
calendar year 2019, and at a similar or slightly lower level
over the following two years.

Over the year to the June quarter 2019, consumption
growth was solid, as was growth in government spending,
but business investment was weak, only growing by 0.3%,
and export volume growth was modest. Over this period,
residential building investment was also solid with above-
average growth of 5.2%. The number of building consents
continues to trend upwards and in September 2019 was at a
high level, indicating further increases in residential
investment is likely.

Commodity export prices increased by 7.2% in world price
terms over the twelve months to October 2019, and by 9.7%
in NZ dollar terms.

¢ International dairy export prices have increased by 12.8%
over the year to October 2019 and are close to their 10
year average. Fonterra's 2018/19 farmgate milk price was
NZ$6.35 per kg milk solids, and it expects an improved
result (NZ$6.55-7.55) for the 2019/20 season.

e Export prices for other commodities are generally at solid
levels, although, horticultural, aluminium and forestry
product prices have declined from their calendar year
2018 peaks.

Housing market conditions have been subdued but have

recently shown some signs of strengthening:

e The REINZ's House Price Index grew by 3.6% over the
year to September 2019, but has grown by 3.1% over the
last three months alone. Similarly prices in Auckland are
lower than a year ago but have risen in recent months.
House price growth has been much stronger in some
other localities, at 20% or more over the year to
September.

¢ Sales volumes rose by 3.3% over the year to September
2019.

¢ According to the RBNZ, factors that may have weighed on
house prices include tighter restrictions on non-resident
purchases, affordability constraints, lower net
immigration and elevated dwelling construction. Lower
interest rates should provide support to prices.

The labour market is healthy:

¢ While the unemployment rate increased in the
September quarter 2019 to 4.2%, from the eleven year
low reached in the June quarter, it remains relatively low.

e However, employment growth has slowed in recent
years. In the September quarter 2019, employment was
0.9% higher than the same time a year ago.

e Wage growth has been increasing.

Overall system credit growth was 5.6% over the year to

September 2019, up from 5.2% the same month a year ago.

e This reflects stronger business credit growth (excluding
agriculture), although there is a high degree of volatility
month-to-month, and an acceleration in housing credit
growth.

¢ In contrast, personal consumer credit growth has slowed
considerably.
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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 as 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 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 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 orin
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 or in 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, vision and

objectives, and focuses on:

¢ Becoming the best business bank.

e Simplifying the Group’s business to improve efficiency
and better service its customers.

e Pursuing new and emerging growth opportunities.

e Attracting and developing people to create a high
performing culture.

The Group prioritises, and invests significant resources in,
the execution of initiatives that are aligned to its strategy,
including transformation and change programs. These
programs focus on technology, infrastructure, business
improvement and cultural transformation. 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. Any failure by the
Group to deliver in accordance with its strategy or to deliver



REPORT OF THE DIRECTORS

OPERATING AND FINANCIAL REVIEW (CONTINUED)

these strategic programs effectively, may result in material
losses to the Group, or a failure to achieve anticipated
benefits, and ultimately, may 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
competitors with lower costs and new operating and
business models. In addition, evolving industry trends and
rapid technology changes 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.

The Australian Commonwealth Government (the Australian
Government) passed legislation in August 2019 to establish
a ‘Consumer Data Right’ which seeks to improve consumers’
ability to compare and switch between products and
services. It is proposed to apply to the banking sector from
February 2020. These reforms (referred to as ‘Open
Banking’) are expected to reduce the barriers to new
entrants into, and increase competition in, the banking
industry in Australia. Progress is also being made towards
Open Banking in New Zealand (NZ).

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

The Group’s intended divestment of its Advice, Platform &
Superannuation and Asset Management businesses may
not proceed and there are risks in executing the
divestment.

The Group intends to divest its Advice, Platform &
Superannuation and Asset Management businesses (the
MLC Wealth Divestment). The Group’s decision to proceed
with, and its ability to execute, the MLC Wealth Divestment
is subject to a number of factors, including market
conditions, the impact of regulatory change and
investigations (including any implications of the findings of
the Final Report of the Royal Commission), the cost and
complexity of separation, and obtaining Board and
regulatory approvals.

If the Group does proceed with the MLC Wealth Divestment,
it will incur costs associated with the transaction. In
addition, the MLC Wealth Divestment will result in the
Group exiting a financial services market and accordingly
will decrease the size of the Group’s operations. This will
have a consequential impact on the Group’s revenues and
potentially its profitability and returns to investors.

If the Group decides not to, or is unable to, proceed with
the MLC Wealth Divestment, it will still incur costs that it is
unable to recover. In addition, the terms of the MLC Wealth

Divestment, and the execution of its separation may create
risks and uncertainty for the Group and its customers,
aligned advisers, employees, suppliers and other
counterparties.

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 over-valuation of an acquisition
or investment or under-valuation of a divestment, and
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 employees,
counterparties, suppliers, customers 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.

The Group may also have ongoing exposures to divested
businesses, including through 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.

In particular, specific risks exist in connection with the sale
of 80% of MLC Limited to Nippon Life Insurance Company
(Nippon Life) in 2016. The Company gave certain covenants,
warranties and indemnities in favour of Nippon Life and
MLC Limited, a breach or triggering of which may result in
the Company being liable to Nippon Life or MLC Limited.

The parties also entered into long-term agreements for the
distribution of life insurance products and the continued
use of the MLC brand by MLC Limited. The duration and
nature of these agreements give rise to certain risks,
including that changes in the regulatory or commercial
environment impact the commercial attractiveness of these
agreements. These agreements also limit future
opportunities for the Company through non-compete
arrangements.

The Company agreed to take certain actions to establish
MLC Limited as a standalone entity, including the provision
of transitional services, as well as support for data migration
activities and the development of technology systems. As
this work is yet to be completed, there is a risk that
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implementation costs may ultimately prove higher than
anticipated. The Company may also be liable to MLC Limited
or Nippon Life if it fails to perform its obligations in
accordance with the agreements relating to these matters. If
implementation costs are higher than expected, or if the
Company fails to perform its obligations in accordance with
the relevant agreements, 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 its
obligations to the Group in accordance with agreed terms.
Credit risk arises from both the Group’s lending activities
and markets and trading activities.

A decline in the residential property market 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 NZ. Residential housing loans and commercial
real estate loans constitute a material component of the
Group’s total gross loans and acceptances. A decline in the
value of residential property has been observed in some
areas in Australia. A range of factors could contribute to
further declines in residential property prices. This includes
regulatory changes which may impact the availability of
credit, shifts in government policies that are less favourable
to immigration and overseas investment, changes to
taxation policy and rising unemployment. If this occurs, the
declining 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 be
experienced by residential mortgage customers in high
loan-to-value-ratio brackets.

Adverse business conditions in Australia and NZ,
particularly in the agriculture sector, the consumer facing
sector, or both, may give rise to increasing customer
defaults.

The Group has a large share of the business lending market
in Australia and NZ. Should adverse business conditions
lead to defaults by business customers in these markets, the
Group may experience an adverse impact on its financial
performance and position.

Specifically, the Group has a large market share in the
Australian and NZ agricultural sectors, particularly the dairy
sector in NZ. Volatility in commodity prices, milk prices,
foreign exchange rate movements, disease and introduction
of pathogens and pests, export and quarantine restrictions,
and extreme weather events 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.
Customers of the Group whose businesses are in consumer
facing industries are also confronting challenges including
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high levels of household debt, low wage growth and the
recent decline in house prices weighing on consumer
confidence and impacting their business’ performance.
These factors may give rise to an increase in customer
defaults, ultimately affecting the Group’s financial
performance and position, profitability and returns to
investors.

Climate change and extreme climate patterns may lead to
increasing customer defaults and may decrease the value
of collateral.

Credit risk may arise as a result of climate change, including
extreme weather events affecting property values or
business operations, the effect of new laws and government
policies designed to mitigate climate change, and the
impact on certain customer segments as the economy
transitions to renewable and low-emission technology.
There is a risk of increased levels of customer default in
affected business sectors. The impact of this on the Group
may be exacerbated by a decline in the value and liquidity
of assets held by the Group as collateral in these sectors,
which may impact the Group’s ability to recover under
defaulting loans.

For example, parts of eastern Australia are experiencing
severe drought conditions. The impact of these conditions
is expected to extend beyond primary producers, to
customers who are suppliers to the agricultural sector, and
to those who reside in and operate businesses within
regional communities. Extreme weather events and other
climate patterns in other parts of Australia may have similar
impacts on other business sectors. These 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’s losses may differ materially from its
provisions which may impact its financial performance
and position.

The Group provides for expected losses from loans,
advances and other assets. Estimating losses in the loan
portfolio is, by its very nature, uncertain. The accuracy of
these estimates depends on many factors, including general
economic conditions, forecasts and assumptions, and
involves complex modelling and judgements. If the
assumptions upon which these assessments are made prove
to be inaccurate, the provisions for credit impairment may
need to be revised. This may adversely impact the Group’s
financial performance and position.

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

The majority of the Group's businesses operate in Australia
and NZ, with branches in Asia, the United Kingdom (UK) and
the United States (US). Levels of borrowing are heavily
dependent on customer confidence, employment trends,
market interest rates, and other economic and financial
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market conditions and forecasts most relevantly for the
Group in Australia and NZ, 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; 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:

¢ Increased cost of funding or lack of available funding.

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

¢ Inability to price certain assets.

e Anincrease in customer or counterparty default and
credit losses.

e Higher provisions for credit impairment.

¢ Mark-to-market losses in equity and trading positions.

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

¢ Lower growth in business revenues and earnings.

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

Economic conditions may also be impacted by climate
change and major shock events, such as natural disasters,
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 give rise to slower revenue

growth and/or increasing customer defaults:

¢ Global economic growth is trending downwards which
may create credit risk for the Group. The Group’s key
markets of Australia and NZ are small, open economies
where national income (and with it, the capacity for
businesses and households to service debt) is impacted
by global trends. The current global economic cycle
peaked in early 2018 and growth has slowed since this
time, due to fading fiscal stimulus, the impact of US-
China trade tensions, and tighter monetary policy in the
US, Canada and the UK, among other jurisdictions.

¢ In response to weakening growth, some central banks,
including the Reserve Bank of Australia and the US
Federal Reserve, have eased monetary policy and
indicated further rate cuts could occur. Given extremely
low policy rates in some countries, policy easing may
also involve additional quantitative easing. Policy easing
would be expected to reduce short-term downside risks
to growth, but risks building on existing imbalances in
various asset classes and regions. Policy easing may also
reduce the impetus for highly geared borrowers to
deleverage thereby increasing the credit risk posed to
the Group by these highly geared customers.

e As a key trading partner, China’s economic growth is
important to Australia and NZ, with export income and
business investment exposed to any sharp slowdown in

the rapid pace of Chinese economic growth. China’s high
and growing debt burden presents a risk to its medium-
term growth prospects. Due to its export mix, Australia’s
economy is exposed to any sudden downturn in China’s
domestic investment in business, infrastructure or
housing. Any such downturn could therefore 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.

The ongoing trade tensions between the US and China
present additional uncertainty that poses risks to global
economic growth. There remains the possibility of
further trade measures that will negatively impact global
economic growth. Although China is the primary target
of US trade measures, value chain linkages mean that
other emerging markets, primarily in Asia, may also be
impacted. A number of emerging markets in East Asia are
major trading partners with Australia and NZ and
accordingly a negative impact on their economies may
increase the credit risk facing the Group.

Geopolitical risks continue to present uncertainty to the
global economic outlook, with negative impacts on
consumption and business investment. An increasing
fragmentation of, and a rise in populism in, many major
democratic economies have led to difficulties in policy
implementation. Protests in Hong Kong are creating
political tensions between the Hong Kong Special
Administrative Region and mainland China. The
uncertainty surrounding the UK’s departure from the
European Union continues, with a general election
scheduled prior to the recently extended deadline, with
the major parties offering differing ways forward for
Brexit. In addition, there are a range of other geopolitical
risks, particularly given the ongoing uncertainty around
the Korean Peninsula, South China Sea and US sanctions
on lran.

Australia’s economic growth has slowed in 2019, which is
largely a reflection of weakness in household demand.
Wages growth has been weak, and if the slowdown in
growth persists, unemployment is expected to rise. NZ's
economic growth has also slowed. A slowdown in
economic growth in Australia and NZ and any resulting
increase in unemployment may negatively impact debt
servicing levels, increase customer defaults and
negatively impact the Group’s financial performance and
position and its profitability.

As commodity exporting economies, Australia and NZ 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.
Previous sharp declines in commodity prices in Australia
and NZ were driven by sub-trend global growth
constraining demand, combined with increases in
commodity supply. Commodity price volatility remains
substantial and given the Group’s sizeable exposures to
commodity producing and trading businesses, this
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volatility poses a significant source of credit risk to the
Group.

Market Risk

Market risk is the risk of loss from the Group’s trading
activities. The Group may suffer losses as a result of a
change in the value of the Group’s positions in financial
instruments 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, and commodity and equity prices, in
particular during periods of heightened market volatility or
reduced liquidity.

Credit spread risk is the risk of the Group’s trading book
being exposed to movements in the value of securities and
derivatives as the result of changes in the perceived credit
quality of the underlying company. 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 clients) in
fixed income securities.

Interest rate risk is the risk of the Group’s trading book
being exposed to changes in the value of securities and
derivatives as the result of changes in interest rates. The
Group’s trading book accumulates interest rate risk when
the Group provides interest rate hedging solutions for
clients, holds interest rate risk in anticipation of customer
requirements or undertakes market-making activity in fixed
income securities or interest rate derivatives.

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

Balance Sheet and Liquidity Risk

Balance sheet and liquidity risk comprises key banking book
structural risks of the Group, such as liquidity risk, funding
risk, interest rate risk, capital risk and foreign exchange 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, strategic plans and objectives. The Group
accesses domestic and global capital markets to help fund
its business, in addition to using customer deposits.
Dislocation in any of these capital markets, reduced 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.

Ligquidity risk is the risk that the Group is unable to meet its
financial obligations as they fall due. These obligations
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include the repayment of deposits on demand or at their
contractual maturity, the repayment of wholesale
borrowings and loan capital as it matures, 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 committed liquidity facility with the Reserve Bank of
Australia 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 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
authorised deposit-taking institution’s (ADI’s) operations by
providing a buffer to absorb unanticipated losses from its
activities.

Compliance with prudential capital requirements in the

jurisdictions in which the Group operates and any further

changes to these requirements may:

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

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

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

e Restrict balance sheet growth.

Additionally, 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, and financial performance and 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 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
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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’s financial performance and capital position
may be adversely impacted by interest rate fluctuations.

Interest rate risk is the risk to the Group’s financial
performance and capital position caused by changes in
interest rates. Factors which may affect the level of interest
rate risk include all on-balance sheet and off-balance sheet
items that 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 as interest
rates approach zero or become negative, thereby impacting
net interest margin.

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.

The value of the Group’s banking book may be adversely
impacted by foreign exchange rates.

Foreign exchange and translation risk arises from the
impact of currency movements on the value of the Group’s
cash flows, 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, such as repatriation of capital
and dividends. The Group also conducts business outside of
Australia and transacts with customers, banks and other
counterparties in a number of different currencies. The
Group’s businesses may therefore be affected by a change
in currency exchange rates, or a change in the reserve
status of any of these currencies.

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.

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 and
reputation 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 and security of the Group’s
information technology systems and infrastructure are
essential to the effective operation of its business and
consequently to its financial performance and position. The
reliability of technology may be impacted by the complex
technology environment, failure to keep technology
systems up-to-date, an inability to restore or recover
systems 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 new operational challenges.

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 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.

Privacy, 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.

The Group may not be able to anticipate a security threat,
or be able to implement effective measures to prevent or
minimise the resulting damage. As with other business
activities, the Group uses select external providers (in
Australia and overseas) to store confidential data and to
develop and provide its technology services, including the
increasing use of cloud infrastructure.
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A breach of the security at any of these external providers
or within the Group may be wholly or partially beyond the
control of the Group and may result in theft or loss of
customer data, a breach of privacy laws and subsequent
regulatory enforcement actions, customer redress,
litigation, or financial losses. This may adversely impact the
financial performance and position of the Group.

In addition, any such breach 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.

Deficient policies, processes, infrastructure and models
give rise to a significant risk to the Group’s operations.

The Group’s business involves the execution of a large
number of complex transactions. The Group is reliant on its
policies, processes 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 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.
Reputational damage may adversely impact the Group’s
ability to attract and retain customers or employees in the
short and long-term and the ability to pursue new business
opportunities. Reputational damage may also result in a
higher risk premium being applied to the Group, and
impact the cost of funding the Group’s operations or its
financial condition. Further, reputational damage may result
in regulators requiring the Group to hold additional capital,
pay fines or incur additional costs, including costs to
undertake remedial action. These impacts may affect the
viability of some or all of the Group’s business activities.

Models are used extensively in the conduct of the Group’s
business, for example, in calculating capital requirements
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 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 assist in business decisions, relies on inputs
from its employees, agents and third party vendors. 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
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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
personnel.

The Group is dependent on its ability to attract and retain
key executives, employees 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
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.

The Group’s capacity to attract and retain key personnel is
dependent on its ability to design and implement effective
remuneration structures. This process may be constrained
by regulatory requirements (particularly in the highly
regulated financial services sector), as well as investor
expectations, which may be somewhat disparate.

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
natural disasters, biological hazards or acts of terrorism.
The Group has branches in regional areas in Australia
(including in Queensland, Western Australia and New South
Wales) that are prone to seasonal natural disasters,
including fires and floods.

In addition, the Group has branches and office buildings in

Christchurch and Wellington in NZ, 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 the central business
districts of major cities in Australia and NZ, it may also be
exposed to the risk of a terrorist attack.

External events such as 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.
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If there is a ‘second strike’ shareholder vote against the
2019 Remuneration Report and a spill resolution is passed
at the 2019 Annual General Meeting, there is a risk of
disruption to the governance and oversight of the Group.

At the Company’s 2018 Annual General Meeting, the
Company’s 2018 Remuneration Report received a ‘first
strike’ vote under the Corporations Act. If at least 25% of
the votes cast on the resolution to adopt the Company’s
2019 Remuneration Report are cast against that resolution,
the Company will receive a ‘second strike” and be required
to put a ‘spill resolution’ to its shareholders at the
Company’s 2019 Annual General Meeting. If the “spill
resolution’ is passed by a simple majority, then at a
subsequent meeting to be held within 90 days of the
Company’s 2019 Annual General Meeting, all of the
Company’s directors who approved the Company’s 2019
Remuneration Report (other than the CEO) will be required
to stand for re-election at the meeting. In the event the
Company was to receive a ‘second strike’, and the spill
resolution was passed at its 2019 Annual General Meeting,
there is a risk that the composition of the Company’s Board
may change, causing disruption to the governance and
oversight of the Group.

The receipt of a ‘second strike’ and subsequent passing of a
‘spill resolution” may also cause reputational damage to the
Group, which may adversely impact the Group’s ability to
attract and retain customers, employees, and investors in
the short and long-term and the ability to pursue new
business opportunities.

Compliance Risk

Compliance risk is the risk of failing to understand and
comply with relevant laws, regulations, licence conditions,
supervisory requirements, self-regulatory industry codes of
conduct and voluntary initiatives.

The Group may be involved in a breach or alleged breach
of laws governing bribery, corruption and financial crime.

Supervision, regulation and enforcement in relation to anti-
bribery and corruption, anti-money laundering (AML) and
counter-terrorism financing (CTF) laws and trade sanctions
has increased. In June 2018, Australia’s financial intelligence
agency, AUSTRAC, reached an agreement with another
major Australian bank for a $700 million penalty relating to
serious breaches of AML/CTF laws. The Company has
reported a number of AML/CTF compliance breaches to
relevant regulators and has responded to a number of
requests from regulators requiring the production of
documents and information. The Group is currently
investigating and remediating a number of AML/CTF
compliance issues. The potential outcome and total costs
associated with the investigation and remediation process
remain uncertain. A negative outcome to any investigation
or remediation process may adversely impact the Group’s
reputation and its business, financial position and results of
operations. Further, given the large volume of transactions
that the Group processes, the undetected failure of internal
AML/CTF controls, or the ineffective implementation or

remediation of compliance issues, could result in a
significant number of breaches of AML/CTF obligations and
significant monetary penalties for the Group.

Refer to Note 29 Contingent liabilities and credit
commitments of the financial statements under the heading
Anti-Money Laundering (AML) and Counter-Terrorist Financing
(CTF) program uplift and compliance issues for more
information.

Matters arising during the Royal Commission may result
in legal proceedings against the Group.

The Royal Commission has referred two matters to the
Australian Prudential Regulation Authority (APRA) regarding
the conduct of the Group’s superannuation trustee, NULIS
Nominees (Australia) Ltd (NULIS). It is possible that APRA
may bring proceedings against NULIS in relation to these
matters. In addition, litigation funder IMF Bentham and
William Roberts Lawyers recently announced that they are
working to bring a class action against NULIS and are
seeking customers to register their interest in participating
in the class action.

The Royal Commission also referred other instances of
potential misconduct to the Australian Securities and
Investments Commission (ASIC) for consideration. ASIC
subsequently commenced civil proceedings against the
Company in relation to its ‘Introducer Payment Program,
alleging contraventions of the National Consumer Credit
Protection Act 2009 in relation to 297 loan applications that
were made between 2013 and 2016. The potential outcome
and total costs associated with this matter remain
uncertain. ASIC may bring further proceedings against the
Group in relation to other matters referred to it by the Royal
Commission, which may result in the imposition of civil or
criminal penalties on the Group or the issuing of a class
action or other civil litigation against the Group.

It is also possible that legal actions may be commenced
against relevant individuals within the Group.

Any damages awards or penalties may adversely impact the
Group’s reputation and financial performance and position.
Refer to Note 29 Contingent liabilities and credit
commitments of the financial statements for details in
relation to the Group’s material legal proceedings and
contingent liabilities.

Responsible lending obligations are evolving and may
create additional operational complexity for the Group.

The responsible lending obligations applicable to the Group
under the National Consumer Credit Protection Act 2009
have evolved in recent years. Changes to these obligations,
including their interpretation by the courts, or any
increased regulatory and public scrutiny, may require the
Group to change its consumer lending processes or
procedures. This may lead to additional operational
complexity for the Group, as well as increased costs, which
may adversely impact the Group’s financial performance
and position.
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Ensuring compliance with laws and regulations that apply
to the Group is complex and costly.

The Group is highly regulated and subject to various
regulatory regimes which differ across the jurisdictions in
which it operates, trades or raises funds.

Ensuring compliance with all applicable laws is complex.
There is a risk the Group will be unable to implement the
processes and controls required by relevant laws and
regulations in a timely manner or that the Group’s internal
controls will prove to be inadequate or ineffective in
ensuring compliance. Any failure to comply with relevant
laws and regulations may have a negative impact on the
Group’s reputation and financial performance and position,
and may give rise to class actions, regulatory enforcement
or litigation.

In addition, there is significant cost associated with the
systems, processes and personnel required to ensure
compliance with applicable laws and regulations. Such costs
may negatively impact the Group’s financial performance
and position.

Failure to comply with laws or regulatory requirements
may expose the Group to class actions.

There have been a number of domestic and international
firms facing high profile enforcement actions for alleged
instances of non-compliance with laws or regulatory
requirements. In some cases, these enforcement actions
have also given rise to class actions. Plaintiff law firm Slater
& Gordon has filed a class action in the Federal Court of
Australia, alleging that the Company and MLC Limited
engaged in unconscionable conduct and misleading and
deceptive conduct in connection with the sale of a
particular type of consumer credit insurance (being ‘NAB
Credit Card Cover’) and unconscionable conduct in
connection with the sale of a second consumer credit
insurance product, NAB Personal Loan Cover. Refer to Note
29 Contingent liabilities and credit commitments of the
financial statements under the heading Consumer Credit
Insurance (CCl) for more information.

It is possible that class actions may arise against members
of the Group in relation to allegations of which the Group is
currently aware or other matters of which it is not yet
aware. Any class action may impact the Group’s reputation,
divert management time from operations and affect the
Group’s financial performance and position, profitability
and returns to investors.

The Group may be exposed to losses if critical accounting
judgements and estimates are subsequently found to be
incorrect.

Preparation of the Group’s financial statements requires
management to make estimates and assumptions and to
exercise judgement in applying relevant accounting policies,
each of which may directly impact the reported amounts of
assets, liabilities, income and expenses. A higher degree of
judgement is required for the estimates used in the
calculation of provisions (including for customer-related
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remediation), the valuation of goodwill and intangible
assets, and the fair value of financial instruments. Changes
in the methodology or assumptions on which the
assessment of goodwill and intangible balances is based,
together with expected changes in future cash flows
(including changes flowing from current and potential
regulatory reforms), could result in the potential write-off of
a part or all of that goodwill or intangible balances.

If the judgements, estimates and assumptions used by the
Group in preparing financial statements are subsequently
found to be incorrect, there could be a significant loss to
the Group beyond that anticipated or provided for,