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Independent auditor' s report to the members of Westpac Banking Corporation
Report on the audit of the Financial Report
Our opinion

In our opinion the accompanying Financial Report of Westpac Banking Corporation (the Parent Entity) and its controlled entities (together
the Group) is in accordance with the Corporations Act 2001, including:

giving atrue and fair view of the Parent Entity’s and Group’s financial position as at 30 September 2016 and of their performance for the
year then ended; and
complying with Australian Accounting Standards and the Corporations Regulations 2001.

What we have audited
The accompanying Financial Report comprises:

the Consolidated and Parent Entity balance sheets as at 30 September 2016;

the Consolidated and Parent Entity income statements for the year then ended;

the Consolidated and Parent Entity statements of comprehensive income for the year then ended;

the Consolidated and Parent Entity statements of changes in equity for the year then ended;

the Consolidated and Parent Entity cash flow statements for the year then ended;

the notes to the financia statements, which include explanations of significant accounting policies; and
the directors declaration.

Basisfor opinion

We conducted our audit in accordance with Australian Auditing Standards. Our responsibilities under those standards are further described in
the Auditor’s responsibilities for the audit of the Financial Report section of our report.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Independence

We are independent of the Group in accordance with the auditor independence requirements of the Corporations Act 2001 and the ethical
reguirements of the Accounting Professional and Ethical Standards Board's APES 110 Code of Ethics for Professional Accountants (the
Code) that are relevant to our audit of the Financial Report in Australia. We have also fulfilled our other ethical responsibilitiesin
accordance with the Code.

Our audit approach

Overview

Set out below is an overview of our audit approach, highlighting key aspects including audit scope, materiality level, and Key Audit Matters
of our audit of the Group. These are described in further detail later in this report.

Audit scope The scope of our audit, and the nature, timing and extent of our audit procedures, were
determined by our risk assessment, the financia significance of divisions and other
qualitative factors. We conducted:

an audit of the most significant operations of the Group, being the Consumer Bank,
Business Bank and Westpac Institutional Bank (domestic) divisions; and
specific audit proceduresin relation to the Westpac New Zealand and BT Financial Group
(Australia) divisions, the offshore operations of Westpac Institutional Bank and other
account balances
to ensure we obtained sufficient appropriate audit evidence to express an opinion on the
Financial Report asawhole.

Materidity For the purposes of our audit we used athreshold for overall Group materiality of $532
million, which represents 5% of the Group’s profit before tax.

Key Audit Matters ~ The Key Audit Matters, which are those matters which were of the most significance in our
audit, were:
Credit risk and provisions for impairment charges;
Valuation of financia instruments held at fair value; and
Operation of information technology (IT) systems and controls.
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Audit scope

As part of designing our audit, we determined materiality and assessed the risks of material misstatement in the Financial Report. In
particular, we considered where the directors made subjective judgements, for example, in respect of critical accounting assumptions and
estimates that involved making assumptions and considering future events that are inherently uncertain. Asin al our audits, we aso
addressed the risk of management override of internal controls, including among other matters consideration of whether there was evidence
of bias that represented arisk of material misstatement due to fraud.

We tailored the scope of our audit to enable us to provide an opinion on the Financial Report as awhole, taking into account the following
factors: the geographic and management structure of the Group; the significance and risk profile of each division within the Group; the
Group’ s accounting processes and controls; and the financial services industry and broader economies in which the Group operates. We also
ensured that the audit team included the appropriate skills and competencies which are needed for the audit of a complex banking group. This
included industry expertise in consumer, business and ingtitutional banking and wealth management services, as well as specidists and
expertsin IT, actuarial, tax, treasury and valuation.

We conducted an audit of the most significant operations, being the Consumer Bank, Business Bank, and Westpac Institutional Bank
(domestic) divisions. For the purpose of our audit, the Group’s treasury operations are included in the Westpac Institutional Bank division,
given the commonality in systems and controls. In addition, we performed specific audit procedures in relation to the Westpac New Zealand
and BT Financial Group (Australia) divisions, the offshore operations of Westpac Institutional Bank, and aspects of the Group Businesses
division (in particular, provisions for impairment charges, technology balances and property). Further audit procedures were performed by
the Group engagement team over the remaining balances and the consolidation process, including substantive and analytical procedures. The
work carried out in the divisions, together with those additional procedures performed at the Group level, gave us sufficient coverage to
express an opinion on the Financial Report as awhole.

Materiality

The scope of our audit was influenced by our application of materiality. An audit is designed to provide reasonabl e assurance about whether
the Financial Report is free from material misstatement. Misstatements may arise due to fraud or error. They are considered materia if
individually or in aggregate, they could reasonably be expected to influence the economic decisions of users taken on the basis of the
Financial Report.

Based on our professional judgement, we determined certain quantitative thresholds for materiality, including the overall Group materiality
for the Financial Report as awhole set out in the table below. These, together with qualitative considerations, hel ped us to determine the
scope of our audit and the nature, timing and extent of our audit procedures and to evaluate the effect of misstatements, both individually and
in aggregate, on the Financial Report as awhole.

Overall Group materiality $532 million

How we determined it 5% of the Group’s profit before tax

Rationale for the materiality We chose ‘profit before tax’ asitisakey financial statement metric and
benchmark applied commonly used benchmark for materiality. We selected 5% based on our

professional judgement, noting that it is also within the range of commonly
accepted profit-related thresholds.
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Key Audit Matters

Key Audit Matters for the Group and Parent Entity are those matters that, in our professional judgement, were of most significance in our
audit of the Financial Report for the current period. We have communicated the Key Audit Matters to the Board Audit Committee, but they
are not a comprehensive reflection of all matters that were identified by our audit and that were discussed with the Committee. In the table
below we have described the Key Audit Matters and have included a summary of the principal audit procedures we performed to address
those matters.

The Key Audit Matters were addressed in the context of the Financial Report as awhole and in forming our opinion thereon, and we do not
provide a separate opinion on these matters. Further, any commentary on the outcomes of a particular audit procedure is made in that context.

Key Audit Matter How the audit addressed the Key Audit Matter
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Credit risk and provisions for impairment charges

We focused on this area because of the highly subjective
and complex judgements made by management in
determining the necessity for, and then estimating the
size of, impairment provisions against loans.

Provisions for impairment of loans that exceed specific
thresholds are individually assessed by management with
reference to the estimated future cash repayments and
proceeds from the realisation of collateral held by the
Group in respect of those loans.

If an individually assessed loan is not impaired, it is then
included in a group of loans with similar risk
characteristics and, along with those loans below the
specific thresholds noted above, is collectively assessed
on aportfolio basis using models developed by
management.

Particularly important elements in the impairment
provisioning processes include:

« the identification of impaired loans, and the cash flow
forecasts (including the expected realizable value of
any collateral held), supporting the cal culation of
individually assessed provisions. We consider thisto
be the most significant inherent audit risk due to the
subjectivity involved in assessing how much of the
debt will be recovered from, in particular, large
institutional impaired loans;

« the design of the models used in the collectively
assessed provision calculations, and the
appropriateness of the key assumptions used in those
models, including the emergence periods (EP) for
unidentified impairments, the probabilities of default
(PD) and the loss given default (LGD) factors; and

« the economic overlays added to the model calculations,
to reflect emerging trends or particular situations which
are not captured by the models used, such as the current
persisting downturn in various commodity prices.

Given the high level of subjectivity involved in
estimating loan impairment provisions, one of our
overriding audit objectives is to assess whether the
calculations and underlying assumptions are consistent
with those applied in the previous year, or that any
changes are appropriate in the circumstances.

See Note 14 to the financial statements which explains
the critical accounting estimates and assumptionsin
determining provisions for impairment charges,
including loss rates and emergence periods.

We assessed the design and tested the operating
effectiveness of the controls over the loan impairment
provisioning processes. The key controls included:

* governance, including the continuous reassessment by
management that impairment models are calibrated in a
way which is appropriate for the credit risksin the
Group'’s loan portfolios;

« controls over identification of the deterioration in credit
quality of individual loans;

« controlsinherent in the IT systems that manage and
transfer the data between underlying source systems
and the impairment models; and

» thereview and approval process for the outputs of the
impairment models, and the adjustments and economic
overlays that are applied to the modelled outputs.

We determined that we could rely on controls over the
loan impairment provisioning processes for the purposes
of our audit.

For asample of individually assessed provisions,
including the small number of large institutional names
downgraded to impaired status during the year, we also:

« considered the latest developments in relation to the
borrower (as known to the Group) and the basis of
measuring the impairment provision;

« examined the forecast cash flows from the impaired
borrowers, as prepared by management, and in
particular challenged the key assumptionsin relation to
both the amount and timing of recoveries; and

 compared the valuation of collateral held to external
evidence (where available) and assessed whether any
independent expert advice was: (i) up to date; (ii)
consistent with the strategy being followed in respect
of the particular borrower; (iii) appropriate for the
purpose; and (iv) used in the impairment calculations.

In relation to the collectively assessed provisions which
were calculated using models, our work included:

« critically examining management’s model monitoring
processes and, on a sample basis, conducting in-depth
reviews of models used to calculate the impairment
provisions;

* using our knowledge of industry practice and the actual
past experience of the Group's loan portfolios to
challenge the appropriateness of the key assumptions
applied in the models, such asthe EPs, PDs and LGDs,
and

« performing analyses on key assumptions and
considering key ratios, including provision-to-loan
ratios at product and geographic levels.

For economic overlays to model calculations, we
considered the potential for impairment to be affected by
events not captured by management’s models, and
challenged management to provide objective evidence
that the economic overlays (for example, in relation to
the mining sector and the New Zealand dairy sector)
were appropriate.

We found that the Group’s approach to calculating loan
impairment provisions was consistent with prior periods
and that the underlying key assumptions, model outputs
and overlays were considered to be reasonable.
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Vauation of financid instruments held a fair value

Financia instruments held at fair value are derivative
assets and liahilities, trading securities, available-for-sale
securities, life insurance assets and liabilities, various
debt issues and some other assets and liabilities
designated at fair value.

The Group’s financial instruments predominantly relate
to vanilla (non-structured) contracts and, as such, are
categorised as‘Level 1’ or ‘Level 2’ instrumentsin the
disclosuresin Note 23. Thisis consistent with the Group’
scoreingtitutional banking and treasury operations,
being the provision of risk management products to
customers (primarily interest rate and foreign exchange
contracts), and the management of the Group’s
borrowings and liquidity; as opposed to an investment
bank which typically holds a much higher proportion of
structured products. Further, the proportion of the Group’
s‘Level 3’ (or ‘harder to value') positions has decreased
this year, consistent with similar banks, in response to
global regulatory and business model changes.

Despite the above, there are two factors that led to our
higher focus on this area. First, the magnitude of

financial instruments held at fair value is material, being
16% of total assets and 13% of total liabilities. Second,
judgement and inherent complexity isinvolved in
estimating the fair value of financial instruments. In
particular, the valuation of derivative contracts,

including vanilla contracts, has become more complex in
recent years as valuation models attempt to better capture
credit risk and funding costs.

Particularly subjective aspects of the Level 2 valuation
process are the adjustments applied to the
uncollateralised derivative portfolio, such as credit and
debit valuation adjustments (CVA and DVA) and
funding valuation adjustments (FVA). The methods for
calculating some of the adjustments continue to evolve
across the banking industry.

For CVA and DVA, the adjustments are sensitive to
factors such as expected future market volatility and
credit risks. For FVA, the adjustment is sensitive to
funding rates observed in market transactions, which are
difficult to isolate from other elements of pricing.

See Note 23 to the financial statements which explains
the‘Levels and the valuation techniques used.
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We assessed the design and tested the operating
effectiveness of the controls over the valuation of financial
instruments held at fair value. The key controls included:

* governance mechanisms and monitoring over the
valuation process, including over derivative valuation
adjustments;

* management’ s process to ensure valuation models
remain fit-for-purpose (‘model validation’);

« controls over the completeness and accuracy of inputs
(including independent market data) to the valuation
models,

« the Finance team’ s processes to independently check
certain valuations produced by the front office; and

* processes to approve new products.

We determined that we could rely on controls over the
valuation of financial instruments held at fair value for
the purposes of our audit.

In relation to the positions and valuations as at 30
September 2016, we also:

» challenged management to demonstrate the
appropriateness of key inputs to models;

* investigated the drivers of movements in fair value
adjustments, and tested certain inputs against external
market observations; and

« for asample of interest rate, foreign exchange, bond
and debt positions, we compared the valuations to our
own independently derived valuations. Thisinvolved
sourcing independent inputs from market data
providers, and using our own valuation models. We
investigated variances where appropriate to assess
whether a systemic bias or error existed.

In those instances where external information supporting
valuations was limited, we sought other information
which, while not always directly comparable, might be
indicative of appropriate valuation. For example, we:

» examined the profit or loss on sales of lessliquid
trading positions during the year to assess whether, on
balance, management’s prior judgements on vauations
were close to actual market prices;

« examined collateral disputes to identify possibly
inappropriate valuations; and

« compared the methods used for the uncollateralised
derivative portfolio valuation adjustments with our
understanding of current and emerging global market
practice.

We found that the Group’s approach to calculating the
fair value of financial instruments was consistent with
prior periods and that the val uations were considered to
be reasonable.
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Operation of IT systems and controls

We focused on this area because the Group is heavily
dependent on complex IT systems for the processing and
recording of significant volumes of transactions. Over
80% of the key financia controls we seek torely onin
our audit arerelated to I T systems and automated
controls.

In particular, in common with all banks, access rightsto
technology are important because they ensure that
changes to applications and data are authorised and made
appropriately. Ensuring staff have appropriate access to
IT systems, and that access is monitored, are key controls
in mitigating the potential for fraud or error as aresult of
achange to an application or underlying data.

In addition, during the current year substantial changes
were made to the Group’s technology as part of the
Service Revolution, such as the commencement of an
infrastructure transformation program which included:

* outsourcing more services from third parties;
« continued replacement of some core systems; and
« continued refresh of some applications and databases.

There are inherent risks associated with such largescale
changes to systems, data, processes and controls.
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For significant financial statement balances we gained an
understanding of the business processes, key controls and
IT systems used to generate and support those balances.
We assessed the design and tested the operating
effectiveness of the key controls over the continued
integrity of therelevant IT systems. Thisinvolved
assessing:

« the technology control environment: i.e. the governance
processes and controls used to monitor and enforce
control consciousness throughout the Group’s
technology teams and third party suppliers;

» change management: i.e. the process and controls used
to make, test and authorise changes to the functionality
within systems;

* security: i.e. the access controls designed to enforce a
segregation of duties or ensure that datais only
changed through authorised means;

* system development: i.e. the project disciplines which
ensure that new systems are developed to meet a
defined business need are appropriately tested before
implementation, and that datais converted and
transferred completely and accurately; and

* IT operations: i.e. the controls that ensure key
operations occur when they should and that any issues
that arise are managed to a successful conclusion.

For in-scope I T operations where technology services are
provided by athird party, we:

* obtained assurance from the third party’s auditors on
the design and operating effectiveness of controls,
and/or

« tested internal control design and operating
effectiveness ourselves.

We also carried out further direct tests of the operation of
key programs to establish the accuracy of calculations,
the correct generation of reports, and to assess the correct
operation of automated controls and technology-
dependent manual controls.

In relation to the components of the Group's
infrastructure transformation program which are
significant to the financial statements, we:

» tested the design effectiveness and operating
effectiveness of new key controls;

« visited new sites for third party service providers; and

« tested the completeness and accuracy of relevant data
migration from old systems to new systems.

While we noted some design and effectiveness issues
with access controls and change controls, some of which
are long-standing, the combination of compensating
control tests and direct tests gave us sufficient evidence
to rely on the continued and proper operation of the
Group’s IT systems for the purposes of our audit.
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We attended all four Board Audit Committee meetings held during the year, each of which included discussions without management
present. Through these meetings and other interactions and correspondence, among other things we communicated with the Board Audit
Committee members about:

our audit plan for the year and in particular our areas of focus which, as required by auditing standards, included specific attention to the
risk of management override of internal controls and the risk of fraud in revenue;

our observations on controls over financial reporting, and how we had responded to any relevant control matters identified;

how we had assessed and challenged any alternative accounting treatments considered by management;

the results of our audit work in relation to the Key Audit Matters, as described above; and

the results of our audit work in relation to other areas of heightened focus, such as the application of hedge accounting, the capitalisation
and amortisation of technology costs including software, any accounting and disclosure considerations related to conduct risk, and
management’s other critical accounting estimates (identified in Note 1) including goodwill, superannuation obligations and life insurance
contract liabilities.

Directors responsibilities for the Financial Report

The directors of the Parent Entity are responsible for the preparation of the Financial Report that gives atrue and fair view in accordance with
Australian Accounting Standards and the Corporations Act 2001 and for such internal control as the directors determine is necessary to
enable the preparation of the Financial Report that gives atrue and fair view and is free from material misstatement, whether due to fraud or
error.

In preparing the Financial Report, the directors are responsible for assessing the Group’s ability to continue as a going concern, disclosing, as
applicable, matters related to going concern and using the going concern basis of accounting unless the directors either intend to liquidate the
Group or to cease operations, or have no realistic alternative but to do so.

Auditor's responsibilities for the audit of the Financial Report

Our objectives are to obtain reasonable assurance about whether the Financial Report as awhole is free from material misstatement, whether
dueto fraud or error, and to issue an auditor's report that includes our opinion. Reasonable assurance is ahigh level of assurance, but isnot a
guarantee that an audit conducted in accordance with Australian Auditing Standards will always detect a material misstatement when it
exists. Misstatements can arise from fraud or error and are considered material if, individually or in the aggregate, they could reasonably be
expected to influence the economic decisions of users taken on the basis of the Financial Report.

As part of an audit in accordance with Australian Auditing Standards, we exercise professional judgement and maintain professional
scepticism throughout the planning and performance of the audit. The audit involves us:

identifying and assessing the risks of material misstatement of the Financial Report, whether due to fraud or error, designing and
performing audit procedures responsive to those risks, and obtaining audit evidence that is sufficient and appropriate to provide a basis for
our opinion. The risk of not detecting a material misstatement resulting from fraud is higher than for one resulting from error, as fraud may
involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal control;

obtaining an understanding of internal control relevant to the audit in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Group’s internal control;

evaluating the appropriateness of accounting policies used and the reasonableness of accounting estimates and related disclosures made by
the directors;

concluding on the appropriateness of the directors use of the going concern basis of accounting and, based on the audit evidence obtained,
whether amaterial uncertainty exists related to events or conditions that may cast significant doubt on the Group’s ability to continue as a
going concern. If we conclude that a material uncertainty exists, we are required to draw attention in our auditor's report to the related
disclosuresin the Financial Report or, if such disclosures are inadequate, to modify our opinion. Our conclusions are based on the audit
evidence obtained up to the date of our auditor's report. However, future events or conditions may cause the Group to cease to continue as
agoing concern;

evaluating the overall presentation, structure and content of the Financial Report, including the disclosures, and whether the Financial
Report represents the underlying transactions and events in a manner that achieves fair presentation; and

obtaining sufficient appropriate audit evidence regarding the financial information of the entities or business activities within the Group to
express an opinion on the Financial Report. We are responsible for the direction, supervision and performance of the Group audit. We
remain solely responsible for our audit opinion.

As described above, we communicate with the directors regarding, among other matters, the planned scope and timing of the audit and
significant audit findings, including any significant deficienciesin interna control that we identify during our audit.

We also provide the directors with a statement that we have complied with relevant ethical requirements regarding independence, and
communicate with them all relationships and other matters that may reasonably be thought to bear on our independence, and where
applicable, related safeguards.

From the matters communicated with the directors, we determine those matters that were of most significance in the audit of the Financial
Report of the current period and are therefore the Key Audit Matters. We describe these mattersin our auditor’'s report unless law or
regulation precludes public disclosure about the matter or when, in extremely rare circumstances, we determine that a matter should not be
communicated in our report because the adverse consequences of doing so would reasonably be expected to outweigh the public interest
benefits of such communication.
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Other information

The directors are also responsible for the other information, being the information in the Annual Report other than the Financial
Report and our report thereon. Our opinion on the Financial Report does not cover the other information and we do not express
any form of assurance conclusion thereon.

In connection with our audit of the Financial Report, our responsibility isto read the other information and, in doing so,
consider whether the other information is materially inconsistent with the Financial Report or our knowledge obtained in the
audit or otherwise appears to be materially misstated. If, based on the work we have performed, we conclude that thereisa
material misstatement of this other information, we are required to report that fact. We have nothing to report in this regard.

Report on the audit of the Remuneration Report
Opinion on the Remuneration Report

We have audited the Remuneration Report included in Section 1 of the Annual Report for the year ended 30 September 2016. In our opinion,
the Remuneration Report of Westpac Banking Corporation for the year ended 30 September 2016 complies with section 300A of the
Corporations Act 2001.

Responsibilities for the Remuneration Report

The directors of the Company are responsible for the preparation and presentation of the Remuneration Report in accordance with section
300A of the Corporations Act 2001. Our responsibility isto express an opinion on the Remuneration Report, based on our audit conducted in
accordance with Australian Auditing Standards.

PricewaterhouseCoopers

Michael Codling Andrew Wilson
Partner Partner
Sydney

7 November 2016

)
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